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Electric Operations Gas Distribution

A Balanced
Regulated
Portfolio

Gas Transmission ¥ e
& Storage 4§

NiSource Inc. (NYSE: NI} companies provide natural gas, electricity and other products and services
to approximately 3.8 million customers from the Gulf Coast through the Midwest to New England.

Our Growth Strategy focuses on long-term, low-risk infrastructure investments across our balanced
portfolio of rate-regulated businesses.

Gas Distribution

We serve more than 3.3 million residential, commercial and industrial natural gas customers in
Ohio, Pennsylvania, Virginia, Kentucky, Maryland, [ndiana and Massachusetts via approximately
59,000 miles of pipeline and related facilities.

Gas Transmission & Storage

We own and operate about 15,000 miles of interstate natural gas pipelines that transport supplies
from production and storage regions to markets across 16 states and the District of Columbia.
We aiso operate one of the nation’s largest underground natural gas storage systems, with a
total capacity of 640 billion cubic feet {Bcf), capable of delivering 4.8 Bef of natural gas per day to
aur customers,

Electric Qperations

Qur electric business generates, transmits and distributes electricity to more than

450,000 customers in 20 counties in northern Indiana, and engages in wholesale and transmission
transactions. Qur electric supply portfolio includes both traditional and renewable generation
sources, including natural gas, coal and hydroelectric, providing for a total system operating net
capability of 3,322 megawatts (MW).



DEAR FELLOW STOCKHOLDERS:

When | wrote to you a year ago, | described a renewed sense of accomplishment, commitment
and optimism at NiSource,

Our team had successfuily navigated the turbulent economy and withstood the highly
stressed capital markets. We had executed against a highly visible and demanding core
business strategy. And we were poised to address critical priorities that would move our

gompany another step closer to our aspiration of

becoming North America’s Premier Regulated B l ] ILDING

Energy Company.
MOMENTUM

NiSource, | noted, was huilding momentum.

A year later, despite an environment that remains challenging and an agenda no less
aggressive, | am happy to report that your company has maintained that momentum

and then some.
Here are just a few of your company’s notable 2010 accomplishments:

« NiSource generated a total shareholder return {TSR) of nearly 21 percent for
2010, outperforming the Dow Jones and Standard and Poor's utility averages
and the market as a whole — a strong encore to the company’s 2009 TSR of

approximately 49 percent.

+ We materially strengthened our financial profile and positioned NiSource to
fund a deep inventory of revenue-generating infrastructure modemization

and growth investments.

“Your company is indeed
Building Investment-Driven

Growth for 2011 and beyond
Robert C. Skaggs, Jr., President and CEQ
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* Qur three business units once again produced
solid results — generating earnings in line with
our increased guidance and building on an
established track record of meeting or
exceeding our financial commitments,

* We continued to deliver tangible results from
our balanced business plan — successfully
executing landmark regulatory, infrastructure
investment and customer service initiatives.

* And we remained true to our core
commitments to preserve a stable, investment
grade credit rating and maintain our attractive,
secure dividend.

As you will see throughout this year's annual
report, 2010 was a year in which your NiSource
team continued building confidence, financial
strength, and a record of consistent execution.
Your company is indeed Building [nvestment-
Driven Growth for 2011 and beyond.

BUILDING EINANCIAL

STRENGTH & SHAREHO
VALUE

During 2010, NiSource's earnings per share
{non-GAAP) increased 14 percent over 2009
levels. We also further strengthened the
company's financial profile during 2010 through
a series of actions specifically designed to
enable us to fund an attractive inventory of low-
risk, infrastructure investment opportunities.

DER

In September, we completed a $400 million
forward equity offering. This offering aligns with
— and strongly supports — our annual capital
investment pragram, which | am pleased to note
is targeted at up to $1.1 billion for 2011,

In addition, we successfully tendered nearly
$275 million in high-cost debt and concurrently
executed an attractive 30-year debt offering of
$250 million - actions that will reduce our 2011
interest expense by approximately $10 million
and extend the maturity of our debt portfolio.

With the successful completion of the forward
equity offering and other key elements of our
financial strategy, we are now well-positioned to
take advantage of the deep inventory of



investrnent opportunities available across all three of NiSource’s business units — investments that
will enable us to grow earnings and shareholder value on a sustainable basis.

POWERING inp1aNA

Across our company, NiSource teams are focused on providing exceptional customer service
and reliability, developing collaborative stakeholder relationships and advancing key
commercial, regulatory and infrastructure investment programs.

| would venture to say, however, that nowhere have these efforts been more critical than
in Indiana, where our teams embarked on a comprehensive strategy we refer o as
Powering Indiapa — an integrated series of initiatives designed to engage customers and
community leaders; improve performance and reliability; modernize customer programs
and rate designs; and restare the earnings of Narthern Indiana Public Service Company

(NIPSCO).

During 2010, those efforts produced tangibie

results, starting with the unanimous BUILDING
seftlement of NIPSCO’s natural gas rate case —

the company’s first in 20 years. The RELATIONSHIPS
settlement, which the Indiana Utility

Regulatory Commission (IURC) approved in November, resulted in an overall
rate decrease for customers while enhancing NIPSCO's operating earnings. It
also reflected rate design improvements and continued our strong support for

low-income assistance, energy efficiency and conservation.

By vear-end, the Indiana team significantly advanced its regulatory agenda
with the filing of a new NIPSCQ electric rate case with the [URC.

A COMPELLING
INVESTMENT

« A balanced, diverse portfolio of
regulated businesses

» Highly predictable revenue stream

* A substantial, highly visible invento
of growth investments

« A secure, attractive dividend and
stable investment grade credit

» Disciplined operational, commercig
regulatory and financial executjg



Although filed in November, the preparation and
stakeholder outreach for the case began long
before that - resulting in a proposal that is
halanced and responsive to the needs of the
company, our customers and other
constituencies. Qur team continues to be
engaged with stakeholders as the proceeding
moves forward, and we expect the case to be
completed during 2011.
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NIPSCO also
announced the
launch of a

$600 million
environmental
investment program
that will strengthen
northern Indiana’s
environmental and
economic profile,
Notably, the six- to
eight-year
investment program
- which is in line
with the company's
recent New Source
Review settlement
with the EPA — will
build upon NIPSCO’s
environmental
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foundation for the
company’s earnings growth going forward. The
first phase of the program, a major upgrade at
NIPSCO's Schahfer electric generating station,
received IURC certificate approval in December.

These significant regulatory and environmental
investment initiatives are in addition to our
ongoing tangible improvements in system
reliability, customer programs and services, and
constructive relationships with community
partners and key stakeholders.

With our team’s continued engagement and
singular focus, | am confident we will meet our
goal of enhancing NIPSCO's overall performance
and restoring our earnings to an appropriate
level by 2012.



LEVERAGING our sTrRATEGIC

PIPELINE & STORAGE FOOTPRINT

A centerpiece of NiSource’s long-term growth strategy is the ongoing development and delivery
of new infrastructure projects that capitalize on our core gas transmission and storage assets
and our unparalleled geographic footprint in the prolific Marcellus Shale production area.

During 2010, NiSource Gas Transmission & Storage (INGT&S) completed or neared
completion of more than $150 million in strategic growth projects serving the Marcelius
region — providing market access for more than 500,000 dekatherms of natural gas per day.

From a sirategic standpoint, our $80 million Majorsville series of projects, completed in
the third quarter of 2010 on-time and on-budgst, serve as the cornerstone of a number of
additional growth projects currently in process across the Marcellus play. These
projects, many yet {o deliver a full year's

earnings run rate, boosted NGT&S revenues by B
more than $20 million in 2010.

RELIABILITY

Looking forward, another key component of

NGT&S' growth strategy is investing in the
infrastructure needed to serve new gas-fired electric generation markets. Across

the NGT&S footprint, a number of large electric companies are actively engaged
in planning their future generation requirements, many of which are expected to
be based on natural gas. A prime example that we’re targeting to launch later
this year involves an investment to provide 250,000 dekatherms per day of firm
long-term transportation to serve a new large gas-fired generating station.

A BALANCED
BUSINESS PLAN

Now in its seventh yeas, NiSource's
balanced, four-part business plan
continues te deliver solid results fro
our low-risk portfolic of regulated
assets. As we move forward, the
fundamental components of that plan
remain unchanged:

* Expansion of our natural gas pipeline
and storage business

* Infrastructure modernization program,
synchronized with regulatory initiativg

* Financial management

* Cost and process manageipg




In sum, aur NGT&S growth strategy remains
frant and center — developing a compelling
inventory of customer-focused, value adding
energy infrastructure projects — designed to
meet increased demand for capacity by virtually
every segment of the industry. These accretive
infrastructure investments - which we expect to
average about $200 million annually — are and
will continue to be a key contributor to our long-
ferm growth plan.

MODERNIZING

GAS DISTRIBUTION
INFRASTRUCTURE &
SERVICES

During 2010, our NiSource Gas Distribution
{NGD) teams continued to execute their strategy
of combining long-term infrastructure
tmodernization programs with complementary
regulatory initiatives.

Hundreds of thousands of customers are
benefiting from this industry-leading strategy,
which includes significant, revenue-producing
facility modernization programs across a
number of our utilities, including Columbia Gas
of Dhio, Columbia Gas of Pennsylvania,
Columbia Gas of Massachusetts and Columbia
Gas of Kentucky. It aggregate, these programs
provide NiSource with an investment
opportunity of nearly $4.4 hillion over the next
20 to 25 years.

Our NGD team also continued to target organic
growth opportunities, such as Columbia Gas of
Virginia’s expansion of its system to serve
Pominion Virginia Power’s 580-megawatt gas-
fired Bear Garden power station in Buckingham
County, Va.

Qur strategy to synchronize regulatory initiatives
with our infrastructure investment and customer
programs is highlighted by rate cases in Indiana,
Maryland, Pennsylvania and Virginia in 2010. In
total, regulatory and infrastructure projects at
aur gas distribution companies contributed
nearly $0.20 to our EPS in 2010.

That regulatory momentum continues into 2011,
as Columbia Gas of Pennsylvania filed a new



rate case in January with the Pennsyivania Public Utility Commission. The case is expected to be
completed in the fourth quarter of this year.

With each successful initiative, NGD strengthened its established reputation for addressing
complex issues related to energy conservation, progressive rate design and timely recovery of
ongoing infrastructure investments in a disciplined, thoughtfu! and collaborative fashion.

BUILDING vLonG-TERM,

INVESTMENT-DRIVEN GROWTH

As you can see, your company is growing shareholder value while meeting the needs of
our customers and other key stakeholders.

Based on the continued success of our balanced business strategy and the extensive
array of growth investment opportunities available across all of our businesses, we
remain confident that NiSource will sustainably grow long-term earnings in the range
of 3 to 5 percent annually. In fact, in the near term ~ particularly as we execute a
number of regulatory initiatives — our earnings growth may well exceed that longer-
term range. For example, in 2011, we expect net operating earnings to fall within a
range of $1.25 to $1.3% per share {(non-GAAP), the mid-point of which represents a
©.3 percent increase over our 2010 net operating earnings.

NISOURCE’S comprELLING

INVESTMENT PROPOSITION

in closing, 1 would like to acknowledge our team, our customers and many
business and community partners, and you - our investors — for your

A SIMPLE
TRUTH: DO THE
RIGHT THING

Qur growth strategy is grounded in a
simple truth: We make investments that
benefit our customers and the
communities we serve,

That philosophy is best exemplified by our
annual investment in modernizing or
expanding our energy infrastructure, expecte
to reach up to $1.1 billion in 2011.

These investments help us provide the safe,
reliable and efficient energy services that out mg
than 3.8 million customers depend on.



MANAGEMENT TEAM

Robert C. Skaggs, fr.
President & Chief Executive Gificer

Stephen P. Smith

Executive Vice President & Chief Financia!l Officer

Carrie J. Hightman
Executive Vice President & Chief Legal Officer

Christopher A. Helms

Executive Vice President & Group CEG,
Gas Transmission & Slorage

Jimmy D. Staton
Executive Vice President & Group CED,
Gas Distribution & Northern Indiana Energy

Robert D. Campbell

Senior Vice President, Human Resources

Glen L. Kettering

Senior Vice President, Corporate Affairs

Violet G. Sistovaris
Senior Vice President & Chief Information Officer

Larry J. Francisco
Vice President, Audit
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support and engagement during the past year.
Together, we are building a company we can all
be proud of - one with a unigue, compelling and
durable investment proposition:

* A balanced, diverse portfolio of regulated
businesses;

+ Highly predictable revenue streams;

= A substantial, highly visible inventory of
growth investments;

« A secure, attractive dividend and stable
investment grade credit; and

» Disciplined operational, commercial,
reguiatory and financial execution.

We made significant progress in strengthening
the value of your investment during 2010. As we
continue that momentum into 2011, our core
strategy remains unchanged.

What has changed is our strengthened financial
profile and our enhanced ability to invest in our
businesses — capabifities that will drive
continued growth in 2011 and beyond.

As we move forward, | can assure you that our
approach will remain disciplined and
straightfarward — focused on meeting our
customers’ needs, generating value for our
shareholders and Building Investment-Driven
Growth,

Thank you for your continued interest in and
support of NiSource.

etk e

Robert C, Skaggs, Jr.
President & CEQ
NiSource Inc.



LETTER FROM THE CHAIRMAN

As Chairman of your Board of Directors, | am pleased to echo the optimism and sense of
accomplishment highlighted in Bob Skaggs’ letter.

With great thoughtfulness, deliberation and discipline, NiSource has executed on its balanced
business plan. The team has improved performance, strengthened key financial metrics and
delivered on fundamenta) commitments 1o invesiors, customers and other important
stakeholders.

With each successive achievement in this “brick-by-brick” approach, NiSource has built
mare cradibility, greater confidence and a deeper capacity to achieve its vision of
becoming Neorth America’s Premier Regulated Energy Company.

The Board of Diractors shares this vision and remains strongly supportive of
management’s pian to move the company forward. We believe NiSource's
infrastructure-focused investment strategy not

only will create long-term value for

shareholders, but lasting benefits for the many BUILDING

custormers and communities served by the

company. CONFIDENCE

As we look toward NiSource’s future, | would be remiss if | did not acknowledge
the important contributions 1o this strategy provided by a member of our Board
who is retiring this year. Dennis Foster has contributed more than a decade of
valued service as a member of the NiSource Board, including the last several
years as Chair of the Board’s Audit Committee. In this role, Dennis has
provided steady leadership and has been a strong and effective advocate for
transparency in our company’s accounting and financial reporting. On
behalf of our team, | would like to thank him for his service and wish him
well in his retirement.

{continued)

A SUSTAINABLE
APPROACH

Qur vision is to establish a legacy of
sustained economic growth, social
responsibility and environmental
stewardship reflective of a premier
energy company.

* Delivering sustainable econemic growth

« Enhancing our stakeholders’ quality of lif;
+ Serving as responsible stewards of naturg
and environmental resources

Learn more by reading the NiSourcg
Sustainability Report, availableg
WWW.NiSource.com.
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President & CEO,
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Dr. Carolyn Y. Woo

Martin J. Gillen Dean & Ray & Milann Siegiried
Professor of Entrepreneurial Siudies,

Mendoza College of Business,

University of Natre Dame
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Rest assured, as NiSource’s strategy moves
forward, the Board of Directors will remain
faithful stewards of your investment and
continue to build on our solid track record of
responsible and progressive governance
practices.

We will continue to test and validate key
components of the company's strategy.

We will advance principles of integrity,
transparency and independence, as embodied in
NiSource's governance standards and practices.

And we will maintain our strong level of
engagement as NiSource continues the
important work of building jong-term
sharehaolder value.

Thank you for your contituing suppart of
OUR company.

Sincerely,

Qo 1. Cottank

lan M. Rolland
Chairman of the Board
NiSource inc.
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DEFINED TERMS

The foltowing is a list of frequently used abbreviations or acronyms that are found in this report:

WiSource Subsidiaries and Affiliates

Capital Markets ..o, NiSource Capital Markets, Inc.

CER .o s e Columbia Energy Resources, Inc.

CGORC i s Columbia Gas of Ohio Receivables Corporation

N R it ettt e e v e r e s stbs b s as st Columbia Natural Resources, Inc.

Columbia ..o e Columbia Energy Group

Columbia Gulf......cooeeieeciceccr e Columbia Gulf Transmission Company

Columbia of Kentucky.........cccooevvivnniinieneneniciean e Columbia Gas of Kentucky, Inc.

Columbia of Maryland.........cooor e Columbia Gas of Maryland, Ine.

Columbia of Massachusetts.........cccecereieivieiernneneenn.... Bay State Gas Company

Columbia of Ohi0 ..o e Columbia Gas of Ohio, Inc.

Columbia of Pennsylvania..........ccooveiiiiinvnceconnnnnne, Columbia Gas of Pennsylvania, Inc.

Columbia of Virginia.......cccoommeiiriiinnnin. Columbia Gas of Virginia, Inc.

Columbia TransimisSsion .........c.cccocevvvvinivsscrercrenennsn.... Columbia Gas Transmission L.L.C.

CPRO .o ecvvraviestt e e et sras e e eiaaran s pesemearneennenee Columbia Gas of Pennsylvania Receivables Corporation

Crossroads PIpeling .......cocovcecvevennvrvnirennnsicesie s Crossroads Pipeline Company

Granite State Gas...ovvvcciir s s (ranite State Gas Transmission, Inc,

Hardy Storage.......cviiivieicimivriineersence Hardy Storage Company, L.L.C.

KOKOIMO Gas...cccorriiiiir e e e Kokome Gas and Fuel Company

MAlLENAIUITE ..o et e s vmrs s eerererass e sms e Millennium Pipeline Company, L.L.C.

NARC . riitiseeee st ans s e snas s s aas e sm e ssees NIPSCO Accounts Receivable Corporation

NDC Douglas Properties .........c.cccoevecnvreernsniarenee... NDC Douglas Properties, Inc,

INISOUICE ..o vveeeeerr st srereecee st rarrrer e oo ssmeransnaans NiSource Inc.

NiSource Corporate Services ... NiSource Corporate Services Company

NiSource Development Company ..........ccecreiceieenn. NiSource Development Company, Inc,

NiSource FInance ......oovcervnimnmennisonseisn NiSource Finance Corporation

Northern Indiana......c.ooiiiiiimn, Northern Indiana Public Service Company

Northern Indiana Fuel and Light ._...........oooviiiinneeee Northern Indiana Fuel and Light Company Inc.

Northern UHIHES ..o cmvinrsireserssensresssesssans Northern Utilities, Inc.

NER e e New Source Review

PEIL ..o seenssesmersrensnansnnenens. P B Holdings, Inc.

Whiting Clean Energy ..........cccovvveecvenvnnsrcceniennnnnen... Whiting Clean Energy, Inc.

Abbreviations

2010 Health Care ACt..uueneccccc v irererenecenenennns The Patient Protection and Affordable Care Act and the Health
{Care and Education Reconciliation Act of 2010 signed into
law by the President on March 23, 2010 and March 30, 2010,
respectively

ACES i e American Clean Energy and Security Act of 2009

AFUDC Lt Allowance for funds used during construction

ALCPA et aa e American Institute of Certified Public Accountants

AMNELEI cocoiivirre et e s e Ameren Services Company

AMPREP ..o Accelerated Main Replacement Program

AODC et Administrative Order by Consent

ADCT i enesse e ACCUmUlated other comprehensive income

ARRS vttt e e e Auction Revenue Rights

ASC e e Accounting Standards Codification

BBA .ottt British Banker Association

BOE e s Billion cubic feet

BOAIA .. oeies et Board of Directors

BPAE....o i b et BP Alternative Energy North America Inc

BTMU ..ottt sb s et enees The Bank of Tokyo-Mitsubishi UFJ, LTD.

BTU oot eiieiiie e eeensssrrssrasarsressssnessrennne...... BITHSH Thermal Unit
CAA ettt sesrres s es s e LGN ATE At
CATR e iir ittt st me e e st e e ss s bmt st nas e e etaaenen Clean Air Interstate Rule



DEFINED TERMS

CAMR ettt Clean Air Mercury Rule

CARE e Conservation and Ratemaking Efficiency

COGT .ot st e ta s Combined Cycle Gas Turbine

CERCLA oot cars st s Comprehensive Environmental Response Compensation and
Liability Act (also known as Superfund)

Chesapeake ... e Chesapeake Appalachia, L.1.C.

COZ ot e s e e aba e Carbon Dioxide

Day 2 .o s Began April 1, 2005 and refers to the operational control of

the energy markets by MISO, including the dispatching of
wholesale electricity and generation, managing transimission
constraints, and managing the day-ahead, real-time and
financial transmission rights markets

DOT o b United States Department of Transportation

F I o USROS UUO ORI Department of Public Utilities

DEM et Demand Side Management

D e e e Dekatherm

ECR s rm e crrsras s s st s Environmental Cost Recovery

BECRM i rar s men e csessrneine Environmental Cost Recovery Mechanism

BCT it Environmental cost tracker

EERM ..o et e Enavironmental Expense Recovery Mechanism
EPA e United States Environmental Protection Agency
EPS e e s Earnings per share

ERISA i Employee Retirement Income Security Act of 1974
FAC et v e et e s Fuel adjustment clause

FASB ..ot e Financial Accounting Standards Board

FERC . e svn s e aba e Federal Energy Regulatory Commission

FTRS it eis e i s e e e i ba s be s sa v et s n e Financial Transmission Rights

GAAP L Generally Accepted Accounting Principles

GOR e e st e e s sas e Gas cost recovery

GHG ot ar e nssararare s Greenhouse gases

4L OO SO SO URTOTt Gigawatt hours

P e Horsepower

IBM oot e International Business Machines Corp.

IBM AQreement........ccccociviminiviiivemic e e The Agreement for Business Process & Support Services
IDEM ..t s Indiana Department of Environmental Management
IFRS i s International Financial Reporting Standards

TRP o s Infrastructure Replacement Program

TRS e e Internal Revenue Service

TURC .ot e Indiana Utility Regulatory Commission

LGS oot e e Local distribution companies

LIBOR oottt London InterBank Offered Rate

LIFOH ettt Last-in, first-out

LNG ot et Liquefied Natural Gas

IMCE e e Millien cubic feet

MG e e Manufactured Gas Plant

MISO Lot s Midwest Independent Transmission System Operator
Mitchell Station ........cccovveeeeiie e Dean H. Mitchell Coal Fired Generating Station
MMt e Million dekatherms

FIIW st ec vt smss e s e e st savanamssss s snsn st enereeneee . NI GEAWATLS

MWh Megawatts hours

NAAQS e e National Ambient Air Quality Standards

OV e et sn e s s s e e e s bs e ssanen Notice of Violation

| O U UTURS Nitrogen dioxide

INOK v v s st iar v s e s e e e eee e e saaras rarnr s Nitrogen oxides

NYMEX e e New York Mercantile Exchange

OCT i s s v e sa e e e Other Comprehensive Income (Loss)

OPEB ..ot Other Postretirement and Postemployment Benefits
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OUCC e Indiana Office of Utility Consumer Counselor

PADEP ..ot e Pennsylvania Department of Environmental Protection
PCB oo Polychlorinated biphenyls

Piedmont. ... Piedmont Natural Gas Company, Inc.

PIPP ..o Percentage of Income Plan

PIM o e PJM Interconnection is a regional transmission organization

(RTO) that coordinates the movement of wholesale electricity
in all or paris of 13 states and the District of Colutnbia.

P e s particulate matter

B Public Service Commission

PUC e Public Utility Commission

PUCOD i s Public Utilities Commission of Ohio
BB e Royal Bank of Scotland LC

RCORA .ot Resource Conservation and Recovery Act
RSG o Revenue Sufficiency Guarantee

BEC e s Securities and Exchange Commission
SIP e State Implementation Plan

SO e Sulfur dioxide

Sugar Creek ..o Sugar Creek electric generating plant
VaR e e e Value-at-risk and instrument sensitivity to market factors
VB e Variable Interest Entity

N e e e Virginia State Corporation Commission
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NiSource is an energy holding company whose subsidiaries provide natural gas, electricity and other products and
services to approximately 3.8 million customers located within a corridor that runs from the Gulf Coast through the
Midwest to New England. NiSource is the successor to an Indiana corporation organized in 1987 under the name of
NIPSCO Industries, Inc., which changed its name to NiSource on April 14, 1999.

NiSource is ohe of the nation’s largest natural gas distribution companies, as measured by number of customers.
NiSource's principal subsidiaries include Columbia, a vertically-integrated natural gas distribution, transmission and
storage holding company whose subsidiaries provide service to customers in the Midwest, the Mid-Atlantic and the
Northeast; Northern Indiana, a vertically-integrated gas and electric company providing service to customers in
northern Indiana; and Columbia of Massachusetts, a natural gas distribution company serving customers in
Massachusetts, NiScurce derives substantially all of its revenues and carnings from the operating results of its
fifteen direct subsidiaries.

NiSource's business segments are: (Gas Distribution Operations; Gas Transmission and Storage Operations; and
Electric Operations, Following is a summary of the business for each reporting segment. Refer to Item 7,
"Management's Discussion and Analysis of Financial Condition and Results of Operations”, for additional
information for each segment.

Gas Distribution Operations

NiSource's natural gas distribution operations serve more than 3.3 million customers in seven states and operate
approximately 59 thousand miles of pipeline. Through its wholly-owned subsidiary, Columbia, NiSource owns five
distribution subsidiaries that provide natural gas to approximately 2.2 million residential, commercial and industrial
customers in Ohio, Pennsylvania, Virginia, Kentucky, and Maryland. NiSource also distributes natural gas to
approximately 795 thousand customers in northern Indiana through three subsidiaries: Northern Indiana, Kokomo
Gas and Northern Indiana Fuel and Light. Additionally, NiSource’s subsidiary, Columbia Gas of Massachusetts,
distributes natural gas to approximately 296 thousand customers in Massachusetts.

Gas Transmission and Storage Operations
NiSource's Gas Transmission and Storage Operations subsidiaries own and operate nearly 13,000 miles of

jurisdictional and non-jurisdictional pipelines and operate one of the nation's largest underground natural gas storage
systems capable of storing approximately 639 Bef of natural gas. Through its subsidiaries, Columbia Transmission,
Columbia Gulf and Crossroads Pipeline, NiSource owns and operates an interstate pipeline network extending from
the Gulf of Mexico to New York and the eastern seaboard. Together, these companies serve customers in 16
northeastern, mid-Atlantic, midwestern and southern states and the District of Columbia,

NiSource’s (Gas Transmission and Storage Operations continue to capture growth opportunities leveraging
NiSource’s strategically positioned pipeline and storage assets. A number of Gas Transmission and Storage
Operations’ new growth projects are designed to support increasing Marcellus Shale production, while the Company
also has continued to grow and adapt its system to provide critical transportation and storage services to markets
across its high-demand service territory.

The Gas Transmission and Storage Operations subsidiaries are also involved in two joint ventures, Millennium and
Hardy Storage, which effectively expand their facilities and throughput. Millennium pipeline, which includes 247
miles of 30-inch-diameter pipe across New York’s Southern Tier and lower Hudson Valley, has the capability to
transport up to 525,400 Dth per day of natural gas to markets along its route, as well as to the New York City
markets through its pipeline intercormections. Millennium is jointly owned by affiliates of NiSource, DTE Energy
and National Grid. Hardy Storage, which consists of underground natural gas storage facilities in West Virginia, has
a working storage capacity of 12 Bef and the ability to deliver 176,000 Dth of natural gas per day. Hardy Storage is
a joint venture of subsidiaries of Columbia Transmission and Piedmont,

Electric Operations
NiSource generates, transmits and distributes electricity through its subsidiary Northern Indiana to approximately

458 thousand customers in 20 counties in the northern part of Indiana and engages in wholesale and transmission
transactions. Northern Indiana operates three coal-fired electric generating stations. The three operating facilities
have a net capability of 2,574 mw. Northern Indiana also owns and operates Sugar Creek, a CCGT plant with a 535
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mw capacity rating, four gas-fired generating units located at Northen Indiana's coal-fired electric generating
stations with a net capability of 203 mw and two hydroelectric generating plants with a net capability of 10 mw.
These facilities provide for a total system operating net capability of 3,322 mw. Sugar Creek was purchased in May
2008 and dispatched into MISO on December [, 2008, Northern Indiana's transmission system, with voltages from
69,000 to 345,000 volts, consists of 2,795 circuit miles. Northern Indiana is interconnected with five neighboring
electric utilities.

During the year ended December 31, 2010, Northern Indiana generated 86.7% and purchased 13.3% of its electric
requirements. Northern Indiana's Mitchell Station, indefinitely shut down in 2002, is not included in the net
capacity of the three coal-fired generation stations. In the order received on May 25, 2010 related to the 2008 rate
case, the IURC approved a rate base that excludes the Mitchell Station, All utility plant assets of the Mitchell Station
in service were retired and CWIP, materials and supplies, and base coal totaling $4.3 million were expensed during
the third quarter of 2010 as there were no future economic benefits associated with these assets,

Northern Indiana participates in the MISQ transmission service and wholesale energy market. The MISQO is a
nonprofit organization created in compliance with FERC regulations, to improve the flow of electricity in the
regional marketplace and to enhance clectric reliability. Additionally, MISO is responsible for managing the energy
markets, managing transmission constraints, managing the day-ahead, real-time and FTR markets and managing the
ancillary market. Northern Indiana transferred functional control of its electric transmission assets to MISO and
transmission service for Northemn Indiana occurs under the MISO Open Access Transmission Tariff.

Corporate and Gther Operations
During the first quarter of 2010, NiSource made the decision to wind down the unregulated natural gas marketing
activities as a part of the Company’s long-term strategy of focusing on its core regulated business.

Divestiture of Non-Core Assets

In recent years, NiSource sold cettain businesses judged to be non-core to NiSource's strategy. NiSource sold
Whiting Clean Energy to BPAE in April 2008 for $216.7 million which included $16.1 million in working capital.
In December 2008, NiSource sold Northern Utilities and Granite State Gas for $209.1 million which included $49.1
million in working capital. Columbia Gulf sold a portion of Columbia Gulf's offshore assets to Tennessee Gas
Pipeline in June 2008. Lake Erie Land, a wholly-owned subsidiary of NiSource, sold its Sand Creek Golf Club
assets in June 2006, to a private real estate developer. Lake Erie Land is pursuing the sale of certain other real estate
assets it owns. NiSource Corporate Services is continuing to work with potential buyers to sell its Marble ClLiff
facility. In the fourth quarter of 2010, NiSource Corporate Services executed a purchase and sale agreement of the
Marble CIiff facility with the closing date planned in the first quarter 2011. NDC Douglas Properties, a subsidiary of
NiSource Development Company, is in the process of exiting some of its low income housing investments.

Business Strategy
NiSource focuses its business strategy on its core, rate-regulated asset-based businesses with virtually 100% of its

operating income generated from the rate-regulated businesses, With the nation’s fourth largest natural gas pipeline,
the largest natural gas distribution network east of the Rocky Mountains and one of the nation's largest natural gas
storage networks, NiSource operates throughout the energy-intensive corridor that extends from the supply areas in
the Gulf Coast through the consumption centers in the Midwest, Mid-Atlantic, New England and Northeast. This
corridor includes over 40% of the nation's population and close to 50% of its natural gas consumption. NiSource
continues to position its assets to meet the corridor’s growing energy needs.

Competition and Changes in the Regulatory Environment

The regulatory frameworks applicable to NiSource's operations, at both the state and federal levels, continue to
evolve, These changes have had and will continue to have an impact on NiSource's operations, structure and
profitability. Management continually seeks new ways to be more competitive and profitable in this changing
environment, including providing gas customers with increased choices for products and services.

Natural Gas Competition. Open access to natural gas supplies over interstate pipelines and the deregulation of the
commodity price of gas has led to tremendous change in the energy markets. LDC customers and marketers
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purchase gas directly from producers and marketers as an open, competitive market for gas supplies has emerged.
This separation or “unbundling” of the transportation and other services offered by pipelines and LDCs aliows
customers to purchase the commodity independent of services provided by the pipelines and LDCs. The LDCs
continue to purchase gas and recover the associated costs from their customers. NiSource's Gas Distribution
Operations’ subsidiaries are involved in programs that provide customers the opportunity to purchase their natural
gas requirements from third parties and use the NiSource Gas Distribution Operations’ subsidiaries for
transportation services.

Electric Competition. Northern Indiana currently dispatches alt power from its plants into the MISO. Transmission
service for Northemn Indiana occurs under the MISO Open Access Transmission Tariff.

Financing Subsidiary

NiSource Finance is a wholly-owned, consolidated finance subsidiary of NiSource that engages in financing
activities to raise funds for the business operations of NiSource and its subsidiaries. NiSource Finance was
incorporated in February 2000 under the laws of the state of Indiana. NiSource Finance's obligations are fully and
unconditionally guaranteed by NiSource.

Other Relevant Business Information
NiSource’s customer base is broadly diversified, with no single customer accounting for a significant portion of
revenues.

As of December 31, 2010, NiSource had 7,604 cmployees of whom 3,278 were subject to collective bargaining
agreernents.

For a listing of certain subsidiaries of NiSource refer to Exhibit 21.

NiSource files various reports with the SEC. The reports include the annual report on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, proxy statements, and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, NiSource makes all SEC filings
available without charge to the public on its web site at hitp://www.nisource.com.



http://www.nisource.com

ITEM 1A. RISK FACTORS

NISOURCE INC.

There are many factors that could have a material adverse effect on NiSource’s operating results, financial condition
and cash flows. New risks may emerge at any time, and NiSource cannot predict those risks or estimate the extent
to which they may affect financial performance. Each of the risks described below could adversely impact the value
of NiSource’s securities.

NiSource has substantial indebtedness which could adversely affect its finanecial condition.

NiSource had total consolidated indebtedness of $7,352.8 million outstanding as of December 31, 2010. The
substantial indebtedness could have important consequences to investors, For example, it could:

e limit the ability to borrow additional funds or increase the cost of borrowing additional funds;

s reduce the availability of cash flow from operations to fund working capital, capital expenditures and other
general corporate purposes;

e limit the flexibility in planning for, or reacting to, changes in the business and the industries in which the
company operates;

s lead partics with whom NiSource does business to require additional credit support, such as letters of
credit, in order for NiSource to transact such business;
place NiSource at a competitive disadvantage compared to competitors that are less leveraged;

s increase vulnerability to general adverse economic and industry conditions; and

s limit the ability of the company to execute on its growth strategy, which is dependent upon access to capital
to fund its substantial investment program.

Some of NiSource’s debt obligations contain financial covenants related to debt-to-capital ratios and cross-default
provisions, NiSource’s failure to comply with any of these covenants could result in an event of default, which, if
not cured or waived, could result in the acceleration of outstanding debt obligations. Additionally, a drop in
NiSource's credit rating could adversely impact the cost for NiSource to issue new debt securitics.

A drop in NiSource’s credit rating could adversely impact NiSource’s liquidity.

On December 14, 2010, Fitch affirmed the senior unsccured ratings for NiSource at BBB-, and the existing ratings
of all other subsidiaries. Fitch’s outlook for NiSource and all of its subsidiaries is stable. On November 19, 2010,
Moody’s Investors Service aftirmed the senior unsecured ratings for NiSource at Baa3, and the existing ratings of all
other subsidiaries. Moody’s outlook for NiSource and all of its subsidiaries is stable. On February 24, 2011,
Standard & Poor’s affirmed the senior unsecured ratings for NiSource and its subsidiaries at BBB-. Standard &
Poor’s outlook for NiSource and all of its subsidiaries is stable. Although all ratings continue to be investment
grade, a downgrade by Standard & Poor's, Moody's or Fitch would result in a rating that is below investment grade.

Certain NiSource affiliates have agreements that contain "ratings triggers" that require increased collateral if the
credit ratings of NiSource or certain of its subsidiarics are rated below BBB- by Standard & Poor's or Baa3 by
Moody's. The additional collateral that would be required in the event of a downgrade below the ratings trigger
levels would amount to approximately $18.1 million. In addition to agreements with ratings triggers, there are other
agreements that contain "adequate assurance” or "material adverse change" provisions that could necessitate
additional credit support such as letters of credit and cash collateral to transact business. In addition, under Northern
Indiana’s trade receivables sales program, an event of termination occurs if Northern Indiana’s debt rating is
withdrawn by either Standard & Poor’s or Moody’s, or falls below BB or Ba2 at either Standard & Poor’s or
Moody's, respectively. Likewise, under Columbia of Ohio’s and Columbia of Pennsylvania’s trade receivables
sales programs, an event of termination occurs if NiSource’s debt rating is withdrawn by either Standard & Poor’s or
Moody’s, or {alls below BB- or Ba3 at either Standard & Poor’s or Moody's, respectively.

Additionally, as a result of NiSource’s participation in certain derivative activities, a credit downgrade could cause
NiSource to be required to post substantial collateral in support of past and current transactions. These collateral
requirements, combined with other potential negative effects on NiSource’s Hquidity in the event of a credit
downgrade below an investment grade rating, could have a material adverse effect on eamings potential and cash
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flows. Lastly, a credit downgrade could adversely affect the availability and cost of capital needed to fund the
growth investments which are a ceniral element of the company’s long-term business strategy,

NiSource may not be able to execute its growth strategy as planned.

Because of changes in the business or regulatory environment, NiSource may not be able to execute its four-part
business plan as intended. NiSource’s commercial and regulatory initiatives may not achieve planned results; levels
of commercial growth and expansion of the gas transmission and storage business may be less than its plan has
anticipated; and the actual results of NiSource’s financial management of the balance sheet, and process and expense
management could deviate materially from planned outcomes.

Adverse economic and market conditions or increases in interest rates could reduce net revenue growth,
increase costs, decrease future net income and cash flows and impact capital resources and liquidity needs.

While the national economy is experiencing some recovery from the recent downturn, NiSource cannot predict how
robust the recovery will be or whether or not it will be sustained.

Continued sluggishness in the economy impacting NiSource’s operating jurisdictions could adversely impact
NiSource’s ability to grow its customer base and collect revenues from customers, which could reduce net revenue
growth and increase operating costs. An increase in the interest rates NiSource pays would adversely affect future
net income and cash flows. In addition, NiSource depends on debt to finance its operations, including both working
capital and capital expenditures, and would be adversely affected by increases in interest rates. The slow rate of the
current economic recovery and tightened credit markets, coupled with NiSource’s credit ratings, could impact
NiSource’s ability to raise additional capital or refinance debt at a reasonable cost. Refer to Note 16, “Long-Term
Debt,” in the Notes to Consolidated Financial Statements for information related to outstanding long-term debt and
maturities of that debt,

Capital market performance and other factors may decrease the value of benefit plan assets, which then
could require significant additional funding and impact earnings.

The performance of the capital markets affects the value of the assets that are held in trust to satisfy future
obligations under defined benefit pension and other postretirement benefit plans. NiSource has significant
obligations in these areas and holds significant assets in these trusts. These assets are subject to market fluctuations
and may yield uncertain returns, which fall below NiSource’s projected rates of return. A decline in the market
value of assets may increase the funding requirements of the obligations under the defined benefit pension and other
postretirement benefit plans. Additionally, changes in interest rates affect the liabilities under these benefit plans; as
interest rates decrease, the liabilities increase, which could potentially increase funding requirements. Further, the
funding requirements of the obligations related to these benefits plans may increase due to changes in governmental
regulations and participant demographics, including increased numbers of retirements or changes in life expectancy
assumptions. Ultimately, significant funding requirements and increased pension expense could negatively impact
NiSource’s results of operations and financial position.

The majority of NiScource’s net revenues is subject to econemic regulation and is exposed to the impact of
regulatory rate reviews and proceedings.

Virtually all of NiSource’s net revenues are subject to economic tegulation at either the federal or state level. As
such, the net revenues generated by those regulated companies are subject to regulatory review by the applicable
federal or state authority. These rate reviews determine the energy rates charged to customers and directly impact
revenues, NiSource’s financial results are dependent on more frequent regulatory proceedings in order to ensure
timely recovery of costs. For example, the outcome of the currently pending 2010 electric rate case could have a
material effect on NiSource’s financial results. Additionally, the costs of complying with future changes in
environmental laws and regulations are cxpected to be significant, and their recovery through rates will be
contingent on regulatory approval.

10



ITEM 1A. RISK FACTORS

NISOURCE INC.

As a result of efforts to introduce market-based competition in certain of the markets where the regulated businesses
conduct operations, NiSource may compete with independent marketers for customers. This competition exposes
NiSoutce to the risk that certain stranded costs may not be recoverable and may affect results of NiSource’s growth
strategy and cash flows,

NiSource’s costs of compliance with environmental laws are significant. The costs of compliance with future
environmental laws and the recognition of environmental Jiabilities could impact cash flow and profitability,

NiSource’s subsidiaries are subject to extensive federal, state and local environmental requirements that, among
other things, regulate air emissions, water usage and discharges, remediation and the management of chemicals,
hazardous waste, solid waste, and coal combustion residuals. Compliance with these legal obligations requires
NiSource to make expenditures for installation of pollution control equipment, remediation, environmental
monitoring, emissions fees and permits at many of NiSource’s facilities. These expenditures are significant, and
NiSource expects that they will continue to be significant in the future. Furthermore, if NiSource’s subsidiaries fail
to comply with environmental laws and regulations or cause harm to the environment or persons, even if caused by
factors beyond NiSource’s control, that failure or harm may result in the assessment of civil or criminal penalties
and damages against NiSource and its subsidiaries.

Existing environmental laws and regulations may be revised and new laws and regulations secking to protect the
environment may be adopted or become applicable to NiSource’s subsidiaries. Revised or additional laws and
regulations could result in significant additional expense and operating restrictions on NiSource’s facilities or
increased compliance costs, which may not be fully recoverable from customers and would, therefore, reduce net
income. Moreover, such costs could materially affect the continued economic viability of one or more of
NiSource’s facilities.

Because NiSource operations deal with natural gas and coal fossil fuels, emissions of GHGs are an expected aspect
of the business. While NiSource attempts to reduce GHG emissions through efficiency programs, leak detection,
and other programs, GHG emissions cannot be entirely eliminated. The current administration has made it clear that
they are focused on reducing GHG emissions, through legislation and/or regulation. Imposing statutory or regulatory
restrictions and/or costs on GHG emissions could increase NiSource’s cost of producing energy, which could impact
customer demand or NiSource’s profitability. Compliance costs associated with these requirements could also affect
NiSource’s cash flow. The cost impact of any new or amended GIIG legislation or regulations would depend upon
the specific requirements enacted and cannot be determined at this time.

Even in instances where legal and regulatory requirements are already known, the original estimates for cleanup and
envirorumental capital projects can differ materially from the amount ultimately expended. The actual future
expenditures depend on many factors, including the nature and extent of contamination, the method of cleanup, the
cost of raw materials, contractor costs, and the availability of cost recovery from customers, Changes in costs could
affect NiSource’s financial position and cash flows.

A significant portion of the gas and electricity NiSeurce sells is used by residential and commercial customers
for heating and air conditioning. Accordingly, the operating results fluctuate depending on the weather and,
to a certain extent, usage of gas or electricity.

Energy sales are sensitive to variations in weather. Forecasts of encrgy sales are based on normal weather, which
represents a long-term historical average. Significant variations from normal weather could have, and have had, a
material impact on energy sales. Additionally, residential usage, and to some degree commercial usage, have shown
to be sensitive to fluctuations in commodity costs for gas and electricity, whereby usage declines with increased
costs, thus affecting NiSource’s financial results. Lastly, residential and commercial customers' usage has shown to
be sensitive to economic conditions and the impact of macro-economic drivers such as unemployment, consumption
and consumer confidence, which could also affect NiSource's financial results.
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NiSource’s business operations are subject to economic conditions in certain industries.

Business operations throughout NiSource’s service territories have been and may continue to be adversely affected
by economic events at the national and local level where it operates. In particular, sales to large industrial customers
may be impacted by economic downturns. The U.S. manufacturing industry continues to adjust to changing market
conditions including international competition, increasing costs, and fluctuating demand for their products.

Changes in accounting principles may adversely affect NiSource’s financial results.

Future changes in accounting rules, such as 1FRS, and associated changes in regulatory accounting may negatively
impact the way NiSource records revenues, cxpenses, assets and liabilities, These changes in accounting standards
may adversely affect its financial results.

Transporting and storing natural gas involves numerous risks that may result in accidents and other
operating risks and costs.

QOur gas distribution and storage activities involve a variety of inherent hazards and operating risks, such as leaks,
accidents, including third party damages, and mechanical problems, which could cause substantial financial losses.
In addition, these risks could result in serious injury to employees and non-employees, loss of human life, significant
damage to property, environmental pollution and impairment of our operations, which in tum could lead to
substantial losses 1o us. In accordance with customary industry practice, we maintain insurance against some, but not
all, of these risks and losses. The location of pipelines and storage facilities ncar populated areas, including
residential areas, commercial business centers and industrial sites, could increase the level of damages resulting
from these risks, The occurrence of any of these events not fully covered by insurance could adversely affect our
financial position and results of operations.

Aging infrastructure may lead to increased costs and disruptions in operations that could negatively impact
NiSource’s financial results.

NiSource has risks associated with aging infrastructure assets. The age of these assets may result in a higher level of
maintenance costs and may be susceptible to unscheduled outages despite diligent efforts by NiSource to properly
maintain these assets through inspection, scheduled maintenance and capital investment. The failure to operate
these assets as desired could result in NiSource’s inability to meet firm service obligations, adversely impact
revenmes, and could result in increased expenses, which may not be fully recoverable from customers.

Climate change, natural disasters, acts of terrorism or other catastrophic events may disrupt operations and
reduce the ability to service customers.

A disruption or failure of natural gas trangmission, storage or distribution systems or within electric generation,
transmission or distribution systems in the event of a major hurricane, tornado, terrorist attack or other catastrophic
event coutd cause delays in completing sales, providing services, or performing other critical functions. NiSource
has experienced disruptions in the past from hurricanes and tornadoes and other cvents of this nature. The cost,
availability and sufficiency of insurance for these risks could adversely affect NiSource’s results of operations,
fimancial position and cash flows.

There is also a concern that climate change may exacerbate the risks to physical infrastructure associated with heat
and extreme weather conditions, Climate change and the costs that may be associated with its impacts have the
potential to affect NiSource’s business in many ways, including increasing the cost NiSource incurs in providing its
products and services, impacting the demand for and consumption of its products and services (due to change in
both costs and weather patterns), and affecting the economic health of the regions in which NiSource operates.
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Growing NiSource's business by coenstructing new pipelines and other facilities subjects NiSource to
construction risks and natural gas supply risks.

NiSource Gas Transmission & Storage Operations continues to complete and advance customer-driven growth
projects across its systern, primarily surrounding the Marcellus Shale production area in the states of Pennsylvania
and West Virginia. These growth proiects may include constructing or purchasing pipelines and treatment and
processing facilities, which subjects NiSource to construction risks and risks that gas supplies will not be available.
If NiSource undertakes these projects, it may not be able to complete them on schedule or at the anticipated costs,
NiSource may construct or purchase these projects to capture anlicipated future growth in production in the region,
which rmay not materialize, and the construction may occur over an extended period of time, and NiSource will not
receive material increases in revenue and cash flows until after the completion of the project. NiSource competes
for these projects with companies of varying size and financial capabilities, including some that may have
advantages competing for natural gas and liquid gas supplies, as well as acquisitions and other business
opportunities.

Sustained extreme weather conditions may negatively impact NiSource’s operations.

NiSource conducts its operations across a wide geographic area subject to varied and potentially extreme weather
conditions, which may from time to time persist for sustained periods of time. Despite preventative maintenance
efforts, persistent weather related stress on NiSource’s infrastructure may reveal weaknesses in its systems not
previously known to the company or otherwise present various operational challenges across all business segments,
Although NiSource makes every effort to plan for weather related contingencies, adverse weather may affect its
ability to conduct operations in a manner that satisfies customer expectations or contractual obligations. The
company endeavors to minfmize such service disruptions, but may not be able to avoid them altogether.

Growing competition in the gas transpertation industry could result in the failure by customers to renew
existing contracts.

As a consequence of the increase in competition in the industry and the shift in natural gas production arcas, end
users and LDCs may be reluctant to enter into long-term service contracts. The renewal or replacement of existing
contracts with NiSource's customers at rates sufficient to mainfain current or projected revenues and cash flows
depends on a number of factors beyond its control, including competition from other pipelines, gatherers, the
proximity of supplies to the markets, and the price of, and demand for, natural gas. The inability of NiSource to
renew, or replace its current contracts as they expire and respond appropriately to changing market conditions could
materially impact its financial results.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

13



ITEM 2. PROPERTIES

NISOURCE INC,
Discussed below are the principal properties held by NiSource and its subsidiaries as of December 31, 2010,

Gas Distribution Operations. NiSource's Gas Distribution Operations subsidiaries own and operate a total of
58,608 miles of pipelines and certain related facilities. This includes: (i) for the six distribution companies of its
Columbia system, 41,144 miles of pipelines, 1,350 reservoir acres of underground storage, eight storage wells,
liquid propane facilities with a capacity of 3.3 million gallons, an LNG facility with a total capacity of 22.3 million
gallons and one compressor station with 800 hp of installed capacity, (ii) for its Northern Indiana system, 5,443
miles of pipelines, 27,129 reservoir acres of underground storage, 82 storage wells, two compressor stations with a
total of 4,000 hp of installed capacity and an LNG facility with a storage capacity of 48.6 million gallons, (iii) for its
Northern Indiana Fuel and Light system, 970 miles of pipelines, and (iv) for its Kokomo Gas system, 1,051 miles of
pipelines and an LNG facility with a capacity of 4.9 million gallons. The physical properties of the NiSource gas
utilities are located throughout Ohio, Indiana, Pennsylvania, Virginia, Kentucky, Maryland, and Massachusetts,

Gas Transmission and Sforage Operations. NiSource Gas Transmission and Storage subsidiaries own and operate
14,772 miles of jurisdictional interstate natural gas transmission pipeline, Columbia Transmission owns and leases
approximately 775 thousand acres of underground storage, 3,518 storage wells, 11,193 miles of interstate pipeline
and 91 compressor stations with 624,179 hp of installed capacity. Columbia Transmission’s operations are located in
Delaware, Kentucky, Maryland, New Jersey, New York, North Carolina, Ohio, Pennsylvania, Virginia, and West
Virginia. Columbia Gulf has 3,377 miles of transmission pipeline and 11 compressor stations with 470,238 hp of
installed capacity. Columbia Gulf's operations are located in Kentucky, Louisiana, Mississippi, Tennessee, Texas
and Wyoming. Crossroads Pipeline has 202 miles of transmission pipeling and one compressor station with 3,000 hp
of installed capacity. Crossroads Pipeline’s operations are located in Indiana and Ohio. NiSource Gas Transmission
and Storage Operations’ offices are headquartered in Houston, Texas.

Electric Operations, NiSource generates, transmits and distributes electricity through its subsidiary Northern
Indiana to approximately 458 thousand customers in 20 counties in the northem part of Indiana and engages in
wholesale and transmission transactions. Northern Indiana operates three coal-fired electric generating stations.
The three operating facilities have a net capability of 2,574 mw. Northern Indiana also owng and operates Sugar
Creek, a CCGT plant with a 535 mw capacity rating, four gas-fired generating units located at Northern Indiana's
coal-fired electric generating stations with a net capability of 203 mw and two hydroelectric generating plants with a
net capability of 10 mw. These facilities provide for a total system operating net capability of 3,322 mw, Sugar
Creek was purchased in May 2008 and dispatched into MISO on December 1, 2008. Northern Indiana's
transmission systerm, with voltages from 63,000 to 345,600 volts, consists of 2,795 circuit miles. Northern Indiana
is interconnected with five neighboring electric utilities.

During the year ended December 31, 2010, Northern Indiana generated 86.7% and purchased 13.3% of its electric
requirements, Northern Indiana's Mitchell Station, indefinitely shut down in 2002, is not included in the net
capacity of the three coal-fired generation stations. In the order received on May 25, 2010 related to the 2008 rate
case, the IURC approved a rate base that excludes the Mitchell Station. Al utility plant assets of the Mitchell Station
in service were retired and construction work-in-process (CWIP), materials and supplies, and base coal totaling $4.3
million were expensed during the third quarter of 2010 as there were no future economic benefits associated with
these assets.

Corporate and Other Operations. NiSource owns the Southlake Complex, its 325,000 square foot headquarters
building located in Merrillville, Indiana, and other residential and development property.

Character of Ownership. The principal offices and properties of NiSource and its subsidiaries are held in fee and
are free from encumbrances, subject to minor exceptions, none of which are of such a nature as to impair
substantially the usefulness of such properties. Many of the offices in various communities served are occupied by
subsidiaries of NiSource under leases, All properties are subject to liens for taxes, assessments and undetermined
charges (if any) incidental to construction. It is NiSource's practice regularly to pay such amounts, as and when due,
unless contested in good faith. In general, the electric lines, gas pipelines and related facilities are located on land
not owned in fee but are covered by necessary consents of various governmental authorities or by appropriate rights
obtained from owners of private property. NiSource does not, however, generally have specific easements from the
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owners of the property adjacent to public highways over, upon or under which its electric lines and gas distributton
pipelines are located. At the time each of the principal properties was purchased a title search was made. In
general, no examination of titles as to rights-of-way for electric lines, gas pipelines or related facilities was made,
other than examination, in certain cases, to verify the grantors' ownership and the lien status thereof.
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L. Tawney, et al. v. Columbia Natural Resources, Inc., Roane County, WV Circuit Court

The Plaintiffs, who are West Virginia landowners, filed a lawsuit in early 2003 in the West Virginia Circuit Court
for Roane County, West Virginia (the “Trial Court™) against CNR alleging that CNR underpaid royalties on gas
produced on their land by improperly deducting post-production costs and not paying a fair value for the gas.
Plaintiffs also claimed that Defendants fraudulently concealed the deduction of post-production charges. In
December 2004, the Trial Court granted Plaintiffs” motion to add NiSource and Columbia as Defendants. The Trial
Court later certified the case as a class action that includes any person who, after July 31, 1990, received or is due
royalties from CNR (and its predecessors or successors) on lands lying within the boundary of the state of West
Virginia. Although NiSource sold CNR in 2003, NiSource remained obligated to manage this litigation and was
responsible for the majority of any damages awarded to Plaintiffs. On January 27, 2007, the jury hearing the case
returned a verdict against all Defendants in the amount of $404.3 million inclusive of both compensatory and
punitive damages; Defendants subsequently filed their Petition for Appeal, which was later amended, with the West
Virginia Supreme Court of Appeals (the “Appeals Court”), which refused the petition on May 22, 2008. On August
22, 2008, Defendants filed Petitions to the United States Supreme Court for writ of certiorari, (Given the Appeals
Court’s earlier refusal of the appeal, NiSource adjusted its reserve in the second quarter of 2008 to reflect the portion
of the Trial Court judgment for which NiSource would be responsible, inclusive of interest. This amount was
included in “Legal and environmental reserves,” on the Consolidated Balance Sheet as of December 31, 2008. On
October 24, 2008, the Trial Court preliminarily approved a Settlement Agreement with a total settlement amount of
5380 million. The seftlement received final approval by the Trial Court on November 22, 2008. NiSource’s share
of the settlement lability is vp to $338.8 million. NiSource complied with its obligations under the Settlement
Agreement to fund $85.5 million in the qualified settlement fund by January 13, 2009. Additionally, NiSource
provided a letter of credit on January 13, 2009 in the amount of $254 mmllion and thereby complied with its
obligation to secure the unpaid portion of the settlement, which was terminated on December 29, 2010. The Trial
Court entered its Order discharging the judgment on January 20, 2009 and is supervising the administration of the
settlement proceeds. As of December 31, 2010, NiSource has contributed a total of $330.5 million into the
qualified settlement fund, $277.3 million of which was contributed prior to December 31, 2009, As of December
31, 2010, $8.3 million of the maximum settlement liability has not been paid. NiSource contributed an additional
$2.7 million subsequent to December 31, 2010. NiSource will be required to make additional payments, pursuant to
the settlement, upon notice from the Class Administrator.

2. Environmental Protection Agency Notice of Violation

On September 29, 2004, the EPA issued an NOV to Northern Indiana for alleged violations of the CAA and the
Indiana SIP. The NOV alleges that modifications were made to certain boiler units at three of Northern Indiana’s
generating stations between the years 1985 and 1995 without obtaining appropriate air permits for the modifications,
Neorthern Indiana, EPA, Department of Justice, and IDEM have agreed to settle the NOV.

The parties reached a settlement in a consent decree that was filed in the United States District Court for the
Northern District of Indiana on January 13, 2011. The consent decree covers Northern Indiana’s four coal
generating stations: Bailly, Michigan City, R.M. Schabfer, and D H. Mitchell. Northern Indiana must surrender
environmental permits for D.H. Mitcheil’s coal-fired boilers, which have not been used to generate power since
2002. At the other generating stations, Northern Indiana must install additional control eguipment, including three
new SO2 control devices and one new NOx control device. The consent decree also imposes emissions limits for
NOx, 802, and particulate, and annual tonnage limits for NOx and 802, In addition, Northern Indiana nwst
swrrender certain NOx and SO2 allowances, pay fines of $3.5 million, and invest $9.5 million in environmental
mitigation projects. Northern Indiana is estimating the cost of NSR related capital improvements at §550.0 to
$650.0 million, which will be expended between 2010 and 2018. Northern Indiana believes the capital costs will
likely be recoverable from ratepayers.

3. Majorsville Operations Center — PADEP Notice of Violation

In 1995, Columbia Transmission entered into an AOC with the FPA that requires Columbia Transmission to
characterize and remediate environmental contamination at thousands of locations along Columbia Transmission’s
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pipeline system. One of the facilities subject to the AOC is the Majorsville Operations Center, which was
remediated under an EPA approved Remedial Action Work Plan in summer 2008. Pursuant to the Remedial Action
Work Plan, Columbia Transmission completed a project that stabilized residual oil contained in soils at the site and
in sediments in an adjacent stream. Columbia Transmission continues to monitor this site subject to EPA oversight.

On April 23, 2009, however, the PADEP issued Columnbia Transmission an NOV, alleging that the remediation did
not fully address the contamination. The NOV asserts violations of the Pennsylvania Clean Streams Law and the
Pennsylvania Solid Waste Management Act and inclndes a settlement demand in the amount of $1 million.
Columbia Transmission is unable to estimate the likelihood or cost of potential penalties or additional remediation at
this time,
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The following is a list of the Executive Officers of the Registrant, including their names, ages and offices held, as of
February 1, 2011.

Name Age Office(s) Held in Past 5 Years
Robert C. Skaggs, Jt..........c.ov. 56 Chief Executive Officer of NiSource since July 2005,

President of NiSource since October 2004,

Christopher A, Helms.................. 56 Executive Vice President and Group Chief Executive Officer
since January 2008,
Pipeline Group President of NiSource from April 2005 to
December 2007,

Carrie J. Hightman..................... 53 Exccutive Vice President and Chief Legal Officer of NiSource

since December 2007,

President, AT&T Illinois from April 2001 through October
2006.

Stephen P. Smith........................ 49 Executive Vice President and Chief Financial Officer of
NiSource since August 2008.

Executive Vice President of NiSource from June 2008 to
August 2008,

Senior Vice President of Shared Services for American Electric
Power Company from January 2008 to May 2008,

Senior Vice President and Treasurer, American Electric Power
Company from January 2004 to December 2007.

Jimmy D. Staton............ocoinnnl. 50 Executive Vice President and Group Chief Exccutive Officer
since March 2008.

Senior Vice President, Gas Delivery, Dominion Resources, Ing.
from January 2006 to 2008.

Robert D. Campbell..................... 51 Senior Vice President, Human Resources, of NiSource since
May 2006,

Senior Vice President, Human Resources, NiSource Corporate
Services since September 2005.

