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$1.54
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$1.36

2000

|
|
1
i
d o

Note: AGL Resources’ fiscal year end was changed from September 30 to December 31, effective October 1, 2001.
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DISTRIBUTION OPERATIONS

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 scnedule, 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
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shareholders and customers for improved service
levels and higher returns on our capital investrment.
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 naver think
good is enough.

RESULT

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 cur utilities deliver maximum value. In
2002, this strategy resulted in EBIT growth of more than 5% over 2001,

2002 EBIT

MILLION







RESULT
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We continued to expand the foundation of AGL Netweorks in 2002,
setting the stage for a positive contribution te the bottom line in 2003.
We have agreed to expand our ownership interest in SouthStar, which
will enable us to enhance service to Georgla retall gas customers.

2002 EBIT

MILLION

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.

Qur “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 states deregulation framework.
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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 end 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 resuits.

Seguent moves natural gas in the eastern energy
market. Simply put, we use our utilities’ transportation,
storage, and other resources and thase 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.

5o In 2002, our wholesale services business did not just weather the storm | 2002 EBIT
53 E of market volatility. Instead, we used that volatility as a competitive ! $@
= E advantage to gain market share and improve the earnings contribution | MiLLion

of this business by 40% over the previous year.




The volatility of energy markets creates opportunities for Secuent to optimize

our capacity and storage portfolio across several major trading hubs.
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We create real in every business:

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



AGL Resources Inc. is a leading energy services holding company

AGL RESOURCES AT A GLANCE

2002
. whose principal business is natural gas distribution. Headquartered in CORE
3 Atlanta, AGL Resources has supplemented its strong utility operations EARNINGS
w - . N5
w by expanding into energy-related businesses—asset management 74 é
and last-mile telecommunications. EROWTH

BDISTRIBUTION @PERATIBNS
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.
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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.

ENERQ@Y INVISTMENTS
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.




CORE EARNINGS

20080 2001 2002

In millions, except per share amounts and market price
Operating revenues
Net income
Core earnings®
Earnings per share
Basic
Diluted
Core earnings per share
Basic
Diluted
Average shares outstanding
Basic
Diluted
Market capitalization (year end})
Market price (year end, closing)

Total assets

CORE EARNINGS PER SHARE

1.54
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Calendar 2002 Calendar 2001 Change
$ 868.9 $ 8471 3%
$ 103.0 $ 913 13%
$ 103.0 $ 842 22%
S 1.84 $ 167 10%
$ 1.82 $ 1.65 10%
$ 1.84 $ 154 19%
$ 1.82 $ 1.53 19%
56.1 54.8
56.6 55.2
$1,377.8 $1,279.9 8%
$ 24.30 $ 23.02 6%
S 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.)
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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, {'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
wezk 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. | 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 retumns 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




PAULA G. ROSPUT
CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER

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)

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 | 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.

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.




TOTAL RETURNS
Periods ending December 31, 2002

66.70%
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DESPITE THE TURMOIL IN BOTH THE ENERGY SECTOR AND
THE BROAD MARKET, AGL RESOURCES HAS CONTINUED TO
OQOUTPACE THE COMPARATIVE INDUSTRY PEER GROUP AS WELL
AS THE S&P 500 GVER THE PAST THREE YEARS.

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

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 @ 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 miilion 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 Chattancoga
Gas Company customers. Chattancoga’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-gquality 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.




The focus on fundamentals | 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.

The third goal for 2002 was acceleration of the development
of our last-mile infrastructure and dark fiber solution busi-
ness. | am pleased to report that we completed our Atlanta
fiber network after purchasing the majority of the assets out
of bankruptcy from ACS! 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.

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




consolidation of other properties. However, industry valu-
ations in 2002 did not justify acquisitions that could provide
the appropriate near-term earnings accretion and fong-
term value.

One of our brightest achievernents 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.

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'Erien, our chief financial officer, and | met
with more than 100 investors this past year and discussed
our goals for 2003, which | outline on page 17 of this report.
We also shared with many of them the culture we are build-
ing at AGL Resources: 2 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 1o stay on top of the current issues sur-
rounding corporate governance, and continue to respond
as appropriate. Many of cur 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.

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 | 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 lock for all the possibilities.

Every day, we're working hard to show you the real value is
still here at AGL Resources.

