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COLUMBIA GAS OF PENNSYLVANIA, INC.
53.52

Applicability; public utilities other than canal, turnpike, tunnel, bridge and wharf
companies.

(a) Whenever a public utility, other than a canal, turnpike, tunnel, bridge or
wharf company files a tariff, revision or supplement effecting changes in
the terms and conditions of service rendered or to be rendered, it shall
submit to the Commission, with the tariff, revision or supplement,
statements showing all of the following:

(t) The specific reasons for each change.

Response (Kempic):

The rate changes are being proposed to allow Columbia Gas of
Pennsylvania a reasonable opportunity to recover revenue sufficient
to cover its operating expenses and increases to rate base and
provide a reasonable opportunityto earn a fair rate of refurn.

(z) The total number of customers served by the utility.

Response (Kempic): Refer to Exhibit No. 3.

(S) A calculation of the number of customers, by tariffsubdivisions,
whose bills will be affected by the change.

Response (Balmert): Refer to Exhibit No.ro3, Schedule No. 8.

(+) The effect of the change on the utility's customers.

Response (Balmert): Refer to Exhibit No. ro3, Schedule No. 8.

(S) The direct or indirect effect of the proposed change on the utility's
revenues and expenses.

Response (Kempic): Refer to Exhibit Nos. 3 and 4.
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COLUMBIA GAS OF PENNSYLVANIA. INC.
53.52

The effect of the change on the service rendered by the utility.

Response (Kempic): Service rendered by the utilrty will not be
impacted bythe changes to rates.

A list of factors considered by the utility in its determination to
make the change. The list shall include a comprehensive statement
about why these factors were chosen and the relative importance of
each. This subsection does not apply to a portion of a tariffchange
seeking a general rate increase as defined in 66 Pa. C.S. 5r3o8
(relating to voluntary changes in rates).

Response (Kempic): Not Applicable.

Studies undertaken by the utility in order to draft its proposed
change. This paragraph does not apply to a portion of a tariff
change seeking a general rate increase as defined in 66 Pa. C.S.
grgo8.

Response (Kempic): Not Applicable.

Customer polls taken and other documents which indicate
customer acceptance and desire for the proposed change. If the
poll or other documents reveal discernible public opposition, an
explanation of why the change is in the public interest shall be
provided

Response (Kempic): No customer polls were taken to indicate
customer acceptance and desire for the proposed rate changes.

0)

(8)

(g)
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COLUMBIA GAS OF PENNSYLVANIA. INC.
53.52

(to) Plans the utility has for introducing or implementing the changes
with respect to its ratepayers.

Response (Kempic): Columbia will notify its ratepayers of the
proposed changes through a bill insert in compliance with the
Commission's Regulations (Pa Code Section S3.4S).

(tt) F.C.C., F.E.R.C. or Commission orders or rulings applicable to the
filing.

Response (Kempic): There are no orders or rulings that directly
apply to this change.

Whenever a public utility, other than a canal, turnpike, tunnel, bridge or
wharf company files a tariff, revision, or supplement which will increase or
decrease the bills to its customers, it shall submit in addition to the
requirements of subsection (a), to the Commission, with the tariff, revision
or supplement, statements showing all of the following:

(t) The specific reason for each increase or decrease.

Response (Kempic): The rate changes are being proposed to allow
Columbia Gas of Pennsylvania a reasonable opportunity to recover
revenue sufficient to cover its operating expenses and increases to
rate base and provide a reasonable opportunityto earn a fair rate of
return.

(z) The operating income statement of the utility for a rz-month
period, the end of which may not be more than rzo days prior to the
filing.

Response (Kempic): Refer to Exhibit No.z.
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53.52

(S) A calculation of the number of customers, by tariffsubdivision,
whose bills will be increased.

Response (Balmert): Refer to Exhibit No. ro3, Schedule No. 8.

(+) A calculation of the total increase, in dollars, by tariffsubdivision,
projected to an annual basis.

Response (Balmert): Refer to Exhibit No. ro3, Schedule No. 8.

(S) A calculation of the number of customers, by tariff subdivision,
whose bills will be decreased.

Response (Balmert): Refer to Exhibit No.ro3, Schedule No. 8.

(6) A calculation of the total decreases, in dollars, by tariffsubdivision,
projected to an annual basis.

Response (Balmert): Refer to Exhibit No.ro3, Schedule No.8.
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COLUMBIA GAS OF PENNSYLVANIA. INC
qT.sT II RATE OF RETURN

A. ALL UTILITIES

Attach copies of the summaries of the projected two years' Company's
budgets (revenues, expense, and capital).

Response:

Please see Exhibit GAS-ROR-I3 for projected revenues and expenses.

Please see Exhibit GAS-ROR-t4for the projected construction budget.
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R-2o15-2468o56

Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
T\ryelve Months Ended Twelve Months Ended

November qo. zor4 December 3o. zot6
Exhibit Schedule Exhibit schedule Witness

6q.42
{,Bplicability: Public Utilities OtherThan Canal. Turnpikc, Bridge! and \lvhar{
Comnanies

53.52(a) rVhenwer a pub'lic utility, other than a canal, turnpike, tunne'l, bridge or wharf company files a tariff,
:evision or supplement effecting changes in the terms and conditions ofservice rendered or to be
:endered, it sha'll submit to the Commission, with the tariff, revision, or supplement, statements
;howing all of the following:

13 3 Kempic

i1-62(a)1 re sDecific reasons for each chanee. 13 I r.13 Kempic
53.52(aJ2 fhe total number ofcustomers served bv the utilitv. 3

tt I
l03
l1q t

I^ai
Kpmnic

53.52(a)3 { calculation ofthe number of customers, by tariffsubdivision, whose bills will be affected by the
'.ha nse-

3
la

lo3
l1? I

Lai
Kemnin

53.52(a)4 fhe effect ofthe change on the utility's customers. 3 ro3 Iai

53.52(a)5 fhe direct or indirect effect ofthe proposed change on the utility's revenue and expenses. r3 I 113 Kempic

qc-<2(a l6 fhe effect ofthe chanse on the service rendered bv the utilitv 1? t t Kemoic
53.52(a)7 { list offactors considered by the utility in its determination to make the change. The list shall

nclude a comprehensive statement about why these factors were chosen and the relative importance
rf each. This subsection does not apply to a portion of a change seeking a general rate increase as
l^G-^l i- 44 D- a c a, r^^o /-^l-*-- +^.,^t.,-+--, ^L^--^- i- -^+^^\

13 I r13 I Kempic

53.52(a)8 ;tudies undertaken by the utility in order to draft its proposed change. This paragraph does not apply
:o a portion ofa tariff change seeking a general rate increase as defined in 66 Pa. C. S. & 1308.

13 I 113 Kempic

53.52(a)9 )rstomer polls taken and other documents which indicate customer acceptance and desire for the
rroposed change. lf the poll or other documents reveal discernible public opposition, an explanation
rfwhy the chanse is in the public interest shall be orovided.

13 I 113 Kempic

53.52(a)ro Plans the utility has for introducing or implementing the changes with respect to its ratepayers. 13 I 1r3 I Kempic

6?.52(a)1r iCC. FERC or Commission orders or rulinss annli@ble to the filine la 11? Kemnic

53.52(b) rVhenever a public utility, other than a canal, turnpike, tunnel, bridge or wharf company files a tariff,
:evision or supplement which will increase or decrease the bills to its customers, it shall submit in
rddition to the requirements of subsection (a), to the Commission, with the Tariff, revision, or
;upplement, statements showing all of the following:

r3 3 Kempic
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Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
T\pelve Months Ended TWelve Months Ended

November 3o. zor4 December qo. zo16
Exhibit Schedule Exhibit Schedule witness

(a-R2(b)r lhe snecific reasons for mch Increme or decrease. 13 r1a

s:.sz(b)z The operating income statement oftle utility for a rz-month period, the end ofwhich may not be
more than rzo days prior to the filing.

2

3
r3

I to2
103

113

Iai Balmert
Kempic
Miller

s3.52(b)3 A calculation of the number of customers. bv tariff suMivision, whose bills will be increased. 3
t

o3 tai Balmert

53.52(b)4 A calculation ofthe total increases, in dollars, by tariffsubdivision, projected to an annual basis. 3
1

103 t ai Balmert

53.52(b)s A calculation ofthe number ofcustomers. bv tariffsubdivision, whose bills will be decreased. 3
13

1

103
r13

Iai Balmert
Kempic

53.52(b)6 A calculation ofthe total decreases. in dollars, by tariff subdivision, projected to an annual basis. ?
1

103 Balmert Lai

53.52(cJ1 A Statement showing the utility's calculation ofthe rate of return earned in the rz-month period
referred to on subsection (bxz), and the anticipated rate of return to be earned when the tariff,
revision, or supp'lemental becomes effective. The rate base used in this calculation sha'll be
supported by summaries of original cost for the rate of return calculation.

8 ro8 Paloney

<q-q2(cl2 A detailed balance sheet ofthe utilitv as ofthe close ofthe oeriod referred to in subsection (b)fz). 101 Miller

53.52(c)3 A summary, by detailed plant accounts, of the book value ofthe property ofthe utility at the date of
tha holonao ehaa+ roarrircd hv narqorqnh (cl

8 1,2 108 Paloney

53.52(c)4 A statement showing the amount of the depreciation resewe, at the date of the balance sheet required
bv oarasranh (z). aoolicable to the orooertv. summarized as required bv paraeraoh (l).

I 3 ro8 3 Paloney

53.52(c.) 5 A statement of operating income, setting forth the operating revenues and expenses by detailed
qnnnrrntc fnr rhp ro-mnnth ncrind pndins nn +hc helennc shect renrrired hv narapranh (ll

2 lo2 I Miller

53.52(c) 6 A briefdescription of a major change in the operating or financial condition ofthe utility occurring
between the date ofthe balance sheet required by paragraph (z) and the date oftransmittal ofthe
tariff, revision or supplement. As used on this paragraph, a major change is one which materially
alters the operating or financial condition ofthe utility from that reflected in paragraphs (D - (S).

1 2 101 Miller

5q.53 I A iq.Fq I. VALUATION
4.. ALL UTILITIES

53.53.I.A.r ?rovide a corporate history (include the dates of original incorporation, subsequent mergers and/or
rcquisitions). Indicate all countries and cities and other governmental subdivisions to which sewice
s provided (including service areas outside the state), and the total popu'lation in the area served.

l5 rrc Paloney
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Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

HistoricTest Year Ful'ly Forecasted Rate Year
Twelve Months Ended TWelve Months Ended

November 3o. zor4 December ?o. 2016

Exhibit Schedule Exhibit Schedule Witness

53.53.I-4.2 Provide a schedule showing the measures ofvalue and the rates ofreturn at the original cost and
trended original cost measures of value at the spot, three-year and five-year average price levels. All
claims made on this exhibit should be cross-referenced to appropriate exhibits. Provide a schedule
similar to the one listed above, reflecting respondent's final claim in its previous rate case.

8 1o8 Paloney

53.53.I.43 Provide a description ofthe depreciation methods utilized in calculating annual depreciation
amounts and depreciation reserves, together with a discussion of al'l factors which were considered in
arriving at estimates of service life and dispersion by account. Provide dates of all field inspections
and faci'lities visited.

9 109 I Spanos

53.53.I.4.4 iet forth, in exhibit form, charts depicting the original and estimated survivor curves and a tabular
rresentation ofthe original life table plotted on the chart for each account where the retirement rate
nethod of analysis is utilized.
r. If any utility plant was excluded from the measures ofralue because it was deemed not to be "used
rnd useful" in the public service. supply a detailed description of each item of propertv.
r. Provide the surviving origina'l cost at test year end by vintage by account and include applicable
leoreciation reserves and annuities.
(i) These calculations should be provided for plant in service as well as other categories of plant,

.ncluding, but not limited, to contributions in aid of construction, customer's advances for
:onstruction, and anticipated retirements associated with any construction work in progress claims
'if a--li^-Ll^\

9 109 1 Spanos

Spanos

Spanos

Spanos

53.53.I.A.5 Provide a comparison of respondent's calculated depreciation reserve vs. book reserve by account at
rlra on.{ nfl}ra +a+ rraar

9 2 109 2 Spanos

53.53.I.A-6 Supply a schedule by account and depreciable group showing the survivor curve and annual accrual
rate estimated to be appropriate:
a. For the purposes of this fi'ling.
b. For the purposes ofthe most recent rate increase filing prior to the current proceedings.
(i) Supply a comprehensive statement ofany changes made in method of depreciation and in
L- ".|-^ri^- ^f.-...-- "a^'i.- Ii--< .-.t ,li"--..i^-

9 3 109 3 Spanos

53.53.I.47 Provide a table, showing the cumulative depreciated original cost by year ofinstallation for utility
plant in sewice at the end ofthe test year (depreciable plant only) as claimed in the measures of
value, in the following form:
a. Year installed.
b. Original cost - the tota'l surviving cost associated with each installation year from all plant
accounts.

9 4 109 4 Spanos
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Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

HistoricTestYear Fu'llyForecastedRateYear
TWeIve Months Ended Twe'lve Months Ended

Novemberqo. zor4 Decemberqo. zo16
Exhibit Schedule Exhibit Schedule Witness

c. Calculated depreciation reserve-the calculated depreciation reserve associated with each

installation vear from all olant accounts.
d. Depreciated original cost - (Column B minus Column C).

e. Total - cumulation year by year ofthe figures from Column D.
f cnlrrmn F'diwidad hv ihe rnfql nf thp 6o,,re in anlnmn n

Spanos

53.53.I.A.8 Prollde a descnptron ot the trendlng metnodolory whlcn was unllzed. ldennry all rndexes whlch
were used (include all backup workpapers) and all the reasons particular indexes were chosen. If
indexes were spliced, indicate which years were utilized in any splices. ifindexes were composite,
show all supporting calculations, include any analysis made to "test" the applicability of any index.

8 108 Paloney

53.53.I.4.9 Provide an exhibit indicating the spot trended original cost at test year end by vintage by account and
include applicable depreciation reserves. Include total by account for a'll other trended measures of

8 108 Paloney

53.53.I.A.1o Supply an exhibit indicating the percentages of Undepreciated original cost which were trended
with the following indexes:
a. Boeckh.
b. Handy-Whitman.
c. Indexes developed from suppliers' prices.
d. Indexm developed from company records and company price histories.
e. CoDstruction equipment.
f n^wammant ctqtictinal ralpec."

U

8
8
8
8
I
tt
tt
t'

I
8

8

t'
8
R

10d
108
108
108
108
108
108

108
108

108
108

108

108
108
rnfl

Pl fnev
Pl fnev
Pt fneJ
PT fnev
P, )neJ
Pt fnev
P. fnev
P. fnev

53.53.I.A.1r Provide a table, showing the cumulative trended depreciated original cost (at the spot price level) by
year instal'lation for utility plant in seruice at the end ofthe test year (depreciable plant only) as

claimed in the measures of value, in the following form:
a. Year installed.

Paloney

Palonev
b. Trended original cost (at the spot price level) - the total surviving cost associated with each

installation year from all plant accounts.
Paloney

c. Trended calculated depreciation reserve - the calcu'lated depreciation reserve associated with each

installation year from all plant accounts.
d. Depreciated trended original cost - (Column B minus Column C).

e. Total-accumu'lation year by year ofthe figures from Column D.
f anlrrmn E rlividpd hvtho +ntol nf iha fforrac in (.nlnmn Il

Paloney

Palonev
Palonev
Palonev

53.53.I.4.12 If a claim is made for construction work in progress, include, in the form of an exhibit, the summary
page from all work orders, amount expensed at the end ofthe test year and anticipated in-service
dates. Indicate if any of the construction work in progress will result in insurance recoveries,
reimbursements, or retirements of existing facilities. Describe in exact detai'l the necessity of each
project claimed if not detailed on the summary page from the work order. Include final completion
date and estimated total amounts to be spent on each project. [These exhibits should be updated at
the conclusion of these proceedings.l

8 108 Paloney
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Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

HistoricTestYear FullyForecastedRateYear
Twelve Months Ended Twelve Months Ended

November qo. zot4 December lo. zo16

Exhibit Schedule Exhibit Schedule Witness

53.53.I.A.13 Ifa claim is made for non-revenue producing construction work in progress, include, in the form of
an exhibit, the summary page from all work orders, amount expensed at the end of the test year and
anticipated in-service dates. Indicate if any of the construction work in progress will result in
insurance recoveries, reimbursements, or retirements of existing facilities. Describe in exact detail
the necessity of each project claimed if not detailed on the summary page from the work order.
Include final completion date and estimated total amounts to be spent on each project. phese
exhibits should be updated at the mnclusion ofthese proceedings.l

8 108 Pa'loney

S3.53.I.A.14 If a claim is made for plant held for future use, supply the following:
a. A brief description ofthe plant or land site and its cost.
b. Exoected date of use for each item claimed.
c. Explanation as to why it is necessary to acquire each item in advance of its date of use.
d. Date when each item was acquired.
e ncfo whpn pqnh itpm wos nlanod in nlqnr hold fnr 6,trrro rrco

8 108 D. onfl
Pt onfl
Pt ons
Palonev
Pr )nev
Paloner

53.53.I.415 If materials and supplies comprise part of the cash working capital claim, attach an exhibit showing
the actual book balances for materials and supplies by montl for the thirteen months prior to the end
of the test year. Explain any abrupt changes in monthly balances. [Explain method of determining
claim ifother than that described above.l

8 108 Paloney

53.53.1.4-16 .f fuel stocks comprise part of the cash working capital claim, provide an exhibit showing the actual
rcok balances (quantity and price) for the fuel inventories by type offuel for the thirteen months
rrior to the end of the test year by location, station, etc. [Explain the method of determining claim if
r+Lor +fion +La+ la"..ih-.i .1"^" I

8 108 Paloney

53.53.IJd17 legardless ofwhether a claim for net negative or positive salvage is made, attach an exhibit showing
;ross salvage, cost of removal, and net salvage for the test year and four prwious years by account.

9 J 109 5 Spanos

53.53.I.A-18 Sxplain in detail by statement or exhibit the appropriateness of claiming any additional items, not
r'-"i^""1- 

-.-tin-al 
i- tha n-.<r'ra< afvrl.'o

8 108 Paloney

5q.53.I.C i3,53.I VALUATION
N GAS IITII.TTTF'.S

53.53.r.u.1 Provide, with respect to the scope ofoperations ofthe utility, a description of all property, including
rn explanation ofthe system's operation, and all plans for any significant future expansion,
nodification, or other alterations of facilities. This description should include, but not be limited to
:he following:
r. If respondent has various gas service areas, indicate ifthey are integrated, such that the gas supply
s available to all customers.
r. Provide all pertinent data regarding company policy related to the addition of new consumers in
he comoanv's service area.
:. Explain how respondent obtains its gas supply, as follows:

(i) Explain how respondent stores or manufactures gas; ifapplicable.
(ii) State whether the company has peak shaving facilities.
(iii) Provide details of coal-gasification programs, ifany.
iv) Describe the potential for emergency purchases ofgas,
(v) Prwide the amount ofgas in MCF supplied by various suppliers in the test year (include a copy

r€ all anntrodc\

17 L77
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Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

HistoricTestYear FullyForecastedRateYear
T$elve Months Ended T\lelve Months Ended

November 3o. zora December 3o. zo16
Exhibit Schedule Exhibit Schedule Witness

d. Provide plans for future gas supply, as follows:
(i) Supply details ofanticipated gas supp'ly from respondent's near-term development ofgas wells,

if any.
(ii) Provide gas supply agreements and wel'l development ventures and identifo the parties thereto.

e. Indicate any anticipated curtailments and exp'lain the reasons for the curtailments.
f. Provide current data on any Federal Power C,ommission action or programs that may affect, or tend
tn offad iha nrfirrol orc crnnlv in tha orc ntilifir

53.53.I.C.2 Provide an overall system map, including and labeling all measuring and regulating stations, storage
facilities, production facilities transmission and distribution mains, by size, and all interconnections
with nther ntilitips and ninpline"

15 2 115 Paloney

53.53.II-A iA.E't.II. RATE RET['RN
A. ALL UTILITIES

53.53.II.4r Provide capitalization and capitalization ratios for the last five-year period and projected through the
next two years. (With short-tern debt and without short-term debt.) Company, Parent and System
(consolidated)). a. Provideyear-end
interest coverages before and after taxes for the last three years and at latest date. (Indenture and
SEC Bases.) (Company, Parent and System (mnsolidated)).
b. Provide year-end preferred stock dividend coverages for last three years and at latest date (Charter
and SEC bases).

401 407 Moul

51.53. .4.2 Provide latest ouarterlv financial reoort (Companv and Parent). 402 402 Mor
53.53. .4.3 Provide latest Stockholder's Renort (Comoanv and Parent). 409, 4()q Mor
5?.51. l.A-4 Provide latest Prosoectus (Comoanv and Parent). 404 ao4 Mor

53.53.II.A.5 iupply projected capital requirements and sources of Company, Parent and System (consolidated)
br each offuture three vears.

405 405 Moul

53.53.II.A.6 Provide a schedule of debt and preferred stock ofCompany, Parent and System (Consolidated) as of
test year-end and latest date, detailing for each issue (if applicable):

d.
e.

f.

Date ofissue
Date of maturity
Amount issued
Amount outstanding
Amount retired
Amount reacquired
Gain on reacquisition
Coupon rateh.

i. Discount or premium at issuance
j. Issuance expenses
k. Net proceeds
l. Sinking Fund requirements
m. Effective interest rate
n. Dividend rate
o. Effective cost rate
o. Total averase weishted effective Cost Rate

406 406 Moul
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R-2o15-2468o56

Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
TWelve Months Ended Twelve Months Ended

November qo. zor4 December 3o. zot6
Exhibit schedule Exhibit schedule witness

53.53.II-A.7 Supply financial data of Company and/or Parent for last five years:
a. Earnings-price ratio (average)
b. Earnings-book value ratio (per share basis) (avg. book vaiue)
c. Dividend yield (average)
d. Earnings per share (dollars)
e. Dividends per share (dollars)
f. Average book value per share yearly
g. Average yearly market price per share (month'ly hiehlow basis)
h. Pre-tax funded debt interest coverage
i. Post-tax funded debt interest coverage
i- Market nricehook wlue ratio

407 407 Moul

53.53.II.A-8 State amount of debrt interest utilized for income tax calculations. and details of debt interest
computations, under each ofthe following rate cases vases:
a. Acfual test year
b. Annualized test year-end
c. Pronosed test vear-end

7 ro7 Fischer

53.53.II.A.9 State amount of debt interest utilized for income tax calculations which has been allocated from the
debt interest of an affiliate, and details ofthe allocation, under each ofthe following rate cases vases:

a. Actual test year
b. Annualized test year-end
c. Prooosed test vear-end

7 LO7 Fischer

53.S3.II.4-1o Under Section r55z ofthe Internal Revenue Code and Regulations 1.1552-1 thereunder, ifapplicable,
Parent Company, in filing a consolidated income tax return for the group, must choose one of four
options by which it must allocate total income tax liability of the group to the participating members
to determine each member's tax liability to the federal government. (Ifthis interrogatory is not
applicable, so state.)

a. State what option has been chosen by the group.
b. Provide, in summary form, the amount oftax liability that has been allocated to each ofthe
participating members in the consolidated inmme tax return
c. Provide a schedule, in summary form, of conEibutions, which were determined on the basis of
separate tax return calculations, made by each ofthe participating members to the tax liability
in<Iicated in the consolidated group tax return. Provide total amounts of actual payments to the tax
depository for the tax year, as computed on the basis of separate returns of members.
d. Provide annual income tax return for group, and ifincome tax refurn shows net operating loss,
provide details of amount of net operating loss allocated to the income tax returns of each of the
mamhprc nf +ha .nn<nlirlq+arl or^"-

7 LO7 Fischer
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Columbia Gas of Pennsylvania, Inc.
R-2o15-2468o56

Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
Twelve Months Ended Twelve Months Ended

November qo. zora December qo. zo16
Exhibit Schedule Exhibit Schedule Witness

53.58.II.A.1r Provide AFUDC charged by company at test year-end and latest date, and explain method by which
rote wqc eqlnnlciod

408 408 Miller

S3.53.II.A.12 Set forth provisions of Company's and Parent's charter and indentures (if applicable) which describe
coverage requirements, limits on proportions oftypes of capital outstanding, and restrictions on
ilividend oavouts.

409 409 Moul

53.53.U.A.13 Attach copies ofthe summaries of the projected 2 year's Company's budgets (revenue, expeme and 13 2 113 2 Miller

53.53.II.4.14 Describe long-term debt reacquisition's by Company and Parent as follows:
a. Reacquisition's by issue by year.
b. Total gain on reacquisition's by issue by year.
n Annnrrn+ino nf oain fnr innnmc rqv and hnnL nrrmnsec

4ro 4ro Moul

53.53.II.,q-15 Set forth amount ofcompensating bank balances required under each ofthe following rate base

basm:
a. Annualized test year operations.
b. Onerations under nronosed rates.

4rr 47r Moul

53.53.II.A.16 Provide the following information concerning compensating bank balance requirements for actual
test year:
a. Name of each bank.
b. Address ofeach bank.
c. Tlpes of accounts with each bank (checking, savings, escrow, other services, etc.).
d. Average Daily Balance in each account.
e. Amount and percentage requirements for compensating bank balance at each banlc
f. Average daily compensating bank balance at each banlc
g. Documents from each bank explaining compensating bank balance requirements.
h. Interst eamed on each twe of account.

477 4r1 Moul

53.53.II.A.r7 Provide the following information concerning bank notes payable for actual test year:
a. Line of Credit at each bank
b. Average daily balances of notes payable to each bank" by name of bank.
c. interest rate charged on each bank note (Prime rate, formula rate or other).
d. Purpose of each bank note (e.9., construction, fuel storage, working capital, debt retirement).
e prncnediwo firhrrp naad fnr fhis itnp nf ffnqncino

412 412 Moul

53.53.II.A.18 Set forth amount oftotal cash (all cash accounts) on hand from balance sheets for'last z4-calendar
mnnrhc nrmadino tact waar-and

3 101 Miller

53.53.II.A.19 lubmit details on Company or Parent common stock offerings (past 5 years to present) as follows:

r. Date of Prosoectus
r. Date of offering
:. Record date
1. Offering period-dates and number of days
, 

^'.^,,-+ --J -,,-L-- ^f .L^.^ ^f ^tr^J--

413 4r3 Moul
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f. Offering ratio (ifrights offering)
s. Per cent subscribed
h. Offering price
i. Gross proceeds per share
i. Expenses per share

i. Net proceeG per share (i-i)
l. Market price Der share

r. At record date
z. At offerins date

3. One month after close of offering
m. Average market price during offering

t. Price per share
z. Rights per share-average value of rights

n. Latest reported earnings per share at time ofoffering
n Ieiecf renndad diwidpndc ot +imp nfnffprino

Moul

53.53.II.42o Provide latest available balance sheet and income statement for Company, Parent and System
'onncnlir{c+ail

414 414 Miller

c?.qc.IIA21 Provide Orieinal Cost- Trended Orieinal Cost and FairValue rate base claims- 8 1o8 Palonev

53.53.II-4.22 a. Provide Operating Income claims under:
(i) Present rates
(ii) Pro forma present rates (annualized & normalized)
(iii) Proposed rates (annualized & normalized)
b. Provide Rate of Return on Original Cost and Fair Value claims under:
(i) Present rates
(ii) Pro forma present rates
/iii) Prnmcpd rqtac

2 2 to2 2 Miller

53.53.II.4-23 List details and sources of "Other Property and Investments," "Temporary Cash Investments and
Workins Funds on test year-end balance sheet.

t 4 lo1 Miller

53.53.II424 {ttach chart explaining Company's corporate relationship to its affiliates (System Structure). rc 3 r15 Paloney

53.53.u.4.25 Ifthe utility plans to make a formal claim for a specific allowable rate of return. Provide the following
data in statement form:
a. Claimgd capllalization and capitalization ratios with supporting data.
b. Claimed cost oflong-tem debt with supporting data.
c. Claimed cost ofshort-term debt with supporting data.
d. Claimed cost oftotal debt with supporting data.
e. Claimed cost ofpreferred stock with supporting data
f d^i-^l ^^+ ^f ^^--^- ^^..ik, ..;+L ^,.--^J-- l^.^

400 400 Moul

53.53.u-4"26 Provide the following income tax data:
r. Consolidated income tax adiustments, if applicable.
1 lntarad f^r f .v nrrmcoc /hrcic\

7 to7 Fischer

53.sr.II.C 5A.5q.II. RATE RETURN
C. GAS IITII,ITIES

qc.(a-II.C-1 Provide test vear monthlv balances for 'Current Gas Storaqe" and notes financine such storaoe. I 101 Miller
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59.53.III.{ ;3.SB.III. BALANCE SHEff AND OPERATING STATEMENT
A, ALL UTILITIESI

53.53.IU.A1 Provide a comparative balance sheet for the test year and the preceding year which corresponds with
'he foct vpor dafa

I 101 Miller

$.53.III42 let forth the major items of Other Physical Property, Investments in Affiliated Companies and Other I 6 lo1 Miller

53.53.III-A,3 lupply the amounts and purpose of Special Cash Accounts of al'l types, such as:

r. lnterest and Dividend Special Deposits.
r. Working Funds other than general operating cash accounts.
:- Other soecia'l mh accounts and amounts (Temooraw cash investments).

I 7 1()1

Miller

$.53.III44 Describe the nature and/or origin and amounts ofnotes receivable, accounts receivable from
lssociated companies, and any other sign fact receivables, other than customer accounts, which

holonaa chaa+

8 101 Miller

53.53.III.A5 Provide the amouDt of accumulated reserve for uncollectible accounts, method and rate of accrual,
lmounts accrued. and amounts written-off in each ofthe last three vears.

I 9 1()1 Miller

6?.qc.III.A6 Provide a list of oreoavrnents and sive an exolanation ofsDecial DreDavments. 10 rol Miller
6c.6c.IIIA7 Em'lain in detail anv other sienificant (in amount) current assets listed on balance sheet. 101 Miller
53.53.III.A8 Explain in detail, including the amount and purpose, the deferred asset accounts that currently

)perate to effect or will at a later date effect the operating account supplying:
l. Origin ofthese accounts.
:. Probab'le changes to this account in the near future.
:. Amortization ofthese accounts currently charged to operations or to be charged in the near future.

l. Method of determining yearly amortization for the following accounts:
Temporary Facilities
Misce'llaneous Deferred Debits
Research and Development
Property Iosses
Anv other deferred accounts that effect ooeratins results.

I t2 101 Miller

53.53.III-A.9 Explain the nature of accounts payable to associated companies, and note amounts of significant r.3 10r Miller

Eq-qa-III.A1o Provide details ofotler deferred credits as to their oricin and disposition policy (e.e. - amortization). r4 10r Miller
cc-q?-III-A11 r bmis for Iniurv and Damaees reserve and amortization thereof. 1()1 Miller
53.53.III.A12 Provide details of any significant reserves, other than depreciation, bad debt, injury and damages,

rnnaqrino nn hqlqnne cheat
I 16 101 Miller

53.53.IIIA13 Provide an analysis of Unappropriated retained earnings for the test year and three preceding
.qlpndor vaqm

I L7 1()1 Miller

53.53.III.A14 Provide schedules and data in support of the following working capital items:
a. Prepayments - List and identifu all items
b. Federal Excise Tax accrued and prepaid
c. Federal Income Tax accrued or prepaid
d. Pa. State Income Tax accrued or prepaid
e- Pa- Gross Receints Tax accrued or oreoaid

8 108 Paloney
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f. Pa. Capital StockTax accrued or prepaid
g. Pa. Public Utility Realty Tax accrued or prepaid
h. State sales tax accrued or oreoaid
i. Payroll taxes accrued or prepaid
i. Anv adiustment related to the above items for ratemakins ourDoses.

53.53.III.Ar5 Supply an exhibit supporting the claim for working capital requirement based on the leadJag
method.
a. Pro forma expenses and revenues are to be used in lieu of book data for computing leadJag days.

b. Respondent must either include sales for resale and related expenses in revenues and in expenses

or exclude from revenues and expenses. Explain procedures followed (exclude telephone).

8 4 1o8 4 Elliott

53.S3.IIIA16 Provide detailed calculations showing the derivation ofthe tax'liability offset against gross cash
wnrLino nqni+ql ronrrirpmpntc

8 4 108 4 Elliott

53.53.III.ArZ Prepare a Statement of Income for the various time frames ofthe rate proceeding including:

Col. l-Book recorded statement for the test year.
z-Adiustments to book record to annualize and normalize under present rates.

3-Income statement under present rates after adiustment in Col. z
4-Adiustment to Col. 3 for rwenue increase requested.

b-Income statement under requested rates.
a. Expenses may be summarized by the fol'lowing expense classifications for purposes ofthis
statement:

Operating Expenses (by category)
Depreciation
Amortization

Taxes, Other than lncome Taxes
Total Operating Expense

Operating lncome Before Taxes
Federal Taxes
State Taxes
Deferred Federal
Deferred State
lncome Tax Credits
Other Credits
Other Credits and Charges, etc.

Total lncome Taxes
Net Utility Operating lncome
Other lncome & Deductions

Other lncome
Detailed listine ofOther Income used in Tax Calculation

Other lncome Deduction
Detailed Listing

Towo< Annliaohla tn r|rhar lnaama rnrl npindinnc

2

2

3

4

to2 3 Mi ller

Miller
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Listing
lncome Before lnterest Charges

Listing of all types oflnterest Charges and all amortization of Premiums and/or Discounts and

-'xpenses on Debt issues
Total'lnterest
Net lncome After lnterest Charges
(Footnote each adjustment to the above statements with explanation in sufficient clarifuing

{arqil \

S3.5g.III.Ar8 Provide comparative operating statements for the test year and the immediately preceding rz months
showing increases and decreases between the two periods. These statements should supply detailed
:xplanation ofthe causes ofthe major variances between the test year and preceding year by detailed
raaarrnt nnmhar

2 5 102 4 Miller

53.53.III-419 List extraordinary properly losses as a separate item, not included in operating experuies or
lepreciation and amortization. Sufficient supporting data must be provided.

13 c 113 3 Miller
Paloney

53.53.III.A2o Supply detailed calculations ofamortization of rate case expense, including supporting data for
outside services rendered. Provide the items comprising the rate case expense claim (include the
actual billings or invoices in support of each kind of rate case exp€nse), the items comprising the
actual expenses ofprior rate cases and the unamortized ba'lances.

4 4 104 4 Miller

53.53.III-A2r Submit detailed computation of adjustments to operating expenses for salary, wage and fringe benefit
increases (union and non-union merit, progression, promotion and general) granted during the test
year and six months subsequent to the test year. Supply data showing for the test year:

a. Actual payroll expense (regular and overtime separately) by categories ofoperating expenses. i.e.
maintenance, operating transmission, distribution, other.
b. Date, percentage increase, and annual amount of each general payroll increase during the test year.

c. Dates and annual amounts of merit increases or management salary adiustments.
d. Tota'l annual payroll increases in the test year

e. Proofthat the actual payroll plus the increases equal the payroll expense claimed in the supporting
data Oy categories of expenses).
f. Detailed list of employee benefits and cost thereoffor union and non-union personnel. Any specific
benefits for electives and officers should also be included, and cost thereof.
g. Support the annualized pension cost figures

(i) State whether these figures include any unfunded pension costs. Explain.
(ii) Provide latest actuarial study used for determining pension accrual rates.

h. Submit a schedule showing any deferred income and consultant fee to corporate officers or
a-nlmroac

4 ro4 5 Miller

53.53.III422 Supply an exhibit showing an analysis, by functional accounts, ofthe charges by affiliates (Service

Corporations, etc.) for services rendered included in the operating expenses ofthe filing company for
the rz-month period ended prior to the test year.

a. Supply a copy of contracts, if applicable.
b. Explain the nature ofthe services provided.
c. Explain basis on which charges are made.
rl lfahorcoc rllnontcd idpntitu allnnqtinn fq*nrc necd

4 1l 104 I Miller
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:. Supply the components and amounts comprising the expense in this account.
L Provide details ofinitial source ofcharqe and reason thereof.

53.53.uI.A23 Describe costs re'lative to leasing equipment, computer rentals, and office space, including terms and
conditions of the lease. State method for calculating monthly or annual palments.

4 t2 ro4 9 Miller

q"-a"-Il I-A2, lubmit detailed calculations (or best estimates) ofthe cost resultine from mavor storm damase. 1-1 to4 q Miller
53.Sg.III.A25 Submit details of expenditures for advertising (National and Institutional and local media). Provide

r schedule of advertising expense by major media categories for the test year and the prior two
nmparable years with respect to:
r. Public health and safe$
r. Conservation of enerry
:. Explanation of Billing Practices. Rates, etc.
l. Provision of factual and objective data programs in educational institutions
:. Other advertising programs
r Toial advertisine ehFnse

4 8 ro4 6 Miller

53.53.III.A26 Provide a list of reports, data, or statements requested by and submitted to the Commission during
and subseouent to the test vear.

14 I Lr4 1 Bardes

S3.53.IlI.A27 Prepare a detailed schedule for the test year showing types of social and service organization
membershiDs Daid for bv the Comoanv and the cost thereof.

4 L4 704 9 Miller

53.53.III.A28 Submit a schedule showing, by major components, the expenditures associated with Outside Services
Employed, Regulatory Commission Expenses and Miscellaneous General Expenses, for the test year
and nrinr two ennnerahlc wpars

4 14 704 9 Miller

S3.53.III.A29 Submit details ofinformation covering research and development expenditures, including major
rroiects within the comoanv and forecasted comnanv Drosrams.

4 9 ro4 7 Miller
Hanson

53.53.III.A3o Provide a detailed schedule of al'l charitable and civic contributions by recipient and amount for the 4 rJ 704 9 Miller

q"-<e-III-Aer Provide a detailed analvsis of Special Services-Account zqs. L4 704 q Miller
c"-<"-III-422 Provide a detailed analvsis ofMiscel'laneous General Exnense-Account No. 801. 4 t4 704 q Miller
(c-R"-IlI-Aee Provide a labor productivitv schedule. A 1() 704 8 Miller
53.53.III-Ag+ List and explain all non-recurring abnormal or exhaordinary expenses incurred in the test year whicl

will not be oresent in future vears.
4 16 LO4 9 Miller

53.53.III.A35 List and explain all expenses included in the test year which do not occur yearly but are of a nature
that they do occur over an extended period ofyears. (e.g.,-Non-yearly maintenance programs, etc.)

lResponses shall be submitted and identified as exhibits.I

4 16 ro4 9 Miller

53.53.III.A36 Using the adjusted year's expenses under present rates as a base, give detail necessary for
c'larification ofall expense adjustments. Give clarifying detail for such adjustments that occur due to
changes in accounting procedure, such as charging a particular expense to a different account than
was used previously. Explain any extraordinary declines in expense due to such change of account

4 16 ro4 9 Miller
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53.53.uI-$7 .ndicate the expenses that are recorded in the test year, which are due to the placement in operating
;ervice of major plant additions or the removal ofmajor plant from operating sewice, and estimate
:he expense that will be incurred on a full-year's operation.

4 t6 LO4 9 Miller

53.s3.III-$8 lubmit a statement of past and anticipated changes, since the previous rate case, in major accounting 4 16 LO4 9 Miller

53.53.III-439 dentif the specific witness for all statements and schedules of revenues, expenses, taxes, property, r3 3 113 3 Kempic

53.53.III-A4o \djustments which are estimated shall be fully supported by basic information reasonab'ly necessary. r5 4 113 3 Paloney
Miller

53.53.III.{41 Submit a statement explaining the derivation of the amounts used for projecting future test year level
of operations and submit appropriate schedules supporting the projected test year level ofoperations

r3 4 113 3 Paloney
Miller

S3.53.III.A'42 If a company has separate operating divisions, an income statement must be shown for each division,
hlrr. oh ih^^ma c+6+ana6+ f^F .^hh.hu .a o u,h^la

2 6 LO2 5 Miller

53.53.IIIA43 If a company's business extends into different states orjurisdictions, then statements must be shown
listing Pennsylvaniajurisdictional data, other state data and federal data separately andjointly
IRolanao chaaic onrl nnaro+inc oannrrnrc)

2 6 to2 5 Miller

Sg.53.III.A44 Ratios, percentages, allocations and averages used in adjustments must be fully supported and
i.lantifia.l .c t^ cnnr o

13 4 113 3 Paloney
Millcr

53.53.IIIA4S Provide an explanation of any differences between the basis or procedure used in allocations of
revenues, expenses, depreciation and taxes in the current rate case and that used in the prior rate

13 4 113 3 Paloney
Miller

S3.53.III.A46 Supply a copy of internal and independent audit reports ofthe test year and prior calendar year,
nntinc onrr awoontinnc rni ronnmnanrlrtinnc rnr{ dicmcitinn tharanf

13 4 r$ Paloney

53.53.III.A47 Submit a schedule showing rate ofreturn on facilities allocated to serve wholesale customers. II 111 Elliott

4c-qc.IIIA48 Provide a conv ofthe latest mnital stock til renort and the latest snital stock tax settlement (t a 106 3 Fischer
S3.S3.IIIi49 Submit details ofcalculations for Taxes, Other than Income where a company is assessed taxes for

loing business in another state, or on its properly Iocated in another state.
6 4 106 3 Fischer

53.53.III.{So Provide a schedule of federal and Pennsylvania taxes, other than income taxes, calculated on the basir
oftest year per books, pro forma at present rates, and pro forma at proposed rates, to include the
following categories:

a. social security
b. unemployment
c. capital stock
d. publicutility realty
e. PUCassessment
f. otherproperty
c onw nrhar onnrnnriota ootoonriac

6 2 106 2 Fischer

53.53.III.ASl Submit a schedule showing for the last five years the income tax refunds, plus interest (net of taxes),

'^^-i"-,1 f'^- +h. f-,1-..1 -^.'.--.nt Jrra rn nrinr rraercr ^loih.

7 ro7 Fischer
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S3.53.III.A52 Provide detailed computations showing the deferred income taxes derived by using accelerated tax
depreciation applicable to post-1969 utility property increases productive capacity, and ADR rates on
property. (Separate between state and federal, also rate used),

7 ro7 Fischer

a. State whether tax depreciation is based on all rate base items claimed as ofthe end ofthe test year,
and whether it is the annual tax depreciation at the end ofthe test year.
b. Reconcile any difference between the deferred tax balance, as shown as a reduction to measures of
value (rate base), and the deferred tax balance as shown on the balance sheet.

7 LO7 Fischer

53.53.III.AS3 Submit a schedule showing a breakdown ofthe deferred income taxes by state and federal per books,
hr^-f^mo avicrinc ra+ac 4h,l rrn.l6r hr h^carl ro+oc

7 LO7 Fischer

53.53.III.A54 Submit a schedule showing a breakdown of accumulated investment tax (credits 3 percent, 4
percent, 7 percent, 10 percent and rr percent), together with details of methods used to write-offthe
lnrm^*i?ad h.lrn.ac

7 ro7 Fischer

53.53.III.455 Submit a schedule showing the adjustments for taxable net income per books (including below-the-
line items) and pro-forma under existing rates, together with an exp'lanation of any difference
between the adjustments. Indicate charitable donations and contributions in the tax calculation for
ara nolzinc nrrmacac

7 LO7 Fischer

53.53.III.A56 Submit detailed calculations supporting taxable income before state and federal income taxes where
the income tax is subject to allocation due to operations in another state, or due to operation ofother
taxable utility or non-utility business, or by operating divisions or areas.

7 ro7 Fischer

53.53.III.452 Submit detailed calculations showing the derivation of deferred income taxes for amortization of
repair allowance ifsuch policy is followed.
INnte. Snhmii odllitinnql qnhp'iulec ifthp nnmnanv hqc mnre fhqn nnp qnnnlntino areq I

7 ro7 tsscner

53.S3.III.AS8 Furnish a breakdown of major items comprising prepaid and deferred income tax charges and other
;lafcnal inanmo +qw nradi+c rnd racaruac hv .nnnrrntino rrooc

7 ro7 Fischer

S3.53.III.A59 Provide details of the Federal Surtax Credit allocated to the Pennsylvaniajurisdictional area, if 7 ro7 Fischer

53.53.IlIA6o Explain the reason for the use of cost of removal of any retired plant figures in the income tax 7 r07 Fischer

53.53.III.A61 Submit the corresponding data applicable to Pennsylvania Corporate Income Tax deferment.

a. Show the amounts ofstraight line tax depreciation and accelerated tax depreciation, the difference
between which gave rise to the normalizing tax charged back to the test year operating statement.

b. Show normalization for both Federal and State Income Taxes.
c. Show tax rates used to calculate tax deferment amount.

7 ro7 Fischer



Exhibit No. 13

Schedule No.3
Page t6 of zz

Witness: M. R. Kempic

Columbia Gas of Pennsylvania, Inc.
R-2o15-2468o56

Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
Twelve Months Ended Twelve Months Ended

Novemberqo. zora Decemberqo. zo16
Fixhibit Schedule Exhibit Schedule Witness

53.53.III.A62 Provide the accelerated tax depreciation and the book depreciation used to calculate test year
deferrals in amounts segregated as follows:
For:
a. Property installed prior to r97o.
b. Property installed subsequent to 1969 (indicate increasing capacity additions and no increasing
nqnrair oddi+inna)

7 ro7 Fischer

53.53.III-463 State whether all tax savings due to accelerated depreciation on property installed prior to r97o have
Fraan noccarl ihrnroh rn inonma lTf nni pnlrin'l

7 ro7 Fischer

53.53.III-464 Show any income tax loss/gain carryovers from previous years that may effect test year income taxes
rr fufure year income taxes. Show loss/gain carryovers by years of origin and amounts remaining by
uaqrc e+ tha anrl nftha tact varr

7 ro7 Fischer

53.53.III.A65 State whether the company eliminates any tax savings by the payment ofactual interest on
construction work in progress not in rate base claim.
If resporse is affirmative:
a. Set forth amount of construction claimed in this tax savings reduction. Explain the basis for this
amount.
b. Explain the manner in which the debt portion of this construction is determined for purposes of
the deferral calculations.
c. State the interest rate used to calculate interest on this construction debt portion, and the manner
in which it is derived.
d. Provide details of calculation to determine tax saving reduction. State whether state taxes are
incrpqsFd to refleet thF nnnstnr.l'inn iniprest eliminaiinn

7 Lo7 Fischer

53.53.III"4.66 Provide a detailed analysis ofTaxes Accrued per books as of the test year date. Also supply the basis
fnr ihp eccnral end the emorrnf nftavcs eoonred monlhlw

7 107 Fischer

53.53.IIIA67 For the test year as recorded on test year operating statement:
a. Supply the amount offederal income taxes actua'lly paid.
b. Supp'ly the amount ofthe federal income tax normalizing charge to tax expense due to excess of
accelerated tax deoreciation over book depreciation.
c. Supply the normalizing tax charge to federal income taxes for the ro% Job Dwelopment Credit
during test year.
d. Provide the amount ofthe credit offederal income taxes due to the amortization or normalizing
yearly debit to the reserve for the 1o7o Job Development Credit.
e. Provide the amount ofthe credit to federal income taxes for the normalizing of any 3% Investment
ro- n'aiir Daca.'a +liar nov rah4ih ^h +}|a ,rfilih' hML.

7 ro7 Fischer

53.53.III.A68 Provide the debit and credit in the test year to the Deferred Taxes due to Accelerated Depreciation for
federal income tax, and provide the debit and credit for the Job Development Credits (whatever
account) for test vear.

a Lo7 Fischer
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S3.53.IlI.A69 Reconcile all data given in arswers to questions on income taxes charged on the test year operating
statement with regard to income taxes paid, income taxes charged because of normalization and
credits due to yearly write.ofts ofpast years'income tax deferrals, and from normalization of

7 ro7 Fischer

53.S3.III.A7o With respect to determination of income taxes, federal and state:
a. Show income tax results of the annualizing and normalizing adjustments to the test year record
before any rate increase.
b. Show income taxes for the annualized and normalized test year.
c. Show income tax effe,ct ofthe rate increase requested.
d. Show income taxes for the normalized and annualized test year after application ofthe full rate
increase.

[It is imperative that continuity exists between the income tax calculations as recorded for the test
year and the final income tax calculation under proposed rates. If the company has more than one
accounting area, then additional separate worksheets must be provided in addition to those for total

7 ro7 Fischer

53.S3.IlI.A7r ln adjusting the test year to an annualized year under present rates, explain any changes that may be
ilue to book or tax depreciation change and to debits and credits to income tax expense due to
accelerated depreciation, deferred taxes, job development credits, tax refunds or other items. (The
above refers only the adjustments going from recorded test year to annualized test year).

7 ro7 Fischer

F3.5r.III.E ;a.E3.III.BAI-ANCE SHEET AND OPERATING STATEMENT
E. GAS UTILITIESI

53.53.III.E.r .f Unrecovered Fuel Cost policy is implemented, provide the following:
L State manner in which amount of Unrecovered Fuel Cost on balance sheet at the end of the test
rear was determined, and the month in test year in which such fuel expense was actually incurred.
lrovide amount of adjustment made on the rate case operating account for test year-end unrecovered
uel cost. (If different than balance sheet amount, explain.)

r. Provide amount of Unrecovered Fuel Cost that appeared on the balance sheet at the opening date
lf the test year, and the manner in which it was determined. State whether this amount is in the test
rear operatinq account..

I 18 1()1 Miller

S3.53.III.8.2 lrovide details of items and amounts comprising the accounting entries for Deferred Fuel Cost at the
,.-i--i-- .-,1 onrl nfrl.a +ad va-.

I 18 1()1 Miller

59.53.UI.E.3 lubmit a schedule showing a reconciliation oftest year MCF sales and line losses. List all amounts of
'.. n-.^h."-.i 

-o-'rf.*'.-,1 
onrl troncnndo'|

10 7 11() 7 Paloney

53.53.III.E.4 lrovide detailed calculations substantiating the adjustment to revenues for annualization ofchanges
n number of customers and annualization of changes in volume sold for all customers for the test
/ear.
r. Break down changes in number of customers by rate schedules.
r. If an annualization adjustment for changes in customers and changes in volume sold is not
.'h-is.J -l-."- a*-l.i-

3 103 Iai

q"-("-III-E-a I'rhnit . c.ho.l"la chn*ino rha <n"raac nf -oc crrnnlu occnaiora.l *iih o-nrroli.od MOE'coloc 72 tt2 Palnnru
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Commission
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Number CommissionRegulation
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November qo. zor4 December 3o, zo16
Exhibit Schedu'le Exhibit Schedule Witness

61.qc.III.E.6 Suonlv. bv classification. Ooeratine Revenues - Miscellaneous for test vear 3 103 Lal

S3.53.III.E.7 Provide details ofrespondent's attempts to recover uncollectible and delinquent accounts. 16 LL6 t Paloney

53.S3.III.E.8 Describe how the net billing and gross billing is determined. For example, ifthe net billing is based
on the rate blocks plw FCA and STA, and the gross billing is determined by a percentage increase (r,
3, 5 percent), then state whether the perentage increase is being applied to all three items of revenue
- ura hlnnlec nLrc F'(-A cnd STA

3 ro3 tai

53.53.III.E.9 Describe the procedures involved in determining whether forfeited discounts or penalties are applied
tn nn<inmprc hillins

3 103 lai

53.53.IU.E.1o Provide annualization ofrevenues as a result of rate changes occurring during the test year, at the
leve'l of oneratiom as of end of the test vear.

3 103 Lai

53.53.III.E.11 Provide a detailed billing analysis supporting present and proposed rates by customer classification
and/or tariff rate schedule.

3 lo3 tai

53.53.III.E.12 Provide a schedu'le showing residential and commercial heating sales by unit (MCF) per month and
desree davs for the test vear and three orecedins twelve month neriods.

1() 110 Efland

53.53.uI.E.13 Provide a schedu'le ofpresent and proposed tariff rates showing dollar change and percent ofchange
by block. Also, provide an explanation of any change in block structure and the reasons therefore.

3 103 Lai

SS.S3.III.E.14 Provide the following statements and schedules. The schedules and statements for the test year
portion should be reconciled with the summary operating statement.

3 103 tai

a. An operating revenues summary for the test year and the year preceding the test year showing the
following (Gas MCF):
(i) For each maior classification ofcustomers

(a) MCF sales
(b) Dollar Revenues
(c) Forfeited Discounts (Total if not available by classification)
(d) Other and Miscellaneous revenues that are to be taken into the utility operating account

along with their related costs and experu;es.
(ii) A detailed exp'lanation of all annualizing and normalizing adjustments showing method utilized
and amounts and rates used in calculation to arrive at adiustment.
(iii) Segregate, from recorded revenues from the test year, the amount of revenues that are
contained therein, bv appropriate revenue cateqories, from:

(a) Fuel Adiustment Surcharge
(b) State Tax Surcharge
(c) Any other surcharge being used to collect revenues.
(d) Provide explanations if any of the surcharges are not applicable to respondent's operations.

[The schedu'le should also show number of customers and unit of sales (Mcfl, and should provide
number ofcustomers by service classification at beginning and end oftest year.l
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Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
Twelve Months Ended Twelve Months Ended

Novemberro. zor4 Decemberto. zot6
Exhibit Schedule Exhibit Schedule Witness

r. Provide detai'ls ofsales for resale, based on periods five years before and projections for five years
rfter the test year, and for the test year. List customers, Mcf sold, revenues received, source of Mcf
;old (storage gas, pipeline gas, manufactured gas, natural or synthetic), contracted or spot sales,

53.S3.III.E.r5 itate manner in which revenues are being presented for ratemaking purposes:
l. Accrued Revenues
:. Billed Revenues
:. Cash Revenues
D.^;,1-,l.r"il" ^f rL. --rh^.l f^ll^-,-,1

3 103 Iai

53.53.III.E.16 If revenue accruing entries are made on the books at end of each fiscal period, give entries made
accordingly at the end of the test year and at the beginning of the year. State whether they are
reversed for ratemaking purposes.

2 7 102 6 Miller

b3.53.III.E.17 itate whether any adjustments have been made to expenses in order to present such expenses on a

:asis comparable to the manner in which revenues are presented in this proceeding (i.e.- accrued,
rillpd nr ncch)

4 I ro4 Miller

53.53.III.E.18 Iftle utility has a Fuel Adiustment Clause:
a. State the base fuel cost per MCF chargeable against basic customers' rates during the test year. lf
there was any change in this basic fuel charge during the test year, give details and explanation
thereof.
b. State the amount in which the fuel adjustment clause cost per MCF exceeds the fue'l cost per MCF
charged in base rates at the end ofthe test year.
c. Iffuel cost deferment is used at the end ofthe test year, give
(i) The amount of deferred fuel cost contained in the operating statement that was deferred from the
tz-month operatine period immediatelv precedins the test vear.
(ii) The amount of deferred fuel mst that was removed from the test period and deferred to the
period immediately following the test year.
d. State the amount of Fuel Adjustment Clause revenues credited to the test year operating account.

e. State the amount offuel cost charged to the operating expense account in the test year which is the
basis of Fuel Adjustment Clause billings to customers in that year. Provide summary details of this
charge
f. From the recorded tst year operating account, remove the Fuel Adushent Clause Revenues. Also
remove from the test year recorded operating account the excess offuel cost over base rate fuel
charges, which is the basis for the Fuel Adjustment charges. Explain any differences between FAC
Revenues and excess fuel costs. [The above is intended to limit the operating account to existing
customers'base rate revenues and emense deductions relative theretol.

t2 2 Lt2 2 Paloney

53.53.III.E.19 Provide growth pattems of usage and customer numbers per rate class, using historical and projected lo 2 1lo 2 Efland

53.53.III.E.20 Provide, for test year only, a schedule by tariff rates and by service classifications showing proposed
i-^.-."- .-,1 --...-r ^fi-....".

3 r03 lai
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Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Foremsted Rate Year
Twelve Months Ended TWelve Months Ended

November qo. zora December qo. zo16
Exhibit Schedule Exhibit Schedule Witness

S3.53.III.E.2r If a gas company is affiliated with another utility segment, such as a water or electric segment,
explain the effects, if any, upon allocation factors used in the gas rate filing ofcurrent or recent rate
increases allowed to the other utilitv seqment (or seqments) ofthe companv.

2 8 102 7 Miller

53.S3.III.E.22 Provide supporting data detailing curtailment adjustments, procedures and policies. 10 3 r10 3 Paloney

53.53.III.E.23 iubmit a schedule showing fuel cost in excess of base compared to fuel cost recovery for the period
rrn nnn+lra n#nr +^ +act varF rh.{ iha tad va.F

t2 3 rt2 2 Paloney

53.53.III.E.24 Jupply a detailed analysis of Purchased Gas for the test year and the twelve month period prior to the L2 4 tL2 2 Paloney

53.53.III.E.25 lubmit calculations supporting enerry cost per MCF and operating ratio used to determine increase
n nnctc nrhpr thon nrndndinn rn sewp qddi+innal lnqd

t2 4 tt2 2 Paloney

53.53.III.E.26 Jubmit detailed calculations for bulk gas transmission service costs under supply and/or
ntprannnpai-inn 9ff Aempnts

,2 4 712 2 Paloney

S3.53.IU.E.27 lubmit a schedu'le for gas producing units retired or scheduled for retirement subsequent to the test
rear showing station, units, MCF capacity, hours ofoperation during test year, net output produced
rnd cents/MCF of maintenance and fuel expenses.

13 6 113 4 Paloney

53.53.III.E.28 Provide a statement explaining the detai'ls offirm gas purchase Qong-term) contracts with affiliated
and nonaffiliated utilities, includinB determination of costs, terms ofcontract, and other pertinent
information.

7r7 Paloney

53.53.III.E.29 Provide intrastate operations percentages by expense categories for two years prior to the test year. a 17 ro4 9 Miller

53.53.III.E.3o Provide a schedule showing suppliers, MCF purchased, cost (small purchases from independent
suppliers may be grouped); emergenry purchases, listing same information; curtailments during the
year; gas put into and taken out ofstorage; line loss, and any other gas input or output not in the
nrdinqw nn,,rse nf hncinosc

12 4 712 2 Paloney

S3.53.III.E.3r Provide a schedule showing the determination ofthe fuel costs included in the base cost of fuel. L2 c 1t2 2 Paloney

53.53.III.E.32 Provide a schedule showing the calculation of any deferred fuel costs shown in Account r74. Also,
explain the accounting, with supporting detail, for any associated income taxes.

r9 1()1 Miller

53.53.III.8.33 Submit a schedule showing maintenance expenses, gross plant and the relation of maintenance
expenses thereto as follows.
(i) Gas Production Maintenance Expenses per MCF production, per $1,ooo MCF production, and per
$r,ooo of Gross Production P'lant;
(ii) Transmission Maintenance Expenses per MMCF mile and per $r,ooo of Gross Transmission
Plant:
(iii) Distribution Maintenance Expenses per customer and per $r,ooo of Gross Distribution Plant;
(iv) Storage Maintenance Expenses per MMCF of Storage Capacity and per $r,ooo ofcross Storage
Plant. This schedule shall include three years prior to the test year, the test year and one year's
proiection beyond the test year.

4 18 ro4 9 Miller

53.53.III.E.34 Prepare a 3-column schedule of expenses, as described below for the following periods (supply sub-
accounts, ifsignificant, to clarifu basic accounts):
a. Column 1 - Test Year
b. Column z and q - The two nrevious vears

4 3
19

104 3 Miller
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Referenced by Commission Regulations

Commission
Regulation
Number CommissionRegulation

Historic Test Year Fully Forecasted Rate Year
Twelve Months Ended Twelve Months Ended

November 3o. zou December 3o. zo16

Exhibit Schedule Exhibit schedule Witness

lrovide the annual recorded expense by accounts. (Identifu all accounts used but not specifically
iclad helnw )

53.Sg.III.E.35 lubmit a schedule showing the Gross Receipts Tax Base used in computing Pennsylvania Gross
lenpinrc Tav Adincrmpnf

6 I ro6 I Fischer

53.53.III.E.36 itate the amount ofgas, in MCF, obtained through various suppliers in past years. L2 4 tL2 2 Paloney

53.s3.III.E.37 .n determining pro forma expense, exclude cost of gas adjustments applicable to fuel adjustment
:lause and exclude fuel adjustment clause revenues, so that the operating statement is on the basis of
rase rates onlv.

3 103 tai

qc.qc.III.E.q8 danfitu nnmnonw'c mliru wi+h racnod tn ronloaino arrctnmor< lncr rhr^"-l' .ft;ti^n lo 11C) Palonev

53.53.III.E.39 Identify procedures developed to govern relationship between the respondent and potential
customers - i.e., basically expansion, alternate energy requirements, availability of supply, availability
of distribution facilities, omership of metering and related facilities.

1() 4 110 4 Paloney

53.5".rv.8 g.aa.rv. KArE s-l RU(;l uR_E;

B. GAS UTILITIES
n..L -.<,,rilifi, "L.l'l "-h-ir r1,- f^ll^*i-- "i-,,1r.--^,,"1-.-iiL "--,.r- i-^,^."- f,li--.

53.53.IV.B.t Provide a Cost of Service Study showing the rate ofreturn under the present and proposed tariffs for
all customer classifications. The study should include a summary of the allocated measures ofvalue,
operating revenues, operating expenses and net return for each ofthe customer classifications at
original cost and at the s-year trended original cost.

l1 11t l-3 Elliott

53.53.w.B.2 Provide a statement oftestimony describing the complete methodolory ofthe cost of service study. l1 111 Elliott

53.s3.IV.B.3 Provide a comolete descriotion and back-uo calculations for all a'llocation factors. l1 A otl
53.53.IV.B.4 Provide an exhibit for each customer classification showing the following data for the test year and

the four previous years:

a. The maximum coincident peak day demand.
b. The maximum coincident 3-day peak day demand.
c. The average monthly consumption in Mcf dwing the Primary Heating Season (November-March).

il. The average monthly consumption in Mcfduring the Non-heating season (April-October).

e. The averase dailv consumotion in Mcf for each rz-month oeriod

10 5 t10 D Paloney

S3.53.IV.B.s lubmit a Bill Frequency Analysis for each rate. The analysis should include the rate schedule and
rlock interval. the number ofbills at each interval. the cumulative number ofbills at each interval.
}re Mcf or therms at each interval, the cumulative Mcf or therms at each interva'l, the accumulation
rf Mcfor therms passing through each interval, and tle revenue at each interval for both the present
:ate and the proposed rates. The analysis should show only those revenues collected from the basic
'ari$

ll 111 Iai

q?-c"-IV.B-6 r conies of all nrssent and Dronosed Gas Tar t4 2 LL4 1 Bardes
(?-qc.ry.B-? Srrnnlv a sranh ofnresent and nronosed base rates on hmerbolic cross section naner- 111 5 HI
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Referenced by Commission Regulations

Commission
Regulation
Number

HistoricTest Year Fully Forecasted Rate Year
TWelve Months Ended Twelve Months Ended

November qo. zor4 December qo. zo16
Exhibit Schedule Exhibit Schedule Witness

53.53.IV.8.8 Supply a map showing the Gas System Facilities and Gas Service Areas. The map should include
transmission lines, distribution lines, other companies'lines interconnecting with the
interconnecting points clearly designated, major compressor stations, gas storage and gas storage
lines. The normal direction of gas flow within the transmission system should be indicated by
arrows. Separate service areas within the system should be clearly designated.

r5 2 l15 Paloney

si.s3.IV.B.s Supplv a cost analvsis suoportine minimum charees for all rate schedules. 11 111 I iott
s3.53.IV.8.10 Supplv a cost analvsis supnortine demand charees for all tariffs which contain demand charses. 11 111 iott
5i.53.IV.B.u Suoolv the net fuel clause adiustment bv month for the test vear. L2 6 tr2 2 Palonev

S3.53.IV.B.12 Supply a tabulation ofbase rate bills for each rate schedule comparing the existing rates to proposed
rates. The tabulation should show the dollar difference and the per cent increase or decrease.

11 111 6 Balmert

53.53.IV.B.13 Submit the projected demands for all customer classes for both purchased and produced gas for the
flr---.'d--. f^'ll^..;-- +h- +6a+ "--- f,li--

10 6 1lo 6 Efland

53.53.IV.8.14 Supply an exhibit showing the gas deliveries to each customer class for the most recent z4 month
period. The exhibit should identifo the source of the gas, such as "purchased" (pipeline) ,
"production" (include purchases from local producers), "storage withdrawal", 'propane/air", and
nrrnoaannn+od €nrrl

1() 7 110 7 Paloney

F?-.62 Fq.62 RECOVERY OF FUEL COSTS BY GAS IJTILTTIES
In addition to information otherwise required to be filed by ajurisdictional natural gas distributor
with gross intrastate annual operating revenues in excess of $4o million seeking a change in its base
rates, each gas utility must also file updates to the information required by &Sg.64(c ) (relating to
filing requirements for natural gas distributors with gross intrastate annual operating revenues in
excess of $4o million). In the case of a utility purchasing gas as defined at &53..6r (a) (relating to
purpose) from an affiliated interest, it shall also file updates to the information required at &53.65
(relating to special provisions relating to natural gas distributors with gross interstate annual
operating revenues in excess of $4o million with affiliated interests). These updates shall be made at
the time the base rate case under 66 Pa.C.S. 1308 (relating to voluntary changes in rates) is originally
filed. Deficiencies in filing will be treated as set forth at &S3.5r (c) (relating to general).

Weather Nomalizafion Adirrstmenr 10 8 110 8 Efland
y'olumetric Portion of toad Gror+th Adiustment 10 q 10q A E
Estimated Number of Bills and Normalized Sales Volumes 10 2.4 lo a E
Future Test Year Sales Forecast 1() 2 1() 1() E
{diushnent to Purchase Gas ExDense 12 t2 Palonew
Recoverv of Fuel Costs bv Gas Utilities (13o7-F) t2 8 t2 A Palonew
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COLUMBIA GAS OF PENNSYLVANIA. INC
sg.sI III. BAI.ANCE SHEET AND OPERATING STATEMENT

A. ALL UTILITIES

4c. Adjustments which are estimated shall be fully supported by basic
information reasonably necessary.

Response: All adjustments made were based on annualizing and
normalizing the rz months ended November 3o, zor4. The
derivation and support behind the adjustments are shown on
the following exhibits:

Exhibit No. z
Exhibit No.g
Exhibit No.4
Exhibit No.s
Exhibit No. 6
Exhibit No. 7
Exhibit No. 8

Income Statement
Revenues
Extrlenses
Depreciation
Taxes Other Than Income Taxes
Income Taxes
Measures of Value

4r. Submit a statement explaining the derivation of the amounts used for
projecting future test year level of operations and submit appropriate
schedules supporting the projected test year level of operation.

Response: Exhibits explaining the derivation of the amounts used for
projecting a future test year (rz months ending November
3o, zor5) and a firlly forecasted rate year (rz months ended
December 3r, zo16) are:

Exhibit No. toz Income Statement
Exhibit No. ro3 Revenues
Exhibit No. ro4 Expenses
Exhibit No. ro5 Depreciation
Exhibit No. ro6 Taxes Other Than Income Taxes
Exhibit No. ro7 Income Taxes
Exhibit No. ro8 Measures of Value
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COLUMBIA GAS OF PENNSYLVANIA. INC
sg.sg III. BAI-ANCE SHEET AND OPERATING STATEMENT

A. ALL UTILITIES

Ratios, percentages, allocations and averages used in adjustments must be
fully supported and identified as to source.

Response: When allocation factors are used, they are identified on the
appropriate exhibit.

Provide an explanation of any differences between the basis or procedure
used in allocations of revenues, expenses, depreciation and taxes in the
current rate case and that used in the prior rate case.

Response: There are no differences.

Exhibit No. 13

Schedule No.4
Pagezof.z

Witness: N.M. Palonev

Supply a copy of internal and independent audit reports of the test year
and prior calendar year, noting any exceptions and recommendations and
disposition thereof.

Response: Please see the attached internal audits. There were no
independent audit reports performed specifically for
Columbia Gas of Pennsylvania during the test year and prior
calendar year.

45.

46.
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Review

To Susan Taylor, NiSource Corp.
Services Segment Controller

Michael lmhoff, VP Supply Chain,
Real Estate, & Facility Managem

Tiffany Fritchley, Senior Auditor
Ryan Binkley, Audit Director
Shelley Duling, Audit Manager

From:
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Internal Audit conducted an audit of the controls and processes associated with the
Policies and Procedures related to employee expense reimbursement for the period of
Jufy 1, 2009 to June 30,2012 (audit period).

- The scope of the audit included the following NiSource entities:

. Columbia Distribution Companies (CDCs)

. Columbia Gas of Massachusetts (CMA)

. NiSource Corporate Services (NCS)

. NiSource Gas Transmission and Storage (NGT&S)

. Northern Indiana Public Service Company (NIPSCO)

- Executive Council (Officer) expense statement reviews are performed annually.
f nternal Audit issued the 2012 Officer Expense Reimbursement Review report on
June 4,2012.

Audit Purpose: To assess the overall compliance with the requirements of Corporate
policies related to expense reimbursement.
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Specifically, the focus of our audit included the following:

- Determine whether Policies and Procedures are adequate and reflect current
processes;

- Veriff that corporate credit card use is limited to authorized personnel;

- Determine whether employee expenses are incurred and reimbursed in
accordance with corporate policy and Internal Revenue Service (lRS) guidelines,
and

- Verify that reconciliations between American Express (AMEX) data and NiSource
data are performed.
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Audit Obiective 1: Determine whether Policies and Procedures are adequate
and reflect current processes.

. Generally, current policies and procedures reviewed by lnternal Audit were
determined to be adequate and reflect current processes.

However, Management should consider updating policies and procedures to
provide more specific guidance for transactions wlth potential tax implications
(such as charitable contributions), expense transactions identified during
periodic Accounts Payable audits that relate to general changes in the overall
business environment (home internet charges), and common expense
transactions where the amount is subject to employee discretion (such as
tips for meals, bellmen, etc.).

D These policy and procedure revisions would require updates to the ERS
system. The cosUbenefit of implementing these recommendations
should be assessed, including an analysis of upgrading the ERS system
to allow Management more flexibility and change control to add
additional cost categories etc., in a timely and cost effective manner.
Updates to the current ERS system can be cost prohibitive.
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Audit Obiective 2: Determine that corporate credit card use is limited to
authorized personnel.

Cardholder agreements appear to have been properly approved and executed.

Active American Express credit cards appear to be properly assigned to only
active personnel.
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Audit Obiective 3: Determine that employee expenses are incurred and
reimbursed in accordance with Corporate policy and Internal Revenue Service
guidelines.

. Generally, employee expenses incurred are reimbursed in accordance with
Corporate policies and are in compliance with IRS guidelines. However, Internal
Audit was unable to fully conclude on 12 out of 476 total selected employee
expense reports as the associated receipt documentation was not able to be
provided by management - these expenses were pre-ERS implementation. The
totaf of the 12 expense statements were deemed immaterial ($S,OS8) and the risk
of misplaced documentation in storage has been mitigated through the utilization
of ERS. Additionally, Internal Audit identified minor variances from Corporate
policies.



Background
Exhibit No. 13

Schedule No.4(46)a
Page 8 of 42

Witness N. M. Paloney

. The Internal Audit Department began performing regular audits of the expense
reimbursement process in 2009.

. In addition to the reviews performed by Internal Audit, the Accounts Payable
department performs audits of employee expenses, including, but not limited to,
the following:

A pre-audit of all expense reports exceeding $10,000;

A pre-audit of specifically identified employees based on historical
experience and/or position within the Company;

A post audit of a random 10% sample of all expense submissions;

A post audit on all miscellaneous expenses exceeding $250; and

A post audit on all cash out of pocket meals greater than $25.



Background

NiSource Transmission and Storage

NiSource Corporate Services

Columbia Distribution Companies

Columbia Distribution Companies

Colu m bia Gas of M assach usetts

Columbia Gas of Massachusetts

Northern Indiana Public Service Company
(N I PSco)

Northern Indiana Public Service Company

(Cont'd)

7 /L/2oos - 6/30/20L2

7 /L/200s - 6l3o/20t2

7 /tlz}Os - 3/3L/2OLL

4 / 1. / 201.1. - 6 / 30 / 20L2

7 /L/1OOe - B/3L/2OLO

e/L/2OLO - 6/30/20L2

7 /L/ZOO9 - s/30/2OrO

r0/L/2010 - 6/30/20L2
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ERS

ERS

G EAC

ERS

Lawson

ERS

Material Accounts
Payable Purchase
System

ERS

. As of April 1,2011 , all business units process employee expenses through the
Expense Reporting System (ERS); however, during the audit period the following
systems were utilized by each respective business unit and timeframe:

'224/z////z{.m',<!

WI ,4S$:.ZS , \"! 
"'^'a
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' AMEX corporate credit cards are provided to exempt employees to pay for travel
and entertainment expenses and to approved non-exempt employees who travel
frequently on company business. "Receipt Acknowledgments" are required to be
signed by each employee, agreeing to the terms for using the AMEX card.

- ERS Users

' Expenses are submitted and approved through the online system.

' Payments are remitted to AMEX by NiSource.

- Non-ERS Users (During Audit Period)
. Expenses were submitted and approved on an employee expense

statement.

- Systems such as Catalyst were utilized for approval and/or
document retention for various business units.

. Employees were responsible for remitting payment to AMEX and
submitting charges to NiSource for reimbursement.

' Employees who are not issued corporate credit cards may still incur legitimate
reimbursable business expenses.

- Expenses are submitted and approved on an employee expense statement
and sent to Accounts Payable for processing.



Observations and Analysis

Internal Audit analyzed employee spend data for the 12 month periods ending
June 30,2010,2011 and 2012 noting the following:

Employee expenses have increased $14M from the 12 month period ending
July 31 ,2010 to the 12 month period ending July 31,2012 (see Slides 16-
17) .

While total spend has increased (as noted above), employee spend by
category has remained consistent with travel related expenses (i.e. lodging,
aiffare, rental car, etc.) consistently comprising the majority of expenses.

. Travel related expenses have ranged from 65% to 67%o of total
employee spend during the 12 month periods reviewed (see Slide 18
for an illustration of the categorical spend for the audit period).
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. Internal Audit analyzed employee spend data for the 12 month periods ending
June 30, 2010,2011 and 2012 noting the following:

NiSource Corporate Services (NCS) has comprised the highest percentage
of employee spend during the three periods reviewed, ranging from 36%to
42% of total employee spend (see Stide 19).

The following departments were consistently in the top 10 regarding
department spend during each of the12 month periods reviewed (See Slides
13- 15):

. NCS - Legal Regulatory

. NGT&S - Project Teams

. NCS - Technical Support



The top departments in terms of spend for the 12 month period ending June 30, 2010
represented -10%o of total expenses. These departments are presented below.

Observations and Analysis (Cont'd)

NiSource Gas Transmission and Storage

NiSource Corporate Services

NiSource Corporate Services

NiSource Gas Transmission and Storage

N iSource Corporate Services

N iSource Corporate Services

Columbia Distribution Companies

Columbia Distribution Companies

NiSource Gas Transmission and Storage

NiSource Gas Transmission and Storage
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Project Teams

Legal - Regulatory

Tech nica I Su pport

Marketing and Origination - South

Orga n izationa I Development

Columbia Distribution Company - Sales

Construction Services

Administration - Operations

Supply and Origination

System Integrity
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The top departments in terms of spend for the 12 month period ending June 30,2011
represented -77%o of total expenses. These departments are presented below:

NiSource Corporate Services

N iSou rce Corporate Services

NiSource Gas Transmission and Storage

NiSource Corporate Services

NiSource Corporate Services

NiSource Gas Transmission and Storage

N iSource Corporate Services

NiSource Gas Transmission and Storage

NiSource Gas Transmission and Storage

NiSource Gas Transmission and Storage

Legal - Regulatory

Engineering Services

Public Affairs

Technical Support

Large Customer Relations

Project Teams

Health, Safety and Environmental
Tech nical Tra i ni ng Ad ministration

Gulf Maintenance

FS Maintenance - St Albans

Gulf Com pressor Maintena nce
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The top departments in terms of spend for the 12 month period ending June 30,2012
represented -12%o of total expenses. These departments are presented below:

N iSou rce Corporate Services

N iSource Corporate Services

N iSource Corporate Services

NiSource Gas Transmission and Storage

NiSource Gas Transmission and Storage

N iSou rce Corporate Services

N iSou rce Corporate Services

NiSource Gas Transmission and Storage

NiSource Gas Transmission and Storage

N iSou rce Corporate Services

Legal - Regulatory

Technology and Application Support

Health, Safety and Environmental
Tech n ica I Traini ng Ad m in istration

P roject Tea ms

Rates and Regulatory Affairs

Orga nizationa I Development

Fina ncia I Tra nsformation

Business Development

Pipeline Services

Technical Support
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Employee expenses have increased -$14M from the 12 month period ending July 31 ,

2010 to the 1 2 month period ending July 31 , 2012, primarily driven by a -$9M increase in
travel expenses and -$3M increase in meals and entertainment (M&E) expenses.

(See Sfi'de 17for graphical depiction of the year-over-year changes in spend.)

Employee Spend By Category By Period ($)

M&E

Travel

Awa rds

Tra in ing

Other

Total

2,180,953

6,7L0,27 4

66,493

395,160

615,535

9,968,41,5

S 3,829,247
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r85,742
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L,063,r43

5 17,148,884
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15,714,807

336,803
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Employee expenses have increased-$14M from the 12 month period ending July 31 ,

2010 to the 12 month period ending July 31, 2012 primarily driven by a -$9M increase in
travel expenses and -$3M increase in meals and entertainment (M&E) expenses.

r M&E

r TRAVEL

ffi AWARDS

r TRAINING

ffi OTHER

Employee Spend By Gategory By Period ($)



Observations and Analysis (Gont'd)
Exhibit No. '13

Schedule No. 4(46)a
Page 18 of 42

Witness N. M. Palonev

Employee spend by category has remained consistent during each of the 12 month
periods reviewed with travel related expenses comprising between 65% to 67% of total
expenses during the periods reviewed.

Employee Spend By Gategory By Period (%l

7lLl2OOe - 613012010

Training

7lLl2O10 - 613012011 7lrl2OLL - 613012012

Training Training
s%

5%
Awards

1%
Awards

1%

Awards- 4%
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Employee spend by business unit has remained relatively consistent with NCS expenses
comprising the highest spend level each of the three years, ranging from 36% to 42To of
total spend. CDC expenses have decreased slightly (-6%.) from the 12 month periods
ending June 30,2010 and June 30,2012.

Spend By Business Unit (%l

7lLlz|ro - 613012011 7lLlzorr - 61301101-2
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Au d it P roced u res, Res u lts a nd Recom ms n fl 2ticr+ff,i,lli*f:

Objective 1 *ihessNMParone,

Audit Obiective 1: Determine whether Policies and Procedures are adequate

and reflect current processes.

Audit Procedures:

1. Review existing Policies and Procedures for alignment with current processes
and ensure communication and accessibility to all end users.



Aud it P roced u res, Res u lts a nd Recom m endati oraffi{}ii{i
Objective 1 (Gont'd) *."sN M Paronev

Audit Procedure 1: Review existing Policies and Procedures for alignment
with current processes and ensure communication and accessibility to allend-
users.

Audit Resulfs.'
. Internal Audit reviewed the following Policies and Procedures related to expense

reimbursement for the period covering July 1, 2009 through June 30, 2012:

- Business Expense Reimbursement and Reporting (ERS and non-ERS);

- Employee Gift and Award Accounting and Reporting;

- Gifts, Meals and Entertainment;

- Travel;

- Corporate Credit Card;

- Cellular Devices and Cellular Services;

- Information Technology Equipment; and

- Internet Use Policy.

NOTE: During the audit period, several versions of the policies and procedures existed due to
revisions to reflect the current processes at a specified time period.



Au d it P roced u res, Res u lts a nd Recom m e ndati oruB li,ll^l

Objective 1 (Gont'd) *'nessN M Paronev

Audit Procedure 1 - Audit resulfs (Cont'd):

. Overall, Internal Audit concluded that Policies and Procedures appear to be
adequate, reflect current processes and are accessible to all employees via the
MySource intranet;

. However, based on the procedures performed the following was noted:

. Policies and Procedures currently do not address the following items
that were processed as employee expense items for the sample
population reviewed:

G haritable Contri butions
> Permissibility of this item is not addressed by policy and is not

an expense category in ERS, if deemed an employee
expense, to easily capture and assess these items for tax
purposes and ensure proper accounting in the General
t":n; 

roughdiscuss ions with Management, it was noted that
charitable contributions are also processed through the
Accounts Payable cycle. These transactions are
a s s e s s e d f o r re a s o n a b I e_ n e s_s by_ M a na g em-en t ._



Au d it P roced u res, Resu lts a n d Recom m endati@",[]i1.]!
Objective 1 (Gont'd) *"'essN M Pa'onev

Audit Procedure 1 - Audit resulfs (Cont'd):

. Policies and Procedures currently do nof address the following items
that were processed as employee expense items for the sample
population reviewed (Cont'd):

- Home Internet Usage

> Telecommuting arrangements could potentially increase
given technological advancements requiring guidance for
consistency across NiSource.

Suggested Tip Guidance

) ln -5%o of the expense statements reviewed as part of testing
in Objective 3, tips were in excess of 20%o, often times
exceedtng 25%.



Aud it Proced u res, Resu lts a nd Recom mendati oto$,i,lla',:

Objective 1 (Cont'd) *tn"".N M Pa'onev

Audit Procedure 1 (Cont'd):

Internal Audit Recommendation(s) :

. Management should consider updating policies and procedures to provide more
specific guidance regarding the following:

- Employee expense transactions with potential tax implications, such as
charitable contributions:

Home internet charges, as well as other expense transactions identified
during periodic audits that relate to general changes in the overall business
environment; and

Common expense transactions where the amount is subject to employee
discretion, such as tips for meals, bellmen, etc.



Aud it Proced u res, Res u lts and Recom mendati offi]i1.]j
Objective 2 \Mrn""!N ru Parons'

Audit Obiective 2: Determine that corporate credit card use is limited to
authorized personnel.

Audit Procedures:

1. Verify that cardholder agreements have been properly approved and executed.

2. Determine that active credit cards are only assigned to active personnel.



Audit Procedures, Results and
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Audit Procedure 1: Verify that cardholder agreements have been properly
approved and executed.

Audit Resulfs;

Internal Audit used a combination of judgmental and random sampling to select
25 employees from a listing of active AMEX cardholders as of June 30,2012.

Out of the 25 "ReceiptAcknowledgements" reviewed, 11 (44%) were not
signed within 30 days of the card set-up date, which is the date Supply
Chain approved the card to be issued by AMEX.

. The "Receipt Acknowledgment" states that forms should be returned to
Supply Chain within 5 days of receipt of the AMEX card by the
employee.

Receipt date of the AMEX card by the employee could not be
verified, thus Internal Audit used a 30 day time period between the
set-up date and the date the acknowledgment was signed to
assess whether forms were being signed in a timely manner.



Audit Procedures, Results and Recommendatienffi{}H;
Objective 2 (Gont'd) *rn""sN I'P6'onev

Audit Procedure 1 - Audit Resulfs (Cont'd):

- Internal Audit noted that all of the agreements reviewed were signed as of
the testing date.

- Through discussions with Supply Chain, a database has been created
to track the signing of the cardholder agreements and it is periodically
assessed against the listing of active AMEX cards.

- Any missing agreements are requested from the cardholder.

lnternal Audif Reco mmendations: None.
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Objective 2 (Gont'd) *'ln€ssN M Pa'onev

Audit Procedure 2: Determine that active credit cards are only assigned to
active personnel.

Audit Results:

AMEX cards are cancelled as of month end for all employees terminated during that
month to allow all charges to fully process. At the request of a supervisor, the card may
be cancelled immediately upon termination.

- Twice a year (January and July), Supply Chain compares an active AMEX
cardholder listing as provided by AMEX to a listing of active employees; any
cards assigned to inactive personnel are investigated and cancelled, if
necessary.

. lnternal Audit compared a listing of active AMEX cardholders as of June 30, 2012 to a
listing of active personnel as of June 30, 2012 noting the following:

- One card was shown as active on the cardholder file provided by AMEX, but was
actually an inactive card as verified by Internal Audit through review of the Card
Profile maintained on the AMEX website.

. As of the report date, Supply Chain is working with AMEX to correct this item.



Audit Procedures, Results and Recommendatioffi]fii
Objective 2 (Gont'd) *tnessN M Pa'onev

Audit Procedure 2 - Audit Resulfs (Cont'd):

- 14 employees listed as having an active card were not included in the active
personnel file.

. All 14 cards were cancelled as of August 2,2012.

- 10 cards were cancelled more than 30 days after the employee's
termination date with dates ranging back to May 22,2OO9.

> Cards were identified and cancelled during Supply Chain's semi-
annual review process (See Slide 28).

- All terminations that occurred in June 2012were cancelled within 3O
days (in June or July 2012).

. Internal Audit verified cancellation for a selection ol the 14 cards noted
above through review of the Card Profile maintained on the AMEX website.

lntemal Au dit Recommendation(s) : uone.



Audit Procedures, Results and Recommendatioaff{}fr{;
Objective 3 wtnessNMPstone,

Audit Obiective 3: Determine that employee expenses are incurred and
reimbursed in accordance with corporate policy and Internal Revenue Service
guidelines.

Audit Procedures:

1. Examine a sample of employee expense reports and evaluate their compliance
with corporate policy, including:

. Permissibility of expense;

. Expense statement approval;

: I'::J::T::il.:'ff::ff::*; 
and

2. Analyze a sample of gift and award transactions and verify appropriate support,
approval and proper tax treatment.



Audit Procedures, Results and Recommendatiens$if,{;
Witness N. M. PaloneyObjective 3 (Gont'd)

Audit Procedure 1: Examine a sample of employee expense reports and
evaluate their compliance with corporate policy.

Audit Resulfs.'

. Internal Audit used Audit Command Language (ACL) software to randomly select
a statistical sample of expense reports using the Poisson Distribution Model
embedded in ACL.

- A total of 119 selections were required from each employee expense system
utilized during the audit period (see Slide 9) equating to 476 total selections.

- An additional 32 selections were judgmentally made by lnternal Audit
focusing on the following attributes:

. Top spenders within each Business Unit;

. Top expense vouchers within each Business Unit; and

. Members of upper management.

- The receipt documentationfor 12 CDC selections processed through GEAC
could not be located in storage, thus Internal Audit could not conclude on the
appropriateness of these transactions.



Au d it Proced u res, Res u lts a nd Recom mendati or+F#{}g;

Objective 3 (Gont'd) *tnessNMPa'onev

Audit Procedure 1 - Audit resulfs (Cont'd)

- Overall the expense reports reviewed appeared to represent valid business
expenses in accordance with policy; receipts were submitted as required and
approved by the employee's supervisor.

- For the total population of selections of 476 expense submissions, Internal Audit
did identify the following minor deviations from policy and procedures:

. Expense submissions were not processed timely in accordance with policy
guidelines, potentially impacting period end accruals (25 occurrences); and

. Spousal related expenses were not properly coded in ERS to ensure
accurate taxability of the expense item (2 occurrences).

- When properly classifying the expense in ERS, an explanation should
be included to support the business justification for the spousal
expense.



Aud it P roced u res, Resu lts a nd Recom mendation$,l'{ie!,il
Objective 3 (Cont'd) *'"""i:i':3ilni

Audit Procedure 1 - Audit results (Cont'd)

. AMEX late fees were reimbursed to I employee without a documented
explanation in ERS as to why it was appropriate.

. Hotel receipts were submitted for reimbursement without a $0 balance noted;
poficy requires a $0 balance receipt (10 occurrences).

- A'0' balance receipt prohibits an employee from cancelling a room
reservation and subsequently submitting the expense for cash
reimbursement.

. Receipts supporting the expense item were not submitted as required by
policy (28 occurrences).

- Most of these occurrences were under pre-ERS systems.

- Internal Audit also noted the following through review of the sample selections:

. Flight credits issued for cancelled flights are not independently tracked and
monitored to ensure the credit is utilized for business purposes.
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Audit Procedure 1 - Audit resulfs (Cont'd)

- Internal Audit also noted the following through review of the sample selections
(Cont'd):

. ERS currently does not require location details (i.e. to/from location with the
number of miles) to support total mileage reimbursement.

lnternal Audit Recommendation(s) :

. Management should create additional employee expense categories and/or fields
within ERS for allowable employee expense transactions that carry tax and/or
other business implications to ensure these transactions are easily captured from
ERS assuming proper coding by employees.

Additional fields, such as detailed mileage information, should also be
considered to ensure an adequate review of the expense by the supervisor.

The cost/benefit of implementing this recommendation should be assessed,
including an analysis of upgrading the ERS system to allow Management
more flexibility and change control to add additional cost categories etc. to
ERS in a timely and cost effective manner. The current ERS system can be
cost prohibitive.



Aud it P roced u res, Res u lts a nd Recom mendatioaff{}iiii
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Audit Procedure I - Audit results (Cont'd)

lnternal Audif Reco mmendation(s) (Cont'd) :

Management should implement a process to monitor flight credits within "Orbitz
for Business" to ensure they are utilized for business purposes.

Management should continue to communicate policies and procedures related to
employee expense reimbursements with a focus on recurring exceptions noted
during sample audits, as well as those items carrying potential tax implications.

Management should consider providing recommendations to employees to
enhance the overall documentation in ERS, such as including mileage
details and explanations for submitted expenses that do not align with policy.
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Audit Procedure 2: Analyze a sample of gift and award transactions and verify
appropriate support, approval and proper tax treatment.

Audit Resulfs.'

Non-ERS Sysfems
. Internal Audit identified 6 gifUaward transactions from the non-ERS sample

population tested at Procedure 1.

An employee income reporting form was not submitted to Payroll to properly
reflect the amount of the gift in the recipient employee's gross income.

. The utilization of ERS by all business units has mitigated this risk as
Payroll is able to generate a monthly report from ERS providing the
gifVaward information necessary for income and tax purposes if the item
is coded properly in ERS.
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Audit Procedure 2- Audit Resulfs (Cont'd):

ERS
. 2 of the t5t ERS selections were coded as "Gifts."

- Expenses appeared to be properly recorded in ERS and submitted in
accordance with policy.

. Through testing of all 151 ERS selections, Internal Audit identified 1 gifUaward
transaction that was improperly coded as "Other Miscellaneous."

- A $200 gift card purchase as part of a lead incentive program (not related to
safety) was improperly coded as "Other/Miscellaneous" and was not included
in the recipient employee's gross income.

- "Other/Miscellaneous" charges in excess of $250 are reviewed by
Accounts Payable as noted at Slide 8, thus expense was not subject to
their review.

- Accounts Payable communicated the policies and procedures related to
gift and award purchases to employees via email on December 3,2012
due to an increase in gifts in December based on historical trends.
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Audit Procedure 2- Audit Results (Cont'd):

lntern al Au d it Recom mendation(s) :

. Management should continue to communicate policies and procedures related to
gifUaward transactions and monitor the proper coding of gifUaward transactions to
ensure proper accounting in accordance with policy.



Aud it Proced u res, Res u tts a nd Recom mendati qrff{}ii{i
objective 4 

wtn€ssNMParone'

Audit Obiective 4= Determine that reconciliations between AMEX data and
NiSource data are performed.

Audit Procedures:

1. Confirm that periodic reconciliations between data sources are performed with
any variances and/or reconciling items investigated for reasonableness.



Au d it P roced u res, Res u lts a n d Recom me n datiqrC{}fr{;
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Audit Procedure 1: Confirm that periodic reconciliations between data sources
are performed with any variances and/or reconciling items investigated for
reasonableness.

Audit Results:
. Internal audit reviewed the following:

- A sample of 15 daily reconciliations performed by Accounts Payable; and

- A sample of 2 monthly reconciliations performed by Corporate Services
Accounting.

. The reconciliation files (including corresponding approvals) were obtained from
Management for each sample selection in order to veriff that the amounts paid to
AMEX agreed to the amounts withdrawn from the bank.

. Internal Audit concluded that the selected reconciliations were properly completed
with no outstanding reconciling items.

Internal Audit Recommendations: None.
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Specific employee spend data related to each of the business entities are included in the
following exhibits:

. ExhibitA- Columbia Distribution Companies

. Exhibit B - Columbia Gas of Massachusetts

. Exhibit C - Northern lndiana Public Service Company

. Exhibit D - NiSource Gas Transmission and Storage

. Exhibit E - NiSource Corporate Services

Relative Exhibits have been provided to each business entity's executive management
for informational purposes and additional internal use as deemed appropriate.
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InternalAudit has performed procedures to review time recorded to NiFiT project charge codes
associated with project tasks tracked by the Microsoft Project Server (PWA) system at the request of
NiFiT Management. NiFiT Management requested our review to verify that the project time reporting
processes were sound and being followed; this is important to accurately capture and classify time
spent on the project, and thereby accurately cost the software asset created by the project. Internal
Audit engaged appropriate members of the NiFiT Transformation team to assist us in our audit
procedures.

. The focus of our review included the following Objectives/procedures:

. Objective 1 - A review of a sample of PWA system charge codes and related tasks to
ensure their alignment with established accounting guidance;

. Objective 2 - A review of a sample of NiFiT team members charging time in the PWA
system to ensure their time has been charged to established NiFiT Project tasks in
accordance with Project guidelines and/or instructions for Gapital and O&M charges; and

. Objective 3 - A review of controls that have been established to ensure the accuracy and
completeness of NiFiT Project costs.

InternalAudit has reviewed our results with NiFiT management and they are in agreement with our
results.
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Objective I : Verify that NiFiT charge codes are aligned with established accounting guidance.

Internal Audit Observations:
. Internal Audit reviewed the guidelines used to record Capital and O&M costs associated with the

Project and noted that they were aligned with current Accounting guidance. InternalAudit also
noted that charge codes have been established to track both Capital and O&M costs associated
with each NiSource Business uniVCompany depending upon the Project tasks.

. InternalAudit reviewed a sample of Project tasks and noted that each task reviewed appeared to
be assigned appropriate charge codes that properly Capitalize/Expense Project task activities.
InternalAudit did note some minor exceptions where certain Project tasks were not assigned the
appropriate charge code - management noted that each of these exceptions have been
addressed as of our report date. InternalAudit also identified a number of Project tasks that were
not assigned associated charge codes - management noted that each of these exceptions have
been addressed as of our report date.

Internal Audit Recommendations:
. InternalAudit has made a recommendation to NiFiT Project management to review tasks on a

recurring basis to ensure that charge codes are properly assigned to Project tasks for proper
accounting and time reporting. As of the date of our report, NiFiT management noted that a
process has been established to review the charge codes assignments to tasks on a weekly
basis.
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Objective 2: Verify that both internal and third-party resources have charged time to NiFiT Project
tasks in accordance with established Project guidelines and/or instructions.

Internal Audit Observations:
. InternalAudit reviewed a sample of NiSource employees and third-party employees who have

charged time to the Project in PWA for a five week period in 2012. InternalAudit compared the
actual hours charged for each individual selected for the time period under review to the total
hours budgeted in both PWA, and the established Staffing Plan, noting that actual hours charged
varied from PWA budget amounts and the Staffing Plan budget amounts; variances of actual
hours to the budgeted hours in the Staffing Plan were minor. Additionally, Internal Audit
reviewed the charged Capital/O&M split, noting that the allocation of charged hours between
Capital and O&M was within a variance of approximately 1% -3% of the budgeted amounts in
both the PWAsystem and Stafiing Plan.

Internal Audit Recommendations:
. InternalAudit made a recommendation to NiFiT Project management to review budget to actual

charges on a recurring basis to ensure time is being properly charged to tasks and allocated to
Capital and O&M. Additionally, InternalAudit recommended that budgeted hours should be
consistent between PWA and the Staffing Plan; management should consider reconciling
budgeted hours between PWA and the Stafiing Plan on a recurring basis. As of the date of our
report, NiFiT management noted that the Stafiing Plan forecast is being updated on a real-time
basis and that a process to reconcile PWA and the Staffing Plan in underway.
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Objective 3: Verify that controls have been established to ensure the accuracy and
completeness of NiFiT Project costs.

Internal Audit Observations:

. Internal Audit reviewed the processes and controls of approving time in the PWA system
with Project management. Internal Audit also reviewed documentation provided by Project
management that illustrated the process and policy for individuals charging time to the
Project. Internal Audit concluded that NiFiT management has an established policy and
documented process whereby Project participants are required to enter all time on a
weekly basis; time is reviewed at least weekly by Project Team Leads.

Process / Scope Comment:

lnternal Audit noted that NiSource personnel time is recorded in both the PWA system and
Workbrain, as PWA does not currently intertace with the Company's accounting sysfem. As
such, it is "key" that personnel are accurate in their time repofting when entering time in both
PWA and Workbrain. lnternal Audit's review was limited to the review of time entered and
traced in PWA.
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Objective 1: Verify that NiFiT charge codes are aligned with established accounting
guidance.

. Review a sample of (50) Microsoft Project Server (PWA) system charge codes out of a total
population of 1,307 charge codes to ensure they have been developed in accordance with
established accounting guidance.

Background

The process of applying a charge code to a task occurs at two different points:

. During the planning phase of the deliverable/task; and. When the task is being performed.

The majority of tasks are coded during the planning phase. During the planning phase
workstream leads will budget out specific tasks and apply charge codes to the task as either
Capital or O&M. Once the initial assessment is complete, Corporate Accounting and Project
Management will review and approve the Capital/O&M classification.
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NiFiT Charge Gode lTime Review

Objective 1:
Background (Cont'd):

Occasionally, an additional task will come up that needs to be coded when work on a
deliverable has started. These task go through a change management process that is handled
by workstream leads.

Once the coding is complete for these items, they are not reviewed by Corporate Accounting
or Project Management.

. Ultimately, the coding of Capital or O&M for NiFiT charge codes have gone through a four
layer review process completed by:

. Workstream Leads;

. Project Management Office;

. Corporate Accounting; and

. lnternal Audit - on a test basis herein.
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Objective 1:
Resulfs.'

. Internal Audit obtained detail of all NiFiT transformation Project (the "Project") charge codes and
related "tasks" tracked by the PWA system. InternalAudit also obtained accounting policy (15.5
Software Capitalization Policy) and related guidelines for the appropriate capitalization and
expense of activities related to the Project.

. InternalAudit concluded that the accounting policy appears to be consistent with the
guidelines used to record Capital and O&M costs associated with the Project.

. InternalAudit noted that charge codes are established to track both Capital and O&M costs
associated with each NiSource Business uniVcompany depending upon the Project tasks
(CMA/CDC/NG D/N I PSCO/Common).

. InternalAudit sub-selected (50) Project tasks from PWA data and reviewed the related charge
codes.

- Internal Audit noted that most of the selected tasks reviewed appear to be assigned
appropriate charge codes that properly Capitalize/Expense Project task activities. However,
InternalAudit did note some exceptions - please see the next slidetor a listing of
exceptions identified by Internal Audit.
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NiFiT Charge Code ITime Review

Objective 1:
Resulfs (Cont'd):

. Internal Audit identified instances where groups of charges/tasks appeared to be
improperly allocating hours to Capital rather than properly allocating time/costs to O&M -
these tasks have been noted below. Internal Audit discussed tasks below with NiFiT
Project Management, and based on discussion, it appears that tasks either need to be
reclassified as O&M, or renamed as the task performed was capital in nature, but the
description is misleading.

. ALL_PowerPlant_Administration T'ime

. ALL-SCM-ADMINISTRATION TIME. CMA_TandL_Administration. ALL_Accounting_ADMINISTRATION TIME - Common Capital. ALL_CoA_CapitalADMlNlSTRAT|ON TIME

. ALl_Reporting_ADMINISTRATION TIME - CAPITAL

. Project Management - Capital

. As of the date of our report, NiFiT management noted that all tasks noted above have been
renamed to accurately reflect the activity.
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Objective 1:
Results (Cont'd):

. Internal Audit identified 182 tasks out of a total 1,307 Project tasks (-14%) that did not
have an assigned charge code; these tasks should have been assigned a charge code
through the change management process performed by Workstream Leads.

. NiFiT Management noted the following regarding the 182 tasks identified by Internal
Audit;

. 105 (-8%) tasks are associated with the CMA 3.0 Warehouslng initiative.

. These tasks will not have a charge code behind them, ?s that is an
initiative external to NiFiT. However, for clarity in future analysis, the field
"Charge Code" will be populated by text "CMA " for appropriate
identification.

. 77 (-6%) of the remaining tasks have been assigned an appropriate Project
charge code as of the report date.
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Objective 1:
Resulfs (Cont'd):

I ntern a I A u d it Reco m me ndati on s :
. NiFiT Project management should review tasks on a recurring basis to ensure that charge

codes are properly assigned to Project tasks for proper accounting and time reporting.
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NiFiT Charge Code lTime Review

Objective 2: Verify that both internal and third-party resources have charged
time to NiFiT Project tasks in accordance with established Project guidelines
and/or instructions.

. Review a sample of (25) individuals charging time in the PWA system to ensure their time
has been charged to established NiFiT Project tasks in accordance with Project guidelines
and/or instructions for Capital and O&M charges.

Resulfs.'

lnternal Audit selected a sample of (25) individuals for a 5 week period (Week 4044)for
both NiSource employees and third-parg vendors who have charged time to the Project in
PWA and performed the following:

. Compared the actual hours charged for each individual for the time period under
review versus the hours budgeted (in both PWA and Staffing Plan) and verified the
allocation of Capital and O&M.

. Performed analysis on total budgeted time for the entire 5 week period for each
individual.
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Objective 2:
Resulfs (Cont'd):
. Internal Audit noted the following PWA budgeted hour groupings to selected (25)

individuals:

. 0-200 Budgeted Hours - 8 individuals. 201-250 Budgeted Hours - 11 individuals

. 251-300 Budgeted Hours - 2 individuals

. 301+ Budgeted Hours - 4 individuals. Lowest amount of hours budgeted for an individual was 6 hours and the maximum
was 393 hours.

. Internal Audit noted the following Staffing Plan budgeted hour groupings to selected (25)
individuals:

. 0-150 Budgeted Hours - 9 individuals. 151-200 Budgeted Hours - 15 individuals. Lowest amount of hours budgeted for an individual was 15 hours and maximum was
180 hours.. 1 individual was not included as Staffing Plan detail for individual included a group of
people.
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Objective 2:
Resulfs (Cont'd):
. Internal Audit noted the following Staffing Plan budget to PWA actual hour difference

groupings to selected (25) individuals. One individual was not included as Staffing Plan
detail for individual included a group of people.

. 0-10 Hours - 7 individuals. 11-30 Hours - 7 individuals

. 31-50 Hours - 7 individuals. > 50 Hours-3 individuals. Lowest difference for an individual was 2 hours and largest was 70 hours.

. Internal Audit noted the following Staffing Plan budget to PWA budget hour difference
groupings to selected (25) individuals. One individual was not included as Staffing Plan
detail for individual included a group of people.

. O-25 Hours - 3 individuals. 26-50 Hours - 7 individuals. 51-75-4individuals. 76-100-6individuals. > 100 Hours-5 individuals. Lowest difference for an individual was t hours and largest was 238 hours.
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Objective 2:
Resulfs (Cont'd):
. Internal Audit reviewed the title and department of each selection and determined that time

charged to each of their tasks appeared appropriate.

. Internal Audit noted the following regarding the review of time charged for the selection of
(25) individuals compared to PWA budget:

. All (25) individuals we reviewed were @Lb!dgC! for the 5 week time period.

. Internal Audit compared the budgeted Capital and O&M hours to the actual Capital
and O&M hours for the 5 week period and noted:

. (19) individuals had a 0-3% variance of their actual time to budget for Capital and O&M;

. (6) individuals had a variance of more than 4olo of their actual time to budget for Capital and
O&M; and

. (2) individuals charged time to tasks that did not have an established charge code.

. NiFiT Management noted that lndividuals'time that does not have an established charge
code were resolved in conjunction with the coding of all unassigned tasks mentioned on
slide 11.
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Objective 2:
Resulfs (Cont'd):
. Based upon the results on the previous slide, Internal Audit expanded our selection to

review the entire population of Project charged for the 5 week period under review - please
see fhe nert slide for more information.

. 
f nternaf Audit also summarized the TOTAL hours charged for a 5 week period and
reviewed the total hours charged for all time in PWA to the total hours budgeted.

. This review was completed at the charge code level, illustrating the hours charged to
each charge code, as well as the Capital/O&M determination.

. Our results have been summarized on the next slide:
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Objective 2:
Results (Cont'd):

Internal Audit summarized the total hour and percentage allocation for Staffing Plan budget
hours and PWA actual and budget hours:

Totaf 5 Week Period (Week 40-44,l.

PWA Actual PWA Budget Staffing Plan

Capital

o&M
Unossigned

Capital

o&M
Unassigned

17,T46

5,746

570

25,247

7,102

1.,IzL

L6,976

5,872

0

PWA Actual PWA Budget Staffing Plan

73.L%

24.5%

2.4%

75.4%

21..2%

3.3%

74.3%

2s.7%

0.0%

LOO.V/o

NiFiT Management noted that the NiFiT Staffing Plan contains the "true" budget hours for the
team. The actual budget hours charged per the Staffing Plan, was 22,848. The true vaiance
between budget and actual hoursforthis duration is an overage of 614 hours.

NiFiT Management also noted that resources in MS Project have not been 'leveled', therefore the
budget numbers in PWA are not reflective of the true NiFiT budget in hours - resource leveling
will be conducted in subseq uent phases of NiFiT.
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Objective 2:
Resulfs (Cont'd):

I ntern al Au dit Recom men datio n s :

. NiFiT Project management should consider a review of budget to actual charges on a
recurring basis to ensure time is being properly charged to tasks and allocated to Capital
and O&M; significant variances from expected results for both total hours and Capital and
O&M charges should be investigated; and

. Budgeted hours for individuals should be consistent between PWA and the Project Staffing
Plan; management should consider reconciled to budget hours between PWA and the
Staffing Plan on a recurring basis.

Managemenf Response.'

. As of the date of the report, NiFiT management is now updating the Stafiing Plan forecast
on a real-time basis and that a process to reconcile budgeted hours in PWA and the
Staffing Plan is underway.
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NiFiT Charge Gode lTime Review

Objective 3: Verify that controls have been established to ensure the
accuracy and completeness of NiFiT Project costs.
. Review controls established by Management for the review of NiFiT time/charge codes

recorded in the PWA system to ensure the accuracy and completeness of time charged to
the Project.

Results.'
. Internal Audit reviewed the processes and controls of approving time in the PWA system

with Project management. Internal Audit also reviewed documentation provided by Project
management that illustrated the process and policy for individuals charging time to the
Project.

. Management has an established policy whereby Project participants are required to enter
all time on a weekly basis. Time should be entered into the PWA system each Thursday.
On Friday of each week, Project Team Leads are responsible for reviewing and approving
time sheets for those individuals they managing.

. Project Team Leads are expected to have the knowledge and expertise to be able to ensure that
individuals charging their time in PWA are charging the ight tasks.

. The process for entering and approving time is illustrated on the next slide.
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Project Specialist
downloads approved
time, creates
management reports
and updated
Deliverable Status
Entry Template
(Due: JVoonJ

Teams conduct
status meetings

OPTIONAL: Submit
workplan updates
using DSET

(Due: EoD)

Project Specialist
revise and republish
management reports
(Due:70am)

Project Status
meetings are
conducted:
. Bus Sol 1:30-2pm
. Tech 2-2:30pm
. CM/BU 2:30-3pm
. PMO 3-3:30pm

PMO to publish
Project Status Report
(Due: EoD)

NiFiT Charge Code lTime Review

8AM-
Noon

Noon-
5PM

Resources enter
actual hours against
tasks in PWA
(Due EoD)

Team Leads receive
time entry
completion report
(Due: L0am)

Workstream Leads

approve Time

Workstream Leads

approve Time
(Due: EoD)

Deadline for
providing deliverable
completion update
(Due: EoD) - csn be
submitted early
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NiFiT Charge Gode lTime Review

Objective 3:
Results (Cont'd):

lnternal Audif Reco mmendations:
. None.
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Rpport Distribution

R. C. Skaggs
S. P. Smith
V. G. Sistovaris
R. P. Viater
J. D. Veurink
T. J. Tokish
L. J. Francisco
R. lrvin
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TO:

FROM:

DATE:

SUBJEGT:

Suzanne Surface, Vice President Regulatory Strategy and Support
June Konold, NiSource Gas Distribution Segment Controller

n .41.1^

Amar Patel, Senior Auditor /L 4W
Shelley Duling, Manager Internal Auon I.h*%Dq
Ryan Binkley, Director Internal nuait /4.

/./
February 6, 2013

Regulatory Account Balance Sheet Review - NiSource Gas Distribution

In collaboration with NiSource Gas Distribution (NGD) Accounting and Regulatory Strategy and
Support (Regulatory), Internal Audit has concluded a detailed review on a sample of Regulatory
Balance Sheet accounts at NGD as of June 30, 2012. The focus of the audit was Other
Regulatory Assef and Liability General Ledger balances, transactions, and related accruals. An
emphasis was placed around the processes, procedures, and internal controls in the
preparation and reconciliation of the accounts. The audit performance included collaborative
(lnternal Audit, Accounting, and Regulatory) walkthroughs and reviews of documented
processes, underlying support, and internal controls. Internal Audit agreed the selected account
balances to supporting detail in and out of the accounting function to determine if appropriate
support for the balance exists. Internal Audit also verified the accounting treatment for the
selected accounts.

Conclusion

Internal controls and processes associated with the review of the selected Regulatory Balance
Sheet accounts are effective in mitigating the risks specific to the achievement of business
objectives. The accounts subject to our review appear to be properly supported and accounted
for in accordance with Generally Accepted Accounting Principles (GAAP).

Program management should consider the costs, benefits, and personnel requirements
associated with the process enhancement recommendations included below:

. Management should retain documentation to evidence the Accounting Manager's
comparison of the F,C. Stone brokerage statement to the Price Risk Management Profit
Loss spreadsheet utilized to reconcile the hedging program's month end account
balance; and

. Management should retain documentation to support the resolution of monthly
reconciliation discrepancies for Columbia . Gas of Ohio's (COH) Demand Side
Management program.

Internal Audit has reviewed the results of the audit with management.

Backqround

lnternal Audit selected Other Regulatory Assefs and Liabilities to review as part of the audit
scope based on the following:

1) Discussions with NGD Accounting personnel to identify high risk accounts based on
management's perception of risk;
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2\ Known historicalfinancial statement errors; and
3) A trend analysis performed by Internal Audit on NGD's internal financial statements

for the period December 31, 2009 to June 30,2012.

NGD Regulatory Assefs and Liabilities totaled $871.6 million and $536.9 million respectively
as of June 30, 2012: with Ofher Regulatory Assefs and Liabilities representing 11.6% and
12.7Vo, respectively, of the total balance.

A regulatory asset is created when a regulated utility incurs costs that are probable to recover
from its customers through the ratemaking process. The Financial Accounting Standards Board
(FASB) Accounting Sfandards Codification (ASC) 980 - Regulated Operations requires
regulated utilities to defer the recognition of costs if it is probable that, through the rate-making
process, these costs will be recovered in the future. These amounts would othenruise be
required to appear on the company's income statement and would be charged against current
expenses or revenues.

lnternal Audit reviewed a detailed listing of the items includedin Other Regulatory Assefs and
Liabilities for each NGD company and selected individual accounts to test based on, but not
limited to, the following criteria:

1) High dollar balance in relation to the total balance for the respective NGD
Company/state;
2) Discussions with Accounting and Regulatory management; and
3) Atypical and/or unique scenarios.

Refer to the table below for the account selections and the basis for selecting the account for
review.

lnternal Audit Account Selections

NGD Hedging Program Large $ Value relative to total balance

coH GCR Base Chip Asset has existed since 1.979 6

coH DSM Expenses Large 5 Value relative to total balance 8

CMA Masspower JudgmentalSelection 70

CMA
Decoupling - Res Heating -
oeak

Large S Value relative to total balance 72

CMA DSM implementation Large $ Value relative to total balance 73

CPA USP Program Rider Large S Value relative to total balance 74

CPA Retirement lncome Plan Large $ Value relative to total balance 75

CPA Deferred OPEB recovery Large S Value relative to total balance 77

CGV Environmental Large $ Value relative to total balance 78

CGV CARE Program Large S Value relative to total balance 79

CKY IBM Costs Recovery Judgmental Selection 20

CKY Demand Side Management Large $ Value relative to total balance 22
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Audit Scope

Eusiness Objective: Management has implemented appropriate internal controls over the
accounting process and related supporting department input detail to ensure accurate
accounting and reporting of NGD General Ledger accounts related to Other Regulatory Assefs
and Liabilities. In addition, Management has appropriate detail to support the June 30, 2012
General Ledger balances related to Other Regulatory Assefs and Liabilities and the account is
properly accounted for in accordance with United States Generally Accepted Accounting
Principles (US GAAP).

Focus Areas

1. For a sample of Other Regulatory Asset and Liability accounts, obtain an understanding
of the internal controls and processes within the NGD Accounting department as well as
supporting departments related to the build-up of information received by NGD
Accounting to record activity in the General Ledger.

2. Agree the selected account balances and activity to supporting accounting systems,
account reconciliations, transactions andior accrual entries. Verify that the account
balance is supported by substantive detail in alignment with GAAP accounting.

3. Verify the accuracy of accounting treatment for a sample of NGD Other Regulatory
Assef and Liability accounts.

lnternal Audit Note: Each Focus Area listed above will be addressed in the Summary of Audit
Resu/fs and Recommendations section of the audit report. The Summary of Audit Resu/fs and
Recommendations will be summarized by State and Accounts.

Summarv of Audit Results and Recommendations

Hedqinq Program
lnternal Audit Note: lntemalAudit's conclusions regarding NGD's Hedging Program(s) have
been consolidated into one section of the report (below) for CMD, CPA, CGV, and CKY as all
four states have similar procedures and internal controls. COH and CMA do not currently have
Hedging Programs in place.

