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Compound Annual Growth Rate
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4 SEGMENT OPERATING Day, "

(Operating Profit—dollars in thousands)

Year ended December 31, 2002 2001 2000
Production:

Equity gas reserves (Bcfe) 588 474 412
Gas production volumes (MMcfed) 134 100 76
Average gas prices ($/Mcfe) $ 234 $ 316 $ 3.07
Operating profit® $73,734 $ 64,395 $ 28,801
Gas Gathering and Processing:

Connected gas reserves (Tcf) 3.6 3.2 2.7
Average gas volumes gathered (MMcfd) 1,163 1,161 1,248
Average plant gas sales (MMcfd) 447 412 406
Average plant NGL sales (MGald) 1,417 1,455 1,505
Operating profit® $92,870 $135,834 $138,395
Transportation:

Gas transportation volumes (MMcfd) 192 193 187
Operating profit® $15,715 § 16,468 §$ 17,302
Marketing:

Average gas sales (MMcfd) 1,988 1,961 1,835
Average NGL sales (MGald) 2,010 2,347 3,085
Average gas prices ($/Mcf) $ 292 $ 397 § 390
Average NGL prices ($/Mcf) $ 42 $ 49 § 52
Average gas sales margin ($/Mcf) $ 04 8 06 8 .02
Average NGL sales margin ($/Gal) S .008 § 005 § .007
Operating profit® $37,490 $ 50,030 $ 19474

(1) Operating profit represents total revenues less product purchases, plant and transportation operating expense and oil

and gas exploration and production expense.
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(Dollars in thousands, except share and per share amounts)

FINANCIAL Day,

(1) See page 85 for reconciliation to net income.

Year ended December 31, 2002 2001 2000
Revenues $ 2,489,698 $ 3,353,162 $ 3,280,091
Net income 50,589 95,637 56,108
Earnings per share of common stock—

assuming dilution 1.23 2.48 1.39
Weighted average shares of common

stock outstanding—assuming dilution 33,607,560 37,022,369 32,834,641
Total Assets 1,302,144 1,267,942 1,431,422
Long-term debt 359,933 366,667 358,700
Stockholder’s equity 483,068 473,352 391,534
Cash flow before working capital

adjustments® 161,071 173,506 139,879
Capital expenditures 140,637 163,977 108,536
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» Achieved shareholder return of 14.6 percent.

* Realized net income of $50.6 million or $1.23 per diluted share.

« Increased proved reserves 24 percent to 588 Bcfe.

« Increased net production 34 percent to 49 Bcfe.

» Replaced 332 percent of equity gas produced.

+ Incurred finding and development costs of only $0.43 per Mcf.

» Maintained steady gathering & processing volumes.

* Replaced 205 percent of reserves connected to midstream facilities.
+ Reduced debt to capitalization ratio to 43 percent.

* Redeemed remaining $2.28 preferred stock.
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» Western focus
* Gas leveraged
¥ Resourece rich

;l ¥ M /
Western e- %sources eXplores produces gathers processes, transports

5 -arca for growth is the Rocky Mountain region, glven the

g Eideiic
1arge ﬂatural gas resource base Western s human and financial Iesources arc

‘ proven and u'nr;sked probable and possible gas reserves under 1ease and
36 ch of proven reserves connected to our midstream facilities. Our extensive
inventory of long-term, low-cost; low-risk and high-return reserves will fuel

Western’s upstream and midstream grdwth throughqut the decade
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Western Gas Resources, as our name
implies, is strategically focused on
the vast natural gas resource in the
West. Unconventional resources such
as coal bed methane (CBM) in the
Powder River Basin and low perme-
ability or “tight” gas sands in the
Green River Basin provide Western
with the leasehold to steadily grow
our proved reserves. Our expertise
and assets in natural gas gathering,
processing, transportation and mar-
keting provide Western with strategic
competitive advantages—the ability
to control our own destiny in getting
our natural gas and natural gas liquids
to market, achieve the best possible
prices and generate substantial cash
to fund our growth projects. Western’s
newly established exploration and
acquisition team and our existing
business development team will fur-
ther enhance our portfolio with new
Company building projects.

Why natural gas? As America’s popu-
lation grows and depends more on
technology, Americans rely more on
natural gas to heat, cool and provide
clectricity for their homes, businesses
and industries. During the last few
decades, America increasingly turned
to natural gas since it is the most
clean-burning and environmentally
friendly dependable fuel. Industry
responded with substantial invest-
ments in the exploration, development
and transportation of natural gas.

Today, industry faces growing chal-
lenges in bringing new supplies of
natural gas to market, especially in the
gas rich Rocky Mountain region. Base
decline of United States gas produc-
tion, without additional drilling, has
declined further to 27 percent per
year. Meanwhile, per well reserves
and productivity are diminishing.
Nearly twice the number of wells are

required this year versus a decade
ago to offset the base decline to
maintain flat production. In the early
1990’s, 500 gas rigs drilling year-round
would have offset the base decline.
Now 900 to 1,000 gas rigs are
required. Additionally, a reduced

workforce, volatile prices and
more fiscal discipline have resulted
in a low inventory of exploration
prospects. We concur with many
industry experts who believe that
natural gas prices will remain
strong due to the tight supply-
demand dynamics.

Overall, Western’s focus on natural
gas stems from our profitable track
record in finding and delivering gas
to market in a region known for its
vast resource, a favorable outlook on
commodity prices and our desire to
deliver environmentally friendly fuel
to America’s homes and businesses.

Our experience in the exploration,
production and gathering of
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unconventional gas reservoirs
provides an ideal combination
to capitalize on the
Rocky Mountain basins.
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Eighty-five percent of the estimated
natural gas resource base of the

‘)

Rocky Mountain region has yet

to be discovered or developed.

Why the Rockies? Eighty-five percent
of the estimated natural gas resource
base of the Rocky Mountain region
has yet to be discovered or developed.
The undiscovered portion alone is
estimated to approach 200 trillion
cubic feet (Tcf). A major part of this
resource is in the Powder River and
Green River Basins of Wyoming.
Western holds significant leasehold
and operations in these two prolific
basins. Over 92 percent of the Rockies
resource potential is from unconven-
tional reservoirs such as CBM and
tight gas sands. Our related experi-
ence provides an ideal combination
to capitalize on the resource rich
Rocky Mountain basins.

Western Gas experienced another
excellent year in 2002. Our employees
and assets delivered net income of
$50.6 million and cash flow before

working capital adjustments of
$161.1 million, which resulted in a
14.6 percent total return to our share-
holders. We increased net production
34 percent to 49 billion cubic feet
(Bcf) by participating in 937 gross
wells with a 98 percent success rate.
Our production growth came organi-
cally from the drill bit at finding and
development costs of less than 50
cents per thousand cubic feet (Mcf),
nearly one-third of industry averages.
‘We also continued our strong record
of reserve additions. We increased
proved reserves 24 percent to 588
billion cubic feet of gas equivalent
(Bcfe). The Company replaced 332
percent of 2002 production.

Most importantly, we believe the

best is yet to come for Western Gas.
Our existing leasehold in two of the
most prolific natural gas plays in the

United States offers tremendous
potential with unrisked probable and
possible reserves of approximately
two Tcf. The Powder River Basin is
producing nearly one Bcf per day by
industry, mostly from the Wyodak
and related coals. The prolific Big
George coal has come on strong from
several pilots in the last two years.
The Big George coal is producing 70
million cubic feet per day (MMcfd)
from industry, similar to the Wyodak
in early 1998. It could exceed the
production of the Wyodak given its
greater thickness, pressure and gas
content. We remain the largest gath-
erer and transporter in the Powder
River Basin, as volumes gathered
increased 33 percent to 381 MMcfd
in 2002 compared to 2001.

The Pinedale Anticline in the Green
River Basin is producing a total of

Powder River Basin
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approximately 275 MMcfd from
industry in just five years of develop-
ment. It is in the early stages of devel-
opment as Western has exposure to
an additional 500 wells in this play.
We enhanced our fully integrated
operations in 2002 by completing
the first two phases of our 50-percent
owned Rendezvous gathering system.
Rendezvous can now gather 275
MMcfd of equity and third-party gas
from the Pinedale Anticline and deliver
that gas to two processing facilities
including Western’s Granger system.

Western’s integrated approach to the
natural gas business differentiates us
from many of our peers. Our signifi-
cant gathering and processing opera-
tions complement our production
activities and our marketing strategy
has provided superior price risk man-
agement. As a result of favorable

Pinedale Anticline

equity gas hedges and firm trans-
portation agreements, we mitigated
the impact of weaker natural gas
prices in the Rocky Mountain region
in 2002. In fact, over 90 percent of
our production was insulated from
Rockies gas prices. Additionally, we
have effectively eliminated our expo-
sure to Rockies pricing for our pro-
duction volumes in 2003. We have
hedged 33 percent of our equity gas
and the remainder will benefit from
Mid-Continent pricing utilizing our
firm transportation.

Our midstream assets in West Texas,
northern Oklahoma and northwest
New Mexico also performed excep-
tionally well during 2002. Modern-
ization upgrades and new automation
reduced operating expenses by $4 mil-
lion in 2002 and should result in
greater savings in 2003. Gathering

and processing volumes remained
steady through active drilling and
NEW CONtracts.

Overall, our midstream operations
contributed $93 million, or 42 per-
cent of the Company’s operating
profit in 2002. Proven reserves con-
nected to our systems increased
approximately 400 Bcf in 2002 to 3.6
Tcf. New drilling activity continues
near our gathering systems and our
low operating costs and high on-line
efficiency allow us to be extremely
competitive when pursuing new
business. Our midstream operations
are expected to provide meaningful
cash flow for expansion of our growth
projects in 2003, given maintenance
capital expenditures of approxi-
mately $11 million.

We were able to meet our reserve
and production growth objectives in

Current Value

Western’s Natural Gas Resource Base ; i
588 Bcfe Proven

Reserves

Future
Shareholder Value

Probable/Possible,

2.0 Tcf
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Western is focused on becoming

a premier developer of natural
gas in the resource rich

D

Rocky Mountain West.

2002 while further strengthening our
balance sheet. We reduced our debt
to capitalization ratio to 43 percent
and retired the remainder of our
$2.28 preferred stock. Our plan is
to spend $182 million in 2003, 85
percent of which is allocated for the
Rocky Mountain region. We plan to
spend approximately $75 million for
exploration and production activities
and $58 million for gathering and
processing operations, in addition
to our recent $37 million acquisition
of Wyoming gathering assets. Our
strong balance sheet provides ample
room for additional upstream or mid-
stream acquisitions.

Western's Board of Directors and man-
agement team has formally adopted
corporate governance requirements
in compliance with the Sarbanes-
Oxley Act and guidelines set forth by

the New York Stock Exchange and
the Securities and Exchange
Commission. Consistent with past
practices, we strive to provide our
shareholders with an accurate
reporting of Company business based
on compliance with internal control
processes, Company policies and all
applicable laws and regulations.

Western Gas employees bring a wide
diversity of talent, a wealth of experi-
ence and an abundance of enthusi-
asm to the Company. Their efforts
have established one of the largest
positions in two of the most active
onshore basins in the United States.
Western’s expertise in gathering,
transportation and marketing helps
us to successfully manage two of the
primary issues that producers in the
Rockies face—takeaway capacity
and pricing.

In summary, we believe few compa-
nies have as long-term, low-risk, high-
return drilling inventory under lease
as Western. We intend to live up to our
name as we focus on becoming a pre-
mier developer of natural gas in the
resource rich Rocky Mountain West.
Our outstanding human, financial and
physical resources will deliver increas-
ing value for our shareholders in the
coming years. We thank you for your
continued support.

Sincerely,

b @ Oca

Peter A. Dea
President and Chief Executive Officer

Pinedale Anticline




R/

RN

"N~V

Coartrse D

+ PowpER RIVER BASIN COAL BED ]

Nearly four billicn
cubic feet per day
of coal bed methane is
produced in the
United States.
Approximately 25
percent of it is coming
from the Powder

River Basin.

The Durham Ranch is one example
of how we and our co-developer
work with landowners to ensure
that our operations are mutually

beneficial and have minimal

impact to their property.
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Western experienced double-digit

*

net production growth from the

*

CBM play for the fifth straight

Western has established itself as one
of the primary leaders in the produc-
tion, gathering and transportation of
Powder River Basin coal bed methane
(CBM). We are one of the largest
acreage holders and producers in this
exciting natural gas play with over
515,000 net acres under lease and
over 120 MMcfd of net production.
Since the majority of this play has yet
to be developed, the next decade
will see substantial activity. In fact,
outside sources indicate that up to

75 percent of the growth in CBM
production in the United States could
occur in this region. Western Gas is
extremely well positioned to add
value as the play matures.

A new Department of Energy study
has concluded that 29 Tcf of CBM
in the Powder River Basin could be

year in 2002.

economically produced utilizing
water disposal methods currently
used by Western and as proposed by
the pending Environmental Impact
Statement (EIS). The new EIS, which
is nearing a final Record of Decision
(ROD), will allow industry to drill up
to 39,000 new CBM wells in the
Powder River Basin.

As of November 2002, over 10,000
CBM wells drilled by industry were
producing approximately one Bcf
from the Wyodak, Big George and
related coals. Western has partici-
pated, with our 50 percent working
interest, in over 3,700 gross wells in
this low-cost, low-risk development.
However, we are still early in the
development phase. We added 64 Bcf
of new reserves in the CBM play in
2002, net of revisions. The revisions

were related to more conservative
interpretation of the directives from
the Securities and Exchange
Commission (SEC), the under per-
forming Hoe Creek area, and pres-
sure draw down and related drainage
in certain areas. Reserves related to
the SEC directives will likely be
booked in later years as drilling and
dewatering proceed. Our proved
reserves in the CBM play totaled 414
Bcf at year-end 2002.

Western experienced double-digit net
production growth from the CBM
play for the fifth straight year in
2002, with an increase of 33 percent
from 2001 to an average of 118
MMcfd net. We participated in 909
gross wells in 2002 and experienced
a 98 percent success rate. We plan
to drill 845 gross wells during 2003.
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We anticipate increasing net produc-
tion five to ten percent compared to
2002 as we transition from the rela-
tively mature Wyodak coal on the
eastern side of the Basin to the more
prolific Big George coal to the west.
The 2003 drilling program and
related production are partially
dependent on the timing of the EIS
and subsequent receipt of drilling
and water discharge permits. We will
be laying the groundwork in 2003 for
accelerating production growth in
subsequent years. Our long-term
drilling inventory of low-risk, low-
cost, high rate of return wells in this
exciting natural gas play should pro-
vide steady income for several years.

To date, approximately 88 percent of
our drilling activity has occurred in
the shallower Wyodak: coal seams.

Powder River Basin

However, approximately 65 percent
of our highly prospective net acre
position is on federal lands, the
majority of which lies over the
deeper and thicker Big George coals
to the west. The completion of the
EIS will allow us to substantially
increase our activity in the Big
George coal. Approximately 50 per-
cent of our 2003 drilling program
will target this coal. We believe indi-
vidual well reserves and rates of the
Big George coal will exceed those of
the Wyodak due to greater thickness,
higher gas content and higher pres-
sure, The Big George will take an
estimated twelve to twenty-four
months to dewater versus six to nine
months for a typical Wyodak well.

We have completed 425 wells in 12
pilot or development areas in the Big

George coal through 2002. Gross pro-
duction from our All Night Creek
development has increased over 300
percent from January 2002 to 24
MMcfd as of February 2003. Two
additional pilots were producing
approximately 3.5 MMcfd of CBM
volumes. The Big George was pro-
ducing approximately 70 MMcfd
industry-wide from pilot or develop-
ment areas spanning 40 miles. This
early success clearly supports the
expected highly productive nature of
the Big George coals, which could
contain up to twice the per well
reserves as the Wyodak coals. We
have booked 49 Bcf of reserves as of
year-end 2002 in the Big George coal,
and have approximately 1.5 Tcf of
unrisked probable and possible
reserves in the high-potential Big
George and Wall coal seam acreage.

Gross

Industry:

290" Growth
in 2002 WGR:

70 MMcfd
27 MMcfd

Daily Production Rate (MMcfd)J

SO0

Early production growth in
the Big George coal has
mirrored that of the successful
Wyodak coal.
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Our integrated upstream and
midstream strategy of natural gas
development has proved very
successful in the Powder River

An additional 400 Bcf of unrisked
probable and possible reserves under-
lie our leasehold in the Wyodak and
other related coals, including the
Werner, Gates, Anderson and Canyon
coal seams.

Our integrated upstream and mid-
stream strategy of natural gas devel-
opment has proved very successful in
the Powder River Basin CBM play,
allowing us to control our own des-
tiny and add value for our sharehold-
ers. We are the largest gatherer,
compressor and transporter of
Powder River Basin CBM due to our
long established position as a mid-
stream operator in this region and
aggressive pursuit of new business.

Caetimad

Basin CBM play.

CBM gathering volumes from our
own production and third-party
producers increased 33 percent

in 2002 and averaged 381 MMcfd.
Our wholly owned MIGC pipeline
transported 135 MMcfd of CBM
volumes in addition to 47 MMcfd of
conventional gas. The 13-percent
owned and operated Fort Union gath-
ering pipeline, which also moves
equity and third-party gas to the
southern end of the Basin, gathered
453 MMcfd of gas, a 47 percent
increase compared to 2001.

Our knowledge of natural gas markets
and transportation in the Rockies
and other areas has allowed us to suc-
cessfully manage the commodity

|

D

price risk common to this region.

Nearly half of our equity gas

receives Mid-Continent prices, less
transportation costs, due to our firm
transportation positions on major
interstate pipelines from Wyoming to
Mid-Continent markets.

The Powder River Basin CBM devel-
opment is truly one of the premier
natural gas success stories of the last
10 vears. It represents one of the
largest natural gas resources in

the United States and is indicative

of the enormous potential of the
Rocky Mountain West. Western Gas
Resources is well positioned in all
facets of this important resource to
help meet our nation’s energy needs.

G =20

Big George CBM Compression,
All Night Creek Unit
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Ten years ago, the
Jonah Field and
Pinedale Anticline %
developments in the :
Green River Basin were
largely undiscovered.
Today, these natural - P
gas fields collectively
produce approximately

one Bef per day of

natural gas as a result

of new drilling and

fracturing technology
and increased

infrastructure.

Drilling activity is carefully

3 'R
controlled in the Pinedale ’ _‘*'
g Anticline area to minimize ¥ e A% X A i:@_i;' 1“; " P 2
disruption to wildlife habitats.
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We experienced a 100 percent

*

success rate on the Pinedale

Anticline, having participated

The Pinedale Anticline and Jonah
Field area of the Greater Green River
Basin in southwest Wyoming has
emerged as one of the most prolific
natural gas developments in the
United States. Western Gas has an
approximate 11-percent working
interest across the majority of the
Pinedale Anticline and in three sec-
tions in the Jonah Field.

Our significant midstream presence in
the area complements our growing
production. Our assets include three
processing plants and 790 miles of
gathering systems. We completed two
phases of the Rendezvous gathering
system in 2002 to gather gas from the
expanding Pinedale Anticline and
deliver our share to the Granger facil-
ity. We will be connecting our recently
acquired gathering systems in the
‘Washakie Basin to our Red Desert
facility on the eastern side of the

in 26 gross wells.

Green River Basin. This will provide
exposure to gathering and production
opportunities in this developing area.

Western leveraged its asset base and
knowledge of the Basin to acquire a
32,000 net acre position in the
Pinedale Anticline area. We partici-
pated in 26 gross wells on the anti-
cline in 2002 and experienced a 100
percent success rate. We added 96
Bcf of new reserves, including 18 Bcf
from 40-acre downspacing, an
increase of 133 percent from 2001.
The cost to drill and complete a
Pinedale well averaged $4 million in
2002 with average per well reserves
of six Bcf. Future wells on the anti-
cline will be drilled on 40-acre spac-
ing and select wells will target the
deeper Mesaverde sands in addition
to the Lance formation. The
Mesaverde sands add incremental
reserves of two Bcf per well. We plan

to participate in 32 wells with our
partners in 2003. Western could have
exposure to an additional 500 gross
well locations representing a 14-year
drilling program at the current pace.

Western also has approximately
177,000 net acres and 13 Bef of
proven reserves in the Sand Wash
Basin in northwest Colorado, where
we drilled two successful wells and
spud a third well in 2002. Six wells
and three workovers are planned for
this area in 2003 to expand the limits
of the field.

Net gas production from the Greater
Green River Basin area, including the
Sand Wash Basin, increased 47 per-
cent to an average of 14.9 MMcfed
in 2002. In 2003, we expect net
production from these areas to aver-
age 20 MMcfed, an increase of 34
percent from 2002.
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Western’s expertise
and assets in
natural gas
gathering, processing,
transportation and
marketing provide
Western with
strategic competitive

advantages.

The new Rendezvous gathering
system in southwest Wyoming
can gather up to 275 MMcfd
of natural gas.
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In 2002, operating profit of $93
million from our gathering and
(& processing business coupled with low 7D
maintenance costs of $7.4 million
helped fund our growth projects.

Western’s gathering and processing
operations are located in some of the
most actively drilled gas and oil pro-
ducing basins in the United States.
Our midstream assets in West Texas,
northern Oklahoma and the San Juan
Basin of northwestern New Mexico
and southwestern Utah complement
our integrated upstream and mid-
stream operations in the Powder
River and Green River Basins of
Wyoming. In each area, our technical
expertise, low service costs and mod-
ernization upgrades provide a compet-
itive advantage to capture third-party
gas supplies through acquisitions and
new reserve dedications.

In 2002, operating profit of $93 mil-
lion from gathering and processing
coupled with low maintenance costs
of $7.4 million helped fund our
growth projects in the upstream and

midstream businesses. We hooked up
245 new wells in West Texas and
Oklahoma in 2002 as third-party
producers developed new gas sup-
plies within these active basins. We
are also reaping the rewards from our
modernization upgrades made in the
last few years. One such investment
in West Texas saved us approximately
$4 million in reduced fuel consump-
tion and lower maintenance and man-
power costs in 2002. Savings could
increase substantially in 2003 based
on higher gas prices and resulting
fuel expenses. Our midstream busi-
ness operating costs averaged $0.17
per Mcf of gathering volumes in 2002,
amongst the lowest in industry.

In support of our focus on the Rocky
Mountain region, we sold our Toca
processing facility in the Gulf Coast
region for $32 million in 2002 and

purchased several Wyoming gather-
ing assets in early 2003 for $37 million.
These new assets include 550 miles
of gathering lines with approximately
140 MMcfd of gathering volumes in
three Wyoming gas basins. The
acquisition adds a solid base of long-
term, fee-based gathering contracts
and positions us for future opportuni-
ties in the Washakie and Wind

River Basins.

New well connections in our core
areas and the new Wyoming assets
should result in a 20 percent increase
in gas gathering volumes in 2003.

Overall, the 3.6 Tcf of proved gas
reserves dedicated to our systems
combined with attractive profit mar-
gins will continue to provide stable
long-term returns to our shareholders
from the focused midstream assets.
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Our newly formed exploration and
acquisition team will identify

%)

and evaluate new company

D

building projects in the Rocky

The largest untapped onshore natural
gas resource base in the United States
lies in the Rocky Mountain region
according to most sources. In order
to meet the expected demand for
clean energy over the next ten years,
we as industry must find and deliver
new gas supplies to the marketplace.
The Rockies region will be a leading
contributor in this effort. Reserve
and production data has established a
strong track record and trend for the
Rockies. In 2001, 78 percent of the
natural gas reserve additions in

the entire United States came from
Wyoming, Colorado and Utah. Since
the 1970’s, gas production increased
over 500 percent in the Rockies
while declining 20 to 30 percent in
more mature regions.

Mountain region.

Our newly formed exploration and
acquisition team will identify and
evaluate new company building proj-
ects in the Rocky Mountain region.
New opportunities may include
in-house and third-party generated
exploratory prospects and the acqui-
sition of producing properties of vari-
ous sizes. The multi-disciplined team
will leverage off their many years of
experience and our internal expertise
in unconventional gas resources, par-
ticularly coal bed methane and tight
gas sands.

The exploration team has completed
a basin ranking analysis that has iden-
tified the top Rocky Mountain basins
for Western Gas Resources. We will
evaluate outside generated opportuni-
ties in those and other gas prone

basins in the Rockies and in areas
where we can apply our expertise in
unconventional resources. Additionally,
we will look for added value by iden-
tifying opportunities to integrate our
midstream operations. In fact, our
expertise in the design, construction
and operation of gathering systems
may provide Western with a unique
competitive advantage to attract new
company building exploration and
production projects. Such has been
the case in the past.

Overall, we are looking for high-
return projects that offer long-term,
low-risk drilling inventories that
would have a sustaining and mean-
ingful impact on the Company.

Tcf
25-

2.0-

Rockies provided 75 percent of fotal

gas reserve additions in 2001.
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Western is dedicated to preserving
the environment where we operate
and in the communities where we
live and maintaining our reputation
as a good neighbor. To demonstrate
our commitment, we recently devel-
oped new environmental and safety
policies. These policies describe
Western’s commitment to preserving
the environment in all of our activi-
ties, as well as our dedication to
safety. Our employees are aware of
their responsibility to perform their
duties in accordance with all applica-
ble environmental laws and internal
policies, and they are equipped with
the necessary resources to meet
those expectations.

In the past two years, Western has
spent over $29 million to replace old
inefficient compressors with new
higher efficiency equipment in West
Texas. These improvements have

Pinedale Anticline

reduced emissions by several thou-
sand tons per year and significantly
reduced the amount of fuel required
to compress the same volume of gas.

In the Powder River Basin, other
examples of our proactive approach
to the environment include directing
fresh potable water associated with
coal bed methane wells to ponds for
beneficial use by ranchers and wild-
life such as antelope, deer and water-
fowl, and minimizing the impact of
our operations by building fewer
roads and reducing the size of drilling
locations.

We regularly conduct environmental
and safety assessments of existing
operations. We voluntarily perform
clean-up activities at sites with both
ongoing and discontinued operations.
Western periodically reviews its exist-
ing environmental permits in light of

better technology and more accurate
prediction methods and subsequently
makes the necessary changes. Many
of these changes result in fewer
emissions, as well as an economic
benefit in the form of increased

fuel efficiency.

In the community, we are corporate
sponsors of several activities that ben-
efit the environment. Qur contribution
of funds and our employees’ volun-
tary contribution of their time help
to restore wetlands, improve trails,
plant trees and preserve grasslands.

Americans have acknowledged the
preference for natural gas as their
clean-burning fuel of choice. We at
Western are doing our part to supply
clean energy to America with our
focus on developing natural gas

and doing so in an environmentally
sound manner.

Western is dedicated to preserving

¥*

the environment where we operate

*

and in the communities where we live.
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BRION WISE, 57 (A)
Chairman of the Board
Director since 1987

WALTER STONEHOCKER,
78 (&, ®

Vice Chairman

Retired Senior Vice President
Director since 1987
PETER DEA, 49

Chief Executive

Officer & President
Director since 2001
LANNY OUTLAW, 67
Retired Chief Executive
Officer & President
Director since 1999

PETER DEA, 49
President &
Chief Executive Officer

BILL XRYSIAK, 42

Executive Vice President & Chief
Financial Officer

JOHN WAILTER, 57

Executive Vice President

& General Counsel

Camtrsa)

+ BOARD OF DEEGT@R@ +*

DEAN PHILLIPS, 71 (I, %)
President

Heetco, Inc.

Director since 1987

JOSEPH REID, 74 (@, B, %)
Independent Oil & Gas
Consultant

Retired Chief Executive
Officer & President
Meridian Oil Company
Director since 1994
RICHARD ROBINSON, 54
Partner

Lentz, Evans and King, PC.
Director since 1987

* QFFICERS

JOHN CHANDLER, 46
Executive Vice President,
Upstream & Marketing

ED AABAK, 51
Executive Vice President,
Midstream

BRIAN JEFFRIES, 45
Vice President, Marketing

BILL SANDERSON, 73 (A, @, %)
Retired President & Chief
Operating Officer

Director since 1987

WARD SAUVAGE, 77 (A, D
President

Sauvage Gas Company
Director since 1987

JAMES SENTY, 67 (@, W, 59
Chairman of the Board

The Park Bank

Director since 1987

Member Executive Committee &
Member Audit Committee @
Member Compensation Committee #ll

Member Nominating &
Governance Committee 3K

BURT JONES, 43

Vice President, Business
Development

JEFF JONES, 49

Yice President, Production
DAVE KEANINI, 42

Vice President, Engineering,
Environmental & Safety
VANCE BLALOCK, 49

Vice President & Treasurer

Western’s officer team pictured
at new corporate headquarters
in downtown Denver.

(L to R standing) Dave Keanini,

Jeff Jones, Bill Krysiak, John Chandler,
Brian Jeffries, Ed Aabak, Burt Jones
(L to R seated) John Walter, Peter Dea,

Vance Blalock.
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ITEMS 1 AND 2, BUSINESS AND PROPERTIES

The terms Western, we, us and our as used in this Form 10-K refer to Western Gas Resources, Inc. and its subsidiaries as a
consolidated entity, except where it is clear that these terms mean only Western Gas Resources, Inc.

General

Western explores for, develops and produces, gathers, processes and treats, transports and markets natural gas
and natural gas liquids, NGLs. In our upstream operations, we explore for, develop and produce natural gas reserves primarily
in the Rocky Mountain region. In our midstream operations, we design, construct, own and operate natural gas gathering,
processing and treating facilities; we own and operate regulated transportation facilities; and we offer marketing services in
order to provide our customers with a broad range of services from the wellhead to the sales delivery point. Our midstream
operations are conducted in major gas-producing basins in the Rocky Mountain, Mid-Continent and West Texas regions of the
United States.

Our operations are conducted through the following four business segments:

Upstream—We explore for, develop and produce natural gas reserves independently and to enhance and support our
existing gathering and processing operations. We sell the natural gas that we produce to third parties. Our producing
properties are primarily located in the Powder River and Green River Basins of Wyoming. Our strategy is to seek
new gas prospects in the Rocky Mountain region by utilizing our expertise in coal bed methane and tight-gas sand
development. The development of new gas prospects may provide additional opportunities for our other business
segments.

Gathering, Processing and Treating—OQOur core operations are in well-established areas such as the Permian,
Anadarko, Powder River and Green River Basins. We connect natural gas from gas and oil wells to our gathering
systems for delivery to our processing or treating plants. At our plants we process natural gas to extract NGLs and
we treat natural gas in order to meet pipeline specifications. We provide these services to major oil and gas
companies, to independent producers of various sizes and for our own production.

Marketing—We buy and sell natural gas and NGLs in the wholesale market in the United States and in Canada. Our
gas marketing is an outgrowth of our gas processing and upstream activities and is directed towards selling gas
produced at our plants or from our wells in an effort to ensure efficient operations and to maximize returns. We
provide transportation, scheduling, peaking and other services to our customers, Our customers for these services
include utilities, local distribution companies, industrial end-users and other energy marketers. We are also an active
marketer of third-party natural gas throughout the United States.

Transportation— In the Powder River Basin, we own one interstate pipeline and one intrastate pipeline which
transport natural gas for producers and energy marketers under fee schedules regulated by state or federal agencies.

Historically, we have derived over 95% of our revenues from the sale of gas and NGLs. Our revenues by type of
operation are as follows (dollars in thousands):

Year Ended December 31,
- : 2002 % 2001 % 2000 %
Sale 0 aS iiviiiieiie et $ 2,123,468 853 § 2.849,097 850 $ 2,628,052 80.1
Sale of natural gas HQuids ......cocooieieeinnice s 309,697 124 424082 126 590,932 180
Processing and transportation revenue ..........coceeveeeenee. 65,601 2.6 55,398 1.6 53,156 1.6
Non-cash change in fair value of derivatives................ (13,788) (0.5) 19,906 0.6 - -
OUHET oottt 4.720 0.2 4,679 0.2 7.951 0.3
§ 2,489,608 1000 § 3,353,162 100.0 § 3.280,001 100.0

Business Strategy
Maximizing the value of our existing core assets and locating new growth projects in the Rocky Mountain region are the

focal points of our business strategy. Our core assets are our fully integrated upstream and midstream properties in the Powder
River and Green River Basins in Wyoming and our midstream operations in west Texas and Oklahoma. Since 2001, our long-
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term business plan has been to increase shareholder value by: (i) doubling proven reserves and equity production of natural gas
" from the level at December 31, 2001 over a three to five year period; (ii) meeting or exceeding throughput projections in our
midstream operations; and (iii) optimizing annual returns.

Double Proven Natural Gas Reserves and Equity Production of Natural Gas from the level at December 31, 2001 over a
three to five year period. In order to achieve this goal, we will focus on continued development of our leasehold positions in the
Powder River Basin coal bed methane, or CBM, and development in the Green River and the Sand Wash Basins and actively
seek to add another core natural gas development project. Gverall, we have acquired drilling rights on approximately 820,000
net acres in these and other Rocky Mountain basins. At December 31, 2002, we had proved developed and undeveloped
reserves of approximately 588 billion cubic feet equivalent, Befe, on a portion of this acreage position. In total this represents
an increase of approximately 24% in our proved reserves from December 31, 2001. Reserve life, determined by dividing our
proved reserves by our 2002 production, is over 12 years. During 2002 our production of natural gas as compared to 2001
increased by 33% to 48.9 Bcefe and we replaced 332% of our 2002 production. All of our 2002 reserve and production growth
was achieved on our existing acreage. In the Powder River Basin, future growth potential lies in over 10,000 well locations in
the Big George, Wyodak and related coals if the play is fully successful. In the Green River Basin, our reserve potential is in
the development of 8§0-acre and 40-acre locations on our leasehold on the Pinedale Anticline, which target sandstone reservoirs
in the Lance and Mesa Verde formations.

We are also actively seeking to add another core project that is focused on Rocky Mountain natural gas. We will utilize our
expertise in exploration and low-risk development of tight-gas sands and coal bed methane plays to evaluate acquisitions of
either additional leaseholds, proven and undeveloped reserves or companies with operations focused in this area. To further
enhance our ability to accomplish this goal, in 2002 we added to the staff of experienced individuals in our exploration and
production department, including additional geologists and a reservoir engineer. These individuals bring a new level of
expertise in identifying opportunities in the Rocky Mountain region and are actively evaluating several prospects. The addition
of another core project will ideally result in new investment opportunities in our midstream operations.

Meet or Exceed Throughput Projections in our Midstream Operations. To achieve this goal, we must continue our efforts
to add to natural gas throughput levels throngh new well connections, expansion or acquisition of gathering or processing
systems and the consolidation of existing facilities. We also seek growth opportunities for gathering and processing through
our development of new gas reserves. These operations provide us with steady throughput volumes and significant cash flow
that we can in turn reinvest in new growth opportunities in either our upstream or midstream businesses. Over the last five
years, the throughput volume at our gathering and processing facilities has averaged 1.2 Bcef per day and operating income
contributed by these facilities has averaged $103.2 million per year.

Our gathering and processing operations are located in some of the most actively drilled oil and gas producing basins in
the United States. We enter into agreements under which we gather, process or treat natural gas produced on acreage dedicated
to Western by third parties or produced by Western. We contract for production from newly developed acreage in order to
replace declines in existing reserves or increase reserves that are dedicated for gathering, processing or treating at our facilities.
Historically, while certain individual plants have experienced declines in dedicated reserves, we have been successful in
connecting additional reserves to more than offset the natural declines. At December 31, 2002, the estimated reserves
connected to our midstream facilities totaled 3.6 Tcf. This includes our estimate of future third-party production and our
proven reserves. The estimated third-party reserves connected to our facilities are based upon our interpretation of publicly
available well and production information and are not the result of audited reserve reports prepared for us. In 2002, including
the reserves developed by us and associated with our partnerships, and excluding the reserves and production associated with
the facilities sold during this period, we connected new reserves to our facilities to replace approximately 205% of throughput.
During 2002, we spent approximately $52.5 million on additional well connections and compression and gathering system
expansions.

We will also evaluate investments in expansions or acquisitions of assets that complement and extend our core natural gas
gathering, processing, treating and marketing businesses and new growth projects in the Rocky Mountain region. Cn January
31, 2003, we acquired 18 gathering systems in Wyoming, primarily located in the Green River Basin with smaller operations in
the Powder River and Wind River Basins, for a total of $37.1 million. These systems are comprised of a total of 550 miles of
gathering lines and, at January 31, 2003, were gathering a total of 139 MMcf per day. The Green River Basin is one of our core
operating areas and these systems will be consolidated into our existing operations in this area. The Wind River Basin systems
provide us with the opportunity to expand our gathering and processing activities into an area in which we have not previously
operated. The remaining systems will be evaluated for consolidation opportunities or divestiture.
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Optimize Annual Returns. To optimize our annual returns, we will focus our efforts in our primary operating areas in the
Powder River and Green River Basins in Wyoming, the Anadarko Basin in Oklahoma and the Permian Basin in west Texas.
We review the economic performance and growth opportunities of each of our assets to ensure that a satisfactory rate of return
is achievable. If an asset is not generating targeted returns or is outside our core operating areas, we explore various options,
such as integration with other Western-owned facilities or consolidation with third-party-owned facilities, dismantlement, asset
trades or sale. In September 2002, we sold our Toca processing facility in Louisiana for $32.2 million, subject to accounting
adjustments. This facility, while achieving a satisfactory return, was not located in one of our primary operating areas and did
not have significant growth opportunities. The sale of this asset allows us to concentrate our capital investment and manpower
on our core operations. Consolidations and joint ventures allow us to increase the throughput of one facility while reducing the
capital invested in, and the operating costs of, the consolidated assets. For example, the formation of Rendezvous Gas Services,
L.L.C. with Questar Gas Management Company in 2001 increases gas available for processing at our Granger gas processing
facility in southwest Wyoming and reduces our capital investment requirements.

We routinely evaluate our business for methods to reduce our operating and administrative costs, including the
implementation of automation and information technology. Replacing and upgrading field equipment allows us to minimize
maintenance costs, fuel consumption and field operating costs. Over the last several years, we invested $29.0 million to replace
older compression units at our Midkiff/Benedum facility with fuel-efficient equipment. This upgrade has resulted in reduced
emissions and a decrease in our fuel consumption and has accordingly increased the natural gas available for sale and our
ability to attract additional volumes to our system.

