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profile

Eepitable Resourees (NYSEEQT) s en entreprencyriel, cantury-old energy company, Our
Businesses are Appalagnian enes neturel gas prodluchen, natuwal ges treansmission and istibution, and
complementany enshgy-Management and energy infastruciure services. Equitable Resouness neture)
gas preguess and energly services to wiolesa'® and retai threugh Three business segments:
Equinabie Utriinies, Equraible Producton and NORESCO

Equitalble Uiities is compmsed of three miegrated businesses: a state-reguiaied natural gas
eperenon @ federaly-reguizted inferstate sterage and ransmSsion Business, &nd @ mareting
busimess fior natural gas and esscaated products. The segment pravides netwral gas services to 273,000
custiomers = of which eppremetely 255,000 are resicieniiel ane) 18,000 are and indusirial =
located in Pennsylvanie West Yingime ane Kentudiy

Equitable Preduction is the largest natwral gas supplier in the Appalachian basin, with reserves

in excess of 2.0 tillien eulbie feet, inauding undieveloped reserves of 583 billion feet,
ineluctes eppressmeately 12,000 gress wells and 6,500 miles of gathering systems.
The segment engages in produeing, gathennag end seiing natural gas 1n the Appalachian besin, i
o processing ane selling natural gas hguids.

NORESCO provides integrated energy infrastruciure and effiosngy seltiens = induding design, fnendng,
censtrucien and eperatiens - for eustomers aeess the United States, and eperates power plants in selected
cauntres. The unit s buil en-siie energy faclines tha gensrate mene than 300 megawets ef power, and
has heiped customers aduieve energy savings of 31 billion (diewent-hewrs of elecmaty and 71 willien Buws of
fuel = eneugh fo provide Mmere than ane million hemes with elecrety for the et fve years.

i3 & passive investment of Equnalble, whidh ewns apprexmmately 13.9 milllen shares,
Resources Comeration (NYSE:WRC) is an exploraten and i the Gulf ef
Mexxo and Rodky Meurtains

PRorsions of this annmead repers consain forward-loolking starmwenss relaved 1o sueh watters as earning sensittvity to gus prices. awnsdelpated retwrm
on eapiial, antlcipated carnings per share growsh. antieipared “Glacks” of carnings /%@P@Q@ﬁéb @pportamities, azwi@jfmmf raeE-Gased] e
s, aimticipased] produciion drilling huvestmens bengfiss, antieipated saving of service technicion time @ @m%md@ gomerated by
applying rechuology anicipased conpany respenses o merements in ol gas prices as @ soller (dhrengh bedges or menerizusions) oF 45 @
buyer (ohrangh asser prrdhases and cxpiial sperndling)s [wmneial performancs, and aperasional waers. Ve conpmny wates thae a variesy of
Jesers comlid conse dhe company’ getmal resulis oo difffer omaterially from obe anvieipased resulls or etber expectasions esprossed i e company’s
Sorward-loakbing starements, The risks gud wucersainites thar way affter the company’ formard-looking siasements and i operations, perform-
ance, growth and vesulbs inclvde, bue are ne Fmized oo, the following: weather @@wdgﬁ%m cammmnedity prices for nammral g and erudie o3l and

associaied hedging activities, availabillity of Fnaneing ohanges in hnterest ruoes, wmansielipated curwilments or disrypiions b produesion, wwoing
and availabilicy of vegularory and gevermmenial approvals, ihe tindng and extens of the company’s sueeess in acquiring wacur] gas @wd crude
oll properses audl weiliny compantes, the ability of the company tw discever, develap, prodiues, guther and marker reserves, the ability of the
company te acguire sud apply techralogy to dis aperations avd fmpreve processes, the abillsy of the company to develep energy dnffrustructure
projects, the fupact of competitive foesors om projfy oangins in carions wmarkess fn whieh she company conypeies, dhanges in business straregy
and the Fuaneial reswlis sebieved by Wesipors Resousees,
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O Equitable Resources
O Dow Jones Industrial Average

1299 2001
[ S&P 500
(Millions, except per share amounts)
Years ended December 31, 2001 2000 1999 1998
Operational Results
Operating Revenues $ 1,764.5 $  1,652.2 $ 1,0420 $ 851.8
Earnings before Interest and Taxes (EBIT) $ 280.6 $ 239.0 ) 145.6 $ {9.1)
Net Income (loss) $ 151.8 $ 106.2 $ 69.1 $ (44.1)
Cash Flows from Operations $ 129.9 $ 361.2 $ 154.3 $ 90.2
Capital Expenditures $ 132.7 $ 801.0 $ 1421 $ 158.7
Common Stock Data
Weighted Average Common Shares — Diluted 66.1 66.3 68.7 73.7
Earning Per Share — Diluted $ 2.30 $ 1.60 $ 1.01 $ {0.37)
Dividends Paid Per Share $ 0.63 $ 0.59 $ 0.59 $ 0.59
Stock price range $40.50-26.00 $33.38-16.13 $19.50-11.63 $17.63-10.28
Stock price — year end $ 34,07 $ 33.38 $ 16.69 $ 14.57
Balance Sheet Data
Total Assets $ 2,518.7 $ 2,424.9 $ 1,789.6 $ 1,860.9
Total Debt $ 563.4 $ 600.6 $ 505.8 $ 471.2
Preferred Trust Securities $ 125.0 $ 125.0 $ 125.0 $ 125.0
Credit Ratings
Moody's A2 A2 A2 A2
Standard & Poor's A A A A