Focus Area 1- Resulfs (Account Background/Walkthroughs)
o The following is the rate case history establishing the initial hedging program for each

respective NGD Company/state:

State Rate Case
Reference

Rate Case Filing
Date

Commission
Approval Date

CMD 8952 November 2,2002 May 5, 2004
CPA R-00049234 March 6.2002 Julv 28. 2004
CGV PUE-2005-00087 October 17.2005 Februarv 1.2006
CKY 1999-0016s October 8,2004 March 25,2005
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In each of the rate cases (and applicable subsequent filings to extend the term of the
initial hedging program), each state's Commission approved the use of financial
instruments to hedge gas costs. The costs and revenues related to the purchase and
sale of NYMEX natural gas contracts were permitted to be accounted for as part of the
Purchased Gas Cost Adjustment.

. Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related to the purchase and sale of NYMEX
natural gas contracts.

o Monthly, a Gas Futures Brokerage Statement is received by Planning and
Regulatory Support at NIPSCO from F.C. Stone, who acts as the broker and
custodian for the futures transactions. Planning and Regulatory Support input
the open and expiring positions from the brokerage statement to a Price Risk
Management Profit Loss Statement (Excel based spreadsheet). This information
is provided to NGD Accounting, where an accountant will calculate and manually
write the monthly short term and long term gain or loss onto a hard copy of the
Profit Loss Statement. The calculated gains are booked to Other Regulatory
Liabilities and losses are booked as Other Regulatory Assefs. Once a trade
expires, the corresponding asseVliability balance is transferred to the
Unrecovered Gas Cosfs regulatory account to be included in future gas cost rate
filings based on each state's recovery period.

o The NGD Accountant prepares a monthly balance sheet reconciliation which is
agreed to the Profit Loss Statement. The Accounting Manager also verifies that
the Profit Loss Statement was accurately populated from the F.C. Stone
brokerage statement. While the balance sheet reconciliation is signed off by the
Accounting Manager, no documentation exists evidencing the comparison of the
F.C. Stone brokerage statement to the Profit Loss Statement.

o (See Appendix for Hedging Process Flow Chart)

Focus Area 2 - Resu/fs (Testing of Balance/Support)
. Presented below is a summary of the regulatory assets and liabilities related to each

state's hedging program as of June 30,2012.

CMD Balance 613012012

182-?+99-12920 Hedging Program 693,212 693,212

Hedging Program

Hedging Program

Hedging Program

Hedging Program

6,875,495

795,062 795,062

(1 16,552)

(68,461) (68,461)

6,875,495

(1 1 6,552)

Annual

Annual

Annual

Annual



182-3499-12920

182-3599-12920

Hedging Program

Hedging Program

7,167,088 7,167,088

489,868

Exhibit No. 13
Schedule No.4(46)c

Page 5 of 28
Witness N M. Paloney

Annual

Annual

182-3499-12920 Hedging Program

182-3599-12920 HedgingProgram

1,925,216 - 1,925,216 Annual

1,143,731 1,143,731 Annual

Internal Audit reviewed the F.C. Stone brokerage statement as of June 30, 2012
provided by Planning and Regulatory Support. The information from the brokerage
statement agreed to the Price Risk Management Profit Loss Statement and balance
sheet reconciliation as of June 30, 2012 noting no variances. Current and long term
classification was deemed appropriate based on the expiration dates of the futures
transactions; those with expiration dates within one year should be reflected as current.

MF Global Write Down:
ln October 2011, MF Global (a prior NGD Brokerage/Custodian) was liquidated due to
bankruptcy related to unauthorized transfers between customer accounts. As part of the
liquidation, the positions held in custody by MF Global were written off and transferred to
Other Regulatory Assefs. As the contracts expire each month, the amount booked to
Other Regulatory Assefs is transferred to the Unrecovered Purchased Gas Cosfs
regulatory account (General Ledger 191 account) and included in subsequent gas cost
filings based on the recovery periods in the above tables.

Accounting Standards Codification (ASC) 81 5.25.40-5 states:
o lf a fair value hedge of a firm commitment is discontinued because the hedged

item no longer meefs the definition of a firm commitment, the entity shall do both
of the following:

. Derecognize any assef or liability previously recognized pursuant to
paragraph 81 5-25-35-1 (b)

. Recognize a corresponding /oss or gain currently in earnings.
o Pursuant to the ASC 815-25-40-5, the MF Global contracts no longer met the

requirements under a Firm Commitment as defined by the FASB. Since the
contracts no longer meet the definition of a Firm Gommitment ("...an agreement
with an unrelated party, binding on both parties and usually legally
enforceable...") the immediate recognition of the loss as a regulatory asset was
appropriate. Per the original Commission Orders for each state, all losses
related to the hedging program are recoverable, thus Management asserts
collection of the MF Global losses are permitted.

o The following table is a summary of the amounts that were held in custody with
MF Global for each state. In total $31.7 million was held with MF Global in gas
futures contracts as of October 2011. As of June 30, 2012, $25.1 million has
been recovered through gas cost filings, with $6.6 million planned for future
recovery through March 2014 based on each transaction's expiration date.



CMD

CPA

CGV

CKY

Totals

5 1,326,130.00

5 t1,467,120.ffi

s L0,612,660.00

S 1,7o5,1oo.oo

s 300,600.00

S 2,658,720,00

s2,746,770.00

S 893,350.00

s 1,626,730.00

S 14,125,840.00

s 13,359,430.00

5 2,598,450.00
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Fe b- 13

Mar-14

Feb-14

Mar-13

s25,111,010.00 s6,599,440.00 s31,710,450.00

Focus Area 3 - Resulfs (US GAAP Considerations)
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP.

o ASC 980 - Regulated Operations
o ASC 815 - Derivatives and Hedges

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, the hedging program appears to be properly accounted for in accordance
with US GAAP.

Recommendation:
. Accounting management should formally document their review of the F.C. Stone

Brokerage statement verifying that the Price Risk Management Profit Loss Statement is
accurately populated.

Gas Cost Recoverv Base Rate Proqram - Columbia Gas of Ohio (GOH)

Focus Area 1- Resu/fs (Account BackgroundMlalkthrough)
o In December of 1979, COH completed a conversion from the Purchase Gas Cost

Adjustment (PGA) provision to the Gas Cost Recovery Mechanism (GCR). The GCR
provided for the recognition of recoveries based on customer sales, while the PGA
provided for recognition of recoveries based on suppliers' calendar month meter
readings. Due to the conversion, COH included a $24,867,888 recovery item in the
1980 rate case (Case No. B0-212-GA-GCR). The amount represented the value of
unbilled volumes as of the December 1979 cutover date to the GCR as outlined in the
1980 COH CGR Case Audit Report dated August 1, 1980 and prepared by Arthur
Anderson ("auditor"). The auditor report claimed "...that under the GCR mechanism,
COH is entitled over time to recover ds gas cost incurred subseguent to the cutover
date, no more and no /ess. Because of cycle billing coupled with COH's practice of not
recording unbilled revenLtes, the company will have included 10,716,000 Mcf of gas
sa/es rn the GCR calculations for which no cosfs could be assoclafed unless a
reconciliation adjustment is made". The magnitude of the reconciliation adjustment was
amplified due to the conversion taking place during the "heating season". The portion of
the adjustment attributed to the heating season was $16,668,412; the remaining
$8,199,476 (Base Chip) related to the "normal cycle."

o The Commission approved the recovery of the unbilled seasonal portion
($16,668,412) as itwould have been recovered bythe end of the billing season if
the conversion had not occurred. Without the recovery of these costs, COH
would have experienced a "...true economic /oss fo the transaction from one
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form of gas cosf recovery to another form" due to the fact that the transition
occurred during the heating season.
The Commission ruled that'...the base portion of unbilled volumes remained
relatively constant under the previous PGA, and the Company would not have
been finally made whole for the cyclical base portion of unbilled volumes unit until
it ceased operations. The reconciliation adjustment made by Columbia does
result in today's ratepayers paying an amount for the base chip portion that they
wouldn't have paid under the PGA had it continued; therefore it is not in
compliance with the Commission's directive that the transition to the GCR result
in no increase rn rafes to customers. lt should be pointed out that the company
will not actually be losing any money at the present time by not collecting now for
the base portion." However, the Commission did agree that if the company ever
stopped functioning in the merchant role in Ohio under the new GCR program,
the company would recognize a financial loss. As stated in the rate case "...the
Commission recognizes fhaf should the GCR mechanism continue until such
time when the company goes out of busrness, some provision will have to be
made to account for recovery of the base chip if the company is to be made
whole for its incurred gas costs. However, the appropriate time to address the
question of the collection of the base chip is when that event occurs."
Regulatory management concluded, based on the opinion of the auditor and the
Commission ruling, that the $8,199,476 "base chip" portion should be held as an
Other Regulatory Assef on the balance sheet as the amount is recoverable in the
future.

. Regulatory management plans to include the $8,199,476 in a 2013
application or motion for recovery due to the fact that COH has not
participated in the GCR mechanism since the implementation of the
Standard Service Offer (SSO) in April 2010 followed by annual SCO
auctions effective April 1 ,2011.

. Internal Audit held a walkthrough with the COH Director of Regulatory Affairs to discuss
the account balance. Based on the discussion, the item is a static account which does
not have formal documented policies and procedures. Internal Audit noted that the
Director of Regulatory Affairs monitors the account and maintains the support for the
balance.

Focus Area 2 - Resulfs (Testing of BalancelSupport)
o Presented below is a summary of the GCR Base Chip regulatory asset as of June 30,

2012.

182-359$12501 GCR Base Chio 8,199,476 8,199,476 lVA

o Internal Audit reviewed the 1980 COH GCR Case Audit Report prepared by
Arthur Anderson, noting the non-seasonal calculation was $8,199,476, which
agreed to the regulatory asset balance as of June 30, 2012. ln addition, Internal
Audit reviewed the Opinion and Order related to Case No. 80-212-GA-GCR from
1981 noting the Commission agreed to the future consideration of the "Base
Chip" for recovery upon COH's exit from the GCR mechanism.
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o ltem is properly classified as non-current as recovery will not occur by June 30,
2013; recovery will be submitted for approval during a 2013 application or

'"o'lon'il:l;t,Hjlt'f iii:fu?fntffil/"tt or the amount over a 12 month period
and is anticipated to be effective anytime between September through
January or 2013.

Focus Area 3 - Resu/fs (US GAAP Considerations)
o Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP:

o ASC 980 - Regulatory Operations

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, the GCR Base Chip appears to be properly accounted for in accordance
with US GMP.

Recommendations
. None

Demand Side Manaqement (DSM) Prosram - COH

Focus Area 1- Resulfs (Account Background/Walkthroughs)
. ln 2005, the Commission issued Opinion and Order related to Case No. 05-221-GA-

CCR, stipulating that COH file a DSM application by July 1,2008 to "...implement
comprehensive, ratepayer funde4 cosf effective energy efficiency programs made
available to all residential and commercial customers."

o In July 2008, COH filed an application to establish DSM programs for residential
and commercial consumers which was approved by the Commission on July 23,
2008. The filing (Case No. 0B-0833-GA-UNC) outlined COH's proposal "...fo
implement a portfolio of DSM programs that offer a wide range of services to all
of its residential customers, and commercial customers who take service under
the Small General Services rate schedule." COH administers the program;
however, program implementation services are bid out to third-party vendors.

Internal Audit performed a walkthrough with Accounting and COH DSM management to
discuss the process flow of information related to the DSM programs for COH.

o Each month, the "DSM Workbook 2012-2016 Actual Spendinj' ("DSM
Workbook") is compiled by the COH Demand Side Management Evaluations
Team Leader to track expenses related to the DSM program. The incurred
expenses include, but are not limited to the following: program execution
expenses (air sealing, insulations, etc.), management fees; audit expenses;
marketing; training; quality assurance. Invoices are sent directly to the DSM
group, typically through email. DSM personnel review each invoice prior to
uploading to Catalyst for approval and payment. Each month, COH Accounting
provides the DSM group lhe "Accounting Workbook 182-3499-12477 Activity
Through month yeaf' file ("Accounting Workbook") which captures the expenses
booked to the General Ledger related to the DSM program. Any discrepancies
identified by DSM between the DSM Workbook and the Accounting Workbook
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are investigated. This reconciliation process is not formally documented;
however, Internal Audit noted that the DSM Evaluations Team Leader maintains
email correspondence documentation that supported the resolution of identified
variances.
The COH Demand Side Management Evaluations Team Leader periodically
audits a sample of DSM expenses to ensure compliance with program terms and
conditions.
(See Appendix for Process Flow Chart)

Focus Area 2 - Resu/fs (Testing of Balance/Support)
. Presented below is a summary of the COH DSM regulatory assets as of June 30,2012.

Bafance as of 613012012

182-U99-12477

182-3599-12477

DSM Expenses 14,266,968

DSM Expenses 5,U1,351

14,266,968 Annual

5,341,351 Annual

o Internal Audit obtained the June 30, 2012 COH trial balance noting that the
balances for the accounts listed above agreed to the June 2012 DSM Workbook.

o DSM rate proposals are filed on an annual basis in February to recover the
preceding year's actual DSM expenses.

o Approved rates are effective May 1"t through April 30th, thus the current balance
represents the amount yet to be recovered through April 30'n 2013 for 2011
calendar year expenses.

o Any over or under collected balance will be reflected in future rate DSM rate
filings.

o The non-current balance represents the DSM expenses incurred lor the 2012
calendar year to be submitted for recovery in February 2013, effective May 1,
2013. Current and non-current classification appears appropriate based on
lnternal Audit's review of the DSM Workbook.

Focus Area 3- Results (US GAAP Considerations):
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP:

o ASC 980- Regulated Operations

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, COH's DSM regulatory assets appear to be properly accounted for in
accordance with US GAAP.

Recommendations:
. Regulatory management should maintain formaldocumentation supporting the

resolution of reconciling items between the DSM and Accounting Workbooks.
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Masspower - Columbia Gas of Massachusetts (GMA)

Foc us Area 1 - Resulfs (Accou nt Backgrou ndAtll a I kthro ug h s)
. Masspower was a joint venture formed in 1980 to construct a 240 megawatt gas fired

facility in Springfield, Massachusetts. In 1991, CMA entreated into a 20 year firm
transportation service agreement with Masspower, which included construction of a 16-
inch diameter, 19 mile pipeline.

r In 2005' 
"Yo i+iYffii:?:ilxx5:1""#?i:!:lgtio cH,n wourd decrease rrom g2.5

million to $500 thousand.
Masspower would pay CMA $12,409,900 in exchange for the termination
of the firm transportation agreement from 1991. This transaction was not
submitted to the Massachusetts Department of Public Utilities (MA DPU)
and the $12.4 million was recorded as revenue by CMA.

. During the 2009 rate case, the Attorney General for the state of Massachusetts asserted
that the MA DPU should reduce the revenue requirement by $12.4 million or reduce
rates by an amount that amortizes the $12.4 million, plus interest, in order to return the
buy-out transaction dollars to CMA customers. In the October 30, 2009 DPU Order
(DPU 09-30), the Commission ruled that the matter required further development and
exploration before the full effect of the buy-out transaction on rate payers could be
determined. CMA was required to submit a filing by December 31, 2009 with the
following information:

1. The circumstances surrounding the buy-out transaction;
2. The allocation of proceeds of the $12.4 million buy-out;
3. All efforts by CMA to mitigate the annual losses it incurred up to 2002;
4. All efforts by the company to maximize revenues under the first

agreement; and
5. All efforts by CMA to restructure the first agreement earlier than it did.

. On February 1,2010 (after a Motion of Extension was filed permitting a response date of
February 1,2010), CMA made the appropriate filing stating that ratepayers were not and
will not be harmed by the buyouttransaction and therefore not sharing the buyout
amount with ratepayers is appropriate.

. CMA Management held subsequent discussions with the Attorney General's Office and
outside legal counselwere conducted. Based on advice from outside legal counsel, and
the evaluation of the records in the proceeding, management believes some portion of
the $12.4 million will have to be refunded. Management determined that $5.7 million
was the appropriate refund amount (includes $4.4 million of the original buyout and
$1.3 million in carrying costs) based on discussionswith outside legalcounsel and the
Attorney General's Office. The $5.7 million was recorded as an expense in June 2010,
with a corresponding Other Regulatory Liability. All hearings and proceedings related to
the matter are closed as of the date of the audit; however, the DPU has not given the
final order for payment.

o Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the processes and procedures related to the Masspower regulatory liability.

10
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o Each quarter a Management Summary - Significant Accounfrng /ssues update is
prepared with the latest developments related to the account. The balance and
any related events that might affect the balance are tracked and updated by CMA
Regulatory management.

Focus Area 2- Resulfs (Testing of Balance/Support)
. Presented below is a summary of the CMA Masspower regulatory liability as of June 30,

2012.

o 525453 Masspower (5,700,000) (5,700,000) Nr/A

lnternal Audit reviewed the Management Summary - Significant Accounting /ssues
for Q2 2012 which was provided by Regulatory management. The summary outlined
management's assumptions and the background information related to the
Masspower liability. lnternalAudit reviewed the DPU 09-30 filings made on October
30,2009 and CMA's responses to the DPU filed on February 1,2010. The
information reviewed by Internal Audit corroborated the facts outlined in the
Management Summary - Significant Accounfing /ssues. ltem is conservatively
classified as current as management believes an Order from the DPU could be
issued at any time requiring the estimated refund to be returned to the customer
through a reduction in rates over a specified timeframe.

Focus Area 3- Resulfs (US GAAP Considerations)
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP:

o ASC 980- Regulatory Operation
o ASC 450 - Contingencies

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, the Masspower regulatory liability appears to be properly accounted for in
accordance with US GAAP.

lnternal Audit lVofe.'
Internal Audit did not assess the reasonableness of the $5.7 million Masspower estimate.
However, it was noted that management has consulted external counsel and worked with the
Attorney General in determining the liability amount. Internal Audit focused on the appropriate
accounting treatment and noted that since the $5.7 million balance is probable and can be
estimated by management, the recognition is appropriate in accordance with ASC 450.20.25 -
Contingencies - Loss Contingencies - Recognition. In addition, since the Attorney General and
DPU have ruled that a payment is required, ASC 980.450.24 - Regulated Operations -
Contingencies - Recognition states that a "...regulator may direct a regulated entity to include
an amount for a contingency in allowable cosfs for rate making purpose even through the
amount does not meet those criteria for recording. lf the regulator requires the entity to remain
accountable for any amounts charged pursuant to such rates and not yet expended for the
intended purpose, the resulting increased charges to customers create a liability." Based on the
FASB codification, the accounting treatment appears appropriate.

ll
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Recommendations:
. None

Decouplinq - GMA

Focus Area 1- Resu/ts (Account BackgroundMlalkthroughs)
. On July 16, 2008, the Massachusetts Department of Public Utilities issued DPU 07-50-A

- lnvestigation by the Department of Public Utilities on ils own Motion into Rate
Sfrucfures that will Promote Efficient Deployment of Demand Resources. The Order was
issued to "...sef fofth a plan for establishing a new base rate adjustment mechanism or
"decoupling", to be adopted by jurisdictional electric and natural gas distribution
companies in the Commonwealth." The Order was issued to help alleviate higher
electric and gas costs in the state and allow CMA to adjust its base distribution rates as
a result of changes in customer usage to promote efficient deployment of demand
resources. In response to the Order by the DPU, CMA filed DPU 09-30 - ln Support of
Bay State Gas Company (subsequently CMA) Request for Revenue Decoupling and
Base-Revenue Adjustmenfs on April 16, 2009. The filing proposed a revenue-per-
customer decoupling model which was consistent with the Commission's DPU 07-50-4
Order. On October 30, 2009, the DPU issued an Order approving CMA's decoupling
mechanism.

r Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the processes and controls related to the CMA decoupling mechanism.

Each month various reports are prepared by Regulatory and provided to
Accounting. The reports are utilized to calculate the variance between the actual
revenue per customer to the "benchmark base revenue per customer" (plus
interest), which represents the base revenue/rates approved by the
Massachusetts Department of Public Utilities to be collected from customers. lf
actual revenue per customer for the month is less than the "benchmark base
revenue per customer", an entry is made to increase the regulatory asset and
vice versa. Recovery of the reconciliation adjustment is included in the Revenue
Decoupling Adjustment Factor filing for the subsequent Peak Heating Season.
(See Appendix for Process Flow Chart)

Focus Area 2 - Resu/fs (Testing of BalancdSupport)
. Presented below is a summary of the CMA Decoupling regulatory asset as of June 30,

2012.

Decoupling - Res Heating - peak 15,954,888 15,954,888 Annual

Internal Audit obtained the balance sheet reconciliation for the regulatory asset
account listed above for June 30,2012 and agreed the balance to the General
Ledger.
Internal Audit agreed the General Ledger amount to the "Decoupling Adjustment
Reconciliation" report provided by Regulatory management noting an
inconsequential variance due to rounding.

t2
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o Classification of the regulatory asset as current appears appropriate as this
amount represents the decoupling adjustment from the 2011 - 2012 Peak
Heating Season and will be recovered during the 2012-2013 Peak Heating
Season (November 1,2012 - April 30, 2013).

Focus Area 3 - Resulfs (US GAAP Considerations)
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GMP:

o ASC 980 - Regulatory Operations

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, the CMA decoupling regulatory asset appears to be properly accounted for
in accordance with US GAAP.

Recommendations:
. None

Demand Side Manaqement (DSM) Proqram - CMA

F o c u s A rea 1 - Resulfs (Ac co u nt Ba c k g ro u ndAtll a I kth ro u g h s)
On March 30, 2004, CMA filed a five year energy efficiency plan (DPU 04-39 Petition of
Bay State Gas Company for Pre-Approval by the Department of Telecommunications
and Energy of Energy Efficiency Programs and Recovery of Energy Efficiency Related
Costs for the Period) which was approved by the MA DPU on September 13, 2004.
Subsequent to the initialterm, CMA files annually with the DPU on August 1" to continue
the program effective November 1"each year.

o Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related to CMA's DSM program.

o The DSM program is administered by CMA's DSM department. Each month, a
spreadsheet is compiled by the DSM team tracking expenses incurred and
forecasted spend for the remaining program year.

o Regulatory receives the spreadsheets from the DSM group and prepares a
reconciliation based on the spending tracked by the DSM team and the actual
expenses recorded to the General Ledger.

o The reconciliation is approved by the Regulatory Manager and NGD Assistant
Controller

o (See Appendix for Process Flow Chart)

Focus Area 2 - Resulfs (Testing of Balance/Support)
. Presented below is a summary of the regulatory liability related to CMA's DSM program

as of June 30.2012.

DSM implementation

l3

(12,530,204)
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lnternal Audit obtained the June 30, 2012 balance sheet reconciliation for CMA's
DSM regulatory asset account.
The General Ledger amount was agreed to the DSM spreadsheets prepared by
the DSM team used by Regulatory management for the balance sheet
reconciliation.
Internal Audit noted the balance represents over-collection of the DSM program
expenses incurred as of June 30,2012 based on rates effective November 1,

2011.
Item is properly classified as current as the recovery period is annual; however,
the program may be over or under collected upon completion of the program
year. This over or under collection will be reflected in the following year's rates.
lnternal Audit Note: The DSM Program is c/assified as a current regulatory
liability as of 6/30/2012. The DSM program is based on an approved three year
budget. Even though money ls nof spent in a given year the money is planned to
be spent in a consequent year. lt is anticipated that spending will increase for
2013 through the rate filing in May of 2013. For the November 2012-April 2013
period, an attempt was made to "back off" some on the anticipated spend level
resulting in a reduction to the over collection by the end of 2012.

Focus Area 3 - Resulfs (US GAAP Considerations):
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP:

o ASC 980 - Existence of RegulatoryAssefs

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, CMA's DSM regulatory liability appears to be properly accounted for in
accordance with US GAAP.

Recommendations:
. None

Universal Services Plan - CPA

Focus Area 1 - Resulfs (Account BackgroundAAlalkthroughs)
. On October 28, 2008, the Pennsylvania Public Utility Commission issued Opinion and

Order related to Docket No. R-2008-2011621 approving the replacement of the Rider
Customer Assistance Program (CAP)with the Rider Universal Service Plan (Rider USP).

o The Rider USP program allows CPA to recover CAP shortfalls, pre-program
arrearages, application costs, and costs associated with the Low Income Usage
*"0.'"';i::1T,.il'$iiJ?sl*,:il:IilH:TiJl"l,"n#[',costs

. Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related CPA's USP program.

o Each month, Regulatory runs a system query for USP related expenses
(classified as 904 accounts in the General Ledger system). A schedule is
prepared which tracks the total program collections and incurred expenses to
calculate the over/under collected amount each month.

t4
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o The Accounting Manager runs a monthly query from Catalyst of all USP related
expenses.

o The Accounting Manager compares the query with the schedule prepared by
Regulatory Accounting to ensure no discrepancies exist.

o Regulatory prepares a monthly reconciliation, based on the schedules compiled
by Accounting, which is approved by Regulatory management.

o (See Appendix for Process Flow Charl)

Focus Area 2- Resu/fs (Testing of Balance/SuppotT)
. Presented below is a summary of the regulatory asset related to CPA's USP program as

ofJune 30.2012.

182-34991299x USP Program Rider 3,709,731 3,709,73'1 Annual

Internal Audit reviewed the monthly USP schedules prepared by Regulatory Accounting.
The totals from the USP schedules agreed to the General Ledger balance at June 30,
2012. fhe balance represents USP expenses incurred as of June 30, 2012 in excess of
collections. Current classification of the regulatory asset is appropriate as the amount
will be reflected in the subsequent quarterly rate adjustment.

Focus Area 3 - Resulfs (US GAAP Considerations)
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GMP:
o ASC 980 - Existence of RegulaforyAssefs

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, CPA's Universal Services Plan regulatory asset appears to be properly
accounted for in accordance with US GMP.

Recommendations:
. None

Retirement Income Plan - GPA

Focus Area 1- Resulfs (Account BackgroundMalkthroughs)
. In 1996, an Order was filed by the Pennsylvania Public Utility Commission stating "...the

company has calculated and accrued its pension liability incurred for its present
employees. Funding of this liability takes place in accordance with specific criteria. The
Company indicates that it will record the amount accrued rn excess of cash contributions
as a regulatory (deferred) assef in accordance with SFAS #71 (now FASB ASC 715)
until the cash amount equal or exceeds the accrual. The Company indicates that when
the cash contribution exceeds the accrual amount, the Company will correspondingly
reduce the regulatory (deferred assefs). "

o The order language comes from internal documents as the original Pennsylvania filing
could not be provided by management due to the length of time since it was filed. CPA
Regulatory has implemented an initiative to track and maintain all Commission related
documents (i.e, filings, orders etc.)

t5
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As noted in the Order, the rate filings allow for recovery of contributions into the
retirement fund on a cash basis. This causes a difference with the financial
statement amounts as the Retirement Income Plan is accounted for using FASB
ASC 715 - Compensation-Retirement Benefits. Under the FASB guidance,
unfunded amounts are treated as a liability. Under the commission ruling
unfunded accounts are not recoverable until cash is actually paid out and
therefore not a regulatory liability.
The regulatory asseUliability is credited as cash is contributed to the fund. The
regulatory asseUliability is debited for the actuarial expense.
A credit balance (liability) represents a prefunded position, while assets reflect an
underfunded position.

. Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related CPA's Retirement Income Plan.

o CPA Accounting receives a quarterly Controller Letter, prepared by the Chief
Accounting Officer, providing Retirement Income Plan' actuarial estimate
prepared by Aon Hewitt.

Focus Area 2- Resulfs (Testing of BalancdSupport)
. Presented below is a summary of the regulatory liability related to CPA's Retirement

lncome Plan as of June 30,2012.

Retirement lncome Plan (20,395,298) (20,39s,298)

Focus
a

The Q2 2012 Controller Letter was reviewed noting the amount on the letter matched the
total amount of CPA's Retirement Income Plan balance as of June 30, 2012.

o Internal Audit notes, the fund is currently in a prefunded (overfunded) position
based on the regulatory accounting rules.

Area 3 - Resulfs (US GAAP Considerations)
Internal Audit referenced the following accounting guidance and codifications, to ensure
the policies and procedures complied with US GAAP:

o ASC 980 - Existence of RegulaforyAssefs
o ACS 715.30 - Defined Benefit Plans-Pensions

Based on the walkthroughs performed and review of the accounting guidance and
codifications, the CPA Retirement Income Plan liability appears to be properly accounted
for in accordance with US GAAP.

Recommendations:
. None

t6
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Other Post Emplovee Benefits - CPA

Focus Area 1 - Resulfs (Accou nt Backg ro u ndAlllal kthroug h s)
o Rate Case No. R-2010-2157040 allows CPA to defer the difference between the annual

other post-employment benefits (OPEB) costs calculated pursuant to ASC 715.60 -
Defined Benefit Plans-Other Postretirement and the annual OPEB allowance included in
the rate filings. Only amounts attributable to operation and maintenance expenses will
be deferred and recognized as a regulatory asset or liability in accordance with ASC
715.980.05.03 Regulated Operations-Retirement Benefits-Other Postretirement
Benefit Cosfs. Amounts recorded as regulatory assets and liabilities will be collected
from or returned to customers in the next rate proceeding.

o lnternal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related CPA's Other Post Retirement Benefits.

o Each quarter the Accounting Research Group utilizes a checklist to insure that
any changes to the NiSource Pension and OPEB Benefit Plans are properly
recorded. These items could result in a Corporate Controller's Letter to reflect the
change, This checklist, which is approved by the Manager of Accounting-"':"'il:'|l!ll|r:',"#,##h:fl 

:yiln:yffi ',i""j;r""?:ffi'^.'tl*",,"nt"
re-measurement;

' Verification that Aon Hewitt is aware of plan changes; and. Confirmation with Aon Hewitt regarding settlements or curtailments during
the quarter.

o The Corporate Controller's Letter is provided to NGD Accounting and utilized to
adjust the regulatory account.

Focus Area 2 - Resu/fs (Testing of Balance/Support)
. Presented below is a summary of CPA's OPEB regulatory liability as of June 30,2012.

25+1104 Defened OPEB recowry (,020,754) (1,020,754) Annual

o Internal Audit reviewed the Q2 2012 Controller Letter provided by Accounting,
noting it agreed to the June 30, 2012 General Ledger balance. Internal Audit
also reviewed the Controller letter and checklist.

Focus Area 3 - Resulfs (US GAAP Considerations)
o Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GMP:

o ASC 980 - Existence of Regulatory Assets
o ACS 715.60 - Defined Benefit Plans-Other Postretirement
o ASC 715.980.05.03 - Regulated Operations-Retirement Benefits-Other

Po streti re m e nt Be n efit Cosfs
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. Based on the walkthroughs performed and review of the accounting guidance and
codifications, CPA's OPEB liability appears to be properly accounted for in accordance
with US GAAP.

Recommendations:
o None

Environmental- CGV

Focus Area 1- Resulfs (Account Background/Walffihroughs)
o On December 22, 2011, CGV requested regulatory asset treatment of environmental

remediation costs associated with the former Portsmouth manufactured gas plant
(.MGP') as well as MGP sites in Staunton, Staunton Beverly Exxon, Lynchburg and
Petersburg, CGV proposed recovery (i.e. amortization) over a period of 10 years for the
environmental remediation costs beginning in 2011. The Commission responded "...a
regulatory asset may be allowable if a cost which would otherwise be recognized
currently is deferred to a future period(s) for ratemaking purposes. Generally, a prudent
cost may be deferred for future rate recognition when such cosf is nonrecurring or
unusual in nature, beyond the control of the utility, and would materially and negatively
affect financial resu/fs if expensed currently. lf a regulatory assef is esfab/ished, only
that portion of a cost which drops earnings below an authorized return on equity
benchmark may be considered for deferral and future recovery. As such, the initial
deferal and subsequent amortization of the cost is typically subject to annual earnings
fesfs fo determine the extent to which recovery may have already occurred. Further, the
deferal of such cosls for financial reporting purposes is subiecf to the provisions of
Accounting Standards Codification No. 980, formerly the Financial Accounting Standards
Board's Statement No. 71, "Accounting for the Effects of Ceftain Types of Regulation."
This pronouncement provides the accounting guidance for rate-regulated utilities to
capitalize as a regulatory asset cosfs thaf would otherwise be charged to expense if
future recovery in rates is probable. Should CGV decide to defer and amortize the
above-described cosfs, the Utility Accounting and Finance Division does not object;
however, as noted above, the final decision on rate recovery will be made by the
Commission in a future proceeding. Finally, the Utility Accounting and Finance Division
requesfs that CGV provide an annual update of its environmental projects in conjunction
with its AIF or rate applications. At a minimum, the updates should include information
on work done at each site, any changes in projections including the reasons for any
changes in projections, and information on any reimbursements or potential
reimbursemenfs. "

. CGV plans to include the environmental costs in the next rate case. As of the audit date,
no date for the next rate case was available.

. Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the orocess flow of information related to CGV's environmental remediation
costs for the sites specified above.

o The environmental liability amortization is prepared monthly by Environmental &
Safety, The amortization is then sent to CGV Accounting who reviews and books
any adjustments.

l8



Focus Area 2 - Resulfs (Testing of Balance/Support)
o Presented below is a summary of the regulatory asset related to CGV's environmental

remediation costs as of June 30.2012.

182-350G12900 EnVronmental 3,510,357 3,510,357 Pending Rate Case

Recommendations:
. None

Conservation and Ratemakinq Efficiencv (GARE) Plan - CGV

Focus Area 1- Resulfs (Account BackgroundMalkthroughs)
r On June 8, 2009, CGV filed an application with the Commission seeking approval to

implement a natural gas conservation and ratemaking efficiency (CARE) plan which
included a decoupling mechanism. The Application advised that the CARE plan
"includes a portfolio of programs and incentives designed to promote conservation and
energy efficiency among Columbia's residential and small general service customer
c/asses and a decoupling mechanism that adjusts actual non-gas distribution revenue
for parlicipating customer classes to the allowed distribution revenue previously
approved by the Commission". Final Order (PUE-2009-00051) was issued on October
28, 2009 giving final approval to implement the CARE plan. The plan was approved for
three years effective December 31, 2009; CGV filed an application to amend and extend
the CARE program April 12,2012. A final order approving the extension was received
August 8,2012.
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Focus
a

o Internal Audit obtained the amortization schedule prepared by Environmental and
Safety reflecting all environmental costs incurred as of June 30,2012 associated
with the Portsmouth, Staunton, Staunton Beverly Exxon, Lynchburg and
Petersburg sites.

o The June 30, 2012 General Ledger balance agreed to the amortization schedule,
Classification as non-current is appropriate as recovery of the expenses is not
expected to occur by June 30, 2013 based on discussions with Regulatory
management.

Area 3- Resulfs (US GAAP Considerations)
Internal Audit referenced the following accounting guidance and codifications, to ensure
the policies and procedures complied with US GAAP:

o ASC 980 - Regulated Operations
o ASC 410.30 -Environmental Obligations

Based on the walkthroughs performed and review of the accounting guidance and
codifications, CGV's environmental remediation asset appears to be properly accounted
for in accordance with US GAAP.

r9
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o Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related to the CARE program for CGV.

o Each month, a spreadsheet is compiled by Regulatory tracking incurred
expenses related to the CARE Program.

o Each month, CGV Accounting provides Regulatory a workbook which captures
the General Ledger expenses processed during the month related to the CARE
program.

o A monthly reconciliation is performed between the General Ledger balance and
the spreadsheet prepared by Regulatory tracking incurred expenses related to
the CARE program. The reconciliation is reviewed by the Accounting Manager to
ensure the balance is appropriate for the month.

o (See Appendix for Process Flow Chart)

Focus Area 2- Resu/fs (Testing of Balance/Support)
. Presented below is a summary of the regulatory asset related to CGV's CARE Program

costs as of June 30.2012.

254-1 006 CAREProgram (1,498,838) (1,498,838) Annual

o Internal Audit obtained the balance sheet reconciliation at June 30, 2012 from
CGV Accounting and agreed the balance to the supporting schedules prepared
by Regulatory. The balance represents the over-collection of CARE program
expenses incurred as of June 30,2012 based on rates effective January 1,2012.
The liability is properly classified as current as the recovery period is annual with
any over/under collections reflected in the subsequent year's rates effective
January 1't.

Focus Area 3- Resu/fs (US GAAP Considerations)
. Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP:

o ASC 980 - Regulated Operations

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, CGV's CARE program regulatory liability appears to be properly accounted
for in accordance with US GAAP.

Recommendations:
. None

IBM Costs Recoverv - GKY

Focu s Area 1 - Resu/fs (Accou nt Backg rou ndAAla I kth ro ug h s)
. As a result of the outsourcing of certain business function areas in 2005 to lBM, CKY

filed a rate case (2007-00008) on January 2,2007 seeking to recover expenses related
to the transition. In the filing, CKY "...requested that it be permifted to defer and
amortize certain onetime expenses as part of lfs application in this case. These

20
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expenses included cosfs associated with an outsourcing arrangement between Nisource
'. and lBM, costs billed directly to Columbia incurred with the transition of Columbia's Call

Center, and ceftain severances cosfs. Columbia had proposed a 3-year amortization of
these deferred expenses. ln addition, Columbia had proposed that the expenses
assocrafed with the preparation of this rate case be deferred and amortized over a 3-
year period."

o Starting in September of 2007, the Commission authorized CKY to "...recognize a
regulatory assef fo defer and amortize one-time charges assocrafed with the outsourcing
of work under an IBM contract, the transition of Columbia's Call Center, and certain
severance cosfs. The IBM cosfs and the Call Center charges would be amoftized over
an B-year period and the severance cosfs oyer 3 years."

. lt was noted that the other NGD companies also had costs related to the IBM transition;
however, did not seek recovery ofthese expenses.

. Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related to the IBM Costs Recovery Assets for
CKY.

o Accounting maintains an amortization schedule which is adjusted monthly based
on the recovery period for each cost category. The balance per the amortization
schedule is reconciled by a CKY Accountant and reviewed by the Accounting
Manager.

Focus Area 2 - Resu/fs (Testing of Balance/Support)
. Presented below is a summary of CKY's IBM cost recovery regulatory asset as of June

30,2012.

182-U99-12923 IBM Costs Recorery

182-359912923 IBM Costs Recoverv

390,1 14 390,114 8 Years

845,268 8 Years

o Internal Audit reviewed Rate Case No. 2007-00008 and noted
amounts allowed for recovery by the Commission:
1) IBM related Costs: $2,308,090;

a) Work Management - $343,993
b) Transition Costs - $1,160,133
c) Consulting Costs - $56,443
d) Restructuring Costs - $747,521

2) Severance Costs: $79,348; and
3) Call Center Transition Costs: $812,778.

The IBM related costs and call center transition costs are amortized over 8 years, per
the rate case, while the severance costs are amortized over 3 years. Internal Audit
recalculated current and non-current General Ledger balances at June 30,2012 without
exception. The severance costs were fully amortized and not reflected in the June 30,
2012 balance.
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Focus Area 3 - Results (US GAAP Considerations):
r Internal Audit referenced the following accounting guidance and codifications, to ensure

the policies and procedures complied with US GAAP:

o ASC 980 - Regulated Operations

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, CKY's regulatory asset related to IBM transition cost appear to be properly
accounted for in accordance with US GAAP.

Recommendations:
. None

Demand Side Manaqement (DSM) Proqram - CKY

Focus Area 1- Resulfs (Account BackgroundMalffihroughs)
. As part of the rate filing made in 2009 (Rate Case No. 200900141) and subsequent

Commission Order dated October 26,2009, a DSM program and Energy Efficiency and
Conservation Program rider was established.

o Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the process flow of information related to the DSM programs for CKY.

o Each month, a spreadsheet is compiled by Regulatory Accounting to track
invoices and expenses related to the DSM Program.

o Each month, CKY Accounting provides Regulatory a workbook which captures
the expenses recorded in the General Ledger related to the DSM program.

o A reconciliation is performed by a CKY Accountant and reviewed by the
Accounting Manager to ensure the balance is appropriate for the month.

Focus Area 2- Results (Testing of BalancelSupporT)
o Presented below is a summary of the regulatory liability related to CKY's DSM program

as of June 30,2012.

254-100F15760 DemandSideManagement (1,546,880) (1,546,880) Adjusted Annually Case No. 2009{0141

o lnternal Audit obtained the balance account reconciliation at June 30, 2012 from
CKY Accounting and agreed the General Ledger balance to the supporting
schedules prepared by Regulatory. The balance represents an over collection of
DSM expenses incurred as of June 30, 2012 based on rates effective February
1, 2012. ltem is properly classified as current as the recovery period is annual
with any over or under collection reflected in the subsequent year's rates
effective February 1't.
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frffoww-"
Focus Area 3- Resulfs (US GAAP Considerations)

. Internal Audit referenced the following accounting guidance and codifications, to ensure
the policies and procedures complied with US GAAP:

o ASC 980 - Existence of Regulatory Assets

. Based on the walkthroughs performed and review of the accounting guidance and
codifications, CKY's DSM regulatory liability appears to be properly accounted for in

accordance with US GAAP.

Recommendations:
. None

We appreciate the cooperation and assistance that your staff provided to the audit team during
this review. Should you have any questions or require additional information, please do not
hesitate to contact Ryan Binkley at (614) 460-5985, Shelley Duling at (614) 460-6062 or Amar
Patel at (614) 460-6394.

cc: R.C. Skaggs
C.J. Hightman
S.P. Smith
J.D. Veurink
J. Hamrock
J.W. Partridge
S.D. Sagun
D. A Monte
L.W. Martin
P.A. Strauss
M.P. Balmert
J.F. Racher
L. J. Francisco
T.L. Tucker
Deloitte & Touche LLP
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NGD - DSM/CARE Process Flow Ghart (Excluding COH)
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Internal Audit conducted a review of the processes in place to ensure the proper accrual
of outstanding payables as of a period end for the NiSource Gas Distribution (NGD)
compan ies

lnternal Audit engaged in discussions with appropriate members of the following
departments to properly address management's perception of risk and potential process
improvement opportunities as a part of our review:

- Accounts Payable

- NGD Accounting

- NGD Business lmprovement

. The focus of our review included the following:

- A walkthrough of the current processes and procedures in place as of June 30,
2012 and September 30,201212n0 and 3'd Quarter) to ensure Accounts Payable
(A/P) liabilities are properly accrued; and

- Performance of A,/P cut-off testing as of June 30,2012 and September 30,2012
to verify that costs related to services performed/goods delivered were accrued
in accordance with established policies and procedures and GAAP requirements.

Internal Audit has reviewed our results with management.



Executive Summary (Cont'd)

Exhibit No. 13

Schedule No.4(46)d
Page 4 ol 46

Witness N. M. Paloney

Audit Obiective: Accounts Payable liabilities are properly accrued as of period end in
accordance with Company policy and procedure and GAAP requirements

June 30, 2012 Accrual Cut-off Results
. 40 invoices paid in July totaling -$2.9 million were reviewed by Internal Audit

- 7 invoices totaling -$454K were not accrued timely based upon the service dates
of the related invoices

- -$445K of the unrecorded amount was included in the population of known
errors (self-report population) identified by NGD management
. -$444K was processed through NGD's Work Management Sysfem (WMS)
. -$1K was processed through Catalyst

- -$9K of the unrecorded amount was related to items not identified by
management;
. -$6K processed through Columbia Gas of Massachusetts' Work Order

M an ageme nt Sysfem (WO M S)
. -$3r( processed through WMS but was not identified in management's

population of known errors

. lnternal Audit also identified an isolated error totaling -$226K from a Catalyst system
query spreadsheet as of June 30,2012. Management addressed the cause of this
error and implemented a new reconciliation process as of the date of this repoft.
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Audit Obiective (Gont'd):

September 30, 2012 Accrual Cut-off Results
. 24 invoices paid in October totaling -$1.0 million were reviewed by Internal Audit

- 5 invoices totaling -$572K were not accrued timely based upon the service dates
of the related invoices
) -$1K of the unrecorded amount was included in the population of known

errors (self-report population) identified by NGD management as unrecorded
liabilities; processed through WMS

) -$571K of the unrecorded amount was related to items not identified by
management; processed through Catalyst

S elf- Re po rt P o p u I ati o n
. Management identified the following unrecorded accruals through self-repofting

processes (WMS, Catalyst, and Other self-repofting procedures):

- 06/30/2012 - -$9,5 million; total NP balance was -$ltw million (-6.6% of total)

- 09/30/2012 - -$9.8 million; total NP balance was -$161 million (-6.1% of total)

- 12/31/2012 - -$4.3 million*"

** The December 31,2012 financial statements were not issued as of the 5

reporting date; self-report population noted as of January 31,2013.
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Internal Audit Recommendations :

Internal Audit noted that management implemented more robust procedures and more
direct communications with Company personnel regarding the proper accrual of Accounts
Payabfe liabilities in 2Q12. Internal Audit recommends that NGD Accounting, AP, NGD
Field Operations, and corporate personnel continue to collaborate and ensure that
employees are educated on processes to record invoices timely through WMS and
Catalyst to ensure accurate financial reporting records.

2013 Accounts Payable Field Process lmprovement Project

In addition to the review performed as part of this report, Internal Audit will work in
collaboration with Field Operations in 2013 to identifu process improvement opportunities
(Six Sigma) regarding the timely accrual of invoices in WMS. Internal Audit plans to
perform data analysis to identify invoice accrual processes that are functioning well and
work with management to improve those areas where enhancement opportunities exist.
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Overview of NGD Accounts Payable Accrual Processes.'

Accounts Payable (AP) Defined
. Balances owed to others for goods or services that are purchased on an open

accou nt
. Arise due to the lag time between the receipt of services or the acquisition of title for

goods received and the payment related to these items

Generally Accepted Accounting Principles (GAAP) Requirements
. In accordance with GAAP, NGD is required to record a liability at the time in which

services have been rendered or goods have been received

- lf an invoice has not been received, NGD is required by GAAP to estimate and
record the amount of the liability if the following conditions exist:

. Amount can be reasonably estimated

. lt is probable that the liability has been incurred



Background (Cont'd)

Overview of NGD Accounts Payable Accrual Processes (Cont'd):

SUMMARY OF SIGNIFICANT SYSTEMS UTILIZED BY NGD TO PROCESS AND
RECORD ACCOUNTS PAYABLE

FEEDER
SYSTEMS

iCATALYST

', DIS

GAS
t SOURCE

CS
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ACCOUNTS
PAYABLE
SYSTEMS

LAWSON AP

GEAC AP

GENERAL
LEDGER

SYSTEMS

LAWSON
GL 0

NOTE: Refer to Slides 9 through 13 for descriptions of each system referenced above
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Overview of NGD Accounts Payable Accrual Processes (Cont'd):
As outlined on the previous slide, the NGD companies currently utilize multiple systems
to process payables

Systems Utilized to Process Accounts Payable
. Columbia Gas of Massachusetts - Lawson AP
. All other Columbia companies (CDC) - GEAC AP

Interface from "Feeder" Systems to the AP Systems
The following is a list and description of the "feeder" systems housing significant
expenses that interface with Lawson AP and GEAC AP'.

. Catalvst

- Description: A workflow tool which processes invoices by capturing images
electronically and requires approval prior to payment based on job title

- Interfaces: This system interfaces daily with bolh Lawson AP and GEAC

- Griteria for Interface: Expense must have the required approvals to be
included in the interface to the AP systems
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Exhibit No. 13
Schedule No.4(46)d

Page 11 of46
Witness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Interface from "Feeder" Systems to the AP Systems (cont'd):

. Work Manaqement Svstem (WMSI

- Description: A scheduling system for field work orders for the CDC
companies which tracks man hours and materials costs for individual work
orders

- Interfaces: This system interfaces daily with GEAC

- Criteria for Interface: An invoice created in the WMS system must be
approved by the appropriate manager via the Approve Contract Invoice
(ACl) function within the system

Distributive lnformation Svstem (DlSt

Description: The customer billing system for the CDC companies

Interfaces: This system interfaces once a week with GEAC regarding
refunds to the customer as a result of overpayments, billing adjustments,
etc.

Griteria for Interface: None; all transactions are interfaced

11
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Witness N. M. PaloneyBackground (Gont'd)

Overview of NGD Accounts Payable Accrual Processes (Cont'd):

Interface from "Feeder" Systems to the AP Systems (cont'd):

. Customer lnformation Svstem (CIS)

- Description: The customer billing system for CMA

- Interfaces: This system interfaces once a week with Lawson regarding
refunds due to customers as a result of overpayments, billing adjustments,
etc.

- Criteria for Interface: None; all transactions are interfaced

Materials and Supplies fM&S)
Description: Inventory system used for plant work that allows users from
all NGD companies to order materials through McJunkin Red Man, NGD's
parts supplier
)) MRC bills the NGD companies when the materials are used (or taken from the

warehouse)

Interfaces: This system interfaces daily with GEAC

Griteria for lnterface: The purchase order must be "Approved" within the
system

12
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Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Interface from "Feeder" Systems to the AP Systems (cont'd):

. Gas Source

- Description: Asystem used to process gas purchase and sale
transactions and overall gas management activities which automatically
calculates costs and margins

- Interfaces: This system interfaces purchases twice a month with GEAC

- Griteria for Interface: None: all transactions are interfaced

Interface from AP Systems to GL
The outstanding payables in both Lawson AP and GEAC are summarized daily and are
electronically interfaced (referenced herein as the Open Payables lntertace) with the
respective distribution companies' General Ledger (GL) systems

. The interfaces from the respective AP systems record entries to the following
liability accounts:

- CMALawsonGL -523200

- CDC Millennium GL - 232-13990

13
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Witness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Manual Entries to the GL to Record AP Accruals Related to "Feeder" System Data

. Due to the timing of the interfaces from the "feeder" systems as well as the criteria
required to be included in the interface to the AP system, some outstanding payables
will not be captured by the Open Payables lnterface

- Accounting identified the following methods to record manual accrual entries to
the GL to reflect these expenses as of period end:

. Day 1 Query (Refer to Slide 15)

WMS and M&S Open Work Order Queries (Refer to Slide 16)

Catalyst Open Payables Query (Refer to Slides 17- 20)

14
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Page 15 of46
Wtness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Manual Entries to the GL to Record AP Accruals Related to "Feeder" System Data
Day 1 Query:

Once a "feeder" system interface is run, a one day lag occurs for the transaction to be
reflected to the AP system

- lf an item is approved within a feeder system on the last day of a period end, that
item would not be reflected in the AP system until Day 1 of accounting close and
it would not be included in the Qpen Payables lnteiace which is run on the last
day of the period

- To address this timing issue, NGD Accounting developed a query to identify all
items that posted to the GL on the first day of close which relates to the prior
period

. The total of this query is posted to the GL via a manual journal entry by NGD
Accounting

15
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Witness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Manual Entries to the GL to Record AP Accruals Related to "Feeder" Svstem Data

WMS and M&S Open Wo* Order Queres:

. In June 2012, NGD Accounting implemented two queries identifying expenses from
WMS and M&S which relate to the reportable period, but were not captured in the Open
Payables lnteiace due to the status of the item within WMS

NOTE: Management identified the need for this query as a result the 2011 financial
statement audit pefformed by NiSource's extemal auditors, Deloifte & Touche (D&T)

. On Dav 3 of accounting close, the NGD Business lmprovement Team extracts all
unapproved expenses with a "Progress Date" or "Purchase Order Date" on or prior to
period end

- Unapproved expenses are those that do not meet the daily intertace criteria for WMS and M&S

- The "Progress Date" is the field in WMS which is designed to capture the date the work was
pertormed or goods were delivered (i.e. liability date)

- The "Purchase Order Date" is the field in M&S which is determines the date in which the
company became obligated to purchase mateials (i.e. liability date)

- NGD Accounting records the total of these queries via a ng!A4!_e!l!Dt

16
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Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Manual Entries to the GL to Record AP Accruals Related to "Feeder" System Data
Catalyst Open Payables Query:

. This query provides all invoices input into Cafalysf that are pending proper approval,
thus do not meet the daily interface criteria for this feeder system

. Accounts Payable generates the query from Catalyst on Day 1 of accounting close

- AP filters the results of the query to only include items over $10K and sends the
invoice information to NGD Accounting for a manual entry to the GL

. NGD Accounting researches ifems as necessa ry if coding information is not available to
record the liability to the GL

. NGD Accounting Management developed the $10K threshold to ensure that all
"significanf items were investigated

- Any invoice under $l0K will not be accrued
. f nternal Audit filtered the Cafalysf Open Payables Query and determined

that invoices under the threshold totaled -$1.3M as of June 30,2012 and
-$1M as of September 30,2012 (See Slide 25)

17
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Witness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Catalyst Open Payables Query (Cont'd):

. NGD Accounting Management implemented several process improvements in late
2012 related to the Cafalyst Open Payables Query

- Process Changes for the period ending October 31,2012

. Effective as of October 15,2012, the Catalysf system requires that a service
date be entered for a non-purchase-order invoice before it can be approved
within the system

The service date represents the timeframe when the services were
performed or goods received by the company (i.e. liability date)

AP utilizes this field when running the Catalyst Open Payables Query

)) Only those items related to the reportable period are now
communicated to NGD Accounting for research purposes

> Nofe; AP still communicates fhose invoices for which a service date
has not been entered; NGD Accounting researches fhese items to
determine if an accrual is necessary

18
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Witness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Catalyst Open Payables Query (Cont'd):

Process Changes for the period ending October 31 ,2012 (cont'd):

. To help improve the amount of research necessary during the accounting
close, Accounts Payable now generates the Catalyst Open Payables Query
three days prior to period end

For any item without the necessary GL coding input into the system, AP
contacts the "Approver" listed in the system for the invoice and
requests that the information is input prior to period end

In addition, AP continues to run the Catalyst Open Payables Query through
Dav 3 of accounting close to capture any items entered into Catalysf during
the close process which had a service date within the reporting period

19



Background (Cont'd)

Overuiew of NGD Accounfs Payable Accrual Processes (Cont'd):

Catalyst Open Payahles Query (Cont'd):

Process Changes Specific to Year End Accountinq Close

Exhibit No. 13
Schedule No. 4(46)d

Page 20 of 46
Witness N. M. Paloney

. All invoices listed in the Catalyst Open Payables Que ry with the proper
coding information (including those under the $10K threshold utilized
during the other reporting periods) will be recorded to the GL

. AP enlisted temporary employees to research invoices in Catalyst that did
not contain the proper accounting information prior to year end

This should reduce the number of items requiring research during
accounting c/ose

The temporary employees will continue to research invoices without the
necess ary GL coding during the accounting c/ose

. After completion of the accounting close, the temporary employees will
continue to monitor any new invoices that are entered into the Cafalyst
system to identify any items which should be included in the "Self Report"
population for year end (See Slide 31 for further discussion)

20
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Background (Cont'd) *''"*i:fl':":'r"f

Overview of NGD Accounts Payable Accrual Processes (Cont'd):

Additional Information Provided by Sources Outside Accounting

. In addition to the journal entries to record accruals related to items posted to the
"feeder" systems (See Slides I - 13), NGD Accounting will also book manual
accruals based on information provided to them from other departments such as
Regulatory, Field Operations, Tax, etc.

- These additional accruals reflect other commitments made. such as:
. Contract fees
. Software licenses
. Charitablecontributions

- Upon receipt of these communications and based on the circumstances of each
item, NGD Accounting will manually book the accruals needed

- NOTE: lt is the responsibility of the party incurring the liability to inform NGD
Accountinq of the liability if there is not record of it in one of the systems
discussed on the slides noted above

21
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Page 22 of 46
Witness N. M. PaloneyBackground (Gont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

E-Mail Reminders Distributed by AP

. AP utilizes company e-mail to communicate the importance of inputting and
approving invoices in Catalyst to meet period end deadlines

. See an example below of the e-mail communication sent in November 2012 to
discuss issues relevant to the upcoming year end close:

Cata lyst Year-E nd Communlcationtrffi*'rm'ue 
Nisour"* Accounts payable to: 1112112012 09:36 AM
Dcn[r,ry. Lynne Iu Eoun

Please read these important Catalyst updates & reminders. This special year-end
editisn covers:

o Month-End Approval deadlines Nov & Dec
. Delegate your Catalyst Authority (especially around the holidays)
. Booking of expense occurs when invoice approved
o Awards & Gifts
. AP Sharetime Sessions
o Contacting the Help Desk - reminder

22
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Background (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

E-Mail Reminders Distributed by AP (Gont'd):

Month-End ^Approval Deadlines

Invoices must be approved in Catalyst by noon (e-s-t-) on the last business day of the
month to be included in that month's business. For Novernber close, the deadline is
nocln (e.s.t.) on 11|3fJ and for Decernber close, the deadline is noon (e-s.t-) on 12131.

If you are unable to approve an invoice in Catalyst by the deadline, please make sure
to enter the account distribution lnformatlon. The Accountants use that information
to book accruals so the eixpense can still hlt the proper month.

Please also receipt timely as the Accountants also use thls Information for accrual
purposes.

Delegate your Gatalyst Authorlty

Please rernember to Delegate your authority if you are going to be away from the office
so that invoices do not get delayed- This is extremely important for year-end as records
will not route out of your inbox while you are out unless you delegate.

To get to the proper screen go to Tools / Delegates

o Click on Search button to locate the Delegator name
r Click on the ADD button in the "Users delegated" to section
o Search for the name you want to delegate to and select
. Click on the Pencil

23
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Background (Gont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

E-Mail Reminders Distributed by AP (Cont'd):
Booking of Exp€nee occurt when lnvoico le approvod

Tho invoice ls booked to the accountlng system wh6n the invoice is approved, not
when lt lc paid. Please clo not requ€st paymontsto be rushed in hopes of getting the
expense booked in 2012 as it has no impaot,

Awards & Glfts

As a remlnder, all cash or cash equlvalents (glft cards, glft certificates, etc.)
regardless of amount are taxable to the employee

lf the expense is charged to the corporate card or if an employee is to be relmburs€d
for the purchase - proc€rss the reimbursement through ERS. Please select the Award /
Gift category-

Relmbursement for awards and gifts are made using the Ernployee Glft and Arward
Accountlng and Reporting pollcy located on MySource under Policy Center \ Corporate
\ Finance & Accounting \

lf a payment for the gift or award ls to be made directly to a vendor, lhe payment
request must include the receipt and a copy of the completed Employee lncomo
Reporting Form (available from Payroll). The original is to be sent to Payroll-

AP Sharetlme Sessions

AP ls plannlng sesslons whero team members will be available for individualized help to
process invoices through Catalyst starting December 17 in Columbus & Charleston.
Please look for upcoming announc€ments for date, times, and rooms.

Gontactlng the help desk - remlnder

TELEPHON E communioation
. Telephone # is 1-477-357-3911, option 2, optlon 2
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Witness N. M. PaloneyBackground (Cont'd)

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals as of June 30, 2012 and September 30, 2012

. Unrecorded Accruals from Catalyst; Management Control Policy

- Due to the amount of time and resources required to research the invoices listed
on the Cafalyst Open Payables Query prior to recording the liability in the
financials, Management has elected not to research and record any invoice listed
on the Cafalyst Open Payables Query under $10K

- f nternal Audit filtered the Catalyst Open Payables Query to identify all invoices
under $10K and determined that the total unrecorded liabilities were:

. -$1.3M for June 30, 2012
A total of -$2.6M in accruals were reported from Catalyst at period end; with
the open payables population included, the total amount that should have
been reported from WMS as of June 30 was -$3.9M

. -$1M for September 30 , 2012
A totalof -$3.9M in accruals were repofted from Catalyst at period end; with
the open payables population included, the total amount that should have
been reported as of September 30 was -$4.9M
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Exhibit No. 13
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Page 26 of 46
Witness N. M. Paloney

Overview of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals as of June 30, 2012 and Sepfember 30, 2012 (Cont'd):

WMS and M&S Timing lssue(s/
Subsequent to recording the June 2012 manual entry using the WMS and M&S
Open Work Order Queries (See Stfde 16), NGD Accounting Management noted
instances of expenses which had progress report dates (i.e. liability dates) prior
to June 30,2012, but which were not input into the WMS or M&S systems to be
captured in the WMS Open Payables Query processed during June's accounting
close

NGD Accounting began tracking the "unrecorded" accruals related each month
and plans to monitor the data on an on-going basis

. /VGD Accounting will investigate any apparent trends or large fluctuations in
the total "unrecorded" accrual data with fhe assistance of NGD Buslness
lmprovement and Field Operations
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Overview of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals as of June 30, 2012 and September 30,2012 (Cont'd):

. WMS and M&S Timing lssue(s) (Cont'd):

- Internal Audit analyzed the data of "unrecorded" accruals (expense transactions
and credit memos) maintained by NGD Accounting for the three months
subsequent to period ending June 30,2012 and for @!S subsequent to
September 30,2012

. -$8.6M and -$8.9M of expenses and -$389k and -$225k of credits related
to June 30, 2012 and September 30, 2012, respectively were recorded in
WMS and M&S in the months reviewed subsequent to each period end

' The average number of days from the progress report date to the invoice
entry date to WMS and M&S for expense and credit memo transactions are
as follows for each respective period:

Period
Period ending June 30, 20L2

Period Ending September 30,20L2

Expense Transactions Credit Memos
40 Days 96 Days

42 Days 102 Days

NOTE: Refer to Slides 2ts30 for a summary of the unrecorded accruals for
each respective period end
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Background (Cont'd) wheseN M Ps'onev

Overuiew of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals as of June 30,2012 and September 30,2012 (Cont'd)

. WMS and M&S Timing lssue(s) (Cont'd):

. 46%o of the expense transactions related to June 30,2012 and 49Tofor
September 30, 2012 were input into the system in excess of 30 days past
the progress report date

. 960/o of the credit transactions related to June 30,2012 and 99% for
September 30, 2012 were input into the system in excess of 30 days past
the progress report date

NOTE: Refer to Stides 2930 for a summary of the unrecorded accruals for 28

each respective period end
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Overview of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals as of June 30, 2012 and Sepfem ber 30, 2012

. WMS and M&S Timing lssue(s) (Cont'd):

. A total of -$6.0 M in accruals were reported from WMS for the period end; with the
self-report population included, Internal Audit determined that the total amount that
should have been reported lrom WMS as of June 30 was -$15.3M

Unrecorded Accruals for endine June 30,2OL2

Days Between the Progress Report
Date and Expense Being lnput into

WMS
Volue of Credit
Transoctions

Vdlue of
Expense

Tronsoctions
Days Between the Progress Report

Date ond Credit Beinq lnput into
0to30

31 to 50

61 to 90

Over 90

54,672,832

53,207,tLt
s309,152

S+84,950

0to30
31 to 60

61 to 90

Over 90

(s1s,os9

(5t7,216

(s18s,323

L71,.853

S8,674,055 (s389,4s1

: The analysis above includes all transactions (expenses incurred and credits from vendors) entered into
during July 2012, August 2012, and September 2012 that related to expenses incurred as of or prior to June

2012
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Witness N. M. PaloneyBackground (Cont'd)

Overview of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals as of June 30, 2012 and Sepfember 30, 2012

. WMS and M&S Timing lssuefs/ (Cont'd):

. Atotal of -$4.1 M of accrualswere reported from WMS forthe period end; with the
self-report population included, Internal Audit determined that the total amount that
should have been reported from WMS as of September 30 was -$12.8 M

Unrecorded Accruals for period ending September 30, 2OL2

Doys Between the Progress Report
Dote ond Expense Being lnput into

WMS

0to30
31to 60

61 to 90

Over 90

0to30
31to 50

61 to 90

Over 90

(s1,703

(532,260

(ss8,267

133.04L

s4,559,654

52,068,797

$t,329,634

S999,070

58,950,155 (s225,27t

NOTE: The analysis above includes all transactions entered into WMS during October 2OI2 and November2012
hat related to expenses incurred as of or prior to September 30, 2012. The transactions entered in December

L2 were not available at the time the analvsis was oerformed.

Volue of
Expense

Trsnsactions

Days Between the Progress Report
Date ond Credit Being lnput into

WMS
Vdlue of Credit
Transqctions
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Background (Cont'd) *'""""i:fl':3f::i

Oventiew of NGD Accounts Payable Accrual Processes (Cont'd):

Unrecorded Accruals to be "Self Reported" at Year End

WMS/M&S "Self Reported" Population at Year End
. NGD Accounting ran the WMS and M&S Open Work Order Queies during the year

end accounting close, as they would during any other month end close

- After accounting close, NGD Accounting will then continue to monitor the
accruals unrecorded for the period ending December 31 , 2O12 and will "self
report" these known errors as they are determined

- As of January 31, 2013, the 12/31/2012 "self repoft" balance totaled $2.2 million

Catalyst "Self Reported" Population at Year End
. NGD Accounting ran the Cafalysf Open Payables Query during the year end

accounting close, as they would during any other month end close

- After accounting close, AP will continue to monitor the Catalyst system for entry
of invoices with a service date as of or prior to December 31 ,2012

- NGD Accounting will "self report' these known errors

- As of January 31, 2013, the 1V31/2012 "self repoft" balance totaled $2.1 million
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Page 32 of46
Witness N. M. Paloney

Audit Obiective: Accounts Payable liabilities are properly accrued as of period
end in accordance with Company policy and procedure and GAAP
requirements.

. Focus Area 1: Perform cut-off testing as of June 30,2012 to verify that costs related
to services performed and/or goods delivered as of the noted period end are accrued
in accordance with established policies and procedures and GAAP requirements

. Focus Area 2: Perform cut-off testing as of September 30,2012 to verify that costs
related to services performed and/or goods delivered as of the noted period end are
accrued in accordance with established policies and procedures and GAAP
requirements

32
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Audit Objective - Results & Recommendationsv'nh*3N 
M Pa'onev

Focus Area 1: Perform cut-off testing as of June 30,2012 to verify that costs related to
services performed and/or goods delivered as of the noted period end are accrued in

accordance with established policies and procedures and GAAP requirements

Audit Results - June 30, 2012:

. Internal Audit obtained the check register, a listing of all checks paid, from July 1,

2012 through July 31 , 2O12lor both Lawson AP and GEAC AP

- lnternal Audit made a total of 30 selections

- 15 selections from each system's check register

- Internal Audit also made a judgmental selection of 10 invoices meeting the
following criteria to address potential fraud risk

. lnvoices with round dollar amounts

. Invoices with the largest dollar amounts

. Invoices with unusual vendor spend

. Invoices input into the system on a weekend
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Audit Objective - Results & Recommendations*(Udfit'U)
Audit Results- June 30,2012 (Cont'd):

. Internal Audit noted a total of 7 invoices totaling -$454K which were not appropriately
accrued as ofJune 30,2012
. lnternal Audit then determined whether or not these invoices were included in the

queries established by management to identify "unrecorded" accruals (See
Slides 25 - 26). See results below:

. Unrecorded Accruals ldentified in Management's Self Report Processes
. 1 invoice totaling $444,274 (CPA)

- lnternal Audit noted that this invoice was processed through WMS

- This invoice had a progress report of June 30,2012, but it was not
included inthe WMS/M&S Open Work Orders Querles run during the
June accounting close

- lt was not recorded as a liability to the GL, as the expense was not
entered into the WMS system until July 30,20'12

- Internal Audit agreed the invoice above to the detail of the "unrecorded"
accruals being maintained by NGD Accounting
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Audit Objective - Results & RecommendationdlUdfiT'U)
Audit Resulb- June 30,2012 (Cont'd):

. Unrecorded Accruals ldentified in Management's Self Report Processes (Cont'd):

. 1 invoice totaling $750 (CMA)

- Internal Audit noted that this invoice was processed in Catalyst

- Internal Audit noted that it was not recorded to the GL as it was under
the $10K threshold established by management

- Internal Audit noted that the selection was included in the "Master File"
of the Lawson Catalyst Open Payables Query (prior to filtering with
$10K threshold) to ensure that the query was still properly pulling all
open payables at period end (See Slide 25)
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Audit Objective - Results & RecommendationsTUdiit'U)
Audit Resulfs - June 30, 2012 (Cont'd):

'' n 

:"T ;ff : :'ilil; ill r:illi:illl "' "s 
e me nt's se rf Re po rted P rocesses

These invoices were related to unapproved invoices within WOMS

> Since the invoices were not approved in WOMS, the related
expenses were not included in the interface from WOMS to
Lawson AP at period end

. Per discussion with NGD Accounting management, a query
could not be established to allow for CMA Accounting to
identify unapproved work orders in the system with costs
incurred prior to or on 6/30112 due to system constraints

. The AP accrual for CMA is understated by the amount of these
invoices as of 6130112

NOTE: CMA transitioned from WOMS to WMS on 10122112, and new work
order information will now be captured in the WMS and M&S Open Work Order
Quenes (See Stide 76)
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Audit Objective - Results & Recommendations-lUdfit'U)
Audit Resulfs - June 30, 2012 (Cont'd):

' un:Tiff: 
f::[1:];lH'[TJ; 

r"'asement's serf Reported processes

f nternal Audit noted that this invoice was processed through WMS

This invoice had a progress report of June 14,2012, but it was not
included in the WMSIM&S Open Work Orders Quenes run during the
June accounting close

It was not recorded as a liability to the GL, as the expense was not
entered into the WMS system until July 30,2012

Internal Audit noted that the invoice was not included in the detail of the
"unrecorded" accruals being maintained by NGD Accounting due to the
timing of when that report was run after June accounting close

D NGD Accounting subsequently corrected the timing when this
report is run to correct the issue identified and ensure that all
invoices are properly included
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Audit Objective - Results & Recommendations-'lUdiiT'U)
Audit Resulb - June 30, 2012 (Cont'd):

. Additional ltem Noted During Testing

. During the review of the Cafalyst Open Payables Query "Master File" (See
Sfi'de 35), Internal Audit noted transactions over the $10K threshold
established by NGD management included in the "Master File" which were
excluded from the file used by accounting to record an accrual

- These transactions totaled $225,717 (NGD)

- Per discussion with AP management, these transactions were excluded
in error

Going fonrvard, AP began to complete a reconciliation from the original
file to the file provided to accounting to ensure all lines have been
accounted for as a final check prior to distribution
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Audit Objective - Results & RecommendationsTUdfit'U)
Focus Area 2: Perform cut-off testing as of September 30,2012 to verify that costs
related to services performed and/or goods delivered as of the noted period end are
accrued in accordance with established policies and procedures and GAAP
requirements.

Audit Resulb - September 30, 2012:

. lnternal Audit obtained the check register, a listing of all checks paid, from October 1,

2012 through October 31,2012 for both Lawson AP and GEAC AP

- Internal Audit made a total of 20 selections

- 10 selections from each system's check register

- Internal Audit also made a judgmental selection of 4 invoices meeting the
following criteria to address potential fraud risk

. Invoices with round dollar amounts

. Invoices with the largest dollar amounts

. Invoices with unusual vendor spend

. Invoices input into the system on a weekend
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Audit Objective - Results & RecommendationsTUdfit'U)
Audit Results - Sepfember 30,2012 (Cont'd):

. Of the invoices selected, Internal Audit noted a total of 5 invoices totaling -$572K that
were not appropriately accrued as of September 30,2012

. Internal Audit reviewed these invoices were included in the queries established
by management to identify "unrecorded" accruals (otherwise known as the Self
Reported Population at year end). See results below:

. Unrecorded Accruals ldentified in Management's Self-Report Processes
. 2 invoices totaling $583 (CGV) and $210 (CPA)

- These invoices related to work orders processed through WMS

- These invoices had progress report dates prior to September 30,2012,
but were not included in the WMS/M&S Open Work Orders Query run
during the September accounting close

. A reloted liobility was not recorded to the GL ot period end, as the expenses
were not entered into the WMS system until October 4, 2072 ond October
L3, 20L2, respectively

- Internal Audit agreed the invoices above to the detail of the "unrecorded"
accruals being maintained by NGD Accounting (See Slide 26)
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Audit Objective - Results & RecommendationsT0diit'U)
Audit Results - September 30, 2012 (Cont'd):

. Unrecorded Accruals Not ldentified in Management's Self Reported Processes:

. 1 invoice totaling $570,000 (COH)

f nternal Audit noted that this invoice was processed through Catalyst

Internal Audit noted that the invoice was addressed to a company
Administrative Assistant instead of being addressed to SourceNet, the
third party administrator of Catalyst

) While it is not a requirement, AP prefers that all invoices are sent
directly to SourceNet to ensure timely invoice entry into Catalyst

. Approval by the invoice's assigned owner is still required
before any payment is made
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Audit Objective - Results & RecommendationsTUldfit'U)
Audit Resulfs - Sepfe mber 30, 2012 (Cont'd):

. 1 COH invoice totaling $570,000 (Cont'd):

Although the date of service was September 28 ,2012, lnternal Audit
noted that the invoice was not scanned into Catalyst for processing until
October 22,2012

> Per discussion with management, the invoice was foruvarded to a
manager in another department for approval before the invoice was
uploaded to Catalysf, creating a delay from receipt of the invoice to
entry into the system

)) The invoice was approved 1 day later on October 23,2012

As the invoice was not reflected in Catalyst during the September 2012
accounting close, NGD Accounting could not properly record an accrual
with the information available to them

) lf an expense has been incurred, and it is not reflected in one of the
"feeder systems" (See S/ides 9-13) at period end, the employee who
incurred the liability is responsible for informing NGD Accounting of
the expense (See Slide 21)
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Audit Objective - Results & Recommendations-lUdfit'U)
Audit Results- September 30, 2012 (Cont'd):

. Unrecorded accruals Not ldentified in Management's Self Reported Processes
(Cont'd):

. 1 invoice totaling $10 (CMA)

- Internal Audit noted that this invoice was processed in Catalyst

- Although management has established a policy that excludes all
invoices under $10K from the monthly accrual entry this invoice was
not included in the Cafalyst Open Payables Master File

- Internal Audit noted that this invoice was not input into the Catalyst
system until 10117112

- Note: Based on the processes outlined on Slide 31 related to the
processes specific to year end, this situation would have been identified
in the self-report population
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Audit Objective - Results & Recommendations-'lUdiit'U)
Audit Resulb - September 30, 2012 (Cont'd):

. Unrecorded accruals Not ldentified in Management's Self Reported Processes
(Cont'd):

. 1 invoice totaling $1,213 (CMA)

- This invoice was related to an unapproved invoice within WOMS

> Internal Audit noted that the invoice was not approved in the
system and the related expenses were not included in the
interface from WOMS to Lawson AP at period end

. Per discussion with management, a query could not be
established to allow for CMA Accounting to identify
unapproved work orders in the system with costs incurred
prior to or on 9/30/12 due to system constraints

NOTE: CMA transitioned from WOMS to WMS on 10122112. and new work
order information will now be captured in the l4lMS and M&S Open Work
Order Queies (See Slide 15)
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Audit Objective - Results & RecommendationsTUdiit'U)
Intemal Audit Recommendations - Focus Area 7 and Focus Area 2

. NGD Accounting, AP, NGD Field Operations, and corporate personnel should
continue to collaborate to ensure that all employees are educated on how to process
invoices timely using the various systems available to ensure accurate financial
reporting records

- Management should consider the following to enhance current processes:

- Develop and communicate formal policies related to the processing of
invoices and progress report data to ensure timely submission of
expenses and related credit memo transactions for accurate month end
financial reporting records;

- Continuation of AP training offerings and Accounting Roadshows
throughout the year; and

- Monitor employees' performance related to timely processing of
invoices, and requiring those employees with performance issues to
attend training sessions.

Note: Pior to 2012's year end, the Accounts Payable depaftment offered training sessions fo
address appropiate processing of invoices in Catalyst to NGD, NCS, & /VGI&S personnel.
Additionally, NGD Accounting and Financial Repofting completed annual "Accrual Roadshows" to
educate NGD employees on proper accrual accounting and repofting of NP |iabilities.
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NiFiT Release
NiSource lT Audit

February 26, 2A13

To: Rick Fontaine, VP Finance

Russ Viater, VP lT Transformation

Jon Veurink, VP Chief Accounting Officer
Tim Tokish, VP FP&A

From: John Manfreda, Proj. Mgr. lTAudit
Greg Wancheck, Mgr. lTAudit
Ray lrvin, Dir. lTAudit

1. Pre-Deployment Review
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NiFiT Release 1. Pre-Deployment Review
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lTAudit will issue several reports throughout2013 which are timed and focused on the Release 1 Deployment 1

(Rl D1) phase for Columbia Gas of Massachusetts (CMA). Our reports will include both a Phase Assurance
Review, planned for delivery during the latter part of the Rl Dl Testing phase, and a Post Deployment Review
timed shortly after CMA go-live that will include hyper-care support. The timing of these reports has been
determined to allow for adequate and timely feedback to management.

The following depicts the planned reviews and reports to be delivered by lTAudit in support of the Release 1

Deployment 1 (Rl Dl) phase of NiFiT.
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lT Audit will continue to provide both advisory and assurance services during the current and future phases of
NiFiT. The services will be divided between an overall Pre-Deployment Review, Release specific reviews and
finally Post Deployment Reviews. The purpose of each audit review is to capture and report upon key information
regarding project delivery execution, as well as effectiveness of the adoption and use of the system by NiSource.

The following terms are used to describe services that lT Audit will provide during the NiFiT project.

Assurance Service - Assurance services involve the internal auditor's objective assessment of evidence
to provide an independent opinion or conclusion regarding an entity, operation, function, process, system,
or other subject matter. (llPF standards revised October 2010)

Advisory Service - Consulting services are advisory in nature and are generally performed at the specific
request of an engagement client. The nature and scope of the consulting engagement are subject to
agreement with the engagement client. (llPF standards revised October 2010)
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Scope: Performed Assurance and Advisory services during the Pre-Deployment phases of NiFiT for the period
beginning 3rd quarter 2012 through early 2013.

Assurance Services

Business Process Controls

. Review the assessment process of controls design and build activities to provide an
opinion regarding adequacy.

Project Management Controls

. Provide reasonable assurance that corporate policy and good practices are being adhered
to with exceptions documented and approved.

Advisory Services

Provide management with review and feedback on the Pre-Deployment phases. Findings will
include three key areas:

. Program Conduct - review conduct of the team in its achievement of project objectives;

. Deliverable Quality - review quality assurance methods and standards; and

. Business Value Realization - review business value realization methods and standards.



Exhibit No. 13
Schedule No. 4(46)e

Page 8 of 45

NiFiT Release 1. Pre-Deployment Review witnessN M Pa'|orlliliT

A benefit of the NiFiT program is improvement to the controls environment across NiSource, with that
improvement reflected in efficiencies created through both the automation of manual controls and the
elimination/consolidation of legacy controls. A large part of the NiFiT solution is enabled by Oracle's PeopleSoft
Financials package, an Enterprise Resource Planning (ERP) system. PeopleSoft Financials has certain delivered
control elements that are inherently enabled by deploying and configuring the software. A key element of enabling
the controls in an ERP system is accomplished by executing a well-thought out configuration plan and helping to
ensure the plan is monitored and updated throughout the deployment process.

During the latter segment of NiFiT Detail Design, management determined a review of controls by a third-party
firm would help to provide further assurance automated PeopleSoft controls were being adequately considered,
reviewed, optimized and tested throughout NiFiT. As a result, the Chief Accounting Officer and Director of SOX
Compliance engaged KPMG to act as a supporting NiFiT Controls Team with work commencing in August 2012.

This section covers the activities conducted by the NiFiT Controls Team, NiFiT Team, and NiSource SOX
Compliance Team since lTAudit issuance of the NiFiT Pre-Deployment Interim Report during October 2012.
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A control merge process was executed by the NiFiT Controls Team during November and December 2012 that
involved taking the NiFiT Risk and Control Matrices (RCMs) for the seven (7) processes impacted by the NiFiT
solution and comparing them with existing NiSource controls present within the Risk Navigator SOX database.
Based on this comparison, and coupled with validation involving both the NiFiT Team and Process Owners, the
NiFiT Controls Team developed recommendations for Process Owners to either keep, modify or remove existing
NiSource controls, as well as add any new automated PeopleSoft controls if necessary for the following seven (7)
processes:

. General Ledger/Accounting (GL/Acctg)

. Accounts Payable (AP)

. Supply Chain Management (SCM)

. Asset Management (AM)

. Time & Labor (T&L)

. Inter-Company/Allocations (lC/Alloc)

. Miscellaneous Billing / Accounts Receivable (Misc Billing A/R)

During the control merge process, lT Audit noted proposed PeopleSoft controls in the AM RCM were already
covered by existing automated controls enabled by NiSource's PowerPlant application and proposed PeopleSoft
controls in the T&L RCM were being addressed by NiFiT through planned implementation of WorkBrain. lTAudit
also found that, as part of the merge process, the seven (7) existing NiFiT RCMs listed above were consolidated
down to five (5) RCMs - with lC/Alloc being combined with GL /Acctg and AP being combined with SCM.
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The NiFiT Controls Team completed the initial controls merge evaluation related to NiFiT-impacted business
processes during December 2012. Once finished, the post-merge listing of recommended automated and manual
controls for the Gl/Acctg/lC/Alloc and AP/SCM processes were sent by the SOX Compliance Team to both the
NiFiT Team and Process Owners for review. lT Audit noted the Misc A/R Billing post-merge controls listing was
not included for NiFiT Team and Process Owner review because this process is part of NiFiT Release 2. Finally,
the SOX Compliance Team requested and obtained approval of the NiFiT impacted automated GL/AccUlC/Alloc
and AP/SCM controls from Process Owners during December 2012.

The following diagram from the NiFiT Controls Team summarizes their scope of work and illustrates the inherent
need for good coordination and communication amongst all involved parties.
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During February and March 2013, the NiFiT Controls Team continues to work in the following areas for impacted
controls in NiFiT Release 1 Deployment 1:

. Obtain stakeholder review and sign-off of the impacted manual controls.

. Ensure testing documentation for impacted controls is updated and completed during the NiFiT Test
phase.

. ldentify and validate that reports needed for manual controls are developed and meet end-user needs.

. Update corresponding business process documentation with merged automated and manualcontrols.

. Conduct role security (separation of duties) analysis for the impacted business processes.

lTAudit noted the following dates have been scheduled to finalize the RCMs for Release 1 Deployment 1:

. Updated Manual Control Sign-Off (Post Merge) by Process Owners (03-15-13).

. Updated Manual Control Review (Post Merge) by InternalAudit (03-22-13).

. Updated Manual Control Review (Post Merge) by Deloitte - ExternalAudit (03-29-13).

lT Audit will continue to monitor the NiFiT Controls Team's progress in this area and provide feedback to
management from an independent perspective.
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To gauge the integrity of the process used in controls design, lTAudit completed two reconciliations of RCMs and
one SOX Compliance Team metrics comparison. The first reconciliation (Reconciliation 1) was between RCMs
provided by the NiFiT Controls Team to lT Audit in September 2012 (9-30-12 RCMS) for the Pre-Deployment
Review lnterim Report and RCMs supplied by the NiFiT Controls Team to lT Audit in January 2013 (12-31-12
RCMs). The second reconciliation, (Reconciliation 2) compared the 12-31-12 RCMs provided by the NiFiT
Controls Team to the automated PeopleSoft control lists sent to corresponding Process Owners for approval in
December 2012. The final analysis was a comparison of controls metrics reported by the SOX Compliance Team
for purposes of consistent messaging to the following parties:

NiFiT Executive Team on 01-16-13

External Audit (Deloitte) on 01-1 7-1 3

Internal Audit on 02-06-1 3

Based upon these audit activities and coupled with a review of both the 12-31-12 RCMs and lTAudit's embedded
Project Management review of the NiFiT Program, the following areas are commented on in this report.

Business Process Controls Design Process (Process Comments)

Business Process Controls Design Adequacy (Controls Comments)

Project Management Controls (Project Management Comments)

a

a

a
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Process Comments: lT Audit found the controls design continues to follow an appropriate process with the NiFiT
Controls Team acting as another business solutions team within NiFiT. There are positive signs the integration
points between the Controls Team and NiFiT Teams are working, however, lTAudit noted two issues concerning
lack of change control procedures and reconciliation process documentation for NiFiT Controls Team deliverables.

. lT Audit lssue 1: Lack of change control procedures for NiFiT Controls Team deliverables. An on-going process
of documenting changes to both the content and format of the NiFiT RCMs would help ensure the integrity of
controls appearing within the RCMs and also help maintain alignment on changes between the Controls Team,
SOX Compliance group, NiFiT Teams, Process Owners, External Audit (Deloitte) and lT Audit.

. lT Audit Recommendation 1: lT Audit recommends that the NiFiT Controls Team adopt a change control
procedure for the team's deliverables that include process ownership assignment, a related process flow diagram,
and instructions for operation of the change control process.

. lT Audit lssue 2: Lack of documentation of a repeatable reconciliation procedure between controls present
within the Risk Navigator SOX database and controls listed within the NiFiT Risk and Contro! Matrices (RCMs).
lT Audit understands the SOX team did execute a reconciliation for NiFiT R1 D1 impacted controls between Risk
Navigator and the NiFiT RCMs as part of the controls merge, however, documentation explaining the
reconciliation, both for re-performance purposes and future control alignment between Risk Navigator and the
RCMs, has not been developed.

. lT Audit Recommendation 2: lT Audit recommends the reconciliation process to keep the Risk Navigator SOX
database consistently aligned with the NiFiT Risk and Controls Matrices (RCMs) be documented by the NiFiT
Controls Team.
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Process lmprovement Opportunities:As previously noted during the NiFiT Pre-Deployment Interim Report,
management continues to be receptive to lT Audit suggestions for improvement. Suggestions were in the areas
of documentation improvement and NiFiT Controls Team project management integration. All suggestions
presented from the NiFiT Pre-Deployment Interim Review have been considered and are being implemented by
the NiFiT Controls Team. For the Process Comments recommendations from this report, lTAudit will work with
management to ensure the identified issues will be considered and rectified prior to NiFiT Release 1 Deployment
1 go-live.

Controls Comments: As part of the 12-31-12 pre-merge RCM review, lT Audit noted all inherent risks appearing
within each of the applicable NiFiT RCMs had mitigating NiSource legacy controls identified by the Controls Team
for risk coverage. This risk-to-control coverage assessment allowed lTAudit to conclude no gaps appeared in the
controls design process that would have required new controls to be evaluated and constructed specifically for
NiFiT. With NiFiT business process risks covered by existing NiSource controls, lTAudit observed the following
statistics on the pre-merge controls state of NiFiT'

. Gl/Acctg/Alloc/lC - 98% manual controls

. AM - 94o/o manual controls

. AP/SCM - 86% manual controls

. T&L - 25% manual controls



NiFiT Release 1. Pre-Deployment Review

Exhibit No. 13
Schedule No. 4(46)e'

Page 16 of45
witnessru u eaorgiliT

rlvti-?:l{{{.i 4 t'., t.

Although controls changes occurred since the NiFiT Pre-Deployment Interim Report, lTAudit believes the controls
design is still aligned to meet management's needs. lT Audit feels implementing the recommendations presented
in the Process Comments section of this report will help to ensure the controls design remains adequate for the
duration of NiFiT. As of this report date, the manual controls for business processes impacted by NiFiT are in
review with respective Process Owners and are scheduled for approval in mid-March of 2013. lT Audit will
continue to monitor the RCMs and NiFiT Controls Team work in this area to provide an independent perspective
as the NiFiT Project goes into the Deployment phase.

Controls lmprovement Opportunities: None.
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Project Management Gomments: lTAudit believes there is reasonable assurance the NiFiT project has
practiced adequate project management controls, as the project has a well-defined charter, budget and schedule
in place that are being actively referenced and updated as management tools.

lTAudit also found the NiFiT project continues to comply with the NiFiT PMM (Project Management Methodology).
The Design & Build phase gates concluded with documented exceptions on 31 project deliverables against a total
project deliverable inventory of 984. A detailed exception list was created and maintained to document and track
exception items through the Design & Build phase gates with appropriate sign-offs obtained and documented by
NiFiT and the lT PMO.

Project Management lmprovement Opportunities: The lone improvement item identified by lTAudit was in the
variance review over estimated project hours to complete versus actual project hours incurred. Management has
been receptive to this item and will be implementing the improvement opportunity during the current phase.
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Review business process controls design and build activities to provide an opinion on the adequacy
of the business process controls design process.

Background:

Starting in August 2012, Nisource partnered with KPMG to provide controls expertise targeted to the NiFiT solution. The
KPMG team became the primary resources on a newly created NiFiT Controls Team that has responsibility for ensuring
controls impacted by NiFiT are appropriately documented, tested, approved and ready for operation when NiFiT goes live.

This section covers the activities conducled by the NiFiT Controls Team, Nisource SOX Compliance Team, and NiFiT Team
since lTAudit issuance ofthe NiFiT Pre-Deployment Interim Report during October 2012.

The NiFiT Controls Team obtained approved NiFiT Business Process Design Documents (BPDs) for identified NiFiT business
processes. The NiFiT Controls Team then used KPMG'S standard Peoplesoft risk and controls catalog, referred to as a Risk
and Control Matrix (RCM), to perform one-to-one mapping of Nisource SOX 404 controls listed within the various NiFiT BPD's
to automated controls appearing within the KPMG Peoplesoft RCM. Control matches between the KPMG Peoplesoft RCM
and NiFiT BDP'S were identified as'fits" with non-matches being identitied as "gaps."
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Obiective 1 (cont'd):

For controls appearing as "fits", the NiFiT Controls Team confirmed corresponding Nisource SOX 404 control designations
with NiFiT Business Process Owners for assurance purposes. The NiFiT Controls Team then evaluated controls identified
within the NiFiT BPD'S not appearing within the KPMG Peoplesofr RCM and found no "gaps" were present. Controls not
listed in the NiFiT BPD'S were either located in other Nisource documentation or the control activity was deemed not
applicable to Nisource with underlying rational provided. This activity was completed during October 2012.

Post completion of the NiFiT BPD Tit and gap" analysis in October 2012, the NiFiT Controls Team executed a controls merge
process during the months of November and December 2012. The controls merge involved taking the NiFiT Risk and
Controls Makices (RCMS) of six (6) business processes impacted by the NiFiT solution for Release 'l [General
Ledger/Accounting (GUAcctg), Accounts Payable (AP), Supply Chain Management (SCM), Asset Management (AM), Inter-
Company and Allocations (lc/Alloc) and 'lime & Labor Ct&L)l and compared them with the existing manual controls present
within Nisource's Risk Navigator SOX database. Based on this comparison and validation from the NiFiTTeam and Process
Owners, the NiFiT Controls Team developed recommendations for Process Owners to either keep, modify or remove existing
Nisource controls, as well as add any new automated Peoplesoft controls.
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During the merge process, lTAudit noted the proposed Peoplesoft automated controls for the Asset Management (AM) RCM
were covered by existing automated controls enabled by Nisource's PowerPlant application and proposed Peoplesoft
automated controls for the lime & Labor (T&L) RCM were already being addressed by NiFiT through the planned
implementation of WorkBrain.

lTAudit also found that, as part of the merge process, the NiFiT Controls Team consolidated the existing seven (7) Risk and
Control Matrixes down to five (5) as the lc/Alloc RCM was combined with GL /Acctg and theAP RCM incorporated within
SCM. Finally, lTAudit noted The Misc BillingA,/R RCM will be finalized during Release 2 of the NiFiT program.

The NiFiT Controls Team completed the initial controls merge evaluation related to NiFiT impacted business processes during
December 2012. Once finished, the postmerge listing of recommended automated and manual controls for the
GL/Acctg/lc/Alloc and AP/SCM processes were sent by the SOX Compliance Team to both the NiFiT Team and Process
Owners for review. lTAudit noted the SOX Compliance Team obtained subsequent approvals from Process Owners for
automated controls within the GUAcctg/lc/Alloc and AP/SCM areas.
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Obiective 1 (cont'd):

Approach

To gauge the integrity ofthe process used to design controls, lTAudit completed two reconciliations of RCMS and one metric
comparison. The first reconciliation (Reconciliation 1) was between the RCMS provided by the NiFiT Controls Team to lT Audit
in September 2012 (9-30-12 RCMs) forthe Pre-Deployment Review Interim Report and the RCMS supplied by the NiFiT
Controls Team to lTAudit in January2013 (12-31-12 RCMS). The second reconciliation (Reconciliation 2) compared the 12-
3l-'12 RCMS provided by the NiFiT Controls Team to the automated control lists sent to coffesponding Process Owners for
appmval in December 2012. The final analysis was a comparison of controls metrics reported by the SOX Compliance Team
to the following parties:

NiFiT Executive team on 01-16-13

ExternalAudit (Deloitte) on 01 -17-13

lnternal Audit on 02-06-1 3

The controls metrics compared wele NiFiT impacted SOX controls, controls recommended for removal by the NiFiT Controls
Team and total automated control Doinb. lTAuditworked with the SOX ComDliance Team and the NiFiT Controls Teams to
obtain information required to complete this analysis.

a

a

a
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Obiective 1 (cont'd):

Controls Design Review Results

Rsconciliation 1, (Reconcile automated controls in the 9-30-12 RCMS to automated controls in the 12-31-12 RCMs)

lTAudit performed the following steps to accomplish the automated control reconciliations:

1. Obtained the 12-31-12 RCMS for the GuAcctg/Alloc/lc and AP/SCM processes*.

2. Reconciled automated controls Dresent within the 12-31-12 RCMS with automated controls in the
RCMs supplied by the SOX Compliance Team on 9-30-12.

3. ldentified variances based on matching the wording of automated controls between the 9-3G12 and
12-31-12 RCMS.

4. Supplied identified automated control variances to the NiFiT Controls Team.

5. Obtained NiFiT Controls Team's comments and exDlanation of automated control variances.

6. Documented the automated control variances and any subsequent actions performed by the NiFiT
Controls Team to either explain and/or rectify.

7. Reported automated control variance reconciliation results in the following table.

" Automated controls for'lime and Labor Ct&L) and Asset Management (AM) are not changing as a result of NiFiT and
reouired no 9-30-12 to 12-31-12 RCM reconciliation bv lTAudit.
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Obiective 1 (cont'd):

Reconciliation 1. (Reconcile automated controls in the 9-30-12 RCMs to automated controls in the 12-31-12 RCMs.)

GL/Acctg/Alloc/lC

APlSCM

Total

15 10

38 L2

54 22

lT Audit Table 'l .

L9

22

4L

25

48

73

6

26

32
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Obiective 1 (cont'd):

ln performing the RCM reconciliations, lTAudit noted variances in the count of automated controls appearing between 9-30-12
and 12-31-12.

Va ances: Columns 2. and 3. on lTAuditTable 1.

lTAudit found a total variance count of thirty-two (32) automated controls supported by the removal and addition control
counts reported in Columns 2. and 3

- Column 2. Fifty-four (54) automated controls removed on the RCMS between 9-30-12 and 12-31-12. These items
were removed by the Controls Team as being "not applicable'for NiSource.

- Column 3. Twenty-two (22) automated controls were added to the RCMS between 9-3G'12 and 12-31-12. These
items consisted of control additions from Deloitte's Peoplesoft catalog and incorporation of existing Nisource
automated controls from feeder applications that were discovered as part ofthe NiFiT review process.

lntornal Audit Comments: lTAudit noted the indeDendent reconciliation between the $30-12 and the 12-31-12 RCMS was
challenging as the RCMS required multiple sorting parameters in order to produce a valid list of automated conhob. qglilg
this orocess it became apparent that a chanoe control procedure for future RCM reconciliation needs to be evaluated and
documented bv the Controls Team.
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Obiective 1 (cont'd):

lT Audit lssue '1. Lack of a change control process for NiFiT Controls Team deliverables. An on-going process that
documents changes to both the content and format of the NiFiT RCMs would help ensure the integrity of controls appearing
within the RCMS and also maintain alignment on changes between the Controls Team, SOX Compliance Team, NiFiT Team,
Process Owners, lTAudit and ExtemalAudit (Deloitte).

lT Audit Recommendation 1. lTAudit recommends the NiFiT Controls Team adopt a change control process for deliverables
that include process ownership assignment, a related process flow diagram, and instructions for operation of the change
control Drocess.

Management Response: The NiFiT and SOX controls teams are currently drafting change control process documentation
for deliverables. This will be shared with lTAudit for additional input, revised appropriately, completed and implemented by
March 15,2013.
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Obiective 1 (cont'd):

Reconciliation 2. (Reconcile automated controls in the l2-31- 12 RCMS to automated control approval material provided to
Process Owners.)

lTAudit performed the following steps to accomplish the reconciliation:

1. Obtained the 12-31-12 RCMS for the GuAcctg/Allocrlc and AP/SCM processes*.

2. Obtained copies ofthe automated control approval material sent to Process Owners.

3. Reconciled automated controls inthe 12-31-2 RCMS with automated controls approval material
orovided to Process Owners.

4. ldentified variances in the automated control count based on matching control identifiers between the
12-31-12 RCMs and approval material.

5. Supplied automated control count variances to the NiFiT Controls Team.

6. Obtained NiFiT Controls Team exDlanation of observed automated control count variances.

7. Documented the variances and any subsequent actions by the NiFiT Controls Team to explain and/or
rectify.

8. Reported automated control variance results in the following table.

* Automated controls for'l'ime and Labor (T&L) and Asset Management (AM) are not changing as a result of NiFiT and
required no'12-31-12 RCM to automated control approval material reconciliation by lTAudit.



Exhibit No 13
Schedule No 4(46)e

Page 28 of 45

NiFiT Release 1. Pre-Deployment Review

Obiective 1 (cont'd):

Reconciliation 2. (Reconcile automated controls in the '12-31-'12 RCMs to the automated controls in the Approval Material
provided to Process Owners during December of 2012.)

G L/Acctg/Alloc/lC

AP/SCM

Total

witnessu u eanrgitiT

L

0

1

t

0

t

4

0

4

T2

2L

33

19

22

4t

t
L

L

7

1,

I

lTAudit Table2.
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Obiective 1 (cont'd):

lTAudit was able to confirm allthirty-three (33) Release 'l Deployment'l automated controls sent to Process Owners for
approvalr.'rere also included on the 12-31-12 RCMS. During this reconciliation process, lTAudit noted the SOX Compliance
Team uses the Risk Navigator database as the primary repository of SOX controls. lT Audit also noted the RCMS are key
supporting documents to the controls design process and to the information stored in the Risk Navigator database. lt was
noted by the SOX Compliance Team that a reconciliation process had been conducted between the RCMS and the Risk
Navigator database.

Va ances: Columns 3.- 6. on lT Audit Table 2.

lTAudit found eight (8) automated controls on the l2-31-12 RCMS which were not located on the automated control approval
material sent to Process Owners.

- Column 3. Four (4) automated controls were not ready for Process Owner approval by 12-31-12. These automated
controls have since been finalized by the Controls Team and approved by coresponding Process Owners.

- Column 4. One (1) automated mntrolwas mnsidered an inherent function of Peoplesoft not requiring approval.

- Column 5. One (1) automated control related to Peoplesoft change control was found to be covered by Nisource's
lT General Control framework.

- Column 6. Two (2) automated controls were deemed to be previously existing controls not changing with NiFiT.
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Obiective 1 (cont'd):

lT Audii lssue 2. Lack of a documented and repeatable reconciliation procedure between controls present within the Risk
Navigator SOX database and controls listed within the NiFiT Risk and Control Matrices (RCMS). lT Audit understands the
SOX team did execute a reconciliation for NiFiT Rl D1 impacted controls between Risk Navigator and the NiFiT RCMS as part
ofthe controls merge, however documentation explaining the reconciliation, both for re-performance purposes and future
control alignment between Risk Navigator and the RCMS, has not been developed. The risk in not havino documentation of

communicated and aqreed uDon bv the aDDroDriate parties.

lT Audit Recommendation 2. lT Audit recommends the reconciliation process between the SOX database (Risk Navigator)
and the NiFiT Risk and Controls matrices be documented by the NiFiT Controls Team. On-going process documentation
should include process ownership assignment for the reconciliation, related process flow diagram(s), instructions for operation
ofthe reconciliation Drocess and results of all reconciliations Derformed.

ilanagement Response: The SOX and NiFiT conkols team will formalize and document the reconciliation process between
the SOX Risk Navigator database and the NiFiT Risk & Controls matrices. These will be completed on a monthly basis
beginning in March 2013.

witnessN M Paro griT
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Obiective 1 (cont'dl:

Compare controls metrics as reported by the SOX Compliance Team to both the NiFiT Executive team on 01-16-13 and
ExternalAudit (Deloitte) on 01-17-13 with SOX control metrics provided to NiSource lTAudit on 02-06-13.

lTAudit performed the following steps to accomplish the control metrics comparison:

1. Obtained metrics from the SOX Compliance Team as reported on 01-16-13 to NiFiT Executive Advisors.

2. Obtained metrics from the SOX Compliance Team as reported on 01-17-13 to ExternalAudit (Deloitte)
Team.

3. Obtained metrics from the SOX Compliance Team supplied to NiSource lT Audit on 02-06-13.

4. Compared the metrics reported or provided in each instance for consistency.

5. Documented any variances discovered.

The following table represents the SOX Compliance Team's corresponding controls metrics by date and party.
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Release 1 SOX Controls
(lmpacted by NiFiT)

SOX Controls
Recommended for
Removal

Automated Control
Points

Obiective 1 (cont'dl:

Compare controls metrics as reported by the SOX Compliance Team to both the NiFiT Executive team on 01-16-13 and
ExternalAudit (Deloitte) on 01-17-13 with SOX control metrics provided to NiSource lTAudit on 02-06-13.

2829

34

29

34 Not Requested

lT Audit Table 3.



Exhibit No. 13
Schedule No. 4(46)e

Page 33 of 45 1:i{*'t*

NiFiT Release 1. Pre-Deployment Review w'tnessru u eaortrlitiT

Obiective 1 (cont'd):

lTAudit noted the metrics reported by the SOX Compliance Team had changed based upon the date when the information
was provided. This result is consistent with reporting from information that is changing over time, although it was not clearly
documented why the metrics were changing.

lT Audit Comments: A formalized change control process, as recommended by lTAudit in the previous test results section,
would help track SOX Compliance Team reporting modifications aa they occur and allow for point-in-time reconciliation of
reporting difierences by independent parties.
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Independently review and report on the effectiveness of the design of the controls and their
adequacy, as it related to the overall internal control environment and management's ability to meet
the SOX 404 requirements,

Approach
lTAudit obtained the Risk & Control Matrices (RCMS) completed by the NiFiT Controls Team on 12-31-12 to review and
determine the adequacy and efiectiveness ofthe controls designed into the NiFiT program.

Our review included an analysis ofthe controls related to NiFiT by risk item, along with a general review of automated and
manual control numbering as documented on the 12-31-12 RCMS. Our review was focused on any significant changes in
control design caused by the merge process or other modifications to controls that would warrant a change to lTAudit findings
pres€nted within the NiFiT Pre-Deployment Interim Report.
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Obiective 2 (cont'dl:

Controls Design Assessment Results:

Overall Re3ults: Afthough control changes occuned post issue ofthe NiFiT Pre-Deployment Interim Report, lTAudit still
believes the controls design is adequate to meet management's needs. lT Audit feels implementing the recommendations
presented in the previous objective will help ensure controls design remains adequate for Nisource throughout the duration of
NiFiT. Since the manual controls sign-off is in process as of this report date, lT Audit will continue to monitor changes in the
controls in order to provide an independent perspective.

Individual Process Review Results: The following Business Processes were reviewed by the NiFiT Controls Team for Risk
and Control Matrix (RCM) development:

. General Ledger/Accounting (GL/Acctg) and I nter-Company/Allocations (lC/Alloc).

. Asset Management (AM)

. Accounts Payable (AP) and Supply Chain Management (SCM).

. Time and Labor (T&L)

The following pages summarize the results of lT Audits design review of NiFiT RCMs.

* RCMs combined during the controls merge process.
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Obiective 2 (cont'd):

General Ledger/Accounting/lnter-Gompany/Allocations: lTAudit's review of the Gl/Acctg/lC/Alloc Risk and
Matrix (RCM) noted that each known risk had at least one mitigating control identified. Based on the pre-control
98% of legacy NiSource Gl/Acctg/lC/Alloc controls are manual in nature.**

Eusines Proces Ateas lJAutomated Manual

Control
merge RCM,

Grand Total
Number of Proposed Controh

Mitigating Each Risk

(G[ Accountine - CMA/NC0/NCS)

liveormore

four 9

04.F Repoft and account for revenue

04.G Process collections and payments

09,F Reconcile cash accounts

10.A Perform monthly aaounting dose

10.8 Review estimates

10.C Consolidate f inancial results

10,D Perform analysis offinancial resulh

10.H Manage the tax function

10.J Other Reserves and Contingencies

10,K Prepare Financial Statements

10.M Prepare notes to financial statements, l\4anagement Discussion & Analysis and 10K/Q

r ofte

I lwo

*Ime

I torrr

I Fii€ u rrilr

LJ

{

25

10

10

3

25

2

L4

t7

LI

nt

26

10

TL

3

E

2

14

t7

GnndTotal

Percentage of lotal Controsl Automated or Manual

3

2,TI7O

139

97,89%

LN

** Review metrics based on 12-31-12 RCMs and do not include post-merge manual and automated control
counls.
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Obiective 2 (cont'd):

Assot Management: lT Audit's review of the Asset Management Risk and Control Makix (RCM) noted that each known risk
had at least one mitigating control identified. Based on the pre-control merge RCM, 94% of legacy Nisource Asset
Management controls are manual in nature.**

lusinessPrucesAreas rr
Automated Manual inndTota

)7,8 Manage construction proiects Ti
1',I

)7,D Bil I for reimbursable projects

)7,E Maintain continui ng property records

)7,F Account for deoreciation and deoletion

)7,G Manage leasing activities

l0,l Valuation of Assets

inndlotal 33 3

)ercentage Manual or Automated Controls 57lo/l 94.79tr

*" Review metrics based on 12-31-12 RCMs and do not include post-merge manual and automated control
counts.
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Obiective 2 (cont'd):

Account8 Payablersupply Chain Management: lT Audit's review of the Accounts Payable/Supply Chain Management Risk
and Control Matrix (RCM) noted that each known risk had at least one mitigating control identified. Based on the pre-control
merge RCM, 86% of legacy NisourceAP/SCM controls are manual in nature.*"

Number of Proposed Controls

Mitigating Each Risk

(Accounts Payable - CMA/NGD/NCS)

Business ProcesArea lAutomated Manual GrandTotal

05,A Plan for and acquire necessary materials

05,D Proces accounts payable

GrandTcd

Percentage Automated or Manual

99
[14

05,E Manage IBM Invoice Verification and Payment

1

1

424
14,29% 85,11%

28

lOrru

I lyro

I Three

On€ t foul
b0%

r fiv€ or rnore

** Review metrics based on 12-31-'12 RCMs and do not include post-merge manual and automated control
counts.
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Obiective 2 (cont'd):

Time and Labor: lTAudit's review of the Time and Labor Risk and Control Matrix (RCM) noted the single, known risk had at
four mitigating controls identified. Based on the pre.control merge RCM, 25% of legacy Nisource Time and Labor controls are
manualin nature.**

Busines ProcessAreas L:jAutomated Manual GrandTotal

witness N M Pa.llttiT

Number of Proposed Controls

Mitigating Each Risk 08,H Account for labor distribution

lTime&labor-CMA/Ncsl Grand Total

Percentage Automated or lVlanual

31
7s,ffi 25,m/

r one

I T$,o

x lhree

I f0ul

I tiye or niore

** Review metrics based on 12-31-12 RCMs and do not include post-merge manual and automated control
counts.
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Obiective 3:

Project Management Controls: Provide reasonable assurance that corporate policy or good practice
is being adhered to and that exceptions are documented and approved appropriately.

Background: lTAudit has been engaged in the NiFiT initiative since its inception. Part of lTAudit's continuing evaluation of
NiFiT is its use of Project Management practices and it's adherence to the Nisource Project Management Methodology
(PMM).

Approach: These cunent results are supported by direct observation of evidence and attendance at meetings, interviews with
key personnel and review of various pro.iect documentation.

Project iilanagemont Controls Aaaulance (Corporate Policy Adherence):

oYera||Reau|ts:|TAuditbe|ievesthereisreasonab|eassUra@
manaoement controls. NiFiT has a well defined charter, budget and schedule in place with all three actively referenced,
updated and used as management tools for the project. lT Audit has identified one improvement opportunity in the variance
review over estimated project hours to complete versus actual project hours incurred.
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Obiective 3(cont'd):

lmprovemont Opportunity: Cuffently, the NiFiT PMO reviews the project staffing plan in MS Excelfor comparison of
estimated protect hours to complete versus actual project hours incurred. There cunently is no similar review for actual project
hours incurred to estimated hours to complete in the proiect scheduling system (PWA). The risk of not doing this type of
review is that incured hours may exceed hours estimated, go undetected for a period of time, and result in the proiect not
completing on schedule. lTAudit recommends a regular comparison review of estimated project hours to complete versus
actual project hours incurred be done by the NiFiT PMO in both the staffing plan and the project scheduling tool (PWA).

Management Reaponse: Currently, the estimated project hours are managed in the staffing plan in MS Excel whereas, the
project actuals are maintained in Project Server. Due to the two separate technical environments, the reconciliation is a
manual process. In the Release 1 Deployment 2 work plans, the estimates and actuals will be available within Project Server,
which will allow for automated reconciliation. The NiFiT PMO has scheduled a monthly review of estimated hours veFus
incurred hours from both the poect scheduling system and the project staffing plan. Results of this monthly review will be
supplied to lT Audit upon request.
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Obiective 3(cont'd):

Project Management Controls: Review identified exceptions to corporate policy and whether the
exception process/steps were communicated and reviewed with the lT PMO and NiFiT Project Team
Management.

Project Management Controls Assurance Results (Corporate Policy Exceptions):

Ovorall Results: . The
Design & Build Phase gates concluded with documented exceptions of 31 deliverables on a total inventory of 984. A detailed
exception list was created and maintained to document and track the exc€ption items through the process. Appropriate sign-
offs were obtained and documented by NiFiT and the lT PMO for these phase gates. The NiFiT team is currently working to
complete the deliverables on the exception list and does not expect the exception items to negatively impact the testing phase
schedule.

lmprovemont Opportunity: None.
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NiFiT Release 1. lT Audit Pre-Deployment Review
Follow-up ltems from lT Audit Risk Assessment Review

REVIEW RESULTS
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The following items were documented as improvement items at the conclusion of lTAudit's RiskAssessment Review of NiFiT.
The following is an update on the status of these items from the NiFiT PMO. lTAudit continues to appreciate the access and
cooDeration ofthe NiFiT Team in this area.

RiskAssessment Review lT Audit lmprovement llems with Management Updates:

lT Audit lmprovement ltgm:
Enhance project risk management documentation by creating a swim-lane process diagram.

Management Update:
The swim lane process for Team Level risk management will be documented during the Test Phase. Target
completion date (5/31/'l 3).

lT Audit lmprovement ltom:
Enhance proiect risk management documentation by including the executive risk types as risk types in the
project risk log.

Managsment Updatg:
A mapping between Risks,/lssues log and ERM risk categories will be completed prior to
completion of NiFiT Release 1 Deployment 2.

witnessn u eanliril
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Internal Audit has completed a review of the General Services Agreement (GSA) and
Service Authorization (SA) with McJunkin Red Man Corporation (MRC), the provider of
pipe, valves, fittings, plus Maintenance, Repair and Operating (MRO) supplies for the
period January 1,2012 through December 31,2012.

The total spend reviewed, as part of this contract compliance audit, was
approximately $48,6 million (See slide 35).

Audit Purpose: To ensure compliance with the major provisions of the contract between
MRC and the Columbia Distribution Companies (CDGs).

Columbia Gas of Massachusetts has transitioned its purchasing to MRC in 2013
and a new agreement was executed by Supply Chain on April 1,2013.
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Based on the results of our audit work, Internal Audit has determined that the following
internal controls and processes are in accordance with the terms of the contract:

. Certificates of insurance held by MRC meet contractual obligations for the period
under audit:

. Supply Chain is properly monitoring and obtaining refunds (if necessary) for
outstanding credits listed on MRC's accounts receivable aging report, as of
December 3'l,2012;

. The branch replacement cost for the period appears reasonable;

. Key performance indicators (KPl) calculated by MRC accurately reflect MRC's
performance;

. Customer satisfaction survey was performed with no significant items identified;

. Annual freight factor appears to be properly reviewed and approved by Supply
Chain management;

. Processes appear to be established to assess quality and assurance procedures
for new vendors and periodically assess vendor quality administered by the CDCs
or MRC; and

. Material "buy backs" incurred as part of the materials management process are
properly priced and credited.
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Internal Audit has made the following observations and recommendations relating to the
CDC MRC Contract:

. Joint savings are tracked by MRG and properly reviewed and approved by Supply
Chain. MRC did not meet the cost savings threshold lor 2012, resulting in MRC
incurring a penalty of -$19K to be negotiated for payment from MRC to the CDCs
during execution of the 2012 SettlementAgreement;

. There was no quarterly meeting held during the 2nd or 3'd quarter. Due to
scheduling conflicts the 2nd and 3rd quarter meetings were held as one meeting
during November 2012; and

. Gross margin percentages (dollars) for the different material types were
recafculated and a nef under billing (by MRC to CDC) of approximately $55K
was noted.



Executive Summ ary (Gont'd)

Exhibit No. 13
Schedule No.4(46)f

Page 6 of 36
Witness N. M. Paloney

In conjunction with the contract testing outlined on the previous slides, Internal Audit has
made the following observations that could enhance current processes and procedures:

. Supply Chain management should request that MRC provide a periodic report
categorizing the one-sided transactions by adjustment type, as these impact the
BRC, which is the basis for the gross margin analysis. Supply Chain
management should assess the appropriateness of these transactions through
review of the analysis and investigation of transactions as deemed necessary.

lnternal Audit has reviewed the results of our audit with Supply Chain management.
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McJunkin RedMan Corporation (MRC)

. Corporate office located in Charleston, West Virginia.

. Distributer serving major industries throughout the United States and Canada.

