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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2007
or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 001-16189
NiSource Inc.
(Exact name of registrant as specified in its charter)

Delaware 35-2108964
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

801 East 86th Avenue
Merrillville, Indiana 46410

(Address of principal executive offices) (Zip Code)
(877) 647-5990
(Registrant s telephone number, including area code)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes b No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Act. (Check one):
Large accelerated filer p  Accelerated filer o Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No p
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable
date: Common Stock, $0.01 Par Value: 274,171,749 shares outstanding at October 31, 2007.
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The following is a list of frequently used abbreviations or acronyms that are found in this report:

NiSource Subsidiaries and
Affiliates

Bay State

Capital Markets

CER

CNR

Columbia

Columbia Deep Water
Columbia Energy Services
Columbia Gulf

Columbia of Kentucky
Columbia of Maryland
Columbia of Ohio
Columbia of Pennsylvania
Columbia of Virginia
Columbia Transmission
CORC

Crossroads Pipeline

Granite State Gas

Hardy Storage

Kokomo Gas

Lake Erie Land

Millennium

NDC Douglas Properties
NiSource

NiSource Corporate Services
NiSource Development Company
NiSource Finance

Northern Indiana

Northern Indiana Fuel and Light
Northern Utilities

NRC

PEI

TPC

Transcom

Whiting Clean Energy
Whiting Leasing

Abbreviations
AFUDC
Algonquin
APB No. 25

ASM

BART
BBA
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DEFINED TERMS

Bay State Gas Company

NiSource Capital Markets, Inc.
Columbia Energy Resources, Inc.
Columbia Natural Resources, Inc.
Columbia Energy Group

Columbia Deep Water Service Company
Columbia Energy Services Corporation
Columbia Gulf Transmission Company
Columbia Gas of Kentucky, Inc.
Columbia Gas of Maryland, Inc.
Columbia Gas of Ohio, Inc.

Columbia Gas of Pennsylvania, Inc.
Columbia Gas of Virginia, Inc.
Columbia Gas Transmission Corporation
Columbia of Ohio Receivables Corporation
Crossroads Pipeline Company

Granite State Gas Transmission, Inc.
Hardy Storage Company, L.L.C.
Kokomo Gas and Fuel Company

Lake Erie Land Company

Millennium Pipeline Company, L.P.
NDC Douglas Properties, Inc.

NiSource Inc.

NiSource Corporate Services Company
NiSource Development Company, Inc.
NiSource Finance Corp.

Northern Indiana Public Service Company
Northern Indiana Fuel and Light Company
Northern Utilities, Inc.

NIPSCO Receivables Corporation

PEI Holdings, Inc.

EnergyUSA-TPC Corp.

Columbia Transmission Communications Corporation

Whiting Clean Energy, Inc.
Whiting Leasing LLC

Allowance for funds used during construction
Algonquin Gas Transmission Co.

Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to

Employees

Ancillary Services Market

Best Alternative Retrofit Technology
British Banker Association
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Bcef Billion cubic feet

BP BP Amoco p.l.c.

CAIR Clean Air Interstate Rule

CAMR Clean Air Mercury Rule

CCGT Combined Cycle Gas Turbine

CPCN Certificate of Public Convenience and Necessity
3
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DEFINED TERMS (continued)

Day 2 Began April 1, 2005 and refers to the operational control of the energy
markets by MISO, including the dispatching of wholesale electricity and
generation, managing transmission constraints, and managing the day-ahead,
real-time and financial transmission rights markets

DOT United States Department of Transportation

Dth dekatherms

ECR Environmental Cost Recovery

ECRM Environmental Cost Recovery Mechanism

ECT Environmental cost tracker

EERM Environmental Expense Recovery Mechanism

Empire Empire State Pipeline

EPA United States Environmental Protection Agency

EPS Earnings per share

ESA Energy Sales Agreement

FAC Fuel adjustment clause

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

FIN 47 FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations

FIN 48 FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of SFAS No. 109

FIP Federal Implementation Plan

FTRs Financial Transmission Rights

gwh Gigawatt hours

IBM International Business Machines Corp.

IBM Agreement The Agreement for Business Process & Support Services

IDEM Indiana Department of Environmental Management

Iroquois Iroquois Gas Transmission System LP

IRP Integrated Resource Plan

IRS Internal Revenue Service

IURC Indiana Utility Regulatory Commission

LDCs Local distribution companies

LIBOR London InterBank Offered Rate

MISO Midwest Independent Transmission System Operator

Mitchell Station Dean H. Mitchell Generating Station

MMDth Million dekatherms

mw Megawatts

NAAQS National Ambient Air Quality Standards

NOx Nitrogen oxide

NYMEX New York Mercantile Exchange

oucc Indiana Office of Utility Consumer Counselor

PBR Performance Based Regulation

Piedmont Piedmont Natural Gas Company, Inc.

ppm parts per million

PPS Price Protection Service

PUCO Public Utilities Commission of Ohio

SEC Securities and Exchange Commission

SFAS No. 71

Table of Contents 6



Edgar Filing: NISOURCE INC/DE - Form 10-Q

Statement of Financial Accounting Standards No. 71, Accounting for the
Effects of Certain Types of Regulation

SFAS No. 123 Statement of Financial Accounting Standards No. 123, Share-Based Payment

SFAS No. 123R Statement of Financial Accounting Standards No. 123R, Share-Based
Payment

SFAS No. 133 Statement of Financial Accounting Standards No. 133, Accounting for
Derivative Instruments and Hedging Activities, as amended

SFAS No. 143 Statement of Financial Accounting Standards No. 143, Accounting for Asset
Retirement Obligations

4
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DEFINED TERMS (continued)

SFAS No. 157 Statement of Financial Accounting Standards No. 157, Fair Value
Measurements

SFAS No. 158 Statement of Financial Accounting Standards No. 158, Employers
Accounting for Defined Benefit Pension and Other Postretirement Plans

SFAS No. 159 Statement of Financial Accounting Standards No. 159, The Fair Value Option

for Financial Assets and Financial Liabilities Including an amendment of
FASB Statement No. 115

SO2 Sulfur dioxide
VaR Value-at-risk and instrument sensitivity to market factors
VADEQ Virginia Department of Environmental Quality

5
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ITEM 1. FINANCIAL STATEMENTS
NiSource Inc.

Statements of Consolidated Income (unaudited)

(in millions, except per share amounts)

Net Revenues

Gas Distribution

Gas Transportation and Storage
Electric

Other

Gross Revenues
Cost of Sales (excluding depreciation and
amortization)

Total Net Revenues

Operating Expenses

Operation and maintenance

Depreciation and amortization

Impairment and (gain) loss on sale of assets
Other taxes

Total Operating Expenses

Equity Earnings in Unconsolidated Affiliates
Operating Income

Other Income (Deductions)

Interest expense, net

Dividend requirement on preferred stock of
subsidiaries

Other, net

Loss on early redemption of preferred stock

Total Other Income (Deductions)

Income From Continuing Operations Before

Income Taxes and Cumulative Effect of Change

in Accounting Principle
Income Taxes

Income from Continuing Operations Before
Cumulative Effect of Change in Accounting

Table of Contents

PART1
Three Months
Ended September 30,
2007 2006
$ 4614 $ 3929
204.7 202.7
377.4 377.4
197.5 183.4
1,241.0 1,156.4
610.9 524.9
630.1 631.5
320.6 310.6
142.2 136.5
0.6 0.2)
56.4 49.0
519.8 495.9
2.6 0.9
112.9 136.5
(100.8) (96.2)
14 (0.8)
99.4) (97.0)
13.5 39.5
3.7 13.5
9.8 26.0

Nine Months
Ended September 30,
2007 2006

$3,132.1 $2,996.4
778.7 743.8
1,036.6 985.0
764.4 715.2
5,711.8 5,440.4
3,327.2 3,187.0
2,384.6 2,253.4
1,049.4 989.8
4194 411.3
9.8 3.6
223.0 212.7
1,701.6 1,617.4
7.8 0.8
690.8 636.8

(297.5) (284.9)

(1.1)

(1.8) (6.9)

0.7)

(299.3) (293.6)
391.5 343.2
144.4 122.1
247.1 221.1
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Principle

Income (Loss) from Discontinued Operations net

of taxes 0.1
Gain on Disposition of Discontinued Operations

net of taxes 1.1
Income Before Change in Accounting Principle 11.0

Cumulative Effect of Change in Accounting
Principle net of taxes

Net Income $ 11.0

Basic Earnings Per Share ($)

Continuing operations $ 0.03
Discontinued operations 0.01
Basic Earnings Per Share $ 0.04

Diluted Earnings Per Share ($)

Continuing operations $ 0.03
Discontinued operations 0.01
Diluted Earnings Per Share $ 0.04
Dividends Declared Per Common Share $ 023

Basic Average Common Shares Outstanding
(millions) 273.9
Diluted Average Common Shares (millions) 274.7

0.3)

0.1

25.8

25.8

0.10

0.10

0.10

0.10

0.23

272.5
2733

0.4
6.9
254.4
$ 2544
$ 090
0.03
$ 093
$ 090
0.03
$ 093
$ 092
273.8
274.7

2.2)
04

219.3

04

219.7

0.81

0.81

0.81

0.81

0.92

2724
273.2

The accompanying Notes to Consolidated Financial Statements are an integral part of these unaudited statements.
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.
Condensed Consolidated Balance Sheets (unaudited)