This section, as well as other sections in this Form 10-K, contains forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995, which can be identified by the use of forward-looking terminology, such as
« e anticipate,” “estimate,” or “continue” or the negative thereof or other variations thereon or

3 & % ¢

may,” “intend,” “will,” “expect,
comparable terminology. This Form 10-K contains forward-looking statements regarding the expansion of our gathering
operations, our project development schedules, our budgeted capital expenditures, success of our drilling activities, our
marketing plans and anticipated volumes through our facilities and from production activities that involve a number of risks and
uncertainties, including the composition of gas to be treated, drilling schedules, the success of the producers with acreage
dedicated to our facilities, and continuing litigation and other disputes with our co-developer in the Powder River Basin. In
addition to the important factors referred to herein, numerous other factors affecting our business generally and in the markets
for gas and NGLs in which we participate, could cause actual results to differ materially from our projections in this Form 10-
K. See further discussion in “Financial Statements and Supplementary Data - Notes to Consolidated Financial Statements -
Note 2 - Summary of Significant Accounting Policies - Use of Estimates and Significant Risks.”

Western Gas Resources, Inc. was incorporated in Delaware in 1989. On March 18, 2003, we relocated our principal offices
to Denver Place, 1099 18t Street, Suite 1200, Denver, Colorado 80202. Our telephone number is (303) 452-5603.

Our website address is http://www.westerngas .com We make available free of charge through our website our annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as
soon as reasonably practicable after such material is electronically filed with or furnished to the Securities and Exchange
Commission, or SEC.

2003 Capital Budgert

In order to maintain a strong balance sheet, our general goal is to limit our capital expenditures, excluding acquisitions, in
any single year to 110% of the projected cash flow generated by our operations for that year. In some years, however, we
expect that we will exceed this limitation based on the growth and acquisition opportunities available to us. In 2003, we
anticipate capital expenditures of approximately $182.3 million. We expect that the Rocky Mountain region will utilize 85% or
$155.2 million of the 2003 budget.

The majority of our capital expenditures will be in the Powder River Basin CBM development and in the Greater Green
River Basin. In the Powder River Basin CBM development, we plan to invest approximately $68.0 million, or 37% of our total
capital program. Of this amount, approximately $55.2 million will be spent on our share of drilling 845 gross wells and for
production equipment and undeveloped acreage and $12.8 million for gathering lines and installation of additional compression
units.

In the Greater Green River Basin we expect to invest approximately $82.3 million, or 45% of the total 2003 capital
expenditure program. We plan to spend approximately $18.4 million to participate in approximately 41 gross wells, including




three well workovers, the majority of which are in the rapidly developing Pinedale Anticline area and $26.8 million to expand
gathering and compression services. In January 2003, we spent a total of $37.1 million for the acquisition of 18 gathering
systems, the largest systems of which are located in the Greater Green River Basin.

The remaining $32.0 million of our 2003 capital spending program is expected to be spent as follows: $19.9 million for
midstream operations in other areas, $7.8 million for capitalized interest and overhead and $4.3 million for administrative
expenditures. Overall, we expect to spend $11.4 million on maintenance and upgrade projects for existing midstream facilities.
Due to drilling and regulatory uncertainties that are beyond our control, we can make no assurance that our capital budget for
2003 will not change.

Upstream Operations

A vital aspect of our long-term business plan is to double proven reserves and equity production of natural gas from the level
at December 31, 2001over a three to five year period. In order to achieve this goal, we will focus on continued development of
our leasehold positicns in the Powder River coal bed methane development, the Green River Basin and the Sand Wash Basin.
Each of our existing upstream projects are fully integrated with our midstream operations. In other words, we provide the
gathering, compression, processing, marketing or transportation services for both our own production and for third-party
operators.

Powder River Basin Coal Bed Methare. We continue to develop our Powder River Basin coal bed methane reserves and
expand the associated gathering system in northeast Wyoming. The Powder River Basin coal bed methane area is currently one
of the largest on-shore plays for the development of natural gas in the United States. Within this area, together with our co-
developer, in 2002, we were the largest producer of natural gas. In addition, we are the largest gatherer of natural gas and,
through our MIGC pipeline, transport a significant volume of gas out of this basin.

At December 31, 2002, we held the drilling rights on approximately 515,000 net acres in this basin, and as of December 31,
2002, we had established proven developed and undeveloped reserves totaling 414 Bcfe on a portion of this acreage, 52% of
which are proven and developed. This represented an overall 5% increase in proven reserves as compared to December 31,
2001. In total, as a result of our drilling program, we added 169.1 Bcfe of proven reserves in this play in 2002. Partially
offsetting these additions was production of 43.4 Bcfe during the year and downward revisions of existing reserves of 105 Bcfe.
These downward revisions were the result of several factors including a more stringent interpretation of SEC proved reserve
criteria, which resulted in a 23 Befe downward revision; pressure depletion caused by offset drainage and our own drilling in
the older developed areas which resulted in a downward revision of 11 Bcfe; and new production and core data showing lower
resource estimates for the Hoe Creek area and Lower Canyon coal, which resulted in a downward revision of 46 Befe. The
remaining 25 Befe of revisions were in a number of areas and were caused by a number of factors including core data, 40-acre
development drainage, well performance and offsetting pressure reduction indicating depletion of un-drilled locations.

The drilling operations in the Powder River Basin through December 31, 2002 have primarily focused on developing
reserves in the Wyodak coal, which is located on the east side of the coal bed development. We participated in the drilling of
909 gross wells in 2002, of which 723 were drilled in the Wyodak coal and 186 were drilled in the Big George coal. We plan
to participate in 845 gross wells in 2003, of which 441 are scheduled to be drilled in the Wyodak coal and 404 are scheduled to
be drilled in the Big George coal. The average drilling and completion cost for our coal bed methane gas wells is approximately
$90,000 to $120,000 per well with average reserves per successful well of approximately 275 MMcf. Our finding and
development costs in this area in 2002, including reserve revisions, averaged approximately $0.31 per Mcf. The majority of
future development will be concentrated on developing the Big George and other coal seams. Much of the Big George coal
seam is deeper and thicker than the Wyodak coal. We expect that as wells are drilled and developed in the Big George coal, the
gas reserves and production per well and the average drilling and completion cost per well will increase.

Our share of production from wells in which we own an interest has increased from an average of approximately 105
MDMcfe per day in the month of December 2001 to 126 MMcfe per day, excluding prior period revisions, in the month of
December 2002. We have experienced a 1.5% decline in production in the month of January 2003 to an average 124 MMcfe
per day, excluding prior period adjustments. This decline is primarily due to operational and permitting delays, under-
performance of wells in the Hoe Creek area and the timing of the Powder River Basin Oil & Gas Environmental Impact
Statement, or EIS. We currently anticipate an average production rate of 132 net MMcfe per day from this area in December
2003.




As of December 31, 2002, we had participated in the drilling of approximately 3,800 wells drilled in the Powder River
Basin CBM play. Of these, approximately 2,900 are producing gas wells; approximately 400 are in the process of being
dewatered, which reduces pressure in the coals in order to release gas; and approximately 400 are waiting on connection to
gathering systems. The remaining wells that have been drilled have produced all their recoverable reserves. During the first
half of 2003, we anticipate that approximately 300 of the 400 wells awaiting connection to gathering systems will be connected
and will be put into gas production. The remaining 100 wells will be connected to a gathering system once wider-scale
development drilling in the area in which these wells are located commences.

Industry-wide, production from the Big George coal increased by 293% in 2002 and in early February 2003, production
rates totaled approximately 70 MMcf per day from eight separate pilots. We are currently evaluating 11 pilot areas and one
development area in the Big George. Through December 31, 2002, we have drilled approximately 425 gross wells in the Big
George coal area. We have marketable production quantities in the All Night Creek, Pleasantville and Kingsbury areas. In
early February 2003, these areas were producing a combined 27.5 gross MMcf per day. At December 31, 2002, we had proven
reserves of 49 Bcefe in the Big George coal, primarily associated with the All Night Creek development area.

Future drilling on the majority of our federal acreage is contingent on completion of the EIS. The 30-day protest period for
the final draft of the EIS ended on February 18, 2003. The Bureau of Land Management’s Buffalo, Wyoming field office
tentatively plans to issue the final Record of Decision by mid April 2003. That date could be delayed based on the quantity and
nature of the protests received on the final EIS. A significant portion of the wells we plan to drill in 2003 would require federal
permits to be issued pursuant to the completion of the EIS. We do not expect that any limit on our ability to drill during 2003
will affect the rate of our production until late in 2003. Based on our preliminary review of the final EIS, we expect that the
cost and timing of drilling and operating on federal lands in the Powder River Basin may increase but do not expect that any
increases will have a material adverse impact on our results of operations or financial position.

Additionally, the Wyoming Department of Environmental Quality, or DEQ, has revised some standards for surface water
discharge that have allowed the issuance of most of the permits that apply to the Cheyenne and Belle Fourche drainage areas.
The majority of wells on our acreage producing from the Wyodak formation drain into these areas. The Wyoming and
Montana DEQ offices have reached agreement on procedures for discharging and monitoring water into the Powder River and
other drainage areas, in which most of our undeveloped prospects are located. Although the Wyoming and Montana DEQ
offices have reached this agreement, the Wyoming DEQ has begun to grant permits only on a limited basis to the Powder River
drainage area when it can be demonstrated that none of the discharge water will reach the Powder River itself. Therefore, we
can make no assurances that the conditions under which additional permits are granted will not impact the level of drilling or
the cost and timing of the associated production.

On April 26, 2002, the Interior Board of Land Appeals, or IBLA, ruled that the BLM did not comply with the National
Environmental Policy Act, or NEPA, prior to issuing three federal oil and gas leases held by an unaffiliated third party in the
Powder River Basin. There has not been a final decision regarding the validity of the three leases. The IBLA has remanded the
case to the Wyoming BLM State Director without specifying a remedy. The State Director could, among other things, require
additional NEPA analysis to be done on these three leases. The EIS is currently being conducted basin wide. This study
includes a NEPA analysis covering coal bed methane development. The unaffiliated leaseholder has filed for judicial review in
federal district court in Wyoming. We do not have any interests in these leases nor have we received notice of any challenge to
leases that we hold. We are continuing to monitor the development of the issue.

Our 2003 capital budget in the Powder River Basin coal bed development includes approximately $55.2 million for drilling
costs, production equipment and lease acquisitions. During 2002, our capital expenditures in these activities totaled $51.9
million. Depending upon future drilling success, we may need to make additional capital expenditures or leasing commitments
to continue expansion in this basin. In addition, due to regulatory uncertainties, which are beyond our control, we can make no
assurance that we will incur this level of capital expenditure. Our co-developer in this area is also required to make similar
capital commitments to continue the pace of the development as planned. During 2002, our co-developer in this area publicly
disclosed that it had financial difficulties. We are currently unable to predict the impact, if any, of our co-developer’s financial
situation on the future pace of development in the Powder River Basin. Several disputes have arisen between our co-developer
and us. These disputes are more fully described in Note 8 to the Consolidated Financial Statements

Green River Basin. Qur upstream assets in the Green River Basin of southwest Wyoming are located in the Jonah Field and
Pinedale Anticline areas. As of December 31, 2002, we owned approximately 194,000 gross oil and gas leasehold acres, or
approximately 32,000 net acres, in these areas. During 2002, we participated in 26 gross wells, or 4 net wells, in these areas, at
a cost of $17.3 million and experienced a success rate of 100%. Our capital budget for 2003 in the Jonah Field and Pinedale



Anticline areas provides for expenditures of approximately $12.9 million for drilling costs and production equipment. Due to
drilling and regulatory uncertainties, which are beyond our control, there can be no assurance that we will incur this level of
capital expenditure. During 2003, we expect to participate in the drilling of 32 gross wells, or approximately 4 net wells on the
Pinedale Anticline. The expected drilling and completion costs per gross well range from $3.0 million to $4.0 million and the
average well depth in this area approximates 13,000 feet and has average gross reserves per successful well of approximately 4
Befe. Qur average finding and development costs in 2002 were $0.47 per Mcfe, including new reserves attributable to 40-acre
spacing. During December 2002, we produced an average of 19.2 MMcfe per day, net, from these areas. We had established
proven developed and undeveloped reserves totaling 161 Befe at December 31, 2002. This represents a 133% increase as
compared to December 31, 2001 in part due to a 18 Bcfe revision resulting from attributing reserves to all 40-acre proved
undeveloped locations. There can be no assurance, however, as to the ultimate recovery of these reserves.

Sand Wash Basin. We continue to explore and develop our acreage position in the Sand Wash Basin in northwest
Colorado. We own approximately 208,000 gross oil and gas leasehold acres, or approximately 177,000 net acres, in this basin.
In December 2002, we were producing an average of 2.7 MMcf per day from this acreage. At December 31, 2002, we had
established proven developed and undeveloped reserves totaling 13 Befe on a portion of this acreage. This represents a slight
increase from the proved reserves at December 31, 2001. The majority of this acreage is in the exploration phase and will be
evaluated in 2003 and subsequent years. Cur capital budget in this area provides for expenditures of approximately $5.3
million during 2003 for our participation in the drilling of six gross developmental wells, or four net wells, and three workovers
of existing wells. The expected drilling and completion costs per gross well are approximately $835,000 to $1.2 million and the
average well depth in this area approximates 7,500 feet. Our average finding and development costs in 2002 were $0.44 per
Mecfe. During 2002, capital expenditures in this area totaled $1.1 million for our participation in the drilling of 2 gross and net
wells.

Production Information. Revenues derived from our producing properties comprised approximately 6%, 4% and 2% of
consolidated revenues for the years ended December 31, 2002, 2001 and 2000, respectively. The operating margin (revenues
and equity earnings from equity investments less product purchases and operating expenses) derived from our producing
properties comprised approximately 33%, 24% and 14% of consolidated gross margin for the years ended December 31, 2002,
2001 and 2000, respectively. Primarily as a result of the increased investment in the Powder River Basin coal bed methane, we
expect both the revenues and operating margin derived from our producing properties to continue to increase.

The following table provides a summary of our net annual production volumes:

Year Ending December 31,
2002 2001 2000
Gas Oil Gas Oil Gas 0il
State/Basin (MMcf) (MBbl) (MMcf) (MBbI) (MMcf) (MBbI)

Colorado — Sand Wash Basin................. 900 6 547 3 387 2

Texas (1) 20 2 29 2 36 3
Wyoming:

Powder River Basin...........ccc...ovene. 42,314 - 31,773 - 25,552 -

Green River Basin...........cccoceeoveviens 4,167 45 3,165 40 2.044 23

Total oo 47401 53 35,514 45 28,019 28

(1) Represents a small non-operating working interest in several wells in the Austin Chalk area.

The following table provides a summary of our proved developed and proved undeveloped net reserves as of the end of the
year:

Year Ending December 31,

2002 2001(1) 2000
Gas Oil Gas Qil Gas Oil
State/Basin (MMcf) (MBbl) {(MMcf) (MBbl) (MMcf) (MBbl)
Colorado-Sand Wash Basin.................... 12,624 53 11,693 51 6,658 30
Wyoming:
Powder River Basin.............cccvvennn. 414,143 - 392,950 7 350,512 -




Green River Basin.......cccccocevvccinnenn 153,897 1,160 65,594 603 51,324 409

Total .ooviiiiicirc 580,664 1,213 470,237 661 408.494 439

(1) On a gas equivalent basis using December 31, 2001 pricing, total proved reserves at December 31, 2001 equates to
approximately 476 Bcfe.

We employ a total staff of 14 full time reservoir and production engineers, geophysicists and geologists who complete
annual reserve estimates of reserves connected to each of our existing gathering, processing and treating facilities.

The report for proved reserves in the Powder River Basin coal bed methane gas and other Wyoming assets for 2002, 2001
and 2000 has been audited by Netherland, Sewell & Associates, Inc.

Our reserve estimates are subject to numerous uncertainties inherent in the estimation of quantities of proved reserves, the
projection of future rates of production and the timing of development expenditures. The accuracy of these estimates is a
function of the quality of available data and of engineering and geological interpretation and judgment. Reserve estimates are
imprecise and should be expected to change as additional information becomes available. Estimates of economically
recoverable reserves and of future net cash flows prepared by different engineers or by the same engineers at different times
may vary substantially. Results of subsequent drilling, testing and production may cause either upward or downward revisions
of previous estimates. In addition, the estimates of future net revenues from our proved reserves and the present value of those
reserves are based upon certain assumptions about production levels, prices and costs, which may not be correct. Further, the
volumes considered to be commercially recoverable fluctuate with changes in prices and operating costs. The meaningfulness
of such estimates is highly dependent upon the accuracy of the assumptions upon which they were based. Actual results may
differ materially from the results estimated. Our estimates of reserves connected to our gathering and processing facilities are
calculated by our reservoir engineering staff and are based on publicly available data. These estimates may be less reliable than
the reserve estimates made for our own producing properties since the data available for estimates of our own producing
properties also include our proprietary data.

Midstream Operations

Our midstream operations consist of our gathering, processing, treating, marketing and transportation operations. An
important element of our long-term business plan is to meet or exceed throughput projections in these areas and to optimize
their profitability. To achieve this goal, we must continue our efforts to add to natural gas throughput levels through new well
connections and through the expansion or acquisition of gathering or processing systems. We also seek to increase the
efficiency of our operations by modernization of equipment and the consolidation of existing facilities.

On January 31, 2003, we acquired 18 gathering systems in Wyoming, primarily located in the Green River Basin with
smaller operations in the Powder River and Wind River Basins, for a total of $37.1 million. These assets were acquired from El
Paso Field Services, EPFS, and related entities. These systems are comprised of a total of 550 miles of gathering lines and, at
January 31, 2003, were gathering a total of 139 MMcf per day. Approximately 80% of the revenues to be derived from these
facilities will be earned under long-term, fee-based contracts with the remaining revenue generated under keep-whole
arrangements. The three largest systems are located near our Red Desert processing facility and will be consolidated into that
facility. Four of these systems are located in the Wind River Basin and provide us with the opportunity to expand our gathering
and processing activities into an area in which we have not previously operated. Six of the smaller systems are located in the
Powder River Basin and will be evaluated for consolidation opportunities or divestiture.

Gas Gathering, Processing and Treating.

Overall, at December 31, 2002, we operated a total of 17 gathering, processing and treating facilities, or plant operations,
with approximately 9,300 miles of gathering lines. These facilities are located in five states and have a combined throughput
capacity of 2.9 billion cubic feet, Bcef, per day of natural gas. Our operations are located in some of the most actively drilled oil
and gas producing basins in the United States. In 2002, we gathered an average of 1.2 Bef per day of natural gas, produced
natural gas for delivery to markets of 845 MMcf per day and produced 1.8 MMgal per day of NGLs. In addition to our
integrated upstream and midstream operations in the Powder River and Green River Basins in Wyoming, our core assets
include our plant operations located in west Texas and Oklahoma. We believe that our core assets have stable production rates,
provide a significant operating cash flow and continue to provide us with strategic growth opportunities.



We contract with producers to gather raw natural gas from individual wells located near our plants or gathering systems.
Once we have executed a contract, we connect wells to gathering lines through which the natural gas is delivered to a
processing plant or treating facility. At a processing plant, we compress the natural gas, extract raw NGLs and treat the
remaining dry gas to meet pipeline quality specifications. Five of our processing plants can further separate, or fractionate, the
mixed NGL stream into ethane, propane, normal butane and natural gasoline to obtain a higher value for the NGLs, and three of
our plants are capable of processing and treating natural gas containing hydrogen sulfide or other impurities that require

removal prior to delivery to market pipelines.

We acquire dedicated acreage and natural gas supplies in an effort to maintain or increase throughput levels to offset natural
production declines of connected wells. We obtain these natural gas supplies by connecting additional wells, purchasing
existing systems from third parties and through internally developed projects or joint ventures. Historically, while individual
plants have experienced declines in dedicated reserves, we have been successful in connecting additional reserves to more than
offset the natural declines. Overall, the level of future drilling will depend upon, among other factors, the prices for gas and oil,
the drilling budgets of third-party producers, energy and environmental policy and regulation of governmental agencies and the
availability of foreign oil and gas, none of which is within our control. At December 31, 2002, our estimated reserves
connected to our midstream facilities totaled 3.6 Tcf. This includes third party reserves connected to our facilities and our
proven reserves. In 2002, including the reserves developed by us and associated with our partnerships and excluding the
reserves and production associated with the facilities sold during this period, we connected new reserves to our facilities to
replace approximately 205% of throughput.

Substantially all gas flowing through our gathering, processing and treating facilities is supplied under three types of long-
term contracts providing for the purchase, treating or processing of natural gas for periods ranging from one month to twenty
years or in some cases for the life of the oil and gas lease. Approximately 65% of our plant facilities' gross margins, or revenues
at the plants less product purchases, for the month of December 2002 resulted from percentage-of-proceeds agreements in
which we are typically responsible for the marketing of the gas and NGLs. We pay producers a specified percentage of the net
proceeds received from the sale of the gas and the NGLs. This type of contract allows the producers of the natural gas and us to
share proportionally in price changes.

Approximately 21% of our plant facilities' gross mdrgins for the month of December 2002 resulted from contracts that are
primarily fee-based from which we receive a set fee for each Mcf of gas gathered and/or processed. This type of contract
provides us with a steady revenue stream that is not dependent on commodity prices, except to the extent that low prices may
cause a producer to delay drilling. The proportion of fee-based contracts is expected to increase as the volumes from the
Powder River Basin coal bed methane development increase. In addition, the majority of the revenues to be derived from the
facilities acquired in January 2003 will be earned under long-term, fee-based contracts.

Approximately 14% of our plant facilities' gross margins for the month of December 2002 resulted from contracts that
combine gathering, compression or processing fees with "keepwhole" arrangements or wellhead purchases. Typically, we
charge producers a gathering and compression fee based upon volume. In addition, we retain a predetermined percentage of the
NGLs recovered by the processing facility and keep the producers whole by returning to the producers at the tailgate of the
plant an amount of residue gas equal on a Btu basis to the natural gas received at the plant inlet. The "keepwhole" component of
the contracts permits us to benefit when the value of the NGLs is greater as a liquid than as a portion of the residue gas stream.
However, we are adversely affected when the value of the NGLs is lower as a liquid than as a portion of the residue gas stream.

Powder River Basin. Our midstream operations in the Powder River Basin are fully integrated with our upstream
operations. In other words, we provide the gathering, compression and processing services for both our own production and for
third-party operators. As of December 31, 2002, our assets in the Powder River Basin in northeast Wyoming were primarily
comprised of our coal bed methane gathering system with a capacity of 525 MMcf per day, our 13% equity interest in Fort
Union Gas Gathering, L.L.C. with a gross capacity of 635 MMecf per day, and several small gas processing facilities.

Cur capital budget in the Powder River Basin for midstream activities provides for expenditures of approximately $14.7
million during 2003. During 2002, our capital expenditures in this area totaled $19.9 million. We have also entered into
several operating leases for compression equipment primarily in the coal bed gathering area. As of December 31, 2002, we had
leased a total of 124 compression units and, during 2003 we expect to add an additional 26 compression units to these leases.
Depending upon our future drilling success, we may need to make additional capital expenditures or leasing commitments to
continue expansion in this basin. Due to drilling, regulatory, commodity pricing and other uncertainties, which are beyond our
control, there can be no assurance that we will incur this level of capital expenditure.
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In 1998, we joined with other industry participants to form Fort Union, to construct a 106-mile long, 24-inch gathering
pipeline and treater to gather and treat natural gas in the Powder River Basin in northeast Wyoming. We own a 13% equity
interest in Fort Union and are the construction manager and field operator. The header delivers coal bed methane gas to a
treating facility near Glenrock, Wyoming and accesses interstate pipelines serving gas markets in the Rocky Mountain and
Midwest regions of the United States. The gathering pipeline went into service in 1999 with a capacity of 435 MMcf per day.
Construction of the gathering header and treating system was project financed by Fort Union and required a cash investment by
us of approximately $900,000. In 1999, we entered into a ten-year agreement for firm gathering services on 60 MMcf per day
of capacity at $0.14 per Mcf on Fort Union. In 2001, a 62-mile expansion of Fort Union was completed and brought the
system’s capacity to 635 MMocf per day. The expansion costs totaled approximately $22.0 million and were also project
financed by Fort Union. In 2001, we invested approximately $500,000 as an equity contribution to Fort Union in conjunction
with the project financing. Also in connection with the expansion, we increased our commitment for firm gathering services,
effective December 2001, to a total of 83 MMcf per day of capacity at $0.14 per Mcf.

Green River Basin. Our midstream operations in the Green River Basin of southwest Wyoming are also fully integrated with our
upstream operations in this area. Our midstream assets in this basin are comprised of the Granger and Lincoln Road facilities, or
collectively the Granger complex, our 50% equity interest in Rendezvous Gas Services, L.L.C., “Rendezvous,” and our Red Desert
facility. These facilities have a combined gathering capacity of 465 MMcf per day and a combined processing capacity of 327 MMcf
per day. During 2002 these facilities averaged throughput of 348 MMcf per day and processed 198 MMcf per day.

Our 2003 capital budget for midstream activities in this basin provides for expenditures of approximately $63.9 million during 2003.
This capital budget includes approximately $21.2 million for gathering lines and installation of compression to expand the capacity of
our Granger Complex, $5.6 million for additional contributions to Rendezvous for the expansion of its system and $37.1 million for the
acquisition of 18 additional gathering systems in January 2003. During 2002, our capital expenditures in this area totaled $18.9 million.
Due to drilling, commodity pricing and regulatory uncertainties, which are beyond our control, there can be no assurance that we will
incur this level of capital expenditure.

In 2001, we sold a 50% interest in a segment of the gathering system behind our Granger facility, along with associated field
compression, to an unrelated third party for $5.2 million. Together, we contributed our respective interests in this system along
with additional field compression and gathering dedications for gas produced along the Pinedale Anticline to a newly formed
limited liability corporation named Rendezvous. Each company owns a 50% interest in Rendezvous, and we serve as field
operator of its systems. Rendezvous was formed to gather gas along the Pinedale Anticline for blending or processing at either
our Granger Complex or at Questar’s Blacks Fork processing facility. Rendezvous was expanded during 2001 and 2002 to
increase its capacity to 275 MMcf per day. At December 31, 2002, Rendezvous was gathering 190 MMcf per day and we had
a total of $22.8 million invested in this venture. A further expansion is proposed for 2003, subject to the necessary approvals,
which would extend the system approximately 30 miles further into the Pinedale Anticline at an estimated cost of $10.5 million
gros, of which our share is approximately $5.2 million.

West Texas. Our primary assets in west Texas are the Midkiff/Benedum complex and the Gomez treating facility. These
facilities process gas produced by third parties in the Permian Basin, have a combined operational capacity of 565 MMcf per
day and processed an average of 291 MMcf per day in 2002. In 2002, these facilities produced an average of 214 MMcf per
day of natural gas for delivery to sales markets and produced an average of 859 MGal per day of NGLs. Our capital budget in
this area provides for expenditures of approximately $6.0 million during 2003. This capital budget includes approximately $2.7
million for additions to the gathering systems and plant facilities and approximately $3.3 million for replacing and upgrading
field and plant equipment. During 2002, we expended $8.4 million in this area.

In order to remain competitive with other plant operators in the gathering, processing and treating business, it is important to
be a low-cost, efficient operator. Over the past several years, we have invested $29.0 million to replace older compressors at
our Midkiff/Benedum complex with fuel-efficient equipment. This upgrade has resulted in lower maintenance costs, reduced
emissions and a decrease in our fuel consumption, thereby increasing the natural gas available for sale and our ability to attract
additional volumes to our system.

Qklakoma. Our primary assets in Oklahoma are the Chaney Dell and Westana systems. These facilities process gas
produced by third parties in the Anadarko Basin and have a combined operational capacity of 175 MMcf per day. In 2002,
these facilities processed an average of 147 MMcf per day, produced an average of 128 MMcf per day of natural gas for
delivery to sales markets and produced 330 MGal per day of NGLs. Our capital budget in this area provides for expenditures of
approximately $9.0 million during 2003. This capital budget includes approximately $5.5 million for additions to the gathering
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systems and plant facilities and approximately $3.5 million for replacing and upgrading field and plant equipment. During
2002, we expended $9.4 million in this area. '

San Juan. Cur assets in the San Juan Basin of New Mexico are the San Juan River processing facility and the Four Corners
Gathering system. These facilities gather and process gas produced by third parties in the San Juan and Paradox Basins and
have a combined operational capacity of 75 MMcf per day. In 2002, these facilities gathered and processed an average of 27
MMcf per day, produced an average of 23 MMcf per day of natural gas for delivery to sales markets and produced 45 MGal per
day of NGLs. Our capital budget in this area provides for expenditures of approximately $1.5 million during 2003. During
2002, we expended $2.4 million in this area.
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Principal Facilities. The following tables provide information concerning our principal facilities during 2002. We also
own and operate several smaller treating, processing and transportation facilities located in the same areas as our other
facilities.

Facilities (1)
Texas

Gomez Treating (6).........cveecnne.
Midkiff/Benedum ..........cocuc....
Mitchell Puckett Gathering (6)

Louisiana

Toca (T)(8)(14) wevvevvirireeenen

Wyoming
Coal Bed Methane

Gathering .......cceoeevvvvveeecreennens
Fort Union Gas Gathering .........
Granger (7)(9)(10) cccocvvvrveenrnnne
Hilight Complex (7).....ccoceovennnn.
Kitty/Amos Draw (7)....cccccveeen.
Lincoln Road (10) ...ccevennenee.
Newecastle (7)..cccrrvrerieirerncnn
Red Desert (7)...ovceevevnnvnecnennenee.
Rendezvous Gas Services .........
Reno Junction (9)...ccccevveieenennen,

Oklahoma

Chaney Dell .......ccocvvvveiveieennne
Westana .........cccceeeveveiieeeneeennn..

New Mexico

San Juan River (6) .......cceevveenen.

Utah

Transportation Facilities (1)

MIGC (11)(13) eoreeverreerreerrerereine,
MGTC (12).eeeeeeeereermererereree

Footnotes on following page.

Average for the Year Ended
Gas Gas December 31, 2002
Gathering  Throughput Gas Gas NGL
Year Placed System Capacity Throughput Production Production

In Service Miles (2) (MMcf/D) (3) (MMct/D) (4) (MMct/D) (5) (MGal/D) (5)
1971 386 280 92 83 -
1949 2,222 165 140 93 858
1972 93 120 59 38 1
1958 - 160 50 48 40
1990 1,298 525 379 203 -
1999 106 635 453 453 -
1987 532 235 200 149 299
1969 626 124 15 10 52
1969 314 17 7 5 31
1988 149 50 13 12 4
1981 146 5 3 2 20
1979 111 42 13 11 22
2001 - 275 122 122 -
1991 - - - - 105
1966 2,093 130 66 52 325
1981 1,017 45 81 76 S
1955 140 60 25 21 34
1988 104 15 2 2 11

9,337 2,883 1,720 1,380 1,807

Average for the Year Ended

December 31, 2002
Pipeline Gas
Year Placed Transportation Capacity Throughput
In Service Miles(2) (MMcfD)(2) (MMcf/D)(4)

1970 245 130 180
1963 252 18 12
497 148 192
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(1)  Our interest in all facilities is 100% except for Midkiff/Benedum (73%); Newcastle (50%); Fort Union gathering system
(13%); and Rendezvous Gas Services (50%). We operate all facilities, and all data include our interests and the interests
of other joint interest owners and producers of gas volumes dedicated to the facility. Unless otherwise indicated, all
facilities shown in the table are gathering, processing or treating facilities.

(2)  Gas gathering system miles, transportation miles and pipeline capacity are as of December 31, 2002.

(3)  Gas throughput capacity is as of December 31, 2002 and represents capacity in accordance with design specifications
unless other constraints exist, including permitting or field compression limits.

(4)  Aggregate wellhead natural gas volumes collected by a gathering system or volumes transported by a pipeline.

(5)  Volumes of gas and NGLs are allocated to a facility when a well is connected to that facility; volumes exclude NGLs
fractionated for third parties.

(6)  Sour gas facility (capable of processing or treating gas containing hydrogen sulfide and/or carbon dioxide).

(7)  Processing facility that includes fractionation (capable of fractionating raw NGLs into end-use products).

(8)  Straddle plant, or a plant located near a transportation pipeline that processes gas dedicated to or gathered by a pipeline
company or another third-party.

(9) NGL production includes conversion of third-party feedstock to iso-butane.

(10) Lincoln Road is operated on an intermittent basis to process excess gas from the Granger system.

(11) MIGC is an interstate pipeline located in Wyoming and is regulated by the Federal Energy Regulatory Commission.

(12) MGTC is a public utility located in Wyoming and is regulated by the Wyoming Public Service Commission.

(13) Pipeline capacity represents certificated capacity at the Powder River junction only and does not include interruptible
capacity or capacity at other delivery points.

(14) This facility was sold in September 2002.

We routinely review the economic performance of each of our operating facilities to ensure that a satisfactory rate of return
is achieved. If an operating facility is not generating targeted returns we will explore various options, such as consolidation with
other Western-owned or third-party-owned facilities, dismantlement, asset trades or sale. A description of the significant
midstream acquisitions and dispositions since January 1, 1998, involving assets other than those located in the Powder River
Basin, Green River Basin, West Texas or Oklahoma which were previously discussed, are:

Toca Processing Facility. In June 2002, we entered into an agreement for the sale of our Toca processing facility in
Louisiana. This sale closed in September 2002. The sale price was $32.2 million, subject to accounting adjustments, and
resulted in a pre-tax loss of approximately $448,000. The purchase price included a natural gas processing plant with a
capacity of 160 million cubic feet per day and a fractionator that can separate 14,200 barrels per day of mixed natural gas
liquids into propane, normal butane, iso-butane and natural gasoline. The sale also included NGL storage as well as truck, rail
and barge loading facilities, which support the complex.

Bethel Treating Facility. In 1996 and 1997, the Pinnacle Reef exploration area was rapidly developing into a very active
lease acquisition and exploratory drilling area using 3-D seismic technology to identify prospects. The initial discoveries
indicated a large potential gas development. Based on our receipt of large acreage dedications in this area, we, through our
wholly-owned subsidiary Pinnacle Gas Treating, Inc., constructed the Bethel treating facility for a total cost of approximately
$102.8 million. This facility was comprised of a 300 MMcf per day treating facility and 86 miles of associated gathering assets
located in east Texas.

In 1998, because of uncertainties related to the pace and success of third-party drilling programs, declines in volumes
produced at several wells and other conditions outside our control, we determined that an evaluation of the Bethel treating
facility, in accordance with accounting standards, was necessary. We compared the net book value of the assets to the
discounted expected future cash flows of the facility and determined that the results of this comparison required a pre-tax, non-
cash impairment charge of $77.8 million.

In 2000, we signed an agreement for the sale of all the outstanding stock of this subsidiary for $38.0 million. The sale closed in
January 2001 and resulted in a net pre-tax gain for financial reporting purposes of $12.1 million in the first quarter of 2001.

Arkoma. In August 2000, we sold our Arkoma Gathering System in Oklahoma for gross proceeds of $lb.5 million. This
sale resulted in a pre-tax gain of $3.9 million.

Westana. InFebruary 2000, we acquired the remaining 50% interest in the Westana Gathering Company for a net
purchase price of $9.8 million.
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Western Gas Resources-California, Inc. In January 2000, we sold all of the outstanding stock of our wholly owned
subsidiary, Western Gas Resources-California, Inc., or WGR-California, for $14.9 million. The only asset of this subsidiary
was a 162-mile pipeline in the Sacramento Basin of California. WGR-California acquired the pipeline through the exercise of a
purchase option in a transaction that closed immediately prior to the sale by us of WGR-California. We recognized a pre-tax
gain on the sale of approximately $5.4 million in 2000.

Black Lake. In December 1999, we signed an agreement for the sale of our Black Lake facility and related reserves for
gross proceeds of $7.8 million. This sale closed in January 2000. This transaction resulted in an approximate pre-tax loss of
$7.3 million, which was recognized in 1999,

MiVida, In June 1999, we sold our MiVida treating facility for gross proceeds of $12.0 million. This transaction resulted in
an approximate pre-tax gain of $1.2 million.

Katy. In April 1999 we sold all the outstanding common stock of our wholly owned subsidiary, Western Gas Resources
Storage, Inc., for gross proceeds of $100.0 million. This transaction resulted in an approximate pre-tax loss of $17.7 million in
1999. The only asset of this subsidiary was the Katy facility. We also sold 5.1 Bcf of stored gas in the Katy facility for total
sales proceeds of $11.7 million, which approximated our cost of the inventory.

Giddings. In April 1999, we sold our Giddings facility for gross proceeds of $36.0 million, which resulted in an
approximate pre-tax loss of $6.6 million in 1999.

Edgewood. In two transactions, which closed in October 1998, we sold our Edgewood gathering system, including our
undivided interest in the producing properties associated with this facility, and our 50% interest in the Redman Smackover Joint
Venture. The combined sales price was $55.8 million. We recognized a pre-tax gain of approximately $1.6 million during
1998.

Transportation.

We own and operate MIGC, Inc. an interstate pipeline located in the Powder River Basin in Wyoming, and MGTC, Inc. an
intrastate pipeline located in northeast Wyoming. MIGC charges a Federal Energy Regulatory Commission, FERC, approved
tariff and is connected to pipelines owned by Colorado Interstate Gas Company, Williston Basin Interstate Pipeline Company,
Kinder Morgan Interstate Pipeline Co., Wyoming Interstate Company, Ltd. and MGTC. During 2002, MIGC transported an
average of 180 MMcf per day. It is anticipated that MIGC will continue to operate around that level through 2003. MIGC
earns fees on a monthly basis from firm capacity contracts under which the shipper pays for transport capacity whether or not
the capacity is used and from interruptible contracts where a fee is charged based upon volumes received into the pipeline.

Contracts for firm capacity on MIGC range in duration from one month to six years and the fees charged average $0.33 per
Mcf.

The FERC has implemented changes over the past several years to restrict transactions between regulated pipelines and
affiliated companies. In addition, the FERC has proposed to limit the use of affiliates’ employees in the operation of regulated
entities. In August 2002, the FERC issued a Notice of Proposed Rule Making that, if enacted, would require MIGC to establish
its own cash management function, including its own revolving credit facility, and would limit the ability of MIGC to transfer
funds to us. Further, this proposed rule may require us to modify our existing subsidiary guarantees under our debt agreements.
We can make no assurances as to the ultimate regulations passed by the FERC or the effects such regulations may have on the
operating costs of MIGC or our financial position.

MGTC provides transportation and gas sales to the Wyoming cities of Gillette, Moorcroft and Wright at rates that are
subject to the approval of the Wyoming Public Service Commission. During 2002, MGTC transported an average of 12 MMcf
per day and sold an average of 1 MMcf per day.