Glen L. Kettering...................o.o 56 Senior Vice President, Corporate Affairs, since March 2006.
Jon D. Veurink......................... 46 Vice President, Controller & Chief Accounting Officer since
February 2010,

Vice President at NiSource Corporate Services Company from
October 2009 to February 2010.

Vice President, Controller & Chief Accounting Officer, Exelon
Generation LLC from January 2004 to September 2009,
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NiSource’s common stock is listed and traded on the New York Stock Exchange under the symbaol “NL™ The table
below indicates the high and low sales prices of NiSource's common stock, on the composite tape, during the
periods indicated.

2010 2009
High Low High Low
First Quarter 16.03 14.24 11.40 7.79
Second Quarter 16.80 14.13 11.82 9.64
Third Quarter 17.91 14.19 14.03 11.41
Fourth Quarter 17.96 16.65 15.82 12.83

As of December 31, 2010, NiSource had 32,313 common stockholders of record and 278,855,291 shares
outstanding.

Holders of shares of NiSource’s common stock are entitled to receive dividends when, and if declared by
NiSource’s Board out of funds legally available, The policy of the Board has been to declare cash dividends on a
quarterly basis payable on or about the 20th day of February, May, August and November. NiSource paid quarterly
common dividends totaling $0.92 per share for the years ended December 31, 2010, 2009, and 2008, At its January
19, 2011 meeting, the Board declared a quarterly common dividend of $0.23 per share, payable on February 18,
2011 to holders of record on January 31, 2011.

Although the Beard currently intends to continue the payment of regular quarterly cash dividends on common
shares, the timing and amount of future dividends will depend on the eamnings of NiSource's subsidiaries, their
financial condition, cash requirements, regulatory restrictions, any restrictions in financing agreements and other
factors deemed relevant by the Board.
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Year Ended Deceriber 31, fin millions except per share data) 2010 2009 2008 2007 2006
Statement of Income Data:
Gross Revenues
Gias Distribution 3,0040 5 32962 g 51713 g 43325 g 4.083.7
Gas Transportation and Storage 1.261.4 1,239.5 11324 1,089.6 1.027.0
Eleciric 1,386.7 1,2132 1,357.0 1,353.6 1.300.0
Oher 679.9 901.7 1.219.5 1,082.9 1,008.8
Jotal Gross Revenues 6,422.0 6,650.6 §.880.2 7,8602.7 7.410.5
Nel Revenues (Gross Bevenucs less Cost of Sales, excluding
depreciation and anoriization) 34479 33326 12465 31874 30829
Operating Income 921.3 301.0 91%.0 9la.d 2154
Income from Continuing Operations 194,64 230.5 3706 303.0 333.7
Results from Discontinued Qperations - net of taxes (2.6) (128} {291.6} 154 (51.9)
Cumulative Effect of Change in Accounting Principle - net of taxes - - - - 0.4
Net Income 2920 Z17.7 9.0 3214 282.2
Balance Sheet Data:
Taotal Assets 19,9388 192717 200322 1806045 L&, 169.1
Capitalivation
Common stockholders’ equity 4,923.2 4.854.1 4,728.8 5,076.6 50136
1.ong-term debt, excluding amounts due within one year 5,936.1 5,969.1 39459 5,596.3 5.148.1
Total Capitalization 10,8593 % 10.823.2 § 10,6745 § 10,6729 § 10,161.7
Per Share Data:
Basic Earnings (Loss) Per Share (3)
Continuing operations 1.06 0.84 1.35 1.10 1.23
Discontinued operatiens (0.01) (0.05 (1.06) 0.07 (0.1%)
Basic Earnings Per Share 108 0.79 0.29 1.17 1.04
[¥luted Carnings (Loss) Per Share ($)
Continuing uperations 1.05 0.84 1.35 1.10 1.22
Discontinued operations (0.01) (0053 (1.06) 0.07 0.19)
Thluted Eurnings Per Share 1.4 0.79 0.29 1.17 1.03
Other Data:
Dividends paid per share ($) 0.92 0.92 0.92 .92 .92
Shares outstancling at the end of the year {in thousands) 278,855 276,638 274,262 274,177 273,654
Mumber of common shareholders 31,313 34,209 36,194 38,091 40,401
Capital expenditures {$ in millions) 803.8 77712 1.299.% 786.5 627.1
Mumber of emplovees 7,604 7.6l& 7,981 7.667 7,439

On Degember 30, 2010, NiSource Finance finatized a cash tender offer for $273.1 million aggregate principal
amount of its outstanding 10.75% notes due in 2016, As a result of this tender offer, NiSource incurred $96.7
million in early redemption fees, primarily attributable to early redemption premiums and unamortized
discounts and fees, which is recorded as a loss on the early extinguishment of long-term debt reducing income
from continuing operations.

For 2010, Other gross revenues declined duc to the decision to wind down the unregulated natural gas
marketing activities as a part of the Company’s long-term strategy of focusing on its core regulated businesses.

For 2009, Gas Distribution and Other gross revenues decreased due to a significant decline in natural gas
comumodity prices. Please see the Gas Distribution Operations scgment discussion for [urther information on
the change in market conditions.

For 2009, operating income decreased $25.3 million due to pre-tax restructuring charges, net of adjustments.
For 2008, the Resulls from Discontinued Opcrations — net of taxes includes the after tax loss on disposition
related to the sales of Whiting Clean Energy, Northemn Utilities and Granite State Gas of $32.3 million, $63.3
million and $12.5 million, respectively, and an adjustment of $188.0 million for the Tawney litigation,

In the third quarter of 2008, NiSource Development Company sold its interest in JOF Transportation Company

to Lehigh Service Corporation for a pre-tax gain of $16.7 million included within Other, net on the Statements
of Consolidated Income.
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»  During the second quarter 2008, Northern Indiana purchased Sugar Creek for $329.7 million, which is included
in the above capital expenditures amount for 2008.

¢  During the fourth quarter of 2007, Whiting Clean Energy redeemed its outstanding long-term notes. The
associated redemption premium of $40.6 million was recorded as a loss on early extinguishment of long-term
debt.

e In 2007, Northern Indiana detected an error in its unbilled revenue calculation and revised its estimate for
unbilled electric and gas revenues. As a result, this correction reduced net revenues by $25.5 million in the
fourth quarter of 2007,

+ In 2007, NiSource adopted the new measurement date provisions of the amended ASC topic for retirement
benefits which decreased Total Assets by approximately $80.2 million, decreased Total Liabilities by
approximately $76.8 million and decreased total Common stockholders’ equity by approximately $3.4 million,
net of taxes.

* In 2006, NiSource adopted the amended ASC topic for retitement benefits which increased Total Assets by

approximately $491.2 million, increased Total Liabilities by approximately $347.6 million and increased total
Common stockholders’ equity by approximately $143.6 million, net of taxes.
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Note regarding forward-looking statements

The Management's Discussion and Analysis, including statements regarding market risk sensitive instruments,
contains "forward-looking statements,” within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Investors and prospective investors
should understand that many factors govern whether any forward-looking statement contained herein will be or can
be realized. Any one of those factors could cause actual results to differ materially from those projected. These
forward-looking statements include, but are not limited to, statements concerning NiSource’s plans, objectives,
expected performance, expenditures and recovery of expenditures through rates, stated on either a consolidated or
scgment basis, and any and all underlying assumptions and other statements that are other than statements of
historical fact. From time to time, NiSource may publish or otherwise make available forward-looking statements of
this nature. All such subsequent forward-looking statements, whether written or oral and whether made by or on
behalf of NiSource, are also expressly qualified by these cantionary statements. All forward-looking statements are
based on assumptions that management belicves to be reasonable; however, there can be no assurance that actual
results will not differ materially.

Realization of NiSource’s objectives and expected performance is subject to a wide range of risks and can be
adversely affected by, among other things, weather, fluctuations in supply and demand for energy commodities,
growth opportunities for NiSource’s businesses, increased competition in deregulated energy markets, the success of
regulatory and commercial initiatives, dealings with third parties over whom NiSource has no control, actual
operating experience of NiSource’s assets, the regulatory process, regulatory and legislative changes, the impact of
potential new environmental laws or regulations, the results of material litigation, changes in pension funding
requirements, changes in general economic, capital and commodity market conditions, and counter-party credit risk,
and the matters set forth in lem LA, “Risk Factors” of this report, many of which risks are bevond the control of
NiSource. In addition, the relative contributions to profitability by each segment, and the assumptions underlying
the forward-looking statements relating thereto, may change over time.

CONSOLIDATED REVIEW
Executive Summary

NiSource is an energy holding company under the Public Utility Holding Company Act of 2003 whose subsidiaries
are engaged in the transmission, storage and distribution of natural gas in the high-demand energy corridor
stretching from the Gulf Coast through the Midwest to New England and the generation, transmission and
distribution of electricity in Indiana. NiSource generates virtually 100% of its operating income through these rate-
regulated businesses. A significant portion of NiSource’s operations is subject to seasonal fluctuations in sales.
During the heating season, which is primarily from November through March, net revenues from gas sales are morc
significant, and during the cooling season, which is primarily from June through September, net revenues from
clectric sales and transportation services are more significant than in other months.

23



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF QPERATIONS

NISOURCE INC,

For the twelve months ended December 31, 2010, NiSource reported income from continuing operations of $294.6
million, or $1.06 per basic share, compared to $230.5 million, or $0.84 per basic share for the same period in 2009.

Increases in income from continuing operations were due primarily to the following items:

o Electric Operations’ net revenues increased $121.5 million from 2009. This increase was primarily the result of
higher industrial usage and margins of $45.1 million due to improved economic conditions, warmer weather of
approximately 835 million, and a $17.1 million increase in enviranmental trackers, which are partially offset in
operating expenses. Additionally, there was an increase of $14.6 million in off-system sales, including a
reduction of $8.2 million in off-system sales in 2009 resulting from a FAC settlement.

e NiSource’s Gas Transmission and Storage Operations’ net revenues increased S18.5 million primarily due to
increased demand and commodity margin revenues from growth projects of $22.9 million and an ingrease of
$8.3 million due to the recognition of revenue for a previously deferred gain for native gas contributed to Hardy
Storage Company from Columbia Transmission following Hardy Storage securing permanent financing. These
increases in revenue were partially offset by a decrease in shorter term transportation and storage services of
$23.1 million.

¢ The effective tax rate decreased to 32.4% compared to 41.8% for the comparable period last year. The decrease
is due to NiSource recording a $15.2 million reduction in income tax expense in the third quarter of 2010 as a
result of a rate case settiement by Columbia of Pennsylvania that requires the company to flow through certain
tax benefits to customers in current rates. Additionally, the company experienced increases in income tax
expense in 2009 for additional deferred income tax expense related to state apportionment changes.

Increases in income from continuing operations were partially offset due to the following item:

*  On December 30, 2010, NiSource Finance finalized a cash tender offer for $273.1 million aggregate principal
amount of its outstanding 10.75% notes due in 2016. As a result of this tender offer, NiSource incurred $96.7
million in early redemption fees, primarily attributable to early redemption premiums and unamortized
discounts and lees, which is recorded as a loss on the early extinguishment of long-term debt.

These faclors and other impacts to the financial results are discussed in more detail within the following discussions
of “Results of Operations” and “Results and Discussion of Segment Operations.”

Four-Point Platform for Growth

NiSource’s four key initiatives to build a platform for long-term, sustainable growth continue to comprise
commercial and regulatory mitiatives; commercial growth and expansion of the gas transmission and siorage
business; financial management of the balance sheet; and process and expense management.

Commercial and Regulatory Initiatives

Rate Development and Other Regulatory Matters. NiSource is moving forward with regulatory initiatives across
several gas distribution company markets, at Northern Indiana, and at Columbia Gulf. Whether through full rate case
filings or other approaches, NiSource's goal is to develop strategies that benefit all stakeholders as it addresses
changing cusiomer conservation patterns, develops more contemporary pricing structures, and embarks on long-term
investment programs to enhance its infrastructure.

On November 19, 2010, Northern Indiana filed a petition for new electric base rates and charges. The filing
requests an increase in base rates calculated to produce additional gross revenue of $75.7 million when compared to
a normalized test year ended June 30, 2010. This is calculated to provide the opporiunity to earn a return of 7.70%
on net original cost rate base of $2,706 million. If approved, the rates from this new petition would replace any
other existing rates, including those that may be approved by effect of the August 25, 2010 rate order for the 2008
rate case. The proposed rates would ease bill impacts on residential customers, while still allowing Northern Indiana
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to continue investing in service, reliability and infrastructure improvements. Northern Indiana filed the proceeding
under the IURC’s minimum standard filing requirements prescribing timeframes for issuance of an order if required
information 1s supplied as part of the rate case filing. The IURC held its prehearing conference on December 17,
2010 and issued a prehearing conference order on January 5, 2011. The parties agreed to and the IURC ordered a
procedural schedule that includes a bifurcated hearing. The evidentiary hearing on Northern Indiana's case-in-chief
is scheduled for the week of February 28, 2011, and the evidentiary hearing for the remainder of the case is
scheduled for the weeks of July 11, 2011 and July 25, 2011, The case is scheduled to be fully briefed by September
30, 2011 and an Order is anticipated by the end of 2011 with the implementation of new rates anticipated in the first
quarter of 2012,

On January 14, 2011, Columbia of Pennsylvania filed a base rate case with the Pennsylvania PUC, secking a
revenue increase of approximately $37.8 million annually, and seeking to implement a levelized distribution charge
for its residential class that would mitigate revenue volatility associated with volumetric rates and provide residential
customers with clear price signals. Columbia of Pennsylvania expects that the Pennsylvania PUC will issue an order
in the third or fourth quarter of 2011 with rates going into effect in the fourth quarter,

On May 3, 2010, Northern Indiana filed a natural gas rate case with the I[URC. Northern Indiana entercd into a
comprehensive settlement with all parties on August 24, 2010. The Settlement Agreement was approved in entirety
by Order issued on November 4, 2010 and new rates were placed into effect November 3, 2010, The order resulted
in a decrease in revenue of approximately $14.9 million when compared to a normalized test year ended December
31, 2009, The TURC authorized Northern Indiana to increase the monthly fixed charge for residential customers
from $6.36 to $11.00. The TURC also approved revised depreciation accrual rates for gas plant and authorized
Northern Indiana to reduce current period gas plant depreciation expense by up to $25.7 million annually for the
next four years or until further order of the IURC, whichever occurs first.

On May 3, 20110, Columbia of Virginia filed a base rate case with the VSCC seeking an annual revenue increase of
$13.0 million to recover an updated level of costs upon the expiration of its Performance Based Regulation Plan on
December 31, 2010. Columbia of Virginia also sought a Weather Normalization Adjustment (“WNA™), cost
recovery of certain gas related items through its Purchased Gas Adjustment (“PGA™) mechanism rather than base
rates, and forward looking adjustments predicted to occur during the rate year ending December 31, 2011, On
November 16, 2010, Columbia of Virginia, the VSCC Staff and the other parties filed a Proposed Stipulation and
Recommendation (“Stipulation™) that would result in an annual revenue increase of $4.9 million, including
authorization of the WNA and recovery of certain gas related items through the PGA mechanism. The Chief
Hearing Examiner issucd a Report on December 2, 2010 recormmending approval of the Stipulation. The YSCC
1ssued a Final Order on December 17, 2010 adopting the Stipulation. New rates became effective January 1, 2011,

On January 28, 2010, Columbia of Pennsylvania filed a base rate case with the Pennsylvania PUC. On June 25,
2010, Columbia of Pennsylvania and the other active parties filed a Joint Petition for Settlement that would result in
aft annual revenue increase of $12.0 million. On August 18, 2010, the Pennsylvania PUC entered a final order
approving the Joint Petition for Settlement and new rates went into effect on October 1, 2010.

On Januvary 28, 2010, Columbia of Maryland filed a base rate case with the Maryland PSC, seeking a revenue
increase of $2.2 million annually in order for Columbia of Maryland to earn the rate of return authorized by the PSC
i Its 2008 rale case. On May 10, 2010, the parties filed a Joint Motion for Approval of Stipulation and Settlement
Agreement that would result in an annual revenue increase of approximately $1.7 million. The Maryland PSC
issued a final order approving the Settlernent, and new tates went into effect on May 28, 2010,

On October 28, 2010, Columbia Gulf filed a rate case with the FERC, proposing a ratc increase and tariff changes.
Among other things, the filing proposes a revenue increase of approximately $50.0 mitlion o cover increases in the
cost of services, which includes adjustments for operation and maintenance expenses, capital investrents,
adjustments to depreciation rates and expense, rate of return, and incrcased federal, state and local taxes. New rates
are cxpected to be effective by May 2011, subject to refund,
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On September 1, 2010 Northern Indiana, NIFL and Kokomo filed to merge into one company (Northern Indiana),
NIFL and Kokomo also filed rate proceedings on September t, 2010. On February 23, 2011, a stipulation and
settlement agreement was filed that provides for the merger and settlement of the rate proceedings. The settlement
stipulates that all of Northern Indiana’s existing services, rates and charges will be applicable in the former NIFL
and Kokomo territories, including one unified Gas Cost Adjustment mechanism. The application of Northern
Indiana’s rates in the former NIFL and Kokomo territories will result in a decrease in revenue of approximately $0.8
million, when compared to a normalized test year ended March 31, 2010, This is primarily offset by reductions in
depreciation expense. A settlement hearing is scheduled for March 23, 2011 and an order is anticipated in the
second quarter of 2011,

Refer to Note 8, “Regulatory Matters,” in the Notes to Consolidated Financial Statements for a complete discussion
of regulatory matters.

Beqr (Garden Srarion. In August 20608, Columbia of Virginia entered into an agreement with Dominion Virginia
Power to install facilities to serve a 580 mw combined cycle generating station in Buckingham County, VA, known
as the Bear Garden station. The project required approximately 13.3 miles of 24-inch steel pipeline and associated
facilities to serve the station. In March 2009, the VSCC approved Dominion Virginia Power Company’s planmed
Bear Garden station, Columbia of Virginia’s facilities constructed to serve the Bear Garden station were placed into
service in July 2010,

Commercial Growth and Expansion of the Gas Transmission and Storage Business

During 2010, Gas Transmission and Storage Operations advanced or completed more than $150 million in strategic
growth projects serving the Marcellus Shale production area and capable of providing market access to more than
500,000 Dth per day of natural gas.

East Lateral Project. Gas Transmission and Storage Operations segment initiated a $4.7 million project in 2010
that, with modification of existing facilities on the Columbia Gulf East Lateral, allows it to provide firm
transportation services for up to 300,000 Dith per day. Firm transportation contracts for 250,000 Dth per day have
been executed for five-year terms. Gas Transmission and Storage received FERC approval to complete this project,
which will be put into service on April 1, 2011.

Line WB Expansion Project. Gas Transmission and Storage Operations segment is expanding its WB system
through an approximately $14 million investment in additional facilities to provide transportation service on a firm
basis from Loudoun, Virginia to Leach, Kentucky. The expansion will allow producers to meet incremental
transportation demand in the Marcellus/Appalachian Basin. Binding precedent agreements for approximately
175,000 Dth per day of firm transportation capacity have been executed, some of which began in January 2011. Gas
Transmission and Storage Operations segment requested and received FERC approval and anticipates completing
construction on all of the facilities in the third quarter of 2011.

Southern Appalachian Project. As a continuation of its strategy to provide transportation services to producers of
Marcellus and Appalachian gas, Gas Transmission and Storage Operations segment is expanding Line SM-116 to
transport approximately 38,500 Dth per day on a firm basis. This additional capacity is supported by executed
binding precedent agreements. These additional facilities will be constructed at a cost of nearly $4 million. Gas
Transmission and Storage Operations segment requested and received FERC approval to complete this project with
service expected to commence in April 2011,

Cobb Compressor Station Projeet. This project continues the Gas Transmission and Storage Operations segment
strategy to meet producers’ near-term, incremental transportation demand in the Appalachian Basin. Shippers have
also executed precedent agreements for a total of approximately 25,500 Dth per day of long-term firm transportation
service associated with a facility expansion at Cobb Compressor Station in Kanawha County, West Virginia. The
Cobb Compressor Station expansion totaled approximately $15 million in construction costs and was placed into
service on May 17, 2010,
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Majorsville, PA Project. The Gas Transmission and Storage Operations segment executed three separate projects
totaling approximately $80 miilion in the Majorsville, PA vicinity to aggregate Marcellus Shale gas production for
downstream transmission. Fully contracted, the pipeline and compression assets allow Gas Transmission and
Storage Operations to gather and deliver more than 325,000 Dth per day of Marcellus production gas to the
Majorsville MarkWest Liberty processing plants developed by MarkWest Liberty Midstream & Resources L.L.C,

In 2010, Columbia Transmission received approval from the FERC to refunctionalize certain transmission assets to
gathering and transferred these pipeline facilities to a newly formed atfiliate, NiSource Midstream Services, LLC.
These facilities are included in providing non-FERC jurisdiction gathering services to preducers in the Majorsville,
PA vicinity, Two of the three projects were completed and placed into service on August 1, 2010, creating an
integrated gathering and processing system serving Marcellus production in southwestern Pennsylvania and northern
West Virginia. Precedent agrecments were executed by anchor shippers in the fourth quarter of 2009, which were
superseded by the execution of long-term service agreements in August and September 2010. In the fourth quarter,
construction began on the third project on a pipeline to deliver residue gas from the Majorsville MarkWest Liberty
processing plants to the Texas Eastern Wind Ridge compressor station in southwestern Pennsylvania to provide
significant additional capacity to castern markets. This third project is expected to go in service in the first quarter of
2011.

Clendenin Project. Construction began in 2010 to modify existing facilities in the Clendenin area in West Virginia
to move Marcellus production to liquid market centers. The Clendenin project allows Gas Transmission and Storage
Operations segment to meet incremental transportation demand of up to 150,060 Dth per day. Long term firm
transportation contracts for 130,000 Dth have been executed, some which began in the third quarter 2010 and others
that will begin in the second quarter 20t1. Total capital required for the Clendenin project is approximately $18
million.

Financial Management of the Balance Sheet
NiSource remains committed to maintaining its liquidity position through management of capital spending, working

capital and operational requirements, and its financing needs, NiSource has exccuted on its plan by taking the
following actions:

e  On December 8, 2010, NiSource Finance issued $250.0 million of 6.25% senior unsecured notes that mature
December 15, 2040,

¢ On December 1, 2010, NiSource Finance announced that it was commencing a cash tender offer for up to
$250.0 million aggregate principal amount of its cutstanding 10.75% notes due 2016 and 6.80% notes due 2019.
A condition of the offering was that all validly tendered 2016 notes would be accepted for purchase before any
2019 notes were accepted. On December 14, 2010, NiSouvrce Finance announced that approximately $272.9
million of the aggregate principal amount of its outstanding 10.75% notes due 2016 were validly tendered,
Based upon the principal amount of the 2016 notes tendered, NiSource Finance increased the maximum
aggregate principal amount of 2016 notes it would purchase from $250.0 million to $325.0 million and
terminated the portion of the tender offer related to its 6.80% notes due 2019. On December 30, 2010, NiSource
Finance anmounced that $273.1 million of 2016 notes were successfully tendered.

¢ On November 15, 2010, NiSource Finance redeemed $681.8 million of its 7.875% unsccured notes.

s On September 14, 2010, the company completed a $400 million equity offering of common stock. This offering
was structured as a forward equity agreement. Refer to Note 14, “Common Stock,” in the Notes to Consolidated
Financial Statements for more information regarding this transaction.

* On March 15, 2010, Columbia of Pennsylvania entered into an agreement to seil, without recourse, substantially
all of its trade receivables, as they originate, to CPRC, a wholly-owned subsidiary of Columbia of Pennsylvania.
CPRC, in turn, is party to an agreement with BTMU, also dated March 15, 2010, under the terms of which it
selts an undivided percentage ownership interest in its accounts receivable to a commercial paper conduit
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sponsored by BTMU. The maximum seasonal program limit under the terms of the agreement is $75 million.
CPRC's agreement with the commercial paper conduit has a scheduled termination date of March 14, 2011 and
can be renewed if mutually agreed to by both parties. As of December 31, 2010, $46.6 million of accounts
receivable had been transferred by CPRC.

Credit Ratings. On December 14, 2010, Fitch affirmed the senior unsccured ratings for NiSource at BBB-, and the
existing ratings of all other subsidiaries. Fitch’s outlook for NiSource and all of its subsidiaries is stable. On
November 19, 2010, Moody's Investors Service affirmed the senior unsecured ratings for NiSource at Baa3, and the
existing ratings of all other subsidiaries. Moody’s outlook for NiSource and all of its subsidiaries is stable. On
February 24, 2011, Standard & Poor’s affirmed the senior unsecured ratings for NiSource and its sebsidiaries at
BBB-. Standard & Poor’s outlook for NiSource and all of its subsidiaries is stable, Although all ratings continue to
be investment grade, a downgrade by Standard & Poor's, Moody's or Fitch would result in a rating that is below
investment grade.

Process and Expense Management
Refer to Note 3, “Impairments, Restructuring and Other Charges,” in the Notes to Consclidated Financial

Statements for information on process and expense management.

Ethics and Controls

NiSource has had a long term commitment to providing accurate and complete financial reporting as well as high
standards for ethical behavior by its employees. NiSource’s senior management takes an active role in the
development of this Form 10-K and the monitoring of the company’s internal control siructure and performance. In
addition, NiSource will continue its mandatory ethics training program in which employees at every level
throughout the organization participate.

Refer to “Management’s Report on Internal Control over Financial Reporting” included in Item 9A.
Results of Operations

The following information should be read taking into account the critical accounting policies applied by NiSource as
discussed in “Other Information” of this Item 7.

Income from Continuing Operations and Net Income

For the twelve months ended December 31, 2010, NiSource reported income from continuing operations of $294.6
million, or $1.06 per basic share, compared to $230.5 million, or $0.84 per basic share in 2009. Income from
continuing operations for the twelve months ended December 31, 2008 was $370.6 million, or $1.35 per basic share.

Inchuding results from discontinued operations, NiSource reported 2010 net income of $292.0 million, or $1.05 per
basic share, 2009 pet income of $217.7 million, or $0.79 per basic share, and 2008 net income of $79.0 million, or
$0.29 per basic share,

Comparability of line item operating results was impacted by regulatory and tax trackers that allow for the recovery
in rates of certain costs such as bad debt expenses. Therefore, incrcases in these tracked operating expenses were
offset by increases in net revenues and had essentially no impact on income from continuing operations. A decrease
in operating expenses of $7.6 million for the 2010 year was offset by a corresponding decrease to net revenues
reflecting these tracked costs. In the 2009 period, an increase in operating expenses of $16.3 million for trackers
was offset by a corresponding increase o net revenues reflecting recovery of these costs. These fluctuations in 2010
and in 2009 were largely attributable to the changes in the recovery of uncollectible accounts.

Net Revenues

NiSource analyzes the operating results using net revenues. Net revemues are calculated as revenues less the
associated cost of sales {excluding depreciation and amortization), NiSource believes net revenues is a better
measure to analyze profitability than gross operating revenues since the majority of the cost of sajes are tracked
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costs that are passed through directly to the customer resulting in an equal and offsetting amount reflected in gross
operating revenues.

Total consolidated net revenues for the twelve months ended December 31, 2010, were $3,447.9 million, a $115.3
million increase compared with 2000, Net revenues increased primarily duc to increased Electric Operations’ net
revenues of $121.5 million and increased Gas Transmission and Storage Operations’ net revenues of $18.5 million,
partially offset by lower Gas Distribution Operations’ net revenues of $6.9 million.

* Electric Operations’ net revenues increased as a result of higher industrial usage and margins of $45.1
million due t0 improved economic conditions, warmer weather of approximately $35 million, and a $17.1
milliont increase in environmental trackers, which are partially offset in operating expenses. Additionally,
there was an increase of $14.6 million in off-system sales, including a reduction of $8.2 million in off-
system sales in 2009 resulting from a FAC settlement and an increase in residential margins of $6.6
million.

o  (Gas Transmission and Storage Operations’ net revenues increased primarily due to increased demand and
commodity margin revenues as a result of growth projects of $22.9 million and an increase of $8.3 million
due to the recognition of revenue for a previously deferred gain for native gas contributed to Hardy Storage
Company from Columbia Transmission following Hardy Storage securing permanent financing.
Additionally, there was a $5.6 million increase in regulatory trackers, which arc offset in expense and $5.4
million of fees received from a contract buy-out during the period. These increases in revenue were
partially offset by a decrease in shorter term transportation and storage services of $23.1 million and a
decrease of $9.1 million in mineral rights leasing revenues.

» (as Distribution Operations’ net revenues decreased due to lower regulatory and tax trackers of $20.4
million, offset in expense and decreased residential and commercial margins of $20.1 million. Additionally,
there was an accrual related to a prior period contract of $5.7 million established at Columbia of
Massachusetts, customer credits of $5.6 million issued as a result of a rate case, and a decrease in forfcited
discounts and late payments of $5.0 million. These decreases were partially offset by an increasc in
regulatory and service programs of $51.7 million. This includes impacts from rate cases at various utilities,
the implementation of new rates under Columbia of Ohio’s approved infrastructure replaccment program,
and the revenue normalization program at Columbia of Virginia,

Total consolidated net revenues for the twelve months ended December 31, 2009 were $3,332.6 million, an $85.7
million increase compared with 2008. Net revenues increased primarily due to increased Gas Distribution
Operations’ net revenues of $66.7 million and increased Gas Transmission and Storage Operations’ net revenues of
$65.4 million, partially offset by lower Electric Operations’ net revenues of $41.0 million.

* (Gas Distribution Operations’ net revenues were higher due to increased revenues of $97.2 million from
regulatory initiatives including impacts from rate proceedings, partially offset by decreased residential and
industrial customer usage of $22.0 million, a $13.0 million decrease in off-system sales and the impact of
warmner weather of approximately $8 million.

+  Within Gas Transmission and Storage Operations, net revenues increased due to increases in firm capacity
reservation fees of $29.5 million, shorter-term transportation and storage services of $18.6 million and
mineral fghts leasing of $12.2 million. The increase in firm capacity reservation fees was the result of
growth projects such as the Eastern Market Expansion, the Ohio Storage Expansion and new Appalachian
supply contracts.

+  Electric Operations’ net revenucs decreased due to the impact of cooler weather of approximately S18
million, lower industrial usage of $17.4 million, which was significantly impacted by economic conditions,
lower capacity and energy sales into the PJM Interconnection of $13.5 million, $9.1 million of lower off-
systemn sales and $9.5 million lower emission allowance sales, partially offset by increased residential and
commercial usage of $12.4 million and lower non-recoverable purchased power of $10.1 million. The
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major steel company customers operated at full capacity for the first half of 2008. Production decreased
sharply in October 2008, bottoming near 50% in May 2009. Since then, NiSource has seen growth in its
power sales to these customers.

Expenses
Operating expenses were $2,541.6 million in 2010, a decrease of $6.0 million from the comparable 2009 period.

This decrease was primarily due to decreased restructuring charges of $27.2 million, lower impairment charges of
$21.3 million, lower uncollectible costs of $12.8 million, decreased legal reserves of $12.0 million, and decreased
trackers of $7.5 million, offset in net revenues. The decreases above were partially offset by an increase of §36.1
million in payroll and benefits expense, an increase of $20.0 million in maintenance costs, including integrity
management pipeline costs, and an increase of $7.0 million in depreciation costs due to the increased capital
expenditures.

Operating expenses were $2,547.6 million in 2009, an increase of $207.4 million from the comparable 2008 period.
This increase was mainly due to higher employee and administrative expenses of $102.3 million, which primarily
resulted from higher pension expense of $84.8 million, net of deferring $10.7 million of pension costs under the
regulatory order that was granted to Columbia of Chio in July 2009, and higher payroll and benefits expense of
$29.6 million. Operating expenses also increased as a result of restructuring charges of $27.2 million, impairment
charges of $22.8 million in 2009, higher depreciation of $22.0 million, $21.6 million in increased legal reserves, and
increased trackers of $16.3 million offset in net revenues. The increase in benefits expense is due in part to a $12.7
million adjustment that decreased expense in the third quarter of 2008, which resulted from the misclassification of
certain claims in 2007,

Equity Earnings in Unconsolidated Affiliates

Equity Earnings in Unconsolidated Affiliates were $15.0 million in 2010, a decrease of $1.0 million compared with
2009. Equity Eamings in Unconsolidated Affiliates includes investments in Millennium and Hardy Storage which
are integral to the Gas Transmission and Storage Operations business. Equity earmings decreased primarily resulting
from lower earnings from Columbia Transmission’s investment in Millennium, driven by higher interest costs and
hedge loss amortization related to Millennium’s August 2010 debt refinancing.

Equity Earnings in Unconsolidated Affiliates were $16.0 million in 2009 compared to $12.3 million in 2008. Equity
earnings from Millennium, which was placed into service on December 22, 2008, totaled $12.1 million for 2009, net
of an $8.1 million reduction resulting from interest rate hedges relating to Millennium’s decision to delay permanent
financing until 2010,

Other Income (Deductions)

Other Income {(Deductions) in 2010 reduced income $485.2 million compared to a reduction of $405.2 million in
2009, The decrease in other income was primarily due to a $96.7 million loss on the early extinguishment of long-
term debt, partially offset by a decrease in interest expense of $7.0 million. Interest expense decreased primarily due
to the $681,8 million November 2010 long-term debt maturity, the $385.0 million December 2009 term loan
repayment, the maturity of the company’s $417.6 million November 2009 floating rate note, and lower short-term
interest rates. The interest expense benefits were partially offset by incremental interest expense associated with the
issuance of $250.0 million of long-term debt in December 2010, the issuance of the $500.0 million Decemnber 2009
long-tern debt and the effect of the adoption of new accounting requirements related to the corpany’s accounts
receivable facilities. Additionally, other, net increased from an expense of $1.4 million in 2009 to income of $3.8
million in 2010 related to the classification of interest expense as a result of the adoption of the new accounting
requirements noted above.

Other Income (Deductions) in 2009 reduced income $405.2 million compared to a reduction of $362.4 million in
2008. Interest expense increased primarily due to incremental interest expense associated with the issuance of $700
million of long-term debt in May 2008, the issuance of $600 million of long-term debt in March 2009 and a $385
million two-year term loan entered into in April 2009, partially offset by the open market repurchase of $100 million
of long-term debt in January 2009, the $250.6 million tender offer repurchase of long-term debt in April 2009 and
lower shori-term interest rates. Other, net was a loss of $1.4 million compared to income of $17.6 million for 2008
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primarily due to the sale of an investment in 2008 at a gain and lower interest income in 2009. On August 27, 2008,
NiSource Development Company sold its interest in JOF Transportation Company to Lehigh Service Corporation
for a pre-tax gain of $16.7 million. JOF Transportation Company held a 40% interest in Chicage South Shore &
South Bend Railroad Co. and a 40% interest in Indiana Hlinois Development Company, LLC.

Income Taxes

The effective income tax rates were 32.4%, 41.8%, and 33.4% in 2010, 2009 and 2008, respectively. The 9.4%
decrease in the overall effective tax rate in 2010 versus 2009 was primarily due to the 2010 rate settlements resulting
in the flow through of certain tax benefits in rates. In 2009, the company recorded in its tax provision the impact of
certain nondeductible expenses, which increased tax expense $3.3 million, additional deferred income tax expense
of $9.7 million related primarily to state income tax apportionment changes, and a reduction in AFUDC-Equity that
increased tax expense by $3.2 million. In 2008, the effective tax rate was reduced by $14.9 million for the change in
Massachusetts state taxes discussed below.

In the fourth quarter of 2010, NiSource received permission from the Internal Revenue Service to change its method
of accounting for capitalized overhead costs under Section 263A of the Internal Revenue Code. The change is
effective for the 2009 tax year. The company recorded a net long-term receivable of $31.5 million, net of uncertain
tax positions, in the fourth quarter of 2010 to reflect this change. There was no material impact on the effective tax
rate as a result of this method change.

In the third quarter of 2010, NiSource recorded a $15.2 million reduction to income tax expense in connection with
the Pennsylvania PUC approval of the Columbia of Pennsylvania base rate case settlement on August 18, 2010. The
adjustment to income tax expense results from the settlement agreement to flow through in current rates the tax
benefits related to a tax accounting methed change for certain capitalized costs approved by the Internal Revenue
Service.

The 2010 Health Care Act includes a provision eliminating, effective January 1, 2013, the tax deductibility of retirce
health care costs to the extent of federal subsidies received under the Retiree Drug Subsidy program. When the
Retiree Drug Subsidy was created by the Medicare Prescription Drug, Improvement and Modernization Act of 2003,
NiSource recorded a deferred tax asset reflecting the exclusion of the expected future Retiree Drug Subsidy from
taxable income. At the same time, an offsetting regulatory liability was established to reflect NiSource’s obligation
to reduce income taxes collected in future rates. ASC Topic 740 — Income Taxes requires the impact of a change in
tax law to be immediately recognized in continuing operations in the income statement for the period that includes
the enactment date. In the first quarter of 2010, NiSource reversed its deferred tax asset of $6.2 million related to
previously excludable Retiree Drug Subsidy payments expected to be received after January 1, 2013, which was
completely offset by the reversal of the related regulatory liability.

During the third quarter of 2009, NiSource received permission from the IRS to change its tax method of
capitalizing certain costs which it applied on a prospective basis to the federal and state income tax retums filed for
its 2008 tax year. Under the new tax accounting method, NiSource recorded federal and state income tax
reccivables of $295.7 million. In October 2009, $263.5 million of these refunds were received. The remaining
refunds were received in December 2009 and throughout 2010. The loss for the 2008 tax year resulted in $1.2
million of additional federal income tax expense due to the elimination of Section 199 deductions. The impact of
certain state restrictions on loss carrybacks and carryforwards resulted in a net charge to state income tax expense of
$5.5 million.

During the third quarter of 2008, the Govemor of Massachusetts signed into law a bill that significantly changed the
Massachusetts carporate income tax regime, Under the law, which became effective for tax years beginning on or
after January 1, 2009, NiSource calculates its Massachusetts income tax liability on a unitary basis, meaning that the
income tax obligation to the Commonwealth of Massachusetts is determined based on an apportioned share of all of
NiSource’s income, rather than just the income of NiSource's subsidiaries doing business in Massachusetts.
Because of NiSource’s substantial operations outside of Massachusetts, the new law had the impact of reducing the
deferred income tax liability to Massachusetts. NiSource recognized the impact of this tax law change as a $14.9
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million reduction in income tax expense in 2008. Income tax expense for 2009 and 2010 reflects the impact of the
law on a prospective basis.

Discontinued Operations
Discontinued operations reflected a loss of $2.6 million, or $0.01 loss per basic share, in 2010, a loss of $12.8
million, or $0.05 loss per basic share, in 2009, and a loss of $291.6 million, or $1.06 loss per basic share, in 2008,

The losses in 2010 and 2009 include activities associated with CER, and other former subsidiaries where NiSource
has retained certain liabilities, as well as for impairment charges in 2009 associated with certain properties to be sold
by NDC Douglas Properties.

The loss in 2008 is primarily attributable to an adjustment to the reserve for the Tawney litigation and losses from
busincsses disposed during the year. During 2008 NiSource recorded an after-tax loss of $108.2 million for the
dispositions of Northern Utilities, Granite State Gas and Whiting Clean Energy. In the first quarter of 2008,
NiSource began accounting for the operations of Northern Utilities, Granite State Gas and Whiting Clean Energy as
discontinued operations. As such, net income of $4.4 million was classified as discontinued operations for the year
ended 2008.

Liquidity and Capital Resources

A significant portion of NiSource’s operations, most notably in the gas distribution, gas transportation and electric
businesses, are subject to seasonal fluctuations in cash flow. During the heating season, which is primarily from
November through March, cash receipts from gas sales and transportation services typically exceed cash
requirements. During the summer months, cash on hand, together with the seasonal increase in cash flows from the
electric business during the summer cooling season and external short-term and long-term financing, is used to
purchase gas to place in storage for heating season deliveries and perform necessary maintenance of facilities.
NiSource believes that through income generated from operating activitics, amounts available under its short-term
revolver, long-term debt agreements and NiSource's ability to access the capital markets there is adequate capital
available to fund its operating activities and capital expenditures in 2011.

Operating Activities

Net cash from operating activities for the twelve months ended December 31, 2010 was $725.4 million, a decrease
of $940.8 million from a year ago. During 2010, the refunding of the 2009 over-recovered gas costs resulted in a
$250.4 million use of working capital. During 2009, gas price decreases and the collection of the 2008 under-
recovered gas cost resulted in a $324.4 million source of working capital. Although there have been no changes in
the operation of the accounts receivable securitization programs, the application of new accounting guidance, ASC
860, attributed to substantially all of the $243.9 million use of working capital associated with accounts receivable in
2010. Furthermore, higher gas prices and volumes atiributed to the higher than normal accounts receivable at
December 31, 2008 creating a $258.9 million source of working capital when collected m 2009. This same pricing
and volume scenario contributed to higher than normal accounts payable at December 31, 2008, resulting in a
$191.5 million use of working capital when paid in 2009.

Tawngy Settlement. NiSource's share of the settlement liability is up to $338.8 million. The Trial Court entered its
Order discharging the judgment on January 20, 2009 and is supervising the administration of the settlement
proceeds. For 2010, 2009 and 2008, NiSource contributed $53.2 million, $252.3 million and $25.0 million,
respectively, into the qualified settlement fund which is recorded as net operating activities used for discontinued
operations in the Statements of Consolidated Cash Flows. As of December 31, 2010, $8.3 million of the maximum
settlement liability had not been paid. NiSource has contributed approximately an additional $2.7 million
subsequent to December 31, 2010. NiSource will be required to make additional payments, pursuant to the
settlement, upon notice from the Class Administrator. Refer to Part I, Item 3, “Legal Proceedings,” for additional
information,
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Pension and Other Postretivement Plan Funding. In 2010, NiSource contributed $161.8 million to its pension
plans and $50.0 million to its postretitement medical and hife plans. [ 2011, NiSource expects to make
contributions of approximately $149.7 million to its pension plans and approximately $49.3 million to its
postretirement medical and life plans, At December 31, 2010, NiSource’s pension and other post-retirement benefit
plans were underfunded by $578.4 million and $429.2 million, respectively.

Investing Activities

The tables below reflect actual capital expenditures and certain other investing activities by segment for 2008, 2009
and 2010, and cstimates for 201 1.

(in millions) 2011E 2010 2009 2008
Gas Distribution Qperations b 491.1 % 4097 S 3432 % 369.7
Gas Transmission and Storage Operations 327.5 302.0 2874 383.8
Electric Operations 258.4 190.3 162.6 5524
Corporate and Other Operations 23.0 9.6 5.4 0.7
Total b 1,100.0 § 911.6 § 798.6 % 1,306.6

For 2011, the projected capital program and certain other investing activities are expected to be $1,100.0 million,
which is $188.4 million higher than the 2010 capital program. This increased spending is mainly due to higher
expenditures for the infrastructure replacement programs in the Gas Distribution Operations segment and increased
growth expenditures in the Electric Operations scgment. The program is expected to be funded through a
combination of cash flow from operations, equity, and short-term debt.

For 2010, capital expenditures and certain other investing activities were $911.6 million, an increase of $113.0
million compared to 2009. A significant amount of the increase was due to increased capital expenditures within
Gas Distribution Operations of $66.5 million, due to higher expenditures for the infrastructure replacement
programs in the Gas Distribution Operations scgment. Additionally, capital expenditures increased within Electric
Operations and Gas Transmission and Storage Operations by $27.7 million and $14.6 million, respectively. The
increase within Electric Operations was the result of maintenance spending on generation, distribution, and
transmission projects. The increase within Gas Transmission and Storage Operations is primarily due to higher
expenditures on maintenance projects.

For 2009, capital expenditures and certain other investing activities were $798.6 million, a decrease of $508.0
million versus 2008. A significant amount of the decrease was due to lower capital expenditures within Electric
Operations of $389.8 million, due to increased 2008 capital expenditures for the purchase of Sugar Creek. Capital
expenditures decreased within Gas Distribution Operations and Gas Transmission and Storage Operations by $26.5
million and $96.4 million, respectively. The decrease within Gas Distribution Operations segment was primarily due
to lower expenditures on maintenance activities, The decrease within the Gas Transmission and Storage Operations
segment was primarily due to lower expenditures on growth projects relative to 2008.

In 2008, NiSource received proceeds from the sale of Whiting Clean Energy, Northern Utilities, and Granite State of
$216.7 million, $187.3 million, and $14.3 million, respectively. Since these businesses were reported as
discontinued operations, these amounts are included within, “Net Investing Activities from Discontinued
Operations,” on the Statements of Consolidated Cash Flows. On May 30, 2008, Northern Indiana purchased Sugar
Creek for approximately $330 million to address the need for additional capacity.

Restricted cash was $202.9 million and $174.7 million as of December 31, 2010 and 2009, respectively. The
increase in restricted cash was due primarily to the change in forward gas prices which resulted in increased margin

deposits on open derivative contracts used within NiSource’s risk management and energy marketing activities.

NiSource received insurance proceeds for capital repairs of 85.0 million, $62.7 million, and $46.7 million related to
hurricanes and other items in 2010, 2009, and 2008, respectively.
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Contributions to equity investees were $87.9 miltion, $26.4 million, and $32.2 million for 2010, 2009 and 2008,
respectively. The increase in 2010 was the result of cash required for Millennium's long-term debt refinancing,

Financing Activities

Long-term Debt. Refer to Note 16, “Long-term Debt,” in the Notes to Consolidated Financial Statements for
information on long-term debt.

Credit Facilities. NiSource Finance maintains a $1.5 billion five-vear revolving credit facility with a syndicate of
banks which has a termination date of July 7, 2011. This facility provides a reasonable cushion of short-term
liquidity for general corporate purposes including meeting cash requirements driven by volatility in natural gas
prices, and provides for the issuance of letters of credit. NiSource currently intends to negotiate a new revalving
credst facility during the first quarter of 2011. During September 2008, NiSource Finance entered into an additional
$500 million six-month revolving credit agreement with a syndicate of banks led by Barclays Capital that was
originally due to expire on March 23, 2009. However, on February 13, 2009, the six-month credit facility was
terminated in conjunction with the closing of a new two-year bank term loan, The two year term loan was
subsequently repaid in December 2009 with proceeds from the December 4, 2009, $500.0 million debt offering,

NiSource Finance had outstanding credit facility borrowings of $1,107.5 million at December 31, 2010, at a
weighted average interest rate of 0.78%, and borrowings of $103.0 million at December 31, 2009, at a weighted
average interest rate of 0.59%, The increase in borrowings compared to 2009 is mainly the result of the maturity of
$681.8 million of its 7.875% unsecured notes in November of 2010 and the cash tender offer of $273.1 million of its
10.75% notes due 2016 and the related early redemption premiums.

As of December 31, 2010 and December 31, 2009, NiSource Finance had $32.5 million and $87.8 million,
respectively, of stand-by letters of credit outstanding of which $14.2 million and $85.0 million were under the five-
year revolving credit facility. A letter of credit of $254 million was issued on January 13, 2009 to cover payments
related to the Tawney settlement, which was terminated on December 29, 2010,

As of December 31, 2010, an aggregate of $378.3 million of credit was available under the credit facility.

Debt Covenants. NiSource is subject to one financial covenant under its five-year revolving credit facility. This
covenant requires NiSource to maintain a debt to capitalization ratio that does not exceed 70%. A similar covenant
in the 2005 private placement note purchase agreement requires NiSource to maintain a debt to capitalization ratio
that does not exceed 75%. As of December 31, 2010, the ratio was 59.9%.

NiSource is also subject to certain other non-financial covenants under the revolving credit facility. Such covenants
include a limitation on the creation or existence of new liens on NiSource's assets, generally exempting liens on
utility assets, purchase money security interests, preexisting security interests and an additional subset of assets
equal to $150 million. An asset sale covenant generally restricts the sale, lease and/or transfer of NiSource's assets
to no more than 10% of its consolidated total assets and dispositions for a price not materially less than the fair
market value of the assets disposed of that do not impair the ability of NiSource and NiSource Finance to perform
obligations under the revolving credit facility, and that, together with all other such dispositions, would not have a
material adverse effect. The revolving credit facility also include a cross-default provision, which triggers an event
of default under the credit facility in the event of an uncured payment default relating to any indebtedness of
NiSource or any of its subsidiaries in a principal amount of $50 million or more.

NiSource's indentures generally do not contain any financial maintenance covenants. However, NiSource's
indentures are generally subject to cross default provisions ranging from uncured payment defaults of $5 million to
$50 million, and limitations on the incurrence of liens on NiSource’s assets, generally exempting liens on utility
assets, purchase money security interests, preexisting security interests and an additional subset of assets capped at
10% of NiSource's consolidated net tangible assets.
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Sale of Trade Accounts Receivables. Refer to Note 19, “Transfers of Financial Assets,” in the Notes to
Consolidated Financial Statements for information on the sale of trade accounts receivable,

Credit Ratings. On December 14, 2010, Fitch affirmed the senior unsecured ratings for NiSource at BBB-, and the
existing ratings of all other subsidiaries. Fitch’s outlook for NiSource and all of its subsidiaries is stable. On
November 19, 2010, Moody’s Investors Service affirmed the senior unsecured ratings for NiSource at Baa3, and the
existing ratings of all other subsidiaries. Moody’s outlook for NiSource and all of its subsidiaries is stable. On
February 24, 2011, Standard & Poor’s affirmed the senior unsecured ratings for NiSource and its subsidiaries at
BBB-. Standard & Poor’s outlook for NiSource and all of its subsidiaries is stable. Although all ratings continue to
be investment grade, a downgrade by Standard & Poor's, Moody's or Fitch would result in a rating that is below
investment grade.

Certain NiSource affiliates have agreements that contain "ratings triggers" that require increased collateral if the
credit ratings of NiSource or certain of its subsidiaries are rated below BBB- by Standard & Poor's or Baa3 by
Muoody's. These agreements are primarily for imsurance purposes and for the physical purchase or sale of power.
The collateral requirement from a downgrade below the ratings trigger levels would amount to approximately $18.1
million. In addition to agreements with ratings triggers, there are other agreements that contain "adequate
assurance” or "material adverse change” provisions that could necessitate additional credit support such as letters of
credit and cash collateral to transact business. Under Northern Indiana’s trade receivables sales program, an event
of termination occurs if Northern Indiana’s debt rating is withdrawn by either Standard & Poor’s or Moody’s or falls
below BB or Ba2 at either Standard & Poor’s or Moody’s, respectively. Likewise, under Columbia of Ohio’s trade
receivables sales program, an event of termination occurs if NiSource’s debt rating is withdrawn by either Standard
& Poor’s or Moody’s, or falls below BB- or Bal at either Standard & Poor’s or Moody’s, respectively.

Contractual Obligations. NiSource has certain contractual obligations requiring payments at specitied petiods. The
obligations include long-term debt, lease obligations, energy commodity contracts and service obligations for
various services including pipeline capacity and IBM outsourcing. The table below excludes all amounts classified
as cutrent liabilities on the Consolidated Balance Sheets, other than current maturities of long-term debt and current
interest payments on long-term debt. The total contractual obligations in existence at December 31, 2010 and their
maturities were:

{in millions) Total 2011 2012 20173 2014 2015 After
Long-term gebt § 59518 % 277 % 3159 % 6139 % 3619 % 2300 0§ 42024
Capital leases 519 9.2 9.0 7.5 1.5 6.4 123
Interest payments an long-term debt 29430 369.4 367.2 3219 301.6 285.5 1.297.4
Operating leasecs 194.6 395 33l 26.1 2.3 14.2 59.4
Energy commodity vontracts 840.1 2583 124.2 1¢1.7 76.8 79.1 -
Service obligations:
Pipeline service obligutions 1,662.5 2574 2539 197.6 162.9 147.9 642.8
IBM service obligations 3999 94 4 o4 3932 86.4 395 -
Vertex Quisourcing LLC service obligations 537 12.1 12.0 1.9 1.8 5.9 -
Other service ohligations 028 145.4 33.6 58 - - -
Other liabilities 138.0 158.0 - - - - -
Total contractual obligations § 122583 3§ 13694 % 12593 % 1,3756 5 12312 % 3085 3 62143

NiSource calculated estimated interest payments for (ong-term debt as follows: for the fixed-rate debt, interest is
calculated based on the applicable rates and payment dates; for variable-rate debt, interest rates arc used that are in
place as of December 31, 2010. For 2011, NiSource projects that it will be required to make interest payments of
approximately $399.6 million, which includes $369.4 million of interest payments related to its long-term debt
outstanding as of December 31, 2010. At December 31, 2010, NiSource also had $1,382.5 million in short-term
borrowings outstanding.

NiSource Corporate Services has a license agreement with Rational Systems, LLC for pipeline business software
requiring semi-annual payments of $2.9 million, which is recorded as a capital lease.
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NiSource’s subsidiaries have entered into various energy commodity contracts to purchase physical quantities of
natural gas, clectricity and coal. These amounts represent the minimum quantities of these commodities NiSource is
obligated to purchase at both fixed and variable prices.

In July 2008, the IURC issued an order approving Northern Indiana’s purchase power agreements with subsidiaries
of Iberdrola Rencwables, Buffalo Ridge I LLC and Barton Windpower LLC. These agreements provide Northem
Indiana the opportunity and obligation to purchase up to 100 mw of wind power commencing in early 2009. The
contracts extend 15 and 20 years, representing 50 mw of wind power each. No minimum quantities are specified
within these agreements due to the variability of electricity production from wind, so no amounts related to these
contracts are included in the table above. Upon any termination of the agreements by Northern Indiana for any
reason (other than material breach by Buffalo Ridge | LLC or Barton Windpower LLC), Northern Indiana may be
required to pay a termination charge that could be material depending on the events giving rise to termination and
the timing of the termination. Northern Indiana began purchasing wind power in April 2009,

NiSource has pipeline service agreements that provide for pipeline capacity, transportation and storage services.
These agreements, which have expiration dates ranging from 2011 to 2045, requirc NiSource to pay fixed monthly
charges.

On December 12, 2007, NiSource Corporate Services amended its agreement with 1BM to provide business process
and support functions to NiSource. NiSource Coiporate Services continues to pay IBM for the amended services
under a combination of fixed or variable charges, with the variable charges fluctuating based on the actual need for
such services. Under the amended Agreement, at December 31, 2010, NiSource Corporate Services expects to pay
approximately $400 million to IBM in service fees over the remaining four and a half year term, In February 2011,
NiSource elected to reduce certain services which will effectively lower the service obligation by approximately $30
million over the remaining service agreement. Upon any termination of the agreement by NiSource for any reason,
other than tnaterial breach by TBM, NiScurce may be required to pay IBM a termination charge that could include a
breakage fee, repayment of IBM’s unrecovered capital investments, and IBM wind-down expense. This termination
fee could be a material amount depending on the events giving rise to termination and the timing of the termination.

NiSource Corporate Services signed a service agreement with Vertex Qutsourcing LLC, a business process
outsourcing company, to provide customer contact center services for NiSource subsidiaries through June 20135,
Services under this contract commenced on July 1, 2008, and NiSource Corporate Services pays for the services
under a combination of fixed and variable charges, with the variable charges fluctuating based on actual need for
such services. Based on the currently projected usage of these services, NiSource Corporate Services expects to pay
approximately $53.7 million to Vertex Outsourcing LLC in service fees over the remaining four and a half year
term. Upon termination of the agreement by NiSource for any reason (other than material breach by Vertex
Outsourcing LLC), NiSource may be required to pay a termination charge not to exceed $12.4 million.

Northern Indiana has contracts with three major rail operators providing for coal transportation services for which
there are certain minimum payments. These service contracts extend for various periods through 2013 and are
included within, “Other service obligations,” in the table of contractual commitments,

Northern Tndiana has a service agreement with Pure Air, a general partnership between Air Products and Chemicals,
Inc. and First Air Partners LP, under which Pure Air provides scrubber services to reduce sulfur dioxide emissions
for Units 7 and 8 at the Bailly Generating Station. Services under this contract commenced on July 1, 1992, and
Northern Indiana pays for the services under a combination of fixed and variable charges. The agreement provides
that, assuming various performance standards are met by Pure Air, a termination payment would be due if Northern
Indiana terminated the agreement prior to the end of the twenty-year contract period. Estimated minimum payments
for this agreement are included within, *Other service obligations,” in the table of contractual commitments.

NiSource’s expected payments included within, “Other liabilities,” in the table of contractual commitments above
contains employer contributions to pension and other postretirernent benefits plans expected to be made in 2011.
Plan centributions beyond 2011 are dependent upon a number of factors, including actual returns on plan assets,
which cannot be reliably estimated. In 2011, NiSource expects to make contributions of approximately $149.7
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million to its pension plans and approximately $49.3 million to its postretirement medical and life plans. Refer to
Note 12, “Pension and Other Postretirement Benefits,” in the Notes to Consolidated Financial Statements for more
information.

Not included in the table above are $6.0 million of estimated federal and state income tax liabilities, including
interest. If or when such amounts may be settled is uncertain and cannot be estimated at this time. Refer to Note
11, “Income Taxes,” in the Notes to Consolidated Financial Statements for more information.

In the fourth quarter of 2008, NiSource received final approval by the West Virginia Circuit Court for Roane County
regarding a settlement agreement regarding the Tawney proceeding. NiSource’s share of the settlement liability is
up 1o $338.8 million. NiSource complied with its obligations under the Settlement Agreement to fund $85.5 million
in the qualified settlement fund by January 13, 2009. Additionally, NiSource provided a letter of credit on January
13, 2009 in the amount of $254.0 million and thereby complied with its obligation to secure the unpaid portion of
the settlement, which was terminated on December 29, 2010. As of December 31, 2010, NiSource had contributed a
total of $330.5 million into the qualified settlement fund. As of December 31, 2010, $8.3 million of the maximum
settlement liability had not been paid, NiSource has contributed approximately $2.7 million subsequent to December
31, 2010.

NiSource cannot reasonably estimate the settlement amounts or timing of cash flows related to long-term obligations
classified as, “Other Liabilities and Deferred Credits,” on the Consolidated Balance Sheets, other than those
described above.

NiSource also has obligations associated with income, property, gross receipts, franchise, payroll, sales and use, and
various other taxes and expects to make tax payments of approximately $313.4 million in 2011, which are not
included in the table above.

Off Balance Sheet Items

As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing financial or
performance assurance to third parties on behalf of certain subsidiaries. Such agreements include guarantees and
stand-by letters of credit.

NiSource has issued guarantees that support up to approximately $195 million of commodity-related payments for
its current and former subsidiaries involved in energy marketing activities. These guarantees were provided to
counterparties in order to facilitate physical and financial transactions involving natural gas and electricity. To the
extent liabilities exist under the commodity-related contracts subject to these guarantees, such liabilities are included
in the Consolidated Balance Sheets.

NiSource has purchase and sales agreement guarantees totaling $250 million, which guarantee performance of the
seller’s covenants, agreements, obligations, liabilities, representations and warranties under the agreements. No
amounts related to the purchase and sales agreement guarantees are reflected in the Consolidated Balance Sheets.
Management believes that the likelihood NiSource would be required to perform or otherwise incur any significant
losses associated with any of the aforementioned guarantees is remote.

NiSource has other guarantees outstanding. Refer to Note 20-A, “Guarantees and Indemnities,” in the Notes to
Consolidated Finaneial Statements for additional information about NiSource’s off balance sheet arrangements.

