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NJR

Consolidated Financial Statistics A New Jersey Resources
(Thousands, except per share data)
Fiscal years ended September 30, 2002 2001 2000 1999 1998 1997
Selected Financial Data
Operating Revenues $1,830,754  $2,048,408 $1,164,549 $904,268 $710,342 $696,544
Operating Expenses
Gas purchases 1,565,717 1,782,840 919,903 669,835 483,715 465,552
Operation and maintenance 92,022 89,455 84,895 80,970 77,990 79,408
Depreciation and amortization 31,844 32,530 30,997 29,455 27,835 25,797
Energy and other taxes 36,792 43,770 34,842 36,071 36,758 43,240
Total operating expenses 1,726,375 1,948,595 1,070,637 816,331 626,298 613,997
Operating Income 104,379 99,813 93,912 87,937 84,044 82,547
Other income (loss) 4,945 6,446 1,921 3,681 2,034 (771)
Interest charges, net 16,556 19,705 18,750 19,977 19,633 20,513
Income before Income Taxes 92,768 86,554 77,083 71,641 66,445 61,263
Income tax provision 35,924 32,891 29,147 26,835 24,688 21,339
Income before Accounting Change 56,844 53,663 47,936 44,806 41,757 39,924
Cumulative effect of a change in accounting, net — (1,347) — — — —
Income from Continuing Operations 56,844 52,316 47,936 44,806 41,757 39,924
Income from discontinued operations, net — — 828 — — —
Net Income $ 56,844 $ 52,316 $ 48,764 $ 44,806 $ 41,757 $ 39,924
Capitalization
Common stock equity $361,453 $352,069 $328,128 $302,169 $290,804 $278,436
Redeemable preferred stock 295 298 400 520 20,640 20,760
Long-term debt 370,628 353,799 291,528 287,723 326,741 291,407
Total Capitalization $732,376 $706,166 $620,056 $590,412 $638,185 $590,603
Property, Plant and Equipment
Utility plant $1,053,086 $1,016,911 $ 981,601 $ 941,490 $ 895,321 $ 855,375
Accumulated depreciation (316,758) (295,074) (274,964) (258,666) (237,150) (216,302)
Real estate properties and other 25,144 26,759 28,016 26,326 25,838 24,024
Accumulated depreciation (5,075) (4,647) (4,069) (3,7006) (3,535) (3,282)
Property, Plant and Equipment, Net $ 756,397 $ 743,949 $ 730,584 $ 705,444 $ 680,474 $ 659,815
Capital Expenditures
Utility plant $42,314 $44,176 $48,826 $48,196 $42,847 $46,193
Real estate properties and other 910 4,595 2,067 676 1,830 967
Equity investments — 2,946 250 — 9,498 7,242
Total Capital Expenditures $43,224 $51,717 $51,143 $48,872 $54,175 $54,402
Total Assets $1,319,304 $1,192,192 $1,082,311 $960,012 $943,018 $879,061
Common Stock Data
Earnings per share from continuing operations — Basic $2.12 $1.97 $1.81 $1.67 $1.56 $1.48
Earnings per share from continuing operations — Diluted $2.09 $1.95 $1.79 $1.67 $1.56 $1.47
Earnings per share — Basic $2.12 $1.97 $1.84 $1.67 $1.56 $1.48
Earnings per share — Diluted $2.09 $1.95 $1.82 $1.67 $1.56 $1.47
Dividends declared per share $1.20 $1.17 $1.15 $1.13 $1.09 $1.07
Payout ratio® 57% 59% 64% 68% 70% 72%
Market price at year end $32.90 $29.47 $27.09 $26.67 $23.75 $21.59
Dividend yield at year end 3.6% 4.0% 4.2% 4.2% 4.6% 5.0%
Price-earnings ratio 16 15 15 16 15 15
Book value per share $13.43 $13.20 $12.43 $11.35 $10.88 $10.38
Market-to-book ratio at year end 25 2.2 2.2 2.3 2.2 2.1
Shares outstanding at year end 26,917 26,664 26,391 26,612 26,717 26,820
Average shares outstanding — Basic 26,860 26,598 26,547 26,778 26,697 27,002
Average shares outstanding — Diluted 27,168 26,801 26,733 26,976 26,841 27,078
Return on average equity® ® 15.3% 15.3% 14.8% 14.5% 14.2% 13.9%

@ Continuing operations
® Excluding accumulated other comprehensive income

All common share and earnings-per-share data have been restated for a 3-for-2 stock split, which became effective in March 2002.



NJR

A New Jersey Natural Gas

Operating Statistics

Fiscal years ended September 30, 2002 2001 2000 1999 1998 1997
Operating Revenues (Thousands)
Residential $359,022 $ 413,174 $302,736 $303,884 $307,994 $317,500
Commercial and other 84,449 90,883 64,623 60,954 60,746 70,315
Firm transportation 24,455 31,292 37,101 33,319 19,500 15,586
=z
Total residential and commercial 467,926 535,349 404,460 398,157 388,240 403,401 CED
Interruptible 12,608 11,788 7,775 7,558 8,360 7,996 .
Total system 480,534 547,137 412,235 405,715 396,600 411,397 3
Off-system 294,007 462,340 324,676 228,849 169,903 141,481 2
Total Operating Revenues' $774,541 $1,009,477 $736,911 $634,564 $566,503 $552,878 §
Throughput (Bcf) g
Residential 35.8 41.9 35.6 34.2 35.2 37.0 2
Commercial and other 8.2 9.6 8.0 7.3 7.4 8.7 g
Firm transportation 7.0 9.3 10.6 9.4 6.6 5.5 o
Total residential and commercial 51.0 60.8 54.2 50.9 49.2 51.2 8
Interruptible 11.1 11.7 9.6 9.8 10.6 9.7 a2
o
Total system 62.1 72.5 63.8 60.7 59.8 60.9 >
Off-system and capacity management 96.5 88.4 132.2 143.7 104.9 83.2 5
S
Total Throughput 158.6 160.9 196.0 204.4 164.7 144.1 ;
Customers at Year End =
Residential 391,133 379,233 351,415 338,984 346,605 343,520 £
Commercial and other 25,112 24,987 23,751 22,379 22,088 22,650 =
Firm transportation 17,811 18,879 34,573 35,900 16,495 7,647 HS,
Total residential and commercial 434,056 423,099 409,739 397,263 385,188 373,817
Interruptible 51 53 52 51 49 45
Off-system and capacity management 34 30 26 28 43 53
Total Customers at Year End 434,141 423,182 409,817 397,342 385,280 373,915
Interest Coverage Ratio 6.18 5.23 5.12 4.89 4.16 3.90
Average Therm Use per Customer
Residential 908 1,132 1,022 1,002 998 1,064
Commercial and other 4,837 5,718 5,484 5,169 5,145 5,475
Degree Days 3,964 5,070 4,564 4,470 4,354 4,787
Weather as a Percent of Normal 83;%) 105% 94% 92% 89% 97%
Number of Employees 547 542° 728 739 755 789

! Excludes appliance service revenue

2 Reflects transfer of employees to NJR Home Services and NJR Service Corp.

NJR

A New Jersey Resources

Two-Year Stock History

The range of high and low sales prices as reported in The Wall Street Journal and dividends paid per share were as follows:

2002 2001 Dividends Paid
Fiscal Quarter High Low High Low 2002 2001
First $32.53 $28.97 $29.75 $25.00 $.29 $.29
Second $32.00 $29.23 $28.83 $24.84 $.30 $.29
Third $32.90 $28.45 $30.67 $26.80 $.30 $.29
Fourth $33.29 $24.35 $30.54 $27.33 $.30 $.29

All common share and earnings-per-share data have been restated for a 3-for-2 stock split, which became effective in March 2002.
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Management’s Discussion
and Analysis of Financial
Condition and Results

of Operations

Results of Operations

Consolidated

Net income increased 8.6 percent to $56.8 million in 2002, compared
with $52.3 million in 2001 and $48.8 million in 2000. The increase
each year was attributable to continued profitable customer growth

in New Jersey Natural Gas Company (NJNG), the principal subsidiary
of New Jersey Resources Corporation (the Company), and higher
wholesale marketing results in NJR Energy Services Company

(Energy Services).

Basic earnings per share from net income increased 7.6 percent to
$2.12in2002, compared with $1.97 in 2001 and $1.84 in 2000.
Diluted earnings per share from net income were $2.09, $1.95 and
$1.82in2002,2001 and 2000, respectively.

Consolidated income from continuing operations and net income

in 2001 included a charge of $1.3 million, or $.05 per share, resulting
from the cumulative effect of a change in accounting for derivatives
under Statement of Financial Accounting Standards (SFAS) No. 133,
“Accounting for Derivative Instruments and Hedging Activities” as
amended (SFAS 133) (See Note 1: Summary of Significant Accounting
Policies, Derivative Activities). Net income in 2000 included a gain of
$828,000, or $.03 per share, from discontinued operations. The gain
was due to the excess of proceeds received from the sale of the assets
over the costs incurred, net of insurance recoveries received in January
2000, in conjunction with exiting the oil and natural gas production
business in 1995.

Dividends declared per share increased 2.6 percent to $1.20 in 2002,
compared with $1.17in 2001 and $1.15 in 2000.

Critical Accounting Policies

The following is a description of the most important accounting
principles generally accepted in the United States of America thatare
used by the Company. Management believes that it exercises good
judgment in selecting and applying accounting principles. The
consolidated financial statements of the Company include estimates.
Actual results in the future may differ from such estimates. The
Company's Critical Accounting Policies are described below.

Regulatory Assets & Liabilities

The Company’s largest subsidiary, NJNG, maintains its accounts

in accordance with the Uniform System of Accounts as prescribed

by the New Jersey Board of Public Utilities (BPU). As a result of

the ratemaking process, NJNG is required to follow SFAS No. 71,
“Accounting for the Effects of Certain Types of Regulation” (SFAS 71)
and, as a result, the accounting principles applied by NJNG differ in
certain respects from those applied by unregulated businesses. NJNG
is required under SFAS 71 to record the impact of regulatory decisions
on its financial statements. NJNG’s Basic Gas Supply Service (BGSS),
formerly known as the Levelized Gas Adjustment clause, requires

it to project its gas costs over the subsequent 12 months and recover

the difference, if any, of such projected costs compared with those
included in rates through a BGSS charge to customers. Any

under- or over-recoveries are treated as a Regulatory asset or liability
and reflected in the BGSS in subsequent years. NJNG also enters into
derivatives that are used to hedge gas purchases, and the offset to the
resulting derivative assets or liabilities are recorded as a Regulatory
asset or liability.

In addition to the BGSS, other regulatory assets include the
remediation costs associated with Manufactured Gas Plant (MGP)
sites, which are discussed below under Environmental Items, and the
Weather-Normalization Clause (WNC), which is discussed in Natural
Gas Distribution Operations below. If there are changes in future
regulatory positions that indicate the recovery of such regulatory assets
is not probable, the related cost would be charged to income.

Derivatives

Derivative activities are recorded in accordance with SFAS 133, under
which the Company records the fair value of derivatives held as assets
and liabilities. The changes in the fair value of the effective portion of
derivatives qualifying as cash flow hedges are recorded, net of tax, in
Other comprehensive income, a component of Common stock equity.
Under SFAS 133, the Company also has certain derivative instruments
that do not qualify as cash flow hedges. The change in fair value of these
derivatives is recorded in net income. In addition, the changes in the
fair value of the ineffective portion of derivatives qualifying for hedge
accounting are recorded as an increase or decrease in gas costs or interest
expense, as applicable, based on the nature of the derivatives. The
derivatives that NJNG udilizes to hedge its gas purchasing activities are
recoverable through its BGSS. Accordingly, the offset to the change

in fair value of these derivatives is recorded as a Regulatory asset or
liability. The Company has not designated any derivatives as fair value
hedges as of September 30, 2002.

The fair value of derivative investments is determined by reference
to quoted market prices of listed contracts, published quotations

or quotations from independent parties. In the absence thereof,

the Company utilizes mathematical models based on currentand
historical data. The effect on annual earnings of valuations from our
mathematical models is expected to be immaterial.

In providing its unregulated fuel and capacity management and
wholesale marketing services, Energy Services enters into physical
contracts to buy and sell natural gas. These contracts qualify as normal
purchases and sales under SFAS 133 in that they provide for the
purchase or sale of natural gas that will be delivered in quantities
expected to be used or sold by Energy Services over a reasonable period
in the normal course of business. Accordingly, Energy Services
accounts for these contracts under settlement accounting.

Environmental Items

NJNG periodically updates the environmental review of its MGP sites
(See Note 12: Commitments and Contingent Liabilities), including
areview of its potential liability for investigation and remedial action,
based on assistance from an outside consulting firm. On the basis of
such review, NJNG estimates expenditures to remediate and monitor
these MGP sites, exclusive of any insurance recoveries. NJNG’s
estimate of these liabilities is based upon currently available facts,
existing technology and presently enacted laws and regulations. Where
available information is sufficient to estimate the amount of the
liability, it is NJNG’s policy to accrue the full amount of such estimate.



