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STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
NORTH SHORE GAS COMPANY 
 
Proposed general increase in rates for gas service.  
 
THE PEOPLES GAS LIGHT AND COKE COMPANY 
 
Proposed general increase in rates for gas service.  
 

 
: 
: 
: 
: 
: 
: 
: 
 

 
No. 11-0280 
 
(Cons.) 
 
No. 11-0281 
 

BRIEF ON EXCEPTIONS 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”), by their counsel, pursuant to 83 Ill. Adm. 

Code § 200.830 and the schedule ordered by the Administrative Law Judges (“ALJs”), 

simultaneously submit (1) this Brief on Exceptions to the ALJs’ Proposed Order (the “Proposed 

Order” or “ALJPO”); and (2) a separate North Shore Gas Company’s and The Peoples Gas Light 

and Coke Company’s Exceptions to the Proposed Order (the “NS-PGL Exceptions”) that 

contains proposed revised Order language in black-lined format. 

INTRODUCTION AND SUMMARY 

The Proposed Order’s recommendations should not be adopted on the subjects of the 

Utilities’ capital structure, their rates of return on common equity (“ROE”), and their decoupling 

rider (“Rider VBA”).  Those recommendations are contrary to past decisions of the Illinois 

Commerce Commission (the “Commission” or “ICC”), not consistent with the evidence in the 

record, and against the long-term interests of customers. 

Inconsistent and unpredictable regulation works well for no one.  The financial markets 

place value on jurisdictions that consistently apply sound economic and regulatory principles.  

As Steven Fetter, the former chair of the Michigan Public Service Commission, has warned: “If a 
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regulatory body were to encourage a utility to make investments based upon an expectation of 

the opportunity to earn a reasonable return, and then did not apply regulatory principles in a 

manner consistent with those expectations, investor interest in providing funds to the utility 

would decline, debt ratings would likely suffer, and the utility’s cost of capital would increase.”  

Fetter Rebuttal (“Reb.”), NS-PGL Exhibit (“Ex.”) 20.0, 9:190 – 10:195. 

With the Commission’s support, Peoples Gas has embarked on its Accelerated Main 

Replacement Program and plans to invest billions of dollars in its infrastructure in the City of 

Chicago.  The Commission should not adopt the Proposed Order’s recommendations on capital 

structure and cost that would weaken the Utilities’ financial integrity and increase risk.  Because 

they have an obligation to serve, the Utilities have no choice but to raise capital whenever they 

(actually, their customers) need it; the only question is how much that capital will cost.  The 

Commission should continue to take actions, as it has in the Utilities’ last two rate cases, that are 

supportive of the Utilities’ financial integrity and keep their capital costs reasonable. 

To be sure, past Commission decisions are not res judicata or legal precedents, and, 

accordingly, new evidence or argument requires consideration of the issue based on the new 

record and may call for a different result.1  However, when evidence in the record supports the 

same result as a past Commission decision, then the evidence, the law, and the value of 

consistent regulation require due consideration of that past decision.2  A variance from the past 

decision requires a valid basis and an explanation.  The evidence in this case provides no basis 

for the Commission to depart from its prior decisions on the above subjects. 

                                                 
1  E.g., 220 ILCS 5/10-103; Mississippi River Fuel Corp. v. Illinois Commerce Comm’n, 1 Ill.2d 509, 513, 116 
N.E.2d 394, 396-97 (1953); Commonwealth Edison Co. v. Illinois Commerce Comm’n, 405 Ill. App .3d 389, 407-
408, 937 N.E.2d 685, 705 (2d Dist. 2010). 
2  E.g., Business and Prof’al People for the Public Interest v. Illinois Commerce Comm’n, 136 Ill. 2d 192, 228, 555 
N.E.2d 693, 709 (1989) (Commission decisions are entitled to less deference when they drastically depart from past 
practice); City of Chicago v. Illinois Commerce Comm’n, 133 Ill. App. 3d 435, 440, 478 N.E.2d 1369, 1373 (1st Dist. 
1985) (Commission may change its standards as long as changes are not arbitrary and capricious). 
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Capital Structure.  The Commission, in the Utilities’ last two rate cases, determined that 

a capital structure of 56.0% common equity and 44% long term debt (and no short term debt) 

was reasonable and protective of customer interests.3  The Utilities have managed their actual 

capital structures to be consistent with the Commission’s judgment.  Evidence strongly supports 

reaching the same result in the instant cases, including the fact that the Utilities’ relatively strong 

capital structure approved by the Commission in 2007 and 2009 helped them maintain access to 

capital on reasonable terms during and after the financial crisis.  In addition, the Utilities’ use of 

short term debt has not changed; they issue such debt only temporarily to cover seasonal 

shortages of cash.  The Utilities do not use short term debt to finance rate base on a permanent 

basis. 

In spite of the consistent approach taken by the Commission and the Utilities, Staff 

proposed and the Proposed Order recommends that the Commission weaken the Utilities’ capital 

structures and increase their risk by reducing their equity ratios to 49.0% (Peoples Gas) and 

50.0% (North Shore), and including short-term debt.  They do so in the face of past Commission 

decisions finding that compelling evidence is required to impute a hypothetical capital structure 

to a utility.4  There is no change in the Utilities’ use of capital, much less a change that would 

justify such a radical departure from the Commission’s decisions in the Utilities’ last two rate 

cases. 

The Commission should authorize a capital structure of 56% common equity and 44% 

long term debt for each of the Utilities, consistent with (1) the Commission’s orders in the 

Utilities last two rate cases, (2) the Utilities’ current and relatively strong credit ratings, and 

                                                 
3  North Shore Gas Co., et al., ICC Docket Nos. 09-0166/09-0167 (Cons.) (Order Jan. 22, 2010) (“Peoples 2009”), 
p. 90; North Shore Gas Co., et al., ICC Docket Nos. 07-0241/07-0242 (Cons.) (Order Feb. 7, 2008) (“Peoples 
2007”), p. 73. 
4    Illinois Commerce Comm’n v. Northern Ill. Gas Co., ICC Docket No. 87-0032, 1988 WL 1533285 at *23 (Order 
Jan. 20, 1988); see also Northern Ill. Gas Co., ICC Docket No. 08-0363 (Order on Rehearing Oct. 7, 2009), p. 12. 
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(3) their unchanged use of capital.  In the alternative, if the Commission determines that 

adjustments to the Utilities’ equity ratios are necessary, based on the evidence, then the Utilities 

would accept Staff’s capital structure adjusted to remove short term debt.  The resulting capital 

structures would be 53.9% equity and 46.1% long term debt for North Shore and 51.6% equity 

and 48.4% long term debt for Peoples Gas. 

ROE.  In their 2009 rate cases, the Commission increased the Utilities’ ROEs, from 

9.99% to 10.33% for North Shore and from 10.19% to 10.23% for Peoples Gas.5  In the instant 

cases, the Utilities propose modest increases in their ROEs to 10.85%. 

The Commission increased the Utilities’ ROEs in 2010 in the wake of the 2008 financial 

crisis despite conditions – low interest rates, declining growth rates and increasing stock prices – 

that Staff claims in this case to justify sharp decreases in the Utilities’ ROEs.  The Proposed 

Order recommends similarly sharp reductions in the Utilities’ ROEs, from 10.33% to 8.85% for 

North Shore and from 10.23% to 8.85% for Peoples Gas.  (As discussed in Section VI of this 

brief, the Proposed Order’s reasoning actually results in an ROE of 8.75% for each utility, as 

Staff proposed.)   

An ROE of 8.75% is lower than any ROE this Commission has set for a gas utility since 

at least 1972, and lower than any energy utility ROE set by any public utility commission in the 

country in the last 20 years except for one.  Neither Staff nor the Proposed Order take any of this 

real world information into account, nor offer no explanation how it could be that the Utilities’ 

market cost of equity could have declined by 140-150 basis points in less than two years. 

The Proposed Order’s conclusion that the only information relevant to the Commission’s 

ROE decisions are the mathematical models employed by analysts to estimate market cost of 

                                                 
5  Peoples 2009, pp. 123-130. 
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equity is the opposite of what the Commission concluded in the Utilities’ last rate case,6 and it 

does not make sense.  These models are imprecise even in the best of hands and circumstances.  

Because the user must choose the inputs, the models are also highly subjective and amenable to 

manipulation.  Therefore, the Commission has recognized that it cannot rely exclusively on the 

mathematical models, but must also consider other information that provides a context for the 

model results -- in other words, information that is relied on by actual investors, which of course 

includes the returns authorized for other utilities by this Commission and others.  These returns 

and other regulatory decisions are increasingly factored into investment decisions and credit 

ratings.  The decisions the Commission makes in this case on the Utilities’ capital structure and 

cost will directly impact their ability to compete for capital with utilities and other firms 

nationally. 

The Commission must approve a reasonable ROE, in the interests of customers as well as 

the Utilities and shareholders.  If the Commission sets a rate of return too low, then over time it 

can cause the financial strength of the utility to deteriorate, raise its cost of capital, and impair 

service quality, as stated by a Staff witness.7  Moreover, a public utility has a constitutional right 

to a return that is “commensurate with returns on investments in other enterprises having 

corresponding risks.  That return, moreover, should be sufficient to assure confidence in the 

financial integrity of the enterprise, so as to maintain its credit and to attract capital.”  Federal 

Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944).   

The Commission should approve the Utilities’ proposed ROE, which is consistent with 

both (1) the most credible mathematical model results and (2) recent returns authorized for other 

energy utilities with which the Utilities compete for capital.  In the alternative, if the 

                                                 
6  Peoples 2009, p. 123. 
7  Kight-Garlisch Direct (“Dir.”), Staff Ex. 4.0, 2:38-42; see also Thomas Transcript (“Tr.”) 9/6/11, 953:18 – 954:9. 
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Commission follows its decisions in the Utilities’ last two rate cases and rejects the ROE 

adjustments proposed by the Utilities’ ROE witness, then the Commission should authorize an 

ROE no lower than 10.24%, which is the average of Mr. Moul’s unadjusted discounted cash flow 

(“DCF”) result for the Combination Group (to eliminate the effect of anomalies currently 

affecting the DCF model’s application to natural gas utilities), Mr. Moul’s unadjusted capital 

asset pricing model (“CAPM”) result for the Gas Group, and his Risk Premium result for the Gas 

Group (as explained in Section VI.E of this Brief, below).  The Commission may of course 

consider other ROE alternatives.  One alternative, discussed below, considers Staff’s model 

results, but adjusts Staff’s DCF result to eliminate the effect of the and also includes 

consideration of Mr. Moul’s Risk Premium result.  This approach yields an ROE of either 

10.13% or 9.89%, depending on the size of the adjustment to the Staff DCF result. 

Rider VBA.  In the Utilities’ 2007 rate cases, the Commission approved Rider VBA for 

multiple reasons, as in the best interests of customers and the Utilities.8  The Utilities propose, 

and Staff agrees, that Rider VBA should be made permanent.  Evidence shows that the rider has 

functioned properly and, indeed, led to very large net credits paid to customers, although that fact 

is not the measure of the rider’s merits. 

Yet, the Proposed Order recommends continuing Rider VBA as a pilot, apparently based 

essentially on the grounds that its merits are tied solely to declines in usage due to energy 

efficiency increases.  That is contrary to why the Commission approved the rider. 

The Commission’s grounds for approving Rider VBA in the 2007 cases expressly 

included the long-term decline and highly variable patterns in usage per customer (due to many 

factors, including increased conservation, energy efficiency, weather, and prices), and thus were 

not limited to aspects of the subject of energy efficiency.  Nothing relevant has changed, except 
                                                 
8  Peoples 2007, pp. 150-153. 
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now we have years of experience that shows the rider works.  The Commission should approve 

making Rider VBA permanent.  In the alternative, the Commission should approve a “straight 

fixed variable” rate design, because to continue to risk the under-recovery or over-recovery of so 

much of the Utilities’ fixed costs through inclusion in volumetric charges is unjustified and 

against everyone’s interests. 

ARGUMENT IN SUPPORT OF EXCEPTIONS 

SUBSTANTIVE EXCEPTIONS 

VI. RATE OF RETURN 

A. Overview / Summary 

 1. Overview 

The Utilities are in solid financial shape.  Due in large part to this Commission’s 

supportive decisions in each of their last two rate cases, the Utilities maintain relatively strong 

credit ratings, with ratings on their senior secured debt at the “single-A level.”  Gast Dir., NS 

Ex. 2.0, 6:101 – 7:103.9  This financial strength has allowed the Utilities continue to obtain 

capital at reasonable cost, even during the period of extraordinary volatility in the capital markets 

that has followed, in the wake of the 2008 financial crisis.  The Utilities’ financial strength 

benefits customers by keeping the Utilities’ capital costs recovered through rates low. 

 Even under normal circumstances, the Utilities’ business is capital intensive.  Their 

obligation to serve requires them to be able to raise capital whenever they (actually, their 

customers) need it, regardless of the state of those markets at the time.  But these are not normal 

                                                 
9 For convenience, citations in this section of this Brief to the Utilities’ direct testimony are to the North Shore 
version, unless the point relates only to Peoples Gas. 
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circumstances.  The capital markets remain volatile due to the U.S. deficit and continuing 

financial stresses caused by the continuing sovereign debt crisis in countries such as Greece.   

 In this uncertain climate, and with the Commission’s support, Peoples Gas has embarked 

on an acceleration of its ongoing cast iron main replacement program.  The plan involves 

Peoples Gas raising billions of dollars of capital over the next two decades, including 

$250 million in 2011 and 2012.  And the Utility may have to do so without the support of 

Rider ICR because the Commission’s approval of it was recently reversed by the Illinois 

Appellate Court.10 

 In order to maintain their access to capital at reasonable cost with these extraordinary 

capital needs and in these extraordinary times, the Utilities propose no changes to the capital 

structure that the Commission authorized in each of their last two rate cases: 56% common 

equity and 44% long-term debt.  The Utilities propose a modest increase in their authorized rates 

of return on equity (ROEs), which are currently 10.23% for Peoples Gas and 10.33% for North 

Shore.  For 2012, the Utilities each request an ROE of 10.85%.  At the cost of long-term debt set 

forth in the Proposed Order, which the Utilities do not contest, these cost of capital components 

translate to the following overall rates of return (“RORs”): 

                                                 
10 Both the Commission and the Utilities have filed petitions for leave to appeal to the Supreme Court of Illinois on 
the appellate court’s reversal of the Commission’s authorization of Rider ICR. 
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Utilities’ Capital Structure and Cost Proposals 
PEOPLES GAS 
 % Capital Cost Weighted Cost
Long Term Debt 44% 4.62% 2.03%
Common Equity 56% 10.85% 6.08%
Weighted Average Cost 8.11%
 
NORTH SHORE 
 % Capital Cost Weighted Cost
Long Term Debt 44% 5.51% 2.42%
Common Equity 56% 10.85% 6.08%
Weighted Average Cost 8.50%

 

 By sharp contrast, with two minor exceptions, the Proposed Order adopts Staff’s capital 

structure and cost recommendations, which would dilute the Utilities’ capital structures by 

decreasing the amount of equity and increasing the amount of debt, including short-term debt.  