Market Risk Disclosures

Risk is an inherent part of NiSource’s energy businesses. The extent to which NiSource properly and cffectively
identifies, assesses, monitors and manages each of the various types of risk involved in its businesses is eritical to its
profitability. NiSource secks to identify, assess, monitor and manage, in accordance with defined policies and
procedures, the following principal risks that are involved in NiSource’s energy businesses: commodity market risk,
interest rate risk and credit risk. Risk management at NiSource is a multi-faceted process with oversight by the Risk
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Management Committee that requires constant communication, judgment and knowledge of specialized products
and markets. NiSource’s senior management takes an active role in the risk management process and has developed
policies and procedures that require specific administrative and business functions to assist in the identification,
assessment and control of various risks. In recognition of the inercasingly varied and complex nature of the energy
business, NiSource’s risk management policics and procedures continue to evolve and are subject to ongoing review
and modification.

Various analytical techniques are employed to measure and monitor NiSource’s market and credit risks, including
VaR. VaR represents the potential loss or gain for an instrument or portfolio from changes in market factors, for a
specified time period and at a specified confidence level.

Commodity Price Risk
NiSource is exposed to commodity price risk as a result of its subsidiaries” operations involving natural gas and

power. To manage this market risk, NiSource’s subsidiaries use derivatives, including commodity futures contracts,
swaps and options. NiSource is not involved in speculative energy trading activity.

Commedity price risk resulting from derivative activitics at NiSource's rate-regulated subsidiaries is limited, since
regulations allow recovery of prudently incurred purchased power, fuel and gas costs through the rate-making
process, including gains or losses on these derivative instruments. If states should explore additional regulatory
reform, these subsidiaries may begin providing services without the benetit of the traditional rate-making process
and may be more exposed to commodity price risk. Some of NiSource’s rate-regulated utility subsidiaries offer
commodity price risk products to their customers for which derivatives are used to hedge forecasted customer usage
under such products. These subsidiaries do not have regulatory recovery orders for these products and are subject to
gains and logses recognized in camings due to hedge ineffectiveness.

During 2010 and 2009, no income was recognized in earnings due to the ineffectiveness of derivative instruments
being accounted for as hedges. All derivatives classified as hedges are assessed for hedge effectiveness, with any
components determined to be ineffective charged to earnings or classified as regulatory assets or liabilities as
appropriate. During 2009, NiSource reclassified $126.4 million {($75.1 million, net of tax) related to its cash flow
hedges from accumulated other comprehensive income {loss) to earnings due to the probability that certain
forecasted transactions would not occur related to the unregulated natural gas marketing business that NiSource had
planned to sell. No amounts were reclassified in 2010 or 2008, It is anticipated that during the next twelve months
the expiration and settlement of cash flow hedge contracts will result in income statement recognition of amounts
currently classified in accumulated other comprehensive income (loss) of approximately $0.8 million of loss, net of
taxes. Refer to Note 9, “Risk Management and Energy Marketing Activities,” in the Notes to Consolidated
Financial Statements for further information on NiSource’s various derivative programs for managing commodity
price risk.

NiSource subsidiaries are required to make cash margin deposits with their brokers to cover actual and potential
losses in the value of outstanding exchange traded derivative contracts. The amount of these deposits, which are
reflected in NiSource's restricted cash balance, may fluctuate significantly during periods of high volatility in the
energy commodity markets.

Interest Rate Risk

NiSource is exposed to interest rate risk as a result of changes in interest rates on borrowings under revolving credit
agreements and accounts recetvable programs, which have interest rates that are indexed to short-term market
interest rates. NiSource is also exposed to interest rate risk due to changes in intercst rates on fixed-to-variable
interest rate swaps that hedge the fair value of long-term debt. Based upon average borrowings and debt obligations
subject to fluctuations in short-term market interest rates, an increasc (or decrease) in short-term interest rates of 100
basis points (1%} would have increased (or decreased) interest expensc by $14.7 million and $19.2 million for the
years 2010 and 2009, respectively.

Contempoeraneously with the pricing of the 5.25% notes and 5.45% notes issued September 16, 2005, NiSource
Finance settled $900 million of forward starting interest rate swap agreements with six counterparties. NiSource
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paid an aggregate settlement payment of $35.5 million which is being amortized as an increase to interest expense
over the term of the underlying debt, resulting in an effective interest rate of 5.67% and 5.88% respectively.

NiSource has entered into interest rate swap agreements to modify the interest rate characteristics of its outstanding
long-term debt from fixed to variable. On May 12, 2004, NiSource Finance entered into fixed-to-variable interest
rale swap agreements in a notional amount of $660 million with six counterparties having a 6 1/2-year term.
NiSource Finance received payments based upon a fixed 7.875% interest rate and paid a floating interest amount
based on U.S. 6-month BBA LIBOR plus an average of 3.08% per annum. As discussed below, on September 15,
2008, NiSource Finance terminated a fixed-to-variable interest rate swap agreement with Lehman Brothers having a
notional amount of $110.0 million. On November 15, 2010, the term of the remaining $550.0 million of interest rate
swaps expired, and the swaps were terminated.

On July 22, 2003, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional
amount of 3500 million with four counterparties with an 1 1-year term. NiSource Finance receives payments based
upon a fixed 5.40% interest rate and pays a floating interest amount based on U.8. 6-month BBA LIBOR plus an
average of 0.78% per annum. There was no exchange of premium at the initial date of the swaps. In addition, sach
party has the right to cancel the swaps on July 15, 2013,

As of December 31, 2010, $500.0 million of NiSource Finance’s existing long-term debt is subject to fluctuations in
interest ratgs as a result of these fixed-to-variable interest rate swap transactions.

Credit Risk

Due to the nature of the ndustry, credit risk is embedded in many of NiSource's business activities. NiSource’s
extension of credit is governed by a Corporate Credit Risk Policy. In addition, Risk Management Committee
guidelines are in place which document management approval levels for credit limits, evaluation of
creditworthiness, and credit risk mitigation efforts. Exposures to credit risks are monitored by the Corporate Credit
Risk function which is independent of commercial operations. Credit risk arises due to the possibility that a
customer, supplier or counterparty will not be able or willing to fulfill its obligations on a transaction on or before
the settlement date. For forward commodity contracts, credit risk arises when counterparties are obligated to deliver
or purchase defined commaodity units of gas or power to NiSource at a future date per execution of contractual terms
and conditions. Exposure to credit risk is measured in terms of both current obligations and the market value of
forward positions net of any posted collateral such as cash, letters of credit and qualified guarantees of support.

NiSource closely monitors the financial status of its banking credit providers and interest rate swap counterparties,
NiSource evaluates the financial status of its banking partners through the use of market-based metrics such as credit
default swap pricing levels, and also through traditionai credit ratings provided by the major credit rating agencies,

The parent company of one of NiSource’s interest rate swap counterparties, Lehman Brothers Holdings Inc., filed
for Chapter 11 bankruptcy protection on Septernber 14, 2008, which constituted an event of default under the swap
agreement between NiSource Finance and Lehman Brothers Special Financing Inc. As a result, on September 15,
2008, NiScurce Finance terminated the fixed-to-variable interest rate swap agreement with Lehman Brothers having
a notional value of $110 million. The mark-to-market close-out value of this swap at the September 15, 2008
termination date was determined to be $4.8 million and was fully reserved in the third quarter of 2008,

Fair Value Measurement

NiSource measures certain financial assets and liabilities at fair value. The level of the fair value hierarchy
disclosed is based on the lowest leve! of input that is significant to the fair value measurement. NiSource’s financial
assets and liabilities include price risk assets and liabilities, available-for-sale securities and a deferred compensation
plan obligation.

Exchange-traded derivative contracts are generally based on unadjusted quoted prices in active markets and are
classified within Level 1. These financial assets and liabilities are secured with cash on deposit with the exchange;
therefore nooperformance risk has not been incorporated into these valuations. Certain non-exchange-traded
derivatives are valued using broker or over-the-counter, on-line exchanges. In such cases, these non-exchange-
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traded derivatives are classified within Level 2. Non-exchange-based derivative instruments include swaps,
forwards, and options. In certain instances, these instruments may utilize models to measure fair value. NiSource
uses a similar model to value similar instruments. Valuation models utilize various inputs that include quoted prices
for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets
that are not active, other observable inputs for the asset or Liability, and market-corroborated inputs, i.e., inputs
detived principally from or corroborated by observable market data by correlation or other means, Where
observable inputs are available for substantially the full term of the asset or liability, the instrument is categorized in
Level 2, Certain derivatives trade in less active markets with a lower availability of pricing information and models
may be utilized in the valuation. When such inputs have a significant impact on the measurement of fair value, the
instrument is categorized in Level 3. Credit risk is considered in the fair value calculation of derivative instruments
that are not exchange-traded. Credit exposures are adjusted to reflect collateral agreements which reduce exposures.

Price risk management assets also include fixed-to-floating interest-rate swaps, which arc designated as fair value
hedges, as a means to achieve its targeted level of variable-rate debt as a percent of total debt. NiSource uses a
calculation of future cash inflows and estimated future outflows related to the swap agreements, which arc
discounted and netted to determine the current fair value. Additional inputs to the present value calculation include
the contract terms, as well as market parameters such as current and projected interest rates and volatility, As they
are based on observable data and valuations of similar mstruments, the interest-rate swaps are categorized in Level 2
in the fair value hicrarchy. Credit risk is considercd in the fair value calenlation of the interest rate swap.

Refer to Note 18, “Fair Value Disclosures,” in the Notes to the Consolidated Financial Statements for additional
information on NiSource’s fair value measurements.

Market Risk Measurcment

Market risk refers to the risk that a change in the level of one or more market prices, rates, indices, volatilities,
correlations or other market factors, such as liquidity, will result in losses for a specified position or portfolio.
NiSource calculates a one-day VaR al a 93% confidence level for the gas marketing group that utilizes a
variance/covariance methodology. The daily market exposure for the gas marketing portfolio on an average, high
and low basis was $0.1 million, $0.3 million and zero during 2010, respectively. Prospectively, management has set
the VaR limit at $0.8 million for gas marketing, Exceeding this limit would result in management actions to reduce
portfolio risk.

Refer to “Critical Accounting Policies” included in this Item 7 and Note 1-U, “Accounting for Risk Management
and Energy Marketing Activities,” and Note 9, “Risk Management and Energy Marketing Activities,” in the Notes
te Consolidated Financial Statements for further discussion of NiSource’s risk management.

Other Information

Critical Accounting Policics
NiSource applies certain accounting policies based on the accounting requirements discussed below that have had,

and may continue to have, significant impacts on NiSource’s results of operations and Consolidated Balance Sheets.

Basis of Accounting for Rate-Regulated Subsidiaries. ASC Topic 980, Regulated Operations, provides that rate-
regulated subsidiaries account for and report assets and liabilities consistent with the economic etfect of the way in
which regulators establish rates, if the rates established are designed to recover the costs of providing the regulated
service and if the competitive environment makes it probable that such rates can be charged and collected. Certain
expenses and credits subject to utility regulation or rate determination normally rellected in income are deferred on
the Consolidated Balance Sheets and are recognized in income as the related amounts are included in service rates
and recovered from or refunded to customers. The total amounts of regulatory assets and liabilities reflected on the
Consolidated Balance Sheets were $ 1,802.2 million and $ 1,688.7 million at December 31, 2010, and § 1,882.4
miflion and $ 1,602.6 million at December 31, 2009, respectively. For additional information, refer to Note 8,
“Regulatory Matters,” in the Notes to Consolidated Financial Staternents.
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In the event that regulation significantly changes the opportunity for NiSource to recover its costs in the furure, all or
a portion of NiSource's regulated operations may no longer meet the criteria for the application of ASC Topic 980,
Regulated Operations. In such event, a write-down of all or a portion of NiSource’s existing regulatory assets and
ligbilities could result. If transition cost recovery is approved by the appropriate regulatory bodies that would mest
the requirements under gencrally accepted accounting principles for continued accounting as regulatory assets and
liabilities during such recovery period, the regulatory assets and liabilities would be reported at the recoverable
amounts. If unable to continue to apply the provisions of ASC Topic 980, Regulated Operations, NiSource would
be required to apply the provisions of ASC Topic 980-20, Discontinuation of Rate-Regulated Accounting. In
management’s opinion, NiSource’s regulated subsidiaries will be subject to ASC Topic 980, Regulated Operations
{or the foresecable futurc.

Certain of the regulatory assets reflected on NiSource’s Consolidated Balance Sheets require specific regulatory
action in order to be included in future service rates. Although recovery of thesc amounts is not guaranteed,
MiSource believes that these costs meet the requircments for deferral as regulatory assets. Regulatory assets
requiting specific regulatory action amounted to $335.4 million at December 31, 2610. If NiSource determined that
the amounts included as regulatory assets were not recoverable, a charge to income would immediately be required
t the extent of the unrecoverable amounts.

Accounting for Risk Management Activities. Under ASC Topic 815, Derivatives and Hedging, the accounting for
changes in the fair value of a derivative depends on the intended use of the derivative and resulting designation.
Unrealized and realized gains and losses are recognized each period as components of accumulated other
comprehensive income (loss), earnings, or regulatory assets and liabilities depending on the nature of such
derivatives. For subsidiaries that utilize derivatives for cash flow hedges, the effective portions of the gains and
losses are recorded to accumulated other comprehensive income (loss) and are recognized in eamnings concurrent
with the dispesition of the hedged risks. For fair value hedges, the gains and losses are recorded in earnings each
period along with the change in the fair value of the hedged item. As a result of the rate-making process, the rate-
regulated subsidiaries generally record gains and losses as regulatory liabilities or assets and recognize such gains or
losses in earnings when both the contracts settle and the physical commodity flows. These gains and losses
recognized in earnings are then subsequently recovered or passed back in revenues through rates.

In order for a derivative contract to be designated as a hedge, the relationship between the hedging instrument and
the hedged item or transaction must be highly effective. The effectiveness test is performed at the inception of the
hedge and each reporting period thereafter, throughout the period that the hedge is designated. Any amounts
determined to be ineffective are recorded currently in earnings.

Although NiSource applies some judgment in the assessment of hedge effectiveness to designate certain derivatives
as hedges, the nature of the contracts used to hedge the underlying risks is such that there is a high correlation of the
changes in fair values of the derivatives and the underlying risks. NiSource generally uses NYMEX exchange-
traded natural gas futures and options contracts and over-the-counter swaps based on published indices to hedge the
risks underlying its natural-gas-related businesses. NiSource had $ 399.8 million and § 410.9 million of price risk
management assets, of which $61.1 million and $68.2 million related to hedges, at December 31, 2010 and 2009,
respectively, and $ 355.5 million and § 360.3 million of price risk management liabilities, of which $1.2 million and
$1.5 million related to hedges, at December 31, 2010 and 2009, respectively. There were no unrealized gains or
losses recorded to accumulated other comprehensive income (foss), net of taxes, as of December 31, 2010 and 2009,

Pensions and Postretirement Benefits. NiSource has defined benefit plans for both pensions and other
postretirement benefits. The calculation of the net obligations and annual expense related to the plans requires a
significant degree of judgment regarding the discount rates to be used in bringing the liabilities to present value,
long-term returns on plan assets and employee longevity, among other assumptions. Due to the size of the plans and
the long-term nature of the associated liabilities, changes in the assumptions used in the actuarial estimates could
have material impacts on the measurement of the net obligations and annual expensc recognition, For further
discussion of NiSource's pensions and other postretirement benefits see Note 12, “Pension and Other Postretirement
Benefits,” in the Notes to Consolidated Financial Statements.
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Goodwill. NiSource’s goodwill assets at December 31, 2010 were $3,677.3 million, most of which resulted from
the acquisition of Columbia on November 1, 2000. The goodwill balance also includes $13.3 million for Northern
Indiana Fuel and Light and $5.5 million for Kokomo Gas. As required, NiSource tests for impairment of goodwill
on an annual basis and on an interim basis when events or circumstances indicate that a potential impairment may
exist. NiSource’s annual goodwill test takes place in the second quarter of each year and was most recently
finalized as of June 30, 2010. The goodwill test utilized both an income approach and a market approach. In
performing the goodwill test, NiSource made certain required key assumptions, such as long-term growth rates,
discount rates and fair market values,

These key assumptions required significant judgment by management which are subjective and forward-looking in
nature. To assist in making these judgments, NiSource utilized third-party valuation specialists in both determining
and testing key assumptions used in the analysis. NiSource based its assumptions on projected financial information
that it believes is reasonable; however, actual results may differ materially from those projections. For example,
with regard to NiSource’s discount rate assumptions used in the June 30, 2010 test results, a 1% change in the
discount rate would change the fair value of the Columbia Distribution Operations and Columbia Transmission
Operations reporting units by approximately $1.2 billion for both the Columbia Distribution and Columbia
Transmission operations,

Although there was no goodwill asset impairment as of June 30, 2010, an interim impairment test could be triggered
by the following: actual earnings results that are materially lower than expected, significant adverse changes in the
operating environment, an increase in the discount rate, changes in other key assumptions which require judgment
and are forward looking in nature, or if NiSource’s market capitalization continues to stay below book value for an
extended period of time. No impairment triggers were identified in the third or fourth quarter of 2010.

Refer to Notes 1-J and 6, “Goodwill and Other Intangible Assets,” in the Notes to Consolidated Financial Statements
for additional information.

Long-lived Asset Impairment Testing. NiSource’s Consolidated Balance Sheets contain long-lived assets other
than goodwill and intangible assets which are not subject to recovery under ASC Topic 980, Regulated Operations.
As a result, NiSource assesses the carrying amount and potential earnings of these assets whenever events or
changes in circumstances indicate that the carrying value could be impaired. When an asset’s carrying value
exceeds the undiscounted estimated future cash flows associated with the asset, the asset is considered to be
impaired to the extent that the asset’s fair value is less than its carrving value. Refer to Note | -K, “Long-lived
Assets,” and Note 3, “Impairments, Restructuring and Other Charges,” in the Notes to Consolidated Financial
Statements for additional information.

Contingencies. A contingent liability is recognized when it is probable that an environmental, tax, legal or other
liability has been incurred and the amount of loss can reasonably be estimated. Accounting for contingencies
requires significant management judgment regarding the estimated probabilities and ranges of exposure to a
potential liability. Estimates of the loss and associated probability are made based on the current facts available,
including present laws and regulations. Management's assessment of the contingent liability could change as a
result of future events or as more information becomes available, Actual amounts could differ from estimates and
can have a material impact on NiSource’s results of operations and financial position. Refer to Note 20, “Other
Commitments and Contingencies,” in the Nates to Consolidated Financial Statemerts for additional information.

Asset Retirement Obligations. Entities are required to record the fair value of a liability for an asset retirement
obligation in the period in which it is incurred. In the absence of quoted market prices, fair value of asset retirement
abligations are estimated using present value techniques, using various assumptions including estimates of the
amounts and timing of future cash flows associated with retirement activities, inflation rates and credit-adjusted risk
free rates. When the liability is initially recorded, the entity capitalizes the cost, thereby increasing the camying
amount of the related long-lived asset. Over time, the liability is accreted, and the capitalized cost is depreciated
over the useful life of the related asset. The rate-regulated subsidiaries defer the difference between the amounts
recognized for depreciation and accretion and the amount collected, or expected to be collected, in rates. Refer to
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Note 7, “Asset Retirement Obligations,” in the Wotes to Consolidated Financial Statements for additional
information.

Revenne., Revenuc is recorded as products and services are delivered. Utility revenues are billed to customers
monthly on a cycle basis. Revenues are recorded on the accrual basts and include estimates for electricity and gas
delivered but not billed. Cash received in advance fiom sales of commodities t© be delivered in the fiture is
recorded as deferred revenue and recognized as income upon delivery of the commaodities.

Taxes. Deferred incorme taxes are recognized for all temporary diffcrences between the financial statemnent and tax
basis of assets and liabilities at currently enacted income tax rates.

Additional deferred income tax assets and liabilities are required for temporary differences where regulators prohibit
deferred income tax treatment for ratemaking purposes. Regulatory assets or liabilities, comresponding to such
additional deferred tax assets or liabilities, may be recorded to the extent recoverable from or payable to customers
through the ratemaking process. Amounts applicable to income taxes due from and due to customers primarily
represent differences between the book and tax basis of net utility plant in service.

Recently Adopted Accounting Pronouncements

Refer to Note 2, “Recent Accounting Pronouncements,” in the Notes to Consolidated Financial Statements for
information ot recently adopted accounting pronouncements.

Recently Issued Accounting Pronouncements

There are no recently issued accounting pronouncements that will materially impact NiSource.

Internationa] Financial Reporting Standards
In February 2010, the SEC expressed its commitment to the development of a single set of high quality globally

accepted accounting standards and directed its staff to execute a work plan addressing specific areas of concern
regarding the potential incorporation of 1FRS for the U8, In October 2010, the SEC staff issued its first public
progress report on the work plan and reported, among other things, that many Jarge jurisdictions using IFRS have
adopted [FRS by either converging their local standards to IFRS (convergence approach) or by endorsing individual
standards over time (endorsement approach). The SEC is expected to vote in the second half of 2011 on whether to
require the use of IFRS and by what method. Additionally, in December 2010 the SEC chairman publicly stated that
companies would be allowed a minimum of four years to adjust if the use of IFRS is mandated.

In the tourth quarter of 2010, NiScurce completed a comprehensive assessment of 1IFRS to understand the key
accounting and reporting difterences compared to U.S. GAAP and to assess the potential organizational, process and
system impacts that would be required. The accounting differences between U.S. GAAP and IFRS are complex and
significant in many aspects, and conversion to IFRS would have broad impacts across NiSource. In addition to
financial statement and disclosure changes, converting to IFRS would involve changes to processes and controls,
regulatory and management reporting, financial reporting systems, and other arcas of the organization. As a part of
the IFRS assessment project, a preliminary conversion roadmap was created for reporting 1FRS. This IFRS
conversion roadmap, and NiSource’s strategy for addressing a potential mandate of IFRS, will be re-assessed when
the SEC malkes its determination on whether to require the use of [FRS and by what method.

Environmental Matters

NiSource is subject to regulation by various federal, state and local authorities in the areas of air quality, water
quality, control of toxic substances and hazardous and solid wastes, and other environmental matters. NiSource
believes that it is in substantial compliance with those environmental regulations currently applicable to NiSource’s
business and operations. Refer to Note 20-D, “Environmental Matters,” in the Notes to Consolidated Financial
Statements for additional information regarding environmental matters.
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Bargaining Unit Contract
As of December 31, 2010, NiSource had 7,604 employees of whom 3,278 were subject to collective bargaining
agreements. These agreements expire at various times beginning in September 2011 through June 2015.

2010 Health Care Act

The 2010 Health Care Act includes a provision eliminating, effective Tanuary 1, 2013, the tax deductibility of retiree
health care costs to the extent of federal subsidies received under the Retiree Drug Subsidy program. When the
Retiree Drug Subsidy was created by the Medicare Prescription Drug, Improvement and Modernization Act of 2003,
NiSource recorded a deferred tax asset reflecting the exclusion of the expected future Retiree Drug Subsidy from
taxable income. At the same time, an offsetting regulatory liability was established to refleet NiSource’s obligation
to reduce income taxes coilected in future rates. ASC Topic 740, fncome Taxes, requires the impact of a change in
tax law to be immediately recognized in continuing operations in the income statement for the period that includes
the enactment date. In the first quarter of 2010, NiSource reversed its deferred tax asset of 56.2 million related to
previously excludable Retiree Drug Subsidy payments expected to be received after January 1, 2013, which was
completely offset by the reversal of the related regulatory liability. There was no impact on income tax cxpense
recorded in the Statements of Consolidated Income for the period ended December 31, 2010.

A provision of the 2010 Health Care Act requircs the elimination, effective January 1, 2011, of lifetime and
restrictive annual benefit limits from certain active medical plans, The NiSource Consolidated Flex Medical Plan
(the “Consolidated Flex Plan™), a component welfare benefit plan of the NiSource Life and Medical Benefits
Program, covered both active and retired employees and capped lifctime benefits to certain retirees. NiSowrce
examined the provisions of the 2010 Health Care Act and determined the enactment of the law in the first quarter of
2010 qualified as a significant event requiring remeasurement of other postretirement benefit obligations and plan
assets as of March 31, 2010, Effective September 1, 2010, NiSource amended the Consolidated Flex Plan and
established the NiSource Post-63 Retiree Medical Plan (the “Post-65 Retiree Plan™) as a separate ERISA plan. In
accordance with the amendment of the Consolidated Flex Plan and the establishment of the Post-65 Retiree Plan,
Medicare supplement plan options for NiSource post-age 65 retirees and their eligible post-age 65 dependents are
now offered under the Post-65 Retiree Plan, a retiree-only plan, and not under the Consolidated Flex Plan. The
Post-65 Retiree Plan is not subject to the provisions of the 2010 Health Care Act requiring elimination of lifetime
and restrictive annual benefit limits. The amendment of the Consolidated Flex Plan and the establishment of the
Paost-65 Retiree Plan required a second remeasurement of other postretirement henefit obligations and plan assets as
of September 1, 2010. The effect of the change in the legislation and the plan amendment resulted in an increase to
the other postretirement benefit obligation, net of plan assets, of $31.0 million and corresponding increases to
regulatory assets and AOCT of $29.4 million and $1.6 million, respectively. Met periodic postretirement benefit cost
for 2010 was also increased by approximately $2.2 million.

Dodd-Frank Financial Reform Bill

The Dodd-Frank Wall Street Reform and Consumer Protection Act {the Act) was passed by Congress on July 15,
2010 and was signed into law on July 21, 2010. The Act, among other things, establishes a Financial Stability
Oversight Council (FSOC) and a Consumer Financial Protection Bureau (CFPB) whose duties will include the
monitoring of domestic and international financial regulatory proposals and developments, as well as the protection
of consumers, The FSOC may submit comments to the SEC and any standard-setting body with respect to an
existing or proposed accounting principle, standard or procedure, The Act also creates increased oversight of the
over-the-counter derivative market, requiring certain OTC transactions to be cleared through a clearing house and
requiring cash margins to be posted for those transactions. Many regulations will be issued to implement the Act
over the next twelve to twenty four months. NiSource is currently reviewing the Act and is unable to determine the
final impact that the Act will have on its operations until these regulations have been issued.
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RESULTS AND DISCUSSION OF SEGMENT OPERATIONS

Presentation of Segment Information

Operating segments are components of an enterprise for which separate financial information is available that is
evaluated regularly by the chief operating decision maker in deciding how to allocate resources and in assessing
performance. The NiSource Chief Executive Officer is the chief operating decision maker.

NiSource’s operations are divided into three primary business segments. The Gas Distribution Operations segment
provides natural gas service and transportation for residential, commercial and indusirial customers in Ohio,
Pennsylvania, Virginia, Kentucky, Maryland, Indiana and Massachusetts. The Gas Transmission and Storage
Operations segment offers gas transportation and storage services for LDCs, marketers and industrial and
commercial customers located in northeastern, mid-Atlantic, midwestern and southern states and the District of
Columbia. The Electric Operations segment provides clectric service in 20 counties in the northern part of Indiana,
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Year Ended December 31, (in millions) 2010 2009 2008
Net Revenues
Sales Revenues 3,668.1 3,902.4 5,740.6
Less: Cost of gas sold {excluding depreciation and amortization} 2,065.6 2,293.0 4,197.9
Net Revenues 1,602.5 1,609.4 1,542.7
Operating Expenses
Operation and maintenance 870.8 8710 798.3
Depreciation and amortization 2393 248.1 228.8
Impairment and (gain)/loss on sale of assets, nct - (1.5) (2.3}
Other taxes 159.7 164.0 181.8
Tolal Operating Expenses 1,269.8 1,281.6 1,206.6
Operating Income 332.7 3278 336.1
Revenues ($ in Millions)
Residential 2,134.8 2,508.2 3,228.8
Commercial 707.7 864.6 1,1254
Industrial 215.4 2397 3119
Off-System Sales 2954 253.5 915.5
Other 314.8 36.4 159.0
Total 3,668.1 3,902.4 5,740.6
Sales and Transportation (MMDth)
Residential sales 258.0 265.2 278.0
Commercial sales 166.8 169.4 174.2
Industrial sales 3859 3359 373.2
Off-System Sales 71.9 59.7 96.8
Other 1.0 0.8 1.0
Total 883.6 8310 923.2
Heating Degree Days 5,547 5,624 5,771
Normal Heating Degree Days 5,633 5,633 5,664
% Colder (Warmer) than Normal (2%) 0% 2%
Customers
Residential 3,039,874 3,032,597 3,037,504
Commercial 281,473 279,144 280,195
Industrial 7,668 7,895 8,003
Other 65 79 76
Total 3,329,680 3,319,715 3,325,778
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Competition
Gas Distribution Operations competes with investor-owned, municipal, and cooperative electric utilities throughout

its service area, and to a lesser extent with other regulated natural gas utilities and propane and fuel oil suppliers.
Gas Distribution QOperations continues to be a strong competitor in the energy market as a result of strong customer
preference for natural gas. Competition with providers of electricity is generally strongest in the residential and
commercial markets of Kentucky, southern Ohio, central Pennsylvania and western Virginia where electric rates are
primarily driven by low-cost, coal-fired generation. In Ohio and Pennsylvania, sitnilar gas provider competition is
also common. Gas competes with fuel oil and propane in the Massachusetts market mainly due to the installed base
of fuel oil and propane-based heating which, over time, has comprised a declining percentage of the overall market.

Market Conditions

During 2010, Gas Distribution Operations gross revenues decreased due to lower natural gas commedity prices
experienced throughout the year, Spot prices for the winter of 2010-2011 have primanly been in the $3.36 -
$4.91/Dth range compared to prices in the $3.00 - $6.50/Dth range experienced during the winter of 2009-2010.
Year over year demand reflected moderate recovery from the 2009-2010 lows, but the combination of strong
supplies and storage levels remaining at high levels kept gas prices in a narrow range.

Entering the 2010-2011 winter season, storage levels were 13 Bef and 327 Bef ahead of the prior year and 5 year
average inventory levels, respectively, During the summer of 2010, prices ranged between $3.30 and $5.17/Dth
which were consistent with those prices experienced in the summer of 2009,

All NiSource Gas Distribution Operations companies have state-approved recovery mechanisms that provide a
means for full recovery of prudently incurred gas costs. (Gas costs are treated as pass-through costs and have no
impact on the net revenues recorded in the period. The gas costs included in revenues are matched with the gas cost
expense recorded in the period and the difference is recorded on the Consolidated Balance Sheets as under-
recovered or over-recovered gas cost to be included in future customer billings,

The Gas Distribution Operations companies have pursued non-traditional revenue sources within the evolving
natural gas marketplace. These efforts include the sale of products and services upstream of the companies’ service
territory, the sale of products and services in the companies® service territories, and gas supply cost incentive
mechanisms for service to their core markets. The upstream products are made up of transactions that occur
between an individual Gas Distribution Operations company and a buyer for the sales of unbundled or rebundled gas
supply and capacity. The on-system services are offered by NiSource to customers and include products such as the
transportation and balancing of gas on the Gas Distribution Operations company system. The incentive mechanisms
give the Gas Distribution Operations companies an opportunity to share in the savings created from such things as
gas purchase prices paid below an agreed upon benchmark and its ability to reduce pipeline capacity charges with
their customers. Certain Gas Distribution Operations companies continue to offer choice opportunities, where
customers can choose 1o purchase gas from a third party supplier, through regulatory initiatives in their respective
Jjurisdictions.

Capital Expenditures and Other Investing Activities
The table below reflects actual capital expenditures and other investing activities by category for 2008, 2009 and
2010 and estimates for 2011.

(in millions) 2011E 2010 2009 2008
System Growth 3 755 8§ 94.1 § 86.1 $ 758
Maintenance and Other 415.6 315.6 257.1 293.9
Total $ 491.1 § 409.7 § 3432 % 369.7

The Gas Distribution Operations segment’s capital expenditures and other investing activities were $409.7 million in
2010 and are projected to be $491.1 million in 2011. Capital expenditures for 2010 were higher than 2009 by
approximately $66.5 miilion primarily due to increased spending on infrastructure replacement projects. The
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increase in the capital expenditures budget from 2010 to 2011 is primarily attributable to additional spending on
infrastructure replacement programs in Ohio, Kentucky, Pennsylvania and Massachusetts.

Capital expenditures for 2009 were lower than 2008 by approximately $26.5 million primarily due to decreased
spending on maintenance projects.

Bear Garden Station

In August 2008, Columbia of Virginia entered into an agreement with Dominion Virginia Power to install facilities
to serve a 580 mw combined cycle generating station in Buckingham County, VA, known as the Bear Garden
station. The project required approximately 13.3 miles of 24-inch steel pipeline and associated facilities to serve the
station, In March 2009, the VSCC approved Dominion Virginia Power Company’s planned Bear Garden station.
Columbia of Virginia’s facilities constructed to serve the Bear Garden station were placed into service in July 2010,

Regutatory Matters
Refer o Note 8, “Regulatory Matters,” in the Notes to Comnsolidated Financial Statements for information on
significant rate developments and cost recovery and trackers for the Gas Distribution Operations segment.

L]

Customer Usage. The NiSource distribution companies have experienced an increase i usage by industrial
customers due to improved general economic conditions. A significant portion of the LDCs’ operating costs are
fixed in nature. Historically, rate design at the distribution level has been structured such that a large portion of cost
recovery is based upon throughput, rather than in a fixed charge. Columbia of Ohio recently restructured its rate
design through a base rate proceeding and has adopted a "de-coupled” rate design which more closely links the
recovery of fixed costs with fixed charges. In regulatory preceedings in 2009, Columbia of Massachusetts and
Columbia of Virginia received approval of decoupling mechanisms which adjust revenues to an approved
benchmark level through a volumetric adjustment factor. Each of the states in which the NiSource LDCs operate
have different requirements regarding the procedure for establishing such changes and NiSource is seeking similar
changes through regulatory proceedings for its other gas distribution utilities.

Environmental Matters

Curreptly, various environmental matiers impact the Gas Distribution Operations segment. As of December 31,
2010, reserves have been tocorded to cover probable environmental response actions. Refer to Note 20-D,
“Environmental Matters,” in the Notes to Consolidated Financial Statements for additional information regarding
environmental matters for the Gas Distribution Operations segment.

Restructuring
Refer to Note 3, “Impairments, Restructuring and Other Charges,” in thc Notes to Consolidated Financial

Statements for information regarding restructuring initiatives.

Sale of Northern Utilities

On December 1, 2008, NiSource completed its sale of Northern Utilities and Granite State Gas to Umitil
Corporation. The final sale amount was $209.1 million, which included $49.1 million in working capital. Northern
Utilities is a local gas distribution company serving 52 thousand customers in 44 communities in Maine and New
Hampshire. In the first quarter of 2008, NiSource began accounting for the operations of Northern Utilities as
discontinued operations. As such, a net loss of $0.5 million and net income of §6.2 million for Northem Utilities,
which affected the Gas Distribution Operations segment, was classified as net income from discontinued operations
for the years ended December 31, 2009 and 2008, respectively, There was no impact in 2010, Refer to Note 4,
“Discontinued Operations and Assets and Liabilities Held for Sale,” in the Notes to Consolidated Financial
Statements for additional information.

NiSource acquired Northern Utilitics and Granite State Gas in 1999 as part of the company’s larger acquisition of
Columbia of Massachusetts, NiSource is retaining its ownership of Columbia of Massachusetts as a core component
of the company’s long-term, investment-driven growth strategy.
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Weather

In general, NiSource calculates the weather related revenue variance based on changing customer demand driven by
weather variance from normal heating degree-days, Normal is evaluated using heating degree days across the
NiSource distribution region. While the temperature base for measuring heating degree-days (i.e. the estimated
average daily temperature at which heating load begins) varies slightly across the region, the NiSource composite
measurement is based on 65 degrees. NiSource compaosite heating degree-davs reported do not dircetly correlate to
the weather related dollar impact on the results of Gas Distribution operations. Heating degree-days experienced
during different times of the year or in different operating locations may have more or less impact on volume and
dollars depending on when and where they occur. When the detailed results are combined for reporting, there may
be weather related dollar impacts on operations when there is not an apparent or significant change in the aggregated
NiSource composilc heating degree-day comparison.

Weather in the Gas Distribution Operations service territories for 2010 was about 2% warmer than normal and was
about 19 warmer than 2009, decreasing net revenues by appro}dmately $3 million for the year ended December 31,
2010 compared to 2009.

Weather in the Gas Distribution Operations service territories for 2009 approximated normal and was about 3%
warmer than 2008, decrcasing net revenues by approximately $8 million for the year ended December 31, 2005
compared to 2008,

Throughput

Total volumes sold and transported for the year ended December 31, 2010 were §83.6 MMDth, compared to £§31.0
MMDth for 2009, This increase reflected higher sales to industrial customers attributable mainly to the improved
economy and higher off-system sales.

Total volumes sold and transported for the year ended December 31, 2009 were 831.0 MMDth, compared to 923.2
MMDth for 2008, This decrease reflected lower sales to residential and industrial customers due to warmer weather
and lower industrial usage due to the economy’s slowdown and lower off-system sales volumes resulting primanly
from market conditions during 2009 that presented fewcr opportunities to sell gas (o non-traditional customers.

Net Revenuces

Wet revenues for 2010 were $1,602.5 million, a decrease of $6.9 million from 2009. This decrease in net revenues
was primarily due to decreased regulatory and tax trackers of 320.4 million, offsct in expense, and decreased
residential and commercial margins of $20.1 million. Additionally, there was an accrual related to a prior period
contracl established at Columbia of Massachusetts of $5.7 million, additional customer credits of $5.6 million issued
as the result of a rate case, a decrease in forfeited discounts and late payments of $5.0 million, and the impact of
warmer weather of approximately $3 million. These decreascs were partially offset by an increase in regulatory and
gervice programs of $51.7 million. This includes impacts from rate cases at various utilities, the implementation of
new rates under Columbia of Ohio’s approved infrasiructure replacement program, and for the revenuc
normalization program at Columbia of Virginia.

Net revenues for 2009 were $1,609.4 million, an increase of $66.7 million from 2008. This increase in net revenues
was primarily due to regulatory and service programs including impacts from rate cases at various utilities of $97.2
million and increased trackers of $4.9 million offset in expense, partially offset by decrcased industrial and
residential customer margins of $22.0 million, lower off-system sales revenues of $13.00 million and the impact of
warmer weather of approximately 58 million.

At Northern Indiana, sales revenues and customer biilings are adjusted for amounts related to under and over-
recovered purchased gas costs from prior periods per regulatory order. These amounts are primarily reflected in the
“Other” gross revenues stalistic provided at the beginning of this segment discussion. The adjustment to “Other”
gross revenues for the twelve months ended December 31, 2010 and 2009 was a revenue increase of $270.6 million
and a revenue decrease of $121.1 million, respectively, primarily due to the volatility in gas prices experienced over
the past two years,
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Operating [ncome
For 2010, operating income for the Gas Distribution Operations segment was $332.7 million, an increase of $4.9

million compared to the same period in 2009 primarily attributable to lower operating expenses of $11.8 million,
partially offset by decreased net revenues described above. Operating expenses decreased due to lower net
regulatory and tax trackers, offset in revenue, of $20.4 million, decreased uncollectible expenses of $10.1 million
and lower depreciation costs of $8.8 million primarily due to new approved depreciation rates. These decreases in
operating expenses were partially offset by increased payroll and benefits expense of $20.1 million and
environmental costs of $3.3 million.

For 2009, operating income for the Gas Distribution Operations segment was $327.8 million, a decrease of $8.3
million compared to the same period in 2008 primarily attributable to higher operating expenses of $73.0 million,
partially offset by increased net revenues described above. Operating expenses increased due to higher employee
and administrative costs of $44.6 million, increased depreciation expense of $19.3 million, higher uncollectible costs
of $5.5 million, increased net regulatory and tax trackers of $4.9 million that are offset in net revenues and increased
maintenance costs of $3.6 million. The increase in employee and administrative expense was primarily due to
higher pension cost of $31.8 million, net of the $10.7 million deterral of increased pension cost for Columbia of
Ohio.
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Year Ended December 31, (in millions) 2010 2009 2008
Operating Revenues
Transportation revenues b 7284 § 7246 % 682.5
Storage revenues 198.7 190.8 178.9
Other revenues 22.1 15.3 39
Operating Revenues 949.2 930.7 865.3
Operating Expenses
Operation and maintenance 399.1 3822 326.5
Depreciation and amortization 130.7 121.3 117.6
Impairment and (gain)/loss on sale of assets, net 0.1 (1.4 7.3
Other taxes 57.4 55.9 56.5
Total Operating Expenses 587.1 558.2 507.9
Equity Eamnings in Unconsolidated Affiliates 15.0 16.0 12,3
Operating Income $ 3771 3% 3885 § 369.7

Throughput (MMDth) *

Columbia Transmission 1,092.4 1,029.8 1,000.0
Columbia Gulf 848.4 294.1 990.2
Crossroads Gas Pipeline 254 339 36.3
Intrasegment eliminations {568.7) (566.4) (533.0)
Total 1,397.5 1,391.4 1,488.5

* Represents billed throughput for all periods presented.

Growth Projects Placed into Service

Cobb Compressor Station Project. This project continues the Gas Transmission and Storage Operations segment
strategy to meet producers’ near-term, incremental transportation demand in the Appalachian Basin. Shippers have
also executed precedent agrecments for a total of approximately 25,500 Dth per day of long-term firm transportation
service associated with a facility expansion at Cobb Compressor Station in Kanawha County, West Virginia. The
Cobb Expansion totaled approximately $15 million in construction costs and was placed into service on May 17,
2010.

Majorsville, PA Project. The (as Transmission and Storage Operations segment executed three separate projects
totaling approximately $80 million in the Majorsville, PA vicinity to aggregate Marcellus Shale gas production for
downstream transmission. Fully contracted, the pipeline and compression assets allow Gas Transmission and
Storage Operations segment to gather and deliver more than 325,000 Dth per day of Marcellus production gas to the
Majorsville MarkWest Liberty processing plants developed by MarkWest Liberty Midstream & Resources L.L.C.

In 2010, Columbia Transmission received approval from the FERC to refunctionalize certain transmission assets to
gathering and transferred these pipeline facilities to a newly formed affiliate, NiSource Midstream Services, LLC.
These facilities are included in providing non-FERC jurisdiction gathering services to producers in the Majorsville,
PA vicinity. Two of the three projects were completed and placed into service on August 1, 2010, creating an
integrated gathering and processing system serving Marcellus production in southwestem Pennsylvania and northern
West Virginia. Precedent agreements were executed by anchor shippers in the fourth quarter of 2009, which were
superseded by the execution of long-term service agreements in August and September 2010. In the fourth quarter,
construction began on the third project on a pipeline to deliver residue gas from the Majorsville MarkWest Liberty
processing plant to the Texas Eastern Wind Ridge compressor station in southwestern Pennsylvania to provide
significant additional capacity to eastern markets. This third project is expected to go in service in the first quarter
2011.
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Clendenin Project. Construction began in 2010 to modify existing facilities in the Clendenin area in West Virginia
to move Marcellus production to liquid market centers. The Clendenin project allows Gas Transmission and Storage
Operations segment to meet incremental transportation demand of up to 150,000 Dth per day. Long-term firm
transportation contracts for 130,000 Dth have been executed, some of which began in the third quarter 2010 and
others that will begin in the second quarter 2011. Total capital required for the Clendenin project is approximately
$18 million.

Projects Placed into Service in 2009, During 2009, Gas Transmission and Storage Operations segment placed a
number of projects into service. The Line 1570 project allowed Columbia Transmission to gather and transport
phased in gas volumes of up to 150,000 Dth per day in October 2008 and March 2009, with facilities substantially
completed and incremental volumes delivered in fourth quarter of 2009 and during 2010, The Columbia Penn
project provided phased in access to pipeline capacity in conjunction with production increases in the Marcellus
Shale fotmation that underlies Columbia Transmission's transmission and storage network in the region in February
and November 2009, The Eastern Market Expansion project allowed Columbia Transmission to expand its facilities
to provide additional storage and transportation services and to replace certain existing facilities, adding 97,000 Dth
per day of storage and transportation deliverability beginning on April 1, 2009. The Ohio Storage project expanded
two Ohio storage fields, adding capacity of nearly 7 Bef and 103,400 Dth per day of deliverability beginning in May
2009 with full service achieved during the fourth quarter of 2009 under FERC authorized market-based rates. The
Appalachian Expansion project included a new compressor station and added 100,000 Dth per day of transportation
capacity beginning on July 1, 2009. The Easton Compressor Station project increased delivery capacity of 30,000
Dth per day commencing in the fourth quarter of 2009. The Eastern Market Expansion, Ohio Storage, and
Appalachian Expansion projects are all fully subscribed on a firm basis.

Growth Projects in Progress

East Lateral Project. Gas Transmission and Storage Operations segment initiated a $4.7 million project in 2010
that, with modification of existing facilities on the Columbia Gulf East Lateral, allows it to provide firm
transportation services for up to 300,000 Dth per day. Firm transportation contracts for 250,000 Dth per day have
been executed for five-year terms. (Gas Transimission and Storage received FERC approval to complete this project,
which will be put into service on April 1, 2011.

Line WB Expansion Project. Gas Transmission and Storage Operations segment is expanding its WB system
through an approximately $14 million investment in additional facilities to provide transportation service on a firm
basis from Loudoun, Virginia to Leach, Kentucky. The expansion will allow producers to meet incremental
transportation demand in the Marcellus/Appalachian Basin. Binding precedent agreements for approximately
175,000 Dith per day of firm transportation capacity have been executed, some of which began in January 2011, Gas
Transmission and Storage requested and received FERC approval and anticipates completing construction on all
facilities in the third quarter of 201 1.

Southern Appalachian Project. As a continuation of its strategy to provide transportation services to producers of
Mareellus and Appalachian gas, the Gas Transmission and Storage Operations segment is expanding Line SM-116
to transport approximately 38,500 Dith per day on a firm basis. This additional capacity is supported by executed
binding precedent agreements. These additional facilities will be constructed at a cost of nearly $4 million. The
segment requested and received FERC approval to complete this project with service expected to commence in
April 2017,

Regulatory Matters
Refer to Note 8, “Regulatory Matters,” in the Notes to Consolidated Financial Statements for information on
regulatory matters for the Gas Transmission and Storage Operations segment.
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Capital Expenditures and Other Investing Activities
The table below reflects actual capital expenditures and other investing activities by category for 2008, 2009 and

2010 and estimates for 2011,

(in millions) 2011E 2010 2009 2008
System Growth $ 1529 § 1524 §% 1712 § 2534
Maintenance and Other 174.6 149.6 116.2 130.4
Total A 3275 § 3020 3 2874 % 383.8

Capital expenditures in the Gas Transmission and Storage Operations segment in 2010 increased by $14.6 million
relative to 2009, primarily due to increased expenditures on maintenance projects. The capital expenditure program
and other investing activities in 2011 are projected to be approximately $327.5 million, which is an increase of $25.5
million over 2010. The increase in Maintenance and Other from 2010 to 2011 is attributable to Integrity
Management Pipeline spending and planned pipeline replacements.

Capital expenditures in the (Gas Transmission and Storage Operations segment in 2009, decreased by $96.4 million
relative to 2008, primarily due to lower expenditures on growth projects.

Sales and Percentage of Physical Capacity Sold

Caolumbia Transmisston and Columbia Gulf compete for transportation customers based on the type of service a
customer nieeds, operating flexibility, available capacity and price. Columbia Gulf and Columbia Transmission
provide a significant portion of total transportation services under firm contracts and derive a smaller portion of
revenues through interruptible contracts, with management seeking to maximize the portion of physical capacity
sold under firm contracts.

Firm service contracts require pipeline capacity to be reserved for a given customer between certain receipt and
delivery points. Firm customers generally pay a “capacity reservation” fee based on the amount of capacity being
reserved regardless of whether the capacity is used, plus an incremental usage fee when the capacity is used. Annual
capacity Teservation revenues derived from firm service contracts generally remain constant over the life of the
contract because the revenues are based upon capacity reserved and not whether the capacity is actually used. The
high percentage of revenue derived from capacity reservation fees mitigates the risk of revenue fluctuations within
the Gas Transmission and Storage Operations segment due to changes in near-term supply and demand conditions.
For 2010, approximately 91.2% of the transportation revenues were derived from capacity reservation fees paid
under firm contracts and 5.6% of the transportation revenues were derived from usage fees under firm contracts.
This is compared to approximately 89.3% of the transportation revenues derived from capacity reservation fees paid
under firm contracts and 3.8% of transportation revenues derived from usage fees under firm contracts for 2009.

Interruptible transportation service is typically short-term in nature and is generally used by customers that either do
not need firm service or have been unable to contract for firm service. These customers pay a usage fee only for the
valume of gas actually transported. The ability to provide this service is limited to available capacity not otherwise
used by firm customers, and customers receiving services under interruptible contracts are not assured capacity in
the pipeline facilities. Gas Transmission and Storage Operations provides interruptible service at competitive prices
in order to capture short term market opportunities as they occur and interruptible service is viewed by management
as an important strategy to optimize revenues from the gas transmission assets. For 2010 and 2009, approximately
3.2% and 6.9%, respectively, of the transportation revenues were derived from interruptible contracts.

Hartsville Compressor Station

In 2008, tornados damaged Columbia Gulf's Hartsville Compressor Station in Tenmessee and immediately
thereafter, construction began on both temporary and permanent facilities while installation of temporary
horsepower was completed and capacity restored. Damage claims were settled with insurance companies in 2008,
Late in 2009, construction of a permanent compression solution was completed. In early 2010, testing was
completed and permanent, environmentally advantageous horsepower that is more efficient, cleaner-burning and
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quieter was placed into service. Replacement of the remaining temporary facilities that were constructed to restore
system capabilities with a petmanent solulion was completed in 2010, Columbia Gulf incurred $6.2 million, $12.2
million and $47.0 million in 2010, 2009 and 2(1)8, respectively, in reconstruction costs.

Insurance proceeds attributable to capital replacement related to the aforementioned incident totaled $45.3 million
and $30.1 million in 2009 and 2008, respectively. At December 31, 2010 and 2009, there were no claims
ouistanding for tornado damages.

Hurricanes

In 2004 and 2005, hurricanes Ivan, Katrina and Rita damaged certain Columbia Gulf property, including pipeling
assets and related facilities. In 2009, Columbia Gulf incurred $2.6 million in capital costs to complete the repairs
from hurricanes, bringing the total costs recorded to repair damages to nearly $59 million over a multi-year period,
which were principally capital expenditures recoverced through insurance. Costs o repair damages were recognized
when costs were incurred or when information became available to estimate the damages incurred.

Insurance claims related to hurricanes were settled in December 2008 for $40.8 million, of which $11.5 million and
$16.8 million in proceeds was received in 2009, and 2008, respectively. Additional proceeds were collected prior to
2007. Insurance proceeds covered capital replacement, operation and maintenance losses, and business interruption,
fuel costs and other losses. At December 31, 2010 and 2009, there were no claims outstanding for hurricane
damages.

Environmental Matters

Currently, various environmental matters impact the (Gas Transmission and Storage Operations segment. As of
December 31, 2010, reserves have been recorded to cover probable environmental response actions. Retfer to Note
20-D, “Environmental Matters,” in the Notes to Consolidated Financial Statements for additional information
regarding environmental matters for the Gas Transmission and Storage Operations segment,

Sale of Granite State (Gas
On December 1, 2008, NiSource completed its sale of Northern Utilities and Granite State Gas to Unitil

Corporation. The final sale amount was $209.1 million, which included $49.1 million in working capital. The
working capital amount was adjusted based upon the final settlement that occurred in the first quarter of 2009,
Granite State Gas is an 86-mile FERC regulated gas transmission pipeline primarily located in Maine and New
Hampshire. In the first quarter of 2008, NiSource began accounting for the operations of Granite State Gas as
discontinued operations. As such, net income of $0.6 million from continuing operations for Granite State Gas,
which affected the Gas Transmussion and Storage Operations segment, was classified as net income from
discontinued operations for the year ended December 31, 2008. There was no effect to net income from discontinued
operations for 2010 or 2009. Refer to Note 4, “Discontinued Operations and Assets and Liabilities Held for Sale,” in
the Notes to Consolidated Financial Statements for additional information.

Restructuring Plan
Refer to Note 3, “Impairments, Restructuring and Other Charges,’

Statements for information regarding restructuring initiatives,

>

in the Notes to Consolidated Financial

Throughput
Columbia Transmission provides transportation and storage services for LDCs and other customers within its market

area, which covers portions of northeastern, mid-Atlantic, midwestern, and southern states and the District of
Columbia. Billed throughput for Columbia Transmission consists of deliveries off of its system excluding gas
delivered to storage for later delivery. Billed throughput for Columbia Gulf reflects transportation services for gas
delivered through its mainline and laterals, Crossroads Pipeline’s throughput comes from deliveries it makes to its
customers and other pipelines that are located in northern Indiana and Ohio. Tntersegment eliminations represent gas
delivered to affiliated pipelines within the segment.
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Throughput for the Gas Transmission and Storage Operations segment totaled 1,397.5 MMDth for 2010, compared
to 1,391.4 MMDth for the same period in 2009, The increase of 6.1 MMDih is due to increased production from the
Marcellus Shale area being offset by reduced receipts elsewhere on the system. A warmer than normal summer and
colder winter have helped keep overall system volumes comparable with the prior year. On the Columbia Gulf
system, increased throughput out of the Haynesville, Fayetteville and Barnett shales have offset declining volumes
from Gulf of Mexico area receipts. At the same time, the weather mentioned above has helped keep demand for gas
from Columbia Gulf to Columbia Transmission comparable with last year,

Throughput for the Gas Transmission and Storage Operations segment totaled 1,391.4 MMDth for 2009, compared
to 1,488.5 MMDth in 2008. The decrease of 97.1 MMDth is due primarily to lower Columbia Gulf deliveries
partially offset by increased Columbia Transmission velumes transported from new Columbia Transmission
contracts.

Operating Revenues
Operating revenues were 3949.2 million for 2010, an increase of $18.5 million from 2009. The increase in

operating revenues was primarily due to increased demand and commodity margin revenues as a result of the growth
projects of $22.9 million and an increase of $8.3 million due to the recognition of revenue for a previously deferred
gain for native gas contributed to Hardy Storage from Columbia Transmission following Hardy Storage securing
permanent financing. Additionally, there was a $5.6 million increase in regulatory trackers, which are offset in
expense, $5.4 million of fees received from a contract buy-out during the period, and a $3.5 million increase in
mineral rights royalty revenues. These increases in revenue were partially offset by a decrease in shorter term
transporiation and storage services of $23.1 million and a decrease of $9.1 million in mineral rights leasing
revenues.

Operating revenues were 3930.7 million for 2009, an increase of $635.4 million from 2008. The increase in
operating revenues was primarily from increased firm capacity reservation fees of $29.5 million principally from
growth projects such as the Eastern Market Expansion and the Ohio Storage Expansion, as well as for new
Appalachian supply contracts, increased shorter-term transportation and storage services of $18.6 million, mineral
rights leasing revenues of $12.2 millicn, increased trackers of $9.2 million offset in operating expense and the
impact of a regulatory settlement of $9.0 million that occurred in 2008, partially offset by the impact of $5.3 million
of contract buyouts in 2008,

Operating [ncome
Operating income of $377.1 million in 2010 decreased $11.4 million from 2009, primarily due to increased

operating expenses of $28.9 million and lower equity earnings of $1.0 million, partly offset by higher net operating
revenues described above. Operating expenses increased as a result of higher maintenance and outside service costs
of $22.0 million, including pipeline integrity management costs. Additionally, employee and administration
expenses increased $18.5 million, primarily due to increased pension contributions, depreciation increased $9.2
million as a result of increased capital expenditres, regulatory trackers, which are offset in revenue, increased §5.6
million, and materials and supplies cost increased $3.2 million. These increases were partially offset by a decrease
of $19.9 million in restructuring charges recorded in 2009 and lower environmental costs of $2.9 million. Equity
earnings decreased $1.0 million primarily resulting from lower eamings from Columbia Transmission’s investment
in Millennium, driven by higher interest costs and hedge loss amortization related to Millennium’s August 2010 debt
refinancing.

Operating income of $388.5 million in 2009 increased $18.8 million from 2008, primarily due to increased net
revenues described above and higher equity earnings of $3.7 million, partly offset by an increase in operating
expenses of $50.3 million. Operating expenses increased as a result of restructuring charges of $19.9 million, $9.2
million of increased trackers offset in net revenues, higher capacity lease costs of $6.6 million, higher maintenance
costs of $4.0 million and higher environmental expenses of $4.0 million. These increases in operating expenses were
partially offset by a $1.4 million net gain on the sale of certain offshore assets of Columbia Gulf. Equity earnings
increased by $3.7 million primarily resulting from higher earnings from Columbia Transmission’s investment in
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Millennium, net of $8.1 million in expense resulting from interest rate hedges related to Millennium’s decision to
delay permanent financing until 2010,
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Year Ended December 31, (in millions) 2010 2009 2008
Net Revenues
Sales revenues 1,394.7 § 1,221.4 § 1,362.7
Less: Cost of sales (excluding depreciation and amortization) 508.3 456.5 556.8
Net Revenues 886.4 764.9 8059
Operating Expenses
Operation and maintenance 3813 391.5 32007
Depreciation and amortization 211.0 205.6 209.6
(Gain)/loss on sale of assets - 03 (0.3)
Other taxes 58.6 50.8 56.7
Total Operating Expenses 650.9 648.2 586.7
Operating Income 2355 % 116.7 219.2
Revenues (3 in millions)
Residential 3932 § 3602 $ 367.6
Comunercial 3727 3693 3647
Industrial 508.9 452.8 5258
Wholesale 30.4 193 57.1
Other 89.5 19.8 47.5
Total 1,394.7 § 1,221.4 % 1,362.7
Sales (Gigawatt Hours)
Residential 3,625.6 3,241.4 3,3459
Commercial 3,919.9 3,833.9 3,915.8
Industrial 8,459.0 7,690.9 93054
Wholcsale 817.1 600.6 737.2
Other 186.4 158.9 138.2
Total 17,008.0 15,525.7 17,442.5
Cooling Degree Days 977 515 705
Normal Cooling Degree Days 808 808 308
% Warmer (Colder) than Normal 21% (36%) (13%)
Electric Customers
Residential 400,522 400,016 400,640
Commercial 53,877 53,617 53,438
Industrial 2,432 2,441 2,484
Wholesale 15 15 9
Other 740 746 754
Total 457,586 456,835 457,325

Electric Supply

On October 29, 2009, Northern Indiana filed its 2009 Integrated Resource Plan with the IURC. The plan evaluates
demand-side and supply-side resource alternatives to reliably and cost-effectively meet Northern Indiana customers’
future energy requirements over the next twenty years. With the effects of the present economy, cxisling resources
are projected to be sufficient through 2012 to serve customers’ needs. Therefore, Northemn Indiana’s two requests
for proposals to secure additional new sources of electric power issued on October 24, 2008 were not acted upon.
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With numerous variables contributing to uncertainty in the near-term outlook, Northern Indiana continues to monitor
and assess economic, regulatory and legislative activity, and will update its resource plan as appropriate.

On July 24, 2008, the IURC issued an order approving Northern Indiana’s proposed purchase power agreements
with subsidiaries of Iberdrola Renewables for wind-generated power from lowa and South Dakota. Under these
agreements Northern Indiana purchases up to approximately 100 mw of wind power. Northern Indiana began
purchasing wind power in April 2009. Although a state or federal renewable portfolio standard is not vet
established, Northern Indiana expects that its wind power purchase agreements would qualify as eligible purchases
under any such standard.

Market Conditions

Northern Indiana’s mwh sales to the steel-related industry accounted for approximately 63.6% and 62.6% of the
total industrial mwh sales for the twelve months ended December 31, 2010 and 2009, respectively. The industrial
sales volumes and revenues recovered in 2010 as compared to 2009, due to the partial economic recovery of the
steel industry from its 2009 recession lows. The U.S. steel industry continues to adjust to changing market
conditions, Predominant factors are global and domestic manufacturing and construction demand, industry
consolidation, increased steelmaking capacity in China and India, and gross margin volatility, Steel-related mwh
volumes and demands have stabilized cousiderably since the wolatility of the 2008-2009 period and the steel
producers in Morthern Indiana Electric’s service territory continue to see modest increases in production.

