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APPROACH PRODUCES REAL

LOOK AT THE RESULTS:

EV
ER

Y

DAY, WE PROVE THAT A THOUGHTFUL, RESULTS-DRIVEN

A
G

L
RESO

URCES CONTINUES TO NAVIGATE THE CHAOTIC ENERGY SECTOR
SUCCESSFU

LLY.

value



In recent years, we have built an industry reputation

as one of the nation’s most efficient operators of gas

distribution systems. In 2002, we enhanced that reputation

by raising customer satisfaction levels, continuing to invest

in technology and automation, and lowering our operating

costs. Pipeline replacement and environmental cleanup pro-

grams are on schedule, and we still look for ways to reduce

the ongoing costs of these programs.

We continue to produce value for shareholders and

customers, while living up to the obligations inherent

in being a regulated utility. In Georgia, we have imple-

mented a performance-based rate plan that rewards both

shareholders and customers for improved service

levels and higher returns on our capital investment.

We’re working with builders and developers to simplify

hookups to new homes. Programs include builder hotlines

and consolidated construction operations. We have also

automated numerous services to builders and developers

in Georgia. We have lowered third-party damages to our

pipelines by 25% in 2002 by having our Damage Prevention

Specialists work with contractors in the field. We have

significantly reduced our leak response time. We remain

committed to improving customer service—we never think

good is enough.

NATURAL GAS WE DISTRIBUTE.

W
E

DELIVER IT WITH EVERY CUBIC FOOT OF

DISTRIBUTION OPERATIONS

2002 EBIT

$224
M I L L I O N

Generating 91% of earnings before interest and taxes (EBIT), distribution
operations is the core of our business. We continue to invest in improve-
ments and technology that help our utilities deliver maximum value. In
2002, this strategy resulted in EBIT growth of more than 5% over 2001.
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For 2002, we said we would accelerate telecom to achieve

critical mass, and we did just that. We completed our 175-

mile fiber-optic network in metropolitan Atlanta, and signed

several contracts with large anchor customers. In December,

we expanded our operations by acquiring a 60-mile metro

area network in Phoenix to serve the growing needs of an

existing customer.

Despite the economic downturn and overcapacity in

the long-haul market, industry’s appetite for high band-

width remains. AGL Networks is well-positioned in our

current markets, with the ability to expand in selected cities

that meet our stringent criteria. Our portfolio of customers

includes carriers, enterprise clients and Internet

service providers.

Our “up-front payment” strategy has significantly

improved corporate cash flow and assures earnings stability

in the future, as we receive the majority of our cash up front,

with revenue and earnings recognized over the long-term

life of the contract.

SouthStar, our joint venture which markets natural gas

in Georgia under the trade name Georgia Natural Gas, main-

tained its leadership position in the Georgia retail market with

38% market share. The past year was marked by enhanced

customer care processes, reduced bad debt expense and

lowered customer care costs. Georgia Natural Gas contin-

ues to participate actively in public policy decision-making,

and we are heartened by positive recent develop-

ments in the state’s deregulation framework.

ENERGY INVESTMENTS

IT’S IN EVERY MILE

OF OUR DARK FIBER NETWORKS.

We continued to expand the foundation of AGL Networks in 2002,
setting the stage for a positive contribution to the bottom line in 2003.
We have agreed to expand our ownership interest in SouthStar, which
will enable us to enhance service to Georgia retail gas customers.R
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$24
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Our asset management business, Sequent Energy

Management, continued its focus in 2002 on cap-

turing value from underutilized assets in our portfolio.

Our controlled, disciplined approach to managing this

business resulted in continued growth of our asset man-

agement capabilities and expansion into producer serv-

ices. We also benefited from the dramatic withdrawal of

many of the larger merchant players, as a result of their

credit and corporate governance issues. The success of

our continued efforts in working the fundamentals and not

overreaching our capabilities is clearly seen in Sequent’s

2002 financial results.

Sequent moves natural gas in the eastern energy

market. Simply put, we use our utilities’ transportation,

storage, and other resources and those of others to find the

most price-efficient path from wellhead to market. Sequent

provides asset optimization, gas supply, and wholesale gas

marketing and risk management services to customers

including industrial users, utilities, marketers and gas pro-

ducers. In 2002, we focused on building our customer port-

folio to more than 100 parties while enhancing our risk

controls, particularly to ensure that our customers meet

stringent credit and liquidity requirements. We will leverage

the same low-risk, disciplined strategy used to build this

business and produce further growth in 2003.

ABILI
TY TO OPTIMIZE GAS FLOW

S.

W
E

IN

CREASE IT WITH OUR SKILLS IN LOGISTICS AND

O
U

R

WHOLESALE SERVICES

In 2002, our wholesale services business did not just weather the storm
of market volatility. Instead, we used that volatility as a competitive
advantage to gain market share and improve the earnings contribution
of this business by 40% over the previous year.
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U.S.  NATURAL GAS HUBS AND MAJOR PIPELINES 
(SOUTHERN AND EASTERN MARKETS)

NATURAL GAS FORWARD PRICES

Based on NYMEX Forward Pricing Curve for a two-year period.

The volatility of energy markets creates opportunities for Sequent to optimize 

our capacity and storage portfolio across several major trading hubs.

AS OF
JANUARY:  
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We create real in every business:value

Grew core earnings by 22%

Provided total return to shareholders of nearly 11%

Achieved all-time-high share price of $25.00

Grew distribution operations’ earnings by 5%

Achieved 40% EBIT growth in wholesale services

Stabilized and increased earnings from SouthStar Energy Services

Brought AGL Networks into commercial operation



DISTRIBUTION OPERATIONS

Atlanta Gas Light Company is the largest

natural gas distributor in the Southeast

and the second-largest in the United

States. It provides gas delivery service to

more than 1.5 million residential, com-

mercial and industrial customers through-

out Georgia.

Chattanooga Gas Company (CGC)

provides retail natural gas sales and

transportation services to approximately

60,000 customers in Hamilton County

and Bradley County, Tennessee. CGC

manages a natural gas pipeline system

that delivers approximately 20 billion

cubic feet of gas annually.

Virginia Natural Gas, Inc. (VNG)

provides natural gas service to more than

230,000 residential, commercial and indus-

trial customers in southeastern Virginia.

WHOLESALE SERVICES

Sequent Energy Management

(Sequent) is a Houston-based

energy company involved in

asset optimization, gas supply

services, wholesale energy

marketing and risk manage-

ment. Sequent manages sig-

nificant firm transportation

and storage capacity dedi-

cated to supplying natural

gas throughout the eastern

United States.

ENERGY INVESTMENTS

Retail Energy Marketing
SouthStar Energy Services,LLC (SouthStar)

is a joint venture partnership operating in

Georgia under the trade name Georgia

Natural Gas. The business markets natu-

ral gas to more than 550,000 customers in

Georgia and 300 industrial customers

throughout the Southeast. 

Telecommunications Infrastructure
AGL Networks LLC provides “last-mile”

fiber-optic connectivity and dark fiber

infrastructure solutions for telecommu-

nications service providers and business

customers in metropolitan Atlanta and

Phoenix. The company’s primary focus

is designing, constructing and manag-

ing fiber-optic networks in strategically

selected metropolitan areas.

Propane
AGL Resources owns an investment in

Heritage Propane, the fourth-largest

propane distributor in the United States.

O
U

R
B U S I N E S S E

S

AGL RESOURCES AT A GLANCE

2002

CORE 

EARNINGS

22%
G R O W T H

AGL Resources Inc. is a leading energy services holding company
whose principal business is natural gas distribution. Headquartered in
Atlanta, AGL Resources has supplemented its strong utility operations
by expanding into energy-related businesses—asset management
and last-mile telecommunications.
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In millions, except per share amounts and market price Calendar 2002 Calendar 2001 Change

Operating revenues $ 868.9 $ 847.1 3%
Net income $ 103.0 $ 91.3 13%
Core earnings* $ 103.0 $ 84.2 22%
Earnings per share

Basic $ 1.84 $ 1.67 10%
Diluted $ 1.82 $ 1.65 10%

Core earnings per share
Basic $ 1.84 $ 1.54 19%
Diluted $ 1.82 $ 1.53 19%

Average shares outstanding
Basic 56.1 54.8
Diluted 56.6 55.2

Market capitalization (year end) $1,377.8 $1,279.9 8%
Market price (year end, closing) $ 24.30 $ 23.02 6%
Total assets $ 3,742 $ 3,454 8%

*Core earnings is a non-GAAP measure of net income which excludes a one-time gain on the sale of an asset in 2001. (GAAP is defined as
accounting principles generally accepted in the United States of America.)

CORE EARNINGS
Dollars in millions

CORE EARNINGS PER SHARE 
Dollars

1.54

1.84

1.36

2000 2001 2002

84.2

103.0

2000 2001 2002

74.0
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TO THE SHAREHOLDERS OF AGL RESOURCES:

AGL Resources had a successful 2002. Yet in my

25 years in and around the energy business, I’ve never

been happier to see a year end. My generation of business

leaders will long remember 2002 as one of the most chal-

lenging and perplexing times in business history. Many of

the prominent companies in our industry experienced

significant financial distress, as did many blue-chip cor-

porations in the broader economy. The confluence of a

weak economy, anemic capital markets, high prices of pri-

mary energy sources, the loss of major energy-trading enti-

ties, regulatory and statutory reform, and the heightened

threat of worldwide conflict made for an extraordinarily

difficult year.

This challenging environment made our solid performance

particularly gratifying. Despite tremendous industry and

market upheaval in 2002, AGL Resources emerged stronger

and more financially sound than ever. We did a lot of things

right last year. Nevertheless, we are part of an industry that

faces significant underlying issues. AGL Resources will remain

disciplined and vigilant to avoid the mistakes made by many

of our peers. I remind our executives that the enemy of

good is not evil; it is complacency and overconfidence.

We must not let our success cloud our judgment

about what risks we—and our shareholders—are

willing to accept.

You may remember that in last year’s annual report, we said

the value was “here” at AGL Resources. That message

remains relevant this year. The value is still here—it has only

been partially realized as investors have been attracted to

our story. While industry dynamics have grown more com-

plex, AGL Resources’ commitment to its stakeholders

hasn’t changed. We will provide better value and service to

our customers while generating sustainable returns for our

shareholders. We still focus relentlessly on fundamentals.

We still come to work every day and ask ourselves how we

are creating real long-term value for you.

Last year, these efforts produced record-setting results. In

2002, AGL Resources

● achieved record core earnings of $1.84 per share, which

represents an increase of 19% over 2001 and a compound

annual growth rate of approximately 16% since 2000

● reached an all-time-high share price of $25.00 in Decem-

ber and finished the year at $24.30, approximately 6%

above our 2001 closing price

R
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REA

L

P
E

R
SI

ST
EN
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WORK, CLEAR THINKING. WE CONTINUE
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D
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E

LETTER TO SHAREHOLDERS
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● produced a total return to shareholders of 10.7%, signifi-

cantly outperforming both the S&P 500 (down 22.1%) and

our comparative peer group index (up 2.0%)

● reached regulatory agreements that provide stability and

predictability in our utility operations

● placed our metro area dark fiber telecommunications net-

works into operation in Atlanta and Phoenix

● increased our asset management activities at Sequent

Energy Management (Sequent)

● sustained our retail customer base in Georgia, where

we remain the state’s largest marketer of natural gas

through our joint venture, SouthStar Energy Services,

LLC (SouthStar)

Delivering on Our Promises

The goals we set for ourselves that were described in last

year’s report were:

● IMPROVE EARNINGS

● CHANGE THE REGULATORY PARADIGM

● ACCELERATE TELECOMMUNICATIONS 

We asked the investment community to watch our progress

as we worked toward these goals, and I am proud to say that

we accomplished all three. We were able to do so because

our employees continued to raise the bar on productivity,

process improvements and value creation. In each of our

business units, we made measurable progress by paying

particular attention to the fundamentals and by capitalizing

on opportunities others may have seen as obstacles.

In 2002, each of our business segments demonstrated the

ability to make solid, sustainable contributions to the bottom

line. The consolidated result is that our EBIT rose 4% to

more than $247 million. Net income for the year increased

13% to $103.0 million, or $1.84 per share. 

Distribution Business Provides Solid, 
Predictable Value 

The distribution operations business remains the backbone

of our company. In 2002, it produced approximately 91% of

EBIT. This business is about location, location, location. We

have a solid customer base in a region of vibrant population

growth. As a result, our base business has relatively pre-

dictable earnings and cash flows despite weakness in the

U.S. economy.

13
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We reached several milestones in our 2002 goal to change

the regulatory paradigm under which our utilities operate.

We are extremely appreciative of the progressive attitude

and cooperative environment we enjoy in all the states in

which we are regulated.

● In Georgia, we reached a rate case settlement that cre-

ated immediate value for our customers, while providing

appropriate incentives for us to grow the business and

maximize returns. For the first time, our Georgia utility,

Atlanta Gas Light Company, received authorization to

implement a performance-based rate (PBR) plan. The

earnings impact of the $10 million revenue reduction

ordered by the Georgia Public Service Commission was

mostly offset by a change in the way we calculate depre-

ciation. This PBR plan provides that we will share earnings

with our customers when we achieve a return on equity

above 12%.

● Our Virginia utility, Virginia Natural Gas, gained approval

from the Virginia State Corporation Commission (VSCC)

for a weather normalization adjustment (WNA), which we

implemented in November 2002. It provides price stabil-

ity for consumers while protecting company earnings

from the asymmetric effects of weather. In conjunction

with the WNA, we agreed to postpone any general rate

case filing until 2004.

● Also in Virginia, we have provided refunds of more than

$1 million in both 2001 and 2002, pursuant to an asset

management arrangement authorized by the VSCC. In

Georgia, we contributed nearly $5 million to the Universal

Service Fund. We have agreements that allow us to con-

tinue to create value for our customers and shareholders

from our pipeline and storage assets.

● In Tennessee, we continue regulatory discussions to

reduce gas supply portfolio volatility for our Chattanooga

Gas Company customers. Chattanooga’s LNG facility has a

Federal Energy Regulatory Commission limited certificate,

which places safety issues under the Office of Pipeline

Safety. This clarification should provide valuable interstate

operating flexibility in our LNG operations in the future.

With this new near-term regulatory certainty, we can focus

on maximizing our returns at each utility. We can provide

the resulting benefits to customers in each jurisdiction. In

short, we have achieved the balance between productivity

improvements for our customers and ensuring that share-

holders realize the benefits of our improved operations. We

anticipate being able to operate competitively at currently

authorized rate levels until at least 2004. We believe the

regulatory compacts we have achieved provide one of the

most stable and balanced frameworks available to utilities

anywhere in the U.S.

In resolving these important regulatory issues, we never

lost sight of our operations goal: to provide safe, reli-

able, high-quality service to our customers. In 2002, AGL

Resources again accomplished the difficult task of lower-

ing operations and maintenance costs per customer

while improving service levels. The highlights featured on

the “Distribution Operations” page are a testimony to

our achievements. 
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TOTAL RETURNS
Periods ending December 31, 2002

DESP ITE  THE  TURMOIL  IN  BOTH THE ENERGY SECTOR AND
THE BROAD MARKET,  AGL RESOURCES HAS CONTINUED TO
OUTPACE THE COMPARATIVE INDUSTRY PEER GROUP AS WELL
AS THE S&P 500 OVER THE PAST THREE YEARS.

* LDC index includes 11 natural gas utilities with characteristics similar to AGL Resources.

2.04%

10.70%

–22.10%

0.40%

21.20%

–31.30%

27.70%

66.70%

–37.60%

AGL RESOURCES

LDC INDEX*

S&P 500
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Asset Optimization Adds Incremental Value

The focus on fundamentals I mentioned earlier can be seen

in every part of our business. For example, since late 2000,

natural gas pricing has experienced unprecedented vola-

tility. In addition, major energy-trading companies faced

tremendous pressure to reform their business practices.

Against this backdrop, Sequent occupies a narrow niche. Its

role is to capture value from idle or underutilized energy

assets, typically by participating in transactions that balance

the needs of various markets and time horizons. Sequent

also aggregates gas from other marketers and producers

and sells it to third parties. In addition, Sequent bundles this

commodity with transportation and storage services, and

redelivers a short- and long-term transported commodity.

We remain committed to this business because it comple-

ments our base utility operations and adds incremental

value to the bottom line. While “trading” has been discred-

ited in many circles, asset management remains a valuable

service in the marketplace. Strong intermediaries, like

Sequent, facilitate the physical flow of gas to core markets.

We now have more than 120 counterparties with an average

credit rating of BBB+ for whom we provide these critical

services. None of those counterparties defaulted in 2002, a

tremendous achievement when credit downgrades per-

vaded the energy sector.

In 2002, Sequent contributed EBIT of $9.1 million, about 40%

higher than in 2001, again demonstrating the importance of

this business in achieving our outstanding earnings results.

This is also a prime example of filling a need for our com-

pany — optimizing existing but underutilized assets — and

creating a revenue-producing business unit that can signifi-

cantly add to the corporate bottom line. In 2003, we will

continue to grow around our existing assets, seeking new

opportunities for growth while solving operational needs. 

AGL Networks Up and Running

The third goal for 2002 was acceleration of the development

of our last-mile infrastructure and dark fiber solution busi-

ness. I am pleased to report that we completed our Atlanta

fiber network after purchasing the majority of the assets out

of bankruptcy from ACSI Network Technologies, Inc. We

signed several last-mile deals with major telecommunica-

tions and Fortune 500 enterprise customers. Our future

growth in Atlanta will depend on expanding our sales capa-

bilities, since we still have more than 90% of the overall

capacity available to market. 

Occasionally, the purchase of distressed assets or the pursuit

of major contracts leads us to something that broadens our

business model. That’s been the case with our expansion of

AGL Networks into other metropolitan areas. One of our

anchor tenants on the Atlanta network asked us to provide

similar services in the Phoenix market. We acquired the

capacity needed to serve this customer out of bankruptcy at

a substantial discount and have opened an AGL Networks

office in Phoenix to market the remainder of the capacity.

We continue to see opportunity in the telecommunica-

tions sector, despite recent headlines and credit down-

grades for major telecommunications companies. Just as

with Sequent, AGL Networks is a niche player—we have a

well-defined business model, talented leaders, and one of

the few networks featuring a monitoring system that imme-

diately warns of network faults or redundancy problems,

and precisely pinpoints their cause. In 2003 we will use that

expertise and business model to expand our customer base

and earnings.

SouthStar

Since the close of 2002, we’ve met more milestones. In late

January 2003, we reached an agreement with Dynegy to

buy its 20% stake in our SouthStar joint venture, which oper-

ates in Georgia as Georgia Natural Gas. When the trans-

action closes, we will own a noncontrolling 70% financial

interest, with Piedmont Natural Gas owning the remaining

30%. As part of the agreement, we also have dismissed the

breach-of-contract lawsuit filed against Dynegy in July 2001.

The effective resolution of the Dynegy lawsuit will enable

us to focus on enhancing our customers’ experience with

Georgia Natural Gas.

The news you did not read in 2002 was about AGL Resources

making a significant acquisition. We remain strongly com-

mitted to acquiring new businesses and convinced that our

business model will enable us to achieve synergies through

15



consolidation of other properties. However, industry valu-

ations in 2002 did not justify acquisitions that could provide

the appropriate near-term earnings accretion and long-

term value. 

Investing Our Energy in Technology

One of our brightest achievements in 2002 was the success

of our technology efforts. Through continued investment in

technology, we have accelerated business transformations

and increased efficiency levels. Software and hardware

advancements, along with significant process improvements

enabled by technology, allow us to close our accounting

books within five days of month’s end. Management receives

more transparent and detailed financial and operational

information, allowing for timelier decision-making. Enhanced

operational software makes interaction with vendors and

construction teams more efficient and cost effective, while

giving us better analytical information.

The cost of maintaining technology in today’s business

environment is and will remain significant. Our technol-

ogy investment is paying off—it has enabled us to antici-

pate and respond to the needs of our businesses. It’s just

one more way we are distinguishing ourselves as an indus-

try leader.

Strong, Sustainable Financial Performance

One of our goals for 2003 is to continue to strengthen our

financial profile. In February 2003, we completed a $137 mil-

lion equity offering. The proceeds from the offering were

used to reduce debt and add financial flexibility. We recog-

nize the strategic value of a strong balance sheet and are

absolutely committed to maintaining our solid investment-

grade ratings. The equity offering went extremely well—we

have an interesting and timely story to tell institutional

investors. Dick O’Brien, our chief financial officer, and I met

with more than 100 investors this past year and discussed

our goals for 2003, which I outline on page 17 of this report.

We also shared with many of them the culture we are build-

ing at AGL Resources: a culture based on honesty; to seek

value; to work “inside the lines”; and finally, to have a

generosity of spirit. It’s a great story to tell.

The Board of Directors and the management team at AGL

Resources continue to stay on top of the current issues sur-

rounding corporate governance, and continue to respond

as appropriate. Many of our policies and procedures were

in place long before these issues were thrust into the

national spotlight. AGL Resources is fortunate to have a

Board of Directors that is deeply engaged in our business.

Your Board understands the details of the businesses and

participates vigorously in fashioning the long-term strategy

of your company. 

The Value Proposition

Our solid achievements over the past year are the direct

result of our deliberate efforts and actions. Success, espe-

cially in difficult environments, does not happen by acci-

dent. We were able to achieve our goals in 2002 because of

the hard work and dedication of the talented men and

women who make up the AGL Resources team. On behalf

of all of us, we appreciate your continued support and

investment in AGL Resources. In return, we will relentlessly

pursue opportunities to create value for you and maximize

the return on that investment. The goals I have set forth in

this report and have shared with our employees for 2003 all

have one thread that ties them together: value. Flawless

execution of our business, continued growth around exist-

ing assets, a strengthened financial base and creating a

compelling demand for our services—each of these will add

value to and strengthen our company. We will continue to

think smarter, work harder and contribute more to our

shareholders, customers, communities and employees. We

will look for all the possibilities.

Every day, we’re working hard to show you the real value is

still here at AGL Resources.
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Here is where we’ll seek value in 2003:

A LOOK AHEAD

VALUE

’03
Strengthen ourselves financially
We will take significant steps to improve our balance sheet and credit rating. We
will seek to enhance our share price by continuing to produce earnings growth that
outpaces our competitors and industry peers.F

O
C

U
S

VALUE

’03
Grow around our existing assets
We will expand the size and scale of our company through a combination of growth
opportunities related to our current energy asset base, and strategic acquisitions of
key energy and telecom assets that fit our stringent investment criteria.F

O
C

U
S
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VALUE

’03
Execute flawlessly in every business segment
By choosing the right people for the right jobs and reacting quickly to market and
industry forces, we will continue to achieve positive regulatory advancements,
improve systems’ operation, identify and act on viable business targets earlier, and
avoid the one-time negatives that can mar the fiscal bottom line.

F
O

C
U

S

VALUE

’03
Demonstrate a compelling proposition for our stakeholders
We will seek to grow shareholder value by creating economic development oppor-
tunities in our service area; investing in our communities; creating innovative,
top-tier solutions for our customers; and rewarding our employees for doing so.F

O
C

U
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GLOSSARY OF KEY TERMS

A

ABO : Accumulated benefit obligation

AGLC : Atlanta Gas Light Company 

AGL Capital : AGL Capital Corporation

AGL Networks : AGL Networks, LLC

AGL Resources : AGL Resources Inc. and its subsidiaries

AGSC : AGL Services Company

C

Calendar 2002 : The 12 months ended December 31, 2002 

Calendar 2001 : The 12 months ended December 31, 2001 

Calendar 2000 : The 12 months ended December 31, 2000 

Calendar 1999 : The 12 months ended December 31, 1999 

Calendar 1998 : The 12 months ended December 31, 1998 

CGC : Chattanooga Gas Company 

Core earnings : A non-GAAP measure of net income excluding

significant gains or losses on the sale or disposal of assets and/or

subsidiaries, identified in this report; as an indicator of AGL

Resources’ operating performance or liquidity, core earnings should

not be considered an alternative to, or more meaningful than, net

income or cash flow as determined in accordance with GAAP

Corporate : Nonoperating segment, which includes AGSC and

AGL Capital 

Credit Facility : Credit agreements supporting AGL Resources’

commercial paper program 

D

Distribution operations : Segment that includes AGLC, VNG

and CGC

E

EBIT : A non-GAAP measure of earnings before interest and

taxes — includes other income; as an indicator of AGL Resources’

operating performance or liquidity, EBIT should not be consid-

ered an alternative to, or more meaningful than, net income or

cash flow as determined in accordance with GAAP

EITF : Emerging Issues Task Force

Energy investments : Segment that includes AGL Resources’

investment in SouthStar, its investment in US Propane (and its invest-

ment in Heritage), AGL Networks and certain other companies

ERC : Environmental response cost

F

FASB : Financial Accounting Standards Board

FERC : Federal Energy Regulatory Commission

Fiscal 2001 : The 12 months ended September 30, 2001 

Fiscal 2000 : The 12 months ended September 30, 2000 

Fiscal 1999 : The 12 months ended September 30, 1999 

Fiscal 1998 : The 12 months ended September 30, 1998 

G

GAAP : Accounting principles generally accepted in the United

States of America

GPSC : Georgia Public Service Commission 

H

Heritage : Heritage Propane Partners, L.P.

L

LIBOR : London Interbank Offered Rate

M

Marketers : GPSC-certificated marketers selling retail natural

gas in Georgia

MGP : Manufactured gas plants

O

OCI : Other comprehensive income

P

PBR : Performance-based rate plan

PGA : Purchased gas adjustment

Propane transaction : A series of transactions during the fourth

quarter of fiscal 2000 involving AGL Resources’ propane operations

PRP : Pipeline replacement program

PUHCA : Public Utility Holding Company Act of 1935, as amended

R

RMC : Management’s Risk Management Committee

S

SEC : Securities and Exchange Commission

Sequent : Sequent Energy Management, LP 

SFAS : Statement of Financial Accounting Standards

SFV : Straight fixed variable rate design, which spreads AGLC’s

delivery service revenue evenly throughout the year

SouthStar : SouthStar Energy Services, LLC 

T

TRA : Tennessee Regulatory Authority

Transition period : The three months ended December 31, 2001

U

USF : Universal Service Fund

US Propane : US Propane LLC

Utilipro : Utilipro Inc., a former customer care subsidiary that

was sold in the second quarter of fiscal 2001

V

VaR : Value at risk

VNG : Virginia Natural Gas, Inc.