Those changes would increase the Utilities’ investment risk and their cost of both equity and 

debt.  Paradoxically, the Proposed Order also recommends that the Commission significantly 

reduce the Utilities’ ROEs by 158-168 basis points, from 10.23% (Peoples Gas) and 10.33% 

(North Shore) to 8.85% (actually 8.75%).11  These components translate to the following 

RORs:12 

 

                                                 
11 The Proposed Order recommends an ROE of 8.85%, but this figure is in error.  The Proposed Order mistakenly 
attributed a ten basis point reduction that Staff applied to its 8.85% market cost of equity to Rider ICR, which has 
been overturned by the Illinois Appellate Court, subject to further appeal.  ALJPO at 136.  This adjustment was 
actually for Rider UEA (id. at 124), and the Utilities assume for purposes of this brief that the ALJs would restore 
the adjustment.  For the reasons set forth later in this brief, the Utilities oppose any adjustment for Rider UEA. 
12 The Proposed Order (at 108) recommends a cost of long term debt for Peoples Gas of 4.62%, but in calculating 
the overall rate of return for Peoples Gas (at 137), mistakenly uses 4.57% which leads to an incorrect rate of return 
of 6.62% instead of 6.65%.  See Technical Exception No. 7, infra.  The correct calculation using a 4.62% cost for 
long term debt resulting in a 6.65% rate of return for Peoples Gas is used here. 
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Proposed Order Capital Structures and Cost Proposals 
PEOPLES GAS 
 % Capital Cost Weighted Cost
Short Term Debt 2.62% 2.62% 0.07%
Long Term Debt 48.4% 4.62% 2.24%
Common Equity 49.0% 8.85% 4.34%
Weighted Average Cost 6.65%
 
NORTH SHORE 
 % Capital Cost Weighted Cost
Short Term Debt 3.9% 4.04% 0.16%
Long Term Debt 46.1% 5.51% 2.54%
Common Equity 50.0% 8.85% 4.43%
Weighted Average Cost 7.13%

 

 The Staff/Proposed Order capital structure will increase the Utilities’ financial risk to the 

point that they will be put in line for downgrades of their credit ratings.  As shown below, at the 

Staff-proposed revenue requirement, the Commission’s adoption of the Staff/Proposed Order 

capital structure would result in financial ratios and risk levels that would put the Utilities at the 

“BBB” credit rating level compared to their current “A” levels. 

 The Staff/Proposed Order ROE is too low to merit serious consideration.  The 

Staff/Proposed Order ROE is lower than any ROE this Commission has set for any natural gas 

utility since at least 1972.  Schott Reb., NS-PGL Ex. 17.0, 6:128-132.  Of all the energy utility 

ROEs authorized by every state commission in the country during the last 20 years, only one is 

as low as 8.75%, and that one was set by the commission (Connecticut) ranked as the least credit 

supportive of all.  Fetter Reb., NS-PGL Ex. 20.0, 14:291-296; NS-PGL Ex. 20.3.  According to 

Staff and the Proposed Order, the Utilities’ market cost of equity has fallen from 10.23%/10.33% 

to 8.75% in less than two years. 
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 As shown in the following graph, the Staff/Proposed Order ROE is far below any return 

that the financial markets would expect based on recent natural gas utility returns and expected 

returns in 2012: 

 

 

Indeed, the financial markets would be shocked if the Commission were to adopt the 

Proposed Order’s ROE recommendations or anything close.  Mr. Fetter put it quite bluntly: “If 

the Commission were to adopt ROEs for North Shore and Peoples Gas anywhere near the Staff 

or Intervenor recommendations, it is likely that the Utilities’ currently strong credit ratings would 

be put in jeopardy for possible downgrade, with potential loss of their ‘A’ category corporate 

ratings status at Moody’s.”  Fetter Reb., NS-PGL Ex. 20.0, 14:297-300.  

2. Legal and Financial Considerations 

The Commission accurately summarized in the Utilities’ last rate cases their “entitlement 

to a fair and reasonable return on its investment”: 

A public utility has a constitutional right to a return that is “reasonably sufficient 
to assure confidence in the financial soundness of the utility and adequate, under 
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efficient and economical management, to maintain and support its credit and 
enable it to raise the money necessary for the proper discharge of its public 
duties.”  The authorized return on equity “should be commensurate with returns 
on investments in other enterprises having corresponding risks.  That return, 
however, should be sufficient to assure confidence in the financial integrity of the 
enterprise, so as to maintain its credit and to attract capital.” 

Peoples 2009, pp. 89-90 (citations omitted).  Further, the Commission “is charged by the 

legislature with setting rates that are ‘just and reasonable’ not only to the ratepayers but [also] to 

the utility and its stockholders.”  Business and Professional People for the Public Interest v. 

Illinois Commerce Comm’n, 146 Ill. 2d 175, 209, 585 N.E.2d 1032, 1045 (1991). 

There is agreement on the importance to customers of allowing a utility to recover its 

costs of capital.  Staff agrees that the Commission should strive to balance shareholder and 

customer interests by setting the utility’s ROR equal to its overall cost of capital.  Kight-Garlisch 

Dir., Staff Ex. 4.0, 2:34-37.  GCI agrees that customers have an interest in preventing 

unnecessary increases in the utility’s capital costs, and that maintaining the utility’s financial 

strength and credit ratings are ways to do so.  Thomas, Tr. 9/6/11, 954:6-13.  If the Commission 

set the authorized ROR below a utility’s actual cost of capital, “the financial strength of the 

utility could deteriorate, making it difficult for the utility to raise capital at reasonable cost.  

Ultimately, the utility’s inability to raise sufficient capital would impair service quality.”  

Kight-Garlisch Dir., Staff Ex. 4.0, 2:38-42; see also Thomas Tr. 9/6/11, 953:18 – 954:9.   

Unique risks affect the capital costs of a natural gas utility.  The business is by its nature 

capital-intensive and the utility’s obligation to serve requires it to go to the financial markets to 

raise capital for investment in its system and for procurement of sufficient gas supply regardless 

of the state of the financial or natural gas markets.  Fetter Reb., NS-PGL Ex. 20.0, 7:144 – 8:157.  

These are not theoretical concerns.  The Utilities were required to access the capital markets 

three years ago when the markets almost shut down in the wake of the financial crisis, and were 
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only able to obtain capital at reasonable cost due to their financial strength and relatively strong 

credit ratings.  Id. at 10:196-211; Gast Reb., NS-PGL Ex. 18.0, 3:56-59. 

The Commission’s ratemaking decisions are increasingly important to the Utilities’ 

ability to maintain investment grade credit ratings and reasonable capital costs.  Indeed, the 

quality and direction of regulation, in particular the ability to recover costs and earn a reasonable 

return, are among the most important considerations when a credit rating agency assesses utility 

credit quality and assigns credit ratings.  Fetter Reb., NS-PGL Ex. 20.0, 8:167 – 9:174.  These 

are also key considerations in investors’ decisions about whether to invest in utilities as opposed 

to other industries.  “Utility investors understand and accept the role of pervasive regulation, but 

they seek from the regulatory process decision-making that is fair, with a significant degree of 

predictability.”  Id. at 9:186-188.  The financial markets’ focus on the quality and direction of 

regulation has sharpened following the 2008 credit crisis.  Id. at 10:196 – 11:227.   

Thus, the state commissions play a very real part in “making the market” for utility 

capital, and this Commission’s decisions play a larger role in setting the Utilities’ actual capital 

costs.  Adoption of the capital structure recommended in the Proposed Order would weaken the 

Utilities’ financial integrity and result in financial ratios that would put the Utilities in line for 

credit rating downgrades under the S&P investment risk matrix.  The Proposed Order’s ROE of 

8.75% is not even comparable to the market of returns issued by this Commission in at least the 

last 40 years and by any other state commission in the last 20 years.  If adopted, the Proposed 

Order’s recommended capital structure and costs would cause real harm to the Utilities and their 

customers. 
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B. Capital Structure (Both Utilities) 

 For the 2012 test year, the Utilities proposed no changes to their currently authorized 

capital structure of 56% equity and 44% long-term debt that the Commission reviewed and 

approved in the Utilities’ last two rate cases.  Peoples 2009, p. 93; Peoples 2007, p. 73.  This 

structure approximates the Utilities’ actual capital structures over the past several years, 

including 2010.  Gast Dir., NS Ex. 2.0, 7:119 – 8:125; NS Ex. 2.3.  More important, it supports 

the Utilities’ current credit ratings, ratings that have allowed the Utilities to access the capital 

markets and obtain capital at reasonable cost even in the wake of the credit crisis of 2008-2009.  

Gast Reb., NS-PGL Ex. 18.0, 3:52-63. 

The Proposed Order recommends that the Commission weaken the Utilities’ capital 

structures by reducing the amount of equity and increasing the amount of debt (Section VI.B), as 

well as, for the first time, including short-term debt (Section VI.D).  Proposed Order at 106, 109.   

ALJPO Peoples Gas North Shore 
Common Equity 49.0% 50.0% 
Long-term Debt 48.4% 46.1% 
Short-term Debt 2.6% 3.9% 

 

Those recommended capital structures are unsupported by the evidence and would, if 

adopted, harm customers.  Indeed, they would put the Utilities in line for downgrades of their 

currently strong credit ratings.  As a result, the Utilities and their customers would pay more for 

the capital required for the services the Utilities provide.  This harm would be magnified for 

customers of Peoples Gas, which is in the midst of the most capital intensive period in its history 

to replace its cast iron and ductile iron mains.  The Proposed Order’s recommended capital 

structures – divorced from reality and harmful to customers – cannot stand. 
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 The Proposed Order’s capital structures bear no relation to reality.  It is undisputed that 

the Utilities’ proposed, currently authorized and forecasted capital structures of 56% equity and 

44% long-term debt approximate their actual capital structures.  Gast Dir., NS Ex. 2.0, 7:119 – 

8:125; NS Ex. 2.3.  The Proposed Order’s capital structures represent Staff’s opinion on what the 

Utilities’ capital structures should be.  Staff’s opinion is based on a flawed analysis comparing 

the Utilities’ financial risk and credit ratings to those of their parent company, Integrys.  

Likewise, it is undisputed that the Utilities do not use short-term debt to fund rate base.  The 

Commission, therefore, should reject the Proposed Order’s recommendation and keep the 

Utilities’ currently authorized capital structures in place. 

VI.B.1. The Proposed Order Incorrectly Changes the Utilities’ Capital 
Structure Based on Their Affiliation With Integrys 

Exception No. 1 

 The Proposed Order’s recommendation in Section VI.B to dilute the Utilities’ capital 

structures is based upon Section 9-230 of the Public Utilities Act, pursuant to which the 

Commission “shall not include any incremental risk or increased cost of capital which is the 

direct or indirect result of the public utility’s affiliation with unregulated or nonutility 

companies” when determining a reasonable rate of return on investment for that utility.  220 

ILCS 5/9-230.  The Proposed Order accepts Staff’s conclusion that the Utilities’ affiliation with 

Integrys has increased their risk, requiring a reduction in their common equity under 

Section 9-230.  Proposed Order at 106. 

In past cases, the Commission has required a compelling showing before it imputed a 

hypothetical capital structure in lieu of the utility’s actual capital structure.  “[I]mputing a 

hypothetical capital structure for ratemaking purposes to determine a utility’s rates is a serious 

adjustment, and should only be adopted when a utility’s actual capital structure is found to be 
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unreasonable, imprudent, or unduly affected by such circumstances as double leverage so as to 

unfairly burden the utility’s customers.”  Illinois Commerce Comm’n v. Northern Ill. Gas Co., 

ICC Docket No. 87-0032, 1988 WL 1533285 at *23 (Order Jan. 20, 1988); see also Northern Ill. 

Gas Co., ICC Docket No. 08-0363 (Order on Rehearing Oct. 7, 2009), p. 12. 

The evidence comes nowhere close to meeting that standard.  To the contrary, the 

hypothetical capital structures the Proposed Order recommends would degrade the Utilities’ 

financial strength and put them in line for credit rating downgrades.  The resulting increase in 

capital costs would unfairly burden the Utilities’ customers.  Moreover, the Staff analysis on 

which the hypothetical capital structures are based looked at the wrong data, contained errors in 

methodology and, in the end, did not address any risk difference between the Utilities and 

Integrys.   

Staff claims that the Utilities’ standalone financial risk and actual credit ratings are lower 

by virtue of their affiliation with Integrys.  This claim is based on a comparison comprised 

entirely of historical data.  Putting aside Staff’s own criticisms that using historical data is 

“arbitrary” and “subjective”13, if an analyst uses historical data, she must put that data into 

context and determine whether and how it remains relevant to investors’ forward-looking 

perceptions.  Moul Reb., NS-PGL Ex. 19.0, 10:215 – 11:226.  Staff did not evaluate the 

relevance of historical comparisons between the Utilities and Integrys to the present or, more 

important, the 2012 test year.  Without such a showing of similarity, differences in the financial 

ratios and capital structures of the Utilities and Integrys that may have existed in 2008-2010 have 

                                                 
13 In its Initial Brief, Staff criticized the use of historical information to draw conclusions about utility investment 
risk and capital cost as “arbitrary,” because “analyses using older data reflect information that the market no longer 
considers relevant.”  Staff Init. Br. at 71. Staff further complained that using such historical information inevitably 
injects subjectivity because it “requires the analyst to subjectively determine what data is no longer relevant.”  Id.   
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no relevance to what the Utilities’ capital structures should be for the purposes of their 2012 

rates. 

