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resolution of these challenges. We pledge to leave no 
stone unturned in our review of these issues, and to 
communicate with you when decisions are made. 

% 

in 
Dear Fellow Stockliolder: 

begin my first letter to you as CEO of your company with 
three main thoughts; We're listening to you. We're taking 
action to unlocl< the value of your investment. And we're 
committed to clearly communicating our progress and 
our results to you throughout the year. 

In 2005, we continued to transform NiSource; i 
transformation that is necessary, given our 
financial realities, a challenging economy and 
the evolving energy industry. Key first 
steps in our transformation were 
establishing a new base earnings 
level for NiSource and launching 
our Four-Point Platform for 
Growth. One year ago we 
predicted that 2005 wQu]d be 
both rewarding and 
challenging. Our outlook 
proved to be accurate. 

^ ^ Assets 

Looking forward to the 
remainder of 2006 and beyond, 
we are building momentum 
toward our aspiration of becoming 
the Premier Regulated Energy 
Company in North America. Our 
business plan, which has now been in 
place for more than a year, is based on our 
solid portfolio of low-risk, regulated assets 
capable of producing steady, consistent growth. Already, 
our pian is on target for delivering long-term, sustainable 
growth, with notable successes being realized from each 
of our four key components: 

• Expansion and commercial growth in the pipeline and 
storage business; 

• Regulatory and commercial initiatives; 
• Financial management; and 
• Process and expense management. 

Yet we recognize that we have lingering issues to 
address. As of this writing, our stock is trading at a 
discount to our peers due to the overhang of several 
challenges, including limited financial flexibility, high gas 
prices that have caused reduced customer gas usage 
and may impact the timing of regulatory initiatives, and 
ongoing losses at Whiting Clean Energy. We have 
charged small, high-level working groups within our 
senior leadership team to define plans for the fast-track 

Despite the impact of the most active hurricane season 
on record, which contributed to record high natural gas 
prices, and an uneven economy, NiSource made 
significant progress during 2005 on each of the four key 
components of our platform for growth. 

Expansion and ('oniinorcial (h'OAvtli i n 
ihc Pipeline and Storage Business 
We are poised to strengthen our'position as a key player 

in meeting the growing need for increased pipeline 
and storage capacity in the Mid-Atlantic and 

Eastern United States. The NiSource Gas 
Transmission and Storage group has 

unparalleled strategic reach; access 
to North America's key supply 

basins and supply corridors, and 
access to the nation's largest 
energy consuming markets. This 
valuable footprint is 
strategically enhanced by a 
substantial market area storage 
position, which provides unique 
operating flexibility and 
commercial optimization 

opportunities. 

axno oii\ 

Our strategy for this segment is two-
pronged; constant optimization of our 

system and aggressive expansion of our 
physical network. Several important projects 

hit milestones in 2005, with others making 
announcements in early 2006; 

• A newly restructured nrianagement team with an 
enhanced focus on market development and 
commercial optimization is now leading the NiSource 
Gas Transmission and Storage group. The Houston-
based commercial team is responsible for market 
development, utilization and pricing of service offerings 
to maximize the value of NiSource's pipeline assets. 
With the addition of well-known industry veterans to 
our already highly talented leadership team, we are 
positioned to grow earnings fay unlocking the full value 
of our current assets and by making disciplined capital 
decisions. 

• The Hardy Storage Project in West Virginia received its 
Federal Energy Regulatory Commission (FERC) 
certificate in November, has begun construction, and 
is on track to initiate customer storage injections in the 
spring ol 2007. This project, a joint effort between 

• 



Coiumbia Gas Transmission and a subsidiary of 
Piedmont Natural Gas, will convert an existing natural 
gas production field in Hardy and Hampshire counties 
in West Virginia into a new underground gas storage 
field. When complete. Hardy Storage will have the 
capacity to store about 12 billion cubic feet of natural 
gas and the capability to deliver up to about 176 million 
dekatherms (Dth) of firm storage service per day. The 
storage customers Include Washington Gas Light, 
Piedmont Natural Gas, Baltimore Gas and Electric and 
the city of Charlottesville, Va. 

The Millennium Pipelme has signed Consolidated 
Edison and KeySpan as anchor customers, and is 
moving forward in the FERC approval process, 
Columbia Gas Transmission remains a major sponsor of 
Millennium Pipeline, along with units of KeySpan and 
DTE Energy. The pipeline's first phase will be a 182-
mile section from Corning, N.Y, to Ramapo, N.Y, 
offering access to new sources of natural gas supply 
including local production, enhanced storage options 
and added delivery capacity for Northeast utilities and, 
ultimately, their customers, Pending receipt of 
necessary approvals. Millennium is targeting a 
November 2007 in-service date. 

Columbia Gas Transmission's Eastern Market 
Expansion is moving toward a 2009 in-service date, 
based on definitive agreements with four East Coast 
customers. The Eastern Market Expansion is a 
development project to expand existing NiSource 
storage and transmission assets to provide nearly 
100,000 Dth/day of storage to Eastern growth markets. 

Beyond these specific projects, the Gas Transmission 

and Storage group is in active discussions with a 
variety of market participants concerning the 
continued expansion and extension of its network of 
transmission and storage assets. 

ilegulatorv and CunniKnrial luil iativi^s 
NiSource's gas and electric utilities continue to be 
recogni2ed for their steady growth and innovative 
regulatory and commercial programs. Our core strategy 
is to cultivate win-win strategies that benefit all our 
stakeholders, including our distribution customers and 
our stockholders, by supporting profitable customer 
growth and Infrastructure investments. We also seek to 
develop pricing structures and mechanisms that are 
better aligned with contemporary market conditions, 
provide value-added tariffs and services and constantly 
optimize our asset portfolio, which is among the most 
extensive in the industry. 

We added 32,000 net gas and electric customers to our 
system last year, and despite choppy economic 
conditions, our large industrial and commercial margins 
were on par with the previous year. Our gas supply 
management team had another strong year of optimizing 
our capacity positions for the benefit of our customers as 
well as the company. Our electric generation and 
transmission team also performed well in bulk power 
sales and wheeling services in the developing Midwest 
Independent System Operator (MiSO) market. 

In the regulatory arena, our utilities continue to pursue a 
wide variety of initiatives ranging from traditional rate 
cases, to programs to assist low-income customers, to 
margin expansion efforts. We benefited from several of 
these initiatives during 2005: 
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NiSource has established several state-of-the-art 
trackers, which are rate mechanisms that allow for the 
recovery of certain costs without extensive regulatory 
process. Trackers increase net revenues by allowing 
timely recovery of rising operating expenses. Other 
trackers allow for return on required investments. For 
example, our environmental cost tracker in Indiana 
will allow us to recover up to S306 million in 
capital and operation and maintenance 
expenses associated with the 
installation and operation of NOx 
pollution control equipment on 
our electric generating stations. 
In our Ohio jurisdiction, a 
tracker allows for the 
recovery of current bad debt 
expense, as well as for 
previously deferred 
uncollected accounts 
receivable. 
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in optional gas purchasing and billing programs. 
NIPSCO is the only utility in Indiana that offers these 
competitive products and services. More than 16 
percent of its natural gas customers participate in the 
programs. 

• NIPSCO received regulatory approval of an 
extension of its Winter Warmth plan to assist 

low-income customers. The program will 
direct up to S7.8 million in bill and 

deposit assistance to customers with 
low incomes or those experiencing 

a hardship. 
S421 
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Last November, our Bay State 
Gas Company team secured 
regulatory approval of an S11.1 
million annual revenue increase in 
Massachusetts. The newly approved 
rate structure includes an attractive 
performance-based rate plan that will be in place 
for 10 years and contains earnings-sharing provisions 
as well as a pension adjustment mechanism. 

Northern Indiana Public Service Company (NIPSCO) 
worked with regulators and consumer representatives 
to extend its natural gas alternative regulatory plan 
through April 2010. The plan, initially approved in 1997, 
allows the utility's natural gas customers to participate 
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• Columbia Gas of Kentucky 
renewed its Customer Choice 
Program through March 2009. 
The program, which began in 
2000 as a pilot, provides 
residential and small 
commercial customers with the 

ability to choose their natural gas 
supplier. 

Î inciTicial Managenieiit 
After much work to stabilize our credit 

ratings in 2002,2003 and 2004, we had a 
unique opportunity to continue to improve 

NiSource's financial profile during 2005. The NiSource 
team refinanced $2.4 billion in long-term debt in 2005, 
which is expected to result in approximately $43 million in 
annual interest expense savings beginning in 2005. In 
addition, we put in place short-term credit facilities that 
will significantly bolster our liquidity and at the same time 
further reduce our borrowing costs. We will require no 
major refinancings until 2010. 
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Looking forward, our strategy is to optimize and enhance 
our long-term credit and equity capacity. In December 
2005, our credit ratings were affirmed, with a stable 
outlook, by both Moody's and Standard & Poor's. To 
ensure that we borrow at the lowest possible rates and 
maintain a strong balance sheet, we will continually seek 
new means to fund our business needs and reduce our 
cost of capital. In addition, we will aggressively manage 
our costs to meet working capital requirements, which 
have increased in recent months due to high commodity 
prices. 

Process and ExjKnise Mnaiageinent 
Building on ourtradition of cost and process discipline, 
employees throughout the organization continue to hold 
the line on expenses, as we continue to implement 
business process changes to further enhance 
productivity. Our strategy is premised on operational 
excellence, and is driven by a focus on continuous 
improvement employee development, state-of-the-art 
technology and selective outsourcing. 

As a means to re-deploy capital toward growth 
opportunities, transform our administrative infrastructure, 
infuse new technologies and reduce operating costs, 
NiSource in 2005 moved forward with a landmark 
contract to outsource many back-office processes to 
IBM. I am pleased to report that we are ontrackto save 
$395 million in operating expenses and capital costs over 
10 years, net of costs to achieve. Since July 2005, we 
have been transitioning to IBM the operation of support 
functions including human resources, finance and 
accounting, supply chain (procurement), customer 
contact centers, meter-to-cash and information 
technology. Over the next 18 months, we will be replacing 
a variety of poorly interconnected legacy systems with a 
suite of fully integrated financial, transactional, planning, 
commercial and operating systems that will literally 
transform the way our employees perform their jobs 
every day. This transformation will allow the NiSource 
team to focus our resources on the core competencies 
necessary to provide safe, reliable utility and pipeline 
services, and support execution of our Four-Point 
Platform for Growth. 

In late 2005, we began implementing additional cost 
reduction measures as a means of further improving our 
earnings outlook for 2006. This set of actions includes 
streamlining our executive ranks, realigning executive 
compensation, rationalizing corporate budgets, 
consolidating facilities and reducing the amount we 
spend on employee travel. 

us over the last several years, and we are now 
addressing the remaining concerns. As we continue to 
make progress on all these fronts, we believe that we will 
grow earnings and that, in turn, will enable us to 
eventually increase the dividend. 

For 2006, we have high expectations for the further 
success of our business plan, with employees at all levels 
and functions of the organization contributing to the 
execution of the plan. Each function and subsidiary of 
NiSource has a specific operating plan and financial plan 
for 2006, linked to the corporation's overall objectives. 
Each employee's personal goals are tied to those 
operating and financial plans, and achievement of those 
goals will be evaluated regularly, with incentives aligned 
with results. 
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Commitment 
I would like to take this opportunity to thank our 
Chairman, Gary Neale, for his outstanding contributions 
to NiSource during his 16-vear tenure with the company. 
Gary, who was the architect of NiSource's growth from a 
single-state utility to a Fortune 500, integrated energy 
holding company operating from the Gulf Coast through 
the Midwest to New England, retired from the company 
at the end of June 2005 and remains Chairman of the 
Board. His commitment to growth and innovation 
continues to inspire our efforts. 

I also would like to thank our employees for their ongoing 
commitment and contributions to serving our customers 
safely and reliably. Furthermore, I thank you, our 
stockholders, for your continued support. As I stated at 
the outset, I believe we are fundamentally undervalued 
compared to our industry peers. We're looking intensely 
at how to remedy that situation. We are committed to 
enhancing the value of your investment and to 
transparency in communicating to you our progress in 
making that happen. 

In closing, let me assure you that NiSource continues to 
be on the right track. We are addressing our financial 
realities. We are focused on achieving realistic business 
plans and targets. We are doing what it takes to deliver 
results. We are committed to becoming the Premier 
Regulated Energy Company in North America. 

Sincerely, 

for the Future 
As you can see, we have accomplished much. Ourteam 
is executing on our Four-Point Platform for Growth. We 
have resolved many of the significant issues thatfaced 

RobertC. Skaggs, Jr. 
President and Chief Executive Officer 
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S a r a l ar. S "n to stock quotations as MtSOUBCE As of Dac.-31,2005. NiSource Inc. had 
46,451 registered common stockholders. 
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NiSource Common Stock 
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01-31-07 
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Common Stock Dividend Declared 
At its meeting on Jan. 6, z m , the board of 
directors declared a quarterly dividend of 
$0.23 per share, sqmalent lo $0.S2 per share 
Qr> an annua! isasFs, . 

Investor and Financial Information 
Financial analysts and investment professionals 
shouid direct written and telephone inquiries to 
NiSource Investor Relations at 801 E 86th Ave., 
i\^erriliviiie, IN 46410 or i i n ) 647-6083. 

Copies of NiSource's financial reports are ^ 
available by writing m caSlmg the Investor 
Relations department a t ^e address or phone 
number listed above. The materials are also 
available at www.nisource.com. 

Stockliolder Services 
Questions about stockhoidet accounts, 
stock certificates, transfer of shares, tiividend 
payments, automatic liividend reinvestment and 
stock purchase plan, and electronic deposit may 
be directed to l^ellon Investor Services m the 
following: 

Mellon Investor Services 
P.0.BOK3315^ 

South Hackensack^ NJ 07605 

or 
480 Washington Boulevard 

Jersey City, NJ 073104900 

|888)8M-779» 

TDD for Hearmg Impaired _ • . 
(800123^5469 . ' 

Foreign Stockholders 
|20n 680-6610., 

TOD Foreign Stockholders 
5201) 6B0-6578 

www.metionmvestor.cwn 

On Jtine 3,2005, NiSource's CWef Execotfve Officer submitted to tho New Yo^.l^ftof ^^ J ^ " ^ / * ! ,^^^ * 
an annual certification stating that as of that date he was not aware of any v.olat.on by Je oompany 
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OfSerTale provided «rtlt)catio„stothe U.S. Securities and E^^anfle C o ^ o n a.^ 
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'tion is man's most noble condition.' 

Dear Fellow Stockholder: 

We all know that change is nothing new. In fact, a few 
thousand years ago, an ancient Greek philosopher, 
Heraclitus, said: 

"YoH can't step twice into the same river," and 
"Nothing is permanent bu t change." 

Those words are even more true today in the energy industry 

We've certainly experienced a series of cyclical changes in 
the last 15 years in our part of the industry. Since 1990, our 
industry has come full circle: from bricks-and-mortar, rate-
regulated utilities to high-growth "energy" conglomerates 
driven by non-regulated activities and commodity trading, 
and back to the current asset-based regulated utilities. 
Anticipation of business cycles drove our vision 10 years ago 
to transform MIPSCO Industries, Inc., a steel industry-
dependent local combination utility, into the super-regional 
integrated natural gas company that MiSource is today. 

Believing that a relatively small, predominantly electric utility 
would be hard pressed to survive - much less grow - we 
embarked on a disciplined effort to reposition our company. 
NiSource today derives 100 percent of its operating income 
from regulated operations, and is predominantly a natural gas 
company serving a market area covering 30 percent of the 
U.S. population and 40 percent of the nation's energy 
consumption. NiSource has access to every major U.S. 
natural gas supply source, including the Gulf of Mexico, the 
Chicago Hub, the Appalachian Basin and liquefied natural gas 

|LNG} terminals. We serve the key energy consumption 
markets in the Midwest, Mid-Atlantic and New England 
regions. We are also the leader in market area storage for 
natural gas. 

On the pages that follow, we will describe for you what the 
transformation that NiSource set in motion means for you, 
our stockholders, and how our business strategy will grow 
the company and your investment in the future. We hope you 
agree that we're embarking on an exciting and prosperous 
new era. 

A Financially 

Strong 2004 

The year 2004 represented an important step in NiSource's 
transformation. We reported yet another year of improved 
income from continuing operations, despite the impact of 
unfavorable weather on the company's natural gas and 
electric utility businesses. Summer temperatures were 
significantly cooler than normal in our northern Indiana 
electric market, while weather in our natural gas markets 
was somewhat warmer than normal for the year We 
continued to hold the line on operation and maintenance 
costs, strengthened our balance sheet and lowered interest 
expense. These positive efforts largely offset the adverse 
impact of weather 

Income from Continuing Operations 
(in millions) 

2004 Operating Income 

2001 

2002 

2003 

2004 

$191 

$398 

$426 

$430 

Regulated 
Electric 

Operations 

Regulated 
Gas Transmission 

& Storage 

Regulated 
Gas Distribution 



If you focus on results, you will never change. If you focus on change, 
you will get results/^ jatkrHxvn 

Debt reduction remains one of our primary financial 
objectives, an objective toward which we have already made 
significant progress. Afterthe acquisition of the Columbia 
Energy Group In 2000, NiSource had about$8 billion in debt, 
or a 68 percent debt-to-capitalization ratio. At the end of 2004, 
our debt level was down to about $6 billion, or about a 
57 percent debt-to-capitalization ratio. 

We have not only reduced our debt by S2 billion, but we have 
restructured the components of our debt as well. At the end 
of 2004, NiSource's short-term debt stood at about 
$300 million, down from S2.5 billion four years earlier. And, in 
fact, the $300 million was less than the short-term working 
capital needs of the company. This is important because the 
bond markets and credit rating agencies view our overall 
debt structure more favorably when there is a closer balance 
between short-term working capital needs and short-term 
debt on the balance sheet. 

As this report goes to press in mid-March, NiSource has no 
short-term debt outstanding, and more than $300 million of 
short-term cash investments. 

Other major accomplishments during 2004 included the 
implementation of regulatory and commercial strategies in 
key states that benefit both customers and stockholders, 
such as the renewal of Customer CHOICE î" In Ohio. Also, 
the NiSource pipelines completed the renegotiation of long-
term contracts with their largest customers and made notable 
progress with several major transmission, storage and 
access expansion initiatives. 

A Balanced and Focused 

Growth Strategy 

The first major step in this business strategy was to ensure 
consistency of leadership for the growth years beyond 2005. 
On October 26, 2004, the Board of Directors elected 
Bob Skaggs, a 24-year veteran of the company, to the position 
of President of NiSource. We have been working together 
since then as the Office of the Chairman to set in motion the 
long-term strategy that will continue to build a strong 
foundation for growth in stockholder value for years to come. 

We consider 2005 a base year, from which we will continue 
expanding the foundation to generate future growth and 
development. It will be a year of slightly lower earnings 
expectations as we meet the following challenges: 

• Current-year revenue reductions from regulatory 
proceedings. 

• A full year's financial impact of pipeline renegotiations with 
major customers, 

• Higher depreciation expenses and a rising interest rate 
environment. 

• Increased capital spending to expand and grow our core 
businesses. 

The objective of our transformation process for 2005 and 
beyond is long-term, sustainable growth - growth without 

Short-Term Debt 

T o t a l D e b t (in millions) 

12/31/01 12/31/02 12/31/03 

$1,854 $913 $686 

12/31/04 

$307 

Current Maturities $411 $1,225 $118 $1,300 

Long-Term Debt $6,065 $4,850 $5,993 $4,836 

Total Debt $8,330 $6,988 $6,797 S6,443 



: obey the great law of change. It is the most 
powerfid law of nature." Edmund Burh. 

undue risk. NiSource's approach is balanced, and focused 
on our income statement and both sides of the balance sheet. 
Our growth strategy is hard-asset based and centered on 
four key initiatives: 

• Pipeline growth and expansion. 
• Broad regulatory and commercial initiatives premised on 

existing assets. 
• Ongoing financial management of our balance sheet. 
•Aggressive cost management. 

We are committed to following this disciplined approach and 
growing earnings in future years. This will enable us, as early 
as 2006, to reevaluate our quarterly dividend payout. We 
continue to believe that a dividend payout ratio of 55 percent 
to 60 percent of earnings is in the best interest of the 
company and our stockholders, and we anticipate that with 
earnings growth will come dividend growth. 

NiSource has responded to our industry's "back to basics" 
focus on regulated core businesses with a simple, clear and 
balanced business strategy designed to address short-term 
financial challenges, while establishing a platform for long-
term, sustainable growth. 

O u r Strengths Provide 

Competitive Advantage 

NiSource today derives 100 percent of its operating income 
from regulated operations. We operate the third largest 
natural gas distribution business in the United States, serving 
3.3 million customers in nine states; the fourth largest pipeline 
business in the nation, with approximately 16,000 miles of 
interstate pipelines; one of the largest gas storage networks 
in the country, with approximately 646 billion cubic feet (Bcf) 
of capacity within our market area; and a mid-size regional 
electric business serving 446,000 customers in northern 
Indiana operating with 3,392 megawatts of generating 
capacity. 

We plan to further capitalize on this market position and our 
key strengths, which include; 

• Our extensive footprint and strategic location, serving a 
market area covering 30 percent of the U.S. population and 
40 percent of U.S. energy consumption. 

• Ourtactical access to the major natural gas supply points 
in the U.S., including planned new LNG facilities. 

Our expertise in developing innovative, win-win solutions 
with regulators and our customers. 
Our cost management discipline, which has helped us 
reduce operation and maintenance expenses by nearly 
$200 million in the last four years. 

• Our employee team, which has great depth of experience 
and industry knowledge and which capably provides safe, 
reliable service to our 3.7 million gas and electric 
customers every day. 

2005 Initiatives Provide 

Earnings Potential 

The year 2005 will set the stage for earnings growth in 2006 
and beyond, with key initiatives that include: 

• Pipeline Growth. We are pursuing prime, long-term growth 
opportunities along our interstate pipeline system, 
particularly in the Northeast and Mid-Atlantic regions. The 
new Millennium Pipeline and Hardy Storage projects are 
two working examples, with more to come. 

• Regulatory and Commercial Initiatives. We expect steady 
growth from our core gas and electric businesses. Our gas 
and electric utilities added more than 60,000 customers last 
year We believe rate cases, trackers and other commercial 
and regulatory initiatives can enhance those core results. 

• Financial Management. We will continue taking steps to 
refinance our debt structure, reduce interest costs and 
maintain our investment grade credit ratings. 

• Cost Management To help balance our lower earnings 
expectations in 2005 with our commitment to greater 
investment in our core businesses, we are reviewing a 
range of existing and new processes to help us manage 
overall costs and free up additional capital for investment. 

Pipeline Growth 

Opportunities Continue 

The two largest issues facing the natural gas industry are 
limited infrastructure and North American supply-



"Two roads diverged in a w^ood, and I - 1 took the one less traveled by, 
and that has made all the difference" RobertFmsi 

particularly in the growing Northeast gas market. NiSource 
has the assets and expertise to build infrastructure in the 
form of pipes and storage that will help solve many of the 
shortage problems to this key market, while earning attractive 
investment returns for the company. 

Over the pasttwo years, we've conducted extensive studies 
of our entire gas transmission network to determine the best 
opportunities for NiSource to expand our system into these 
growing markets. We've looked at supply and demand 
dynamics in our markets. 

We did a complete modeling of our pipeline system, long-
term, under a variety of supply/demand scenarios. Along the 
Eastern seaboard, into the Northeast, peak demand is 
growing and growing, and supply, because of infrastructure, 
is constrained -and becoming more so every day. As a 
result, during peak periods, the price of natural gas in parts 
of the Northeast has reached upwards of $60 per dekatherm 
(Dth) at times when gas was selling for about $6 to S7 per Dth 
in the Midwest. 

A dwindling supply of Canadian gas imports is also part of the 
problem. Not only is Canadian production declining, but 
demand In that country is increasing, which translates to less 
available gas for the eastern United States. At the same time, 
demand for natural gas to fuel electric generation in the 
Northeast is growing by double-digit figures. There is growing 
production of natural gas in upstate New York, but even here, 
there are limited pipeline systems to bring this natural gas to 
market. 

Many industry experts continue to point to LNG to help ease 
the supply and demand imbalance for the region. Considering 
the lead time required to build new LNG tanker vessels and 
receiving terminals, LNG probably wouldn't make a significant 
impact until 2009 or later ~ and even then, additional storage 
will be required to justify the "base load" tankers, along with 
new pipeline capacity to move the LNG to market. 

What this means for NiSource is opportunity. Our pipeline and 
storage facilities will play a major role in the storage and 
movement of LNG to Northeast markets. 

The results of our analysis relating to our Midwest markets, 
particularly Ohio, show high system utilization and modest 
growth. We believe that will continue. Market indicators point 
to continued long-term reliance by Midwest gas utilities on 
our pipeline system. 

In Virginia and the Mid-Atlantic states, again, supply is 
constrained and peak demand is growing on a seasonal 
basis, while storage availability is limited. These findings 
were borne out in our pipeline recontracting subscription 
process - all our East Coast customers signed on, and did so 
via long-term contracts. 

We are responding to these market demands with a number 
of new pipeline and storage projects. For example, our 
Columbia Gas Transmission subsidiary entered into a 
partnership in 2004 to develop a major new underground 
natural gas storage field from depleted production fields in 
Hardy County, W.Va. 

NiSource's Response 
to the Norflieast Market 

Millenniimi 
Pipeline 
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The Hardy Storage proiectfits well with NiSource's strength 
as one of the nation's largest and most experienced 
underground storage operators. The project's storage 
capacity is fully subscribed under long-term firm contracts. 

Columbia Gas Transmission also will integrate storage and 
access to supply by expanding its pipeline to deliver gas from 
Hardy Storage to East Coast markets. Hardy Storage 
anticipates filing a project application with the Federal Energy 
Regulatory Commission (FERC) in 2005, with plans to begin 
construction later this year. The first storage injections are 
planned for spring 2007. 

Meanwhile, we continue to make progress on the new 
Millennium Pipeline. In the long term, we believe this project 
will help reduce gas price volatility problems in the Northeast 
markets and will form our new gateway to that growing 
region. 

Millennium will provide supply access to a number of 
significant supply and storage locations, including the Dawn, 
Ontario, and Leidy, Pa., trading hubs. A 186-mile section of 
Millennium from Corning to Ramapo, N.Y., is expected to be in 
service for the heating season of 2006-2007. Nearly 
100 percent of the route will utilize existing rights of way, and 
the pipeline will transport 500,000 Dth of natural gas per day 
from Canada and upstate New York to key pipeline 
interconnections at the Hudson River 

By providing the natural gas industry with much-needed 
storage capacity and transport in the Northeast and the Mid-
Atlantic, both Millennium Pipeline and Hardy Storage could 

immediately begin to ease the eastern markets' vulnerability 
to extreme gas price volatility and the lack of operational 
flexibility, brought on by the lack of infrastructure to meet the 
growing demand. 

We can't solve the market's pressing needs for energy by 
ourselves, NiSource believes long-term national policy 
solutions that add new gas supply and provide forthe 
development of much-needed infrastructure in the U.S. 
markets must include: construction of the Alaskan pipeline; 
additional drilling In the Rockies; increased supplies of 
liquefied natural gas; and a more rational, expedited process 
for siting and permitting new and enhanced infrastructure, all 
of which must be incorporated into and supported by a new 
National Energy Policy The time to act on natural gas 
price/supply issues is now! 

Safe, Reliable Distribution 

Systems Remain Key 

NiSource also realizes the importance of maintaining, 
improving and growing our local natural gas and electric 
delivery systems. We're committed to providing reliable 
energy for our customers and positioning our systems for 
ongoing growth, while ensuring facility investments continue 
to produce optimal returns for the company 

and 

Hardy Storage 
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"In any moment of dedsion^ the best thing you can do is the right thing, Ibe next 
best thing is the wrong thing and the worst thing you can do is nothing." neodore Ri>oscm 

To this end, in Ohio, we plan to complete the 25-mile Northern 
Loop expansion project in the Columbus area within a year. 
This project is part of a 10-year plan designed to enhance 
Columbia Gas of Ohio's ability to serve new and existing 
customers in portions of Franklin and Delaware counties. 
Delaware County is the fastest growing county in Ohio and 
one of the fastest growing counties in the nation. Also, to 
improve the integrity of our Columbia Gas of Pennsylvania 
delivery system, ensure safety and reliability to existing 
customers and accommodate future growth, we are Investing 
in additional system improvements in 2005. In the Northeast, 
we're proposing to regulators programs that will replace 
legacy bare steel and cast iron pipe systems, while 
"tracking" the costs of those investments with real-time rate 
riders or rate adjustments. 

In our electric business, we will continue working with the 
City of Gary, Ind., on the transfer of ownership of our idled 
D. H. Mitchell Generating Station to accommodate lakefront 
development and airport expansion. We shut down the 
60-year-old, coal-fired Mitchell plant in January 2002 because 
of environmental costs and new regulatory requirements of 
the Midwest Independent System Operator (MISO) that call 
for more flexible and quickly dispatchable sources of electric 
powerto meet our high variable load profile - requirements 
this station was not designed to meet. 

Meanwhile, our Whiting Clean Energy facility expects to 
finalize a new steam contract with the BP oil refinery in 
Whiting, ind., is bidding to supply utility power in conjunction 
with its affiliate, EnergyUSA-TPC, and Is well positioned to 
sell power in what we believe will be an improved Midwest 
market for wholesale electricity during the summer of 2005. 

Regulatory Solutions 

Provide Mutual Benefits 

We continue our focus on building positive relationships with 
regulators and other key stakeholders in each of our nine 
state jurisdictions and at the national level with FERC. 
Regulatory solutions that benefit our customers, regulators 
and the company are important to our strategy of sustaining 
future growth. Maintaining safe, reliable and expandable 
delivery systems is a "win-win-wIn" - it Is perceived 
positively by the company, our customers and our regulators. 

The concept of "sharing mechanisms" is not new to 
NiSource. Our distribution companies have been successful 
In obtaining regulatory approval for "rate trackers," as one 
example, which provide the company with gradual revenue 
increases over a period of time to recover costs associated 
with pollution abatement equipment and replacement of bare 
steel and cast iron pipe. Trackers are negotiated with 
regulators without committing the time, expense and other 
resources-on the part of regulators or the company-that 
would be required of a traditional rate case. And customers 
benefit from a cleaner environment and safer and more 
reliable utility infrastructure. 

We also have been successful in executing other regulatory 
compacts at our gas and electric distribution companies that 
we believe to be among the industry's most innovative. 
Northern Indiana Public Service Company (NIPSCO) and Its 
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css is a nice Tvord. But change is its motivator. 
And change has its enemies?' Robert Kenmh 

Indiana gas customers began to mutually benefit from a one-
year pilot program this past winter to help low-income 
customers pay delinquent utility bills and natural gas 
deposits. The "NIPSCO Winter Warmth" energy assistance 
program Is funded through a surcharge on customers' gas 
bills and also a contribution from NIPSCO. And in Ohio this 
pastyear, the Public Utilities Commission extended Columbia 
Gas of Ohio's Customer CHOICÊ rn program through December 
2007, while allowing the company to continue to recover 
associated transition costs. Columbia Gas of Pennsylvania 
submitted a filing in September 2004 to offer a fixed price 
natural gas commodity option for its residential, commercial 
and industrial customers. Also in Pennsylvania, legislation 
enacted recently will provide utilities more balanced tools for 
responding to low-Income customers and collections issues. 

We expect other forms of "win-win-win" arrangements that 
will create collective value, both here at NiSource and at 
utilities across the country NiSource utilities will pursue 
commercial business opportunities, available within the 
parameters of our tariffs, that provide value for customers 
and incremental revenue for the company 

opportunities, we also will continue our aggressive financial 
management initiatives. This strengthens our balance sheet, 
makes cash available for capital expenditures and helps us 
achieve other key financial objectives. 

We are always looking for opportunities to reduce interest 
expense. We have hedged the interest rate risk on the 
issuance of new debt to replace notes, due this year, that 
were issued at the time of the NiSource-Columbia merger 
By using fon/vard-starting swaps, we have locked In interest 
rates (assuming the corporate spread stays the same). This 
will reduce interest expense by about $18 million for 2006. 

We'll also be looking later this year at a potential opportunity 
to refinance $1.1 billion of the Coiumbia debt that was 
originally issued in 1995. Based on our current interest rate 
forecast for 2005, we estimate we could save an additional 
$20 million per year in interest expense beginning in 2006. 
Our finance team will be carefully watching interest rates 
and financial markets throughout the year to determine the 
best timing for action on this portion of our debt. 

Aggressive Financial 

Management Continues 

While NiSource will continue improving its systems and 
capitalizing on regulatory and commercial business 

Transforming Our 

Cost Structure 

Aggressive cost management already has helped us to 
reduce operation and maintenance expenses by nearly 
$200 million in the past four years. We've done a good job, 
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"All things are subject to change, and we change with them" Jt 

but in order to further reduce expenses, we must transform 
our corporate processes and invest in technology. 

Partnering with a business process outsource provider is one 
option we are exploring forthis transformation. We are in the 
midst of a disciplined process to consider proposals from two 
potential providers as part of a balanced, comprehensive 
business strategy designed to address increasing cost 
challenges and establish a platform for sustainable growth. 
NiSource currently is a large user of outsourcing in our day-
to-day activities, Including numerous construction activities, 
line locating services and employee benefits administration. 
We want to determine whether partnering with an outside 
provider will help us transform our business support and 
technological processes more quickly and at levels beyond 
what we can accomplish or) our own. An arrangement of this 
type also could help us improve our ability to adjust faster to 
business conditions while maintaining high service levels. 

Outsourcing, which typically saves 20 percent to 30 percent 
of targeted costs, could also help us avoid significant direct 
capital investments In our old legacy system - capital we can 
better use in support of growth opportunities. We expect to 
finalize our decision by June 2005. Regardless of whether we 
move forward with outsourcing and the extent to which we 
do, we remain committed to transforming our key processes 
and activities to lower our support costs. This exercise with 
potential partners will provide many meaningful benchmarks 
or standards that may enable us to capture these 
transformation opportunities with a partner and on our own. 

Environmental Focus is a 

Community Commitment 

Holding down our costs is one way we keep energy 
affordable. We owe that to our customers and our 
communities. Our efforts help the cities and towns we serve 
by making it easier to attract new business and encourage 
economic development. Not only is affordable energy in 
everyone's best interest, so too is environmentally friendly 
energy. 

Our electric subsidiary, NIPSCO, has been continuously 
making investments In pollution control equipment for its 
generating facilities during the past 30 years. Today, our 
generating units have an emissions profile that is better than 
most other utilities in the Midwest. 

NIPSCO has spent approximately $251 million since the eariy 
1990s to meet SOj requirements. Between 1990 and 2002, 
our annual SO2 emissions were reduced by 70 percent and 
NOx emissions by 50 percent, and we were well ahead of 
compliance mandates in place during that time. We remain 
currently compliant with SO2 and NO,, standards. 

NIPSCO received state regulatory approval in January 2005 
for an environmental cost tracker that will increase recovery 
on NOx abatement equipment costs from the previously 
planned level of $274 million to $305 million through 2006-2007. 
Our environmental performance has and will continue to 
improve, with these rate trackers aiding in recovery of costs, 

NiSource's environmental commitment extends beyond our 
electrk generation facilities and encompasses virtually every 
aspect of our business. We realize that it will become more 
expensive to meet environmental regulations in the future. 
We believe in taking the high road and staying in the forefront 
of these environmental initiatives. 

One example of our environmental commitment is our 
ongoing participation in the U.S. Environmental Protection 
Agency's Natural Gas STAR Program. The program 
encourages gas companies to adopt voluntary cost-effective 
technologies and practices that improve operating 
efficiencies and reduce methane emissions. 

This pastyear all 10 of our distribution companies and our 
two largest gas transmission companies were selected as 
"Partners of the Year" in the 2004 STAR Program for the 
natural gas industry's distribution and transmission segments. 

Sustainability Fosters Long-

Term Business Growth 

Another point of pride for the company has been our 
inclusion in the Dow Jones Sustainability Worid Indexes 
(DJSI World). NiSource is the only U.S. utility to earn this 
distinction forthe fourth consecutive yean The DJSI Worid 
defines corporate sustainability as a business approach that 
creates long-term shareholder value. 

Sustainability leaders embrace opportunities and manage 
risks that derive from economic, environmental and social 
developments. NiSource is one of just three U.S.-based 
utilities and only IB utilities woridwide to be included in this 
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"Change your opinions, keep your principles; change your leaves, 
t keep intact your roots " morHugo 

year's DJSI Worid index-an Index that tracks corporate 
performance in terms of sustainability on a global basis. 

A Growth 

Ouflook 

From a relatively small local utility, we have indeed 
transformed NiSource into a super-regional, integrated 
natural gas company that is one of the nation's premier 
energy leaders of the future. And, we are well positioned to 
continue to thoughtfully transform your company to not only 
adjust to an ever-changing worid, but also to grow and 
flourish on a sustained basis. 

• Our key strengths, including prime growing market areas, 
strong regulated assets In key markets, and dedicated 
employees, ensure our long-term success and commitment 
to growth In stockholder value. 

• NiSource has the business structure, the business strategy 
and the business experience that will enable us to play a 
role in shaping regulatory initiatives that will further 
enhance regulated revenue growth. 

• Our balance sheet and credit ratings are stable, our ongoing 
cost management efforts focused, and our planned 2005 
refinancing efforts position us to reduce interest expense 
even further 

• We have already begun to capitalize on infrastructure 
investment opportunities that also will help resolve the 
natural gas Industry's supply and capacity constraints in the 
Northeast and provide incremental revenue in the future. 

• We remain committed to financial transparency, 
sustainability and adherence to the highest ethical 
standards. 

• As we look past 2005 to 2006 and beyond, we see great 
opportunities for growth in stockholder value by investing in 
our existing asset footprint. 

We thank our employees for their strong efforts during 2004 
and their continued focus on safety, reliability and customer 
service during 2005. We also thank our stockholders for your 
confidence in our continuing progress on key industry and 
corporate initiatives - progress that would not be possible 
without your support and investment. 

Sincerely, 

ry L. Nea le / 
airman 

Ic 
Gary 
Chairman and Chief Executive Officer 

RobertC. Skaggs, Jr 
President 

March 8, 2005 
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Gary Neale 

Chairman, 
Presidents 

Chief Executive Officer 

Dear Fellow Stockholder: 

NiSource accomplished what we set out to do in 2003. Since our 
merger wi th Columbia three years ago, we have been working to 
develop a low-risk portfolio of regulated energy companies with 
the quality of service and value our investors and customers 
expect. We met those expectations in 2003. 

Like the classic sports car on our cover, your company now has , 
the classic lines of a utility, the stability and low risk of a 
diversified energy company, and still delivers the exciting 
performance that util ity investors remember f rom the past and 
continue to look for today.That performance is reflected in the 
15 percent total return you earned in 2003, which includes stock 
price appreciation and dividends. Like our restored sports car, we 
intend to meet performance expectations for many years to come. 

Our key accomplishments for the year included: 

• Delivering income f rom continuing operations of $1.64 per share. 

•A f f i rming our investment grade credit rating, w i th a stable 
; outlook, f rom all three credit rating agencies. 

•Taking actions to significantly strengthen our balance sheet. 

• Selling major non-core businesses, which alloweci us to reduce 
debt,and business risk and also focus our management team on 
our core, regulated assets. 

• Holding the;line on O&M costs, despite increases in employee 
; benefit and pension expenses. 

• Adopt ing a hew organizational structure that continues our focus 
on operations and customers, whi le at the same t ime proactively 
shaping regulatory initiatives and building strong external 
relationships. : 

Stability 

2002-2003 Stock Price Appreciation $ 1.94 
2003 Dividends +$1 .10 

Total 
Shareholder 

Return 2002 Year-End Stock Price 

2003 Total Shareholder Return 

We witnessed investor confidence and support In the company as 
we made difficult, but necessary, decisions during 2003. Most 
notable was our decision to t r im the dividend beginning in 
November.The market's confidence in our company and the value 

of our assets was demonstrated by 
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ an increase in NiSource's.stock 

price fo l lowing the dividend ; 
announcement.We have always ; 

• b e e n proud of our div idend history 
and understand its importance to : 
y o u , our stockholders. We believe 
our current payout Tatio, which we 
are targeting at approximately 
55 percent,.is^sustainable for the : 
long term and wil l support 
opportunities to g row overall 

$ 3.04 
T$ 20.00 

15% 

JtfW^ftJ^A] 

stockholder value in the future. 
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NiSource also completed the previously announced divestitures of 
nori-core assets, including our gas exploration and production unit, 
PrirfiarYEnergy'ssteel-relatedcogeneJ'atton assets arid our 
telecom'munications business. These sales generated about 
$305 mil l ion after taxes, plus the reduction of roughly $274 mil l ion 
of debt that was assumed by the buyers.This strengthened our 
balance sheet and lowered our risk profile. Going forward, we wil l 
capitalize on our stable portfol io of nearly 100 percent regulated 
and strategically located gas and electric businesses. 

Reducing interest expense was another objective for 2003. We 
saved $51.7 million in interest expense last year, or a 10 percent 
reduction compared to 2002 interest expense levels, by retiring 
$1.28 bil l ion in debt and reissuing another $1.35 bil l ion of debt at 
a lower rate. We also downsized our revolving credit facilities by 
$500 mil l ion and retired $345 mil l ion in mandatory redeemable 
preferred securities, which further reduced f ixed charges. 

Taking the Curves 

Throughout 2003, our employees worked dil igently to continually 
improve operations. NiSource demonstrated that we are 
operations focused and, therefore, customer focused—and that we 
have a vision of where we want to go and what it takes to get 
there. 

Safe, reliable energy delivery remained the key directive 
throughout 2003.The year began wi th temperatures across our 
system 9 percent colder than normal. Sustained cold spells tested 
our natural gas infrastructure during the winter months. For 
example, we helped meet wnnter demand peaks in New England 
w i th supplemental fuels by divert ing l iquid propane rail shipments 
earmarked fo r the Midwest. Last summer, one of the largest 
blackouts in the nation's history on August 14 left our electric 
generation system unaffected because of recent investments in 
transmission controIs.The year ended with volati le wholesale gas 
prices and unseasonably wa rm weather in the fourth quarter. 
January 2004 brought wi th it a sustained, record-breaking cold 
snap in the Northeast that again strained our natural gas delivery 
system there. As always, our experienced, focused employees did 
what was necessary to ensure reliability, comfort and convenience 
fo r our 3.7 mil l ion customers. 

259.6 

2003 
205.3 211.0 

12/31/00 12/31/01 12/31/02 12/31/03 

Short-Term Debt 

Current Maturit ies 

Long-Term Debt 
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$2,497 
$65 

56,023 

$1,854 
$411 

$6,065 

$913 
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$6,988 



Sam IWi//ef 
^ecut/Ve Vice 

^^>'^ Operating 
Officer 

.^°*» Skaggs 

'^"dingwaystoft.^, ' ^ y^ ' " 'products such 
3"d provide c^J"^'^^'-mm/mi2e«,^. ; ; ; ; - : , 

^ ^ ^ ^ ^ ^ ^^'^^^ 0̂ market 

NVSE- N I 



I 
Driving Solutions 

This pastyear, we implemented several creative agreements by •. 
working collaboratively with regulators and other key 
stakeholders, which provided value for our customers and 
stockholders. Columbia Gas of Pennsylvania (CPA) received 
regulatpry approval in October to recovencertain costs associated 
wi th an affordable payment program for low-income gas 
customers with long-term bill payment problenns.This program 
should reduce CPA's arrearages and bad debt write-offs going 
forward. 

In Indiana, NIPSCO received approval f rom the Indiana Utility 
Regulatory Commission in 2003 to recover costs associated with 
environmental compliance programs for nitrogen oxide (NO^) 
pollution-reduction equipment at the company's generating 
stations. 

Columbia Gas of Ohio (COH) received approval for a surcharge 
that wi l l al low the company to recover previously uncollected bad 
debts beginning this year, wi th payment-troubled customers 
having the opportunity to participate in Customer CHOICEST for 
the first t ime. Separately, as we go to pr int wi th this message to 
you , the Public Utilities Commission of Ohio (PUCO) has decided 
to modify parts of a collaborative init iative designed to give COH 
customers rate certainty and enhance the company's Customer 
CHOICES"! program. While we are pleased the Commission has 
decided to continue COH's Customer CHOICE^"^ program—one of 
the most successful of its kind in the nat ion—we are disappointed 
that the commission chose to modi fy several key components of 
the agreement. COH is highly likely to seek rehearing on the 
components that have been modi f ied. 

Balance 
During 2003, we lowered our overall corporate risk profile by 
focusing on core, regulated assets. What makes us unique among 
energy companies is the size and scope of these assets, many of 
which we have acquired over the past several years.Today we are 
a market-share leader in most of the regions we serve. Our 
businesses are regulated by nine state jurisdictions and the 
Federal Energy Regulatory Commission (FERC).This provides the 
opportunity to pursue innovative regulatory solutions in multiple 
jurisdictions. 

Another NiSource advantage is our balance between gas 
transmission and gas distribution sales and also between gas and 
electric operations. Even though approximately 80 percent of our 
operating income comes from the transportat ion, storage and 
distribution of natural gas, wi th sales concentrated during the 
peak winter period, we also have strong operating earnings during 
the summer months f rom our electric business. Additionally, 
serving multiple geographic regions means we reduce the impact 
of abnormal weather in one part of the country on total energy 
sales and revenues. 

NiSource Inc. 
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Performance 

Regulated 
Electric 

Operations 
23% Regulated Gas 

Distribution 
Regulated Gas \ 43% 
Transmission 

& Storage 
34% 

2003 
Operating 

Income 

.V.VWLV.V^ 
Virtually 100% of 
Operating income from 
Regulated Businesses 

™ r t ; v w ^ 

As a major player in the regulated energy business, we realize that 
performance is critical to our success. Performance means 
operating safe and reliable systems. It means delivering on 
financial expectations and making sound investment decisions 
that benefit our stockholders and our customers. It also means 
seeking out growth opportunities, consistent wi th our core 
businesses, that translate to future earnings potential. Just as • 
importantly, performance requires discipline, which gains us the 
respect of federal and state regulators and investors. Regulators 
expect business prudence, collaboration and customer focus; our 
new business structure ensures that we deliver. 

We intend to take advantage of the opportunit ies our strong asset 
base presents to maximize investment returns that stockholders : 
expect.^/ 

Options 

Revenue enhancement comes from customer growth and .; 
addit ional products and services offered to the retaiT and " 
wholesale markets^Opportunities to add revenue ion the retail f 
side include marketing energy products and services tha t add; 
customer value. On the yvholesale side, we are pursuing natural ;; 
gas storage projects that capitalize on depleted underground gas 
caverns and natural gas gathering fields throughout our extensive 
Appalachian system. 

There'are many opportunities in our pipeline business including 
development of the lyiillennium Pipeline, which is designed to 
br ing gias f rom Canada to NewYork City. As the Mi l lennium 
operating partner, we are finalizing:plansfor::Millennium:;Phase 1, 
which wi l l provide access to Canadian gas via Nat ional Fuel Gas 
Company's EmpireState Pipeline in upstate NewYork.: Mil lennium 
has gained a significant new anchor shipper,:KeySpaniEnergy 
Corp., for this Phase 1 portion of thepipe l ine, which wi l l move gas 
186 miles f rom Empire State Pipeline in Corning, N.Y., to pipeline 
interconnects in Ramapo, N.Y, with an expected in-service date of 
November 2006. 

Concurrently, we are appealing the U.S. Commerce Department's 
decision to block the Federal Energy Regulatory Commission-
approved project's Hudson River pipeline crossing route. We 
continue to believe that Mil lennium Phase 2, the crossing of the 
Hudson River, is the best alternative in terms of safety and 
environmental impact for gas delivery to NewYork City.The action 
to block this crossing reaffirms our belief tha t a National Energy 
Policy is needed to clearly define the responsibil i ty for pipeline 
siting and to streamline permitting procedures for today's 
interstate pipelines. Capacity constraints in the Northeast, and the 
resulting extremely high gas prices experienced as recently as 
January 2004, reaffirm the need for more pipeline capacity to the 
NewYork City area. 

NYSE: NI 



Responsibility 

NiSource has undergone many changes over the past several 
years as we continue to adapt to industry and nnarketpiace 
changes. On the other hand, ourcornpany values have not 
changed. At NiSource, we have consistently held ourselves to the 
high ethfcat standards that regulators and investors have always 
demanded of companies. 

Your company has always been commit ted to accurate and 
complete financial reporting — and requires a strong commitment 
to ethical behavior by our employees. NiSource wi l l continue our 
mandatory ethics training program in which employees at every 
level and in every function of our organization participate. Also, 
we have realigned our corporate board committees, are posting 
our corporate governance guidelines on the NiSource Web site, 
and are completing a comprehensive internal control review 
process for reporting to the Securities and Exchange Commission. 

In addit ion, NiSource is a company that enhances and supports 
the quality of life in the communit ies we serve. Our commitment 
was recognized as we earned a place in the Dow Jones 
Sustainability World indexes, an international benchmark for 
excellence in economic, environmental and social leadership. We 
are the only U.S. util ity company to be included in the index for 
three consecutive years. 

Your company is also commit ted to operating in an 
environmentally responsible manner. We w i l l continue our work 
with the Environmental Protection Agency (EPA), the Department 
of Energy (DOE) and state agencies on developing and 
implementing a comprehensive, cost-effective and sustainable 
environmental strategy. 

This year, NiSource became a voluntary partner in EPA's national 
Climate Leaders Program. A total of 54 companies f rom many 
industries participate and agree to report and establish goals that 
reduce greenhouse gases. We have submitted reports showing 
reductions in greenhouse gases to the DOE for its annual 
reporting program every year since 1994. 

At the same t ime, the company continues to voluntarily participate 
in the EPA's Natural Gas STAR Program,This program encourages 
voluntary methane emissions reductions, and the promotion and 
involvement in STAR activit ies. 

We believe in giving back to local communit ies in a much broader 
sense through the NiSource Charitable Foundation as well as 
contributions made directly by our subsidiary companies. Grants 
from the Foundation address critical needs, such as education, 
human services, public safety and the environment, while building 
on local economic development efforts. Highlights this past year 
included providing educational opportunit ies for inner-city youth 
and funding local food banks and state-of-the-art fire f ighting 
equipment.Through a combinat ion of strategic financial support, 
employee volunteerism and economic development, our company 
helps communit ies readi their ful l potential. 
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A Strong Base Means a 
Bright Future 

When you invest in NiSource, you invest in our plan f o r t h e future. 
You also invest in a company that today has a strong energy asset 
base and a key strategic location —real assets, in reaJ markets, in 
the energy business. About 40 percent of the nation's energy 
demand is consumed by the 30 percent of the population who live 
within or near our service area. Our company is the nation's th i rd 
largest natural gas distributor, and operates the fourth largest 
pipeline and the largest market-area storage network in t he United 
States. More than a tri l l ion cubic feet of natural gas movei through 
our system annually. We also own a mid-size electric generating 
and distribution system with a net demonstrated capacity of 
3,392 megawatts. Our strategic obiective is to continue t o m a k e 
decisions that optimize the value of these superior assets and 
grow stockholder value. 

In closing, I would like to recognize the contributions of recently 
retired Vice Chairman Steve Adik during his 17 years w i th 
NiSource. We wi l l miss his integrity, dedication and strategic 
insight on a day-to-day basis and are pleased he wi l l cont inue as a 
NiSource:board member. 

You have the commitment of th is management team that 
NiSource wi l l continue in i ts quest to become the best energy 
company and the best investment choice. We are the classic low-
risk performer we believe ourtnvestors remember f r om the past 
and want in the future. NiSource has a dedicated team of 
employees to meet the enei-gy challenges of tomorrow for our 
customers and capitalize on the opportunities that this changing 
industry wi l l continue to offer our stockholders. We look forward 
to sharing wi th you our progress and success in 2004.Thank you 
for your continued support of NiSource. 

Sincerely, 

Gary L. Neale 
Chairman, President and Chief Executive Officer 
March 12,2004 
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NiSource Inc. common stock is listed and traded on the New York, Pacific and Chicago stock exchanges 
under the symbol NI. The shares are listed in financial stock quotations as NISOURCE. As of Dec. 31,2003, 
NiSource Inc. bad 42,034 registered common stockholders. 

Common Stock Dividend Declared 
At its meeting on Jan. 5,2O04, the board of directors 
declared a quarterly dividend of $0.23 per share, 
equivalent to $0.92 per share on an annual basis. 

Anticipated Dividend Record and Payment Dates 

NiSource Common 
Record Date 

04-30-04 
07-30-04 
10-29-04 
01-31-05 

NIPSCO Preferred 
Record Date 

03-16-04 
06-16-04 
09-16-04 
12-16-04 

Payment Date 
05-20-04 
OB-20-04 
11-19-04 
02-18-05 

Payment Date 
04-14-04 
07-14-04 
10-14-04 
01-14-05 

Investor and Financial Information 
Financial analysts and investment professionals 
should direct written and telephone inquiries to 
NiSource Investor Relations at 801 E. 86th Ave., 
Merrillvilie, IN 46410 or (219] 647-6083. 

Free copies of NiSource's financial reports are 
available by writing or calling the Investor Relations 
department at the address or phone number listed 
above. The materials are also available at 
www.nisaurce.com. 

Stockholder Services 
General questions about stoci<holder accounts, 
stock certificates, transfer of shares, dividend 
payments, automatic dividend reinvestment and 
share purchase plan, and electronic deposit may 
be directed to Mellon Investor Services.LLC at the 
following: 

Mellon Investor Services LLC 
RO. Box 3315 
South Hackensack, NJ 07606 

.'-. or/ '" 
85 Challenger Road 
Ridgefield Park, NJ 07660 ; • ; • 

(888)884-7790 

TDD for Hearing Impaired r v 
(800)231-5469 -̂ :; 

ForeignStockholders::^ ; — : 
(201)329-8660 

TDD Foreign Stockholders 
(201)329-8354 

www.melloninvestor.com 

http://www.nisaurce.com
http://www.melloninvestor.com


iMwrce 
801 E. 86th Ave. MerrillvilleJN 46410 

www.nisource.com 

This document contains "forward-looking statements," including earnings guidance 
for fiscal year 20D4. For a discussion of factors that could cause actual results to differ 

materiailvfrom those contained in such statements, please see "Management's 
Discussion and Analysis of Financial Condition and Results of DpEratians" in the 

NiSource Inc. annual report on Form 10-K included herein. 

Contact 
Us 

Stockholder 
Inquiries 

Mellon Investor Services LLC 

(888) 884-7790 

Analyst 
Inquiries 

investor Relations 

(219)647-6083 

Media 

Inquiries 
Communications 

(219)647-6200 

http://www.nisource.com
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Strategic Location 

• 30 percent of U.S. population, 40 percent of energy consumption 

Third-Largest Gas Distribution Company in U.S. 

Gas Distribution Service Territory 
- 3.2 million customers-nine states 
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Fourth-Largest Gas Pipeline Company in U.S. 
-••'- Pipelines 

• 16,062 miles interstate pipelines 

One of the Largest Gas Storage Networks in U.S. 
O Storage Facilities 

• 670 billion cubic feet (Bcf) - market area 

Gas Producer in the Appalachian Basin 
= Exploration and Production 

• 1.2 trillion cubic feet (Tcf) of proven gas reserves 

Strategically Positioned Midwestern Electric Assets 
H Electric Distribution Territory 

A Electric Generation Facilities - six in Northern Indiana 

• 3,400 megawatts (MW) of electric utility generation capacity 

• Interconnected with five neighboring electric utilities 

A Cogeneration Facilities-six in Worthern Indiana 
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Dear Fellow Stockholder: 

A year ago, 1 informed you that 2002 would be very challenging in 

our industry and specifically for your company. 1 pledged that 

NiSource had a strategy to meet these challenges and emerge a 

stronger company. 