VSCC : Virginia State Corporation Commission

W

Wholesale services : Segment that consists of Sequent 

WNA : Weather normalization adjustment
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APB

APB 25 : Accounting Principles Board Opinion No. 25,

“Accounting for Stock Issued to Employees”

ARB

ARB 51 : Accounting Research Bulletin No. 51, “Consolidated

Financial Statements”

EITF

EITF 98-10 : EITF Issue No. 98-10, “Accounting for Contracts

Involved in Energy Trading and Risk Management Activities”

EITF 99-2 : EITF Issue No. 99-2, “Accounting for Weather 

Derivatives”

EITF 99-19 : EITF Issue No. 99-19, “Reporting Revenue Gross as

a Principal versus Net as an Agent”

EITF 00-17 : EITF Issue No. 00-17, “Measuring the Fair Value of

Energy-Related Contracts in Applying Issue No. 98-10”

EITF 02-03 : EITF Issue No. 02-03, “Accounting for Contracts

Involved in Energy Trading and Risk Management Activities”

FASB

FASB Interpretation 45 : FASB Interpretation No. 45, “Guaran-

tor’s Accounting and Disclosure Requirements for Guarantees,

Including Indirect Guarantees of Indebtedness of Others”

FASB Interpretation 46 : FASB Interpretation No. 46, “Consol-

idation of Variable Interest Entities”

SFAS

SFAS 5 : SFAS No. 5, “Accounting for Contingencies”

SFAS 71 : SFAS No. 71, “Accounting for the Effects of Certain

Types of Regulation”

SFAS 87 : SFAS No. 87, “Employers’ Accounting for Pensions”

SFAS 109 : SFAS No. 109, “Accounting for Income Taxes”

SFAS 123 : SFAS No. 123, “Accounting for Stock-Based 

Compensation”

SFAS 133 : SFAS No. 133, “Accounting for Derivative Instru-

ments and Hedging Activities”

SFAS 138 : SFAS No. 138, “Accounting for Certain Derivative

Instruments and Certain Hedging Activities”

SFAS 141 : SFAS No. 141, “Business Combinations”

SFAS 142 : SFAS No. 142, “Goodwill and Other Intangible

Assets”

SFAS 143 : SFAS No. 143, “Accounting for Asset Retirement

Obligations”

SFAS 144 : SFAS No. 144, “Accounting for the Impairment or

Disposal of Long-Lived Assets”

SFAS 148 : SFAS No. 148, “Accounting for Stock-Based 

Compensation — Transition and Disclosure”

REFERENCED ACCOUNTING STANDARDS
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SELECTED FINANCIAL DATA

Dollars and shares in millions, except per share amounts Calendar 2002 Transition Period Fiscal 2001 Fiscal 2000 Fiscal 1999 Fiscal 1998

Income statement and earnings reinvested data
Operating revenues $ 868.9 $ 201.0 $ 940.9 $ 607.4 $1,070.7 $1,340.1
Cost of sales 268.2 49.1 327.3 111.9 544.7 796.0

Operating margin 600.7 151.9 613.6 495.5 526.0 544.1
Operating expenses

Operation and maintenance 274.1 68.1 267.2 247.8 268.2 278.0
Depreciation and amortization 89.1 23.2 100.0 83.2 78.8 71.1
Taxes other than income taxes 29.3 6.0 32.8 26.7 24.4 27.4

Total operating expenses 392.5 97.3 400.0 357.7 371.4 376.5
Operating income 208.2 54.6 213.6 137.8 154.6 167.6
Other income 38.8 7.7 22.6 28.2 18.0 12.9
EBIT 247.0 62.3 236.2 166.0 172.6 180.5
Interest expense and preferred stock dividends 86.0 23.8 97.4 57.7 59.1 61.1
Earnings before income taxes 161.0 38.5 138.8 108.3 113.5 119.4
Income taxes 58.0 13.6 49.9 37.2 39.1 38.8
Net income 103.0 24.9 88.9 71.1 74.4 80.6
Common dividends paid 60.5 14.9 58.6 59.8 62.1 61.5
Other 0.1 0.2 0.5 0.2 0.1 —
Earnings reinvested $ 42.4 $ 9.8 $ 29.8 $ 11.1 $ 12.2 $ 19.1
Net income $ 103.0 $ 24.9 $ 88.9 $ 71.1 $ 74.4 $ 80.6
Gain on sale of Utilipro — — (7.1) — — —
Gain on propane transaction — — — (10.7) — —
Corporate reorganization — — — 6.2 — —
Marketer billing issues — — — 2.0 — —
Gain on sale of joint venture interest — — — — (22.3) —
Write-down on impaired assets — — — — — 8.5
Core earnings $ 103.0 $ 24.9 $ 81.8 $ 68.6 $ 52.1 $ 89.1
Common stock data
Weighted average shares outstanding—basic 56.1 55.3 54.5 55.2 57.4 57.0
Weighted average shares outstanding—diluted 56.6 55.6 54.9 55.2 57.4 57.1
Earnings per share—basic $ 1.84 $ 0.45 $ 1.63 $ 1.29 $ 1.30 $ 1.41
Earnings per share—diluted $ 1.82 $ 0.45 $ 1.62 $ 1.29 $ 1.29 $ 1.41
Earnings per share—core $ 1.84 $ 0.45 $ 1.50 $ 1.24 $ 0.91 $ 1.56
Dividends per share $ 1.08 $ 0.27 $ 1.08 $ 1.08 $ 1.08 $ 1.08
Dividend payout ratio 58.7% 60.0% 66.3% 83.7% 83.1% 76.6%
Book value per share 1 $ 12.52 $ 12.41 $ 12.20 $ 11.49 $ 11.58 $ 11.42
Market value per share 2 $ 24.30 $ 23.02 $ 19.97 $ 20.08 $ 16.25 $ 19.37
Balance sheet data 1

Total assets $3,742.0 $3,454.3 $3,368.1 $2,587.9 $2,587.6 $2,645.7
Long-term liabilities and deferred credits $ 701.9 $ 670.6 $ 710.8 $ 768.3 $ 806.5 $ 800.4
Capitalization

Long-term debt (excluding current portion) 767.0 797.0 845.0 590.0 610.0 660.0
Subsidiaries’ obligated mandatorily 

redeemable preferred securities 227.2 218.0 219.9 74.3 74.3 74.3
Common shareholders’ equity 710.1 690.1 671.4 620.9 661.5 654.1

Total capitalization $1,704.3 $1,705.1 $1,736.3 $1,285.2 $1,345.8 $1,388.4
Financial ratios 1

Capitalization
Long-term debt 45.0% 46.7% 48.7% 45.9% 45.3% 47.5%
Subsidiaries’ obligated mandatorily 

redeemable preferred securities 13.3% 12.8% 12.6% 5.8% 5.5% 5.4%
Common shareholders’ equity 41.7% 40.5% 38.7% 48.3% 49.2% 47.1%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Return on average common shareholders’ equity 14.7% 14.6% 13.8% 11.1% 11.3% 12.6%
1 As of December 31, 2002 and 2001, and September 30, 2001 through 1998, respectively. 
2 December 31, 2002 and 2001, and September 30, 2001 through 1998 closing market prices, respectively.
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Cautionary Statement Regarding 
Forward-looking Statements

AGL Resources’ reports, filings and other public announcements

often include statements reflecting assumptions, expectations,

projections, intentions or beliefs about future events. These

statements, which may relate to such matters as future earnings,

growth, supply and demand, costs, subsidiary performance, new

technologies and strategic initiatives, are “forward-looking state-

ments” within the meaning of the federal securities laws. These

statements do not relate strictly to historical or current facts, and

you can identify certain of these statements, but not necessar-

ily all, by the use of the words “anticipate,” “assume,” “indicate,”

“estimate,” “believe,” “predict,” “forecast,” “rely,” “expect,”

“continue,” “grow” and other words of similar meaning.

Although AGL Resources believes that the expectations and

assumptions reflected in these statements are reasonable in view

of the information currently available, there can be no assurance

that these expectations will prove to be correct. These forward-

looking statements involve a number of risks and uncertainties.

Actual results may differ materially from the results discussed in

the forward-looking statements. In addition to the risks dis-

cussed herein and in AGL Resources’ periodic reports, the fol-

lowing are among the important factors that could cause actual

results to differ materially from the forward-looking statements:

● changes in industrial, commercial and residential growth in the

service territories of AGL Resources

● changes in price, supply and demand for natural gas and

related products

● impact of changes in state and federal legislation and regula-

tion, including orders of various state public service commis-

sions and the FERC on the gas and electric industries and on

AGL Resources, including AGLC’s PBR plan

● the ultimate impact of the Sarbanes-Oxley Act of 2002 and any

future changes in accounting regulations or practices in gen-

eral with respect to public companies, the energy industry or

in AGL Resources’ operations specifically 

● the enactment of new accounting standards by the FASB or

the SEC that could impact the way AGL Resources records

revenues, assets and liabilities, which could lead to impacts on

reported earnings or increases in liabilities, which in turn could

affect AGL Resources’ reported results of operations

● market changes due to Georgia’s Natural Gas Consumers

Relief Act of 2002

● effects and uncertainties of deregulation and competition, par-

ticularly in markets where prices and providers historically have

been regulated; unknown issues following deregulation such

as the stability of Marketers and unknown risks related to non-

regulated businesses, including risks related to energy market-

ing and risk management

● concentration of credit risk in Marketers

● excess high-speed network capacity, and demand for dark

fiber in metro network areas

● market acceptance of new technologies and products, as well

as the adoption of new networking standards

● ability to negotiate new fiber-optic contracts with telecommu-

nications providers for the provision of AGL Networks’ dark

fiber services

● utility and energy industry consolidation

● performance of equity and bond markets and the impact on

pension funding costs  

● impact of acquisitions and divestitures

● direct or indirect effects on AGL Resources’ business, financial

condition or liquidity resulting from a change in its credit rating

or the credit rating of its counterparties or competitors

● interest rate fluctuations, financial market conditions and gen-

eral economic conditions

● uncertainties about environmental issues and the related

impact of such issues

● impact of changes in weather upon the temperature-sensitive

portions of the business

● impact of litigation

● impact of changes in prices on the margins achievable in the

unregulated retail gas marketing business

Nature of Our Business

AGL Resources is a registered public utility holding company

that manages its business in three operating segments and one

nonoperating segment.

On September 20, 2001, the Board of Directors of AGL

Resources Inc. elected to change AGL Resources’ fiscal year end

from September 30 to December 31 effective October 1, 2001.

The financial statements and related footnote information for the

three months ended December 31, 2001 (defined as the “transi-

tion period”) have been presented herein.
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DISTRIBUTION OPERATIONS 

Distribution operations includes the results of operations and

financial condition of AGL Resources’ three natural gas local 

distribution companies: AGLC, VNG and CGC. AGLC conducts

its primary business, the distribution of natural gas, throughout

most of Georgia. VNG distributes and sells natural gas in south-

eastern Virginia. CGC distributes and sells natural gas in the

Chattanooga area of Tennessee. The GPSC regulates AGLC; the

VSCC regulates VNG; and the TRA regulates CGC. The GPSC,

the VSCC and the TRA regulate distribution operations with

respect to rates, maintenance of accounting records and various

other service and safety matters.

Effective October 1, 2000, AGL Resources acquired all the out-

standing common stock of VNG, a wholly owned subsidiary of

Consolidated Natural Gas Company and an indirect subsidiary of

Dominion Resources, Inc. (DRI). The purchase price of approxi-

mately $535 million, paid in cash, included approximately $7.5 mil-

lion in working capital. The acquisition was accounted for as 

a purchase for financial accounting purposes, and as a result

VNG’s operations were consolidated with those of AGL Resources

beginning October 1, 2000. The excess purchase price of 

$183.6 million over the fair value of the assets acquired and liabil-

ities assumed was allocated to goodwill, which was initially being

amortized using a life of 40 years. Effective October 1, 2001, AGL

Resources adopted SFAS 142, and as a result, this goodwill is not

amortized during the transition period and calendar 2002.

WHOLESALE SERVICES 

Wholesale services includes the results of operations and finan-

cial condition of Sequent, AGL Resources’ asset optimization,

gas supply services, and wholesale marketing and risk manage-

ment subsidiary. Asset optimization focuses on capturing the

value from idle or underutilized assets, typically by participating

in transactions that balance the needs of varying markets and

time horizons.

Although Sequent is a nonregulated business, some of its under-

lying assets are regulated. Under varying agreements and prac-

tices, Sequent acts as asset manager and/or gas manager for AGL

Resources’ regulated utilities. Sequent aggregates gas from other

marketers and producers and sells to third parties. In addition,

Sequent bundles commodity with transportation and redelivers

short-term and long-term transported commodity. The VSCC

approved an asset management agreement that provides for a

sharing of profits between Sequent and VNG’s customers. 

Sequent and CGC have an agreement whereby Sequent pays

CGC’s ratepayers an annual fee for the right to act as CGC’s

asset manager. Sequent also operates as asset manager for

AGLC. By statute, earnings from capacity release transactions

are required to be shared 90% with Georgia’s USF. By GPSC

order, net margin earned by Sequent, for transactions involving

AGLC assets other than capacity release, is required to be

shared 50/50 with Georgia’s USF.

ENERGY INVESTMENTS 

Energy investments includes AGL Resources’ investments in

SouthStar, US Propane, the results of operations and financial

condition of AGL Networks, and Utilipro through the date of sale.

Effective March 2, 2001, AGL Resources sold substantially all the

assets of Utilipro, which engaged in the sale of integrated cus-

tomer care solutions and billing services to energy marketers in

the United States, to Alliance Data Systems Corporation for

$17.9 million, resulting in a pretax and aftertax gain of $10.9 mil-

lion and $7.1 million, respectively.

As of December 31, 2002, SouthStar was a joint venture in which

a subsidiary of AGL Resources was a 50% owner; a subsidiary of

Piedmont Natural Gas Company was a 30% owner; and a sub-

sidiary of Dynegy Holdings Inc. was a 20% owner (collectively

the Owners). Although AGL Resources owned 50% of SouthStar,

it did not have a controlling interest as most matters of signifi-

cance require the unanimous vote of each Owner’s representa-

tive to the governing board of SouthStar. SouthStar offers a

combination of unregulated energy products and services to

industrial, commercial and residential customers in the south-

eastern United States. SouthStar was formed and began mar-

keting energy services in Georgia, under the trade name

Georgia Natural Gas, in 1998 when that state became fully open

to retail natural gas competition.

On January 24, 2003, AGL Resources announced that its wholly

owned subsidiary had reached an agreement to purchase the

Dynegy Holdings Inc. 20% ownership interest in SouthStar. The

transaction is expected to close in March 2003, subject to a num-

ber of approvals, including clearance by the GPSC. Upon clos-

ing, AGL Resources’ subsidiary will own a noncontrolling 70%

financial interest in SouthStar, with Piedmont Natural Gas Com-

pany owning the remaining 30%. The purchase agreement stipu-

lates that Dynegy Marketing and Trade will no longer provide

asset management and gas procurement and supply services for

SouthStar. This relationship will be terminated on January 31,
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2003, and SouthStar will assume the asset manager role and any

litigation related to this agreement will be dismissed.

The Owners of SouthStar have entered into a capital contribu-

tion agreement that requires each Owner to contribute addi-

tional capital to SouthStar to pay invoices for goods and

services received from any vendor that is affiliated with an

Owner whenever funds are not otherwise available to pay those

invoices. The capital contributions to pay affiliated vendor

invoices are repaid as funds become available, but repayment is

subordinated to SouthStar’s revolving line of credit with financial

institutions. There was no activity related to the capital contribu-

tion agreement during calendar 2002.

AGL Resources owns 22.36% of the limited partnership interests

in US Propane and 22.36% of the limited liability company that

serves as US Propane’s general partner. The other limited part-

ners are subsidiaries of TECO Energy, Inc., Piedmont Natural Gas

Company and Atmos Energy Corporation. These other compa-

nies also are owners of US Propane’s general partner. US Propane

owns all the general partnership interests directly or indirectly

and approximately 29% or 4,641,282 common units of the limited

partnership interests in Heritage (NYSE: HPG), a marketer of

propane through a nationwide retail distribution network. Her-

itage competes with electricity, natural gas and fuel oil providers,

as well as with other companies in the retail propane distribution

business. The propane business, like the natural gas business, 

is seasonal, with weather conditions significantly affecting

demand. AGL Resources recognized a pretax and aftertax gain

of $13.1 million and $10.7 million, respectively, during August

2000 in connection with the formation of US Propane.

The limited partnership agreement of US Propane requires that,

in the event of liquidation, all limited partners would be required

to restore capital account deficiencies, including any unsatisfied

obligations of the partnership. AGL Resources’ maximum capital

account restoration would be $13.6 million. Currently AGL

Resources’ capital account is positive. Management believes

that the occurrence of US Propane’s liquidation is not probable

and, accordingly, no liability is recorded.

AGL Networks serves the demand for high-speed network

capacity in metropolitan areas within the United States. Under a

certificate of authority from the GPSC, AGL Networks owns and

operates a 175-mile fiber network and provides last-mile conduit 

and dark fiber infrastructure solutions to a variety of customers in

metro Atlanta, including local, regional and national telecommu-

nications companies; wireless service providers; educational

institutions; and other commercial entities. Additionally, AGL

Networks owns and operates a 60-mile fiber network in Phoenix,

serving the central business district, midtown and the airport

area. Conduit and dark fiber is typically provided to these cus-

tomers under lease arrangements with term lengths that vary

from 3 to 20 years. In addition to conduit and dark fiber leasing,

AGL Networks provides turnkey telecommunications network

construction services. AGL Networks has also entered into back-

to-back lease and fiber exchange arrangements in St. Louis, MO,

Kansas City, MO and Richmond, VA. AGL Networks has con-

tracted for last-mile dark fiber in these cities on behalf of a cus-

tomer. These arrangements are dedicated to the customer and

AGL Networks is fully compensated for the costs of such leases.

CORPORATE 

Corporate includes the results of operations and financial condi-

tion of AGL Resources’ nonoperating business units, including

AGSC and AGL Capital. AGSC is a service company established

in accordance with PUHCA. AGL Capital was established to

finance the acquisition of VNG; refinance existing short-term

debt; and provide for the ongoing financing needs of AGL

Resources through a commercial paper program, the issuance of

various debt and hybrid securities, and other financing mecha-

nisms. All operating expenses and interest costs associated with

AGSC and AGL Capital are allocated to the operating segments

in accordance with PUHCA. The corporate segment also includes

intercompany eliminations for transactions between operating

business segments.

Critical Accounting Policies

The selection and application of critical accounting policies is an

important process that has progressed as AGL Resources’ business

activities have evolved and as a result of new accounting pro-

nouncements. Accounting rules generally do not involve a selec-

tion among alternatives, but rather involve an implementation and

interpretation of existing rules and the use of judgment as to the

specific set of circumstances existing in AGL Resources’ business.

Each of the critical accounting policies involves complex situations

requiring a high degree of judgment either in the application and

interpretation of existing literature or in the development of esti-

mates that impact AGL Resources’ financial statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

AGL Resources Inc.

25

REGULATORY ACCOUNTING

Transactions within distribution operations are accounted for

according to the provisions of SFAS 71. The application of this

accounting policy allows distribution operations to defer expenses

and income in the consolidated balance sheets as regulatory

assets and liabilities when it is probable that those expenses and

income will be allowed in the rate-setting process in a period dif-

ferent from the period in which they would have been reflected

in the statements of consolidated income of an unregulated

company. These deferred regulatory assets and liabilities are then

recognized in the statement of consolidated income in the period

in which the same amounts are reflected in rates.

If any portion of distribution operations ceased to continue to

meet the criteria for application of regulatory accounting treat-

ment for all or part of its operations, the regulatory assets and 

liabilities related to those portions ceasing to meet such criteria

would be eliminated from the consolidated balance sheet and

included in the statement of consolidated income for the

period in which the discontinuance of regulatory accounting

treatment occurred.

Pipeline Replacement AGLC has recorded a long-term liability

of $444.0 million, $453.1 million and $469.5 million as of Decem-

ber 31, 2002, December 31, 2001 and September 30, 2001,

respectively, that represents engineering estimates for remaining

capital expenditure costs in the PRP. The PRP represents an

approved settlement between AGLC and the staff of the GPSC

that detailed a 10-year replacement of 2,300 miles of cast iron

and bare steel pipe. The costs are recoverable through a combi-

nation of SFV rates and a pipeline replacement revenue rider. As

of December 31, 2002, AGLC has recorded a current liability of

$50.0 million representing the expected expenditures of the pro-

gram for the next 12 months.

Environmental Matters AGLC has historically reported esti-

mates of future remediation costs for MGP based on probabilistic

models of potential costs. As cleanup options and plans con-

tinue to develop and cleanup contracts are entered into, AGLC

is increasingly able to provide conventional engineering esti-

mates of the likely costs of many elements of its MGP program.

These estimates contain various engineering uncertainties, and

AGLC continuously attempts to refine and update these engi-

neering estimates. In addition, AGLC continues to review tech-

nologies available for the cleanup of AGLC’s largest site,

Savannah, which, if proven, could have the effect of reducing

AGLC’s total future expenditures. As of September 30, 2002,

projected costs associated with AGLC’s engineering estimates

and in-place contracts were $109.2 million. For those remaining

elements of the MGP program where AGLC still cannot perform

engineering cost estimates, there remains considerable variabil-

ity in available future cost estimates. For these elements, the

remaining cost of future actions at the MGP sites is $9.3 million to

$21.6 million. AGLC cannot at this time identify any single num-

ber within this range as a better estimate of its likely future costs.

Finally, AGLC has estimates of certain other costs paid directly 

by AGLC related to administering the MGP program. For the

upcoming year, those costs are estimated to be $1.3 million;

expenses beyond the upcoming year generally cannot be esti-

mated at this time. Consequently, as of December 31, 2002,

AGLC recorded the sum of $109.2 million plus the lower end of

the remaining range, $9.3 million, plus the direct pay expenses of

$1.3 million, less the cash payments made during the fourth

quarter of calendar 2002 of $14.8 million, or a total of $105.0 mil-

lion, as a liability. This amount is included in a corresponding reg-

ulatory asset. As of December 31, 2002, the regulatory asset was

$195.1 million, which is a combination of the remaining liability of

$105.0 million and unrecovered cash expenditures. As of Decem-

ber 31, 2001, this liability and corresponding regulatory asset was

$171.0 million and $243.2 million, respectively. As of Septem-

ber 30, 2001, this liability and corresponding regulatory asset was

$171.0 million and $239.7 million, respectively. The liability does

not include other potential expenses, such as unasserted prop-

erty damage, personal injury or natural resource damage claims,

unbudgeted legal expenses, or other costs for which AGLC may

be held liable but with respect to which the amount cannot be

reasonably forecast. This liability also does not include certain

potential cost savings as described above.

REVENUE RECOGNITION 

Unbilled Revenue VNG and CGC employ rate structures that

include volumetric rate designs that allow recovery of costs

through gas usage. VNG and CGC recognize revenues from sales

of natural gas and transportation services in the same period in

which they deliver the related volumes to customers. VNG and

CGC bill and recognize sales revenues from residential and cer-

tain commercial and industrial customers on the basis of sched-

uled meter readings. In addition, VNG and CGC record revenues

for estimated deliveries of gas, not yet billed to these customers,

from the meter reading date to the end of the accounting period.

AGL Resources includes these revenues in the consolidated bal-

ance sheets as unbilled revenue. Included in the rates charged by

CGC is a WNA factor, which offsets the impact of unusually cold
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or warm weather on operating margin. Beginning in November

2002, VNG’s rates include a two-year experimental WNA pro-

gram. For other commercial and industrial customers and all

wholesale customers, VNG and CGC recognize revenues based

upon actual deliveries during the accounting period.

Wholesale Services Sequent accounts for transactions in con-

nection with energy marketing and risk management activities

under the fair value or mark-to-market methods of accounting, in

accordance with SFAS 133 and EITF 98-10, respectively. Under this

method, AGL Resources records energy commodity contracts,

including both physical transactions and financial instruments, at

fair value. The market prices or fair values used in determining the

value of these contracts are Sequent’s best estimates utilizing

information such as commodity exchange prices, over-the-

counter quotes, volatility and time value, counterparty credit and

the potential impact on market prices of liquidating positions in

an orderly manner over a reasonable period of time under current

market conditions. When the portfolio market value changes, pri-

marily due to newly originated transactions and the effect of price

changes, AGL Resources recognizes the change as a gain or loss

in the period of change. AGL Resources adopted the net presen-

tation provisions of the June 2002 consensus for EITF 02-03 in the

third quarter of 2002. As required under that consensus, gains and

losses from energy-trading activities are presented on a net basis.

AGL Resources has restated prior periods’ revenues and cost of

sales in the comparative financial statements. During calendar

2002 and the transition period, AGL Resources recorded unreal-

ized gains of $4.1 million and $0.9 million, respectively, related to

derivative instruments as a result of energy marketing and risk

management activities.

AGL Networks Revenues attributable to leases of dark fiber 

pursuant to indefeasible right-of-use (IRU) agreements are

recognized as services are provided. Dark fiber IRU agreements

generally require the customer to make a down payment upon

execution of the agreement; however, in some cases AGL Net-

works receives up to the entire lease payment at inception of the

lease and recognizes revenue ratably over the lease term. This

results in deferred revenue being recorded in AGL Resources’

consolidated balance sheet.

ACCOUNTING FOR CONTINGENCIES

AGL Resources’ accounting for contingencies policies cover 

a variety of business activities, including contingencies for 

potentially uncollectible receivables, rate matters, and legal and

environmental exposures. AGL Resources accrues for these 

contingencies when its assessments indicate that it is probable

that a liability has been incurred or an asset will not be recov-

ered, and an amount can be reasonably estimated in accor-

dance with SFAS 5. AGL Resources’ estimates for these liabilities

are based on currently available facts and its estimates of the

ultimate outcome or resolution of the liability in the future.

Actual results may differ from estimates, and estimates can be,

and often are, revised either negatively or positively, depending

upon actual outcomes or expectations based on the facts sur-

rounding each potential exposure.

PENSION BENEFITS

AGL Resources has a defined benefit pension plan for the bene-

fit of substantially all full-time employees and qualified retirees.

AGL Resources uses several statistical and other factors that

attempt to anticipate future events and to calculate the expense

and liability related to the plan. These factors include assump-

tions about the discount rate, expected return on plan assets and

rate of future compensation increases as determined by AGL

Resources. In addition, the actuarial consultants use subjective

factors such as withdrawal and mortality rates to estimate the

projected benefit obligation. The actuarial assumptions used

may differ materially from actual results due to changing market

and economic conditions, higher or lower withdrawal rates, or

longer or shorter life spans of participants. These differences

may result in a significant impact on the amount of pension

expense recorded in future periods.

The combination of poor equity market performance and histor-

ically low corporate bond rates has created a divergence in the

pension liability and the actual value of the pension assets. These

conditions resulted in an increase in AGL Resources’ unfunded

ABO and future pension expense and could impact future con-

tributions. The primary factors that drive the value of the

unfunded ABO are the discount rate and the market value of

plan assets as of year end.

As of December 31, 2002, AGL Resources recorded an additional

minimum pension liability of $79.9 million, which resulted in an

aftertax charge to OCI of $48.5 million. To the extent that future 
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expenses and contributions increase as a result of the additional

minimum pension liability, management believes that such

increases are recoverable in all or in part, under AGL Resources’

future rate proceedings or mechanisms.

Equity market performance and corporate bond rates have a 

significant effect on the reported unfunded ABO, as the pri-

mary assumptions that drive the value of the unfunded ABO

are the discount rate and expected return on plan assets. A

one-percentage-point increase or decrease in the assumed

discount rate could have a negative or positive impact to the

ABO of approximately $40.0 million.

Results of Operations

Management evaluates segment performance based on EBIT,

which includes the effects of corporate expense allocations.

Core earnings is a non-GAAP measure of net income excluding

significant gains or losses on the sale or disposal of assets

and/or subsidiaries, identified in this report. As an indicator of

AGL Resources’ operating performance or liquidity, EBIT and

core earnings should not be considered an alternative to, or

more meaningful than, net income or cash flow as determined

in accordance with GAAP. AGL Resources’ EBIT and core earn-

ings may not be comparable to a similarly titled measure of

another company. 

AGL Resources changed its year end from September 30 to

December 31, effective October 1, 2001. A Transition Report was

filed with the SEC on January 25, 2002, which includes results of

operations discussions for the transition period.

In millions Calendar 2002 Fiscal 2001 Fiscal 2000

EBIT
Distribution operations $224.4 $213.2 $150.8
Wholesale services 9.1 3.1 —
Energy investments 23.6 21.3 16.9
Corporate (10.1) (1.4) (1.7)

AGL Resources’ 
consolidated EBIT 247.0 236.2 166.0

Interest expense and
preferred stock dividends 86.0 97.4 57.7

Earnings before income taxes 161.0 138.8 108.3
Income taxes 58.0 49.9 37.2
Net income $103.0 $ 88.9 $ 71.1

NET INCOME, EARNINGS PER SHARE AND CORE EARNINGS

In millions, except per share amounts Calendar 2002 Fiscal 2001 Fiscal 2000

Net income $103.0 $88.9 $ 71.1
Gain on sale of Utilipro — (7.1) —
Gain on propane transaction — — (10.7)
Corporate reorganization — — 6.2
Marketer bankruptcy — — 2.0
Core earnings $103.0 $81.8 $ 68.6
Earnings per share—basic $ 1.84 $1.63 $ 1.29
Earnings per share—diluted $ 1.82 $1.62 $ 1.29
Earnings per share—core $ 1.84 $1.50 $ 1.24
Weighted average 

number of common 
shares outstanding

Basic 56.1 54.5 55.2
Diluted 56.6 54.9 55.2

The increase in net income of $14.1 million and core earnings of

$21.2 million for calendar 2002 as compared to fiscal 2001

reflected continued operational efficiencies in distribution oper-

ations, greater contributions from wholesale services due to sig-

nificant price volatility, the greater contribution from energy

investments due to improved business operations and lower

interest expenses.

The increase in net income of $17.8 million and core earnings of

$13.2 million for fiscal 2001 as compared to fiscal 2000 was a

result of the contribution from the acquisition and successful

integration of VNG, the startup of wholesale services and contin-

ued operational improvements throughout AGL Resources. The

increase was offset partially by increased interest expense and

goodwill amortization related to the acquisition of VNG.

INCOME TAXES

Dollars in millions Calendar 2002 Fiscal 2001 Fiscal 2000

Earnings before income taxes $161.0 $138.8 $108.3
Income tax expense 58.0 49.9 37.2
Effective tax rate 36.0% 36.0% 34.4%

The increase in income tax expense of $8.1 million in calendar

2002 as compared to fiscal 2001 was due primarily to an increase

in income before taxes of $22.2 million. 

The increase in income tax expense of $12.7 million in fiscal 2001

compared with fiscal 2000 was due primarily to an increase in

income before income taxes of $30.5 million.

MANAGEMENT’S DISCUSSION AND ANALYSIS
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INTEREST EXPENSE AND PREFERRED STOCK DIVIDENDS

Dollars in millions Calendar 2002 Fiscal 2001 Fiscal 2000

Total interest expense and 
preferred stock dividends $ 86.0 $ 97.4 $ 57.7

Average debt outstanding 1 $1,411.9 $1,376.1 $819.4
Average rate 6.1% 7.1% 7.0%
1 Includes subsidiaries’ obligated mandatorily redeemable preferred securities in calendar

2002, fiscal 2001 and fiscal 2000.

The decrease in interest expense of $11.4 million for calendar

2002 as compared to fiscal 2001 was a result of lower interest rates

on commercial paper and the effect of favorable fixed to floating

interest rate swaps, which was offset by slightly higher average

debt balances due to increases in working capital needs.

The increase of $39.7 million for fiscal 2001 as compared to fiscal

2000 consisted of $12.7 million resulting from the issuance of

$300.0 million of 7.125% senior notes; $24.1 million under the

commercial paper program for short-term financing needs; and

$4.4 million in preferred dividends related to the issuance of

$150.0 million of 8.0% subsidiaries’ obligated mandatorily

redeemable preferred securities.

The increase in average debt outstanding of $556.7 million for

fiscal 2001 as compared to fiscal 2000 was primarily due to the

acquisition of VNG and increases in working capital needs.