to our shareho.ders

During 2001, Equitable Resources achieved record earnings and record earnings per share.

Return on total capital, return on equity and total shareholder return are at industry-leading levels.

The team at Equitable is stronger and deeper than ever.
Our people are keenly focused on the strategy to rencvate and
reinvent our businesses. We are very proud of our record of
meeting or exceeding promises we have made. Equitable people
succeed frequently at what they set out to do. If they fail, they
are not afraid to try a new approach. The company is focused,
disciplined and driven by a desire to post superior returns and
superior growth for shareholders,

In stark contrast to improved internal stability at Equitable,
the external business environment is tumultuous. One year ago,
natural gas prices were staggeringly high due to a perceived
energy crisis. Energy merchants were touted for the promise
of extraordinary profit growth. Utilities were trying to metamor-
phose into merchants and many exploration and production
companies were generating net incomé. Today, energy prices
are closer to normal levels and the landscape has changed
dramatically. Energy merchants are out of favor and exploration
and production companies are struggling to post net income.
The cycle of 2001 was unigue both in the amplitude of price
change (both up and down) and in the brevity of the period.
Exaggerated cyclicity of price is 2 predictable outcome
of deregulation. Conservative supply/demand planning, the
purview of the old-line utility executives, has been supplanted by
an open market in which supply imbalances and attendant “price
signals” are the stimulants for new investment. The U.S. energy
business, from end to end, is no longer “stable and boring.” it is
“boom and bust” - for commodity price, for equity valuation, for

operating and financing costs and so on.

Equitable embraces this cyclicity as an opportunity and
accepts operating and some financial risks in our core businesses
because we are capable of managing these risks. We shed busi-
nesses or risks we are incapable of managing. As an example,
natural gas price variation is a key finandial risk in the energy
business. Some companies feel they possess sufficient insight into
the fine details of these markets to make money in continual
arbitrage of price volatility. Equitable has resisted the temptation
to do that. On the other hand, undue exposure to commodity and
other energy-related risks is a detriment to achieving an optimal
capital structure. Therefore, we do not sit on the sidelines either.
In broad terms, we would view ourselves as periodic market
participants. We have made relatively large deals relatively
infrequently, consistent with our view of the cycles, When prices
drift above $3.00-$3.50/MMBtu, the market has responded either

with an increase in supply or a decrease in demand, the latter
“The company is focused, disciplined and
driven by a desire to post superior returns

and superior growth for shareholders.”

response Deing particufarly dramatic in 20071. New drilling is the
most frequent short-term supply response. With sustained prices
at this level, the Alaska gas pipeline, new supplies from Canada
and LNG are all profitable. Therefore, Equitable generally is a seller
(through hedges or monetizations) when prices move above this
range and we generally are a buyer (asset purchases and capital
spending} when prices fall below it. As prices move further away

from this range, we will tend to act more-aggressively.




Murry S. Gerber
Chairman, President and
Chief Executive Officer

“The team at Equitable is
stronger and deeper than
ever. Our people are keenly
focused on the strategy to
renovate and relnvent

our businesses.”

Consistent with this philosophy, in 2000-2001, we hedged substantial volumes of natu-
ral gas through 2008. In 2002, our sensitivity to natural gas prices is about a one-cent

change in earnings per share for every ten-cent change in the NYMEX reference price.

Staying Focused
We continue to focus our efforts exclusively on core business activities. We
supply natural gas from the Appalachian region through Equitable Production. We deliver
natural gas to customers in Pennsylvania, West Virginia and Kentucky through Equitable
Utilities. We help customers improve the efficiency and reliability of their energy
infrastructure through NORESCO. These are the businesses in which our confidence to
make substantive operational and financial gains is rooted in our knowledge, experience
and strang competitive position.

We continue to stress the importance of improving operating leverage in each of our

businesses. Each business must earn an appropriate return on total capital;

the return must exceed the cost of capital by a comfortable margin. We target a sus-
tained 10 percent return on total capital for all our businesses and we wish each to be
resilient enough during industry downturns to earn at least their cost of capital during
those tough times.