1 am proud to report we delivered on that strategy and on our 

commitments for 2002. NiSource achieved outstanding performance 

by doing what we do best - focusing on our core, regulated, asset-

based businesses, which generate over.98 percent of our operating 

income. 

As we addressed the continually evolving market dynamics, we 

made difficult corporate decisions and asked our employees to 

make some very real sacrifices. These tough, but necessary, actions 

helped us manage through a volatile energy marketplace and 

positioned us well to meet our objectives for 2003 and beyond. 
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Our 2002 highh'ghts included: 

' Focusing on strengthening our balance sheet. 

• Streamlining and integrating our operations. 

• Implementing a new operations management team. 

' Settling the 2-year-old Indiana electric rate review. 
• Shedding non-core assets. 

• Improving our corporate risk profile. 

; Our efforts were rewarded by the overwhelming success !of our fourth-
quarter equity offering, which raised S735 million to pay down debt 
and garnered national attention as the most successful stock offering 
of 2002 in the energy industry. In fact, of approximately 20 energy 
companies that completed stock offerings during the year, in only two 
- NiSource (10.1 percent stock price increase) and Dominion {2.9 
percent gain) - did the market react with an upswing in the company's 
stock price during the timeframe of the offering. 

We have maintained investment-grade credit ratings by reducing 
leverage and improving liquidity while maintaining frequent 
communication with the credit rating agencies. During 2002, we 
reduced debt by $1.4 billion, or about 7.6 percent of our capitalization, 
ending the year with total debt of $7.2 billion, or 60.9 percent of total 
capitali2ation. Our short-term debt, which totaled $913 million at year-
end, has been completely paid off at the time of this writing, and our 
current available liquidity is over $1 bfllion. 

Meanwhile, as recent regulatory and legislative acts - such as 

Sarbanes-Oxfey-supported heightened public scrutiny of corporate 

financial reporting jn the wake of corporate scandals, we adhered to 

our tradition of full disclosure. NiSource has long had internal 

processes for review of financial results and established a reputation 

for integrity even before the new requirements were implemented. In 

fact, we scored eight out of a possible 10 points - compared to an 

industry average pf seven out of 10-on the Standard & Poor's (S&P) 



Transparency Index, a review of corporate 

governance practices among S&P's member 

companies. 

You should feel confident that, in consultation with 

our new independent auditors, Deloitte & Touche 

LLP, we continue to review our practices to ensure 

we exceed stockholders' expectations of transparency. 

DoinsWhat 
We Do Best 

Throughout 2002, we focused our business strategy 

on our core, regulated, asset-based businesses: 

natural gas transmission, storage and distribution; 

and electric generation, transmission and 

distribution. This focus on the strength of our core 

assets enables us to efficiently and effectively serve 

3.2 million customers in the higfi-demand energy . 

corridor stretching from Indiana to New England, 

and to operate the fourth-largest natural gas : 

pipeline system in the United States. 

We implemented a new operations management 

team, led by Sam Miller, vvho came on board in ; 

September as executive vice president and chief 

operating officer. Sam brings more than 20 years of 

experience in operational redesign and corporate 

integration to NiSource, and has focused his team 

on running our operating companies efficiently . 

whi le supplying superior customer service. 

Our 10 gas distribution companies completed a 

broad redesign of customer-oriented processes. 

This reduced operating expenses significantly while 

maintaining strong customer satisfaction scores > 

based on survey results of actual customer 

transactions. 

Our pipelines continued to integrate their unique > 

network of transmission and market-area storage 

operations. Their competitive cost structure 

compares favorably with other pipeline systems 

stretching from the Gulf of Mexico to the Northeast 

Capital expenditures company-wide continued to 

decline as we took a disciplined approach that 

provides primarily for the maintenance and growth 

of our;core natural gas and electric systems. 

Last year, we decided to pull back from the 

merchant energy business, responding to changing 

market conditions before many of our peers took 

• similar actions. We terminated a prospective energy 

marketing alliance and scaled back our already-

limited energy marketing function by selling the 

bu lko f EnergyUSA-TPC's gas marketing contracts. 



Doing What We Do Best: Over 9 8 % Regulated 

Regulated 
Electric Operations 

27% 

Other/E&P 

<2% 

Regulated 
Gas Distribution 

38% 

Regulated Gas 
Transmission & Storage 

33% 

Business Segment Operating Income 

In 2002, NiSource focused its strategy on its core regulated, asset-based 

businesses: natural gas transmission, storage and distribution; and electric 

generation, transmission and distribution. Over 98 percent of the 

company's operating Income is generated from regulated operations. 

MiSource Inc. 



In late 2002, we began actively offering our gas exploration and 

production (E&P) business for sale. Although many parties have 

expressed Interest in our E&P assets, to date only the offer of 

$95 million cash for Columbia Natural Resources' (CNR) interest in a 

joint venture in New York state reflected what we considered to be fair 

market value. While we continue to actively seek opportunities to sell 

the remaining E&P assets, we are no longer Investing in exploratory 

dril l ing. CNR Is now focused on maximizing production from its 

remaining 1.2 Tcf of proven reserves. 

Difficult 
' " ' ^ ^ . • « ; t 

Organizational Decisions 
^ ^ H ^ f c ^ -m î ^ m « — ^ ^ 

Our employees throughout the organization continued to focus their 

energy on customer service despite the uncertainty of a difficult 

economic environment. Due to 200rs disappointing;financial : 

performance, we did not award incentive payouts to the majority of 

exempt employees, nor did we grant merit increases to salaried 

exempt employees. We also eliminated hundreds of positions and > 

took a hard look at all hiring requests. 

These actions promoted efficiency and lowered costs. It was difficult: 

for our entire company to see the departure of t rus tedand loyal 

colleagues who contributed much to burcompany and our industry. 

These changes, however, were necessary to adapt to an evolving ? 

market environment. 

Additionally, we further refined our organization structure to improve : 

productivity, better align our businesses and increase centralization of; 

corporate support and transactional functions. 

Our new leadership team brings broad experience and expertise in our 

core businesses, and is focused on creating energy value for 

stockholders, customers and employees. It is a testament to the : 

strength of our company that our customers remain the focal point of 

what our 9,300 dedicated employees do every day. 

You can learn more about them and our business units on pages 8 - 11 

of our annual report. 



Regulatory & 
Environmental Initiatives 
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Returnins Value 

to Stockholders 
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Memberof 

Several key regulatory decisions affected our 

performance in 2002. Most notably, Northern 

Indiana Public Service Company (NIPSCO) settled 

the 2-year-Qid Indiana Util ity Regulatory 

Commission (lURC) electric rate review, resulting in 

$55 mill ion In credits to NIPSCO electric customers 

annually over the next four years. When approved 

by lURC in September, this outcome enabled 

NiSource to move forward wi th our long-expected 

equity offering. 

lURC also approved a mechanism for NIPSCO to 

recover, over the next 

three years, costs 

associated wi th 

environmental 

compliance programs, 

such as the installation 

of nitrogen oxide 

pollution-reduction 

equipment at the 

company's generating 

stations. 

Throughout our 

operations, we 

continued our record 

of environmental 

leadership. Por the • 
second consecutive 

year,- NiSource was 

named to the 

prestigious Dow Jones 

Sustainability Indexes. 

We are one of only 

three U.S. energy 

companies to be 

included in this index, 

which tracks 

economic, environmental and social responsibility 

among the world's largest companies. 

Memberof 
DcM^Jone 

NiSource reported income from continuing 

operations for the year ended Dec, 31 , 2002, of 

$425.7 mil l ion, or $2.02 per share, an increase of 

92 cents per share over 2001 results. Net income for 

2002 was $372.5 mflHon, or $1.77 per share, an 

88 percent increase over 2001. 

Net income for 2002 reflects the impact of a non

cash charge to discontinued operations of 

$51.3 mil l ion, or 24 cents per share, that was 

recognized in the fourth quarter as a result of our 

decision to exit the telecommunications business. 

NiSource acquired the telecommunications assets as 

part of the acquisition of the Columbia Energy 

Group in 2000. After two years of operating this 

business, we determined - based in part on a study 

by a third party - that it is not a viable business due 

to the overcapacity in the marketplace for dark fiber. 

The considerable improvement in our operating 

results was attributable to revenue increases f rom 

colder weather during the fall heating season, 

warmer weather during the summer cooling season, 

and reduced expenses such as interest, operation 

and maintenance, depreciation, depletion and 

amortization resulting in part from the elimination of 

the amortization of goodwill. 

Our 2002 results enabled us to achieve a dividend 

payout ratio consistent with our historical payout 

ratio of 60 percent to 70 percent With a focused 

business strategy and strong liquidity, we are 

confident we can sustain the current dividend level 

of 29 cents per share, equivalent to $1,16 on an 

annual basis. This Is a positive position when many 

of our peers are being forced to eliminate or 

suspend their dividends to shore up their financial 

condition. Our board of directors wi l l review our 

performance quarterly with an eye toward returning 

to the company's historic dividend growth pattern, 

when appropriate. 

NiSource Inc. 



I am also pleased to note that NiSource was recently 

named to the Forbes Platinum 400, the magazine's 

annual listing of the 

"best big companies in 

America." This ranks 

us as one of the 

nation's leading 

organizations, and one 

of 28 energy 

companies that 

maintain the best 

balance of long- and 

short-term financial 

performance. Forbes 

compiles this list of 

premier blue chips using a composite score for 

return on capital, sales growth and earnings growth. 

T-i 12003 Forne; 
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Well Positioned 
or 2003 
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As a leading transporter, storer and distributor of 

natural gas in key energy markets, your company is 

weir positioned to take advantage of the 3 percent to 

4 percent annual increases in demand for natural 

gas tha t the U.S. Energy Information Administration 

forecasts for 2003 and beyond. However, our 

country desperately needs a national energy policy 

that supports an increase in domestic natural gas 

supply to meet this demand. This is one of bur 

nation's true domestic energy supply opportunities 

and, therefore, is critical to our economy as well as 

the environment. The issues to be faced in the 

future are supply sources and price volatility. 

such as the Alaskan pipeline - and new liquefied 

natural gas facilities, all of which require a 

progressive federal energy policy to materialize. 

Without this united national support, the future of 

natural gas and the critical role it plays as a clean 

burning domestic fuel in our economy is in jeopardy. 

The early months of 2003 have brought normal 

winter weather for the first t ime in six years. This 

has resulted in higher throughput on our pipelines 

and increased gas usage among our distribution 

customers, compared with the previous two years 

since NiSource's acquisition of Columbia shifted our 

business mix to one focused primarily on the gas 

business. All of our companies' transportation and 

storage assets have worked extremely well during 

this peak usage period. Thanks to the outstanding 

work of our employees, we met the gas needs of 

our customers in, once again, a volatile market. 

As 2003 unfolds, our company is facing increased 

operating expenses, including the first ful l year of 

credits to NIPSCO electric customers, and increased 

pension costs, insurance and tax expenses. We wil l 

mitigate these cost increases in 2003 by continuing 

to optimize revenue opportunities and manage to 

hold on to the cost reductions achieved throughout 

2002. Most importantly, NiSource wi l l continue to 

grow and deliver an attractive return to our 

stockholders. 

Last year, we said we would make it happen, and we 

did. I am confident we wi l l deliver again in 2003. 

And 1 say that based on our focus, the strength of 

our assets, and our management and employee 

team. We wil l continue doing what we do best to be 

a leader in creating energy value. 

As a company, we generate our revenues on the 

"spin of the meter" when energy is delivered, not 

on commodity price. However, shortages of supply, 

whether actual or perceived, create price volatility 

that hurts our customers and therefore demand. 

Increase in supply can come from a variety of 

sources: opening lands for dri l l ing, new pipelines -

I thank you for your continued support of NiSource. 

J 4 ^ 
Gary L. Neale 

Chairman, President and Chief Executive Officer 

March 28,2003 
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The Strengths 
of NiSource 

Bay State Gas Company 
Columbia Gas of Kentucky, Inc. 

Columbia Gas of Maryland, The. 
1 Columbia Gasof Oliio, Inc. ^ 
Columbia Gas of Pennsylvania, Inc. . 

Columbia Gas of Virginia, Inc. 
Kokomoi Gas and Pitel Company* 
Northern Indiana Puel and Light Company, Inc. 
Northern Indiana Public Service Company* 
Northern Utilities, Inc. 

NiSource's portfolio of natural gas utilities , 
serves more than 3.2 million residential, 
.commercial and industrial customers in nine 
states. Annually, 1 trllHon cubic feet of natural 
gas flows through more than 55,000 miles of 
pipeline. 

A sophisticated corporate-wide gas supply 
organization assures unparalleled reliability 
and flexibility to provide safe, reliable . 
supplies and delivery to all of our utilities. 
Keys to gas distribution's success include a 
diverse portfolio, innovative tariffs and 
regulatory structures, 

8 NiSource Inc. 

Ouickly adopting efficient processes. Ten 
local distribution companies, operating in ," 
nine states, worked to maximize leadership 
direction. A mindset and culture of open • 
communication and collaboration allow8d>its 
teams,which include many new leaders, to 
successfully step into new roles. 

Expanding a single "operational 
excellence" discipline across all of its 
distribution companies. Greater structural 
and functional consistency across 
companies, as well as centralized 
leadership, have enabled adoption of bast . 
practice processes across work groups in a 
speedy timeframe. The model includes a 
continuous improvement approach and an 
expansive emphasis, with significant 
workflow across traditional boundaries. Gas 
distribution is redefining excellent customer 
service through process excellence. Its goal 
is to provide predictable, reliable, consistent 

and dependable customefiervice,''-:./^ 
interactions and transactjons in all operating 
u t i l i t i e s ^ • / , . ' / / ' " . " . %. ' •.'' " ,-'• •",• 

Using technology to get closer to its 
customers. Throughout many of its ' . . " , " '̂' \. 
distribution companies, field technology- ',:; 
infrastructure was expanded;,An important . 
aspectof the technology i^ "placing" ; ^ ^ 
employees closer to their work, which ' 
improvestheir responsiveness. Having ^ , 
mobile data terminals in virtually all field 
operations'vehicles means more employees 
nowhavetheabilityto send and receive 
real-time information, including electronic 
receipt and executionof daily work ^ 
assignments. Employee usage of mobile data 
terminals spans key functions that include 
customer service, pipelineinfrastructure and 
revenue recovery, f ^ ' / S '. . 
For SEC reporting purposes, Kokomo Gas and Fuel 
Company, Northern Ititliana Fuel and Light Company, Inc. 
and Northern Indiana Public Service Company are in gas 
distribution, but organizationally are part of Northern 
Indiana Energy. 



Gas Transmission and Storage 
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Co/iimbifl Gfli- Transmission Co^orarion 
Co/umbifl Gulf Transmission Compatty 
Crossroads Pipeline Company 
Granite State Gas Transmission, Inc. 

Strategically located natural gas transmission 
and storage assets, combined with a 
continuing strong demand for products and 
services, drove several key accompiishments 
for NiSource pipelines in 2002: 

• In September, the Federal Energy Regulatory 
Commission (FERC) issued a final certificate 
for the Millennium Pipeline, completing 
FERC's formal review of this important plan 
to bring 700 million cubic feet of additional 
natural gas per day to the Northeast FERC's 
action moved the project one step closer to 
its goal of serving the region's anticipated^ 
natural gas growth requirements toward the 
middle of this decade, Columbia Gas 
Transmission is Millennium's developer and 

Gas Transmission and Storage Leadership Team: ifrom left to right) 
Glen Kettering-Presidert, Mike Watson, Kathleen O'Leary, Jim Hart, Rene Dartez 
Harris Marple. 

largest Interest holder 

• Columbia Gas Transmission also received ' 
regulatory approval to move forward with its 
plansto expand its facilities in order to 
supply up to 270,000 dekatherms per day of 
natural gas to a 1,Q20-megawatt power plant 
now under construction near Rock Springs, 
Md. Despite a temporary slowdown in the 
market, natural gas-fired power generation 
and growth in residential and other markets 
behind local distribution companies are 
expected to drive future pipeline 
infrastructure expansions. 

• The need to move natural gas supplies from 
the Midwest, and continuing strength in 
demand, led to another successful project 

open season. The open season was held in 
conjunction with the Crossroads Pipeline to 
facilitate a seamless path from the Chicago 
hub into Ohio. 

Columbia Gulf, with among the lowest rates 
to market and an eye toward accessing new 
supply sources in the Gulf of Mexico, is . 
looking to proposed offshore liquefied 
natural gas developments and the 
deepwater regions tor projects that could 
add significantly to the supply available to Its 
customers. • . • , • / . ; " " • 

Columbia Gas and Columbia Gulf 
consolidated several business functions as 
part of NiSource'sstrategy to streamline and 
integrate operations and promote efficiency 

Electric Operations 
Northern Indiana Public Service Company 

Northern Indiana Public Service Company's 
(NIPSCO) electric production operation 
generates electricity to meet the needs of 
436,000 residential, commercial and industrial 
customers. 

^Among Its 2002 achievements: 

NlPSCO's six generating facilities, five of 
which are currently online, produce up to 

2.89 million kilowatts of electricity. Four of 
the facilities have generating units that burn 
coal or natural gas to produce eiectrrcity, 
and two are hydroelectric dams. 

NIPSCO generated over 14 million 
megawatt hours of electricity durinj 20D2. 

NIPSCO is installing nitrogen oxide- . 
reduction technology at each of its active 
generating stations in compliance with 
state and federal guidelines. The first unit 
scheduled for completion Is Michigan City, 
which is expected to be operational by 
May 2003. 

NYSE:NI 
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Exploration and Production 
Exploration and Production Leadership Team: (from left to right) Shar 
StevG Warnick-President, Deanna Farmer and Mark Hackett, 

Columbia Naiural^esoiircei, Inc. - \ v - ' . ^ 

Columbia Natural Hesources.lCNRlthe exploration and production arm of NiSource, 
'delivered solid'performance4ii^02;'!r^^^ ''""'•'_ ^ / / 

Among its 2002 accompiishments: 

• CNR successfully completed a development-intensive program that resulted in the drilling 
of 243 wells and the production of 55.4 Bcfe of natural gas and oil. CNR also generated 
124.9 Bcfe of reserve additions/bringing its proven reserves total to approximately 1.21 Tcfe. 

• While CNR is no longer investing in exploratory drilling, it is focused on maximizing 
production from its remaining proven reserves. -



EriergyUSA-TPC, NET and Primary Energy 
EnergyUSA-TPC Corp. 
NiSource Energy Technologies, Inc. 
Primary Energy, Inc. 

Achievements in 2002 included: 

• NiSource Energy Technologies (NET) 
installed a combined heat and power 
distributed generation system at the Hilton 
Garden Inn in Chesterton, Ind. The 
installation of this advanced technology Is 
the first step of a larger Department of 
Energy [DOE) award to develop a modular-
packaged integrated energy system forthe 
hotel/motel segment. 

• NET installed a distributed generation 
system at the Breeden YMCAin Angola, Ind. 

EnergyUSA-TPC, NET and Primary Energy Leadership Team: (from left 
Mike Zdyb, Dean Hall, Pete DIsser, Val Trinkley, Don Thenault, Mike Aiverson and 
MarkWyckoff-President. 

The installation is a result of a collaborative 
effort of business, community, government 
and university commitments and 
contributions. Participants in the project 
include the Build Indiana Fund, Cole 
Foundation, Indiana Department of. 
Commerce, U.S. Department of Agriculture-
Rural Development, and DOE through the 
National Renewable Energy Laboratory. 

The Environmental Protection Agency's 
(EPA) Combined Heat and Power 
Partnership recognized NET for superior 

environmental performance at its distributed 
generation facilities at the Hilton Garden Inn 
in Chesterton and Breeden YMCA in Angola. 

EPA and DOE recognized Primary Energy for 
excellence in efficiencyand pollution 
reduction. The federal agencies awarded 
Primary Energy two ENERGY STAR 
Combined Heat and Power awards for its 
facilities located at.U.S. Steel in Gary, Ind., 
and National Steelin Portage, Ind. ̂  

Transactibn Services 
Creating shareholder value by providing a 
platform for growth and optimizing the value 
of core assets are key reasons behind a 
newly formulated transaction services group. 

Strategic changes and accomplishments in 
2002 included: 

• Crystallizing the mission of transaction 
services as improving NiSource's financial 
and operational performance through the 
integration and continuous improvement of 
inter-company processes. 

* Centralizing functions is a key aspect of 
the new organization and consistent with 
the new mission. The unit's scope was 
increased to emphasize enterprise-wide 
transaction activities. Functional groups are 

customer contact centers, revenue 
recovery, real estate, supply chain and 
finance. 

Providing opportunities for low-cost 
processes due to transaction services' 
significant business impact and scale, 
With some HO million customer contacts, 
180,000 paychecks processed and S800 
million in procurement annually, the group's 
work impacts every NiSource business, 
customer and employee. To most effectively 
deal with such large numbers of 
transactions, management systems focused 
on integrated, reliable and high-speed 

transactions as an Integral part of the 
overall success strategy 

Focusing on customers by finding new 
ways to enhance service, including the 
introduction of highly targeted technology, 
is an important component of the group's 
strategy, For example, in order to 
accommodate year-to-year variability 
factors in customer contact centers, new 
technology includes predictive workforce 
management bill imaging, call aides and 
continuous improvement of automated call 
handling. 

NYSE; NI n 
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Free copies of NiSource's financial reports 
are available by writing or calling the 
Investor Relations department The material 
is also available at www.nisource.com. 

NiSource Inc. common stock is listed and 
traded on the New York, Pacific and 
Chicago stock exchanges under the symbol 
NI. The shares are listed in financial stock 
quotations as NISOURCE. As of 
Dec. 31, 2002, NiSource Inc. had 47,472 
common stockholders. 

Common Stock Dividend Declared 
At its meeting on Jan. 3, 2003, the board of 
directors declared a dividend of 29 cents 
per share, equivalent to $1.16 per share on 
an annual basis. 

Anticipated Dividend Record 
and Payment Dates 

NiSource Common 
Record Date Payment Date 
04-30-03 
07-31-03 
10-31-03 
01-30-04 

05-20-03 
08-20-03 
11-20-03 
02-20-04 

NIPSCO Preferred 
Record Date 
03-14-03 
06-16-03 
09-16-03 
12-16-03 

Payment Date 
04-14-03 
07-14-03 
10-14-03 
01-14-04 

Investor and Financial Inlormation 
Financial analysts and investment 
professionals should direct written and 
telephone inquiries to NiSource Investor 
Relations at (219) 647-6083. 

12 NiSource Inc. 

How to Contact the Company 
NiSource Inc. 
801 E. 86th Ave. 
Merrillvilie, IN 46410 

(877) 647-5990 

www.nisource.com 

Stockholder Services 
General questions about stockholder 
accounts, stock certificates, transfer of 
shares, dividend payments, automatic 
dividend reinvestment and share purchase 
pian, and electronic deposit may be directed 
to Mellon Investor Services at the following 
address: 

Mellon Investor Services LLC 
RO. 60x3315 
South Hackensack, NJ 07606 

or 
85 Challenger Road 
Ridgefield Park, NJ 07660 -

(888) 884-7790 

TDD for Hearing Impaired 
(800)231-5469 

Foreign Stockholders 
(201)329-8660 

TDD Foreign Stockholders 
(201)329-8354 

www.melloninvestor.com 

http://www.nisource.com
http://www.nisource.com
http://www.melloninvestor.com
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801 E. 86th Avenue 
Merrillvilie. IN 48410 

Contact Information 

Stockholder Inquiries 
Mellon Investor Services 
(8881 884-7790 

Analyst Inquiries 
Investor Relations 
(219)647-6083 

Media Inquiries 
Corporate Communications 
(219)647^6200 

www.nisource.com 

This document contains "forward-looking 
statements," including earnings guidance 
for fiscal year 2003. For a discussion of 
factors that could cause actual results to 
differ materially from those contained in 
such statements, please see 
"Management's Discussion and Analysis of 
Financial Condition and Results of 
Operations" in the NiSource Inc. annual 
report an Form IG-K included herein. 

On the Cover 
The strength of our employees 
underscores our 
accomplishments in 2002. 

We proudly dedicate our 
annual report to the men and 
women of NiSource. 

http://www.nisource.com


k COLUIMBIA GAS OF OHIO, INC. 
Case No. 08-0072-GA-AiR 

Supplemental Information (C)(6) 

The most recent SEC Form 10-K, 10Q and 8-K of the parent company. In 
addition, Columbia must provide all subsequent 10-K, 10-Q and 8-K reports to 
the Staff through the date of the hearing. 

Response: 

See Attached. 
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• UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-K 
0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 

For the fiscal year ended December 31, 2006 

OR 

D TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 001-16189 

NiSource Inc. 
(Exact name of registrant as specified in its charter) 

Delaware 35-2108964 

• 

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

801 East 86th Avenue 
MerrillviUe, Indiana 46410 

(Address of principal executive offices) (Zip Code) 

r877) 647-5990 
(Registrant's telephone number, including area code) 

Securities registered pursuant to Section 12(b) of the Act: 

Titie of each class Name of each exchange on which registered 

Common Stock New York 

Securities registered pursuant to Section 12(g) of the Act: None 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes 0 No U 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes D No 13 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act 
of 1934 during the preceding 12 months (or for such shorter period that ttie registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. 
Yes 0 No D 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be 
contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 
10-K or any amendment to this Form 10-K. El 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. 

Large accelerated filer 0 Accelerated filer D Non-accelemted filer D 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes D No 0 

The aggregate market value of Conunon Stock (based upon the June 30, 2006, closing price of $21.84 on the New York Stock Exchange) held 
by non-affiliates was approximately $5,868,189,471. 
There were 273,852,407 shares of Common Stock, $0.01 Par Value outstanding as of January 31, 2007. 



Documents Incorporated by Reference 

Part III of this report incorporates by reference specific portions of the Registrant's Notice of Annual Meeting and Proxy Statement relating to 
the Annual Meeting of Stockholders to be held on May 8, 2007. 
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DEFINEDTERMS 

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

NiSource Subsidiaries and Affiliates 

Bay State 
Capital Markets 
CER 
CNR 
Columbia 
Columbia Atlantic Trading 
Columbia Energy Services 
Columbia Gulf 
Columbia of Kentucky 
Columbia of Maryland 
Columbia of Ohio 
Columbia of Pennsylvania 
Cotumhia of Virginia 
Columbia Transmission 
CORC - : , ; : ; : ; 
Crossroads Pipeline 
Granite State Gas . 
Hardy Storage 
wc , r̂: 
Kokomo Gas 
Lake Brie Land 
Millennium 
NiSource -\ 
NiSource Corporate Services 
NiSource,Development Company 
NiSource Finance 
NDC 'Douglas I^rpperties 
N ortbem Indiana 
NorthemlndianaiFuel and Light 
Northern Utilities 
NUC/xv.;:,;^ 
PEI 
Primary Energy • 
YPC 
Tnu:iscom::x:•-;r:r/ 
Whiting Clean Energy 
Whiting Leasing! 

AVoreviations 
AFUDC 
Amendment IV 
APBNo.25 

ARP 
BBA 
Bcf 
Board 
BP 
CAIR 
CAMR 
CERCLA 

Bay State Gas Company 
NiSource Capital Markers, Inc. 
Columbia Energy Resources, Inc. 
Columbia Natural Resources, Inc. 
Columbia Energy Group 
Columbia Atlantic Trading Corporation 
Columbia Energy Services Corporation 
Columbia Gulf Transmission Company 
Columbia Gas of Kentucky, Inc. 
Columbia Gas of Maryland, Inc. 
Columbia Gas of Ohio, Inc. 
Columbia Gas of Pennsylvania, Inc. 
Columbia Gas of Virginia, Inc. 
Columbia Gas Transmission Corporation 
Columbia of Ohio Receivables Corporation 
Crossroads Pipeline Company 
Granite State Gas Transmission, Inc. 
Hardy Storage Company, L.L.C 
Indianapolis Water Company 
Kokomo Gas and Fuel Company 
Lake Erie 1-and Company 
Millennium Pipeline Company, L,P. 
NiSource Inc. 
NiSoAiTce Corporate Services Company 
NiSource Development Company, Inc. 
NiSource Finance Corp. 
NDC Douglas Properties, Inc. 
Northern Indiana Public Service Company 
Northern Indiana Fuel and Light Company 
Northern Utilities, Inc. 
NIPSCO Recei^^hles Corporation 
PEI Holdings, Inc. 
Primary Energy, Inc. 
EnergyUSA-TPC Corp. 
Columbia Tianstnission Communications Corpotatioa 
Whiting Clean Energy. Inc. 
Whiting Leasing LLC 

Allowance for funds used during construction 
Definitive agreement executed between Whiting Clean Energy and BP 
Accounting Principles Board Opinion No. 25, "Accountiog for Stock 
Issued to Employees" 
Alternative Regulatory Plan 
British Banker Association 
Billion cubic feet 
Board of Directors 
BP Amoco p.I.e. 
Clean Air Interstate Rule 
Clean Au- Mercury Rule 
Comprehensive Environmental Response Compensation and Liability Act 
(Also known as Superfund) 
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DOT ; 
Dth 
ECR 
ECRM 
EGT 
EER 
EERM 
EITF No. 02-03 

Empire 
EPA 
EPS 
ESA 
FAC 
FASB 
FERC 
FIN 46R 

FIN 47 

FIN 48 

FTRs 
GCIM 
General Electric 
gwh 
hp 
IBM 
IDEM 
INGAA 
IRS 
lURC 
LDCs 
LIBOR 
LIFO 
Mahonia 
Mcf 
MGP 
mso 
Mitchell Station 
MMDtb 
mw 
NAAQS 
NEPA 
NOV 
NOx 
NPDES 
NYMEX 
OPEB 
OUCC 
PBR 
PCB 
Biidmont 
PPS 
Private Power 
PUCO 

tlnited States Department of Transportation ' ' ' , ' ; : '•';:: 
Dekatherm 
Environmental Cost Recovery 
Environmental Cost Recovery Mechanism 
Environmental cost tracker: 
Environmental Expense Recovery 
EnviroimrentaLExpense Retiovery Mechanism 
Emerging Issues Task Force Issue No, 02-03, "Issues Involved in 
Accounting for Derivative Contracts Held for Trading Purposes and 
Contracts Involved in Energy Trading and Risk Management Activities" 
Empire State Pipehne 
United States Environmental Protection Agency 
Eammgs per share 
Energy Sales Agreement 
Fuel adjustment clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
FASB Interpretation No. 46, "Consolidation of Variable Interest Entities 
(revised December 2003)—an interpretation of ARB No. 51" 
FASB Interpretation No. 47, "Accounting for Conditional Asset 
Returemeflt Obligations" 
FASB Interpretation No. 48, "Accounting for Uncertainty in Income 
Taxes'* 
Financial Transmission Rights 
Gas Cost Incentive Mechanism 
General Electric Intemation^, Inc. 
Gigawatt hours 
Horsepower 
International Business Machines Corp. 
Indiana Department of Environmental Management 
Interstate Natural Gas Association of America 
Internal Revenue Service S|8f S:f l i | l | | S 
Indiana Utility Regulatory Commission 
Local disft-ibution companit^ W^^pi'ffP^^-li 
London InterBank Offered Rate 
Last-in, first-out &i5 l l5 i3^^S 
Mahonia II Limited 
Thousand cubic feet WMXMSiSSi 
Manufactured gas plant 
Midwest Independent Transmission System Operator xMiSi^^iS^-^c 
Dean H. Mitchell Coal Fired Generating Station 
Million dekatherms M^M^̂ yî MiiM 
Megawatts 
National Ambient Air Quality Standards -^-S'^SSllSI 
National Environmental Policy Act 
Notice of Violation Wff^^MM '^M 
Nitrogen oxide 
'National Pollutant Discaiarge EAinaination Sy^^: i^^mX^^:s - (3M 
New York Mercantile Exchange 
Ottjer Rost-Employment Benefits illS:3t :;':iSiSSr 
Indiana Office of Utility Consumer Counselor 
Performance based rate-mafciiig^etî jdiMpgî t̂̂ ^^ 
Polychlorinated biphenyls 
Piedmont Natural Gas Company»Mc::Hj:̂ ;.̂ :V ;•:-;; *>̂  
Price Protection Service 
PrivateT*oweri'LLG'j,^J'? '̂ •;''0;-̂ > ^'-^^Mi/'if''' -'"̂ V:;--,'/'''-
Public Utilities Commission of Ohio 
Qualified production activities income . . v:̂ :; rĴ i :̂  • •;: 
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DEFINED TERMS (continued) 

RCRA 
SAB No. 

SAB No. 

SEC 
SFAS No 

SFAS No 

SFAS No 

SFAS No 

SFAS No. 

SFAS No. 

SFAS-No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SIP 
S02 
SOP 96-1 
SOP 98-1 

Tcf 
Triana 

92 

108 

5 

71 

87 

88 

101 

106 

i 2 3 . ;;••,•;•; 

123R 

133 

140 

142 

143 

144 

154 

157 

158 

Resource Conservation and Recovery Act 
Staff Accounting Bulletin No. 92, "Accounting and Disclosures Relating 
to Loss Contingencies" 
Staff Accotmring BulletinNo. 108, "Considering the Effects of Prior Year 
Misstatements When Quantifying Misstatements in Current Year 
Financial Statements" - , V- ;; >' ;/ -, > 
Securities and Exchange Commission 
Statement of Financial Accoimting Standards No. 5, "Accounting for ' 
'Contingencies" -,̂  ;.• :̂, ••.;"•;;;.; ' :'"'•:5-̂ "o'::.;v.;:.::-. ,;."{. 
Statement of Financial Accounting Standards No. 71, "Accounting forthe 
Effects of Certain Types of Regulation" 
Statement of Financial Accounting Standards No. 87, "Employers* 
Accounting for Pensions" 
Statement of Financial Accountmg Standards No. 88, "Employers' 
Accounting for Settlements and Curtailments of Defined Benefit Pension 
Plans and for Termination Benefits" 
Statement of Financial Accoimting Standards 101, "Regulated Enterprises 
— Accounting for the Discontinuation of Application of Financial 
Accounting Standards Board Statement No, 71" 
Statement of Financial Accounting Standards No. 106, "Employers' 
Accounting for Postretirement Benefits Other than Pensions" 
Statementof Financial Accotmting Standards Ko. 123, "Share-Based 
Paymenf* 
Statement of Financial Accounting Standards No. 123R, "Share-Based 
Payment" 
Statement of Financial Accounting Standards No. 133, "Accounting for 
Derivafive Instruments and Hedging Activities," as amended 
Statement of Financial Accounting Standards No. 140, "Accounting for 
Transfers and Servicing of Financial Asset and Extinguishments of 
Liabilities" 
Statement of Financial Accounting Standards No, 142, "Goodwill and 
Other Intangible Assets" 
Statement of Financial Accounting Standards No. 143, "Accounting for 
Asset Retirement Obligations" 
Statement of Financial Accounting Standards No. 144, '̂Accounting for 
the Impairment or Disposal of Long-Lived Assets" 
Statement of Financial Accounting Standards No. 154, "Accounting 
Changes and Error Corrections" 
Statement of Financial Accounting Standards No. 157, "Fair Value 
Measurement" 
Statement of Financial Accounting Standards No. 158, "Employers' 
Accounting for Defined Benefit Pension and Other Postretirement Plans" 
State Implementation Plan 
Sulftir dioxide 
Statement of Position 96-1, "Environmental Remediation Liabilities" 
Statement of Position 98-1, "Accotmting for the Costs of Computer 
Software Developed or Obtained for Internal Use" 
Trillion cubic fleet 
Triana Energy Holdings, Inc. 
•Value-at-risk and instrument sensitivity to market factors 
Commonwealth of Virginia State Corporation Commission 
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PARTI 

ITEM 1. BUSINESS 

NISOURCEINC. 

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 fi-om 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 Inc. on April 14, 
1999. In connection with the acquisition of Columbia on November 1, 2000, NiSource became a Delaware corporation registered under the 
Public Utility Holding Company Act of 1935. Effective February 8, 2006, the Public Utility Holding Company Act of 1935 was repealed. 
NiSource is now a holding company under the Pubhc Utility Holding Company Act of 2005. 

NiSource is the largest natural gas distribution company operating east of the Rocky Mountains, 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 Bay State, a namral gas distribution company serving 
customers in New England. NiSource derives substantially all of its revenues and earnings from the operating results of its 15 direct 
subsidiaries. 

NiSource's business segments are: Gas Distribution Operations; Gas Transmission and Storage Operations; Electric Operations; and Other 
Operations. 

Gas Distribution Operatujns 
NiSource's natural gas distribution operations serve more than 3.3 million customers in nine states and operate approximately 58 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 792 thousand customers in northern Indiana through three subsidiaries: Northern Indiana, Kokomo 
Gas and Northern Indiana Fuel and Light. Additionally, NiSource's subsidiaries Bay State and Northern Utilities distribute natural gas to 
approximately 340 thousand customers in Massachusetts, Maine and New Hampshire. 

Gas Transmission and Storage Operations 
NiSource's Gas Transmission and Storage Operations subsidiaries own and operate approximately 16 thousand miles of interstate pipelines and 
operate one of the nation's largest underground natural gas storage systems capable of storing approximately 637 Bcf of natural gas. Through j j ^ 
its subsidiaries, Columbia Transmission, Columbia Gulf, Crossroads Pipeline and Granite State Gas, NiSource owns and operates an in te rs ta t^Hp 
pipeline network extending from offshore in the Gulf of Mexico to Lake Erie, New York and the eastern seaboard. Together, these companies 
serve customers in 19 northeastern, mid-Atlantic, midwestern and southern states and the District of Columbia. The Gas Transmission and 
Storage Operations subsidiaries are engaged in several projects that will expand their facilities and throughput. The largest such project is the 
Millennium Pipeline, which received FERC approval in December 2006. The reconfigured project will begin at an interconnect with Empire, 
an existing pipeline that originates at the Canadian border and extends easterly towards Syracuse, New York. Empire will construct a lateral 
pipeline southward to connect with Millennium near Coming, New York. Millennium will extend eastward to an interconnect with Algonquin 
Gas Transmission Co. at Ramapo, New York. Another project is Hardy Storage, a Columbia Transmission partnership to develop a storage 
field in West Virginia to provide additional natural gas storage for the eastern United States. Columbia Transmission held an open season for 
an additional project, the Eastern Market Expansion Project, and has signed precedent agreements with four East Coast customers. Columbia 
Transmission currently anticipates filing appropriate regulatory applications during 2007. 

Electric Operations 
NiSource generates, transmits and distributes electricity through its subsidiaryNorthem Indiana to approximately 454 thousand customers in 
21 counties in the northern part of Indiana and engages in wholesale and transmission transactions. Northern Indiana owns and has the ability 
to operate four coal-fired electric generating stations with a net capability of 3,059 mw, six gas-fired generating units with a net capability of 
323 mw and two hydroelectric generating plants with a net capability of 10 mw. These facilities provide for a total system net capability of 
3,392 mw. Northern Indiana's transmission system, with voltages fi"om 34,500 to 345,000 volts, consists of 3,192 circuit miles. Northern 
Indiana is intercoimected with five neighboring electric utilities. 
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ITEM 1. BUSINESS (continued) 

NISOURCE INC. 

Northern Indiana currently operates three coal-fired generation stations with a net capacity of 2,574 mw, six gas-fired generating units with a 
net capacity of 323 mw and two hydroelectric plants with a net capability of 10 mw, totaling a net capability of 2,907 mw. During the year 
ended December 31, 2006, Northern Indiana generated 81.1% and purchased 18.9% 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. Northern Indiana's 
generating requirements are currently under review. Northern Indiana's Integrated Resource Plan, filed with the lURC in November 2005, 
indicated a gap between customer demand projections and company owned generating capability, primarily in peak hours during the summer. 

Other Operations 
The Other Operations segment participates in energy-related services including gas marketing, power and gas risk management and ventures 
focused on distributed power generation technologies, including a cogeneration facility, fiiel cells and storage systems. PEI operates the 
Whiting Clean Energy project at BP's Whiting, Indiana refinery, which is a 525 mw cogeneration faciUty that uses natural gas to produce 
electricity for sale in the wholesale markets and also provides steam for industrial use. Additionally, the Other Operations segment is involved 
in real estate and other businesses. 

Divestiture of Non-Core Assets 
In recent years, NiSource sold certain businesses judged to be non-core to NiSource's strategy. Lake Erie Land, a wholly owned subsidiary of 
NiSource, has sold and is in the process of selling certain real estate, which included its Sand Creek Golf Club assets, which were sold in 
June 2006, to a private real estate developer. In addition, NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the 
process of exiting 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 die 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. NiSotffce continues to position its 
assets to meet the corridor's growing energy needs. 

Financial and Strategic Review 
NiSource's senior management and Board are continuing the strategic and fmancial review process initiated during 2006 to unlock the 
underlying value of the company's asset base and position it for the future. NiSource expects to be in a position to communicate the results of 
this process early in 2007. 

Competition and Changes in the Regulatorv 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 began to purchase gas directly from producers and marketers 
and an open, competitive market for gas supplies has emerged. This separation or "unbundling" of the transportation and other services offered 
by pipelines and LDCs allows 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 fi"om their customers. NiSource's Gas Distribution Operations' subsidiaries are 
involved in programs that provide customers the opportunity to purchase their natural gas requirements fi^om third parties and use the NiSource 
Gas Distribution Operations' subsidiaries for transportation services. 
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ITEM 1. BUSINESS (continued) 

NISOURCE INC. 

Electric Competition. In December 1999, the FERC issued Order 2000, a final rule addressing the formation and operation of Regional 
Transmission Organizations. The rule was intended to eliminate pricing inequities in the provisioning of wholesale transmission service. In 
compliance with the rule, Northern Indiana transferred functional control of its electric transmission assets to MISO on October 1, 2003. 
Transmission service for Northern Indiana occurs under the MISO Open Access Transmission Tariff. On April 1, 2005, MISO implemented an 
electric energy market following approved FERC tariffs. Northern Indiana currently sells all power from its plants into this market. 

NiSource's Other Operations subsidiaries also experience competition for energy sales and related services from third party providers. 
NiSource meets these challenges through innovative programs aimed at providing energy products and services at competitive prices while also 
providing new services that are responsive to the evolving energy market and customer requirements. 

Financing .Subsidiary 
NiSource Finance is a wholly-owned, consolidated fmance subsidiary of NiSource that engages in financing activities to raise fimds 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, 2006, NiSource had 7,439 employees of whom 3,383 were subject to collective bargaining agreements. 

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 Fonn 10-K, quarterly reports on Form 10-Q, current 
reports on Form 8-K 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 http://www.nisource.com . 

• 

http://www.nisource.com
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ITEM lA. 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 carmot 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 financial condition. 

NiSource has a significant amount of indebtedness outstanding as a result of the acquisition of Columbia. NiSource had total consohdated 
indebtedness of $6,432.5 million outstanding as of December 31, 2006. The substantial indebtedness could have important consequences to 
investors. For example, it could: 

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

reduce the availability of Cash flow fi-om operations to fund working capital, capital expenditures and other general corporate purposes; 

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

lead parties with whom NiSource does business to require additional credit support, such as letters of credit, in order for NiSoiuce to 
transact such business; 

place NiSource at a competitive disadvantage compared to competitors that are less leveraged; and 

increase vulnerability to general adverse economic and industry conditions. 

Some of NiSource's debt obligations contain fmancial 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 resuh in the acceleration 
of outstanding debt obligations. 

NiSource's costs of compliance with environmental laws are significant. The costs of compUance with future environmental laws and 
the incurrence of environmental liabilities 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 and soHd waste. Compliance with 
these legal requirements requires NiSource to commit significant 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 fiiture. 

If NiSource's subsidiaries fail to comply with envuonmental laws and regulations or cause harm to the envuonment or persons, even if caused 
by factors beyond NiSource's control, that failure or harm may result m the assessment of civil or criminal penalties and damages against 
NiSource and its subsidiaries. In September 2004, the EPA issued an NOV to Northern Indiana alleging violations of the new source review 
provisions of the Clean Air Act. An adverse outcome in this matter could require capital expendimres beyond the EPA requirements that 
cannot be determined at this time and could require payment of substantial penalties. 

Existing environmental laws and regulations may be revised, and new laws and regulations seeking 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 fiilly recoverable fi-om customers and would 
therefore reduce net income. The cost impact of any new or amended legislation would depend upon the specific requirements enacted and 
cannot be determined at this time. . 
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ITEM lA. RISK FACTORS (continued) 

NISOURCE INC. 

A significant portion of the gas and electricity NiSource 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 energy 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 energy costs, thus affecting NiSource's financial resuUs. 

NiSource's electric operations are subject to economic conditions in certain industries. 

Electric operations in northern Indiana have been and may continue to be adversely affected by events in the steel and steel related industries. 
In particular, sales to large industrial customers in these industries have been impacted by economic downtums generally, and may be affected 
by consolidation and globalization within such industries. 

The majority of NiSource's net revenues are subject to economic regulation and are exposed to the impact of regulatory rate reviews 
and proceedings. 

Virtually all of NiSource's net revenues are subject to economic regulation 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. As part of a settlement reached in other regulatory proceedings. 
Northern Indiana has agreed to file an electric base rate case with the lURC on or before July 1,2008. The outcome for the rate case could have 
a material effect on NiSource's financial results. 

NiSource's recent outsourcing initiative and service agreement with IBM may not achieve the level of savings that was originally 
anticipated. Additionally, many associated changes in systems and personnel are being made, increasing operational and control risk 
during transition, which may have an impact on the business and its financial condition. 

NiSource's original expectation of the 10-year agreement with IBM was to deliver upwards of $530 million in gross savings in operating and 
capital costs. This cost savings is dependent upon many factors, and unanticipated changes in operations may cause actual cost savings to be 
substantially less than expected. Many functions have recently been transitioned to IBM and many new personnel have assumed 
responsibilities across these functions, increasing the risk of operational delays, potential errors and control failures which may have an impact 
on NiSource and its financial condition. 

As a part of this transformation, many new information technology systems and process changes have an accelerated time-line for completion, 
increasing the risk of Operational delays, potential errors and control failures which may have an impact on NiSource and its financial 
condition. In August, 2006, NiSource and IBM decided to delay further implementation of certain information technology systems due to 
difficulties encountered with the fu*st wave of new system implementations. This delay may decrease the level of projected operating cost 
savings while continuing to ensure stable operations. NiSource is currently engaged in an overall assessment of the outsourcing initiative 
primarily to focus on operational and transformational improvements and develop an integrated plan that enables NiSource to achieve its 
business objectives going forward. 

NiSource's Whiting merchant energy project is operating at a loss. 

NiSource owns and operates a merchant energy facility, Whiting Clean Energy, at BP's Whiting, Indiana refinery. This facility uses namral gas 
to generate electricity for sale hi the wholesale markets and to generate steam for industrial use by BP's refinery. In the fourth quarter of 2006, 
NiSource reached a new definitive agreement with BP redefining the terms under which Whiting Clean Energy will provide steam to BP. The 
profitability of this facility will remain dependant upon the market prices for electricity and natural gas and regional load dispatch patterns. The 
after-tax loss for Whiting Clean Energy was approximately $40.9 million for 2006 and $21.5 million for 2005. In addition, an amendment to 
the agreement with BP provides BP with an option, valid for 180 days from the Amendment's effective date in December 2006, for BP to 
purchase the facility free of liens, for $100 million. 
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ITEM lA. RISK FACTORS (continued) 

NISOURCE INC. 

Management believes it is unlikely that BP will exercise this option. The carrying amount of the Whiting Clean Energy facility is 
approximately $275 million. 

ITEM IB. UNRESOLVED STAFF COMMENTS 

None. 
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ITEM 2. PROPERTIES 

NISOURCE INC. 

Discussed below are the principal properties held by NiSource and its subsidiaries as of December 31,2006. 

Gas Distribution Operations. NiSource's Gas Distribution Operations subsidiaries own and operate a total of 57,544 miles of pipelines and 
certain related facilities. This includes: (i) for the five distribution subsidiaries of its Columbia system, 34,946 miles of pipelines, 1,350 
reservoir acres of underground storage, eight storage wells and one compressor station with 800 hp of installed capacity, (ii) for its Northern 
Indiana system, 15,025 miles of pipelines, 27,129 reservoir acres of underground storage, 82 storage wells and two compressor stations with a 
total of 6,000 hp of installed capacity, (iii) for its Bay State system, 5,823 miles of pipelines, (iv) for its Northern Indiana Fuel and Light 
system, 950 miles of pipelines, and (v) for its Kokomo Gas system, 800 miles of pipelines. The physical properties of the NiSource gas utilities 
are located throughout Ohio, Indiana, Pennsylvania, Virginia, Kentucky, Maryland, Massachusetts, Maine and New Hampshire. 

Gas Transmission and Storage Operations. Columbia Transmission has approximately 870,000 reservoir acres of underground storage, 
3,533 storage wells, 11,407 miles of interstate pipelines and 85 compressor stations with 575,058 hp of installed capacity. These operations are 
located in Delaware, Kentucky, Maryland, New Jersey, New York, North Carolina, Ohio, Pennsylvania, Virginia and West Virginia. Columbia 
Gulf has 3,836 miles of transmission pipelines and 13 compressor stations with 501,644 hp of installed capacity. Columbia Gulfs operations 
are located in Kentucky, Louisiana, Mississippi, Tennessee, Texas, Wyoming, and the offshore Gulf of Mexico. Granite State Gas has 87 miles 
of transmission pipeline with operations located in Maine, Massachusetts and New Hampshire. Crossroads Pipelme has 202 miles of 
transmission pipeline and one compressor station with 3,000 hp of installed capacity. Crossroads Pipeline's operations are located in Indiana 
and Ohio. 

Electric Operations. Northern Indiana owns and has the ability to operate four coal-fired electric generating stations with a net capability of 
3,059 mw, six gas-fired generating units with a net capability of 323 mw and two hydroelectric generating plants with a net capability of 10 
mw. These facilities provide for a total system net capability of 3,392 mw. It has 293 substations with an aggregate transformer capacity of 
23,474,500 kilovolt-amps. Its transmission system, with voltages fi-om 34,500 to 345,000 vohs, consists of 3,192 circuit miles of line. The 
electric distribution system extends into 21 counties and consists of 7,821 circuit miles of overhead and 2,035 cable miles of underground 
primary distribution lines operating at various voltages from 2,400 to 12,500 volts. Northern Indiana has distribution transformers having an 
aggregate capacity of 12,160,384 kilovolt-amps and 475,245 electric watt-hour meters. 

Northern Indiana currently operates three coal-fired generation stations with a net capacity of 2,574 mw, six gas-fired generating units with a 
net capacity of 323 mw and two hydroelectric plants with a net capability of 10 mw, totalmg a net capability of 2,907 mw. Northern Indiana's 
Mitchell Station, indefinitely shut down in 2002, is not included in the net capacity of the three coal-fired generation stations. Northern 
Indiana's generating requirements are currently under review. Northern Indiana's Integrated Resource Plan, filed with the lURC in 
November 2005, indicated a gap between customer demand projections and company owned generating capability, primarily in peak hours 
during the summer. 

Other Operations. PEI owns and operates the Whiting Clean Energy project at BP's Whiting, Indiana refinery, which is a 525 mw 
cogeneration facility that uses namral gas to produce electricity for sale in the wholesale markets and also provides steam for industrial use. 
Through other subsidiaries, NiSource owns the Southlake Complex, its 325,000 square foot headquarters building located in Merrillvilie, 
Indiana and other residential and development property. 
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ITEM 2. PROPERTIES (continued) 

NISOURCE INC. 

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 owners of the property adjacent to public highways over, upon or under which its electric 
lines and gas distribution 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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ITEM 3. LEGAL PROCEEDINGS 

NISOURCE INC. 

1. Stand Energ>' Corporation, et al. v. Columbia Gas Transmission Corporation, et ah, Kanawha County Court, West Virginia" 

On July 14,2004, Stand Energy Corporation filed a complaint in Kanawha County Court in West Virginia. The complaint contains 
allegations against various NiSource companies, including Columbia Transmission and Columbia Gulf, and asserts that those companies 
and certain "select shippers" engaged in an "illegal gas scheme" that constituted a breach of contract and violated state law. The "illegal 
gas scheme" complained of by the plaintiffs relates to the Columbia Transmission and Columbia Gulf gas imbalance transactions that 
were the subject of the FERC enforcement staff investigation and subsequent settlement approved in October 2000. Columbia 
Transmission and Columbia Gulf filed a Motion to Dismiss on September 10, 2004. In October 2004, however, the plaintiffs filed their 
Second Amended Complaint, which clarified the identity of some of the "select shipper" defendants and added a federal antitrust cause of 
action. To address the issues raised in the Second Amended Complaint, the Columbia companies revised their briefs in support of the 
previously filed motions to dismiss. In June 2005, the Court granted in part and denied in part the Columbia companies' motion to 
dismiss the Second Amended Complaint. The Columbia companies have filed an answer to the Second Amended Complaint. On 
December I, 2005, Plaintiffs filed a morion to certify this case as a class action. The Court has ordered that discovery will proceed on the 
issue of class certification as well as the merits. 

2. Vivian K. Kershaw et aL v. Columbia Natural Resources, Inc., et al., Chautauqua County Court, New York 

Plaintiffs filed a complaint in 2000 against CNR, a former subsidiary, Coiumbia Transmission, Columbia and CER. The complaint 
alleges that plaintiffs own an interest in oil and gas leases in New York and that the defendants have underpaid royalties on those leases 
by, among other things, failing to base royalties on the price at which natural gas is sold to the end-user and by improperly deducting 
post-production costs. Plaintiffs seek the alleged royalty underpayment and punitive damages. The complaint also seeks class action 
status on behalf of all royalty owners in oil and gas leases owned by the defendants. Discovery is currently stayed while the parties seek 
to determine if the matter can be settled. 

3. United States of America ex rel. Jack J. Grynberg v. Columbia Gas Transmission Corporation, et al., U.S. District Court, 
£.D. Louisiana 

The plaintiff filed a complaint in 1997, under the False Claims Act, on behalf of the United States of America, against approximately 
seventy pipelines, including Columbia Gulf and Columbia Transmission. The plaintiff claimed that the defendants had submitted false 
royalty reports to the government (or caused others to do so) by mis-measuring the volume and heating content of natural gas produced 
on Federal land and Indian lands. The Plaintiffs original complaint was dismissed without prejudice for misjoinder of parties and for 
failing to plead fraud with specificity. The plaintiff then filed over sixty-five new False Claims Act complaints against over 330 
defendants in numerous Federal courts. One of those complaints was filed in the Federal District Court for the Eastern District of 
Louisiana against Coiumbia and thirteen affiliated entities (collectively, the "Columbia defendants"). 

Plaintiffs second complaint, filed in 1997, repeats the mis-measurement claims previously made and adds valuation claims alleging that 
the defendants have undervalued natural gas for royalty purposes in various ways, including sales to affiliated entities at artificially low 
prices. Most of the Grynberg cases were transferred to Federal court in Wyoming m 1999. 

On October 20, 2006, the Federal District Court issued an Order granting the Columbia defendants' motion to dismiss for lack of subject 
matter jurisdiction. The Plaintiff has appealed the dismissal of the Columbia defendants. 
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ITEM 3. LEGAL PROCEEDINGS (continued) 

NISOURCEINC. 