DISTRIBUTION OPERATIONS

In millions Calendar 2002 Fiscal 2001 Fiscal 2000

Operating revenues $844.1 $914.3 $525.1
Cost of sales 267.4 321.9 57.8
Operating margin 576.7 592.4 467.3
Operation and maintenance 

expenses 255.3 268.0 229.4
Depreciation and amortization 82.0 90.4 71.0
Taxes other than income 25.2 28.5 23.4
Total operating expenses 362.5 386.9 323.8
Operating income 214.2 205.5 143.5
Other income 10.2 7.7 7.3
EBIT $224.4 $213.2 $150.8

The increase in EBIT of $11.2 million for calendar 2002 as com-

pared to fiscal 2001 was due to:

● decreases in operating margin of $15.7 million

• $11.3 million decrease in VNG’s operating margin, due pri-

marily to warmer-than-normal winter weather of $12.4 mil-

lion, offset by an increase of $1.1 million in operating margin

due to an increase in customer growth and the effect of an

experimental WNA program that went into effect for the

billing cycle beginning November 2002

• $3.1 million decrease at AGLC 

• $6.7 million decrease in AGLC’s operating margin due to

the PBR settlement with the GPSC

• $11.0 million increase in AGLC’s PRP rider revenues which

includes a $2.7 million adjustment for recovery of prior-year

program expenses; this program recovers operating and

capital program expenditures incurred in prior periods

• $2.7 million decrease in AGLC’s cost of sales due to a

one-time positive adjustment in fiscal 2001 related to

inventory costs for natural gas stored underground

• $4.3 million decrease resulting from a decline in AGLC

customers, which is primarily a result of customers who do

not have the ability to pay Marketers and the statutory

right of customers to disconnect on a seasonal basis with-

out penalty

• $0.4 million decrease in other revenues

• $1.2 million decrease in CGC’s operating margin due to

lower use per customer

● decreases in operating expenses of $24.4 million

• $4.2 million decrease in operating and maintenance expenses

due primarily to reductions in payroll and contract costs as a

result of aggressive implementation of cost efficiencies

• $6.0 million decrease in bad debt expenses primarily due

to higher-than-normal bad debt in fiscal 2001 as a result

of colder-than-normal weather and higher-than-normal

gas prices

• $5.2 million decrease from a reduction in goodwill amortiza-

tion, as a result of the adoption of SFAS 142

• $3.1 million decrease in depreciation expense due to a 

$5.6 million decline in average depreciation rates from 3.0%

to 2.6% as a result of AGLC’s PBR settlement offset by an

increase in depreciation expenses of $3.3 million due to

property, plant and equipment additions and other factors

• $2.7 million decrease in taxes other than income taxes as a

result of a change in Virginia state law that replaced the

gross receipts tax with a state income tax

• $2.5 million decrease in benefit cost due to integration of

VNG into AGL Resources’ benefit plans and benefit plan

amendments

• $0.7 million decrease in all other operating expenses

● $2.5 million increase in other income from higher carrying

charges on natural gas stored underground on behalf of

AGLC’s Marketers due to higher inventory balances
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The increase in EBIT of $62.4 million for fiscal 2001 as compared

to fiscal 2000 was due to:

● $40.6 million increase in contributions from VNG, acquired 

by AGL Resources effective October 1, 2000, primarily due to

$116.3 million of operating margin including $3.8 million due

to colder-than-normal weather, offset by $75.7 million of oper-

ating expenses

● $8.9 million increase in AGLC’s operating margin as a result of

increased base rate revenue due to additional recovery under

the GPSC rider associated with the PRP and residential cus-

tomer growth, partially offset by a decrease in small commer-

cial growth

● $12.7 million decrease in AGLC’s and CGC’s operating

expenses due primarily to lower corporate overhead allocations

WHOLESALE SERVICES

The following table reflects the adoption of EITF 02-03, which

requires energy-trading entities to present gains and losses from

energy marketing activities on a net basis. Wholesale services was

established during fiscal 2001 and had no results in fiscal 2000.

In millions Calendar 2002 Fiscal 2001 Fiscal 2000

Operating revenues $23.0 $11.6 $—
Cost of sales 0.3 0.2 —
Operating margin 22.7 11.4 —
Operation and maintenance 

expenses 13.2 6.1 —
Depreciation and amortization — — —
Taxes other than income 0.4 — —
Total operating expenses 13.6 6.1 —
Operating income 9.1 5.3 —
Other income — (2.2) —
EBIT $ 9.1 $ 3.1 $—

The increase in EBIT of $6.0 million for calendar 2002 as com-

pared to fiscal 2001 was due to the following:

● $11.3 million increase in operating margin primarily as a result

of increased weather volatility from warmer-than-normal

weather in the Northeast, two hurricanes during the late 

summer, colder weather in November and December and 

an overall increase in volumes sold. These weather-related 

events caused interruption in the supply/demand equilibrium

between the affected production and market areas resulting in

wide locational pricing disparities. Sequent used access to 

contracted assets and its expertise in logistics to maximize 

the profit opportunity by flowing gas on the most economical

path available. Additionally, operating margin was positively

impacted by peaking services that were not offered in prior

years. Physical gas sales volumes increased from 0.1 billion

cubic feet/day in fiscal 2001 to 1.4 billion cubic feet/day in cal-

endar 2002.

● $2.2 million increase in other income primarily due to a prior-

year write-off of the investment in Etowah LNG of $2.6 million

resulting from a termination of the joint venture partnership,

which was formed in fiscal 1998

● $7.5 million increase in operating expenses primarily attributa-

ble to the addition of personnel to support growth in the busi-

ness and a full year of operating expenses

The increase in EBIT of $3.1 million for fiscal 2001 as compared to

fiscal 2000 was due to the following:

● $11.4 million increase in operating margin due to the startup

of the marketing and risk management business

● $6.1 million increase in operating expenses related to the

startup of the marketing and risk management business

● $2.2 million decrease in other income due to the write-off of

the investment in Etowah LNG of $2.6 million resulting from

the termination of the joint venture partnership, which was

formed in fiscal 1998

The energy marketing contracts that are utilized by Sequent in its

energy marketing and risk management activities are recorded

on a mark-to-market basis. The tables below illustrate the

change in the net fair value of the energy-trading contracts dur-

ing calendar 2002, as well as provide details of the net fair value

of contracts outstanding as of December 31, 2002.

In millions Calendar 2002

Net fair value of contracts outstanding 
at beginning of period $ 2.9

Contracts realized or otherwise settled during period (4.9)
Net fair value of net claims against counterparties —
Change in net fair value of contracts 8.8
Net fair value of new contracts entered into during period —
Change in fair value attributed to changes 

in valuation techniques and assumptions —
Net fair value of contracts outstanding at end of period $ 6.8
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The “prices actively quoted” category represents Sequent’s posi-

tions in natural gas, which are valued using a combination of New

York Mercantile Exchange, Inc. (NYMEX) futures prices and basis

spreads. The basis spreads represent the cost to transport the

commodity from a NYMEX delivery point such as Henry Hub to the

contract delivery point. Basis spreads are based on broker quotes

obtained either directly or through electronic trading platforms.

ENERGY INVESTMENTS

In millions Calendar 2002 Fiscal 2001 Fiscal 2000

Operating revenues $ 2.0 $ 9.2 $35.4
Cost of sales 0.5 1.2 9.3
Operating margin 1.5 8.0 26.1
Operation and 

maintenance expenses 7.5 11.5 28.9
Depreciation and amortization 0.3 0.9 3.4
Taxes other than income 0.2 0.5 1.4
Total operating expenses 8.0 12.9 33.7
Operating income (6.5) (4.9) (7.6)
Other income 30.1 26.2 24.5
EBIT $23.6 $21.3 $16.9

The increase in EBIT of $2.3 million for calendar 2002 as com-

pared to fiscal 2001 was primarily due to:

● $12.8 million increase in other income from SouthStar, primarily

due to an increase in credit quality of retail customers and

lower wholesale costs

● $2.0 million increase due to the receipt of a contract renewal

payment associated with the terms of the sale of Utilipro

● $1.6 million decrease due to AGL Networks which reflects an

increase in contract revenues offset by increased operating

expenses due to additional personnel to support the growth

of the business

● $10.9 million decrease due to a pretax gain from the sale of

Utilipro that was recorded in fiscal 2001

The increase in EBIT of $4.4 million for fiscal 2001 as compared to

fiscal 2000 was primarily due to:

● $16.1 million increase as a result of the sale of Utilipro in 

fiscal 2001

• $8.6 million decrease in operating margin

• $10.9 million pretax gain in other income

• $13.8 million decrease in operating expenses

● $4.4 million increase in other income from SouthStar, due to

cooler weather in Georgia and an increase in the number of

customers served compared with the same period in fiscal 2000

This was offset primarily by:

● $12.8 million decrease as a result of the propane transaction in

fiscal 2000

• $13.1 million pretax gain in other income

• $9.4 million decrease in operating expenses

• $9.1 million decrease in operating margin

● $2.4 million increase in operating expenses at AGL Networks

● $0.9 million decrease in income from US Propane

CORPORATE

In millions Calendar 2002 Fiscal 2001 Fiscal 2000

Operating revenues $ (0.2) $ 5.8 $46.9
Cost of sales — 4.0 44.8
Operating margin (0.2) 1.8 2.1
Total operating 

expenses (income) 8.4 (5.9) 0.2
Operating income (8.6) 7.7 1.9
Other loss (1.5) (9.1) (3.6)
EBIT $(10.1) $(1.4) $ (1.7)

The decrease in EBIT of $8.7 million for calendar 2002 as com-

pared to fiscal 2001 was primarily due to operating expenses for

the anticipation of settlement of a technology contract dispute,

employee severance costs and a write-off of capital costs related

to a terminated management software implementation project.

Net Fair Value of Contracts at Period End
In millions Maturity Less Maturity Maturity Maturity in Total Net
Source of Net Fair Value Than 1 Year 2–3 Years 4–5 Years Excess of 5 Years Fair Value

Prices actively quoted $6.7 $0.1 $— $— $6.8
Prices provided by other external sources — — — — —
Prices based on models and other valuation methods — — — — —
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The increase in EBIT of $0.3 million for fiscal 2001 as compared to

fiscal 2000 was primarily due to increased corporate expenses. 

Liquidity and Capital Resources

AGL Resources relies upon operating cash flow along with bor-

rowings under the commercial paper program, which is backed

by the Credit Facility, for its short-term liquidity and capital

resource requirements. The availability of borrowings under the

Credit Facility is subject to specified conditions, which AGL

Resources currently meets. These conditions include compliance

with the financial covenants required by such agreements, and

continued accuracy of representations and warranties contained

in such agreements. Although there are no borrowings outstand-

ing under the Credit Facility, unused availability is limited by total

debt to capital ratios, as represented in the following table.

As of Dec. 31, As of Dec. 31, As of Sept. 30,
In millions 2002 2001 2001

Unused availability under
the Credit Facility $244.1 $110.7 $147.4

Cash and cash equivalents 8.4 7.3 2.8
Total cash and available liquidity 

under the Credit Facility $252.5 $118.0 $150.2

AGL Resources’ credit capacity and the amount of unused 

borrowing capacity are impacted by the seasonal nature of the

natural gas business and AGL Resources’ short-term borrowing

requirements that typically peak during colder months. Working

capital needs can vary significantly due to changes in the whole-

sale prices of natural gas charged by suppliers, and increased gas

supplies required to meet customers’ needs during cold weather. 

AGL Resources believes operating cash flow, borrowings from

the commercial paper program and other credit availability will

be sufficient to meet working capital needs both on a short-term

and a long-term basis. However, capital needs and availability

depend on many factors, and AGL Resources may seek addi-

tional financing through debt or equity offerings in the private or

public markets at any time.

CASH FLOWS 

Cash and cash equivalents totaled $8.4 million at December 31,

2002, compared to $7.3 million at December 31, 2001. The prin-

cipal sources and uses of cash during calendar 2002 are summa-

rized below.

Sources

● generated $285.5 million in cash from operations

● received $27.3 million from AGL Resources’ joint venture interests

● received $19.7 million from the sale of treasury stock

● received $3.9 million (net of payments) from the commercial

paper program

Uses

● invested $187.0 million in property, plant and equipment

expenditures

● paid $93.0 million in scheduled payments on medium-term notes

● paid $53.2 million in cash dividends on common stock

● paid $1.4 million in other investing and financing activities

Cash and cash equivalents totaled $2.8 million at September 30,

2001 compared to $2.0 million at September 30, 2000. The principal

sources and uses of cash during fiscal 2001 are summarized below.

Sources

● received $300.0 million from the issuance of senior notes

● received $162.2 million (net of payments) from the commercial

paper program

● received $145.6 million from the issuance of trust preferred

securities

● generated $99.8 million in cash from operations

● received $18.2 million from the sale of treasury stock

● received $17.9 million from the sale of Utilipro

● received $16.3 million from AGL Resources’ joint venture interests

● received $11.6 million from other investing activities

Uses

● invested $541.2 million in the acquisition of VNG

● invested $155.7 million in property, plant and equipment

expenditures

● paid $50.4 million in cash dividends on common stock

● paid $20.0 million in scheduled payments on medium-term notes
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Short-term Debt On August 8, 2002, AGL Capital replaced its

existing 364-day $450.0 million Credit Facility, scheduled to expire

on October 3, 2002, with a $200 million 364-day Credit Facility and

a $300 million three-year Credit Facility. The $200 million Credit

Facility terminates on August 7, 2003 and the $300 million Credit

Facility terminates on August 7, 2005. Loans outstanding on the

date the $200 million Credit Facility terminates may be converted

into a term loan, which will mature in one installment no later 

than August 7, 2004. As of February 28, 2003, there were no out-

standing borrowings under the Credit Facility. This facility is used

to support our commercial paper program. For calendar 2002, 

the average outstanding amount of commercial paper was 

$332.1 million with a weighted average interest rate of 2.2%.

Despite commercial paper market volatility caused by the impact

of adverse developments and financial results at several promi-

nent corporate issuers, AGL Resources has experienced strong

liquidity support in the commercial paper market. During calendar

2002, AGL Capital had full access to the commercial paper market. 

Sequent has a $15.0 million unsecured line of credit, which is

used solely for the posting of exchange deposits and is uncondi-

tionally guaranteed by AGL Resources. This line of credit expires

on July 3, 2003, and bears interest at the federal funds effective

rate plus 0.5%. As of December 31, 2002, the line of credit had no

outstanding balance. For calendar 2002, the average outstand-

ing balance was $2.6 million with a weighted average interest

rate of 2.2%. 

Long-term Debt AGL Resources has $30.0 million in scheduled

medium-term note payments in calendar 2003, with an interest

rate of 5.90%. Management expects there will be available work-

ing capital and liquidity under the commercial paper program to

fund these scheduled payments. During calendar 2002, AGL

Resources did not issue long-term debt. 

Interest Rate Swaps AGL Capital is a party to two interest rate

swap transactions (Swaps) in the aggregate amount of $75.0 mil-

lion executed as a hedge against the fair value of AGL Capital

Trust II’s 8.0% Trust Preferred Securities due 2041. Pursuant to the

Swaps, AGL Capital receives interest rate payments on $75.0 mil-

lion at an annual 8.0% interest rate, and pays floating interest rates

on $75.0 million. AGL Capital pays interest each February 15,

May 15, August 15 and November 15 at three-month LIBOR plus

1.315%, with no floor or ceiling. At December 31, 2002, the cur-

rent rate was 2.7%. The expiration date of the Swaps is May 15,

2041, unless terminated earlier or called. Under hedge account-

ing treatment, AGL Capital records a long-term asset or liability

and a corresponding adjustment to subsidiaries’ obligated manda-

torily redeemable preferred securities to reflect the assessed

change in fair value of the Swaps to AGL Capital. The fair value

changes as interest rates change from those that were in effect on

the original settlement date. The fair value of these Swaps at

December 31, 2002 and December 31, 2001 was $6.1 million and

$(2.2) million, respectively.

FINANCING 

Ratios AGL Resources is required by financial covenants in its Credit Facility, customer contracts and PUHCA requirements to main-

tain a ratio of total debt to total capitalization of no greater than 70.0%. As of December 31, 2002, AGL Resources was in compliance

with this leverage ratio requirement. The components of AGL Resources’ capital structure as of the dates indicated are summarized

in the following table.

Dollars in millions As of Dec. 31, 2002 As of Dec. 31, 2001 As of Sept. 30, 2001 As of Sept. 30, 2000

Short-term debt $ 388.6 18.3% $ 384.7 17.6% $ 303.4 14.6% $ 141.2 9.8%
Current portion of long-term debt 30.0 1.4 93.0 4.3 45.0 2.2 20.0 1.4
Long-term debt 767.0 36.1 797.0 36.5 845.0 40.5 590.0 40.8
Trust preferred securities1 227.2 10.7 218.0 10.0 219.9 10.5 74.3 5.1
Common equity 710.1 33.5 690.1 31.6 671.4 32.2 620.9 42.9

Total capitalization $2,122.9 100.0% $2,182.8 100.0% $2,084.7 100.0% $1,446.4 100.0%
Debt to capitalization ratio 66.5% 68.4% 67.8% 57.1%
1 Net of interest rate swaps of $6.1 million and $(2.2) million as of December 31, 2002 and December 31, 2001.
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Common Stock The average number of shares outstanding for

calendar 2002 as compared to fiscal 2001 increased to 56.1 million

from 54.5 million due to the issuance of treasury stock. The market

price of AGL Resources’ common stock at December 31, 2002

was $24.30 per share and the book value was $12.52 per share

based on 56.7 million shares outstanding at December 31, 2002,

representing a market-to-book ratio of 194.1%.

On February 14, 2003, AGL Resources announced the completion

of its public offering of 6.4 million shares of its common stock,

including the exercise of the entire over-allotment option. This

offering was made under AGL Resources’ existing shelf registra-

tion statement. The offering was priced at $22.00 per share, and

generated net proceeds of approximately $137.0 million which will

be used to repay outstanding short-term debt and for general cor-

porate purposes. 

During fiscal 2000, AGL Resources completed a common stock

repurchase program by repurchasing 3.6 million shares of com-

mon stock for a total of $62.1 million.

The following table depicts the shares of common stock 

issued out of treasury and the average market price under

ResourcesDIRECT,TM a direct stock purchase and dividend rein-

vestment plan; the Retirement Savings Plus Plan; the Long-Term

Stock Incentive Plan; the Long-Term Incentive Plan; and the

Directors Plan.

In millions, 
except for average market price Calendar 2002 Fiscal 2001 Fiscal 2000

Issuance of treasury stock 1.1 1.0 0.6
Average market price $20.52 $20.15 $17.70

Shelf Registration As of December 31, 2002, AGL Resources

had registered with the SEC on a shelf registration statement up

to $750 million of various capital securities.

Credit Rating Credit ratings impact AGL Resources’ ability to

obtain short-term and long-term financing and the cost of such

financing. In determining AGL Resources’ credit ratings, the rating

agencies consider a number of factors. Quantitative factors that

appear to be given significant weight include, among other things:

● earnings before interest, taxes, depreciation and amortization

● operating cash flow

● total debt outstanding

● total equity outstanding

● pension liabilities and funding status

● other commitments

● fixed charges such as interest expense, rent or lease payments

● payments to preferred stockholders

● liquidity needs and availability

● potential legislation on deregulation

● total debt to total capitalization ratios

● various ratios calculated from these factors

Qualitative factors appear to include, among other things, stabil-

ity of regulation in each jurisdiction, risks and controls inherent

with wholesale services, predictability of cash flows, business

strategy, management, industry position and contingencies.

The credit ratings of AGL Resources may be subject to revision or

withdrawal at any time by the assigning rating organization and

each rating should be evaluated independently of any other rat-

ing. There can be no assurance that a rating will remain in effect

for any given period of time or that a rating will not be lowered or

withdrawn entirely by a rating agency if, in its judgment, circum-

stances so warrant. For calendar 2002, no fundamental adverse

shift occurred in AGL Resources’ business or rating profile. 

The following table presents, as of February 28, 2003, the credit

ratings on AGL Resources’ unsecured debt issues from the three

major rating agencies. The ratings are all investment-grade sta-

tus and the outlooks for all credit ratings are stable.

Type of Facility Moody’s S&P Fitch

Commercial paper P-2 A-2 F-2
Medium-term notes A3 A- A
Senior notes Baa1 BBB+ A-
Trust preferred securities Baa2 BBB BBB+

AGL Resources’ debt instruments and other financial obligations

include provisions that, if not complied with, could require early

payment, additional collateral support or similar actions. For

AGL Resources, the most important default events include a

maximum leverage ratio, a minimum net worth, insolvency

events, nonpayment of scheduled principal or interest payments,

acceleration of other financial obligations and change of control

provisions. AGL Resources does not have any trigger events in 

its debt instruments that are tied to changes in specified credit

ratings or stock price and has not entered into any transaction

that requires AGL Resources to issue equity based on credit rat-

ing or other trigger events. Currently, AGL Resources is in com-

pliance with all existing debt provisions.
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Sequent has certain trade and/or credit contracts that have ade-

quate assurance provisions and/or credit rating trigger events in

case of a credit rating downgrade. These rating triggers typically

would give counterparties the right to suspend or terminate

credit if AGL Resources’ credit ratings were downgraded to

non–investment grade status. Under such circumstances, AGL

Resources would need to post collateral to continue transacting

business with some of its counterparties. Posting collateral

would have a negative effect on AGL Resources’ liquidity. If such

collateral were not posted, AGL Resources’ ability to continue

transacting business with these counterparties would be

impaired. At December 31, 2002, such agreements between

Sequent and its counterparties totaled $37.6 million. AGL

Resources believes its existing Credit Facility is adequate to fund

these potential liquidity requirements.

AGL Resources’ cash from internal operations may change in

the future due to a number of factors, some of which AGL

Resources cannot control. These include regulatory changes;

the prices for its products and services; the demand for such

products and services; margin requirements resulting from sig-

nificant increases or decreases in commodity prices; operational

risks; and other factors. AGL Resources’ ability to draw upon its

available Credit Facility will be dependent upon its ability to

comply with the default events mentioned above.

Capital Requirements

ENVIRONMENTAL MATTERS 

AGLC expects the MGP program to be complete with respect 

to the significant cleanup by January 2005. The significant years

for spending for this program are 2002, 2003 and 2004. The

remaining liability for the ERC program as of December 31, 2002

is estimated to be $105.0 million.

PROPERTY,  PLANT AND EQUIPMENT EXPENDITURES 

AGL Networks’ expenditures in calendar 2002 consisted of the

completion of the metro Atlanta fiber network and the purchase

of the Phoenix fiber network. AGLC estimates its future capital

expenditures related to the PRP to be $494.0 million. Capital

expenditures under this program are expected to end June 30,

2008, unless the program is extended by the GPSC. The follow-

ing table shows AGL Resources’ estimated and actual capital

requirements for the periods indicated.

Estimated Calendar Calendar 
In millions 2003 2002

Construction of distribution facilities $ 55.1 $ 61.8
Pipeline replacement 50.0 47.6
Telecommunications 22.8 28.6
Other 30.1 49.0

Total property, plant and equipment $158.0 $187.0
ERC 41.3 36.9

Total capital requirements $199.3 $223.9
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CASH OBLIGATIONS 

The following table illustrates AGL Resources’ expected future contractual cash obligations as of December 31, 2002. 

Payments Due by Period
In millions Total Less than 1 year 2–3 years 4–5 years After 5 years

Pipeline, storage capacity and gas supply1 $299.2 $94.1 $139.8 $ 53.6 $ 11.7
PRP costs1 494.0 50.0 165.0 187.0 92.0
ERC1 105.0 41.3 52.0 6.0 5.7
Long-term debt 797.0 30.0 75.5 10.0 681.5
Short-term debt 388.6 388.6 — — —
Trust preferred securities2 227.2 — — — 227.2
Operating leases 171.6 29.1 55.6 41.0 45.9
Other contractual cash obligations 1.4 0.4 0.7 0.3 —
1 Distribution operations expenditures are recoverable through a rate rider mechanism.
2 Callable in 2006 and 2007.

AGL Resources has other commercial commitments that do not necessarily require the use of cash in the future. The table below illus-

trates the other expected commercial commitments that are outstanding as of December 31, 2002. 

Amounts of Commitment Expiration per Period
Total Amounts Less than 

In millions Committed 1 year 2–3 years 4–5 years After 5 years

Lines of credit $515.0 $215.0 $300.0 $— $—
Guarantees1,2 233.9 233.9 — — —
Standby letters of credit/surety bonds 2.2 2.2 — — —

Total other commercial commitments $751.1 $451.1 $300.0 $— $—
1 $226.9 million of these guarantees support credit exposures in Sequent’s energy marketing and risk management business, and relate to amounts in the energy marketing trade payable and

in the energy marketing and risk management liability in the consolidated balance sheets. In the event that Sequent defaults on any commitments under these guarantees, these amounts
would become payable by AGL Resources. 

2 AGL Resources provides a parent guaranty in favor of Southern Natural Gas Company and its affiliate South Georgia Natural Gas Company (together referred to as SONAT) on behalf of its
affiliate, SouthStar. SONAT and SouthStar have entered into certain natural gas storage and supply pool service agreements involving the interstate transportation of natural gas, for which
SONAT has extended credit to SouthStar. AGL Resources has guaranteed 50% of SouthStar’s obligations to SONAT under those certain agreements up to a maximum of $7.0 million in the
event of SouthStar’s failure to make payment, and upon written notice from SONAT to AGL Resources. This is a general and continuing guaranty which may be revoked by AGL Resources
upon no less than 10 days’ written notice to SONAT.
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ENERGY INVESTMENTS 

The Owners of SouthStar have entered into a capital contribution

agreement that requires each Owner to contribute additional

capital for SouthStar to pay invoices for goods and services

received from any vendor that is affiliated with an Owner when-

ever funds are not otherwise available to pay those vendor

invoices. The capital contributions to pay affiliated vendor

invoices are repaid as funds become available, but repayment is

subordinated to SouthStar’s revolving line of credit with financial

institutions. There are no outstanding balances from prior capital

contributions made pursuant to the capital contribution agree-

ment, and there was no activity related to the capital contribution

agreement during calendar 2002. In the event that one of the

Owners of SouthStar was unable to contribute capital or was to

lose investment-grade rating, the remaining Owners would in all

likelihood be required to provide adequate credit support to

SouthStar’s creditors. 

Regulatory and Legislative Overview

On April 29, 2002, AGLC and the GPSC entered into an agree-

ment in connection with the earnings review initiated by the

GPSC in August 2001. The GPSC’s order, effective May 1, 2002,

reduced AGLC’s base rates by $10 million annually. The order

allowed for a three-year PBR plan with an allowed return on equity

of 11%. The PBR plan also establishes an earnings band of 10% to

12%, with three-quarters of any earnings above 12% shared with

the Georgia customers and one-quarter retained by AGLC.

Under the order, AGLC has adopted new depreciation rates,

which went into effect May 1, 2002. The order also stipulated that

AGLC must implement a new customer information system at a

rate of $2.9 million annually and invest additional resources of

$1.0 million to reduce the hold times at AGLC’s customer call

center. The net impact of this order to AGLC is a reduction to

cash flow from operations, net of income taxes, of approximately

$6.5 million on an annual basis. The $10.0 million reduction to

operating revenue will be largely offset by a reduction in depre-

ciation expense.

Under the terms of the order and PBR plan, AGLC may not file

for a general base rate increase unless its return on equity

falls below 10%. However, AGLC must make minimum filing

requirements and offer supporting testimony in general rate

case format on May 1, 2005 at which time the GPSC will deter-

mine whether the current order will remain in effect, be modified

or be discontinued.

In accordance with the Natural Gas Consumers Relief Act the

GPSC was required to establish service standards for AGLC and

the Marketers by September 2002. As of September 1, 2002, the

GPSC defined standards applicable to AGLC for posting data 

on the electronic bulletin board, meter reading, meter turn-ons

and turn-offs, forecasting, call center response times, lost and

unaccounted-for gas, and acquiring and managing interstate

capacity assets. The GPSC also defined standards applicable to

the Marketers for call center service responsiveness, information

requests, billing accuracy and timeliness, consumer inquiry and

complaints responsiveness, meter reading accuracy and timeli-

ness, transmittal of meter reading data, and responsiveness 

to GPSC orders, directives and requests. As of September 30,

2002, AGLC and the GPSC settled on a standard for lost and

unaccounted-for gas. The GPSC expects to have the remaining

standards established by the end of March 2003.

On September 27, 2002, the VSCC approved an experimental

two-year WNA program to reduce the effect of weather on cus-

tomer bills. The WNA reduces customer bills when winter

weather is colder than normal and surcharges customer bills

when weather is warmer than normal. A factor based on usage by

customers and weather conditions during each billing cycle is

used to determine the credit or surcharge. The WNA is intended

to provide customers with less-volatile bills and VNG with a more

stable operating margin. As part of the approval, VNG agreed

not to file for a general rate increase for at least two years. The

WNA went into effect for the billing cycle beginning in Novem-

ber 2002, and continues for six billing cycles of each year. In order

for the experimental program to be extended beyond its initial

term, VNG must file a cost of service study with the VSCC. 
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On July 9, 2002, SCANA Energy Marketing, Inc. (SCANA), a 

Marketer in Georgia, filed a petition with the GPSC seeking

a declaratory ruling that AGLC is without authority to delegate

management of its regulated assets to its affiliate, Sequent,

and to order AGLC to cease and desist from such delegation.

The petition alleges that the delegation violates the GPSC’s

final order dated September 14, 2001 (Docket No. 14060-U) relat-

ing to AGLC’s 2001–2004 Capacity Supply Plan, in which the

GPSC rejected a bailment between AGLC and Sequent, and

that the delegation violates the newly enacted Georgia law, The

Natural Gas Consumers Relief Act of 2002. AGLC filed a

response with the GPSC on July 22, 2002 requesting that the

GPSC deny SCANA’s petition, stating that the petition was

procedurally deficient and mischaracterized the GPSC’s final

order, and that neither Georgia law nor the final order prohibits

AGLC from entering into asset management agreements with

third parties.

On July 18, 2002, the FERC issued an Order regarding Docket

No. RP98-206-008 (FERC order) that, among other things,

granted AGLC appropriate authorization in the form of a limited-

term certificate to meet its natural gas supply needs for the

2002–2003 winter heating season. The FERC order denied a peti-

tion filed with the FERC by several retail Marketers in Georgia, in

which certain Marketers sought to clarify AGLC’s allocation and

release of its transportation and storage capacity on upstream

interstate pipelines under a GPSC tariff. In the FERC order, the

FERC required AGLC to explain why the capacity AGLC has pro-

vided to Marketers (under various rate schedules) in order to

serve retail customers in Georgia is not under federal jurisdiction

(i.e., governed by the FERC) rather than state jurisdiction (i.e.,

governed by the GPSC). The FERC also asked AGLC and various

interstate pipelines to explain why the shared services should not

be performed under the FERC’s open access regulations. AGLC

has responded to the FERC request and explained how a portion

of its upstream services are utilized by AGLC to balance and

enhance the reliability of its system in Georgia. 