 Moreover, although Section 9-230 is concerned with removing from a utility’s actual risk 

any incremental risk associated with its unregulated affiliates, the imputed capital structure that 

Staff and the Proposed Order recommend does not address any risk difference between the 

Utilities and Integrys.  Rather, Staff’s analysis purports to correct for risk differences between 

the Utilities and the Gas Group – the proxy group chosen for purposes of running the 

mathematical models to estimate the Utilities’ market cost of equity.  The comparison Staff 

makes between the two is meaningless because it compares the Utilities’ financial risk assuming 

ideal future performance (namely, full recovery of their 2012 revenue requirements) with the Gas 

Group’s average financial risk based on its actual historical financial performance.  See 

Kight-Garlisch Reb., Staff Ex. 13.0, 6:92 – 7:112; Kight-Garlisch, 8/31/11 Tr. 412:4-12.  No 

utility operates under such optimal conditions, where they are prospectively assured full revenue 

requirement recovery, and Staff made no effort to show that the Gas Group’s historical financial 

performance is representative of its future performance.  This apples-to-oranges comparison 

stacked the analysis against the Utilities and generated a meaningless conclusion: that the Gas 

Group had more risk in the past than the Utilities would if they earned their 2012 revenue 

requirements in full.  Because the assumptions underlying this conclusion were invalid, the 

Proposed Order’s reliance upon it was improper. 

 There were many other flaws in Staff’s analysis, all set forth in detail in the Utilities’ 

Initial Brief (at 99-102).  Most significantly, Staff’s understated the impacts of its proposed 
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capital structures would have on the Utilities’ financial risk.14  Based on the capital components 

and costs that Staff actually used to calculate the Utilities’ revenue requirements were used, the 

resulting financial ratios would put the Utilities into the “Aggressive” financial risk profile under 

S&P’s financial risk matrix.  Gast Reb., NS-PGL Ex. 18.0, 7:132 – 8:143.  At those capital 

components and costs and that risk level, the Utilities would be in line for downgrades of their 

issuer credit ratings.  Id., 6:110-122. 

 Staff did not dispute this.  Instead, Staff purported to show that the Gas Group’s historical 

financial performance gave it an implied risk at the “Significant” level, whereas the Utilities’ 

ideal future financial performance in 2012 would give them an implied risk at the “Intermediate” 

level.  Kight-Garlisch Reb., Staff Ex. 13.0, 6:92 – 7:117.  Again, this apples and oranges 

comparison is totally meaningless.15   

 Staff and the Proposed Order would not only have the Commission increase the Utilities’ 

risk by diluting their capital structures, but at the same time also reduce their authorized ROEs.  

In the Utilities’ last two rates cases, the Commission accepted Staff’s “financial risk” 

adjustments to the Utilities’ ROEs.  Peoples 2009, at p. 128; Peoples 2007, at p. 94-95.  Staff did 

not perform this analysis in this case.  The Utilities did, and found that the resulting financial 

ratios and associated credit rating (“BBB”) would cause a 23-basis point increase in the Utilities’ 

market cost of equity and a 54-basis point increase in the cost of Peoples Gas’ 2012 debt issue.  

                                                 
14 Staff’s use of the S&P financial risk matrix to impute a capital structure appears to have no precedent.  Staff has 
identified only two prior cases in which it used the S&P financial risk matrix to set the utility’s capital structure for 
ratemaking purposes.  Both involved the same tiny water utility and all Staff did in those cases was to compare the 
utility’s proposed capital structure to the average capital structure of other water utilities.  In neither case did Staff 
conduct the type of implied financial risk analysis that it did in this case using the S&P financial risk matrix.  
Sundale Utilities, Inc., ICC Docket No. 08-0549 (Order, April 22, 2009); Sundale Utilities, Inc., ICC Docket 
No. 04-0637 (Order, Aug. 9, 2005). 
15 In addition, Staff’s characterization of the Gas Group was not accurate.  S&P itself classifies 5 of the 8 Gas Group 
companies to have “Intermediate” risk and only 3 to have “Significant” risk.  Gast Sur., NS-PGL Ex. 35.0, 6:122 – 
7:135.  Thus, the majority of the Gas Group are at the same risk level as the Utilities, even with the apples and 
oranges nature of Staff’s comparison. 
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Gast Reb., NS-PGL Ex. 18.0, 6:123 – 7:131.  Staff did not accept these adjustments to the 

Utilities’ capital costs. 

 Staff’s imputed capital structure analysis is based on a faulty methodology and is riddled 

with error.  The results are meaningless and misstate the Utilities’ risk.  The credible evidence in 

this record supports only one conclusion, that being the same conclusion the Commission has 

made in each of the Utilities’ last two rate cases: the Utilities’ actual and forecasted capital 

structure of 56% equity and 44% long-term debt is just and reasonable.  In the alternative, if the 

Commission concludes that the Utilities’ 56% equity ratio must be adjusted, the Utilities would 

accept Staff’s proposed capital structure adjusted to remove short-term debt for the reasons 

stated in the next section of this brief.  The resulting capital structures would be 53.9% equity 

and 46.1% long term debt for North Shore and 51.6% equity and 48.4% long term debt for 

Peoples Gas. 

VI.D. Short-Term Debt 

VI.D.1  The Utilities Do Not Use Short-Term Debt to 
Finance Rate Base on a Permanent Basis 

Exception No. 2 

The Proposed Order’s recommendation in Section VI.D to include short-term debt in the 

Utilities’ capital structures (Proposed Order at 109) not only ignores the Commission’s decisions 

in their last two rate cases, but is also contrary to the evidence that the Utilities do not use short-

term debt to fund rate base.  Indeed, only a few years ago, Staff supported precisely the same 

capital structure the Utilities propose to keep in place for 2012.  Peoples 2007, p. 73.   

 In the Utilities’ last rate case, the Commission rejected the same Staff argument.  The 

Commission found that the Utilities “issue short-term debt only temporarily to manage short-

term cash flows at certain times, typically at year-end when higher winter revenues have not 
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been collected and season[al] cash requirement[s] are at their highest and in late summer months 

when revenues are at their lowest.”  Peoples 2009, p. 93.  The Commission relied heavily on the 

fact that “only two years ago, the Commission [had] approved the same capital structure that the 

Utilities propose in this case; the record shows no difference between how the Utilities use short 

term debt today and how they used it at that time.”  Id. (emphasis added). 

 It is undisputed that the Utilities continue to use short-term debt exactly as they have 

since 2007, namely to finance temporary, seasonal cash requirements.  Gast Reb., NS-PGL 

Ex. 18.0, 11:201 – 12:230.  The Proposed Order (at 109) asserts that the Utilities’ use of short-

term debt to fund the purchase of gas in storage makes all the difference, but this is precisely the 

same use that the Utilities have made of short-term debt that led the Commission to decide twice 

that the Utilities do not use short term debt to finance rate base.  Peoples 2009, p. 93. 

 As it did in the Utilities’ last rate case, the Commission should again find that the 

Utilities propose no changes in how they use short term debt, namely to fund seasonal, short-

term shortages of cash, and therefore that their ratemaking capital structures do not include short-

term debt.  The record provides no basis for any other conclusion. 

VI.E. Return on Common Equity (Both Utilities) 

Exception No. 3 

1. The Staff/Proposed Order ROE of 8.75% Is Unreasonably Low 

The Proposed Order (at 133-134) concludes that returns authorized for other utilities by 

this Commission or others are irrelevant to the Commission’s ROE decisions.  In adopting 

Staff’s ROE, the Proposed Order adopts Staff’s position that its mathematical models are the 

only reliable measures of the Utilities’ market cost of equity for the test year, despite the fact that 

all those models tell us are what the Utilities’ costs were on a single day over six months ago.  
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The Proposed Order’s refusal to consider Staff’s mathematical model results in any real world 

context is beyond troubling.  For Staff, the models are all knowing.  The analyst employing them 

does not need to see if his or her model results bear any semblance to reality.  As Staff put it: 

The real issue is that the Companies do not want to accept the cost of common 
equity produced by current market data applied to the market-based models the 
Commission has consistently relied on for many years. 

Staff Rep. Br., p. 55.  For Staff, its mathematical models are the record, the only things that the 

Commission should consider.   

 Following Staff’s lead and quoting a 2006 Commonwealth Edison decision, the Proposed 

Order would have the Commission conclude that it “cannot and does not rely on comparisons of 

other regulators for other utilities.”  Proposed Order at 133-134.  The Proposed Order is mistaken 

on many levels. 

First and foremost, less than two years ago the Commission flatly rejected Staff’s view 

that a utility’s cost of equity can be definitively divined by its mathematical models without any 

consideration of the real world context that they are intended to simulate.  The Commission 

recognized that it must consider the real-world information that is relied upon by actual investors 

in setting the Utilities’ actual costs of capital, including the actual returns authorized by this 

Commission and others: 

As prudent regulators we must be cognizant of this context because each of the 
financial models is theoretical and has its own limitations.  The models are also 
highly dependent on analyst judgment as to the inputs, and therefore are 
susceptible to manipulation.  Although these models provide the best information 
of what we need for the purposes at hand, their limitations require that we also 
consult general financial market information to ensure that the model results 
presented us are generally consistent with real world conditions, and to guide our 
determination of reasonable rates of return on equity based on the models that we 
deem appropriate for our consideration. 

Peoples 2009, p. 123 (emphasis added). 
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Mr. Fetter emphasized from his experience as a regulator that “there is value from such 

data because it helps regulators to gain an understanding of investor perceptions and 

expectations.  This is important for regulators to know because the utilities under their 

jurisdiction compete with other utilities throughout the country for capital.”  Fetter Sur., NS-PGL 

Ex. 37.0, 5:91-94.  Mr. Fetter cautioned that ignoring the information on which investors rely 

and engaging in a purely theoretical exercise to determine utility ROEs “could be detrimental to 

ratepayer interests.”  Id. at 6:138 – 7:139. 

 Second, neither Staff nor the Proposed Order explain how the Utilities’ cost of equity 

could have gone from 10.19% for Peoples Gas and 9.99% for North Shore in February 2008 to 

10.23% and 10.33% in January 2010 and then fallen to 8.75% now.16  The following tables 

illustrate the incongruity of the Staff/Proposed Order ROE (and the mid-point of GCI’s ROE 

range) against this Commission’s ROE decisions for these Utilities: 

  

                                                 
16 In addition, the series of calculations provided on page 10 of Mr. McNally’s rebuttal demonstrate once again that 
the results of his cost of equity models do not produce returns that make sense in the current capital markets.  The 
results of the Staff’s models were compared to the VIX, which is a measure of stock market volatility.  The Staff’s 
cost of equity models are unresponsive to the enormous recent increase in market volatility.  This is shown by a cost 
of equity calculated with data from June 22, 2011 that is virtually the same as cost of equity calculated with data 
from August 10, 2011, while the VIX more than doubled during this period.  Moul Sur., NS-PGL Ex. 36.0, 3:66 – 
4:82.   
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Third, the approach recommended by the Proposed Order can only result in error, to the 
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models has its theoretical shortcomings that can misstate a firm’s cost of equity.  They do not 

provide precise measures of the cost of equity, but rather only estimates that can contain a wide 

margin for error.  Moul Dir., NS Ex. 3.0, 13:276-280, 14:290-295, 30:656-659, 36:785-789; 

McNally Tr. 8/31/11, 504:21 – 505:3;17 Thomas, Tr. 9/6/11, 945:20 – 949:6.  Each model is 

subject to manipulation because the results depend directly on inputs the choice of which are 

made subjectively by the analyst employing the model.  McNally Tr. 8/31/11, 504:6-20; Thomas, 

Tr. 9/6/11, 951:4 – 952:3.  The subjectivity inherent in all of the models makes the estimation of 

equity cost more of an art than a science. 

Staff and GCI will argue that these limitations are irrelevant because their models are 

entirely “objective” and trustworthy, while the Utilities’ models are entirely “subjective,” and 

therefore untrustworthy.  Staff Init. Br. at 74; City-CUB Init. Br. at 30-34.  The Commission 

should be skeptical of any advocate in a contested case who claims objectivity.  At the very least, 

the Commission should test the positions of such parties against real world information.  When 

the models diverge from reality, the only conclusion is that there is something wrong with the 

models, not that the models should control over reality.   

Fourth, the Proposed Order (at 133-134) adopts Staff’s position that the Commission can 

consider other authorized ROEs only if there is an exhaustive analysis of each ROE decision to 

confirm that it is fully comparable to the utilities before the Commission.  The Utilities ask only 

that the Commission consider general observations about the costs of equity determined for other 

utilities drawn from large samples.  Staff itself has assured us that the use of a sample minimizes 

measurement errors and inefficiencies.  McNally Reb., Staff Ex. 14.0, 8:159-162.  When a 

                                                 
17 This point is unassailable, yet Staff has accused the Utilities of mischaracterization.  Staff Reply Br., p. 49.  When 
asked the simple question of whether each of the models had “their own shortcomings that can result in misstating a 
firm’s cost of equity,” Mr. McNally answered with an unqualified “Yes.”  Tr. 8/31/11, 504:21 – 505:3. 
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sample is used, the measurement errors and inefficiencies cancel each other out, and the 

collective result is reliable.  McNally, 8/31/11 Tr. 516:6 – 517:5. 

If, as Staff claimed, this was true for a sample of just eight companies (the size of the Gas 

Group), then Staff cannot legitimately complain about Mr. Moul drawing general conclusions 

from a sample of 93 returns authorized for energy utilities in 2009 and 2010 to find that the 

average return in that time frame was 10.32%.  Moul Reb., NS-PGL Ex. 19.0 REV, 3:46-48; 

NS-PGL Ex. 19.1.  Nor can Staff challenge as “useless” Mr. Fetter’s findings that an ROE of 

8.75% would match the single lowest return issued to any energy utility anywhere in the country 

in the last 5 years (based on a sample of 347 returns) or even 20 years (based on a sample of 926 

returns).  Fetter Reb., NS-PGL Ex. 20.0, 13:282 – 14:296; NS-PGL Exs. 20.2 and 20.3.  Based 

on these findings, Mr. Fetter properly concluded that a return “anywhere near the Staff or [GCI] 

recommendations” would likely put the Utilities’ currently strong credit ratings into jeopardy.  

Fetter Reb., NS-PGL Ex. 20.0, 14:297-300.  Staff and the Proposed Order may consider this 

evidence of how their recommended return could impact the Utilities and customers “not 

relevant” (Proposed Order at 134), but the Commission should not. 