Paula G. Rosput

Chairman, President and Chief Executive Officer
AGL Resources Inc.

February 28, 2003
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Here is wheré we'll seek value in 2003:
ﬂ

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.

VALUE

FOCUS

L - .-

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.

T

VALUE

FOCUS

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.

FOCUS

R e

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.

VALUE

17







AGL Resources Inc.

GLOSSARY OF KEY TERMS

> P

ABD : Accumulated benefit obligation
AGLC : Atlanta Gas Light Company

AGL Capital : AGL Capital Corporation

AGL Networks : AGL Networks, LLC

AGL Rescurces : 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
Celendar 1999 : The 12 months ended December 31, 1999
Calendar 1998 : The 12 months ended December 31, 1998
CGC : Chattanooga Gas Company

Core zarnings : 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
Corparate : Nonoperating segment, which includes AGSC and
AGL Capital

Credit Facility : Credit agreements supporting AGL Resources’
commercial paper program

)

Ristribution operations : Segment that includes AGLC, VNG
and CGC

i ™

BIT : 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 invesiments : Segment that includes AGL Resources’
investrment in SouthStar, its investment in US Propane (and its invest-

ment in Heritage), AGL Networks and certain other companies
ERC : Environmental response cost

u

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

6 ©

Cl : Other comprehensive income

: Performance-based rate plan

g 0
3

|

5y

Prepane transaction : A series of transactions during the fourth

GA : Purchased gas adjustment

19
quarter of fiscal 2000 involving AGL Resources’ propane operations

BRP : Pipeline replacement program
PUHCA : Public Utility Holding Company Act of 1935, as amended

5 A

MC : Management's Risk Management Committee

tfy W

|

EC : Securities and Exchange Commission

Seguent : Sequent Energy Management, LP

SFAS : Statement of Financial Accounting Standards

SEV : 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.

VYSCC - Virginia State Corporation Commission

w

Wholesale services : Segment that consists of Sequent
WRMNA : Weather normalization adjustment
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AGL Resources tnc.

fREFERENCED ACCOUNTING STANDARDS

apg

APB 23 : Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees”

ARB

ARB 81 : 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 Principeal 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 3 : 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”

SEAS 143 : SFAS No. 143, “Accounting for Asset Retirement
Obligations”

SEAS 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”




AGL Resources Inc.

SELECTED FINANCIAL DATA

Dollars and shares in millions, except per share amounts Calendar 2002 Transition Period Fiscal 2001 Fiscal 2060 Fiscal 1999 Fiscal 1998
Income statement and earnings reinvested data
Operating revenues $ 868.9 $ 201.0 $ 9409 $ 6074 $1,070.7 $1,340.1
Cost of sales 268.2 49.1 327.3 111.9 544.7 796.0
Operating margin 600.7 151.9 413.6 495.5 526.0 5441
Operating expenses
Operation and maintenance 2741 68.1 267.2 247.8 268.2 278.0
Depreciation and amortization 89.1 232 100.0 83.2 78.8 71.1
Taxes other than income taxes 29.3 6.0 328 26.7 244 274
Total operating expenses 392.5 97.3 400.0 357.7 371.4 3765
Operating income 208.2 54.6 213.6 137.8 154.6 167.6
Qther income 38.8 7.7 22.6 28.2 18.0 12.9
EBIT . 247.0 62.3 236.2 166.0 1726 180.5
Interest expense and preferred stock dividends 86.0 23.8 97.4 57.7 59.1 611
Earnings before income taxes 161.0 38.5 138.8 108.3 1135 119.4
Income taxes 58.0 136 499 37.2 391 38.8
Net income 103.0 24.9 88.9 711 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 $§ 424 $ .98 $ 298 $§ 111 $ 122 $ 1941
Net income $ 103.0 § 249 $ 889 $ 711 $ 744 $ 806
Gain on sale of Utilipre — — (7.1) — — —
Gain on propane transaction - — — (10.7) - —
Corporate reorganization - — - 6.2 - —
Marketer billing issues - - — 20 — -
Gain on sale of joint venture interest - — - - (22.3) -
Wirite-down_on impaired_assets — — _ _ — 8.5
Core earnings $ 103.0 $ 249 $ 818 $ 686 $ 527 $ 891
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 54.9 552 57.4 57.1
Earnings per share—basic $ 1.84 $ 045 $ 163 $ 129 $§ 130 $ 14
Earnings per share—diluted $ 1.82 $ 045 $ 162 $ 129 $ 129 $ 14
Earnings per share—core $ 1.84 $ 045 $ 150 $ 1.24 $ 09 $ 156
Dividends per share $ 1.08 $ 027 § 108 $ 1.08 $ 108 $ 108
Dividend payout ratic 58.7% 60.0% 66.3% 83.7% 83.1% 76.6%
Book value per share’ $ 12.52 § 1241 $ 1220 $ 1149 $ 11.58 $ 1142
Market value per share? $ 2430 $ 2302 $ 1997 $ 2008 $ 1625 $ 1937
Balance sheet data’
Total_assets $3.742.0 $3,454.3 $3,368.] $2,581.9 $2,581.6 $2,645.7
Long-term_liabilities and deferred credits $_701.9 $_670.6 $_7108 $_768.3 $_806.5 $_8004
Capitalization
Long-term debt {excluding current portion) 767.0 797.0 845.0 590.0 6100 650.0
Subsidiaries’ obligated mandatorily
redeemable preferred securities 227.2 218.0 219.9 743 74.3 74.3
Common shareholders’ equity 710.1 490.1 671.4 620.9 661.5 654.1
Total capitalization $1.704.3 $1.7051 $1.736.3 $1.2852 $1.3458 $1.3884
Financial ratios’
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 i 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
13.8% 11.1% 11.3% 12.6%