On December 23, 2002, the GPSC issued an order finalizing the

results of a USF audit conducted by the GPSC staff. This audit

was designed to examine the USF’s operation from its inception

through September 30, 2001. The order required that AGLC sub-

mit $4.7 million to the USF by January 23, 2003. Of the $4.7 mil-

lion AGLC submitted to the USF, $0.8 million relates to timing

differences and $3.9 million is for the use of capacity assets by

AGLC. On January 24, 2003, the GPSC agreed with AGLC’s

report to provide an additional $2.2 million for transactions

included in the audit period but which were not covered in the

GPSC’s resolution of the USF audit. The $2.2 million was submit-

ted to the USF on January 27, 2003. AGL Resources had previ-

ously established reserves for these regulatory matters.

Beginning January 1, 2003, AGLC must maintain records that

associate transactions involving capacity assets, other than

capacity release transactions, to particular capacity assets and to

credit 50% of the valuation of such transactions to the USF. The

order also requires the documentation of bookkeeping proce-

dures for both AGLC and the GPSC staff.

In November of 2001, based on a September 14, 2001 GPSC

Order requiring, among other things, an adequate pool of bids,

AGLC issued requests for proposal for a three-year, 10-day peak-

ing service contract. Six bids were received in response to the

request. It was determined by AGLC in connection with a review

of the proposals that three of the six bids were not responsive to

the request for proposal. Of the remaining three bids, one was

by Sequent and the other two were from unaffiliated bidders.

When the two unaffiliated bidders rejected AGLC’s request for a

financial guarantee of performance, the three-year, 10-day peak-

ing service contract was awarded to Sequent. AGLC has

informed the GPSC that it has recently learned that Sequent

encouraged the two other conforming bidders to enter the bid-

ding competition. Further, Sequent had understandings that it

would release certain assets it had under contract to the other

two conforming bidders, if either were awarded the contract. As

a result, it now appears that the three conforming bids were

effectively all bids that would have used assets to which Sequent

had contractual rights. It appears that Sequent reached its

understanding with the other two parties concerning the under-

lying assets because if Sequent was not awarded the contract by

AGLC, Sequent did not want to be left with assets for which it

had paid but for which it had no use.
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AGLC advised the GPSC that had this information been known to

AGLC at the time of the bidding, there may have been an issue

whether an “adequate pool of bids” existed, as required by the

GPSC Order. Based on the GPSC Order, if it were concluded that

an adequate pool of bids did not exist, a new bidding process

could have been required. AGLC advised the GPSC that based

on information available, the pricing contained in the peaking

service contract was a competitive market price at the time of the

contract, and as a result, Marketers and ratepayers have not been

adversely affected. However, AGLC indicated to the GPSC that it

would rebid the peaking service contract, which is in its second

year, or would abide by the terms of the agreement as executed.

The GPSC has advised AGLC that, given the increases in the price

of peaking services since November 2001, initiating a new bid-

ding process would not appear to be beneficial and Sequent

should complete the third and final year of the peaking service

contract. Management believes that any open issue with the

GPSC regarding compliance with the GPSC Order is concluded

based on the response of the GPSC.

RATE OF RETURN 

The following table depicts the authorized rates of return for

AGLC, VNG and CGC:

Return on
Return on Rate Common Equity 

Base Authorized Authorized

Calendar 2002
AGLC 9.16% 10.0–12.0%
VNG 9.24% 10.9%
CGC 9.08% 11.0%
Fiscal 2001
AGLC 9.11% 11.0%
VNG 9.24% 10.9%
CGC 9.08% 11.0%
Fiscal 2000
AGLC 9.11% 11.0%
CGC 9.08% 11.0%

Competition

DISTRIBUTION OPERATIONS 

Distribution operations competes with alternative energy suppli-

ers to distribute natural gas. Customers can switch to alternative

fuels, including propane, fuel and waste oils, electricity and, in

some cases, combustible wood byproducts. Distribution opera-

tions also competes to distribute gas to large commercial and

industrial customers that seek to bypass the distribution system. 

Pursuant to the GPSC’s rate case order of June 30, 1998, AGLC

has been able to price distribution services to large commercial

and industrial customers in one of three ways: 

● GPSC-approved rates in AGLC’s tariff 

● negotiated rates if an existing rate is not priced competitively

with a customer’s competitive alternative fuel

● special contracts approved by the GPSC 

Additionally, interruptible customers have the option of purchas-

ing delivery service directly from Marketers, who are authorized to

use capacity on AGLC’s distribution system that is allocated to the

Marketers for firm residential and small commercial customers,

whenever such capacity is not being used for firm customers. 

WHOLESALE SERVICES 

Sequent, although regionally focused, competes with national

and regional full-service energy providers, energy merchants,

and producers and pipelines (some of which are larger and bet-

ter capitalized, with national and global exposure) for sales

based on its ability to aggregate competitively priced commodi-

ties from the firm transportation capacity of AGL Resources.

Natural gas competes with other forms of energy including elec-

tricity, coal and fuel oils. The primary competitive factor is price.

Changes in the availability or price of natural gas and other forms

of energy; the level of business activity; conservation; legislation

and regulations; the capability to convert to alternative fuels; and

other factors, including weather, affect demand for natural gas

and the level of business of natural gas assets. In addition,

increased availability of pricing information to industry partici-

pants will continue to exert downward pressure on profit margins

in the industry.
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ENERGY INVESTMENTS 

AGL Resources engages in several competitive, energy-related

businesses, including gas supply services, wholesale and retail

propane sales, and the sale of energy-related products and 

services for residential, commercial and industrial customers

throughout the Southeast. The energy-related businesses are

not regulated and typically face competition from other compa-

nies in the same or similar businesses. 

SouthStar competes with other energy marketers, including Mar-

keters in Georgia, to provide natural gas and related services to

customers in Georgia and the Southeast. As of December 31,

2002, SouthStar had the largest market share among 10 operat-

ing Marketers in Georgia.

AGL Networks’ competitors in the metro Atlanta area include

Metromedia Fiber Networks, Level 3 Communications, Southern

Telecom, Looking Glass Networks and BellSouth Telecommuni-

cations. In the Phoenix area, AGL Networks’ competitors are

Level 3 Communications, Metromedia Fiber Networks, Salt River

Project, Quest, XO Communications and Electric Lightwave.

Accounting Developments

In June 2001, the FASB issued SFAS 143, which is effective for fis-

cal years beginning after June 15, 2002. SFAS 143 requires legal

obligations associated with the retirement of long-lived assets to

be recognized at their fair value at the time that the obligations

are incurred. Upon initial recognition of a liability, that cost

should be capitalized as part of the related long-lived asset and

allocated to expense over the useful life of the asset. AGL

Resources adopted SFAS 143 on January 1, 2003. The adoption

of SFAS 143 did not have a material impact on AGL Resources’

financial position or results of operations. 

AGL Resources’ regulated entities currently accrue costs of

removal on many regulated, long-lived assets through deprecia-

tion expense, with a corresponding charge to accumulated

depreciation, as allowed by its regulatory jurisdictions. However,

because these removal costs meet the requirements of SFAS 71,

these accumulated costs will be disclosed in 2003. As of Decem-

ber 31, 2002, AGL Resources has not yet quantified the accumu-

lated removal costs.

In July 2001, the FASB issued SFAS 141 and SFAS 142. These

pronouncements significantly change the accounting for busi-

ness combinations, goodwill and intangible assets. SFAS 141

establishes that all business combinations will be accounted for

using the purchase method; use of the pooling-of-interests

method is no longer allowed. The statement further clarifies the

criteria to recognize intangible assets separately from goodwill.

The provisions of SFAS 141 are effective for all business combi-

nations initiated after June 30, 2001 and for business combina-

tions accounted for using the purchase method for which the

acquisition date was before July 1, 2001. SFAS 142 addresses

financial accounting and reporting for acquired goodwill and

other intangible assets and, generally, adopts a nonamortization

and periodic impairment analysis approach to goodwill and

indefinitely lived intangibles. AGL Resources adopted these

statements on October 1, 2001.

As a result of the adoption of SFAS 142, AGL Resources 

discontinued amortization of goodwill effective October 1, 2001.

During the transition period, AGL Resources completed the tran-

sitional impairment test required by SFAS 142 and did not record

any impairments of goodwill. All goodwill is in distribution oper-

ations. Net income and earnings per share (basic and diluted) for

fiscal 2001 have been adjusted below to exclude amortization

related to goodwill and recognized in business combinations.

Goodwill amortization in fiscal 2000 was not material.

In millions, except per share amounts Net Income Basic Diluted

As reported $88.9 $1.63 $1.62
Effect of goodwill amortization, 

net of tax 3.4 0.06 0.06
As adjusted $92.3 $1.69 $1.68

In August 2001, the FASB issued SFAS 144, which superseded

SFAS 121 and requires AGL Resources to review long-lived assets

and certain intangibles for impairment when events or changes

in circumstances indicate that the carrying amount of an asset

may not be recoverable based on undiscounted cash flows. Any

impairment losses are reported in the period in which the recog-

nition criteria are first applied based on the fair value of the asset.

The adoption of SFAS 144 on January 1, 2002 had no impact on

AGL Resources’ financial position or results of operations. In

accordance with SFAS 144, AGL Resources has evaluated its

long-lived assets for financial impairment. As of December 31,

2002, AGL Resources believes that no asset impairments exist.
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In June 2002, the EITF reached a partial consensus on EITF 02-03

and EITF 00-17. The EITF concluded that, effective for periods

ending after July 15, 2002, mark-to-market gains and losses on

energy-trading contracts (including those to be physically set-

tled) must be shown on a net basis in the income statement.

Comparative financial statements for prior periods must be

reclassified to reflect presentation on a net basis. AGL Resources

adopted the net presentation provision of the June 2002 con-

sensus of EITF 02-03 in the third quarter of calendar 2002. The

implementation of the EITF consensus with respect to netting

revenues and expenses on energy-trading activities has been

reflected in the accompanying statements of consolidated

income and has reduced revenues and cost of sales for all peri-

ods presented.

In October 2002, the EITF, as part of its further deliberations 

on EITF 02-03, rescinded the consensus reached in EITF 98-10. As

a result, all energy-trading contracts that do not meet the defini-

tion of a derivative under SFAS 133 will be recorded at their his-

torical cost and reported on an accrual basis, resulting in the

recognition of earnings or losses at the time of contract settle-

ment or termination. New nonderivative energy-trading contracts

entered into after October 25, 2002 will be accounted for under

the accrual accounting basis. Nonderivative energy-trading con-

tracts in the consolidated balance sheet as of January 1, 2003 

that existed at October 25, 2002 will be removed with a cumula-

tive effect adjustment. Accordingly, transactions entered into on

or before October 25, 2002 and accounted for under EITF 98-10

continue to be accounted for under that guidance through

December 31, 2002. AGL Resources is still in the process of final-

izing the quantification of the cumulative effect adjustment but

believes it to be in the range of $15.3 million. Therefore, as of

January 1, 2003, AGL Resources will record an estimated loss and

corresponding reduction of the risk management asset and/or

increase of the risk management liability of $15.3 million.

In connection with the decision to rescind EITF 98-10, the EITF

also reached a consensus that, effective for periods beginning

after December 15, 2002, all gains and losses on all derivative

instruments held for trading purposes should be shown net in the

income statement as trading and marketing net margin (loss).

Gains and losses on nonderivative energy-trading contracts

should similarly be presented on a gross or net basis in connec-

tion with the guidance in EITF 99-19. The EITF agreed to rescind

its previous consensus on EITF 02-03 that required additional dis-

closures for energy-trading contracts and activities and asked the

FASB to reconsider the disclosures required by SFAS 133. 

The following table reconciles AGL Resources’ gross revenues

and cost of sales after the effects of the adoption of EITF 02-03.

Calendar Transition Fiscal
In millions 2002 Period 2001

Gross revenues $2,638.7 $349.4 $1,108.7
Costs from energy marketing 

products netted per EITF 02-03 1,769.8 148.4 167.8
Reported net revenues $ 868.9 $201.0 $ 940.9

Calendar Transition Fiscal
In millions 2002 Period 2001

Gross cost of sales $2,015.4 $191.3 $482.5
Costs from energy marketing 

products netted per EITF 02-03 1,747.2 142.2 155.2
Reported cost of sales $ 268.2 $ 49.1 $327.3

In December 2002, the FASB issued SFAS 148. This pronounce-

ment provides alternative methods of transition for a voluntary

change to the fair value based method of accounting for stock-

based employee compensation. Under the fair value based

method, compensation cost for stock options is measured when

options are issued. In addition, SFAS 148 amends the disclosure

requirements of SFAS 123 to require more prominent and more

frequent disclosures in financial statements of the effects of

stock-based compensation. 

The transition guidance and annual disclosure provisions of

SFAS 148 are effective for fiscal years ending after December 15,

2002, with earlier application permitted in certain circumstances.

As of December 31, 2002, AGL Resources had adopted SFAS 148

through continued application of the intrinsic value method of

accounting under APB 25, and enhanced financial statement

disclosures of the effect on net income and earnings per share

of fair value provisions as if SFAS 123 had been applied.
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In January 2003, the FASB released FASB Interpretation 45. For

many of the guarantees or indemnification agreements 

AGL Resources issues, FASB Interpretation 45 requires AGL

Resources to disclose in its financial statement footnotes the

nature of the guarantee and the maximum potential amount of

future payments that could be required of the guarantor. Foot-

note disclosures are required for guarantees or indemnification

agreements AGL Resources issues beginning in year-end finan-

cial statements ending after December 15, 2002. FASB Interpre-

tation 45 also includes liability recognition and measurement

provisions that apply prospectively to guarantees issued or mod-

ified after December 31, 2002. 

In January 2003, the FASB released FASB Interpretation 46, which

separates unconsolidated entities, including special-purpose

entities, joint ventures and partnerships, into two categories: 

● entities for which the consolidation decision should be based

on voting interests and therefore subject to ARB 51

● entities for which the consolidation should be based on vari-

able interests and therefore subject to FASB Interpretation 46 

Companies whose unconsolidated entities are subject to FASB

Interpretation 46 and are issuing financial statements on or after

January 31, 2003 are required to disclose the nature, purpose,

size and activities and the company’s maximum exposure to loss

as a result of its involvement with the variable-interest entity. AGL

Resources is evaluating the impact of FASB Interpretation 46 to

its joint venture interests in SouthStar and US Propane.

Qualitative and Quantitative Disclosures 
about Market Risk

AGL Resources is exposed to risks associated with commodity

prices, interest rates and credit. Commodity price risk is defined

as the potential loss that AGL Resources may incur as a result of

changes in the fair value of a particular instrument or commodity.

Interest rate risk results from AGL Resources’ portfolio of debt

and equity instruments that it issues to provide financing and

liquidity for its business. Credit risk results from the extension of

credit throughout all aspects of AGL Resources’ business, but is

particularly concentrated in distribution operations at AGLC and

in wholesale services. 

The RMC is responsible for the overall establishment of risk man-

agement policies, and the monitoring of compliance with and

adherence to the terms within these policies, including the dele-

gation of approval and authorization levels. The RMC consists of

senior executives who monitor commodity price risk positions,

corporate exposures, credit exposures and overall results of AGL

Resources’ risk management activities. The RMC is chaired by

the chief risk officer, who is responsible for ensuring that appro-

priate reporting mechanisms exist for the RMC to perform its

monitoring functions. 

COMMODITY PRICE RISK 

Wholesale Services Sequent is exposed to certain commodity

price risks inherent in the natural gas industry or inherent in trans-

actions entered in the normal course of business. In executing

risk management strategies to mitigate these risks, wholesale

services routinely utilizes various types of financial and other

instruments. These instruments include a variety of exchange-

traded and over-the-counter energy contracts, such as forward

contracts, futures contracts, option contracts and financial 

swap agreements.

The financial and other instruments require payments to or

receipt of payments from counterparties based on the differen-

tial between a fixed and variable price for the commodity,

options and other contractual arrangements. Sequent does 

not designate its financial instruments to manage risk exposure

to energy prices as hedges under SFAS 133. Therefore, the fair

values of these instruments are included in energy marketing

and risk management assets and liabilities in the consolidated

balance sheets under SFAS 133 and EITF 02-03. Under the

mark-to-market method of accounting, financial instruments

and contractual commitments are recorded at fair value in 

the accompanying consolidated balance sheets. The determi-

nation of fair value considers various factors, including closing

exchange or over-the-counter market price quotations, time

value and volatility factors, underlying options and contractual

commitments. The maturities of these financial instruments are

less than two years and represent purchases (long) of 326.4 bil-

lion cubic feet and sales (short) of 313.1 billion cubic feet. For

calendar 2002, the unrealized gain related to derivative instru-

ments as a result of energy marketing and risk management

activities was $4.1 million.

MANAGEMENT’S DISCUSSION AND ANALYSIS
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The fair values and average values of Sequent’s energy market-

ing and risk management assets and liabilities as of Decem-

ber 31, 2002 are included in the following table. The average values

are based on a monthly average for calendar 2002. 

Energy Marketing and
Risk Management Assets Value at

In millions Average Value Dec. 31, 2002

Natural gas contracts $18.6 $24.7

Energy Marketing and
Risk Management Liabilities Value at

In millions Average Value Dec. 31, 2002

Natural gas contracts $12.6 $17.9

Sequent employs a systematic approach to the evaluation and

management of the risks associated with its contracts related to

wholesale marketing and risk management, including VaR. VaR is

defined as the maximum expected loss that is not to be

exceeded with a given degree of confidence and over a speci-

fied holding period. Sequent uses a 95% confidence interval to

evaluate the VaR exposure. A 95% confidence interval means

there is a 5% probability that the actual change in portfolio value

will be greater than the VaR value. The holding period is the time 

over which the variability of the value of the portfolio is assessed. 

Sequent’s VaR model is based on weighted historical prices.

Sequent’s VaR may not be comparable to a similarly titled

measure of another company.

Sequent’s open exposure is managed in accordance with estab-

lished policies that limit market risk and require daily reporting of

potential financial exposure to the chief risk officer. Because

asset optimization is one of Sequent’s primary responsibilities,

the open exposure is minimal and as a result Sequent has rela-

tively low VaR limits. Sequent employs daily risk testing using

both VaR and stress testing to capture open risk.

Based on a 95% confidence interval and employing a 1-day and

a 20-day holding period for all positions, Sequent’s portfolio of

positions as of December 31, 2002 had a 1-day holding period

VaR and 20-day holding period VaR of $0.1 million and $0.3 mil-

lion, respectively.

Energy Investments SouthStar manages a portion of its com-

modity price risks through hedging activities using derivative

financial instruments and physical commodity contracts. Finan-

cial contracts in the form of futures, options and swaps are used

to hedge the price volatility of natural gas. These derivative

transactions qualify as cash flow hedges and SouthStar records

the fair value of the open positions in its balance sheet with the

unrealized gain or loss in other comprehensive income.

INTEREST RATE RISK

Interest rate fluctuations expose AGL Resources’ variable-rate debt to changes in interest expense and cash flows. AGL Resources’ pol-

icy is to manage interest expense using a combination of fixed- and variable-rate debt. To facilitate the achievement of desired fixed-

and variable-rate debt percentages (of total debt), AGL Capital entered into two interest rate swaps where it agreed to exchange, at

specified intervals, the difference between fixed and variable amounts calculated by reference to agreed-upon notional principal

amounts. These swaps are designated to hedge the fair values of $75.0 million of AGL Capital Trust II’s 8.0% $150.0 million Trust

Preferred Securities.

Dollars in millions Market Value of Interest Rate Swap Derivatives Market Value
Notional Amount Fixed-Rate Payment Variable Rate Received Maturity Dec. 31, 2002 Dec. 31, 2001

$50.0 8.0% 3 month LIBOR plus 131.5 basis points May 15, 2041 $4.0 $(1.6)
$25.0 8.0% 3 month LIBOR plus 131.5 basis points May 15, 2041 2.1 (0.6)
$75.0 $6.1 $(2.2)
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AGL Resources’ variable-rate debt consists of commercial paper

and the swapped portion of the $150 million trust preferred secu-

rities, which totaled $388.6 million and $75.0 million, respectively,

as of December 31, 2002. Based on outstanding borrowings at

year end, a 100 basis point change in market interest rates 

from 1.9% to 2.9% at December 31, 2002 would result in a change

in annual pretax expense or cash flows of $4.6 million. As of

December 31, 2002, $30.0 million of long-term fixed-debt obli-

gations mature in the following 12 months. Any new debt

obtained to refinance this obligation would be exposed to

changes in interest rates.  

CREDIT RISK

Distribution Operations AGLC has a concentration of credit

risk related to the provision of services to Georgia’s Marketers.

AGLC bills 10 Marketers in Georgia for services. These Mar-

keters, in turn, bill end-use customers. Credit risk exposure to

Marketers varies with the time of the year. Exposure is lowest in

the nonpeak summer months and highest in the peak winter

months. The provisions of AGLC’s tariff allow AGLC to obtain

security support in an amount equal to a minimum of two times 

a Marketer’s highest month’s estimated bill from AGLC. 

In addition, intrastate delivery service is billed by AGLC to the

Marketers in advance rather than in arrears. Security support is

provided in the form of cash deposits, letters of credit/surety

bonds from acceptable issuers and corporate guarantees from

investment-grade entities. The RMC reviews monthly the ade-

quacy of security support coverage, credit rating profiles of secu-

rity support providers and payment status of each Marketer. AGL

Resources believes that adequate policies and procedures have

been put in place to properly quantify, manage and report on

AGLC’s credit risk exposure to Marketers. 

AGLC also faces potential credit risk in connection with assign-

ments to Marketers of interstate pipeline transportation and stor-

age capacity. Although AGLC has assigned this capacity to the

Marketers, in the event that the Marketers fail to pay the interstate

pipelines for the capacity, the interstate pipelines would in all like-

lihood seek repayment from AGLC. This risk is mitigated some-

what by the fact that some of the interstate pipelines require the

Marketers to maintain security for their obligations to the inter-

state pipelines arising out of the assigned capacity.

Wholesale Services Sequent has established credit policies to

determine and monitor the creditworthiness of counterparties,

as well as the quality of pledged collateral and use of master net-

ting agreements whenever possible to mitigate exposure to

counterparty credit risk. Master netting agreements enable

Sequent to net certain assets and liabilities by counterparty.

Sequent also nets across product lines and against cash collat-

eral provided such provisions are established in the master net-

ting and cash collateral agreements. Additionally, Sequent may

require counterparties to pledge additional collateral when 

deemed necessary. Credit evaluations are conducted and appro-

priate approvals obtained for each counterparty’s line of credit

before any transaction with the counterparty is executed. In most

cases, the counterparty must have a minimum long-term debt

rating of Baa2 from Moody’s or BBB from S&P. Transaction coun-

terparties that do not have either of the above ratings require

credit enhancements by way of guaranty, cash deposit or letter of

credit. The following table shows Sequent’s commodity receiv-

ables and payables as of December 31, 2002.

Gross Gross 
In millions Receivable Payable

Receivables with netting 
agreements in place

Counterparty is investment grade $188.2 $139.8
Counterparty is non–investment grade 22.8 36.6
Counterparty has no external rating 25.1 28.4
Receivables without netting 

agreements in place
Counterparty is investment grade 3.7 37.4
Counterparty is non–investment grade 0.4 2.2
Counterparty has no external rating — 6.3
Amount recorded on balance sheet $240.2 $250.7

MANAGEMENT’S DISCUSSION AND ANALYSIS
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As of Dec. 31, As of Dec. 31, As of Sept. 30,
In millions 2002 2001 2001

Current assets
Cash and cash equivalents $ 8.4 $ 7.3 $ 2.8
Receivables

Energy marketing 240.2 52.1 24.9
Gas 51.8 27.4 36.9
Other 28.1 8.5 11.4
Less allowance for uncollectible accounts (2.3) (7.2) (13.4)

Total receivables 317.8 80.8 59.8
Income tax receivable 21.4 — —
Unbilled revenues 33.9 23.2 6.5
Inventories

Natural gas stored underground 107.4 149.9 110.5
Liquefied natural gas 5.9 5.0 3.1
Materials and supplies 4.9 5.5 5.9

Energy marketing and risk management asset 24.7 3.1 2.8
Unrecovered ERC—current portion 21.8 14.6 15.7
Unrecovered PRP costs—current portion 15.0 16.3 6.4
Unrecovered seasonal rates 9.3 11.2 10.2
Other current assets 15.9 11.6 15.8

Total current assets 586.4 328.5 239.5
Property, plant and equipment
Property, plant and equipment 3,323.2 3,144.7 3,097.9
Less accumulated depreciation 1,129.0 1,059.5 1,039.0

Property, plant and equipment—net 2,194.2 2,085.2 2,058.9
Deferred debits and other assets
Unrecovered PRP costs 499.3 498.6 518.8
Goodwill 176.2 176.2 176.2
Unrecovered ERC 173.3 228.6 224.0
Investments in joint ventures 74.8 74.9 69.7
Unrecovered postretirement benefit costs 10.9 11.2 11.2
Restricted investment for purchase of telecommunications network 4.4 15.0 —
Assigned natural gas stored underground — — 34.1
Other 22.5 36.1 35.7

Total deferred debits and other assets 961.4 1,040.6 1,069.7
Total assets $3,742.0 $3,454.3 $3,368.1

See Notes to Consolidated Financial Statements.
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As of Dec. 31, As of Dec. 31, As of Sept. 30,
In millions 2002 2001 2001

Current liabilities
Short-term debt $ 388.6 $ 384.7 $ 303.4
Energy marketing trade payable 250.7 61.8 34.5
Accounts payable—trade 91.1 36.2 47.9
Accrued PRP costs—current portion 50.0 53.6 48.9
Accrued ERC—current portion 41.3 47.0 30.0
Current portion of long-term debt 30.0 93.0 45.0
Accrued wages and salaries 23.0 9.7 21.1
Customer deposits 22.9 13.9 12.7
Accrued interest 19.2 21.1 25.1
Energy marketing and risk management liabilities 17.9 0.2 2.0
Accrued taxes 16.0 30.3 50.3
Other 65.1 58.3 44.6

Total current liabilities 1,015.8 809.8 665.5
Accumulated deferred income taxes 320.0 268.8 255.5
Long-term liabilities
Accrued PRP costs 444.0 453.1 469.5
Accrued pension obligations 72.7 — 6.4
Accrued ERC 63.7 124.0 141.0
Accrued postretirement benefit costs 49.2 48.7 48.3

Total long-term liabilities 629.6 625.8 665.2
Deferred credits
Unamortized investment tax credit 20.2 21.5 21.8
Regulatory tax liability 13.5 14.4 14.6
Other 38.6 8.9 9.2

Total deferred credits 72.3 44.8 45.6
Commitments and contingencies (Notes 2 and 6)
Capitalization
Long-term debt 767.0 797.0 845.0
Subsidiaries’ obligated mandatorily redeemable preferred securities 227.2 218.0 219.9
Common shareholders’ equity (see accompanying statements 

of consolidated common shareholders’ equity) 710.1 690.1 671.4
Total capitalization 1,704.3 1,705.1 1,736.3

Total liabilities and capitalization $3,742.0 $3,454.3 $3,368.1
See Notes to Consolidated Financial Statements.
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In millions, except per share amounts Calendar 2002 Transition Period Fiscal 2001 Fiscal 2000

Operating revenues $868.9 $201.0 $940.9 $607.4
Cost of sales 268.2 49.1 327.3 111.9
Operating margin 600.7 151.9 613.6 495.5
Operating expenses

Operation and maintenance 274.1 68.1 267.2 247.8
Depreciation and amortization 89.1 23.2 100.0 83.2
Taxes other than income taxes 29.3 6.0 32.8 26.7

Total operating expenses 392.5 97.3 400.0 357.7
Operating income 208.2 54.6 213.6 137.8
Other income 38.8 7.7 11.7 15.1
Gain on sale of Utilipro — — 10.9 —
Gain on propane transaction — — — 13.1
Earnings before interest and taxes (EBIT) 247.0 62.3 236.2 166.0
Interest expense and preferred stock dividends 86.0 23.8 97.4 57.7
Earnings before income taxes 161.0 38.5 138.8 108.3
Income taxes 58.0 13.6 49.9 37.2
Net income $103.0 $ 24.9 $ 88.9 $ 71.1
Earnings per common share (Note 1)

Basic $1.84 $0.45 $1.63 $1.29
Diluted $1.82 $0.45 $1.62 $1.29

Weighted average number of common shares outstanding (Note 1)
Basic 56.1 55.3 54.5 55.2
Diluted 56.6 55.6 54.9 55.2

See Notes to Consolidated Financial Statements.
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Other Shares Held
Premium on Earnings Comprehensive in Treasury

In millions, except par value and per share amounts Common Stock Common Stock Reinvested Income and Trust Total

Balance as of September 30, 1999 $ 289.2 $ 200.0 $ 186.7 $ — $ (14.4) $ 661.5
Comprehensive income:

Net income — — 71.1 — — 71.1
Total comprehensive income 71.1
Dividends on common stock ($1.08 per share) — — (59.8) — — (59.8)
Repurchase of treasury shares — — — — (62.1) (62.1)
Benefit, stock compensation, dividend reinvestment 

and stock purchase plans — 0.2  (0.2) — 10.3 10.3
Stock award forfeitures (0.1) — — — — (0.1) 

Balance as of September 30, 2000 289.1 200.2 197.8 — (66.2) 620.9
Comprehensive income:

Net income — — 88.9 — — 88.9
OCI—unrealized loss on interest rate hedge — — — (0.5) — (0.5)

Total comprehensive income 88.4
Dividends on common stock ($1.08 per share) — — (58.6) — — (58.6)
Benefit, stock compensation, dividend reinvestment 

and stock purchase plans — 2.1  — — 18.7 20.8
Stock award forfeitures (0.1)  — — — — (0.1) 
Other — 0.5 (0.5) — — —

Balance as of September 30, 2001 289.0 202.8 227.6 (0.5) (47.5) 671.4
Comprehensive income:

Net income — — 24.9 — — 24.9
OCI—loss resulting from unfunded 

pension obligation — — — (0.6) — (0.6)
Total comprehensive income 24.3
Dividends on common stock ($1.08 per share) — — (14.9) — — (14.9)
Benefit, stock compensation, dividend reinvestment 

and stock purchase plans — 1.1 (0.1)  — 8.5 9.5
Other — (0.1) (0.1) — — (0.2)

Balance as of December 31, 2001 289.0 203.8 237.4 (1.1) (39.0) 690.1
Comprehensive income:

Net income — — 103.0 — — 103.0
OCI—loss resulting from unfunded 

pension obligation (net of tax benefit of $30.8) — — — (48.5) — (48.5)
Total comprehensive income 54.5
Dividends on common stock ($1.08 per share) — — (60.5) — — (60.5)
Benefit, stock compensation, dividend reinvestment 

and stock purchase plans — 6.0 — — 19.7 25.7
Other — — (0.1)  0.4  — 0.3

Balance as of December 31, 2002 $289.0 $209.8 $279.8 $(49.2) $(19.3) $710.1
See Notes to Consolidated Financial Statements.
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In millions Calendar 2002 Transition Period Fiscal 2001 Fiscal 2000

Cash flows from operating activities
Net income $ 103.0 $ 24.9 $ 88.9 $ 71.1
Adjustments to reconcile net income to net cash flow provided by operating activities

Depreciation and amortization 89.1 23.2 101.3 84.4
Gain on sale of Utilipro — — (10.9) —
Gain on propane transaction — — — (13.1)
Equity in joint venture earnings (27.2) (5.2) (11.1) (6.7)
Deferred income taxes, net of noncash items 81.9 14.0 6.7 37.1
Other (5.2) (2.4) (1.3) (1.3)

Changes in certain assets and liabilities, net of assets and liabilities acquired
Payables 243.8 15.6 31.4 2.7
Inventories and assigned natural gas stored underground 42.2 (6.8) (83.3) 29.7
Deferred revenue 37.1 — — —
Pension liability—net (6.1) (7.1) (0.9) 1.4
ERC—net (17.9) (3.5) (15.7) (5.1)
Receivables (269.1) (37.7) (0.4) (1.3)
Other—net 13.9 (37.0) (4.9) (47.3)

Net cash flow provided by (used in) operating activities 285.5 (22.0) 99.8 151.6
Cash flows from investing activities
Property, plant and equipment expenditures (187.0) (51.9) (155.7) (157.8)
Acquisition of VNG, net of cash acquired — — (541.2) —
Cash received from (provided to) joint ventures 27.3 — 16.3 (8.7)
Cash received from sale of Utilipro — — 17.9 —
Cash received from propane transaction — — — 9.1
Net investment in joint ventures — — 3.5 (4.5)
Other (0.7) 2.5 8.1 1.4

Net cash flow used in investing activities (160.4) (49.4) (651.1) (160.5)
Cash flows from financing activities
Payments of long-term debt (93.0) — (20.0) (50.0)
Dividends paid on common shares (53.2) (14.0) (50.4) (51.2)
Net payments and borrowings of short-term debt 3.9 81.3 162.2 139.7
Borrowings of long-term debt — — 300.0 —
Issuance of trust preferred securities — — 145.6 —
Sale of treasury shares, net of noncash dividends 19.7 7.2 18.2 1.6
Purchase of treasury shares — — — (62.1)
Other (1.4) 1.4 (3.5) —

Net cash flow (used in) provided by financing activities (124.0) 75.9 552.1 (22.0)
Net increase (decrease) in cash and cash equivalents 1.1 4.5 0.8 (30.9)
Cash and cash equivalents at beginning of period 7.3 2.8 2.0 32.9
Cash and cash equivalents at end of period $ 8.4 $ 7.3 $ 2.8 $ 2.0

Cash paid during the period for
Interest (net of AFUDC) $ 73.3 $ 23.4 $ 83.3 $ 56.1
Income taxes 15.3 39.3 37.3 24.2
See Notes to Consolidated Financial Statements.
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Significant Accounting Policies

NATURE OF OUR BUSINESS

AGL Resources is a registered public utility holding company

that manages its business in three operating segments and one

nonoperating segment. 