(in millions)

ASSETS

Property, Plant and Equipment

Utility Plant

Accumulated depreciation and amortization

Net utility plant

Other property, at cost, less accumulated depreciation
Net Property, Plant and Equipment

Investments and Other Assets

Assets of discontinued operations and assets held for sale
Unconsolidated affiliates

Other investments

Total Investments and Other Assets

Current Assets

Cash and cash equivalents
Restricted cash

Accounts receivable (less reserve of $31.4 and $42.1, respectively)

Gas inventory

Underrecovered gas and fuel costs
Materials and supplies, at average cost
Electric production fuel, at average cost
Price risk management assets
Exchange gas receivable

Regulatory assets

Prepayments and other

Total Current Assets

Other Assets

Price risk management assets
Regulatory assets

Goodwill

Intangible assets

Table of Contents

$

September
30,
2007

17,345.8
(7,813.4)

9,532.4
338.7

9,871.1

50.2
59.1
119.8

229.1

17.7
96.0
571.5
679.6
99.0
91.9
56.7
114.4
223.7
252.1
66.2

2,268.8

10.6
1,014.7
3,677.3

425.5

$

December
31,
2006

17,194.9

(7,850.0)

9,344.9
349.6

9,694.5

43.0
59.6
116.1

218.7

33.1
142.5
866.3
550.5
163.2

89.0

63.9
237.7
252.3
272.7
111.7

2,782.9

49.9
1,127.3
3,677.3

435.7

11
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Deferred charges and other 154.3 170.2
Total Other Assets 5,282.4 5,460.4
Total Assets $ 17,6514 $ 18,156.5

The accompanying Notes to Consolidated Financial Statements are an integral part of these unaudited statements.
7
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.

Condensed Consolidated Balance Sheets (unaudited) (continued)

(in millions, except share amounts)

CAPITALIZATION AND LIABILITIES

Capitalization

Common Stockholders Equity

Common stock ~ $0.01 par value, 400,000,000 shares authorized;

274,161,140 and 273,654,180 shares issued and outstanding, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income
Treasury stock

Total Common Stockholders Equity
Long-term debt, excluding amounts due within one year

Total Capitalization

Current Liabilities

Current portion of long-term debt
Short-term borrowings

Accounts payable

Dividends declared

Customer deposits

Taxes accrued

Interest accrued

Overrecovered gas and fuel costs
Price risk management liabilities
Exchange gas payable

Deferred revenue

Regulatory liabilities

Accrued liability for postretirement and postemployment benefits
Other accruals

Total Current Liabilities

Other Liabilities and Deferred Credits
Price risk management liabilities
Deferred income taxes

Deferred investment tax credits

Deferred credits

Deferred revenue

Table of Contents

September
30,
2007

2.7
4,008.9
1,007.4

8.5

(23.3)

5,004.2
5,923.4

10,927.6

60.9
673.0
449.7

63.1
108.6
168.1
106.8

46.1

91.7
393.9

424

79.3

4.8
417.8

2,706.2

17.5
1,549.4
55.5
119.7
2.6

December
31,
2006

2.7
3,998.3
1,012.9

20.9
(21.2)

5,013.6
5,146.2

10,159.8

93.3
1,193.0
713.1

108.4
196.0
107.1
126.7
259.4
396.6
55.9
40.7
4.7
526.3

3,821.2

38.2
1,553.7
61.5
119.3
21.9

13
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Accrued liability for postretirement and postemployment benefits
Liabilities of discontinued operations and liabilities held for sale
Regulatory liabilities and other removal costs

Asset retirement obligations

Other noncurrent liabilities

Total Other Liabilities and Deferred Credits
Commitments and Contingencies (Refer to Note 14)

Total Capitalization and Liabilities

Form 10-Q

619.2
6.2
1,319.7
136.9
190.9

4,017.6

$ 17,6514

799.5
11.9
1,253.8
131.6
184.1

4,175.5

$ 18,156.5

The accompanying Notes to Consolidated Financial Statements are an integral part of these unaudited statements.

8
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.
Statements of Consolidated Cash Flows (unaudited)

Nine Months Ended September 30, (in millions) 2007
Operating Activities
Net income $ 2544

Adjustments to reconcile net income to net cash from continuing operations:
Loss on early redemption of preferred stock

Depreciation and amortization 4194
Net changes in price risk management assets and liabilities 0.1
Deferred income taxes and investment tax credits (22.2)
Deferred revenue (32.6)
Stock compensation expense 2.7
Gain on sale of assets 0.3)
Loss on impairment of assets 10.1
Cumulative effect of change in accounting principle net of taxes

Income from unconsolidated affiliates (11.6)
Gain on disposition of discontinued operations net of taxes (6.9)
Loss (Income) from discontinued operations net of taxes 0.4)
Amortization of discount/premium on debt 5.5
AFUDC Equity 3.0)
Changes in assets and liabilities:

Accounts receivable 289.3
Inventories (124.8)
Accounts payable (239.0)
Customer deposits 0.2
Taxes accrued (27.9)
Interest accrued 4.9
(Under) Overrecovered gas and fuel costs (16.3)
Exchange gas receivable/payable (7.6)
Other accruals (77.3)
Prepayments and other current assets 454
Regulatory assets/liabilities 24.9
Postretirement and postemployment benefits 87.4)
Deferred credits 0.5
Deferred charges and other noncurrent assets (0.8)
Other noncurrent liabilities 0.7)
Net operating activities provided by continuing operations 398.6
Net operating activities provided by discontinued operations 0.3
Net cash flows provided by operating activities 398.9

Investing Activities

Capital expenditures (519.8)
Proceeds from disposition of assets 23
Restricted cash 46.5

Table of Contents

2006

$ 2197

0.7
411.3
50.4
(129.4)
(36.0)
4.4
(1.1
4.7
0.4)
4.2)
0.4)
2.2
5.8

785.1
(189.7)
(397.9)

3.0
(94.3)
25.3
470.4
(159.7)
(67.9)
38.8
(62.0)
(1.5)
12.7)
2.7
0.2)

867.1
4.7

871.8

(405.7)
17.2
174.7)

15
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Other investing activities 24.5 3.7

Net cash flows used in investing activities (446.5) (566.9)

Financing Activities

Issuance of long-term debt 802.7

Retirement of long-term debt (67.2) (43.8)
Change in short-term debt (520.0) (37.0)
Retirement of preferred stock (81.1)
Issuance of common stock 7.9 5.6

Acquisition of treasury stock 2.1) (6.0)
Dividends paid common stock (189.1) (189.2)
Net cash flows provided by (used in) financing activities 32.2 (351.5)
Decrease in cash and cash equivalents (15.4) (46.6)
Cash and cash equivalents at beginning of year 331 69.4

Cash and cash equivalents at end of period $ 177 $ 228

Supplemental Disclosures of Cash Flow Information

Cash paid for interest $ 2993 $ 261.2
Interest capitalized 12.1 7.4
Cash paid for income taxes 149.7 245.1
The accompanying Notes to Consolidated Financial Statements are an integral part of these unaudited statements.
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.
Notes to Consolidated Financial Statements (unaudited)
1. Basis of Accounting Presentation
The accompanying unaudited consolidated financial statements for NiSource reflect all normal recurring adjustments
that are necessary, in the opinion of management, to present fairly the results of operations in accordance with
generally accepted accounting principles in the United States of America.
The accompanying financial statements should be read in conjunction with the consolidated financial statements and
notes thereto included in NiSource s Annual Report on Form 10-K for the fiscal year ended December 31, 2006.
Income for interim periods may not be indicative of results for the calendar year due to weather variations and other
factors.
2. Recent Accounting Pronouncements
Recently Adopted Accounting Pronouncements
SFAS No. 158 Employers Accounting for Defined Benefit Pension and Other Postretirement Plans. In
September 2006, the FASB issued SFAS No. 158 to improve existing reporting for defined benefit postretirement
plans by requiring employers to recognize in the statement of financial position the overfunded or underfunded status
of a defined benefit postretirement plan, among other changes. In the fourth quarter of 2006, NiSource adopted the
provisions of SFAS No. 158 requiring employers to recognize in the statement of financial position the overfunded or
underfunded status of a defined benefit postretirement plan, measured as the difference between the fair value of the
plan assets and the benefit obligation. On January 1, 2007, NiSource adopted the SFAS No. 158 measurement date
provisions requiring employers to measure plan assets and benefit obligations as of the fiscal year-end. The pre-tax
impact of adopting the SFAS No. 158 measurement date provisions increased deferred charges and other assets by
$9.4 million, decreased regulatory assets by $89.6 million, decreased retained earnings by $11.3 million, increased
accumulated other comprehensive income by $5.3 million and decreased accrued liabilities for postretirement and
postemployment benefits by $74.2 million. NiSource also recorded a reduction in deferred income taxes of
approximately $2.6 million. In addition, 2007 expense for pension and postretirement benefits reflects the updated
measurement date valuations.
With the adoption of SFAS No. 158 NiSource determined that for certain rate-regulated subsidiaries the future
recovery of pension and other postretirement plans costs is probable in accordance with the requirements of SFAS
No. 71. These rate-regulated subsidiaries recorded regulatory assets and liabilities that would otherwise have been
recorded to accumulated other comprehensive income.
Refer to Note 11, Pension and Other Postretirement Benefits, in the Notes to Consolidated Financial Statements for
additional information.
FIN 48 Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the
diversity in practice associated with certain aspects of the recognition and measurement requirements related to
accounting for income taxes. Specifically, this interpretation requires that a tax position meet a more-likely-than-not
recognition threshold for the benefit of an uncertain tax position to be recognized in the financial statements and
requires that benefit to be measured at the largest amount of benefit that is greater than 50% likely of being realized
upon ultimate settlement. When determining whether a tax position meets the more-likely-than-not recognition
threshold, it is to be based on whether it is probable of being sustained on audit by the appropriate taxing authorities,
based solely on the technical merits of the position. Additionally, FIN 48 provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for
fiscal years beginning after December 15, 2006.
On January 1, 2007, NiSource adopted the provisions of FIN 48. As a result of the implementation of FIN 48,
NiSource recognized a charge of $0.8 million to the opening balance of retained earnings. Refer to Note 10, Income
Taxes, in the Notes to Consolidated Financial Statements for additional information.