Return on average common shareholders’ equity 14.7% 14 6%

' As of December 31, 2002 and 2001, and Septerber 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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MANAGEMENT'S DISCUSSION AND ANALYSIS

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-

"on "o

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

"o uou "o "on

"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:

o changes in industrial, commercial and residential growth in the
service territories of AGL Resources

o changes in price, supply and demand for natural gas and
related products

o 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

o the ultimate impact of the Sarbanes-Oxley Act of 2002 and any
future changes in accounting regulations or practices in gen-
eral with respect tc public companies, the energy industry or
in AGL Resources’ operations specifically

o 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

o market changes due to Georgia’s Natural Gas Consumers

Relief Act of 2002

o 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

o concentration of credit risk in Marketers

o excess high-speed network capacity, and demand for dark
fiber in metro network areas

o market acceptance of new technologies and products, as well
as the adoption of new networking standards

o ability to negotiate new fiber-optic contracts with telecommu-
nications providers for the provision of AGL Networks' dark
fiber services .

o utility and energy industry consolidation

o performance of equity and bond markets and the impact on
pension funding costs

o impact of acquisitions and divestitures

o 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

o interest rate fluctuations, financial market conditions and gen-
eral economic conditions

o uncertainties about environmental issues and the related
impact of such issues

o impact of changes in weather upon the temperature-sensitive
portions of the business

o impact of litigation

o impact of changes in prices on the margins achievable in the
unregulated retail gas marketing business

Nature of Qur 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 nct
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 ScouthStar 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 lizbility company that
serves as US Propahe’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 beliaves
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.
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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, $2.3 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, 2007, 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 RECOGMITION
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.

Whelesale 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 portfolic 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 lizbility 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 abligation. 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 ABQO 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 OC! 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-paint 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_million: 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 (10.13) (1.4) (1.2
AGL Resources’
consclidated EBIT 247.0 236.2 166.0
Interest expense and
_oreferred stack dividends 86.0 974 57.7
Earnings before income taxes 161.0 138.8 108.3
Income taxes 58.0 499 37.2
Net_income $103.0 $ 88% $ 711

NET INCOME, EARNINGS PER SHARE AND CORE EARNINGS

In_millions. except pershare amounts____ Calendar_ 2002___ Fiscal 2001 Fiscal 2000

Net income $103.0 $88.9 $711
Gain on sale of Utilipro - (7.1} —
Gain on propane transaction - — (10.7)
Corporate reorganization -~ - 6.2
Marketer bankruptcy. - — 20
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 eamings of
$13.2 million for fiscal 2001 as compared to fiscal 2000 was a
result of the contribution from the acguisition 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 58.0 499 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.
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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 $ 860 § 974 $ 57.7
Average debt outstanding’ $1.411.9  $1.376.1 $819.4
Average rate 6.1% 71% 7.0%