On September 20, 2001, the Board of Directors of AGL

Resources elected to change AGL Resources’ fiscal year end

from September 30 to December 31 effective October 1, 2001.

The financial statements and related footnote information for the

three months ended December 31, 2001 (defined as the “transi-

tion period”) have been presented herein. 

Distribution Operations Distribution operations includes the

results of operations and financial condition of AGL Resources’

three natural gas local distribution companies: AGLC, VNG and

CGC. AGLC conducts its primary business, the distribution of

natural gas, throughout most of Georgia. VNG distributes and

sells natural gas in southeastern Virginia. CGC distributes and

sells natural gas in the Chattanooga area of Tennessee. The

GPSC regulates AGLC; the VSCC regulates VNG; and the TRA

regulates CGC. The GPSC, the VSCC and the TRA regulate dis-

tribution operations with respect to rates, maintenance of

accounting records and various other service and safety matters. 

Effective October 1, 2000, AGL Resources acquired all the 

outstanding common stock of VNG, a wholly owned subsidiary 

of Consolidated Natural Gas Company and an indirect sub-

sidiary of Dominion Resources, Inc. (DRI). The purchase price 

of approximately $535 million, paid in cash, included approxi-

mately $7.5 million in working capital. The acquisition was

accounted for as a purchase for financial accounting purposes,

and as a result VNG’s operations were consolidated with those of

AGL Resources beginning October 1, 2000. The excess purchase

price of $183.6 million over the fair value of the assets acquired

and liabilities assumed was allocated to goodwill, which was ini-

tially being amortized using a life of 40 years. Effective October 1,

2001, AGL Resources adopted SFAS 142, and as a result, this

goodwill is not amortized during the transition period and calen-

dar 2002.

Wholesale Services Wholesale services includes the results of

operations and financial condition of Sequent, AGL Resources’

asset optimization, gas supply services, and wholesale marketing

and risk management subsidiary. Asset optimization focuses on

capturing the value from idle or underutilized assets, typically by

participating in transactions that balance the needs of varying

markets and time horizons. 

Although Sequent is a nonregulated business, some of its under-

lying assets are regulated. Under varying agreements and prac-

tices, Sequent acts as asset manager and/or gas manager for

AGL Resources’ regulated utilities. Sequent aggregates gas from

other marketers and producers and sells it to third parties. In

addition, Sequent bundles commodity with transportation and

redelivers short-term and long-term transported commodity. The

VSCC has approved an asset management agreement that pro-

vides for a sharing of profits between Sequent and VNG’s cus-

tomers. Sequent and CGC have an agreement whereby Sequent

pays CGC’s ratepayers an annual fee for the right to act as CGC’s

asset manager. Sequent also operates as asset manager for

AGLC. By statute, earnings from capacity release transactions are

required to be shared 90% with Georgia’s USF. By GPSC order,

net margin earned by Sequent, for transactions involving AGLC

assets other than capacity release, are required to be shared

50/50 with Georgia’s USF.

Energy Investments Energy investments includes AGL

Resources’ investments in SouthStar, US Propane, the results of

operations and financial condition of AGL Networks, and Utilipro

through the date of sale.

Effective March 2, 2001, AGL Resources sold substantially all the

assets of Utilipro, which engaged in the sale of integrated cus-

tomer care solutions and billing services to energy marketers 

in the United States, to Alliance Data Systems Corporation for

$17.9 million, resulting in a pretax and aftertax gain of $10.9 mil-

lion and $7.1 million, respectively. 

As of December 31, 2002, SouthStar was a joint venture in which

a subsidiary of AGL Resources was a 50% owner; a subsidiary of

Piedmont Natural Gas Company was a 30% owner; and a sub-

sidiary of Dynegy Holdings Inc. was a 20% owner (collectively

the Owners). Although AGL Resources owned 50% of SouthStar,

it did not have a controlling interest as most matters of signifi-

cance require the unanimous vote of each Owner’s representa-

tive to the governing board of SouthStar. SouthStar offers a

combination of unregulated energy products and services to

industrial, commercial and residential customers in the south-

eastern United States. SouthStar was formed and began mar-

keting energy services in Georgia, under the trade name

Georgia Natural Gas, in 1998 when that state became fully open

to retail natural gas competition. 

NOTE 1
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On January 24, 2003, AGL Resources announced that its wholly

owned subsidiary had reached an agreement to purchase the

Dynegy Holdings Inc. 20% ownership interest in SouthStar. The

transaction is expected to close in March 2003, subject to a num-

ber of approvals, including clearance by the GPSC. Upon clos-

ing, AGL Resources’ subsidiary will own a noncontrolling 70%

financial interest in SouthStar, with Piedmont Natural Gas Com-

pany owning the remaining 30%. The purchase agreement stipu-

lates that Dynegy Marketing and Trade will no longer provide

asset management and gas procurement and supply services for

SouthStar. This relationship will be terminated on January 31,

2003, and SouthStar will assume the asset manager role and any

litigation related to this agreement will be dismissed.

The Owners of SouthStar have entered into a capital contribution

agreement that requires each Owner to contribute additional

capital to SouthStar to pay invoices for goods and services

received from any vendor that is affiliated with an Owner when-

ever funds are not otherwise available to pay those invoices. The

capital contributions to pay affiliated vendor invoices are repaid

as funds become available, but repayment is subordinated to

SouthStar’s revolving line of credit with financial institutions.

There was no activity related to the capital contribution agree-

ment during calendar 2002.

AGL Resources owns 22.36% of the limited partnership interests

in US Propane and 22.36% of the limited liability company that

serves as US Propane’s general partner. The other limited part-

ners are subsidiaries of TECO Energy, Inc., Piedmont Natural Gas

Company and Atmos Energy Corporation. These other compa-

nies also are owners of US Propane’s general partner. US Propane

owns all the general partnership interests directly or indirectly

and approximately 29% or 4,641,282 common units of the limited

partnership interests in Heritage (NYSE: HPG), a marketer of

propane through a nationwide retail distribution network. Her-

itage competes with electricity, natural gas and fuel oil providers,

as well as with other companies in the retail propane distribution

business. The propane business, like the natural gas business, is

seasonal, with weather conditions significantly affecting demand.

AGL Resources recognized a pretax and aftertax gain of $13.1 mil-

lion and $10.7 million, respectively, during August 2000 in con-

nection with the formation of US Propane.

The limited partnership agreement of US Propane requires that,

in the event of liquidation, all limited partners would be required

to restore capital account deficiencies, including any unsatisfied 

obligations of the partnership. AGL Resources’ maximum capital

account restoration would be $13.6 million. Currently AGL

Resources’ capital account is positive. Management believes

that the occurrence of US Propane’s liquidation is not probable

and, accordingly, no liability is recorded. 

AGL Networks serves the demand for high-speed network

capacity in metropolitan areas within the United States. Under a

certificate of authority from the GPSC, AGL Networks owns and

operates a 175-mile fiber network and provides last-mile conduit

and dark fiber infrastructure solutions to a variety of customers in

metro Atlanta, including local, regional and national telecommu-

nications companies; wireless service providers; educational

institutions; and other commercial entities. Additionally, AGL

Networks owns and operates a 60-mile fiber network in Phoenix,

serving the central business district, midtown and the airport

area. Conduit and dark fiber is typically provided to these cus-

tomers under lease arrangements with term lengths that vary

from 3 to 20 years. In addition to conduit and dark fiber leasing,

AGL Networks provides turnkey telecommunications network

construction services. AGL Networks has also entered into back-

to-back lease or fiber exchange arrangements in St. Louis, MO,

Kansas City, MO and Richmond, VA. AGL Networks has con-

tracted for last-mile dark fiber in these cities on behalf of a cus-

tomer. These arrangements are dedicated to the customer and

AGL Networks is fully compensated for the costs of such leases.

Corporate Corporate includes the results of operations and

financial condition of AGL Resources’ nonoperating business

units, including AGSC and AGL Capital. AGSC is a service com-

pany established in accordance with PUHCA. AGL Capital was

established to finance the acquisition of VNG; refinance existing

short-term debt; and provide for the ongoing financing needs 

of AGL Resources through a commercial paper program, the

issuance of various debt and hybrid securities, and other financ-

ing mechanisms. All operating expenses and interest costs

associated with AGSC and AGL Capital are allocated to the

operating segments in accordance with PUHCA. The corporate

segment also includes intercompany eliminations for transac-

tions between operating business segments.

CORPORATE REORGANIZATION

AGL Resources undertook an operational excellence project 

during fiscal 2000. The goal was to improve productivity and

profitability through internal operational activity reassessment

supported with external benchmarks. The project concluded

prior to September 30, 2000, and resulted in AGL Resources

reorganizing various functions and identifying specific positions 
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to be eliminated. A one-time pretax charge of $6.3 million was

recorded in the fourth quarter of fiscal 2000.

CONSOLIDATION POLICY

AGL Resources utilizes two different accounting methods to

report its investments in its subsidiaries and other companies:

consolidation and the equity method. 

Consolidation AGL Resources utilizes the consolidation method

of accounting when it owns a majority of the voting stock of the

subsidiary or if it can otherwise exercise control over the entity.

This means that the accounts of AGL Resources are combined

with the subsidiaries’ accounts. Any intercompany profits

between segments are not eliminated when such amounts are

probable of recovery under the affiliates’ rate regulation process.

Additionally, intercompany balances and transactions are elimi-

nated when the accounts are consolidated. AGL Resources’ con-

solidated financial statements include the accounts of the

following subsidiaries:

● AGLC

● VNG

● CGC

● Sequent

● AGL Networks

Prior to the sale of Utilipro, Utilipro’s assets, liabilities and earn-

ings were included in the consolidated financial statements. The

outside investors’ ownership interest was recorded as a minority 

interest. As a result of the sale, as of September 30, 2001, there

was no minority interest. As of September 30, 2000, the minority

interest was immaterial.

The Equity Method The equity method is utilized to account for

and report corporate joint ventures where AGL Resources holds a

20% to 50% voting interest, unless control can be exercised over

the entity. Under the equity method, AGL Resources’ ownership

interest in the entity is reported as an investment within its con-

solidated balance sheets. Additionally, AGL Resources’ percent-

age ownership in the joint venture’s earnings or losses is reported

in its statements of consolidated income under other income. 

In January 2003, the FASB issued FASB Interpretation 46, which

separates unconsolidated entities, including special-purpose

entities, joint ventures and partnerships, into two categories:

● entities for which the consolidation decision should be based

on voting interests and therefore are subject to ARB 51

● entities for which the consolidation should be based on variable

interests and therefore are subject to FASB Interpretation 46

Companies whose unconsolidated entities are subject to FASB

Interpretation 46 and are issuing financial statements on or after

January 31, 2003 are required to disclose the nature, purpose,

size and activities and the company’s maximum exposure to loss

as a result of its involvement with the variable-interest entity. AGL

Resources is evaluating the impact of FASB Interpretation 46 to

its joint venture interests in SouthStar and US Propane.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist primarily of cash on deposit,

money market accounts and certificates of deposit with original

maturities of three months or less.

CONCENTRATION OF CREDIT RISK

AGLC has a concentration of credit risk related to the provi-

sion of services to Georgia’s Marketers. At September 30, 1998

(prior to deregulation), AGLC billed approximately 1.4 million

end-use customers in Georgia for its services. In contrast, at

December 31, 2002, AGLC billed 10 Marketers in Georgia for

services. These Marketers, in turn, billed end-use customers. 

Several factors are designed to mitigate the risks to AGL Resources

of the increased concentration of credit that has resulted from

deregulation. First, in order to obtain a certificate from the GPSC,

a Marketer must demonstrate to the GPSC, among other things,

that it possesses satisfactory financial and technical capability 

to render the certificated service. Second, AGLC has instituted 

certain practices and imposed certain requirements designed to

reduce credit risk. These include the following:

● Pursuant to AGLC’s tariff, each Marketer is required to main-

tain security for its obligations to AGLC in an amount equal to

at least two times the Marketer’s estimated maximum monthly

bill in the form of a cash deposit, letter of credit, surety bond

or guaranty from a creditworthy guarantor.

● Intrastate delivery service is billed in advance rather than 

in arrears. 

For calendar 2002, the four largest Marketers based on customer

count, one of which was SouthStar, accounted for approximately

58.9% of AGL Resources’ and 61.3% of distribution operations’

operating margin. As of December 31, 2002 and September 30,

2001, only gas receivables attributable to CGC and VNG were

due from end-use customers.
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AGLC also faces potential credit risk in connection with assign-

ments to Marketers of interstate pipeline transportation and

storage capacity. Although AGLC has assigned this capacity to

the Marketers, in the event the Marketers fail to pay the inter-

state pipelines for the capacity, the interstate pipelines would in

all likelihood seek repayment from AGLC. This risk is mitigated

somewhat by the fact that the interstate pipelines require the

Marketers to maintain security for their obligations to the inter-

state pipelines arising out of the assigned capacity.

INVENTORY

In Georgia’s competitive environment, Marketers, including

AGLC’s marketing affiliate SouthStar, began in November 1998

selling natural gas to firm end-use customers at market prices.

Part of the unbundling process that provides for this competitive

environment is the assignment to Marketers of certain pipeline

services that AGLC has under contract. AGLC assigns the major-

ity of its pipeline storage services that it has under contract to the

Marketers, along with a corresponding amount of inventory.

Gas inventories are stated at the weighted average costing

method. Materials and supplies inventories are stated at the

lower of average cost or market. Mark-to-market adjustments on

inventories on Sequent’s energy marketing and risk management

activities are included in energy marketing and risk management

assets on the consolidated balance sheet.

PROPERTY,  PLANT AND EQUIPMENT 

Distribution Operations Distribution operations’ property,

plant and equipment consists of property and equipment that 

is in use, being held for future use and under construction. It is

reported at its original cost, which includes:

● material and labor 

● contractor costs

● construction overhead costs (where applicable)

● an allowance for funds used during construction

Property retired or otherwise disposed of is charged to accumu-

lated depreciation.

Wholesale Services, Energy Investments and Corporate
Property, plant and equipment includes property that is in use

and under construction, and is reported at cost. A gain or loss is

recorded for retired or otherwise disposed of property. 

EVALUATION OF ASSETS FOR IMPAIRMENT

In August 2001, the FASB issued SFAS 144, which superseded

SFAS 121 and requires AGL Resources to review long-lived assets

and certain intangibles for impairment when events or changes

in circumstances indicate that the carrying amount of an asset

may not be recoverable based on undiscounted cash flows. Any

impairment losses are reported in the period in which the recog-

nition criteria are first applied based on the fair value of the asset.

The adoption of SFAS 144 on January 1, 2002 had no impact on

AGL Resources’ financial position or results of operations. In

accordance with SFAS 144, AGL Resources has evaluated its

long-lived assets for financial impairment. As of December 31,

2002, AGL Resources believes that no asset impairments exist.

ACCOUNTING FOR ASSET RETIREMENT OBLIGATIONS

In June 2001, the FASB issued SFAS 143, which is effective for fis-

cal years beginning after June 15, 2002. SFAS 143 requires legal

obligations associated with the retirement of long-lived assets to

be recognized at their fair value at the time that the obligations

are incurred. Upon initial recognition of a liability, that cost

should be capitalized as part of the related long-lived asset and

allocated to expense over the useful life of the asset. AGL

Resources adopted SFAS 143 on January 1, 2003, and it did not

have a material impact on AGL Resources’ financial position or

results of operations. 

AGL Resources’ regulated entities currently accrue costs of

removal on many regulated, long-lived assets through deprecia-

tion expense, with a corresponding charge to accumulated

depreciation, as allowed by its regulatory jurisdictions. However,

because these removal costs meet the requirements of SFAS 71,

these accumulated costs will be disclosed in 2003. As of Decem-

ber 31, 2002, AGL Resources has not yet quantified the accumu-

lated removal costs.

GOODWILL AND OTHER INTANGIBLE ASSETS

During July 2001, the FASB issued SFAS 142. Under SFAS 142,

goodwill amortization ceases when the new standard is adopted.

The new rules also require an initial goodwill impairment assess-

ment in the year of adoption and annual impairment tests there-

after. AGL Resources adopted SFAS 142 effective October 1,

2001. As a result, goodwill amortization of approximately $5.2 mil-

lion before tax on an annualized basis has ceased. No impair-

ment charges were recognized as a result of the adoption of

SFAS 142 in calendar 2002 or the transition period. Net income

and earnings per share (basic and diluted) for fiscal 2001 have

been adjusted below to exclude amortization related to goodwill
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and recognized in business combinations. Goodwill amortization

was not material in fiscal 2000.

In millions, except per share amounts Net Income Basic Diluted

As reported $88.9 $1.63 $1.62
Effect of goodwill amortization, 

net of tax 3.4 0.06 0.06
As adjusted $92.3 $1.69 $1.68

ACCUMULATED DEFERRED INCOME TAXES

The reporting of AGL Resources’ assets and liabilities for finan-

cial accounting purposes differs from the reporting for income

tax purposes. The tax effects of the differences in those items are

reported as deferred income tax assets or liabilities in AGL

Resources’ consolidated balance sheets. AGLC’s and CGC’s

investment tax credits have been deferred and are being amor-

tized as credits to income over the estimated lives of the related

properties in accordance with regulatory treatment. 

REVENUES

Distribution Operations Revenues are recorded when services

are provided to customers. Those revenues are based on rates

approved by the GPSC, the VSCC and the TRA. 

As required by the GPSC, in July 1998, AGLC began billing Mar-

keters for each residential, commercial and industrial customer’s

distribution costs in equal monthly installments. As required 

by the GPSC, effective February 1, 2001, AGLC implemented a

seasonal rate design for the calculation of each residential cus-

tomer’s annual SFV capacity charge, which is billed to Marketers

and reflects the historic volumetric usage pattern for the entire

residential class. Generally, this change should result in residen-

tial customers being billed by the Marketers for a higher capac-

ity charge in the winter months and a lower charge in the

summer months. This requirement has an operating cash flow

impact, but does not change AGLC’s revenue recognition. As a

result, AGLC continues to recognize its residential SFV capacity

revenues for financial reporting purposes in equal monthly

installments. Any difference between the billings under the new

seasonal rate design and the SFV revenue recognized is

deferred and will be reconciled on an annual basis. As of

December 31, 2002, December 31, 2001 and September 30,

2001, AGLC had unrecovered seasonal rates of approximately

$9.3 million, $11.2 million and $10.2 million, respectively

(included as a current asset in the consolidated balance sheet)

related to the difference between the billings under the new

seasonal rate design and the SFV revenue recognized.

VNG and CGC employ rate structures that include volumetric

rate designs that allow recovery of costs through gas usage. Rev-

enues from sales and transportation services are recognized in

the same period in which the related volumes are delivered to

customers. VNG and CGC bill and recognize sales revenues from

residential and certain commercial and industrial customers on

the basis of scheduled meter readings. In addition, revenues are

recorded for estimated deliveries of gas, not yet billed to these

customers, from the meter reading date to the end of the

accounting period, which are included in the consolidated bal-

ance sheets as unbilled revenue. For wholesale and other com-

mercial and industrial customers, revenues are based upon

actual deliveries to the end of the period.

The TRA has authorized a WNA rider for CGC. This rider is

designed to offset the impact of unusually cold or warm

weather on customer billings and operating margin.

On September 27, 2002, the VSCC approved an experimental

two-year WNA program for VNG to reduce the effect of weather

on customer bills. The WNA reduces customer bills when winter

weather is colder than normal and surcharges customer bills

when weather is warmer than normal. A factor based on usage by

customers and weather conditions during each billing cycle will

be used to determine the credit or surcharge. The WNA is

intended to provide customers with less-volatile bills and VNG

with a more stable operating margin. As part of the approval,

VNG agreed not to file for a general rate increase for at least two

years. The WNA went into effect for the billing cycle beginning in

November 2002, and continues for six billing cycles of each year.

In order for the experimental program to be extended beyond its

initial term, VNG must file a cost of service study with the VSCC. 

Wholesale Services and Energy Investments Wholesale serv-

ices and energy investments revenues are recorded when serv-

ices are provided to customers. Intercompany profits from sales

between segments are eliminated in the corporate segment and

are recognized as goods are sold to end-use customers.

Network Lease Accounting Revenues attributable to leases of

dark fiber pursuant to indefeasible right-of-use (IRU) agree-

ments are recognized as services are provided. Dark fiber IRU

agreements generally require the customer to make a down pay-

ment upon execution of the agreement; however, in some cases

AGL Networks receives up to the entire lease payment at incep-

tion of the lease and recognizes revenue ratably over the lease 
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term. This results in deferred revenue being recorded on AGL

Resources’ consolidated balance sheet.

COST OF SALES

VNG and CGC charge their customers for the natural gas they

consume using PGA mechanisms set by the VSCC and the TRA,

respectively. Under the PGA, VNG and CGC defer (include as a

current asset or liability in the consolidated balance sheets and

exclude from the statements of consolidated income) the differ-

ence between the actual cost of gas and what is collected from

customers in a given period. The deferred amount is either billed

or refunded to VNG and CGC customers.

STOCK-BASED COMPENSATION

In December 2002, the FASB issued SFAS 148. This pronounce-

ment provides alternative methods of transition for a voluntary

change to the fair value based method of accounting for stock-

based employee compensation. Under the fair value based

method, compensation cost for stock options is measured when

options are issued. In addition, SFAS 148 amends the disclosure

requirements of SFAS 123 to require more prominent and more

frequent disclosures in financial statements of the effects of

stock-based compensation.

The transition guidance and annual disclosure provisions of 

SFAS 148 are effective for fiscal years ending after December 15,

2002, with earlier application permitted in certain circumstances.

As of December 31, 2002, AGL Resources had adopted SFAS 148

through continued application of the intrinsic value method of

accounting under APB 25, and enhanced financial statement 

disclosures of the effect on net income and earnings per share of

fair value provisions as if SFAS 148 had been applied.

At December 31, 2002, AGL Resources had several stock-based

employee compensation plans, which are described more fully 

in Note 3. AGL Resources accounts for these plans under the

recognition and measurement principles of APB 25 and related

interpretations. No stock-based employee compensation cost is

reflected in net income, as all options granted under those plans

had an exercise price equal to the market value of the underly-

ing common stock on the date of grant. The following table 

illustrates the effect on net income and earnings per share if

AGL Resources had applied the fair value recognition provisions

of SFAS 123.

In millions, Calendar Transition Fiscal Fiscal
except per share amounts 2002 Period 2001 2000

Net income, as reported $103.0 $24.9 $88.9 $71.1
Deduct: Total stock-based

employee compensation
expense determined 
under fair value based
method for all awards,
net of related tax effect (1.9) (0.6) (2.4) (2.5)

Pro forma net income $101.1 $24.3 $86.5 $68.6

Earnings per share
Basic—as reported $ 1.84 $0.45 $1.63 $1.29
Basic—pro forma $ 1.80 $0.44 $1.59 $1.25
Diluted—as reported $ 1.82 $0.45 $1.62 $1.29
Diluted—pro forma $ 1.79 $0.44 $1.58 $1.25

DEPRECIATION EXPENSE 

Depreciation expense for distribution operations is computed by

applying composite, straight-line rates (approved by the GPSC,

the VSCC and the TRA) to the investment of depreciable prop-

erty. The composite straight-line depreciation rate for distribu-

tion operations was approximately 2.8%, 3.0% and 3.1% for

depreciable property excluding transportation equipment dur-

ing calendar 2002, fiscal 2001 and fiscal 2000, respectively. As of

May 1, 2002, the GPSC required a decrease of depreciation rates

for AGLC, which decreased depreciation expense by $5.6 million

in calendar 2002 and approximately $9.6 million on an annual

basis. Transportation equipment is depreciated on a straight-line

basis over a period of 5 to 10 years. Depreciation expense for

other segments is computed on a straight-line basis over a

period of 1 to 35 years.

OTHER INCOME

Other income consists of the following:

Calendar Transition Fiscal Fiscal
In millions 2002 Period 2001 2000

Allowance for 
funds used 
during construction $ 2.9 $0.4 $ 1.5 $ 2.0

Interest and 
dividend income 0.6 0.2 1.1 3.5

Equity in 
SouthStar’s income 27.0 4.4 9.1 3.4

Regulatory carrying costs 6.4 2.4 3.9 3.1
All other—net 1.9 0.3 (3.9) 3.1

Total other income $38.8 $7.7 $11.7 $15.1
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ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION (AFUDC) 

Construction projects in Georgia, Virginia and Tennessee are

financed with debt, equity and funds from operations. The GPSC

and the TRA allow AGLC and CGC, respectively, to record the

cost of those funds as part of the cost of construction projects in

AGL Resources’ consolidated balance sheets and as AFUDC in

the statements of consolidated income. AGLC’s portion of

AFUDC is calculated based upon a rate authorized by the GPSC.

Beginning July 1, 1998, the GPSC authorized a rate of 9.11% for

AFUDC, which increased to 9.16% effective May 1, 2002. The

CGC portion of AFUDC is calculated based upon a rate author-

ized by the TRA of 9.08%. VNG’s capital expenditures do not

qualify for AFUDC treatment.

COMPREHENSIVE INCOME

Comprehensive income consists of net income and other gains

and losses affecting shareholders’ equity that, under GAAP, are

excluded from net income. For AGL Resources, such items con-

sist primarily of unrealized gains and losses on certain derivatives

and minimum pension liability adjustments.

EARNINGS PER COMMON SHARE

Basic earnings per common share are computed by dividing

income available to common shareholders by the weighted 

average number of common shares outstanding for the period.

Diluted earnings per common share reflect the potential dilution

that could occur when potential common shares are added to

common shares outstanding. Diluted earnings per common

share are calculated quarterly, and the number of incremental

shares to be included at year end is the weighted average of

each quarterly calculation. 

AGL Resources’ potential common shares were derived from 

performance units whose future issuance is contingent upon the

satisfaction of certain performance criteria, and stock options

whose exercise prices were less than the average market price of

the common shares for the respective periods. 

