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Peoples Gas and North Shore Gas large votumetransportationcustomers can deliver gas to thecompany
in excess of their current consumption requirements. Based on the provisions CJfthe Company's

TransportationTariffs, thequantityofexcess gas is reflectedIn the customer'sGasBank ACCOtJOt(GBA).
During the Winter season, customer'S satisfy consumption requirements by supplementing wintergas
deliveries withwithdrawals fromtheir GBA The company recognizes a liability for the redelivery ofgas to
the Cl,jstomer'sGBA with the offset to gascosts, pricedat the current LIFO commodity price. When
transportation customers withdraw from their GBA, the prior year's liabDityis reduced and the volumesare
priced at the previOUsyear's commodity UFO price until the previous year's bank layer is used up. Any
remaining volume withdrawals are priced at the current UFO commodity price. .

Currentfy, there isa difference between the GBA votumes reflected on the books and the GBAthat the
biting systems report (calculate). The volumes on the books are understated. The billing system (CFir$t)
can provide a snapshot of our GBAvolumes. The design of the system effects a change to theGBA
balance.almostinstantaneously,whenemployeesperformroutine account maintenance (cancellrebill).
This design feature makes it diffICUltand challenging to reconCIlethe booked GBAbalance withthebUling
system's calculated GBAbalance. Cancel/rebUl activityon an account may span several bftlingperiods
(calendar months) and the revised consumptionwillbe reflected as a change to GBAbalance foreach of
the billingperiods Inquestion. Yet. on the accounting side, the canceUrebilisand change to theGBA
balance are reflected in the current month activity (the revenue month when the account activitywas
perfonned).

Under certain situations, it Is impossible or impracticalto canceVrebUIan account to revise consumption. In
those situations, Gas Transportation Services willenter a one-sided GBAadjustment - either positive or
negative -to resolve the billingerror. We discovered that one-sided GBA adjustments are notpartof the
revenue statistics (hat are used to determine (heGBA balance that Is booked by Accounting. PriOrto March
2005, these volumes were not adjusted in the book. balance. causing a permanent and gradually increasing
difference betWeenbooked GBAbalances and GeA balances calculated by the billing system.

Another factor that adds to the QlfflCUlty Inreconciling Is the fact that current month actfvity on thebook.s
does not~fIect current mQnthestimates for company-ownedgas and cashout overages whUethe bnling
system is real-time and reflects the current month volumes for these items.

As YQUknow, in addition to large volume transportation. the Company allows its residential andsmall
commercial customers (rate 1 and 2) to participatein the Small Volume Transportation program (a.k.a
Choices ForYou). WhOecustomers are billed by Cflt'St, theparticipating Suppliers are billed bya separate
bUlingsystem (SVT). As with transportation customers, SVT can deliver gas In excess of theircustomers'
consumption. The excess quantity of gas is reflected in the svr supplier's pool storage (MaximumStorage
Quantity or MSQ) The storage balance is cafculated by the svr system. During the winter season, SYT
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suppliers satisfy pool consumption requirements by supplementing winter gas deliveries with withdrawals
(rom their MSQ.

There are various timingdifferences in SVTactivitybetween revenue statistics that onginate fromCfirst
(books) and the SVTsystem (billingsystem). ITS.Gas Accounting,Gas Transportation Services and
Decision Support have beeo WOI1dngto identifythese differences at month end In order to reconcile
between the two systems.

The attached Apri!2005 reconciliation indicates an understatement on the general ledger o( 1,290.450 Dth
for PGl and 70.826 (or NS. At this time. It appears appropriate to increase the llabllity for redelivery by
making volume corrections for both PGL and NS, reduciog Transportation reventie volumes. The PGL
volumes correction would Increase ourlfabifrty for redelivery for PGl as part of our normal monthlyclose
entry by $8.633.110.50 for these 1.290.450 dekatherms at the estimated culTent month commodity LIFO
price of $6.69. The NS volumes correction would tncrease our liabilityfor redeliveryfor NS as partof our
normal monthlyclose entry by $468.868.12 fOrthese 70.826 dekatherms at theestimatect currentmonth

...t:omlnodiry UFO price of $6.~11:'~~~itI~ to.the above corrections. a number of changes to the billing
systems have also been ideritifledanclaiebeing I'hvieWedfor cost of Implementationand prioritization. The
bEtlowaccounts are effected:

Dr.AlC 1149000-liability for Redeliveryof Gas -Trans Cust (Gas Costs) PC 100100
Cr. AIC 907600 - Ace Usb for Redeliv of Gas To Trans Cust

Ifyou agree. please sign below and we willIncludethe COfTection in our monthlyjournal entry.
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