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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:
(1)  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 opportunity to earn a fair rate of return.
(2)  The total number of customers served by the utility.
Response (Kempic): Refer to Exhibit No. 3.

(3) A calculation of the number of customers, by tariff subdivisions,
whose bills will be affected by the change.

Response (Balmert): Refer to Exhibit No.103, Schedule No. 8.
(4) The effect of the change on the utility's customers.
Response (Balmert): Refer to Exhibit No. 103, Schedule No. 8.

(5)  Thedirect or indirect effect of the proposed change on the utility's
revenues and expenses.

Response (Kempic): Refer to Exhibit Nos. 3 and 4.



(6)

7)

®

(9)
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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 utility will not be
impacted by the 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 tariff change
seeking a general rate increase as defined in 66 Pa. C.S. §1308
(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.
§1308.

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.
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COLUMBIA GAS OF PENNSYLVANIA, INC.
53.52

(10) 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 53.45).

(11) 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:

(1) 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 opportunity to earn a fair rate of
return.

(2)  The operating income statement of the utility for a 12-month
period, the end of which may not be more than 120 days prior to the
filing.

Response (Kempic): Refer to Exhibit No.2.
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COLUMBIA GAS OF PENNSYLVANIA, INC.
53.52

A calculation of the number of customers, by tariff subdivision,
whose bills will be increased.

Response (Balmert): Refer to Exhibit No. 103, Schedule No. 8.

A calculation of the total increase, in dollars, by tariff subdivision,
projected to an annual basis.

Response (Balmert): Refer to Exhibit No. 103, Schedule No. 8.
A calculation of the number of customers, by tariff subdivision,
whose bills will be decreased.

Response (Balmert): Refer to Exhibit No.103, Schedule No. 8.

A calculation of the total decreases, in dollars, by tariff subdivision,
projected to an annual basis.

Response (Balmert): Refer to Exhibit No.103, Schedule No.8.
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COLUMBIA GAS OF PENNSYLVANIA, INC
53.53 I1 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-13 for projected revenues and expenses.

Please see Exhibit GAS-ROR-14 for the projected construction budget.
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Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness
Applicability: Public Utilities Other Than Canal, Turnpike, Bridge, and Wharf
2 Companies
53.52(a) Whenever a public utility, other than a canal, turnpike, tunnel, bridge or wharf company files a tariff, 13 3 Kempic
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;:
53.52(a)1 The specific reasons for each change. 13 1 113 1 Kempic
53.52(a)2 The total number of customers served by the utility. 3 103 Lai
13 1 113 1 Kempic
53.52(a)3 A calculation of the number of customers, by tariff subdivision, whose bills will be affected by the 3 103 Lai
change. 13 1 113 1 Kempic
53.52(a)4 The effect of the change on the utility's customers. 3 103 Lai
13 1 113 1 Kempic
53.52(a)5 The direct or indirect effect of the proposed change on the utility's revenue and expenses. 13 1 113 1 Kempic
53.52(a)6 The effect of the change on the service rendered by the utility 13 1 113 1 Kempic
53.52(a)7 A list of factors considered by the utility in its determination to make the change. The list shall 13 1 113 1 Kempic
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 change seeking a general rate increase as
defined in 66 Pa. C. S. & 1208 (relating to voluntarv chanses in rates)
53.52(a)8 Studies undertaken by the utility in order to draft its proposed change. This paragraph does not apply 13 1 113 1 Kempic
to a portion of a tariff change seeking a general rate increase as defined in 66 Pa. C. S. & 1308.
53.52(a)9 Customer polis taken and other documents which indicate customer acceptance and desire for the 13 1 113 1 Kempic
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.
53.52(a)10 | Plans the utility has for introducing or implementing the changes with respect to its ratepayers. 13 1 113 1 Kempic
53.52(a)11 FCC. FERC or Commission orders or rulings applicable to the filing. 13 1 113 1 Kempic
53.52(b) Whenever a public utility, other than a canal, turnpike, tunnel, bridge or wharf company files a tariff, 13 3 Kempic
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:
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Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness
53.52(b)1 The specific reasons for each Increase or decrease. 13 1 113 1 Kempic
53.52(b)2  |The operating income statement of the utility for a 12-month period, the end of which may not be 2 1 102 1 Lai Balmert
more than 120 days prior to the filing. 3 103 1 Kempic
13 13 Miller
53.52(b)3 A calculation of the number of customers, by tariff subdivision, whose bills will be increased. 3 103 Lai Balmert
13 1 113 1 Kempic
53.52(b)4 A calculation of the total increases, in dollars, by tariff subdivision, projected to an annual basis. 3 103 Lai  Balmert
13 1 113 1 Kempic
53.52(b)5 A calculation of the number of customers, by tariff subdivision, whose bills will be decreased. 3 103 Lai Balmert
13 113 Kempic
1 1
53.52(b)6 A calculation of the total decreases. in dollars, by tariff subdivision, projected to an annual basis. 3 103 Balmert Lai
13 1 113 1 Kempic
53.52(c)1 A Statement showing the utility's calculation of the rate of return earned in the 12-month period 8 108 Paloney
referred to on subsection (b)(2), and the anticipated rate of return to be earned when the tariff,
revision, or supplemental becomes effective. The rate base used in this calculation shall be
supported by summaries of original cost for the rate of return calculation.
53.52(c)2 A detailed balance sheet of the utility as of the close of the period referred to in subsection (b)f2). 1 1 101 Miller
53.52(c)3 A summary, by detailed plant accounts, of the book value of the property of the utility at the date of 8 1,2 108 Paloney
the balance sheet reguired by paragraph (2).
53.52(c)4 A statement showing the amount of the depreciation reserve, at the date of the balance sheet required 8 3 108 3 Paloney
by paragraph (2), applicable to the property, summarized as required by paragraph (3).
53.52(c) 5 A statement of operating income, setting forth the operating revenues and expenses by detailed 2 1 102 1 Miller
accounts for the 12-month period ending on the balance sheet required by paragraph (2).
53.52(c) 6 A brief description of a major change in the operating or financial condition of the utility occurring 1 2 101 Miller
between the date of the balance sheet required by paragraph (2) and the date of transmittal of the
tariff, revision or supplement. As used on this paragraph, a major change is one which materially
alters the operating or financial condition of the utility from that reflected in paragraphs (1) - (5).
53.531A 53.53 L. VALUATION
A, ALL UTILITIES
53.53.1.A.1 |Provide a corporate history (include the dates of original incorporation, subsequent mergers and/or 15 1 115 Paloney
acquisitions). Indicate all countries and cities and other governmental subdivisions to which service
is provided (including service areas outside the state), and the total population in the area served.
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53.53.1.A.2

Provide a schedule showing the measures of value and the rates of return 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

108 Paloney

53.53.1.A.3

Provide a description of the depreciation methods utilized in calculating annual depreciation
amounts and depreciation reserves, together with a discussion of all factors which were considered in
arriving at estimates of service life and dispersion by account. Provide dates of all field inspections
and facilities visited.

109 1 Spanos

53.53.1.A.4

Set forth, in exhibit form, charts depicting the original and estimated survivor curves and a tabular
presentation of the original life table plotted on the chart for each account where the retirement rate
method of analysis is utilized.

a. If any utility plant was excluded from the measures of value because it was deemed not to be "used
and useful” in the public service, supply a detailed description of each item of property.

b. Provide the surviving original cost at test year end by vintage by account and include applicable
depreciation reserves and annuities.

(i) These calculations should be provided for plant in service as well as other categories of plant,
including, but not limited, to contributions in aid of construction, customer's advances for
construction, and anticipated retirements associated with any construction work in progress claims
(if Applicable)

109 1 Spanos

Spanos
Spanos

Spanos

53.53.L.A5

Provide a comparison of respondent'’s calculated depreciation reserve vs. book reserve by account at
the end of the test year.

109 2 Spanos

53.53.1.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 filing.

b. For the purposes of the most recent rate increase filing prior to the current proceedings.

(i) Supply a comprehensive statement of any changes made in method of depreciation and in

he selection of average service lives and dispersion.

109 3 Spanos

53.53.1.A.7

Provide a table, showing the cumulative depreciated original cost by year of installation for utility
plant in service at the end of the test year (depreciable plant only) as claimed in the measures of
value, in the following form:

a. Year installed.

b. Original cost - the total surviving cost associated with each installation year from all plant
accounts.

109 4 Spanos
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c. Calculated depreciation reserve-the calculated depreciation reserve associated with each Spanos
installation vear from all plant accounts.
d. Depreciated original cost - (Column B minus Column C).
e. Total - cumulation year by year of the figures from Column D.
f. Column E divided by the total of the figure in Column D.

53.53.1.A.8 |Provide a description of the trending methodology which was utilized. Identify all indexes which 8 108 Paloney
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. if indexes were composite,
show all supporting calculations, include any analysis made to "test" the applicability of any index.

53.53.1.A.0 | Provide an exhibit indicating the spot trended original cost at test year end by vintage by account and 8 108 Paloney
include applicable depreciation reserves. Include total by account for all other trended measures of
value.

53.53.1.A.10 |Supply an exhibit indicating the percentages of Undepreciated original cost which were trended 8 108 Paloney
with the following indexes: 8 108 Paloney
a. Boeckh. 8 108 Paloney
b. Handy-Whitman, 8 108 Paloney
c. Indexes developed from suppliers' prices. 8 108 Paloney
d. Indexes developed from company records and company price histories. 8 108 Paloney
e. Construction equipment. 8 108 Paloney
f. Government statistical releases. 8 108 Paloney

53.53.1.A.11 | Provide a table, showing the cumulative trended depreciated original cost (at the spot price level) by 8 108 Paloney
year installation for utility plant in service at the end of the test year (depreciable plant only) as
claimed in the measures of value, in the following form:
a. Year installed. 8 108 Paloney
b. Trended original cost (at the spot price level) - the total surviving cost associated with each 8 108 Paloney
installation year from all plant accounts.
¢. Trended calculated depreciation reserve - the calculated depreciation reserve associated with each 8 108 Paloney
installation year from all plant accounts.
d. Depreciated trended original cost - (Column B minus Column C). 8 108 Paloney
e. Total-accumulation year by year of the figures from Column D. 8 108 Paloney
f. Column E divided by the total of the figures in Column D. 8 108 Paloney

53.53.1.A.12  |If a claim is made for construction work in progress, include, in the form of an exhibit, the summary 8 108 Paloney
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. [These exhibits should be updated at
the conclusion of these proceedings.]
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53.53.1.A.13  |If a claim is made for non-revenue producing construction work in progress, include, in the form of 8 108 Paloney
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. [These
exhibits should be updated at the conclusion of these proceedings.]
53.53.1.A.14 |If a claim is made for plant held for future use, supply the following: 8 108 Paloney
a. A brief description of the plant or land site and its cost. Paloney
b. Expected date of use for each item claimed. Paloney
c. Explanation as to why it is necessary to acquire each item in advance of its date of use. Paloney
d. Date when each item was acquired. Paloney
e. Date when each item was placed in plant held for future use. Paloney
53.53.1.A.15 |1f materials and supplies comprise part of the cash working capital claim, attach an exhibit showing 8 108 Paloney
the actual book balances for materials and supplies by month for the thirteen months prior to the end
of the test year. Explain any abrupt changes in monthly balances. [Explain method of determining
claim if other than that described above.]
53.53.1.A.16  |If fuel stocks comprise part of the cash working capital claim, provide an exhibit showing the actual 8 108 Paloney
book balances (quantity and price) for the fuel inventories by type of fuel for the thirteen months
prior to the end of the test year by location, station, etc. [Explain the method of determining claim if
other than that described above.]
53.53.1.A.17 |Regardless of whether a claim for net negative or positive salvage is made, attach an exhibit showing 9 5 109 5 Spanos
gross salvage, cost of removal, and net salvage for the test year and four previous years by account.
53.53.1.A.18 |Explain in detail by statement or exhibit the appropriateness of claiming any additional items, not 8 108 Paloney
previously mentioned, in the measures of value.
53.53.1.C |53.53.1 VALUATION
C. GAS UTILITIES
53.53.1.C.1  |Provide, with respect to the scope of operations of the utility, a description of all property, including 17 117 Paloney
an explanation of the system's operation, and all plans for any significant future expansion,
modification, or other alterations of facilities. This description should include, but not be limited to
the following:
a. If respondent has various gas service areas, indicate if they are integrated, such that the gas supply
is available to all customers.
b. Provide all pertinent data regarding company policy related to the addition of new consumers in
the company's service area.
c. Explain how respondent obtains its gas supply, as follows:
(i) Explain how respondent stores or manufactures gas; if applicable.
(ii) State whether the company has peak shaving facilities.
(iii) Provide details of coal-gasification programs, if any.
iv) Describe the potential for emergency purchases of gas.
(v) Provide the amount of gas in MCF supplied by various suppliers in the test year (include a copy
of all contracts).
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umber Commission Regulation Exhibit Schedule Exhibit Schedule Witness
d. Provide plans for future gas supply, as follows:
(i) Supply details of anticipated gas supply from respondent's near-term development of gas wells,
if any.
(ii) Provide gas supply agreements and well development ventures and identify the parties thereto.
e. Indicate any anticipated curtailments and explain the reasons for the curtailments,
f. Provide current data on any Federal Power Commission action or programs that may affect, or tend
to affect, the natural gas supply to the gas utility.
53.53.1.C.2  [Provide an overall system map, including and labeling all measuring and regulating stations, storage 15 2 115 Paloney
facilities, production facilities transmission and distribution mains, by size, and all interconnections
with other utilities and pipelines
53.53.JLA |53.53.IL. RATE RETURN
A.ALL UTILITIES
53.53.JLA.1 | Provide capitalization and capitalization ratios for the last five-year period and projected through the 401 401 Moul
next two years. (With short-tern debt and without short-term debt.) Company, Parent and System
(consolidated)). a. Provide year-end
interest coverages before and after taxes for the last three years and at latest date. (Indenture and
SEC Bases.) (Company, Parent and System (consolidated)).
b. Provide year-end preferred stock dividend coverages for last three years and at latest date (Charter
and SEC bases).
53.53.11.LA.2 _[Provide latest quarterly financial report (Company and Parent). 402 402 Moul
53.53.1I.A.3  {Provide latest Stockholder's Report (Company and Parent). 403 403 Moul
53.53.11.A.4 _|Provide latest Prospectus (Company and Parent). 404 404 Moul
53.53.11.A.5 |Supply projected capital requirements and sources of Company, Parent and System (consolidated) 405 405 Moul
for each of future three years.
53.53.II.LA.6 |Provide a schedule of debt and preferred stock of Company, Parent and System (Consolidated) as of 406 406 Moul
test year-end and latest date, detailing for each issue (if applicable):
a. Date of issue
b. Date of maturity
c. Amount issued
d. Amount outstanding
e. Amount retired
f. Amount reacquired
g. Gain on reacquisition
h. Coupon rate
i. Discount or premium at issuance
j. Issuance expenses
k. Net proceeds
1. Sinking Fund requirements
m. Effective interest rate
n. Dividend rate
o. Effective cost rate
p._Total average weighted effective Cost Rate