Marketing.
Gas. We market gas produced at our wells and our plants and purchased from third parties to end-users, local distribution
companies, or LDCs, pipelines and other marketing companies throughout the United States and Canada. In addition to our

offices in Denver, we have marketing offices in Houston, Texas and Calgary, Alberta. Historically, our gas marketing was an
outgrowth of our gas processing activities and was directed toward selling gas processed at our plants to ensure their efficient

15



operation. As the natural gas industry became deregulated and offered more opportunity, we increased our third-party gas
marketing. Third-party sales, firm transportation capacity on interstate pipelines and our gas storage positions, combined with
the stable supply of gas from our facilities and production, enable us to respond quickly to changing market conditions and to
take advantage of seasonal price variations and peak demand periods. For the year ended December 31, 2002, our total gas
sales volumes averaged 2.0 Bcf per day, of which 447 MMcf per day was produced at our plants or from our producing
properties.

One of the primary goals of our gas marketing operations continues to be the preservation and enhancement of the value
received for our equity volumes of natural gas. This goal is achieved through the use of hedges on the production of our equity
natural gas and through the use of firm transportation capacity. For example, during 2002, as a result of limited pipeline
capacity from the Rocky Mountain region to market centers in the mid-continent and west coast areas, natural gas in this region
has sold at a substantial discount to these other market areas. We had commodity price hedges and firm transportation capacity
to the mid-continent markets on approximately 92% of our equity production in the Rocky Mountain area for 2002. This
allowed us to realize an approximate $0.90 per Mcf improvement in price for natural gas per MMbtu relative to what would
have been received if these hedges and capacity rights had not existed. We have similar hedges and transportation positions for
approximately 99% of estimated 2003 equity production of natural gas in the Rocky Mountain region.

We sell gas under agreements with varying terms and conditions in order to match seasonal and other changes in demand.

. The average duration as of December 31, 2002 of our sales contracts was 15 months. The marketing of products purchased
from third parties typically results in low operating margins relative to the sales price. Revenues for sales of product are
recognized at the time the gas is delivered to the customer and are sensitive to changes in the market prices of the underlying
commodities. We record revenue on our physical gas marketing activities on a gross basis versus sales net of purchases basis,
We believe that this presentation is required because we obtain title to all the gas that we buy including third-party purchases,
bear the risk of loss and credit exposure on these transactions and it is our intention upon entering these contracts to take
physical delivery of the natural gas. Gains and losses on any accompanying financial transactions are recorded net.
Additionally, for our marketing activities, we utilize mark-to-market accounting. Under mark-to-market accounting, the
expected margin to be realized over the term of the transaction is recorded in the month of origination. To the extent that a
transaction is not fully hedged or there is any hedge ineffectiveness, additional gains or losses associated with the transaction
may be reported in future periods. During the year ended December 31, 2002, we sold gas to approximately 255 end-users,
pipelines, LDCs and other customers. Two customers accounted for approximately 10% of our consolidated revenues from the
sale of gas, or 9% of total consolidated revenue, for the year ended December 31, 2002. One of these customers is an energy
merchant and the other customer is an electric utility. We are not currently entering into new transactions with the energy
merchant. In general, we do not expect to increase our third-party sales volumes in 2003 significantly from levels achieved
over the last several years, and in fact, due to price volatility and credit concerns in the energy industry, our overall sales
volumes may decrease.

NGLs. We market NGLs, or ethane, propane, iso-butane, normal butane, natural gasoline and condensate, produced at our
plants and purchased from third parties, in the Rocky Mountain, Mid-Continent and Southwestern regions of the United States.
A majority of our production of NGLs moves to the Gulf Coast area, which is the largest NGL market in the United States.
Through the development of end-use markets and distribution capabilities, we seek to ensure that products from our plants
move on a reliable basis, avoiding curtailment of production. For the year ended December 31, 2002, NGL sales averaged
2,010 MGal per day, of which 1,417 MGal per day was produced at our plants.

Consumers of NGLs are primarily the petrochemical industry, the petroleum refining industry and the retail and industrial
fuel markets. As an example, the petrochemical industry uses ethane, propane, normal butane and natural gasoline as
feedstocks in the production of ethylene, which is used in the production of various plastics products. Over the last several
years, the petrochemical industry has increased its use of NGLs as a major feedstock and is projected to continue to increase
such usage. Further, consumers use propane for home heating, transportation and agricultural applications. Price, seasonality
and the economy primarily affect the demand for NGLs.

We decreased NGL sales to third parties by approximately 340 MGal per day in the year ended December 31, 2002
compared to 2001. With the sale of our Toca facility in September 2002, we anticipate that sales of third-party product will
decrease further. As in the case of natural gas, we continually monitor and review the credit exposure to our NGL marketing
counter parties.

During the year ended December 31, 2002, we sold NGLs to 102 customers including end-users, fractionators, chemical
companies and others. Three customers accounted for approximately 38% of our consolidated revenues from the sale of NGLs,
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or 5% of total consolidated revenue, for the year ended December 31, 2002. One of these customers is a large integrated energy
company, another is a large petrochemical company and the third is an energy merchant. We are not currently entering into
new transactions with the energy merchant. We also derive revenues from contractual marketing fees charged to some
producers for NGL marketing services. For the year ended December 31, 2002, these fees were less than 1% of our
consolidated revenues.

We sell NGLs under agreements with varying terms and conditions in order to match seasonal and other changes in
demand. At December 31, 2002, the terms of our sales contracts range from one month to five years. The marketing of
products purchased from third parties typically results in low operating margins relative to the sales price. Revenues for sales
of NGLs are recognized at the time the NGLs are delivered to the customer and are sensitive to changes in the market prices of
the underlying commodities. We record revenue on our physical NGL marketing activities on a gross sales versus sales net of
purchases basis. We believe that this presentation is required because we obtain title to all the NGLs that we buy including
third-party purchases, bear the risk of loss and credit exposure on these transactions and it is our intention upon entering these
contracts to take physical delivery of the product. Gains and losses on any accompanying financial transactions are recorded
net. Additionally, for our marketing activities we utilize mark-to-market accounting. Under mark-to-market accounting, the
expected margin to be realized over the term of the transaction is recorded in the month of origination. To the extent that a
transaction is not fully hedged or there is any hedge ineffectiveness, additional gains or losses associated with the transaction
may be reported in future periods.

Environmental

The construction and operation of our gathering systems, plants and other facilities used for the gathering, processing,
treating or transporting of gas and NGLs are subject to federal, state and local environmental laws and regulations, including
those that can impose obligations to clean up hazardous substances at our facilities or at facilities to which we send wastes for
disposal. In most instances, the applicable regulatory requirements relate to water and air pollution control or waste
management. We employ an environmental manager, a safety manager, four environmental engineers, three safety specialists
and three regulatory compliance specialists to monitor environmental and safety compliance at our facilities. In addition, on an
ongoing basis, the environmental engineers perform environmental assessments of our existing facilities. We believe that we
are in substantial compliance with applicable material environmental laws and regulations. Environmental regulation can
increase the cost of planning, designing, constructing and operating our facilities. The costs for compliance with current
environmental laws and regulations have not had and, we believe, will not have a material adverse effect on our financial
position or results of operations.

Prior to consummating any major acquisition, our environmental engineers perform audits on the facilities to be acquired. In
conducting this audit on the gathering systems acquired from EPFS, in January 2003, we identified many well sites that include
underground sump tanks, pits, or tinhorns that are not properly permitted according to Wyoming Oil and Gas Conservation
Commission, or WYOGCC, regulations. We have reported these violations to WYOGCC and are providing it with our
remediation plan. It is our intention to remove all these underground facilities over the next several months. Based on our
discussions with WYOGCC, it is our belief that it will not pursue any type of fines or penalties from us related to these assets.
We believe the cost of our remediation plan will approximate $1.5 million, and EPFS has established an escrow account in that
amount to reimburse us for these and other costs. In addition, at the time of the acquisition, we obtained an insurance policy
that we believe will cover any additional environmental issues that may be identified over the next three years associated with
these assets, up to a total exposure of $5.0 million.

The Texas Council on Environmental Quality, which has authority to regulate, among other things, stationary air emissions
sources, has created a committee to make recommendations to it regarding a voluntary emissions reduction plan for the
permitting of existing "grand-fathered" air emissions sources within Texas. A “"grand-fathered" air emissions source is one that
does not need a state operating permit because it was constructed prior to 1971. We operate a number of these sources within
Texas, including portions of our Midkiff/Benedum, Gomez and Mitchell Puckett systems. In connection with a modemization
program, which was completed in March 2002, we replaced the majority of our “grand-fathered” equipment in Texas. We
believe that the potential cost of complying with these regulations for our remaining “grand-fathered” equipment will not have
material effect on our results of operations or financial position.

We anticipate that the trend in environmental legislation and regulation will continue to be toward stricter standards.
Federal regulations regarding spill prevention and containment have recently been modified to establish a lower threshold of
storage capacity of petroleum and petroleum by-products at a site for which a spill prevention plan is required. We are
evaluating all our assets for compliance with this regulation and estimate that approximately 100 existing sites will need to be
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modified to meet the new requirements. We currently estimate our costs for compliance to be approximately $2.0 million. The
new spill prevention plans must be in place for covered assets by April 2003. All modifications called for in those plans must
be in place by August 2003. We are unaware of any other future environmental standards that are reasonably likely to be
adopted that will have a material effect on our financial position or results of operations, but we cannot rule out that possibility.

We are in the process of voluntarily cleaning up substances at certain facilities that we operate. Cur expenditures for
environmental evaluation and remediation at existing facilities have not been significant in relation to our results of operations
and totaled approximately $1.4 million for the year ended December 31, 2002, including approximately $587,000 in air
emissions fees to the states in which we operate. Although we anticipate that such environmental expenses per facility will
increase over time, we do not believe that such increases will have a material effect on our financial position or results of
operations.

Competition

We compete with other companies in the gathering, processing, treating and marketing businesses both for supplies of
natural gas and for customers for our natural gas and NGLs, and for the acquisition of leaseholds and other assets. Competition
for natural gas supplies is primarily based on the efficiency and reliability of our services, the availability of transportation and
the ability to obtain a satisfactory price for natural gas and NGLs. Our competitors for obtaining additional gas supplies, for
gathering and processing gas and for marketing gas and NGLs include national and local gas gatherers and processors, brokers,
marketers and distributors of various sizes and experience. The majority of these competitors have greater financial resources
than do we. For customers that have the capability of using alternative fuels, such as oil and coal, we also compete for their
business based on the price and availability of such alternative fuels. Our competitors for obtaining leaseholds include major
and large independent oil companies as well as smaller independent oil companies and brokers. Competition for oil field
services, including drilling rigs, could affect future drilling plans and costs. Competition for sales customers is primarily based
upon reliability and price of deliverable natural gas and NGLs. Suppliers in our gas marketing transactions may request
additional financia! security such as letters of credit that are not required of some of our competitors.

Regulation

Our purchase and sale of natural gas and NGLs and the fees we receive for gathering and processing have generally not
been subject to regulation. However, some aspects of our business are subject to federal, state and local laws and regulations
that have a significant impact upon our overall operations.

As a producer, processor and marketer of natural gas, we depend on the transportation and storage services offered by
various interstate and intrastate pipeline companies for the delivery and sale of our own gas supplies as well as those we process
and/or market for others. Both the interstate pipelines' performance of transportation and storage services, and the rates charged
for such services, are subject to the jurisdiction of the FERC, under the Natural Gas Act of 1938 and the Natural Gas Policy Act
of 1978. At times, other system users can pre-empt the availability of interstate transportation and storage services necessary to
enable us to make deliveries and/or sales of gas in accordance with FERC-approved methods for allocating the system capacity
of open access pipelines. Moreover, the rates the pipelines charge for such services are often subject to negotiation between
shippers and the pipelines within certain FERC-established parameters and will periodically vary depending upon individual
system usage and other factors. An inability to obtain transportation and/or storage services at competitive rates can hinder our
processing and marketing operations and/or adversely affect our sales margins.

Generally, neither the FERC nor any state agency regulates gathering and processing prices. The Oklahoma Corporation
Commission, or the OCC, has limited authority in certain circumstances, after the filing of a complaint by a producer, to
compel a gas gatherer to provide open access gathering and to set aside unduly discriminatory gathering fees. The Oklahoma
state legislature is considering legislation that would expand the authority of the OCC to compel a gas gatherer to publish rates,
terms and conditions of its service and under some circumstances, to justify those charges. We do not believe that any of the
proposed legislation of which we are aware is likely to have a material adverse effect on our financial position or results of
operations. However, we cannot predict what additional legislation or regulations the states may adopt regarding gas gathering.

The construction of additional gathering, processing and treating facilities and the development of natural gas reserves
require permits from several federal, state and local agencies. In the past we have been successful in receiving all permits
necessary to conduct our operations. There can be no assurance, however, that permits in the future will be obtainable or issued
timely or that the terms of any permits will be compatible with our business plans.
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Employees

At December 31, 2002, we employed 636 full-time employees, of which 371were employed at field locations. None of our
employees is a union member. We consider relations with employees to be excellent.

ITEM 3, LEGAL PROCEEDINGS
Reference is made to Note 8 of our Consolidated Financial Statements in Item 8 of this Form 10-K.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the quarter ended December 31, 2002,
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PART I

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

As of March 3, 2003, thére were 33,099,577 shares of common stock outstanding held by 198 holders of record. The
common stock is traded on the New York Stock Exchange, or NYSE, under the symbol "WGR". The following table sets forth
quarterly high and low sales prices as reported by the NYSE Composite Tape for the quarterly periods indicated.

HIGH LOW
2002
FOUMh QUAITET ..ottt sttt sttt sttt s neenea $ 38.00 $ 3035
Third QUATTET ...o.veiiiri et sae ettt eeere s snsansens 37.54 25.00
SeCONA QUAIET........oiiiiiiiii e e e a e e saean e 40.12 35.24
FITSt QUAMTET ..eoiecct ettt e et ene b e 37.50 28.22
2001
Fourth QUATer.......ccoviiiieiice et e s $ 35.65 $ 26.08
Third QUATTET .....ocveeiiiiieie ettt ettt et s sae e 33.59 24.88
SECONA QUATLET. ... .ooiiiieiieeiiirecire ettt st st 43.50 31.64
FATSt QUATET .o cvvvveveerri e se et s ettt r bbb bbbt raes b 33.70 25.33

We paid annual dividends on our common stock aggregating $0.20 per share during the years ended December 31, 2002 and
2001. We have declared a dividend of $0.05 per share of common stock for the quarter ending March 31, 2003 to holders of
record as of March 28, 2003. Declarations of dividends on our common stock are within the discretion of the board of directors.
In addition, our ability to pay dividends on our common stock is restricted by covenants in our financing facilities, the most
restrictive of which is in our subordinated note indenture and that covenant prohibits declaring or paying dividends that exceed,
in the aggregate, the sum of $20 million plus 50% of our consolidated net operating income (as defined in the indenture)
earned after July 1, 1999 (or minus 100% if a net loss) plus the aggregate net cash proceeds received after July 1, 1999 from the
sale of any stock. At December 31, 2002, availability under this covenant was approximately $42.8 million.

Eguity Compensation Plan Information

The following table summarizes our equity compensation plans under which securities may be issued as of December 31,
2002. The only types of equity compensation plans that we have are plans that authorize the granting of options to purchase
shares of our common stock.

Number of securities
remaining available for
future issuance under equity
Number of securities to be compensation plans
issued upon exercise of Weighted-average exercise (excluding securities
outstanding options price of outstanding options reflected in column (a)
Plan Category (a) (b) (c)
Equity compensation plans
approved by security holders 1,051,812 $28.67 1,154,003
Equity compensation plans '
not approved by security
holders 308,350 $24.48 -
Total 1,360,162 $27.72 1,154,003

A description of the equity compensation plans that were not approved by the security holders is as follows.

1999 Non-Employee Directors Stock Opticn Plan. Effective March 1999, our board of directors adopted a stock option plan
that authorized the granting of options to purchase 15,000 shares of our common stock to non-employee directors. During
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1999, the board approved grants of options covering a total of 15,000 shares of our common stock to several board members.
The exercise price of the stock underlying each option was the average closing price for the ten days prior to the grant. Under
this plan, options covering up to 33 1/3% of the underlying shares are exercisable on each anniversary from the date of grant
and the director must exercise the option within five years of the date each option vests. This plan terminates on the earlier of
March 12, 2009 or the date on which all options granted under the plan have been exercised in full.

Chief Executive Officer and President’s Plan. Pursuant to his employment agreement, dated October 15, 2001, and the stock
option agreement, dated as of November 1, 2001, between us and Peter A. Dea, our CEO and President, we granted non-
qualified stock options to Mr. Dea for the purchase of 300,000 shares our common stock. The exercise price of the options was
equal to $5.00 below the closing price per share on the effective date of his employment agreement. The stock options are
subject to the conditions of the agreements and vest equally over four years and must be exercised within five years of the date
on which they vest. The difference between the closing price on the effective date and the exercise price is being amortized
over four years as compensation expense.
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected consolidated historical financial and operating data for Western. Certain prior year
amounts have been reclassified to conform to the presentation used in 2002. The data for the three years ended December 31,
2002, 2001 and 2000 should be read in conjunction with our Consolidated Financial Statements and the notes thereto included
elsewhere in this Form 10-K. The selected consolidated financial data for the years ended December 31, 1999 and 1998 are
derived from our audited historical Consolidated Financial Statements. See also Item 7 - "Management's Discussion and
Analysis of Financial Condition and Results of Operations."

Year Ended December 31,
2002 2001 2000 1999 1998
(000s, except per share amounts and operating data)

Statement of Operations:

REVEINUES ..ottt $ 2,489,698 $ 3,353,162 $ 3,280,091 $ 1,909,288 $2,115,995
Gross profit (2) .covvccrvninecenreeeceeneeee 144,430 200,780 149,155 67,289 50,090
Income {loss) before income taxes .............. 80,703 152,126 91,384 (25,184)b) (105,623)(b)
Provision (benefit) for income taxes............ 30,114 56,489 33,562 9,167) (38.,418)
Income (loss) before extraordinary items.... 50,589 95,637 57,822 (16,017)}b) (67,205)(b)
Extraordinary charge for early extinguish-..

ment of debt......ccovvveeiieiinieiei, - - (1,714) (¢) (1,107)(c) -
Net income (1088)..evocererureecircereeene 50,589 95,637 56,108 (17,124)b) (67,205)b)
Eamings (loss) per share of

COMMON StOCK ...vvvveririerrerereverreneeens 1.26 2.59 1.42 (.86) (2.42)
Earnings (loss) per share of l

common stock - assuming dilution ......... 1.23 248 1.39 (.86) (242)

Other financial data:
Net cash provided by operating

ACHIVIHIES 1.voeeeceveieeeirc e eevee e 131,136 153,267 116,262 95,184 (35,570)
Net cash provided by {used in) investing

ACHIVIEIES 1o er e (105,772) (131,657) (82,039) 67,284 (26,441)
Net cash provided by {used in) financing

ACIVILIES . .oveeveeeieiceeerrrenee e srnees (28,084) (24,506) (35,358) (152,806) 46,634
Capital expenditures........cecoevcevrecenvirnnnean 125,600 163,977 108,536 80,089 105,216

Balance Sheet Data
(at year end):

Total @SSeS .ccoveeereereiiiirceeeeeieirreeee e 1,302,144 1,267,942 1,431,422 1,049,486 1,219,377
Long-term debt ..o, 359,933 366,667 358,700 378,250 504,881
Stockholders' equity....c.ccccevceiinccrrnccnennnee. 483,068 473,352 391,534 349,743 385,216
Dividends on preferred stock..........cceouennenn 9,198 11,167 10,416 10,439 10,439
Dividends on common Stock ..........coveuennns 6,603 6,524 6,448 6,426 6,430
Dividends per share of common stock......... 20 .20 20 .20 .20
Operating Data:
Average gas sales (MMcf/D)....cccoovererinne. 1,988 1,961 1,835 1,900 2,200
Average NGL sales (MGal/D)...........cc........ 2,010 2,347 3,085 . 2,885 4,730
Average gas volumes

gathered (MMCcE/D)...oovvvevevvieierien, 1,163 1,161 1,248 1,168 1,162
Facility capacity (MMc/D).....ccocoovvevennnee, 2,581 2,574 2,374 2,485 2,237
Average gas prices ($/Mcf) ..oooorvrenvinnine $ 292 § 397 $ 3.90 $ 217§ 2.01
Average NGL prices ($/Gal) ccoovcvevnnneen. $ - 42 3 49 $ 52 $ 33 % .26
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Excludes selling and administrative, interest, restructuring and income tax expenses, expenses for the impairment of
property and equipment, (gains) or losses on sales of assets, and any extraordinary items. See further discussion in notes
(b), (c) and (d).

Statement of Financial Accounting Standards No. 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of,” or SFAS No. 121, required that an impairment loss be recognized when the
carrying amount of an asset exceeds its fair market value or the expected future undiscounted net cash flows. In
accordance with SFAS No. 121, we recognized a pre-tax, non-cash loss on the impairment of property and equipment of
$1.2 million, or $0.7 million after-tax, and $108.5 million, or $69.0 million after-tax, for the years ended December 31,
1999 and 1998, respectively.

We recognized an after-tax extraordinary charge on the early extinguishment of long-term debt in 2000 and in 1999 of
$1.7 million and $1.1 million, respectively,
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis relates to factors that have affected our consolidated financial condition and results of
operations for the three years ended December 31, 2002, 2001 and 2000. Certain prior year amounts have been reclassified to
conform to the presentation used in 2002. Reference should also be made to our Consolidated Financial Statements and related
Notes thereto and the Selected Financial Data included elsewhere in this Form 10-K.

Results of Operations
Year ended December 31, 2002 compared to year ended December 31, 2001
{000s, except per share amounts and eperating data)

Year Ended
December 31, Percent

2002 2001 Change
Financial resufts:
REVEIIUES ..ovvvieecveereeriiee e sresr e ssebesseetastensessessesbesnasteasassstseseseesenueseenennas $ 2,489,698 §$ 3,353,162 (26)
GTOSS PIOIL...veueiiieerieierrececceneee et se e ss e 144,430 200,780 (28)
Net InCOME {J0SS) ..viiviiiiiieieienie ettt etestee et e bbb et e 50,589 95,637 47
Income (loss) per share of common Stock ......cccccovvinieviviniiereernnccnenn 1.26 2.59 (51)
Income (loss) per share of common stock - assuming dilution ................ 1.23 248 (50)
Net cash provided by operating actiVities.......c.ocevoeeevrvrrreecincrerceeeenenees $ 131,136 $ 153,267 (14)
Operating data:
Average gas sales (MMCE/D) ..o 1,988 1,961 1
Average NGL sales (MGal/D) ..ocoooooivivvcie e 2,010 2,347 (14)
Average gas prices (/ML) oo $ 292 % 397 (26)
Average NGL prices ($/Gal) ..cccviiiericiiiievieeiecrecee e $ 42 3 49 (14)

Net income decreased $45.0 million for the year ended December 31, 2002 compared to 2001. The decrease in net income
is primarily attributable to significantly lower gas and NGI. prices in this period as compared to the prior year and lower
margins per unit earned on our sales of natural gas. These decreases more than offset increased production from the Powder
River Basin coal bed methane development.

Revenues from the sale of gas decreased $725.6 million to $2.1 billion for the year ended December 31, 2002 compared to
2001. This decrease was primarily due to a decline in product prices, which more than offset an increase in sales volume in the
year ended December 31, 2002. Average gas prices realized by us decreased $1.05 per Mcf to $2.92 per Mcf in the year ended
December 31, 2002 compared to 2001. Included in the realized gas price were approximately $28.7 million of gains recognized
in the year ended December 31, 2002 related to futures positions on equity gas volumes. We have entered into additional
futures positions for the majority of our equity gas for 2003. See further discussion in “Item 7A. Quantitative and Qualitative
Disclosures About Market Risk™. Average gas sales volumes increased minimally to 1,988 MMcf per day in the year ended
December 31, 2002 compared to 2001.

On June 5, 2002, and as amended on June 18, 2002, we responded to a data request of the FERC in Docket No. PA02-2-
000. The FERC’s request inquired as to any “wash”, “round trip”, or “sell, buy back” trading in the United States portion of the
Western States Coordinating Council and/or Texas during the years ended December 31, 2000 and 2001. During this time
period, we engaged in two transactions that met the FERC’s criteria for a transaction of this type. The transactions occurred in
April 2001 and involved an aggregate quantity of approximately 259,000 MMbtu or $3.5 million of gross revenue. The
transactions were not entered into for the purpose of artificially inflating our sales volume or revenue. Our internal control
policies require valuation of the current market value of gas placed in storage based upon objective criteria, and these
transactions were intended to provide a third-party generated price for natural gas placed in storage. These transactions
represented 0.1% of our total sales revenues for the year ended December 31, 2001. The FERC has not inquired as to sales
activity in 2002. However, during 2002, no transactions of this type are included in our revenues.
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Revenues from the sale of NGLs decreased approximately $114.4 million to $309.7 million in the year ended December
31, 2002 compared to 2001. This decrease is due to a reduction in product prices and to a reduction in sales volume. Average
NGL prices realized by us decreased $0.07 per gallon to $0.42 per gallon in the year ended December 31, 2002 compared to
2001. Included in the realized NGL price were approximately $8.5 million of losses recognized in the year ended December
31, 2002 related to futures positions on equity NGL volumes. We have entered into additional futures positions for a portion of
our equity NGL production for 2003. See further discussion in “Item 7A. Quantitative and Qualitative Disclosures About
Market Risk”. Average NGL sales volumes decreased 337 MGal per day to 2,010 MGal per day in the year ended December
31, 2002 compared to 2001.

Product purchases decreased by $829.8 million for the year ended December 31, 2002 compared to 2001 primarily as a
result of the decrease in commodity prices. Overall, combined product purchases as a percentage of sales of all products
decreased to 89% for the year ended December 31, 2002 from 92% for 2001. The decrease in the product purchase percentage
for the year ended December 31, 2002 versus 2001 resulted from a decrease in product prices and an increase of sale of our
production from the Powder River Basin development.

Marketing margins on residue gas averaged $0.04 and $0.06 per Mcf in the years ended December 31, 2002 and 2001,
respectively. The decrease in margin for 2002 compared to 2001 primarily resulted from reduced margins associated with the
mark-to-market of forward transactions in the current year versus the prior year. This reduction in margin is primarily the result
of our electing hedge accounting on several of our transactions in 2002 utilizing our firm transportation capacity and fewer
long-dated transactions utilizing our transportation capacity in place at the end of 2002 compared to 2001. Under hedge
accounting, the margin to be realized on a transaction is recorded in the month the transportation capacity is used and under
mark-to-market accounting, the anticipated margin on a transaction to be realized over the term of the transaction is recorded in
the month of origination.

Marketing margins on NGLs averaged approximately $0.008 per gallon in the year ended December 31, 2002. This
represents an increase as compared to the $0.005 per gallon realized in 2001. This is due to more favorable market conditions
that were present in 2002 as compared to 2001.

In the year ended December 31, 2002, we expensed a total of $1.6 million for doubtful accounts, primarily due to the
bankruptcy filing of a large mid-western co-op during the year. This compares to an expense of $2.7 million for doubtful
accounts in 2001. These charges are not included in the calculation of the marketing margins and are reported in Selling and
administrative expenses.

Plant and transportation operating expense increased by $6.0 million in the year ended December 31, 2002 compared to
2001. This increase was primarily due to additional leased compression, repair and maintenance and labor costs in the Powder
River Basin coal bed development and higher property tax expenses at our plant facilities.

Oil and gas exploration and production expenses increased by $6.5 million in the year ended December 31, 2002 as
compared to 2001. In our operating areas, the significant reduction in residue gas prices in the 2002 periods resulted in
substantially lower severance tax expenses. These reductions were substantially offset by increased lease operating expenses,
or LOE, in the Powder River Basin coal bed development. Overall, LOE averaged $0.42 per Mcf in the year ended December
31, 2002. LOE in the Powder River Basin coal bed development averaged $0.45 per Mcf in the year ended December 31, 2002,
This represents increases of $0.06 per Mcf and $0.03 per Mcf from the comparable periods in 2001, respectively. The increases
are substantially due to higher utility charges, increased use of leased generators, increased labor charges and prior period
adjustments for operating supplies, utilities and technical supervision billed to us by the well operator. The increased LOE in
2002 were substantially offset by lower severance taxes resulting from the significant reduction in residue gas prices in 2002 as
compared to 2001,

Selling and administrative expenses increased by $1.6 million in the year ended December 31, 2002 as compared to 2001,
due to higher health insurance costs and higher compensation expenses.

Depreciation, depletion and amortization increased by $12.8 million in the year ended December 31, 2002 as compared to
2001 primarily as a result of our increasing operations in the Powder River Basin coal bed methane development.

The provision for income taxes increased to a 37.3% effective rate for the year ended December 31, 2002 from 37.1% in

2001. This change is due to increased sales of third-party product in states with higher corporate tax rates and in Canada. We
expect that this increase in our effective tax rate will continue in future periods.
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Cash Flow Information

Cash flows from operating activities decreased by $22.1 million in the year ended December 31, 2002 compared to 2001.
This reduction was primarily due to a decrease in net income in 2002 compared to the prior year and the timing of cash receipts

and payables.

Cash flows used in investing activities decreased by $25.9 million in the year ended December 31, 2002 compared to 2001.
This decrease was primarily due to a reduction in capital expenditures.

Cash flows used in financing activities increased by $3.6 million in the year ended December 31, 2002 compared to 2001.
This increase was due to the application of the proceeds received in the sale of our Toca Processing facility in 2002 to reduce
the amounts outstanding under our Revolving Credit Facility.

Other Information

Preferred Stock Redemption. In December 2002, we redeemed all the remaining shares of our $2.28 cumulative preferred
stock currently outstanding, at a liquidation preference of $25.00 per share plus accrued and unpaid dividends, for a total of
approximately $14.0 million. The capitalized offering costs of $688,000 associated with the redeemed preferred stock are
reflected as a special dividend to preferred shareholders in 2002 and reduced earnings available to common shareholders by
approximately $0.02 per common share.

Toca Processing Facility. In June 2002, we entered into an agreement for the sale of our Toca processing facility in
Louisiana. This sale closed in September 2002. The sale price was $32.2 million, subject to accounting adjustments, and
resulted in a pre-tax loss of approximately $448,000. The purchase price included a natural gas processing plant with a
capacity of 160 millicn cubic feet per day and a fractionator that can separate 14,200 barrels per day of mixed natural gas
liquids into propane, normal butane, 1so-butane and natural gasoline. The sale also includes NGL storage as well as truck, rail
and barge loading facilities, which support the complex. During the year ended December 31, 2002, this facility generated net
after-tax eamings of approximately $683,000, or $.02 per share of common stock, respectively. We believe the results from
this facility are immaterial for separate presentation as a discontinued operation. Approximately $15.0 million of the proceeds
received from this asset sale were initially used to reduce amounts outstanding on our Revolving Credit Facility. At December
31, 2002, the remaining amount of $17.2 million was on deposit with a trustee in anticipation of the completion of a like-kind
exchange transaction and was reflected on the Consolidated Balance Sheet under the caption Other current assets. These funds,
along with additional amounts drawn on our Revolving Credit Facility, were used in a January 2003 acquisition of several
gathering systems.

Bethel Treating Facility. In December 2000, we signed an agreement for the sale of all the outstanding stock of our wholly
owned subsidiary, Pinnacle Gas Treating, Inc., or Pinnacle, for $38.0 million. The only asset of this subsidiary was a 300
MMcf per day treating facility and 86 miles of associated gathering assets located in east Texas. The sale closed in January
2001 and resulted in a net pre-tax gain for financial reporting purposes of $12.1 million in the first quarter of 2001.

Transactions with Officers. In October 2002, we granted options covering a total of 169,500 shares of our common stock
to our ten executive officers. The exercise price with respect to these options is $32.95 per share. In accordance with the terms
of the stock option plan pursuant to which the options were granted, the option price is the average closing price for our
common stock for the ten trading days prior to the grant.

In June 2001, the Compensation and Nominating Committee recommended, and the board approved, retention bonuses
totaling $820,000 for nine of our executive officers. These bonuses were contingent upon the officer not voluntarily
terminating employment for one year following the hiring of a new Chief Executive Officer and President. These bonuses
were paid on November 1, 2002.

In 1989, we loaned to our officers at that time, an amount sufficient to exercise their options under our stock option plans. The
loans and accrued interest were to be forgiven if the officer remained employed by us for specified time periods and upon a
resolution of the board of directors. During 2002, we forgave loans totaling $703,000 related to the exercise of options
covering 62,500 shares of common stock. After giving effect to the forgiveness, a loan in the amount of $134,000 related to
the exercise of options covering 12,500 shares of common stock remains outstanding. Pursuant to the terms of an agreement
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entered into in the second quarter of 2001, the remaining loan will be forgiven in May 2003. In prior years, we have reserved
for the forgiveness of these loans.

Year ended December 31, 2001 compared te vear ended December 31, 2000
(000s, except per share amounts and operating data)

Year Ended
December 31, Percent

2001 2000 Change
Financial results:
REVEIUES ..ottt e n e st eene e $ 3,353,162 $ 3,280,091 2
GIOSS PIOTIt...cviiiiieiicie et et s e ettt st ene e 200,780 149,155 35
Net INCOME (J0SS) .o.vvverreriieeeieiriieeee ettt sttt r s . 95,637 56,108 70
Income (loss) per share of common StOCK .......cocvevrieirieeririirieierive e 2.59 1.42 82
Income (loss) per share of common stock - assuming dilution ................ 248 1.39 78
Net cash provided by operating actiViti€s........c.evvievrreerneeererrneresreriereeeens $ 153,267 § 116,262 32
Operating data:
Average gas sales (MMCE/D) ..o 1,961 1,835 7
Average NGL sales (MGal/D) ....ccooveiiviniiri e 2,347 3,085 (24)
Average gas prices (3/Mef) ..o.oivviiveiiiiecce e $ 397 § 3.90 2
Average NGL prices (3/Gal) ...ccocovvvrioiniivniercresieeeeeee e $ 49 3 52 (6)

Net income increased $39.5 million for the year December 31, 2001 compared to 2000. The increase in net income was
primarily attributable to higher gas prices in 2001 compared to the prior year, increased production from the Powder River
Basin coal bed methane development, and improved results from our marketing segment.

Revenues from the sale of gas increased $221.0 million to $2,849.1 million in the year ended December 31, 2001
compared to 2000. This increase was primarily due to an improvement in product prices and to a lesser extent from an increase
in sales of natural gas purchased from third parties. Average gas prices realized by us increased $0.07 per Mcf to $3.97 per
Mecf in the year ended December 31, 2001 compared to 2000. Included in the realized gas price were approximately $9.3
million of gains recognized in the year ended December 31, 2001 related to futures positions on equity gas volumes. Average
gas sales volumes increased 125 MMcf per day to 1,960 MMcf per day in the year ended December 31, 2001 compared to 2000.
This increase in sales volume was primarily due to an increase in the sale of third- party product.

Revenues from the sale of NGLs decreased approximately $166.9 million in the year ended December 31, 2001 compared
to 2000. This decrease was due to a reduction in sales volume and a decrease in product prices. Average NGL prices realized
by us decreased $0.03 per gallon to $0.49 per gallon in the year ended December 31, 2001 compared to 2000. Included in the
realized NGL price were approximately $2.1 million of gains recognized in the year ended December 31, 2001 related to
futures positions on equity NGL volumes. Average NGL sales volumes decreased 735 MGal per day to 2,350 MGal per day in
the year ended December 31, 2001 compared to 2000. This decrease was primarily due to an intentional reduction in the sale of
third-party product as these types of sales were generating minimal margins. Also contributing to the reduction in overall sales
volume was a decrease in the sale of product produced at our facilities as we did not recover ethane for a portion of 2001 due to
low ethane prices.

Product purchases increased by $1.4 million in the year ended December 31, 2001 compared to 2000. Overall, combined
product purchases as a percentage of sales of all products decreased to approximately 91% in the year ended December 31,
2001 from 93% in 2000. The decrease in the product purchase percentage resulted from improved marketing margins and the
intentional reduction in the sale of third-party NGL products. "

Marketing margins on residue gas averaged $0.06 per Mcf in 2001. This represented a significant increase as compared to
the $0.02 per Mcf marketing margin realized during 2000. The increase in margin for the year ended December 31, 2001
primarily resulted from volatility in gas prices, gains realized on our firm transportation capacity and from the mark-to-market
of transactions utilizing a portion of this firm transportation capacity primarily during 2002 and the mark-to-market of storage
transactions for the winter season ending in March 2002. Under mark-to-market accounting, which we adopted on January 1,
2001, the margin to be realized over the term of the transaction is recorded in the month of origination. Of the total margin
earned in the marketing segment of $47.6 million, approximately $19.9 million resulted from the portion of sales transactions
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beyond 2001 including the marking to market at December 31, 2001 of our derivative positions as required by SFAS No. 133.
This margin is included in the financial statement caption Non-cash change in fair value of derivatives.

Marketing margins on NGLs averaged approximately $0.005 per gallon in the year ended December 31, 2001. This
represents a decrease as compared to the margin realized during 2000 of $0.007 per gallon. This decrease has resulted in our
decision to intentionally reduce the sale of third-party NGL products.

On December 2, 2001, Enron Corp. and many of its affiliates and subsidiaries filed a petition for bankruptcy protection
under Chapter 11 of the Bankruptcy code in the Southern District of New York. At the time of Enron’s filing, our exposure to
it totaled approximately $2.7 million. This amount includes the net exposure from physical gas transactions of $100,000, which
is comprised of physical gas sales of $8.4 million and physical gas purchases of $8.3 million. We have in place a netting

" agreement with Enron for the purchase and sale of physical gas. Although bankruptcy courts have upheld similar netting
agreements in the past, we can provide no assurance that our agreement will not be challenged or the outcome of any challenge.
The remaining $2.6 million of net exposure is under a Master Swap Agreement related to derivative transactions. As a result,
we incurred an additional charge to income of $2.7 million in 2001. This exposure to Enron is not included in the calculation of
the marketing margins and is primarily reported in Selling and administrative expenses.

Plant and transportation operating expense increased $5.6 million in 2001 compared to 2000. This increase was primarily
due to additional leased compression in the Powder River Basin coal bed development and higher fuel costs at our plant
facilities.

Oil and gas exploration and production expenses increased by $8.0 million in 2001 as compared to 2000. The increase in
the period is primarily as a result of our overall increasing operations in the Powder River Basin coal bed methane
development.

Depreciation, depletion and amortization increased by $6.2 million for the year ended December 31, 2001 as compared to
2000, primarily as a result of our increasing operations in the Powder River Basin coal bed methane development.