10
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.

Notes to Consolidated Financial Statements (unaudited) (continued)

SFAS No. 123 (revised 2004) Share-Based Payment. Effective January 1, 2006, NiSource adopted SFAS No. 123R
using the modified prospective transition method. SFAS No. 123R requires measurement of compensation cost for all
stock-based awards at fair value on the date of grant and recognition of compensation over the service period for
awards expected to vest. In accordance with the modified prospective transition method, NiSource s consolidated
financial statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS

No. 123R. Prior to the adoption of SFAS No. 123R, NiSource applied the intrinsic value method of APB No. 25 for
awards granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS

No. 123.

When it adopted SFAS No. 123R in the first quarter of 2006, NiSource recognized a cumulative effect of change in
accounting principle of $0.4 million, net of income taxes, which reflected the net cumulative impact of estimating
future forfeitures in the determination of period expense, rather than recording forfeitures when they occur as
previously permitted. Other than the requirement for expensing stock options, outstanding share-based awards will
continue to be accounted for substantially as they are currently. Refer to Note 13, Share-Based Compensation, in the
Notes to Consolidated Financial Statements for additional information.

Recently Issued Accounting Pronouncements

SFAS No. 157 Fair Value Measurements. In September 2006, the FASB issued SFAS No. 157 to define fair value,
establish a framework for measuring fair value and to expand disclosures about fair value measurements. NiSource is
currently reviewing the provisions of SFAS No. 157 to determine the impact it may have on its Consolidated Financial
Statements and Notes to Consolidated Financial Statements. SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007 and should be applied prospectively, with limited exceptions.

SFAS No. 159 The Fair Value Option for Financial Assets and Financial Liabilities Including an amendment
of FASB Statement No. 115. In February 2007, the FASB issued SFAS No. 159 which permits entities to choose to
measure certain financial instruments at fair value that are not currently required to be measured at fair value. Upon
adoption, a cumulative adjustment will be made to beginning retained earnings for the initial fair value option
remeasurement. Subsequent unrealized gains and losses for fair value option items will be reported in earnings. SFAS
No. 159 is effective for fiscal years beginning after November 15, 2007 and should not be applied retrospectively,
except as permitted for certain conditions for early adoption. NiSource is currently reviewing the provisions of SFAS
No. 159 to determine whether to elect fair value measurement for any of its financial assets or liabilities when it
adopts this standard in 2008.

3. Earnings Per Share

Basic EPS is computed by dividing income available to common stockholders by the weighted-average number of
shares of common stock outstanding for the period. The weighted average shares outstanding for diluted EPS include
the incremental effects of the various long-term incentive compensation plans. The numerator in calculating both
basic and diluted EPS for each period is reported net income. The computation of diluted average common shares
follows:

Three Months Nine Months

Ended September 30, Ended September 30,
(in thousands) 2007 2006 2007 2006
Denominator
Basic average common shares outstanding 273,881 272,548 273,765 272,431
Dilutive potential common shares
Nonqualified stock options 6 108 136 79
Shares contingently issuable under employee
stock plans 626 548 626 548

Table of Contents 18
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Shares restricted under employee stock plans 186 136 173 123
Diluted Average Common Shares 274,699 273,340 274,700 273,181
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.

Notes to Consolidated Financial Statements (unaudited) (continued)

4. Restructuring Activities

During the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under
which IBM was to provide a broad range of business transformation and outsourcing services to NiSource. The IBM
Agreement is for ten years with a transition period that ended on December 31, 2006. As of September 30, 2007, 873
employees were terminated as a result of the IBM Agreement. One employee was terminated during the nine months
ended September 30, 2007. In the first quarter of 2007, NiSource decided to bring back within the company certain
finance and accounting functions that were outsourced as a part of the IBM agreement. In October, 2007, NiSource
and IBM reached an agreement-in-principle on modifications to their long-term business services agreement. The
agreement-in-principle is not binding and is contingent on finalization of a definitive amendment to the agreement.
In the fourth quarter of 2005, NiSource announced a plan to reduce its executive ranks by approximately 15% to 20%
of the top-level executive group. As of September 30, 2007, 14 employees were terminated as a result of the executive
initiative, of which one and two employees were terminated during the quarter and nine months ended September 30,
2007, respectively. In part, this reduction has come through anticipated attrition and consolidation of basic positions.
In previous years, NiSource implemented restructuring initiatives to streamline its operations and realize efficiencies
as a result of the acquisition of Columbia. As of September 30, 2007, 1,567 employees were terminated, of which one
employee was terminated during the quarter and nine months ended September 30, 2007. Of the $2.8 million
remaining restructuring liability from the Columbia merger and related initiatives, $2.3 million is related to facility
exit costs.

Restructuring reserve by restructuring initiative:

Balance at Balance at
December 31, Benefits September 30,
(in millions) 2006 Paid Adjustments 2007
Outsourcing initiative $ 2.1 $ (0.1 $ $ 20
Executive initiative 1.2 0.5 0.7
Columbia merger and related initiatives 3.8 (1.7) 0.7 2.8
Total $ 7.1 $ 2.3 $0.7 $ 55

5. Discontinued Operations and Assets Held for Sale
The assets and liabilities of discontinued operations and held for sale on the Condensed Consolidated Balance Sheet at
September 30, 2007 were:

NDC NiSource NiSource  Lake Columbia

Douglas Corporatbevelopment FErie  Columbia  Gulf  Northern
(in millions) Properties Services Company Land TransmissidiransmissionIndiana  Total
Assets of discontinued
operations and held for sale
Property, plant and equipment,
net $53 $9.5 $1.6 $15.5 $9.0 $83 $0.2 $49.4
Other assets 0.8 0.8
Assets of discontinued
operations and held for sale $ 6.1 $9.5 $1.6 $15.5 $9.0 $83 $0.2 $50.2
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$(4.9)
(1.3)

$(6.2)
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Notes to Consolidated Financial Statements (unaudited) (continued)

The assets and liabilities of discontinued operations and held for sale on the Condensed Consolidated Balance Sheet at
December 31, 2006 were:

NDC NiSource NiSource
Lake
Douglas Corporate  Development Erie Columbia
(in millions) Properties Services Company Land Transmission Total
Assets of discontinued
operations and held for
sale
Property, plant and
equipment, net $ 104 $12.7 $1.8 $4.3 $124 $ 41.6
Other assets 1.2 0.2 1.4
Assets of discontinued
operations and held for sale $11.6 $12.7 $ 1.8 $4.5 $124 $ 43.0
Liabilities of discontinued
operations and held for
sale
Accounts payable $ 04 $ $ $ $ $ 04
Debt (10.0) (10.0)
Other liabilities (1.5) (1.5)
Liabilities of discontinued
operations and held for sale $(11.9) $ $ $ $ $(11.9)

Assets classified as discontinued operations or held for sale are no longer depreciated.

Columbia Gulf is in the process of selling a portion of its offshore facilities. On July 12, 2007, a Memorandum of
Understanding was signed between Columbia Gulf and Tennessee Gas Pipeline Company documenting NiSource s
commitment to sell a portion of Columbia Gulf s offshore assets to Tennessee Gas Pipeline Company. As
contemplated by the Memorandum of Understanding, on October 30, 2007, Columbia Gulf and Tennessee Gas
Pipeline Company executed a definitive purchase and sale agreement. Closing of the transaction is dependent upon the
receipt of required regulatory approvals which NiSource anticipates receiving in the first half of 2008. Tennessee Gas
Pipeline Company currently co-owns and utilizes the offshore assets being sold. In the third quarter of 2007, these
assets were classified as assets held for sale.