Commission
Regulation
Number

Columbia Gas of Pennsylvania, Inc.
R-2015-2468056
Referenced by Commission Regulations

Commission Regulation

Historic Test Year
Twelve Months Ended
November 30, 2014
Exhibit Schedule

Fully Forecasted Rate Year

Twelve Months Ended
December 30, 2016

Exhibit

Schedule

Exhibit No. 13
Schedule No. 3

Page 7 of 22

Witness: M. R. Kempic

itne!

53.53.I1.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 value)

c¢. Dividend yield (average)

d. Earnings per share (dollars)

e. Dividends per share (dollars)

f. Average book value per share yearly

. Average yearly market price per share (monthly high-low basis)
h. Pre-tax funded debt interest coverage

i. Post-tax funded debt interest coverage

j. Market price-book value ratio

407

407

Moul

53.53.1LA.8

State amount of debt interest utilized for income tax calculations, and details of debt interest
computations, under each of the following rate cases vases:

a. Actual test year

b. Annualized test year-end

c. Proposed test year-end

107

Fischer

53.53.1L.A.g

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

a. Actual test year
b. Annualized test year-end
c. Proposed test year-end

107

Fischer

53.53.11.A.10

Under Section 1552 of the Internal Revenue Code and Regulations 1.1552-1 thereunder, if applicable,
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 lability to the federal government. (If this interrogatory is not
applicable, so state.)

a. State what option has been chosen by the group.

b. Provide, in summary form, the amount of tax liability that has been allocated to each of the
participating members in the consolidated income tax return

c. Provide a schedule, in summary form, of contributions, which were determined on the basis of
separate tax return calculations, made by each of the participating members to the tax liability
indicated 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 if income tax return shows net operating loss,
provide details of amount of net operating loss allocated to the income tax returns of each of the
members of the consolidated group.

107

Fischer
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53.53.1LA.11 | Provide AFUDC charged by company at test year-end and latest date, and explain method by which 408 408 Miller
rate was calculated.
53.53.1L.A.12  |Set forth provisions of Company's and Parent's charter and indentures (if applicable) which describe 409 409 Moul
coverage requirements, limits on proportions of types of capital outstanding, and restrictions on
dividend payouts.
53.53.11.A.13 |Attach copies of the summaries of the projected 2 year's Company's budgets (revenue, expense and 13 2 113 2 Miller
capital).
53.53.1I.A.14 [Describe long-term debt reacquisition's by Company and Parent as follows: 410 410 Moul
a. Reacquisition's by issue by year.
b. Total gain on reacquisition's by issue by year.
c. Accounting of gain for income tax and book purposes.
53.53.J1.A.15 [Set forth amount of compensating bank balances required under each of the following rate base 411 411 Moul
bases:
a. Annualized test year operations.
b. Operations under proposed rates.
53.53.11.A.16 | Provide the following information concerning compensating bank balance requirements for actual 411 411 Moul
test year:
a. Name of each bank.
b. Address of each bank.
c. Types 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 bank.
f. Average daily compensating bank balance at each bank.
£. Documents from each bank explaining compensating bank balance requirements.
h. Interest earned on each type of account.
53.53.11.A.17 |Provide the following information concerning bank notes payable for actual test year: 412 412 Moul
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.g., construction, fuel storage, working capital, debt retirement).
e. Prospective future need for this type of financing
53.53.J1.A.18 |Set forth amount of total cash (all cash accounts) on hand from balance sheets for last 24-calendar 1 3 101 Miller
months preceding test year-end.
53.53.11.A.19 |Submit details on Company or Parent common stock offerings (past 5 years to present) as follows: 413 413 Moul
a. Date of Prospectus
b. Date of offering
¢. Record date
d. Offering period-dates and number of days
e, Amount and number of share of offering
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Witness

f. Offering ratio (if rights offering)
g. Per cent subscribed
h. Offering price
1. Gross proceeds per share
i. Expenses per share
j. Net proceeds per share (i-j)
1. Market price per share
1. At record date
2. At offering date
3. One month after close of offering
m, Average market price during offering
1. Price per share
2. Rights per share-average value of rights
n. Latest reported earnings per share at time of offering
o. Latest reported dividends at time of offering

Moul

53.53.11.A.20

Provide latest available balance sheet and income statement for Company, Parent and System
(consolidated).

414

414

Miller

53.53.11.A.21

Provide Original Cost, Trended Original Cost and Fair Value rate base claims.

108

Paloney

53.53.11.A.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) Proposed rates

102

Miller

53.53.11.A.23

List details and sources of "Other Property and Investments," "Temporary Cash Investments and
Working Funds on test year-end balance sheet.

101

Miller

53.53.1LA.24

Attach chart explaining Company's corporate relationship to its affiliates (System Structure).

15 3

115

Paloney

53.53.11.A.25

If the utility plans to make a formal claim for a specific allowable rate of return. Provide the following
data in statement form:

a. Claimed capitalization and capitalization ratios with supporting data.

b. Claimed cost of long-term debt with supporting data.

¢. Claimed cost of short-term debt with supporting data.

d. Claimed cost of total debt with supporting data.

e. Claimed cost of preferred stock with supporting data

£ Claimed ¢ ity with ing data

53.53.11.A.26

400

400

Moul

Provide the following income tax data:
a. Consolidated income tax adjustments, if applicable.
b. Interest for tax purposes (basis).

107

Fischer

53.53.11.C

53.53.11. RATE RETURN
C. GAS UTILITIES

53.53.11.C.1

Provide test year monthly balances for "Current Gas Storaqe™ and notes financing such storage.

101

Miller
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness
53.53.JILA |53.53.1I1. BALANCE SHEET AND OPERATING STATEMENT
A ALL UTILITIES
53.53.11LA1 |Provide a comparative balance sheet for the test year and the preceding year which corresponds with 1 1 101 Miller
the test year date.
53.53.111.A2 |Set forth the major items of Other Physical Property, Investments in Affiliated Companies and Other 1 6 101 Miller
Investments.
53.53.JIL.A3  |Supply the amounts and purpose of Special Cash Accounts of all types, such as: Miller
a. Interest and Dividend Special Deposits. 1 7 101
b. Working Funds other than general operating cash accounts.
c. Other special cash accounts and amounts (Temporary cash investments).
53.53.1I1.A4 |Describe the nature and/or origin and amounts of notes receivable, accounts receivable from 1 8 101 Miller
associated companies, and any other sign fact receivables, other than customer accounts, which
appear on balance sheet.
53.53.1I1.A5 | Provide the amount of accumulated reserve for uncollectible accounts, method and rate of accrual, 1 9 101 Miller
amounts accrued, and amounts written-off in each of the last three years.
53.53.111.A6 _|Provide a list of prepayments and give an explanation of special prepayments. 1 10 101 Miller
53.53.11.A7 _|Explain in detail any other significant (in amount) current assets listed on balance sheet. 1 11 101 Miller
53.53.1I1.LA8 |Explain in detail, including the amount and purpose, the deferred asset accounts that currently 1 12 101 Miller
operate to effect or will at a later date effect the operating account supplying:
a. Origin of these accounts.
b. Probable changes to this account in the near future.
c. Amortization of these accounts currently charged to operations or to be charged in the near future.
d. Method of determining yearly amortization for the following accounts:
Temporary Facilities
Miscellaneous Deferred Debits
Research and Development
Property Losses
Any other deferred accounts that effect operating results.
53.53.1ILA9 |Explain the nature of accounts payable to associated companies, and note amounts of significant 1 13 101 Miller
items.
53.53.111.A10 | Provide details of other deferred credits as to their origin and disposition policy (e.g. - amortization). 1 14 101 Miller
53.53.11L.A11_|Supply basis for Injury and Damages reserve and amortization thereof. 1 15 101 Miller
53.53.]I1.A12 |Provide details of any significant reserves, other than depreciation, bad debt, injury and damages, 1 16 101 Miller
appearing on balance sheet.
53.53.]I1.A13 |Provide an analysis of Unappropriated retained earnings for the test year and three preceding 1 17 101 Miller
calendar years.
53.53.1I1.A14 |Provide schedules and data in support of the following working capital items: 8 108 Paloney
a. Prepayments - List and identify 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 Receipts Tax accrued or prepaid




Columbia Gas of Pennsylvania, Inc.
R-2015-2468056
Referenced by Commission Regulations

Exhibit No. 13
Schedule No. 3

Page 11 of 22

Witness: M. R. Kempic

Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule itness

f. Pa. Capital Stock Tax accrued or prepaid
£. Pa. Public Utility Realty Tax accrued or prepaid
h. State sales tax accrued or prepaid
i. Payroll taxes accrued or prepaid
j. Any adjustment related to the above items for ratemaking purposes.

53.53.IILLA15 |Supply an exhibit supporting the claim for working capital requirement based on the lead-lag 8 4 108 4 Elliott
method.
a. Pro forma expenses and revenues are to be used in lieu of book data for computing lead-lag 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).

53.53.111LA16 |Provide detailed calculations showing the derivation of the tax liability offset against gross cash 8 4 108 4 Elliott
working capital requirements.

53.53.111.A17 |Prepare a Statement of Income for the various time frames of the rate proceeding including: 2 3 102 3 Miller
Col. I-Book recorded statement for the test year. 2 4 Miller

2-Adjustments to book record to annualize and normalize under present rates.
3-Income statement under present rates after adjustment in Col. 2
4-Adjustment to Col. 3 for revenue increase requested.
5-Income statement under requested rates.
a. Expenses may be summarized by the following expense classifications for purposes of this
statement:
Operating Expenses (by category)
Depreciation
Amortization
Taxes, Other than Income Taxes
Total Operating Expense
Operating Income Before Taxes
Federal Taxes
State Taxes
Deferred Federal
Deferred State
Income Tax Credits
Other Credits
Other Credits and Charges, etc.
Total Income Taxes
Net Utility Operating Income
Other Income & Deductions
Other Income
Detailed listing of Other Income used in Tax Calculation
Other Income Deduction
Detailed Listing
Taxes Applicable to Other Income and Deductions
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Listing
Income Before Interest Charges

Listing of all types of Interest Charges and all amortization of Premiums and/or Discounts and
expenses on Debt issues

Total Interest

Net Income After Interest Charges

(Footnote each adjustment to the above statements with explanation in sufficient clarifying
detail.)

53.53.111.A18

Provide comparative operating statements for the test year and the immediately preceding 12 months
showing increases and decreases between the two periods. These statements should supply detailed

explanation of the causes of the major variances between the test year and preceding year by detailed
account number.

102 4

Miller

53.53.111.A19

List extraordinary property losses as a separate item, not included in operating expenses or
depreciation and amortization. Sufficient supporting data must be provided.

13

113 3

Miller
Paloney

53.53.111.A20

Supply detailed calculations of amortization 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 expense), the items comprising the
actual expenses of prior rate cases and the unamortized balances.

104 4

Miller

53.53.111.A21

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 of operating expenses. i.e.
maintenance, operating transmission, distribution, other.

b. Date, percentage increase, and annual amount of each general payroll increase during the test year.