Where the information is sufficient only to establish a range of
probable liability and no point within the range is more likely than
any other, it is NJNG'’s policy to accrue the lower end of the range.
Since NJNG expects to recover these expenditures, as well as related
litigation costs, through the regulatory process, in accordance with
SFAS 71, it has recorded a Regulatory asset corresponding to the
accrued liability. The actual costs to be incurred by NJNG are
dependent upon several factors, including final determination

of remedial action, changing technologies and governmental
regulations, the ultimate ability of other responsible parties to pay
and any insurance recoveries. If there are changes in future regulatory
positions that indicate the recovery of such regulatory asset is not
probable, the related cost would be charged to income. As of
September 30, 2002, $108 million of previously incurred and
accrued remediation costs, net of insurance recoveries, is included
in Regulatory assets on the Consolidated Balance Sheet.

Natural Gas Distribution Operations

NJNG is alocal natural gas distribution company that provides
regulated energy services to more than 434,000 residential and
commercial customers in central and northern New Jersey, and
participates in the off-system sales and capacity release markets. In
2001, NJNG transferred its appliance service business to NJR Home
Services Company (Home Services), an unregulated subsidiary of the
Company. All previously reported segment information has been
reclassified to reflect this transfer.

In February 1999, the Electric Discount and Energy Competition
Act (EDECA), which provides the framework for the restructuring
of New Jersey’s energy markets, became law. In March 2001, the
BPU issued an order to fully open NJNG'’s residential markets to
competition, restructure its rates to segregate its BGSS and Delivery
(i.e., transportation) service prices as required by EDECA, and expand
an incentive for residential and small commercial customers to switch
to transportation service. In January 2002, the BPU issued an order
which stated that BGSS could be provided by suppliers other than
the state’s natural gas utilities, but at this time it should be provided
by the state’s natural gas udlities.

NJNG's financial results are summarized as follows:

(Thousands) 2002 2001 2000
Gross margin
Residential and
commercial $167,697 $167,354 $155,534
Transportation 22,498 28,065 32,938
Total firm margin 190,195 195,419 188,472
Off-system and
capacity management 4,708 5,322 4,917
Interruptible 916 912 812
Total gross margin $195,819 $201,653 $194,201
Operation and maintenance
expense $73,505 $77,946 $73,588
Operating income $88,883 $89,248 $87,241
Other income $3,281 $4,346 $279
Net income $48,401 $47,767 $45,149

Gross Margin

Gross margin is defined as gas revenues less gas costs, sales tax and

a transitional energy facilities assessment (TEFA). Gross margin
provides a more meaningful basis for evaluating utility operations
since gas costs, sales tax and TEFA are passed through to customers
and, therefore, have no effect on earnings. Gas costs are charged to
operating expenses on the basis of therm sales at the rates included
in NJNG’s tariff. Sales tax is calculated at 6 percent of revenue and
excludes sales to other utilities, off-system sales and federal accounts.
TEFA is calculated on a per-therm basis and excludes sales to other
utilities and off-system sales.

Firm Margin

Residential and commercial (i.e., firm) gross margin is subject to a
WNC, which provides for a revenue adjustment if the weather varies
by more than one-half of 1 percent from normal, or 20-year average,
weather. The WNC does not fully protect NJNG from factors such
as unusually warm weather and declines in customer usage patterns,
which were set at the conclusion of NJNG’s last base rate case in
January 1994. The accumulated adjustment from one heating season
(i.e., October through May) is billed or credited to customers in
subsequent periods. This mechanism reduces the variability of both
customer bills and NJNG’s earnings due to weather fluctuations. The
components of gross margin from firm customers are affected by
customers switching between sales service and transportation service.

NJNGs total gross margin is not affected negatively by customers who
utilize its transportation service and purchase their gas from another
supplier because its tariff is designed such that no profit is earned on
the commodity portion of sales to firm customers. All customers who
purchase gas from another supplier continue to utilize NJNG for
transportation service.

Total firm margin decreased $5.2 million, or 3 percent, in 2002 due
primarily to 22 percent warmer weather compared with 2001, which
more than offset customer growth and the impact of the WNC. In
2001, total firm margin increased $6.9 million, or 4 percent, due
primarily to customer growth.

NJNG added 11,282 and 12,522 new customers and converted the
heating systems of another 979 and 1,302 existing customers in 2002
and 2001, respectively. This customer growth represents an annual
increase of approximately 2.2 billion cubic feet (Bcf) in sales to

firm customers, assuming normal weather.

Sales to residential and commercial customers were 44 Bcfin 2002,
compared with 51.5 Bcfin 2001 and 43.6 Bcfin 2000. Gross margin
from sales to residential and commercial customers increased
$343,000, or less than 1 percent, in 2002 and $11.8 million, or

8 percent, in 2001. The margin increase in 2002 was due primarily
to customer additions, the WINC and firm transportation customers
switching back to firm sales service, which more than offset the
decrease in sales due to the warm weather. The increase in 2001 was
due primarily to the impact of 12,522 customer additions, colder
weather and firm transportation customers switching back to firm
sales service.
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Gross margin from transportation service decreased $5.6 million,

or 20 percent, in 2002 and $4.8 million, or 15 percent, in 2001.
The decrease in both years was due primarily to customers switching
back to sales service. NJNG transported 7 Bcf for its firm customers
in 2002, compared with 9.3 Bcfin 2001 and 10.6 Befin 2000.

NJNG had 13,621 and 15,637 residential customers and 4,190
and 3,243 commercial customers using its transportation service
at September 30, 2002 and 2001, respectively. The decrease in the
number of residential transportation customers was due primarily
to changes in market conditions, which resulted in customers
returning to NJNG’s regulated sales service. The increase in
commercial transportation customers was due primarily to

increased activity by third-party suppliers.

The weather in 2002 was 17 percent warmer than normal, which

in accordance with the WINGC, resulted in the accrual of $16.4 million
of gross margin for recovery from customers in the future. NJNG
estimates that in 2002, the warm weather resulted in $7.6 million

of lost margin beyond the amount captured in the WNC. In 2001,
colder-than-normal weather resulted in $1.7 million of gross margin
being deferred for future refund to customers. In 2000, warmer-than-
normal weather resulted in $7.9 million of gross margin being accrued
and recovered from customers in the future. At September 30, 2002,
NJNG had a net balance of $14.9 million in accrued WNC margins
to be collected from its customers in 2003 and 2004.

In 2003 and 2004, NJNG currently expects to add 12,000 and
12,500 new customers, respectively, and convert an additional 950
existing customers each year to natural gas heat. Achieving these
expectations would represent an annual customer growth rate of
approximately 3 percent and result in a sales increase of approximately
2.2 Bcfannually, assuming normal weather and average use. Itis
believed that this growth would increase gross margin under present
base rates by approximately $6.6 million annually.

These growth expectations are based upon management’s review

of county and municipal planning board activities, builder surveys
and studies of population growth rates in NJNG’s service territory.
However, future sales will be affected by the weather, economic
conditions in NJNG’s service territory, conversion and conservation
activity, the impact of changing from a regulated to a competitive
environment and other marketing efforts, as has been the case in
prior years.

NJNG’s goal is to manage its growth without increasing its base rates
in order to remain competitive as the energy industry transitions
to a more market-based environment.

Off-System and Capacity Management

To reduce the overall cost of its gas supply commitments, NJNG has
entered into contracts to sell gas to customers outside its franchise
territory when the gas is not needed for system requirements. These
off-system sales enable NJNG to spread its fixed demand costs, which
are charged by pipelines to access their supplies year round, overa
larger and more diverse customer base. NJNG also participates in the
capacity release market on the interstate pipeline network when

the capacity is not needed for its firm system requirements. Effective
October 1, 1998, through December 31,2002, NJNG retains

15 percent of the gross margin from these sales, with 85 percent
credited to firm customers through the BGSS.

An incentive mechanism designed to reduce the fixed cost of NJNG’s
gas supply portfolio also became effective October 1, 1998. Any
savings achieved through the permanent reduction or replacement
of capacity or other services is shared between customers and
shareowners. Under this program, NJNG retains 40 percent of the
savings for the first 12 months following any transaction and retains
15 percent for the remaining period through December 31, 2002,
with 60 percent and 85 percent, respectively, credited to firm sales
customers through the BGSS.

The Financial Risk Management (FRM) program is designed to
provide price stability to NJNG’s system supply portfolio. The FRM
program includes an incentive mechanism designed to encourage
the use of financial instruments to hedge NJNG’s gas costs, with an
80/20 percent sharing of the costs and results between customers
and shareowners, respectively, through December 31,2002.

On October 30, 2002, the BPU approved an agreement whereby the
existing margin-sharing between customers and shareowners for off-
system sales, capacity release and FRM transactions was extended
through October 31, 2003. As part of this agreement, the portfolio-
enhancing programs, which include the permanent reduction of the
cost of capacity, would continue to receive 60/40 sharing treatment
between customers and shareowners for transactions completed

on or before December 31, 2002.

NJNG's off-system sales, capacity management and FRM programs
totaled 96.5 Bcfand generated $4.7 million of gross margin in 2002,
compared with 88.4 Bcfand $5.3 million of gross margin in 2001
and 132.2 Bcfand $4.9 million of gross margin in 2000. The decrease
in margin in 2002 was due primarily to lower results from the

FRM program.

Interruptible

NJNG serves 51 customers through interruptible sales and/or
transportation tariffs. Sales made under the interruptible sales tariff
are priced on market-sensitive oil and gas parity rates. Although
therms sold and transported to interruptible customers represented

7 percent of total throughput in 2002 and 2001, and 5 percent in
2000, they accounted for less than 1 percent of the total gross margin
in each year due to the margin-sharing formulas that govern these
sales. Under these formulas, NJNG retains 10 percent of the gross
margin from interruptible sales and 5 percent of the gross margin from
transportation sales, with 90 percent and 95 percent, respectively,
credited to firm sales customers through the BGSS. Interruptible sales
were 2.1 Bef, 1.6 Befand 1 Befin 2002, 2001 and 2000, respectively.
In addition, NJNG transported 9 Bcf, 10.1 Bcfand 8.6 Befin 2002,
2001 and 2000, respectively, for its interruptible customers.

Operation & Maintenance (O&M) Expense

O&M expense decreased 5.7 percent in 2002, compared with last year,
due primarily to the benefits of an early retirement program initiated
last year, a reduction in bad debt expense associated with lower revenue,
lower regulatory rider expenses due to lower sales and general cost
control efforts. O&M in 2001 increased 6 percent compared with the
prior year due primarily to costs associated with the early retirement
program, bad debt expense associated with higher revenue and higher
regulatory rider expenses.



Operating Income

Operating income decreased less than 1 percent in 2002 and increased
2 percentin 2001. The decrease in 2002 was due primarily to the
decrease in gross margin, partially offset by a reduction in O&M,
described earlier, and lower depreciation expense. The decrease in
depreciation expense was due primarily to components of NJNG’s
computer software becoming fully depreciated. NJNG installed the
software between 1995 and 1997 and currently does not anticipate
any significant capital expenditures to replace or upgrade the software
in the near future. The increase in 2001 was due primarily to higher
firm gross margin, which more than offset higher operating expenses,
described earlier, and depreciation.

Net Income

Netincome increased 1 percent to $48.4 million in 2002 and 6 percent
to $47.8 million in 2001. The increase in 2002 was due primarily to
lower interest costs, resulting primarily from lower interest rates, which
more than offset lower operating income. The increase in 2001 was the
result of increased operating income and the recovery of carrying costs
on deferred regulatory assets.

Net income in 2001 included a charge of $275,000 resulting from
the cumulative effect of a change in accounting for derivatives under
SFAS 133. There was no comparable charge in the current period.

Energy Services Operations

The financial results of Energy Services, consisting of unregulated
fuel and capacity management and wholesale marketing services, are
summarized as follows:

(Thousands) 2002 2001 2000
Revenues $1,036,667 $1,022,734 $413,348
Gross margin $17,090 $8,782 $5,859
Operating income $11,430 $5,638 $2,996
Other income $215 $655 $518
Net income $6,383 $4,094 $2,945

Energy Services revenues increased in 2002 due primarily to higher
sales from the utilization of significantly greater transportation and
storage assets, which offset lower wholesale natural gas prices prevailing
during the first six months of the fiscal year. Revenues increased in
2001 as a result of significant increases in gas prices and the growth in
wholesale activities. Energy deliveries increased to 332.6 Bcfin 2002,
compared with 173.5 Bcfin 2001and 119.8 Befin 2000. The increases
in 2002 were due primarily to additional volumes from pipeline,
storage and capacity assets resulting in additional sales, while the
increases in 2001 were due primarily to additional volumes from
pipeline and storage assets.

Energy Services gross margin, operating income and net income
were higher in 2002 and 2001 due primarily to higher margins from
pipeline and storage transactions and daily and term wholesale
capacity and commodity marketing. In recognition of increased
potential counterparty credit risk in the wholesale energy market,
Energy Services made additional provisions for doubtful accounts
in 2002 and 2001.