Extraordinary charge for early extinguishment of debt decreased for the year ending December 31, 2001 as compared to
2000 as a result of an after-tax charge of $1.7 million incurred in third quarter of 2000. In September 2000, we prepaid $27.0
million of outstanding indebtedness originally due to be paid in November 2005, with funds available under our Revolving
Credit Facility. In connection with this prepayment, we paid a pre-tax make-whole payment of approximately $2.0 million and
expensed capitalized fees of approximately $752,000.

Other Information

Preferred Stock Redemption. On November 12, 2001, we issued a notice of redemption for approximately 800,000
shares of our $2.28 cumulative preferred stock at its liquidation preference. This totaled $20.6 million including accrued and
unpaid dividends. The redemption date was December 10, 2001 and was funded with amounts available under our Revolving
Credit Facility. The pro rata capitalized offering costs of $900,000 associated with the redeemed preferred stock were reflected
as a special dividend to preferred shareholders in 2001 and, accordingly, reduced earnings available to common shareholders by
approximately $0.03 per common share.

Bethel Treating Facility. In December 2000, we signed an agreement with Anadarko Petroleum Corporation for the sale of
all the outstanding stock of our wholly owned subsidiary, Pinnacle, for $38.0 million. The only asset of this subsidiary was a
300 MMcf per day treating facility and 86 miles of associated gathering assets located in east Texas. The sale closed in January
2001 and resulted in an approximate pre-tax gain for financial reporting purposes of $12.1 million in the first quarter of 2001.

Arkoma. In August 2000, we sold our Arkoma Gathering System in Oklahoma for gross proceeds of $10.5 million. This
sale resulted in a pre-tax gain of $3.9 million.

Western Gas Resources-California, Inc. In January 2000, we sold all the outstanding stock of our wholly owned
subsidiary, WGR-California, for $14.9 million. The only asset of this subsidiary was a 162-mile pipeline in the Sacramento
Basin of California. WGR-California acquired the pipeline through the exercise of a purchase option in a transaction that
closed immediately prior to the sale by us of WGR-California. We recognized a pre-tax gain on the sale of approximately $5.4
million in the first quarter of 2000.
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The proceeds from these sales were used to reduce borrowings outstanding on the Revolving Credit Facility.

Westana. In February 2000, we acquired the remaining 50% interest in the Westana Gathering Company for a net purchase
price of $9.8 million. The results from our ownership through February 2000 of a 50% equity interest in the Westana Gathering
Company are reflected in revenues in Other on the Consolidated Statement of Operations. Beginning in March 2000, the
results of these operations have been fully consolidated and are included in Revenues and Costs and expenses. Additionally, in
March 2000, our investment in the Westana Gathering Company was reclassified from Other assets to Property and equipment.

Granger Complex. In May 2001, we acquired the remaining 50% interest in a portion of the Rird Canyon gathering system
serving the Granger complex for a net purchase price of $5.9 million in cash and the settlement of previously disclosed
litigation. In September 2001, we signed an agreement with Questar Gas Management Company for the sale of a 50% interest
in a segment of the Bird Canyon gathering system along with associated field compression for $5.2 million. This sale closed in
October 2001. These assets were reclassified on the Consolidated Balance Sheet to Assets held for sale at September 30, 2001,
and a $400,000 pre-tax loss on the excess of the net book value over the sales price of these assets was recognized in the third
quarter of 2001.

Also in October 2001, both Questar and Western contributed their respective interests in the Bird Canyon system along with
additional field compression and gathering dedications for gas produced along the Pinedale Anticline to a newly formed joint
venture named Rendezvous. Each company owns a 50% interest in Rendezvous, and we serve as field operator of its systems.
Our 50% interest in Rendezvous is accounted for under the equity method.

Critical Accounting Policies

The application of accounting policies is an important process that has developed as our business activities have
evolved and as accounting rules have developed. Accounting rules generally do not involve a selection among alternatives, but
involve an interpretation and implementation of existing rules, and the use of judgment, to the specific set of circumstances
existing in our business. We make every effort to properly comply with all applicable rules on or before their adoption, and we
believe the proper implementation and consistent application of the accounting rules is critical. Our critical accounting policies
and estimates are discussed below. For further details on our accounting policies, and the estimates, assumptions and
judgments we use in applying these policies and a discussion of new accounting rules, see Note 2 of the Notes to Consolidated
Financial Statements.

Use of Estimates. The preparation of consolidated financial statements in conformity with generally accepted accounting
principles requires us to make estimates and assumptions that affect the amounts reported for assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statements, and the amounts reported for revenues and
expenses during the reporting period. These estimates are evaluated on an ongoing basis, utilizing historical experience,
consultation with experts and other methods considered reasonable in the particular circumstances. However, actual results
may differ significantly from the estimates used. Any effects on our business, financial position or results of operations
resulting from revisions to these estimates will be recorded in the period in which the facts that necessitate a revision become
known.

Property and Equipment. Our property and equipment is recorded at the lower of cost, including capitalized interest, or
estimated realizable value. Interest incurred during the construction period of new projects is capitalized and amortized over
the life of the associated assets.

Depreciation on these assets is provided using the straight-line method based on the estimated useful life of each facility
which ranges from three to 35 years. Useful lives are determined based on the shorter of our estimate of the life of the
equipment or our estimate of the reserves serviced by the equipment. Among other factors, the estimates consider our
experience with similar assets and technical analysis of the reserves. The cost of acquired gas purchase contracts is amortized
using the straight-line method or units of production. If the actual lives of the equipment or the reserves serviced by the
equipment were less than we originally estimated, we may be required to record a loss upon retirement of a specific asset.

Oil and Gas Properties and Equipment. We follow the successful efforts method of accounting for oil and gas exploration
and production activities. Acquisition costs, development costs and successful exploration costs are capitalized when incurred.
Exploratory dry hole costs, lease rentals and geological and geophysical costs are charged to expense as incurred. Upon
surrender of undeveloped properties, the original cost is charged against income. Producing properties and related equipment
are depleted and depreciated by the units-of-production method based on estimated proved reserves. The unit of production
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method is sensitive to the determination of proved reserves. We utilize technical analysis and outside expertise annually to
determine the reserves associated with our oil and gas properties. To the extent the reserves are modified based on this review,
the depletion determined under the units of production method will be increased or decreased on a prospective basis.

Impairment of Long-Lived Assets. If changes in the expected performance of an asset occur, or if overall economic
conditions warrant, we will review our assets to determine their economic viability. This review is completed at the plant
facility, the related group of plant facilities or the oil and gas producing property level. In order to determine whether an
impairment exists, we compare the net book value of the asset to the estimated fair market value or the undiscounted expected
future net cash flows, determined by applying future prices estimated by management over the shorter of the lives of the
facilities or the reserves supporting the facilities. If an impairment exists, write-downs of assets are based upon expected future
net cash flows discounted using an interest rate commensurate with the risk associated with the underlying asset. This analysis
is sensitive to, among other things, management’s expectation of commodity prices, operating costs, drilling plans and
production rates. :

Identification of Derivatives and Mark to Market Valuations. The determination of which contractual instruments meet
the definition of a derivative under accounting rules is subject to differing interpretations as is the valuation of those
derivatives. Management uses its judgment to analyze all contracts to determine whether or not they qualify as derivatives and
to determine their value. Specific areas in which management’s judgment is required includes identifying contracts meeting the
criteria for exclusions from derivatives treatment, market liquidity, and market valuation. This analysis is sensitive to
commodity prices, outside market factors and management’s intent upon entering into these contracts.

Significant Risks. We are subject to a number of risks inherent in the industry in which we operate, including price
volatility, counter party credit risk, the success of our drilling programs and other gas supply. Our financial condition and
results of operations will depend significantly upon the prices we receive for gas and NGLs. These prices are subject to
fluctuations in response to changes in supply and demand and a variety of additional factors that are beyond our control. In
addition, we must continually connect new wells to our gathering systems in order to maintain or increase throughput levels to
offset natural declines in dedicated volumes. The number of new wells drilled will depend upon, among other factors, prices
for gas and oil, the drilling budgets of third-party producers, the energy policy of the federal government and the availability of
foreign oil and gas, none of which are within our control.

Recently Issued Accounting Pronouncements. We continually monitor and revise our accounting policies as new rules are
issued. At this time, there are several new accounting pronouncements that have recently been issued, but not yet adopted,
which will have an impact on our accounting when these rules become effective in 2003. See further discussion in Note 2 —
Summary of Significant Accounting Policies in the Notes to Consolidated Financial Statements.

Business Strategy

Maximizing the value of our existing core assets is the focal point of our business strategy. Cur core assets are our fully
integrated upstream and midstream assets in the Powder River and Green River Basins in Wyoming and our midstream
operations in west Texas and Oklahoma. Our long-term business plan is to increase shareholder value by: (i) doubling proven
reserves and equity production of natural gas from the levels achieved in 2001over a three to five year period; (ii) meeting or
exceeding throughput projections in our midstream operations; and (iii) optimizing annual returns.

Liguidity and Capital Resources

Our sources of liquidity and capital resources historically have been net cash provided by operating activities, funds
available under our financing facilities and proceeds from offerings of debt and equity securities. In the past, these sources
have been sufficient to meet our needs and finance the growth of our business. We can give no assurance that the historical
sources of liquidity and capital resources will be available for future development and acquisition projects, and we may be
required to seek alternative financing sources. Product prices, sales of inventory, the volumes of natural gas processed by our
facilities, the volume of natural gas produced from our producing properties, the margin on third-party product purchased for
resale, as well as the timely collection of our receivables will all affect future net cash provided by operating activities.
Additionally, our future growth will be dependent upon obtaining additions to dedicated plant reserves, acquisitions, new
project development, marketing results, efficient operation of our facilities and our ability to obtain financing at favorable
terms.
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During the past several years, although some of our plants have experienced declines in dedicated reserves, overall we have
been successful in connecting additional reserves to more than offset the natural declines. During 2002, some producers in the
Rocky Mountain region have curtailed existing production or delayed their drilling programs due to lower prices resulting from
limited transportation capacity out of the region. The overall level of drilling will depend upon, among other factors, the prices
for oil and gas, the drilling budgets of third-party producers, availability of transportation capacity to market centers, the energy
and environmental policy and regulation by governmental agencies, and the availability of foreign oil and gas, none of which is
within our control. There is no assurance that we will continue to be successful in replacing the dedicated reserves processed at
our facilities. Any prolonged reduction in prices for natural gas and NGLs may depress the levels of exploration, development
and production by third parties and us. Lower levels of these activities could result in a corresponding decline in the demand
for our gathering, processing and treating services. A reduction in any of these activities could have a material adverse effect
on our financial condition and results of operations.

We believe that the amounts available to be borrowed under the Revolving Credit Facility, together with net cash provided
by operating activities, will provide us with sufficient funds to connect new reserves, maintain our existing facilities, complete
our current capital expenditure program and make any scheduled debt principal payments through 2003. We have from time to
time renegotiated the Revolving Credit Facility to extend the maturities of the facility, and we intend to re-syndicate this facility
and extend its maturity during the first quarter of 2003. This new facility will reflect the current bank market and will likely
result in a higher interest rate. Depending on the timing and the amount of our future projects, and our ability to renegotiate the
facility, we may be required to seek additional sources of capital. Our ability to secure such capital is restricted by our
financing facilities, although we may request additional borrowing capacity from our lenders, seek waivers from our lenders to
permit us to borrow funds from third parties, seek replacement financing facilities from other lenders, use stock as a currency
for acquisitions, sell existing assets or a combination of alternatives. While we believe that we would be able to secure
additional financing, if required, we can provide no assurance that we will be able to do so or as to the terms of any additional
financing. We also believe that cash provided by operating activities and amounts available under the Revolving Credit Facility
will be sufficient to meet scheduled principal repayments during 2003 of $43.3 million under the Master Shelf Agreement and
our preferred stock dividend requirements during 2003 of approximately $7.2 million.

We have effective shelf registration statements filed with the SEC for an aggregate of $200 million of debt securities and
preferred stock, along with the shares of common stock, if any, into which those securities are convertible, and $62 million of
debt securities, preferred stock or common stock. These shelf registrations allow us to access the debt and equity markets
without the requirement of further SEC review.,

Our sources and uses of funds for the year ended December 31, 2002 are summarized as follows (dollars in thousands):

Sources of funds:

Borrowings under the Revolving Credit FACility ........c.ocoovviviereeiie e $ 994,545
Proceeds from the dispositions of property and equipment..........ccococerirceniirninceenene. 34,865
Net cash provided by 0perating activities..........ccocvrererrerrenrieeereeeeetrerie e 131,136
Proceeds from exercise of common stock Options ..........cccecccvevnenicnierecnrnee e 6.489
Total sources of fuNds .......coooviviiiiiic e $§ 1,167,035
Uses of funds: .
Payments related to long-term debt (including debt issue COStS).....cocovevereirrrcnerenn $ 1,001,404
Capital expenditires ... 125,600
Preferred dividends paid.........cocoiviiiriiiinii e 8,504
Common dividends paid.........cccooriiienii e e 6,603
Redemption of $2.28 Cumulative Perpetual Preferred Stock.......ccoooenvvvcricnninicncnnn, 12,607
Contributions t0 eqUItY INMVESIEES ......ecervrrveerirererieiirineiecetininererse et s reeere s semans 15,037

Total USES OF FUNAS ...ooviiiviiceeee ettt ettt et eeett e et s e e $ 1,169,755

Capital Investment Program. Our capital expenditures totaled approximately $140.6 million during 2002 with
approximately 80% invested in the Rocky Mountain region. Overall, capital expenditures in 2002 consisted of the following:
(i) approximately $60.0 million related to gathering, processing, treating and pipeline assets, including $7.4 million for
maintaining existing facilities; (ii) approximately $70.7 million related to exploration and production and lease acquisition
activities; (iii) approximately $4.0 million for information technology; and (iv) approximately $5.9 million for capitalized
overhead and interest. Overall, capital expenditures in the Powder River Basin coal bed methane development and in the Green
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River Basin in southwest Wyoming operations represented 57% and 20%, respectively, of the total capital expenditures in
2002. '

In 2003, we anticipate capital expenditures of approximately $182.3 million. Overall, the 2003 capital budget consists of
the following: (i) approximately $58.2 million related to gathering, processing, treating and pipeline assets, including $11.4
million for maintaining existing facilities; (it) approximately $74.9 million related to exploration and production and lease
acquisition activities; (iii) $37.1 million for the acquisition of 18 gathering systems which closed in January 2003; (iv)
approximately $4.3 million for information technology and other items and (v) $7.8 million for capitalized interest and
overhead. Overall, capital expenditures in the Powder River Basin coal bed methane development and in southwest Wyoming
operations represent 37% and 45%, respectively, of the total 2003 budget. Due to drilling and regulatory uncertainties that are
beyond our control, we can make no assurance that our capital budget for 2003 will not change. We anticipate that funds for
the 2003 capital budget will be provided primarily by internally generated cash flow, from the proceeds from the sale of our
Toca facility in the fourth quarter of 2002 and from amounts available under our Revolving Credit Facility. This budget may
be further increased to provide for acquisitions if approved by our board of directors.

Contractual Commitments and Obligations

Contractual Cash Obligations. A summary of our contractual cash obligations as of December 31, 2002 is as follows
(dollars in thousands):

Payments by Period
Total Due in Due in Due in Due
Type of Obligation Obligation 2003 2004 — 2005 2006 — 2007 Thereafter

Guarantee of Fort Union Project $ 6,302 $ 478 $ 1,059 0§ 1224 § 3541
Financing

Operating Leases 61,686 12,902 18,884 16,874 13,026
Firm Transportation Lapacity and 258,615 30,652 58,394 56,088 112,581
Gathering Agreements

Firm Storage Capacity Agreements 28,633 5,240 7,577 5,365 10,451
Long-term Debt 359,934 43,334 141,600 20,000 155,000

Total Contractual Cash Obligations § 715170 § 92,606 3 227514 % 100451 3 294,599

Guarantee of Fort Union Project Financing. In 1998, we joined with other industry participants to form Fort Union to
construct a 106-mile long, 24-inch gathering pipeline and treater to gather and treat natural gas in the Powder River Basin in
northeast Wyoming. We own a 13% equity interest in Fort Union and are the construction manager and field operator.
Construction of the gathering header and treating system was project financed by Fort Union and required a cash investment by
us of approximately $900,000. In 2001, an expansion of Fort Union was completed. The expansion costs totaled
approximately $22.0 million and were also project financed by Fort Union. This debt is amortizing on an annual basis and is
scheduled to be fully paid in 2009. In 2001, we invested approximately $500,000 as an equity contribution to Fort Union in
conjunction with the project financing. All participants in Fort Union have guaranteed Fort Union’s payment of the project
financing on a proportional basis, resulting in our guarantee of $6.3 million of the debt of Fort Union at December 31, 2002.
This guarantee is not reflected on our Consolidated Balance Sheet.

Operating Leases. In the ordinary course of our business operations, we enter into operating leases for office space, office
equipment, communication equipment and transportation equipment. In addition, primarily to support our growing
development in the Powder River coal bed development, we have entered into operating leases for compression equipment.
Payments made on these leases are a component of operating expenses and are reflected on the Consolidated Statement of
Operations and, as operating leases, are not reflected on our Consolidated Balance Sheet. As of December 31, 2002, we had
leased a total of 124 compression units. These leases have terms ranging from two to ten years with return or fair market
purchase options available at various times during the lease. If we were to exercise the early buyout options on all the leased
equipment, these purchase options would require the capital expenditure of approximately $32.6 million between the years of
2007 and 2011. At December 31, 2002, we had four compressor units under an interim leasing agreement. These compressors
will be added to the existing lease arrangements when the equipment is installed and in service.

In August 2002, we entered into a seven year and nine month agreement for the lease of approximately 85,000 square feet
of office space in Denver, Colorado. The cumulative lease payments over the term of this agreement, which begins upon
occupancy, will total approximately $10.7 million. Our corporate offices were relocated to this space in March 2003. We also
entered into a ten-year agreement effective in January 2003 for the lease of approximately 26,000 square feet of office space in
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Gillette, Wyoming for our Wyoming field operations. The cumulative lease payments over the term of this agreement will total
approximately $3.0 million. Neither of these leases is included in the table presented above since neither was in effect at
December 31, 2002.

Firm Transpertation Capacity and Gathering Agreements. Access to firm transportation is also a significant element of
our business strategy. Firm transportation ensures that our equity production has access to downstream markets and allows us
to capture incremental profit when pricing differentials between physical locations occur. As of December 31, 2002, we had
contracts for approximately 674 MMcf per day of firm transportation. This amount represents our total contracted amount on
many individual pipelines. In many cases it is necessary to utilize sequential pipelines to deliver gas into a specific sales
market. In total, we have the capacity to transport 173 MMcf per day of gas from the Rocky Mountain area to the Mid-
Continent. This utilizes a total of approximately 408 MMcf per day of firm capacity on four separate pipelines. The total rate
to transport this gas to the Mid-Continent approximates $0.35 per Mcf. Our remaining firm capacity consists of 146 MMcf per
day to markets within the Rocky Mountains and 120 MMcf per day contracted in various other markets throughout the country.
In addition, we hold 83 MMcf per day of firm gathering capacity on the Fort Union gathering line.

A portion of this firm transportation capacity was contracted for use in our Marketing operations. For example, our
Marketing segment purchases gas in the Rocky Mountain region, transports this gas utilizing its 56 MMcf per day of our firm
transportation capacity to the Mid-Continent, and resells the gas to various markets. During the 2002, these types of
transactions have been profitable as the price difference, or basis, between the Rocky Mountain and Mid-Continent regions has
exceeded the cost of transportation. Historically, to the extent these transportation contracts were acquired for our Marketing
segment, they were derivative contracts as defined by SFAS No. 133 and are marked to market. On October 1, 2002, the
FERC’s policy on capacity release expired. After that date, companies are no longer able to re-market transportation capacity
at rates which exceed the maximum allowable rate permitted by the pipelines’ tariff. On some pipelines, this reduces our
ability to liquidate our position. Accordingly, the transportation contracts on these specific pipelines are no longer considered
derivatives under SFAS No. 133 and will not be marked to market. On occasion we may elect to hedge the cash flows
resulting from transactions utilizing this transportation capacity. To the extent of these hedges the transactions are classified as
cash flow hedges.

We expect that the fixed fees associated with our contracts for firm transportation capacity during 2003 will average
approximately $0.16 per Mcf per day. The associated contract periods range from one month to fourteen years. Under firm
transportation contracts, we are required to pay the fees associated with these contracts whether or not the transportation is
used.

Firm Storage Capacity Agreements. We customarily store gas in underground storage facilities to ensure an adequate
supply for long-term sales contracts and to capture seasonal price differentials. As of December 31, 2002, we had contracts in
place for approximately 20.2 Bef of storage capacity at various third-party facilities. The fees associated with these contracts
during 2003 will average $0.29 per Mcf of annual capacity. The associated contract periods have an average term of seventeen
months. At December 31, 2002, we held gas in our contracted storage facilities and in imbalances of approximately 15.1 Bef at
an average cost of $2.72 per Mcf compared to 16.9 Bcf at an average cost of $2.39 per Mcf at December 31, 2001. These
positions are for storage withdrawals within the next fifteen months. At the time that we place product into storage, we contract
for the sale of that product, physically or financially, and do not speculate on the future value of the product. We have also
entered into a precedent agreement for 2.4 Bef of annual capacity, for a term of ten years, for storage in a facility, which is not
yet completed. We anticipate the completion of the construction of this facility in 2004. When the facility is completed, we
will enter into a storage agreement.

From time to time, we lease NGL storage space at major trading locations in order to store products for resale during periods
when prices are favorable and to facilitate the distribution of products. At December 31, 2002, we held NGLs in storage at
various third-party facilities of 2,755 MGal, consisting primarily of propane and normal butane, at an average cost of $0.25 per
gallon compared to 5,665 MGal at an average cost of $0.33 per gallon at December 31, 2001.

Long-term Debt

Revolving Credit Facility. The Revolving Credit Facility is with a syndicate of banks and provides for a maximum
borrowing commitment of $250 million consisting of an $83 million 364-day Revolving Credit Facility, or Tranche A, which
matures on April 24, 2003, and a $167 million Revolving Credit Facility, or Tranche B, which matures on March 31, 2004. At
December 31, 2002, $96.6 million was outstanding under this facility. The Revolving Credit Facility bears interest at certain
spreads over the Eurodollar rate, or the greater of the Federal Funds rate or the agent bank's prime rate. We have the option to
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determine which rate will be used. We also pay a facility fee on the commitment. The interest rate spreads and facility fee are
adjusted based on our debt to capitalization ratio and range from .75% to 2.00%. At December 31, 2002, the interest rate
payable on borrowings under this facility was approximately 2.6%. We are required to maintain a total debt to capitalization
ratio of not more than 55%, and a senior debt to capitalization ratio of not more than 35%. The agreement also requires a
quarterly test of the ratio of EBITDA (excluding some non-recurring items) for the last four quarters, to interest and dividends
on preferred stock for the same period. This ratio must exceed 3.25 to 1.0. This facility also limits our ability to enter into
operating leases and sale-leaseback transactions. This facility is guaranteed and secured via a pledge of the stock of all of our
material subsidiaries.

We intend to enter into a new revolving loan arrangement in the first quarter of 2003 to replace the existing Revolving
Credit Facility. Our practice has been to replace our existing facility approximately one year prior to its final maturity date to
ensure adequate sources of capital for our operations. As proposed, this new facility will reflect the current bank market with
the interest rate spreads and facility fee adjusted based on our debt to capitalization ratio and ranging from 1.50% to 2.25%.
While we believe that we will be able to secure a new revolving loan agreement, we can provide no assurance as to the pricing,
terms and covenants of this new agreement.

Master Shelf Agreement. In December 1991, we entered into a Master Shelf Agreement with The Prudential Insurance
Company of America. Amounts outstanding under the Master Shelf Agreement at December 31, 2002 are as indicated in the
following table (dollars in thousands):

Interest Final
Issue Date Amount Rate Maturity Principal Payments Due
October 27, 1992 $ 8333 7.99%  October 27,2003 single payment at maturity
December 27, 1993 25,000 7.23%  December 27, 2003 single payment at maturity
October 27, 1994 25,000  9.24%  October 27, 2004 single payment at maturity
July 28, 1995 50,000 7.61% July 28, 2007 $10,000 on each of July 28, 2003 through 2007

$108.333

Under our agreement with Prudential, we are required to maintain a minimum tangible net worth equal to the sum of $300
million plus 50% of consolidated net earnings earned from January 1, 1999 plus 75% of the net proceeds of any equity
offerings after January 1, 1999, a total debt to capitalization ratio of not more than 55% and a senior debt to capitalization ratio
of not more than 35%. This agreemé&t also requires a quarterly test of the ratio of EBITDA (excluding some non-recurring
items) for the last four quarters, to interest for the same period. This ratio must exceed 3.25 to 1.0. The agreement also
provides for a maximum ratio of senior debt to EBITDA 0f 4.0 to 1.0. In addition, this agreement contains a calculation
limiting dividends and other restricted payments including preferred stock redemptions. Under this limitation, approximately
$78.3 million was available for restricted payments at December 31, 2002. This facility also limits our ability to enter into
operating leases and sale-leaseback transactions. The agreement provides for an annual fee of 0.50% on the amounts
outstanding on the Master Shelf Agreement if we have not received an implied investment grade rating on our senior unsecured
debt from Moody’s Investors Service or Standard & Poor’s and if the ratio of adjusted consolidated debt to EBITDA (as
defined in the shelf) for the period of four fiscal quarters most recently ended exceeds 3.00 to 1.0. Under these terms, this fee is
not currently being assessed. Borrowings under the Master Shelf Agreement are guaranteed by, and secured via, a pledge of
the stock of all of our material subsidiaries.

In October 2002, we funded a required principal repayment under the Master Shelf Agreement of $8.3 million with funds
available under the Revolving Credit Facility. During 2003, we are required to make principal payments totaling $43.3 million.
We intend to fund these with amounts available under the Revolving Credit Facility.

Cn January 17, 2003, we borrowed an additional $25.0 million under the Master Shelf Agreement. The note bears interest at
6.36% and will be due in a single payment on January 17, 2008. We have the option to prepay the amount in full, at par on
January 18, 2005. The funds we received from this borrowing were used in connection with our acquisition of 18 gathering
systems in January 2003.

Senior Subordinated Notes. In 1999, we sold $155.0 million of Senior Subordinated Notes in a private placement with a
final maturity of 2009 due in a single payment which were subsequently exchanged for registered publicly tradeable notes
under the same terms and conditions. The Subordinated Notes bear interest at 10% per annum and were priced at 99.225% to
yield 10.125%. These notes contain covenants, which include limitations on debt incurrence, restricted payments, liens and
sales of assets. Under the calculation limiting restricted payments, including common dividends and preferred stock
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redemptions, approximately $42.8 million was available at December 31, 2002. The Subordinated Notes are unsecured and are
guaranteed on a subordinated basis by all our material subsidiaries. We incurred approximately $5.0 million in offering
commissions and expenses, which were capitalized and are being amortized over the term of the notes.

Covenant Compliance. We were in compliance with all covenants in our debt agreements at December 31, 2002. Taking
into account all the covenants contained in these agreements, we had approximately $115.0 million of available borrowing
capacity at December 31, 2002. None of our current credit facilities includes covenant requirements or acceleration provisions
based upon a change in our credit ratings. However, as proposed the new revolving loan arrangement that we expect to enter
into will include a lien on our oil and gas properties that will spring into effect if the ratings on this specific loan are reduced to
BB- or below by Standard & Poor’s or to Ba3 or below by Moody’s Investors Service.

Redemption of Preferred Stock. In December 2002, we redeemed all the remaining shares of our $2.28 cumulative
preferred stock then outstanding, at a liquidation preference of $25.00 per share plus accrued and unpaid dividends, for a total
of $14.0 million. This redemption was funded with amounts available under our Revolving Credit Facility.

Environmental

The construction and operation of our gathering systems, plants and other facilities used for the gathering, processing,
treating or transporting of gas and NGLs are subject to federal, state and local environmental laws and regulations, including
those that can impose obligations to clean up hazardous substances at our facilities or at facilities to which we send wastes for
disposal. In most instances, the applicable regulatory requirements relate to water and air pollution control or waste
management. We employ an environmental manager, a safety manager, four environmental engineers, three safety specialists
and three regulatory compliance specialists to monitor environmental and safety compliance at our facilities. In addition, on an
ongoing basis, the environmental engineers perform environmental assessments of our existing facilities. We believe that we
are in substantial compliance with applicable material environmental laws and regulations. Environmental regulation can
increase the cost of planning, designing, constructing and operating our facilities. We believe that the costs for compliance with
current environmental laws and regulations have not had and will not have a material effect on our financial position or results
of operations.

Prior to consummating any major acquisition, our environmental engineers perform audits on the facilities to be acquired. In
conducting this audit on the gathering systems acquired from EPFS, in January 2003, we identified many well sites that include
underground sump tanks, pits, or tinhorns that are not properly permitted according to Wyoming Qil and Gas Conservation
Commission, or WYOGCC, regulations. We have reported these violations to WYOGCC and are providing it with our
remediation plan. It is our intention to remove all these underground facilities over the next several months. Based on our
discussions with the WOGCC, it is our belief that it will not pursue any type of fines or penalties from us related to these assets.
We believe the cost of our remediation plan will approximate $1.5 million, and EPFS has established an escrow account in that
amount to reimburse us for these and other costs. In addition, at the time of the acquisition, we obtained an insurance policy
that we believe will cover any additional environmental issues that may be identified over the next three years associated with
these assets, up to a total exposure of $5.0 million.

The Texas Council on Environmental Quality, which has authority to regulate, among other things, stationary air emissions
sources, has created a committee to make recommendations to it regarding a voluntary emissions reduction plan for the
permitting of existing "grand-fathered" air emissions sources within Texas. A "grand-fathered" air emissions source is one that
does not need a state-operating permit because it was constructed prior to 1971. We operate a number of these sources within
Texas, including portions of our Midkiff/Benedum, Gomez and Mitchell Puckett systems. In connection with a modernization
program, which was completed in March 2002, we replaced the majority of our “grand-fathered” equipment in Texas. We
believe that the potential cost of complying with these regulations for our remaining “grand-fathered” equipment will not have
material adverse effect on our results of operations or financial position.

We anticipate that the trend in environmental legislation and regulation will continue to be toward stricter standards.
Federal regulations regarding spill prevention and containment have recently been modified to establish a lower threshold of
storage capacity of petroleum and petroleum by-products at a site for which a spill prevention plan is required. We are
evaluating all our assets for compliance with this regulation and estimate that approximately 100 existing sites will need to be
modified to meet the new requirements. We currently estimate our costs for compliance to be approximately $2.0 million. The
new spill prevention plans must be in place for covered assets by April 2003. All modifications called for in those plans must
be in place by August 2003. We are unaware of any other future environmental standards that are reasonably likely to be
adopted that will have a material effect on our financial position or results of operations, but we cannot rule out that possibility.
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We are in the process of voluntarily cleaning up substances at certain facilities that we operate. Our expenditures for
environmental evaluation and remediation at existing facilities have not been significant in relation to our results of operations
and totaled approximately $1.4 million for the year ended December 31, 2002, including approximately $587,000 in air
emissions fees to the states in which we operate. Although we anticipate that such environmental expenses per facility will
increase over time, we do not believe that such increases will have a material effect on our financial position or results of

operations.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our commodity price risk management program has two primary objectives. The first goal is to preserve and enhance the
value of our equity volumes of gas and NGLs with regard to the impact of commodity price movements on cash flow, net
income and earnings per common share in relation to those anticipated by our operating budget. The second goal is to manage
price risk related to our gas, crude oil and NGL marketing activities to protect profit margins. This risk relates to fixed price
purchase and sale commitments, the value of storage inventories and exposure to physical market price volatility,

We utilize a combination of fixed price forward contracts, exchange-traded futures and options, as well as fixed index
swaps, basis swaps and options traded in the over-the-counter, or OTC, market to accomplish these goals. These instruments
allow us to preserve value and protect margins because corresponding losses or gains in the value of the financial instruments
offset gains or losses in the physical market.

We use futures, swaps and options to reduce price risk and basis risk. Basis is the difference in price between the physical
commodity being hedged and the price of the futures contract used for hedging. Basis risk is the risk that an adverse change in
the futures market will not be completely offset by an equal and opposite change in the cash price of the commodity being
hedged. Basis risk exists in natural gas primarily due to the geographic price differentials between cash market locations and
futures contract delivery locations. |

We enter into futures transactions on the New York Mercantile Exchange, or NYMEX, and through OTC swaps and options
with various counter parties, consisting primarily of financial institutions and other natural gas companies. We conduct our
standard credit review of OTC counter parties and have agreements with many of these parties that contain collateral
requirements. We generally use standardized swap agreements that allow for offset of positive and negative exposures. OTC
exposure is marked-to-market daily for the credit review process. Our OTC credit risk exposure is partially limited by our
ability to require a margin deposit from our major counter parties based upon the mark-to-market value of their net exposure.
We are subject to margin deposit requirements under these same agreements. In addition, we are subject to similar margin
deposit requirements for our NYMEX counter parties related to our net exposures. Beginning in 2003, the prices for natural
gas, crude oil and NGL products have increased significantly. For example, the NYMEX contract for March 2003 delivery of
natural gas closed at $9.13 per MMbtu as compared to $2.39 per MMbtu for the March 2002 NYMEX contract. Primarily as a
result of our equity hedge positions for natural gas and liquid products, we have posted margin totaling $29.8 million with
various counter parties at March 3, 2003.

We continually monitor and review the credit exposure to our marketing counter parties. As prices have increased,
throughout the winter of 2002 — 2003, we have become increasingly concerned with our counter party credit exposure. As a
result, we have reduced our sales of third-party natural gas volumes to reduce our credit exposure. During 2002, we incurred a
total expense of $1.6 million for uncollectible accounts. This represents 0.06% of our total consolidated revenues of $2.5
billion for the year ended December 31, 2002. Additionally, beginning in 2001, we became increasingly concerned with our
credit exposure to our customers, primarily a category of our customers generally known as “energy merchants.” Energy
merchants create liquidity in the marketplace for natural gas transactions and have historically been some of our largest
suppliers and customers. In order to minimize our credit exposures, we have utilized existing netting agreements to reduce our
net credit exposure, established new netting agreements with additional customers, terminated several long-term marketing
obligations, negotiated accelerated payment terms with several customers, and reduced the amount of credit which we make
available to various customers. Although similar netting agreements have been upheld by bankruptcy courts in the past, if any
of these customers with whom we have netting agreements were to file for bankruptcy, we can provide no assurance that our
agreements will not be challenged or as to the outcome of any challenge.

We have identified one Master Swap Agreement containing ratings triggers. Under this agreement, either party may be
required to post additional collateral in the event of a decrease in their current rating by Standard & Poor’s or Moody’s
Investors Service. Based on our outstanding positions under this agreement and our counter party’s credit rating at March 3,
2003, we were holding approximately $8.7 million of collateral.

The use of financial instruments may expose us to the risk of financial loss in some circumstances, including instances when
(i) our equity volumes are less than expected, (ii) our customers fail to purchase or deliver the contracted quantities of natural
gas or NGLs, or (iii) our OTC counter parties fail to perform. To the extent that we engage in hedging activities, we may be
prevented from realizing the benefits of favorable price changes in the physical market. However, we are similarly insulated
against decreases in these prices.
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Risk Policy and Contrel. We control the extent of risk management and marketing activities through policies and
procedures that involve the senior level of management. On a daily basis, our marketing activities are audited and monitored
by our independent risk oversight department, or IRO. This department reports to the Chief Financial Officer, thereby
providing a separation of duties from the marketing department. Additionally, the IRO reports monthly to the Risk
Management Committee, or RMC. This committee is comprised of corporate managers and officers and is responsible for
developing the policies and guidelines that control the management and measurement of risk. The RMC is also responsible for
setting risk limits, including value-at-risk and dollar stop loss limits. Our board of directors approves the risk limit parameters
and risk management policy.

Hedge Positions. As of March 12, 2003, we have hedged approximately 53% of our projected equity natural gas volumes
and approximately 78% of our estimated equity production of crude oil, condensate, and NGLs. These contracts are designated
and accounted for as cash flow hedges. As such, gains and losses related to the effective portions of the changes in the fair
value of the derivatives are recorded in Accumulated other comprehensive income, a component of Stockholders’ equity. Any
gains or losses on these cash flow hedges are recognized in the Consolidated Statement of Operations through Product
purchases when the hedged transactions occur. Gains or losses from the ineffective portions of changes in the fair value of cash
flow hedges are recognized currently in earnings through Non-cash change in the fair value of derivatives. This ineffectiveness
is primarily due to the use of crude oil swaps in hedging the variability in the sales price of butanes. During 2002, we
recognized a total of $154,000 of loss from the ineffective portions of our hedges. Overall, our hedges are expected to continue
to be “highly effective” under SFAS 133 in the future. In the fourth quarter of 2002, in order to properly align our hedged
volumes of natural gas to our forecasted equity production for 2003, we discontinued hedge treatment on financial instruments
for 6 MMcf per day. As a result, a pre-tax gain of $790,000 was reclassified into earnings in the fourth quarter of 2002 from
other comprehensive income.

To qualify as cash flow hedges, the hedge instruments must be designated as cash flow hedges and changes in their fair
value must correlate with changes in the price of the forecasted transaction being hedged so that our exposure to the risk of
commodity price changes is reduced. To meet this requirement, we hedge both the price of the commodity and the basis
between that derivative’s contract delivery location and the cash market location used for the actual sale of the product. This
structure attains a high level of effectiveness, insuring that a change in the price of the forecasted transaction will result in an
equal and opposite change in the cash price of the hedged commodity. We utilize crude oil as a surrogate hedge for butanes.
This typically results in an effective hedge as crude oil and butane prices historically have moved in tandem.
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Ouzistanding Equity Hedge Positions and the Associnted Basis for 2003. The following table details our hedge positions
as of March 3, 2003. In order to determine the hedged price to the particular operating region, deduct the basis differential from
the NYMEX price. The prices for NGLs do not include the cost of the hedges of approximately $930,000.