¢. Dates and annual amounts of merit increases or management salary adjustments.
d. Total annual payroll increases in the test year
e. Proof that the actual payroll plus the increases equal the payroll expense claimed in the supporting
data (by categories of expenses).
f. Detailed list of employee benefits and cost thereof for 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
employees. :

104 5

Miller

53.53.111.A22

Supply an exhibit showing an analysis, by functional accounts, of the charges by affiliates (Service
Corporations, etc.) for services rendered included in the operating expenses of the filing company for
the 12-month period ended prior to the test year.

a. Supply a copy of contracts, if applicable.

b. Explain the nature of the services provided.

c. Explain basis on which charges are made.

d. If charges allocated, identify allocation factors used.

11

104 9

Miller
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness
e. Supply the components and amounts comprising the expense in this account.
f. Provide details of initial source of charge and reason thereof.
53.53.111.A23 |Describe costs relative to leasing equipment, computer rentals, and office space, including terms and 4 12 104 9 Miller
conditions of the lease. State method for calculating monthly or annual payments.
53.53.111.A24 |Submit detailed calculations (or best estimates) of the cost resulting from mayor storm damage. 4 13 104 9 Miller
53.53.111.A25 |Submit details of expenditures for advertising (National and Institutional and Local media). Provide 4 8 104 6 Miller
a schedule of advertising expense by major media categories for the test year and the prior two
comparable years with respect to:
a. Public health and safety
b. Conservation of energy
c. Explanation of Billing Practices. Rates, etc.
d. Provision of factual and objective data programs in educational institutions
e. Other advertising programs
f. Total advertising expense
53.53.111.A26 |Provide a list of reports, data, or statements requested by and submitted to the Commission during 14 1 114 1 Bardes
and subsequent to the test year.
53.53.111.A27 |Prepare a detailed schedule for the test year showing types of social and service organization 4 14 104 9 Miller
memberships paid for by the Company and the cost thereof.
53.53.J11.A28 |Submit a schedule showing, by major components, the expenditures associated with Outside Services 4 14 104 9 Miller
Employed, Regulatory Commission Expenses and Miscellaneous General Expenses, for the test year
and prior two comparable years.
53.53.111.A29 |Submit details of information covering research and development expenditures, including major 4 9 104 7 Miller
projects within the company and forecasted company programs. Hanson
53.53.111.A30 |Provide a detailed schedule of all charitable and civic contributions by recipient and amount for the 15 104 9 Miller
test year.
53.53.111.A31 _|Provide a detailed analysis of Special Services-Account 795. 4 14 104 9 Miller
53.53.111LA32 |Provide a detailed analysis of Miscellaneous General Expense-Account No. 801. 4 14 104 9 Miller
53.53.111.A33 |Provide a labor productivity schedule. 4 10 104 8 Miller
53.53.111.A34 |List and explain all non-recurring abnormal or extraordinary expenses incurred in the test year which 4 16 104 9 Miller
will not be present in future years.
53.53.1I1.A35 |List and explain all expenses included in the test year which do not occur yearly but are of a nature 4 16 104 9 Miller
that they do occur over an extended period of years. (e.g.,-Non-yearly maintenance programs, etc.)
[Responses shall be submitted and identified as exhibits.}
53.53.111.A36 |Using the adjusted year's expenses under present rates as a base, give detail necessary for 4 16 104 9 Miller
clarification of all 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 aceount
use.
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness
53.53.111.A37 |Indicate the expenses that are recorded in the test year, which are due to the placement in operating 4 16 104 9 Miller
service of major plant additions or the removal of major plant from operating service, and estimate
the expense that will be incurred on a full-year's operation.
53.53.111.A38 |Submit a statement of past and anticipated changes, since the previous rate case, in major accounting 4 16 104 9 Miller
procedures.
53.53.1I1.A39 |Identify the specific witness for all statements and schedules of revenues, expenses, taxes, property, 13 3 113 3 Kempic
valuation, etc. Paloney
53.53.111.A40 |Adjustments which are estimated shall be fully supported by basic information reasonably necessary. 13 4 113 3 Paloney
Miller
53.53.JI1.A41 |Submit a statement explaining the derivation of the amounts used for projecting future test year level 13 4 113 3 Paloney
of operations and submit appropriate schedules supporting the projected test year level of operations. Miller
53.53.1I1.A42 |If a company has separate operating divisions, an income statement must be shown for each division, 2 6 102 5 Miller
plus an income statement for company as a whole.
53.53.111.A43 }If a company's business extends into different states or jurisdictions, then statements must be shown 2 6 102 5 Miller
listing Pennsylvania jurisdictional data, other state data and federal data separately and jointly
(Balance sheets and operating accounts)
53.53.1I1.A44 |Ratios, percentages, allocations and averages used in adjustments must be fully supported and 13 4 113 3 Paloney
identified as to source. Miller
53.53.111.A45 |Provide an explanation of any differences between the basis or procedure used in allocations of 13 4 113 3 Paloney
revenues, expenses, depreciation and taxes in the current rate case and that used in the prior rate Miller
case.
53.53.111.A46 |Supply a copy of internal and independent audit reports of the test year and prior calendar year, 13 4 113 3 Paloney
noting any exceptions and recommendations and disposition thereof.
53.53.111.A47 |Submit a schedule showing rate of return on facilities allocated to serve wholesale customers. 11 111 Elliott
53.53.111.A48 |Provide a copy of the latest capital stock tax report and the latest capital stock tax settlement. 6 3 106 3 Fischer
53.53.111.A49 |Submit details of calculations for Taxes, Other than Income where a company is assessed taxes for 6 4 106 3 Fischer
doing business in another state, or on its property located in another state.
53.53.1ILLAs0 |Provide a schedule of federal and Pennsylvania taxes, other than income taxes, calculated on the basis 6 2 106 2 Fischer
of test 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. public utility realty
e. PUC assessment
f. other property
g. any other appropriate categories
53.53.111.A51  |Submit a schedule showing for the last five years the income tax refunds, plus interest (net of taxes), 7 107 Fischer
received from the federal government due to prior years' claims.
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation ibi Schedule Exhibit Schedule Witness

53.53.1I1.A52 | Provide detailed computations showing the deferred income taxes derived by using accelerated tax 7 107 Fischer
depreciation applicable to post-1969 utility property increases productive capacity, and ADR rates on
property. (Separate between state and federal, also rate used).
a. State whether tax depreciation is based on all rate base items claimed as of the end of the test year, 7 107 Fischer
and whether it is the annual tax depreciation at the end of the 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.

53.53.1I1.A53 | Submit a schedule showing a breakdown of the deferred income taxes by state and federal per books, 7 107 Fischer
pro-forma existing rates, and under proposed rates.

53.53.111.A54 |Submit a schedule showing a breakdown of accumulated investment tax (credits 3 percent, 4 7 107 Fischer
percent, 7 percent, 10 percent and 11 percent), together with details of methods used to write-off the
unamortized balances.

53.53.111.A55 {Submit a schedule showing the adjustments for taxable net income per books (including below-the- 7 107 Fischer
line items) and pro-forma under existing rates, together with an explanation of any difference
between the adjustments. Indicate charitable donations and contributions in the tax calculation for
rate making purposes.

53.53.111.A56 |Submit detailed calculations supporting taxable income before state and federal income taxes where 7 107 Fischer
the income tax is subject to allocation due to operations in another state, or due to operation of other
taxable utility or non-utility business, or by operating divisions or areas.

53.53.1I1.A57 |Submit detailed calculations showing the derivation of deferred income taxes for amortization of 7 107 Fischer
repair allowance if such policy is followed.
[Note: Submit additional schedules if the company has more than one accounting area.]

53.53.111.A58 |Furnish a breakdown of major items comprising prepaid and deferred income tax charges and other 7 107 Fischer
deferred income tax credits and reserves by accounting areas.

53.53.1I1.A59 |Provide details of the Federal Surtax Credit allocated to the Pennsylvania jurisdictional area, if 7 107 Fischer
applicable.

53.53.111.A60 |Explain the reason for the use of cost of removal of any retired plant figures in the income tax 7 107 Fischer
calculations.

53.53.111.A61 |Submit the corresponding data applicable to Pennsylvania Corporate Income Tax deferment. 7 107 Fischer
a. Show the amounts of straight 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.
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
umber Commission Regulation Exhibit Schedule Exhibit Schedule Witness

53.53.1IILA62 | Provide the accelerated tax depreciation and the book depreciation used to calculate test year 7 107 Fischer
deferrals in amounts segregated as follows:
For:
a. Property installed prior to 1970.
b. Property installed subsequent to 1969 (indicate increasing capacity additions and no increasing
capacity additions).

53.53.1I1.A63 |State whether all tax savings due to accelerated depreciation on property installed prior to 1970 have 7 107 Fischer
been passed through to income. (If not, explain).

53.53.111.A64 |Show any income tax loss/gain carryovers from previous years that may effect test year income taxes 7 107 Fischer
or future year income taxes. Show loss/gain carryovers by years of origin and amounts remaining by
vears at the end of the test vear.

53.53.I11.A65 |State whether the company eliminates any tax savings by the payment of actual interest on 7 107 Fischer
construction work in progress not in rate base claim.
If response 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
increased to reflect the construction interest elimination.

53.53.111.A66 |Provide a detailed analysis of Taxes Accrued per books as of the test year date. Also supply the basis 7 107 Fischer
for the accrual and the amount of taxes accrued monthly.

53.53.111.A67 |For the test year as recorded on test year operating statement: 7 107 Fischer
a. Supply the amount of federal income taxes actually paid.
b. Supply the amount of the federal income tax normalizing charge to tax expense due to excess of
accelerated tax depreciation over book depreciation.
c. Supply the normalizing tax charge to federal income taxes for the 10% Job Development Credit
during test year.
d. Provide the amount of the credit of federal income taxes due to the amortization or normalizing
vearly debit to the reserve for the 10% Job Development Credit.
e. Provide the amount of the credit to federal income taxes for the normalizing of any 3% Investment
Tax Credit Reserve that may remain on the utility books.

53.53.1I1.A68 [Provide the debit and credit in the test year to the Deferred Taxes due to Accelerated Depreciation for 7 107 Fischer
federal income tax, and provide the debit and credit for the Job Development Credits (whatever
account) for test year.
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53.53.111.A6g

Reconcile all data given in answers 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
credlts due to yearly write-offs of past years income tax deferrals, and from normalization of

53.53.111.A70

7

107

Fischer

g3 SLgLe
Wrth respect to determmatlon 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.
¢. Show income tax effect of the rate increase requested.
d. Show income taxes for the normalized and annualized test year after application of the 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
companv.]

107

Fischer

53.53.111.A71

In adjusting the test year to an annualized year under present rates, explain any changes that may be
due 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).

107

Fischer

53.53.JILE

53.53.JILBALANCE SHEET AND OPERATING STATEMENT
E. GAS UTILITIES

53.53.11LE.1

If Unrecovered Fuel Cost policy is implemented, provide the following:

a. State manner in which amount of Unrecovered Fuel Cost on balance sheet at the end of the test
year was determined, and the month in test year in which such fuel expense was actually incurred.
Provide amount of adjustment made on the rate case operating account for test year-end unrecovered
fuel cost. (If different than balance sheet amount, explain.)

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

18

101

Miller

53.53.JILE.2

Provide details of items and amounts comprising the accounting entries for Deferred Fuel Cost at the
beginning and end of the test year.

53.53.J1ILE.3

18

101

Miller

Submit a schedule showing a reconciliation of test year MCF sales and line losses. List all amounts of
gas purchased, manufactured and transported.

53.53.111.E.4

10

110

Paloney

Provide detailed calculations substantiating the adjustment to revenues for annualization of changes
in number of customers and annualization of changes in volume sold for all customers for the test
year.

a. Break down changes in number of customers by rate schedules.

b. If an annualization adjustment for changes in customers and changes in volume sold is not
submitted, please explain.

103

Lai

53.533.111.E.5

Submit a schedule showing the sources of gas supply associated with annualized MCF sales.

12

112

Paloney
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53.53.11LE.6 |Supply, by classification. Operating Revenues - Miscellaneous for test year 3 103 Lai

53.53.1I1.LE.7 {Provide details of respondent's attempts to recover uncollectible and delinquent accounts. 16 116 1 Paloney

53.53.JILE.8 |Describe how the net billing and gross billing is determined. For example, if the net billing is based 3 103 Lai
on the rate blocks plus FCA and STA, and the gross billing is determined by a percentage increase (1,
3, 5 percent), then state whether the percentage increase is being applied to all three items of revenue
- rate blocks plus FCA and STA.

53.53.1ILE.9 |Describe the procedures involved in determining whether forfeited discounts or penalties are applied 3 103 Lai
to customers billing.

53.53.JILE.10 |Provide annualization of revenues as a result of rate changes occurring during the test year, at the 3 103 Lai
level of operations as of end of the test year.

53.53.11L.LE.11 | Provide a detailed billing analysis supporting present and proposed rates by customer classification 3 103 Lai
and/or tariff rate schedule.