Netincome in 2001 included a charge of $688,000 resulting from
the cumulative effect of a change in accounting for derivatives under
SFAS 133. There was no comparable charge in the current period.

Future results are subject to Energy Services’ ability to expand its
wholesale marketing activities, and are contingent upon many other
factors including an adequate number of appropriate counterparties,
sufficient liquidity in the energy trading market and continued access
to the capital markets.

Retail and Other Operations

The financial results of Retail and Other consist primarily of NJR
Home Services Company (Home Services), which provides appliance
and installation services to approximately 131,000 customers;
Commercial Realty & Resources Corp. (CR&R), which develops
commercial real estate; and NJR Energy Corporation (NJR Energy),
which consists primarily of equity investments in Capstone Turbine
Corporation (Capstone) and Iroquois Gas Transmission System, L.
(Iroquois). The consolidated financial results of Retail and Other are
summarized as follows:

(Thousands) 2002 2001 2000
Revenues $19,711 $21,474 $26,638
Other income $1,449 $1,445 $1,124
Income from continuing

operations $2,060 $455 $(158)
Net income $2,060 $455 $670

Retail and Other revenues decreased in 2002 and 2001 due primarily
to the Company no longer participating in the unregulated retail
natural gas market, which was partially offset by increased revenue at
Home Services. Revenue in Home Services increased due primarily to
the formation of the installation service business in July 2001 and price
increases on appliance service contracts.

Other income in 2002 included an $885,000 pre-tax gain

associated with the sale of a 20,000-square-foot building by CR&R
and a $761,000 pre-tax loss associated with the sale of Capstone stock.
Other income in 2001 included higher interest and dividend income
associated with NJR Energy’s investments.

Net income increased in 2002, due primarily to revenue growth
and cost containment efforts at Home Services and improved results
from Iroquois.

Income from continuing operations increased in 2001 due primarily to
NJR Energy’s investments mentioned above. Income from continuing
operations in 2001 included a charge of $384,000 resulting from

the cumulative effect of a change in accounting for derivatives under
SFAS 133. There was no comparable charge in the current period.

Net income in 2000 included $828,000, or $.03 per share, of income
from discontinued operations representing the final true-up of NJR
Energy’s reserve established in 1995 in conjunction with exiting the oil
and natural gas production business.

In 1996, CR&R entered into a sale-leaseback transaction that
generated a pre-tax gain of $17.8 million, which is included in
Deferred revenue and is being amortized to Other income over the
25-year term of the lease. The primary tenant of the facility, NJNG,
is leasing the building under a long-term master lease agreement and
continues to occupy a majority of the space in the building.
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Liquidity and Capital Resources
Consolidated

The Company obtains its external common equity requirements,

if any, through issuances of its common stock, including the proceeds
from its Automatic Dividend Reinvestment Plan (DRP). The DRP
allows the Company, at its option, to use shares purchased on the open
market or newly issued shares to satisfy its funding requirements.

In September 1996, the Company adopted a 1 million share
repurchase plan that was expanded to 1.5 million shares in 1999
and to 2 million shares in 2002. The Company has repurchased
1,531,153 shares through September 30, 2002.

The Company provides the debt requirements for its unregulated
companies, while NJNG satisfies its debt needs by issuing short- and
long-term debt based upon its own financial profile. In order to meet
the working capital and external debt financing requirements of the
unregulated companies, and to meet its own working capital needs,
the Company hasa $135 million revolving credit agreement with
several banks that has a 3-year term expiring in January 2004. The
Company has also entered into a $10 million demand loan agreement
and a $15 million loan agreement with banks, both of which expire
in December 2002. The Company had borrowings of $115.3 million
and $55.9 million at September 30, 2002 and 2001, respectively,

to fund the debt requirements of its unregulated subsidiaries and its
working capital and investment activity.

Financial covenants contained in these credit facilities include a
maximum debt to total capitalization of 65 percent and a minimum
interest coverage of 2.5 times. At September 30, 2002, the debt to total
capitalization was 56 percent and for the year ended September 30,
2002, the interest coverage was 8.5 times.

The following table is a summary of contractual cash obligations and
their applicable payment due dates:

Payments Due by Period

Up to 1-3 4-5 After
Contractual Obligations Total 1Year  Years  Years 5 Years
(Millions)
Long-term debt $ 3481 $250 $1553 —  $167.8
Capital lease obligations 49.4 1.9 65 $ 24 38.6
Operating leases 8.2 2.3 4.5 5 9
Short-term debt 59.9 59.9 — — —
Potential storage obligations 159.4 — 36.7  44.0 78.7
Gas supply purchase obligations 949.5 163.3 4285 1584 1993
Total contractual cash obligations ~ $1,574.5  $252.4  $631.5 $205.3 $485.3

At September 30, 2002, the Company recorded an additional
minimum pension liability of $14.8 million, which is included

in Postretirement employee benefit liability on the Consolidated
Balance Sheet. This minimum liability resulted from a decrease

in the fair value of plan assets, which was due primarily to declining
stock market values, and a decrease in the discount rate and expected
asset return assumptions. The Company is required to make minimum
pension funding contributions of approximately $2.4 million

during fiscal 2003.

It is the Company’s objective to maintain a consolidated capital
structure that reflects the different characteristics of each business
segment and provides adequate financial flexibility for accessing capital
markets as required. Based upon its existing mix of investments, it is the
Company’s goal to maintain a common equity ratio of approximately
50 percent, excluding short-term debt, which is consistent with
maintaining its current short- and long-term credit ratings.

At September 30, the Company’s consolidated capital structure was
as follows:

2002 2001
Common stock equity 49% 50%
Long-term debt 51 50
Total 100% 100%

Natural Gas Distribution

The seasonal nature of NJNG’s operations creates large short-term
cash requirements, primarily to finance gas purchases and customer
accounts receivable. NJNG obtains working capital for these
requirements, as well as for the temporary financing of construction
and gas remediation expenditures and energy tax payments, through
the issuance of commercial paper and short-term bank loans. To
support the issuance of commercial paper, NJNG maintains a
committed credit facility totaling $200 million, consisting of $100
million with a 364-day term and $100 million with a three-year term
expiring in January 2004. As of September 30, 2002, these facilities
supported $74.9 million of commercial paper borrowings.

Capital Requirements

NJNG's capital requirements for 2000 through 2002 and projected
amounts through 2004 are as follows:

Maturitiesand ~ Redemption

Capital  Redemptionof  of Preferred
(Thousandsy  Expenditures Long-Term Debt Stock Total
2000 $48,826 $318 $120  $49,264
2001 $44,176 $495 $102  $44,773
2002 $42,314 $1,764 $3  $44,081
2003 $51,400 $26,980 $301  $78,681
2004 $53,400 $2,093 —  $55,493

The level of capital expenditures results primarily from the need

for services, mains and meters to support NJNG’s continued
customer growth and general system improvements. In November
2002, NJNG redeemed the remaining 2,954 shares of its $100 par
5.65 percent redeemable preferred stock at a price of $102 per share
plus accrued dividends.

In addition, NJNG expects to spend $15.7 million, $8 million and
$1 million for MGP remediation, net of insurance recoveries, in
2003, 2004 and 2005, respectively.



Financing Retail and Other

(Thousands) 2002 2001 2000  Retail and Other capital requirements and financing activity for 2000
Cash flow $100,840 $81,387 $98,119 through 2002 were as follows:
Asset sales $20,631 $2,395 J— (Thousands) 2002 2001 2000
External financing Capital expenditures and
Long-term debt _ _ o equity investments $715 $7,429 $1,785
Capital lease $20,631 _ _ Cash ﬂOW $3,71 O $622 $2,664 %
Short-term debt $(60,900)  $92,500  $(18,400) ~Assersales 54,505 $7,308 §831 =
Change in intercompany debt ~ $(2,536) $(6,205) $(8,115) &
(7]
Cash flow is defined as net income adjusted for depreciation, 2
amortization of deferred charges and the change in deferred income Capital expenditures each year were primarily made by CR&R in §
taxes, and represents the cash generated from operations available connection with investments made to preserve the value of real estate ol
for capital expenditures, dividends, working capital and other holdings. In June 2002, CR&R sold a 20,000-square-foot building é
requirements. Cash flow in 2002 increased due primarily to higher which generated $3.3 million in proceeds and resulted in an $885,000 %
deferred tax benefits and higher earnings. Cash flow in 2001 decreased ~ pre-tax gain. CR&R capital expenditures increased in 2001 due o)
due primarily to lower deferred tax benefits, which more than offset primarily to the construction of a 35,000-square-foot office building 8
higher earnings. which, in addition to adjacent undeveloped acreage, was sold in July g
e i . 5
In 2002, NJNG entered into an agreement with a financing company 2001 for $5.2 million and generated a pre-tax gain of $100,000. 5
. i At September 30,2002, CR&R owned 172 acres of undeveloped b
whereby NJNG received $20.6 million related to the sale and leaseback - S
. ; land and a 4,000-square-foot building,. S
ofa portion of its meters. .
. - . . . 2
NJNG currently anticipates that its financing requirements in 2003 ft?ti?e(s)tliﬂl 5 Ezfs%z)ﬁvzes;edeffcle.itr?;lg%n t;)r:;clrtease its ownership 2
and 2004 will be met through internal generation and the issuance q ©P P ' :—:
of short- and long-term debt. In 2003, NJNG will refinance its Cash flow increased in 2002 due primarily to higher earnings and 3
$25 million, 7.5 percent Series V First Mortgage Bonds and expects deferred tax benefits. Cash flow in 2001 decreased due primarily to =3

to issue $12 million of New Jersey Economic Development Authority lower earnings and deferred tax benefits. Proceeds from asset sales and
(EDA) Bonds, which are expected to be drawn down at $4 million the DRP have been used to reduce intercompany debt.

annually. NJNG also plans to continue its meter sale-leaseback
program at approximately $5 million annually. The timing and mix
of any external financings will be geared toward achieving a common
equity ratio that is consistent with maintaining its current short- and
long-term credit ratings.

Retail and Other does not currently anticipate any significant capital
expenditures or external financing requirements in 2003.

Financial Risk Management

Commodity Market Risks
Energy Services Natural gas is a nationally traded commodity, and its prices are
Energy Services' capital requirements and financing activity for 2000~ determined effectively by the New York Mercantile Exchange
through 2002 were as follows: (NYMEX) and over-the-counter markets. The prices on the NYMEX
and over-the-counter markets generally reflect the notional balance of
(Thousands) b 2001 2000 patural gas supply and demand, butare also influenced significantly
Capital expenditures $195 $112 $532  from time to time by other events.
Cash flow $6,790 $4,598 $3,248

The regulated and unregulated natural gas businesses of the Company
Change in intercompany debt ~ $69,712 $23,689 $(28,415)  and its subsidiaries are subject to market risk due to fluctuations in the
price of natural gas. To hedge against such fluctuations, the Company
and its subsidiaries have entered into futures contracts, options
agreements and over-the-counter swap agreements. To manage these
instruments, the Company has well-defined risk management policies
and procedures, which include daily monitoring of volumetric limits
and monetary guidelines. The Company’s natural gas businesses are
conducted through three of its operating subsidiaries. First, NJNG

The increase in cash flow in 2002 was due primarily to higher earnings.
The increase in 2001 was due primarily to higher earnings and deferred
tax benefits. The increase in intercompany debt in 2002 and 2001 was
due primarily to the purchase of gas inventory, prepaid capacity and
other working capital requirements associated with the wholesale

marketing operations. is a regulated utility whose recovery of gas costs is protected by the
Energy Services does not currently anticipate any significant capital BGSS, which utilizes futures, options and swaps to hedge against
expenditures in 2003, however, the use of high-injection/high- price fluctuations. Second, using futures and swaps, Energy Services
withdrawal storage facilities and pipeline park and loan arrangements hedges purchases and sales of storage gas and transactions with
combined with the related hedging activities in the volatile natural wholesale customers. Finally, NJR Energy has entered into several
gas market may create significant short-term cash requirements which swap transactions to hedge an 18-year fixed-price contract to sell

are funded by the Company. approximately 18.9 Bcf of natural gas (Gas Sale Contract) to an

energy marketing company.
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NJR Energy has hedged both the price and physical delivery risks
associated with the Gas Sale Contract. To hedge its price risk, NJR
Energy entered into two swap agreements effective November 1995.
Under the terms of these swap agreements, NJR Energy will pay its
swap counterparties the identical fixed price it receives from the gas
marketing company in exchange for the payment by such swap
counterparties of a floating price based on an index price plus a spread
per Mmbtu for the total volumes under the Gas Sale Contract. In order
to hedge its physical delivery risk, NJR Energy entered into a purchase
contract with a second gas marketing company for the identical
volumes that it is obligated to sell under the Gas Sale Contract, under
which it pays the identical floating price it receives under the swap
agreements mentioned above.

