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VERIFIED APPLICATION FOR REHEARING 
OF NORTH SHORE GAS COMPANY AND THE 
PEOPLES GAS LIGHT AND COKE COMPANY 

North Shore Gas Company (“North Shore”) and The Peoples Gas Light and Coke 

Company (“Peoples Gas”) (together, “the Utilities” or “Companies”), under 220 ILCS 

5/10-113(a), 83 Ill. Adm. Code § 200.830, and other applicable law, submit this Verified 

Application for Rehearing (the “Application”) with respect to the Illinois Commerce 

Commission’s (the “Commission” or “ICC”) Order dated February 5, 2008 (the “Order”). 

INTRODUCTION AND SUMMARY 

This Application is divided into three sections.  Section I discusses Peoples Gas’ request 

that the Commission: (a) provide clarification of its findings relating to, and (b) grant rehearing 

regarding, Peoples Gas’ proposed Rider ICR – Infrastructure Cost Recovery (“Rider ICR”).  

Peoples Gas has carefully considered the Order’s findings relating to Rider ICR in particular and 

system modernization riders in general.  In terms of its request for clarification, Peoples Gas is 

seeking the Commission’s guidance -- at the outset of the rehearing process, i.e., at the time that 

the Commission rules on this Application -- regarding three aspects of those findings, as detailed 

in Section I.A of this Application.  Such guidance, assuming rehearing also were to be granted, 
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would enable Peoples Gas to prepare direct testimony on rehearing that presents a revised 

version of Rider ICR and on-point supporting information that speak to the Commission’s 

concerns and requirements on this subject, as so clarified.  Such guidance also would assist 

Peoples Gas and the other interested parties in formulating their subsequent respective 

submissions on rehearing. 

Peoples Gas, in any event, seeks rehearing in order to submit direct testimony that 

presents a revised Rider ICR and additional supporting information, in light of the Order’s 

findings on this subject, as discussed in Section I.B of this Application.  Peoples Gas has 

included a brief statement of the proposed additional evidence, as required by 83 Ill. Adm. Code 

§ 200.880(a), and a supporting verification, as provided for by 83 Ill. Adm. Code § 200.880(c).  

Peoples Gas believes that, on rehearing, it can show that a revised Rider ICR is in the public 

interest, is in its customers’ interests, and comports with the doctrine of single-issue ratemaking. 

Section II of this Application seeks rehearing on certain additional issues.  More 

specifically: (1) the Utilities seek reconsideration, based on the existing evidentiary record, of the 

Commission’s rulings reducing Gas in Storage on a working capital theory in rate base, 

incorporating Other Post-Employment Benefits (“OPEB”) liabilities in rate base without 

allowing the Utilities’ test year pension contributions as offsets, and disallowing certain 

incentive compensation costs and expenses;1 (2) the Utilities seek reconsideration, based on the 

existing evidentiary record, on two aspects of the approved rates of return on common equity 

(“ROE”) for the Utilities, i.e., the Commission’s approval of Staff’s “financial risk” adjustment 

                                                 
1  As to these rate base and operating expenses issues, the Utilities are seeking reconsideration based on the 

existing evidence in the record, and in this Application they are not proposing any new evidence on these issues.  
However, if the Commission re-opens the evidentiary record on these issues and/or on any related subjects, then the 
Utilities do not waive, and instead they request, the opportunity to offer new evidence and propose appropriate 
findings and rulings on such issues and subjects. 
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to reduce the ROEs of Peoples Gas and North Shore by 9 and 29 basis points, respectively, and 

the Commission’s decision, based on its approval of a modified Rider VBA – Volume Balancing 

Adjustment (“Rider VBA”), to reduce the ROEs of Peoples Gas and North Shore each by 10 

basis points;2 and (3) the Utilities seek rehearing, based on the existing evidentiary record, 

regarding two modifications to their Embedded Cost of Service Studies. 

The third and final part of the Application seeks correction of certain typographical errors 

in the Order.  Most of these errors involve correcting figures in tables in the Order that 

inadvertently were not revised from the versions in the Post-Exceptions Proposed Order 

(“PEPO”) to reflect the rulings in the Order. 

ARGUMENT IN SUPPORT OF 
APPLICATION FOR REHEARING 

I. RIDER ICR 

Peoples Gas requests both clarification and rehearing of the Order as it pertains to 

Rider ICR.  Although the Order rejects Rider ICR as presented and supported, the Order seeks to 

establish an acceptable framework by which utilities, including Peoples Gas, may structure 

system modernization rider proposals and support them in a manner that complies with Illinois 

law and Commission policy.  While Peoples Gas believes that Rider ICR as presented is just and 

reasonable and should have been approved, Peoples Gas nevertheless: (1) seeks clarification 

from the Commission in three respects as to how Peoples Gas might revise Rider ICR and 

present additional supporting evidence in order to comport with the requirements set forth in the 

                                                 
2  As to these ROE issues, the Utilities are seeking reconsideration based on the existing evidence in the 

record, and in this Application they are not proposing any new evidence on these issues, but they make the same 
reservation of rights regarding offering  new evidence and proposing findings and rulings on these issues and related 
subjects as is provided for in the preceding footnote.  
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Order; and (2) requests rehearing to enable it to present a revised Rider ICR and additional 

evidence that would meet those requirements, preferably with the benefit of such clarification. 