4. 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 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. In December 2004, the 
court granted plaintiffs' motion to add NiSource and Columbia as defendants. Plaintiffs also claimed that the defendants firaudulently 
concealed the deduction of post-production charges. The court certified the case as a class action that includes any person who, after 
July 31, 1990, received oris due royalties from CNR (and its predecessors or successors) on lands lying within the boundary of the state 
of West Virginia. All claims by the government of the United States are excluded from the class. Although NiSource sold CNR in 2003, 
NiSource remains obligated to manage this litigation and for the majority of any damages ultimately awarded to the plaintiffs. On 
January 27, 2007 the jury hearing the case returned a verdict against all defendants in the amount of $404.3 million; this is comprised of 
$134.3 million in compensatory damages and $270 million in punitive damages. The defendants have filed motions with the trial court 
challenging the award and a hearing on these motions is anticipated in March of 2007. Unless the trial court substantially revises the 
jury's verdict, the defendants intend to appeal the judgment to the West Virginia Supreme Court of Appeals, which may or may not 
accept the appeal. As of the end of 2006, NiSource increased its reserve for this matter based on the jury's verdict, but did not reserve any 
amount with regard to the punitive damages portion of the verdict. 

5. John Thacker, et al. v. Chesapeake Appalachia, L.L.C, U.S. District Court, E.D. Kentucky 

On February 8, 2007, Plaintiff filed this purported class action, alleging that Chesapeake Appalachia, L.L.C. C'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. By letter dated February 14, 2007, Chesapeake has demanded indemnification for these claims from NiSource/CEG 
pursuant to the provisions of the Stock Purchase Agreement dated July 3, 2003, among CEG, NiSource, and Triana, Chesapeake's 
predecessor in interest. The Company is still reviewing the underiying lawsuit and the Stock Purchase Agreement to determine its 
response to the indemnification demand. 

6. Environmental Protection Agency Notice of Violation 

On September 29,2004, the EPA issued an NOV to Northern Indiana for alleged violations of the Clean Air Act and the Indiana SIP. The 
NOV alleges that modifications were made to certain boiler units at three of Northem Indiana's generating stations between the years of 
1985 and 1995 without obtaining appropriate air permits for the modifications. Northem Indiana is currently in discussions with the EPA 
regarding possible resolutions to this NOV. 

7. Pennsylvania Department of Environmental Protection Proposed Consent Order and Agreement 

On February 21, 2007, Pennsylvania Department of Environmental Protection provided representatives of Columbia Traismission with a 
proposed Consent Order and Agreement covering an unmanned equipment storage site located in rural southwest Pennsylvania. The site 
in question is also subject to the EPA's Administrative Order by Consent (Refer to Note I8.F "Environmental Matters" in the Notes to 
Consolidated Financial Statements for additional information regarding the Administrative Order by Consent). Pursuant to that order, 
Columbia Transmission has characterized the site and proposed remedial measures for EPA's approval. Pennsylvania Department of 
Environmental Protection's proposed order alleges that Columbia Transmission has violated the state's Clean Streams Act and Solid 
Waste Management Act by discharging petroleum products onto the property and into the waters of the state. In addition to requiring 
remediation and monitoring activities at the site, the state has proposed penalties for these violations, Columbia Transmission plans to 
engage in fiirther discussions with the agency regarding the proposed order, including the rationale for the proposed penalty. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURFTY HOLDERS 

None. 
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SUPPLEMENTAL ITEM. EXECUTIVE OFFICERS OF THE REGISTRANT 

NISOURCE INC. 

The following is a list of the Executive Officers of the Registrant, including their names, ages, years with NiSource and offices held, as of 
Febmary 1, 2007. 

Name 

Robert C. Skaggs, Jr. 

Age 

52 

Years with 
NiSource Qffice(s) Held in Past 5 Years 

Chief Executive Officer of NiSource since July 2005. 

President of NiSource since October 2004. 

Christopher A. Helms 52 

Executive Vice President, Regulated Revenue of NiSource from 
October 2003 to October 2004. 

President of Columbia of Ohio from February 1997 to October 2003 and 
Columbia of Kenmcky from January 1997 to October 2003. 

President of Bay State and Northem Utilities from November 2000 to 
October 2003. 

President of Columbia of Virginia, Columbia of Maryland, and Columbia 
of Pennsylvania from December 2001 to October 2003. 

Pipeline Group President of NiSource since April 2005. 

Principal of Helms & Company LP from December 2003 to March 2005. 

President of CMS Panhandle Companies from March 1999 to June 2003. 

Executive Vice President of CMS Gas Transmission Corp. from 
March 1999 to June 2003. 

Michael W. O'Donnell 62 Executive Vice President and Chief Financial Officer of NiSource since 
November 2000. 

Robert D.Campbell 47 Senior Vice President, Human Resources, of NiSource since May 2006. 

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

Of Counsel with the law firm of Schiff Hardin, LLP from January 2004 to 
September 2005 

Vice President, Human Resource Operations and Regulated Revenue, 
NiSource Corporate Services from October 2003 to January 2004. 

Vice President, Employee and Labor Relations, NiSource Corporate 
Services from June 2001 to October 2003 
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SUPPLEMENTAL ITEM. EXECUTIVE OFFICERS OF THE REGISTRANT (continued) 

NISOURCE INC. 

Jeffrey W, Grossman 55 6 Vice President and Controller of NiSource since November 2000. 
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PART II 

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY. RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES 
EOUITY SECURITIES 

NISOURCEINC. 

NiSource's common stock is listed and traded on the New York Stock Exchange. The table below indicates the high and low sales prices of 
NiSource's common stock, on the composite tape, during the periods indicated. 

First Quarter' ( 
Second Quarter 
Third-jQuarterl ",-/^r^'M 
Fourth Quarter 

2006 
Hislt 

: • . 21.54--;:: 
22.08 
n 3 Q i , 
24.80 

Low 

19;51 
19.99 
20.88 
21.48 

20o; 
High 

••:-..23.18' • • -
25.00 

: ;25:50 ; 
24.66 

Low 
•.;:/:2lv8a^^ 

22.28 
:̂ wv--.22.̂ 8:<-

20.44 

As of December 31, 2006, NiSource had 40,401 common stockholders of record and 273,654,180 shares outstanding. 

Holders of shares of NiSource's common stock are entitled to receive dividends when, as 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 31,2006, 2005 
and 2004. At its January 5, 2007 meeting, the Board declared a quarterly common dividend of $0.23 per share, payable on February 20, 2007 to 
holders of record on January 31, 2007. 

Although the Board 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 earnings 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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ITEM 6. SELECTED FINANCIAL DATA 

NISOURCE INC. 

Year Ended December 31. 
{$ in mil/ions except per share daia) 2006 2005 2004 2003 2002 

Statement of Income Data: 
Gross Revenues 

Gas Distribution 
Gas Transportation and Storage 
Electric 
Other 

Total Gross Revenues 
Net Revenues (Gross Revenues less Cost of Sales, 

excluding depreciation and amortization) 
Operating Income 
Income from Continuing Operations 
Results from Discontmued Operations — net of taxes 
Cumulative Effect of Change in Accounting Principle 

— net of taxes 
Net Income 
Balance Sheet Data: 
Total Assets ,. ^ 
Capitalization 

Common stockholders' equity 
Preferred stock 

::; Mandatorily redeemable preferred securities of 
::: ;: subsidiatytmst 

Long-tenn debt, excluding amounts due within one 
year 

TotafCapitalization 
Per Share Data: 
BasicEamings;(Loss) Per Share ($) 

Continuing operations 
/Discontinued operations 

Change in accounting principles 
Basic Earnings Per Share 
Diluted Earnings (Loss) Per Share ($) 

. Continuing operations 
Discontinued operations 

: Changein accounting principles 
Diluted Eamings Per Share 
GtherData : 
Return on average common equity 
Times interest earned (pre-tax) 
Dividends paid per share ($) 
Market values during the year ($): 

High 
Low 
Close 

Book value of common stock ($) 
Shares outstanding at the end of the year (in thousands) 
Number of common shareholders 
Capital expenditures ($ in millions) 
Number of employees 

$ 4,189.3 
1,033.2 
1 3 9 . 2 

9683 
7,490.0 

3.124.6 
RS0.0 
313.5 
(31.7) 

0.4 
282.2 

18,156.5 

5,013.6 
— 

— 

5.146.2 
510,159.8 

1.15 
(0.11) 

— 
1.04 

1.14 
(0.11) 

— 

1.03 

5.7% 
2.18 
0.92 

24.80 
19.51 
24.10 
18.32 

273,654 
40,401 

637.4 
7,439 

f ;$ 4,600.4 
1,000.0 
1,248,6 
1,046.8 

• •7;895.«:- •• 

3,146.6 
952.6 
284.1 

22.7 

(0.3) 
306.5 

17,958.5 

4,933.0 
8LI 

— 

5,271.2 
$10,285.3 

1.05 
0,08 

— 
1.13 

1.04 
0.08 

— 

1.12 

6.3% 
2.16 
0.92 

25.50 
20.44 
20.86 
18.09 

272,623 
46,451 

590.4 
7,822 

$ 3,801.8 
1,013.4 

: 1;12L0 
721,0 

6.657.2 ' 

3,047.5 
1,078.0 

433.0 
3.3 

— 
4363 

16,987.8 

4,787.1 
81.1 

— 

4,835.9 
$ 9,704.1 

1.64 
0.01 

— 
1.65 

1.63 
0.01 

— 
1.64 

9-5% 
2.53 
0.92 

22.82 
19.65 
22.78 
17.69 

270,625 
50,020 

517.0 
8,628 

$ 3,554.5 : 
1,033.5 

: 1,115.9 J 
538.1 

•6,242:0 •• 

3,056.4 
1,1223 

426.9 
(332.9) 

(8.8) 
85.2 

16,624.0 

4,415.9 
81.1 

— 

5,993.4 
$10,490.4 

1.64 
(1.28) 
(0.03) 
033 

1.63 
(1.27) 
(0.03) 
033 

2.0% 
231 
1.10 

21.97 
16.39 
21.94 
16,81 

262,630 
42,034 

574.2 
8,614 

$ 2,890.4 
1,014.1 
1,103.6: 

304.4 
- 5,312:5 

3,063.6 
1,154.0 

399.2 
(26.7) 

— 
372.5 

17,941.8 

4,174^ 
84.9 

345.0 

4,849.5 
$ 9,453.6 

1.89 
(0.12) 

— 
1,77 

L88 
(0.13) 

— 
1.75 

9.7% 
2.04 
1.16 

24.99 
14.51 
20.00 
16.77 

248,860 
47,472 

531.9 
9,307 

(a) In 2006, NiSource adopted SFAS No, 158 which increased Total Assets by approximately $491.2 million, increased Total Liabilities by 
approximately $347.6 million and increased total common stock equity by approximately $143.6 million, net of taxes. 

(b) In 2005, NiSource entered into a ten-year agreement with IBM to provide business process and support services to NiSource which 
reduced Operating Income by $82.8 million and $12.3 million due to restmcturing and b-ansition costs during 2005 and 2006, 
respectively. 

(c) During the fourth quarter 2005, Columbia redeemed issues of its senior unsecured notes and recorded charges associated with the 
redemption of these securities totahng $108.6 million, which were recognized as a loss on early extinguishment of long-term debt. 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

NISOURCEINC. 
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Note regarding forward-looking statements 
The Management's Discussion and Analysis, including statements regarding market risk sensitive mstruments, 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 conceming NiSource's plans, objectives, expected performance, 
expenditures and recovery of expenditures through rates, stated on either a consolidated or segment basis, and any and all underlying 
assumptions and other statements that are other tlian statements of historical fact. From time to time, NiSource may pubhsh 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 cautionary statements. All forward-looking statements are based on 
assumptions that management believes 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, flucmations 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, the effectiveness of NiSource's outsourcing initiative, actual operating experience of NiSource's assets, the regulatory 
process, regulatory and legislative changes, changes in general economic, capital and commodity market conditions, and counter-party credit 
risk, many of which risks are beyond the control of NiSource. In addition, the relative contributions to profitabiUty 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 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 are more significant, and during the cooling season, which is primarily from June through September, 
net revenues from electric sales and transportation services are more significant than in other months. 

NiSource is a holding company under the Public Utility Holding Company Act of 2005. 
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Forthe twelvemonths ended December 31, 2006, NiSource reported income from continuing operations before cumulative effect of change in 
accounting principle of $313.5 million, or $1.15 per basic share, compared to $284.1 million, or $1.05 per basic share in 2005. 

The increase in income from continuing operations before cumulative effect of changes in accounting principle was primarily due to the 
following factors: 

• Gas Transmission and Storage Operations net revenues increased due to increased demand services and sales of shorter-term 
transportation and storage services. 

• Strong operating results within Electric Operations due primarily to a reduction in unrecoverable MISO costs, strong industrial sales, and 
customer growth. 

Decreased interest expense due to the refinancing of $2.4 billion in long-term debt at lower rates during 2005. 

2005 results included a loss on early extinguishment of long-term debt of $108.6 million and restmcturing charges and other costs 
associated witii the IBM outsourcing initiative totaling $82.8 million. 

These increases were partially offset by the following items: 

• Unfavorable weather during 2006 significantly decreased Gas Distribution and Electric Operations net revenues. NiSource's gas markets 
experienced 12% warmer weather compared to normal weather and Northem Indiana's electric market experienced an 11% cooler 
summer cooling season compared to normal weather. 

• Gas Distribution Operations net revenues were significantly affected by decreased residential gas customer usage. Higher natural gas 
prices contributed to lower natural gas usage by customers, which in turn affected NiSource's results. As gas prices decreased during the 
latter part of 2006, usage erosion did moderate. 

• Increased operating losses in Other Operations driven primarily by Whiting Clean Energy. Going forward, lower losses from this segment 
are expected. See the discussion below under the heading "Whiting Clean Energy". 

• Operation and maintenance expenses increases (excluding trackers and IBM restructuring charges) due to higher legal reserves, employee^ 
and administrative expenses, property insurance premiums, generation and maintenance costs, and pipeline integrity costs. 

• 2006 results include a $17.0 million accmal m connection with the BP contract revision, transition and other restructuring charges 
associated with the IBM agreement of $12.3 million and a $12.3 million loss on equity earnings primarily related to Millennium. 

These factors 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." 

Financial and Strategic Review 
NiSource's senior management and Board are continuing the strategic and financial review process initiated during 2006 to unlock the 
underlying value of the company's asset base and position it for the future. NiSource expects to be in a position to communicate the results of 
this process early in 2007. 

Four-Point Platform for Growth 
NiSource has established four key initiatives to build a platform for long-term, sustainable growth: commercial and regulatory initiatives; 
commercial growth and expansion of the gas-transmission and storage business; financial management of the balance sheet; and process and 
expense management. 

Commercial and Regulatorv Initiatives 

Whiting Clean Energy . On December 18, 2006, Whiting Clean Energy and BP executed Amendment IV which materially amended tbe terms 
of the ESA under which Whiting Clean Energy provides steam to BP. The agreement specifies a planned termination of the ESA at the end of 
2009, with options for BP to extend the term one additional year under renegotiated steam pricing. Whiting Clean Energy accmed 
$17.0 million in costs associated with contract termination terms under the agreement. In addition, Amendment IV provides BP an option, valid 
for 180 days from the Amendment's effective date, for BP to purchase the facility free of liens for $100 million. 
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Management believes it is unlikely that BP will exercise this option. The carrying amount of the Whiting Clean Energy facility is 
approximately $275 million. 

Under the new terms of the agreement, Whiting Clean Energy's financial performance should improve beginning in 2007. The profitability of 
the Whiting Clean Energy project will continue to be dependent on, among other things, prevailing prices in the energy markets and regional 
load dispatch patterns and the steam requirements for BP's oil refinery. , 

Customer Conservation. NiSource remains focused on the effects of customer conservation and is taking steps to address this issue. NiSource 
is developing and pursuing a number of regulatory initiatives throughout its distribution markets to mitigate the impact of conservation and 
customer attrition either through broader rate proceedings or specific mechanisms such as rate design, decoupling or other initiatives developed 
to moderate the impact of conservation. 

Rate Developments. NiSource's subsidiary, Columbia of Virginia, reached a comprehensive settlement agreement with its commercial and 
regulatory stakeholders on an innovative PBR plan. The agreement, which has been approved by the VSCC and became effective January 1, 
2007, establishes a PBR for a four-year period, freezing Columbia of Virginia's non-gas rates at their current levels and setting up an earnings 
sharing mechanism and temporary rate credits during the PBR plan period, and contains a commitment by Columbia of Virginia to expand its 
system lo continue to meet growth needs. 

On February 1,2007, Columbia of Kentucky filed a base rate case requesting an increase in rates of $ 12.6 million, or approximately 8%. 
Included in the filing is a request for approval of an accelerated main replacement cost recovery mechanism, in order to facilitate replacement 
of certain parts of Columbia of Kentucky's natural gas distribution system. Also, included are proposals to help offset the effects of recent 
usage dechnes and increased customer attrition. Hearings are expected to be held in the second quarter of 2007, with new rates expected to be 
in effect by the third quarter of 2007. 

In mid 2006, Northem Indiana filed a petition which simplifies gas distribution rates, stabilizes revenues and provides for e n e i ^ efficiency 
fiinding. Northem Indiana filed its detailed case in this proceeding in January 2007, based upon lengthy and detailed discussion with 
stakeholders. AU parties requested, and the lURC has granted, an expedited schedule in this proceeding. Northem Indiana expects a fmal order 
in the cause in the second quarter of 2007. Northem Indiana's proposal, called Rate Simplification, would provide funding for weatherization 
and other customer programs while also providing relief to the company for reduced customer usage. 

Refer to the "Results and Discussion of Segment Operations" for a complete discussion of regulatory matters. 

Commercial Growth and Expansion of the Gas Transmission and Storage Business 

Sales of Shorter-Term Transportation and Storage Services. Seasonal price fluctuations in the national energy market created opportunities 
for customers to utilize existing shorter-term transportation and storage tariff services provided by Columbia Transmission and Columbia Gulf. 
A commercial team is in place focused on this effort to capitalize on market opportunities. Columbia Transmission entered into contracts that 
represent revenues in excess of $45 million of shorter-term business for 2006. Columbia Transmission and Columbia Gulf plan to continue 
offering these shorter-term transportation and storage services. Customer requirements for these services will vary according to market 
conditions which include such factors as commodity price volatility, geographic price differentials and the physical capacity and capabilities of 
the pipeline network. 

Hardy Storage . Columbia Transmission and a subsidiary of Piedmont reached an agreement to jointly develop a major new underground 
natural gas storage field to help meet increased market demand for natural gas in the eastern United States. Constmction began in the first 
quarter of 2006 and Hardy Storage is expected to be placed in service in the second quarter of 2007. 

Millennium Pipeline. Millennium has received FERC approval for a pipeline project, in which Columbia Transmission is participating and 
will serve as operator, which will provide access to a number of supply and 
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storage basins and the Dawn, Ontario trading hub. The reconfigured project, which was approved by the FERC in a certificate order issued 
December 21, 2006, will begin at an interconnect with Empire, an existing pipeline that originates at the Canadian border and extends easteriy 
towards Syracuse, New York. Empire will constmct a lateral pipeline southward to connect with Millennium near Coming, New York. 
Millennium will extend eastward to an interconnect with Algonquin Gas Transmission Co. at Ramapo, New York. 

Eastern Market Expansion. Eastern Market Expansion, a combined storage and transportation project designed to meet core market growth in 
the mid-Atlantic region that already has binding customer agreements, continues with NEPA pre-filing activities. Columbia Transmission 
anticipates filing a certificate application with the FERC in April 2007. 

Financial Management of the Balance Sheet 

Interest Expense Savings. NiSource refinanced $2.4 billion of long-term debt at lower rates during 2005. As a result, interest expense, net was 
$387.4 million for the year ended December 31, 2006, a decrease of $32.7 million compared to last year. This improvement was partially offset 
by lower interest income and higher costs related to the sale of accounts receivable which both contributed to the $20.5 million change in 
Other, net. 

Credit Ratings . During 2006, Standard & Poor's, Moody's Investors Service and Fitch Ratings all reaffirmed NiSource's investment grade 
credit ratings with a stable outlook. 

Process and Expense Management 

IBM Agreement During the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under which IBM 
will provide a broad range of business transformation and outsourcing services to NiSource. NiSource's original expectation of the 10-year 
agreement with IBM was to deliver upwards of $530 million in gross savings in operating and capital costs. This cost savings is dependent 
upon many factors, and unanticipated changes in operations may cause actual cost savings to be substantially less than expected. Many 
ftmctions have recently been transitioned to IBM and many new personnel have assumed responsibilities across these functions, increasing the 
risk of operational delays, potential errors and control failures which may have an impact on NiSource and its fmancial condition. 

As a part of this transformation, many new information technology systems and process changes have an accelerated time-lme for completion, 
increasing the risk of operational delays, potential errors and control failures which may have an impact on NiSource and its fmancial | 
condition. In August, 2006, NiSource and IBM decided to delay further implementation of certain information technology systems due to 
difficulties encountered with the first wave of new system implementations. This delay may decrease tbe level of projected operating cost 
savings while continuing to ensure stable operations. NiSource is currently engaged in an overall assessment of the outsourcing initiative 
primarily to focus on operational and transformational improvements and develop an uitegrated plan that enables NiSource to achieve its 
business objectives going forward. 

Insurance Costs. NiSource renewed both its onshore and offshore property and casualty insurance programs in 2006. NiSource sustained an 
increase in property insurance costs directly attributable to the increase in insurance premiums for offshore and onshore facilities located in or 
near the Gulf of Mexico. Casualty premiums remained relatively flat compared to the previous year. Such increases and restrictions in coverage 
for Gulf of Mexico windstorm exposures were driven by losses experienced by the insurance industry over the past few years, resulting from 
hurricanes such as Ivan, Katrina and Rita. 

Ethics and Controls 
NiSource has always been committed to providing accurate and complete fmancial reporting ss well as requiring a strong commitment to 
ethical behavior by its employees. During 2006, NiSource tested all significant controls across its financial processes and NiSource's 
management has concluded that the company's intemal control over financial reporting was effective as of the end of the period covered by this 
Form 10-K. Refer to "Management's Report on Intemal Control Over Financial Reporting" included in Item 9A. NiSource's senior 
management takes an active role in tbe development of this Form 10-K and the monitoring of the company's intemal control stmcmre and 
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performance. In addition, NiSource will continue the mandatory ethics-training program in which employees at every level and in every 
function of the organization participate. 

Results of Operations 

The Consolidated Review information should be read taking into account the critical accounting policies applied by NiSource and discussed in 
"Other Information" of this Item 7. 

Income from Continuing Operations and Net Income 
For the twelve months ended December 31, 2006, NiSource reported income from continuing operations before cumulative effect of change in 
accounting principle of $313.5 million, or $1.15 per basic share, compared to $284.1 million, or $1.05 per basic share in 2005. Income from 
continuing operations before the cumulative change in accounting principle for the twelve months ended December 31, 2004 was 
$433.0 miUion, or $1.64 per basic share. 

Including results from discontinued operations and the change in accounting principle, NiSource reported 2006 net income of $282.2 million, 
or$1.04perbasicshare, 2005 net income of $306.5 million, or $1.13 per basic share, and 2004 net income of $4363 million, or $1.65 per 
basic share. 

Comparability of line item operating resuks was impacted by regulatory trackers that allow for the recovery in rates of certain costs such as bad 
debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and had essentially no impact on 
income from continuing operations. An increase m operating expenses of $55.3 million for the 2006 year was offset by a corresponding 
increase to net revenues reflecting recovery of these tracked costs. In the 2005 period, an increase in operating expenses of $33.6 miUion for 
trackers was offset by a corresponding increase to net revenues reflecting recovery of these costs. 

Net Revenues 
Total consohdated net revenues (gross revenues less cost of sales) for the twelve months ended December 31,2006 were $3,124.6 million, a 
$22.0 million decrease compared with 2005. Excluding the impact of $55.3 million of trackers discussed above, net revenues decreased by 
$77.3 million. The change was principally driven by unfavorable weather compared to the prior year, which impacted Gas Distribution 
Operations net revenues by approximately $89 million as NiSource's gas mailcets experienced 14% warmer weather compared to last year, and 
Idecreased Electric Operations net revenues by approximately $21 million due to the northem Indiana electric market experiencing a 24% 
cooler summer compared to the 2005 summer cooling season. Gas Distribution Operations net revenues were also significantiy affected by 
decreased residential gas customer usage amounting to approximately $22 million. In addition, last year's results benefited from a third party 
buyout of abankmptcy claim relating to the rejection of a shipper's long term contract, which amounted to $8.9 million. These decreases m net 
revenues were partially offset by increased sales of shorter-term transportation and storage services in Gas Tnmsmission and Storage 
Operations amounting to $43.9 million. Electric Operations net revenues increased by $27.3 million as a result of a reduction in unrecoverable 
MISO costs included in costs of sales, which included the impact of a favorable regulatory mling on the recoverability of certain MISO 
charges, timing of customer credits, proceeds from emission allowances, strong industrial sales and customer growth. 

Total consolidated net revenues for the twelve months ended December 31, 2005 were $3,146.6 miUion, a $99.1 million increase compared 
with 2004. Excluding the impact of $33,6 miUion of trackers discussed above, net revenues increased by $65.5 million. Favorable weather 
during 2005 as compared to 2004 increased net revenues approximately $24 miUion and $27 million for Gas Distribution Operations and 
Electric Operations, respectively. Net revenues also improved due to increased residential and commercial customers and increased overaU 
customer usage within Electric Operations contributing approximately $24.4 million, improved results from Whiting Clean Energy of 
$17.6 miUion, increased residential customers for Gas Distribution Operations contributing approximately $8 million, and $12.1 million 
recognized on the buyout of a large customer gas contract. These increases in revenues were partially offset by a decline in customer usage 
within Gas Distribution Operations of approximately $33.1 million, lower Gas Transmission and Storage Operations revenues of $20.3 million 
attributable to the 2004 renegotiation of firm service contracts with major pipeline customers, net of remarketing activities, and increases in the 
cost of service for Electric Operations associated with MISO amounting to $15.7 million. 
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Expenses 
Operating expenses were $2,232.3 million in 2006, a $38.1 million increase from 2005. Excluding increases in expenses that are recovered 
through regulatory trackers and corresponding increases in net revenues (see discussion above) operating expenses decreased $17.2 million. 
The decrease was primarily due to impacts in 2005 which included restmcturing charges, transition costs, pension and other postretirement 
benefit charges, and other costs associated with the IBM outsourcing initiative totaling $82.8 million, a $10.9 million charge for obsolete 
software systems and a $10.9 million impairment charge related to goodwill at Kokomo Gas. Operating expense increases in 2006 included 
$18.1 million for certain legal matters, a $17 million accmal in conjunction with the BP contract revision, higher employee and administrative 
expenses of approximately $ 17 miUion, transition and other restmcturing charges associated with the IBM agreement of $ 12,3 million, 
generation and maintenance costs of $9.3 miUion in Electric Operations, and higher property insurance premiums of $8.7 miUion mainly for 
offshore and onshore facilities located in or near the Gulf of Mexico. 

Operating expenses of $2,194.2 miUion for 2005 increased $224.7 miUion over 2004. Excluding increases in expenses that are recovered 
through regulatory trackers and corresponding increases in net revenues (see discussion above), operating expenses increased $ 189.0 million. 
Operation and maintenance expense increased largely due to restmcturing charges, including a pension and other postretirement benefit charge, 
transition costs and consulting fees related to the outsourcing initiative and service agreement with IBM which totaled $82.8 million and higher 
electric generation expenses of $7.2 miUion. Depreciation expense increased approximately $30 million as a result of the expiration in 
November 2004 of the prior Columbia of Ohio regulatory stipulation that allowed for deferral of certain depreciation amounts. The 2004 period 
benefited from a reduction in estimated property tax accmals amounting to $33.0 million, while gross receipts tax increased $16.0 million in 
2005, which is offset in revenue. In addition, goodwill Msociated with Kokomo Gas was impaired by $10.9 million and certain software 
systems were impaired totaling $10.9 million due to the outsourcing initiative and service agreement with IBM. 

Equity Earnings (Loss) in Unconsolidated Affiliates 
Equity Earnings (Loss) in Unconsolidated Affiliates reduced 2006 income $12.3 million compared to earnings of $0.2 miUion in 2005. Equity 
Earnings (Loss) in Unconsolidated Affiliates include investments in MiUeimium and Hardy Storage which are integral to the Gas Transmission 
and Storage Operations business. In December 2006, Millennium received FERC approval for a pipelme project. The certificate order approved 
certain project costs related to the constmction and development of the Millennium project. The order also approved the vacating of portions of 
the original September 2002 Millennium certificate that related to other facilities. The Millennium owners no longer believe the recovery of the 
capitalized costs related to the vacated portions of the project is probable. Therefore, MiUennium has fully reserved the capitalized costs relateiL 
to the development of the vacated portions. NiSource recorded a $13 miUion charge reflecting its share of Millennium's reserve during the 
fourth quarter of 2006. 

Other Income (Deductions) 
Other Income (Deductions) in 2006 reduced income $395.7 million compared to a reduction of $518.9 million in 2005. A loss on early 
extinguishment of long-term debt of $108.6 million during 2005 and decreased interest expense of $32.7 million in 2006 compared to 2005 due 
to the refinancing of $2.4 biUion in long-term debt at lower rates during 2005, drove the decrease in other deductions. Other, net was a loss of 
$6.5 miUion for 2006 compared to income of $14.0 million for the comparable 2005 period due to lower interest income and increased costs 
associated with the sale of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts receivable balances 
resulted in the higher expenses associated with the sale of accounts receivable. 

Other Income (Deductions) in 2005 reduced income $518.9 million compared to a reduction of $402.3 million in 2004. A loss on early 
extinguishment of long-term debt of $108.6 million recognized in 2005 drove the increased expense. Interest expense, net increased 
$19 miUion from 2004 primarily due to the impact of higher short-term interest rates on variable rate debt and higher average long-term debt 
balances due to tiie prefunding of November 2005 debt maturities. 

Income Taxes 
Income taxes increased $21.2 million in 2006 as compared with 2005 primarily due to higher pre-tax income from the prior year. Income taxes 
decreased $93.1 million in 2005 from 2004 primarily due to lower pre-tax income from 
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the prior year. The effective income tax rates were 35.3%, 34.5%, and 35.9% in 2006,2005 and 2004, respectively. The overall effective tax 
rate increase in 2006 versus 2005 was due to favorable state and federal income tax adjustments recorded in 2005 (discussed below) and a 
reduction in the electric production deduction and low income housing credits from those recorded in 2005. The increase was partially offset by 
a lower effective state income tax rate in 2006 due to a reduction in deferred state income tax liabilities. It is expected that state income tax 
expense will remrn to more historic levels in 2007. 

The 1.4% decrease in the effective tax rate from 2004 to 2005 is due to the impact of the tax benefit associated with the electric production 
deduction (discussed below), an adjustment to deferred taxes at Northem Indiana related to a reduction in deferred income tax requirements 
and a reduction in deferred state income tax liabilities resulting from a revised estimate of consolidated state income tax apportionment factors. 
Offsetting these reductions is an increase in the effective tax rate associated with the non-deductible goodwill impairment charge recorded at 
Kokomo Gas and increased taxes related to Ohio income tax law changes enacted on June 30,2005. 

The American Jobs Creation Act of 2004, signed into law on October 22, 2004, created new Intemal Revenue Code Section 199 which, 
beginning in 2005, permits taxpayers to claim a deduction from taxable income attributable to certain domestic production activities. Northem 
Indiana and Whiting Clean Energy's electric production activities qualify for this deduction. The deduction is equal to 3% of QPAl for the 
taxable year, with cenain limitations. This deduction increases to 6% of QPAI beginning in 2007 and 9% of QPAI begiiming in 2010 and 
thereafter. The tax benefit for the Section 199 domestic production activities deduction claimed in NiSource's 2005 consolidated federal 
income tax retum was $0.9 miUion and is estimated to be $0.9 million for 2006. 

Discontinued Operations 
Discontinued operations reflected an after-tax loss of $31.7 million, or $0.11 loss per basic share, in 2006, income of $22.7 million, or $0.08 
per basic share, in 2005 and income of $3.3 million, or $0.01 per basic share, in 2004. The loss from discontinued operations in 2006 was 
primarily the result of an increase to legal reserves and the sale of certain low-income housing investments. Results from discontinued 
operations in 2005, net of taxes, include a gain on disposition of discontinued operations of $43.5 million partially offset by a loss from 
discontinued operations of $20.8 mUlion. The gain on disposition of discontinued operations, net of taxes, resulted from changes to reserves for 
contingencies related primarily to the previous sales of IWC, former Primary Energy subsidiaries and other dispositions. The loss from 
discontinued operations in 2005 included changes to reserves for contingencies primarily related to CER and an impairment of assets related to 
Transcom. In 2004, income from discontinued operations, net of taxes, is primarily from a reduction in estimated income taxes associated with 
NiSource's former exploration and production subsidiary, CER. 

Cumulative Effect of Change in Accounting Principle 
The cumulative effect of change in accounting principle in 2006 of $0.4 miUion, net of taxes, resulted from the cumulative effect of adopting 
SFAS No. 123R. Refer to Note 14, "Stock-Based Compensation," in the Notes to Consolidated Financial Statements for additional information 
regarding the cumulative effect of adopting SFAS No. 123R. The cumulative effect of change in accounting principle in 2005 of a $0.3 mUlion 
loss, net of taxes, resulted from the cumulative effect of adopting FIN 47. Refer to Note 6, "Asset Retuement Obligations," in die Notes to 
Consolidated Financial Statements for additional information regarding the cumulative effect of adopting FIN 47. 

Liquidit>' and Capital Resources 

Flistorically, cash flow from operations has provided sufficient liquidity to meet operating requirements. A significant portion of NiSource's 
operations, most notably in the gas distribution, gas transportation and electric distribution businesses, is 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 facihties. 
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Beginning in 2007, capital expenditures and other investing activities are expected to increase due to age and condition replacement programs 
and an increase in growth projects (see discussion below). Capital expenditures are expected to be funded via a combination of cash flow from 
operations and new long-term debt issuances. 

Operating Activities 
Net cash from operating activities for the twelve months ended December 31, 2006 was $1,156.2 million, an increase of $443.9 million from a 
year ago. This increase was primarily due to a significant reduction in outstanding accounts receivable and the collection of under-recovered 
gas cost partially offset by the impact in 2006 of reduced accounts payable balances. High gas cost in December 2005 resulted in unusually 
large balances in accounts receivable, accounts payable and under-recovered gas cost. 

Pension and Other Postretirement Plan Funding. In 2007, NiSource expects to make contributions of approximately $50.4 million to its 
pension plans and approximately $52.3 million to its postretirement medical and life plans. 

Investing Activities 

Capital Expenditures and Other Investing Activities. The table below reflects actual capital expenditures and other investing activities by 
segment for 2006, 2005 and 2004 and an estimate for year 2007. The other investing activities include investing in equity investments such as 
MUlennium and Hardy Storage. 

(in millions) 2007E 2006 2005 2004 

Gas Distribution Operations 
Gas Transmission and Storage Operations 
Electric Operations 
Other Operations 
Total 

$ 333.4 
227.0 
236.8 

3.9 
$ 801.1 

$ 283.4 
208.1 
151.2 , 

5.7 
$ 648.4 

$ 278.5 
167.9 
135.6 
17.0 

$ 599.0 

$ 225.2 
1333 

. 154.0 
10.9 

$ 523.4 

For 2006, capital expenditures and certain other investing activities were $648.4 miUion, an increase of $49.4 million over 2005. This increase 
was primarily due to incremental pipeline expenditures at the Gas Transmission and Storage Operations segment including pipeline integrity 
costs to comply with the DOT's Integrity Management Rule as well as increased expenditures to update electric generation assets. 

The Gas Distribution Operations segment's capita! program in 2006 included new business initiatives to extend service to new areas and 
develop future markets through new services that may be added to the existing business and to create a potential new pool of customers, as well 
as expenditures to ensure safe, reliable and improved service to customers and modernize and upgrade facilities. The Gas Transmission and 
Storage Operations segment invested primarily in modernizing and upgrading facilities including investments to comply with DOT's Integrity 
Management Rule. The Gas Transmission and Storage Operations segment also invested in new busmess initiatives to maintain and expand 
market share in storage and interstate transportation by meeting the demands of consumers who will use gas for electric power generation and 
meeting the needs of existing, new or growing customers through the constmction of significant new facilities, either wholly-owned by 
NiSource or in partnership with other qualified project participants. The Electric Operations segment capital program included improvements 
related to the operational integrity of generation, transmission and distribution assets, expenditures related to environmental compliance 
regarding NOx reduction, and additions to electric distribution systems related to new business. Capital expenditures in the Other Operations 
segment mainly comprise partnership investments and enterprise-wide information technology infrastmcmre improvement. 

For 2007 the projected capital program and certain other investing activities are expected to be $801.1 million, which is approximately 
$152.7 miUion higher than the 2006 level. This higher spending is mainly due to expendimres to overhaul certain electric generation units 
within the Electric Operations segment, modernizing and upgrading facilities at certain distribution companies and an increase in expenditures 
for key market area growth projects primarily within Gas Transmission and Storage Operations. The program is expected to be funded via a 
combination of cash flow from operations and new long-term debt issuances during 2007. 
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Financing Activities 
On July 29, 2003, NiSource filed a shelf registration statement with the SEC to periodically sell up to $2.5 billion in debt securities, common 
and preferred stock, and other securities. The registration statement became effective on August 7, 2003, which when combined with 
NiSource's pre-existing shelf capacity, provided an aggregate $2.8 bUUon of total issuance capacity. As of December 31, 2006, NiSource's 
remaining shelf capacity' was $850 miUion. 

Long-term Debt. During 2006, NiSource funded the redemption of $434.4 million of long-term debt with cash from operations and an increase 
of short term borrowings. NiSource decided not to issue new long-term debt until the strategic and financial review is completed. The review is 
expected to be completed in early 2007. 

During November 2006, NiSource redeemed $144.4 million of its senior debentures with an interest rate of 3.628%. Also durmg 
November 2006, NiSource Finance redeemed $250.0 miUion of its unsecured notes with an interest rate of 3.20%. 

During May 2006, NiSource redeemed $25.0 miUion of Capital Markets medium-term notes, with an average interest rate of 7.50%. 

During April 2006, NiSource redeemed $15.0 million of Capital Markets medium-term notes, with an average interest rate of 7.75%. 

On November 29,2005, Columbia redeemed $1.1 billion of its senior unsecured notes that became caUable on November 28, 2005, having an 
averageinterestrateof 7.34%. On November 28, 2005, Columbia redeemed $281.5 miUion of its senior unsecured notes with an average 
interest rate of 6.80%. The associated charges included an $86 mUlion non-cash charge relating to the write-off of the unamortized portion of a 
fair market value adjustment made at the time of the NiSource Columbia merger, an $8 mUIion non-cash charge associated with the 
unamortized portion of swap termination charges, and a $14 million cash charge for call premiums, all of which were charged to loss on early 
extinguishment of long-term debt. 

On November 28,2005, NiSource Finance issued, in the private placement market, $900 million in unregistered senior unsecured notes in four 
tranches: $315 miUion of 7-year notes at a coupon rate of 5.21%; $230 million of lO-year notes at a coupon rate of 5.36%; $90 million of 11-
year notes at a coupon rate of 5.41 %; and $265 miUion of 20-year notes at a coupon rate of 5.89%. The proceeds, along with other funding 
sources, were used to refinance die above mentioned Columbia senior unsecured notes. 

On November 15,2005, NiSource Finance redeemed $900 milUon of its senior unsecured notes having an average interest rate of 7.625%. 

On September 16, 2005, NiSource Finance issued $450 miUion of 5.25% 12-year unsecured notes tiiat mature September 15,2017 and 
$550 million of 5.45% 15-year unsecured notes that mature September 15,2020. The proceeds were used in part to redeem $900 million of 
NiSource Finance notes due November 15,2005. Contemporaneously with tbe pricing of tiie 5.25% and 5.45% notes, NiSoiuce Finance 
terminated $900 million of forward starting swaps resulting in a $35.5 million payment to NiSource's swap counterparties. The swap 
termination payments are being amortized over the life of the new debt issues, resulting in an effective interest rate of 5.67% and 5.88% 
respectively. 

During July 2005, Northern Indiana redeemed $34.0 million of its medium-term notes with an average interest rate of 6.62%. 

During June 2005, Northern Indiana redeemed $39.3 million of its medium-term notes and Bay State redeemed $10.0 milUon of its medium-
term notes with an average interest rate of 6.79% and 6.58%, respectively. 

During April 2005, NiSource redeemed $30.0 miUion of Capital Markets medium-term notes, witii an average interest rate of 7.67%. 

Cumulative Preferred Stock. On April 14, 2006, Northem Indiana redeemed all of its outstanding cumulative preferred stock, having a total 
redemption value of $81.6 iniUion. 
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Credit Facilities. During July 2006, NiSource Finance amended its $1.25 biUion five-year revolving credit facility increasing the aggregate 
commitment level to $ 1.5 biUion, extending the termination date by one year to July 2011, and reduced the cost of borrowing. The amended 
facility will help maintain a reasonable cushion of short-term liquidity in anticipation of continuing volatile natural gas prices. During 
November 2006, NiSource Finance entered into a new $300 million three-month revolving credit agreement with Dresdner Kleinwort that 
expired Febmary 15, 2007. 

NiSource Finance had outstanding credit facility borrowings of $1,193.0 million at December 31,2006, at a weighted average interest rate of 
5.68%i, and borrowings of $898.0 million at December 31, 2005, at a weighted average interest rate of 4.95%. The increase in short term 
borrowings was primarily due to the redemption of long-term debt during 2006. NiSource decided not to issue new long-term debt until the 
strategic and financial review is completed. The review is expected to be completed in early 2007. 

As of December 31, 2006 and December 31,2005, NiSource Finance had $81.9 mUlion and $101.6 miUion of stand-by letters of credit 
outstanding, respectively. At December 31, 2006, $53.9 million of the $81.9 mUlion total outstanding letters of credit resided within a separate 
bi-lateral letter of credit arrangement with Barclays Bank that NiSource Finance obtained during Febmary 2004. Of the remaining 
$28.0 million of stand-by letters of credit outstanding at December 31, 2006, $24.6 miUion resided under NiSource Finance's five-year credit 
facility and $3.4 milUon resided under an uncommitted arrangement with another financial institution. 

As of December 31, 2006, $582.4 milhon of credit was available under both credit facilities. 

Debt Covenants. NiSource is subject to one financial covenant under both its five-year revolving credit facility and its three-month revolving 
credit agreement. NiSource must maintain a debt to capitalization ratio that does not exceed 70%. As of December 31, 2006, NiSource was in 
compliance with this financial covenant in both of its credit agreements. 

NiSource is also subject to certain other covenants under the revolving credit facilities. 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 asset basket equal to $150 miUion. An asset sale covenant generally restticts the sale, lease and/or transfer of 
NiSource's assets to no more than 10% of its consolidated total assets. The revolvmg credit facilities also include a cross-default provision, 
which triggers an event of default under the credit facUity 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 bond indentures generally do not contain any fmancial maintenance covenants. However, NiSource's bond indentures are generallj 
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 asset basket capped at either 5% or 10% of NiSource's consolidated net tangible assets. 

Sale of Trade Accounts Receivables. On May 14, 2004, Columbia of Ohio entered into an agreement to seU, without recourse, substantially all 
of its trade receivables, as they originate, to CORC, a wholly owned subsidiary of Columbia of Ohio. CORC, in turn, is party to an agreement, 
also dated May 14, 2004, under the terms of which it sells an undivided percentage ownership interest in the accounts receivable to a 
commercial paper conduit. The agreement, which had a scheduled expiration date of May 12, 2006, was extended for another year to May 11, 
2007. The agreement was further amended on July 1, 2006 increasing the program limit from $300 milUon to $350 mUlion and extending the 
expfration date to June 29,2007. As of December 31, 2006, $184.3 million of accounts receivable had been sold by CORC. 

Under the agreement, Columbia of Ohio acts as administrative agent, by performing record keeping and cash collection functions for the 
accounts receivable sold by CORC. Columbia of Ohio receives a fee, which provides adequate compensation, for such services. 
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On December 30, 2003, Northern Indiana entered into an agreement to seU, without recourse, all of its trade receivables, as they originate, to 
NRC, a wholly-owned subsidiary of Northem Indiana. NRC, in turn, is party to an agreement under the term of which it sells an undivided 
percentage ownership interest in the accounts receivable to. a commercial paper conduit. The conduit can purchase up to $200 million of 
accounts receivable under the agreement. NRCs agreement with the commercial paper conduit has a scheduled expiration date of 
December 21, 2007, and can be renewed if mutually agreed to by both parties. As of December 31, 2006, NRC had sold $189.7 million of 
accounts receivable. Under the arrangement, Northem Indiana may not sell any new receivables if Northern Indiana's debt rating falls below 
BBB- or Baa3 at Standard and Poor's and Moody's, respectively. 

Under the agreement, Northem Indiana acts as administrative agent, performing record keeping and cash collection functions for the accounts 
receivable sold. Northem Indiana receives a fee, which provides adequate compensation, for such services. 

Credit Ratings. NiSource's credit ratings continue to be affirmed by the major rating agencies. Moody's Investors Services, Standard and 
Poor's and Fitch Ratings all affirmed their ratings in December 2006. Moody's Investors Services affirmed the senior unsecured ratings for 
NiSource at Baa3, and the existing ratings of all other subsidiaries. Moody's ratings outlook for NiSource and its subsidiaries is stable. 
Standard and Poor's affirmed its senior unsecured ratings for NiSource at BBB, and the existing ratings for all other subsidiaries. Standard and 
Poor's outiook for NiSource and all of its subsidiaries is stable. Fitch Ratings affirmed their BBB senior unsecured rating for NiSource and the 
BBB+ ratings for Columbia and Northem Indiana. Fitch's outiook for NiSource and all of its subsidiaries is stable. 

Certain TPC gas derivative agreements contain "ratings triggers" that require increased coUateral if the credit ratings of NiSource or certain of 
its subsidiaries are rated below BBB- by Standard and Poor's or Baa3 by Moody's. The collateral requirement from a downgrade below the 
ratings trigger levels would amount to approximately $20 miUion to $25 miUion. In addition to agreements with ratings triggers, there are other 
gas derivative agreements that contain "adequate assurance" or "material adverse change" provisions. The collateral requirement for those 
agreements would amount to approximately $170 miUion to $175 million. 

Columbia Energy Services is the principal for two surety bonds issued to guarantee performance in two separate long-term gas supply 
agreements. The surety, in accordance with the terms of its indemnity agreements, required NiSource to post a letter of credit in the face 
amount of approximately $131 million, declining over tune, to support die bonds. At December 31,2006, the total amount of letters of credit 
required with respect to this transaction was $53.9 miUion. The agreement will expue on December 31, 2008. 

Columbia was the principal for surety bonds issued to guarantee performance under forward gas sales agreements. The surety bonds related to 
forward gas sales under agreements with Mahonia and had indemnity values, which declined over time and had ratings triggers based on 
Columbia's credit rating. In the third quarter of 2005, these bonds expired. In Febmary 2006, the forward sales agreements guaranteed by 
Coiumbia were completed. 
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Contractual Obligations. NiSource has certain contractual obligations requiring payments at specified periods. The obligations include long-
term debt, lease obligations, energy commodity contracts and purchase obligations for various services including pipeline capacity and IBM 
outsourcing. The table below excludes all amounts classified as current liabilities on the Consolidated Balance Sheets, other than current 
maturities of long-term debt and current interest payments on long-term debt. The total contracmal obligations in existence at December 31, 
2006 and their maturities were: 

{in millions) Total 2007 2008 2009 2010 2011 After 

Longr^erm debt ::::^;;s-: 4:;v •: 
Capital leases 
Interest payments on long-term 

debt 
Operating leases 
Energy commodity contracts 
Service obligations: 

Pipelme service obligations 
IBM service obligations 
Other service obligations 

Total contracmal obligations 

:. 5 5,240.8 : 
8.7 

2,576.2 
223.7 

12213 

1,067.6 
1,343.2 

403.0 
$12,084.5 

• S .90.8 
2.1 

335.4 
47.2 

511.6 

226.1 
1633 
84.9 

$1,461.4 

" $ 31:5: 
2.7 

319.0 
42.5 

252.7 

1933 
164.8 
80.4 

$1,088.9 

:>:$;; 465,8^:: 
2.9 

314.0 
33.6 

1943 

137.5 
165.0 
36.2 

$1,3493 

^̂  ':$1,0I5„1 ; 
O.l 

279.5 
26,5 
68,4 

111.0 
167.1 
28.4 

$1,696.1 

.J"4-.:^07.4-r"-
0.1 

199.7 
21.8 
38.9 

953 
161.0 
28.8 

$ 853.0 

'•'-:S3:jn^i 
0.8 

1,128.6 
52.1 

155.4 

304.4 
522.0 
1443 

$5,635.8 

NiSource calculated estimated interest payments for long-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 are used that are in place as of December 31,2006. For 2007, NiSource 
projects that it wUl be required to make interest pajmients of approximately $392 miUion, which includes $335.4 million of interest payments 
related to its long-term debt. At December 31, 2006, NiSource also had $1,193.0 miUion in short-term borrowings outstanding. 

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 obhgated to purchase at both fixed and variable prices. 

NiSource has pipeUne service agreements that provide for pipeline capacity, transportation and storage services. These agreements, which h a v e ^ ^ 
expiration dates ranging from 2007 to 2019, require NiSource to pay fixed monthly charges. ^ ^ ^ 

In June 2005, NiSource Corporate Services and IBM signed a definitive agreement to provide a broad range of business process and support ^ ^ 
services to NiSource. As part of this agreement, IBM will operate a broad range of business support fimctions for NiSource, including 
processes within the Human Resources, Finance and Accounting, Supply Chain (procurement), Customer Contact, Meter to Cash (biUing and 
coUections) and Information Technology areas. The agreement also includes a broad array of transformational consulting services and 
emerging technology expertise. The contract has a 10-year term and NiSource has the right to renew it for up to three additional years. 
NiSource will pay for the services under a combination of fixed and variable charges. The variable charge component can fluctuate to reflect 
NiSource's actual usage of service and service levels. Fees may be adjusted to reflect economic changes such as inflation or business changes 
that both parties agree to. 

Upon any termination of the agreement by NiSource for any reason (other than material breach by IBM), NiSource must pay IBM a 
termination charge that wiU mclude a breakage fee, repayment of IBM's un-recovered capital investments, and IBM wind-down expense. This 
termination fee can be a material amount depending on the events giving rise to termination and the timing of the termination. 

NiSource's other service obligations include agreements with certain rail companies, Pure Air and General Electric. 

Northem Indiana has contracts with four major rail operators providing for coal transportation services for which there are certain minimum 
payments. These service contracts extend for various periods through 2009. 

Northem Indiana 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 scmbber services to reduce sulfiir dioxide emissions for Units 7 and 8 at the Bailly Generating Station. 
Services under this contract commenced on June 15, 1992, and 
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Northem 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 Northem Indiana terminated the agreement prior to the end 
of the twenty-year contract period. 

Whiting Clean Energy has a service agreement with General Electric for certain operation and maintenance activities for its cogeneration 
facility located at BP's Whiting, Indiana refinery for which certain minimum fees are required. The agreement extends through 2023. The 
agreement provides for a $10 million termination penalty to be paid by Whiting Clean Energy to General Electric to buy out or otherwise 
terminate the agreement. 

Due to strong equity markets, the fair value of NiSource's pension fund assets as of September 30, 2006, have increased for the fourth year in a 
row. Additionally, $ 16.0 million in employer contributions were made during the 2006 plan year to certain of NiSource's qualified and non
qualified pension plans. NiSource expects market returns to revert to normal levels as demonstrated in historical periods and expects to 
contribute approximately $50.4 miUion in 2007 to certain pension plans. NiSource expects to recognize net pension income in 2007 of 
approximately $4 miUion, mainly due to favorable asset returns. In addition, NiSource expects to make contributions of $52.3 million to its 
postretirement medical and life plans in 2007. See Note 11, "Pension and Other Postretirement Benefits," in the Notes to Consolidated 
Financial Statements for more information. 

NiSource also has obligations associated with various taxes and expects to make tax payments of approximately $546 miUion in 2007. 

Off Balance Sheet Items 

As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing fmancial 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 $634.4 milhon of commodity-related pajmients for its current subsidiaries 
involved in energy commodity contracts and to satisfy requirements under forward gas sales agreements of current and former subsidiaries. 
These guarantees were provided to counterparties in order to facilitate physical and financial transactions involving natural gas and electricity. 
To the extent liabilities exist under the commodity-related contracts subject to these guarantees, such liabilities are included in the Consolidated 
Balance Sheets. 

NiSource has purchase and sales agreement guarantees totaling $82.5 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 18-C, "Guarantees and Indemnities," in the Notes to Consolidated Financial 
Statements for additional information about NiSoiuce'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 effectively identifies, assesses, monitors 
and manages each of the various t3^es of risk involved in its businesses is critical to its profitability. NiSource seeks 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 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 fimctions to assist in the identification, assessment and control of various risks. In recognition of the 
increasingly varied and complex nature of the energy business, NiSource's risk management policies and procedures continue to evolve and are 
subject to ongoing review and modification. 
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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 instmment or portfoUo 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. 

Commodity price risk resulting from derivative activities at NiSource's rate-regulated subsidiaries is Umited, since regulations allow recovery 
of pmdentiy incurred purchased power, fuel and gas costs through the rate-making process, including gains or losses on these derivative 
instmments. If states should explore additional regulatory reform, these subsidiaries may begin providing services without the benefit 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 its 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 losses recognized in earnings due to hedge 
ineffectiveness. 

TPC, on behalf of Whiting Clean Energy, enters into power and gas derivative contracts to manage commodity price^isk associated with 
operating Whiting Clean Energy. These derivative contracts do not always receive hedge accounting treatment under SFAS No. 133 and 
variances in earnings could be recognized as a result of marking these derivatives to market. 

During 2006 and 2005, a gain of $0,1 millionand$0.4milUon, net of taxes respectively, were recognized in earnings due to the ineffectiveness 
of derivative instmments being accoimted for as hedges. No amounts were recognized in earnings in 2006 and $0.4 million was recognized in 
earnings in 2005 due to losses on derivatives classified as trading. It is anticipated that during the next twelve months the expiration and 
settiement of cash flow hedge contracts will result in income statement recognition of amounts currently classified in accumulated other 
comprehensive income of approximately $54.6 million, net of taxes. Refer to Note 8, "Risk Management and Energy Trading Activities," in 
the Notes to Consohdated Financial Statements for further information on NiSource's various derivative programs for managing commodity 
price risk. 

Interest Rate Risk 
NiSource is exposed to interest rate risk as a result of changes in interest rates on borrowings under revolving credit agreements, variable rate 
pollution control bonds and floating rate notes, 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 interest 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 flucmations in short-term market interest rates, an increase in short-term 
interest rates of 100 basis points (1%) would have increased interest expense by $25.3 million and $20.1 million for tiie years 2006 and 2005, 
respectively. 

Contemporaneously with die pricing of the 5.25% and 5.45%) notes issued September 16, 2005, NiSource Finance settied $900 million of 
forward starting interest rate swap agreements with six counterparties. NiSource paid an aggregate settlement payment of S35.5 miUion 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 mterest rate characteristics of its outstanding long-term debt from fixed 
to variable. On May 12, 2004, NiSource Finance entered into fixed-to-variable interest rate .swap agreements in a notional amount of 
$660 million with six counterparties having a 6 1/2-year term. NiSource Finance will receive payments based upon a fixed 7.875%. interest rate 
and pay a floating interest amount based on U.S. 6-month BBA LIBOR plus an average of 3.08% per annum. There was no exchange of 
premium at the initial date of the swaps. In addition, each party has the right to cancel die swaps on May 15, 2009. 