Capital Expenditures and Other Investing Activities
The table below reflects actual capital expenditures and other investing activities by category for 2008, 2009 and
2010 and estimates for 2011,

(in millions) 2011E 2010 2009 2008
System Growth 3 859 % 258 % 327 8 376.1
Maintenance and Other 172.5 164.5 129.9 176.3
Total 3 2584 % 190.3 5 162.6 % 552.4

The Electric Operations’ capital expenditure program and other investing activities in 2010 were higher by $27.7
million versus 2009. The increase in capital was primarily attributable to increased maintenance projects in the
generation fleet. Capital expenditures in the segment are projected to be approximately $258.4 million in 2011,
which is an increase of $68.1 million. This increase is mainly due to environmental tracker capital for Flue Gas
Desulfurization (FGD) projects in the generation fleet.

The Electric Operations’ capital expenditure program and other investing activities in 2009 were lower by $389.8
million compared to 2008. The decrease in capital expenditures was primarily attributable to the acquisition of Sugar
Creek in 2008.

Regulatory Matters

Refer to Note 8, “Regulatory Matters,” in the Notes to Consolidated Financial Statements for information on
significant rate developments, MISO, and cost recovery and trackers for the Electric Operations segment.

5

Environmental Matters

Currently, various environmental matters impact the Electric Operations segment. As of December 31, 2010,
reserves have been recorded to cover probable environmental response actions. Refer to Note 20-D, “Environmental
Matters,” in the Notes to Consolidated Financial Statements for additional information regarding environmental
matters for the Electric Operations segment.
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Restructuring
Refer to Note 3, “Impairments, Restructuring and Other Charges,” in the Notes to Comnsolidated Financial

Statements for information regarding restructuring initiatives.

Sales

Electric Operations sales were 17,008.0 gwh for the year 2010, an increase of 1,482.3 gwh compared to 2009, The
increase occurred primarily from higher industrial volumes as a result of improvement in overall economic
conditions. Additionally, warmer weather in 2010 has resulted in an increase in sales.

Electric Operations sales were 15,525.7 gwh for the year 2009, a decrease of 1,916.8 gwh compared to 2008, The
decrease occurred across all customer bases compared to the prior year primarily as a result of the economic
downturn and the impact of unfavorable weather. Industrial customer volumes sold were down approximately 17%,
primarily due to a sharp decline in major steel companies” production in October 2008, which bottomed near 50% in
May 2009. Since then, NiSource has seen growth in its power sales to these customers,

Net Revenues

Electric Operations’ net revenues were $886.4 million for 2010, an increase of $121.5 million from 2009. This
increase was primarily the result of higher industrial usage and margins of $45.1 million due to improved economic
conditions, warmer weather of approximately $35 million, and a $17.1 million increase in environmental trackers,
which are partially offset in operating expenses. Additionally, there was an increase of $14.6 million in off-system
sales, including a reduction of $8.2 million in off-system sales in 2009 resulting from a FAC settlement and an
increase in residential margins of $6.6 million,

Electric Operations’ net revenues were $764.9 million for 2009, a decreasc of $41.0 million from 2008. This
decrease was primarily the result of cooler weather of approximately $18 million, lower industrial margins of $17.4
million mainly due to economic conditions, lower Sugar Creek revenues from capacity and energy sales into the
PIM Interconnection of $13.5 million, lower emission allowance sales of $9.5 million and lower off-system sales of
$9.1 million. These decreases int net revenues were partially offset by higher residential and commercial margins of
$12.4 million and lower non-recoverable purchased power costs of $10.1 million.

At Northern Indiana, sales revenues and customer billings are adjusted for amounts related to under and over-
recovered purchased fuel costs from prior perieds per regulatory order. These amounts are primarily reflected in the
“Other” gross revenues statistic provided at the beginning of this segment discussion. The adjustment to “Other”
gross revenues for the twelve months ended December 31, 2010 and 2009 was a revenue increase of $54.9 million
and a revenue reduction of $20.2 million, respectively.

Operating Income

Operating income for 2010 was $235.5 million, an increase of $118.8 million from 2009. The increase in operating
income was due to increased net revenues described above partially offset by an increase in operating expenses of
$2.7 million. The increase in operating expenses was the result of an incrcase of $7.8 million in other taxes,
primarily property, a charge of $5.9 million for inventory disposal and other costs associated with the rate case,
higher electric generation costs of $3.5 million, and an increase of $5.4 million in depreciation costs. These were
partially offset by $10.0 million for a legal reserve which was recorded in 2009, a $6.0 million reduction in the
environmental reserve, $3.6 million for lower restructuring costs, and $3.2 million in lower uncollectible costs.

Operating income for 2009 was $116.7 million, a decrease of $102.5 million from 2008. The decrcase in operating
income was duc to increased operating expenses of $61.5 million and lower net revenues described above.
Operating expenses increased due primarily to higher employee and administrative costs of $51.1 million, increased
legal rcserves of $13.0 million, higher electric generation and maintenance expenses of $6.2 million and $3.7
million of restructuring charges. These increases in operating expenses were partially offset by lower property taxes
of $6.3 million, lower environmental expense of $5.4 million and lower depreciation of $4.0 million. The increase
in employee and administrative expense was primarily due to higher pension cost of $42.6 million. The decrease in
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depreciation expense is mostly due to the impact of an $8.3 million adjustment recorded by Northem Indiana during
the second quarter of 2008.

60
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Quantitative and Qualitative Disclosures about Market Risk are reported in Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Market Risk Disclosures.”
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The following is a list of frequently used abbreviations or acronyms that are found in this report:

NiSource Subsidiaries and Affiliates

Capital Markets ..o e NiSource Capital Markets, Inc.

CER e e Columbia Encrgy Resources, Inc.

COORC e Columbia Gas ol Ohic Receivables Corporation
N R e s s b b Colurnbia Natural Resources, Inc.

Columbia ...t Columbia Encrgy Group

Columbia Gull ..., Columbia Gulf Transmission Company
Columbiz of KentueKy ..o Columbia Gas of Kentucky, Inc.

Columbia of Maryland..........coveinei s Columbia Gas of Maryland, Inc.

Columbia of MassachUusetts .....c.ooocvvnnciinioor, Bay State Gas Company

Columbia 0T OBIO ece e, Columbia Gas of Ohio, Ine.

Columbia of PennsyIvania ..o, Columbia Gas of Pennsylvania, Inc.

Columbia of VIrginid. ..., Columbia Gas of Virginia, Inc.

Columbia TransmiSsion ... ... Columbia Gas Transmission L.L.C,

CPRO e v Columbia Gas of Pennsylvania Receivables Corporation
Crossroads Pipeling ..., «LCrossroads Pipeline Company

Granite State Gas .o cee e cee s e s s renenessereesees Granite State Gas Transmission, Ine.

Hardy Storage ... Hardy Storage Company, L.L.C.

Kokomo Gas.....oooermmioc e e Kokomo Gas and Fuel Company

MBI e e s s Millennium Pipeline Company, L.1.C.

NARC .t e NIPSCO Accounts Receivable Corporation
NDC Douglas Properties ... veivncnsrarennen NDC Douglas Properties, Inc.

NISOUICE ettt e e e NiSource Inc.

NiSource Corporate Services.........oocvvvvivinnraneriernns NiSource Corporate Services Company
NiSource Development Company .......ccovvmvverernnenans NiSource Development Company, Inc.
NiSource FInance ... NiSource Finance Corporation

Northern Indiana....cooocoovieereerneceninneecn e eesannn, Northern Indiana Public Service Company
Northern Indiana Fuel and Light ... Northern Indiana Fuel and Light Company Inc.
Northern UtIHHES ..vvoeieiviececieiiieie et Northern Utilities, Inc.

INSR e e e New Source Review

PEL e PEI Holdings, Inc.

Whiting Clean EnerZy ..o, Whiting Clean Energy, Inc.

Abbreviations

2010 Health Care ACt ..iooiiiivieeiecee e The Patient Protection and Affordable Care Act and the Health

Care and Education Reconciliation Act of 2010 signed into
law by the President on March 23, 2010 and March 30, 2010,

respectively
ACES e American Clean Energy and Security Act of 2009
AFUDC e Allowance for funds used during construction
AlCPA L e American Institute of Certified Public Accountants
AMEIEI it v e Ameren Services Company
AMRP . Accelerated Main Replacement Program
AQC ettt Administrative Order by Consent
AOCT o Accumulated other comprechensive income
ARRS vttt Auction Revenue Rights
ASC Accounting Standards Codification
BBA .o British Banker Association
Bet e, Billion cubic [eet
Board ... Board of Directors
BPAE ...t e BP Alternative Energy North America Inc
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BTMU oot The Bank of Tokyo-Mitsubishi UF], LTD.

BT ittt e s British Thermal Unit

CAA e s Clean Air Act

CAIR .ot e Clean Air Interstate Rule

CAMR Lo Clean Air Mercury Rule

CARE oot e oO0SELVALion and Ratemaking Efticiency

COGT it Combined Cycle Gas Turbine

CERCLA i Comprehensive Environmental Response Compensation and
Liability Act (also known as Superfund)

Chesapeake ... Chesapeake Appalachia, L.L1.C.

COZ i Carbon Dioxide

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

DHOT ittt e et eem e e e st e United States Department of Transportation

DIPU e e e e Department of Public Utilities

DBM o e s Demand Side Management

DB e Dekatherm

ECR ...ttt s et Environmental Cost Recovery

BURM .. ottt s e e rabe s e et san st Environmental Cost Recovery Mechanism

ECT e nn v e v b s Environmental cost tracker

EERM ..o Environmental Expense Recovery Mechanism

EPA o United States Environmental Protection Agency

EPS....... SO PP TSP P PSP Earnings per share

ERISA .o rer e e e Employee Retirement Income Security Act of 1974

FAC e e Fuel adjustment clause

FASB ..ot Finanecial Accounting Standards Board

FERC e e Federal Energy Regulatory Commission

FT RS ettt sr s eee e nas s ve e a s e staessaes Finaneial Transmission Rights

GAAP Gencerally Accepted Accounting Principles

GR e Gas cost recovery

GHG .o Greenhouse gases

BWH e Gigawatt hours

B e e Horsepower

IBM o International Business Machines Corp.

IBM Agreement...........non The Agreement for Business Process & Support Scrvices

TDIEM ..ottt Indiana Department of Environmental Management

TERS ittt et et s International Financial Reporting Standards

IRP .o Infrastructure Replacemcnt Program

IRS o, Internal Revenue Scrvice

TURC Lo en oo Indiana Utility Regulatory Commission

LDCS 1ot e Local distribution companies

LIBOR oottt e s London [nterBank Offered Rate

LIFO sttt et Last-in, first-out

LNG e e e Liquefied Natural Gas

IMEE e et Miliion cubic feet

MGP e Manufactured Gas Plant

MISO o e Midwest Independent Transmission System Operator

Mitchell STathon ... iiercinerirse s Dean H. Mitchell Coal Fired Generating Station

MMD?th .o Million dekatherms

TEIW 1ostcieietme e et et e e e e b e e b o Mcegawatts
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC,
DEFINED TERMS

211,001 DO O OO TR UTURR U TPV Megawatts hours

NAADS (s e National Ambient Air Quality Standards

NOV et e e Notice of Viplation

N it INITTOZER diOxide

NOZ et b e e Nitrogen oxides

NYMEX (oo s New York Mercantile Exchange

OCT e b Other Comprehensive Income (Loss)

OPEB ..ottt e Other Postretirement and Postemployment Benefits

OUCC et snes Indiana Office of Utility Consumer Counselor

PADEP ..ot Pennsylvania Department of Environmental Protection

PCB ..ot Polychlorinated biphenyls

Piedmont....... .. s Piedmont Natural Gas Company, Inec.

PIPP it nnm s e s ee e e n st Percentage of Income Plan

PIM (et PJM Interconnection is a regional transmission organization
(RTO) that coordinates the movement of wholesale electricity
in all or parts of 13 states and the District of Columbia.

PV et particulate matter

P Public Service Commission

PUC ..ot esessee e eeeennne PUDNEC Utility Commission

PUCO st eb e sbs e Public Utilities Commission of Ohio

BB et et Royal Bank of Scotland LC

RORA et sene st sre s Resource Conservation and Recovery Act

REG oot Revenue Sufficiency Guarantee

SEC e Securities and Exchange Commission

B ettt e ettt e et e e e st rtanararesararnneesoainneens State Implementation Plan

BOZ e e e Sulfur dioxide

SugAr Craek .o e Sugar Creek electric generating plant

VAR ettt ettt eee et te s b st st e nane Value-at-risk and instrument sensitivity to market factors

VIE oo e e at e s areseeneeeneneene Y AFIADlE Interest Entity

VBOC it Virginia State Corporation Commission
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ITEM &. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC,
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of NiSource Inc.:

We have audited the accompanying consolidated balance sheets and statements of consolidated long-term debt of
NiSource Inc. and subsidiaries (the “Company™) as of December 31, 2010 and 2009, and the related consolidated
statements of income, of common stackholders’ equity and comprehensive income (loss), and of cash flows for each
of the three vears in the period ended December 31, 2010. Our audits also included the financial statement
schedules listed in the Index at Item 15. These financial statements and financial statement schedules are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on the financial
statements and financial statement schedules based on our audits.

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

In our apinion, such consolidated financial statements present fairly, in all material respects, the financial position of
the Company as of December 31, 2010 and 2009, and the resuits of their operations and their cash flows for each of
the three years in the period ended December 31, 2010, in conformity with accounting principles generally accepted
in the United States of America. Also, in our opinion, such financial statement schedules, when considered in
relation to the basic consolidated financial statements taken as a whole, present fairly, in all material respects, the
information set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company’s intemal control over financial reporting as of December 31, 2010, based on the criteria
established in Internal Contrel — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 28, 2011 expressed an unqualified opinion on the Company’s
internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP
Columbus, Ohio
February 28, 2011
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ITEM 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA {continued)

NISOURCE INC.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of NiSource Inc.:

We have audited the internal control over financial reporting of NiSource Inc. and subsidiaries (the "Company") as
of December 31, 2010, based on criteria established in Internal Control — Integrated Framework issued by the
Commiittee of Sponsoring Organizations of the Treadway Commission. The Company's management is responsible
for maintaining effective internal contrel over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying Management's Report on Internal Control
Over Financial Reporting at Item 9A. Our responsibility is to express an opinion on the Company's internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company's principal executive and principal financial officers, or persons performing similar functions, and effected
by the company's board of directors, management, and other personnel to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A compuny's internal control over financial reporting includes those
policies and procedures thag (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention ot timely detection of unauthorized acquisition, use, or disposition of the company's assets that
cauld have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over
financial reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate,

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2010, based on the criteria established in Internal Control — Integrated Framework issued by
the Committee of Spensoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated financial statements and financial statement schedules as of and for the year ended
December 31, 2010, of the Company and our report dated February 28, 2011 expressed an unqualified opinion on
those financial statements and financial statement schedules.

/s/ DELOITTE & TOUCHE LLP
Columbus, Ohio
February 28, 2011
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.
STATEMENTS OF CONSOLIDATED INCOME

Year Ended December 31, {in miflions, except per share amounts) 1010 2009 2008
Net Revenues

Gas Distribution 30940 $ 3,262 § 51713

Gas Transporiation and Storage 1,261.4 1,23%.5 1,132.4

Electric 1,386.7 1,213.2 1,357.0

Other 679.9 901.7 1,219.5
Gross Revenues 6,422.0 6,630.6 8,880.2

Cost of Sales (excluding depreciation and amortization) 29741 3,318.0 56333
Total Net Revenues 3,447.9 3,332.6 3,246.9
QOperating Expenses

Operation and maintenance 1,655.9 1,654.7 1,458.1

Depreciation and amortization 596.3 589.3 567.0

Impairment and loss on sale of assets, net 2.0 19.7 7.6

Qther taxes 2874 2839 307.5
Total Operating Expenses 2,541.6 2,547.6 2,340.2
Equity Earnings in Unconsolidated Affiliates 150 16.0 123
Operating Income 921.3 801.0 919.0
Other Income (Deduactions)

Interest cxpense, net (392.3) (399.3) (380.0)

Other, net 38 (1.4) 7.6

Loss on early extinguishment of long-term debt (96.7) 4.3) -
Total Other Dedugtions (485.2) {405.2) (362.4)
Income from Continuing Operations before Income Taxes 436.1 3958 556.6
Income Taxes 141.5 165.3 186.0
Income from Continving Operations 294.6 2305 370.6
Loss from Discontinued Operations - net of taxes 2.7 (10.3) (183.4)
Gain (Loss) on Disposition of Discontinued Qperations - net of taxes 0.1 (2.5) (108.2)
Net Income 2920 5 2177 8§ 79.0
Basic Earnings (Loss) Per Share ($)

Continuing operations 1.06 % 0.84 § 1.35

Discontinued operations (0.01) (0.05) (1.06)
Basic Earnings Per Share 1.05 § 079 § 0.29
Diluted Earnings (Loss) Per Share ($)

Continuing operations 105 $ 084 § 1.35

Discontinued operations (.01 (0.05) (1.06)
Diluted Earnings Per Share 1.04 3 079 § 0.29
Dividends Declared Per Common Share 092 3 0.92 § 0.92
Basic Average Commeon Shares Outstanding {millions) 277.8 2751 2740
Diluted Average Common Shares (millions) 280.1 275.8 2754

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements,
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued}

NISOURCE INC.
CONSOLIDATED BALANCE SHEETS

December 31, December 31,
(in millions) 2010 2009
ASSETS
Property, Plant and Equipment
Utility Plant b} 19,4949 § 19.041.1
Accumulated depreciation and amortization (8,491.6) (8,387.10
Net utility plant 11,0023 10,654.0
Other property, at cost, less accumulated depreciation 24.7 34.0
Net Property, Plant and Equipment 11,097.0 10,688.0
Investments and Other Assets
Assets of discontinued operations and assets held for sale 7.9 14.6
Unconsolidated affiliates 200.9 165.8
Other investments 139.7 1292
Total Investments and Other Assets 348.5 309.6
Current Assets
Cash and cash equivalents 9.2 16.4
Restricted cash 2029 174.7
Accounts receivable (less reserve of $37.4 and $39.6, respectively) 1,079.3 808.6
Income tax receivable 99.0 24.9
Gas mventory 298.2 384.8
Underrecovered gas and fuel costs 135.7 40,2
Materials and supplies, at average cost 838 102.3
Electric production fuel, at average cost 46.0 59.9
Price risk management assets 159.5 173.3
Exchange gas receivable 62.7 72.5
Regulatory assets 151.8 2383
Asgets of discontinued operations and assets beld for sale - 1.4
Prepayments and other 120.8 126.3
Total Current Assets 2,448.9 22236
Other Assets
Price risk management assets 240.3 237.6
Regulatory assets 1,650.4 1,644.1
Goodwill 3,677.3 36773
Intangible assets 303.6 3196
Postretirement and postemployment benefits asscts 351 19.8
Deferred charges and other 132.7 152.1
Total Other Assets 6,044.4 6,050.5
Total Assets 3 19,9388 % 19,2717

The accompanying Notes te Consolidated Financial Staternents are an integral part of these statements.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.
CONSOLIDATED BALANCE SHEETS (continued)

Dcecember 31, December 31,
{in millions, excep! share amounts) 2010 2009
CAPITALIZATION AND LIABILITIES
Capitalization
Common Stockholders’ Equity
Common stock - $0.01 par value, 400,000,000 shares authorized; 278,855,291
and 276,638,021 shares issued and outstanding, respectively ) 28 § 2.8
Additional paid-in capital 4,103.9 405746
Retained earnings %9018 865.5
Accumulated other comprehensive loss (57.9) (45.9)
Treasury stock 27.4) (25.9)
Total Common Stockholders' Equity 4,923.2 4,854.1
Long-term debt, excluding amounts due within one year 5,936.1 5,969.1
Total Capitalization 10,859.3 10,823.2
Current Liabilities
Current poriion of long-term debt 34.2 719.7
Short-term borrowings 1,382.5 103.0
Accounts payable 581.8 502.3
Dividends payable 0.1 0.2
Customer deposits and credits 3138.1 301.2
Taxes accrued 221.1 2129
Interest accrued 114.4 1254
Overrecovered gas and fugl costs 11.8 2204
Price risk management liabilities 173.9 190.1
Exchange gas payable 266.1 2222
Deferred revenue 6.8 273
Regulatory liabilities 52.9 43.8
Accrued liability for postretirement and postemployment benefits 233 236
Liabilities of discontinucd operations and liabilities held for sale - 0.6
Legal and environmental reserves 86.0 146.1
Other accruais 3364 310.8
Total Current Liabilities 3,649.4 3,149.6
Other Liabilities and Deferred Credits
Price risk management liabilities 181.6 170:.2
Deferred income taxes 2,200.7 20182
Deferred investment tax credits 337 39.6
Deferred credits 68.6 724
Dcferred revenue 0.3 8.5
Accrued lLiability for postretirement and postemployment benefits 1,039.6 1,134.2
Liabilities of discontinued operations and liabilitics held for sale - 6.2
Regulatory liabilities and other removal costs 1,595.8 1,558.8
Asset retirement obligations 138.8 138.2
Other noncurrent liabilities 162.0 152.6
Total Other Liabilities and Deferred Credits 5,430.1 5,293.9
Commitments and Contingencies (Refer to Note 20) - _
Tetal Capitalization and Liabilities s 19,9388 § 19,271.7

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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ITEM §. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISCURCE INC.
STATEMENTS OF CONSOLIDATED CASH FLOWS

Year Ended December 31, (in millions) 2010 2009 2008
Operating Activities
Net Incorne $ 2920 § 2177 % 79.0
Adjustments 1o Reconcile Net Income i Net Cash from Contiming Operations:
Loss on carly extinguishment of debt 95.7 4.5 -
Depreciation and amaortization 596.3 5893 367.0
Net changes in price risk management assets and liabilitics (5.5) 9.1) 257
Deferred income taxes and investment tax credits 200.1 378.2 137.8
Deterred revenue (20.4) 43 (24.0)
Stock compensation expense and 401(k) profit sharing contribution 30.9 9.6 9.5
((xain) Lass o sale of assets {0.13 (3.6 4.3
Loss on impairment of assets 2.1 233 14
Income from unconsolidated affiliates (14.8) {15.1} (25.5)
{Gain) Loss on disposition of discontinued uperations - net of faxes 0.1) 23 108.2
Loss trom discontinued operations - net of taxes 27 103 183.4
Amaortization of discount/premium on debt 1.3 13.0 7.7
AFUDC cquity {6.1) 54 (5.4
Distribution Received fram Equity Earnings 129 - -
Changes in Assets and Liabilities:
Accouats recejvable (243.9) 2589 (202.4)
Income tax receivable 51.5 249 -
Inventories 103.3 128.7 (82.4)
Accounts payable 377 {191.4 {30.0)
Custotner deposits and credits (25.0 253 423
Taxes acerued (117.0 116.2 {89.7)
Interest accrued (10.7) 53 208
(Under) Overrecovered gas and fuel costs (250.4) 3244 1.6
Exchange gas receivable/payable (14.2) (10.0) (71.9)
Other geeruals 56.4 (1.7) 14.5
Prepayments and other current assets (11.5) 239 (27.5)
Regulatory assets/liabilitics 163.9 105.2 (91.8})
Postretirement and posternployment henefits {146.6) {49.1} (9.2}
Deferred credits (2.6) 6.2 36.3
Deeferred charges und other noncurrent assets 7.9 21.9 387
Other noncurrent liabilities {13.2) 12.1 (34.8)
Met Operating Activities from Continuing Operations 7826 1,920.7 587.8
Net Operating Activities used for Discontinued Operations (57.2) (254.5) (2.5)
Net Cash Flows from Operating Activities 7254 1,666.2 5853
Investing Activities
Capita] expenditures (803.8) {777.2; {1,299.9)
Insurance recaveties 5.0 62.7 46,7
Proceeds from disposition of assels 0.5 57 47.8
Restricted cash (withdrawals) deposits (28.2) 1119 (228.8)
Contributions to equity investees (87.9) (26.4} (39.2)
DHstributions from equity investees 238 2.9 ,
Other investing activities {53.1) (42.0) (38.1)
Net Investing Activities used for Continuing Operations (943.7) (662.4) {1,511.5)
Net Investing Activities from Discontinued Operations 0.4 76 3972
Net Cash Flows used lor Investing Activities {943.3) (654.8) 1.114.3)
Financing Activities
[ssuange of long-term debt 244.6 1.460.0 9593
Retirement of long-term debt (977.7 (1.169.8) (44.6)
Repurchase of long-term debt - - {254.0)
Premiumn and other costs to retire debt 93.0) - -
Change in short-term debt, net 1,279.5 (1.060.5) 102.5
Issnance of common stock 14,4 10.8 1.3
Acquisition of treasury stock (L.5) (2.6 -
Dividends paid - common stock (255.,6) {253.3 (252.4)
Net Cash Flows from (used for) Financing Activities 210.7 (1,015.5 S16.1
Change in cash and cash equivalents from continuing operations 4906 242.7 (407.6)
Cash (contributions to) receipts from discontinued operations (56.8) (246.9) 1936
Cash and cash equivalents at beginning of periad 16,4 20.6 4.6
Cash and Cash Equivalents at End of Period % 92 % 164 § 0.6

The accompanying Notes to Consolidated Financial Staternents are an integral part of these statements.
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ITEM &, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA {continued)

NISOURCE INC.
STATEMENTS OF CONSOQOLIDATED LONG-TERM DEBT

As of December 31, (in millions) 2010 2009

Columbia of Massachusetts
Medium-Term Notes -

Interest rates between 6.26% and 6.43% with a weighted average interest

rate of 6.30% and maturities between December 15, 2025 and February 15, 2028 40.0 48.5
Total long-term debt of Calumbia of Massachusetts 4040 48.5
Columbia Energy Group:
Subsidiary debt - Capital lease obligations 0.5 0.9
Total tong-term debt of Columbia Energy Group 0.5 0.9
NiSource Capital Markets, Inc:
Senior Notes - 6.78%, due December 1, 2027 3.0 3.0

Medium-term notes -
Issued at interest rates between 7.82% and 7.99%, with a4 weighted
average interest rate of 7.92% and various maturities between
March 27, 2017 and May 5, 2027 (a) 106.0 106.0

Total long-term debt of NiSource Capital Markets, Inc. 109.0 109.0
NiSource Corporate Services, Inc.

Capital lease obligations -

Interest rate of 3.264% due between December 1, 2012 and September 30, 2015 2.3 -
Interest rate of 6.709% due between December 31, 2014 and Janwary 1, 2018 301 321
Interest rate of 9.840% due June 30, 2015 0.8 0.9
Interest rate of 5.586% due September 30, 2015 0.8 0.2
Total long-term debt of NiSource Corporate Services, Inc.. 34.0 33.2

NiSource Development Company, Inc.:
NDC Douglas Propertics, Inc. - Notes Payable--
Interest rates between 4.000% and 8.385% with a weighted average
interest ratc of 7.21% and various maturities between May 1, 2013
and July 1, 2041 (a) 10.7 10.3
Total long-term debt of NiSource Development Company, Inc. 10.7 10.3

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.,
STATEMENTS OF CONSOLIDATED LONG-TERM DEBT (continued}

As of December 31, (in millions) 2010 2009

NiSource Finance Corporation:

Long-Term Notes -~

5.21% - due November 28, 2012 315.0 3150
6.15% - due March 1, 2013 545.0 545.0
3.40% - due July 15,2014 500.0 500.0
5.36% - due Novembcr 28, 2015 230.0 230.0
10.75% - dug March 15, 2016 326.9 600.0
5.41% - due November 28, 2016 90.0 90.0
5.25% - due September 15, 2017 450.0 450.0
6.40% - due March 15, 2018 800.0 800.0
6.80% - due Janunary 15, 2019 500.0 500.0
5.45% - due September 15, 2020 550.0 550.0
6.125% - due March 1, 2022 500.0 500.0
5.89% - due November 28, 2025 265.0 2650
6.25% - due December 15, 2040 250.0 -
Fair value adjustment of notes for interest rate swap agreements 61.1 47.4
Unamortized premium and discount on long-term debt (32.5) {36.1}
Total long-term debt of NiSource Finange Corporation 5,350.5 53363

Northern Indiana Public Service Company:
Pollution control bonds -
Reoffered interest rates between 5.20% and 5.85%, with a weighted
average interest rate of 5.64% and various maturities between
June 1, 2013 and April 1, 2019 ® 244.0 244.0
Medium-term notes -
Issued at interest rates between 7.02% and 7.69%, with a weighted
average interest rate of 7.45% and various maturities between
July 8, 2013 and August 4, 2027 ¥ 145.5 164.2
Wind generation projects notes -
Variable rate of 3.25% at December 31, 2010 with amounts due at

July 1, 2014 and October 28, 2014 26 35
Unameortized discount on long-term debt 0.7 0.8)

Total long-term debt of Northern Indiana Public Service Company 3914 410.9
Total long-term debt, excluding amount due within one year 3 5,936.1 § 5,965.1

(2) Interest rates and maturities shown are as of December 31, 2010, Refer to Note 16 "Long-Term Debt" for changes in debt
outstanding.

The accompanying Notes 1o Consolidated Financial Statements are an integral part of these statements.

73



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.
STATEMENTS OF CONSOLIDATED COMMON STOCKHOLDERS’ EQUITY AND COMPREHENSIVE
INCOME (LOSS)

Accumuiated
Additionsl Other
Common Treasury Paid-In Retained Comprehensive Comprehensive
{in millions) Stock Stock Capital Earnings Incomei(L.oss) Total Income
Balance Januery 1, 2008 5 27 8 {23.3_ % 40110 § 10745 % 1.7 § 5,076.6
Comprenensive Income:
Net Income - - - 79.0 - 79.0 % 79.0
Other comprehiensive income, net of tax:
Loss on available for sale sceurilies
Unrealized™ - - - - 4.0 (4.0 =.0)
Net unrealized Josses on derjvatives
qualifying as cash How hedges™ - - - - (1474 (147.4; (147.4)
Unrecognized Pension Benefit
and Other Postretirement Benefit Costs™ - - - - (32.3 (32.3) (LY
Total comprehensive loss 5 (104.7)
Dividends
Commun steck - . - (2524 - (252.4)
[ssued:
Employee stock purchase plan - - 0.9 - - 09
Long-term incentive plan - - 74 - - 74
Amortizauon of unearned compensation - - 1.0 - - 1.0
Balance December 31, 2008 b3 27 % (233 % 4,020.3 % 901.1 3 {7z 5 4,728,8
Comprehensive Income {Loss):
Net [ncome - - - 2177 - 2177 8 2177
Other comprehensive imcome (loss), net of mx:
{amn on available for sale securitics
Unrealized™ - - . - 23 23 23
Nel unrealized gains on derjvarives
qualifying as cash flow hedges™ - - - - 118.8 113.8 1188
Unrecognized Pension Benefit
and Other Posirgtirement Benefit Costs') - - - - 5.0 5.0 5.0
‘Total comprehensive income b 343.8
Dividends:
Common stock - - - {253.3; - (253.3}
Treasury stock acquired - (2.5 - - - (2.6
Issued:
Common stock jssuance 0.1 - - - - 0.1
Employee stock purchase plan - - 0.9 - - 0.9
Lung-term incentive plan - - 11.1 - - 11.1
AG1(k} and profit sharing issuance - - 18.1 - - 18.1
Dividend reinvestment plan - - 68 - - 68
Amortization of uncamed compensation - - 0.4 - - 0.4
Balange December 31, 2069 E 18 % 259 % 4576 § 8655 S @59 § 4,854.1

The aceompanying Notes to Consolidatcd Financial Statements arc an integral part of these staiemenis.
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ITEM 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.
STATEMENTS OF CONSQLIDATED COMMON STOCKHOLDERS’ EQUITY AND COMPREHENSIVE
INCOME (LOSS) (continued)

Accumulated
Additional (rher
Common Treasury Paid-In Retataed Comprehensive Comprchensive
(ix wiillions) Stock Stock Caplital Earnjngs Income/(Loss} ‘L'otal Income [Loss)
Balance December 31, 2009 5 28 % (259 § 4,0587.6 § B65.5 8 59 § 4,854,1
Comprehensive [ncome (Loss):
Net Income - - - 2920 - 2820 8 2020
Other comprehensive income (toss), net of tax:
Gain on available for sale securitics:
Unrealized®™ - - - - 11 11 1.1
Nel unrealized losses on derivatives
qualifying as cash flow hedges®"© - - - - (138! (138 (13.8)
Unrecognized Pension Benefil
and Other Postrenirement Benefit Costs - - - - 0.7 0.7 0.7
Total comprehensive income 3 280.0
Dividends:
Common stock - - - (255.7) - {255.7
Treasury stock acquired - (1.5} - - - (1.5
lasued:
Employee stock purchase plan - - 1.1 - - 1.1
Long-term incentive plan - - 121 - - 12.1
401K and prefit sharing issuance - - 4.2 - - 242
Dividend reinvestrment plan - - 8.9 - - 59
Balance December 31, 2010 3 18 § 274) $ 41039 3% Wi % (519 3 4,923.2

(a) Net unrcalized gain/loss en available for sale securities. net of 50.8 million tax expense, 31.6 million tax expense and 52.8 million tax benetit in 2010, 2009 and 2008, respectrvely.

(b] Net unrealized gain/loss on derivatives qualifying as cash flow hedges, net of $7.6 million tax benefit, $78.3 million tax expense and $94.% million 1ax benefit in 2010, 2000, and 2008 .
Thuring 2009, NiSource reclassified $126.4 million ($73.1 million. net of tax) related to its cash hedges from accumulated other comprehensive i0ss 10 eamings due to the probability that certain
forecasted wransactions weuld nel occur related to the unregulated gas marketing business that NiSource had planned to sell.

{c) Net unrealized losses on cash flow hedged jncludes a loss of $15.4 million related to the unrealized loss on intercst rate swaps held by NiSource's unconsolidated equity method

investments for the twelve months eaded December 31, 2010

{d) Unrecognized Fension Benefit and Other Postretirement Benefit Costs tecarded to accumulated other comprehensive income (loss), net uf $0.4 million and 33.2 million tax expense and $19.9
million 1ax benefit in 2010, 2009 and 2008, respectively.

Comman Treasury Qutstunding

Shares (in thousands) Shares Shares Shares
Balance January 1, 2008 275,290 (1,113} 274,177
Treasury stock acquired e (4}
Tssued:

Employee stock purchase plan 49 - 49

Long-term incentive plan 40 - 40
Balance Decenber 31, 2008 275,379 (LE17 274,262
Treasury stock acquired (192; (192)
Issued:

Employee stock purchase plan 80 - 80

Lang-term incentive plan 430 - 480

Drividend reinvestment 46 - 546

Retirement savings plan 1,462 - 1462
Balance December 31, 2009 277,947 (1,308 176,638
Treasury stock acquired (97, o7
[ssucd:

Employee stock purchase plan 62 - 52

Long-termn incentive plan 121 - it

Dividend reinvestment 563 - 563

Retirement sa%plan 1,458 - 1,498
Bal December 31, 2010 180,261 (1,406) 278,855

The accompanying Motes to Censolidated Financial Statements are an intcgral part of these statements.
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1. Nature of Operations and Summary of Significant Accounting Policies

A. Company Structure and Principles of Consolidation. NiSource, a Delaware corporation, is & holding
company whose subsidiaries provide natural gas, electricity and other products and services to approximately 3.8
million customers located within a corridor that runs from the Gulf Coast through the Midwest to New England.
NiSource is a holding company under the Public Utility Holding Company Act of 2005. NiSource derives
substantially all of its revenues and earnings from the operating results of 1ts fifieen direct subsidiaries.

The consolidated financial statements include the accounts of NiSource and its majority-owned subsidiaries after the
elimination of all intercompany accounts and transactions, Investments for which at least a 20% interest is owned,
certain joint ventures and limited partnership interests of more than 3% are accounted for under the equity method.
Except where noted above and in the event where NiSource has significant influence, investments with less than a
20% interest are accounted for under the cost method. NiSource also consolidates variable interest entities for which
NiSource is the primary beneficiary.

At December 31, 2009, certain asscts totaling $61.5 million were recorded in “Other property at cost less
accumulated depreciation.” MiSource has corrected the classification of these assets as “Utihity Plant” in the
Consolidated Balance Sheets as of December 31, 2010 and December 31, 2009.

B. Use of Estimates. The preparation of financial statements in conformity with GAAP in the United States
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements, and the reporied amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

C. Cash, Cash Equivalents, and Restricted Cash. NiSource considers all investments with original
maturities of three months or less to be cash equivalents. NiSource reports amounts deposited in brokerage accounts
for margin requirements as restricted cash. In addition, NiSource has amounts deposited in trust to satisfy
requirements for the provision of various property, liability, workers compensation, and long-term disability
insurance, which is classified as restricted cash and disclosed as an investing cash flow on the Statements of
Consolidated Cash Flows,

Restricted cash was $202.9 million and $174.7 million as of December 31, 2010 and 2009, respectively. The
increase in restricted cash was duoe primarily to the decline in forward gas prices which resulted in increased margin
deposits on open derivative contracts.

D. Accounts Receivable and Unbilled Revenue. Accounts recetvable on the Consolidated Balance Sheets
includes both billed and unbilled amounts as NiSource believes that total accounts receivable is a more meaningful
presentation, given the factors which impact both billed and unbilled accounts receivable, Unbilled revenue is based
on estimated amounts of electric energy or natural gas delivered but not yet billed to its customers. Unbilled
amounts of accounts receivable relate to a portion of a customer’s consumption of gas or electricity from the date of
the last cycle billing date through the last day of the month (balance sheet date). Factors taken into consideration
when estimating unbilled revenue include historical usage, customer rates and weather. Accounts receivable
fluctuates from vear to year depending in large part on weather impacts and price volatility. NiSource’s accounts
receivable on the Consolidated Balance Sheets includes unbilled revenue, less reserves, in the amounts of $458.6
million and $258.7 million for the years ended December 31, 2010 and 2009, respectively. The reserve for
uncollectible receivables is the Company’s best estimate of the amount of probable credit losses in the existing
accounis receivable. The Company determined the reserve based on historical experience and in consideration of
current market conditions. Account balances are charged against the allowance when it is anticipated the receivable
will not be recovered,

E. Investments in Debt and Equity Securities. NiScurce’s investments in debt and equity securities are

carried at fair value and are designated as available-for-sale, These investments are included within “Other
investments™ on the Consolidated Balance Sheets, Unrealized gains and losses, net of deferred income taxes, are
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reflected as accumulated other comprehensive income (loss), These investments are monitored for other than
temporary declines in market value, Realized gains and losses and permanent impairments are reflected in the
Statements of Consolidated Income. No malterial impairment charges were recorded for the years ended December
31,2010, 2009 and 2008.

F. Basis of Accounting for Rate-Regulated Subsidiaries. Rate-regulated subsidiaries account for and report
assets and liabilities consistent with the economic effect of the way in which regulators establish rates, if the rates
established are designed to recover the costs of providing the regulated service and it is probable that such rates can
be charged and collected. Certain expenses and credits subject to utility regulation or rate determination normally
reflected in income are deferred on the Consolidated Balance Sheets and are recognized in income as the related
amounts are included in service rates and recovered from or refunded fo customers.

In the event that regulation significantly changes the opportunity for NiSource to recover its costs in the future, all or
a portion of NiSource’s regulated operations may no longer meet the criteria for regulatory accounting. In such an
event, a write-down of all or a portion of NiSource’s existing regulatory assets and liabilities could result. If
transition cost recovery was approved by the appropriate regulatory bodies that would meet the requirements under
generally accepted accounting principles for continued accounting as regulatory assets and liabilities during such
recovery period, the regulatory assets and liabilities would be reported at the recoverable amounts. If unable to
continue to apply the provisions of regulatory accounting, NiSource would be required to apply the provisions of
Discontinuation of Rate-Regulated Accounting. In management’s opinion, NiSource’s regulated subsidiaries will be
subject to regulatory accounting for the foreseeable future. Refer to Note 8, “Regulatory Matiers,” in the Notes to
Consolidated Financial Statements for additional information.

G. Utility Plant and Other Property and Related Depreciation and Maintenance. Property, plant and
equipment (principally utility plant) is stated at cost. The rate-regulated subsidiaries record depreciation using
composite rates on a straight-line basis over the remaining service lives of the electric, gas and common properties
as approved by the appropriate regulators.

The depreciation provisions for utility plant, as a percentage of the original cost, for the periods ended December 31,
2014, 2009 and 2008 were as follows;

2010 2009 2008
Electric Operations 3.5% 3.4% 3.7%
Gas Distribution and Transmission Qperations 2.8% 2.9% 2.8%

For rate-regulated companies, AFUDC is capitalized on all classes of property except organization costs, land, autos,
office equipment, tools and other general property purchases. The allowance is applied to construction costs for that
period of time between the date of the expenditure and the date on which such project is completed and placed in
service, The pre-tax rate for AFUDC was 4,9% in 2010, 3.8% in 2009 and 3.3% in 2008, Short-term borrowings
were primarily used to fund construction efforts for all three years presented; however, long-lerm borrowings and
equity funds were used more extensively in 2010 to fund construction than in the comparative periods. The increase
in the 2009 AFUDC rate, as compared with 2008, was due to an increased weighted effect and use of long-term
borrowings and equity funds that morc than offset a decrease in shori-term inferest rates associated with the amount
of short-term borrowings used for construction.

Generally, NiSource’s subsidiaries {ollow the practice of charging maintenance and repairs, including the cost of
removal of minor items of property, to expense as incurred. When regulated property thatl represents a retired unit is
replaced or removed, the cost of such property is credited to utility plant, and such cost, net of salvage, is charged to
the accumulated provision for depreciation in accordance with composite depreciation.

H. Carrying Charges and Deferred Depreciation. Upon completion of units 17 and 18 at the R, M.
Schahfer Generating Station, Northemn Indiana capitalized the debi-based carrying charges and deferred depreciation
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in accordance with orders of the IURC, pending the inclusion of the cost of each unit in rates. Such carrying charges
and deferred depreciation are being amortized over the remaining service life of each unit.

Northern [ndiana has capitalized carrying charges and deferred depreciation and certain operating expenses relating
to its scrubber service agreement for its Bailly Generating Station in accordance with an order of the [URC. The
accumulated balance of the deferred costs and rclated carrying charges is being amortized over the remaining life of
the scrubber service agreement.

On May 28, 2008, the [URC issued an order approving the purchase of Sugar Creek, and on May 30, 2008 Northern
Indiana purchased the 535mw CCGT for $330 million in order to help meet capacity needs. On February 18, 2009,
the TURC issued an order approving a settlement agreement filed in this proceeding allowing Northern Indiana to
begin deferring carrying costs and depreciation on Sugar Creek, pending inclusion in rates, which occurred effective
December 1, 2008, when Sugar Creek was dispatched into MISO, at the agreed to carrying cost rate of 6.5%. The
Sugar Creek mnvestment was included in rate base as part of the IURC’s August 25, 2010 rate order. Northern
Indiana will continue to defer depreciation expenses and carrying costs associated with the $330.0 million Sugar
Creek investment until the IURC approves new customer rates. The annual deferral for Sugar Creek is reduced by
the annual depreciation on the Mitchell plant of $4.5 million, pursuant to the FAC-71 settlement. The TURC also
approved a five year amortization of balances that were deferred as of December 31, 2009 and such amortization
will commence with the [URC’s approval of new customer rates.

In 2005, the PUCO authorized Columbia of Ohio to revise its depreciation accrual rates for the period beginning
January 1, 2005. The revised depreciation rates are now higher than those which would have been utilized if
Columbia of Ohio were not subject to regulation. The amount of depreciation that would have been recorded for
2005 through 2010 had Columbia of Ohio not been subject to rate regulation is a combined $232.4 million, a $35.0
million decrease over the $267.4 million reflected in rates. The regulatory asset was $96.6 million and $102.3
million as of December 31, 2010 and 2009, respectively. The amount of depreciation that would have been recorded
for 2010 had Columbia of Ohio not been subject to rate regulation is $48.9 mitlion, a $5.6 million decrease over the
$54.5 million reflected in rates.

I Amortization of Software Costs. External and internal costs associated with computer software
developed for internal use are capitalized. Capitalization of such costs commences upon the completion of the
preliminary stage of each project. Once the installed software is ready for its intended use, such capitalized costs are
amortized on a straight-line basis generailly over a period of five years. NiSource amortized $25.9 million in 2010,
£27.7 million in 2009 and $23.1 million in 2008 related to software costs. NiSource’s unamortized software balance
was $99.0 million and $100.5 million at December 31, 2010 and 2009, respectively.

J. Goodwill and Other Intangible Assets. NiSource has approximately $4.0 billion in goodwill and other
intangible assets, Substantially all goodwill relates to the excess of cost over the fair value of the net assets acquired
in the Columbia acquisition. In addition, NiSource has other intangible assets consisting primarily of franchise
rights apart from goodwill that were identified as part of the purchase price allocations associated with the
acquisition of Columbia of Massachusetts, a wholly-owned subsidiary of NiSoutce, which is being amortized on a
straight-line basis over forty years from the date of acquisition. Refer to Note 6, “Goodwill and Other Intangible
Assets,” in the Notes to Consolidated Financial Statements for additional information.

K. Long-lived Assets. NiSource’s Consolidated Balance Sheets contain significant long-lived assets other
than goodwill and intangible assets discussed above which are not subject to recovery under regulatory accounting.
As a result, NiSource assesses the carrying amount and potential earnings of these assets whenever events or
changes in circumstances indicate that the carrying value could be impaired,  Refer to Note 3, “Impairments,
Restructuring and Other Charges,” in the Notes to Consolidated Financial Statements for further information.

L. Revenue Recognition. Revenue is recorded as products and services are delivered. Ultility revenues are
billed to ¢ustomers monthly on a cycle basis. Revenues are recorded on the accrual basis and include estimates for
electricity and gas delivered but not billed. Cash received in advance from sales of commodities to be delivered in
the future is recorded as deferred revenue and recognized as income upon delivery of the commodities. For shorter
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term transportation and storage service revenues, cash is received at mception of the service period resulting in the
recording of deferred revenues that are recognized in revenues over the period the services are provided.

M, Earnings Per Share. Basic EPS is computed by dividing income available to common stockholders by the
weighted-average number of shares of common stock outstanding for the period. The weighted average shares
outstanding for diluted EPS include the incremental effects of the various long-term incentive compensation plans
and the Forward Agreements (see Note 14). The caleulation of diluted earnings per share for 2010, 2009, and 2008
eXcludes out-of-the-money stock options that had an anti-dilutive effect.

The numerator in calculating both basic and diluted EPS for each year is reported net income. The computation of
diluted average common shares follows:

Diluted Average Common Shares Computation 2010 2009 2008
Denominator (thousands)
Basic average common shares outstanding 277,797 275,061 273,974
Dilutive potential common shares
Shares contingently issuable under employce stock plans 910 330 1,279
Shares restricted under stock plans 697 424 196
Forward Agreements 684 - -
Diluted Average Common Shares 280,088 275,815 275,449
N. Estimated Rate Refunds. Certain rate-regulated subsidiaries colleet revenues subject to refund pending

final determination in rate proceedings. In conncction with such revenues, estimated rate refund liabilities are
recorded which reflect management’s current judgment of the ultimate outcomes of the proceedings. No provisions
are made when, in the opinion of management, the facts and circumstances preclude a reasonable estimate of the
outeomce.

0. Accounts Receivable Transfer Program. Certain of NiSource’s subsidiaries entered into agreements
with third parties to sell certain accounts receivable without recourse. These sales were reflected as reductions of
accounts receivable in the December 31, 2009 Consolidated Balance Sheet and as operating cash flows in the
December 31, 2009 Statement of Consolidated Cash Flows. The costs of these programs, which were based upon
the purchasers’ level of investment and borrowing costs, were charged to Other, net in the December 31, 2009
Statement of Consolidated Income. Beginning January 1, 2010 transfers of accounts receivable that previously
qualified for sale accounting, no longer qualify and arc accounted for as secured borrowings. The entire gross
receivables balance remains on the December 31, 2010 Consolidated Balance Sheet and short-term debt is recorded
in the amount of proceeds received from the commercial paper conduits involved in the transactions. Fees
associated with the securitizalion transactions are recorded as interest expense in accordance with the new
accounting guidance. Refer to Note 19, “Transfers of Financial Assets,” in the Notes to Consolidated Financial
Statements for further information.

P. Fuel Adjustment Clause. All metered electric rates contain a provision for adjustment to reflect increases
and decreases in the cost of fuel and the fuel cost of purchased power through operation of a FAC. As prescribed by
order of the TURC applicable to metered retail rates, the adjustment factor has been calculated based on the
estimated cost of fuel and the fuel cost of purchased power in a future three-month period. TIf two statutory
requirements rclating to expense and return levels are satisfied, any under-rccovery or over-recovery caused by
variances between estimated and actual costs in a given three-month period are recorded as adjustments to revenue
and will be included in a future filing, provided that the purchased power benchmark has not been exceeded.
Narthern Indiana records any under-recovery or over-recovery as a current regulatory asset or lability until such
time as it is billed or refunded to its customers. The fuel adjustment factor is subject to a quarterly review by the
IURC and remains in effect for a three-month period.
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Q. Gas Cost Adjustment Clause. All of NiSource’s Gas Distribution Operations subsidiaries defer most
differences between gas purchase costs and the recovery of such costs in revenues, and adjust future billings for such
deferrals on a basis consistent with applicable state-approved tariff provisions.

R. Gas Inventory. Both the LIFO inventory methodology and the weighted average cost methodology are
used to value natural gas in storage, as approved by state regulators for each of NiSource's regulated subsidiaries.
Inventory valued using LIFQO was $151.6 million and $313.8 million at December 31, 2010, and 2009, respectively.
Based on the average cost of gas using the LIFO method, the estimated replacement cost of gas in storage at
December 31, 2010 and December 31, 2009, exceeded the stated LIFO cost by $91.7 million and $295.4 million,
respeetively. Inventory valued using the weighted average cost methodology was $146.6 million at December 31,
2010 and $71.0 million at December 31, 2009,

S. Accounting for Exchange and Balancing Arrangements of Natural Gas. NiSource’s (Gas Transmission
and Storage and Gas Distribution Cperations subsidiaries enter into balancing and exchange arrangements of natural
gas as part of their operations and off-system sales programs. NiSource records a reccivable or payable for their
respective cumulative gas imbalances and for any gas inventory borrowed or lent under an exchange agreement for
Gas Distribution Operations. These receivables and payables are recorded as “Exchange gas receivable” or
“Exchange gas payable” on NiSource’s Consolidated Balance Sheets, as appropriate.

T. Accounting for Emissions Allowances. Northem Indiana has obtained 802 and NOx emissions
allowances from the EPA based upon its electric generation operations that the utility may sell, trade or hold for
future use. Northern Indiana utilizes the inventory model in accounting for these emissions allowances, whereby
these allowances were recognized at zero cost upon receipt from the EPA. Proceeds received from the annual EPA
auction of allowances and through the utilization of allowances in the generation of power for off-system sales are
deferred as regulatory liabilitics. The sale of other allowances, not used due to investments made by NiSource in
pollution control assets and services, are reflected in earnings in the period in which they occur and are included in
net cash flows from operating activities in NiSource’s Statements of Consolidated Cash Flows.

L. Accounting for Risk Management and Energy Marketing Activities. NiSource accounts for its
derivatives and hedging activities in accordance with ASC 815. NiSource recognizes all derivatives as either assets
or liabilities on the Consolidatcd Balance Sheets at fair valuc, unless such contracts are exempted as a normal
purchase normal sale under the provisions of the standard. The accounting for changes in the fair value of a
derivative depends on the intended use of the derivative and resulting designation. Refer to Note 9, “Risk
Management and Energy Marketing Activities,” in the Notes to Consolidated Financial Statements for additional
information.

V. Income Taxes and Investment Tax Credits. NiSource records income taxes to recognize full interperiod
tax allocations. Under the liability method, deferred income taxes are provided for the tax consequences of
temporary differences by applying enacted statutory tax rates applicable to future years to differences between the
financial statement carrying amounts and the tax basis of existing assets and liabilities. Previously recorded
investment tax credits of the regulated subsidiaries were deferred on the balance sheet and are being amortized to
book income over the regulatory life of the related properties to conform to regulatory policy.

To the extent certain deferred income taxes of the regulated companies arc recoverable or payable through future
rates, regulatory assets and liabilities have been established, Regulatory assets for income taxes are primarily
attributable to property related tax timing differences for which deferred taxes had not been provided in the past,
when regulators did not recognize such taxes as costs in the rate-making process. Regulatory liabilities for income
taxes are primarily attributable to the regulated companies’ obligation to refund 1o ratepayers deferred income taxes
provided at rates higher than the current federal income tax rate. Such amounts are credited to ratepayers using
either the average rate assumption method or the reverse South Georgia mcthod.

Pursuant to the Internal Revenue Code and relevant state taxing authorities, NiSource and its subsidiaries file
consolidated income tax returns for federal and certain state jurisdictions. NiSource and its subsidiaries are parties
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to an apreement {Tax Allocation Agreement} that provides for the allocation of consolidated tax liabilities, The Tax
Allocation Agreement generally provides that each party is allocated an amount of tax similar to that which would
be owed had the party been separately subject to tax. Any net benefit attributable to the parent is reallocated to other
members.

W, Environmental Expenditures. NiSource accrues for costs associated with environmental remedijation
obligations when the incurrence of such costs is probable and the amounts can be reasonably estimated, regardless
of when the expenditures are actually made. The undiscounted estimated future expenditures are based on currently
enacted laws and regulations, exisiing technology and estimated site-specific costs where assumptions may be made
about the nature and extent of site contamination, the extent of cleanup efforts, costs of alternative cleanup methods
and other variables. The liability is adjusted as further information is discovered or circumstances change. The
reserves for estimated environmental expenditures are recorded on the Consolidated Balance Sheets in “Legal and
environmental reserves” for short-term portions of these liabilities and *Other noncucrrent liabilities” for the
respective long-term portions of these liabilities. Rate-regulated subsidiaries applying regulatory accounting
establish regulatory assets on the Consolidated Balance Sheets to the extent that future recovery of environmental
remediation costs 15 probable through the regulatory process.

In addition, Northern Indiana received approval from the IURC in 2003 to recover costs associated with
environmental compliance programs for NOx pollution-reduction equipment at Northern Indiana’s generating
stations. Refer to Note 20, “Other Commitments and Contingencies,” in the Notes to Consolidated Financial
Statements for further information.

X. Excise Taxes. NiSource accounts for excise taxes that are customer liabilities by separately stating on its
invoices the tax to its customers and recording amounts invoiced as liabilities payable to the applicable taxing
jurisdiction. These types of taxes, comprised largely of sales taxes collected, are presented on a net basis affecting
neither revenues nor cost of sales. NiSource accounts for other taxes for which it is liable by recording a liability for
the expected tax with a corresponding charge to “QOther taxes™ expense.

2. Recent Acconnting Pronouncements

Recently Adopted Accounting Pronouncements

Fair Value Measuremernts and Disclosares. In April 2009, the FASB provided additional guidance for estimating
fair value when the volume and level of activity for the asset or liability have significantly decreased. The
additional guidance was effective for interim reporting periods ending after June 15, 2009, with early adoption
permitted. NiSource adopted the additional guidance on April 1, 2009, As the guidance provides only disclosure
requirements, the application of this ASC topic did not impact the Consolidated Financial Statements. Refer ta Note
18, “Fair Value Disclosures,” in the Notes to Consolidated Financial Statements for additional information.

In August 2009, the FASB issued authoritative guidance clarifying the measurement of the fair value of a liability in
circumstances when a quoted price in an active market for an identical liability is not available. The guidance
emphasizes that entities should maximize the use of observable inputs in the absence of quoted prices when
measuring the fair value of liabilities. This guidance became effective on October 1, 2009.

In September 2009, the FASB issued authoritative guidance that provides further clarification for measuring the fair
value of investrnents in entities that meet the FASB’s definition of an investment company. This guidance permits a
company to estimate the fair value of an investment using the net asset value per share of the investment if the net
asset value is determined in accordance with the FASB’s guidance for investment companies as of the company’s
measurement date. This creates a practical expedient to determining a fair value estimate and certain attributes of the
investment (such as redemption restrictions) will not be considered in measuring fair value. Additionally, companies
with investments within the scope of this guidance must disclose additional information related to the nature and
risks of the investments. This guidance is effective as of December 31, 2009 and is required to be applied
prospectively. NiSource has alternative investments that are within the scope of this guidance. However, the fair
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value of the alternative investments is already determined based on the net asset values per fund. The adoption of
this guidance did not have a material impact on the Consolidated Financial Statements.

In January 2010, the FASB issued authoritative guidance that amends the disclosures about transfers into and out of
Levels | and 2 and requires separate disclosures about purchases, sales, issuances, and settlements relating to Level
3 measurements. This guidance also clarifies existing fair value disclosures about the level of disaggregation and
about inputs and valuation techniques used to measure fair value. This guidance is effective for the first reporting
period, including interim periods, beginning after December 15, 2009, except for the requirement to provide Level 3
activity of purchases, salcs, issuances, and seitlements on a gross basis, which will be effective for fiscal years
beginning after December 15, 2010. Early adoption is permitted. NiSource has adopted the required guidance for all
periods presented.

Refer to Note 18, “Fair Value Disclosures,” in the Notes to Consolidated Financial Statements for additional
information including the impact of the adoption.

Consolidation of Variable Interest Entities. [n June 2009, the FASB issued authoritative guidance to amend the
manner in which entities evaluate whether consolidation is required for VIEs. The model for determining which
enterprise has a controlling financial interest and is the primary beneficiary of a VIE has changed significantly under
the new guidance. Previously, variable interest holders were required to determine whether they retained a
controlling financial interest in a VIE based on a quantitative analysis of the expected gains and/or losses of the
entity. In contrast, the new guidance requircs an enterprise with a variable interest in a VIE to qualitatively assess
whether it has a controlling financial interest in the entity, and i so, whether it is the primary beneficiary.
Furthermore, this guidance requires that companies continually evaluate VIEs for consolidation, rather than
assessing based upon the occurrence of triggering events. This revised guidance also requires enhanced disclosures
about how a company’s involvement with a VIE affects its financial statements and exposure to risks. NiSource
adopted the guidance on January 1, 2010, Refer to Note 10, “Variable Interest Entities and Equity Investments,” for
additional information including the impact of adoption.

Transfer of Financial Assets. In June 2009, the FASB issued authoritative guidance to amend derecognition
criteria guidance in ASC 860 to improve the relevance, representational faithfulness, and comparability of the
information that a reporting entity provides in its financial statements about a transfer of financial assets; the effects
of a transfer on its financial position, financial performance, and cash flows; and a transferor’s continuing
involvement, if any, in transferred financial assets. NiSource adopted the guidance on January 1, 2010, This
guidance requires transfers of accounts receivable that previously qualified for sales accounting to be accounted for
as secured borrowings resulting in the recognition of short-term debt on the Consolidated Balance Shests, Refer to
Note 19, “Transfers of Financial Assets,” for additional information including the impact of adoption.

3. Intpairments, Restructuring and Other Charges

Impairments. An impairment loss shall be recognized only if the carrying amount of a long lived asset is not
recoverable and exceeds its fair value. The test compares the carrving amount of the long lived asset to the fair
value of the assets sum of the undiscounted cash flows expected to result from the use and eventual disposition of
the asset.