 Before addressing the specific requests for clarification, a background discussion of the 

specific findings in the Order would be appropriate.  The Order found that the doctrine of 

single-issue ratemaking must be considered as to Rider ICR, because accelerated main 

replacement will tend to generate cost or expense savings.  Order, pp. 157-160 (citing, inter alia, 

City of Chicago v. Illinois Commerce Comm’n, 13 Ill. 2d 607 (1958) (“City I”), and stating in 

part that: “Since the record here does show that accelerated main replacement will tend to 

generate certain savings, the single-issue ratemaking rule cannot be avoided.”).  The Order 

determined that Peoples Gas did not adequately address, however, the rule against single-issue 

ratemaking as required in a base rate proceeding.  Order, p. 160.  The Order found that Peoples 

Gas’ attempt to address the rule by pointing to leak repair and deferred tax savings as offsets was 

too general and was presented too late in the proceedings.  Id.  The Order stated that Peoples 

Gas’ arguments in support of Rider ICR are merely “a policy plea” to recover “routine” 

investments.  Order, pp. 160-161. 

The Order also expressed concern on the grounds that Rider ICR contained a provision 

that, as interpreted by the Commission, would limit Commission review of the reasonableness of 

qualifying costs for three years (the “3 Year Proviso”).  Order, pp. 157-158. 

Despite rejecting Rider ICR as presented, the Order concludes that the Commission is 

cognizant of the benefits of accelerated cast iron / ductile iron (“CI/DI”) main replacement 

programs, and of the need to update and replace natural gas infrastructure.  Order, p. 161.  

Indeed, the Order expressly lauded utility system modernization. 

So, we are left with a dilemma.  To ensure continued reliability, we lean 
towards increased system modernization, rather than less, all other things being 
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equal.  In a general sense, the application of modern technology to the utilities and 
networks that we regulate and upon which our economy depends makes simple 
common sense.  **** 

Order, p. 162.  

 The Order agreed with Staff’s assertion that 83 Ill. Adm. Code Part 656 (“Part 656”), the 

Commission’s existing set of rules for qualifying waste and sewer infrastructure surcharges, can 

serve as a template for an appropriately drafted infrastructure rider.  Order, p. 161.  The Order is 

not entirely clear and consistent, however, as to the extent to which the Part 656 “template” 

should be followed without exception or, conversely, should be modified to fit the relevant 

circumstances, as discussed further below. 

The Order also found that, beyond the Part 656 framework, Peoples Gas presented no 

quantitative evidence, no benefit analysis, and no plan as to why or how its roughly $1.0 billion 

investment in CI/DI replacement should be accelerated.  Order, p. 162. 

The Order concluded that, given the potential benefits of accelerated CI/DI main 

replacement in particular and system modernization in general, the Commission should provide 

general guidance to utilities as to the information the Commission needs to evaluate system 

modernization programs.  The Order stated that the Commission is inclined to support increased 

system modernization so long as proponents of modernization provide a compelling rationale in 

terms of identifying and quantifying reduced system costs and increased customer benefits.  

Order, p. 162. 

 The Order “suspect[s] that there are many benefits – quantitative and qualitative – that 

could have been identified, enumerated and quantified in support of an enhanced system 

modernization initiative,” and that Peoples Gas could have quantified the benefits of Rider ICR.  

Order, p. 162.  The Order further states that: 
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In the case of Rider ICR, the Utilities’ proposal is insufficient for the 
Commission to approve it.  It might have been easier to approve the rider had the 
Utilities included, or the Staff or the Intervenors’ elicited, such information as:  a 
detailed description and cost analysis of the proposed system modernization; an 
identification and evaluation of the range of technology options considered and 
analysis and justification of the proposed technology approach; a detailed 
identification and description of the functionalities of the new system, related both 
to system operation as well as on the customer side of the meter, as well as an 
identification and justification of functionalities foregone; analysis of the benefits 
of the system modernization, both to system operation as well as to customers; 
these benefits should include reductions in system costs as well as an analysis of 
the range and benefits of potential new products and services for customers made 
possible by the system modernization; an analysis of regulatory mechanisms to 
allow companies to both recover their costs of system modernization as well as to 
flow reduced system costs back to customers; and an identification and analysis of 
legal or regulatory barriers to the implementation of system modernization 
proposals. 

Id.  Thus, the Commission enunciated the range and types of data it would deem necessary or 

sufficient to justify utility system modernization proposals in Illinois. 

A. Request for Clarification 

 While Peoples Gas does not agree with the Order’s determination that Rider ICR as 

proposed fails to meet the legal requirements for a rider, Peoples Gas nevertheless appreciates 

that the Order provided some guidance as to how Peoples Gas and other utilities might properly 

structure system modernization riders.  Peoples Gas also lauds the Commission’s effort to set 

forth a road map as to the specifics of the evidentiary showing which would justify a system 

modernization proposal, if the Part 656 “template” is not followed. 

 Three aspects of the Order, however, warrant clarification.  First, Peoples Gas seeks 

clarification in general that the requirement to adhere to the Part 656 framework, if it is being 

used as a “template”, is sufficiently flexible to allow for modifications depending on the relevant 

circumstances.  Part 656 was specifically adopted to address the needs of water and sewer 

utilities.  Not every element of Part 656 may be appropriate for application to natural gas or 
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electric utilities.  Accordingly, Peoples Gas seeks clarification that not all elements of Part 656 

need necessarily be replicated in a particular utility infrastructure rider and, instead, that the 

Part 656 “template” should be adapted to fit the relevant circumstances.  The Order itself 

illustrates this point.  As noted earlier, the Order rejects Rider ICR in part because it contains the 

3 Year Proviso.3  Order, pp. 157-158.  Yet, Peoples Gas included the 3 Year Proviso because it is 

specifically set forth in Part 656. 