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

As a result of these fixed-to-variable interest rate swap transactions, $1,160 million of NiSource Finance's existing long-term debt is now 
subject to flucmations in interest rates. 

Credit Risk 
Due to the nature of the industry, credit risk is a factor in many of NiSource's business activities. NiSource's extension of credit is governed by 
a Corporate Credit Risk Policy. Written guidelines approved by NiSource's Risk Management Committee document the management approval 
levels for credit limits, evaluation of creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored by the 
Corporate Credit Risk function which is independent of all commercial operations. Credit risk arises because of the possibility that a customer, 
supplier or counterparty will not be able or willing to fiilfiU its obhgations on a transaction on or before the settlement date. For derivative 
contracts such as interest rate swaps, credit risk arises when counterparties are obligated to pay NiSource the positive fair value or receivable 
resulting from the execution of contract terms. Exposure to credit risk is measured in terms of both current obligations and the market value of 
forward positions. Current credit exposure is generally measured by the notional or principal value of obligations and direct credit substitutes, 
such as commitments, stand-by letters of credit and guarantees. In determining exposure, NiSource considers collateral that it holds to reduce 
individual counterparty credit risk. 

Market Risk Measurement 
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 at a 95%o confidence level 
for the power trading group and the gas marketing group that utilize a variance/co variance methodology. Based on the results of the VaR 
analysis, the daily market exposure for power trading on an average, high and low basis was zero during 2006. The daily market exposure for 
the gas marketing and trading portfolios on an average, high and low basis was $0.2 million, $0.9 miUion and zero during 2006, respectively. 
Prospectively, management has set the VaR limit at $0.8 miUion for gas marketing. Exceeding this limit would result in management actions to 
reduce portfolio risk. The VaR limit for power trading was reduced to zero in the third quarter of 2005 with the settlement of all power trading 
contracts outstanding at that time. Power and gas derivative contracts entered into to manage price risk associated with Whiting Clean Energy 
are Umited to quantities surrounding the physical generation capacity of Whiting Clean Energy and the gas requirements to operate the facility. 

Refer to "Critical Accounting Policies" included in tiiis Item 7 and Note 1-U, "Accounting for Risk Management and Energy Trading 
Activities," and Note 8, "Risk Management and Energy Trading Activities," in the Notes to Consolidated Financial Statements for further 
discussion of NiSource's risk management. 

Other Information 

Critical Accounting Policies 
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. SFAS No. 71 provides that rate-regulated subsidiaries account for and report assets and 
habilities 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 if the competitive environment makes it probable that such rates can be charged and collected. 
NiSource's rate-regulated subsidiaries follow the accounting and reporting requirements of SFAS No. 71. Certain expenses and credits subject 
to utiUty regulation or rate determination normally reflected in income are deferred on the Consohdated 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 
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Sheets were $1,563.3 miUion and $1,551.0 million at December 31, 2006, and $1,203.1 miUion and $1,386.1 miUion at December 31, 2005, 
respectively. For additional information, refer to Note l-F, "Basis of Accounting for Rate-Regulated Subsidiaries," in the Notes to 
Consolidated Financial Statements. 

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 the application of SFAS No. 71. 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 is 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 SFAS No. 71, NiSource would be required to apply the provisions of SFAS No, 101. In management's opinion, NiSource's 
regulated subsidiaries wiU be subject to SFAS No. 71 for the foreseeable fiiture. 

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 these amounts is not guaranteed, NiSource believes that these costs meet the requirements for 
deferral as regulatory assets under SFAS No. 71. Regulatory assets requiring specific regulatory action amounted to $68.3 million at 
December 31, 2006. If NiSource determined that the amounts included as regulatory assets were not recoverable, a charge to income would 
immediately be required to the extent of the unrecoverable amounts. 

Accounting for Risk Management Activities. Under SFAS No. 133 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 mcome, earnings, or regulatory assets and liabilities depending on the nature of such derivatives. For 
subsidiaries tiiat utilize derivatives for cash flow hedges, the effective portions of the gains and losses are recorded to accumulated other 
comprehensive income and are recognized in earnings concurrent with the disposition 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 eamings are then subsequently 
recovered in revenues through rates. 

In order for a derivative contract to be designated as a hedge, the relationship between the hedging instmment 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 eamings. 

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 risk correlation of the changes in fair values of the derivatives and the 
underlying risks. NiSource generally uses NYMEX exchange-traded natural gas flimres and options contracts and over-the-counter swaps 
based on published indices to hedge the risks underlying its namral-gas-related businesses. NiSource had $287.6 million and $376.0 miUion of 
price risk management assets, of which $286.4 million and $338.1 million related to hedges, at December 31, 2006 and 2005, respectively, and 
$297.6 milUon and $94.5 million of price risk management liabUities, of which $235.3 million and $85.6 million related to hedges, at 
December 31, 2006 and 2005, respectively. The amount of unrealized gains recorded to accumulated other comprehensive income, net of taxes, 
was $31.4 million and $150.7 miUion at December 31, 2006 and 2005, respectively. 

Pensions and Postretirement Benefits. NiSource has defined benefit plans for both pensions and other postretirement benefits. The plans are 
accounted for under SFAS No. 87, SFAS No. 88 and SFAS No. 106, as amended by SFAS No. 158. 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 die assumptions used in the acmarial estimates could have material impacts on the 
measurement of the net obligations and armua! expense recognition. For further 
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discussion of NiSource's pensions and other postretirement benefits see Note 11, "Pension and Other Postretirement Benefits," in the Notes to 
Consolidated Financial Statements. 

Goodwill Impairment Testing . As of December 31, 2006, NiSource had $3.7 billion of goodwill on the Consolidated Balance Sheet, which 
was mainly due to the acquisition of Columbia. NiSource performs its annual impairment test of goodwill in accordance with SFAS No. 142 in 
June. For the purpose of testing for impairment the goodwill recorded in the acquisition of Columbia, the related subsidiaries were aggregated 
into two distinct reporting units, one within the Gas Distribution Operations segment and one within the Gas Transmission and Storage 
Operations segment. NiSource uses the discounted cash flow method to estimate the fair value of its reporting units for the purpose of this test. 
Refer to Notes 1-J and 5, "Goodwill and Intangible Assets," in the Notes to Consolidated Financial Statements for additional information. 

Long-lived Asset Impairment Testing. NiSource's Consolidated Balance Sheets contains long-lived assets other than goodwiU and intangible 
assets which are not subject to recovery under SFAS No. 71. As a result, NiSource assesses the carrying amount and potential eamings of these 
assets whenever events or changes in cfrcumstances indicate that the carrying value could be impaired as per SFAS No. 144. When an asset's 
carrying value exceeds the undiscounted estimated fumre cash flows associated with the asset, the asset is considered impaired to the extent 
that the asset's fair value is less than its carrying value. Refer to Note 1 -K, "Long-lived Assets," 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 hability has been incurred and 
the amount of loss can reasonably be estimated. Accounting for contingencies require 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, present laws and regulations and third party consultation. Management's assessment of the contingent liability could 
change as a resuh 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 18, "Other Commitments and Contingencies," in the 
Notes to Consolidated Financial Statements for additional information. 

Asset Retirement Obligations. NiSource accounts for retirement obligations under the provisions of SFAS No. 143, as amended by FIN 47, 
which require entities 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 obhgations are estimated using present value techniques, using various assumptions 
including estimates of the amounts and timing of future cash fiows associated with retfrement activities, inflation rates and credit-adjusted risk 
free rates. When the liabilify is initially recorded, the entity capitalizes the cost, thereby increasing the carrying amount of the related long-lived 
asset. Over time, the liability is accreted, and the capitalized cost is depreciated over the useful Hfe of the related asset. The rate-regulated 
subsidiaries defer the difference between the amount recognized for depreciation and accretion and the amount collected in rates as required 
pursuant to SFAS No. 71 for those amounts it has coUected in rates or expects to collect in future rates. Refer to Note 6, "Asset Retirement 
Obligations," in the Notes to Consolidated Financial Statements for additional information. 

Recentlv Adopted Accounting Pronouncements 

SFAS No. 158 — Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans, In September 2006, the FASB 
issued SFAS No. 158 to improve existing reporting for defined benefit postretirement plans by requiring employers to recognize in the 
statement of financial position the overfunded or underfunded stams of a defined benefit postretirement plan, among other changes. In the 
fourth quarter of 2006, NiSource adopted the provisions of SFAS No. 158 requiring employers to recognize in the statement of fmancial 
position the overfunded or underfunded status of a defined benefit postretirement plan, measured as the difference between the fair value of the 
plan assets and the benefit obligation. Based on the measurement of the various defined benefit pension and other postretirement plans' assets 
and benefit obligations at September 30, 2006, the pretax impact of adopting SFAS No. 158 decreased intangible assets by $46.5 million, 
decreased deferred charges and other assets by $1.1 miUion, increased regulatory assets by $538.8 miUion, increased accumulated other 
comprehensive income by $239.8 miUion and increased accmed liabUities for postretirement and postemployment benefits by $251.4 million. 
With the adoption of SFAS No. 158 NiSource determined that for certain rate-regulated subsidiaries the future recovery of pension and other 
postretirement plans costs is probable in accordance with the requirements of SFAS 
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No. 71. These rate-regulated subsidiaries recorded regulatory assets and habilities that would otherwise have been recorded to accumulated 
other comprehensive income. In addition, NiSource recorded a reduction in deferred income taxes of approximately $96 million. NiSource will 
early adopt the SFAS No. 158 measurement date provisions in the first quarter of 2007 requiring employers to measure plan assets and benefit 
obligations as of the fiscal year-end. Upon adopting the measurement date provisions of SFAS No. 158 in the first quarter of 2007, NiSource 
will decrease its accmed liabilities for postretirement and postemployment benefits by approximately $89 miUion and increase its deferred 
charges and other assets by approximately $9 million. In addition, 2007 expense for pension and postretirement benefits wUl reflect the updated 
measurement date valuations. 

SAB No. 108 — Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial 
Statements. In September 2006, the SEC issued SAB No. 108 to provide guidance on how prior year misstatements should be considered when 
quantifying misstatements in current year financial statements. SAB No. 108 became effective for periods ending after November 15, 2006. 
There were no impacts to NiSource's consohdated financial statements as a result of the adoption of SAB No. 108. 

SFASNo. 123 (revised 2004) — Share-Based Payment Effective January 1, 2006, NiSource adopted SFAS No. 123R using tiie modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on the date 
of grant and recognition of compensation over the service period for awards expected to vest. In accordance with the modified prospective 
transition method, NiSource's consolidated fmancial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFASNo. 123R, Prior to the adoption of SFAS No. I23R, NiSource applied the intrinsic value method of APB No. 25 for awards 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123 R. 

When it adopted SFAS No. 123R in the first quarter of 2006, NiSource recognized a cumulative effect of change in accounting principle of 
$0.4 million, net of income taxes, which reflected the net cumulative impact of estimatmg future forfeitures in the determination of period 
expense, rather than recording forfeitures when they occur as previously permitted. Other than the requirement for expensing stock options, 
outstanding share-based awards wiU continue to be accounted for substantially as they are currently. As of December 31, 2006, the total 
remaining unrecognized compensation cost related to non-vested awards amounted to $5.1 mUhon, which wUl be amortized over the weighted-
average remaining requisite service period of 2.6 years. 

SFAS No. 154—Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15, 2005. SFAS No. 154 estabUshes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting principle, and for the reporting of an error correction. Effective January 1,2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource's consolidated financial statements as a resuU of the adoption of SFAS No. 154. 

FIN 47 — Accounting for Conditional Asset Retirement Obligations. In March 2005, the FASB issued FIN 47 to clarify the accounting for 
conditional asset retirement obligations and to provide additional guidance for when an entify would have sufficient information to reasonably 
estimate the fair value of an asset retirement obUgation, as used in SFAS No. 143. This interpretation is effective for fiscal years ending after 
December 15, 2005. NiSource adopted FIN 47 in the fourth quarter 2005. Refer to Note 6, "Asset Retirement Obhgations," in the Notes to 
Consolidated Financial Statements for additional information. 

Recently Issued Accounting Pronouncements 

SFAS No. 157—Fair Value Measurements. In September 2006, the FASB issued SFASNo. 157 to defme fair value, establish a framework 
for measuring fair value and to expand disclosures about fair value measurements. NiSource is currently reviewing the provisions of SFAS 
No. 157 to determine the impact it may have on its Consohdated Financial Statements and Notes to Consolidated Financial Statements. SFAS 
No. 157 is effective for fiscal years beginning after November 15, 2007 and should be applied prospectively, with hmited exceptions. 
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FIN 48 —Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the diversity in practice associated 
with certain aspects of the recognition and measurement requirements related to accounting for income taxes. Specifically, this interpretation 
requires that a tax position meet a "more-likely-than-not recognition threshold" for the benefit of an uncertain tax position to be recognized in 
the fmancial statements and requires that benefit to be measured at the largest amount of benefit that is greater than 50% likely of being 
realized upon ultimate settlement. When determining whether a tax position meets this 50% threshold, it is to be based on whether it is 
probable of being sustained on audit by the appropriate taxing authorities, based solely on the technical merits of the position. This 
interpretation is effective for fiscal years beginning after December 15, 2006. NiSource wiU adopt the provisions of FIN 48 in the first quarter 
of 2007. NiSource is currently reviewing the provisions of this interpretation to determine the impact it may have on its Consolidated Financial 
Statements and Notes to Consolidated Financial Statements. 

Environmental Matters 
NiSource affiliates have retained environmental hability, including cleanup liability, associated with some of its former operations including 
those of propane operations, petroleum operations, certain LDCs and CER. More significant environmental liability relates to former MGP 
sites whereas less significant liability is associated with former petroleum operations and metering stations using mercury-containing 
measuring equipment. 

The ultimate liability in connection with the contamination at known sites will depend upon many factors including the extent of environmental 
response actions required, the range of technologies diat can be used for remediation, other potentially responsible parties and their financial 
viability, and indemnification from previous facility owners. NiSource's environmental liability includes those corrective action costs 
considered "probable and reasonably estimable" under SFAS No. 5 and consistent with SOP 96-1. NiSource's estimated remediation liability 
will be refined as events in the remediation process occur and actual remediation costs may differ materially from NiSource's estimates due to 
the dependence on the factors listed above. 

Proposals for voluntary initiatives and mandatory controls are being discussed both in the United States and worldwide to reduce so-called 
"greenhouse gases" such as carbon dioxide, a by-product of bummg fossil fuels, and methane, a component of natural gas. Certain NiSource 
affiliates engage in efforts to voluntarily report and reduce their greenhouse gas emissions. NiSource is currently a participant in the EPA's 
Climate Leaders program and will continue to monitor and participate in developments related to efforts to register and potentially regulate 
greenhouse gas emissions. 

Bargaining Unit Contract 
As of December 31, 2006, NiSource had 7,349 employees of which 3,383 were subject to collective bargaining agreements. One agreement, 
covering approximately 385 employees of Columbia of Kentucky, Columbia of Ohio, and Columbia Transmission Company, expired 
December 1, 2006. The company and the union reached a tentative agreement for a new five-year contract on Febmary 16,2006, which was 
then ratified by the collective bargaining unit on Febmary 26, 2007. Fifteen additional collective bargaining agreements, covering 
approximately 656 employees, were to expire during 2007. To date, agreements have been reached and ratified with respect to nine of those 
agreements. The remaining six agreements, covering approximately 227 employees, expire between May 1, 2007 and August 20,2007. 
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RESULTS AND DISCUSSION OF SEGMENT OPERATIONS 

Presentation of Segment Information 
NiSource's operations are divided into four primary business segments; Gas Distribution Operations, Gas Transmission and Storage 
Operations, Electric Operations, and Other Operations. 
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Gas Distribution Operations 

Year Ended December 31, fin millions) 

Net Revenues 
Sales Revenues 
Less: Cost of gas sold, exciudmg depreciation and amortization 

Net Revenues 

2006 

$ 4,698.6 
3,277.0 
1,421.6 

2005 

$ 5,122.0 
3,617.1 
1,504.9 

2004 

$ 4,291.4 
2,850.8 
1,440.6 

Operating Expenses 
Operation and maintenance 
Depreciation and amortization 
Impairment and (gain) loss on sale of assets 

731.9 
231.4 

(0.3) 

721.4 
224;^ 

12.5 

639.5 
194,6^ 

Other taxes 
Total Operating Expenses 
Operatuig Income 

• • • " : • • • - • ' . ^ 6 8 . 6 - : . 

1,131.6 
'.::.^:-:-:..s;uy'':T:r^- • % imss • 

\ ' ^ } . - - . T78:2;P 
1,136.7 

^ ^ ^ L ; V : 3 6 8 2 : : ^ o m 

• 165.3-:: 
999.4 

?r,44l:2.%' 

Revenues ($ in MiUions) 
Residential 
Commercial 
Industrial 
Off System Sales 
Otiier 

S 2,854.4 
1,058.8 

306.4 
415.6 

63.4 

S 3,191.4 
1.159.4 

362.4 
200.1 
208.7 

S 2,580.8 
966.0 
309.8 
214.2 
220.6 

Total 4,698.6 $ 5,122.0 $ 4,291.4 

Sales and Transportation (MMDth) 
Residential sales 

• CommerciaLsailes 
Industrial sales 

; ; O f f System Sales 
Otiier 

241.8 
163.9 
365.4 

54.9 
0.9 

826.9 

4347 
4,933 

(12%) 

3,074,115 
292,566 

8,268 
73 

289.1 
176.0 
375.8 
22.6 

0.9 
864.4 

5.035 
4,939 

2% 

3.059.783 
292,232 

8.445 
59 

288.2 
175.7 
399.1 

. 34.9 
1.2 

899.1 

4,887 
4,967 

(2%) 

3,033,390 
290,702 

8,758 
61 

Total 

Heating Degree Days 
Normal Heating Degree Days 
% Colder (Warmer) than Normal 

Customers 
Residential 
Commercial 
Industrial 
Other. 

Total 3375,022 3360.519 3,332,911 
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Gas Distribution Operations (continued) 

Competition 
Gas Distribution Operations compete 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 Operations continues to be a strong 
competitor in the energy market as a result of strong customer preference for natural gas. Competition with providers of electricify is generally 
strongest in the residential and commercial markets of Kenmcky, southern Ohio, central Pennsylvania and westem Virginia where electric rates 
arc primarily driven by low-cost, coal-fired generation. In Ohio and Pennsylvania, gas on gas competition is also common. Gas competes with 
fuel oil and propane in the New England markets mainly due to the installed base of fliel oil and propane-based heating which, over time, has 
comprised a declining percentage of die overall market. 

Market Conditions 
Spot prices for the winter of 2006-2007 were primarily in the range of $5.00 - $8.00/Dth. This was a significant decrease from the prices 
experienced during the winter of 2005-2006 that were in the $6.00-$15.00/Dth range, as a result of hurricane related production outages in the 
Gulf of Mexico. Supply dismptions associated with the 2005 hurricanes were restored by the third quarter of 2006. 

Entering the 2006-2007 winter season, storage levels were at record high levels. Unseasonably mild weather for the months of November and 
December 2006 left national storage levels weU above the prior five year average. During the summer of 2006, prices ranged between $4.00 
and $9.00/Dth. However, gas storage reached above the prior five-year average. Through December 2006, the winter of 2006-2007 price levels 
were primarily between $6.00 and $8.00/Dth. 

All NiSource Gas Distribution Operations companies have state-approved recovery mechanisms that provide a means for fuU recovery of 
pmdentiy 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 to be mcluded in future customer billings. During times of unusually high gas prices, throughput and net revenue have been 
adversely affected as customers may reduce their usage as a result of higher gas cost. 

The Gas Distribution Operations companies have pursued non-traditional revenue sources within the evolving namral gas marketplace. These 
efforts include both the sale of products and services upstream of their service territory, the sale of products and services in their 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 011* 
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. The treatment of the revenues generated from these types of transactions vary by operating company with some sharing the 
benefits with customers and others using these revenues to mitigate transition costs occurring as the result of customer choice programs 
described below under "Regulatory Matters." 

Capital Expendimres and Other Investing Activities 
The Gas Distribution Operations segment's net capital expendimres and other investing activities were $283.4 million in 2006 and are 
projected to be approximately $333.4 million in 2007. This increase in the capital expendimre budget is mainly due to an expected increase in 
expendimres for modernizing and upgrading facilities as well as the implementation of a standardized work management system at certain 
distribution companies as part of a multi-year plan. 

Regulatory Matters 

Significant Rate Developments. On Febmary I, 2007, Columbia of Kenmcky filed a base rate case requesting an increase in rates of 
$12.6 million, or approximately 8%. Included in the filing is a request for approval of an accelerated main replacement cost recovery 
mechanism, in order to facilitate replacement of certain parts of Columbia of Kenmcky's natural gas distribution system. Also, included are 
proposals to help offset the effects of 
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Gas Distribution Operations (continued) 

recent usage declines and increased customer attrition. Hearings are expected to be held in the second quarter of 2007, with new rates expected 
to be in effect by the third quarter. 

On November 2, 2005, Columbia of Virginia filed an AppHcation with the VSCC for approval of a PBR plan, which would freeze non-gas cost 
rates at their current levels for five years beginning January I, 2006. The VSCC issued a Preliminary Order on November 9, 2005 that docketed 
the PBR plan and simultaneously initiated an investigation ("Investigation") into the jusmess and reasonableness of Columbia of Virginia's 
current rates, charges and terms and conditions of service . On December 12, 2006, Columbia of Virginia, VSCC Staff and all parties to the 
proceedings presented a comprehensive settlement resolving all issues in the proceedings. The Hearing Examiner recommended approval of the 
settiement in a report issued December 21, 2006 and die VSCC approved the settlement by Order issued December 28,2006. Among other 
things, the settiement, which became effective January 1,2007, establishes a PBR for a four-year period, freezing Columbia of Virginia's non-
gas rates at their current levels and setting up an earnings sharing mechanism and temporary rate credits during the PBR plan period, and 
contains a commitment by Columbia of Virginia to expand its system to continue to meet growth needs. 

On January 31, 2006, the lURC approved a joint Stipulation and Settlement Agreement between Northem Indiana and other parties resolving 
all terms of a new gas ARP program. The new ARP is effective May I, 2006 through April 30,2010. The new ARP continues key products and 
services including Northern Indiana's Choice program for customers. The ARP also continues the GCIM and adds a new incentive mechanism 
that shares savings of reduced transportation costs between the company and customers. Northem Indiana and the settling parties also agreed to 
a moratorium on base rates with the ability to address certain defmed issues during the term of this agreement. 

In mid 2006, Northern Indiana filed a petition which simplifies gas distribution rates, stabilizes revenues and provides for energy efficiency 
funding. Northem Indiana filed its detailed case in this proceeding in January 2007, based upon lengthy and detailed discussion with 
stakeholders. All parties requested and the lURC has granted an expedited schedule in this proceeding. Northem Indiana expects a final order 
in the cause in the second quarter of 2007. 

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 acmal gas procurement activity to 
determine pmdence and to permit the recovery of pmdentiy incurred costs related to the supply of gas for customers. NiSource distribution 
companies have historicaUy been found pmdent in the procurement of gas suppfies to serve customers. 

Certain operating costs of the NiSource distribution companies are significant, recurring in namre, and generally outside the control of the 
distribution companies. Some states allow the recovery of such costs via cost tracking mechanisms. Such tracking mechanisms aUow for 
abbreviated regulatory proceedings in order for the distribution companies to implement charges and recover appropriate costs. Tracking 
mechanisms allow for more timely recovery of such costs as compared with more traditional cost recovery mechanisms. Examples of such 
mechanisms include gas cost recovery adjustment mechanisms, tax riders, and bad debt recovery mechanisms. Gas Distribution Operations 
revenue is increased by the implementation and recovery of costs via such trackuig mechanisms. 

Comparability of Gas Distribution Operations line item operating results is impacted by diese regulatory trackers that allow for the recovery ha 
rates of certain costs such as bad debt expenses. Increases in the expenses that are the subject of trackers result in a corresponding increase in 
net revenues and therefore have essentially no impact on total operating income results. Operating expenses increased by $50.5 million for 
expenses which are subject to such trackers and are therefore primarily offset by a corresponding increase to net revenues reflecting recovery of 
certain costs. 

Certain of the NiSource distribution companies are embarking upon plans to replace significant portions of their operating systems that are 
nearing the end of their useful life. Those companies are currently evaluating requests for increases in rates in order to allow recovery of the 
additional capital expendimres required for such plans. Each 

42 



Table of Contents 

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDmON AND RESULTS OF OPERATIONS 
(continued) 

NISOURCEINC. 

Gas Distribution Operations (continued) 

LDCs approach to cost recover)' may be unique, given the different laws, regulations and precedent that exist in each jurisdiction. Currently, 
Columbia of Permsylvania and Coiumbia of Ohio are evaluating such plans and filings. 

Certain types of natural gas risers, which are owned by customers, on Columbia of Ohio's distribution system have been evaluated under a 
smdy required by the PUCO, and have been found to be prone to leak namral gas under certain conditions. On Febmary 1, 2007, Columbia of 
Ohio announced plans to identify and replace these certain types of risers on its distribution system. Columbia of Ohio estimates that the cost to 
identify and replace the risers will approximate $200 million, and wiU be seeking approval to implement an infrastmcture replacement program 
cost recovery mechanism. 

Customer Usage. The NiSource distribution companies continue to experience declining usage by customers, due in large part to the 
sensitivity of sales to historically high commodity prices. A significant portion of the LDCs operating costs are fixed in namre. Historically, 
rate design at the distribution level has been stmcmred such that a large portion of cost recovery is based upon throughput, rather than in a fixed 
charge. Many of NiSource's LDCs are evaluating mechanisms that would "de-couple" the recovery of fixed costs from throughput, and 
implement recovery mechanisms that more closely link the recovery of fixed costs with fixed charges. Each of the states that the NiSource 
LDCs operate in has different requirements regarding the procedure for establishing such changes. 

Environmental Matters 
Currently, various environmental matters impact the Gas Distribution Operations segment. As of December 31, 2006, a reserve has been 
recorded to cover probable environmental response actions. Refer to Note 18-F, "Environmental Matters," in the Notes to Consolidated 
Financial Statements for additional information regarding environmental matters for the Gas Distribution Operations segment. 

Restmcmring 
Payments made for all restmcmring initiatives within Gas Distribution Operations amounted to $3.1 million during 2006 and the restmcmring 
liability remaining at December 31, 2006 was $1.6 million. In the third quarter of 2006, an adjustment was made to the restmcmring reserve for 
leased office space, reducing the reserve by $5.2 million. This adjustment was made in connection with a reallocation of office space and 
assessment of office facilities. Refer to Note 3, "Restmcmring Activities," in the Notes to Consolidated Financial Statements for additional 
information regarding restrucmriiig initiatives for the Gas Distribution Operations segment. 

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 temperamre at which heating load begins) varies slightly across the 
region, the NiSource composite measurement is based on 62 degrees. 

Weather in the Gas Distribution Operations service territories for 2006 was approximately 12% warmer than normal and 14%. warmer than 
2005, decreasing net revenues by approximately $89 million for the year ended December 31,2006 compared to 2005. 

Weather in the Gas Distribution Operations service territories for 2005 was approximately 2% colder than normal and 3% colder than 2004, 
increasing net revenues by approximately $24 million for the year ended December 31, 2005 compared to 2004. 

Throughput 
Total volumes sold and transported for the year ended December 31, 2006 were 826.9 MMDth, compared to 864.4 MMDth for 2005. This 
decrease reflected lower sales to residential, commercial, and industrial customers, which was attributable mainly to the milder weather and 
decreased residential customer usage, partially offset by increased off-system sales. 
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Total volumes sold and transported for the year ended December 31, 2005 were 864.4 MMDth, compared to 899.1 MMDth for 2004. This 
decrease was primarily due to lower industrial and off-system sales. 

Net Revenues 
Net revenues for 2006 were $1,421.6 million, a decrease of $83.3 milhon from 2005. This decrease in net revenues was due primarily to the 
impact of warmer weather amounting to approximately $89 million and a decline in residential usage of approximately $22 milUon. 
Additionally, the prior year was favorably impacted $12.1 million from a buyout of a large customer gas contract. These decreases in net 
revenues were partially offset by a $46.7 million increase in revenues from regulatory trackers, which are primarily offset in operating 
expenses. 

Net revenues for 2005 were $1,504.9 miUion, an increase of $64.3 mUlion from 2004. Net revenues grew as a result of increased deliveries of 
namral gas to residential customers due to colder weather during the fourth quarter of 2005 compared to 2004 and an increase in residential 
customers that together amounted to $32.3 million. Net revenues also increased $26.2 million as a result of regulatory trackers and 
$16.0 million from increases in gross receipts and excise taxes, which are both offset in operating expenses, as well as $12.1 miUion from the 
buyout of a large customer gas contract. These increases in revenues were partially offset by a reduction in gas deliveries to residential and 
commercial customers of approximately $33 million attributable to a decline in usage caused in part by higher gas prices experienced m 2005. 

Operating Income 
For the twelve months ended December 31, 2006, operating income for the Gas Distribution Operations segment was $290.0 million, a 
decrease of $78.2 million compared to the same period in 2005 largely attributable to reduced net revenues described above. Operating 
expenses, excluding $50.5 million of tracker expenses primarily offset in revenues, were $55.6 mUlion lower than the prior year. The 
comparable period last year was impacted by transition costs, restmcmring charges and a pension and other postretirement benefits charge 
totaling $49.4 million associated with the IBM agreement, and a $10.9 miUion goodwiU impairment loss related to Kokomo Gas. Operating 
expenses were impacted this year by higher employee and administrative costs of $ 11.9 million, expenses associated with the IBM agreement 
of $8.5 raUlion primarily for transition services and higher depreciation expense of $6.8 miUion, partially offset by a reversal m the third 
quarter of a restmcmring reserve for leased office space of $5.2 miUion and lower uncollectible accounts. 

For the twelve months ended December 31, 2005, operatmg income for the Gas Distribution Operations segment was $368.2 miUion, a 
'decrease of $73.0 million compared to the same period in 2004. Thedecrease was the result of higher operating expenses of $95.1 million, 
excluding $42.2 miUion of tracker expenses offset in revenues, which more than offset the increase m net revenues described above. Operating 
income decreased as a result of transition costs, restmcmring charges and a pension and postretirement benefit charge totaling $49.4 miUion 
associated with the IBM agreement. Also contributing to the decrease in operating income was higher depreciation expense of $30.0 mUHon 
primarily resulting from the 2004 expiration of the prior regulatory stipulation for Columbia of Ohio, a $10.9 million impairment of goodwiU 
that was originally recorded in association with the NiSource acquisition of Kokomo Gas in 1992 and an increase in employee and 
administrative expenses of $7.4 miUion. 
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Year Ended December 31. fin millions) 

Operating; Revenues 
Transportation revenues 

; , StQrage revenues 
Other revenues 

Total Operatii|g*Revenues 
Less: Cost of gas sold, excluding depreciation and amortization 
Net^Revenues ̂ H;;i; 

2006 

$ 681.6 
176.S 

6.1 
864.5 

14.0 
850.5 

2005 

$ 646.6 
177.9 

10.6 
835.1 

24.6 
810.5 

2004 

$ 668.0 
178,2 

9.0 
855.2 
22.6 

832.6 
Operating Expenses 

Operation and maintenance 
Depreciation and amortization 
Impairment .and (gain) loss on sale of assets 
Other taxes 

327.4 
114.9 

0.5 
54.6 

297.2 
114.1 

(0.1) 
55.1 

301.8 
114.2 

1.2 
52.3 

Total Operatine Expenses 
Equity Eamings (Loss) in Unconsolidated Affiliates 
Operating Income 

497.4 
(123) 

$ 340.8 

4663 
0.2 

$ 344.4 

469.5 
— 

$ 363.1 

Throughput (MMDth) 
Columbia Transmission 

Market Area 
Columbia Gulf 

Mainline 
Short-haul 

Columbia Pipeline Deep Water 
Crossroads Gas Pipeline 
Granite State Pipeline 
Intrasegment eliminations 

932.1 983.9 9783 

533.5 
129.9 

8 3 
38.5 
26.9 

(491.2) 

521.6 
863 
11.5 
41.8 
31.8 

(504.8) 

539.1 
102.5 

167 
4 0 4 
32.^ 

(537.r ^ ^ 
Total 1,178.0 1,172.1 1,172.7 

Proposed MiUennium Pipeline Project 
Millennium received FERC approval for a pipeline project, in which Columbia Transmission is participating and will serve as operator, which 
will provide access to a number of supply and storage basins and the Dawn, Ontario trading hub. The reconfigured project, which was 
approved by the FERC in a certificate order issued December 21, 2006, wUl begin at an interconnect with Empire, an existing pipeline that 
originates at the Canadian border and extends easterly towards Syracuse, New York. Empire wiU constmct a lateral pipeline southward to 
connect with MiUennium near Coming, New York. MiUennium wiU extend eastward to an interconnect with Algonquin Gas Transmission Co. 
at Ramapo, New York. 

The certificate order approved the project costs related to the constmction and development of the MiUennium project as described above. The 
order also approved the vacating of portions of the original September 2002 MiUennium certificate that related to other facilities. 

The Millennium owners no longer believe the recovery of the capitalized costs related to the vacated portions of the project is probable. 
Therefore, Millennium has fully reserved the capitalized costs related to the development of the vacated portions. NiSource recorded a $13 
million charge reflecting its share of Millennium's reserve during the fourth quarter of 2006. 

The reconfigured MiUennium project relies on completion of some or all of several other related pipeline projects proposed by Empire, 
Algonquin, Iroquois, and Islander East collectively referred to as the "Companion Pipelines." The December 21, 2006 certificate order also 
granted the necessary project approvals to the Companion Pipelines. 
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In addition, Millennium has received requested tax relief in New York. Millennium plans to begin constmction in Spring 2007 with a projected 
in-service date of November 1, 2008. 

In March 2006, Columbia Atiantic Trading, a NiSource subsidiary, sold its 21.0% interest in the Millennium partnership to KeySpan 
MiUennium (owned by KeySpan Corporation) and DTE MiUennium (owned by DTE Energy Co.) through an equity redistribution and a re
writing of the partnership agreements. The MiUennium partnership is now currently made up of the following companies: Columbia 
Transmission (47.5%), DTE Millennium (26.25%), and KeySpan MiUennium (26.25%). Columbia Transmission wiU be the operator. The 
FERC Order reflected these reconfigured ownership levels. 

Hardy Storage Project 
In November 2004, Columbia Transmission and a subsidiary of Piedmont reached an agreement to jointly develop a major new underground 
natural gas storage field to help meet increased market demand for namral gas in the eastern United States. Hardy Storage was then formed by 
Columbia Transmission and Piedmont to develop a natural gas storage field from a depleted natural gas production field in West Virginia. The 
field, which will have the capacity to store approximately 12 Bcf of namral gas, is expected to be able to deliver 176 MMDth per day of firm 
storage service on behalf of the subscribing customers. Columbia Transmission and Piedmont each have a 50%) equity interest in the project, 
and Coiumbia Transmission will serve as operator of the facilities. 

Both Hardy Storage and Columbia Transmission filed the necessary appUcations for the projects with the FERC on April 25,2005, and 
received favorable orders on November I, 2005. On October 26, 2006, Hardy Storage filed an application seeking to amend the November 1, 
2005 order to revise the initial rates and estimated costs for the project pursuant to executed settlement agreements with Hardy Storage's 
customers. The amendment application is uncontested and Hardy Storage has requested expedited FERC action on the filing by Febmary 28, 
2007. 

On June 29, 2006, Columbia Transmission, Piedmont, and Hardy Storage entered into multiple agreements to finance the constmction of Hardy 
Storage. Under the financing agreement, Columbia Transmission issued guarantees securing payment for amounts issued in connection with 
Hardy Storage up until such time as the project is placed in service and satisfies certain performance criteria. Additional information on this 
guarantee is provided in Note 18-C, "Guarantees and Indemnities," m the Notes to Consolidated Financial Statements. Constmction began in 
the first quarter of 2006 and Hardy Storage is expected to be placed in service m the second quarter of 2007. 

Other Growth Projects 
Eastern Market Expansion, a combined storage and transportation project designed to meet core market growth in the mid-Atlantic region that 
already has binding customer agreements, continues with NEPA pre-filing activities. Columbia Transmission anticipates filing a certificate 
appHcation with the FERC in April 2007. 

Capital Expendimres and Other Investing Activities 
The Gas Transmission and Storage Operations segment's capital expenditures and other investing activities were $208.1 million in 2006 and 
$167.9 million in 2005. This increase was primarily due to incremental pipeline expenditures including pipeline integrity costs in compliance 
with the DOT'S Integrity Management Rule. The Gas Transmission and Storage Operations segment's capital expenditure program and other 
investing activities are projected to be approximately $19 miUion higher in 2007. The increase in capital is due to storage and transportation 
growth projects in key market areas which are served by the Gas Transmission and Storage Operations segment. 

Pipeline Firm Service Contracts 
Since implementation of FERC Order No. 636 in the early 1990!s, the services of Columbia Transmission and Columbia Gulf have consisted 
of open access transportation services, and open access storage services in the case of Columbia Transmission. These services are provided 
primarily to LDCs. On October 31, 2004, firm contracts expired for both Columbia Transmission and Columbia Gulf, which represented 
approximately 60% of the Gas Transmission and Storage Operations net annual revenues. Based upon new commitments, Gas Transmission 
and Storage Operations realized a reduction of approximately $34 miUion in revenues in 2005 under the replacement 
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contracts. The terms of tiie replacement contracts entered into by Columbia Transmission and Columbia Gulf range from one year to 15 years, 
with an average term of approximately seven years. These reductions were partially offset by incremental revenues of approximately 
$27 miUion that resulted from remarketing efforts and new firm contracts during 2005 and 2006. 

Sales of Shorter-Term Transportation and Storage Services 
Seasonal price flucmations in the national energy market created opportunities for customers to utilize existing shorter-term transportation and 
storage tariff services provided by Columbia Transmission and Columbia Gulf A conunercial team is in place focused on tiiis effort to 
capitalize on market opportunities. Columbia Transmission entered into contracts that represent revenues in excess of $45 million of shorter-
term business for 2006. Columbia Transmission and Columbia Gulf plan to continue offering these short term transportation and storage 
services. Customer requirements for these services will vary according to market conditions which include such factors as commodity price 
volatiUty, geographic price differentials and the physical capacity and capabilities of the pipeline network. 

Regulatory Matters 

Significant FERC Developments. On June 30, 2005, the FERC issued the "Order on Accounting for Pipeline Assessment Costs." This 
guidance was issued by the FERC to address consistent application across the industry for accounting of the DOT's Integrity Management 
Rule. The effective date of tiie guidance was January 1, 2006 after which all assessment costs have been recorded as operating expenses. 
Importantly, the mle specifically provides that amounts capitalized in periods prior to January I, 2006 wiU be permitted to remain as recorded. 
In November, 2005, the INGAA sought review of the matter before the U. S. Court of Appeals for the D.C. Circuit (INGAA V. FERC, No. 05-
1426). Oral Argument was presented before the Court on January 16,2007 and a mling is currently pending. 

On July 20, 2006, the FERC issued a declaratory order in response to a petition filed by Tennessee Gas Pipeline. The petition related to a 
Tennessee Gas Pipeline request to establish an interconnection with the Columbia Gulf operated portion of the Blue Water Pipeline system. 
Columbia Gulf has a long-standing practice of providing interconnections with other interstate pipelines only as long as there is an 
interconnection agreement in place that governs the mles of the interconnection. Among other things, tiiese agreements help protect the 
integrity of Columbia Gulfs system and the reliability of service to its customers. The FERC mled tiiat Tennessee Gas Pipeline's 
interconnection request should be govemed by the existing Blue Water Pipeline Operating Agreement between Columbia Gulf and Tennessee 
Gas PipeUne. Columbia Gulf constmcted the necessary taps and Tennessee Gas Pipeline then completed its portion of the interconnection | f l ^ 
facilities. The interconnection was ready to flow gas on October 1, 2006. On December 29,2006, Columbia Gulf filed in the D.C. Circuit C o u ^ ^ ^ 
of Appeals a Petition for Review of the Commission's July 20, 2006 order and a subsequent order denying Coiumbia Gulfs Request for 
Rehearing. 

In the declaratory order, the FERC also referred the matter to die Office of Enforcement to determine if dnere should be any action taken 
against Columbia Gulf for failing to comply with prior orders that directed Columbia Gulf to allow Tennessee Gas Pipelme to make an 
interconnection. While disappointed with the FERC's referral of this matter to the Office of Enforcement, Columbia Gulf has cooperated with 
the Office of Enforcement's mvestigation. Columbia Gulf expects the staff wUl complete its investigation in the near fumre, but is unable to 
predict the outcome at this time. 

Environmental Matters 
Currently, various environmental matters impact the Gas Transmission and Storage Operations segment. As of December 31, 2006, a reserve 
has been recorded to cover probable environmental response actions. Refer to Note 18-F, "Environmental Matters," in the Notes to 
Consolidated Financial Statements for additional information regarding environmental matters for the Gas Transmission and Storage 
Operations segment. 
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Restmcmring 
Payments made for all restmcmring initiatives within Gas Transmission and Storage Operations amounted to $2.8 mUlion during 2006 and the 
restmcmring liability remaining at December 31, 2006 was $2.2 mUhon. Refer to Note 3, "Restmcmring Activities," in the Notes to 
Consolidated Financial Statements for additional information regarding restmcturing initiatives for the Gas Transmission and Storage 
Operations segment. 

Throughput 
Columbia Transmission's throughput consists of transportation and storage services for LDCs and other customers within its market area, 
which covers portions of northeastern, mid-Atlantic, midwestern, and southem states and the District of Columbia. Throughput for Columbia 
Gulf reflects mainline transportation services delivered to Leach, Kenmcky and short-haul transportation services for gas delivered south of 
Leach, Kenmcky. Crossroads serves customers in northem Indiana and Ohio and Granite State Gas provides service in New Hampshire, Maine 
and Massachusetts. Intrasegment eliminations represent gas delivered to other pipelines within this segment. 

Throughput for the Gas Transmission and Storage Operations segment totaled 1,178.0 MMDth for 2006, compared to 1,172.1 MMDth in 2005. 
The increase of 5.9 MMDth is due to increased sales of shorter-term transportation and storage services described above, partially offset by 
lower gas deliveries by Columbia Transmission. 

Throughput for the Gas Transmission and Storage Operations segment totaled 1,172.1 MMDth for 2005, compared to 1,172.7 MMDth in 2004. 
Decreases in offshore namral gas production in the Gulf were offset by increased gas deliveries in the market area serviced by Coiumbia 
Transmission. 

Net Revenues 
Net revenues were S850.5 million for 2006, an increase of $40.0 million from 2CX)5. The increase in net revenues was mainly due to sales of 
shorter-term transportation and storage services amounting to $43.9 million and increased subscriptions for demand services of $12.8 million. 
The comparable period last year benefited from a third-party buyout of a bankmptcy claim relating to the rejection of a shipper's long-term 
contract, which amounted to $8.9 miUion. 

Net revenues were $810.5 million for 2005, a decrease of $22.1 milUon from 2004. The decrease was primarily due to the 2004 renegotiation 
of firm service contracts with major pipeline customers, which amounted to approximately $34 million for the year. Additionally, revenue from 
regulatory trackers decreased S7.4 million, which is offset in operating expenses. These reductions in net revenues were partially offset by 
approximately $14 million in increased revenues resulting from remarketing efforts and new firm contracts and by an $8.9 miUion third-party 
buyout of a bankmptcy claim relating to the rejection of a shipper's long-term contract. 

Operating Income 
Operating income of $340.8 miUion in 2006 decreased $3.6 million from 2005 primarily due to increased operations and maintenance expenses 
of $30.2 miUion and a $12.3 miUion loss on equity eamings from unconsolidated subsidiaries, which offset the increase in net revenues 
described above. The loss on equity eamings resulted from a $13 million charge reflecting NiSource's Gas Transmission and Storage 
Operations segment share of Millennium's reserve related to vacated portions of the original project. Operation and maintenance expenses 
increased as a result of $ 18.1 million accmed for litigation relating to several matters, some which were settied during the fourth quarter, higher 
employee and administrative costs of $9.4 miUion, increased pipeline integrity related costs of $7.3 mUlion, and increased property insurance 
premiums of $6.5 million mainly for offshore and onshore facihties located in orneartheGulf of Mexico. The increases in property insurance 
were driven by the losses experienced by the insurance industry over the past few years, resulting from hurricanes such as Ivan, Katrina and 
Rita. The operation and maintenance expense increases were partially'offset by the impact in the comparable 2005 period of transition costs, a 
restmcmring charge and a pension and other postretirement benefit charge totaling $ 12.8 million associated with the IBM agreement. 

Operating income of $344.4 million in 2005 decreased $18.7 million from 2004 due primarily to the reduction in net revenue described above. 
Operatmg expenses, excluding savings of $7.4 million of tracker expense offset in revenue, increased $4.2 miUion as a result of restmcmring 
charges, including a pension and other post retirement 
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benefit charge, and transition costs associated with the IBM agreement that totaled $12.8 miUion. These increases in operation and maintenance 
expense were partially offset by a reduction in pension expense. 
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Year Ended December 31. fin millionsj 

Net Revenues 
Sales revenues 
Less: Cost of sales, excluding depreciation and amortization 

Net Revenues 

2006 

S 1,303.8 
481.4 
822.4 

2005 

$ 1,247.6 
452.5^ •" 
795.1 

2004 

$ 1,111.2 
351.0 
760.2 

Operating Expenses 
Operation and maintenance 
Depreciation and amortization 
Gain on sale of assets 
Other taxes 

266.7 
:1873,--:; 

— 
58.0 > 

263.1 
y y : . : \ % 5 : S • : > • : : 

(0.4) 
" " - • r v : 5 3 : 2 - - • • ^ •••••/ 

240.0 
:i;.178;l 

(1.6) 
•- .^-•34:2 

Total Operating Expenses 
Operating Income '• y^^y,Ay:;::-vrr::^-^---'^-.y^'-^': ..^^-^s 

512.0 
3104 ^̂  r"^$ '^ 

501.8 
>:2933;f^ i ^ V 

4507 
309:5 

Revenues ($ in millions) 
Residential 
Commercial 

, Industrial 
Wholesale 
Other 

358.2 
365.2 
513.3 

36.1 
31.0 

S 349.9 
335.0 
445.1 

35.1 
82.5 

$ 295.1 
294.1 
414.1 

47.0 
60.9 

Total S 1,303.8 S 1,247.6 $ 1,111.2 

Sales (Gigawatt Hours) 
Residential 

^Cornmercial 
Industrial 

.:'̂ Whdlesale'">; 
Other 

3,293.9 
3,855.7 
9,503.2 

661.4 
114.1 

3,516.1 
3,893.0 
9,131.6 

8313 
115.0 

3,1043 
3,635.0 
9,309.4 
1,176.2 

142.6 
Total: 17.428.3 17,487.0 17,367.5 

Cooling Degree Days 
NormaLGooling Degree Days 
% Warmer (Colder) than Normal 

714 
803 
(11%) 

935 
803 

16% 

582 
803 
(28%) 

ElectriciGustom ers 
Residential 

; Commercial 
Industrial 
Wholesale 
Other 

398349 
52,106 

2,509 
5 

759 

395.849 
51,261 

2.515 
7 

765 

392.342 
50,332 

2,528 
22 

770 
Total 453,728 450397 445,994 

Market Conditions 
The regulatory frameworks applicable to Electric Operations continue to be affected by fundamental changes that will impact Electric 
Operations' stmcmre and profitability. Notwithstanding those changes, competition within the industry will create oppormnities to compete for 
new customers and revenues. Management has taken steps to improve operating efficiencies in this changing environment. 

The U.S. steel industry continues to adjust to changing market conditions including intemational competition, increased energy costs, and 
flucmating demand for their products. The industry has responded with plant consoUdation and rationalization to reduce costs and improve 
their position in the market place. Increased use of advanced technology by U.S. steel producers has lowered production costs and increased 
productivity, reducing the 
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labor differential between international producers and those in the United States. NiSource continued to see strength in industrial sales 
volumes, up 4% over 2005 levels, due largely to the steel market and related industries. 

Northem Indiana has identified a need for additional resources to meet its electric customers' demand in the coming years. To assess options to 
meet this need, a Request for Proposal for purchases of power (including renewable energy) and demand reducing options was issued. The bids 
are to provide power in the short term as well separate bids to provide power in the long term. These bids are being evaluated and compared to 
other options including building a power plant, acquiring a portion of an existing plant, entering into a namral gas purchase contract to provide 
low cost gas for power production and restarting the Mitchell Station. No commitment to pursue any specific option or group of options has 
been made. Management anticipates that the evaluation of options wiU continue through early 2007. 

Capital Expendimres and Other Investing Activities 
The Electric Operations segment's capital expendimres and other investing activities were $151.2 milhon in 2006 and are projected to be 
approximately $236.8 million in 2007. The increase is due to higher expenditures for the NOx reduction programs and expendimres to replace 
key components within electric generation. Expendimres for the NOx reduction program were approximately $4 mUlion in 2006 and are 
budgeted to be approximately $37 miUion for 2007. 

Regulatory Matters 

Significant Rate Developments. To settle a proceeding regarding Northem Indiana's request to recover intermediate dispatchable power costs, 
Northem Indiana has agreed to file an electric base rate case on or before July 1,2008. 

During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23,2002, the lURC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric customers of Northem Indiana wiU 
receive biU credits of approxunately $55.1 million each year, for a cumulative total of $225 miUion, for the minimum 49-month period, 
beginning on July 1, 2002. The credits will continue beyond the minimum period at the same annual level and per the same methodology, until 
tbe lURC enters a basic rate order that approves revised Northem Indiana's electric rates subsequent to the minimum period. The order 
included a rate moratorium that expired on July 31, 2006. The order also provides that 60%i of any fiimre earnings beyond a specified eamings 
level wUl be retained by Northem Indiana. The revenue credit is calculated based on electric usage and therefore in times of high usage the 
credit may be more than the $55.1 million target. Credits amounting to $50.9 miUion and $58.5 miUion were recognized for electric customer 
for the years ended December 31, 2006 and December 31, 2005, respectively. 

MISO. As part of Northem Indiana's participation in the MISO transmission service and wholesale energy market, certain administrative fees 
and non-fuel costs have been incurred. lURC Orders have been issued authorizing tiie deferral for consideration in a fumre rate case proceeding 
the administrative fees and non-fuel related costs incurred after Northem Indiana's rate moratorium, which expired on July 31,2006. During 
2006 the administrative fees totaled $5.5 million. Of tiiis amount, $3.0 miUion was expensed and $2.5 miUion was deferred. Non-fuel costs 
were $12.8 million in 2006, of which $11.5 million was expensed and $1.3 miUion was deferred. On May 4,2006, thelURC issued a fmal 
order authorizing the categorization of certain types of MISO charges as fuel-related and therefore recoverable through the FAC mechanism. 
As a result of this order Northern Indiana realized an increase in net revenues of $7.9 million. 

On April 25, 2006, the FERC issued an order on the MISO's Transmission and Energy Markets Tariff, stating that MISO had violated the tariff 
on several issues including not assessing revenue sufficiency guarantee charges on virtual bids and offers and for charging revenue sufficiency 
guarantee charges on imports. The FERC ordered MISO to perform a resettlement of these charges back to April I, 2005. Although the amount 
of resettlements applicable to Northem Indiana cannot be quantified at this time, it is not expected to be material. 
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Cost Recovery and Trackers. A significant portion of the Northem Indiana's revenue is related to the recovery of fuel costs to generate power 
and the fuel costs related to purchased power. These costs are recovered through a standard, quarterly, "summary" regulatory proceeding in 
Indiana (FAC). Northem Indiana has historically been found pmdent in the procurement of fuel and purchased power. 

In July 2006, the lURC issued an order creating a sub-docket in FAC 71 based upon a motion by interveners, the Industrial Group and La Porte 
County. The motion requested an investigation into Northem Indiana's generation and purchases practices that could not be fiilly considered in 
a summary proceeding. The sub-docket will also address concerns raised by the OUCC related to the reasonableness of recovering fmancial 
hedging transactions within the FAC. Subsequently, the lURC has approved FAC 72 and FAC 73 subject to the sub-docket in FAC 71. 
Amounts coUected pursuant to FAC 71, 72 and 73 are subject to reflmd based upon the final order in the sub-docket. 

On November 26, 2002, Northem Indiana received approval for an ECT. Under the ECT, Northem Indiana is permitted to recover (1) AFUDC 
and a return on the capital investment expended by Northem Indiana to implement IDEM's NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the lURCs November 26, 2002 order, Northem Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an 
annual basis for the EERM. On December 13, 2006, the lURC approved Northem Indiana's latest compliance plan with the estimate of 
$312.8 million. On March 29, 2006 the lURC approved EER-3 for operating expenses of $18.3 miUion through December 31, 2005. On 
September 28, 2006 the lURC approved ECR-8 for capital expendimre (net of accumulated depreciation) of $226.8 miUion. Northem Indiana 
filed ECR-9 and EER-4 on Febmary 7,2007 for net capital expenditures of $222.2 miUion and $14.1 million in operating expenses. 

On December 8, 2006, Northem Indiana filed a petition requesting a certificate of public convenience and necessity for clean coal technology 
projects, to address the first phase of CAIR and CAMR. The request included initiating ongoing review of the constmction of the projects; 
finding that the projects constimte "qualified pollution control property" and are eligible for the rate-making treatment; finding that the projects 
constimte "clean coal and energy projects" and finding that the projects are reasonable and necessary and therefore eligible for the financial 
incentives; approving accounting, rate-making treatment, cost recovery and other relief in connection with Northem Indiana's clean coal 
technology, qualified pollution control property and clean coal and energy projects. Testimony was filed in Febmary 2007 requesting approval 
of $23 million of cost estimates for the projects. 

.Mitchell Station. In January 2002, Northem Indiana indefinitely shut down its Mitchell Station. In Febmary 2004, the City of Gary announced 
an interest in acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length 
of the runways at the Gary Intemational Airport. Northem Indiana, with input from a broad based stakeholder group, is evaluating the 
appropriate course of action for the MitcheU Station facility in light of Northwest Indiana's need for that property and the substantial costs 
associated with restarting the facility including the potential increase in level of environmental controls required. 

Environmental Matters 
Currently, various environmental matters impact the Electric Operations segment. As of December 31,2006, a reserve has been recorded to 
cover probable environmental response actions. Refer to Note 18-F, "Environmental Matters," in the Notes to Consolidated Financial 
Statements for additional information regarding environmental matters for the Electric Operations segment. 

Restmcmring 
No amounts for restmcmring were recorded in 2006 for Electric Operations. Electric Operations recorded restmcmring charges of S4.1 million 
in 2005 in connection with NiSource's outsourcing agreement with IBM, of which $4.0 million was allocated fi^m NiSource Corporate 
Services. Payments made for all restmcmring initiatives within Electric Operations were $0.1 miUion during 2005 and the restmcmring liability 
at December 31, 2005 and 2006, was zero. Refer to Note 3, "Restmcturing Activities,"*in the Notes to Consohdated Financial Statements for 
additional information regarding restmcmring initiatives for the Electric Operations segment. 
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Sales 
Electric Operations sales were 17,428.3 gwh for the year 2006, a slight decrease of 58.7 gwh compared to 2005, mainly resulting from 
decreased residential sales due to milder weather. This decrease was partially offset by increased industrial volumes, particularly in the steel 
sector. 