. Procurement and warehouse provider to the CDCs since 2004; Columbia Pipeline
Group since 1997; and all other NiSource companies since 2006.

- Columbia Gas of Massachusetts has transitioned its purchasing to MRC in 2013.

NiSource Supply Chain personnel manage the day-to-day activities to administer the
MRC agreements.
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Audit Obiective: Determine contractor's compliance with policies, plans and procedures
to ensure they are in accordance with the terms and conditions of the contract.

Audit Proceduresl Internal Audit reviewed the contract language, terms and conditions
and performed the following audit work / procedures:

1. Review the original contract and subsequent amendments to gain an
understanding of the contract language, terms, and conditions;

2. Determine if quarterly meetings were held as required by the contract;

3. Ensure pricing and markups utilized by the contractor were in accordance with the
contract;

4. Veriff that the contractor requested bids for certain purchases for the benefit of
NiSource as required by the contract;

5. Determine if the "Joint Savings Program" savings were properly supported and
reported to NiSource Management;

6. Verifu that McJunkin met or exceeded key contractual metrics (i.e. shipping
accuracy and on time delivery);
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Audit Procedures (Cont'd):

7. Ensure that the Certificates of Insurance maintained by McJunkin provides the
coverage required as specified in the contract;

8. Review the Accounts Receivable Report for the year ending December 31,2012
to determine if unapplied cash and outstanding credits were properly
investigated and resolved;

9. Determine if the Branch Replacement cost was properly calculated, as defined
by the contract;

10. Test freight charges to ensure that such charges are in accordance with the
contract;

11. As part of the materials management process implemented for the CDCs,
ensure that material "buybacks" are properly priced and credited;

12. Review the established processes to ensure vendors listed on the CDC's AML
are subjected to quality and assurance procedures performed either by the
respective CDC or MRC; and

13. Review the customer satisfaction survey and analysis performed by Supply
Chain to assess the results.
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Audit Procedure 1: Review the original contract and subsequent amendments to gain
an understanding of the contract language, terms, and conditions.

Audit Results:

Internal Audit obtained and reviewed copies of the McJunkin Redman General Service
Agreement and Service Authorizations (SAs) effective during 2012 for the CDCs
identifying key contract terms to include in the audit scope.

Internal Audit Recommendation: None.



Exhibit No. 13
Schedule No. 4(46)f

Page 'l 1 of 36

Audit Results and Recommendations (Gont'd) wtnessN M Pa'onev

Audit Procedure2: Determine if quarterly meetings were held as required by the
contract.

Audit Results:

The SA requires that quarterly meetings be held between MRC and Supply Chain
management to discuss administrative and contractual items.

- Quarterly presentations were reviewed for the two meetings held in 2O12 (1st and
4th Quarters).

. The meeting held during the 4th Quarter was to review the 2nd and 3rd

Quarter.

. There was no meeting held during the 2nd or 3d Quarter due to scheduling
conflicts.
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Audit Results and Recommendations (Gont'd) v'hessN M Pa'onev

Audit Procedure 2 - Audit Results (Cont'd):

lnternal Audit Recommendation :

. Management should ensure that meetings are held quarterly.

Management Response.'

. Management will ensure that meetings are held on a quarterly basis going
forward. Management will revise the required attendance list to help reduce the
number of potential scheduling conflicts.
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Audit Procedure 3: Ensure pricing and markups utilized by the contractor were in
accordance with the contract.

Audit Results:

The major contractual pricing parameters are as follows:
. Regular Stock

- Mark uD - 19.00% / COGS $20M to $25M

- Mark up - 18.25% / COGS $25M to $35M

- Mark up - 17.75% / COGS $35M to $40M

- Mark up - 17.00% / COGS $40M to $45M

- Mark up - 16.50% / COGS above $45M
Note: Picing for rcgular stock stafts at $20M and will only be changed as mutually agreed upon by both
Darties.

. Vendor Directs
- 8o/o

. Line Pipe
- Mark up - 5.25% / Orders $100K to $1M

- Mark uo - 4.50% / Orders $1M to $3M

- Mark up - 4.000/6 / Orders above $3M

. Performance Pipe (PE Pipe)
- Pricing follows that of Regular Stock
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Audit Procedure 3 - Audit Resulfs (Cont'd):

Using Audit Command Language (ACL), a data analysis tool, Internal Audit summarized
the purchase history data file by material type and applied the appropriate contractual
mark-up percentages to the branch replacement cost (BRC) and recalculated the correct
pricing and gross margins with inconsequential variances, noting the following:

Under billings from MRC were approximately $55K, or approximately 0.11% ot
total annual spend (See slide 35).
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Audit Procedure 3 - Audit Resulfs (Cont'd):

One-Sided Tra n sacti o n s
As with prior year procedures Internal Audit noted 10,010 "one-sided" transactions out of
a total 295K transactions where the price field = zero and the cost field <> zero
(population totaled $106K) or the price field <> zero and the cost field = zero
(population totaled $607K).

Internal Audit reviewed a sample of these one-sided transactions. Selected
transactions had a valid business purposes as one-sided transactions are
required to correct instances where the cost field is initially recorded in a unit of
measurement different that of the price field.

The current purchase history data file alone does not provide detailed information
to validate these transactions; additional supporureview is necessary to ensure
one-sided transactions are appropriate.
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Audit Procedure 3'Audit Results (Cont'd):

lntemal Audit Recommendations :

. Supply Chain management should request that MRC provide a periodic report
categorizing the one-sided transactions by adjustment type as these impact the
BRC, which is the basis for the gross margin analysis. Supply Chain
management should assess the appropriateness of these transactions through
review of the analysis and investigation of transactions, as deemed necessary.
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Audit Procedur4[ Verify that MRC requested bids for specific purchases, as required
by the contract.

Audit Results:

Purchases estimated to cost over $100,il)O require a formal competitive bid process with
the following allowable exceptions:

Specific supplier with the natural gas industry;

Requirements for the goods of a proprietary nature;

Priority situations including emergencies; and

Goods sourced from MRC's stock.

Note: Exceptions should be supported by objective busrness reaso ns and
documented and approved on a Competitive Bid Waiver form. Goods sourced from
MRC's stock do not require completion of the Competitive Bid Waiver form.
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Audit Results and Recommendations (Cont'd) \'\nn$.N M Pa'onev

Audit Procedure 4 - Audit Results (Cont'd):

There were fiye orders that had a total cost of over $100,000.

- All orders were sourced from stock, thus did not require a formal bid process or
Competitive Bid Waiver form.

lnternal Audit Recommendation: None.
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Audit Procedure 5: Determine if the "Joint Savings Program" savings were properly
supported and reported to NiSource Management.

Audit Results:

. Under the "Joint Savings Program", the contract specifies the following:

- lf MRC does not deliver a minimum savings of 2o/o ol cost of goods sold (COGS),
MRC will pay CDC an amount equal to $100,000 multiplied by the savings
shortfall percentage;

- Actual cost savings in excess of 2o/o of COGS are shared on a percentage basis
ol75o/o (CDC), 25% (MRC);

- lf actual savings delivered by MRC is greater lhan 2o/o of projected annual
COGS, CDC agrees to pay a bonus equal to 25o/o of the total savings achieved,
using a prorated scale; and

- Savings above 6% of actual annual COGS will not be shared with MRC unless
otherwise determined by Supply Chain management.
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Audit Results and Recommendations (Gont'd)\MbessN 
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Audit Procedure 5 - Audit Results (Cont'd):
. The 2012 MRC Joint Savings Calculation was obtained listing all approved and

rejected cost savings items.

- Internal Audit noted that Supply Chain had approved -$651K of the -$693K
proposed savings included in the 2012 MRC Joint Savings Calculation through
review of appropriate supporting detail.

Total 2012 cost savings were under the 2% COGS target by -$157K, resulting in

-$19.5K due to the CDCs; payment of shortfall amount is subject to negotiations
between Supply Chain and MRC.

. Consistent with the prior year report issued on July 19,2012 Joint Savings
included "buy back" transactions and comprised the entire -$651K approved
savings for 2012 and -$1.8 million for 2011 .

The Joint Savings Calculation language will be modified in the new
service authorization.
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Audit Procedure 5 - Audit Results (Cont'd):

Intemal Audit Recommendations :

. Supply Chain Management should consider the shortfall payment due to the
CDCs related to the Joint Savings Program as part of their final 2012 Settlement
Agreement.
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Audit Procedurg..$ Verify that McJunkin met or exceeded key contractual metrics (i.e.
shipping accuracy and on-time delivery).

Audit Resulfs;

The contract outlines key performance metrics related
shipping accuracy. During 2012, the key performance
outlined below:

to on-time delivery (OTD) and
metrics were met by MRC as

OTD - Enhanced Committed ltems
(Construction Season)

OTD - Enhanced Committed ltems
( Non-Construction Season), Committed
and Dedicated ltems

OTD - Non-Committed ltems, Direct
Shipped and MRO ltems

Shipping Accuracy

98%

9s%

98.L2%

96.75%

9s.L4%

99.96%98%
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Audit ProcedureG -Audit Results (Cont'd):

To verify the accuracy of the OTD and shipping accuracy metrics, Internal Audit
performed the following :

. Obtained the 2012 metric calculation by location, which in total agreed to the
"2012 Pertormance Percentages" (See the previous slide).

- A system generated report does not exist to calculate performance metrics,
as such, MRC provided Excel spreadsheets calculating the OTD and
shipping accuracy metrics by location for the period under audit.

. Internal Audit recalculated the OTD and shipping accuracy performance metrics
for a selection of locations using the purchase history data file.

- Internal Audit concluded that reported key performance metrics were
reasonable.
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Audit Procedure 6 - Audif Results (Cont'd):

lnternal Audit Recommendation: None.
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Audit Procedure 7: Ensure that the Certificates of Insurance maintained by McJunkin
provides the coverage required as specified in the contract.

Audit Results:

Internal Audit reviewed the certificate of insurance held by MRC for NiSource from
January 1,2012 through December 31,2012 noting that the provided coverage was in
accordance with the established GSA.

lnternal Audit Recommendation: None.
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Audit Procedure 8: Review the Accounts Receivable Report, for the year ending
December 31,2012, to determine if unapplied cash and outstanding credits were
properly investigated and resolved.

Audit Resulfs,'

Internal Audit reviewed MRC's Accounts Receivable (AR) report as of December 31,
2012, noting the following:

Credits totaled $838,545.

There were no credits outstanding in excess of 90 days.

Given that there are no credits in excess of 90 days, it appears management is
monitoring the AR report and resolving outstanding credits in a timely manner.

lnternal Audit Recommendation: None.
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Audit Procedure 9: Determine if the Branch Replacement cost was properly calculated
as defined by the contract.

Branch Replacement Cosf (BRC) Defined

Weighted moving average calculated from the replacement cost of like items
previously on hand with newly received items, ofl a last in first out basis.

Based on actual purchase order cost net of any NiSource specific rebates, freight
allowances and manufacturer discounts applied to the published manufacturer
list prices, excluding discounts for early or cash payments.
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Audit Results and Recommendations (Cont'd) wrneseN M Pa'onev

Audit Procedure 9- Audit Resuns (Cont'd):

Internal Audit selected a sample of purchase orders not subject to special pricing.

- For selected transactions within each purchase order, Internal Audit compared
the cost of the item to the most recent vendor invoice as of the date of the
purchase order, noting that the BRC appeared reasonable.

- Due to the nature of the BRC calculation, variances are expected for each
selection, as such, this analysis is a reasonableness test only.

- An overall net0.168% variance was identified when comparing the unit BRC per
the vendor invoice to the purchase history data file for the sample selections.

Internal Audit Recommendation: None.
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Audit Results and Recommendations (Gont'd) v'rn""sN M Pa'on€v

Audit Procedure 10: Test freight charges to ensure that such charges are in accordance
with the contract.

Audit Results:

. The Freight Factor related to in-bound freight for stock items was initially established at
a .65V5 mark-up to be applied to the stock BRC (in addition to the contractual mark-ups
noted at slide 131.

- The freight factor is assessed annually based on actual freight charges for the
prior year.

> The freight factor for 2012 ol .63%owas approved by Supply Chain
management.

- Freight applied to stock items using the 2O12 Freight Factor (.63%) totaled
-$212K.

> Given the total difference between the freight factor applied and the original
contract freight percentage (.65%) was $3K, Internal Audit did not perform
further testing proced u res.

lnternal Audit Recommendafion.' None.
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Audit Results and Recommendations (Cont'd)w''""sN 
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Audit Procedure;ff As part of the materials management process implemented for the
CDCs, ensure that material "buybacks" are properly priced and credited.

Audit Results:
. As part of the materials management process, items that are determined to be held in

excess of established, optimal inventory levels, and are reusable by MRC, are
purchased back ("buy back") by MRC at cost plus original margin charged by MRC.

f nternal Audit obtained a listing of 2012buyback transactions noting a total of
approximately $651K .

The impact of these transactions are eliminated from the gross margin analysis
(See slide 35) as they relate to a period prior to 2012.
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Audit Procedure 11 - Audit Resulfs (Cont'd):

. A sample selection of 2012 buyback transactions were reviewed, noting the
transaction was properly priced at cost plus margin and materials were properly
tracked and compared to the credit invoice obtained from MRC.

lnternal Audit Recommendation: None.
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Audit Procedure 12l. Review the established processes to ensure vendors listed on the
CDC's AML are subjected to Q&A procedures performed either by the respective CDC or
MRC.

Audit Resulfs;

Approved vendors are listed for each material type in the CDC material catalog
maintained online; however, a listing organized by vendor does not currently exist.

Internal Audit performed a walkthrough with Supply Chain and Gas Standards and
Integrity Management Support noting a process is in place to approve proposed
vendors for a type of material which includes collaboration of various departments,
including but not limited to, Supply Chain, Gas Standards and Integrity Management
Support, and Engineering Services.
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Audit Resulb- Audit Procedure 12 (Cont'd):

. MRC's Q&A procedures are relied upon for the ongoing monitoring of vendor quality
and assurance processes.

- Supply Chain Management communicates daily with MRC representatives and
any quality control issues noted by the CDCs through avenues such as visual
inspection of the material and discussions with peer groups in the industry would
be discussed.

. Through discussions with MRC Q&A Management regarding their Q&A policy MRC
appears to have an established process to track vendor quality control issues and to
periodically assess the vendor's Q&A processes based on a defined timeline that is
subject to adjustments based on vendor performance.

Note: The Q&A procedures performed on parts purchased on large construction
projects are not within the scope of this audit as they are subject to different policies
and procedures.

lnternal Audit Recommendation: None.
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Audit Procedure 13: Review the customer satisfaction survey and analysis performed
by Supply Chain to assess the results.

Audit R*ults:
. The contract specifies that a customer satisfaction survey is to be administered by

MRC and reviewed on an annual basis.

. The 2012 survey included l6 questions asking whether participants agree or disagree
with the questions (scale from I - 5 with 1 representing lowest negative response).

. Internal Audit obtained the results of the survey from Supply Chain Management
noting the following results:

- 54 out of 193 Participants Responded: 28% participant rate.

- The average score fluctuation compared to the 2011 average score increased
for all questions except one that decreased 0.53%.

. lt appears that the customer satisfaction survey was performed and reviewed in
accordance with the contract.

Internal Audit Recommendation.' None.
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(1) MRC has a separate
contract with Performance
Pipe to sell pipe to
NiSource at a market
indexed price escalator/de-
escalator using T-PSl's
resin pricing. The branch
replacement cost (BRC)
was adjusted to reflect
actual PE pipe purchases
by MRC.

Special Orders (DG) are
priced using margins
outside of those specified
in the contract.

Contract GM% includes the
markup percentages per
the contract times the
freight factor.

(21

(3)

Order Type Ext Price Elrt BRC MRC Margin Galc.

GM%

Contract

GM% (3)

Calc. at

Contract GM%

Difference/
Charoe

STOCK A|\ID BUYOUTS A B C=A-B OB D E=BxD I A-
Stock - Orders entered prior to 11112012 (between 111111-7121111) $101 ,460 $81 ,850 $19,61 0 23.96% 1 .1 903 $97 ,426 $4,034

Stock- Orders entered priorto 1/112012 (between 7122111-11114111) $1,108,006 $926,666 $181,340 19.57% 1.2057 $1,117,281 ($9,2751

3uybacks ($82,812) ($67,354)

Stock - Orders entered prior to 1/1/2012 (between 11115111-12131111) $354 823 $293,751 $61 072 20.79Yo 1.1910 $349,857 $4,966

Stock-Orders entered 11112012to41312012 $10,458,884 $8,741,630 $1,717,253 19.64Yo 1.1910 $10,411,282 $47,602

3uybacks (M5,591) ($38,687)

Stock - Orders entered 41412012 to 121212012 924,74,505 $20,608,399 $4,1 36,107 20.07%o 1.2042 $24,816,634 ($72,128'.

3uybacks ($1 12,369) ($94,149)

Stock- Orders entered 1213112iofl3112012 $1,848,465 $1,575,747 $272,718 17.31Y0 1.1992 $1,889,636 ($41,171

3uybacks ($379,032) ($317,796)

IOTAL $37,996,340 $31,710,056 ($65,972

DIRECTS

Directs - 1l1l12to 12131112 $133,{50 $108.160 $24,es0 xia% 1.08 $116,813 $16,s3i

TRALER FEES

PE PIPE (1)

$215 21.69To

$28,537 15.10%

$533,700 18,470/o

$915,960 2A.92%

$28,866 15.16%

1.2057

1.1910

1" 19't0

1"2442

1.1992

PE Pipe - prior to 11112012 (between 7122111- 1111412011)

PE Pipe - prior to 11112012 (between 11115111-12131111)

PE Pine - 11112012to 41312012

PE Pipe - 41412012to 12122012

PE Pipe - 12l3l12to 1213112012

Buvbacks

$1,20e

$'177,948

$3,423,109

$5,294,856

$219,282
($31,004)

$993

$149,411

$2,889,409

$4,378,896

$190,416

($27,328)

$1,197 $11

$177,e48 ($O

$3,441,286 ($18,177

$5,273,066 $21,789

$228,347 ($9,OAS

TOTAL $9,085,400 $7,581,797 ($5,441

DG PURCHASE ORDERS (2}

Iotal $48,639,817 $40,583,083 TotalOver/(Under)Charge ($55,219
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lnternalAudit conducted a review to evaluate Meter to Cash (MTC) processes and risks
associated with resolving billing exceptions generated on customer accounts within the
Columbia Distribution Companies (CDC) through the use of macros, referred to herein as
Automations, as well as the performance of IBM contractors, referred to herein as offshore
personnel.

InternalAudit engaged in discussions with appropriate members of the following
departments to properly address management's perception of risk as a part of our review:

- Billing Exceptions

- Revenue Recovery

- NGD Business lmprovement

The focus of our review included the following.

Review a sample of accounts to ensure that data displayed within the Automations
is properly populated from the source system or report and that any data input by
the Automation user is appropriate and reflected timely in the source system; and

Review a sample of accounts addressed by offshore personnel to verify that the
processes followed were in accordance with MTC policies and procedures.

Internal Audit has reviewed our results with management.
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Audit Obiective: Automations implemented by CDC MTC are functioning properly,
allowing users to address billing exception memos.

A utom ati on Testi n g Resulfs

. Automations are accurately populating account information from the Distributive
Information System (DlS), thus the Automation user appears to be utilizing accurate
data in assessing the billing exception.

The actions taken by the Automation user to close the billing exception within the
Automation were appropriate and accurately reflected within DlS.

Note: Actions cannot be taken within the E-bill Bounce BackAutomation; InternalAudit
verified within the appropriate system that the action taken was appropriate.

The Automation process is extracting all applicable memos or accounts (included in
the most recent monitoring report) to be addressed by the user.
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Offshore Pertormance Testing Resulfs

. IBM provides monthly performance metrics summarizing the results of their self
assessments performed using the same scoring criteria as the NGD Business
lmprovement team to evaluate onshore performance.

. Reports provide insufficient detail to allow the reviewer to recalculate or assess
the reasonableness of the scores assigned, thus Internal Audit was unable to
conclude on the accuracy of these metrics.

NOTE: There are no target percentages or other metrics specified within the

contract related to the results of the self assessments.

. Internal Audit selected 25 billing exception memos closed by offshore and assigned a
score based on established criteria utilized by NGD Business lmprovement to
evaluate onshore performance related to closing billing exception memos.

. 24 of the memos addressed by offshore received a score of 100% .

. 1 memo received a score ol 80/o.
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lnternal Audit has identified the following opportunities for enhancements to the overall
billing exceptions process:

. Management should consider DIS programming changes related to the "Cherry
Picke/'Automations to allow DIS to automatically resolve the billing exception without
the generation of the billing exception memo. This would eliminate any risks and time
associated with running the Automation outside the system of record.

- "Cherry Picke/'Automations are those that automatically close a memo meeting
defined criteria when a user enables the Automation.

Management Response: "Cherry picke/'automations were created outside of
DIS due to limited lT resources to assist with the necessary DIS programming
changes to the memo process. Higher priority regulatory and compliance
requests have taken and continue to take priority over this type of lT request.

Management should consider working with IBM to create detailed reporting, including
the permanent customer identification number (PCID) and the permanent site
identification number (PSID) related to the accounts of the memos sampled, which
provides the results of the quality assurance procedures performed on offshore
personnel to allow management to assess the reported metrics for reasonableness.
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Overuiew of Billing Exceptions Automation Processes.'

CDC MTC Department Structure

. The CDC MTC Billing Exceptions team consists of IBM contractors who are located in
Bangalore, India (offshore) and NiSource employees in the Columbus office
(onshore).

. These two groups are responsible for addressing the following:

- Billing exception memos generated daily to identify possible billing errors.

. There are a total ol 282 memo types classified as either actionable (billing is
deferred until the memo is addressed) or investigative (account will continue
to bill, but investigation is required).

- Accounts captured on monthly monitoring reports established to track specific
issues that can occur related to customer billing.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

How Billing Exceptions Memos Are Generated

. Billing Exceptions can be generated as a result of the following scenarios:

- Programmed parameters within DIS subsequent to the meter being read (i.e.
negative usage, zero usage);

- Customer calls to a call center; and

- Internal investigations (i.e. on-site service technician requests an investigation).

The CDC Billing Exceptions team reviews memos for all CDC customer accounts,
with the exception of Gas Measurement Billing (GMB) large volume customers.

GMB billing exceptions are addressed by the Gas Measurement Billing Team.

Within the DIS system, memos can either be closed (no action taken on the account
and bill is released to the customer) or resolved (customer bill is held until action is
taken on account).
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Overuiew of Billing *ceptions Automation Processes (Cont'd):

How Billing Exceptions Memos Are Generated (Cont'd)

. Memos are assigned to onshore or offshore personnel based on the memo type.

- Per discussion with Management, the memos addressed by onshore require
more in-depth analysis, require customer contact, or require an order take to be
closed or resolved.

. lf offshore cannot address a memo originally assigned to them, they assign
(or "flip back") the memo to onshore personnel.

. See the table below for a comparison of actionable memos addressed during 2012:

Onshore Offshore Total
130,559 323,363 453,922

Note: These numbers do not include memos identified as Billing Exceptions Optimization
(BEO) memos, which are programmed to automatically resolve if they are
generated in conjunction with another memo number requiring the same effort for
resolution to prevent duplication of efforts.



Exhibit No. 13
Schedule No. 4(a6)g

Page 10 of 37
Witness N. M. PaloneyBackground (Cont'd)

Overview of Billing Exceptions Automation Processes (Cont'd):

How Monitoring Reports Are Generated

. In addition to Billing Exception Memos, the CDC MTC Billing Exceptions department
has also established monthly reports to identify certain recurring issues on customer
accounts.

HowAutomations Work

. Prior to the use of Automations, Billing Exceptions personnel were required to review
information found on multiple screens in DIS to be able to take the appropriate action
on a memo or customer account; Automations were developed to create efficiencies
in this process.

. Automations are accessed through excel templates, which store a series of
commands and functions (unique to each Automation) that are run every time the
Automation is initiated.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

HowAutomations Work (Cont'd)

. NGD Business lmprovement worked with MTC to identify all the fields within DIS that
a user would need to review to close a specific memo type or address an issue on a
customer account.

. Each Automation is programmed to pull only those necessary fields into one tab of
the excel template, resulting in an accurate, consistent, and efficient review of
pertinent information for the related customer accounts.

. To utilize the Automation the user must perform the following:
. Successfully logon to DlS.
. Open the Automation template and select the session of DIS currently open.
. Click the "Execute Data Collection" button within the template for the

selected DIS information to populate inside the Automation template.

. lf any action is taken within the Automation, the Automation user must click
on the "Update DlS" button for any changes to be uploaded to DlS.

NOTE: Automations are only utilized by onshore personnel.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Summary of Automations

. From April 2011 through March 201 3, the onshore team established the following
related to billing exception memos:

- TAutomations which address 13 of the 282 actionable or investigative memo
types in DlS.

. 3 function as "Cherry Pickef'Automations, requiring no input from the user.

- Once the Automation user has enabled the Automation, it functions by
auto-closing the memo meeting defined criteria; if the defined criteria
are not met, the memo will follow the manual process utilized to
address billing exceptions.

. The remaining 4Automations follow the processes outlined at the previous
slide.

NOTE: Automations can contain parameters that will auto-select the memo status or
required action based on whether the account meets specified criteria; however, the
user is still required to review the informataon and make changes to the pre-
populated memo status as deemed necessary.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Summary of Automations (Cont'd)

. From April 2011 through March 201 3, the onshore team established the following
related to Monitoring Reports:

- 2Automations to address 3 Monitoring Reports:

. These Automations pull customer account information from established
reports (generated from various sources).

. Similar to the Automations established for memos, these Automations pull
the necessary fields from DIS for the accounts included in the reports to help
the Automation user resolve the issue identifled on a customer's account.
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Overview of Billing Exceptions Automation Processes (Cont'd):

Memo Automations
. Credit on Final Automations

- 2Automations address memo 23319, which is generated when a final account
has a credit balance and DIS cannot determine how to apply the credit.

- lmplemented on the following dates:
. July 26, 2012 - "Cherry Picker" Automation addressed 23319 memos

generated on Columbia Gas of Pennsylvania (CPA) CustomerAssistance
Program (CAP) customers. See criteria to automatically close the memo
below:

- On the General Account screen in DlS, if there is a Reconnect (RC) in
the pending order field, then close the memo.

- On the General Account screen in DlS, if the payment plan field
indicates the account was removed from CAP, then close the memo.

. January 31,2013 - The Automation's capabilities were updated to address
23319 memos generated on all other customer accounts.

- Non-CPA accounts require the input of the Automation user to address
the memo.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Gont'd)

. Credit on Final Automation (Cont'd)

- The Automation implemented in January 2013 provides the following information
from DIS to allow the user to address the memo:

Account Information Memo Account Information DllS Account Information
Total Balance PCID and SEQ/PSID Current Balance
Account Status Meter Read Transaction Balance
Pending Orders Additional Memos Transaction Date
Revenue Class Associated Accounts
Customer Name
Payment Plan Other Information Most Recent History
Disconnect Date Bankruptcy Code Payments
Last Payment Bill Code Billings

Pendino Order Remarks
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Cont'd)

. Zero Usage Automation

- Addresses the following memos:

. 22346 - Generated when DIS reviews the prior year's consumption, the last
billing, and the season of the year and determines that the consumption has
decreased by 90%.

. 23303 - Generated when there is zero usage on an active account during
the non-heating season.

. 24275 - Generated when there is zero usage on an active account during
the heating season.

. 23320 - Generated when there is zero usage on an active account for 2 or
more months.

. 22329 - Generated when an active account has zero usage for 12 months.

- lmpfemented on September 27, 2012.



Background (Cont'd)

Exhibit No. 13
Schedule No.4(46)g

Page 17 of37
Witness N. M. Paloney

Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Cont'd)

. Zero Usage Automation (Cont'd)

- The Automation provides the following information to allow the user to address
the memo:

Memo Account lnformation
PCID and SEQ/PSID
Customer Name/Address
Additional Memos
Property Owner

Premise Information
Heati ng Types/Applia nces
Revenue Class
Account Status
Meter Location

Recent History
Consumption
Itemized Statement
Remarks
Contact Statistics
Degree Days

Order Information
Executed Orders
Tech Remarks
Pendino Orders
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Cont'd)

. Fufther Action Remarks Automation

- Addresses the following memos:

. 25056 - Generated as the result of an executed Consumption History order
(with a reading that does not meet the criteria for the 25058 memo type
defined below).

. 25058 - Generated as the result of any executed order showing that the
reading entered is less than the previous read.

. 25081 - Generated as the result of a service order which resulted in
necessary actions from Billing Exceptions.

- lmplemented on November 1,2012.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Cont'd)

. Further Action Remarks Automation (Cont'd)

The Automation provides the following info to allow the user to address the
memo:

Account Information Account Information Executed Orders
PCID and SEQ Account Status Type
PSID Pending Orders Execute Date
Meter Read Revenue Class Meter Read
Additional Memos Service Remarks

Meter Information
Consumption History Meter Kind Premise Information

Meter Size Heating Types/Appliances
Service Line Information AMR Type Revenue Class
Premise Status AMR #
Shut-Off Info AMR Date

Bill Code
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Cont'd)

. Service Orde(SO)/Service lnvestigation (Sl) Executed on lnactive/ldle Account

- Addresses memo 22313 which is generated when an Sl, SO, or Leak Inspection
order has been executed on an account with a PSID Premise Status of Inactive,
ldle, or Off for Leak.

- lmplemented on April 27,2011.

- The Automation provides the following info to allow the user to address the
memo:

Account Information Order Information
PCID and SEQ Executed Orders
PSID Order Status
Meter Read Order Read
Code Tech Remarks

Additional Memos Shut-off Information
Account Status Pendinq Orders
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Gont'd)

. Revenue Recovery Ohio Winter Reconnect Option (WRO) Payment Automation

- Addresses memo 22079, which is generated when a customer makes an Ohio
WRO payment.

- "Cherry Picke/'Automation

. Criteria to Auto-Close: On the Payment Plan screen in DlS, if the number of
payments billed = 0 AND the payment plan start date is after the current date
AND the current payment plan field is not blank, then close the memo.

- lmplemented on November 29,2012.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Memo Automations (Cont'd)

. Curb Box Automation

- Addresses the following memos:
. 24240 - Generated if the meter or curb box is inaccessible (i.e. bushes

covering meter or dog loose in yard).

. 24243 - Generated if access to the meter or curb box is inaccessible (i.e. car
parked on curb box).

- "Cherry Pickei'Automation
. Criteria to Auto-Close:

- lf the current balance (pulled from the total balance field on the General
Account screen) is less than $1,000, then close the memo.

- lf the current balance is greater than $1,000 AND the collection balance
(pulled from the order instructions of the last Active Gollection order on
the Execute Order screen) is less than $1,000, then close the memo.

- f mplemented on November 29,2012.
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Monitoring Report Automations

. Credit on Finals Monthly Report

- f mplemented on September 27,2012 (same date as lhe Credit on Final Memo
Automation).

- Addresses accounts listed on the Credits on Finals Monthly Report.

. This report tracks all accounts with "non-actionable" credit on finals memos.

- Automation utilizes the same fields as lhe Credit on Final Memo Automation (See
Slide 15).
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Overuiew of Billing Exceptions Automation Processes (Cont'd):

Monitoring Report Automations (Cont'd)

. E-bill "Bounce Back"

lmplemented on October 16,2012.

Addresses customer accounts (CPA only) for which e-bills were returned
("bounced back") due to an invalid e-mail address.

. 2 separate web-based reports monitor those customers in Pennsylvania
enrolled with Check Free Corporation and customers enrolled by signing up
directly on the CPAs website.

NOTE: This is the only Automation which does not push any information back to the
source system. lt only compiles information for the user to review, and all actions must be
completed by the user within the source systems.
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Audit Obiective: Automations implemented by CDC MTC are functioning as
properly, allowing users to address billing exception memos.

Focus Area 1: Test a sample of accounts to ensure that data displayed within
Automations is properly populated from the source system or report and that any data
input by the Automation user is appropriate and reflected timely in the source system;
and

Focus Area 2= Review samples of memos addressed by IBM contractors to verify
that the processes followed were in accordance with MTC policies and procedures.
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Focus Area 1: Test a sample of accounts to ensure that data displayed within
Automations is properly populated from the source system or report and that any data
input by the Automation user is appropriate and reflected timely in the source system.

Audit Resulb:
Memo Automation Testing

. To test the accuracy of the information populated from DIS within the Automations and
to ensure the action taken to address the memo was appropriate, Internal Audit made
a selection of 25 memos closed within each of the 7 types of Automations (See Slides
14-22).

For each selection, Internal Audit reviewed the Automation's "Completion
file" and agreed all of the fields displayed in the Automation back to DlS,
noting no exceptions.

) Each time an Automation user selects "Update DlS" within the
Automation, a "Completion file" is generated which keeps record of the
fields displayed in the Automation at the time the completion file was
generated as well as actions taken on the accounts.
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Audit Objective - Results & RecommendationsTUdfit'U)

Focus Area 1 - Audif Resulfs - (Cont'd):

) Due to space considerations, the completion files for the Zero Usage
Automation do not contain record of all the fields displayed in the
Automation.

. Internal Audit was unable to verify that the information properly
populated for the 25 selections.

. Internal Audit did perform a walkthrough with a billing exceptions
processor regarding the Automation process for a zero usage
memo and agreed the information from one account displayed in
the Automation back to the DIS system, noting no exceptions.
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Audit Objective - Results & RecommendationsTUdfft'U)
Focus Area I - Audif Results - (Cont'd):

Internal Audit reviewed the action taken to close or resolve the 25 memos
selected for each Automation to determine if the action taken was
appropriate and in accordance with CDC MTC policies, noting no
exceptions.

)) Due to a programming error, the memo action field in the Revenue
Recovery Ohio WRO Payment Automation was not populated in the
"Listing files."

Note: As of the date of this report, NGD Business lmprovement was working
to take the necessary actions to correct the issue with the memo action field
not populating correctly.

Since Internal Audit was unable to review the action taken on those
selected memo types using the "Listing files", Internal Audit traced
each selection to DIS and reviewed the actions taken on the selected
memos, noting no exceptions.
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Audit Objective - Results & Recommendations-'(Udiit'U)
Focus Area 1 - Audif Resulfs - (Cont'd):

In addition to testing the account selections, Internal Audit reviewed the
change management processes in place to identify how programming
changes made in DIS would affect the Automations' ability to pull accurate
data.

>> NGD Business lmprovement compiled and maintains a listing of all the
DIS screens and related fields utilized for each Automation.

. NGD Business lmprovement attends a monthly meeting with
representatives from Information Technology (lT) to discuss
upcoming programming changes to the DIS system and whether
those changes would have the potential to affect the Automations.

lT Internal Audit performed a DIS Application Review with audit report,
issued on May 15,2012, where it was concluded that DIS application
changes are appropriately authorized, documented and approved.
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Audit Objective - Results & RecommendationsTUdfif'U)
Focus Area 1 - Audit Resulb- (Cont'd):

- To ensure that all applicable memos are being addressed through the
Automations process, Internal Audit obtained a listing of all OPEN memos in DIS
affected by the Automations with a Create Date 30 days or more prior to the
testing date.

There were no memos that met this criteria, thus it appears that the
Automations are pulling all eligible memos to be assessed by the user of the
Automation.
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Focus Area 1 - Audif Resulfs - (Cont'd):

Monitori ng Report Automation Testing

. Credit on Finals Monthly Monitoring Report

To test the accuracy of the information populated from DIS within the
Automation, and to ensure the action taken on the account was appropriate,
Internal Audit made a selection of 5 accounts closed within the Automation.

For each selection, Internal Audit reviewed the Automation's
"Completion file" and agreed all of the fields displayed in the
Automation back to DlS, noting no exceptions.

Internal Audit verified that the action taken to close or resolve the
5 accounts was appropriate and in accordance with CDC MTC
policies, noting no exceptions.
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Audit Objective - Results & RecommendationsTUdfiT'U)
Focus Area 1 - Audif Resulfs - (Cont'd):

. Credit on Finals Monthly Monitoring Reporl - (Cont'd):

To test the completeness of the information provided in the Automation (i.e.
to ensure that all accounts included in the Credit on Finals Monthly report
are shown to the Automation user), Internal Audit obtained the electronic
version of the April Credit on Finals Monthly report.

) Internal Audit compared the accounts in the report to the Automation's
Listing file, noting no difference between the report and the Listing file.

. The Automation generates the "Listing file" when the Automation
user opens the Automation and clicks "Execute Data Collection."
As this file is prior to any action being taken, the accounts listed in
the Compilation tab should agree to the complete data set pulled
into the Automation.
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Audit Objective - Results & RecommendationsTUdfit'U)
Focus Area I - Audif Resulfs - (Cont'd):

. E-bill Bounce Back Report

To test the accuracy of the information populated from DIS within the
Automation and to ensure the action taken on the account was appropriate,
Internal Audit made a selection of 5 accounts closed within the Automation.

)) As a "Completion file" is not generated for this Automation since no
action is completed within the Automation, Internal Audit observed the
Automation in use.

. With the assistance of the billings exception processor, Internal
Audit reviewed 5 accounts and compared the fields displayed
within the Automation to DlS, noting no exceptions.
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Audit Objective - Results & RecommendationsTUdfit'U)
Focus Area 1 - Audif Resulfs - (Cont'd):

. E-bill Bounce Back Report (Cont'd)

To test the completeness of the information provided in the Automation (i.e.
to ensure that all accounts included in the Check Free Corporation E-bill
Bounce Back report and the CPA E-bill Bounce Back report are shown to the
Automation user), Internal Audit selected 3 dates in the months of April and
May 2013.

. For each date selected, Internal Audit obtained electronic
versions of the Check Free Corporation E-bill Bounce Back report
and the CPA E-bill Bounce Back report.

. Internal Audit agreed the accounts included in both of the reports
to the "Compilation tab" within the Listings file for the dates
selected, noting no exceptions.
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Audit Objective - Results & Recommendations-lUdfit'U)
Focus Area 2: Review samples of memos addressed by offshore to verify that the
processes followed were in accordance with MTC policies and procedures.

Audit Results:

. IBM is responsible for performing quality assurance procedures on the work
performed by their offshore contractors.
. Internal Audit reviewed performance metrics reports provided by IBM to MTG

Management, noting that the reports provided insufficient detail to allow the
reader to recalculate the scores provided.

. As recalculation of the performance reports was not possible, Internal Audit obtained a
listing of all memos closed by offshore for the month of February 2013 and made a
total of 25 selections.

- Using the same scoring methodology utilized by NGD Business lmprovement to
evaluate the performance of onshore Billing Exceptions personnel, Internal Audit
reviewed each offshore selection.

D Of the memos reviewed, 24 received a score of 100o/o, while Internal Audit
noted 1 which received a deduction of 20 points (out of 100) for using the
incorrect code to close the memo, for a total score of 80%.
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Audit Objective - Results & Recommendations-(Udfit'U)

Internal Audit Recommendations - Focus Area 1 and Focus Area 2

. Management should consider DIS programming changes related to the "Cherry
Pickef Automations to allow DIS to automatically resolve the billing exception without
the generation of the billing exception memo. This would eliminate any risks and time
associated with running the Automation outside the system of record.

Management Response: "Cherry picke/' automations were created outside
of DIS due to limited lT resources to assist with the necessary DIS
programming changes to the memo process. Higher priority regulatory
and compliance requests have taken and continue to take priority over this type
of lT request.

. Management should consider working with IBM to create detailed reporting, including
the PCID and PSID related to the accounts of the memos sampled, which provides
the results of the quality assurance procedures performed on offshore personnel to
allow management to assess the reported metrics for reasonableness.
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To: C. E. Shafer, VP of Eng. & Const.

From: T. M. Mason, Senior Auditor
S. A. Titus, Audit Manager
J. M. Siget, Director Audit
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Miller Pipeline - Contract Gompliance Audit

Internal Audit has completed a review of the contrac'tual relationship between Miller Pipeline Corporation
(MPL) and the NiSource Gas Distribution (NGD) companies. Our audit examined both the business
processes and financial terms of NGD's relationship with MPL. Invoicing and operational processes,
compliance with wriften contractual terms and conditions, as well as verification of invoicing and payment
accuracy were reviewed. Our audit period included billed costs from January 1, 20'11 to December 31,
2012.

The following audit observations are discussed in further detail in the Observations and Recommendations
section of the report, which begins on page 10:

Contract required retention is not withheld on payments made to MPL (page 13);

Contractually required Lien Waivers are not submitted with payments from MPL (page 14);

Reimbursable construction costs were accurately priced and properly supported (pages 11 and 21);

There is no daily control identifier that will track daily progress reports submitted by MPL to the daily
progress reports processed in NGD's Work Management System (page 17);

Daily progress reports are processed within two (2) business days and disputed progress reports
are properly monitored by NGD and MPL (page 19); and

Outstanding credits (i.e., unapplied cash, outstanding credit memos, etc.) of $1 ,019,535 were
identified on MPLs accounting records (accounts receivable aging report) (page 20).
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Miller Pipeline - Gontract Gompliance Audit

We have reviewed the results of our audit with NGD Operations management, as well as Supply Chain
management. A management action plan has been developed to address the significant audit issues
identified during our review.

As always, we appreciate the cooperation and assistance that your stafi provided to the Audit Team during
this review. Should you have any questions or require additional information, please do not hesitate to
contactJoseph Siget at (614)4604847, Steve Titus arQO2)510-7425, orTerry Mason at (614)460-4663.
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Summarv Miller Pipeline Spend Bv NiSource Companies 201 1 &2012

Tvpe of Contracts Maryland Ohio Pennsvlvania Virqinia Total NGD

Mains/Services $ 404,645 $ 80,219,518 $ 19,056,056 $ 17,737,620 $ 117,417,839

Customer Service Lines $ $ 10,295 $ $ $ 10,295

Total Spend $ 404,645 $ 80.229.813 $ 19,056,056 $ 17,737,620 $ 117,428,134
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MPL contracts are unit-based contracts. However, lhe sample of contracts reviewed showed that Units were created to account for Time
and Material (T&E ) contracts and each contract is priced separately. All active contracts within this test period were based on the terms
and conditions set forth in the NGD Corporate Services Company General Service Agreement for Construction, Maintenance, Services
and Materials Agreements CW1887419 and R4NNI-23. The following chart illustrates a comparison of major contract item classes (top
20) unit prices for MPL as compared to all other contractors utilized by NGD during 201 1 and 20'12:

Top 20 Major Contract ltem Classes
Paid to Contractors

Miller Pipeline
2012 & 2011

Contract Units

Miller
Pipeline 2012

& 2011
Amount Paid

Miller
Pipeline

2012 & 2011
Unit Gosts

AII Other
Contra ctors
2012 & 20',11

Contract Units

All Other
Contractors
2012 & 2011

Amount Paid

All other
Contractors
2012 & 2011
Unit Costs

Miller
Pipeline

VS

Other
Contractors
Unit prices

Miller Pipeline
% of Total Units

lnvoiced
2012 & 201'l

Miller Pipeline %
of Total Amount

Paid
2012 & 20',t1

01 - NEW MAINfLASTIC 210.953 $1.361.8s2 $6.46 161.41 $1.246,984 $7.72 ($1.27' 56.65.1 52.200/,

02 - NEW MAIN ESTABLISHED AREA
PLASTIC

88,005 $1,048,993 $1 1.92 136,610 $1,455,06C $10.65 s1.27
39.1801 41.890/

03 - REPLACE MAIN-PLAST!C 266.836 s5.377.646 $20.15 1,355.627 $20.582.233 $15.18 $4.97 16.45"/, 20.720/,

09 - REPLACE MAIN-STEEL 17.026 $649.1 1 1 $38.1 2 89.225 $5.939.1 8C $66.56 $28.44 16.O2"1 9.850/
1O - BORING W/O CASING GAS
MAIN-PLASTIC/STEEL

33,O47 $546,928 $16.5s 81,649 $1,849,387 $22.65 ($6.1o1

28.81o/, 22.820/
11 - DIRECTIONAL BORE W/O
CASING-MAIN-PL/STEEL

1,071,980 $15,080,140 $14.07 1,730,309 $33,864,56C $19.s7 ($5.5o1

38.2501 30.810/
13 . ROCK&DIRECTIONAL BORE- 25,821 $1,846,509 $71.s1 158,51r $13,546,538 $85.46 (91 3.s51 14.O1o/l 12.OO1,

20 - NEW SERVICE-PLASTIC/STEEL 1 15,333 $9,61 7,394 $83.33 116,O4 $s,838,271 $50.31 $33.08
49.8501 62.230/,

21 - REPLACE SERVICE-
PLASTIC/STEEL

70,583 $22,336,91 3 s316.46 143,98S $38,502,334 $267-40 $49.07
32.890/, 36.710/,

25 - SERVICE TIE OVERS-
PLASTIC/STEEL

1,O25 $617,229 $599.83 3,003 $1,22'l,66€ $406.82 $193.02
25.5201 33.570/,

27 - RETIRE SERVICE LINE
IABANDONMENTT

3,080 $1,437,607 $466.83 3,357 $1,A47,232 $550.26 (s83.43
47.84o/l 43.760/,

30 - ISOLATED BELL HOLE 4.865 $'1.216.O38 s249.96 15.263 $3.643.29i $238.61 $11.35 24.160/l 25.O20/

32 - ASPHALT/CONCRETE
REMOVAL-SPOIL ONLY

174,096 $882,686 $5.07 759,625 $2,866,30t $3.77 $1.30
18.6501 23-540/,

36 - SPECIAL BACKFILL(MATL
SUPPLIED BY CONT/COMP)

209,47 $7,912,320 $37.78 748,942 $23,285,191 $31.09 s6.69
21.85"1 25.360/

37 - ROCK EXCAVATION.TRENCH
AND FTFI I I-Ir)I F

53,633 $959,068 $17.92 305,454 $4,363,92t $14.29 $3.63
14.9101 18.O2y,

'1 
- "PLASTIC TO PLASTIC TlE IN 1,512 $914,182 $604.62 3,593 $1,662,86C s462.81 $141.81 29.6201 35.470/

/6 . MOVING METER INSIOE TO
f,UTS!DE

154,471 $6,554,882 $41.36 343,299 $12,794,73e $37.27 s4.09
31.5801 33.8801

/7 - RELIGHT CUSTOMER GAS
EOUIPMENT

14,184 $1 ,187,152 $83.72 66,871 $3,617J2e $54.09 $29.63
"17.50"1 24.710/

,8-LABOR&EOUIPMENT 190.831 $23.133.242 s121.22 1.363.538 s86.235.1 8t $63.24 s57.98 12.28'l 21.150/,

99 - M!SCELLANEOUS 2,159,735 $3.300.723 $1.53 35.068.491 $39.81 0.826 s1.14 $0.39 5.8001 7.660/
All ltems 4.470.362 s1os.980.625 42.654.84G s304.172.904 10.zsi 25.44
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Miller Pipeline - Gontract Gompliance Audit
Observation:

. Reviewed invoice pricing to ensure the billed rates agreed with the commercial documentation (i.e.
contract unit price rates) on file. Calculated the contract item prices (total contract item spend/total
number of contract items) and reconciled the unit price paid to the contract documentation. We noted
minor exceptions.

. Reviewed the invoicing for spend totaling $28,064 ,259 (23.9o/o of total spend under audit) and found
that the work completed and billed was properly supported and priced.

. Once a contract has been approved, NGD supply chain loads the current unit prices extended by each
contract into the Work Management System (WMS). This process limits the exposure to incorrect
pricing as all contract units are already loaded into WMS for the employee that is adding progress
reports into the system. (The only current risk is if a NGD employee enters the incorrect item or
quanity information into WMS.) When a contract is approved, unit prices are manually input into WMS's
contract price list. This is now an automated processt which has proven to be an effective control for
eliminating pricing entry mistakes.

. The chart on page 12 is a detailed comparison of the top 17 actual contract unit items spend for MPL
as compared to nine peer contractors that are also performing IRP work for NGD companies.

. Although NGD paid MPL more than any other contractor in 2011 and 2012, it appears that NGD did not
always get the lowest unit price for the most used contract items relating to IRP projects from MPL
(Note: InternalAudit did not identify the root causes of the differences in the unit pricing as part of this
audit).

Recommendation:
. Supply chain management should identify the root causes of the higher unit prices paid by NGD and

determine whether any corrective actions are necessary.
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a detailed comparison of the top 17 actual Contract Unit
performing IRP work for the NGD companies:
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items (spend) for MPL as compared to nine peerThe following is
contractors also

Contract ltems Unit Price Cornparison
ma Top 9 Peer Companies Unit Cost r Miller Pipeline Unit Cost

(\l
o(\
oat

o6l
.=
c
<t)
CL

3t)
at

E(,
=
(J
G'

co()
t\

o-o

21 1 55 - SVC,REP,W/MN,61 -1 20'

21 1 50 - SVG,REP,w/l|,|N,0-60'

9a500 - MN/SVCS-5-MAN CREW

76()15 - MOVE-OUT RES MTR,<=$'..

9A4OO - MN/SVCS4-MAN CREW

9A3OO - MN/SVCS-3-MAN CRE\,v

98250 - ELECTFVVIDEOSWR.

9A2OO - 2.MAN GREW,SERVICES

77f)1f) - RELIGHT - O-aOO CFH

13514 - DIRECT ROCK BORE,LIGHT

lIAOO - DIREGT BORE,VI,/O CASING

11600 - DIRECT BORE,W/O CASING

37005 - ROCK&LE,G EXCA,NO.

03364 - REP MN,1()01-35('()'

11304 - DIRECT BORE,W/O CASING
()3235 - REP MN,>35()(!'

112OO - DIRECT BORE.W/O CASING

Y $297-07
$244.49

ry $378.41
$359-93

E !C,325.13r $336.02

& S677.66

. 15157-71

-rr 
r $141.75n !852-69

I $83.21
g $44.52r $66.a5
${ $36.74
- $27.20
e $23.53I $2().3()q s13.79r $17.33

N $12.43r 915.63
s $16-A(,I 915.63
{ 911.23r 512.53
w $13.29

Recommendationsl None.
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Observation:
. InternalAudit observed that retention amounts were not being withheld from any MPL invoices

reviewed in our audit period. Per the General Services Agreement, the owner may retain either
(i) ten percent (10%) of each invoice, or (ii) the amount of the final invoice until closeout
documentation is received and deemed by the owner to be complete.

. Retention is a best practice that allows the owner to withhold a oortion of the amounts billed
(generally 10%) from the contractor or supplier invoices until operational completion or other
obligations are met. Retention is held for all prime contractors and is frequently held by the prime
contractor for each of its subcontractors. For the owner, retention ensures that the project is
completed, which protects against default by the contractor.

Recommendation:
. NGD management should work with supply chain to determine the applicability and means for

retention on future contracts and explore alternative forms of security (i.e. letter of credit,
performance bond, etc.).

U.e!s@!-Bcs@:
. Retention on each individual job is not required due to the ongoing work and magnitude of

outstanding invoices due MPL monthly. These floating balances on invoices due MPL are on
average $5 million each month. Because of this 30 day float on outstanding invoices,
NGD management believes risks are mitigated, therefore, retention on a job by job basis would
not add financial or performance protections and would create a significant administrative burden
for the company and MPL. The ongoing balance owed MPL exceeds the 10% retention of all
work MPL completes for NGD. Retention has been utilized in the past for very large scope
projects.



Miller Pipeline - Gontract Gompliance Audit

Observation:
. InternalAudit observed that lien waivers were not submitted with monthly payments or any final

payments as required per the contract. Per the General Services Agreement between MPL and
NGD, MPL shall submit an executed waiver of liens for the portion of the work completed in the
previous month. Additionally, prior to final payment, MPL shall submit a final, unconditional lien
waiver for the final cost of the work performed.

. Lien waivers are designed to prevent contractors and their subcontractors from filing liens with
respect to work for which payment has been made. The goal of NGD should be to confirm not
only that monies due have been paid but that the payee has no other unasserted claims.

Recommendation:
. NGD management should enforce the conditions of payment clause of the contract with MPL to

ensure that lien waivers are submifted at the appropriate time to mitigate the risks to NGD of
liens against propefi, vendor/subcontractor claims of non-payment and unanticipated
stoppages/delays.

Manaqement Response:
. Because blanket contracts are primarily used with MPL, management will review the following

language currently in the general service agreement related to Lien Waivers and revise, if
necessary:

- Section 11 - Conditions of Payment - sub-section (C). The final payment for each
Purchase Order or specific project, shall include. as evidence. the Contractor's final.
unconditional Lien Waiver for the final cost of the work performed bv Contractor or
Subcontractors.
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Observation:

between MPL and NGD does not allow for a

progress report to the same individual progress report in WMS. Without this "One to One"
relationship, reconciling daily progress repbrts between MPL and NGD is a very labor intensive
process. This issue creates a control risk for both MPL and NGD when it comes to reconciling
payments made for a specific day of work.

. Another risk is that if NGD voids or revises a job order in WMS, after MPL has already entered
the orioinal iob order in its WIN svstem. MPL would be unaware of this chanqe until after the
progreEs reilort was already subririfted br until someone from NGD could intErvene to correct the
information.

Please find an overview of the invoicing process on page 15 and a flow chaft on page 16-

Recommendation:
. A single specific control number should be established for each progress report entered into WIN

and identifv onlv one dailv Drooress reDort. This number would follow the Drooress reoort into
the WMS dvstein. thus cr'eAtini a cominon control lD that can be traced for th-e entire'life cvcle of
that progress repbrt. This numtrer could be created in WIN automatically, or, as shown on Page
18. can be the oroduct of pre-orinted numbered Droqress reoorts currentlv used with other
cohtractors in NcD. This is thb preferred method, given thai this provided a hard copy supporting
document that can be stored with the job order packet in the event a data entry error occurs.
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Recommendations (continued):
Pre-printed numbered daily progress reports, if utilized by MPL, would mitigate this problem. lt would be accomplished by
utilizing this pre-numbered form and modifying the WIN system to allow this corresponding preprinted number to be entered
with the daily progress report as shown below:

This same number could also be entered in to WMS in the
entered in this field) as illustrated in this WMS screenshot:

Control /VO field (this field is an open entry field, so anything can be
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Observation:

. Reviewed the process of entering daily progress reports and found the following procedure/schedule given to
MPL personnel, as the current procedure in place to assure the timely processing of daily progress reports:

After a Mlller forernan cornpletee his rivork for ths day he has untll noon of the
following day to have l-rig work entered Intq the WINS system. Afterthls tirne it
would be avallablo for Superlntendent and Inspector a,pproval. The
Superintendent and Inepeotor have until noon of the day after entry to hawe their
ap$rrtrvalet cornpleted. Tho {nfsrmation would then be ready to be entered by
Colurnbla (3as for payrnent on e dally basls"
Elefow le an ea.sy 'At A Glance*Best Practlces" vlerry of when eaoh siep shoutd be
completed bssed on ttre day the work was completsd.

Fste l /ork
was Done by

F6f€rr,!ari

DqEElllne For
F(,r€lYran to lrav€
Entrles Subrrrltted

Iteadlln€ fqr
Superlntenderrt &

lrtsFsctorto Approrre
Entrl€s

ldaal Entt"yTlil)s ftrr
Colurnbla Gae (Strerry

& Elalne)

Recornrn€nded Start
-fime for Sendln8l Errrslls

for Recorde that stlll
Neccl Approwalg

Mondav Noon Tu{3sdav N€on U/edn{3sdav W*ldnesdav Af,ternoon Noon Thursdatr
Tuesdav Noon \n/ednesdav Noon Thursdaw Thursdav Afternoon Ncron Frlddv

Wednesdav \!co,4Ih!tCsqEra Noon Frldav Frlday AftBrnoon Noon Monday
Thursday Noon Frlday Noon Mondav Mondav Afternoon Noon Tuesdav

Frldav Noon Mondav Noon Tue Tuesdav Afternoon Noon \n/ednesdav

This procedure has eliminated most delays in processing of daily progress reports. Disputed progress reports are
continuely monitored by NGD and MPL, and are typically settled within two days to a maxium of two weeks from the
day of the work being accounted for in the disputed progress report.

Reviewed all end-of-year progress reports to verify that accruals of these expenses were booked in the correct
accounting period. No exceptions were noted.

Accounts Payable (A/P) has a control in place to accrue any outstanding progress reports in WMS regardless of
approval status that occurs at year end. A comparison of A/P reports to the progress reports entered at year end
validated that invoices were being properly accrued regardless of approval status.

Recommendation: None.
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Observation:
. A review oIthe2012

OLpll!_revealed outstanding credits for NGD totaling $1 ,019,535. The following table
summarizes outstanding credits:

Summarvof Miller Pipeline 2012 Accounts Receivable Aeed Trial Balance Report 01-02-2013

Year
Endine lompany Credit Memos Un-Applied Cash

Other Credits Past
Due 0-30 davs

Other Credits Past Due

31-59 davs
Other Credits Past Due

60 davs or more
A/R Total Transaction

Amor rnt

,_o12

,_oL2

,_ot2

tot2

tot2

,_oLz

tot2

totz

,o't)

l8- Columbia Gas of Ohio s (163,074) s (32,3s41 s (30.778) s (109.873) s (s7,6441 s (393.723)

LL3-Columbia Gas of Pennsvlvania -Washinston ) s (24,s93) ) (326) s (326) q (7ssl 5 (26,043)

100-Columbia Gas of Ohio, Inc - Toledo ) s (2s,s68) S (4,862) S (1o.7os) S ( 46,2941 5 (87,433)

155-Northern Indiana Public Service Co s 12.4201 s S s s Q,4201

|28-Columbia Gas of Pennsvlvania s (18s) S (89,47s) s (34,131) s (tz,oe4l s (72,33sl. s (208,21s)

154-Columbia Gas of Virginia s (660) 5 (15,538) s (ee) 5 s (14,040) 5 (31,436)

i55-Columbia Gas of Pennsvlvania s s {170} s S s {13.6s0) s (13.820)

i95-Columbia Gas Great Trails s (1.945) s (17.799) s r,7401 s (7,020) s (22.6161 s Isr.r2zl

178-Columbia Gas Cleveland. OH s s {65.7311 q, s l22.Os3l s 1116.s361 s (20s.3191

Total NiSource s (168.28s1 s Q733281 s (71.936! s (162.0-/31 s (343.e13) s (1.01s.s3s)

. For lnformation Purposes Only: InternalAudit noted that there were no credits outstanding priorto
our audit period (pre-2011). This may indicate that MPL is writing ofi (adjusting) outstanding credits
after a specific period of time (i.e. 2 years), which is a common practice by most companies.

Recommendation:
. These credits should be thoroughly investigated, properly accounted for (i.e. applied to existing

outstanding invoices, monies refunded to NGD, etc.) and closely monitored goang fonrvard.
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Observation:

. lf MPL invoices for services and materials that cannot be processed through WMS (because the
contract items are not included within WMS), a manual check must be processed.

. A detailed review was performed for all 52 manual invoices (totaling $504,758) that were
processed directly through the NGD Catalyst System for Columbia Gas of Ohio. InternalAudit
reviewed the supporting documentation for each of these 52 invoices to determine the reason
for processing the items outside of the contractual unit pricing. InternalAudit also reviewed all of
the account classifications assigned to each payment to ensure the manual checks were
properly charged to the correctjob order. No exceptions were noted.

. We also noted that the manual invoicing was used only for exceptional situations (i.e., video
inspections, arrow boards, special shoring requirements, etc.).

Recommendation: None.
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S. P. Smith
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J. L. Winterstein (w/attachment)
S. J. Sagun
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T. L. Tucker
Deloitte and Touche. LLP
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NiFiT Deployment 1 - Phase Assurance Review
NiSource lT Audit

June 27 , 2013

To:

From: John Manfreda, Project Manager - lT Audit

Greg Wancheck, Manager - lT Audit
Ray lrvin, Director - lT Audit

Rick Fontaine, VP - Financial Transformation

Russ Viater, VP - lT Serv. Delivery (NIPSCO/NCS

Jon Veurink, VP - Chief Accounting Officer
Tim Tokish, VP - Financial Planning & Analysis
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r Executive Overview Page 3 i'" {'nr' i

r Scope

r Audit Plan, Approach, Objectives and Background

r Summary Findings

r Review Results (Assurance). Page 13

r Project Management Controls

r Automated/Manual Business Process Controls

r lT General Controls

r Review Results (Advisory). Page 43

r Project Conduct Controls

r Deliverable Quality review results

r Follow-Up from prior lT Audit Deployment 1 Reviews . Page 55

r Report Distribution Page 59
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NiFiT Deployment 1 - Phase Assurance Review

EXECUTIVE OVERVIEW
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The NiFiT project is currently the largest lT project being undertaken by NiSource lT and NiSource Corporate Business
Services. NiFiT has an estimated budget of $1 15 -125MM over its projected four (4) year lifecycle and employs thirty-six
(36) full-time NiSource personnel who are being assisted by their system integration partner, Accenture, and other partner
firms (including lBM, HMB, PowerPlan, Navigator and Axia). The result is a full-time NiFiT Project team of 168 people
spanning nine (9) different partner companies participating from four (4) countries around the globe.

The following timeline depicts the phased approach being followed by the NiFiT Project team. The approach calls for two (2)
distinct releases with three (3) deployments. Release 1 of NiFiT will include all of the NGD (NiSource Gas Distribution)
companies (CMA, COH, CPA, CKY, CVA and CMD), with Deployment 1 focused on CMA for July 2013 and Deployment 2
encompassing the remaining Columbia Distribution Companies targeted for April 2014. Deployment 3 will include the
Columbia Pipeline Group (CPG), NiSource Corporate Services (NCS), and Northern Indiana Public Service Company
(NIPSCO) business units and is currently planned for April 2015.

Deeign of Coanrron Solution

Release 1(D1 &D2)
Detall€d DealqD
Buald
Tcat
OcFloy

Releas6 2 (D3)

2('15
al 02 cr3

Today
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fT Audit will issue several reports throughout 2013, which are timed and focused on the Release 1 Deployment 1 (Rl D1)
phase for Columbia Gas of Massachusetts (CMA). Our reports will include this Phase Assurance Review and a Post
Deployment Review timed shortly after CMA go-live that will include Hyper-Care support. The timing of these repofis has
been determined to allow for adequate and timely feedback to NiFiT management.

The following graph depicts the planned reviews and reports to be delivered by lT Audit in support of the Release 1

Deployment 1 (R1 Dl ) phase. The R1 D1 Phase Assurance items appearing in this report are highlighted below.
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lT Audit continues to provide both advisory and assurance services during the current and future phases of NiFiT. These
services will be divided between an overall Pre-Deployment Review, release specific Phase Assurance Review and a final
phase Post Deployment Review post go-live. The purpose of each lT Audit review is as follows:

Capture and report upon key information/data regarding NiFiT project delivery execution.

Assess the effectiveness of adoption and usage of the system by NiSource.

Conclude whether controls were considered and tested by relevant parties as part of NiFiT phase deployment.

The following terms are used to describe services provided by lT Audit throughout the duration of the NiFiT project:

Assurance Services:
Assurance services involve the internal auditor's objective assessment of evidence to provide an independent
opinion or conclusion regarding an entity, operation, function, process, system, or other subject matter. (llPF
standards revised October 2010.)

Advisory Services:
Consulting services are advisory in nature and are performed at the specific request of an engagement client. The
nature and scope of the consulting engagement are subject to agreement with the engagement client. (llPF
standards revised October 2010.)
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The objective of lT Audit's Phase Assurance Review was to provide management with an overall evaluation of the policies,
procedures and processes used to manage activities associated with the NiFiT Deployment 1. Test phase, specifically
focusing on the following areas:

1) Project Management Controls
Review project management controls in the areas of budget, schedule and scope to ensure that NiSource corporate
policy or NiFiT standards are followed.

2) Business Process Controls
Review automated and manual business process control test status to provide an opinion on the adequacy of
management's inclusion and testing. Also, independently test the effectiveness of both automated and manual
business process controls.

3) lT General Gontrols
Review the lT general controls in the areas of systems change management, systems operation, data validation,
systems security, and backup and recovery to assess whether NiSource corporate policy is followed.

4) Program Conduct Controls
Review conduct of the NiFiT Project team in its achievement of program objectives.

5) Deliverable Quality Gontrols
Review phase deliverable quality assurance practices and key deliverables by the NiFiT Project team to provide an
independent perspective on quality measures.
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The NiFiT Deployment 1. Phase Assurance Review covers activities supporting the NiFiT Test phase as conducted between
March 2013 and June 2013 by the NiFiT Controls team, NiFiT Project team, and NiSource IT/SOX Compliance post lT Audit
issuance of the final NiFiT Release 1. Pre-Deployment Review in February 2013.

During the Deployment 1 Test phase, NiFiT Project team leadership continued internal initiatives to help ensure alignment
over test streams being executed by team members. These effods included maintaining oversight and reporting diligence
associated with project scope, schedule and financial cost controls in accordance with both NiSource corporate policy and
documented NiFiT project standards.

The NiFiT Project team also undertook significant System and User Acceptance Test (UAT) efforts as part of the NiFiT Test
phase to create individual business process test scripts within HPQC (Hewlett Packard Quality Center) whereby both NiFiT
Project team members, along with participants from the NiSource end-user community, could re-perform newly implemented
automated and manual business processes associated with the NiFiT solution for assurance the processes operated as
intended prior to Deployment 1 go-live in July 2013. As part of the team's System and UAT testing efforts, the NiFiT
Controls team also aligned with the NiFiT Project team to pinpoint specific test steps within the business process test scripts
that impact NiSource's Sarbanes-Oxley (SOX) financial controls.

NiSource's lT Compliance and SOX Compliance teams also engaged in communication with the NiFiT Project team to
analyze and conclude whether software and hardware solutions being deployed, as a result of the NiFiT program, would
have an impact on documented NiSource lT General Controls defined and executed by NiSource lT management. Through
this alignment, NiSource lT Compliance and SOX Compliance looked to determine whether any NiSource lT General
Controls would need to be newly created, or current lT General Controls modified, for assuring both internal and external
compliance post Deployment 1 go-live.

Throughout the duration of the Deployment 1 Test phase, the NiFiT Project team also created detailed internal
documentation and analytic metrics to help with information sharing amongst project stakeholders and to ensure oversight in
the quality of project deliverables reported to management.
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lT Audit identified numerous positive practices and consistent control reviews being performed by the NiFiT Project team in
the overall management of the Test phase gate associated with Deployment 1 . Specifically, lT Audit noted the NiFiT Project
team is using the standardized project change request (PCR) process to both initiate and approve changes to the NiFiT
Project Charter, hours and staffing plan adjustments within the NiSource PWA scheduling system and project costing
variances observed between budgeted/actual/forecasted hours displayed in the NiFiT Financial Tracking Model.

lT Audit noted the NiFiT Project team is also proactively managing project steps associated with the reporting and
remediation of both test defects and project deliverable exceptions observed within the Deployment 1 Test phase gate.
Observed test defects and project deliverable exceptions are being addressed by the NiFiT Project team in a timely manner,
with status reporting being regularly updated to the stakeholder community and any test defect and/or project deliverable
exceptions not remediated prior to Deployment 1 go-live having tangible rational as to why/when remediation will occur
along with temporary defect/exception workarounds incorporated to help mitigate associated project deployment risk. lT
Audit also observed relevant parties involved in the Deployment 1 project management effort are aligned with one another
through regularly scheduled status updates, reporting metric discussions and required conference calls.

lT Audit also determined efforts by the NiFiT Project team to fully test both automated and manual business process controls
associated with the NiFiT solution are being completed. lT Audit observed all forty-three (43) automated controls defined
within the locked, April 30, 2013 NiFiT Risk and Controls Matrices (RCMs) were tied to a corresponding NiFiT Project team
test script within Hewlett Packard Quality Center (HPQC), which is the enterprise testing software utilized by both NiFiT and
NiSource enterprise lT for software deployment quality assurance. Columbus Internal Audit also found seventeen (17)
manual control scripts associated with the twentythree (23) manual controls located in the April 30, 2013 NiFiT RCMs and
noted that besides the six (6) duplicate manual test scripts identified, all seventeen (17) manual controls scripts were
executed with a "pass" status by the NiFiT Controls team as part of System and User Acceptance Test (UAT) activity for
NGD CMA query/report generation.
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lT Audit continued testing efforts for Deployment 1 by performing independent test script execution of the sixty-six (66)
scripts developed to test the forty-three (43) automated controls present in the locked April 30, 2013 NiFiT RCMs. lT Audit
found fifty-nine (59) of sixty-six (66) automated control scripts to be "effective" post initial testing performed during May 2Q13
and of the seven (7) test defects noted, lT Audit observed all seven (7) to be appropriately remediated in a timely manner by
the NiFiT Project team as part of secondary automated controls testing performed during June 2013.

lT Audit also performed additional test efforts within the PeopleSoft Financials 9.1 test environment staged by the NiFiT
Project team independent analysis of system robustness and quality. This engagement involved lT Audit team members
performing various ad hoc testing techniques in a non-scripted manner to assert whether the NiFiT PeopleSoft Financials
9.1 environment would be able to withstand "unplanned" actions that could occur during the course of normal business
action. Based on the sixty-six (66) automated controltest scripts defined for initial independent lT Audit testing, a subset of
forty-two (42) test exercises were identified for non-scripted testing with lT Audit noting only four (4) observed defects in
checks for system robustness and quality. Of the four (4) defects found, lT Audit noted each was addressed and remediated
in a timely manner by the NiFiT Controls team as part of subsequent non-scripted testing performed during June 2013.

For coverage of the four (4) NGD CMA data conversion streams migrated into both PeopleSoft Financials 9.1 and
PowerPlant via NiFiT Project team transporUtranslation initiatives, lT Audit found a robust plan, test and deployment strategy
in place by the NiFiT Project team to formally test and authorize legacy data conversion efforts for "completeness" and
"accuracy". lT Audit also noted that for the Deployment 1 data conversion performed as of mid-June 2013 (201112012
income statement and balance sheet financials between NGD CMA's Lawson system and PeopleSoft Financials 9.1), all
appropriate NiFiT and NiSource management authorizations were obtained on a corresponding Data Approval Sheet to help
ensure legacy data was both transported and translated in a complete and accurate manner.
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ln order to match Deployment 1 interfaces identified during NiFiT business process documented exercises to supporting
NiSource SOX controls defined within the NiFiT RCMs (Risk and Control Matrices), lT Audit noted the NiFiT Controls team
commenced a reconciliation process during May 2013 to provide assurance all supporting NiSource SOX controls were
covered by a corresponding manual or automated interface, This coverage exercise was in-process between the NiFiT
Project team and NiFiT Controls team at the time this report was being drafted, with the NiFiT Controls team having
assessed eighty-one (81) of eighty-six (86) defined interfaces. As such, lT Audit will provide an final opinion on the
"completeness" and "accuracy" of supporting interface testing as part of lT Audit's Deployment 1 - Post Deployment Review.

lT Audit observed various communication points and pre-scheduled reporting meetings occurring between the NiFiT Project
and Controls teams, NiFiT Process Owners, NiSource's lT Audit and Columbus InternalAudit teams and Deloitte regarding
assessment activities associated with the design/effectiveness testing of both automated and manual controls impacted by
NiFiT. Besides being an active participant in discussion coordination between the multiple parties listed above, lT Audit
attended regularly scheduled communication streams throughout duration of the NiFiT Build and Test phases to help ensure
alignment between all relevant meeting attendees.

lT Audit found lT general controls associated with NiFiT-related applications follow the same control design and execution
procedure as lT general controls currently in place for NiSource enterprise lT applications. lT Audit noted all twenty-nine
(29) NiSource lT general controls in place for 2013 are remaining static for deployment of the dual NiFiT applications being
implemented as part of Deployment 1: PeopleSoft Financials 9.1 and the PeopleSoft Financial Data Warehouse (FDW). lT
Audit also found alignment between relevant internal and external parlies in regards to lT general controls experiencing no
change in design configuration as a result of NiFiT.
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lT Audit also noted adequate project controls in place by the NiFiT Project team in relation to quality control and risk
monitoring, as various solution test efforts and continuous test result and project cost risk reporting were both incorporated
and distributed. lT Audit did find a leading practice opportunity in the area of formalized trend analysis for risk monitoring of
project costing, where as more historical data and project costing information becomes available, trend analysis can be
utilized by the NiFiT Project team to more readily discover/prevent project costing challenges.

lT Audit found the NiFiT Project team regularly communicates project scope, status and requirements to stakeholders using
numerous means of information distribution. lT Audit noted these stakeholder update mechanisms are integral to
maintaining alignment and knowledge dissemination amongst active parties and encourages the NiFiT Project team to
continue these ongoing communication efforts as part of future NiFiT deployments.

lT Audit reviewed quality assurance activities enacted by the NiFiT Project team for quality definition and standards
adherence and found quality and standards defined and included within Deployment 1 Test phase gate documentation. lT
Audit also found the NiFiT Project team instituted internal defect reporting for both identification and severity tracking of
testing defects encountered in the Deployment 1 Test phase gate. lT Audit noted that as of Deployment 1 Test phase gate
closure, only three (3) medium/low severity defects remained in "open" status providing for phase gate closure compliance
prior to move to the Deployment stage. lT Audit did, however, identify leading practice oppodunities for defect severity
definitions to be established as part of the overall NiFiT Deployment Test phase plan rather than within plans for individual
test solution stages and for future quality and/or defect severity definition changes to be subject to more formalized
communication processes between the NiFiT Project team and NiFiT process owners.
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Proiect Manaqement Gontrols - Obiective 1

Review project management controls in the areas of scope , schedule and budget to ensure NiSource
corporate policy, good practice and NiFiT standards are followed.

Results:

lT Audit reviewed three (3) key project management control areas as part of the Release 1 . Phase Assurance Review:

. Scope Controls - ls the NiFiT Project team managing what it delivers is appropriate and approved by NiFiT management?

. Schedule Controls - ls the NiFiT Project team managing a schedule to ensure on-time project delivery?

. Cost Controls - ls the NiFiT Project team managing costs to ensure delivery occurs within a defined and approved cost structure?

Scope Controls:
NiFiT has an approved Project Charter used as the key control document for establishment of project scope. lT Audit noted all
project scope changes, including Project Charter modifications, are required to be reviewed and approved through the Project
Change Request (PCR) process. This PCR process helps ensure any alterations in project deliverables are communicated,
reviewed and approved by appropriate parties. lT Audit reviewed a selected sample of project scope changes documented in
weekly NiFiT Status Reports and found the changes were reviewed and approved by appropriate parties using the relevant
process.
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Schedule Controls:
lT Audit found NiFiT has a project schedule in place enabled by the NiSource PWA system. The project schedule is updated
during planning activities for each NiFiT phase and tracks all work performed in regards to both planned and actual hours. NiFiT
project personnel are required to enter their time in the PWA system in order for the NiFiT Project Management Office (PMO) to
perform the following:

. Weekly variance analysis between planned and actual hours for performance tracking; and

. Weekly comparison of scheduled hours to the overall project staffing model.

Once the NiFiT PMO has completed their weekly activities and aligned with NiFiT Project team leads on both missing hours in the
PWA system and statfing plan adjustments, the NiFiT PMO reports this information in the weekly NiFiT PMO Status Report and
approves the project schedule. lT Audit noted that once the project schedule is approved, subsequent changes are also required
to use the project change request (PCR) process.

For testing purposes, lT Audit reviewed a sample of project schedule changes as reported in weekly NiFiT PMO Status Reports
and found that each selected change was reviewed and approved on a corresponding PCR form. lT Audit also reviewed a sample
of both weekly variance analysis and comparison reports conducted by the NiFiT PMO out of the NiSource PWA system and
noted differences observed were appropriately communicated to NiFiT Project leads with corresponding information required
either for correction or detailed explanation.

Proiect Manaqement Controls - Obiective 1 (Gontl
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Gost Controls:
The NiFiT project has an approved budget used as the primary control for project costing. lT Audit noted the NiFiT Financial
Tracking Model reported in the weekly NiFiT Status Report includes the following items, types and categories used for project
costing efforts by the NiFiT Project team:

Items:
. Actuals - Actual costs incurred for the NiFiT project as reported by NiSource Accounting (updated monthly)
. Budget - Budgeted costs for the project
. Forecast - Estimates for current and future periods combined with actual costs from past periods (updated weekly)
. Variance - Reported differences between Actuals-to-Budget and/or Budget-to-Forecast information

Types:
. Internal Labor- NiSource employees engaged on the NiFiT project

. IBM - Specific NiFiT project vendor costs

. External Labor- Consultants and contractors engaged on the NiFiT project

. Non-Labor - Associated hardware and software costs for the NiFiT project.

Cateqories:
. Capital
. O&M (Operations & Maintenance)
. Total (combined Capital+ O&M)
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On a monthly basis, the NiFiT PMO uses the Financial Tracking Model to perform the following:

Project actual costs are collected from various sources by the NiFiT PMO at month end.

Actual O&M and Capital costs are updated for the previous month.

Based upon the project budget, a variance analysis is produced against actuals for the month.

Variance analysis of budget-to'actuals is used by management to enable subsequent changes to forecast.

Previous period forecast amount is updated with the previous months actuals.

Future period forecast amounts are subject to, and include, approved Project Change Requests.

Variance analysis budget to forecast is used by management to determine project health and support corrective actions.

lT Audit reviewed a sample of project cost-related changes as reported in weekly NiFiT Status Reports and found each selected
cost change was reviewed and approved on a corresponding PCR by appropriate personnel, along with the PCR containing the
appropriate support materials used for cost estimation. lT Audit also reviewed selected weekly NiFiT Status Reports and found
reported project costing information was accurately reflected in the Financial Tracking Model for the period reviewed. In support of
lT Audit's conclusion that current NiFiT project cost controls in use by the NiFiT PMO appear to be operating effectively, Internal
Audit will conduct an additional financial cost audit of the NiFiT project to provide further assurance in this area.

Recommendation: None.
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Review identified exceptions to corporate policy and whether the exception process/steps were communicated
and reviewed with the lT PMO and NiFiT Project Team Management.

Results (Project Testing):

Along with attending NiFiT Test phase gate review preparation meetings between the NiFiT PMO and NiSource lT PMO, lT Audit
reviewed associated Test phase gate process documentation and concluded the NiFiT project is following the prescribed Test
phase gate review process with test defects documented on an Open ltems Defect list that is reviewed and approved by
appropriate personnel. The following chart depicts Open ltem Defects defined by the NiFiT PMO as of Test phase gate closure on
June 14.2013:

Open Test Defects - NiFiT lesfphase gate closure (as of June 14, 2O13)

Medium/Low 16 9 6

lT Audit noted that of the twenty-seven (27) open testing defects listed by the NiFiT PMO, eleven (1 1) were deemed "high" severity
by the NiFiT Project team, meaning they require immediate remediation efforts by the Project team prior to Deployment 1 go-live
or a workaround must be developed. lT Audit also found sixteen (16) open testing defects were combined as either "medium" or
"low" severity, meaning although they are targeted for remediation prior to go-live, they have no direct risk impact on deployment
activities and can be addressed as time allows by the NiFiT Project team.
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Proiect Manaqement Controls - Obiective 2 (Contl

In order to determine whether the NiFiT Project team addressed open test defects with a "high" severity rating prior to Deployment
1 go-live, lT Audit obtained the June 21,2013 Open ltems Defect listing from the NiFiT PMO and found the following results:

Open Test Defecfs (as of June 21, 201 3)

lT Audit noted that of the eleven (1 1) open testing defects listed as "high" severity by the NiFiT PMO, nine (9) were identified and
targeted for remediation by the NiFiT Project team prior to Deployment 1 go-live. Of those nine (9) "high" severity test defects
planned for remediation prior to go-live, lT Audit found seven (7) had already been remediated within HPQC post Test phase gate
completion on June 14,20'13, with the remaining two (2) "high" test defects on target for fix prior to go-live. lT Audit also noted that
for the two (2) "high" severity test defects planned to be addressed post Deployment 1 go-live by the NiFiT Project team,
corresponding defect workarounds were identified in order to implement a pre go-live solution for project risk mitigation purposes.
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Results (Project Deliverables):

The NiFiT Project team also maintains an Open ltems Deliverable listing to track project deliverable exceptions through the
communication and remediation process. This Open ltems Deliverable listing is circulated to NiFiT Project team leads and serves
as control documentation for the completion and closure of items appearing. lT Audit noted the NiFiT PMO identified eight (8)

Deployment 1 project deliverable exceptions as of Test phase gate closure on June 14,2013, with a NiFiT Project team target of
remediating seven (7) deliverable exceptions prior to Deployment 1 go-live:

Open Project Deliverable Exceptions - NiFiT lest phase gate closure (as of June 14, 2013)

In order to determine whether the NiFiT Project team addressed open project deliverable exceptions prior to Deployment 1 go-live,
fT Audit obtained the June 21,2013 Open ltems Deliverable listing from the NiFiT PMO and found the following results:

Open Project Deliverable Exceptions (as of June 21, 2013)
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lT Audit noted that of the eight (8) open project deliverable exceptions listed by the NiFiT PMO on June 14, 2013, four (4) had
already been remediated by the NiFiT Project team as of June 21,2013. lT Audit also found that for the four (4) remaining project
deliverable exceptions, the NiFiT Project team had documented plans to remediate three (3) additional exceptions prior to
Deployment 1 go-live, thereby leaving only a single project deliverable exception associated with the release of PowerPlant
training material remaining for address as part of post Deployment 1 activity. The NiFiT Project team considers this a re-usability
requirement exception for this deliverable

Based on documentation review associated with Deployment 1 project test defect and deliverable exception results, lT Audit
concludes the NiFiT Project team is performing adequate project management control and defect/exception follow-up regarding
remediation efforts prior to Deployment 1 go-live.

Recommendation: None.
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Proiect Manaqement Controls - Obiective 3

Determine whether adequate alignment exists on project management control activities implemented by NiFiT
across the NiFiT team, Process Owners, NiSource SOX Compliance, KPMG Controls Team and Deloitte &
Touche Audit personnel.

Results:

Between January - May 2013,lT Audit regularly attended the following NiFiT project meetings. Covered topics associated with
project management control activities including current project status (based upon relevant project management control metrics),
project change request status, issue/risk identification and project updates.

. NiFiT Project Leadership (Wednesday 1Oam EST)

Iype: Weekly Project Leadership team meeting regarding NiFiT project progress, project status updates by the NiFiT PMO and agenda
presentations by NiFiT Project team leads and subject matter experts.

Attendees: NiFiT Project Leadership and lT Audit.

. NiFiT Weekly Organizational Change ManagemenUBusiness Unit Representative Status (Tuesday 1:00pm EST)

Iype: Weekly status meeting covering project work accomplished, deliverable(s) status, staffing updates and issue/risk metric reporting.

Aftendees'. NiFiT PMO, NiFiT Project team leads and lT Audit
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. NaFiT Weekly Technology/Deployment Status (Tuesday 2:00pm EST)

Iype: Weekly team status meeting covering technical updates established/accomplished during the period along with current
Deployment 1 status reporting.

Attendees: NiFiT PMO, NiFiT Pro.lect team leads and lT Audit

. NiFiT Weekly Testing Status (Tuesday 2:30pm EST)

Type: Weekly team status meeting relaying NiFiT Project team test script and defect execution status coupled with defect remediation
effort progress.

Attendees: NiFiT PMO and NiFiT Project team and lT Audit

. NiFiT Gontrols Status (Monday 10:30am EST)

Iype: Weekly status discussion regarding automated and manualcontrols inclusion within the NiFiT RCMs, System and UAT test script
results communication between the NiFiT Controls and Project teams and Segregation of Duties evaluation status between the NiFiT
ProjecUControl teams and Deloitte.

Attendees: NiFiT Project team, NiFiT Controls team and lT Audit.

. Deloitte NiFiT Status (Thursday 1Oam EST)

Type:Weekly status discussion supporting automated and manualcontrolscripted testing efforts (planning, execution and reporting),
Segregation of Duties tool execution (timing and remediation coordination), NiFiT PHIRE deployment software evaluation etforts and
data conversion/interface identification test planning.

Attendees: NiFiT Project team, NiFiT Controls team, lT Audit and Deloitte
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Proiect Manaqement Controls - Obiective 3 (Cont)

lT Audit also engaged with key NiFiT Project team personnel on a one-on-one basis to facilitate project management alignment.
Project management controls were discussed, as needed, by lT Audit as part of the following reoccurring weekly meetings:

lT Audit and NiFiT Program Manager (Tuesday 9:00am EST)

lT Audit and NiFiT Technology Director (Tuesday 9:30am EST)

lT Audit and NiFiT Test Lead (Thursday 9:00am EST)

In addition, lT Audit acted as a facilitator between NiFiT Project team leadership and Deloitte's NiFiT Project Management team,
who was engaged by NiSource for independent review/analysis of NiFiT project management controls. lT Audit coordinated
information requests and results discussions between Deloitte and NiFiT Project team leadership which were published in May
2013 as part of Deloitte's NiFiT Project Risk Assessment report. lT Audit noted that, despite identifying two (2) low-risk project
management items over contingency reserving and project hours/cost reconciliation in the NiFiT Project Risk Assessment,
Deloitte noted key NiFiT project management controls are in place and operating as intended.

Based on routine NiFiT project status meeting attendance throughout the Deployment 1 Test Phase, coupled with one-on-one lT
Audit weekly engagement with NiFiT Project team leadership and coordination facilitation between the NiFiT Project team and
Deloitte, lT Audit found adequate alignment exists on project management control activities implemented by NiFiT amongst
relevant parties.

Recommendation: None.
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Review automated and manual business process controls status within the Build and Test phases to provide
an opinion on the adequacy of management's inclusion and testing of the automated business process
controls.

Starting in August 2012, NiSource partnered with KPMG to provide controls expertise targeted to the NiFiT solution. The KPMG
team became the primary resource on a newly created NiFiT Controls team with responsibility for ensuring controls impacted by
the NiFiT solution are appropriately documented, tested, approved and ready for operation prior to NiFiT go-live.

This section covers activities conducted by the NiFiT Controls team, NiSource IT/SOX Compliance, and the NiFiT Project team for
the period between February 2013 - May 2013, post lT Audit issuance of the NiFiT R1 Pre-Deployment Report.

Prior to the NiFiT System Test phase, the NiFiT Controls team and the NiFiT Project team aligned to map controls, identified as
"requirements", from the NiFiT RCMs (Risk and Control Matrices) to corresponding test scripts included in the NiFiT testing tool,
Hewlett Packard Quality Center (HPOC). lT Audit noted the NiFiT Project team uses HPQC as the default enterprise testing tool
to control project requirements (including controls), test plans, test execution steps and test results.
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Business Process Controls - Obiective 1 (Cont)

The following diagram illustrates the requirements traceability and documentation process developed and used by NiFiT for
Application Lifecycle Management (ALM). NiFiT controls, labeled within the ALM as SOX, are traced by the NiFiT Controls team
to test requirements in HPQC and then aligned with a corresponding test script (aka: Test Plan) to provide assurance controls
operate as intended manner.
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With guidance from the NiFiT Controls team, the NiFiT Project team developed unique HPQC test scripts with specific action
steps identified as controls. lT Audit noted control steps within the individual HPQC test scripts contained directions for NiFiT
System and UAT testers to capture evidence of control performance. The NiFiT Controls team also tracked results of NiFiT
System and UAT test execution of controls-related scripts by the NiFiT Project team and reported the status of the test execution
as part of their scheduling reporting to NiFiT management.
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Automated Gontrols:
For testing whether NiFiT automated controls identified within the NiFiT RCM's (Risk and Control Matrices) had corresponding
test scripts mapped within HPQC, lT Audit analyzed locked versions of the April 30, 2013 NiFiT RCM's as supplied by the NiFiT
Controfs team. Of the forty-three (43) automated controls identified within the April 30, 2013 RCM's, lT Audit found 1o0o/o (43 of
43) of the included, automated controls were correctly mapped to a corresponding test script or scripts within HPQC.

ManualGontrols:
For testing whether NiFiT manual controls identified within the NiFiT RCM's (Risk and Control Matrices) had corresponding test
scripts mapped within HPQC, Columbus InternalAudit analyzed locked versions of the April 30, 2013 NiFiT RCM's as supplied
by the NiFiT Controls team. Of the twenty-three (23) manual controls identified within the April 30,2013 RCM's, Columbus
InternalAudit found seventeen (17) corresponding test scripts related to generation of PeopleSoft Financials 9.1 system reports
and/or queries - as six (6) manual NiFiT controls possessed duplicate HPQC scripts related to system/query report creation. Of
the seventeen (17) manual control scripts tested, Columbus Internal Audit noted thirteen (13) of the scripts were passed by the
NiFiT Project team for both System and UAT Test while the remaining four (4) manual control scripts were executed once, and
passed, strictly as part of System Test - due to the limited risk associated with a secondary UAT Test requirement post initial
NiFiT Project team System Testing. ln addition to reviewing the System and UAT Test results for manual NiFiT controls,
Columbus Internal Audit also selected key PeopleSoft Balance Sheet and Income Statement variation reports for the January
2012time period and found data generated by the reports matched legacy account information provided by the NiFiT Project
team.

Recommendation: None.
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lT Audit will independently test the effectiveness of NiFiT automated business process controls.

Per lT Audit's request to independently test automated business process controls associated with the NiFiT Release 1

depfoyment, the NiFiT Project team processed an approved PCR (Project Change Request) during Q4 2012 to allocate time
associated with staging a unique PeopleSoft Financials 9.1 application environment for lT Audit testing. Post approval of the
staging environment PCR, lT Audit and the NiFiT Project team aligned for lT Audit usage of the HPQC testing tool for independent
automated controltest execution using test scripts created and approved by the NiFiT Control team.

Independent lT Audit testing efforts commenced during May 2013 using NiFiT's PeopleSoft Financials 9.1 FSglTST (i.e. System
Test) environment, which lT Audit verified included relevant code updates and staged data utilized for the NiFiT Release 1

System Test phase. Along with lT Audit testing, this FSglTST environment also formed the baseline for subsequent User
Acceptance Testing (UAT) coordinated by the NiFiT Project team in order to provide assurance NiSource end-users were able to
validate the NiFiT applications were operating in an effective manner.

Using the identical versions of the locked April 30, 2013 NiFiT RCM's already provided by the NiFiT Controls team for control to
test script reconciliation, lT Audit identified sixty-six (66) unique automated controltest scripts within HPQC for independent
testing of the forty{hree (43) automated NiFiT controls.
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Based on independent testing of the sixty-six (66) automated control test scripts performed between May 6-24, 2013, lT Audit
noted an initial test script "sLrccess" rating of 89%, or fifty-nine (59) of sixty-six (66) test scripts passed with seven (7) initial test
script defects. The seven (7) test script defects were categorized as follows:

. Accounting/Gl (1) - Mapped to NiFiT Defect #2797

. FinancialTransaction Hub (3)- Mapped to NiFiT Defects #2812 and #2818

. Time & Labor (3) - Mapped to NiFiT Defects #3027, #3029 and #3030

66 66 100.00% 59 89.39% 7 10.61%

Post defect remediation efforts performed by the NiFiT Project team during the week of May 27,2013, lT Audit commenced a
secondary round of independent control script testing within HPQC the week of June 1, 2013 and found all seven (7) of the initial
defects found were appropriately remediated. As a result, lT Audit was able to conclude all sixty-six (66) automated controltest
scripts, or 10Oo/o, were operating effectively prior to Release 1 go-live.

66 66

Recommendation: None.

ro.6r%
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Business Process Controls - Obiective 3

lT Audit will conduct independent testing of the application system for robustness and quality.

Using the same PeopleSoft Financials 9.1 FSglTST environment staged by the NiFiT Project team for previous lT Audit control
script testing, lT Audit also performed independent testing of the application for system robustness and quality. This testing effort
involved lT Audit team members performing test exercises in a non-scripted manner using combinations of the test techniques
described below:

. Leaving required text fields with a null/blank, or invalid, value for attempted transaction processing.

. Attempting to access transactionalareas with improper role-level security.

. Entry of transactional data amounts above/below pre-defined tolerance levels.

. Bypassing pre-configured transactionalworkflow steps by attempting to ediUmodify standard approval parameters.

lT Audit performed their robustness and quality test exercises during the weeks of May 13 and 20. The purpose of this approach
was to provide reasonable assurance the PeopleSoft Financials 9.1 environment would be able to withstand "unplanned" actions
that could occur by end-users during the course of normal business action. Based on the sixty-six (66) automated controltest
scripts defined for initial independent lT Audit testing, a subset of forty-two (42) test exercises were identified for non-scripted
testing as twenty-f our (24) control test scripts did not require transactional data entry or workflow approval configuration.
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Business Process Gontrols - Obiective 3 (Gont)

Based on the forty-two (42) unique robustness and quality tests performed, lT Audit noted an initial "success" rating of 90%, or thirty-eight (38)
of forty-two (42) tests passed with four (4) initial test defects. The four (4) robustness and quality test defects were categorized as follows:

. Accounting/Gl (1) - Mapped to NiFiT Defect #2943

. Financial Transaction Hub (2) - Mapped to NiFiT Defects #2790 and #2930

. Accounts Payable (1) - Mapped to NiFiT Defect #2967

42 42 1@.0016 ?4 38 90.48% 4 9.52%

Post defect remediation efforts performed by the NiFiT Project team during the week of May 27,2013,lT Audit commenced a secondary round
of independent robustness and quali$ testing the week of June 1,2013 and noted three (3) of the four (4) initial defects identified by lT Audit
were appropriately remediated - with Accounts Payable Defect #2967 for Vendor Approval Workflow remaining open due to required NiFiT
Project team remediation effort outside of the FS9lTST PeopleSoft Financials 9.1 environment. lT Audit did observe the closure of Defect
#2967 occurred June 19, 2013 via input from the NiFiT Project and Controls teams, thereby allowing lT Audit to note no outstanding defects in
robustness and quality prior to Release 1 go-live.

42 42

Recommendation: None.
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Business Process Con@
Review NaFaT Data Conversion and Interface Controls to provide a perspective on the considerations taken for
security, test planning, execution, documentation and end-user sign-off on conversion results and interface
operation.

Results (Data Conversion):

The NiFiT Project team is executing the following four (4) data conversion efforts as part of NiFiT Deployment 1:

. Chart of accounts conversion (general ledger) - Lawson to PeopleSoft Financials 9.1

. Vendor conversion (accounts payable) - Lawson to PeopleSoft Financials 9.1

. Cost repository account code conversion (asset management) - PowerPlant

. Work order number conversion (asset management) - PowerPlant

lT Audit noted data conversion efforts by the NiFiT Project team contain both transport and translation elements required to
ensure the "completeness" and "accuracy" of data within NiFiT. As the NGD CMA Lawson system will be retired post NiFiT
Deployment 1, the chart of accounts and vendor conversion efforts have translation and transport components associated with
legacy data migration into PeopleSoft Financials 9.1. With PowerPlant remaining as NiSource's asset management system post
deployment of NiFiT, the cost repository account conversion and work order numbering exercises for Deployment 1 were strictly
performed for information translation purposes by the NiFiT Project team.
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lT Audit found the following control items in place for the four (4) NiFiT Deployment 1 data conversion efforts post review of
associated data conversion documentation, observed conversion validation activities, pafticipation in conversion sessions (work
order number, cost repository accounts and vendors) and interviews with key NiFiT Project team members involved in the data
conversron process:

. Conversion Approach/Plan

. Conversion Tests

. Deployment Conversion Activities Plan

. Conversion Results - Business User Review/Approval

Conversion Approach Plan

As part of initial data conversion efforts, a Conversion Approach Plan is created for providing overall guidance and objectives
related to the data input and output validation strategy. lT Audit noted that for each of the four (4) data conversion streams present
within Deployment 1, a corresponding Conversion Approach Plan was generated by the NiFiT Project team and shared with
project members involved in the conversion exercise(s).

Gonversion Tests

To help ensure data migration transport and translation would occur as planned during Deployment 1 go-live, the NiFiT Project
team performed a series of mock conversion tests for each conversion stream. lT Audit inspected mock testing plans and results
for all four (4) Deployment 1 data conversion streams and found the NiFiT Project team executed on performance of the mock
tests, documented corresponding mock conversion test results and held consistent information sessions with relevant parties for
status on mock test progress to date.

Business Process Controls - Obiective 4 (Cont)
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Business Process Controls - Obiective 4 (Gont)

Deployment Conversion Activities Plan

The NiFiT Project team has formulated a Deployment 1 Cutover Checklist for conversion activities planning, lT Audit inspected
the Deployment 1 Cutover Checklist and found it incorporates the following planning metrics:

. Associated steps/tasks for the data conversion transport or translation migration;

. Team and individual owner responsible for each step in the conversion;

. Resource requirements plans(s) for the conversion effort;

. Timing/schedule for the conversion actions; and

. lssue Log tracking for errors/anomalies experienced during conversion cutover exercises.

For testing purposes, lT Audit found all four (4) data conversion streams associated with Deployment 1 were included in a single
Cutover Checklist maintained by the NiFiT Project team. lT Audit also noted the Cutover Checklist is being both updated and
actively managed on a daily basis by the NiFiT Project team in preparation for Deployment 1 go-live in July 2013.



Exhibit No. 13 ,;.ii.-
Schedule No. 4(46)i

Page 35 of 59,--'*'tt'''.qr

NiFiT Deployment 1 - Phase Assurance Review \Mtness'. tu. eanrlj 
rjT

Gonversion Results - Business User Review/Approval
As part of Deployment 1 go-live approval, select members of NiSource and NiFiT management are responsible for authorizing
whether data conversion exercises performed through the mock testing and Cutover Checklist planning activities led to "complete"
and "accurate" data transport and/or translation for NiFiT systems. As of Deployment 1's Test phase gate closure on June 14,
2013, the only scheduled data conversion having occurred was 201 1 and 2012 COA (Chart of Accounts) general ledger financials
from the NGD CMA Lawson system into PeopleSoft Financials 9.1. lT Audit noted that in support of management authorization
for "completeness" and "accuracy" of Lawson to PeopleSoft Financials 201 112012 financial data, a series of three (3) validation
sessions were conducted by the NiFiT Project team with CMA business SME's (subject matter experts) where comparisons were
performed of 201112012 balance sheet and income statement figures between the two systems. lT Audit noted that post
determining 201112012 balance sheet and income statement figures were consistent between reports generated from both
Lawson and PeopleSoft Financials 9.1, a formal Data Conversion Approval worksheet was created and authorized by the CMA
Accounting Manager, Chart of Accounts - Team Lead (NiFiT Project team) and NGD Controller as evidence over data conversion
"completeness" and "accuracy."

lT Audit also noted subsequent data conversion efforts involving transport and/or translation between Lawson and PeopleSoft
Financials 9.1, along with translation exercises planned for PowerPlant, are scheduled for near go-live in the late June, early July
2013 timeframe by the NiFiT Project team. As such, lT Audit will conduct an analysis of these additional data conversion streams
as part of it's Deployment 1 - Post Deployment Review.

Recommendation: None.
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Business Process Gontrols - Obiective 4 (Cont)

Results (lnterfaces):

As part of the NiFiT solution, both manual and automated interfaces exist for data transfer between NiFiT and legacy applications.
These interfaces, defined during the Plan and Build phases by the NiFiT Project team, provide a platform for helping to ensure
data is "completely" and "accurately" migrated from one system to another and that any errors/exceptions experienced are
rectified by responsible parties in a timely manner. As part of the NiFiT Deployment 1 solution for NGD CMA, lT Audit noted a
total of eighty-six (86) manual and automated interfaces were identified by the NiFiT Project team as part of the RICEFW
(Reports, Interfaces, Conversions, Extensions, Forms and Workflow) project exercise performed during NiFiT business process
development.

In order to match Deployment 1 interfaces identified in the RICEFW to supporting NiSource SOX controls defined within the NiFiT
RCMs (Risk and Control Matrices), lT Audit noted the NiFiT Controls team commenced a reconciliation process during May 2013
to provide assurance all supporting NiSource SOX controls were covered by a corresponding manual or automated interface.
This coverage exercise was in-process between the NiFiT Project team and NiFiT Controls team at the time this report was being
drafted, with the NiFiT Controls team having assessed eighty-one (81) of eighty-six (86) RICEFW interfaces. As such, lT Audit will
provide an final opinion on the "completeness" and "accuracy" of the RICEFW to NiSource SOX control identification and
supporting interface testing as part of lT Audit's Deployment 1 - Post Deployment Review.

Recommendation: None.
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Business Process Controls - Obiective 5

Determine adequate alignment exists on automated and manual control activities for associated parties (e.9.
NiFiT Project team, NiFiT Process Owners, NiFiT Controls team, NiSource lT/lnternal Audit and Deloifte.

lT Audit observed various communication points and pre-scheduled reporting meetings occurring between the NiFiT Project and
Controls teams, NiFiT Process Owners, NiSource's lT and Columbus InternalAudit teams and Deloitte regarding assessment
activities associated with the design/effectiveness testing of both automated and manual controls impacted by NiFiT. Besides
being an active participant in discussion coordination between the multiple parties listed above, lT Audit noted the following
regularly scheduled communication streams throughout duration of the NiFiT Build and Test phases:

. NiFiT Controls Status (Monday 10:30am EST)

Type. Weekly status discussion regarding automated and manualcontrols inclusion within the NiFiT RCMs, System and UAT test
script results communication between the NiFiT Controls and Project teams and Segregation of Duties evaluation status between the
NiFiT ProjecVControl teams and Deloitte.

Aftendees: NiFiT Project team, NiFiT Controls team and lT Audit.

. Deloitte NiFiT Status (Thursday 1Oam EST)

Iype: Weekly status discussion supporting automated and manualcontrol scripted testing efforts (planning, execution and reporting),
Segregation of Duties tool execution (timing and remediation coordination), NiFiT PHIRE deployment software evaluation efforts and
data conversion/interface identification test planning.

Aftendees: NiFiT Project team, NiFiT Controls team, lT Audit and Deloitte.
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Along with the scheduled, weekly NiFiT Controls and Deloitte NiFiT Status discussions, numerous ad hoc conversations also took
place during both the Build and Test phases of NiFiT to align NiFiT Process Owners with the ongoing actions of the NiFiT
Controls and NiSource lT/lnternalAudit teams. lT Audit noted NiFiT Process Owners meet frequently with the NiFiT Controls
team to determine the viability of both legacy manual and new, automated PeopleSoft Financials 9.1 controls for population of the
NiFiT RCM's. These Process Owners were also engaged by the NiFiT Controls team to provide documented approval of the final
April 30, 2013 versions of the NiFiT RCM's prior to independent lT Audit and Columbus Internal Audit script test efforts
commencing in May 2013. lT Audit also held internal conversations on an ongoing basis with Columbus Internal Audit to
coordinate independent script test efforts during May 2013 for alignment on reporting metrics to both NiFiT management and
Deloitte.

As result of lT Audit's February 2013 Deployment 1 - Pre-Deployment Review, lT Audit recommended the NiFiT Controls team
adopt a change control procedure for team deliverables that include process ownership assignment, a related process flow
diagram and instructions for continued operation of the change control process. lT noted the NiFiT Controls team developed,
approved and implemented documented change control process materials for associated NiFiT RCM deliverables during March
2013 for ongoing assurance process material changes are approved by Controls team management and communicated timely to
NiFiT process owners. lT Audit also executed a review of NiFiT Controls team change control process materials, including
inspecting documented change control artifacts and communications literature between the Controls team and NiFiT process
owners for a selected sample of RCM changes. As part of this review, lT Audit found the NiFiT Controls team change control
process is working in an effective manner with related RCM change communication occurring with NiFiT process owners when
required.
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Business Process Gontrols - Obiective 5 (Cont)

lT Audit also recommended the NiFiT Controls team institute a monthly reconciliation procedure to align SOX controls present
within the NiSource Risk Navigator controls database with those SOX controls newly inherent within the NiFiT Risk and Control
Matrices (RCMs) as part of lT Audit's February 2013 Deployment 1 - Pre-Deployment Review. lT Audit found the NiFiT Controls
team incorporated, and performed, monthly Risk Navigator to RCM controls recons for the months of March, April and May 2013
using locked, month-end versions of the NiFiT RCMs to help ensure consistent control reporting between the two mechanisms. lT
Audit encourages the NiFiT Controls team to continue usage of the monthly Risk Navigator to NiFiT RCM recon as the NiFiT
project moves through subsequent deployment stages.

Recommendation: None.
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lT General Controls - Obiective 1

Review lT general controls in the areas of systems change management, systems development, systems
security, and systems operations to make sure corporate policy are followed. In cases where exceptions to
corporate policy are encountered, validate proper sign-offs and documentation are obtained.

Results:
lT Audit found lT general controls associated with NiFiT-related applications follow the same control design and execution
procedure as lT general controls currently in place for NiSource enterprise lT applications. lT Audit noted NiSource lT has twenty-
nine (29) lT general controls in place for 2013 that are distributed among the following four (4) lT control objectives:

. System Change Management (4 lT generalcontrols)

. Systems Development (4 lT generalcontrols)

. Systems Security (17 lT generalcontrols)

. Systems Operations (4 lT generalcontrols)

As part of ongoing discussions between the NiFiT Project Team, NiSource lT Compliance and NiSource SOX Compliance, lT Audit
found all existing lT general control designs currently in place for NiSource enterprise lT applications are remaining static for
deployment of the dual NiFiT applications being implemented as part of Release 1: PeopleSoft Financials 9.1 and the PeopleSoft
Financial Data Warehouse (FDW).



Exhibit No. 13
Schedule No. 4(46)i

Page 41 of 59 rr" 
":{:

NiFiT Deployment 1 - Phase Assurance Review witnessN M ParonltiT

lT Audit also noted lT general controls associated with PeopleSoft Financials 9.1 and PeopleSoft FDW application modifications
will adhere to the following lT general controls specifications in relation to the four (4) corresponding lT control objectives:

. Systems Change Management - will follow controls designs documented within NiSource's enterprise lT Change
Management policy related to application modification test/approval, separated development/production environments and
segregation of duties maintenance between application development and object code production migration.

. Systems Development - will follow control designs documented within NiSource's enterprise lT PMM (Project Management
Methodology) over project charter approval, detailed design and infrastructure impact, business requirement synchronization
and data conversion integrity.

. Systems Security - will follow control designs documented within numerous NiSource enterprise lT security manuals over new
user access approval, user transfer/termination, periodic user and privileged application account certifications, objecUfile level
security configuration appropriateness and infrastructure account appropriateness.

. Systems Operations - will follow control designs documented by NiSource enterprise lT and IBM over incidenVproblem
management, application job scheduling and application backup/recovery.

By following existing NiSource lT general controls already in operation, which undergo periodic control design and effectiveness
testing by internal and external parties, lT Audit noted the NiFiT Project Team is significantly reducing any inherent risk associated
within having to deploy/test new lT general control designs for both PeopleSoft Financials 9.1 and the PeopleSoft FDW. lT also
found that due to having no newly implemented lT general control design requirements for NiFiT, no secondary authorizations or
supporting documentation were required to provide additional assurance around potential lT control design gaps and subsequent
design gap remediation efforts.

Recommendation: None.
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Determine adequate alignment exists on lT general control activities for associated parties (e.9. NiFiT Project
team, Process Owners, NiSource IT/SOX Compliance, NiFiT Controls team and Deloitte.

Results:

lT Audit observed numerous alignment efforts and communication streams in place between the NiFiT Project team, NiSource
IT/SOX Compliance, NiSource lT Audit and Deloitte regarding assessment of NiFiT lT general control designs. As part of NiFiT's
following of the NiSource lT PMM (Project Management Methodology), the NiFiT Project team and NiSource IT/SOX Compliance
held numerous discussions associated with lT generalcontrol documentation required for lT PMO phase gate approval over NiFiT
Release 1 . lT Audit also noted several conference calls undertaken between January 2013 and April 2013 where current NiSource
enterprise lT control designs were discussed in relation to NiFiT's PeopleSoft Financials 9.1 and PeopleSoft FDW applications.
These calls were aftended by participating members of the NiFiT Project team, NiSource IT/SOX Compliance, the NaFiT Controls
team, NiSource lT Audit and Deloitte to help ensure all parties collectively reviewed lT general control design structure and any
potential design impacts effecting ongoing lT general control operation. Post completion of the conference call series in May 2013,
lT Audit found all involved parties reached a consensus decision that lT general control designs associated with NiFiT would
adhere to the existing lT general control designs as documented, and currently followed, for deployed NiSource enterprise lT
applications.

Recommendation: None.
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REVIEW RESULTS
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Proiect Conduct - Obiective 1

Review the NiFiT Project team's conduct in achieving project quality control and risk monitoring objectives.

Results (Quality Gontrol):
lT Audit performed a review of NiFiT Project team quality control (QC) activities and noted the primary (QC) effort conducted was
solutions testing, as NiFiT conducted the following seven (7) key types of solution tests below in chronological order:

Unit Testing - Validates developed solution components function as designed.

Integration Testing - Validates the various technical systems in the solution communicate in the correct manner.

System Testing - Validates the solution conforms to approved requirements and is fit for use.

Performance Testing - Validates that technical components of the solution execute within expected timeframes.

Deployment Testing - Validates the plan to deploy solution components (technical and functional) are accurate and complete.

User Acceptance Testing (UAT) - Validates the solution conforms to approved requirements by using end-user test scenarios.

Parallel Testing - Validates the solution provides a comparable result to the preceding system (limited to the T&L/Payroll area).

lT Audit noted each type of solution test effort pedormed above by the NiFiT Project team, with the exception of initial Unit Test,
had embedded test plans created and housed with HPQC as Unit Test had already been included within the NiFiT Build plan. lT
Audit also inspected the test Summary Report created for each solution test above and determined the individual Summary
Reports specified the individual solution test scope, objective(s), results, as well as any established entrance/exit criteria for the
test.
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With the exception of Unit Test, lT Audit found all solution testing was conducted using HPQC with the NiFiT Project team tracking
metrics associated with both test script execution and defect remediation. lT Audit noted the NiFiT Project team consistently
reported test script execution (i.e. planned vs. actual, success vs. failure) and defect remediation status to the NiFiT PMO for
proper inclusion in the weekly NiFiT Project Status Report.

Results (Risk Monitoring):
lT Audit performed a secondary review of risk monitoring activities conducted by the NiFiT Project team post lT Audit's NiFiT
Release 1 Risk Assessment audit report. lT Audit reviewed a random sample of project risks as reported in weekly NiFiT Project
Risk Logs and found closed risks all contained a detailed risk description, documented risk mitigation strategy and daily journal
time-stamped with risk closure approvals. lT Audit also reviewed a selection of open risks within the weekly NiFiT Project Risk
Logs and noted these open risk are being monitored with both ongoing mitigation plans identified and daily journal time-stamps of
why the risk remains in an open status.

lT Audit also reviewed monitoring activities as evidenced in weekly NiFiT Project Status Reports. lT Audit inspected a selection of
weekly NiFiT Project Status Reports and found each contained a variance analysis for planned vs. actuals deliverables, planned
vs. actual staffing hours and budget/actual and budgeVestimate project costing. lT Audit also found that although trend analysis for
deliverables and staffing hours are presented within the weekly NiFiT Project Status Report, trend analysis for project costing is not
presented in the Project Status Report or in other formal project communications.
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Leading Practice Opportunity: lT Audit see an opportunity in the area of formalized trend analysis for project costing. As more
historical data and project costing information becomes available, trend analysis can be a predictive tool for the NiFiT Project team
to more readily discover preventative project costing challenges, as opposed to lone usage of variance analysis.
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Proiect Conduct - Obiective 2

Review the program alignment of project scope, business needs and requirements with stakeholders
expectations.

Res u lts (Sta keholder Notifi cati o n/Com m u n ication ) :

lT Audit found the NiFiT Project team regularly communicates project scope, status and requirements to stakeholders using the
following means of information distribution:

. NiFiT Communications and Engagement Plan

. NiFiT Sponsor Meetings

. NiFiT Executive Advisor Updates

. NiFiT Project Announcements

. NiFiT MySource web portal

. NiFiT Change Champion Network
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Proiect Conduct - Obiective 2 (Cont)

NiFiT Gommunications and Engagement Plan:
lT Audit noted a formal NiFiT Communications and Engagement Plan is maintained by the Project team for tracking both planned
and due delivery dates of key messaging streams, along with identifying stakeholders for knowledge dissemination. lT Audit also
found the NiFiT Communications and Engagement Plan, in being a working document, is being charted and updated by the Project
Team on a monthly basis to track metrics related to communication type, demand requirements, activity estimates, project
communication progress (both monthly and to-date), executive committee communication status and cancelled communications.

NiFiT Sponsor Meetings:
On a monthly basis, and more recently, a bi-weekly basis, executive sponsors of the NiFiT program are presented a
communication deck from NiFiT Project team leadership detailing ongoing items requiring executive oversight. lT Audit noted that
topical information included within the Sponsor Meeting presentations include a rolling Budget and Gontingency Status for NiFiT,
Project Status for CMA go-live (encompassing testing, training, change management communication and deployment updates) and
coordination activities planned and executed between the NiFiT Project team and NGD/CMA leadership as part of the CMA 3.0
business process enhancement initiative. lT Audit also noted these Project Sponsor Meetings are taking place as scheduled and
with active participation/feedback from members of the executive sponsor group, thereby helping to ensure project sponsor
alignment with the NiFiT Project team.
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Proiect Conduct - Obiective 2 (Cont)

NiFiT Executive Advisor Updates:
Weekly NiFiT Executive Advisor (EA) Update decks are being created by NiFiT Project team leaders, and distributed to the greater
NiFiT Project to provide insight and knowledge updates on topics required for successful implementation of the NiFiT project. lT
Audit noted these EA Updates are capturing relevant data and project themes that are inherent for collective NiFiT Project team
alignment and are being updated with themes pertinent to the specific NiFiT project stage to keep information targeted to both
current and future action steps. lT Audit also found these EA Updates are being formally tracked by the NiFiT Project team on a
month-by-month basis by agenda items and are used to determine whether any previous talking points from prior EA Updates
need revisited with refreshed information.