Denominator for Earnings Per Share
Calendar Transition Fiscal Fiscal

In millions 2002 Period 2001 2000

Denominator for basic 
earnings per share 
(weighted average 
shares outstanding) 56.1 55.3 54.5 55.2

Assumed exercise of
potential common shares 0.5 0.3 0.4 0.0

Denominator for diluted 
earnings per share 56.6 55.6 54.9 55.2

RISK MANAGEMENT

AGL Resources is exposed to risks associated with, among oth-

ers, commodity prices, interest rates, credit, weather, economic

conditions and changes in federal and state regulation. Com-

modity price risk is defined as the potential loss that AGL

Resources may incur as a result of changes in the fair value of a

particular instrument or commodity. Interest rate risk results

from AGL Resources’ portfolio of debt and equity instruments

that it issues to provide financing and liquidity for its business.

Credit risk results from the extension of credit throughout all

aspects of AGL Resources’ business, but is particularly concen-

trated in distribution operations at AGLC and in wholesale serv-

ices. SouthStar is a weather-dependent business, and weather

risk or opportunity exists at Sequent, as well as distribution

operations. Regulatory risk resides throughout each of the oper-

ating business segments.

The RMC is responsible for the overall establishment of risk man-

agement policies and monitoring of the compliance with and

adherence to the terms within these policies, including the dele-

gation of approval and authorization levels. The RMC consists of

senior executives who monitor commodity price risk positions,

corporate exposures, credit exposures and overall results of AGL

Resources’ risk management activities. The RMC is chaired by

the chief risk officer, who is responsible for ensuring that appro-

priate reporting mechanisms exist for the RMC to perform its

monitoring functions.

Sequent accounts for transactions in connection with energy

marketing and risk management activities under the fair value 

or mark-to-market methods of accounting, in accordance with

SFAS 133 and EITF 98-10, respectively. Under this method, AGL

Resources records energy commodity contracts, including both

physical transactions and financial instruments, at fair value. The

market prices or fair values used in determining the value of

these contracts are Sequent’s best estimates utilizing information

such as commodity exchange prices, over-the-counter quotes,

volatility and time value, counterparty credit and the potential

impact on market prices of liquidating positions in an orderly

manner over a reasonable period of time under current market

conditions. When the portfolio market value changes, primarily

due to newly originated transactions and the effect of price

changes, AGL Resources recognizes the change as a gain or loss

in the period of change. AGL Resources adopted the net pre-

sentation provisions of the June 2002 consensus for EITF 02-03 in

the third quarter of 2002. As required under that consensus,
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gains and losses from energy-trading activities are presented on

a net basis. AGL Resources has restated prior periods’ revenues

and cost of sales in the comparative financial statements. During

calendar 2002 and the transition period, AGL Resources

recorded unrealized gains of $4.1 million and $0.9 million,

respectively, related to derivative instruments as a result of

energy marketing and risk management activities.

In October 2002, the EITF, as part of its further deliberations on

EITF 02-03, rescinded the consensus reached in EITF 98-10. As a

result, all energy-trading contracts that do not meet the definition

of a derivative under SFAS 133 will be recorded at their historical

cost and reported on an accrual basis resulting in the recognition

of earnings or losses at the time of contract settlement or termi-

nation. New nonderivative energy-trading contracts entered into

after October 25, 2002 will be accounted for under the accrual

accounting basis. Nonderivative energy-trading contracts in the

consolidated balance sheet as of January 1, 2003 that existed at

October 25, 2002 will be removed with a cumulative effect adjust-

ment. Accordingly, transactions entered into on or before Octo-

ber 25, 2002 and accounted for under EITF 98-10 continue to be

accounted for under that guidance through December 31, 2002.

AGL Resources is still in the process of finalizing the quantification

of the cumulative effect adjustment but believes it to be approxi-

mately $15.3 million. Therefore as of January 1, 2003, AGL

Resources will record an estimated loss and corresponding reduc-

tion of the risk management asset and/or increase of the risk man-

agement liability of $15.3 million.

On November 30, 2001 AGL Capital entered into two interest 

rate swap transactions (Swaps) in the aggregate amount of 

$75.0 million executed as a hedge against the fair value of AGL

Capital Trust II’s 8.0% Trust Preferred Securities due 2041. Pur-

suant to the Swaps, AGL Capital receives interest rate payments

on $75.0 million at an annual 8.0% interest rate, and pays floating

interest rates on $75.0 million. AGL Capital pays floating interest

each February 15, May 15, August 15 and November 15 at three-

month LIBOR plus 1.315%, with no floor or ceiling. At Decem-

ber 31, 2002, the current rate was 2.7%. The expiration date of

the Swaps is May 15, 2041, unless terminated earlier or called.

Under hedge accounting treatment, AGL Capital records a long-

term asset or liability and a corresponding adjustment to sub-

sidiaries’ obligated mandatorily redeemable preferred securities

to reflect the assessed change in fair value of the Swaps to AGL

Capital. The fair value changes as interest rates change from

those that were in effect on the original settlement date. The fair

value of these Swaps at December 31, 2002 and December 31,

2001 was $6.1 million and $(2.2) million, respectively.

AGL Resources enters into various gas put and/or call agree-

ments as part of its trading activities, which primarily focus on (1)

managing AGL Resources’ overall gas cost, (2) generating pre-

mium income on options and (3) ensuring adequate gas reserves.

The contract terms normally last one calendar month and are

designed to protect AGL Resources against the adverse effects

that daily gas index fluctuations may have on gas purchases.

USE OF ACCOUNTING ESTIMATES

Management makes estimates and assumptions when preparing

financial statements under GAAP. Those estimates and assump-

tions affect various matters, including: 

● reported amounts of certain assets and liabilities in AGL

Resources’ consolidated balance sheets as of the dates of the

financial statements

● disclosure of contingent assets and liabilities as of the dates of

the financial statements 

● reported amounts of certain revenues and expenses in AGL

Resources’ statements of consolidated income during the

reported periods 

Those estimates involve judgments with respect to, among 

other things, future economic factors that are difficult to predict

and are beyond management’s control. Consequently, actual

amounts could differ from estimates.

RECLASSIFICATIONS

Certain amounts in financial statements of prior years have been

reclassified to conform to the presentation of the current year for

comparative purposes. Those reclassifications did not affect con-

solidated net income for the years presented.

Regulatory Assets and Liabilities

AGL Resources has recorded assets and liabilities in its consoli-

dated balance sheets in accordance with SFAS 71. These assets

are recoverable either through a rate rider or through base rates

specifically authorized by a state commission. Certain assets

have associated liabilities that are disclosed here.

NOTE 2

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS



AGL Resources Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

57

AGL Resources’ regulatory assets and liabilities are summarized

in the following table:

As of Dec. 31, As of Dec. 31, As of Sept. 30,
In millions 2002 2001 2001

Regulatory assets
Unrecovered PRP costs—long-term $499.3 $498.6 $518.8
Unrecovered ERC—long-term 173.3 228.6 224.0
Unrecovered ERC—current 21.8 14.6 15.7
Unrecovered PRP costs—current 15.0 16.3 6.4
Unrecovered postretirement 

benefit costs 10.9 11.2 11.2
Unrecovered seasonal rates 9.3 11.2 10.2
Deferred PGA 7.6 6.0 6.2
Deferred transition 

to competition costs — 3.5 3.8
Other 2.7 6.6 9.4

Total $739.9 $796.6 $805.7
Regulatory liabilities
Unamortized investment tax credit $ 20.2 $ 21.5 $ 21.8
Deferred PGA 18.0 16.3 3.8
Regulatory tax liability 13.5 14.4 14.6
Other liability 1.0 0.6 0.7

Total regulatory liabilities 52.7 52.8 40.9
Associated liabilities
PRP costs—long-term 444.0 453.1 469.5
ERC—long-term 63.7 124.0 141.0
PRP costs—current 50.0 53.6 48.9
ERC—current 41.3 47.0 30.0

Total associated liabilities 599.0 677.7 689.4
Total regulatory and 

associated liabilities $651.7 $730.5 $730.3

The GPSC, the VSCC and the TRA regulate the distribution busi-

nesses in Georgia, Virginia and Tennessee, respectively. AGL

Resources generally uses the same accounting policies and prac-

tices used by nonregulated companies for financial reporting

under GAAP. Sometimes, however, the GPSC, the VSCC and the

TRA order an accounting treatment different from that used by

nonregulated companies to determine the rates charged to cus-

tomers. When that happens, certain expenses and income must

be deferred and reported in the consolidated balance sheets as

regulatory assets and liabilities. These deferred items are then

recognized in the statements of consolidated income through

amortization when the items are included in the rates charged to

distribution operations’ customers. 

AGLC PIPELINE REPLACEMENT PROGRAM

On January 8, 1998, the GPSC issued procedures and set a sched-

ule for hearings regarding alleged pipeline safety violations by

AGLC. On July 21, 1998, the GPSC approved a settlement

between AGLC and the staff of the GPSC that detailed 

a 10-year PRP for approximately 2,300 miles of cast iron and bare

steel pipe. AGLC will recover from end-use customers, through

billings to Marketers, the costs related to the program net of any

cost savings from the program. All such amounts will be recov-

ered through a combination of SFV rates and a pipeline replace-

ment revenue rider. October 1, 2002 marked the beginning of the

fifth year of the 10-year PRP. The estimated total remaining capi-

tal costs of this program, as of December 31, 2002, are approxi-

mately $494.0 million. 

During calendar 2002, AGLC’s capital expenditure and operation

and maintenance costs related to the program were approxi-

mately $41.8 million and $8.7 million, respectively. During the

transition period, capital expenditure and operation and mainte-

nance costs were $14.0 million and $2.2 million, respectively. For

fiscal 2001, capital expenditure and operation and maintenance

costs were approximately $50.0 million and $7.5 million, respec-

tively. The amount recovered from the pipeline replacement 

revenue rider during calendar 2002, the transition period and fis-

cal 2001 was approximately $7.5 million, $1.6 million and $3.7 mil-

lion, respectively. 

AGLC capitalizes and depreciates the capital expenditure costs

incurred from the PRP over the life of the assets. Operation and

maintenance costs are expensed as incurred. Recoveries, which

are recorded as revenue, are based on a formula that allows

AGLC to recover operation and maintenance costs that are in 

excess of those included in AGLC’s current base rates; deprecia-

tion expense; and an allowed rate of return on capital expendi-

tures. In the near term, the primary financial impact to AGLC 

from the PRP is reduced cash flow from operating and investing

activities, as the timing related to cost recovery does not match

the timing of when costs are incurred. However, AGLC is allowed

the recovery of carrying costs on the under-recovered balance

resulting from the timing difference. 

AGLC recorded a long-term liability of $444.0 million in its con-

solidated balance sheet as of December 31, 2002, which repre-

sents future capital expenditures for 2004 through the remainder

of the program. AGLC also recorded a long-term regulatory asset

of $499.3 million, which represents the expected future collection

of both expenditures already incurred and expected future capi-

tal expenditures to be incurred through the remainder of the pro-

gram. AGLC anticipates that its capital expenditures for the PRP

will end by June 30, 2008, unless extended by the GPSC.
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As of December 31, 2002, AGLC recorded a current liability of

$50.0 million representing the expected expenditures for the

next 12 months for the program. AGLC also recorded a current

asset of $15.0 million that represents the expected amount to

be collected over the next 12 months. 

ENVIRONMENTAL MATTERS

Before natural gas was widely available in the Southeast, AGLC

and predecessor companies manufactured gas from coal and

other fuels. Those manufacturing facilities were known as MGP,

which AGLC ceased operating in the 1950s. Because of recent

environmental standards, AGLC is required to investigate possi-

ble environmental contamination at those plants and, if neces-

sary, clean up any contamination.

AGLC has been associated with 10 MGP sites in Georgia and 3 in

Florida. Based on investigations to date, AGLC believes that

some cleanup is likely at most of the sites. In Georgia, the inves-

tigation and cleanup of MGP sites is supervised by the state 

Environmental Protection Division. In Florida, the U.S. Environ-

mental Protection Agency has that responsibility.

As of December 31, 2002, the remediation program was approx-

imately 60% complete. The soil remediation for all of the Georgia

sites is expected to be completed by January 2005. The sites in

Sanford, FL and Orlando, FL are currently in the preliminary

investigation or engineering design phase. Additionally, one

Macon, GA site is nonactive because the site currently meets 

an acceptable standard for nonresidential commercial property.

AGLC has historically reported estimates of future remediation

costs for MGP based on probabilistic models of potential costs. As

cleanup options and plans continue to develop and cleanup con-

tracts are entered into, AGLC is increasingly able to provide con-

ventional engineering estimates of the likely costs of many

elements of its MGP program. These estimates contain various

engineering uncertainties, and AGLC continuously attempts to

refine and update these engineering estimates. In addition, it con-

tinues to review technologies available for the cleanup of AGLC’s

largest site, Savannah, which, if proven, could have the effect of

reducing its total future expenditures. As of September 30, 2002,

projected costs associated with engineering estimates and in-

place contracts were $109.2 million. For those remaining elements

of the MGP program where AGLC still cannot perform engineer-

ing cost estimates, there remains considerable variability in avail-

able future cost estimates. For these elements, the remaining cost

of future actions at the MGP sites is $9.3 million to $21.6 million.

AGLC cannot at this time identify any single number within this

range as a better estimate of its likely future costs. Finally, AGLC

has estimates of certain other costs paid directly by AGLC related

to administering the MGP program. For the upcoming year, those

costs are estimated to be $1.3 million; expenses beyond the

upcoming year generally cannot be estimated at this time. Con-

sequently, as of December 31, 2002, AGLC recorded the sum of

$109.2 million plus the lower end of the remaining range, $9.3 mil-

lion, and the direct pay expenses of $1.3 million, less the cash 

payments made during the fourth quarter of calendar 2002 of

$14.8 million, or a total of $105.0 million, as a liability. This amount

is included in a corresponding regulatory asset. This liability does

not include other potential expenses, such as unasserted property

damage, personal injury or natural resource damage claims,

unbudgeted legal expenses, or other costs for which AGLC may

be held liable but with respect to which the amount cannot be rea-

sonably forecast. This liability also does not include certain poten-

tial cost savings as described above.

The decrease in the liability from $171.0 million reported at

December 31, 2001 to $105.0 million at December 31, 2002 was 

primarily a result of expenditures paid for cleanup for the various

sites, $36.9 million for calendar 2002, plus implementation of sev-

eral cost-saving changes to prior remedial plans. AGLC has two

ways of recovering investigation and cleanup costs. First, the

GPSC has approved an ERC recovery rider. It allows the recovery

of costs of investigation, testing, cleanup and litigation. Because

of that rider, AGLC has recorded a regulatory asset for actual and

projected future costs related to investigation and cleanup, to be

recovered from customers in future years. During calendar 2002,

AGLC recovered $17.2 million through its ERC recovery rider. The

second way AGLC can recover costs is by exercising the legal

rights AGLC believes it has to recover a share of its costs from

other potentially responsible parties, typically former owners or

operators of the MGP sites. There were no material recoveries

from potentially responsible parties during calendar 2002. 

The significant years for spending for this program are 2002, 2003

and 2004. The ERC recovery mechanism allows for recovery of

expenditures over the five-year period subsequent to the period

in which the expenditures were incurred. As of December 31,

2002, the MGP expenditures expected to be incurred over the

next 12 months are reflected as a current liability of $41.3 million.

In addition, AGLC expects to collect $21.8 million in revenues

over the next 12 months under the ERC recovery rider, which is

reflected as a current asset.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS



AGL Resources Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

59

TRANSITION TO COMPETITION COSTS

On October 19, 1999, the GPSC approved an order allowing

AGLC to defer certain transition to competition costs for fiscal

2000 that AGLC considered to be “stranded” as a result of

deregulation (Order). In accordance with the Order, AGLC

deferred transition to competition expenses related to sever-

ance, customer service and property. Such deferred expenses

are recorded as regulatory assets under deferred debits and

other assets in AGLC’s balance sheets of $10.0 million of transi-

tion to competition cost and a corresponding accumulated

deferred tax liability of $1.6 million and were being amortized

over a five-year period beginning October 1, 1999.

Of the total transition to competition costs, AGLC amortized 

$0.5 million and $2.0 million during the transition period and

fiscal 2001, respectively, leaving an unamortized balance, net 

of deferred taxes, of $3.5 million at December 31, 2001 and 

$3.8 million at September 30, 2001. In connection with AGLC’s

PBR settlement with the GPSC in calendar 2002, AGLC amor-

tized the remaining balance of $5.1 million.

Employee Benefit Plans and Stock-based 
Compensation Plans

Substantially all AGL Resources employees are eligible to partic-

ipate in its employee benefit plans. 

PENSION BENEFITS 

AGL Resources sponsors a defined benefit retirement plan

(Retirement Plan) for its employees. A defined benefit plan spec-

ifies the amount of benefits an eligible plan participant eventu-

ally will receive using information about the participant. AGL

Resources generally calculates the benefits under the Retirement

Plan based on age, years of service and pay. AGL Resources

employees do not contribute to the Retirement Plan. AGL

Resources funds the plan by contributing annually the amount

required by applicable regulations and as recommended by its

actuary. AGL Resources calculates the amount of funding using

an actuarial method called the projected unit credit cost

method. The Retirement Plan’s assets consist primarily of mar-

ketable securities, corporate obligations, U.S. government obli-

gations, insurance contracts, mutual funds and cash equivalents. 

As a result of the acquisition of VNG, employees of VNG became

eligible to participate in the Retirement Plan effective October 1,

2000. AGL Resources assumed a liability of $39.5 million as 

of October 1, 2000 related to VNG’s employees and received

$38.6 million of assets from DRI to compensate for the obligation

assumed by AGL Resources for service to date. 

The following tables present details about AGL Resources’ pen-

sion plans:

As of or For
Year Ended Quarter Ended Year Ended

Dec. 31, Dec. 31, Sept. 30,
In millions 2002 2001 2001

Change in benefit obligation
Benefit obligation 

at beginning of year $268.2 $264.4 $207.5
Acquisition of VNG — — 39.5
Service cost 3.2 0.9 3.2
Interest cost 19.3 4.8 18.5
Plan amendment (4.2) — —
Actuarial loss 22.3 6.8 12.9
Benefits paid (18.8) (8.7) (17.2)
Benefit obligation at end of year $290.0 $268.2 $264.4
Change in plan assets
Fair value of plan assets 

at beginning of year $247.3 $250.4 $235.3
Acquisition of VNG — — 38.6
Actual return on plan assets (21.5) (4.9) (7.6)
Employer contribution 0.8 10.5 1.3
Benefits paid (18.8) (8.7) (17.2)
Fair value of plan assets 

at end of year $207.8 $247.3 $250.4
Funded status
Plan assets less than benefit 

obligation at end of year $ (82.2) $ (20.9) $ (14.0)
Unrecognized net loss 101.9 34.3 17.3
Unrecognized prior service cost (12.5) (8.9) (9.0)
Unrecognized net asset — (0.5) (0.7)
Accrued pension cost $ 7.2 $ 4.0 $ (6.4)
Amounts recognized in the 

statement of financial 
position consist of:

Prepaid benefit cost $ 14.0 $ 11.0 $ 0.8
Accrued benefit liability (6.8) (7.0) (7.2)
Intangible asset — (0.1) —
Accumulated other 

comprehensive income (79.9) (0.6) —
Net amount recognized 

at year end $ (72.7) $ 3.3 $ (6.4)

Assumptions as of
Dec. 31, Dec. 31, Sept. 30, Sept. 30,

2002 2001 2001 2000

Discount rate 6.8% 7.4% 7.5% 8.0%
Expected return 

on plan assets 8.8% 8.3% 8.3% 8.3%
Rate of compensation 

increase 4.5% 4.5% 3.8% 3.8%
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Calendar Transition Fiscal Fiscal
In millions 2002 Period 2001 2000

Components of net 
annual pension cost

Service cost $ 3.2 $ 0.9 $ 3.2 $ 3.4
Interest cost 19.3 4.8 18.5 15.9
Expected return 

on plan assets (23.7) (5.4) (21.1) (18.2)
Net amortization (1.2) (0.3) (1.4) (1.3)
Net annual pension cost (2.4) — (0.8) (0.2)
Curtailment loss — — 0.3 2.8
Net annual pension cost 

after curtailments $ (2.4) $ — $ (0.5) $ 2.6

The measurement date for calendar 2002 and the transition

period was December 31. The measurement date for fiscal 2001

and fiscal 2000 was June 30.

The projected benefit obligation, ABO, and fair value of plan

assets for the pension plan (qualified and nonqualified) with

ABOs in excess of plan assets were $290.0 million, $280.5 million

and $207.8 million, respectively, as of December 31, 2002. As of

December 31, 2001, only the nonqualified pension plan had an

ABO in excess of the fair value of plan assets resulting in an addi-

tional minimum liability of $0.7 million.

Equity market performance and corporate bond rates have a

significant effect on the reported unfunded ABO, as the pri-

mary assumptions that drive the value of the unfunded ABO

are the discount rate and expected return on plan assets. A

one-percentage-point increase or decrease in the assumed

discount rate could have a negative or positive impact to the

ABO of approximately $40.0 million.

Effective July 1, 2000, the benefit formula for the Retirement Plan

was amended and changed from a final average earnings for-

mula to a career average earnings formula for participants under

age 50. The final average earnings plan will continue 10 years for

participants over age 50, and then will convert to a career aver-

age earnings formula. Due to the above amendment, AGL

Resources’ projected benefit obligation has been reduced.

Effective January 1, 2002 for VNG nonunion employees and

effective January 1, 2003 for VNG union employees, these VNG

employees transitioned from VNG’s retirement plan to AGL

Resources’ retirement plan. Therefore, the benefit formula for

these VNG employees was changed from a final average earn-

ings formula to the same career average earnings formula under

AGL Resources’ retirement plan, resulting in a reduction to the

projected benefit obligation.

In fiscal 2001 and fiscal 2000, AGL Resources recorded a curtail-

ment loss of $0.3 million and $2.8 million, respectively, related to

the early retirement of certain officers included in the supple-

mental retirement plan.

EMPLOYEE SAVINGS PLAN BENEFITS

AGL Resources also sponsors the Retirement Savings Plan (RSP),

a defined contribution benefit plan. In a defined contribution

benefit plan, the benefits a participant ultimately receives come

from regular contributions to a participant account. Under the

RSP, AGL Resources made matching contributions to participant

accounts in the following amounts: 

● $3.8 million in calendar 2002

● $1.2 million in the transition period

● $4.0 million in fiscal 2001

● $3.0 million in fiscal 2000

AGL Resources also sponsors the Nonqualified Savings Plan

(NSP), an unfunded, nonqualified plan similar to the RSP. The 

NSP provides an opportunity for eligible employees who could

reach the maximum contribution amount in the RSP to contribute

additional amounts for retirement savings. AGL Resources’ contri-

butions to the NSP during calendar 2002, fiscal 2001 and fiscal

2000 were not significant. 

As a result of the acquisition of VNG, employees of VNG

became eligible to participate in the RSP and the NSP effective

October 1, 2000.

POSTRETIREMENT BENEFITS 

AGL Resources sponsors defined benefit postretirement health

care and life insurance plans, which cover nearly all employees if

they reach retirement age while working for AGL Resources. The

benefits under these plans are generally calculated based on

age and years of service. 

On July 1, 2002, AGL Resources announced changes to the med-

ical and dental benefits for all retirees. AGL Resources will no

longer offer retiree medical benefits for anyone hired after July 1,

2002. Effective August 1, 2002, the retiree medical plan requires

a 20% contribution by the retiree to the medical premium and a

50% contribution of the medical premium for spousal coverage.

Effective September 1, 2002, the retirees will be required to con-

tribute 100% of the dental premium. These plan amendments

resulted in a reduction of $45.8 million of the benefit obligation

in calendar 2002.
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The GPSC, the VSCC and the TRA each approved phase-ins that

defer a portion of other postretirement benefits expense for

future recovery. A regulatory asset of $10.9 million has been

recorded for the total amount. 

As a result of the acquisition of VNG, VNG employees became

eligible to participate in the AGL Resources defined benefit

postretirement health care and life insurance plans. AGL

Resources assumed a liability of $23.0 million as of October 1,

2000 related to VNG employees and received $11.9 million in

assets from DRI to compensate for the obligation assumed by

AGL Resources for service to date.

The following tables present details about AGL Resources’

postretirement benefits:

As of or For
Year Ended Quarter Ended Year Ended

Dec. 31, Dec. 31, Sept. 30,
In millions 2002 2001 2001

Change in benefit obligation
Benefit obligation 

at beginning of year $148.0 $ 146.0 $ 113.2
Acquisition of VNG — — 23.0
Service cost 1.7 0.3 1.7
Interest cost 9.3 2.7 10.7
Plan amendments (45.8) — —
Actuarial loss 25.9 1.3 7.0
Benefits paid (10.2) (2.3) (9.6)
Benefit obligation at end of year $128.9 $ 148.0 $ 146.0
Change in plan assets
Fair value of plan assets 

at beginning of year $ 43.8 $ 43.9 $ 31.8
Adjustment to the beginning

of year assets of VNG (1.2) — —
Acquisition of VNG — — 11.9
Actual return on plan assets (4.2) (0.1) 0.2
Employer contribution 10.2 2.3 9.6
Benefits paid (10.2) (2.3) (9.6)
Fair value of plan assets 

at end of year $ 38.4 $ 43.8 $ 43.9
Funded status
Accumulated benefit obligation 

in excess of plan assets $ (90.5) $(104.2) $(102.1)
Unrecognized gain 45.0 11.4 9.3
Unrecognized transition amount 0.8 44.1 44.5
Unrecognized prior 

service cost (benefit) (4.5) — —
Accrued benefit cost $ (49.2) $ (48.7) $ (48.3)

Assumptions as of
Dec. 31, Dec. 31, Sept. 30, Sept. 30,

2002 2001 2001 2000

Discount rate 6.8% 7.4% 7.5% 8.0%
Expected return 

on plan assets (pretax) 8.8% 8.3% 8.3% 8.3%

For purposes of measuring the accumulated postretirement ben-

efit obligation, the assumed health care inflation rate for pre-

Medicare and post-Medicare eligibility is 10.0% in calendar 2002,

decreasing 0.75% per year to 5.5% in the year 2008 and there-

after. The assumed health care inflation rate for post-Medicare

eligibility is 12.0% in 2002, decreasing 0.75% per year to 6.0% in

2010, and decreasing 0.5% to 5.5% in 2011 and thereafter.

Calendar Transition Fiscal Fiscal
In millions 2002 Period 2001 2000

Components of net 
periodic benefit cost

Service cost $ 1.7 $ 0.3 $ 1.7 $ 0.8
Interest cost 9.3 2.6 10.7 7.8
Expected return 

on plan assets (3.3) (0.8) (2.9) (2.1)
Amortization of 

transition amount 1.9 0.9 3.8 4.1
Amortization of gain — — — (0.5)
Amortization of 

regulatory asset 0.6 0.1 0.6 0.6
Net periodic 

postretirement 
benefit cost $10.2 $ 3.1 $13.9 $10.7

Assumed health care cost trend rates have a significant effect on

the amounts reported for the health care plans. A one-percentage-

point change in assumed health care cost trend rates would have

the following effects:

One-Percentage- One-Percentage-
In millions Point Increase Point Decrease

Effect on total of service 
and interest cost components $ 1.0 $ (0.9)

Effect on postretirement 
benefit obligation 11.5 (10.5)
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EMPLOYEE STOCK PURCHASE PLAN

Effective January 1, 2002, AGL Resources established the

Employee Stock Purchase Plan (the ESPP), a nonqualified

employee stock purchase plan for eligible employees. Under the

ESPP, employees may purchase shares of AGL Resources com-

mon stock during quarterly intervals at 85% of fair market value.

Employee contributions under the ESPP may not exceed $25,000

per employee during any calendar year. Under the ESPP, 600,000

shares are available for purchase. The ESPP will continue in effect

until January 31, 2005.

Information about the ESPP during calendar 2002 follows:

● 12,594 shares were purchased on the open market for 

employees.

● The average per share purchase price of AGL Resources com-

mon stock purchased was $23.22.

● The purchase price discount paid by AGL Resources totaled

$44,024.

EMPLOYEE STOCK-BASED COMPENSATION PLANS AND AGREEMENTS

AGL Resources currently sponsors several stock-based compen-

sation plans. The Long Term Incentive Plan (the LTIP) provides for

grants of performance units, restricted stock, and incentive and

nonqualified stock options to key employees. The LTIP currently

authorizes the issuance of up to 5.5 million shares of AGL

Resources common stock. Under the Officer Incentive Plan (the

Officer Plan), a total of 600,000 shares of common stock may be

transferred to new-hire officers. The Officer Plan provides for

grants of nonqualified stock options and restricted stock. Stock

appreciation rights (SARs) granted to key employees under indi-

vidual agreements permit the holder to receive cash in an

amount equal to the difference between the fair market value 

on the date of exercise and the SAR base value. A total of

155,212 SARs have been granted under the agreements. AGL

Resources also maintains a predecessor plan, the Long Term

Stock Incentive Plan (the LTSIP), which provides for grants of

restricted stock, incentive and nonqualified stock options, and 

SARs to key employees. Following shareholder approval of the 

LTIP, no further grants have been made under the LTSIP. In addi-

tion, AGL Resources sponsors the Directors Plan in which all non-

employee directors participate. The Directors Plan provides for

the issuance of restricted stock and nonqualified stock options.

The Directors Plan currently authorizes the issuance of up to

200,000 shares of AGL Resources common stock. Participants

realize value from option grants or SARs only to the extent that

the fair market value of AGL Resources common stock on the

date of exercise of the option or SAR exceeds the fair market

value of the common stock on the date of grant.

INCENTIVE AND NONQUALIFIED STOCK OPTIONS 

Incentive and nonqualified stock options are granted at fair mar-

ket value on the date of grant. The vesting of incentive options 

is subject to a statutory limitation of $100,000 per year under 

Section 422A of the Internal Revenue Code. Otherwise, nonqual-

ified options generally become fully exercisable not earlier than

six months after the date of grant and generally expire 10 years

after that date. 