Lake Erie Land, which is wholiy-owned by NiSource and within the company’s Corporate and Other Segment, was
in the process of selling real esiate over a 10-year period as a part of an agreement reached in June 2006 with a
private real estate development group. In the second quarter of 2009, the developer was unable to meet certain
confractual obligations under the sale agreement. NiSource granted a limited extension for the developer to meet its
contractual obligations and began negotiations with another potential buyer to replace the original developer under
the existing agrecment. In July 2009, NiSource signed a letter of intent with the new potential buyer which was
reaffirmed in Cctober 2009. However, in the fourth quarter of 2009, an agreement was not reached for the sale of
the real estate as was previously expected, and a sale within the next twelve months is no longer probable. As such,
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certain real estate assets previously classified as held for sale were reclassified and were no longer reflected as held
for sale as of December 31, 2009, Concurrent with the determination that it was not probable that the original
developer would execute the future sales under the existing agreement and a new developer would not replace the
original developer, NiSource tested the assets for impairment. The company compared the carrying value of the
assets to the fair value, determined primarily through independent appraisals, and recorded an impairment loss of
$16.6 million in the fourth quarter of 2009. The total impairment charge is comprised of $8.8 million recognized
due to the uncollectability of certain recetvables (see below for more information) due from the acquirer of the
property and $7.8 million due to the current book value exceeding the fair value of certain real estate property
remaining to be sold under the installment sales agreement as of December 31, 2009. The book value of the
impaired assets at December 31, 2009, subsequent to the impairment charge, was $27.0 mitlion. No material
additional impairment charges were recorded during 2010,

At December 31, 2010 and 2009, the financing receivables noted above were recorded at fair value of $6.5 million.
No events occurred during 2010 that indicated the fair value of the receivables had significantly changed during the
year.

During 2009, NiSource recognized $4.4 million in expense for an impatrment charge related to the four properties
NDC Douglas Properties owns which do not currently meet the assets held for sale criteria as their estimated sale
date is greater than one year. Based on previous impairments recorded on other NDC Douglas Properties, the
properties were tested for impairment during the third quarter of 2009. NDC Douglas Properties property, plant, and
equipment assets were valued based on a discounted cash flow model utilizing estimated future cash flows, The
book value of these assets at December 31, 2009, subsequent to the impairment charge, was $7.0 million. NiSource
conducted similar impairment testing in the fourth quarter of 2010, and recorded an impairment charge of $0.3
million.

During 2010, 2009 and 2008, NiSource recognized $1.4 million, $0.2 million and $3.4 million, respectively, in
expense for the impairment of the Marble CIff facility discussed in Note 4, “Discontinued Operation and Assets and
Liabilities Held for Sale.”

Restructuring. During the first quarter of 2009, NiSource began an organizational restructuring initiative, beginning
with Gas Transmission and Storage Operations, in response to the decline in overall economic conditions.

In February 2009, NiSource announced the restructuring of the Gas Transmission and Sterage Operations segment.
NiSource has eliminated positions across the 16 state operating territory of Gas Transmission and Storage, The
reductions have occurred through voluntary programs and involuntary separations. In addition to employee
reductions, the Gas Transmission and Storage Operations segment took steps to achieve additional cost savings by
efficiently managing its various business locations, reducing its fleet operations, creating alliances with third party
service providers, and implementing other changes in line with its strategic plan for growth and maximizing value of
existing assets. During 2009, NiSource recorded pre-tax restructuring charges of $19.9 million to “Operation and
maintenance” expense on the Statement of Consolidated Income, which primarily includes costs related to severance
and other employee related costs. No additional material charges have been recorded since the initial restructuring
charge in the first quarter of 2009, The restructuring program was substantially completed in 2009.

In September 2009, NiSource announced the restructuring of Northern Indiana, which aims to redefine business and
operations strategies and achieve cost reductions, and impacts both Electric Operations and Gas Distribution
Operaiions. During 2009, NiSource recorded a pre-tax resfructuring charge related to this initiative, net of
adjustments, of $5.4 million, which primarily includes costs related to severance and other employee related costs
and outside service costs. The initial restructuring charge consisted of a $3.7 million and $1.7 million expense to the
Electric and (as Distributions Operations’ segments, respectively. During 2010, NiSource recorded a pre-tax
restructuring charge related to this initiative of $1.1 million to “Operation and maintenance” expense on the
Statements of Consolidated Income, which primarily includes costs related to outside service costs. The
restructuring program was completed in December 2010.
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Changes in the restructuring reserve, included in “Other accroals” on the Consolidated Balance Sheets, were as
follows:

Balance at Balance at
{in millions) December 31, 2009 Additions  Benefits Paid Adjustments  December 31, 2010
Gas Transmission and Storage  § 1.5 % -3 (1.4) % -5 0.1
Northern Indiana 1.1 1.1 {2.2) - -
Total $ 26 % 113 (3.6) 8 - % 0.1
Balance at Balance at
(in millions) December 31, 2008  Addilions  Benefits Paid Adjustiments  December 31, 2009
Gas Transmission and Storage $ - % 218 § (18.4) § (1.9} 1.5
Northern Indiana - 5.5 (4.3) (0.1} 1.1
Total $ - $ 273 % (22.7) $ (2.0} § 2.6
4. Discontinued Operations and Assets and Liabilities Held for Sale

The assets and labilities of discontinued operations and held for sale on the Consolidated Balance Sheet at
December 31, 2010 were:

{in millions)

Property, plant
and Other
Assets of discontinued operations and held for sale: equipment, net assets Toftal
NiSource Corporate Services 5.6 - 5.6
Columbia Transmission 2.3 - 2.3
Total 3 79 % -3 7.9

There were no liabilities of discontinued operations and held for sale at December 31, 2010.
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The assets and labilities of discontinued operations and held for sale on the Consolidated Balance Sheet at
December 31, 2009 were:

(in millions)

Property, plant
and Other
Assets of discontinued operations and held for sale: equipment, net Assets Total
NiSource Corporate Services $ 6.2 § - % 6.2
NDC Douglas Properties 5.8 1.4 7.2
Columbia Transmission 2.6 - 2.6
Total b 14.6 § 14 § 16.0
Accounts Other
Liabilities of discontinued operations and held for sale: Debt payable liahilities Total
NDC Douglas Properties 3 b6 % 0.2 § - % 6.8
Total 5 6.6 % 0.2 § - § 6.8

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

NiSource Corporate Services continues its effort to sell its Marble CLff facility. In March 2006, the facility was
recorded as an asset held for sale of $12.7 million. Tmpairment charges recorded in 2007, 2008 and 2010 brought
the value of the asset held for sale to $5.6 million at December 31, 2010. Sce Note 3, “Impairments, Restructuring
and Other Charges” for further discussion. I the fourth quarter of 2010, NiSource Corporate Services executed a
purchase and sale agreement of the Marble CULff facility with the closing date planned in the first quarter 2011,

NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its
low income housing investments. In 2009, based on the expected proceeds from the sale of the five properties being
less than the net book value, an impairment charge of $2.7 million, net of tax, was included in Loss on Disposition
of Discontinued Operations in the Statement of Consolidated Income for the year ended December 31, 2009, Three
ot these properties were sold during the first quarter 2010 and two of these properties remained classified as assets
and liabilities held for sale. Results of operations and cash tlows for these properties remained classified as
discontinued operations. Upon sale of three of the properties in the first quarter of 2010, a gain on sale of $0.1
million, net of taxes, was recorded in Discontinued Operations. During the second quarter of 2010, it was
determined that the remaining properties no longer met the criteria as “assets held for sale” as NiSource could no
longer assert that a sale would take place within the next twelve months. As such, the assets and liabilities were
reclassified to assets held and used. Additionally, the results of operations and cash flows were reclassified to
cantinuing operations for all periods presented. These reclassifications did not have a significant impact on overall
results of NiSource.

On June 18, 2009, Columbia Transmission received approval from the FERC to abandon by sale to an unaffiliated
third party its Line R System in West Virginia, which includes certain natural gas pipeline and compression
facilities. Through subsequent negotiations with this third party, certain compression facilities will not be sold and,
therefore, have been moved to assets held for use at their current net book value adjusted for depreciation. The
assets were determined to have little or no future use and were retired. Assets held for sale have a net book value of
$2.1 million. The sale transaction is expected to close in the first half of 2011,

On December 1, 2008, NiSource sold its subsidiaries Northern Utilities and Granite State Gas to Unitil Corporation.
The final sale amount was $209.1 million which included $49.1 million in working capital. Under the terms of the
transaction, Unitil Corporation acquired Northern Utilities, a local gas distribution company serving 52 thousand
customers in 44 communities in Maine and New Hampshire and Granite State Gas, an 86-mile FERC regulated gas
transmission pipeline primarily located in Maine and New Hampshire, For the years ended December 31, 2009 and
2008, an after tax loss of $0.2 million and $75.8 miilion, respectively, was included in Loss on Disposition of
Discontinued Operations in the Statements of Consolidated Income.
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On June 30, 2008, NiSource sold Whiting Clean Energy to BPAE for $216.7 million, which included $16.] million
in working capital. In the first quarter of 2008, NiSource began accounting for the operations of Whiting Clean
Energy as discontinued operations. For the year ended December 31, 2008, an after tax loss of $32.3 million was
included in Loss on Disposition of Discontinued Operations in the Statements of Consolidated Tncome.

Results from discontinued operations from Whiting Clean Energy, Granite State Gas, Northern Utilities, NDC
Douglas Properties low income housing investments, and reserve changes for NiSource’s former exploration and
production subsidiary, CER, are provided in the following table:

Year Ended December 31, (in millions) 2010 2009 2008

Revenues from Discontinued Operations s 0.7 % 23 % 189.3
Loss from discontinued operations (4.4) {17.7) (280.1)
Income tax benefit (1.7 (74 (96.7)
Loss from Discontinued Operations - net of taxes S 27 % (103) 8 (183.4)

Gain (Loss) on Disposition of Discontinued Operations - net of
taxes 3 0.1 % 2.5) % {103.2)

The gain on disposition of discontinued operations of $0.1 million for the year ended December 31, 2010 resulted
from the sale of NDC Douglas Properties. The loss on disposition of discontinued operations for the year ended
Decernber 31, 2009 includes NDC Douglas Properties’ disposition loss of $2.4 milion. The loss on disposition of
discontinued operations for the year ended December 31, 2008 includes the after tax loss on disposition related to
the sales of Whiting Clean Energy, Northern Utilities and Granite State Gas of $32.3 million, $63.3 million and
$12.5 million, respectively.
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5. Property, Plant and Equipment

NiSource’s property, plant and equipment on the Consolidated Balance Sheets was classified as follows:

At December 31, (in millions) 2010 2009
Property Plant and Equipment
Gas Distribution Utility " $ 7,251.0 § 6,947.5
Gas Transmission Utility 5,865.0 5,703.5
Electric Utility " 6,005.6 5,899.2
Commaon Utility 107.8 95.0
Construction Work in Process 265.5 2959
Non-Utility and Other 138.6 71.7
Total Property, Piant and Equipment & 19,6335 § 19,112.8
Accumulated Depreciation and Amortization
Gas Distribution Utility ) 8 (2,725.7) $ (2,661.4)
Gas Transmission Utility (2,784.9) (2,693.1)
Electric Utility " (2,939.4) (2,999.2)
Common Utility (42.6) (33.4)
Non-Utility and Other (43.9) {37.7)
Total Accumulated Depreciation and Amortization 3 (8,536.5) § (8,424.8)
Net Property, Plant and Equipment 3 11,097.0 % 10,688.0

(1) Northern Indiana’s common utility plant and associated accumulated depreciation and amortization are allocated
between Gas Distribution Utility and Electric Utility Property, Plant and Equipment.

6. Goodwill and Other Intangible Assets

In accordance with the provisions for goodwill accounting as issued by the FASB, NiSource tests its goodwill for
impairment annually as of June 30 each year unless indicators, events, or circumstances would require an immediate
review. Goodwill is tested for impairment at a level of reporting referred to as a reporting unit, which generally is an
operating segment or a component of an operating segment as defined by the FASB. In accordance with the
provision, certain components of an operating segment with similar economic characteristics are aggregated and
deemed a single reporting unit. Goodwill is generally allocated to the reporting units based upon the amounts
allocated at the time of their respective acquisition. The goodwill impairment tcst is a two-step process which
requires NiSource to make estimates regarding the fair value of the reporting unit. The first step of the goodwill
impairment test, used to identify potential impairment, compares the fair value of the reporting unit with its carrying
value, including goodwill. If the fair value of the reporting unit exceeds its carrying amount, goodwill of the
reporting unit is considered not impaired, thus the second step of the impairment test is not required. However, if the
carrying amount of the reporting unit exceeds its fair value, the second step of the goodwill impairment test is
performed to measure the amount of impairment loss (if any), which compares the implied fair value of reporting
unit goodwill with the carrying amount of that goodwill. If the carrying amount of reporting unit goodwill exceeds
the implied fair value, an impairment loss is recognized in an amount equal to that excess.

NiSource has four reporting units that carry or are allocated goodwill. NiSource’s goodwill assets at December 31,
2010 were $3.7 billion pertaining primarily to the acquisition of Columbia on November 1, 2000. Of this amount,
approximately $2.0 billion is allocated to Columbia Transmission Operations (which is comprised of Columbia
Transmission and Columbia Gulf) and $1.7 billion is allocated to Columbia Distribution Operations (which is
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comprised of Columbia of Kentucky, Columbia of Maryland, Columbia of Ohio, Columbia of Pennsylvania and
Columbta of Virginia). In addition, the goodwill balances at December 31, 2010 for Northern Indiana Fuel and Light
and Kokomo Gas were $13.3 million and $5.5 million, respectively.

In estimating the fair value of the Columbia Transmission Operations and Columbia Distribution Operations
reporting units for the June 30, 2010 test, NiSource used a weighted average of the income and market approaches.
The income approach utilized a discounted cash flow model. This model is based on management’s short-term and
long-term forecast of operating performance for each reporting unit. The two main assumptions used in the models
are the growth rates, which are based on the cash flow from operations for each of the reporting units, and the
weighted average cost of capital, or discount rate. The starting point for each reporting unit’s cash flow from
operations is the detailed five year plan, which takes into consideration a variety of factors such as the current
economic environment, industry trends, and specific operating goals set by management. The discount rates are
based on trends in overall market as well as industry specific variables and include components such as the risk-free
rate, cost of debt, and company volatility at June 30, 2010. Under the market approach, NiSource utilized three
market-based models to estimate the fair value of the reporting units: (i) the comparable company multiples method,
which estimated fair value of each reporting unit by analyzing EBITDA multiples of a peer group of publicly traded
companies and applying that multiple to the reporting unit’s EBITDA, (ii} the comparable transactions method,
which valued the reporting unit based on observed ERITDA multiples from completed transactions of peer
companies and applying that multiple to the reporting unit’s EBITDA, and (iii) the market capitalization method,
which used the NiSource share price and allocated NiSource’s total market capitalization among both the goodwill
and non-goodwill reporting units based on the relative EBITDA, revenues, and operating income of each reporting
unit. Each of the three market approaches were calculated using multiples and assumptions inherent in today’s
market. The degree of judgment invalved and reliability of inputs into each model were considered in weighting the
various approaches. The resulting estimate of fair value of the reporting units, using the weighted average of the
income and market approaches, exceeded their carrying values, indicating that no impairment exists under Step | of
the annual impairment test.

Certain key assumptions used in determining the fair values of the reporting units included planned operating
results, discount rates and the long-term outlook for growth. NiSource used discount rates of 4.76% and 4.74% for
Columbia Transmission Operations and Columbia Distribution Operations, respectively. Management also
performed a sensitivity analysis using discount rates of 5.78% and 5.76% for Columbia Transmission Operations
and Columbia Distribution Operations, respectively. Using the discount rates of 4.76% and 4.74% for Columbia
Transmission Operations and Columbia Distribution Operations, respectively, the excess fair values were
approximately $2.6 billion and $4.2 billion, respectively. If the discount rates were increased to 5.78% and 5.76%
for Columbia Transmission Operations and Columbia Distribution Operations, respectively, the excess fair value of
the reporting units would be approximately $1.2 billion and 81.2 billion, respectively. Under either discount rate
scenario, the impairment test indicated that each of the reporting units passed step one of the impairment test.

Goodwill related to the acquisition of Northern Indiana Fuel and Light and Kokomo Gas of $13.3 million and $5.5
million, respectively, was also tested for impairment as of June 30, 2010 using an income approach to determine the
fair value of each of these reporting units, A discount rate range of 4.74% to 5.76% and growth rates factoring in
the regulatory environment and growth initiatives for each reporting unit were the significant assumptions used in
determining the fair values using the income approach. The step one goodwill impairment test resulted in the fair
value of each of these reporting units exceeding the carrying value. Using the discount rates of 4.74% and 5.76% for
Northern Indiana Fuel and Light, the excess fair value was $26.1 million and $7.3 million, respectively. Using the
discount rates of 4.74% and 5.76% for Kokomo Gas, the excess fair value was $18.6 million and $9.7 million,
respectively.

NiSource considered whether there were any events or changes in circumnstances during the second half of 2010 that
would reduce the fair value of any of the reporting units below their carrying amounts and necessitate another
goodwill impairment test. No such indicators were noted that would require goodwill impairment testing during the
second half of 2010.
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NiSource’s intangible assets, apart from goodwill, consist of franchise rights, which were identified as part of the
purchase price allocations associated with the acquisition in February 1999 of Columbia of Massachusetts. These
amounts were $308.6 million and $319.6 million, net of accumulated amortization of $133.6 million and $122.6
million, at December 31, 2010, and 2009, respectively and are being amortized over forty ycars from the date of
acquisition. NiSource recorded amortization expense of $11.0 million in 2010, 2009, and 2008 related to its
intangible assets.

7. Asset Retirement Obligations

Changes in NiSource’s liability for asset retirement obligations for the years 2010 and 2009 are presented in the
table below:

(in millions) 2010 2009

Beginning Balance b 138.2 § 126.0
Accretion expense 0.7 0.7
Accretion recorded as a regulatory asset 7.5 7.1
Additions 4.5 11.2
Settlements (8.1) (6.8)
Change in estimated cash flows 4.0 -

Ending Balance $ 138.8 § 138.2

NiSource has recognized asset retirement obligations associated with various obligations including costs to remove
and dispose of certain construction materials located within many of NiSource’s facilities, certain costs to retire
pipeline, removal costs for certain underground storage tanks, removal of certain pipelines known to contain PCB
contamination, closure costs for certain sites including ash ponds, solid waste management units, a landfill, as well
as some other nominal asset retirement obligations. NiSource recognizes that there are obligations to incur
significant costs to retire wells associated with gas storage operations; however, the lives of these wells are
indeterminable. Additionally, NiSource has a significant obligation associated with the decommissioning of its two
hydro facilities located in Tndiana. These hydro facilities have an indeterminate life, and no asset retirement
obligation has been recorded.

Certain costs of removal that have been, and continue to be, included in depreciation rates and collected in the
service rates of the rate-regulated subsidiaries are classified as regulatory liabilities and other removal costs on the
Consolidated Balance Sheets.

Gas Distribution Operations annual cut and cap additions and settlements for its pipe system for 2010 were $1.8
million and $1.0 million, respectively. In 2010, Northern Indiana reevaluated the estimated useful lives and costs
for electric generating stations which resulted in a reduction in the present value of estimated cash flows of $4.0
million. Northern Indiana performed activities associated with asbestos removal resulting in settlements of $1.4
million in 2010 and also recorded additions of $2.3 million refated to underground gas storage wells whose lives
became determinable. (Gas Transmission and Storage recorded settlements of $5.0 million, primarily attributable to
the retirement of certain pipeline assets,

Gas Distributions Operations anaual cut and cap additions and settlements for its pipe system for 2009 were $6.5
million and $4.0 million, respectively. Northern Indiana performed retirement activities associated with a landfill
and asbestos removal resulting in settlements of §1.0 million for 2009. Northern Indiana also recorded additions of
32.0 million for 2009 related to landfill activities.
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8. Regulatory Matters

Regulatory Assets and Liabilities

NiSource follows the accounting and reporting requirements of ASC Topic 980, which provides that regulated
entities account for and report assets and liabilities consistent with the economic effect of regulatory rate-making
procedures if the rates established are designed to recover the costs of providing the regulated service and it is
probable that such rates can be charged and collected. Certain expenses and credits subject to utility regulation or
rate determination normally reflected in income or expense are deferred on the balance sheet and are recognized in
the income statement as the related amounts are included in service rates and recovered from or refunded to
customers.

In the event that regulation significantly changes the opportunity for NiSource to recover its costs in the future, all or
a portion of NiSource’s regulated operations may no longer meet the criteria for regulatory accounting. In such
event, a write-down of all or a portion of NiSource’s existing regulatory assets and liabilities could result. If
transition cost recovery was approved by the appropriate regulatory bodies that would meet the requirements under
generally accepted accounting principles for continued accounting as regulatory assets and liabilities during such
recovery period, the regulatory assets and liabilities would be reported at the recoverable amounts. If unable to
continye to apply the provisions of regulatory accounting, NiSource would be required to apply the provisions of
ASC Topic 980-20, Discontinuation of Rate-Regulated Accounting. In management’s opinion, NiSource will be
subject to regulatory accounting for the foreseeable future.

Regulatory assets were comprised of the following items:

At December 31, (in millions) 2010 2009
Assets
Reacquisition premium on debt p 133 § 15.8
R. M. Schahfer Unit 17 and Unit 18 carrying charges and
deferred depreciation (sec Note 1-H) 1.8 15.9
Unrecognized pension benefit and other postretirement benefit costs (see Note 12) 962.7 980.7
Other postretirement costs 94.6 101.8
Environmental costs (see Note 20-D} 325 333
Regulatory effects of accounting for income taxes (sec Note 1-V) 254.1 2532
Underrecovered gas and fuel costs (see Note 1-P and 1-Q) 135.7 40.2
Depreciation (sec Note 1-H) 118.5 1216
Uncollectible accounts receivable deferred for future recovery 8.5 26.8
Percentage of Income Plan - 54.1
Asset retirement obligations (see Note 7) 16.2 399
Losses on derivatives (sec Note 9) 332 28.8
Post-in service carrying charges 46.4 494
EERM operation and maintenance and depreciation deferral 42.5 37.2
MISO (see Note 8) 36.6 264
Sugar Creek carrying charges and deferred depreciation (see Note 1-H) 57.7 30.0
Other 73.6 67.5
Taotal Assets N 1,9379 § 1,922 6
Less amounts included as Underrecovered gas and fuel cost {135.7) (40.2)
Total Regulatory Assets reflected in Current Regulatory Assets and
Other Regulatory Assets 3 1,802.2 § 1,882.4
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Regulatory liabilities were comprised of the following items:

At December 31, (in millions) 2010 2009
Liabilities
Overrecovered gas and fuel costs (see Notes 1-P and 1-Q) 3 118 § 2204
Asset retirement obligations (see Note 7) 138.4 137.9
Cost of removal (see Note 7) 1.442.5 1,385.8
Regulatory effects of accounting for income taxes {see Note 1-V) 112.1 137.8
Unrecognized pension benefit and other postretirement benefit costs (see Note 12} 1.9 14
Percentage of income plan 9.9 -
Off-system sales margin sharing 42.9 13.2
Emission allowances {see Note 8) 19.8 19.6
(Gains on derivatives {see Note 9) 0.3 2.1
Other 59.3 42.7
Total Liabilities $ 1,838.9 § 1,960.9
Less amounts included as Overrecovered gas and fuel cost (11L.8) (220.4)
Less amounts included as Asset retirement obligations (138.4) (137.9)
Total Regulatory Liabilities reflected in Current Regulatory Liabilities and
Other Regulatory Liabilities and Other Removal Costs $ 16887 $§ 16026

Regulatory assets, including underrecoverad gas and fuel cost, of approximately $1,870.8 million as of December
31, 2010 are not earning a return on investment. Regulatory assets of approximately $1,602.5 million include
expenses that are recovered as components of the cost of service and are covered by regulatory orders. These costs
are recovered over a remaining life of up to 43 years. Regulatory assets of approximately $335.4 million require
specific rate action.

As noted below, regulatory assets for which costs have been incurred or accrued are included (or expected to be
included, for costs incurred subsequent to the most recently approved rate case) in certain companies’ rate base,
thereby providing a return on invested costs. Certain regulatory assets do not result from cash expenditures and
therefore do not represent investments included in rate base or have offsetting liabilities that reduce rate base.

Assets:

Reacguisition premium on debt — The unamortized premiums for debt redeemed by Northern Indiana are deferred,
amortized and recovered over the term of the replacement issue.

RAM Schahfer Unit 17 and Unit 18 carrying charges and deferved depreciation — Northern Indiana obtained
approval from the IURC to capitalize the debt-based carrying charges and deferred depreciation for Schahfer Unit
17 and Unit 18 and to amortize such costs over the remaining service life of each unit,

Unrecognized pension benefit and other postretirement benefit costs — In 2007, NiSource adopted certain updates of
ASC 715 which required, among other things, the recognition in other comprehensive income or loss of the actuarial
gains or losses and the prior service costs that arise during the period but that are not immediately recognized as
components of net periodic benefit costs. Certain subsidiaries defer the costs as a regulatory asset in accordance
with regulatory orders or as a result of regulatory precedent, to be recovered through base rates.

Other postretirement costs — Primarily comprised of the transition obligation recorded with the adoption of ASC 715

and ASC 712, as well as other costs approved through rate orders to be collected through future base rates, revenue
riders or tracking mechanisms.
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Environmental costs — Includes certain recoverable costs of investigating, testing, remediating and other costs
related to gas plant sites, disposal sites or other sites onto which material may have been migrated. Certain
companies defer the costs as a regulatory asset in accordance with regulatory orders, to be recovered in future base
rates, revenue riders or tracking mechanisms,

Regulatory effects of accounting for income taxes — Represents the deferral and under collection of deferred taxes in
the rate making process. In prior years, NiSource has lowered customer rates in certain jurisdictions for the benefits
of accelerated tax deductions. Amounts are expensed for financial reporting purposes, as NiSource recovers
deferred taxes in the rate making process,

Underrecovered gas and fuel costs — Represents the difference between the costs of gas and fuel and the recovery of
such costs in revenue, and is used to adjust future billings for such deferrals on a basis consistent with applicable
state-approved tariff provisions, Recovery of these costs is achieved through tracking mechanisms.

Depreciation — Relates to the difference between the depreciation methodology required by Columbia of Ohio due
to a regulatory order and the deprecation methodology used in accordance with GAAP. Also included is
depreciation associated with the rider IRP program. Recovery of these costs is achieved through base rates and rider
mechanisms.

Uncollectible accounts veceivable deferred for fiture recovery — Represents the difference between commodity gas
costs of total uncollectible expense and the recovery of such costs to be collected through cost tracking mechanisms
per regulatory orders.

Percentage of Income Plan — Represents the difference between costs incurred under a customer assistance program
by Columbia of Ohio for targeted low income customers and the recovery of such costs through cost tracking
mechanisms per regulatory orders.

Asset Retirement Obligations — Represents the timing difference between expense recognition for future obligations
and current recovery in rates,

Derivatives — Certain companies are permitted by regulatory orders to participate in commodity price programs to
protect customers against the volatility of commodity prices. Unrealized and realized gains or losses retated to
NiSource’s commmaodity price risk programs may be deferred per specific orders and the recovery of changes in fair
value is dependent upon the individual specific company’s cost recovery or sharing mechanisms in place. Amounts
for derivative gains and losses will continue to be deferred as long as the programs arc in existence.

FPost-in service carrying charges — Columbia of Ohio has approval from the PUCO by regulatory order to defer
debt-based post-in service carrying charges as a regulatory asset for future recovery. As such, Columbia of Ohio
capitalizes a carrying charge on eligible property, plant and equipment from the time it is placed into utility service
until recovery of the property, plant and equipment is included in customer rates in base rates or through a rider
mechanism. Inclusion in customer rates generally occurs when Columbta of Ohio files its next rate proceeding
following the in-service date of the property, plant and equipment.

EERM operation and maintenance and depreciation deferval — Northern Indiana obtained approval from the {URC
to recover certain environmental related costs including operation and maintenance and depreciation expense once
the environmental facilities become operational. Recovery of these costs will continue until such assets are included
in rate base through an electric base rate case. The EERM deferred charges represent expenses that will be
recovered from customers through an anmual EERM Cost Tracker which authorizes the collection of deferred
balances over a twelve month period.

MISO — As part of Northern Indiana’s participation in the MISQ transmission service, wholesale energy and

ancillary service markets, certain administrative fees and non-fuel costs have been deferred. The TURC authorized
the deferral of certain non-fuel related costs. Northern Indiana will continue to defer such amounts until new
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electric rates are implemented. Upon implementation of new electric rates, amortization of this regulatory asset will
commence.

Sugar Creek carrying charges and deferred depreciation — The ITURC approved the deferral of debt-based carrying
charges and depreciation expense for the Sugar Creek assets. Northern Indiana will continue to defer such amounts
until new electric tates are approved and implemented. Upon implementation of new electric rates, amortization of
this regulatory asset will commence.

Liabilities:

Overrecovered gas and fuel costs — Represents the difference between the costs of gas and fuel and the recovery of
such costs in revenucs, and is the basis to adjust future billings for such recoveries on a basis consistent with
applicable state-approved tariff provisions. Refunding of these revenues is achieved through tracking mechanisms.

Asset retivement obligations — Represents the timing difference between expense recognition for current obligations
and past recovery in rates,

Cost of Removal — Represents anticipated costs of removal that have been, and continue to be, included in
depreciation rates and collected in the service rates of the rate-regulated subsidiaries for future costs to be incurred.

Regulatory effects of accounting for income taxes — Represents amounts owed to customers for deferred taxes
collected at a higher rate than the current statutory rates and liabilities associated with accelerated tax deductions
owed to customers that are established during the rate making process.

Unrecognized pension benefit and other postretirement benefit revenues - In 2007, NiSource adopted certain
updates of ASC 715 which required, among other things, the recognition in other comprehensive income or loss of
the actuarial gains or losses and the prior service costs that arise during the period but that are not immediately
recognized as components of net periodic benefit costs, Certain subsidiaries defer the gains as a regulatory liability
in accordance with regulatory orders or as a result of regulatory precedent, to be refunded through base rates.

Percentage of Income Plan — Represents the difference between costs incurred under a customer assistance program
by Columbia of Ohio for targeted low income customers and the recovery of such costs through cost tracking
mechanisms per regulatory orders. For 2010, Columbia of Ohio is in an overcollected position for these programs,
resulting in a regulatory liability to be refunded through future billings.

Off-system sales margin sharing — As a result of a nepotiated agreement between NiSource utilities and their
regulators, revenue generated from off-sysiem sales and capacity release programs are subject to incentive sharing
mechanism in which NiSource shares a defined percentage of its margins with customers. Refunding of these
revenues is achieved through rate refund mechanisms.

Emission allowances — Represents proceeds from the banked emission allowances sold into the EPA auction market
and the fair value of emisgion allowances used in connection with power produced to generate off-system sales.

Derivatives — Certain companies are permitted by regulatory orders to participate in commodity price programs to
protect customers against the volatility of commodity prices. Unrealized and realized gains or losses related to
NiSource's commodity price risk programs may be deferred per specific orders and the recovery of changes in fair
value is dependent upon the individual specific company’s cost recovery or sharing mechanisms in place. Amounts
for derivative gains and losses will continue to be deferred as long as the programs are in existence.

Gas Distribution Operations Regulatory Matters

Significant Rate Developments. On January 14, 2011, Columbia of Permsylvania filed a base rate case with the
Pennsylvania PUC, seeking a revenue increase of approximately $37.8 million annually, and seeking to implement a
levelized distribution charge for its residential class that would mitigate revenue volatility associated with
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volumetric rates and provide residential customers with clear price signals. Columbia of Pennsylvania expects that
the Pennsylvania PUC will issue an order in the third or fourth quarter of 2011 with rates going into effect in the
fourth quarter,

On November 30, 2010, Columbia of Ohio filed a notice of intent to file an application to adjust rates associated
with Rider IRP and Rider DSM. Columbia of Ohio will file its application by February 28, 2011, The application
will seek to increase the annual revenue from the riders by approximately $25.2 million.

On September 29, 2010, Columbia of Pennsylvania filed tariff modifications with the Pennsylvania PUC, seeking
permission to apply a BTU content billing adjustment to customers’ metered volumetric consumption. The filing
seeks to account for high BTU content gas that is produced from Marcellus Shale, which burns hotter than gas from
other sources, resulting in lower volumes than assumed in the design of the company’s rates. The proposed billing
adjustment i3 designed to produce revenues reflective of the BTU content underlying the detnand forecast in the
design of Columbia of Pennsylvania’s most recently approved base rates, If the billing adjustment had been in place
for the twelve months ended June 30, 2010, it would have produced revenues of approximately $3.7 million. By an
Order entered on January 26, 2011, the Pennsylvania PUC consolidated this matter with Columbia of Pennsylvania’s
base rate case filed on January 14, 2011, as described above.

On September 7, 2010, Columbia of Ohio filed an application with the PUCO requesting authority to reduce its
PIPP rider rate by $0.4215 per Mef. The application was deemed approved on October 26, 2010, and Columbia of
Ohio began billing the new rate effective with bills rendered on and after October 27, 2010. This resulted in a
reduction in revenue of approximately $70.7 million and a corresponding reduction in expense of the same amount
to better match current costs and revenues. As a result, this filing does not impact Columbia of Ohio’s operating
income, but does reduce future cash inflows.

On May 3, 2010, Northern Indiana filed a natural gas rate case with the IURC. Northern Indiana entered into a
comprehensive settlement with all parties on August 24, 2010. The Settlement Agreement was approved in entirety
by Order issued on November 4, 2010 and new rates were placed into effect November 35, 2010. The order resulted
in a decrease in revenue of approximately $14.9 million when compared to a normalized test year ended December
31, 2009. The TURC authorized Northern Indiana to increase the monthly fixed charge for residential customers
from $6.36 to $11.00. The IURC also approved revised depreciation accrual rates for gas plant and authorized
Northern Indiana to reduce current period gas plant depreciation expense by up to $25.7 million annually for the
next four years or until further order of the IURC, whichever occurs first.

On September 1, 2010 Northern Indiana, NIFL and Kokomo filed to merge into one company (Northern Indiana).
NIFL and Kokomo also filed rate proceedings on September 1, 2010. On February 23, 2011, a stipulation and
settlement agreement was filed that provides for the merger and settlement of the rate proceedings. The settlement
stipulates that all of Northern Indiana’s existing services, rates and charges will be applicable in the former NIFL
and Kokomg territories, including one unified Gas Cost Adjustment mechanism. The application of Northern
Indiana’s rates in the former NIFL and Kokomo territories will result in a decrease in revenue of approximately $0.8
million, when compared to a normalized test year ended March 31, 2010. This is primarily offset by reductions in
depreciation expense. A settlement hearing is scheduled for March 23, 2011 and an order is anticipated in the
second quarter of 2011,

On May 3, 2010, Columbia of Virginia filed a base rate case with the VSCC seeking an annual revenue increase of
$13.0 million to recover an updated level of costs upon the expiration of its Performance Based Regulation Plan on
December 31, 2010. Columbia of Virginia also sought a Weather Normalization Adjustment (“WNA™), cost
recavery of certain gas-related items through its Purchased Gas Adjustment (“PGA™) mechanism rather than base
rates, and forward looking adjustments predicted to occur during the rate year ending December 31, 2011. On
November 16, 2010, Columbia of Virginia, the VSCC Staff and the other parties filed a Proposed Stipulation and
Recommendation (“Stipulation™) that would result in an annual revenue increase of $4.9 million, including
authorization of the WNA and recovery of certain gas-related items through the PGA mechanism. The Chief
Hearing Examiner issued a Report on December 2, 2010 recommending approval of the Stipulation. The VSCC
issued a Final Order on December 17, 2010 adopting the Stipulation. New rates became effective January 1, 2011.
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On February 26, 2010, Columbia of Chio filed an application to adjust rates associated with IRP and DSM Riders.
The DSM Rider tracks and recovers costs associated with Columbia of Ohio’s energy efficiency and conservation
programs. On April 14, 2010, Columbia of Ohio filed a Joint Stipulation and Recommendation that seitled all
issues. On April 28, 2010, the PUCO issued an Order approving the Stipulation. Rates associated with IRP and
DSM Riders were increased by approximately $17.8 million annually, begimming April 29, 2010.

On January 28, 2010, Columbia of Pennsylvania filed a base rate case with the Pennsylvania PUC, seeking a
revenue increase of approximately $32.0 million annually. On June 25, 2010, Cohunbia of Pennsylvania and the
other active parties filed a Joint Petition for Settlement that would result in an annual revenue increase of $12.0
million. On August |8, 2010, the Pennsylvania PUC entered a final order approving the Joint Petition for
Settlement and new rates went into effect on October 1, 2010.

On January 28, 2010, Columbia of Maryland filed a basc rate case with the Maryland PSC, seeking a revenue
increase of $2.2 million annually in order for Columbia of Maryland 1o eamn the rate of return authorized by the PSC
in its 2008 rate case. On May 10, 2010, the parties filed a Joint Motion for Approval of Stipulation and Settlement
Agreement that would result in an annual revenue increase of approximately $1.7 million. The Maryland PSC
issued a final order approving the Settlement, and new rates went into effect on May 28, 2010.

On December 9, 2009, Northern Indiana filed a Petition with the IURC to cxtend its alternative regutatory programs
which were scheduled to expire on May 1, 2010. On February 12, 2010, Northern Indiana, the QUCC and gas
marketers supplying gas to residential and small commercial customers filed a Joint Stipulation and Agreement
proposing an extension of the programs through March 31, 2012, which was approved by the IURC on March 31,
2010.

On October 21, 2009, the IURC issued an Order in the proceeding concerning Northern Indiana’s annual gas
recavery, rejecting the use of a four-year average to compute unaccounted for gas. This Order required Northern
Indiana to refund an estimated $5.8 million to customers based on a calculation utilizing a one-year average of
unaccounted for gas for the twelve month periods ended July 31, 2008 and July 31, 2009, A reserve provided for
the full amgunt of the refund, which Northern Indiana began returning to customers in March, 2010.

On June 8, 2009, Columbia of Virgimia filed an application with the VSCC for approval of a CARE Plan for a three-
year period beginning January 1, 2010. The CARE Plan included incentives for residential and small general
service customers to actively pursue conservation and energy efficiency measures, a surcharge designed to recover
the costs of such measures on a real-time basis, and a performance-based incentive for the delivery of conservation
and energy efficiency benefits. The CARE Plan also included a rate decoupling mechanism designed to mitigate the
impact of declining customer usage. On October 28, 2009, Columbia of Virginia and other parties to the proceeding
presented a unanimous settlement to the Hearing Examiner, which provided for approval of the CARE Plan
application with modifications. The settlement was approved by the VSCC on December 4, 2009, with mechanisms
becoming effective January 1, 2010.

On May 1, 2009, Columbia of Kentucky filed a base rate case with the Kentucky PSC, requesting an annual increase
of $11.6 millien. In its initial filing, Columbia of Kentucky sought enhancements to rate design, as well as an
expedited mechanism 1or the recovery of costs associated with the replacement of the company’s infrastructure. A
settlement agreement with all parties was presented in a hearing before the Kentucky PSC on September 18, 2009.
The settlement agreement provided for a basc rate increase of approximately $6 million, the authorization of an
increase to the monthly customer charge, the implementation of an Accelerated Main Replacement Program rider
and the introduction of a residential energy efficiency program. On October 26, 2009, the Kentucky PSC approved
a mechanism for recovering the costs of Columbia of Kentucky’s AMRP. In the same Order, the Kentucky PSC
also approved a mechanism for the recovery of Columbia of Kentucky’s uncollectible expenses associated with the
cost of gas. New rates went into effect on October 27, 2009

On March 31, 2010, Columbia of Kentucky made its annual filing related to the AMRP Rider and requested an
adjustment of those rates related to the Rider. On July 12, 2010, Kentucky PSC entered an order approving the
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requested annual amount of $1.1 million. The new rates associated with the AMRP Rider went into effect for bills
rendered on or after July 29, 2010.

On April 30, 2009, Columbia of Ohio filed an application with the PUCO to defer pension and other postretirement
benefits expenses above those currently subject to collection in rates, effective January 1, 2009. On July 8, 2009,
the PUCO issued an Order approving Columbia of Ohio’s application, although the deferred balances will not
accrue carrving charges and Columbia of Ohio may not seek recovery of pension and other postretirement benefits
deferrals in a base rate proceeding for a period of five years from the date of the order. Approximately $7.9 million
and $13.0 million was deferred for 2010 and 2009, respectively.

On April 16, 2009, Columbia of Massachusetts filed a base rate case with the Massachusetts DPU, requesting an
annual increase of $34.2 million. In its initial filing, Columbia of Massachusetts sought revenue decoupling, as well
as a mechanism for the recovery of costs associated with the replacement of the company’s infrastructure. On
October 30, 2009, the Massachusetts DPU issued a decision granting the company a $19.1 million base rate increase
and approving a mechanism for the recovery of costs associated with the replacement of portions of Columbia of
Massachusetts” infrastructurc. New rates went into effect November 1, 2009, Columbia of Massachusetts filed an
application to implement its Targeted Infrastructure Replacement Factor Rider on April 30, 2010 On October 29,
2010, the DPU approved Columbia of Massachusetts’ proposed adjustment factor, to take cffect November 1, 2010,
subject to further investigation and reconciliation.

In March 2009, Indiana Governor Daniels signed Senate Bill 423 into law giving the Indiana Finance Authority the
ability to contract, on behalf of gas customers in the state of Indiana, with developers capable of building facilities
that manufacture Substitute Matural Gas from coal. The Indiana Finance Authority (“1FA™) received one bid, from
Indiana Gasification, by the April 9, 2009 deadline to initiate a Substitute Natural Gas plant in Southern Indiana
under a 30 year contract. In March 2010, Governor Daniels signed into law House Enrolled Act 1086, which allows
the IFA to enter into contracts for the sale of Substitute Natural Gas with third parties, with proceeds from and costs
of those sales being reflected on customers’ bills. The IURC must approve the final purchase contract between the
IFA and Indiana Gasification as well as the management agreement between IFA and the utilities for collection of
funds or pass through of credits to customers related to the purchase contracts. On December 16, 2010, the IFA
filed a Petition secking approval of the purchase contract and the management agreement. The IURC held a
Prehearing Conference on January 27, 2011, in which a procedural schedule was established. Hearings in this
proceeding will occur in early May, 2011 and based upon the schedule it 1s anticipated that an order will be issued
later in 2011.

On February 27, 2009, Columbia of Ohio filed an application to adjust rates associated with Rider IRP. Rider IRP
recovers costs associated with the replacement of natural gas risers that are prone to failure; maintenance, repair and
replacement of customers service lines; an Accelerated Mains Replacement Program; and installation of Automatic
Meter Reading Devices. On June 2, 2009, Columbia of Ohio filed a Joint Stipulation and Recommendation that
settled all issues. On June 24, 2009, the PUCQ issued an Order approving the Stipulation. Rates associated with
Rider IRP were increased by $13.8 million annually beginning in July 2009.

On January 30, 2009, Columbia of Ohio filed an application with the PUCO to implement a gas supply auction. The
auction replaced Columbia of Ohio’s current GCR mechanism for providing commodity gas supplies to its sales
customers. By order dated December 2, 2009, the PUCO approved a stipulation that resolved all issues in the case.
Pursuant to the stipulation, Columbia of Ohio will conduct two consecutive one-year long standard service offer
auction periods starting April 1, 2010 and April 1, 2011, On February 23, 2010, Columbia of Ohio held the first
standard service offer auction which resulted in a final retail price adjustment of $1.93 per Mcf. On February 24,
2010 the PUCO issued an entry that approved the results of the auction and directed Columbia of Ohio to proceed
with the implementation of the standard service offer process. On February 8, 2011, Columbia of Ohio held its
second standard service offer auction which resulted in a retail price adjustment of $1.88 per Mcf. On February 9,
2011, the PUCQ issued an entry that approved the results of the auction with the new retail price adjustment to
become effective April 1, 2011.
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On October 1, 2008, Columbia of Maryland filed a base rate case with the Maryland PSC. On February 20, 2009,
Columbia of Maryland and all interested parties filed a unanimous settlement in the case, recommending an annual
revenue increase of $1.2 million. On March 27, 2009, the settlement was approved as filed.

Cost Recovery and Trackers. A significant portion of the distribution companies’ revenue is related to the recovery
of gas costs, the review and recovery of which occurs via standard regulatory proceedings. All states require
periodic review of actual gas procurement activity to determine prudence and to permit the recovery of prudently
incurred costs related to the supply of gas for customers. NiSource distribution companies have historically been
found prudent in the procurement of gas supplics to serve customers.

Certain operating costs of the NiSource distribution companies are significant, recurring in nature, and generally
outside the control of the distribution companies. Some states allow the recovery of such costs via cost tracking
mechanismg, Such tracking mechanisms allow for abbreviated regulatory proceedings in order for the distribution
companies to implement charges and recover appropriats costs, Tracking mechanisms allow for more timely
recovery of such costs as compared with more traditional cost recovery mechanisms. Examples of such mechanisms
include GCR adjustment mechanisms, tax riders, and bad debt recovery mechanisms.

Comparability of Gas Distribution Operations line item operating results is impacted by regulatory trackers that
allow for the recovery in rates of certain costs such as bad debt expenses, Increases in the expenses that are the
subject of trackers, result in a corresponding increase in net revenues and therefore have essentially no impact on
total operating income resulis.

Certain of the NiSource distribution companies have completed rate proceedings involving infrastructure
replacement or are embarking upon regulatory initiatives to replace significant portions of their operating systems
that are nearing the end of their useful lives. Each LDC’s approach to cost recovery may be unique, given the
different laws, regulations and precedent that exist in each jurisdiction.

Gas Transmission and Storage Operations Regulatory Matters

Majorsville, PA Project. The Gas Transmission and Storage Operations segment executed three separate projects
totaling approximately $80 million in the Majorsville, PA vicinity to aggregate Marcellus Shale gas production for
downstream transmission. Fully contracted, the pipeline and compression assets allow Gas Transmission and
Storage Qperations to gather and deliver more than 325,000 Dth per day of Marcellus production gas to the
Majorsville MarkWest Liberty processing plants developed by MarkWest Liberty Midstream & Resources L.L.C.

In 2010, Columbia Transmission received approval from the FERC to refunctionalize certain transmission assets to
gathering and transferred these pipeline facilities to a newly formed affiliate, NiSource Midstream Services, LLC.
These facilities are included in providing non-FERC jurisdiction gathering services to producers in the Majorsville,
PA vicinity. Two of the three projects were completed and placed into service on August i, 2010, creating an
integrated gathering and processing system serving Marcellus production in southwestern Pennsylvania and northern
West Virginia. Precedent agreements were executed by anchor shippers in the fourth quarter of 2009, which were
superseded by the execution of long-term service agreements in August and September 2010. In the fourth quarter,
construction began on the third project on a pipeline to deliver residue gas from the Majorsville MarkWest Liberty
processing plants to the Texas Eastern Wind Ridge compressor station in southwestern Pennsylvania to provide
significant additional capacity to eastern markets. This third project is expected to go in service in the first quarter
2011,

Columbia Gulf Rate Case. On October 28, 2010, Columbia Gulf filed a rate case with the FERC, proposing a rate
increase and tariff changes. Among other things, the filing proposes a revenue increase of approximately $50
million to cover increases in the cost of services, which includes adjustments for operation and mainienance
expenses, capital investments, adjustments to depreciation rates and expense, rate of return, and increased federal,
state and local taxes.
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In response to changing natural gas markets, Columbia Gulf also proposes, on a prospective basis, a new rate design
to establish a single maximum recourse transportation rate for transportation anywhere on its system under a single
contract and a single nomination system. In addition to the rate adjustment and revigsed rate design, a number of
tariff changes are proposed within the filing. These revisions will update the Columbia Gulf tariff to be consistent
with industry practices and allow greater flexibility of service. On November 30, 2010, the FERC issucd an order
allowing new rates to become effective by May 2011, subject to refund.

Electric Operations Regulatory Matters

Significant Rate Developments. On June 27, 2008, Northern Indiana filed a petition for new electric base rates and
charges. The filing requested an increase in base rates calculated to produce additional gross margin of $85.7 million
when compared to a normalized test year ended December 31, 2007. On August 25, 2010, the IURC issucd an order
authorizing electric rates to reflect investments in reliability, environmental technology and other infrastructure
improvements.

Upon review of the order, NiSource has concluded that the overall impact is in line with the company’s expected
outcome for the case and its financial outlook. The IURC approved a rate base of $2,639.0 million and an overall
rate of return of 7.29%, which results in an allowed net operating income of $192.4 million. In conjunction with
approved expenses, the rate order approves rates designed to produce a margin of $899.0 million based on 2007 test
year volumes. The approved rate base includes the Sugar Creek Generating Station. Among other findings, the
IURC also approved revised depreciation accrual rates for eleciric and common plant, amortization of deferrals, and
two new tracking mechanisms, a Resource Adequacy Tracker and Regional Transmisston Organization Tracker
{RT0O). The TURC also found that Northern Indiana, before declaring or paying any dividends to NiSource must
provide the IURC notice at least 20 business days prior.

Consistent with Northern Indiana’s proposal, the IURC also approved a rate base that excludes Dean H. Mitchell
Generating Station and Michigan City Generating Station Urits 2 and 3. In accordance with ASC 980 (FAS 90,
Regulated Enterprises—Accounting for Abandonments and Disallowance of Plant Costs), Northern Indiana retired
the Dean H. Mitchell Generating Station and Michigan City Generating Station Units 2 and 3 during the third
quarter of 2010 as the plant is no longer used and useful. As a result of the order, construction work in progress,
materials and supplies and base coal of $0.6 million, $2.9 million and $0.8 million, respectively were expensed
during the third quarter as there were no remaining future economic benefits associated with these assets,

As part of the order, the IURC required Northern Indiana to file a compliance filing that includes updated tariffs for
approval within 30 days, and Northern Indiana made such filing on September 14, 2010. New rates cannot be
mplemented until the IURC approves the filed tariff, and the IURC outlined a process that allows the parties an
opportunity to contest the compiiance filing, and various parties have filed such contests. The IURC held a
procedural attorney’s confercnce regarding the compliance filing on October 8, 2010. Several parties have also filed
an appeal of the IURC order to the Indiana Court of Appeals. Afier receipt of the prehearing conference order in
Northern Indiana’s November 19, 2010 rate case filing (discussed below), Northern Indiana, along with the OUCC,
the City of Hammond, and LaPorte County, filed a motion to vacate the compliance filing procedural schedule and
hold it in abeyance to permit parties to focus on the 2010 electric raie case filing. If granted, rates and tariffs filed in
compliance with the order would not go into effect. The motion is pending.

Northern Indiana filed a petition for reconsideration with the ITURC on September 14, 2010 to clarify that the
effective date of certain aspects of the case including the new depreciation rates, commencement of amortization of
deferred balances and discontinuance of further regulatory deferrals and the $55.0 million bill credit should coincide
with the IURC’s approval of new customer rates. On October 22, 2010, the IURC issued a docket entry clarifying
that this interpretation is correct.

On November 19, 2010, Northern Indiana filed a petition for new clectric base rates and charges. The filing
requests an increase in base rates calculated to produce additional gross revenue of $75.7 million when compared to
a normalized test year ended June 30, 2010. This is calculated to provide the opportunity to earn a return of 7.70%
on net original cost rate base of $2,706 million. If approved, the rates from this new petition would replace any
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other existing rates, including those that may be approved by effect of the August 25, 2010 rate order. The proposed
rates would ease bill impacts on residential customers, while still allowing Northern Indiana to continue investing in
service, reliability and infrastructure improvements. Northern Indiana filed the proceeding under the 1URC’s
minimum standard filing requirements preseribing timeframes for issuance of an order if required information is
supplied as part of the rate case filing. The IURC held its prehearing conference on December 17, 2010 and issued a
prehearing conference order on Janary 5, 2011. The parties agreed to and the IURC ordered a procedural schedule
that includes a bifurcated hearing. The evidentiary hearing on Northern Indiana’s case-in~chief is scheduled for the
week of February 28, 2011, and the evidentiary hearing for the remainder of the case is scheduled for the weeks of
July 11, 2011 and July 25, 2011. The casc is scheduled to be fully briefed by September 30, 2011 and an Order is
anficipated by the end of 201 [ with the implementation of new rates anticipated in the first quarter of 2012.

Northemn Indiana received a favorable regulatory order on February 18, 2009 related to its actions to increase its
electric generating capacity and advance its electric rate case. Acting on a settlement reached among Northern
Indiana and its regulatory stakeholders, the IURC ruled that Northern Indiana’s Sugar Creek electric generating
plant was in service for ratemaking purposes as of December I, 2008. The IURC also approved the deferral of
depreciation expenses and carrying costs associated with the $330 million Sugar Creek investment, Northemn
Indiana purchased Sugar Creek on May 30, 2008 and effective December 1, 2008, Sugar Creek was accepted as an
interna! designated network resource within the MISO. The Sugar Creek investment was included in the rate base as
part of the IURC’s August 25, 2010 rate order. Northern Indiana will continue to defer depreciation expenses and
carrying costs associated with the $330.0 million Sugar Creek investment until the IURC approves new customer
rates. The annual deferral for Sugar Creek is reduced by the annual depreciation on the Mitchell plant of $4.5
million, pursuant to the FAC-7] settlement. The TURC also approved a five year amortization of balances that were
deferred as of December 31, 2009 and such amortization will commence with the IURC’s approval of new customer
rates.

During 2002, Northern Indiana settled certain regulatory matters related to an clectric rate review. On September
23, 2002, the TURC issued an Order adopting most aspects of the settlement. The Order approving the settlement
provides that certain electric customers of Northern Indiana will receive bill credits of approximately $55.1 million
each year. The credits will continue at approximately the same annual level and per the same methodology, until the
TURC approves new customer rates. Credits amounting to $60.53 million, $56.1 million and $33.9 million were
recognized for electric customers for 2030, 2009 and 2008, respectively.

On December 9, 2009, the ITURC issued an order in its gencric DSM investigation proceeding establishing an overall
annual energy savings goal of 2% to be achieved by Indiana jurisdictional electric utilities in 10 years, with interim
savings goals established in years one through nine. Under the order, Northern Indiana and other jurisdictional
electric utilities must file DSM plans on July 1, 2010, 2013, 2016, and 2019, with annual updates in the interim
periods. The TURC requires that certain core programs be established and administered by an independent third
party. The IURC did not make any specific findings with respect to cost recovery issues. In compliance with the
December 9, 2009 Order, on March 16, 2010 Northern Indiana filed a proposal for a mechanism to recover the costs
associated with these energy efficiency programs, including lost revenue. On June 17, 2010, Northern Indiana filed
for approval of its energy efficiency programs, recovery of program costs and lost revenue, and its proposed
performance incentive level and methodology.

MISO. As part of Northern Indiana’s participation in the MISO transmission service, wholesale energy and
ancillary service markets, certain administrative fees and non-fuel costs have been incurred. IURC orders have been
issued authorizing the deferral for consideration in a future rate case proceeding of certain non-fuel related costs
ingurred after Northern Indiana’s rate moratorium, which expired on July 31, 2006. Northem Indiana proposed
recovery of the cumulative amount of net non-fuel charges that were deferred as of December 31, 2008, and to
recover, through a tracker, charges deferred between December 31, 2008 and the IURC’s approval of new customer
rates in this case. During 2010, MISO costs of $10.2 miilion were deferred, while $3.5 million were deferred in
2009. As of December 31, 2010, Northern Indians had deferred a total of $36.6 million of MISO costs, In the rate
order issued on August 25, 2010, the IURC approved an RTO tracker for recovery of MISO non-fuel costs and
revenues and off-system sales sharing and ordered that purchased power costs and fuel-related MISO charge types
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be recovered in the FAC. The IURC also approved a purchase capacity tracker referred to as the Resource
Adeguacy Tracker. Neither tracker will be implemented until the [URC approves new customer rates.

On November 7, 2008, the FERC issued an Order clarifying the RSG First Pass calculation and requiring the MISO
to resettle the RSG market uvsing the correct calculation and to pay refunds, or assess surcharges, to market
participants, as appropriate, to correct a misinterpretation of an order issued by FERC in April 2006. Northern
Indiana believes that the original order would have entitled Northern Indiana to a refund, with the amount subject to
calculation by MISO. On June 12, 2009, however, the FERC issued an order on rehearing in which it affirmed its
prior order clarifying the method to calculate the RSG First Pass rate, but reversed its ruling requiring the MISO to
pay refunds, and coltect surcharges, on equitable grounds. Northern Indiana has asked the FERC to reconsider its
decision to deny refunds and that request remains pending. MISO’s implementation of the FERC’s April 2006
Order on the RSG First Pass calculation resulted in several million dollars of surcharges to Northern Indiana through
market resettlements implemented during the summer of 2007. As a result, Northern Indiana and Ameren jointly
filed a complaint with the FERC on August 10, 2007, contending that the RSG rates in effect were unjust and
unreasonable. On November 10, 2008, the FERC issued an Order granting these complaints and ordering the MISO
to caleulate refunds and surcharges, as appropriate, back to the date of the complaint filed by Northern Indiana and
Ameren, as authorized by Section 206 of the Federal Power Act. On May 6, 2009, however, the FERC issued an
Order that upheld its decision granting the complaint, but largely reversed its directive requiring MISO to pay
refunds, and collect surcharges, on equitable grounds. The FERC affirmed the refund and surcharge requirement
only for those transactions that occurred after the date of the November 10, 2008 Order, instead of August 10, 2007,
as it had previously required. Northern Indiana and Ameren requested rehearing of the FERC’s May 6, 2009 Order,
and the FERC issued three orders regarding the issue on August 30, 2010. Northern Indiana has requested
reconsideration of two of the orders.

MISO and PIM Interconnection undertook a joint effort in April and May 2009 to identify a source of unaccounted
flows on several coordinated flowgates. The analysis found that certain PIM Interconnection generating units that
were once associated with unit-specific capacity sales were erroneously excluded from PIM Interconnection’s
matket flows, which significantly affected the congestion price on reciprocally coordinated flowgates on Northern
Indiana systems. Higher PJM Interconnection market flows on congested flowgates would have resulted in higher
payments to MISO by PJM Interconnection during market to market coordination since April 1, 2005, The model
was fixed on June 18, 2009. On January 4, 2011, the Midwest ISO and PJM Interconnection jointly filed a
settlement agreement, which is pending FERC approval, to resolve the disputed market-to market transactions that
occurred prior to June, 2009. The settlement agreement provides for a review of existing procedures for
implementing the joint operating agreement, a process for reviewing future changes to implementation procedures,
and enhanced access to cach party’s data. In addition, there was a release and discharge of all claims by any market
participant related to the joint operating agreement for all events that occurred prior to the filing of the January 4,
2011 settlement agreenient.

Cost Recovery and Trackers, A significant portion of Northern Indiana’s revenue is related to the recovery of fuel
costs to generate power and the fuel costs refated to purchased power. These costs are recovered through a FAC, a
standard, quarterly, “summary” regulatory proceeding in Indiana. Various intervenors, inciuding the OUCC, had
taken issue with the allocation of cosis included in Northern Indiana’s FAC-80, FAC-81 and FAC-82, which cover
the reconciliation of April — December 2008. The IURC granted a sub-docket to consider such issues in those
filings. The intervening parties and Northem Indiana discussed procedures to eliminate these concems and to
resolve them for the historical periods. On November 4, 2009 the IURC approved a settlement agreement which
calls for a credit of $8.2 million to be provided to FAC customers beginning in November 2009, less any amount for
attorney’s fees and expenses.