NiFiT Project Announcements:
On an "as needed" basis, lT Audit noted project announcements related to significant NiFiT R1/D1 milestones are released by
either NiFiT Project team leadership or members of NGD/CMA executive leadership as a means of keeping parties effected by the
pending NiFiT CMA release abreast of project happenings. lT Audit found these communication streams are helping to
supplement more formaldata distribution efforts by NiFiT Project team leadership by providing stakeholders with frequent ad hoc
updates regarding NiFiT project status and the effect those updates may have on day-to-day business operations.
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NiFiT MySource Web Portal:
The NiFiT Project team maintains a dedicated information site on Nisource's MySource intranet portal to provide Project team
members;and interested NiSource employees with information on project timing, discussion guides or reference materials. lT
Audit found the connection to the NiFiT MySource portal is easily located from the MySource "My Company" links and adequately
provides a detailed repository of MySource articles, presentations and discussion threads to help guide the NiFiT Project team and
the broader NiSource user community with pertinent project information. lT Audit also noted the NiFiT MySource portal is
continuously updated by the Project team to keep information fresh and related to upcoming events.
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Proiect Gonduct - Obiective 2 (Cont)

NiFiT Change Champion Network:
The NiFiT Change Champion Network (CCN) is comprised of project Change Champions from across NiSource whose areas will
be impacted by the NiFiT solution. The NiFiT CCN is designed to enable two-way communication across the organization and to
extend NiFiT project reach to impacted employees. The goal of the CCN is to provide NiFiT project stakeholders with the required
information, support and guidance to help ensure a successfultransition to the desired future state.

lT Audit noted a list of the NiFiT Change Champions is displayed within the Change Champion site on the NiFiT MySource portal
to identify those individuals with responsibility for NiFiT project communication back to their fellow business/operations team
members. lT Audit observed the Change Champion list is structured by physical location and provides both name and title of
active members. lT Audit also found the Change Champion portal maintains an up-to-date reference to the CMA Release
1/Deployment 1 Classroom Training Schedule. Post inspection, lT Audit determined the CMA Release 1/Deployment 1 Classroom
Training Schedule provides training course name descriptions, displays corresponding dates/locations for the included courses and
also contains an appendix highlighting focused training such as Ad-Hoc Reporting Workshops and Reporting labs.

Recommendation: None.
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Review project deliverable quality assurance activities for the project phases under consideration.

Results:

lT Audit reviewed quality assurance activities enacted by the NiFiT Project team for quality definition and standards adherence.

Quality Definitions and Standards
lT Audit found the NiFiT Project team has defined and documented quality definitions and standards included within Deployment 1

Test phase gate documentation. lT Audit noted key quality definitions were resident within the following testing documentation
created/maintained by the NiFiT Project team:

. Quality definition for System & UAT (functionalquality) - Included in System & UAT Test plans

. Quali$ definition for Performance Testing (technical quality) - Included in Performance Test plans

. Quality standards for Test Phase Entrance and Exit criteria - Included in System, UAT, & Performance Test documentation

. Quality standards for Defect Severity Definitions - Included in System Test plans

lT Audit noted that NiFiT's functional quality definition was consistent with published good practice documentation as ". . a test
executed to completion to ensure the business solution meets identified business requirements deemed in Scope." lT Audit also
found technical quality definitions were established in line with good practice as " . . a test to determine endto-end timings for
time critical transactions and business processes to verify execution within an expected timeframe and in a dedicated, controlled
and production-like environment. "
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Deliverable Qualitv - Obiective 1 (Cont)

Quality Control Measurement Adherence to Quality Standards
lT Audit found the NiFiT Project team instituted internal defect reporting for both identification and severity tracking of testing
defects encountered in the Deployment 1 Test phase gate. This defect tracking exercise was performed daily by the Project team
using a system-generated Defect Tracking Log generated from the HPQC test repository. During the Deployment 1 System Test
phase, lT Audit was informed when the NiFiT Project team performed a change in defect severity definitions with changes requiring
both review and approval by NiFiT business process owners.

Based on the defect severity definition changes reported by the NiFiT Project team, lT Audit conducted an analysis of severity
changes occurring during the Deployment 1 Test phase to determine the impact on Test phase gate closure compliance. lT Audit
reviewed a log of all defect severity changes recorded within HPQC between February 10,2013 and June 7, 2013 and noted the
following:

* Severity upgrades are defects moved from a Medium/Low severity up to UrgenUHigh.
** Severity downgrades are defects moved from UrgenVHigh down to Medium/Low.

Defect Severity Changes (as of June 7, 2013)
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Deliverable Qualitv - Obiective 1 (Contl

lT Audit also inspected the defect severity change log from HPQC as of Deployment 1 Test phase gate closure on June 14,2013
and found eight (8) of the eleven (1 1) remaining defect downgrades were remediated by the NiFiT Project team prior to the gate
close, leaving three (3) medium/low defects in "open" status.

Defect Seve rity Changes - Iesf phase gate closure (as of June 14, 2013)

lT Audit noted the three (3) defect severity downgrades did not have an impact on Deployment 1 - Test phase gate closure
compliance as each open defect severity change was deemed reasonable by lT Audit based on both aggregate defect severity
change log analysis and review of defect log entries within HPQC for a selection of open downgraded items.

Leading Practice Opportunity: lT Audit sees an opportunity for defect severity definitions to be established as part of the overall
NiFiT Test phase plan rather than within plans for individual test solution stages. lT Audit also sees an opportunity for future quality
and/or defect severity definition changes to be subject to more formalized communication processes between the NiFiT Project team
and NiFiT process owners.
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NiFiT Deployment 1 - Phase Assurance Review

Follow-up ltems from lT Audit Deployment 1 - Risk Assessment and
Pre-Deployment Reviews

REVIEW RESULTS



Exhibit No 13
Schedule No. 4(46)i

Page 56 of 59 {t4l+rra

NiFiT Deployment 1 - Phase Assurance Review witness N M P'ollr;iT

The following items were documented as recommendations requiring management response at the conclusion of lT
Audit's Deployment 1 - Risk Assessment Review of NiFiT. Included below is an update on the status of these
recommendations from the NiFiT PMO. lT Audit continues to appreciate the access and cooperation of the NiFiT
Project team in this area and noted both recommendations below are being addressed.

lT Audit Recommendations (with Management Updates):

lT Audit Recommendation 1:

Enhance project risk management documentation by creating a swim-lane process diagram.

Management Actions Update (as of 611113l:
Created a corresponding flow diagram and process communications materials covering team level risk
management. This improvement item has been implemented during the Release 1/Deployment 1 phase of NiFiT
in April 2013.

lT Audit Recommendation 2:
Enhance project risk management documentation to align categories tracked in the project risk log with
the Executive Risk Summary categories.

Management Actions Update (as of 611113l:
This activity will be included in NiFiT PMO deliverables during September 2013 and be part of on-going NiFiT
PMO risk management activities for Deployment 2 and Deployment 3 of the NiFiT solution.
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The following items were documented as recommendations requiring management response at the conclusion of lT Audit's
Deployment 1 - Pre-Deployment Review of NiFiT. Included below is an update on the status of these recommendations from
both the NiFiT Controls and NiFiT Project teams. lT Audit continues to appreciate the access and cooperation of both the
NiFiT Controls and Project teams in this area and noted both recommendations below are being addressed.

lT Audit Recommendation 1: lT Audit recommends the NiFiT Controls team adopt a change control procedure for the
team's deliverables that include process ownership assignment, a related process flow diagram, and instructions for
operation of the change control process.

Management Actions Update (as of 6114113): The NiFiT Controls team developed, approved and implemented
documented change control process materials for team deliverables during March 2013 for ongoing assurance process
material changes are approved by Controls team management and communicated to NiFiT process owners.

fT Audit Recommendation 2: lT Audit recommends the NiFiT Controls team implement a reconciliation process to
keep the Risk Navigator SOX database consistently aligned with the NiFiT Risk and Controls Matrices (RCMs) being
documented by the NiFiT Controls Team.

Management Actions Update (as of 61141131= The NiFiT Controls team has created a monthly reconciliation process
to align the number of controls present within the Risk Navigator SOX database to the number of controls present
within the NiFiT RCMs. The NiFiT Controls team also performed a monthly Risk Navigator to NiFiT RCM controls
alignment for locked, month-end March, April and May 2013 versions of the NiFiT RCMs to ensure control counts are
accurately reflected and reportable.
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lT Audit Recommendation 3: lT Audit recommends a regular comparison review of estimated project hours to
complete versus actual project hours incurred be done by the NiFiT PMO in both the staffing plan and the project
scheduling tool (PWA).

Management Actions Update (as of 61141131: Management has documented and implemented a comparison
analysis of estimate vs. actual hours from both the staffing plan and the project scheduling system (PWA). Internal
Audit will further review this information as part of our planned NiFiT Financial Assessment Review scheduled to begin
in August 2013.
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TO:

FROM:

Company

DATE:

SUBJECT: NiSource Corporate Services Company Cost Allocation Audit

We have completed a review of the accounting systems, source documents, allocation
methods, and billing procedures used by NiSource Corporate Services Company (NCSC)to
allocate costs/expenses to the various subsidiary companies ("affiliates") including the holding
company, as of February 28,2013.

Backqround

In February 2006, the Public Utility Holding Company Act (PUHCA) was repealed and replaced
with the PUHCA of 2005. Prior to this date, NCSC was required to obtain prior approval from
the Securities and Exchange Commission on new allocation methods used to allocate costs and
expenses. The PUHCA of 2005 is primarily a "books and records" statute and provides the
Federal Energy Regulatory Commission (FERC) with the authority over the books and records,
the ability to prescribe standards, and gives access to the books and records of the holding
company to the public utility commissions, but only to the extent relevant to the costs of the
subsidiaries.

NCSC uses various allocation methods to assign expenses to companies (including the holding
company), or groups of companies, to classify and disclose expenses in the financial
statements. Such allocation methods are defined in the service agreements ("agreements")
between NCSC and the affiliates. Affiliates are billed by NCSC via contract and convenience
billings. Contract billings represent labor and expenses billed to an affiliate. These costs are
identified by job order and represent costs incurred by NCSC to render services defined in the
service agreements with affiliates. Convenience billings are accommodation payments that are
rendered when NCSC makes a payment to a vendor for goods or services that are for the
benefit of more than one or all affiliates, and can be made for an affiliate who may not have the
means to wire money to outside vendors. Each affiliate is billed monthly for their proportional
share of the payments made in that respective month.

Annually, lnternal Audit conducts a review of the cost allocation methods and billing procedures
used by NCSC and makes recommendations related to cost allocation and billing processes.

The primary business risks associated with these activities are:

. Allocation factors may not be updated regularly to reflect current statistical data to
ensure that NCSC charges are billed relative to current operations;

. Contract and convenience billings may not be properly billed to affiliates;

rV CCS
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o Holding company costs incurred may not be properly segregated and paid by the holding
company;

. Executive time allocation may not accurately reflect the companies benefiting from their
services;

. Costs charged by department may not be in accordance with the NCSC cost allocation
guidelines;

o Indirect costs may not be appropriately allocated to affiliates on a monthly basis;

o Intercompany payables and receivables may not be billed and settled accurately and
timely; and

. Contract billings and accommodation payments may not be accurately reported in the
annual FERC Form 60 Financial Report.

Conclusion

Based on our audit results, the methods and procedures used to allocate costs/expenses and
bill subsidiary companies, including the holding company, are reasonable. Amounts reported as
accommodation and contract billing payments in the FERC Form 60 are proper.

Summaru of Audit Obiectives, Scope, Results, and Recommendations

Audit Obiective 1: Costs are fairly and equitably allocated to all subsidiary companies
including the holding company.

Scope:

. Determine if allocation factors are updated regularly to reflect current statistical data to
ensure that NCSC charges are billed relative to current operations;

. Verify contract and convenience billings are properly billed to affiliates;

. Verify holding company costs incurred are properly segregated and paid by the holding
company;

. Verify executive time allocation accurately reflects the companies benefiting from their
services; and

. Verify costs charged by department are in accordance with the NCSC cost allocation
guidelines.

Results:

. Allocation factors are updated semiannually and reflect allocation bases as defined in
the agreements between NCSC and the affiliates. A sample of allocation factors were
recalculated without exception.
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Two additional allocation bases were added in 2012, as follows, to allow for more direct
billing by activity based transactions:

o Allocation 3, Number of Meters Serviced, utilized for meter shop labor for the
NiSource Gas Distribution Companies; and

o Allocation 4, Number of Accounts Payable Invoices Processed, utilized for
Accounts Payable labor charges.

In addition, NCSC added two new allocators under existing Allocation Basis 20 which
will be used specifically for Legal and lT Service Company billings. The legal allocator
under Basis 20 will be used for internal legal labor costs for employees that benefit all
companies. The lT allocator under Basis 20 will be used for two primary groupings of
costs:

o Data storage and server costs not identifiable by business unit or company; and

o Internal lT labor costs for employees that benefit all companies.

o A sample of affiliate contract billings showed that direct charges are being properly
allocated to affiliates based on actual costs and current allocation percentages for
respective bases per the agreements between NCSC and affiliates. A sample of
accommodation payments made by NCSC was reviewed and charges to affiliates for
accommodation billings were accurately billed to the affiliates.

o Holding company costs are required to be segregated and paid by the holding company.
Examples of holding company costs include, but are not limited to:

o Board of directors fees; and

o Consulting, legal and all other costs related to mergers, acquisitions and
corporate restructuring.

A sample of costs charged to the holding company was tested and indicated that costs
being charged to the holding company appeared proper.

. Executives are required to report time based on the affiliates receiving benefit from their
services. A sample of executive timesheets indicated charges for executive labor
appeared to be accurately allocated to the affiliates benefiting from their services.

. NCSC employees are required to report time based on the affiliates receiving benefit
from their services and in accordance with the NiSource Cost Allocation Manual. A
sample of NCSC employee timesheets was tested and indicated charges for labor
appear to be charged in accordance with guidelines established in the Cost Allocation
Manual.

Recommendation(s): None
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Audit Obiective 2: Processes and procedures are in place to verify monthly that all costs
have been allocated and intercompany payables and receivables are billed and settled in a
timely manner.

Scope:

. All costs are appropriately allocated to affiliates;

. Intercompany payables and receivables are billed and settled accurately and timely; and

. Verify contract billings and accommodation payments are accurately reported in the
FERC Form 60 Financial Report.

Results:

. Summaries detailing costs to be billed to affiliates for contract and convenience billings
are prepared monthly to ensure that all costs are allocated out to the affiliates. A sample
of contract and accommodation billings was reviewed, and all costs were properly
allocated to affiliates.

. Monthly, summary and detail bills for contract and accommodation costs are generated
for each affiliate. The receivable is immediately settled via a money pool transaction.
For a selection of months, Internal Audit confirmed the intercompany contract and
accommodation payable amount with the affiliated company noting that the amount
agreed to the respective invoice for the selected month. As such, it appears that the
intercompany amounts are being settled timely and accurately.

. FERC Form 60 is an annual regulatory support requirement for centralized service
companies, designed to collect financial information from centralized service companies
subject to the jurisdiction of the FERC. Within the Form 60, amounts related to contract
and accommodation payments are disclosed. InternalAudit reviewed the most recent
filing of the Form 60 (2012) and tested a sample of transactions included in the amounts
disclosed for contract and accommodation payments. Amounts included in the filing for
contract and accommodation payments appeared proper and reconciled to amounts
billed to affiliates by NCSC.

Recommendation(s): None

We appreciate the cooperation and assistance that your staff provided to the Audit Team during
this review. Should you have any questions or require additional information, please do not
hesitate to contact Ryan Binkley at (614) 460-5985, or Shelley Duling at (614) 460-6062.
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J. D. Staton
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S. J. Sagun

B. A. Stovern
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Deloitte & Touche. LLC
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The Internal Audit Department began performing regular audits of the expense
reimbursement process in 2009 to analyze trends in employee spending to aid in
identifying non-compliant expense transactions.

- The scope of the audit includes the following NiSource Business Units (BU):

. NiSource Gas Distribution Companies (NGD);

. NiSource Corporate Services (NCS);

. Columbia Pipeline Group (CPG); and. Northern Indiana Public Service Company (NIPSCO).

- Executive Council (Officer) expense statement reviews are performed annually.
Internal Audit issued a separate report for the 2013 Officer Expense
Reimbursement on April 24,20'13.
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Specifically, the focus of our audit included the following:

- Perform data analysis on employee expense reimbursement data to identify any
unusual items and/or trends. Based on the results of the data analysis,
determine that employee expenses (including "Gifts and Awards") are incurred
and reimbursed in accordance with corporate policy and Internal Revenue
Service guidelines; and

- Determine that corporate credit card use is limited to authorized personnel and
that processes are in place to monitor corporate credit card use.

Overall Conclusions:
As a result of our procedures, Internal Audit identified some minor exceptions to
established Employee Expense policies and procedures and have made some
recommendations to management to consider the following: reinforce or revise personal
mileage policies and procedures; enhance receipt documentation requirements for
certain high dollar transactions that do not currently require receipt support; and ensure
employees submit expense reports timely and, where appropriate, include more detailed
comments in ERS to better describe the nature of transactions.
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Audit Objective 1: Perform data analysis on employee expense reimbursement data to
identify any unusual items and/or trends. Based on the results of the data analysis,
determine that employee expenses (including "Gifts and Awards") are incurred and
reimbursed in accordance with corporate policy and Internal Revenue Service guidelines.

lntemal Audit obserued the following:

. Total NiSource employee spend increased -4.4%from -$25.2M for the 12 month period
ending June 30, 2012 (prior audit period) to -$26.2M for the 12 month period ending
June 30,2013 (current audit period);

- Net NiSource employee headcount increased by -195" lrom June 30, 2012 to June 30, 2013.

. For the periods under revieq NiSource Gorporate Services (NCS) saw a decrease in
expenses of -$880K while the NiSource Gas Distribution Companies (NGD), Northern
Indiana Public Service Company (NIPSCO) and Columbia Pipeline Group (CPG saw an
increase in expenses of -$1.0M, -$520K -$379K, respectively.

- Net NCS headcount increased -596* lrom June 30. 2012 to June 30. 2012 while all other BU's
headcount changed less than -t%*.

. "Air Travel", "Business Lunches", "Business Dinners", "Hotel", and "Car
Rentals" were the largest drivers of employee expenses for the 12 month period ending
June 30. 2013.

* Refer to Supplement Data on Slide 53 for more information.
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Audit Objective 1 (Cont'd):

. The Top 10 ERS categories in terms of spend accounted for -84%o of total employee
expenses, or -$21.9M.

. While the number of transactions in the Top 10 Spend Categories decreased during
the audit period, the "Average Cost" per transaction is trending upward across
NiSource.

. The Top 25 spenders at NiSource accounting tor -9?5 of total employee spend in the
current audit period, or -$2.3M.

. Personal mileage of -3.5 Million Miles was reimbursed during the 12 month period
ending June 30, 2013.

- Personal mileage reimbursements in excess of 72,000* miles were submitted by
27 employees.

. Through a risk based analytical sampling process, Internal Audit reviewed 60 expense
reports noting no significant or recurring policy violations.

- NOTE: Current policy requires receipt documentation for a limited set of transactions (i.e.
"Room and Tax" & "Cash"). Intemal Audit's assessmenf of fhe reasonableness of fhe
expense in accordance with policy was limited to the information required to be input into
ERS.

"12,000 miles is the minimum annual mileage for which a fleet vehicle should
be considered in accordance with the Fleet Management policy.
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Audit Objective 2: Determine that corporate credit card use is limited to authorized
personnel and that processes are in place to monitor corporate credit card use.

lntemal Audit obserued the following:

. Internal Audit identified 3 active American Express (AMEX) cards assigned to inactive
employees that were subsequently cancelled by management.

- Internal Audit confirmed that no charges were associated with these cards and
current quarterly controls would have identified the inactive employees and
cancelled these cards in the normal course of business.

. Accounts Payable (A/P) performs periodic audits on employee expenses based on
consistent criteria and risk factors.

- NP's assessmenf of whether an expense item is in accordance with policy can
be affected by the limited amount of detail required to be input into ERS for some
transactions.

. Generally, NiSource employees remit expenses within 45 days after incurring
expenses, as required by policy. Internal audit determined that the current average
time to submit expenses across NiSource for the past 12 months is 18 days. Internal
Audit did identiff some employees who submitted expenses outside of the timeline
established by policy.
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' AMEX corporate credit cards are provided to exempt employees to pay for
appropriate Company related expenses and to certain non-exempt employees who
travel frequently on Company business.

- "ReceiptAcknowledgments" are required to be signed by each employee,
agreeing to the terms for using the AMEX card.

' Expenses are captured, processed and approved in the Expense Reporting System
(ERS) maintained by lBM.

- AMEX charges are auto-fed into the ERS system and then processed by
individual employees.

- Payments are remitted to AMEX by NiSource.

' Employees who are not issued corporate credit cards may still incur legitimate
reimbursable business expenses.

- Expenses are submitted and approved on an employee expense statement
and sent to Accounts Payable for processing.

- Cash advances are also available for approved expenses and are captured
in the ERS system.
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Objective 1

Audit Objective 1: Perform data analysis on employee expense
reimbursement data to identify any unusual items and/or trends. Based on the
results of the data analysis, determine that employee expenses (including gifts
and awards) are incurred and reimbursed in accordance with corporate policy
and Internal Revenue Service guidelines.

. FocusArea 1:

- Provide analytical data for the current audit period's employee expense
reimbursements and examine historical spending patterns to detect significant
variations over time.

. Focus Area2:.

- Examine a sample of employee expense reports and evaluate their compliance
with Corporate Policy.
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Focus Area 1: Provide analytical data for the current audit period's employee
expense reimbursements and examine historical spending patterns to detect
significant variations over time.

Audit Resulb:

. For the current audit period, Internal Audit independently accessed ERS through its
online reporting tool (GERS) and extracted all employee expense data from July 1,

2012 - June 30, 201 3 - Audit Year-End (AYE) 6/30/13.

- Data accuracy is limited by potential data input errors by employees (i.e. coding
an expense incorrectly).

. For trending and comparative purposes only, lnternal Audit included some historical
data from GERS reports utilized during the prior Employee Expense Reimbursement
Audit performedin2012, with an audit report date of January 2, 2013.

- The prior audit included ERS data from the 12 month period ending June 2012
Audit Year-End (AYE) 6130112. Internal Audit re-evaluated prior year data in the
current audit prior to ensure its accuracy and completeness.



Exhibit No. 13
Schedule No.4(46)k

Audit Procedures, Results and RecommendationH,"lHHl
Objective 1 (Cont.)

Audit Resulb - Focus Area 1 (Cont'd):

. Data retrieved through ERS for 2012 & 2013 was analyzed to identify unusual
patterns, behaviors, or other activity that is outside normal, observed ranges.

- All data was reviewed based upon the "Expense Date" within ERS.

- f nternal Audit performed the following 4-part risk analysis in order to identiff
expense reports to test as part of Focus Area 2.

1. Spend Amounfs; Summary of employee expenses by all NiSource
employees and by BU (NGD; NIPSCO; NCO; CPG) (Stides 12-20).

2, Spend Categories: ldentify the lop t0 ERS spend categories across all of
NiSource (Srides 21 -28).

3. Who did fhe Spending; ldentify the lop 25spenders at NiSource and the
Top 10by BU (Sttdes 29-301.

4. Key insights: ldentify key observations in the data to understand spending
patterns and identify unusual activities which may not be in line with policies
and procedures (Slides 31-381.
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Objective 1 (Cont.)

Audit Results - Focus Area 1 (Cont'd):

The key highlights and significant fluctuations from the analytics performed on total
employee spend and spend by BU are as follows:

. NiSource*: Spend has increased over the last four years (See Slide 13):

- -71Yo from 6/302010 toGl3Ol2O11 (-$10.0M to -$17.1M)

- -47% from 613012011 to 61302012 (-$1 7. 1 M to -25. 1 M)

- -4% lrom 613012012 to 6l3Ql2O13 (-$25.1M to $26.2M)

. $9: Employee spend increased -$1.0M or -2575 from AYE 6130112 of -$4.1M to
AYE 6/30/13 of -$5.1M (Slide 14);

. : Employee spend increased -$526K or -15% from AYE 6130112 ol -$3.5M
to AYE 6/30/13 ot -$4.1M (Slide 14);

. NCS: Employee spend decreased -$880K or -996from AYE 6130112 ot -$10.3M to
AYE 6/30/13 oI -$9.4M (Slide 14); and

. 9: Employee spend rncreased -$379Kor -5%ofromAYEOl30ll2ot -$7.1Mto
AYE 6/30/13 of -$7.5M (Slicle 14).

"Refer fo Slides 14 - 20 for quafterly and year over year comparisons for each BU.
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Objective 1 (Cont.)

Total NiSou rce Employee Expenses
(Last 4 Audit Years, AYE 6/30/10-6/30/1 3)

$so

Szs

5zo

Srs

5ro

Ss
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*AYE 6130110 & 6/30111 include a portion of data from NGD and NIPSCO Company
legacy employee expense systems. The CDC's transitioned to ERS in April of 2011 ,

CMA in September of 201 0, and NIPSCO in October of 2010. NCS & CPG utilized
ERS for all periods noted above.

$26.2

1n
tr
.9
-
1

s\

AyE 6/30/10* AyE 6/3O/Ly AyE 6/30/12 AyE 6/3O/t3

NOTE: Total Employee Spend in the table above excludes "Officef' spend.
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Objective 1 (Gont.)

Total NiSource Employee Expense Spend by BU

5o

s4

52

s-

NGD NTPSCO NCS CPG (1)

Internal Audit aligned employees by BU's in the table above through review of employee
data provided by Human Resource (HR). Internal Audit noted that total NCS headcount
increased -5%o from June 30,2012 (1 ,442 employees) to June 30, 2013 (1 ,519
employees); including a net increase of 26 employees that transferred from other BU's to
NCS during the period. NGD, CPG, and NTPSCO headcount remained relatively constant
between periods. Refer to Slide 50 for more information.

..,S

rr''

a-

-l-
->
=
{,rh

ffi AYE 6/30/L2
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(1) CPG includes: NiSource Gas Trans & Sforage; Columbia Gas Transmission;
NiSource M id stre am ; Col u m b i a G u lf Transmission; Crossroads P i pe I i ne.

(AYE 6/30/12, 6/30/13)
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Objective 1 (Gont.)

Total Employee Expense Spend by BU
(AYE 6/30/12, 6/30/13)

AYE 6l30lL2 AYE 6l3OlL3

I NGD

r NTPSCO

W NCS

r cPG (L)

(1) CPG includes: NiSource Gas Trans & Storage; Columbia Gas Transmission;
NiSource M idstream ; Col u mb i a G u lf Tran smission ; Crossroa ds Pi pel i ne.
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Objective 1 (Gont.)

Total NiSou rce Employee Expense Sp end by Quarter
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NGD Employee Expense Spend by Quarter
(AYE 6/30/12, 6/30/13)

Objective 1(Gont.)
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Note: "Hotel", "Air Travel", "Personal Miles", and'Buslness Lunches
attributed to the increase of noted spend across NGD in Q2 2013.
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Objective 1(Gont.)

NCS Employee Expense Spend by Quarter
(AYE 6/30/12, 6/30/1 3)
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I
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2.0

1.5

1.0
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$1.3

**o ua **n u% *% u', *% *%

Note: "Hotel" expenses have ,ncreased as of Q2 2013, while "Air Travel", ?us,ness
Meals": "Rental Cars". and "Seminar/Conferences " have all decreased.
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Objective 1 (Cont.)

NTPSCO Employee Expense Spend by Quarter
(AYE 6/30/12, 6/30/13)
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Note: "Hotel", "Air Travel", "Business Meals", and "Car Rental" expenses
have all increased in Q2 2013.
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Audit Procedures, Results and Recommendationtr"Sn::l
Objective 1(Cont.)

CPG Employee Expense Spend by Quarter
(AYE 6/30/12, 6/30/1 3)
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Nofe.' "Hotel", "Car Rentals", and "Personal Mileage" have all increased at Q2
2013, with offsetting reductions in "Air Travel" and "Busrness Meals."
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Objective 1(Gont.)

Audit Resulb - Focus Area 1 (Cont'd):

Top 10 ERS Spend Categories by Dollars (See Slide 22forthe categories and spend).

. The Top 10 ERS spend categories represent 8475oltotal spend forAYE 6/30/13, or
-$21.9M.

- lnternal Audit observed that "Hotel"*, "Busrness Lunches", and"Air Travel" are
the three largest ERS spend categories across NiSource.

. "Hotel" decreased in Q1 2013, but rebounded in Q2 2013.

. "Business Lunches" and "Air Travel" have remained relatively consistent
through AYE 6130112 and AYE 6/30/1 3.

- "Personal Mileage" had been decreasing since Q3 2011,but has recently seen an
increase in Q2 2013.

- Remaining spend categories have remained relatively consistent with small spikes
or decreases during various quarters; see Slide 22.

"Hotel expense includes Room & Tax, Conferences Rooms, and Other expenses
charged through at hotels.
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Objective 1 (Cont.)

Top Ten ERS Spend Categories by Dollars ($)
(AYE 6/30/12, AYE 6/30/13)

lFBusiness Dinner

Personal Mileage

-^'t:'*Car Rental

"-.i--Fees [Seminar / Conference]

""*--,,Dinner

Training

"-,lr* Other / Miscel la neous

.nc
o

=-{r}

"Hotel expense includes Room & Tax, Conferences Rooms, and Other expenses
charged through at hotels.
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Au d it Proced u res, Resu lts and Recom mendationH," 3:,f":1

Objective 1 (Gont.)

Audit Resulfs - Focus Area 1 (Cont'd):

Top 10 ERS Spend Categortes by Dollars - Average Spend per Transaction

. Refer to Sf'de 24for a chart that calculates the average spend per transaction forAYE
6/30/13 and AYE 6130112 for the lop 10 spend categories in AYE 6/30/13.

. Through our analysis, Internal Audit noted significant fluctuations from AYE 613012012
to AYE 6/30/2013 as follows:

- "Hotel"* expenses, while in total are up -5% in AYE 6/30/1 3 , had a -127" higher
average transaction cost as compared to the average cost in AYE 6130112;

- 'Air Travel" spend has seen a -8%"increase in average spend and a -1To
decrease in the number of transactions suggesting airline costs are increase even
as amount offlights has decreased; and

- Average spend related to "Other/Miscellaneous" has decreased -17%.

Given the amount of dollars flowing through these ERS spend categories, a significant
increase in cost per transaction could impact overall employee spend.

"Hotel expense includes Room & Tax, Conferences Rooms, and Other expenses
charged through at hotels.
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Audit Procedures, Results and RecommendationH,"Sfin;
Objective 1(Gont.)

NiSou rce Top Ten ERS Spend Categories ($)
(AYE 6/30/12, AYE 6/30/13)

The average spend per transaction increased for nearly every category, as noted by the percentages for
each category above. Other / Miscellaneous spend decreased mostly due to items coded in this category
being moved to new categories.

Note: Average spend per transaction is based solely on how items were input into ERS, thus items such as "baggage
fees" coded as "Air Travel" could skew the numbers depending on the volume of these transactions.

*Hotel expense includes Room & Tax, Conferences Rooms, and Other expenses
charged through at hotels.
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Top Ten ERS Spend Categories
(Average Spend per Transaction - Actual $'s)

(AYE 6/30/12, AYE 6/30/13)

Seoo

$soo
$+oo

$3oo'.''
s2oo

S roo
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E AYE 6/30/L2

r AYE 6/30/L3

Note: Refer fo S/ide 24 for actual per-transaction amounts.
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Objective 1 (Gont.)

Audit Results - Focus Area 1 (Cont'd):

Average Cost by Transaction

. 
f n addition to the lop 10 spend categories in terms of total dollars (Stides 24 & 25),
Internal Audit analyzed the lop 10 spend categories by average cost per transaction.

. Internal Audit determined that the transactions with the highest average spend were
not included in the lop f0 spend categories.

- lnternal Audit noted that when using AMEX, the Top 10 categoies by average
spend do not cunently require a receipt for support, although frequency is
significantly lower than the top 10 spend amount categories noted at Slides 2tl-
25.

Refer to Stfde 28 for a chart that outlines the average spend per transaction for AYE
6130113 and AYE 6130112 for the lop 70 spend categories in terms of average spend
per transaction.
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Objective 1(Gont.)

Top 10 ERS Spend Categories by Average Spend per Transaction

NOTE: For taxable gifts, "Average Spend" in the table above is determined per transaction processed in
ERS, not average per employee. Intemal Audit reviewed HR data that included all taxable gifts ("SafeU
Awards", "Gifts"...etc.) issued to employees for AYE U30/2012 & 06/30/2013 and noted the following:

- AYE06/30/2012Total TaxableGifts=-$411K;4,9l9kansactionsforatotal of-$S3peremployee
- AYE 06/30/2013 Total Taxable Gifts = -$633K 6,949 transactions for a total of -$91 per employee

Because the data from HR above included gift{awards that were processed oufsrde of ERS, lntemal
Audit was unable to reconcile total taxable gift dollars processed by HR to ERS data in the table above-

(AYE 6/30/12, AYE 6/30/13)

Safety Awards (Taxable)

Advance Request (1)

Special Event Ticket
Gift [Cash or Cash Equivalents (gift cards)]

Sporting Event

Fees [Seminar / Conferencel

Civic Associations
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Award [Cash or Cash Equivalents
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Objective 1(Cont.)

Top 10 ERS Spe nd Categories by Average Sp end per Transaction
(AYE 6/30/12, AYE 6/30/13)
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Objective 1 (Gont.)

Total Employee Expense Sp end by Top 25 Spenders
(AYE 6/30/12, AYE 6/30/13)

52.zo

52.15
AYE 5l3OlL2 AYE 6l3OlL3

The spend of the lop 25 employees increased -5%ofrom the prior period to -$2.3M in
AYE 6/30/13.

. Top 25 employees constitute -9% of overall spend, which is consistent with AYE
6130t12.
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Audit Procedures, Results and RecommendationH,"iHH;
Objective 1(Gont.)

Audit Results - Focus Area 1 (Cont'd):

Top 10 Spenders by BU:
. NGD: Top 10 spenders comprised -10%o of total spend for NGD forAYE 6130113.

- The top spender at NGD submitted -$106K in spot bonuses for safety awards
given to COH employees.
. Amount represents -58% of all NiSource safety awards processed in ERS.

. CPG: Top 10 spenders constituted -14?6otthe total GPG spend forAYE 6130113.

- Midstream comprised the second smallest group in terms of spend for CPG, but
had the two highest spenders.

- NOTE: lntemal Audit completed focused procedures regarding some focused
Midstream employee transactions that appeared to show pafterns of potential
isk, but determined that all expenses reviewed were submifted in accordance
with Company policy and were properly approved.

. flIPSCO; Top 1O spenders spent-1075 of the total NIPSCO spend forAYE 6/30/13.

. flCS; Top 10 spenders spent-996 ofthe total NCS spend forAYE 6/30/13.
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Objective 1 (Cont.)

Key Insights:
Average AirTravel Price PerTrip

$aoo

$280

s260

5240
Q3 2012 Q4 2012 Q1 201-3 Q2 2013

For the period under review, the overall airfare cost per ticket has been decreasing
over time. Average airfare for AYE 6130113 was -$278 per ticket.

f nternal Audit identified a total of over $10,000 in air travel credits that were refunded
back to NiSource. Currently, non-refundable flight credits issued for cancelled flights
are not independently tracked and monitored to ensure the credit is utilized for
business purposes only.

(AYE 6/30/13)
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Objective 1 (Cont.)

Key lnsights (Cont'd):

Average Room and Tax Rate per Night by Business Unit (Actual $'s)
(AYE 6/30/13)
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The average "Room and Tax" cost was -$166 for current audit period; average cost
appear to be on an upward trend throughout 2013 for all BU's.
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Objective 1 (Cont.)

Key Insights (Cont'd):

Total Room and Tax Spend for Top 10 Preferred Vendors
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(AYE 6/30/13)
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Objective 1 (Gont.)

Key Insights (Cont'd):

Total Personal Mileage Expense Reimbursement by Business Unit
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NiSource employees expensed -3.5 Million Miles in the current audit period.

NGD and NIPSCO employees expensed 70% of the total miles driven.

(AYE 6/30/13)
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Objective 1(Gont.)

Audit Results - Focus Area 1 (Cont'd):

Personal Mileage Analysis (Cont'd):

. 
f nternal Audit summarized all personal miles for AYE 6/30/1 3 and found 27 people
had driven over 12,000 miles in the audit year, which is the minimum annual mileage
to be eligible for a fleet vehicle, per Fleet Management policy.

- Internal Audit noted some employees received over -$10K in reimbursement for
personal vehicle miles during the current audit period.

. Per travel policy, a rental car or flight must be taken if the cost is cheaper than the
estimated personal mileage reimbursement. When the vehicle rental rate is cheaper
then the mileage reimbursement, employees are required to rent a vehicle from a
preferred vendor.

- Internal Audit identified instances whereby employees drove their personal
vehicle extended distances when a rental car or a flight should have been
considered, per policy.
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Objective 1 (Cont.)

Average Re ntal Car Rate per Day
(AYE 6/30/13)
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Average NiSource rental car rate per day is -$57 for AYE 6130113.

CPG has the highest rental car rate per day at -$67.
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Rental Cars by Car Type by Business Unit
(AYE 6/30/13)
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"Other vehicles include sport utility vehicles, vans, and light trucks.
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Objective 1 (Cont.)

Average Re ntal Car Rafe by Car Type
(AYE 6/30/13)
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Full Size and Other vehicle types are the most expensive rental car types; however,
they are the least frequently rented by NiSource employees as noted at Slide 37.
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Objective 1 (Gont.)

Audit Resulfs - Focus Area 1 (Cont'd):

I ntern al Au dit Reco mmendation (s) :

. Management should consider reinforcing the Fleet Management policy that defines
when fleet vehicles should be considered to be cost effective for the Company.
Additionally, management should consider reinforcing the expense policy regarding
required method of travel for long distances.
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Objective 1 (Gont.)
Focus Area 2: Examine a sample of employee expense reports and evaluate
their compliance with corporate policy.

Audit Resulfs.'

Based on the analytical analysis performed al Focus Area 1, 60 samples were selected
for further testing using a risk based sampling approach.

. Internal Audit reviewed the selected expense statements within ERS to determine
compliance with corporate policy.

- Internal Audit did not identiff significant and/or recurring violations of policy
based on the samples selected. However, the following item was noted:

o Receipts, per policy, are primarily only required for "Hotel"" expenses.

Due to the lack of detail and supporting documentation required by
corporate policy, lnternal Audit's assessment of the se/ecfed expense
item, as a reasonable buslness expense rn accordance with corporate
policy, was limited in some cases based on the information retained in
ERS. The current version of ERS would not allow additional receipts to
be required for categories which currently do not require one.

"Hotel expense includes Room & Tax, Conferences Rooms, and Other expenses
charged through at hotels.
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Audit Procedures, Results and RecommendationH,'i*Hl
Objective 1(Gont.)

Audit Results - Focus Area 2 (Cont'd):

I ntern al Au dit Recom mendation :

. lf a future ERS system update is implemented, Management should consider revising
current employee expense policies to require additional receipt documentation for
certain high dollar transactions.

General Comment: In order to improve the documentation in ERS, all employees
should consider providing as much information as practicable to support their expenses
in the comments section of ERS; examples include mileage details and explanations for
submitted expenses that do not align with policy.
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Audit Procedures, Results and RecommendationH,"ff::l
Objective 2

Audit Objective 2: Determine that corporate credit card use is limited to
authorized personnel and that processes are in place to monitor corporate
credit card use.

. FocusArea 1:

- Verify that active credit cards are only assigned to active personnel.

. Focus Area2'.

- Review the procedures performed by Accounts Payable to periodically audit
employee expense transactions and review the results of their audits for
instances of non-compliance.

. FocusArea 3:

- Review employee expense reimbursement data to identify duplicate payments.

. FocusArea 4:

- Ensure expenses are timely entered into ERS for review, approval, and payment.
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Audit Procedures, Results and Recommendationtr"ffH
Objective 2 (Gont.)

Focus Area 1: Verify that active credit cards are only assigned to active
personnel.

Audit Resulfs
. To ensure only active credit cards are assigned to active personnel, Internal Audit

compared the NiSource active employee listing (as of 3/31/2013), as obtained from
Human Resources, to a listing of employees with active American Express Corporate
Credit Cards as obtained from Supply Chain. Internal Audit noted the following:

. Supply Chain Management confirmed that 34 AMEX cards are currently held
by various departments to be used for special projects, such as, meetings,
conferences, etc.

. 3 AMEX cards were assigned to inactive employees and were subsequently
cancelled, as verified by Internal Audit.

- Supply Chain performs a quarterly review of inactive employees.

- As with prior employee expense audits, Internal Audit noted that these 3
AMEX cards would have been identified as part of the quarterly review

lnternal Audit Recommendation: None
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Audit Procedures, Results and RecommendationH,"ffinl
Objective 2 (Gont.)

Focus Area 2: Review the procedures performed by Accounts Payable to
periodically audit employee expense transactions and review the results of their
audits for instances of non-compliance.

Audit Resulb - Focus Area 2:
. Internal Audit noted thatAccounts Payable performs audits on employee expenses

that fall into the following categories:

- A pre-audit of all expense reports exceeding $10,000:
- A pre-audit of specifically identified employees based on historical

experience and/or position within the Company;

- A post audit of a random 10%o sample of all expense submlsslons;

- A post audit on all miscellaneous expenses exceeding $250; and

- A post audit on all cash out of pocket meals greater than $25.

. Internal Audit noted that Accounts Payable is limited in their assessment as receipts
are not required for expenses other than "Room and Tax" and "Cash" transactions.

- Accounts Payable relies heavily on the supervisor's approval of the
expense.

- ltems that appear to be non-compliant with policy are investigated.
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Objective 2 (Cont.)

Audit Resulfs - Focus Area 2 (Cont'd)

I ntern al Au dit Reco m mend atio n :
. lf a future ERS system update is implemented, Management should consider revising

current employee expense policies to require additional receipt documentation for
certain high dollar transactions.

NOTE: Recommendation is also included at Slide 41.
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Audit Procedures, Results and RecommendationH,'i*Hl
Objective 2 (Cont.)

Focus Area 3: Review employee expense reimbursement data to identify
duplicate payments.

Audit Results:

. Internal Audit reviewed all employee expense reports forAYE 6/30/13 via Microsoft
Access and performed a duplicate payment query to check for employee expense
payments which had the same expense report claim lD, payment amount, vendor,
and receipt date.

- Internal Audit did not identify any instances of duplicate payments being made to
employees through the testing performed.

Intemal Audit Recommendation: None
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Aud it P roced u res, Res u lts a nd Recom m en dationH," iH[]

Objective 2 (Cont.)

Focus Area 4: Ensure expenses are timely entered into ERS for review,
approval, and payment.

Audit Resulfs.'
. Per the Employee Expense policy, expenses must be submitted 10 days after an

employee receives a monthly statement, but not to exceed 45 days from the date of
the expense transaction.

- Internal Audit determined that the average time to submit an ERS expense report
during AYE 6130113 was 18 days from the date the expense was incurred.

. While the observed number of days to submit expense reports is within
Company policy, Internal Audit noted several employees who were
frequently taking in excess of 300 days to submit reports.

- Internal Audit did not identify reimbursed late fees related to these
employees.

I ntern al Au dit Recom mendation :
. Management should reinforce expense policy for those employees who may

consistently submit expense reports past 45 days.
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Audit Procedures, Results and Recommendationffi,";H:l

Average Days to Submit Expenses from Transaction Date

Objective 2 (Cont.)
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Employee Spend Data by Business Unit (Exhitiitl)" ""'"""'

Specific employee spend data related to each of the BU's are included in the following
exhibits:

. ExhibitA- NiSource Gas Distribution Companies

. Exhibit B - Columbia Pipeline Group

. Exhibit C - NiSource Corporate Services

. Exhibit D - Northern Indiana Public Service Company

. Relative Exhibits have been provided to each BU's executive management for
informational purposes and additional internal use as deemed appropriate. Additional
detailed expense information can be provided by request.
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Witness N. M. Paloney

Su pplemental Information
. Through review of HR data, Internal Audit noted that total NiSource headcount

increased by -1oh during the audit period; The most significant change in headcount
occurred at NCS with a total net headcount increase of -5%. See fhe table below.

Internal Audit noted that NCS had
attributing to some of the increase

a net gain of 26 people during the
in employee expenses at NCS.

audit period

Through review of ERS data, Internal Audit noted that a total of 4,440 employees
submitted an expense report during AYE 0613012012, while 4,441 employees
submitted an ERS expense report during AYE 613012013.

L,442
2,667
L,302
2,954

t,5r9
2,693
L,292
2,936

5.3Yo

t.O%"

-O.a%o

-O.6Y"

Transferto TransferFrom
NCS 

"it 
Netchange
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Report Distribution Listing

cc: R. C. Skaggs
S. P. Smith
C. J. Hightman
J. Hamrock
J. Stanley
J. D. Staton
V. G. Sistovaris
L. J. Francisco
J. D. Veurink
T. E. Bartlett
L.M. Bolin
D.A. Eckstein
S.D. Noel
T. L. Tucker
Deloitte & Touche,

(All Exhibits)
(All Exhibits)
(All Exhibits)
(Exhibit A)
(Exhibit B)
(Exhibit C)

(All Exhibits)
(Exhibit D)

LLP
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\Mtness N. M. Paloney

Audit: Operator Qualification Review MAP#:1
Preoared bv: Tanva Estice

Date lssued: July 19,2013 Response Date: 9/3012014

KEY BUSINESS RISKS: Employees perform a covered task that they are not qualified to perform based on Learning
Management System (LMS) records.

AUDIT 0BJECTIVE: Analyze employee training records to ensure that records are adequately maintained and monitored
in LMS.

AUDIT PROCEDURES: Review the LMS Status Report as of June 21,2013 and investigate any expired tasks.

OBSERVATIONS:

Criteria
The standard used to meet the objective was the expectation ol zero expired tasks.

Condition
There were 404 expired tasks involving 145 NGD employees

Cause
According to discussions with the Technical Training Department, Internal Audit noted that there are various reasons
employee tasks could be expired, including, but not limited to, the following:

. Employee is on short or long term leave due to personal illness or injury;

. Assigned curriculum task is deemed not necessary by the FOL based on the work performed by that employee;

. Scheduled training sessions were not previously attended by the employee; and

. Work continuity position.

A process does not exist to ensure corrective action is taken to resolve expired tasks on the LMS Status Report through
attendance of training or removal of a non-applicable course from LMS.

Effect
Without appropriate internal monitoring of these expired tasks, employees may complete a task they are not
qualified to perform. This could result in work being re-performed by qualified personnel and regulatory
fines/penalties. In addition, employees with expired tasks are limited in the work they are qualified to perform,
which limits permitted job assignments.

RECOMMENDATION: Management should develop a process to ensure violations are resolved as soon as training is
available; non-applicable assigned trainings should be removed from the LMS curriculum.

ACTION PLAN:

Manaoement Response:
To address these MAPs, management is working to establish a team of personnel (either internal resources, third-party
consulting resources, or both) to evaluate current OQ systems and processes and recommend or implement OQ system
and process changes that will ensure compliance with regulatory requirements and enhance Company performance.

Assi q n me nt of Re spon si bi I itv :
Dave Monte, NGD Chief Operating Officer & Mark Chepke, Director of Compliance. Additional assignments will be
determined once the operationalteam is established.

lmplementation Date:
A project team will be developed and a project operation and lT Plan will be implemented by 9/30/2014
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Wtness N. M. Palonev

Audit Operator Qualification MAP#: 2

Preoared bv: Tanva Estice

Date lssued: July 19, 2013 Response Date: 09/30/2014

KEY BUSINESS RISKS: Roles and responsibilities are not defined to create accountability in verifying OQ compliance for
employees and contractors on each project.

AUDIT 0BJECTIVE: Evaluate whether the NGD Operator Qualification program provides sutficient provisions to ensure
covered tasks are performed by qualified employees and third-party contractors.

AUDIT PROCEDURES: Review monitoring procedures for OQ compliance and continued, periodic reevaluation and or
requalification of employees and third-party contractors performing covered tasks.

OBSERVATIONS:

Griteria
All personnel involved in OQ compliance should have clear instruction and accountability related to their responsibilities in
ensuring OQ compliance for employees and contractors.

Condition
Through discussions with FOLs, TechnicalTraining, and the Integration Center perceived responsibilities in ensuring OQ
compliance are not consistent even within similar job types (i.e. FOLs).

Cause
Policies and procedures do not cleady outline responsibilities and accountability in verifying OQ compliance for
employees and contractors. A training program to cleady instruct the roles and responsibilities for OQ compliance does
not exist.

Effect
Without clear instruction and accountability in verifying OQ compliance, employees or contractors may perform
tasks for which they are not qualified. This could result in work being reperformed by qualified personnel and
reoulatorv fi nes/oenalties.

RECOMMENDATIONS: Operations Management, Technical Training, and Integration Center Management should
collaborate as part of the Company's current training development and improvement initiatives to develop policies and
procedures to outline responsibilities and clear accountability in verifying OQ compliance for employees and contractors.

ACTION PLAN:

Manaeement Response:
To address these MAPs, management is working to establish a team of personnel (either internal resources, third-party
consulting resources, or both) to evaluate current OQ systems and processes and recommend or implement OQ system
and process changes that will ensure compliance with regulatory requirements and enhance Company performance.

Assiq n me nt of Respon si bi I itv :
Dave Monte, NGD Chief Operating Officer & Mark Chepke, Director of Compliance. Additionalassignmenfs will be
determined once the operationalteam is established.

lmplementation Date:
A project team will be developed and a project operation and lT Plan will be implemented by 9/30/2014
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Wlness N. M. Paloney

Accounts Payable Field Process Review
(NiSource Gas Distribution Gompanies)

September 23, 2013

To: Dave Monte, Ghief Operating Officer NGD

From: Jaclyn Gallahan, InternalAudit Lead

Ryan Binkley, Internal Audit Director
Shelley Duling, lnternal Audit Manager
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Internal Audit conducted a review of the processes utilized by NiSource Gas Distribution
(NGD) Construction Services and Field Operations to accurately and timely record job
order expenses in the Accounts Payable (AP) feeder systems, which in turn, allows for
the proper recording of outstanding liabilities.

Internal Audit engaged in discussions with appropriate members of the following
departments to properly address management's perception of risk and potential process
improvement opportunities as a part of our review:

- Accounts Payable

- NGD Business Intelligence

- Field Operations

- NGD Accounting
- Construction Services

- Integration Center

The focus of our review included the following:

- A walkthrough of the current processes and procedures followed by Construction
Services and Field Operations to record job order expenses; and

- Analysis of monthly WMS expense data for the period January 1 , 2013 through
May 31 , 2013 to determine if any trends exist in regards to the timely input of job
order data.

Internal Audit has reviewed our results with management.
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Audit Obiective: ldentify potential business process improvements to expedite the input
of job order expenses incurred by Construction Services and Field Operations into the AP
feeder systems to ensure the proper accrual of outstanding liabilities.

Audit Resulb
. Process flows that outline the responsibility of WMS system users (including timing

considerations to ensure compliance with GAAP) have not yet been developed and
distributed for the use of employees who process expenses within WMS.

. Internal Audit notes that expenses are being processed through WMS in a more
timefy manner than they were in the prior year (a 72To* reduction in the "missed" AP
accrual from June 2012 to June 201 3); however, Internal Audit identified some minor
inconsistencies in processes to record expenses in WMS, including the following:

- Instances of expenses being entered into WMS in excess of 30 days from the
Progress Report Date (i.e. the date the work was performed);

- Instances of the incorrect date being entered into the Progress Report Date field,
which is the key field in determining the liability date for accounting purposes; and

- Minor instances of employees approving expenses in WMS for work which did not fall
under their responsibility.
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Internal Audit Recommendations:

NGD Accounting, AP, NGD Construction Services, NGD Field Operations, and the
Integration Center should continue to collaborate to ensure that all employees are
educated on how to process invoices timely using the various systems available to
ensure accurate financial reporting records.

- Management should consider the following to enhance or continue to execute on
current processes:

Develop and communicate formal policies related to the processing of
invoices and progress report data to ensure timely and accurate
submission of expenses for accurate month-end financial reporting
records;

Continuation of AP training offerings and attendance atAccounting
Roadshows throughout the year.
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Accounts Payable (AP) Defined

. Balances owed to others for goods or services that are purchased on an open
account.

. Arise due to the lag time between the receipt of services or the acquisition of title for
goods received and the payment related to these items.

Generally Accepted Accounting Principles (GAAP) Requirements

. In accordance with GAAP, NGD is required to record a liability at the time in which
services have been rendered, or goods have been received.

- lf an invoice has not been received, NGD is required by GAAP to estimate and
record the amount of the liability if the following conditions exist:

. Amount can be reasonably estimated.

. lt is probable that the liability has been incurred.
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Overuiew of NGD Construction and Field Operations Accrual Processes.'

History of Query Developed to Record AP Expenses Processed through WMS

. During 2012, it was noted that expenses enfered into the Work Management System
(WMS), but which remained unapproved within the system at period-end, did not
meet the interface criteria to be fed over to the GL.

. These unapproved expenses would not be accrued in the accounts payable
balance at period-end.

In June 2012, NGDAccounting enlisted NGD Business Intelligence to create a query
to identify expenses in WMS related to the reportable period, but which were
unapproved within those systems at period-end.

. NGD Accounting records the total of the query run on the last day of the period
via a manual entrv (See Slide 9).

. The liability date is driven by the "Progress Report Date" field in WMS,
which is desig ned to capture the date the work was pefformed or goods
were delivered.
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Background (Cont'd) *""""":i':"'il:$

Overview of NGD Construction and Field Operations Accrual Processes (Cont'd):

History of Query Developed to Record AP Expenses Processed through WMS
(Cont'd):

. Through continuous monitoring of the monthly query results, NGD Accounting noted
instances of expenses that had Progress Report Dates related to the reportable
period, but were not input into the system until after the query was run forAccounting
Close.
. NGD Accounting monitors these "unrecorded" accruals each month and

investigates any apparent trends or large fluctuations in the total "unrecorded"
amount.

. Internal Audit compared the accrual amount captured by the WMS query developed
by NGD Accounting referenced on Slide 7 to the "unrecorded" accrual.
. The "unrecorded" accrual is developed by running the same WMS query at the

subsequent month-end date.
. See Slide 9 for a chart displaying the activity for each month during the

period of January 1,2013 through May 31, 2013.
. Additional commentary and analysis is provided on Slide 10.
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Internal Audit noted a significant improvement in the AP accrual year-over-year:
. As of June 30,2012: The total reported NiSource AP balance was -$1214 million; the 'missed'

WMS accrual was -$7.4 million, or -5.196 of the total AP balance.. As of June 30, 2013: The total reported NiSourceAP balance was -$206 million; the "missed"
WMS accrual was -$2.1 million. or -1.096of the total AP balance.
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Overuiew of NGD Construction and Field Operations Accrual Processes
(Cont'd):

Analytical Review ofthe Recorded Accrual versus the "Unrecorded" Accrual

. When comparing the amount missed for accrual to the amount accrued, Internal Audit
did not identify any consistent causal patterns to report.

. However, Internal Audit noted the total capital budget has increased from 2Q12
to 2013, while the total outstanding liability (the total accrual plus the total
missed accrual) has decreased from June 2012to June 2013.

. lt appears that that work is being processed and approved in WMS
more timely.

. As outlined on Slide 7, NGD Accounting has recorded monthly WMS accruals based
on the query ran on the last day of the period.

. In June 2013, NGD Accounting booked an additional accrual entry of -$5.3
million to record transactions that were entered into WMS during the first four (4)
days of July which related to the reportable period (June 2013).

. This process change will occur for all quarter-end dates to capture as much
of the missed accrual as possible for quarter-end reporting purposes.
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Audit Procedures, Results and RecommendatiUiiN 
M Ps'onev

Audit Obiective: ldentify potential business process improvements to
expedite the input of job order expenses incurred by Construction Services and
Field Operations into the AP feeder systems to ensure the proper accrual of
outstanding liabilities.

. Focus Area 1: Review current processes and procedures followed by Construction
Services and Field Operations to record job order expenses in the AP feeder systems
(WMS and Catalyst) and determine the impact those processes and procedures have
on NGD Accounting's ability to properly record the AP accrual; and

. Focus Area 2: Analyze monthly WMS expense data for the period January 1,2013
through May 31 , 2013 using criteria such as location, job type, contractor, and
responsible employee to determine if any trends exist in regards to the timely input of
job order data and communicate results to Management for assessment.
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Aud it Proced u res, Resu lts a nd Recom m endatiori'STC6liTt.)

Focus Area 1: Review current processes and procedures followed by
Construction Services and Field Operations to record job order expenses in the
AP feeder systems (WMS and Catalyst), and determine the impact those
processes and procedures have on NGD Accounting's ability to properly record
the AP accrual

Audit Results:

. To gain an understanding of the processes followed by Construction Services and
Field Operations to process job order expenses, Internal Audit created a web-based
survey with questions addressing the following topics:

. The frequency in which progress reports are input into WMS;

. Use of manual invoices instead of progress reports;

. Use of Catalyst rather than WMS to process expenses; and

. Knowledge of accrual requirements for accounting purposes.

. Internal Audit distributed the survey to Construction Services and Field Operations
Management and requested that employees of each group complete the survey.
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Audit Results - Focus Area I (Cont'd):

- Internal Audit received responses from 170 NGD employees.

- 90% of the responses related to employees from Construction Services.

- 10% of the responses related to employees from Field Operations.

Survey Results:

- Suruey Quesfion 1: ln general, how often are progress repofts entered into WMS
for your respective projects?

. Internal Audit noted that there was not a response which held the majority of the
respondents.

- "Every Day" and "Once a Week" were the most common responses at
34?5 and 21%o, respectively.

. The majority of respondents noted within the survey that their processes did not
differ at month-end or year-end.

. See the chart at Slide 'l41or a complete breakdown of the responses for Survey
Question 1.



Audit Procedures, Results and
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Reco m m e n d ati o rtS*(U 6iTt. )

I Every Day

I Twice a Week

m Once a Week

r Once a Month

s At the Completion of
Project

Other*

Frequency of Progress Reports Being
Input Into WMS

14
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Audit Procedures, Results and Recommendatiod$"(CtliTt.)

Audit Results - Focus Area 1 (Cont'd):

Survey Question I (Cont'd):

lnternal Audit Comments - Suruey Question 1:

- Based on the responses to Question 1, it does not appear that all employees
identified consistent processes they follow regarding the timing of processing
expenses in WMS.

. While entering expenses into WMS on a daily basis is intensive from an
operations perspective, there is a risk of not accruing for expenses incurred if
items are not input daily.
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Aud it Proced u res, Resu lts and Recom mendatiori'i$"fC6"trt.)

Audit Results - Focus Area 1 (Cont'd):

- Suruey Question 2: Are there rnsfances when a progress repoft is not utilized and
work is recorded solely based on the receipt of a manual invoice?

. 86% of the respondents answered NO to this question.

. 14% of the respondents answered YES to this question.

- Many of the respondents noted that these invoices were processed using
Catalyst (See the results of Question 3 below).

- Suruey Question 3: Do you process any expenses through Catalyst?

. 74o/o of the respondents answered NO to this question.

. 26Yo of the respondents answered YES to this question.

- Respondents consistently noted that invoices from the following vendors
were processed through Catalyst:

>> McJunkin RedMan
> Premier Uilities Seryices
) ORR Safety
>> TDWilliamson
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Re co m m e n d ati o rti$"[C 6'fft. )

Audit Results - Focus Area 1 (Cont'd):

- Survey Question 3 (Cont'd):

- Survey respondents also noted that expenses for certain types of services
such as welding, police details, permits, and plumbing services were also
processed th rough Catalysl

lnternal Audit Comments - Survey Quesfions 2 & 3.'

- The processing of manual invoices through WMS or Catalyst poses a greater risk
for missed accruals as employees must wait to receive an invoice from the
contractor before recording the expense in an AP feeder system.

. lf work is performed, or goods are received during one period, and the vendor
does not send the invoice until the following period, the associated expenses will
not be accrued by NGD Accounting unless the party with knowledge of the
liability incurred makes NGD Accounting aware of the amount to be accrued.
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Audit Results - Focus Area 1 (Cont'd):

- Suruey Question 4: Have invoices been routed to you for approval in WMS which
you do not believe fall under your location/job responsibility?

. 86% of the respondents noted NO to this question.

. 14Yo of the respondents noted YES to this question.

Internal Audit Commenb - Suruey Question 4:

- lnternal Audit further discussed instances where invoices were routed to the incorrect
employees for approval with members of the Engineering and Construction
Department (See Slide 31).
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Audit Resulfs - Focus Area 1 (Cont'd):

Survey Quesfion 5: Are you aware of available training sess,on s offered by
NiSource regarding processrng accounts payable or accrual/accounting issues?

74% of the respondents noted NO to this question.

26% of the respondents noted YES to this question.

lntemal Audit Comments - Suruey Question 5:

- NGD Accounting and Financial Reporting complete annual "Accrual Roadshows" to
educate NGD employees on proper accrual accounting and reporting of AP liabilities.

o

a
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Audit Resulfs - Focus Area 1 (Cont'd):
Survey Quesfion 6: An accrual is required for accounting purposes when:

r Work has been
APPROVED in WMS

r Work has been
COM PLETED

Work has been
I NSPECTED

Internal Audit Commenb - Suruey Quesfion 6.'

- 48% of the respondents answered that an accrual is required for accounting purposes
when work has been completed.
. Internal Audit believes that is the correct response.

- Construction and Field Operations may benefit from additional education of the accrual
requirements so that they can understand how the processes they follow impact the
financial statements.
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Audit Resulfs - Focus Area 1 (Cont'd):
Suruey Question 7: Accounting is able to use data in WMS to record an accrual when:

r The item is
APPROVED in WMS

r The item is ENTERED

in WMS

Neither

lntemal Audit Comments - Suruey Question 7:

- There appears to be a misconception that expense items must be approved within
WMS in order for accounting to be able to gather the expense information for accrual;
Accounting can capture the accrual as long as the expense is entered into WMS at
period-end.

- Construction and Field Operations may benefit from additional education of the
accrual requirements so that they can understand how the processes they follow
impact the financial statements.
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Audit Results - Focus Area I (Cont'd):

I ntern al Au dit Recom mendation :

. NGD Accounting, AP, NGD Construction Services, NGD Field Operations, and the
Integration Center should continue to collaborate to ensure that all employees are
educated on how to process invoices timely using the various systems available to
ensure accurate financial reporting records.

- Management should consider the following to enhance or continue to execute on
current processes:

Develop and communicate formal policies related to the processing of
invoices and progress report data to ensure timely and accurate
submission of expenses and related credit memo transactions for
accurate month-end financial reporting records; and

Continuation of AP training offerings and attendance atAccounting
Roadshows throughout the year.
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Focus Area 2: Analyze monthly WMS expense data for the period January 1,

2013 through May 31 ,2013 using criteria such as location, job type, contractor,
and responsible employee to determine if any trends exist in regards to the
timely input of job order data and communicate results to Management for
assessment.

Audit Results:

COGNOS Query
. For each month for the period January 1 , 2013 through May 31 , 201 3, Internal Audit

requested a COGNOS query listing all charges posted to WMS with the following
criteria:

- Progress Report Date is greater than or equal to January 1,2013,
OR

- Progress Report Date is less than January 1,2013 AND Entered Date** is
greater than January 1,2013.

. The resulting query provided a listing of all transactions that were entered into the
WMS system during the first five months of 2013.
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Aud it Proced u res, Res u lts and Recom mendatiod'i$"(C6"trt.)

Audit Resulfs - Focus Area 2 (Cont'd):

Entered Date Field

The Entered Date should represent the date the transaction was entered into the
system (i.e. applied to the job order in WMS) - this would be the most accurate
reflection of when the expense information is available to Accounting for purposes of
determining the monthly accrual.

. After reviewing several months of data, Internal Audit noted that other actions
taken on the job order in the system can inadvertently cause the Entered Dateto
change, thus the Entered Date may not represent the date the progress report
was entered into WMS.

NOTE: Based on discussrons with Management, fhe issue appears to be the
result of an automafed system response that may need to be investigated by
tT.
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Audit Results - Focus Area 2 (Cont'd):

Entered Date Field (Cont'd):

. lnternal Audit notified NGD Accounting of the data integrity issue with the Enfered
Dafe field, as that particular field is utilized to filter the query they receive to record the
monthly WMS accrual and to monitor the total "unrecorded" accrual.

. NGD Accounting opted to add additional programming logic to the query to
identiff instances where the Entered Date may have been updated.

fn these instances, a secondary field, the Create Contract Invoice Date
(CCD field**, is used to determine the "entered date."
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Audit Results - Focus Area 2 (Cont'd):
GOGNOS QueryAnalysis
. Due to the investigation into the data integrity issue with the Entered Date field (as

noted on Slides 24-25), Internal Audit proceeded to analyze the WMS query data
using the GGI Date, which represents the date of the first level of approval.

. The CGI Date is the date field closest to the Entered Date.

- Of the transactions entered into WMS from January 2013 -May 2013:
>> 4275 had the same date in the Entered Date and GCI date fields.

> 97?5 had a GCI Date that was 7 days or less from the Entered Date.

. For each month for the period January 1 , 2013 through May 31 , 201 3, Internal Audit
aged the number of days between the Progress Report Date and the CCI Dateto
determine the period of time before information related to the liability incurred was
available in the WMS system.

. See the graph on Slide 27 which groups the expenses by the following periods:

- 0-29 days

- 30-89 days

- 90-364 days

- Over 1 year
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Audit Resulfs - Focus Area
COGNOS Query Analysis

2 (Cont'd):

Intemal Audit Comments:

- ltems in the 0-29 day bucket could be missed for the month-end accrual depending on
the timing of the job (i.e. work with a progress report of July 1"t entered on July 30th

would be picked up for accrual; work with a progress report of July 29th entered on
August 5th would not be picked up for accrual).

- The total of items taking 30 days or more to be CCI'd in the system is a conservative
estimate of those which would definitely be missed for accounting's month-end
accrual (See Slide 28-29 lor further analysis).
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SDifference (in Da Between the Pro ress Report Date fielc and the CCI Date field N \fUIUI

89 - 30 davs TOTAL

$$
%oI
Total $$

%oi
Total $$

%of
Total $$

%of
Total $$

Jan $ 49,314 0.40% $ 213,950 1.74o/o $ 1 ,040,499 8.460/o $ 10,989,639 89.40% $ 12,293,302
Feb $ 1 2,490 0.08% $ 146,244 0.91% $ 724,159 4.530 $ 15,1 10,566 94.48o/o $ 15,993,459
Mar $ 12,569 0.06% $ 260,138 1.22% $ 724.630 3.39% $ 20,355 ,312 95.33% $ 21,352,648

Apr $ 17,971 0.06% $ 275,385 0.90% $ 456,600 1.49% $ 29,935,976 97.56% $ 30,685,932
May $ 750 0.00% $247,369 0.64% $ 930,542 2.42% $ 37 ,277 ,716 96.94% $ 38,456 ,376
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Audit Resulb - Focus Area 2 (Cont'd):

COGNOS Query Analysis

. As expenses taking 30 days or more to be CCI'd from the Progress Report Date in
WMS would be missed for accrual, Internal Audit identified the population of expenses
meeting that criteria for analysis.

. Internal Audit reviewed the Location field, Job Type field, and Vendor field, noting
no apparent trends.

. To further analyze the population of expenses above, Internal Audit linked the CCI
User field with a PeopleSoft HR table of all active employees to determine the
employee who completed the CCI in the WMS system as well as the organizational
department in which the employee reported.

. See Slide 29 tor a chart displaying the results of the analysis performed.
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Audit Resulfs - Focus Area 2 (Cont'd):

COGNOS Query Analysis

Jan-13 Feb-13 Mar-l3 Apr-l3 May-l3
Organ izational Deparment

of CGI UserlD
Charge_Amt Charge_Amt Charge_Amt Charge_Amt

E ng i neeri ng/C onstructi o n $ 1,133,415 $ 529,oo7 $ 459,273 $ 602,127

Integration Center $ 82,936 $ 394,81 6 $ 99,029 $ 422,491

CPA/CMD Field Operations $ 77 ,648 $ 23,225 $ 117 ,932 $ 104,302
COH/C KY Field Operations $ 9,663 $ 49,592 $ 50,312 $ 17 ,674
CMA Field Operations $ $ $ $ 20,963

CGV Field Operations $ $ $ $ 1,937

UNKNOWN- $ $ 696 $ 23,410 $ 9,1 66

Totals $ 1,303,663 $ 997,336 $ 749,956 $ 1,179,660



Exhibit No. 13
Schedule No.4(46)m

Page 30 of 36

Audit Procedures, Results and Recommendatiod$"tC6fft.)

Audit Results - Focus Area 2 (Cont'd):
D epartm ent Discussions

. As the Engineering/Construction Department and the Integration Center consisted of
approximately 89% of the total expense items taking 30 days or more to be CCI'd in WMS
(66% and 23To, respectively), Internal Audit reviewed a sample of the expenses with
members of each department.

. The following was noted through discussions with employees of the following departments
for the expense samples reviewed:

. Engineering/Construction

- When a job order takes several days to complete, the date entered as the
Progress Report Date in the WMS system is the last day of the job; all costs
related to the job will be accrued in the month of the Progress Report Date.

D For example, if work is completed over 4 days in June and 1 day in July,
the job order will show a progress report date in July and all of the work
performed will be attributed to July's business, even though the majority of
the work was performed in June.
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Audit Procedures, Results and Recommendatiorii$"(C6fft.)

Audit Resulfs - Focus Area 2 (Cont'd):
D ep a rtm ent Discussions

. EngineertnglConstruction (Cont'd)
> This has the potential to create inaccuracies in the month-end accrual if

the work period crosses over an Accounting period-end.
. These scenarios will not be caught by the query Accounting

generates and the dollar value associated cannot be quantified.

. Per discussion with several Construction employees, Internal Audit noted
that employees were approving expenses in WMS for work which did not fall
under their responsibility to ensure the contractor was paid timely.

In the examples discussed, the employee was incorrectly selected as
the responsible supervisor at the origination of the job order.

Due to difficulties in trying to identify the proper approver and fonruard
the invoice within the system, the employee believed it would be more
efficient to approve the expense.

> Employees ap roving expenses that do not fall within their area of
responsibility creates a risk of the Company paying charges that
are not in accordance with contract terms.
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Audit Resulfs - Focus Area 2 (Cont'd):
D ep a rtm ent Discussfons

. lntegration Center

Employees are entering various dates (i.e. the date the work was performed
versus the contractor invoice date versus the date the contractor invoice was
received) in the Progress Report Date field.

) The Progress Report Date field should represent the date the work
was performed.

) Inconsistent and inaccurate entry of this date field impacts the monthly
accrual recorded as NGD Accounting uses the Progress Report Date
to filter the WMS query generated at period-end.

lnstances of data entry errors were noted where the Progress Report Date
was input with the wrong year, resulting in an inaccurate reflection of when
the work was performed within the WMS system.
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Audit Procedures, Results and

Audit Resulfs - Focus Area 2 (Cont'd):
De pa rtm e nt Discussions

. Integration Center

Reco m m e n d ati o rt5:"tC 6iTt. )

Management Response:
Entering the date the work was performed in the Progress Report date field
would result in the need to change the terms currently stated in our
agreements with contractors.

>> Currently, the company is required to pay contractors "net thirty (30)
days from the date of invoice."

. To comply with these terms, the Invoice Date is being input into
the Progress Report Date to ensure timely payment, as checks
are cut by AP based on the Progress Report Date field in WMS.
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Audit Procedures, Results and

Audit Resulfs - Focus Area 2 (Cont'd):
D e p a rtm e nt Drscussions

. lntegration Center (Cont'd)

Reco m m e n d ati o rtS"TU 6"fft. )

Management Response (Gont'd):
> In addition, if a contractor sends one invoice for work performed on

different days on multiple job orders, inputting the date the work was
performed in the Progress Report date field for each progress report
created in WMS would result in multiple checks being sent to the
contractor for the same invoice.

. This can cause confusion, as the contractor cannot easily tie
payments to invoices, and could result in additional inquiries from
the contractors which would have to be addressed by Integration
Center personnel.

To allow for efficient and accurate billing, the Integration Center would
need contractors to submit invoices more frequently and invoices
would need to be separated by the date the work was performed.
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Aud it Proced u res, Resu lts and Recom m endatioriti"TC6trt.)

Audit Results - Focus Area 2 (Cont'd):
I ntern al Au dit Recom men d ati on s :

. As was stated in Internal Audit's Recommendation for Focus Area 1 (See Slide 22),
NGD Accounting, AP, NGD Construction Services, NGD Field Operations, and the
Integration Center should continue to collaborate to ensure that all employees are
educated on how to process invoices timely using the various systems available to
ensure accurate financial reporting records.

- Management should consider the following to enhance or continue to execute on
current processes:

- Develop and communicate formal policies related to the processing of
invoices and progress report data to ensure timely and accurate
submission of expenses and related credit memo transactions for
accurate month-end flnancial reporting records;

- Continuation of AP training offerings and Accounting Roadshows
throughout the year; and

- Continue to monitor employees' performance related to timely
processing of invoices.
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FROM:

Heather Bauer, Vice President Commercial Operations
Mike Watson, Vice President Supply and Optimization

Tanya Estice, Audit Senior*\l.[)'A 
g-tno-"

Jaclyn Callahan, Audit ManaO"rugrg* AJft.t*-
Ryan Binkley, Audit Director 74

I

DATE: September 26,2013

SUBJEGT: Gas Procurement Audit - NiSoJrce Gas Distribution Complnies

Internal Audit has completed an audit of the established controls and processes associated with
components of the gas procurement process, including certain related accounting activities, for
the NiSource Gas Distribution (NGD) Companies as of July 31, 2013. Our review included an
evaluation of the adequacy and effectiveness of the internal controls designed to mitigate
primary business risks associated with various procurement and counterparty credit review
processes.

Our audit procedures included a review of the validity of recorded gas purchases; the
accounting for margins subject to the "sharing" provisions of the Columbia Gas of Ohio (COH)
and Columbia Gas of Virginia (CGV) Stipulation Agreements; and the sufficiency of counterparty
credit reviews.

Background

Collaboratively, the Supply and Optimization and Commercial Operations departments are
responsible for providing safe and reliable service to NGD customers and maintaining oversight
of the NGD gas procurement function by managing the contractual and physical gas supply.
These departments also facilitate the transportation, exchange and storage services for the
NGD companies and strive to maximize shareholder value through the optimal use of pipeline
and storage capacity assets.

The Credit Risk Management (CRM) department also plays an integral role in mitigating the
risks pertaining to the gas procurement process; primarily due to the credit exposure involved
with selling gas to counterpafties. CRM is responsible for ensuring that effective procedures
and internal controls for credit risk related activities are in effect for all commercial business
functions of the Company. The CRM's primary responsibilities are as follows:

. lmplement proactive credit risk management of respective Business Unit
operations and related credit exposures;

. Provide detailed credit quality assessment and documentation supporting
counterpartyithird-party credit risk management decisions;

. Assign credit risk ratings to counterparties/customers and establish associated
credit limits;

. Work with counterparties/customers to obtain credit for the Business Unit; and

Page 1 ofo
N. M. Paloney
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. Coordinate issuance of NiSource guaranty agreements, provision of letters of
credit, or other outgoing credit enhancements with the NiSource Treasury
department.

Scope Summarv

The audit procedures performed during the audit were aligned with the primary operational
business objectives of the NGD gas procurement process and the means by which the
associated risks are managed.

The primary business risks associated with the selected processes reviewed within the scope of
the audit are as follows:

. Gas purchases may not represent valid purchases or be recorded accurately and
timely;

. Off-system sales (OSS), capacity releases, and applicable incentive program
margins may not be accurately recorded (shared) between the core market
customers of COH and CGV as defined by the sharing provisions of the respective
Public Utility Commission Stipulation Agreements; and

. Gas purchasing may be conducted with counterparties who have insufficient credit
resulting in non-performance of agreements.

In addition to the controls tested as part of this audit, Internal Audit also tested various energy
supply controls as part of our 2013 Sarbanes Oxley (SOX) control tests. These controls
included ensuring transaction confirmations exist for OSS and exchange transactions and
ensuring data provided to the Accounting department for various types of transactions
reconciles to supporting documentation, primarily maintained in the Gas Source system. Our
audit results related to the SOX procedures noted no exceptions through interim testing as of
August 2013.

Gonclusion

Based on testing performed, Internal Audit has determined that key controls over several
processes within the scope of our audit procedures appear to be functioning appropriately
during the period tested. We have reviewed the results of our audit with management.

Internal controls are effective in mitigating the risks specific to the achievement of business
objectives in the following areas:

. Gas purchases are recorded in the General Ledger timely and accurately and
represent valid purchases;

. Margins from OSS and capacity release activities for COH and CGV are properly
allocated (split) to customers and recorded in the appropriate General Ledger
accounts; and

. The CRM department has an effective credit risk assessment and monitoring
process in place to ensure counterparties conducting "higher risk" business (such
as suppliers that primarily purchase gas from NiSource, rather than sell gas to
NiSource) have timely credit analysis/re-evaluations performed in accordance with
policy to assist in reducing total company credit risk exposure.
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Summaru of Audit Obiectives, Scope. Results, and Recommendations

Audit Obiective 1: Gas purchases are recorded to the General Ledger timely and accurately
and represent valid purchases.

Scope: For a sample of gas purchases, perform the following:

. Verify that the purchase is recorded in the proper accounting period;

. Determine that the recorded purchase agrees to the third-party invoice and the
invoice was approved for payment; and

. Verify the accuracy of the base rate charged.

Results: Internal Audit made a sample selection of 20 gas purchases (including commodity,
incremental and transportation transactions) from monthly Gas Source reports for the period
January 1,2013 through August 31,2013. For each selection, it was determined that the
purchase was recorded in the proper accounting period based on the flow date of the
transaction and review of the journal entry support from the G/P 02-001 vouchers obtained from
Accounting. Internal Audit verified that the recorded gas purchase amount agreed to the third-
party invoice and was properly approved for payment by the Manager of Supplier Services or
the Team Leader of Supply Purchase Services based on approval thresholds defined by policy.
In addition, on a test basis, Internal Audit verified the base rate used in determining the
accuracy of the gas purchase through the review of supporting documentation in the form of
tariffs, service agreements and transaction confirmations. No exceptions were noted during
testing, thus lnternal Audit has concluded that gas purchases appear to be accurately recorded
in the proper accounting period and represent valid purchases.

Recommendations: None.

Audit Obiective 2: Revenues are booked appropriately and profits are shared in accordance
with the Stipulation Agreement set forth by the applicable State Commission.

Scope: Obtain a copy of the most recent Stipulation Agreement set forth by the Public Utility
Commissions of Ohio and Virginia, the program year margin sharing calculations and related
journal entries for OSS and capacity release transactions from Accounting and perform the
following:

. Verify the margins for OSS and capacity releases for COH and CGV are properly
allocated (split) with customers in accordance with each respective jurisdiction's
Stipulation Agreement; and

. Ensure that customer sharing margin values are properly recorded.

Results: Based on the sample testing performed for the selected program years, Internal Audit
determined that margins from OSS and capacity release transactions for COH and CGV are
accurately shared (split) with customers, and are appropriately recorded to the General Ledger.
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Columbia Gas of Ohio:

For testing purposes, Internal Audit selected the 2013 - 2014 program year, which operates
from April 1,2013through March 31,2014. Testing of the program yearwas performed as of
July 31 , 2013 due to timing of the audit procedures. Internal Audit obtained the Public Utilities
Commission of Ohio (PUCO) Opinion and Order (Order) dated January 9, 2013, which defines
the margin sharing provisions for COH effective April 1 ,2013 through March 31,2018.

Through review of the Order, Internal Audit concluded that the PUCO approved a tiered sharing
mechanism whereby net proceeds from OSS and capacity releases will be passed back to
customers as follows, with COH subject to a program year cap of $14 million and total cap of
$55 million over the five year period:

OSS and Capacitv Customer COH
Release Revenue Share Share
$0 to $1 million
$1 to $2 million
$2 million to $27 million
Over $27 million

50%

50%
100%

50%
100%
,?n

Internal Audit reviewed the accounting support from April 2013 through July 2013 and concluded
that the Company properly allocated the total net proceeds from OSS and capacity release
transactions to customers through the appropriate General Ledger accounts. For the program
year tested as of July 31, 2013, the Company recorded $1.6 million in OSS and capacity release
margins whereby $500 thousand was properly passed back to the customer and the remaining
$1.1 million was retained by COH. Internal Audit also reconciled the OSS and capacity release
data back to Gas Source system activity for the month of July 2013 to verify the accuracy of
data utilized by the Accounting department in completing the sharing calculations and
subsequent journal entries, noting no exceptions.

Columbia Gas of Virginia:

For testing procedures, Internal Audit selected the 2012 - 2013 program year, which operates
from September 1 ,2012 through August 31,2013. Internal Audit obtained the Commonwealth
of Virginia State Corporation Commission (Commission) Order (Order) dated December 21,
2007. Due to timing of the audit procedures, Internal Audit tested the period of September 1,

2012 through July 31,2013 of the selected program year.

Through review of the Order, Internal Audit concluded that the Commission approved a tiered
sharing mechanism whereby net proceeds from OSS and capacity releases will be passed back
to customers at a variable rate, depending upon the amount of margin achieved through OSS
and capacity release activity. Additionally, the margin required to be passed back is dependent
upon the firm peak day delivery capability estimate for each program year as compared to the
base year determined in the Order; as the firm peak day deliver capability increases the amount
of the sharing provision increases. Per review of the Order, Internal Audit recalculated the
sharing provisions sharing tiers for the selected program year as noted on the following page.

tr Tier 1 - $1,848,030 must be credited to the Actual Cost Adjustment (ACA)
mechanism even if no OSS and capacity release margins are created in the
program year;
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tr Tier 2 - $3,449,656 of the first OSS and capacity release margins will be
credited to the ACA for the program year;

D Tier 3 - $1,149,885 of the next OSS and capacity release margins will be
retained by the Company; and

D Tier 4 - OSS and capacity release margins over $4599,541wi\|be allocated
to the ACA at a rate of 75% while the Company retains 25%.

Internal Audit reviewed the July 2013 accounting support and concluded that the Company
properly allocated the total net proceeds from OSS and capacity release transactions to
customers to the appropriate General Ledger accounts. For the program year tested as of July
31,2013, the Company recorded $11.2 million in OSS and capacity release margins whereby
$8.4 million and $2.8 million was properly allocated to the ACA and the Company respectively.
Internal Audit also reconciled the OSS and capacity release data back to Gas Source system
activity to verify the accuracy of data utilized by the Accounting department in completing the
sharing calculations and subsequent journal entries for the month of July 2013, noting no
exceptions.

Internal Audit concluded that OSS and capacity release margins for COH and CGV are
accurately shared (split) with customers and appropriately recorded to the General Ledger.

Recommendations: None.

Audit Obiective 3: Counterparty Credit Risk Assessments are performed in accordance with
the NiSource Credit Risk Management (CRM) Policy.

Scope: Obtain a listing of counterparties with active Base Purchase Agreements. Select a
judgmental sample of counterparties with which NGD conducts business. Obtain the credit
evaluation documentation from the CRM department and perform the following:

. Determine if credit evaluations are performed and documented in accordance with
the CRM Policy; and

. Verify that a valid and enforceable Base Purchase Agreement is on file for each
selection and that any applicable guaranty agreements are enforceable.

Results: Based on testing performed, the CRM department has established an effective credit
risk assessment and monitoring process to ensure counterparties conducting "higher risk"
business (i.e., purchasing gas rather than selling gas) with NiSource companies have a timely
credit analysis and/or re-evaluation performed to reduce the total company credit risk exposure
to NiSource.

Counterparties have been assigned a Credit Risk Relationship Manager to ensure that
counterparty risk is addressed for counterparties executing business transactions across all
NiSource Business Units. In accordance with the Credit Evaluation Procedures, credit reviews
should be performed, at a minimum, as follows:

o lf a counterparty or guarantor is rated A-/A3 or higher by Standard and Poor's or
Moody's, respectively, a credit review does not need to be completed as long as the
NiSource exposure is within the Credit Risk Management guidelines in the Credit
Policy. However, if news or ratings indicate a potential shift in credit quality, a
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review may be appropriate to assess any adverse change in the risk profile.
Ratings are required to be reviewed and updated annually in iCredit, system utilized
to summarize credit information for counterparties, in order to document the annual
review standard. This does not apply to counterparties with implied ratings in this
circumstance.

. lf a counterparty has posted either a Letter of Credit or cash mitigating the existing
or potential credit exposure, an annual credit review is not required. Credit risk
personnel are responsible for updating iCredit and monitoring credit exposures to
ensure any potential risk is 100% mitigated.

. All other counterparties require an annual credit review.

Internal Audit judgmentally selected 10 counterparty credit files for testing purposes. All of the
files tested contained evidence of a credit risk analysis performed within the guidelines noted
above. Internal Audit verified that all 10 counterparties selected had valid Base Purchase
Agreements per review of the Gas Source system for each NiSource subsidiary with which the
counterparty conducts business. Internal Audit concluded that all counterparties selected in our
testing sample requiring Guaranty Agreements (per the most recently performed credit
evaluation) maintained executed and enforceable guaranty agreements on file. Internal Audit
also reviewed the established credit limits for the selected counterparties and concluded that
CRM has not established credit exposure beyond the established credit limits, guaranty
agreements, or cash deposits.

Based upon testing procedures performed, Internal Audit has concluded that the CRM
department appears to perform credit reviews in accordance with the Credit Risk Management
Policy and Credit Evaluation Procedures and maintains valid and enforceable Base Purchase
Agreements and related guaranty agreements on file.

Recommendations: None.

As always, we appreciate the cooperation and assistance that your staff provided to the Audit
Team during this review. Should you have any questions or require additional information,
please do not hesitate to contact Ryan Binkley at (614) 460-5985, Jaclyn Callahan at (614)
460-5493 or Tanya Estice at (614) 460-4925.

cc: R. C. Skaggs
S. P. Smith
C. J. Hightman
J. Hamrock
L. J. Francisco
D. J. Vajda
J. D. Veurink

S.J. Sagun
V.V. Rea
T. C. Heckathorn
J. M. Konold
T. L. Tucker
Deloitte & Touche. LLP
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NiFiT Deployment
NiSource lT Audit

October 04, 2013

To: Rick Fontaine. VP - FinancialTransformation

Russ Viater, VP - lT Service Delivery (NIPSCO/NCS)

Jon Veurink, VP - Chief Accounting Officer
Tim Tokish, VP - Financial Planning & Analysis

From: John Manfreda, Project Manager - lT Audit

Greg Wancheck, Manager - lT Audit
Ray lrvin, Director - lT Audit

1 - Post-Deployment Review
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NiFiT Deployment 1 - Post-Deployment Review

EXECUTIVE OVERVIEW
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NiFiT Deployment 1 - Post-Deployment Review witness * n,' eaorllltiT

The NiFiT project is currently the largest lT project being undertaken by NiSource lT and NiSource Corporate Business
Services. NiFiT has an estimated budget of $125MM over its projected four (4) year lifecycle and employs thirty-six (36)
full-time NiSource personnelwho are being assisted by their system integration partner, Accenture, and other partner
firms (including lBM, HMB, PowerPlan, Navigator and Axia). The result is a fulltime NiFiT Project peak team size of
147 people spanning nine (9) different partner companies participating from four (4) countries around the globe.

The following timeline depicts the phased approach being followed by the NiFiT Project team. The approach calls for
three (3) deployments. Deployment 1 and 2 of NiFiT will include all of the NGD (Nisource Gas Distribution) companies
(CMA, COH, CPA, CKY, CVA and CMD), with Deployment 1 focused on CMA in July 2013 and Deployment 2
encompassing the remaining Columbia Distribution Companies targeted for April 2O14. Deployment 3 will include the
Columbia Pipeline Group (CPG), NiSource Corporate Services (NCS) and Northern Indiana Public Service Company
(NIPSCO) business units and is currently planned for April 2O15.
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lT Audit has issued several reports throughout 2013 focused on the Deployment 1 phase for Columbia Gas of
Massachusetts (CMA). Deployment 1 reports have included a Risk Assessment, Pre-Deployment Review, Phase
Assurance Review and this Post-Deployment Review timed shortly after CMA go-live and including Hypercare support.
The timing of these Deployment 1 reports have been determined to allow for adequate and timely feedback to NiFiT
management.

The following graph depicts the reviews and reports that have been delivered by lT Audit in support of the Deployment 1

release. The highlighted item identifies where this report fits in the overall review plan.
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lT Audit continues to provide both advisory and assurance services during the current and future phases of NiFiT.
These services will be divided between an overall Pre-Deployment Review, release specific Phase Assurance Review
and a final phase Post-Deployment Review after go-live, which is this report. The purpose of each lT Audit review is as
follows:

. Capture and report upon key information/data regarding NiFiT project delivery execution.

. Assess the effectiveness of adoption and usage of the system by NiSource.

. Conclude whether controls were considered and tested by relevant parties as part of NiFiT deployment.

The following terms are used to describe services provided by lT Audit throughout the duration of the NiFiT project:

Assurance Services:
Assurance services involve the internal auditor's objective assessment of evidence to provide an independent
opinion or conclusion regarding an entity, operation, function, process, system or other subject matter. (llPF
standards revised October 2O1O)

Advisory Services:
Consulting services are advisory in nature and are performed at the specific request of an engagement client.
The nature and scope of the consulting engagement are subject to agreement with the engagement client. (llPF
standards revised October 2010)
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The objective of lT Audit's Post-Deployment Review was to provide management with an overall evaluation of the
policies, procedures and processes used to manage activities associated with the Deployment and Turnover phases of
NiFiT Deployment 1 for CMA, specifically focusing on the following areas:

1) Project Management Controls
Review project management controls in the areas of budget, schedule and scope to ensure that NiSource corporate
policy and NiFiT standards are followed.

2) Deliverable Acceptance and Quality Gontrols
Review phase deliverable acceptance and quality assurance practices and key deliverables by the NiFiT Project
team to provide an independent perspective on quality measures.

3) Business Process Controls
Review automated and manual business process control test status to provide an opinion on the adequacy of
management's inclusion and testing. Also independently test the effectiveness of both automated and manual
business process controls post go-live.

4) lT General Gontrols
Review lT general controls in the areas of systems change management, systems operation, data validation,
systems security, and backup and recovery to assess whether NiSource corporate policy is followed.

5) Program Conduct Controls
Review conduct of the NiFiT Project team in its achievement of program objectives.
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The NiFiT Post-Deployment Review covers activities supporting the Deployment and Turnover phases of NiSource's lT
Project Management Methodology (PMM) as conducted between June 2013 and September 2013 by the NiFiT Controls
team, NiFiT Project team, and NiSource IT/SOX Compliance, post lT Audit's issuance of the Deployment 1 Phase
Assurance Review in June 2013.

NiFiT Project team activities occurring during the Deployment and Turnover phases of Deployment 1 for CMA centered
around both the decision process used to facilitate a go/no-go decision on the production release of the NiFiT solution,
as well as steps planned and executed to help ensure the deployed NiFiT solution was functioning as intended and
provided the benefits desired by NiSource management.

During the Deployment and Turnover phases, NiFiT Project team leadership continued its practice of requiring a Project
Change Request (PCR) for any modification related to Deployment 1 requirements and deliverables. This ongoing effort
allowed NiFiT to continue oversight and reporting diligence associated with project scope, schedule and financial
costing controls for alignment with NiSource corporate policy and documented NiFiT project standards.

The NiFiT Project team also leveraged NiSource's Organizational Change Management (OCM) methodology to guide
practices related to change readiness, end-user training and adoption of the Deployment 1 solution. The utilization of
these existing practices allowed the NiFiT Project team to engage both the end-user community and supporting
management to help ensure the system provided, and end-users realized, the benefits that NiFiT is intended to provide.

As with previous project phases, the effective operation of manual and automated controls associated with Deployment
1 is of primary concern for the NiFiT Project team. As such, the NiFiT Project team continues to be engaged with the
various parties who play a role in the definition, execution and independent evaluation of risk and controls associated
with the NiFiT solution.

In order to provide ongoing engagement post the go-live of Deployment 1, NiFiT management created a Hypercare
team to manage issues and questions associated with go-live and prior to transition to steady-state support.
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lT Audit noted the NiFiT Project team continued to use positive practices and consistent control reviews to manage the
Deployment and Turnover phases of Deployment 1. lT Audit found the Project Change Request process continued to
be used to initiate and approve changes to key project deliverables, scope and schedule adjustments, including
modifications within the NiFiT scheduling system and variances observed between actual, estimated and forecasted
project hours as calculated in the NiFiT Financial Tracking Model. lT Audit has recommended the project team consider
having approved Project Change Requests updated within the HPQC testing to ensure status alignment.

As part of NiFiT Deployment 1, lT Audit noted the NiFiT Project team enacted a Hypercare process to facilitate
production turnover and to help end-users both absorb usage of the new solution and assist with any business process
or technical incidents arising. lT Audit found that along with daily Hypercare meetings and Hypercare Status Report
updates performed by the NiFiT Project team, 523 of the 538 Hypercare tickets associated with Hypercare were "closed"
or "resofved" as of Hypercare process decommission on September 10,2013. lT Audit also noted that the fifteen (15)
"open" tickets remaining were successfully transition to the IBM Steady-State Support and NiSource Business
Application Support teams to be managed for final closure.

lT Audit noted the NiFiT Project team provided a select group of approved NiSource employees, contractors and
subcontractors elevated security access to the NiFiT solution for post go-live support of Deployment 1. These approved
individuals, referred to as the Hypercare Support team, were granted heightened PeopleSoft access on a temporary
basis, with the NiFiT Project team planning for the timely removal of this elevated access post Hypercare closure in
September 2013. Based on PeopleSoft security extract reviews performed at the beginning of Hypercare and
independent analysis by the NiFiT Controls team and Deloitte, lT Audit found Hypercare Support team members were
given excessive production access and recommended the NiFiT Project team remove Hypercare Support team access
immediately following Hypercare conclusion. As of September 2013, a secondary PeopleSoft security extract was run
by the NiFiT Controls team which displayed heightened access was appropriately reduced to only required IBM
PeopleSoft administrators and select members of the NiSource Business Applications Support team as part of Steady-
State Support transition. lT Audit recommends the NiFiT Project team limit the level of access provided to the
Hypercare Support team in future NiFiT deployments.
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lT Audit found the NiFiT Project team is complying with NiSource Organizational Change Management (OCM)
guidelines to facilitate communication, training and change management activities associated with Deployment 1. lT
Audit also noted that various communications events and pre-planned meetings were conducted through the
Deployment and Turnover phases to ensure timely notification of key Deployment 1 events were disseminated among
relevant parties.

lT Audit and InternalAudit also reviewed selected high-risk automated and manual SOX controls impacted by NiFiT
Deployment 1 and found controls appeared to be operating effectively post production release of the Deployment 1

solution. lT Audit subsequently reviewed automated Deployment 1 interface testing results and found ten (10) of
seventeen (17) interfaces associated with automated controls identified by the NiSource Controls team subsequent to
testing had inadequate documentation to support the "passing" conclusion of a controls-related script. Although the
level of documentation of the ten (10) interface test scripts met management requirements, it creates a potential issue
for third party evidence review. For future NiFiT Deployments, the NiSource Controls team should align with the NiFiT
Project team to identify interfaces and their associated controls in a timely fashion to ensure the NiFiT Project team can
include detailed evidence to substantiate interface testing conclusions performed within HPQC.

lT Audit noted final management reviews and sign-offs were obtained by appropriate business unit personnel for the
four (4) NGD CMA data conversion streams included as part of Deployment 1. These review and approvals provided
oversight that data converted from legacy NiSource applications into the NiFiT solution were migrated in a complete and
accurate manner.
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lT Audit found NiFiT production infrastructure has been appropriately documented and is operating to support the new
PeopleSoft Financials 9.1 and PeopleSoft Financial Data Warehouse (FDW) application instances associated with
Deployment 1. lT Audit also noted that although formal lT SOX testing has yet to occur for the Deployment 1 solution at
the time of this audit, the corresponding production infrastructure supporting Deployment 1 was successfully added to
the NiSource lT SOX control population for lT general controltest inclusion starting in Q3 2013 and communicated to
associated parties. lT Audit additionally performed an independent assessment of the PeopleSoft application change
management process instituted for NiFiT Deployment 1 using Phire software and found the NiFiT Project team is
following documented control standards as defined within the NiSource enterprise change management policy.

Upon review of key project deliverables and artifacts, lT Audit noted NiFiT is following sound practice in the areas of
project management, deployment and turnover strategy. lT Audit also found good execution for delivered function user
acceptance and change management, with feedback being gained from business stakeholders and documented for
future use.

Finally, lT Audit found the NiFiT Project team is using an Operational Measures scorecard to track improvement and
value realization metrics for the NiFiT solution. lT Audit noted benchmark metrics are being used along with relevant
NiSource quantitative measures to provide feedback regarding project progression to date. lT Audit also found these
scorecards are being actively shared, reviewed and updated on a monthly basis by the NiFiT Project team in order to
drive improvement efforts as the project moves into Deployment 2.
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NiFiT Deployment 1 - Post-Deployment Review
Assurance Objectives
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Proiect Manaqement Controls - Obiective 1

Review on{oing project management controls in the areas of scope, schedule and budget to ensure Nisource
corporate policy, good practice and NiFiT standatds are followed.

Results:

lT Audit reviewed three (3) key project management control areas as part of the initial PoslDeployment Review for NiFiT:

. Scope Controls - ls the NiFiT Project team managing what it delivers is appropriate and approved?

. Schedule Controls - ls the NiFiT Project team managing a schedule to ensure on-time project deliveM

. Cost Control8 - ls the NiFiT Project team managing costs to ensure delivery occurs within a defined and approved cost structure?
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Proiect Manaqement Gontrols - Obiective 1 (Cont.)

Scope Contro|3:

The NiFiT Project team has continued its usage of the Project Change Request (PCR) process as the primary means to manage
NiFiT scope control, with alterations in project requirements and deliverables requiring review and approval by appropriate parties.
lT Audit reviewed a sample of Deploymsnt 1 projoct changes documented within NiFiT weekly Status Reports and found deliverable
changes are being approved by appropriate parties using the related PCR process. lT Audit also noted project requirement changes
are being approved through the PCR process, ho\ €ver not all requirement modifications are subsequently being updated in the
Hewlett Packard Quality Center (HPQC) system used by the NiFiT Project team for test planning and tracking. This condition was
found on a subset of Deployment 1 requirements that were taken out of project scope with the corresponding requirement change
having yet to be made to Deployment 2 requirements in HPQC.

Recommendation: lT Audit recommends a review be conducted befuy€en project requirement changes documented in the Project
Change Request process and the corresponding project requirements in HPQC to make sure the requirement status are aligned. lT
Audit further recommends the process of managing proiect requirements be assigned to NiFiT Deployment Leads, formally
documented and clearly communicated to affected parties.

Management Response: The PCR process has been enhanced as of July 2013. In the current process, PCRS are not closed until
uDdates to the HPQC tool are confirmed bv the NiFiT PMO.
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Proiect Manaqement Controls - Obiective 1 (Gont.)

Schedule Controls:

lT Audit found NiFiT continues to use the Nisource PWA system as its primary schedule control system. The project schedule is
updated during planning activities for each NiFiT phase and tracks all work performed to both planned and actual hours. NiFiT
project personnel are required to entortheir time in the PWA system in order for the NiFiT Project Management Office (PMO) to
perform the following:

. Weekly variance analysis between planned and actual hours fgr perfgrmance tracking.

. Weekly comparison of scheduled hours to the overall project staffing model.

Once the NiFiT PMO has completed their u/eekly activities and aligned with NiFiT Project team leads on both missing hours in the
PWA system and staffing plan adjustments, the NiFiT PMO reports this information in the weekly NiFiT PMO Status Reporl and
approves the proiect schedule. lT Audit noted that once the project schedule is approved, subsequent changes are also required to
follow the Project Change Request (PCR) process.

For testing purposes, lT Audit reviet/ved a sample of Deployment and Turnover phase project schedule changes as reported in
weekly NiFiT Status Reports and found that each selected change was reviewed and approved on a corresponding PCR form. lT
Audit also reviewed a sample of both weekly variance analysis and comparison reports conducted by the NiFiT PMO out ofthe
Nisource PWA system forthe Deployment and Turnover phases and noted differences observed were appropriately communicated
to NiFiT Project leads with corresponding information required either for correction or detailed explanation.
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Proiect Manaqement Gontrols - Obiective I (Cont.)

Cost Controls:

The NiFiT project has an approved budget used as the primary control for proiect costing. Project costing is performed by the NiFiT
PMO using the NiFiT Financial Tracking Model. Categories of project costs captured on the NiFiT Financial Tracking Model and
reported on the weekly NiFiT Status Report are as follows:

!IC!]E:
. Actuals - Ac'tual cosG incurred for the NiFiT project as reported by Nisource Accounting (updated monthly).
. Estimate - Budgeted costs for the project.
. Forecast - Forecast for cunent and fiJture periods combined with actual costs from past periods (updated weekly).
. Varianca - Reported ditferences between Budget-to-Actuals and/or Budget-io-Forecast information.

fJpcs:
. Internal Labor- Nisource employees engaged on the NiFiT projec{.
. IBM - Specific NiFiT project vendor costs.
. Extemal Labor- Consultants and contraclors engaged on the NiFiT projecl.
. Non-Labor - Associated hardware and software cosls for the NiFiT project.

ga!9s9r!9c:
. CaDital
. O&M (Operations & Maintenance)
. Total (combined Capital+ O&M)
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Proiect Management Controls - Obiective 1 (Cont.)

On a monthly basis, the NiFiT PMO uses the Financial Tracking Model to perform the following activities:

Project actual costs are collected from various sources by the NiFiT PMO at month end.

Actual O&M and Capital costs are updated for the previous month.

Based on the project budget, a variance analysis is produced against actuals for the month.

Variance analysis of budget-to-actuals is used by management to enable subsequent changes to forecast.

Previous period forecast amount is updated with previous month actuals.

Future period forecast amounts are subject to, and include, approved Project Change Requests (PCRs).

Variance analysis budget-to-forecast is used by management to determine project health and support corrective actions.

lT Audit reviewed a sample of project cost-related changes as reported in \aeekly NiFiT Status Reports and found each selected
cost change was reviewed and approved on a corresponding PCR by appropriate personnel, elong with the PCR containing the
appropriate support material used for cost estimation. lT Audit also reviewed select r,t eekly NiFiT Status Reports and noted reported
project costing information was aligned with costing data reported in the Financial Tracking Model. In support of lT Audit's
conclusion that current NiFiT project cost controls in use by the NiFiT PMO appear to be operating effectively, Internal Audit is
currently conducting a NiFiT Financial Review to provide furthar assurance in this area.
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Recommendation: lT Audit sees an opportunity for NiFiT weekly Status Report synchronization with the Financial Tracking Model.
The current process for u€ekly Status Report development relies on manual data entry from the Financial Tracking Model at a point
in time. Though this process is effective for internal cost monitoring, reviews by external entities rely on Shalepoint versions of the
Financial Tracking Model from different time periods to provido supporting detail for past Status Reports. Saving a copy of the
Financial Tracking Model with each weekly Status Report would further ensure timing alignment and supporting detail for external
review purposes.

Management Response: A copy of the NiFiT Financial Tracking Models used in the Status Report will be saved in a Sharepoint
folder. The NiFiT PMO will ensure a copy has been saved that reconciles to the Status Report prior to its release.
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Proiect Manaqement Controls - Obiective 2

Review identified exceptions to colporate policy and whether the exception process/steps were communicated
and reviewed with the lT PMO and NiFiT Project team management.

Results:

Deployment Phase (Requlred Documentation):

lT Audit noted the following lT PMM/Sabanes-Oxley documentation required for the Deployment phase gate was created,
authorized and retained prior to moving to the Turnover Phase:

. User Documentation (Deployment Phase) - created for NiFiT Deployment 1 to include user training guides and information on how to
use the solution.

. Technical Documentation ( Deployment Phase) - included corresponding details associated with technical support information and
requirements tor NiFiT Deployment '1,

. Deployment Completion Approval (Deployment Phase) - included overall phase approval and training plan inclusion for NiFiT
Deployment 1.

Turnover Phase (Required Documentation):

lT Audit noted the following lT PMM/Sabanes-Oxley documentation required for the Turnover phase gate is created and being
finalized. lT Audit will review the completed documentation when available:

. Lessons Learned (Turnover Phase) - included information on lessons learned during phase lifecycles of NiFiT Deployment 1.

. Turnover Stage Completion (Turnover Phase) - included the approval and authorization of Deployment 1 transition to steady state
solution servicing
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Turnover Phase (Hypercarc Repoiting):

lT Audit also revier ed NiFiT Hypercare delivery by attending daily Hypercare status meetings and both inspecting Hypercare
Daily Status Rsports along with Hypercare ticket information to gauge standards compliance by NiFiT. lT Audit noted the NiFiT
Project team reported comprehensive status ofthe following Hypercare delivery attributes within the Hypercare Daily Status
ReDort :

. Batch processing status

. lncidents reoorted and handled

. Function status by solution areas

. Monthly accounting close status

lT Audii also found that as of Hypercare closure on September 10, 2013, the Hypercare team reported 523 of the 538 total
Hypercare incidents raised were either 'closed" or "resolved", with only lifreen (15) incidents remaining in "open" status. lT Audit
noted these fifteen (15) 'open" tickets were approved for transition from the NiFiT Project team over to both the Nisource Business
Applications Support and IBM Steady€tate Support teams for continued monitoring and closure progression. Post secondary
review on September 24,2013,lT Audit found the Nisource Business Applications Suppod and IBM Steady-State Support teams
closed four (4) of the fifteen (15) open incidents and reported a total of eleven (11) "open' incidents remaining in relation to
Hypercare - four (4) being high severity and seven (7) being low severity. lTAudit noted alleleven (11) "open'tickets are
consistently being worked by both Nisource Business Applications Support and IBM Steady-State Support with two (2) high
s€verity tickets targeted for closure by Soptember 30, 2013 and the remaining nine (9) tickets being actively managed for updates
Drior to eventual closure.
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Proiect Manaoement Controls - Obiective 2 (Cont.)

Turnover Phase (Hypercarc Elevated Access):

The NiFiT Project team provided a select group of approved Nisource employees, contractors and subcontractors elevated
security access to the NiFiT solution in order to address end-user and technical challenges experienced post go{ivo. These
approved individuals, refered to as the Hypercare Support team, \,vere granted Update, Add and/or Correction access to sp€cific
pages within the newly deployed Peoplesoft environment on a temporary basis, with the NiFiT Project team planning for the timely
removal of this elevated access post Hypercare closure in September 2013.

For communication efforts regarding potential segregation ofduties, the NiFiT Controls team aligned with Deloitte to run
independent Peoplesoft security extracb for comparison purposes both at Hypercare crmmencement (July 2013) and post
Hypercare close (September 2013). lT Audit noted the security extracts, which were obtained from the July 2013 Hypercare start
period and run by both the NiFiT Controls team and Deloitte post go-live of Deployment I, identified a high number of Hypercare
Support team members who possessed Update, Add and/or Correction access to specified Peoplesoft pages. Though this
actess was approved, it uas collectively det€rmined amongst both the NiFiT Controls team and Deloitte, and post discussion with
NiFiT Project team management, that Hypercare Support team accesa was excessive for the temporary period. For planned
remediation purposes, it t/vas agreed that the NiFiT Project team should remove the excessive access in eady Septomber 2013 as
part of Hypercare shutdown and limit administrative access during Steady-State support to only select users of IBM (as approved
administrators of Peoplesoft) and the Nisource Business Applications Support team (as approved Peoplesoft business support
personnel).
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Proiect Manaqement Controls - Obiective 2 (Cont.)

In order to ensure the timely removal of Update, Add and/or Correction access, the NiFiT Controls team ran a secondary
Peoplesolt security extract as of September 19, 2013 and found the Update, Add and Correction access for NiFiT Hypercare
Support team users wtss removed and members of the IBM Peoplesoft administration and Nisource Business Applications
Support were reduced to appropriate production level support access. lT Audit additionally reviewed corresponding
documentation retained by the NiFiT Controls team and subsequenlly found the same reduction of access post Hypercare
completion.

Recommendation: lT Audit recommends the NiFiT Project team ensure that Hypercaro Support team access be limited to the
appropriate level of Update, Add and/or Correction access into the production Peoplesoft environmont for future deployments of
NiFif. By limiting the access given to this limited user base with heightened access, even temporarily, the NiFiT Project team
significantly lessens the risk of elevated access leading to improper activity within the production NiFiT environment.

Management Response: As part of the NiFiT Deployment 2 Deploy Phase, the NiFiT Project team will plan to identiry the
Hypercare resources wfio will require access to the NiFiT production Peoplesoft environments in support ofthe Go-Live activities
and subsequent financial close efforts. All requests for Hypercare resource access to NiFiT production Peoplesoft environments
will be submitted as a standard security request through AccesslT. These requests will follow the appropriate triage, review and
approval processes through the Business Application Support and lT Support teams. At the conclusion of Hypercare, the access
provisioned will be revoked via a secondary AccesslT security request.
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Proiect Manaqement Controls - Obiective 3

Determine whether adequate alignment exists on project management control activities implemented by NiFiT
across the NiFiT Project team, Process Owners, NiSoulce SOX Compliance, KPMG Controls team and Deloitte &
Touche Audit pe6onnel,

Results:

lTAudit regularly attended the following NiFiT project meetings between June 2013 and September2013. Covered topics
associated with project management control activities included current project status (based upon relevant project management
control metrics), project change requesl status, issudrisk identification and project updates.

' N|FIT Prolect LesdeBhip (Wednesday l0:00am EST)

Iype: Weekly Project Leadership team meeting regarding NiFiT project progress, project status updates by the NiFiT PMO and agenda
presentations by NiFiT Project team leads and subiect matter experb.

Atterdees: NiFiT Projeci Leadership and lT Audit.

. N|FIT Weekly Organlzational Change ManagemenuBualness Unit Reprcsentative Status (Tuesday 1:00pm EST)

I,?e: Weekly status meeling covering projec{ work accomplished, deli\rerable(s) status, staffing updates and issue/risk metric reporting.

Attendees: NiFiT PMO, NiFjT Project team leads and lT Audit.
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Proiect Manaqement Controls - Obiective 3 (Cont.)

. N|FIT Weekly TechnologylDeployment I Status (Tuesday l:00pm EST)

Iype: Weekly team status meeting covering technical updaies established/accomplished during the period along with current Deployment
1 status reporting.

Atfendees: NiFiT PMO, NiFiT Project team leads and lT Audit

. N|FIT Weekly Deployment 2 Status (Tuesday 2:30pm EST)

Iype: Weekly team status meeting covering technical updates established/accomplished during the period along with cunent Deployment
2 status reporting.

Aftendees: NiFiT PMO, NiFiT Project team leads and lT Audit

. NiFiT Controls Status (ltonday 10:30am EST)

lype: Weekly status discussion regarding updates to both Nisource's SOX Risk Navigator database for impacted Deployment 'l controls
and security controls associated with elevated Hypercare access.

Attend€es: NiFiT Project team, NiFiT Conkols team and lT Audit.

. Deloitte NiFiT Status (Thursday l0:00am EST)

Iype: BLweekly status discussion supporting Segregation of Duties tool execution (timing and remediation coordination), Hypercare
security support and data conversion deployment activities.

Affendees: NiFiT Project team, NiFiT Controls team, lTAudit and Deloitte
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lT Audit also engaged with key NiFiT Project team personnel on a one-on-one basis to facilitate project management alignment.
Project management controls were discussed, as neoded by lT Audit, as part of the following reoccurring weekly meetings:

. lTAudlt and NIFIT Prcgr.m lranager (Tuesday 9:00am EST)

. lT Audit .nd iFiT Technology Dlrector (Tuesday 9:30.h EST)

Based on routine NiFiT project status meeting attendance throughout the Deployment and Turnover phases, coupled with one.on-
one lT Audit weekly engagement with NiFiT Project team leadership and coordination facilitation between the NiFiT Project team
and Deloitte, lT Audit found adequate alignmont exists on proiect management control activities implemented by NiFiT amongst
relevant Darties.

Recommendation: None.
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Delivered Function User Acggllance-.1objgllve 1

Review NiFiT training, change management and communicationa practices to provide rcasonable assurance
Nisource corporate policy and/or NiFiT ploject standards are followed.

Results:

Major portions ofthe Deployment and Tumover phases of NiFiT are focused on ensuring users ofthe solution know ho\.y to properly
use the related systems and how the solution changes processes that users support. Accomplishing these tasks involves training,
chang€ management and communications created by the NiFiT Project team as part of Nisource's Organizational Change
Management (OCM) methodology for lT projects. lT Audit noted NiFiT has a dedicated OCM team that is responsible for
communication, change management and training coordination associated with the NiFiT project.

lT Audit reviewed the Nisource OCM playbook and interviewed the Nisource OCM unit lead in order to understand Nisource's OCM
guidelines. lT Audit then reviewed documented evidence of NiFiT's OCM related plans and roquirements noling the following
Doployment 1 phase related deliverables were consistent with Nisource OCM guidelin$ and were crealed, updated, reviewed and
approved by appropriate parties:

. Change Readin€ss A$e66ment - SuNey of useB to gauge organzational readine6s for proj€c{ chang€s.

. Deployment Campaign - Coordinated communications ac-tivities for the project deployment ph€se.