Additionally, we target competitively superior, long-term earnings per
share growth rates in the low double digits. Sustaining such a rate is imperative

for a company like ours (rather small) in a consolidating and rapidly changing industry.

Reinvention as a Growth Engine
Qur businesses are mature. We do not lament that fact. We embrace the challenge and the
necessity to reinvent every aspect of the way our businesses run. This requires reinvention
ail the way from our customer interface, through our operating practices, and up to the way
we manage risk and finance the business. For mature businesses like ours, we must do this
in order to continue to extract value and position ourselves for successful growth.

Last year, | discussed several targeted “blocks” of new profit potential available from
our reinvention efforts. With the benefit of one maore year of clarity, we see the aggre-
gate potential of these new “blocks” of earnings to be in the range of $1.60-$2.00 per

share. These earnings drivers are targets, of course, but we feel the potential warrants our

enthusiasm about superior earnings growth over the next few years.




“Our businesses are mature. We do not lament that fact. We embrace the challenge

and the necessity to reinvent every aspect of the way our businesses run.”

Here is our progress to date on these drivers:
Utility Business — Performance-Based Rates
During 2001, we received Pennsylvania Public Utility Commission
approval for a performance-based rate (PBR) mechanism relating
to gas transportation expenses. This new ruling has the intended
impact of reducing costs to customers and increasing benefits to
shareholders, since Equitable is able to more effectively manage
the procurement of transportation services. Benefits to shareholders
accrue only after a cost reduction to customers has been achieved.
Beyond this very important milestone, our forward plan for
PBR contemplates a phased implementation. We hope to
advance new incentive mechanisms for managing commadity
cost, reducing operating expense, optimizing cost of capital

and reducing gas line loss.

Production Segment — Getting Gas to Market? Faster

We remain confident in the opportunity to extract gas faster and
move it more efficiently to market from our Appalachian natural
gas business. Excluding the manageable risks associated with
price volatility, our “production” business is not comparable in
risk profile to a traditional E&P business. We have previously
emphasized the differences including: lack of exploratory risk,
predictable production profile, long production life, and low
required maintenance capital.

The operative business model for Appalachia is one of pipeline
network optimization. For Equitable, this network consists of
approximately 13,000 miles of pipe, some of which is vertically
installed — the wells. The rest is horizontally installed — the
gathering and pipeline system. Operational drivers for increasing
value from this "pipeline” asset are: 1) assuring unimpeded flow
from existing wells (the vertical pipes), 2) reducing back pressures

on the wells, reducing gas loss and reducing down time in the

system and  3) profitably placing more vertical pipe in the ground
(new wells). In 2001, pilot projects and engineering have been
completed on a number of fronts.

In 2002, we will expand pilots and implement key aspects
of the plan. In 2003 and beyond, we are hopeful of seeing the

acceleration of the financial impact of the effort.

NORESCO - Building Backlog in Larger Projects

Our record year-end backlog at NORESCO is an encouraging
sign that we are progressing toward the goal of an incremental
$0.25 per share earnings above 2001 levels from this business
segment over the next few years. We are focusing on "larger
but fewer" contracts in our core performance contracting and
energy infrastructure markets. NORESCO targets government,
institutional and moderately-sized industrial clients with power

needs in the less than 50 MW range.

Remaining Disciplined

The last eighteen months have been tumultuous for the energy
business. Equitable has withstood the strain of that period
and grown. We focus on providing superior returns to
shareholders ~ both return on total capital and return
on equity. We have delivered superior earnings growth and
can see tangible organic growth prospects. Our disciplined

approach keeps us steady through market cycles.

Thank you for suppaorting us.

fosy . loshon

Murry S. Gerber

Chairman, President and Chief Executive Officer

|




Sutilities

Equitable Utilities is comprised of three
integrated businesses: a state-requlated

natural gas distribution operation, a federally-

regulated interstate storage and transmission
business, and a nonregulated marketing
business for natural gas and associated
products. The segment provides natural gas
services to 273,000 customers — of which
approximately 255,000 are residential and
18,000 are commercial and industrial —
located in southwestern Pennsylvania,

West Virginia and Kentuck%g}»g/o
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Equitable Production is the largest natural
gas supplier in the Appalachian basin, with
reserves in excess of 2.0 trilfion cubic feet,
including undeveloped reserves of 583 billion
cubic feet. Equitable Production includes
approximately 12,000 gross productive wells
and 6,600 miles of gathering systems. The
segment engages in producing, gathering
and selling natural gas in the Appalachian
basin, in addition to processing and selling
natural gas liquids.