53.53.1ILE.12 [Provide a schedule showing residential and commercial heating sales by unit (MCF) per month and 10 1 110 1 Efland
degree days for the test year and three preceding twelve month periods.

53.53.JIL.LE.13 |Provide a schedule of present and proposed tariff rates showing dollar change and percent of change 3 103 Lai
by block. Also, provide an explanation of any change in block structure and the reasons therefore.

53.53.11L.LE.14 |Provide the following statements and schedules. The schedules and statements for the test year 3 103 Lai

portion should be reconciled with the summary operating statement.
a. An operating revenues summary for the test year and the year preceding the test year showing the
following (Gas MCF):
(i) For each major classification of customers

(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 expenses.
(ii) A detailed explanation of all annualizing and normalizing adjustments showing method utilized
and amounts and rates used in calculation to arrive at adjustment.
(iii) Segregate, from recorded revenues from the test year, the amount of revenues that are
contained therein, by appropriate revenue categories, from:

(a) Fuel Adjustment 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 schedule should also show number of customers and unit of sales (Mcf), and should provide
number of customers by service classification at beginning and end of test year.]
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b. Provide details of sales for resale, based on periods five years before and projections for five years
after the test year, and for the test year. List customers, Mcf sold, revenues received, source of Mcf
sold (storage gas, pipeline gas, manufactured gas, natural or synthetic), contracted or spot sales,

whnetae 3dlE dle€ 10 "‘ cd A'Ill-l' C C ine i i

53.53.111.E.15

a e S, dnd anyv o D

State manner in which revenues are being presented for ratemaking purposes:
a. Accrued Revenues

b. Billed Revenues

c. Cash Revenues

Provide details of the method followed.

103

53.53.111.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.

102

Miller

53.53.111.E.17

State whether any adjustments have been made to expenses in order to present such expenses on a
basis comparable to the manner in which revenues are presented in this proceeding (i.e.- accrued,
billed or cash).

104

Miller

Hanson

53.53.1IL.E.18

If the utility has a Fuel Adjustment Clause:

a. State the base fuel cost per MCF chargeable against basic customers' rates during the test year. 1f
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 fuel cost per MCF
charged in base rates at the end of the test year.

c. If fuel cost deferment is used at the end of the test year, give

(i) The amount of deferred fuel cost contained in the operating statement that was deferred from the
12-month operating period immediately preceding the test vear.

(i) The amount of deferred fuel cost 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 of fuel 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 test year operating account, remove the Fuel Adjustment Clause Revenues. Also
remove from the test year recorded operating account the excess of fuel 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 expense deductions relative thereto].

12

112

Paloney

53.53.11L.LE.19

Provide growth patterns of usage and customer numbers per rate class, using historical and projected
data.

10

110

Efland

53.53.11L.LE.20

Provide, for test year only, a schedule by tariff rates and by service classifications showing proposed
increase and percent of increase.

103
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness

53.53.I1ILLE.21 |If a gas company is affiliated with another utility segment, such as a water or electric segment, 2 8 102 7 Miller
explain the effects, if any, upon allocation factors used in the gas rate filing of current or recent rate
increases allowed to the other utility segment (or segments) of the company.

53.53.I1II.E.22 |Provide supporting data detailing curtailment adjustments, procedures and policies. 10 3 110 3 Paloney

53.53.111.LE.23 |Submit a schedule showing fuel cost in excess of base compared to fuel cost recovery for the period 12 3 112 2 Paloney
two months prior to test year and the test year

53.53.1ILE.24 |Supply a detailed analysis of Purchased Gas for the test year and the twelve month period prior to the 12 4 112 2 Paloney
test year.

53.53.111.LE.25 |Submit calculations supporting energy cost per MCF and operating ratio used to determine increase 12 4 112 2 Paloney
in costs other than production to serve additional load.

53.53.JILE.26 |Submit detailed calculations for bulk gas transmission service costs under supply and/or 12 4 112 2 Paloney
interconnection agreements.

53.53.1ILE.27 |Submit a schedule for gas producing units retired or scheduled for retirement subsequent to the test 13 6 113 4 Paloney
year showing station, units, MCF capacity, hours of operation during test year, net output produced
and cents/MCF of maintenance and fuel expenses.

53.53.111.LE.28 |Provide a statement explaining the details of firm gas purchase (long-term) contracts with affiliated 17 117 Paloney
and nonaffiliated utilities, including determination of costs, terms of contract, and other pertinent
information.

53.53.JILE.29 |Provide intrastate operations percentages by expense categories for two years prior to the test year. 4 17 104 9 Miller

53.53.1ILE.30 |Provide a schedule showing suppliers, MCF purchased, cost (small purchases from independent 12 4 112 2 Paloney
suppliers may be grouped); emergency purchases, listing same information; curtailments during the
year; gas put into and taken out of storage; line loss, and any other gas input or output not in the
ordinary course of business.

53.53.1ILE.31 |Provide a schedule showing the determination of the fuel costs included in the base cost of fuel. 12 5 112 2 Paloney

53.53.111.LE.32 |Provide a schedule showing the calculation of any deferred fuel costs shown in Account 174. Also, 1 19 101 Miller
explain the accounting, with supporting detail, for any associated income taxes.

53.53.1I1.E.33 |Submit a schedule showing maintenance expenses, gross plant and the relation of maintenance 4 18 104 9 Miller
expenses thereto as follows.
(i) Gas Production Maintenance Expenses per MCF production, per $1,000 MCF production, and per
$1,000 of Gross Production Plant;
(ii) Transmission Maintenance Expenses per MMCF mile and per $1,000 of Gross Transmission
Plant;
(iii) Distribution Maintenance Expenses per customer and per $1,000 of Gross Distribution Plant;
(iv) Storage Maintenance Expenses per MMCF of Storage Capacity and per $1,000 of Gross Storage
Plant. This schedule shall include three years prior to the test year, the test year and one year's
projection beyond the test year.

53.53.11LE.34 |Prepare a 3-column schedule of expenses, as described below for the following periods (supply sub- 4 3 104 3 Miller
accounts, if significant, to clarify basic accounts): 19
a. Column 1 - Test Year
b. Column 2 and 3 - The two previous years
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Exhibit Schedule Witness
Provide the annual recorded expense by accounts. (Identify all accounts used but not specifically
listed below.)
53.53.11L.E.35 |Submit a schedule showing the Gross Receipts Tax Base used in computing Pennsylvania Gross 6 106 1 Fischer
Receipts Tax Adjustment.
53.53.111.LE.36 |State the amount of gas, in MCF, obtained through various suppliers in past years. 12 112 2 Paloney
53.53.IILLE.37 |In determining pro forma expense, exclude cost of gas adjustments applicable to fuel adjustment 3 103 Lai
clause and exclude fuel adjustment clause revenues, so that the operating statement is on the basis of
base rates only.
53.53.1ILE.38 |Identify company's policy with respect to replacing customers lost through attrition. 10 110 4 Paloney
53.53.11L.E.39 |Identify procedures developed to govern relationship between the respondent and potential 10 110 4 Paloney
customers - i.e., basically expansion, alternate energy requirements, availability of supply, availability
of distribution facilities, ownership of metering and related facilities.
-53.IV.B |53.53.IV. RATE STRUCTURE
B. GAS UTILITIES
Each gas utility shall submit the following simultaneously with any rate increase filing:
53.53.IV.B.1 |Provide a Cost of Service Study showing the rate of return under the present and proposed tariffs for 11 111 1-3 Elliott
all customer classifications. The study should include a summary of the allocated measures of value,
operating revenues, operating expenses and net return for each of the customer classifications at
original cost and at the 5-year trended original cost.
53.53.IV.B.2 |Provide a statement of testimony describing the complete methodology of the cost of service study. 11 111 Elliott
53.53.1V.B.3 |Provide a complete description and back-up calculations for all allocation factors. 11 111 4 Elliott
53.53.IV.B.4 |Provide an exhibit for each customer classification showing the following data for the test year and 10 110 5 Paloney
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 during the Primary Heating Season (November-March).
d. The average monthly consumption in Mcf during the Non-heating season (April-October).
e. The average daily consumption in Mcf for each 12-month period
53.53.IV.B.5 |Submit a Bill Frequency Analysis for each rate. The analysis should include the rate schedule and 11 111 Lai
block interval, the number of bills at each interval, the cumulative number of bills at each interval,
the Mcf or therms at each interval, the cumulative Mcf or therms at each interval, the accumulation
of Mcf or therms passing through each interval, and the revenue at each interval for both the present
rate and the proposed rates. The analysis should show only those revenues collected from the basic
tariff,
53.53.IV.B.6  [Supply copies of all present and proposed Gas Tariffs. 14 114 1 Bardes
53.53.1V.B.7 |Supply a graph of present and proposed base rates on hyperbolic cross section paper. 11 111 5 Lai
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Historic Test Year Fully Forecasted Rate Year
Commission Twelve Months Ended Twelve Months Ended
Regulation November 30, 2014 December 30, 2016
Number Commission Regulation Exhibit Schedule Exhibit Schedule Witness
53.53.IV.B.8 {Supply a map showing the Gas System Facilities and Gas Service Areas. The map should include 15 2 115 Paloney
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.
53.53.IV.B.9__|Supply a cost analysis supporting minimum charges for all rate schedules. 11 111 2-3 Elliott
53.53.IV.B.10 _|Supply a cost analysis supporting demand charges for all tariffs which contain demand charges. 11 111 Elliott
53.53.IV.B.11_|Supply the net fuel clause adjustment by month for the test year. 12 6 112 2 Paloney
53.53.IV.B.12 [Supply a tabulation of base rate bills for each rate schedule comparing the existing rates to proposed 11 111 6 Balmert
rates. The tabulation should show the dollar difference and the per cent increase or decrease.
53.53.IV.B.13 |Submit the projected demands for all customer classes for both purchased and produced gas for the 10 6 110 6 Efland
three years following the test vear filing.
53.53.IV.B.14 |[Supply an exhibit showing the gas deliveries to each customer class for the most recent 24 month 10 7 110 7 Paloney
period. The exhibit should identify the source of the gas, such as "purchased” (pipeline),
"production” (include purchases from local producers), "storage withdrawal", "propane/air”, and
"unaccounted for".
53.62 53.62 RECOVERY OF FUEL COSTS BY GAS UTILITIES
In addition to information otherwise required to be filed by a jurisdictional natural gas distributor
with gross intrastate annual operating revenues in excess of $40 million seeking a change in its base
rates, each gas utility must also file updates to the information required by &53.64(c ) (relating to
filing requirements for natural gas distributors with gross intrastate annual operating revenues in
excess of $40 million). In the case of a utility purchasing gas as defined at &53..61 (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 $40 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 &53.51 (c) (relating to general).
Weather Normalization Adjustment 10 8 110 8 Efland
Volumetric Portion of Load Growth Adjustment 10 9 103 4 Efland
Estimated Number of Bills and Normalized Sales Volumes 10 2,4 110 9 Efland
Future Test Year Sales Forecast 10 2 110 10 Efland
Adjustment to Purchase Gas Expense 12 7 112 3 Paloney
Recovery of Fuel Costs by Gas Utilities (1307-F) 12 8 112 4 Paloney
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COLUMBIA GAS OF PENNSYLVANIA, INC

53.53 IT1. BALANCE SHEET AND OPERATING STATEMENT

A. ALL UTILITIES

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

Response:  All adjustments made were based on annualizing and
normalizing the 12 months ended November 30, 2014. The
derivation and support behind the adjustments are shown on
the following exhibits:

Exhibit No. 2 Income Statement

Exhibit No. 3 Revenues

Exhibit No. 4 Expenses

Exhibit No. 5 Depreciation

Exhibit No. 6 Taxes Other Than Income Taxes
Exhibit No. 7 Income Taxes

Exhibit No. 8 Measures of Value

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 (12 months ending November
30, 2015) and a fully forecasted rate year (12 months ended
December 31, 2016) are:

Exhibit No. 102 Income Statement

Exhibit No. 103 Revenues

Exhibit No. 104 Expenses

Exhibit No. 105 Depreciation

Exhibit No. 106 Taxes Other Than Income Taxes

Exhibit No. 107 Income Taxes

Exhibit No. 108 Measures of Value
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COLUMBIA GAS OF PENNSYLVANTIA, INC
53.53 I11. BALANCE 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

Page 2 of 2

Witness: N.M. Paloney

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.
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Employee Expense Reimbursement Review
NiSource Internal Audit

January 2, 2013

To: Susan Taylor, NiSource Corp.
Services Segment Controller
Michael Imhoff, VP Supply Chain,
Real Estate, & Facility Management

From: Tiffany Fritchley, Senior Auditor
Ryan Binkley, Audit Director
Shelley Duling, Audit Manager
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Exhibit No. 13

Executive Summary e ot

Witness N. M. Paloney

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
July 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.
Internal 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.

i == e P S T VS S TR R
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Executive Summary (Cont’d) e e o1 12
Witness N. M. Paloney
Specifically, the focus of our audit included the following:

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

— Verify 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 (IRS) guidelines,

and

— Verify that reconciliations between American Express (AMEX) data and NiSource
data are performed.
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Executive Summary (Cont’d) T

Witness N. M. Paloney

Audit Objective 1: Determine whether Policies and Procedures are adequate
and reflect current processes.