. End-User Training - Delivery ot training to impacted users and personnel.
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As ofthis PoslDeployment report date, lT Audit noted the following status of OCM deliverables for the Deployment 1 Turnover
ohase:

. Le$ons Learned - SUN€y and s$sion+ased revi€ws gathering good pEctices and improvem€nt items for future phases. Resulk aro currenlly
b€ing r€vieu/€d by NiFiT leadership to. fi.rture deployments.

. ChangeAdoption Asressment - Surv€y-based apprach to id€ntifyany remaining barriers to chang€ adoption. The survey ha6 b€en administered
with resultr sch€dul€d to be finalized by Sept€mbe. 30, 201 3 afier the second monlh-end close i6 compleled for Cl$4.

Based on review, lT Audit concludes NiFiT is following the Nisource OCM methodology with deliverables being revievved and
approved by appropriate project-related parties.

Recommendation: None.
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Review NiFiT delivered function user acceptance approval activities to provide reasonable assurance Nisource
corporate policy or project standards are followed.

Results:

lT Audit found the NiFiT Project team followed a structured approach to user acc€ptance activities. As preparation for Deployment
phase entry, the NiFiT Project team engaged supporting team members, executive advisors, sponsors and constituent groups as
part of the Deployment 1 go-live decision process. lT Audit also noted a three (3) checkpoint approach was created and adhered to
for go-live decision activity, which also included a readiness scorecard based upon key projgct indicators with allowance for review
and input at the various checkpoint levels. Checkpoints were defined by the NiFiT Project Team as follows:

. Deploym€nt Initiation (Checkpoint 1)- Occuning June 5,2013.

. Pre-Deployment (Chockpoint2) - Occurdng June 15,2013.

. Go-Live Commilment (Checkpoint 3) - Occurring June 25, 2013.
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Delivered Function User Acc@
lT Audit found the NiFiT Project team also used the following categories of readiness information and corresponding criteria to
gauge Deployment 1 go/no{o decision activity:

. Project Readiness (lssues , Risk and Schedule)

. Bu6iness Solulion Readiness (Requirements, Tesling and Security)

. Data Conversion Readiness (Conve6ion statu8)

. Legacy Readine$ (lnterfacing system components r€adin€6s)

. 3d Party Readiness (Banks and other 3d pady readiness)

. Infrastructur€ R€adin66s (Hardware and Bofrware i6 available and ready)

. userReadines€(Trainingr€adiness)

' Deployment Readine$ ( Oeployment tests completed with plans and communications in place)
. Production Support Roadiness (Production support t€ams, proc€ssos and tool6 r€ady)

Based on the categories of readiness information listed above and input from the NiFiT Project team, advisors and selected
stakeholders as part ofthe checkpoint review process, the NiFiT Project team gained agreement to proceed with go-live
deployment. lT Audit noted the category readiness list and corresponding review process to be a good practice for this type of
production doploymenl effo .
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Delivered Function User Acceptance - Obiective 2 (Cont.)

[Jpon Deployment phase entry, the NiFiT Project team executed it's step-based, go-live strategy lo activate the NiFiT solution within
production environments. As each system and/or system component was activated in production, the NiFiT Project team partnered
with Steady-State Support personnel to coordinate and orchestrate Hypercare activities, with Hypercare being a Nisource lT
required set of activities to provide extended lT project team support for a period of time immediately following solution deployment.
In NiFiT's case, Hypercare activities lvere conducted for each system betv'reen July 2013 and September 2013 with a total of 538
items handled by the Hypercare team.

lT Audit noted the Hypercare leam for Deployment 1 included relevant peronnel from both the NiFiT Proiect and Steady-State
Support teams. As part of Hypercare conclusion, lT Audit also found the NiFiT Project team received approval from appropriate
business and system support personnel for transition to steady-slate support. lT Audit additionally intervielved selected business
stakeholders to gauge the level of engagement with business teams receiving lhe NiFiT solution. Overall results from the intervie\''a
were positive with business stakeholders rating the level ofengagement by NiFiT to be very good and commenting that support
activities provided by the NiFiT Project team were helpful and performed in a timely manner. lTAudit also noted the Nisource
Accounts Payable team raised questions associated with the Vendor Form Solution and found the NiFiT Proiect team is in
communications wilh Accounts Payable on this topic.

Based on review of relevant documentation, attendance at key meetings and stakeholder interview engagement, lT Audit concludes
NiFiT has followed both Nisource Corporate and proiect standards for delivered function user acceptance approval activiti€s.

Recommendation: None.
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Delivered Function User Acceptance - Obiective 3

In cases where exceptions to Nisource corporate policy and/or NiFiT project standards are encountered in user
acceptance, lT Audit will validate that proper review, sign-off and documentation are obtained by NiFiT Proiect
team.

Based on relevant documentation review and interviews with key personnel, lT Audit concludes no exceptions were noted to
corporate policy or project standards as part of delivered function user acceptance activities for Deployment 1.

Recommendation: None.
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Delivered Function User Acceptance - Obiective 4

Determine whether adequate alignment exists between the NiFiT Proiect team and NiFiT Procsss Owners, SOX
Compliance, the KPMG Controls team, Nisource Finance, CMA Managementand Deloitte &Touche Audit on user
acceptance contlol activities associated with the Deployment and Turnover project phaaea.

lT Audit attended the following meetings and/or planned communications where user acceptance activities and related controls were
discussed and noted adequate alignment exists betu€en th€ parties involved on user acceptance.

. NiFiT Project Leadership (Wednesday t0:00am EST)

4?e: Weekly Project Leadership team meeting regarding NiFiT project progress, project status updates by the NiFiT PMO and agenda
presentatiqns by NiFiT Project team leads and subject matter experts.

Aftendees: NiFiT Project Leadership and lT Audit.

' NIFIT Weekly Organizational Change Manag€menuBusiness Unit Representatlve Status (Tuesday l:00pm EST)

4?e; Weekly status meeting covering project work accomplished, deliverable(s) status, staffing updates and issue/risk metric reporting.
Included items regarding change managemenl and user acceptance.

Aftendees: NiFiT PMO, NiFiT Project ieam leads and lT Audit.

. Planned communications with CllA by NiFiT
lyps: E-mail, site visits and Change Champion communications.

Audience/Participants: NiFiT Project team leads, Change Champion members and CMA management.

Recommendation: None
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Business Process Controls - Obiective 1

Review automated and manual business process controls status within the Deployment and Tumover phases
to provide an opinion on the adequacy of management's inclusion and testing of the automated and manual
business process controls,

Starting in August 2012, Nisource partnered with KPMG to provide controls expertise targeted to the NiFiT solution. The KPMG
team became the primary resource on a newly created NiFiT Controls team with responsibility for ensuring controls impacted by
the NiFiT solution are appropriately documented, tested, approved and ready for operation prior to NiFiT gGlive.

This section cov€rs both automated and manual business process control activities conducted by the NiFiT Controls team,
Nisource IT/SOX Compliance and the NiFiT Proiect team forthe NiFiT Deployment and Turnover phases taking place between
July 2013 and September 2013 and post lT Audit issuance of the NiFiT Deployment I Phase Assurance Report.

Automated Controls:
To provide additional assurance that CMA automated controls enabled by NiFiT operated effectively as part of post-deployment
activity, lT Audit selected primary automated SOX controls appearing within the locked NiFiT Deployment 1 Risk and Control
Matrixes previously tested by lT Audit as part ofthe NiFiT Deployment 'l Phase Assurance Review.

For each selection, lT Audit reviewed documentation supporting the execution ofthe automated control or visibly observed
operation of the control in production. lT Audit noted all automated controls selected for post{eployment review appeared to be
operating effectively.
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Manual Controls:
To veriry manual controls operated effectively as part ofthe July 2013 Accounting close for Columbia Gas of Massachusetts
(CMA), IntemalAudit made a solection of twenty (20) CMAJocusod primary manual SOX controls out of the total population of
eighty-tive (85) NGD Sox-related manual controls from the locked NiFiT Deployment 1 Risk and Control Matrixes. The manual
controls tested by Internal Audit were controls determined to be most impacted by NiFiT. Additionally, only monthly controls
impacted by NiFiT Deployment 1 could be reviewed per InternalAudit's tssting procedures as July is not a quarter or year-end
timeframe for Nisource. For each ofthe twenty (20) manual controls selected, Internal Audit reviewsd documentation supporting
the execution ofthe SOX controlfor the month of July 2013, noting all selected CMA controls appear€d to be operating effectively.

Recommendation: None,
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Business Process Controls - Obiective 2

Review NiFiT interfaces to provide a perspective on considerations taken for test planning, execution
and documentation, and process owner sign-off on the interface operation.

Results:

As part of the NiFiT solution, interfaces exist for data transfer bet$€en NiFiT and legacy applications. These interfaces, defined
during the Plan and Build phases by the NiFiT Projoct team, provids a platform for helping to ensure data is 'completely' and
'accurately' mig€ted from one system to another and that any errors/exceptions experi€nced are rectified by responsible parties
in a timely manner.

As part ofthe NiFiT Deployment 1 solution for CMA, lT Audit noted a total ofeighty-seven (87) interfaces identilied by the NiFiT
Project team as part of the RICEFW (Reports, Interfac€s, Conversions, Extensions, Forms and Workflow) project exercise
performed during initial NiFiT business process development. Of the eighty-seven (87) interfaces, lT Audit reviev/ed seventeen
(17) interfaces associated with automated controls as determined by the Nisource Controls team post NiFiT testing. For the
seventeen (17) automated controls, lT Audit reviewEd corresponding HPQC test script information to ensure the automated
controls were tested prior to production deployment. Through this review of test script documentation, lT Audit determined all
seventeen (17) automated controls v\€re tested and labeled as "passed' by the NiFif Proiect team prior to deployment; ho[€ver,
ten (10) of seventeen (17) HPQC test scripts provided inadequate documentation of the actual results to support a "pass"
conclusion of a controls-related script (i.e. screen prints, reconciliatiolverror repons, etc.). The level of documentation of the ten
( 10) HPQC test scripts identified, afthough meeting the requirements set forth by management, creates a potential issue for
controls testing related to evidence review and validation by a third-party.
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Business Process Gontrols - Obiective 2 (Cont.)

Recommendation: For future NiFiT Deployments, the Nisource Controls team should align with the NiFiT Project team to
identify interfaces and their associated automated controls in a timely fashion. This will ensure the NiFiT Project team can include
detailed testing evidence for identified critical automated interfaces to substantiata interface testing conclusions performed within

Management Response: As noted in the review results ten (10) of the interface scripts did not meet the actual rosults
documentation requirements of a controls-related script as they w€re not identified as such by the Nisource Controls toam review
process before the completion of NiFiT Deployment I System Testing. The NiFiT Project team will work with the SOX Controls
team to ensure the interfaces associated with automated controls are identified before the completion of NiFiT Deployment 2
System Testing. System T6st scripts will b6 mapped to these controls and categorized as controls-related scripts by tha NiFiT
Testing Team. NiFiT testing process requires the appropriate level of evidence be collectod for controls testing, as established by
the Controls Team. This evidence will then be made available for validation by the Controls Team before the closure of the NiFiT
Deployment 2 Test Phase. Furthermore, the NiFiT Project team will work with the SOX Controls team to ensuro the Deployment 3
interfaces associated with automated controls are identified before the start ofthe Deployment 3 Test Phase.
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Review NiFiT data conversion controls for activities executed since lT Audit's NiFiT Deployment I Phase
Assulance Review to provide a peFpective on conveEion planning, execution, documentation and process
owner review and sign{ff on conversion results.

Results:

The NiFiT Project team executed the following four (4) data conversion efforts as part of NiFiT Deployment 1:

. Chart of accounts conversion (general ledger) - Lawson to PeopleSoft Financials 9.1.

. Vendor conversion (accounts payable) - Lawson to PeopleSoft Financials 9.1.

. Cost repository account code conversion (asset management) - PowerPlant.

. Work order number conversion (asset management) - PowerPlant.
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Business Process Controls - Obiective 3 (Gont.)

lT Audit noted final review and sign-off for the following Deployment 1 data conversion streams were obtained by NiFiT:

Chart of accounts conversion (general ledger) - Lawson to PeopleSoft Financials 9.1.

- Final sign-off obtained June 15, 2013 prior to the July 26,2013 general ledger deployment date.

Vendor conversion (accounts payable) - Lawson to PeopleSoft Financials 9.1.

- Final sign-off obtained June 16,2013 prior to the June 30, 2013 accounts payable deployment date.

Cost repository account code conversion (asset management) - PowerPlant. (Refer to Note below)

- Final review obtained July 23,,2013 post the July 15,2013 asset management deployment date.

Work order number conversion (asset management) - PowerPlant. (Refer to Note below)

- Final review obtained July 23,2013 post the July 15,2013 asset management deployment date.

Note: Cost repository and work order number conversion review was obtained post PowerPlant deployment due to the
conversions being executed during tho weokend and final rosults dependont on deployment execution. Obtaining
conversion reviews a week afrerdeployment allowed the Nisource Asset Management team to review and validate the
conversion results in Droduction,

Leading Practlce Opportunlty: lT Audit noted business review and sign-off documentation was not consistent betwean the
General Ledger, Vendor, Cost Repository and Work Order Number data conversions for Deployment 1 and believes an
opportunity for conversion review and sign-off requirements to be documented consistently in future NiFiT deployment efforts.
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Business Process Controls - Obiective 4

Review alignment effo s on post golive automated and manual business process contlol testing activities
between NiFiT Process Owners, SOX Compliance, the KPMG Controls team and Deloitto &Touche Audit.

lT Audit obseryed various communication points and pre-scheduled reportlng meetings occurring betw€en the NiFiT Project and
Controls teams, NiFiT Process Owners, Nisource's lT and Columbus InternalAudit teams and Deloitte regarding assessment
activities associated with the desigdeffectiveness testing of both automated and manual controls impacted by NiFiT. Besides
being an active participant in discussion coordination betu€en the multiple parties listed above, lT Audit noted the following
regularly scheduled communication streams throughout duration of the CMA Deployment and Turnover phas€s

. NIFIT Controls Status (Monday l0:30am EST)

Iype: Weekly staius discussion regarding automaled and manual controls inclusion within the NiFiT RCMS and Segregation of Duties
evaluation status between the NiFiT Project and Controlteams.
4fteade6s: NiFiT Project team, NiFiT Controls team and lT Audit.

' Deloitte N|FIT Status (Thu6day l0:00am EST)

Iype: Weekly status discussion supporting automaled and manual control tesling efforls (planning, execution and reporting),
Segregalion of Duties tool execution (timing and remediation coordination), NiFiT Phire software deployment evaluation efforts and
data conversion/interface testing.

Attendees: NiFiT Project team, NiFiT Controls team, lT Audii and Deloitte
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Along with scheduled, weekly NiFiT Controls and Deloitte NiFiT status discussions, numerous ad hoc conversations also took
place dudng both the Deployment and Turnover phases of NiFiT to align Deployment 1 controls included in NiFiT Risk and
Control Matrixes (RCMS) to controls presant within Nisource's global SOX Risk Navigator database. Based on the locked
versions of Deploymont 1 RCMS as of September 2013, the Nisource SOX Controls team performed a controls reconciliation
betn€en the RCMS and Risk Navigator and noted all 505 controls appearing in the NiFiT RCMS v'rere also listed within Risk
Navigator.

For testing purposes, lT Audit performed an independent reconciliation exercise between the same September 2013 NiFiT
Deployment 1 RCMS and the SOX Risk Navigator controls database and obtained the same results as the Nisource SOX
Controls team, with 505 aggregate controls appearing in the NiFiT RCMS and also documented within Risk Navigator for
alignment purposes,

Recommendation: None.
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Review procedures planned and executed by the NiSource lT Compliance and SOX Compliance teams to
validate production infrastluctule supporting Deployment 1 of NiFiT is completaly and accurately absorbed into
the Nisource lT SOX testing framework.

Results:

Through inspection of relevant NiFiT Pmject team documentation and inquiry with both the Nisource lT Compliance and SOX
Compliance teams, lT Audit noted a defined set of NiFiT production infrastructure components have been identified and are in place
to support the Peoplesoft Financials 9.1 and Peoplesoft Financial Data Warehouse (FDW) applications associated with NiFiT
Deployment 1. lT Audit also found these production infrastructure components have been documented on a named server basis by
the NiFiT Project team and lvere provided to both Nisource lT Compliance and SOX Compliance as parl of Deployment phase
activities for ensuring inclusion into the Nisource lT SOX testing framework for post golive testing starting in Q3 FY13.

For tosting purposes, lT Audit obtained the curent Nisource lT SOX testing framework and noted production server infrastructure
supporting the Peoplesoft Financials 9. 1 and Financial Data Warehouse (FDW) applications has been included for subsequent Q3
FY13 audit testing by both the Nisource lT Compliance and SOX Compliance teams post go-live of Deployment 1.

Recommendation: None.
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Review available testing completion metrics for NiFiTassociated lT general computer contlols to determine
whether these controls are being included in quarterly lT Compliance and SOX Compliance testing efforts.

Results:

lT Audit noted that as of September 20, 20'13, Q3 FYl3 lT SOX testing was in the process of commencing post go-live of NiFiT
Deployment 1 and u€ could not ensure lT generalcontrols associated with the Peoplesoft Financials 9.'l and Peoplesoft Financial
Data Warehouse applications were operating as designed. With primary lT SOX testing for NiFiT-related applications in process at
the time ofthis audit report, lT Audit did not have testing completion metrics available to determine wfiether Nisource lT Compliance
and/or SOX Compliance noted any relevant lT SOX testing exceptions for lT general controls associated with NiFiT Deployment 1.

Recommendation: None.
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lT General Gontrols - Obiective 3

Determine whether adequate alignment exisE on lT general computer control activities implemented by the
NiFiT Proiect team with lT Compliance, SOX Compliance and Deloifte & Touche Audit.

Results:

lT Audit observed various communication points and pre-scheduled meetings occurring between the NiFiT Project team, Nisource's
lT Compliance and SOX Compliance teams, lT Audit and Deloitte regarding assessment activities associated with the
design/offectiveness testing of lT general controls impacted by NiFiT. Besides being an active participant in discussion coordination
between the multiple parties listed above, lT Audit noted the following regularly scheduled communication stream occurred
throughout duration ofthe CMA Deployment and Turnover phases:

. Deloitte lT General Controls Status (Friday 1l:00am EST)

Iype: Bi-weekly status discussion regarding lT general controls, test timing belween Deloitte and both Nisource lT Compliance and SOX
Compliance, lT SOX exceptions realized to date and lT general controls reporting alignment between all parties.

Attendees: NiFiT Project team (where needed), Nisource lT Compliance, SOX Compliance, lT Audit and Deloitte.

Recommendation: None.
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Perform independent effiectiveness testing over seloct lT general computing controls presenting a heightoned
risk to NiFiT post go-live of Deployment l.

Results:

As part of the NiFiT Peoplesoft 9.1 deployment, the NiFiT Project team implemented a software control tool called Phire for object
versioning and migration of moditied Peoplesoft application code into production. Through both inquiry with NiFiT Project team
members and review of a Phire change population from June 1, 2013 to August 15, 2013, lT Audit noted the Phire tool monitors all
Peoplesofr application code changes, as $/ell as specific operating system level changes (i.e. Crystal Reporb, SQR objects, etc.)
rvfiich impact the application.

As part ofthe NiFiT Post-Deployment review, lT Audit performed independent testing of the Peoplesoft change management
process by randomly sampling fifieen ( 15) changed Phire obiects from a total population of '175 Phire changes systematically
obtained from the NiFiT Project team. lT Audit noted the Nisource enterprise change management process requires lT personnel to
document the tracking number (i.e. incident ticket, defect number or change request number) which initiated tho change,
corr€sponding business approval, change description and follow the automated Phire ticket workflow built-in the tool. Upon review
lT Audit determined that while the NiFiT Project team is following the Nisource enterprise change management process, eleven (11)
of fifteen (15) changes sampled did not have attached evidence of ISM Change Ticket business approvals linked to the Phire
change (which lT Audit subsequently was able to obtain via emails outside of the tool). Also, lT Audit found the eleven (11) changes
were not adequately linked to the daily ISM change ticket which evidenced the Peoplesoft change deployment into production.
Additionally, lT Audit noted fourteen (14) of the fifteen (15) changes were closed within the Phire tool greater than one (1) month
after the change was promoted to production.
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lT General Controls - Obiective 4 (Gont.)

Leading Practice Opportunity: While lT Audit noted the NiFiT Project team is following the Nisource enterpdse change
management policy for Peoplesofr changes, the following opportunities exist for the NiFiT Proiect team around Phire change
managemenl:

Ensuring all Phire change tickets are clearly linked to a corresponding ISM change ticket.

Having required Phire change approvals documented and retained in a consistent fashion.

Closing Phire change tickets in a timely manner after the PeopleSoft change management cycle is completed.
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NiFiT Deployment 1 - Post-Deployment Review
Advisory Objectives

REVIEW RESULTS
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Review NiFiT project quality control, risk management, phase procoas and phase closurc activities compared
with industry practice and guidance to intorm NiFiT Project team manag€ment of relevant improvement
opportunities.

Results:

lT Audit found the NiFiT Project team continued to follow Nisource's lT Project Management Methodology (lT PMM) during both the
Deployment and Turnover phases. As the lT PMM calls for standard risk and issue management, the NiFiT Proj€cl team
devoloped, tested and utilized a structured plan to execute activities for production system development. The NiFiT Project team
also followed a defined approach and coordinated plan for Hypercare execution. For testing purposes, lT Audit reviewed the
following NiFiT Deployment I project documentation to detemine whether any opportunities existed for eith€r projoct conduct or
deliverable quality:

. Project Risk and lssues Log.

. Related NiFiT weekly Status Reports.

. Hypercare execution documentation.

. Hypercare status meeting materials.

. Deployment plan and execution communications materials.

Post inspection of the above documentation, lT Audit noted the NiFiT Project team is using good practices in the areas of
projecUrisk management as well as deployment planning and Hypercare execution.
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Recommendation: Post extracting issues and risks from the NiFiT Project Risk and lssues Log, lT Audit found total issues and
risks reported on historical NiFiT weekly Status Reports did not consistently align with issues and risks maintained within the Project
Risk and lssues Log. As risk and issues population within NiFiT weekly Status Reports relies on manual data entry off the NiFiT
Proiect Risk and lssues Log maintained on SharePoint, lT Audit sees an oppo unity for the NiFiT PMO to save extract criteria from
the Project Risk and lssues Log at the time of manual entry into the weekly Status Report. This action would help ensur€ issues
and risks tracked within the NiFiT Project Risk and lssues Log are consistent with issue and risk totals reported on NiFiT weekly
Status Reports.

Management Response: The NiFiT PMO will reconcile the Project Risk and lssues Log in Sharepoint to the weekly NiFiT Status
Report prior to its release. NiFiT PMO will also assist Audit if discrepancies are identified in subsequent reviews.
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Review the project's delivered functional solution acceptance activities (user acceptance) including training,
change management and communications comparcd with industry practice and guidance to inform NiFiT
Project team management of relevant implovement opportunities.

Results:

NiFiT is using prescribed Nisource Organizational Change Management (OCM) tools and procedures to provide overall guidance
for user training, change management and communications for Deployment 1. lT Audit revie\ €d relevant NiFiT OCM project
documentation and, post comparison with OCM materials available from the Association of Change Management Professionals
(ACMP) and experienced-based project knowledge, concluded the NiFiT Project team is following best practice in this area. NiFiT
OCM project documentation inspected by lT Audit was as follows:

. NiFiT OCM Wo*-plan.

. NiFiT Communications Plan.

. NiFiT tr€ining schedul€s and attendance information.

. NiFiT Training Survey Feedback information.

Leading Practice Opportunity: During review of retained user lraining attendance documentation, lT Audit noted a consolidated
attendance reporl for all training delivered (both by core solution and impacted systems) is not available. lT Audit sees an
opportunity for the NiFiT OCM team to facilitate the creation of a NiFiT user training report with delivery metrics inclusive of data
collected at the time of instructor-led training.
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Proiect GonducUDeliverable Qualitv - Obiective 3

Review NiFiT user acceptance approval activities compared with industry practice and guidance to infom NiFiT
Project team management of relevant improvement opportunities.

Results:

lT Audit found the NiFiT Project team follo\^,ed a structure approach to user acceptance approval activities. lT Audit reviewed the
following documentation and compargd to industry best practice to determine any opportunities for improvement:

' Deployment GoNo€o malerials
. Lessons Loarned survey metedal6

lT Audit also conducted interviews with the following key business stakeholders ofthe NiFiT Deployment 1 solution to assess NiFiT
Project team engagement in the deployment process:

. NGD Segment Controller

. Manager HR & PayrollDelivery

. Corpo6te Services - Sagmenl Controller

' VP & General Manager CMA

Based upon documentation review and business stakeholder interview results, lT Audit found no user acceptance improvement
items for the NiFiT Project team from a leading practice perspeclive and encourages mntinued use of similar user acceptance
actions for future NiFiT deployments.

Recommendation: None.
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Review NiFiT Project team activities and plans related to the criteria and metlics used to gauge adoption, usage
and buainess value realization of the NiFiT Deployment 1 solution and compare with industry practice to inform
NiFiT Project team management of lelevant improvement opportunities,

Results:

The NiFiT Project team is using an Operational Measures scorecard to track improvement and value realization metrics for the NiFiT
solution. lTAudit noted NiFiT is using a totaloftwelve (12) operational metrics to gauge value realization from NiFiT and is
following a detined approach for both metric type(s) and success criteria based upon input from the NiFiT Proiect team, related
process owners and Nisource management.

For testing purposes, lT Audit reviewed improvement and value realization metrics as presented by NiFiT and found them to be
relevant to impacted processes. lT Audit also noted these metrics identmed NiFiT and related operational owners for reporting. lT
Audit found four (4) ofthe twelve (12) operational metrics also had benchmark information included from 3d party organizations to
give management insight into Nisource performance amongst its peers for determining improvement and performance goals.

lT Audit did note melrics related to Annual SOX Control Audit Exceptions and Change Adoption Scores (for User Acceptance) \ €re
not reported during the Deployment and Turnover phases as the timeframe for both scorecard measurements were yet to be
completod - with SOX Exceptions targeted post 3d quarter FY13 close and Change Adoption Score results planned for September
30, 2013.



Exhibit No. 13
Schedule No.4(46)o

Page 52 of 53

NiFiT Deployment 1 - Post-Deployment Review wtness rr u eao';1iliT

Proiect ConducUDeliverable Qualihr - Obiective 4 (Cont.)

As of July 2013, the NiFiT Project team had reported the following metrics results after the first close of CMA resident on the NiFiT
solution. lT Audit also noted the NiFiT Project team was/is consistently performing detailed review of these Operational Measures
on a monthly basis forAugust and September 2013 and is adjusting actual metrics, as required.
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I. INTRODUCTION

In accordance with the Pennsylvania Public Utility Commission's (PUC or
Commission) program to identify improvements in the management and operations of
fixed utilities under its jurisdiction, it was determined that a focused management and
operations audit should be conducted of Columbia Gas of Pennsylvania, Inc. (CPA or
Company). Management and operational reviews, which are required of certain utility
@mpanies pursuant to 66 Pa. C.S. S516(a), come under the Commission's general
administrative power and authority to supervise and regulate all public utilities in the
Commonwealth, 66 Pa. C.S. 5501(b). More specifically, the Commission can
investigate and examine the condition and management of any public utility, 66 Pa. C.S.

$331(a).

This report represents the written product of the focused management and
operations audit and contains the resultant findings and recommendations for
improvement in the management and operations of CPA. The findings presented in the
report identify certain areas and aspects where weaknesses or deficiencies exist. In all
cases, recommendations have been offered to improve, correct, or eliminate these
conditions. The final and most important step in the management audit process is to
initiate actions toward implementation of the recommendations.

A. Obiectives and Scope

The objectives of this focused management and operations audit were threefold:

o To provide the Commission, Company, and the public with an
assessment of the economy, efficiency, and effectiveness of the
Company's operations, management methods, organization, practices,
and procedures.

. To identify opportunities for improvement and develop recommendations
to address those opportunities.

. To provide an information base for future regulatory and other inquiries
into the management and operations of CPA.

The scope of this audit was limited to certain areas of the Company as explained
in Section B, Audit Approach.
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B. Audit Approach

This focused management and operations audit was performed by the
Management Audit Staff of the PUC's Bureau of Audits (Audit Staff). The audit process
began with a pre-field work analysis as outlined below:

A five-year internal trend and ratio analysis (see Appendix A) was completed
using financialand operational data obtained from the Company,
Commission, and other available sources. This analysis, which focused on
the period 2007-2011, was supplemented by comparisons to a panel of
natural gas utilities for the period 2007-2011 (see Appendix B).

Input was solicited from Commission Bureaus and Offices, ceftain external
parties, and the Company regarding any concerns or issues they would like to
have addressed during the course of our review.

Prior management and operations audits, follow-up management efficiency
investigations, implementation plans, implementation plan progress reports,
other Commission conducted audits, annual diversity reports, and other
available documents were reviewed.

Information from the above steps was used to initially focus the Audit Staff's work
efforts in the field. Specifically, the following areas or functions were selected for an in-
depth analysis and are included in this report:

. Corporate Governance

. Executive Management and Organizational Structure
o Affiliated lnterests
. Financial Management
. Customer Service
. Gas Operations
o Emerg€ncyPreparedness
. Human Resources

The pre-field work analysis should not be construed as a comprehensive
evaluation of the management or operations in the functional areas not selected for in-
depth examination. Had we conducted a thorough review of those areas, weaknesses
or deficiencies may have come to our attention that was not identified in the limited pre-
field work review.
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The actual fieldwork began on May 9,2012 and continued intermittently through
November 30,2012. The principal components of the fact gathering process included:

o lnteruiews with Company personnel and other Commission Bureaus.

. Analysis of records, documents, and reports of a financial and operational
nature. This analysis focused primarily on the period 2007-2011, and the
year 2012, as available.

. Visits to CPA's main office in Canonsburg, Pennsylvania, the Customer
Contact Center, a local service center, and the Columbus, Ohio offices for the
gas control center and corporate office of NiSource Corporate Services
Company, and observation of selected work practices.

C. Functional Area Ratings

For the functions or areas of the Company that were selected for in-depth
examination, the Audit Staff rated the actual operating or performance level relative to
the expected performance level at the time of the audit. This expected performance
level is the state at which each area or function should be operating given the
Company's resources and general operating environment. Expected performance is
not a "cutting edge" operating condition; rather, it is management of an area or function
such that it produces reasonably expected operating results.

Presented below are the evaluative categories utilized to rate each function or
area's actual operating or performance level relative to its expected performance level:

. Meets Expected Performance Level

. Minor lmprovement Necessary

. Moderate lmprovement Necessary

. Significant lmprovement Necessary

. Major lmprovement Necessary

Our ratings for each function or area reviewed in-depth can be found in Exhibit l-1 on
the next page.
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Exhibit l- 1

Columbia Gas of Pennsylvania, lnc.
Focused Management and Operations Audit

Functional Rating Summary

D. Benefits

Where possible, the Audit Staff attempts to quantify the potential savings that
would be expected from effectively implementing the recommendations made in this
report. However, for the majority of recommendations, it is not possible or practical to
estimate quantitative benefits as their benefits are of a qualitative nature or there was
insufficient data available to quantify the impact. For example, it is difficult to estimate
the actual benefit where new management practices or procedures are recommended
where such did not previously exist or was not fully functional. Similarly, changes in
work flow processes or to implement good business practices will result in improved
effectiveness and efficiency of a specific function but cannot be easily quantified.

The Company will have varying ways to implement the recommendations and as
a result the Audit Staff has not estimated the cost of implementation for
recommendations where no savings were quantified. However, it should be noted by
the reader that the cost of implementing certain recommendations could be significant.

E. Recommendation Summarv

Chapters lll through X provide findings, conclusions, and recommendations
for each function or area reviewed in-depth during this focused audit. Exhibit l-3
summarizes the recommendations with the following priority assessments for
implementation:

Functional Area

Meets
Expected

Performance
Level

Minor
lmprovement

Necessary

Moderate
lmprovement

Necessary

Significant
lmprovement

Necessary

Major
lmprovement

Necessary

Corporate Governance x
Executive Management

and Organizational
Structure

x

Affiliated lnterests x
Financial Management x
Customer Service x
Gas Operations X

Emergency
Preoaredness

x

Human Resources x
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INITIATION TIME FRAME - Estimated time frame on how quickly the
Company should be able to initiate its implementation efforts given the
Company's resources and general operating environment. The time
necessary to complete implementation is expected to vary depending on
the nature of the recommendation and the scope of the efforts necessary
and resources available to effectively implement the recommendation.

BENEFITS - Net quantifiable benefits have been provided where they
could be estimated as discussed in Section D - Benefits. Our estimated
overall level of benefits rankings are not solely based on quantifiable
dollars but rather the Audit Staff's assessment of the potential overall
impact of the recommendation on the efficiency and/or effectiveness of the
Company and/or the services it provides.

o HIGH BENEFITS - lmplementation of the recommendation would
result in major service improvements, substantial improvements in
management practices and performance, and/or significant cost
savings.

. MEDIUM BENEFITS - lmplementation of the recommendation
would result in important service improvements, meaningful
improvements in management practices and performance, and/or
meaningful cost savings.

. LOW BENEFITS - lmplementation of the recommendation is likely
to result in service improvements, management practices and
performances, and/or enhance cost controls.



Exhibit No. 13
Schedule No. a(46)p

Page 12 of 101

\Mtness N. M. Paloney

Rec.
No. Recommendation

Page
No.

Initiation
Time

Frame

Benefits
(including

$ estimates)

Chapter lll - Corporate Governance

-1
Rotate the external audit firm on a periodic basis or, at a
minimum, ensure that the audit firm periodically rotates its
audit manaoer and audit teams.

14
Within
1 year Medium

Chapter lV - Executive Management

v-1 None.

Ghapter V - Affiliated Interests

v-1 None.

Chapter Vl- Financial Management

vt-1 Establish a formal dividend oolicv. 36 30 davs Medium

v-2 Create a formal policy that documents the Company's
operations and maintenance budqetinq process. 36 30 days Medium

vt-3 Fully and accurately complete all schedules in the Public
Utilitv Commission Annual Report.

36
7 -12
months

Medium

Chapter Vll- Customer Service

vlt-1

Complete implementation of mobile automated meter
reading and enact additional measures as necessary to
minimize the number of meters not read within six months
and twelve months and that, at a minimum, customer
suoolied reads are acquired everv six months.

52
3-6

months
Medium

vI-2 Accelerate efforts to relocate inside meters sets or, at a
minimum, the associated requlators outside the structure.

52
Within
1 vear

Medium

vil-3
Strive to minimize write-offs of delinquent accounts
receivable by exploring potential solutions to enhance the
collection efforts.

52
3-6

months

Medium
$15,000

Annual Savinqs

vil-4

Ensure that delinquent account collection agencies are
achieving their performance goals, and as necessary,
replace poor performing agencies with new collection
aoencres.

52
3-6

months
Medium

Chapter Vlll - Gas Operations

vilt-1 Strive to maintain the expedited replacement schedule of
first oeneration oioe.

72 30 days High

vilt-2

Assess high levels of overtime by individual field operations
employees and adjust overtime practices, call out
procedures, shift work, and/or stand by procedures as
needed.

72
3-6

months
High

vilt-3

Expedite hiring of vacant operations related positions and
timely conduct a study to determine needed staffing in
anticipation of expanded capital projects and field
ooerations retirements,

72
Within
1 year Medium
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Rec.
No, Recommendation

Page
No.

Initiation
Time
Frame

Benefits
(including

$ estimates)

Chapter Vlll - Gas Operations (continued)

vilt-4

lmprove dispatching methodologies to ensure that all
emergency dispatches can be completed within 15 minutes
of the emergency call receipt by implementing new or
modifying existing procedures for call outs, stand by lists,
shift work, and/or staffinq levels.

72
3-6

Months
High

Chapter lX - Emergency Preparedness

None. X

Chapter X - Human Resources

None. X
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II. BACKGROUND

Columbia Gas of Pennsylvania, Inc. (CPA or Company) is a natural gas
distribution company (NGDC) headquartered in Canonsburg, Pennsylvania. CPA is a
subsidiary of the Columbia Energy Group (Columbia) which is owned by NiSource lnc.
(NiSource), an energy holding company whose subsidiaries provide natural gas,
electricity, and other products and services to approximately 3.8 million customers
located within a corridor that runs from the Gulf Coast through the Midwest to New
England. NiSource is the successorto an Indiana corporation organized in 1987 under
the name of NIPSCO lndustries, Inc., which changed its name to NiSource on April 14,
1999.

NiSource's natural gas distribution operations serve more than 3.3 million
customers in seven states and operate approximately 58,000 miles of pipeline.
NiSource's principal subsidiaries include Columbia, a vertically integrated natural gas
distribution, transmission, and storage holding company whose subsidiaries provide
service to customers in the Midwest, the Mid Atlantic, and the Northeast; Northern
Indiana Public Service Company, a vertically integrated gas and electric company
providing service to customers in northern Indiana; and Bay State Gas d/b/a Columbia
Gas of Massachusetts, an NGDC serving customers in Massachusetts. Through its
wholly owned subsidiary, Columbia, NiSource owns five distribution subsidiaries that
provide natural gas to approximately 2.2 million residential, commercial, and industrial
customers in Ohio, Pennsylvania, Virginia, Kentucky, and Maryland. NiSource also
distributes natural gas to approximately 795,000 customers in northern Indiana.
Additionally, NiSource's subsidiary, Columbia Gas of Massachusetts, distributes natural
gas to approximately 298,000 customers in Massachusetts. NiSource's 2011 revenues
totaled $6.0 billion of which $2.9 billion resulted from natural gas distribution operations.
Of the $2.9 billion in natural gas distribution, $395.6 million was revenue from CPA.
During 2011, CPA accounted for approximately 6.6% of NiSource's total revenues and
13.6% of its natural gas distribution revenues.

NiSource has 15 direct subsidiaries and these subsidiaries have a total of 63
additional subsidiaries for a total of 78 NiSource subsidiaries. NiSource's corporate
structure and the affiliates relevant to CPA's operations are displayed in Exhibit ll-1,
including NiSource Corporate Services Company (Corporate Services). Corporate
Services provides centralized services, such as accounting and legal services, etc., to
NiSource Transmission Providers, Marketing and Energy Affiliates, and other direct or
indirect subsidiaries of NiSource, see Chapter V - Affiliated lnterests for more details.
More specifically Corporate Services provides a significant amount of services to CPA.
Also shown on Exhibit ll-1 is Columbia Gas of Pennsylvania Receivables Corporation; a
wholly owned subsidiary to which CPA sells accounts receivables. This company is
also discussed further in Chapter V - Affiliated Interests.
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Exhibit ll- 1

NiSource lnc.
Gorporate Structure
As of October 2012

BaY State Gas dlbla
Columbia Gas of
Massachusetts

Source: Data Request 2
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Due to the complexities of the reporting relationships used by CPA and its
affiliates that perform various functions for the Company, the President of the Company
and this position's subordinates are reviewed in more detail in Chapter lV - Executive
Management and Organizational Structure. However, since the majority of CPA
positions do report to the CPA President all other organizational structures relevant to
this audit are displayed in the appropriate chapter that discusses that functional area.
For example, the engineering, construction, and operations departments ultimately
report to positions in Corporate Services but most of the employees within these
departments are CPA employees (see Chapter Vlll - Gas Operations). CPA's union
employees, which are the employees from the Field Operations Department (e.9.,
equipment operators, plant and service specialists, corrosion testers, etc.), are
represented by one of five different unions:

o PA North - Utility Workers Union of America , #475;
. PA Central - Bethel Park - Utility Workers Union of America,#479i
. PA Central - Washington - United Steelworkers of America, l-ocal 7139-03;
. PA South - United Steelworkers of America, Local 13836;
. PA East - United Steelworkers of America. Local 1852

During the calendar year 2011, CPA had an average of 414,806 jurisdictional
customers which was comprised of 377,317 residential customers,37,204 commercial
customers, and 285 industrial customers as displayed in Exhibit ll-2. For calendar year
2011, CPA's gross operating revenue among residential, commercial, and industrial
customers was approximately $395.6 million. Residential customers accounted for
approximately 91 .0% of the customer base, 76.0% of the operating revenues, and
715% of the total deliveries. Commercial customers accounted for approximately 9.0%
of the customer base, 23.4o/o of the operating revenues, and 27 .8o/o of the total
def iveries. Industrial customers accounted for less than 0.1%o (0.07%) of the customer
base, 0.6% of the operating revenues, and 0.7o/o of the total deliveries. As can be found
in Appendix A, other key data and statistics for CPA's service area as of December 31,
2011 include: utility plant in service of $1.1 billion; 7,363 total miles of main; 418,296
services; total gas operations and maintenance expense of $417.5 million; unaccounted
for gas of -1.5%; and 496 employees.

Exhibit ll- 2
Columbia Gas of Pennsylvania, Inc.
Jurisdictional C ustomer Statistics

For the Year 2011
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III. CORPORATE GOVERNANCE

Backqround

As discussed in Chapter ll - Background, Columbia Gas of Pennsylvania, Inc.
(CPA or Company) is a subsidiary of the Columbia Energy Group (Columbia)which is
owned by NiSource Inc. (NiSource), an energy holding company. NiSource is a publicly
traded company listed on the New York Stock Exchange under the symbol Nl.
Therefore, NiSource is subject to the corporate governance requirements contained in
both the Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley) and the corporate governance
rules of the New York Stock Exchange (NYSE).

As of October 2012, NiSource has a 12 member Board of Directors (Board)
comprised of the President and Chief Executive Officer (CEO) of NiSource and 1 1

independent Board members (including the Chairman of the Board). NiSource's
shareholders elect members of the Board for one-year terms at the annual shareholder
meeting. As of 2012, the average tenure of the NiSource Directors was approximately
seven years with one of the Directors having been appointed for the first time in 2012.
The Board has adopted independence guidelines, as part of NiSource's Corporate
Governance Guidelines, to assist the Board in determining director independence in
accordance with NYSE and Securities and Exchange Commission (SEC) requirements.
The Board has determined, based on its guidelines, that 1 1 of the 12 board members
are independent. The Board conducts its business by using the following committees:

. Audit Committee is responsible for monitoring the integrity of the Company's
financial statements, the independent auditors' qualifications and
independence, performance of the Company's internal audit function and the
independent auditors; and compliance by the Company with legal and
regulatory requirements. The Audit Committee is comprised of six
independent members and met 11 times during the 12 months ended October
2012.

. Corporate Governance Committee is responsible for recommending to the
Board the compensation of directors, identifying individuals qualified to
become Board members, recommending to the Board director nominees for
election, developing and recommending to the Board a set of corporate
governance principles applicable to the Company, and overseeing the
evaluation of the performance of the Board, the CEO and the CEO's
executive direct repofts. The Corporate Governance Committee is comprised
of all 11 independent members and met six times during the 12 months
ended August 2012.

. Environmental, Safetv and Sustainabilitv Committee reviews the status of
environmental compliance, environmental public policy issues and health and
safety issues. The Environmental, Safety and Sustainability Committee is
comprised of four independent members and met five times during the 12
months ended August 2012.
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. Finance Committee oversees and monitors NiSource's financial plans, capital
structure, and financial risk. The Finance Committee is comprised of seven
independent members and met six times during the 12 months ended August
2012.

o Officer Nomination and Compensation Committee advises the Board with
respect to nomination, evaluation, compensation and benefits of directors and
officers. The Officer Nomination and Compensation Committee is comprised
of five independent members and met six times during the 12 months ended
August 2012.

Columbia's Board of Directors is composed of three NiSource Officers and
therefore none of the members are independent. CPA's Board of Directors is
comprised of three members who are employed by CPA or NiSource; therefore, none of
the members of the CPA Board are independent. Neither the Columbia Board nor the
CPA Board utilizes any committees (for more detailed information on the Columbia and
CPA Boards' Directors see Chapter lV - Executive Management).

NiSource has a Code of Business Conduct (Code) that applies to all directors,
officers, and employees of NiSource and its subsidiaries. NiSource's Vice President of
Ethics and Compliance, is responsible for the administration of the Code. Employees
can report improprieties to the Manager of Corporate Compliance, the Vice President of
Ethics and Compliance or anonymously via an Ethics and Compliance Hotline.

Corporate governance guidelines and related documents are available for review
by the shareholders and public at large on NiSource's website. Documents available on
the website include:

o Charters for the Audit, Corporate Governance, Environmental Safety &
Sustainability, Finance, and Officer Nomination and Compensation
Committees:

. Code of Business Conduct; and

. Corporate Governance Guidelines.

The Internal Audit Department performs the internal audit function for all
NiSource subsidiaries, including CPA. The Vice President of the Internal Audit
Department is accountable to NiSource management and the Audit Committee. The
Vice President of the lnternal Audit Department reports functionally to the Audit
Committee and administratively to the CEO. An Internal Audit Charter describes the
Mission and Scope of Work, Accountability, Independence and Objectivity,
Responsibility, Authority and Standards of the Internal Audit Department. All 12 staff
members of the Internal Audit Department are members of the Institute of Internal
Auditors. The Audit Committee oversees the Internal Audit Department and approves
the f nternal Audit Plan each year. The 2012lnternal Audit Plan was focused on
conducting audits of NiSource's key risk areas of: Business Continuity, Business
Support, Capital & Project Management Process, Commercial Contracts, Corporate
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Governance, Customer Service, Electric Generation and Transmission & Distribution
Maintenance, Employee Safety & Sustainability, Field Operations, Financial, Fuel & Gas
Procurement, Information Technology (lT), Integrity Management Programs, lT
Outsourcing Costs/Performance, Optim ization/Risk Management, Regu latory
Compliance and Risk Management.

The Audit Committee operates pursuant to a written charter consistent with the
applicable standards of the SEC and the NYSE. As required by the SEC under its final
rules issued January 2003, a public company must disclose in its annual report that it
has or does not have at least one audit committee financial expert. Pursuant to Section
3034.07 of the NYSE's Listed Company Manual, each member of the Audit Committee
must be financially literate, or must become financially literate, within a reasonable
period of time after his or her appointment to the Audit Committee. ln addition, at least
one member of the Audit Committee must have accounting or related financial
management expertise. All members of the Audit Committee are 'Tinancially literate" in
accordance with NYSE rules. The Audit Committee Chairman has been designated as
the "audit committee financial expert" per SEC rules. The Audit Committee makes
regular reports to the board including an annual review of its own performance. The
Audit Committee Charter was updated in 2010 based on recommendations of the
lnstitute of lnternal Auditors.

The Audit Committee has the sole authority to appoint, retain or replace the
external auditor, which is presently Deloitte & Touche LLP. The Audit Committee is
directly responsible for the compensation and oversight of the work of the external
auditor. The external auditor repofts directly to the Audit Committee. Annually the
NiSource shareholders vote whether or not to ratify the appointment of Deloitte &
Touche LLP to continue as the external auditor. The Audit Committee meets as often
as it deems necessary, but no less than quarterly. The Vice President of the Internal
Audit Department, the external auditor and NiSource management provide status
reports during regularly scheduled Audit Committee meetings (i.e., at least three times a
year). Time is provided for both open and private meetings as needed.

Findinqs and Conclusions

Our examination of the Corporate Governance function included a review of
NiSource, Columbia, and CPA Boards of Directors' organization including committee
structure and charters; Director independence; business conduct and ethics codes;
Internal Audit; relationship with the independent auditor; documents related to corporate
governance; annual repofts; etc. Based on our review, the Company should initiate or
devote additional efforts to improving the efficiency and/or effectiveness of its Corporate
Governance function by addressing the following:
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1. NiSource has used the same external audit firm for over 10 years.

NiSource has used Deloitte & Touche LLP for its annual external audits since
May 21,2002 when the Board of Directors, upon recommendation of its Audit
Committee, dismissed Arthur Andersen LLP as the external audit firm. We believe it is
a best practice is to periodically rotate the external audit firm. When the same audit firm
repeatedly develops the overall audit approach and performs the annual audit steps for
an extended number of years, there is potentialfor auditors to become more and more
complacent in the audit effort, thus lessening the objectivity of the audit. Therefore, it is
a best practice to periodically rotate the external audit firm. This should be considered
every five to ten years. There likely would be an increase in the cost of performing the
annual audit in the first year or two as it will take a new firm more hours to develop
familiarity with the accounting systems, policies and procedures as it goes through a
learning curve and, therefore, rotation more frequently than every five years likely would
not be cost beneficial. On the other hand, by using the same audit firm for more than
ten years it is quite likely that familiarity will lead to complacency and the objectivity of
the audit will be reduced to the point that a fresh perspective is worth the additional cost
of changing firms.

An alternative to audit firm rotation that would help to maintain independence and
reduce complacency would be for the external audit firm to follow a policy that assures
the periodic rotation of the audit manager and entire audit team assigned to the audits.
This would be in addition to the SEC requirement to rotate the engagement partner at
least every five years.

Recommendation

1. Rotate the external audit firm on a periodic basis or, at a minimum, ensure
that the audit firm periodically rotates its audit manager and audit teams.
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IV. EXECUTIVE MANAGEMENT & ORGANIZATIONAL STRUCTURE

Backqround

As discussed in Chapter ll - Background, Columbia Gas of Pennsylvania, Inc.
(CPA or Company) is a subsidiary of the Columbia Energy Group (Columbia) which is
owned by NiSource Inc. (NiSource), an energy holding company. ln addition, NiSource
Corporate Services Company (Corporate Services) is an affiliate of CPA that provides
various corporate services to the Company. CPA and Columbia Gas of Maryland, Inc.
(CMD) are managed by the same group of executives, and the headquarters of both
companies is located in Canonsburg, Pennsylvania. The President of CPA/CMD is
responsible for revenue, regulatory requirements and community relations, and reports
to the Chief Regulatory Officer of Corporate Services. The organization under the
direction of the President of CPA/CMD is shown in Exhibit lV-1.

Exhibit lV - 1

Columbia Gas of Pennsylvania, Inc.
President's Organizational Structure

As of October 2012

NiSource lnc.

President & CEO

NiSource lnc.

Executive VP & Group CEO

Distribution Operations

Corporate Services

Chief Regulatory Officer

Source: Data Request 1
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Unlike the organization structure found at most other natural gas distribution
companies, the person responsible for CPA's field operations does not report directly to
the President of the regulated utility. Instead, the Vice President and General Manager
of Field Operations for CPA/CMD reports directly to Corporate Services' Chief
Operating Officer. The organization and practices for CPA's field operations are
detailed in Chapter Vlll - Gas Operations. Likewise, there are certain customer service
activities, such as the Customer Contact Center, customer interface programs, meter
reading, billing, and collections that are under the direction of Corporate Services' Vice
President of Customer Operations. The organization and practices for CPA's customer
service activities are detailed in Chapter Vll - Customer Service.

As of October 2012, CPA's Board of Directors (Board) is comprised of three
corporate officers listed below and their reporting relationships within the organization
are depicted in Exhibit lV-2:

. NiSource's Executive Vice President and Group Chief Executive Officer
(CEO)of Distribution Operations who was named the CEO and became a
Board Member on May 1,2012.

o The President of CPA/CMD joined the Board on June 20,2012 (note he was
the acting President from March 27 ,2012 - June 20,2012).

. The CPA/CMD Vice President and General Manager of Field Operations
joined the Board on June 20,2012.

Exhibit lV - 2
Columbia Gas of Pennsylvania, Inc.

Board of Directors
As of October 2012

! ruemOer of CPA Board

NiSource lnc

President & CEO

Corporate Services

Chief Regu latory officer

Source: Data Request 1
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Similar to CPA, Columbia's Board also consists of three NiSource executives.
As of October 2012, Columbia's three Board members and their reporting relationships
within the organization are depicted in Exhibit lV-3:

. NiSource's Executive Vice President and Chief Legal Officer became a Board
member on June 14,2010; is responsible for all legal functions, ethics,
compliance, and environmental, safety, and sustainability.

. NiSource's Executive Vice President and Chief Financial Officer (CFO)
became a Board member on December 3, 2008; is responsible for finance
and accounting functions, information technology, supply chain services, real
estate and facilities.

. NiSource's Executive Vice President and Group Chief Executive Officer
(CEO) became a Board member on June 14,2010; is responsible for
NiSource Gas Transmission and Storage and Northern Indiana Public Service
Company.

Exhibit lV - 3
Columbia Energy Group

Board of Directors
As of October 2012

Executive VP & Group CEO

I UemUer of Columbia Board

Source: Data Request 1
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As of October 2012 neither the CPA Board nor the Columbia Board was utilizing
any Board Committees. All Board members are employees of the Company or an
affiliate and therefore are not considered as being independent under the standards
established by the New York Stock Exchange and Securities and Exchange
Commission. The CPA Board and Columbia Board meet as needed to discuss issues
that impact CPA or the other Columbia affiliates. As previously mentioned in Chapter lll
- Corporate Governance, the NiSource Board is the uppermost board in the
organization. Therefore financing and operational issues are generally forwarded to
NiSource's Board for approval.

As part of the review of CPA's planning process, the Audit Staff reviewed
NiSource's strategic planning. The areas of strategic planning applicable to CPA,
among others, include: infrastructure replacement, integrity management systems,
growth, shale opportunities, fully automated meter reading utilization and improved
Occupational Safety and Health Administration (OSHA) recordable rates. Infrastructure
replacement and integrity management are addressed in more detail in Chapter Vlll -
Gas Operations. Automated meter reading is detailed in Chapter Vll - Customer
Service. OSHA recordable rates are discussed in more detail in Chapter X - Human
Resources. In order to fund the strategic plans, especially regarding infrastructure
replacement, CPA indicated plans to both file annual rate cases and use the distribution
system improvement charge (DSIC) for the foreseeable future. Many of these areas of
strategic planning include involvement from Corporate Services (i.e., implementation of
automated meters). The areas of responsibility for Corporate Services are detailed in
Chapter V - Affiliated Interests.

Executive pay and benefits and descriptions of the pay and compensation
programs are contained in Chapter X - Human Resources. The same benefits are
offered universally to all employees regardless of position. Likewise executives and all
other employees are included in the incentive pay program which is described in more
detail in Chapter X - Human Resources.

The succession plan at CPA is based upon corporate wide (i.e., NiSource)
succession plans for key leadership positions. All leaders of exempt employees are
responsible for succession planning on an annual basis. lnitially, business needs are
identified late in the calendar year. Once this occurs, then the competencies required
are reviewed and the business/function leaders are contacted near the end of the first
quarter of the next year. The prospective candidates are then evaluated based on both
potential and performance, Additional efforts are made to identify female and minority
candidates where possible. This assessment occurs from March to early July. The
review documents are submitted to Human Resources in July. The approach to ready
candidates for opportunities is then created and executed though an action plan
developed in August. Results are evaluated as needed. AIso, as much as practical,
and dependent upon the needs of the business unit, the Company offers cross business
unit opportunities, temporary leadership opportunities, project and rotational
assignments as well as significant development opportunities.

The spans of controlfor CPA related positions are displayed in Exhibit lV-4. Due
to the complexity of the organizational structure and reporting relationships within CPA,
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Corporate Services, and NiSource, there are several cases of: CPA employees
reporting to a superior from either Corporate Services or another affiliate such as
another natural gas distribution company (e.9., CMD); an employee who works for
multiple affiliates (e.9., CPA and CMD); or a CPA superior who has employees who are
working for another affiliate.. For the sake of our spans of control evaluation,
supervisors and employees from other companies are included when they are a
superior or a subordinate to a CPA employee.

Exhibit lV - 4
Columbia Gas of Pennsylvania, Inc.

Spans of Gontrol Analysis
As of October 2012
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In general, for maximum organizational efficiency and effectiveness, a company
should aim for spans of control between 1:4 and 1:9. However, the majority of the
positions in the CPA organization is in the operations, engineering, construction, and
meter reading areas (over 95% of total CPA positions). These positions tend to have
higher spans of control for their reporting relationships as their work is similar, generally
repetitive and their productivity is quantifiable thereby requiring less direct supervision.
This would justify having 50% of the reporting relationships with spans of control above
1:9. Likewise, for the reporting relationships with lower spans of control (i.e., less than
1:4), there are employees who manage a functional area where they work directly with
external parties (i.e., contractors, etc.), have specialty areas or expertise, or have
geographical constraints. These positions represent only 9.4o/o of the total reporting
relationships in CPA. Also note that the spans of control were performed on the number
of positions, not the number of employees. There are a signification number of open
positions at CPA, the majority of which are in the operations, engineering, and
construction areas. The analysis of open positions is discussed further in Chapter Vlll -
Gas Operations.

Employee surveys are conducted annually. These surveys have questions
relevant to both the corporate (NiSource) structure and the local (CPA) structure.
These surveys allow employees to give input and/or their perspectives on Company
policies and efforts. Sample subject areas on the employee surveys include:
communications to and from their superiors, communications of goals and objectives,
how corporate goals apply to individualjobs, employee input and suggestions, job
recognition, developing skills and building strengths for growth and development, safety
issues, and teamwork and work group building.

Findinqs and Conclusions

Our examination of the Executive Management function included a review of the
Company's organization structure, planning, executive compensation, and succession
planning. Based on our review of the Executive Management function, no evidence
€me to our attention that would lead the Audit Staff to conclude that the areas
reviewed were not being addressed adequately.

Recommendation

None.
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V. AFFILIATED INTERESTS

Backqround

This chapter presents the results of the Audit Staff's review of the nature and
extent of transactions between Columbia Gas of Pennsylvania, Inc. (CPA or Company)
and its affiliates. As discussed in Chapter ll - Background, CPA is a natural gas
distribution company (NGDC) headquartered in Canonsburg, Pennsylvania that is
wholly owned by the Columbia Energy Group (Columbia) that in turn is wholly owned by
NiSource Inc. (NiSource), an energy holding company. An entity chart of NiSource and
its subsidiaries is shown on Exhibit ll-1. CPA is organized as shown on Exhibit lV-1.

CPA's various affiliated interests are detailed within its affiliated interest
agreements (AlAs)as approved by the Pennsylvania Public Utility Commission (PUC or
Commission). Each AIA includes a general description of the type of goods or services
provided to or from each entity, and some AlAs describe the methodologies that are
used to allocate costs. Most recently CPA submitted two AlAs and one amendment to
one of these AlAs for Commission approval between January 1, 2009 and December
31,2011. One of the AlAs was approved by the Commission on February 25,2010, at
A-2009-2143273, A-2009-2154634 and G-2009-2143275, for the sale of accounts
receivable to newly created wholly-owned CPA subsidiary, Columbia Gas of
Pennsylvania Receivables Corporation (CPRC). CPA stated that purpose for creating
CPRC and in turn selling its accounts receivables to CPRC was to obtain access to a
reliable alternative source of short term financing. An amendment to the AIA between
CPA and CPRC was approved on January 13,2012, at G-2011-2268697, which
included the Receivables Purchase Agreement (RPA), to provide the parties flexibility to
modify, as part of the annual contract renewal, the monthly maximum limits of
receivables that may be sold, subject to the previously approved maximum limit of
$75 million. The second AIA received Commission approval on March 1,2012, at
G-2012-2285085, concerning the issuance of promissory notes between CPA and
NiSource Finance Corporation and a securities certificate, at 5-2012-2282635, for the
issuance of promissory notes in an aggregate principal amount not to exceed
$185 million.

When feasible, NiSource affiliates directly charge for services provided to
another affiliate. When it is impractical to charge an affiliate directly for services
provided, allocation bases are utilized. As previously mentioned in Chapter ll -
Background, NiSource Corporate Services Company (Corporate Services) provides
centralized services to a number of NiSource subsidiaries, including CPA. Corporate
Services provides the following services to NiSource Transmission Providers, Marketing
and Energy Affiliates, and other direct or indirect subsidiaries of NiSource:

. Accounting and budget,

. Human resources,

. Informationtechnology,

. Legal,

. Tax,
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. Corporatecommunications,

. Insuranceprocurement,

. Risk management,

. Corporate credit,

. Investor relations,

. Real estate seryices,
o Internal audit, and
. Supply chain non energy procurement.

Corporate Services uses a detailed NiSource Cost Allocation Manual (CAM) to
distribute its costs among the affiliates it provides services. The CAM lists 13 different
allocation bases for allocating charges among affiliates as follows:

o direct costs,
o groSS fixed assets and operating expenses,
o gross fixed assets,
o groSS depreciable property and total operating expense,
o gfoSS depreciable property,
o automobile units,
o number of retail customers,
o number of regular employees,
. fixed allocation,
. number of transportation customers,
. number of commercial customers,
o number of residential customers, and
. number of high pressure customers.

The majority of the CPA's intercompany charges come from Corporate Services
as it is the primary provider of the administrative services needed to operate. Corporate
Services employees are encouraged to directly charge affiliates when possible.
However, when it is necessary to allocate charges to more than one affiliate benefitting
from the work being performed, Corporate Services uses the appropriate charge codes
for the affiliates being billed. Corporate Services uses a job order system to collect
costs that are applicable and billable to affiliates. Whenever a new job order is created,
a decision is made cooperatively by the departmental head working with the operating
company and Corporate Services personnel about how costs assigned to that job order
will be allocated among participating affiliates. Costs are then assigned using one of
the Basis of Allocation or direct company codes, as described in the CAM. The job
order assigns a ten digit number to the project(s) involved and identifies the cost
allocation method to be used to charge the costs of the project. Unless a change
occurs in the identity of the affiliates participating in a specific job order, costs that are
assigned to the job order are consistently billed by Corporate Services to its affiliate(s)
from that point foruard because the job order bases of allocation remain the same over
time. The job orders are maintained by the Corporate Services Accounting Department;
and therefore, only employees within Corporate Services Accounting can create or
modify job orders. Each job order can be set up with only one Basis of Allocation and,
in many cases, only one specific allocation code or direct company billing is set up for a
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particular job order, depending on what affiliate(s) benefit from the services. In the
CAM, generaljob order guidelines are department specific. lf an employee would
attempt to use an allocator that is different from that provided for in the job order the
accounting systems would prompt an immediate error and not allow the data input to
continue. ln accordance with NiSource's Procurement Policy, when requesting a
purchase order, the person initiating the purchase order works with the Corporate
Services Supply Chain Department to ensure all information, including the allocation of
how the goods or seryices cost will be charged to the receiving entity, is included on the
purchase order.

There is no written policy or guidelines regarding which allocation factor is to be
used to allocate particular types of costs between affiliates. However, the NiSource
affiliates follow a policy whereby employees familiar with his/her department are
responsible for appropriately allocating costs for seryices they provide. An employee's
expenses may be charged to CPA by other affiliates if deemed appropriate by the
employee's direct supervisor. The immediate supervisor of the employee who is
requesting reimbursement must approve the employee's expenses, including any
allocation of expenses. The immediate supervisor, or in their absence the next higher
level management, must approve any expense advances issued in accordance with the
Business Expense and Reimbursement Accounting Policy. All intercompany
transactions are approved by the affiliate providing the service before the service is
billed. The approvals are performed by an employee familiar with how the service
should be charged (i.e., direct billed or allocated). Likewise, the costs are also reviewed
for approval of payment by the employees of the affiliate receiving the intercompany
invoice who are familiar with services being billed. In accordance with the AlAs,
approved payments are generally made by the affiliate receiving the service within 30
days of receipt of the intercompany invoice. Additionally, a formal review of cost
allocations is performed annually and cost allocation audits were performed each year
from 2009 through 2011 by the Corporate Services Internal Audit Department.

A summary of CPA's intercompany receivables and payables for 2009 through
November 2012 are shown in Exhibit V-1. The intercompany receivables and payables
are categorized by affiliate and totaled by year. From 2009 through 2011, net annual
payables to affiliates decreased by approximately 8%. Furthermore, after annualizing
the net annual payables for 2012 at$230,211,944 (based on 1 1 months actual), it
appears that the net annual payables to affiliates decreased by approximately 17oh from
2009 to 2012.
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Exhibit V-l
Columbia Gas of Pennsylvania, Inc.

Intercompany Receivables and Payables
For the Years 2009 - 2011 and January - November 2012

Intercompany Receivables

Gompany 2009 2010 2011 2012YTD*

Columbia Gas of Kentucky $152,128 $58,302 $112,743 $403,692

Columbia Gas of Ohio $658,857 $530,895 $605,644 $2.566.372

Columbia Gas of Maryland $1,123,547 $837,963 $1,038,835 $967,237

Columbia Gas of Virginia $6'19,759 $545,755 $392,043 $710,578

Colum bia Gas Transmission $13,443,930 $170,820 $156,003 $122,340

Columbia Gulf Transmission $331,408

Columbia Gas of Massachusetts $6,944 $17

NiSource Corporate Services $521,421 $505,887 $660,300 $511,848

NiSource Retail Services $26,539 $4,295 $4,143 $10,083

Columbia of Pennsylvania Receivables $718,371 $873,546 $489,950

Enerqv USA $16,61e

NiSource Incorporated $1,524,000 $36,740 $211,730 $117,221

NiSource Money Pool $288,186 $432,812 $1,366,580 $361,659

Total Intercompany Receivables $18,358,367 $3,865,403 $5,421,567 $6,592,405

Intercompany Payables

Company 2009 2010 2011 2012YTD*

Columbia Gas of Kentucky $21,003 $17,778 $17,658 $68,844

Columbia Gas of Ohio $5,055,002 $3,690,636 $3,383,750 $3,250,186

Columbia Gas of Maryland $426,639 $398,529 $752,218 $775,447

Columbia Gas of Virginia $257,341 $80,057 $132.756 $482,734

Columbia Network Services Company $5,472 $5,472 $5,472 $5,016

Columbia Gas Transmission $50,120,881 $54,1 16,415 $49,260,722 $44,868,264

Columbia Gulf Transmission $869,429 $'t,022,623 $884,181 $765,971

NiSource Corporate Services $221,291,339 $193,031,370 $186,880,931 $147,885,643

Energy USA $47,568

NIPSCO $18,3ee

Columbia of Pennsylvania Receivables $100

NiSource Incorporated $522,600 $1,995,06e $160.242 $221,650

NiSource Finance Company $16,607,196 $16,681,085 $18,292,796 $19,281,477

NiSource Money Pool $80,962 $21,901 $14,788

Total Intercompany Payables $295,305,432 $271,057,533 $259,792,627 $217,620,020

Net Annual Payables to Affiliates $276,947,065 $267,192,130 $254,371,060 $211,027,615
" The2012 YTD column shows charges through November 2012.
Source: Data Request 3 and 326
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Ring-fencing is the term used to describe efforts which are intended to insulate a
regulated utility from the potentially riskier activities of unregulated affiliates. The
objective is to ensure that the financial stability of the utility and the reliability of its
service are not impacted by the activities of non-regulated corporate activities. CPA
and NiSource have no specific written policies related to ring-fencing efforts. However,
CPA does not guarantee the debt of any of its affiliates, nor does it pledge its assets as
collateralfor the debt of its affiliates. These two practices help to insulate CPA's
financial strength from that of its affiliated companies. CPA does participate in the
NiSource Money Pool, a short term funding vehicle that allows NiSource companies
access to funds for short term needs. Unregulated NiSource affiliate companies are
allowed to invest in but not borrow funds from the money pool, which is another form of
insulation or ring-fencing for CPA and other regulated NiSource affiliates from their
unregulated affiliates.

Competitive safeguards and affiliate standards of conduct at natural gas utilities
were established by Commission Order, adopted on May 11,2000, at Docket No.
M-00991249F0009 and are further addressed by the Commission's policy statement
regarding affiliated interest issues of Natural Gas marketers at 52 Pa. Code
569.191-192. The purpose of these safeguards is to assure the provision of direct
access on equal and nondiscriminatory terms to all customers and suppliers, prevent
discrimination in rates, terms or conditions of service by natural gas distribution
companies, prevent the cross subsidization of service amongst customers, customer
classes or between related distribution companies and suppliers, to forbid unfair or
deceptive practices by production companies and suppliers, and to establish and
maintain an effective and vibrant competitive market in the purchase and sale of retail
energy. Suppliers, electric and natural gas distribution companies must comply with
certain requirements that address items such as:

. Preferential treatment in the processing of retail generation supply service
requests,

. Dissemination or disclosure of customer information.. False or deceptive advertising, and

. Dispute resolution process.

The Standards of Conduct section of CPA's gas tariff, which can be found on the
Company's website, contains the following topic areas that specifically cover the
provisions listed above: General Requirements, Dispute Resolution Procedures and
Complaint Procedures.

Annually, approximately 15 percent of the NiSource employee population
receives training on Federal Energy Regulatory Commission Order No. 717 Standards
of Conduct training. ln addition, certain groups receive Anti-market Manipulation
Training (i.e., approximately 5% of employees) and Anti-trust training periodically to all
relevant employees (i.e., approximately 9o/o of employees). Annually, all managers and
higher level management are reminded about rules governing affiliate relationships.
This reminder is sent to them via intercompany emailfrom the Corporate Services
Corporate Compliance Department.
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Findinqs and Conclusions

Our examination of the Affiliated Interests function focused primarily on an
examination of affiliated interest agreements, cost allocation methodologies and
compliance with existing cost allocation policies, practices and procedures, inter-
company transactions, ring-fencing efforts and a review of eompetitive safeguards.
Based on our review of Affiliated Interests, no specific evidence came to our attention
that would lead the Audit Staff to believe that the areas reviewed were not being
addressed adequately.

Recommendation

None.
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VI. FINANCIAL MANAGEMENT

Backqround

As discussed in Chapter ll - Background, Columbia Gas of Pennsylvania, Inc.
(CPA or Company) is a subsidiary of the Columbia Energy Group (Columbia) which is
owned by NiSource lnc. (NiSource). As detailed in Chapter V - Affiliated lnterests, the
accounting and financial planning activity is one of several functions performed on the
behalf of all NiSource affiliates, including CPA, by the NiSource subsidiary NiSource
Corporate Services Company (Corporate Services). In particular, Corporate Services
provides accounting and financial services to all of NiSource's natural gas distribution
companies (NGDCS), including CPA. As shown in Exhibit Vl-1, Corporate Services'
Senior Vice PresidenUChief Commercial Officer oversees the Accounting and Financial
Planning Departments.

ln general, Corporate Services' Accounting Department is responsible for asset
accounting, research and other special studies, cash management, and general
accounting for all of NiSource's NGDCs. More specifically, the Accounting Department
is responsible for the following:

o Providing value added financial services to both intemal and external
customers.

. Financial activities such as the preparation of NiSource and affiliates results
and the preparation, maintenance and analysis of actual financial statements
and records which are used for internal and external reporting.

. Supporting and maintaining certain business application systems and records
which are used for internal and external repofting.

. Complying with NiSource system policies and procedures, generally accepted
accounting principles (GAAP), Sarbanes Oxley and applicable regulatory
standards.

. Preparation and distribution of timely and accurate financial statements in
accordance with GAAP to internal and external users.

o Providing accurate and timely financial information for various intemal and
external reports and filings.

o Preparation of variance analysis, audit schedules and responses to special
requests.

. Staying current with emerging accounting and reporting guidelines and trends
including Financial Accounting Standards Board and Securities and
Exchange Commission (SEC) standards and interpretations.

. Providing assistance to regulatory and other departments for rate case
activities, including routine regulatory fi lings, pro-forma calcu lations, testimony
and data requests, review and analysis of rate case suppoft, new rate orders
and accounting orders.

. Maintaining accurate and current asset records including depreciation and
leases schedules.

. Managing cash activities of NiSource's NGDCs.
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Exhibit Vl-1
NiSource Gorporate Services Company

Accounting and Finance Department Organization Chart
As of July 22,2012

NiSource Inc.

President & CEO

NiSource lnc.

Executive VP & Group CEO

Natural Gas Distribution

NiSource Corporate Services Company

Senior VP/Chief Commercial Officer

Director of
Financial Planning

Manager of
Strategic Financial

Planning

Manager of
Strategic Financial

Planning

Manager of
Strategic Financial

Planning

Source: Data Request No. 152
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In general, Corporate Services' Financial Planning Department is responsible for
revenue, capital and Operation and Maintenance (O&M) financialforecasting, budgeting
and analysis for all of NiSource's NGDCs. More specifically, Corporate Services'
Financial Planning Department is responsible for the following:

. Budgeting and financial planning process, including data gathering and
coordination with business partners, departments and functions within
NiSource.

. Preparing financial models for internal use within business unit and NiSource,
model revenues, perform economic analysis and provide business case
development support for special projects.

. Analyzing actual results against budgets and research and prepare
explanations regarding business drivers.

. Providing assistance to regulatory and other departments for rate case
activities, including routine regulatory fi lings, pro-forma calculations, testimony
and data requests, review and analysis of rate case support, new rate orders
and accounting orders.

All NiSource affiliates use a calendar year of January 1 through December 31 as
their fiscal year. The O&M expense budgeting methodology used by CPA is a
combination of a "top down" and "grass roots" approach. At a high level, the O&M
budget seryes as a key component of CPA's overall financial plan and at more detailed
level its serves as a cost management tool. Annually the Corporate Services
management team, including CPA's management, first identify the general O&M
requirements and then establish financial goals and planning objectives in conjunction
with NiSource's senior management. These overall corporate wide goals and
objectives are then communicated to each successive layer of management and
employees, and the Corporate Services Financial Planning and Analysis team, which is
responsible for Corporate Services' financial plans. lt is the responsibility of these
groups, as they work together to budget and then manage, to ensure that CPA's
financial plans, including O&M expenses, are developed in accordance with NiSource's
overallfinancial goals and objectives as modified to address certain guidelines and
assumptions and individual Company operational and administrative requirements.

In conjunction with the Corporate Services Budget Group, CPA's O&M "long
range" budget is annually developed in July for each department by cost element. The
same CPA managers responsible for approving expenditures are also responsible for
preparing their part of the budget. As a result, Department heads are responsible for
overseeing the development of O&M budgets for all cost centers under their control. ln
August, each department's budget is reviewed with the business segment's CFO and
CEO. These reviews include a comparison of the proposed budgets to the current
budgets as well as a comparison of year over year changes. These comparisons help
identify trends and/or potential oversights or errors in the initial "grass roots" budgets. In
September, budget refinement begins in operating center locations in the field and other
departments representing the major business functions. In mid to late October, these
operating center location and departmental budgets are combined with a corporate level
budget to arrive at a consolidated NiSource budget, which is then approved by the
NiSource Board of Directors. The various components of this overall NiSource budget
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serve as the year's baseline budget, but it is revised throughout the year to reflect timing
variances as actual month's O&M expenses are recorded and other changes become
known. Furthermore, in addition to the periodic baseline budget and monthly budget
updates, CPA's budget process includes three additional official budget updates,
occurring in May, July and January that follow a similar budgeting process as the
baseline budget. During each of these official budget updates, variances are reviewed
and the entire budget is vetted for accuracy.

Monthly the Corporate Services Budget Group also compares actual O&M
expenses incurred to the current year's budget by department and by cost element.
Analysts and managers responsible for individual departmental budgets and total
Company and subsidiary budgets independently perform reviews. These are
reasonableness reviews of the budget versus actual variances that are designed to
identify and investigate unexpected variances that occurred during a particular month to
mitigate the possibility of errors and take corrective action as necessary. This review
process includes interaction with Corporate Services Accounting and other departments
as needed.

There are a significant number of individual transactions processed each month,
most of which are attached to a specific source document (e.9., employee timesheets,
invoices, etc.). The Corporate Services Budget Group does not review individual
transactions as a normal part of the reasonableness review process unless needed to
clarify an accounting entry. Once the monthly closing reasonableness review is
completed, Corporate Services' Budget Group notifies the Accounting Department that
its reasonableness review of the current month's activity has been completed and the
books may be closed for that month's business. After the monthly closing, Corporate
Services' Budget Group completes a more detailed analysis and provides reports that
identify variances of concern for individual departments and Corporate Services
leadership to review. As part of the process, the Corporate Services Budget Group may
notice specific variances that trigger further review of that month's actual expenditures.
Also after monthly closing, the Corporate Services Budget Group continues to analyze
and further test the reasonableness of actual expenditures, which may also lead to
further budget variance reviews. These variance reviews are conducted at both a cost
element level as well as a departmental view, and variance explanations are
communicated to departmental management on a monthly basis and to Corporate
Services leadership each time an official plan is submitted.

The capital budgeting and planning process performed by Corporate Services is
a continual management process and includes the following key milestones in
preparation for subsequent year capital expenditure programs:

. April- May: Annual capital review meetings are held and Engineering begins
developing grass roots budget estimates using a budget template provided by
the Director of the Capital Program Management Department (which is part of
the Corporate Services Engineering and Operations Logistics Departments).

. June: The budget templates are returned to the Director of the Capital
Program Management Department.
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. July - August: A formal request for capital is presented to the Capital
Allocation Group (part of Corporate Services Financial Planning and Analysis
Department) and the NiSource Executive Council at the annual corporate
capital planning meeting (timing and location is determined each year).

. September - October: The capital budget is finalized by the NiSource
Executive Council.

o November - December: The President and CEO of NiSource presents the
final budget request to the Board of Directors for approval. The capital
budget as ultimately approved is distributed to distribution company
leadership teams and planning organizations.

During the year, Corporate Services'Capital Program Management Department
leads a capital program review session each month with key Corporate Services
management staff within the Engineering, Budgeting, Regulatory and Financial Planning
Departments. These sessions include a review of current month and year-to-date
actuals, variance explanations, year-end forecasts and key management action plans.

There are several approval matrixes for capital budget item approvals and
reviews including an annual program approval, project and specific budget approval,
additional new business approval, corporate review and approval, engineering peer
reviews, project management team reviews and pre-construction reviews. Once it
becomes known that the cost of an approved budget item will vary by more than plus or
minus 10o/o or $5,000 (whichever is greater); the project manager is required to submit a
written explanation outlining the reason(s) for the variance. The explanations are to
include a summary of changes in the project's nature that significantly impacted the
cost. lf a capital budget item's actual cost will vary by more than 20% or $50,000
(whichever is greater), the budget must be re-approved according to the approval limits
applicable to the new amount.

CPA borrows and invests short term funds through the NiSource Money Pool.
Daily, the Company determines if it has funds available to invest in the System Money
Pool or has a need to borrow from the System Money Pool. The Money Pool interest
rate is based on the average outstanding external debt and investment for NiSource
Finance Corporation. As an example, the interest rate for the Money Pool was 1.40%
as of April 30, 2012. CPA has a $300 million short term debt limit that was originally set
by the SEC; however, the NiSource Board of Directors approved limit is half that or
$150 million.

CPA issues long term promissory notes through NiSource Finance Corporation.
The Company receives authorization to issue long term notes from the Public Utility
Commission (PUC or Commission) through its securities certificate registration process.
The interest rate on intercompany notes between CPA and NiSource Finance
Corporation are based upon the corresponding maturity treasury yield plus the yield
spread on corresponding maturities for companies with a credit risk profile equivalent to
that of the NiSource Finance Corporation effective on the date of the note issuance.
CPA's long term debt, as of November 30, 2012, was $378 million as detailed in Exhibit
Vl-2. lt is noteworthy that all of CPA's debentures have been issued, or refinanced,
since late 2005 and therefore its average long term debt interest rate of 5.8% is
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reflective of current lower interest rates than was available prior to the initial economic
downturn that occurred in 2001.

Exhibit Vl-2
Columbia Gas of Pennsylvania, Inc.

Long Term Debt
As of November 30,2012

As shown below in Exhibit Vl-3, CPA's pension plan (for more details on the
pension plan refer to Chapter X - Human Resources)was TSohfunded as of November
30,2012. The plan is maintained as a master retirement trust through NiSource. In

2007 the plan was over 100% funded before the recession hit in December of that year,
causing the plan to become underfunded. The plan is currently following the
requirements of the Pension Protection Act and is subject to the Employee Retirement
Income Security Act of 1974 (ERISA). Contributions to the pension plan have
significantly increased in each of the last three years from approximately $962,000 in
2009, to $8.45 million in 2010 and then $21.47 million in 2011.

Exhibit Vl-3
Columbia Gas of Pennsylvania, Inc.

Employee Pension Plan Funding Status
As of November 30,2012

Description
Date of
lssue

Date of
Maturitv Principal Amount lssued

Coupon
Interest

Rate
Annualized

Gost
Debentures 11t28t05 11t28t15 $47,350,000 5.410o/o $2,561,635
Debentures 11t28t05 11t28t16 $18,525,000 5.450% $1 ,009,613
Debentures 11t28t05 11t28t25 $54,515,000 5.920% $3,227,288
Debentures 11t1t06 11t1t21 $20,000,000 6.015% $1.203,000
Debentures 12114107 12t14t27 $58,000,000 6.865% $3,981,700
Debentures 12t18t08 12t18113 22.000,000 5.4600/o $1,201,200
Debentures 12t16t10 12t16t30 $28,000,000 6.020o/o $1,685,600
Debentures 3128112 3t26t32 s30.000.000 5.355% $1,606,500
Debentures 3t28t12 3t26142 $35,000,000 5.890% $2,061,500
Debentures 11t28t12 11t28142 $65,000,000 5.260% $3,419,000

Totals $378,390,000 $21,957,036
Total Average Weighted

Effective Cost Rate $21,957,036/$378,390,000 = 5.8%

Source: Data Reouest No.327

Proiected Benefit Obliqation $120,282,331
Fair Value of Plan Assets $93,607,575
Percent Funded 78%

Source: Data Request No. 328
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The Company stated that when analyzing its capital structure, the first
consideration is to balance total capitalization levels (equity plus debt) to total rate base.
Second, the Company strives to maintain an appropriate debt-equity ratio. The
Company has targeted an equity ratio of between 52-560/o and a debt ratio, including
short term debt, of between 44-48%. Exhibit Vl-4 shows CPA's actual capital structures
as of years ended 2009 through 2011 and as of November 30,2012. CPA's capital
structure was 52.34% equity, 47.34o/o long term debt and 033% short term debt as of
November 30,2012.

Exhibit Vl-4
Golumbia Gas of Pennsylvania, Inc.

Capital Structure
As of December 31, 2009 - 2011 and November 30, 2012

CPA's equity can be relatively higher coming out of the winter period due to the
cyclical nature of the gas industry. The Company peforms a quarterly dividend
analysis to determine if dividends should be paid to NiSource or if earnings should be
retained to balance total capitalization with total rate base and to achieve an appropriate
debt-to-equity ratio. The amount of dividends paid to the Parent, net income of CPA
and the percentage of dividends to net income from 2009 through 2012 are shown in
Exhibit Vl-5. The percentage of dividends to net income has been decreasing from
approximately 74% in 2009 to 12o/o in 2011 and potentially even lower in 2012. This is
in large part the result of CPA using a large poftion of its internally generated funds to
finance its increasing investment in capital additions that far exceed its depreciation
expense, as shown in Exhibit Vl-6. A discussion regarding CPA's increase in its
investment as it expedites the replacement of bare steel and cast iron mains is included
in Chapter Vll - Gas Operations

As of
12131t09

As of
12t31t10

As of
12t31t11

As of
11t30t12

Common Equity $327,601,000 $346,399,000 $382,642,000 $418,406,000
Percentage of
TotalCapital 52.78% 52.52o/o 54.76% 5234%

Lono Term Debt $285,215.000 $313.215.000 $313.215.000 $378.390.000
Percentage of
Total Capital

45.95% 47.48o/o 44.82% 47.34Yo

Short Term Debt $7,854,000 $o $2,930,000 $2,577,000
Percentage of
TotalCaoital 1.27% 0.00% 043% 0.33%

Totals $620,670,000 $659,614,000 $698,788,000 $799,373,000
Source: Data Reouest No. 145 and332
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Exhibit Vl-S
Columbia Gas of Pennsylvania, Inc.

Percentage of Dividends to Net Income
For the Years 2009 - 2011 and January - November 2012

* - January through November 201 2.
Source: Data Request No. 93 and 331 and Auditor Analysis

Exhibit Vl-6
Columbia Gas of Pennsylvania, Inc.

Depreciation Expense vs. Capital Additions
For the Years 2009 - 2011 and January - November 2012

* - January through November 2012.
Source: Data Request No. 90 and 330

Findinqs and Conclusions

Our examination of the Financial Management function focused primarily on a
review of accounting and financial management organizational structure and policies
and procedures, capital and operating budget process, budget variance tracking and
reporting, long and short term financing, the pension plan, capital structure and dividend
policies. Based on our review of Financial Management, the Company should initiate or
devote additional efforts to improve the efficiency and effectiveness of its financial
management operations by addressing the following:

1. NiSource does not have a formal dividend policy.

As previously stated, CPA performs a quafterly dividend analysis to determine if
dividends should be paid to its parent, NiSource, or if earnings should be retained to
balance total capitalization with total rate base and to achieve an appropriate debt-to-
equity ratio. Although CPA's annual dividend payments to NiSource have been under
75 percent of net income since 2009 (ranging from approximately 5% to 74o/o), there are
no NiSource or CPA policies related to the payment of dividends from the regulated
utility (i.e., CPA) to its parent corporation (NiSource). lt should be noted again that CPA
has been using a large portion of its internally generated funds to finance its increasing
investment in capital additions; however the establishment of a formal dividend policy

Year Dividends Net lncome
% of Dividends to

Net Income
2009 $25,000,000 $33,709,266 74.16%
2010 $31,500,000 $50,187,065 62.77o/o

2011 $5,000,000 $41,538,855 12.04%
2012" $2,000,000 $37,705,857 5.30%

Year 2009 2010 2011 2012"
Deoreciation Exoense $22,933,000 $24,267,000 $27,084,000 $29,533,000

Capital Additions $55,492,000 $78,362,000 $135,963,000 $135,920,000
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would set some sound business parameters from which to base dividend payouts in the
future.

2. The Company does not have a formal O&M budget policy.

CPA's affiliate, Corporate Services, is responsible for the maintenance of capital
and O&M budgets for the Company. Although Corporate Services maintains a Capital
Allocation and Authorization Policy, which describes the capital budgeting process for
all NiSource NGDCS, a similar policy does not exist for the O&M budgeting process.
The Capital Allocation and Authorization Policy describes the capital budgeting process
through the following sections:

. Definition and Overview

. BudgetTypes

. Planning and Management Process

. Budget Development and Allocation Process

. Reviews and Approvals

. Completed Project Evaluations

. Budget Variance Explanations

At a minimum, Corporate Services should create a documented O&M budgeting
process similar to the Capital Allocation and Authorization Policy. Although CPA's O&M
variances have been reasonable since 2009, the Company's O&M variance
performance could change in the future. Similar sized utilities maintain documented
O&M budgeting policies and procedures, along with their capital budgeting process, to
maintain consistency in the budgeting and performance monitoring process.

3. Some of the schedules found in the Gompany's PUG Annual Report are not
complete and accurate.

Under 66 Pa. C.S. 5504, the PUC may require any public utility to file periodic
reports as the Commission may prescribe concerning any matters whatsoever about
which the Commission is authorized to inquire, keep itself informed, or required to
enforce. The Commission may also require a public utility to file a copy of any reports it
must file with a Federal regulatory body. Accordingly, all NGDCs subject to the
jurisdiction of the PUC are required to complete and file an Annual Report with the
Commission. The general instructions to the Annual Report indicate that all accounting
terms and phrases used in this form report are to be interpreted in accordance with the
effective applicable Uniform System of Accounts prescribed by the Federal Energy
Regulatory Commission Title 18 under "Part201-Uniform System of Accounts
Prescribed for Natural Gas Companies Subject to the Provisions of the Natural Gas
Act". Likewise, all instructions shall be followed and each question shall be answered
fully and accurately. Sufficient answers shall appear to show that no question or
schedule has been overlooked.
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The Annual Reports are used by Commission staff, including the Audit Staff, to
acquire data and information for use in trending the performance of a utility and
compare performance to other Pennsylvania utilities. These various trends and
comparisons are useful for determining how well a utility may be performing.

The Audit Staff's use of CPA's Annual Reports revealed that not all of the
schedules as submitted had been completed accurately. In some instances, only
certain pieces of information were included while others were left blank. For example,
Schedule 600 of the Annual Report is the Classification of Customers, Units Sold and
Operating Revenues by Tariff Schedule. This schedule is designed for the NGDC to
provide the number of customers, volumes sold, and operating revenues by tariff
schedule for the calendar year being reported. Customers should be reported on the
basis of number of meters, plus number of unmetered accounts, except that where
separate meter readings are added for billing purposes, one customer shall be counted
for each group of meters so added. In Schedule 600 of the Annual Reports for the
years 2007-2011, the Company reported the number of heating, other, and
transportation customers for each customer class (i.e., residential, commercial and
industrial) for beginning of year, end of year, and average during the year; however,
under the sales during the year, CPA did not report volumes sold to other and
transportation customers and the related operating revenues in the residential and
commercial customer classes even though there are customers reported in these
groups for each customer class. As a result, it is difficult to accurately identify the actual
volumes sold and/or delivered and the related operating revenues for each customer
class in this schedule. Although there are other schedules in the Annual Report, such
as Schedule 505 Gas Account - Natural Gas, that identify total volumes delivered in the
Company's system, Schedule 505 does not provide information such as volumes
delivered and related operating revenues by customer class. Missing information can
make it difficult for the Commission to effectively keep informed on the present
performance of a utility under its jurisdiction.

To comply with the filing requirements under 66 Pa. C.S. 5504 and provide useful
and comparable data and information, all utilities, including CPA, should fully and
accurately complete each schedule of their Annual Report.

Recommendations

Establish a formal dividend policy.

Create a formal policy that documents the Company's O&M budgeting
process.

Fully and accurately complete all schedules in the PUG Annual Report.

1.

2.

3.
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VII. CUSTOMER SERVICE

Backqround

Customer service activities for Columbia Gas of Pennsylvania, Inc. (CPA or
Company) fall under the responsibility of two groups. The Vice President of Customer
Operations within the NiSource Corporate Services Company (Corporate Services) is
responsible for the Customer Contact Center, Customer Programs and Meter to Cash.
CPA's Director of Rates and Regulatory Affairs is responsible for Universal Services,
Customer Programs and Regulatory Compliance, as well as for developing and
directing rate and regulatory activity before the Pennsylvania Public Utility Commission
(PUC or Commission)and managing the Company's response to emerging industry
issues, proposed regulations and PUC audits and investigations. The overall customer
service organization is shown in Exhibit Vll-1.

Corporate Seryices' Director of the Customer Contact Center is responsible for
the center's ability to respond to inbound customer inquiries. These inquiries can come
in the form of a telephone call, e-mail or written correspondence. Typically, customer
inquiries fall into one of three categories:

. Customer Service Calls - inbound telephone calls relating to customer billing
issues, credit and collections issues or requests to start, stop or transfer utility
service.

Emergency Calls - inbound telephone calls relating to an odor of gas, fire,
explosion, carbon monoxide, high pressure or any other situation that
requires an immediate response.

Web Self-Service Calls - inbound calls relating to customer technical issues
experienced while using the web self-service application (discussed later in
this chapter).

All Customer Service Representatives (CSRs) at the Customer Contact Center
are employees of Vertex, a third-party provider. Vertex also leases the building from a
third-party provider. As of August 29, 2012, there were 226 CSRs staffed by Vertex
with 68 of them trained to handle Pennsylvania calls. Of these 68 CSRs, 43 are
primarily skilled for Pennsylvania with calls going straight to them, while the other 25 are
used as back up agents on an as needed basis. The costs to CPA are allocated on a
minute used basis. Call center performance is monitored by the PUC's Bureau of
Consumer Services (PUC-BCS). PUC-BCS monitors telephone performance by the
following three measures of telephone access:

. Busy-Out Rate - the number of calls to a call center that receive a busy signal
divided by the total number of calls received at a call center.
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Exhibit Vll- 1

NiSource Corporate Services Gompany and Columbia Gas of Pennsylvania, Inc.
Customer Service Organization Chart

As of July 22,2012

N cen

l--l ruisorr." corporate
Services Company

NiSource Inc.

President & CEO

NiSource Inc.

Executive Vice President & Group
CEO - Distribution Operations

NiSource Corporate
Services Company

Chief Operating Officer

Vice President

Customer Operations

Director

Customer Contact Center

Director

Customer Programs

Director

Meter to Cash

Source: Data Request No. 152
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. Call Abandonment Rate - the number of calls to a utility's call center that
were abandoned divided by the total number of calls that the utility received at
its call center or business office.

o Percentage of Calls Answered within 30 seconds - the percentage of calls
answered within 30 seconds ("answered" means a utility representative is
ready to render assistance to the caller). An acknowledgement that the
consumer is on the line does not constitute an answer.

CPA's call center performance for the years 2007 through 2011 using the three
measures monitored by PUC-BCS is shown on Exhibit Vll-2. lt is important that all
three statistics be considered together as telephone access for the consumer may not
be accurately portrayed by the individual statistics. The Company has maintained an
average Busy-Out Rate rounded to 0% for the period and improved its Call
Abandonment Rate performance from 2008-2011. CPA has shown a minor
deterioration in its percentage of Calls Answered within 30 Seconds over the 2009 to
2011 period.

Exhibit Vll - 2
Golumbia Gas of Pennsylvania, lnc.

Call Center Performance
FortheYears 2007 -2011

During the past six years (i.e.,2007 - 2012) the following changes have been
made to enhance performance at the Customer Contact Center:

. Contact Plus - This is an improved method of rating and scoring quality
assurance that is competency based and uses customer friendly phrasing for
the CSRs. This was implemented in July 2009 and was revised/updated in
July 2012.

. Customer Payment Vendor - A new customer payment vendor was
introduced that granted the option for customers to make payments by credit
card. This was implemented in March 2011.

. VSIST - A new front end application was developed which allows CSRs to
follow a script format throughout certain call types. This type of technology
also implements check points to ensure all data has been gathered and

Year Busy-Out Rate
CallAbandonment

Rate
% of Calls Answered
within 30 Seconds

2007 o% 3% 74o/o

2008 0% 5% 69%
2009 0% 2% 82%
2010 0To 2% B0%
2011 0% 2% 77%

Source: 2007-2011 PUC-BCS Customer Service Performance Reports
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processed. This was implemented in February 2011 and was
revised/updated in August 2012.

Smart Forms - These are customer required forms and letters developed for
auto population with the required information. CSRs no longer have to craft
letters on their own, or rely on other business teams to process these
requests. This was implemented in February 2007 and was revised/updated
in March 2012.

Automated Meter Reading (AMR) - AMR technology enables the Company to
obtain monthly meter readings for customer billings. This enhancement has
reduced the number of calls requiring estimated reads and possible high bill
investigations. lt has also eliminated the need for customers to call in their
meter readings during the estimated billing months. CPfuNiSource/Columbia
Energy Group is currently installing the ltron Mobile Automated Meter
Reading (MAMR) system. The MAMR device attaches to the gas meter and
transmits consumption information from the meter to a radio equipped
handheld computer or vehicle based mobile computer collection system.
CPA uses two contractors along with Company personnel to pedorm meter
reading. MAMR implementation began in January 2011 and was expected to
be completed by the end of 2012. The total projected cost of the MAMR
project is approximately $20 million.

Uploading Customer Documentation - Customers are now able to upload
required documentation to a secured website which allows the call center to
quickly and easily obtain critical documentation needed to turn on service.
This was implemented in November 2010.

Customer Payment Locations - CSRs now have the ability to search for
customer payment locations by zip code. This allows the CSR to direct the
customer to the closest or most convenient location. This was implemented
in January 2012 and was revised/updated in March 2012.

Online Management Tool (Call Aid) - Ongoing improvements to the online
management tool continue on a day to day basis in an effort to cascade the
most recent information to the CSR. This was initially implemented in 2002
and improvements are ongoing.

Database Development - CSRs can submit requests to other departments to
help address questions and concerns outside of the call center environment.
This was initially implemented in the summer/fall of 2006 and revised/updated
in August 2012.

Web Self Service - This new channel was opened up for customers to self-
serve through the Company's website which includes obtaining balance and
payment information, scheduling disconnect orders, and reporting payment
receipts among other things. This has allowed the call center to better
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manage call volume during peak seasons. This was initially implemented in
September 2005 and was revised/updated in June 2012.

. Mobile Application - Phase one of the mobile application was rolled out, which
allows the customer to view their account summary, make a free online
payment, receive information regarding emergencies and gas safety, and
obtain information on payment locations. This was implemented in December
2011 and was revised/updated in June 2012.

. Universal Services Call Group - The Company's call center staffing includes
a Universal Services Call Group, which is comprised of individuals who are
specially trained to assist low income, payment-troubled customers. Pursuant
to a provision in the settlement of its 2008 base rate proceeding at Docket No.
2008-2011621, CPA added eight new hires to its Universal Services Call
Group, in order to improve call peformance rates for this group. As of 2008,
there are 24 trained Universal Service Representatives available to handle
these types of calls. In addition, in the event of an increase in call volume,
there are another five CSRs who are fully trained to perform Universal
Seruice functions. This approach was initially implemented in 1998 and
expanded in 2008.

Corporate Services' Director of Customer Programs is responsible for the
programs that facilitate, support, and/or manage various customer touch points,
communication channels, and interface opportunities by:

. Providing platforms to enhance customer satisfaction through mobile, web
self-service and Interactive Voice Response.

. Actively participating in steps needed to keep customer channels compliant
and working as intended.

. lncreasing billing accuracy and resulting customer satisfaction by managing
MAMR deployment.

. Providing opportunities for efficient, consistent, professional, respectful,
dependable, and desired customer experiences that avail themselves through
easy to access and timely channels.

. Providing a forum for functional areas within Corporate Services to help make
the customer experience easier.

Corporate Services' Director of Meter to Cash is responsible for the following
activities for CPA, as well as NiSource's other natural gas distribution companies
(NGDCS):

. Meter Reading - consists of both Company employees and contractors
whose main responsibility is to read customer meters.



Exhibit No. 13
Schedule No.4(46)p

Page 48 of 1 01

Witness N. M Paloney

Printing and lnserting - responsible for the printing and mailing of customer
bills and notices.

Billing Team - responsible for handling billing exceptions, processing
adjustments to customer bills, billing for unauthorized usage and other back
office billing work.

Revenue Recovery Team - responsible for working with CPA Regulatory
Compliance (discussed later in this chapter) to set credit and collection
standards, monitor collection processes and collect on final delinquent
account balances. This team also works with the outside collection agencies
and monitors the performance of those agencies.

Field Collections - responsible for the NiSource NGDCs and third party field
collectors that pedorm collection work including turning gas off for
nonpayment at locations.

CPA's portion of the customer service organization is shown on the right hand
column in Exhibit Vll-1. The Manager of Universal Services is responsible for the
development and implementation of the various components of the Universal Service
menu of assistance programs for low-income customers to remain in compliance with
PUC regulations. Programs include Customer Assessment, Referral and Evaluation
Services (CARES); Customer Assistance Program (CAP); Low lncome Usage
Reduction Program (LIURP); Low Income Home Energy Assistance Program (LIHEAP);
and Fuel Funds by:

o Man?9ing over 50 contracts to provide services through all programs with
community based organizations, weatherization and Heating, Ventilation and
Air Conditioning contractors, energy educators, and quality assurance
monitors.

Approving, posting, reconciling and refunding LIHEAP and Fuel Fund grants
to ensure accurate posting and compliance with state vendor agreement and
PUC regulations.

Providing information and resources to low income customers through
extensive outreach including community networks, agencies, legislative and
senior fairs, toll free hotlines, bill inserts, media outlets, and targeted phone
call campaigns to promote assistance programs.

Managing various outreach channels and referral sources to provide the
highest level of customer satisfaction for low income customers allowing easy
access to programs, first time problem resolution and solutions to long term
payment problems.
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. Maintaining cost effective programs to provide the highest level of benefits to
low income customers at the least cost to non-CAP customers who financially
support these programs.

. Distributing written information and resources to all customers requesting
additional information on reducing usage.

o Managing multiple contracts with auditors, energy efficiency experts and
scheduling contractors to provide Building Performance Institute certified
audits, free programmable thermostats and rebates to promote the wise use
of energy to those just above the poverty level (i.e., 1 51o/o - 250% of poverty).

. Promoting the energy efficient benefits of natural gas to new and existing
customers through a variety of outreach channels including community
meetings, fairs, senior events, media outlets and targeted outbound calling
campaigns.

CPA's Manager of Customer Programs is responsible for:

. Developing and implementing energy efficiency programs to provide value
added service to all residential customers.

. Offering energy efficiency information and WarmWise: Audits and Rebates
programs.

CPA's Manager of Regulatory Compliance is responsible for:

. Serving as a liaison between CPA and the PUC and other respective state
agencies in resolving consumer service issues.

. Developing new and revising existing CPA procedures, and implementing
them, to ensure compliance with PUC regulations relating to customer
seryice, including coordination of related training of employees.

. Overseeing CPA's response process to PUC informal and formal complaints.

. lnvestigating and responding to PUC citations of possible regulation
violations. Coordinating investigations into non-compliance issues relative to
matters involving billing, collections, meter reading, field/service operations,
customer selection to use an alternative natural gas supplier, new business,
company personnel issues and other customer related functions.

. Tracking issues of non-compliance and taking appropriate measures with
affected department supervisor or manager on corrective actions.
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. Responding on behalf of Company to various PUC related reports
(month ly/ann ually) involvin g CPA's customer service performance and
collection activities.

. Reviewing PUC's customer service performance reports and recommending
solutions to improve performance.

CPA's Customer Information System, known as the Distributive Information
System (DlS), provides capabilities for customer billing, account management, service
order activities, etc. lt also provides information to the Customer Contact Center,
Collections Department and interfaces with the web self-service. The annual costs to
CPA regarding DIS expenses are comprised of DIS information technology support
costs related to maintenance and upgrades to the system. An allocation code is used to
transfer costs to CPA with customers being the most used cost base.

The number of customers participating in CPA's Universal Services programs
and the dollar amounts related to each program during the years 2009-2011, is shown
on Exhibit Vll-3. Overall, customer participation in the programs declined by
approximately 23o/o from 2009 to 2011,while the dollar amounts have decreased by 4%
over the three year period.

Exhibit Vll- 3
Golumbia Gas of Pennsylvania, Inc.

Participation Levels in Universal Services Programs
For the Years 2009 through 2011

Universal Service
Proqram

Number of Customers
2009 20'10 2011

CAP 31.231 29.155 27.651
CARES 95 51 102
LIHEAP 45,021 27,535 29,884
LIURP 485 483 527
Hardship Funds 3,093 2,781 2.979

Totals 79.925 60.005 61,143

Universal Service
Proqram

Participation Dollars
2009 2010 2011

CAP $1,227,795 $1.193,671 $1,120,146
CARES (including
LIHEAP) $319,134 $380,110 $368,513

LIURP $3,148,334 $3,235,040 $3,057,749
Hardship Funds $101.862 $80,029 $80,152

Totals $4,797,125 $4,999,950 $4,626,560
Source: Data Request No. 189
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Findinqs and Gonclusions

Our examination of the Customer Service function included a review of the
organizational structure, current policies and procedures, performance measures and
levels, customer information systems, call center, Universal Seryices, credit and
collections procedures and meter reading. Based on our review, the Company should
initiate or devote additional efforts to improving the efficiency and/or effectiveness of its
customer service function by addressing the following issues:

1. CPA has a significant number of meters not read in six months and twelve months
and is not in compliance with PUG regulations.

Pursuant to PUC regulation at52Pa. Code S 56.12(4)(ii), a utility may estimate
the bill of a residential ratepayer if utility personnel are unable to gain access to obtain
an actual meter reading. However, at least every six months, the utility must obtain an
actual meter reading or ratepayer supplied reading to verify the accuracy of prior
estimated bills. The Reporting Requirements for Quality of Service Benchmarks and
Standards at $ 62.33(bX3Xi) require major NGDCs to report the number and
percentage of residential meters the utility has not read in accordance with
s 56.12(4xii).

CPA's meter reading performance regarding the percentage of meters not read
in six and twelve months was compared to a panel of other Pennsylvania natural gas
distribution companies in the PUC-BCS Customer Service Performance Report for the
years 2009-2011. As shown in Exhibit Vll-4, CPA's percentage of meters not read
within six and twelve months was higher in each of the years when compared to the
PUC-BCS panel average.

According to the Company, the primary reason for the meters not being read
within six or twelve months is the number of meters located inside structures which
cannot be accessed (see Finding and Conclusion No. 2). The Company has been
relocating meters to the outside of structures in areas where both service line and main
replacements are being completed. Every three years inside and outside meters are
physically inspected by an employee for leak detection and corrosion. A customer read
is attempted every month and if a customer read is not obtained for three consecutive
months the following process is utilized:

o At three months a postcard is mailed to the customer requesting access on
the next scheduled read date.

. At four months a letter is mailed to the customer requesting access to read
the meter.

. At five months a third party telephone contact is completed.

. At six months a termination notice is issued for failure to provide access to the
meter.
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Exhibit Vll- 4
Columbia Gas of Pennsylvania, lnc.

Percentage of Meters Not Read in Six and Twelve Months
For the Years 2009 through 20'l'l

Meters Not Read in Six Months

Gompany
2009 20 0 2011

Number Percent Number Percent Number Percent
Eouitable 82 0.04o/o 11 0.00% 4 0.00%

NFG 389 0.20% 314 0.16% 506 0.26%
PECO 139 0.03% 4 0.00% 2 0.00%

PGW 257 0.06% 29'l 0.06% 182 o.o4%

Peoples 703 0.22% 518 0.14% 388 0.11%

UGI - Gas 33 0.01% 19 0.01% 27 0.01%
UGI Penn Natural 30 0.02% 17 0.01% 18 0.01%

Panel Averaqe 233 0.08% 168 0.0s% 161 0.06%

CPA 607 0.160/0 665 0.17% 551 0.14o/o

Meters Not Read in Twelve Months

Company
2009 20 0 201',1

Number Percent Number Percent Number Percent
Equitable 28 0.o1% 0 0.00% 1 0.00%

NFG 73 0.04% 31 0.02% 22 0.01o/o

PECO 36 0.01% 0 0.00% 0 0.00%

PGW 71 0.00% 97 0.02% 60 0.01%

Peooles 96 0.03% 106 0.01o/o 35 0.02%

UGI- Gas 3 0.00% 1 0.00% 3 0.00%

UGI Penn Natural 7 0.00% 10 0.01% 3 0.00%

Panel Averaqe 45 0.01% 35 0.01% 18 0.0'lo/o

CPA 210 0.05% 220 0.05% 204 0.0s%
Source: 2009-2011 PUC-BCS Customer Service Performance Reports

lf a customer provided reading was received for the account the following
process is utilized:

o At four months a letter is mailed to the customer requesting access to read
the meter.

. At nine months a third party telephone contact is completed and a postcard is
mailed to the customer requesting access on the next scheduled read date.

. At ten months a letter is mailed to the customer requesting access to read the
meter.

. At 11 months a third pany telephone contact is completed.

. At 12 months a termination notice is issued for failure to provide access to the
meter.
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When the Company does not read a meter within the six month or twelve month
period, it is possible that CPA may not be aware of problems such as a fast or slow
meter, or a possible theft of service. The Company believes completing the deployment
of MAMR, as noted in the background of this chapter, should resolve this issue. The
MAMR project started in January 2011 and as of November 2012was scheduled for
completion by the end of 2012.

2. CPA has a high number of meter sets located inside structures.

Natural gas meter set (i.e., gas meter and associated gas regulator) locations
need to be selected with consideration for the safety of the building being supplied with
gas and for the meter piping itself. Normally an outdoor location of meter sets is
preferred to facilitate the safe relief of excess gas pressure if an emergency situation
occurs. Pressure is designed to be relieved at the meter set's regulator to protect the
downstream piping from becoming over-pressurized. Meter sets that are located inside
structures have become an increasing safety concern as the average age of equipment
increases along with the number of occurrences of gas leaks that have occurred inside
structures. Therefore, on July 28,2011, the Commission initiated a rulemaking process
to amend existing regulations at 52 Pa. Code 559.18 related to meter set location via a
Proposed Rulemaking Order, at Docket No. L-2009-2107155. The Proposed
Rulemaking Order is intended to align the state meter set location regulations with
provisions of the Code of Federal Regulations, which were previously adopted by the
Commission, in order to enable gas utilities to more efficiently address meter set
location programs and to ensure safe and reliable service. The Proposed Rulemaking
Order includes a requirement that meter sets be installed outside and above ground in
most circumstances, and that the location must accommodate meter reading,
inspections, repairs, testing, changing and operation of the gas shut-off valve. When
the Commission or a utility determines that a meter set must be moved for safety
reasons, all costs associated with the relocation of such meter set are to be borne by
the utility. When a utility moves a meter set, the related cost of extending customer
owned facilities to the new meter set location shall also be borne by the utility.

As of November,2012 CPA had 86,701 meter sets located inside structures,
which is an average annual reduction of approximately 2,900 meter sets located inside
structures since 2007 when the Company commenced its accelerated main
replacement program. In concert with the main replacement, CPA is replacing
customer service lines along the replaced main and relocating any inside meter sets to
the outside. The Commission's 2011 Order initiating the Proposed Rulemaking
indicated that the percentage of inside meters industry-wide had remained consistent
for the past five years, indicating that Columbia's efforts exceed the industry as a whole.
The Proposed Rulemaking calls for all inside regulators associated with the meter set to
be moved outside of structures by year end 2020; however, it is possible that this date
wilf be extended beyond 2020 since as of November 2012 the Proposed Rulemaking
had yet to be approved. Conservatively, assuming that the Proposed Rulemaking as
eventually adopted requires inside regulators associated with meter sets to be moved
outside by year end 2025, CPA will have to move approximately 7 ,225 inside meter sets
outside of structures annually to comply. Therefore it appears that CPA's present pace
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of moving approximately 2,900 meter sets, or regulators only, outside each year would
have to be accelerated by about 2/" times to meet a 2025 completion date

3. GPA has a higher percentage of gross write-offs than a panel average of
other Pennsylvania Natural Gas Distribution Gompanies.

During the years 2009 and 2011 , based on the PUC-BCS' statistics as shown in
Exhibit Vll-5, CPA wrote off (i.e., expensed) a higher percentage of its revenues as
uncollectible than a panel average of Pennsylvania NGDCs. More specifically, CPA's
uncollectible customer accounts receivable write off performance was worse than the
panel average in 2009, better in 2010 when it was above the panel average, and then
was much worse than the panel average in 2011.

Exhibit Vll - 5
Columbia Gas of Pennsylvania, Inc.

Gross Write-Off as a Percentage of Gross Revenues
For the Years 2009 through 2011

Company 2009 2010 2011
Peoples 4.06Yo 3.59% LB2%
Equitable 2.97% 2.19% 2.13%
NFG 2.33% 3.39% 2.00o/o

PECO - Gas 0.85% 1.17o/o o.97%
UGI - Gas 3.08% 2.43o/o 2.27%
UGI Penn Natural 3.83% 2.75% 2.10%

Panel Averaqe 2.85% 2.59% 1.88%

CPA 3.11% 2.27% 2.82%
Source: 2009-2011 PUC-BCS Reports on Universal Service Programs &

Performance and Auditor Analysis
Collections

The lower delinquent accounts collection success discussed in Finding and
Conclusion No. 4 could be contributing to CPA's relatively higher write-off ratios. Timely
receipt of payment for service will enhance CPA's cash flow, reduce its write-offs and
lower the Company's level of borrowing from the NiSource Money Pool. Exhibit Vll-6
contains a calculation of the potential savings that CPA could realize by reducing its
write-off percentage and level of borrowing. Based on CPA's average revenues and
write-offs for the period 2009-2011, the Company's average write-off percentage was
2.73% compared to an average write-off of 2.44o/o for the panel of other Pennsylvania
NGDC's shown in Exhibit Vll-5. Over this period, CPA could have saved approximately
$15,000 annually in interest expense by reducing its write-off percentage to the panel
average. This estimate is based on the interest rate for the Money Pool being 1.40o/o as
of April 30,2012, which is representative of the rates during2012.
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Exhibit Vll- 6
Columbia Gas of Pennsylvania, Inc.

Potential Savings from Reducing Uncollectible Write-Offs

Source: 2009-2011 PUC-BCS Reports on Universal Service Programs & Collections Performance, Data Request
Nos.'f 00 and287 and AuditorAnalysis

4. NiSource's outside primary collection agencies have not been achieving
the performance goals for collection efforts that have been established.

NiSource contracts outside collection agencies in an attempt to recover
outstanding payments it has been unable to recover on its own. Primary agencies
make the first attempt to recover delinquent accounts placed with them, while
secondary agencies are used to attempt to recover delinquent accounts not
accomplished by a primary agency after nine months. NiSource uses three primary
agencies and two secondary agencies for their delinquent customer accounts
collections. The collection performance for 2007 through 2011 and January through
November 2012tor the five agencies is shown in Exhibit Vll-7 (i.e., primary collections)
and Exhibit Vll-8 (i.e., secondary collections). The combined totals of all the primary
and secondary agencies and the net collection rates for the agencies are displayed
below the individual agency performances. Nlsource's 2012 threshold level for net
collections for primary agencies was7.75o/o and the goal was 8%. The threshold is the
minimum pedormance that NiSource expects from a collection agency and the goal is a
higher target level. Although thresholds and goals were not established for secondary
agencies in 2012, the first monthly scorecard meeting for primary and secondary
agencies included performance for the July, August and September period.