Finally, the most convincing proof that Staff’s models are not objective or reliable 

evidence of the Utilities’ actual cost of equity is the fact that the Commission has in each of the 

Utilities’ last two rate cases authorized returns significantly higher than Staff’s model results.  In 

the Utilities’ test year 2006 case, Staff’s models generated a market cost of equity of 9.79% and 

Staff adjusted that down to 9.70%.  Peoples 2007, at 80.  The Commission, relying in part on the 

Utilities’ DCF and CAPM models, found the Utilities’ market cost of equity to be 10.38%, and 

authorized adjusted returns of 10.19% for Peoples Gas and 9.99% for North Shore.  Id. at 100.  

In the Utilities’ test year 2010 case, Staff’s models generated a market cost of equity of 10.23% 
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and Staff adjusted that down to 9.69% for Peoples Gas and 9.79% for North Shore.  Peoples 

2009, at 103.  The Commission, relying in part on the Utilities’ DCF model, found the Utilities’ 

market cost of equity to be 10.73% and authorized adjusted returns of 10.23% for Peoples Gas 

and 10.33% for North Shore.  Id. at 123-130.  Now, in this case, Staff’s models have generated a 

market cost of equity of 8.85% that Staff has adjusted that down to 8.75%, a result that is so 

unreasonably low that it is not worthy of consideration. 

As shown below, there are flaws in Staff’s models that lead to these unreasonably low 

results.  But the Commission’s decisions in the Utilities’ last two rate cases establish that Staff’s 

models are not the only reliable evidence of the Utilities’ market cost of equity, and that the 

Utilities’ models have validity as well.  The returns recently authorized for the Utilities fall well 

within the “market” of authorized returns for other utilities with whom the Utilities compete for 

capital.  The Utilities reasonably seek a similar result in this case. 

2. Staff’s Models Are Invalid Because They Rely on Historical Spot Data 

The task before the Commission is to estimate the Utilities’ market cost of equity in 

2012.  Yet, key inputs to Staff’s mathematical models are not based on representative estimates 

that account for available historical, current and forecast information, but on data from a single 

day months ago.  Staff’s DCF model is based on stock prices taken from a single day in May 

2011.  Its CAPM is based on Treasury bond interest rates on same day.  In other words, even if 

Staff’s models were otherwise valid (which they are not), all they did was calculate what the 

Utilities’ market cost of equity was on May 12, 2011.  Staff made no showing that this cost is 

representative of what the Utilities’ market cost of equity will be in 2012. 

Staff persists in its “spot day” approach even though the Commission has rejected it.  In 

the Utilities’ 2007 rate cases, the Commission rejected Staff’s DCF result because it generated 
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“anomalous” results that should have lead Staff to “check” its results by “the use of an 

alternative sample date or an average across a six-month, or other, period….”  Id.  In the 

Utilities’ last rate cases, the Commission directed Staff to make the following showing if it 

continued to rely on spot day data: 

 The Utilities argue that spot data is exposed to inefficiencies from a 
number of sources and that Staff’s reliance on such data without considering what 
it represents is itself arbitrary.  We agree that it would be useful for the 
Commission to be told the conditions or financial climate of the spot day and 
whether any of these might cause material market inefficiencies.  And, more 
importantly, we would expect the expert to be acutely attuned to that environment 
in making a selection.  The choice of a spot day may be random or informed and 
we prefer some reasonable combination of both. 

Peoples 2009, pp. 125-126 (emphasis added). 

More recently, the Commission noted that in Peoples 2009 it had rejected the “use of 

such a pure ‘spot date’ approach.”  Commonwealth Edison Co., Docket 10-0467 (Order May 24, 

2011), at 152.  Accordingly, the Commission rejected Staff’s DCF result, adjusted Staff’s CAPM 

result and based the utility’s ROE on that result and the average result of the utility’s expert’s 

models.  Id. at 153. 

In spite of the Commission’s clear direction, Staff’s models in this case again rely on spot 

day data with no effort on Staff’s part to provide the required contextual showing.  Staff re-ran 

its models no less than six times in this case, yet provided no contextual information for any one 

of them except for the one day that Staff admits was during a particularly volatile week of stock 

market price swings and was therefore unrepresentative.  McNally Reb., Staff Ex. 14.0, 10, 

fn. 21.  There is yet another unexplained deviation in Staff’s seven spot day DCF analyses.  Staff 

used different sources of growth rates on different days.  McNally Reb., Staff Ex. 14.0 at 10, 

fn. 20.  Staff acknowledged the variation but failed to explain why it was necessary to use 

different growth rate sources from one day to the next. 
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There are also problems with Staff’s spot day quotes for the risk-free rate for its CAPM 

model.  The quotes were inconsistent with Blue Chip and Global Insight forecasts of Treasury 

yields, both of which indicated that these rates will increase in the future beginning in 2012.  

Moul Reb., NS-PGL Ex. 19.0, 19:375 – 20:391.  Even the newer interest rate forecasts that Staff 

introduced at the hearing were higher than the May 2011 rates on which Staff relied.  Moul Tr. 

8/31/11, 489:16 – 491:13 (5.0% forecast for 30-year Treasury bonds); Staff Cross Ex. 6; 

compare McNally Dir., Staff Ex. 5.0, 10:199-204 (4.42% current yield for 30-year Treasury 

bonds).  Staff’s refusal to consider how data from a single day over six months ago might change 

in the future is by definition arbitrary. 

In its post-hearing briefing, Staff tried to justify its spot day approach with three new 

arguments, none of which holds together.  First, even though Staff argued that the Utilities’ use 

of historical data is “inappropriate,” “arbitrary” and “subject to manipulation” (McNally Dir., 

Staff Ex. 5.0, 23:450, 23:453, 24:460), Staff claimed that its use of historical data was 

appropriate because its data was more recent and therefore more reliable.  Staff Init. Br. at 71.  

But that in and of itself does not make Staff’s analysis relevant for determining the Utilities’ cost 

of equity for the test year.  Staff made no attempt to put its historical information in context with 

current and forecast information.  It is not as simple as what historical information is more 

recent, but rather how the historical information squares with the current and forecast 

information on which actual investors also rely when making investment decisions.  Staff’s 

refusal to validate its subjective choice of spot data is enough alone to make its analyses arbitrary 

and suspect.  That conclusion is confirmed by how far Staff’s results are out of line with market 

expectations. 
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Second, Staff claimed that by the Utilities’ reasoning, “a current cost of common equity 

is impossible to produce.”  Staff Init. Br. at 71 (emphasis in original).  That is neither what the 

Utilities argued, nor true.  A theoretically current cost of equity is possible to produce, but only 

for one day and that cost of equity will outdated the very next day.  But this is beside the point 

for the Commission’s task at hand, which is to estimate a cost of equity that is “reasonably 

representative for the period the utility’s rates will be effective.”  Moul Reb., NS-PGL Ex. 19.0 

REV, 13:271-272.  The mathematical cost of equity models can provide estimates of such a cost 

of equity only if the analyst considers the full range of information available to, and actually 

used by, investors in establishing returns over time and then assess in an unbiased way the 

conditions likely to prevail in test year. 

Of the three cost of equity witnesses, only Mr. Moul performed such a contextual 

analysis.  His analysis included consideration of historical, current and forecast data and he 

evaluated his model results in the context of recent authorized returns set for energy companies, 

forecasts of expected returns for the natural gas utility industry, and other relevant information 

that actual investors rely on to make their investment decisions, in order to arrive at his ROE 

recommendation. 

Third, only in its reply brief did Staff attempt to mount a contextual showing, arguing 

that the stock market volatility on five of the six days it reran its mathematical models was 

“below-average.”  Staff Reply Br., p. 72.  Staff’s point is meaningless because this volatility 

level was still considerably higher than it was before the 2008-2009 financial crisis, when the 

Commission authorized ROEs much higher than Staff recommends.  Moul Reb., Ex. 19.0, 

9:176-184.  And even if it was valid, all that Staff’s repetitive spot day analyses can tell us is 

what the Utilities’ market cost of equity was on five particular days in May, June and July 2011.  
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Even if the cost was exactly the same on those five days, that information alone tells us nothing 

about what the Utilities’ cost is likely to be in 2012. 

In summary, the Commission’s task is not to set the Utilities’ cost of equity for one or 

more days in mid-2011, but rather to determine a representative cost during the 2012 test year.  

Staff’s use of data from one or more single days in months past can accomplish that objective 

only by sheer coincidence.  A credible and conscientious analyst must consult the full range of 

data available to investors and analysts in the real world – historical, current and forecast – and 

determine whether his or her work has any relevance to the real world.  Staff’s refusal to do so, 

and the extremely disparate results that its analyses generate, renders Staff’s analyses unreliable 

for use in these rate cases. 

3. The DCF Model Is Currently An Unreliable 
Measure of Natural Gas Utility Cost of Equity 

Mr. Moul demonstrated that unique circumstances at play in today’s unsettled economy 

are causing the DCF model to generate unreliably low measures of the Gas Group’s equity cost.  

Growth prospects for natural gas utilities have eroded significantly due to the economic 

recession and dividend yields among the Gas Group remain low due to the low interest rate 

environment.  Moul Dir., NS Ex. 3.0.  However, while the growth rate of every Gas Group utility 

has fallen, by 32% on average, since the Utilities’ last rate cases, the stock price of every Gas 

Group utility has increased, by 36% on average.  Growth in stock prices while growth rates are 

falling is an anomalous situation that cannot be sustained.  Moul Reb., NS-PGL Ex. 19.0, 

16:326 – 17:343. 

Mr. Moul tested his conclusion by running his models on a gas and electric utility 

combination proxy group (the “Combination Group”) and found that the DCF yielded a cost of 

equity for that group of 11.22% in February and of 10.48% in July: 
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Combination Group Financial Model Results 

Model   February  July 

DCF   11.22   10.48% 

CAPM   11.45%  11.71% 

Risk Premium  11.25%  11.25% 

Average  11.31%  11.15% 

Id. at 7:139-140.  In each case, the Combination Group DCF results are higher and much closer 

to the CAPM and Risk Premium results for the Gas Group.  Moul Dir., NS Ex. 3.0, 5:95-96, 

5:107 – 6:118; Moul Reb., NS-PGL Ex. 19.0, 9:139-140. 

Staff effectively conceded that anomalous conditions are making the DCF model 

generate unreasonably low returns for natural gas utilities.  Staff argued that the conditions were 

even more anomalous in the Utilities’ last rate case.  Staff Init. Br., pp. 78-79.  In addition, 

Staff’s own evidence supports the conclusion reached by Mr. Moul regarding the unreliability of 

the DCF analysis for the Gas Group.  Staff’s DCF results for the 31 utilities within the S&P 500 

produced a group average return of only 9.92%.  These results compiled by Staff clearly point to 

unreliable DCF results for the Gas Group.  See NS-PGL Ex. 19.0, lines 345-353. 

If, despite these anomalies, the Commission decides to rely on the DCF model for these 

rate cases, then the Commission should consider Mr. Moul’s updated “Combination Group” 

DCF cost of equity of 10.48%.  This result appears to be unaffected by the anomalies unique to 

natural gas utilities and is similar to the results of Mr. Moul’s CAPM and Risk Premium results 

for both natural gas and combination utilities.  It is therefore representative of the Utilities’ cost 

of equity without the anomalous conditions. 
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Staff argued that none of Mr. Moul’s DCF results can be considered because his growth 

rate assumption was too high.  The selection of the data from which to develop DCF growth rates 

is indisputably within the discretion of the analyst.  In this case, Mr. Moul considered four 

forecast growth rate sources: IBES/First Call, Zacks, Morningstar and Value Line.  Moul Dir., 

NS Ex. 3.0, 22:466-484.  Staff relied on only one: Zacks.  McNally Dir., Staff Ex. 5.0, 4:79 – 

5:82.  Mr. Moul found that his four sources provided a range of growth rates for the Gas Group 

of 4.14% to 5.60%, and selected 5.00% as a reasonable rate.  Staff attacked Mr. Moul’s opinion, 

primarily because he considered Morningstar as a source in this case, but not in the Utilities’ last 

rate cases.  Staff Init. Br., pp. 81-82.  Staff claimed that its choice of only one source, Zacks, was 

entirely consistent and therefore should be favored.  Staff Reply Br., p. 75.  This was not entirely 

true.  Although Staff relied on only Zacks in the Utilities’ last rate case, Peoples 2009 at 104, it 

relied on Zacks, Yahoo and Reuters in the Utilities’ case before that, Peoples 2007 at 78.  

Moreover, when Staff re-ran its DCF model six times in this case, it based the growth rate on 

Zacks only for two of the reruns and a combination of Zacks and Reuters for four of them.  

McNally Reb., Staff Ex. 14.0, 10 n.20.  There is no explanation in the record for Staff’s 

subjective and varying choices in this regard.   

Clearly, Staff reserves to itself the discretion to select among the published sources of 

growth rate forecasts.  Staff’s opinion that a particular published source is simply too high is not 

evidence that investors do not rely on the source.   

4. Mr. Moul’s Risk Premium Model Is Superior to the CAPM 

In addition to his DCF and CAPM models, Mr. Moul employed a Risk Premium model to 

determine the Utilities’ market cost of equity.  This method determines the cost of equity by 

adding a risk premium to a corporate bond rate “to account for the fact that common equity is 
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exposed to greater investment risk than debt capital.”  Moul Dir., NS Ex. 3.0, 30:654-656.  Like 

the other models, the Risk Premium model has its limitations, including potential imprecision in 

the assessment of future corporate debt rates and the risk-adjusted common equity premium.  Id., 

30:656-659.  The Risk Premium model, which considers industry- and company-specific risks, is 

more comprehensive than the CAPM, which is limited to measuring systematic risk.  Id., 

36:785-789. 

The Commission has in the past rejected the Risk Premium model for the “primary 

reason” that it is difficult to establish the “correct” risk premium.  “The risk premium for 

common equity relative to debt changes of time,” the Commission has reasoned, “and . . . there is 

no objective mechanism for establishing that risk premium.”  Peoples 2007, p. 93.   

The Commission should reconsider its opposition to this straightforward method.  The 

fact that the method requires subjective judgments about the inputs does not distinguish it from 

the DCF and CAPM models on which the Commission has traditionally relied.  Both of those 

models require subjective judgments to be made about their inputs and the types of information 

on which the inputs are based.  There are no objective mechanisms for establishing those inputs, 

either.  Moreover, the Illinois legislature recently adopted a risk premium model for the formula 

rate applicable to electric and combination electric and natural gas utilities that commit to the 

installation of Smart Grid infrastructure.  House Bill 3036, 220 ILCS 5/16-108.5(c)(3). 