Electric Operations sales were 17,487.0 gwh for the year 2005, a slight increase of 119.5 gwh compared to 2004. The increase in sales resulted 
from higher residential and commercial sales due primarily to warmer weather and a 1 % increase in customer count. This increase in sales was 
partially offset by decreased industrial and wholesale sales. 

Net Revenues 
Electric Operations net revenues were $822.4 million for 2006, an increase of $27.3 million from 2005, due to $13.5 million of lower 
unrecoverable MISO costs included in cost of sales, $10.7 million from proceeds received for emissions allowances, a reduction in customer 
credits of $7.7 milUon, due to the timing of the credits, increased environmental tracker revenues of $7.4 million (offset in expense), an 
increase in residential and commercial customers amounting to approximately $6 mUlion and increased industrial volumes. The lower 
unrecoverable MISO costs resulted mainly from the lURC's ruling on tbe recoverability of certain MISO costs as well as the deferral of certain 
costs for fumre recovery which began on August 1,2006. These increases in net revenues were partially offset by the impact of unfavorable 
weather compared to the prior year of approximately $21 million. 

Electric Operations net revenues were $795.1 million for 2005, an increase of $34.9 mUlion from 2004, primarily as aresult of warmer weather 
that favorably impacted revenues by $26.8 million compared to the 2004 period, and increased non-weather related usage and customer count 
totaling $24.1 miUion. Net revenues from environmental trackers also increased $ 15.3 million, of which $6.4 miUion is offset in operating 
expenses. These increases in net revenues were partially offset by net revenue impacts associated with MISO Day 2 costs totaling 
$15.7 million, $6.6 million reduction in revenue associated with pricing and capacity charges of $5.3 million related to the purchase of power 
from Whiting Clean Energy. 

Operating Income 
Operating income for 2006 was $310.4 million, an increase of $17.1 million from 2005. The increase in operating income was due to the 
changes in net revenue mentioned above, partially offset by higher operating expenses of $10.2 million. Operating expenses increased due to 
higher electric generation and maintenance expense of $9.3 million, higher employee and administrative expenses of approximately 
$3.3 million and $4.8 million in increased other taxes compared to the same period in 2005. The change in operation and maintenance expense 
was favorably impacted by transition costs, a restmcmring charge and a pension and other postretirement benefit charge totaling $8.4 million 
associated with the IBM agreement made in the comparable 2005 period. 

Operating income for 2005 was $293.3 miUion, a decrease of $16.2 million from 2004. The decrease was the result of higher operating 
expenses of $44,7 miUion, net of $6.4 million in expenses associated with the operation of NOx equipment, which are fiilly offset in net 
revenues. The increase in operating expenses were partially offset by higher net revenues described above. The operation and maintenance 
expenses increase was due mainly to restmcmrmg charges, including a pension and other post retirement benefit charge, and transition costs 
associated with outsourcing and the IBM service agreement which totaled $8.4 miUion, increased electric generating expense of $7.2 mUUon 
and mcremental MISO administrative expenses of $3.5 million. The increase in other tax expense was due mainly to the impact of a 
$25.1 miUion reduction in estimated property tax accmals recognized in 2004. Depreciation expense also increased approximately $8 mUlion, 
of which $4.9 million was due to the operation of NOx equipment that is fully offset in revenue. 
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ITEM 7. MANAGEMENT'S_.DI.SCUS_SION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
(continued) 

NISOURCE INC. 
Other Operations 

Year Ended December 31. fin millions) 

Net Revenues 
Other revenue 
Less: Cost of products purchased, excluding depreciation and amortization 

Net Revenues 

2006 

S 929.9 
893.7 

36.2 

2005 

$1,031.8 
9897 
42.1 

2004 

$ 685.4 
665.8 

19.6 

Operating Expenses 
Operation and maintenance 
Depreciation and amortization 
Gain on sale of assets 
Other taxes 

63.5 
9.8 : 

(1.2) 
43 , . . : : _ ; . 

37.5 
• ' • ^ • • • • : ; ' T 0 . 5 - ; . : • ; > ; 

(0.6) 
-^•;::.^^7.G''-^''r' 

37.9 
i;>v :̂̂ 10.5:.; 

(2.7) 
.•.--: ^4.4-. 

Total Operating Expenses 76.4 54.4 50.1 
Operating Loss •S (40.2r $--(123^: $>::(30.5) 

PEI Holdings. Inc. 

Whiting Clean Energy. On December 18, 2006, Whiting Clean Energy and BP executed Amendment IV which materially amended the terms 
of the ESA under which Whiting Clean Energy provides steam to BP. The agreement specifies a planned termination of the ESA at the end of 
2009, with options for BP to extend the term one additional year under renegotiated steam pricing. Whiting Clean Energy accmed 
$17.0 mUUon in costs associated with contract termination terms under the agreement. In addition. Amendment IV provides BP an option, vahd 
for 180 days from the Amendment's effective date, for BP to purchase the facility free of liens for $100 mUlion. Management believes it is 
unlikely that BP will exercise this option. The carrying amount of the Whiting Clean Energy facility is approximately $275 million. 

Because of continued losses from Whiting Clean Energy and the amended terms of the agreement between Whitmg Clean Energy and BP 
(discussed above), an impairment study was performed during 2006. Under the provisions of SFAS No. 144, an impairment loss shaU be 
recognized only if the carrying amount of a long lived asset is not recoverable and exceeds its fair value. The test compares the carrying 
amount of the long lived asset to the sum of the undiscounted cash flows expected to result from the use and evenmal disposition of the asset. 
The smdy indicated that no impafrment charge was necessary. 

The study includes many estimates and assumptions for the 35-year estimated useful life of the facility. Changes m these estimates and 
assumptions, such as electricity and namral gas forward prices and price volatility, impacts from the terms and options set forth under the 
definitive agreement with BP as discussed above, and utilization of the faciUty, could result in a simation where total undiscounted cash flows 
are less than the carrying value of the facUity, which would resuft in a write-down that could be significant. 

Lake Erie Land Company, Inc. 
In March 2005, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. In June 2006, the assets of the Sand 
Creek Golf Club, valued at $ 11.9 million, and additional properties were sold to a private real estate development group. An after-tax loss of 
$0.2 million was recorded in June 2006. As a result of the June 2006 transaction, property estimated to be sold to the private developer during 
the next twelve months has been recorded as assets held for sale. 

NDC Douglas Properties 
NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its low income housing 
investments. Two of these investments were disposed of during 2006 and three other investments are expected to be sold or disposed of during 
2007. An impairment loss of $2.3 million was recorded in the first half of 2006, due to the current book value exceeding the estimated fair 
value of these investments. NiSource has accounted for the investments to be sold as assets and liabilities of discontinued operations. 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
(continued) 

NISOURCE INC. 

Other Operations (continued) 

Environmental .Matter_s 
Currently, various environmental matters unpact the Other Operations segment. As of December 31, 2006, a reserve has been recorded to cover 
probable environmental response actions. Refer to Note 18-F, "Environmental Matters," in the Notes to Consolidated Financial Statements for 
additional information regarding environmental matters for the Other Operations segment. 

Net Revenues 
For the year ended 2006, net operating revenues were $36.2 million, a decrease of $5,9 million from 2005. The decrease was mainly due to 
decreased revenues from the operation of the Whiting Clean Energy facility partially offset by increased commercial and industrial gas 
marketing revenues of $2.1 miUion. 

For the year ended 2005, net operating revenues were $42.1 million, an increase of $22.5 million from 2004. The increase was primarily due to 
increased net revenues from Whiting Clean Energy and $7.4 miUion of increased revenues from commercial and industrial marketing 
customers. 

Operating Loss 
The Other Operations segment reported an operating loss of £40.2 million in 2006, an increased loss of $27.9 mUhon from the 2005 period, due 
to increased losses associated with Whiting Clean Energy, including contract termination costs with BP of $17.0 million incurred in the fourth 
quarter of 2006, and increased scheduled maintenance costs of $7.2 million for Whiting Clean Energy, partially offset by a reduction in 
uncollectible accounts of $4.0 milUon and $2.1 million of increased revenues from commercial and industrial gas marketing. 

The Other Operations segment reported an operating loss of $12.3 million in 2005 compared to an operating loss of $30.5 million in the 2004 
period. This improvement is the result of decreased losses associated with Whiting Clean Energy and $7.4 miUion of increased revenues from 
commercial and industrial gas marketing. 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

NISOURCEINC. 

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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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued) 

NISOURCE INC. 

DEFINED TERMS (continued) 

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

NiSource Subsidiaries and Affiliates 
Bay State 
Capital Markets 
CER 
CNR 
Columbia 
Columbia Atiantic Trading 
Columbia Energy Services 
Columbia Gulf 
Columbia of Kentucky 
Columbia of Maryland 
Columbia of Ohio 
Columbia of Pennsylvania 
Columbiaof Virginia 
Columbia Namral Resources 
Coluiribia Transmission 
CORC 
Crossroads Pipehne 
Granite State Gas 
Hardy Storage • ^ 
IWC 
Kokomo Gas 
Lake Erie Land 
MiUetm l̂nl/̂ .̂̂ :̂ ;."•:̂ ::'•"v;..̂ ^ 
NiSource 
NiSource Corporate Services 
NiSource Development Company 
NiSource'Finance 
NDC Douglas Properties 
Northem Indiana 
Northem Indiana Fuel and Light 
Northem Utilities 
NRC 

^ ^ Z 
Primary Energy 
TPC; ^ 
Transcom 
Whiting Clean Energy 
Whiting Leasing 

Abbreviations 

AFUDC > 

Amendment IV 

APB No. 25 

ARP 

BBA 
Bcf 
Board 
BP 
CAIR 
CAMR 

Bay State Gas Company 
NiSource Capital Markets, Inc. 
Columbia Energy Resources, Inc. . , \ 
Columbia Namral Resources, Inc. 
Columbia Energy Group 
Columbia Atlantic Trading Corporation 
Columbia Energy Services Corporation 
Columbia Gulf Transmission Company 
Columbia Gas; oTKenmcky, Inc. 
Columbia Gas of Maryland, Inc. 
ColumbiaGas pfphio,Inc. 
Columbia Gas of Pennsylvania, Inc. 
ColumbiaCras of Virginia, Inc. 
Columbia Namral Resources, Inc. 
ColiimbiavGasTraiismission Corporation 
Columbia of Ohio Receivables Corporation 
Crq ssr^ads Pipeline'Compaiiy 
(iranite State Gas Transmission, Inc. 
Hardy; Stprage^Joinpaiiy, L.L.C. 
Indianapolis Water Company 
KcfeiitrfeGaii^iid Fuel Con::^any 
Lake Erie Land Company 
MUlemiumiRipelme Company, L.P. 
NiSource Inc. 
NiSotnt^cqraTate^Services Company 
NiSource Development Company, Inc. 
N iSotrrce FitiaiiGe ICoTp. 
NDC Douglas Properties, Inc. 
Ndiyiem Indiahap^blic Service Company 
.Northern Indiana Fuel and Light Company 
Nortiiem Utilities, Inc. 
NIPSCO Receivables Corporation 
PEI Holdings, Inc. 
Primary Energy, Inc. 
Ene^USA-TPC Corp. 
Columbia Transmission Communications Corporation 
Whiting Clean Energy, Inc. 
Whiting Leasing LLC 

Allowance for fiinds;used diiring constmction 
Definitive agreement executed between Whiting Clean Energy and 
BP 
AccountingI'rinciples Board Opinion No. 25, "Accounting for 
Stock Issued:to:Employees" 
Alternative Regulator>' Plan 
British Banker Association 
Billion cubic feet 
Board of Directors 
BP Amoco p.l.c. 
Clean An Interstate Rule 
Clean Ah Mercury Rule 
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NISOURCE INC. 

DEFINED TERMS (continued) 

CERCLA 

02-03 

DOT 
Ddi 
ECR 
ECRM 
ECT 
EER 
EERM 
EITF No. 

Empire 
EPA 
EPS 
ESA 
FAC 
FASB 
FERC 
FIN4aR. 

FIN 47 

FIN 48 

FTRs 

GCIM 
General Electric 
gwb 
hp 
IBM 
IDEM 
INGAA 
IRS 
FURC 
LDCs 
LIBOR 
LIFO 
Mahonia 
Mcf 
MGP 
MISO 
MitcheU Station 
MMDth 
mw 
NAAQS 
NEPA 
NOV 
NOx 
NPDES 
NYMEX 
OPEB 
OUCC 
PBR 
PCB 

Comprehensive Environmental Response Compensatioiiand 
Liability Act (also known as Superfiind) : 
United States Department of Transportation 
Dekatherm 
Environmental Cost Recovery 
Environmental Cost Recovery Mechanism 
Environmental cost tracker 
Environmental Expense Recovery 
Environmental Expense Recovery Mechanism 
Emerging Issues Task Force Issue No. 02-03, "Issues Involved in 
Accounting for Derivative Contracts Held for Trading Purposes and 
Contracts Involved in Energy Trading and Risk Management 
Activities" 
Empue State Pipeline 
United States Envfronmental Protection Agency 
Eamings per share 
Energy Sales Agreement 
Fuel adjustment clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
FASB Interpretation No. 46, "ConsoUdation of Variable Interest 
Entities (revised December 2003)—^an interpretation of ARB 
No. 5 1 " 
FASB Interpretation No. 47, "Accounting for Conditional Asset 
Retirement Obligations" ^ ^ k 
FASB Interpretation No. 48, "Accounting for Uncertahity m I n c o m f l V 
Taxes" 
Financial Transmission Rights 
Gas Cost Incentive Mechanism 
General Electric Intemational, Inc. 
Gigawatt hours 
Horsepower 
fritemational Business Machines Corp. 
Indiana Department of Environmental Management 
Interstate Natural Gas Association of America 
Intemal Revenue Service 
Indiana Utility Regulatory Ckjmmission 
Local distribution companies 
London InterBank Of!ered Rate 
Last-in, first-out 
Mahonia II Limited 
Thousand cubic feet 
Manufacmred gas plant 
Midwest Independent Transmission System Operator 
Dean H. Mitchell Coal Fired Generatmg Station 
Million dekatherms 
Megawatts 
National Ambient Air Quality Standards 
National Environmental Policy Act 
Notice of Violation 
Nitrogen oxide 
National Pollutant Discharge Elimination System 
New York Mercantile Exchange 
Other Post-Employment Benefits 
Indiana^Office of UtUity Consumer Counselor : 
Performance based rate-making methodology 
Polychlorinated b i p h e r i y l s , : , : : ' : . 
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NISOURCE INC. 

DEFINED TERMS (continued) 

Piedmont' : : 

PrivatePower : 
PUCO 
C^PAI > ;• ; : 
RCRA 
sABNoi^92^:-;r:; 

SAB No. 

SEC: /: 
SFAS No. 

108 

5 

SFAS No. 71 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFAS No. 

SFASNo. 

SFAS No. 

SFAS No. 

SFAS No. 

SIP 
S02 
SOP 96-1 

SOP 98-1 

Tcf^'f\;:r:; 
Triana 

87 

101 

106 

123 

123R 

133 

140 

142 

143 

144 

154 

157 

158 

, , ; j - . i . . . - , . , . . . . . 

Piedmont Namral Gas Company, Inc. 
Price Protection Service 
Private Power, LLC 
PubUc Utilities Commission of Ohio 
Qualified production activities income 
Resource Conservation and Recovery Act 
Staff Accounting BuUetin No.;92, "Accounting and Disclosures 
Relatingto Loss Contingencies" : 'r . r : ! ., v 
Staff Accounting Bulletin No. 108, "Considering the Effects of Prior 
Year Misstatements When Quantifying Misstatements in Current 
Year Financial Statements" 
Seciirities and ExchangeCommis^ori: ; r 
Statement of Financial Accounting Standards No. 5, "Accounting 
for Contingencies" 
Statement of Financial Accounting Standards No. 71:,; "Accounting ; 
for the Effects of Certain Types of Reĝ âti6ff!:̂ ^ ̂  
Statement of Financial Accounting Standards No. 87, "Employers' 
Accounting for Pensions" 
StatemtoofEinancialrAccounting S.tandardsldi,*'Re^ ' " 
Euteiprises'-^Accoiiritirig forthe Discoiitinimtion;6fAppl^ 
•Fihancial Accounting Standards Board: Statement No. 71" J 
Statement of Financial Accounting Standards No. 106, "Employers' 
Accounting for Postretirement Benefits Other than Pensions" 
Statement of Fmancial Accounting Standards No. 123, "Share-Based^ 
Paymenf 
Statement of Financial Accounting Standards No. 123R, "Share-
Based Payment" 
Statement of Fiiiancial;Accounting:Standards No. :13:3,.^ccGun^ 
for Derivative Instmments.and:HedgingActiyitieC^:::i^iamended 
Statement of Financial Accounting Standards No. 140, "Accounting 
for Transfers and Servicing of Financial Asset and Extinguishments 
of Liabilities" 
Statementof Financial^^ccounting Standards No. 142, "GoodwiU 
and OtherTntangibie^Assets" % ::: 
Statement of Fmancial Accounting Standards No. 143, "Accounting 
for Asset Retirement Obligations" 
Stdternentipf^inancidAccounfingStatidards^^N^ 
fbr^thelmpairmenttirDispGS^-d^^^ 
Statement of Financial Accounting Standards No. 154, "Accounting 
Changes and Error Corrections" 
Statement of Financial Accounting Standards No. 157, "Fair Value 
Measurement" 
Statement of Financial Accounting Standards No. 158, "Employers' 
Accounting for Defined Benefit Pension and Other Postretirement 
Plans" 
StateTmplementatiou Plan 
Sulfur dioxide 
Statement of Position 96-1, "Environmental Remediation 
Liabilities" 
Statement of Position 98-1, "Accounting for the Costs of Computer 
Software Developed or Obtained for Intemal Use" 
Trillion cubic feet: ! ; " : :;-̂ ^ 
Triana Energy Holdings, Inc. 
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DEFINED TERMS (continued) 

VaR Value-at-risk and instmment sensitivity to market factors 
VSCC Commonwealth of Virginia State Corporation Commission 
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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 accompanying consolidated balance sheets, statements of consolidated capitaUzation and long-term debt of NiSource Inc. 
and subsidiaries (the "Company") as of December 31,2006 and 2005, and the related consolidated statements of income, common 
stockholders' equity and comprehensive income, and cash flows for each of the three years in the period ended December 31,2006. Our audits 
also included the financial statement schedules listed in the Index at Item 8. We also have audited management's assessment, included in the 
accompanying Management's Report on Intemal Control Over Financial Reporting, that the Company maintained effective internal control 
over financial reporting as of December 31, 2006, based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission, The Company's management is responsible for these financial 
statements and financial statement schedules, for maintaining effective intemal control over financial reporting, and for its assessment of the 
effectiveness of intemal control over financial reporting. Our responsibility is to express an opinion on these financial statements and fmancial 
statement schedules, an opinion on management's assessment, and an opinion on the effectiveness of the Company's intemal control over 
financial reporting based on our audits. 

We conducted our audits in accordance with the standards of the PubUc Company Accounting Oversight Board (United States). Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement and whether effective intemal control over financial reporting was maintained in all material respects. Our audit of financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the 
accoimting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. Our 
audit of intemal control over fmancial reporting included obtaining an understanding of intemal control over financial reporting, evaluating 
management's assessment, testing and evaluating the design and operating effectiveness of intemal control, and performing such otiier 
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions. 

A company's internal control over fmancial 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 company's intemal control over financial reporting includeSj 
those policies and procedures that (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 expendimres 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 or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a 
material effect on the fmancial statements. 

Because of the inherent limitations of intemal control over fmancial reporting, including the possibiUty 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 intemal control over financial reporting to fiimre 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 consolidated financial statements referred to above present fairly, in all material respects, the financial position of the 
Company and subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the three years 
in the period ended December 31, 2006, 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 consohdated financial statements taken as a whole, 
present fairly, in all material respects, the infomiation set forth therein. Also, in our opinion, management's assessment that the 
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NISOURCE INC. 

Company maintained effective intemal control over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based 
on the criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission. Furthermore, in our opinion, the Company maintained, in all material respects, effective intemal control over fmancial reporting 
as of December 31,2006, based on the criteria established in Intemal Control—Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission . 

As explained in Note 6 to the consolidated financial statements, effective December 31,2005, the Company adopted Financial Accounting 
Standards Board ("FASB") Interpretation No. 47, "Accounting for Conditional Asset Retirement Obligations." As explained in Note 11 to the 
consolidated financial statements, effective December 31, 2006, the Company adopted FASB Statement No. 158, "Employers' Accounting for 
Defined Benefit Pension and Other Postretirement Plans". 

/s/ DELOITTE & TOUCHE LLP 
Chicago, niinois 
Febmary 28, 2007 
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NISOURCEINC. 

STATEMENTS OF CONSOLIDATED INCOME 

Year Ended December 31, (in millions, except per share amounts) 2006 2005 2004 

Net Revenues 
Gas Distribution 
Gas:Transportation and Storage 
Electric 

$4,1893 
1,033.2 
1.29M.2 

9683 

$4,600.4 
1,000.0 
1,248.6 
1,046.8 

$3,801.8 
1,013.4 
1,121.0 

721.0 

Gross Revenues 
' -Cosfctf Sales (excludiiig depreciation and amortization) 

7,490.0 
4365.4 

7,895.8 
4,749.2 

6,657.2 
3,609.7 

Total Net Revenues 3,124.6 3J46.6 3,047.5 
Operating Expenses , 1 

Operation and maintenance 
••iDepreciationand amortization 

Impairment and (gain) loss on sale of assets 
• " ^ " [ • O t i b r t a x e s :'^'•^-^"'^^•:••^-^^^-s"•^•:;•'i; ~ 

389.5 
549.2 

4.1 
289.5 

1326.5 
544.2 

22.2 
3013 

1,200.5 
506.9 

(3.1) 
265.2 

Total Operating Expenses 
E^nui#M^mngsf(llbsi^a^ ''" •' i ̂ ''̂  
Operating Income 

2.2323 
, , , , , . . ^ . . ^-12.3) 

880.0 

2,194.2 
0,2 

952.6 

1.969.5 
— 

1,078.0 

Othei|Inc6me (DeducUons) f̂̂ ^̂̂  : X 
Interest expense, net 

I i TJmdeiidvreqiiu'ementonp^ 
Other, net 

; 1:. ̂ Li^s ipn earfy^extinguishinen ^ debt 

(387.4) 
( l . l ) 
(6.5) 

— 

(420.1) 
(4.2) 
14.0 

(108.6) 

(401.1) 
(4.4) 
7 3 

(4-1) 
Loss on early^redemption ofpreferred stock 

TQtaf:Othffl:^Incoine^(Deductions) ': -
Income From Continuing Operations Before Income Taxes and Cumulative Effect of 

Change in Accounting Principle 
incoine;i^xesrd"':'''C^'"^i^r^'^ •:->:'̂ ""̂ '̂  ••••.Z-'y. •••••'" 
Income from Continuing Operations Before Cumulative Effect of Change in 

Accounting Principle 
Incc«ne|fli(^£Qifiorh:©^ : v::, v: V ;;;;|:,r̂ :̂  
Gain on Disposition of Discontinued Operations — net of taxes 
IncbmeSefore Change in Accounting Principle 
Cumulative Effect of Chanee in .Accounting Principle — net of taxes 
NetlircOmc 

Basic Earnings Per Share (S) 
:rVC;ontimung'.ppei&ionS:...v-"V'̂ '̂ r'' • 'i^W-h:-/ ••̂ '̂ '••Z'[v>Z--v--:y'~y'\ 

Discontinued operations 
BasielEariQings^er^hare••:-::•;...'-:•'•:'''/ ^ . • •̂ !;:';;."--:..-•;'•• 

Diluted Earnings Per Share (S) 
:"lJeontinuing;oprfionS;:-: \ '̂̂ -iy .̂ 'Z '̂i ':>^i::'Lj.;:'-.S;vVV^^ '~''''yZZ,:^;Z'••••3 ":'-):;, -̂ -AiZf 

Discontinued operations 
Dauted'aE^irtli;bjs^FKr:Share-::;->'"::-i'̂ .-^"1'̂ '̂'-'̂ ^^ '•^[:y^?-'-ey'y^li:-y-:.:^ 

(0.7) 
. (395.7): 

4843 
170.8 

313.5 

,.,:,:'.Z'̂ Qm/:--

inmu 
0.4 

$ 2 ^ ^ < > ^ ' • 

:;-s:";-i.i5 
(0.11) 

$ 1:04 

(0.11) 
•:y-^Sr^-lM.%^-^ 

-__ 

: -(518:9) - : 

4337 
= 149.6: ^ 

284.1 
•:•:/• \^ 'f^{2Q:8);-; ;v:: 

43.5 
^-i^:-'̂ :3mm- :-= 

(0.3) 
.̂:̂  '':$:m6:5'v-'y 

$ 1,05 
0.08 

S L13 

:̂::'i':"::L:04ir:̂ '̂  
0.08 

^ ^ • ^ ^ • l^v^ i 'M 

— 
- (4023S 

675.li 

433.0 
;^\ft:;V:^33:, 

• kR/- 4363:^ 
— 

- $ 4363 

O.Ol 
$ :1.65: 

Z:;-";rCiL63;r 
0.01 

-';:̂ -̂ $̂ :M îL64V' 

Dividends Declared Per Common Share 

Basic Averi^^Commoh shares Outstanding ( ^ 
Diluted Average Common Shares (millions) 

$ 0.92 

273.4 

$ 0.92 

Z::y^ .27f3v-;-l' 
273.0 

$ 0.92 

7 2637 
265.5 

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) 

NISOURCEINC. 

CONSOLIDATED BALANCE SHEETS 

As of December 31. fin millions) 2006 2005 

ASSETS 
Property, Plant and Equipment 

Utility Plant 
Accumulated depreciation and amortization 

$17,194.9 
(7,850.0) 

$16,684.4 
(7,556.8) 

Net utility plant 9,344.9 9,127.6 
Other property, at cost, less accumulated depreciation 349.6 4267 

Net Property, Plant and Equipment 9,694:5 93543 : 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 
Unconsolidated affiliates 
Other investments 

43.0 
59.6 

116.1 

34.6 
75.0 

114.2 
Total Investments and Other Assets 218.7 223.8 

Current Assets : 
Cash and cash equivalents 

:. Restricted cash 
Accounts receivable (less reserve of $42.1 and $67.9, respectively) 

\\ = Gas inventory : ^ 
Underrecovered gas and fuel costs 
Materials and supplies, .at average cost 
Electric production fuel, at average cost 

: : Price risk management assets 
Exchange gas receivable 

_; Regulatory.assets: ; 
Prepayments and other 

33.1 
142.5 
8663 
550^ 
163.2 
89.0 
63.9 

237-7 
2523 
272.7 
1117 

69.4 
33.9 

1,254.6 
526.9 
421.8 
72.0 
24.9 

183.1 
169.8 
195.0 
1093 

Total Current Assets 2,782.9 3,060.7 

Other Assets 
Price risk management assets 
Regulatory assets 

: GoodwiU 
Intangible assets 
Deferred charges and other 

49,9 
1,1273 
3,6773 

4357 
170.2 

192.9 
5863 

3,6773 
495.8 
167.4 

Total Other Assets 5,460.4 5,1197 
Total Assets 

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 (continued) 

As of December 31, (in millions, except .^hare amounls) 20D6 2005 

CAPITALIZATION AND LIABILITIES 
Capitalization 
GommQii'Stockholderls^Equity.'::;''''^: :•:>•'̂  S: : 

Common stock —$0.01 parvalue, 400,000,000 shares authorized; 273,654,180 and 272,622,905 shares 
issued and outstanding, respectively 

Additional paid-in capital 
Retained eamings 
Accumulated other comprehensive income (loss) 
Treasury stock 

Total Common Stockholder's Equity 
Preferred stocks—Series without mandatory redemption provisions 
Long-term debt, excluding amounts due witiain one year 

2.7 
3,9983 
1,012.9 

20.9 
(21.2) 

$ 2 7 
3,969.4 

981.6 
(5.6) 

(15.1) 
5,013.6 

5.146^ 

4,933.0 
81.1 

5.271.2 
Total Capitalization 10,159.8 10.2853 

Current Liabilities 
Current portion of long-term debt 
Short-term borroT^dngs 
Accounts payable 
Dividends declared on common and preferred stocks 
Customer deposits 
Taxes accmed 
Interest accmed 
Overrecovered gas and fuel costs 
Price risk management liabilities 
Exchange gas payable 
Deferred revenue 
Regulatory liabilities 
Accmed liability forpostretfreraent and postemployment benefits 
Other accmals 

933 
1,193.0 

713.1 
— 

108.4 
196.0 
107.1 
126.7 
259.4 
396.6 

55.9 
40.7 

47 
5263 

4407 
898.0 
8667 

1.1 
101.9 
217.5 

86.2 
25.8 
72.1 

- 425.1 
51.1 
46-3 
61.1 

549.1 

m 
Total Current Liabilities 3,821.2 3,843.2 

Other Liabilities and Deferred Credits 
Price risk management liabUities 
Deferred income taxes 
Deferred investment tax credits 
Deferred credits 
Deferred revenue 
Accrued liability for postretfrement and postemployment benefits 
Liabilities of discontinued operations and liabilities held for sale 

:• >Regu:lat6i^:^UabiUtieSiandBther;removal costs 
Asset retirement obligations 

•-V-:Olimriiicaicun^ : '? 

38.2 
1,553.7 

61.5 
1193 
21.9 

799.5 
11.9 

1.253.8 
131.6 
184.1 

22.2 
1,591.9 

69.9 
81\1 
60.4 

51L0 
— 

1,196.2 
119.8 
177.5 

Total Other LiabUities and Deferred Credits 
Cbmhtitments^^h^K^oiMngeh^^ 
Total Capitalization and LiabUities 

4,175.5 
— 

$18,156.5 

3,830.0 
— 

$17,958.5 

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 CASH FLOWS 

Year Ended December 31. fin millions) 2006 2005 2004 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash from continuing operations: 

Loss on early redemption ofpreferred stock 
Loss on early extinguishment of long-term debt 
Depreciation and amortization 
Net changes in price risk management assets and liabilities 
Deferred income taxes and investment tax credits 
Deferred revenue 
Stock compensation expense 
Loss (gain) on sale of assets 
Loss on impairment of assets 
Cumulative effect of change in ;accounting principle, net of taxes 
Loss (income) from unconsolidated affiliates 
Gain on disposition of discontinuedoperations 
Loss (income) from discontinued operations 
Amortization of discount(premiura on debt 
AFUDC Equity 

V Changes in assets andliabilities: ; ; ; 
Accounts receivable 

..;;,; "Inventories \ ' ' 
Accounts payable 

•y v;. .-:Customer'deposits:;\;''r;:: :;,;V:v'.;•>.?•: 
Taxes accmed 

•.;'!'. Interest accmed"^ '.'•.-:'; :" • ''":-:A 
(Under) Overrecovered gas and fuel costs 

;;: Exchange gas receivable/payable:;: 
Other accmals 
Prepayments and other current assets 
Regulatory assets/liabilities 

\ Postretirement and postempLoyment benefits 
Deferred credits 

; Deferred charges and other noncurrent assets 
Other noncurrent liabilities 

$ 282.2 

0.7 
— 

549.2 
(10.9) 

(113.4) 
(34.0) 

6.9 
(1.1) 
5.2 

(0.4) 
8.4 
— 

31.7 
7.7 

(2.0) 

4077 
(71.7) 

(176.4) 
6.4 

53.4 
20.9 

359.5 
(111.2) 

9.8 
(2.8) 

(36.4) 
(45.4) 

8.7 
(6.4) 
5.1 

$ 306.5 

108.6 
544.2 
(41.0) 
(16.7) 

{6,6) 
6.8 
0.4 

21.8 
0.3 

(4.7) 
(43.5) 
20.8 
17,5 
(3.2) 

(358.9) 
(71.1) 
2057 

9,7 
213 

6,3 
(117.6) 

88.0 
19.9 

(13^) 
(45.7) 
50.1 

6.7 
(2,8) 
20.1 

$ 4363 

4.1 
506.9 

163 
97.5 

(22.3) 
8.0 

(3.1) 
— 
— 

(0.9) 
— 

(3.3) 
21.6 
(23) 

(92.0) 
(23,1) 
1533 

6.7 
(57.8) 

17 
(1043) 

933 
11.1 
4.2 

18.6 
35.4 

(14.3) 
(36.3) 

(L5) 
Net Operating Activities frorh Continuing Operations , , 
Net Operating Activities from or (used for) Discontinued Operations 

1,151.4 
4.8 

729.7 
07.4) 

1,053.8 
2.1 

Net Cash Flows from Operating Activities 1,156.2 7123 1,055.9 
Investing Activities 

Capital expenditures 
Proceeds from disposition of assets 

; ;Restricted casb :,\ ^ 
Other investing activities 

(637.4) 
21.6 

(114.3) 
(2.4) 

(590.4) 
7.5 

28-1 
(17.2) 

(517.0) 
7.1 

(33.5) 
(9.2) 

Net Investuig Activities used forContinuing Operations 
Net Investing Activities used for Discontinued Operations 

(732.5) (572.0) (552.6) 

Net Cash Flows used for Investing Activities (732.5) (572.1) (552.6) 

Financing Activities 
Issuance of long-term debt : ^ 
Retirement of long-term debt 
Premium on debt retirement ; 
Change in short-term debt 
Retirement ofpreferred stock 
Issuance of common stock 
Acquisition of treasury stock 
Dividends paid — common stock 

_ . 
(438.7) 

— 
296.4 
(K1.6) 
21.9 
(6.1) 

(251.9) 

1,907.9 
(2,372.5) 

(14.2) 
590.4 

— 
40.0 
(1-6) 

(250.3) 

450.0 
(486.6) 

— 
(377.9) 

— 
160.8 

(4.1) 
(243.1) 

Net Cash Flows used for Financing Activities (460.0) (100:3) (500.9) 
Increase (Decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 

(363) 
69.4 

39.9 
29.5^ 

2.4 
27.L 

Cash and cash equivalents at end of period S 33.1 $ 69.4 $ 29.5 



Supplemental Disclosures of Cash Flow Information 
Cash paid for interest $ 370.0 $ 404.5 $ 383.0 
Interest capitalized 11.1 • 3.2 2.3 
Cash paid for income taxes 288.2 101.4 i84.6j 

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) 

NISOURCEINC. 

STATEMENTS OF CONSOLIDATED CAPITALIZATION 

As of December 3 1. fin mlliions, except shares outstanding and par value) 2006 2005 

Total Common Stockholder's Equity ; ; .̂  S 5,013.6 $ 4,933.0 
Preferred Stocks, which are redeemable solely at option of issuer: 

Northem Indiana Public Service Company-
Cumulative preferred stock—$ 100 par value— 

4-1/4% series—209,035 shares outstanding — 20.9 
4-1/2% series—79,996 shares outstanding — 8.0 
4.22%series—106,198 shares outstanding.. .,, — 10.6 
4.88% series—100,000 shares outstanding — 10.0 
7.44% series—41,890 shares outstanding — 4.2 
7.50% series—34,842 shares outstanding — 3.5 
Premium on preferred stock.and other ; : ; . ;? ; : : : : ; : — 0.3 

Cumulative preferred stock—no par value— 
Adjusted rate series A (stated value—T$50 per'^hare), 473,285 shares outstanding -i^ 23.6 

Total Preferred Stocks — Series without mandatory redemption provisions ^ 81.1 
Long-termdebt, excluding amounts due within otic year .; 5,146.2 5,271.2 
Total Capitalization $10,159.8 $10,285.3 

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) 

NISOURCEINC. 

STATEMENTS OF CONSOLIDATED LONG-TERM DEBT 

As of December 31, (in millions) 2006 2005 

Bay'State'Gas t^ompaary:' •.:':;••;" 

Medium-Term Notes — 
Interest rates between 6:26%:and:9.20%ywitha weighted average interest rate of 6.81% and maturities 

betweenJune6,2OilandTe*mary:l:5,2028-. • V : ; 48.5 48.5 
Northern Utilities: 

Medium-Term Note-^Interest rate 6f.6.93%>andmamrity of September:!^ 2^5 33_ 
Total long-term debt of Bay State Gas Company 

Go(iMibia£nergy^C&ip J 
Subsidiary debt — Capital lease obligations 

Total lone-term xiebt of Columbia Energv Group 

51.0 

1.5 
1.5 

51.8 

1.8 
1.8 

PEI Holdings, Inc.: 
Long-Termlsfotes-TT^> -

Whiting Clean Energy, Inc. — 
Interest rates between 6.73% and 8.5S%i with a weighted average interest rate of 8,30% and maturity 

of June 20,-2011 ; 292,1 295.5 
Total long-term debt of PEI Holdings, Inc. 292.1 295.5 

NiSource CapiMBlaSitS,::inc: 
Senior Notes — 6.78%. due December 1,2027 75.0 75.0 

K:3Ieidiuntltenn notes -— 
Issued at interest rates between 7.72% and 7.99%, with a weighted average interest rate of 7.90%. and 

various mamriries between April 16, 2008 and May 5,2027 121.0 150.0 
<pi^^^ifefallldhg4term^ebt^of NiSource Capital Markets, Inc. ^ 196.0 225.0 
NiSource Corporate Services, Inc. 
.:^apitai:leaise^dbiigati)^ — 

Interest rate of 5.586% and various mamrities between October 31. 2009 and December 31. 2009 5 J 
' :' ^Totallong-termdebt^^of NiSource Corporate Services, Inc. 5.1 6.4 
NiSource Development Company, Inc.: 
; ; : ; 3 > n 3 G ' D 0 U g l a s | I ^ ^ C 5 ^ • :\;i:;:;;";.y:;:;v.":;:;^.i/' . ' ' ^ ' ' ; \ l - - "" . : \ 

Interest rates between 5.330%i and 8.385%. with a weighted average interest rate of 7.14% and various 
mamrities between June 1, 2013 and June 1, 2035 13.4 35.8 

^-K:^::T0talilong4erni:id^bi;-:efNi5OT ' • • • - • ' • y : ' - ' - [ \ - y ' ' } - o ' r - : y ' y - y ^ -.35:8 

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) 

NISOURCEINC. 

STATEMENTS OF CONSOLIDATED LONG-TERM DEBT (continued) 

As of December 31. fin millions) 2006 2005 

NiSource Finance Corp.: :, :: , 
Long-Term Notes — 
. 7-7/8% —due November 15,2010 

Senior Unsecured Notes — 6.15%, due March I, 2013 
Floating Rate Notes — 5.94% at December 31,2006, due November23, 2009 
5.21% —due November 28. 2012 
5.40% —due July 15,2014 . ;:; /V 
536% — due November 28, 2015 
5.41% — d u e November 28,2016 ,, :,;\;^ . ZV- , :• r :^^:^: ' :^ . -^ 
5.25% — due September 15, 2017 

: 5.45% — due September 15,2020.-
5.89% — due November 28, 2025 

: Fair value adjustment of notes for interest rate swap agreements 
Unamortized premium and discount on long-term debt 

: Total long-term debt of NiSource-Finance Corp. Inc. 4,145.0 4,156.9^^ 
Northem Indiana Pubhc Service Company: 

Pollution control bonds—- .- ,; •:;':!' 
Issued at interest rates be tween 3.50%. and 3 .75%, with a we igh ted average interest rate of 3.66%» and 

various mamri t ies be tween Augus t 1 ,2010 and Apri l 1 ,2019 254.0 278.0 
; Medium-term notes— 

Issued at interest rates between 6.73%o and 7.69%, with a weighted average interest rate of 7.35%. and 
various mamrities between July 8,2008 and August 4,2027 189.2 221.2 

-'Unamortized discount on lohgTterrii'debt (1,1) (1.2)^ 
Total long-term debt of Northem Indiana PubUc Service Company 442.1 498 •0_ 

^Totai: long-term debt,.'excludihg:amQiint:'due:witiim:one:yearf;J^^ 

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

NISOURCEINC. 
STATEMENTS OF CONSOLIDATED COMMON STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME 

(in millions) 
Balance January 1,2004 
Comprehensive Income: 

Net Income 
Other comprehensive income, 

net of tax: 
Gain on available for sale 

securities: 
Unrealized (a) 

Gain on foreign currency 
translation: 
Unrealized 

Net unrealized gains on 
derivatives qualifying as 
cash flow hedges (h) 

Unrecognized Pension 
Benefit and OPEB 
Costs (c) 

Total comprehensive income 
Dividends: 

Common stock 
Treasury stock acquired 
Issued: 

Common stock issuance 
Einployee stock purchase 

plan 
Long-term incentive plan 

Tax;:beiiefits of options, PIES 
••::|,Md;oflier 
Amortization of unearned 

compensation 
Balance December 31,2004 
Comprehensive Income: 

Net Income 
Other comprehensive income, 

net of tax: 
Gain on available for sale 

securities: 
Unrealized (a) 

Net imreaUzed gains on 
derivatives qualifying as 
cash flow hedges (b) 

Unrecognized Pension 
Benefit and OPEB 
Costs (c) 

Total comprehensive ̂ Incoiiie 
Dividends: 

Common stock 
Treasury stock acquired 
Issued: 

Common stock issuance 
Employee stock purchase 

plan 
Long-term incentive plan 

Tax benefits of options, PIES 
and other 

Amortization of unearned 
compensation 

COMMON 
STOCK 

:S 2.6 

0.1 

$ 2.7 

TREASURY 
STOCK 

S (9.4) 

(4.1) 

S (13.5) 

(1.6) 

'":,'̂ ': !.V ; . : - : ' : • ; , " - . ' . -

ADDITIONAL 
PAID-IN 

CAPITAL 
$ 3,752.4 

1443 

0-7 
20.0 

5.2 

13 
S 3,923.9 

03 

0.9 .: 
41.8 

•;.-.\-^--,(0.3),^; 

2.8 

RETAINED 
EARNINGS 
$: 7313 : 

•'•.>';/:436.3:f 

(242.3) 

0.1 

S 925^^^^: 

306:5": 

(250.3) 

•! _ : , y . ' ' i • ^ ^ r " ' ^ . ^ • 

• ; - : . :" : ' / i^ ' ' " "" ' ' \ '^^ ' :-

ACCUM 
OTHER COM? 

INCOME/fLOSS) 
S ^ ^ (61.0): 

::ii '̂:ii\y,i^iy}§M^^^-^^ '̂-

•/: ''''i^'-il^SlilgipH^ 
. 7 ?•?'"' 

'" ''"'ly;§.':^?^lnflf 
'p:{r.iH'i:B'̂ -T'tx^ 

.lIo.7,^7 4i" î  !';• 'i^jj^i§"i||L' 

fi:§i^;te§Itl 
MMiSm 

5.2 

•:;$.:>:-/^^:;:f5i^)v:r 

• j : ' : - : v " : - . ; V y : ; : ^ '-:;:;.•:.;;••;: 

0.1 

57.0 

(113) 

TOTAL 
114^15:9 

•:;:-;;;4363;':[S 

^ S M F ' ^ S 
• ' i f ' i ' r i ' . : :;':;"::.',•?•' 

J ""'V2.2'' 
;S.;:'W:',ry-:-
;l.̂ 'Vr|'|fVr;;-':/';s; 

'^0.7 
mmmmmm 
^ 3 ^ ^ N Z ^ Z 

j:M9lii 
5.2 

(242.3) 
(4.1) 

144.4 

0.7 
20.0 

5.3 

13 
•••S4,787.1-'S 

"•Ur306;53 

0.1 

57.0 

(113) 

(250.3) 
(1-6) 

0.3 

; • • : ' ' • ' ' ; 0 . . 9 : ; 

41.8 

. :(03) 

2.8 

COMP 
INCOME 

; $:%363 

•^r-;':ri}'J/\L 

'Z^MZy-^/i 

'\'.'.. - . ^ ^ 

• r : " - -" : r ' : • - ' ' z x ' : 

0 7 
;®.t; / Ft̂  /:::: 
y ̂ f̂ jy'̂ l :V::.: 
Piil^^fp.^^. 

5.2 

S 445.9 

g 
1 

::;̂ $ 306:5; 

0.1 

57.0 

(113) 
$ 352.3 

- j ^ 

g 
' i • ' " 



Balance December 31,2005 $ 27 $ (15.1) $ 3,969.4 $ 981.6 $ (5.6) S4,933.0 
Comprehensive income: 

Net Income .282.2 ,.282.2- $ 2S2.2 
Other comprehensive income, 

net of tax: 
Gain on available for sale : • 

securities: • - . " : . , - ' 
Unrealized (a) 2.1 2.1 2.1 

Net unrealized losses on 
derivatives qualifying as , - • . ' , . ".•••::-• -'"..i."-'̂  ";'"":•:••;-
cash flow hedges (b) (1193) (119.3) . ( 1 1 9 3 ) 

Unrecognized Pension 
Benefit and OPEB 
Costs (c ) 1437 143.7 4A_ 

Total comprehensive income $ 169.4 
Dividends: 

Commonstock (250.9) (250.9) 
Treasury stock acquired (6.1) (6.1) 
Issued: 

Employee stock purchase 
plan 0.8 0.8 

; Long-term incentive plan 23.5 23.5 
Tax benefits of options and 

other 3.6 3.6 
Amortization of unearned 
• -"•icompensation .-/"^: L? L5 
Balance December 31,2006 $ 2.7 $ (21.2) $ 3,9983 $ 1,012.9 $ 20.9 $5,013.6 

(a) Net unrealized gain/loss on availablefor sale securities, net of $1.4, $0.6 and $1.3 tax expense in 2006, 2005 and 2004, respectively. 

(b) Net unrealized gain/loss on derivatives qualifying as cash flow hedges, net of $65.4 tax benefit in 2006, $28.7 tax expense in 2005 and 
$03 tax benefit in 2004. 

(c) Unrecognized Pension Benefit and OPEB Costs recorded to accumulated other comprehensive income, net of $96.2 tax expense in 2006, 
$5.2 tax benefit in 2005 and $3.2 tax expense in 2004. For the year ended December 31,2006, Unrecognized Pension Benefit and OPEB 
Costs recorded to comprehensive income was net of $3.0 million tax expense. 

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) 

NISOURCEINC. 
STATEMENTS OF CONSOLIDATED COMMON STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME (continued) 

Common Treasury 
Shares (in thousands) Shares Shares 
Balance J a n u a r y 1 ,2004 '•- .. ^ • ^ .- - . - - 263,108 (478) 
Treasury stock acquired (190) 
I ssued;^ . / : . ' ..". 'i'^v'"/ lr.;:f:'.':'^";'; 

Stock issuance 6,814 
; :Emplo5^eestpck;purchaseplan • 35 — 

Long-term incentive plan 
Balance December 31,2004 
Treasury stock acquired 

Employee stock purchase plan 
Lx>ng-term incentivis pilah v '̂ 

Balance December 31, 2005 
Treasury stock acquired 
Issued: 

Employee stock purchase plan 
Long-term incentive plan 

Balance December 31, 2006 

1,337 
271,294 

38 
2,032 

273364 

37 
1,278 

274,679 

— 
(668) 
(73) 

(741) 
(284) 

(1,025) 

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

NISOURCE INC. 

Notes to Consolidated Financial Statements 

1. Nature of Operations and Summary of Significant Accounting Policies 

A. Company Structure and Principles of Consolidation. NiSource, a Delaware corporation, is a holding company whose subsidiaries 
provide namral gas, electricity and other products and services to approximately 3.8 mUlion customers located within a corridor that mns from 
the Gulf Coast through the Midwest to New England. NiSource is a holding company under the Public UtilityHoldingCompany Act of 2005. 
NiSource derives substantially aU of its revenues and earnings from the operating results of its 15 direct subsidiaries. 

The consolidated financial statements include the accounts of NiSource and its majority-owned subsidiaries afterthe elimination of all 
intercompany accounts and transactions. Investments for which at least a 20%) interest is owned, certain joint venmres and limited parmership 
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 as a result of the adoption in January 2003 of FIN No. 46R. 

B. Use of Estimates. The preparation of financial statements in conformity with generally accepted accounting principles 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 reported amounts of revenues and expenses during the reporting period. 
Acmal results could differ from those estimates. 

C. Cash, Cash Equivalents, and Restricted Cash. NiSource considers all investments with original mamrities 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 tmst 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 Consohdated Cash 
Flows. 

Restricted cash was $142.5 miUion and $33.9 million for the years ended December 31, 2006 and 2005, respectively. The increase in restricted 
cash was due primarUy to the decline in forward gas prices in the latter half of 2006 which resulted in increased margin deposits on open 
derivative contracts. 

D. Accounts Receivable and UnbUled Revenue. Accounts receivable 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 namral 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 bUling date through the last day of the month (balance sheet date). Factors taken into consideration when estunating unbiUed revenue 
include historical usage, customer rates and weather. Accounts receivable fluctuates from year to year depending upon seasonality and price 
voIatiUty. NiSource's accounts receivable on the Consolidated Balance Sheets includes unbilled revenue, less reserves, in the amounts of 
$250.2 miUion and $437.6 miUion for the years ended December 31,2006 and 2005, respectively. 

E. Investments in Debt and Equity Securities. NiSource's investments in debt and marketable 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 reflected as accumulated other comprehensive income. 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. 

At December 31, 2006 and 2005, approximately $39 miUion of investments were pledged as collateral for tmst accounts related to NiSource's 
wholly owned insurance company. 

F. Basis of Accounting for Rate-Regulated Subsidiaries. NiSource's rate-regulated subsidiaries follow the accounting and reporting 
requirements of SFAS No. 71. SFAS No. 71 provides that rate-regulated subsidiaries account for and report assets and liabilities consistent 
with the economic effect of the way in which regulators 
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estabUsh 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 reftmded to customers. 

In the event that regulation significantly changes the opportunity for NiSource to recover its costs in the frimre, all or a portion of NiSource's 
regulated operations may no longer meet the criteria for the application of SFAS No. 71. In such event, a write-down of all or a portion of 
NiSource's existmg regulatory assets and habilities 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 liabihties would be reported at the recoverable amounts. If unable to continue to apply 
the provisions of SFAS No. 71, NiSource would be required to apply the provisions of SFASNo, 101. In management's opinion, NiSource's 
regulated subsidiaries wiU be subject to SFAS No. 71 for the foreseeable future. 

Regulatory assets and liabilities were comprised of the following items: 

At December 31. (in millions) 2006 2005 

Assets 
Reacquisition premium on debt $ 19.9 $ 23.1 
R. M, Schahfer Unit 17 and Unit 18 carrying charges and deferred depreciation (see Note IH) 28.6 32.8 
Bailly scmbber carrying charges and deferred depreciation (see Note IH) 1.5 2.4 
Unrecognized pension benefit and OPEB cost (SFAS No. 158) 538.8 — 
Retirement income plan costs 31,7 38.9 
Other postretirement costs 122.0 137;0 
Environmental costs 31.6 25.7 
Regulatory effects of accounting for income taxes (see Note IV) 169.1 153.0 
Underrecovered gas and fuel costs 163.2 421.8 
Depreciation (see Note IH) 124.2 125.6 
Uncollectible accounts receivable deferred for fumre recovery 53.7 49.1, 
Percentage of Income Plan 108.6 95. 
Asset retirement obligations (see Note 6) 32.1 26.2 
Gas derivatives (SFAS No. 133 hedges) 62.6 —-
Other 75.7 72.3 

m 
Total A«sefc $1,5633 $1,203.1 
Liabilities 

Overrecovered gas and fuel costs 
Asset retirement obligations (see Note 6) 
Cost of Removal (see Note 6) 
Regulatory effects of accoimting for income taxes 
Transition capacity cost 
Emissions allowances 
Gas derivatives (SFASNo. 133 hedges) 
Other 

126.7 
129.8 

1,168;0 
40.9 
59.8 
133 
0.8 

11.7 

25.8 
117.8 

1,101.5 
187 
66.2 
10.9 
22.7 
22.5 

Toted LiabiUties S1,SS1.0 $1,386.1 

With the adoption of SFAS No. 158 NiSource determined that for certain rate-regulated subsidiaries the fumre recovery of pension and other 
postretirement plans costs is probable in accordance with the requirements of SFAS No. 71. These rate-regulated subsidiaries recorded amounts 
that would otherwise have been recorded to accumulated other comprehensive income to a regulatoty asset account. Refer to Note 2, "Recent 
Accounting Pronouncements," in the Notes to Consolidated Financial Statements for additional information. 
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Regulatory assets of approximately $ 1,383.0 miUion are not presentiy included in rate base and consequentiy are not earning a remm on 
investment. The regulatory assets covered by specific regulatory orders are being recovered as components of cost of service over a remaming 
life of up to 25 years. Regulatory assets of approximately $68.3 million require specific rate action. 

G. Utility Plant and Other Property and Related Depreciation and Maintenance. Property, plant and equipment (principally utility plant) 
are 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. 

For rate-regulated companies, an AFUDC is capitalized on aU classes of property except organization, land, autos, office equipment, tools and 
other general property purchases. The allowance is applied to constmction costs for that period of time between the date of the expendimre and 
the date on which such project is completed and placed in service. The pre-tax rate for AFUDC was 5.5% in 2006,2.5% in 2005, and 2.5%i in 
2004. Short-term borrowings were primarily used to fund constmction efforts for all three years presented. The increase in the 2006 AFUDC 
rate, as compared with 2005, was due to higher short-term interest rates and an increase in the level of funding capital projects with long-term 
financing and equity. 

The depreciation provisions for utUity plant, as a percentage of the original cost, for the periods ended December 31, 2006,2005 and 2004 were 
as follows: 

2006 2005 2004 

Electric Operations 
Gas Distribution and Transmission Operations 

3.6% 
2.8% 

3.5% 
2.9% 

3.5%. 
2.9%) 

The Whiting Clean Energy facility owned by PEI, a consolidated subsidiary of NiSource, is being depreciated on a straight-line basis over a 
40-year useful life. 

Generally, NiSource's subsidiaries follow the practice of charging maintenance and repafrs, including the cost of removal of minor items of 
property, to expense as incurred. When property that 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. 

H. Carrying Charges and Deferred Depreciation. Upon completion of units 17 and 18 at the R. M. Schahfer Generating Station, Northem 
Indiana capitalized the carrying charges and deferred depreciation in accordance with orders of the lURC, 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. 

Northem Indiana has capitalized carrying charges and deferred depreciation and certain operating expenses relating to its scmbber service 
agreement for its Bailly Generating Station in accordance with an order of the lURC. The accumulated balance of the deferred costs and related 
carrying charges is being amortized over the remaining life of the scmbber service agreement. 

In the Columbia of Ohio 1999 rate agreement, the PUCO authorized Columbia of Ohio to revise its depreciation accmal rates for the period 
January 1, 1999 through December 31, 2004. The revised depreciation rates were lower than those which would have been utilized if Columbia 
of Ohio were not subject to regulation and, accordingly, a regulatory asset had been established for the difference. The amount of depreciation 
that would have been recorded for 2004 had Columbia of Ohio not been subject to rate regulation is $36.4 million. 

In 2005, the PUCO authorized Columbia of Ohio to revise its depreciation accmal 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. Accordingly, 
the accumulated regulatory asset balance of $131.7 million through December 31, 2004 has been reduced in 2005 and 2006. The amount of 
depreciation that would have been recorded for 2005 had Columbia of Ohio not been subject to rate regulation is $35.2 miUion, a $6.1 million 
decrease over the $41.3 million reflected in rates. The amount of depreciation that would have been recorded for 2006 had Columbia of Ohio 
not been subject to rate regulation is $34.9 miUion, a $6.0 million decrease over the $40.9 miUion reflected in rates. Consequently, the 
regulatory asset was $119.6 million as of December 31, 2006. 
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I. Amortization of Software Costs. External and intemal costs associated with computer software developed for intemal use are capitalized. 
Capitalization of such costs commences upon the completion of the preliminary stage of each project in accordance with SOP 98-1. Once the 
installed software is ready for its intended use, such capitalized costs are amortized on a straight-line basis generally over a period of five years. 
NiSource amortized $20.6 miUion in 2006, $28.3 miUion in 2005 and $35.0 million in 2004 related to software costs. 