« Generally, current policies and procedures reviewed by Internal 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 with 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, belimen, etc.).

» These policy and procedure revisions would require updates to the ERS
system. The cost/benefit 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.

IR

NiSource
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Executive Summary (Cont’d)

Witness N. M. Paloney

Audit Objective 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.

S
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Executive Summary (Cont’d)

Witness N. M. Paloney

Audit Objective 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
total of the 12 expense statements were deemed immaterial ($5,058) 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.

T e T o e o ety
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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.

R o
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» 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:

eframe pense Sys em |

NiSource Transmission and Storage 7/1/2009 —6/30/2012  ERS

NiSource Corporate Services 7/1/2009 - 6/30/2012  ERS

Columbia Distribution Companies 7/1/2009 —3/31/2011 GEAC

Columbia Distribution Companies 4/1/2011 -6/30/2012  ERS

Columbia Gas of Massachusetts 7/1/2009 — 8/31/2010 Lawson

Columbia Gas of Massachusetts 9/1/2010 — 6/30/2012  ERS

Northern Indiana Public Service Company  7/1/2009 —9/30/2010  Material Accounts |

(NIPSCO) Payable Purchase |
System f

Northern Indiana Public Service Company  10/1/2010 — 6/30/2012 ERS

S
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Witness N. M. Paloney

* 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.

KiSource

G I e
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Observations and Analysis

Witness N. M. Paloney

+ 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 $74M 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,
airfare, rental car, etc.) consistently comprising the majority of expenses.

« Travel related expenses have ranged from 65% to 67% of total
employee spend during the 12 month periods reviewed (see Slide 18
for an illustration of the categorical spend for the audit period).

e
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Observations and Analysis (Cont’d)

Witness N. M. Paloney

 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 Slide 19).

— The following departments were consistently in the top 710 regarding
department spend during each of the12 month periods reviewed (See Slides

13- 15);

* NCS - Legal Regulatory
« NGT&S - Project Teams
* NCS - Technical Support
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Observations and Analysis (Cont’d)

Witness N. M. Paloney

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

Amo

NiSource Gas Transmission and Storage  Project Teams $127,435

NiSource Corporate Services Legal - Regulatory $122,828
NiSource Corporate Services Technical Support $103,616
NiSource Gas Transmission and Storage = Marketing and Origination - South $95,053
NiSource Corporate Services Organizational Development $92,289
NiSource Corporate Services Columbia Distribution Company - Sales  $91,241
Columbia Distribution Companies Construction Services $90,284
Columbia Distribution Companies Administration - Operations $86,327
NiSource Gas Transmission and Storage  Supply and Origination $85,856

NiSource Gas Transmission and Storage  System Integrity $82,188




Observations and Analysis (Cont’d)
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Witness N. M. Paloney

The top departments in terms of spend for the 12 month period ending June 30, 2011
represented ~11% of total expenses. These departments are presented below:

NiSource Corporate Services
NiSource Corporate Services
NiSource Gas Transmission and Storage
NiSource Corporate Services
NiSource Corporate Services
NiSource Gas Transmission and Storage

NiSource 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
Technical Training Administration

Gulf Maintenance
FS Maintenance — St Albans

Gulf Compressor Maintenance

S274,253
$235,432
$201,883
$182,297
$171,827
$170,904
$164,351

$158,075
$156,543
$151,646
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The top departments in terms of spend for the 12 month period ending June 30, 2012
represented ~12% of total expenses. These departments are presented below:

_ _ | siness Unit
NiSource Corporate Services

NiSource Corporate Services

NiSource Corporate Services

NiSource Gas Transmission and Storage
NiSource Gas Transmission and Storage
NiSource Corporate Services
NiSource Corporate Services
NiSource Gas Transmission and Storage
NiSource Gas Transmission and Storage

NiSource Corporate Services

~ Department
Legal - Regulatory
Technology and Application Support

Health, Safety and Environmental
Technical Training Administration

Project Teams

Rates and Regulatory Affairs
Organizational Development
Financial Transformation
Business Development
Pipeline Services

Technical Support

$384,615
$359,616
$355,487

$312,328
$300,198
$278,736
$251,050
§237,845
$233,536
§213,471

T

NiSource
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Employee expenses have increased ~$74M 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.

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

Employee Spend By Category By Period ($)

M&E S 2,180,953 S ,829,247 S 5,183,425
Travel 6,710,274 11,199,237 15,714,807 |
Awards 66,493 185,742 336,803
Training 395,160 871,515 1,231,648
Other 615,535 1,063,143 1,652,511
Total S 9,968,415 $17,148,884 $24,119,194
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Observations and Analysis (Cont’d)

Witness N. M. Paloney

Employee expenses have increased ~$714M 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.

$30,000,000
$25,000,000
$20,000,000
$15,000,000 : :/:if/u
$10,000,000 - @ AWARDS
$5.000.000 - B TRAINING
® OTHER
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Observations and Analysis (Cont’d)

Witness N. M. Paloney

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 Category By Period (%)

7/1/2009 - 6/30/2010 7/1/2010 - 6/30/2011 7/1/2011 - 6/30/2012

Training Trai(r:ing Training
Awards __ 4% 5% 5% e,

f

Awards
1%

Awards
1%
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Observations and Analysis (Cont’d) e o

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 42% of
total spend. CDC expenses have decreased slightly (~6%) from the 12 month periods
ending June 30, 2010 and June 30, 2012.

Employee Spend By Business Unit (%)
7/1/2009 - 6/30/2010 7/1/2010 - 6/30/2011 7/1/2011-6/30/1012
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0 bj ect i Ve 1 Witness N. M. Paloney

Audit Objective 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.
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Audit Procedures, Results and Recommendationg: ‘:

Page 21 of 42

Objective 1 (Cont’d) Winess K 3, patone

Audit Procedure 1: Review existing Policies and Procedures for alignment

with current processes and ensure communication and accessibility to all end-

users.

Audit Results:

* 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
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revisions to reflect the current processes at a specmed tlme perlod
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Audit Procedures, Results and Recommendationsg

Page 22 of 42

Obje(:tlve 1 (Cont d) Witness N. M. Paloney

Audit Procedure 1 — Audit results (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:

— Charitable Contributions

» 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
Ledger.

» Through discussions with Management, it was noted that
charitable contributions are also processed through the
Accounts Payable cycle. These transactions are
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Audit Procedures, Results and Recommendationg: i

Page 23 of 42

ObjeCtlve 1 (Cont d) Witness N. M. Paloney

Audit Procedure 1— Audit results (Cont’d):

+ Policies and Procedures currently do not 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

» In ~8% of the expense statements reviewed as part of testing
in Objective 3, tips were in excess of 20%, often times
exceeding 25%.
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Audit Procedures, Results and Recommendations: :::

Page 24 of 42

ObjeCtlve 1 (Cont d) Witness N. M. Paloney

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.




Audit Procedures, Results and Recommendatie Pagj;;ggfsz
Oblectlve 2 , Witness N. M. Paloney

Audit Objective 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.
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Audit Procedures, Results and Recommendatlenéozg;ez
ObjeCtlve 2 (Cont d) Witness N. M. Paloney

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

Audit Results:

 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 “Receipt Acknowledgements” 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.
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Audit Procedures, Results and Recommendationsg:: -

Page 27 of 42

ObjECtive 2 (Cont,d) Witness N. M. Paloney

Audit Procedure 1 - Audit Results (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.

Internal Audit Recommendations: None.
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Audit Procedures, Results and Recommendatiens:: -

Page 28 of 42

ObjeCtlve 2 (Cont d) Witness N. M. Paloney

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.

« Internal 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.
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Audit Procedures, Results and Recommendatieng:

Page 29 of 42

Objective 2 (Cont’d) iness N3y peines

Audit Procedure 2 - Audit Results (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, 2009.

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

— All terminations that occurred in June 2012 were cancelled within 30
days (in June or July 2012).

» Internal Audit verified cancellation for a selection of the 74 cards noted
above through review of the Card Profile maintained on the AMEX website.

Internal Audit Recommendation(s): None.
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Audit Procedures, Results and Recommendatiens: .

Page 30 of 42

O bj ect i Ve 3 Witness N. M. Paloney

Audit Objective 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;

Timely submission of expense reports; and
Presence of receipts when required.

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




Audit Procedures, Results and Recommendationgy:
Objective 3 (Cont,d) Witness N. M. Paloney

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

Audit Results:

* 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 7119 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 Internal 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 documentation for 12 CDC selections processed through GEAC

could not be located in storage, thus Internal Audit could not conclude on the
appropriateness of these transactions.
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Exhibit No. 13

Audit Procedures, Results and Recommendationgr -

age 32 of 42

Objec'tive 3 (Cont,d) Witness N. M. Paloney

Audit Procedure 1 - Audit results (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.
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Audit Procedures, Results and Recommendatlare\g.f;;g}fez
Objectlve 3 (Cont d) Witness N. M. Paloney

Audit Procedure 1 — Audit results (Cont’d)

« AMEX late fees were reimbursed to 7 employee without a documented
explanation in ERS as to why it was appropriate.

 Hotel receipts were submitted for reimbursement without a $0 balance noted;
policy 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 Procedures, Results and Recommendatiens:.. .

Page 34 of 42

ObjeCtive 3 (Cont,d) Witness N. M. Paloney

Audit Procedure 1 - Audit results (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.

Internal 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.
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Audit Procedures, Results and Recommendatieons: ‘.

Page 35 of 42

ObjeCtive 3 (Cont’d) Witness N. M. Paloney

Audit Procedure 1 — Audit results (Cont’d)

Internal Audit Recommendation(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.

T

NiSource

R NS

wwwww




Exhibit No. 13

Audit Procedures, Results and Recommendationg:. -

age 36 of 42

Objective 3 (Cont’d) Winess N oaones

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

Audit Results:

Non-ERS Systems

 Internal Audit identified 6 gift/award 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
gift/award information necessary for income and tax purposes if the item
is coded properly in ERS.
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Audit Procedures, Results and Recommendationg: «:

age 37 of 42

Objective 3 (Cont’d) N5 o ik

Audit Procedure 2 — Audit Results (Cont’d):

ERS
« 2ofthe 151 ERS selections were coded as “Gifts.”

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

» Through testing of all 757 ERS selections, Internal Audit identified 71 gift/award
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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Exhibit No. 13

Audit Procedures, Results and Recommendatigﬂ%ﬁ&:ﬁ:
Objective 3 (Cont’d) B

Audit Procedure 2 — Audit Results (Cont’d):

Internal Audit Recommendation(s):

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

EEEEEw Bt S S SRR e SR




Exhibit No. 13

Audit Procedures, Results and Recommendation ey
Objective 4

Audit Objective 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.




Audit Procedures, Results and Recommendatleﬁmm&s”

ge 40 of 42

Objective 4 (Cont’d) Winess N.M. Palorey

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 verify that the amounts paid to
AMEX agreed to the amounts withdrawn from the bank.

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

Internal Audit Recommendations: None.
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Exhibit No. 13
Schedule No. 4(46)a

Employee Spend Data by Business Unit (Exhikits): .

M. Paloney

Specific employee spend data related to each of the business entities are included in the
following exhibits:

» Exhibit A — Columbia Distribution Companies

« Exhibit B — Columbia Gas of Massachusetts

« Exhibit C — Northern Indiana 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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Exhibit No. 13
Schedule No. 4(46)a
Page 42 of 42

Report DiStribUtion Witness N. M. Paloney

R. C. Skaggs (All Exhibits)
S. P. Smith (All Exhibits)

C. J. Hightman (All Exhibits)
J. D. Staton (Exhibit D)

J. Stanley (Exhibit C)

J. Hamrock (Exhibits A&B)
V. G. Sistovaris

L. J. Francisco (All Exhibits)
B. M. Sedlock

J. M. Matusz

J. D. Veurink (Exhibit E)

T. L. Tucker

Deloitte & Touche, LLP
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Exhibit No. 13
Schedule No. 4(46)b
Page 1 of 23

Witness N. M. Paloney

NiFiT Charge Code / Time Review

January 7, 2013

To: Richard Fontaine,
V.P Financial Transformation
Sandeep Rustagi,
Director of Transformation Programs

From: Ryan Binkley,
Director of Internal Audit
Chris Marlatt,
Internal Audit Senior
John Manfreda,
Internal Audit IT Project Manager
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Exhibit No. 13
Schedule No. 4(46)b
Page 3 of 23

Witness N. M. Paloney

Executive Summary

Internal Audit 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 - Areview 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 Capital and O&M charges; and

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

Internal Audit has reviewed our results with NiFiT management and they are in agreement with our
results.
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Exhibit No. 13
Schedule No. 4(46)b
Page 4 of 23

Executive Summary winess . Py

Objective 1: 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. Internal Audit also
noted that charge codes have been established to track both Capital and O&M costs associated
with each NiSource Business unit/Company depending upon the Project tasks.