NDC Douglas Properties, a subsidiary of NiSource Development Companys, is in the process of exiting some of its
low income housing investments. Two of these investments were disposed of during 2006 and one in 2007. Two other
investments are expected to be sold or disposed of by the middle of 2008. NiSource has accounted for the investments
to be sold as assets and liabilities of discontinued operations. An impairment loss of $2.3 million was recorded in the
second quarter of 2006, due to the current book value exceeding the estimated fair value of these investments.
NiSource Corporate Services is in the process of selling its Marble Cliff facility. Impairment losses of $3.2 million
and $2.5 million were recognized in the first quarters of 2007 and 2006, respectively, due to the current book value
exceeding the estimated fair value of the facility. NiSource has accounted for this facility as assets held for sale.
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NiSource Development Company has been in the process of selling the former headquarters of Northern Indiana, and
therefore, had accounted for this facility as an asset held for sale in 2007. An impairment loss of $0.2 million was
recorded in the third quarter of 2007, due to the current book value exceeding the estimated sale price of the facility.
On October 9, 2007, NiSource Development Company sold the facility for net book value of $1.6 million.
In March 2005, Lake Erie Land, which is wholly owned by NiSource, began accounting for the operations of the Sand
Creek Golf Club as discontinued operations. In June 2006, the assets of the Sand Creek Golf Club, valued at
$11.9 million, and additional properties were sold to a private real estate development group. An after-tax loss of
$0.2 million was recorded in June 2006. As a result of the June 2006 transaction, property estimated to be sold to the
private developer during the next twelve months has been recorded as assets held for sale.

13
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Columbia Transmission is in the process of selling certain facilities that are non-core to the operation of the pipeline
system. In the second quarter, management decided to remove certain facilities from this group. This resulted in a
$3.0 million decrease to the balance of assets held for sale. Northern Indiana is also in the process of selling a
non-core facility. NiSource has accounted for these facilities as assets held for sale.

Results from discontinued operations from NDC Douglas Properties low income housing investments, the golf course
assets of Lake Erie Land and reserve changes for NiSource s former exploration and production subsidiary, CER, and
Transcom are provided in the following table:

Three Months Nine Months

Ended September 30, Ended September 30,
(in millions) 2007 2006 2007 2006
Revenues from Discontinued Operations $0.8 $1.4 $1.5 $ 4.7
Income (Loss) from discontinued operations 0.1 (0.6) 1.2 (3.6)
Income tax expense (benefit) 0.3) 0.8 (1.4)
Income (Loss) from Discontinued Operations net of
taxes $0.1 $(0.3) $0.4 $(2.2)
Gain on Disposition of Discontinued Operations net
of taxes $1.1 $ 0.1 $6.9 $04

Results from Discontinued Operations for the first nine months of 2007 includes a $7.5 million reduction, net of taxes,
in the liability for unrecognized tax benefits and $0.9 million in related interest, net of taxes, associated with the
issuance of additional tax guidance in the first quarter of 2007. Also included is a reduction in interest expense of
$0.6 million, net of taxes, related to the completion of a tax audit in the third quarter of 2007.

6. Asset Retirement Obligations

NiSource accounts for its asset retirement obligations in accordance with SFAS No. 143 and FIN 47. Certain costs of
removal that have been, and continue to be, included in depreciation rates and collected in the service rates of the
rate-regulated subsidiaries are classified as regulatory liabilities and other removal costs on the Condensed
Consolidated Balance Sheets.

NiSource activity for asset retirement obligations:

Three Months Nine Months
Ended September 30, Ended September 30,
(in millions) 2007 2006 2007 2006
Accretion expense $0.3 $0.3 $0.7 $0.8
Accretion recorded as a regulatory asset 1.5 1.5 4.6 4.7
Increase in Asset Retirement Obligation Liability $1.8 $1.8 $5.3 $5.5

7. Regulatory Matters
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Gas Distribution Operations Regulatory Matters

Significant Rate Developments. On August 29, 2007, the Kentucky Public Service Commission approved a
stipulation and settlement, authorizing Columbia of Kentucky to increase its base rates by $7.25 million annually. The
issue of whether the Kentucky Public Service Commission can authorize utilities to expediently recover costs (such as
main replacement costs) via tracker mechanisms is now the subject of pending litigation, not involving Columbia of
Kentucky.

14
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On October 31, 2007, the Massachusetts Department of Public Utilities approved a $5.9 million increase in Bay State
base rates, effective November 1, 2007. The increase was pursuant to Bay State s existing PBR mechanism. In a
separate filing, Bay State on October 17, 2007 petitioned the Massachusetts Department of Public Utilities to allow
the company to collect an additional $7.5 million in annual revenue. Bay State also requested approval of a steel
infrastructure tracker that would allow for recovery of ongoing infrastructure replacement program investments.
On May 9, 2007, the IURC approved Northern Indiana s petition to simplify rates, stabilize revenues and provide for
energy efficiency funding. The order adopts a new rate structure that enhances Northern Indiana s ability to increase
revenues and provides incremental funding for an energy efficiency program.
Cost Recovery and Trackers. A significant portion of the distribution companies revenue is related to the recovery
of gas costs, the review and recovery of which occurs via standard regulatory proceedings. All states require periodic
review of actual gas procurement activity to determine prudence and to permit the recovery of prudently incurred
costs related to the supply of gas for customers. NiSource distribution companies have historically been found prudent
in the procurement of gas supplies to serve customers.
Certain operating costs of the NiSource distribution companies are significant, recurring in nature, and generally
outside the control of the distribution companies. Some states allow the recovery of such costs via cost tracking
mechanisms. Such tracking mechanisms allow for abbreviated regulatory proceedings in order for the distribution
companies to implement charges and recover appropriate costs. Tracking mechanisms allow for more timely recovery
of such costs as compared with more traditional cost recovery mechanisms. Examples of such mechanisms include gas
cost recovery adjustment mechanisms, tax riders, and bad debt recovery mechanisms. Gas Distribution Operations
revenue is increased by the implementation and recovery of costs via such tracking mechanisms.
Comparability of Gas Distribution Operations line item operating results is impacted by these regulatory trackers that
allow for the recovery in rates of certain costs such as bad debt expenses. Increases in the expenses that are the subject
of trackers result in a corresponding increase in net revenues and therefore have essentially no impact on total
operating income results.
Certain types of natural gas risers, which are owned by customers, on Columbia of Ohio s distribution system have
been evaluated under a study required by the PUCO, and have been found prone to leak natural gas under certain
conditions. On February 1, 2007, Columbia of Ohio announced plans to identify and replace these risers on its
distribution system. As of September 30, 2007, Columbia of Ohio deferred $4.2 million of costs associated with the
study and identification of these natural gas risers as a regulatory asset and currently estimates that the cost to identify
and replace the risers will approximate $165 million. On October 26, 2007, Columbia of Ohio and the PUCO Staff
filed a Joint Stipulation and Recommendation that provided for Columbia of Ohio s assumption of financial
responsibility for the repair or replacement of customer-owned service lines and the replacement of risers prone to
leak. In addition, the Stipulation provides for Columbia of Ohio to capitalize its investment in the service lines and
risers, as well as the establishment of a tracking mechanism that would provide for the recovery of operating and
maintenance costs related to Columbia of Ohio s capitalized investment and its expenses incurred in identifying risers
prone to leak. The PUCO is receiving evidence in this matter and is expected to issue an order during the first quarter
of 2008.
Customer Usage. The NiSource distribution companies have experienced declining usage by customers, due in large
part to the sensitivity of sales to increases in commodity prices. A significant portion of the LDCs operating costs are
fixed in nature. Historically, rate design at the distribution level has been structured such that a large portion of cost
recovery is based upon throughput, rather than a fixed charge. Many of NiSource s LDCs are evaluating mechanisms
that would de-couple the recovery of fixed costs from throughput, and implement recovery mechanisms that more
closely link the recovery of fixed costs with fixed charges. Each of the states in which the NiSource LDCs operate has
different requirements regarding the procedure for establishing such changes.
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Gas Transmission and Storage Operations Regulatory Matters
Significant FERC Developments. On June 30, 2005, the FERC issued the Order on Accounting for Pipeline
Assessment Costs. This guidance was issued by the FERC to address consistent application across the industry for
accounting for the costs of implementing the DOT s Integrity Management Rule. The effective date of the guidance
was January 1, 2006 after which all assessment costs have been recorded as operating expenses. The rule specifically
provides that amounts capitalized in periods prior to January 1, 2006 will be permitted to remain as recorded.
Columbia Gulf and Columbia Transmission are cooperating with the FERC on an informal non-public investigation of
certain operating practices regarding tariff services offered by those companies. At this time, the companies cannot
predict what the result of that investigation will be, but the FERC has indicated that it may seek to impose fines and
possibly seek other remedies as well.
Millennium Pipeline Project. Millennium received FERC approval for a pipeline project, in which Columbia
Transmission is participating, which will provide access to a number of supply and storage basins and the Dawn,
Ontario trading hub. The reconfigured project, which was approved by the FERC in a certificate order issued
December 21, 2006, will begin at an interconnect with Empire, an existing pipeline that originates at the Canadian
border and extends easterly towards Syracuse, New York. Empire will construct a lateral pipeline southward to
connect with Millennium near Corning, New York. Millennium will extend eastward to an interconnect with
Algonquin at Ramapo, New York. The Millennium partnership is currently made up of the following companies:
Columbia Transmission (47.5%), DTE Millennium (26.25%), and KeySpan Millennium (26.25%). Columbia
Transmission will be the operator.
The reconfigured Millennium project relies on completion of some or all of several other related pipeline projects
proposed by Empire, Algonquin, and Iroquois collectively referred to as the Companion Pipelines. The December 21,
2006 certificate order also granted the necessary project approvals to the Companion Pipelines. Construction began on
June 22, 2007 with a projected in-service date of November 1, 2008.
Hardy Storage Project. Both Hardy Storage and Columbia Transmission filed the necessary applications for the
projects with the FERC on April 25, 2005, and received favorable orders on November 1, 2005. On October 26, 2006,
Hardy Storage filed an application seeking to amend the November 1, 2005 order to revise the initial rates and
estimated costs for the project pursuant to executed settlement agreements with Hardy Storage s customers. The
certificate amendment was approved by FERC on March 15, 2007. Hardy Storage began injecting gas into storage on
April 1, 2007.
Eastern Market Expansion Project. On May 3, 2007, Columbia Transmission filed a certificate application before
the FERC for approval to expand its facilities to provide additional storage and transportation services and to replace
certain existing facilities. The expansion will add 97,000 Dth per day of storage and transportation capacity and is
fully contracted on a long-term, firm basis. Columbia Transmission requested FERC approval by December 2007 and
proposed to place the Eastern Market Expansion in service by spring 2009. On October 1, 2007, the FERC issued a
favorable environmental assessment for public comment in this project.
Electric Operations Regulatory Matters
Significant Rate Developments. To settle a proceeding regarding Northern Indiana s request to recover intermediate
dispatchable power costs, Northern Indiana has agreed to file an electric base rate case on or before July 1, 2008.
During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23,
2002, the IURC issued an order adopting most aspects of the settlement. The order approving the settlement provides
that electric customers of Northern Indiana will receive bill credits of approximately $55.1 million each year. The
credits will continue at the same annual level and per the same methodology, until the [TURC enters a basic rate order
that approves revised Northern Indiana s electric rates. The order included a rate moratorium that
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expired on July 31, 2006. The order also provides that 60% of any future earnings beyond a specified earnings level
will be retained by Northern Indiana. The revenue credit is calculated based on electric usage and therefore in times of
high usage the credit may be more than the $55.1 million target. Credits amounting to $44.3 million and $37.9 million
were recognized for electric customers for the first nine months of 2007 and 2006, respectively.