New goals and thresholds for primary and secondary agencies were to be
established in December 2012 for use starting in January 2013. The new goals for
primary agencies may be different than the secondary agencies based upon the
scorecards for each group. The goal and threshold levels are to be based on previous
performance of the collection agencies. lf a goal or threshold is not reached, accounts
can be taken from an agency and given to another agency or a new agency. NiSource
has previously changed agencies due to poor performance. For example, in 2008, the
primary agencies were changed due to poor performance, and in 2010, NiSource began
using secondary agencies. The Audit Staff noted that for other than one primary
agency in 2010 through 2O11 and January through November 2012, none of the

FortheYears 2009-2011

Year Revenues Write-Offs
GPA

Write-Off Ratio
Panel Average
Write-Off Ratio

2009 $387,454,010 $12,039,187 3.11o/o 235%
2010 $359,493,889 $8,162,827 2.27% 2.59%
2011 $346,316,467 $9,761,318 2.82% 1.88%

3-Yr Averaoe $364.421.455 $9.987,777 2.73o/o 2.44%
Average Annual Write-Off Level if Write-off

Ratio for Period = 2.44o/o
(5364.421.455 x 2.44o/o =\

$8,891,884

Average Annual Increase in Cash Flow for
Period if Write-Off Ratio = 2.44% $1,095,893

Potential Annual Savinqs from Reduced Borrowinq $15,343
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Exhibit Vll- 7
Columbia Gas of Pennsylvania, Inc.
Performance of Primary Gollections

For the Years 2007 - 2011 and January through November 2012

Year Agency Placed
Gross

Collections
% Gross

Gollection Net Gollections
% Net

Gollection

2007 Primarv Aoencv #1 $4.554.789 $467.950 10.27o/r $407.584 8.95%

2008 Primarv Aoencv #1 $7,823,834 $758,054 9.69% $660,265 8.44Vo

2009 Primary Aqencv #1 $6,905,570 $715.371 10.36% $598.944 8.67Yo

2010 Primarv Aoencv #1 $3.181.799 $300.512 9.44o/o s248.223 7.80Yo

2011 Primarv Aoencv #1 $3.164.8s2 $273.386 8.64% s225.817 7.14o/o

2012* Primary Aqency #1 $2,392,261 $171j28 7.15o/o s141 .352 5.91%

Year Aqencv Placed
Gross

Collections
% Gross

Gollection Net Collections
% Net

Collection

2007 Primarv Aoencv #2 $3,536,565 $233,481 6.60% $199,626 5.64Yo

2008 Primary Aqencv #2 $3,855,294 $218,091 5.66% $186.468 4.84Yo

2009 Primarv Aoencv #2 $3.998.840 $233.481 584% $199,626 4.99%

2010 Primarv Aoencv #2 $2,497,049 $119.022 4.77% $103,549 4.1SYo

2011 Primary Aqencv #2 s2.523.716 $1 14.131 4.52o/o $99.865 3.96%

2012* Primarv Aoencv #2 $1.802.750 $88.688 4.92% $77,602 4.30Yo

Year Agency Placed
(iross

Collections
% Gross

Collection Net Collections
% Net

Collection

2007 Primarv Aoencv #3 $696,117 $72.129 10.36% $62,752 9.01Yo

2008 Primary Aoencv #3 $909,988 $83.011 9j2% $72.220 7.94%

2009 Primarv Aoencv #3 $1.669.393 $145.300 8.70% $126,411 7.57%

2010 Primary Aqencv #3 $2,511,717 $176,749 7.04Yo s153.772 6.12Yo

2011 Primarv Aoencv #3 $3.104.823 s253.847 8.18% $220.847 7.11%

2012* Primarv Aoencv #3 $2.283.622 $146,206 6 40o/o $127.199 5.57o/o

Year Aqency Placed
Gross

Collections
70 GrOSS

Gollection Net Collections
% Net

Collection

2007
Total Primary

Aoencies $8,787,471 $773,560 8.80% $669,962 7.62%

2008
Total Primary

Aoencies $1 2,589,1 1 6 $1,059,156 8.410 $918,953 7.30%

2009
Total Primary

Aoencies $12,573,803 $1 ,094,152 8.70% $924,981 7.36Yo

2010
Total Primary

Aoencies $8,190,565 $596.283 7.28% $505,544 6.17%

2011
Total Primary

Aoencies $8,793,391 $641,364 7.29% $546,529 6.22%

2012'*
Total Primary

Aoencies $6,478,633 $406.022 6.27% $346,1 53 5.34%

6-Year Total for
Primarv Aoencies $57,412,979 $4,570,537 7.96Yo $3,912,122 6.81%

* - Data is for the period January through November 2012.
Source: Data Requests No.42 & 193
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Exhibit Vll - 8
Columbia Gas of Pennsylvania, Inc.

Performance of Secondary Collections
For the Years 2007 - 201'l and January through November 2012

NA - Secondary Agency #2 was not utilized in 2007-2009
* - Data is for the period January through November 2012.
Source: Data Requests No.42 & 193

agencies met the minimum expected threshold performance levelfor net collections of
7.75o/o.

The Company should ensure that they are receiving the desired collection
performance from each of the collection agencies they retain for services, and if
needed, replace any poor performing agencies. lmproving the collection performance
will also help CPA improve its write-off ratio discussed in Finding and Conclusion No. 3.

Year Agency Placed
Gross

Collections
% Gross

Collection
Net

Collections
% Net

Gollection

2007 Secondarv Aoencv #1 $11.540.489 s126.222 1.09% s86.778 0.7SYo

2008 Secondary Aqency #1 $6,005,354 $159,605 2.66Yo $1 18.108 1.97o/o

2009 Secondarv Aoencv #1 $34,179,030 $243,580 0.71% $180,249 0.53%

2010 Secondarv Aoencv #1 $10.762.313 $271.090 2.52Yo $200,607 1.86%

2011 Secondary Aoencv #1 $4,170,765 $290,940 6.98% $215.296 5.160/0

2012" Secondarv Aoencv #1 $4,030,786 $188,501 4.68% $139,491 3.46%

Year Agency Placed
Gross

Collections
% Gross

Collection
Net

Gollections
% Net

Collection

2007 Secondarv Aoencv #2 NA NA NA NA NA

2008 Secondary Aqencv #2 NA NA NA NA NA

2009 Secondarv Aoencv #2 NA NA NA NA NA

2010 Secondarv Aqencv #2 $5.693.925 s32.420 0.57Yo s23.991 0.42o/o

2011 Secondary Aqency #2 $2,157,734 $20,669 0.96% $15,295 0.71%

2012', Secondarv Aoencv #2 $2.283.881 $33.786 1.48o/" $25,002 1.09%

Year Aqencv Placed
Gross

Collections
70 grOSS

Collection
Net

Collections
70 Net

Collection

2007
Total Secondary

Aoencics $11.540.489 $126.222 1.09% $86.778 0.75%

2008
Total Secondary

Aoencies $6,005,354 $159.605 2.66Yo $1 18.108 1.97%

2009
Total Secondary

Aoencies $34.179.030 $243.580 0.71% $180,249 0.53%

2010
Total Secondary

Aoencies $16,4s6,238 $303.510 1.84% $224.598 1.36%

2011
Total Secondary

Aoencies s6.328.499 $311.609 4.92Yo $230.591 3.64%

2012*
Total Secondary

Aoencies $6.314.667 $222.287 3.52o/o $164,493 2.60%
6-Year Total for

Secondarv Aoencies $80,824,277 $1,366,813 1.69% $1,004,817 1.24%
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The Company has been tracking goals and thresholds since 2010. Exhibit Vll-9 shows
what primary collections would have been had the threshold and/or goal been achieved
versus actual net collections for the years 2010 through 201 1 and January through
November 2012. On average, CPA would have increased its net collections by
approximately $140,000 to $160,000 had it achieved its net collection threshold or goal.
Over this period, CPA could have saved approximately $2,000 annually in interest
expense by achieving its net collection threshold or goal. Again, this estimate is based
on the interest rate for the Money Pool being 1.40% as of April 30,2012, which is
representative of the rates during 2012. This quantified savings would actually be part
of the reduced interest expense discussed previously in Finding and Conclusion No. 3.

Exhibit Vll- 9
Columbia Gas of Pennsylvania, lnc.

Primary Gollections Threshold and Goal versus Actual Performance
2007 - 2011 and January through November 2012

* - Data is for the period January through November 2012.
Source: Data Requests No. 42, 100, 193 and Auditor Analysis

Recommendations

1. Complete implementation of MAMR and enact additional measures as
necessary to minimize the number of meters not read within six months
and twelve months and that, at a minimum, customer supplied reads are
acquired every six months.

2. Accelerate efforts to relocate inside meters sets or, at a minimum, the
associated regulators outside the structure.

Strive to minimize write-offs of delinquent accounts receivable by exploring
potential solutions to enhance the collection efforts.

Ensure that delinquent account collection agencies are achieving their
performance goals, and as necessary, replace poor performing agencies
with new collection agencies.

3.

4.

Year Agency Placed

Net
Collections
lor 7.75o/o
Threshold

Net
Collections
for 8.00%

Goal
Actual Net
Collections

Difference
Between

Actual and
Threshold

Difference
Between

Actual and
Goal

2010
Primary

Aoencies $8,190,56s $634,769 $655,245 $505,544 $129,225 $149,701

2011
Primary

Aoencies $8,793,39'1 $681,488 $703,471 $546,529 $134,959 $156,942

2012- Primary
Aoencies $6,478,633 $502,094 $518,291 $346,153 $155,941 $172,138

3-Year Average $140,042 $1 59,594

Potential Annual Savings from Reduced Borrowing $1,e61 $2,234



Exhibit No. 13
Schedule No. 4(46)p

Page 59 of 101
\Mtness N. M. Paloney

VIII. GAS OPERATIONS

Background

As discussed in Chapter ll - Background, many of Columbia Gas of
Pennsylvania, Inc. (CPA or Company) employees that work in the various gas
operations related functions ultimately report to managers within the NiSource
Corporate Service Company (Corporate Services). CPA's gas operations functions
applicable to this audit include field operations, engineering, construction, metering and
regulation, corrosion and leaks, and materials procurement; many of which interact with
or report to Corporate Services. In addition to Corporate Services, there are also other
natural gas distribution companies (NGDC) owned by NiSource Inc. (NiSource),
including affiliates in Maryland and Virginia owned by the Columbia Energy Group,
which interact with CPA's Operations Department resulting in affiliate employees which
either report to CPA positions and/or CPA positions reporting to affiliate management.
Due to the complexity and considerable size of the NiSource family of affiliates' gas
operations organization structure, the organization charts included in this chapter to
illustrate the gas operations management structure have been split into multiple
exhibits. In some instances, where multiple sections have similar organizational
structure a sample organization chart is provided.

CPA's operational territory is divided into five operating territories and not all of
these territories are continuous areas. For instance, the PA East operating territory is
comprised of two non-continuous sections. There is also one section, i.e. Greencastle,
in Pennsylvania that is operationally managed by one of Columbia Gas of Maryland,
lnc.'s (CMD)operating territories. The Greencastle office is staffed by CPA employees
but these employees report to CMD management. Each operating territory operates
through the use of satellite offices. The operating territories and their various satellite
offices are as follows:

PA North - Main office in Rochester; satellite offices in Bradford, Warren,
New Bethlehem, Emlenton, New Castle, and Neville lsland.
PA Central- Main office in Bridgeville; satellite office in Washington.
PA South - Main office in Uniontown; satellite offices in Charleroi, Jeanette,
and Somerset.
PA East - Main office in York; satellite offices in State College and Hanover.
CMD Hagerstown operating territory - contains PA satellite office of
Greencastle.

The overall organization structure for allfunctional areas related to CPA's gas
operations, except for materials procurement, which is separately addressed later in the
background, is shown in Exhibit Vlll-1. The Corporate Services' Vice President of
Engineering and Construction and CPA/CMD Vice President of Field Operations and
General Manager report to Corporate Services' Chief Operating Officer of Natural Gas
Distribution Operations. Reporting to the Corporate Services' Vice President of
Engineering and Construction are the Project Manager of Engineering and

a

a

a

a
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Construction, Director of Capital Program Management, Director of Engineering and
Director of Construction. The organization reporting to the CPA/CMD Vice President of
Field Operations and General Manager is discussed later in this chapter.

Exhibit Vlll- 1

NiSource Corporate Services Company and Golumbia Gas of Pennsylvania, Inc.
Organizational Structure for Operations, En gi neeri ng, Construction,

Metering and Regulation, and Corrosion Functions
As of October 2012

Corporate Services

Executive Vice President & Group CEO

Distribution Operations

Chief Operating Officer

Natural Gas Distribution Operations

sEE EXH|B|TS Vt!t-6 & V!il-7

sEE EXH|BITS Vt!t-2 & Vlil-3

sEE EXHtB|TS Vilr-4 & Vill-5

SEE EXHIBITS VIII-8 AND VIII-g FOR

EXAMPLE OF OPERATIONS CENTER
ORGANIZATION

Source: Data Requests 152 and 290
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Primary engineering responsibiliiles for CPA are performed under the direction of
the CPA Manager of Field Engineering who reports to Corporate Services' Director of
Engineering and Construction. All engineering support responsibilities (e.9., surveying,
mapping, etc.) are performed by Corporate Services. As shown in Exhibit Vlll-2, the
Director of Engineering has six direct reports, including CPA's Manager of Field
Engineering who also has four Leaders of Field Engineering as direct reports. One of
the Leaders of Field Engineering is a Columbia of Virginia, Inc. (CVA) employee.
Exhibit Vlll-3 displays an example of the organization structure of an engineering field
office (e.9., the Neville lsland office).

Exhibit Vlll- 2
NiSource Corporate Services Company and Columbia Gas of Pennsylvania, Inc.

Organizational Structure for Engineering Department
As of November 2012

Director Engineering

Natural Gas Distribution
Engineering & Construction

Engineering Services

Manager
Field Engineering

Engineering Services

Engineering & Construction
Strategy Leader

Engineering Technology

Manager
Survey & Land

Field Engineering

Manager
Field Engineering

GIS & Damage Prevention

Manager
GIS & Damage Prevention Support

SEE EXHIBIT VIII-3
FOR EXAMPTE OF

FIELD OFFICE

Source: Data Requests 152 and 290
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Exhibit Vlll- 3
Golumbia Gas of Pennsylvania, Inc.

Organizational Structure for Leader Field Engineering
Neville lsland Field Office

As of November 2012

As shown in Exhibit Vlll-4, the Construction Department is structured similar to
the Engineering Department with the Director of Construction from Corporate Services
having seven direct reports, including CPA's Manager of Construction Services who has
ten direct repofts, six of which are Front Line Construction Services Leaders. Reporting
to the Front Line Construction Services Leaders are multiple construction coordinators
which are displayed in Exhibit Vlll-5, which is a sample for the Front Line Construction
Service Leader.

Reporting to the Vice President and General Manager of CPA and CMD Field
Operations are the Manager of System Operations and five Managers of Operations
Centers (including one for CMD). Each Manager of an Operations Center has various
Field Operations Leaders reporting to them. Exhibit Vlll-6 shows that CPA's Manager
of System Operations is responsible for managing the Company's metering, regulating,
and corrosion and leak control activities. Exhibit Vlll-7 displays an example of an
organization structure reporting to the Leader of Front Line System Operations for the
Neville lsland Field Office.

Each Manager of an Operations Center has various Field Operations Leaders
reporting to them and each of the Field Operations Leaders has various positions
reporting to them among other positions such as Damage Prevention Coordinator and
Support Service Specialists (i.e., customer service related responsibilities such as turn
ons, house calls, etc.). A sample organizational structure reporting to the Manager of
an Operations Center is displayed in Exhibit Vlll-8. A sample organizational structure
reporting to a Field Operations Leader is displayed in Exhibit Vlll-g which has
Construction Equipment Operators (i.e., operating and maintaining equipment),
Laborers (i.e., main and service work, service orders), Street Service workers (i.e.,
repair / replace work, testing and inspection), and a Plant / Service Specialist (i.e.,
repair / replace, customer meter work) reporting to them.

Source: Data Requests 152and290
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Exhibit Vlll- 4
NiSource Corporate Services Company and Columbia Gas of Pennsylvania, Inc.

Organizational Structure for Construction Department
As of November 2012

Director Construction

Natural Gas Distribution
Engineering and Construction

Construction Services
Civic Center

Manager

Engineering Services

Manager

Construction Services
Lawrence, MA

Manager

Construction Services
North Point [orain

Leader Project Management

Construction Services
Chester, VA

Manager

Manager
Gas Operations Integrity Center

Natural Gas Distribution
Planning & Scheduling

SEE EXHIBIT VIII-5

Source: Data Requests 152 and 290
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Exhibit Vlll - 5
Golumbia Gas of Pennsylvania, Inc.

Sample Organizational Structure for Leader Front Line Construction Services
As of November 2012

Source: Data Reouests 152 and 290

Exhibit Vlll- 6
Golumbia Gas of Pennsylvania, Inc.

Organizational Structure for Metering, Regulation and Corrosion
As of November 2012

Source: Data Requests'152 and 290
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Exhibit Vlll- 7
Columbia Gas of Pennsylvania, Inc.

Organizational Structure for Leader Front Line Systems Operations
Corrosion and Leaks
As of November 20'12

Exhibit Vlll- 8
Columbia Gas of Pennsylvania, Inc.

Organizational Structure for Bridgeville Operations Center
As of November 2012

Source: Data Requests 152and290

Source: Data Requests 152and29O
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Exhibit Vlll - 9
Columbia Gas of Pennsylvania, Inc.

Sample Organizational Structure for Leader Field Operations Bridgeville
As of November 2012

The purchasing and materials management responsibilities for all of NiSource's
NGDCs are performed under the direction of the Corporate Seryices' Manager of
Procurement Operations. CPA, and its NGDC affiliates, use a third party integrated
material supplier for all capital, operations and maintenance (O&M), and emergency
materials. CPA has utilized a material supplier contractor since the late 90's, and has
been using its current supplier since 2003. For capital supplies, Corporate Services'
supplier provides a "Just In Time" approach to material warehousing. All needed
supplies for capital projects are delivered by the contractor to a local CPA field office or
job site, depending on the nature of the job, just before the job is to begin.

Starting in 2011, Corporate Services uses a Material Depot Process for O&M
materials. Consumable O&M materials (i.e., fittings, etc.) are stored in bins at each field
office. The bins are owned and stocked by the contract supplier. When a CPA
employee uses these materials, they will enter the usage data into their mobile
terminals and only at that point is the part charged to CPA. The contact supplier
monitors the stock for each bin and adds materials as needed.

Alljob related software systems at the Company are tied into the material
acquisition process. For example, when a capital project is initiated in the Work
Management Information System (WMS), through interaction with the purchasing
software, an order is automatically placed for the materials with the contract supplier.
An invoice for the materialfrom the supplier is sent electronically to Accounts Payable.
Any unused material is returned for a credit. As needed, local supplier warehouses are
regionally located in Coraopolis and State College, PA, Columbus, OH, and Richmond,
VA.

Source: Data Requests 152 and 290
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In recent years, the Public Utility Commission's (PUC or Commission) Gas
Safety Division and Audit Staff have made significant efforts to persuade the utilities to
reduce the number of facility damage hits which occur at Pennsylvania NGDCs through
public education, new excavation techniques, accurate mapping, proper locating
procedures, use of Pennsylvania One Call, and accurate records tracking. CPA's
trending in facility damages since 2000 is displayed in Exhibit Vlll-10. The facility
damage hits by third parties at CPA has been generally decreasing since 2000. The
company at fault hits consist of hits that, although a third party may have hit the line,
were ultimately caused by the Company through a lack of line marking, an inaccurate
marking, or inaccurate record keeping and mapping. In general, the Company has
reduced the percentage of Company at fault hits since 2005.

Exhibit Vlll - 10
Columbia Gas of Pennsylvania, Inc.

Facility Damages
For the Years 2000 - 2011 and January - November 2012

Similarly, in recent years, the Commission's Gas Safety Division and Audit Staff
have made significant efforts to persuade utilities to reduce their emergency response
times through improved call out procedures, enhanced dispatching technology, staffing
additions, additional staggered work shifts, and/or first responders taking response
vehicles home between work shifts, etc. Dispatch time is defined as the time elapsed
from when the customer call is received to when the call is assigned to a responder.
Arrival time is defined as the time from when the customer call is received to when the
responder arrives at the emergency. The Gas Safety Division requires that NGDCs
provide written explanations of any dispatches that take more than 15 minutes or any
arrival times that occur later than 60 minutes of the initial contact. CPA's overall annual
percentage of emergency arrival times that occurred within 60 minutes since 2000 are
displayed in Exhibit Vlll-11.
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Exhibit Vlll - 11

Columbia Gas of Pennsylvania, Inc.
Annual Percentage of Emergency Arrival Times Less Than 60 Minutes

For the Years 2000 - 2011 and January - November 2012

* - Results shown are for January thru November 2Q12.
Source: Data Reouest 169

There are two mapping/facility identification technologies that CPA is planning on
partnering to develop with the Gas Technology Institute (GTl) and create a "proof of
concept" pilot. First is the Global Positioning System (GPS) facility location
identification. This technology will provide a two to four inch horizontal accuracy at a
point on the earth to identify the locations of the new and replacement underground
facilities. This technology, coupled with a small laptop computer or other smart device
would provide the ability to capture highly accurate facility location data in the field and
then download the information directly into the CPA Geographical lnformation System
(GlS). The second system is the bar code scanning of new, replacement, and repair
facilities installed in the gas system. The combining of bar coding with the GPS process
will enable every item installed to be scanned in to a computer data base and readily
capture its precise location. Note that technology to combine these processes to work
together is still under development and not yet commercially available. CPA's
estimated timeline, assuming these technologies are available and contingent on CPA
being able to enter a partnering agreement with GTl, is as follows:

. Fourth quarter 2012 - two GPS units operating in Pennsylvania to develop
"proof of concept" and assure alignment of GIS and GPS systems.

. Second quarter of 2013 - one or two bar code scanning units operating in
Pennsylvania to develop "proof of concept" and assure alignment of GlS,
GPS, and WMS systems.

. Third quarter 2013 - Broad deployment of GPS units across Pennsylvania to
capture the GPS coordinates on new and replacement construction.
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. First quarter 2014 - Begin field deployment of bar code scanners linked to the
GPS system for data capture.

CPA reports percentage of unaccounted for gas (UFG) based upon the following
calculation:

[(Purchased Gas + Produced Gas) - (Cu$omer Use + Company Use + Appropriate Adjustments)]
%UFG = x 100

(Purchased Gas + Produced Gas)

It should also be noted that the Company calculates their UFG peformance for internal
purposes on a 12 month period ending June 30 of each reporting year. Based on this
12 month calculation ending June 30, the Company's percentage of UFG for 2007 to
2011 are 1 .3o/o, 1 .3o/o, 1 .9o/o, 2.0o/o, and 1 .8%, respectively. These values are different
from the values reported in the PUC Annual Report (which are based on a 12 month
period ending December 31) as well as the comparative analysis in Appendix A of this
report.

Because NGDCs routinely have calculated UFG values which are significantly
different from UFG values as reported in the PUC Annual Report and because there is
no standard methodology for calculating the actual UFG values as experienced by the
NGDCS, the Commission adopted standard reporting requirements for unaccounted for
gas calculations on April 4, 2013, at Docket No. L-2012-2294746, for all NGDCs
regarding gas received, delivered, and appropriate adjustments to use. The standard
reporting requirements also distinguish and separate the UFG values for distribution,
transmission, storage, and production and gathering losses. ln the future, the Audit
Staff will investigate UFG at NGDCs based upon the new standards as developed by
the Commission.

Findinqs and Conclusions

Our examination of the Gas System Operations function included a review of
assigned responsibilities, policies and procedures, O&M budget and expense trends,
system operations, preventative maintenance, capital planning, workforce management,
emergency response, gas control, safety, etc. Based on our review, the Company
should initiate or devote additional efforts to improving the efficiency and/or
effectiveness of its Gas Systems Operations by addressing the following:

1. CPA has a higher than average percentage of unprotected bare steel in its
distribution system.

Bare steel pipes are highly vulnerable to corrosion which can lead to leaks, high
levels of unaccounted for gas, and potential explosions. Exhibit Vlll-12 details the
amount of bare steel in CPA's system and how this compares to a panel of similar
Pennsylvania NGDCs regarding the amount of bare steel main within their systems.
Note that as of the end of field work in November 2012, the 201 1 Department of
Transportation (DOT) reports providing the bare steel main statistics for the various
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NGDCs were the most recent available, therefore,2011 data was the most recent data
to use for comparison.

Exhibit Vlll - 12
Golumbia Gas of Pennsylvania, Inc.

Percentage of Unprotected Bare Steel Main in
Natural Gas Distribution Company Distribution Systems

For the Years 2007 - 201',

Comoanv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn

UGlUtilities

Panel Average

Columbia

2007

24.3o/o

20.6%
283%
39.5%
17.8o/o

11.3%

5.6%

21 .1o/o

28.40

2008

23.7o/o

19.9%
27.8o/o

38.4%
17.5%
11.1%

5.3Yo

20.SYo

271%

2009

23.0o/o

193%
27.4%
37.3Yo

16.9%
11.0%

5.1%

20.0%

26.2%

2010

22.4%
18.5%
26.9%

36.5%
16.5%
10.6%

4.9Yo

19.SYo

253%

Gompound
2011 Growth

21 .0o/o -3.6%

17.9o/o -3.4%o

26.5Yo -1.6Yo

35.4Yo -2.7Yo

16.2% -2.3%

10.3% -2.3o/o

4.6Yo -4.7%

18.9% -2.7%

23.3% -4.9%
Source; DOT Annual Reports

Similarly, cast iron mains are vulnerable to corrosion and considered to be an
antiquated piping material. Exhibit Vlll-13 shows that CPA compares well to the panel
of NGDCs regarding the amount of cast iron mains. Note, the spike in the percentage
of cast iron main in 2011 for CPA is due to a review of the system characteristics and a
change in the amount of cast iron main in its system due to correction in the records for
pipe that was previously being mislabeled.

Exhibit Vlll - 13
Columbia Gas of Pennsylvania, Inc.

Percentage of Cast lron Main in
Natural Gas Distribution Company Distribution Systems

For the Years 2007 - 2011

CPA refers to the bare steel and cast iron main in their system as'Tirst
generation pipe" or priority pipe to be removed and replaced. Exhibit Vlll-14 displays
the amount of priority pipe replaced and the amount of capital investment for priority

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn

UGlUtilities

Panel Average

Columbia

1.4Yo

1.9Yo

1.0%

0.0%

0.7%

5.SYo

81%

2.7Yo

1.0%

1.4%
1.8%

1.0%
0.0%
1.6To

5.2%
7.9%

2.7Yo

0.9%

1.4%

1.8%
1.lYo

0.o%

0.5%
2.5%
7.SYo

2.1%

0.9%

1.3%

1.7Yo

0.9%
0.0%

0.5%
4.7%
7.3%

2.3%

0.8Yo

3.0%
1.7o/o

0.9%
0.0%

0.4%
4.5%

6.8%

2.SYo

2.2%

21.1o/o

-2.2%
-2.7Yo

NM

-10j%
-5j%
-43%

-1.7%

21.6%
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pipe replacement from 2007 to October 2012. For this period, the Company has
invested $378 million specifically for the replacement of bare steel and cast iron pipe
and has replaced approximately 448 miles of priority pipe. Also, it should be noted that
CPA classifies wrought iron as bare steel since it has similar characteristics to bare
steel. As of November 2012, CPA has approximately 1,866 miles of priority pipe
remaining of which approximately 110 of these miles is wrought iron. Of this total, the
Company also has 46 miles of cast iron remaining in its system. However, because
previous record keeping was not accurate, it is unknown exactly how much first
generation pipe is in CPA's system.

Exhibit Vlll- 14
Golumbia Gas of Pennsylvania, lnc.

Capital Budget Dedicated to Replacing Unprotected Bare Steel Main / Cast lron
Main and Miles Replaced

For the Years 2007 - 2011 and January to October 2012

2007

2008

2009

20LO

2017

20t2+

2,3t4
2,247

2,146

2,08L

2,020

S32 million

$54 million

S42 million

55l million

597 million

S92 million

67

101

55

51

105

49

2,247

2,146

2,081

2,020

1,915

1,965915
* As of October 2012
Source: Data Request 212

CPA plans to replace 100 miles of bare steel and four miles of cast iron main
annually until it has completely replaced allfirst generation material. At this rate, it will
take CPA approximately 18 years to replace all bare steel main and approximately 10
years to replace all cast iron main in its system. At this rate, all bare steel, wrought iron,
and cast iron piping will be eliminated from CPA's distribution system by 2030.

To fund CPA's plans of eliminating first generation pipe in its system, the
Company plans to file multiple base rate filings (i.e. using the fully projected test year)
and implement a Distribution System lmprovement Charge (DSIC) adjustment clause
mechanism. The fully projected test year and DSIC for NGDCs are new tools recently
provided by the passage of Act 11 in 2012 which should help to extend the time
between base rate filings in the future. However, because the exact amount to be
requested in each rate case and DSIC filing are dependent on the previously approved
requests, it is difficult to accurately project the amounts that will be requested.
However, the projected capital budgets as of November 2012 are displayed in
Exhibit Vlll-15 and will significantly drive the requested rate cases and DSIC requests.
From 2007 to October 2012, the Company, on average, invested approximately $75
million annually and replaced an average of 75 miles of priority pipe per year. As can
be seen in Exhibit Vlll-15, CPA plans for approximately $103 million to $1 51 million to
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be invested annually dedicated to priority pipe replacements from 2013 to 2017 and
approximately 104 miles of priority pipe is planned for replacement each year.

Exhibit Vlll - 15
Columbia Gas of Pennsylvania, lnc.

Capital Budget to Replace Unprotected Bare Steel Main / Cast lron Main
FortheYears 2013-2017

S Dedicated to Replacing
Year Farst Generation Pipe

20L3 5151million
2014 5148 million

2ol5 Stoz million
2016 5106 million
2017 5103 million

Source: Data Request 212

The Company also recently changed its leak survey strategy for its system. Prior
to 2007, the Company surveyed approximately one third of its system every year. Since
2007, all priority pipe and approximately one-third of non-priority pipe has been
surveyed annually. Due to improved prioritization and increased leak repair, the total
number of outstanding leaks in the system is beginning to decrease. Exhibit Vlll-16
displays the number of leaks in the system, by class. Note that September 2012 (the
end of a quarter) was the most recent data available at the time the field work ended.

The Company expects the leakage rates to ultimately reduce with continued
priority pipe replacement as capital investment continues. The definition of each type of
class leak is as follows:

Class 1 Leak - A leak that represents an existing or probable hazard to
persons or property, and requires immediate repair or continuous action until
the conditions are no longer hazardous. This type of leak requires prompt
action to protect life and property, and continuous action until the conditions
are no longer hazardous.

Class 2 Leak - A leak that is recognized as being non-hazardous at the time
of detection, but justifies scheduled repair based on probable future hazard.
This type of leak can be scheduled for repair on a normal routine basis with
periodic re-evaluation no later than 6 months until re-evaluation or clearing,
repaired no later than 15 months after discovery and/or by replacing or
retiring the pipeline with the leak no more than 24 months later.
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Exhibit Vlll- 16
Columbia Gas of Pennsylvania, Inc.

Total Leaks in Distribution System by Class
For the Years 2007 - 2011 and January - September 2012

* - for the nine months ended September 2012.
Source: Data Reouest 281

CPA further defines a Class 2 Leak which has the following characteristics as
a "Class 2+" Leak:

Class 2+ Leak - A leak that, when evaluated by the classification criteria, may
justify accelerated scheduled repair. This type of leak shall be reduced to a
non-hazardous classification, cleared, or if not company facilities, tumed over
to the responsible outside party not later than 21 calendar days from the day
discovered.

Class 3 Leak - A leak that is non-hazardous at the time of detection and can
be reasonably expected to remain non-hazardous. This type of leak not
cleared shall be re-evaluated at least once each calendar year with the
exception of Class 3 leaks that do not produce a detectable reading during
the scheduled leakage survey which are not required to be re-evaluated but
shall remain open until cleared.

Leak Class Year Discovered
2007 1,406 1,407 0

2008 1,176 1,176 0

2009 1,010 1,011 0

2010 957 957 0

2011 1,062 1,061 1

2007 1,022 1 ,016 17

2008 1,079 1,085 14

2009 966 962 19

2010 892 889 23
2011 1,039 1 ,045 17

2012" 677 670 24

2007 6,524 4,406 3,737

2008 4,915 5,267 3,369

2009 4,324 4,905 2,801

2010 4,073 4,347 2,521
2011 3,427 3,560 2,387

2" 2.705 3.160 1.927

2007 2,903 1,126 7 ,331
2008 2,345 1,926 7,738
2009 1,596 1,573 7,823
2010 1,238 1,898 7,066

2011 1,088 1,236 6,933

2012* 891 1.245 6,559
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CPA should continue to replace bare steel and cast iron pipe at the planned or
increased rate to help reduce leaks, decrease distribution costs, and mitigate potential
safety issues and if possible implement the new technologies or similar technologies to
increase mapping effectiveness.

2. GPA has many field operations employees who work excessive amounts of
overtime.

Annual overall overtime levels for the field operations employees at CPA from
2007 to October 2012 ranged from 7o/o to 12o/o. Although this range of overtime for field
employees in total is not unreasonable for an NGDC, there were a substantial number
of CPA employees who worked significant amounts of individual overtime during 2011.
CPA indicated that it uses from 500 to 600 hours annually, or 24.0% to 28.8% of regular
hours, as the reasonable upper limit on overtime for field operations positions. Using
600 hours as the upper annual limit, the Audit Staff reviewed overtime levels for the field
operations employees whose overtime exceeded 600 hours annually from 2007 to
October 2012. Exhibit Vlll-17 displays the top 10 overtime percentages that field
operations employees worked each year and how many totalfield operations
employees worked more than 600 hours or 28.8o/o of overtime during the years 2007-
2011 . For the 2012 data, as of the end of our field work only 10 months of statistics
were available so employees with 500 hours or more were noted (i.e., 10/12"600=500).

To analyze why overall overtime was at a much lower rate than the highest
individual overtimes, the Audit Staff reviewed CPA's call out agreements for emergency
situations with its employee unions. As of 2012, all five CPA unions for field operations
have new provisions in their contracts regarding emergency response. CPA's union
contracts consistently state that all employees in emergency responder positions must
accept at least one third of all emergency calls and that an emergency responder will be
designated as on call on a rotating basis for each operating area. However, with
management approval, an employee is allowed to swap their turn in the rotation
provided they can find a qualified responder to take their place. Additionally, employees
will be called for emergencies based on who is closest to the emergency. The contract
language also includes an acknowledgement that management ultimately has the final
authority to determine who is the most appropriate responder.

Excessive levels of employee overtime are a concern because eventually it
results in reduced job performance (due to fatigue), a decrease in overall cost
effectiveness, and ultimately becomes a safety issue both for the employees and the
public. Therefore, the Company should determine if the impact from its emergency
response stipulations with its unions has adequately addressed high individual overtime
levels, and if not, continue to investigate changes to emergency response policies,
initiate additional shift work, add more field crew workers per shift, and/or hire additional
staff by operating area or job descriptions as needed. Note the Audit Staff was unable
to review and analyze CPA's shift work history as this information was unavailable.
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Exhibit Vlll - 17
Columbia Gas of Pennsylvania, Inc.

Highest Overtime Levels as a Percentage of Regular Hours
By Individualfor Field Operations

2007 - October 2012

Hiehest OT Totals

Year

2007 2008 2009 2010 20tt
Oct

20L2*

I
2

3

4

5

6

7

8

9

10

53.7%

v.o%
47,8%

46.6%

42.6%

4L.5o/o

38.9%

3t.o%

35.30/o

36.to/o

4L,6YO

33.3%

33.1%

33.L%

30.5%

29.2?6

285%

28.2%

28.0%

27.9%

2s.6%

24.2%

23.8%

23.6%

22.3%

22.7%

2L.t%

27.0o/o

20.8%

20.8%

35.7%

35.3%

29.4%

27.8%

21.5%

27.s%

26.9%

26.6%

26.3%

26.3%

44.0%

38.0%

37.L%

36.4%

343%
32,9%

31.3%

30.9%

30.7%

30.\o/o

49.7%

46.7%

42.2%

42.0%

41..7%

34.9%

33.2%

30.7%

293%

28.r%

No. of Employees >

500 hrs (28.8%l of OI
25 5 0 3 t4 9

Oveftime levels over 500 hours (28.8yo of regular hours) are shaded for 2007 to20tL.
* Overtime levels over 28.8% of regular hours for October 20L2 are based on 500

hours (600 x 10/12 = 500) which would be the equivalent of a projected 500 hours
for the year.

Source: Data reouest 53 and 216

3. CPA has a high number of vacant field operations, engineering, and
construction positions.

Based on the spans of control analysis detailed in the background of Chapter lll
- Executive Management, the Audit Staff discovered that as of November 2012 there
were 66 vacant, open or unfilled positions out of 626 total CPA operation related
positions. A summary of this position analysis is shown in Exhibit Vlll-18. In summary,
our analysis revealed no concerns with the positions in the rates and regulations group
(i.e., there were no vacant positions) and meter reading group due to the fact that
automated meter reading will soon be implemented requiring significantly less meter
readers; therefore, only the open positions related to gas operations (i.e., field
operations, construction, and engineering)were examined in more detail.

As shown in Exhibit Vlll-18, while the field operations positions had the most
openings with 30 positions, it also had the 2no lowest percentage of vacant positions at
6.8%. The construction related positions have 19 openings, or 19.0% of total open
positions, which is the highest percentage of vacant positions in the groups continuing
at current levels (i.e., excluding meter reading). The engineering related positions had
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seven openings for a total of 18.4o/o. According to the Company, the following positions
will likely be filled in 2013, note that the department that these positions are with is in
parentheses:

. Senior Operations Specialist (Operations)- 6
o Dam?ge Prevention Coordinator (Operations) - 3
. Facility Locators (Operations) - 4. GIS Engineering Technician (Engineering)- 8
. GIS Mapping Technician (Operations) - 3
. Land Agent & Land Technician (Operations) - 4. Field Engineers (Engineering)- 3
. Systems Planning Engineer (Engineering)- 1

. Construction lnspectors (Construction) - 19

Exhibit Vlll - 18
Golumbia Gas of Pennsylvania, Inc.

Open Position Analysis
As of November 2012

TotalNumber
of Positions

444

100

27

Number of Percent of
Position Grou

Field Operations

Construction

Positions

30

19

0

Positions

6.8o/o

Regulation / Rates

Engineering

Meter Reading

Totals

38

t7
626

7

10

56

19.O%

0.0%

78.4%

s88%
LO.5%

Source: Data Requests 1 and 290 and Auditor Analysis

Many of the vacant operations related positions are related to the capital projects
for pipeline replacement (see Finding and Conclusion No. 1). ln 2011 and 2012, there
were many transfers from the Field Operations Department to newly formed positions in
the Construction Department which were created as part of CPA's efforts to accelerate
first generation pipe replacement. lf these positions are filled as planned during 2013,
all construction and engineering positions would be filled along with a significant portion
of the gas operations positions. However, in addition to the number of open positions, it
should be noted that in the next five years, 247 Pennsylvania field operations
employees will be eligible to retire. Although the exact retirement dates for certain
positions are indefinite (i.e., some employees may choose to work several years past
the date of eligibility - in most cases age 55), the Company should begin to be prepared
for these retirements in advance since technical positions often take time to be fully
trained (e.9., at least 1/, years for field operations positions to be fully trained). As has
become the trend for NGDCs in Pennsylvania, CPA has to compete with the Marcellus
Shale industry for attracting potential candidates. Moreover this is proving to be
somewhat difficult as the Marcellus Shale industry offers very competitive wages and
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benefits to qualified pipeline / natural gas candidates. CPA needs to review its current
salaries and benefits offered to field operations positions and determine if adjustments
are necessary to attract and retain qualified employees in these positions. lf the
Company is not fully prepared for needed staffing, this could lead to delays in capital
projects for pipeline replacement, excessive overtime and/or high dispatch times for
emergencies (see Findings and Conclusions Nos. 1 ,2, and 4).

4. Based on the data provided, it appears that CPA has an excessive amount
of dispatch times that took more than 15 minutes.

Dispatch time is defined as the time elapsed from when the customer call is
received to when the call is assigned to a responder. A written explanation must be
submitted to the PUC's Gas Safety Division when the dispatch time in a particular
instance exceeds 15 minutes. As we conducted the 2006 Management Audit of CPA,
the Audit Staff found that there were many dispatch time irregularities recorded by CPA.
At that time, due to a lack of available records, the Audit Staff could not definitively
determine the extent of problems with dispatch times but did conclude that, at a
minimum, there were problems with the dispatching system. During the 2010
Management Efficiency Investigation, the Company was still having record keeping
problems related to retaining records related to emergency dispatch performance. The
automated dispatching system was not in use and paper records were kept but they
were only stored for 60 days and then discarded. For the Audit Staffs current review in
2012, the Company could not provide any dispatching data for the full distribution
system until April 2012. As of 2012 the Company was utilizing an updated version of
the dispatching system it was using in 2006. The new version was first piloted in
October 2011 in the Eastern Operating Area and then implemented statewide in March
and April 2012.

Exhibit Vlll-19 summarizes the Audit Staff's compilation of available emergency
dispatching statistics for the period January to October of 2012. The definition of the
response period is slightly different for each district. The majority of the day shifts for
the districts start between 7:00 and 7:30 AM and end from 3:30 to 4:00 PM. The
evening shifts begin between 3:30 and 4:00 PM and end by 10:00 PM. For this period,
there were272 emergency dispatches over 15 minutes in duration, which was
approximately 24% of total emergency dispatches. The emergency dispatches taking
longer than 15 minutes in duration that occurred during normal operating hours
accounted for 23 or only 8.5% of the ten-month total dispatches over 15 minutes. Most
dispatches that took more than 15 minutes occurred during off hours (i.e., overnight,
weekends or holidays), with the weekends accounting for the most occurrences with
121 or 44.5% of the ten month total. Although the holiday calls cover the least number
of hours and accounted for the lowest number of emergency dispatches (i.e., 12 or
a.a%); these were the most likely, or highest percentage of calls at 17.9o/o to have
dispatches take more than 15 minutes in duration.
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CPA should strive to improve its methodology of dispatching responders such
that all emergency dispatches can be completed within 15 minutes of the emergency
call taking place. There may be unusual circumstances causing exceptions, but in
general, with modern technology it should be possible for almost all emergency
dispatches to occur within 15 minutes under most circumstances. CPA should
determine if either the dispatching system needs enhancements or if proper staffing,
modifying of shift work, or call out methodologies need to be improved (also see Finding
and Conclusions Nos. 2 and 3).

Exhibit Vlll - 19
Columbia Gas of Pennsylvania, Inc.

Available Dispatch Statistics over 15 minutes
January - October 2012

Recommendations

1. Strive to maintain the expedited replacement schedule of first generation
pipe.

2. Assess high levels of overtime by individual field operations employees
and adjust overtime practices, call out procedures, shift work, and/or stand
by procedures as needed.

3. Expedite hiring of vacant operations related positions and timely conduct a
study to determine needed staffing in anticipation of expanded capital
projects and field operations retirements.

4. lmprove dispatching methodologies to ensure that all emergency
dispatches can be completed within 15 minutes of the emergency call
receipt by implementing new or modifying existing procedures for call
outs, stand by lists, shift work, and/or staffing levels.

Day

Evening

Overnight

Weekend

Holiday

23

77

39

tzL
L2

5,690

2,433

548

7,394

67

03%
3.2%

7.1%

8.7%

L7.9o/o

272 Ll,L32

Source: Data Reouests 270 and 308
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IX. EMERGENCY PREPAREDNESS

Backqround

Effective June 1 1,2005, Public Utility Commission (PUC or Commission)
regufations at52Pa. Code S 101.1-101.7 (Chapter 101) require jurisdictional utilities to
develop and maintain appropriate written physical security, cyber security, emergency
response and business continuity plans to protect the infrastructure within the
Commonwealth and ensure safe, continuous and reliable utility seryice. Along with the
requirement to establish these emergency preparedness plans, a utility is also required
to annually file a Self Certification Form with the Commission. The form is comprised of
13 questions as shown in Exhibit lX-1 below.

Exhibit lX - 1

Pennsylvania Public Utility Commission
Public Utility Security Planning and Readiness Self Certification Form

* Attach a sheet with a brief explanation if N/A is supplied as a response to a question.
Source: Public Utility Planning and Readiness Self Certification Form, as available on the PUC website at

The Audit Staff reviewed the 2007 to 2012 Self Certification Forms submitted by
Columbia Gas of Pennsylvania, Inc. (CPA) to determine the status of its responses.
Our examination of the Company's emergency preparedness included a review of the
physical security plan, cyber security plan, emergency response plan, business
continuity plan, and all associated security measures. This included a review of security
and emergency response manuals to ensure that proper identifications of PUC and
other government agency contacts were sufficient and up to date. In addition, the Audit
Staff performed inspections at a sample of the Company's facilities. Due to the
sensitive nature of the information that was reviewed, specific information is not
revealed in this report but rather the generalities of the information reviewed are
summarized.

tem
No. Classification

Response
(Yes-No-N/A.)

1 Does vour company have a physical security plan? 1

2 Has your physical security plan been reviewed in the last year and updated as
needed?

2.

3 ls vour ohvsical securitv olan tested annuallv? 3
4 Does vour comoanv have a cvber securitv olan? 4
5 Has vour cvber securitv olan been reviewed in the last vear and uodated as needed? 5
6 ls vour cvber securitv olan tested annuallv? 6.
7 Does vour companv have an emerqency response plan? 7
8 Has your emergency response plan been reviewed in the last year and updated as

needed?
8

I ls vour emeroencv resoonse olan tested annuallv? 9.
10 Does vour comoanv have a business continuitv olan? 10.
11 Does your business continuity plan have a section or annex addressinq pandemics? 11

12 Has your business continuity plan been reviewed in the last year and updated as
needed?

12.

13 ls vour business continuitv olan tested annuallv? 13.
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To protect physical and cyber security, the measures used by the Company
include the following:

. Physical access to buildings is addressed by a risk based approach and is
restricted through electronic card access, alarm systems, and traditional keys
depending on the building. Access is determined by job requirement and/or
business need. Additional access to facilities is granted upon approvalfrom
the appropriate personnel. Additionally, the more sensitive buildings in the
NiSource lnc. system have security guards.

. Physical access to service centers, garages, and maintenance areas include
traditional lock and key mechanisms, and/or electronic card access.
Additional security (depending on the sensitivity of the area) is provided
through proper lighting, fencing, alarm systems, and closed circuit television
monitoring.

. Cyber access allows varying levels of access to internet, intranet, and
software applications. Access levels are determined by an employee's job
description and title.

. Cyber protection includes multiple types of firewalls, virus protection, and
computer encryption to safeguard Company and customer information, deter
improper disclosure, identify information system controls across all business
functions, and protect data in both physical and electronic formats.

Additionally, CPA tests and updates its physical security, cyber security, emergency
response, and business continuity plans at least annually and more frequently as
needed.

Findinqs and Gonclusions

Our examination of CPA's Emergency Preparedness included a review of the
physical security plan, cyber security plan, emergency response plan, business
continuity plan, vulnerability assessment and all associated security measures. Based
on our review of the Company's emergency preparedness efforts no evidence came to
our attention that would lead the Audit Staff to conclude that there were any areas or
plans reviewed that were not being addressed adequately.

Recommendation

None.
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X. HUMAN RESOURCES

Background

The Human Resource (HR)functions for Columbia Gas of Pennsylvania, Inc.
(CPA or Company) are performed by NiSource Corporate Services Company
(Corporate Services). The reporting structure for the applicable Corporate Services HR
positions that perform work on behalf of CPA is displayed in Exhibit X-1.

Exhibit X - 1

NiSource Corporate Services Company
Human Resources Structure

As of November 2012

NiSource lnc.

President & CEO

NiSource Inc.

Senior Vice President
Corporate Human Resources

Corporate Services

Vice President
Human Resources

Corporate Services

Manager - Human Resources
PAIMDIVA

Corporate Services

Senior Human Resources Consultant
PAIMDIVA

Corporate Services

Senior Human Resources Consultant
PAIMD/VA

Corporate Services

Senior Human Resources Consultant
PAIMDIVA

Corporate Services

Human Resources Consultant
PAlMD/vA

Source: Data Reouest 1
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Reporting to the NiSource Inc. (NiSource) President and Chief Executive Officer
(CEO) is the Corporate Services Senior Vice President of Corporate Human Resources.
Reporting to Corporate Services' Senior Vice President of Corporate Human Resources
is the Corporate Services' Vice President of Human Resources. Reporting to the
Corporate Services Vice President of Human Resources is the Corporate Services'
Manager of Human Resources for Pennsylvania, Maryland, and Virginia. This Manager
is located at the Canonsburg, PA office along with four Human Resource Consultant
positions reporting to the Manager. The responsibilities of the Corporate Services
Manager of Human Resources for Pennsylvania, Maryland, and Virginia include, among
other areas: labor relations, grievances, arbitrations, benefits, recruiting, and
backgrou nd checks/verifications.

Corporate Services utilizes PeopleSoft for its human resource information system
(HRIS). In addition to standard HRIS modules for human resources such as payroll,
benefits, compensation, etc., this system has the capability to generate reports for more
specific level reporting. Reports for these modules can be specific by job title, location,
compensation level, and/or supervisor, etc.

The Company's employee benefits are universal for all employees (i.e., union,
salaried, and executives), with the exception of the defined benefit pension plan which
is not offered to Salaried or Executive employees hired on or after January 1,2O10.
The following employee benefits are offered to CPA, Corporate Services and other
NiSource employees:

. Medical plan - three different options

1. Self-insured Preferred Provider Organization plan (includes Health
Care Reform preventive care and a prescription drug plan)with
copays, deductibles, co-insurance and out of pocket maximums and a
corresponding Flexible Savings Account.

2. Two self-insured High Deductible Preferred Provider Organization
plans (includes Health Care Reform preventive care and prescription
drug plan)with deductibles, co-insurance and out of pocket maximums
and a corresponding Health Savings Account.

3. Health Maintenance Organizations (where available) with copayments.

. Dental Plan - Self-insured dental plan with preventive, minor and major
restorative coverage with deductibles, co-insurance and out of pocket
maximums (also preventive dental plan and dental plan with orthodontia
coverage are offered).

. Vision Plan - Insured plan with exam, lenses, frame and contact coverage
with calendar year and allowance coverage (also a basic plan with provider
discounts is offered).
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Long Term Disability - lnsured plan with 50% of base salary company
provided, with an employee paid option to an additional 10% coverage
resulting in up to 60% of base salary.

Life Insurance - Insured for two times base salary company provided
coverage with an employee paid option of up to an additional four times base
salary.

Pension - ls a defined benefit plan which is an account balance plan based
on date of hire and union/non-exempVnon-union status. The Pension plan is
not offered to Salaried or Executive employees hired on or after January 1,

2010, or non-exempt employees hired after January 1,2013.

401(k) Plan - Pretax, after tax, and Roth contribution options with a company
match based on applicable pension formula (open to all employees, including
those who are able to participate in the defined benefit plan).

The Audit Staff reviewed the employee compensation offered by the Company.
The Company has established two compensation targets for the salaries for its
employees in comparison to the energy/utility industry and with employers outside the
industry for the same or similar type of work. The pay range is individual based. The
pay range for each position is targeted at75o/o to 125o/o of the market median. In
addition to ranges for each individual position, the Company compares overall salaries
with the market medians with the goal of paying between 90% and 110o/o of the market
cumulatively across CPA.

In addition to base pay, employees are eligible for incentive pay based on
performance of the employee's business unit and individual performance through the
NiSource Corporate lncentive Plan. Under the terms of this plan, a discretionary
amount is available based on individual performance as determined by an employee's
manager or supervisor. Overall, two thirds of incentive pay is discretionary and one
third is non-discretionary. Incentives are performance based in that they are
determined by the degree to which individual performance goals are achieved. lf
corporate and business unit objectives are reached, an incentive pool is established.
The percentage of an individual employee's base pay that is available for the cash
incentive is dependent upon their job scope levels, which provides a trigger, target, and
stretch performance for each employee at that job scope level. The employee's
individual performance and achievement of predetermined goals as determined by his
or her supervisor is also factored into the amount of incentive granted. The incentive
plan is designed to drive and reinforce goals in performance. The goals are divided into
four key categories: customer, employee, financial, and process.

As addressed in the last Management Audit issued in August 2006 and the
Management Efficiency Investigation issued in January 2011 , as of July 2005 NiSource
outsourced major functions previously performed by Corporate Services to International
Business Machines (lBM). The functions that were outsourced include the following
functions which were performed by Corporate Services prior to the outsourcing:



Exhibit No. 13
Schedule No.4(46)p

Page 84 of 101
Wtness N. M Paloney

o Customer Call Center;
o Certain Finance and Accounting services (general accounting, fixed asset

accounting, and budgeting):
. Supply Chain (purchasing and materials management);
. Human Resources (employee recordkeeping);
. Sales Center (functions not associated with customer contact and major

accounts);
o Meter to Cash (printing and issuing customer bills and collections);
. Work Management Systems / GIS Mapping; and
. Information Technology (lT) Services.

Many of the employees that worked for Corporate Services to perform these functions
were employed by IBM when the functions were outsourced. However, beginning in the
first quarter of 2007 and concluding in September 2008, all functions except for lT
services and the Customer Call Center were returned to Corporate Services. As this
transition occurred, the employees who previously worked for CPA, Corporate Services,
or other NiSource owned natural gas distribution companies (NGDCs), were re-hired as
employees of their respective NiSource entity. In reviewing the long term impact of the
temporary change in employer to the employees longevity/seniority related benefits and
compensation, the Audit Staff found that, in general, the NiSource employees' previous
service is reinstated when the break in service is less than five years (as was the case
for these specific employees). The exception to longevity reinstatement is the
severance plan, which will be computed based on the rehire date. In other words, for
the Corporate Services and CPA employees who became IBM employees and then
were rehired back to Corporate Services or CPA, the calculations for their severance
pay in the cases of layoffs would be based solely on the timeframe from their second
hiring with the Company to the date of release from the Company.

Corporate Services' Health, Safety, and Environmental Department (HSE) is
responsible for safety functions at all six NiSource NGDCs managed by Corporate
Services under the direction of the Director of the HSE Department. Exhibit X-2
displays HSE's organization structure. The Company's safety programs have been
developed based on U.S. Occupational Safety and Health Administration (OSHA)
regulations, other regulatory requirements, various association guidelines, and
established internal policies and procedures. The annual OSHA recordable incident
rate represents the number of reportable injuries and illnesses per 100 fulltime workers
(i.e., a lower rate indicates better performance). Exhibit X-3 displays the OSHA
recordable incident rate from 2007 to October 2012for CPA as well as the number of
OSHA recordable incidents, CPA's annual goals, and statistics for an American Gas
Association (AGA) comparative panel.

As illustrated in Exhibit X-3, CPA's OSHA recordable incident rates have, in
general, declined (i.e., improved) since 2007. CPA's 2010 and 2011 performance was
better than the AGA panel average (2nd quartile value). AGA awarded CPA with safety
improvement awards for the years 2010 and 2011, and CPA was in the Pennsylvania
NGDCs' top three for OSHA recordable incident rates for these years as well. In large
part this is due to an extensive enhanced emphasis on safety by NiSource. The Audit
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Exhibit X - 2
NiSource Corporate Services Company

Health, Safety and Environmental Department's Organization Structure
As of November 2012

NiSource lnc.

President & CEO

NiSource lnc.

Executive VP & Group CEO

Distribution Operations

NiSource Corporate
Services Company

Chief Operatins Officer

HSE

Director
HSE & Technical Trainine

HSE

Manager
Environment, Health & Safety

HSE

Environment, Health & Safety
Coordinators (9) F]

HSE

HSE Program Specialist

Source: Data Reouest 1

Staff reviewed all NiSource, Columbia, and CPA strategic plans and board meeting
minutes since 2009 and found that safety related measures (for all NiSource NGDCs)
are regularly reviewed. Since 2007, there have been approximately 50 changes,
initiations, or improvements to the safety programs impacting CPA and the other
NiSource NGDCs. Among some of the many improvements to the emphasis on safety
in the last several years include the following:

2007
. Root cause analysis procedures - the affected employee, Corporate

Services' HSE Department, and management investigates each recordable
injury and preventable vehicle collision to identify opportunities to reduce
recurrence of similar incidents. [implemented in January]
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Exhibit X - 3
Columbia Gas of Pennsylvania, lnc.

OSHA Reportable Incidents and Recordable Incident Rates
2007 - October 2012

* 2012 data is as of the end of October 2012

NA - Not available as of close of fieldwork.
Source: Data Reouests 209 & 283

. Defensive driving policy developed which includes training requirements
(implementation of the Smith Driving Program), backing policy, restriction on
cell phone use while driving, and a 360 degree pre trip vehicle walk around.
[implemented in January]

. lnjury notification procedures - all injuries are required to be reported to the
General Manager and Senior VP of Operations within 48 hours. [implemented
in Januaryl

2008
HSE began conducting ten job site inspections per month. Hazards,
coaching opportunities, at risk findings, and OSHA compliance issues were
documented and reviewed at Operations Center Manager staff meetings.
[implemented in January]
Formal local safety teams began to meet monthly. Minutes are maintained,
communicated, and discussed during the meetings. [implemented in April]
HSE began to generate safety reports that are sent to all leaders (such as the
Field Operation Leaders and the Manager of the Operations Centers (see

Year

2007
2008

2009

2010
20LL

20L2*

CPAOSHA CPAGoal
Reportable Reportable
Incidents

2nd Quartile Value
(50% mark)for
OSHA Incidence
AGA Panel Ave

4.62

4.22

3.89

3./r
5.U4

NA

1st Quartile Value
(Top25%l for OSHA

lncidence Rate

AGA Panel Ave

3.41

2.82

2.58

2.35

1.98

NA

CPA Goal

for OSHA

lncidence Rate

None

None

3.87

3.37

2.53

L.or

26

3L
27

L7

10

10

35

28

19

17

L4

9

CPA OSHA
Incidence

Rate

4.97
6.54
4.79
3.64
2.07

2.33

7

6

5

4

5

2

L

0

--cPA 
OSHA Incidence Rate

lncidence Rate AGA
*'@n1st Quarile Vatue

20LL 20t2,



Exhibit No. 13
Schedule No.4(46)p

Page 87 of '101

VMtness N M. Palonev

background for Chapter GO - Gas Operations)discussing any injury or
collision events from the week prior. The report also includes data and
information on current performance versus the safety milestones from the
year. [implemented in July]

2009
Weekly tailgate meetings [usually on Mondays] are held with employees to
discuss the weekly report. [implemented in January]
Safety compliance training is provided for all field employees based upon
their job classification. [implemented in February]
Field Safety Observation Database is implemented in which job site
inspections and findings data can be sorted, grouped, and better
communicated. [implemented in 2no quarter]

2010
Safety Blitz meetings are held if there are a relatively high number of
incidents in any months. Daily mobile data terminal messages related
specifically to the incidents that occurred are communicated on field crew
computers in vehicles. [implemented in February]
Nurse Triage - all employees reporting an injury call a hotline to report
injuries. The employees speak to a registered nurse to assist in triaging the
injury. [implemented in June]
OSHA 10 Hour Course for Construction Safety is required for allfield
operations leaders. [implemented in July]

2011
Riskonnect database initiated. All employee injuries, vehicle collision, and job
site safety inspections are accessible by all leaders, HSE staff, and corporate
insurance employees. [implemented in January]
Specific local safety plans are written and implemented for each operating
area across the distribution company. [implemented in January]
Pre job safety briefing process was implemented into the field. Each crew in
the field is required to conduct a short safety discussion or safety "huddle"
prior to each job focusing on hazard identification. [implemented in January]
Near miss reporting was introduced to field employees. Near miss forms can
be used to describe near miss events and are reviewed by HSE and Local
Safety Teams. [implemented in January]

2012
HSE Web Portalwas developed so all leaders and employees can find all the
HSE initiatives in one location. Allforms, completed root cause
investigations, policies, procedures, links, safety supply vendors, etc. are
located on the HSE Portal. [implemented in January]
HSE computer based training initiatives were developed to provide safety
related training to employees in the field on their mobile data terminals.
Several programs have been developed and more are being designed.
[implemented in January]
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. HSE developed Vehicle Maneuverability Skills Workshops which include a
one hour classroom discussion on a five year period of driving performance
and common causes of collisions in the field. The employees then spend the
entire day driving their company assigned vehicles through seven skill
stations to improve their driving skills related to close quarter driving.
[implemented in April]

Although the 2012 statistics have slightly increased as of October 2012 when
compared to 2011, the Audit Staff specifically looked atall2012 year to date incidents
that occurred. Because a less severe accident or injury such as an insect sting and a
severe accident such as a vehicle accident are tracked equally as an OSHA reportable
incident, the Audit Staff decided to review the severity of the accidents which increased
the OSHA recordable incident rate and determine if Company policies need to be
improved as a result. However, of the ten incidents that occurred in 2012, two were
insect bites, two were driving incidents (including one of which was minor and one that
was not the employees'fault), four were sprain/strain incidents, and two were incidents
of being struck with equipmenUtools. Additionally, we acknowledge that the last
information available from the Company before our fieldwork ended was year to date
through October and it is likely that the full year actual 2012 OSHA incident rate will be
lower as there are two remaining months and most construction work had been
completed for the year.

ln addition to endeavoring towards employee safety, CPA also strives to maintain
public safety by basing safety plans and training on Department of Transportation
(DOT) standards and AGA standards for the safe distribution of natural gas. These
standards are contained on the Company's intranet site and available to all employees.
In addition, each localoperating territory maintains its own safety manualfor specific
matters and resources which may be applicable to that area and for specific local
emergency providers. For more information on CPA efforts that have potentially
significant impact on public safety issues, refer to the following sections of the report:

o Emergency Response Plan and Business Continuity Plan: see Chapter lX -
Emergency Preparedness. The Emergency Response Plan and Business
Continuity Plan are used during abnormal business operations to protect and
inform the public, protect property, and ensure safe natural gas delivery.

. Third party hits: see Chapter Vlll - Gas Operations Background. Third party
hits endanger public safety and property. CPA works with contractors and the
public to provide proper education regarding safe digging procedures.

. Emergency response: see Chapter Vlll - Gas Operations Background for
emergency response arrival times and Finding and Conclusion No. 4 for
emergency response dispatching times. Emergencies should be dispatched
and responded to immediately to resolve the emergency and to secure the
site of the emergency.
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. Bare steel / cast iron replacement and leaks: see Chapter Vlll - Gas
Operations Finding and Conclusion No. 1. Bare steel and cast iron are
vulnerable to corrosion which leads to leaks. Leaks have the potential to lead
to explosions.

Findinqs and Conclusions

Our examination of the Human Resources function included a review of the
Company's human resources information system, safety programs, training, benefits,
and compensation. Based on our review of the Human Resources function, no
evidence came to our attention that would lead the Audit Staff to conclude that any of
the areas reviewed were not being addressed adequately.

Recommendation

None.
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XII. APPENDICES

Appendix A Columbia Gas of Pennsylvania, Inc.
Financial and Operating Data and Statistics

Appendix B Comparative Data and Statistics for the Pennsylvania Panel



Operatinq Statistics

Gross Utility Plant
Depreciation & Amortization
Net Utility Plant

Operating Revenue:

Residential
Commercial
lndustrial

Subtotals
Other

Totals

Deliveries by Volume (Mcf;

Residential
Commercial
lndustrial
Total Mcf Sales

Gas Trans. or Comor.
for Others

Injected into Storage
Company Use
Exchange Gas, Off

System Sales, etc.
Other

TotalDeliveries (Mcf)
TotalReceipts (MO
Unaccounted for Gas (Mcf)
UFG as a % of Total Receipts

Customers (Average):

Residential
Commercial
lndustrial
Other

Totals

Employees (Average)

Total Main Pipeline (Miles)

Services

NM = Not Meaningful
NA = Not available
Source: PUC Annual Reports
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Appendix A
Page 1 of 2

Columbia Gas of Pennsylvania, lnc.
Financial and Operating Data and Statistics

Compound
2007 2008 2009 2010 2011 Growth

$833,292,031 $903,622,069 $947,637,758 $1,016,651,341 $1,138,56'1,728 8.10/o

265,444,760 270J60522 277,284,74 287,43'1,690 297,063,377 2.90/o

$567,847,271 $633,461,il7 $670,353,014 $729,219,651 $841,498,351 10.30/o

$375,236,411 $451,926,057 $349,489,047 $323,067,880 $300,666,299 -5.40/o

129,927,240 156,811,848 108,933,311 98,733,731 92,600,560 -8.1Yo

4.494,441 4,840,417 3,032,214 3,063,474 2,291,207 -15.5%

$509,658,092 $613,578,322 $461,4U,572 $424,865,085 $395,558,066 -6.10/o

140,860,580 168,322,039 83,441,003 134,298,031 109,192,905 -6.2Yo

$650,518,672 $781,900,361 $544,895,575 $559,163,116 $504,750,971 -6.1%

28,OU,273 28,311,865 26,097,595 25,942,239
11,077,537 11,106,658 10,225,560 9,694,377

24,878,520 -3.00/o

9,652,987 -3.4%
242.632 -103%375,350 342,807 292,876 304,419

39,517,160 39,761,330 36,616,031 35,941,035 34,774,139 -3.1%

37,447]88 36,976,570 33,736,734 35,696,912 39,151,095 1j%

24,428,478 25,339,462 24,710,116 23,996,274 24,921,653 0.50/o

45,382 39,238 40,550 36,256 51,479 3.20/o

19,056,855 18,537,675 15,318,961 22,071,715 18,738,638 -0.40/o

692,000 525,000

121,187,663 121,'179,275
121,123,UO 120,379,2U

-64,323 -800,021
-0.05% -0.66%

381,000 -128,000 -1,537,000 NM

110,803,392 117,614,192 116,100,004 -1j%
1 1 0,550,1 50 1 1 7,680,838 1 1 4,365,953 -1 .40/o

-253,242 66,646 -1,734,051 127.90/o

-0.23% 0.06% -1.52% 131.2%

372,810 374,490 375,138
38,074 37,856 37,543

328 330 330
000

376j64
37,332

308
0

377,317 0.3%
37,204 -0.6%

285 -3.5%
ONM

Distribution Mains (M. Ft.) 40,121 38,988 38,676 38,877 38,993 -0.7%

Transmission Mains (M. Ft.) 348 343 354 0 0 -100.0%
TotalMain Pipeline (M. Ft.) 40,469 39,331 39,030 38,877 38,993 -0.9%

411,212

485

7,665

415,969

412,676

510

7,449

416,638

413,011

510

7,392

NA

413,804

487

7,363

NA

414,806 0.2%

487 0.1%

7,385 -0.9%

NA NA



Columbia Gas of Pennsylvania, Inc.
Financial and Operating Data and Statistics

Gas Operation & Maintenance Expenses 2007 2008 2009
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Appendix A
Page 2 of 2

Compound
2011 Growth

s

ONM

279,651,598 -11.9o/o

Natural Gas Production Expenses

Other Gas Supply Expenses

Natural Gas Storage, Terminating,
& Processing Expenses:

Underground Storage Expenses
Maintenance
Total

Transmission Expenses:

Operation
Maintenance
Totals

Distribution Expenses:

Operation
Maintenance
Totals

Customer Accounts Expenses

Customer Service & Inform. Expenses

Sales Expenses

Administrative & General Expenses:

Operation
Maintenance
Totals

Total Gas Operation & Maintenance Exp.

NM - Not Meaningful
Source: PUC Annual Reoorts

0000
464,832,1 19 57 9,318,444 323,625, 850 340,634, 509

20't0
$

0
0

0
0

0
0

0
0

219,928 171,443 163,010
20,488 12,803 4,847

240,416 184,246 167,857

200,824 175,442 -5.5%
5.373 18.305 -2.8%

206.197 193.747 -5.30/o

ONM
ONM

0

22,724,144
12,316,438

0

25,606,707
14,112,473

26,690,015 4.1%
13.856.306 3.0o/o

NM

24,194,625 23,516,910
13,784,194 14,097,892

35,040,582

34,519,6'13

1,774,752

39,220

49,596,353
0

37,978,819 37,614,802

44,568,395 39,011,526

2,385,073 4,779,747

543,014 709,398

39,898,756 45,317,027
00

39,719,180

33,817,224

7,052,634

543,115

53,366,596
0

40,546,321 3.70/o

31,357,946 -2.4o/o

8,953,271 49.9%

603,831 98.1o/o

56,181,635 3.2%
ONM

49,596,353 39,898,756 45,317 ,027 53,366,596 56,181 ,635 3 2o/o
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ELEMENT

Number of Customers - 2011
Number of Customers - 2007
Compound Annual Growth Rate

% Residential Customers - 2011

Total Throughput (thousand Mcf) - 2011
Total Throughput (thousand Mcf) - 2007
Compound Annual Growth Rate

Mcf/Residential Customer - 2011

Transportation (thousand Mcf) - 2011
Transportation (thousand Mcf) - 2OO7

% Transportation - 2011
% Transportation - 2007
Compound Annual Growth Rate

Number of Employees @ 12131111

Miles of Distribution Main - 2011
Miles of Transmission Main - 2011
Services - 2011
Net Plant ($Million) - 2011
Net PlanVGross Plant - 2011
Customers/Main Mile - 2011
Average Revenue/Residential Customer - 2011
Average Revenue/Residential Mcf - 2011

CGP = Columbia Gas of Pennsylvania, Inc.
EGC = Equitable Gas Company
NFG = National FuelGas Distribution Corporation
PNG = Peoples NaturalGas Company LLC

Source: PUC Annual Reports

CGP

414,806
411,212

0.2%

91.0%

114,366
121,123

-1 .4o/o

66

33,237
37,448
29.1o/o

30.9%
-1.5o/o

496
7,386

0

841
73.9o/o

56
$796.85

$12.09

PNG

358,357
357,008

O.1o/o

92.1o/o

87,091
88,201

-0.3o/o

90

36,648
37,545
42.1%
42.60/o

-0.3o/o

717
6,556
1,084

350,774
729

65.1o/o

47
$779.63

$8.64

TWP

60,388
62,451

-0.8o/o

92.8o/o

25,920
26,012

-0.1o/o

89

15,588
14,307
60.1o/o

55.0%
2.3o/o

202
1,546
1 ,155

58,1 1 8
163

65.3%
22

$1,211.07
$13.55

UGIU

342,156
322,801

1.5o/o

89.8%

Panel
Averaqe

209,992
206,513

O.2o/o

91.0o/o

EGC NFG

260,000 212,833
255,943 211,743

0A% 0.1Yo

93.2o/o 92.5o/o

UGIC UGIP

76,353 159,858
76,059 159,586
O.1o/o 0.0o/o

86.40/o 90.0%

60,151
67,462
-2.8%

87

24,599
24,595
40.9%
36.5%

2.9o/o

353
3,907

38
249,079

618
64.60/0

68
$1,034.27

$11.83

49,185
52,851

-1.8Yo

96

21,356
19,902
43.4%
37.7o/o

3.60/o

322
4,614

338
210,816

313
63.3%

43

$946.14
$9.90

31,036
28,555

2.1%

88

13,972
13,128
45.0Vo

46.0o/o

-0.5%

197
3,723

111
80,672

242
67.3o/o

20
$'1,141.88

$12.93

24,303
23,910
36.1o/o

41.4%
-3/%

250
2,609

30
165,989

543
71.4%

61

$1,202.80
$11.81

27,941
55,016
20.4%
53.3%

-213%

881
5,384

117
340,907

816
64.7o/o

62
$836.42

$'12.28

23,487
26,901
41.2o/o

44.60/o

-2A%

417
4,034

410
208,051

489
66.0%

46
$1,021.75

$11.56

67,380 136,744 65,358
57,457 103,195 60,533
4.1o/o 7 .3Yo 1.2o/o

102 68 89

TWP = Peoples TWP, LLC
UGIC = UGI Central Penn Gas, Inc.
UGIP = UGI Penn NaturalGas, Inc.
UGIU = UGI Utilities. lnc.



Exhibit No. 13
Schedule No.4(46)p

Page 95 of 101

witnessAflhrdHtflx B
Page 2of8

Columbia Gas of Pennsylvania, lnc.
Comparative Data and Statistics for the Pennsylvania Panel

Administrative & General Expense/Gustomer

Gompanv 2007

Equitable $254.71
National Fuel $124.46
Peoples $23.09
Peoples TWP $189.59
UGI Central $315.62
UGf Penn $107.71
UGI Utilities $114.50

PanelAverage $161.38

Columbia $120.61

2008 2009

s133.32 $109.43
$125.31 $125.41
$42.26 $27.66

$197.76 $193.85
$227.23 $206.41
$129.36 $139.52
$1 10.84 $1 17.30

$138.01 $131 .37

$96.68 $10e.72

2010 201',1

$112.18 $109.20
$128.52 $138.75
$92.25 $142.14

$239.78 $235.35
$239.74 $202.79
$137.15 $127.99
$112.64 $107.56

$151.75 $151.97

$128.97 $135.44

2010 2011

$1,062.69 $904.98
$940.92 $890.3e
$811.82 $839.46

$1,381.30 $1,386.13
$1,51 1.80 $1,431.05
$1,637.59 $1,482.64
$1,318.64 $1,197.26

$1,237.92 $1,161.70

$1,148.71 $1,006.47

Compound
Growth

-19.1o/o

2.8%
57.5o/o

5.60/o

-10.5o/o

4.4o/o

-1.5o/o

-1.5o/o

2.9o/o

Gompound
Growth

-12.8o/o

-10.9o/o

-4.8%
-6.3o/o

-9.5o/o

-2.8%
-6.0%

-7.5%

-8.3o/o

Compound
Growth

O.5o/o

2.0o/o

5.9o/o

3.9o/o

1.9o/o

0.4%
1.9o/o

2.1o/o

10.1o/o

Operations & Maintenance Expense/Customer

Companv 2007 2008 2009

Equitable $1,564.79 $2,024.18 $1,414.57
National Fuel $1,411.88 $1,559.86 $1,272.56
Peoples $1,020.88 $1,204.77 $944.17
Peoples TWP $1,801.92 $2,102.22 $1,458.59
UGI Central $2,131.67 $2,161.84 $1,804.74
UGI Penn $1,659.61 $1,868.75 $1,981.26
UGI Utilities $1,531.76 $1,544.85 $1,471.88

Panel Average $1,588.93 $1,780,92 $1,478.25

Columbia $1,425.16 $1,708.06 $1,092.53

Net PlanUGustomer

Companv 2007 2008 2009 2010 2011

Equitable $2,330.28 $2,279.26 $2,316.36 $2,381 .29 $2,375.51
National Fuel $1,357.83 $1,374.62 $1,419.88 $1,446.18 $1,470.39
Peoples $1,616.44 $1,671.31 $1,728.35 $1,889.50 $2,035.37
Peoples TWP $2,315.16 $2,400.19 $2,432.28 $2,587.96 $2,699.43
UGI Central $2,935.34 $2,986.69 $3,115.06 $3,239.79 $3,165.13
UGI Penn $3,342.48 $3,368.80 $3,363.24 $3,389.86 $3,396.62
UGf Utilities $2,213.25 $2,254.48 $2,263.78 $2,301.40 $2,384.99

PanelAverage $2,301.54 $2,333.62 $2,376.99 $2,462.28 $2,503.92

Columbia $1,380.91 $1,535.01 $1,623.09 $1,762.23 $2,028.66

Source: PUC Annual Reports
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Columbia Gas of Pennsylvania, Inc.

Comparative Data and Statistics for the Pennsylvania Panel

Operations & Maintenance Expense/Operating Revenue

Gompanv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

PanelAverage

Columbia

Companv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

PanelAverage

Columbia

Companv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

PanelAverage

Columbia

Compound
Growth

-6.5o/o

-1.8%
1.8%

-11%
-2.7%
2.1o/o

2.1o/o

-0.9o/o

-2.1o/o

Compound
Growth

7.8o/o

12.4o/o

13.2o/o

9.8o/o

9.60/o

5.4o/o

10.60/o

2007 2008 2009 2010

$0,40
$0.41
$0.46
$0.43
$0.44
$0.46
$0.45

$0.44

$0.85

2010

$0.89
$0.63
$1.06
$0.80
$0.95
$0.94
$0.79

$0.87

$1.30

2010

$0.45
$0.65
$0.43
$0.53
$0.47
$0.48
$0.57

$0.51

$0.6s

2011

$0.50
$0.44
$0.43
$0.43
$0.49
$0.42
$0.43

$0.45

$0.90

$0.53
$0.44
$0.44
$0.44
$0.48
$0.44
$0.43

$0.46

$0.90

$0.45
$0.43
$0.44
$0.43
$0.42
$0.46
$0.45

$0.44

$0.83

$0.38
$0.41
$0.46
$0.41
$0.44
$0.4s
$0.46

$0.43

$0.83

Net PlanUOperating Revenue

2007

$0.74
$0.42
$0.68
$0 55
$0.67
$0.84
$0.61

$0.65

$0.87

2007

$0.67
$1.04
$0.63
$0.78
$0.73
$0.50
$0.69

$0.72

$1.03

2008

$0.59
$0.39
$0.62
$0.51
$0.67
$0.79
$0.63

$0.60

$0.81

2008

$0.89
$1.13
$0.72
$0.88
$0.72
$0.55
$0.69

$0.80

$1.1 1

2009

$0.73
$0.48
$0.81
$0.71
$0.73
$0.77
$0.70

$0.70

$1.23

2009

$0.61
$0.90
$0.55
$0.60
$0.s8
$0.59
$0.65

$0.64

$0.67

2011

$1.00
$0.67
$1.12
$0.80
$0.96
$1.03
$0.92

$0.93 9.60/o

$1.67 17.60/o

Operations & Malntenance Expense/Net Plant
Compound

2011 Growth

$0.38 -13.2o/o

$0.61 -12.60/o

$0.41 -10.1o/o

$0.51 -9.9o/o

$0.45 -11.2o/o

$0.44 -3.2o/o

$0.50 -7.7o/o

$0.47 -10.0o/o

$0.50 -16.70/o

Source: PUC Annual Reports
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Columbia Gas of Pennsylvania, Inc.
Comparative Data and Statistics for the Pennsylvania Panel

Operations & Maintenance Expense/Mcf

Gompanv 2007 2008 2009 2010

$5.62
$4.99
$4.30
$3.47
$5.01
$6.14
$4.65

$4.88

$13.27

2010

$12.58
$7.67

$10.01
$6.50

$10.73
$12.71

$8.11

$e.76

$20.36

2011

$4.88
$4.40
$4.48
$3.58
$4.81
$5.43
$3.84

$4.4e

$12.56

2011

$12.80
$7.27

$10.85
$6.98

$10.63
$12.45
$7.65

$9.80

$25.32

Compound
Growth

-12.7o/o

-10.6%
-4.3o/o

-6.6%
-9.4o/o

-0.7o/o

-8.5o/o

-7.8%

'3.60/o

Gompound
Growth

O.60/o

2.4o/o

6.4o/o

3.7%
2.0%
2.6%

-0.8o/o

2.3o/o

15.7o/o

Compound
Growth

1.Oo/o

-1.1o/o

5.2%
4.1o/o
2.2%
8.5%
3.4o/o

2.7o/o

3.7o/o

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

PanelAverage

Columbia

$8.41
$6.88
$5.35
$4.70
$7.14
$5.58
$5.47

$6.22

$14.57

Gompanv 2OO7

Equitable $12.52
National Fuel $6.61
Peoples $8.47
Peoples TWP $6.04
UGI Central $9.83
UGI Penn $11.24
UGI Utilities $7.90

PanelAverage $8.94

Columbia $14.12

Gompanv 2007

Equitable $1,159.21
National Fuel $558.10
Peoples $856.00
Peoples TWP $593.04
UGI Central $521.51
UGI Penn $826.87
UGI Utilities $878.59

Panef Average $770.47

Columbia $898.75

$10.80 $7.22
$7.86 $6.83
$6.20 $5.13
$5.52 $4.23
$7.0e $6.13
$6.73 $7.30
$5.88 $5.91

$7.16 $6.11

$17.50 $12.20

Net PlanUMcf

2008 2009

$12.17 $11.83
$6.93 $7.62
$8.61 $9.39
$6.31 $7.06
$9.7e $10.58

$12.13 $12.39
$8.59 $9.08

$9.22 $9.71

$15.72 $18.12

Distribution Expense/Thousand Ft. Line

2008 2009

$1,416.46 $1,497.99
$530.05 $485.66
$91s.36 $926.31
$440.47 $460.23
$725.48 $611.19
$838.66 $1,050.01
$894.98 $824.32

$823.07 $836.53

$981.97 $967.53

2010

$1,348.90
$545.74

$1,027.58
$447.49
$517.16
$982.95
$857.37

$81 8.1 7

$1,018.62

2011

$1,204.69
$534.89

$1,046.76
$502.05
$569.17

$1,145,00
$1,004.26

$858.12

$1,039.70

Source: PUC Annual Reports
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Columbia Gas of Pennsylvania, Inc.
Comparative Data and Statistics for the Pennsylvania Panel

Customer Accounts Expense/Gustomer

Companv 2007 2008 2009 2010

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

PanelAverage

Columbia

Gompanv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

Panel Average

Columbia

$73.74 $57.27
$81.78 $78.41
$82.07 $61.88
$48.43 $51.12
$66.66 $96.08
$67.71 $96.47
$67.00 $75.19

$69.63 $73.77

$83.95 $108.00

3,8o/o 3.6%

-0.1% -0.7%

$33.89 $53.54
$64.58 $49.89
$61.17 $50.66
$58.82 $61.46
$89.57 $52.94
s73.32 V4.70
$57.35 $47.81

$62.67 $51.57

$94.46 $81.72

2009 2010

witness h$d€hulx e
Page 5 of 8

Gompound
Growth

-15.6%
-18.7%
-7.8%
1.2%

-2.5%
-12.6%
-71%

-9j%

-2.6%

Compound
Growth

-29.1o/o

-64%
-16.3o/o

-33.6%
-21.6%

NM
-20.o%

-23.5%

131.2%

Compound
Growth

-1.3%
-6.4%

-10.60/o

-4.6%
8.8%
9.9%

-2.1%

-0.9%

-6.3%

Unaccounted For Gas (as a o/o of Total Receipts)

4.8o/o

-o.4%
4.4o/o

5.1%
1.0%
0.9%
0.5%

2.3%

-0.2%

4.0%
1.9%
5.8o/o

3.9%
0.8%
0.4%
0.2%

2.4o/o

0.1%

2011

$37.33
$35.65
$5e.39
$50.81
$60.22
$39.57
$49.81

$47.54

$75.60

2011

2.4%
-1.2%
4.4%
0.8%
2.1%
0.4%
0.2%

1.3%

-1.5%

2007 2008

93% 10.0%
-1.5o/o -O.5%

9.0% 6.4%
4.3% 3.7%
5.5% 4.4o/o

-0.3% 0.7%
0.6% O.4o/o

Companv 2007 2008

Equitable $987,637 $1,653,646
National Fuel $1,007,114 $1 ,081,022
Peoples $924,021 $1,029,932
Peoples TWP $638,828 $733,000
UGI Central $526,449 $665,663
UGI Penn $833,940 $939,018
UGI Utilities $663,534 $756,916

PanelAverage $797,361 $979,885

Columbia $1,342,660 $1,534,643

NM = Not Meaningful
Source: PUC Annual Repofis

Revenue/Employee

2009 2010

$1,304,578 $982,559
$903,022 $718,336
$850,136 $664,307
$547,655 $495,887
$631,781 $686,566
$981,130 $1,117,196
$722,661 $700,843

$848,709 $766,528

$1,069,471 $1,149,359

2011

$936,s20
$772,754
$589,514
$529,803
$737,244

$1,215,382
$610,055

$770,182

$1,036,450



Exhibit No. 13
Schedule No.4(46)p

Page 99 of 101

Companv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

Panel Average

Columbia

Companv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

Panel Average

Columbia

2007

596
617
733
301
249
410
349

465

849

2007

0.2%
0.2%
0.3%
1.0%
1.0%
0.4%
0.3%

0.5%

0.1%

679
609
716
308
263
435
397

487

810

704
590
702
311
283
464
433

498

811

690
626
658
299
333
541
412

508

851

Plant Materials and Operating Supplies/Net Plant

Unprotected Bare Steel Main %

2008

0.2%
0.2o/o

0.4%
0.7%
1.1o/o

0.4%
0.3%

0.5%

0.1o/o

2008

23.70h
19.9%
27.8o/o

38/%
17.5%
11.1%
5.3%

20.5%

27.1o/o

2009

0.1%
0.2%
0.4Yo

0.6%
11%
0.0%
0.3%

0A%

0.1%

2009

23.0o/o

193%
27A%
37.3%
16.9%
11.OTo

5j%

20.0%

26.2%

2010

0.1%
0.2%
0.4%
0.6%
1.2%
0.0%
0.4%

0A%

0.1%

2010

22A%
18.5%
26.9o/o

36.5%
16.5%
10.60/o

4.9%

19.5%

25.3%

Companv 2007

Equitable 24.3%
National Fuel 20.6%
Peoples 28.3o/o

Peoples TWP 39.5%
UGI Central 17.8o/o

UGI Penn 11.3%
UGI Utilities 5.60/o

PanelAverage 21.1%

Columbia 28.4%

NM = Not Meaningful

witness h$d€h[Ix e
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Golumbia Gas of Pennsylvania, lnc.
Comparative Data and Statistics for the Pennsylvania Panel

Customers/Employee

2008 2009 2010
Compound

2011 Growth

729 5.2o/o

663 1.8%
554 -6.8%
298 -0.2%
380 11j%
633 11.5%
391 2.9%

521 2.9%

852 O.1o/o

Compound
2011 Grovvth

0.1To -16.8%
0.2% -7.5%
0.3% -1.7%
0.6% -10.7%
1.2% 4.4%
0.0% NM
0A% 10/%

0A% -4.4%

01% 10.5%

Compound
2011 Growth

21.0o/o -3.6%
17.9% -3.4%
26.5% -1.6%
35.4% -2.7%
16.2% -2.3o/o

10.3% -2.3%
4.60/o -4.7%

18.9% -2.7%

23.3o/o -4.9%

Source: PUC Annual Reports, DOT Annual Reports
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Companv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

Panel Average

Columbia

Companv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

Panel Average

Columbia

Gompanv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

Panel Average

Columbia

2007

1.4o/o

1.go/o

1.0o/o

0.0%
0.7%
5.5o/o

8.1%

2.7%

1.0o/o

2007

34.3
31.0
37.2
53.1
12.9
34.5
25.2

32.6

56.8

2007

7.70/o

17.0%
16.0%
23/%

1.0%
1.2%
5.5o/o

10.3%

18.2%

2008

1A%
1.8o/o

1.0o/o

0.0%
1.6%
5.2%
7.9%

2.7o/o

0.9%

2008

29.0
29.3
34.5
48.8
14.2
31.8
22.6

30.0

67.2

2008

7.5%
16.10/o

15.60/o

21A%
0.8o/o

1j%
5.3%

9.7%

17.3o/o

2009

1.4%
1.8%
1.0%
0.0%
05%
2.5%
7.5%

2.1%

0.9%

2009

28.4
30.4
41.8
52.6
16.3
30.1
27.9

32.5

53.2

2009

6.6%
15.3%
15.2o/o

20.8%
0.8%
1.0o/o

5.1%

9,3o/o

16.8%

2010

1.3%
1.7o/o

0.9o/o

0.0%
0.5%
4.7o/o

7.3o/o

2.3%

0.8o/o

2010

32.8
31.'l
36.1
46.9
11.2
35.9
22.5

30.9

50.4

2010

6.6%
14.7o/o

15.0o/o

20.2o/o

0.5%
1.0o/o

4.8%

9.0o/o

16.1%

Main Leaks Repaired/l00 Main Miles

Unprotected Bare Steel Service o/o

NM = Not Meaningful
Source: PUC Annual Reports, DOT Annual Reports
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Columbia Gas of Pennsylvania, Inc.
Comparative Data and Statistics for the Pennsylvania Panel

Cast lron Main %
Compound

2011 Growth

3.0% 21.1o/o

1.7o/o -2.2o/o

0.9Yo -2.7o/o

0.0o/o NM
0A% -10j%
4.5o/o -5.1o/o

6.8% -4.3o/o

2.5% -1.7%

2.2% 21.6%

Compound
2011 Growth

26.7 -6.0%
23.3 -6.9%
33.9 -2.3%
37.0 -8.60/o

16.7 6.7%
31.3 -2.4o/o

26.6 1.4o/o

27.9 -3.8%

45.7 -5.30/o

Gompound
2011 Growth

6.0% -6.1%
14.5% -3.9o/o

14.7o/o -2.1o/o

19.6% -4.4o/o

0.5% -15.4%
O.9% -5.1o/o

4.5o/o -5.1%

8.7% -4.1%

15.7% -3.7%
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Gomparative Data and Statistics for the Pennsylvania Panel

Service Leaks Discovered/l,000 Services
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Gompound
GrowthCompanv

Equitable
National Fuel
Peoples
Peoples TWP
UGI Central
UGI Penn
UGI Utilities

PanelAverage

Columbia

2007

3.7
3.7

10.7
6.0
2.7
3.5
6.8

2008

3.4
6.4
9.6
5.4
2.3
5.8
2.9

5.1

4.7

2009

2.8
3.0

1 1.3
3.7
2.5
7.2
2.9

2010

2.8
2.8

12.4
3.2
2.0
7.3
3.2

4.8

4.0

4.8

4.2

5.3

4.6

2011

2.8 -6.70/o

2.8 -7,30/o

10.0 -1 .60/o

3.4 -13.1o/o

1.5 -13.9%
7.5 21.3o/o

3.6 -14.6%

4.5 -3.9o/o

3.9 -4.2o/o

Source: PUC Annual Reports, DOT Annual Reports



NiFiT Deployment2
NiSource lT Audit

- Risk Assessment Review

January 3,2014

To:

Rick Fontaine, VP - Financial Transformation
Russ Viater, VP - lT Service Delivery (NIPSCO/NCS)

Jon Veurink, VP - Chief Accounting Officer

Tim Tokish, VP - Financial Planning & Analysis

From:
John Manfreda, Project Manager - lT Audit

Greg Wancheck, Manager - lT Audit
Ray lrvin, Director - lT Audit
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EXECUTIVE OVERVIEW
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The NiFiT project is currently the largest lT project being undertaken by NiSource lT and NiSource Corporate Business
Services (NBCS). NiFiT has an estimated budget of $125MM over its projected four (4) year lifecycle and employs forty-
one (41) full-time Nisource personnelwho are being assisted by their system integration partner, Accenture, and other
partner firms (including lBM, HMB, PowerPlan, Navigator and Axia). The result is a full-time NiFiT project peak team
size of 147 people spanning nine (9) different partner companies participating from four (4) countries around the globe.

The following timeline depicts the phased approach being followed by the NiFiT Project team. The approach calls for
three (3) deployments, with Deployments 1 and 2 including the NGD (NiSource Gas Distribution) companies (CMA,
COH, CPA, CKY, CVA and CMD). Deployment 1 (CMA) went live in July 2013 while Deployment 2, which
encompasses the remaining NGD Companies, is targeted for April 2014. Deployment 3 will include the Columbia
Pipeline Group (CPG), Nisource Corporate Business Services (NCBS) and Northern Indiana Public Service Company
(NIPSCO) business units and is currently planned for April 2015.
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Throughout2013 and 2014, NiSource lT Audit will issue several reports timed and focused on NiFiT Deployment 2. Our
reports will include a Risk Assessment Review, a Phase Assurance Report planned to be delivered near go-live in April
2014 and a Post-Deployment Review, timed shortly after Deployment 2 implementation, which will include an opinion on
solution turnover and Hypercare support. The timing of these NiFiT Deployment 2 reports has been determined to allow
for adequate and timely feedback to NiFiT Project team Management.

The following chart depicts the planned reports to be delivered by lT Audit in support of the NiFiT Deployment 2 effort.
This Deployment 2 Risk Assessment Review is the tagged box below highlighted in light blue.

Design of Common Solution
Deployment 1

Detailed Design
Build
Teet
Deploy

Deployment 2
Design/Bulld
Test
Deploy

Deployment 3

Today
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lT Audit continues to provide both advisory and assurance services during the current and future phases of NiFiT. The
purpose of each lT Audit review is as follows:

. Capture and report on key information and data regarding NiFiT project delivery execution.

. Assess the effectiveness of adoption and usage of the NiFiT system by NiSource.

. Conclude whether controls were considered and tested by relevant parties as part of NiFiT deployment.

The following terms are used to describe services provided by lT Audit throughout the duration of the NiFaT project:

Assurance Services:

Assurance services involve the internal auditor's objective assessment of evidence to provide an independent
opinion or conclusion regarding an entity, operation, function, process, system or other subject matter. (llPF
standards revised October 2O1O)

Advisory Services:

Consulting services are advisory in nature and are performed at the specific request of an engagement client.
The nature and scope of the consulting engagement are subject to agreement with the engagement client. (llPF
standards revised October 2O1O)
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The objective of lT Audit's NiFiT Deployment2 (D2) Risk Assessment is to provide management with an evaluation of
the policies, procedures and processes used to manage risks associated with Deployment 2 and provide assurance that
business process controls impacted by Deployment 2 are considered, approved and documented. This Deployment 2
Risk Assessment Review focuses on the following:

1) Risk Documentation and Risk Management Processes

Review NiFiT project risk management documentation to obtain a perspective on related risks to Deployment 2 and
how those risks impact release delivery timing and quality. Review risk identification and mitigation measures to
provide a perspective to NiFiT management.

2) Project Management Controls

Review project management controls over NiFiT schedule, scope and costs to provide reasonable assurance
processes instituted for Deployment 1 continue to be used for Deployment 2.

3) Stakeholder Risk Management Perspective

Provide a perspective to both the NiFiT Project team and relevant NiFiT Stakeholders on overall risk management
practices and procedures used to guide Deployment 2 activities.

4) Business Process Controls

Review automated business process control designs, documentation and process owner approvals to provide
an opinion on the adequacy of management's inclusion of controls for Deployment 2. Review whether the Risk
Navigator SOX database is aligned with corresponding NiFiT Risk and Control Matrices (RCMs) for Deployment 2.
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A key area of sound project management includes managing risk, with corresponding risk management exercises
involving three (3) primary processes: risk identification, risk analysis and risk mitigation. Since changes occurring both
within, and outside NiFiT, can impact whether a negative project event takes place, risk management is an on-going
process that needs to be continuously managed for awareness. The following is provided as background relevant to the
NiFiT Deployment 2 Risk Assessment Review.

fT Audit issued a NiFiT Deployment 1 Risk Assessment Review in December of 2012 focusing on risk management
practices employed by the NiFiT Project team. This Deployment 2 Risk Assessment Review is being undertaken to help
ensure project risk management controls instituted during Deployment 1 continue to operate effectively throughout
Deployment 2.

The NiFiT Project team categorizes and manages risk at three (3) unique levels:

-Tech n ical/Tactical (detailed-level)
- Project Operational (mid-level)

- Executive (high-level)

Of the three (3) levels of risk categorized, lT Audit noted both the NiFiT Project Risk Log (tracking tactical/technical
project risks) and the Executive Risk Heat Map (tracking executive project-level risks) instituted during Deployment 1 are
consistently being reviewed and updated by the NiFiT Project team as part of continuing efforts for Deployment 2. I
Audit also found the tracking and review of project operational (mid-level) risks by NiFiT Project team Management is a
newfy implemented oversight practice for Deployment 2 and encourages the procedure both continue to be used for
mid-level risk evaluation/mitigation and be shared with relevant parties where applicable.
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lT Audit also noted the NiFiT project is required to use the NiSource Project Management Methodology (PMM) and has
a dedicated Project Management Office (PMO) team for providing project management services and support to the
NiFiT Project team. For purposes of testing project management controls owned and operated by both the NiFiT PMO
and Project teams, lT Audit reviewed various NiFiT Weekly Status Reports to determine whether designated project
management controls for Deployment 2 schedule, scope and cost modifications were functioning as intended. Post
review, lT Audit found NiFiT project management controls related to schedule, scope and/or cost changes related to
Deployment 2 are being executed as designed with results being actively shared with NiFiT Project Sponsors and key
Stakeholders.

lT Audit also engaged the NiFiT Executive Advisor team and a select sample of key Deployment 2 Stakeholders for
inclusion in a formal interview process around risk management procedures incorporated by the NiFiT Project team.
Upon consolidation of interview participant responses, lT Audit identified a subset of risk items which were reviewed with
the NiFiT Project Executive for confirmation of awareness and risk ownership validation. lT Audit found all of the
Executive Advisor and/or key Deployment 2 Stakeholder risks identified were formally acknowledged by the NiFiT
Project Executive as mid-level risks with ownership/alignment already assumed by NiFiT Project team Management.

Overall, lT Audit noted one of the most significant ongoing risks for NiFiT Deployment 2 is the increased number of
impacted users and locations in relation to Deployment 1. As such, NiFiT organizational change management activities
encompassing communications, training and stakeholder management are paramount to successful Deployment 2
implementation and resulting user uptake of the solution. lT Audit believes this inherent risk is being tracked,
communicated and managed by the NiFiT Project team through enhancements made in the supporting Deployment 2
Change Champion Network (CCN), both in CCN member composition (type of personnel skills) and expectations
(preparing for go-live and deployment support). lT Audit will continue to monitor this area throughout Deployment 2 and
provide independent assessments through our 2O14 NiFiT Deployment 2 Phase Assurance and Post-Deployment
reviews.
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As part of NiFiT Deployment 2 planning, lT Audit obtained the most current versions of the NiFiT Deployment 2 Risk and
Controls Matrixes (as of November 2013) and found two (2) net, new automated SOX controls were added post
Deployment 1 . For both automated controls added, lT Audit found corresponding Process Owner approval of the
automated control along with a corresponding controltest script created within NiSource's HP ALM (Application
Lifecycle Management) testing tool. IT Audit also inspected the HP ALM testing tool during December 2013 and noted
both of the new automated SOX controls were included as part of the NiFiT Project team's System Pass (ll) testing effort
with their corresponding testing script successfully executed prior to the start of Deployment 2 User Acceptance Testing
(UAT) in December 2013.

lT Audit obtained the Q4 2013 NiFiT Deployment 2 Risk and Control Matrix{o-Risk Navigator Reconciliation performed
by the NiSource Controls team and noted the reconciliation took place, comparing the most up-to-date versions of the
four (4) Deployment 2 RCMs (as of November 2013) and cross-referencing both primary and key secondary automated
and manual controls appearing with the NiSource Risk Navigator SOX controls database.
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Obiective 1.

Review relsvant documentation to obtain a perspective on related risks to NiFiT Deployment 2 and how those risks may
impact release timing and quality,

The NiFiT Project team categorizes risk at lhree (3) unique levels: tacticalitechnical, project operational (mid-level) and executive.
Tactical/technical project risks are maintained on a NiFiT Project Risk Log which is updated weekly and shared as part ofthe NiFiT Weekly
Status Report distributed to relevant parties. Operational (midlevel) risks are captured informally by the NiFiT Project team and managed by
the NiFiT Projeqt Executive, who reports ongoing status ofthese operational risks on an 'as needed" basis during various NiFiT Project team
Management and Leadership meetings. For toFlevel project risks, an Executive Risk Heat Map has been created by the NiFiT Projec{ team to
display the expected impact and likelihood of executive risks for NiFiT Project Sponsors and members of the Nisource Executive Committee.

Tactical/Technical Risks:
lT Auditfound the NiFiT Project team has taken the standard Action/lssu€r'Risk (AlR) Log template from Nisource's Projecl Management
[rethodology (P[,lM) framework and created a specitlc NiFiT Project Risk Log, displayed below, to track both tactical and technical project risks
at a detailed level. The NiFiT Project Risk Log is an ongoing tracker where deploymenl risks are captured by lD, Risk Title, Resolution Status,
lmpact to Projec't Success and Risk Mitigation Owner. lT Audit noted the NiFiT Project Risk Log is updated on a weekly basis by the NiFiT
Project team with status reported on the corresponding NiFiT Weekly Status Report distributed to NiFiT Projec't team management and
stakeholders.

Resolved Significant

124 Enhance Allocations for Prior Period Adiustments at Historical Allocation Rates

112 PowerPlant to EPM 8.9 lnterface Resolve{

Resolved114 Resource contention may cause delays in

120 Pavroll Testine - Resource Constraint Resolved Sienificant Ken Smith

Resolved Significant
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Obiective 1. (Gont'dl

Prolect Operatlonal (Mld-Level) Risb:
lT Audit noted project operational risks to lhe currenl NiFiT deployment are captured by the NiFiT Project ieam and maintained by the NiFiT
Project Executive. Although there is no formal tracking performed for these mid-level risks, they are still reviewed on an ongoing basis by NiFiT
Project leam l\ranagement to determine trending palterns. These project operational risks are also shared as part of bi-weekly NiFiT
Leadership discussions (where necessary) and with select Nisource managementteams where applicable.

Deployment 2 - Risk Analysis

|\nalt,|tal n I rr g tfre Tc'st
Schedule

Ma|.|aging ttle Gode
Freeze

frtcieaslr|g rellarrce ()n
tlre Glrange Glrarnplon
hl{Ftvvork (CGN)

Msirrtalnlng the
alf,entlon of NGE)
ern;>lolrees

Syetern and lJserAcceg:tance -Festingt (LJAT) rnrrst tra
completed by the end of tFre year.

Changes to the legacy systerns that \^rere testecJ during the
first quarter of 2014 rnust be closely r|lonitore<J an<t strlctly
Iirnited.

lncrea$ed nurnber of €rrr!)lr)yees dlsr ers(}d acr('ss a larger
geographic t<rotprint (21 lor:ations lor fr2 oornpar€d to .4 for
Dl ), Increaeed responsibilities, such as training and te*ting,
for CGN.

02 Change lrnpacts are rnuted cornpared to Dl - Must
rnalntaln the foGus of 02 errrployees s() that they are ar^/are c)f
\^/hat is changing and th6 actions they need to t€k€.
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Obiective 1. (Gont'dl

Executive Riskg:
lT Auditfound known executive risks to the NiFiT project have been formally documented and are displayed on an Executive Risk Heat Map
(shown below). This Ex€cutive Risk Heat Map charts seven (7) unique executive-level risks which have been identified for assessing both the
likelihood and expected impact ofthe impending risk. lTAudit noted the Executive Risk Heat Map is updated by NiFiT Projecl team
Manag€ment and shared periodically with NiFiT Projec{ Sponsors and Nisource Executive Commitbe Members for visibility into ongoing
proiect risk management prac'tices institJted ior NiFiT.

NiFiT Prcject Rlsks * l{t1r!!nrrr and h/lan;agad H*f-T

-lE
E{
=

244567'f9
j.."..,"..,.......-....-*l r.r *-*-< t-*-"-*-*-.'-h'rhrrn ----^**-',-."*, / ---^^fr1#'r *.^^-*,J

Itr

Recommendations: None

Expecr€d Inrpaet (budger" enrployee engagEryrenl, starl(lardizetiorv eirnplification, €tcJ
|, Clrrrqln Aece[rtrarm:s
2- fo4eet €,ehedule
3. Dependency on CorrlFletlgn cf, Othcr Pro'te€tg
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Review any relevant updates in the Deployment 2 dsk management process used by NiFiT post Deployment 1.

lT Audit noted both the NiFiT Project Risk Log (for tracking tactical^echnical project risks) and the Executive Risk Heat Map (for tracking
executive project-level risks) were created during Deployment 1 and ara consistently being revlew€d and updated as part of continuing project
efforts for Deployment 2. lT Audit did find the review of project operational (midlevel) risks by NiFiT Projec{ team Management is a newly
implemented oveEight procedure for Deploymenl 2 and encourages Project leam Management to continue to evaluate and discuss these
proieci operational risks and share with relevant parties where applicable.

Recommendatlons: None.
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Review risk management process practiced by the NiFiT Project team for Deployment 2. lT Audit will provide an
independent perspectlve on the processes used and provide feedback to NiFiT management.

lT Audit revievr,ed NiFiT Project team risk management activities for Deployment 2 for each ofthe following categorized risk levels:

- Technical/Tactical (d6tail€d-level)
- Projecl Operational (midlevel)
- Executive (highlevel)

TactlcalrTechnical Risks (detailed-level):
lT Audit performed a review of randomly selected, technical/taclical risks appearing within the Deploynent 2 NiFiT Projec{ Risk Log, including
analysis of Risk Log tield entries related to risk impact, mitigation owner, mitigation etrategy and resolution status. lT Audit found lhese Risk
Log field entries, along with corresponding values input by the NiFiT Project team, were consistent wilh active risk management activity
praclices and were reasonable based on lT Audit attendance at regular NiFiT Project team status meetings where risk items appearing within
the Risk Log trere discussed for pending resolution.

lT Audit also obtained two (2) snap shots of the NiFiT Projecl Risk Log as of October 28 and November 20, 2013 and, of the aggregate six (6)
tacticalftechnical risks appearing, selected two (2) Deployment 2 risks for determining whether corresponding NiFiT Risk Log field entries were
completed with values input for risk description, ownership, mitigation strategy and resolution status. lTAudit noted that for each ofthe risks
selected, risk values input by the NiFiT Project team appeared reasonable fortracking the risk mitigation process to resolution.

Leadlng Practlce Opportunlty: lT Audit identified an oppoftunity for the NiFiT Projecl te€m to add rational for rcsolution within the risk joumal field used to
populate the NiFiT Prcject Risk Log. Updating lhe NiFiT Projec,t Risk Log with detail in lhe dsk joum€lfield will help clarify risk closure and prcvide
management enhanced visibility over closure action.
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Obiective 3. (Cont'dl

Proiect Operatlonal Risk (midlevol)
lT Audit reviewed project operational (micl-level) dsk aclivities by observing the Deployment 2 Risk Analysis update shared by NiFiT Projec,t
team Management at ihe Nisource Finance Director Roundtrable on Nov€mber '13, 2013. Ofthefour(4) project operational risks being tracked
on the Deployment 2 Risk Analysis update, lT Audit noted each risk was previously shared by NiFiT Project team Management at relevant
meetings for visibility to Executive Advisors and Project Sponsors. lT Audit encourages NiFiT Project team Management continue providing this
visibility level of projecl operational risks to relevant NiFiT parties for the remainder of Deployment 2 and throughout Deployment 3.

Executlve Risk (highlevel)
In order to evaluate whether NiFiT Project team Management is updating the Executive Risk Heat Map on a periodic basis, lT Audil compared
the Deployment 1 Executive Risk Heat Map published in Q1 2013 to the Deployment 2 Executive Risk Heat Map published in Q4 20'13 and
found the seven (7) executive risk areas reported in Q1 2013 continue to be tracked as of Q4 20'13. lT Audit also noted NiFiT Project team
Management is updating the Executive Risk Heat Map, as the Change Acceptance and Meet Schedule risks moved down in Likelihood while
Change Acceptance and Delivered Solution Meets Defined Business Requirements moved down in lmpact. As a result, lT Audit found
Executive Risk Heat Map entries are being updated as needed and, based upon attendance at NiFiT Projec,t team weekly status meetings and
NiFiT Projeci Leadership meetings, are also being discussed with appropriate NiFiT Project Sponsors and Nisource Executive Committee
Members.

Recommendations: None.
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Review on{olng NiFiT projsct management processes to provide reasonable assurance tlrat plocesses instituted and
adhered to fior Deployment I continue to be sxecuted for Deployment 2.

NiFiT is required to use the Nisource Project l\ranagement Methodology (P[rM) and has a dedicated Project Management Office (PMO) team
for providing project management servicesi/suppo.t to the NiFiT Project team. For purposes oftesting projecl managemeni controls owned and
executed by both the NiFiT PMO and Project teams, lT Audit reviewed various NiFiT Weekly Status Reports to determine whether designated
proiect management contols for Deployment 2 schedule, scope and cost modifications !rere operating as intended.

Schedule Management:
lT Audit noted the NiFiT PMO monitors time charged to the projectwithin the PWA (Project Web Access) system and repork weekly any time
submittal exceptions via email to NiFiT Project team leads for review and subsequent correction. For testing purposes, lT Audit selected two (2)
weeks during Deployment 2 (weeks of October 26 and November 16, 2013) and found the NiFiT PMO appropriately performed the timely
weekly email send of hours submittal exceptions to relevant NiFiT Project team leads for correction. lT Audit also noted the number of NiFiT
Projecl team members who displayed time exceptions in PWA decreas€d Fom fifreen (15) the week of October 26, 2013 to iour (4) for the week
of November 16, 2013, lending credence to the continued emphasis from NiFiT Projec{ team Management of the imporlance of proper lime
entry wihin PWA.

lT Audit also performed a review for project schedule control over ac{ual Deploymeni 2 project hours charged vs, planned project hours. lT
Audit inspected both the October 26 and Novembe|l5, 2013 NiFiT Weekly Status Reports and found the aclual Deployment 2 project hours
changed vs. planned project hours report created from PWA was consistent with actual Deployment 2 projec't hours changed vs. planned
project hours reported in the NiFiT Weekly Status Reports.
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Obiective 4. (Gont'd)

Schedule Managemene (Contd)
Finally, lT Audit noted any modifications associated with project schedule are requlred to have a conesponding PCR (Project Change Request)
completed and authorized by an appropriate NiFiT Project team approver(s). For testing purposes, lT Audit obtained the listing of Deployment 2
PCRS presented within the October 18 and November 15, 2013 NiFiT Weekly Status Reports - six (6) from October 18 and four (4) from
November 15 - and Endomly selected two (2) PCRS to determine whetlEr the conesponding Log entries for each PCR \i/ere completed with
PCR approval obtained by the appropriate NiFiT Project team approver(s). lT found that for each PCR selected (*.477 from October 18 and
#479 from November '15), corresponding PCR Log entry detail was complete and proper NiFiT Project team Management approwl was
obtained prior to PCR execution

Scop€ Management:
In order to effectively monitor conlrols associated with project scope, the NiFiT PMO maintains a Deliverables RACI Matrlx foreach NiFiT
Deployrnent. The Deliverables RACI Matrix contains NiFiT Projecl team lasks segmented by responsible group, deliverable type, approver and
date completed and is updated on an ongoing basis by the NiFiT PMO for inclusion in the NiFiT Weekly Status Report. For testing purposes, lT
Audit obtained t$/o (2) NiFiT Weekly Status Reports (weeks of October 18 and No\€mber 1, 2013) and found the Deliverables RACI Matrix for
Deployment 2 was both included within the NiFiT Weekly Status Report and was updated with deliverable metriG consistent with those
reported to NiFiT Project team Management within !,rcekly NiFiT Projec{ Team status meelings.

Any modifications associated with project scope for the current deployment are also required to have a corresponding PCR (Project Change
Request) completed and authorized by an appropriate NiFiT Project team approver(s). For testing purposes, lT Audit obtained the listing of
Deployment 2 PCRS presenied within the Oclober 18 and November 1, 2013 NiFiT Weekly Status Reporb - six (6) from Oc{ober 18 and two
(2) from November 1 - and randomly selected two (2) PCRS to determine whether the conesponding Log enties lor each PCR were completed
and overall PCR approval was obtained by the appropriate NiFiT Project team approver(s). lT found that for each PCR selected (#475 from
October 18 and #483 from November 'l), conesponding PCR Log eniry detail was complete and proper NiFiT Project team Management
approval was obtained prior lo PCR execution.
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Obiective 4. (Cont'd)

Cost lllanagement:
The NiFiT Project team has also created cost controls for the reporting of actual/estimaied/budgeted project tinancials, along with tracking any
observed project financial variances versus expectationa. These project llnancials are maintalned with the NiFiT Financial Model and are
included ior reporting within the NiFiT Weekly Stalus Reporl. As parl ot a recommendation from the NiFiT Deployment 1 Post-Deployment
review, lT Audit noted NiFiT Project team Management is currently saving a copy ofthe NiFiT Financial Model (and it's related data) used to
populate each NiFiT Weekly Status Report for reconciliation purposes.

For testing alignment between the NiFiT Financial Model and financial data presented within the NiFiT Weekly Status Report, lT Audit obtained
snapshots of the Deployment 2 NiFiT Financial Model trom November 15 and November 29, 2013 and compared financial totals displayed
against financial data presented by NiFiT Project team Management within the November 15 and November 29, 2013 NiFiT Weekly Status
Reports. lT Audit found that for both snapshots selected, the corresponding data within the NiFiT Financial Model agreed to financial data
presented within the NiFiT Weekly Status Report,

As with project scope modifications, changes associated with project costing for the current deployment are also required to have a
corresponding PCR (Project Change Request) completed and authorized by an appropriate NiFiT Projec{ team approver(s). For testing
purposes, lT Audit obtained the listing of Deployment 2 PCRS presented within the October 18 NiFiT Weekly Status Report - six (6) total - and
randomly selected a single cost PCR (#4ti8) lo determine whether the corresponding Log entry was completed and overall PCR approval was
obtained by the appropriate NiFiT Projeci team approver(s). lT found that for lhe single PCR related to a project cost change, corresponding
PCR Log entry detailwas complete and proper NiFiT Projecl team Management approvalwas obtained prior io the PCR being executed.

Recommendation(s): None.
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Obiective 5.

Provide an independent perspective to both the NiFiT Project team and relevant NiFiT Stakeholders on overall risk
management practices and procedures used to guide Deployment 2 activities.

The NiFiT projecl has a designated Executive Advisor team who are involved ln overseeing the project in regards to enterprise governance and
risk managemenl. As part of intemal change management and communicalions efforts, the NiFiT Project team has also identified and engaged
key Stakeholders who have defined tinancial and/or operational responsibilities for the successful implementalion of Deployment 2.

Fo. gaining a perspective on project govemance and risk management practices used to guide the Deployment 2 effort, lT Audit engaged both
the NiFiT Executive Advisor team along with a selected sample of key Deployment 2 Stakeholde6 (displayed below) for inclusion in a formal
risk assessment inteNiew process. lTAudit performed a series of twelve (12) interviews throughout November and December2013 in support
of understanding risk management procedures used by the NiFiT Project team, as well as specific areas of project risk that NiFiT Projec{ team
l\tanagement is responsible for addressing. The Executive Advisor interviews focused on both highlevel Deployment 2 risk categories detined
by NiFiT Project Leadership and the project risk managemenugovernance performance of the NiFiT Project team. The lT Audit interviews with
key Deployment 2 Stakeholders included discussion of NiFiT project risk areas (as seen from a Stakeholder perspective) and questions
idedrying potential operational risks to CDC (Columbia Distribuiion Companies) that Deployment 2 may pose.