If, for a rate zone, the annual reconciliation filed by a utility shows that the 
revenues collected by application of the QIP surcharge rider exceed actual QIP 
costs for three or more consecutive reconciliation years, the Commission may 
initiate hearings under Section 9-250 of the Act [220 ILCS 5/9-250] to determine 
whether the utility’s QIP surcharge rider for the rate zone should be canceled. 

See 83 Ill. Admin. Code § 656.80(j).  Peoples Gas would remove the 3 Year Proviso, if the 

Commission deemed it necessary or preferable to do so.  The more general point here, however, 

is that Peoples Gas seeks clarification that use of Part 656 as a “template” is not intended to be 

inflexible and without regard to the relevant circumstances.  

 Second, Peoples Gas seeks clarification that the use of Part 656 as a “template” and the 

submission of evidence of the types discussed by the Commission are alternative (although not 

mutually exclusive) ways of making the case for a system modernization rider.  As noted above, 

the Order describes in some detail the evidentiary submissions that the Commission believes 

would justify utility system modernization.  At the same time, Part 656 prescribes certain 

testimony and exhibit submissions that should attend a Part 656 filing.  See 83 Ill. Admin. Code 

§ 656.90.  Thus, it would appear that complying with both sets of evidentiary requirements is not 

                                                 
3 The Order mistakenly casts the 3 Year Proviso as a limitation on the Commission’s power to review the 

reasonableness of Rider ICR costs under Section 9-250 of the Act, 220 ILCS 5/9-250.  Order, pp. 157-158.  In fact, 
the 3 Year Proviso is merely a provision that  describes one circumstance (if the Rider ICR revenues exceed actual 
costs for 3 or more years) that may lead to cancellation of the Rider.  The 3 Year Proviso is not intended to waive or 
limit  the Commission’s authority under Section 9-250. 
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necessary, although, again, the two sets are not mutually exclusive.  In other words, Peoples Gas 

interprets the Order to mean that the Commission intends that the Part 656 testimony prescription 

should not also apply as a requirement where a utility instead meets the alternative informational 

showing indicated by the Order, and that the alternative information described in the Order 

would meet any testimony or evidentiary showing required to justify an infrastructure rider. 

 Finally, with regard to the evidentiary showing, Peoples Gas seeks clarification that the 

specific evidence to be submitted to support Rider ICR should address the areas discussed in the 

Order on pages 161-162 that most specifically apply to natural gas utilities and an accelerated 

CI/DI main replacement rider.  The Order discusses the modernization of the systems of natural 

gas and electric utilities that the Commission generally regulates.  The information which the 

Commission describes in the Order as justifying approval of an infrastructure modernization 

program does not inherently fit each type of utility uniformly.  For example, Peoples Gas is 

proposing a program to accelerate the replacement of very old CI/DI pipe with plastic or steel 

pipe.  The replacement project has been in place for a number of years and there is little 

technological innovation or options involved.  Thus, here, an evidentiary submission that 

involves a detailed identification and evaluation of the range of technology options and a 

justification of the proposed technology and description of its functionalities, as suggested by the 

Order, would be superfluous.  Similarly, an analysis of potential new products and services 

would appear to be inapplicable to a CI/DI main replacement program.  Accordingly, Peoples 

Gas seeks clarification that the evidentiary showing required to justify Rider ICR need not 

include every descriptive analysis set forth in the Order at pp. 161-162.  Rather, given the unique 

character of the CI/DI main replacement here, Peoples Gas would submit a showing that would 

include a financial plan which describes why the $1.0 billion CI/DI main replacement project 
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should be completed in an accelerated manner, as more fully described in the request for 

rehearing below. 

B. Request for Rehearing 

 Peoples Gas believes that the Order errs in rejecting Rider ICR.  As Peoples Gas has set 

forth in detail in its briefs in this proceeding, the Commission has ample authority under City I to 

approve Rider ICR, because the Rider ICR costs are not easily predictable and could be incurred 

in a fluctuating manner depending upon the vagaries of the City of Chicago’s infrastructure and 

other projects and private development activity.  Furthermore, rider treatment for costs of the 

acceleration of CI/DI main replacement is reasonable in view of the uniqueness of the particular 

circumstances.  The Order mistakenly focused on the nature of the costs as mere “capital costs” 

rather than the unique reason for seeking rider treatment, i.e., to facilitate acceleration of the 

replacement of very old pipe that would substantially modernize the Chicago natural gas 

infrastructure.  These unique costs are sufficient basis for rider treatment of the accelerated CI/DI 

main replacement costs in accordance with City I and Citizens Utility Board v. Illinois 

Commerce Comm’n, 166 Il. 2d 111 (1995) (“Citizens Utility Board”).  There is nothing expressly 

set forth in Citizens Utility Board or any other case that requires that the “uniqueness” test only 

applies outside of a base rate proceeding.  The unique costs to be recovered under Rider ICR and 

the compelling public policy considerations that accompany modernization of the Chicago 

natural gas infrastructure provide a lawful basis for the Commission to exercise its discretion to 

employ a rider for recovery of accelerated CI/DI main replacement costs and the Order erred in 

not so finding. 