For the corporate bond rate in his Risk Premium model, Mr. Moul relied on the yield on 

A-rated long-term public utility debt of 5.75% based on a review of both historical (Moody’s) 

and forecast (Blue Chip) data.  Moul Dir., NS Ex. 3.0, 30:660 – 32:693.  For the equity risk 

premium, Mr. Moul analyzed historical market returns on utility stocks and utility bonds from 

the S&P Public Utility index.  Seeking “the central tendency of the historical returns,” Mr. Moul 
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found that a 5.50% risk premium was reasonable for both the Gas Group and the Combination 

Group.  Id., 32:706 – 35:761.  These two rates yielded a cost of equity for the Utilities of 

11.25%. 

Staff objected to Mr. Moul’s Risk Premium model because he relied on historical data to 

derive the risk premium and because of disagreements with how he arrived at the premium.  See 

Staff Init. Br. at 76-77.  Yet, as shown above, Staff has no hesitation to use historical data when 

it suits its purposes, including the use of historical stock prices and growth rates for its DCF 

model and the use of historical financial performance of Integrys and the Gas Group to compare 

to the Utilities’ ideal future financial performance to impute capital structures.  The fact that data 

are historical is not alone a sufficient ground to reject them.  As for Staff’s disagreements with 

Mr. Moul’s methodological choices, Staff offered no alternative debt rates or premiums. 

For these reasons, the Commission should consider Mr. Moul’s Risk Premium cost of 

equity of 11.25% in setting the Utilities’ authorized ROEs. 

5. Mr. Moul’s CAPM Results Should Also Be Considered 

The CAPM is another type of risk premium model.  Like all of the other mathematical 

cost of equity models, the CAPM has its shortcomings, including its limitation of quantifying 

risk solely in systematic terms and the subjectivity involved in determining the “beta” 

measurement of systematic risk as well as the market risk premium that are added to a “risk free” 

rate of return to arrive at the cost of equity.  Mr. Moul’s CAPM analysis incorporated betas for 

the Gas Group calculated by Value Line, a published source of betas that is unique in the 

transparency of its methodology.  Moul Dir., NS Ex. 3.0, 36:790-793; Moul, Tr. 8/31/11 491:14 

– 492:12; see McNally Dir., Staff Ex. 5.0, 13:253-256.  Mr. Moul evaluated historical and 

forecast return data on various Treasury issuances and, placing emphasis on forecast data based 
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on recent yield trends, and set the risk free rate at 4.25%.  Id., 37:812 – 38:842.  Mr. Moul also 

evaluated both historical and forecast data to measure the market premium of 7.95%.  Id., 38:843 

– 40:869.  Mr. Moul’s unadjusted CAPM cost of equity was 9.45%.  After adjusting for leverage 

and size, his CAPM cost was 11.21%.  Id., 41:892-895. 

Staff’s CAPM result of 9.20% reflects a lower Staff-calculated beta that is unnecessary 

and biased.  There are numerous published sources that provide calculated betas on firms, 

sources that are readily available to and relied on by investors and analysts.  Staff relied on two 

of them, Value Line and Zacks.  McNally Dir., Staff Ex. 5.0, 13:251-253.  But these were not 

sufficient for Staff’s purposes.  Staff also calculated its own “regression beta” and then “adjusted 

the raw beta to produce a more accurate forward-looking beta estimate.”  Id. at 14:266 – 16:293. 

Given that the object of the exercise is to determine the investor required return, 

separately calculated betas are not necessary as no investor could possibly rely on them.  This is 

especially true when the separately calculated betas appear biased.  Staff’s betas are always 

lower than Value Line betas.  Moul Reb., NS-PGL Ex. 19.0, 20:395-407.  Staff did not dispute 

this, but in its reply brief, it accused the Utilities of having a “results-driven approach” simply for 

challenging the subjective nature of Staff’s “regressed and adjusted” beta.  Staff Reply Br., p. 82.  

Regardless of whether the Value Line betas are “correct,” one thing is for absolute certain: 

investors rely on Value Line betas and they do not rely on Staff’s betas, which are always lower 

than the published Value Line betas.   

The Commission’s task is to determine the investor-required return.  By contrast, Staff’s 

CAPM analysis shows what Staff believes the investor-required return should be.  For these 

reasons, the Commission should reject Staff’s CAPM result and consider Mr. Moul’s CAPM 

result in setting the Utilities’ ROE. 
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6. Mr. Moul’s Leverage Adjustment Is Based 
On Unassailable Theory and Logic 

Mr. Moul adjusted his DCF result and his CAPM beta to correct the mismatch caused 

when a market cost of equity, which is based on a market value capital structure that contains 

more equity and less risk, is applied to a book value capital structure that contains less equity and 

more risk.  Moul Dir., NS Ex. 3.0, 22:485 – 28:629.  According to Staff, the “notion” that a 

company’s risk, and therefore its cost of equity, is higher if its capital structure is valued at a 

lower book value than if it is valued at a higher market value is “absurd.”  Staff Init. Br. at 84.  

Yet Staff’s witness admitted on cross examination that this is indisputably true.  If the “only 

difference” is that a company’s equity ratio is 55% at book value, then “it will have a higher 

degree of financial risk if that same company had a 66% equity ratio” based on market value.  

McNally, 8/31/11 Tr. 518:2-9.  Staff therefore has conceded that, regardless of the company’s 

“intrinsic risk” (whatever that is), the market will price the company’s stock differently 

depending on its capital structure, and the company’s capital structure depends on whether it is 

valued based on book or market value. 

The logic underlying Mr. Moul’s leverage adjustment is irrefutable.  If a market cost of 

equity that is based on a utility’s market value capital structure (equity and less risk) is applied to 

the utility’s book value capital structure (less equity and more risk), and the market value of the 

equity is higher than the book value, then all other things equal the utility cannot earn its 

authorized return.  When a market value cost of equity is applied to the amount of book value 

equity, the product is a quantity of dollars of return.  This amount will always be less than the 

quantity of dollars of return generated when the market value cost of equity is applied to the 

amount of market value equity.  Thus, when the market value cost of equity applied to the book 
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value capital structure, the utility will not earn the total dollar return associated with the market 

value cost of equity.  NS-PGL Init. Br. at 119-120. 

 Mr. McNally had it almost right when he testified, “The application of the market 

required return to the book value rate base simply takes the return investors demand to earn from 

a dollar invested in the common equity of a company, given the amount of risk in the common 

equity of that company and the current price of risk, and applies it to the number of common 

equity dollars invested in the rate base of the [company].  McNally Reb., Staff Ex. 14.0, 23:494-

499 (emphasis added).  Because the utility’s market required return is based on a market value 

capital structure, which has more common equity dollars in it than the utility’s book value capital 

structure, the market required return applied to fewer dollars will yield less total dollars of 

earnings to cover the utility’s total dollar cost of equity.  As Mr. Moul made clear, “In every 

instance the scale [to measure financial risk, in reference to Mr. McNally’s temperature analogy] 

has been uniform, and only the input values (i.e., dollar amounts) vary according to whether 

market value amounts of debt, preferred stock and common equity are employed, or if the 

corresponding book value amounts are used in the calculations.  Mr. McNally’s analogy is 

entirely off-point, as is the criticism he bases on that analogy.”  Moul Sur., NS-PGL Ex. 36.0, 

7:131-135 (emphasis added). 

Thus, the problem that is solved by the leverage adjustment has nothing to do with 

varying levels of “intrinsic” financial risk, as Staff asserts.  The leverage adjustment simply 

corrects the utility’s under-recovery of its total dollar cost of equity if the utility’s market cost of 

equity based on its market value capital structure is applied to its book value capital structure. 

The Utilities acknowledge that the Commission has not accepted Mr. Moul’s leverage 

adjustment in past cases.  The Commission may have been confused by claims like GCI’s that 
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this adjustment is just another “market-to-book” adjustment.  City-CUB Init. Br. at 40.  It is not, 

no matter how many times it is mischaracterized as such. 

The Utilities urge the Commission at least to consider that, without making the leverage 

adjustment, if it applies market-value ROEs to book value structures, it will prevent the Utilities 

from earning their costs of equity, all other things equal.  In other words, if the leverage 

adjustment is not made, then even if the Utilities earned 100% of their authorized revenue 

requirements they would still not generate sufficient earnings to cover their total dollar market 

costs of equity.  If the mathematics chosen to set an authorized return for regulatory purposes are 

such that the utility cannot earn that return in the eyes of the market, then there is something 

wrong with that math. 

7. Mr. Moul’s CAPM Size Adjustment 
Is Supported by Substantial Evidence 

Mr. Moul presented academic research in support of his opinion that CAPM results must 

be adjusted because that model tends to understate the cost of equity for firms that are relatively 

small compared to the sample.  Moul Dir., NS Ex. 3.0 REV, 40:870 – 41:891; PGL Ex. 3.0 REV, 

40:869 – 41:890.  Mr. McNally and Mr. Thomas presented academic research in support of their 

view that no such relation exists, although Mr. McNally concedes that if there is such a 

relationship, it “is likely the result of some other factor or factors that are related to both size and 

return, such as liquidity or information costs.”  McNally Dir., Staff Ex. 5.0C, 32:638 – 37:735; 

Thomas Dir., GCI Ex. 5.0, 25:559-564.  Mr. Moul explained why the academic research 

presented by Staff and GCI did not support their position, and presented more recent research 

that contradicted their research.  Moul Reb., NS-PGL Ex. 19.0 REV, 28:565 – 29:583.  

Mr. McNally responded with arguments about why the research he relied on was valid and the 

research Mr. Moul relied on was not valid.  McNally Reb., Staff Ex. 14.0, 24:515 – 28:603. 
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The Commission need not resolve this highly opinionated dispute between experts.  

Rather, if and to the extent the Commission accepts the analysts’ CAPM results for setting the 

Utilities’ ROEs in this case, it should accept each result as presented by the analyst. 

8. The Rider UEA Adjustment Renders The Rider Null and Void 

The Proposed Order does not expressly adopt Staff’s reduction of the Utilities’ market 

cost of equity by 10 basis points for the purpose of reflecting the reduction in their risk from 

Rider UEA.  The reduction is excessive and should be rejected.   

Rider UEA merely ensures that the Utilities recover their uncollectible expense, no more 

and no less.  If the Utilities under-collect against the test year forecast for this expense, they 

recover the under-recovery through a surcharge.  If the Utilities over-collect against the forecast, 

they refund the over-recovery.  If one assumes that the test year forecast is set on an unbiased 

basis, then over time the Utilities should have an equal chance of over- or under-collecting in a 

given year. 

Staff’s adjustment translates to an approximate annual revenue reduction of $1.4 million 

for Peoples Gas and $200,000 for North Shore.  See PGL Ex. 6.1, p.8; NS Ex. 6.1, p.8.  That 

means that the adjustment erases any benefit the Utilities would obtain from the rider unless they 

under-collect by greater amounts.  If they over-collect, the rider’s revenue reduction simply adds 

to the refund.  In other words, the adjustment renders the rider null and void as long as the 

Utilities’ under-collections are below these amounts, and punishes the Utilities in any year that 

they issue refunds under the rider. 

Staff’s proposed adjustment for Rider UEA is should be rejected because it is 

disproportionate not only to any risk reduction the Utilities may experience from having the 
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rider, but also any benefit they will obtain from the rider in years in which their under-collections 

do not exceed the revenue requirement impact of the adjustment. 

9. ROE Alternatives 

For the reasons discussed, the Utilities’ recommended ROE of 10.85% is a reasonable 

and representative estimate of their cost of equity in 2012.  In order for the Commission to adopt 

the Utilities’ recommendation, however, the Utilities recognize that the Commission would need 

to accept Mr. Moul’s leverage adjustment to his DCF and CAPM results and his size adjustment 

to his CAPM result.  The Commission has rejected these adjustments in the Utilities past rate 

cases.  If the Commission followed suit in these cases, then it should authorize an ROE of no 

lower than 10.24%, which is the average of Mr. Moul’s unadjusted DCF for the Combination 

Group (9.93%),18 his unadjusted CAPM for the Gas Group19 and his Risk Premium results 

(11.25%).  Including Mr. Moul’s unadjusted DCF result for the Combination Group would 

address at least in part the anomalies Mr. Moul identified with the application of the DCF to 

natural gas utilities. 

The Commission can, of course, consider other alternatives.  “The setting of utility rates 

is a legislative function and not a judicial function.  It is well established that the Commission is 

more than a mere arbitrator between the utility and parties opposing a rate change.  Under the 

comprehensive scheme set out in the PUA, the Commission is to be an active participant.  This 

means that, contrary to the CUB/City’s exception arguments, the Commission has acted properly 

in developing its own cost of equity for the Utilities.”  Peoples 2009 at 123 (citations omitted). 

In this regard, an additional alternative could take Staff’s model results into 

consideration, adjusted to remove the DCF anomalies, in conjunction with Mr. Moul’s Risk 

                                                 
18 See NS-PGL Ex. 19.02.   
19 See NS-PGL Exs. 19.02 and 19.09, p.1.   
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Premium result.  A basis for adjusting Staff’s DCF result is found in the difference between Mr. 

Moul’s DCF results for the Gas Group (9.03%) and the Combination Group (10.48%), or 145 

basis points.  Applying either 50% or 100% of that difference to Staff’s DCF result yields 9.23% 

and 9.95%.  Averaging these DCF results with Staff’s CAPM result (9.20%) and Mr. Moul’s 

Risk Premium result (11.25%) yields an ROE of either 9.89% or 10.13%. 

F. Weighted Average Costs of Capital 

Exception No. 4 

For the foregoing reasons, the Utilities’ rates of return should be established based on one 

of the capital structure and ROE alternatives shown below: 

Peoples Gas ROR Alternatives 
  ROEs   

Capital Structure 
(Equity/LTD) 

10.85% 10.24% 10.13% 9.89% 

56/44 8.11% 7.76% 7.70% 7.57% 
51.6/48.4 7.84 7.31% 7.26% 7.13% 

(Shaded areas are resulting RORs.) 
 

North Shore ROR Alternatives 
  ROEs   

Capital Structure 
(Equity/LTD) 

10.85% 10.24% 10.13% 9.89% 

56/44 8.50% 8.15% 8.09% 7.96% 
53.9/46.1 8.39% 7.94% 8.00% 7.75% 

(Shaded areas are resulting RORs.) 