D VP- Financial Transformation tr VP- Corporate Controller/CAo D VP- lTService Delivery
(NBCS/NTPSCO)

tr VP- Financial Planning &
Analysis

Segm€nt Controller (NCBSI

VP- Human Resources (NGD)

tr Segment Controller (NGD)

tr coo (NCD Operations)

VP- lTService Delivery (N6O)

vP & GM (COH)

svP/coo(NGD)

Director - HR Ops Delivery
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Upon consolidation of interview participant responses, lT Audit identified the following
NiFiT Project Executive for confirmation of awareness and risk ownership validation.

twelve (12) risk items which were reviewed with the
See the following chart:

L

2

3

4

7

8

9

10

L1"

L2

NiFiT Staffing - Turnover Loss of project productivity due to staffing changes

NiFiT Staffing - Fatigue Loss of project productivity due to stoffing fatigue

NGD Operationaf staff communication during D2 deployment/cutover events. Potential for errors during D2 cutover leoding
to NGD operational rhallenges.

D1 enhancements taking focus away from D2 activities D2 deployment is adversely impacted for cost, scope, quality or
schedule.

System changes requested by NGD being delayed or deferred due to NiFiT Business operotions ore odversety impocted

System changes made between UAT completion and actual D2 deployment D2 deployment is adversely impocted for cost,
scope, quolity or schedule.

lnaccurate charging of NiFiT resource lime lnoccurate octuol cost cousing both payment vorionces to vendors ond cost
recording for NiFiT

Inaccurate time classification between O&M and Capital lnoccurate octuol cost clossificotion for NiFiT

Support for regulatory tracking and filing Could be odversely impocted by D2 deployment

Access to NGD operational data and reports Could be odversely impacted by D2 deployment

Closing NGD accounting periods for financial reporting Could be odversely impacted by D2 deployment

Responding to regulatory support and audit requests Could be odversely impocted by D2 deployment

R. Fontaine

R. Fontaine

R. Fontaine , K. Smith

R. Fontaine

R. Fontaine

R. Fontaine , T. Martin

R. Fontaine, G. Bane

R. Fontaine , G. Bane

R. Fontaine

R. Poe

J. Konold

R. Fontaine, R. Kriner
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lT Auditfound the NiFiT Executive Advisors shared common perspectives on the fallowing seven (7) executive risks areas identified within the
NiFiT Executive Risk Heat Map. lT Audit additionally noted the Executive Advisor group belie\res the NiFiT Projec{ team executes sound
project governance and risk management pEctices based upon their observalion and prciec,t participation:

. Change Acceptance. Meeling Schedule. Dependency on Completion ofother Projecls. Team Prcduc:tivity (Ability to Hit Eslimate). TechnicalEnvironment. Scooe Creeo. Delivered Solution Meeting Defined Bu6in€Es Requirements

lT Audit also found the key Deployment 2 Stakeholder group interviewed had varying levels of awareness of these seven (7) executive risk
items identified above. This level of awareness app€ars to be predicated on how involved in Deployment 2 each key Stakeholder (and their
supporting team) had been up through the inlerview period. lT Audit also found certain key Stakeholders identified potential Deployment 2
operational risks yet noted they believe the NiFiT Projecl team is aware of these operalional risks and willing to work with the Stakeholders
group for risk mitigatjon exercises.

Finally, lT Audit found each of the twehre (12) Executive Advisor and/or key Deployment 2 Stakeholder risks idenlified) v,ere acknowledged by
the NiFiT Project Executive as midlevel risks with ownership already assumed for ten (10) items by NiFiT Project team Management the NiFiT
team is aligned with the Process Owners to assist wilh managing the risk for the two (2) items identified as owned by Proceas OwneB.

Recommendation(s): None.

Illanagamant Comments: Regarding risk #4 on the previous €lid€, there are no D1 enhancements in process or contemplated tor the future. Theretore, there
is no d6k ofsuch enhancements taking focus away from D2 aclivities. Procedu|ally, D1 was tendered from Hypecareto sleady state in Septembea,2013 p€r
NiFiTs documented proce6ses thus ending NiFiTs role in D1. This shifr to 6teady 6tate was agEed to by each oI the relevant steady state procesa owners,
and was approved by the NiFiT Executive Advisors and Executive
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Obiective 6.

Review KPMG Controls team activities to address modified or newly added automated controls for NiFiT Deployment 2 to
ensure complete and accurate integmtion into NiFiT Risk and Control Matrixes (RCMs). Review NiFiT Project team testing
plans for impacted Deployment 2 automated controls to detemine whether new or modified automated controls are included
and have been approved by Proceas Ownens.

As part of NiFiT Deployment 2 planning, the KPMG and Nisource Controls teams aligned to identify a totalofnine (9) net new, automated control
points for integration into Deployment 2 testing performed by the NiFiT Project team. Ofihe nine (9) automated controlpoints added, two (2) were
found to be automated SOX control activities in Peoplesoft Financials while seven (7) were noted as automated interfaces either into or out-ot
Peoolesofr Financials with a SOX imoact.

lT Audit obtained the most current versions of the NiFiT Deployment 2 Risk and Controls Matrixes (as of November 20'l 3) and found twa (2) net, new
automated SOX confols were added post lock-down of the Deployment 1 RCMS. For both automated controls added for Deployment 2, lT Audit
iound corresponding Prccess Owner approval ofthe automated confol along with a corresponding controltest script created within the HP ALM
testing tool. lT Audit also inspec{ed the HP ALM lesting tool during December 20'13 and noted both new, automated SOX cor{rols were included as
parl oflhe NiFiT Project team's System Pass (ll) testing effort with their conesponding tesling script successtully executed prior to the start of
Deployment 2 User Acceptance Testing (UAT).

lT Audit also obtained the Deployment 2 Interface listing (as of December 2013) and found seven (4 net, new automated interfaces for feeder
systems into and out-of Peoplesoft Financials were added post NiFiT Deployment 1 go-live. For each of the seven (7) automated interfaces
identified, lT Audit also found a conesponding SOX controltesting script craled within the HP ALM testing tool that was successfully executed prior
to the starl of Deployment 2 User Acceptance Testing (UAT) - as adomated interfaces aren't required to have conesponding Process Owner
approval prior to deployment.
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For addltional review wheiher NiFiT Deployment 2 RCMS are being actively managed and kept current, lT Audit obtained RCM Change Logs
maintained by the Nisource Controls team as of December 2013. lT Audit noted that for each of the four (4) individual Deployment 2 RCM'S, a
corresponding Change Log is being updated on a month-by-month basis for any modified control data (i.e. control activity description, process
owner, process owner approval, etc.). lT Audit encourages the Nisource Controls team continue this RCM Change Log update practice as it helps
ensure moditications to the each ofthe four (4) Deployment 2 RCMS is tracked, readily visible and able to be reconciled back to the current
Deployment 2 RCM versions maintained.

Recommendationg: None.

tlew Automated SOX Interfaces (D2)

I scM.s.003.02 )lS (Cash) > PS AP SOX lnterface Suoolv Chain Passed

2 scM.s.005.02 -ease-Rental Control Svstem > PS AP SOX Interface Suoolv Chain Passed

3 scM.029.03 )NC (Disbursements) > PS AP SOX Interface Supplv Chain Passed

4 ACT.t.003.01 )lS (Choice) > PS GL SOX lnterface Accounting Passed

5 ACT.t.004.01 )lS (Non-Choice) > PS GL SOX lnterface Accountins Passed

6 ACT.1.021.05 f,SS > PS GL SOX lnterface Accountine Passed

7 ACT.t.002.04 )IS JV > PS GL SOX Interface Accountins Passed

\ew Automated SOX Controls (D2)

8 ACT.FrT.010.23 ALLOC.01: Allocations Secu ritv SOX Control Accountins Passed

9 ACT,01.W.01.04 NTCO.03: Intercomoanv Journal Aoorovals SOX Control Accountine Passed
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Review activities to update the Nisource Risk Navigatoi SOX controls database with new or updated controls for NiFiT
Deployment 2 to provide assumnce that rclevant controls documentatlon is aligned with Deployment 2 RCMa,

lT Audit obtained the Q4 2013 NiFiT Deployment 2 RCM-to-Risk Navigator Reconciliation performed by the Nisource Controls team and noted
the reconciliation took plac€, comparing the most up-to-date versions of the four (4) Deployment 2 RCMS (as of November 2013) and cross-
referencing both primary and key secondary automated and manualcontrols appearing with the Nisource Risk Navigator SOX cor{rols
database. Based on the November 2013 reconciliation performed, the Nisource Controls team found the following statistics:

- 881 Pdmary and Key Secondary Contrcls pesent within Risk Navigator
- 496 Primary End Key Secondary Controls appearing in the NiFiT Deployment 2 RCM'3 (as of November 2013)
- 474 Paimary 6nd Key Secondary Controls appearing in Risk Navigator Glated to NiFiT (as of November 201 3)
- 22 Primary and Key Secondary Controls with variance - located in the Deploymer{ 2 RCM'S but not located in Risk Navigator

lT Audit determined the tu/entFtwo (22) pnmary/key secondary SOX control variance was due to these controls being newly added lo the
RCM'S for NiFiT Deployment 2, with the update lo include lhose controls in lhe Risk Navigator SOx database taking place in April 2014 post go-

live of NiFiT Deployment 2.

Recommendation3: None.
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IntemalAudit has completed a review of the NiFiT financials for the period January 2013 to July 2013 to ensure cosb
are accurately recorded. IntemalAudit also reviewed the forecasting and budgeting process over the entire NiFiT
project.

. The totaf spend reviewed as part of this audit was approximately $33,1 million (see slide 27).

Audit ObieCtive 1: Ensure NiFiT project costs are complete, accurate and property accounted for in the
Company's financial statements.

Audit Resulb:
. NiFiT project costs tracked and reported by the NiFiT Proiect team through the Financial Model (Excel workbook)

are reconciled to accounting records and financial statements;

. The Financial Model appears to be mathematically accurate with numbers properly linking within the tabs of the
model;

. Costs reported by the NiFiT Project team are consistent with reports distributed to NiFiT sponsors and management;

. NiFiT project modifications submitted through the change management process for budget and forecast balances
are properly approved, supported and communicated;
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Audit Resulfs (Cont' d) :

. Third-party program invoices reviewed were properly approved in accordance with Company policies;

. The Capital/Operating and Maintenance (O&M) classification perall invoices reviewed agreed to Accounting
records;

. Invoiced rates and hours are reconciled to applicable Statements of Work (SOW) and Microsoft Proiect Web Access
(PWA) respectively, with the exception of IBM and F1 invoices; and

. Nonlabor charges appear to be properly approved for payment, accurately recorded through review of supporting
invoices and accurately reflected in the Financial Model, including the Capital/O&M split.

lnternal Audit Recommendations :

. Nisource management should consider modifying processes and procedures around the IBM/F1 invoice
reconciliation process to allowthe NiFiT Project team to reconcile IBM and F1 invoice detailto PWA for both hou6
worked and invoiced rates on executed SOWS: and

. Accounting should perform the reconciliation of Workbrain to PWAhours on a cumulative basis, as adjustments can
be made to prior period labor data in PWA. This would help to ensure the reconciliation uses the latest PWA hours
for the Accounting review period and reflects any changes made to PWA subsequent lo an employees' initial time
entry.

lVote.' See slide 16 for management's response fo recommendation.
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Audit Obiective 2: Ensure third-party vendors are providing services and deliverables to the Company in
accordance with the established contract terms.

Audit Resulb:
. Third-party invoice charges do not appear lo exceed the contracted "not to exceed amount" unless properly

approved; and

. Terms of the SOWS, which include contract conditions, fees for services (i.e. rates) and "not to exceed thresholds",
were properly calculated and/or applied to invoices.

Intemal Audit Recommendafions.' r.rone.

Audit ObieCtive 3: Perform an analysis on Deployment 1 to determine if forecasted estimates for Deployment 2
and 3 will meet overall budget requirements.

Audit Results:
. Variances are investigated and factored into future planning of the NiFiT project; and

. PWA is utilized to monitor the NiFiT Proiect schedule. actuals hour. resource tasks. and forecast.

Internal Audit Recommendations.' r,,rone.
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In conjunction with the testing outlined on the previous slides, InternalAudit has made the following observations that
could enhance current Drocesses and orocedures:

. The NiFiT Project team should leave comments in cells that contain hard-keyed balances within their Financial
Model to ensure Excel formulas are consistent, accurate and maintain data integrity in future Model updates;

. The NiFiT Project team should classify the roles listed on the Accenture bill reconciliation to align with the Accenture
SOW; and

lvofe.' See sride 18 for management's response to obseMation.

. The NiFiT Project team should consider including contractor rates within the PWA tool to help provide a financial
impact wtren overages are incurred.

No'€: See slide 25 for management's rcsponse to obsevation.
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Background

NiFiT Financial Background

The NiFiT Proiect team tracks/reports all NiFiT budget, forecast and actual expenditures within their ExceFbased
Financial Model, including the O&M/Capital breakout. There are two (2) main Financial Model reporting tabs that track
budget to actual comparisons:

. The Tracking Summary tab reports a monthly and annual deployment analysis comparing the estimate (budget) to
both actual expenditures and forecast expenditures (where forecast is a mix of actual (todale) and forecast
balances).

. The Total Budget Summary tab tracks the total project cost from both a budget and actual/forecast perspec-tive.
This summary ensures costs are under the overall budget total of $125 million.

Note: The remaining outputs of the Financial Model were outside lntemal Audit's review as they represent ad hoc
repofts that summaize data alreadv included within the summaies referenced above.
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Financial Model Data

. Actual Expenditures: Updated monthly by the NiFiT Project team from support obtained from Accounting through
an intercompany convenience billing process - which primarily includes third party expenditures and internal labor
charges; refer to Slide 9 for details of these expenditures. The NiFiT Proiect team ensures the O&M and Capital
totals within the Financial Model tie to Accounting support.

. Budget Expenditures: Represents a point-in{ime estimation of forecast balances. The budget is generally
updated prior to the start of a new NiFiT deployment and represents a detailed analysis of estimating project costs,
taking into account performance of previous deployments and known changes since the prior budget determination.
The budget is saved until another detailed expenditure analysis is performed.

. Forecast Expenditures: Represents the cunent budget plus weekly updates reflecting Project Change Requests
(PCRs). PCRs are formally approved changes in the project that can increase/decrease the forecast (i.e.
add/remove/change resources or nonlabor purchases).

Time Entry for Labor Costs
. Microsoft Project Web Access (PWA): Represents the application used to record time for all intemal and external

NiFiT resources; Microsoft Project Server warehouses all PWAtime and is the supporting application used to report
PWA time for analysis purposes. Resources are required to submit their time worked to established charge codes,
whereby all NiFiT activities have a corresponding charge code indicating the business unit and Capital/O&M
classification. Nisource Workstream Leads are required to approve all time entered into PWA ,and only approved
time within PWAwill be reflected within Microsoft Project Server. PWAis further utilized to maintain the overall
project schedule by assigned tasks and deliverable check points by individual resources. This allows NiFiT Project
team management to ensure adequate resources have been allocated to each task to warrant deadlines are met.

(Gont'd)
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Th ird-Party Expenditures

. Third-party expenditures are invoiced in accordance with executed SOWS, include labor and non-labor expenses
(i.e. travel, etc.) and have approval of invoiced charges performed by the NiFiT Project team. Before payment is
released for third-party invoices, rates are agreed to executed SOWS and hours submitted are reconciled to PWA.
invoiced hours are greater than hours reflected in PWA, the NiFiT Project team will short pay the vendor by the
amount of the excess hours until they can reconcile the invoiced hours to PWA. SOWS also contain a "not ao
exceed"amount for stated services which is entered to the purchase order through NiSource's Maximo
procurement system. System controls are built into Maximo lo ensure payments will not go over the SOW "not to
exceed" amount without proper approval.

Internal Labor Expenditures

. Intemal resources must enter their time into both PWA and Workbrain, whereby Workbrain is the system that
generates the internal labor cost. Accounting has created a quarterly control that compares the hours charged by
charge code in Workbrain to PWA. Any necessary adjusting entries are made to properly apply the O&M/Capital
split percentages to Workbrain hours based on O&M/Capital split in PWA.
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NiFiT Project Gosts are complete, accurate and properly accounted for in the Company's

Audit Procedures - Obiective 1:

Veriry that monthly convenience bill detail (Accounting support) ties to the NiFiT Project team's Financial Model;

Perform an integrity test over the Financial Model to determine whether it is accurately reporting budget, forecast and
actual expenditures;

Ensure reportrs provided to NiFiT project sponsors agree to the Financial Model;

Perform walkthroughs to understand the change management process for budget and forecast balances to ensure
modifications are properly approved, supported and communicated;

Review intemal labor expenses and check if they are complete, accurate and properly supported;

Ensure third-party labor charges are properly approved and agree to the conect SOW. Also ensure labor hours
charged reconcile to PWA and are accurately classitied; and

7. Determine if non-labor charges are properly supported and accounted for appropriately.

1.

2.

3.

4.

5.

6.

financial statements.

10
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Audit Objective 7, Procedure t: Verify that monthly convenience bill detail (Accounting support) ties to the
NiFiT Project team's Financial Model.

Audit Results:
InternalAudit traced the Capital and O&M totals per the monthly convenience bill for the months of January 2013 through
July 2013 to the Financial Model. As there were no variances greater than the established threshold of$10 thousand, it
appeals that accounting detail is being properly entered into the Financial Model.

Internal Audit Recommendafion(s).' ruone.

11
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Audit Objective 7, Procedure 2: Perlorm an integrity test over the Financial Model to determine whether it
is accurately reporting budget, forecast and ac{ual expenditures.

Audit Results:
To determine Financial Model data was properly linked from the data input tabs, InternalAudit performed integrity tests
for the following:

. Data within the Stafting Plan tab flowing accurately to the BudgevActual tab;

. Budget detail on the BudgevActual tab for the current Financial Model agreeing to the budget detail when the
budget was set; and

. Detail from the BudgevActual tab flowed accurately to the Tracking Summary tab.

Datia appeared to be properly linked for the tests performed above: however, InternalAudit noted the following:

. Hard-keyed balances were identified within the BudgeUActualtab forAugust Forecast Accenture labor hours that
were deemed appropriate; however, these balances were not "flagged" within the Financial Model to support the
change or to ensure data integrity on future updates.

Internal Audit Recommendations:
Management should leave review comments within the Financial Model for hard-key adjustments to prevent data
integrity issues on subsequent Financial Model versions.

12
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Audit Procedures, Results and Recommendations (Conftfln "*-"
Audit Objective 7, Procedure 3.' Ensure reports provided to NiFiT project sponsors agree to the Financial
Model

Audit Resulb:
Bi-monthly, the NiFiT Project team issues a Proiect Sponsor Report. Every Sponsor Report includes a slide detailing
actual expenditures and remaining forecast.

. Fora sample of three (3) Project Sponsor Reports (February, March and September of 2013), InternalAudit
performed an independent reconciliation of both actual expenditures and forecast for the applicable 2013 period to
the Financial Model. IntemalAudit determined all three (3) Projec{ Sponsor Reports reconciled appropriately and
accurately reflected expenditures and forecast appearing within the Financial Model.

lntemal Audit Recommendations.' None.

13
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Audit Objective 7 , Procedure 4,' Perform walkthroughs to understand the change management process
for budget and forecast balances to ensure modifications are properly approved, supported and communicated.

Audit Results:
InternalAudit performed walkthroughs with NiFiT Proiect team management, noting controls are in place to ensure
changes made to the forecast and budget are approved, supported and communicated through Project Change
Requests (PCRs) which are formally approved and retained through SharePoint.

Note: Not all PCR9 have a financial impact (i.e. a PCR could be issued to replace a resource with another
,esource that has the same bi able ratd.

lntemal Audit Recommendafions.' t'rone.
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Audit Objective 7, Procedure 5: Review intemal labor expenses and verify they are complete, accurate
and properly supported.

Audit Results:

InternalAudit selecled ten (10) employees from the monthly convenience bill support and verified the following for one
month for each employee:

. Hours worked per the convenience bill agreed to Workbrain

. Hours were approved in Workbrain

. Hours were approved in PWA

. Hours within the quarterly reconciliation completed by Accounting, comparing hours reporting in Workbrain to
PWA. (See Srides 8 and 9 for further detail of time entry and intemal labor.)

- InternalAudit observed that PWA hours listed within the quarterly reconciliation did not agree to PWA at the
time of our review due to changes made by employees in the PWA system subsequent to the quarterly
reconcifiation. Note: Monthly selections for June and July 2013 (3 total) were not reviewed by lntemal Audit
as the June - August 2013 quafterly reconciliation was being completed at the time of testing in early
October.

15
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Internal Aud it Recom mendati on s :

Nisource Corporate SeNices Accounting should perform the reconciliation of Workbrain to PWA hours on a cumulative
basis, as adjustments can be made to prior period labor data in PWA. This would help to ensure the reconciliation uses
the latest PWAhours for the Accounting review period and reflects any changes made to PWA subsequent to an
employees' initial time entry.

Management Response & Comments:

NiSource Corporate Services Accounting agrees to reevaluate the cunent quarterly reconciliation to include cumulative
review of Workbrain against PWA to ensure proper system reconciliation of all adjustments. The revised reconciliation
process wilf begin in the first quaftet ol2014.

16
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Audit Objective 7, ProCedure 6.' Ensure third-party labor charges are properly approved and agree to the
conect SOW. Also ensure labor hours charged reconcile to PWA and are accurately classified.

Audit Results:
InternalAudit selected ten (10) invoices from convenience bill support. For each invoice selected, the following tests
were performed:

. Verified the invoice was properly approved;

. Determined that rates per the invoice agreed to the applicable SOW (Statement of Work);

. Verified that hours per the invoice reconciled to PWA; and

. Determined that O&M/Capital split per the invoice agreed to the convenience bill classification.

Based on the procedures performed above the following exceptions were noted:

InternalAudit observed that for the IBM and F1 invoice selections (3 of 10 selections), hours and rates were not
agreed to PWAand the SOW, respectively.

InternalAudit observed that for the two (2) Accenture invoices selected, we were unable to confirm if invoiced rates
agreed to the SOW. IntemalAudit found the file used to reconcile Accenture invoices (which list hours and rates by
person) contains "sub rcles" instead ot lhe "role descrtp fors" defined within Accenture's SOW. Through
discussions with the NiFiT Project team member who performs the reconciliation, management is able to veriry that
billed rates are accurate based on the day-to{ay involvement with Accenture resources assigned to the project.

17
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Audit Procedures, Results and Recommendations (ConUHln 
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Audit Results (Cont'd) :

For the two (2) Accenture and two (2) HMB invoices selected, InternalAudit noted multiple resources had variances
when comparing hours per the invoice to PWAfor the invoiced time period. The net variance for all resources included
on the invoice showed PWA hours in excess of what was billed on the invoice. The NiFiT Project Team noted that when
PWA hours are greater than invoiced hours, no further investigation is performed.

I ntemal Au dit Recom men dations :
NiSource management should consider changing processes and procedures around the IBM/F1 invoice reconciliation
process to allow the NiFiT Project team to reconcile IBM and F1 invoice detailto PWAfor both hours worked and
invoiced rates on executed SOWS: and

NiFiT Project team management should have sub roles, which are listed in the Accenture reconciliation, changed to
roles that match the Accenture SOW. This would ensure another NiFiT Project team resource could perform the invoice
reconciliation if needed.

Management Response & Comments:
The NiFiT team agrees with the recommendation to align role names between the Accenture invoice and SOW This
change is currently being implemented. For clarity, u/e have always reconciled the invoice, the SOW, and the approved
hours worked recorded in PWA on a person-by-person basis. Occasionally, though, the title associated with a person
has not been maintained synchronously across these documents which makes the reconciliation more complex than
necessary.

18
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Audit Objective 7, Procedure 7: Determine if non-labor charges are properly supported and accounted
for appropriately.

Audit Results:
InternalAudit selected five (5) non-labor expenditures from the monthly convenience bill support for testing purposes.
InternalAudit revieu/ed each selection to:

. Ensure it agreed to supporting documentation (i.e. invoice);

. Expenses were properly approved;

. The expenses were allocated to an appropriate charge code (O&M or Capital); and

. Expenses were directly traceable to the Financial Model.

IntemalAudit did not identify any exceptions in our procedures.

Internal Audit Recommendafions.' ttone.
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Audit Obiective 2: Third-party vendors are providing services and deliverables to the company in accordance
with established contract terms.

Audit Procedures:

1. Verify that third-party invoices do not exceed the contracted "not to exceed amount" unless properly
approved; and

2. Ensure contract terms stated in Accenture SOW #16 are properly applied.

20
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Audit Objective 2, Procedure 1l Verify that third-party invoices do not exceed the contracted "not to
exceed amount" unless properly approved.

Audit Results:
Within each SOW for third-party service providers, it is typically stated there is a "not to exceed amount' unless it is
approved by NiFiT management. For a selection of two (2) purchase orders, InternalAudit verified that total payments
processed through Catalyst agreed to the total approved fees per the related SOWS. InternalAudit noted one of the
purchase order selections did exceed the SOWS stated "not to exceed amount"; however, it was properly approved by
NiFiT Project team and Nisource Supply Chain management and was correctly updated within the Maximo purchase
order system.

lnternal Audit Recommendations: None.
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Audit Objective 2, Procedure 2.' Ensure contract terms stated in Accenture SoW #16 are properly applied.

Audit Results:
InternalAudit noted the Accenture SOW'S are the only contracts that have additional terms in addition to fees for
services (i.e. rates) and not to exceed amounts. Accenture SOW #16 was the contract covering the time period under
InternalAudit's review (January 2013 - July 2013) and where InternalAudit verified the following:

. Cost of Living Adiustment (COLA) rates uere accurately calculated within the SOW;

. Travel expenses were accurately applied to invoices at the agreed upon rate of 15% of total labor charges;

. Holdbacks, which are monies held from payment until completion of the project, were properly applied to the
March and June invoices:

. Completion bonus amounts were properly accrued; and

. A $100 thousand credit fee was applied to each invoice.

IntemalAudit did not identiry any exceptions in our procedures.

lnternal Audit Recommendafions.' ruone.
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Audit Obiective 3l Perform an analysis on Deployment 1 to determine if forecasted estimates for Deployment
2 and 3 will meet overall budget requirements.

Audit Procedures:

1. Review the usage of PWA to ensure the application is being utilized to track the overall project schedule,
specific tasks, deliverable check point dates and actual hours incurred to date; and

2. Ensure PWA actual hours are being utilized to forecast the estimated remaining time to complete the proiect
on schedule and budget.
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Audit Objective 3, Procedure 1.' Review the usage of PWA to ensure the application is being utilized to
track the overall proiect schedule, specific tasks, deliverable check point dates and actual hours incuned to date.

Audit Results:
IntemalAudit determined the PWAtooltracks the overall project schedule by utilizing a phased approach (i.e. Build,
Test, lmplementation, etc.) to assign resources specific tasks and hour estimates for completing each NiFiT project
deliverable. On a weekly basis, resources are required to enter their ac{ual hours worked within the PWA application,
with PWA configured to allocate hours worked to either a Capital or Operating & Maintenance (O&M) charge code.
IntemalAudit noted PWA is also utilized as the central repository for tracking the cunent status of the NiFiT project and
the remaining schedule.

During review of the PWA tool, Internal Audit noted contractor rates are not included within the tool. This decision was
made because all contractors (i.e. IBM) are not required to enter hours into PWA.

Internal Au dit Recom men dations :
NiFiT Project team should consider including contractor rates within the PWA tool to help provide a financial impact
when overages are incuned. Additionally, including rates within PWA would assist Management with performing
reconciliations.
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Management Response & Commenb:

The NiFiT team does not agree with the recommendation to include contractor rates in PWA because it is unnecessary
and inefiicient. By design, the scope of PWA is specific to a time-slice of the project and therefore does not contain a
comprehensive view of the NiFiT project; it only contains data for the current and past phases of work. Future phases
(e.9. Deployment 3 Build, Test and Deploy phases) are not yet planned at the detail task / deliverable / date / person
level of detail contained in PWA because the large variability in this detail data for future phases would make this an
inefficient practice. ln addition, PWA does not contain non-labor data, like travel expenses, which are an important
component of our cost management processes. Therefore, we have a separate financial model, which includes all
phases of the project - past and future, labor and nonlabor. This financial model includes contractor rates and provides
the detail needed to analyze specific cost variances, reconcile invoices, and manage the current project estimate.
Duplicating the rate data in PWA for the current phase provides no incremental value beyond what the financial model
provides, and would create extra work to keep the rates synchronized between the tools. We also have concerns about
the effort to maintain confidentiality of contractor rate information, which lve have a ethical business responsibility to do,
if we include this data in a tool that has wide-spread access on the project, like PWA. Further, as evidenced by this
InternalAudit report, u/e have experienced no cost integrity issues with our current processes that warrant a change.
While including rates in PWAmight be useful in a small, single-phase, singlerontractor project, it is not appropriate in a
large, multi-phase, multi-contractor initiative like NiFiT.

25



Exhibit No. 13
Schedule No. 4(46)r

Page 26 ot 28

Audit Procedures, Results and Recommendations (Confltil)'" ""'"""'

Audit Objective 3, Procedure 2.' Ensure PWA actual hours are being utilized as a tool to facilitate the
process for planning hours going forward.

Audit Results:
After the conclusion of each NiFiT project phase, NiFiT Project management team analyzes actual hours incurred
during that phase versus planned hours for the corresponding phase in the next deployment (i.e. Deployment 1

Hypercare versus Deployment 2 Hypercare). NiFiT Project management team utilizes this information, in conjunction
with their experience and the Accenture forecasting model, as a starting point to gain reasonable assurance the
planned hours for the next deployment cycle are appropriate. Additionally, this analysis provides NiFiT Project
management team with the planned split between Capital and O&M for the next deployment.

IntemalAudit noted NiFiT Project management team is performing this analysis after the completion of each phase, just
prior to the beginning of the same phase in the next deployment. The analysis is being performed close to the
beginning of the phase in the next deployment due to the amount of resource changes and variances in the process
which occur right up until the phase initiates.

Once the analysis is complete and the stafiing plan is locked, any changes to the planned hours are required to follow
the NiFiT change management process by completing a PCR.

Internal Audit Recommendafions.' None.
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NiFiT Actual Expenditure Breakdown

The following chart compares actual expenditures reviewed by InternalAudit (period of January 2013 - July 2013) to
total prolect expenditures as of July 2013 (testing cut-ofi date). Totals displayed were taken from the Tracking Summary
tab of the NiFiT Financial Model.

ffi

Actual Costs within Audit Scope

(Jan - Jul 2013)

Total Project Actual Costs to Date

(as ofJul 20131

Amount Not Subject to Audit

Procedures pre-Jan 2013

o&M Capital Total o&M Capital Total o&M Capital Total

2,009

746

3,976

2,714

2,889

L6,l_06

4,723

3,635

20,093

3,898

1,080

9,146

5,272

4,278

28,905

9,169

5,357

38,050

1,9g9

334

5,169

2,558

1,389

L2,798

4,M6

1.,723

17,968

6,732

L,820

2L,709

2,809

28,4t

4,629

t4,L23

2,603

38,454

3,941

52,577

6,544

7,392

783

L6,745

L,L32

24,L37

1,915

8,551 24,5L8 33,070 L6,726 42,395 59,L21 8,L74 L7,877 26,052
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TO:

FROM:

DATE:

Wtness N M Palone

Susan Taylor, Controller Corporate Services

Shelley Duling, Audit Senior &uttryfiut*tg

Jaclyn Callahan, Audit Manag"t ?.,i- G"fia!*-

Ryan Binkley, Audit Director 74
February 18,2014

SUBJECT: Accounts Payable Recovery Audit (NiSource)

We have completed an Accounts Payable recovery audit for the period June 1 ,2011through
May 31 ,2013. This review is jointly conducted between NiSource lnternal Audit and Revenew
International, LLC (Revenew) and is completed on a bi-annual basis to identify and recover
duplicate payments, erroneous payments, and outstanding credits on the books and records of
NiSource vendors. The total spend was approximately $4.5 billion across all NiSource business
units for the period under review.

Scope of Work / Audit Results

NiSource's payment data along with Revenew's proprietary software was used to analyze
payable data to generate audit exception reports. A summarized listing of expenditures by
vendor was used as a basis to solicit statements of account for open items with key suppliers of
NiSource. Overall, the scope of the audit encompassed approximately 738K invoices with
nearly $4.58 in trade payable spending with the solicitation of statements from 2,752 selected
vendors. The total amount of overpayments identified during the audit was -$220K (38 total
claims). Of the total -$220K in overpayments confirmed as payable to Nisource by vendors,
the Company has received a total of -$195K in reimbursements as of the date of this audit
report; NiSource is still awaiting the receipt of refunds for the remaining confirmed -$25K of
vendor overpayments.

The following graph illustrates the portion of the total recovery amount for each business unit
that had recoveries:

Recovery Dollars by Business Unit

I CPG

rNcs

# NGD

r NIPSC(

SL8,9'B,9%

** These recoveries were processed by the individual business units.
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The following chart represents the types of errors noted during the review by Revenew,
including the root cause for the 38 claims submitted:

)vercharges P ricine Error / Miscellaneous 4 !0.501 I: 6 8ot

Rebates WarranW Settlement 1 2.60/, 2 0.9v,

Duplicate Billine

Revised Amount / Two Different
lnvoices 78 47' 5S 26 801

Other Revenew Did Not Determine R.C. 1 2.601 | 401

Returned ltems

Sancelled Order / Surplus Repurchasec

/ Wrong ltems 9 23.70/ 22 !2.7o1

N on -Di sb u ne m e nt E ro r Ty pes 22 57.9Y1 107 44.69

Duplicate Payment

Different Invoice Number 5 t3 2?, 1: 6 got

Different Vendor Number z 53V L.4%

Different Amounts t- 2 67' 2.7o/o

Different Dates 1 2 601 1..4%

Paid Credit Memo Entered Credit Memo in Wrons Sien 2 5.37 1! 8.601

Paid Wrong Vendor Lookup Error 1 2.67, 1( 4.501

Overoavment Paid Incorrect Invoice / Other z 5.L% 1! 8.201

Other Revenew Did Not Determine R.C. 2 5.301 3t 17.3%

Disbuaement Error Types 16 42.7Yo LI 5L.4%

The following graph illustrates the responsibility center and the associated dollar amounts for
the types of errors noted. (The color-coded "Key" field located in the chart above, lists the error
types included in each of the graph segments below):

bility Center

.,,,,,
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Conclusion

Internal controls appear to be effective in mitigating the risks specific to identifying vendor
overpayments. Total recoveries of -$220K for the current audit period represent a significant
decrease from -$555K for the prior audit period August 2009 through May 2011. However,
awareness should be brought to personnel approving invoices to stress the importance of
diligence in the invoice review and approval process to prevent "non-disbursement" error types
(such as duplicate billings and overcharges).

Management Response

Accounts Payable has made strides with reducing duplicate payments by enhancing training and
developing the internalAP team, customers, and outsourced provider on ensuring accuracy with
invoice processing. This has been done with daily interactions with our stakeholders, as well as
on-site training classes. We have also partnered with SourceNet on exception processing to
ensure duplicates are quickly identified and resolved.

As always, we appreciate the cooperation and assistance that your staff provided during this
review. Should you have any questions or require additional information, please do not hesitate
to contact Ryan Binkley at (614) 460-5985, Jaclyn Callahan at (61a) 460-5493 or Shelley Duling
at (614) 460-6062.

cc: R. C. Skaggs
S. P. Smith
C. J. Hightman
G.L. Kettering
J. Stanley
J. Hamrock
V. G. Sistovaris
L. J. Francisco
D.A. Eckstein
J.D. Veurink
S.J. Sagun
J.M. Konold
K.M. Ford
G.F. Plesac
Deloitte and Touche LLP
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NiFiT Deployment2 - Phase Assurance Review
NiSource lT Audit

March 19,2014

To:

Rick Fontaine, VP - FinancialTransformation
Russ Viater, VP - lT Service Delivery (NIPSCO/NCS)

Jon Veurink, VP - Chief Accounting Officer
Tim Tokish, VP - Financial Planning & Analysis

From:

John Manfreda, Project Manager - lT Audit
Greg Wancheck, Manager - lT Audit
Ray lrvin, Director - lT Audit
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The objective of lT Audit's Deployment 2 Phase Assurance Review was to provide management with an overall
evaluation of the policies, procedures and processes used to manage activities associated with the NiFiT Deployment 2.
Test phase, specifically focusing on the following areas:

1) Project Management Gontrols
Review project management controls in the areas of budget, schedule and scope to ensure that NiSource corporate
policy and/or NiFiT standards are followed.

2) Business Process Controls
Review automated and manual business process control test status to provide an opinion on the adequacy of
management's inclusion and testing. Also, independently test the effectiveness of both automated and manual
business process controls.

3) Project Gonduct Gontrols
Review conduct of the NiFiT Project Team in its achievement of program objectives.

4) Deliverable Quality Controls
Review phase deliverable quality assurance practices and key deliverables by the NiFiT Project Team to provide an
independent perspective on quality measures.

4
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The NiFiT Deployment 2 Phase Assurance Review covers activities supporting the NiFiT Test phase as conducted
between September 2013 and January 2014 by the NiFiT Project and Controls Teams, post lT Audit's issuance of the
NiFiT Deployment 2 Risk Assessment in December 20'13.

During the Deployment 2 Test phase, NiFiT Project Team leadership continued internal initiatives to help ensure
alignment over test streams being executed by team members. These efforts included maintaining oversight and
reporting diligence associated with project scope, schedule and financial cost controls in accordance with both NiSource
corporate policy and documented NiFiT project standards.

The NiFiT Project Team also undertook significant System and User Acceptance Test (UAT) efforts as part of the
Deployment 2 Test phase to create individual business process test scripts within the HPALM (Hewlett Packard
Application Lifecycle Management) software, whereby both NiFiT Project Team members and participants from the
NGD end-user community could re-perform newly implemented automated and manual business processes for
operating assurance prior to Deployment 2 go-live in April 2014. As part of Deployment 2 System and UAT testing
efforts, the NiFiT Controls Team additionally aligned with the NiFiT Project Team to pinpoint specific test steps within the
business process test scripts that impacted NiSource's Sarbanes-Oxley (SOX) financial controls.

Throughout the duration of the Deployment 2 Test phase, the NiFiT Project Team also created detailed internal
documentation and analytic metrics to help with information sharing amongst project stakeholders and to ensure
oversight in the quality of project deliverables reported to management.
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Project Management Gontrols :

lT Audit identified numerous positive practices and consistent control reviews being performed by the NiFiT Project
Team in the overall management of the Test phase gate associated with Deployment 2. Specifically, lT Audit noted the
NiFiT Project Team is using the standardized project change request (PCR) process to both initiate and approve any
scope modifications to the NiFiT Project Charter, hours and staffing plan adjustments within the NiSource PWA
scheduling system and project costing variances observed between budgeted/actual/forecasted costs in the NiFiT
Financial Tracking Model.

lT Audit found the NiFiT Project Team continues to proactively manage project steps associated with the reporting and
remediation of both test defects and project deliverables observed within the Deployment 2 Test phase gate. Noted test
defects and project deliverables were addressed by the NiFiT Project Team in a timely manner, with status reporting
being regularly updated to the stakeholder community. lT Audit also found relevant parties involved in the Deployment 2
project management effort are aligned with one anotherthrough regularly scheduled status updates, reporting metric
discussions and required conference calls.

Business Process Controls:
lT Audit also determined efforts by the NiFiT Project Team to fully test business process controls associated with
Deployment 2 were completed. lT Audit observed the two (2) automated controls newly defined within the locked,
December 31,2013 NiFiT Risk and Controls Matrices (RCMs) were both tied to a corresponding NiFiT Project Team
test script within Hewlett Packard Application Lifecycle Management (HPALM), which is the enterprise testing software
utilized by both NiFiT and NiSource enterprise lT for software deployment quality assurance. To ensure the accuracy of
legacy Financial Statement information, the Columbus lnternalAudit team reviewed the PeopleSoft Balance Sheet and
Income Statement variation reports along with other selected Financial Statement reports for each of the five (5)
Columbia Distribution Companies for the December 2013 time period and verified that key line items agreed to legacy
system data, noting no exceptions.
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lT Audit continued testing efforts for Deployment 2 by performing independent test script execution of the two (2) scripts
devefoped to test the two (2) new, automated controls present in the locked December 31,2013 NiFiT RCM's. lT Audit
found both automated control scripts to be "effective" post testing performed during January 2014. lT Audit also re-
executed twenty-two (22) automated control scripts from Deployment 1 associated with primary SOX controls and noted
af f twenty-two (22) continue to operate effectively prior to Deployment 2 go-live.

lT Audit performed additional Deployment 2 testing efforts within the PeopleSoft Financials 9.1 test environment staged
by the NiFiT Project Team for independent analysis of system robustness and quality. This exercise involved lT Audit
team members performing various ad hoc testing techniques in a non-scripted manner to assert whether the NiFiT
PeopleSoft Financials 9.1 environment would be able to withstand "unplanned" actions that could occur during the
course of normal business action. Based on the single, automated control test script identified for independent lT Audit
testing, lT Audit noted the corresponding test passed with no defect.

For coverage of the four (4) NGD data conversion streams migrated into both PeopleSoft Financials 9.1 and PowerPlant
via NiFiT Project Team transporUtranslation initiatives, lT Audit found a robust plan and test/deployment strategy in
place by the NiFiT Project Team to formally review and authorize legacy data conversion efforts for "completeness" and
"accuracy." lT Audit also noted that for the Deployment 2 data conversion efforts performed as of January 2014 (for
2012 income statement and balance sheet financials between NGD's GEAC system and PeopleSoft Financials 9.1), all
appropriate NiFiT and NiSource management authorizations were obtained on a corresponding Data Approval Sheet to
help ensure legacy data was both transported and translated in a complete and accurate manner.

In relation to Deployment 2, lT Audit reviewed all seven (7) interfaces associated with automated SOX controls as
determined by the NiSource Controls Team and determined all seven (7) SOX-related interfaces were tested and
labeled as "passed" by the NiFiT Project Team prior to deployment, with adequate results documentation included in
HPALM to support a "pass" conclusion of a controls-related script.
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lT Audit observed various communication points and pre-scheduled reporting meetings occurring between the NiFiT
Project and Controls Teams, NiFiT Process Owners, NiSource's lT Audit and Columbus InternalAudit teams, and
Deloitte regarding assessment activities associated with the design/effectiveness testing of both automated and manual
controls impacted by Deployment 2. Besides being an active participant in discussion coordination between the multiple
parties listed above, lT Audit attended regularly scheduled communication streams throughout duration of the
Deployment 2 Test phase to help ensure alignment between all relevant meeting attendees.

Program Conduct Controls:
lT Audit noted adequate controls in place by the NiFiT Project Team in relation to program conduct, as various solution
test efforts and continuous test result reporting were both incorporated and distributed through project status reports and
management test summaries. !T Audit additionally found the NiFiT Project Team regularly communicated project scope,
status and requirements to Deployment 2 stakeholders using numerous means of information distribution. lT Audit
noted these stakeholder update mechanisms are integralto maintaining alignment and knowledge dissemination
amongst active parties and encourages the NiFiT Project Team to continue these ongoing communication efforts as part
of Deployment 3.

Deliverable Quality Gontrols:
lT Audit reviewed quality assurance activities enacted by the NiFiT Project Team for quality definition and standards
adherence and found quality and standards well-defined and included within Deployment 2 Test phase gate
documentation. lT Audit also found the NiFiT Project Team instituted internal defect reporting for both identification and
severity tracking of testing defects encountered within the Deployment 2 Test phase gate. lT Audit additionally noted
that, as of Deployment2 Test phase gate closure, no deliverable exceptions were reported as all previously reported
defects met the defined gate exit criteria of required review and remediation prior to gate closure.
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NiFiT Deployment2 - Phase Assurance Review
Assurance Objectives

REVIEW RESULTS
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Proiect Management Controls - Obiective 1

Review project management controls in the areas of scope , schedule and budget to ensure NiSource
corporate policy, good practice and NiFiT standards are followed.

Results:

lT Audit reviewed three (3) key project management control areas as part of the Deployment 2 Phase Assurance Review:

Scope Controls - ls the NiFiT Project Team managing what it delivers is appropriate and approved by management?

Schedule Controls - ls the NiFiT Project Team managing a schedule to ensure on-time project delivery?

Cost Controls - ls the NiFiT Project Team managing costs to ensure delivery occurs within a defined and approved cost structure?

Scope Controls:
NiFiT has an approved Project Charter used as the key control document for establishment of project scope. lT Audit noted all
project scope changes, including Project Charter modifications, are required to be reviewed and approved through the Project
Change Request (PCR) process. This PCR process helps ensure any alterations in project deliverables aro communicatsd,
revie\./ed and approved by appropriate parties. For testing purposes, lT Audit revie\r'€d a selected sample of Deployment 2 project
scope changes documented in weekly NiFiT Status Reports and found the changes were reviewed and approved by appropriate
parties using th€ defined process.

10
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Proiect Management Gontrols - Obiective 1 (Cont.)

Schedule Controls:
lT Audit found NiFiT has a proiect schedule in place for Deployment 2, which is enabl€d by the Nisource Project Web App (PWA)
system. The project schedule is updated during planning activities for each NiFiT phase and tracks all work performed in regards to
both planned and actual hours. NiFiT proiect personnel are required to enter their time into the PWA system in order for the NiFiT
Project Management Office (PMO) to perform the following:

. Weekly vadance analysis beiween planned and actualhours for performance tacking.

. Weekly comparison of scheduled hours to the overall project staffing model.

Once the NiFiT PMO has completed their weekly activities and aligned with NiFiT Project Team leads on both missing hours in the
PWA system and staffing plan adjustments, the NiFiT PMO reports this information in the lt€ekly NiFiT Status Report and approves
the project schedule. lTAudit noted that once the project schedule is approved, subsequent changes are also required to use the
project change request (PCR) process.

For testing purposes, lT Audit reviewed a sample of Deployment 2 project schedule changes as reported in weekly NiFiT Status
Reports and found that each selected change was reviewed and approved on a corresponding PCR form. lT Audit also reviewed a
sample of both n€ekly variance analysis and comparison reports conducted by the NiFiT PMO out of PWA and noted differences
observed were appropriately communicated to NiFiT Project Leads with corresponding information required either for correction or
furlher detailed exolanation.

11
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Cost Controls:
The NiFiT project has an approved budgot used as the primary control for proiect costing. lT Audit noted the NiFiT Financial
Tracking Model reported in the lveekly NiFiT Status Repod includss the folloning items, types and categories used by the NiFiT
Project Team for proiect costing efforts associated with Deployment 2:

IEtrS:
. Actuals - Actual costs incurred for the NiFiT project as rEported by Nisource Accounting (updated monthly).
. 0&12 Plan - Budgeted costs for the project as defined by the Nisourco 0&12 plan.

. Variance - Reporled difierences betwe€n Budget-to-Ac,tual information.

Ivpeg:
. Intemal Labor - Nisourca employees engaged on the NiFiT projec{.
. IBM - Specific NiFiT projeci vendor costs.
. External Labor - Consuliants and contraclors engaged on the NiFiT project.

' Noft.Labor - Associated hardware and software costs for the NiFiT Droiec't.

gatsggrlgs:
. Capital

' O&M (Operations & Maintenance)
. Total (combined Capital+ O&M)

12



NiFiT Deployment2 - Phase Assurance Review

Exhibit No. 13
Schedule No.4(46)t

Page 13 of 45 ''';t'^:u:

witness t'lt n,' eaorpitiT

Proiect Manaqement Controls - Obiective 1 (Cont.)

On a monthly basis, the NiFiT PMO uses the Financial Tracking Model to perform the following:

. Collection of projec't cost actuals from various sources by the NiFiT PMO at month end.

. Updating of actual O&M and Capital costs for the previous month.

. Based upon the projecl budget, a varianca analysis is produced againsl actuals ior the month.

. Variance analysis of budget-to-ac{uals is used by managementlo enable subsequent changes to budgeting information,

For testing purposes, lT Audit revier/r€d a sample of proiect cost-related changes, as reported in t!€skly NiFiT Status Reports, and
found each selec{ed cost change was revie\ €d and approved on a corresponding PCR by appropriate personnel, along with the
PCR containing the appropriate support materials used for cost estimation. lT Audit also revie\ €d selected weekly NiFiT Status
Reports and found reported project costing information was accurately reflected in the Financial Tracking Model for the period
reviev€d.

Recommendation: None.

13
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Proiect Manaqement Controls - Obiective 2

Review identified exceptions to corporate policy and whether the exception process/steps werc communicated
and reviewed with the lT PMO and NiFiT Project Team management.

Results:

lT Audit revieu€d associated Deployment 2 Test phase gate process documentation and concluded the NiFiT Project Team is
following the prescribed Test phase gate review process as outlined within Nisource's lT Project Management Methodology.

lT Audit found that per Test phase gate exit criteria, ofthe five (5 ) High open defects reported in the January 2014 User Acceptrance
Tesl Summary report, all five (5) High defects lv€r€ closed prior to phase gate completion on January 29,2014. lT Audit also noted
that no deliverable ex@ptions u/ere found during the Test phase gate review and that appropriate review approvals were obtained
for phase completion on the Testing Stage Completion Approval document required by Nisource's lT Project Management
Methodology.

Recommendation: None.
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Proiect Manaqement Controls - Obiective 3

Determine whethel adequate alignment exista on project management control activities implemented by NiFiT
across tho NiFiT Project Team, Process Owners, Nisource SOX Compliance, KPMG Controls Team and Deloitte
& Touche Audit personnel.

Results:

Between December 2013 and February 2014, lT Audit regularly attended the following NiFiT project meetings. Covered topics
associated with Deployment 2 proiect management control activities included current project status (based upon relevant project
management control metrics), project change request status, issue/risk identification and project updates.

. NiFiT Project LeadeFhip (Wednesday 1oam EST)

4?e: Weekly Projec't Leade6hip team meeting regarding NiFiT projeci progress, project status updates by lhe NiFiT PMO and agenda
presentations by NiFiT Projecl Team leads and subject matter experts.

Aftendees: NiFiT Projec't Leadership and lT Audit.

' NiFiT Weekly Deployment 2 and Deployment 3 Status (Tuesday l:00pm EST)

fype: Weekly status meeting covering project work accomplished, deliverable(s) status, statfing updates and issue/risk metric reporting.

Attendees: NiFiT PMO, NiFiT Projecl Team Leads and lT Audit

15
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Proiect Management Gontrols - Obiective 3 (Cont.)

. N|FIT Controb Status (Monday l0:30am EST)

Iypa: Weekly status discussion regarding automated and manual controls inclusion within the NiFiT RCMS, System and UAT test script
results communication between the NiFiT Controls and Project Teams and segregalion ofduties evaluation status between the NiFiT
Projecuoontrol Teams and Deloitte.

Attendees: NiFiT Project Team, NiFiT Conlrols Team and lT Audit,

lT Audit also engaged with key NiFiT Project Team personnel on a one-on-ona basis to facilitate project managemenl alignment.
Project management controls were discussed, as needed, by lT Audit as part ofthe following reoccurring weekly meetings:

. lT Audlt and NIFIT Program Manager ( Wednesday 2:00pm EST)

' lT Audlt and NIFIT Deployment 3 Lead (Monday 9:00am EST)
. lT Audit and NiFiT Deployment 2 Lead (Thu6day 4:00pm EST)

Based on routine NiFiT project status meeting attendance throughout Deployment 2, coupled with one-on-one lT Audit weekly
engagementwith NiFiT Project Team leadership and coordination facilitation between the NiFiT Project Toam and Deloitte, lT Audit
found adequate alignm6nt exists on project management control activities implemented by NiFiT amongst relevant parties.

Recommendation: None.
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Review automatad and manual business process controls status within the Build and Test phases to provide
an opinion on the adequacy of management's inclusion and testing

Prior to the System Test phase of Deployment 2, the NiFiT Controls Team and the NiFiT Project Team aligned to map controls,
identified as "requirements," from the ongoing NiFiT RCMS (Risk and Control Matrices) to corresponding t€st scripts included in
Hewlett Packard Application Lifecycle Management (HPALM). Consistent with Deployment 1, lT Audit noted the NiFiT Project
Team continues to use HPALM as the enterprise testing software for managing project requirements (including controls), test
plans, test execution steps and test results.

The diagram on the following page illustrates the requirements traceability and documentation process developed and used by
NiFiT for Application Lifecycle Management (ALM). NiFiT controb, labeled within ALM as SOX, are traced by the NiFiT Controls
Team to test requirements in HPALM and are then aligned with a conesponding test script (aka: Test Plan) to provide assurance
controls are operating in the intended manner.

With guidance from the NiFiT Controls Team, the NiFiT Project Team developed unique, HPALM test scripts with specific action
steps identified as Deployment 2 SOX controls. lT Audit noted Deployment 2 SOX control steps within the individual HPALM test
scripts contained directions for NiFiT System and UAT tester to capture evidence of control performance. The NiFiT Controls
Team also tracked results of NiFiT System and UAT test execution of controls-related scripts by the NiFiT Project Team and
reported test execution status as part oftheir scheduled Deployment 2 reporting to NiFiT Project Team management.

17
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Business Process Controls - Obiective 1 (Cont.)
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Business Process Controls - Obiective 1 (Cont.)

Automated Controls:

For testing whether Deployment 2 automated controls identified within the ongoing NiFiT RCM'S (Risk and Control Matrices) had
corresponding test scripts mapped within HPALM, lT Audit analyzed locked versions of the December 31, 2013 NiFiT RCM'S as
supplied by the NiFiT Controls Team. Of the two (2) new, automated Deployment 2 controls identified within the December 31,
2013 RCM'S, lT Audit found both controls u€re correctly mapped to a corresponding test script within HPALM.
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Business Process Gontrols - Obiective 1 (Cont.)

Manual Controls:

Columbus InternalAudit revier€d the NiFiT Risk and Control Matrices (RCMS) provid€d by the NiFiT Controls Team, as of
December 31,2013, and identified no new manualcontrols being implemented as part of Deployment 2. IntemalAudit also
contirmed with NGD Accounting and Accounts Payable Management that they could generate all the necessary Peoplesofr
queries and reports to execute existing Nisource manual controls, as User Acceptance Tssting (UAT) performed during
Deployment 'l covered all manual controls included as part of Deployment 2.

In addition, and to ensure the accuracy of legacy Financial Statement information, the Columbus Internal Audit team revie\ €d the
newly generated Peoplesoft Balance Sheet and Income Statement variation reports for each of the five (5) Distribution
Companies for the December 2013 time period and verifisd that Total Assets, Total Liabilities and Net Income line items agreed to
legacy system data. Further, Internal Audit revievr€d a selection of various other Financial Statement balances from the
Peoplesoft Balance Sheet and Income Statements to legacy account information provided by NGD Accounting Management,
noting no exceptions.

Recommendation: None.
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lT Audit will independontly test the effectiveness of automated NiFiT business process controls.

Per lT Audit's request to independently test automated business process crntrols associated with Deployment 2, the NiFiT Proiect
Team staged a uniqua Peoplesoft Financials 9.1 application environment for lT Audit testing. Post staged environment
completion, lT Audit and the NiFiT Proiect Team aligned for lT Audit usage of HPALM for independent automated control test
execution using Deployment 2 test scripts created and approved by the NiFiT Controls Team.

Independent lT Audit testing efforb commenced during January 2014 using NiFiT's Peoplasoft Financials 9.1 FSg'ITST (i.e.
System Test) environment, rvtrich lT Audit veritied included relevant code updates and staged data utilized for the Deployment 2
System Test phase. Along with lT Audit testing, this FSglTST snvironment also formed the baseline for subsequent User
Acceptance Testing (UAT) coordinated by the NiFiT Project Team in order to provide assurance Nisource end-users were able to
validate NiFiT applications n€re operating in an effective manner.

Using the versions ofthe locked December 31, 2013 NiFiT RCMS aheady provided by the NiFiT Controls Team for Deployment 2
control-tctest script reconciliation, lT Audit identified two (2) uniqus automated control test scripts within HPALM for independent
testing of tho two (2) new, Deployment 2 automated NiFiT controls.
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Based on independent testing of the two (2) Deployment 2 automated control test scripts performed between January G10, 2014,
lT Audit noted an initial test script "success" rating of 100%, as both scripts passed successfully with no noted defects. As a
result, lT Audit was able to conclude both net/t/, automated controltest scripts, or 100%, lr€re operating effectively prior to
Deployment 2 go-live.

IOO.OO% LOO.OO% o.oo%

Also between January 6-'10,2014,lT Audit re-€xecuted twenty-two (22) automated controltest scripts for primary SOX controls
originally tested for NiFiT Deployment 1. lT Audit noted an initial Deployment 1 test script re.execution "success" rating of 100%,
as all twenty-tr lo (22) scripts passed with no noted defects. As a result, lT Audit was able to conclude all automated controltest
scripts associated with primary SOX controls from Deployment 1 continue to operate effectively prior to Deployment 2 go-live.

Recommendation: None.

22



Exhibit No. 13
Schedule No. 4(46)l;

Page 23 of 4$'

NiFiT Deployment2 - Phase Assurance Review Witness N. M.

Business Process CoilIgl9j_bj.@!
lT Audit will conduct independent testing of the application system fol robustness and quality.

Using the same Peoplesoft Financials 9.1 FSglTST environment staged by the NiFiT Project Team for previous lT Audit
Deployment 2 control script testing, lT Audit also performed continued independent testing of the application for system
robustness and quality. This testing effort involved lT Audit team members performing test exercises in a non-scripted manner
using combinations ofthe testing techniques described below:

Leaving required text fields with a null/blank or invalid value for attempted transaction processing.

Attempting to access transactional areas with improper role-level security.

Entry of transactional data amounts above/below pre-defined tolerance levels.

Bypassing pre-configured transactional workflow steps by attempting to ediVmodify standard approval parameters.

lT Audit performed their robustness and quality test exercise during the \ €ek of January 13, 2014 with the purpose of providing
reasonable assurance the Peoolesoft Financials 9.1 environment would be able to withstand 'unDlanned" actions that could occur
by Deployment 2 end-users during lhe course of normal business action. Based on the single (1) automated control test script
defined for initial independent lT Audit testing, a corresponding exercise was identified for non-scripted testing as the second
automated control test script in place for Deployment 2 did not require transactional data entry or worktlow approval configuration.
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Business Process Controls - Obiective 3 (Cont.)

Based on the single (1) robustness and quality test exercise perfomed for Deployment 2, lT Audit noted an initial "success" rating
of 100%, as the test passed with no defect.

Recommendation: None.
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Reviow NiFiT Data Gonvercion conkols to provide a peFpective on the considerations taken for security, test
planning, execution, documentation and end-user sign-off on conversion results.

Results:

The NiFiT Project Team is executing the following four (4) dala conversion efforts as part of Deployment 2:

. Chart of accounts conversion (general ledger) - GEAC to Peoplesofr Financials 9.1

. Vendor conversion (accounts payable) - GEAC to Peoplesofr Financials 9.1

. Cost repository account code conversion (asset management) - PowerPlant

. Work order number conveEion (assEt management) - Po$/erPlanl

lT Audit noted data conversion efforts by the NiFiT Project Team contain both transport and translation elements required to
ensure the 'completeness' and 'accuracy" of data within NiFiT. As the NGD GEAC aystem will be retired post Deployment 2, the
chart of accounts and vendor conversion efforts have translation and transport componenls associated with legacy data migration
into Peoplesoft Financials 9.1. \ f h Po\ €rPlant remaining as Nisource's asset management system post NiFiT, the cost
repository account conversion and work order numbering exercises for Deployment 2 rr,/ere strictly performed for information
translation purposes by the NiFiT Project Team.
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Business Process Gontrols - Obiective 4 (Cont.)

lT Audit found the following control itgms in place for the four (4) Deployment 2 data conversion efforts post roview of associated
conversion documentation, observed conversion validation activities, participation in conversion sessions (work order number,
cost repository accounts and vendors) and interviev{s with key NiFiT Proiect Team members involved in the data conversion
Drocess:

Conversion Approach/Plan

Conversion Tests

Deployment Conversion Activities Plan

Conversion Results - Business User Review/Approval

Conversion Approach Plan

As part of initial data conversion efforts, a Conversion Approach Plan is created for providing overall guidance and objectives
related to the data input and output validation strategy. lT Audit noted that for each of the four (4) data convsrsion streams
present within Deployment 2, a coresponding Conversion Approach Plan was generated by the NiFiT Project Team and shared
with project members involved in the convsrsion exercise(s).

Conversion Tests
To help ensure data migration transport and translation occurs as planned during Deployment 2 gGlive, the NiFiT Proiect Team
performed a series of mock conversion tests for each conversion stream, lT Audit inspected mock testing plans and results for all
four (4) Deployment 2 data conversion streams and found the NiFiT Project Team executed on perfomance ofthe mock tests,
documented corresponding mock convsrsion test results and held consistent information sessions with relevant parties for status
on mock test progress to date.
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Business Process Controls - Obiective 4 (Cont.)

Deployment Conversion Activitie3 Plan
The NiFiT Project Team has formulated a Deployment 2 Cutover Checklist for conversion activities planning. lT Audit inspected
the Deployment 2 Cutovsr Checklist and found it incorporated the follo\rving planning metrics:

. Associated steps/tasks for the data conversion transport or translation migration.

. Team and individual owner responsible for each step in the conversion.

. Resource requirements plans(s) for the conversion effort.

. Timing/schedule for the conversion actions.

. lssue Log tracking for errors/anomalies experienced during conversion cutover exercises.

For testing purposes, lT Audit found all four (4) data con\rersion streams associated with Deployment 2 $€re included in a single
Cutover Checklist maintained by the NiFiT Proiect Team. lT Audit also noted the Cutover Checklist is being updated and aclively
managed on a daily basis by the NiFiT Project Team in preparation for Deployment 2 go-live in April 20'14.
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Conve6ion Results - Business User ReviewrApproval
As part of Deployment 2 golive approval, select members of Nisource and NiFiT Proiect Team management are responsible for
authorizing whether data conversion exercises perfomed through the mock testing and Cutover Checklist planning activities led
to 'complete' and 'accurate" data transport and/or translation for NiFiT systems. As of Deployment 2's Test phase gato closure
on January 29, 2014, the only schoduled data conversion having occurred was 2012 COA (Chart ofAccounts) general ledger
financials from the NGD GEAC system into Peoplesoft Financials 9.'1. lTAudit noted that in support of management
authorization for "completeness" and 'accuracy' of GEAC to Peoplesoll Financials 2012 data, a review and sign-off process for
the converted infomation was conducted by the NiFiT Project Team with NGD business SME'S (subject matter experts). lT Audit
additionally found that a formal Data Conversion Approval documenl was created and authorized by the NGD Controller, NGD
Assistant Controller and corresponding NGD Accounting Managers (CVG,CPA,CKY,CMD and COH) as evidence for data
conversion "completeness' and'accuracy."

lT Audit also noted subsequent data conversion efforts involving transport and/or translation bet$/een GEAC and Peoplesoft
Financials 9.1, along with translation exercises planned for Pon€rPlant, have been scheduled during the Deployment phase in the
late March/mid April 2014 timeframe by the NiFiT Proiect Team. As such, lT Audit will conduct further analysis of these data
conversion streams as part of its Deployment 2 - Post Deployment Review.

Recommendation: None.
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Review NiFiT Interface controls associated with Deployment 2 to provide a perspective on considerations
taken for test planning, execution, documentation and end-user sign{ff on interface operation,

Results:

As part of NiFiT, interfacos 6xist for data transfer between legacy Nisource applications and the new Peoplesoft 9.1 solution.
These interfaces, defined during the Plan and Build phases by the NiFiT Project Team, provido a platform for helping to ensure
data is "completely" and "accurately' migrated from one system to another and that any erors/exceptions expgrienced are
rectified by responsible parties in a timely manner.

In relation to Deployment 2, lT Audit reviewed all seven (7) interfaces associated with automated SOX controls as determined by
the NiFiT Contrcls Team. For each of the seven (7) interfac€s, lT Audit rsvielred corresponding HPALM test script information to
ensure the supporting automated SOX control uras tested prior to production deployment. Through this review of test script
documentation, lT Audit determined all seven (7) Sox-related interfaces were tested and labeled as 'pa$ed" by the NiFiT Project
Team prior to deployment, with adequate results documentation included in HPALM to support a "pass" conclusion of a controls-
related script (i.e. screen prints, reconciliation/enor reports, etc.).

Recommendation: None.
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Business Process Controls - Obiective 6

Detemine adequate alignment exiats on automated and manual Deployment 2 control activities for associated
parties (e.9. NiFiT Project Team, NiFiT Process Owners, NiFiT Controls Team, Internal Audit and Deloitte).

lT Audit observed various communication points and pre-scheduled reporting meetings occuning betu€en the NiFiT Proiect and
Controls Teams, NiFiT Process Owners, Nisource's Columbus InternalAudit Team and Deloitte regarding assessment activities
associated with the design/effectiveness testing of both automsted and manual controls impacted by Deployment 2. Besidos
being an active participant in discussion coordination between the multiple parties listed above, lT Audit noted the following
regularly scheduled communication streams throughout duration of the Deployment 2 Build and Test phases:

. NIFIT Controls Status (Monday l0:30am EST)

Iype: weekly status discussion regarding automated and manual controls inclusion within the NiFiT RCMS, System and UAT test script
results communication for Deployment 2 belween the NiFiT Controls and Projeqt teams and segregation of duties evaluation status
between the NiFiT Projec't/Control Teams and Deloitte.

Afterdees: NiFiT ProjectTeam, NiFiT Controls Team and lT Audit.
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Along with the scheduled, lveekly NiFiT Controls and Deloifte NiFiT Status discussions, numerous ad hoc conversations also took
place during both the Build and Test phases of Deployment 2 to align NiFiT Process OMers with the ongoing actions of the NiFiT
Controls and Nisource Internal Audit Teams. lT Audit noted NiFiT Process Owners meet frequently with the NiFiT Controls Team
to determine the viability of both legacy manual and new, automated Peoplesofr Financials 9.1 controls for population ofthe
ongoing NiFiT RCMS. These Process Owners were also engaged by the NiFiT Controls Team to provide documented approval of
the final December 3'1, 2013 versions of the RCMS prior to independent lT Audit and Columbus InternalAudit test efforts
commencing in January 2014. lT Audit also held internal convsEations on an ongoing basis with Columbus InternalAudit to
coordinate individual test efforb dudng February 2013 for alignment on reporting metrics to both NiFiT Project Team management
and Deloitte.

lT Audit also found the NiFiT Controls Team completed a quanerv reconciliation procedure in Fabruary 2014 to align SOX
controls present within the Nisource Risk Navigator controls database with lhose SOX controls nelvly inherent within the
December 31, 2013 RCMS for Deployment 2. lT Audit encourages the NiFiT Controls Team to continue usage of the quarterly
Risk Navigator-to-NiFiT RCM recon as the NiFiT project moves into Deployment 3.

Recommendation: None.

31



Exhibit No. 13

Schedule No. 4(46)t
Page 32 of 45 ' ': '' ''''

witness t tu eatorpiliT

NiFiT Deployment2 - Phase Assurance Review
Advisory Objectives

REVIEW RESULTS
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Proiect Conduct - Obiective 1

lT Audit will provide timely, objective feedback on project conduct to infolm NiFiT Project Team management of
improvement opportunities.

Results:

lT Audit performed a review of NiFiT Project Team quality control (QC) activities and noted the primary effort conducted was
solutions testing, as NiFiT conducted the following seven (7) key types ofsolution tests below in chronological order:

. Unit Testing - Validates developed solution componenls func,tion as designed.

. Integration Testing - Validates the various iechnical systems in the solution communicate in the correct manner

. System Testing - Validates th€ solution conforms to approved requirements and is fit for use.

. Performance Testing - Validates that technical components of the solution execute within expected timefi'ames

. Deployment Testing - Validates the plan to deploy solution components (technical and functional) are accurate and complete.

. User Acceptance Testing (UAT) - Validates the solution conforms to approved requirements by using end-user test scenarios.

. Parallel Testing - Validates the softJtion provides a comparable result to the preceding system (limited to the T&UPayroll area).

lT Audit noted each type of solution test effort performed above by the NiFiT Project Team, with the exception of initial Unit Test, had
embedded test plans created and housed with HPALM as Unit Test had already been includsd within the NiFiT Build plan for
Deployment 2. lT Audit also inspected the individual Summary Reports created for each solution test above and determined the
Summary Reports specified the solution test scope, objective(s), results and any established entrance/exit criteria for the test.
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Proiect Gonduct - Obiective 1 (Cont.)

lT Audit found all solution testing was conducted using HPALM with the NiFiT Proiect Team tracking metrics associated with both
test script execution and defect remediation. lT Audit noted the NiFiT Project Team consistently reported test script execution (i.e.
planned vs. actual/success vs. failure) and defect remediation status to the NiFiT PMO for proper inclusion in the weekly NiFiT
Stiatus Report.

Quality Control - Report Revlew:
For testing purposes related to Deployment 2 report quality, lT Audit reviev'/ed the following reporting documentation:

1. Integration Test Summary Report

2. System Test Pass 2 Summary Report

3. Payroll Parallel Test Approach

4. UAT Summary Report

Post review, the following advisory recommendations lvere provided by lT Audit on the Payroll Parallel Test Approach document:
. Tesi Scope Clarification
. Responsible party identification for key testing processes
. Responsible parly identification for func{ional reconcilialion processes

' Functional Test Resource availability planning

These advisory recommendations were considered by NiFiT Project Team management and subssquently included in the Payroll
Parallel Test Approach document prior to Test phase closure. For the remaining three (3) Deployment 2 documents r€viewsd, no
additional advisory recommendations \ €re noted by lT Audit as the reporting documentation appeared comprehensive and
complete.
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Proiect Conduct - Obiective I (Gont.)

Quality Control - Execution Review:
In order to assess Deployment 2 quality control activities performed by the NiFiT Project Team, lT Audit re-€xecuted a
management testing documentation review for a sample of thirty (30) non-Sox related System Test Pass 1 test scripts o\rer the
five (5) unique System Test cycles. lT Audit re-performed the review using the defect types established by Project Team
management. The results oflhe re-execution review were as follo\rr,s:

Scripts with missing supporting
documentation

Based upon this review, lT Audit found the NiFiT Project Team is appropriately reviewing test scripts and execution results for
completeness and accuracy prior to Test phase closure. Although evidence attachment for non-Sox scripts is not a formal
Nisource test execution requirement, lT Audit is encouraged that over 90% (28 of 30) of the sampled test scripts had supporting
documentation attached.
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Quality Contiol - Defect Severity Change Reyiew:
A key risk in test results reporting is the possibility that open defect severity may be adjusted downward without management
review and approval. This action could result in Test phase exit criteria being met, hot rever without an accurate representation of
the fitness of the solution to me€t requiremenb. Post lT Audit's recommendation from the Deployment 1 Phase Assurance report,
NiFiT Project Team management instituted a Defect Sev€rity Change Report review process for the Deployment 2 Test phase.
As part ofthe Defect Severity Change Report reviews pedormed in December2013 and January 2014, NiFiT Project Team
management reported a total of nine (9) open defect severity changes - all of which had management approval for the severity
downgrade.

For testing purposes, lT Audit re-executed the Defect Severig Change Report reviews for December 2013 and January 2014 and
found supporting evidence that all nine (9) defect severity dolvngrades had appropriate management approval documented in

HPALM. lT Audit also notod that the downgrades appeared reasonable, as explained in the HPALM defect log enkies. lT Audit
concludes the NiFiT Poect Team is conducting thorough defect severity change reviews on a consistent basis.

Recommendation: None.

36



NiFiT Deployment2 - Phase Assurance Review

Exhibit No. 13
Schedule No. 4(46)t

Page 37 of 45 ''' "'"
witness ru ru eaolilir

lT Audit will independendy rcview the program alignment of project scope, business needs and r€quircments
with stakeholders' expectations.

Results:

lT Audit found the NiFiT Project Team regularly communicated project scope, status and requirements to Deployment 2
stakeholders using the following means of information distribution:

NiFiT Communications and Engagement Plan

NiFiT Sponsor Meetings

NiFiT Executive Advisor Updates

NiFiT Project Announcements

NiFiT MySource web portal

NiFiT Change Champion Network
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NiFiT Communications and Engagement Plan:
lT Audit noted a formal NiFiT Communications and Engagement Plan continues to be maintained by the Project Team for tracking
both planned and due delivery dates of key messaging str€ams, along with identirying stakeholders for knowledge dissemination. lT
Audit also found the NiFiT Communications and Engagement Plan, in being a working document, is being charted and updated by
the Project Team on a monthly basis to track Deployment 2 metrics related to communication type, demand requirements, activity
estimates, project communication progress (both monthly and todato), executive committee communication status and cancelled
communications.

NiFiT Sponsor Meetings:
On a monthly basis, Executive Sponsors ofthe NiFiT program are presented a communication deck from NiFiT Project Team
leadership detailing ongoing items requiring execulive oversight. lT Audit noted that topical information included within the Sponsor
Meeting presentations include both a rolling Budget and Contingency Status for NiFiT and Proiect Status for NGD Deployment 2 go-
live (encompassing testing, training, change management communication and deployment updates). lTAudit also found these
Project Sponsor Meetings are taking place es sch€dulsd end with active participation/feedback from members ofthe Executive
Sponsor group, theroby halping to ensur€ projact sponsor alignm€nt with the NiFiT Project Team.
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NiFiT Executive Advisor Updates:
Weekly NiFiT Executive Advisor (EA) Update decks continue to be created by NiFiT Project Team leaders and distributed to the
greater NiFiT Project community to provide insight and knowledge updates on topics required for successful implementation of
Deployment 2. lT Audit noted these EA Updates are capturing relevant data and project themes that are inherent for collective
NiFiT Project Team alignment and are being updated with themes pertinent to the specific NiFiT project stage to ksap information
targeted to both current and future action steps. lT Audit also found these EA Updates are being formally tracked by the NiFiT
Project Team on a month-by-month basis by agenda items and are used to detemine wiether any previous talking points from prior
EA UDdates need revisited with refreshed infomation.

NiFiT Project Announcements:
On an 'as needed" basis, lT Audit noted project announcements related to significant NiFiT Deployment 2 milestones are released
by either NiFiT Project Team leadership or members of NGD executive leadership as a means of keeping parlies offected by the
pending release abreast of proiect happenings. lT Audit found these communication streams are helping to supplement more
formal data distribution efforb by NiFiT Proiect Team leadership by providing stakeholders with frequent ad hoc updates regarding
Deployment 2 project status and the effect those updates may have on day-to-day business operations.
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Proqram Conduct - Obiective 2 {Cont.l

NiFiT Mysource Web Portal:
The NiFiT Project Team continues to maintain a dedicated information site on Nisource's Mysource intranet portal to provide Project
Team members and interested Nisource employees with information on Deployment 2 timing, discussion guides and rsference
materials. lT Audit found the connection to the NiFiT Mysource portal is easily located from the Mysource 'My Company" links and
adequately provides a detailed repository of Mysource articles, presentations and discussion threads to help guide the NiFiT Project
Team and the broader Nisource user community with pertinent project information. lT Audit also noted the NiFiT Mysource portal is
continuously updated by the Project Team to keep information fresh and related to upcoming events impacting Deployment 2.
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Proqram Gonduct - Obiective 2 (Cont.)

NiFiT Change Champion Network:
The NiFiT Change Champion Netv'rork (CCN) is comprised of project Change Champions from across Nisource whose areas will be
impacted by the NiFiT solution. The NiFiT CCN is designed to enable tlvo-way communication across the organization and to
extend NiFiT proiect reach to impacted employees. The goal of the CCN is to provide NiFiT project stakeholders with the required
information, support and guidance lo help ensure a successful transition to the desired future state. Due to the larger number of
users and number of locations impacted in Deploymsnt 2, the Change Champion Network is also being rslied upon to provide go-
live prep sessions for assigned users during the Deployment phase and facilitate end-user support dudng the Hypercare period post
golive.

lT Audit found a list of the Deployment 2 Change Champions is displayed within the Change Champion portal on the NiFiT
Mysource website to identify those individuals with responsibility for NiFiT project communication back to their fellow
businesvoperations team members. lTAudit observed the Deployment 2 Change Champion list is shuctured by physical location,
personnel assigned and provides both the name and title of acti\€ members. lT Audit also noted the Change Champion portal
maintains an up-to-date link to the NiFiT Training site. Post inspection, lT Audit determined the Deployment 2 Training site provides
course support materials for classroom training and will contain finalized training material lvfien delivered during the Deployment
phase of lT PMM. lT Audit observed that training attendance for CCN go-live prep sessions is tracked and monitored by the NiFiT
Change Management Team. lT Audit finally found the NiFiT Training site contained on-line lraining materials for reference that are
being delivered via Nisource's Learning Management System (LMS) with completion of modules being tracked and monitored by
the NiFiT Change Management Team. lT Audit will continue to monitor user acceptance of the Deployment 2 solution based upon
on-going activities of the CCN and NiFiT Change Management Team post release.

Recommendation: None.
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Review project deliverable quality assurance activities for the project phases under consideration.

Results:

lT Audit reviewed Deployment 2 quality assurance activities enacted by the NiFiT Project Team for definition and standards
adherence.

Quality Definitions and Standards (lnternal Quality Assurance)
lT Audit found the NiFiT Project Team has defined and documented quality definitions and standards included within Deployment 2
Test phase gate documentation. lT Audit noted key quality definitions were resident within the following testing documentation
created/maintained by the NiFiT POect Team:

. Quality definition for System & UAT (functional q uslity) - Included in Syslem & UAT Test plans for Deployment2

. Quality definition for Performance Testing (technical q uality) - Included in Performance Test planstor Deployment 2

. Qualily Etandards for Test Phase Enl€nce and Exit criteria- Included in System, UAT, & Perfo.mance Test documentation for Deployment2

. Quality sl,andards for Defect Sevedty Definitions- Included in System Test plans for Deployment 2

lT Audit noted that NiFiT's functional quality definition continues to be consislent with published best practice documentation as '. . .

a test executed to comDletion to ensure the business solution meets identified business reouirements deemed in ScoDe." lT Audit
also found technical quality definitions were established in line with best practice as " . . . a test to determine end-to-end timings for
time critical transactions and business processes to verlfy execution within an expected timeframe and in a dedicated, controlled and
Droductionlike environment."
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Quality AEsurance Activities (Systems Integrator external)
lT Audit noted the NiFiT Project Team engaged the primary system integration partner firm (Accenture) to provide quality assurance
revievrE for tho proiect. lT Audit found the system integration partner is performing regular quality assurance reviews of the project
and reporting results to the Project Executive, Sponsors and Board in the form of an Executive Risk Matrix (see below).

NiFiT Prograrn Risks J(nown and Manage<t

Expected lrn pact ( bud get, ern ployee engagerrrerrt,
sta n<lardization/ sirn pl ificaiion, ete.)

1. Ghange Acoeptance
2. Meet Schedule
3, Dependency on Completaon of Other Projects
4- Tearn Productivity (D3"....f,uture ability to hit estirnate)
5. Technical Environrnent
6- Scope Creep (facu,s an D3 campfexltv>
7. Delivered Solution Meets Defined Business

Requirernents

Success of the D1 foundation provides confidence
that NiFiT has a solid core finance solution.
The D2 experience provides evidence that the
projeot has matured into a efficient, high qualaty
"delivery factory".
Th'e D2 experience also demonstrates the project
has become a personnel "d@velopment factory".
D2 expands the core solution t(' 5 addational
geographic locations which requires a stronger
emphaeie on the CCN to deliver end*user training
and Hypercare,
D2 | Dg overlap during theApril and May
timeframe p<rses greater risk than D1 I D? overlap
due to the greater relatave complexity of each.
Risk 4: Strong management focus will be required
to maintain tearn productivity: impact of miselng
schedule/budget is harder to recover.
Risk 6: D3 complexity poses increased risk for
unexpected scope changes-
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Deliverable Qualitv - Obiective 1 (Cont.)

lT Audit also performed a secondary review ofquality assuranc€ materials for Deployment 2 and found the materials to bo adequate
for a project of NiFiT's size and stature. lT Audit additionally interviewed the system integration firm's primary quality assurance
rosource and noted the rasource possessed a comprehensivo background for providing assurance services for NiFiT. Overall, lT
Audit found the quality assurance updates provided appear to assist the NiFiT Project Team, Sponsors and Board by providing a
perspective on the changing risks faced as the proiect progresses.

Recommendation: None.
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cc: R. C. Skaggs
S. P. Smith
C. J. Hightman
J. Hamrock
J. Stanley
G. L. Kettering
R. D. Campbell
V. G. Sistovaris
L. J. Francisco
S. Sagun
B. Sedlock
S. Stern
T. L. Tucker
R. Binkley
Deloitte & Touche LLP
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NiSource Internal Audit Department -
Project Management Follow Up Review
(NiSource Gas Distribution Gompanies)

May 28,2414

C. E. Shafer, VP Engineering &
Gonstruction

From: J. M. Siget, Director Audit
S. A. Titus, Audit Manager
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Internal Audit has completed a review of the conformance to the deliverables, policies, procedures and
controls that were developed through the NiSource Project Excellence Action Plan. The action plan was
developed as a response to the Nisource-wide project management assessment performed by
PricewaterhouseCoopers (PwC). The assessment scaled each business unit's project management
maturity, reported on gaps and gave recommendations for improvement.

Overall, NiSource Gas Distribution (NGD) management satisfactorily addressed the recommendations in the
assessment and action plan. The evidence provided by NGD suggests a strong foundation of program
management tools to execute programs and projects. The following observations were noted as a result of
the audit and were reviewed with NGD management:

. The response to the action plan related to change management did not clearly address the PwC
recommendation.

. The NGD Level 2 training class provided by project management is adequate.. Internal Audit evidenced the incorporation of the newly developed NiSource Project Management
Standard into NGD's capital programs.

As always, we appreciate the cooperation and assistance that your staff provided to the audit team during
this review. Should you have any questions or require additional information, please do not hesitate to
contact Joseph Siget at (614) 4604847 or Stephen Titus at (2O2) 510-7425.
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NGD Project Management Follow-up Review

PWC performed the assessment using a capital program maturity model. The maturity model rated all
three business units on the following project elements: Governance, Organization, Procurement,
Schedule, Scope and Change Management, Financial, Risk, Systems and Communication and
Reporting. The assessment scaled each business unit, reported on gaps and gave recommendations
on improvement. The organization and output of this team is in response to the recommendations on
the assessment.

As a result of the assessment, the NiSource Project Excellence Team was formed and charged with
developing a governing structure with corresponding standards and guidelines as well as high-level
plans and recommendations for construction and engineering projects. A subset of this group - a red
team - went to the business units throughout 2013 and reviewed each one's respective responses to
the recommendations provided by PwC in the assessment.

The NiSource Project Excellence Team met on March 5, 2014 to review the status of each of the
business units responses to the action plan.

The purpose of our audit was to review the conformance to the deliverables, policies, procedures and
controls that were developed as an outcome of the action plan.
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NGD Project Management Follow-up Review

Obiective: Assess the NGD governing structure, corresponding standards, guidelines
and high level plans/strategy for construction and engineering projects.

Audit Scope
In order to achieve the audit objective, Internal Audit performed the following:

Scope Area 1 - Reviewed the observations and recommendations issued by PwC in the
assessment and NGD's corresponding responses.

Scope Area 2 - Evaluated the NGD Level 2 Applied Project Management training class.

Scope Area 3 - Reviewed the newly-developed NiSource Project Management Standard and
assessed NGD's approach to implement the standard.

The Results, Recommendation & Management Responses section of this report links the
three areas listed above.
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NGD Project Management Follow-up Review

Scope Area 1 - Assess Responses to PwG Recommendations

Backqround:

As a result of the action plan, NGD formulated a detailed response to each of the PwC
recommendations in the assessment. The responses - 44 in total - were captured in a
tracking document. The tracking document consisted of the PwC observation, the
corresponding recommendation, the responsible party in NGD to respond to the item and that
party's detailed response.

As a supplement to the tracking document, a three-volume set of documents that
corresponded to each of the respective line items in the tracking document was provided. lt
included supporting documentation for the responses.

Observation 1:

. Overall, NGD satisfactorily responded to each of the 44 items outlined in the action plan
except as noted on the next page.
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Obseruation 2:

Internal Audit noted the following related to change management:
. There is no standard approach to processing a change order (or scope change) or defining

what constitutes a change within the NGD Project Management Reference Guide
(Reference Guide). PwC recommended, as part of its assessment, that NGD should
establish a standard approach to monitor and control scope changes that includes:

tr ldentification of scope change
tr Evaluation of scope change

tr Review and approval of change
tr lmplementation of scope change
tr Management and recording ofchange

. The response to the action plan and supporting documentation provided in the
supplemental information to the responses did not clearly address this recommendation.

. With the observation listed above, and the change management observation noted in the
recentfy issued Bremo Bluff Financial ReviewAudit Report, dated May 14,2014, the
evidence suggests that the change order process, both internally and with NGD
contractors and customers, could use enhancement.
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NGD Project Management Follow-up Review

Observation 2 (continuedl:

. Specifically, NGD utilizes a Project Management Reference Guide, which has the stated
purpose to provide the user "...with the tools and thought processes necessary to ensure
the safe and successful completion of assigned projects. Throughout this reference
material, you will find examples of forms, processes and other information based on years
of practical experience that are used in the planning, estimating, installation and close-out
of projects."

. Page 31 of the reference guide provides a template/form titled Change Order that is used
in the event of a change. Additionally, the template provides the following narrative: "A//
change orders shall be brought to the aftention of the project manager as soon as rT is
known that a change is necessary. No work shall proceed under a change order until
reviewed and approved by the project manager."

. No other information is provided in the reference guide that would aid a project manager to
approach the five areas identified on page 9.
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NGD Project Management Follow-up Review

Manaqement Response:

. NGD management concurs with this observation and will take the following steps to
address it:

- Development and implementation of a integrated change control process within our
project management group that meets the requirements identified in the PwC audit.

- Coordination of this process with engineering leadership as well as construction
leadership to ensure that all stakeholders have been involved.

- Documentation of this process in the Project Management's Reference Guide.

. We anticipate that this corrective action will be completed within 90 days.

11
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NGD Project Management Follow-up Review

Scope Area 2 - Level 2 Proiect Manaqement Glass

Backqround:
InternalAudit was asked to 'audit" the class for content, delivery and comment on its effectiveness by the
manager of project management operations at NGD. The three-day course is part of a four-part curriculum
intended to prepare an individual to sit for and pass the Project Management Institute (PMl) Project
Management Professional (PMP) exam, therefore earning the PMP credential. Key components of the
curriculum are as follows:

Level I - Online training, core-level subjects (including an overview of PMI's Project Management Body of
Knowledge oT "PMBOK'), Project Planning & Control, Cost Control & Schedule Development,
Communication and Human Resource Management.

Level 2 - Classroom - Advanced subjects that cover the project life cycle specific to NGD's type of projects
and many hands-on classroom exercises.

Level 3 - lN DEVELOPMENT - will coverAdvanced Underground Gonstruction Project Management.

Level 4 - lN DEVELOPMENT - will cover advanced skill development, which focuses on the obtaining of
the PMP Certification.

12
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NGD Project Management Follow-up Review

Observation:

. The content and its delivery of the Level 2 PM Class was adequate. There was a balance
of corporate-level information that is generally not seen or discussed at field engineer or
coordinator level. The numerous class exercises were relevant to the roles and
responsibilities of those in attendance. Additionally, Internal Audit reviewed the course
surveys filled out by those in attendance and the feedback was overwhelmingly positive.

Recommendation:

. None.
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NGD Project Management Follow-up Review

Backqround:
The NiSource Project Excellence Team was formed and charged with developing a governing
structure, corresponding standards and guidelines and high level plans/recommendations for
construction and engineering projects. An outcome of the establishment of this group was the
NiSource Project Management Standard (the Standard).

The Standard was developed to give the NiSource organization a uniform way to evaluate and
manage capital construction projects and programs across all business units. As its
introduction indicates, the Standard should be used as a guideline for the organization and
management of projects and programs, along with the documentation necessary for quality
implementation success. This standard was developed within the context of the PMBOK and
was adjusted accordingly by the NiSource Project Excellence Team to fit the NiSource
organizational framework.

14
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NGD Project Management Follow-up Review

Backqround (continued):

The Standard is composed of nine Sections:
. Scope
. Terms and Definitions
. General Standard Requirements
. Project Management Requirements
. PortfolioManagementRequirements
. Program Activities
. TrainingRequirements
. Technology Platform
. Governance

A key component of the Standard is Section 4, Project Management Requirements

. Each business unit will designate the appropriate approval levels for the application of
recommended components within the affected business unit. Please see page 16 for a
matrix that defines what is required vs. what is recommended for each type of project.
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NGD Project Management Follow-up Review

Document/ Management Plan Major Project Large Project Project Program

Charter X X *

Scope X X X X

Reouirements X * n/a

Schedule X X X

Cost X X * X

Quality X n/a X

Human Resources X :i n/a

Communications X n/a *

Risk X X X X

Procurement X n/a X

Stakeholder X * n/a n/a

Safety X * *

Scope Baseline X X X n/a

Schedule Baseline X X X *

Cost Baseline X X X *

Progress Reports X X X X

Project Information System X X X X

Metrics X X X X

X= Required; * = Recommended
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Backqround (continued):

When the Standard was issued to the business units in 2O13, our scope was only to assess
NGD's approach to its implementation. Internal Audit plans to include in future annual audit
ii'tatls'uegin'ningifr2offiformancetotheStandardandthequa|ityofits
execution against each of the required components listed in the matrix on page 16.

Observation:

. After review of the documentation provided by project management within NGD, Internal
Audit determined that project management, both at the program and project levels, is
currently incorporating many aspects of the required information at each of the different
project levels.

Recommendation:

. None
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R. C. Skaggs
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C. J. Hightman
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D. A. Monte
V. Sistovaris
D. A. Eckstein
L. J. Francisco
J. L. Winterstein
R. K. Smith
R. V. Mooney
K. D. Swiger
S. J. Sagun
J. M. Konold
M. J. Finissi
M. Hooper
K. Anderson
T. L. Tucker
Deloitte and Touche, LLP
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NiFiT D2-
Post Deployment Review
NiSource lT Audit

June 25,2014

To:

Rick Fontaine, VP - FinancialTransformation
Russ Viater, VP - lT Service Delivery (NIPSCO/NCS)

Joe Mulpas, VP - Chief Accounting Officer

Tim Tokish, VP - Financial Planning & Analysis

From:

John Manfreda, Project Manager - lT Audit

Greg Wancheck, Manager - lT Audit

Ray lrvin, Director - lT Audit
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lT Audit continues to provide both advisory and assurance services during the current and future phases of NiFiT.
These services will be divided between an overall Pre-Deployment Review, release specific Phase Assurance Review
and a final phase Post-Deployment Review after go-live, which is this report. The purpose of each lT Audit review is as
follows:

Capture and report upon key information/data regarding NiFiT project delivery execution.

Assess the effectiveness of adoption and usage of the system by NiSource.

Conclude whether controls were considered and tested by relevant parties as part of NiFiT deployment.

The following terms are used to describe services provided by lT Audit throughout the duration of the NiFiT project:

Assurance Services:

Assurance services involve the internal auditor's objective assessment of evidence to provide an independent
opinion or conclusion regarding an entity, operation, function, process, system or other subject matter. (llPF
standards revised October 2010)

Advisory Services:

Consulting services are advisory in nature and are performed at the specific request of an engagement client.
The nature and scope of the consulting engagement are subject to agreement with the engagement client. (llPF
standards revised October 2010)

a

a
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The objective of lT Audit's D2 Post-Deployment Review was to provide management with an overall evaluation of the
policies, procedures and processes used to manage activities associated with the Deployment and Turnover phases of
NiFiT Deployment2for in-scope NGD companies, specifically focusing on the following areas:

1) Project Management Controls
Review project management controls in the areas of budget, schedule and scope to ensure that NiSource corporate
policy and NiFiT standards are followed.

2) Deliverable Acceptance and Quality Controls
Review phase deliverable acceptance, quality assurance practices and key deliverables by the NiFiT Project Team
to provide an independent perspective on quality measures.

3) Business Process Controls
Review automated and manual business process control test status to provide an opinion on the adequacy of
management's inclusion and testing. Also independently test the etfectiveness of both automated and manual
business process controls post go-live.

4) lT GeneralGontrols
Review lT general controls in the areas of systems change management, systems operation, data validation,
systems security, and backup and recovery to assess whether NiSource corporate policy is followed.

5) Program Conduct Controls
Review conduct of the NiFiT Project Team in its achievement of program objectives.
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The NiFiT D2 Post-Deployment Review covers activities supporting the Deployment and Turnover phases of NiSource's
lT Project Management Methodology (PMM) as conducted between March 2014 and June 2014 and post issuance of lT
Audit's D2 Phase Assurance Review in March 2014.

NiFiT Project Team activities occurring during the Deployment and Turnover phases of D2 for NGD (excluding CMA)
centered around both the decision process used to facilitate a go/no-go decision on the production release of the NiFiT
solution, as well as steps planned and executed to help ensure the deployed NiFiT solution was functioning as intended
and provided the benefits desired by NiSource management.

During the D2 Deployment and Turnover phases, NiFiT Project Team leadership continued its practice of requiring a
Project Change Request (PCR) for any modification related to requirements and deliverables. This ongoing effort
allowed NiFiT to continue oversight and reporting diligence associated with project scope, schedule and financial
costing controls for alignment with NiSource corporate policy and documented NiFiT project standards.

The NiFiT Project Team also leveraged NiSource's Organizational Change Management (OCM) methodology to guide
practices related to change readiness, end-user training and adoption of the D2 solution. The utilization of these
existing practices, along with increased use of the Change Champion Network (CCN) to provide training and end-user
support, allowed the NiFiT Project Team to engage the large NGD end-user community and supporting management to
help ensure the system provide the benefits that NiFiT intended to deliver.

As with previous project phases, the effective operation of business process controls associated with D2 is of primary
concern for the NiFiT Project Team. As such, the NiFiT Project Team continues to be engaged with the various parties
who play a role in the definition, execution and independent evaluation of risk and controls associated with the NiFiT
solution.
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Assurance - Proiect Management Controls (PMC):

lT Audit noted the NiFiT Project Team continues to use positive practices and consistent control reviews to manage the
Depfoyment and Turnover phases of D2. lT Audit found the Project Change Request (PCR) process continued to be
used to initiate and approve changes to key project deliverables, scope and schedule adjustments, including
modifications within the NiFiT PWA scheduling system and variances observed between actual, estimated and
forecasted project hours as calculated in the NiFiT Financial Tracking Model,

Assurance - Delivered Function User Acceptance Controls (DFUA):

As part of NiFiT D2,lT Audit noted the NiFiT Project Team used the HyperCare process enacted in D1 to facilitate
production turnover and to help Columbia Distribution Companies (CDC) end-users both absorb usage of the new
solution and assist with any business process or technical incidents arising. lT Audit found that along with daily D2
HyperCare meetings performed by the NiFiT Project Team, 264 of the 288 tickets associated with D2 HyperCare were
"cfosed" or "resolved" at conclusion of the May 2014 CDC accounting close. lT Audit determined these 288 HyperCare
items handled for D2 represented a net forty-six percent (46To) reduction from HyperCare items addressed for D1. lT
Audit afso found the twenty-tour (24) "open" HyperCare tickets remaining were successfully being tracked by the IBM
Steady-State Support and NiSource Business Application Support Teams for final closure. Additionally, the NGD
Segment Controller raised concerns associated with both the Job Order Re-Class process and allocations system
performance during the April and May 2014 CDC accounting closes and requested an extension of HyperCare support
from the NiFiT Project Team through the June 2014 CDC accounting close. lT Audit found the NiFiT Project Team
aligned with the NGD Segment Controller and is extending HyperCare support for relevant systems per the request.

lT Audit found the NiFiT Project Team is complying with NiSource Organizational Change Management (OCM)
guidelines to facilitate communication, training and change management activities associated with D2. lT Audit also
noted that various communications events and pre-planned meetings were conducted through the Deployment and
Turnover phases to ensure timely notification of key D2 events were disseminated among relevant parties.
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Assurance - Business Process Controls (BPC):

Columbus InternalAudit reviewed a select population of high-risk manual SOX controls impacted by NiFiT D2 and found
controls appeared to be operating effectively post production release.

lT Audit found final management reviews and sign-offs were obtained by appropriate business unit personnel for the
four (4) NGD data conversion streams included as part of D2. These reviews and approvals provided the oversight
needed to ensure that data converted from legacy NiSource applications into the NiFiT solution were migrated in a
complete and accurate manner. lT Audit identified a leading practice opportunity for Vendor Conversion sign-off
requirements to be documented in a manner consistent with the other data conversion streams for future NiFiT
deployments.

lT Audit noted the NiSource SOX Controls Team continued their effort developed during D1 to align business process
controls included in NiFiT Risk and Control Matrixes (RCMs) to controls present within NiSource's global SOX Risk
Navigator database and found all controls appearing in the D2 NiFiT RCMs were also correctly located within Risk
Navigator. lT Audit also performed an independent reconciliation of the D2 NiFiT RCMs to Risk Navigator and achieved
the same results as the NiSource SOX Controls Team.

Finally, lT Audit's previous recommendation from the D1 Post-Deployment Review that the NiFiT Project Team ensure
corresponding HyperCare Support Team access into the production PeopleSoft environment be limited to a reduced
level of individuals was remediated prior to the April 1 5,20'14 D2 go-live date.
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Assurance - lT General Gontrols (ITGC):

lT Audit determined the NiSource lT and IBM PeopleSoft Steady-State Teams are following the defined Phire change
management process, as the proper approval documentation is being included to support production PeopleSoft object
migrations. lT Audit did however make a recommendation that Phire change request tickets be clearly linked to a
corresponding ISM change ticket to help ensure adequate accessibility and linkage to required change
management documentation and approvals. lT Audit also identified a leading practice opportunity for timely
closure of Phire change request tickets by the NiSource lT and IBM PeopleSoft Steady-State Teams.

Upon review of key project deliverables and artifacts, lT Audit noted NiFiT is following sound practice in the areas of
project management, deployment and turnover strategy. lT Audit also found good execution for delivered function user
acceptance and change management, with feedback being gained from D2 business stakeholders and documented for
future use.

Based on independent interview results with key D2 business stakeholder leaders, Change Champion members and
end-users, lT Audit received positive feedback for the NiFiT Project Team's engagement and alignment activities. lT
Audit further received interviewee suggestions for improvement to communications, Change Champion management
and support performance and shared those with the NiFiT OCM Team Lead for consideration in future NiFiT
deployments.

Finally, lT Audit found the NiFiT Project Team is using an Operational Measures Scorecard to track improvement and
value realization metrics for the NiFiT solution. Based upon the results and benefits noted from this program, lT Audit
identified a leading practice opportunity for NiSource lT to consider partnering with their business customers to
develop a standard business value realization process based upon NiFiT's Operational Measures Scorecard
and integrate any relevant deliverable(s) into the NiSource lT Project Management Methodology (PMM).
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NiFiT Deployment2 - Post-Deployment Review
Assurance Objectives

REVIEWRESULTS
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Proiect Manaqement Controls - Obiective 1

Review on{oing project management controls in the areas of scope, schedule and budget to ensure Nisource
corporate policy, good practice and NiFiT standards are followed.

Results:

lT Audit reviewed three (3) key project management control areas as part ofthe D2 Post-Deployment Review for NiFiT:

' Scope Control - ls the NiFiT Projec't Team managing what it delivers is approp,iaie and approved?
. Schedule Control - ls the NiFiT Project Team managing a schedule to ensure on-time projecl delivery?
. Cost Control - ls the NiFiT Projec{ Team managing costs to ensure delivery occurs wilhin a defined and approved cost stucture?

Scope Contiols:
The NiFiT Project Team continues its usage ofthe Proiect Change Raquest (PCR) process as the primary means to manage NiFiT
scope control, with alterations in project requirements and deliverable8 requiring review and approval by appropriate partias. lT
Audit revie$r€d a sample of D2 project changes documented within weekly NiFiT Status Reporb and found deliverable changes are
being approved by appropriate parties using the related PCR proc6ss. lT Audit also found the NiFiT Project Team continues to track
deliverable status using reports sourced from the PWA, Project S€rver system and provides weekly updates to the NiFiT PMO for
indeoendent review.
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lT Audit also reviewed a sample of Deployment and Turnover phase project scope changes as reported in vGekly NiFiT Status
Reporis and found each selected change was reviewed and approved on a corresponding PCR form. Finally, lT Audit inspected a
sample of D2 deliverable tracker matrices sourced by ihe NiFiT PMO from Nisource's PWA system and found they were in
alignment with corresponding deliverable matrices presented within the weekly NiFiT Status Report.

Schedule Controb:
lT Audit found NiFiT continues to use PWA as its primary scheduling control mechanism, with the project schedule updated during
planning activities for each NiFiT phase. lT Audit noted PWA tracks all work performed to both planned and actual hours with NiFiT
project peronnel required to enter their time within PWA in order for the NiFiT PMO to perform tha following actions:

. Weekly varianc€ analysis between planned and actual hours for performance iracking.

. Weekly comparison of scheduled hours to the owrall proiect stafing model.

Once ths NiFiT PMO has completed their v'€ekly activities and aligned with NiFiT Project Team Leads on both missing hours in
PWA and staffing plan adjustments, the NiFiT PMO reports this information in the weekly NiFiT PMO Status Report and approves
the project schedule. lT Audit found that once the project schedule is approved, subsequent changes are also requircd to follow the
documented Project Change Request (PCR) process.

12
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For schedule control testing purposes, lT Audit reviewed a sample of Deployment and Turnover phase project schedule changes as
reported in weekly NiFiT Status Reports and found that each selected D2 change was reviewed and approved on a conesponding
PCR form. lT Audit also inspected a sample of both weekly variance analysis and comparison reports conducted by the NiFiT PMO
for the D2 Deployment and Tumover phases and noted differences observed were appropriately communicated to NiFiT Proiect
Team Leads with corresponding information required either for correction or detailed e)elanation. Finally, and based on a previous
InternalAudit finding regarding post-dated planned versus reported hours modifications, lT Audit perfomed additional planned
versus hours testing using salected weekly NiFiT Status Reports from April 2014 and found no variances occurring.

Cost Controls:
lT Audit noted project costing continues to be updated monthly by the NiFiT PMO using the Financial Tracking Model and is also
reported on the weekly NiFiT Status Report, as follows:

Items:
. Actuals - Actual co6ts incuaaed foa the NiFiT project as repoded by Nisource Accounting (updated monthly).
. Plan - Budgeted cosb for th6 proj€c:t.

' Variance - Repoded difierences betrveen Budget{GActuab and/or Budg€t-to-For€cast information,

IJpes:
. Intemal Labor- Nisource employ€es engaged on the NiFiT project.
. IBM - Specifc NiFiT projecl vendorcosts.
. Extemal Labor- Consuhanb and contrac,tors engag€d on the NiFiT project.

' Non-Labof - Associaled hadwEre and sofrwEre cosb for th€ NiFiT Droiect.
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Proiect Manasement Controls - Obiective 1 (Gont.)

.gelessisg:
. C€pital
. O&M (Operations & Maintenance)
. Total(combined Capital+ O&M)

On a monthly basis, the NiFiT PMO uses the Financial Tracking Model to perform the following activities:

. Prciect actualcosts ale collected from various sources by the NiFiT P[,ilO at month end.

. Actual O&M and Capital costs are updaled for the previous month.

. Based on the project budget, a variance analysis is produced againEtactuals ior th€ month.

. Variance analysis of budget-lo-acluals is used by managementto €nabl6 subsequent chenges to budgets.

For testing purposes, lT Audit reviewed a sample of project cost-related changes as reported in weekly NiFiT Status Reports and
found each selected D2 cost change was reviewed and approved on a coffesponding PCR by appropriate personnel, along with the
PCR containing the appropriate support material used for cost estimation. lT Audit also revieu€d select u€ekly NiFiT Status
Reports and noted reported project costing information was aligned with costing data as reported in the Financial Tracking Model.
Finally, lT Audit noted the Financial Tracking Models being used to populate the \ €ekly NiFiT Status Reporl are now being saved
on SharePoint in alignment with lT Audit's recommendation from the Dl Post-Deployment Review.

Recommendations: None
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Proiect Manaqement Gontrols - Obiective 2

Review identified exceptions to corporate policy and whether the exception process/steps werc communicated
and reviewed with the lT PMO and NiFiT Project Team management.

Results:

Deploymont Phase (Required Documentation):
lT Audit noted the following lT PMM/Sabanes-Oxley documentation required for the D2 Deployment phase gate was creeted,
authorized and retained Drior to transition to the Turnover Phase:

. User Documentation - cFated for NiFif Deployment 2 to include user training guides and information on how to utilize the solution.

. Technical Oocumentetion - included coresponding detail6 associated wilh technical suppod infomation and requirem€nl6 for NiFiT Deployment 2.

. Deploymer{ Completion Approval - included overall phas€ approval and Laining plan inclusion for NiFiT Doployment 2.

Turnover Phase (Roqulrcd Documentation):
lT Audit noted the following lT PMM/Sabanes-Oxley documentation required forthe D2 Turnover phase gate was in process
creation at the time of audit review. lT Audit will review the comDleted documentation at the time it becomes available:

. Lessons Leern€d - include6 infomation on lessons leamed dudng phase lifecycles of NiFiT Deployment 2.

. Turnover Stage Completion - includesthe approvaland authorization of Deployment 2 lran6ition to stgady stat€ solution s€Nicing.

15



Exhibit No. 13
Schedule No. 4(46)v

NiFiT Deployment2 - Post-Deployment Review

Detemine whether adequate alignment exists on project management control activities implemonted by NiFiT
across the NiFiT Project Team, Process Owners, Nisource SOX Controls Team and Deloitte & Touche Audit
personnel.

Results:

lTAudit regularly attended the following NiFiT project meetings between March 2014 and June 2014. Covered topics associated
with project management control activities included current project status (based on relevant project management control metrics),
projecl change request status, issue/risk identification and project updates

. NIFIT Prolect LeadeEhip (Every otherWednesday l0:00am ET)

Iype: Bi-Monthly Pro.iect Leadership team meeting regarding NiFiT projecl progress, project status updates by the NiFiT PMO and
agenda presentations by NiFiT Project Team Leads and subject matter experts.

Afte.deos: NiFiT Projecl Leadership, NiFiT ProjEct Executive Advisors and lT Audit.

. NIFIT WeeHy Deployment 2/3 Status Meetlng (Tu6day 1:00pm ET)

Iype: Weekly status meeting covering project work accomplished, deliverable(s) status, stafiing updates and issu€y'risk metric reporting.

Atfendees: NiFiT PMO, NiFiT Project Deployment Leads, NiFiT Projeci Team members (topical) and lT Audit.
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Proiect Manasement Controls - Obiective 3 (Gont.)

. NIFIT Controls Statue (lrlonday l0:30am ET)

Iype: Weekly status discussion regarding updates to both Nisource's SOX Risk Navigator database for impacted D2 conirols and
security controls associated with elevated D2 Hypercare access.
Attendees: NiFiT ProjectTeam, Nisource SOX Controls Team and lT Audit.

lT Audit also engaged with key NiFiT Project T€am personnel on a one.on-one basis to facilitate project managemenl alignment.
Project management controls !r,€re discussed, as needed, by lT Audit as part ofthe following reoccurring \ €ekly meetings:

. lTAudit and NiFiT Program Manager (Wednesdays 2t00pm ET)

. lT Audit and NiFiT Deployment 2 Lead (Thursdays 4:00pm ET)

. lTAudit and NiFiT Organizational Change Management Lead (Mondays 8:30am ET)

Based on routine NiFiT project status meeting attendance throughoutthe D2 Deployment and Turnover phases, coupled with one-
on-one lT Audit weekly engagement with NiFiT Project Team leadership and coordination facilitation between the NiFiT Proiect
Team and Deloitte, lT Audit found adequate alignment exists on project management control activities implemented by NiFiT
amongst relevant partias.

Recommendations: None
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Delivered Function User Acceptance - Obiective 1

Review NiFiT training, change management and communications practices to provide reasonable assurance
NiSource corporate policy and/or NiFiT proiect standards are followed,

Results:

Major portions ofthe D€ployment and Turnover phases of NiFiT are focused on ensuring users of the solution know how to properly
use the related systems and how the solution changes processes that use6 support. Accomplishing these tasks involves training,
change management and communications created by the NiFiT Proiect Team as part of Nisource's Organizational Change
Management (OCM) methodology for lT proiects. lT Audit noted NiFiT has a dedicated OCM team that is responsible for
communication, change management and training coordination.

In relation to D2, lT Audit noted no changes to the Nisource OCM playbook developed during D1 to serve as a Nisource project
management phase guide for OCM deliverables. lT Audit also revieu€d documented evidence of NiFiT's OCM-relatod plans and
requirements and found the following D2 phase related deliverables were both consistent with Nisource enterprise OCM guidelines
and were crsated, updaled, reviewed and approved by appropriate parties.

. Change Readiness As€€ssm€nt - Suryey of users to gaugo organizationalreadiness for projectchanges.

. Oeployment Campaign - Coodinated communications aclivitie6 for the projec't deployment pha6e.

. End-U6€r Training - D€livery of training to impacted users and peBonnel,
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Delivered Function User Acceptance - Obiective 1 (Cont.)

As ofthis D2 Post-Deployment Review report date, lT Audit noted the following status of OCM deliverables forthe D2 Tumover
Dnase:

. Les6ons Leamed - Suryey based reviews with NiFiT Proioct Team membeB conducted to gather good practices and improvement items for fulure
pha6es. The Le8sons Le€rned Survey is scheduled forthe w€€k of June 8, 20'14 with the finalLessons Leamed delivorable to be completed by
June 30, 2014.

. ChengeAdoplion A$easment-Suryey ba6ed appoach to identify any €maining barriers to change adoption. The D2 Change Adoption SuNey is
scheduled from Jun€ 16, 2014 thrcugh June 27, 2014 with result6 finalized and revier,€d by the NiFiT OCM Lead on July 7, 2014.

Based on independent review, lT Audit concludes NiFiT is following the Nisource OCM methodology with deliverables being
revier €d and approved by appropriate project-related parties.

Recommendations: Nong
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NiFiT Deployment2 - Post-Deployment Review

Delivered Function User Acceptance - Obiective 2

Review NiFiT delivered function user acceptance approval activities to provide reasonable
assurance NiSource corporate policy or project standards are followed.

Results:

lT Audit found the NiFiT Project Team continues to follow a structured approach to user acceptanc€ activities. As preparation for
Deployment phase entry, the NiFiT Project Team engaged supporting team members, Executive AdvisoB, Proiect Sponsors and
constituent groups as part of the D2 go-livs decision process. lT Audit also noted a three (3) checkpoint approach was created and
adhered to for go-live decision activity, which included a readiness scorecard based upon key project indicators with allo$rance for
review and input at the various checkpoint levels. Checkpoints u€re defined by the NiFiT Project Team, as follolr6:

. Deployment Initiation (Checkpoint 1)- Occurring Feb 5, 2014

. Pre-Deployment (Checkpoint 2) - Occurring March 5,2014

. Go-Live Commitment (Checkpoint 3) - Occuning March 19,2014
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lT Audit noted the NiFiT POsct Team also used the following categories of readiness information and corresponding criteria to
gauge D2 go/no{o decision activity:

. Proj€ct Readine3s (ls3ues , Risks and Schedule)

. Busin$s Solution Reedin€ss (Requirements, Testing and Secudty)

. Data Con\€a8ion Readiness (Conversion status)

. SOX Readiness (Conlrol€ status)

. Legacy Readiness (lnterfEcing syst€m componenls readiness)

. 3d Party R6adine6s (Banks and other 3d party readiness)

. Infraslructur€ Readine$ (Hardwar€ and 6ofrware iE available and ready)

. User Readiness Cfaaining readiness)

. Deployment Roadin€rs ( Deployment tEsts complet€d rvith plan6 and communications in place)

. Production Support Readiness (Produclion suppo( tgams, proc$se6 and tools ready)

Based on the categories of readiness information listed above and input from the NiFiT Project Team, Executive Advisors and
selected Stakaholdars as part ofthe checkpoint review process, the NiFiT Project Team gained agreement to proceed with D2 go-
live deployment. lT Audit found this category readiness list and corresponding review process to be a good practice for this type of
production deployment effort and encourages the NiFiT Project Team to continue these activities for Deployments 3 and 4.
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Delivered Function UserAcceptance - Obiective 2 (Cont.)

Upon Deployment phas€ entry, the NiFiT Project Team also executed it's step-based, gGlive strategy to activate the NiFiT solution
within production environments. As each system and/or system component was activated in production, the NiFiT Project Team
partnered with Steady-Stat€ Support personnelto coordinate and orchestrate Hypercare activities, with Hypercare being a
Nisource lT required set of activities to provide extended lT project team support for a period of time immediately following solution
deployment. In NiFiT's case, Hypercare activities are being conducted for each effected systems between April 2014andJune
2014 with a total of 288 items handled by the Hypercare team as of June 6, 2014. lT Audit noted theses 288 Hypercare items
handled for D2 represented a net forty-six percent (46%) reduction from the 538 items previously addressed for D1.

lT Audit noted the Hypercare team for D2 included personnel from the NiFiT Project and Steady-State Support Teams and selected
Change Champions. lT Audit additionally intervieu/ed selected stakeholders to gauge the level of engagement with NGD business
teams affected by the NiFiT solution, finding positive results with stakeholders rating the level of engagement by NiFiT to be very
good and commanting that support activities provided by the NiFiT Proiect Team were helpful and performed in a timely manner. lT
Audit also noted the NGD Segment Controller raised concerns associated with Job Order Re-class processing and allocations
perfomance and requested an extension of D2 Hypercare support from the NiFiT Proiect Team for the June 2014 CDC (Columbia
Distribution Companies) accounting close. lT Audit found the NiFiT Proiect Team aligned with the NGD Segment Controller to
support this request and, as a result, is extending Hypercare for relevant systems through the June 2014 accounting close
timeframe via an in-process PCR. Based on review of relevant docum€ntalion, attendance at key meetings and stakeholder
interview engagement, lT Audit concludes the NiFiT Project Team continues to follow Nisource enterprise project standards for
delivered funclion ussr acceptance approval activities.

