Section 285.7010
Schedule G-2

The Peoples Gas Light and Coke Company

Statement from the Independent Certified Public Accountant




D I I
e o I tte Deloitte & Touche LLP

111 S. Wacker Drive
Chicago, IL 60606-4301
UsA

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www.deloitte.com

INDEPENDENT ACCOUNTANT'S REPORT

To the Board of Directors
Peoples Gas Light and Coke Company

We have examined the accompanying forecasted balance sheet of Peoples Gas Light and Coke (the
“Company”) as of December 31, 2010, and the related forecasted statements of income, retained earnings,
and cash flows, for the year then ending. The Company’ s management is responsible for the forecast. Our
responsibility is to express an opinion on the forecast based on our examination.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants and, accordingly, included such procedures as we considered
necessary to evaluate both the assumptions used by management and the preparation and presentation of
the forecast. We believe that our examination provides a reasonable basis for our opinion.

In our opinion, the accompanying forecast is presented in conformity with the guidelines for presentation
of aforecast established by the American Institute of Certified Public Accountants, and the underlying
assumptions provide a reasonable basis for management’ s forecast. However, there will usually be
differences between the forecasted and actual results, because events and circumstances frequently do not
occur as expected, and those differences may be material. We have no responsibility to update this report
for events and circumstances occurring after the date of this report.

This report isintended solely for the information and use of the Board of Directors and management of
the Company for filing with the Illinois Commerce Commission in connection with the Company’s

proposed general increase in rates and is not intended and should not be used by anyone other than these
specified parties or parties to such I1linois Commerce Commission proceeding.

Delithe & ke LLF

January 30, 2009

Member of
Deloitte Touche Tohmatsu



THE PEOPLES GAS LIGHT AND COKE COMPANY

FORECASTED STATEMENT OF INCOME

Year Ended

December 31,

(Millions) 2010
Natural gas operating revenues $1,658.9
Operating expenses
Natural gas purchased for resale 1,167.2
Operating and maintenance expense 357.0
Depreciation and amortization expense 76.0
Taxes other than income taxes 215
Operating income 37.2
Miscellaneous income 4.2
Interest expense (40.5)
Other expense (36.3)
Income before taxes 0.9
Benefit for income taxes (1.5)
Net Income $2.4

The accompanying Summary of Significant Accounting Policies and Assumptions are

an integral part of these statements.



THE PEOPLES GAS LIGHT AND COKE COMPANY

FORECASTED BALANCE SHEET

December 31,

(Millions) 2010
Assets

Cash and cash equivalents $ -
Accounts receivable and accrued unbilled revenues, net of reserves of $36.1 406.2
Receivables from related parties 2.2
Natural gas in storage, at last-in, first-out cost 89.1
Regulatory assets 48.2
Deferred income taxes 14.7
Other current assets 14.6
Current assets 575.0
Property, plant, and equipment, net of accumulated depreciation of $1,026.4 1,740.0
Regulatory assets 513.8
Prepaid pension costs 145.4
Other 41.0
Total assets $3,015.2
Liabilities and Shareholder's Equity

Short-term debt $174.4
Accounts payable 169.6
Payables to related parties 38.5
Liabilities from risk management activities 0.0
Accrued taxes 64.6
Customer deposits 32.1
Customer credit balances 46.2
Regulatory liabilities 17.8
Other current liabilities 23.5
Current liabilities 566.7
Long-term debt 601.5
Deferred income taxes 362.1
Deferred investment tax credits 22.6
Environmental remediation liabilities 455.3
Pension and other postretirement benefit obligations 107.4
Asset retirement obligations 125.6
Other 10.5
Long-term liabilities 1,685.0
Commitments and contingencies

Common stock 284.3
Retained earnings 480.3
Accumulated other comprehensive loss (1.1)
Total liabilities and shareholder's equity $3,015.2

The accompanying Summary of Significant Accounting Policies and Assumptions are an integral part of these statements.



THE PEOPLES GAS LIGHT AND COKE COMPANY

FORECASTED STATEMENT OF CASH FLOWS

Year Ended

December 31,

(Millions) 2010
Operating Activities:
Net Income $2.4
Adjustments to reconcile net income to cash provided by (used in) operations:
Depreciation and amortization expense 76.0
Deferred income taxes and investment tax credits- net 0.8
Pension and postretirement expense 24.8
Pension and postretirement funding (0.3)
Other, net 13.7
Net changes in working capital 43.3
Net cash provided by operating activities 160.7
Investing Activities:
Capital Expenditures (183.0)
Cost of removal (14.3)
Net cash used for investing activities (197.3)
Financing Activities:
Issuance of long-term debt 50.0
Redemption of long-term debt (50.0)
Net increase in short-term debt 36.6
Net cash provided by financing activities 36.6
Net increase in cash and cash equivalents -
Cash and cash equivalents at beginning of year -
Cash and cash equivalents at end of year $ -

The accompanying Summary of Significant Accounting Policies and Assumptions are an integral part of

these statements.