The following table reflects the changes in the fair market value
of commodity derivatives from September 30, 2001, to
September 30, 2002:

Balance Increase Less Balance
September 30, (Decrease) in Fair Amounts September 30,
(Thousands) 2001 Market Value Settled 2002
NJNG $(20,978) $(6,512) $(24,926) $ (2,564)
Energy Services 15,355 4,028 34,072 (14,689)
NJR Energy (343) 3,791 86 3,362
Total $ (5,966) $ 1,307 $ 9,232 $(13,891)

There were no contracts originated and valued at fair market value
and no changes in methods of valuations during the year ended
September 30, 2002.

The following is a summary of fair market value of commodity
derivatives at September 30, 2002, by method of valuation and
by maturity:

After Total
(Thousands) 2003 2004-2006 2006 Fair Value
Price based
on NYMEX $(18,892) $(11,263) $2,027 $(28,128)
Price based on
over-the-counter
published
quotations 5,034 6,857 154 12,045
Price based
upon models 189 187 1,816 2,192
Total $(13,669) $ (4,219) $3,997 $(13,891)

The following is a summary of commodity derivatives by type as of
September 30, 2002:

Net Amount included
Volume Price per in Derivatives
(Bcf) Mmbtu (Thousands)
NJNG
Futures 0.0 $3.11-3.49 $ 75
Options 2.1 $3.00-10.00 (2,319)
Swaps 36.5 (68)
Energy Services
Futures 2.7 $2.85-4.43 (15,050)
Options 1.6 $2.75-3.75 76
Swaps 39.8 283
NJR Energy
Swaps 18.9 3,362
Total $(13,891)

The Company uses a value-at-risk (VAR) model to assess the

market risk of its net futures, swaps and options positions. The VAR
at September 30, 2002, using the variance-covariance method with
a95 percent confidence level and a one-day holding period, was
$145,400. The VAR with a 99 percent confidence level and a 10-day
holding period was $649,300. The calculated VAR models represent
an estimate of the potential change in the value of the net positions.
These estimates may not be indicative of actual results since actual
market fluctuations may differ from forecasted fluctuations.

Interest Rate Risk— Long-Term Debt

As of September 30, 2002, the Company, excluding NJNG, had
variable rate debt of $105.3 million. According to the Company’s
sensitivity analysis, if interest rates were to change by 1 percent, annual
interest expense, net of tax, would change by $621,000.

At September 30,2002, NJNG had total variable-rate debt
outstanding of $122.1 million, of which $97.1 million is tax-exempt
EDA debt which has been hedged by a 3.25-percent interest rate cap,
which expires in July 2004. According to the Company’s sensitivity
analysis, at September 30, 2002, NJNG’s annual interest rate exposure
of the $97.1 million, based on the difference between current average
rates and the 3.25 percent interest rate cap, is limited to $167,000, net
of tax. If interest rates were to change by 1 percent on the remaining
$25 million of variable-rate debt at September 30, 2002, NJNG’s
annual interest expense, net of tax, would change by $148,000.

Effects of New Accounting Standards

See Note 1 to the Consolidated Financial Statements for a discussion
of new accounting standards.

Effects of Inflation

Although inflation rates have been relatively low to moderate in recent
years, any change in price levels has an effect on operating results due to
the capital-intensive and regulated nature of the Company’s principal
subsidiary. The Company attempts to minimize the effects of inflation
through cost control, productivity improvements and regulatory
actions where appropriate.



Consolidated Statements of Income

(Thousands, except per share data)

Fiscal years ended September 30, 2002 2001 2000
Operating Revenues $1,830,754 $2,048,408 $1,164,549
Operating Expenses
Gas purchases 1,565,717 1,782,840 919,903 -
Operation and maintenance 92,022 89,455 84,895 (ED
Depreciation and amortization 31,844 32,530 30,997 &
Energy and other taxes 36,792 43,770 34,842 §
Total operating expenses 1,726,375 1,948,595 1,070,637 CJDJ
»
Operating Income 104,379 99,813 93,912 8
3
Other income 4,945 6,446 1,921 o
Interest Charges, Net S
Long-term debt 14,095 15,314 15,862 8
o
Short-term debt and other 2,461 4,391 2,888 5
5
Total interest charges, net 16,556 19,705 18,750 2
Income before Income Taxes 92,768 86,554 77,083 E
Income tax provision 35,924 32,891 29,147 E
=
Income before Cumulative Effect of a Change in Accounting 56,844 53,663 47,936 z
Cumulative effect of a change in accounting for derivatives, net of tax of $930 — (1,347) — E
Income from Continuing Operations 56,844 52,316 47,936
Income from discontinued operations, net of tax of ($572) — — 828
Net Income $ 56,844 $ 52316 $ 48,764
Earnings per Share — Basic
Income before Accounting Change $2.12 $2.02 $1.81
Income from Continuing Operations $2.12 $1.97 $1.81
Net Income $2.12 $1.97 $1.84
Earnings per Share — Diluted
Income before Accounting Change $2.09 $2.00 $1.79
Income from Continuing Operations $2.09 $1.95 $1.79
Net Income $2.09 $1.95 $1.82
Dividends per Common Share $1.20 $1.17 $1.15
Average Shares Outstanding — Basic 26,860 26,598 26,547
Average Shares Outstanding — Diluted 27,168 26,801 26,733

The accompanying notes are an integral part of these statements.

All common share and earnings-per-share data have been restated for a 3-for-2 stock split, which became effective in March 2002.
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Consolidated Statements

(Thousands)

of Cash Flows

Fiscal years ended September 30, 2002 2001 2000
Cash Flows from Operating Activities
Net income $56,844 $ 52,316 $ 48,764
Adjustments to reconcile net income to cash flows
Depreciation and amortization 31,844 32,530 30,997
Amortization of deferred charges 3,893 4,158 5,663
Deferred income taxes 18,759 (2,397) 18,607
Manufactured gas plant remediation costs (23,363) (15,145) (26,249)
Changes in working capital (21,019) (107,191) 45,402
Other, net (17,193) 5,544 3,257
Net cash flows from operating activities 49,765 (30,185) 126,441
Cash Flows from Financing Activities
Proceeds from long-term debt 49,375 12,800 —
Proceeds from common stock 11,729 11,620 8,490
Payments of long-term debt (1,764) (495) (16,018)
Payments of preferred stock (©)] (102) (120)
Purchases of treasury stock (6,135) (5,366) (14,630)
Payments of common stock dividends (32,012) (30,989) (30,269)
Net change in short-term debt (50,900) 92,500 (18,400)
Net cash flows from financing activities (29,710) 79,968 (70,947)
Cash Flows from Investing Activities
Expenditures for
Utility plant (42,314) (44,176) (48,826)
Real estate properties and other (924) (4,595) (2,067)
Equity investments — (2,946) (250)
Cost of removal 4,715) (5,629) (5,401)
Proceeds from sale of assets 25,136 9,703 831
Net cash flows from investing activities (22,817) (47,643) (55,713)
Net change in cash and temporary investments (2,762) 2,140 (219)
Cash and temporary investments at beginning of the year 4,044 1,904 2,123
Cash and temporary investments at end of the year $ 1,282 $ 4,044 $ 1,904
Changes in Components of Working Capital
Construction fund $ 3,600 $ 4,000 $ 4,500
Receivables (85,715) 21,136 (21,974)
Inventories (16,100) (5,674) (27,913)
Deferred gas costs (689) (35,637) (6,419)
Purchased gas 83,456 (68,133) 74,720
Accrued and prepaid taxes, net (8,006) 23,016 (6,281)
Accounts payable and other current liabilities 1,518 (2,245) 11,912
Broker margin accounts (10,045) (42,703) 19,221
Other, net 10,962 951) (2,364)
Total $(21,019) $(107,191) $ 45,402
Supplemental Disclosures of Cash Flows Information
Cash paid during the year for
Interest (net of amounts capitalized) $14,516 $19,031 $17,612
Income taxes $31,410 $10,033 $15,996

The accompanying notes are an integral part of these statements.



Consolidated Balance Sheets

(Thousands)

September 30, 2002 2001

Assets

Property, Plantand Equipment
Utility plant, at cost $1,053,086 $1,016,911
Real estate properties and other, at cost 25,144 26,759

1,078,230 1,043,670 zZ

Accumulated depreciation and amortization (321,833) (299,721) (ED

Property, plant and equipment, net 756,397 743,949 &

Current Assets g
Cash and temporary investments 1,282 4,044 <
Construction fund — 3,600 >
Customer accounts receivable 168,652 78,367 3
Unbilled revenues 4,679 7,724 g
Allowance for doubtful accounts (4,395) (3,026) o
Gas in storage, at average cost 86,340 70,019 )
Materials and supplies, at average cost 2,782 3,003 =
Prepaid state taxes 10,973 8,268 -8
Underrecovered gas costs 33,912 15,335 §,_
Derivatives 8,136 24,698 g'
Broker margin accounts 38,943 28,898 o
Other 14,654 20,822 S

Total current assets 356,958 261,752 ;

Deferred Charges and Other =
Equity investments 14,302 15,468 é
Regulatory assets 119,419 98,753 7z
Underrecovered gas costs 15,118 33,006 3
Derivatives 10,952 14,428 =
Other 37,158 24,836

Total deferred charges and other 196,949 186,491

Total Assets $1,319,304 $1,192,192

Capitalization and Liabilities

Capitalization
Common stock equity $ 361,453 $ 352,069
Redeemable preferred stock 295 298
Long-term debt 370,628 353,799

Total capitalization 732,376 706,166

Current Liabilities
Current maturities of long-term debt 26,942 529
Short-term debt 59,900 85,800
Purchased gas 168,782 85,326
Accounts payable and other 39,684 38,166
Dividends payable 8,072 7,837
Accrued taxes 15,025 15,771
Derivatives 25,397 35,431
Customers credit balances and deposits 23,642 14,423

Total current liabilities 367,444 283,283

Deferred Credits
Deferred income taxes 92,435 95,182
Deferred investment tax credits 9,148 9,497
Deferred revenue 15,019 19,046
Derivatives 6,612 9,209
Manufactured gas plant remediation 65,830 53,840
Postretirement employee benefit liability 19,950 —
Other 10,490 15,969

Total deferred credits 219,484 202,743

Commitments and Contingent Liabilities (Note 12)

Total Capitalization and Liabilities $1,319,304 $1,192,192

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Capitalization

(Thousands)

September 30, 2002 2001
Common Stock Equity
Common stock, $2.50 par value, authorized 50,000,000 shares;
issued shares 2002 —27,667,001;' 2001 — 18,610,586 $ 69,168 $ 46,526
Premium on common stock 207,197 227,532
Accumulated other comprehensive income, net of tax (12,374) 9,626
Treasury stock at cost and other; shares 2002 —750,179; 2001 — 834,763 (25,108) (29,623)
Retained earnings 122,570 98,008
Total common stock equity 361,453 352,069
Redeemable Preferred Stock
New Jersey Natural Gas Company
$100 par value, cumulative; authorized shares
2002-312,954; 2001 —312,977; outstanding shares
5.65% series —2002 —2,954; 2001 - 2,977 295 298
Total redeemable preferred stock 295 298
Long-Term Debt
New Jersey Natural Gas Company
First mortgage bonds Maturity date
7.50% SeriesV December 1, 2002 25,000 25,000
5.38% Series W August 1, 2023 10,300 10,300
6.27% Series X November 1, 2008 30,000 30,000
6.25% Series Y August 1,2024 10,500 10,500
8.25% Series Z October 1, 2004 25,000 25,000
Variable Series AA August 1,2030 25,000 25,000
Variable Series BB August 1,2030 16,000 16,000
6.88% Series CC October 1,2010 20,000 20,000
Variable Series DD September 1,2027 13,500 13,500
Variable Series EE January 1,2028 9,545 9,545
Variable Series FF January 1,2028 15,000 15,000
Variable Series GG April 1,2033 18,000 18,000
Revolving credit agreement, at variable rates January 5, 2004 25,000 50,000
Capital lease obligation — building June 1,2021 30,054 30,583
Capital lease obligation — meters October 1,2012 19,396 —
Less: current maturities of long-term debt (26,942) (529)
Total 265,353 297,899
New Jersey Resources Corporation
Revolving credit agreement, at floating rates January 5, 2004 105,275 55,900
Total long-term debt 370,628 353,799
Total Capitalization $732,376 $706,166

The accompanying notes are an integral part of these statements.

' All common share and earnings-per-share data have been restated for a 3-for-2 stock split, which became effective in March 2002.