[
—ILoTesCo
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NORESCO provides integrated energy infra-

sttucture and efficiency solutions ~ including
de\s\ign, financing, construction and opera-
tions — for customers across the United
Staté%,\ and operates power plants in selected
countriés. The unit has built on-site energy
facilities that generate more than 300

megawatts of power, and has helped cus-
tomers achieve energy savings of 31 hillion
kilowatt-hours of electricity and 71 trillion
Btus of fuel — enough to provide more than
one miltion homes with electricity for the
next five years.
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Forget for a moment that we're an energy company. Walk through our halls without
knowing what we do, and you'll see something remarkable — an energy generated by
people at work. Can a century-old company look, act and think like an entrepreneurial

enterprise? Look at the past four years. Look at our accomplishments and our

oerformance. The answer is <o 227, .and we're just getting started.




/;
/ novating and | inventing Equitable Resources is a full-time job. Over the past
/,‘ four years, we have challenged every employee — every one — to rethink his or her job,
the way they interact with customers and each other and the way they do business.
That's no small task to ask of a 1,500-person workforce. But they've been up to the
" challenge, exploring both new and old technologies to introduce the major initiatives
. you see here, plus finding countless smaller ways of improving our business.
a When you treat your workforce as your primary asset, it's remarkable how effectively
P they respond. %’s remariaizlz tc be a part of this team. .
~ . , . L _’: ST
\ i ; ‘//\ \ P c
. R
A %
I
JUU UL
S U U
_/>\/\\i Z
. /,» - Ll s
. e




Juilities

Technology; it's really about people

"What time will the technician be here to turn on my gas?”

"He's pulling up to the house right now.”

Kim McGlory and the Mobile Data Team are revolutionizing how Equitable’s workforce,

including the technicians and repair and service personnel, conduct business. But it's how

that dramatic change impacts consumers that promises to alter customer service forever.
Workers are now dispatched to their first call from home or a remote reporting loca-

tion, rather than the office. Thousands of hours of commuting time will be saved yearly

by that simple change alone. With GPS, dispatchers know exactly where a service vehicle

is, meaning customers can schedule appointments in a narrower window, without waiting

half a day for someane to show up. And if a customer calls ten minutes after a technician

leaves, the customer service representative already knows the details of the service call,

and is prepared to help. It's technology at work, but it's all about satisfaction.

The customers’ — and Equitable's - with a job very well done.

For customers, no risk equals reward

Conventional wisdom says that for utilities to make more money, consumers must pay
more. Equitable Resources believes being profitable starts with partnering with con-
sumers so that everyone wins,

Andy Murphy and his Performance-Based Rate-Making Team are proving it in a
revoiutiohary way. Instead of traditional cost of service or regulatory rate-making,
Equitable is working with the Pennsylvania Public Utilities Commission (PUC) to develop
performance-based rates, which will enable Equitable Resources to profit from effective
management and to pass savings along to customers. This new way of thinking causes
Equitable Resources to shoulder more risk, with the opportunity for a greater return
based on performance, while still providing savings to the customers.

Equitable Resources’ new performance-based incentive warks by guaranteeing
customers $1.2 million in savings through lower upstream transportation costs.

And if Equitable Resources can operate even more efficiently and reduce costs further,
the company then shares in the savings from the cost reduction. And that's a program

where everyone wins.

Technologies such as GPS and mohile data transmitters
are changing how Equitable does business. Now a
single screen can tell where every truck is, and a simple
hand-held device delivers a wealth of customer data

t0 a technician’s hands.
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“Our Mobile Data program is
truly a customer-impacting
technology. When we have
all the information at our
fingertips, we can serve

people so much better.”

~ Kim McGlory, Director of Integration




We're in a mature industry, but you wouldn't know it by watching us. There
are endless ways to renew our business, and we've set out to discover as‘/ /
many as possible. Our philosophy is that business improvement is not a
one-time camgaign. There is no finish line. Our quest, to rediscover the
excitement of innovation which bullt this industry and changed our lives,

involves exp.cring how cld ideas can work in today's market. Some do,

some don't. But that exploration will lead tc innovation, efficiency and the

improvement of Equitable Resources.

17




oroduction

Soon, “smart” wells and compressors will allow
employees to concentrate on quality and productivity
improvements, Computer-controlled linkages will
allow for continuous contact with every asset in the
field. That kind of real-time information will mean

measurable gains in production.

New thinking pays off big
Until Fil Scuillo's team set out to rethink the problems, well-tenders historically spent ha'f of
each day simply driving because physically visiting every well was the only way to determine
that each was operating efficiently.

Now with the use of cellular and satellite technology to furnish actual real-time
performance data, well-tenders can respond when the well indicates that a problem
exists, enabling them to cover a much larger territory and focus their efforts where they
are most needed. At Equitable Resources, technology and pecple are redefining

the future of the industry.