THE PEOPLES GAS LIGHT AND COKE COMPANY

FORECASTED STATEMENT OF RETAINED EARNINGS December 31,
(Millions) 2010

Account 21600 Unappropriated Retained Earnings

Balance at beginning of year $476.4
Add:

Net Income 2.5
Less:

Common stock dividends declared -

Balance at end of year $478.9

Account 21610 Unappropriated Undistributed Subsidiary Earnings

Balance at beginning of year $1.5
Add:

Net Income (0.2)
Less:

Common stock dividends declared -

Balance at end of year $1.4

The accompanying Summary of Significant Accounting Policies and Assumptions are an integral
part of these statements.
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The Peoples Gas Light and Coke Company

Assumptions Used in the Forecast

PRESENTATION BASIS

The financial forecast has been prepared by The Peoples Gas Light and Coke Company
(“the Company”) and presented in accordance with the guidelines established in the May 1,
2007 AICPA Guide for Prospective Financial Information. The forecasted financial
statements contained herein present, to the best of management’s knowledge and belief at
the time this forecast was prepared using information that was reasonably available at the
time, the Company’s expected financial position, results of operations and cash flows as of
and for the year ending December 31, 2010, assuming that current tariffed rates remain in
effect through December 31, 2010 and assuming that natural gas commodity market prices
in 2009 and 2010 are equal to the New York Mercantile Exchange (“NYMEX”) future prices
as reported on June 25, 2008. In compliance with the information requirements set forth in
Part 285 of Chapter 1, Title 83 of the lllinois Administrative Code, existing rates are used to
develop fiscal 2010 operating results for the purpose of determining the Company’s revenue
deficiency. Other than the two assumptions discussed above, this forecast also reflects
management’s judgment as of December 18, 2008, the date of preparation of this forecast,
of expected conditions and the Company’s expected course of action. The assumptions
disclosed herein are those that management believes are significant to the forecast. There
will be differences between the forecast and actual results because events and
circumstances do not occur as expected and those differences may be material, which
would cause these forecasted results not to be achieved.

ACCOUNTING POLICIES

The accounting policies used in preparing the forecast are the same as those used in the
Company’s audited financial statements.

SUMMARY OF SIGNIFICANT ASSUMPTIONS/ITEMS

. Operating Revenues

1. Forecasted revenues were primarily determined by applying the Company’s
current rates and rate structure to forecasted deliveries of gas to customers,
plus the cost of gas delivered, environmental recovery charges, Enhanced
Efficiency Program charges, the volume balancing adjustment and other
miscellaneous charges.

2. Forecasted deliveries, including changes due to customer growth and
conservation, were determined using internally developed models that
consider various factors, including historical, trend and regression analysis.
The models also consider economic and market variables.
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Forecasted deliveries assumed 6,096 normal heating degree-days. This
represents the average of actual weather at O’Hare International Airport for
the 12-year period from 1996 through 2007.

Based on the above volume assumptions, forecasted deliveries to customers
are 173.2 Bcf, including 99.1 Bcf delivered to sales customers and 74.1 Bcf
delivered to transportation customers.

Revenues not associated with delivery volumes were determined primarily
from historical factors or the number of customers. Revenues for large
customers with special contracts were based on a combination of historical
and projected data.

Late payment charges were forecasted to be $11.6 million. This estimate
reflects the Company'’s recent history of such charges.

Revenue attributable to the recovery of environmental clean-up costs (Rider
11 revenue) is forecast at $23.1 million. There is a corresponding charge to
expense, and thus these revenues have no direct impact on forecasted
income.

Revenue attributable to the Enhanced Efficiency Program (Rider EEP) is
forecast at $6.4 million. There is a corresponding charge to expense, and
thus these revenues have no direct impact on forecasted income.

Revenue attributable to the volume balancing adjustment (Rider VBA) is
forecast at $5.6 million based on forecasted declining use per customer
compared to the rate case margin allowed in the Rider.

There are no significant changes to the customer base. The forecast has not
been adjusted for any impact of the current economic slowdown.