Consolidated Statements of Common Stock Equity

(Thousands)
Accumulated Other
Number of Common Premium on Comprehensive Treasury Stock Retained
Shares Stock Common Stock Income and Other Earnings
Balance at September 30, 1999 17,741 $46,177 $221,703 $ 37 $(24,306) $ 58,558
Net income 48,764
Unrealized gain on equity investments, net 13,477 z
Common stock issued under stock plans 231 72 1,553 7,176 =
Cash dividends declared (30,399) &
Treasury stock and other (378) (14,684) @
Balance at September 30, 2000 17,594 46,249 223,256 13,514 (31,814) 76,923 ;
Net income 52,316 1
Cumulative effect of a change in accounting _g
for derivatives, net 20,530 8
Unrealized loss on equity investments, net (13,219) g
Unrealized loss on derivatives, net (11,199) %
Common stock issued under stock plans 308 277 3,849 7,472 o)
Tax benefit from stock plans 427 =
Cash dividends declared (31,231) S
Treasury stock and other (126) (5,281) B
Balance at September 30, 2001 17,776 46,526 227,532 9,626 (29,623) 98,008 N
Netincome 56,844 2
Unrealized gain on equity investments, net 296 g
Unrealized loss on derivatives, net (13,669) -
Common stock issued under stock plans 374 262 1,626 10,217 %
Stock dividend 8,952 22,380 (22,380) a
Tax benefits from stock plans 419
Minimum pension liability adjustment, net (8,627)
Cash dividends declared (32,282)
Treasury stock and other (185) (5,702)
Balance at September 30, 2002 26,917 $69,168 $207,197 $(12,374) $(25,108) $122,570

The accompanying notes are an integral part of these statements.

Independent Auditors’ Report Deloitte
& Touche

To the Shareowners and Board of Directors of New Jersey Resources Corporation:

We have audited the accompanying consolidated balance sheets and consolidated statements of capitalization of New Jersey Resources Corporation and its subsidiaries
(the Company) as of September 30, 2002 and 2001 and the related consolidated statements of income, common stock equity and cash flows for each of the three years
in the period ended September 30, 2002. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

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

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the Company at September 30, 2002 and 2001
and the results of its operations and its cash flows for each of the three years in the period ended September 30, 2002 in conformity with accounting principles generally
accepted in the United States of America.

Asdiscussed in Notes 1 and 10 to the consolidated financial statements, on October 1, 2000, the Company adopted Statement of Financial Accounting Standards
No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended, under which the Company records the fair value of derivatives held as assets
and liabilities.

We have also previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated balance sheets and
consolidated statements of capitalization as of September 30, 2000, 1999, 1998 and 1997, and the related consolidated statements of income, common stock equity

and cash flows for each of the years ended September 30, 1999, 1998 and 1997 (none of which are presented herein) and we expressed unqualified opinions on those
consolidated financial statements. In our opinion, the information set forth in the Selected Financial Data for each of the six years in the period ended September 30, 2002
for the Company, presented on page 30, is fairly stated in all material respects, in relation to the consolidated financial statements from which it has been derived.

debiloe )k, 2LP
Parsippany, New Jersey
October 29, 2002
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Notes to Consolidated Financial
Statements

1. Summary of Significant Accounting Policies
Nature of the Business

New Jersey Resources Corporation (the Company) is an energy
services holding company providing retail and wholesale natural gas
and related energy services to customers from the Gulf Coast to New
England and Canada. Its principal subsidiary, New Jersey Natural Gas
Company (NJNG), provides regulated natural gas service in central
and northern New Jersey and participates in the off-system sales and
capacity release markets. Other operating subsidiaries include NJR
Energy Services Company (Energy Services), which provides
unregulated fuel and capacity management and wholesale marketing
services; NJR Home Services Company (Home Services), which was
transferred from NJNG in fiscal 2001 and provides appliance and
installation services; NJR Energy Corporation (NJR Energy), an
investor in energy-related ventures; Commercial Realty and Resources
Corp. (CR&R), a commercial real estate developer; NJR Service
Corporation (Service Corp.), which provides shared administrative
services; and NJR Investment Company, which makes energy-related
equity investments.

Principles of Consolidation

The consolidated financial statements include the accounts of the
Company and its subsidiaries. Significant intercompany accounts and
transactions have been eliminated.

Regulatory Accounting

The Company’s largest subsidiary, NJNG, maintains its accounts

in accordance with the Uniform System of Accounts as prescribed

by the New Jersey Board of Public Utilities (BPU). As a result of

the ratemaking process, NJNG is required to follow Statement of
Financial Accounting Standards (SFAS) No. 71, “Accounting for the
Effects of Certain Types of Regulation” (SFAS 71) and, as a result, the
accounting principles applied by NJNG differ in certain respects from
those applied by unregulated businesses.

Utility Plant and Depreciation

Depreciation is computed on a straight-line basis for financial
statement purposes, using rates based on the estimated average lives

of the various classes of depreciable property. The composite rate of
depreciation was 3.21 percent of average depreciable property in 2002,
3.37 percent in 2001 and 3.38 percent in 2000. When depreciable
properties are retired, the original cost thereof, plus cost of removal less
salvage, is charged to accumulated depreciation.

Impairment of Long-Lived Assets

The Company reviews the carrying amount of an asset for possible
impairment whenever events or changes in circumstances indicate

that such amount may not be recoverable. For the years ended
September 30, 2002, 2001 and 2000, no such circumstances
were identified.

Utility Revenue

Customers are billed through monthly cycle billings on the basis
of actual or estimated usage. NJNG accrues estimated revenue for
gas delivered to the end of the accounting period but not billed

to customers.

Gas Purchases

NJNG's tariff includes a Basic Gas Supply Service (BGSS), formerly
known as the Levelized Gas Adjustment clause, which is normally
revised on an annual basis. Under BGSS, NJNG projects its cost of
natural gas, net of supplier refunds, the impact of hedging activities

and credits from non-firm sales and transportation activities, over the
subsequent 12 months and recovers the difference, if any, of such
projected costs compared with those included in rates through levelized
charges to customers. Any under- or over-recoveries are deferred and
reflected in BGSS in subsequent years.

Income Taxes

Deferred income taxes are calculated in conformance with SFAS No.
109, “Accounting for Income Taxes” (See Note 7: Income Taxes).

Investment tax credits have been deferred and are being amortized
asa reduction to the tax provision over the average lives of the

related property.
Capitalized and Deferred Interest

The Company’s capitalized interest totaled $367,000 in 2002,
$875,000 in 2001 and $1.1 million in 2000.

Pursuant to a BPU order, NJNG recovers carrying costs on
uncollected balances related to underrecovered gas costs incurred
through October 31, 2001 and its manufactured gas plant (MGP)
remediation expenditures. (See Note 8: Regulatory Issues).
Accordingly, Other income included $3 million and $4.5 million
of deferred interest related to remediation and underrecovered

gas costs in 2002 and 2001, respectively. There was no deferred
interest in 2000.

Equity Investments

Equity investments purchased as long-term investments are classified
as available for sale and are carried at their estimated fair value with any
changes in unrealized gains or losses included in other comprehensive
income, a component of stockholders’ equity. Joint ventures and
investments in which the Company can exercise a significant influence
over operations and management are accounted for under the equity
method. For investments in which significant influence does not exist,
the cost method of accounting is applied.



Regulatory Assets

Regulatory assets at September 30, 2002 and 2001, consisted of the
following items:

(Thousands) 2002 2001
Remediation costs (Note 12)

Expended, net $ 65,687 $42,041

Liability for future expenditures, net 42,330 30,340
Derivatives (Note 1) 2,562 22,371
Postretirement costs (Note 9) 3,322 3,762
Weather-normalization clause (WNC) 14,919 6,293
Other 660 239
Less: current portion of WINC (10,061) (6,293)
Total $119,419 $98,753
Underrecovered gas costs — current $33,912 $15,335
Underrecovered gas costs — deferred $15,118 $33,006

Statements of Cash Flows

For purposes of reporting cash flows, all temporary investments with
maturities of three months or less are considered cash equivalents.

Derivative Activities

Through September 30, 2000, the Company accounted for the results
of its derivative activities for hedging purposes utilizing the settlement
method. The settlement method provided for recognizing the gains

or losses from derivatives when the related physical transaction was
completed. Derivatives that were not used for hedging purposes were
valued at fair value utilizing quoted market prices. Changes in fair
value were recorded in net income.

Effective October 1, 2000, the Company adopted SFAS No.133,
“Accounting for Derivative Instruments and Hedging Activities,” as
amended (SFAS 133) under which the Company records the fair value
of derivatives held as assets and liabilities. The changes in the fair value
of the effective portion of derivatives qualifying as cash flow hedges are
recorded, net of tax, in Other comprehensive income, a component
of Common stock equity. Under SFAS 133, the Company also has
certain derivative instruments that do not qualify as cash flow hedges.
The change in fair value of these derivatives is recorded in net income.
In addition, the changes in the fair value of the ineffective portion of
derivatives qualifying for hedge accounting are recorded as an increase
or decrease in gas costs or interest expense, as applicable, based on the
nature of the derivatives. The derivatives that NJNG udilizes to hedge
its gas-purchasing activities are recoverable through its BGSS.
Accordingly, the offset to the change in fair value of these derivatives

is recorded as a regulatory asset or liability. The Company has not
designated any derivatives as fair value hedges.

The fair value of the derivative investments is determined by reference
to quoted market prices of listed contracts, published quotations or
quotations from independent parties. In the absence thereof, the
Company utilizes mathematical models based on current and historical
data (See Note 10: Financial Instruments and Risk Management).

New Accounting Standards

In June 2001, the Financial Accounting Standards Board (FASB)
issued SFAS No. 142, “Goodwill and Other Intangible Assets,” which
must be adopted in fiscal 2003. Based on its analysis, the Company
does not expect this statement to have a material effect on its financial
position, results of operations or cash flows.

In June 2001, the FASB also issued SFAS No. 143, “Accounting for
Asset Retirement Obligations” (SFAS 143), which must be adopted

in fiscal 2003. SFAS 143 applies to the legal obligation associated with
the retirement of long-lived tangible assets that result from acquisition,
construction, development and normal operations. The Company

has completed its assessment of SFAS 143 and based on its analysis, the
Company does not expect this statement to have a material effect on its
financial position, results of operations or cash flows.

The Company recovers certain asset retirement costs through rates
charged to customers as a portion of its depreciation expense. When
depreciable properties are retired, the original cost thereof, plus cost
of removal less salvage, is charged to accumulated depreciation. As

of September 30, 2002, the Company had excess costs recovered over
costs incurred totaling $67.7 million, which will be reclassified from
accumulated depreciation to a regulatory liability for the reporting
periods beginning after October 1, 2002.

In August 2001, the FASB issued SFAS No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets” (SFAS 144),
which must be adopted by fiscal 2003. SFAS 144 requires that one
accounting model be used for long-lived assets to be disposed of and
the broadening of the presentation of discontinued operations

to include more disposal transactions. Based on its analysis, the
Company does not expect this statement to have a material effect
on its financial position, results of operations or cash flows.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Cost
Associated with Exit or Disposal Activities” (SFAS 146), which must be
adopted for exit or disposal activities that are initiated after December
31,2002. Based on its analysis, the Company does not expect this
statement to have a material effect on its financial position, results of
operations or cash flows.

Change in Accounting Policy

The Company will begin to expense the cost of stock options granted
beginning in fiscal 2003. Any future stock options will be expensed
over the life of the stock option vesting period in accordance with
SFAS No. 123, “Accounting for Stock-Based Compensation”

(SFAS 123).

Reclassifications

Certain prior year amounts have been reclassified to conform to the
current year reporting.

Use of Estimates

The consolidated financial statements of the Company include
estimates and assumptions of certain assets, liabilities, revenues and
expenses and the disclosure of certain contingent assets and liabilities.
Actual results in the future may differ from such estimates.
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2. Discontinued Operations

In May 1995, the Company adopted a plan to exit the oil and natural
gas production business and pursue the sale of the reserves and related
assets of NJR Energy and its subsidiary, New Jersey Natural Resources
Company. Accordingly, the Company accounted for this segmentasa
discontinued operation. In 1995, based on estimates of the anticipated
loss from operations until the assets were sold, the estimated loss on the
sale of the remaining reserves, as well as other costs related to the closing
ofits offices, the Company recorded an after-tax charge of $8.7 million,
or $.33 per share. Based upon actual proceeds received from the sale of
the assets and costs incurred, net of insurance recoveries received in
January 2000, the Company closed out its reserve balance and reported
income from discontinued operations of $828,000, or $.03 per share,
in the quarter ended March 31, 2000.

3. Common Stock

On January 22, 2002, the Board of Directors declared a three-for-two
split of its outstanding shares of common stock which was distributed
on March 4, 2002, to all owners of record as of February 8, 2002.
Accordingly, all prior year common share information has been
restated to reflect the retroactive effect of this split.

At September 30, 2002, there were 1,117,997 shares reserved for
issuance under the Company’s Automatic Dividend Reinvestment
and Retirement Savings Plans.

At the Company’s Annual Meeting of Shareowners held on January 23,
2002, shareowners voted to merge the Long-Term Incentive
Compensation Plan (Employee Plan) and the Restricted Stock and
Stock Option Program for Outside Directors (Directors’ Program) into
one plan, the Employee and Outside Director Long-Term Incentive
Compensation Plan (Plan). Shareowners also approved the increase

in the number of shares of the Company’s common stock authorized
for awards under the Plan to 2,625,000 from 1,500,000 shares in the
Employee Plan and 275,000 shares in the Directors’ Program. On
March 4, 2002, the shares remaining in the Plan were split adjusted
resulting in an additional 595,000 shares being reserved for issuance
under the Plan. Under the Plan, the Company can issue stock options,
performance units, dividend equivalent rights and service awards.