Optimizing existing assets improves performance
Keeping tabs on 180 compressors is a difficult proposition. Compressars, some as large as
a house, are programmed to draw out gas based on the specific operating conditions of the
wells they serve. But wells are a challenging ésset, in constant flux, while the compressors
simply maintain a constant rate of pressure until they're adjusted during the next site check.
Now, imagine a day when the compressor can call the shots. Dick Smeltzer and his
team already have. They're using new technologies to retrofit our largest compressors to
give them comprehensive capabilities to report equipment operating conditions by the
minute. This will allow Equitable Resources to adjust pressures and operating parameters
remately in real-time, thus maintaining maximum volume detiverability. When people

put their best effort forward, even the machines start talking.

Ko Vata o SR RIS N s B e
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— Fil Sciulle, Manager of Production, Engineering and Measurement
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We're in a race to build a better company. It's a big industry, and leadership

provides the engine 1o grow- achhave others follow. Leading that race —
and staying in front — requ?@ﬁmenamgihe_spmt of what we're about
and what we hope to accomplish. That energy has led to new ways of
tninking and a sustained energy to accomplish our goals. The ability to

couple a century of experience with the ideas of a talented team...that’s
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N Qw R E S C O Everything old is new again

e EQUITABLE RESOURCES Compary Wade Carleton and his team at NORESCO are bringing new energy to an old facility.

The State of Rhode Istand chose NORESCO for a major renovation and expansion of the

aging, on-site energy plant at the Pastore Centey, a sprawling 200-acre complex of medical

buildings, state correctional facilities, administration buildings and state lottery headquarters.
To replace the critical, 50-year old infrastructure, NORESCO is designing and constructing

a new $27.5 million combined heat and power facifity. When the turbines begin to spin

in the fourth quarter of 2002, this modern, automated and efficient power and steam

plant will be capable of providing 10-megawatts of reliable power to the Pastore Center.

Decades of experience, the power of people and new technology are driving

NORESCO's leadership in energy infrastructure.

Whether it's improving performance, solving
problems or upgrading energy infrastructure, D@mg battle agamsﬁ an energy Crists

NORESCQ is in the field, understanding challenges In performance contracting, projects are paid for by the savings they
and putting decades of experience to work for
customers across the country, The payof for generate. It's a simple proposition; it's about results. For the U.S. Navy

customers and NORESCO has been impressive. Region Southwest, results come from Brian Neeley's team at NORESCO.
During the heat of the 2001 California energy crisis, the Navy part-
u H H
We use mg@muuty and nered with NORESCO to implement sweeping energy efficiency and infra-

structure improvements in California and Nevada, including one of the

technology to help

largest solar photovoltaic systems in the nation. NORESCO
customers improve thelr developed a plan to reduce summer peak demand,

bottom line thI’OUgh lower utility bills and implement green technologies.

By early fall of 2001, NORESCO had completed
increased energy reliability  tast-track development of a $22.2 million plan to

provide guaranteed annual cost savings of more

and efficiency.”
than $2.2 million to the U.S. Navy, which will fund
- Wade Carleton, Vice President,

Construction and Engineering the project. NORESCO is the only energy services

company to be awarded the Department of Energy’s
Super Energy Savings Performance Contracting contracts

in all six national regions. It's no surprise the U.S.

Government looks tc MORESCQ.




Sﬁaf[@m@ﬂlﬂzs OJE C@WS@EEdaT@@J mCOme* equitable resources, inc. and subsidiaries

(Thousands, except per share amounts)

Years ended December 31, 2001 2000 1999 1998
Operating revenues $1,764,4%1 $1,652,218 $1,042,013 $851,811
Cost of sales 1,196,883 1,075,267 586,663 450,115
Net operating revenues 567,608 576,951 455,350 401,696
Operating expenses:
Operation and maintenance 80,607 103,020 74,424 74,859
Exploration 2,005 3,420 9,288 27,21
Production 32,495 42,450 25,854 29,568
Selling, general and administrative 124,743 116,050 102,307 114,846
Depreciation, depletion and amortization 73,230 97,777 100,722 85,170
Restructuring and impairment charges — — — 81,840
Total operating expenses 313,080 362,717 312,595 413,494
Operating income (loss) 254,528 214,234 142,755 (11,798)
Equity in earnings of nonconsolidated investments 26,101 25,161 2,863 2,667
Gain on sale of Westport stock — 6,561 — —
Other loss — (6,951) — —
Earnings (loss) from continuing operations, before interest and taxes 280,629 239,005 145,618 (9,131)
Interest expense 41,098 75,661 37,132 40,302
Income (loss) before income taxes 239,531 163,344 108,486 (49,433)
income taxes (benefits) 87,723 57171 39,356 (22,381)
Net income (loss) from continuing operations before extraordinary loss 151,808 106,173 69,130 (27,052)
Loss from discontinued operations after taxes — — — (8,804)
Extraordinary loss after taxes — early extinguishment of debt — — — (8,263)
Net income (loss) $ 151,808 $ 106,173 $ 69,130 $(44,119)
Earnings (loss) per share of common stock:
Basic:
Continuing operations, before extraordinary loss $ 236 $ 1.63 $ 1.02 $ (037
Discontinued operations — — — 0.12)
Extraordinary loss — early extinguishment of debt — — — 0.11)
Net income (loss) $ 2.36 $ 1.63 $ 1.02 $  (0.60)
Diluted:
Continuing operations, before extraordinary loss $ 2.30 $ 1.60 $ 1.01 $ (037
Discontinued operations — — — (0.12)
Extraordinary loss — early extinguishment of debt — — — (0.11)
Net income {loss) $ 2.30 $ 1.60 $ 1.01 $ (0.60)