Recommendations: None
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In cases where exceptions to NiSource corporate policy and/or NiFiT project standards are
encountered in user acceptance, lT Audit will validate that proper review, sign-off and
documentation are obtained by NiFiT Project Team.

@!S,'

Based on relevant documentation review and interviews with key personnel, lT Audit found no exceptions related to corporate policy
or project standards as part of delivered function user acceptance ac,tMties for Deployment 2.

Recommendations: None
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Delivered Function User Acceptance - Obiective 4

Determine whether adequate alignment exists between the NiFiT Project Team and NiFiT
Process Owners, Nisource SOX Compliance, NiSource Finance, NGD Management and Deloifte
&Touche Audit on user acceptance control activities associated with the Deployment and
Turnover project phases.

lT Audit attended the following meetings and/or planned communications where user acceptanca activities and related controls w€re
discussed and notod adequate alignment exists be$l€en the parties involved on user acceptance.

. N|FIT Prolect Leadershlp oryednesday 10:00am EST)

4?e: Weekly Projecl Leadership team meeting rgarding NiFiI projec{ progress, project status updates by the NiFiT PMO and agenda
presentations by NiFiT Project Team Leads and subject matter exp€rts.

Atrerdees: NiFiT Project Leadership and lT Audit.

. NiFiT Weekly Deployment 2/3 NIFIT Staius Meeting (Tu6day 1:00pm EST)

4/pe: Weekly status meeting covering proje€{ work accomplished, deliverable(s) status, staffing updates and issue/risk metic reporting.
Included items regarding change managemer and user acceptance.

Aft€.deos: NiFiT PMO, NiFiT Projec,t Team Leads End lT Audit.
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Delivered Function User Acceptance - Obiective 4 (Gont.)

. Planned NiFiT communications with NGD D2 In-Scope Company personnel

Type: E-mail, site visits and Change Champion communications.

Audience/Participants: NiFiT Project Team Leads, Change Champion Network (CCN) members and NGD management.

Recommendations: None
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Review manual business process controls status within the Deployment and Turnover phases
to provide an opinion on the adequacy of management's inclusion and testing of the
automated manual business process controls.

Results:

To verii/ manual controls operated effectively as part of the April 2014 accounting close for the Columbia Distribution Companies
(CDCs), Columbus InternalAudit mada a selection of twenty-five (25) CDc-focused primary and key secondary manual SOX
controls out of the total population of 122 NGD Sox-related manual controls from the locked NiFiT Deployment 2 Risk and
Control Matrixes. The manual controls tested by Columbus InternalAudit were controls detemined to be most impacted by NiFiT.
Additionally, only monthly controls impacted by NiFiT Deployment 2 could be reviev\€d per Columbus Internal Audit's testing
procedures as April is not a quarter or year-end timeframe for Nisource. For each of the twenty-five (25) manual controls
selected, Columbus Internal Audit reviewed documentation supporting the execution of the SOX control for the month of April
2014. Asof the date of this report, Columbus InternalAudil had completed testing on all 25 controls selected, noting each
selected CDC control appeared to be operating effectively.

Recommendations: None
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Business Process Controls - Obiective 2

Review NiFiT data conversion controls for activities executed since NiFiT Deployment 2 goJive
to provide a perspective on conversion process owner review and sign-off on the conversion
results.

Results:

The NiFiT Project Team executed the following four (4) data conversion efforts as part of NiFiT Deployment 2:

Chart of accounts and financial data conversion (general ledger) - GEAC to PeopleSoft Financials 9.1.

Vendor conversion (accounts payable) - GEAC to PeopleSoft Financials 9.1.

Cost repository account code conversion (asset management) - PowerPlant.

Work order number conversion (asset management) - PowerPlant.
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Business Process Gontrols - Obiective 2 (Gont.)

lT Audit noted final review and sign-off for the following Deployment 2 data conversion streams were obtained by NiFiT:

Chart of accounts and financial data conversion (general ledger) - GEAC to PeopleSoft Financials 9.1.

- Finaf sign-off obtained April14,2014 during the general ledger deployment weekend.

Vendor conversion (accounts payable) - GEAC to PeopleSoft Financials 9.1.

- Final sign-off obtained March 27,2014 prior to the April 1,2014 accounts payable deployment date.

Cost repository account code conversion (asset management) - PowerPlant. (Refer to Note below)

- Final review obtained April 15,20141 day post the asset management April 14,2014 deployment date.

Work order number conversion (asset management)- PowerPlant. (Refer to Note below)

- Finaf review obtained April15,2014 1 day post the asset management April 14,2014 deployment date.

Note: Cost repository and wo* order number conversion review was obtained post PowePlant deployment due to the conve6ions being
executed during the weekend and finalresults dependenton deployment execution. Obtaining conversion reviews afrer
d€ploym€nt allow€d NisourceAsset Managementto review and v€lidate conversion results in production, with any associated dsk in
having review and sign-off post production conversion mitigated by lhe execution of mock conversions during the D2 Testing pha6e.

Leadinq Practice Opportunitv: lT Audit found the validation process related to supporting Vendor Convarsion sign-ofi
documentation was not consistent with conversion sign-off documentation requiremenb for the D2 Chart ofAccounts, Cost
Repository and Work Order streams. As a result, lT Audit sees an opportunity for Vendor Conversion sign-off requirements to be
documented in a manner consistent with the other data conversion streams for future NiFiT deployments. lT Audit did note that as
of this audit report date, the NiFiT Project Team has acted on this oppoltunity by creating a Vendor Conversion validation
document that is aligned with the other conversion streams and which will be used during NiFiT Deployments 3 and 4.

Recommendations: None
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Business Process Controls - Obiective 3

lTAudit will review Nisource SOX Controls Team inclusion and testing plans created to help ensure business
process controls associated with Deploymont 2 are compl€t6ly and accurately migrated from NiFiT RGMs
(Risk & Control Matrixes) into tho Nisourco SOX Risk Navigator Database.

@:
Spanning the D2 Deployment and Turnover phases, lT Audit noted the Nisource SOX Controls Team continued their effort
commenced during D1 to align business process controls included in NiFiT Risk and Control Matrixes (RCMS) to controls present
within Nisource's global SOX Risk Navigator database. Based on the D2 RCM versions locked as ofApril2014, the Nisource
SOX Controls team performed a controls reconciliation during May 2014 betr€en the RCMS and Risk Navigator and noted all4Z7
controls appearing in the D2 NiFiT RCMS \.',/ere also correctly located within Risk Navigator.

For independent testing pumoses, lT Audit also performed a reconciliation between the locked NiFiT D2 RCMS as of April2014
and the SOX Risk Navigalor conlrols database and obtained the same results as the Nisource SOX Controls Team, with 477
aggregate controls appearing in the NiFiT RCMs and also documented within Risk Navigator for alignment purposes.

Recommendations: None
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Business Process Controls - Obiective 4

Review alignment efforb on post go-live manual business proceas control testing activities between NiFiT
Project Team, Process Owners, the Nisource SOX Controls Team and Deloitte &Touche Audit.

Results:

lT Audit observed various communication points and pre-scheduled reporting meotings occurring between the NiFiT Project and
SOX Controls Teams, Nisource Process Owners, Nisource's lT and Columbus InternalAudit Teams and Deloitte regarding
assessment activities associated with the design/effectiveness testing of controls impacted by NiFiT. Besides being an activ€
participant in discussion coordination betu€en the multiple parties listed above, lT Audit noted the following regularly scheduled
communication streams throughoutthe duration ofthe D2 Deploymsnt and Turnovor phases:

. NiFiT Controls Status (Monday 10:30am EST)

Iype: Weekly status discussion regarding controls inclusion within the NiFiT RCMS and Segregation of Duties evaluation stalus
between the NiFiT Project and ControlTeams.
Aflendees: NiFiT Project Team, Nisource SOX Controls Team and lT Audit.

Recommendations: None
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Business Process Controls - Obiective 5

Review NiFiT Project Team activities related to reducing temporary production access required fol HyperGare
support

@!E
As part of the NiFiT D1 Post-Deployment Review, lT Audit included a recommendation that the NiFiT Project Team ensure
corresponding Hypercare Support Team access into the production Peoplesoft environment be limited to a reduced level of
individuals with Update, Add and/or Correclion capability. By restricting access granted, the NiFiT Project Team would
significantly reduce the risk of any improper activity occurring within the production Peoplssoft environment during the Hypercare
period for future NiFiT deployments.

To ensure the NiFiT Project Team actionod lT Audit's recommendation for D2, the Nisource SOX Controls Team aligned with
Deloitte to run independent Peoplesoft security extracts both pre D2 commencement (March 2014) and post D2 golive (April
2014). lT Audit noted all items found by both the Nisource SOX Controls Team and Deloitte as a result of the pre D2 Peoplesoff
security extracts were discussed forjoint alignment and subsequently remediated by the NiFiT Project Team prior to the April 15,
2014 D2 golive date.

Recommendations: None
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lT General Gontrols - Obiective 1

Perform independ6nt effectiven€ss tosting over selectgeneral lT computing controls presenting a heightened
risk to NiFiT post go-livo of Doployment 2.

Results:

As part ofthe initial NiFiT Dl solution, the NiFiT Proiect Team implemented a version controltool, Phire, that is utilized both for
migrating Peoplesofr 9.'l code into production and in providing systematic audit logging capabilities for defined Peoplesoft 9.1 code
migrations. lT Audit found the Phire tool monitors all Peoplesoft application code changes, as well as specific operating system
level changes (i.e. Crystal Reports, objects, etc.) which have an impact on application functionality. lT Audit additionally noted
Nisource lT and IBM Peoplesoft Steady-State personnel document the tracking number (i.e. incident ticket, defect number or
change request number) within a Phire Change Request ticket in order to link the change to Nisource's lT Change Management
process via an ISM (lntegrated Service Management) ticket. Details of the change approvals, description and documentation are
then retained within ISM for ovarall audit and tracking purposes.

For independent D2 testing, lT Audit randomly sampled fifieen (15) ofthe forty-six (46) total Peoplesofi 9.1 objects migrated into
production betr/veen January 1,2014 and June 3,2014. Upon review lT Audit detemined that although the defined Phire change
management process is being followed, nin€ (9) ofthe fifreon (15) object migrations sampled within Phire did not include adequate
documentation to link the Phire change request to the coresponding ISM change ticket containing supporting approval
documentation. Additionally, lT Audit noted eleven ( 11) of the fifteen ('15) sampled Peoplesofr 9.1object migrations were left in an
open status within Phh€ (i.a. 'Ready to Close', 'Post Migration', Etc.) for an extended period of time post the object migration being
comDleted.
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lT General Controls - Obiective 1 {Cont.)

Recommendations: Phire change request tickets should be clearly linked to the corresponding ISM change ticket to help ensure
adequate accessibility and linkage to required change managemont documentation and approvals.

Manaqement ResDonae: Nisource lT Seruice Delivery and lT Planning & Operations will be meeting with the Peoplesofr
Support Business Area Manager (BAM) to reinforce the need to tie the Phire tickets to ISM tickets in the future and going foMard.
lT Operations is planning for an update ofthe Nisource Applications Change Management Controls Procedure document and M|en
published, the process to reference Phire tickets to ISM tickets will bs included.

Leadlno Practice Opportunitv: lT Audit recommends the timely closure of change requeat tickets within the Phire tool by the
Nisource lT and IBM Peoplesoft Steady-State Teams.
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Determine whether adequate alignment exists on general lT computer control activities implemented by the
NiFiT Project Team with NiSource lT Compliance, Nisource SOX Compliance and Deloitte &Touche Audit.

@,:
lT Audit found adequate alignment exists between the NiFiT Project Team, Nisource lT Compliance, Nisource SOX Compliance
and Deloitte Audit. Besides noting frequent interaction betvr€en the required teams to address any current changes in the general
lT computer controls onvironment. lT Audit additionally executed Phire object migration testing over Peoplesofr change
management controls on behalf of Deloitte, with testing results discussed and leveraged by the Deloitte Audit team.

Recommendations: None
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REVIEW RESULTS
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Proiect ConducUDeliverable Qualitv - Obiective 1

Review NiFiT D2 Deployment and Turnover phass process compared with industry practice and guidance to
inform NiFiT Project Team management of relevant improvement opportunities.

Result3:

lT Audit revieu/ed NiFiT D2 Hypercare delivery by attending daily Hypercare status meetings and both inspecting Hypercare Daily Status
Reports along with Hypercare licket iniomation to gauge standards compliance by NiFiT. lT Audit noted the NiFiT Project Team continues to
report comprehensive status, consistent with D l, of the following Hypecare delivery attributes within lhe Hypercare Daily Status Report:

. Batch processing status

. lncidents reoorted and handled

. Function stafus by solution area

. Monthly accounting close stratus

lT Audit also found ihat as ofJune 6, 2014 and post conclusion ol the May 2014 CDC accounting close, the Hypercare team reporled 264 ofthe
288 total Hyperoare incid€nts (92olo) raised were either "closed" or "resolved", with only tu/enty-four (24) incidents (8%) remaining in 'open'
status. lT Audit noted these twenty-four (24) 'open' tickets were being tracked by the Nisource Business Applications Support and IBM Steadf
State Support Teams for continued monitoring and closure progression through the remainder of D2 Hypercare,

Recommendations: None
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Proiect GonducUDeliverable Qualitv - Obiective 2

Review stakeholder'a alignment and perspective on NiFiT solution Deployment and Turnover activities by
interviewing selected Key D2 Stakeholders to provide feedback to NiFiT Project Team management of relevant
improvement opportunities.

@!!e:

To provide a perspective on project alignment with NiFiT's D2 release, lT Audit conducted a series of interviews with the following
eight (8) key business stakeholders to assess NiFiT Proiect Team engagement in the D2 Deployment process:

. NGD Segment Controller

. NCS Segment Controller

. NGDCOO

. NGDCFO

. NGD SVP/Chief Commercial Officer

. CPA/CMA President Regulatory Rev

- NiFiT OCM Lead

- NiFiT OCM Executive Advisor

Based on interview results, lT Audit received positive feedback forthe NiFiT Project Team's engagement and alignment with key
business stakeholders and heard no user acceptance improvement items for the NiFiT Project Team from a leading practice
perspective. lT Audit did note the NGD Segment Controller raised concerns associated with both Job Order Re-class processing
and allocations system performance during the April and May 20'14 CDC accounting closes. lT Audit noted both items ar€
prompting the extonsion of Hypercare for the June 2014 CDC accounting close with lT Audit monitoring corresponding NiFiT
Project Team performance.
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iverable Qual - Obiective 2 (Gont.

As part of the interview process, lT Audit additionally learned the NiFiT OCM (Organizational Change Management) Team had to
provide enhanced support to a select number of D2 Change Champions to ensure their communication, training and support
expectations were b€ing accomplished. lT Audit noted that in order to address this item for D3 and D4, the NiFiT OCM team is
planning on requiring more performance-based monitoring and continual feedback between Change Champions and their
corresponding managers and supervisoE.

slides highlight comments/suggestions resulting from lT Audit's interviews with key D2 business stakeholders:

Stakeholder Comments

1 ... NiFiT's practice of 'Telting the people ahead of tirne why and what is changing rather than just changing things and then
telling personnel" helped drive a higher acceptance rate for the project.

2 A large effort was demonstrated by NiFiT Frolectteam to engage ... his team. ... felt that these efforts were proactive and

that NifiT Project team did an excellent job as the D2 effort was almost a "non+venf' for his Operations organization.

3 Just a thumbs-up ,.. that overall the D2 deployment was a success and any issues that came up are being addressed in a

timely manner.

4 Very nice job by the fiiFiTProject Team. Very impressed with the Team and the results delivered. Recognized that it took a

tremendous amount of discipline and effort from the NiFiT team to accomplishtransition. Also noted that the team was

great to work with.

CPA -President

NGD - Operations

NCS - Segnrent Controtler

NGD - Segment Controller
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Sta keholder S uggestions

1, ... certain D2 communications during HyperCare were extremely detailed and lengthy, resulting in minor
challenges for re-communication back out to our organization.

2 ... the current level of change management and communications should be maintained by NiFiT for future
deployments.

3 ...the impact of NiFiT on secondary systems may be an improvement consideration area for both D3

(NlPSco/NcS and D4 (CPG).

4 The testing performed by the NiFiT Project Team didn't seem to include enough transaction capacity for
allocations to adequately test load on the system. At close ,the transactions posted were of a normal amount
however the system still had capacity problems.

5 ... disappointed with the WMS Job Order Re-class. ... felt the issue was minimized because the net total is not
material. However, the jobs run and transactions handled have regulatory impacts and are critical to regulator
review and rate cases.

Recommendations: None

CPA - President

NGD Operations

NGD Operations

NGD Segment Controller

NGD Segment Controller
& NGDSVP/COO
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Review the project's delivered functional solution acceptance activities (usor acceptance) including training,
change management and communicationa compared with industry practice and guidance to inform NiFiT
Project Team management of relevant improvement opportunities.

@!E'
lT Audit noted the NiFiT Project Team is using prescribed Nisource Organizational Change Management (OCM) tools and
procedures to provide overall guidance for user training, change management and communications for NiFiT D2. For testing
purposes, lT Audit reviev€d the following, relevant NiFiT OCM project documeniation:

. NiFiT OCM Wo*-olan.

. NiFiT Communicalions Plan.

' NiFiT Training schedules and attendance inform€lion.
. NiFiT Training Surwy Feedback infomation.
. NiFiT Change Adoption Survey Plans

Post comparison with OCM materials available from the Association of Change Management Professionals (ACMP) and
expsrienced-based project knowledge, lT Audit concluded lhe NiFiT Project Team is following best practices in this area and
encourages continued usage ofthe prescribed OCM tools and procedures for future deployments.

Rocommendations: None
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Review the project's deliver€d functional solution acceptance activities (aka: user acceptance) focusing on GCN
(Change Champion Network) efrectiveness by comparing NiFiT Change Champion feedback results with
independent Change Champion Neturork inte iew results to infom NiFiT Project Team management of releyant
improvement opportu nities.

@,:

Along with interviewing key D2 business stakeholders, lT Audit also conducted interviews with both selected Change Champions
and End-Users impacted by NiFiT D2 to provide an indopsndent opinion on user acceptance ofthe deployed solution and NiFiT
Proiect Team engagement. Interviews $rere conducted during May 2014 in the following locations and functional areas:

Location
. Canonsburg, PA
. Washington, PA
. Lexington, KY
. MarbleCliff,OH
. Columbus. OH

Functional Area(s)

Operations, Engineering & Construction

Operations

Regulatory, Operations

Engineering & Construction

Commercial-CFO, Finance, Customer Operations, Regulatory

As with key D2 stakeholders, lT Audit again found positive responses from a majority of CCN participants and noted no user
acceptance improvement items for the NiFiT Project Team from a leading practices perspective. The following slides highlight
commenb/suggestions resulting from lT Audit's interviews with selected D2 Change Champions and End-Users:
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...NiFiTprojectandProjectTeamisoneofthebesthehasbeeninvolvedwithoverhis 35yearcareeratNiSource. Healso
mentioned that he would recommend participating as a change champion on other projects that used the same CCN process as

NiFiT. He lastly mentioned that without the Change Management support provided by NiFiT he does not think that the project
would have been successfully implemented.

The training and support provided was top-notch. lt provided information and key steps to be a successful speaker. I felt confident
and well-versed.

... enjoyed being part of the delivery process and was encouraged to see this type of effort on large projects.

Best communication and change management effort that l've ever been involved in. The planning and execution was great.

... thought that the NiFiT Project Team's organizational commitment to getting it "right" was really demonstrated by all the NiFiT

Project Team members he worked with throughout the process. ... one of the smoothest go-lives he has experienced in his career.

... was impressed by the NGD Executive commitment and involvement in NiFiT.

Lots of communications and teamwork were important to success. ... role as a change champion was a great opportunity to grow
professiona lly.

CPA

CPA

CKY

coH

NGD

NGD
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Consider having smaller CCN groups for Go-Live Prep-Sessions to allow both for more candid feedback back to the Change
Champions and for more one-on-one work.

Once the CE and Commodities are identified, an overview on how to code them properly in the Catalyst system would be beneficial.
"Even though I understand the process and what was changed, the coding of the invoices is still an issue."

,.. the NiFiT Project Team should consider sharing more details up front (i.e. in the beginning of the process ) and make new Change
Champions aware of metric trackers earlier in the process.

... having Change Champions be back-ups to one another, in both user assignment and updates to tracking material, may be helpful
for achieving better Change Champions coverage.

The Project Team should consider using another tool besides Myers-Briggs

The Project Team should consider adding a manager in FP&A to the Change Champion Network for D3.

CPA

CKY

CKY

CKY

NGD

NGD
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Proiect GonducUDeliverable Qualitv - Obiective 4 (Cont.l

Felt training and/or communications materials were appropriate and timed well

Felt well-supported by NiFiT throughout the process

Felt that communications and training were key to the success of NiFiT in their area.

End-User Suggestions (General)

1 Include more detailed examples of new code use with more transactions - especially for the commodity codes within training and

communications materials.

2 Include more repeated communications of locations/web links of Chart of Accounts mapping tools and lists.

Recommendations: None
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Proiect GonducUDeliverable Qualitv - Obiective 5

Review NiFiT Proiect Team activities and plans related to the criteria and metrics used to gauge adoption, usage
and business value realization of the Deployment 2 solution and comparc with industry practice to inform NiFiT
Project Team management of relevant improvement opportunities.

@,'
lT Audit found the NiFiT Project Team is using an Operational Measures Scorecard to track improvement and value realization
metrics for the NiFiT solution. lT Audit noted the Operational Measures Scorecard - shown on the following slide for April 2014 -
uses a total of ten (10) metrics to gauge monthly value realization from the NiFiT project and follor rs a defined approach for both
metric type(s) and success criteria based upon input from the NiFiT Project Team, related Process Owners and Nisource
management.

Leadinq Practice ODDortunitv: Nisource lT should consider partnering with their business customers to develop a standard
business value realization process based upon NiFiT's Op€rational Measures Scorecard and integrate any relevant deliverable(s)
into the Nisource Project Management Methodology (PMM).
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The NiFiT Project Team reported the following operational metrics results after the first D2 accounting close ofthe NGD companies
in April 2014. lT Audit also noted the NiFiT Project Team performed a detailed review of these Operational Measures lot May 20'14
and updated metrics as required.

Note: lT Audit found metrics within the Operational Scor€cards for April and May 2014 related to Change Adoption Score (for User Acceptance), however th6
coresponding metricforChange Adoption was in proc€ss at the time ofthis audit report.
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R. C. Skaggs
S. P. Smith
C. J. Hightman
J. Stanley
J. Hamrock
G. L. Kettering
V. G. Sistovaris
L. J. Francisco
K. Brack
R. D. Campbell
P. T. Disser
J. D. Veurink
J. Boushka
B. Sedlock
S. L. Stern
T. L. Tucker
G. Bane
R. Binkley
Deloitte & Touche LLP
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TO:

FROM:

DATE:

SUBJEGT: NGD InternalOperations Audit Program Process Review

In conjunction with the NiSource Gas Distribution ("NGD') Pipeline Safety and Compliance
Department ("Pipeline Safety"), InternalAudit conducted a walkthrough and ride along to
gain an understanding of the processes and procedures undertaken during field audits (see
Background for detailed information on "field audit"). The focus of our work was to
review the policies, procedures, and execution of procedures associated with conducting on-
site field audits.

The primary business risks associated with these activities are:

. Audit planning may not focus on the key risk areas identified by Senior Management;

. Field Audits may not adequately address the risk that field operation does not follow
standards and practices established in the NGD Gas Standards or other applicable
regulatory standards; and

. Pipeline Safety may not have the resources to adequately address risk associated
with field work.

Backqround

The lnternal Operations Audit Program provides a svstematic, 9!4q!9g[, pg1igljg, and
obiective assessment of distribution operations to measure compliance with pipeline safety
regulations and NGD Gas Standards. Auditing assessments are a recognized toolto
validate the following :

. Performance against regulatory requirements and NGD Gas Standards;

. The effectiveness of policies, managemenf sysfems and best practice
communications;

. Future risks fo pipeline safety; and

. Documentation exisfs to support that appropriate lnternal Operations Audits are
conducted by the Pipeline Safety and Compliance Department.

The Mission Statement of the Internal Operations Audit Program is to:

c "Provide an effective lnternal Operations Audit Program to allNlSource Gas
Distribution Operating Companies that ensures compliance with pipeline safety
regulations and company procedures. Partner with Distribufion, Sysfem Operations/
GM&T and Engineering to provide safe, reliable service throughout NiSource
operating territorie s. "

James Hastings, Program Specialist - Operations Compliance NGD

ilti:i.
Amar Patel, Senior Auditor I)lil
Jaclyn Callahan, Audit Manager 9*b G/I4J.*'-
Ryan Binkley, Director nuOit {/-
June 27.2014 //
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Pipeline safety has identified the following as key objectives in conducting field audits:

. To supply management with a view of day-to-day process effectiveness at the local
level and assist in local implementation efforts to meet pipeline safety regulations;

. To identify and prioritize specific pipeline safety concerns;

. To identify, explain and document findings for specific issues that require conective
action to meet compliance regulations;

o To recommend corrective actions and timelines for mitigation of issues found to be
out of compliance; and

o To provide pipeline safety and proceduralcompliance consultation services as
issues are identified.

Field Audits
The scope of field audits has been developed by Pipeline Safetyto encompass the dayto-
day operations of NGD. The scope of field audits can include the following areas:

r Pressure Control . Pipeline Facility Repair/lnstallation
. Corrosion Control Observations
. CriticalValves . Fixed Pressure Factor Metering
o Odorization (FPFM)
o Leakage Control ' Gas Measurement
. DOT - Qualification of Pipeline . Pipeline lntegrity Management

Personnel (TRIMP/DIMP)
. O&M/Emergency Manual Review . Employee Training
o Service Technician Observations

ln 2014, Pipeline Safety is scheduled to perform nine field audits (refer to Appendix A for
details of audit locations for 2013 and 2014). After a location is selected an audit notification
is made 30 days is advance to the Operations Center/Local Operating Area. Two weeks
prior to an audit, an offsite review of pertinent documentation is performed. The
documentation review is then typically followed by a 14 day on-site field audit. During the
on-sight field audit the following is typically conducted:

. A meeting is held with the local leadership team to discuss the audit process and
allow local management to communicate any special concerns or targeted focus
recommendations;

. A review of local records maintained for regulatory and operating purposes for
completeness and accuracy;

. Observation of both Company and contractor field personnel for compliance with
regulatory requirements and NGD Gas Standards; and

. A closing meeting is held to inform local leadership team of audit findings.

Once the closing meeting is conducted, a report with allfindings and corrective action plans
is drafted and reviewed by NiSource Legal and provided to management. The final audit
report includes the following information:

. An itemized summary of "open" findings and their significance/severity; and

. Corrective action recommendations and recommended timelines to "close" findings.
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Conclusions

Internal Audit completed a series of interviews and walkthroughs with Pipeline Safety during
their field audit starting on May 5,2014 at the Johnny Appleseed location in Columbus, Ohio
(See Appendix A). While not included as reference in this report, the Pipeline Safety group
will be issuing a separate report that will include the results of their review of the Columbus,
Ohio Operations Center (1324,1325) at a later date.

As part of the review, Internal Audit attended the field audit opening meetings, observed
field audit procedures completed for a selection of locations, reviewed the documentation
process completed by Pipeline Safety, and participated in the audit closing meeting. Based
on the walkthroughs and interviews performed by InternalAudit, we noted the following:

. Pipeline Safety has formal processes, procedures, and policies to effectively plan,
exeoute, and track audit results to address and correct identified exceptions.

o While Pipeline Safety completes a documented and formal process to select
audit locations, no formal sign-off is completed by senior Pipeline Safety
Management to approve the annual audit plan. Internal Audit has made a
minor process enhancement recommendation for management to consider
revising their current process by obtaining formal sign-off and/or approval of
the audit plan by Senior Management to ensure that Senior Management is in
agreement with the scope of the annual audit plan.

. Field audits are conducted in accordance with NGD Gas Standards and other
applicable governmental regulations. Field auditors were able to effectively reinforce
training and development and provide guidance on areas in the Gas Standards
which were ambiguous or unknown to field crews.

. While field audits reinforce training and development, Internal Audit noted instances
where field auditors stopped field personnel while performing work due to activities
that were not being executed in accordance with NGD Gas Standards and required
correction. Feedback provided by field personnel indicated that the NGD Gas
Standards were at times ambiguous to the work being performed, leading to
confusion and the inappropriate execution of work.

o Internal Audit recommends that Management consider the results of this
process review as part of their NGD Training initiative and address any
identified ambiguity in the Gas Standards and ensure allfield crews are
adequately trained.

. Current resources and Senior Management support of the Internal Operations Audit
program are sufficient to carry out the annual audit plan.
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Business Objective: Perform a walkthrough with Pipeline Safety in order to
understand the planning, execution, and completion of field audit work.

Scope - Audit Planning:

. Audit planning may not focus on the key risk areas identified by Senior Management.

lnternal Audit Resulfs - Audit Planning:

o Internal Audit discussed the field audit planning process with Pipeline Safety. As
part of the planning processes, locations are selected each calendar year for audit.
ln 2013 and 2014, 11 and 9 locations were selected for audit procedures (See
Appendix A for locations selected for audit by Pipeline Safety for 2013 and 2014).
The process to select a site can include the following factors:

o Size of local operation;
o Extent of facilities;
o Amount of work activity;
o Localleadership/employeeturnover;
o Historic compliance level (past audit findings);
o Targeted requests; and
o Presence and schedule of utility commissions.

. Once locations are selected for the current year audit plan, the Manager of the
Distribution Integrity Management Program signs off on the annual audit plan.

o Internal Audit notes that only the Manager of the Distribution Integrity
Management Program approves the annual audit plan. While Senior
Management approval is not currently obtained, Senior Management is made
aware of the audit plan and can make suggestions or changes as needed.

lnternal Audit Recommendation(s) - Audit Planning:

o Senior leadership of the Pipeline Safety department should consider formally
approving the annual plan to evidence to their agreement and acknowledgement of
the audits being conducted.

Scope - Audit Execution:

. Field audits may not adequately address the risk that field operations team do not
follow standards and practices esfab/ished in the NrSource Gas Sfandards or
regulatory standards.
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lnternal Audit Resulfs - Audit Execution:

. Prior to the start of audit work in a given location, a kickoff meeting is held with
leadership of the location. Expectations, scope of work planned, and audit
scheduling is discussed with field management. Field management is asked for input
on potential risk areas or concerns.

. During the walkthrough conducted with Pipeline Safety, InternalAudit obtained all
checklists and documentation used during a field audit.

. Pipeline Safety maintains an Internal Operations Protocol spreadsheet which
outlines the audit plan for each location audit. The spreadsheet has three separate
areas addressing Pipeline Safety Audit Protocols; Security Review Protocols; and
Risk-based Audit Protocols (See Appendix B for a short excerpt of these protocols).

o Risk-Based Audit Protocols: Utilized to help identify the highest risk areas
around Damage Prevention, Leakage, Odorization, and Over Pressurization.
Most of the work related to risk-based audit protocols relates to documentation
reviews to ensure compliance with standards and to look for operating
inconsistencies.

o Pipeline Safety Audit Protocols: Address unique Compliance areas (i.e.
Pressure Control; Construction Operations, Corrosion, etc.). Each Compliance
area has a several protocol details which assist auditors in the field to assess
specific risks/compliance areas. Those risUcompliance areas correspond to
government or internal NiSource standards. As testing is completed, the
comments section is filled out by the auditor with any identified findings. The
pipeline safety audit protocol is utilized to help identify and address issues in
documentation identified in the risk based audit protocol and to address risks
based on actual work performed during on-site audits.

o Security Review Protocol: Assesses the physical security of a location. During
field audits, a security review is normally conducted. The review includes areas
around Security Plan Administration, Physical Security, Security Incident
reporting and other location security risks.

o InternalAudit noted the following observations while onsite with Pipeline Safety Field
Auditors:

o Field auditors were able to provide field crews instant guidance and feedback in
regards to specific NGD Gas Standards;

o lf field crews conducted an activity that did not align with NGD Gas Standards or
personnelwere acting in a potentially unsafe manner, field auditors stopped the
work of field personnel and provided immediate feedback and corrective actions;
and

o In certain instances, the NGD Gas Standards did not appear to be uniformly
understood by field crews. InternalAudit noted several instances were field
auditors stopped work in order to correct actions which were ambiguous in the
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NGD Gas Standards. In addition, Internal Audit noted instances where the
Pipeline Safety auditor observed that new equipment was provided to field crews
(i.e. gas readers, anti-static spray) without adequate training on the equipment.

o Once the documentation review and on-site inspections are completed, Pipeline
Safety compiles all findings and recommendations into a draft document for a closing
meeting with Management.

o During the closing meeting, allfindings and recommendations are discussed.
Along with the discussions regarding findings and recommendations, responsible
parties are identified and dates are confirmed for the resolution of corrective
actions.

. Internal Audit noted that both positive findings and improvement opportunities are
presented to field management during the closing meeting and in the final report.

. Pipeline Safety utilizes the following coding for each issue found during the audit:

o A - Requires action to achieve, maintain or define compliance (30 day corrective
action period);

o B - Requires action to achieve, maintain or define compliance (90 day corrective
action period);

o R - Requires action to achieve, maintain or define compliance (30 day corrective
action period - Repeat finding from a previous audit);

o H - Requires local area notification and communication to third-party to achieve
compliance (e.9. TCO) (90 day corrective action period); and

o X - Revised "A' or "B" findings that cannot be closed by local operations due to
external circumstances (Corrective action period to be determined).

. Audit findings are tracked in a Corrective Action Tracking System (CATS) database to
monitor closure progress.

o Compliance Managers for areas audited are responsible for "closing" audit
findings in the CATS database once all required corrective actions for the
findings have been entered in CATS.

. Summary reports of "open" audit findings are sent monthly to Operations Management
(VP/GM/Director/Reg ional Mgr. ) and Compliance Managers for follow-up.

. A semi-annual review of a random sample of "closed" findings is performed to determine
if findings were properly "closed" in accordance identified corrective action
recommendations.

lnternal Audit Recommendation(s) - Audit Execution:

. While field auditors are able to provide instant, effective communication in regards to
NGD Gas Standards and unsafe practices by field crews, NGD Management should
consider the observations from this review as they develop and implement their NGD
Training Initiative to ensure uniform understanding by all field crews.
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Scope - Resources.'

. Pipeline Safety may not have the resources to adequately address risk associafed
with field work.

lnternal Audit Resulfs - Resources.'

. Per discussion with Pipeline Safety, the Operations Compliance-Program Specialist
leads all audit initiatives. The Program Specialist is responsible for staffing audits
with appropriate resources and pulling in subject matter experts as needed for
individual sites. Operations Compliance provides resources from other Operational
Audit & Comoliance areas to assist in the filed audits.

. As of the date of this report, Pipeline Safety views management support and
resources to be appropriate to execute the Internal Operations Audit Program's
mission statement and scope.

I nternal Aud it Recom mendation(s) - Resources.'
. None

As always, we appreciate the cooperation and assistance that your staff provided to the
Audit Team during this review. Should you have any questions or require additional
information, please do not hesitate to contact Ryan Binkley at (614) 460-5985, Jaclyn
Callahan at (614) 460-5493, or Amar Patel at (614) 460-6394,

R. C. Skaggs
S. P. Smith
C. J. Hightman
J. Hamrock
V. G. Sistovaris
L. J. Francisco
D. A. Monte
D. G. Cote
M. S. Chepke
J. S. Roberts
T. L. Tucker
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Appendix A

2013 Internal Operations Audit Schedule

11t28t2012
I On Site Dates

Location
(TCC's) Begin End

Springfield, Ohio Op. Ctr.
(0651)

1t21t2013 21112013

Suffolk, VA Op. Ctr.
(3e10)

2t18t2013 3t1t2013

CPA East Op. Gtr. - State Gollege

124511
3t25t2013 3t29t20't3

CPA East Op. Gtr. - York
(24211

4t1t2013 411212013

Valparaiso, lN LOA 4t29t2013 5t10t2013

Staunton, VA Op. Ctr.
(3810)

6110t2013 6t21t2013

North Pointe Op. Ctr. - Lorain, OH
(12221

7122J2013 8t2t2013

North Pointe Op. Ctr. - Middleburg Hts, OH
(12611

8t5t2013 811612013

Monticello, lN LOA 9t16t2013 9t27t2013

Brockton, MA Op. Gtr.
(8100)

10t14t2013 10t25t2013

Toledo, Ohio Op. Gtr.
(11211

11t18t2013 12t6t2013
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Appendix A (Con't)

2014 Internal Operations Audit Schedule

11t27t2013

Location
fiCC's)

Begin End

GPA South Op. Ctr.
(23211

112712014 2712014

Fort Wayne, lN LOA/GM&T 3t31t2014 411112014

Golumbuq Ohio Op. Ctr.
(1324,1325)

51512014 5t16t2014

Emlenton/New Bethlehem, PA
(2232,22341

6t16t2014 6t27t2014

Gary, lN LOA/GM&T 712112014 8t1t2014

Great Trail (Ohio) Op. Gtr.
(0e71)

8t18t2014 8t29t2014

Lawrence, MA Op. Ctr.
(8400)

912912014 10t10t2014

Lynchburg, VA Op. Ctr.
(3760)

10t27t2014 1117t2014

Ohio Valley Op. Ctr.
(0731, 0732, 0733)

12t1t2014 1211212014
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Appendix B - Sample Risk Based Audit Protocol (Excerpt Onlv)

Damage
Preventicn

(DP)
1

ldentify "high proile" lines ln operating center that may or
may not b€ transmission class, but have a combination of
higher pressures and/or close proximity to
customers/buildings and/or significant consequences
anticipaled due to either shut down, damages or both.

X

To deterrnine what lines to review, an initiel source for
this should be a review conducted by Dam€ge
Prevention for Engineering. Contact A. Donnini. tn

addition, we slbuld consult with the System Ops.
htraMger, Leakage FLL, the OCM and Engineering.

For offsite records reviews we will need to access
WMS, lrthnet, DPTS, LIv€ and GIS-

For on-site efforts we willrequire locator equjpment,
l€akage equipmenl, fluke meter and Personal Protective
Eouioment.

Damage
Prevention

(DP)

Review leak survey and patrolling records ln WMS to
rnderstand the leak survey and patrolling frequencies
rssigned to 'high priority" line segments and to identify leak
risioru

X

Damage
Prevention

(DP')
1. F

leview ROW clearance history on "high prior'rty" line

;egments to determine the frequency- X

Damage
Prevention

(DP)

?evicw locate history and bakage history due to damage
ncluding any related.job orders and records to understand
iequency of exeavation activity eround "high Frioritf line
lmm€nls

X

Damage
Prevention

rDP)

lheck alt related critical valve inspection records, valve

ocalion records and valve maintenance history for valves
Ma+ad in'hinh 

^ri^rih/ 
lino asmEnlc

X X

Damage
Preverilion

(DP)
o SF

Check Operator Qualificatbn records for personnel who

recently pefiormeO activitiesr on tigh prbrity" lirB
segm€rus.

'Leak surveys, patrolling, locates, CP monitDring, vahte
iftifl fina rcmiR i ;tl'

X

Damage
Prevention

tn9\
F

iall in a locate on a'high priorit/ tine to understand the
)rocess followed ard if the orocess varies ftom €ll other lin€

Damage
Prevention

(DP}

/Valk the identified "high priority" lir€ segments to verify right

>f way clearing, encroachment, exposurei line markers, tesl
itation access, actual location and general risks,

X

Damage.
Prevention

TDP)

9 ST

;onduotoAlQc on iecedtrirctiviuesl on'high prior'rt)a lire
;egments.

Leaksurt/ey$, patrglling, locales, CP monitoring, vatue

nsD.. line reoairs.

X

Odorization/
Odorant Fade

(o)
1 E

?eview recent W[/E 555, 557/558 job orders to identify
vhere large pipe replacement and new main projects have

)een completed to target where to check for odorant fade.
X

/Ve will need the following equipment while on site:

)dorator or odorometer and personal protective

:quipment. The on-site person taking readings m ust
rave nrooer DCJT ooeraior olralifications

Odorization/
Odorant Fade

/ol
2 E

)etermine where local production feeds into our systems
target s)6bms that are $edominatety fed by local
rrrvi rn-linnl

x

Odorization/
Odorant Fade

(o)
3

Review GIS maps to understand the placemenulocation of
)dor2ers to det€rm ine odor level testing is being conducted
rt the proper locEtions/areas. X

10
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Appendix B - Sample Pipeline Safetv Audit Protocol (Excerpt Onlv)

PGssuE
Conlrcl
(Pc)

1 S

Veriry regulatoG, prssure limiting de\,ices and
assmiated equipment at distribution system Egulator
stations are inspsted as Equired.

> Perfom on€ite obseMtions of regulator statim
design and station condition at selected €gulator
stations.

192.739 1750 1750.0'10 1750.0't0 1 750.010

740{031
thru

7404033
7404060

Pressu€
Contrcl
(Pc)

2

le\i# contrcl/operalor regulator set points shown on
nspection Hords to wri[, they do not exced the
)urent downstream MAOP,

192 621

192 623
1 750 1750 010 1 750.01 0 I /CU UIU

7404031
thru

7404033

PressuE
Contrcl
(Pc)

3

ie\iil oErpressure protection de\ice set points shwr
)n inspection Ecords to wrify they are set within
olerances of downst€am MAOP

192.201 1 750 1750.010 | 750.010 1 750.010

740{031
thru

7404033
7404060

Prcssue
Contrcl
(Pc)

4 E

te\iil primary relief EIE capacity €rif cations to
rssure they are perfomed as rcquired.

192.743 1 756 1756 010 1 756 010 1756010

3204022

P€ssuE
Contrcl
(Pc)

E

/eriry prcssue regulating station capacity reliffi haE
)en perfomed (and documented) at the required
nteMls,

't92.7N 1752 1752.O10 1752.010 1752 010

Pressure
ContDl
(Pc)

6 S

ie\,iil pressure recording charts to \€riry operaling
)ressures are within MAOP,

192 621
192.623

1750

1754
I 754{rN)

1 754{OH)

1 7s4{PA)

1750010
1754010

1 750,0 1 0
1 754.01 0
1 754.01 0
(OH, PA)

1 754.010

P6suE
ContDl
(Pc)

E

Re\iil MAOP Worksheets and Elated sourca
lmuments to €rit pDper establishment of distribution
!ystem MAOPS.

1 92.619 1 660
166qPA)

1 660 020 1 660.020 '1660.020

PressuG
Contrcl

(PC)
8

Veriry prcper uprate (pressure eleEtion)
orccedures/olans are follwed

92 553

92 555

92 557

1660

1 660(PA)
5500 200

(rvrA)

5500 4804010
4804020

Pressure
CotDl
(Pc)

S

Veriry that each distribution system supplied by more
than one district p€ssuG regulating station is equipptr
with telemettring or recording prssure gauges to
indicate the 96 pr6sure in the system(s).

't92 741 1754
17s4(rN)

1754(OH)

1754(PA)

2300 020 2300 020 2300 020

PessuE
Control

(PC)
t0

y'eriry pressurc gaug6 ac ch@ked br accur&y at
'equired inteMls.

wA 't754
1754{rN)

1754{OH)

I 754{PA)

1 754.010 1 754.010
17il.O10
(oH, KY)

7004400

Pressu€
Control
(Pc)

1',I E

/erify each €ult or pit containing pEssuE contrcl
)quipment ls designed in accordance with regulatory
)rccedure{s)

't92 183
192 185
192 187

192 189

1762 1762 010 1762.0'lO 1762 010

P€ssuE
Cmtrcl
(Pc)

12

venry:
> Vaults/piG aE irepsted as Equired,
> Proper p@edu€s aE follwed while working in
€uits
> Proper disposition of any abandoned EUlVpit

't92.749 1762 1762 010 1762 010 1762.O10

P €ssure
Contrcl s

/eriry Large Volume senice regulatoc are inspected
rs reoutreo.

N/A N/A 1 750 020 1750.020 N/A

1l
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Appendix B - Sample Securitv Review Protocol (Excerpt Onlv)

Security Plan
Administration

1

s a Security Plan been de\elop€d and included as part ofthe local
rergency Manuals (lrEident Manuals)?

Last review date of Security Plan:

Security Plan
Administration

s the Security Plan a\ailable for authorized personnel, including contractors
Mho ha\e signed a non{isclosure agreement?

Security Plan
Administration

J

{a\e employees completed basic security and/or refresher training?

Security Plan
Administration

4

\re all employees and visitors displaying pDper identifcation/lD badges?

Physical Security

s site/hcility tunced?

' Condition offunce/gate(s), and description

' Are gate locks woking properly?
> Are there common keys fur locks?

- Key(s) numbe(s)_

Physical Security z

\re materials/equipment stored at least thrce feet fom either side ofthe
rite/facility fence?

Physical Security

\re truck bins and equipment kept secured?

Physical Security 4

\re critical \ahes secured?

Physical Security J

\re primary components inside of a locked building?

Physical Security o

s \aluable material stored in a secured location?

Physical Security

\re unused tools, equipment and materials stored and secured?

Physical Security 8

s there outside lighting?

' Ar€ bulbs/lights in r orkirE ordef

Physical Security

Are contract security senices used?
Name
Address
Telephone number
Point ofcontact

t2



TO:

FROM:

Susan Taylor, Controller, NiSource Corporate Services Company

shelley Duling, Audit senio, W,filW
Jaclyn Callahan, Audit ManaOer C|*q6^ C"Ilr,!"*,.
Ryan Binkley, Audit Director 7',{,  , "
August 21,2014 ' //DATE:

SUBJECT: NiSource Corporate Services Company Cost Allocation Audit

We have completed a review of the accounting systems, source documents, allocation
methods, and billing procedures used by NiSource Corporate Services Company (NCSC)to
allocate costs/expenses to the various subsidiary companies ("affiliates") including the holding
company, for the period January 1,2013 through December 31,2013.

Backqround

In February 2006, the Public Utility Holding Company Act (PUHCA) was repealed and replaced
with the PUHCA of 2005. Prior to this date, NCSC was required to obtain prior approval from the
Securities and Exchange Commission on new allocation methods used to allocate costs and
expenses. The PUHCA of 2005 is primarily a "books and records" statute and provides the
Federal Energy Regulatory Commission (FERC) with the authority over the books and records,
the ability to prescribe standards, and gives access to the books and records of the holding
company to the public utility commissions, but only to the extent relevant to the costs of the
subsidiaries.

NCSC uses various allocation methods to assign expenses to companies (including the holding
company), or groups of companies, to classify and disclose expenses in the financial
statements. Such allocation methods are defined in the service agreements ("agreements")
between NCSC and the affiliates. Affiliates are billed by NCSC via contract and convenience
billings. Contract billings represent labor and expenses billed to an affiliate. These costs are
identified by job order and represent costs incurred by NCSC to render services defined in the
service agreements with affiliates. Convenience billings are accommodation payments that are
rendered when NCSC makes a payment to a vendor for goods or services that are for the
benefit of more than one or all affiliates, and can be made for an affiliate who may not have the
means to wire money to outside vendors. Each affiliate is billed monthly for their proportional
share of the payments made in that respective month.

Annually, Internal Audit conducts a review of the cost allocation methods and billing procedures
used by NCSC and makes recommendations related to cost allocation and billing processes.

The primary business risks associated with these activities are:

. Allocation factors may not be updated properly to reflect current statistical data to ensure
that NCSC charges are billed relative to current operations;

. Contract and convenience billings may not be properly billed to affiliates;
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o Holding company costs incurred may not be properly segregated and paid by the holding
company;

. Executive time allocation may not accurately reflect the companies benefiting from their
services;

. Costs charged by department may not be in accordance with the NCSC cost allocation
guidelines;

. Indirect costs may not be appropriately allocated to affiliates on a monthly basis;

. Intercompany payables and receivables may not be billed and settled accurately and
timely; and

. Contract billings and accommodation payments may not be accurately reported in the
annual FERC Form 60 Financial Report.

Gonclusion

Based on our audit results, the methods and procedures used to allocate costs/expenses and
bill subsidiary companies, including the holding company, are reasonable. Amounts reported as
accommodation and contract billing payments in the FERC Form 60 are proper. Instances of
improper time allocation were identified that were subsequent to the 90 day transition period for
which Management deems it appropriate to apply time to charge codes associated with a prior
role. lnternal Audit recommends that Management re-emphasize the importance of timely
completion of time sheets and using appropriate charge codes in accordance with policy.

Summarv of Audit Obiectives. Scope. Results. and Recommendations

Audit Obiective 1: Costs are fairly and equitably allocated to all subsidiary companies
including the holding company.

Scope:

. Determine if allocation factors are updated regularly to reflect current statistical data to
ensure that NCSC charges are billed relative to current operations;

. Verify contract and convenience billings are properly billed to affiliates;

. Verify holding company costs incurred are properly segregated and paid by the holding
company;

. Verify executive time allocation accurately reflects the companies benefiting from their
services; and

. Verig costs charged by department are in accordance with the NCSC cost allocation
guidelines.
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Results:

o Allocation factors are updated semiannually and reflect allocation bases as defined in
the agreements between NCSC and the affiliates. A sample of allocation factors were
recalculated using source data, noting no exceptions. Internal Audit verified that these
factors were acourately updated in the Billing Mainframe ("mainframe").

o A sample of affiliate contract billings showed that direct charges are being properly
allocated to affiliates based on actual costs and current allocation percentages for
respective bases per the agreements between NCSC and affiliates with exception of the
following:

o One employee incorrectly charged time and expenses using an "AC" allocator,
rather than an "AD" allocator. "AC" allocates costs to the CDCs, while "AD"
allocates costs to the CDCs and Columbia Gas of Massachusetts (i.e. NiSource
Gas Distribution (NGD)). The dollar impact of using the "AC" allocator compared
to the "AD" allocator is presented in Appendix A; Employee 4. The net financial
impact to NiSource Gas Distribution (NGD) is $0.

o One employee incorrectly charged 1OO% of their time to Columbia Gas of
Maryland (CMD) for the period July 1, 2013 through October 21,2Q13. During
this timeframe, the employee was assisting another team on work benefitting
CMA, thus CMA should have been allocated 100% of the employee's labor costs.
The dollar impact related to this improper time allocation is presented in
Appendix A; Employee 5. The net financial impact to NGD is $0.

A sample of accommodation payments made by NCSC was also reviewed and charges
to affiliates for accommodation billings were accurately billed to the affiliates.

. Holding company costs are required to be segregated and paid by the holding company.
Examples of holding company costs include, but are not limited to:

o Board of directors fees.

o Consulting, legal and all other costs related to mergers, acquisitions and
corporate restructuring.

A sample of costs charged to the holding company was tested and indicated that costs
being charged to the holding company appeared proper.

o Executives are required to report time based on the affiliates receiving benefit from their
services. A sample of executive timesheets indicated charges for executive labor
appeared to be accurately allocated to the affiliates benefiting from their services.

. NCSC employees are required to report time based on the affiliates receiving benefit
from their services and in accordance with the NiSource Cost Allocation Manual. A
sample of NCSC employee timesheets was tested and indicated charges for labor
appear to be charged in accordance with guidelines established in the Cost Allocation
Manual with exception of the following:

o One employee transitioned roles within Company 12 effective September 1,2013
and continued to use the "KF" allocator associated with their prior position. Their
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time should have been charged to Columbia Gas of Maryland (CMD), Columbia
Gas of Pennsylvania (CPA), or Columbia Gas of Virginia (CGV) depending on
the work performed each day. The dollar impact of using the "KF" allocator is
presented at Appendix A; Employee I with the assumption the employee spent
time equally among CMD, CPA and CGV during the selected time period.
Management has determined that it is reasonable for employees to utilize charge
codes associated with a prior role for a period of 90 days subsequent to the
transition date. Employees may assist in activities such as training new
employees, completing a project, etc. As such, the amounts shown at Appendix
A exclude the 90 day transition period. The net financial impact to each business
unit is as follows: NGD $(2,215); Columbia Pipeline Group (CPG) $tZl;
Northern Indiana Public Service Company (NIPSCO) $1,478; and NCSC/Other
$16.

For the period January 1, 2013 through August 1,2013, one employee
incorrectly charged their time to the "AD" allocator, which allocates expenses to
NGD based on each company's proportion of gross fixed assets and operating
expenses, rather than the "Jl" allocator, which allocates expenses to NGD based
on each company's proportion of total retail customers. Refer to Appendix A;
Employee 3, for the dollar impact of using the "AD" allocator compared to the
correct "Jl" allocator. The net financial impact to NGD is $0.

One employee transitioned roles within Company 12 effective September 1,2013
and continued to charge the "AQ" allocator associated with their prior role
through December 9,2013, at which time the "AD" allocator was utilized through
December 31,2013. The correct allocator for this employee's role for the period
September 1,2013 through December 31,2013 is the "Jl" allocator. The "AQ"
and "AD" allocators utilize gross fixed assets and operating expenses to allocate
charges, while the "Jl" allocator utilizes total retail customers. Refer to Appendix
A; Employee 2, for the dollar impact of using the "AQ" and "AD" allocators
compared to the correct "Jl" allocator. The amounts shown at Appendix A
exclude the 90 day transition period discussed above. The net financial impact
to NGD is $0.

Internal Audit Recommendation(s):
Management should re-emphasize the importance of employees completing their time sheets
timely in accordance with policy and charging time to the appropriate charge codes. Training
sessions should be held as deemed necessary.

Management Response:

NCSC Accounting/Special Studies continually emphasizes the importance of employees
completing their timesheets both appropriately and timely through on-going communications,
proactive training sessions, and departmental reviews. In addition, NCSC Accounting/Special
Studies implemented additional analysis and review practices at the beginning of 2014, as

noted below. For the employees specifically noted above, NCSC reached out to the employees
to educate them on the use of proper charge codes and assisted the employees on changing
their codes prospectively.

4
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Please note that upon the implementation of Deployment 3 of the NiFiT Transformation
on April 1, 2015, combo edits will be configured based on department and role to limit the
employee's options of available billing poolallocation combinations. Project-based work
will also have specific billing pool asslgrnments. This will greatly mitigate the risk of
improper allocation of costs charged by a depaftment.

NCSC Accounting/Special Studies conducts regular reviews of the accounting data, allocation
methods, and billing processes to ensure accuracy, to identify internaltraining necessities, and
to meet regulatory requirements. These reviews include, but are not limited to, the following

activities:

Deoartment Review (effective 9/1/12): Semi-annually, a review of all NCSC billings is
completed, by department, to ensure the accuracy of the account classification in its
entirety.

Manaqement Fee Review (effective 1/1/14): Monthly, a review of NCSC billings, by

regulated company, is completed in conjunction with the BU accounting departments to
ensure cost allocation accuracy and to address billing questions or concern in a timely
fashion, per section 2.3 of the service agreement.

Headcount Analvsis (effective 1/1/14): Monthly, reconciliations are performed to track
NCSC headcount changes, including Company 12 transfers in, new hires, and NCSC
department transfers. In conjunction with this analysis, a review of the labor associated
with these changes is conducted. Further, new hire on-boarding, as well as targeted
training, accompanies this analysis to promote understanding and awareness of
appropriate time allocation.

Requlatorv Data Review (as needed): In preparation for a regulatory filing, all NCSC
billings, by regulated company, are reviewed and thoroughly analyzed to ensure
accuracy and recoverability of the costs.

Audit Obiective 2: Processes and procedures are in place to verify monthly that all costs
have been allocated and intercompany payables and receivables are billed and settled in a
timely manner.

Scope:

. All costs are appropriately allocated to affiliates;

. Intercompany payables and receivables are billed and settled accurately and timely; and

. Verify contract billings and accommodation payments are accurately reported in the
FERC Form 60 Financial Report.

Results:

. Summaries detailing costs to be billed to affiliates for contract and convenience billings
are prepared monthly to ensure that all costs are allocated out to the affiliates. A sample
of contract and accommodation billings was reviewed, and all costs were properly
allocated to affiliates based on the allocator used.
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. Monthly, summary and detail bills for contract and accommodation costs are generated
for each affiliate. The receivable is immediately settled via a money pool transaction.
For a selection of months, Internal Audit confirmed the intercompany contract and
accommodation payable amount with the affiliated company noting that the amount
agreed to the respective invoice for the selected month. As such, it appears that the
intercompany amounts are being settled timely and accurately.

. FERC Form 60 is an annual regulatory support requirement for centralized service
companies, designed to collect financial information from centralized service companies
subject to the jurisdiction of the FERC. Within the Form 60, amounts related to contract
and accommodation payments are disclosed. InternalAudit reviewed the most recent
filing of the Form 60 (2013) and tested a sample of transactions included in the amounts
disclosed for contract and accommodation payments. Amounts included in the filing for
contract and accommodation payments appeared proper and reconciled to amounts
billed to affiliates by NCSC.

Internal Audit Recommendation(s): None

We appreciate the cooperation and assistance that your staff provided to the Audit Team during
this review. Should you have any questions or require additional information, please do not
hesitate to contact Ryan Binkley at (614) 460-5985, Jaclyn Callahan at (614) 460-5493, or
Shelley Duling at (614)460-6062.

cc: R. C. Skaggs
S. P. Smith
C. J. Hightman
G.L. Kettering
J. Hamrock
J. Stanley
L. J. Francisco
P. T. Disser
J.D. Veurink
J.H. Boushka
J.W. Mulpas
T. L. Tucker
Deloitte & Touche. LLC

6



APPENDIX A
The table below presents the impact of incorrect coding of time and expenses for 2013 by company for those employees identified in
Audit Objective 1. For example, Columbia Gas of Kentucky was improperly allocated $3.9K of time and expenses.

Company f Company Name

11

t4
22

24

32

34

35

37

38

44

51

54

57

58

59

50

62

58

7L

74

75

78

80

82

89

90

92

93

94

96

Grand Total

Columbia Energy Group

Columbia Gulf Transmission Company

NiSource Insurance Corporation
Energy USA - TPC Corp

Columbia Gas of Kentucky

Columbia Gas of Ohio

Columbia Gas of Maryland
Columbia Gas of Pennsylvania

Columbia Gas of Virginia

Crossroads Pipeline Company

Columbia Gas Transmission

Columbia Remainder Corporation
CNS Microwave
NiSource, Inc.

Northern Indiana Public Service Company

NiSource Development Com pany

NiSource Capital Markets
EnergyUSA

NiSource Retail Services

Service Protection Group

NiSource Finance Corporation
NiSource Energy Technologies

Columbia Gas of Massachusetts

NiSource Gas Transmission and Storage Company

Northern Indiana Public Servlce Company - Electric

Northern Indiana Public Service Company - Gas

NiSource Energy Ventures

Columbia Gas of Ohio Receivables Corporation
Columbia Gas of Pennsylvania Receivables Corporation
Nisource Midltream Services 
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APPENDIX A (Cont'd)
The table below presents the impact of incorrect coding of time and expenses for 2013 by business unit for those employees identified at
Audit Objective 1. For example, NIPSCO was improperly allocated $1.5K of time and expenses.

15.91Corp/Other

NGD

CPG

NIPSCO

(2,2L5.421 0.00

720.98

0.00

- 15.91

- 12,2L5.421

- 720.98

7,478.53
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NiSource Employee Expense Reimbursement Audit
(Audit Period: July 1, 2013 through June 30, 2014)

EXECUTIVE OVERVIEW
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The Internal Audit Department began performing regular audits of the expense reimbursement process in 2009 by
analyzing trends in employee spending to ideniiry non-compliant expense transactions.

- The scope of the audit includes the following NiSource Business Units (BU):

. ,Vrsource Gas Distribufion Companies (NGD)

. Nisource Corporate Se/vrces (rVCS)

. Northem lndiana Public Service Company (NIPSCO)

. Columbia Pipeline Group (CPG)

Executive Council (Ofricer) expense statement reviews are performed annually. InternalAudit issued a separate report
for Officer expense reimbursements (audit period January 1, 2013 - December 31, 2013) on June 30, 2014.

In early 2014, the IntemalAudit department embarked on an internal process improvement initiative to enhance our
data anafytic proficiencies. Through a formal RFP process, IntemalAudit engaged ProAviA, a bading data analytics
consulting organization, and on-boarded a permanent Lead Data Analyst to assist us in the puruit of our efforts. The
Employee Expense Reimbursement Audit was chosen to be a part of a "Pilot" effort by the audit group to utilize and
showcase our enhanced data analytic process, procedures, and tools. In the future, the "Employee Expense
Reimbursement Audit" will be a part of our continuous audit program and the audit period will be modified to align with
the Company's annual financial reporting period of January 1 through December 31. Additionally, by aligning our
procedures with the calendar year, IntemalAudit will have the ability to better ensure taxable costs are included in
employee income at year-end.

4
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NiSource Employee Expense Reimbursement Audit

Specifically, the focus of our audit included the following:

Perform analysis on employee expense reimbursement data to identify unusual items and/or trends and provide
management with insights into employee expense activity across the four NiSource business units; and

Based on the results of our data analysis, verifo if employee expenses are incurred and reimbursed in

accordance with Company Policy and Internal Revenue Service guidelines.

Overall Conclusions:

As a result of our procedures, InternalAudit identffied some minor exceptions to established Employee Expense
policies and procedures and has made the following recommendations to management:

- Reinforce documentation reouirements for Entertainment and Gift transactions to ensure compliance with
Company policy;

- Ensure all taxable Gift transactions are properly identified and included in employees income for IRS reporting;

- Reinforce the communication and review of personal mileage requirements to ensure employees traveling more
than 12,000 miles while using their personalvehicle are being considered for fleet transportation;

- Reinforce the policy requirements for the use of personal vehicles for business travel; and

- Ensure appropriate documentation is retained for employees with unique commuting arrangements for the
identification of taxable travel.
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Perform analysis on employee expense reimbursement data to identify unusual items and/or
trends and provide management with insights into employee expense activity across the four
NiSource business units.

wOTE' Audit periods included in this review extend cover the tu,elve month period July 1 to June 30 of the given audit
year (E.9. AYE 2014 = audit period of July 1, 2013 through June 30, 2014).

As paft of our analytical review, lntemal Audit observed the following:

. !!.sg@.: ERS expenses have jlglg.asgd in total over the last three (3) years, but the % increase year-over-
year has steadily declined. From 2013 to 2014,IntemalAudit noted a -9% increase (-$2.6M) in total ERS
expenses of -$28.5M to -$31.1M.

NGD: ERS expenses increased -$0.3M or -5.09/0 from AYE 2013 of -$4.9M to AYE 2014 of -$5.2M

AIIPSCO: ERS expenses increased -$0.1M or -3.576 from AYE 2013 of -$3. 6M to AYE 2014 of -$3.7M

NGS: ERS expenses increased -$0.9M or -7.4%o from AYE 2013 of -$11.8M to AYE 201 4 of -$12.7M

GPG: ERSexpenses increased-$1.4Mot-16.99/ofrom AYE2013of -$8. 1MtoAYE2014of -$9.5M

* The totol number of NiSource employees submitting ERS expenses increosed by -5%

from June 30, 2013 to June 30, 2074 - see slide 15 for more information.
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Analvtic Observations (Cont'd):

. The average total Nisource ERS expense per employee increased -4o/o from AYE 2013 to AYE 2014 while overall
total ERS expenses increased -9% during the same time period (See slide 15);

. The total number of employees submitting expenses increased by -5% during AYE 2014 (4,780 to 4,999; See
slide 15);

Hotel, Meals, and Air Travel expense categories have been consistent drivers of most ERS spend for the past
three (3) years. These three (3) expense categories comprise -70o/o of all ERS expenses during that time period.
However, while overall ERS spending has increased -9% from AYE 2013 to 2014, this increase is less than the
increases in expenses from AYE 2012 to AYE 2013 of -17% (See slide 22);

Seven (7) primary ERS expense categories increased from AYE 201 3 to AYE 2014; Gift transactions decreased
-38o/o year-over-year (See slide 22); and

Personal mileage of -3.6 Million miles was submitted for reimbursement during AYE 2014 and AYE 2013 (See
slide 54).
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As a result of data analysis observations and through appropriate sampling methodology,
determine if employee expenses are submitted timely and processed in accordance with
Company Policy and lnternal Revenue Service guidelines.

Intemal Audit identified the following:

. Expenses are captured, processed and approved in the Expense Reporting System (ERS) maintained by IBM;

. Through a risk-based analytical sampling process, InternalAudit reviewed eighty-five (85) expense reports noting
no significant policy violations. IntemalAudit identified the following exceptions:

- Two (2) taxable Gift transac{ions were not properly identified by current manual review processes and
included in the respective employee's 2013 income;

- Personal mileage reimbursements in excess of 12,000 miles were submifted by twenty-six (26) employees
during AYE 2014;

NOTE: Cuffent polby requircs receipt documentation for a limited set of transactions (i.e. "Room and Tax" &
"Cash"). lntemalAud,l's assessmenf of the reasonableness of fhe expense in accordance with policy was limibd
to the infomation required to be input into ERS.

Audit Obiective :
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NiSource Employee Expense Reimbursement Audit

Audit Obiective (Cont'd):

Accounts Payable (A/P) performs periodic audits of employee expenses based on consistent criteria and risk
factors; A/P's assessment of whether an expense item is in accordance with policy can be affected by the limited
amount of detail required to be input into ERS for some transactions;

Generally, NiSource employees submit expenses within forty-five (45) days after incurring expenses, as required
by policy. InternalAudit identified that employees have been submitting expenses more timely with 98% of all
expenses being submitted within the forty-five (45) day requirement in AYE 2014 as compared to 97% in AYE
2013;

Taxable travel for two (2) identified NiSource employees with unique commuting arrangements were tracked and
reported in each employee's income by Management through December 31,2013. Management is in process of
reviewing taxable travel during 2014 for inclusion in the employee's income and W-2 for 2014. InternalAudit will
validate the inclusion of taxable travel amounts in each employee's income for those costs incurred in 2014 in our
employee expense reimbursement audit that will cover the twelve month calendar period ending December 31,
2014: and

Taxable use of the Company-leased aircraft appears to be properly tracked and monitored. InternalAudit will
validate the inclusion of taxable amounts in employee's income for those costs incurred in 2014 in our employee
expense reimbursement audit that will cover the twelve month calendar period ending December 31,2014.
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Internal Audit Recommendation(s) :

Management should consider the following process enhancements to strengthen the current control environment:

Reinforce the documentation requirements for employees submitting Entertainment and Gift expenses to ensure
compliance with the "Business Expense Reimbursement and Reporting Policy" and the "Employee Gift and Award
Accounting and Reporting Policy';

Ensure that all taxable Gift transactions are properly identified and that taxable amounts included in employees
income, as in accordance with IRS requirements:

Reinforce the "Passenger Vehicle Policy" and the "Travel Policy" that define when fleet vehicles should be
considered to be cost effective for the Company and rental cars should be utilized in place of personal vehicles;

While the trend of submitted late transactions appears to be decreasing, reinforce expense policy for those
employees who may consistently submit expense reports past forty-five (45) days; and

Enhance cunent review processes and procedures to ensure an appropriate amount of supporting documentation
is maintained to adequately support tax treatment conclusions (taxable vs. non-taxable) for all expenses submitted
by employees with unique commuting arrangements.

Audit Obiective (Gont'd):

10
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General Comment(s,r,' ln order to improve documentation in ERS, all employees should consider providing as much
information as practicable to support their expenses in the comments section of ERS (examples include mileage
details, types of gifis to ensure appropriate tax treatnent, and explanations for expenses that do not align with policy).
lf a future ERS system update is implemented, Management should consider enhancing curent documentation
requirements and/or system controls for Gift, Cash, and Car Rental expenses.

We have shared our analytic objective results with Management and they agree with our results.

Audit Obiective (Cont'd):

11
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NiSource Employee Expense Reimbursement Audit

Analytic Objective

ANALYTIC OBSERVATIONS

Perform analysis on employee expense reimbursement data to identify unusual items and/or
trends and provide management with insights into employee expense activity across the four
NiSource business units.

12
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NiSource Employee Expense Reimbursement Audit

Analvtic Observations :

Resulfs.'

For the curent and prior audit periods, lnternalAudit independenfly accessed ERS through its online reporting tool
(GERS) and extracted all employee expense data from July 1 ,2011 - June 3O,2O14.

- NOTE: Data accuracy is limited by potential data input errors by employees (i.e. coding an expense
incorectly).

InternalAudit developed a new continuous review process regarding the audit of ERS data. InMayof 2014,the
department on-boarded a new Lead Data Analyst to assist in the development of data analytic processes and
procedures. The department also invested in a data analytic tool "Tableau" that assisted us the in the execution of
our data analysis and our audit testing sampling processes. For our data analytic observations, we imported all
ERS data for the three (3) years presented; our audit procedures focused on the t/v€lve months ending June 30,
2014.

As part of future audits and on a go-forward basis, we will continue to import ERS data into the Tableau tool for
data analysis purposes and to assist execution of audit procedures which will ensure both an efficient and
consistent audit process going forward.

13
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NiSource Employee Expense Reimbursement Audit

Analvtic Observations (Gont'dl:

Key highlights and significant fluctuations identified from the analytics performed are as follows:

.W:ERSeXpenSeShaveincreasedintota|overthe|astthree(3)years,butthepercentageincrease
year-over-year has steadily declined :

-42% increase from 6/3012011 to 613012012 (AYE 20121 (-$tt.1M to -$24.3M)

-17% increase from 6/3012012 to 61301201 3 (AYE 20131 (-$24.3M to -$28.5M)
-97o increase from 6/3012013 to 6/30/2014 (AYE 20141 (-$ZA.SM to -$31 .1M\

NGD: ERS expenses have increased -$0.3M or -5.0%o from AYE 201 3 of -$4.9M to AYE 201 4 of -$5.2M
Total average expense per NGD employee increased -1.3% from AYE 2013-2014

ilIPSCO: ERSexpenseshaveincreased -$0.1Mor-3.S%ofromAYE2013of -$3.6MtoAYE2014of -$3.7M
Total average expense per NIPSCO employee decreased -1 .5% from AYE 2013-2014

NCS: ERS expenses have increased -$0.9M or -7.4%o from AYE 2013 of -$11.8M to AYE 2014 of -$12.7M
Total average expense perNCS employee decreased -0.4%o from AYE 2013-2014

. CPG: ERS expenses have increased -$1.4M or -76.9%o from AYE 2013 of -$8. 1M to AYE 201 4 of -$9.5M
Total average expense per CPG employee increased -16.9% from AYE 2013-2014

14
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NiSource Employee Expense Reimbursement Audit

$3s.0
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Total NiSource ERS Expenses
(AYE 2012- AYE 2014)

5,000

Observations:

InternalAudit noted that the average total
NiSource ERS spend per employee
increased -4o/o from AYE 2013 to AYE
2014 while overall total ERS spending
increased -9%. While the total number of
employees submitting expenses increased
by -5% during AYE2014 (4,780 to 4,999),
total ERS expenses appear to have
outpaced the overall increase in
employees submitting expenses. See
chart included and table below:
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NOTE: Total Employee Spend in the table above includes "Officef' spend to properly illustrate 1s
overall NlSource employee expense spending.
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NiSource Employee Expense Reimbursement Audit

Total NlSource ERS Expenses / BU
(AYE 2012 - AYE 2014)

Observations:

lnternalAudit noted that total NiSource
BU ERS costs have increased year-over-
year for the periods under review.

. NIPSCO total ERS costs have slightly
increased during the periods
observed, while NIPSCO's total % of
overall NiSource ERS costs slightly
decreased during AYE 2014.

. While NCS total ERS costs comprise
the largest proportion of overall ERS
costs, their respective % of overall
ERS costs slightly decreased during
AYE 2013 and AYE2014.

NGD total ERS expenses have
increased year-over-year, but NGD's
o/o ol overall costs remain steady from
AYE 2013 to AYE 2014.

GPG total ERS totalcosts and its % of
overall costs have increased slightly
year-over-year for all periods
observed.

NOTE: Total Employee Spend in the table above includes'Officef' spend to propedy illustrate i6
overall NiSource employee expense spending.
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NiSource Employee Expense Reimbursement Audit

TotalNiSource ERS Monthly Spend Trending"
(AYE 2012 - AYE 2014)
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Observations:

While total NiSource ERS
spending has increased year-
over-year, it appears monthly
spending tends to spike during
the September-October
months and falls to the lowest
levels in December of each of
the periods observed.

Year-over-year, the total
number of transactions appear
to have greater peaks of
activity throug hout 2012 and
2013.
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17*The chart included is an illustration from the Tableau tool, representing NiSource ERS
monthly spend trending for the periods obserued.
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NiSource Employee Expense Reimbursement Audit

TotalNGD ERS Expenses
(AYE 2012- AYE 2014)
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Observations:

InternalAudit noted that the average total
NGD ERS spend per employee increased
-33% from AYE 2012to AYE 2013 and
-1o/olrom AYE 2013 to AYE 2014.
Overall, NGD ERS costs appear to have
outpaced the increase in NGD employees
submitting expenses during the audit
periods, but appears to have
proportionally decreased yea r-over-year
from AYE 2013 to AYE 2014. See table
below:

AYE 2012 AYE 2013 AYE 2014
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Total NTPSCO ERS Expenses
(AYE 2012- AYE 2014)
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Observations:

InternalAudit noted that the average total
NIPSCO ERS spend per employee
increased -5o/o from AYE 2012 to AYE
2013 and decreased -lohfromAYE 2013
to AYE 2014. Overall, average employee
ERS costs appear to be trending
downward from AYE 2013 to AYE 2014
despite an overall increase in NIPSCO
employee headcount. See table below:

s0.0
AYE 2012 AYE 2013 AYE 2014
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NiSource Employee Expense Reimbursement Audit

Total NCS ERS Expenses
(AYE 2012 - AYE 2014)
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Observations:

lnternalAudit noted the average total
NCS ERS spend per employee has
remained steady year-over-year from
AYE 2013 to AYE 2014. See table below:

AYE2OT2 AYE 2013 AYE 2014
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NiSource Employee Expense Reimbursement Audit

Total CPG ERS Expenses
(AYE 2012- AYE 2014)
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Observations:

InternalAudit noted that the average total
CPG ERS spend per employee increased
-10% from AYE 2012 to AYE 2013 and
further increased -12% from AYE 2013 to
AYE 2014. Overall, average employee
ERS costs appear to be trending upward
and outpacing the overall CPG employee
headcount increases from AYE 2013 to
AYE2014. See table below:

$o.o
AYE 2012 AYE 2013 AYE 2014
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NiSource Employee Expense Reimbursement Audit
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NiSource ERS Expense Categories
(AYE 2012- AYE 2014)
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I Air Travel
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r Gift
I Hotel
I Meals
t Other
I Personal Mileage

Observations:

Overall, Hotel, Meals, and Air Travel expense
categories have been consistent drivers of most
ERS expense for the past three (3) years, as
outlined in the graph and table below. These
three (3) categories comprise -7OYo of all ERS
submittals. However, while overall ERS
spending has increased -9% from AYE 2O13 to
AYE 2014, the increasing pace of spend has
sfowed from -17Yo as of AYE 2013.
Additionally, the increase of pace of spend for
each category has slowed from AYE 2013 -
2014. See table below.
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NiSource Employee Expense Reimbursement Audit

IViSource ERS Expense Categories by BU
(AYE 2012 - AYE 2014)
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Observations:
Allocation of ERS Spendacross lViSource BU's:

. Air Travel:allocation of spend has remained relatively
flat year-over-year during recent periods.

. Car Rental: allocation of spend has shifted from NCS
with proportional increases at CPG.

. Entertainment: proportion of spend has decreased at
NCS with increases shifting to CPG.

. Gift; while total Gift spending has decreased across
NiSource the proportion of spend has shifted from
NGD to both NCS and CPG.

. Hotel, Meals, and Other the allocation of ERS spend
has remained relatively flat across the NiSource BU's
over recent periods.

. Personal Mileage; proportion of spend has shifted
from NIPSCO and CPG in recent periods.
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Se.o

$s.o

s4.0

Sr.o

NGD ERS Expense Categories
(AYE 2012- AYE 2014)

I Air Travel

I Car Rental

I Entertainment

r Gift
r Hotel

H Meals

n Other
I Personal Mileage

Observations:

Overall, Hotel, Meals, and Other expense
categories have been consistent drivers of NGD
ERS spend for the past three (3) years, as
outlined in the graph and table below. These
three (3) categories comprise -760/o of all NGD
ERS submittals. While overall ERS spending
has increased -5% from AYE 2013 to AYE 2014,
the increasing pace of spend has slowed from an
overall -32% increase as of AYE 2013.
Additionally, the increase of pace of spend for
each category has slowed with decreases in Air
Travel and Gift spending in AYE 2014.
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AYE 2012 AYE 2013 AYE 2014

24



Exhibit No. 13
Schedule No. a(a6)y

Page 25 of72
Witness N. M. PaloneyNiSource Employee Expense Reimbursement Audit

ATTPSCO ERS Expense Categories
(AYE 2012 - AYE 2014)

Sc.o

Sr.s

Sg.o

52.s

52.o

$r.s

s1.0

s0.s

$o.o

So.1
s0.1
50.0

I Air Travel

I Car Rental

I Entertainment
r Gift
I Hotel

R Meals

I Other
I Personal Mileage

Observations:

Overall, Meals, Other, and Personal Mileage
expense categories have been consistent drivers
of NIPSCO ERS spend for the past three (3)
years, as outlined in the graph and table below.
These three (3) categories comprise -68% of all
NIPSCO ERS expenses. While overall NIPSCO
ERS spending has increased -3% from AYE
2013 to AYE 2014, the increasing pace of spend
has fargely slowed from an overall -11%
increase as of AYE 2013. Additionally,
Entertainment, Hotel, and Personal Mileage
spend has decreased in AYE 2014.
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wCS ERS Expense Categories
(AYE 2012- AYE 2014)

s14.0

512.0

s1o.o

Sz.o

So.z

50.2
So.2

r Air Travel

I Car Rental

I Entertainment
rGift
r Hotel

s Meals

n Other

I Personal Mileage

Observations:

Overall, Air Travel, Hotel, and Meals expense
categories have been consistent drivers of NCS
ERS spend for the past three (3) years, as
outlined in the graph and table below. These
three (3) categories comprise -7oo/o of all NCS
ERS expenses. While overall ERS spending has
increased -7o/olrom AYE 2013 to 2014, the
increasing pace of spend has largely slowed
from an overall -13% increase as of AYE 2013.
Additionally, Car Rental, Entertainment, and Gift
spend has decreased in AYE 2014.
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s1o.o

Sg.o

s8.0

s7.0

s2.0

CPG ERS Expense Categories
(AYE 2012- AYE 2014)

I Air Travel

I Car Rental

I Entertainment
rGift
r Hotel

I Meals

I Other
I Personal Mileage

Observations:

Overall, Air Travel, Hotel, and Meals expense
categories have been consistent drivers of CPG
ERS spend for the past three (3) years, as
outlined in the graph and table below. These
three (3) categories comprise -77o/o of all CPG
ERS submittals. While overall ERS spending
has increased -17ohfrom AYE 2013 to 2014, the
increasing pace of spend has slightly slowed
from an overall -18% increase as of AYE 2013-
Additionally, Entertainment, Meals, and Other
increased the most during AYE 2014 with a slight
decrease in Gift spend.

H ss.o
co
CL

fi ss.o
ta
E
UJ

.s s4.o
v,
C
.9
E sg.oI

51.0

Totaf l S 6,8!f,201' 58,141,854' 1896 l S 9,516,750' r7%

5o.o
AYE 2012 AYE 2013 AYE 2014

27



Exhibit No. 13
Schedule No. 4(46)y

Page 28 ot72
Witness N. M. Paloney

NiSource Employee Expense Reimbursement Audit
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Total "Air Travel" ERS Expense Trending*
(AYE 2012- AYE 2014)

*The chaft included is an illustration from the Tableau tool, representing NiSource ERS monthly
spend trending for the periods obserued. Also refer fo sldes 29-37 for other expense category
trend analysis.
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Observations:

Air Travel costs have
increased year-over-year in
both 2013 and 2014. The
trending of peak and non-peak
spending appears to be
relatively consistent during the
periods under observation with
the lowest spending and
number of transactions
occurring in the fourth quarter
of the year and the highest
level of activity occurring
during the September and
October months.
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Total "Car Rental" ERS Expense Trending
(AYE 2012 - AYE 2014)

A'rg spend per Anp

..'.lij rort :pend
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Observations:

Overall, Car Rental costs do
not have a smooth pattern of
activity during the period
under observation. However,
the lowest level of spend and
transactions typically occur in
the December and January
months, while a comparable
pattern of peak activity
appears to have occurred
during May and October of
2013 and 2014. The high
level of transactions in
September of 2013 do not
appear to align with the spend,
as noted in other months.
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Total "Entertainment" ERS Expense Trending
Aq gp*nd peq &np

. Totsi Spend

Tran:

Observations:

Entertainment activity tends to
clearly peak during the month
of December during the
periods under observation with
other high levels of activity
being noted in the August of
2012 and 2013. In contrast,
the lowest level of activity
appears to occur in the first
quarter of each year.

(AYE 2012- AYE 2014)
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Total "Gift" ERS Expense Trending
(AYE 2012- AYE 2014)

AvE Spend fz Emp

Totsl 5aend

Trans

High-Level Observations :

Gift activity tends to clearly
increase in the fourth quarter
of each year observed, with
significant peaks in the first
quarter of 2012 and 2013,
which is largely attributed to
amounts expensed for safety
awards, as noted on the next
slide. Overall, ERS Gift
spend is down -38% in AYE
2014. See the next slide for
more information.
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Total "Gift" ERS Expenses Cafegory Trending
(AYE 2012- AYE 2014)

NOTE: The table above has been organized based upon significance of Gift spend in 2014. lnternalAudit
veified with NiSource HR that taxable transacfions have been identified in each employees'2014 income.
lnternal Audit was unable to accurately determine the average amount of gift transactions per employee as it
was noted that data entered rnfo ERS was incomplete in certain instances whereby recipient information was not
included in the expense submission. As st-tch, spend per employee is not reflected herein.

Award [Cash or Cash ftuivalents (gift cards)]
Gift [tt/erchandise / Service]
Gifts [Enployees]
Aw ard [tt/lerchandise / Service]
Safety Aw ards (Taxable)

Gifts IFlowers]
Gifts INon-Employees]
Gift IRetirenent]
Safetv Awards (Mn Tax

ln

I

I

I

$

;;:;; I

22,941 
|

155,473 |

9,641

15,678 |

5,024

173,648
66,087
55,419

20,232
253,178

13,297
26,416
12,962
4,985

14.O%

58.0%
7.3%

-11.BYo

62.8%

37.9o/o

68.5%
158.0%
-64.6%

75,303 |

sq,agt I

45,413 
|

22,334 |

13,403
1 1,096 |

8,255

-11.9Yo

13.9%
-0.9%

'124.5%
-9',1.2%

0.8%
-58.0%

-36.3%

27.2Yo

l$

I

I

I

$

$ 390,111TOTAL ERS GIFT TRAI{ACTIONS 468,579 . $ 626,224

32



Exhibit No. '13

Schedule No. a(46)y
Page 33 ot 72

Witness N. M. Paloney

NiSource Employee Expense Reimbursement Audit

s 6,{00
trl
0

"ry Af,SS
u

9 iafro

E
{l
,4* gtsofi
Gi

te

lssK

Slno

ss

Total "Hotel" ERS Expense Trending
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Observations:

Hotel expenses comprise the
largest proportion of overall
ERS spending for all periods
observed. Hotel activity has
typically decreased in the
fourth quarter of each year,
with the peak activity occurring
in October and then falling to
the lowest level of activity in

November and December of
each year observed.

IDLTL]

6rlD

..

:.'

6c

" 7.,r."'. 1 :'

9sg
fiPe;E:

d d da d d N r{ d d N N a{ cl 4rt ft dt ft fl
u c _o= = aE= sFrE t M F*h ;F:=3 r tr; jr€ : ; i.3n t E : ei! *Tf : -E

tn Jfi

cp
e.AA 'c

ft
re
b

*0s

zca

D

33



Exhibit No. 13
Schedule No.4(46)y

Page 34 of 72
Witness N. M. Paloney

NiSource Employee Expense Reimbursement Audit

Total "W" ERS Expense Trending
(AYE 2012- AYE 2014)

AvE @nd pev &np

Totsl 5E€nd

Trafts

Observations:

Meal expense total monthly
spend tends to peak in the
December months. At the
same time, the total number of
transactions tend to be lower
while the spend per employee
tends to be much higher, as
noted by the peaks at the top
of the table. Ultimately, it
appears that employees may
not properly include the listing
of employees in ERS for
December gatherings/Holiday
parties. The lowest level of
spend appears to occur during
the February and July months
during the periods observed.
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SD

$ as$

Total "Other" ERS Expense Trending
(AYE 2012- AYE 2014)

Avg Spend per €rnp

Tbrll 5p€nd

TranE

Observations:

Overall, Other spend does not
appear to have a discernable
pattern of activity during the
periods observed. As such,
lnternalAudit has included a
table on the next slide that
breaks down of the top fifteen
(15) Other expense categories
in order of highest to lowest
spend during {YE2014.

Note: In total, there are
currently forty-one (41) Other
expense categories that can
be selected in ERS - please
refer to Appendix A for a full
listing and spend for the
periods observed. The largest
drivers of Other spend has
been Seminar Fees, Training,
and ParkingA/alet.
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Top 7 5* "Other" NiSource ERS Expenses Cafegory Trending
(AYE 2012 - AYE 2014)

* A totol of Hl) Categories were identified as "Other" in AYE 2014; see "SupplementalSlides" for odditional 36
informotion. "Professionol Associotions" were first widely processed in ERS in 201.3.

Fees [Seminar / Conference] 769,732

440,237
496,2'.t0

389,037

260,657

218,305

286,487

805

165,424
96,992

138,516

31,930

64,799
55,379

840,310 |

538,909 '

452,182 
1

457,941 '

289,2U 
I

257,233 |

298,715 
|

195,817 |

195,873 .

107,950 |

124,281

ls+,2+z I

86,774

os,ozz 
I

9%
22%
-9%
18%
11%
18%
4%

24225o/o

18o/o

11%
-10%
322o/o

34%
26%
25%

883,016
628,118

518,387

513,804
365,488

321,il6
305,504

297,137

210,713
160,061

132,511

124,366
107,236

79,917

75,401

5%
17o/o

15%
12%
26%
25%

2%

52%
8%

48%
7%

-8%
24%
15%
16%

Training 
I

FarkingA/alet

CIher / Mscellaneou" 
I

Services & Supplies [Office] !

Services & Supplies [Other] |Fuel I

Professional Associations I

Ground Transportation [Taxi/ Lino] |

Business Center
Safety Boots I

Gift [Cash or Cash ftuivalents (gift cards)]
Ground Transportation [Car Service] |

Tolls

TOTAL ERS G|FT TRAMCTTONS $ 3,466,517 $ 4,114,711 19% $ 4,723,206 15%

TOP 15 % OF TOTAL "OTHER'

TOTAL OTHERTRANSACTION $ 3,748,788 $ 4,499
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Total "Personal Mileage" ERS Expense Trending
AvE 5pend pet L"np

' .t Totsl 5gend

Trans

Hig h-Level Observations :

Total Personal Mileage costs
have remained steady during
2013 and 2014 with less than
a -1o/o increase in overall
costs. Peak travel periods
appear to occur in May and
October with the lowest level
of activity occurring in
December of each period
observed. Internal Audit
focused specifically on
employees with more than
12,000 miles of reimbursed
travel, as noted in the Audit
Objective of the report.
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Audit Objective
(Audit Period: July 1, 2013 through June 30, 2014)

AUDIT RESULTS
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AMEX corporate credit cards are provided to exempt employees to pay for appropriate Company related expenses
and to certain non-exempt employees who travel frequently on Company business.

- "Receipt Acknowledgments" are required to be signed by each employee, agreeing to the terms for using
the AMEX card.

Expenses are captured, processed and approved in the Expense Reporting System (ERS) maintained by lBM.

- AMEX charges are auto-fed into the ERS system and then processed by individual employees.

- Payments are remitted to AMEX by Nisource.

' Employees who are not issued corporate credit cards may still incur legitimate reimburable business expenses.

Expenses are submitted and approved on an employee expense statement and sent to Accounts Payable
for processing.

Cash advances are also available for approved expenses and are captured in the ERS system.
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As a result of data analysis observations and through appropriate sampling methodology,
determine if employee expenses are submifted timely and processed in accordance with
Company Policy and Internal Revenue Service guidelines.

. Focus Area 1:

- Review employee expense reports identified as part of our analytic procedures and evaluate their
compliance with Corporate Policry;

. Focus Area 2:

- Review the procedures performed by Accounts Payable to periodically audit employee expense transactions
and review the results oftheir audits for instances of non-compliance;

. Focus Area 3:

- Ensure expenses are entered timely into ERS for review, approval, and payment and
. Focus Arca 4:

- Verify taxable travel has been identified and properly included in income as required by IRS reporting
requirements for employees with unique working anangements, including travel with the use of the
Company-leased aircraft for compliance.

NOTE : Audit Resu/ts are presented on slides 47-64; Refer to slides 65 and 66 for lnternal Audit
Recommendations for all four (4) focus areas noted.

Audit Obiective :

40
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Review employee expense reports identified as part of our analytic procedures and evaluate their
compliance with Gorporate Policy.

Audit Resulfs,'
Based on the analysis performed as part of our Analytic Obseruations, eighty-five (85) samples were selected for
further testing using a risk-based sampling approach.

. InternalAudit reviewed the selected expense statements within ERS to determine compliance with corporate
policy, including the following:

Busrness Expense Reimbursement and Reporting ;
Corporate Credit Cards;

Employee Gift and Award Accounting and Reporting;
Passenge r Vehicle Policy; and
Travel Policy.

. InternalAudit did not identiry significant and/or recurring violations of policy based on the samples selected. Audit
noted that supporting expense receipts, per policy, arc pimaily only rcquired for "Hotel"* and "Cash" expenses.

NOTE: Due to the lack of detail and suppotting documentation rcquirccl by coryorate polby, lntemal Audit's assessment of tl€
selected expense item as a reasonable business expense I'h acco rdance with cotporate polq was limited in somg cases based
on the information retained in ERS. Cunently, the version of ERS utilizec! by Nisource does not allow additional receipts to be
requircd for categodes which cunently do not require one.

*Hotel expense includes Room & Tox, Conferences Rooms, ond Other expenses chorged through ot hotels 41
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Audit Obiective - Focus Area 1 (Cont'd):
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Audit Selection ldentification Process:
IntemalAudit utilized the data analytics tool Tabloau to assist in the determination of selections for testing. The scatter
chart above is a diagram that shovrF the spending relationship of all ERS expenses for AYE 2014. Our audit
procedures largely focused on 'outlie/' transactions (as highlighted above in red chcles) that deviate from median
spend whereby an employee may have a large number of transactions with a large dollar value. The black line above
illustrates the median soend for allAYE 2014 transactions.
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Audit Obiective - Focus Area I (Cont'd):

Audit Sample ldentifi cation Process:

. Utilizing the analytical data, as outlined in the first section of this report, and through the use of scatter plot data
associated with each of the eight (8) overall ERS expense categories Internal Audit focused our total selection
population on "outliei' transactions by each employee of Nisource submitting expenses.

Testing selections excluded expenses submitted by Officers as they are subject to testing in the Officer Expense
review performed annually.

In addition to outlier transactions, we also focused our efforts on the following activities:

Gift transactions that result in a gift of over $250 to the recipient;
Spouse or Partner transactions;

Cash Transactions and Advance Reguesfs;

Personal Mileage greater than 12,000 miles in an annual period ;

Potential fraud indicators (Highest spend for a given category, round dollars, unusual vendor...etc.); and
U n u su al flig ht desti n ation s.

Slides 45-57 contain scatter plot diagrams/activity for the eight (8) expense categories and cash transactions and
note our conclusions for each of the categories and related selections tested.
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Air Travel Transactions:

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections were properly submitted in
accordance with Corporate policies and
were approved in ERS. However,
Internal Audit noted additional business
purpose documentation would enhance
our ability to ensureAir Travel expenses
are appropriate.
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Audit Obiective - Focus Area 1 (Cont'd):

(AYE 2014)
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Gar Rental Transactions:

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections were properly submitted in
accordance with Corporate policies and
were approved in ERS. See the next
slide for more information.
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Audit Obiective - Focus Area 1 (Cont'd):

(AYE 2014)
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Car Rental Testing (Cont'd):

InternalAudit made the following observations regarding Car Rental documentation requirements in ERS:

- As it is not a pre-populated field, the Employee is able to manually select the car class within ERS, which
may or may not align with the actual class of car rented/expensed; and

- The Employee is able to manually choose how many days the car was utilized/rented, which may or may not
align with the actual number of days the car was rented/expensed.

Due to the manual input requirements noted above, observing and reporting on Rental Gar activity may lead to
inaccuracies to actual activity of Company personnel. As such, InternalAudit has only reported results on the total
Car Rentalspend, as noted in the Data AnaMic Observation section of the report.

Audit Obiective - Focus Area 1 (Gont'd):
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NiSource Employee Expense Reimbursement Audit

Total "Entertainmery!" ERS Expense Scaffer (By Employee)

$1 sH

Audit Obiective - Focus Area 1 (Cont'd):

(AYE 2014)
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E ntertai nment Transactions :

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections tested were properly
submitted in accordance with Corporate
policies and were approved in ERS with
minor documentation exceptions, as
noted on the next slide.
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NiSource Employee Expense Reimbursement Audit

Audit Obiective - Focus Area 1 (Cont'd):

Entertai n m ent Testi n g (Co nt' d) :

Section 7.9 of he "Business Expense Reimbursement and Reporting" Policy states the following:

- The following information must be provided on the expense statement for entertainment expenses:
. Amount
. Date
. Name of establishment
. Nature of discussion or business purpose
. Name, title, and company of each guest

- lf the Company incurs expenditures for non-business related entertainment or travel of the employee and/or
the employee's spouse, such expenditures shall be treated as compensation paid to the employee subject to
withholding taxes.

lnternalAudit noted for some of our selections, the number of attendees (Name, title, and company of each guest)
did not appear to be fully documented within ERS, as required per policy.

Additionally, in some instances, documentation within ERS could be enhanced to provide more detail as to the
business pu rpose of Entertain ment transactions.
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Audit Obiective - Focus Area 1 (Cont'd):

Total 'tcift" ERS Expense Scaffe r (By Employee)
(AYE 2014)
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Gift Transactions:

As part of our risk-based approach,
lnternalAudit has focused on ceftain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, Internal Audit noted
most selections were properly submitted
and approved in ERS. However, see
the next slide for more information on
exceptions noted.
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NiSource Employee Expense Reimbursement Audit

Audit Obiective - Focus Area 1 (Cont'd):

Gift Testing (Cont'd):

IntemalAudit identified nine (9) transactions in our selection population that included taxable gifts to employees.

- Section 4.1 of the "Business Expense Reimbursement and Reporting" Policy states the following:

. All cash or cash equivalents, such as gifl cards and gift certificates, regardless of the amount, will be
included in the employee's gross income and taxed at the employee's applicable tax rates.

- IRS guidelines require that any gift over $400 must be included in the employees gross income and taxed.

Of nine (9) taxable gift transaction identified, seven (7) of the gift transactions were properly identified by Payroll and
included in the each of the respective employee's income; and two (2). taxable gift transactions were not properly
included as income to the employee.

. One (1) taxable gift transaction (amounting to -$1f; excluded from income to the employee was not
identified by Payroll as part of their current review processes; and

. One (1) taxable gift transaction (amounting to -$2K) excluded from income to the employee was
identified as a retirement gift; retirement gifts are not currently reviewed by Payroll for inclusion in
employee's taxable income.

NOTE: Payroll will review retirement gifts for taxability on a go-forward basis.

*Both tronsoctions thot were not properly included in income were incurred in 2073. 50
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Gift Testing (Cont'd):

Section 6.1.1 of the "Employee Gift and Award Accounting and Reporting Policy" states the following: lf the
expense is charged to the corporate card or if an employee is to be reimbursed for the purchase - select the
appropriateAward / Gift category in the ERS Tool. The following information must be provided:

Employee lD (recipient of the gift)

Employee Name (recipient of the gift)

Amount of the gift

Date of the gift

InternalAudit noted for a number of our selections, the employee lD, employee name, amount of gift, or the date
of the gift was not included in ERS.

Additionally, InternalAudit observed that documentation within ERS could be enhanced to provide more detail as
to the business purpose and/or nature of Gift transactions to ensure appropriate classification for taxability.

Audit Obiective - Focus Area 1 (Cont'dl:
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(AYE 2014)
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Hotel (Room & Tax) Transactions:

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Gonclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections were properly submitted in
accordance with Corporate policies and
were properly approved in ERS.
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Audit Obiective - Focus Area 1 (Cont'd):
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Personal Mileage Transactions :

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections were properly submitted in
accordance with Corporate policies and
were properly approved in ERS.

lnternal Audit identified twenty-six (26)
employees with submissions in excess
of 12,000 miles during the audit period -
see the next slide for more information
regarding Personal Mileage
transactions.
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Personal Mileage Testing (Cont'd):
. Personal mileage of -3,6 Million miles was submitted for reimbursement during AYE 2014 (lnternalAudit noted

approximately the same number of miles submitted in AYE 2013.) InternalAudit summarized all personal miles for
AYE 2014 and identified twenty-six (26) employees that had driven over 12,000 miles, which is the minimum
annual mileage to be eligible for a fleet vehicle, per the "Passenger Vehicle Poliry."

- Internal Audit noted four (4) employees received ovet -$10Kin reimbursement for personal vehicle mibs
during the current audit period.

. Per the "Travel Policy", a rental car or flight must be taken if the cost is cheaper than the estimated peronal
mifeage reimbursement. A flight should be taken if the lime lo drive is greater than four (4) hours or 200 miles.
When the vehicle rental rate is cheaper than the mileage reimbursement, employees are required to rent a vehicle
from a prefened vendor.

- InternalAudit identified instances whereby employees drove their personal vehicle extended distances when
a rental car or a flight should have been considered, per policy.

. We identified fourteen (14) employees who submitted transactions with mileage of over 1,000 miles for one (1) day

- Upon further review, we noted the identified employees needed to properly itemize travel each day instead
of submitting expenses in total for a collection of days.

NOTE: NiSource Fleet Management reviews employees who have submitted more than 12K miles on a calendar year
basis and inquires about the need for a company vehicle with the manager of the area.

Audit Obiective - Focus Area 1 (Gont'd):



Exhibit No. 13
Schedule No.4(46)y

Page 55 o172
Witness N. M. Paloney
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Total "Meals" ERS Expense Scaffe r (By Employee)
(AYE 2014)
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Meals Transactions:

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections were properly submitted in
accordance with Corporate policies and
were approved in ERS.
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NiSource Employee Expense Reimbursement Audit

Total "Other" ERS Expense Scaffer (By Employee)
(AYE 2014)
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Other Gategory Transactions :

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Conclusions:
As part of our review of the identified
audit selections, Internal Audit noted
overall, most selections were properly
submitted in accordance with Coroorate
policies and were approved in ERS.
However, InternalAudit did identify a
number of instances where the incorrect
expense category was selected by the
Employee for submission (E.g.
"Telephone [Other]" was selected for an
expense that should have been coded
to "Hotel").
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Total "Cash 'ERS Expense Scaffer (By Employee)
(AYE 2014)

Gash Transactions:

As part of our risk-based approach,
lnternalAudit has focused on certain
outlier transactions.

Gonclusions:
As part of our review of the identified
audit selections, InternalAudit noted all
selections were properly submitted in
accordance with Corporate policies and
were approved in ERS. All Cash
transactions greater than $25 were
properly supported with receipt
documentation.
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Audit Obiective - Focus Area 2:
Review the procedures performed by Accounts Payable to periodically audit employee expense
transactions and review the results of their audits for instances of non-compliance.

Audit Results:
. InternalAudit noted Accounts Payable performs audits on employee expenses that fall into the following

categories:

- A prc-audit of all expense repofts exceeding $1 0,0@;
- A pre-audit of specifically identified employees based on historical expeience and/or position within

the Company;

- A post audit of a nndom 1094 sample of all expense submlssrbns,'

- A post audit on all miscellaneous expenses exceeding $250; and

- A post audit on all cash out of pocket meals greater than $25.

. Intemal Audit noted Accounts Payable is limited in their assessment, as receipts are not required for expenses
other than "Room and Tat' and "Cash" transactions.

Accounts Payable relies heavily on the superuisor's approval of the expense.

Items that appearto be non-compliant with policy are investigated.
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NiSource Employee Expense Reimbursement Audit

Audit Obiective - Focus Area 2 (Gont'd):

InternalAudit noted Accounts Payable conducted numerous training sessions at department staff meetings across
NiSource to better educate Company personnel on the following:

How to properly utilize the ERS system for submitting employee expenses;

Understand and comply with Company policies;

Discuss typical areas of non-compliance;

Usage of Credit Cards; and

General Travel questions and concerns.

Accounts Payable personnel have parlicipated in CPG's monthly new employee orientation in Charleston and
Houston, as well as three (3) of the Travel Fairs sponsored by Supply Chain. Each fair provided the opportunity
forA/P to provide ERS information and to educate employees on ERS policies.
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Audit Obiective - Focus Area 3:
Ensure expenses are timely entered into ERS for review, approval, and payment.

Audit Resulb:
. Per the Employee Expense policy, expenses must be submitted 10 days after an employee receives a monthly

statement, but not to exceed forty-five (45) days from the date of the expense transaction.

- IntemalAudit noted -$0.6M in ERS expenses, submitted by 951 employees, were submifted past the forty-
five (45) day requirement during AYE 2014, accounting for less than -2% of total expenses submitted during
the audit period.

Refer to the next slide for more information.
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NiSource Employee Expense Reimbursement Audit
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Audit Obiective - Focus Area 3 (Cont'd):

Transactions Submitted Pasf 45 Days
(AYE 2012- AYE 2014)
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Observations & Gonclusions:

From AYE 2013 to AYE 2014, the number of
employees submitting expenses has increased -5%
(Refer to slide 15). While the number of employees
submitting expenses has increased, the total amount
and number of employees submitting expenses past
the forty-five (45) day requirement has decreased from
AYE 2013 to AYE 2014. Overall, the total number of
late expenses and transactions have decreased -31Yo
and 34o/o, respectively from AYE 2013 to AYE 2014.

The total amount of expenses submitted "late" during
AYE 2014 was less than -2o/o of the overall -$31 .1 M in
ERS expenses, as compared to -3o/o of total ERS
expenses in AYE 2013.
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Audit Obiective - Focus Area 4:
Verify that taxable travel has been identified and properly included in income as required by IRS
reporting requiremenb for employees with unique working arrangements, including travel with the
use of the GompanyJeased aircraft for compliance.

Audit Resulb:

Taxable Travel:

. Employees whose personal residence is a location other than their principal place of employment may have
business expenses reimbursed by Nisource that are taxable to the employee.

. The Director of Human Resources (HR) Operations Delivery obtains travel expenses from ERS for employees
identified by applicable Human Resource Consultants as having commuting arrangements and determines taxable
expenses based upon guidelines established by Legal and HR. As a result of the review, qualified taxable
expenses are then added as tiaxable income to the employee.

. Taxable travel for two (2) identified Nisource employees (non-officers) with unique commuting arrangements was
tracked and monitored by Management through December 31, 2013. Management is in process of reviewing
taxable travelduring 2014for inclusion in the employee's income and W-2 for 2014. InternalAudit will validate the
inclusion of taxable travel amounts in employees' income for those costs incurred in 2014 in our employee
expense reimbursement audit that will cover the t\ivelve month calendar period ending December 31 , 2014.
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Audit Obiective - Focus Area 4 (Cont'd):

. NOTE: As noted in previous revieu/s of taxable travel expenses, the determination of taxable treatment depends
upon the extent of supporting documentation. In some cases, the lack of substantial supporting documentation can
lead to IntemalAudit's inability to properly conclude on the appropriate tax treatment.

Taxable Use of the Company-Leased Aircreft:

. InternalAudit also noted during 2013, Management implemented a new control, with the use of a generated report
from the Professional Flight Management System (PFM), to identifo taxable commuting expenses associated with
the use of the company-leased aircraft. The report allows the Aviation Department to more accurately track,
monitor, and report personal commuting Travel by Nisource employees.

At the end of 2013, InternalAudit performed procedures for a specific selection of employees related to how the
company determines the taxable income associated with an employee's personal use of the Company-leased
aircraft. As a result of that review (through December 31 , 2013), InternalAudit identified additional taxable costs of
,ess tl,an -$5K for two employees (one Officer) which were not included as taxable income to the employee during
the 2012 and 2013 tax years.

For the January 2014 through June 2014 period, InternalAudit obtained the flight logs for Company-leased aircraft
from Aviation Services Management for the period under review and noted that a business/flight purpose was
included for each flight "leg" for each passenger.

63



NiSource Employee Expense Reimbursement Audit

Exhibit No. 13
Schedule No. 4(46)y

Page 64 of 72
Witness N. M. Paloney

Taxable Use of the Company Leased Aircraft (Cont'd):

. IntemalAudit reviewed the flight log noting that flight management designates lvhen a flight taken by a company
employee is for personal reasons. For the period reviewed, twenty-seven (27) flights lt/ere deemed personal, per
the flight log data.

Based on the information provided in the log, InternalAudit did not identify any other flights that appeared to
be personal in nature.

IntemalAudit will validate the inclusion of identified taxable travel amounts in the respective employee's income for
those costs incuned in 2014 as part of procedures performed in the upcoming employee expense reimbursement
audit that will cover the twelve month calendar period ending December 31, 2014.

Audit Obiective - Focus Area 4 (Cont'd):

64



NiSource Employee Expense Reimbursement Audit

Exhibit No. 13
Schedule No. 4(46)y

Page 65 of 72
Witness N. M. Paloney

Audit Obiective Recommendations - Focus Areas 14

lnternal Audit Recommendation(s):

Focus Are€ 1:
. Management should consider reinforcing the documentation requirements for employees submitting Entertainment

and Gift expenses to ensure compliance with the "Business Expense Reimbursement and Reporting Policy" and
the "Employee Gift and Award Accounting and Reporting Policy";

Management should ensure thal all taxable Gift transactions are properly identified and that taxable amounts are
included in employees income, as in accordance with IRS requirements; and

Management should consider reinforcing the Passenger Vehicle Policy and the Travel Policy that define when fleet
vehicles should be considered to be cost efiective for the Company and when rental cars should be utilized in
place of personal vehicles.

Focus Area 3:
. While the fend of submitted late transactions appears to be decreasing, Management should continue to reinforce

expense policy for those employees who may consistently submit expense reports past forty-five (45) days.
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Audit Obiective Recommendations - Focus Areas 1-,4

Intemal Audit Recommendation(s) (Cont'd):

Focus Area 4:
. Management should continue to consider enhancing current review processes and procedures to ensure an

appropriate amount of supporting documentation is maintained to adequately support tax treatment conclusions
(taxable vs. non-taxable) for all expenses submitted by employees with unique commuting anangements.

General Commenf(sr.' In orderto improve the documentation in ERS, all employees should consider providing as
much information as practicable to support their expenses in the comments section of ERS; examples include mileage
details, types of gifb to ensure appropriate tax treatment, and explanations for expenses that do not align with policy. lf
a future ERS system update is implemented, Management should consider enhancing cunent documentation
requirements and/or system controls for Gift, Cash, and Car Rental expenses.
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Specific employee spend data related to each of the BU's are included in the following exhibits:

. ExhibitA- Nisource Gas Distribution Companies

. Exhibit B - Northem Indiana Public Service Company

. Exhibit C - Nisource Corporate Services

. Exhibit D - Columbia Pioeline GrouD

Exhibits have been provided to each BU's executive management for informational purposes and additional intemal
us€, as deemed appropriate.
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cc: R. C. Skaggs

S. P. Smith

C. J. Hightman

J. Hamrock

J. Stanley

J.W. Mulpas

G. L. Kettering

L. J. Francisco

V. Sistovaris

R. D. Campbell

D.A. Eckstein

L.M. Bolin

T. L. Tucker

B. M. Sedlock

Deloitte & Touche. LLP

(All Exhibits)

(All Exhibits)

(All Exhibits)

(E*libitA)
(Elhibit B)

(Exhibit C)

(Efiibit D)

(All Elffbits)
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lntemal Audit has included all ERS spend information by ERS ex@nse category for the Nior three (3) years informational putposes

- see slides 69 through 72
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NOTE: Through review of ERS data, lnternalAudit identified 69 totalERS expense categoies. 69
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37,677 | -r%

32,942', -10/o

1,587 ; 3Yo

709 
| fi%

Fees [Seminar / Conference]

Training

FbrkingA/alet

Other / Mscellaneous

Services & Supplies [Office]
Services & Supplies [Other]
Fuel

Plof essional Associations

769,732

440,237

389,037

496,210

260,657

218,305

286,487

805

840,310 | oV"

538,909 22%

457,s411 rc"n

452,182 -9%

28s,264 | ,,"t"
257,233 | 18%

298.715 | 40/o

195,817 , 242250/,

883,016 5%

628,118 | tn
518 387 13%

513,804 | ux
365,488 26Yo

32i,f#6l ,u"t"

305,504 | 2o

297.137 | 52y,
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Exhibit No. 13
Schedule No. a(a6)y

Page71 of72
Witness N. M. PaloneyNiSource Employee Expense Reimbursement Audit

Ground Transportation [Taxi / Linn]

Business Center

Safeg Boots

Gift [Cash or Cash ftuivalents (gift cards)]

Ground Transportation [Car Service]

Tolls

Books/lvhgaz ines/ltlew s pa pers

Telephone [Other]

Ground Transportation IRaiUBus]

Duplicating/Faxing

Clothing [Protective]
Minibar / Refreshnpnts

Tips / Gratuities

Telephone Itt4obile]

Fostage / Courier

Golf

Ground Transportation [Other]

CDL / HOIST License

165,424

96,992

138,516

31,930

64,799

55,379

52,006

48,312

30,133

21,028

19,052

35,753

22,023

15,247

14,9'10

10,452

8,458

15,363

12,424

;;^:,;;; I

134,747 
|

86,774'
6e,672 

I
65.042'
50,7s7 

|
45,138

58,253 
|

20,320

34,548 
|

24,197

22,y5 |

34.143

4,136 |

15,843 
|

13,628 |

18%

11Yo

-10%

322%

u%
26Yo

25%

5%

50Yo

177%

7Yo

-3%

10%

47Yo

129%

-60%

87%

-11o/o

-9%

210,713 
|

160,061 |

132,511 
|

124,366 '
107.236 t

7g.s17 |

75,401 
|

47J32
43,820 

|
42,766

40,624 
|

29,247

243s4 |

24,042

213621
13,146 

|
12,9U I

12,869 
|

9.521 .

8%

48%

7%

-e%

24%

15%

16Yo

-7%

-3o/o

-27%

100%

-15%

1%

8%

-37%

2180h

-18%

-60/o

-16Yo
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Exhibit No. 13
Schedule No.4(46)y

Page 72 ol 72
Witness N. M. Paloney

NiSource Employee Expense Reimbursement Audit

OTHER

Safety Glasses

l-lotel

Advance Reouest

Dry Cleaning/Laundry

Civic Associations

Fees [PassporWisa/lmrnunization Costs]

CDL Physical

PAOLobbying Dues

Telephone [Line Rental]

Spouse/Fartner Bpense
Fees [Currency Conversion/Traveler Checks]

ftotective Lens Coating

Spouse/l?rrtner [Business/Achievernent Aw ard]

9,432

634

6,1 95

6,090
'180

600

1,671

0

652

3,310

37

223

0

90

;,qoo I

9,772 
|

8,720 |

3,140 
|

2,774'
s2s 

1

959'
2,020 

|
99

e6 
l

0

-21%

1Q92To

19%

60%

4745%

423Yo

66%

N/A

47Yo

-39%

169%

-57%

N/A

-8%

9,227

6,100 |

5,960 
|

5,783 r

5,48s 
I

2,934 |

2,351 
|

2,079',

1,170 
|

947 -

56e 
I

24n.

78 
1

24%

^19%

-19%

-41%

-37%

-7%

-15%

296%

22%

-53%

475o/o

222%

N/A

-179%

GRAND TOTAL . ERS DPENSES
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79.

Exhibit No. r3
Schedule No.s

Page r of r
Witness: K. K. Miller

COLUMBIA GAS OF PENNSYLVANIA. INC
sg.sT III. BAI,ANCE SHEETAND OPERATING STATEMENT

A. ALL UTILITIES

List extraordinary properby losses as a separate item, not included in
operating expenses or depreciation and amortization. Sufficient
supporting data must be provided.

Response: Columbia Gas of Pennsylvania, Inc. has no extraordinary
property losses.



27.

Exhibit No. 13

Schedule No. 6
Page r of r

Witness: N.M. Palonev

COLUMBIA GAS OF PENNSYLVANIA, INC
53.m III. BAI.ANCE SHEETAND OPERATING STATEMENT

E. GAS IITILITIES

Submit a schedule for gas producing units retired or scheduledfor
retirements subsequent to the test year showing station, units, Mcf
capacity, hours of operation during test year, net output produced and
cents/Mcf of maintenance and fuel expenses.

Response: None.
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