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 Deadline:  2/5/08 
M E M O R A N D U M___________________________________________________ 
 
TO: The Commission 
 
FROM: David Gilbert and Eve Moran, Administrative Law Judges 
 
DATE: January 9, 2008 
 
SUBJECT: North Shore Gas Company 
 
 Proposed general increase in natural gas rates. (tariffs filed 

March 9, 2007) 
 
 The Peoples Gas Light and Coke Company 
 
 Proposed general increase in natural gas rates. (tariffs filed 

on March 9, 2007) 
 
RECOMMENDATION: Enter Attached Order Approving New Rates. 
 

 
The Administrative Law Judges (“ALJs”) present the Commission with the Post –

Exceptions Proposed Order (“PEPO”) for these consolidated rate cases.  In this memo, 
which follows the same structure as the PEPO’s table of contents, we highlight the most 
significant aspects of the PEPO. 
 
Part 1.  Introduction. 
 

The ALJs’ Proposed Order (“ALJPO”) was served on November 26, 2007.  Briefs 
on Exceptions were filed on December 14, 2007.  Reply briefs on Exceptions were filed 
on December 21, 2007. 
 
Part II.   Rate Base. 
 

There are four (4) contested matters in this part:  
 

1. Depreciation – Staff and GCI filed exceptions but they give no reason to 
the Commission for treating like situations differently.  As such, the 
PEPO’s decision follows in step with this Commission’s previous decision 
in Docket 
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2. Cash Working Capital (CWC) - The Order reduces the Utilities’ CWC 
request.  However, all of their exceptions to the Proposed Order were 
accepted and CWC was revised accordingly.  Consequently, the CWC 
component of rate base is approximately $25 million for PGL (compared to 
PGL’s original request of approximately $30 million) and slightly negative 
for NS (NS’s original request was also negative). 

 

3. OBEB – There is a change to the conclusion on this issue in response to 
Staff’s exceptions arguments and its explanation that the contributions 
recognized by the ALJPO result in double recovery from ratepayers.  The 
PEPO accepts Staff’s adjustment to remedy this situation. 

 

4. Gas Storage –The ALJPO accepted Staff’s adjustments in these sections.  
The Utilities’ arguments on exceptions do not warrant a change in the 
PEPO. 

 
Part III.  Expenses 
 

At the close of testimony, 18 individual matters were no longer being disputed.  
The PEPO makes the necessary findings for each item. 
 

In addition, there were also five (5) contested matters, to wit: 
 

1. Crankshaft repair expense - no change from ALJPO; the PEPO accepts 
the GCI proposal to amortize the expense.  
 

2. Customer accounts expense – no change from the ALJPO; the PEPO 
allows the expense over Staff objection. 
 

3. Injuries and damages expense – no change from the ALJPO; the PEPO 
disallows Staff’s adjustment. 
 

4. Incentive compensation – no change from the ALJPO; the PEPO allows a 
portion of the expense.  
 

5. Invested capital taxes – no change from the ALJPO; the PEPO finds that 
the position of Staff and the Utilities is not undermined by the arguments 
of City-CUB. 
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Part IV.  Rate of Return. 
 

Cost of debt (4.67% for PGL and 5.39% for NS) was uncontested.  Also there 
was a consensus regarding capital structure (56% equity, 44 % debt).  Return on equity 
was disputed.  The recommendations by, respectively, the Utilities, Staff and City of 
Chicago/CUB for PGL were 11.06%, 9.70% (for PGL and 9.50% for NS) and 8.11%.   
The Order adopts Staff’s recommendations, yielding rates of return for PGL and NS, 
respectively, of 7.48% and 7.69%. 
 
Part V.   HUB Services. 
 

There are now four (4) sections to this part. 
 
1. On the issue of required base gas additions for Manlove Field, nothing of 

substance is changed in the PEPO 
 
2. On the issue of imprudence raised by Staff and its proposal to cease HUB 

service, there is no change. 
 
3. The issues of Manlove Field capacity standards going forward included 

proposals from Staff and the GCI parties. These were accepted, as 
reasonable in the ALJPO and not disputed afterward. 

 
4. Proposals for change in Hub revenue distribution came in through the 

briefs and exceptions of Vanguard, RGS and ILEC. There was no 
testimony in support.  Staff says it has some concerns with the proposals 
and would have wanted to present testimony in the matter.   On the 
record, the PEPO finds, no decision is, or can be, made on the merits of 
the proposals. 

 
Part VI.  Weather Normalization 
 

Gas utilities need to estimate their likely future gas sales in order to set rates.  
The estimate is expressed in heating degree days (HDDs).  The Utilities recommend the 
use of 10 years of data, rather than the traditional 30 days, to estimate HDDs.  The 
Order agrees that a shorter data set is more predictively accurate, in view of global 
warming.  However, the Order approves a 12-year data set, which the Utilities own 
evidence shows to be superior to 10 years of data.  NOTE that the importance of this 
issue is diminished by approval of Rider VBA elsewhere in the Order.   
 
Part VII.  New Riders 
 

Rider VBA – The VBA mechanism would adjust prices under Service 
Classifications I and 2, in order to keep the Utilities revenues constant despite changes 
in gas usage.   This proposal is driven by the large amount of the Utilities’ fixed costs 
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and changes in consumption brought about by rising gas prices, conservation, warming 
trends, gas efficiency programs, and other like events.  And, Rider VBA operates with 
symmetry, i.e., it addresses both the under-recovery and the over-recovery of target 
revenues.  
 

In rejecting Rider VBA, the ALJPO meant to foster discussion among the parties 
and a better understanding of Rider VBA through meetings or workshops.  This did not 
happen.  And, in their exceptions arguments, the GCI point out that that the presence or 
absence of consensus is irrelevant to the Commission’s conclusions on the law and 
evidence.  Further, these parties maintain that no consensus was possible because 
Rider VBA is illegal and the evidence did not support it. 
 