At September 30, 2002, there were 1,225,428 shares remaining for
issuance or grant under the Plan.

The Company issued 4,389, 28,950 and 20,541 performance units

in 2002, 2001 and 2000, respectively. The performance units vest over
a three-year period and are subject to the Company achieving certain
performance targets. The annual expense associated with these
issuances was $299,000, $625,000 and $668,000 in 2002, 2001

and 2000, respectively.

All options granted under the Plan have been non-qualified stock
options. They give the holder a right to purchase the Company’s
common stock at prices no less than the closing price on the date of
the grant. Generally, no option can be exercised before one year or
more than ten years from the date of each grant.

Under the Plan, each outside director receives an award of 200
shares of restricted stock that vests over four years and is granted
5,000 options upon joining the Board, and receives an annual grant
of 1,500 options. In 2002, no shares were issued or forfeited.

As permitted by SFAS 123, the Company continued to apply
Accounting Principles Board Opinion No. 25 and its related
interpretations in accounting for its stock-based plans and provides
the pro forma disclosures required by SFAS 123. No compensation
expense has been recognized for its stock-based plans except for
performance-based awards. If compensation expense had been
determined based on the fair value of stock options at the date of
grant consistent with the methodology of SFAS 123, the Company’s
net income would have been reduced by approximately $623,000
($.03 per share — Basicand $.02 per share — Diluted) in 2002;
$358,000 ($.02 per share — Basic and Diluted) in 2001; and $331,000
($.02 per share — Basic and Diluted) in 2000.

The following table summarizes the assumptions used in the Black-
Scholes option pricing model and the resulting weighted average fair
value of the stock options for the past three years:

2002 2001 2000
Dividend yield 3.6% 4.0% 4.2%
Volatility 16.47% 18.82% 19.04%
Expected life (years) 7.9 8.0 8.2
Weighted average fair value $3.52 $3.03 $2.89

The following table summarizes the stock option activity for the past

three years:

Weighted
Average
Shares Exercise Price

Outstanding at
September 30, 1999 1,029,863 $21.75
Granted 219,270 $26.02
Exercised (24,825) $18.93
Forfeited (25,632) $23.75

Outstanding at
September 30, 2000 1,198,676 $22.55
Granted 641,034 $27.35
Exercised (176,450) $20.51
Forfeited (2,067) $26.44

Outstanding at
September 30, 2001 1,661,193 $22.55
Granted 47,964 $30.22
Exercised (123,157) $20.75
Forfeited (1,859) $27.30

Outstanding at
September 30, 2002 1,584,141 $25.06

Exercisable at

September 30, 2002 799,976 $23.32




The following table summarizes stock options outstanding and 5. Long-Term Debt, Dividends and

exercisable at September 30, 2002: Retained Earnings Restrictions
Annual redemption requirements for the next five years are as follows:
Ouisanding Brerciable 2003, $27 million; 2004, $107.4 million; 2005, $27.1 million; 2006,
Average Average  $2.2 million; and 2007, $2.4 million.
Exercise Average Exercise Exercise

NJNG’s mortgage secures its First Mortgage Bonds and represents
alien on substantially all of its property, including gas supply contracts.
Certain indentures supplemental to the mortgage include restrictions
iig?g:gg;g 1;?222; 21 ;;?gg 1;8:32 i;?jg as to cash dividends and other distributions on NJNG’s common
$22.75-826.00  599.857 6.6 $2494 346078  $24.60 stock, which restrictions apply so long as certain series of First
$26.00-$29.25 690,246 8.1 $2709 205245 $27.6  Mortgage Bondsare outstanding. Under the most restrictive provision,
$29.25-$32.50 48,385 93 $30.33 4500 $29.33  approximately $114.2 million of NJNG’s retained earnings was

Price Range Options  Life® Price Options Price
$13.00-$16.00 53,757 2.5 $15.59 53,757  $15.59

Total 1.584.141 6.8 $2506 799976 $23.32 available for such purposes at September 30, 2002.
NJNG has entered into loan agreements with the New Jersey
@ Average contractual life remaining in years Economic Development Author lty (EDA) thr ough which the EDA

issues bonds to the public. To secure its loans from the EDA, NJNG
issues First Mortgage Bonds with interest rates and maturity dates
identical to the EDA Bonds. In April 1998, the EDA loaned NJNG

. . . . the proceeds from its $18 million Natural Gas Facilities Revenue
basic and diluted earnings per share (EPS). The incremental shares Bonds, Series 1998C (1998 Bonds). The 1998 Bonds mature on

required for inclusion in the denominator for the diluted EPS April 1,2033. The proceeds from the 1998 Bonds were deposited
calculation were 307,883 in 2002, 202,599 in 2001 and 186,066 into a project construction fund. NJNG may obtain such funds in

in 2000. These shares relate to stock options and restricted stock . . . . . .
. reimbursement of its qualified expenditures relating to the project
and were calculated using the treasury stock method. The numerator . . . . .
upon delivering an equivalent amount of its Adjustable Rate Series

for each applicable basic and diluted calculation was income from GG First Mortgage Bonds (Series GG Bonds) to the indenture trustee.

In fiscal 1998, the Company adopted SFAS No. 128, “Earnings Per
Share,” which established standards for computing and presenting
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continuing operations and net income. NJNG drew down the final $3.6 million and $4 million from the

In 1996, the Board of Directors authorized the repurchase of up to construction fund and issued like amounts of its Series GG Bonds

1 million of the Company’s common shares. In 1999 and 2002, the in 2002 and 2001, respectively.

repurchase plan was expanded to 1.5 million shares and 2 million In July 2002, the EDA approved $12 million of new funds to finance

shares, respectively. As of September 30, 2002, the Company

: NJNG’s northern division construction over the next three years.
has repurchased 1,531,153 shares of its common stock at a cost

of $54.5 million. At September 30,2002 and 2001, NJNG had total long-term
variable-rate debt outstanding of $122.1 million. In 2002, $97 million
4. Shareholder Rights Plan of tax-exempt EDA debt was hedged by a 3.25 percent interest rate

cap which expires in July 2004. At September 30, 2001, $56 million
of variable-rate debt had been hedged by a 6.5 percent interest

rate cap. At September 30, 2002 and 2001, the weighted average
interest rate on NJNG’s variable-rate debt was 1.4 percent and

2.5 percent, respectively.

In July 1996, the Board of Directors adopted a shareholder rights plan
that provides for the distribution of one right for each share of common
stock outstanding on or after August 15, 1996. Each right entitles its
holder to purchase 1/1500 of one share of the Series A Stock, as defined

below, at an exercise price of $36.67.
In 2002, NJNG entered into an agreement with a financing company

The s.hareholc[er rights plan provides that, aftf:r aperson or group whereby NJNG received $20.6 million related to the sale and leaseback
acquires 10 percent or more of the Company’s common stock, each

of the rights, except for those held by the 10 percent holder (which L .
become void once the holder reaches the 10 percent threshold) In December 1995, the BPU approved NJNG's petition to enter into

becomes the right to acquire shares of the Company’s common stock ~ amaster lease agreement for its headquarters building fora 25.5-year
term with two 5-year renewal options. The present value of the

agreement’s minimum lease payments is reflected as both a capital lease
asset and a capital lease obligation, which are included in Utility Plant

ofa portion of its meters.

having a market value equal to twice the exercise price. Ifa person
or group acquires at least 10 percent, but less than 50 percent, the board

of directors may exchange each right for one share of the Company’s

common stock. The rights may be redeemed for $.01 per rightat any and Long-Term Debt, respectively, on the Consolidated Balance
Sheets. In accordance with its ratemaking treatment, NJNG records

rent expense as if the lease was an operating lease. Minimum annual
lease payments are $2.6 million in 2003 and 2004, $2.7 million in
2005, $2.9 million in 2006 and 2007, with $47 million over the
remaining term of the lease. Approximately 24 percent of the building,
representing approximately $355,000 of lease payments in 2002,

is presently subleased to other tenants.

time prior to the first public announcement or communication to the
Company thata person or group has crossed the 10 percent threshold.

The Company has 400,000 shares of authorized and unissued $100
par value preferred stock. The Company has created and reserved for
issuance 50,000 shares of Series A Junior Participating Cumulative
Preferred Stock (Series A Stock) in connection with the adoption

of the shareholder rights plan.
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The Company has a $335 million revolving credit agreement with
several banks. The Company’s portion of the facility consists of

$135 million with a 3-year term expiring January 2004, and the
NJNG portion of the facility consists of $100 million with a 364-day
term and $100 million with a 3-year term expiring January 2004.
The Company’s facility is used to finance its unregulated operations.
The NJNG facility is used to support its commercial paper borrowings.
Consistent with management’s intent to maintain its commercial
paper borrowings on a long-term basis and as supported by its long-
term revolving credit facility, at September 30, 2002, the Company
included $25 million of commercial paper borrowings as Long-term
debt on the Consolidated Balance Sheet. At September 30, 2002

and 2001, the Company had variable-rate debt outstanding of
$105.3 million and $55.9 million, with a weighted average interest
rate of 2.2 percent and 3.9 percent, respectively.

6. Short-Term Debt and Credit Facilities

Committed credit facilities of NJNG support the issuance of
commercial paper and provide for bank loans at negotiable rates at
or below the prime rate. These credit facilities total $200 million and
require commitment fees on the unused amounts. A comparison

of pertinent data follows:

(Thousands) 2002 2001 2000
Bank credit facilities $200,000 $150,000 $100,000
Maximum amount outstanding $149,750 $154,200 $111,000
Average daily amount outstanding

Notes payable to banks $625 $900 $2,400

Commercial paper $80,300  $90,400  $50,400
Weighted average interest rate

Notes payable to banks 2.51% 5.90% 6.56%

Commercial paper 221% 4.79% 6.04%
Amount outstanding at year end

Notes payable to banks — $1,000 —

Commercial paper $74,900 $134,800  $43,300
Interest rate at year end

Notes payable to banks — 3.94% —

Commercial paper 1.80% 3.27% 6.57%

The Company has also entered into a $10 million demand loan
agreementand a $15 million loan agreement with banks, both of
which expire on December 31, 2002. At September 30, 2002,
$10 million was outstanding under these agreements.

7.Income Taxes

The Company’s federal income tax returns through 1998 have either
been examined by the Internal Revenue Service or the related statute
of limitations has expired, and all matters have been settled. The 1999
and 2000 federal income tax returns have been reviewed by audit
survey with no changes noted.

Income tax expense differs from the amount computed by applying the
statutory federal income tax rate of 35 percent to pre-tax income for the
following reasons:

(Thousands) 2002 2001 2000
Statutory income
tax expense $32,469 $29,497  $26,989
Change resulting from
State income taxes 5,597 5,052 4,797
Depreciation and
cost of removal (1,362) (1,728) (1,799)
Investment tax credits (348) (348) (448)
Other (432) (512) (392)
Income tax provision $35,924 $31,961  $29,147
The Income tax provision was composed of the following:
(Thousands) 2002 2001 2000
Current
Federal $ 9,339 $13,694 $ 6,512
State 3,811 10,838 4,976
Deferred
Federal 18,321 10,844 15,703
State 4,801 (3,067) 2,404
Investment tax credits (348) (348) (448)
Income tax provision $35,924 $31,961 $29,147
Charged to
Income tax provision $35,924 $32,891 $29,147
Cumulative effect of
achange in accounting — (930) —
Total provision $35,924 $31,961  $29,147

The tax effects of significant temporary differences comprising the
Company’s net deferred income tax liability at September 30, 2002 and
2001, were as follows:

(Thousands) 2002 2001
Current
Deferred gas costs $11,858 $5,362
Weather-normalization clause 3,521 2,203
Other (2,090) (2,225)
Current deferred tax liability, net $13,289 $ 5,340
Non-current
Property-related items $83,127 $78,357
Customer contributions (4,189) (4,336)
Capitalized overhead and interest (4,740) (3,481)
Deferred gas costs 5,287 11,542
Unamortized investment tax credits (2,906) (3,254)
Remediation costs 21,752 13,473
Weather-normalization clause and other (5,896) 2,881
Non-current deferred tax liability, net $92,435 $95,182




8. Regulatory Issues
In July 2000, NJNG amended a September 1999 BGSS filing in

response to a significant increase in the wholesale cost of gas. The
amended filing requested an approximate 16 percent increase in
prices for firm sales customers through an increase in the Gas Cost
Recovery (GCR) and Remediation Adjustment (RA) factors

to be slightly offset by a decrease in the Prior Gas Cost Adjustment
(PGCA) and Transportation Education and Implementation (TEI)
factors. The filing proposed the Demand Side Management (DSM)
and Weather-Normalization Clause (WNC) factors remain the same.
The prices for transportation customers would remain relatively
stable as a result of the changes requested in the filing. The filing also
requested that the monthly and annual limits of a Flexible Pricing
Mechanism (FPM), which allows NJNG to make additional pricing
adjustments on a monthly basis to reflect market changes, be
expanded. In November 2000, the BPU approved a 16 percent
increase to the GCR.