A summary of activity for key employees and nonemployee

directors related to grants of incentive and nonqualified stock

options follows: 

Number of Weighted Average
Options Exercise Price

Outstanding — September 30, 1999 2,519,678 $ 19.69
Granted 1,684,124 18.28
Exercised (25,674) 17.03
Forfeited (848,972) 19.49
Outstanding — September 30, 2000 3,329,156 19.05
Granted 1,172,450 21.43
Exercised (604,742) 18.68
Forfeited (337,354) 18.95
Outstanding — September 30, 2001 3,559,510 19.90
Granted 438,368 20.19
Exercised (391,708) 18.82
Forfeited (18,669) 19.69
Outstanding — December 31, 2001 3,587,501 20.06
Granted 988,564 21.49
Exercised (785,853) 19.28
Forfeited (156,255) 21.59
Outstanding — December 31, 2002 3,633,957 $20.55
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A summary of outstanding options that are fully exercisable follows:

Number of Weighted Average
Options Exercise Price

Exercisable—September 30, 2000 2,251,355 $ 19.36
Exercisable—September 30, 2001 2,202,846 19.43
Exercisable—December 31, 2001 2,371,540 19.50
Exercisable—December 31, 2002 2,483,756 $20.07

Following are the significant assumptions used for calculating

the pro forma disclosures in Note 1:

● In accordance with the fair value method of determining com-

pensation expense, the weighted average grant date fair value

per share of options granted was as follows: 

• $2.92 in calendar 2002

• $2.56 in the transition period

• $3.26 in fiscal 2001 

• $2.35 in fiscal 2000 

AGL Resources used the Black-Scholes pricing model to esti-

mate the fair value of each option granted with the following

weighted average assumptions:

Calendar Transition Fiscal Fiscal
2002 Period 2001 2000 

Expected life (years) 7 7 7 7
Interest rate 4.6% 4.4% 5.4% 6.2%
Volatility 19.2% 19.6% 19.4% 18.3%
Dividend yield 5.0% 5.1% 5.0% 6.0%

PERFORMANCE UNITS

In calendar 2002, 1.5 million performance units were granted and

are outstanding as of year end. The vesting of these performance

units is contingent upon AGL Resources achieving certain prede-

fined stock performance criteria over a three-year measurement

period. The outstanding performance units are not entitled to

dividend credit. The performance units are subject to certain

transfer restrictions and are forfeited upon termination of

employment. In addition, vesting may be accelerated upon a

change in control. Participants are eligible for 10% vesting if min-

imum vesting is not achieved during the three-year measure-

ment period. AGL Resources did not grant performance units in

the transition period, fiscal 2001 or fiscal 2000.

Performance units that were granted in November 1999 vested in

September 2002. Based on performance achievement and the

accrual of dividend credit, a total of 10,254 shares of common

stock were issued to the participants.

The compensation costs that have been charged against income

for performance units, restricted stock and other stock-based

awards were immaterial in calendar 2002, the transition period,

fiscal 2001 and fiscal 2000.

STOCK AWARDS

Stock awards generally are subject to some vesting restrictions.

AGL Resources recognizes compensation expense for those

stock awards over the related vesting periods. AGL Resources

awarded shares of stock, net of forfeitures, to key employees in

the following amounts:

● 30,000 shares in calendar 2002

● 6,500 shares in the transition period

● 21,000 shares in fiscal 2001

● 10,000 shares in fiscal 2000

At the date of the award, the weighted average fair value of the

shares, net of forfeitures, was as follows:

● $23.28 in calendar 2002

● $20.97 in the transition period

● $22.06 in fiscal 2001

● $17.38 in fiscal 2000 

The compensation costs that have been charged against

income for performance units, restricted stock and other stock-

based awards were immaterial in calendar 2002, fiscal 2001 and

fiscal 2000.

Information about outstanding and exercisable options, as of December 31, 2002, follows: 

Options Outstanding Options Exercisable
Weighted Average

Number of Remaining Contractual Weighted Average Number of Weighted Average
Range of Exercise Prices Options Life (in years) Exercise Price Options Exercise Price

$13.75 to $17.49 64,297 2.7 $ 16.09 64,297 $ 16.09
$17.50 to $19.99 954,842 5.5 19.02 949,842 19.02
$20.00 to $24.10 2,614,818 7.6 21.22 1,469,617 20.91
Outstanding—December 31, 2002 3,633,957 7.0 $20.55 2,483,756 $20.07
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STOCK APPRECIATION RIGHTS (SARS)

SARs are granted at fair market value on the date of grant and

are payable in cash. SARs generally become fully exercisable not

earlier than 12 months after the date of grant and generally

expire six years after that date. In calendar 2002, 155,212 SARs

were granted with a base value of $23.50 per share, of which

4,809 were forfeited. AGL Resources did not grant SARs in the

transition period, fiscal 2001 or fiscal 2000. AGL Resources rec-

ognizes the intrinsic value of the SARs as compensation expense

over the vesting period. Compensation expense for calendar

2002 was immaterial.

DIRECTORS PLAN

Under the Directors Plan, each nonemployee director receives an

annual retainer that has an aggregate value of $60,000. At the elec-

tion of each director, the annual retainer is paid in cash ($30,000

limit) and/or shares of AGL Resources common stock or is deferred

and invested in common stock equivalents under the 1998 Com-

mon Stock Equivalent Plan for Non-Employee Directors.

Upon initial election to the Board of Directors of AGL Resources,

each nonemployee director receives 1,000 shares of common

stock on the first day of service.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Financing

As of Dec. 31, As of Dec. 31, As of Sept. 30, 
Dollars in millions Year(s) Due 2002 2001 2001

Short-term debt
Commercial paper program, year-end interest rates of 1.8%, 3.0% and 3.5%, respectively 1 2003 $ 388.6 $ 384.7 $ 303.4
Current portion of long-term debt, interest rates from 5.9% to 8.2% 2003 30.0 93.0 45.0

Total short-term debt $ 418.6 $ 477.7 $ 348.4
Long-term debt — net of current maturities
Medium-term debt

Series A—interest rate of 9.10% 2021 $ 30.0 $ 30.0 $ 30.0
Series B—interest rates from 7.35% to 8.70% 2004–2023 167.0 167.0 215.0
Series C—interest rates from 6.00% to 7.30% 2006–2027 270.0 300.0 300.0

Senior notes—interest rate of 7.125% 2011 300.0 300.0 300.0
Total long-term debt $ 767.0 $ 797.0 $ 845.0

Trust preferred securities
AGL Capital Trust I—8.17% due June 1, 2037 2037 $ 74.3 $ 74.3 $ 74.3
AGL Capital Trust II—8.0% due May 15, 2041 2041 146.8 145.9 145.6
AGL Capital Interest Rate Swaps due May 15, 2041 2041 6.1 (2.2) —

Total trust preferred securities $ 227.2 $ 218.0 $ 219.9
Total short- and long-term debt $1,412.8 $1,492.7 $1,413.3

1 The weighted average rate was 2.2%, 3.4% and 6.0% for calendar 2002, transition period and fiscal 2001, respectively.

NOTE 4
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SHORT-TERM DEBT

On August 8, 2002, AGL Capital replaced its existing 364-day

$450.0 million Credit Facility, which was otherwise scheduled to

expire on October 3, 2002, with a $200 million 364-day Credit

Facility and a $300 million three-year Credit Facility. The $200 mil-

lion Credit Facility terminates on August 7, 2003 and the $300 mil-

lion Credit Facility terminates on August 7, 2005. Loans

outstanding on the date the $200 million Credit Facility termi-

nates may be converted into a term loan, which will mature in one

installment no later than August 7, 2004. As of February 21, 2003,

there were no outstanding borrowings under the Credit Facilities. 

As of December 31, 2002, AGL Capital’s outstanding commercial

paper consists of short-term unsecured promissory notes with

maturities ranging from 2 to 59 days.

Sequent has a $15.0 million unsecured line of credit that is used

solely for the posting of exchange deposits and is uncondition-

ally guaranteed by AGL Resources. This line of credit expires on

July 3, 2003 and bears interest at the federal funds effective rate

plus 0.5%. As of December 31, 2002, the line of credit had no out-

standing balance. 

LONG-TERM DEBT

On February 23, 2001, AGL Capital as issuer, AGL Resources as

guarantor and the Bank of New York as trustee issued $300 mil-

lion of senior notes under an indenture dated February 20, 2001.

Interest is payable on January 14 and July 14, beginning July 14,

2001, with interest accruing from March 1, 2001. AGL Resources

fully and unconditionally guarantees the senior notes. The pro-

ceeds from the issuance were used to refinance a portion of the

existing short-term debt under the commercial paper program. 

Long-term debt matures more than one year from the date of

issuance. AGL Resources’ long-term debt consists of medium-term

notes Series A, Series B and Series C, which were issued under an

indenture dated December 1, 1989, and the senior notes. The

notes are unsecured and rank on parity with all other unsecured

indebtedness. The annual maturities of long-term debt for the

five-year period ending December 31, 2007 are as follows: 

● $30.0 million in calendar 2003

● $33.5 million in calendar 2004

● $42.0 million in calendar 2005

● $10.0 million in calendar 2006

● no maturities in calendar 2007

● $681.5 million in calendar 2008 and beyond

SUBSIDIARIES’  OBLIGATED MANDATORILY REDEEMABLE PREFERRED

SECURITIES (CAPITAL SECURITIES)  

In June 1997, AGL Resources established AGL Capital Trust I

(Trust I), a Delaware business trust, of which AGL Resources owns

all the common voting securities. Trust I issued and sold $75 mil-

lion principal amount of 8.17% capital securities (liquidation

amount $1,000 per capital security) to certain initial investors.

Trust I used the proceeds to purchase 8.17% Junior Subordi-

nated Deferrable Interest Debentures. 

Trust I capital securities are subject to mandatory redemption at

the time of the repayment of the junior subordinated debentures

on June 1, 2037, or the optional prepayment by AGL Resources

after May 31, 2007. AGL Resources fully and unconditionally

guarantees all of Trust I’s obligations for the capital securities. 

In March 2001, AGL Resources established AGL Capital Trust II

(Trust II), a Delaware business trust, of which AGL Capital owns all

the common voting securities. In May 2001, Trust II issued and

sold $150 million in principal amount of 8.00% capital securities

(liquidation amount $25 per capital security). Trust II used the

proceeds to purchase 8% Junior Subordinated Deferrable Inter-

est Debentures. The proceeds from the issuance were used to

refinance a portion of the existing short-term debt under the

commercial paper program. 

Trust II capital securities are subject to mandatory redemption at

the time of the repayment of the junior subordinated debentures

on May 15, 2041, or the optional prepayment by AGL Capital

after May 21, 2006. AGL Resources fully and unconditionally

guarantees all of Trust II’s obligations for the capital securities.

OTHER PREFERRED SECURITIES 

As of December 31, 2002, AGL Resources had 10.0 million shares

of authorized, unissued Class A Junior Participating Preferred

Stock, no par value; and 10.0 million shares of authorized, unis-

sued preferred stock, no par value. 

SHELF REGISTRATION

On September 17, 2001, AGL Resources and AGL Capital filed 

a “shelf” registration statement registering $750.0 million in

aggregate amount of debt and other securities. Such securities

may be issued as debt securities, trust preferred securities, junior

subordinated debentures or AGL Resources common stock.
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Common Stock

SHAREHOLDER RIGHTS PLAN

On March 6, 1996, AGL Resources’ Board of Directors adopted a

Shareholder Rights Plan. The plan contains provisions to protect

AGL Resources’ shareholders in the event of unsolicited offers to

acquire AGL Resources or other takeover bids and practices that

could impair the ability of the Board of Directors to represent

shareholders’ interests fully. As required by the Shareholder

Rights Plan, the Board of Directors declared a dividend of one

preferred share purchase right (a Right) for each outstanding

share of AGL Resources common stock, with distribution made

to shareholders of record on March 22, 1996. 

The Rights, which will expire March 6, 2006, are represented by

and traded with AGL Resources common stock. The Rights are

not currently exercisable and do not become exercisable unless

a triggering event occurs. One of the triggering events is the

acquisition of 10% or more of AGL Resources common stock by

a person or group of affiliated or associated persons. Unless pre-

viously redeemed, upon the occurrence of one of the specified

triggering events, each Right will entitle its holder to purchase

one one-hundredth of a share of Class A Junior Participating Pre-

ferred Stock at a purchase price of $60. Each preferred share will

have 100 votes, voting together with the common stock. Because

of the nature of the preferred shares’ dividend, liquidation and

voting rights, one one-hundredth of a share of preferred stock is

intended to have the value, rights and preferences of one share

of common stock. As of December 31, 2002, 1.0 million shares of

Class A Junior Participating Preferred Stock were reserved for

issuance under that plan. 

OTHER

The following table provides details of AGL Resources’ authorized,

issued and outstanding common stock as of the dates indicated:

Dec. 31, Dec. 31, Sept. 30, Sept. 30,
Shares in millions 2002 2001 2001 2000

Authorized 750.0 750.0 750.0 750.0
Issued 57.8 57.8 57.8 57.8
Treasury shares (1.1) (2.2) (2.7) (3.8)
Outstanding 56.7 55.6 55.1 54.0

AGL Resources issued the following shares of common stock

under ResourcesDIRECT,TM the RSP, the LTSIP, the LTIP, the NSP

and the Directors Plan:

In millions Shares

Calendar 2002 1.1
Transition period 0.5
Fiscal 2001 1.1
Fiscal 2000 0.6

As of December 31, 2002, 8,867,269 shares of common stock

were reserved for issuance under ResourcesDIRECT,TM the RSP,

the LTSIP, the LTIP, the NSP and the Directors Plan.

During fiscal 2000, AGL Resources completed a common stock

repurchase program by repurchasing 3.6 million shares of com-

mon stock for a total of $62.1 million.

Commitments and Contingencies

On May 31, 2002, AGL Resources entered into a 10-year lease

with Ten Peachtree Place Associates for 226,779 square feet at

Ten Peachtree Place, Atlanta, GA. The annual lease expense,

which includes the cost of numerous tenant improvements, will

be approximately $5.2 million beginning March 1, 2003. 

AGL Resources has entered into an agreement to sell AGL

Resources’ Caroline Street campus, where the majority of

Atlanta-based employees are located. This transaction, previ-

ously expected to close by December 31, 2002, is now expected

to close no later than December 31, 2003, to provide the pur-

chaser additional time to obtain appropriate zoning and other

administrative approvals for its planned development. AGL

Resources anticipates that, upon closing, the estimated net gain

will be approximately $10.0 million. 

The following table illustrates AGL Resources’ total rental

lease expenses and sublease credits incurred for property and

equipment:

Calendar Transition Fiscal Fiscal
In millions 2002 2001 2001 2000

Rental expense $20.0 $ 3.5 $17.7 $15.1
Sublease income $ (1.5) $(0.4) $ (1.5) $ (1.5)

NOTE 6

NOTE 5
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In the normal course of business, AGL Resources guarantees, or

provides collateral for, the obligations of its subsidiaries and affil-

iates. The limited partnership agreement of US Propane requires

that, in the event of liquidation, all limited partners would be

required to restore capital account deficiencies, including any 

unsatisfied obligations of the partnership. AGL Resources’ maxi-

mum capital account restoration would be $13.6 million. Cur-

rently AGL Resources’ capital account is positive. Management

believes that the occurrence of US Propane’s liquidation is not

probable and, accordingly, no liability is recorded.

The following table illustrates AGL Resources’ expected future contractual cash obligations as of December 31, 2002. 

Payments Due by Period
In millions Total Less than 1 year 2–3 years 4–5 years After 5 years

Pipeline, storage capacity and gas supply1 $299.2 $ 94.1 $139.8 $ 53.6 $ 11.7
PRP costs1 494.0 50.0 165.0 187.0 92.0
ERC1 105.0 41.3 52.0 6.0 5.7
Long-term debt 797.0 30.0 75.5 10.0 681.5
Short-term debt 388.6 388.6 — — —
Trust preferred securities2 227.2 — — — 227.2
Operating leases 171.6 29.1 55.6 41.0 45.9
Other contractual cash obligations 1.4 0.4 0.7 0.3 —
1 Distribution operations expenditures are recoverable through a rate rider mechanism.
2 Callable in 2006 and 2007.

In January 2003, the FASB released FASB Interpretation 45. For many of the guarantees or indemnification agreements AGL Resources

issues, FASB Interpretation 45 requires AGL Resources to disclose in its financial statement footnotes the nature of the guarantee and

the maximum potential amount of future payments that could be required of the guarantor. Footnote disclosures are required for guar-

antees or indemnification agreements AGL Resources issues beginning in year-end financial statements ending after December 15,

2002. FASB Interpretation 45 also includes liability recognition and measurement provisions that apply prospectively to guarantees

issued or modified after December 31, 2002. AGL Resources has other commercial commitments that do not necessarily require 

the use of cash in the future. The table below illustrates the other expected commercial commitments that are outstanding as of

December 31, 2002 and the disclosure required by FASB Interpretation 45.

Amounts of Commitment Expiration per Period
Total Amounts Less than 

In millions Committed 1 year 2–3 years 4–5 years After 5 years

Lines of credit $515.0 $215.0 $300.0 $— $—
Guarantees 1,2 233.9 233.9
Standby letters of credit/surety bonds 2.2 2.2 — — —

Total other commercial commitments $751.1 $451.1 $300.0 $— $—
1 $226.9 million of these guarantees support credit exposures in Sequent’s energy marketing and risk management business, and relate to amounts in the energy marketing trade payable and

in the energy marketing and risk management liability included in the consolidated balance sheets. In the event that Sequent defaults on any commitments under these guarantees, these
amounts would become payable by AGL Resources. 

2 AGL Resources provides a parent guaranty in favor of Southern Natural Gas Company and its affiliate South Georgia Natural Gas Company (together referred to as SONAT) on behalf of its
affiliate, SouthStar. SONAT and SouthStar have entered into certain natural gas storage and supply pool service agreements involving the interstate transportation of natural gas, for which
SONAT has extended credit to SouthStar. AGL Resources has guaranteed 50% of SouthStar’s obligations to SONAT under those certain agreements up to a maximum of $7.0 million in the
event of SouthStar’s failure to make payment, and upon written notice from SONAT to AGL Resources. This is a general and continuing guaranty which may be revoked by AGL Resources
upon no less than 10 days’ written notice to SONAT.
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ASSET MANAGEMENT

On December 23, 2002, the GPSC issued an order finalizing the

results of a USF audit conducted by the GPSC staff. This audit was

designed to examine the USF’s operation from its inception

through September 30, 2001. The order required that AGLC sub-

mit $4.7 million to the USF by January 23, 2003. Of the $4.7 million

AGLC submitted to the USF, $0.8 million relates to timing differ-

ences and $3.9 million is for the use of capacity assets by AGLC.

Beginning January 1, 2003, AGLC must maintain records that

associate transactions involving capacity assets, other than

capacity release transactions, to particular capacity assets and to

credit 50% of the valuation of such transactions to the USF. The

order also requires the documentation of bookkeeping proce-

dures for both AGLC and the GPSC staff. AGL Resources had

previously established reserves for this regulatory matter.

LITIGATION

On May 24, 2002, one of AGLC’s automated meter reading

(AMR) vendors, IMServ, Inc., sent AGLC a notice under the AMR

agreement, alleging various breaches of contract by AGLC and

asserting that it had incurred damages in excess of $8.0 million.

AGLC does not believe it has breached the AMR agreement as

alleged. AGLC and IMServ have been pursuing a contractually

mandated process, including mediation, to attempt to resolve

their differences under the agreement. AGLC established a

reserve during calendar 2002 that management believes will be

sufficient to cover any costs related to this matter. 

On July 26, 2001, Georgia Natural Gas, an indirect wholly owned

subsidiary of AGL Resources, filed a lawsuit on behalf of

SouthStar against Dynegy Marketing and Trade, a subsidiary of

Dynegy, Inc., seeking a full and fair accounting of its activities

as asset manager for SouthStar. Dynegy Marketing and Trade

filed a counterclaim against Georgia Natural Gas and SouthStar.

In addition, third-party claims were filed against AGL Resources

and Sequent. As a condition of AGL Resources’ agreement to

purchase Dynegy Inc.’s share of SouthStar the parties have

agreed to dismiss the lawsuit.

AGL Resources is involved in litigation arising in the normal

course of business. AGL Resources believes the ultimate resolu-

tion of that litigation will not have a material adverse effect on

the consolidated financial statements. 

Fair Value of Financial Instruments

The following table shows the carrying amounts and fair values of

financial instruments included in AGL Resources’ consolidated

balance sheets:

Carrying Estimated
In millions Amount Fair Value

As of December 31, 2002
Long-term debt including current portion $797.0 $884.4
Capital securities 227.2 263.4
As of December 31, 2001
Long-term debt including current portion 890.0 917.1
Capital securities 218.0 244.6
As of September 30, 2001
Long-term debt including current portion 890.0 931.5
Capital securities 219.9 228.3

The estimated fair values are determined based on the following: 

● Long-term debt—interest rates that are currently available for

issuance of debt with similar terms and remaining maturities. 

● Capital securities—quoted market price and dividend rates for

preferred stock with similar terms. 

Considerable judgment is required to develop the fair value esti-

mates; therefore, the values are not necessarily indicative of the

amounts that could be realized in a current market exchange.

The fair value estimates are based on information available to

management as of December 31, 2002. Management is not

aware of any subsequent factors that would affect significantly

the estimated fair value amounts. 

NOTE 7
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Income Taxes

AGL Resources has two categories of income taxes in its state-

ments of consolidated income: current and deferred. AGL

Resources’ current income tax expense consists of federal and

state income tax less applicable tax credits related to the current

year. AGL Resources’ deferred income tax expense generally is

equal to the changes in the deferred income tax liability and reg-

ulatory tax liability during the year. 

INVESTMENT TAX CREDITS 

AGL Resources has deferred investment tax credits associated

with distribution operations as a regulatory liability in its consoli-

dated balance sheets. (See Note 2.) Those investment tax credits

are being amortized as credits to income in accordance with reg-

ulatory treatment over the estimated life of the related properties.

AGL Resources reduces income tax expense in its statements of

consolidated income for the investment tax credits and other tax

credits associated with its nonregulated subsidiaries. 

ACCUMULATED DEFERRED INCOME TAX ASSETS AND LIABILIT IES

AGL Resources reports some of its assets and liabilities differ-

ently for financial accounting purposes than it does for income

tax purposes. The tax effects of the differences in those items 

are reported as deferred income tax assets or liabilities in AGL

Resources’ consolidated balance sheets. The assets and liabili-

ties are measured utilizing income tax rates that are currently in

effect. Because of the regulated nature of the utility’s business, a

regulatory tax liability has been recorded in accordance with 

SFAS 109. The regulatory tax liability is being amortized over

approximately 30 years. (See Note 2.) Because of additional min-

imum pension liability requirements under SFAS 87, a deferred

pension benefit of $30.8 million has been recorded with SFAS 109.

(See Note 3.) Components of income tax expense shown in the

statements of consolidated income are as follows:

Calendar Transition Fiscal Fiscal
In millions 2002 Period 2001 2000

Included in expenses
Current income taxes

Federal $(18.4) $ 11.2 $39.5 $ 1.2
State (4.2) (10.6) 5.0 0.2

Deferred income taxes
Federal 78.7 1.2 5.4 31.3
State 3.2 12.1 1.3 5.8

Amortization of 
investment tax credits (1.3) (0.3) (1.3) (1.3)

Total $ 58.0 $ 13.6 $49.9 $37.2

NOTE 8

Reconciliation between the statutory federal income tax rate and the effective rate is as follows:

Calendar 2002 Transition Period Fiscal 2001 Fiscal 2000
% of Pretax % of Pretax % of Pretax % of Pretax

Dollars in millions Amount Income Amount Income Amount Income Amount Income

Computed tax expense $56.4 35.0 % $13.5 35.0 % $48.6 35.0 % $37.9 35.0 %
State income tax, net 

of federal income tax benefit 3.9 2.4 % 0.6 1.4 % 2.5 1.9 % 4.2 3.8 %
Amortization of investment 

tax credits (1.3) (0.8)% (0.3) (0.8)% (1.3) (0.9)% (1.3) (1.2)%
Flexible dividend deduction (1.4) (0.9)% — — — — — —
Nontaxable gain — — — — — — (2.6) (2.4)%
Other—net 0.4 0.3 % (0.2) (0.3)% 0.1 — (1.0) (0.8)%

Total income tax expense $58.0 36.0 % $13.6 35.3 % $49.9 36.0 % $37.2 34.4 %
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Components that give rise to the net accumulated deferred

income tax liability are as follows:

As of Dec. 31, As of Dec. 31, As of Sept. 30,
In millions 2002 2001 2001

Accumulated deferred 
income tax liabilities

Property—accelerated depreciation 
and other property-related items $272.2 $234.2 $233.8

Other 94.4 58.2 49.2
Total accumulated deferred 

income tax liabilities 366.6 292.4 283.0
Accumulated deferred 

income tax assets
Deferred investment tax credits 7.8 8.3 8.4
Deferred pension additional

minimum liability 30.8 — —
Other 8.0 15.3 19.1

Total accumulated deferred 
income tax assets 46.6 23.6 27.5

Net accumulated deferred 
income tax liability $320.0 $268.8 $255.5

Related Party Transactions

Distribution operations recognized revenue and had accounts

receivable from SouthStar of the following:

Calendar Transition Fiscal Fiscal
In millions 2002 Period 2001 2000

Recognized revenue $171.3 $41.1 $185.9 $173.6
Accounts receivable — — 1.7 5.5

Utilipro recognized revenue of $7.9 million and $10.9 million on

services provided to SouthStar during fiscal 2001 and fiscal

2000, respectively, and had accounts receivable from SouthStar

of $5.8 million as of September 30, 2000. 

AGL Resources’ investment in SouthStar had a significant impact

on AGL Resources’ financial position and results of operations

for calendar 2002, the transition period, fiscal 2001 and fiscal

2000. The unaudited figures below represent 100% of the results

of SouthStar, in which AGL Resources has a 50% financial interest.

These figures are not comparable to AGL Resources’ percentage

ownership in the joint venture’s earnings or losses reported in its

statements of consolidated income under other income.

As of Dec. 31, As of Dec. 31, As of Sept. 30,
In millions 2002 2001 2001

Balance Sheet
Current assets $169.0 $154.0 $140.1
Noncurrent assets 0.9 2.5 11.1
Current liabilities 83.6 44.6 69.3
Noncurrent liabilities — 17.2 —

Calendar Transition Fiscal Fiscal
2002 Period 2001 2000

Income Statement
Revenues $609.6 $172.1 $812.3 $498.6
Operating income 40.9 21.0 28.7 18.6
Net income from 

continuing operations 41.5 20.7 23.7 11.6

Segment Information

AGL Resources is organized into three operating segments: dis-

tribution operations, wholesale services and energy investments.

Additionally, AGL Resources treats corporate as a nonoperating

business segment. Corporate includes AGL Resources, AGSC,

nonregulated financing and captive insurance subsidiaries, and

intercompany eliminations.

Management evaluates segment performance based on EBIT,

which includes the effects of corporate expense allocations. As

an indicator of AGL Resources’ operating performance or liquid-

ity, EBIT should not be considered an alternative to, or more

meaningful than, net income or cash flow as determined in

accordance with GAAP. AGL Resources’ EBIT may not be com-

parable to a similarly titled measure of another company.

Identifiable assets are those assets used in each segment’s oper-

ations. AGL Resources’ corporate assets consist primarily of cash

and cash equivalents and property, plant and equipment.

NOTE 10

NOTE 9
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Corporate and 
Distribution Wholesale Energy Intersegment Consolidated

In millions Operations Services Investments Eliminations AGL Resources

As of or for the 12 months ended December 31, 2002
Operating revenues1 $ 844.1 $ 23.0 $ 2.0 $ (0.2) $ 868.9
Depreciation and amortization 82.0 — 0.3 6.8 89.1
EBIT 224.4 9.1 23.6 (10.1) 247.0

Interest income 0.5 — 0.1 — 0.6
Equity in the net income of investees — — 27.2 — 27.2
Other income (loss) 9.7 — 2.8 (1.5) 11.0

Total other income (loss) 10.2 — 30.1 (1.5) 38.8
Identifiable assets 3,149.8 364.3 107.2 45.9 3,667.2
Investment in joint ventures — — 74.8 — 74.8
Capital expenditures $ 128.1 $ 0.8 $ 28.6 $ 29.5 $ 187.0
As of or for the 3 months ended December 31, 2001
Operating revenues1 $ 194.4 $ 6.5 $ 0.4 $ (0.3) $ 201.0
Depreciation and amortization 21.2 — — 2.0 23.2
EBIT 59.8 3.4 3.6 (4.5) 62.3

Interest income 0.2 — — — 0.2
Equity in the net income of investees — — 5.2 — 5.2
Other income (loss) 2.7 — 0.1 (0.5) 2.3

Total other income (loss) 2.9 — 5.3 (0.5) 7.7
Identifiable assets 3,198.9 115.4 56.0 9.1 3,379.4
Investment in joint ventures — — 74.9 — 74.9
Capital expenditures $ 35.8 $ 0.2 $ 11.9 $ 4.0 $ 51.9
As of or for the 12 months ended September 30, 2001
Operating revenues1 $ 914.3 $ 11.6 $ 9.2 $ 5.8 $ 940.9
Depreciation and amortization 90.4 — 0.9 8.7 100.0
EBIT 213.2 3.1 21.3 (1.4) 236.2

Interest income 0.6 — 0.8 (0.5) 0.9
Equity in the net income of investees — — 13.8 — 13.8
Other income (loss) 7.1 (2.2) 0.7 (8.6) (3.0)
Gain on sale of Utilipro — — 10.9 — 10.9

Total other income (loss) 7.7 (2.2) 26.2 (9.1) 22.6
Identifiable assets 3,319.8 42.0 33.5 (96.9) 3,298.4
Investment in joint ventures — — 69.7 — 69.7
Capital expenditures $ 144.2 $ — $ 1.2 $ 10.3 $ 155.7
As of or for the 12 months ended September 30, 2000
Operating revenues1 $ 525.1 $ — $ 35.4 $ 46.9 $ 607.4
Depreciation and amortization 71.0 — 3.4 8.8 83.2
EBIT 150.8 — 16.9 (1.7) 166.0

Interest income 0.4 — (0.1) 0.2 0.5
Equity in the net income of investees — — 10.4 — 10.4
Other income (loss) 6.9 — 1.1 (3.8) 4.2
Gain on propane transaction — — 13.1 — 13.1

Total other income (loss) 7.3 — 24.5 (3.6) 28.2
Identifiable assets 2,421.3 — 49.3 38.5 2,509.1
Investment in joint ventures — — 75.3 3.5 78.8
Capital expenditures $ 145.7 $ — $ 1.4 $ 10.7 $ 157.8
1 Intersegment revenues—AGL Resources’ wholesale services segment records its energy marketing and risk management revenue on a net basis. The following table provides detail of whole-
sale services’ total gross revenues and gross sales to distribution operations:

Third-party Gross Intersegment Total Gross
In millions Revenues Revenues Revenues
Calendar 2002 $1,639.2 $130.6 $1,769.8
Transition period 128.4 20.0 148.4
Fiscal 2001 125.2 42.6 167.8
Fiscal 2000 — — —
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Pro Forma Data (Unaudited)

The following pro forma financial data has been prepared as if

the acquisition of VNG took place on October 1, 1999, the begin-

ning of AGL Resources’ fiscal year. This pro forma financial data

is presented for informational purposes and is not necessarily

indicative of future operations. Fiscal 2001 is not presented

because the results of VNG are included in AGL Resources’ finan-

cial statements for the entire year.