* Certain previously reported amounts have been reclussified to conform to the 2001 presentation.




statements of consolidated cash TIOWS* equtatie resouces,inc. and susicaies

(Thousands)
Years ended December 31, 2001 2000 1999 1998
Cash flows from operating activities:
Net income (loss) from continuing operations, before extraordinary items $ 151,808 $ 106,173 $ 69,130 $ (27,052)
Adjustments to reconcile net income (loss) to net cash provided
by operating activities:
Provision for fosses on accounts receivable 14,866 12,129 11,917 15,634
Depreciation, depletion and amortization 73,230 97,777 100,722 85,170
Dry hole expense — — 2,455 23,101
Amortization of construction contract costs 1,811 1,229 23,100 8,271
Recognition of monetized production revenue (84,453) (13,715) {13,034) (14,498)
Deferred income taxes (benefits) 62,340 54,519 14,635 (29,537)
Increase in undistributed earnings from nonconsolidated investments {22,248) (23,632) nn 2,617)
Gain on sale of investment - (6,561) — —
Changes in other assets and liabilities:
Accounts receivable and unbilled revenues 155,860 (183,654) 30,722 101,887
Inventory (11,139) (35,853) (7,116) 3,413
Prepaid expenses and other 13,824 (27,858) {9,090) 37,999
Accounts payable (184,089) 199,843 (66,535) (121,396)
Prepaid gas forward sale —_ 209,294 — —
Other — net (41,907) (28,538) (1,871) 34,325
Total adjustments (21,939) 254,980 85,188 141,752
Net cash provided by continuing operating activities 129,859 361,153 154,318 114,700
Net cash used in discontinued operations — — — (24,473)
Net cash provided by operating activities 123,869 361,153 154,318 90,227
Cash flows from investing activities:
Capital expenditures on continuing operations (132,679) . (123,727) (101,991) (158,714)
Capital expenditures on discontinued operations —_ — — (32,004)
Acquisition of Statoil production assets — (677,235} — —
Camegie acquisition — — (40,128) —
Proceeds from Gulf asset merger — 158,214 — —
Proceeds from sale of interest in producing properties — 382,942 — —
Increase in equity in nonconsolidated investments (314) (181,757) 22,719) (14,393)
Proceeds from sale of equity in nonconsolidated investments — 19,875 — —
Proceeds from sale of receivables 1,930 56,553 18,360 8,859
Proceeds from sale of property 69,058 2,127 8,935 338,255
Restricted cash from oil-dominated field sale (62,956) — — —
Net cash (used in) provided by investing activities (125,761) (363,008) (137,543) 142,003
Cash flows from financing activities:
Dividends paid (40,356) (38,490) (40,384) (43,800)
Proceeds from issuance of common stock — — — 2,496
Purchase of treasury stock (61,203) (29,483) (101,574) (41,737)
Proceeds from exercises under employee compensation plans 6,855 9,039 6,959 3,990
Proceeds from issuance of nonrecourse note for project financing — — 17,000 —
Loans against construction contracts 105,420 — — —
Purchase of debt due 2000 through 2026 - — — (68,556)
Proceeds from preferred trust securities — — — 125,000
Repayments and retirements of long-term debt (10,405) — (74,972) (10,800)
(Decrease) increase in short-term loans (26,820) 94,781 91,783 (165,741)
Net cash (used in) provided by financing activities (26,509} 35,847 (101,188) (199,228)
Net (decrease) increase in cash and cash equivalents {22,401) 33,992 (84,413) 33,002
Cash and cash equivalents at beginning of year 52,023 18,031 102,444 69,442
Cash and cash equivalents at end of year $ 29,622 $ 52,023 $ 18,031 $102,444
Cash paid during the year for:
Interest (net of amount capitalized) $ 40,258 § 81,023 $ 54,516 $ 46,973
Income taxes $ 15,39 $ 11,71 $ 5759 $ 15,568