In fiscal 2001, the BPU approved price increases of approximately

2 percent per month for a period from December 2000 through July
2001 under the FPM. The BPU also directed NJNG to establish a Gas
Cost Underrecovery Adjustment (GCUA) surcharge to collect the
underrecovered gas costs and accrue interest at a rate of 5.75 percent
per year, commencing December 1, 2001, until November 30, 2004.

On November 15,2001, NJNG filed with the BPU for the
establishment of the GCUA to collect $29.9 million in underrecovered
gas costs and sought to reduce its gas cost recovery rate. The combined
effect of the two changes resulted in an approximate 10.8 percent price
decrease effective December 1, 2001.

On January 21, 2002, NJNG filed with the BPU for a 3 percent price
decrease in the BGSS as a result of lower projected gas costs. The BPU
approved this filing on February 6, 2002, and the decrease became
effective immediately.

On October 17,2002, NJNG filed a BGSS request with the BPU for
a3 percent price increase, reflecting higher projected gas costs, to be
effective December 1, 2002. The filing also contemplates a January
2003 filing to update gas costs which could lead to a price adjustment
effective February 1, 2003.

NJNG’s margin-sharing programs include off-system sales, capacity
release and portfolio-enhancing programs with customers and
shareowners, based on a formula which is in effect until December
2002. As part of its annual BGSS filing in November 2001, NJNG
requested from the BPU an extension of these programs through 2004.
On October 30, 2002, the BPU approved an agreement whereby

the existing margin-sharing between customers and shareowners

for off-system sales, capacity release and financial risk management
transactions was extended through October 31, 2003. As part of this
agreement, the portfolio-enhancing programs, which include the
permanent reduction of the cost of capacity, would continue to receive
60/40 sharing treatment between customers and shareowners for
transactions completed on or before December 31, 2002.

NJNG is also involved in various proceedings associated with several
other adjustment clauses (e.g., Transportation Education and
Implementation (TEI) and Comprehensive Resource Analysis (CRA)
factors) which, in management’s opinion, will not have a material
adverse effect on its financial condition or results of operations.

In February 1999, the Electric Discount and Energy Competition
Act (EDECA), which provides the framework for the restructuring
of New Jersey’s energy market, became law. In March 2001, the
BPU issued a written order that approved a stipulation agreement
among various parties to fully open NJNG’s residential markets to
competition, restructure its rates to segregate its BGSS and delivery
(i.e., transportation) prices as required by EDECA and expand an
incentive for residential and small commercial customers to switch
to transportation service.

In June 2001, the BPU initiated a proceeding regarding the provision
of BGSS. InJuly 2001, NJNG submitted a BGSS proposal that
provides for additional customer choices and includes a request to
develop new incentive mechanisms. In January 2002, the BPU issued
an order, which stated that BGSS could be provided by suppliers
other than the state’s natural gas utilities, but at this time it should be
provided by the state’s natural gas utilities. The parties are currently
discussing NJNG’s July 2001 proposal, and no assurance can be
made as to the timing or terms of any resolution to such proposal.

In December 2000, the BPU issued a written order resolving

a customer account service proceeding and approving the transfer

of NJNGs existing appliance service business to Home Services,

an unregulated subsidiary of the Company. The order also continues
NJNG’s current third-party billing policies and delays until May 2003,
absent a significant breakthrough in metering technology, any further
decision on meter reading and other potentially competitive services.

In March 2000, the BPU issued interim Affiliate Relations, Fair
Competition and Accounting Standards and Related Reporting
Requirements. As required, NJNG filed a compliance plan related to
these standards. The BPU is required to audit the state’s energy utilities
every two years. In April 2000, the audit division of the BPU and an
independent consulting firm audited the Company’s compliance with
the standards. In February 2002, the BPU issued an order accepting
mutually agreed-upon recommendations. In June 2002, the BPU
initiated its next compliance audit.

9. Employee Benefit Plans
Pension Plans

The Company has two trusteed, non-contributory defined benefit
retirement plans covering regular represented and non-represented
employees with more than one year of service. All represented
employees of Home Services hired on or after October 1, 2000, are
covered by an enhanced defined contribution plan instead of the
Defined Benefit Plan.

Defined Benefit Plan benefits are based on years of service and
average compensation during the highest 60 consecutive months
of employment. The Company makes annual contributions to the
plans consistent with the funding requirements of federal laws

and regulations.

The Company maintains an unfunded non-qualified pension
equalization plan that was established to provide employees with the
full level of benefits as stated in the qualified plan document without
reductions due to various limitations imposed by the provisions

of Federal income tax laws and regulations.
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The components of the net pension cost were as follows:

(Thousands) 2002 2001 2000
Service cost $ 1,957 $1,622 $1,728
Interest cost 4,813 4,365 4,101
Expected return on plan assets (6,065) (5,996) (5,542)
Amortization of prior service cost 87 87 87
Recognized actuarial (gain) loss — (356) (68)
Recognized net initial obligation (306) (306) (306)
Recognized acturial loss due to

special termination — 574 —

$ 486 $ (10 $ —

Net periodic pension cost

Plan assets consist primarily of corporate equities and obligations, U.S.

Government obligations and cash equivalents. A reconciliation of the
funded status of the plans to the amounts recognized in the
Consolidated Balance Sheets is presented below:

(Thousands) 2002 2001
Change in benefit obligation
Benefit obligation at beginning of year $65,407 $55,483
Service cost 1,957 1,622
Interest cost 4,813 4,365
Plan participants’ contributions 62 62
Actuarial loss 8,068 6,410
Special termination benefit — 574
Benefits paid (3,182) (3,109)
Benefit obligation at end of year $77,125 $65,407
Change in plan assets
Fair value of plan assets at beginning of year $51,830 $68,382
Actual return on plan assets (4,601) (13,505)
Plan participants’ contributions 62 62
Benefits paid (3,182) (3,109)
Fair value of plan assets at end of year $44,109 $51,830
Funded status $(33,017) $(13,577)
Unrecognized net loss 29,225 10,490
Unrecognized prior service cost 489 576
Unrecognized net initial obligation (5625) (831)
Netamount recognized $ (3,828) $ (3,342)
Amounts recognized in Consolidated

Balance Sheets
Accrued benefit liability included in

Accounts payable and other $ (2,417) —

Postretirement employee benefit liability (16,211) $(3,342)
Intangible asset 215 —
Accumulated other comprehensive income 14,585 —
Net liability recognized $ (3,828) $(3,342)

The accumulated benefit obligation at September 30, 2002 and 2001,
was $62.7 million and $54.1 million, respectively.

At September 30, 2002, the Company recorded an additional
minimum pension liability of $14.8 million, which is included in
Postretirement employee benefit liability on the Consolidated Balance
Sheet. This minimum liability resulted from a decrease in the fair value
of plan assets, which was due primarily to declining stock market
values, and a decrease in the discount rate and expected asset return
assumptions.

The Company’s funding policy is to contribute an amount in
accordance with the provisions of the Employment Retirement Income
Security Act of 1974, as amended. The Company was not required to
and did not make funding contributions to its pension plans for fiscal
years ended 2002 and 2001. The Company is required to make
minimum funding contributions of approximately $2.4 million
during fiscal 2003.

The weighted average assumptions are as follows:

2002 2001
Discount rate 6.75% 7.50%
Expected asset return 9.25% 9.50%
Compensation increase 4.00% 4.00%

Other Postretirement Benefits

The Company also provides postretirement medical and life insurance
benefits to employees who meet the eligibility requirements. The
Company’s transition obligation associated with these benefits of
$8.6 million is being amortized over 20 years.

Effective October 1, 1998, the BPU approved the recovery of
$4.9 million of deferred costs, which is included in Regulatory assets
on the Consolidated Balance Sheets, over 15 years.

The components of the net postretirement benefit cost are as follows:

(Thousands) 2002 2001 2000
Service cost $ 799 $ 615 $ 670
Interest cost 1,777 1,519 1,389
Expected return on plan assets (520) (555) (413)
Amortization of

Transition obligation 357 372 430

Prior service cost 74 84 124

Loss 335 65 45
Special termination benefit — 168 —
Total net periodic benefit cost $2,822 $2,268 $2,245




A reconciliation of the accumulated postretirement benefit
obligation (APBO) to the amounts recognized on the Consolidated
Balance Sheets at September 30, 2002 and 2001, is presented below:

(Thousands) 2002 2001
Change in benefit obligation
Benefit obligation at beginning of year $23,656 $20,075
Service cost 799 615
Interest cost 1,777 1,519
Plan amendments — (1,427)
Actuarial loss 2,063 3,534
Benefits paid (989) (828)
Special termination benefit — 168
Benefit obligation at end of year $27,306 $23,656
Change in plan assets
Fair value of plan assets at beginning of year $5,458 $5,535
Actual return on plan assets (445) (1,1106)
Employer contributions 2,242 1,867
Benefits paid (989) (828)
Fair value of plan assets at end of year $6,266 $5,458
Funded status $(21,040)  $(18,198)
Unrecognized transition obligation 3,955 4,312
Unrecognized prior service cost 686 760
Unrecognized net loss 10,294 7,601
Net amount recognized $ (6,105 $ (5,525)
Amounts recognized in Consolidated

Balance Sheets
Accounts payable and other $(2,579) $(2,242)
Postretirement employee benefit liability (3,526) (3,283)
Net amount recognized $(6,105) $(5,525)
Based upon certain regulatory and actuarial assumptions, the
Company anticipates making contributions of approximately
$2.6 million during fiscal 2003.
The weighted average assumptions are as follows:
(Thousands) 2002 2001
Discount rate 6.75% 7.50%
Expected asset return 8.75% 9.00%
Compensation increase 4.00% 4.00%

Effectof a 1 percentage point increase in the health care cost trend
rate on:

(Thousands) 2002 2001
Year-end benefit obligation $4,474 $3,406
Total of service and interest cost components $485 $444

Effect of a 1 percentage point decrease in the health care cost trend
rate on:

(Thousands) 2002 2001
Year-end benefit obligation $(3,585)  $(2,720)
Total of service and interest cost components $(375) $(347)

The assumed health care cost trend rate used in measuring the
APBO as of September 30, 2002, was 9 percent, gradually declining
to 4.5 percent in 2006, and then remaining constant thereafter.

Defined Contribution Plan

The Company offers an Employees’ Retirement Savings Plan
(Savings Plan) to eligible employees. The Company matches
50 percent of participants’ contributions up to 6 percent of base
compensation.

For represented Home Services employees who are not eligible
for participation in the Defined Benefit Plan, the Company
contributes between 2 and 3 percent of base compensation,
depending on service, into the Savings Plan on their behalf.

The amount expensed for the matching provision of the savings plan
was $959,000, $719,000 and $678,000 in 2002, 2001 and 2000,
respectively.

10. Financial Instruments and Risk Management

The Company and its subsidiaries are subject to market risk due

to fluctuations in the price of natural gas. To hedge against such
fluctuations, the Company and its subsidiaries enter into futures
contracts, option agreements and over-the-counter swap agreements.
NJNG’s recovery of gas costs is protected by the BGSS, but to hedge
against price fluctuations, NJNG utilizes futures, options and swaps
through its corporate financial risk management program. Energy
Services hedges purchases and sales of storage gas and transactions
with wholesale customers. NJR Energy has hedged a long-term,
fixed-price contract to sell natural gas.

The following table reflects the changes in the fair market value
of commodity derivatives from September 30, 2001, to
September 30, 2002:

Balance Increase Less Balance
September 30, (Decrease) in Fair Amounts September 30,
(Thousands) 2001 Market Value Settled 2002
NJNG $(20,978) $(6,512) $(24,926) $ (2,564)
Energy Services 15,355 4,028 34,072 (14,689)
NJR Energy (343) 3,791 86 3,362
Total $ (5,966) $ 1,307 $ 9,232 $(13,891)

There were no contracts originated and valued at fair market value
and no changes in methods of valuations during the year ended
September 30, 2002.
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The following is a summary of fair market value of commodity
derivatives at September 30, 2002, by method of valuation and
by maturity:

After Total
(Thousands) 2003 2004-2006 2006 Fair Value
Price based
on NYMEX $(18,892) $(11,263) $2,027 $(28,128)
Price based on
over-the-counter
published
quotations 5,034 6,857 154 12,045
Price based
upon models 189 187 1,816 2,192
Total $(13,669) $ (4,219) $3,997 $(13,891)

The following is a summary of commodity derivatives by type as of
September 30, 2002:

Net Amount included in
Volume Price per Derivatives
(Bcf ) Mmbtu (Thousands)
NING
Futures 0.0 $3.11-3.49 $  (175)
Options 2.1 $3.00-10.00 (2,319)
Swaps 36.5 (68)
Energy Services
Futures 2.7 $2.85-4.43 (15,050)
Options 1.6 $2.75-3.75 76
Swaps 39.8 283
NJR Energy
Swaps 18.9 3,362
Total $(13,891)

In March 1992, NJR Energy entered into long-term, fixed-price
contracts to sell natural gas to an energy marketing company. In
October 1994, in conjunction with a shift in capital allocation policy,
NJR Energy entered into a swap agreement that hedged its risk for
sales volumes under the contract that were in excess of the estimated
production from natural gas reserves owned at that time. NJR Energy
subsequently sold its natural gas reserves pursuant to a plan to exit

the oil and natural gas production business. To hedge its risk for sales
volumes under such contract, which would have otherwise been
fulfilled by its producing reserve base, NJR Energy entered into a
second swap agreement in June 1995. Under the terms of the swap
agreements, NJR Energy pays to the counterparties the identical fixed
price it receives from the gas marketing company in exchange for the
payment by the counterparties of an index price plus a spread per
Mmbtu (i.e., floating price) for the total volumes under the gas sales
contract. The swap agreements were effective as of November 1995
and will expire on the same date as the underlying gas sales contract.