As part of a settlement agreement which resolved issues surrounding purchased power costs, Northern Indiana
implemented a new “benchmarking standard,” that became effective in October 2007, which defines the price above
which purchased power costs must be absorbed by Northern Indiana and are not permitted to be passed on to
ratepayers. The benchmark is based upon the costs of power generated by a hypothetical natural gas fired unit using
gas purchased and delivered to Northern Indiana and a set sharing mechanism. The agreement also contemplated
Northern Indiana adding generating capacity fo its existing portfolio by providing for the benchmark 1o be adjusted
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as new capacily is added. The dispaich of Sugar Creek into MI1SO on December 1, 2008 triggered a change in the
benchmark, whereby the first 500 mw tier of the benchmark provision was eliminated. During 2010 and 2009, the
amount of purchased power costs exceeding the benchmark amounted to $0.4 million and $1.0 million, respectively,
which was recognized as a net reduction of revenues. In the rate order issued on August 25, 2010, the I[URC
approved the continued use of a purchased power benchmark that is consistent with the IPL and Vectren South
methodologies and includes a modification that may reduce the purchased power volumes subject to the benchmark.

Northern Indiana has approval from the IURC to recover certain cnvironmental related costs through an ECT.
Under the ECT, Northern Indiana is permitted to recover (1) AFUDC and a return on the capital investment
expended by MNorthern Indiana to implement IDEM’s NOx SIP and CAIR and CAMR compliance plan projects
through an ECRM and (2) related operation and maintenance and depreciation expenses once the environmenial
facilities become operational through an EERM. The IURC approved the continued use of the ECRM and the
EERM trackers in the August 25, 2010 rate order and Northern Indiana has requested similar treatment in the
November 19, 2010 filing. When the IURC approves new customer rates, the cost relating to environmental projects
that were in service as of the filed test year will be recovered through base rates and will no longer be tracked
through the ECRM and EERM,

The TURC has authorized Northern Indiana to recover costs relating to qualified pollution control projects estimated
to cost $514 million, which includes new projects at the R.M. Schahfer Generating Station approved by the IURC’s
December 29, 2010 Order, On February 4, 2011 Northern Indiana filed ECR-17 and EER-8, which included $281
million {capital expenditure net of accumulated depreciation} of such capital costs and operating and maintenance
oxpenses of $27 million for the year ended December 31, 2010. In the first quarter of 2011, Northern Indiana
anticipates it will file a petition with the JURC for a certificatc of public convenience and necessity for the
construction of additional environmental projects required to comply with the NOV consent decree lodged in the
United States District Court for the Northern District of Indiana on January 13, 2611,

9, Risk Management and Energy Marketing Activities

NiSource is exposed to certain risks relating to its ongoing business operations. The primary risks managed by
using derivative instruments are commodity price risk and interest rate risk. Derivative natwal gas contracts are
entered into to manage the price risk associated with natural gas price volatility and to secure forward natural gas
prices. Interest rate swaps arc entered into to manage interest rate nisk associated with NiSource’s fixed-rate
borrowings. NiSource designates many of its commodity forward contracts as cash flow hedges of forecasted
purchases of commodities and desighates its interest rate swaps as fair value hedges of fixed-rate borrowings.
Additionally, certain NiSource subsidiaries enter into forward physical contracts with various third parties to procure
or sell natural gas or power. These forward physical contracts are derivatives which may qualify for the normal
purchase and normal sales cxception which would not require mark-to-market accounting.

Accounting Policy for Derivative Instraments. The ASC topic on accounting for derivatives and hedging
reguires an entity to recognize all derivatives as either assets or liabilities on the Consolidated Balance Sheets at fair
value, unless such contracts are exempted such as a normal purchase and normal sale contract under the provisions
of the ASC topic. The accounting for changes in the fair value of a detivative depends on the intended use of the
derivative and resulting designation.

NiSource uses a variety of derivative instruments (exchange traded futures and options, physical forwards and
options, basis contracts, financial commodity swaps, and interest rate swaps) to effectively manage its commodity
price risk and interest rate risk exposure. [f certain conditions arc met, a derivative may be specifically designated
as (a) a hedge of the exposure to changes in the fair value of a recognized asset or liability or an unrecognized firm
commitment, or (b) a hedge of the exposure to variable cash flows of a forecasted transaction. In order for a
derivative contract to be designated as a hedge, the relationship between the hedging instrument and the hedged item
ar transaction must be highly effective. The effectiveness test is performed at the inception of the hedge and each
reporting period thereafter, throughout the period that the hedge is designated. Any amounts determined to be
ineffective are recognized currently in earnings. For derivative contracts that qualify for the normal purchase and
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normal sales exception, a contract’s fair value is not recognized in the Consolidated Financial Statements until the
contract is settled.

Unrealized and realized gains and losses are recognized each period as components of accumulated other
comprehensive income (loss), regulatory assets and liabilities or earnings depending on the designation of the
derivative instrument. For subsidiaries that utilize derivatives for cash flow hedges, the effective portions of the
gains and losses are recorded to accumulated other comprehensive income (loss) and are recognized in eamings
concurrent with the disposition of the hedged risks. If a forecasted transaction corresponding to a cash flow hedge is
no longer probable to occur, the accumulated gains or losses on the derivative are recognized currently in earnings.
For fair value hedges, the gains and losses are recorded in earnings each period together with the change in the fair
value of the hedged item. As a result of the rate-making process, the rate-regulated subsidiaries generally record
gains and losses as regulatory liabilities or asscts and recognize such gains or losses in earnings when both the
contracts settle and the physical commodity flows. These gains and losses recognized in carnings are then
subsequently recovered or passed back to customers in revenues through rates. When gains and losses are
recognized in earnings, they are recognized in cost of sales for derivatives that correspond to commedity risk
activities and are recognized in interest expense for derivatives that correspond to interest-rate risk activities.

NiSource has elected not to net fair value amounts for its derivative instruments or the fair value amounts
recognized for its right to receive cash collateral or obligation to pay cash collateral arising from those derivative
instruments recogmized at fair value, which are executed with the same counterparty under a master netting
arrangement. NiSource discloses amounts recognized for the right to reclaim cash collateral within “Restricted cash”
and amounts recognized for the right to return cash collateral within current liabilities on the Consolidated Balance
Sheets.

Commodity Price Risk Programs. NiSource and NiSource’s utility customers are exposed to variability in cash
flows associated with natural gas purchases and volatility in natural gas prices, NiSource purchases natural gas for
sale and delivery to its retail, commercial and industrial customers, and for most customers the variability in the
market price of gas is passed through in their rates. Some of NiSource’s utility subsidiaries offer programs where
variability in the market price of gas is assumed by the respective utility. The objective of NiSource’s commodity
price risk programs {s to mitigate this gas cost variability, for NiSource or on behalf of its customers, associated with
natural gas purchases or sales by economically hedging the various gas cost components by using a combination of
futures, options, forward physical contracts, basis swap contracts or other derivative contracts, Northern Indiana
also uses derivative contracts to minimize risk associated with power price volatility. These commeodity price risk
prograrns and their respective accounting treatment are described below.

Northern Indiana, Northemm Indiana Fuel and Light, Kokomo Gas, Columbia of Pennsylvania, Columbia of
Kentucky, Columbia of Maryland and Columbia of Virginia use NYMEX derivative contracts to minimize risk
associated with gas price volatility. These derivative programs must be marked to fair value, but becausc these
derivatives are used within the framework of the companies’ GCR mechanism, regulatory assets or liabilities are
recorded to offset the change in the fair value of these derivatives.

Northern Indiana, Columbia of Pennsylvania and Columbia of Virginia offer a fixed price program as an alternative
to the standard GCR mechanism. These services provide customers with the opportunity to either lock in their gas
cost or place a cap on the gas costs that would be charged in future months. In order to hedge the anticipated
physical purchases associated with these obligations, forward physical contracts, NYMEX futures and NYMEX
options are used to secure forward gas prices. The accounting treatment elected for these contracts is varied
whereby certain of these contracts have been accounted for as cash flow hedges while some contracts are not. The
normal purchase and normal sales exception is elected for forward physical contracts associated with these programs
where delivery of the commodity is probable to occur.

Northern Indiana also offers a DependaBill program to its customers as an alternative to the standard tariff rate that
is charged to residential customers. The program allows Northern Indiana customers 1o fix their total monthly bill in
future months at a flat rate regardless of gas usage or commodity cost. In order to hedge the anticipated physical
purchases associated with these obligations, forward physical contracts, NYMEX futures and NYMEX options have
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been used to secure forward gas prices. The accounting treatment elected for these contracts is varied whereby
certain of these contracts have been accounted for as cash flow hedges while some contracts are not. The normal
purchase and normal sales exception is elected for forward physical contracts associated with these programs where
delivery of the commodity is probable to oceur,

Northern Indiana enters into gas purchase contracts at first of the month prices that give counterparties the daily
option to either sell an additional package of gas at first of the month prices or recall the original volume to be
delivered. Northern Indiana charges a fee for this option. The changes in the fair value of these options are
primarily due to the changing expectations of the future intra-month volatility of gas prices. These written options
are derivative instruments, must be marked to fair value and do not meet the requirement for hedge accounting
treatment. However, Northern Indiana records the related gains and losses associated with these transactions as a
regulatory asset or liability.

Columbia of Kentucky, Columbia of Ohio, Columbia of Pennsylvania, and Columbia of Maryland enter into
contracts that allow counterparties the option to sell gas to them at first of the month prices for a particular month of
delivery. These Columbia LDCs charge the counterparties a fee for this option. The changes in the fair value of the
options are primarily due to the changing expectations of the future intra-month volatility of gas prices. These
Columbia LDCs defer a portion of the change in the fair value of the options as either a regulatory asset or liability
based on the regulatory customer sharing mechanisms in place, with the remaining changes in fair value recognized
currently in earnings.

As part of the MISQ Day 2 initiative, Northern Indiana was allocated or has purchased FTRs. These FTRs help
Northern Indiana offset congestion costs due to the MISO Day 2 activity. The FTRs are marked to fair value and
are not accounted for as a hedge, but since congestion costs are recoverable through the fuel cost recovery
mechanism, the related gains and losses associated with marking these derivatives to market are tecorded as a
regulatory asset or liability. In the second quarter of 2008, MISO changed its allocation procedures from an
allocation of FTRs to an allocation of ARRs, whereby Northern Indiana was allocated ARRs based on its historical
use of the MISO administered transmission system. ARRs entitle the holder to a stream of revenues or charges
based on the price of the associated FTR in the FTR auction. ARRs are not derivatives and are convertible to FTRs.
Northern Indiana purchased FTRs in the second quarter of 2009 and 2010 for a 12 month period starting June 1 for
each respective year.

NiSource is in the process of winding down its unregulated natural gas marketing business, where gas derivatives
are utilized to hedge expected future gas purchases and sales. Prior to the decision to wind down this business in the
second quarter of 2009, the financial derivatives associated with commercial and industrial gas sales were accounted
for as cash flow hedges, NiSource also has corresponding forward physical sales contracts of natural gas with
customers. These forward physical sales contracts are derivatives that have generally qualified for the normal
purchase and normal sales exception, which NiSource had elected prior to the decision to wind down the business in
2({}9. As a result of the decision to wind down the business, certain forecasted transactions were no longer probable
to occur, which triggered the mark-to-market treatment of certain forward sales contracts that were previously
exemipt under the normal purchase and normal sale exception. In addition, the mark-to-market gains and losses
deferred in accumulated other comprehensive income (loss) related to certain financial derivatives accounted for as a
cash flow hedge were recognized in income. NiSource established a reserve of 36.4 million and $9.2 million against
certain denivatives as of December 31, 2010 and December 31, 2009, respectively. This amount represents reserves
related to the creditworthiness of certain customers, fair value of future cash flows, and the cost of maintaining
significant amounts of restricted cash. Refer to Note 4, “Discontinued Operations and Assets and Liabilities Held
for Sale,” in the Notes to Consolidated Financial Statements for additional information. The physical sales contracts
marked-to-market had a fair value of approximately $154.4 million at December 31, 2010 and $126.9 million at
December 31, 2009, while the financial derivative contracts marked-to-market had a fair value loss of $137.5
million at December 31, 2010, and $114.6 million at December 31, 2009.
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Commodity price risk program derivative contracted gross volumes are as follows:

December 31, 2010 December 31, 2009

Commodity Price Risk Program:

Gas price volatility program derivatives (MMDth) 284 264
Price Protection Service program detivatives (MMDth) 1.6 1.6
DependaBill program derivatives (MMDth) 0.4 0.6
Regulatory incentive program derivatives (MMDth) 2.0 0.9
Gas marketing program derivatives (MMDth)® 48.2 74.7
Gas marketing forward physical derivatives (MMDth)"” 48.0 79.6
Electric energy program FTR derivatives (mw) 8,279.1 1,343.7

{a) DBasis contract volumes not included in the above table were 42.0 MMDik and 82.3 MMDth as of December
31, 2010 and December 31, 2009, respectively.

(b)  Basis contract volumes not included in the above table were 52.1 MMDth and 85.4 MMDth as of December
31,2010 and December 31, 2009, respectively.

Interest Rate Risk Activities. NiSource recognizes that the prudent and selective use of derivatives may help it to
lower its cost of debt capital and manage its interest rate exposure. NiSource Finance has entered into various
"receive fixed"” and "pay floating” interest rate swap agreements which modify the interest rate characteristics of its
outstanding long-term debt from fixed to variable rate. These interest rate swaps also serve to hedge the fair market
value of NiSource Finance's outstanding debt portfolio, As of December 31, 2010, NiSource had $7.4 billion of
outstanding debt, of which $500.0 million is subject to fluctuations in interest rates as a result of the fixed-to-
variable interest rate swap transactions. These interest rate swaps are designated as fair value hedges. NiSource had
no net gain or loss recognized in earnings due to hedging ineffectiveness from prior years.

On May 12, 2004, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional
amount of $660 million with six counterparties having a 6 1/2-year term. NiSource Finance received payments
based upon a fixed 7.875% interest rate and paid a floating interest amount based on U.S. 6-month BBA LIBOR
plus an average of 3.08% per annum. There was no exchange of premium at the initial date of the swaps. On
September 15, 2008, NiSource Finance terminated a fixed-to-variable interest rate swap agreement with Lehman
Brothers having a notional amount of $110 million. NiSource Finance elected to terminate the swap when Lehman
Holdings Inc., guarantor under the applicable International Swaps and Derivatives Association agreement, filed for
Chapter 11 bankruptcy protection on September 14, 2008, which constituted an event of default under the swap
agreement between NiSource Finance and Lehman Brothers Special Financing Inc. The mark-to-market closc-out
value of this swap at the September 15, 2008 termination date was determined to be $4.8 million and was fully
reserved in the third quarter of 2008. The termination of this swap did not impact NiSource’s ability to assert hedge
accounting for its remaining fixed-lo-variable interest rate swap agreements. On November 15, 2010, the term of the
remaining $550.0 million of interest rate swaps expired, and the swaps were terminated.

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

Contemporaneously with the issuance on September 16, 2005 of $1 billion of its 5.25% and 5.45% notes, NiSource
Finance settled $900 million of forward starting interest rate swap agreements with six counterparties. NiSource
paid an aggregate settlement payment of $35.5 million which is being amortized from accurnulated other
comprchensive loss to interest expense over the term of the underlying debt, resulting in an effective interest rate of
5.67% and 3.88%, respectively. As of December 31, 2010, accumulated other comprehensive loss includes
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$12.9 million related to forward starting interest rate swap settlement. These derivative contracts are accounted for
as a cash flow hedge.

As of December 31, 2010, NiSource holds a 47.5% interest in Millennium. During 2008, Millennium entered into
various intercst rate swap agreements in order to protect against the risk of increasing interest rates. During
Angust 2010, Millennium completed the refinancing of its long-term debt, securing permanent fixed-rate financing
through the private placemient issuance of two tranches of notes totaling $725.0 million, $375.0 million at 5.33% due
June 30, 2027, and $350.0 million at 6.00% due June 30, 2032, Upon the issuance of these notes, Millennium repaid
all outstanding borrowings under the credit agreement, terminated the sponsor guarantee and cash settled the interest
rate hedges. These interest rate hedges were primarily accounted for as cash flow hedges by Millennium. As an
equity method investment, NiSource is required to recognize a proportional share of Millennium’s OCL The
remaining unrealized loss of $21.1 million, net of tax, related to these terminated interest rate swaps is being
amortized into carnings using the effective interest method through interest expense as interest payments are made
by Millennium,.

NiSource’s location and fair value of derivative instruments on the Consolidated Balance Sheets were:

Asset Derivatives {in millions) December 31, 2010 December 31, 2009
Balance Sheet Location Fair Value Fair Value

Derivatives designated as hedging instruments
Interest rate risk activities

Price risk management assets (current) 5 -3 .
Price risk management assets (noncurrent) 61.1 68.2
Total derivatives designated as hedging instruments 5 61.1 $ 68.2

Derivatives not designated as hedging instrements
Commodity price risk programs

Price risk management assets (current) b 1595 § 173.3

Price risk management assets (noncurrent) 179.2 169.4
Total derivatives not designated as hedging instruments % 338.7 § 342.7
Total Asset Derivatives 5 399.8 3 4109
Liability Derivatives (in millions) December 31,2010 December 31, 2009

Balance Sheel Location Fair Value Fair Value

Derivatives designated as hedging instruments
Commodity price risk programs

Price risk management habilities (current) % 1.0 % 1.0
Price risk management liabilities (noncurrent) 0.2 0.5
Total derivatives designated as hedging instruments b 1.2 % 1.5

Derivatives not designated as hedging instruments
Commaodity price risk programs

Price risk management liabilities (current) 3 1729 § 189.1
Price risk management liabilities (noncurrent) 181.4 169.7
Total derivatives not designated as hedging instruments $ 3543 § 358.8
Total Liability Derivatives $ 3555 5 3603
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The effect of derivative insttuments on the Statements of Consolidated Income were:

Derivatives in Cash Flow Hedging Relationships

Twelve Months Ended, (in millions)

Amount of Gain
Recognized in OCI on
Derivative (Effective Portion)
Derivatives in Cash Flow

Hedging Relatignships Dec. 31, 2010 Dec. 31, 2009 Dec. 31, 2008
Commodity price risk programs 3 0.1 % 1173 % {148.9)
Interest rate risk activities 1.5 1.5 1.5
Total ¥ 1.6 % 1188 S (147.4)

Amount of Gain (Loss)
Reclassified from AQCI into

Location of Gain (Loss} Income (Effective Portion}
Reclassificd from AOQCI
into Income (Effective Portion) Dec. 31, 2010 Dec. 31, 2009 Dec. 31, 2008
Cost of sales 5 1.2 § (89.4) $ 16.7
Interest expense, net (2.6) - -
Total $ (1.4) § (89.4) § 16.7

Twelve Months Ended, (in millions)
Amount of Gain (Loss)
Recognized in lncome

Location of Gain (Loss) of Derivative (Ineffective
Recognized in Income Portion and Amount Excluded
on Derivative (Ineffective from Effcctiveness Testing)
Derivatives in Cash Flow Portion and Amount Excluded Dec. 31, Dec. 31, Dec. 31,
Hedging Relationships from Effectiveness Testing) 2010 2009 2008
Commodity price risk programs  Cost of Sales g -5 -3 -
Interest rate risk activities Interest expense, net - - (0.3)
Total $ - % -3 (0.3)

It is anticipated that during the next twelve months the expiration and settlement of cash flow hedge contracts will
result in income statement recognition of amounts currently classified in accumulated other comprehensive income
(loss) of approximately $0.8 million of loss, net of taxes.
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Derivatives in Fair Value Hedging Relationships

Twelve Months Ended, (in millions)

Location of Gain (Loss) Amount of Gain (Loss) Recognized
Derivatives in Fair Value Recognized in Income in Income on Derivatives
Hedging Relationships on Derivatives Dec. 31, 2010 Dec. 31, 2009 Dec. 31, 2008
Interest rate risk activities Interest expense, net $ (3.7)% (29.5)$ 80.5
Total $ {8.7)% (29.5)% 80.5
Twelve Months Ended, (in millions)
Location of Gain (Loss) Amount of Gain (Loss) Recognized in Income on
Hedged Ttern in Fair Value Recognized in Income on Related Hedged Items
Hedge Relationships Related Hedged Item Dec. 31,2010 Dec. 31,2009  Dec. 31, 2008
Interest rate risk activities Interest expense, net $ 87 % 295 § {80.5)
Total 3 87 % 295 % {80.5)

Derivatives not designated as hedging instruments

Twelve Months Ended, (in millions)
Amount of Realized/Unrealized
Gain (Loss) Recognized in

Location of Gain (Loss) Income on Derivatives *
Derivatives Not Designated as Recognized in Income Dec. 31, Dec, 31, Dec. 31,
Hedging Instruments on Derivatives 2010 2009 2008
Commodity price risk programs Gas Distribution revenues § (55.6) § {61.7) % (32.0)
Commodity price risk programs Other revenues 115.3 172.0 -
Commodity price risk programs Cost of Sales (95.4) 70.5 0.3
Total 3 (35.7) § 180.8 & 31.7)

* For the amounts of realized/unrealized gain (loss) recognized in income on derivatives disciosed in the table above,
losses of $36.7 million, $64.4 million, and $31.4 million for 2010, 2009 and 2008, respectively, were deferred per
regulatory orders. These amounts will be amortized to income over future periods up to twelve months per regulatory
order.

During the second quarter of 2009, NiSource reclassified $126.4 million ($75.1 million, net of tax) related to its cash
flow hedges from accumulated other comprehensive income (loss) to Cost of Sales due to the probability that certain
forecasted transactions would not occur related to the unregulated natural gas marketing business that NiSource had
planned to sell. Mo additional reclassifications from accumulated other comprehensive income (loss) to Cost of
Sales due to the probability that certain forecasted transactions would not occur were recorded during 2010 or 2008.

NiSource’s derivative instruments measured at fair value as of December 31, 2010 and 2009 do not contain any
credit-risk-related contingent features.

Certain NiSource affiliates have physical commodity purchase agreements that contain “ratings triggers™ that require
increases in collateral if the credit rating of NiSource or certain of its affiliates are rated below BBB- by Standard &
Poor’s or below Baa3 by Moody’s. These agreements are primarily for the physical purchase or sale of natural gas
and electricity, As of Decermber 31, 2010, the collateral requirement from a downgrade below the ratings trigger
levels would amount to approximately $0.1 million. In addition to agreements with ratings triggers, there are some
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agreements that contain “adequate assurance” or “material adverse change™ provisions that could result in additional
credit support such as letters of credit and cash collateral to transact business.

NiSource had $198.3 miilion and $173.2 million of cash on deposit with brokers for margin requirements associated
with open derivative positions reflected within “Restricted cash” on the Consolidated Balance Sheets as of
December 31, 2010 and Decernber 31, 2009, respectively.

10, Variable Interest Entities and Equity Investments

A. Variable Interest Entities.

In June 2009, the FASB issued authoritative guidance to amend the manner in which entities evaluate whether
consolidation is required for VIEs. NiSource adopted the guidance on January 1, 2010, See Note 2, “Recent
Accounting Pronouncements,” regarding the consolidation of variable interest entities.

In general, a VIE is an entity which (1) has an insufficient amount of at-risk equity to permit the entity to finance its
activittes without additional financial subordinated support provided by any parties, (2) whose at-risk equity owners,
as a group, do not have power, through voting rights or similar rights, to direct activities of the entity that most
significantly impact the entity’s economic performance or (3) whose at-risk owners do not absorb the entity’s losses
or receive the entity’s residual return. A VIE is required to be consolidated by a company if that company is
determined to be the primary beneficiary of the VIE.

NiSource consolidates those VIEs for which it is the primary beneficiary. Prior to the adoption of the new FASB
guidance on consolidation of variable interest entities, the prevalent method for determining the primary beneficiary
was through a quantitative method. With the adoption of the guidance, NiSource also considers qualitative elements
in determining the primary beneficiary. These qualitative measures include the ability to control an entity and the
obligation to absorb losses or the right to receive benefits.

NiSource’s analysis under this standard includes an assessment of guarantees, opcrating leases, purchase
agreements, and other contracts, as well as its investments and joint ventures. For items that have been identified as
variable interests, or where there is involvement with an identified variable interest entity, an in-depth review of the
relationship between the relevant entities and NiSource is made to evaluate qualitative and quantitative factors to
determine the primary beneficiary, if any, and whether additional disclosures would be required under the current
standard.

At Decamber 31, 2010, consistent with prior periods, NiSource consolidated its low income housing real estate
investments from which NiSource derives certain tax benefits. Based on the newly adopted guidance on the
consolidation of variable interest entities, these investments met the definition of a VIE. As of December 31, 2010,
NiSource is a 99% limited partner with a net investment of approximately $0.3 million. Consistent with prior
periods, NiSource evaluated the natyre and intent of the low income housing investments when determining the
primary beneficiary. NiSource concluded that it continues to be the primary beneficiary. Subject to certain
conditions precedent, NiSource has the contractual right to take control of the low income housing properties. At
December 31, 2010, gross assets of the low income housing real estate investments in continuing operations were
$28.4 millien. Current and non-current assets were $0.8 million and $27.6 million, respectively. As of December 31,
2010, NiSource recorded long-term debt of approximately $10.9 million as a result of consolidating thesc
investments, However, this debt is nonrecourse to NiSource and NiSource’s direct and indirect subsidiaries.
Approximately $0.4 million of the assets are vestricted to settle the obligations of the entity.

Northern Indiana has a service agreement with Pure Air, a general partnership between Air Products and Chemicals,
Inc. and First Air Partners LP, under which Purc Air provides scrubber services to reduce sulfur dioxide emissions
for Units 7 and § at the Bailly Generating Station. Services under this contract commenced on July 1, 1992, and
Northern Indiana pays for the services under a combination of fixed and variable charges. The agreement provides
that, assuming various performance standards are met by Pure Air, a termination payment would be due if Northern
Indiana terminated the agreement prior to the end of the twenty-year contract period. Northern Indiana has made an
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exhaustive cffort to obtain information needed from Pure Air to determine the status of Pure Air as a VIE. However,
Northern Indiana had not been able to obtain this information and as a result, it is unclear whether Pure Air is a VIE
and if Northern Indiana is the primary beneficiary. Northern Indiana will continue to request the information
required to determine whether Pure Air is a VIE.

B. Equity Investments. Certain investments of NiSource are accounted for under the equity method of
accounting. Income and losses from Millennium and Hardy Storage are reflected in Equity Earnings in
Unconsolidated Affiliates on NiSource’s Statements of Consolidated Income. These investments are integral to the
Gas Transmission and Storage Operations busingss. Incomc and losses from all other equity investments are
reflected in Other, net on NiSource’s Statements of Consolidated Income. All investments shown as limited
partnerships are limited partnership interests,

The following is a list of NiSource’s equity investments at December 31, 2010:

% of Voting Power

Investee Type of Investment or [nterest Held
The Wellingshire Joint Venture General Partnership 50.0
Hardy Storage Company, L.L.C. LLC Membership 50.0
Millennium Pipeline Company, L.L.C. LLC Membership 47.5
House Investments I - Midwest Corporate Tax Credit Fund, L.P. Limited Partnership 79
House Investments 11 - Midwest Corporate Tax Credit Fund, L_.P. Limited Partnership 4.3
Nth Power Technologies Fund 11, L.P. Limited Partnership 42
Nth Power Technologies Fund [I-A, L.P. Limited Partnership 4.2
Nth Power Technologies Fund IV, L.P. Limited Partnership 1.8

On August 27, 2008, NiSource Development Company sold its interest in FOF Transportation Company to Lehigh
Service Corporation for a pre-tax gain of $16.7 million included within “Other, net” on the Statements of
Consolidated income. JOF Transportation Company held a 40% interest in Chicago South Shore & South Bend
Railroad Co. and a 40% interest in Indiana Illinois Development Company, LLC.
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As the Millennium and Hardy Storage investments are considered integral to the Gas Transmission and Storage
Operations business, the following table contains condensed summary financial data. These investments are
accounted for under the equity method of accounting and, therefore, are not consolidated inte NiSource's
Consolidated Balance Sheets and Statements of Consolidated Income. These investments are recorded within
Unconsolidated Affiliates on the Consolidated Balance Sheets and Equity Earnings in Unconsolidated Affiliates on
the Statements of Consolidated Income.

Given the immaterial nature of the other equity investments, a condensed summary of financial data was not
determined to be necessary.

Year Ended December 31, (in millions) 2010 2009 2008

Millennium Pipeline
Statement of Income Data:

Net Revenues $ 1039 § 994 3% 3.1
Operating Income 55.9 501 2.0
Net Income 221 255 16.9
Balance Sheet Data:

Total Assets 1,060.6 1,096.1 1,043.0
Total Liabilities 7155 867.9 971.5
Total Members' Equity 3351 228.2 71.5

Hardy Storage

Statement of Income Data:

Net Revenues $ 239 § 233 % 23.6
Operating Income 16.2 15.2 15.4
Net Income 2.0 7.9 8.6
Balance Sheet Data:

Total Assets 184.8 206.7 2134
Total Liabilities 124.1 129.2 146.0
Total Members' Equity 60.7 77.5 674

Equity in the retained earnings of Millennium and Hardy Storage at December 31, 2010 was $27.9 million and $5.6
million, respectively. Contributions to equity investees were $87.9 million, $26.4 million, and $39.2 million for
2010, 2009 and 2008, respectively., The increase in 2010 was the result of cash required for Millennium’s
refinancing. Millennium returned $23.8 million of capital to Columbia Transmission during 2010, No distributions
were made during the same period last year. Hardy Storage distributed $12.9 million of eamings to each of its
partners during 2010,
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11. Income Taxes

The components of income tax expense were as follows:

Year Ended December 31, (in millions) 2010 2009 2008
Income Taxes
Current
Federal $ (61.8) & (197.00 % 315
Stale 3.2 {159y 16.6
Total Current (58.6) (212.9 45.1
Deferred
Federal 188.6 33235 167.8
State 17.4 52.2 (22.7)
Tutal Deferred 206.0 384.7 1451
Deferred Investment Credits (5.9 _(6.5) _(71.3)
Provision recorded as change in uncertain tax benefits - - (0.1)
Provision recorded as change in accrued interest - - 0.2
Income Taxes from Continuing Operations $ 1415 % 1653 § 186.0

Total income taxes from continuing operations were different from the amount that would be computed by applying
the statutory federal income tax rate to book income before income tax. The major reasons for this difference were
as follows:

Year Ended December 31, (in millions) 2010 2009 2008

Book income from Continuing Operations before
mcome taxes $ 4361 £ 3958 5§ 3566

Tax expense at statutory federal income tax rale 1526  35.0% 138.6 315.0% 194.8 35.0%

Increases (reductions) in taxes resulting from:
State income taxes, net of federal income tax benefit 13.3 3.0 236 6.0 4.0 (0.7}
Regulatory treatment of depreciation differences (16.2) 3.7 56 1.4 6.9 1.2
Amortization of deferred investment tax credits (5.9 (1.4) (6.5) (1.6) (7.3) (1.3}
Nondeductible expenses 1.8 0.4 7.2 1.8 19 03
Employee Stock Ownership Plan Dividends 2.9) ©.7) (2.2) (0.6} 2.0 (0.4)
Regulatory treatment of AFUDC-Equity (1.9 {0.4) (1.5 (0.5) (5.13 (0.9
Section 199 Electric Production Deduction - - (1.2) (0.3) (1.8) {0.3)
Tax accrual adjustments and other, net 0.7 0.2 2.1 0.6 2.6 0.5

Income Taxes from Continuing Operations $ 1415 324% § 1653 41.8% §  186.0 33.4%

The effective income tax rates were 32.4%, 41 8% and 33.4% in 2010, 2009 and 2008, respectively. The 9.4%
decrease in the overall effective tax rate in 2010 versus 2009 was primarily the result of 2010 rate settlements
allowing the flow through of certain iax benefits in rates. In 2009, the company recorded in its tax provision the
impact of certain nondeductible expenses, which increased tax expense $5.3 million, additional deferred income tax
expense of $9.7 million related primarily to state income tax apportionment changes, and a reduction in AFUDC-
Equity that increased tax expense by $3.2 million. In 2008, the effective tax rate was reduced by $14.9 million for
the change in Massachusetts state taxes discussed below.,

In the fourth quarter of 2010, NiSource received pertission from the Internal Revenue Service to change its method

of accounting for capitalized overhead costs under Section 263A of the Intemal Revenue Code. The change is
effective for the 2009 tax year. The company recorded a net long-term receivable of $31.5 million, net of uncertain
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tax positions, in the fourth quarter of 2010 to reflect this change. There was no material impact on the effective tax
rate as a result of this method change.

The 2010 Health Care Act includes a provision eliminating, effective January 1, 2013, the tax deductibility of retiree
health care costs to the extent of federal subsidies received under the Retiree Drug Subsidy program, When the
Retiree Diug Subsidy was created by the Medicare Prescription Drug, Improvement and Modermization Act of 2003,
NiSource recorded a deferred tax asset reflecting the exclusion of the expected future Retirce Drug Subsidy from
taxable income. At the same time, an offsetting regulatory liability was established to reflect NiSource’s obligation
to reduce income taxes collected in future rates. ASC Topic 740 — Income Taxes requires the impact of a change in
tax law to be immediately recognized in continuing operations in the income statement for the period that includes
the enactment date. In the first quarter of 2010, NiSource reversed its deferred tax assct of $6.2 million related to
previously excludable Retiree Drug Subsidy payments expected to be received after January 1, 2013, which was
completely offset by the reversal of the related regulatory liability.

During the third quarter of 2009, NiSource received permission from the IRS to change its tax method of
capitalizing certain costs which it applied on a prospective basis to the federal and state income tax returns filed for
its 2008 tax year. As a result of the new tax accounting method, NiSource recorded federal and state income tax
receivables of $295.7 million. Refunds of $263.5 million were received in October 2009, with additional refunds of
$25.3 million received in Drecember 2009 and January and February 2010, The balance of the refunds was received
during 2010. The tax loss for the 2008 tax year resulted in $1.2 million of additional federal income tax expense due
to the elimination of Section 199 deductions. The impact of certain state’s restrictions on loss carrybacks and
carryforwards resulted in a net charge to state income lax expense of $5.5 million.

During the third quarter of 2008, the Governor of Massachusetts signed into law a il that significantly changed the
Massachusetts corporate income lax regime. Under the new law, which became effective for tax years beginning on
or after January 1, 2009, NiSource calculates its Massachusetts income tax liability on a unitary basis, meaning that
the income tax obligation to the Commonwealth of Massachusctis is determined based on an apportioned share of all
of NiSource’s income, rather than just the income of NiSource’s subsidiaries doing business in Massachusetts.
Because of NiSourcc’s substantial operations outside of Massachusetts, the new law had the impact of reducing the
deferred income tax liability to Massachusetts, NiSource recogmized the impact of this tax law change as a $14.9
million reduction in income tax expense in 2008, Income tax expense for 2009 reflects the impact of the new law on
a prospective basis,

On December 9, 2008, Columbia Transmission converted from a corporation to a limited liability company. Under
the Internal Revenue Code and most state income tax provisions, limited lability companies with just one owner are
treated as entities that are disregarded as separate from their owners. As such, for federal and state income tax
purposes, Columbia Transmission is treated as a division of Columbia, its parent corporation. Upon conversion,
NiSource recorded additional deferred tax benefits of $4.6 million on its Consolidated Balance Sheet and in its
Statement of Consolidated Income.
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Deferred income taxes result from temporary differences between the financial statement carrying amounts and the
tax basis of existing assets and liabilities. The principal components of NiSource’s net deferred tax liability were as
follows:

At December 31, (ir millions) 2010 2009
Deferred tax liabilities
Accelerated depreciation and other property differences b 2,671.0 § 2,494.5
Unrecovered gas and fuel costs 59.5 10.5
Other regulatory assets 939.3 762.5
Premiums and discounts associated with long-term debt 14.2 15.1
Total Deferred Tax Liabilitics 3,684.0 3,282.6
Deferred tax assets
Deferred investment tax credits and other regulatory Habilities {123.1) (132.3)
Cost of removal (503.3) (528.6)
Pension and other postretirement/postemployment benefits (535.2) (463.9)
Environmental liabilities (24.4) (28.0)
Net operating loss carryforward (121.6) (22.7)
Other accrued liabilities (80.5) (97.1)
Dther, net {49.1} (6.7)
Total Deferred Tax Assets (1,437.2) {1,281.3)
Net Deferred Tax Liabilities less Deferred Tax Assets 2,246.8 2,001.3
Less: Deferred income taxes refated to current assets and liabilities 37.1 (16.9)
Non-Current Deferred Tax Liability $ 22097 § 2,018.2

State income tax net operating loss benefits were $36.2 miilion and $22.7 million as of December 31, 2010 and
December 31, 2009, respectively. NiSource anticipates it is more likely than not that it will realize $35.2 million
and $21.3 million of these benefits as of December 31, 2010 and December 31, 2009, respectively, prior to their
expiration. As such, a valuation allowance has been recorded of $1.0 million and $1.4 million as of December 31,
2010 and December 31, 2009, respectively, The remaining net operating loss carryforward represents a Federal
carryforward of $85.4 million that will expire in 2030. The state amounts are primarily for Indiana, Pennsylvania,
West Virginia and Kentucky. The loss carryforward periods expire in various tax yvears from 2023 through 2030.

The following table reconciles the change in the net accumulated deferred income tax liability to the deferred
income tax expense included in the income statement for the period:

{in miliions) 2010 2009

Beginning net accumulated deferred tax liability per above table ¥ 2,000.3 % 1,435.0
Deferred income tax expense for the period 206.0 384.7
Change in tax effects of income tax related regulatory assets and liabilities 271 0.1
Deferred taxes recorded to other comprehensive income/(loss) (7.0) 83.1
Deferred taxes transferred to taxes accrued and other charges 19.4 98.4
Ending net accumulated deferred tax liability per above table $ 2,246.8 % 2,001.3
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A reconciliation of the beginning and ending amounts of unrecognized tax benefits is as follows:

Reconciliation of Unrecognized Tax Benefits ¢in millions) 2010 2009 2008

Unrecognized Tax Benefits - Opening Balance 3 177 $ 35 % 37
Gross increases - tax positions in prior period 1.2 - -
Gross decreases - tax positions in prior period (8.2) (0.2) (0.2)
Gross increases - current period tax positions 18.5 114.4 -
Settlements - - -
Lapse of statute of limitations - - -
Unrecognized Tax Benefits - Ending Balance b 129.2 % 1177 § 3.5
Offset for outstanding IRS refunds (114.2) (105.4) -
Offset for state net operating loss carryforwards (17.2) {15.6) -
Balance - Net of Refunds and NOL Carryforwards $ 2.2) § (3.3 8 3.5

As discussed above, NiSource was granted permission to change its tax mcthod of accounting for capitalizing
certain costs and has taken certain positions related to this change in its 2008 income tax return. NiSource’s
determination of what constitutes a capital cost versus ordinary expense will be reviewed upon audit by the IRS and
may be subject to subsequent adjustment. As such, the status of this tax retumn position is uncertain at this time.
During 2009, NiSource added $114.4 million to its Liability for unrecognized tax benefits for uncertain tax positions
related to this issue. In 2010, NiSource received permission to change its method of accounting for capitalizing
overhead costs. This method change will be subject to audit as well. The company recorded an unrccognized tax
benefit related to this uncertain tax position of $17.6 million in 2010 '

Oftsetting the liability for unrecognized tax benefits are $131.4 million of related outstanding tax receivables and
state net operating loss carryforwards resulting in a net balance of $2.2 million, related to the tax method change
issues. NiSource anticipates it will settle the entire tax position, including interest, at the completion of the IRS
audit of the 2008 and 2009 returns.

Except as discussed above, there have been no other material changes in 2010 to NiSource’s uncertain tax positions
recorded as of December 34, 2009.

The total amount of unrecognized tax benefits at December 31, 2010, 2009 and 2008 that, if recognized, would
affect the effective tax rate is $3.9 million, $2.9 million and $3.5 million, respectively, As of December 31, 2009,
NiSource did not anticipate any significant changes to its liability for unrecognized tax benefits over the twelve
months ended December 31, 2010, and NiSource does not anticipate any significant changes to its December 31,
2010 liability for unrecognized tax benefits over the twelve months ended December 31, 2011.

NiSource recognizes accrued interest on unrecognized tax benefits, accrued interest on other income tax liabilities,
and tax penalties in income tax expense. With respect to its unrecognized tax benefits, NiSource recorded $0.1
million, §0.1 million and $0.2 million in interest expense in the Statement of Consolidated Income for the periods
ended December 31, 2010, 2009 and 2008, respectively. For the periods ended December 31, 2010 and December
31, 2009, NiSource reported $0.8 million and $0.7 million, respectively, of accrued interest payable on unrecognized
tax benefits on its Consolidated Balance Sheets. There were no accruals for penalties recorded in the Statement of
Consgolidated Income for the periods ended December 31, 2010, December 31, 2009 and December 31, 2008 and
there were no balances for accrued penalties recorded on the Consolidated Balance Sheets as of December 31, 2010
and December 31, 2009.

NiSource is subject to income taxation in the United States and various state jurisdictions, primarily Indiana, West

Virginia, Virginia, Pennsylvania, Kentucky, Massachusetts, Louisiana, Mississippi, Maryland, Tennessee, New
Jersey and New York.
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Because NiSource is part of the IRS's Large and Mid-S8ize Business program, each year’s federal income tax return
1s typically audited by the IRS. As of December 31, 2010, tax years through 2004 have been audited and are closed
to further assessment. The audit of tax years 2005, 2006 and 2007 began on December 2, 2009. The statute of
limitations for tax year 2005 and 2006 has been extended to September 15, 201 1.

The statute of limitations in cach of the state jurisdictions in which NiSource operates remain open until the years
are settled for federal income tax purposes, at which time amended state income tax returns reflecting all federal
income tax adjustments are filed. As of December 31, 2010, there were no state income tax audits in progress that
would have a material impact on the consolidated financial statements.

12. Pension and Other Postretirement Benefits

NiSource provides defined contribution plans and noncontributory defined benefit retirement plans that cover the
majority of its employees. Bencfits under the defined benefit retirement plans reflect the employees’ compensation,
years of service and age at retirernent.  Additionally, NiSource provides health care and life insurance benefits for
cerfain retired employees. The majority of employees may become eligible for these benefits if they reach
retirement age while working for NiSource. The expected cost of such benetits is accrued during the employees’
years of service. Current rates of rate-regulated companies include postreticement benefit costs, including
amortization of the regulatory assets that arose prior to inclusion of these costs in rates. For most plans, cash
contributions are remitted to grantor trusts.

NiSource Pension and Other Postretirement Benefit Plans’ Asset Management. NiSource employs a total return
investment approach whereby a mix of cquities and fixed income investments are used to maximize the long-term
return of plan assets for a prudent level of risk. Risk tolerance is established through careful consideration of plan
liabilities, plan funded status, and assct class volatility. The investment portfolio contains a diversified blend of
equity and fixed income investments. Furthermore, equily investments are diversified across U.S. and non-U.S.
stacks, as well as growth, value, small and large capitalizations. Other assets such as private equity and hedge funds
are used judiciously to enhance long-term returns while improving portfolio diversification. Derivatives may be
used to gain market exposure in an efficient and timely manner; however, derivatives may not be used to leverage
the portfolio beyond the market value of the underlying assets. Investment risk is measured and monitored on an
ongoing basis through quarterly investment portfolio reviews, annual liability measurements, and periodic
asset/liability studies.

NiSource utilizes a building block approach with proper consideration of diversification and rebalancing in
determining the long-term rate of retumn for plan assets. Historical markets are studied and long-term historical
relationships between equities and fixed income are analyzed to ensure that they are consistent with the widely
accepted capital market principle that assets with higher volatility generate greater return over the long run. Current
market factors such as inflation and interest rates are evaluated before long-term capital market assumptions are
determined. Peer data and historical returns are reviewed to check for reasonability and appropriateness.

The most important component of an investment strategy is the portfolio asset mix, or the allocation between the
various classes of securities available to the pension plan for investment purposes. The asset mix and acceptable
minimum and maximum ranges established represents a long-term view and are as follows:

Asset Mix Policy of Funds:

Defined Benefit Pension Plan  Postretirement Welfare Plan

Asset Category Minimum Maximum Minimum Maximum
Domestic Equities 25% 45% 35% 535%
International Equities 15% 25% 15% 25%
Fixed Income 15% 45% 20% 50%
Real Estate/Alternative Investments 5% 20% 0% 0%

Short-Term Investruents e 10% 0% 10%
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Pension Plan and Postretitement Plan Asset Mix at December 31, 2010 and December 31, 2009:

Postretirement
Defined Benefit Welfare Plan

(in millions) Pension Assets 12/31/2010 Assets 12/31/2010

Asset % of Total Asset % of Total
Asset Class Value Assets Value Assets
Domestic Equities $ 730.3 38.5% 148.8 45.5%
International Equities 4163 21.9% 66.1 20.2%
Fixed Income 543.1 28.6% 110.0 33.7%
Real Estate/Alternative Investments 200.0 10.5% - -
Cash/Other 10.1 0.5% 1.9 0.6%
Total $ 1.900.0 100.0% 326.8 100.0%

Postretirement
Defined Benefit Welfare Plan

(in millions) Pension Assets 12/31/2009 Assets 12/31/2009

Asset % of Total Asset % of Total

Asset Class Value Assets Value Assets

Domestic Equities 5 653.6 389% % 155.1 54.1%
International Equities 326.6 19.4% 41.0 14.3%
Fixed Income 510.7 30.4% 88.4 30.9%
Real Estate/Alternative Investments 169.8 10.1% - -
Cash/Other 20.8 1.2% 2.0 0.7%
Total b 1,681.5 100.0% § 286.5 100.0%

The categorization of investments jnto the asset classes in the table above are based on definitions established by the
NiSource Benefits Committee. Alternative investments consist primarily of private equity and hedge fund
investments. As of December 31, 2010, $555.3 million of defined benefit pension assets and $22.1 million of other
postretirement benefit assets included in international equities, domestic equities or fixed income asset classes in the
table above would be considered alternative investments, as that term is defined by the AICPA, in addition to those
investments in the alternative investments asset class. As of December 31, 2009, $409.9 million of defined benefit
pension assets and $24.5 million of other postretirement benefit assets included in international equities or fixed
income asset classes in the table above would be considered alternative investments. Alternative investments are
defined in the AICPA practice aid on audit considerations for alternative investments as investments not listed on
national exchanges or over-the-counter markets, or for which quoted market prices are not available from sources
such as financial publications or the exchanges.

Alternative investment values are based on estimates developed by external investment managers and subject to a
review process performed by management. In making such valuation determinations, the investment managers
consider factors that may include the cost of the investment, developments since the acquisition of the investment,
comparisons to similar publicly traded investments, subsequent purchases of the same investment by other investors,
the current financial position and operating results of the issuer and such other factors as may be deemed relevant.
A range of possible values exist for thesc securities, and therefore, the estimated values may differ from the values
that would have been recorded had a ready market for these securities existed.

Fuair Value Measurements, The following table sets forth, by level within the fair value hierarchy, the Master Trust

and OPEB investment assets at fair value as of December 31, 2010 and 2009, Assets and liabilities are classified in
their entirety based on the lowest level of input that is significant to the fair value measurement. Total Master Trust
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investment assets at fair value classified within Level 3 were $ 314.]1 million and $ 287.7 million as of December 3],
2010 and December 31, 2009, respectively. Such amounts were approximately 14% and 15% of the Master Trust's
total intvestments as reported on the statement of net assets available for benefits at fair value as of December 31,
2010 and December 31, 2009, respectively.

Investments with maturities of three months or less when purchased are considered cash equivalents and are
normally included in the fair value measurements hierarchy as Level 1. Equity securities, mutual funds, and U.S,
treasuries whose prices are obtained from quoted prices in active markets arc also classified as Level 1. In cases
where equity securities are not actively traded, they are reflected as Level 2 or Level 3 depending on the specific
security and how active the market is for the respective security. The fair values of most fixed income securities arc
based on evaluated prices that reflect observable market information, such as actual trade information of similar
securities, adjusted for observable differences and are generally categorized as Level 2, Commingled funds are
maintained by investment companies that hold certain investments in accordance with a stated set of fund objectives,
and the values of the majority of these commingled funds are not publicly quoted and must trade through a broker.
Commingled funds that hold underlying investments that have prices which are derived from the quoted prices in
active markets are classified as Level 2, Commingled funds that hold underlying investments that have prices which
are not derived from the quoted prices in active markets are classified as Level 3. These investments are often
valued by investment managers on a periodic basis using pricing models that use market, income, and cost valuation
methods, In addition, NiSource’s investment in hedge funds, private equity partnerships, and real estate assets are
also valued by investment managers on a periodic basis using pricing models that use market, income, and cost
valuation methods and are classified as Level 3.
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Fair Value Measurements at December 31, 2010:

Quoted Prices in Active  Significant Other Significant
December 31, Markets for Identical CObservable Unobservable
(in millions) 2010 Assets (Level 1} Inputs (Level 2)  Inputs (Level 3)
Pension plan assets:
Cash 82 % 9.2 - % -
Equity securities
U.S. equities 627.0 626.9 0.1
International equitics 141.3 140.6 0.7 -
Fixed income securities
Government 85.3 46.5 382 0.6
Corporate 132.2 - 131.8 0.4
Mortgages/Asset backed securities 111.4 - 110.% 0.5
Other fixed income 4.1 0.2 34 0.5
Commingled funds
Short-term money markets 50.5 - 505 -
U.S. equities 65.1 - 65.1 -
International equities 261.4 - 261.4 -
Fixed income 228.8 117.4 111.4
Hedge fund of funds
Multi-strategy (a) 49.¢ - - 45.0
Equities-market neutral (b) 31.5 - - 315
Private equity limited partnerships
.S, multi-strategy (c) S58.8 - - S8.8
Internatienal multi-strategy (d) o2 - - 36.2
Distressed opportunities 9.3 - - 93
Real estate 15.8 - - 15.8
Pension plan assets subtofal 1,916.9 8234 779.4 314.1
Other postretirement benefit
plan assets:
Commingled funds
Short-term money markets 1.9 - 1.9 -
U.S. equities 222 - 222 -
Mutual funds
U.S. equities 126.7 126.7 - -
International equities 66.1 66.1 - -
Fixed income 109.9 109.9 - -
Other postretirement benefit
plan assets subtotal 326.8 302.7 24.1 -
Due to brokers, net (2) (20.2)
Accrued investment income/dividends 4.0
Receivables/pavables (0.7)
Total pension and other post-
retirement benefit plan assets 22268 § 1,126.1 8035 8 314.1

(a) This class includes hedge fund of funds that invest in a diverse portfolio of strategies including relative value, event driven

and long/short equities.

(b) This ¢lass includes hedge fund of funds that invest in long/short equities, which in total maintain a relatively net market

neutral position.
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(c) This ¢lass includes limited partnerships/fund of funds that invest in a diverse portfolio of private equity strategies, including
buy-outs, venture capital, growth capital, special situations and secondary markets, primarily inside the Unites States.

{d) This class in¢cludes limited partnerships/fund of funds that invest in diverse portfolio of private equity strategies, including
buy-outs, venture capital, growth capital, special situations and secondary markets, primarily outside the United States.

(€} This class represents pending trades with brokers.

The table below sets forth a2 summary of changes in the fair value of the Plan’s Level 3 assets for the year ended

December 31, 2010:

Total gains or Transfers
Balance at losses {unrcalized into/(out of} Balance at
January 1, 2010 / realized) Purchases  (Sales) level 3 December 31, 2010

Equity securities

U.8. equities 5 -3 02 % - 8 - 5 nn s 0.1
Fixed income securities

Government 1.2 - - (0.6) - 0.6

Corporate 2.7 0.5 - (1.0 (1.8) 0.4

Mortgages/ Asset backed securities 1.2 (0.6} 0.5 (0.3) (0.3) 0.5

Other fixed income 1.6 0.1 0.8 Q.0 - 0.5
Commingled funds

Fixed income 111.8 10.6 - (1L - L4
Hedge fund of funds

Multi-strategy 349 4.1 10,0 - - 49.0

Equities-market neutral 333 (1.8} - - 31.5
Private equity limited partnerships

U.S. multi-strategy 56.5 (0.7) 13.3 {10.3) - 588

International multi-strategy 27.3 32 6.4 {0,7) - 362

Distressed opportunitics 83 0.9 4.0 (2.1] - 9.3
Real ¢state 8.9 0.4 7.3 (1.2) - 15.8
Total $ 2877 § 151 % 427§ (292) § 2n % 314.1
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Fair Value Measurements at December 31, 2009;

Quoted Prices in Active  Significant Other Significant
December 31, Markets for Identical Observable Unobsgrvable

fin millions) 2000 Assets (Level 1} Inputs (Level 2)  Inputs (Level )
Pension plan asscts:
Cash $ 106 § 106 § -8 -
Equity securities

U.S. cquities 624.3 623.8 0.5 -

International equities 109.8 1094 0.4 -
Fixed income securitics

Government 62.6 - 61.4 1.2

Corporate 139.1 - 136.4 2.7

Mortgages/Asset backed sceurities 91.4 - 90.2 1.2

Other fixed income 6.5 {0.1) 5.0 1.6
Commingled funds

Short-term money markets 58.0 - 58.0 -

International equities 2143 - 214.3 -

Fixed income 195.8 - 83.9 111.9
Hedge fund of funds

Multi-strategy (a) 34.9 - - 349

Equities-market ncutral {b) 333 - - 333
Private cquity limiled partnerships

U.8. multi-strategy (c) 56.4 - - 56.4

International multi-strategy (d) 273 - - 273

Distressed opportunities 8.3 - - 83
Real Estate 8.9 - - 8.9
Pension plan assets subtotal 1,681.5 7437 650.1 2877
Other postretirement benefit

plan assets:
Commingled funds

Shori-term money markets 2.1 - 2.1 -

U.S. equities 24.6 - 24.6 -
Mutual funds

U.S. equities 1335 1335 - -

International equities 40.4 40.4 - -

Fixed income 85.9 85.9 - -
Other postretirement benefit

plan assets subtotal 286.5 2159.8 26.7 -
Total pension and ether post-

retirement henefit plan assets $ 1,968.0 § 1,003.5 § 676.8 § 287.7
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The table below sets forth a summary of changes in the fair value of the Plan’s Level 3 assets for the year ended
December 31, 2009;

Total gains or Transfers
Balance at losses (unrealized into/fout of} Balance at
January 1, 2009 / realized) Purchases  (Sales) level 3 December 31, 2009

Equity securities

1.5, equities $ -3 {00 $ -3 - % 0.1 % -
Fixed income securities

Government 1.0 0.1 04 0.1 0.2} 1.2

Corporate 6.2 2.2 22 27 (0.8) 2.7

Mortgages/Asset backed securities 31 0.4 0.3 (5.2) 0.6 1.2

Other fixed income 0.8 0.9 0.6 0.7) - 1.6
Commingled funds

Fixed income 106.0 308 - (24.9) - 111.9
Hedge fund of funds

Multi-strategy 29.0 59 - - - 349

Equities-market neutral 35.6 2.2 - (0.1 - 333
Private equity limited partnerships

U.S. multi-strategy 55.0 (4.9 8.7 24 - 56.4

International multi-strategy 26.7 (3.5 4.4 (0.3) - 273

Distress opportunities 104 {1.8) - (0.3) - 83
Real estate 0.9 (0.5} 2.5 - - 3.9
Total 5 2827 § 229 8§ 19.1 §  (367) § 0.3) % 287.7

NiSource Pension and Other Postretirement Benefit Plans' Funded Siatus and Related Disclosure. The
following table provides a reconciliation of the plans’ funded status and amounts reflected in NiSource’s
Consolidated Balance Sheets at December 31 based on a Decetnber 31 measurement date:

Pension Benefits Other Postreticement Benefits
(in mitlions) 2010 2009 2010 2009
Change in projected benefit obligation (a)
Benefit obligation at beginning of year b 2,356.0 § 2,1530 % 731.2 8 713.6
Service cost 391 36.0 9.8 8.8
Interest cost 125.7 143.1 41.4 47.7
Plan participants’ contributions - - 6.3 5.6
Plan amendments 0.5 1.9 1.4 (33.3)
Actuarial loss (gain) 144.5 227.8 20.1 33.7
Benefits paid (187.4) (205.8) (55.1) (50.7)
Estimated benefits paid by incurred subsidy - - 0.9 5.8
Projected benefit obligation at end of year $ 24784 % 2,356.0 §$ 756.0 3 731.2
Change in plan assets
Fair value of plan assets at beginning of year $ 1,681.5 5 1,440.5 § 2865 3 210.8
Actual return on plan assets 244.1 343.9 391 60.0
Employer confributions 161.8 1029 50.0 60.8
Plan participants’ contributions - - 6.3 5.6
Benefits paid (187.4) (205.8) {55.1) (50.7)
Fair value of plan assets at end of year & 1.900.0 $ 1,681.5 % 326.8 § 286.5
Funded Status at end of year 3 (578.4) § (674.5) % (429.2) & (444.7)
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Amounts recognized in the statement of
financial position consist of;

Noncurrent assets 3 -5 - % 329 % 17.4
Current liabilities (3.3} (3.5) (17.8) (16.0)
Noncurrent liabilities (575.1) (669.0) (444.3) (446.1)
Net amount recegnized at ¢nd of year (h) $ (578.4) § (674.5) & 429.2) § (444.7)

Amounts recognized in accumulated other
comprehensive income or regulatory asset/liability (c)

Unrecognized transition asset obligation 5 - % - % 29 § 4.2
Unrecognized prior service cost (6.0) (4.3} 4.4} (4.6)
Unrecognized actuarial loss 871.4 886.3 140.2 142.0

b 865.4 $ 882.0 3% 1387 5§ 141.6

(@) The change in benefit obligation for Pension Benefits represents the change in Projected Benefit Obligation while the change in benefit
obligation for Other Postretitement Benefits represents the change in Accurnulated Postretirement Benefit Obligation.

(b} NiSource recognizes in its Consclidated Balance Sheets the underfunded and overfunded status of its various defined benefit postretirement
plans, measured as the difference between the fair value of the plan assets and the benefit obligation.

{e) NiSource determined that for certain rate-regulated subsidiaries the tuture rccovery of pension and other postretirement benefits costs is
probable. These rate-regulated subsidiaries recorded regulatory assets and liabilities of $962.7 million and 31.9 million, respectively, as of
December 31, 2010, and $980.7 million and $1.4 million, respectivcly, as of December 31, 2009 that would otherwise have been recorded to
accurnulaled other comprehensive income (loss).

NiSource's accumulated benefit obligation for its pension plans was 52,429.5 million and $2,2953 million as of
December 31, 2010 and 2009, respectively. The accumulated benefit obligation as of a date is the actuarial present
value of benefits atiributed by the pension benefit formula to employee service rendered prior to that date and based
on current and past compensation levels, The accumulated benefit obligation differs from the projected benefit
obligation disclosed in the table above in that it includes no assumptions about future compensation levels,

NiSource pensicn plans were underfunded by $578.4 million at December 31, 2010 compared to being underfunded
at December 31, 2009 by $674.5 million. The improvement in funded status was duc primarily to favorable retumns
on plan assets and employer contributions in 2010, partially offset by a decrease in discount rate from the prior
measurement date. NiSource contributed $161.8 million and $102.9 million to its pension plans in 2010 and 2009,
Tespectively.