See also Technical Exception No. 7, infra. 
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IV. RATE BASE 

IV.C.4  Cash Working Capital 

Exception No. 5 

The ALJPO (on page 26) correctly approves the Utilities’ methodology for computing the 

Cash Working Capital (“CWC”) requirement.  However, on page 11 in Appendix A and page 11 

in Appendix B to the ALJPO, the Adjustment to Cash Working Capital Schedules incorrectly 

include the expense leads for three taxes, including Energy Assistance Charges, Gross 

Receipts/Municipal Utility and City of Chicago Gas Use Taxes, as proposed by Staff witness 

Mr. Kahle in rebuttal testimony.  In his rebuttal testimony, to support his calculations for these 

three taxes, Mr. Kahle relies on lines 442-451 on page 21 of Utilities witness Mr. Hengtgen’s 

rebuttal testimony (NS-PGL Ex. 23.0 Corr.), which he then understood to be a revised proposal 

by the Utilities.  Kahle Tr. 8/30/11, 266:3-9.  Mr. Kahle acknowledged on cross-examination that 

he “interpreted [Mr. Hengtgen’s testimony] as being an altered calculation of the expense lead 

days” of these taxes and that Mr. Hengtgen did not revise lead days for these taxes.  Id. at 

266:15 - 267:13.   

Therefore, the Utilities recommend that the expense leads for the Energy Assistance 

Charges, Gross Receipts/Municipal Utility and City of Chicago Gas Use Taxes appearing on the 

Adjustment to Cash Working Capital Schedules on page 11 in Appendix A and page 11 in 

Appendix B to the ALJPO be corrected to reflect the expense leads as proposed by 

Mr. Hengtgen.  This correction, starting with the ALJPO figures, would reduce rate base for 

Peoples Gas by approximately $13 million and North Shore by approximately $600,000. 

Exception No. 5 should be adopted. 
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V. OPERATING EXPENSES 

V.C.1 Incentive Compensation (Falls in Multiple Categories of O&M) 

The Proposed Order accepts recommended disallowances to each of Peoples Gas’ and 

North Shore’s three incentive plans, summarized as follows (operating expense numbers part of 

column (g) of Page 3 from ALJPO Appendixes A and B; rate base numbers part of column (d) of 

Page 7 from ALJPO Appendixes A and B)20: 

• 50% of the Utilities’ Non-Executive Incentive Compensation Plans relating to 

their O&M cost control metrics, resulting in the following monetary 

disallowances: 

Utility Operating Expenses 
Disallowed 

Rate Base Disallowed Rate Case Expenses 
Disallowed (IBS Goal 

Sharing) 
Peoples Gas $2,196,000 $491,000 $54,000
North Shore $416,000 $86,000 $39,000

• 70% of the Utilities’ Executive Incentive Compensation Plans relating to their 

diluted Earnings Per Share (“EPS”) metrics, resulting in the following monetary 

disallowances: 

Utility Operating Expenses Disallowed 
Peoples Gas $955,000 
North Shore $147,000 

• 100% of the Utilities’ Omnibus Incentive Compensation Plans, or incentive stock 

plans, resulting in the following monetary disallowances:  

Utility Operating Expenses Disallowed 
Peoples Gas $3,129,000 
North Shore $544,000 

                                                 
20 Derivative impacts from these disallowances (payroll taxes, depreciation and ADIT) are not included in these 
figures. 
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 While the Utilities maintain that each of these disallowances recommended by the 

Proposed Order is wrong, the Utilities will focus their arguments on Exceptions below on the 

two incentive compensation cost disallowances that are most improper in light of the evidence 

and the law: the 50% disallowance of costs for the Non-Executive plan related to its O&M cost 

control metric, and the 70% disallowance of costs for the Executive plan related to its EPS 

metric. 

V.C.1.a Executive Plan 

Exception No. 6 

The Utilities Executive Incentive Compensation Plan is weighted 70% upon meeting an 

EPS metric.  The Proposed Order (at 52-53) recommends disallowing the costs related to this 

metric based on the conclusion that the Utilities “fail[ed] to address the ratepayer benefit 

required by the Commission in prior cases for such costs to be recovered from ratepayers.”  This 

conclusion is contrary to the evidence, however, and ignores specific uncontradicted evidence 

presented by the Utilities demonstrating how this EPS metric directly leads to customer benefits. 

First, as explained by Utilities witness Ms. Cleary, the EPS metric is derived from net 

income, which is dependent on both revenues and costs, so that executive employees have a 

significant incentive to reduce costs, which will result in a higher EPS.  Cleary Reb., NS-PGL 

Ex. 25.0, 5:97-100; Cleary Sur., NS-PGL Ex. 43.0, 3:58-62.  Indeed, both Staff and GCI 

witnesses agreed that, all else being equal, EPS will increase if a utility reduces its operating 

expenses.  Ebrey Tr. 8/30/11, 226:7-10; Effron Tr. 8/30/11, 202:5-10.  Thus, it is undisputed that 

customers can benefit from the Utilities’ EPS increasing.  Effron Tr. 8/30/11, 202:11-20. 

Second, the Utilities provided a concrete example of how the EPS metric has worked to 

incentivize their executives to reduce expenses for purposes of increasing EPS, thereby 
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benefiting customers.  Ms. Cleary testified that the Utilities’ top executives agreed to forego a 

general wage increase in 2009 in order to reduce costs and improve EPS, and that this one 

example alone resulted in a benefit to customers in the amount of $127,082.  Cleary Reb., NS-

PGL Ex. 25.0, 5:100-104; Cleary Sur., NS-PGL Ex. 43.0, 3:62 – 4:72.  Contrary to arguments by 

Staff, this evidence does not show only a "de minimis" impact on the Utilities’ costs and EPS. 

The Utilities submit that saving customers $127,082 in operating expenses (base wages) is not 

insubstantial.  This conclusion is even more evident when this cost savings is considered in 

relation to the incentive compensation costs at issue.  The Utilities’ costs for the EPS metric are 

$1,101,800 (70% of the Utilities’ combined Executive Incentive Compensation Plan costs of 

$1,574,000).  Thus, the $127,082 in proven cost savings is equal to 11.5% of the costs for the 

EPS metric ($127,082 / $1,101,800). 

At the very least, the Commission should approve recovery of $127,082 of the costs 

related to the EPS metric of the Utilities’ Executive Incentive Compensation Plan based on this 

uncontradicted evidence of direct customer benefit (operational cost savings equal to this 

amount).  Alternative Exception language is provided if the Commission decides to approve 

recovery of this amount only for the EPS metric. 

Exception No. 6 should be adopted. 

V.C.1.b Non-Executive Plan 

Exception No. 7 

50% of the Utilities’ Non-Executive Incentive Compensation Plan is based upon 

controlling O&M expenses so that they do not exceed the Utilities’ level of O&M expenses 

budgeted for the 2012 test year in this case.  Under this plan metric, payout occurs only if O&M 

expenses are kept at or below the 2012 budgeted level, also called the “target” level.  Cleary Dir., 
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NS Ex. 9.0; PGL Ex. 9.0.  The Proposed Order (at 56) recommends disallowing the costs related 

to this O&M cost control metric.  This is contrary to the Commission's prior rulings and 

unsupported by the record evidence.  The Commission consistently has ruled that utility 

incentive compensation plans that incentivize the controlling or lowering of operating expenses, 

such as O&M costs, benefit customers and, therefore, are recoverable.  Here, the Utilities 

followed this directive by the Commission and fashioned their Non-Executive Incentive 

Compensation Plan specifically to include an O&M cost control metric similar to those the 

Commission has approved in other rate case orders, including previous orders in the Utilities’ 

rate cases. 

In the Utilities’ 2007 rate cases, the Commission allowed the Utilities to recover 48.4% 

of an incentive compensation plan's costs, allowing recovery of the portion “based on controlling 

O&M expenses,” stating that “we consider this as beneficial to ratepayers.” Peoples 2007, 

pp. 66-67. Similarly, in ComEd’s 2005 rate case, the Commission allowed the recovery of 

expenses for a component of ComEd’s incentive compensation plan based on controlling O&M 

and capital expenses, stating that such a metric “meets the Commission’s standard of reducing 

expenses and creating greater efficiencies in operations,” and that “[l]owering O&M expenses, 

all else being equal, has the obvious effect of reducing the expenses to be recovered in future rate 

cases.” In re Commonwealth Edison Co., ICC Docket No. 05-0597 (Order July 26, 2006) 

(“ComEd 2005”), pp. 95-96.  The Commission reached similar conclusions in ComEd’s 2007 

rate case and other cases.21  In ComEd’s most recent rate case, the Commission again approved 

100% recovery of an incentive compensation plan based, in part, on an O&M expense metric to 

                                                 
21  Other examples of where the Commission has ruled that expenses related to metrics which reduce operating 
costs, including O&M expenses, benefit customers and are recoverable include: Commonwealth Edison Co., ICC 
Docket No. 07-0566 (Order Sept. 10, 2008) (“ComEd 2007”), pp. 54-55, 61 (approving recovery of costs for 
portions of incentive plan identical to those approved in ComEd 2005); Aqua Illinois, Inc., ICC Docket No. 04-0442 
(Order April 20, 2005), pp. 21-22. 
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which Staff had withdrawn all its proposed disallowances. ComEd 2010, pp. 60-65.  Further, in 

Consumers Illinois Water Company, ICC Docket No. 03-0403 (Order April 13, 2004) 

(“Consumers IWC”), pp. 14-15, a case often-cited by the Commission as establishing the 

standard for recovery of incentive compensation costs, the Commission approved the recovery of 

Consumers Illinois Water Company’s incentive compensation expenses which included a metric 

for “maintaining or reducing operating costs at or below budgeted levels.”  (Emphasis added). 

The O&M cost control metric at issue here, as with those metrics approved for recovery 

by the Commission in the above-cited orders, will benefit customers by controlling or lowering 

operating costs that would be recoverable from customers in future rate cases.  As Utilities 

witness Ms. Cleary testified, if the Utilities meet or beat the O&M expense target level in the 

plan based on their 2012 test year budget, this will directly benefit customers by reducing the 

expenses to be recovered from them in future rate cases.  Cleary Reb., NS-PGL Ex. 25.0, 12:243-

245.  The O&M cost control metric thus meets the standard of customer benefits established by 

the Commission in the above-referenced orders and, as in those matters, the Commission should 

reject the Proposed Order’s recommendation and authorize recovery of costs related to this 

metric. 

Further, while the Proposed Order does not appear to base its conclusion to deny 

recovery of costs for the O&M cost control metric on this basis, Staff also had argued against 

recovery of these costs because the metric’s target level was based on a “budgeted” level.  As 

fully explained in the Utilities’ Initial Brief (at 52-55), this is not a proper basis for disallowing 

costs related to this incentive compensation metric.  Not only was the budgeted level at issue 

here the actual level of forecasted O&M expenses used by the Utilities for their 2012 test year 

that was subject to the full scrutiny of all the parties to this rate case, but the Commission 
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previously has allowed recovery of costs for incentive compensation metrics based on such 

budgeted target levels. Consumers IWC, pp. 14-15 (approving the recovery of incentive 

compensation expenses which included a metric for “maintaining or reducing operating costs at 

or below budgeted levels”) (emphasis added); ComEd 2005, p. 9622; ComEd 2007, pp. 54-55, 61 

(approving recovery of costs for portions of incentive plan identical to those approved in ComEd 

2005); ComEd 2010, pp. 61, 65 approving recovery of costs for incentive plan similar to those 

approved in ComEd 2007 except for removal of net income metric); Aqua Illinois, Inc., ICC 

Docket No. 04-0442 (Order April 20, 2005), pp. 21-22 (approving recovery of costs for incentive 

plan similar to the plan approved in Consumers IWC).  Accordingly, to the extent the Proposed 

Order’s conclusions were based on this argument by Staff, those conclusions lacked merit. 

Consequently, the Commission should reject the Proposed Order’s recommendation and 

authorize the recovery of costs for the Non-Executive Incentive Compensation Plan’s O&M cost 

control metric.23  Exception No. 7 should be adopted. 

V.C.1.c Omnibus Incentive Compensation Plan 

The Proposed Order (at 57) adopts Staffs and GCI’s proposed adjustments disallowing 

100% of the costs for the Utilities’ incentive stock plans contained in the Omnibus Incentive 

Compensation Plan.  Although the Utilities believe that those adjustments should be rejected 

                                                 
22 “While not expressly discussed by the Commission in its Order, the O&M metric it approved in this case was 
based on performance versus a budget, as explained in the testimony of ComEd’s witness Richard F. Meischeid II 
(ComEd Ex. 12 at 13:284-287), available on the Commission’s e-Docket system for ICC Docket No. 05-0597.”  
Cleary Reb., NS-PGL Ex. 25.0, p. 11, fn. 4. 
23  In testimony and briefing, Staff also proposed the disallowance of costs for the O&M cost control metric based 
on the fact that it is calculated on a combined utility basis with the Utilities’ affiliates.  The Proposed Order did not 
address this basis in its conclusions, and appeared to have rejected this reasoning in addressing proposed 
disallowances to the Executive Incentive Compensation Plan based upon evidence of benefits from sharing 
programs at a corporate level.  See ALJPO, p. 53.  However, to the extent this alone would be a basis for disallowing 
expenses of the O&M cost control metric, Staff and Utilities agreed that the adjustment should be made based on 
apportionment of costs to the affiliates – 44% for Peoples Gas and 46% for North Shore.  Cleary Reb., NS-PGL 
Ex.25.0 at 14; Cleary Sur., NS-PGL Ex. 43.0 at 9; Ebrey Tr. 8/30/11 at 235. 



 

49 
 

based on the law and the evidence in the record, they have chosen, in order to narrow the issues, 

not to file an Exception on this portion of the Utilities’ incentive compensation expenses. 

V.C.2 Non-union Base Wages 

Exception No. 8 

The Proposed Order’s recommendation (at 60) to accept Staff’s adjustment to the 

Utilities’ non- union base wages for 2011 and 2012 from 3.9% in both years to 3.0% and 2.3%, 

respectively, should be rejected for failing to consider uncontradicted record evidence supporting 

the Utilities’ proposed increases.  The recommended disallowances fall into three distinct pieces, 

which are wrong for the following reasons. 