‘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 32198 57.8
Qperating margin 576.7 5924 467.3
Operation and maintenance

expenses 255.3 268.0 229.4
Depreciation and amortization 82.0 904 71.0
Taxes other than income 25.2 285 234
Total operating expenses 362.5 3869 3238
Operating income 214.2 205.5 143.5
Qther 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:

o decreases in operating margin of $15.7 million
e $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
o $3.1 million decrease at AGLC
o $6.7 million decrease in AGLC's operating margin due to
the PBR settlement with the GPSC
o $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
o $2.7 million decrease in AGLC's cost of sales due to &
one-time positive adjustment in fiscal 2001 related to
inventory costs for natural gas stored underground
o $4.3 million decrease resulting from a decline in AGLC
customers, which is primarily a result of custormers who do
not have the ability to pay Marketers and the statutory
right of customers to disconnect on a seasonal basis with-
out penalty
o $0.4 million decrease in other revenues
o $1.2 million decrease in CGC's operating margin due to
lower use per customer
o decreases in operating expenses of $24.4 million
o $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
o $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
o $5.2 million decrease from a reduction in goodwill amortiza-
tion, as a result of the adoption of SFAS 142
e $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
o $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
e $2.5 million decrease in benefit cost due to integration of
VNG into AGL Resources’ benefit plans and benefit plan
amendments
o $0.7 million decrease in all other operating expenses
o $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:

o $40.6 million increase in contributions from VNG, acquired
by AGL Resources effective October 1, 2000, primarily due to
$116.3 millicn of operating margin including $3.8 million due
to colder-than-normal weather, offset by $75.7 million of oper-
ating expenses

o $8.92 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

o $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 $—
Costof sales 0.3 0.2 —
Operating margin 22.7 114 -
Operation and maintenance

expenses 13.2 6.1 —
Depreciation and amortization - — -
Taxes other than income 0.4 — -
Total operating expenses 13.6 6.1 -
Cperating income 9.1 5.3 —
Qther income - (2.2) =
EBIT $ 9.1 $ 31 $—

The increase in EBIT of $6.0 million for calendar 2002 as com-
pared to fiscal 2001 was due to the following:

o $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.

o $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

o $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:

o $11.4 million increase in operating margin due to the startup
of the marketing and risk management business

o $6.1 million increase in operating expenses related to the
startup of the marketing and risk management business

o $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.

th millions Calendar 2002
Net fair value of contracts outstanding

at beginning of pericd $29
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

29



30

AGL Resources Inc.

MANAGEMENT'S DISCUSSION AND ANALYSIS

Net Fair Value of Contracts at Period End

In millions Maturity Less Maturity Maturity Maturity in Total Net
ource of Net Fair Value Than 1 Year 2=3 Years 4-5 Years Excess.of 5 Year 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

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

Inmillion Calendar 2002 Fiscal 2001 Fiscal 2000
Operating revenues $ 20 $92 $35.4
Cost of sales Q.5 12 93
Operating margin 1.5 - 80 26.1
Operation and

maintanance expenses 7.5 11.5 28.9
Depreciation and amortization 0.3 0.9 34
Taxes other than income Q.2 0.5 14
Total operating expenses 8.0 12.9 337
Operating income (6.5) 4.9) (7.6)
Qther income 30.1 26.2 24.5
EBIT $23.6 $21.3 $169

The increase in EBIT of $2.3 million for calendar 2002 as com-
pared to fiscal 2001 was primarily due to:

o $12.8 million increase in other income from SouthStar, primarily
due to an increase in credit quality of retail customers and
lower wholesale costs

o $2.0 million increase due to the receipt of a contract renewal
payment associated with the terms of the sale of Utilipro

o $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

o $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:

o $16.1 million increase as a result of the sale of Utilioro in
fiscal 2001
¢ $8.6 million decrease in operating margin
o $10.9 million pretax gain in other income
o $13.8 million decrease in operating expenses

o $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:

o $12.8 million decrease as a result of the propane transaction in
fiscal 2000
e $13.1 million pretax gain in other income
s $9.4 million decrease in operating expenses
e $9.1 million decrease in operating margin
o $2.4 million increase in operating expenses at AGL Networks
o $0.9 million decrease in income from US Propane