« Internal Audit 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.
Internal Audit 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. Internal Audit 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:

« Internal Audit 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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Schedule No. 4(46)b
Page 5 of 23

Exec Utive S u m m a ry Witness N. M. Paloney

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:

Internal Audit 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. Internal Audit 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 PWA system and Staffing Plan.

Internal Audit Recommendations:

Internal Audit 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, Internal Audit recommended that budgeted hours should be
consistent between PWA and the Staffing Plan; management should consider reconciling
budgeted hours between PWA and the Staffing Plan on a recurring basis. As of the date of our
report, NiFiT management noted that the Staffing 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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Witness N. M. Paloney

Executive Summary

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:

Internal Audit noted that NiSource personnel time is recorded in both the PWA system and
Workbrain, as PWA does not currently interface with the Company’s accounting system. As
such, it is "key” that personnel are accurate in their time reporting when entering time in both
PWA and Workbrain. Internal Audit’s review was limited to the review of time entered and
traced in PWA.




Exhibit No. 13
Schedule No. 4(46)b
Page 7 of 23

NiFiT Charge Code / Time Review e R TR

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 Code / Time Review s Tt

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

Internal Audit - on a test basis herein.
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Witness N. M. Paloney

NiFiT Charge Code / Time Review

Objective 1:
Results:

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

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

» Internal Audit noted that charge codes are established to track both Capital and O&M costs
associated with each NiSource Business unit/Company depending upon the Project tasks
(CMA/CDC/NGD/NIPSCO/Common).

* Internal Audit 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,
Internal Audit did note some exceptions — please see the next slide for a listing of
exceptions identified by Internal Audit.
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NiFiT Charge Code / Time Review s R e

Objective 1:
Results (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 Time

« ALL SCM_ADMINISTRATION TIME

« CMA_TandL_Administration

* ALL_Accounting_ ADMINISTRATION TIME - Common Capital
« ALL CoA Capital ADMINISTRATION 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.

S e




Exhibit No. 13
Schedule No. 4(46)b
Page 11 of 23

NiFiT Charge Code / Time Review s e

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.

« NIiFiT Management noted the following regarding the 182 tasks identified by Internal
Audit;

* 105 (~8%) tasks are associated with the CMA 3.0 Warehousing initiative.

« These tasks will not have a charge code behind them, as 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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NiFiT Charge Code / Time Review s e

Objective 1:
Results (Cont’d):

Internal Audit Recommendations:

* 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 / Time Review s e

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.

Results:

+ Internal Audit selected a sample of (25) individuals for a 5 week period (Week 40-44) for
both NiSource employees and third-party 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:
Results (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:

NP o )

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:
Results (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.

» 0-25 Hours — 3 individuals

» 26-50 Hours — 7 individuals

« 51-75 -4 individuals

» 76-100 — 6 individuals

« > 100 Hours -5 individuals

» Lowest difference for an individual was 9 hours and largest was 238 hours.
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NiFiT Charge Code / Time Review

Objective 2:
Results (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 under budget 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 4% 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.

* NIiFiT Management noted that Individuals’ 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:
Results (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 the next slide for more information.

« Internal 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.

 Qur results have been summarized on the next slide:

S
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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:

Total 5 Week Period (Week 40-44)

PWA Actual PWA Budget Staffing Plan
Capital 17,146 25,247 16,976
Oo&M 5,746 7,102 5,872
Unassigned 570 1,121 0
23,462 33,470 22,848
PWA Actual PWA Budget Staffing Plan
Capital 73.1% 75.4% 74.3%
o&M 24.5% 21.2% 25.7%
Unassigned 2.4% 3.3% 0.0%
100.0% 100.0% 100.0%

* NIiFiT 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 variance
between budget and actual hours for this 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 subsequent phases of NiFiT.




Exhibit No. 13
Schedule No. 4(46)b
Page 19 of 23

NiFiT Charge Code / Time Review s e

Objective 2:
Results (Cont’d):

Internal Audit Recommendations:

* 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.

Management Response:
» As of the date of the report, NiFiT management is now updating the Staffing Plan forecast

on a real-time basis and that a process to reconcile budgeted hours in PWA and the
Staffing Plan is underway.

S R
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NiFiT Charge Code / Time 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 right tasks.




NiFiT Charge Code / Time Review

8AM-
Noon

Noon-
5PM

Resources enter
actual hours against
tasks in PWA

(Due EoD)

Team Leads receive
time entry
completion report
{Due: 10am)

Workstream Leads
approve Time

Workstream Leads
approve Time
(Due: EoD)

Deadline for
providing deliverable
completion update
(Due: EoD) — can be
submitted early

Project Specialist
downloads approved
time, creates
management reports
and updated
Deliverable Status
Entry Template
(Due: Noon)

Teams conduct
status meetings

OPTIONAL: Submit
workplan updates
using DSET
{Due: EoD)
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Project Specialist
revise and republish
management reports

(Due: 10am)

Project Status PMO to publish
meetings are Project Status Report
conducted: (Due: EoD)

* BusSol 1:30-2pm
* Tech 2-2:30pm

* CM/BU 2:30-3pm
* PMO 3-3:30pm

o
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NiFiT Charge Code / Time Review

Objective 3:
Results (Cont’d):

Internal Audit Recommendations:

* None.
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TO: Suzanne Surface, Vice President Regulatory Strategy and Support
June Konold, NiSource Gas Distribution Segment Controller

Vy 7
FROM: Amar Patel, Senior Auditor ﬂ ﬁ

Shelley Duling, Manager Internal Audit ,fl/wdw DW,,]
Ryan Binkley, Director Internal Audit
%{7/

DATE: February 6, 2013
SUBJECT: 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 Asset 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
(Internal 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
e 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.

Background

Internal Audit selected Other Regulatory Assets and Liabilities to review as part of the audit
scope based on the following:
1) Discussions with NGD Accountmg personnel to identify high risk accounts based on
management’s perception of risk;
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2) Known historical financial 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 Assets and Liabilities totaled $871.6 million and $536.9 million respectively
as of June 30, 2012; with Other Regulatory Assets and Liabilities representing 11.6% and
12.7%, 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 Standards 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 otherwise be
required to appear on the company's income statement and would be charged against current
expenses or revenues.

Internal Audit reviewed a detailed listing of the items included in Other Regulatory Assets 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.

Internal Audit Account Selections

Company Account Selected Reason Account Selected Re:aari‘:ice
NGD Hedging Program Large S Value relative to total balance 3
COH GCR Base Chip Asset has existed since 1979 6
COH DSM Expenses Large $ Value relative to total balance 8
CMA Masspower Judgmental Selection 10
CMA F[))::l?upling - Res Heating — Large $ Value relative to total balance 12
CMA DSM implementation Large $ Value relative to total balance 13
CPA USP Program Rider Large $ Value relative to total balance 14
CPA Retirement Income Plan Large $ Value relative to total balance 15
CPA Deferred OPEB recovery Large $ Value relative to total balance 17
CGv Environmental Large $ Value relative to total balance 18
cGv CARE Program Large S Value relative to total balance 19
CKY IBM Costs Recovery Judgmental Selection 20
CKY Demand Side Management Large $ Value relative to total balance 22

(8]
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Audit Scope

Business 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 Assets
and Liabilities. In addition, Management has appropriate detail to support the June 30, 2012
General Ledger balances related to Other Regulatory Assets 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 and/or 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
Asset and Liability accounts.

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

Summary of Audit Results and Recommendations

Hedging Program

Internal Audit Note: Intenal Audit’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 - Results (Account Background/Walkthroughs)
e The following is the rate case history establishing the initial hedging program for each
respective NGD Company/state:

State Rate Case Rate Case Filing Commission
Reference Date Approval Date
CMD 8952 November 2, 2002 | May 5, 2004
CPA R-00049234 March 6. 2002 July 28, 2004
CGV PUE-2005-00087 | October 17,2005 | February 1, 2006
CKY 1999-00165 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.

o 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

e}

e}

Focus Area 2

gas contracts.

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 Assets. Once a trade
expires, the corresponding asset/liability balance is transferred to the
Unrecovered Gas Costs regulatory account to be included in future gas cost rate
filings based on each state’s recovery period.

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.

(See Appendix for Hedging Process Flow Chart)

— Results (Testing of Balance/Support)

e 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 6/30/2012
Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Total Period
182-3499-12920 Hedging Program 693,212 693,212 Annual
CPA Balance 6/30/2012
Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Period
182-3499-12920 Hedging Program 6,875,495 6,875,495 Annual
182-3599-12920 Hedging Program - 795,062 795,062 Annual
254-3434 Hedging Program (116,552) (116,552) Annual
254-3534 Hedging Program (68,461) (68,461) Annual
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CGV Balance 6/30/2012

Regulatory Assets Recovery
GL Account Description Current Non-Current Total Period
182-3499-12920 Hedging Program 7,167,088 7,167,088 Annual
182-3599-12920 Hedging Program 489,868 489,868 Annual

CKY Balance 6/30/2012

Regulatory Assets Recovery
GL Account Description Current Non-Current Total Period

182-3499-12920 Hedging Program 1,925,216 - 1,925,216 Annual

182-3599-12920 Hedging Program - 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:

In 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
liguidation, the positions held in custody by MF Global were written off and transferred to
Other Regulatory Assets. As the contracts expire each month, the amount booked to
Other Regulatory Assets is transferred to the Unrecovered Purchased Gas Costs
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) 815.25.40-5 states:

o If a fair value hedge of a firm commitment is discontinued because the hedged
item no longer meets the definition of a firm commitment, the entity shall do both
of the following:

» Derecognize any asset or liability previously recognized pursuant to
paragraph 815-25-35-1(b)
= Recognize a corresponding loss 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 Commitment (“...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.
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NGD Recovered Future Total Held Final
Company as of 6/30/2012 Recoveries MFGlobal Expiration Date
CMD S 1,326,130.00 S 300,600.00 $ 1,626,730.00 Feb-13
CPA $ 11,467,120.00 $2,658,720.00 $14,125,840.00 Mar-14
cGvV $ 10,612,660.00 $2,746,770.00  $13,359,430.00 Feb-14
CKY $ 1,705,100.00 S 893,350.00 $ 2,598,450.00 Mar-13
Totals $25,111,010.00 $6,599,440.00 $31,710,450.00

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
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 Recovery Base Rate Program — Columbia Gas of Ohio (COH)

Focus Area 1 - Results (Account Background/Walkthrough)

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. 80-212-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 its gas cost incurred subsequent to the cutover
date, no more and no less. Because of cycle billing coupled with COH'’s practice of not
recording unbilled revenues, the company will have included 10,716,000 Mcf of gas
sales in the GCR calculations for which no costs could be associated 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 it would have been recovered by the end of the billing season if
the conversion had not occurred. Without the recovery of these costs, COH
would have experienced a “...true economic loss to the transaction from one
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form of gas cost 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 in rates to customers. It 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 that should the GCR mechanism continue until such
time when the company goes out of business, 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 Asset 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 foliowed 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 — Results (Testing of Balance/Support)
* Presented below is a summary of the GCR Base Chip regulatory asset as of June 30,

2012.
Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Total Period
182-3599-12501 GCR Base Chip 8,199,476 8,199,476 N/A
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. In 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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Item 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
motion, which will be filed after April 2013.
= Filing should allow for the recovery of the amount over a 12 month period
and is anticipated to be effective anytime between September through
January or 2013.

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:

e}

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 GAAP.

Recommendations

None

Demand Side Management (DSM) Program - COH

Focus Area 1- Results (Account Background/Walkthroughs)

In 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 funded, cost 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. 08-0833-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.

e}

Each month, the “DSM Workbook 2012-2016 Actual Spending” (‘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 the “Accounting Workbook 182-3499-12477 Activity
Through month year” 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.

o The COH Demand Side Management Evaluations Team Leader periodically
audits a sample of DSM expenses to ensure compliance with program terms and
conditions.

o (See Appendix for Process Flow Chart)

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

Balance as of 6/30/2012

Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Total Period

182-3499-12477 DSM Expenses 14,266,968 14,266,968  Annual

182-3599-12477 DSM Expenses 5,341,351 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% through April 30", thus the current balance
represents the amount yet to be recovered through April 30" 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 for 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
Internal 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 formal documentation supporting the
resolution of reconciling items between the DSM and Accounting Workbooks.
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Masspower — Columbia Gas of Massachusetts (CMA)

Focus Area 1— Results (Account Background/Walkthroughs)

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.

In 2005, CMA and Masspower agreed to the following:
The annual demand charge revenues to CMA would decrease from $2.5
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:

The circumstances surrounding the buy-out transaction;

The allocation of proceeds of the $12.4 million buy-out;

All efforts by CMA to mitigate the annual losses it incurred up to 2002;

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.

hPON=

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 buyout-transaction 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 counsel were 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 discussions with outside legal counsel 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.

Internal Audit performed a walkthrough with Regulatory and Accounting management to
discuss the processes and procedures related to the Masspower regulatory liability.
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o Each quarter a Management Summary - Significant Accounting Issues 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 — Results (Testing of Balance/Support)
e Presented below is a summary of the CMA Masspower regulatory liability as of June 30,
2012.