   (a) Discrete Merit/Performance Raises (.3% of Total Increase) 

First, .3% of the Utilities’ proposed increase in level of non-union base wages in 2011 

and 2012 is attributable to the creation of a discrete pool of funds used to provide performance 

raises in addition to the general across the board wage increase to certain top-performing 

non-union employees with commendable or exemplary performance.  Cleary Reb., NS-PGL Ex. 

25.0, 20:440-445.  These raises are consistent with Staff's testimony that the most current World 

at Work Survey supported a general wage increase of 3.0%, and that the "highest performers" 

could expect as high as a 4.0% increase. Ebrey Reb., Staff Ex. 12.0 Corr., 14:247 - 15:264.  The 

use of this .3% pool of funds correlates with Staff's testimony - to give raises larger than 3.0% to 

top-performing employees deserving of performance raises.  Accordingly, based on the evidence 

presented both by the Utilities and Staff, the Commission should reject the adjustment of 

nonunion base wages in 2011 and 2012 to remove this .3% increase. 
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   (b) Payroll Increases Due to Promotions (.6% of Total Increase) 

Second, .6% of the Utilities’ proposed increase in level of non-union base wages in 2011 

and 2012 corresponds to the creation of a discrete pool of funds used not for raises per se, but 

rather, to changes in salary commensurate with promotions given to deserving employees.  The 

Utilities had put a freeze on promotions in 2008; this freeze has now been lifted and the Utilities 

need to give their deserving employees the promotions they are due to avoid the danger of losing 

these trained and experienced employees.  Cleary Reb., NS-PGL Ex. 25.0, 21:446-450.  

Accordingly this amount does not represent general inflationary wage increases, but rather, 

salary increases due to changes in certain employees’ relative positions within the Utilities based 

on the going market based rate of pay for their new elevated positions.  Cleary Sur., NS-PGL Ex. 

43.0, 11:239 - 12:246.  Thus, Staff's reliance upon the World at Work surveys or consumer 

inflation predictions are inapposite to this portion of the total proposed increase in the Utilities' 

non-union wage base.  The evidence supports the conclusion that these promotions were 

reasonable and prudent, and thus, the Commission should reject the adjustment of non-union 

base wages in 2011 and 2012 to remove this .6% increase. 

   (c) 2012 General Wage Increase (from 3.0% to 2.30%) 

For 2012, the Utilities proposed a general wage increase of 3.0% similar to what they 

proposed – and Staff agreed to – for 2011.  The Proposed Order (at 60), however, accepts Staff’s 

proposal to reduce this general wage increase for 2012 from 3.0% to 2.30%, even though Staff 

admits that the projected total salary budget increase projected by the 2011-2012 World at Work 

Survey for 2012 is 2.9%. Ebrey Reb., Staff Ex. 12.0 Corr., 14:253-254.  Staff does so by 

abandoning its reliance on the World at Work Survey it relied upon for 2011 and instead looking 

at a Consumer Price Index (“CPI”) forecast for the 2011-2015 period.  Id. at 15:265 – 17:298.  
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This reliance upon a forecast of consumer price inflation for a period extending beyond the 2012 

test year rather than a study designed specifically to answer the question of what wage increases 

will be in 2012 the test year period at issue – should not be accepted. 

The World at Work Salary Budget Survey is a well-known compensation tool that is 

based on information submitted by corporations in all industries for the specific purpose of 

assisting in corporate salary budget planning.  Cleary Reb., NS-PGL Ex. 25.0, 19:405-408.  The 

results of this survey are tied directly to the market and support the Utilities’ compensation 

philosophy of paying at the market median.  Id. at 19:408-411.  Moreover, it is forward looking 

and specifically designed to address the question of what level of general wage increases are 

forecast for 2012, the test year in this case.  The 2.9% level projected for 2012 by the World at 

Work Survey is right in line with and supports the Utilities’ projected 3.0% general increase in 

the level of non-union wage base in the 2012 test year. 

In contrast, the CPI used by Staff and adopted by the Proposed Order is not a measure 

designed to calculate changes in wages, but rather, an economic indicator calculated by the 

Bureau of Labor Statistics to show a change over time in the prices paid by consumers for a 

market basket of goods and services.  Id. at 19:421-424.  As Utilities witness Ms. Cleary 

testified: “It is a measure that reflects spending patterns of consumers, not the wage setting 

decisions of employers.”  Id. at 19:424 - 20:425.  Ms. Cleary further testified that the Bureau of 

Labor Statistics calculates and publishes a completely different measure specifically designed to 

measure changes in wages and salaries by industry – the Employment Cost Index – which has 

shown that wages in the utility industry have been increasing at a faster pace than overall wages 

generally.  Id. at 20:428-435; Cleary Sur., NS-PGL Ex. 43.0, 12:255 – 13:263 and fn. 4. 
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Furthermore, the Proposed Order’s acceptance of Staff’s argument that the CPI forecast 

for 2011-2015 would be “more in line with the period the rates set in this proceeding will be in 

effect” (Ebrey Reb., Staff Ex. 12.0 Corr., 16:275-281) is improper for two reasons.  First, the 

2011-2015 time period will not be “in line” with the period for which rates set in this proceeding 

will be in effect because pursuant to Section 9-220(h-1) of the Act, the Utilities have elected to 

file biennial rate cases, starting no later than August 1, 2012, rather than purchase substitute 

natural gas from the clean coal brownfield facility planned to be built in Chicago, Illinois.  See In 

re Proposed Contracts, ICC Docket No. 11-0710 (Initiating Order Nov. 2, 2011) at 1.  Second, 

this approach looks outside of the l2-month period being examined for the purposes of setting the 

Utilities’ base rates in this proceeding, thereby violating the Commission’s test year rules and 

policies.  Ebrey Reb., Staff Ex. 12.0 Corr., 16:275-276.  Such attempts to look beyond the 2012 

test year are thus improper and should be rejected. 

Consequently, the Commission should not accept the Proposed Order’s recommendation 

to reduce the Utilities’ 2012 general wage increase from 3.0% to 2.30%.  Rather, the 

Commission should approve the Utilities’ general wage increase of 3.0% for 2012, which is 

supported by the World at Work Salary Budget Survey results for 2012. 

Exception No. 8 should be adopted. 

V.C.5 Uncollectibles Expenses – Use of Net Write-Off Method  

Exception No. 9 

The Proposed Order (at 139), for purposes both of the calculation of uncollectibles 

expense and of Rider UEA and proposed Rider UEA-GC (see Section VIII.A, below), “finds that 

Staff’s suggestion to use the net write-off method, is reasonable and prudent. It ensures that the 
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calculation of incremental uncollectible expenses recoverable through Rider UEA is based on 

actual accounts written-off and recovered, instead of estimated amounts.” 

The Proposed Order’s findings are mistaken, and its recommendation on this subject both 

as to uncollectibles expense and as to the two Riders is contrary to the interests of customers as 

well as of the Utilities.  Uncollectibles expense is discussed here.  The Riders are discussed in 

Section VIII.A, below. 

If it were the case that the uncollectibles expense issue involved a choice between actual 

data and forecasted data that were of equal quality and detail and really were for the same thing, 

then, all else being equal, it generally would be preferable to use the actual data. 

That is not the choice before the Commission here.  The choice, in this 2012 future test 

year rate case, is whether to use: 

 actual data on write-offs in 2010, 

o given that customer accounts are written off in total, 

o the write-offs include write-offs of receivables that became due over 

multiple periods, 

o and thus, because the ratio of Gas Charges to the delivery portion of bills 

varies from period to period, there is no way accurate way to know how 

much of the write-offs are Gas Charge related versus delivery related, 

o plus, because of the variation in Gas Charges, the results would be 

unpredictable, 

o that variation would lead to inaccurate reconciliations, and 
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o there would be greater mismatches in data that could lead, for example, to 

customers paying for high levels of write-offs related to years before they 

even were customers of the Utilities; 

VERSUS 

 the most recent forecasted data for the 2012 test year, using a percentage of 

revenues method, 

o where that forecasted data and method reflect the current Gas Charge and 

thus the current ratio of Gas Charges to the delivery portion of bills, 

o the results are predictable, and 

o this approach would lead to accurate reconciliations. 

Gregor Reb., NS-PGL Ex. 21.0 Corr., 8:159-174; Grace Reb., NS-PGL Ex. 28.0, 38:831 – 

39:849; Gregor Sur., NS-PGL Ex. 38.0, 5:103 – 6:117; NS-PGL Init. Br. at 70-71; NS-PGL Rep. 

Br. at 33-34. 

Given the above facts, the Commission should approve use of the most recent forecasted 

data for the 2012 test year, with a percentage of revenues method.  That is the choice that is best 

for everyone, customers and the Utilities alike. 

Moreover, alternatively, even if the decision were to be made to use actual data, then, 

given the volatility of Gas Charges, a six year average, not data from a single year, should be 

used, although that improved actual data method still would be much inferior to use of the 2012 

forecast, because a six year average still would not solve the problem of allocating the write-offs 

between Gas Charges and delivery charges.  Gregor Reb., NS-PGL Ex. 21.0 Corr., 8:174 – 

9:177; Gregor Sur., NS-PGL Ex. 38.0, 6:118-127. 

The Proposed Order should be revised as reflected in Exception No. 9. 
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V.C.6.c.1 A&G - Rate Case Expenses – 
 [Current Dockets] [Incentive Compensation Portion Only]  

Exception No. 10 

The Proposed Order (at 75) approves Staff’s adjustments to remove from the rate case 

expenses of the instant Dockets $39,000 as to North Shore and $54,000 as to Peoples Gas 

(amortized as $21,000 and $29,000 in Appendix A, p. 3, col. (e), and Appendix B, p. 3, col. (e), 

respectively) that reflect incentive compensation amounts relating to the Non-Executive 

Incentive Compensation program and Integrys Business Support personnel. 

If the Commission accepts the Utilities’ Exception No. 6 as to disallowed costs incurred 

under the Non-Executive Incentive Compensation program, then, for the same reasons, the 

Commission also should approve revision of the Proposed Order to permit recovery of the above 

aggregate $93,000 as provided in Exception No. 10. 

V.C.6.c.2 A&G - Rate Case Expenses 
 [2009 Dockets Rehearing and Appeals] 

Exception No. 11 

The Proposed Order (at 84) approves Staff’s adjustments to remove $24,000 as to North 

Shore and $56,000 as to Peoples Gas from amortization of the rate case expenses of the 2009 rate 

cases Dockets expenses that will remain unamortized as of 2012.  The ALJPO does so based on 

the grounds that these amounts are for rehearing and appeals. 

The Proposed Order gives two reasons, but neither justifies the disallowances.  The 

Proposed Order (at 84) states: “We agree that it is inappropriate to force ratepayers to fund the 

Utilities’ rehearing and appellate pursuits inasmuch as they are not contemplated in 

Section 9-229 and were not considered by the Commission in approving the costs.” 

First, the facts do not warrant disallowance of these costs. 
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 The rehearing in the 2009 rate cases was ordered based exclusively on the three 

respective applications for rehearing filed by the members of GCI.  North Shore 

Gas Co., et al., ICC Docket Nos. 09-0166/09-0167 Cons. (Order on Rehearing 

June 2, 2010), at 1-2.  The Utilities could not choose to sit out a rehearing ordered 

by the Commission on other parties’ applications. 

 The appeals in the 2009 rate cases involved not only the Utilities’ appeals but also 

the Utilities and the Commission each seeking to uphold the Commission’s Order 

and Order on Rehearing in the 2009 rate cases against the appeals by the AG and 

CUB challenging the approval of Rider ICR.  People ex rel. Lisa Madigan v. 

Illinois Commerce Comm’n, et al., 2011 IL App (1st) 100564 (Sept. 30, 2011).  

The Commission may take administrative notice that on November 4, 2011, both 

the Utilities and the Commission filed petitions for leave to appeal (“PLA”) to the 

Supreme Court of Illinois exclusively on the Appellate Court’s adverse decision 

on the Rider ICR issue.  83 Ill. Adm. Code § 200.640(a)(7); Ill. R. Ev. 201.  

Clearly, the Commission believed and still believes that defending its Rider ICR 

approval was and is appropriate. 

 Rehearing and appeals are a common part of litigation of a general rate case, as 

exemplified by the pending appeals in the Utilities’ 2007 rate cases, the pending 

PLAs in the Utilities’ 2009 rate cases, and the appeals from ComEd’s 1999, 2001, 

2005, 2007, and 2010 rate cases.  Moy Sur., NS-PGL Ex. 39.0 Corr., 6:127 – 

7:131. 

 Finally, the total of the amounts already amortized and to be amortized through 

the end of 2011, plus the amounts in question, plus the other 2009 rate cases 
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expenses to be amortized through the rates set in the instant Dockets that Staff 

does not oppose, in the aggregate, still is less than the total amount of rate case 

expenses recovery that the Commission approved in the 2009 rate cases in the 

first place, as the ALJPO recognizes.  See ALJPO at 84.  The only reason there is 

an issue here as to Staff is because Staff proposed, and the Utilities accepted, the 

idea of updating the costs, and Staff now complains about the rehearing and 

appeals components of the updated costs.  Id.  Thus, even if the Commission 

allows recovery of the amounts in question, it still will be allowing recovery of 

less than the original amount that it approved in the 2009 rate cases. 

Second, Section 9-229 does not warrant disallowance of the costs in question.  

Section 9-229 simply states as follows: 

Consideration of attorney and expert compensation as an expense.  The 
Commission shall specifically assess the justness and reasonableness of any 
amount expended by a public utility to compensate attorneys or technical experts 
to prepare and litigate a general rate case filing.  This issue shall be expressly 
addressed in the Commission's final order. 

220 ILCS 5/9-229.  The ALJPO’s statement that rehearing and appeals expenses “are not 

contemplated” assumes without an identified basis that to “litigate” does not include rehearing 

and appeals, but, even if that assumption were right, the ALJPO further assumes that that means 

costs for rehearing and litigation cannot be recovered.  Section 9-229 is about certain findings 

that the Commission must make as to certain expenses.  Nothing in Section 9-229 states or 

implies that rehearing and appeal expenses cannot be recovered. 