CORPORATE
In milligns, Calendar 2002 Fiscal 2001 Fiscal 2000
Operating revenues $ (0.2) $58 $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) 2.1 (3.6)
EBIT $(10.1) $01.4) $(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.
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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, Asof Dec. 31, Asof 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 liguidity
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 leng-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

o generated $285.5 million in cash from operations

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

o received $19.7 million from the sale of treasury stock

o received $3.9 million (net of payments) from the commercial
paper program

Uses

o invested $187.0 million in property, plant and eguipment
expenditures

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

o paid $53.2 million in cash dividends on common stock

o 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

o received $300.0 million from the issuance of senior notes

o received $162.2 million (net of payments) from the commercial
paper program

o 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

O O o O O

received $11.6 million from other investing activities

Uses

o invested $5471.2 million in the acquisition of VNG

o invested $155.7 million in property, plant and eguipment
expenditures

o paid $50.4 million in cash dividends on common stock

o paid $20.0 million in scheduled payments on medium-term notes
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FINANCING

Ratigs 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 jn 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% $ 3847 17.6% $ 3034 14.6% $ 1412 9.8%
Current portion of long-term debt 30.0 1.4 4.3 450 2.2 200 1.4
Long-term debt 767.0 361 797.0 36.5 845.0 40.5 590.0 40.8
Trust preferred securities’ 227.2 10.7 218.0 100 219.9 105 74.3 5.1
Common equity 7101 335 690.1 314 6714 32.2 6209 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%

"Net of interest rate swaps of $6.1 million and ${2.2) million as of December 31, 2002 and De'cember 31, 2001.

Short-term Debt On August 8, 2002, AGL Capital replaced its
existing 364-day $450.0 miflion Credit Facility, scheduled to expire
on October 3, 2002, with a $200 miilion 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 & $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 Swans 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 [I's 8.0% Trust Preferred Securities due 2041. Pursuant to the
Swaps, AGL Capital receives interest rate payments on $75.0 mil-
fion 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.
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Corameon $tock The average number of shares outstanding for
calendar 2002 as compared to fiscal 2007 increased to 56.1 million
from 54.5 milfion 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 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 ayerage market price. . Calendar 2002 Fiscal 2001 Fiscal 2000
Jssuance 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

o O o o O o

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

o G O O ©0 o

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 fowered 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 Moady S&P. Eitch
Commercial paper P-2 A-2 F-2
Medium-term notes A3 A- A
Senior notes Baal 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 & 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 3041 49.0
Total property, plant and eguipment $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 supply’ $299.2 $94.1 $139.8 $ 536 $ 17
PRP costs’ 494.0 50.0 165.0 187.0 92.0
ERC! 105.0 413 520 6.0 57
Long-term debt 797.0 30.0 755 10.0 681.5
Short-term debt 388.6 388.6 - - -
Trust preferred securities? 227.2 - - - 227.2
Operating leases 1716 29.1 55.6 410 459
Other contractual cash obligations 1.4 04 0.7 0.3 — .

! Distribution operations expenditures are recoverable through a rate rider mechanism.
2Callable 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
{n millions Cormmitted 1 year 2-3 years 4-5 years After S years
Lines of credit $515.0 $215.0 $300.0 $— $—
Guarantees'? 2339 233.9 - — -
Standby letters of credit/surety bonds 22 2.2 = — —
Total other commercial commitments $7511 $451.1 $300.0 $— $—

1$226.9 miltion 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 avent 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 Georgla 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 2 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
capi:cal 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 ro 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-guarter 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 Crder 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 @ 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, 42003, 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.

lIn 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 2.11% 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:

o GPSC-approved rates in AGLC's tariff

o negotiated rates if an existing rate is not priced competitively
with a customer’s competitive alternative fuel

o 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.




AGL Resources Inc.

MANAGEMENT'S DISCUSSION AND ANALYSIS

ENERGY INVESTMENTS

AGL Rescurces 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 earings 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 amoertization,

_netof tax : 34 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 disciosures 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 % 9409
Calendar Transition Fiscal
In_mitlions 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 $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 methed 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
provisicns 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:

o entities for which the consclidation decision should be based
on voting interests and therefore subject to ARB 51

o 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. Commadity 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.
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The fair values and average values of Seguent’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
n_millions Average Value  Dec,_31,.2002
Natural gas contracts $18.6 $24.7
Energy Marketing and

Risk Management Liabilities Value at
In_milliens 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 portiolio is assessed.

INTEREST RATE RISK

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 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 varizble 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 alf 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 