NiSource’s funded status for its other postretirement benefit plans improved by $135.5 million to an underfunded
status of $429.2 million due primarily to favorable asset returns and employer contributions, partially offset by a
decrease in discount rate from the prior measurement date. NiSource contributed approximately $30.0 million and
$60.8 million to its other postretirement benefit plans in 2010 and 2009, respectively. No amounts of NiSource’s
pension or other postretirement plans’ assets are expected to be returned to NiSource or any of its subsidiaries in
2011,

A provision of the 2010 Health Care Act requires the elimination, effective January 1, 2011, of lifetime and
restrictive annual benefit limits from certain active medical plans. The NiSource Consolidated Flex Medical Plan
(the “Consolidated Flex Plan™), a component welfare benefit plan of the NiSource Life and Medical Benefits
Program, covered both active and retired employees and capped lifetime benefits to certain retirees. NiSource
examined the provisions of the 2010 Health Care Act and determined the enactment of the law in the first quarter of
2010 qualified as a significant event requiring remeasurement of other postretirement benefit obligations and plan
assets as of March 31, 2010. Effective September 1, 2010, NiSource amended the Consolidated Flex Plan and
established the NiSource Post-65 Retiree Medical Plan (the “Post-65 Retiree Plan™) as a separate ERISA plan. In
accordance with the amendment of the Consolidated Flex Plan and the establishment of the Post-65 Retiree Plan,
Medicare supplement plan options for NiSource post-age 65 retirees and their eligible post-age 65 dependents are
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now offered under the Post-65 Retiree Plan, a retiree-only plan, and not under the Consolidated Flex Plan. The
Post-65 Retiree Plan 1s not subject to the provisions of the 2010 Health Care Act requiring elimination of lifetime
and restrictive annual benefit limits. The amendment of the Consolidated Flex Plan and the establishment of the
Post-65 Retiree Plan required a second remeasurement of other postretirement benefit obligations and plan assets as
of September 1, 2010. The effect of the change in the legislation and the plan amendment resulted in an increase to
the other postretirement benefit obligation, net of plan assets, of $31.0 million and corresponding increases to
regulatory assets and AOCI of $29.4 million and $1.6 million, respectively, Net periodic postretirement benefit cost
for 2010 was also increased by approximately $2.2 million, of which $1.3 million was recognized during the second
quarter of 2010 and $0.9 million was recognized during the third quarter of 2010,

The following table provides the key assumptions that were used to calculate the pension and other postretirement
benefits obligations for NiSource’s various plans as of December 31.

Pension Benefits Other Postretirement Benefits
2010 2009 2010 2009
Weighted-average assumptions to
Determine Benefit Obligation
Discount Rate 5.00% 5.54% 5.29% 5.86%
Rate of Compensation Increases 4.00% 4.00% - -
Health Care Trend Rates
Trend for Next Year - - 8.00% 7.50%
Ultimate Trend - - 5.00% 5.00%
Year Ultimate Trend Reached - - 2017 2015

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A
one-percentage-point change in assumed health care cost trend rates would have the following effects:

1% point 1% point
{in millions) increase decrease
Effect on service and interest components of net periodic cost 3 41 % (3.6)
Effect on accumulated postretirement benefit obligation 56.2 {5L.4)

NiSource expects to make contributions of approximately $149.7 million to its pension plans and approximately
$49.3 million to its postretirement medical and life plans in 2011.

The following table provides benefits expected to be paid in each of the next five fiscal years, and in the aggregate
for the five fiscal years thereafter. The expected benefits are estimated based on the same assumptions used to
measure NiSource’s benefit obligation at the end of the year and includes benefits attributable to the estimated future
service of employees.

Other Federal

Pension Postretirement Subsidy

{(in millions) Benefits Benefits Receipts

Year(s)

2011 $ 1764 % 559 8§ 1.3
2012 1897 56.6 1.6
2013 187.3 56.9 1.8
2014 1938 574 2.1
2015 197.3 57.7 2.2
2016-2020 1,115.9 2935 10.7
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The following table provides the components of the plans® net periodic benefits cost for each of the three years:

Other Postretirement

Pension Benefits Benefits
(in millions) 2016 2009 2008 2010 2009 2008
Components of Net Periodic Benefit Cost
(Income)
Service cost $ 392 % 360% 374 % 98 % 88 § 94
Interest cost 125.7 143.1 1324 414 477 47.6
Expected return on assets (143.7)  (121.8)  (194.0) (23.8) {169 (25.1)
Amortization of transitional obligation - - - 1.3 8.0 2.0
Amortization of prior service cost 2.0 3.9 43 1.1 1.0 4.7
Recognized actuarial loss 57.8 65.8 1.2 6.7 7.8 4.0
Net Periodic Benefit Costs (Income) 81.0 127.0 (18.7) 36.5 56.4 44.6
Additional loss recognized due to:
Curtailment loss - - - - - 0.3
Divestitures - - 04 - - -
Settlement loss 1.3 - - - - -
Total Net Periodic Benefits Cost (Income) $ 823 % 12708 (183 F 365§ 564 § 449

NiSource recognized cost of $82.3 million for its pension plans in 2010 compared to cost of $127.0 million in 2009
due primarily to favorable returns on plan assets experienced in 2010. For its other postretirement benefit plans,
NiSource recognized $36.5 million in cost in 2010 compared to $56.4 million in cost in 2009. For 2010 and 2009,
pension and other postretirement benefit cost of approximately $6.2 million and $65.4 million, respectively, was
capitalized as a component of plant or recognized as a regulatory asset or liability consistent with regulatory orders
for certain of NiSource’s regulated businesses.

The following table provides the key assumptions that were used to calculate the net periodic benefits cost for
NiSource’s various plans.

Pension Benefits Postretirement Benefits
2010 2009 2008 2010 2009 2008

Weighted-average Assumptions to
Determine Net Periodic Benefit Cost

Discount Rate 554%  692%  640% 5.86% 6.92%  6.40%
Expected Long-Term Rate of Return on Plan

Assets B75%  875%  9.00%  8.75% 8.75%  875%
Rate of Compensation Inereases 4.00% 4.00% 4.00% - - -

NiSource believes it 1s appropriate to assume an 8.75% rate of retorn on pension plan assets for its calculation of
2010 pension benefits cost. This is primarily based on asset mix and historical rates of return.
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The following table provides other changes in plan assets and projected benefit obligations recognized in other
comprehensive income or regulatory asset or liability.

Other Postretirement

Pension Benefits Benefits

(in millions) 2010 2009 2010 2009
Other Changes in Plan Assets and Projected

Benefit Obligations Recognized in Other

Comprehensive Income or Regulatory Asset or

Liability

Settlements (1.3) - - -

Net prior service cost/{credit) 04 1.9 1.4 (33.3)

Net actuarial (gain)/loss 44.1 58 4.9 (9.4}

Less: amortization of transitional (asset)/obligation - - (1.3) (8.0}

Less: amortization of prior service cost 2.0) (3.9) (1.1) 1.0y

Less; amortization of net actuarial {gain) loss (57.8) (63.8) (6.8) (7.8)
Total Recognized in Other Comprehensive

Income or Regulatory Asset or Liability S (16.6) § {62.0} § 2.9 % (59.5)
Amount Recognized in Net Periodic Benefits Cost

and Other Comprehensive Income or Regulatory

Asset or Liability $ 65.7 $ 65.0 § 336 8§ (3.1)

Based on a December 31 measurement date, the net unrecognized actuarial loss, unrecognized prior service cost
(credit), and unrecognized transition obligation that will be amortized into net periodic benefit cost during 2011 for
the pension plans are $55.7 million, $0.2 million and zero, respectively, and for other postretirement benefit plans
are $6.0 million, ${0.5) million and $1.3 million, respectively.

13. Authorized Classes of Cumulative Preferred and Preference Stocks

NiSource has 20,000,000 authorized shares of Preferred Stock with a $0.01 par value, of which 4,000,000 shares are
destgnated Series A Junior Participating Preferred Shares.

The authorized classes of par value and no par value cumulative preferred and preference stocks of Northern Indiana
are as follows: 2,400,000 shares of Cumulative Preferred with a $100 par value; 3,000,000 shares of Cumulative
Preferred with no par value; 2,000,000 shares of Cumulative Preference with a $50 par value; and 3,000,000 shares
of Cumulative Preference with no par value.

As of December 31, 2010, NiSource and Northern Indiana had no preferred shares outstanding, All of NiSource’s
retained earnings at December 31, 2010 are free of restrictions.

14. Commeon Stock

As of December 31, 2010, NiSource had 400,000,000 anthorized shares of common stock with a $0.01 par value.
Common Stock Dividend, Holders of shares of NiSource’s common stock are entitled to receive dividends when,
as and if declared by the Board out of funds legally available. The policy of the Board has been to declare cash

dividends on a quarterly basis payable on or about the 20th day of February, May, August and November, NiSource
has paid quarterly common dividends totaling $0.92 per share for the 2010, 2009 and 2008 years. By unanimous
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written consent dated January 19, 2011, the Board declared a quarterly commeon dividend of $0.23 per share, payable
on February 18, 2011 to holders of record on January 31, 2011.

Dividend Reinvestment and Stock Purchase Plan. NiSource offers a Dividend Reinvestment and Stock Purchase
Plan which allows participants to reinvest dividends and make voluntary cash payments to purchase additional
shares of common stock on the open market.

Forward Agreements. On September 14, 2010, NiSource and Credit Suisse Securities (USA) LLC, as forward
seller, closed an underwritten registered public offeting of 24,265,000 shares of NiSource’s common stock. All of
the shares sold were borrowed and delivered to the underwriters by the forward seller. NiSource did not receive any
of the proceeds from the sale of thc borrowed shares, but NiSource will receive proceeds upon settlement of the
Forward Agreements referred to below.

In connection with the public offering, NiSource entered into forward sale agreements (“Forward Agreements™) with
an affiliate of the forward seller covering an aggregate of 24,265,000 shares of NiSource’s common stock.
Settlement of the Forward Agreements is expected to occur no later than September 10, 2012, Subject to certain
exceptions, NiSource may elect cash or net share settlement for all or a portion of its obligations under the Forward
Agreements. Upon any physical settlement of the Forward Agreements, NiSource will deliver shares of its common
stock in exchange for cash proceeds at the forward sale price, which initially is $15.9638 and is subject to
adjustment as provided in the Forward Agreements. The equity forward initial forward price represents the public
offering price of $16.50 per share, net of underwriting discounts and commissions. If the equity forward had been
settled by delivery of shares at December 31, 2010, the Company would have received approximately $381.3
million based on a forward price of $15.7158 for the 24,265,000 shares. The Company currently anticipates settling
the equity forward by delivering shares.

In accordance with ASC 815-40, Derivatives and Hedging- Contracts in Entity’s Own Eguify, NiSource has
classified the Forward Agreements as an equity transaction. As a result of this classification, no amouats have been
recorded in the consolidated financial statements as of and for the period ended December 31, 2010 in connection
with the Forward Agreements. The only impact to the Consolidated Financial Statements is the inclusion of
incremental shares within the calculation of fully diluted EPS under the treasury stock method. Refer to Note 1-M,
“Earnings Per Share,” for additional information.

15. Share-Based Compensation

Prior to May 11, 2010, NiSource issued long-term incentive grants to key management employees under a long-term
incentive plan approved by stockholders on April 13, 1994 (1994 Plan). The 1994 Plan, as amended and restated,
permits the following types of grants, separately or in combination: nonqualified stock options, incentive stock
options, restricted stock awards, stock appreciation rights, restricted stock units, contingent stock units and dividend
equivalents payable on grants of options, performance units and contingent stock awards.

The Stockholders approved and adopted the NiSource Inc. 2010 Omnibus Incentive Plan (the “Omnibus Plan™), at
the Annual Meeting of Stockholders held on May 11, 2010. The Omnibus Plan provides that the number of shares
of common stock of the Company available for awards is 8,000,000 plus the number of shares subject to outstanding
awards granted under either the 1994 Plan or the Director Plan (described below) that expire or terminate for any
reason and no further awards are permitted to be granted under the 1994 Plan or the Director Plan. The types of
awards authorized under the Omnibus Plan do not significantly differ from those previously allowed under the 1994
Plan. As of December 31, 2010, there were 8,076,721 shares reserved for future awards under the Omnibus Plan.

NiSource recognized stock-based employee compensation expense of $11.2 million, $9.6 million and $9.5 million

during the years of 2010, 2009 and 2008, respectively, as well ag related tax benefits of $3.7 million, $4.0 million
and $3.2 million, respectively.
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As of December 31, 2010, the total remaining unrecognized compensation cost related to nonvested awards
amounted to $12.9 million, which will be amortized over the weighted-average remaining requisite service period of
1.7 years.

Stock Options. Option grants are granted with an exercise price equal to the average of the high and low market
price on the day of the grant. As of December 31, 2010, the weighted average remaining contractual life of the
options outstanding and cxercisable was 2.3 years. Stock option transactions for the year ended December 31, 2010
were as follows:

Weighted Average
Options Option Price ($)
Outstanding at December 31, 2009 4,332,835 22.50
Granted - -
Exercised - -
Cancelied (235,200) 22.37
Outstanding at December 31, 2014 4,097,635 22.51
Exercisable at December 31, 2010 4,097,635 2251

No options were granted during the years ended December 31, 2010, 2009, and 2008. There was no aggregate
intrinsic value for the options outstanding and exercisable as of December 31, 2010.

Restricted Stock Units. In 2010, NiSource granted restricted stock units of 265,134, subject to service conditions,
The total grant date fair value of the restricted units was $3.5 million, based on the average market price of
NiSource’s common stock at the date of each grant less the present value of dividends not received during the
vesting period, which will be expensed, net of forfeitures, over the vesting period of approximately three years. The
service conditions for 212,428 ynits lapse on January 2013 when 100% of the shares vest. 1f before January 2013,
the employee terminates employment (1) duc to retirement, having attained age 55 and completed ten years of
service, or (2) due to death or disability, the employment conditions will lapse with respect to a pro rata portion of
the restricted units on the date of termination. Termination due to any other reason will result in all restricted units
awarded being forfeited effective the employee’s date of termination. Employees will be entitled to receive
dividends upon vesting. The service conditions lapse for the remaining 52,706 unils between August 2012 and
December 2014. As of December 31, 2010, 262,596 nonvested restricted stock units were granted and outstanding
for the 2010 award.

In 2009, NiSource granted restricted stock units of 335,068, subject to service conditions. The total grant date fair
value of the restricted units was $2.5 million, based on the average market price of NiSource’s common stock at the
date of each grant less the present value of dividends not received during the vesting period, which will be cxpensed,
net of forfeitures, over the vesting period of approximately three years. The service conditions for 313,568 units
lapse on Fanuary 2012, If before January 2012, the employee terminates employment (1) due to retirement, having
attained age 55 and completed ten years ol service, or (2) due to death or disability, the employment conditions will
lapse with respect to a pro rata portion of the restricted units on the date of termination. Termination due to any
other rcason will result in all restricted umts awarded being forfeited etfective the employee’s date of termination.
Employees will be entitled to receive dividends upon vesting. The service conditions lapse for the remaining 21,500
units between August 2012 and June 2014, As of December 31, 2010, 315,786 nonvested restricted stock units were
granted and outstanding for the 2009 award.

In 2008, NiSource granted restricted stock units of 244,907, subject to service conditions. The total grant date fair
value of the restricted units was $3.7 million, based on the average market price of NiSource’s common stock at the
date of each grant less the present value of dividends not received during the vesting period, which will be expensed,
net of forfeitures, over the vesting period of approximately three years. The service conditions for 208,609 units
lapse on January 2011, If before January 2011, the employee terminates employment (1) due to retirement, having
attained age 55 and completed ten years of service, or (2) due to death or disability, the employment conditions will
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lapse with respect to a pro rata portion of the restricted units on the date of termination. Termination due to any
other reason will result in all restricted units awarded being forfeited effective the employee’s date of termination,
Employees will be entitled to receive dividends upon vesting, The remaining 36,298 awards vested evenly over a
three-year period ended December 31, 2010. As of December 31, 2010, 184,159 nonvested restricted stock units
were granted and outstanding for the 2008 award.

Restricted Stock Weighted Average
Units Grant Date Fair Value (8)
Nonvested at December 31, 2009 551,503 10.53
Granted 265,134 13.03
Forfeited (23,434) 10.96
Vested {30,662) 13.56
Nonvested at December 31, 2010 762,541 11.26

Time-accelerated Awardys. NiSource awarded restricted shares and restricted stock units that contain provisions for
time-accelerated vesting to key executives under the 1994 Plan. Most of these awards were issued in January 2003
and January 20004. These awards of restricted stock or restricted stock units generally vested over a period of six
yeats or, in the case of restricted stock units, at age 62 if an employee would become age 62 within six vears, but not
less than three years. If certain predetermined criteria involving measures of total shareholder return had been met,
as measured at the end of the third year after the grant date, the awards would have vested at the end of the third
year. The total shareholder return measures established were not met; therefore, these grants did not have an
agcelerated vesting period. During the first quarter of 2010, all awards with time-accelerated vesting provisions
vested due to the lapse of service conditions.

The following table summarizes the activity related to restricted shares and restricted stock units that contain
provisions for time-accelcrated vesting for the year ended December 31, 2010:

Time-accelerated Weighted Average
awards Grant Date Fair Value ($)
Nonvested at December 31, 2009 265,137 21.82
Granted - -
Forfeited - -
Vested (265,137) 21.82

Nonvested at December 31, 2011} - -

Contingent Stock Units. In 2010, NiSource granted 662,969 contingent stock units subject to performance
conditions. The grant date fair-value of the awards was $8.6 million, based on thc average market price of
NiSource’s common stock at the date of each grant less the present value of dividends not received during the
vesting period which will be expcnsed, net of forfeitures, over the three year requisitc service period. The
performance conditions are based on achievement of non-GAAP financial measures. The service conditions lapse
on January 31, 2013 when 100% of the shares vest. If the cmployee terminates employment before January 31,
2013 (1) due to retirement, having attained age 53 and completed ten years of service, ot (2} due to death or
disability, the employment conditions will lapse with respect to a pro rata portion of the contingent units on the date
of termination. Termination due to any other reason will result in all contingeni units awarded being forfeited
effective the employee’s date of termination. Employees will be entitled to receive dividends upon vesting. Ag of
December 31, 2010, 652,817 nonvested conlingent stock units were granted and outstanding for the 2010 award,

In 2009, NiSource granted 940,707 contingent stock units subject to performance conditions. The grant date fair-
value of the awards was $7.0 million, based on the average market price of NiSource’s common stock at the date of
each grant less the present value of dividends not received during the vesting period which will be expensed, net of
forfeitures, over the three year requisite service period. The performance conditions are based on achievement of
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non-GAAP financial measures: cumulative net operating earnings, that NiSource defines as income from continuing
operations adjusted for certain items; cumulative funds from operations that NiSource defines as net operating cash
flows provided by continuing operations; and total debt that NiSource defines as total debt adjusted for significant
movement in natural gas prices and other adjusunents determined by the Board. The service conditions lapse on
January 31, 2012 when 100% of the shares vest. If the employee terminates employment before January 31, 2012
(1) due to retirement, having attained age 55 and completed ten years of service, or (2} due to death or disability, the
employment conditions will lapse with respect to a proe rata portion of the contingent units on the date of
termination. Termination due to any other reason will result in all contingent units awarded being forfeited effective
the employee’s date of termination. Employees will be entitled to receive dividends upon vesting. As of December
31, 2010, 914,476 nonvested contingent stock units were granted and outstanding for the 2009 award.

In 2008, NiSource granted 417,196 contingent stock units subject to performance conditions. The total grant date
fair value of the awards was $6.2 million, based on the average market price of NiSource’s common stock at the
date of each grant less the present value of dividends not received during the vesting period, which will be expensed,
net of forfeitures, over the vesting period of approximately three years. The performance conditions are based on
achievement of non-GAAP financial measures (cumulative net operating earnings and cumulative funds from
operations). Per the agreement, to the extent base performance conditions are exceeded during the three year
performance period, the award will be increased in increments of 10% up to 50%. If prior to the lapse of the
performance conditions, the employee terminates employment (1) due to retirement, having attained age 55 and
completed ten years of service, (2) due to disability, or (3) due to death with less than or equal to 12 months
remaining in the performance period, the employee will receive a pro rata portion of the contingent shares if the
performance conditions have been met. If prior to the lapse of the performance conditions, the employee terminates
employment due to death with more than 12 months remaining in the performance period, the employee will receive
a pro rata portion of the contingent shares as if the performance conditions had been met. Termination due to any
other reason will result in all contingent units awarded being forfeited effective the employee’s date of termination.
Employees will be entitled to receive dividends upon vesting. During the fourth guarter of 2009 1t became probable
that the performance condition would not be met for one half of the award. Expense related to this portion of the
award was reversed in the fourth quarier and will no longer be amortized going forward. Also during the fourth
quarter of 2009 it became probable that the base performance condition would be exceeded for one half of the
award, thereby increasing the number of shares probable to be issued upon vesting by 50% for this portion of the
award. Additional expense related to the increase in probable shares was recorded during the fourth quarter of 2009
and will continue to be amortized over the remainder of the vesting period. As of December 31, 2010, 410,335
nonvested contingent stock units were granted and outstanding for the 2008 award.
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Contingent Weighted Average
Awards Grant Date Fair Value ($)
Nonvested at December 31, 2009 1,350,514 9,79
Granted 662,969 13.05
Forfeited (35,855) 10.44
Vested - -
Nonvested at December 31, 2010 1,977,628 10.86

Non-employee Director Awards. Effective on May 11, 2010, the stockholders approved the NiSource Inc. 2010
Omnibus Incentive Plan {the “Ommibus Plan™). The Omnibus Plan provides for awards to employees and non-
employee directors of incentive and nonqualified stock options, stock appreciation rights, restricted stock and
restricted stock units, performance sharcs, performance units, cash-based awards and other stock-based awards. As
of May 11, 2010, awards to non-employee dircctors may be made only under the Omnibus Plan. Restricted stock
units granted to non-employee directors in 2010 were immediately vested and are payable six months following
separation from service on the Board. As of December 31, 2010, 50,611 restricted stock units had been issued under
the Omnibus Plan,

Only restricted stock units remain outstanding under the prior plan for non-employee directors, (the Amended and
Restated Non-employee Director Stock Incentive Plan, the “Plan”). All such awards are fully vested and shall be
distributed to the directors upon their separation from the Board. As of December 31, 2010, 281,455 restricted stock
units remain issued under the Plan and as noted above no futther shares may be issued under this plan.

401 (k} Match, Profit Sharing and Company Centribution. NiSource has a voluntary 401(k)} savings plan covering
eligible employees that allows for periodic discretionary matches as a percentage of each participant’s contributions
in newly issued shares of common stock. NiSource also has a retirement savings plan that provides for discretionary
profit sharing contributions of shares of common stock to eligible employees based on eamnings results and effective
January 1, 2010, eligible employees receive a non-elective company contribution of three percent of eligible pay in
shares of common stock. For the years ended December 31, 2010, 2009 and 2008, NiSource recognized 401(k)
match, profit sharing and non-¢lective contribution expense of $19.7 million, $14.9 million and zero, respectively.

16. Long-Term Debt

NiSource Finance is a wholly-owned, consolidated finance subsidiary of NiSource that engages in financing
activities to raise funds for the business operations of NiSource and its subsidiarics. NiSource Finance was
incorporated in February 2000 under the laws of the state of Indiana. Prior to 2000, the function of NiSource
Finance was performed by Capital Markets. NiSource Finance and Capital Markets’ obligations are fully and
unconditionally guaranteed by NiSource. Consequently no separate financial statements for NiSource Finance or
Capital Markets are required to be reported. No other NiSource subsidiaries guarantee debt.

On December 8, 2010, NiSource Finance issued $250.0 million of 6.25% senior unsecured notes that mature
December 15, 2040,

On December |, 2010, NiSource Finance announced that it was commencing a cash tender offer for up to $250.0
million aggregate principal amount of its outstanding 10.75% notes due 2016 and 6.80% notes due 2019. A
condition of the offering was that all validly tendered 2016 notes would be accepted for purchase before any 2019
notes were accepted, On December 14, 2010, NiSource Finance announced that approximately $272.9 million of the
aggregate principal amount of its outstanding 10.75% notes due 2016 were validly tendered. Based upon the
principal amount of the 2016 notes tendered, NiSource Finance increased the maximum aggregate principal amount
of 2016 notes it would purchase from $250.0 million to $325.0 million and terminated the portion of the tender offer
related to its 6.80% notes due 2019, On December 30, 2010, NiScurce Finance announced that $273.1 million of
these notes were successfully tendered. In accordance with the provisions of ASC 470, Deb:, NiSource determined
the debt instrument to be substantially different from the old debt instrument, and therefore the transaction qualified

130



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.
Notes to Consolidated Financial Statements

as a debt extinguishment. NiSource recorded a $96.7 million loss on early extinguishment of long-term debt,
primarily attributable to early redemption premiums and unamortized discounts and fees.

On November 135, 2010, NiSource Finance redeemed $6%1.8 million of its 7.875% unsecured notes.

On December 4, 2009, NiSource Finance issued $500.0 million of 6.125% senior unsecured notes that mature
March 1, 2022.

Buring November 2009, NiSource Finance redeemed $417.6 million of its floating rate notes.

On April 9, 2009, NiSource Finance closed a $385.0 million senior unsecured two-year bank term loan with a
scheduled maturity of February 11, 2011, Borrowings under the bank term loan had an effective cost of LIBOR plus
538 basis points. Previously, on February 16, 2009, NiSource anmounced the initial closing of the bank term loan at
the level of $265.0 million. Under an accordion feature, NiSource was able to increase the loan by $120.0 million
prior to final ¢losing, On December 7, 2009, this term loan was repaid with proceeds from the December 4, 2009,
$500.0 million debt offering.

On March 31, 2009, NiSource Finance commenced a cash tender offer for up to $300.0 million aggregate principal
amount of its outstanding 7.875% notes due 2010. On April 28, 2009, NiSource Finance announced that $250.6
million of these notes were successfully tendered.

On March 9, 2009, NiSource Finance issued $600.0 million of 10.75% unsecured notes that mature March 15, 2016,

During January 2009, NiSource repurchased $32.4 million of the $450.0 million floating rate notes that were
scheduled to mature in November 2009 and $67.6 million of the $1.0 billion 7.875% unsecured notes scheduled to
mature in November 2010,

During August 2008, aftcr a series of negative events in the tax-exempt auction rate market, Northern Indiana
converted its Jasper County Pollution Control Bonds, having a total principal value of $254 million, from variable
rate demand mode to fixed rate demand mode. The weighted average interest rate is now fixed at 5,58%,

On May 15, 2008, NiSource Finance issued $500.0 million of 6.80% unsecured notes that mature January 15, 2019
and $200.0 million of 6.15% unsecured notes that maturc on March 1, 2013, The notes due in 2013 constitute a
further issuance of the $345.0 million 6.15% notes issued February 19, 2003, and form a single series having an
aggregate principal amount outstanding of $545.0 million.

Following are the outstanding long-term debt sinking fund requirements and maturities at December 31, 2010. The
long-term debt matyrities shown below include capital lease obligations and the debt of certain low-income housing
real estate investments. NiSource does not guarantee the long-term debt payment of the low-income housing real
estate investments.

Year Ending December 31, {in millions)

2011 $ 34.2
2012 3225
2013 619.4
2014 567.8
2015 2353
After 42243
Total ¥ $ 6,003.5

{1) This amount includes $33.2 million of unamortized discount and premmm.
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Unamortized debt expense, premium and discount on long-term debt applicable to outstanding bonds arc being
amortized over the life of such bonds. Reacquisition premiums have been deferred and are being amortized. These
premiums are not earning a tegulatory return during the recovery period.

Of NiSource’s long-term debt outstanding at December 31, 2010, $109.0 million was issued by NiSource’s
subsidiary, Capital Markets. The financial obligations of Capital Markets are subject to a Support Agrcement
between NiSource and Capital Markets, under which NiSource has committed to make payments of interest and
principal on Capital Markets’ obligations in the event of a failure to pay by Capital Markets. Under the terms of the
Suppott Agreement, in addition to the cash flow from cash dividends paid to NiSouwrce by any of its consolidated
subsidiaries, the assets ol NiSource, other than the stock and assets of Northem Indiana, are availablc as recourse for
the benefit of Capital Markets” creditors. The carrying value of the NiSource assets, excluding the assets of
Northern Indiana, was § 14.6 billion at December 31, 2010.

NiSource Finance maintains $300.0 million notional value of interest rate swap agreemcnts relating to its
outstanding long-term debt. The etfect of these agreements is to modify the interest rate characteristics of a portion
of their respective long-term debt from fixed to variable. Refer to Note 9, “Risk Management and Energy
Marketing Activities,” in the Notes to Consolidated Financial Statements for further information regarding interest
rate swaps.

NiSource is subject to one financial covenant under its five-year revolving credit facility. This covenant requires
NiSource to maintain a debt to capitalization ratio that does not exceed 70%. A similar covenant in the 2005 private
placement note purchase agreement requires NiSource to maintain a debt to capitalization ratio that does not exceed
75%. As of December 31, 2010, the ratio was 39.9%.

NiSource is alse subject to certain other non-financial covenants under the revolving credit facility, Such covenants
include a limitation on the creation or existence of new lens on NiSource's assets, generally exempting liens on
utility assets, purchase money security interests, preexisting security interests and an additional subset of assets
equal to $150 million. An asset sale covenant generally restricts the sale, lease and/or transfer of NiSource's assets
to no more than 10% of its consolidated total assets and dispositions for a price not materially less than the fair
market value of the asscts disposed of that do not impair the ability of NiSource and NiSource Finance to perform
obligations under the revolving credit facility, and that, together with all other such dispositions, would not have a
material adverse effect. The revolving credit facility also include a cross-default provision, which triggers an event
of default under the credit facility in the event of an uncured payment default rclating to any indebtedness of
NiSource or any of its subsidiaries in a principal amount of $30 million or more.

NiSource's indentures generally do not contain any financial maintenance covenants. However, NiSource's
indentures are generally subject to cross default provisions ranging from uncured payment defaults of $5 million to
$50 million, and limitations on the incurrence of liens on NiSource’s assets, generally cxempting liens on utility
assets, purchase money scecurity interests, preexisting sceurity interests and an additional subset of assets capped at
10% of NiSource's consolidated net tangible assets.

17. Short-Term Borrowings

NiSource Finance maintains a $1.5 billion five-year revolving credit facility with a syndicale of banks which has a
termination date of July 7, 2011. This facility provides a recasonable cushion of short-term liquidity for general
corporate purposes including meeting cash requirements driven by volatility in natural gas prices, and provides for
the issuance of letters of credit. At December 31, 2010, NiSource had $1,107.5 million of outstanding borrowings
under this facility.

As of December 31, 2010 and 2009, NiSource had $32.5 million and $87.8 million, respectively, of stand-by letters
of credit outstanding of which $14.2 million and 585.0 million were under the five-year revolving credit {acility,
NiSource Finance maintains a five-year revelving line of credit with a syndicate of financial institutions which can
be used either for borrowings or the issuance of letters of credir,
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Beginning January 1, 2010, transfers of accounts receivable that previously gualified for sales accounting no longer
qualify and are accounted for as secured borrowings resulting in the recognition of short-term debt on the
Consolidated Balance Sheets in the amount of $275.0 million as of December 31, 2010. Refer to Note 19,
“Transfers of Financial Assets,” for additional information.

Short-term borrowings were as follows:

At December 31, (in millions) 2010 2009
Credit facilities borrowings weighted average interest rate of

0.78% and 0.59% at December 31, 2010 and 2009, respectively $ 1,107.5 § 103.0
Accounts receivable securitization facility borrowings 27540 -
Total short-term borrowings $ 1,382.5 § 103.0
18. Fair Value Disclosures
A Fair Value Measurements. NiSource adopted the provisions of ASC Topic 820 — Fair Value

Measurements and Disclosures for financial asscts and liabilities on January 1, 2008 and non-financial assets and
liabilities on January I, 2009. There was no impact on retained eamings as a result of the adoption.

Recurring Fair Value Measurements. The following tables present financial assets and liabilities measured and
recorded at fair value on NiSource’s Consolidated Balance Sheet on a recurring basis and their level within the fair
value hierarchy as of December 31, 2010 and December 31, 2009:

Quoted Prices Significant
in Active Markets Significant Other Unobservable
Recurring Fair Value Measurcments for [dentical Assets Ohservable [nputs Inputs Balance as of
December 31, 2010 (in millions) (Level 1) (Level 2) (Level 3) December 31, 2010
Assets
Commodity price risk management
assets:
Physical price risk programs $ - % 1614 § -3 161.4
Financial price risk programs 173.8 32 0.3 177.3
[nterest rate risk activities - 61.1 - 61.1
Available-for-sale securities 435 37.9 - 31.4
Total % 2173 % 263.6 S 03 3 481.2
Liabilities
Commodity price risk management
Habilities:
Physical price risk programs $ - % 3.6 % - % 3.6
Financial price risk programs 348.5 i3 0.1 351.9
Total N 3485 § 69 § ar $ 355.5
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Quoted Prices Significant
in Active Markets Significant Other Unobservable
Recurring Fair Value Mecasurcments for Identical Assets Observable Inputs Inputs Balance as of
December 31, 2009 (in millions) (Level 1) {Level 2) {Level 3) December 31, 2009
Assets
Commodity Price risk management
assets:
Physical price risk programs 3 -8 1417 $ -8 141.7
Financial price risk programs 187.5 114 - 1989
Other - - 2.1 2.1
Interest rate risk activities - 68.2 - 68.2
Available-{or-sale securities 34.5 374 - 71.9
Total k3 2220 § 2587 § 21 % 482.8
Liabilities
Commodity Price risk management
liabilities:
Physical price risk programs 3 - 5 9.6 % -8 9.6
Financial price risk programs 3438 6.9 - 3507
Total 3 3438 § 165 % -85 360.3

Price risk management assets and liabilities include commodity exchange-traded and non-exchange-based derivative
contracts. Exchange-traded derivative contracts are generally based on unadjusted quoted prices in active markets
and are classified within Level 1. These financial assets and liabilities are secured with cash on deposit with the
exchange; therefore nonperformance risk has not been incorporated into these valuations. Certain non-exchange-
traded derivatives are valued using broker or over-the-counter, on-line exchanges. In such cases, these non-
exchange-traded derivatives are classified within Level 2. Non-exchange-based derivative instruments include
swaps, forwards, and options. In certain instances, these instruments may utilize models to measure fair value.
NiSource uses a similar model to value similar instruments. Valuation models utilize various inputs that include
quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or
liabilities in markets that are not active, other observable inputs for the asset or liability, and market-corroborated
inputs, i.e., inputs derived principally from or corroborated by observable market data by correlation or other means.
Where observable inputs are available for substantially the full term of the asset or liability, the instrument is
categorized in Level 2. Certain derivatives trade in less active markets with a lower availability of pricing
information and models may be utilized in the valuation. When such inputs have a significant impact on the
measurement of fair value, the instrument is categorized in Level 3. Credit risk is considered in the fair value
calculation of derivative instruments that are not exchange-traded. Credit exposures are adjusted to reflect collateral
agreements which reduce exposures.

To determine the fair value of derivatives associated with NiSource’s unregulated natural gas marketing business,
certain reserves were calculated. These reserves were primarily detenmined by evaluating the credit worthiness of
certain customers, fair value'of future cash flows, and the cost of maintaining restricted cash. Refer to Note 9, “Risk
Management and Energy Marketing Activities” for additional information on price risk asscts.

Price risk management assets also include fixed-to-floating interest-rate swaps, which arc designated as fair value
hedges, as a means to achieve its targeted level of variable-rate debt as a percent of total debt. NiSource nses a
calculation of future cash inflows and estimated future outflows related to the swap agreements, which are
discounted and netted to determine the current fair value. Additional inputs to the present value caleulation include
the contract terims, as well as market parameters such as current and projected interest rates and volatility. As they
are based on observable data and valuations of similar instruments, the interest-rate swaps are categorized in Level 2
in ihe fair value hierarchy. Credit risk is considered in the fair value calculation of the interest rate swap.
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Available-for-sale securities are investments pledged as collateral for trust accounts related to NiSource’s wholly-
owned insurance company. Available-for-sale securities are included within “Other investments” in the
Consolidated Balance Sheets. Securities classified within Level 1 include U.S. Treasury debt securities which are
highly liquid and are actively traded in over-the-counter markets. NiSource values corporate and mortgage-backed
debt securities using a matrix pricing model that incorporates market-based information. These securitics trade less
frequently and are classified within Level 2. Unrealized gains and losses from available-for-sale securities are
included in other comprehensive income. The amortized cost, gross unrealized gains and losses, and fair value of
available-for-sale debt securities at December 31, 2010 and 2009 were;

Gross Gross
Amortized Unrealized Unrealized
(in millions} Cost Gains Losses Fair Value
Available-for-sale debt securities, December 31,
2010
U.S. Treasury securities by 434 % D6 % {0.5) 8 43.5
Corporate/QOther bonds 36.1 2.0 (0.2} 37.9
Total Available-for-sale debt securities $ 795 § 2.6 8 {0.7) § 81.4
Graoss Gross
Amortized Unrealized Unrealized
{(in millions) Cost Gains Losses Fair Value
Available-for-sale debt securities, December 31,
2009
U.S. Treasury securities b 346 5 02 % {0.3) § 345
Corporate/Other bonds 35.2 22 - 37.4
Total Available-for-sale debt securities 5 69.8 % 24 § {0.3) % 71.9

For the year ended December 31, 2010, 2009, and 2008 the realized gain (loss) on sale of available for sale U.S,
Treasury debt securitics was $0.7 million, $1.1 million and $2.7 million, respectively. For the year ended December
31, 2010, 2009, and 2008 the realized gain (loss) on sale of available for sale Corporate/Other bond debt securities
was $1.0 million, $0.9 million, and ($0.3) million.

The cost of maturities sold is based upon specific identification. At December 31, 2010, approximately $3.5 million
of U.S. Treasury debt securities have maturities of less than a year while the remaining securities have maturities of
greater than one year. At December 31, 2010 approximately $0.1 million of Corporate/Other bonds have maturities
of less than a year while the remaining securities have maturities of greater than one year.

The following tables present the fair value reconciliation of Level 3 assets and liabilities measured at fair valuc on a
recurring basis for the periods ended December 31, 2010 and December 31, 2009:

Financial
Period Ended December 31, 2010 (in millions) Transmigsion Rights  Other Derivalives Total
Balance as of Januoary 1, 2010 $ 1.9 3 0.2 $ 2.1
Total gains (losses) (unrealized/realized)

Included in regulatory assets/liabilitics (16.3) - (16.3)
Purchases, issuances and settlements (net) 14,4 - 14.4
Balance as of December 31, 2010 b - $ 02 b 0.2
Change in unrealized gains/(losses) relating to

instruments still held as of December 31, 2010 3 - $ - 3 -
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Financial
Period Ended December 31, 2009 (in millions) Transmission Rights  Other Derivatives Total
Balance as of January 1, 2009 b 2.6 $ 1.6 $ 4.2
Total gains (losses) (unrealized/realized)

Included in regulatory assets/liabilitics (1.9 - (1.9)
Purchases, issuances and settlements (net) 1.2 (1.4 (0.2)
Balance as of December 31, 2009 $ 1.9 $ 0.2 5 2.1
Change in unrealized gains/(losses) relating to

instruments still held as of December 31, 2009 8§ (1.9 b - 3 (1.9)

As discussed in Note 9, Risk Management and Energy Marketing Activities, part of the MISO Day 2 initiative,
Northern Indiana obtains FTRs, which help to offset congestion costs due to the MISO Day 2 activity, These
instrurnents are considered derivatives and are classified as Level 3 and are reflected in the table above. FTRs are
valued based on the value of allocated ARRs and forecasted congestion costs. Since congestion costs are recoverable
through the fuel cost recovery mechanism, the related gains and losses associated with marking these derivatives to
market are recorded as a regulatory asset or liability, Northern Indiana also writes options for regulatory incentive
putposes which are also considered in the Level 3 valuations. Realized gains and losses for these Level 3 recurring
items are included in meome within Cost of Sales on the Statements of Consolidated Income (Loss). Unrealized
gains and losses from Level 3 recurring items are included within Regulatory assets or Regulatory liabilities on the
Consolidated BRalance Sheets.

Non-recurring Fair Value Measurements. There were no significant non-recurring fair value measurements
recorded during the twelve months cnded December 31, 2010.

For 2009, NiSource recognized $16.6 million in expense for an impairment charge related to the assets of Lake Erie
Land discussed in Note 3, “Impairments, Restructuring and Other Charges.” The total impairment charge is
comprised of 38.8 million recognized due to the uncollectability of certain receivables due from the original
developer of the property and $7.8 million recognized due to the current book value exceeding the estimated fair
value of certain real estate property. The fair value of the assets was based upon the appraised value of certain real
estate property. These measurements are considered Level 3 valuations as several of the inputs used in the appraisal
were unobservable. In prior reporting periods, the assets of Lake Erie Land were measured based on the purchase
price containcd in the purchase agreement entered into with the original developer in 2003,

NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its
low income housing investments. During the third quarter of 2009 a potential buyer was able to secure financing to
purchase twa properties previously recorded as assets held for sale as well as three additional properties. The
expected procceds from the sale of the five properties were less than the net book value resulting in a pre-tax
impairment charge of $4.5 million recognized during the third quarter. The NDC Douglas Properties assets were
valued based on the anticipated adjusted purchasc price included in the letter of intent which is an unobservable
input and is considered a Level 3 valuation.

NDC Douglas Properties owns four properties which do not currently meet the assets held for sale criteria as their
estimated sale date is greater than one vear. Based on previous impairments recorded on other NDC Douglas
Properties, the properties were tested for impairment during the third quarter of 2009. The test resulted in a pre-tax
impairment charge of 34.4 million recognized during the third quarter, The assets were valued based on a
discounted cash flow model utilizing estimated future cash flows which are unobservable inputs. The valuation is
considered a Level 3 valuation.

The following table presents long-lived assets measured and recorded at fair value on NiSource’s Consolidated
Balance Sheet on a non-recurring basis and their level within the fair value hierarchy as of December 31, 2009
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Quoted Pricas in
Active Markets Significant Other Significant

for Identical Observable Unobservable
Non-Recurring Fair Yalue Measurements Balange as of Assets [nputs Inputs Totai Gains
(in millions) Dec.31, 2009 {Level 1} (Level 2) (Level 3) {Losses)
Assets
Property, Plant & Equipment § 70 % - 8 _ % 10 8 (5.1)
Other Assets 27.0 - - 270 (16.6)
Long-lived nct assets held for sale 10.0 - - 10,0 (4.5)
Total b 440 % - § -8 440 % (26.2)
B. Other Fair Value Disclosures for Financial Instruments. NiSource has certain financial instruments

that are not measured at fair value on a recurring basis but nevertheless are recorded at amounts that approximate
fair value due to their liquid or short-term nature, including cash and cash equivalents, restricted cash, accounts
receivable, accounts payable, customer deposits and short-term borrowings. NiSource’s long-term borrowings are
recorded at historical amounts vnless designated as a hedged item in a fair value hedge.

The following methods and assumptions were used to estimate the fair value of each class of financial instruments
for which it is practicable to estimate fair value.

Investments. NiSource has corporate owned life insurance which is measured and recorded at cash surrender value.
NiSource’s investments in corporate owned life insurance at December 31, 2010 and 2009 were $26.0 million and
$23.7 million, respectively.

Long-term Debt. The fair values of these securities are estimated based on the quoted market prices for the same or
similar issues or on the rates offered for securities of the same remaining maturities. Certain premium costs

associated with the early settlement of long-term debt are not taken into consideration in determining fair value.

The carrying amount and estimated fair values of financial instruments were as follows:

Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value
At December 31, ¢in millions) 2010 2010 2009 2009
Long-term investments $ 26.7 3 254 % 245 % 232
Long-term debt (including current portion) 5,970.3 6,482.4 6,688.8 7,094.9

19, Transfers of Financial Assets

Beginning January 1, 2010, transfers of accounts receivable that previously qualified for sales accounting no longer
qualify and are accounted for as secured borrowings resulting in the recognition of short-term borrowings on the
Consolidated Balance Sheets, The maximum amount of debt that can be recognized related to NiSource’s accounts
receivable programs is $475.0 million.

Prior to January 1, 2010, NiSource’s accounts receivable programs qualified for sale accounting based upon the
conditions met in ASC Topic 860, Transfers and Servicing.

All accounts receivables sold to the commercial paper conduits are valued at face value, which approximates fair
value due to their short-term nature. The amount of the undivided percentage ownership interest in the accounts
receivables sold is determined in part by required loss reserves under the agreements. Below is information about
the accounts receivable sceuritization agreements entered into by NiSource’s subsidiaries,
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On October 23, 2009, Columbia of Ohio entered into an agrecment to sell, without recourse, substantially all of its
trade receivables, as they originate, to CGORC, a wholly-owned subsidiary of Columbia of Ohio. CGORC, in tuin,
is party to an agreement with BTMU and RBS, also dated October 23, 2009, under the terms of which it sells an
undivided percentage ownership interest in its accounts receivable to a commercial paper conduit sponsored by
BTMU and BRBS. On October 22, 2010, the agreement was rencwed with an amendment reducing the maximum
seasonal programs limit from $275 millien to $200 million. The amended agreement expires on October 21, 2011,
and can be renewed if mutually agreed to by all parties. As of December 31, 2010, $113.2 million of accounts
receivable had been transferred by CGORC. CGORC is a separate corporate entity from NiSource and Columbia of
Ohio, with its own separate obligations, and upon a liquidation of CGORC, CGORC’s obligations must be satisfied
out of CGORC’s assets prior to any value becoming available to CGORC’s stockholder, Under the agrcement, an
event of termination occurs if NiSource’s debt rating is withdrawn by either Standard & Poor’s or Moody’s, or falls
below BB- or Ba3l at either Standard & Poor’s or Moody’s, respectively.

On October 23, 2009, Northern Indiana cntered into an agreement to sell, without recourse, substantiully all of its
trade receivables, as they originate, to NARC, a wholly-owned subsidiary of Northern Indiana. NARC, in turn, is
party to an agreement with RBS, also dated October 23, 2009, under the terms of which it sells an undivided
percentage ownership interest in its accounts receivable to a commercial paper conduit sponsored by RBS, The
maximum seasonal program limit under the terms of the agreement is $200 million. On October 22, 20140, the
agreement was renewed, having a new scheduled termination date of August 31, 2011, and can be renewed if
mutually agreed to by both parties. As of December 31, 2010, $115.2 million of accounts receivable had been
transferred by NARC. NARC is a separale corporate entity from NiSource and Northern Indiana, with its own
separate obligations, and upon a liquidation of MARC, NARC’s obligations must be satistied out of NARC’s assets
prior to any value becoming available to NARC’s stockholder. Under the agreement, an event of termination occurs
if Northern Indiana’s debt rating is withdrawn by either Standard & Poor’s or Moody’s, or falls below BB or Ba2 at
etther Standard & Poor’s or Moody’s, respectively.

On March 15, 2010, Columbia of Pennsylvania entered into an agreement to sell, without recourse, substantially all
of its trade receivables, as they originate, to CPRC, a wholly-owned subsidiary of Columbia of Pennsylvania.
CPRC, in tumn, is party to an agreement with BTMU, also dated March 15, 2010, under the terms of which it sells an
undivided percentage ownership interest in its accounts receivable to a commercial paper conduit sponsored by
BTMU. The maximmum seasonal program limit under the terms of the agreement is $75 million. CPRC’s agreement
with the commercial paper conduit has a scheduled termination of March 14, 2011, and can be renewed if mutually
agreed to by both parties. As of December 31, 2010, $46.6 million of accounts receivable has been transferred by
CPRC. CPRC is a separate corporate entity from NiSource and Columbia of Pennsylvania, with its own separate
obligations, and upon a liquidation of CPRC, CPRC’s obligations must be satisfied out of CPRC’s assets prior to
any value becoming available to CPRC stockholder, Under the agreement, an cvent of termination oeccurs if
NiSource’s debt rating is withdrawn by either Standard & Poor’s or Moody's, or falls below BB- or Ba3 at either
Standard & Poor’s or Moody’s, respectively,

The following tables reflect the gross and net receivables transferred as well as short-term borrowings related to the
secUritization transactions as of December 31, 2010 and December 31, 2009 for Columbia of Ohio, Northern Indiana
and Columbia of Pennsylvania:

(in millions) December 31, 2010 December 31, 2009

Gross Receivables interest g 655.6 § 437.8
Less: Receivables not transferred 380.6 249 4
Net receivables transferred $ 275.0 % 188.4
Short-term debt due to asset securitization $ 2750 § -

Consistent with sale accounting treatment, at December 31, 2009 the $188.4 million of receivables shown above are
not recorded on the Consolidated Balance Sheets. For the year ended December 31, 2009, NiSource received
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proceeds from receivables sold of $2,808.4 million, remitted collections to the commercial paper conduits of
$2,923 4 million and repurchased receivables of $133.1 million. This resulted in a net use of operating cash flows of
$248.1 million. Additionally, for the year ended December 31, 2009, $8.9 million of fees associated with the
securitization transactions were recorded as other, net expense.

Beginning January 1, 2010, transfers of accounts receivable that previously qualified for sale accounting no longer
qualify and are accounted for as secured borrowings. As such, at December 31, 2010, the entire gross receivables
balance remains on the Consolidated Balance Sheets and shori-term borrowings are recorded in the amount of
praceeds received from the commercial paper conduits involved in the transactions. During 2010, $275.0 million
has been recorded as cash from financing activities related to the change in short-term borrowings due to the
securitization transactions. Although there have been no changes in the operation of the accounts receivable
securitization programs, the application of the new accounting guidance resulled in a reduction in cash from
operations of $241.9 million. For the year ended December 31, 2010, $6.3 million of fees associated with the
securitization transactions were recorded as interest expense in accordance with the new accounting guidance.
Columbia of Ohio, Northern Indiana and Columbia of Pennsylvania temain responsible for collecting on the
teceivables securitized and the receivables cannot be sold to another party.

20. Other Commitments and Contingencies

A. Guarantees and Indemnities. As a part of normal business, NiSource and certain subsidiaries enter into
various agreements providing financial or performance assurance to third parties on behalf of certain subsidiaries.
Such agreements include guarantces and stand-by letters of credit. These agreements are entered mto primarily to
support or enhance the creditworthiness otherwise attributed to a subsidiary on a stand-alone basis, thereby
facilitating the exiension of sufficient credit to accomplish the subsidiaries’ intended commercial purposes, The
total guarantees and indemnitics in existence at December 31, 2010 and the years in which they expire are:

f{in millions) Total 2011 2012 2013 2014 2015 After
Guarantees of subsidiaries debl S 54309 § - % 3150 § 5450 % 300.0 % 2300 § 3.840.9
(iuarantees supporting encrgy

commadity contracts of subsidiarics 194.5 112.8 0.1 - - - 819
Accounts receivable securitization 275.0 275.0 - -
Lines of credit 1,107.5 1,107.5 - - - - -
Letters of cradit 325 14.2 164 - 1.9 - -
Other guarantecs 12314 2.0 13.2 223.5 32.2 . 525
Toral commercial commitments 5 7.363.8 % 15012 § 3447 8 7685 % 5341 § 2300 § 31,9753

Guarantees of Subsidiaries Debt. NiSource has guaranteed the payment of $5.4 billion of debt for various wholly-
owned subsidiaries including NiSource Finance, and through a support agreement, Capital Markets, which is
reflected on NiSource’s Consolidated Balance Sheets. The subsidiaries are required to comply with certain financial
covenants under the debt indenture and in the cvent of default, NiSource would be obligated to pay the debt’s
principal and related interest. NiSource does not anticipate its subsidiaries will have any difficulty maintaining
compliance.

Guarantees Supperting Commodity Transactions of Subsidiaries. NiSource has issued guarantees, which
support up to approximately $194.5 million of commodity-related payments for its current subsidiaries involved in
energy marketing activities. These guarantecs were provided to counterparties in order io facilitate physical and
financial transactions involving natural gas. Te the extent liabilities exist under the commaodity-related contracts
subject to these guarantees, such liabilities are included in the Consolidated Balance Sheets.

Lines and Letters of Credit and Accounts Receivable Advances. NiSource Finance maintains a 1.5 billion five-
year revolving credit facility with a syndicate of banks which has a termination date of July 7, 2011, This facility
provides a reasonable cushion of short-term liquidity for general corporate purposes including meeting cash
requirements driven by volatility in natural gas prices, and provides for the issuance of leiters of credit. NiSource
currently intends to negotiate a new revoiving credit facility during the (irst quarter of 201 1. At December 31, 2010,
MiSource had $1,107.5 million in borrowings under its five-year revolving credit facility and $275.0 million
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outstanding under its accounts receivable securitization agreements. At December 31, 2010, NiSource issued stand-
by letters of credit of approximately $32.5 million for benefit of third parties. See Note 17, “Short-term
Borrowings,” of the Notes to Consolidated Financial Statements for additional information,

Other Guarantees or Obligations. On June 30, 2008, NiSource sold Whiting Clean Energy to BPAE for $216.7
million which included $16.1 million in working capital. The agreement with BPAE contains representations,
warranties, covenants and closing conditions. NiSource has executed purchase and sales agreement guarantees
totaling $220 million which guarantee performance of PEI's covenants, agreements, obligations, liabilities,
representations and warranties under the agreement with BPAE. No amounts related to the purchase and sales
agreement guaranfees are reflected in the Consolidated Balance Sheet as of December 31, 2010. These guarantees
are due to expire in June 2013.

NiSource has additional purchase and sales agreement guarantees totaling $30.0 million, which guarantee
performance of the seller’s covenants, agreements, obligations, liabilities, representations and warranties under the
agreements. No amounts related to the purchase and sales agreement guarantees are reflected in the Consolidated
Balance Sheets. Management believes that the likelihood NiSource would be required to perform or otherwise incur
any significant losses associated with any of the aforementioned guarantess is remote.

NiSource provided a letter of credit to Union Bank N.A., as Collateral Agent for deposit into a debt service reserve
account as required under the Deposit and Disbursement Agreement governing the Millennium Pipeline notes
offering in conjunction with Millennium’s long-term debt refinancing. This account is to be drawn upon by the note
holders in the event that Millennium is delinquent on its principal and interest payments. The obligation amount of
NiSource’s letter of credit represents 47.5% (NiSource’s ownership percentage in Millennium) of the Debt Service
Reserve Account requiterent or $16.2 million. The total exposure for NiSource is $16.2 million. NiSource recorded
an accrued liability of S1.5 million related to the inception date fair value of this guarantee as of December 31, 2010,

On June 29, 2006, Columbia Transmission, Piedmont, and Hardy Storage entered into multiple agreements to
finance the construction of the Hardy Storage project, which is accounted for by NiSource as an equity investment,
Under the financing agreement, Columbia Transmission issued guarantees securing payment for 50% of any
amounts issued in connection with Hardy Storage up until such time as the project is placed in service and operated
within certain specified parameters. As of December 31, 2009, Hardy Storage had outstanding borrowings of
$123.4 million under the temporary financing agreement, for which Columbia Transmission had recorded an
accrued liability of approximately $1.2 million related to the fair value of its guarantee securing payment for $61.7
million which is 50% of the amount borrowed. Hardy Storage satisfied the terms and conditions of its financing
agreemett on March 17, 2010, when Hardy Storage secured permanent financing, facilitating Columbia
Transmission’s release from jts underlying guarantee and therefore, the accrued liability of $1.2 million was relieved
as of March 31, 2010.

NiSource has issued other guarantees supporting derivative related paymenis associated with interest rate swap
agreements issued by NiSource Finance, operating leases for many of its subsidiaries and for other agreements
entered into by its current and former subsidiaries.

B. Other Legal Proceedings. In the normal course of its business, NiSource and its subsidiaries have been
named as defendants in various legal proceedings. in the opinion of management, the ultimate disposition of these
currently asserted claims will not have 4 material adverse impact on NiSource’s consolidated financial position.

Tawney, et al. v. Columbia Natural Resources, Inc., Roane County, WV Circuit Court

The Plaintiffs, who arc West Virginia landowners, filed a lawsuit in early 2003 in the West Virginia Circuit Court
for Roane County, West Virginia (the “Trial Court™) against CNR alleging that CINR underpaid royalties on gas
produced on their land by improperly deducting post-production costs and not paying a fair value for the gas.
Plaintiffs also claimed that Defendants fraudulently concealed the deduction of post-production charges. In
December 2004, the Trial Court granted Plaintiffs® motion to add NiSource and Columbia as Defendants. The Trial
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Court later certified the case as a class action that includes any person who, after July 31, 1990, received or is due
royaities from CNR (and its predecessors or successors) on lands lying within the boundary of the state of West
Virginia. Although NiSource sold CNR in 2003, NiSource remained obligated to manage this litigation and was
responsible for the majority of any damages awarded to Plaintiffs. On January 27, 2007, the jury hearing the case
returned a verdict against all Defendants in the amount of $404.3 million inclusive of both compensatory and
punitive damages; Defendants subsequently filed their Petition for Appeal, which was later amended, with the West
Virginia Supreme Court of Appeals (the “Appeals Court™), which refused the petition on May 22, 2008. On August
22, 2008, Defendants filed Petitions to the United States Supreme Court for writ of certiorari. Given the Appeals
Court’s earlier refusal of the appeal, NiSource adjusted its reserve in the second quarter of 2008 to reflect the portion
of the Trial Court judgment for which NiSource would be responsible, inclusive of intergst. This amount was
included in “Legal and environmental reserves,” on the Consolidated Balance Sheet as of December 31, 2008, On
Octaber 24, 2008, the Trial Court preliminatily approved a Settlement Agreement with a total settlement amount of
$380 million. The settlement received final approval by the Trial Court on November 22, 2008. NiSource’s share
of the settlement Lability is up to $338.8 million. NiSource complied with its obligations under the Settlement
Agreement to fund $85.5 million in the qualified settlement fund by January 13, 2009. Additionally, NiSource
provided a letter of credit on January 13, 2009 in the amount of $254 million and thereby complicd with its
obligation to secure the unpaid portion of the settlement, which was terminated on December 29, 2010. The Trial
Court entered its Order discharging the judgment on January 20, 2009 and is supervising the administration of the
settlement proceeds. As of December 31, 2010, NiSource has contributed a total of $330.5 million into the qualified
settlement fund, $277.3 million of which was contributed prior to December 31, 2009. As of December 31, 2010,
$8.3 million of the maximum settlement liability has not been paid. NiSource has since contributed an additional
$2.7 million in 2011. NiSource will be required to make additional payments, pursuant to the settlement, upon notice
from the Class Administrator.

John Thacker, et al. v. Chesapeake Appalachia, L.L.C., U.S, District Court, E.D. Kentucky Poplar Creek
Development Company v. Chesapeake Appalachia, L.L.C., U.S, District Court, E.D, Kentueky

On February 8, 2007, Plaintift filed the Thacker case, a purported class action alleging that Chesapeake has failed to
pay royalty owners the correct amounts pursuant to the provisions of their oil and gas leases covering real property
located within the state of Kentucky, Columbia has assumed the defense of Chesapeake in this matter pursuant to
the provisions of the Stock Purchase Agreement dated July 3, 2003, among Columbia, NiSource, and Triana Energy
Holding, Inc., Chesapeake's predecessor in interest (“Stock Purchase Agreement”). Plaintiffs filed an Amended
Complaint on March 19, 2007, which, among other things, added NiSource and Columbia as Defendants. On March
31, 2008, the Court denied a Motion by Defendants to Dismiss and on June 3, 2008, the Plaintiffs moved to certify a
class consisting of all persons entitled to payment of royalty by Chesapeake under leases operated by Chesapeake at
any point after February 5, 1992, on rcal property in Kentucky.

In June 2009, the parties {o the Thacker litigation presented a Settlement Agreement to the Court for preliminary
approval. The court granted the Motion for Preliminary approval and held a fairmness hearing on November 10,
2009. On March 3, 2010 the Court granted final approval of the settlement and on March 31, 2010 Poplar Creek
filed a notice of appeal of that approval with the Sixth Circuit. On February 17, 2011, the Sixth Circuit affirmed the
lower court’s approval of the settlement.