The PEPO finds differently and on both counts.  It does a full and comprehensive 
legal study (as called for in the circumstances) and concludes that Rider VBA is lawful.  
Further, it considers not just select parts of the evidence, but all of the record.   In the 
end, the PEPO approves Rider VBA and adopts, for this mechanism, the language 
changes recommended by Staff. 
 

Rider WNA – As an alternative to Rider VBA, the Utilities proposed a weather 
normalization adjustment.   Because the PEPO approves Rider VBA, it contains no 
discussion of Rider WNA.  (This is a change from the ALJPO). 
 

Rider ICR - This rider would recover the capital costs of replacing iron gas mains 
with steel & plastic pipe.  The rider would be adjusted based on actual costs incurred.  
The order rejects Rider ICR, which the Utilities emphasize is not needed for system 
safety.  The Order concludes that while the Commission has the discretion to employ 
riders, that discretion is subordinated in a rate case to the rule against single-issue 
ratemaking.  The Order also concludes that even if the Commission’s discretionary 
power over were not limited by the single-issue rule, the capital expenses involved here 
are unsuitable for early recovery via rider.  
 

Rider UBA - This rider would recover gas-cost related bad debt (uncollectibles) 
through a monthly adjusted rider.  The Order rejects Rider UBA, concluding that 
uncollectibles are adequately recovered through base rates, which are being increased 
in these dockets to account for any additional bad debt.  The Utilities did not take 
exception to this. 
 

Rider EEP – This proposal presents itself in two parts:    At the outset, there is 
concern for the merits of the Energy Efficiency Program (EEP) proposed by the Utilities 
and developed together with the Environmental Law and Policy Center and the GCI 
parties.   On record it is opposed by Staff.  The PEPO continues with the determination 
that approves the EEP.  
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Further, the issue essentially concerns Rate Base vs. Rider Treatment for this 
program.  Both the Intervenors and Staff still favor rate base treatment.  The ALJPO 
recommended rider recovery and the PEPO continues with that view. 
 
Part VIII.   Cost of Service 
 

There are six (6) issues in dispute.  One of the most highly contested matters 
concerns use of Coincident Peak (“CP”) vs.  Average and Peak (“A&P”) methodology.  
The Proposed Order accepted Staff’s and the GCI’s position that A&P is the method 
traditionally used by the Commission.  The PEPO does not change this conclusion. 

 
Part IX.    Rate Design 
 

In all, ten (10) design changes were proposed by Peoples Gas and nine (9) 
changes were proposed by North Shore.  The most litigious issue was the Utilities’ 
proposed bifurcation of residential customers into categories of Heating and Non-
heating, and which the PEPO accepted.  The debate continued vigorously through to 
exceptions arguments.  The PEPO resolves the matter by accepting the Utilities 
alternative proposal, i.e., to retain a single classification for residential customers; with 
charges set at 50% of revenue requirements; and a declining two block rate.  This 
addresses the interests and concerns of Staff and the GCI parties.    
 

As to remaining rate design issues, the exceptions arguments (if any) were not 
persuasive.   Thus, while the PEPO betters expands on the reasoning for the decisions 
in some instances, it does not change the results. 
 
Part X.   Transportation.  
 

Many issues were raised by large-volume customers and the alternative gas 
suppliers that serve them, and by aggregators of lower-volume residential and small 
commercial (mostly Choices for You (CFY)) customers.  Several issues concerned the 
price and control of storage of natural gas by or for transportation customers.  In most 
instances, the Order leaves control of storage with the Utilities, given their responsibility 
to operate their system as a whole.  However, the Order eases some compliance 
requirements and reduces, eliminates or reallocates some storage prices.   
 

There were also several issues concerning purported impediments to supplier-
switching by customers, as well as issues concerning distribution of partial payments by 
customers.  The Order diminishes many of those impediments and allocates partial 
payments more equitably, in order to promote sustainable competition among providers.   
 

After distribution of the Proposed Order, almost all of the suppliers to large-
volume customers settled all but one of their disputes with the Utilities, and the Order 
reflects much of that settlement.  The CFY customers filed several exceptions.  The 
Utilities filed none.   
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Part XI.   Union Proposals. 
 

The Electrical Workers union asserts that PGL is failing to make repairs in a 
manner consistent with safety for customers, employees and the general public.  The 
Electrical Workers request that PGL be required to, first, audit their repair practices and, 
second, promote workers into the higher-level positions that oversee repairs.  The Order 
denies the second request because there are insufficient facts in the record to justify 
that remedy.  The Order grants the first request, to determine whether a systemic 
problem exists and whether a remedy is warranted.   
 
Part XII.   Findings and Ordering Paragraphs. 
 

Among other things, this Part includes a directive to the Utilities that flows from 
the HUB issues, i.e., the date of filing of a certain report. 
 
The Final Analysis and Recommendation:  
 

Under the PEPO, Peoples Gas would be granted an increase in annual 
revenues of $65,404,000 or 16.74%.  The order would authorize Peoples Gas to earn a 
rate of return of 7.48% on a rate base of $1,212,203,000, which reflects a return on 
common equity of 9.70%. 
 
 The instant PEPO would provide North Shore a decrease in annual revenues of 
$1,035,000 or -1.63%.  The order would authorize North Shore to earn a rate of return 
of 7.69% on a rate base of $182,028,000, which reflects a return on common equity of 
9.50%. 
 

 The ALJs recommend that the Commission enter the attached Order, 
containing the foregoing provisions. 
 
 
 
DG/EM:jt 
 
 
 