Product Quantity and NYMEX or Settlement Price . .
Hedge of Basis Differential
Natural gas 52,000 MMbtu per day with an average price of Mid-Continent — 23,000 MMbtu per day with an
$3.95 per MMbtu. average basis price of ($0.16) per MMbtu.
20,000 MMbtu per day with a minimum price of | Permian — 5,000 MMbtu per day with an average
$3.50 per MMbtu and an average maximum price | basis price of (80.1325) per MMbtu.
of $4.43/MMbtu.
Rocky Mountain — 44,000 MMbtu per day with
an average basis price of (30.80) per MMbtu.
Crude Oil 55,000 Barrels of crude oil per month with an
average price of $26.02 per barrel. Not Applicable
Butanes 50,000 Barrels of crude oil per month. Floor at
$24.00 per barrel. (Crude oil is used as a Not Applicable
surrogate for butanes).
Propane 100,000 Barrels per month. Average minimum
and maximum price of $0.37 per galion and $0.50
per gallon, respectively. Not Applicable
Ethane 125,000 Barrels per month. Average minimum
and maximum price of $0.25 per gallon and $0.37 Not Applicable
per gallon, respectively.
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Account balances related to equity and transportation hedging transactions at December 31, 2002 were $11.8 million in
Current Assets from price risk management activities, $20.1 million in Current Liabilities from price risk management
activities, ($3.1) million in Deferred income taxes payable, net, and a $5.4 million after-tax unrealized loss in Accumulated
other comprehensive income, a component of Shareholders’ Equity. Based on the commodity prices as of December 31, 2002,
the after-tax loss of $5.4 million will be re-classified from Accumulated other comprehensive income to Product Purchases
during the next twelve months.

Natural Gas Derivative Market Risk. As of December 31, 2002, we held a notional quantity of approximately 303 Bcf of
natural gas futures, swaps and options extending from January 2003 to October 2006 with a weighted average duration of
approximately six months. This was comprised of approximately 116 Bcf of long positions and 187 Bef of short positions in
these instruments. As of December 31, 2001, we held a notional quantity of approximately 439 Bcf of natural gas futures,
swaps and options extending from January 2002 to October 2006 with a weighted average duration of approximately six
months. This was comprised of approximately 199 Bcf of long positions and 240 Bcef of short positions in these instruments.

Crude Oil and NGL Derivative Market Risk. As of December 31, 2002, we held a notional quantity of approximately
275,940 MGal of crude oil and NGL futures, swaps and options extending from January 2003 to December 2003 with a
weighted average duration of approximately six months. This was comprised of approximately 138,600 MGal of long positions
and 137,340 MGal of short positions in these instruments. As of December 31, 2001, we held a notional quantity of
approximately 131,124 MGal of crude oil and NGL futures, swaps and options extending from January 2002 to December 2002
with a weighted average duration of approximately six months. This was comprised of approximately 61,824 MGal of long
positions and 69,300 Mgal of short positions in these instruments.




As of December 31, 2002, we did not hold any NGL futures, swaps or options for settlement beyond 2003. As of
December 31, 2002, the estimated fair value of the aforementioned crude oil and NGL options and swaps held by us was
approximately ($2.8) million.

Value at Risk. We measure market risk in our natural gas and liquid marketing portfolios using value-at-risk, or VaR. We
define VaR as a measure of the maximum expected loss over a given horizon under normal market conditions. VaR does not
explicitly indicate potential realized losses. VaR does, however, implicitly indicate a firm’s potential realized loss if market
conditions were to remain constant or if the portfolio is liquidated within the specified time period. Our calculations are
derived from Financial Engineering Association’s VaR Works using the variance/co-variance method. We assume a one-day
holding period with a 95% confidence level. There is a 95% (19 out of 20 business days) chance that the portfolio loss will be
less than a specified amount if the entire portfolio were liquidated the next day. We began using this model for VaR in the third
quarter of 2002. As of December 31, 2002, our VaR position for natural gas and liquid marketing portfolios was $412,000.
This figure includes the risk related to our entire marketing portfolio of natural gas and liquid financial instruments and the
related underlying physical transactions. We also measure market risk by sensitivity valuations. As of December 31, 2002, an
increase in natural gas prices of $1.00 would lead to an increase in the fair value of our marketing portfolio of $1.6 million and
an increase in crude oil prices of $5.00 would lead to an increase in the fair value of our marketing portfolio of $611,000. To
the extent that a transaction is not fully hedged or there is any hedge ineffectiveness, additional gains or losses associated with
the transaction may be reported in future periods.

Summary of Derivative Positions. A summary of the change in our derivative position from December 31, 2001 to
December 31, 2002 is as follows (dollars in thousands):

Fair value of contracts outstanding at December 31, 2001 $49.411
Decrease in value due to change in price (6,800)
Increase in value due to new contracts entered into during the period 26,052
Gains realized during the period from existing and new contracts (68,600)
Changes in fair value attributable to changes in valuation techniques -
Fair value of contracts outstanding at December 31, 2002 $ 63

A summary of our cutstanding derivative positions at December 31, 2002 is as follows (dollars in thousands):

Fair Value of Contracts at December 31, 2002

Source of Fair Value Total Fair Value Maturing  Maturing In  Maturing In Maturing

In 2003 2004-2005 2006-2007 Thereafter
Exchange published prices ($ 24,885) ($25,138) $253 - -
Other actively quoted prices (1) 27,127 27,380 (196) ($57) -
Other valuation methods (2) (2,179) (2,180) 1 - -
Total fair value $63 $62 $58 (357 -

(1) Other actively quoted prices are derived from broker quotations, trade publications, and industry indices.
(2) Other valuation methods are the Black-Scholes option-pricing model utilizing prices and volatility obtained from
broker quotations, trade publications, and industry indices.

Foreign Currency Derivative Market Risk. As anormal part of our business, we enter into physical gas transactions which
are payable in Canadian dollars. We enter into forward purchases and sales of Canadian dollars from time to time to fix the
cost of our future Canadian dollar denominated natural gas purchase, sale, storage, and transportation obligations. This is done
to protect marketing margins from adverse changes in the U.S. and Canadian dollar exchange rate between the time the
commitment for the payment obligation is made and the actual payment date of such obligation. As of December 31, 2002, the
net notional value of such contracts was approximately $14.4 million in Canadian dollars, which approximates fair market
value.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Index to Consolidated Financial Statements

Western Gas Resources, Inc.'s Consolidated Financial Statements as of December 31, 2002 and 2001 and for each of the three

years in the period ended December 31, 2002:
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REPORT OF MANAGEMENT

The financial statements and other financial information included in this Annual Report on Form 10-K are the responsibility
of Management. The financial statements have been prepared in conformity with generally accepted accounting principles
appropriate in the circumstances and include amounts that are based on Management's informed judgments and estimates.

Management relies on the Company's system of internal accounting controls to provide reasonable assurance that assets are
safeguarded and that transactions are properly recorded and executed in accordance with Management's authorization. The
concept of reasonable assurance is based on the recognition that there are inherent limitations in all systems of internal
accounting control and that the cost of such systems should not exceed the benefits to be derived. The internal accounting
controls, including internal audit, in place during the periods presented are considered adequate to provide such assurance.

PricewaterhouseCoopers LLP, independent accountants, audits the Company’s financial statements. Their report states that
they have conducted their audit in accordance with generally accepted auditing standards. These standards include an
evaluation of the system of internal accounting controls for the purpose of establishing the scope of audit testing necessary to
allow them to render an independent professional opinion on the fairness of the Company's financial statements.

Oversight of Management’s financial reporting and internal accounting control responsibilities is exercised by the board of
directors, through an Audit Committee that consists solely of outside directors. The Audit Committee meets periodically
with financial management, internal auditors and the independent accountants to review how each is carrying out its
responsibilities and to discuss matters concerning auditing, internal accounting control and financial reporting. The
independent accountants and the Company’s internal audit department have free access to meet with the Audit Committee
without Management present.

/S/ Peter A. Dea
Peter A. Dea
Chief Executive Officer and President

/S/ William J. Krysiak

William J. Krysiak

Executive Vice President - Chief Financial Officer (Principal Financial
and Accounting Officer)
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and
Stockholders of Western Gas Resources, Inc.

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects,
the financial position of Western Gas Resources, Inc. and its subsidiaries at December 31, 2002 and 2001, and the results of
their cash flows and their operations 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. These financial statements are the responsibility of
the Company's management; our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits of these statements in accordance with auditing standards generally accepted in the United States of
America, which 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, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

As discussed in Note 4 to the financial statements, the Company changed its method of accounting for derivative instruments
and hedging activities effective January 1, 2001.

PricewaterhouseCoopers LLP

Denver, Colorado
February 19, 2003
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WESTERN GAS RESOURCES, INC.
CONSOLIDATED BALANCE SHEET
(000s, except share data)

ASSETS
Current assets:
Cash and cash eqUIVALENES ...ttt et eas et eer e neern
Trade accounts receivable, net...
INIVEIEOTY e ettt ettt b et e b sae e e b et e e s s e see s ssaeuaesa e es e ranesatesseansteatneebaeasssinbeanreenne
ASSEtS held TOr SAlE ..ottt
Assets from price risk management activities

Other
TOAL CUITENE @SSELS .....veeviiveeiteeieeeteeeteeeereetee ettt e et ee e e e bt eeteseeesaeensessaseatssnsenreeatesennneanesns

Property and equipment:
Gas gathering, processing, storage and transportation...........ccvvverieiivesisreesieereseseeesrecsrsssneens
Qil and gas properties and equipment (successful efforts method)
CONSITUCHION 1N PIOZTESS ....ovcverereresiereeieninereeetrreeestereresr st st se s ses st besessses b ebesenrasessressetnrensssesseeasas

Less: Accumulated depreciation, depletion and amortization...........ccevvevveveiveriveresrnioreernernenans
Total property and eqUIPIMENt, NEL ... ...ovcivviiieieririiiens e et cee s beees

Other assets:
Gas purchase contracts (net of accumulated amortization of $37,232 and
$35,329, respectively).....occooomveriniernninnnn
Assets from price risk management activities
Other

TOLAL ASSEES ..veivuviciieieee ettt ettt et et et e et e e e et e be et et e e b b ettt e bttt eeae e et s et e s s enen e neeetaeates

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable........cccooeoiriiniiiincin e .
AcCCTUEd EXPENSES ..ot
Liabilities from price risk management activities
Dividends PAyable ........cooiveriiiiiiirr ettt et sttt sttt b bere s ereat s
Total current lHabilities.........ccoce et e

Long-term debt ...ttt bt er e
Other long-term liabilities.......occocvrecervrircreneeieican,

Liabilities from price risk management activities
Deferred income taxes payable

TOtA] LHADITILIES ..oveveveeieresrecte et iestee et e e ree st re ettt et sse s st s ot st et et ssteatssbeenssaenneeenensrnneeeesnean

Commitments and contingent liabilities (INOtE 8) ....c.cccveirriirieiiieerces ettt
Stockholders’ equity:
Preferred Stock; 10,000,000 shares authorized:
$2.28 cumulative preferred stock, par value $.10; - and 591,136 shares
issued, respectively
$2.625 cumulative convertible preferred stock, par value $.10; 2,760,000
issued ($138,000,000 aggregate liquidation preference)........c..coevevvvreeeeerececneeenenee
Common stock, par value $.10; 100,000,000 shares authorized; 33,077,61 1and
32,689,009 shares issued, reSPECIVElY .....cocoveiiviiiiiicirti e v e
Treasury stock, at cost; 25,016 common shares at 12/31/02; 25,016 common shares
and 44,290 $2.28 cumulative preferred shares at 12/31/01, in treasury ........cccccoovvrveirenenne,
Additional paid-in capital ............ccoovvieniirii e
Retained earnings ................ .
Accumulated other comprehensive incom

Total liabilities and stockholders’ eqUILY..........occeriercinienccience et

December 31,

2002 2001
$ 7,312 $ 10,032
253,587 220,537
43,482 50,773
3,250 -
34,873 66,271
27.744 18.350
370,248 365,963
942,147 912,003
252,747 193,656
104,033 106.385
1,298,927 1,212,044
(432,281) (363.737)
866.646 848.307
30,924 32,826

406 2,934

33,920 17.912
65.250 53.672

$ 1,302,144 $ 1267942
$ 242,987 $ 260,208
51,509 23,123
34,811 18,075
3,464 3.767
332,771 305,173
359,933 366,667
1,713 2,284

406 1,720
124,253 118,746
819.076 794.590

- 59

276 276

3,329 3,293
(788) (1,907
381,066 387,505
102,292 66,128
(2,812) 18,882
(295) (884)
483.068 473,352

$ 1,302,144 $ 1,267.942

The accompanying notes are an integral part of the consolidated financial statements.
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WESTERN GAS RESOURCES, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS
{000s)

Reconciliation of net income to net cash provided by operating activities:

NELINCOME .ovieeiiirieiircerre et eeb ettt aa e e e e

Add income items that do not affect operating cash flows:
Depreciation, depletion and amortization ............cccc.ccccovivenene
Deferred iNCOME tAXES ..eevuviverieeeeintreieeiese e eeeesier e
Distributions less than equity income, net .............cccceveveer.e.
(Gain) loss on the sale of property and equipment..................
Non-cash change in fair value of derivatives..........ccccccvrnene.
Compensation expense from re-priced stock options .............
Other non-cash items, Net .........cccervevriee e

Adjustments to working capital to arrive at net cash provided by

operating activities: ‘
(Increase) decrease in trade accounts receivable....................
(Increase) decrease in product iInventory ........c.cccceevveecveeennn.
Decrease in parts inVENtOTY ........cocoeriereironenneaiaeeiecr e
Decrease (increase) in other current assets ......c...coceocveeeeennn.
Decrease {increase) in other assets and liabilities, net ............
Increase (decrease) in accounts payable ........ccocovvvververecnnnns
(Decrease) increase in accrued eXPenses ......occvevvvvveeererrenrenns
Total adjustments..........ccveevervrveeiere oot

Net cash provided by operating activities.........cccovervenrrennencnne.

Cash flows from investing activities:
Purchases of property and equipment, including acquisitions
Proceeds from the disposition of property and equipment......
Contributions to equity INVEStEES .c..cvvvvirirererereraeerrereercrsnens
Distributions from equity InVEStEes ........ocovvcverenreirerie v

Net cash used in investing aCHVILES .....c.cvvrerreireevrrrereereencennenenns

Cash flows from financing activities:

Payments for the re-purchase of preferred stock.....................
Payments for the redemption of preferred stock.........c...........
Payments on long-term debt .......cc.oocevmiiniiiierecne,
Borrowings under revolving credit facility ..........ccocvvenniice.
Payments on revolving credit facility ..........cccovoeeienniiecennnnen.
Debt issue COStS PAId..cocvvvivioviieieeiiiere et
Dividends paid .......ccecvvinenriniii e

Net cash used in financing activities .........ccoovevveeinieennnennieas
Net decrease in cash and cash equivalents ..........cc.oovccvvicinnnnes
Cash and cash equivalents at beginning of year..............ccccoee..e.

Cash and cash equivalents at end of year ........c.ccccovenirinncnes

45

Year Ended December 31,
2002 2001 2000
$ 50,589 $ 95,637 $ 56,108
77,005 64,162 57,919
19,614 42,815 32,712
(2,906) (29) (1,137)
948 (10,748) (9,406)
13,788 (19,906) -
224 170 1,879
1,809 1,405 1,804
(35,216) 313,215 (350,644)
7,164 (5,951) (9,594)
- 440 1,612
(13,329) (4,314) 3,570
348 (1,188) 424
(16,394) (321,355) 348,892
27.492 (1.086) (17.877)
(29,935) (20.239) (23.617)
131,136 153,267 116,262
(125,600) (163,977) (108,536)
34,865 38,094 26,484
(15,037) (5,774) -
- - i3
(105,772) (131.657) (82.039)
6,489 5,191 2,680
- (129) (990)
(12,607) (20,591) -
(8,333) (33,333) (27,000}
094,545 569,630 1,399,736
(992,945) (528,330) (1,392,286)
(126) 97 (621)
(15.107) (16.846) (16.877)
(28.084) (24,505 (35.358)
(2,720) (2,895) (1,135)
10,032 12,927 14.062
$ 7,312 $ 10032 § 12,927

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



WESTERN GAS RESOURCES, INC.
CONSOLIDATED STATEMENT OF OPERATIONS

(000s, except share and per share amounts)
Year Ended December 31,
2002 2001 2000
Revenues:
SALE OF GAS..veviiiiteciieer ettt sttt e a et ettt ereene o $ 2,123,468 $2,849,097 §2,628,052
Sale of natural gas HQuidS..........coovvveeniiiie e 309,697 424,082 590,932
Gathering, processing and transportation reVenue ............ccooveevreereerrecennrennns 65,601 55,398 53,156
Non-cash change in fair value of derivatives.........coccoveeiieiiecinv e (13,788) 19,906 -
L0 11T OO OO U O SO O U TOTTOTO 4.720 4.679 7.951
TOtAl TEVENMUES ....coveiveiieriereriee ettt 2.489.698 3.353.162 3,280.091
Costs and expenses:
Product PUIChAsEs ........coviieieiirictce e sie ettt e b b et eeeeaen e 2,157,179 2,986,950 2,985,501
Plant and transportation OPErating eXPEnse ........c.ccvrerrrrererrereeresserereresseesesseons 81,530 75,533 69,892
Oil and gas exploration and production COStS .........ccovveviirrirceircirrie i, 34,007 27,527 19,521
Depreciation, depletion and amortization ........c.ccoccvveverivniinnirereseiensieenn,s 77,005 64,162 57,919
Selling and administrative eXPense..........ceveveeeerereenierieriseere e e ane 35,328 34,272 33,717
(Gain) 1085 0N 88le OF ASSELS.......iviiiiiiiiiiier e ere et 948 (10,748) (9,406)
Earnings from equity iNVESIMENLS ..........cocoevevvvereroreeierieierieerieesrecssnieseessrenns (4,453) (1,790) (1,897)
TNEEIESt EXPEIISE ..overuiiiiirrceririesit ettt e cee e st nee e st e et eone e aneebeene 26,951 25,130 33.460
Total COSts aNd EXPENSES.....vevvivriierirrerrercrnieenie et ete e stere e etrsre e resens 2,408,995 3.201,036 3.188.707
Income DEfOre INCOME LAXES ...oiiivi it icieiiri ettt ceee e e cteeeiteeas et e ere e sressrseansaenas 80,703 152,126 91,384
Provision for income taxes:
CUITENIE ....oovvivirriiieiti et eeteee et re sttt b e be st s e ene s e b e s eba s esasse st eteseateese e entenesesanas 10,500 13,674 850
DEfBITEA ...oivirie ettt et et et be e are s 19,614 42.815 32,712
Total provision for INCOME LAXES .....evvruireeiirreririeriere e ettt eeceneae 30.114 56.489 33,562
Income before extraordinary Hem .........ocoveecereneiinieieticrie e 50,589 95,637 57,822
Extraordinary charge for early extinguishment of debt,
net of tax benefit 0f $997,000 .......c.ooovvirriciiiee e - - 1.719)
INELIICOMIE «.ceoeiiiirerisieee ettt e et e te et s e st e et re b et e sa bt e s ee e ersressenssrassans $ 5058 § 95637 § 56,108
Preferred stock reqUIrements..........c.oovoiieeeviceninc et (9,198) (11,167) (10.416)
Net income attributable 10 common stock.......ovriviiienii $§. 41391 $._ 84470 § 45,692
Net income per share of common stock before extraordinary item...................... b 126 $ 259 § 1.47
Extraordinary item per share of common stock, net 0f tax.......cccocorevrvcverirrivinnnnn, 3 - § - 3 (05) |
Net income per share of common StOCK .......eeveviiriniiiiniinrercnceiee e, A 126 $ 259 § 1.42
Weighted average shares of common stock outstanding ..........cccecevvveceerireernnnn, 32,952,543 32,579,813 32,240,755
Net income per share of common stock - assuming dilution..........c.cececrerecercnnen, $ 123 § 248 $ 1.39 |
|
Weighted average shares of common stock outstanding - assuming dilution ...... 33,607,560 37,022,369 _32,834.641

The accompanying notes are an integral part of the consolidated financial statements.
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WESTERN GAS RESOURCES, INC. _
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION

Western Gas Resources, Inc. (the "Company") explores for, develops and produces, gathers, processes and treats, transports and
markets natural gas and natural gas liquids (‘‘NGLs”). In its upstream operations, the Company explores for, develops and produces
natural gas reserves primarily in the Rocky Mountain region. In its midstream operations the Company designs, constructs, owns and
operates natural gas gathering, processing and treating facilities and owns and operates regulated transportation facilities and offers
marketing services in order to provide its customers with a broad range of services from the wellhead to the sales delivery point. The
Company’s midstream operations are conducted in major gas-producing basins in the Rocky Mountain, Mid-Continent and
Southwestern regions of the United States.

The Company has completed three public offerings of Common Stock. In December 1989, the Company issued 3,527,500 shares of
Common Stock at a public offering price of $11.50. In November 1991, the Company issued 4,115,000 shares of Common Stock at a
public offering price of $18.375 per share. In November 1996, the Company issued 6,325,000 shares of Common Stock at a public
offering price of $16.25 per share.

The Company has also completed two public offerings of preferred stock. In November 1992, the Company issued 1,400,000 shares
of $2.28 Cumulative Preferred Stock with a liquidation preference of $25 per share, at a public offering price of $25 per share,
redeemable at the Company's option on or after November 15, 1997. In 2000, the Company re-purchased 39,190 of the $2.28
Cumulative Preferred Stock for a total consideration of approximately $1.0 million. In 2001, the Company purchased in open market
transactions an additional 5,100 shares of this preferred stock for a total cost, including broker commissions, of approximately
$129,000, or an average of $25.29 per share of preferred stock. In December 2001, the Company redeemed 808,864 shares of this
preferred stock at the liquidation preference for total proceeds of $20.6 million including accrued and unpaid dividends. In December
2002, the Company redeemed the remaining 546,846 shares of this preferred stock at the liquidation preference for total proceeds of
$14.0 million including accrued and unpaid dividends. This redemption was funded with amounts available under the Revolving
Credit Facility.

In February 1994, the Company issued 2,760,000 shares of $2.625 Cumulative Convertible Preferred Stock with a liquidation
preference of $50 per share, at a public offering price of $50 per share, redeemable at the Company's option on or after February 16,
1997 and convertible at the option of the holder into Common Stock at a per share conversion price of $39.75.

In 2001, the Company adopted a Stockholder Rights Plan under which rights were distributed as a dividend at the rate of one right for
each share of its common stock held by stockholders of record as of the close of business on April 9, 2001. Each right initially will
entitle stockholders to buy one unit consisting of 1/100™ of a share of a new series of preferred stock for $180 per unit. The right
generally will be exercisable only if a person or group acquires beneficial ownership of 15% or more of the Company’s then
outstanding common stock or commences a tender or exchange offer upon consummation of which a person or group would
beneficially own 15% or more of its then outstanding common stock. The rights will expire on March 22, 2011.

Significant Projects and Asset Divestitures

Toca Processing Facility. In June 2002, the Company entered into an agreement for the sale of its Toca processing facility in
Louisiana. This sale closed in September 2002. The sale price was $32.2 million, subject to accounting adjustments, and resulted in a
pre-tax loss of approximately $448,000. During the year ended December 31, 2002, this facility generated net after-tax earnings of
approximately $683,000, or $.02 per share of common stock, respectively. The Company believes the results from this facility are
immaterial for separate presentation as a discontinued operation. Approximately $15.0 million of the proceeds received from this
asset sale were initially used to reduce amounts outstanding on the Company’s Revolving Credit Facility. At December 31, 2002, the
remaining amount of $17.2 million was on deposit with a trustee in anticipation of the completion of a like-kind exchange transaction
and was reflected on the Consolidated Balance Sheet under the caption Other current assets. These funds, along with additional
amounts drawn on our Revolving Credit Facility, were used in a January 2003 acquisition of several gathering systems.

Powder River Basin Coal Bed Methane. The Company continues to develop its Powder River Basin coal bed methane reserves and

expand the associated gathering system in northeast Wyoming. During the years ended December 31, 2002, 2001 and 2000, the
Company expended approximately $71.0 million, $82.1 million and $59.1 million, respectively, on this project.
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In December 1998, the Company joined with other industry participants to form the Fort Union Gas Gathering, L.L.C. (*Fort Union”},
to construct a gathering pipeline and treater in the Powder River Basin in northeast Wyoming. The Company owns an approximate
13% interest in Fort Union and is the construction manager and field operator.

Green River Basin. The Company's assets in southwest Wyoming are comprised of the Granger and Lincoln Road facilities
(collectively the "Granger Complex"), its 50% equity interest in Rendezvous Gas Services, L.L.C. (“Rendezvous”), the Red Desert
facility and production from the Jonah Field and Pinedale Anticline areas. During the years ended December 31, 2002, 2001 and
2000, the Company expended approximately $36.2 million, $27.2 million and $8.0 million, respectively, in this area.

In 2001, the Company sold a 50% interest in a segment of the gathering system behind its Granger facility, along with associated field
compression to an unrelated third party for $5.2 million. Together, the Company and the third party contributed their respective
interests in this system along with additional field compression and gathering dedications for gas produced along the Pinedale
Anticline to a newly formed limited liability corporation named Rendezvous Gas Services, L.L.C. Each company owns a 50% interest
in Rendezvous, and the Company serves as field operator of its systems. Rendezvous was formed to gather gas along the Pinedale
Anticline for blending or processing at either the Company’s Granger Complex or at Questar’s Blacks Fork processing facility.

Pinnacle Gas Treating, Inc. In December 2000, the Company signed an agreement with Anadarko Petroleum Corporation for the
sale of the stock of the Company’s wholly owned subsidiary Pinnacle Gas Treating, Inc. for approximately $38.0 million. The sale
closed in January 2001 and resulted in an approximate pre-tax gain for financial reporting purposes of $12.1 million in the first quarter
of 2001.

Arkoma. In August 2000, the Company sold its Arkoma Gathering System in Oklahoma for gross proceeds of $10.5 million. This
sale resulted in an approximate pre-tax gain of $3.9 million.

Western Gas Resources — California, Ine. In January 2000, the Company sold all of the outstanding stock of its wholly owned
subsidiary Western Gas Resources — California, Inc. (“WGR-California”) for $14.9 million. The only asset of this subsidiary was a
162 mile pipeline in the Sacramento Basin of California. WGR-California acquired the pipeline through the exercise of a purchase
option in a transaction that closed immediately prior to the sale by the Company of WGR-California. The Company recognized a pre-
tax gain on the sale of WGR-Califomia of approximately $5.4 million in the first quarter of 2000.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies followed by the Company and its wholly owned subsidiaries are presented here to assist the reader
in evaluating the financial information contained herein. The Company's accounting policies are in accordance with generally
accepted accounting principles.

Principles of Consolidation. The consolidated financial statements include the accounts of the Company and the Company's wholly
owned subsidiaries. All material inter-company transactions have been eliminated in consolidation. The Company's interest in certain
non-controlled investments is accounted for by the equity method.

Inventories. The cost of gas and NGL inventories are determined by the weighted average cost method on a location-by-location
basis. Residue and NGL inventory covered by derivative contracts is accounted for on a specific identification basis. Product
inventory includes $42.1 million and $48.3 million of gas and $1.4 million and $2.5 million of NGLs at December 31, 2002 and 2001,
respectively.

Property and Equipment. Property and equipment is recorded at the lower of cost, including capitalized interest, or estimated
realizable value. Interest incurred during the construction period of new projects is capitalized and amortized over the life of the
associated assets. Repair and maintenance of property and equipment is expensed as incurred.

Depreciation is provided using the straight-line method based on the estimated useful life of each facility, which ranges from three to
35 years. Useful lives are determined based on the shorter of the life of the equipment or the reserves serviced by the equipment. The
cost of acquired gas purchase contracts is amortized using the straight-line method or units of production.

Oif and Gas Properties and Equipment. The Company follows the successful efforts method of accounting for oil and gas

exploration and production activities. Acquisition costs, development costs and successful exploration costs are capitalized.
Exploratory dry hole costs, lease rentals and geological and geophysical costs are charged to expense as incurred. Upon surrender of

50



undeveloped properties, the original cost is charged against income. Producing properties and related equipment are depleted and
depreciated by the units-of-production method based on estimated proved reserves.

Income Taxes. Deferred income taxes reflect the impact of temporary differences between amounts of assets and liabilities for
financial reporting purposes and such amounts as measured by tax laws. These temporary differences are determined and accounted
for in accordance with SFAS No. 109, "Accounting for Income Taxes.”

Foreign Currency Adjustments. The Company has a subsidiary in Canada. The assets and liabilities associated with this subsidiary
are translated into U.S. dollars at the exchange rate as of the balance sheet date and revenues and expenses at the weighted-average of
exchange rates in effect during each reporting period. The translation gains (losses) for the years ended December 31, 2002, 2001 and
2000 were $283,000, $(440,000) and $857,000, respectively, net of tax.

Revenue Recognition. In the Gathering, Processing and Treating segment, the Company recognizes revenue for its services at the
time the service is performed. The Company records revenue from its gas and NGL marketing activities, including sales of the
Company’s equity production, upon transfer of title to the product. These revenues are recorded on a gross sales versus sales net of
purchases basis as the Company obtains title to all the gas and NGLs that it buys including third-party purchases, and bears the risk of
loss and credit exposure on these transactions. For its marketing activities the Company utilizes mark-to-market accounting. Under
mark-to-market accounting, the expected margin to be realized over the term of the transaction is recorded in the month of origination.
To the extent that a transaction is not fully hedged or there is any hedge ineffectiveness, additional gains or losses associated with the
transaction may be reported in future periods. In the Transportation segment, the Company realizes revenue on a monthly basis from
firm capacity contracts under which the shipper pays for transport capacity whether or not the capacity is used and from interruptible
contracts where a fee is charged based upon volumes received into the pipeline. See additional discussion in Note 9 — Business
Segments and Related Information.

Accounting for Derivative Instruments and Hedging Activities. Prior to January 1, 2001 and the implementation of SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 133”), gains and losses on hedges of product inventory
were included in the carrying amount of the inventory and were ultimately recognized in gas and NGL sales when the related
inventory was sold. Gains and losses related to qualifying hedges, as defined by SFAS No. 80, "Accounting for Futures Contracts," of
firm commitments or anticipated transactions (including hedges of equity production) were recognized in gas and NGL sales when the
hedged physical transaction occurred. For purposes of the Consolidated Statement of Cash Flows, all hedging gains and losses were
classified in net cash provided by operating activities. To the extent the Company engaged in speculative transactions, they were
marked to market at the end of each accounting period and any gain or loss was recognized in income for that period. Such amounts
were negligible in 2000.

In June 1998, the Financial Accounting Standards Board, (the “FASB™), issued SFAS No. 133 effective for fiscal years beginning
after June 15, 2000. Under SFAS No. 133, which was subsequently amended by SFAS No.138, the Company is required to recognize
the change in the market value of all derivatives, including storage contracts and firm transportation to the extent utilized, as either
assets or liabilities in the statement of financial position and measure those instruments at fair value. Changes in the fair value of
derivatives are recorded each period in current earnings or other comprehensive income depending upon the nature of the underlying
transaction. Upon adoption of SFAS No. 133 and mark-to-market accounting on January 1, 2001, the impact was a decrease in a
component of stockholders’ equity through Accumulated other comprehensive income of $22.5 million, an increase to Current assets
of $52.6 million, an increase to Current liabilities of $86.9 million, an increase in Other long-term liabilities of $1.1 million and a
decrease in Deferred income taxes payable of $12.9 million.

Of the $22.5 million decrease to Accumulated other comprehensive income resulting from the January 1, 2001 adoption of SFAS No.
133, $22.0 million was reversed during the year ended December 31, 2001 with gains and losses from the underlying transactions
recognized through operating income. The remaining $500,000 of this transition entry was recognized through operating income
during 2002. The non-cash impact to the Company’s results of operations in the year ended December 31, 2001 resulting from the
adoption of mark-to-market accounting for its marketing activities resulted in additional pre-tax income of $19.9 million.

Comprehensive Income. Accumulated other comprehensive income (loss) is reported as a separate component of stockholders'
equity. Accumulated other comprehensive income (loss) includes cumulative translation adjustments for foreign currency transactions
and the change in fair market value of cash flow hedges. The Company's accumulated derivative losses at December 31, 2002 total

$5.4 million and will be reclassified into earnings during 2003. These items are separately reported on the Consolidated Statement of
Changes in Stockholders' Equity.

Impairment of Long-Lived Assets. SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets

to be Disposed of" ("SFAS No. 121") required that long-lived assets be reviewed whenever events or changes in circumstances
indicate that the carrying value of such assets may not be recoverable. Effective for the Company’s year ended December 31, 2002,
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SFAS No. 121 was superseded by SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No.
144”). SFAS No. 144 also requires that long-lived assets be reviewed whenever events or changes in circumstances indicate that the
carrying value of such assets may not be recoverable. The Company reviews its assets at the plant facility, related group of plant
facilities or the oil and gas producing property levels. In order to determine whether an impairment exists, the Company compares its
net book value of the asset to the estimated fair market value or the undiscounted expected future net cash flows, determined by
applying future prices estimated by management over the shorter of the lives of the facilities or the reserves supporting the facilities. If
an impairment exists, write-downs of assets are based upon expected future net cash flows discounted using an interest rate
commensurate with the risk associated with the underlying asset. There were no write-downs in 2002, 20010r 2000.

Earnings Per Share of Common Stock. The Company follows SFAS No. 128, "Eamings per Share" ("SFAS No. 128"), which
requires that earnings per share and earnings per share - assuming dilution be calculated and presented on the Consolidated Statement
of Operations. In accordance with SFAS No. 128, earnings per share of common stock are computed by dividing income attributable
to common stock by the weighted average shares of common stock outstanding. In addition, earnings per share of common stock -
assuming dilution is computed by dividing income attributable to common stock by the weighted average shares of common stock
outstanding as adjusted for potential common shares. Income attributable to common stock is income less preferred stock dividends.
The Company declared preferred stock dividends of $8.2 million, $11.2 million and $10.4 million for each of the years ended
December 31, 2002, 2001 and 2000, respectively. SFAS No. 128 dictates that the computation of earnings per share shall not assume
conversion, exercise or contingent issuance of securities that would have an anti-dilutive effect on earnings per share. Common stock
options, which are potential common shares, increased the number of common shares used in the computation by 655,017 and
593,886 in 2002 and 2000, respectively. The computations for the years ended December 31, 2002 and 2000 were not adjusted to
reflect the conversion of the Company's $2.625 Cumulative Convertible Preferred Stock outstanding. In those years, the shares are ;
antidilutive as the incremental shares result in an increase in earnings per share after giving effect to the preferred dividend
requirements. The computation for the year ended December 31, 2001 reflects the conversion of the Company's $2.625 Cumulative
Convertible Preferred Stock and dilutive stock options totaling 4,442,556.

Concentration of Credit Risk. Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of trade accounts receivable and over-the-counter ("OTC") swaps and options. The risk is limited due to the large number
of entities comprising the Company's customer base and their dispersion across industries and geographic locations.

The Company continually monitors and reviews the credit exposure to its marketing counter parties. This review has resulted in a
reduction in sales volumes with various counter parties in order to maintain acceptable credit exposures. During 2002, 2001 and 2000,
the Company reserved approximately $1.6 million, $2.7 million and $1.6 million for doubtful accounts through a charge to Selling and
administrative expense. The Company records a reserve for doubtful accounts on a specific identification basis and the balance in the
reserve for doubtful accounts was $3.9 million and $2.3 million, respectively at December 31, 2002 and 2001. During the years ended
December 31, 2002, 2001and 2000, the Company sold gas to a variety of customers including end-users, pipelines, energy merchants,
LDCs and others. Two customers accounted for approximately 10% of the Company’s consolidated revenues from the sale of gas, or
9% of total consolidated revenue, for the year ended December 31, 2002, One of these customers is an energy merchant and the other
customer is an electric utility. One customer accounted for approximately 5% of the Company’s consolidated revenues from the sale
of gas, or 4% of total consolidated revenue, for the year ended December 31, 2001. This customer is a wholly owned subsidiary of a
major integrated oil company.

During the years ended December 31, 2002, 2001 and 2000, the Company sold NGLs to a variety of customers including end-users,
fractionators, chemical companies, energy merchants and other customers. In 2002, three customers accounted for approximately
38% of the Company’s consolidated revenues from the sale of NGLs, or 5% of total consolidated revenue. One of these customers is
a large integrated energy company, another is a large petrochemical company and the third is an energy merchant. In 2001, three
customers accounted for approximately 37% of the Company’s consolidated revenues from the sale of NGLs, or 5% of total
consolidated revenue. These customers were all large integrated energy companies.

On December 2, 2001, Enron Corp. and many of its affiliates and subsidiaries filed a petition for bankruptcy protection under Chapter
11 of the Bankruptcy code in the Southern District of New York. At the time of Enron’s filing, the Company’s exposure to them
totaled approximately $2.7 million. This amount includes the net exposure from physical gas transactions of $100,000, which is
comprised of physical gas sales of $8.4 million and physical gas purchases of $8.3 million. The Company has in place a netting
agreement with Enron for the purchase and sale of physical gas. Although bankruptcy courts have upheld similar netting agreements
in the past, the Company can provide no assurance that its agreement will not be challenged or the outcome of any challenge. The
remaining $2.6 million of its net exposure is under a Master Swap Agreement related to derivative transactions, including
approximately $180,000 which was related to discontinued hedges and will be relieved from Accumulated other comprehensive
earnings as the hedged transactions occur. As a result, the Company incurred an additional charge to income of $2.7 million in 2001.
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Cash and Cash Equivalents. Cash and cash equivalents includes all cash balances and highly liquid investments with an original
maturity of three months or less.

Supplementary Cash Flow Information. Interest paid was $28.1 million, $30.2 million and $36.5 million, respectively, for the years
ended December 31, 2002, 2001 and 2000. Capitalized interest associated with construction of new projects was $1.7 million, $4.7
million and $3.4 million, respectively, for the years ended December 31, 2002, 2001 and 2000. Income taxes paid were $1.5 million,
$18.7 million and $400,000, respectively, for the years ended December 31, 2002, 2001 and 2000. A
Stock Compensation. As permitted under SFAS No. 123, "Accounting for Stock-Based Compensation" ("SFAS No. 123"), the
Company has elected to continue to measure compensation costs for stock-based employee compensation plans as prescribed by
Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees." The Company has complied with the pro
forma disclosure requirements of SFAS No. 123 as required under the pronouncement. The Company realizes an income tax benefit
from the exercise of non-qualified stock options related to the difference between the market price at the date of exercise and the
option price. This difference is credited to additional paid-in capital.