In millions, except per share data Fiscal 2000

Revenue $810.2
EBIT 183.8
Net income 51.7
Earnings per common share—basic 0.94
Earnings per common share—diluted 0.94

Quarterly Financial Data (Unaudited)

Quarterly financial data for calendar 2002, the transition period

and fiscal 2001 is summarized as follows: 

Operating Operating Operating 
In millions Revenues Margin Income

Calendar 2002
March 31, 2002 $269.3 $172.2 $71.4
June 30, 2002 159.2 134.7 39.9
September 30, 2002 190.7 133.7 36.1
December 31, 2002 249.7 160.0 60.8

Transition period $ 201.0 $151.9 $ 54.6
Fiscal 2001 

December 31, 2000 $ 294.8 $164.0 $ 55.3
March 31, 2001 324.6 181.1 74.3
June 30, 2001 167.4 138.7 41.1
September 30, 2001 154.1 129.8 42.9

Basic Diluted
Earnings Per Earnings Per

Net Common Common
In millions, except per share data Income1 Share1 Share1

Calendar 2002
March 31, 2002 $50.1 $0.90 $0.89
June 30, 2002 12.3 0.22 0.22
September 30, 2002 9.4 0.17 0.17
December 31, 2002 31.2 0.55 0.55

Transition period $ 24.9 $ 0.45 $ 0.45
Fiscal 2001 

December 31, 2000 $ 22.5 $ 0.41 $ 0.41
March 31, 2001 52.3 0.96 0.96
June 30, 2001 9.3 0.17 0.17
September 30, 2001 4.8 0.09 0.09

1 The wide variance in quarterly earnings results from the highly seasonal nature of AGL
Resources’ primary business. 

Basic and diluted earnings per common share are calculated

based on the weighted average number of common shares and

common share equivalents outstanding during the quarter.

Those totals differ from the basic and diluted earnings per share,

as shown on the statements of consolidated income, which are

based on the weighted average number of common shares and

common share equivalents outstanding during the entire year.

NOTE 12

NOTE 11

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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INDEPENDENT AUDITORS’  REPORT

To the Shareholders and Board of 

Directors of AGL Resources Inc.: 

We have audited the accompanying consolidated balance

sheets of AGL Resources Inc. and subsidiaries as of Decem-

ber 31, 2002 and 2001 and September 30, 2001, and the related

statements of consolidated income, common shareholders’

equity, and cash flows for the years ended December 31, 2002,

September 30, 2001 and September 30, 2000, and the three

months ended December 31, 2001. These financial statements

are the responsibility of AGL Resources’ management. Our

responsibility is to express an opinion on these financial state-

ments based on our audits. 

We conducted our audits in accordance with auditing standards

generally accepted in the United States of America. Those stan-

dards require that we plan and perform the audit to obtain rea-

sonable assurance about whether the financial statements are

free of material misstatement. An audit includes examining, on a

test basis, evidence supporting the amounts and disclosures in

the financial statements. An audit also includes assessing the

accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement

presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, such consolidated financial statements present

fairly, in all material respects, the financial position of AGL

Resources Inc. and subsidiaries as of December 31, 2002 and 2001

and September 30, 2001 and the results of its operations and its

cash flows for the years ended December 31, 2002, September 30,

2001 and September 30, 2000 and the three months ended

December 31, 2001, in conformity with accounting principles gen-

erally accepted in the United States of America.

As discussed in Note 1 to the consolidated financial statements, in

2002 AGL Resources Inc. and subsidiaries adopted the June 2002

consensus of EITF Issue No. 02-03, “Accounting for Contracts

Involved in Energy Trading and Risk Management Activities,” that

required all mark-to-market gains and losses on energy-trading

contracts to be shown net in the income statements whether or

not settled physically.

Deloitte & Touche LLP

Atlanta, Georgia 

January 27, 2003
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Financial Highlights (Unaudited)

Management evaluates segment performance based on EBIT, which includes the effects of corporate expense allocations. Core 

earnings is a non-GAAP measure of net income excluding significant gains or losses on the sale or disposal of assets and/or 

subsidiaries, identified in this report. As an indicator of AGL Resources’ operating performance or liquidity, EBIT and core earnings

should not be considered an alternative to, or more meaningful than, net income or cash flow as determined in accordance with GAAP.

AGL Resources’ EBIT and core earnings may not be comparable to a similarly titled measure of another company.

Dollars in millions, except per share and market price amounts Calendar 2002 Calendar 2001 Calendar 2000 Calendar 1999 Calendar 1998

Operating revenues $ 868.9 $ 847.1 $ 719.9 $ 929.1 $1,264.9
Operating margin 600.7 601.5 531.8 516.8 535.9
Operating expenses 392.5 388.6 372.2 376.4 373.0
Operating income 208.2 212.9 159.6 140.4 162.9
Other income (loss) 38.8 25.1 26.5 32.8 (0.2)
EBIT 247.0 238.0 186.1 173.2 162.7
Net income 103.0 91.3 76.5 75.6 70.8
Gain on sale of Utilipro — (7.1) — — —
Gain on propane transaction — — (10.7) — —
Corporate reorganization — — 6.2 — —
Marketer bankruptcy — — 2.0 — —
Gain on sale of joint venture interests — — — (22.3) —
Write-down on impaired assets — — — — 8.5
Core earnings $ 103.0 $ 84.2 $ 74.0 $ 53.3 $ 79.3

Earnings per common share
Basic $ 1.84 $ 1.67 $ 1.40 $ 1.32 $ 1.24
Diluted $ 1.82 $ 1.65 $ 1.39 $ 1.31 $ 1.23
Core $ 1.84 $ 1.54 $ 1.36 $ 0.93 $ 1.39

Shares outstanding (millions)
Average (basic) 56.1 54.8 54.6 57.3 57.1
Average (diluted) 56.6 55.2 55.0 57.7 57.6
End of year 56.7 55.6 54.2 57.1 57.5

Common stock data
Market price — high 25.00 24.50 23.00 23.37 23.37

low 17.25 18.95 15.50 15.56 17.69
close 24.30 23.02 22.06 17.00 23.06

Dividends per share $ 1.08 $ 1.08 $ 1.08 $ 1.08 $ 1.08
Dividend payout ratio 58.7% 64.7% 77.1% 81.8% 87.1%
Book value per share $ 12.52 $ 12.44 $ 11.67 $ 11.61 $ 11.45
Balance sheet data
Total assets $3,742.0 $3,454.3 $3,258.7 $2,536.3 $2,697.4
Total liabilities and deferred credits 1 1,717.7 1,480.4 1,713.8 974.3 1,137.6
Accumulated deferred income taxes 320.0 268.8 248.1 216.1 207.0
Capitalization

Long-term debt 767.0 797.0 590.0 610.0 620.0
Subsidiaries’ obligated mandatorily redeemable preferred securities 227.2 218.0 74.3 74.3 74.3
Common shareholders’ equity 710.1 690.1 632.5 661.6 658.5

Total $1,704.3 $1,705.1 $1,296.8 $1,345.9 $1,352.8
1 The current portions of accrued PRP costs of $50.0 million and $53.6 million as of December 31, 2002 and December 31, 2001, respectively, and the current portions of accrued ERC of

$41.3 million and $47.0 million as of December 31, 2002 and December 31, 2001, respectively, were reclassified to long-term liabilities for consistency with prior calendar years.
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Consolidated Balance Sheets—Assets (Unaudited)

As of Dec. 31, As of Dec. 31, As of Dec. 31, As of Dec. 31, As of Dec. 31,
In millions 2002 2001 2000 1999 1998

Current assets
Cash and cash equivalents $ 8.4 $ 7.3 $ 2.0 $ 4.2 $ —
Receivables—net 339.2 80.8 102.1 43.9 164.2
Unbilled revenues 33.9 23.2 55.2 7.5 50.4
Inventories 118.2 160.4 39.9 35.0 134.9
Unrecovered seasonal rates 9.3 11.2 — — —
Energy marketing and risk 24.7 3.1 — — —
Other current assets 1 15.9 11.6 8.5 5.0 5.3

Total current assets 549.6 297.6 207.7 95.6 354.8
Property, plant and equipment
Property, plant and equipment 3,323.2 3,144.7 3,015.3 2,418.5 2,264.2
Less accumulated depreciation 1,129.0 1,059.5 997.9 810.3 721.7

Property, plant and equipment—net 2,194.2 2,085.2 2,017.4 1,608.2 1,542.5
Deferred debits and other assets
Unrecovered PRP costs 1 514.3 514.9 558.9 606.5 649.1
Unrecovered ERC 1 195.1 243.2 167.2 146.4 76.9
Goodwill 176.2 176.2 159.1 — —
Investments in joint ventures 74.8 74.9 74.4 41.8 41.8
Unrecovered postretirement benefit costs 10.9 11.2 11.5 8.3 9.1
Restricted investment for purchase of telecommunications network 4.4 15.0 — — —
Other 22.5 36.1 62.5 29.5 23.2

Total deferred debits and other assets 998.2 1,071.5 1,033.6 832.5 800.1
Total assets $3,742.0 $3,454.3 $3,258.7 $2,536.3 $2,697.4

1 The current portions of unrecovered PRP costs of $15.0 million and $16.3 million as of December 31, 2002 and December 31, 2001, respectively, and the current portions of unrecovered ERC
of $21.8 million and $14.6 million as of December 31, 2002 and December 31, 2001, respectively, were reclassified to long-term liabilities for consistency with prior calendar years.
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Consolidated Balance Sheets—Liabilities and Capitalization (Unaudited)

As of Dec. 31, As of Dec. 31, As of Dec. 31, As of Dec. 31, As of Dec. 31,
In millions 2002 2001 2000 1999 1998

Current liabilities
Short-term debt $ 388.6 $ 384.7 $ 718.6 $ 59.0 $ 113.0
Energy marketing trade payable 250.7 61.8 — — —
Accounts payable — trade 91.1 36.2 80.7 34.6 71.0
Current portion of long-term debt 30.0 93.0 20.0 10.0 40.0
Accrued expenses 58.2 61.1 63.1 54.5 41.2
Other current liabilites 105.9 72.4 67.0 19.2 84.4

Total current liabilities1 924.5 709.2 949.4 177.3 349.6
Accumulated deferred income taxes 320.0 268.8 248.1 216.1 207.0
Long-term liabilities
Accrued PRP costs1 494.0 506.7 556.7 605.9 649.1
Accrued ERC1 105.0 171.0 111.7 102.4 47.0
Accrued pension obligations 72.7 — 11.6 6.0 3.7
Accrued postretirement benefit 49.2 48.7 32.9 32.9 33.9

Total long-term liabilities 720.9 726.4 712.9 747.2 733.7
Deferred credits
Unamortized investment tax credit 20.2 21.5 22.8 24.1 25.5
Regulatory tax liability 13.5 14.4 18.5 16.2 17.0
Other 38.6 8.9 10.2 9.5 11.8

Total deferred credits 72.3 44.8 51.5 49.8 54.3
Capitalization
Long-term debt 767.0 797.0 590.0 610.0 620.0
Subsidiaries’ obligated mandatorily redeemable preferred securities 227.2 218.0 74.3 74.3 74.3
Common shareholders’ equity 710.1 690.1 632.5 661.6 658.5

Total capitalization 1,704.3 1,705.1 1,296.8 1,345.9 1,352.8
Total liabilities and capitalization $3,742.0 $3,454.3 $3,258.7 $2,536.3 $2,697.4

1 The current portions of accrued PRP costs of $50.0 million and $53.6 million as of December 31, 2002 and December 31, 2001, respectively, and the current portions of accrued ERC of
$41.3 million and $47.0 million as of December 31, 2002 and December 31, 2001, respectively, were reclassified to long-term liabilities for consistency with prior calendar years.
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Statements of Consolidated Income (Unaudited)

In millions, except per share amounts Calendar 2002 Calendar 2001 Calendar 2000 Calendar 1999 Calendar 1998

Operating revenues $868.9 $847.1 $719.9 $929.1 $1,264.9
Cost of sales 268.2 245.6 188.1 412.3 729.0
Operating margin 600.7 601.5 531.8 516.8 535.9
Operating expenses

Operation and maintenance 274.1 263.1 253.3 272.8 272.2
Depreciation and amortization 89.1 97.1 88.6 79.3 73.6
Taxes other than income 29.3 28.4 30.3 24.3 27.2

Total operating expenses 392.5 388.6 372.2 376.4 373.0
Operating income 208.2 212.9 159.6 140.4 162.9
Other income (loss) 38.8 14.2 13.4 (2.8) (0.2)
Gain on sale of Utilipro — 10.9 — — —
Gain on propane transaction — — 13.1 — —
Gain on sales of joint venture interests — — — 35.6 —
EBIT 247.0 238.0 186.1 173.2 162.7
Interest expense 86.0 96.5 68.7 57.1 60.3
Earnings before income taxes 161.0 141.5 117.4 116.1 102.4
Income taxes 58.0 50.2 40.9 40.5 31.6
Net income $103.0 $ 91.3 $ 76.5 $ 75.6 $ 70.8
Earnings per common share

Basic $ 1.84 $ 1.67 $ 1.40 $ 1.32 $ 1.24
Diluted $ 1.82 $ 1.65 $ 1.39 $ 1.31 $ 1.23

Weighted average number of common shares outstanding
Basic 56.1 54.8 54.6 57.3 57.1
Diluted 56.6 55.2 55.0 57.7 57.6

SUPPLEMENTARY FINANCIAL DISCLOSURES



AGL Resources Inc.

78

Statements of Consolidated Cash Flows (Unaudited)

In millions Calendar 2002 Calendar 2001 Calendar 2000 Calendar 1999 Calendar 1998

Cash flows from operating activities
Net income $ 103.0 $ 91.3 $ 76.5 $ 75.6 $ 70.8
Adjustments to reconcile net income to net cash flow 

provided by operating activities
Depreciation and amortization 89.1 97.1 88.6 79.3 73.6
Deferred income taxes, net of noncash items 81.9 20.7 32.0 9.8 16.6
Gain on sale of Utilipro — (10.9) — — —
Gain on propane transaction — — (13.1) — —
Gain on sales of joint venture interests — — — (35.6) —
Equity in joint venture (earnings) losses (27.2) (11.6) (7.2) 1.9 7.9
Other (5.2) (3.3) (1.0) (2.1) 15.9

Changes in certain assets and liabilities, net of assets 
and liabilities acquired

Payables 243.8 17.3 46.1 (36.4) (22.7)
Inventories and assigned natural gas stored underground 42.2 (120.5) (4.9) 99.9 5.1
Deferred revenue 37.1 — — — —
Accrued expenses (2.9) 2.0 8.6 0.7 (32.9)
Receivables (269.1) 53.3 (105.9) 163.2 9.4
Other — net (7.2) (57.7) 39.9 (81.7) 66.7

Net cash flow provided by operating activities 285.5 77.7 159.6 274.6 210.4
Cash flows from investing activities
Property, plant and equipment expenditures (187.0) (173.0) (157.1) (153.2) (120.9)
Acquisition of VNG, net of cash acquired — — (541.2) — —
Cash received from sale of Utilipro — 17.9 — — —
Cash received from propane transaction — — 9.1 — —
Cash received from sale of joint venture interests — — — 65.0 —
Net investment in joint ventures — 3.5 (4.5) (4.4) (9.9)
Cash received from (provided to) joint ventures 27.3 5.2 11.8 (7.6) 2.7
Other (0.7) 11.0 (2.4) (3.4) (2.7)

Net cash flow used in investing activities (160.4) (135.4) (684.3) (103.6) (130.8)
Cash flows from financing activities
Payments of long-term debt (93.0) (20.0) (10.0) (40.0) —
Dividends paid on common shares (53.2) (53.5) (50.4) (52.9) (51.5)
Net payments and borrowings of short-term debt 3.9 (333.9) 639.6 (54.0) (37.5)
Borrowings of long-term debt — 300.0 — — —
Issuance of trust preferred securities — 145.6 — — —
Purchase of treasury shares — — (57.6) (20.6) —
Sale of treasury shares, net of noncash dividends 19.7 22.0 2.1 3.2 —
Other (1.4) 2.8 (1.2) (2.5) 1.5

Net cash flow (used in) provided by financing activities (124.0) 63.0 522.5 (166.8) (87.5)
Net increase (decrease) in cash and cash equivalents 1.1 5.3 (2.2) 4.2 (7.9)
Cash and cash equivalents at beginning of period 7.3 2.0 4.2 — 7.9
Cash and cash equivalents at end of period $ 8.4 $ 7.3 $ 2.0 $ 4.2 $      —

Cash paid during the period for
Interest (net of AFUDC) $ 73.3 $ 79.3 $ 62.4 $ 61.0 $ 53.4
Income taxes $ 15.3 $ 54.3 $ 21.7 $ 19.8 $ 37.9
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Results of Operations (Unaudited)

DISTRIBUTION OPERATIONS

Calendar Calendar Calendar
In millions 2002 2001 2000
Operating revenues $844.1 $823.1 $677.1
Cost of sales 267.4 243.5 169.4
Operating margin 576.7 579.6 507.7
Operation and 

maintenance expenses 255.3 264.2 237.7
Depreciation and amortization 82.0 88.1 77.1
Taxes other than income 25.2 23.8 27.1
Total operating expenses 362.5 376.1 341.9
Operating income 214.2 203.5 165.8
Other income 10.2 9.6 6.5
EBIT $224.4 $213.1 $172.3

The increase in EBIT of $11.3 million for calendar 2002 as com-

pared to calendar 2001 was due to changes in the following:

● decreases in operating margin of $2.9 million due to:

• increases in AGLC’s PRP rider revenues of $9.1 million which

includes a $2.7 million adjustment for recovery of prior-year

program expenses; this program recovers operating and

capital program expenditures incurred in prior periods, 

and future revenues expected to be received in the next 

12 months are reflected as unrecovered pipeline replace-

ment costs on the balance sheet

• increases in VNG’s operating margin of $1.1 million due to

customer growth and the effect of a two-year experimental

WNA program that went into effect for the billing cycle

beginning November 2002

• increases in CGC’s operating margin of $0.6 million due to

increased customer count

• the PBR settlement with the GPSC, which decreased AGLC’s

margin for calendar 2002 by $6.7 million

• a one-time adjustment that reduced cost of sales by $3.7 mil-

lion in the quarter ended June 30, 2001 related to inventory

costs for natural gas stored underground

• a decrease of $3.3 million resulting from a decline in AGLC

customers, which is primarily a result of customers who do not

have the ability to pay Marketers and the statutory right of

customers to disconnect on a seasonal basis without penalty

● decreases in operating expenses of $13.6 million due to:

• decreases in payroll and benefits expenses of $3.8 million as

a result of continued efficiencies in distribution operations,

the impact of a change in the postretirement health care

plan and the transition of VNG employees to AGL

Resources’ benefit plans

• decreases in bad debt expenses of $4.7 million primarily

due to higher-than-normal bad debt in calendar 2001 as a

result of colder-than-normal weather and higher-than-

normal gas prices

• reduction in goodwill amortization of $3.6 million as a result

of the adoption of SFAS 142

• decreases in depreciation expenses of $2.3 million due to a

$5.6 million decline in average depreciation rates from 3.0%

to 2.6% as a result of AGLC’s PBR settlement, offset by an

increase in depreciation expenses of $3.3 million due to

property, plant and equipment additions

• all other increases of $0.8 million due primarily to increased

property tax assessments

● an increase in other income of $0.6 million from carrying

charges on higher average balances of natural gas stored

underground on behalf of AGLC’s Marketers

The increase in EBIT of $40.8 million for calendar 2001 as com-

pared to calendar 2000 was due to:

● increases in operating margin of $71.9 million primarily due to

the acquisition of VNG effective October 2000 resulting in

additional operating margin of $64.8 million, $6.5 million of

additional PRP revenues at AGLC and $3.7 million in additional

margin due to a one-time adjustment in 2001 to reduce inven-

tory costs for natural gas stored underground, offset by a

decrease in operating margin of $2.5 million at CGC due to

lower customer volumes in 2001 resulting from colder weather

in 2000

● increases in operating expenses of $34.2 million primarily due

to the acquisition of VNG

● increases in other income of $3.1 million due to an increase in

carrying charges related to gas stored underground on behalf

of AGLC’s marketers
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WHOLESALE SERVICES

The following table reflects the adoption of EITF 02-03, which

requires energy-trading entities to present gains and losses from

energy marketing activities on a net basis. Wholesale services

was established during calendar 2001 and had no results in cal-

endar 2000.

Calendar Calendar Calendar
In millions 2002 2001 2000

Operating revenues $23.0 $18.1 $—
Cost of sales 0.3 0.6 —
Operating margin 22.7 17.5 —
Operation and 

maintenance expenses 13.2 8.7 —
Depreciation and amortization — — —
Taxes other than income 0.4 0.1 —
Total operating expenses 13.6 8.8 —
Operating income 9.1 8.7 —
Other income — (2.2) —
EBIT $ 9.1 $ 6.5 $—

The increase in EBIT of $2.6 million for calendar 2002 as com-

pared to calendar 2001 was due to:

● increases in operating margin of $5.2 million, primarily as a

result of increased weather volatility from warmer-than-normal

weather in the Northeast, two hurricanes in late summer, colder

weather in November and December 2002, and an overall

increase in volumes sold. These weather-related events caused

interruption in the supply/demand equilibrium between the

affected production and market areas, resulting in wide loca-

tional pricing disparities. Sequent used access to contracted

assets and its expertise in logistics to maximize the profit oppor-

tunity by flowing gas on the most economical path available.

● increases in other income of $2.2 million primarily due to 

a prior-year write-off of the investment in Etowah LNG of 

$2.6 million resulting from a termination of the joint venture

partnership that was formed in fiscal 1998, offset by $0.4 mil-

lion of other income

● increase in operating expenses of $4.8 million primarily attrib-

utable to the addition of personnel to support the growth of

the wholesale services business and the effects of a full year of

operating expenses

The increase in EBIT of $6.5 million for calendar 2001 as com-

pared to calendar 2000 was due to the formation of Sequent in

calendar 2001.

ENERGY INVESTMENTS

Calendar Calendar Calendar
In millions 2002 2001 2000

Operating revenues $ 2.0 $ 5.4 $28.6
Cost of sales 0.5 1.5 6.5
Operating margin 1.5 3.9 22.1
Operation and 

maintenance expenses 7.5 8.4 25.9
Depreciation and amortization 0.3 0.5 2.8
Taxes other than income 0.2 0.4 1.2
Total operating expenses 8.0 9.3 29.9
Operating income (6.5) (5.4) (7.8)
Other income 30.1 23.7 27.1
EBIT $23.6 $18.3 $19.3

The increase in EBIT of $5.3 million for calendar 2002 as com-

pared to calendar 2001 was primarily due to the following:

● an increase of $6.4 million in other income due to:

• equity earnings from SouthStar, which increased by $13.5 mil-

lion due to lower wholesale costs and the increase in the

credit quality of retail customers

• the receipt of a $2.0 million contract renewal payment asso-

ciated with the terms of the sale of Utilipro

• US Propane’s joint venture income increase of $1.6 million

• a $10.9 million decrease due to a pretax gain from the sale

of Utilipro that was recorded in calendar 2001

● a decrease in AGL Networks’ EBIT of $1.1 million, which reflects

increased contract revenues offset by increased operating

expenses due to the addition of personnel to support AGL

Networks’ growth

The decrease in EBIT of $1.0 million for calendar 2001 as com-

pared to calendar 2000 was primarily due to the following:

● increased contributions from SouthStar of $3.6 million, due to

an increase in the number of customers served as compared

with the same period last year
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● $16.3 million increase in EBIT related to Utilipro due to the

sale of Utilipro in calendar 2001 resulting in a pretax gain of

$10.9 million; in addition, since Utilipro was no longer owned

after March 2001, both operating margin and operating

expenses related to Utilipro decreased by $12.8 million and

$18.1 million, respectively, for a net increase of $5.3 million

● decreased contributions from propane operations of $16.7 mil-

lion, which include:

• a pretax gain of $13.1 million recorded in connection with a

series of transactions involving AGL Resources’ propane

operations in calendar 2000

• increases in 2001 EBIT due to 2000 EBIT losses of $0.6 mil-

lion from AGL Resources’ former wholly owned propane

operations

• decreases in US Propane’s contribution of $4.2 million from

AGL Resources’ joint venture primarily due to a true-up in

2001 related to estimated 2000 contributions due to the

formation of US Propane in August 2000

● increases in AGL Networks’ operating expenses of $2.4 million

as a result of the formation of AGL Networks in calendar 2000

CORPORATE

Calendar Calendar Calendar
In millions 2002 2001 2000

Operating revenues $ (0.2) $ 0.5 $14.2
Cost of sales — — 12.2
Operating margin (0.2) 0.5 2.0
Total operating expenses 8.4 (5.6) 0.4
Operating income (8.6) 6.1 1.6
Other (loss) income (1.5) (6.0) (7.1)
EBIT $(10.1) $ 0.1 $ (5.5)

The decrease in EBIT of $10.2 million for calendar 2002 as com-

pared to calendar 2001 was primarily due to the establishment of

reserves related to an anticipated settlement of a technology

contract. Employee severance costs and the write-off of capital

costs were related to a terminated management software imple-

mentation project. These decreases were offset by the release of

expenses related to the settlement of regulatory matters during

calendar 2002 and for unbilled revenue issues at SouthStar dur-

ing calendar 2001.

The increase in EBIT of $5.6 million for calendar 2001 as com-

pared to calendar 2000 was primarily due to the release of cor-

porate reserves in 2001 that were established in 2000 and a

decrease in other loss due to decreased corporate expenses, 

offset by a decrease in operating margin from a subsidiary that

became nonoperating in 2001.
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SHAREHOLDER INFORMATION

Corporate Headquarters

AGL Resources Inc.

Ten Peachtree Place

Atlanta, GA 30309

404-584-9470

Website: aglresources.com

Transfer Agent and Registrar

EquiServe serves as the transfer agent and registrar for AGL

Resources and can help with a variety of stock-related matters,

including name and address changes; transfer of stock owner-

ship; lost certificates; and Form 1099s.

INQUIRIES MAY BE DIRECTED TO:

AGL Resources Shareholder Services

c/o EquiServe Trust Company, N.A.

Blue Hills Office Park

150 Royall Street

Canton, MA 02021

Toll-free: 800-633-4236

Website: equiserve.com

Company Information

AGL Resources’ recent news releases, annual reports, proxy state-

ments, and Securities and Exchange Commission filings are avail-

able on AGL Resources’ website or through a toll-free interactive

shareholder information line at 877-ATG-NYSE (877-284-6973).

Institutional Investor Inquiries

INSTITUTIONAL INVESTORS AND SECURITIES ANALYSTS SHOULD

DIRECT INQUIRIES TO:

Steve Cave

Director, Investor Relations

c/o AGL Resources Inc.

Ten Peachtree Place

Atlanta, GA 30309

404-584-3801

scave@aglresources.com

Common Stock

The common stock of AGL Resources is listed and traded on the

New York Stock Exchange under the ticker symbol ATG. The

symbol AGL Res is used in newspaper stock listings.

Preferred Securities

The preferred securities of AGL Resources are listed and traded

on the New York Stock Exchange under the ticker symbol ATG_P.

Annual Meeting

The 2003 annual meeting of shareholders will be held Wednes-

day, April 16, at Ten Peachtree Place, Atlanta, Georgia.

ResourcesDIRECTTM

New investors may make an initial investment, and shareholders

of record may acquire additional shares of AGL Resources com-

mon stock, through ResourcesDIRECTTM without paying broker-

age fees or service charges. Initial cash investments, quarterly

cash dividends and/or optional cash purchases may be invested

through the plan, subject to certain requirements. To obtain a

copy of the plan prospectus and enrollment materials, contact

our transfer agent, call our toll-free interactive shareholder line or

visit AGL Resources’ website.

Market Prices and Dividends

Cash Dividends Per
Calendar 2002 Closing Price of Common Stock Common Share
Quarter ended: High Low

March 31, 2002 $23.66 $21.08 $0.27
June 30, 2002 24.21 21.74 0.27
September 30, 2002 23.59 17.94 0.27
December 31, 2002 25.00 20.62 0.27

Cash Dividends Per
Calendar 2001 Closing Price of Common Stock Common Share
Quarter ended: High Low

March 31, 2001 $21.92 $19.88 $0.27
June 30, 2001 24.09 21.22 0.27
September 30, 2001 24.48 19.17 0.27
December 31, 2001 23.16 20.00 0.27

AGL Resources pays dividends four times a year, on March 1,

June 1, September 1 and December 1. The company has paid

221 consecutive quarterly dividends, beginning in 1948.
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