J. Goodwill and Intangible Assets. NiSource has approximately $4.1 bUlion in goodwiU 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 aUocations associated with 
the acquisitions of Bay State, Northem Utilities, which is a subsidiary of Bay State, and Granite, all of which are wholly owned subsidiaries of 
NiSource, which are being amortized over forty years from the date of acquisition. NiSource accounts for its intangible assets, including 
goodwill, in accordance witii SFAS No. 142. Refer to Note 5, "GoodwiU and Other Intangible Assets," m the Notes to Consohdated Financial 
Statements for additional information. 

K. Long-lived Assets. NiSource's Consolidated Balance Sheets contains significant long-lived assets other than goodwiU and intangible assets 
discussed above which are not subject to recovery under SFAS No. 71. As a result, NiSource assesses the carrying amount and potential 
eamings of these assets whenever events or changes in circumstances indicate that the carrying value could be impaired as per SFAS No. 144. 

PEI's Whiting Clean Energy project at BP's Whiting, Indiana refinery was placed in service in 2002. Because of continued losses from 
Whiting Clean Energy and tiie amended terms of the agreement between Whiting Clean Energy and BP (discussed below), an impairment 
smdy was performed during 2006. Under the provisions of SFAS No. 144, 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 carrying amount of the long lived asset to the sum of 
the undiscounted cash flows expected to result from the use and evenmal disposition of the asset. The smdy indicated that no impairment was 
necessary. 

On December 18, 2006, Whiting Clean Energy and BP executed Amendment IV which materially amended the terms of the ESA under which 
Whiting Clean Energy provides steam to BP. The agreement specifies a planned termination of the ESA at the end of 2009, with options for BP 
to extend the term one additional year under renegotiated steam pricing. Whiting Clean Energy accmed $17.0 mUlion incests associated with 
contract termination terms under the agreement. In addition, Amendment IV provides BP an option, valid for 180 days from the Amendment's 
effective date, for BP to purchase the facility free of liens for $100 miUion. Management believes it is unlikely that BP will exercise this optio; 
The carrying amount of the Whiting Clean Energy facility is approximately $275 miUion. 

In the second quarter of2005, NiSource recognized a $10.9 million impairment for certain obsolete software systems due to the outsourcmg 
initiative with IBM. 

L. Revenue Recognition. With the exception of amounts recognized for energy trading activities, revenues are recorded as products and 
services are delivered. Utility revenues are billed to customers monthly on a cycle basis. Revenues are recorded on the accmal basis and 
include estimates for electricity and gas delivered. Cash received in advance from sales of commodities to be delivered in the fumre is recorded 
as deferred revenue and recognized as income upon delivery of the commodities. 

Revenues relating to energy trading operations are recorded based upon changes in the fair values, net of reserves, of the related energy trading 
contracts. Changes in the fair values of energy trading contracts are recognized in revenues net of associated costs. Gains and losses relatmg to 
non-trading derivatives designated as cash flow or fair value hedges are reported on a gross basis, upon settlement, in the same income 
statement category as the related hedged item. Normal purchase or sale contracts are reported on a gross basis upon settlement and recorded in 
the corresponding income statement category based on coinmodity type. 
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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. 

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 Compulation 2006 2005 2004 

DenotninatOT (thousands) 
Basic average common shares outstanding 
Dilutive potential common shares >\ 

Nonqualified stock options 
Shares contingently issuable under employee stock plans 
Shares restricted under employee stock plans 

272,560 271,282 263,682 

115 
548 
137 

359 
884 
509 

162 
1,069 
618 

Diluted Average Common Shares 273,360 273,034 265.531 

N. Estimated Rate Refunds. Certain rate-regulated subsidiaries collect revenues subject to refund pending final determination in rate 
proceedings. In connection 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 outcome. 

O. Accounts Receivable Sales Program. NiSource enters into agreements with third parties to seU certain accounts receivable without 
recourse. These sales are reflected as reductions of accounts receivable in the accompanying Consolidated Balance Sheets and as operating 
cash flows in the accompanying Statements of Consolidated Cash Flows. The costs of these programs, which are based upon the purchasers' 
level of investment and borrowing costs, are charged to Other, net in the accompanying Statements of Consolidated Income. 

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 tiirough operation of a fuel adjustment clause. As prescribed by order of the lURC appUcable 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 fumre three-
month period. If two stamtory requirements relating to expense and remm levels are satisfied, any under-recovery or over-recovery caused by 
variances between estimated and acmal costs in a given three-month period are recorded as adjustments to revenue and wUl be included in a 
fumre filing. Northem Indiana records any under-recoveiy or over-recovery as a current regulatory asset or liability until such time as it is 
billed or refunded to its customers. The fiiel adjustment factor is subject to a quarterly hearing by the lURC and remains in effect for a three-
month period. 

Q. Gas Cost Adjustment Clause. All of NiSource's Gas Distribution Operations subsidiaries except for Northem Indiana defer most 
differences between gas purchase costs and the recovery of such costs in revenues, and adjust fumre biflings for such deferrals on a basis 
consistent with applicable state-approved tariff previsions. Northem Indiana adjusts its revenues for differences between amounts coUected 
from customers and actual gas costs and adjusts fiiture billuigs 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 metiiodology are used to value natural gas in storage. The 
application of different methodologies is due to the acquisition of Bay State. Bay State uses the weighted average cost of gas method,as 
approved by stale regulators, in setting its rates while both Northem Indiana and the Columbia subsidiaries use the LIFO methodology when 
setting rates in their respective jurisdictions. Inventory valued using LIFO was $471.5 miUion and $445.4 million at December 31, 2006, and 
2005, respectively. Based on the average cost of gas using the LIFO method, the estimated replacement cost of gas in storage at December 31, 
2006 and December 31, 2005, exceeded the stated LIFO cost by $363.0 million and $922.4 million, respectively. Inventory valued using the 
weighted average methodology was $79.0 miUion at December 31, 2006 and $81.5 mUlion at December 31, 2005. 
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S. Accounting for Exchange and Balancing Arrangements of Natural Gas. NiSource's Gas Transmission and Storage and Gas Distribution 
Operations subsidiaries enter into balancing and exchange arrangements of namral gas as part of their operations and off-system sales 
programs. NiSource records a receivable or payable for tiieir respective cumulative gas imbalances and for any gas borrowed or lent under an 
exchange agreement. These receivables and payables are recorded as "Exchange gas receivable" or "Exchange gas payable" on NiSource's 
Consohdated Balance Sheets, as appropriate. 

T. Accounting for Emissions AUowances. Northern Indiana has obtained S02 and NOx emissions allowances from the EPA based upon its 
electric generation operations that the utUity may sell, trade or hold for fumre 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. The utility defers proceeds 
from the sale of certain allowances as regulatory liabilities to be applied for customer benefit. The sale of other allowances not used due to 
investments made by NiSource in poUution control assets and services are reflected in eamings 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. 

U. Accounting for Risk Management and Energy Trading Activities. SFAS No. 133 establishes accounting and reporting standards for 
derivative instmments, including certain derivative instmments embedded in other contracts (collectively referred to as derivatives) and for 
hedging activities. SFAS No. 133 requires an entity to recognize aU derivatives as either assets or liabilities on the Consolidated Balance Sheets 
at fair value, unless such contracts are exempted as normal 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. 

NiSource uses a variety of derivative instmments (exchange traded fumres and options, physical forwards and options, financial commodity 
swaps, and interest rate swaps) to effectively manage its commodity price risk and interest rate risk exposure. If certain conditions are met, a 
derivative may be specifically designated as (a) a hedge of the exposure to changes in the fair value of a recognized asset or liability or an 
unrecognized firm commitment, or (b) a hedge of the exposure to variable cash flows of a forecasted transaction. In order for a derivative 
contract to be designated as a hedge, the relationship between the hedging instmment 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 recognized currently in eamings. 

Unrealized and realized gains and losses are recognized each period as components of accumulated other comprehensive income, regulatory 
assets and liabilities or eamings depending on the namre 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 and are recognized in eamings concurrent 
with the disposition of the hedged risks. If a forecasted transaction corresponding to a cash flow hedge is not expected to occur, the 
accumulated gains or losses on the derivative are recognized currently in eamings. For fair value hedges, the gains and losses are recorded in 
eamings 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 liabUities or assets and recognize such gains or losses in eamings when both the 
contracts settle and the physical commodity flows. These gains and losses recognized in eamings are then subsequently recovered in revenues 
through rates. When gains and losses are recognized in eamings, they are recognized in cost of sales for derivatives that correspond to 
commodity risk activities and are recognized in interest expense for derivatives that correspond to interest-rate risk activities. 

Energy trading activities refers to energy contracts entered into with the objective of generating profits on, or from exposure to, shifts or 
changes in market prices. NiSource evaluates the contracts of its trading operations in accordance with the criteria for derivative contracts 
under SFAS No. 133. Trading contracts not meeting the criteria to be accounted for as derivatives under SFAS No. 133 are recorded at fair 
value under EITF No. 02-03. EITF No. 02-03 indicates that when certain trading criteria are met, energy contracts, including "energy-related 
contracts" such as tolling, transportation and storage contracts, should be accounted for at fair value (marked to market) along with any related 
derivative contracts. The resulting gains and losses resulting from marking these contracts to fair value are reported on a net basis and included 
currently in eamings. Refer to Note 8, "Risk Management and Energy Trading Activities," in the Notes to Consohdated Financial Statements 
for further information. 
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V. Income Taxes and Investment Tax Credits. NiSource records income taxes to recognize full interperiod tax aUocations. Under the 
liability method, deferred income taxes are provided for the tax consequences of temporary differences by applying enacted stamtory tax rates 
applicable to fumre 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 and are being amortized over the life of the related 
properties to conform to regulatory policy. 

To the extent certain deferred income taxes of the regulated companies are recoverable or payable through fumre rates, regulatory assets and 
liabUities 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 credit to ratepayers deferred income 
taxes provided at rates higher than the current federal income tax rate currently being credited to ratepayers using the average rate assumption 
method and unamortized deferred investment tax credits. 

NiSource files consolidated federal and state income tax remms with certain of its affiliated companies. NiSource and its subsidiaries are 
parties to a tax allocation agreement under which the consolidated tax is allocated among the members of the group in proportion to each 
member's relative contribution to the group's consolidated tax liability. In addition, the separate company tax benefits associated with 
NiSource's tax losses, excluding tax benefits from interest expense on acquisition debt, are allocated to NiSource's subsidiaries with separate 
remm tax. 

W. Environmental Expenditures. NiSource accmes for costs associated with environmental remediation obligations when the incurrence of 
such costs is probable and the amounts can be reasonably estimated, regardless of when the expendimres are actually made. The undiscounted 
estimated fumre expendimres are based on currently enacted laws and regulations, existing technology and estunated site-specific costs where 
assumptions may be made about the namre and extent of site contamination, the extent of cleanup efforts, costs of alternative cleanup methods 
and other variables. The hability is adjusted as further information is discovered or circumstances change. The reserves for estimated 
environmental expenditures are recorded on the Consolidated Balance Sheets in "Other accmals" for short-term portions of these liabilities and 
"Other noncurrent liabilities" for the respective long-term portions of these liabilities. Rate-regulated subsidiaries applying SFAS No. 71 
establish regulatory assets on the Consolidated Balance Sheets to the extent that fumre recovery of environmental remediation costs is probable 
through the regulatory process. 

In addition, Northem Indiana received approval from the lURC in 2003 to recover costs associated witii environmental compliance programs 
for NOx pollution-reduction equipment at Northem Indiana's generating stations. Refer to Note 7, "Regulatory Matters," 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 liabihties 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 "Other taxes" expense. 

2. Recent Accounting Pronouncements 

Recently Adopted_ Accounting Pronouncements 

SFASNo. 158 — Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans. En September 2006, the FASB 
issued SFAS No. 158 to improve existing reporting for defined benefit posfretirement plans by requiring employers to recognize in the 
statement of financial position the overfunded or underfunded stams of a defined benefit postretirement plan, among other changes. In the 
fourth quarter of 2006, NiSource adopted the provisions of SFAS No. 158 requiring employers to recognize in the statement of financial 
position the overfimded or underfunded stams of a defmed benefit postretirement plan, measured as the difference between the fair value of the 
plan assets and the benefit obligation. Based on the measurement of the various defmed benefit 
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pension and other postretirement plans' ^sets and benefit obligations at September 30, 2006, the pretax impact of adopting SFAS No. 158 
decreased intangible assets by $46.5 million, decreased deferred charges and other assets by $1.1 miUion, increased regulatory assets by 
$538.8 million, increased accumulated other comprehensive income by $239.8 million and increased accmed liabilities for postretirement and 
postemployment benefits by $251.4 million. With the adoption of SFAS No. 158 NiSource determined that for certain rate-regulated 
subsidiaries the fiimre recovery of pension and other postretirement plans costs is probable in accordance with the requirements of SFAS 
No. 71. These rate-regulated subsidiaries recorded regulatory assets and liabilities that would otherwise have been recorded to accumulated 
other comprehensive income. In addition, NiSource recorded a reduction in deferred income taxes of approximately $96 million. NiSource wiU 
early adopt the SFAS No. 158 measurement date provisions in the first quarter of 2007 requiring employers to measure plan assets and benefit 
obligations as of the fiscal year-end. Upon adopting the measurement date provisions of SFAS No. 158 in the first quarter of 2007, NiSource 
will decrease its accmed liabilities for postretirement and postemployment benefits by approximately $89 million and increase its deferred 
charges and other assets by approximately $9 miUion. In addition, 2007 expense for pension and postretirement benefits will reflect the updated 
measurement date valuations. 

SAB No. 108 — Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial 
Statements. In September 2006, the SEC issued SAB No. 108 to provide guidance on how prior year misstatements should be considered when 
quantifying misstatements in current year financial statements. SAB No. 108 became effective for periods ending after November 15, 2006. 
There were no impacts to NiSource's consolidated financial statements as a result of the adoption of SAB No. 108. 

SFASNo. 123 (revised 2004) — Share-Based Payment Effective January 1, 2006, NiSource adopted SFAS No. 123R using the modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on the date 
of grant and recognition of compensation over the service period for awards expected to vest. In accordance with the modified prospective 
transition method, NiSource's consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFAS No. 123R. Prior to the adoption of SFAS No. 123R, NiSource applied the inbrinsic value method of APB No. 25 for awards 
granted under its stock-based compensation plans and compUed witii the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

When it adopted SFAS No. 123R in the first quarter of 2006, NiSource recognized a cumulative effect of change in accounting principle of 
$0.4 miUion, net of income taxes, which reflected the net cumulative impact of estimating fumre forfeimres in the determination of period 
expense, rather than recording forfeimres when they occur as previously permitted. Other than the requirement for expensing stock options, 
outstanding share-based awards will continue to be accounted for substantially as they are currentiy. As of December 31, 2006, tbe total 
remaining unrecognized compensation cost related to non-vested awards amounted to $5.1 million, which wUl be amortized over the weighted 
average remaining requisite service period of 2.6 years. The following table illustrates the effect on net income and EPS as if NiSource had 
apphed the fair value recognition provisions of SFAS No. 123 to stock-based employee compensation for 2005 and 2004. 

(in millions, except per share data) 2005 2004 

Net Income 
As reported $ 306.5 $ 4363 
Add: Stock-basediempipyeie compensation expense intiluded in reported net income, net of related tax 

memW:-yy-^Z}/''-% 'iZyyijZ "'[y 'Z '̂̂ Zy^-.^MZMl-} :£\ 4.5 S.\ 

Less: Total stock-based employee compensation expense determined under the fair value method for 
; aU awards, net of tax \ (10.7) (11.5) 

Pro forma $ 3003 S 429.9 

Earnings per share 
Basic — as reported 

— pro forma 
Diluted — as reported 

— pro forma 

$ 

$ 

1.13 
1.11 
1.12 
1,10 

- $ 

$ 

1.65 
1.63 
1.64 
1.62 
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SFAS No. 154 — Accounting Changes and Error Corrections. In May 2005, tiie FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15, 2005. SFAS No. 154 establishes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting principle, and for the reporting of an error correction. Effective January 1, 2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource's consolidated financial statements as a result of the adoption of SFAS No,. 154. 

FIN 47 — Accounting for Conditional Asset Retirement Obligations. In March 2005, the FASB issued FIN 47 to clarify die accounting for 
conditional asset retirement obligations and to provide additional guidance for when an entity would have sufficient information to reasonably 
estimate the fair value of an asset retirement obligation, as used in SFAS No. 143. This interpretation is effective for fiscal years ending after 
December 15, 2005. NiSource adopted FIN 47 in the fourth quarter 2005. Refer to Note 6, "Asset Retirement Obligations," in the Notes to 
Consolidated Financial Statements for additional information. 

Recentiy Issued Accounting Pronouncements 

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

F IN 48 — Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the diversity in practice associated 
with certain aspects of the recognition and measurement requirements related to accounting for income taxes. Specifically, this interpretation 
requires that a tax position meet a "more-likely-than-not recognition threshold" for the benefit of an uncertain tax position to be recognized in 
the fmancial statements and requires that benefit to be measured at the largest amount of benefit that is greater than 50% likely of being 
realized upon ultimate settiement. When determining whether a tax position meets this 50% threshold, it is to be based on whether it is 
probable of being sustained on audit by the appropriate taxing authorities, based solely on the technical merits of the position. This 
interpretation is effective for fiscal years begirming after December 15, 2006. NiSource wiU adopt the provisions of FIN 48 in the first quarter 

J of 2007. NiSource is currentiy reviewing the provisions of this interpretation to determine the impact it may have on its Consolidated Financial 
Statements and Notes to Consolidated Financial Statements. 

3. Restructuring Activities 

During the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under which IBM will provide a 
broad range of business transformation and outsourcing services to NiSource. The service and outsourcing agreement is for ten years with a 
transition period that ended on December 31, 2006. As of December 31, 2006, 872 employees were terminated as a result of the agreement 
with [BM, of whom 554 became employees of IBM. During the year 2006, 194 employees were terminated, 10 of whom became employees of 
IBM. Adjustments to the restmcmring liability were recorded mainly for changes in estimated expenses related to the outsourcing initiative, 
and are reflected in "Operation and maintenance" expense on the Statements of Consolidated Income. 

In tiie fourth quarter of 2005, NiSource announced a plan to reduce its executive ranks by approximately I5%i to 20% of the top-level executive 
group. As of December 31, 2006, the employment of 12 employees terminated as a result of the executive initiative, all of whom were 
terminated during 2006. In part, this reduction has come through anticipated attrition and consolidation of basic positions. 

In previous years, NiSource implemented restmcmring initiatives to streamline its operations and realize efficiencies as a result of the 
acquisition of Columbia. In 2000, these restmcmring initiatives included a severance program, a voluntary early retirement program, and a 
transition plan to implement operational efficiencies throughout the 
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company. In 2001, NiSource's restmcmring initiatives focused on creating operating efficiencies in the Gas Distribution and the Electric 
Operations segments and included the closure of the Mitchell Station in Gary, Indiana. During 2002, NiSource implemented a restmcmring 
initiative which resulted in employee terminations throughout the organization mainly affecting executive and other management-level 
employees. As of December 31, 2006, 1,566 employees were terminated, of whom no employees were terminated during the year ended 
December 31, 2006. In the third quarter of 2006, an adjustment was made to the restmcmring reserve for leased office space, reducing the 
reserve by $5.2 million as a result of the change in utilization of office space. This adjustment is reflected in "Operation and maintenance" 
expense on the Statements of Consolidated Income. Of the $3.8 million remaining restmcmring liability from the Columbia merger and related 
initiatives, $3.5 million is related to facility exit costs. 

Restmcmring reserve by restmcmring initiative: 

(in millions) 

Outsoureing:initiatiye :: ;• / 
Executive initiative 
Cdhinibiaanergei^anfelatedMtiativ^s-:?^: ;̂^ : ' - •-
Total 

Balance at 
December 31, 2005 

• • • : . : ' > : . ^ : 1 1 . 5 

2.9 
: x^r:fWyy^yyhMJ'Z^y^'^Wii 

$ 24.5 

Benefits Paid 

$ 

$ 

(7.0) 
(2.5) 
(3.8) 

(133) 

Adiustments 

$ 

$ 

(2.4) 
0.8 

(2.5) 

(4.1) 

Balance at 
December 31. 2006 

$ 2,1 
1.2 
3.8 

$ 7.1 

4. Discontinued Operations and Assets and Liabilities Held for Sale 

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

fin millinn<:) 

Assets of discontinued operations 
and held for sale 
Property, plant and equipmcnl, net 
Other assets 
Assets of discontinued operations and 
held for sale 
Liabilities of discontinued operations 
and held for sale 
Accounts payable 
Debt 
Other liabilities 
Liabilities of discontinued operations 
and held for sale 

NDC 
Douglas 

Properties 

$ 10.4 
1.2 

11.6 

(0.4) 
(10.0) 

(1.5) 

$ (11.9) 

NiSource 
Corporate 
Services 

$ 127 
— 

n.i 

— 
— 
— 

$ — 

NiSource 
Development 

Company 

$ 1.8 
— 

1.8 

— 
— 
— 

'$ — 

Lake Erie 
Und 

$ 4.3 
0.2 

4.5 

— 
— 
— 

$ ~-

Columbia 
Transmission 

$ 12.4 
— 

12.4 

— 
— 
— 

$ — 

$ 

$ 

Total 

4 1 . 6 -
1.4| 

^ 
43.0 

(0.4) 
(10.0) 

(1.5) 

(11.9) 
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The assets and liabilities of discontinued operations and held for sale on the Consolidated Balance Sheet at December 31,2005 were: 

(in millions) Lake Erie Land 
Columbia 

Transmission Total 

Assets of discontinued operations and held for sale 
Property, plant and equipment, net 
Other assets 

163 
13 

17.0 333 
- 13 

Assets of discontinued operations and held for sale 17.6 17.0 34.6 

Liabilities of discontinued operations and held for sale 
Other liabilities 
Liabilities of discontinued operations andheld for sale — : • : : : % • 

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

NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its low income housing 
investments. Two of these investments were disposed of during 2006 and three other investments are expected to be sold or disposed of during 
2007. An impairment loss of $2.3 million was recorded in the first half of 2006, due to the current book value exceeding the estimated fair 
value of these investments. NiSource has accounted for the investments to be sold as assets and liabilities of discontinued operations. 

NiSource Corporate Services is in the process of selling its Marble Cliff facility. An impairment loss of $2.5 mUlion was recognized in the first 
quarter of 2006 due to the current book value exceeding the estimated fair value of the facility. NiSource has accounted for this facility as 
assets held for sale. Additionally, in the third quarter of 2006 NiSource Corporate Services sold a corporate aircraft for its book value of 
$9.6 million. An impairment loss of $0.9 million was recognized for the corporate aircraft that was accounted for as assets held for sale in the 
second quarter of 2006. 

NiSource Development Company is in the process of selling its Northern Indiana headquarters facility. NiSource has accounted for this facility 
as assets held for sale. 

In March 2005, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. In June 2006, the assets of the Sand 
Creek Golf Club, valued at $11.9 mUlion, and additional properties were sold to a private real estate development group. An after-tax loss of 
$0.2 million was recorded in June 2006. As a result of the June 2006 transaction, property estimated to be sold to die private developer during 
the next twelve months has been recorded as assets held for sale. 

Columbia Transmission is in the process of selling certain facilities that are non-core to the operation of the pipeline system. NiSource has 
accounted for tiie assets of these facilities as assets held for sale. On October 16,2006, Columbia Transmission sold assets for net book value 
of $4.2 million, which were previously reported as assets held for sale. Based on discussion with the potential buyer, NiSource does not believe 
that it is likely to sell certain assets formerly held by Transcom that were valued at $6.1 million. These assets were written down to zero in 
June 2005. 
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Results from discontinued operations from NDC Douglas Properties low income housing investments, the golf course assets of Lake Erie Land 
and adjustments for NiSource's former exploration and production subsidiary, CER, Transcom, Primary Energy and water utilities are provided 
in the following table: 

Year ended December 31, (in millions) 

Revenues from Discontinued Operations 

Loss from discontinued operations 
Inc6t^^taX}beilifit::: '^'-r;i>^r' :::^''' "•"';̂ ^̂  "\''v^^r-:..:: 

Net Income (Loss) from Discontinued Operations 

2006 

^ - ^ : - y % : - y 5 . 9 y i 

(47.8) 
(16.1) 

$ (31.7) 

: S: 

$ 

2005 

^ ^ . :T; - :F : ; 

(32.1) 
(113) 
(20.8) 

2004 

-7c :̂$'\v :>9M 

(15.1) 
(18.4) 

$ 33 

The loss from discontinued operations in 2006 was primarily die result of an increase to legal reserves and the sale of certain low-income 
housing investments. The loss from discontinued operations in 2005 included changes to reserves for contingencies primarily related to CER 
and an impairment of assets related to Transcom. 

5. Goodwill and Other Intangible Assets 

NiSource's goodwiU assets at December 31,2006 pertaining to the acquisition of Columbia on November 1, 2000, were $3,658.5 million. The 
goodwiU balances at December 31,2006 for Northem Indiana Fuel and Light and Kokomo Gas were $13.3 million and $5.5 million, 
respectively. 

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

The results of the June 30, 2005 impairment test uidicated that no impairment charge was required for the goodwiU related to the purchase of ^ ^ B 
Columbia or Northern Indiana Fuel and Light, and that an impairment charge of $10.9 miUion was required for goodwiU related to the p u r c h a ^ P F 
of Kokomo Gas. This impairment charge was recorded in June 2005 and is reflected in operating expenses as an "Impairment and (gain) loss 
on sale of assets" on the Statements of Consolidated Income. Factors contributing to this charge were a reduction in the "regulatory eamings 
bank" and limitations on ftimre operating income growth. 

NiSource's Intangible assets, apart from goodwill, consist of franchise rights, which were identified as part of the purchase price allocations 
associated with the acquisitions of Bay State, Northem Utihties, which is a subsidiary of Bay State, and Granite, These amounts were 
$435.7 miUion and $449.3 mUlion, net of amortization of $109.7 miUion and $96.1 million, at December 31, 2006, and 2005, respectively, and 
are being amortized over forty years from the date of acquisition. NiSource had approximately $46.5 mUlion of other intangible assets recorded 
at December 31,2005 reflecting the additional minimum liability associated with the unrecognized service cost of the pension plans pursuant to 
SFAS No. 87. 

6. Asset Retirement Obligations 

NiSource has accounted for retirement obligations on its assets since January 1, 2003 with the adoption of SFAS No. 143. In the fourth quarter 
2005, NiSource adopted the provisions of FIN 47, which broadened the scope of SFAS No. 143 to include contingent asset retuement 
obligations and it also provided additional guidance for the measurement of the asset retirement habilities. This accounting standard and the 
related interpretation require entities to record the fair value of a liability for an asset retirement obligation in the period in which it is incurred. 
When the liability is initially recorded, the entity capitalizes the cost, thereby increasing the carrying amount of the related long-lived asset. 
Over time, the liability is accreted, and the capitahzed cost is depreciated over the useful life of the related asset. The rate-regulated subsidiaries 
defer the difference between the amount recognized for depreciation and accretion and the amount coUected in rates as required pursuant to 
SFAS No. 71 for those amounts it has coUected in rates or expects to coUect in fumre rates. 
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Changes in NiSource's liability for asset retirement obligations for the years 2006 and 2005 are presented in the table below: 

(in millions) 2006 2005 

BeginningBalance 
Additions 
Settiements 
Accretion 

Ending Balance 

S 119.8 
6.6 

• ^ - X3.7) -. 
8.9 

-^•^ • - % 131:6 . : 

$ 9.3 
110.0 

• • — " 

0.5 
$ 119:8 

NiSource has recognized asset retirement obligations associated with various obligations including costs to remove and dispose of certain 
constmction materials located within many of NiSource's facihties, 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 and a landfill, obUgation to remm leased rail cars to specified conditions and the removal costs of certain facilities and off
shore platforms, 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, these assets are land assets with indeterminable lives. Additionally, 
NiSource has a significant obUgation associated with the decommissioning of its two hydro facUities located in Indiana. However, these assets 
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. 

For the twelve months ended December 31, 2006, NiSource accmed $8.9 million of accretion, of which $1.1 miUion was expensed and 
$7.8 miUion was recorded as a regulatory asset. For twelve months ended December 31, 2005, NiSource accmed $0.5 miUion of accretion, of 
which $0.3 million was expensed and $0.2 miUion was recorded as a regulatory asset. 

7. Regulatory Matters 

Gas Distribution Operations Related Matters 

Significant Rate Developments. On Febmary 1,2007, Columbia of Kenmcky filed a base rate case requesting an increase in rates of 
$12.6 miUion, or approximately 8%. Included in the filing is a request for approval of an accelerated main replacement cost recovery 
mechanism, in order to facilitate replacement of certain parts of Columbia of Kenmcky's natural gas distribution system. Also, included are 
proposals to help offset the effects of recent usage declines and increased customer attrition. Hearings are expected to be held in the second 
quarter of 2007, with new rates expected to be in effect by the third quarter. 

On November 2, 2005, Columbia of Virginia filed an Application with tiie VSCC for approval of a PBR plan, which would freeze non-gas cost 
rates at their current levels for five years begirming January 1, 2006. The VSCC issued a Preliminary Order on November 9, 2005 that docketed 
the PBR plan and simultaneously initiated an investigation ("Investigation") into the jusmess and reasonableness of Columbia of Virginia's 
current rates, charges and terms and conditions of service . On December 12,2006, Columbia of Virginia, VSCC Staff and aU parties to the 
proceedings presented a comprehensive settlement resolving aU issues m the proceedings. The Hearing Examiner recommended approval of the 
settiement in a report issued December 21, 2006 and the VSCC approved the settlement by Order issued December 28,2006, Among other 
things, the settiement, which became effective January 1, 2007, establishes a PBR for a four-year period, freezing Columbia of Virginia's non-
gas rates at their current levels and setting up an eamings sharing mechanism and temporary rate credits during the PBR plan period, and 
contains a commitment by Columbia of Virginia to expand its system to continue to meet growth needs. 
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On July 13, 2005, Northern Indiana and other parties filed a joint Stipulation and Settiement Agreement with the lURC resolving all terms of a 
new gas ARP program. The lURC approved the Settiement on January 31, 2006. The new ARP is effective May 1,2006 through April 30, 
2010. The new ARP continues key products and services including Northem Indiana's Choice program for customers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northern Indiana and the settling parties also agreed to a moratorium on base rates with the ability to address certain defined issues during the 
term of this agreement. 

In mid 2006, Northem Indiana filed a petition which simplifies gas distribution rates, stabilizes revenues and provides for energy efficiency 
funding. Northem Indiana filed its detailed case m this proceeding in January 2007, based upon lengthy and detailed discussion with 
stakeholders. All parties requested and the lURC has granted an expedited schedule in this proceeding, Northem Indiana expects a final order 
in the cause in the second quarter of 2007. 

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 regulatoty proceedings. All states require periodic review of acmal gas procurement activity to 
determine pmdence and to permit the recovery of pmdentiy incurred costs related to the supply of gas for customers. NiSource distribution 
companies have historicaify been found pmdent in the procurement of gas supplies to serve customers. 

Certain operating costs of the NiSource distribution companies are significant, recurring in namre, and generally outside the control of the 
distribution companies. Some states allow the recovery of such costs via cost tracking mechanisms. Such tracking mechanisms allow for 
abbreviated regulatory proceedings in order for the distribution companies to implement charges and recover appropriate costs. Tracking 
mechanisms allow for more timely recovery of such costs as compared with more traditional cost recovery mechanisms. Examples of such 
mechanisms include gas cost recovery adjustment mechanisms, tax riders, and bad debt recovery mechanisms. Gas Distribution Operations 
revenue is increased by the implementation and recovery of costs via such tracking mechanisms. 

Comparability of Gas Distribution Operations line item operating results is impacted by these regulatory trackers that allow for the recovery in 
rates of certain costs such as bad debt expenses. Increases in the expenses that are the subject of trackers result in a corresponding increase in 
net revenues and therefore have essentially no impact on total operating income results. Operating expenses increased by S50.5 million for 
expenses which are subject to such trackers and are therefore primarily offset by a corresponding increase to net revenues reflecting recovery of 
certain costs. 

Certain types of namral gas risers, which are owned by customers, on Columbia of Ohio's distribution system have been evaluated imder a 
smdy required by the PUCO, and have been found to be prone to leak namral gas under certain conditions. On Febmary 1, 2007, Columbia of 
Ohio announced plans to identify and replace these certain types of risers on its distribution system. Columbia of Ohio estimates that the cost to 
identify and replace the risers will approximate $200 million, and will be seeking approval to implement an infrastmcmre replacement program 
cost recovery mechanism. 

Customer Usage. The NiSource distribution companies continue to experience declining usage by customers, due m large part to the 
sensitivity of sales to historically high commodity prices. A significant portion of tib^e LDCs operating costs are fixed in namre. Historically, 
rate design at the distribution level has been stmcmred such that a large portion of cost recovety is based upon throughput, rather than in a fixed 
charge. Many of NiSource's LDCs are evaluating mechanisms that would "de-couple" the recovery of fixed costs from throughput, and 
implement recovery mechanisms that more closely link the recovety of fixed costs with fixed charges. Each of the states that the NiSource 
LDCs operate in has different requirements regarding the procedure for establishing such changes. 

Gas Transmission and Storage Operations Regulatory Matters 

Significant FERC Developments. On June 30, 2005, the FERC issued the "Order on Accounting for Pipeline Assessment Costs." This 
guidance was issued by the FERC to address consistent application across the industry for accounting of the DOT's Integrity Management 
Rule. The effective date of the guidance was Januaty 1, 2006 after 
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which all assessment costs have been recorded as operating expenses. Importantly, the mle specifically provides that amounts capitalized in 
periods prior to January 1, 2006 will be permitted to remain as recorded. In November, 2005, the INGAA sought review of the matter before 
the U. S, Court of Appeals for the D.C. Circuit (INGAA V. FERC, No. 05-1426). Oral Argument was presented before the Court on 
January 16, 2007 and a mling is currently pending. 

On July 20, 2006, the FERC issued a declaratoty order in response to a petition filed by Tennessee Gas Pipeline. The petition related to a 
Tennessee Gas Pipeline request to establish an interconnection with the Columbia Gulf operated portion of the Blue Water Pipeline system. 
Columbia Gulf has a long-standing practice of providing interconnections with other interstate pipelines only as long as there is an 
interconnection agreement in place that governs the mles of the interconnection. Among other things, these agreements help protect the 
integrity of Columbia Gulfs system and the reliability of service to its customers. The FERC mled that Termessee Gas Pipeline's 
interconnection request should be govemed by the existing Blue Water Pipeline Operating Agreement between Columbia Gulf and Tennessee 
Gas Pipeline. Columbia Gulf constmcted the necessary taps and Tennessee Gas Pipeline then completed its portion of the interconnection 
facilities. The interconnection was ready to flow gas on October 1, 2006. On December 29, 2006, Columbia Gulf filed in the D.C. Circuit Court 
of Appeals a Petition for Review of the Commission's July 20, 2006 order and a subsequent order denying Columbia Gulf s Request for 
Rehearing. 

In the declaratoty order, the FERC also referred the matter to the Office of Enforcement to determine if there should be any action taken 
against Columbia Gulf for faUing to comply with prior orders that directed Columbia Gulf to allow Tennessee Gas Pipeline to make an 
interconnection. While disappointed with the FERC's referral of this matter to the Office of Enforcement, Columbia Gulf has cooperated with 
the Office of Enforcement's investigation. Columbia Gulf expects the staff will complete its investigation in the near fiimre, but is unable to 
predict the outcome at this time. 

Proposed MiUennium Pipeline Project. Millennium received FERC approval for a pipeUne project, in which Columbia Transmission is 
participating and wiU serve as operator, which wiU provide access to a number of supply and storage basins and the Dawn, Ontario trading hub. 
The reconfigured project, which was approved by the FERC in a certificate order issued December 21, 2006, wiU begin at an interconnect with 
Empire, an existing pipeline that originates at the Canadian border and extends easterly towards Syracuse, New York. Empire will constmct a 
lateral pipeline southward to connect with Millennium near Coming, New York. Millennium will extend eastward to an interconnect with 
Algonquin Gas Transmission Co. at Ramapo, New York. 

The certificate order approved the project costs related to the constmction and development of the Millennium project as described above. The 
order also approved the vacating of portions of the original September 2002 Millennium certificate that related to other facilities. 

The MiUennium owners no longer believe the recovery of the capitalized costs related to the vacated portions of the project is probable. 
Therefore, Millennium has fully reserved the capitalized costs related to the development of the vacated portions. NiSource's Gas Transmission 
and Storage Operations segment recorded a $13 miUion charge reflecting its share of MUlennium's reserve during the fourth quarter of 2006. 

Hardy Storage Project. Both Hardy Storage and Columbia Transmission filed the necessary applications for the projects with the FERC on 
April 25, 2005, and received favorable orders on November 1, 2005. On October 26,2006, Hardy Storage filed an application seeking to 
amend the November 1, 2005 order to revise the initial rates and estimated costs for the project pursuant to executed settlement agreements 
with Hardy Storage's customers. The amendment application is uncontested and Hardy Storage has requested expedited FERC action on the 
filing by Febmaty 28, 2007. 

Electric Operations Regulatory Matters 

Significant Rate Developments. To settle a proceeding regarding Northem Indiana's request to recover intermediate dispatchable power costs, 
Northem Indiana has agreed to file an electric base rate case on or before July 1,2008. 
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During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23,2002, the lURC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric customers of Northem Indiana wiU 
receive bill credits of approximately $55.1 miUion each year, for a cumulative total of $225 mUUon, for tiie minimum 49-month period, 
beginning on July 1, 2002. The credits will continue beyond the minimum period at the same annual level and per the same methodology, until 
the lURC enters a basic rate order that approves revised Northem Indiana's electric rates subsequent to the minimum period. The order 
included a rate moratorium that expired on July 31, 2006. The order also provides that 60%. of any fumre earnings beyond a specified eamings 
level wUl be retained by Northem Indiana. The revenue credit is calculated based on electric usage and therefore in times of high usage the 
credit may be more than the $55.1 mUlion target. Credits amounting to $50.9 mUlion and $58.5 million were recognized for electric customers 
for the years ended December 31, 2006 and December 31,2005, respectively. 

MISO. As part of Northem Indiana's participation in the MISO transmission service and wholesale energy market, certain administrative fees 
and non-fuel costs have been incurred. lURC Orders have been issued authorizing the deferral for consideration in a fumre rate case proceeding 
the administrative fees and non-fuel related costs incurred after Northem Indiana's rate moratorium, which expired on July 31, 2006. During 
2006 the administrative fees totaled $5.5 miUion. Of this amount, $3.0 miUion was expensed and $2.5 million was deferred. Non-fuel costs 
were $12.8 raiUion in 2006, of which $11.5 million was expensed and $1.3 miUion was deferred. On May 4,2006, the lURC issued a fmal 
order authorizing the categorization of certain t3^es of MISO charges as fuel-related and therefore recoverable through the FAC mechanism. 
As a resuh of this order Northem Indiana realized an increase in net revenues of $7.9 million. 

On April 25, 2006, the FERC issued an order on the MISO's Transmission and Energy Markets Tariff, stating that MISO had violated the tariff 
on several issues including not assessing revenue sufficiency guarantee charges on virmal bids and offers and for charging revenue sufficiency 
guarantee charges on imports. The FERC ordered MISO to perform a resettlement of these charges back to April 1,2005. Although the amount 
of resettlements applicable to Northem Indiana cannot be quantified at this time, it is not expected to be material. 

Cost Recovery and Trackers, A significant portion of the Northem Indiana's revenue is related to the recovety of fuel costs to generate power 
and the fuel costs related to purchased power. These costs are recovered through a standard, quarterly, "summary" regulatory proceeding in 
Indiana (FAC). Northem Indiana has historically been found pmdent in the procurement of fuel and purchased power. 

In July 2006, the fURC issued an order creating a sub-docket in FAC 71 based upon a motion by interveners, the Industrial Group and La Porte 
County. The motion requested an investigation into Northem Indiana's generation and purchases practices that could not be fully considered i ] ^ ^ ^ 
a summary proceeding. The sub-docket wiU also address concerns raised by the OUCC related to the reasonableness of recovering financial ^ | ^ 
hedging transactions within the FAC. Subsequently, the lURC has approved FAC 72 and FAC 73 subject to the sub-docket in FAC 71. 
Amounts coUected pursuant to FAC 71, 72 and 73 are subject to refbnd based upon the final order in the sub-docket. 

On November 26, 2002, Northem Indiana received approval for an ECT. Under the ECT, Northem Indiana is permitted to recover (1) AFUDC 
and a remrn on the capital investment expended by Northem Indiana to implement IDEM's NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the lURC's November 26,2002 order. Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an 
armual basis for the EERM. On December 13, 2006, the lURC approved Northem Indiana's latest compliance plan with the estimate of 
$312.8 million. On March 29,2006 the fURC approved EER-3 for operating expenses of $183 million through December 31,2005. On 
September 28,2006 the lURC approved ECR-8 for capital expendimre (net of accumulated depreciation) of $226.8 miUion. Northem Indiana 
filed ECR-9 and EER-4 on Febmary 7, 2007 for net capital expendimres of $222.2 million and $14.1 million in operating expenses. 

On December 8, 2006, Northern Indiana filed a petition requesting a certificate of public convenience and necessity for clean coal technology 
projects, to address the first phase of CAIR and CAMR. The request included initiating ongoing review of Uie constmction of the projects; 
finding that the projects constimte "qualified poUution control property" and are eligible for the rate-making treatment; finding that the projects 
constimte "clean coal and energy projects" and finding that the projects are 
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reasonable and necessary and therefore eligible for the financial incentives; approving accounting, rate-making treatment, cost recovery and 
other relief in connection with Northem Indiana's clean coal technology, qualified pollution control property and clean coal and energy 
projects. Testimony was filed in Febmaty 2007 requesting approval of $23 million of cost estimates for the projects. 

Mitchell Station. In January 2002, Northem Indiana indefinitely shut down its MitcheU Station. In Febmary 2004, the City of Gary announced 
an interest in acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length 
of the mnways at the Gary Intemational Airport. Northem Indiana, with input from a broad based stakeholder group, is evaluating the 
appropriate course of action for the MitcheU Station facility in light of Northwest Indiana's need for that property and the substantial costs 
associated with restarting the facility including the potential increase in level of environmental controls required. 

8. Risk Management and Energy Trading Activities 

NiSource uses commodity-based derivative financial instmments primarily to manage commodity price risk and interest rate risk exposure in 
its business as weU as for commercial and industrial sales. NiSource is not involved in speculative energy trading activity. NiSource accounts 
for its derivatives in accordance with SFAS No. 133. Under SFAS No. 133, if certain conditions are met, a derivative may be specifically 
designated as (a) a hedge of the exposure to changes in the fair value of a recognized asset or liability or an unrecognized firm commitment, or 
(b) a hedge of the exposure to variable cash flows of a forecasted transaction. 

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

(in millions) 

Price risk management assets 
Current assets 
'Other assets 

Total price risk management assets 

Price risk management liabUities 
Current liabihties 

I Other Habilities ° 
Total price risk management liabUities 

NiSource's derivatives on the Consolidated Balance Sheets at December 31,2005 were: 

(in millions) 

Price risk management assets 
Current assets 
Otherassets ^ 

Total price risk management assets 

Price risk management liabilities': 
Current liabilities 
Other habilities 

Total price risk management liabilities 

Hedjie 

$ 236.6 
49.8 

$ 286.4 

$ (202.8) 
(32.5) 

$ (2353) 

Hedge 

$ 152.6 
185.5 

$ 338.1 

$ (63.4) 
(22.2) 

$ (85-6) 

Non-Hedge 

$ 1.1 
0.1 

$ 1.2 

$ (56.6) 
{5-7) 

$ (623) 

Non-Hedge 

$ 30.5 
7.4 

$ 37.9 

$ (8.9) 

$ (8.9) 

Total 

$ 2377 
49.9 

$ 287.6 

$ (259.4) 
(38.2) 

$ (297.6) 

Total 

$ 183.1 
192.9 

$ 376.0 

$ (723) 
(22.2) 

$ (94.5) 
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The hedging activity for the years ended December 31, 2006 and 2005 affecting accumulated other comprehensive income, with respect to cash 
flow hedges included the foUowing: 

(in millions, net of (ax) 2006 2005 

NetT]nie;|ffizea3:gainS;0rî ^̂  at the beginning of the period $ 150.7 $ 93.7 
Unrealized hedging gains (losses) arising during the period on derivatives qualifying as cash flow hedges (117.4) 115.5 
ReclassifiGatteadjusti^entTbrnet^ain'mcludedm :;:::;..: ^ (1.9) (58.5) 
Net unrealized gains on derivatives qualifying as cash flow hedges at the end of the period $ 31.4 $ 150.7 

During 2006 and 2005, gains of $0.1 mUlion and $0.4 million, net of taxes respectively, were recognized in eamings due to the ineffectiveness 
of derivative instmments being accounted for as hedges. AU derivatives classified as a hedge are assessed for hedge effectiveness, with any 
components determined to be ineffective charged to eamings or classified as a regulatory asset or liability per SFAS No. 71 as appropriate. 
During year 2006 and 2005, NiSource reclassified no amounts related to its cash flow hedges from accumulated other comprehensive income 
to eamings, due to the probabiUty that certain forecasted transactions would not occur. It is anticipated that during the next twelve months the 
expiration and settlement of cash flow hedge contracts will result in income statement recognition of amounts ciurentiy classified in 
accumulated other comprehensive income of approximately $54.6 miUion, net of taxes. 

Commodity Price Risk Programs. Northem Indiana, Northem Indiana Fuel and Light, Kokomo Gas, Northem Utilities, Columbia of 
Pennsylvania, Columbia of Kenmcky, Columbia of Maryland and Columbia of Virginia use NYMEX derivative contracts to minimize risk 
associated with gas price volatility. These derivative hedging programs must be marked to fair value, but because these derivatives are used 
within the framework of their gas cost recovery mechanism, regulatory assets or liabUities are recorded to offset the change m the fair value of 
these derivatives. 

Northem Indiana offers a PPS as an alternative to the standard gas cost recovery mechanism. This service provides Northem Indiana customers 
with the opportunity to either lock in their gas cost or place a cap on the total cost that could be charged for any fiimre month specified. In order 
to hedge the anticipated physical fiimre purchases associated with these obligations, Northem Indiana purchases NYMEX fumres and options 
contracts that correspond to a fixed or capped price in the associated delivery month. The NYMEX fumres and options contracts are designated 
as cash flow hedges. Columbia of Virginia started a program in April 2005 similar to the Northem Indiana PPS, which allows non-
jurisdictional customers the opportunity to lock in their gas cost. These derivative programs are accounted for as cash flow hedges. 

Northem 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 Northem Indiana customers to fix their total monthly bill at a flat rate regardless of gas usage or commodity 
cost. In order to hedge the anticipated physical purchases associated with these obligations, Northern Indiana purchases NYMEX fiimres and 
options contracts that match the anticipated deUvety needs of the program. This derivative program is accounted for as a cash flow hedge. 

As part of the new MISO Day 2 initiative, Northern Indiana was allocated and has purchased FTRs. These rights protect Northem Indiana 
against congestion costs due to the new MISO Day 2 activity. The FTRs do not quaUfy for hedge accounting treatment, but since congestion 
costs are recoverable through the fuel cost recovety mechanism the related gains and losses associated with these transactions are recorded as a 
regulatory asset or liability, in accordance with SFAS No. 71. Additionally, Northem Indiana also uses derivative contracts to minimize risk 
associated with power price volatility. These derivative programs must be marked to fair value, but because these derivatives are used within 
the framework of their cost recovety mechanism, regulatory assets or liabilities are recorded to offset the change in the fair value of there 
derivatives. 
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For regulatory incentive purposes, Northem Indiana enters into 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. Northem 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 instmments, must be marked to fair value and do not meet the requirement 
for hedge accounting treatment. However, in accordance with SFAS No. 71, Northem Indiana records the related gains and losses associated 
with these transactions as a regulatory asset or liability. 

For regulatory incentive purposes, Columbia of Kenmcky, Columbia of Ohio, Columbia of Pennsylvania, Columbia of Virginia and Columbia 
of Maryland (collectively, the "Columbia LDCs") have the opportunity to enter into contracts that allow counterparties the option to sell gas to 
Columbia LDCs at first of the month prices for a particular month of delivery. Columbia LDCs charge the counterparties a fee for this option. 
The changes in the fair value of the options are primarily due to the changing expectations of the future intra-month volatUity of gas prices. 
Columbia LDCs defer a portion of the change in the fair value of the options as either a regulatoty asset or habiUty in accordance with SFAS 
No. 71. The remaining change is recognized currently in eamings. 

Columbia Energy Services has fixed price gas delivcty commitments to three municipalities in the United States. Columbia Energy Services 
entered into a forward purchase agreement with a gas supplier, wherein the supplier will fulfiU the delivery obligation requirements at a slight 
premium to index. In order to hedge this anticipated fumre purchase of gas from the gas supplier, Columbia Energy Services entered into 
commodity swaps priced at the locations designated for physical delivety. These commodity swap derivatives are accounted for as cash flow 
hedges. 

Commodity price risk programs included in price risk assets and liabilities: 

(in millions) 

Gasprice; volatility program deriyatiyeS: 
PPS program derivatives 
DependaBill;pro-am derivatives 
MISO FTR program derivatives 

f Regulatory incentrve;program derivatives 
Forward purchase agreements derivatives 

December 31 
Assets 

s — 
0.7 
0.3 
0.7 
0.5 

110.0 

2006 
Liabilities 

$ (58.9) 
(7.3) 
(2.4) 
(1.6) 
(1.8) 

December 31 
Assets 

$ 35.7 
1.8 
1,6 
2.2 
.— 

226.7 

2005 
Liabilities 

$ — 
(2.5) 
— 

(0.4) 
(8.5) 

— • 

Total coinmodity price risk programsiiridluded $ 112.2 S (72.0) $ 268,0 $ (31.4) 

Interest Rate Risk Activities. Contemporaneously with the pricing of the 5.25% and 5.45%) notes issued September 16, 2005, NiSource 
Finance settled $900 million of forward starting interest rate swap agreements with six counterparties. NiSource paid an aggregate settlement 
payment of $35.5 million which is being amortized as an increase to interest expense over the term of the underlying debt, resulting in an 
effective interest rate of 5.67% and 5.88%i, 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 mterest rate swap agreements in a notional amount of 
$660 million with six counterparties having a 6 1/2-year term. NiSource Finance will receive pa5anents based upon a fixed 7.875% interest rate 
and pay afioating interest amount based on U.S. 6-month BBA LIBOR plus an average of 3.08%) per annum. There was no exchange of 
premium at the initial date of the swaps. In addition, each party has the right to cancel the swaps on May 15, 2009. 

On July 22, 2003, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of $500 mUUon with four 
counterparties with an 11 -year term. NiSource Finance will receive payments based upon a fixed 5.40% interest rate and pay a floating interest 
amount based on U.S. 6-month BBA LIBOR plus an average of 0.78%) per armum. There was no exchange of premium at the initial date of the 
swaps. In addition, each party has the right to cancel the swaps on either July 15,2008 or July 15, 2013. 
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As a resuh of the fixed-to-variable interest rate swap transactions referenced above, $1,160 million of NiSource Finance's existing long-term 
debt is now subject to flucmations in interest rates. These interest rate swaps are designated as fair value hedges. The effectiveness of the 
interest rate swaps in offsetting the exposure to changes in the debt's fair value is measured using the short-cut method pursuant to SFAS 
No. 133. NiSource had no net gain or loss recognized in eamings due to hedging ineffectiveness from prior years. 

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

(in millions) 

Interest rate swap derivatives 

December 31,2006 
Assets Liabilities 

$ — $ (27.3) 

December 31,2005 
Assets Liabilities 

$ — $ (12.2) 

Marketing, Trading and Other Activities. The remaining operations of TPC primarily involve commercial and industrial gas sales. TPC, on 
behalf of Whiting Clean Energy, has also entered into power and gas derivative contracts to manage commodity price risk associated with 
operating Whiting Clean Energy during 2006. 

Marketing and power programs included in price risk management assets and habilities; 

December 31. 2006 December 31. 2005 
fin millions) Assets Liabilities Assets Liabilities 

Ciasniarketiiig prpgrarn derivatives Qi; ;; 

Power volatility derivatives 
TO^:marketingiand:powerprogtams included 

;$ 1743 

LI 

:^:(1983) $T-:68.0. $ i(V7{)W 

$ T75.4 $^1:983) $"^68:0 T$: (70S) 

9. Variable Interest Entities and Equity Investments 

A. Variable Interest Entities. On Januaty 17, 2003, the FASB issued FIN 46R which required a variable interest entity to be consohdated by a 
company if that company is subject to a majority of the risk of loss from the variable interest entity's activities or is entitled to receive a 
majority of the entity's residual remms. A company that consoUdates a variable interest entity is the primary beneficiaty of that entity. In 
general, a variable interest entity is a corporation, parmership, tmst, or any other legal stmcture used for business purposes that either (a) does 
not have equity investors with voting rights, or (b) has equity investors that do not provide sufficient financial resources for the entity to 
support its activities. FIN 46R also requires various disclosures about variable interest entities that a company is not required to consolidate but 
in which it has a significant variable interest. 

Begirming in the first quarter of 2004, NiSource has consolidated certain low income housing real estate investments per FIN 46R, from which 
NiSource derives certain tax benefits forite investment. As of December 31,2006 and 2005, NiSource increased its long-term debt by 
approximately $13.5 million and $35.8 million, respectively, as a result of consoHdating these investments. However, this debt is nonrecourse 
to NiSource and NiSource's direct and indirect subsidiaries. 

B. Equity' Investments. Certain investments of NiSource are accounted for under the equity method of accounting. Income and losses from 
MUlennium and Hardy Storage are reflected in Equity Eamings (Loss) in Unconsohdated Affiliates on NiSource's Statements of Consohdated 
Income. These investments are integral to the Gas Transmission and Storage Operations business. Income and losses from all other equity 
investments are reflected in Other, net (below Operating Income) on NiSource's Statements of Consohdated Income. AU investments shown as 
limited partnerships are limited partnership interests. 
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The foUowing is a list of NiSource's equity investments at December 31, 2006: 

Investee Type of Investment 

% of Voting 
Power or 

Intwest Held 
Chicago South Shore & South Bend Railroad Co. . 
House Investments — Midwest Corporate Tax Credit Fund, L.P. 
Illinois Indiana Development Company, L.L.C. 
Millennium Pipeline Company, L.L.C. 
Nth Power Technologies Fund II, L.P. 
Nth Power Technologies Fund II-A, L.P. 
Nth Power Technologies FundlV, L.P. 
The Wellingshire Joint Venmre 
Hardy Storage Company, L:L:C. -: :;::;:' 

General Parmership 
Limited Partnership 
LLC Membership • 
LLC Membership 
Limited Partnership 
Limited Partnership 

^LimitedRartiiership; 
General Partnership 
LLC Memfeship i 

40.0: 
12.2 
.40.0 
47.5 

• • 4 : 2 -

4.0 
.,:.4;5^ 
50.0 
50;0' 

In March 2006, Coiumbia Atiantic Trading, a NiSource subsidiary, sold its 21.0% interest in the Millennium partnership to KeySpan 
Millennium (owned by KeySpan Coip.) and DTE Millennium (owned by DTE Energy Co.) through an equity redistribution and a re-writing of 
the partnership agreements. The Millennium partnership is now currently made up of the following companies: Columbia Transmission 
(47.5%), DTE MiUennium (26.25%), KeySpan Millennium (26.25%). Columbia Transmission will be the operator. 