Cost of Gas

The cost of gas purchased for sales to customers is passed on directly to
customers without mark-up. Therefore, while a change in the forecast of gas
costs may have a significant effect on revenue and the cost of gas, it would
not have a direct impact on the Company’s forecast of income. Indirectly,
changes in the cost of gas impacts customer deliveries and the forecast of
other costs, especially bad debt expense.

The forecasted cost of gas purchased for sales to customers includes natural
gas commaodity costs and non-commodity costs, along with changes in
inventory and adjustments for prior and forecasted over/under collections of
gas costs from customers. At the end of 2010, the forecasted over collection
from customers is $16.3 million. This is based on forecasted monthly
differences between actual gas costs and billed gas costs due in part to
timing differences amortized over a 12 month period.
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Non-commodity costs, primarily pipeline transportation and storage demand
charges, were generally based on contractual volumes and rates in place at
July 2008. No material changes are expected in these contracts for the
forecast period.

Forecasted commodity costs were based on the product of forecasted
purchase volumes and forecasted gas purchase costs.

Forecasted purchase volumes include lost and unaccounted-for gas. The
Company forecasted an unaccounted-for loss rate of 2.0% of forecasted retail
deliveries, which is consistent with the actual loss rate experienced in recent
years.

Forecasted gas purchase costs were determined by applying the 1-day
forward NYMEX gas price as of June 25, 2008 ($10.95 per MMBtu,
unweighted), adjusted for applicable basis differentials and existing hedge
positions.

Natural gas prices are volatile. Because of the large volume of forecasted
natural gas purchases, the assumptions used for gas purchase costs could
have a significant impact on the amount of forecasted bad debt expense.

At January 30, 2009, the 1-day forward NYMEX gas price was $6.52. This
change in price would decrease bad debt expense by approximately $8.0
million pre-tax.

Hub revenues, which are credited to (reduce) gas costs, were forecasted at
$4.9 million based on available storage capacity and management'’s
expectations regarding specific contract renewals.

1. Operations and Maintenance Costs

A.

Labor

1. The number of employees is projected to remain constant in calendar
year 2010 at 1,139 compared to calendar 2009.

2. Union employee wage increases were based on existing union contracts,
which cover the forecast period. The contract stipulates a 3.25%
increase in May 2010.

3. Non-union wages were forecast to increase 4.2% in calendar 2009 and
2010.

Bad Debt

The provision for bad debt was forecast at 2.54% of revenue. This rate is
consistent with prior experience.
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Pension and Post Retirement Expense

Pension and post retirement expense was developed with the assistance of
the Company’s actuaries. The discount rate assumption for pension expense
was forecast at 6.40%, which was the discount rate at December 31, 2007.
The discount rate assumption for post retirement expense was forecast at
6.25%, which was the discount rate at December 31, 2007. The forecast also
used the market value of plan assets at June 30, 2008 and a $10.2 million
pension and post retirement fund contribution in calendar 2009 and a $0.3
million pension and post retirement fund contribution in calendar 2010.

The discount rate has increased slightly since the Company prepared its
forecast. At December 31, 2008, the discount rate was 6.45% for both
pension and post retirement expense which would not have material impact
on the forecast. However, since the company prepared the forecast, the
value of plan assets used to determine expense have decreased. This
decrease in assets would increase pension expense by approximately $2.8
million and increase post retirement expense by less than $0.2 million
compared to the amounts reflected in the forecast. Forecasted contributions
would also change to $16.7 million in 2009 and $15.8 million in 2010.

Environmental Costs

Costs related to the investigation and removal of manufactured gas residues
are initially recorded in a regulatory asset account. As these costs are billed
to customers, a corresponding amount of the deferred charge is expensed
and therefore does not directly impact forecasted income. $23.1 million is
forecasted to be billed and expensed in the year ending 12/31/10. Liabilities
were developed based on engineering costs estimates and probable
outcomes, and were based on a review and judgment by the Company’s
management and outside consultants.

Enhanced Efficiency Program Costs

Costs related to the Enhanced Efficiency Program are expensed as incurred.
The difference between the budgeted monthly expenditure billed to
customers and the actual expenses is recorded as a reconciliation expense.
The amount billed to customers, with an offsetting expense in operating and
maintenance expenses is $1.1 million in calendar 2010, and therefore does
not directly impact forecasted income.