MISO. As part of Northern Indiana s participation in the MISO transmission service and wholesale energy market,
certain administrative fees and non-fuel costs have been incurred. IURC Orders have been issued authorizing the
deferral for consideration in a future rate case proceeding the administrative fees and certain non-fuel related costs
incurred after Northern Indiana s rate moratorium, which expired on July 31, 2006. During the first nine months of
2007 non-fuel costs were $13.4 million, all of which was deferred in accordance with the aforementioned orders. In
addition, administrative, FERC and other fees of $4.9 million were deferred. In total, for the nine months ended
September 30, 2007 and 2006, MISO costs of $18.3 million and $4.0 million, respectively, were deferred.

On April 25, 2006, the FERC issued an order on the MISO s Transmission and Energy Markets Tariff, stating that
MISO had violated the tariff on several issues including not assessing revenue sufficiency guarantee charges on
virtual bids and offers and for charging revenue sufficiency guarantee charges on imports. The FERC ordered MISO
to perform a resettlement of these charges back to April 1, 2005. This resettlement began on June 9, 2007 and is
anticipated to conclude in January 2008. Northern Indiana is estimating that this resettlement will result in a

$6 million reduction in purchased power expenses that will positively impact net revenues within the Statements of
Consolidated Income. As of September 30, 2007, Northern Indiana has recorded a $3.5 million credit in purchased
power costs and a $7.8 million regulatory asset related to this resettlement. In addition, Northern Indiana anticipates
recording approximately $13 million in related charges on the balance sheet as a regulatory asset, in accordance with
previous IURC orders allowing deferral of certain non-fuel MISO costs. On August 10, 2007, Northern Indiana, along
with Ameren Corporation, filed a joint protest at FERC that includes disagreements with MISO s interpretation of the
order regarding the financial allocation of revenue sufficiency guarantee payments.

On September 14, 2007, MISO filed a tariff with FERC outlining the development of an ASM. The ASM will allow
participants to buy and sell operating reserves and regulation services that are essential to reliability. The pricing of
these markets will be co-optimized with the current energy markets and MISO is targeting the start of the ASM for
2008. Northern Indiana is an active stakeholder in the process used in designing, testing and implementing the ASM
and in developing the surrounding business practices. At this time, Northern Indiana is unable to determine what
impact the ASM will have on its operations or cash flows.

Cost Recovery and Trackers. A significant portion of the Northern Indiana s revenue is related to the recovery of fuel
costs to generate power and the fuel costs related to purchased power. These costs are recovered through a FAC, a
standard, quarterly, summary regulatory proceeding in Indiana.

On October 16, 2007, Northern Indiana announced that an agreement was reached with the OUCC, LaPorte County
and a group of Northern Indiana industrial customers to resolve questions relating to the costs paid by customers for
power purchased by Northern Indiana versus the amount of these costs absorbed by Northern Indiana. This Settlement
Agreement is subject to approval by the [IURC. Northern Indiana has agreed to pay a one-time refund to customers of
$33.5 million to resolve this question as it relates to power purchased from January 1, 2006 through September 30,
2007. A reserve for this amount was recorded in the third quarter of 2007. Effective October 1, 2007, Northern
Indiana will implement a new benchmarking standard that will govern the allocation of costs for purchased power
between customers and Northern Indiana. The benchmark defines the price below which customers will pay for power
purchases and above which Northern Indiana must absorb a portion of the costs. The benchmark is based upon the
costs of power generated by hypothetical natural gas fired CCGT s using gas purchased and delivered to Northern
Indiana. This will most likely result in Northern Indiana absorbing some purchased power costs that will reduce net
revenues during future periods. The agreement also contemplates Northern Indiana adding generating capacity to its
existing portfolio. The benchmark will be adjusted as new capacity is added. However, the added generating capacity
will substantially reduce the amount of purchased power and mitigate the impact of the adjusted benchmark. Further,
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the settling parties agreed to support Northern Indiana s deferral and future recovery of carrying costs and depreciation
associated with the acquisition of new generating facilities.
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On November 1, 2007, Northern Indiana filed its bi-annual IRP with the ITURC. The plan showed a need for adding
approximately 1,000 mw of new capacity. Additionally, during November 2007, Northern Indiana plans to file a
CPCN as well as contracts to purchase power generated with renewable energy, specifically with wind. The CPCN
will seek approval to purchase two CCGT power plants the Whiting Clean Energy facility owned by PEI, a wholly
owned subsidiary of NiSource, and the Sugar Creek facility located in west central Indiana and owned by LS Power
Group. The combined cost of these two facilities is estimated to exceed $500 million. Northern Indiana will request
the IURC and the FERC to approve these purchases by the second quarter of 2008.
On November 26, 2002, Northern Indiana received approval from the [URC for an ECT. Under the ECT, Northern
Indiana is permitted to recover (1) AFUDC and a return on the capital investment expended by Northern Indiana to
implement IDEM s NOx State Implementation Plan through an ECRM and (2) related operation and maintenance and
depreciation expenses once the environmental facilities become operational through an EERM. Under the IURC s
November 26, 2002 order, Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and
on an annual basis for the EERM. In December 2006, the [IURC approved Northern Indiana s emissions compliance
plan at that time with an estimated cost of $312.8 million. Northern Indiana also filed a petition with the TURC in
December 2006 for appropriate cost treatment and recovery of emission control construction needed to address the
Phase I CAIR requirements of the Indiana Air Pollution Control Board s CAIR rules that became effective on
February 25, 2007. On July 3, 2007, Northern Indiana received an [URC order issuing a certificate of public
convenience and necessity for the CAIR and CAMR Phase I Compliance Plan Projects, estimated to cost
approximately $23 million. Northern Indiana will include the CAIR and CAMR Phase I Compliance Plan costs to be
recovered in the semi-annual and annual ECRM and EERM filing six months after construction costs begin. On
October 10, 2007, Northern Indiana filed for approval a revised cost estimate to meet the NOx, SO2 and Mercury
emissions environmental standards. Northern Indiana anticipates a total capital investment of approximately
$339 million. On October 10, 2007, the TURC approved ECR-10 for capital expenditures (net of accumulated
depreciation) of $237.4 million.
Mitchell Station. In January 2002, Northern Indiana indefinitely shut down its Mitchell Station. In February 2004, the
City of Gary announced an interest in acquiring the land on which the Mitchell Station is located for economic
development, including a proposal to increase the length of the runways at the Gary International Airport. Northern
Indiana, with input from a broad based stakeholder group, is evaluating the appropriate course of action for the
Mitchell Station facility in light of Northwest Indiana s need for that property and the substantial costs associated with
restarting the facility including the potential increase in level of environmental controls required. Northern Indiana has
received guidance from the IDEM that any reactivation of this facility would require a preconstruction New Source
Review Standards permit. The detailed review of approaches to meeting customer s need for power in the future filed
in the IRP did not recommend restarting the Mitchell Station.
8. Risk Management and Energy Trading Activities
NiSource uses commodity-based derivative financial instruments primarily to manage commodity price risk and
interest rate risk exposure in its business as well as for commercial and industrial sales. NiSource is not involved in
speculative energy trading activity. NiSource accounts for its derivatives in accordance with SFAS No. 133. Under
SFAS No. 133, if certain conditions are met, a derivative may be specifically designated as (a) a hedge of the exposure
to changes in the fair value of a recognized asset or liability or an unrecognized firm commitment, or (b) a hedge of
the exposure to variable cash flows of a forecasted transaction.
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NiSource s derivatives on the Condensed Consolidated Balance Sheets at September 30, 2007 were:

(in millions) Hedge Non-Hedge Total
Price risk management assets

Current assets $ 99.6 $ 14.8 $ 1144
Other assets 10.4 0.2 10.6
Total price risk management assets $110.0 $ 15.0 $ 125.0

Price risk management liabilities

Current liabilities $(57.0) $(34.7) $ 91.7)
Other liabilities (16.0) (1.5) (17.5)
Total price risk management liabilities $ (73.0) $(36.2) $(109.2)

NiSource s derivatives on the Condensed Consolidated Balance Sheets at December 31, 2006 were:

(in millions) Hedge Non-Hedge Total
Price risk management assets

Current assets $ 236.6 $ 1.1 $ 237.7
Other assets 49.8 0.1 49.9
Total price risk management assets $ 2864 $ 1.2 $ 287.6

Price risk management liabilities

Current liabilities $(202.8) $(56.6) $(259.4)
Other liabilities (32.5) 5.7 (38.2)
Total price risk management liabilities $(235.3) $(62.3) $(297.6)

The hedging activity for the third quarter and nine months ended September 30, 2007 and 2006 affecting accumulated
other comprehensive income, with respect to cash flow hedges included the following:

Three Months Nine Months
Ended September 30, Ended September 30,
(in millions, net of taxes) 2007 2006 2007 2006
Net unrealized gains on derivatives qualifying as
cash flow hedges at the beginning of the period $ 345 $ 85.2 $ 314 $ 150.7
Unrealized hedging losses arising during the period
on derivatives qualifying as cash flow hedges (12.3) (41.2) (106.0)
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Reclassification adjustment for net gain included in
net income (7.2) (16.4) 0.7)

Net unrealized gains on derivatives qualifying as
cash flow hedges at the end of the period $ 15.0 $ 44.0 $ 15.0 $ 44.0

During the third quarter of 2007 and 2006, no amounts were recognized in earnings due to the ineffectiveness of
derivative instruments being accounted for as hedges. All derivatives classified as a hedge are assessed for hedge
effectiveness, with any components determined to be ineffective charged to earnings or classified as a regulatory asset
or liability per SFAS No. 71 as appropriate. During the third quarter of 2007 and 2006, NiSource reclassified no
amounts related to its cash flow hedges from accumulated other comprehensive income to earnings, due to the
probability that certain forecasted transactions would not occur. It is anticipated that during the next twelve months
the expiration and settlement of cash flow hedge contracts will result in income statement recognition of amounts
currently classified in accumulated other comprehensive income of approximately $29.3 million of income, net of
taxes.
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Commodity Price Risk Programs. Northern Indiana, Northern Indiana Fuel and Light, Kokomo Gas, Northern
Utilities, Columbia of Pennsylvania, Columbia of Kentucky, Columbia of Maryland and Columbia of Virginia use
NYMEX derivative contracts to minimize risk associated with gas price volatility. These derivative hedging programs
must be marked to fair value, but because these derivatives are used within the framework of their gas cost recovery
mechanism, regulatory assets or liabilities are recorded to offset the change in the fair value of these derivatives.
Northern Indiana offers a PPS as an alternative to the standard gas cost recovery mechanism. This service provides
Northern Indiana customers with the opportunity to either lock in their gas cost or place a cap on the total cost that
could be charged for any future month specified. In order to hedge the anticipated physical purchases associated with
these obligations, Northern Indiana purchases NYMEX futures, NYMEX options and basis contracts that correspond
to a fixed or capped price in the associated delivery month. Columbia of Virginia started a program in April 2005
similar to the Northern Indiana PPS, which allows non-jurisdictional customers the opportunity to lock in their gas
cost. These derivative programs are accounted for as cash flow hedges.
Northern Indiana also offers a DependaBill program to its customers as an alternative to the standard tariff rate that is
charged to residential customers. The program allows Northern Indiana customers to fix their total monthly bill at a
flat rate regardless of gas usage or commodity cost. In order to hedge the anticipated physical purchases associated
with these obligations, Northern Indiana purchases NYMEX futures, NYMEX options and basis contracts that match
the anticipated delivery needs of the program. This derivative program is accounted for as a cash flow hedge.
As part of the MISO Day 2 initiative, Northern Indiana was allocated and has purchased FTRs. These rights help
Northern Indiana offset congestion costs due to the MISO Day 2 activity. The FTRs do not qualify for hedge
accounting treatment, but since congestion costs are recoverable through the fuel cost recovery mechanism the related
gains and losses associated with these transactions are recorded as a regulatory asset or liability, in accordance with
SFAS No. 71. Additionally, Northern Indiana also uses derivative contracts to minimize risk associated with power
price volatility. These derivative programs must be marked to fair value, but because these derivatives are used within
the framework of their cost recovery mechanism, regulatory assets or liabilities are recorded to offset the change in the
fair value of these derivatives.
For regulatory incentive purposes, Northern Indiana enters into gas purchase contracts at first of the month prices that
give counterparties the daily option to either sell an additional package of gas at first of the month prices or recall the
original volume to be delivered. Northern Indiana charges a fee for this option. The changes in the fair value of these
options are primarily due to the changing expectations of the future intra-month volatility of gas prices. These written
options are derivative instruments, must be marked to fair value and do not meet the requirement for hedge accounting
treatment. However, in accordance with SFAS No. 71, Northern Indiana records the related gains and losses
associated with these transactions as a regulatory asset or liability.
For regulatory incentive purposes, Columbia of Kentucky, Columbia of Ohio, Columbia of Pennsylvania, and
Columbia of Maryland (collectively, the Columbia LDCs ) enter into contracts that allow counterparties the option to
sell gas to Columbia LDCs at first of the month prices for a particular month of delivery. Columbia LDCs charge the
counterparties a fee for this option. The changes in the fair value of the options are primarily due to the changing
expectations of the future intra-month volatility of gas prices. These Columbia LDCs defer a portion of the change in
the fair value of the options as either a regulatory asset or liability in accordance with SFAS No. 71 based on the
regulatory customer sharing mechanisms in place, with the remaining changes in fair value recognized currently in
earnings.
Columbia Energy Services has fixed price gas delivery commitments to three municipalities in the United States.
Columbia Energy Services entered into a forward purchase agreement with a gas supplier, wherein the supplier will
fulfill the delivery obligation requirements at a slight premium to index. In order to hedge this anticipated future
purchase of gas from the gas supplier, Columbia Energy Services entered into commodity swaps priced at the
locations designated for physical delivery. These commodity swap derivatives are accounted for as cash flow hedges.
20
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.
Notes to Consolidated Financial Statements (unaudited) (continued)
Commodity price risk programs included in price risk assets and liabilities:

September 30, 2007 December 31, 2006

(in millions) Assets Liabilities Assets Liabilities
Gas price volatility program derivatives $ 03 $(36.1) $ $(58.9)
PPS program derivatives (1.3) 0.7 (7.3)
DependaBill program derivatives (1.3) 0.3 2.4)
Electric energy program derivatives 14.7 0.1 0.7 (1.6)
Regulatory incentive program derivatives 0.5 (1.8)
Forward purchage agreements derivates 60.1 110.0

Total commodity price risk programs included $75.1 $(38.8) $112.2 $(72.0)

Interest Rate Risk Activities. Contemporaneously with the pricing of the 5.25% and 5.45% notes issued

September 16, 2005, NiSource Finance settled $900 million of forward starting interest rate swap agreements with six
counterparties. NiSource paid an aggregate settlement payment of $35.5 million which is being amortized as an
increase to interest expense over the term of the underlying debt, resulting in an effective interest rate of 5.67% and
5.88%, respectively.

NiSource has entered into interest rate swap agreements to modify the interest rate characteristics of its outstanding
long-term debt from fixed to variable. On May 12, 2004, NiSource Finance entered into fixed-to-variable interest rate
swap agreements in a notional amount of $660 million with six counterparties having a 6 1/2-year term. NiSource
Finance will receive payments based upon a fixed 7.875% interest rate and pay a floating interest amount based on
U.S. 6-month BBA LIBOR plus an average of 3.08% per annum. There was no exchange of premium at the initial
date of the swaps. In addition, each party has the right to cancel the swaps on May 15, 2009.

On July 22, 2003, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount
of $500 million with four counterparties with an 11-year term. NiSource Finance will receive payments based upon a
fixed 5.40% interest rate and pay a floating interest amount based on U.S. 6-month BBA LIBOR plus an average of
0.78% per annum. There was no exchange of premium at the initial date of the swaps. In addition, each party has the
right to cancel the swaps on either July 15, 2008 or July 15, 2013.

As a result of the fixed-to-variable interest rate swap transactions referenced above, $1,160 million of NiSource
Finance s existing long-term debt is now subject to fluctuations in interest rates. These interest rate swaps are
designated as fair value hedges. The effectiveness of the interest rate swaps in offsetting the exposure to changes in
the debt s fair value is measured pursuant to SFAS No. 133. NiSource had no net gain or loss recognized in earnings
due to hedging ineffectiveness from prior years.