 Brief Statement of Proposed Additional Evidence and New Facts:  Notwithstanding the 

foregoing, if rehearing is granted, Peoples Gas intends to comply with the Commission’s 
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directives and guidance in the Order respecting revising the Rider ICR proposal to comport with 

Commission policy as set forth in the Order.  If rehearing is granted, Peoples Gas will file direct 

testimony that presents a revised Rider ICR tariff that would comply with the Part 656 

framework, as clarified pursuant to the above request for clarification.  Peoples Gas’ direct 

testimony on rehearing also would include discussion and exhibits that would further identify 

and quantify the costs, costs savings, and other benefits attendant to accelerating the roughly 

$1.0 billion replacement of CI/DI main on the Peoples Gas system.  In addition, Peoples Gas is 

prepared to submit direct testimony on rehearing stating that it is willing to revise Rider ICR to 

reduce the amount otherwise recoverable under Rider ICR by 50%.  Peoples Gas anticipates that 

this 50% reduction amount is far more than the costs savings attributable to the replacement of 

CI/DI main.  The 50% reduction also would be intended to fully address any concerns pertaining 

to single issue ratemaking or other legal considerations, including addressing the Commission’s 

directive in the Order to address means of flowing back reduced system costs to customers.  The 

50% reduction amount would also be intended to demonstrate Peoples Gas’ willingness to 

compromise with respect to the implementation of Rider ICR and to induce other participants to 

come to a resolution of the issues respecting Rider ICR.  Peoples Gas would also introduce 

appropriate evidentiary detail to support any appropriate areas delineated in the Order.  In short, 

Peoples Gas will demonstrate on rehearing why Rider ICR is a reasonable and lawful rate 

recovery mechanism within the parameters established by the Commission in the Order.  Peoples 

Gas also intends to continue its approach of extending reasonable concessions that should fully 

and appropriately ameliorate the reasonable concerns of participants that might have expressed 

opposition to Rider ICR.  Peoples Gas, at the time that the evidentiary record was open, did not 

have the benefit of the Commission’s bench discussions on this subject and, even more 



 

 11

importantly, of the Order’s findings and guidance regarding Rider ICR in particular and system 

modernization riders in general, and Peoples Gas seeks further clarification of the latter in 

advance of rehearing, as requested above.  

 For the foregoing reasons, Peoples Gas respectfully requests that the Commission grant 

clarification and rehearing in respect to the decision to reject Rider ICR in the Order. 

II. OTHER ISSUES 

A. Rate Base 

1. Incentive Compensation Costs (See II.B.1) 

Please see Section II.B.1 of this Application, below. 

2. Gas in Storage – Working Capital 

The Order (at p. 27) finds that Staff’s proposed adjustment to Gas in Storage for 

“working capital” should be approved.  The Utilities respectfully submit that the Commission’s 

decision is not supported by substantial evidence, and is against the manifest weight of the 

evidence, for the reasons established in the evidentiary record as shown and referenced in the 

Utilities’ briefing.  NS-PGL Initial Brief (“Init. Br.”) at 27-29; NS-PGL Reply Brief (“Rep. Br.”) 

at 23-25; NS-PGL Brief on Exceptions (“BOE”) at 11-12.  The evidence shows that the 

disallowed costs were prudently incurred and reasonable in amount, and, therefore, should be 

included in rate base either as working gas or as base gas.  Accordingly, the Commission should 

grant rehearing and, based on the evidence in the record, should not adopt Staff’s proposed 

adjustment and should revise the Order in that respect. 

3. OPEB Liabilities, Pension Asset/Liability, 
 and Pension Contributions 

The Order (at p. 36) finds that Staff’s proposed adjustments to OPEB liabilities should be 

approved, without any modifications to incorporate the Utility’s respective pension asset/liability 
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or their test year pension contributions.  The Utilities respectfully submit that the Commission’s 

decision is not supported by substantial evidence and is against the manifest weight of the 

evidence, for the reasons established in the evidentiary record as shown and referenced in the 

Utilities’ briefing.  NS-PGL Init. Br. at 31-33; NS-PGL Rep. Br. at 28-31; NS-PGL BOE at 

14-17; NS-PGL RBOE at 15-18.  Staff’s (and GCI’s similar) proposed reductions are incomplete 

and one-sided in that they exclude Peoples Gas’ net pension asset of $110,000,000, along with 

North Shore’s net pension liability of $24,000, and they do not even recognize as offsets Peoples 

Gas’ test year pension contributions of $15,278,614 and North Shore’s test year pension 

contributions of $1,862,247.  Therefore, the OPEB liabilities reductions should not be adopted.  

In the alternative, if the OPEB liabilities are to be deducted, then, at a minimum, as 

recommended in the original Proposed Order (at pp. 35-36) and the Post-Exceptions Proposed 

Order (at p. 36), Peoples Gas’ test year contributions of $15,278,614 and North Shore’s test year 

contributions of $1,862,247 to the pension plan should be incorporated in the calculation of their 

rate bases.  Accordingly, the Commission should grant rehearing and, based on the evidence in 

the record, should not adopt Staff’s (or GCI’s) proposed adjustments and should revise the Order 

in that respect; or, in alternative, should approve the proposed adjustments subject to the pension 

contribution offsets. 

B. Operating Expenses 

1. Incentive Compensation Expenses 

The Order concludes that the Utilities should be allowed to recover $1,009,240 as to 

Peoples Gas and $94,024 as to North Shore for certain minimum costs and expenses associated 

with the operational measures of the Team Incentive Award (“TIA”) plan, as well as $625,791 as 

to Peoples Gas and $53,107 as to North Shore for costs and expenses associated with individual 
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employee performance under the Individual Performance Bonus (“IPB”) plan.  (Order, p. 67)  

While those amounts should be allowed for recovery, the Order (at p. 66) errs, as a matter of law, 

is not supported by substantial evidence, and is contrary to the manifest weight of the evidence, 

in denying recovery of the full amounts accrued under the “TIA” plan, as well as in denying 

recovery for certain costs and expenses under certain other incentive compensation plans. 