* Certain previously reported amounts have been reclassified to conform to the 2001 presentation.
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(Thousands)
Years ended December 31, 2001 2000 1999 1998
Assels
Current assets:
Cash and cash equivalents $ 29,622 $ 52,023 $ 18,031 $ 102,444
Restricted cash 62,956 — — —_
Accounts receivable, net of accumulated provision for doubtful accounts 132,750 300,399 148,103 199,362
Unbilled revenues 77,080 80,157 46,686 41,616
Inventory 96,445 85,246 40,859 33,743
Derivative commodity instruments, at fair value 193,623 31,220 2,695 —
Prepaid expenses and other 20,868 34,691 70,464 14,277
Total current assets 613,344 583,736 326,838 451,442
Equity in nonconsolidated investments 253,214 230,651 40,873 17,437
Property, plant and equipment:
Equitable Utilities 979,235 951,612 919,815 889,572
Equitable Production 1,333,702 1,248,605 1,107,345 1,041,269
NORESCO 24,407 26,204 25,368 25,922
Total property, plant and equipment 2,337,344 2,226,421 2,052,528 1,956,763
Less accumulated depreciation and depletion 923,067 806,992 831,097 762,320
Net property, plant and equipment 1,414,277 1,419,429 1,221,431 1,194,443
Other assets:
Regulatory assets 80,225 62,755 63,382 65,983
Goodwill 57,364 60,635 64,382 68,128
Contract receivables 48,577 22,843 28,493 —
Other 50,746 44,865 44175 63,423
Total other assets 237,912 191,098 200,432 197,534
Total $2,518,747 $2,424914 $1,789,574 $1,860,856
Liabilities and Common Stedkholders’ Equity
Current liabilities:
Current portion of long-term debt $ —_ $ 10,100 $ — $ 74136
Current portion of nonrecourse project financing 16,696 461 — —
Short-term loans 275,447 302,267 207,486 115,703
Accounts payable 101,654 285,723 81,444 147,979
Prepaid gas forward sale 55,705 55,705 — —
Derivative commadity instruments, at fair value 62,002 58,848 2,914 —
Other current liabilities 100,686 132477 151,402 104,142
Total current liabilities 812,190 845,581 443,246 441,960
Long-term debt:
Debentures and medium-term notes 271,250 271,250 281,350 281,350
Nonrecourse project financing — 16,539 17,000 —
Total long-term debt 271,250 287,789 298,350 281,350
Deferred and other credits:
Deferred income taxes 364,633 247,833 183,896 172,676
Deferred investment tax credits 14,336 15,411 16,614 17,695
Prepaid gas forward sale 97,296 153,589 — —
Deferred revenue 6,560 30,232 45,735 70,441
Project financing obligations 109,209 — — —
Other credits 72,119 25,784 33,923 43,315
Total deferred and other credits 664,153 472,849 280,168 304,127
Preferred trust securities 125,000 125,000 125,000 125,000
Commen stoclholders’ equity:
Common stock, no par value, authorized 160,000 shares; shares issued 74,504 282,920 281,100 280,617 280,400
Treasury stock, shares at cost: 2001, 10,634; 2000, 9,426; 1999, 9,044; 1998, 2,792 (203,353) (151,167) (133,913) (39,298)
Retained earnings 675,207 563,755 496,072 467,326
Accumulated other comprehensive incorne {loss) 91,380 7 34 9)
Total common stockholders’ equity 846,154 693,695 642,810 708,419
Total $2,518,747 $2,424,914 $1,789,574 $1,860,856

* Certain previously reported amounts have been reclassified to conform to the 2001 presentation.
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Distribution Pipeline Marketing

Years ended December 31, 2001 2000 1999 2001 2000 1999 2001 2000 1999
Operational data
Residential sales and

transportation volume (MMcf) 24,753 27,776 25,431
Commercial and industrial :

volume (MMcf) 24,500 32,521 22,209
Total throughput — pipeline

{MMBtu) 70,693 81,692 76,727
Total throughput — marketing ‘

(MMBtu) 215,541 240,922 188,133
Customers served — average

Residential 255,083 255,718 247,506

Commercial 18,144 18,188 17,956

Industrial 225 236 224

Total customers 273,452 274,142 265,686
Capital expenditures (thousands) $32373 $22070 $21,255 5 5797 § 5266 § 22212 § 358 - § 11000 § 512
Segment assets {thousands) $615,708  $623,99 $624,866 $201,780  $192,655 $213,697 % 119,652 $ 299309 § 48331
Annual heating degree days 5,059 5,596 5,485
Annual heating degree days ‘

as % of normal 84.77%: 93.77% 91.97%
Financial data (thousands)
Operating revenues® $390,765  $358666  $299,665 $ 64,260 $ 65817 § 73,273 51,085,848  $1,009,554 $487,005
Purchased natural gas cost™ 236,141 198,848 154,696 2,181 4,698 — 1,072,809 993,012 477,347
Net revenues $154,624  $159,818 $144,969 $ 62079 $61,119 $73273 $ 14039 $ 16542 § 9,658
Operating expenses - 84,276 - 78454 73,179 33,249 29,040 32,607 7,832 8,822 5,877
Depreciation, depletion .