In March 2000, the FASB issued Interpretation No. 44, an interpretation of APB Opinion No. 25, “Accounting for Certain
Transactions Involving Stock Compensation,” regarding the accounting treatment of re-priced stock options. This interpretation
became effective July 1, 2000. Under this interpretation, the Company is required to record compensation expense (if not previously
accrued) equal to the number of unexercised re-priced options multiplied by the amount by which its stock price at the end of any
quarter exceeds $21 per share. The Company had options covering 59,500, 118,028 and 148,133 common shares outstanding at
December 31, 2002, 2001 and 2000, respectively, which were treated as re-priced options. Based on the Company’s stock price at
December 31, 2002, 2001and 2000 of $36.85, $32.32 and $33.69 per share, respectively; expense of $224,000, income of $170,000,
and expense of $1.9 million was recorded in the years ended December 31, 2002, 2001, and 2000.

SFAS No. 123 encourages companies to record compensation expense for stock-based compensation plans at fair value. As permitted
under SFAS No. 123, the Company has elected to continue to measure compensation costs for such plans as prescribed by APB No.
25. SFAS No. 123 requires pro forma disclosures for each year that a statement of operations is presented. Such information was only
calculated for the options granted under the 1993, 1997, and 1999 Stock Option Plans, the 1999 Non-employee Directors” Stock
Option Plan, the Chief Executive Officer’s Plan, the 2002 Stock Option Plan and the 2002 Directors’ Plan, as there were no grants
under any other plans. There were no grants under the 1997 Plan during the years ended December 31, 2002 and 2001. The weighted
average fair value of options granted under the 1999 Plan was $17.36, $19.26 and $21.20 for the years ended December 31, 2002,
2001 and 2000, respectively. The weighted average fair value of options granted under the Chief Executive Officer’s Plan was $21.13
for the year ended December 31, 2001. The weighted average fair value of options granted under the 2002 Directors’ Plan and the
2002 Plan were $22.50 and $17.44, respectively, for the year ended December 31, 2002. The weighted average fair value of options
granted was estimated using the Black-Scholes option-pricing model with the following assumptions:
‘ Chief
2002 Executive
2002 Directors”  Officer’s

1999 Plan Plan Plan Plan

2002 2001 2000 2002 2002 2001
Risk-free interest rate 3.40% 5.16% 5.95% 3.41% 4.93% 5.16%
Expected life (in years) 5 5 5 5 5 5
Expected volatility " 55% 56% 54% 55% 56% 56%
Expected dividends (quarterly) $0.05 $0.05 $0.05 $0.05 $0.05 $0.05

Had compensation expense for the Company's 2002, 2001 and 2000 grants for stock-based compensation plans been determined
consistent with the fair value method under SFAS No. 123, the Company's net income, income attributable to common stock, eamings
per share of common stock and earnings per share of common stock - assuming dilution would approximate the pro forma amounts
below (000s, except per share amounts):

2002 2001 2000
As Reported Pro forma _ As Reported Pro forma _AsReported_ Pro forma
NEt INCOME .vvoreiirirerirereieeree e $ 50,580 $§ 47978 $ 95,637 § 93,120 $ 56,108 § 54,374
Net income attributable to
comMmON StOCK .ovvvvevvveiiiirriiercreenen, 41,391 38,780 84,470 81,954 45,692 43,958
Eamings per share of common
StOCK i 1.26 1.18 2.59 2.52 1.42 1.36
Eamings per share of common
stock - assuming dilution................ 1.23 1.15 2.48 2.41 1.39 1.34
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Stock-based employee compensation
cost, net of related tax effects,
included in net income
Stock-based employee compensation
cost, net of related tax effects,
includable in net income if the fair value
based method had been applied - $ 2987 % - $ 2448 % -3 2,962

The fair market value of the options at grant date is amortized over the appropriate vesting period for purposes of calculating
compensation expense.

Use of Estimates and Significant Risks. The preparation of consolidated financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts reported for assets and
liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the amounts reported for
revenues and expenses during the reporting period. Therefore, the reported amounts of our assets and liabilities, revenues and
expenses and associated disclosures with respect to contingent assets and obligations are necessarily affected by these estimates.
These estimates are evaluated on an ongoing basis, utilizing historical experience, consultation with experts and other methods
considered reasonable in the particular circumstances. Nevertheless, actual results may differ significantly from the estimates used.
Any effects on the Company’s business, financial position or results of operations resulting from revisions to these estimates are
recorded in the period in which the facts that give rise to the revision become known.

The Company is subject to a number of risks inherent in the industry in which it operates, including price volatility, counter party
credit risk, the success of its drilling programs and other gas supply. The Company's financial condition and results of operations will
depend significantly upon the prices received for gas and NGLs. These prices are subject to fluctuations in response to changes in
supply, market uncertainty and a variety of additional factors that are beyond the control of the Company. In addition, the Company
must continually connect new wells to its gathering systems in order to maintain or increase throughput levels to offset natural
declines in dedicated volumes. The number of new wells drilled will depend upon, among other factors, prices for gas and oil, the
drilling budgets of third-party producers, the energy policy of the federal government and the availability of foreign oil and gas, none
of which are within the Company's control.

Recently Issued Accouniing Pronouncements. In June 2001, the Financial Accounting Standards Board, (the “FASB”), issued SFAS
No. 142, "Goodwill and Other Intangible Assets”. SFAS No. 142 is effective for fiscal years beginning after December 15, 2001.
SFAS No. 142 changes the method in which goodwill and other intangible assets are recorded and amortized. SFAS No. 142 did not
have an immediate impact on the Company as it does not have any goodwill recorded in its financial statements.

In June 2001, the FASB issued SFAS No. 143 “Accounting for Asset Retirement Obligations.” SFAS No. 143 is effective for fiscal
years beginning after June 15, 2002. SFAS No. 143 establishes accounting standards for recognition and measurement of a liability
for an asset retirement obligation and the associated asset retirement cost. The Company is in the process of determining its asset
retirement costs in accordance with SFAS No. 143 and will adopt it on January 1, 2003. The Company expects to record a $11.5
million increase to Property and Equipment, a $4.4 million increase to Accumulated depreciation, depletion and amortization, a $17.8
million increase to Other long-term liabilities and a $10.7 million pre-tax loss from the Cumulative effect of a change in accounting
principle in the first quarter of 2003,

In April 2002, the FASB issued SFAS No. 145, “Rescission of FAS Statements No. 4, 44 and 64, Amendment of FAS Statement No.
13, and Technical Corrections,” which is generally effective for fiscal years beginning after May 15, 2002. Through the rescission of
SFAS Statements 4 and 64, SFAS No. 145 eliminates the requirement that gains and losses from extinguishment of debt be aggregated
and, if material, be classified as an extraordinary item net of any income tax effect. SFAS No. 145 made several other technical
corrections to existing pronouncements that may change accounting practice. The Company has adopted SFAS No. 145 for its fiscal
year beginning January 1, 2003.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.” SFAS No. 146 is
effective for exit or disposal activities that are initiated after December 31, 2002. This statement addresses financial accounting and
reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force, or EITF, Issue No. 94-3,
“Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring).” The Company does not believe that SFAS No. 146 will have a material impact on its earnings or
financial position.
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In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure, an
amendment of SFAS No. 123.” SFAS No. 148 provides alternative methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements
of SFAS No. 123 to require prominent disclosures in both annual and interim financial statements about the method of accounting for
stock-based employee compensation and the effect of the method used on reported results. SFAS No. 148 is effective for fiscal years
ending after December 31, 2002 and for interim periods beginning after December 15, 2002. The Company does not believe that
SFAS No. 148 will have a material impact on its earnings or financial position as the Company continues to measure compensation
costs for stock-based employee compensation plans as prescribed by Accounting Principles Board Opinion No. 25, "Accounting for
Stock Issued to Employees.” The Company will comply with requirements of SFAS No. 148 for interim pericds beginning with the
first quarter of 2003.

At an October 25, 2002 special meeting of the EITF, a consensus was reached to rescind EITF Issue No. 98-10, “Accounting for
Contracts Involved in Energy Trading and Risk Management Activities.” This impact of this decision is to preclude mark-to-market
accounting for all energy trading contracts not within the scope of SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities.” The EITF also reached a consensus that gains and losses on derivative instruments within the scope of SFAS
No. 133 should be shown net in the income statement if the derivative instruments are held for trading purposes. The consensus
regarding the rescission of Issue 98-10 is applicable for fiscal periods beginning after December 15, 2002. Energy trading contracts
not within the scope of SFAS No. 133 purchased after October 25, 2002, but prior to the implementation of the consensus are not
permitted to apply mark-to-market accounting. EITF 02-03 was subsequently amended in January 2003 to further define energy
trading contracts. Upon entering into a physical or derivative transaction, the Company is now required to designate its intention to
either hold the contract to maturity or trade the contract prior to its maturity. The rescission of EITF 98-10 and the issuance of EITF

02-03 will not require any change to the Company’s current accounting treatment for revenues or gains or losses from derivative
activities.

In November 2002, the FASB issued Interpretation No. 45 (“FIN 45”), "Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others.” FIN 45 requires that a liability be recorded in the guarantor's
balance sheet upon issuance of a guarantee. FIN 45 also requires additional disclosures about the guarantees an entity has issued. The
Company will apply the recognition provisions of FIN 45 prospectively to guarantees issued or modified after December 31, 2002.
The disclosure requirements are effective for the Company's financial statements for the year ending December 31, 2002, The
Company is currently evaluating the potential impact that the recognition provisions of FIN 45 will have on its consolidated financial
condition and results of operations.

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46”), "Consolidation of Variable Interest Entities.” FIN 46 provides
guidance on how to identify a variable interest entity (“VIE”) and determine when the assets, liabilities, and results of operations of a
VIE need to be included in a company's consolidated financial statements. FIN 46 also requires additional disclosures by primary
beneficiaries and other significant variable interest holders in a VIE. The provisions of FIN 46 are effective immediately for all VIEs
created after January 31, 2003. For VIEs created before February 1, 2003, the provisions of FIN 46 must be adopted at the beginning
of the first interim or annual reporting period beginning after June 15, 2003. While the Company is currently evaluating the potential
impact of the adoption of FIN 46, the Company believes that it will not be subject to the consolidation or disclosure requirements of
FIN 46.

Reclassifications. Certain prior years' amounts in the consolidated financial statements and related notes have been reclassified to
conform to the presentation used in 2002.

NOTE 3 - RELATED PARTIES

From time to time, the Company enters into joint ventures and partnerships in order to reduce risk, create strategic alliances and to
establish itself in oil and gas producing basins in the United States. All transactions entered into by the Company with its related
parties were consummated in the ordinary course of business and on terms that would be comparable to those obtained from third
parties,

Fort Union. In December 1998, the Company joined with other industry participants to form the Fort Union Gas Gathering, L.L.C.
(‘Fort Union™), to construct a gathering pipeline and treater in the Powder River Basin in northeast Wyoming. At December 31, 2002
and 2001, the Company owned an approximate 13% interest in Fort Union and is the construction manager and field operator.
Construction of the gathering header and treating system was project financed by Fort Union and required a cash investment by the
Company of approximately $900,000. In 1999, the Company entered into a ten-year agreement for firm gathering services on 60
MMcf per day of capacity for $0.14 per Mcf on Fort Union. In 2001, Fort Union was expanded. The expansion costs totaled
approximately $22.0 million and were again project financed by Fort Union. This debt is amortizing on an annual basis and is
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scheduled to be fully paid in 2009. In the fourth quarter of 2001, the Company made an additional equity contribution to Fort Union
of approximately $500,000. Also in connection with the expansion, the Company increased its commitment for firm gathering
services to a total of 83 MMcf per day of capacity at $0.14 per Mcf. All participants in Fort Union have guaranteed Fort Union’s
payment of the project financing on a proportional basis resulting in the Company’s guarantee of $6.3 million of the debt of Fort
Union. This guarantee is not reflected on the Consolidated Balance Sheet. The Company acts as field operator of Fort Union and
charges a monthly overhead fee to cover such services. In 2002, 2001 and 2000, the Company received overhead fees from Fort
Union totaling $507,000, $483,000 and $72,000, respectively, and the Company paid to Fort Union a total of $5.3 million, $3.3
million and $3.1 million for gathering services, respectively. At December 31, 2002 and 2001, the Company had a net amount due to
Fort Union of $258,000 and $76,000, respectively.

Rendezvous. At December 31, 2002 and 2001, the Company owned a 50% interest in Rendezvous Gas Services, L.L.C and the
Company serves as field operator of its systems. Rendezvous was formed in 2001 to gather gas for the Company and other third
parties along the Pinedale Anticline for blending or processing at either the Company’s Granger Complex or at a third-party owned
processing facility. Rendezvous was expanded during 2002 and 2001, and at December 31, 2002, the Company had a total of $22.8
million invested in this venture. The Company charges a monthly overhead fee to act as field operator of Rendezvous. In 2002 and
2001, the Company received overhead fees from Rendezvous totaling $100,000 and $25,000, respectively, and the Company paid to
Rendezvous a total of $2.2 million in 2002 for gathering services. The Company paid no fees for gathering in 2001. At December 31,
2002 and 2001, the Company had a net amount due to Rendezvous of $3.6 million and $126,000, respectively.

Westana. In prior years, the Company had a 50% ownership interest in Westana Gathering Company (“Westana™). This joint venture
gathered natural gas for third parties in Oklahoma. In February 2000, the Company acquired the remaining 50% interest in the
Westana Gathering Company for a net purchase price of $9.8 million and Westana was dissolved. The Company acted as operator of
Westana and charged a monthly overhead fee to cover such services. In 2000, the Company received overhead fees from Westana
totaling $62,000.

Officer Transactions. The Company has entered into agreements committing the Company to loan to certain key employees an
amount sufficient to exercise their options as each portion of their options vests under the Key Employees' Incentive Stock Option
Plan. The loan and accrued interest will be forgiven if the employee is continually employed by the Company and upon a resolution
of the board of directors. In May, July and December 2002, the Company forgave loans related to 62,500 shares of Common Stock
totaling $703,000. Pursuant to the terms of an agreement entered into in 2001, the remaining loan will be forgiven in May 2003,
There were no loans forgiven in 2001 or 2000. As of December 31, 2002 and 2001, loans related to 27,500 and 75,000 shares of
Common Stock totaling $295,000 and $803,000, respectively, were outstanding under these programs. The remaining loan is secured
by a portion of the Common Stock issued upon exercise of the options and are accounted for as a reduction of stockholders’ equity. In
prior years, the Company has reserved for the forgiveness of these loans.

In October 2001, Mr. Lanny Outlaw, our former Chief Executive Officer and President, retired. The Company has entered into a
consulting agreement with Mr. Cutlaw providing for payments of $167,000 in May 2002 and $175,000 in May 2003.

NOTE 4 - COMMODITY RISK MANAGEMENT

Risk Management Activities. The Company's commodity price risk management program has two primary objectives. The first goal
is to preserve and enhance the value of the Company's equity volumes of gas and NGLs with regard to the impact of commodity price
movements on cash flow, net income and earnings per share in relation to those anticipated by the Company's operating budget. The
second goal is to manage price risk related to the Company's physical gas, crude oil and NGL marketing activities to protect profit
margins. This risk relates to fixed price purchase and sale commitments, the value of storage inventories and exposure to physical
market price volatility.

The Company utilizes a combination of fixed price forward contracts, exchange-traded futures and options, as well as fixed index
swaps, basis swaps and options traded in the over-the-counter market (“OTC”) to accomplish these objectives. These instruments
allow the Company to preserve value and protect margins because corresponding losses or gains in the value of the financial
instruments offset gains or losses in the physical market.

The Company uses futures, swaps and options to reduce price risk and basis risk. Basis is the difference in price between the physical
commodity being hedged and the price of the futures contract used for hedging. Basis risk is the risk that an adverse change in the
futures market will not be completely offset by an equal and opposite change in the cash price of the commodity being hedged. Basis
risk exists in natural gas primarily due to the geographic price differentials between cash market locations and futures contract
delivery locations.
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The Company enters into futures transactions on the New York Mercantile Exchange ("NYMEX") and through OTC swaps and
options with various counter parties, consisting primarily of financial institutions and other natural gas companies. The Company
conducts its standard credit review of OTC counter parties and has agreements with many of these parties that contain collateral
requirements. The Company generally uses standardized swap agreements that allow for offset of positive and negative exposures.
OTC exposure is marked-to-market daily for the credit review process. The Company's OTC credit risk exposure is partially limited
by its ability to require a margin deposit from its major counter parties based upon the mark-to-market value of their net exposure. The
Company is subject to margin deposit requirements under these same agreements. In addition, the Company is subject to similar
margin deposit requirements for its NYMEX counter parties related to its net exposures. At December 31, 2002, the Company had
posted margin totaling $19.6 million with various counter parties.

The use of financial instruments may expose the Company to the risk of financial loss in certain circumstances, including instances
when (i) equity volumes are less than expected, (ii) the Company's customers fail to purchase or deliver the contracted quantities of
natural gas or NGLs, or (iii) the Company's OTC counter parties fail to perform. To the extent that the Company engages in hedging
activities, it may be prevented from realizing the benefits of favorable price changes in the physical market. However, it is similarly
insulated against decreases in such prices.

For 2003, the Company has hedged approximately 53% of its projected equity natural gas volumes and approximately 78% of its
estimated equity production of crude oil, condensate, and NGLs. These contracts are designated and accounted for as cash flow
hedges. As such, gains and losses related to the effective portions of the changes in the fair value of the derivatives are recorded in
Accumulated other comprehensive income, a component of Stockholders’ equity. Any gains or losses on these cash flow hedges are
recognized in the Consolidated Statement of Operations through Product purchases when the hedged transactions occur. Gains or
losses from the ineffective portions of changes in the fair value of cash flow hedges are recognized currently in earnings through Non-
cash change in the fair value of derivatives. This ineffectiveness is primarily due to the use of crude oil swaps in hedging the
variability in the sales price of butanes. During 2002 the Company recognized a total of $154,000 of losses from the ineffective
portions of its hedges. There were no ineffective portions of its hedges recognized in 2001. Overall, the Company’s hedges are
expected to continue to be “highly effective” under SFAS 133 in the future. In the fourth quarter of 2002, in order to properly align
the Company’s hedged volumes of natural gas to its forecasted equity production for 2003, the Company discontinued hedge
treatment on financial instruments for 6 MMcf per day. As a result, a pre-tax gain of $790,000 was reclassified into earnings in the
fourth quarter of 2002 from accumulated other comprehensive income. There were no gains or losses reclassified into earnings as a
result of the discontinuance of cash flow hedges in either 2001 or 2000.

To qualify as cash flow hedges, the hedge instruments must be designated as cash flow hedges and changes in their fair value must
correlate with changes in the price of the forecasted transaction being hedged so that the Company’s exposure to the risk of
commodity price changes is reduced. To meet this requirement, the Company hedges both the price of the commodity and the basis
between that derivative’s contract delivery location and the cash market location used for the actual sale of the product. This structure
attains a high level of effectiveness, insuring that a change in the price of the forecasted transaction will result in an equal and opposite
change in the cash price of the hedged commodity. The Company utilizes crude oil as a surrogate hedge for butanes. This typically
results in an effective hedge as crude oil and butane prices historically have moved in tandem.

Account balances related to equity hedging transactions at December 31, 2002 were $11.8 million in Current Assets from price risk
management activities, $20.1 million in Current Liabilities from price risk management activities, ($3.1) million in Deferred income
taxes payable, net, and a $5.4 million after-tax unrealized loss in Accumulated other comprehensive income, a component of
Shareholders’ Equity. Based on the commodity prices as of December 31, 2002, the after-tax loss of $5.4 million will be re-classified
from Accumulated other comprehensive income to Product Purchases during the next twelve months.

Natural Gas Derivative Market Risk. As of December 31, 2002, the Company held a notional quantity of approximately 303 Bcf of
natural gas futures, swaps and options extending from January 2003 to October 2006 with a weighted average duration of
approximately six months. This was comprised of approximately 116 Bcf of long positions and 187 Bcf of short positions in these
instruments. As of December 31, 2001, the Company held a notional quantity of approximately 439 Bcf of natural gas futures, swaps
and options extending from January 2002 to October 2006 with a weighted average duration of approximately six months. This was
comprised of approximately 199 Bef of long positions and 240 Bef of short positions in these instruments.

Crude Qil and NGL Derivative Market Risk. As of December 31, 2002, the Company held a notional quantity of approximately
275,940 MGal of NGL futures, swaps and options extending from January 2003 to December 2003 with a weighted average duration
of approximately six months. This was comprised of approximately 138,600 MGal of long positions and 137,340 MGal of short
positions in these instruments. As of December 31, 2001, the Company held a notional quantity of approximately 131,124 MGal of
NGL futures, swaps and options extending from January 2002 to December 2002 with a weighted average duration of approximately
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six months. This was comprised of approximately 61,824 MGal of long positions and 69,300 MGal of short positions in these
instruments.

As of December 31, 2002, the Company did not hold any NGL futures, swaps or options for settlement beyond 2003. As of
December 31, 2002, the estimated fair value of the aforementioned crude oil and NGL options held by the Company was
approximately $(2.8) million.

Foreign Curvency Derivative Market Risk. As a normal part of our business, the Company enters into physical gas transactions
which are payable in Canadian dollars. The Company enters into forward purchases and sales of Canadian dollars from time to time to
fix the cost of its future Canadian dollar denominated natural gas purchase, sale, storage and transportation obligations. This is done to
protect marketing margins from adverse changes in the U.S. and Canadian dollar exchange rate between the time the commitment for
the payment obligation is made and the actual payment date of such obligation. As of December 31, 2002, the net notional value of
such contracts was approximately $14.4 million in Canadian dollars, which approximated fair market value. As of December 31,
2001, the net notional value of such contracts was approximately $12.7 million in Canadian dollars, which again approximated its fair
market value.

NOTE 5 - BEBT
The following summarizes the Company's consolidated debt at the dates indicated (000s):

December 31,

2002 2001
Master Shelf and Subordinated Notes.........ccccvvviiiivveernnen. $ 263,333 $ 271,666
Variable Rate Revolving Credit Facility.......cccocvrvrnnnneee 96.600 95,001
Total long-term debt........cccovrinicriireiinecerecee $ 359,933 $ 366,667

Revolving Credit Facility. The Revolving Credit Facility is with a syndicate of banks and provides for a maximum borrowing
commitment of $250 million consisting of an $83 million 364-day Revolving Credit Facility, or Tranche A, and a $167 million
Revolving Credit Facility, or Tranche B, which matures on March 31, 2004. At December 31, 2002, $96.6 million was outstanding
under this facility. The Revolving Credit Facility bears interest at certain spreads over the Eurodollar rate, or the greater of the Federal
Funds rate or the agent bank's prime rate. The Company has the option to determine which rate will be used. The Company also pays a
facility fee on the commitment. The interest rate spreads and facility fee are adjusted based on its debt to capitalization ratio and range
from .75% to 2.00%. At December 31, 2002, the interest rate payable on borrowings under this facility was 2.6%. The Company is
required to maintain a total debt to capitalization ratio of not more than 55%, and a senior debt to capitalization ratio of not more than
35%. The agreement also requires a quarterly test of the ratio of EBITDA (excluding some non-recurring items) for the last four
quarters, to interest and dividends on preferred stock for the same period. The ratio must exceed 3.25 to 1.0. This facility also limits
the Company’s ability to enter into operating and sale-leaseback transactions. This facility is guaranteed and secured via a pledge of
the stock of all of its material subsidiaries.

Master Shelf Agreement. In December 1991, the Company entered into a Master Shelf Agreement with The Prudential Insurance
Company of America. Amounts outstanding under the Master Shelf Agreement at December 31, 2002 are as indicated in the
following table (000s):

] Interest Final
Issue Date Amount Rate Maturity Principal Payments Due
October 27, 1992 $8333 7.99%  October 27, 2003 single payment at maturity
December 27, 1993 25,000 7.23%  December 27, 2003 single payment at maturity
October 27, 1994 25,000 9.24%  October 27, 2004 single payment at maturity
July 28, 1995 50.000 7.61%  July 28, 2007 $10,000 on each of July 28, 2003 through 2007

$108,333

Under the Company’s agreement with Prudential, it is required to maintain a current ratio, as defined therein, of at least .9 t0 1.0, a
minimum tangible net worth equal to the sum of $300 million plus 50% of consolidated net earnings earned from January 1, 1999 plus
75% of the net proceeds of any equity offerings after January 1, 1999, a total debt to capitalization ratio of not more than 55% and a
senior debt to capitalization ratio of not more than 35%. This agreement also requires an EBITDA to interest ratio of not less than
3.75 to 1.0 and an EBITDA to interest on senior debt ratio of not less than 5.50 to 1.0. EBITDA in these calculations excludes certain
non-recurring items. In addition, this agreement contains a calculation limiting dividends and other restricted payments including
preferred stock redemptions. Under this limitation, approximately $78.3 million was available for restricted payments at December
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31, 2002. This facility also limits the Company’s ability to enter into operating and sale-leaseback transactions. The Company is
currently paying an annual fee of 0.50% on the amounts outstanding on the Master Shelf Agreement. This fee will continue until it
receives an implied investment grade rating on its senior secured debt from Moody’s Investors Service or Standard & Poor’s.
Borrowings under the Master Shelf Agreement are guaranteed by, and secured via, a pledge of the stock of all of its material
subsidiaries.

In October 2002, the Company funded a required principal repayment under the Master Shelf Agreement of $8.3 million with funds
available under the Revolving Credit Facility. During 2003, the Company is required to make principal payments totaling $43.3
million and intends to fund these with amounts available under the Revolving Credit Facility.

Senior Subordinated Notes. In 1999, the Company sold $155.0 million of Senior Subordinated Notes in a private placement with a
final maturity of 2009 due in a single payment which were subsequently exchanged for registered publicly tradeable notes under the
same terms and conditions. The Senior Subordinated Notes bear interest at 10% per annum and were priced at 99.225% to yield
10.125%. These notes contain maintenance covenants that include limitations on debt incurrence, restricted payments, liens and sales
of assets. Under the calculation limiting restricted payments, including common dividends, approximately $42.8 million was available
at December 31, 2002. The Senior Subordinated Notes are unsecured and are guaranteed on a subordinated basis by all the
Company’s material subsidiaries. The Company incurred approximately $5.0 million in offering commissions and expenses, which
were capitalized and are being amortized over the term of the notes.

Covenant Compliance. The Company was in compliance with all covenants in its debt agreements at December 31, 2002. Taking
into account all the covenants contained in these agreements, the Company had approximately $115.0 million of available borrowing
capacity at December 31, 2002. None of our credit facilities include covenant requirements or acceleration provisions based upon a
change in our credit ratings.

Approximate future maturities of long-term debt in the year indicated are as follows at December 31, 2002 (000s):

2003 e ettt e e rar s rraaaan $ 43,333
2008... .ottt ettt v e n e ete e 131,600
20005 e e ee et te st e e sans e e e 10,000
2006, et e et et rr et e et srnsseraeeean 10,000
2007 ettt et re ettt ea s e e 10,000
TRETCATIET ...t 155.000

TOtAL e et raaes $ 359,933

NOTE 6 - FINANCIAL INSTRUMENTS

The Company using available market information and valuation methodologies has determined the estimated fair values of the
Company’s financial instruments. Considerable judgment is required to develop the estimates of fair value; thus, the estimates
provided herein are not necessarily indicative of the amount that the Company could realize upon the sale or refinancing of such
financial instruments.

December 31, 2002 December 31, 2001
Carrying Fair Carrying Fair
Value Value Value Value
(000s) (000s)

Cash and cash equivalents..........ccoccoeierenirniinirininen. $ 7,312 $ 7,312 $ 10,032 $ 10,032
Trade accounts receivable .......cccovveviviiinievieccieececenn, 253,587 253,587 220,537 220,537
ACCOUntS payable .....ccovvivieiiieiieeeee e 242,987 242,987 260,208 260,208
Long-term debt.......cccovviiveieieieeicee et 359,933 365,190 366,667 370,329
Derivative CONTACTS.....coocviivieeeeeiiiiecreeeeeeeireseeere e $ 63 $ 63 $ 49411 $ 49411

The Company in estimating the fair value of its financial instruments used the following methods and assumptions:

Cash and cash equivalents, trade accounts receivable and accounts payable. Due to the short-term nature of these instruments, the
carrying value approximates the fair value.

59




Long-term debt. The Company's long-term debt was primarily comprised of fixed rate facilities. Fair market value for this debt was
estimated using discounted cash flows based upon the Company's current borrowing rates for debt with similar maturities. The
remainihg portion of the long-term debt was borrowed on a revolving basis, which accrues interest at current rates; as a result,
carrying value approximates fair value of this outstanding debt.

Derivative contracts. Fair value represents the amount at which the instrument could be exchanged in a current arms-length
transaction.

NOTE 7 - INCOME TAXES

The provision for income taxes for the years ended December 31, 2002, 2001 and 2000, excluding the tax effect of the extraordinary
items, 1s comprised of {000s):

2002 2001 2000
Current: .
Federal ..ottt $ 9,404 $ 14,074 $ 250
State SO OO PE SRRSO 1.096 (400) 600
Total CUTTENL ...t 10,500 13,674 850
Deferred: ¢
Federal ..ot 18,967 41,225 31,497
STALE  coeceeeereseerees ettt e ettt e et et ne e e enees 647 1,590 1,215
Total Deferred .......ooovv oo 19,614 42.815 32,712
Total tax provision (benefit) ..........cooeevreerrerenennn. $ 30,114 $ 56,489 $ 33,562

The tax benefit allocated to the extraordinary charges was $997,000 for the year ended December 31, 2000. There were no
extraordinary charges in 2002 or 2001.

Temporary differences and carry-forwards which give rise to the deferred tax liabilities (assets) at December 31, 2002 and 2001, net of
the tax effect of the extraordinary items, are as follows (000s):

2002 2001

Property and eqQUIPINENL........cccccivieiiririririnriti et cesestet s ese s sre b eeseraesenss e sresaens § 175,164 $ 167,663
Differences between the book and tax basis of acquired assets...........ocevveveennenen. 12,101 11,560
Hedging deriVatiVES......c.iuieeeeerieiiieieeeeees et et eeresaestateeseete et eeeases e e stesanesesananens (3.118) 9.835

Total deferred income tax Habilities..........coceeevieriinieiiniei e e 184.147 189.058
Alternative Minimum Tax (“AMT”) credit carry-forwards ..........ccocovirvvcrmrienenn, (46,076) (36,672)
Net Operating Loss (“INOL”) carry-forwards........c.cocveeevvivvisrenioeinrcneeenerennns (13.818) (33.640)

Total deferred income tax @SSES ......oovvviiiccreereerieiee et e e e erere e (59.894) (70.312)

Net deferred income taxes payable ...........coceeeeveiveeieciieieire e $124253 $ 118,746

The change in the net deferred income taxes in 2002 and 2001 includes a $1.2 million and $1.6 million tax benefit, respectively,
associated with the exercise of incentive stock options. The Company expects to realize such tax benefit.

The differences between the provision for income taxes at the statutory rate and the actual provision for income taxes, before the tax
effect of extraordinary items, for the years ended December 31, 2002, 2001 and 2000 are summarized as follows (000s):
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2002 % 2001 % 2000 %

Income tax before effect of extraordinary

item at StAtUtOTY TAtE ....c.eoveeveceeereee e $ 28,246 35.0 $ 53,245 35.0 $ 31,984 35.0
State income taxes, net of federal

BEnEfit oo 968 1.2 2,130 14 1,280 14
Canada income taxes, effect of disallowed loss

on sale of stock and other miscellaneous items 900 1.1 1,114 7 298 3

TOtal .o e $ 30,114 37.3 $ 56,489 37.1 $ 33,562 36.7

At December 31, 2002, the Company had NOL carry-forwards for federal and state income tax purposes and AMT credit carry-.
forwards for federal income tax purposes of approximately $38.2 million and $46.1 million, respectively. These carry-forwards expire
as follows (000s):

Expiration Dates NOL AMT
2018 o $ 38,175 $ -
No expiration ........ccocceeeveernnnnn - 46.076
Totalooooiieeieee, $ 38175 $ 46,076

The Company believes that the NOL carry-forwards and AMT credit carry-forwards will be utilized prior to their expiration because
they are substantially offset by existing taxable temporary differences reversing within the carry-forward period or are expected to be
realized by achieving future profitable operations based on the Company's dedicated and owned reserves, past earnings history and
projections of future earnings.

NOTE 8 - COMMITMENTS AND CONTINGENT LIABILITIES
Litigation.

Western Gas Resources, Inc. and Lance Cil & Gas Company, Inc. (together the Plaintiffs) v. Williams Production RMT Company.,
(Defendant), Civil Action No. CO2-16-394, District Court, County of Sheridan, Wyoming. On October 23, 2002, Plaintiffs filed a
complaint for declaratory relief and damages related to a dispute arising under a Development Agreement, a Purchase and Sale
Agreement and an Operating Agreement (collectively, the “Agreements”) between the Plaintiffs and Barrett Resources Corporation,
or Barrett, dated on or about October 30, 1997, as each may have been amended. The dispute centers on Defendant’s acquisition of
Barrett by merger consummated on August 2, 2001. Plaintiffs allege that they were entitled to a preferential right to purchase certain
properties of Barrett located in the Powder River Basin of Wyoming under the Agreements and that Plaintiffs’ consent was required
prior to Barrett’s assignment of its interests in the Agreements to the Defendant. Plaintiffs also allege that Barrett (now Defendant)
should no longer be the operator of these properties as a consequence of the merger transaction.

In the fourth quarter of 2002, the Defendant asserted breach of contract claims against the Company. The Defendant also claimed
damages under its gathering agreement with the Company. The Company believes that the Defendant’s assertions have no merit. The
Company has also asserted breach of contract claims against the Defendant for its operating practices. The parties have agreed to
begin mediation of these issues in the first quarter of 2003. At this time, the Company is unable to predict the outcome of this
litigation or the claims scheduled for mediation.

Western Gas Resources, Inc. v. Amerada Hess Corporation, District Court, Denver County, Colorado, Civil Action No. 00-CV-
1433. The Company was a defendant in prior litigation, styled as Berco Resources, Inc. v. Amerada Hess Corporation and Western
Gas Resources, Inc., United States District Court, District of Colorado, Civil Action No. 97-WM-1332, which was settled in 2000 for
an amount which did not have a material impact on the Company’s results of operations or financial position. The Company is
seeking reimbursement from Amerada Hess under a contractual indemnity. The Company has amended its original complaint and
requested a jury trial in this case. Both parties filed cross motions for summary judgment. On April 19, 2002, the trial court ruled on
the parties’ cross motions for summary judgment in favor of Amerada Hess, indicating that Amerada Hess has no obligation to
indemnify the Company in this matter. On May 31, 2002, the Company appealed the trial court decision to the Colorado Court of
Appeals. Amerada Hess filed a motion to dismiss the appeal, which was denied by the Colorado Court of Appeals on July 29, 2002.
All briefs by the parties have been filed and the parties are awaiting a decision. At this time, the Company is unable to predict the
outcome of this appeal.
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United States of America and ex rel. Jack J. Grynberg v. Western Gas Resources, Inc., et al., United States District Court, District
of Colorado, Civil Action No. 97-D-1427. The Company is a defendant in litigation, along with 300 natural gas companies in 74
separate actions filed by Mr. Grynberg on behalf of the federal government. The allegations made by Mr. Grynberg are that
established gas measurement and royalty calculation practices improperly deprived the federal government of appropriate natural gas
royalties and violate 31 U. 8. C. 3729 (a) (7) of the False Claims Act. The cases have been consolidated to the United States District
Court for the District of Wyoming. Discovery is in the initial stages to determine if this matter qualifies as a qui tam (or class) action.
On October 9, 2002, the court dismissed Mr. Grynberg’s valuation claims, and he has appealed this decision. The Company believes
that Mr. Grynberg’s claims are baseless and without merit and intends to vigorously contest the allegations in this case. At this time,
the Company is unable to predict the outcome of this matter.

Price, et al. v. Gas Pipelines, Western Gas Resources, Inc., et al., District Court, Stevens County, Kansas, Case No. 99-C-30. The
Company is a defendant in litigation, along with numerous other natural gas companies, in which Mr. Price is claiming an under
measurement of gas and Btu volumes throughout the country. The Company along with other natural gas companies filed a motion to
dismiss for failure to state a claim. The court denied these motions to dismiss. On January 13, 2003, a hearing was held to determine
whether this matter could be certified as a class action. The Company is awaiting the court’s decision on the class certification. The
Company believes that Mr. Price’s claims are baseless and without merit and intends to vigorously contest the allegations in this case.
At this time, the Company is unable to predict the outcome of this matter.

Texas Natural Resource Conservation Commission (TNRCC)-Notification of Enforcement and Notification of Alleged Violations,
Gomez Field Gathering Station, Fort Stockton, Texas. On October 28, 2002, the Company received a Notice of Enforcement for an
alleged violation that a compliance certification during the period of December 30, 2000 through December 29, 2001 was not timely
filed under its general operating permit requirements. The Company also received three Notices of Violations on October 18, 2002,
for alleged failure to timely submit Permit Compliance Certifications for the period of April 2, 2000 through April 1, 2001 within
thirty days and sixty days from the applicable deadlines, and a Notice of Violation for not submitting a deviation report, as required
under Title V for the late submittals, for the period of April 2,2000 through October 10, 2001. The Company has complied with all
certification requirements with no penalties assessed.

Texas Natural Resource Conservation Commission (TNRCC) —Notification of Alleged Violations, Gomez Treating Plant, Texas.
On December 5, 2001, the Company received notification of an alleged violation associated with compliance certifications for a
treating plant owned by an unaffiliated company. The Company has contested the alleged violation on the basis that it never
purchased this treating facility and the unaffiliated company had physically removed the facility in 1995. At this time, the Company is
unable to quantify penalties or fines, if any, associated with this alleged violation.

Retirement Plan. The Company’s retirement plan for its employees includes a fund, which allows them to invest in the Company’s
common stock. The fund manager, Fidelity Investments, purchases this stock in open market transactions. Under SEC rules, the stock
purchased by the plan participants during a portion of 2001and 2002 may be required to be registered by the Company. To resolve this
issue, the Company intends to file a registration statement on Form S-3 with the SEC and offer to rescind or pay damages related to certain
employee-initiated transactions during that period. Any stock acquired by the Company through this rescission offer will be treated as
treasury stock. While the Company is unable to estimate the cost or results of the rescission offer, it does not expect the costs to have a
material adverse effect on its financial position or results of operations.

Other Litigation. The Company is involved in various other litigation and administrative proceedings arising in the normal course of
business. In the opinion of the Company’s management, any liabilities that may result from these claims will not, individually or in the
aggregate have a material adverse effect on the Company’s financial position or results of operations.

Commitments.