The Commission should grant rehearing and, based on the existing evidentiary record, 

approve all of the incentive compensation program costs and expenses that were included in the 

Utilities’ proposed revenue requirements, except that Utilities do not seek rehearing as to the 

Short-Term Incentive Compensation (“STIC”) plan costs and expenses.  As demonstrated in the 

Utilities’ briefing on this issue, the costs and expenses associated with these programs benefit the 

Utilities’ customers through attracting and retaining a sufficient, qualified, and motivated work 

force, as well as other customer benefits.  NS-PGL Init. Br. at 47-53; NS-PGL Rep. Br. at 43-48; 

NS-PGL BOE at 18-19; NS-PGL RBOE at 26-31.  The Utilities are entitled, as a matter of law, 

to recover their costs and expenses that were prudently incurred and reasonable in amount in 

providing tariffed services to their customers, as the briefing shows.  These programs, moreover, 

satisfy the Commission’s additional requirement that incentive compensation not only be prudent 

and reasonable in amount, but also benefit a utility’s customers.  The failure to accept the 

customer benefits, particularly in terms of the undisputed human resources value of these plans, 

as legitimate benefits is not consistent with the law and is arbitrary and capricious, as well as not 

being in the long-term best interests of customers. 

The 2006 “TIA” plan applied to non-officer, non-union employees and encompassed both 

financial and operational performance measures, and complete recovery of the $1,642,847 paid 

out ($1,502,485 by Peoples Gas and $140,253 by North Shore) is appropriate.  With respect to 
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Affiliate Charges, the Utilities should be allowed to recover $744,812 charged to Peoples Gas 

and $165,811 charged to North Shore (or, at a minimum, 37.5% of these charges, which 

represents costs associated with the operational measures of that program).  Finally, the Utilities 

should be allowed to recover $1,756,000 for costs associated with Restricted Stock and 

Performance Shares programs.  The Restricted Stock program was based on providing a 

competitive compensation package, not “financial” measures, although the Performance Shares 

program was based on “financial”  measures.  Alternatively, as to those last two programs, at a 

minimum, the Utilities should be allowed to recover $1,529,000 for the non-financial measures 

under the Restricted Stock program. 

The Utilities met their legal burden on the issue of recovery of incentive compensation by 

demonstrating that the Plans are prudent, reasonable in amounts, and, are necessary and useful to 

attract and retain sufficient, quality workers, as well as resulting in other tangible benefits to 

ratepayers, such as controlling O&M expenses and increasing customer satisfaction.  

Accordingly, the Commission should grant rehearing and approve recovery of the full amount of 

incentive compensation costs and expenses included by the Utilities in their proposed revenue 

requirements, except, again, the Utilities do not seek rehearing as to the STIC plan costs and 

expenses.  

B. RATE OF RETURN ON COMMON EQUITY 

1. Staff’s Financial Risk Adjustment 

In the Order, the Commission adopted Staff’s downward adjustments to the Utilities’ 

common equity costs derived from the financial market models in order “to reflect its view that 

Peoples Gas and North Shore each have less financial risk than the proxy utility sample.”  Order, 

p. 94.  This adjustment is not supported by substantial evidence, and is contrary to the manifest 
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weight of the evidence, because Staff failed to demonstrate that the Utilities’ financial risk is 

materially different than the financial risk of the proxy group. 

Staff compared the actual average S&P credit rating of the proxy group with hypothetical 

credit ratings of the Utilities.  The hypothetical credit ratings for the Utilities were derived by 

applying (1) S&P’s benchmark values for the financial ratios it uses to set credit ratings to (2) the 

financial ratios for the Utilities that would result if they earned their full revenue requirements.  

See Kight-Garlisch Dir., Staff Ex. 6.0, 17:326 – 18:338. 

Staff found that the Utilities’ financial ratios based on full recovery of their revenue 

requirements implied credit ratings in S&P’s AA category, which are higher than the Utilities’ 

actual credit ratings in S&P’s A category.  Staff ascribed the difference between the Utilities’ 

actual and hypothetical credit ratings to the higher risk associated with their non-regulated 

affiliates.  Kight-Garlisch Dir., Staff Ex. 6.0, 21:392 – 22:412.  Because the Utilities’ 

hypothetical credit ratings were higher than the proxy group’s actual average rating, Staff argued 

that the Utilities’ stand-alone financial risk was lower and adjusted their common equity costs by 

the spreads in debt yield between the Utilities’ actual and hypothetical credit ratings.  Kight-

Garlisch Dir., Staff Ex. 6.0, 21:383-391.4 

There are two fatal flaws to Staff’s financial risk analysis.  First, although Staff analyzed 

whether the Utilities’ credit ratings reflected their actual financial risk, Staff did not perform a 

similar analysis with respect to the proxy group companies.  Staff’s comparison of the proxy 

group’s actual average credit rating to the Utilities’ hypothetical credit ratings based on full 

                                                 
4 Staff’s adjustment thus assumes that one basis point of debt cost equals one basis point of equity cost.  

This assumption is not supported by any evidence. 



 

 16

recovery of their revenue requirements therefore does not prove that the Utilities’ financial risk is 

materially different from that of the proxy group. 