Inter-company Billing Charges

Various services are performed by affiliates of PGL and those costs are billed
to PGL on a monthly basis. These costs are billed to the Company and paid
by the Company in accordance with the Master Regulated Affiliated Interest
Agreement approved by the lllinois Commerce Commission in Docket No. 07-
0361 and any subsequent updates to the Agreement.
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G. Other Costs

The Company forecasted operating and maintenance costs through a
detailed bottoms-up budgeting process. Unless specifically determined
otherwise, this process assumed, as a default, a 2.0% and 1.8% annual rate
of inflation for 2009 and 2010 respectively except for materials and supplies,
including pipe, copper, steel, etc which assumed a 5% inflation rate in 2009
and 2010. The cost of natural gas purchased for the Company’s internal use
was forecasted in a similar manner as gas purchased for sales to customers.

Depreciation

The provision for depreciation and amortization, expressed as an annual percentage
of the original cost of depreciable property, was 2.4% for calendar year 2010.
Depreciation expense in calendar year 2010 is based on the average estimated life
of depreciable property and the new estimated lives based on the depreciation study
being filed as part of the rate case. The Company is required to file a new
depreciation study every 5 years and its current depreciation study was approved by
the lllinois Commerce Commission in 2005. Consistent with the Company’s current
accounting for removal costs, forecasted depreciation expense also includes
dismantling costs, net of salvage, as incurred at the time of the dismantling activity.

Income Taxes

1. Income taxes were forecast by applying the current federal and state statutory
income tax rates of 35% and 7.3%, respectively to forecasted pre-tax income,
after adjusting for forecasted permanent items.

2. Reversals of property-related deferred income taxes are based on the weighted
average tax rate method.

Interest Income and Expense

1. Interest expense includes a) interest on long-term debt, b) amortization of debt
issuance costs, c) interest and fees associated with short-term borrowings and
lines of credit, and d) interest expense related to customer deposits, budget plan
customers, employee deferred compensation balances, and over-collected gas
costs.

2. For fixed rate long-term debt, interest expense was forecast by applying the
stated interest rate to the principal amount of each series of currently outstanding
first-mortgage bonds.

3. For floating rate long-term debt, interest expense was calculated using
the Economy.com forecasted 3 month LIBOR rate rounded to the nearest 5
basis points at 7/08/08 x 175% for Series OO — this is the maximum rate paid in
the event of a failed auction and reflects the current bond pricing. Series PP was
based on 75% of the 3 month LIBOR rate at July 8, 2008 + an additional 87 basis
points for letter of credit and remarketing fees — this anticipates reissuing the
bonds in weekly auction rate mode.
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4. For variable rate short-term debt, interest expense was forecasted at an average
of 4.50% for 2010 with rates ranging from 3.87% in January to 5.38% in
December based on the economy.com forecast for 1 month non-financial
commercial paper as of July 8, 2008.

Long-Term Debt

The forecast includes the issuance of $50 million in long-term debt on November 1,
2008 at an annual interest rate of 7.15%, the reissuance of Series PP in weekly
auction rate mode in November 2008 at rates described in VI #3 above, the issuance
of $50 million of long-term debt on October 1, 2009 at 7.75%, and the issuance of
$50 million of long-term debt on March 1, 2010 at an annual interest rate of 7.9%.
Each of the new issuances includes $.45 million of debt issuance costs amortized
over 10 years. The March 1, 2010 issue replaces 4.0% Series MM-2 that matures
on that date. The forecasted rates were estimated using the 10-Year Treasury rate
forecasted for the quarter, rounded to the nearest 5 basis points plus a basis point
spread of 300 for the 2008 issue, 200 for the 2009 and 2010 issues. The Treasury
forecasted rates were per the Economy.com September 12, 2008 forecast.

On November 3, 2008 PGL issued $45 million of 5 year debt at 7% and $5 million of
10 year debt at 8%.

Dividends
There are no dividend declarations forecasted for PGL in 2010.

Capital Expenditures

Capital expenditures were forecasted as follows for calendar 2010 ($ in millions):

Net
Construction Dismantling Total
Distribution system $134.5 $13.9 $148.4
Underground storage 27.8 g 28.5
Information technology 2.7 2.7
Other 18.0 (.3) 17.7
Total $183.0 $14.3 $197.3

Net dismantling is a component of 2010 depreciation expense. Dismantling activity
was forecasted primarily based on historical trends of such activity related to new
capital additions.

The Company will likely reduce its 2009 operation and maintenance and capital
expenditures in response to the current economic slowdown, and may make
reductions in 2010 if the current economic environment does not significantly
improve. No changes have been made to the forecast as a result of any of those
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possible reductions. The impact on the December 31, 2010 forecasted balance
sheet of the likely reduction in 2009 capital expenditure is a reduction in property,
plant and equipment of up to approximately $60 million.
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