Regulatory Assets (Liabilities) Recovery

GL Account Description Current Non-Current Total Period
o 525453 Masspower (5,700,000) - (5,700,000) N/A
Internal Audit reviewed the Management Summary — Significant Accounting Issues
for Q2 2012 which was provided by Regulatory management. The summary outlined
management's assumptions and the background information related to the
Masspower liability. Internal Audit 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 Accounting Issues. Item 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 — 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 — Regulatory Operation
o ASC 450 - Contingencies

o 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.

Internal Audit Note:

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. |n addition, since the Attorney General and
DPU have ruled that a payment is required, ASC 980.450.24 — Regqulated Operations —
Contingencies — Recognition states that a “...requlator may direct a regulated entity to include
an amount for a contingency in allowable costs for rate making purpose even through the
amount does not meet those criteria for recording. If the requlator 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.
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Recommendations:

None

Decoupling - CMA

Focus Area 1-— Results (Account Background/Walkthroughs)

On July 16, 2008, the Massachusetts Department of Public Utilities issued DPU 07-50-A
— Investigation by the Department of Public Utilities on its own Motion into Rate
Structures that will Promote Efficient Deployment of Demand Resources. The Order was
issued to “..set forth 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 — In Support of
Bay State Gas Company (subsequently CMA) Request for Revenue Decoupling and
Base-Revenue Adjustments on April 16, 2009. The filing proposed a revenue-per-
customer decoupling model which was consistent with the Commission’s DPU 07-50-A
Order. On October 30, 2009, the DPU issued an Order approving CMA’s decoupling
mechanism.

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

o 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. If
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.

o (See Appendix for Process Flow Chart)

Focus Area 2~ Results (Testing of Balance/Support)

Presented below is a summary of the CMA Decoupling regulatory asset as of June 30,
2012.

Regulatory Assets (Liabilities) Recovery

GL Account Description Current Non-Current Total Period
518201 Decoupling - Res Heating - peak 15,954,888 15,954,888 Annual

o 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.

o Internal Audit agreed the General Ledger amount to the “Decoupling Adjustment
Reconciliation” report provided by Regulatory management noting an
inconsequential variance due to rounding.
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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 — 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 - 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 Management (DSM) Program - CMA

Focus Area 1- Results (Account Background/Walkthroughs)
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 initial term, CMA files annually with the DPU on August 1% to continue
the program effective November 1% each year.

¢ 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 — Results (Testing of Balance/Support)
e Presented below is a summary of the regulatory liability related to CMA’'s DSM program
as of June 30, 2012.

Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Total Period
518241 DSM implementation (12,530,204) (12,530,204) Annual
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o Internal Audit obtained the June 30, 2012 balance sheet reconciliation for CMA’s
DSM regulatory asset account.

o 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.

o ltem 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.

o Internal Audit Note: The DSM Program is classified as a current regulatory
liability as of 6/30/2012. The DSM program is based on an approved three year
budget. Even though money is not spent in a given year the money is planned to
be spent in a consequent year. It 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.

(0]

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 - Existence of Regulatory Assets
e 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:
e None

Universal Services Plan - CPA

Focus Area 1— Results (Account Background/Walkthroughs)

e 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
Reduction Program (LIURP) and Energy Efficiency Program.

= A quarterly tracker mechanism is utilized to recover all costs.

o 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.
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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 Chart)

Focus Area 2 — Results (Testing of Balance/Support)
s Presented below is a summary of the regulatory asset related to CPA’s USP program as
of June 30, 2012.

Regulatory Assets (Liabilities) Recovery
GL Account Description Current  Non-Current Total Period
182-3499-1299x USP Program Rider 3,709,731 3,709,731 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. The 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 — 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 - Existence of Regulatory Assets

¢ 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 GAAP.

Recommendations:
e None

Retirement Income Plan - CPA

Focus Area 1 - Results (Account Background/Walkthroughs)

¢ 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 in excess of cash contributions
as a regulatory (deferred) asset 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 assets).”

¢ 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.)
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o 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.

o The regulatory asset/liability is credited as cash is contributed to the fund. The
regulatory asset/liability is debited for the actuarial expense.

o 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 — Results (Testing of Balance/Support)
* Presented below is a summary of the regulatory liability related to CPA’s Retirement
Income Plan as of June 30, 2012.

Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Total Period
254-3509 Retirement Income Plan - (20,395,298) (20,395,298) Annual

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.

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 - Existence of Regulatory Assets
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:
e None
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Other Post Employee Benefits - CPA

Focus Area 1- Results (Account Background/Walkthroughs)
¢ 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 aftributable 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 Costs. Amounts recorded as regulatory assets and liabilities will be collected

from or returned to customers in the next rate proceeding.

o Internal 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
Research, includes the following items:

= Evaluation of any changes in law impacting corporate benefits;

= Evaluation of any plan changes that are significant enough to warrant a
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 — Results (Testing of Balance/Support)
e Presented below is a summary of CPA’'s OPEB regulatory liability as of June 30, 2012.

Regulatory Assets (Liabilities) Recovery

GL Account Description Current Non-Current Total Period
254-1104 Deferred OPEB recovery (1,020,754) - (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 — 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 - Existence of Regulatory Assets

o ACS 7156.60 — Defined Benefit Plans-Other Postretirement

o ASC 715.980.05.03 - Regulated Operations-Retirement Benefits-Other
Postretirement Benefit Costs
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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:

None

Environmental — CGV

Focus Area 1 - Results (Account Background/Walkthroughs)

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 cost is nonrecurring or
unusual in nature, beyond the control of the utility, and would materially and negatively
affect financial results if expensed currently. If a regulatory asset is established, 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
deferral and subsequent amortization of the cost is typically subject to annual earnings
tests to determine the extent to which recovery may have already occurred. Further, the
deferral of such costs for financial reporting purposes is subject to the provisions of
Accounting Standards Codification No. 980, formerly the Financial Accounting Standards
Board’s Statement No. 71, “Accounting for the Effects of Certain Types of Regulation.”
This pronouncement provides the accounting guidance for rate-regulated utilities to
capitalize as a regulatory asset costs that would otherwise be charged to expense if
future recovery in rates is probable. Should CGV decide to defer and amortize the
above-described costs, the Ulility 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
requests 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
reimbursements.”

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 process 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.
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Focus Area 2 — Results (Testing of Balance/Support)
¢ Presented below is a summary of the regulatory asset related to CGV's environmental
remediation costs as of June 30, 2012.

Regulatory Assets (Liabilities) Recovery

GL Account Description Current Non-Current Total Period
182-3500-12900 Environmental 3,610,357 3,510,357 Pending Rate Case

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.

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
o ASC 410.30 —Environmental Obligations

e 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.

Recommendations:
o None

Conservation and Ratemaking Efficiency (CARE) Plan - CGV

Focus Area 1— Results (Account Background/Walkthroughs)

e 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
classes and a decoupling mechanism that adjusts actual non-gas distribution revenue
for participating 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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¢ 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 — Results (Testing of Balance/Support)
e Presented below is a summary of the regulatory asset related to CGV's CARE Program
costs as of June 30, 2012.

Regulatory Assets (Liabilities) Recovery
GL Account Description Current Non-Current Total Period
254-1006 CARE Program (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%,

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
e 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 Recovery - CKY

Focus Area 1- Results (Account Background/Walkthroughs)

e As a result of the outsourcing of certain business function areas in 2005 to IBM, 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 permitted to defer and
amortize certain onetime expenses as part of its application in this case. These
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expenses included costs associated with an outsourcing arrangement between NiSource
and IBM, costs billed directly to Columbia incurred with the transition of Columbia's Call
Center, and certain severances costs. Columbia had proposed a 3-year amortization of
these deferred expenses. In addition, Columbia had proposed that the expenses
associated with the preparation of this rate case be deferred and amortized over a 3-
year period.”

e Starting in September of 2007, the Commission authorized CKY to “...recognize a
regulatory asset to defer and amortize one-time charges associated with the outsourcing
of work under an IBM contract, the transition of Columbia's Call Center, and certain
severance costs. The IBM costs and the Call Center charges would be amortized over
an 8-year period and the severance costs over 3 years.”

s [t was noted that the other NGD companies also had costs related to the IBM transition;
however, did not seek recovery of these expenses.

e 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 — Results (Testing of Balance/Support)
e Presented below is a summary of CKY’s IBM cost recovery regulatory asset as of June

30, 2012.
Regulatory Assets Recovery
GL Account Description Current Non-Current Total Period Case Reference
182-3499-12923 IBM Costs Recowery 390,114 390,114 8 Years Case No. 2007-00008
182-3599-12923 IBM Costs Recowery - 845,268 845,268 8 Years Case No. 2007-00008

o Internal Audit reviewed Rate Case No. 2007-00008 and noted the following
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):
* Internal Audit referenced the following accounting guidance and codifications, to ensure
the policies and procedures complied with US GAAP:

o ASC 980 — Regulated Operations
e 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 Management (DSM) Program - CKY

Focus Area 1 - Results (Account Background/Walkthroughs)
e 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.

¢ 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 Balance/Support)
¢ Presented below is a summary of the regulatory liability related to CKY's DSM program
as of June 30, 2012.

Regulatory Assets Recovery
GL Account Description Current Non-Current Total Period Case Reference
254-1005-15760 Demand Side Management (1,546,880) - (1,546,880) Adjusted Annually Case No. 2009-00141

o Internal 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%
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Focus Area 3 — Results (US GAAP Considerations)
e 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

o 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:
e 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. Baimert
J.F. Racher
L. J. Francisco
T.L. Tucker
Deloitte & Touche LLP
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APPENDIX

All NGD - Hedge Accounting Process Flow Chart
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COH - Demand Side Management Process Flow Chart
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CMA - Decoupling Process Flow Chart
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NGD - DSM/CARE Process Flow Chart (Excluding COH)
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CPA - USP Process Flow Chart
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Accrual & Accounts Payable Cutoff Process Revie
(NiSource Gas Distribution Companies

February 6, 2013

To: June Konold, NGD Segment Controller

From: Jaclyn Callahan, Internal Audit Lead
Ryan Binkley, Internal Audit Director
Shelley Duling, Internal Audit Manager

EiSource
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Executive Summary

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)
companies

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 Accounting
— NGD Business Improvement

* The focus of our review included the following:

— Awalkthrough of the current processes and procedures in place as of June 30,
2012 and September 30, 2012 (2" and 3" 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.
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Audit Objective: 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 System (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
Management System (WOMS)

« ~$3K processed through WMS but was not identified in management’s
population of known errors

« Internal 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 lmplemented a new reconc:llat/on 1 process as of the date of this repon‘

................................ i e e T — R
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Audit Objective (Cont’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

Self-Report Population

Management identified the following unrecorded accruals through self-reporting
processes (WMS, Catalyst, and Other self-reporting procedures):

— 06/30/2012 - ~$9.5 million; total A/P balance was ~$144 million (~6.6% of total)

— 09/30/2012 - ~$9.8 million; total A/P balance was ~$161 million (~6.1% of total)
— 12/31/2012 - ~$4.3 million™*

, n as of the 5
reporting date; self-report population noted as of January 31, 2013.
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Executive Summary (Cont’d)

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
Payable liabilities in 2012. 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 Improvement Project

In addition to the review performed as part of this report, Internal Audit will work in
collaboration with Field Operations in 2013 to identify 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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Background

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
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

— If 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
* |tis probable that the liability has been incurred
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Overview of NGD Accounts Payable Accrual Processes (Cont’d):

SUMMARY OF SIGNIFICANT SYSTEMS UTILIZED BY NGD TO PROCESS AND
RECORD ACCOUNTS PAYABLE

FEEDER ACCOUNTS GENERAL
SYSTEMS PAYABLE LEDGER
SYSTEMS SYSTEMS
cis
WOMS — A
\
» LAWSON AP » LAWSON ( "
| GL )
; \
\CATALYST,
M&S
WIS ,‘ GEAC AP =:’ MILENNIUM
‘ \ GL
DIS
_ GAS
v source 1

T

escriptions of each system referenced above

NiSource
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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

« Catalyst
— 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 both Lawson AP and GEAC

— Criteria for Interface: Expense must have the required approvals to be
included in the interface to the AP systems

i S S 8 R, A i G e i =
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Overview of NGD Accounts Payable Accrual Processes (Cont’d):

Interface from “Feeder” Systems to the AP Systems (cont’d):

«  Work Management System (WMS)

— 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
(ACI) function within the system

- Distributive Information System (DIS)
— 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.