Second, while ascribing the Utilities’ lower hypothetical credit ratings to higher risks of 

their non-utility affiliates, Staff did not demonstrate that the credit ratings of the proxy group 

companies are not also affected by such sources of high risk.  To the contrary, Staff admitted that 

the credit ratings of three of the nine proxy group companies “reflect[] the rating of the parent 

company.”  Kight-Garlisch Dir., Staff Ex. 6.0, Schedule 6.1.  Staff’s argument that the proxy 

group’s credit ratings did not need to be adjusted is inconsistent with the very reason for Staff’s 

financial risk adjustment.  Staff adjusted the Utilities’ credit ratings precisely because their credit 

ratings reflect the rating (and financial risk) of their parent company.   

For these reasons, the Commission should grant rehearing and on the existing evidence in 

the record reverse its decision to apply Staff’s financial risk adjustment to the Utilities’ costs of 

equity derived from the financial market models. 

B. Adjustment for Rider VBA 

The Order properly determines that neither Staff nor City-CUB provided an adequate 

evidentiary basis for any specific adjustment to the Utilities’ ROEs for reduced risk due to the 

approval of Rider VBA.  Order, p. 99.  Nonetheless, the Order concludes that the rider “will 

lessen the Utilities’ risk associated with their cash flow” and reduced each Utility’s return on 

equity by 10 basis points.  Id.  

This adjustment is improper if the Commission also applies Staff’s financial risk 

adjustment, because that adjustment already assumes that the Utilities will earn their full revenue 

requirements.  Kight-Garlisch Dir., Staff Ex. 6.0, 18:338-341.  Therefore, Staff’s financial risk 
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adjustments already reflect the reduction in risk the Utilities would experience if they recover 

their full revenue requirements. 

Rider VBA is designed to ensure that each of the Utilities recovers a portion of its 

revenue requirement, regardless of whether and to what extent actual customer usage varies from 

the assumptions underlying their revenue requirements.  Rider VBA’s impact on the Utilities’ 

recovery of their revenue requirements, and the impact of that recovery on the Utilities’ risk as it 

affects their cost of common equity, are all subsumed in Staff’s financial risk adjustment.  To 

make an additional adjustment based on the risk effect of Rider VBA would result in a 

double-counting of the risk impact of the Utilities recovering their full revenue requirements.   

In summary, the manifest weight of the evidence in the record contradicts the downward 

adjustment of the Utilities’ ROEs as a result of the Commission’s approval of Rider VBA if the 

Commission also applies Staff’s financial risk adjustment.  Accordingly, the Commission should 

grant rehearing and on the existing evidence in the record reverse this adjustment. 

D. Embedded Cost of Service Study 

1. Coincident Peak Versus Average 
and Peak Allocation Methods 

The Commission held that the Utilities should allocate their distribution system 

investment using an average and peak (“A&P”) allocator, rather than a coincident peak (“CP”) 

allocator.  Order, p. 199.  The Commission erred in its conclusion that it has consistently found 

the A&P allocator to be preferable to the CP allocator.  While the Commission has a recent 

history of using an A&P allocator for gas utilities, it also has a significant history of using other 

allocators for distribution system investment.  Moreover, in recent electric utility cases, the 

Commission did not adopt an A&P allocator, despite considering the issues similar to those for 

gas utilities.  Also, there is compelling evidence for allocating distribution system costs based on 
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design day demand.  See NS-PGL Init. Br. at 143-144; NS-PGL BOE at 71-75.  The 

Commission’s decision is not supported by substantial evidence and is against the manifest 

weight of the evidence.  Accordingly, the Commission should grant rehearing and, on the 

existing evidence in the record, reverse this adjustment. 

2. Allocation of Distribution 
Plant Account No. 385  

The Commission concluded that Account No. 385 costs should be directly assigned to 

individual customers for the purpose of determining customer-specific charges.  Order, p. 211.  

The Commission erred in concluding that this is practicable and consistent with fairness and 

equity.  Peoples Gas has the capability of assigning many costs, not just Account No. 385, to 

individual customers, and its embedded cost of service study reflects this fact.  NS-PGL 

Ex. RJA-3.0, 10:209 – 11:245.  The record and the Order give no consideration to the possible 

impact of designing customer-specific charges for other costs for which company records would 

permit such recovery.  When one account is singled out for this treatment, it is not fair and 

equitable to the group of customers who are singled out.  See NS-PGL Init. Br. at 149-151; NS-

PGL BOE at 77-79.  The Commission’s decision is not supported by substantial evidence and is 

against the manifest weight of the evidence.  Accordingly, the Commission should grant 

rehearing and, on the existing evidence in the record, reverse this adjustment. 

III. CORRECTION OF TYPOGRAPHICAL 
 ERRORS IN THE ORDER 

The Order contains certain text that appeared in the Post-Exceptions Proposed Order and 

that was not revised to reflect the rulings in the Order.  More specifically, the following 

typographical errors of that kind should be corrected.   
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• The introductory sentences to the rate base tables, and the tables themselves, on 
pages 37-38 of the Order reflect figures in the Appendices to the PEPO, rather 
than the Appendices to the Order. 

• The introductory sentences to the operating expense tables and the tables 
themselves on pages 70-72 of the Order reflect figures in the Appendices to the 
PEPO, rather than the Appendices to the Order. 

• The ROR and ROE figures on page 102 reflect the rulings in the PEPO and, 
therefore, need to be corrected to reflect the rulings and figures on pages 100 and 
317 and reflected in the Appendices to the Order. 