and amortization © 18,175 17,411 17,086 7,872 10,577 18312 - 357 197 198
Total operating expenses $102,451 - $ 95865 $§ 90,265 $ 41,921 $ 39617 $50919 $ 818 § 9019 § 6075
Earnings before interest

and taxes $ 52,173 §63953 $ 54704 $ 20958 $ 21502 §$22354 :$ 5850 $ 7523 $ 3,583

* Excludes intrasegment eliminations.
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Years ended December 31, 2001 2000 1999
Operational data
Production:
Net equity sales, natural gas and equivalents (MMcfe) 38,825 66,356 30,844
Average (well-head) sales price ($/Mcfe) $ 3.67 $ 306 $ 230
Monetized sales (MMcfe) 22,845 11,105 11,819
Average (well-head) sales price ($/Mcfe) $ 381 $ 204 $ 185
Company usage (MMcfe) 5,742 6,568 3,232
Lease operating expense, excluding severance tax ($/Mcfe) $ 032 $ 033 $ 033
Severance tax ($/Mcfe) $ 0.6 $ 016 $ 0.09
Depletion ($/ Mcfe) $ 038 $ 049 $ 042
Production services:
Gathered volumes (MMcfe) 106,832 92,440 49,396
Average gathering fee ($/Mcfe) $ 058 $ 058 $ 059
Gathering and compression expense ($/Mcfe) $ 023 $ 027 $ 033
Gathering and compression depreciation ($/Mcfe) $ 0.0 $ 011 $ 015
Total operated volumes (MMcfe) 93,167 89,932 45,896
Volumes handled (MMcfe) 119,874 101,889 58,196
Selling, general and administrative ($/Mcfe handled) $ 002 $ 023 $ 033
Capital expenditures {thousands) $ 93,862 $ 84,661 $ 29,155
Financial data (thousands)
Revenue from production $229,344 $225,774 $ 92,680
Services:
Revenue from gathering fees $ 61,475 $ 53,268 $ 29,178
Other revenues 11,459 10,120 4,152
Total revenues $302,278 $289,162 $126,010
Operating expenses:
Gathering and compression expenses 24,594 25,237 16,424
Lease operating expense 21,855 27,893 15,009
Severance tax 10,640 13,103 3,977
Depreciation, depletion and amortization 40,624 57,175 29,14
Selling, general and administrative 24,556 23,470 19,034
Exploration and dry hole expense 2,005 2,89 1,89
Strike-related expenses — 18,694 —
Total operating expenses $124,274 $168,468 $ 85,476
Equity from nonconsolidated investments 726 167 —
Other loss — (6,951) —
Earnings before interest and taxes, excluding Gulf operations $178,730 $113,910 $ 40,534
Earnings before interest and taxes from Gulf operations $ - $ 6426 $ 14,082
Eamnings before interest and taxes from operations $178,730 $120,336 $ 54,616
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Years ended December 31, 2001 2000 1999
Operational data
Revenue backlog at December 31 (thousands)* $128,264 $ 90,978 $ 70,999
Gross profit margin 22.0% 24.8% 21.5%
Selling, general and administrative as a % of revenue 14.7% 17.0% 1M1.7%
Development expense as a % of revenue 2.6% 3.3% 2.6%
Capital expenditures (thousands) $ 289 $ 1,59 $ 600
Financial data (thousands)
Energy service contracting revenues $157,379 $134,620 $169,633
Energy service contract cost 122,790 101,266 133,088
Gross margin $ 34,589 $ 33354 $ 36,545
Operating expenses:
Selling, general and administrative 23,112 22,873 19,889
Depreciation, depletion and amortization 5,952 5,304 6,078
Total operating expenses $ 29,064 $ 28177 $ 25,967
Operating income 5,525 5177 10,578
Equity earnings in nonconsolidated investments 7,555 5,109 2,863
Earnings before interest and taxes $ 13,080 $ 10,286 $ 13,44

* Beginning in 2000, NORESCOQ is presenting backlog on a reventue basis. Backlog for 1999 has been restated on a revenue basis.
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The Board of Directors and Shareholders

Equitable Resources, Inc.

We have audited, in accordance with auditing standards generally accepted in the United States,

the consolidated balance sheets of Equitable Resources, Inc. and subsidiaries at December 31, 2001,
2000, 1999 and 1998, and the related consolidated statements of income, shareholders’ equity and
cash flows for each of the four years in the period ended December 31, 2001 (not presented separately
herein) and in our report dated February 5, 2002, we expressed an unqualified opinion on those
consolidated financial statements. In our opinion, the information set forth in the accompanying
condensed consolidated financial statements is fairly stated in all material respects in relation to

the consolidated financial statements from which it has been derived.

Wsﬁ WMP

Pittshurgh, Pennsylvania
February 5, 2002
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