On October 9, 2008, Chesapeake tendered the Poplar Creek case to Columbia and Columbia conditionally assumed
the defense of this matter pursuant to the provisions of the Stock Purchase Agreement. Poplar Creek also purports
to be a class action covering royalty owners n the state of Kentucky and alleges that Chesapeake has improperly
deducted costs from the royalty payments; thus there is some overlap of parties and issues between the Poplar Creek
and Thacker cases. Chesapeakc filed a motion for judgment on the pleadings in December 2008, which was granted
on July 2, 2009, Plaintiffs appealed the dismissal to the Sixth Circuit Court of Appeals. Oral argument was held on
December 9, 2010 for both the Thacker and Poplar Creek cases. On February 17, 2011, the Sixth Circuit affirmed
the lower court’s decision.
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Environmental Protection Agency Notice of Violatien

On September 29, 2004, the EPA issued an NOV to Northern Indiana for alleged violations of the CAA and the
Indiana SIP. The NOV alleges that modifications were made to certain boiler units at three of Nerthern Indiana’s
generating stations between the years 1985 and 1995 without obtaining appropriate air permits for the modifications.
Northern Indiana, EPA, the Department of Justice, and IDEM have agreed 1o seitle the NOV.

The parties’ settlement is memorialized in a consent decree that was lodged in the United States District Court for
the Northern District of Indiana on January 13, 2011. The consent decree covers Northern Indiana’s four coal
generating stations: Bailly, Michigan City, R.M. Schahfer, and D.H. Mitchell. Northern Indiana must surrender
environmental permits for D.H. Mitchell’s coal-fired boilers, which have not been used to generate power since
2002. At the other generating stations, Northern Indiana must install additional control equipment, including three
new sulfur dioxide (“S02”) control devices and one new nitrogen oxide (*NOx") control device, The consent
decree also imposes emissions limits for NOx, SOZ, and particulate, and annual tonnage limits for NOx and SO2. In
addition, Northern Indiana must surrender certain NOx and SO2 allowances, pay fines of $3.5 miilion, and invest
$9.5 million in environmental mitigation projects. Northem Indiana is estimating the cost of NSR related capital
improvements at $550.0 to $650.0 million, which will be expended between 2010 and 2018. Northern Indiana
believes the capital costs will iikely be recoverable from ratepayers.

C. Tax Matters. NiSource records liabilities for potential income tax assessments. The accruals relate to tax
positions in a variety of taxing jurisdictions and are based on management’s estimate of the ultimate resolution of
these positions. These liabilities may be affected by changing interpretations of laws, rulings by tax authorities, or
the expiration of the statute of limitations. NiSource is a part of the IRS’s Large and Mid-Size Business program.
As a result, each year’s federal income tax retum is typically audited by the IRS. The audits of all tax years through
2004 have been completed and are closed to further assessment. The IRS audit of years 2005, 2006 and 2007 began
on December 2, 2009. As of December 31, 2010, there were no state income tax audits in progress that would have
a material impact on the consolidated financial statements.

NiSource is currently being audited for sales and use tax compliance in the states of Virginia, Kentucky,
Pennsylvania, Ohio, Maine and Massachusetts.

D. Envireonmental Matters,

NiSource operations are subject to environmental statutes and regulations related to air quality, water quality,
hazardous waste and solid waste. NiSource believes that it is in substantial compliance with those environmental
regulations currently applicable to its operations and believes that it has all necessary permits to conduct its
operations.

It is management’s continued intent to address environmental issues in cooperation with regulatory authorities in
such a manner as io achieve mutually acceptable compliance plans. However, there can be no assurance that fines
and penalties will not be incurred. Management expects a significant portion of environmental assessment and
remediation costs to be recoverable through rates for certain NiSource companies.

As of December 31, 2010 and 2009, NiSource had recorded reserves of approximately $79.8 million and $76.4
million, respectively, to cover environmental remediation at various sites. NiSource accrues for costs associated
with environmental remediation obligations when the incurrence of such costs is probable and the amounts can be
reasonably estimated. The original estimates for cleanup can differ materiatly from the amount ultimately expended.
The actual future expenditures depend on many factors, including currently enacted laws and regulations, the nature
and extent of contamination, the method of cleanup, and the availability of cost recovery from customers, Thase
expenditures are not currently estimable at some sites. NiSource periodically adjusts its reserves as information is
collected and estimates become more refined.
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Air
The actions listed below could require further reductions in emissions from various etirission sources. NiSource will
continue to closely monitor developments in these matters.

Climate Change. Future legislative and regulatory programs could significantly restrict emissions of GHGs or
could impose a cost or tax on GHG emissions. Recently, proposals have been developed to implement Federal, state
and regional GHG programs and 1o create renewable energy standards.

In 2009 and 2010, the United States Congress considered a nurnber of legislative proposals to regulate GHG
emissions. The United States House of Representatives passed a comprehensive climate change bill in June 2009
that would have created a GHG-cap-and trade system and implemented rencwable energy standards. Bills on the
same topics were introduced in the Senate in 2009 and 2010, but failed to gamer enough support to pass.

If a Federal or state comprehensive climate change bill were to be enacted into law, the impact on NiSource’s
financial performance would depend on a number of factors, including the overall level of required GHG reductions,
the renewable energy targets, the degree to which offsets may be used for cempliance, the amount of recovery
allowed from customers, and the cxtent to which NiSource would be entitled to receive CO, allowances at no cost.
Comprehensive Federal or state GHG regulation could result in additional expense or compliance costs that may not
be fully recoverable from customers and could materially impact NiScurce’s financial results.

National Ambient Air Quality Standards. The CAA requites EPA to set national air quality standards for
particulate matter and five other pollutanis (the NAAQS) considered harmful to public health and the environment.
Periodically EPA imposes new or modifies existing NAAQS. States that contain areas that do not meet the new or
revised standards must take steps to maintain or achieve compliance with the standards. These steps could include
additional pollution controls on boilers, engines, turbines, and other facilities owned by electric generation, gas
distribution, and gas transmission operations.

The following NAAQS were recently added or modified:

Particulate Mavter: In 2006, the EPA issued revisions to the NAAQS for particulate matter. The final rule {1}
increased the stringency of the current fine particulate (PM2.5) standard, (2) added a new standard for inhalable
coarsc particulate (particulate matter between [0 and 2.5 microns in diameter), and (3) revoked the annual standards
for ¢oarse particulate (PM10) while retaining the 24-hour PM10 standards. These actions were challenged in a case
before the DC Court of Appeals, American Farm Bureau Federation et al. v. EPA. In 2009, the appeals court
granted portions of the plaintiffs’ petitions challenging the fine particulate standards but denied portions of the
petitions challenging the standards for coarse particulate. State plans implementing the new standard for inhalable
coarse particulate and the modified 24-hour standard for fine particulate are expected in 2012. The annual and
secondary PM2.5 standards have been remanded to the EPA for reconsideration,

Ozome (eight hour): On March 12, 2008, the EPA announced the tightening of the eight-hour ozone NAAQS. EPA
has yet to announce the classification structure and the corresponding attainment dates for the new standard. On
September 16, 2009, the EPA announced it would reconsider the March 2008 tightening of the ozone NAAQS and if
needed promulgate more stringent standards. If the standards are tightened and area designations subscquently
changed, new SIPs will need to be developed by the states within three years to bring the nonattainment arcas into
compliance. NiSource will continue to closely monitor developments in these matters and cannot estimate the
impact of these rules at this time.

Nitrogen Dioxide (NO2): The EPA revised the NO2 NAAQS by adding a one-hour standard while retaining the
annual standard. The new standard could impact some NiSource combustion sources. EPA will designate areas that
do not meet the new standard beginning in 2012. States with areas that do not meet the standard will need to
develop rules to bring areas into compliance within five years of designation. Additionally, under certain permitting
circumstances emissions from some existing NiSource combustion sources may need to be assessed and compared
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to the revised NO2 standards before areas are designated. Petitions challenging the rule have been filed by various
parties. NiSource will continue to closely monitor developments in these matters and cannot estimate the impact of
these rules at this time. For example, with respect to Columbia Gulf, capital costs could exceed $50 million
depending on the final outcome of the standard.

National Emission Standard for Hazardous Air Peollutants. On August 20, 2010, the EPA revised national
emission standards for hazardous air pollutants for certain stationary reciprocating internal combustion cngines.
Compliance requirements vary by engine type and will generally be required within three years. NiSource is
continuing its evaluation of the final rule and the specific requirements to ensure compliance by the 2013 deadline
and currently cstimates the cost of compliance in the range of $20 - $25 miliion,

Waste

NiSource subsidiaries are potentially responsible partics at waste disposal sites under the CERCLA (commonly
known as Superfund) and similar state laws. Additionally, a program has been instituted to identify and investigate
former MGP sites where Gas Distribution Operations subsidiaries or predecessors may have lability. The program
has identified up to 84 such sites and initial investigations have been conducted at 56 sites. Follow-up investigation
activitics have been completed or are in progress at 50 sites and remedial measures have been implemented or
completed at 37 sites. Remedial actions at many of these sites are being overseen by state or federal environmental
agencies through consent agreements or voluntary remediation agreements. The final costs of cleanup have not yet
been determined. As site investigations and cleanups procecd reserves are adjusted to reflect new information.

Additional Issues Related to Individual Business Segments

The sections above describe various regulatory actions that affect Gas Transmission and Storage Operations,
Electric Operations, and certain other discontinued operations for which NiSource has retained a liability. Specific
information is provided below.

Gas Transmission and Storage Operations.

Waste

Columbia Transmission continues to conduct characterization and remediation activities at specific sites under a
1995 AOC (subsequently modified in 1996 and 2007). The 1995 AOC originally covered 245 major facilities,
approximately 13,000 liquid removal points, approximately 2,200 mercury measurement stations and about 3,700
storage well locations. As a result of the 2007 amendment, approximately 50 facilities remain subject to the terms
of the AOC.,

One of the facilities subject to the 1995 AOC is the Majorsville Operations Center, which was remediated under an
EPA approved Remedial Action Work Plan in summer 2008. Pursuant to the Remedial Action Work Plan,
Columbia Transmission completed a project that stabilized residual oil contained in soils at the site and in sediments
in an adjacent stream. Columbia Transmission continues to monitor the site subject to EPA oversight. On April 23,
2009, PADEP issued an NOV to Columbia Transmission, alleging that the remediation did not fully address the
contamination, The NOV asserts violations of the Pennsylvania Clean Streams Law and the Pennsylvania Solid
Waste Management Act and includes a proposed penalty of $1 million. Columbia Transmission is unable to
estimate the likelihood or cost of potential penaltics or additional remediation at this time.

Electric Operations.

Air

Northern Indiana expects to become subject to a number of new air-quality mandates in the next several years.
These mandates would arise from new environmental regulations and from a Federal consent decree and would
requirc Northern Indiana to make capital improvements to its electric generating stations. The cost of these
improvements is estimated to be $560 to $800 million. Northern Indiana expects that some or all of these costs will
likely be recoverable from ratepayers.
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NOx and Ozone Compliance: Indiana’s rale to implement the EPA’s NOx SIP call requires reduction of NOx levels
from several sources, including industrial and utility boilers, to reduce regional transport of azone. In response,
Northern Indiana developed a NOx compliance plan, which included the installation of Selective Catalytic
Reduction and combustion control NOx reduction technology at its active coal-fired generating stations and is
currently in compliance with the NOx requirements. In implementing the NOx compliance plan, Northern Indiana
has expended approximately $319.6 million as of December 31, 2010.

Sulfur dioxide: On December 8, 2009, the EPA revised the SO2 NAAQS by adopting a new i-hour primary
NAAQS for sulfur dioxide (802). EPA expects to designate areas that do not meet the new standard by mid 2012.
States with such areas would have until 2014 to develep attainment plans with compliance required by 2017.
Northern Indiana will continue to closely monitor developments in these matters and cannot estimate their impact at
this time.

Clean Air Interstate Rule (CAIR) / Transport Rule: On July 6, 2010, the EPA released its new Transport Rule
proposal, which would replace CAIR upon finalization. The EPA anticipates the rule will become effective in
sumnmer 2011. The proposal contains three different approaches to govern emissions of sulfur dioxide and nitrogen
oxides from electric generating units. The cost impact of the Transport Rule would depend upon the specific
requirements enacted. Northern Indiana will continue to monitor this matter but believes the cost of compliance will
be material,

Utility Hazardous Air Pollutants: On February 8, 2008, the United States Court of Appeals for the District of
Columbia Circuit vacated two EPA rules that are the basis for the Indiana Air Pollution Control Board’s Clean Air
Mercury Rule (CAMR) that established utility mercury emission limits in two phases {2010 and 2018) and a cap-
and-trade program to meet those limits. In response to the vacatur, the EPA is pursuing a new Section 112
rulemaking to establish MACT standards for electric utilities currently scheduled to be finalized by November 2011.
Northern Indiana will continue to monitor this matter but believes the cost of compliance may be material.

New Source Review: On September 29, 2004, the EPA issued an NOV to Northern Indiana for alleged violations of
the CAA and the Indiana SIP. The NOV alleges that modifications were made to certain boiler units at three of
Northern Indiana’s generating stations between the years 1985 and 1995 without obtaining appropriate air permits
for the modifications. Northern Indiana, EPA, the Department of Justice, and IDEM have agreed to settle the NOV.,

The parties’ settlement is memorialized in a consent decree that was lodged in the United States District Court for
the Northern District of Indiana on January 13, 2011. The consent decree covers Northern Indiana’s four coal
Zenerating stations: Bailly, Michigan City, R.M. Schahfer, and D.H, Mitchell. MNorthern Indiana must surrender
environmental permits for D.H, Mitchell’s coal-fired boilers, which have not been used to generate power since
2002, At the other generating stations, Northern Indiana must install additional control equipment, including three
new scrubbers to control sulfur dioxide (“S02”) and one new nitrogen oxide (*NOx™) control device. The consent
decree also imposes emissions limits for NOx, $O2, and particulate matter, and annual tonnage limits for NOx and
802, In addition, Northern Indiana must surrender certain NOx and 802 allowances, pay fines of $3.5 million, and
invest $9.5 million in environmental mitigation projects. Northem Indiana is estimating the cost of NSR related
capital improvements at $550.0 to $650.0 million which will be expended between 2010 and 2018. Northern
Indiana believes the capital costs will likely be recoverable from ratepayers.

Water

The Phase II Rule of the Clean Water Act Section 316(b), which requires all large existing steam electric generating
Stations to meet certain performance standards to reduce the effects on aquatic organisms at their cooling water
intake structures, became effective on September 7, 2004. Under this rule, stations will either have to demonstrate
that the performance of their existing fish protection systems meet the new standards or develop new systems, such
as a closed-cycle cooling tower. Various court challenges and EPA responses ensued. As a result of a December 3,
2010 settlement, the EPA is obligated to finalize a rule in 2012. The Bailly Generating Station is the only Northern
Indiana generating station that does not utilize closed cycle cooling. Northern Indiana will continue o closely
monitor this activity and cannot estimate the costs associated with the ultimate outcome at this time.
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Waste

On March 31, 2005, the EPA and Northern Indiana entered into an AQC under the authority of Section 3008(h) of
the RCRA for the Bailly Station. The order requires Northern Indiana to identify the nature and extent of relcases of
hazardous waste and hazardous constituents from the facility. Northern Indiana must also remediate any release of
hazardous constituents that present an unacceptable risk to human health or the environment. The process to
complete investigation and select appropriate remediation activities is ongoing. The final costs of cleanup could
change based on EPA review.

On June 21, 2010, EPA published a proposed rule for coal combustion residuals through the Resource Conservation
and Recovery Act (RCRA). The proposal outlines multiple regulatory approaches that EPA 1is considering. These
proposed regulations could negatively affect Northern Indiana’s ongoing byproduct reuse programs and would
impose additional requirements on its management of coal ash wastes. Northern Indiana will continue to monitor
developments in this matter and cannot estimate the potential financial impact at this time but believes that the cost
of compliance under ane of the scenarios could be as much as $70 million of capital improvements in the first 5
years. Northern Indiana expects that some or all of these costs may be recoverable from ratepayers.

Other Operations.

Waste

NiSource affiliates have retained environmental liabilities, including cleanup liabilities associated with some of its
former operations. Four sites are associated with its former propane operations and ten sites associated with former
petroleum operations. At one of those sites, an AOC has been signed with EPA to address petroleum residue in soil
and groundwater,

E. Qperating and Capital Lease Commitments. NiSource leases assets in several areas of its operations,
Payments made in connection with operating leases were $56.7 million in 2010, $56.2 million in 2009 and $57.3
million in 2008, and arc primarily charged to operation and maintenance expense as incurred. Capital leases and
related accumulated depreciation included in the Consolidated Balance Sheets were $76.4 million and $22.5 million
at December 31, 2010, and $1.4 million and $0.3 million at December 31, 2009, respectively.

NiSource Corporate Services has a license agreement with Rational Systems, LLC for pipeline business sofiware
requiring semi-annual payments of $2.9 million over 10 years, which began in January 2008. This agreement is
recorded as a capital lease.

Future minimum rental payments required under operating and capital leases that have initial or remaining non-
cancelable lease terms in excess of one year are:

Operating Capital

(in millions) Leases Leases (a)
2011 395 $9.2
2012 331 9.0
2013 26.1 7.5
2014 223 7.5
2015 14.2 6.4
After 59.4 i2.3
Total future minimum payments 3 194.6 $51.9
(a) Capital lease payments shown above are inclusive of interest totaling $11.] millicn.

F. Purchase and Service Obligations. NiSource has entered into various purchase and service agreements

whereby NiSource is contractually obligated to make certain minimum payments in future periods. NiSource’s
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purchase obligations are for the purchase of physical quantities of natural gas, electricity and coal. NiSource’s
service agreements encompass a broad range of business support and maintenance functions which are generally
described below.

NiSource’s subsidiaries have entered into various energy commodity contracts to purchase physical quantities of
natural gas, electricity and coal. These amounts represent minimum quantities of these commodities NiSource is
obligated to purchase at both fixed and variable prices.

In July 2008, the IURC issued an order approving Northern Indiana’s proposed purchase power agreements with
subsidiaries of Iberdrola Renewables, Buffalo Ridge I LL.C and Barton Windpower LLC. These agreements
provided Northemn Indiana the opportunity and obligation to purchase up to 100 mw of wind power commmencing in
early 2009, The contracts extend 15 and 20 years, representing 50 mw of wind power each. No minimum quantities
are specified within these agreements due to the varability of electricity production from wind, so no amounts
related to these contracts are included in the table below. Upon any termination of the agreements by Northern
Indiana for any reason (other than material breach by Buffalo Ridge I LI.C or Barton Windpower LLC), Northern
Indiana may be required to pay a termination charge that could be material depending on the events giving rise to
termination and the timing of the termination.

NiSource has pipeline service agresments that provide for pipeline capacity, ransportation and storage services.
These agreements, which have expiration dates ranging from 2011 to 2045, require NiSource to pay fixed monthly
charges.

On December 12, 2007, NiSource Corporate Services amended its agreement with IBM to provide business process
and support functions to NiSource. NiSource Corporate Services continues to pay IBM for the amended services
under a combination of fixed or variable charges, with the variable charges fluctuating based on actual need for such
services, Under the amended Agreement, at December 31, 2010, NiSource Corporate Services expects to pay
approximately $400 million to IBM in service fees over the remaining 4.5 year term. In February, 2011, NiSource
elected to reduce certain services which will effectively lower the service obligation by approximately $30.0 million.
Upon any termination of the agreement by NiSource for any reason (other than material breach by IBM), NiSource
may be required to pay IBM a termination charge that could include a breakage fee, repayment of IBM's un-
recovered capital investments, and IBM wind-down expense. This termination fee could be a material amount
depending on the events giving rise to termination and the timing of the termination.

NiSource Corporate Services signed a service agreement with Vertex Outsourcing LLC, a business process
outsourcing company, to provide customer contact center services for NiSource subsidiaries through June 2015,
Services under this contract commenced on July I, 2008, and NiSource Corporate Services pays for the services
under a combination of fixed and variable charges, with the variable charges fluctuating based on actual need for
such services. Based on the currenily projected usage of these services, NiSource Corporate Services expects to pay
approximately $53.7 million to Vertex Outsourcing LLC in service fees over the remaining 4.5 year term. Upon
termination of the agreement by NiSource for any reason (other than material breach by Vertex Outsourcing LLC),
NiSource may be required to pay a termination charge not to exceed $12.4 million.

Northern Indiana has contracts with three major rail operators providing for coal transportation services for which
there are certain minimum payments. These service contracts extend for various periods throngh 2013,

Northern Indiana has a service agreement with Pure Air, a general partnership batween Air Products and Chenricals,
Inc, and First Air Partners L.P, under which Pure Air provides sctubber services to reduce sulfur dioxide emissions
for Units 7 and 8 at the Bailly Generating Station. Services under this contract commenced on July 1, 1992, and
Northern Indiana pays for the services under a combination of fixed and variable charges. The agreement provides
that, assuming various performance standards are met by Pure Air, a termination payment would be due if Northern
Indiana terminated the agreement prior to the end of the twenty-year contract period.
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The estimated aggregate amounts of minimum fixed payments at December 31, 2010, were:

Vertex
Energy Pipeline 1IBM  Outsourcing  Other
Commodity Service Service LLC Service Service
fin millions) Agreements _Agreements _Agreement Agreement Agreements _ Total
2011 b 2583 % 2574 § 944 % 12.1 § 1434 S  765.6
2012 124.2 253.9 90.4 12.0 53.6 534.1
2013 101.7 197.6 89.2 11.9 5.8 406.2
2014 76.8 162.9 86.4 11.8 - 337.9
2015 79.1 147.9 39.5 5.9 - 272.4
After - 642.8 - - - 642 .8
Total purchase and service obligations $ 640.1 % 1,662.5 § 3999 § 537 % 202.8 § 2,959.0
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21. Accumulated Other Comprehensive Loss

The following table displays the components of Accumulated Other Comprehensive Loss.

Year Ended December 31, (in millions) 2010 2009
Other comprehensive income (loss), before tax:
Unrealized gains on securities ¥ 6.1 % 4.2
Tax expense on unrealized gains on securities 2.4) (1.6)
Unrealized losses on cash flow hedges (56.4) (35.00
Tax benefit on unrealized losses on cash flow hedges 21.6 14.0
Unrecognized pension benefit and OPEB costs {43.3) (44.4)
Tax benefit on unrecognized pension benefit and OPEB costs 16.5 16.9
Total Accumulated Other Comprehensive Loss, net of taxes b (579 ¥ (45.9)
Equity Investment

During 2008, Millennium, in which Columbia Transmission has an equity investment, entered into threc interest rate
swap agreements with a notional amount totaling $420.0 million with seven counterparties. During August 2010,
Millennium completed the refinancing of its long-term debt, securing permanent fixed-rate financing through the
private placement issuance of two tranches of notes totaling $725.0 million, $375.0 million at 5.33% due June 30,
2027 and $350.0 million at 6.00% due June 30, 2032. Upon the issuance of these notes, Millennium repaid all
outstanding borrowings under the credit agreement, terminated the sponsor guarantee, and cash settled the interest
rate hedges. These interest rate swap derivatives were primarily accounted for as cash flow hedges by Millennium,
As an equity method investment, NiScurce is required to recognize a proportional share of Millennium's OCL. The
remaining unrealized loss of S21.1 million, net of tax, related to these terminated interest rate swaps is being
amottized into carnings using the effective interest method through interest expense as intercst payments are made
by Millennium. The unrealized losses of $21.1 million and $5.7 miilion as of December 31, 2010 and December 31,
2009, respectively, are included in unrealized losses on cash flow hedges above,

22, Other, Net

Year Ended December 31, (in millions) 2010 2009 2008

Interest income b 63 § 68 % 15.4
Sales of accounts receivable (a) - (8.4) (14.6)
Miscellaneous (b) 2.5) 0.2 16.8
Total Other, net $ 38 3 (L4) % 17.6

(a) Refer to Note 19, “Transfers of Financial Assets,” for additional information.

{b) Miscellaneous for the year ended December 31, 2008 includes a pre-tax gain of $16.7 million related to the
August 27, 2008, sale of NiSource Development Company’s interest in JOF Transportation Company to Lehigh
Service Corporation.
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23, Interest Expense, Net

Y ear Ended December 31, (in millions) 2010 2009 2008
Interest on long-term debt 3 390.7 % 367 % 358.7
Interest on short-term borrowings 1.9 23 28.6
Discount on prepayment transactions 8.5 13.0 7.7
Accounts receivable securitization (a) 6.3 - .
Allowance for borrowed funds used

and interest capitalized during construction 2.7 (1.9 (9.8)
Other (12.4) {0.8) (5.2)
Total Interest Expense, net b 3923 § 3993 § 380.0

{(a) Refer to Note 19, “Transfers of Financial Assets,” for additional information.

24, Segments of Business

Operating scgmenis are components of an enterprise for which separate financial information is available and
evaluated regularly by the chief operating decision maker in deciding how to allocate resources and assess
performance. The NiSource Chief Executive Officer ts the chief operating decision maker,

At December 31, 2010, NiSource’s operations are divided into three primary business segments. The Gas
Distribution Operations segment provides natural gas service and transportation for residential, commercial and
industrial customers in OQhio, Pennsylvania, Virginia, Kentucky, Maryland, Indiana and Massachusetts. The Gas
Transmission and Storage Operations segment offers gas transportation and storage services for I.IDCs, marketers
and industrial and commercial customers located in northeastern, mid-Atlantic, midwestern and southern states and
the Disirict of Columbia. The Electric Operations segment provides electric service in 20 counties in the northern
part of Indiana.

In prior period filings, NiSource reported Other Operations, which primarily included ventures focused on its
unregulated natural gas marketing business and distributed power generation technologies, including fuel cells and
storage systems, as a reporting segment. In the first quarter of 2010, NiSource made a decision to wind down the
unregulated natural gas marketing activities as a part of the company’s long-term strategy of focusing on its core
regulated businesses. As a result, Other Operations no longer met the definition of a reporting segment and,
accordingly, has been inciuded within Corporate and Other in the table below beginning in 2010 and for all periods
presented.

The following table prevides information about business segments. NiSource uscs operating income as its primary
measurement for each of the reported segments and makes decisions on finance, dividends and taxes at the corporate
level on a consolidated basis. Scgment revenues include intersegment sales to affiliated subsidiaries, which are
climinated in consolidation. Affiliated sales are recognized on the basis of prevailing market, regulated prices or at
levels provided for under contractual agreements. Operating income is derived from revenues and expenses directly
associated with each segment,
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Year Ended December 31, (in millions) 2010 2009 2008
REVENUES

Gas Distribution Operations

Unaffiliated 3.6574 § 38853 § 5,722.2
Intersegment 10.7 17.1 18.4
Total 3,668.1 3,902.4 3,740.6
Gas Transmission and Storage Operations

Unaffiliated 780.3 716.1 652.5
Intersegment 168.9 211.6 212.8
Total 949.2 930.7 865.3
Electric Operations

Unaffiliated 1,394.0 1,220.6 1,361.9
Intersegment 0.7 0.8 0.8
Total 1,394.7 1,221.4 1,362.7
Corporate and Other

Unaffiliated 590.3 825.6 1,143.6
Intersegment 435.9 422.1 408.9
Total 1,026.2 1,247.7 1,552.5
Eliminations (616.2) (651.6) (640.9)
Consolidated Revenues 64220 5 6,650.6 $ 8,880.2
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Year Ended December 31, (in millions) 2010 2009 2008
Operating Income (Loss)
(3as Distribution Operations $ 3327 % 3278 § 336.1
(Gas Transmission and Storage Operations 3771 388.5 369.7
Electric Operations 2355 116.7 2192
Corporate and Other (24.0) {32.00 {6.0)
Consolidated 5 9213 § 801.0 § 919.0
Depreciation and Amortization
(Gas Distribution Operations 3 2393 % 2481 % 228.8
(Gas Transmission and Storage Operations 130.7 121.5 117.6
Electric Operations 211.0 2056 205.6
Corporate and Qther 15.3 14.1 11.0
Consclidated 5 596.3 % 5893 §$ 567.0
Assets
(Gas Distribution Operations b 7,356.5 § 7,000.5 $ 7.436.0
Gas Transmission and Storage Operations 3,996.5 3,834.5 40333
Electric Operations 4,177.2 4,183.7 41983
Corporate and Other 4,408.6 4,253.0 4,364.6
Consolidated 3 19,9388 § 192717 § 20,032.2
Capital Expenditures (a)
(ias Distribution Operations 3 4019 § 349.2 § 373.1
(as Transmission and Storage Operations 2354 256.1 3598
Electric Operations 158.7 1652 5495
Corporate and Other 7.8 6.7 17.5
Consolidated b 303.8 $ 7772 % 1,299.9

(2) Excludes investing activities in equity investments.

25, Hurricanes and Other Items

NiSource received insurance proceeds for capital repairs of $5.0 million, $62.7 million, and $46.7 million related to
hurricanes and other items in 2010, 2009, and 2008, respectively, which are separately included in the investing

activities section on the Statement of Consolidated Cash Flows. As of December 31, 2010 there were no claims
outstanding for these incidents.
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26. Quarterly Financial Data (Unaudited)
Quarterly financial data does not always reveal the trend of NiScurce’s business operations due to nonrecurring

items and seasonal weather patterns, which affect earnings, and related components of net revenues and operating
income,

First Second Third Fourth
{in millions, except per share data) Quarter Quarter Quarter Quarter
2010
Gross revenues $ 23587 § 1,i71.1 § 1,138.1 § 1,754.1
Operating Income 403.4 139.2 1233 255.4
Income from Continuing Operations 197.4 280 334 358
Results from Discontinued Operations -
net of taxes (0.1) 0.] (0.2) (2.4)
Net Income 197.3 281 332 334
Basic Eamings (Loss) Per Share
Continuing Operations 0.71 0.10 0.12 0.13
Discontinued Operations - - - {0.01)
Basic Farnings Per Share 5 0.71 § 0.1¢0 % 012 % 0.12
Diluted Earnings (Loss) Per Share
Continuing Operations 0.71 0.10 0.12 0.12
Discontinued Qperations - - - (0.01)
Diluted Earnings Per Share b 0.71 % 0.10 $ 012 § .11
2009
(ross revenues $ 27220 % 1,2686 § 9749 § 1,685.1
Operating Income 348.2 1.7 93.6 247.5
Income from Continuing Operations 159.2 (4.0) (13.2) 88.5
Results from Discontinued Operations -
net of taxes (10.8) (0.8) (2.2 1.0
Net Income (Loss) 148.4 (4.8 {15.4} 89.5
Basic Earnings (Loss) Per Share
Continuing Operations 0.58 {0.01) {0.05) 032
Discontinued Operations {0.04) - {0.013 -
Basic Farnings {Loss) Per Share 3 0.54 § (0.01) § (0.06) § 0.32
Diluted Earmings (Loss) Per Share
Continuing Operations 0.58 (0.01) (0.05) 0.32
Discontinued Operations (0.04) - (0.01) -
Diluted Earnings (Loss) Per Share $ 0.54 8 (0.0 § (0.06) § 0.32

+ During the first quarter of 2010, NDC Douglas Properties, 4 subsidiary of NiSource Development Company reported same if its low income
housing investments as discontinued operations. During the second quarter of 2010, these investments were reclassified to held and used and
continuing operations and prior quarters were accordingly restated as continuing operations.

+ [n the fourth quarter of 2010, NiSource repurchased 273.1 million aggregate principal amount of its outstanding 10.75% notes due 2016
pursuant o a cash tender offer. As a result of this tender offer, NiSource incurred $96.7 million in carly redemption fees, primarity atiributable to
early redemption premiums and unamortized discounts and fees which is recorded as a loss on the early extinguishment of long-term debt within
income from continuing operations.
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» During the second and third quarters of 2009, NiSocurce’s unregulated natural gas marketing business activity was reported as discontinued
operations. During the [ourth quarter of 2009, NiSource reclassified its unregulated natural gas marketing business activity to held and used and
continuing operations and accordingly restated prior quartcrs as continuing operations.

* During the fourth quarter of 2009, an impairment loss of $16.6 million was recorded on the assets of Lake Erie Land.
27. Supplemental Cash Flow Information

The following tables provide additional information regarding NiSource’s Consolidated Statements of Cash Flows
for the years ended December 31, 2010, 2002 and 2008:

Year Ended December 31, (in millions) 2010 2009 2008

Supplemental Disclosures of Cash Flow Information
Non-cash trausactions:

Change in accrued capital expenditures $ 621 § 26 % 70.2

Change in equity investments related to unrealized gains (losses) (24.1) 38.8 (48.1)

Stock issuance to employee saving plans 19.7 15.3 -
Schedule of interest and income taxes paid:

Cash paid for interest, net of interest capitalized amounts $ 3930 % 380.7 % 3523

Cash paid for income taxes 68.9 339 60.6
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SCHEDULE 1
CONDENSED FINANCTAL INFORMATION OF REGISTRANT

BALANCE SHEET

As of December 31, (in millions) 2010 2009
ASSETS
Investments and Other Assets:

Investments in subsidiary companies ) 9,241.0 § 8,955.8
Total Investments and Other Assets 9.241.0 8,955.8

Current Assets:

Other current assets 244.8 169.3
Total Current Assets 2448 169.3
Other non-current assets 56.6 84.9
TOTAL ASSETS 9,542.5 9,210.0

CAPITALIZATION AND LIABILITIES

Capilalization:

Common stock equity 4,923.2 4,854.1
Total Capitalization 4,923.2 4.854.1
Current liabilities 644.2 361.3
Notes payable to subsidiaries 39324 3,934.0
Other non-current liabilities 42.7 60.6
TOTAL CAPITALIZATION AND LIABILITIES $ 95425 § 9,210.0

The accompanying Notes to Condensed Financial Statements are an integral part of these statements.
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SCHEDULE |

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

STATEMENT OF INCOME

Year Ended December 31, {in millions, except per share 2010 2009 2008
amounts)
Equity in net earnings of consolidated subsidiaries $ 440.6 $ 3631 $ 496.3
Other income (deductions):
Administrative and general expenses {11.4) (12.6) (14.0)
Interest income 0.7 0.5 2.5
Interest expense (230.3) (207.0) (215.2)
Other, net 4.03 (4.0 (2.7}
Total Other income {deductions) {245.0) (223.7) (229.4)
Income from continuing operations before income taxes 195.6 1394 266.9
Income taxes (99.0) (91.1) {103.7)
Income from continuing operations 294.6 230.5 370.6
Loss from discontinued operations - net of taxes 2.7 (10.3) (183.4)
Gain (Loss) on Disposition of discontinued operations - net of
taxes 0.1 (2.5) (108.2)
NET INCOME $ 2920 § 2177 % 79.0
Average common shares outstanding {millions) 277.8 275.1 274.0
Diluted average common shares {millions) 280.1 2758 2754
Basic earnings (loss) per share

Continuing operations $ L06 $ 0.84 % 1.35

Discontinued operations (0.01) {0.05) (1.06)
Basic earnings per share $ 1.05 % 079 §% 0.29
Diluted earnings (loss) per share

Continuing operations $ 1.05 § 084 % 1.35

Discontinued operations {0.01) {0.05) {1.06)
Diluted earnings per share 3 1.04 § 0.79 § 0.29

The accompanying Notes to Condensed Financial Statements are an integral part of these statements,

156



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued)

NISOURCE INC.

SCHEDULE 1

CONDENSED FINANCTAL INFORMATION OF REGISTRANT

STATEMENT OF CASH FLOWS

Year Ended December 31, (in miilions) 20190 2009 2008
Net cash provided in operating activities $ 2129 % 2172 8 43.0
Cash flows provided hy (used in) investing activities:
Proceeds (loss) from disposition of assets - (0.4) 14.3
Investments - - 32.0
(Increase) decrease in notes receivable from subsidiaries 314 39.1 (2.7)
Net cash provided by investing activities 314 38.7 93.6
Cash flows provided by (used in) financing activities:
Issuance of common shares 14.4 10.6 1.3
Increase (decrease) in notes payable to subsidiaries (1.6) (10.8) 114.3
Cash dividends paid on common shares (255.6) (253.3) (252.4)
Acquisition of treasury shares (1.5) (2.6) -
Net cash used in financing activities (244.3) (256.1) (136.8)
Net decrease in cash and cash equivalents - (0.2) (0.2)
Cash and cash equivalents at beginming of year - 0.2 0.4
Cash and cash equivalents at end of year $ -5 - % 0.2

The accompanying Notes to Condensed Financial Statements are an integral part of these statements.
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SCHEDULE I
CONDENSED FINANCIAL INFORMATION OF REGISTRANT

NOTES TO CONDENSED FINANCIAL STATEMENTS
1. Dividends from Subsidiaries

Cash dividends paid to NiSource by its consolidated subsidiaries were: $232.0 million, $510.9 million and $30.0
million in 2010, 2009 and 2008, respectively,

2. Commitments and Contingencies

NiSource, Inc. and its subsidiaries are a party to litigation, environmental and other matters. Refer to Note 20,
“Other Commitments and Contingencies,” in the Notes to Consolidated Financial Statements for additional
information. As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing
financial or performance assurance to third parties on behalf of certain subsidiaries. Such agreements include
guarantees and stand-by letters of credit. These agreements are entered into primarily to support or enhance the
creditworthiness otherwise attributed to a subsidiary on a stand-alone basis, thereby facilitating the extension of
sufficient credit to accomplish the substdiaries’ intended commercial purposes. The maximum potential amount of
future payments NiSource could have been required to make under these guarantees as of December 31, 2010 was
approximately $7.4 billion. Of this amount, approximately $5.6 billion relates to guarantees of wholly-owned
consolidated entities,

3, Related Party Transactions

Balances due to or due from related parties included in the Balance Sheets as of December 31, 2010 and 2009 are as
follows:

At December 31, (in millions) 2010 2009

Cuitent assets due from subsidiaries ' $ 1672 5 169.2
Current liabilities due to subsidiaries ™ 582.3 3525
Non-current liabilities due to subsidiaries © 3,932.4 3,934.0

(a) The balances at December 31, 2010 and 2009 are classified as Current assets on the Balance Sheets.

{b) The balances at December 31, 2010 and 2009 are classified as Current liabilities on the Halance Sheets. At Decermber 31, 2010 and 2009,
$532.8 million and $332.2 million related to interest on atfiliated notes payable.

() The balances at December 31, 2010 and 2009 are classified as Notes payable 1o subsidiaries on the Balance Sheets.

4. Notes to Financial Statements

See Item & for the full text of notes to the Consolidated Financial Statements.
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SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS

NISOURCE INC.

Twelve months ended December 31, 2010

Additony Deductions for
Charged 1o Charped Purposes tar
Batance Costs and to Other which Reserves Balance
{8 in millions) Jan. 1, 20140 Expensca Account * Sale of Assels were Crealed Dec. 31, 261Q
Reserves Deducted in Consolidated Balance
Sheet from Assets to Which They Apply:
Reserve [or accounts receivable 386 1.6 725 - 92.3 374
Reserve for other investments ER - - - - 34
Reserves Classified Under Reserve Section
of Consolidated Balance Sheet:
Reserve for cost of aperational gas 5.7 2.9) - - 0.1 2.7
Twelve maonths ended December 31, 2009
Additions Deductions for
Charged 1o Charged Purpases for
Balance Cosis and ta Other which Reserves Balance
% in millions) Jan. 1, 2005 Expenses Account * Sale of Assets were Created Dce. 31, 2009
Reserves Deducted in Cunsolidated Balance
Sheet from Assets to Which They Apply:
Reserve for aceounts receivable 43.3 68.9 75.7 - 1503 9.6
Reserve far other investments 3.0 - - - - 3.0
Reserves Classified Under Reserve Section
of Conzolidated Balance Sheet:
Reserve for cost uf operational gas 5.7 - - - - 3.7
Twelve months ¢nded December 31, 2008
Additions Deductions for
Charged o Charged Purposes for
Balance Costs and 0 Oither which Reserves Balance
8 i millions) Jan. 1, 2008 Fxpenses Account * Sale of Assets were Created Dec. 31, 2008
Reserves Deducted in Consohdated Balance
Sheet from Agsets to Which They Apply:
Reserve for accounts receivable 370 79.2 56.6 0.2 127.3 453
Reserve for ather investments EX - - - - 3.0
Reserves Classified Under Reserve Section
of Consolidated Balance Sheet:
Reserve for cost of operational gas 3.7 - - - - 5.7

* Charged to Other Accounts reflects the deferral of bad debt expense 10 a regulatory asset.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

NISOQURCE INC.

None,
ITEM %A, CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

NiSource’s chief executive officer and its principal financial officer, after evaluating the effectiveness of NiSource’s
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15{€)), have concluded
based on the evaluation required by paragraph (b) of Exchange Act Rules 13a-15 and 15d-15 that, as of the end of
the period covered by this report, NiSource’s disclosure controls and procedures were effective to provide
reasonable assurance that financial information was processed, recorded and reported accurately.

Management’s Report on Internal Control over Financial Reporting

NiSource management, including NiSource’s principal executive officer and principal financial officer, are
responsible for establishing and maintaining NiSource's internal control over financial reporting, as such term is
defined under Rule 13a-15(f) promulgated under the Securities Exchange Act of 1934, as amended. However,
management would note that a control system can provide only reasonable, not absolute, assurance that the
objectives of the control system are met. NiSource's management has adopted the framework set forth in the
Committee of Sponsoring Organizations of the Treadway Commission report, Internal Control - Integrated
Framework, the most commonly used and understood framework for evaluating internal control over financial
reporting, as its framework for evaluating the reliability and effectiveness of intemmal control over financial
reporting. During 20140, NiSource conducted an evaluation of its internal control over financial reporting. Based on
this evaluation, NiSource management concluded that NiSource's internal control over financial reporting was
effective as of the end of the period covered by this annual report.

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide
reasonable assurance that information required o be disclosed by NiSource in the reports that it files or submits
under the Exchange Act is accumulated and communicated to NiSource's management, including its Chief
Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required
disclosure.

Deloitte & Touche LLP, NiSource’s independent registered public accounting firm, issued an attestation report on
NiSource’s internal controls over financial reporting which is contained in Item 8, “Financial Statements and
Supplementary Data.”

Changes in Internal Controls

There have been no changes in NiSource’s internal control over financial reporting during the fiscal year covered by
this report that has materially affected, or is reasonably likely to affect, NiSource's internal control over financial
reporting.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

NISOURCE INC.

Information regarding executive officers is included as a supplemental item at the end of Item 4 of Part I of the Form
10-K.

Information regarding directors will be included in the Notice of Anmual Meeting and Proxy Statement for the
Annual Meeting of Stockholders to be held on May 10, 2011, which information is incorporated by reference.

Information regarding NiSource’s code of ethics, the audit committee and the audit committee financial expert and
procedures for shareholder recommendations for director nominations will be included in the Notice of Annual
Meeting and Proxy Statement for the Arnual Meeting of Stockholders to be held on May 10, 201}, which
information is incorporated by reference.

ITEM 11. EXECUTIVE COMPENSATION

Information regarding executive compensation will be included in the Notice of Annual Meeting and Proxy
Statement for the Annual Meeting of Stockholders to be held on May 10, 2011, which information is incorporated
by reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Information regarding security ownership of certain beneficial owners and management and the Equity
Compensation Plan Information will be included in the Notice of Annual Meeting and Proxy Statement for the
Annual Meeting of Stockholders to be held on May 10, 2011, which information is incorporated by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Information required under this Item with respect to certain relationships and related transactions and director
independence will be included in the Notice of Annual Meeting and Proxy Statement for the Annual Meeting of
Stockholders to be held on May 10, 2011, which information is incorporated by reference.

ITEM 14, PRINCIPAL ACCOUNTING FEES AND SERVICES

Information regarding principal accounting fees and services will be included in the Notice of Annual Meeting and
Proxy Statement for the Annual Meeting of Stockholders to be held on May 10, 2011, which information is
incorporated by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

NISouRrCE INC,

Financial Statements and Financial Statement Schedules
All of the financial statements and financial staternent schedules filed as a part of the Anmual Report on Form 10-K
are included in Item 8.

Exhibits

The exhibits filed herewith as a part of this report on Form 10-K are listed on the Exhibit Index immediately
following the signature page. Each management contract or compensatory plan or arrangement of NiSource, listed
on the Exhibit Index, is separately identified by an asterisk,

Pursuant to Item 601(b), paragraph (4)(iii)}(A} of Regulation S-K, certain instruments representing long-term debt of
NiSource’s subsidiaries have not been included as Exhibits because such debt does not exceed 10% of the total
assets of NiSource and its subsidiaries on a consolidated basis. NiSource agrees to furnish a copy of any such
instrument to the SEC upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, hereunto duly authorized,

NiSource Inc,

(Registrant)

Date February 28, 2011 By: /& ROBERT C. SKAGGS, JR.
Robert C. Skaggs, Jr.
President, Chief Executive Officer and Director
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

fs/ ROBERT C. SKAGGS, JR. President, Chief February 28, 2011
Robert C. Skaggs, Jr. Executive Officer and Director

(Principal Executive Officer)
/sf STEPHEN P. SMITH Executive Vice President and February 28, 2011
Stephen P. Smith Chief Financial Officer

(Principal Financial Officer)
fsf JOND. VEURINK Vice President and February 28, 2011
Jon D. Veurink Chief Accounting Officer

(Principal Accounting Officer)
faf Ian M. ROLLAND Chairman and Director February 28, 2011
fan M. Rolland
/s RICHARD A. ABDOO Director February 28, 2011
Richard A. Abdoo
/a/ STEVEN C. BEERING Director February 28, 2011
Steven C. Beering
/sf Dinrvis E. FOSTER Director February 28, 2011
Dennis E. Foster
/s/ MicHakL B, JESaNIS Director February 28, 2011
Michael E. Jesanis
/s/ MaARTY R. KITTRELL Director February 28, 2011
Marty R. Kittrell
/sl W. LEENUTTER Director February 28, 2011
W. Lee Nutter
/s DEBORAH S. PARKER Director February 28, 2011
Deborah S. Parker
/st RICHARD L. THOMPSON Director February 28, 2011
Richard L. Thompson
/sf CAROLYN Y. WoO Director February 28, 2011
Carolyn Y. Woo
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EXHIBIT INDEX

EXHIBIT
NUMBER

(3.1
(3.2)

(4.1}

4.2)

(4.3)

(4.4)

(4.5)

(10.1)

(10.2)

(10.3)

(10.4)

(10.5)

(10.6)

(10.7)

(10.8)

(10.9)

(10,10}

DESCRIPTION OF ITEM

Amended and Restated Certificate of Incorporation (incorporated by reference to Exhibit 3.1 to the
NiSource Inc. Form [0-(} filed on August 4, 2008).

Bylaws of NiSource Inc., as amended and restated through May 11, 2010 (incorporated by reference
to Exhibit 3.1 to the NiSource Inc. Form 8-K filed on May 14, 2010).

Indenture dated as of March 1, 1988, between Northern Indiana and Manufacturers Hanover Trust
Company, as Trustes (incorporated by reference to Exhibit 4 to the Northern Indiana Registration
Statement (Registration No. 33-44193)).

First Supplemental Indenture dated as of December 1, 1991, between Morthers: Indiana and
Manufacturers Hanover Trust Company, as Trustee (incorporated by reference to Exhibit 4.1 to the
Northern Indiana Registration Statement {Registration No. 33-63870)).

Indenture Agreement between NIPSCQ Industries, Inc., NIPSCO Capital Markets, Inc. and Chase
Manhattan Bank as trustee dated February 14, 1997 {incorporated by reference to Exhibit 4.1 to the
NIPSCO Industries, Inc. Registration Statement (Registration No. 333-22347)).

Second Supplemental Indenture, dated as of November 1, 2000 among NiSource Capital Markets,
Inc., NiSource Inc., New NiSource Inc,, and The Chase Manhattan Bank, as trustee (incorporated by
reference to Exhibit 4.45 to the NiSource Inc. Form 10-K for the period ended December 31, 2000).

Indenture, dated November 14, 2000, among NiSource Finance Corp., NiSource [nc., as guarantor,
and The Chase Manhattan Bank, as Trustee (incorporated by reference to Exhibit 4.1 to the
NiSource Inc. Form 8-3, dated November 17, 2000 (Registration No. 333-49330)).

2010 Omnibus Incentive Plan (incorporated by reference to Exhibit B to NiSource Ine. Definitive
Proxy Statement to Shareholders held on May 11, 2010, filed on April 2, 2010).*

NiSource Inc. Nonemployee Director Stock Incentive Plan as amended and restated effective May
13, 2008 (incorporated by reference to Exhibit 10.1 to the NiSource Inc. Form 10-K filed on
February 27, 2009).*

NiSource Ing. Nonemployee Director Retirement Plan, as amended and restated effective May 13,
2008. (incorporated by reference to Exhibit 10.2 to the NiSource Inc. Form 10-K filed on February
27, 2009).*

Amended and Restated NiSource Inc. Directors' Charitable Gift Program effective May 13, 2008,
{incorporated by reference to Exhibit 10.3 to the NiSource Inc. Form 10-X filed on February 27,
2009).*

Supplemental Life nsurance Plan effective Janvary 1, 1991, as amended, (incorporated by reference
to Exhibit 2 to the NIPSCO Industries, Inc. Form 8-K filed on March 25, 1992). *

NiSource Inc. Executive Deferred Compensation Plan, as amended and restated, effective January 1,
2008 (incorporated by reference to Exhibit 10.3 to the NiSource Inc, Form 10-Q filed on November
4, 2008). *

Form of Change in Control and Termination Agreement (applicable to each named executive
officer}(incorporated by reference to Exhibit 10.7 to the NiSource Inc. Form 10-(} filed on
November 4, 2008), *

Form of Agreement between NiSource Inc. and certain officers of Columbia Energy Group and
schedule of parties to such Agreements (incorporated by reference to Exhibit 10.33 to the NiSource
Inc, Form 10-K for the period ended December 31, 2002). *

NiSource Inc. 1994 Long-Term Incentive Plan, as amended and restated effective January 1, 20035
(incorporated by reference to Exhibit 10.4 to the NiSource Inc. Form 8-K filed on December 2,
2005). *

1st Amendment to NiSource Inc. 1994 Long Term Incentive Plan, effective JTanuary 22, 2009,
{(incorporated by reference to Exhibit 10.10 to the NiSource Inc. Form 10-K filed on February 27,
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(10.11)

(10.12)

(10.13)

(10.14)

(10.15)
(10.16)

(10.17)

(10.18)
(10.19)

(10.20)
(10.21)
(10.22)
(10.23)

(10.24)

(10.25)

{10.26)

(10.27

(10.28)

2009). *

Form of Nonqualified Stock Option Agreement under the NiSource Inc. 1994 Long-Term Incentive
Plan (incorporated by reference to Exhibit 10.2 to the NiSource Inc. Form 8-K filed on lanuary 3,
2005). *

Form of 2008 Contingent Stock Agreement under NiSource Inc. 1994 Long-Term Incentive Plan.
{incorporated by reference to Exhibit 10.12 to the NiSource Inc. Form 10-K for the period ended
December 31, 2008). *

Form of 2009 Contingent Stock Agreement under the NiSource Inc 1994 Long-Term Incentive
Plan. {incorporated by reference to Exhibit 10.2 to the NiSource Inc. from 10-Q filed on May 1,
2009) *

Form of 2010 Contingent Agreement under the NiSource Inc. 1994 Long-Term Incentive Plan
{incorporated by reference to Exhibit 10.1 to NiSource Inc. Form 10-Q filed on May 4, 2010}1.*

Form of 2010 Contingent Stock Agreement under the 2010 Omnibus Incentive Plan, * **

Form of 2010 Restricted Stock Unit Award Agreement for Nonemployee Directors under the 2010
Omnibus Incentive Plan. * **

Form of Restricted Stock Unit Agreement under the NiSource Inc. 1994 Long-Term Incentive Plan,
¥ k%

Form of 2010 Restricted Stock Agreement vader the 2010 Omnibus Incentive Plan. * **

Form of Restricted Stock Unit Award Agreement for Nen-employee directors under the Non-
empleyee Director Stock Incentive Plan. * **

NiSource Inc. Supplemental Executive Retirement Plan as Amended and Restated effective January
1,2010. **

NiSource Inc. Executive Severance Policy, as amended and restated, effective January 1, 2010
{incorporated by reference to Exhibit 10.3 to the NiSource Inc. Form 10-Q filed on May 4, 2010).

Pension Restoration Plan for NiSource Inc. and Affiliates as amended and restated effective January
1,2010. **

Savings Restoration Plan for NiSource Inc. and Affiliates as amended and restated effective January
1, 2010. **

Letter Agrecment between NiSource Corporate Services Company and Christopher A. Helms dated
March 15, 2005 (incorporated by reference to Exhibit 10.2 to the NiSource Inc. Quarterly Report on
Form 10-Q for the period ended June 30, 2005). *

Letter Agreement between NiSource Corporate Services Company and Jimmy Staton dated
December 13, 2007. (incorporated by reference to Exhibit 10.23 to the NiSource Inc. Form 10-K
filed on February 27, 2009).*

Letter Agreement between NiSource Corporate Services Company and Stephen P. Smith dated May
14, 2008. (incorporated by reference to Exhibit 10.24 to the NiSource Inc. Form 10-K filed on
February 27, 2009).*

Amended and Restated Revolving Credit Agreement among NiSource Finance Corp., as Borrower,
NiSource Inc., as Guarantor, the lender parties thereto as Lenders, Credit Suisse as Syndication
Agent, JPMorgan Chase Bank, N.A., The Bank Of Tokyo-Mitsubishi UF], Ltd., Chicago Branch
and Citicorp USA, Inc., as Co-Documentation Agents and Barclays Bank PLC, as Administrative
Agent and LC Bank dated July 7, 2006 (incorporated by reference to Exhibit 10.2 to the NiSource
Inc. Form 10-Q} for the period ended June 30, 2006).

Amendment No. 1, dated as of September 19, 2008, to the Amended and Restated Revolving Credit
Agreement among NiSource Finance Corp, as Borrower, NiSource Inc., as Guarantor, the lender
parties thereto as Lenders, and Barclays Bank PLC as Administrative Agent and LC Bank.
{(incorporated by reference to Exhibit 10.28 to the NiSource Inc. Form 10-K filed on February 27,
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(10.29)

(10.30)

(10.31)

(10.32)

{10.33)

(10.34)

(10.35)

(12)
(21)
(23)
(31.1)

(31.2)

(32.1)

(32.2)

*%

2009).

Note Purchase Agreement, dated August 23, 2003, by and among NiSource Finance Corp., as
issuer, NiSource Inc., as guarantor, and the purchasers named therein (incorporated by reference to
Exhibit 10.1 to the NiSource Inc. Current Report on Form 8-K filed on August 26, 2005).

Amendment No. 1, dated as of November 10, 2008, to the Note Purchase Agreement by and among
NiSource Finance Corp., as issuer, NiSource Inc., as guarantor, and the purchasers whose names
appear on the signature page thereto. (incorporated by reference to Exhibit 10.30 to the NiSource
Inc. Form 10-K filed on February 27, 2009).

Guaranty of NiSource Inc. in favor of JPMorgan Chase Bank, N.A ., as administrative agent
{incorporated by reference to Exhibit 10.1 to the NiSource Inc. Form 8-K filed on August 30, 2007).

Agreement for Business Process and Support Services between NiSource Corporate Services
Company and IBM, effective June 20, 2005 (incorporated by reference to Exhibit 10.1 to the
NiSource Inc. Form 10-(} for the period ended June 30, 2005).

Amendment #4 to Agreement for Business Process and Support Services between NiSource
Corporate Services Company and IBM, effective December 1, 2007 (incorporated by reference to
Exhibit 10.30 to the NiSource Inc. Form 10-K for the period ended December 31, 2007).*

Letter agreement, dated September 8, 2010 between NiSource Inc. and Credit Suisse International
(incorporated by reference to Exhibit 1.2 to the NiScurce Inc. Current Report on Form 8-K filed on
September 14, 2010).

Letter agreement, dated September 9, 2010 between NiSource Inc. and Credit Suisse International
{(incorporated by reference to Exhibit 1.3 to the NiSource Inc. Current Report on Form 8-K filed on
September 14, 2010,

Ratio of Earnings to Fixed Charges. **
List of Subsidiaries, **
Consent of Deloitte & Touche LLP. **

Certification of Robert C, Skaggs, Jr., Chief Executive Officer, pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002, **

Certification of Stephen P, Smith, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002, **

Certification of Robert C. Skaggs, Jr., Chief Executive Officer, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 (furnished herewith). **

Certification of Stephen P. Smith, Chief Financial Officer, pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002 (fumnished herewith). **

Management contract or compensatory plan or arrangement of NiSource Inc.
Exhibit filed herewith.

References made to Northern Indiana filings can be found at Commission File Number 001-04125. References
made to NiSource Inc. filings made prior to November 1, 2000 can be found at Commission File Number 001-

09779,
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STOCKHOLDER INFO

This document contains "forward-looking statements.” For a discussion of factors that coufd cause actual results
to tiffer materially from those contained in such statements, please see “Risk Factors” and “Management's
Discussion and Analysis of Financial Condition and Results of Operations” in the NiSource Inc. annual report on

Form 10-K included herein.

NiSource Inc. common stock is listed and traded on the New York Stock Exchange under the symbol NI. The shares
are listed in financial stock quotations as NISOURCE. As of Dec. 31, 2010, NiSource lnc. had 32,313 registered

comman stockhelders.

Anticipated Dividend Recard and Payment Dates

NiSource Common Stock

EECORD PAYMENT
IrATE DATE
04-29-11 05-20-11
07-29-1 08-19-11
10-31-11 11-18-11
01-31-12 02-20-12

Common Stock Dividend Declared

The Board of Directors, effective January 19, 2011, has
declared a quarterly dividend of $0.23 per share,
equivalent to $0.92 per share on an annual basis.

Investor and Financial Information

Financial analysts and investment professionals should
direct written and telephone inquiries to NiSource
tnvestor Relations at 801 E. 86th Ave.,

Merrifiville, IN 46410 or (219) 647-6209.

Copies of NiSource’s financial reports are available by
writing or caliing the Investor Relations department at
the address or phone numher listed above. The
materials are also available at www.nisource.com.

Stockholder Services

Questions about stockholder accounts, stock
cettificates, transfer of sharas, dividend payments,
automatic dividend reinvestment and stock purchase
plan, and electronic deposit may be directed to Melion
Investor Services at the following:

BNY Mellon Shareowner Services
P0. Box 353015

Pittsburgh, PA 15252-8015

ar

480 Washington Boulevard

Jersey City, NJ 07310-1900

(838) 885-7730

TODD for Hearing Impaired
(800} 231-5469

Fareign Stackholders
(201) 680-6578

TDD Foreign Stockholders
(207) 680-6610

www.bnymellon.com/shareowner/equityaccess

On June 10, 2010, NiSource's Chief Executive Officer submitted o the New York Stock Exchange {"NYSE "t an
annual certification stating that as of that date he was not aware of any violation by the company of the New York
Stock Exchange's corporate governance listing standards, as required by Section 303A.12{a) of the NYSE's Listed
Company Manual. NiSource's Chief Executive Dfficer and Chief Financial Officer have provided certifications to the
U.S. Securities and Exchange Commission as required by Section 302 of the Sarbanes-Oxley Act of 2002. These
certifications are included as Exhibits 31.1 and 31.2 to the company’s 10-K for the year ended December 31, 2010.

Stockholder Inquiries
BNY Melloan
Shareowner Services

(888) 884-7790

Analyst Inquiries
Investor Relations

(219) 647-6209

Media Inquiries
Communications

(219) 647-5581


http://www.nisource.com
http://www.bnymellon.com/shareowner/equityaccess

Merrillville, IN 46410

www.nisource.com



http://www.nisource.com