• Finally, the period should be a comma in the approved Peoples Gas rate base 
figure on page 317 (Finding 7) of the Order. 

 

Dated: March 6, 2008 
 
 
 
 
John P. Ratnaswamy 
Christopher W. Zibart 
Bradley D. Jackson 
FOLEY & LARDNER LLP 
321 N. Clark Street, Suite 2800 
Chicago, Illinois  60610 
(312) 832-4500 
jratnaswamy@foley.com 
czibart@foley.com 
bjackson@foley.com 
 
Emmitt C. House 
Timothy W. Wright 
GONZALEZ, SAGGIO & HARLAN, L.L.C. 
35 E. Wacker Drive, Suite 500 
Chicago, Illinois 60601 
(312) 638-0012 
emmitt_house@gshllp.com 
tim_wright@gshllc.com 

By: __________________________________ 
Counsel for The Peoples Gas Light and 
Coke Company and North Shore Gas 
Company 

 
Gerard T. Fox 
Mary P. Klyasheff 
INTEGRYS ENERGY GROUP, INC. 
130 East Randolph Street 
Chicago, Illinois  60601 
(312) 240-4341 
gtfox@integrysgroup.com  
mpklyasheff@integrysgroup.com 

 

 

04839
JPR







ICC Docket Nos. 07-0241 and 07-0242 cons.  
Service List 

 
 
 
 
  Neil Anderson  
  Vanguard Energy Services LLC  
  850 E. Diehl Rd., Ste. 142  
  Naperville IL 60563  
 

  
  Koby Bailey  
  Regulatory Counsel  
  Prairie Point Energy, L.L.C.  
  d/b/a Nicor Advanced Energy LLC  
  2019 Corporate Lane, Ste. 159  
  Naperville IL 60566-7014  
 

 
  Richard C Balough  
  Atty. for Multiut Corporation  
  53 W. Jackson Blvd., Ste. 936  
  Chicago IL 60604  
 

  
  Christian F Binnig  
  Atty. for Prairie Point Energy LLC  
  Mayer Brown LLP  
  71 S. Wacker Dr.  
  Chicago IL 60606  
 

 
  Faith E Bugel  
  Environmental Law and Policy Center  
  35 E. Wacker Dr., Ste. 1300  
  Chicago IL 60601  
 

  
  Janice A Dale  
  Assistant Attorney General  
  Public Utilities Bureau  
  100 W. Randolph St., 11th Fl.  
  Chicago IL 60601  
 

 
  Karen deGroot  
  Atty. for North Shore Gas Company  
  Gonzalez Saggio & Larlan L.L.P.  
  35 E. Wacker Dr., Ste. 500  
  Chicago IL 60601  
 

  
  Michael J Evers  
  Atty. for UWUA, Local Union No. 18007  
  Elfenbaum Evers and Amarillo, P.C.  
  940 W. Adams St., Ste. 300  
  Chicago IL 60607  
 

 
  Darcy A Fabrizius  
  Constellation NewEnergy, Inc.  
  N16 W23217 Stone Ridge Dr.  
  PO Box 2226  
  Waukesha WI 53187-2226  
 

  
  Jessica R Falk  
  Citizens Utility Board  
  208 S. LaSalle St., Ste. 1760  
  Chicago IL 60604-1003  
 

 
  Richard Favoriti  
  Illinois Commerce Commission  
  160 N. LaSalle, Ste. C-800  
  Chicago IL 60601-3104  
 

  
  John Feeley  
  Illinois Commerce Commission  
  160 N. LaSalle, Ste. C-800  
  Chicago IL 60601  
 



 
  David I Fein  
  Senior Regulatory Counsel  
  Constellation NewEnergy, Inc.  
  550 W. Washington Blvd., Ste. 300  
  Chicago IL 60661  
 

  
  Carmen Fosco  
  Illinois Commerce Commission  
  160 N. LaSalle St., Ste. C-800  
  Chicago IL 60601-3104  
 

 
  Gerard T Fox  
  Integrys Energy Group, Inc.  
  North Shore Gas Company  
  130 East Randolph Dr., 23rd Fl.  
  Chicago IL 60601  
 

  
  David Gilbert  
  Administrative Law Judge  
  Illinois Commerce Commission  
  160 N. LaSalle St., Ste. C-800  
  Chicago IL 60601-3104  
 

 
  Ruben D Gomez  
  Atty. for UWUA, Local Union No. 18007  
  Spiegel & McDiarmid  
  1333 New Hampshire Ave., NW  
  Washington DC 20036  
 

  
  Julia H Good  
  for North Shore Gas Company  
  Foley & Lardner, LLC  
  321 N. Clark, Ste. 2800  
  Chicago IL 60610  
 

 
  Dianna Hathhorn  
  Case Manager  
  Illinois Commerce Commission  
  527 E. Capitol Ave.  
  Springfield IL 62701  
 

  
  Emmitt C House  
  Atty. for North Shore Gas Company  
  Gonzales, Saggio & Harlan, L.L.P.  
  35 E. Wacker Dr., Ste. 500  
  Chicago IL 60601  
 

 
  Tiffany Ingram  
  Chairman's Assistant  
  160 N. LaSalle, Ste. C-800  
  Chicago IL 60601  
 

  
  Arshia Javaherian  
  Illinois Commerce Commission  
  160 N. LaSalle St., Ste. C-800  
  Chicago IL 60601  
 