To secure the physical gas supply needed to meet the delivery
requirements under its gas sales contracts, NJR Energy entered into a
long-term purchase contract, effective November 1995, with a second
gas marketing company for the identical volumes that it is obligated

to sell under the above-mentioned gas sales contract. NJR Energy has
agreed to pay the supplier the identical floating price that it is receiving
under the swap agreements.

The net result of the above swap agreements and purchase contract is
that NJR Energy has hedged both its price and volume risk associated
with its long-term fixed-price sales contract. The respective obligations
of NJR Energy and the counterparties under the swap agreements are

guaranteed, subject to a maximum amount, by the Company and the
respective counterparties’ parent corporations. In the event of
nonperformance by the counterparties and their parent corporations,
NJR Energy’s financial results would be affected by the difference, if
any, between the fixed price it is receiving under the gas sales contract
and the floating price that it is paying under the purchase contract.
However, the Company does not anticipate nonperformance by

the counterparties.

The fair value of cash and temporary investments, accounts receivable,
accounts payable, commercial paper and borrowings under revolving
credit facilities is estimated to equal their carrying amounts due to the
short maturity of those instruments. The estimated fair value of long-
term debt is based on quoted market prices for similar issues. The
carrying amount of long-term debt was $348.1 million and $323.7
million, with a fair market value of $357.9 million and $329.3 million,
at September 30, 2002 and 2001, respectively.

Effective October 1, 2000, the Company adopted SFAS 133 (See Note
1: Summary of Significant Accounting Policies — Derivative Activities).

At October 1, 2000, the effect of adopting SFAS 133 was as follows:

(Thousands)
Fair value of derivative assets $56,963
Fair value of derivative liabilities $17,657
Regulatory liability $6,834
Cumulative effect on net income

from a change in accounting, net of tax $(1,347)
Accumulated other comprehensive

income, net of tax $20,530

The cumulative effect on net income from a change in accounting
resulted from derivatives that do not qualify for hedge accounting.

The amounts included in Other comprehensive income that relate
to natural gas instruments will reduce or be charged to gas costs

as the related transaction occurs. Of the amount recorded to Other
comprehensive income on the October 1, 2000, transition date,
$20.1 million was recorded as a reduction to gas costs in fiscal 2001.
The amounts related to interest rate instruments are charged

to interest expense as the future transaction occurs.

In July 2001, the Company entered into a five-year, zero-premium
collar to hedge changes in the value of 100,000 shares of its investment
in Capstone Turbine Corporation (Capstone). The collar consists of

a purchased put option with a strike price of $9.97 per share and a sold
call option with a strike price of $24.16 per share for 100,000 shares.
The Company entered into this transaction to hedge its anticipated
sale of 100,000 shares of Capstone at the settlement date in 2006

and, accordingly, accounts for the transaction as a cash flow hedge.
Other comprehensive income for the year ended September 30, 2002,
included a $389,000 unrealized gain related to this collar. At
September 30, 2002, Accumulated other comprehensive income
included a $841,000 unrealized gain related to this collar. In July 2002,
the Company sold all of its unhedged Capstone shares and realized

an after-tax loss of $449,000.

The ineffective portions of derivatives qualifying for hedge accounting
were immaterial in 2002.

The cash flow hedges described above cover various periods of time
ranging from November 2002 to October 2010.



11. Comprehensive Income

The components of comprehensive income are as follows:

(Thousands) 2002 2001 2000

$56,844 $ 52,316 $48,764

Net income

Other comprehensive income:

Change in fair value of equity

investments, net 296 (13,219) 13,477
Change in fair value of derivatives, net (13,669) (11,199) —
Minimum pension liability

adjustment, net (8,627) — —
Cumulative effect of a change in

accounting for derivatives, net — 20,530 —
Total Other comprehensive income (22,000) (3,888) 13,477

$34,844 § 48,428 $62,241

Comprehensive income

12. Commitments and Contingent Liabilities

NJNG has entered into long-term contracts, expiring at various dates
through 2022, for the supply, storage and delivery of natural gas. These
contracts include fixed charges of approximately $95 million annually
at current contract rates and volumes, which are recovered through

the BGSS.

Capital expenditures are estimated at $52 million and $54 million
in 2003 and 2004, respectively, and consist primarily of NJNG’s
construction program to support its customer growth and maintain
its distribution system.

Through September 2000, NJNG had been sharing the cost of
environmental investigations and remedial actions at ten former MGP
sites with the former owner. In September 2000, a revised agreement
was executed whereby NJNG is responsible for two of the sites, while
the former owner is responsible for the remaining eightsites. Also

in September 2000, NJNG purchased a 20-year cost containment
insurance policy for these two sites. NJNG continues to participate

in the investigation and remedial action for one MGP site that was

not subject to the original cost-sharing agreement. Through the RA
approved by the BPU, NJNG is recovering expenditures incurred
through June 30, 1998, over a 7-year period. Costs incurred
subsequent to June 30, 1998, including carrying costs on the deferred
expenditures (See Note 1: Summary of Significant Accounting Policies,
Capitalized and Deferred Interest), will be reviewed and recovered over
rolling 7-year periods, subject to BPU approval. In September 1999,
NJNG filed for recovery of expenditures incurred through June 30,
1999, and in January 2001, NJNG filed for recovery of expenditures
incurred through June 30, 2000. The BPU is currently reviewing these
filings. In July 2002 with the assistance of an outside consulting firm,
NJNG updated an environmental review of the sites, including a
review of its potential liability for investigation and remedial action.
On the basis of such review, NJNG estimates that, exclusive of any
insurance recoveties, total future expenditures to remediate and
monitor known MGP sites will range from $65.8 million to

$83.3 million. NJNG’s estimate of these liabilities is based upon

currently available facts, existing technology and presently enacted laws
and regulations, however, actual costs may differ from these estimates.
Where available information is sufficient to estimate the amount

of the liability, it is NJNG’s policy to accrue the full amount of such
estimate. Where the information is sufficient only to establish a range
of probable liability and no point within the range is more likely than
any other, it is NJNG'’s policy to accrue the lower end of the range.
Accordingly, NJNG has recorded an MGP remediation liability of
$65.8 million and a corresponding Regulatory asset of $42.3 million,
net of insurance recoveries, on the Consolidated Balance Sheet. The
actual costs to be incurred by NJNG are dependent upon several
factors, including final determination of remedial action, changing
technologies and governmental regulations, the ultimate ability of
other responsible parties to pay and any insurance recoveries. NJNG
will continue to seek recovery of such costs through the RA.

Energy Services has entered into a marketing and management
agreement for the Stagecoach storage project. Stagecoach is a high-
injection/high-withdrawal facility in New York State with 12 billion
cubic feet (Bcf) of working gas capacity and interstate pipeline
connections to the Northeast markets. Stagecoach received Federal
Energy Regulatory Commission (FERC) certification for full
operations on June 27, 2002.

Energy Services is the exclusive agent for marketing Stagecoach services
fora 10-year period, subject to termination rights, ending March 31,
2012. During this period, Energy Services has agreed to arrange
contracts for, or purchase at fixed prices, sufficient services to provide
Stagecoach with revenues of approximately $14 million for the period
from July 1, 2002, to March 31, 2003, and $22 million annually from
April 1,2003, to March 31, 2012. Stagecoach can require Energy
Services to make the foregoing purchases only if Stagecoach is capable
of providing the underlying services. In addition, Energy Services
believes that the price at which it would be required to purchase these
services is currently below market. Energy Services has reached 3-year
agreements with third parties for the purchase of over 50 percent of the
required level of services from Stagecoach. On August 8, 2002, NJNG,
in connection with its system requirements, was awarded 2-year
agreements for Stagecoach storage and transportation services. These
agreements were awarded pursuant to an open bid process. The NJNG
agreements represent an additional 35 percent of the required level

of services for the 2-year period. Due to the price levels of the potential
purchase obligations to Energy Services, as compared with current
market prices, and the current and expected level of contracts, the
Company does not currently believe that the potential purchase
obligation in the Stagecoach agreement will result in any future losses.

Additionally, under the Stagecoach agreement, Energy Services is
required to provide to, and maintain at, the Stagecoach facility 2 Bcf
of firm base gas and to manage up to 3 Bcf of interruptible base gas
for the term of the agreement.
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At September 2002, NJNG had $97.1 million in stand-by letters of
credit (Letters of Credit) with several banks which provide liquidity
support for the Natural Gas Facilities Refunding Revenue Bonds

and Natural Gas Revenue Bonds issued by the EDA. The Letters of
Credit have various expiration dates with the latest expiring in January
2003. The Bond issues, which are recorded as Long-term debt on the
Consolidated Balance Sheets, are being remarketed on a weekly and
daily basis. In fiscal 2003, NJNG transferred these Bonds to an auction
rate mode, thereby eliminating the need for the Letters of Credit.
Auctions will take place in 7- and 35-day periods.

The Company is a party to various claims, legal actions, complaints
and investigations arising in the ordinary course of business. In
management’s opinion, the ultimate disposition of these matters will
not have a material adverse effect on either the Company’s financial
condition or results of operations.

13. Business Segment Data

Information related to the Company’s various business segments,
excluding capital expenditures, which are presented in the
Consolidated Statements of Cash Flows, is detailed below.

The Natural Gas Distribution segment consists of regulated energy and
off-system and capacity management operations. The Energy Services
segment consists of unregulated fuel and capacity managementand
wholesale marketing operations. The Retail and Other segment
consists of appliance and installation services, commercial real estate

development, investment and other corporate activities.
(Thousands) 2002 2001 2000
Operating Revenues
Natural Gas Distribution $ 774,541 $1,009,477 $ 736,911
Energy Services 1,036,667 1,022,734 413,348
Retail and Other 19,711 21,474 26,638
Total before eliminations 1,830,919 2,053,685 1,176,897
Intersegment revenues (165) (5,277) (12,348)
Total $1,830,754  $2,048,408 $1,164,549
Depreciation and Amortization
Natural Gas Distribution $31,044 $31,676 $30,424
Energy Services 219 250 154
Retail and Other 581 604 419
Total $31,844 $32,530 $30,997
Operating Income
Natural Gas Distribution $ 88,883 $89,248 $87,241
Energy Services 11,430 5,638 2,996
Retail and Other 4,066 4,927 3,675
Total $104,379 $99,813  $93,912

The Company’s assets for the various business segments are

detailed below:

(Thousands) 2002 2001
Assets at Year End
Natural Gas Distribution $1,059,417 $1,065,748
Energy Services 207,964 78,042
Retail and Other 51,923 48,402
Total $1,319,304 $1,192,192

14. Selected Quarterly Data (Unaudited)

A summary of financial data for each fiscal quarter 0of 2002 and 2001
follows. Due to the seasonal nature of the Company’s natural gas
business, quarterly amounts vary significantly during the year. In

the opinion of management, the information furnished reflects all
adjustments necessary for a fair presentation of the results of the
interim periods.

(Thousands, except First Second Third Fourth
per share data) Quarter  Quarter  Quarter  Quarter
2002
Operating revenues $395,831 $525,780 $442,309 $466,834
Operating income $34,770  $59,300 $9,581 $728
Net income $19,681  $34,930 $4,764 $(2,531)
Earnings per share

Basic $1.10 $1.30 $.18 $(.09)

Diluted $1.09 $1.29 $.17 $(.09)
2001
Operating revenues $667,487 $890,035 $260,644 $230,242
Operating income $36,265  $55,814 $8,785 $(1,051)
Income before

accounting change $19,056  $33,030 $4,312  $(2,735)
Income from

continuing operations $17,709  $33,030 $4,312 $(2,735)
Net income $17,709  $33,030 $4,312 $(2,735)
Earnings per share

before accounting

change

Basic $.72 $1.24 $.16 $(.10)

Diluted $.72 $1.24 $.16 $(.10)
Earnings per share

from continuing

operations

Basic $.67 $1.24 $.16 $(.10)

Diluted $.67 $1.24 $.16 $(.10)
Earnings per share

Basic $.67 $1.24 $.16 $(.10)

Diluted $.67 $1.24 $.16 $(.10)
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