— Criteria for Interface: None; all transactions are interfaced

1"
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Background (Cont’d)
Overview of NGD Accounts Payable Accrual Processes (Cont’d):

Interface from “Feeder” Systems to the AP Systems (cont’d):

«  Customer Information System (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 (M&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

— Criteria for Interface: The purchase order must be “Approved” within the
system

1N
¥
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Overview of NGD Accounts Payable Accrual Processes (Cont’d):
Interface from “Feeder” Systems to the AP Systems (cont’d):

. Gas Source

— Description: A system 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
— Criteria 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 Interface) with the
respective distribution companies’ General Ledger (GL) systems

« The interfaces from the respective AP systems record entries to the following
liability accounts:

— CMA Lawson GL - 523200
—  CDC Millennium GL - 232-13990

3 = i — - s it o A S T e
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Overview 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 Interface

— 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)

R
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Background (Cont’d)

Overview 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

— If 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 Open Payables Interface 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

R

i S L Ty T W T R i T S PR




Exhibit No. 13
Schedule No. 4(46)d
Page 16 of 46

Witness N. M. Paloney

Background (Cont’d)

Overview of NGD Accounts Payable Accrual Processes (Cont’d):

Manual Entries to the GL to Record AP Accruals Related to “Feeder” System Data
WMS and M&S Open Work Order Queries:

« 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 Interface 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 performed by NiSource’s external auditors, Deloitte & Touche (D&T)

« On Day 3 of accounting close, the NGD Business Improvement 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 interface criteria for WMS and M&S

— The “Progress Date” is the field in WMS which is designed to capture the date the work was
performed 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 materials (i.e. liability date)

— NGD Accounting records the total of these queries via a manual entry

P —— = = P I
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Background (Cont’d)

Overview 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 Catalyst 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 items as necessary if coding information is not available to
record the liability to the GL

» NGD Accounting Management developed the $10K threshold to ensure that all
“significant” items were investigated

— Any invoice under $10K will not be accrued
 Internal Audit filtered the Catalyst 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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Background (Cont’d) Winess - Poorey

Overview 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 Catalyst Open Payables Query

— Process Changes for the period ending October 31, 2012

» Effective as of October 15, 2012, the Catalyst 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

» Note: AP still communicates those invoices for which a service date
has not been entered; NGD Accounting researches these items to
determine if an accrual is necessary

NiSource "
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Background (Cont’d) Winess - Palone

Overview 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
Day 3 of accounting close to capture any items entered into Catalyst during
the close process which had a service date within the reporting period
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Background (Cont’d) Winess . . Paoney

Overview of NGD Accounts Payable Accrual Processes (Cont’d):
Catalyst Open Payables Query (Cont’d):

— Process Changes Specific to Year End Accounting Close

« Allinvoices listed in the Catalyst Open Payables Query 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 close

— The temporary employees will continue to research invoices without the
necessary GL coding during the accounting close

» After completion of the accounting close, the temporary employees will
continue to monitor any new invoices that are entered into the Catalyst
system to identify any items which should be included in the “Self Report”
population for year end (See Slide 31 for further discussion)

Aw " s e =S = e s S e S i i




Exhibit No. 13
Schedule No. 4(46)d
Page 21 of 46

Witness N. M. Paloney

Background (Cont’d)

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 9 — 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
« Charitable contributions

— Upon receipt of these communications and based on the circumstances of each
item, NGD Accounting will manually book the accruals needed

— NOTE: ltis the responsibility of the party incurring the liability to inform NGD
Accounting of the liability if there is not record of it in one of the systems
discussed on the slides noted above
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Witness N. M. Paloney

Background (Cont’d)

Overview 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:

S . Catalyst Year-End Communlcation
NiSource Accounts Payable to: 11/21/2012 09:36 AM
SenthyT Lynne M Bolin
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Please read these important Catalyst updates & reminders. This special year-end
edition covers:

Month-End Approval deadlines Nov & Dec

Delegate your Catalyst Authority (especially around the holidays)
Booking of expense occurs when invoice approved

Awards & Gifts

AP Sharetime Sessions

Contacting the Help Desk - reminder




Exhibit No. 13
Schedule No. 4(46)d
Page 23 of 46

Background (Cont’d) Winess . Poloney

Overview of NGD Accounts Payable Accrual Processes (Cont’d):

E-Mail Reminders Distributed by AP (Cont’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 Novembaer close, the deadline is
noon (e.s.t.) on 11/30 and for December close, the deadline is noon (e.s.t.) on 12/31.

If you are unable to approve an invoice in Catalyst by the deadline, please make sure
to enter the account distribution information. The Accountants use that information
to book accruals so the expense can still hit the proper month.

Please also receipt timely as the Accountants also use this information for accrual
purposes.

Delegate your Catalyst Authority

Please remember to Delegate your autherity 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

Click on Search bution to locate the Delegator name

Click on the ADD button in the "Users delegated” to section
Search for the name you want to delegate tc and select
Click on the Pencil
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Witness N. M. Paloney

Background (Cont’d)

Overview of NGD Accounts Payable Accrual Processes (Cont’d):

E-Mail Reminders Distributed by AP (Cont’d):

Booking of Expense occurs when Invoice is approved

The invoice is booked to the accounting system when the invoice is approved, not
when It Is paid. Pleass do not requeast payments to be rushed in hopes of gstting the
expense booked in 2012 as it has no impact.

Awards & Gifts

As a reminder, all cash or cash equlvalents (gift cards, gift certificates, etc.)
regardless of amount are taxable to the employee

If the expense is charged to the corporate card or if an employee is to be relmbursed
for the purchase — process the reimbursement through ERS. Please select the Award /
Gift category.

Relmbursement for awards and gifts are made using the Employee Gift and Award
Accounting and Reporting policy located ch MySource under Policy Center \ Corporate
\ Finance & Accounting \

If a payment for the gift or award is to be made directly to a vendor, the payment
request must includes the receipt and a copy of the completed Employee Income
Reporting Form (available from Payroll). The original is to be sent to Payroll.

AP Sharetime Sessions

AP is planning sessions where team membeors will be available for individualized help to
process inveoices through Catalyst starting December 17 in Columbus & Charleston.
Please look for upcoming announcemaeants for date, times, and rooms.

Contacting the help desk — reminder

TELEPHONE communication
- Telephone # is 1-877-357-3911, option 2, option 2
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Background (Cont’d) Winess .. Pooney

Overview 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 Catalyst Open Payables Query prior to recording the liability in the
financials, Management has elected not to research and record any invoice listed
on the Catalyst Open Payables Query under $10K

— Internal 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 total of ~$3.9M in accruals were reported 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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BaCkground (Cont’d) Witness N. M. Paloney

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 Issue(s)

— Subsequent to recording the June 2012 manual entry using the WMS and M&S
Open Work Order Queries (See Slide 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

* NGD Accounting will investigate any apparent trends or large fluctuations in
the total “unrecorded” accrual data with the assistance of NGD Business
Improvement and Field Operations
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Background (Cont’d) Winess .. Paloney

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 Issue(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 two months 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 Expense Transactions Credit Memos
Period ending June 30, 2012 40 Days 96 Days
Period Ending September 30, 2012 42 Days 102 Days

i e

mm“’ NOTE: Refer to Slides 29-30 for a summary of the unrecorded accruals for 27
each respective period end
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Background (Cont’d) i i Pesos

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 Issue(s) (Cont’d):

* 46% of the expense transactions related to June 30, 2012 and 49% for
September 30, 2012 were input into the system in excess of 30 days past
the progress report date

+ 96% 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

TR 2 = 3 SO
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Background (Cont’d)

Overview of NGD Accounts Payable Accrual Processes (Cont’d):

Exhibit No. 13

Schedule No. 4(46)d

Page 29 of 46

Witness N. M. Paloney

Unrecorded Accruals as of June 30, 2012 and September 30, 2012

- WMS and M&S Timing Issue(s) (Cont’d):

Unrecorded Accruals for period ending June 30, 2012

30, 2012

Days Between the Progress Report Value of
Date and Expense Being Input into Expense Days Between the Progress Report |Value of Credit
WMS Transactions Date and Credit Being Input into WMS| Transactions
O0to 30 54,672,832 Oto 30 ($15,059)
31to 60 $3,207,111 31to 60 (517,216)
61 to 90 $309,162 61 to 90 (5185,323)
Over 90 $484,950 Over 90 (5171,853)
$8,674,055 ($389,451)

NOTE: The analysis above includes all transactions (expenses incurred and credits from vendors) entered into
WMS during July 2012, August 2012, and September 2012 that related to expenses incurred as of or prior to June

« Atotal 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 from WMS as o

»»»»»» E i A

",

rce

R R S e e

B R e

29




Exhibit No. 13
Schedule No. 4(46)d
Page 30 of 46

Background (Cont’d) winess . . Py

Overview of NGD Accounts Payable Accrual Processes (Cont’d):
Unrecorded Accruals as of June 30, 2012 and September 30, 2012

« WMS and M&S Timing Issue(s) (Cont’d):

Unrecorded Accruals for period ending September 30, 2012
Days Between the Progress Report Value of Days Between the Progress Report
Date and Expense Being Input into Expense Date and Credit Being Input into Value of Credit
WMS Transactions WMS Transactions
0to 30 $4,558,654 Oto 30 (51,703)
31to 60 $2,068,797 31to 60 ($32,260)
61 to 90 $1,329,634 61 to 90 (558,267)
Over 90 $999,070 Over 90 (5133,041)
$8,956,155 ($225,271)
NOTE: The analysis above includes all transactions entered into WMS during October 2012 and November 2012
that related to expenses incurred as of or prior to September 30, 2012. The transactions entered in December
2012 were not available at the time the analysis was performed.

« Atotal of ~$4.1 M of 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 from WMS as of September 30 was ~$12.8 M
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BaCkground (Cont’d) Witness N. M. Paloney

Overview 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 Queries 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, 2012 and will “self
report” these known errors as they are determined

— As of January 31, 2013, the 12/31/2012 “self report” balance totaled $2.2 million

Catalyst “Self Reported” Population at Year End

« NGD Accounting ran the Catalyst 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 12/31/2012 “self report” balance totaled $2.1 million
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Witness N. M. Paloney

Internal Audit Objectives & Procedures

Audit Objective: 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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Witness N. M. Paloney

Audit Objective - Results & Recommendations

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, 2012 for both Lawson AP and GEAC AP

— Internal Audit made a total of 30 selections
— 15 selections from each system’s check register

— Internal Audit also made a judgmental selection of 70 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

PSR i
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Audit Objective - Results & Recommendations {Cornit’d)
Audit Results — June 30, 2012 (Cont’d):

 Internal Audit noted a total of 7 invoices totaling ~$454K which were not appropriately
accrued as of June 30, 2012

 Internal 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 Identified in Management’s Self Report Processes
« 1 invoice totaling $444,274 (CPA)

— Internal Audit noted that this invoice was processed through WMS

— This invoice had a progress report of June 30, 2012, but it was not
included in the WMS/M&S Open Work Orders Queries 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 agreed the invoice above to the detail of the “unrecorded”
accruals being maintained by NGD Accounting
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Audit Objective - Results & Recommendations (Cont’d)

Audit Results — June 30, 2012 (Cont’d):
« Unrecorded Accruals Identified 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 & Recommendations (Cont’d)
Audit Results — June 30, 2012 (Cont’d):

» Unrecorded Accruals Not Identified in Management’s Self Reported Processes
« 4 invoices totaling $5,998 (CMA)

— 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 6/30/12 due to system constraints

» The AP accrual for CMA is understated by the amount of these
invoices as of 6/30/12

NOTE: CMA transitioned from WOMS to WMS on 10/22/12, and new work
order information will now be captured in the WMS and M&S Open Work Order
Queries (See Slide 16)
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Audit Objective - Results & Recommendations (Cont’d)

Audit Results — June 30, 2012 (Cont’d):

» Unrecorded Accruals Not Identified in Management’s Self Reported Processes
* 1 invoice totaling $2,658 (CGV)

Internal 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 WMS/M&S Open Work Orders Queries 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

» 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 (Cont’d)
Audit Results — June 30, 2012 (Cont’d):
« Additional Item Noted During Testing

» During the review of the Catalyst Open Payables Query “Master File” (See
Slide 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 forward, 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 & Recommendations (Cont’d)

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 Results — September 30, 2012:

» Internal 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 & Recommendations {Cornit’d)

Audit Results — September 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 Identified 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 related liability was not recorded to the GL at period end, as the expenses
were not entered into the WMS system until October 4, 2012 and October
13, 2012, respectively

— Internal Audit agreed the invoices above to the detail of the “unrecorded”
accruals belng malntalned by NGD Accountlng (Se Sllde 26)
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Audit Objective - Results & Recommendations (Cont’d)

Audit Results — September 30, 2012 (Cont’d):

» Unrecorded Accruals Not Identified in Management’s Self Reported Processes:

* 1 invoice totaling $570,000 (COH)
— Internal 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 & Recommendations (Cornit’d)

Audit Results — September 30, 2012 (Cont’d):

* 1 COH invoice totaling $570,000 (Cont'd):

— Although the date of service was September 28, 2012, Internal Audit
noted that the invoice was not scanned into Catalyst for processing until
October 22, 2012

» Per discussion with management, the invoice was forwarded to a
manager in another department for approval before the invoice was
uploaded to Catalyst, 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

» If an expense has been incurred, and it is not reflected in one of the
“feeder systems” (See Slides 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'{Cont’d)

Audit Results — September 30, 2012 (Cont’d):

* Unrecorded accruals Not Identified 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 Catalyst Open Payables Master File

— Internal Audit noted that this invoice was not input into the Catalyst
system until 10/17/12

— Note: Based on the processes outlined on Slide 31 r<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>