Lease Commitments. As a normal course of the Company’s business operations, the Company enters into operating leases for office
space, office equipment, communication equipment and transportation equipment. In addition, primarily to support its growing
development in the Powder River Basin coal bed development, the Company has entered into operating leases for compression
equipment. These leases are classified as operating leases and have terms ranging from two to ten years. The majority of the leases
for compression have purchase options at various times throughout the primary terms of the agreements and has renewal provisions.
Rental payments under operating leases have totaled $10.8 million, $3.1 million and $3.4 million in 2002, 2001 and 2000,
respectively. Future operating lease payments by year under these leases are as follows (000s):
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...................................................................................................... $ 12,902

200G ... e e ettt r et 9,657
2005 e et ettt et 9,227
2006 et e et s e e et re s st et raaas 8,845
2007 ettt ettt et et 8,029
TREIEATIET ...ttt ee e st neenas 13,026

TOtAl oo et $§ 61,686

Firm Transportation Capacity. The Company enters into firm transportation agreements with interstate pipeline companies as parts
of its marketing operations and to ensure that its equity production has access to downstream markets. These agreements have terms
ranging from one month to fourteen years. Payments under these agreements have totaled $29.2 million, $8.8 million and $15.7
million in 2002, 2001 and 2000, respectively. Future payments by year under these agreements are as follows (000s):

20003 et as et e et e et st e st ne st e s $ 26411
20080ttt et anas 25,000
2005 et e et e st e r et r ettt et e e e 24,913
2006, ..t et ettt ot 24,732
2007 et raear e et nerene 23,773
T RETCATIET .o 104,099

TOtAL ..ottt et abe e $ 228,928

Storage Capacity. The Company enters into storage agreements with various third parties primarily as part of its marketing
operations. To the extent that these contracts are in support of its marketing operations, the agreements are classified as derivatives in
accordance with SFAS No. 133 and the difference between fair value and cost is included in income. Payments under these
agreements have totaled $5.1 million, $3.9 million and $6.2 million in 2002, 2001 and 2000, respectively. As of December 31, 2002,
the Company had contracts in place for approximately 20.2 Bcf of storage capacity at various third-party facilities. The associated
contract periods have an average term of seventeen months. Future payments by year under these agreements are as follows (000s):

2003 ettt b e st e sr et nt e $ 5,240
2004 ... oottt 4,384
200 et et b v e e etate s o e aaaaana 3,193
2006, .. et a e e e b re e e bttt e re s e eesstneanes 2,783
2007 ettt b e et re s 2,582
TRETCATIET ..ottt 10,451

<371 RO RTPR § 28,633

NOTE 9 - BUSINESS SEGMENTS AND RELATED INFORMATION

The Company operates in four principal business segments, as follows: Gas Gathering, Processing and Treating; Exploration and
Production; Marketing; and Transportation. Management separately monitors these segments for performance against its internal
forecast and these segments are consistent with the Company’s internal financial reporting package. These segments have been
identified based upon the differing products and services, regulatory environment and the expertise required for these operations.

Gas Gathering, Processing and Treating. In this segment, the Company connects producers' wells (including those of the
Exploration and Production segment) to its gathering systems for delivery to its processing or treating plants, process the natural gas to
extract NGLs and treat the natural gas in order to meet pipeline specifications. In certain areas, where no processing is required, the
Company gathers and compresses producers’ gas and delivers it to pipelines. Except for volumes taken in kind by its producers, the
Marketing segment sells the residue gas and NGLs extracted at most of its facilities. In this segment, the Company recognizes
revenue for its services at the time the service is performed.

Substantially all gas flowing through the Company’s gathering, processing and treating facilities is supplied under three types of
contracts providing for the purchase, treating or processing of natural gas for periods ranging from one month to twenty years or in
some cases for the life of the oil and gas lease. Approximately 65% of the Company’s plant facilities' gross margins, or revenues at
the plants less product purchases, for the month of December 2002 resulted from percentage-of-proceeds agreements in which it is
typically responsible for the marketing of the gas and NGLs. The Company pays producers a specified percentage of the net proceeds
received from the sale of the gas and the NGLs.
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Approximately 21% of the Company’s plant facilities' gross margins for the month of December 2002 resulted from contracts that are
primarily fee-based from which it receives a set fee for each Mcf of gas gathered and/or processed. This type of contract provides the
Company with a steady revenue stream that is not dependent on commodity prices, except to the extent that low prices may cause a
producer to delay drilling.

Approximately 14% of the Company’s plant facilities' gross margins for the month of December 2002 resulted from contracts that
combine gathering, compression or processing fees with "keepwhole” arrangements or wellhead purchase contracts. Typically, the
Company charges producers a gathering and compression fee based upon volume. In addition, the Company retains the NGLs
recovered by the processing facility and keeps the producers whole by returning to the producers at the tailgate of the plant an amount
of residue gas equal on a Btu basis to the natural gas received at the plant inlet. The "keepwhole" component of the contracts permits
the Company to benefit when the value of the NGLs is greater as a liquid than as a portion of the residue gas stream. However, the
Company is adversely affected when the value of the NGLs is lower as a liquid than as a portion of the residue gas stream.

Exploration and Production. The activities of the Exploration and Production segment include the exploration and development of
gas properties primarily in the Rocky Mountain basins including those where the Company’s gathering and/or processing facilities are
located. The Marketing segment sells the majority of the production from these properties.

Marketing. The Company’s Marketing segment buys and sells gas and NGLs in the United States and Canada from and to a variety
of customers. The marketing of products purchased from third parties typically results in low operating margins relative to the sales
price. In addition, this segment also markets gas and NGLs produced by the Company’s gathering, processing, treating and
production assets. Also included in this segment are its Canadian marketing operations (which are immaterial for separate
presentation). In this segment, revenues for sales of product are recognized at the time the gas or NGLs are delivered to the customer
and are sensitive to changes in the market prices of the underlying commodities. The Company sells its products under agreements
with varying terms and conditions in order to match seasonal and other changes in demand. Its gas sales contracts have an average
duration of 15 months. The Company records revenue on its gas and NGL marketing activities on a gross sales versus sales net of
purchases basis as it obtains title to all of the gas and NGLs that it buys including third-party purchases, and bears the risk of loss and
credit exposure on these transactions. Additionally, for its marketing activities the Company utilizes mark-to-market accounting.
Under mark-to-market accounting, the expected margin to be realized over the term of the transaction is recorded in the month of
origination. To the extent that a transaction is not fully hedged or there is any hedge ineffectiveness, additional gains or losses
associated with the transaction may be reported in future periods.

Transportation. The Transportation segment reflects the operations of the Company’s MIGC and MGTC pipelines. The majority of
the revenue presented in this segment is derived from transportation of residue gas for its Marketing segment and other third parties.
In this segment, the Company realizes revenue on a monthly basis from firm capacity contracts under which the shipper pays for
transport capacity whether or not the capacity is used and from interruptible contracts where a fee is charged based upon volumes
received into the pipeline. The Transportation segments’ firm capacity contracts range in duration from one month to six years.

The following table sets forth the Company’s segment information as of and for the three years ended December 31, 2002, 2001 and
2000 (000s). Due to the Company’s integrated operations, the use of allocations in the determination of business segment information
is necessary. Inter-segment revenues are valued at prices comparable to those of unaffiliated customers.

Gas
Gathering  Exploration Elim-
and and Trans- inating
Processing  Production  Marketing  portation Corporate Entries Total
Year Ended December 31, 2002
Revenues from unaffiliated customers
Sale of gas ...cvovvvivii e $ 2,155 $ 1,497 $ 2,090,480 $ 1,252 § - $ - $ 2,095,384
Sale of natural gas liquids......c...ooerereren. 17 - 317,927 - 317,944
Equity hedges:
Residue........coooeviiiiiiecee e 3,238 24,846 - - - - 28,084
LAQUIAS ... (8,247) - - - - - (8,247)
Gathering, processing and
transportation revenue .........o.v.vven... 57.298 - - 8.303 - - 65.601
Total revenues from unaffiliated ................ 54,461 26,343 2,408,407 9,555 - - 2,498,766
Inter-segment sales........c.c..oovvveeiveverernnn, 638,739 112,943 23,657 15,794 54 (791,187) -

Non-cash change in fair value
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of derivatives .....c.oceoueeveeneciee e (233) 589 (14,144) - - - (13,788)
Interest INCOME ...vvvvvvveeciriieeie e raee e - 43 10 1 8,803 (8,612) 245
Other, Net....oovievereerieieeceeeecrnees 2,843 45 6 (567) (415) 2,563 4475
Total TEVenues ......ccccooveeeneerecienes 695,810 _ 139,963 2417936 24,783 8.442 (797,236) __2.489,698
Product purchases 533,515 3,080 2,380,446 - - (759,862) 2,157,179
Plant operating and transportation expense 73,878 - - 9,068 - (1,416) 81,530
Oil and gas exploration

and production expense.................. - 63,149 - - - (29,142) 34,007
Earnings from equity investments (4.453) - - - - - (4.453)
Operating profit.......c.coeccviciiiiicnn, 92,870 73,734 37,490 15,715 8,442 (6,816) 221,435
Depreciation, depletion and amortization... 39,792 28,937 157 1,675 6,444 - 77,005
Selling and administrative expense 15,836 9,745 7,309 2,938 - - 35,828
(Gain) loss from sale of assets........ 1,102 (323) - 476 267 (574) 948
Interest EXPense .......coveeveeevecmeiinniiinenins - - - - _ 26951 - 26,951
Segment profit $ 36140 § 35375 $ 30024 § 10,626 $(25220) § (6242) §__ 80,703
Identifiable assets

Other allocated assets .........veceveevieeeeeennns $ 19457 $§ 3429 $117,167 $ 1,064  $279473 $§ (52,001) § 368,589

Investment in others...... 2,839 - - 3,802 55,509 (33,022) 29,128

Capital assets............... 587.244 221,160 1,672 42,077 52267 7 904,427
Total identifiable assets $609540 § 224,580 $118839 § 46943 §387249 § (85.016) $ 1,302,144

Gas
Gathering  Exploration Elim-
and and Trans- inating
Processing  Production ~ Marketing  portation Corporate Entries Total
Year ended December 31, 2001
Revenues from unaffiliated customers

Sale 0f ZaS .eoveeenreceeceecn e $ 3,180 $§ 2,027 §$ 2,833369 § 1,390 $ - $ - § 2,839,966

Sale of natural gas liquids..........cccceeeenns (156) - 421,723 - - ) 421,561

Equity hedges:

Residue......ovoviveierevie e 7,833 1,298 - - - - 9,131
Liquids...coooeerieeerererercceeeeceee 2,521 - - - - - 2,521
Gathering, processing and
transportation revenue .........oocovevvnen e 48,175 - - 7,187 36 - 55,398
Total revenues from unaffiliated ................ 61,553 3,325 3,255,092 8,577 36 (6) 3,328,577
Inter-segment sales ..........o.occoeeireccenncenns 816,125 113,022 29,897 17,103 (545) (975,602) -
Non-cash change in fair value

of derivatives ........ce.o...... (208) 188 19,926 - - - 19,906
Interest income................. 1 12 - 1 13,683 (12,860) 836
Other, net........... 4.031 31 17 - (23D - 3,843
Total revenues 881,502 _ 116,578 3,304,932 25681 12,937 (988.468) _ 3,353.162
Product purchases 678,985 2,789 3,254,902 - 195 (949,921) 2,986,950
Plant operating and transportation expense 68,473 17 - 9,213 (204) (2,066) 75,533
Oil and gas exploration

and production eXpense ..........cocecerroenene - 49277 - - - (21,750) 27,527
Earnings from equity investments .............. (1.790) - - - - - (1.790)
Operating profit.......cccoeiiviviisivieeeeeeee 135,834 64,395 50,030 16,468 12,946 (14,731) 264,942
Depreciation, depletion and amortization ... 39,141 17,692 161 1,646 5,522 - 64,162
Selling and administrative expense............. 16,108 7,197 8,911 2,056 - - 34,272
Gain from sale of assets......cooveeccrecnencnnnne (11,118) (326) - 511 185 - (10,748)
Interest expense ... iiiciiniiiiien - - - - 25.130 - 25,130
Segment profit......cocooviieiiiice e $ 91,703 $ 39832 § 40958 § 12,255 $(17.891) $ (14,731) § 152,126
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Identifiable assets

Other allocated assets $ 3724 $131,705 $ 1,078 $290239 $ (63,115) $§ 367,773
Investment in others........ - - 3,453 39,551 (34,531) 10,279
Capital aSSets .......ococoveiieeiiieeeeeieas 178,572 1,830 43,452 52,833 - 389.890
Total identifiable assets ........c..covvvveirininens $619,151 § 182296 $133,535 § 47983 §$382,623 $ (97,646) $§ 1,267,942
Gas
Gathering  Exploration Elim-
and and Trans- inating
Processing  Production  Marketing  portation Corporate Entries Total
Year ended December 31, 2000
Revenues from unaffiliated customers
Sale Of ZAS .ovvoereeierericrincerecriecceenn 3 368 § 39 $ 2,659,564 § 1,114 § - $ - $ 2,661,085
Sale of natural gas liquids...........cccc.c.n. - - 596,793 - - ® 596,784
Equity hedges:
ReSIAUE .....ocvemreeeriireeiireec e (6,969)  (26,064) - - - - (33,033)
Liquids. oo (5,852) - - - - - (5,852)
Gathering, processing and
transportation revenue ...............occe.... 45613 - - 7.506 37 - 53,156
Total revenues from unaffiliated ................ 33,160 (26,025) 3,256,357 8,620 37 (9 3,272,140
Inter-segment sales.........c..veviiviinincnnne 776,264 84,972 94,858 16,484 44 (972,622) -
Non-cash change in fair value
of derivatives ...cocovevevircenrcnrercc e - - - - - - -
Interest INCOME ....oovrviimeceiiiecceeereeeecae 98 6 27 - 27,505 (26,987) 649
Other, Net.. .o 7,191 137 (65) - - 39 7.302
Total FEVENUES ...cvvvvrinreceerece e 816,713 59,090 3.351.177 25,104 27,586 (999,579) __3,280.091
Product purchases.........cocoovevvrerioveiriininas 616,594 1,268 3,331,634 - (189) (963,806) 2,985,501
Plant operating and transportation expense 63,621 376 69 7,802 (264) (1,712) 69,892
Oil and gas exploration
and production €Xpense ..........c..coee.. - 28,645 - - - (9,124) 19,521
Earnings from equity investments .............. (1.897) - - - - - (1.897)
Operating profit......ccoccvvccerenreverennnee s 138,395 28,801 19,474 17,302 28,039 (24,937) 207,074
Depreciation, depletion and amortization.... 35,010 15,435 161 1,676 5,668 3D 57,919
Selling and administrative expense............. 20,298 5,058 6,440 1,921 - - 33,717
Gain from sale of 8SSetS......coecvvvvereirnienie (3,800) (369) 8 - (5,245) - (9,406)
Interest eXPense ........cocoeemereerinnierinireans - - - - 33460 - 33,460
Segment profit ......ccvevrervvreicinieescere $ 86887 § 8677 $ 12865 § 13705 $(5.844) § (24906) § 91,384
Identifiable assets
Other allocated assets ...........c.coecennnnnen. $ 30950 § 4299 $113249 § 1,026 $492,307 § (9,091) $ 632,740
Investment in others.......ccovvvvviiveeinenenn 1,176 - - 4,201 136 154 5,667
Capital assets ......ccocoveeccniiccinniainsennnens 571,122 125,853 1.991 43.110 50.945 1 793,022
Total identifiable assets .........cocovveverrcnn. $603248 $_130,152 $115240 § 48337 §$543388 3 (8936) § 1,431,429

NOTE 16 - EMPLOYEE BENEFIT PLANS

Retirement Plan. A discretionary retirement plan (a defined contribution plan) exists for all Company employees meeting certain
service requirements. The Company may make annual discretionary contributions to the plan as determined by the board of directors
and, during 2000, provided for a match of 50% of employee contributions on the first 4% of employee compensation contributed.
Effective January 2001, the match of employee contributions has been increased to a sliding scale of 60% to 100% of the first 5% of
employee compensation based upon years of service. Contributions are made to mutual funds and to purchase Company stock for
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which Fidelity Management Trust Company acts as trustee. The discretionary contributions made by the Company were $1.9 million,
$2.3 million and $2.3 million, for the years ended December 31, 2002, 2001 and 2000, respectively. The matching contributions were
approximately $1.3 million, $1.3 million and $470,000 for the years ended December 31, 2002, 2001 and 2000, respectively.

Key Employees’ Incentive Stock Option Plan and 1987 Non-Employee Directors Stock Option Plan. Effective April 1987, the
board of directors of the Company adopted a Key Employees' Incentive Stock Option Plan ("Key Employee Plan") and a Non-
Employee Director Stock Option Plan ("1987 Directors Plan") that authorized the granting of options to purchase 250,000 and 20,000
shares of the Company's Common Stock, respectively. Each of these plans has terminated. The Company loaned to certain
employees, an amount sufficient to exercise their options under these plans. The loan and accrued interest will be forgiven if the
employee is continually employed by the Company and upon a resolution of the board of directors. As of December 31, 2002 and
2001, loans related to 27,500 and 75,000 shares of Common Stock totaling $295,000 and $803,000, respectively, were outstanding
under these terms.

1999 Non-Employee Directors Stock Option Plan. Effective March 1999, the board of directors of the Company adopted a 1999
Non-Employee Directors’ Stock Option Plan ("1999 Directors Plan") that authorized the granting of options to purchase 15,000 shares
of the Company's Common Stock. During 1999, the board approved grants totaling 15,000 options to several board members. Under
this plan, each of these options becomes exercisable as to 33 1/3% of the shares covered by it on each anniversary from the date of
grant. This plan terminates on the earlier of March 12, 2009 or the date on which all options granted under the plan have been
exercised in full.

1993, 1997 and 1999 Stock Option Plans. The 1993 Stock Option Plan ("1993 Plan"), the 1997 Stock Option Plan (1997 Plan"),
and the 1999 Stock Option Plan ("'1999 Plan") became effective on March 29, 1993, May 21, 1997, and May 21, 1999, respectively,
after approvals by the Company's stockholders. Each plan is intended to be an incentive stock option plan in accordance with the
provisions of Section 422 of the Internal Revenue Code of 1986, as amended. The Company has reserved 1,000,000 shares of
Common Stock for issuance upon exercise of options under each of the 1993 Plan and the 1997 Plan and 750,000 shares of Common
Stock for issuance upon exercise of options under the 1999 Plan. The 1993 Plan, the 1997 Plan and the 1999 Plan will terminate on the
earlier of March 29, 2003, May 21, 2007 and May 21, 2009, respectively, or the date on which all options granted under each of the
plans have been exercised in full. Although options covering 637,818 shares remain to be granted under the 1993 and 1997 Stock
Option Plans, no further options will be granted under either plan.

Effective January 1, 2001, these plans were amended to allow for the exercise of stock options granted under these plans by the
surrender to the Company of previously acquired shares of the Company’s common stock. This amendment allows for the
constructive exchange of Company stock already owned in payment for shares to be received under the option exercise. The price for
the exchanged shares is the average closing price of the Company common stock for the ten days preceding the granting of an option.,

Chief Executive Officer and President’s Plan. Pursuant to the Employment Agreement, dated October 15, 2001, and the Stock
Option Agreement, dated as of November 1, 2001, between the Company and Peter A. Dea, the Company’s CEO and President, non-
qualified stock options were granted for the purchase of 300,000 shares of the Company’s common stock. The exercise price of the
options was equal to $5.00 below the closing price per share on the effective date of the Employment Agreement. The stock options
are subject to the conditions of the Agreements and vest equally over four years. The difference between the closing price on the
effective date and the exercise price is being amortized over four years as compensation expense.

2002 Non-Employee Directors Stock Option Plan. Effective May 2002, the shareholders approved the 2002 Non-Employee
Directors’ Stock Option Plan ("2002 Directors Plan") that authorized the granting of options to purchase 110,000 shares of the
Company's Common Stock. The 2002 Directors Plan provides for a three-year vesting schedule while the non-employee director
serves on our board. Under this plan, a newly elected non-employee director will be granted 5,000 options to acquire common stock
as of the date of election. The 2002 Directors Plan also provides for an annual grant on the date of our annual meeting to each non-
employee director of 2,000 options to acquire common stock. The purchase price of the stock under each option shall be the fair
market value of the stock at the time such option is granted and no options shall be re-priced. The 2002 Directors Plan requires the
non-employee director to exercise the option at the earlier of ten years from the date of the plan or within five years of the date each
portion vests. The non-employee director’s right to exercise options under the 2002 Directors Plan is subject to continuous service
since the grant was made. If the non-employee director dies or becomes disabled (within the meaning of the 2002 Directors Plan) or a
change of control occurs, then all of the options granted to the non-employee director shall become 100% exercisable. During 2002, a
total of 18,000 options were granted under this plan.

2002 Stock Option Plan. Effective May 2002, the shareholders approved the 2002 Stock Incentive Plan ("2002 Plan") that authorized
the granting of options to purchase 1,250,000 shares of the Company’s common stock. No employee may be granted more than

125,000 options to acquire common stock in any fiscal year. The 2002 Plan requires the employee to exercise the option at the earlier
of ten years from the date of the 2002 Plan or within five years of the date each portion vests. The employee’s right to exercise options
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under the 2002 Plan is subject to continuous employment since the grant was made. If the employee dies, becomes disabled (within
the meaning of the 2002 Plan) or a change of control occurs, then all of the options granted to the employee shall become 100%
exercisable. The 2002 Plan will terminate on the earlier of May 17, 2012 or the date on which all options granted under the plan have
been exercised in full. During 2002, a total of 187,997 options were granted under this plan.

Under each of the 1993, 1997, 1999 and 2002 plans, the board of directors of the Company determines and designates from time to
time those employees of the Company to whom options are to be granted. If any option terminates or expires prior to being exercised,
the shares relating to such option are released and may be subject to re-issuance pursuant to a new option. The board of directors has
the right to, among other things, fix the method by which the price is determined and the terms and conditions for the grant or exercise
of any option. The purchase price of the stock under each option shall be the average closing price for the ten days prior to the grant.
Under the 1993 Plan, options granted vest 20% each year on the anniversary of the date of grant. Under the 1997, 1999 and 2002
Plans, the board of directors has the authority to set the vesting schedule from 20% per year to 33 1/3% per year. Under each of the
plans, the employee must exercise the option within five years of the date each portion vests.

In March 1999, certain officers of the Company were granted a total of 300,000 options, which vest ratably over the next three years,
under the 1997 Plan. The exercise price of $5.51 per share was determined by using the average stock price for the ten trading days
prior to the grant date. In exchange, these officers were required to relinquish a total of 246,200 vested and unvested options at prices
ranging from $18.63 to $34.00 per share. '

The following table summarizes the number of stock options exercisable and available for grant under the Company's benefit plans:
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Exercisable:
December 31, 2002. .. $0.01-5.00 - - 21,0M - - - -
$5.01-10.00 8,350 - 70,334 -

$10.01- - 5,474 33,600 14,446 - - -

15.00
$15.01- - 37,806 34,400 3,036 - - -

20.00
$20.01- - 5,816 - 31,975 - - -

25.00
$25.01- - - - 1,667 75,000 - -

30.00
$30.01- - 4,289 - 11,441 - - -

35.00
$35.01- - - - 58,800 - - -

40.00

TOTAL 8,350 53,385 159,405 121,365 75,000 - -

December 31, 2001... $0.01-5.00 - - 40,350 - - - -
$5.01-10.00 7,789 - 86,445 -
$10.01- - 125,201 50,400 12,223 - - -
15.00
$15.01- - 18,358 34,440 2,438 - - -
20.00
$20.01- - 52,184 - 24,176 - - -
25.00
$25.01- - - - - - - -
30.00
$30.01- - 14,377 -
35.00
$35.01- - - -
40.00

TOTAL 7,789 210,120 211,635

December 31,2000...  $0.01-5.00 - - 20111
$5.01-10.00 1,683 - 32,000
$10.01- - 176503 17.520
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99,029

20.00
$20.01- - 21,138 - - - - -
25.00
$25.01- - 10,176 - - - - -
30.00
$30.01- - 82,960 - - - - -
35.00
$35.01- - - - - - - -
40.00
TOTAL 1,683 389,806 101911 11,255 - - -
Available for Grant:
December 31, 2002... - - - - - - 1,062,003 92,000
December 31, 2001... - - - - 287,634 - - -
December 31, 2000... - - - - 608,934 - - -
The following table summarizes the stock option activity under the Company’s benefit plans:
2002 2002
Chief Stock Non-
1999 Executive  Incentive Employee
Per Share Directors Officer’s Plan Director’s
Price Range Plan 1993 Plan 1997 Plan 1999 Plan Plan Plan
Balance 12/31/99 15,000 565,874 646,700 35,266
Granted................. $12.58-23.45 - - - 115,300 - - -
Exercised............... $4.59-20.69 (3,317 59,621y  (136,722) (100) - - -
Forfeited or canceled... $4.59-35.00 - (38,232) (8,601) (9,500) - - -
Balance 12/31/00 11,683 468,021 501,377 140,966 - - -
Granted................. $25.01-36.34 - - - 413,200 300,000 - -
Exercised............... $4.59-35.00 - (201,940)  (150,056) (16,740) - - -
Forfeited or canceled... $4.59-36.34 - (37,891) (2,501) (19,600) - - -
Balance 12/31/01 11,683 228,190 348,820 517,286 300,000 - -
Granted................. $32.95-33.45 - - - 170,000 - 187,997 18,000
Exercised............... $4.59-35.00 (3,333) (161,878) (177,315) (41,373) - - -
Forfeited or canceled... $4.59-36.34 - (11,285 (12,100 (15,070) - - -
Balance 12/31/02 8,350 55,027 159,405 631,383 300,000 187,997 18,000
Weighted-average
remaining contractual
life (years) 3.9 3 3.9 53 6.3 6.8 6.8
The following table summarizes the weighted average option exercise price information under the Company's benefit plans:
2002 Non-
1999 2002 Stock Employee
Directors 1999 Chief Executive  Incentive Director’s
Plan 1993 Plan 1997 Plan Plan Officer’s Plan Plan Plan
Balance 12/31/99................ $ 5.51 $ 1954 $ 772§ 13.58 - - -
Granted .......oooevveeennerianens - - - 23.11 - - -
Exercised ......ooovrevcrnnrnnnnn, (5.51) (16.17) (7.33) (16.21) - - -
Forfeited or canceled ....... - _ {26.97) (8.66) (22.25) - - -
Balance 12/31/00................. 5.51 19.35 7.81 20.79 - - -
- - - 3472 $ 25.01 - -
- (19.55) (7.22) (18.30) - - -
- __(25.50) (4.59) (29.76) - - -
Balance 12/31/01.................. 5.51 18.15 8.08 31.61 25.01 - -
Granted ................ - - - 32.95 - $ 3298 $ 3782
Exercised (3.51) (15.97) (6.75) (22.50) - - -
Forfeited or canceled........ - (35.00) (5.92) _(26.46) - - -
Balance 12/31/02................. 551 $§ 1973 $ 973 $§ 3268 § 2501 § 3298 § __37.82
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NOTE 11 - SUPPLEMENTAL INFORMATION ON OIL AND GAS PRODUCING ACTIVITIES (UNAUDITED):

Costs. The following tables set forth capitalized costs at December 31, 2002, 2001 and 2000 and costs incurred for oil and gas
producing activities for the years ended December 31, 2002, 2001 and 2000 (000s):

2002 2001 2000

Capitalized costs: ,

Proved PIOPEILIES ......ovievere ettt ettt s $ 239,579 $ 194,596 $ 119,124

UnProved PIOPETTIES. ....ccvueererieereertririreurinsieserneseeeracsesnsenesesenessssesssormcersnns 64,451 40,137 46.890
TOMAL 1o e et 304,030 234,733 166,014

Less accumulated depreciation and depletion.......c....c.ooovvviriiccncvicnienns (79.050) (53,359) (36,367)
Net capitalized COSS ... s $ 224,980 181,374 129,64
Costs incurred:
Acquisition of properties

PrOVEd ..ot et et e $ 426 § 1,624 § 1,571

UNPIOVEA.....ciiitiririi ettt s sttt et sttt naen et 2,770 5,332 7,203
DevelOPMIENt COSES .oovviiiiiiiiiriiiceiie ettt e srr et sen s sstesree e 48,648 63,263 35,807
EXPIOTation COSS ...vvivirviiireieneieeciareesieste e etbaees e eecen et et esseasbesaesae e seeesneneeares 22.547 2,141 8,397
Total cOSES INCUITEA ...oivieiiieee et s rr e e s reeabe s s b e e aineaees $ 74,391 723 52.97

Results of Operations. The results of operations for oil and gas producing activities, excluding corporate overhead and interest costs,
for the years ended December 31, 2002, 2001 and 2000 are as follows (000s):

2002 2001 2000
Revenues from sale of oil and gas:
SIS vttt ettt et b et reas $ 2,227 $ 4,517 $ 4,658
TIANSTETS oottt ettt et ettt ettt eeete s eaeebenbesebeeenae e 112,137 110.532 80.353
TOAL ..ottt er s 114,364 115,049 85,011
ProdUCHION COSLS ....ooiiiiiiiiii ettt et e eneee s (65,536) (49,421) (27,108)
EXPLOTAtION COSS ..ovivviivrinriiirireeite ettt ess et et er et esesstseae s eaeeeeeaneenees (3,543) (3,234) (2,213)
Depreciation, depletion and amortization................cooeevveeivvvcveieeeeeeeneneeee (25,691) (17,175) (13,423)
INCOME tAX EXPEIISE ...eveeiirieeeverteeeeiieiiit ettt st ssa et saebe e seede s sress e (7.558) (15,827) (14,793
Results Of OPETations ...........cceveevieeeeiieieecritee et e e seenaenes $ 12,036 $§ 29,392 $ 27474

Reserve Quantity Information. Reserve estimates are subject to numerous uncertainties inherent in the estimation of quantities of
proved reserves and in the projection of future rates of production and the timing of development expenditures. The accuracy of such
estimates is a function of the quality of available data and of engineering and geological interpretation and judgment. Estimates of
economically recoverable reserves and of future net cash flows expected therefrom prepared by different engineers or by the same
engineers at different times may vary substantially. Results of subsequent drilling, testing and production may cause either upward or
downward revisions of previous estimates. Further, the volumes considered to be commercially recoverable fluctuate with changes in
commodity prices and operating costs. Any significant revision of reserve estimates could materially adversely affect the Company's
financial condition and results of operations.
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The following table sets forth information for the years ended December 31, 2002, 2001 and 2000 with respect to changes in the
Company's proved developed and undeveloped reserves, all of which are in the United States.

Natural Crude
Gas 0il
(MMchH (MBbls)
Proved reserves:

December 31, 1999 ...eoiieriteeee ettt b ettt aanes 271,818 329
Revisions of Previous €SHIMALES ....oo.ouiierveeeeeiuveiee ettt seesiee e ebe e ere st sereenaveeressevnas (11,889) (194)
Extensions and diSCOVETIES ....ccovviiiiieiiiiiere e ceee ettt see s re e e s st e et s saeeeenaassenessonan 176,584 332
(Sales) Purchases of reServes in Place........cccovreirrenniiene et - -
PrOQUCHION ..ttt ettt e r ettt et e aeae b e e (28.019) (28)
December 31, 2000 ....icviiiiiirieierieet ettt et etbe et e e et eaba bt anes 408,494 439
Revisions of previous eStMAtes ......ovviiieeireeiiiiieiirenrc et e e erre e erbesseenr e (18,415) (110)
Extensions and diSCOVETIES .......cvveeiivirieereeeieeecetee s stee e eerres et ee et senr e sensseeessesesneeses 115,672 377
(Sales) Purchases of reserves in place......c.coovveeecininiinenecec e - -
PrOGUCHON ..ottt eb e sttt et ettt r ettt eenaebe et eaean (35,514} (45)
December 31, 2001 ..o b e ettt ra e s 470,237 661
Revisions Of Previous StHNALES .......ccevvvevreeeriiireerreestisresre st eeseas e ssesresaeseessessesnneanes (88,371) 105
Extensions and diSCOVETIES ......ccoriumverriireeerinrirrreneiaeereeresereeeessresees e easeestesnneesneenses 246,700 500
(Sales) Purchases of reserves in Place......covvivviiiiienecriiiieeecerc e (500) -
PrOQUCHION ...ttt ettt ettt er ettt eevas et ensansestessasrasesnsnasnrers (47.401) (53)
December 31, 2002 ...ooooiiiiie ettt ettt ea et 280,665 1213
Proved developed reserves, included above:
December 31, 1999 ..ot 106,626 161
December 31, 2000 ... ccceiiienreeiiieire s eter st e r b er e et e b e eta e aen 208,218 147
December 31, 2001 ..ot bttt e nenreanes 252,266 262
December 31, 2002 ..ot et a e ertaean 265,300 400

Standardized Measures of Discounted Future Net Cash Flows. Estimated discounted future net cash flows and changes therein were
determined in accordance with SFAS No. 69, "Disclosures about Oil and Gas Producing Activities." Certain information concerning
the assumptions used in computing the valuation of proved reserves and their inherent limitations are discussed below. The Company -
believes such information is essential for a proper understanding and assessment of the data presented.

Future cash inflows are computed by applying year-end prices of oil and gas relating to the Company's proved reserves to the year-end
quantities of those reserves.

The assumptions used to compute estimated future cash inflows do not necessarily reflect the Company’s expectations of actual
revenues or costs, or their present worth. In addition, variations from the expected production rate also could result directly or
indirectly from factors outside of the Company's control, such as unexpected delays in development, changes in prices or regulatory or
environmental policies. The reserve valuation further assumes that all reserves will be disposed of by production. However, if
reserves are sold in place, additional economic considerations could also affect the amount of cash eventually realized.

Future development and production costs are computed by estimating the expenditures to be incurred in developing and producing the
proved oil and gas reserves at the end of the year, based on year-end costs and assuming continuation of existing economic conditions.

Future income tax expenses are computed by applying the appropriate year-end statutory tax rates, with consideration of future tax
rates already legislated, to the future pre-tax net cash flows relating to the Company's proved oil and gas reserves. Permanent -
differences in oil and gas related tax credits and allowances are recognized.

An annual discount rate of 10% was used to reflect the timing of the future net cash flows relating to proved oil and gas reserves.

Information with respect to the Company's estimated discounted future cash flows from its oil and gas properties for the years ended
December 31, 2002, 2001 and 1999 is as follows (000s):
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002 2001 2000

Future cash inflows $ 1,587,891 $ 691,188 $ 2,682,435
Future production costs (463,471) (210,242) (462,065)
Future development costs (193,255) (110,365) (87,251)
Future income tax expense (305.263) (108.270) (732.327)
Future net cash flows 625,902 262,311 1,400,792
10% annual discount for estimated

timing of cash flows (265.250) (90,941) (432,881)
Standardized measure of discounted future net cash flows relating to

proved oil and gas reserves 3 360,652 $ 171,370 3 967911

Principal changes in the Company's estimated discounted future net cash flows for the years ended December 31, 2002, 2001 and 2000
are as follows {000s):

2002 2001 2000
January 1 $ 171,370 $§ 967911 $ 112,927
Sales and transfers of oil and gas produced, net of production costs (50,828) (65,628) (57,903)
Net changes in prices and production costs related to future production 263,448 (1,349,674) 768,840
Development costs incurred during the period 40,753 50,494 35,807
Changes in estimated future development costs (42,869) (37,115 (21,369)
Changes in extensions and discoveries 148,114 57,300 640,501
Revisions of previous quantity estimates (87,705) (34,596) (64,710)
Purchases {sales) of reserves in place (586) - -
Accretion of discount 24,118 147,393 15,706
Net change in income taxes (105.163) 435.285 (461.888)
December 31 3 360,652 $ 171,370 $ 967911

NOTE 12 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITED):

The following summarizes certain quarterly results of operations (000s, except per share amounts):

Earnings
Per Share of
Earnings Common Stock -
Operating Gross Net Per Share of Assuming
Revenues Profit (a) Income Common Stock Dilution
2002 quarter ended:
March 31 ..o $ 615915 $ 27,954 $ 8,000 $ 18 $ .18
June 30 ..o 614,122 40,466 13,766 35 34
September 30 ......c.oooeeieiiinene 614,089 38,122 13,387 34 34
December31.....cccoeevveivercnnnn 645,572 37.888 15.436 .38 37
$ 2480608  §144430 $ 50,589 $ 125 $ 1
2001 quarter ended:
March31. ..o $ 1,196,834 $ 69,556 $ 40,590 $ 1.17 $ 1.08
June 30 ... 886,672 59,853 29,453 .82 7
September 30 .......coocevrrenrnen 670,521 37,687 14,773 37 36
December 31..c.oovvicevniviinnee 599.135 33.684 10.821 23 .22
3 162  $200780 § 95,637 $ 2.59 $ 248(b)

(a) Excludes selling and administrative, interest and income tax expenses, (gains) or losses on sale of assets, and extraordinary
charges for early extinguishment of debt.

{b) The sum of the quarterly calculations of earnings per share of common stock — assuming dilution do not total to the annual
amount due to the inclusion of differing common stock equivalents in the various quarters and in the year as a whole.
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NOTE 13 - GUARANTOR AND NON-GUARANTOR SUBSIDIARIES:

The Company’s payment obligations under its Revolving Credit Facility, its Master Shelf Agreement and its Senior Subordinated
Notes (collectively the “Financing Facilities”) are fully and unconditionally guaranteed by its significant subsidiaries to the extent
allowed by applicable law. These guarantees are joint and several and in the case of the Senior Subordinated Notes, are subordinated
in right of payment to senior debt of the guarantors.

During the years ended December 31, 2002 and 2001, the guarantors of the Company’s payment obligations under its financing
facilities were Lance Oil & Gas Company, Inc., Western Gas Resources-Texas, Inc., Mountain Gas Resources, Inc., MIGC, Inc.,
MGTC, Inc. and Western Gas Wyoming, L.L.C., (collectively, the “Guarantor Subsidiaries™). During the year ended December 31,
2000, in addition to the Guarantor Subsidiaries, Pinnacle Gas Treating, Inc. and Western Gas Resources-Oklahoma, Inc. were also
guarantors.

The Company’s subsidiaries that did not guarantee the Company’s payment obligations under its financing facilities during the years
ended December 31, 2002, 2001 and 2000 included Western Power Services, Inc., Western Gas Resources-Westana, Inc. and WGR
Canada, Inc. (collectively, the “Non-Guarantor Subsidiaries™).

Presented below is condensed consolidating financial information for Western Gas Resources, Inc. (the “Parent Company™), the
Guarantor Subsidiaries and the Non-Guarantor Subsidiaries. Balance sheet data are presented as of December 31, 2002 and 2001.
The Statement of Operations and Statement of Cash Flows data are presented for the years ended December 31, 2002, 2001 and 2000.