10. Income Taxes 

The components of income tax expense were as follows; 

Year Ended December 31, fin millions) 

Income Taxes 
Current 
d::Eederaf;;:/'\:'^ •,•:.-:.:; 

State 
Total Current 
Deferred 
r;;iFederal\r:v;'^ 

State 
Total Deferred 
Deferred Investment Credits 
Income Taxes Included in Continuing Operations 

2006 

$ 259.5 
24.7 

284.2 

(85.4) 
(19.6) 

(105.0) 
(8.4) 

$ 170.8 

• $ 

$ 

2005 

1363 
30.0 

1663 

4.7 
(13.0) 

(83) 
(8.4) 

149.6 

$ 

$ 

2004 

118.5 
26.7 

145^ 

102.4 
4.0 

106.4 
(8.9) 

2427 
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Total income taxes from continuing operations were different from the amount that would be computed by applying the stamtoty federal 
income tax rate to book income before income tax. The major reasons for this difference were as foUows: 

Year Ended December 31, f"m millions) 2006 2005 2004 

Book income from Continuing Operations before income 
taxes 

Tax expense at stamtory federal income tax rate 
Increases (reductions) in taxes resulting fiT>m: 

State income taxes, net of federal income tax benefit 
Regulatoty freatment of depreciation differences 
Amortization of deferred investment tax credits 
Low-income housing 
Section 199 Electric Production Deduction 
Tax accrual adjustments and odier, net 

Income Taxes from Continuing Operations S 170.8 353% $ 149.6 34.5% $ 2427 35.9% 

The effective income tax rates were 35.3%o, 34.5%), and 35.9%) in 2006, 2005 and 2004, respectively. The overaU effective tax rate increase in 
2006 versus 2005 was due to favorable state and federal income tax adjustments recorded in 2005 (discussed below) and a reduction in the 
electric production deduction and low income housing credits from those recorded in 2005. The increase was partially offset by a lower 
effective state income tax rate in 2006 due to a reduction in deferred state income tax habilities. 

The 1.4% decrease in the effective tax rate from 2004 to 2005 is due to the impact of the tax benefit associated with the electric production 
deduction (discussed below), an adjustment to deferred taxes at Northem Indiana related to a reduction in deferred income tax requirements 
and a reduction in deferred state income tax liabilities resulting from a revised estimate of consolidated state income tax apportionment factors. 
Offsetting these reductions is an increase in the effective tax rate associated with the non-deductible goodwill impairment charge recorded at 
Kokomo Gas and increased taxes related to Ohio income tax law changes enacted on June 30, 2005. 

The American Jobs Creation Act of 2004, signed into law on October 22, 2004, created new Intemal Revenue Code Section 199 which, ^ | ^ 
beginning in 2005, permits taxpayers to claim a deduction from taxable income attributable to certain domestic production activities. Northem^^B 
Indiana and Whiting Clean Energy's electric production activities qualify for this deduction. The deduction is equal to 3%. of QPAI for the ^ ^ ^ 
taxable year, with certain limitations. This deduction increases to 6% of QPAI begmning in 2007 and 9% of QPAI beginning in 2010 and 
thereafter. The tax benefit for the Section 199 domestic production activities deduction claimed in NiSource's 2005 consolidated federal 
income tax remm was $0.9 million and is estimated to be $0.9 million for 2006. 

94 

4843 
169.5 

3 3 
8.6 

(8.4) 
(1.2) 
(0.9) 
(0.1) 

35.0% 

07 
1.8 

(1.7) 
(0.2) 
(0.2) 
(0.1) 

$ 4337 
151.8 

11.0 
5.2 

(8.4) 
(3.2) 
(1.9) 
(4.9) 

35.0% 

2.5 
1.2 

(1.9) 
(0.7) 
(0.4) 
(1-2) 

$ 6757 
236.5 

19.9 
4.5 

(8.9) 
(3.9) 

— 
(5.4) 

ss.o-v 

2.9 
0.7 

(1.3) 
(0.6) 

_ 
(0.8) 
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Deferred income taxes resulted 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, fin millions} _ _ _ _ ^ 2006 2005 

Deferred tax liabilities 
Accelerated depreciation and other property differences $ 2,0253 $2,050.0 
Unrecovered gas and fiiel costs .•,':...".--. ">,:.'::67.0""::,''" :;• ,, .•152;6-
Other regulatory assets 561.5 293.6 
SFASNo. 133andpricerisk.acljustments..:;;-y.r, • }:•; /:•/-.•":• .. ^'../y'^ly-^Zl^AjZ 
Premiums and discounts associated with long-term debt 16.0 16.8 

Total Deferred Tax LiabUities : V ^ :: 2,679.8 2,595.4 
Deferred tax assets 

Deferred investment tax credits and other regulatory liabUities (86.4) (127.8) 
Cost of removal (478.2) (452.0) 
Pension and other.:postretirement(postemployment benefits (359.7) (228.7) 
Environmental liabilities (26.5) (15.3) 
•Other accmed Uabilities (88.8) (65.2) 
Other, net (47.2) (17.4) 

TotaiDeferred Tax Assets (1,086.8) (906.4) 
Less: Deferred income taxes related to current assets and liabilities 39.3 97.1 
Non-Current Deferred Tax Uiability $ 1,553.7 $1,591.9 

Included under Other, net in the table above, are state income tax net operating loss benefits of $14.2 mUlion and $15.8 mUlion, as of 
December 31, 2006 and December 31, 2005. This tax loss carryforward expires after tax year 2009. NiSource anticipates it wiU ultimately 
realize $3.8 miUion and $5.2 miUion of these benefits as of December 31, 2006 and December 31, 2005, respectively, prior to thefr expfration. 
As such, a valuation allowance of $10.4 million and $10.6 miUion, as of December 31, 2006 and December 31, 2005, respectively, has been 
recorded. 

11. Pension and Other Postretirement Benefits 

NiSource provides defined contribution plans and noncontributoty defined benefit retirement plans that cover its employees. Benefits under the 
defmed benefit retirement plans reflect the employees' compensation, years of service and age at retirement. Additionally, NiSource provides 
health care and hfe insurance benefits for certain retired employees. The majority of employees may become eligible for these benefits if they 
reach retirement age while working for NiSource. The expected cost of such benefits is accmed during the employees' years of service. Current 
rates of rate-regulated companies include postretirement benefit costs, including amortization of the regulatoty assets that arose prior to 
inclusion of these costs in rates. For most plans, cash contributions are remitted to grantor tmsts. As of December 31, 2006, NiSource used 
September 30 as its measurement date for its pension and postretirement benefit plans. 

In the fourth quarter of 2006, NiSource adopted the provisions of SFAS No. 158 requiring employers to recognize in the statement of fmancial 
position the overfunded or underfunded stams of a defined benefit postretirement plan, measured as the difference between the fair value of the 
plan assets and the benefit obligation. Based on the measurement of-the various defined benefit pension and other postretirement plans' assets 
and benefit obligations at September 30,2006, the pretax impact of adopting SFAS No. 158 decreased intangible assets by $46.5 million, 
decreased deferred charges and other assets by $ 1.1 miUion, increased regulatoty assets by $538.8 mUlion, mcreased accumulated other 
comprehensive income by $239.8 million and increased accmed habilities for postretirement and postemployment benefits by $251.4 miUion. 
With the adoption of SFAS No. 158 NiSource determined that for certain rate-regulated subsidiaries the fiimre recovety of pension and other 
postretfrement plans costs is probable in accordance with the requirements of SFAS No. 71. These rate-regulated subsidiaries recorded 
regulatoty assets and liabilities that would otherwise have been recorded to accumulated other comprehensive income. In addition, NiSource 
recorded a reduction in deferred income taxes of approximately $96 miUion. NiSource wUl early adopt the SFAS No. 158 measurement date 
provisions in the first quarter of 2007 requiring employers to measure plan 
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assets and benefit obligations as of the fiscal year-end. Upon adopting the measurement date provisions of SFAS No. 158 in the first quarter of 
2007, NiSource wiU decrease its accmed habilities for postretirement and postemployment benefits by approximately $89 million and increase 
its deferred charges and other assets by approximately $9 mUlion. In addition, 2007 expense for pension and postretirement benefits wiU reflect 
the updated measurement date valuations. 

NiSource employs a total remm investment approach whereby a mix of equities and fixed income investments are used to maximize the long-
term remm of plan assets for a prudent level of risk. Risk tolerance is established through careful consideration of plan liabilities, plan funded 
stams, and asset class volatUity. The investment portfolio contains a diversified blend of equity and fixed income investments. Furthermore, 
equity investments are diversified across U.S. and non-U.S. stocks, 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 remms 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 portfoUo 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 smdies. 

The most important component of an investment strategy is the portfoUo asset mix, or the allocation between the various classes of securities 
available to die 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 Post Retirement Welfare Plan 
Asset Category lUm 

35% 
10% 
15% 
0% 
0% 

Maximum 

: 55% 
20% 
45% 
15% 
10% 

Minimum 

40% , 
10% 
15% 
0% 
0% 

Maximum 

60% 
20% 
45% 

0% 
10% 

Domestic Equities 
Intemational Equities 
Fixed Income 
Real Estate/Alternative Investments 
Short-Term Investments 

Pension Plan and Postretirement Plan Asset Mix at September 30, 2006: 

fin millions) 
Defined Benefit 
Pension Assets 9/30/2006 

Post Retirement 
Welfare Plan Assets 9/30/2006 

Asset Class Asset Value % of Total Assets Asset Value % of Total Assets 

Domestic Equities 
Intemational Equities 
Fixed Income 
Alternative Investments 
Cash/Oflier 

991.0 
334.4 
593,6 
122.4 
10.1 

48,3% $ 
163% 
28.9% 

6.0% 
0.5% 

1337 ' 
37.8 
71.2 

— 
1.9 

54.7% 
15.4% 
29.1% 

0.0% 
0.8% 

Total 2,051.5 100.0% s 244.6 100.0% 

NiSource employs a building block approach with proper consideration of diversification and rebalancing in determinuig the long-term rate of 
remm for plan assets. Historical markets are .smdied 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 retum 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 remms are reviewed to check for reasonability and appropriateness. 
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NiSource pension fund assets earned a remm of 9.6% for the plan year ended September 30, 2006 and 14.7% for the plan year ended 
September 30, 2005. Also, the discount rate used to measure NiSource's benefit obligation increased slightly to 5.85%) from 5.5% the previous 
year. In accordance with SFAS No. 87, NiSource adjusted its minimum pension liability at September 30, 2006, decreasing its accmed 
liabilities for postretirement and postemployment benefits by approximately $15 million and decreasing its intangible assets by approximately 
$8 milUon, due in part to the growth in plan assets. However, due to the adoption of SFAS 158, NiSource increased its accmed liabilities for 
postretirement and postemployment benefits by $251.4 mUlion in the fourth quarter of 2006. This increase in liabUity was due to the 
requirement to recognize the overfunded or underfunded stams of a defined benefit postretirement plan in its statement of fmancial position. 

During the third quarter of 2005 NiSource recognized a $ 16.2 miUion curtailment for pension and other postretirement benefits and a 
S2.2 million cost for special termination benefits in connection with business processes outsourced under the IBM agreement. Of this amount, 
approximately $0.4 million was recorded as a regulatoty asset per SFAS No. 71 and $ 18.0 milUon was charged to resQ-ucmring expense. 
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The following table provides a reconciliation of the plans' funded stams and amounts reflected in NiSource's Consolidated Balance Sheets at 
December 31 based on a September 30, 2006 measurement date: 

Pension Benefits 
fin millions) 2006 2005 

Other Postretirement Benefits 
2006 2005 

Accumulated Benefit Obligation ait End of Year 

Change in benefit obligation (a) 
vJBenefit obligation at beginnuig of year 

Service cost 
interest cost 
Plan participants' contributions 

:•, Plan amendments 
Settlement loss 

=K; Actuarial loss (gain) 
Settlement payments 

i: Curtaihiientgam 
Special termination benefits 

;;;3enefits paid 
Estimated benefits paid by incurred subsidy 

$2,167i0 ;$2^02a; 

$2350^8 
42.6 

124^ 

0;5 
0.1 

(55.2) 
— 
— 
— 

(178.0) 

$2,215.0 
42.7 

126.2 

r : (26.0) 
0.1 

159.9 
(13) 

(18.4) 
2.2 

(149.6) 

.:N/A:. 

760.6 
93 

40.5 
4.0 

10.0 

(54.6) 
0.6 

:N/A 

720.1 
9.4 

41.2 
3.6 

(4;S): 

4 3 3 

(2.7) 

(49.8) 

Benefit obligation at end ofyear $2,285:7 $2,350.8- S 7704; •$-760;6 

Change in plan assets 
:Fai^yaIue ofpaoi assets at beginning ofyear-

Acmal retum on plan assets 
.i^iEn^l^er contributions 

Plan participants' contributions 

$2,028.1 
185.4 

16.0 

Sli910:6 
265.6 

2.8 

;2223^ 
19.6 
52.6 

4.0 

26.6 
5 0 3 

3 . ^ 
;; > >:Sefflement payments 

Benefits paid 
Fair value of plan^ssetsat end of year^ • "̂^ 

Funded stams 
ti iGbiitribiitidns madefafferjneasureinent;date^a^^^ fiscal year end -
Funded Status at end of vear 

(178.0) 
•S2,051;5 

S (234.2) 
• ' - : • • - ' . ; • • • • • M - ^ -

$ (233.4) 

(1-3) 
(149.6) 

•.: •:$2;02S;1 • 

$ (322.7) 
0.7 

$ (322.0) 

(54.6) 
•y^^2433.^"^ 

S (526.5) 
113 

$ (515.2) 

(49^8? 
^"-$^^::^23^-

$ (5383) 
123.; 

$ (526.0) 

A^bunts;recbgnized;inithe:statementoT;iinancJaIposition cons^^ 
Noncurrent assets 

""̂ C !̂̂ lurTehfIi& îKfî  Z-z-yZl:-
Noncurrent liabilities 

(3.5) 
(229.9) 

$ 62.9 

(203.7) 

187 
(20.8) 

(513.1) 

S 2 2 3 
(52.9) 

(278.1) 
Net^aniountrecognizedjat end ofyear (b) '$(233^4) 1$ (140.8) $(515:2) .(308:2) 

Amounts recognized in accumulated other comprehensive income or 
regulatory asset (c) 

f^^nrecpgnizedbfrapsitionassetobHjgation;;>:;:;;; ;:Kj:;y.•.::''..'•..•:. 
Unrecognized prior service cost 

;^-;;0ilretSdgInzedaCmmailoS^-^'^:1••^•''"^^^^ i:.-:̂ :;::-r:.; -. c;V.;v;;;/:, ;•,:.-

•}.;;!::--^P;"w 

18.1 
3543v>^ :̂̂ -:. 

^:i./^\-.jM^yr:: 
14.2 

:-:"^:^"':2663-^:'^ 

•;:.i.;-s:-;.49a:..;;<: '̂.... 
83 

::'nK :̂>^̂ .149.8;̂ ^̂  -̂  

ysy m j ^ 
N/A 

iy'^'--rmm 
$ 3723 $ 280.5 $ 207.2 N/A 

(a) The change in benefit obligation for Pension Benefits represents the change in Projected Benefit Obligation while the change in benefit 
obligation for Other Postretirement Benefits represents the change in Accumulated Postretirement Benefit Obligation. 

(b) Per the adoption of SFAS No. 158 NiSource recognized in its 2006 Consolidated Balance Sheets the underfunded and overmnded stams 
of its various defined benefit postretirement plans, measured as the difference between the fair value of the plan assets and the benefit 
obligation, which was significantiy different than the requirements in 2005 before the adoption of SFAS No. 158. 

(c) NiSource determined that for certain rate-regulated subsidiaries the fumre recovety of pension and other postretirement plans costs is 
probable in accordance with the requirements of SFAS No. 71. These rate-regulated subsidiaries recorded net regulatoty assets of 
$538.8 miUion that would otherwise have been recorded to accumulated other comprehensive income. 
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The following table provides the key assumptions that were used to calculate the pension and other postretirement benefits obligations for 
NiSource's various plans. The medical cost trend for 2006 and 2005 was calculated based on a cost trend starting at 9.0% and decreasing over a 
few years to the 5.0%. as listed here. 

Weighted-average^ssumptions as of September 30, 
Discount rate assumption 

. ^Compensationgrowlh|raie;assumption ; : :!f̂  ;̂  
Medical cost trend assum|)tion 

.Assets, eamings rate assumption " . - ^ y-y^ 

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 the company's benefit obligation at the end of 
the year and includes benefits attributable to the estimated fumre service of employees. 

Pension Benefits 
2006 2005 

5.85% 5.50% 
::; ;4.0% ^ 4.0% 

9iO% 9.0% 

Other Postretirement Benefits 
2006 2005 

5.85% 5.50% 

5.0% 5.0% 
8 . 8 % - ;•' • 8:8% 

Pension 
Other 

Postretirement 
Federal 
Subsidy 

fin millions) 

Year(s) 
2007 
2008 
2009 
2010 
2011 
2012-2016 

The following table provides the components of the plans' 

(in millions) 

Components of Net Periodic Benefit 
Cost 
Service cost 
Interest cost 
Expected remm on assets 
Amortization of transitional 

obligation 
Amortization of prior service cost 
Recognized acmarial loss 

Net Periodic Benefit Costs 
!: ; ̂ ddit ion^losScpgtiized due to: 

Curtailment loss 
•y.y' i i Speaalrferminatidrtbenefits 

Settlement loss 
TotalNetl^enodic Benefits Cost 

2006 

$ 42.6 
124.9 

(175.6) 

— 
5.9 

18.2 
16.0 

— 
— 
0.9 

$ 16.9 

Benefits 

S 145.2 
152.8 
158.8 
163.5 
172.2 
976.4 

net periodic benefits cost for each of the three years: 

Pension Benefits 
2005 

$ 42.7 
126.2 

(166.0) 

— 
10.3 
18.9 
32.1 

5.4 
2.2 
0.3 

$ 40.0 

2004 

$ 39.4 
127.0 

(157.3) 

.— 
9.4 

18.1 
36.6 

— 
— 
0.2 

$ 36.8 

Benefits 

$ 557 
58.9 
61.8 
64.6 
66.7 

327.6 

(Receipts) 

$ 

Other Postretirement Benefits 
2006 

S 9 3 
40.5 

(18.3) 

8.1 
0.4 
6.1 

46.1 

— 
— 
— 

S 46.1 

$ 

$ 

2005 

9.4 
41.2 

(16.2) 

9.4 
0.8 
4.5 

49.1 

10.7 
— 
— 

59.8 

$ 

$ 

(1.1) 
(1.6) 
(1.5) 
(1.8) 
(2.0) 

(13.2) 

1 
% 

2004 

8.6 
39.1 

(14.0) 

11.5 
0.8 
2.2 

48.2 

— 
— • • 

— 
48.2^ 
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Based on a September 30 measurement date, the net unrecognized acmarial loss, unrecognized prior service cost, and uruecognized transition 
obligation for tiie pension and other postretirement benefit plans that will be amortized into net periodic benefit cost during 2007 are 
$19.3 million, $6.1 million and $8.1 mUlion, 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 2007. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-pomt 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 $ 3.8 $ (3.5) 
Effect on accumulated postretirement benefit obligation 52.6 (48.8) 

12. Authorized Classes of Cumulative Preferred and Preference Stocks 

NiSource has 20,000,000 authorized shares of Preferred with a $0.01 par value, of which 4,000,000 shares are designated Series A Junior 
Participating Preferred Shares. 

On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative preferred stock, having a total redemption value of 
$81.6 mUlion. 

The authorized classes of par value and no par value cumulative preferred and preference stocks of Northem Indiana are as follows: 2,400,000 
shares of Cumulative Preferred widi 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. 

13. Common Stock 

As of December 31, 2006, NiSource had 400,000,000 authorized shares of common stock with a $0.01 par value. 

A. Shareholder Rights Plan. NiSource had a Shareholder Rights Plan, pursuant to which one right accompanies each share of common stock. 
Each right, when exercisable, would initially entitle the holder to purehase from NiSource one one-hundredth of a share of Series A Junior 
Participating Preferred Stock, witii $0.01 par value, at a price of $60 per one one-hundredth of a share. In certain circumstances, if an acquirer 
obtained 25% of NiSource's outstanding shares, or merged into NiSource or merged NiSource into the acquirer, the rights would entitie the 
holders to purchase NiSource's or the acquirer's common shares for one-half of the maiket price. 

On November 28, 2006, die NiSource Board adopted and approved the First Amendment to the Shareholder Rights Plan, dated November 1, 
2000, which requires that a holder of a Right Certificate must exercise their rights by November 29, 2006. As a result of this amendment, no 
rights are eligible to be exercised after November 29, 2006. 

B. Common Stock Dividend. Holders of shares of NiSource's common stock are entitled to receive dividends when, 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 Febmary, May, August and November. NiSource has paid quarterly common dividends totaling $0.92 per share for the 2006, 2005 
and 2004 years. At its January 5, 2007 meeting, the Board declared a quarterly common dividend of $0.23 per share, payable on Febmaty 20, 
2007 to holders of record on Januaty 31, 2007. 
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14. Stock-Based Compensation 

Effective January 1, 2006, NiSource adopted SFAS No. 123R using the modified prospective transition method. SFAS No. 123R requires 
measurement of compensation cost for all stock-based awards at fair value on the date of grant and recognition of compensation over the 
service period for awards expected to vest. In accordance with the modified prospective transition method, NiSource's Consolidated Financial 
Statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS No. 123R. Prior to the adoption of SFAS 
No. 123R, NiSource applied the intrinsic value method of APB No. 25 for awards granted under its stock-based compensation plans and 
complied with the disclosure requirements of SFAS No. 123. 

NiSource currentiy issues long-term incentive grants to key management employees under a long-term incentive plan approved by stockholders 
on April 13, 1994 (1994 Plan). The 1994 Plan, as amended and restated, permits the following types of grants, separately or in combination: 
nonqualified stock options, incentive stock options, restricted stock awards, stock appreciation rights, performance units, contingent stock 
awards and dividend equivalents payable on grants of options, performance units and contingent stock awards. Under the plan, each option has 
a maximum term often years from the date of grant. NiSource has traditionally awarded stock options to employees at the beginning of each 
year that vested one year from the date of grant For stock options granted during Januaty 2005, NiSource awarded stock options that vested 
immediately, but included a one-year exercise restriction. Stock appreciation rights may be granted only in tandem with stock options on a one-
for-one basis and are payable in cash, common stock, or a combination thereof. 

At the annual meeting of stockholders held on May 10,2005, NiSource's stockholders approved proposed amendments to the 1994 Plan. The 
amendments (i) increased the maximum number of shares of NiSource common stock that may be subject to awards from 21 million to 
43 miUion and (ii) extended the period during which awards could be granted to May 10,2015 and extended the term of the plan until aU the 
awards have been satisfied by either issuance of stock or the payment of cash. At December 31,2006, there were 26,205,407 shares reserved 
for fumre awards under the amended and restated 1994 Plan, 

NiSource has granted restricted stock awards, which are restricted as to transfer and are subject to forfeimre for specific periods from the date 
of grant and will vest over periods from one year or more. If a participant's employment is terminated prior to vesting other than by reason of 
death, disability or retirement, restricted shares are forfeited. However, awards may vest upon death, disability, or upon a change of confrol or 
retirement. There were 10,000 restricted shares outstanding at December 31, 2006, which were not a part of the time accelerated restricted 
stock award plan described below. 

NiSource awarded restricted shares and restricted stock units that contain provisions for time-accelerated vesting to key executives under the 
1994 Plan. Most of these awards were issued in Januaty 2003 and Januaty 2004. These awards of restricted stock or restricted stock units 
generally vest over a period of six years or, in the case of restricted stock units at age 62 if an employee would become age 62 within six years, 
but not less than three years. If certain predetermined criteria involving measures of total shareholder remm are met, as measured at the end of 
the third year after the grant date, the awards vest at the end of the third year. At December 31, 2006, NiSource had 813,726 awards 
outstanding which contain the time-accelerated provisions. The total shareholder retum measures established for the 2003 and 2004 awards 
were not met, therefore these grants did not have an accelerated vesting period. 

During 2006, NiSource did not provide incumbent executives additional grants of options, restricted or contingent shares. For 2007, the 
NiSource Board approved a grant of performance-based contingent shares, which are expected to be granted in March 2007. 

The Amended and Restated Non-employee Director Stock Incentive Plan, which was approved by the Board and stockholders at the 2003 
annual meeting, provides for the issuance of up to 500,000 shares of common stock to non-employee directors. The Plan provides for awards of 
restricted stock, stock options and restricted stock units, which vest in 20% increments per year, with full vesting after five years. Awards 
under the Plan are subject to immediate vesting in the event of the director's death or disabUity, retirement at or after age 70, or a change in 
control of NiSource. If a director's service on the Board is terminated for any reason other than retirement at or after age 70, death or disability, 
any awards of restricted stock, stock options or restricted stock units are forfeited. No stock options have been granted under the Non-employee 
Director Stock Incentive Plan. As of December 31, 2006, 89,860 restricted shares and 109,194 restricted stock units had been issued under the 
Plan. 
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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. Stock option 
transactions for the three years ended December 31, 2006 were as follows; 

Outstanding at Januaty 1, 2004 
Granted 
Exercised 
Cancelled 

Outstanding at December 31, 2004 ^ 
Granted 
Exercised -;,"".':•;;:,..:•"•;;. [•••;y-''yX^:','X:\ 
CanceUed 

Outstanding at Decembers 1, 2005 
Granted 
Exercised 
Cancelled 

Outstanding at December 31, 2006 
Exercisable at December 31,2006 
Exercisable at December 31,2005 : 
Exercisable at December 31, 2004 

Options 
8,156,696 ; 
2,168,200 
:(817,017)/^ 
(346,844) 

\:y-... • •.9,161,035:.:.. 
2,908,378 

- v v ' - : \ : ::-:rrv;:/;sJvf-.'-:.:>;.:};::(i.,897,206^.-: 
(223,824) 

9,948,383 
— 

(1,007,415) 
(680,515) 

8,260,453 
8,260,453 
7,040,005 
7,043,835 

Weighted Average 
Opdon Price ($) 

: ; : .22.03 
21.84 

v : : 18:88 
24.17 

:':y:yy:y-"22M^ 
22.62 

-̂ i-:r,.A.:.•x^v2032 
25.33 
22.59 

— 
21.11 
23.44 
22.69 
22.69 
22.58 
22.29 

The following table summarizes information on stock options outstanding and exercisable at December 31, 2006: 

OptioDs Outstanding Options Exercisable 

Range of Exercise 
Prices Per Share ($) 

Weighted Average 
Number Exercise Price 

Outstandine Per Share ($) 

Weighted Average 
Remaining Contractual 

Life in Years 
Number 

Exercisable 

Weighted Average 
ExM-cise Price 
Per Share (£) 

17.53 ™:2045:.:^-• 
20.46-2337 
23.38-2629 . 
26.30-29.22 

1,170,961 
5,052,898 
1,709,594 

327,000 
8,260,453 

19.64 
22.12 
25.21 
29.22 
22.69 

4.0 
5.2 
3 3 
1.4 
4.5 

1,170,961 
5.052-898 
1.709^94 

327.000 
8.260,453 

19.64 
22.12 
25.21 
29.22 
22.69 

There were no stock appreciation rights outstanding at December 31, 2006. 

No options were granted during the twelvemonths ended December 31, 2006. The fair value of each option granted during the years 2005 and 
2004 was estimated on the date of grant using the Black-Scholes option-pricing model with a dividend yield of 4.1%.. The weighted average 
fair value of the options granted during the years 2005 and 2004 were $3.34 and $4.77. The foUowing assumptions were used: 

2005 2004 

Expected Life (yrs.) 
Interest Rate 
Volatility 

4 ^ 
3 .5-3 .6% 

22.6% 

4.8 
3.1-33% 

333% 

NiSource recognized stock-based employee compensation expense of $6.9 mUlion and $6.8 miUion during the years of 2006 and 2005, 
respectively, as well as related tax benefits of $2.4 million and $2.3 miUion, respectively. There were no modifications to awards as a result of 
tiie adoption of SFAS 123R. 
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As of December 31, 2006, the total remaining unrecognized compensation cost related to non-vested awards amounted to $5.1 million, which 
will be amortized over the weighted-average remaining requisite service period of 2.6 years. 

15. Long-Term Debt 

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

During 2006, NiSource funded the redemption of $434.4 miUion of long-term debt with cash from operations and an increase of short term 
borrowings. NiSource decided not to issue new long-term debt untU the strategic and financial review is completed. The review is expected to 
be completed in early 2007. 

During November 2006, NiSource redeemed $144.4 million of its senior debenmres with an interest rate of 3.628%. Also during 
November 2006, NiSource Finance redeemed $250.0 million of its unsecured notes with an interest rate of 3.20%. 

During May 2006, NiSource redeemed $25.0 million of Capital Markets medium-term notes, with an average interest rate of 7.50%. 

During April 2006, NiSource redeemed $15.0 million of Capital Markets medium-term notes, with an average interest rate of 7.75%. 

On November 29, 2005, Columbia redeemed $1.1 billion of its senior unsecured notes that became callable on November 28, 2005 having an 
average interest rate of 7.34%). On November 28, 2005, Columbia redeemed $281.5 miUion of its senior unsecured notes with an average 
interest rate of 6.80%). The associated charges mcluded an $86 million non-cash charge relating to tiie write-off of the unamortized portion of a 
fair market value adjustment made at the time of the NiSource Columbia merger, an $8 million non-cash charge associated with the 
unamortized portion of swap termination charges, and a $14 million cash charge for call premiums, all of which were charged to loss on early 
extinguishment of long-term debt. 

On November 28, 2005, NiSource Finance issued, in the private placement market, $900 million in unregistered senior unsecured notes in four 
tranches: $315 million of 7-year notes at a coupon rate of 5.21%.; $230 mUlion of 10-year notes at a coupon rate of 5.36%); $90 mUlion of 11-
year notes at a coupon rate of 5.41%.; and $265 million of 20-year notes at a coupon rate of 5.89%. The proceeds, along with other funding 
soiu"ces, were used to refmance the above mentioned Columbia senior unsecured notes. 

On November 15, 2005, NiSource Finance redeemed $900 million of its senior unsecured notes having an average interest rate of 7.625%). 

On September 16,2005, NiSource Finance issued $450 million of 5.25% 12-yearunsecured notes that mamre September 15, 2017 and 
$550 miUion of 5.45%. 15-year unsecured notes that mamre September 15, 2020. The proceeds were used in part to redeem $900 milUon of 
NiSource Finance notes due November 15, 2005. Contemporaneously with the pricing of the 5.25% and 5.45%. notes, NiSource Finance 
terminated $900 million of forward starting swaps resulting in a $35.5 million payment to NiSource's swap counterparties. The swap 
termination payments are being amortized over the life of the new debt issues, resulting in an effective interest rate of 5.67%. and 5.88%. 
respectively. 

During July 2005, Northem Indiana redeemed $34.0 million of its medium-term notes with an average interest rate of 6.62%. 

During June 2005, Northem Indiana redeemed $39.3 million of its medium-term notes and Bay State redeemed $10.0 million of its medium-
term notes with an average interest rate of 6.79% and 6.58%, respectively. 
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During April 2005, NiSource redeemed $30,0 miUion of Capital Markets medium-term notes, with an average interest rate of 7.67%. 

Following are the outstanding long-temi debt sinking fund requirements and mamrities at December 31, 2006. The long-term debt mamrities 
shown below include capital lease obligations but exclude unamortized premium and discount on long-term debt, and exclude the debt of 
certain low-income housing real estate investments, as NiSource does not guarantee the long-term debt payment of these entities. Under the 
provisions of FIN No. 46R, the low-income housing real estate investments were required to be consolidated beginning in the first quarter of 
2004. 

Year Ending December 31. fin millions) 

2007 $ 92.9 
2008 36.2 
2009 4687 
2010 1,015.2 
2011 307.5 
After 3,329.0 
Totals ^̂  • --^ •. .. • .. =• •'r^^-. :;y r̂:--.y--.̂  :•••--:-.:v-^-s:-.;: = ̂ r $53493 : 

Unamortized debt expense, premium and discount on long-term debt applicable to outstanding bonds are being amortized over the lives of such 
bonds. Reacquisition premiums have been deferred and are being amortized. These premiums are not earning a remm during the recovety 
period. 

Of NiSource's long-term debt outstanding at December 31, 2006 $196.0 million was issued by NiSource's affiliate, Capital Markets. The 
fmancial obligations of Capital Markets are subject to a Support Agreement between NiSource and Capital Markets, under which NiSource has 
committed to make payments of interest and principal on Capital Market's obligations in the event of a failure to pay by Capital Markets. 
Under the terms of the Support Agreement, in addition to the cash flow of cash dividends paid to NiSource by any of its consolidated 
subsidiaries, the assets ofNiSource, other than the stock and assets of Northem Indiana, are avaUableas recourse for the benefit of Capital 
Market's creditors. The carrying value of tiie assets of NiSource, otiier than the assets of Northern Indiana, was $13.5 billion at December 31, 

12006. 

NiSource Finance has entered into interest rate swap agreements for $1,160 million of its outstanding long-term debt. The effect 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 8, 
"Risk Management and Energy Tradmg Activities," in the Notes to Consolidated Financial Statements for further information regarding 
interest rate swaps. 

NiSource is subject to one financial covenant under both its five-year revolving credit facUity and its new three-month revolving credit 
agreement. NiSource must maintain a debt to capitalization ratio that does not exceed 70%. As of December 31, 2006, NiSource was in 
compliance with this financial covenant under both agreements. 

NiSource is also subject to certain other covenants under the revolving credit facilities. Such covenants include a limitation on the creation or 
existence of new liens on NiSource's assets, generally exempting liens on utUity assets, purchase money security interests, preexisting security 
interests and an additional asset basket equal to 5% of NiSource's consohdated net tangible assets. 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. The revolving credit facilities also include a 
cross-default provision, which triggers an event of default under the credit facility in the event of any uncured payment defauU relating to any 
indebtedness ofNiSource or any of its subsidiaries in a principal amount of $50 mUlion or more. 

NiSource's bond indentures generally do not contain any financial maintenance covenants. However, NiSource's bond indentures are generally 
subject to cross default provisions ranging from uncured pa5mient defaults of $5 miUion to $50 miUion, and limitations on the incurrence of 
hens on NiSource's assets, generally exempting liens on utiUty assets, purchase money security interests, preexisting security interests and an 
additional asset basket capped at either 5% or 10% of NiSource's consohdated net tangible assets. 
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16. Short-Term Borrowings 

During July 2006, NiSource Finance amended its $ 1.25 billion five-year revolving credit facility increasing the aggregate commitment level to 
$1.5 billion, extending the termination date by one year to July 2011, and reduced the cost of borrowing. The amended facility wiU help 
maintain a reasonable cushion of short-term liquidity in anticipation of continuing volatile namral gas prices. During November 2006, 
NiSource Finance entered into a new $300 million three-month revolving credit agreement with Dresdner Kleinwort that expired Febmaty 15, 
2007. 

As of December 31, 2006, NiSource had $24.6 miUion of stand-by letters of credit outstanding under its five-year revolving credit faciUty. 
NiSource Finance maintains a five-year revolving line of credit with a syndicate of financial instimtions which can be used either for 
borrowings or the issuance of letters of credit. 

Short-term borrowings were as follows: 

At December 31. fin millions) 2006 2005 

Credit facilities borrowings weighted average interest rate of 5.68% and 4.95% at December 31, 2006 and 
2005, respectively 1,193.0 89S.0 

Total short-term borrowings $1,193.0 $ 898.0 

The increase in short term borrowings was primarily due to the redemption of long term debt during 2006. NiSource decided not to issue new 
long-term debt until the strategic and fmancial review is completed. The review is expected to be completed in early 2007. 

17. Fair Value of Financial Instruments 

The following methods and assumptions were used to estimate the fair value of each class of financial instmments for which it is practicable to 
estimate fair value: 

Investments. Where feasible, the fair value of mvestments is estimated based on market prices for those or similar investments. 

Carrying 
Amount 

2006 

Estimated 
Fair Value 

2006 

Carrying 
Amount 

2005 

Estimated 
Fair Value 

2005 

Long-term Debt and Preferred Stock. 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 mamrities. Certain premium costs associated with the early settlemeni 
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: 

At December 31. (in millions) 

Long-term investments $ 66.5 $ 66,5 $ 73.1 $ 73,1 
Long-term debt (including current portion) 5,239.5 5,291.9 5,711.9 5,885.8 
Preferred stock (inchtdhig current portion) ^̂ ^̂  ^^ 8L1 81.6 

Sale of Trade Accounts Receivable. On May 14, 2004, Columbia of Ohio entered into an agreement to sell, without recourse, substantially all 
ofitsUade receivables, as they originate, to CORC, a wholly ownedsubsidiary of Columbia of Ohio. CORC, in turn, is party to an agreement, 
also dated May 14, 2004, under the terms of which it sells an undivided percentage ownership interest in the accounts receivable to a 
commercial paper conduit. The agreement, which had a scheduled expiration date of May 12, 2006, was extended for another year to May 11, 
2007. The agreement was further amended on July 1,2006 increasing the program limit from $300 million to $350 mUlion and extending the 
expiration date to June 29, 2007. As of December 31, 2006, $184.3 million of accounts receivable had been sold by CORC. 
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Notes to Consolidated Financial Statements (continued) 

Under the agreement, Columbia of Ohio acts as administrative agent, by performing record keeping and cash collection functions for the 
accounts receivable sold by CORC. Columbia of Ohio receives a fee, which provides adequate compensation, for such services. 

On December 30, 2003, Northern Indiana entered into an agreement to sell, without recourse, all of its trade receivables, as they originate, to 
NRC, a wholly-owned subsidiary of Northem Indiana. NRC, in mm, is party to an agreement under the term of which it sells an undivided 
percentage ownership interest in the accounts receivable to a commercial paper conduit. The conduit can purchase up to $200 million of 
accounts receivable under the agreement. N R C s agreement with the commercial paper conduit has a scheduled expiration date of 
December 21, 2007, and can be renewed if mumally agreed to by both parties. As of December 31, 2006, NRC had sold $189.7 million of 
accounts receivable. Under the arrangement, Northern Indiana may not sell any new receivables if Northem Indiana's debt rating falls below 
BBB- or Baa3 at Standard and Poor's and Moody's, respectively. 

Under the agreement, Northem Indiana acts as administrative agent, performing record keeping and cash collection functions for the accounts 
receivable sold. Northem Indiana receives a fee, which provides adequate compensation, for such services. 

NiSource's accounts receivable programs qualify for sale accounting based upon the conditions met in SFAS No. 140. In the agreements, all 
transferred assets have been isolated from the transferor and put presumptively beyond the reach of the transferor and its creditors, even in 
bankmptcy or other receivership. The transferors do not retain any interest in the receivables under both agreements. 

18. Other Commitments and Contingencies 

A. Capital Expenditures and Other Investing Activities. NiSource expects that approximately $801.1 million will be expended for 
constmction and other investment purposes during 2007. 

B. Assets Under Lien. Substantially all of Columbia Transmission properties have been pledged to Columbia as security for debt owed by 
Columbia Transmission to Columbia. All of the debt that was secured by this lien has been paid and NiSource is in the process of having this 
lien released. 

C. Guarantees and Indemnities. As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing 
financial or performance assurance to third parties on behalf of certain subsidiaries. Such agreements include guarantees and stand-by letters of 
credit. These agreements are entered into primarily to support or enhance the creditworthiness otherwise attributed to a subsidi^y on a stand
alone basis, thereby facilitating the extension of sufficient credit to accomphsh the subsidiaries' intended commercial purposes. The total 
guarantees and indemnities in existence at December 31,2006 and the years ui which they expfre were; 

fin millions) Total 2007 2008 2009 2020 201J After 

Guaranteesofsubsidiariesdebt:::; :.::$4,7I7.1 $ 34.0 $ 8.6 $ 464.0 $1,0043 $ 280.2 S^p^^Cg 
Guarantees supporting energy 

commodity contracts of 
subsidiaries 634.4 5493 47.3 36.6 — — 1.2 

lines of credit ;̂  
Letters of credit 
Otiier guarantees : : ^ 252.1 507 9^6 3^6 134 ^^ 174.8 
Total guarantees and 

indemnities • $6,878.5 $1,855.0 $ 1194 $- 504.2 $1,017.7 $ 280.2 $3,102.0 

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

Notes to Consolidated Financial Statements (continued) 

Guarantees Supporting Energy Commodity Contracts of Subsidiaries. NiSource has issued guarantees, which support up to approximately 
$634.4 million of commodity-related payments for its current subsidiaries involved in energy marketing and trading and those satisfying 
requirements under forward gas sales agreements of current and former subsidiaries. These guarantees were provided to counterparties in order 
to facUitate 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. 

Lines and Letters of Credit. NiSource Finance maintains a five-year revolving line of credit with a syndicate of financial uistimtions which 
can be used either for bortowings or the issuance of letters of credit. On July 7, 2006, NiSource Finance amended the $1.25 billion five-year 
revolving credit facility, increasing the aggregate commitment level to $1.5 billion and extending the termination dateby one year to July 2011. 
During November 2006, NiSource Finance entered into a new $300 million three-month revolving credit agreement with Dresdner Kleinwort 
that expired Febmaty 15, 2007. At December 31,2006, NiSource had $1,193.0 million in short-term borrowings outstanding under both of the 
credit facilities. Through the five-year revolver and through other letter of credit facihties, NiSource has issued stand-by letters of credit of 
approximately $81.9 mUlion for the benefit of third parties. 

Other Guarantees or Obligations. On June 29, 2006, Columbia Transmission, Piedmont, and Hardy Storage entered mto muUiple agreements 
to finance the constmction 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 
untU such time as the project is placed in service and operated within certain specified parameters. As of December 31,2006, Hardy Storage 
borrowed $81.5 million under the financing agreement, for which Columbia Transmission recorded an accmed liability of approximately 
$ 1.6 million related to the fair value of its guarantee securing payment for 50%) of the $81.5 mUlion borrowed. 

As part of PEI's sale to Private Power in 2003, NiSource retained certain obligations with respect to the former PEI subsidiaries. NiSource 
retained operational guarantees related to environmental compliance, inventoty balances, employee relations, and a contingent obligation to 
Private Power that could be triggered if U.S. Steel Gaty Works exercised a purchase option under its agreement with a former PEI subsidiaty. 
At the time of the sale, NiSource allocated $0.6 miUion to this contingent option obUgation. However, in November 2005, U.S. Steel Gary 
Works aimounced its intent to exercise the purchase option. As a result, in tiie fourth quarter of 2005, NiSource accmed an additional 
$7.4 miUioti for the settlement of this obligation. In the second quarter of 2006, NiSource paid Private Power approximately $8.0 miUion to 
settle this obligation. 

NiSource has purchase and sales agreement guarantees totaling $82.5 miUion, which guarantee performance of the seller's covenants, 
agreements, obligations, habilities, 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 guarmitees is remote. 

NiSource has issued other guarantees supporting derivative related payments 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. 

D. 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 a material adverse 
impact on NiSource's consohdated financial position. 

In the case of Tawney, et al. v. Columbia Namral Resources, Inc., the Plaintiffs, who are West Virginia landowners, filed a lawsuit in early 
2003 against CNR alleging that CNR underpaid royalties on gas produced on their land by improperly deducting post-production costs and not 
payinga fair value for the gas. In December 2004, the court granted plaintiffs' motion to add NiSource and Columbia as defendants. Plaintiffs 
also claimed that the defendants fraudulently concealed the deduction of post-production charges. The court 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 
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NISOURCE INC. 

Notes to Consolidated Financial Statements (continued) 

successors) on lands lying within the boundaty of the state of West Virginia. All claims by the government of the United States are excluded 
from the class. Although NiSource sold CNR in 2003, NiSource remains obligated to manage this htigation and for the majority of any 
damages ultimately awarded to the plaintiffs. On January 27, 2007 the jury hearing the case remmed a verdict against all defendants in the 
amount of $404.3 million; this is comprised of $134.3 miUion in compensatoty damages and $270 million in punitive damages. The defendants 
have filed motions with the trial court chaUenging the award and a hearing on these motions is anticipated in March of 2007. Unless the trial 
court substantially revises the juty's verdict, the defendants intend to appeal the judgment to the West Virginia Supreme Court of Appeals, 
which may or may not accept the appeal. As of the end of 2006, NiSource increased its reserve for this matter based on the juty's verdict, but 
did not reserve any amount with regard to the punitive damages portion of the verdict. 

E. Income Tax Examinations. NiSource records liabilities for potential income tax assessments. The accmals 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 liabihties may be 
affected by changing interpretations of laws, mlings by tax authorities, or the expiration of the stamte 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 remm is typically audited by the IRS. Years through 
1998 have been audited and are settled and closed to further assessment. For years 1999 and 2000, NiSource disagreed with three adjustments 
proposed by the IRS and filed a protest of those issues with the IRS Appeals Division. The opening Appeals conference was held in 
March 2005 and negotiations were conducted throughout most of the remainder of 2005. While concessions were made by both NiSource and 
the IRS during the Appeals process, the parties were unable to reach agreement on the two most significant issues; deductibility of certain costs 
associated with the Columbia acquisition and deductions related to the abandonment of Wells LNG development costs at Granite State Gas. 
NiSource filed a petition witii the Tax Court with respect to these two issues on July 18, 2006. Initial discussions with the IRS trial attorneys 
assigned to the case have begun. The audit of NiSource's 2001 and 2002 federal income tax remms was completed on June 1, 2005. With the 
exception of canyover adjustments related to the two unagreed issues from the 1999-2000 audit discussed above, NiSource agreed with all 
proposed IRS adjustments and paid the resultant tax hability in 2005. The audit of tax years 2003 and 2004 started in September 2005 and is 
expected to be completed toward the end of the first quarter of 2007. Management believes that adequate reserves have been provided for the 
unresolved issues. 

F. Environmental Matters. 

General. The operations ofNiSource are subject to extensive and evolving federal, state and local enviromnental laws and regulations intended 
to protect the public health and the envfronment. Such environmental laws and regulations affect operations as they relate to knpacts on afr, 
water and land. 

Proposals for voluntaty initiatives and mandatoty controls are being discussed both in the United States and worldwide to reduce so-called 
"greenhouse gases" such as carbon dioxide, a by-product of burning fossil fuels, and methane, a component of namral gas. Certain NiSource 
affiliates engage in efforts to voluntarily report and reduce their greenhouse gas emissions. NiSource is currentiy a participant in the EPA's 
Climate Leaders program and wUl continue to monitor and participate in developments related to efforts to register and potentially regulate 
greenhouse gas emissions. 

Gas Distribution Operations. Several Gas Distribution Operations subsidiaries are potentially responsible parties at waste disposal sites under 
the CERCLA (commonly known as Superfund) and similar state laws, as weU as at MGP sites, which such subsidiaries, or their corporate 
predecessors, own or previously owned or operated. Gas Distribution Operations subsidiaries may be required to share in the cost of cleanup of 
such sites. In addition, some Gas Distribution Operations subsidiaries have responsibility for corrective action under the RCRA for closure and 
cleanup costs associated with underground storage tanks, under the Toxic Substances Control Act for cleanup of PCBs, and for mercuty 
releases. The final costs of cleanup have not yet been determined. As site investigations and cleanup proceed and as additional information 
becomes available reserves are adjusted. 

A program has been instituted to identify and investigate former MGP sites where Gas Distribution Operations subsidiaries or predecessors are 
the current or former owner. The program has identified up to 86 such sites and initial investigations have been conducted at 54 sites. 
Additional investigation activities have been completed or are in progress at 50 sites and remedial measures have been implemented or 
completed at 28 sites. This effort includes 
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the sites contained in the Januaty 2004 agreement entered into by the IDEM, Northem Indiana, Kokomo Gas, and other Indiana utilities under 
the Indiana Voluntaty Remediation Program. Only those site investigation, characterization and remediation costs currently known and 
determinable can be considered "probable and reasonably estimable" under SFAS No. 5. As costs become probable and reasonably estimable, 
reserves will be adjusted. As reserves are recorded, regulatoty assets are recorded to the extent environmental expendimres are expected to be 
recovered through rates. NiSource is unable, at this time, to accurately estimate the time frame and potential costs of the entire program. 
Management expects that, as characterization is completed, additional remediation work is performed and more facts become available, 
NiSource will be able to develop a probable and reasonable estimate for the entire program or a major portion thereof consistent with the SEC's 
SAB No. 92, SFAS No. 5 and SOP No. 96-1. As of December 31, 2006, a reserve of approximately $57.1 milUon has been recorded to cover 
probable environmental response actions for Gas Distribution Operations. 

Gas Transmission and Storage Operations. Columbia Transmission continues to conduct characterization and remediation activities at 
specific sites under a 1995 EPA Administrative Order by Consent. The program pursuant to the Administrative Order by Consent covers 
approximately 245 facilities, approximately 13,000 liquid removal pomts, approximately 2,200 mercuty measurement stations and about 3,700 
storage well locations. Field characterization has been performed at all sites. Site characterization reports and remediation plans, which must be 
submitted to the EPA for approval, are in various stages of development and completion. Remediation has been completed at the.mercuty 
measurement stations, liquid removal point sites and storage well locations and at most of the 245 facilities. As of December 31, 2006, the 
remaining environmental hability recorded on tiie Consolidated Balance Sheets of Columbia Transmission was approximately $6.3 miUion. 

Columbia Transmission and Columbia Gulf are potentially responsible parties at several waste disposal sites under CERCLA and simUar state 
laws. The potential liability is believed to be de minimis. However, the final allocation of cleanup costs has yet to be determined. As site 
investigations and cleanups proceed and as additional information becomes available reserves will be adjusted. 

Implementation of the fine particulate matter and ozone national ambient ah quality standards may require imposition of additional controls on 
engines and mrbines. On AprU 15, 2004, the EPA finalized the eight-hour ozone nonattainment area designations. After designation, the Clean 
Air Act provides for a process for promulgation of mles specifying compliance level, compliance deadline, and necessaty controls to be 
implemented within designated areas over the next few years. Resulting state mles could require additional reductions in NOx emissions from 
natural gas compressor stations. Also, on September 21,2006, the EPA issued revisions to the NAAQS for particulate matter. The fmal mle 
increased the stringency of the current fine particulate (PM2.5) standard, added a new standard for inhalable coarse particulate (particulate 
matter between 10 and 2.5 microns in diameter), and revoked the armual PMIO standards while retaining the 24-hour PMIO standards. The 24| 
hour primaty and secondaty standards for fine particulate were tightened from the previous level of 65 micrograms per cubic meter (pg/m3) to' 
35pg/m3 while the prunaty and secondaty annual standards were kept at 15pg/m3. The annual PMIO standards of 50|ig/m3 were revoked and 
the daily standards of I50^g/m3 were retained. State recommendations for designation of areas not meeting the new fine particle standards are 
due November 2007 with EPA designations by November 2009, effective in April 2010. SIPs detailing how states wiU reduce emissions to 
meet the NAAQS wUl be due three years later with attainment due by April 2015 with a possible five year extension to April 2020. These 
actions could require further reductions in NOx emissions from various emission sources in and near nonattainment areas, including reductions 
from Gas Transmission and Storage Operations. NiSource will continue to closely monitor developments in this area and caimot accurately 
estimate tiie timing or cost of emission controls at this time. 

On August 6,2006, Columbia Gulf received final approval of the NOx SIP CaU CompUance Plan from the state of Kenmcky. This Plan will 
reduce NOx emissions by 950 tons per ozone season starting May 1, 2007. Currently Columbia Gulf anticipates installation of approximately 
$6 miUion to $8 million in NOx controls to achieve these reductions. 

In October, 2006, the Ohio EPA released a preliminaty NOx control mle covering the Cleveland non-attainment area. This could require 
additional controls at one or more compressor stations in the area. Columbia Transmission is currently working with Ohio EPA on mle 
development. 
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In December 2006, the EPA released the final National Emissions Standard for Hazardous Air Pollutants for Oil and Namral Gas Production 
Facilities. Columbia Transmission is currently evaluating impacts to operations, but based on an initial review it does not appear to result in 
significant cost or operational impacts. 

Electric Operations. 
Air. In December 2001, the EPA approved regulations developed by the State of Indiana to comply with the EPA's NOx SIP call. The NOx 
SIP call requires certain states, including Indiana, to reduce NOx levels from several sources, including industrial and utiUty boilers, to lower 
regional transport of ozone, Compliance with the NOx limits contained in these mles was required by May 31,2004. To comply with the mle, 
Northem Indiana developed a NOx compliance plan, which included the installation of Selective Catalytic Reduction NOx reduction 
technology at each of its active generating stations and is currently in compliance with the NOx limits. In implementing the NOx compliance 
plan; Northem Indiana has expended approximately $256 million as of December 31, 2006. Acmal costs may vaty depending on a number of 
factors including market demand and resource constraints, uncertainty of future equipment and constmction costs, and the potential need for 
additional control technology. 

Implementation of the fine particulate matter and ozone national ambient air quality standards may require imposition of additional controls on 
coai-fired boilers. On April 15, 2004, the EPA finalized the eight-hour ozone nonattainment area designations. After designation, the Clean Air 
Act provides for a process for promulgation of mles specifying compliance level, compliance deadlme, and necessaty controls to be 
implemented within designated areas over the next few years. Resulting state mles could require additional reductions in NOx emissions from 
these boilers. 

On September 21, 2006, the EPA issued revisions to the NAAQS for particulate matter as described above under, "Gas Transmission and 
Storage Operations." The new mles set forth in this standard could impact the emission control requirements for coal-fired boilers including 
Nortiiem Indiana's electric generating stations. Northem Indiana wiU continue to closely monitor developments in this area and cannot 
accurately estimate titie impact, timing or cost of emission controls at this time. 

On March 10, 2005, the EPA issued the CAIR fmal regulations. The mle establishes phased reductions of NOx and S02 from 28 Eastern 
states, including Indiana electric utilities, by establishing an annual emissions cap for NOx and S02 and an additional cap on NOx emissions 
during the ozone control season. On March 15,2006, the EPA signed three related mlemakings providing final regulatoty decisions on 
implementing the CAIR. The EPA, in one of the mlings, denied several petitions for reconsideration of various aspects of the CAIR, including 
requests by Northem Indiana to reconsider S02 and NOx allocations. The main mlemaking established federal implementation plans, or FIPs, 
for power plants to ensure that the emissions reductions required by the CAIR are achieved on schedule and provide criteria, whereby SIPs that 
meet a majority of the federal requirements or abbreviated SIPs could be approved if submitted by the states within six months of the 
September 2006 deadline. As an affected state, Indiana stmcmred, and preliminarily adopted in June 2006, a draft mle to meet the EPA 
abbreviated CAIR SIP requirements and should therefore be eligible for a six-month extension of the submittal deadUne. The An Pollution 
Control Board adopted the final mles on November 1, 2006. The CAIR mles became effective in Indiana on Febmaty 25, 2007. In a petition 
filed with the lURC in December 2006, NortJiera Indiana provided plans for the first phase of the emission control constmction required to 
address the Phase I CAER requirements and a request for appropriate cost treatment and recovety. Northem Indiana's plan includes the upgrade 
of existing emission controls on three generating units for an estimated cost of $23 million and anticipates that these expenses are recoverable. 
Northem Indiana wiU continue to closely monitor developments in this area and expects to install additional emission controls for the second 
phase of CAIR, but cannot accurately estimate the timing or cost of the emission controls at this time. 