Interest rate risk activities programs included in price risk management assets and liabilities:

September 30, 2007 December 31, 2006
(in millions) Assets Liabilities Assets Liabilities
Interest rate swap derivatives $ $(14.0) $ $(27.3)
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Marketing, Trading and Other Activities. The operations of TPC primarily involve commercial and industrial gas
sales, whereby TPC utilizes gas derivatives to hedge its expected future gas purchases. These derivatives associated
with commercial and industrial gas sales are accounted for as cash flow hedges. In addition, TPC, on behalf of
Whiting Clean Energy, has also entered into power and gas derivative contracts to manage commodity price risk
associated with operating Whiting Clean Energy.
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.
Notes to Consolidated Financial Statements (unaudited) (continued)
Marketing and power programs included in price risk management assets and liabilities:

September 30, 2007 December 31, 2006
(in millions) Assets Liabilities Assets Liabilities
Gas marketing derivatives $49.9 $(56.4) $174.3 $(198.3)
Power forward derivatives 1.1
Total marketing and power programs $49.9 $(56.4) $175.4 $(198.3)

9. Goodwill Assets

NiSource s goodwill assets at September 30, 2007 were $3,677.3 million pertaining primarily to the acquisition of
Columbia on November 1, 2000. The goodwill balances at September 30, 2007 for Northern Indiana Fuel and Light
and Kokomo Gas were $13.3 million and $5.5 million, respectively.

In the quarters ended June 30, 2007 and June 30, 2006, NiSource performed its annual impairment test of goodwill
associated with the purchases of Columbia, Northern Indiana Fuel and Light and Kokomo Gas. The results of the
June 30, 2007 and June 30, 2006 impairment tests indicated that no impairment charge was required. For the purpose
of testing for impairment the goodwill recorded in the acquisition of Columbia, the related subsidiaries were
aggregated into two distinct reporting units, one within the Gas Distribution Operations segment and one within the
Gas Transmission and Storage Operations segment. NiSource uses the discounted cash flow method to estimate the
fair value of its reporting units for the purposes of this test.

10. Income Taxes

On January 1, 2007, NiSource adopted the provisions of FIN 48. As a result of the implementation of FIN 48,
NiSource recognized a charge of $0.9 million to the opening balance of retained earnings, which includes the
adjustment to the liability for unrecognized tax benefits shown below. The total amount of the liability for
unrecognized tax benefits as of the date of adoption was $16.0 million, which was included in Other noncurrent
liabilities, on the Condensed Consolidated Balance Sheets. As a result of the implementation of FIN 48, NiSource
recognized the following changes in the liability for unrecognized tax benefits:

(in millions) Total
Reduction in Retained Earnings (cumulative effect) $ 09
Additional Deferred Tax Liabilities 0.9
Net increase in liability for unrecognized tax benefits $

Included in the balance of unrecognized tax benefits at January 1, 2007, are $2.9 million of tax benefits that, if
recognized, would affect the effective tax rate. Also included in the balance of unrecognized tax benefits at January 1,
2007, are $7.5 million of tax benefits that, if recognized, would result in an increase to Gain on Disposition of
Discontinued Operations and $5.6 million of tax benefits that, if recognized, would result in adjustments to deferred
taxes.

Effective January 1, 2007, NiSource recognizes accrued interest and penalties related to unrecognized tax benefits in
income tax expense. In prior years, NiSource recognized such accrued interest in interest expense and penalties in
other expenses. During the years ended December 31, 2006, and December 31, 2005, NiSource recognized
approximately $1.3 million and $0.8 million, respectively, of interest in the Statements of Consolidated Income.
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NiSource also had $3.5 million and $2.2 million accrued on the Condensed Consolidated Balance Sheets for the
payment of interest at December 31, 2006, and December 31, 2005. No amounts have been estimated or accrued for
penalties. Upon adoption of FIN 48 on January 1, 2007, NiSource decreased its accrual for interest on unrecognized
tax benefits to $3.3 million, resulting in a $0.1 million increase (net of tax) to the opening balance of retained

earnings.
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.

Notes to Consolidated Financial Statements (unaudited) (continued)

NiSource is subject to income taxation in the United States and various state jurisdictions, primarily Indiana, West
Virginia, Virginia, Pennsylvania, Kentucky, Massachusetts, New Hampshire, Maine, Louisiana, Mississippi,
Maryland, Illinois, Tennessee, New Jersey and New York.

Because NiSource is part of the IRS s Large and Mid-Size Business program, each year s federal income tax return is
typically audited by the IRS. Tax years through 2002 have been audited and are settled and closed to further
assessment. The two issues from our 1999 and 2000 tax years, that had been petitioned to the Tax Court and
subsequently settled with the IRS, received approval of the Tax Court in the third quarter of 2007. The audit of tax
years 2003 and 2004 was concluded in the third quarter of 2007 with all issues being agreed to between the IRS and
NiSource. The audit of tax years 2005 and 2006 is expected to commence in the fourth quarter of 2007 or first quarter
of 2008.

The statute of limitations in each of the state jurisdictions in which NiSource operates remain open until the years are
settled for federal income tax purposes, at which time amended state income tax returns reflecting all federal income
tax adjustments are filed. There are no state income tax audits currently in progress.

NiSource s interim effective tax rates reflect the estimated annual effective tax rate for 2007 and 2006, respectively,
adjusted for tax expense associated with certain discrete items. The effective tax rates for the quarter ended
September 30, 2007 and September 30, 2006 were 27.4% and 34.2%, respectively. The effective tax rates differ from
the federal tax rate of 35% primarily due to the effects of tax credits, state income taxes, utility rate-making, and other
permanent book-to-tax differences such as the electric production tax deduction provided under Internal Revenue
Code Section 199. Both the third quarter of 2007 and third quarter of 2006 include approximately $1 million in
adjustments to tax expense primarily related to prior year tax accrual versus return adjustments, which had the effect
of reducing the effective rates below the expected rate of approximately 37%. The impact of these reductions in tax
expense has a more significant impact on the third quarter 2007 effective tax rates because pre-tax earnings are lower
in that quarter.

As of September 30, 2007, the Condensed Consolidated Balance Sheet reflects a reduction of $11.8 million in the
liability for unrecognized tax benefits from the January 1, 2007 amount. In the first quarter of 2007, the liability was
reduced by $1.5 million to reflect negotiations associated with the 1999-2002 Tax Court petition and by $7.5 million
as discussed in Note 5, Discontinued Operations and Assets Held for Sale. In the second quarter of 2007, NiSource
reclassified $3.5 million of its liability for unrecognized tax benefits to Taxes Accrued to reflect settlement of the Tax
Court petition and the completion of the 2003-2004 IRS audit. With additional accrued liability of $0.4 million and
$0.3 million in the second and third quarters of 2007, respectively, NiSource s ending liability for unrecognized tax
benefits as of September 30, 2007 was $4.2 million. These reductions did not materially impact the effective tax rate.
NiSource does not anticipate any significant changes to its liability for unrecognized tax benefits over the next twelve
months.

11. Pension and Other Postretirement Benefits

NiSource provides defined contribution plans and noncontributory defined benefit retirement plans that cover its
employees. Benefits under the defined benefit retirement plans reflect the employees compensation, years of service
and age at retirement. Additionally, NiSource provides health care and life insurance benefits for certain retired
employees. The majority of employees may become eligible for these benefits if they reach retirement age while
working for NiSource.

As of December 31, 2006, NiSource used September 30 as its measurement date for its pension and postretirement
benefit plans. On January 1, 2007, NiSource adopted the SFAS No. 158 measurement date provisions requiring
employers to measure plan assets and benefit obligations as of the fiscal year-end. The pre-tax impact of adopting the
SFAS No. 158 measurement date provisions increased deferred charges and other assets by $9.4 million, decreased
regulatory assets by $89.6 million, decreased retained earnings by $11.3 million, increased accumulated other
comprehensive income by $5.3 million and decreased accrued liabilities for postretirement and postemployment
benefits by $74.2 million. NiSource also recorded a reduction in deferred income taxes of approximately $2.6 million.
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In addition, 2007 expense for pension and postretirement benefits reflects the updated measurement date valuations. In
the fourth quarter of 2006, NiSource adopted the provisions of SFAS No. 158
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.

Notes to Consolidated Financial Statements (unaudited) (continued)

requiring employers to recognize in the statement of financial position the overfunded or underfunded status of a
defined benefit postretirement plan, measured as the difference between the fair value of the plan assets and the

benefit obligation.

The following table provides NiSource s various postretirement benefit plans funded status at January 1, 2007, based
on a December 31, 2006 measurement date compared to the funded status of NiSource s various postretirement benefit
plans at December 31, 2006 based on a September 30, 2006 measurement date:

Other Postretirement

Pension Benefits Benefits
Dec. 31, Jan. 1, Dec. 31,
(in millions) Jan. 1, 2007 2006 2007 2006
Benefit obligation $2,278.6 $2,285.7 $ 7741 $ 7704
Fair value of plan assets $2,129.7 $2.,052.3 $ 257.3 $ 2552
Funded Status $ (148.9) $ (233.4) $(516.8) $(515.2)

The key assumptions used to measure NiSource s various postretirement benefits plans funded status at January 1,
2007 were the same as those used for the previous September 30, 2006, measurement date.