 
  Ronald D Jolly  
  Assistant Corporation Counsel  
  City of Chicago  
  30 N. LaSalle, Ste. 900  
  Chicago IL 60602-2580  
 

  
  Mary Klyasheff  
  Integrys Energy Group, Inc.  
  North Shore Gas Company  
  130 E. Randolph Dr., 20th Floor  
  Chicago IL 60601  
 

 
  David J Kyto  
  Director  
  Integrys Energy Group, Inc.  
  700 N. Adams St.  
  Green Bay WI 54301  
 

  
  Raquel Lavenda  
  Manager of Operations  
  Multiut Corporation  
  7514 Skokie Blvd.  
  Skokie IL 60077-3377  
 



 
  Howard A Learner  
  Environmental Law and Policy Center  
  35 E. Wacker Dr., Ste. 1300  
  Chicago IL 60601  
 

  
  Karen L Lusson  
  Illinois Attorney General's Office  
  100 W. Randolph, 11th Fl.  
  Chicago IL 60601  
 

 
  Anne McKibbin  
  Senior Policy Analyst  
  Citizens Utility Board  
  208 S. LaSalle St., Ste. 1760  
  Chicago IL 60604  
 

  
  Daniel McNamara  
  VP and General Counsel  
  Prairie Point Energy L.L.C.  
  d/b/a Nicor Advanced Energy LLC  
  2019 Corporate Lane, Ste. 159  
  Naperville IL 60563  
 

 
  Jerome Mierzwa  
  Exeter Associates  
  565 Sterrett Place, Ste.  310  
  Columbia MD 21044  
 

  
  John N Moore  
  Environmental Law and Policy Center  
  Suite 1300  
  35 E. Wacker Drive  
  Chicago IL 60601  
 

 
  Stephen J Moore  
  Atty. for Retail Gas Suppliers  
  Rowland & Moore LLP  
  200 W. Superior St., Ste. 400  
  Chicago IL 60610  
 

  
  Eve Moran  
  Administrative Law Judge  
  Illinois Commerce Commission  
  160 N. LaSalle St., Ste. C-800  
  Chicago IL 60601-3104  
 

 
  Angela O'Brien  
  Atty. for Prairie Point Energy LLC  
  Mayer Brown LLP  
  71 S. Wacker Dr.  
  Chicago IL 60606  
 

  
  Lisa Pishevar  
  General Manager  
  Nicor Advanced Energy, L.L.C.  
  2019 Corporate Lane, Ste. 159  
  Naperville IL 60563  
 

 
  J. Mark Powell  
  Assistant Corporation Counsel  
  City of Chicago  
  30 N. LaSalle, Ste. 900  
  Chicago IL 60602-2580  
 

  
  John P Ratnaswamy  
  Atty. for North Shore Gas Company  
  Foley & Lardner LLP  
  321 N. Clark St., Ste. 2800  
  Chicago IL 60610  
 

 
  Conrad Reddick  
  Atty. for City of Chicago  
  1015 Crest  
  Wheaton IL 60187-6271  
 

  
  Kevin D Rhoda  
  Atty. for Retail Gas Suppliers  
  Rowland & Moore LLP  
  200 W. Superior St., Ste. 400  
  Chicago IL 60610  
 



 
  Randall S Rich  
  Atty. for Constellation NewEnergy - Gas Division, LLC  
  Bracewell & Patterson, LLP  
  2000 K St. N.W.  
  Washington DC 20006  
 

  
  Eric Robertson  
  Atty. for IIEC  
  Lueders, Robertson, Konzen  
  1939 Delmar Ave.  
  P.O. Box 735  
  Granite City IL 62040  
 

 
  Ryan Robertson  
  Atty. for IIEC  
  Lueders Robertson & Konzen  
  PO Box 735  
  1939 Delmar Ave.  
  Granite City IL 62040  
 

  
  Thomas Rowland  
  Atty. for Retail Gas Suppliers  
  Rowland & Moore LLP  
  200 W. Superior St., Ste. 400  
  Chicago IL 60610  
 

 
  James F Schott  
  Vice President  
  North Shore Gas Company  
  130 E. Randolph Dr., 22nd Fl.  
  Chicago IL 60601  
 

  
  Julie Soderna  
  Director of Litigation  
  Citizens Utility Board  
  208 S. LaSalle St., Ste. 1760  
  Chicago IL 60604  
 

 
  David M Stahl  
  Atty. for Vanguard Energy Services, L.L.C.  
  Eimer Stahl Klevorn & Solberg  
  224 S. Michigan Ave., Ste. 1100  
  Chicago IL 60604  
 

  
  Scott H Strauss  
  Atty. for UWUA, Local Union No. 18007  
  Spiegel & McDiarmid  
  1333 New Hampshire Ave., NW, 2nd Fl.  
  Washington DC 20036  
 

 
  Christopher C Thomas  
  Sr. Policy Analyst  
  Citizens Utility Board  
  208 S. LaSalle, Ste. 1760  
  Chicago IL 60604  
 

  
  Jonathan Wier  
  Atty. for Vanguard Energy Services, L.L.C.  
  Eimer Stahl Klevorn & Solberg LLP  
  224 S. Michigan Ave., Ste. 1100  
  Chicago IL 60604  
 

 
  Christopher W Zibart  
  Atty. for North Shore Gas Company  
  Foley & Lardner LLP  
  321 N. Clark St., Ste. 2800  
  Chicago IL 60610  
 

  
 

 
 

  

 


	Verification 030308.pdf
	Page 1.pdf
	Page 2.pdf