On May 31, 2006, the EPA took final action on petitions to reconsider two actions regarding the air pollutant Mercuty; 1) its determination that 
regulation of electric utility steam generating units under section 112 of the Clean Air Act was neither necessaty nor appropriate (the section 
112 mle); and 2) the CAMR. FoUowing the promulgation of the fmal section 112 mle, tiie EPA received two petitions for reconsideration. In 
response to the two petitions, the EPA agreed to reconsider certain aspects of the final section 112 mle. After considering the petitions and the 
information that was submitted during the pubhc comment period, the EPA determined that its original mle was correct. Indiana is developing 
a mle to implement the EPA CAMR. An initial draft of IDEM's proposed rale language was released for public comment in mid Januaty of 
2007 with a public hearing and 
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preliminary adoption scheduled for May. In related activity, the EPA initiated two measures as a CAMR backstop. In the first, on 
December 14, 2006, the EPA published a notice tiiat several states, including Indiana, failed to submit their CAMR SIP by the November 17, 
2006 deadline. Then on December 22, 2006, the EPA published a proposed federal plan (FIP) that would be applicable to the states identified 
in the December 14, 2006 notice to ensure CAMR emissions reductions are achieved on schedule. The proposed FIP mle also includes 
assurances the provisions will no longer apply upon EPA approval of the state plan. Northem Indiana will continue to closely monitor 
developments in this area and cannot accurately estimate the timing or cost of emission controls at this time. 

Local air quality has improved in three counties in which Northem Indiana generating assets are located. In recognition of this improvement in 
local air quality, the IDEM prepared petitions for submittal to the EPA seeking redesignation of the Indiana counties of Lake, Porter, and 
LaPorte to attainment of the eight-hour ozone NAAQS. The IDEM held public hearings in the second quarter of 2006 to satisfy the public 
notice requirements and subsequently submitted the petitions to the EPA. The petitions included EPA required technical and procedural 
information, as weU as optional technical information, supporting the IDEM's redesignation request and state plans to maintain the NAAQS 
upon the EPA redesignations, if granted. On October 2, 2006, the IDEM announced 2006 ozone season readings in these counties continued to 
meet air quality standards, reinforcing the supporting data included in the redesignation petitions. Upon promulgation of the EPA and 
subsequent IDEM regulations to implement the rede sign ations to attainment, new source review mles are expected to change from 
nonattainment new source review mles to prevention of significant deterioration while measures responsible for existing emission reductions 
would continue. Northem Indiana will continue to closely monitor developments in this area and cannot accurately estimate the outcome or 
timing of the approval of the petitions. 

On April 15, 2004, the EPA proposed amendments to its July 1999 Regional Haze Rule that requires states to set periodic goals for improving 
visibility in 156 namral areas across the United States by implementing state emission reduction rales. These amendments would apply to the 
eUgible industrial facUities emitting air pollutants that reduce visibility. States must develop implementation mles by Januaty 2008. Resulting 
mles could require additional reductions of NOx, S02 and particulate matter from coal-fired boilers including Northem Indiana's electric 
generating stations, depending upon the outcome of multi-pollutant regulations. On July 6, 2005, the EPA finahzed Regional Haze Regulations 
and guidelines that allow states that opt to participate in the CAIR cap-and-trade program to not require affected facilities to install, operate and 
maintain additional control equipment. In 2006, tiie EPA made additional clarifications addressing technical and procedural issues in October 
revisions to the mle and legal challenges to the earlier mles sought by industty and environmental petitioners were denied by the courts on 
December 12. Until the state mles are promulgated, the potential impact on Northern Indiana is uncertain. Northern Indiana will continue to 
closely monitor developments in this area. 

In late 1999 the EPA initiated a New Source Review enforcement action against several industries including the electric utility hidustty 
conceming mle interpretations that have been the subject of recent (prospective) reform regulations. Northem Indiana has received and 
responded to the EPA information requests on this subject, most recently in June 2002. The EPA issued a NOV to Northem Indiana on 
September 29, 2004, for alleged violations of the Clean Air Act and the S P . Specifically, the NOV alleges that modifications were made to 
certain boiler units at the Michigan City, Schahfer, and BaUly Generating Stations between the years of 1985 and 1995 without obtaining 
appropriate air permits for the modifications. Northem Indiana is unable, at this time, to predict the timing or outcome of this EPA action. 

Water. The Great Lakes Water Quality Initiative program is expected to add new water quality standards for facilities that discharge uito the 
Great Lakes watershed, including Northem Indiana's three electric generating stations located on Lake Michigan. The state of Indiana has 
promulgated its regulations for this water discharge permit program and has received final EPA approval. The NPDES water discharge permit 
for Michigan City Generating Station has been issued and became effective on April 1, 2006. Engineering smdies have begun to determine 
specific compliance costs.for this facility. The pemiit for the Bailly Generating Station was issued on June 26,2006, and became effective on 
August 1, 2006. Northern Indiana has since appealed the Bailly Generating Station NPDES permit, due to an unacceptable intemal outfaU 
monitoring permit condition. Pending additional smdies, the cost of complying with the permit requirements cannot be estimated at this time. 

On Febmary 16,2004, the EPA Administrator signed the Phase II Rule of the Clean Water Act Section 316(b) which requires all large existing 
steam electric generating stations meet certain performance standards to reduce the 
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effects on aquatic organisms at their cooling water intake stmcmres. The mle became effective on September 7, 2004. Under this mle, 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. On January 25,2007, the Second Circuit in a court decision on the Phase II 316(b) mle, remanded for 
EPA reconsideration the options providing flexibility for meeting the requirements of the rale. Northem Indiana wiU closely monitor the EPA 
resolution of the court decision on the Phase II 316(b) mle to determine the compliance options for the Bailly Generating Station, the one 
remaining Northem Indiana generating station operating without using closed-cycle cooling. 

Remediation. Northem Indiana is a potentially responsible party under the CERCLA and similar state laws at two waste disposal sites and 
shares in the cost of their cleanup with other potentially responsible parties. At one site, the Remedial Investigation and Feasibility Smdy have 
been submitted for EPA review. At the second site, Northem Indiana has entered into EPA Administrative Orders on Consent to perform an 
interim action, in conjunction with the landfill owner/operator, which includes providing a municipal water supply system for approximately 
275 homes. Northem Indiana has also agreed to conduct a Remedial Investigation and Feasibility Smdy in the vicinity of the third party, state-
permitted landfill where Northern Indiana contracted for fly ash disposal. In addition, Northem Indiana has corrective action liability under the 
RCRA for three facihties that historically stored hazardous waste. 

As of December 31, 2006, a reserve of approximately $3,6 million has been recorded to cover probable environmental response actions for 
Electric Operations. The ultimate liability in connection with these sites cannot be estimated at this time but could be significant. 

On March 31, 2005, the EPA and Northem Indiana entered into an Administrative Order on Consent under the authority of Section 3008(h) of 
the RCRA for the Bailly Station. The order requires Northem Indiana to identify the namre and extent of releases of hazardous waste and 
hazardous constiments from the facility. Northem Indiana must also remediate any release of hazardous constituents that present an 
unacceptable risk to human health or the environment. A reserve has been established to fiind the required investigations and conduct interim 
measures at the facility. The final costs of cleanup have not yet been determined. As site investigations and cleanup proceed and as additional 
information becomes available reserves are adjusted. 

On September 13, 2006, IDEM advised Northem Indiana tiiat further investigation of historic releases from two previously removed 
underground storage tanks at the Schahfer Generating Station would need to be investigated. Northem Indiana is awaiting the results of an 
investigation that was initiated in late 2006 before assessing any associated liabihty. 

Other Operations. NiSource affiliates have retained environmental Uabilities, including cleanup liabilities associated with some of its former 
operations including those of propane operations, petroleum operations, and CER. The most significant envfronmental liability relates to 
former MGP sites whereas less significant liabilities are associated with former petroleum operations and former mercuty metering stations. In 
regards to these sites NiSource affiUate Columbia Petroleum Corporation and five other companies received notice from the EPA on 
November 20, 2006 to enter into an order to investigate and remediate four parcels which included the Macungie Bulk Terminal once owned 
and operated by Columbia Petroleum Corporation for a limited duration. Negotiations with the EPA and other parties is underway 

The ultimate liability in connection with these contamination sites will depend upon many factors including the extent of environmental 
response actions required, other potentially responsible parties and their financial viability, and indemnification from previous facility owners. 
Only those corrective action costs currently known and determuiable can be considered "probable and reasonably estimable" under SFAS No. 5 
and consistent with SOP 96-1. As costs become probable and reasonably estimable, reserves will be adjusted as appropriate. NiSource believes 
that any environmental response actions requfred at former operations, for which it is ultimately Uable, will not have a material adverse effect 
on NiSource's fmancial position. 

Environmental Reserves. It is management's continued intent to address environmental issues in cooperation with regulatoty authorities in 
such a manner as to achieve mumally acceptable compliance plans. However, there can be 
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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 31,2006, a reserve of approximately $72.6 million has been recorded to cover probable corrective actions at sites where 
NiSource has environmental remediation liability. Regulatoty assets have been recorded to the extent environmental expendimres are expected 
to be recovered in rates. NiSource accmes for costs associated with environmental remediation obligations when the incurrence of such costs is 
probable and the amounts can be reasonably estimated, regardless of when the expenditures are acmally made. The undiscounted estimated 
fiimre expendimres are based on many factors including currently enacted laws and regulations, existing technology and estimated site-specific 
costs whereby assumptions may be made about the namre and extent of site contamination, the extent of cleanup efforts, costs of altemative 
cleanup methods and other variables. NiSource's estimated environmental remediation liability will be refined as events in the remediation 
process occur. Acmal remediation costs may differ materially from NiSource's estimates due to the dependence on the factors listed above. 

G. Operating and Capital Lease Commitments. NiSource leases assete in several areas of its operations. Payments made in connection with 
operating leases were $58.5 million in 2006, $54.7 miUion in 2005 and $62.4 miUion in 2004, and are primarily charged to operation and 
maintenance expense as incurred. Capital leases and related accumulated depreciation included in the ConsoUdated Balance Sheets were 
$4.2 miUion and $2.3 million at December 31,2006, and $3.8 million and $1.9 miUion at December 31, 2005, respectively. 

Fumre 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 

2007 $ 47,2 S 2.1 
2008 42.5 2.7 
2009 33.6 2.9 
2010 26.5 O.l 
2011 . . 21.8 0.1 
After 52T 0.8 
Total fumre minimum payments $ 223.7 $_ m 
H. Purchase and Service Obligations. NiSource has entered into various purchase and service agreements whereby NiSource is contracmally 
obligated to make certain mmimum payments m future periods. NiSource's purchase obligations are for the purchase of physical quantities of 
namral 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 namral gas, electricity and 
coal. These amounts represent minimum quantities of these commodities NiSource is obUgated to purchase at both fixed and variable prices. 

NiSource has pipeline service agreements that provide for pipeline capacity, transportation and storage services. These agreements, which have 
expiration dates ranging from 2007 to 2026, require NiSource to pay fixed monthly charges. 

In June 2005, NiSource Corporate Services and IBM signed a definitive agreement to provide a broad range of business process and support 
services to NiSource. As part of this agreement, IBM will operate a broad range of business support functions for NiSource, including 
processes within the human resources, finance and accounting, supply chain (procurement), customer contact, meter-to-cash (billmg and 
collections) and information technology areas. The agreement also includes a broad array of transformational consulting services and emerging 
technology expertise. The contract has a 10-year term and NiSource has the right to renew it for up to three additional years. NiSource will pay 
for the services under a combination of fixed and variable charges. The variable charge component can flucmate to reflect NiSource's acmal 
usage of service and service levels. Fees may be adjusted to reflect economic changes such as inflation or business changes that both parties 
agree to. 
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Upon any termination of the agreement by NiSource for any reason (other than material breach by IBM), NiSource must pay IBM a 
termination charge that will include a breakage fee, repayment of IBM's un-recovered capital investments, and IBM wind-down expense. This 
termination fee can be a material amount depending on the events giving rise to termination and the timing of the termination. 

NiSource's other service obligations include agreements with certain rail companies, Pure Air and General Electric. 

Northem Indiana has contracts with four major rail operators providing for coal transportation services for which there are certain minimum 
payments. These service contracts extend for various periods through 2009. 

Northern Indiana has a service agreement with Pure Air, a general partoership between Air Products and Chemicals, Inc. and First Air Partners 
LP, under which Pure Air provides scmbber services to reduce sulfur dioxide emissions for Units 7 and 8 at the Bailly Generating Station. 
Services under this contract commenced on June 15, 1992, and Northem 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. 

Whiting Clean Energy has a service agreement with General Electric for certain operation and maintenance activities for its cogeneration 
facility located at BP's Whiting , Indiana refinety for which certain minimum fees axe required. The agreement extends through 2023. The 
agreement provides for a $10 million termination penalty to be paid by Whiting Clean Energy to General Electric to buy out or otherwise 
terminate the agreement. 

The estimated aggregate amounts of minimum fixed payments at December 31, 2006, were: 

(in millions) 
2007 
2008 
2009 V 
2010 
20ii:n:::;; 
After 

Energy Commodity 
Aereemcnts 

$ 511.6 
2527 
1943 

684 
38.9 

1554 

Pipeline Service 
Agreements 

$ 226.1 
1933 
137.5 
11 LO 
95.3 

3044 

IBM Service 
Agreement 

$ 1633 
164.8 
165.0 
167.1 
161.0 
522.0 

Other Service 
Aareements 

$ 84.9 
804 
3 6 ^ 
284 
28.8 

1443 

Total purchase and service obligations 1,221.3 1,067.6 $ L343.2 $ 403.0 

19. Accumulated Other Comprehensive Income (Loss) 

The following table displays the components of Accumulated Other Comprehensive Income (Loss). 

Year Ended December 31. (in millions) 2006 2005 

Otiier comprehensive income;(loss), before tax; 
Unrealized gains on securities 

: Tax (expense) ,on unrealized gainS: on securities 
Unrealized gains on cash flow hedges 
; , Tax (expense) on unrealized.gains:on cash flow hedges 
Unrecognized pension benefit and OPEB costs 
: Tax benefit on unrecognized pension benefit and OPEB costs 

3.9 
(1.7) 
43.8 

(124) 
(20.2) 

7.5 

$ 0.3 
(0.3) 

228.5 
(77.8) 

(260.1) 
103.8 

Total Accumulated Other Comprehensive Income (Loss), net of taxes $ 20.9 $ (5.6) 
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20. Other, Net 

Year Ended December 31, (in millions) 

Interest income 
Sales of accounts receivable 
Miscellaneous-:-:'•••;-•••::"-." 
Total Other, net 

21. Interest Expense, Net 

Year Ended December 31, (in millions) 

:: % 

$ 

2006 

8.8 
(20.1) 

4.8 
(6.5) 

2006 

. • $ ^ 

$ 

2005 

23.6: . 
(12.5) 

'-.,2:9 :•;•:.: 
14.0 

2005 

•. • ; . ^ S : : 

$ 

2004 

r : 9 3 
(5.1) 

^:3:i:; 
73 

2004 

Interest on long-term debt 
Interest on short-term borrowings 
Discount on prepayment transactions 
Allowance for borrowed fiinds used and interest capitalized during constmction 
Other . 

350.5 
33.4 

7.7 
(11.1) 

6.9 

$ 394.2 
4.2 

17.6 
(3.2) 
7 3 

$ 371.9 
6.8 

21.6 
(2.3) 
3.1 

Total Interest Expense, net $ 3874 $ 420.1 $ 401.1 

22. Segments of Business 

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. 

NiSource's operations are divided into four primaty business segments. The Gas Distribution Operations segment provides natural gas service 
and transportation for residential, commercial and industrial customers in Ohio, Pennsylvania, Virginia, Kenmcky, Matyland, Indiana, 
Massachusetts, Maine and New Hampshire. 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-Atiantic, midwestem and southem states 
and the District of Columbia. The Electric Operations segment provides electric service in 21 counties in the northem part of Indiana. The 
Other Operations segment primarily includes gas and power marketing, and venmres focused on distributed power generation technologies, 
including cogeneration facilities, fuel cells and storage systems. 

The following table provides information about business segments. NiSource uses operating income as its primaty measurement for each of the 
reported segments and makes decisions on finance, dividends and taxes at the corporate level on a consolidated basis. Segment revenues 
include intersegment sales to affiliated subsidiaries, which are eliminated 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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YearEndcd December 31. fin millions) 

REVENUES 
Gas Distribution Operations 
Unaffiliated 
Intersegment 
Total 
Gas Transmission and Storage Operations 
Unaffiliated .-,•.;•:: ^1-" 
Intersegment 
Total 
Electric Operations 
Unaffiliated . 
Intersegment 
Total 
Other Operations 
Unaffiliated 
Intersegment 
Total : 
Adiustments and eliminations 
C o n s o l i d a t e d R e v e n u e s '^••'•^.•\:yyZh:y:-y~',jC\::- ; :• -i i 

2006 

$4,679.3 
193 

4,698.6 

.. '^e is . ! • •'':̂  
246.2 

• -864:5 ' .^ 

1,302.2 •̂ •;:'-
1.6 

U 0 3 . 8 > 

890.9 
39.0 

929.9 
(306.8) 

yyy-yymi •', •y:mry simoM^^y 

2005 

:$5,fl98;L 
23.9 

5,122.0 

^:.-.•;.:. 575i0r:-^ 
260.1 

v":-:v::.^835:i.' 

."^':::'^T^45:5'••'••••:: 
2 . 1 

^;^-^-;'l:247r6.>;^:a-

9743 
57.5 

1,031.8 
(340.7) 

y y : ^ i m s S y y 

2004 

$4,2833 
8.1 

4,291.4 

: : : T ; ' 5 9 0 7 : 
264.5 
8552 

:: • a,096;9 
143 

':--:i''T.;m.2^ 

660.3 
253 

6854 
(286.0) 

;::..:.i$6;657at'' 
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Year Ended December 3\,(in millions) 2006 2005 2004 

Operating Inc<>mes(Loss) 
Gas Distribution Operations 

:::-.G^;:Ti^sniissipn;ai:iE:Storage Operations 
Electric Operations 

; i„j0tlier^Operations 
Corporate 

290.0 
340.8 
3104 
/(40.2) 
(21.0) 

368.2 
3444 
2933 
(123) 
(4LQ) 

441.2 
363.1 
309.5 
(30.5) 

(53) 
Consolidated $ i 880.0 $ 952.6 S 1,078.0 

Depreciation and Amortization 
^̂  i^P^TI>istxibution Operations 

Gas Transmission and Storage Operations 
j : ^Electric Operations 

Other Operations 
i'^Giorporate 

2314 
114.9 
1873 

9.8 
5.8 

224.6 
114.1 
185.9 

10.5 
9.1 

194.6 
114.2 
178.1 

10.5 
9.5 

Consolidated $ 549.2 544.2 506.9 
Assets 

Gas Distribution Operations 
:&#:l§as Transmission and Storage Operations 

Electric Operations 
HM&^CS^at ions . . 

Corporate 

6,933.9 
3,414.4 
3,429.5 
1,606.5 
2,772.2 

6,917.5 
3,0823 
3,189.0 
1,683.5 
3,086.2 

$ 6,332.2 
3^0533 
3,114.2 

• 1,467.7 
3.0204 

C^iisblidated $18,156.5 $17,958.5 $16,987.8 
Capital Expenditures (a) 
: /Gas ^Distribution Operations 

Gas Transmission and Storage Operations 
:; ?Mlectric Operations 

Other Operations 
' j-Gorporate 

2834 
197.1 
151.2 

3 4 
2 3 

283.5 
1537 
132.8 

6.2 
14.2 

226.7 
1304 
159 

(8 
8.6 

' • 

Consolidated $ 6374 $ 5904 S 517.0 

(a) Excludes mvesting activities in equity investments. 
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23. Quarterly Financial Data (Unaudited) 

Quarterly financial data does not always reveal the trend of NiSource's business operations due to nonrecurring items and seasonal weather 
patterns, which affect earnings, and related components of net revenues and operating income. 

(in millions, except per share data) 

2006 
Gross revenues 
Operating Income 
Income from Continuing Operations 
Results from Discontinued Operations—net of taxes 
Change in Accounting — net of taxes 

', Net Income y'^'' ' r ̂  .̂' y'[[ ~ y y :'y 

First 
Quarter 

$2,972.3' 
367.6 V 
172.9 

M: (0.4) : . 
0.4 

::.^:T72.9^-:::^ 

Second 
Ouarter 

$1,311.7 
• r 132X: . . : 

22.2 
•:^:yy_i(l.2^y:: 

— 
:';^,.-{z-:2l:0yy 

Third 
Quarter 

$1,1564 
136:5 
26.0 

--yyym-^'y::\ 
— 

y . : ' yy ;^ ' ^yy : 

Fourth 
Quarter 

$2,049.6 
: - 243.2 

92.4 
- .<29.9) 

— 
:ymy-62:j5, 

Basic Eamings Per Share of Common Stock 
ContinuingOperations 
Discontinued Operations 

. •• 'BasicEamings (Loss)PerJShare' : yrŷ r.yyŷ -ry. y"y::n.y 

Diluted Eamings Per Share of Common Stock 
i ContinuingOperations : 

Discontinued Operations 
Diluted Eamings (Loss) Per Share 

0.63 

•yyyr-yyy-yyym'Qyms^^ 

0.63 

S 0.63 

0.08 

3-,••:$.u,,Q;os^-:^i 

0.08 

$ 0.08 

0.10 

^<^y'^y:Q:^ISyy 

0.10 

$ O.IO 

0.34; 
(O.ll) 

Wy^y^til2,}> 

033 
(O.ll) 

$ 0,22 

2005 
: •••Grossfrevenues ;, 

Operating Income 
1: Incoriie from iContinuing Operations 

Results from Discontinued Operations — net of taxes 
: ::•: Change -in A.ccounting — net of taxes 

Net Income (Loss) 
r l̂Basic Earnir^s:Per Share of Common Stock 

$2,6824 
4377 
208.8 

(2.5) 
— 

2063 

$1,355.5 
119.8 

8 2 
30.8 

— 
39.0 

$1,163.9 
92.5 
(5:8) 
(1.0) 

— 
(6.8) 

$2,694.0 
302.6 
72.9 
(4.6) 
(03) 
68.0 

; • Continuing Operations 
Discontinued Operations 

BasicEamings (Loss) Per Share 

Diluted Earnings Per Share of Common Stock 
: : Continuing Operations 

Discontinued Operations 

Diluted Earnings (Loss) Per Share 

0.77 
(0.01) 

$ 0.76 

0.77 
(0.01) 

$ 0.76. 

$ 

$ 

0.03 
0.12 
0.15 

0.03 
0.11 
0.14 

(0,02) 
(0.01) 

S (0.03) 

(0,02) 
(0.01) 

$ (0.03) 

0.27 
(0.02) 

$ 025 

027 
(0.02) 

$ 025 

(a) During the fouth quarter of 2006, NiSource recognized a pre-tax loss of $13.1 million on equity eamings (loss) in unconsolidated 
affiliates primarily related to Millennium. 

(b) During the fourth quarter of 2006, NiSource results include a $17.0 miUion accmal in conjunction with the BP contract revision. 

(c) The loss from discontinued operations in the fourth quarter of 2006 reflects an increase to legal reserves. 

(d) During the fourth quarter of 2005, Columbia redeemed its senior unsecured notes and recorded charges associated vrith the redemption of 
these securities totaling $108.6 milUon, which were recognized as a loss on early extinguishment of long-term debt. 
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As of December 31, (in millions) 2006 2005 

ASSETS 
Investments and Other Assets: 

Net assets of discontinued operations 
Investments in subsidiary companies 

$ 11.9 
8,706.0 

$ 12.0 
8,676.9 

Total Investments'and5 Other Assets 8,717;9 18^688:9 

Current Assets: 
Cash mid cash equivalents 
Amounts receivable from subsidiaries 
Other Current Assets 

2.9 
46.9 
26.6 

2.5 
88.9 

105.7 
Total Current Assets 

G^etOTi^ipail|^ni3^^ 
TOTAL ASSETS 

C ^ i W M Z ^ I O N AND LIAJSmiTI ES 
Capitalization: 
: • itCbminon stockiequity 
Total Capitalization 

durrenliliiabilities 
Other (principally notes payable to associated companies) 
TOaMJ::»ITAUZATION AND UABDLITIES 

2764 

65.5 
$9,059.8 

$5,013.6 
5,013.6 

2634 
3782.8 

S9.059.8 

197.1 

51.1 
$8,937.1 

$4,933 .Oj 
4,933 .d | 

2872 
3,716.9 

$8,937.1 

The accompan3dng Notes to Condensed Financial Statements are an integral part of these statements. 
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Year Ended December 31. (in millions, except per share amoimts) 2006 2005 2004 

Equity in net eamings of subsidiaries $ 4473 $ 4 7 9 : 8 :$ 569.9 

Other income (deductions); 
Administrative and general expenses 
Loss on sale or impairment of assets 
Interest income : ; .: 
Interest expense 
Other, net 

Average common shares outstanding (milUons) 
Diluted average common shares (milUons) 

Basic eamings per share 
Continuing operations 
Discontinued Operations 

:(24;9); 
— 

. - : .T13; : ' : ; • • ; • ; . • 

(221.6) 
•:•-•'• ^ - i ^ A - ^ y m 

::yr:mmc-̂ --
(8.1) 

yyyy^mKmy 
(220.9) 

^ • • • y ^ ( p l W ' ^ y -

:rm^ 
— 

r-r':f-W^ 
(213.7) 

x-y-jam 
Total Other income (deductions) 

Income from continuing operations before mcome taxes 
Income taxes 

Income from continuing operations 
Income (Loss) from discontinued operations — net of taxes 
Loss on'Dispositiori of discontinued operations — net of taxes 
Change in accounting — net of taxes 
NETTNCOME-- y ' 

(234.4) 

212.9 
(100.6) 
313.5 

(31.7) 

04 
S 282.2 

(341.4) 

1384 
(145.7) 
284.1 
(20.8) 
43.5 
(03) 

$ 306.5 

(231.8) 

338.1 
(94.9) 
433.0 

33 

$ 4363 

272.6 
-2734 

1.15 

2713 
273.0 

1.05 
0.08 

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

2637 
265.5 

1.64 
0.01 

Basic earnings per share 

Diluted eamings per share 
ContinuingOperations; 
Discontinued Operations 

Diluted earnings per share 

S L04 

S 1.14 
(0.11) 

S 1.03 

$ 

$ 

$ 

L13 

1.04 
0.08 
1.12 

$ 

$ 

$ 

1.65 

1.63 
0.01 
1.64 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued) 

NISOURCE INC. 

SCHEDULE I 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENT OF CASH FLOWS 

Year Ended December 31, (in millions) 2006 2005 2004 

Neticash :provideaI in-ioperating activities;' $ 3124 $:229.5 $ (129.6) 

Cash flows provided by (used in) investing activities: 
!:::;CionStiuction woi^'fin progress yr^yS'-f'̂ '̂ '̂̂  ̂ '-yyyyyy. 

Investments 
' -decrease ill not^jitceivable^omlisubsid^ ; 

(53) 
(72.9) 

(0.1) 
3.6 

(36.9) 

(0.1) 
(6.2) 

Net cash provided by (used in) investing activities (78.2) (33.4) (6.3) 

Casli fiows provided by (used in) financing activities: 
Retirement of long-term debt 
Issuance of common shares 
Increase in notes payable to subsidiaries 
Cash dividends paid on common shares 
Acquisition of treasury shares 

(144.4) 
21.9 

1467 
(251.9) 

(6.1) 

— 
40.0 
15.9 

(2503) 
(1.6) 

— 
160.8 
222.2 

a43,i) 
(4.1) 

Net cash provided by (used in) financing activities (233.8) (196.0) 135.8 

Net mcrease (decrease) in cash and cash equivalents 
Cash and cash equivalents at b^inning ofyear ' 

04 
2.5 

0.1 
2 4 

(0.1) 
2.5 

• 
Cash and cash equivalents at end ofyear 2.9 2.5 

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

NISOURCE INC. 

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; $593.1 million, $471.5 million and $50.0 miUion in 2006,2005 and 
2004, respectively. In addition, NiSource received: $22.0 million, $3.4 million and $3.8 million in cash distributions from equity investments 
adjusted for investments sold in connection with discontinued operations in 2006, 2005 and 2004, respectively. 

2. Basis of Accounting Presentation 

In the NiSource Inc. Statements of Cash Flows for the year ended December 31, 2005, the $36.9 million increase in notes receivable from 
subsidiaries has been reclassified from a financing activity to an investing activity. 

3. Notes to Financial Statements 

See Item 8 for the full text of notes to the Consolidated Financial Statements. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued) 

NISOURCE INC. 

SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS 

Twelve months ended December 31, 2006 

(S m millions 1 

Reserves Deducted in 
Consolidated Balance Sheet 
from Assets to Which They 
Apply; 
Reserve for accounts 

receivable 
: Reserve for othersinvestments;:. 

Balance 
Jan, 1.2006 

67.9 
^: : 10.1 ; 

Acquisitions 

— 
, : . . " ' : , ' . ' " • ' - ' . : • • - . . : ' ; •. 

Additi 
Charged to 
Costs and 
Expenses 

614 
^ y ^ - i :̂ ^y—y 

3ns 
Charged 
to Other 
Account 

52.3 
— 

Sale of Assets 

— 
— 

Deductions for 
Purposes for 

which Reserves 
were Created 

139.5 
— 

Balance 
Dec. 31.2006 

42.1 
10.1 

Reserves Classified Under 
Reserve Section of 
Consolidated Balance Sheet; 
Environmental reserves 
Restmcmring reserve 
Reserve for cost of 

operational gas 
Accumulated provision for 

rate refund 
; Tlnpaidmedicalclaims > - ^ 

68,8 
24.5 

3.8 

62 
5.6 

7.1 

1.1 

6.9 
J4.5 

10. 

(0.4) 

14.1 
174 

14.5. 

72.6 

7.1 

4.9 

3.9 
•:5;6v 

Twelve months ended December 31,2005 

($ in millions) 

Reserves Deducted in 
ConsoUdated Balance Sheet 
from Assets to Which They 
Apply: 
Reserve for accounts 

receivable 
Reserve for other investments 

Reserves Classified Under 
Reserve Section of 
Consolidated Balance Sheet; 
Environmental reserves. 
Restmcmring reserve 
Reserve for cost of 

operational gas 
Accumulated provision for 

rate refund 
; Llnpaid medicM claims :>'• 

Balance 
Jan. [, 2005 

55.6 
10.1 

72.6 
14.6 

32 

94 
y---^ 6'A\y 

Acquisitions 

— 
— 

— 
— 

— 

—̂ 
= -;: . .%: y : . — y ^ 

A ddi 
Charged to 
Costs and 
Expenses 

71.5 
— 

9 3 
19.3 

0.5 

6 2 
. 15:8 :• 

ions 
Charged 
to Other 
Account 

39.9 
— 

6.1 
... 

0.1 

(0.5) 

Sale of Assets 

— 
— 

— 
— 

— 

— 
• " ^ • • • • • • . ^ • • • • - • • - ^ ^ • I B ; : 

Deductions for 
Purposes for 

which Reserves 
were Created 

99.1 
— 

192 
94 

— 

8.9 
y . . - y : . y - y i 5 S - \ : 

Balance 
Dec. 31,2005 

67.9 
lO.I 

68.8 
24.5 

3.8 

62 
-^^yy . •5:6v-
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (continued) 

SCHEDULE II 

NISOURCE INC. 

VALUATION AND QUALIFYING ACCOUNTS 

Twelve months ended December 31,2004 

(S in millions) 
Reserves Deducted in 

ConsoUdated Balance Sheet 
from Assets to Which They 
Apply: 
Reserve for accounts 

receivable 
Reserve for other investments 

Reserves Classified Under 
Reserve Section of 
Consolidated Balance Sheet: 
Environmental reserves 
Restmcmring reserve 
Reserve for cost of 

operational gas ^ 
Accumulated provision for 

rate refund 
'::/Unpaid medical claims 

Gas air conditioning 
development funding 
reserve 

;: Amountowedforpurchase 
; gas imbalance 
Constmction proiect reserve 

Balance 
Jan. 1.2004 

57.8 
29.2 

76.6 
19.5 

4.0 

144 
8,7 

0 2 

— 
— 

Acquisitions 

— 
— 

— 
— 

— 

— 
— 

— 

— 
— 

Additions 
Charged to 
Costs and 
Expenses 

61.7 
— 

7.1 
(0.2) 

0.6 

11.9 
6.8 

— 

— 
— 

Charged 
to Other 
Account 

55.9 
— 

8 3 
— 

— 

3.7 
(24) 

(0.2) 

— 
— 

Sale of Assets 

7.1 
— 

— 
— 

— 

— 
— 

— 

— 
— 

Deductions for 
Purposes for 

which Reserves 
were Created 

1127 
19.1 

194 
4.7 

14 

20.6 
8.0 

— 

— 
— 

Balance 
Dec. 31,2004 

55.6 
10.1 

72.6 
14.6 

3 2 

9 4 
5.1 

— 

-— 
— 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE 

NISOURCE INC. 

None. 

ITEM 9A. 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(e) and 15d-l5(e)), 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. 

Management's Report on Intemal Control Over Financial Reporting 
NiSource management, including NiSource's principal executive officer and principal financial officer, are responsible for establishing and 
maintaining NiSource's intemal control over financial reporting, as such term is defined under Rule I3a-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, Intemal Control — Integrated Framework, the most commonly used and 
understood framework for evaluating uitemal control over financial reporting, as its framework for evaluating the reliability and effectiveness 
of internal control over financial reporting. During 2006, NiSource conducted an evaluation of its intemal control over financial reporting. 
Based on this evaluation, NiSource management concluded that NiSource's intemal control over financial reporting was effective as of the end 
of the period covered by this annual report. Deloitte & Touche LLP, NiSource's auditors, issued an attestation report on management's 
assessment of NiSource's intemal controls over financial reporting, which is contained within their audit opinion in Item 8, "Financial 
Statements and Supplementaty Data." 

Changes hi Intemal Controls 
On July 1, 2006, NiSource began a multi-year process of transforming the information systems. As its initial step in this process, NiSource 
began using new systems in the finance and accounting, supply chain and human resource functions that support the Gas Transmission and 
Storage Operations, Corporate and Other Operations segments. NiSource adjusted the intemal controls that apply to these functional areas to 
align them with the new systems and revised business processes. 

As a part of this transformation, many new information technology systems and process changes have an accelerated time-line for completion, 
increasing the risk of potential errors and control failures which may have an impact on NiSource and its financial condition. In August, 2006, 
NiSource and IBM decided to delay further implementation of certain information technology systems due to difficulties encountered with the 
first wave of new system implementations. NiSource is currently engaged in an overall assessment of the outsourcing initiative and is 
developing an integrated plan that enables NiSource to achieve its business objectives going forward. 

There have been no other changes in NiSource's intemal control over financial reporting during the fiscal year covered by this report that has 
materially affected, or is reasonably likely to affect, NiSource's intemal control over financial reporting. 

ITEM 9B. OTHER INFORMATION 

None. 
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PART i n 

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 Annual Meeting and Proxy Statement for the Annual Meeting of Stockholders 
to be held on May 8, 2007, which information is incorporated by reference. 

Information regarding delinquent filings under Section 16 of the Securities Exchange Act of 1934 by executive officers and directors will be 
included in the Notice of Annual Meeting and Proxy Statement for the Annual Meeting of Stockholders to be held on May 8, 2007, 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 Annual Meeting of 
Stockholders to be held on May 8,2007, 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 8,2007, 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 Infomiation will be 
included in tiie Notice of Annual Meeting and Proxy Statement for the Annual Meeting of Stockholders to be held on May 8, 2007, which 
information is incorporated by reference. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. AND DIRECTOR INDEPENDENCE 

I Not Applicable. 

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES 

Information regarding principle 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 8, 2007, which information is mcorporated by reference. 
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FART IV 

ITEM 15 EXHIBITS. FINANCIAL STATEMENT SCHEDULES 

NISOURCEINC. 

Financial Statement and Financial Statement Schedules 
All of the financial statements and financial statement schedules filed as a part of the Annual Report on Form lO-K are included in Item 8. 
Exhibits 
The exhibits filed herewith as a part of this report on Form 10-K are listed on tiie Exhibit Index immediately following tiie signamre page. Each 
management contract or compensatoty plan or arrangement ofNiSource, 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 instmments 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 ofNiSource and its subsidiaries on a consolidated 
basis. NiSource agrees to furnish a copy of any such instmment 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. 

Date March 1,2007 By: 

(Registrant) 

/s/ 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. 

Isl ROBERT C. SKAGGS, JR. 

Robert C. Skaggs, Jr. 

/s/ MICHAEL W . O'DONNELL 

Michael W. O'Donnell 

Isl JEFFREY W . GROSSMAN 

Jeffrey W. Grossman 

Isl IAN M . ROLLAND 

Ian M . Rolland 

Isl STEVEN C. BEERING 

Steven C. Beering 

Isl DENNIS E. FOSTER 

Dennis E. Foster 

Isl PETER MCCAUSLAND 

Peter McCausland 

Isl STEVEN R. MCCRACKEN 

Steven R. McCracken 

Isl GARY L. NEALE 

Gary L. Neale 

Isl RICHARD L. THOMPSON 

Richard L. Thompson 

/s/ ROBERT J. WELSH 

Robert J. Welsh 

Isl CAROLYN Y. Woo 

Carolyn Y. Woo 

/s/ ROGER A. YOUNG 

President, Chief 
Executive Officer and Director 
(Principal Executive Officer) 

Executive Vice President and 
Chief Financial Officer 
(Principal Financial Officer) 

Vice President and Controller 
(Principal Accounting Officer) 

Chairman and Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

March 1, 2007 

March I, 2007 

March I, 2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1,2007 

March 1, 2007 

Roger A. Young 
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EXHIBIT INDEX 

EXHIBIT 
NUMBER DESCRIPTION OF ITEM 

(3.1) Amended and Restated Certificate of Incorporation (incorporated by reference to Exhibit 3.1 to the NiSource Inc. Current 
Report on Form 8-K filed on May 16, 2006). 

(3.2) Bylaws ofNiSource Inc., as amended and restated through November 28, 2006 (incorporated by reference to Exhibit 3.1 to the 
NiSource Inc. Current Report on Form 8-K filed on November 29, 2006), ^ 

(4.1) Indenmre dated as of March 1, 1988, between Northem Indiana and Manufacmrers Hanover Tmst Company, as Tmstee 
(incorporated by reference to Exhibit 4 to the Northem Indiana Registration Statement (Registration No. 33-44193)). 

(4.2) First Supplemental Indenmre dated as of December 1, 1991, between Northem Indiana and Manufacmrers Hanover Tmst 
Company, as Tmstee (incorporated by reference to Exhibit 4.1 to the Northern Indiana Registration Statement (Registration 
No. 33-63870)). 

(4.3) Financing Agreement No. 1 dated November 1, 1988, between Northem Indiana and Jasper County, Indiana regarding 
$37,000,000 Series 1988A PoUution Control Refunding Revenue Bonds. Identical Financing agreements between Northern 
Indiana and Jasper County, Indiana provide for the issuance of $47,000,000 Series 1988B, $46,000,000 Series 1988C and 
$24,000,000 Series I988D Pollution Control Refunding Revenue Bonds (incorporated by reference to Exhibit 8 to the Northem 
hidiana Current Report on Form 8-K filed on March 16,1989). 

(4.4) Financing Agreement dated August I, 1994, witii Jasper County, Indiana regarding $10,000,000 Series 1994A, $18,000,000 
Series 1994B and $41,000,000 Series 1994C Pollution Control Reftmding Revenue Bonds (incorporated by reference to 
Exhibit 4.16 to the Northem Indiana Annual Report on Form 10~K for year ended December 31, 1994). 

(4.5) Indenmre Agreement between NIPSCO Industries, Inc., NIPSCO Capital Markets, Inc. and Chase Manhattan Bank as tmstee 
dated Febmaty 14, 1997 (incorporated by reference to Exhibit 4.1 to the NIPSCO Industries, Inc. Registration Statement 
(Registration No. 333-22347)). 

(4.6) First Supplemental Indenmre dated Febmaty 16,1999, by and among NIPSCO Capital Markets, Inc., NIPSCO Industries, Inc.,^ 
and the Chase Manhattan Bank, as Tmstee (incorporated by reference to Exhibit 4.36 to the NiSource Inc. Annual Report on 
Form 10-K for tiie period ended December 31, 1999). 

(4.7) Second Supplemental Indenmre, dated as of November I, 2000 among NiSource Capital Markets, Inc., NiSource Inc., New 
NiSource Inc., and The Chase Manhattan Bank, as tmstee (incorporated by reference to Exhibit 4.45 to the NiSource Inc. 
Annual Report on Form 10-K for the period ended December 31, 2000). 

(4.8) Indenmre, dated November 14, 2000, among NiSource Finance Corp., NiSource Inc., as guarantor, and The Chase Manhattan 
Bank, as Tmstee (incorporated by reference to Exhibit 4.1 to the NiSource Inc. Form S-3, dated November 17,2000 
(Registration No. 33349330)). 

(10.1) NiSource Inc. Nonemployee Director Stock Incentive Plan (As Amended and Restated effective Januaty I, 2005) (incorporated 
by reference to Exhibit 10.9 to the NiSource Inc. Current Report on Form 8-K filed on December 2, 2005). * 

(10.2) NiSource Inc. Nonemployee Director Retirement Plan, as amended and restated effective Januaty 1,2005 (incorporated by 
reference to Exhibit 10.8 to the NiSource Inc. Current Report on Form 8-K filed on December 2, 2005). * 
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EXHIBIT INDEX (continued) 

(10.3) Amended and Restated NiSource Inc. Directors' Charitable Gift Program (incorporated by reference to Exhibit 10.1 to the 
NiSource Inc. Current Report on Form 8-K filed on Febmaty 23, 2006). * 

(10.4) Supplemental Life Insurance Plan effective Januaty 1, 1991, as amended, (incorporated by reference to Exhibit 2 to the NIPSCO 
Industries, Inc. Current Report on Form 8-K filed on March 25, 1992). * 

(10.5) NiSource Inc, Executive Deferred Compensation Plan, as amended and restated, effective Januaty 1, 2005 (incorporated by 
reference to Exhibit 10.3 to the NiSource Inc. Current Report on Form 8-K filed on December 2, 2005). * 

(10.6) Form of Change in Control and Termination Agreements and Schedule of Parties to the Agreements (incorporated by reference 
to Exhibit 10.6 to the NiSource Inc. Annual Report on Form 10-K for the period ended December 31, 2005). * 

(10.7J 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. Aimual Report on Form lO-K for the period ended 
December 31,2002). * 

(10.8) NiSource Inc. 1994 Long-Term Incentive Plan, as amended and restated effective Januaty 1, 2005 (incorporated by reference to 
Exhibit 10.4 to the NiSource Inc. Current Report on Form 8-K filed on December 2, 2005). * 

(10.9) Form of Nonqualified Stock Option Agreement under the NiSource Inc. 1994 Long-Term Incentive Plan, as amended and 
restated effective Januaty 1, 2004 (incorporated by reference to Exhibit 10.2 to the NiSource Inc. Current Report on Form 8-K 
filed on Januaty 3, 2005).* 

(10.10) NiSource Inc. Supplemental Executive Retirement Plan as Amended and Restated effective Januaty 1,2005 (incorporated by 
reference to Exhibit 10.6 to the NiSource Inc. Current Report on Form 8-K filed on December 2, 2005). "• 

(IO.l 1) Bay State Gas Company Supplemental Executive Retirement Plan restated Januaty I, 1992 (incorporatedby reference to Exhibit 
10.23 to the NiSource Inc. Annual Report on Form 10-K for the period ended December 31, 2002). "= 

(10.12) NiSource Inc. Executive Severance Policy, effective as of June I, 2002, as amended effective November 28, 2006 (incorporated 
by reference to Exhibit 10.3 to the NiSource Inc. Current Report on Form 8-K filed on November 29,2006). * 

(10.13) NiSource Inc. Corporate Incentive Plan (incorporated by reference to Exhibit 10.1 to the NiSource Inc. Quarterly Report on 
Fonn 10-Q for the period ended June 30,2004).* 

(10.14) Second Amendment to the NiSource Corporate Incentive Plan, effective £is of Januaty 1,2004 as amended effective Januaty I, 
2005 (incorporated by reference to Exhibit 10.5 to the NiSource Inc. Quarterly Report on Form lO-Q for the period ended March 
31,2005).* 

(10.15) Pension Restoration Plan for NiSource Inc. and Afftiiates as Amended and Restated effective Januaty 1,2005 (incorporated by 
reference to Exhibit 10.5 to the NiSource Inc. Current Report on Form 8-K filed on December 2, 2005). * 

(10.16) Savings Restoration Plan for NiSource Inc. and Affiliates as Amended and Restated effective Januaty 1, 2005 (incorporated by 
reference to Exhibit 10.2 to the NiSource Inc. Current Report on Form 8-K filed on December 2,2005).* 
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FjCHIBIT UsIDEX (continued) 

(10.17) 

(10.18) 

(10.19) 

(1020) 

(1021) 

(1023) 

(10.27) 

(10.28) 

Letter Agreement between NiSource Inc, and Gaty L. Neale dated May 23, 2005 (incorporated by reference to Exhibit 10.3 to ^ F 
tiie NiSource Inc. Quarteriy Report on Form 10-Q for the period ended June 30, 2005). * 

Amendment, dated November 28, 2006, to Letter Agreement between NiSource Inc. and Gary L. Neale dated May 23,2005 
(incorporated by reference to Exhibit 10.2 to the NiSource Inc. Cun-ent Report on Form 8-K filed on November 29, 2006), 

Letter Agreement between NiSource Inc. and Michael W. O'Donnell dated July 28, 2004 regarding his benefits under the 
NiSource Inc. Supplemental Executive Retu-ement Plan (incorporated by reference to Exhibit 10.2 to tiie NiSource Inc. Quarterly 
Report on Form 10-Q for the period ended September 30, 2004).'̂  

Letter Agreement dated August 10, 2005 between Mr. Robert D. CampbeU and NiSource Corporate Services (incorporated by 
reference to Exhibit 10.1 to the NiSource hic. Quarterly Report on Form lO-Q for the period ended June 30, 2006). * 

Letter Agreement 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 Fonn 10-Q for tiie period ended June 30, 
2005). * 

(10 22) Financing Agreement dated as of December 1,2003 between Jasper County, Indiana and Northem Indiana Public Service 
Company (incorporated by reference to Exhibit 10.30 to tiie NiSource Inc. Annual Report on Fonn lO-K for the penod ended 
December 31, 2003). 

Insurance Agreement dated as of December 18,2003, by and between AMBAC Assurance Corporation and Northem Indiana 
Public Service Company (incorporated by reference to Exhibit 10.31 to die NiSource Inc. Annual Report on Fomti 10-K for tiie 
period ended December 31, 2003). 

(10 24) 4-Year Letter of Credit Reimbursement Agreement dated as of Febmaty 13, 2004 among NiSource Finance Corp., as Bonrower, 
NiSource Inc., as Guarantor, the Lead Anranger and Lenders party thereto, as Lenders; Barclays Bank Pic, as Adminisu-ative 
Agent and LC Bank, Barclays Capital as Lead Anmiger and Barclays Capital as Sole Book Runner (incorporated by reference to 
Exhibit 10.3 to the NiSource Inc. Quarterly Report on Form lO-Q for the period ended March 31, 2004). m 

(10.25) Amendment Number 1 to 4-Year Letter Of Credit Reimbursement Agreement (incorporated by reference to Exhibit 10.4 to tiie 
NiSource Inc. Quarteriy Report on Form lO-Q for the period ended March 31, 2004). 

(10 26) Amended and Restated Revolving Credit Agreement among NiSource Finance Corp., as Borrower, NiSource Inc., as Guarantor, 
the lender parties tiiereto as Lenders, Credit Suisse as Syndication Agent, JPMorgan Chase Bank, N.A., The Bank Of Tokyo-
Mitsubishi UFJ, 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. Quarterty 
Report on Form 10-Q for the period ended June 30, 2006). 

Note Purchase Agreement, dated August 23, 2005, by and among NiSource Finance Corp., as issuer, NiSource Inc., as guarantor, 
and die purchasers named therein (incorporated by reference to Exhibit 10.1 to the NiSource Inc. Cunent Report on Fonn 8-K 
filed on August 26, 2005). 

$300 Million Revolving Credit Agreement, dated November 15,2006 among NiSource Finance Corp., Dresdner Bank, AG, New 
York and Grand Cayman Branches. Dresdner Bank, AG, New York and Grand Cayman Branches served as Sole Lead An^nger, 
Sole Book Runner and Administrative Agent (incorporated by reference to Exhibit 10.1 to the NiSource Inc. Cunent Report on 
Form 8-K filed on November 17, 2006). 
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EXHIBIT INDEX (continued) 

(10.29) 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. Quarterly Report on Form lO-Q for the period 
ended June 30, 2005). 

(12) Ratio of Earnings to Fixed Charges. ** 

(21) List of Subsidiaries. ** 

(23) Consent of Deloitte & Touche LLP. ** 

(31.1) Certification of Robert C. Skaggs, Jr., ChiefExecutiveOfficer, pursuant to Section 302 of tiie Sarbanes-Oxley Act of 2002. ** 

(31.2) Certification of Michael W, O'Donnell, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. ** 

(32.1) Certification of Robert C. Skaggs, Jr., Chief Executive Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
(fumished herewith). *"' 

(32.2) Certification of Michael W. O'DonneU, Chief Financial Officer, pursuant to Section 906 of tiie Sarbanes-Oxley Act of 2002 
(furnished herewith). ** 

* Management contract or compensatoty plan or arrangement ofNiSource Inc. 

** Exhibit filed herewith. 

References made herein to Columbia Energy Group filings can be found at Commission FUe Number 001-01098. References made to Northem 
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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Exhibit 12 

NiSource Inc. 

Ratio of Earnings to Fixed Charges 
The ration of eamings to fixed charges is calculated using the Securities and Exchange Commission guidelines (a). 

Earnings as defined in item 503(d) of Regulation S-K: 
Add: 

Pretax income from continuing Operations (b) 
Fixed Charges 
Amortization of capitalized:interest(c) 
Distributed income of equity investees 
Share of pre-tax losses of equity investees for 

which charges arising guarantees are 
included in fixed charges 

Deduct: 
Interest capitalized (c) : 
Preference security dividend requirements of 

consolidated subsidiaries (d) 
; Minority^interest in pre-tax income of 

subsidiaries that:have:not incurred fixed 
, charges ^ /̂ ^ y.y'y'-]:-y: 

Fixed charges as defined in item 503(d) of 
Il Regulation S-K: 

Interest on long-terra debt 
>:̂  Other interest 

Capitalized interest during period (c) 
Amortization of premium, reacquisition premium, 

discount-and expense on debt, net 
Interest portion of rent expense 

; Minority Interest' 

Plus preferredstock dividends;-
Preferred dividend requirements of subsidiaty 
Preferreddividendrequirements factor 

Preference security dividend requirements of 
consolidated subsidiaries (d) 

Fixed charges J ,• : ^ : / ; •-

Ratio of eamings to fixed charges 

Year ended December 31. 
2006 2005 2004 2003 2002 

$492,649,569 $429,078,302 :$ 674,773,186 $ 664,707,185 
419,697.994 447,970,179 430,982,525 494,982,336 

21,974,949 3384404 

$ 635,204,364 
569710,830 

3,793299 2,908,900 2,884,035 

1,662,827 

(8288) 

$932,667,973 

$346,666,685 
44,175.068 

7,693,483 
19,508,219 

(8,288) 

$418,035,167 

$ 1,076,298 
0.65 

6,463,063 

(11,546) 

$873,981368 

$385,598,925 
20,138,286 

17,547,706 
18,233,745 

(11,546) 

$441,507,116 

$ 4,233,611 
0.66 

6,833,674 

2,544,375 

$1,100,170,961 

$ 

$ 

$ 

349,174,481 
32,624,007 

21,571,279 
20,801,271 

(22,187) 

424,148,851 

4380,513 
0.64 

6,980,690 

20,355,000 

$1,135,262,731 

$ 403,595,874 
44,636,175 

18,944,iJ87 
18,280,335 
2,544^75 

$ 488,001,646 

$• 4,502,884 
0.65 

_ 

10,513,144 

20,393,000 

$1,176,893,085 

$ 

L 

$ 

426,801,324 
70,950,052 

20,984,140 
20,107,170 
20,355,000 

559,197,686 

6,782,448 
0.65 

1,662,827 6,463,063 6,833,674 6,980,690 10,513,144 
418,035;167 : 441,507,116V-V 424,148;85i;:: A 488-001;646;̂ ;̂ ^^^^ 

$419,697,994 $447,970,179 $ 430,982,525 $ 494,982,336 $ 569710.830 

,'••>:. ^ r:222y-.y.r-:-'-'y''^.j9Syyyyyy .2.55 2.29 2.07 

(a) Income Statement amounts have been adjusted for discontinued operations. 

(b) Excludes adjustment for minority interest in consolidated subsidiaries or income or loss from equity investees. 

(c) NiSource is a public utility foUowing SFAS 71 and therefore does not add amortization of capitahzed interest or subtract interest 
capitalized in determining eamings, nor reduces fixed charges for Allowance for Funds Used During Constmction. 

(d) Preferred dividends, as defined by SEC regulation S-K, are computed by dividing the preferred dividend requirement by one minus the 
effective income tax rate applicable to continuing operations. 



SUBSIDIARIES OF NISOURCE 

Exhibit 21 

as of December 31, 2006 

Segment/Subsidiary 

GAS DISTRIBUTION OPERATIONS 

Bay State Gas Company 

Columbia Gas of Kenmcky, Inc. 

Columbia Gas of Matyland, Inc. 

Columbia Gas of Ohio, Inc. 

Columbia Gas of Pennsylvania, Inc. 

Columbia Gas of Virginia, Inc. 

Kokomo Gas and Fuel Company 

Northern Indiana Fuel and Light Company, Inc. 

Northem Utilities, Inc. 

Northem Indiana Public Service Company* 

NiSource Retail Services, Inc. 

ELECTRIC OPERATIONS 

Northem Indiana Public Service Company* 

GAS TRANSMISSION AND STORAGE OPERATIONS 

Columbia Gas Transmission Corporation 

Columbia Gulf Transmission Company 

Crossroads Pipeline Company 

State of Incorporation 

Massachusetts 

Kenmcky 

Delaware 

Ohio 

Pennsylvania 

Virginia 

Indiana 

Indiana 

New Hampshne 

Indiana 

Delaware 

Indiana 

Delaware 

Delaware 

Indiana 



Segment/Subsidiarj' 

Granite State Gas Transmission, Inc. 

OTHER OPERATIONS 

NiSource Energy Technologies, Inc. 

NiSource Development Company, Inc. 

Columbia Energy Services Corporation 

EnergyUSA, Inc. 

EnergyUSA-TPC Corp. 

PEI Holdings, Inc. 

DISCONTINUED OPERATIONS 

IWC Resources Corporation 

CORPORATE 

Columbia Energy Group 

NiSource Finance Corp. 

NiSource Capital Markets, Inc. 

NiSource Corporate Services Company 

NiSource Insurance Corporation, Limited 

State of Incorporatio 

New Hampshire 

Indiana 

Indiana 

Kenmcky 

Indiana 

Indiana 

Indiana 

Indiana 

Delaware 

Indiana 

Indiana 

Delaware 

Bermuda 

• 

* Reported under Gas Distribution Operations and Electric Operations. 
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