NiSource expects to make contributions of $66.7 million to its pension plans and $52.3 million to its other
postretirement benefit plans during 2007. Through September 30, 2007, NiSource has contributed $65.8 million to its
pension plans and $40.4 million to its other postretirement benefit plans.

The following tables provide the components of the plans net periodic benefits cost for the third quarter and nine
months ended September 30, 2007 and 2006:

Other Postretirement

Pension Benefits Benefits

Three Months Ended September 30, (in millions) 2007 2006 2007 2006

Components of Net Periodic Benefit Cost

Service cost $ 103 $ 10.6 $ 25 $ 23

Interest cost 32.0 31.2 10.9 10.2

Expected return on assets (46.8) (43.9) (5.2) (4.6)
Amortization of transitional obligation 2.0 2.0

Amortization of prior service cost 1.3 1.5 0.1 0.1

Recognized actuarial loss 2.1 4.7 14 1.5

Total Net Periodic Benefits Cost $ 1.1 $ 4.1 $11.7 $11.5

Other Postretirement
Pension Benefits Benefits
Nine Months Ended September 30, (in millions) 2007 2006 2007 2006
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Components of Net Periodic Benefit Cost

Service cost $ 309 $ 319 $ 74 $ 70

Interest cost 95.8 93.7 32.7 304

Expected return on assets (140.2) (131.7) (15.7) (13.8)

Amortization of transitional obligation 6.0 6.0

Amortization of prior service cost 4.1 4.5 0.3 0.3

Recognized actuarial loss 6.1 13.9 44 4.6

Net Periodic Benefit Costs 3.3) 12.3 35.1 34.5

Additional loss recognized due to:

Settlement loss 0.9

Total Net Periodic Benefits Cost $ 3.3 $ 132 $ 35.1 $ 345
24
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ITEM 1. FINANCIAL STATEMENTS (continued)

NiSource Inc.

Notes to Consolidated Financial Statements (unaudited) (continued)

12. Long Term Debt

On August 31, 2007, NiSource Finance issued $800 million of 6.40% 10.5-year senior unsecured notes that mature
March 15, 2018. The proceeds were used to repay short-term bank borrowings, to fund the redemption of $24 million
of Northern Indiana variable rate pollution control bonds due November 2007 and for capital expenditures and general
corporate purposes. The short-term bank borrowings were previously used to fund the redemption of Northern
Indiana s preferred stock in 2006, having a total redemption value of $81.6 million, and for the repayment of an
aggregate $503.5 million of long-term debt in 2006 and the first nine months of 2007.

Capital Markets $75 million 6.78% senior notes due December 1, 2027 contain a provision which entitles the holders
to require Capital Markets to redeem the notes at 100% of the principal amount plus accrued interest on December 1,
2007. As of November 1, 2007, Capital Markets has received notice from holders of $72 million of the notes
requesting redemption.

13. Share-Based Compensation

NiSource currently issues long-term incentive grants to key management employees under a long-term incentive plan
approved by stockholders on April 13, 1994 (1994 Plan). The 1994 Plan, as amended and restated, permits the
following types of grants, separately or in combination: nonqualified stock options, incentive stock options, restricted
stock awards, stock appreciation rights, performance units, contingent stock awards and dividend equivalents payable
on grants of options, performance units and contingent stock awards. At September 30, 2007, there were
approximately 26.2 million shares reserved for future awards under the amended and restated 1994 Plan.

NiSource recognized stock-based employee compensation expense of $2.7 million and $4.4 million during the first
nine months of 2007 and 2006, respectively, as well as related tax benefits of $1.0 million and $1.6 million,
respectively. There were no modifications to awards as a result of the adoption of SFAS 123R.

As of September 30, 2007, the total remaining unrecognized compensation cost related to non-vested awards
amounted to $8.9 million, which will be amortized over the weighted-average remaining requisite service period of
2.1 years.

NiSource has granted restricted stock awards, which are restricted as to transfer and are subject to forfeiture for
specific periods from the date of grant and will vest over periods from one year or more. There were 10,000 restricted
shares outstanding at September 30, 2007, which were not a part of the time accelerated restricted stock award plan
described below.

NiSource awarded restricted shares and restricted stock units that contain provisions for time-accelerated vesting to
key executives under the 1994 Plan. Most of these awards were issued in January 2003 and January 2004. The total
shareholder return measures established were not met; therefore these grants do not have an accelerated vesting
period. At September 30, 2007, NiSource had 571,625 awards outstanding which contained the time-accelerated
provisions.

As of September 30, 2007, approximately 7.6 million options were outstanding and exercisable with a weighted
average option price of $22.67.

The Amended and Restated Non-employee Director Stock Incentive Plan provides for awards of restricted stock,
stock options and restricted stock units, which vest in 20% increments per year, with full vesting after five years. As
of September 30, 2007, 89,860 restricted shares and 138,815 restricted stock units had been issued under the Plan.
During 2006, NiSource did not provide incumbent executives additional grants of options, restricted or contingent
shares. No options or restricted shares were granted to employees during the nine months ended September 30, 2007.
In March 2007, 320,330 contingent shares were granted. The grant date fair-value of the awards was $7.5 million,
based on the market price of NiSource s common stock at the date of grant, which will be expensed net of forfeitures
over the vesting period of approximately 3 years. The shares are subject to both performance and service conditions.
The performance conditions are based on achievement of a non-GAAP financial measure (net operating earnings) that
NiSource defines as income from continuing operations adjusted for certain items. If the performance conditions are
not met, the grants will be cancelled and the shares will be forfeited. Subsequent to meeting the performance
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NiSource Inc.

Notes to Consolidated Financial Statements (unaudited) (continued)

December 31, 2009. If after completing the performance conditions but prior to completing the service conditions the
employee terminates employment (1) due to retirement, having attained age 55 and completed ten years of service, or
(2) due to death or disability, the employment conditions will lapse with respect to a pro rata portion of the contingent
shares on the date of termination. Termination due to any other reason will result in all contingent shares awarded
being forfeited effective the employee s date of termination. Employees will be entitled to receive dividends upon
vesting. During the quarter and nine months ended September 30, 2007, $0.6 million and $1.5 million of
compensation expense, net of forfeitures, was recorded to Operation and Maintenance Expense on the Consolidated
Income Statement related to this contingent stock grant.

14. Other Commitments and Contingencies

A. Guarantees and Indemnities. As a part of normal business, NiSource and certain subsidiaries enter into various
agreements providing financial or performance assurance to third parties on behalf of certain subsidiaries. Such
agreements include guarantees and stand-by letters of credit. These agreements are entered into primarily to support or
enhance the creditworthiness otherwise attributed to a subsidiary on a stand-alone basis, thereby facilitating the
extension of sufficient credit to accomplish the subsidiaries intended commercial purposes. The total commercial
commitments in existence at September 30, 2007 and the years in which they expire were:

(in millions) Total 2007 2008 2009 2010 2011 After
Guarantees of

subsidiaries debt $4,684.8 $ 1.7 $ 8.6 $464.0 $1,004.3 $280.2 $2,926.0
Guarantees

supporting

commodity

transactions of

subsidiaries 592.5 187.9 373.5 29.2 1.9
Lines of credit 673.0 673.0

Letters of credit 60.8 55.5 4.3 1.0
Other guarantees 324.1 65.5 9.9 3.1 25.4 220.2

Total commercial
commitments $6,335.2 $928.1 $447.5 $496.3 $1,029.7 $284.5 $3,149.1

Guarantees of Subsidiaries Debt. NiSource has guaranteed the payment of $4.7 billion of debt for various wholly
owned subsidiaries including Whiting Leasing, NiSource Finance, and through a support agreement, Capital Markets,
which is reflected on NiSource s Condensed Consolidated Balance Sheet as of September 30, 2007. The subsidiaries
are required to comply with certain financial covenants under the debt instruments and in the event of default,
NiSource would be obligated to pay the debt s principal and related interest. NiSource does not anticipate its
subsidiaries will have any difficulty maintaining compliance.

Guarantees Supporting Commodity Transactions of Subsidiaries. NiSource has issued guarantees, which support
up to approximately $592.5 million of commodity-related payments for its current subsidiaries involved in energy
marketing and trading and those satisfying requirements under forward gas sales agreements of current and former
subsidiaries. These guarantees were provided to counterparties in order to facilitate physical and financial transactions
involving natural gas and electricity. To the extent liabilities exist under the commodity-related contracts subject to
these guarantees, such liabilities are included in the Condensed Consolidated Balance Sheets.

Lines and Letters of Credit. NiSource Finance maintains a five-year revolving line of credit with a syndicate of
financial institutions which can be used either for borrowings or the issuance of letters of credit. On July 7, 2006,
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NiSource Finance amended the $1.25 billion five-year revolving credit facility, increasing the aggregate commitment
level to $1.5 billion and extending the termination date by one year to July 2011. At September 30, 2007, NiSource
had $673.0 million in short-term borrowings outstanding under its credit facility. Through the revolver and through
other letter of credit facilities, NiSource has issued stand-by letters of credit of approximately $60.8 million for the
benefit of third parties.
Other Guarantees or Obligations. On August 29, 2007, Millennium entered into a bank credit agreement to finance
the construction of the Millennium Pipeline Project. As a condition precedent to the credit agreement, NiSource issued
a guarantee securing payment for 47.5%, its ind