For purposes of the following tables, the Parent Company’s investments in its subsidiaries are accounted for using the equity method
of accounting. Net income of Guarantor and Non-Guarantor Subsidiaries is, therefore, reflected in the Parent Company column under
Earnings from equity investments. Selling and administrative expense and Provision for income taxes are primarily reflected in the
Parent Company column. The Consolidating Entries eliminate the investments in the subsidiaries and other inter-company
transactions for consolidated reporting purposes.
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Supplemental Condensed Consolidating Balance Sheet

As of December 31, 2002
Non-
Parent Guarantor Guarantor Consolidating
Company Subsidiaries  Subsidiaries Entries TOTAL
ASSETS
Current assets:
Cash and cash equivalents...........cccccooieriiiiiniiinnninnnen - 7,138 128 46 - 7,312
Trade accounts receivable, net 256,508 14,013 10,382 (27,316) 253,587
INVENLOTY (e 36,406 - 7,076 - 43,482
Assets held for sale........ooovvveiiiiieeeeeie e 3,250 - - - 3,250
Assets from price risk management activities...........o........ 34,873 - - - 34,873
OUNET .ottt ettt e e e er bt 29.847 (2,675) 572 - 27,744
Total current assets .... 368.022 11,466 18,076 (27.316) 370,248
Total property and equipment, NEt........covverincneneennnnss 348,937 466,538 51.271 (100) 866.646
Other assets:
Gas purchase contracts, Net.........cooveveerieieiirisrienesienneneen 7,722 23,202 - s - 30,924
Assets from price risk management activities.............oc.... 406 - - - 406
Other assets 58,864 486 5 (51,051 8,304
Investments in subsidiaries........c..c.coccoviviiiiicniniinnns 444,823 22,777 2,839 (444 823) 25.616
Total other asSets ..o.ovoovveeeeireercireereerercerersesseeienes 511.815 46465 2,844 (495.874) 65,250
TOtal SSELS ...veveeeirrieerieeecnriee sttt s 1,228,774 524,469 72,191 (523,290} 1,302,144
LIABILITIES AND STOCKHOLDERS® EQUITY
Current liabilities:
Accounts payable........ucniiiini e 211,220 45,003 15,078 (28,314) 242,987
Accrued EXPenSeS ......ccovcivivinecinieinete s 40,091 9,472 1,946 - 51,509
Liabilities from price risk management activities 34,811 - - - 34,811
Dividends payable ... 3.464 - - - 3,464
Total current liabilities..........ocooeemvvriieinie i 289,586 54,475 17,024 (28,314) 332,771
Long-term debt .........coieiriiiiiniirireiniiein s 359,933 - - - 359,933
Other long-term labilities.........cocccooviviniivnni e 1,713 44,967 6,084 (51,051) 1,713
Liabilities from price risk management activities..................... 406 - - - 406
Deferred income taxes payable..........ccoccoivniiiiiniininninn 99,642 29.287 - (4.676) 124,253
Total Habilities....coevovveeerireicriiee e s 751,280 128,729 23,108 (84.041) 819,076
Total stockholders’ EQUILY ........ooreerreerenmmveericrereerrermsereemesisercsisinnns 477494 395,740 49.083 (439,249) 483.068
Total liabilities and stockholders’ equity ........covcvvverereriinncinicnnns 1,228,774 524,469 72,191 (523,290) 1,302,144
Supplemental Condensed Consolidating Statement of Operations
For the year ended December 31, 2002
Non- -
. Parent Guarantor Guarantor Consolidating
Company Subsidiaries  Subsidiaries Entries TOTAL
Total revenues 2,943,035 213,484 130,457 (797,278) 2,489,698
Costs and expenses:
Product PUrChases.........occevverierieiienrerieeneerescmrenseersecnens 2,758,546 39,773 118,164 (759,304) 2,157,179
Plant operating eXpense........cc.covevcervirenrvininmianeieeens 54,703 25,968 2,834 (1,975) 81,530
Gil and gas exploration and production costs..................... 1,290 61,859 - (29,142) 34,007
Depreciation, depletion and amortization ...........oc.coveinnn 31,323 42,739 2,943 - 35,828
Selling and administrative eXpense...........cccovvirienrnininnns 33,066 2,562 254 (54) 77,005
(Gain) loss on sale 0f aSSets.....ccceveverivrivecniiniriines 1,095 157 272 (576) 948
Earnings from equity investments ...........cccocvveiiiinenin (41,206) (2,259) (2,194) 41,206 (4,453)

INtErest EXPense .....ccovivverimiciiiiniinrci e 26.883 8,548 132 (8.612) 26,951




Total costs and eXPenses.......covuiereiisiineeeenennans 2,865,700 179,347 122,403 (799.663) 2.408.995
Income before INCOME LAXES ......c.vicveeeiveeeiieeieerieeeereessenraeeenn 77,335 34,137 8,052 38,821 80,703
Total provision for income taxes 29131 ' - 983 - 30.114
NEL ANCOMIE ...cvvieeece ettt b s 48,204 34,137 7,069 (38.821) 50,589
Supplemental Condensed Consolidating Statement of Cash Flows
For the year ended December 31, 2002
Non- .
Parent Guarantor Guarantor Consolidating
Company Subsidiaries  Subsidiaries Entries TOTAL
Net cash provided by operating activities ........cccevrnieiririnicrinnns $ 24,124 $ 96,812 § 10,199 § 1 $ 131,136
Cash flows from investing activities:
Purchases of property and equipment, including acquisitions......... (36,516) (84,018) (7,525) 2,459 (125,600)
Proceeds from the disposition of property and equipment.............. 33,060 4,189 75 (2,459) 34,865
Other net cash used in investing activities............ccovvviiririnnns 5,195 (15,022) (5.209) (0] (15,037)
Net cash used in investing activities .........oovrneiiiionnns 1.739 (94.851) (12.659) (1) (105.722)
Cash flows from financing activities:
Payments on revolving credit facility ..........ccoovevinnnn. (992,945) - - - (992,945)
Borrowings under revolving credit facility.... " 994,545 - - - 994,545
Dividends paid..........cocoveiiniinrmiemnierenaniiei s (15,107) - - - (15,107
Other net cash used in financing activities.........cccoeiiinn (14.577) - - - (14.577)
Net cash used in financing activities........c..coveeereennn (28,084) - - - (28.084)
Net decrease in cash and cash equivalents...........ccccooivieiinnins (2,221) 1,961 (2,460) - (2,720)
Cash and cash equivalents at beginning of year........................ 9.359 (1.833) 2,506 - 10,032
Cash and cash equivalents at end of year.........c..occoovv v $ 7,138 3 128 $___ 46 3 - 3 7,312
Supplemental Condensed Consolidating Balance Sheet
As of December 31, 2001
Non-
Parent Guarantor Guarantor Consolidating
: Company Subsidiaries  Subsidiaries Entries TOTAL
ASSETS
Current assets:
Cash and cash equivalents........c.ocoovvecrinnieconniriciecninnnens 9,359 (1,833) 2,506 - 10,032
Trade accounts receivable, Net. ..o vvnreveccrnnenecoinncens 227,738 9,550 15,039 (31,790) 220,537
INVENTOTY 1vovvveireis et renene e s miseen s 42,194 - 8,579 - 50,773
Assets held for sale. ... - - - - -
Assets from price risk management activities..........oecccene. 66,271 - - - 66,271
OtheEr 1viiviieee s 15,246 2,865 239 - 18,350
Total CUTEnt ASSELS ....e.vovoveeeirirrceeein e 360,808 10,582 26,363 (31.790) 365,963
Total property and equipment, Net..........c.coveveerereemericenininine 376,005 427,936 47.036 (2,670) 848,307

Other assets:
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Gas purchase contracts, Net........ccecvevinriiinrirerennsieinens 8,156 24,670 - - 32,826
Assets from price risk management activities 2,934 - - - 2,934
OthEr ASSELS.....civirriviiseeierreeceienreneereene e sreteeresaeessrbessssenenen 66,845 781 3 (56,833) 10,796
Investment in SUBSIAIATIES...coeveueeririeieereece e 404,215 5,496 1,620 (404.215) 7.116
Total Other SSEtS .....ovvcveiiererricrererie e 482.150 30,947 1,623 (461,048) 53,672
TOLAL @SSELS .vvvervvveeivirietseeeraesieeeienneneeseesaeseserbssaessscsnesnasecsensns 1,218,963 469,465 75,022 (495,508) 1,267,942
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable.............cocoiriineeinice s 230,928 29,686 19,200 (19,606) 260,208
ACCIUEA EXPENSES ...veneivireerecie e seeeceesesrencaen 17,857 3,923 1,343 - 23,123
Liabilities from price risk management activities 18,075 - - - 18,075
Dividends payable ............cccceveveniiiiiicne e 3.767 - - - 3.767
Total current liabilities.......c..ovevvvverienireirs e 270,627 33.609 20.543 (19.606) 305,173
Long-term debt .........occociciimiiiiiiicccecc e 366,667 - - - 366,667
Other long-term labilities..........cccoovvniineninncmncnnicines 2,284 44,967 11,866 (56,833) 2,284
Liabilities from price risk management activities............c........ 1,720 - - - 1,720
Deferred income taxes payable........cocoiverivrnnrceneeninnierieninnnes 94,135 29287 - (4.676) 118,746
Total 1abilities. ..covvrivieiriierieece e e 735.433 107.863 32.409 (81.115) 794,590
Total stockhOIErs” BQUILY .........ocererecermireinmmmseseisriseieneanrenesscersraessoes 483,530 361,602 42,613 (414.393) 473,352
Total liabilities and stockholders’ equity ...........ccevvvrvreeerscrecrerereenee 1,218,963 469,465 75,022 (495,508) 1,267,942
Supplemental Condensed Consolidating Statement of Operations
For the year ended December 31, 2001
Non-
Parent Guarantor - Guarantor Consolidating
Company Subsidiaries ~ Subsidiaries Entries TOTAL
TOtal FEVEIUES ...ovviiiiieeiieieceictrcc et e 3,909,286 238,063 192,463 (986,650) 3,353,162
Costs and expenses:;
Product purchases..........cocecvevcenrerinencnenenieesee e 3,687,109 62,101 186,476 (948,736) 2,986,950
Plant operating eXpense.......ccocoovereeenneiienienreerecererneenes 52,033 23,932 2,819 (3,251 75,533
Oil and gas exploration and production costs..... 793 48,484 - (21,750) 27,527
Depreciation, depletion and amortization..............cccceneeeee 31,051 31,150 1,930 31 64,162
Selling and administrative eXpense..............ooccccernvvnnnnncn. 27,676 6,356 293 (53) 34,272
(Gain) loss on sale 0f @SSetS......ccoeveirieieeririie e 226 (10,974) - - (10,748)
Earnings from equity investments ...........c.o.ococvevereeeriennne. (62,747) (185) (1,605) 62,747 (1,790)
INtErest EXPENSE ...oveuveceire it ceirerenere e sv e e e e seereenrens 21.750 14.054 488 (11,162) 25.130
Total costs and eXpenses.........covveeerrrenrennncrcnnnan 3.757.891 174,918 190.401 (922.174) 3.201,036
Income before iNCOME taXes ......ccoveveeeeiviierecieierisee e 151,395 63,145 2,062 (64,476) 152,126
Total provision for income taxes ......cccvervvecrernivvenrnirirennneenons 56,489 2,460 - (2.460) 56.489
INEE INCOME 1.onviiiirieiiiieice et ee et 94,906 60,685 2,002 (62,016) 95,637
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Supplemental Condensed Consolidating Statement of Cash Flows
For the year ended December 31, 2001

Non-
Parent Guarantor Guarantor Consolidating
Company Subsidiaries ~ Subsidiaries Entries TOTAL
Net cash provided by operating activities............cccoocoveniinee $ 59,505 $ 77899 § 16,327 § (464) $ 153,267
Cash flows from investing activities:
Purchases of property and equipment, including acquisitions......... (38,174) (111,314) (14,489) - (163,977)
Proceeds from the disposition of property and equipment.............. 75 38,019 - - 38,094
Other net cash used in investing activities.........cccovmvviinniirnn (1,240) (5.310) 312 464 (5.774)
Net cash used in investing activities ........c..coevecrennn. {39,339) (78.,605) (14,177 464 (131,657)
Cash flows from financing activities:
Payments on revolving credit facility ........... (528,330) - - - (528,330)
Borrowings under revolving credit facility 569,630 - - - 569,630
Dividends paid.........ccovicvnieiininncci s (16,846) - - - (16,846)
Other net cash used in financing activities..........cccccoeeene. (48.959) - - - (48.959)
Net cash used in financing activities............coceene. (24,505) - - - (24.505)
Net decrease in cash and cash equivalents........ccocooovcveviinninnis (4,339) (706) 2,150 - (2,895)
Cash and cash equivalents at beginning of year...........c.ccece. 13.698 (1.127) 356 - 12,927
Cash and cash equivalents at end of year.........ccoovviiiinnennn $ 9,359 $__(1,833) § 2,506 - 3 10,032
Supplemental Condensed Consolidating Statement of Operations
For the year ended December 31, 2000
Non-
Parent Guarantor Guarantor Consolidating
Company Subsidiaries  Subsidiaries Entries TOTAL
TOtAl TEVEIUES ....vevnvenia et sccnsscere s ersae e s 3,882,985 286,899 161,031 (1,050,824) 3,280,091
Costs and expenses:
Product pUrChases..........coeeeurerrircciorececn e 3,723,729 125,464 148,522 (1,012,214) 2,985,501
Plant operating expense 43,031 27,393 2,561 (3,093) 69,892
0il and gas exploration and production costs........cccenveee. 1,982 26,662 - (9,123) 19,521
Depreciation, depletion and amortization .............coeceeenie. 28,845 27,308 1,797 31 57,919
Selling and administrative expense 29,958 3,390 423 (54) 33,717
(Gain) 1085 on sale Of ASSELS. ... .overerrerrerrcerreecrrcnirstscenone (9,085) (321) - - (9,406)
Earnings from equity investments .........ccc.ccoceviinoennecnnnns (60,560) . - (1,897) 60,560 (1,897)
Interest expense 33,381 26,281 557 (26,759) 33.460
Total costs and XPEnSes..........covveiviievnieririrnnenns 3.791.281 236,177 151,963 (990,714) 3.188.707
Income before iNCOME tAXES ...vvevvviverveecirrnirrrecrmrrcninessieenons 91,704 50,722 9,068 (60,110) 91,384
Total provision for income taxes .........ccc.ccocevvivnnicc e, 33,501 (831) 61 831 33.562
NELINCOMIE L.ttt s s 58,203 51,553 9,007 (60,941) 57,822
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Supplementai Condensed Consolidating Statement of Cash Flows
For the year ended December 31, 2000

Non-
Parent Guarantor Guarantor Consolidating
Company Subsidiaries ~ Subsidiaries Entries TOTAL

Net cash provided by operating activities 80,522 $ 48672 3§ (12,555) $ (377) § 116,262
Cash flows from investing activities:

Purchases of property and equipment, including acquisitions (41,837) (59,238) (7,492) 31 (108,536)
Proceeds from the disposition of property and equipment 18,046 8,438 - 26,484

Other net cash used in investing activities (7.882) - 7.549 346 13

Net cash used in investing activities (31,673) (50,800) 57 377 (82,039)

Cash flows from financing activities:
Payments on revolving credit facility (1,392,286) (1,392,286)
Borrowings under revolving credit facility e 1,399,736 1,399,736
Dividends paid (16,877) (16,877)
Cther net cash used in financing activities (25.931) (25,931)

Net cash used in financing activities (35.358) - - (35.358)

Net decrease in cash and cash equivalents 13,491 (2,128) (12,498) (1,135)

Cash and cash equivalents at beginning of year 207 1.001 12,854 14,062

Cash and cash equivalents at end of year 13,698 $__(1,127) $ 356 § 12,927

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
ITEM 11. EXECUTIVE COMPENSATION

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

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTICNS
Pursuant to instruction G(3) to Form 10-K, Items 10, 11, 12 and 13 are omitted because the Company will file a definitive proxy
statement (the "Proxy Statement") pursuant to Regulation 14A under the Securities Exchange Act of 1934 not later than 120 days after

the close of the fiscal year. The information required by such Items will be included in the Proxy Statement to be so filed for the
Company's annual meeting of stockholders scheduled for May 16, 2003 and is hereby incorporated by reference.

78




ITEM 14. CONTROLS AND PROCEDURES

Under the direction of the Chief Executive Officer and President and the Executive Vice President - Chief Financial Officer, we have
reviewed and evaluated our disclosure controls and procedures and believe, as of the date of management’s evaluation, that our
disclosure controls and procedures are reasonably designed to be effective for the purposes for which they are intended. The review
and evaluation was performed within 90 days prior to the filing of this report.

There have not been any significant changes in our internal controls or any other factors that could significantly affect these controls
subsequent to the date of management’s evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses. , :

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
(a) The following documents are filed as part of this report:
(1) Financial Statements:
Reference is made to page 41 for a list of all financial statements filed as a part of this report.
(2) Financial Statement Schedules:
None required.
(3) Exhibits:

3.1 Certificate of Incorporation of Western Gas Resources, Inc. (Filed as exhibit 3.1 to Western Gas Resources, Inc.'s Registration
Statement on Form S-1, Registration No. 33-31604 and incorporated herein by reference).

3.2 Certificate of Amendment to the Certificate of Incorporation of Western Gas Resources, Inc. (Filed as exhibit 3.2 to Western
Gas Resources, Inc.'s Registration Statement on Form S-1, Registration No. 33-31604 and incorporated herein by reference).

3.3 Amended and Restated Bylaws of Western Gas Resources, Inc. adopted by the Board of Directors on February 12, 1999.
(Filed as exhibit 12.1 to Western Gas Resources, Inc.'s Annual Report on Form 10-K for the fiscal year ended December 31, 1999 and
incorporated herein by reference).

3.4 Amended and Restated Bylaws of Western Gas Resources, Inc., adopted by the Board of Directors on October 12, 2001 (Filed
as exhibit 3.3 to Western Gas Resources, Inc., 10-Q dated September 30, 2001 and incorporated herein by reference).

4.1 Western Gas Resources, Inc. Key Employees' Incentive Stock Option Plan. (Filed as exhibit 10.13 to Western Gas Resources,
Inc.'s Registration Statement on Form S-4, Registration No. 33-39588 dated March 27, 1991 and incorporated herein by reference).

4.2 Certificate of Designation of 7.25% Cumulative Senior Perpetual Convertible Preferred Stock of the Company. (Filed as
exhibit 3.5 to Western Gas Resources, Inc.'s Registration Statement on Form S-1, Registration No. 33-43077 dated November 14,
1991 and incorporated herein by reference).

4.3 Certificate of Designation of $2.28 Cumulative Preferred Stock of the Company. (Filed as exhibit 3.6 to Western Gas
Resources, Inc.'s Registration Statement of Form S-1, Registration No. 33-53786 dated November 12, 1992 and incorporated herein
by reference).

4.4 Second Amendment and First Restatement of Western Gas Processors, Ltd. Employees’ Common Units Option Plan. (Filed as
exhibit 10.6 1o Western Gas Resources, Inc.'s Registration Statement on Form S-1, Registration No. 33-43077 dated November 14,

1991 and incorporated herein by reference).

4.5 Certificate of Designation of the $2.625 Cumulative Convertible Preferred Stock of the Company. (Filed under cover of Form
8-K dated February 24, 1994 and incorporated herein by reference).
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4.6 Indenture between Western Gas Resources, Inc. and Guarantors to Chase Bank of Texas, National Association, Trustee for
$225,000,000 Senior Subordinated Notes Due 2009, dated June 15, 1999. (Filed as exhibit 28 to Western Gas Resources, Inc.'s Form
10-Q for the three months ended June 30, 1999 and incorporated herein by reference).

47 Rights Agreement, dated as of March 22, 2001 between Western Gas Resources, Inc., and Fleet National Bank as Rights
Agent, including exhibits thereto (Filed as an exhibit to Form 8-A dated March 29, 2001 and incorporated herein by reference).

4.8 Western Gas Resources, Inc., 1999 Stock Option Plan. (Filed as an exhibit to Western Gas Resources Inc.’s Registration
Statement on Form S-8, Registration No. 33-95255 dated January 24, 2000 and incorporated herein by reference).

4.9 Western Gas Resources, Inc., Non-Employee Director Stock Option Plan. (Filed as an exhibit to Western Gas Resources
Inc.’s Registration Statement on Form S-8, Registration No. 33-95259 dated January 24, 2000 and incorporated herein by reference).

4.10 Post Effective Amendment No. 1 to Form S-8 Registration Statement under 1999 Stock Option Plan for shares issued to
certain employees dated May 23, 2001 and incorporated herein by reference.

4.11 Stock Option Plan filed for Peter A. Dea on Form S-8 Registration Statement dated December 21, 2001, and incorporated
herein by reference.

4,12 Western Gas Resources, Inc., Retirement Plan registering 1,000,000 shares of common stock on Form S-8 Registration
Statement dated August 14, 2002 , and incorporated herein by reference

4.13 Western Gas Resources, Inc., 2002 Stock Incentive Plan registering 1,250,000 shares of common stock on Form S-8
Registration Statement dated March 7, 2003, and incorporated herein by reference.

4.14 Western Gas Resources, Inc., 2002 Non ~Employee Directors’ Stock Option Plan registering 110,000 shares of common
stock on Form S-8 Registration Statement dated March 7, 2003, and incorporated herein by reference.

4.15 Western Gas Resources, Inc., Exchange Offer. (Filed as an exhibit to Western Gas Resources Inc.’s Registration Statement
on Form S-4, Registration No. 33-86881 dated September 10, 1999 and incorporated herein by reference).

4.16 Western Gas Resources, Inc. First Supplemental Indenture to 10% Senior Subordinated Notes due 2009 dated October 19,
1999. (Filed as exhibit 4.10 to Western Gas Resources, Inc., 10-K for the year ended 12/31/01 and incorporated herein by reference).

4.17 Westemn Gas Resources, Inc. Second Supplemental Indenture to 10% Senior Subordinated Notes due 2009 dated September
29, 2000. (Filed as exhibit 4.11 to Western Gas Resources, Inc., 10-K for the year ended 12/31/01 and incorporated herein by
reference).

4.18 Western Gas Resources, Inc. Third Supplemental Indenture to 10% Senior Subordinated Notes due 2009 dated January 3,
2001. (Filed as exhibit 4.12 to Western Gas Resources, Inc., 10-K for the year ended 12/31/01 and incorporated herein by reference).

10.1 Restated Profit-Sharing Plan and Trust Agreement of Western Gas Resources, Inc. (Filed as exhibit 10.8 to Western Gas
Resources, Inc.'s Registration Statement on Form S-4, Registration No. 33-39588 dated March 27, 1991 and incorporated herein by
reference).

10.2 Registration Rights Agreement among Western Gas Resources, Inc., WGP, Inc., Heetco, Inc., NV, Dean Phillips, Inc.,
Sauvage Gas Company and Sauvage Gas Service, Inc. (Filed as exhibit 10.14 to Western Gas Resources, Inc.'s Registration
Statement on Form S-4, Registration No. 33-39588 dated March 27, 1991 and incorporated herein by reference).

10.3 Amendment No. 1 to Registration Rights Agreement as of May 1, 1991 between Western Gas Resources, Inc., Bill
Sanderson, WGP, Inc., Dean Phillips, Inc., Heetco, Inc., NV, Sauvage Gas Company and Sauvage Gas Service, Inc. (Filed as exhibit
4.2 to Western Gas Resources, Inc.'s Form 10-Q for the quarter ended June 30, 1991 and incorporated herein by reference).

10.4 Agreement to provide loans to exercise key employees' common stock options. (Filed as exhibit 10.26 to Western Gas
Resources, Inc.'s Annual Report on Form 10-K for the fiscal year ended December 31, 1991 and incorporated herein by reference).

10.5 Form of revised Employment Agreement with exhibit thereto by and between Western Gas Resources, Inc., and its Executive

Officers dated June 14, 2001 (Filed as exhibit 10.7 to Western Gas Resources, Inc., 10-Q dated June 30, 2001 and 10-Q dated
September 30, 2001 and incorporated herein by reference).
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10.6 Second Amended and Restated Master Shelf Agreement effective January 31, 1996 by and between Western Gas Resources,
Inc. and Prudential Company of America. (Filed as exhibit 10.49 to Western Gas Resources, Inc.'s Form 10-K for the year ended
December 31, 1995 and incorporated herein by reference).

10.7 Amended and Restated Note Purchase Agreement dated April 28, 1999 by and among Western Gas Reéources, Inc. and the
Purchasers identified therein. (Filed as exhibit 10.21 to Western Gas Resources, Inc.'s Form 10-Q for the three months ended March
31, 1999 and incorporated herein by reference).

10.8 Offer to Acquire Notes dated February 12, 1999 by and between Western Gas Resources, Inc. and CIGNA Investments, Inc.,
Royal Maccabees Life Insurance Company, The Canada Life Assurance Company, and Canada Life Insurance Company of America,
original Purchasers under the Note Purchase Agreement dated as of April 1, 1993 by and between Company and Purchasers for
$50,000,000, 7.65% Senior Notes due April 30, 2003. (Filed as exhibit 12.3 in Western Gas Resources, Inc. Form 10-K for the year
ended December 31, 1998 and incorporated herein by reference).

10.9 Offer to Acquire Notes dated February 12, 1999 by and between Western Gas Resources, Inc. and MONY Life Insurance
Company, one of the original Purchasers under the Note Purchase Agreement dated as of November 29, 1995 by and between
Company and Purchasers for $42,000,000, 8.02% Senior Notes due December 1, 2005. (Filed as exhibit 12.4 in Western Gas
Resources, Inc. Form 10-X for the year ended December 31, 1998 and incorporated herein by reference).

10.10 Letter Amendment No. 2 dated March 31, 1999 to the Second Amended and Restated Master Shelf Agreement effective
January 31, 1996 by and among Western Gas Resources, Inc. and The Prudential Insurance Company of America and Pruco Life
Insurance Company. (Filed as exhibit 10.22 in Western Gas Resources, Inc. Form 10-Q for the three months ended March 31, 1999
and incorporated herein by reference).

10.11 Loan Agreement dated April 29, 1999 by and among Western Gas Resources, Inc. and NationsBank, as agent, and the
Lenders. (Filed as exhibit 10.20 in Western Gas Resources, Inc. Form 10-Q for the three months ended March 31, 1999 and
incorporated herein by reference).

10.12 Letter Amendment No. 3 dated June 1, 1999 to the Second Amended and Restated Master Shelf Agreement effective
January 31, 1996 by and among Western Gas Resources, Inc. and The Prudential Insurance Company of America and Pruco Life
Insurance Company. (Filed as exhibit 10.14 to Western Gas Resources, Inc., 10-K for the year ended December 31, 2000 and
incorporated herein by reference.)

10.13 First Amendment dated June 10, 1999 to Loan Agreement dated April 29, 1999 by and among Western Gas Resources, Inc.
and NationsBank as Agent, and the Lenders. (Filed as exhibit 10.16 to Western Gas Resources, Inc., 10-K for the year ended 12/31/01
and incorporated herein by reference).

10.14 Third Amendment dated April 27, 2000 to Loan Agreement dated April 29, 1999 by and among Western Gas Resources,
Inc. and NationsBank, as agent, and the Lenders. (Filed as exhibit 10.23 in Western Gas Resources, Inc. Form 10-Q for the three
months ended March 31, 2000 and incorporated herein by reference).

10.15 Limited Waiver, Consent, Release and Amendment No. 4 dated August 25, 2000 to the Second Amended and Restated
Master Shelf Agreement effective January 31, 1996 by and among Western Gas Resources, Inc. and The Prudential Insurance
Company of America and Pruco Life Insurance Company. (Filed as exhibit 10.24 to Western Gas Resources, Inc., Form 10-Q for the
nine months ended September 30, 2000 and is incorporated herein by reference).

10.16 Letter Amendment No. 5 dated March 30, 2001 to Second Amended and Restated Master Shelf Agreement dated December
19, 1991 by and between Western Gas Resources, Inc., and The Prudential Insurance Company of America. (Filed as exhibit 10.25 to
Western Gas Resources, Inc., 10-Q dated March 31, 2001 and incorporated herein by reference).

10.17 Fourth Amendment dated August 25, 2000 to Loan Agreement dated April 29, 1999 by and among Western Gas Resources,
Inc. and NationsBank, as Agent, and the Lenders. (Filed as exhibit 10.25 to Western Gas Resources, Inc., Form 10-Q for the nine
months ended September 30, 2000 and is incorporated herein by reference).

10.18 Fifth Amendment dated November 22, 2000 to Loan Agreement dated April 29, 1999 by and among Western Gas

Resources, Inc. and NationsBank, as agent, and the Lenders. (Filed as exhibit 10.20 to Western Gas Resources, Inc., 10-K for the year
ended 12/31/01 and incorporated herein by reference).
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10.19 Sixth Amendment dated April 26, 2001 to Loan Agreement dated April 29, 1999 by and among Western Gas Resources,
Inc., and NationsBank, as agent, and the Lenders. (Filed as exhibit 10.24 to Western Gas Resources, Inc., 10-Q dated March 31, 2001
and incorporated herein by reference).

10.20 Limited Waiver, Consent, Release and Amendment No. 5 dated November 22, 2000 to the Second Amended and Restated
Master Shelf Agreement by and among Western Gas Resources, Inc. and The Prudential Insurance Company of America and Pruco
Life Insurance Company. (Filed as exhibit 10.21 to Western Gas Resources, Inc., 10-K for the year ended 12/31/01 and incorporated

herein by reference).

10.21 Intercreditor Agreement dated April 26, 2001 by and among Western Gas Resources, Inc., Bank of America, N. A., and The
Prudential Insurance Company of America. (Filed as exhibit 10.26 to Western Gas Resources, Inc., 10-Q dated March 31, 2001 and
incorporated herein by reference).

10.22 Amendment to Employment Agreement by and between Western Gas Resources, Inc., and Lanny F. Outlaw, its Chief
Executive Officer and President dated May 18, 2001. (Filed as exhibit 10.27 to Western Gas Resources, Inc., 10-Q dated June 30,
2001 and incorporated herein by reference).

10.23 Consultation Agreement by and between Western Gas Resources, Inc., and Lanny F. Cutlaw, its Chief Executive Officer
and President dated November 1, 2001. (Filed as exhibit 10.27 to Western Gas Resources, Inc., 10-Q dated June 30, 2001 and
incorporated herein by reference).

10.24 Employment Agreement, as amended, dated October 15, 2001, Indemnification Agreement and Stock Option Agreement
dated November 1, 2001 between Western Gas Resources, Inc., and Peter A. Dea. (Filed as exhibits to the Stock Option Plan for
Peter A. Dea on Form S-8 Registration Statement dated December 2001, and incorporated herein by reference.)

10.25 Seventh Amendment dated September 27, 2001 to Loan Agreement dated April 29, 1999 by and among Western Gas
Resources, Inc., and NationsBank, as agent, and the Lenders. (Filed as exhibit 10.25 to Western Gas Resources, Inc., 10-K for the year
ended 12/31/01 and incorporated herein by reference).

10.26 Eighth Amendment dated February 25, 2002 to Loan Agreement dated April 29, 1999 by and among Western Gas
Resources, Inc., and Bank of America, N.A. (formerly NationsBank) as agent and the Lenders. (Filed as exhibit 10.26 to Western
Gas Resources, Inc., 10-Q dated March 31, 2002 and incorporated herein by reference).

10.27 Ninth Amendment dated April 25, 2002 to Loan Agreement dated April 29, 1999 by and among Western Gas Resources,
Inc., and Bank of America, N.A. (formerly NationsBank) as agent and the Lenders. (Filed as exhibit 10.16 to Western Gas
Resources, Inc., 10-Q dated March 31, 2002 and incorporated herein by reference).

10.28 Tenth Amendment dated January 3, 2003 to Loan Agreement dated April 29, 1999 by and among Western Gas Resources,
Inc., and Bank of America, N.A. (formerly NationsBank) as agent and the Lenders.

10.29 Third Amended and Restated Master Shelf Agreement dated as of December 19, 1991 and effective as of January 13, 2002
by and between Western Gas Resources, Inc., and the Prudential Insurance Company of America, Pruco Life Insurance Company,
Prudential Investment Management, Inc., and certain other Prudential Affiliates.

11.1 Statement regarding computation of per share earnings.

21.1 List of Subsidiaries of Western Gas Resources, Inc.

23.1 Consent of PricewaterhouseCoopers LLP.

23.2 Consent of Netherland, Sewell & Associates, Inc.

99.1 Certification by Peter A. Dea, President and Chief Executive Officer, and William J. Krysiak, Executive Vice President -
Chief Financial Officer required by Sarbanes-Oxley Act of 2002,
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(b) Reports on Form 8-X:
A report on Form 8-K was filed on October 25, 2002 announcing the plaintiff’s filing of a complaint for declaratory relief in Western
Gas Resources, Inc. and Lance Oil & Gas Company, Inc. v. Williams Production RMT Company., Civil Action No. C02-10-394,
District Court, County of Sheridan, Wyoming.

A report on Form 8-K was filed on November 26, 2002 announcing the redemption of all outstanding shares of the Company’s $2.28
Cumulative Perpetual Preferred Stock and the de-listing with the New York Stock Exchange of that security.

A report on Form 8-K was furnished on November 13, 2002 providing an update to the Company’s 2002 operational guidance.
A report on Form 8-K was furnished on February 21, 2003 announcing the Company’s 2002 Results of Operations.

A report on Form 8-K was furnished on February 21, 2003 providing the Company’s operational guidance for 2003.

(¢) Exhibits required by Item 601 of Regulation S-K. See (a) (3) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Denver, State of Colorado on March 21, 2003.

WESTERN GAS RESOURCES, INC.
(Registrant)

By:  /s/ Peter A. Dea
Peter A. Dea
Chief Executive Officer, President and Director

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

/s/ Brion G. Wise Chairman of the Board March 21, 2003
Brion G. Wise
/s/ Walter 1. Stonehocker Vice Chairman of the Board March 21, 2003

Walter L. Stonehocker

Director
Bill M. Sanderson
/s/ Lanny F. Qutlaw Director March 21, 2003
Lanny F. Cutlaw
/s/ Richard B. Robinson Director March 21, 2003
Richard B. Robinson
/s/ Dean Phillips Director March 21, 2003
Dean Phillips
/s/ Ward Sauvage Director March 21, 2003
Ward Sauvage
/s/ James A. Senty Director March 21, 2003
James A. Senty
/s/ Joseph E. Reid Director March 21, 2003
Joseph E. Reid
/s/ William J. Krysiak Executive Vice President -Chief Financial Officer March 21, 2003
William J. Krysiak {Principal Financial and Accounting Officer)
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Reconciliation of Net Income to

Cash Flow before Working Capital Adjustments:

(Dollars in thousands)

Net income

Add income items that do not affect

operating cash flows:

Depreciation, depletion and
amortization

Deferred income taxes

Distributions less than equity
income, net

(Gain) Loss on sale of property and
equipment

Non-cash change in fair value of
derivatives

Compensation expense from re-priced
stock options

Foreign currency translation adjustments

Other non-cash items

Cash flow before working capital
adjustments

Year
Ended December 31,
2002 2001 2000
$ 50,589 $ 95,637 § 56,108
77,005 64,162 57,919
19,614 42,815 32,712
(2,906) (29) (1,137)
948 (10,748) (9,406)
13,788 (19,906) -
224 170 1,879
283 440 1,022
1,525 965 782
$ 161,071 § 173,506 $139.879
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Corporate Offices

1099 18th Street
Suite 1200
Denver, Colorado 80202

Stock Information

New York Stock Exchange
Common Stock: WGR
Cumulative Convertible Preferred
Stock: $2.625 WGR pfA

Annual Meeting

The annual meeting of stockholders
is scheduled to be held on May 16,
2003, at 10:00 a.m., at the Embassy
Suites Hotel, 1881 Curtis Street,
Denver, Colorado, 80202. A formal
notice of the meeting and a proxy
statement will be distributed on or
about April 16, 2003, to stockholders
of record at the close of business on
March 28, 2003.

Independent Accountants

PricewaterhouseCoopers LLP
Denver, Colorado

Transfer Agent and Registrar

EquiServe Trust Company, N.A.
PO. Box 43010

Providence, RI 02940

(800) 736-3001
www.equiserve.com

Direct Deposit of Dividends

The Company offers direct deposit
of dividends at no additional cost. To
take advantage of this service, con-
tact EquiServe Trust Company, N.A.
at (800) 736-3001.

Additional Information

Western's Quarterly Reports on Form
10-Q and Annual Report on Form 10-K
are available upon request by calling
(800) 933-5603. To access informa-
tion on-line, visit our Web site at
WWW. WeSterngas.com.

Investor Contact

Financial analysts and investors may
obtain additional information by
contacting Ron Wirth, Director of
Investor Relations, at (800) 933-5603,
(303) 252-6090 (direct), or
rwirth@westerngas.com.

Information Regarding
Forward-Looking Statements

Except for certain historical facts, the
information presented herein consists of
forward-looking statements, projections
and estimates within the meaning of the
Private Securities Litigation Reform Act of
1995, which can be identified by the use
of forward-looking terminology, such as
“may;” “intend,” “will,” “expect,” “anticipate,”’
“estimate,” or “continue” or the negative
thereof or other variations thereon or
comparable terminology. This Annual
Report contains forward-looking state-
ments regarding the expansion of our
gathering operations, our project develop-
ment schedules, our budgeted capital
expenditures, success of our drilling activ-
ities, our marketing plans and anticipated
volumes through our facilities and from
production activities that involve a num-
ber of risks and uncertainties, including
the composition of gas to be treated and
the drilling schedules and success of the
producers with acreage dedicated to our
facilities. In addition to the important fac-
tors referred to herein, numerous other
factors affecting our business generally
and in the markets for gas and NGLs in
which we participate, could cause actual
results to differ materially from our pro-
jections in this Annual Report.

Common Stock Statistics
Dividends

High Low Last Paid
2002
1st Quarter 37.50 28.22 37.22 0.05
2nd Quarter 39.98 36.10 37.40 0.05
3rd Quarter 36.41 27.34 31.25 0.05
4th Quarter 38.00 30.77 36.85 0.05
2001
1st Quarter 34,45 24.11 32.25 0.05
2nd Quarter 43.70 30.46 32.59 0.05
3rd Quarter 34.70 23.90 26.03 0.05
4th Quarter 35.65 25.01 32.32 0.05
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