Finally, the ALJPO’s statement that the costs in question “were not considered by the 

Commission in approving the costs” does not justify disallowance.  As noted above, the Utilities 

seek to recover a total amount less than what the Commission already approved in the 2009 rate 

cases, and the only reason there is an issue here as to Staff is because costs are being updated 
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based on actuals, and Staff has chosen to complain about a portion of the actuals.  In the past, the 

Commission has allowed recovery of rehearing expenses as an added expense even though first 

requested at the rehearing stage.  Citizens Utilities Co. of Illinois, ICC Docket No. 84-0237, 1985 

Ill. PUC Lexis 18 (Order on Rehearing Sept. 4, 1985), at *2-3.  Here, the facts are more 

compelling, because the total the Utilities seek to recover, when all amortization is complete, still 

is less than the total approved by the Commission in the 2009 rate cases in the first place. 

Exception No. 11 should be adopted. 

V.C.6.e A&G - Solicitation Expense 

Exception No. 12 

The ALJPO (at page 91) reduces North Shore’s and Peoples Gas’ operating expenses by 

$116,361 and $656,267, respectively, based on (1) the past failure of IBS in certain years to 

charge Peoples Energy Home Services (“PEHS”) for certain costs that were associated with IBS’ 

support of PEHS’ Pipeline Protection Program (“PPP”) and (2) adopting Staff’s estimate of the 

“market value” of those services based on Staff’s estimate of the full margin that PEHS makes 

on PPP as the measure of what should be credited against IBS expenses charged to the Utilities.  

The ALJPO errs, in more than one respect. 

First, the Utilities have reflected appropriate and reasonable cost-based figures for those 

IBS solicitation revenues to be credited against IBS expenses.  The original forecast reflected in 

the Utilities’ direct case reflected an IBS estimate of $16,572 to be charged to PEHS to be 

credited against IBS expenses charged to the Utilities in the 2012 test year, although the Utilities 

did not discover this component of IBS’ forecast until after rebuttal, so no adjustment is proper 
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or necessary.  Gregor Sur., NS-PGL Ex. 38.0, 7:142 – 8:164, 9:171-183.24  Any errors made by 

IBS in prior years by not billing PEHS the right amounts do not alter the correctness of the 2012 

test year figures.  Id. at 9:184-190. 

Second, before they discovered that the above $16,572 credit already had been forecasted 

and applied, the Utilities, in their rebuttal, reduced their expenses in their revenue requirements 

by an additional $11,000 and $60,000 as to North Shore and Peoples Gas, respectively, based on 

the average solicitation expenses from 2005 to 2007, adjusted for inflation, and the Utilities 

again included those reductions in their surrebuttal.25  Staff questioned the credibility of the 

$11,000 and $60,000 figures, but not only were they based on an average of the costs from 

2005-2007, they included all customer relations billings, not just solicitation.  Gregor Sur., 

NS-PGL Ex. 38.0, 9:171-183.  

Finally, Staff’s proposal is punitive, retroactive, grossly excessive, and wrong.  To 

modify correct 2012 test year amounts based on past errors by IBS is punitive and retroactive.  

Also, Staff’s position is grossly excessive.  As noted above, the average solicitation expenses in 

2005 to 2007, adjusted for inflation were only $11,000 and $60,000 as to North Shore and 

Peoples Gas, respectively.  Yet, Staff proposed, and the ALJPO approves, adjustments literally 

10 times larger than that, to be repeated on an annual basis (in that they are incorporated in the 

revenue requirement).  Indeed, the rates set in the 2007 and 2009 rate cases have only been in 

effect since February 2008 (2007 cases), so the “missed” credits through January 2012 would 

total roughly $40,000 as to North Shore and roughly $240,000 as to Peoples Gas.  Yet, Staff 

                                                 
24  The Utilities’ witness did not discover this $16,572 amount until after her rebuttal, which she then presented in 
her surrebuttal, and then she answered Staff’s detailed data request regarding this figure.   See Peoples Gas’ response 
to Staff data request DAS 13.03, contained in Staff Cross Ex. 15 at pages PGL 0012874 – PGL 0012878. 
25  NS-PGL Ex. 22.1N Corr., p. 1, line 20, col. (D); NS-PGL Ex. 22.2N Corr., p. 3, cols. (G), (K); NS-PGL 
Ex. 22.1P Corr., p. 1, line 20, col. (D); NS-PGL Ex. 22.2P Corr., p. 3, cols. (G), (K); NS-PGL Ex. 39.1N, line 20, 
col. (C); NS-PGL Ex. 39.1P Corr., line 20, col. (C).  See also Staff Init. Br. at 44, citing NS-PGL Exs. 21.1N and 
21.1P; Gregor Reb., NS-PGL Ex. 21.0 Corr., 5:100-105. 
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proposed, and the ALJPO approves, adjustments 3 times larger than that, to be repeated on an 

annual basis.  Even if one believed the entirety of Staff’s factual perspective, customers would be 

made whole in less than six months, and then would get a windfall through the remainder of the 

period in which the rates being set are in effect.  Staff may feel correctly that because IBS failed 

to make all the charges it should have there should have been a larger credit against IBS 

expenses charged to the Utilities in some past years, but that is an arbitrary, one-sided 

retrospective look, because, when all things are considered, the fact is that the Utilities have not 

recovered their approved rates of return since 2003.  Gast Dir., NS Ex. 2.0, 4:71; Gast Dir., PGL 

Ex. 2.0, 4:71.  Staff’s proposal also is excessive because Staff made no offset for the $16,572 nor 

for the $11,000 and the $60,000, meaning Staff’s proposal is double counted by those amounts.   

Staff appears to agree that charging fully distributed cost, not market value based on margin, is 

the normal mechanism in this type of affiliate transaction.  See Staff Init. Br. at 39.  Charging 

based on cost, not market value or margin, is what is required under the Master Non-Regulated 

Affiliated Interest Agreement.  Gregor Sur., NS-PGL Ex. 38.0, 8:165-170.  See also ALJPO (at 

page 94) recognizing that a pricing mechanism based on fully distributed cost is the norm.  

Switching to an incorrect methodology as a punishment is improper. 

  Exception No. 12 should be adopted. 

V.C.8.a Revenues - Repair Revenues 

Exception No. 13 

The ALJPO (at page 94) recognizes that a pricing mechanism based on cost is the norm 

but then recommends Staff’s proposed adjustments of $1,000 as North Shore and $6,000 as to 

Peoples Gas based on the theory that the Utilities’ should charge PEHS the same rate for repairs 

as the Utilities charge customers who request repair service, calculating the adjustments based on 
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the rate charged to customers, multiplied by the number of each type of repair performed for 

PEHS, and then subtracting what PEHS already paid the Utilities.  See also Gregor Sur., 

NS-PGL Ex. 38.0, 9:191 – 10:196. 

Staff’s proposal is incorrect.  NS-PGL Init. Br. at 81-82; NS-PGL Rep. Br. at 50-51. 

However, the Utilities, in view of the amounts involved, and in the interests of narrowing 

the issues, are not taking Exception to the $1,000 and $6,000 adjustments, but they do take 

Exception relating to the applicable principles. 

Exception No. 13 should be adopted. 

V.C.8.b Revenues - Other Issues Relating to PEHS and PEPP, 
  Including Staff Request for Investigation  

Exception No. 14 

The ALJPO (at page 96) adopts Staff’s proposal for an investigation, stating in part: “We 

believe that the investigation is necessary to prevent ratepayers from continuing to subsidize the 

affiliates.” 

An investigation is not warranted.  IBS is charging the right amounts now (in 2011), and 

the Utilities’ proposed revenue requirements for the 2012 test year as revised in surrebuttal 

reflect the right amounts; indeed, they include excessive credits to customers on the solicitation 

issue.  NS-PGL Init. Br. at 82; NS-PGL Rep. Br. at 51-52.  Moreover, the amounts involved do 

not warrant an investigation.  NS-PGL Init. Br. at 82; see also Section V.6.6.e and V.c.8.a, 

supra.  Finally, the requirement that the Utilities provide full justification for repair rates charged 

to customers overlooks that this is not a tariffed service; customers do not need to have the 

Utilities perform this service, they can choose to use a non-affiliated third party.  Gregor Reb., 

NS-PGL Ex. 21.0 Corr., 6:121-122; Gregor Sur., NS-PGL Ex. 38.0, 11:215-220. 

Exception No. 14 should be adopted. 



 

62 
 

VIII. RIDERS 

VIII.A  Riders UEA and UEA-GC 

Exception No. 15 

The Proposed Order finds that the Utilities should use the net write-off method for 

Rider UEA, Uncollectible Expense Adjustment, and Rider UEA-GC, Uncollectible Expense 

Adjustment - Gas Costs.  ALJPO at 139.  For the reasons stated in Section V.C.5, supra, the 

Utilities except to the net write-off method.  In addition, the recommended adoption of this 

method is flawed because Staff’s proposal fails to address fundamental implementation and tariff 

questions.  Adding to the problem, the Proposed Order’s Findings Paragraph (22) and sixth 

Ordering Paragraph direct the Utilities to implement the riders with the language changes they 

proposed.  The Utilities’ proposed revised tariffs included revisions to address certain of Staff’s 

suggested changes, but they do not include language needed to implement a net write-off 

method.   

A net write-off method would be problematic.  The Utilities’ current percentage of 

revenue method for determining Uncollectible Accounts Expense is reflected throughout current 

Rider UEA and proposed Rider UEA-GC.  This method is aligned with Rider UEA-GC, as the 

Gas Charge revenues that underlie the Gas Charge related Uncollectible Accounts Expense 

booked to Account 904, and shown in ILCC Form 21 (“Form 21”), for the reporting year would 

be consistent with the Gas Charge revenues that had adjustments applied under Rider UEA-GC 

for the same reporting year, making a reconciliation of the amounts reported in Form 21 and the 

amounts billed under Rider UEA-GC an apples-to-apples reconciliation.  With a net-write off 

methodology, the write-offs would reflect bills from multiple periods, even before the reporting 

year, and the bills written off would have varying components for base rate and gas cost 
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amounts; thus, it would be impossible to trace the bill components, making an accurate 

determination of incremental base rate Uncollectible Accounts Expense for Rider UEA and an 

accurate reconciliation of revenues billed under Rider UEA-GC impossible.  Grace Reb., 

NS-PGL Ex. 28.0, 38:832-39:849.  Staff did not propose, in concept or in specific tariff 

language, how to resolve this mismatch or how to implement the method in the two affected 

riders. 

The Proposed Order recommends uncollectible accounts expense percentages of 2.7927% 

and 0.5936 % for Peoples Gas and North Shore, respectively.  However,  these percentages were 

not used to derive the Uncollectible Accounts Expense amounts reflected in the Proposed Order 

and, therefore, cannot be used  to appropriately allocate the amounts by service type and service 

classification as such percentages were derived using year 2010 Form 21 revenue data rather 

than test year data.  As the Utilities will need to determine the appropriate uncollectible accounts 

expense amounts related to gas costs that should be removed for recovery under Ride UEA-GC, 

the amount of Uncollectible Accounts Expense that should remain in base rates, as well as how 

such amounts should be allocated among service classifications, such amounts must be 

accurately derived.  The net write-off method and the lack of evidence on data and methodology 

make this task difficult if not impossible.  The Commission should reject the net write-off 

method for current Rider UEA and proposed Rider UEA-GC.  Exception No. 15 should be 

adopted. 

In the alternative, if the Commission requires a change to the net write-off method, note 

that Section 19-145 of the Act requires that “it shall be made effective at the beginning of the 

first full calendar year after the new rates approved in such proceeding are first placed in effect 

and an adjustment shall be made, if necessary, to ensure the change does not result in double-
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recovery or unrecovered uncollectible amounts for any year.”  220 ILCS 5/19-145(a).    Staff’s 

proposal did not anticipate the effect of this requirement. 

VIII.B. Rider VBA 

Exception No. 16 

The Proposed Order (at 159-160) declines to make permanent the Utilities’ existing 

decoupling pilot rider, Rider VBA, Volume Balancing Adjustment, and extends the pilot 

program.  The Proposed Order concludes that a permanent rider is not justified absent a concrete 

proposal from the Utilities to tie revenue losses from energy efficiency to the rider.  The 

Proposed Order also directs the Utilities and interested parties to engage in a workshop process 

prior to the Utilities’ next rate cases to explore linking Rider VBA “to that goal.”  ALJPO at 

159-160.  The Proposed Order is based on the flawed premises that a decoupling rider is 

designed for the narrow purpose of recovering revenue losses from energy efficiency and that it 

is improper to have a rate design that allows a utility to recover fixed costs that the Commission 

has found prudent and reasonable. 

The Commission should approve Rider VBA, on a permanent basis, as proposed by the 

Utilities.  Alternatively, the Commission should approve a straight fixed variable (“SFV”) rate 

design for the Utilities’ Service Classification (“S.C.”) Nos. 1, Small Residential Service, and 2, 

General Service, under which 100% (or, at minimum, 80%) of the Utilities’ fixed costs are 

recovered through a fixed charge (the customer charge) for S.C. No. 1 and 80% of their fixed 

costs are recovered through fixed charges for S.C. No. 2 (Alternative 1 of the Exceptions). 

First, for all the reasons stated in the Utilities’ Reply Brief, the notion that Rider VBA is 

or should be a lost revenues rider is flawed.  NS-PGL Rep. Br. at 73-78.  Indeed, the 

Commission expressly so concluded (“Rider VBA does not seek to recover lost profits.”  



 

65 
 

Peoples 2007, p. 149).  The Proposed Order ignores the fact that the Commission specifically 

rejected what the Proposed Order seems to consider the purpose of the rider, despite indicating 

that making Rider VBA permanent is inconsistent with the conditions underlying the adoption of 

Rider VBA in Peoples 2007 (ALJPO at 160). 

Second, linking decoupling to lost revenue from energy efficiency, especially a full 

decoupling mechanism such as Rider VBA, ignores that customers’ usage is affected by many 

factors, notably weather.  Apparently under the Proposed Order’s approach, Rider VBA would 

disregard any other factors affecting usage (weather, the economy, gas costs, etc.) and make 

adjustments solely a function of energy efficiency reductions in usage, i.e., Rider VBA would 

always be a charge adjustment even if increased customer usage due to, for example, colder than 

normal weather, offset usage reductions from efficiency. 

Third, as required by Illinois law, the Utilities will see reduced load due to energy 

efficiency.26  Whether the Utilities devote more or fewer dollars to achieving the statutory 

mandate is immaterial to the fact that gas usage will decline due to the mandated implementation 

of energy efficiency measures.  Rider VBA properly addresses those losses. 

Finally, the suggestion that it is poor policy to have a mechanism to address potential 

over- and under-recoveries of fixed costs recovered through variable charges, absent a link to 

specific sorts of changes in usage (i.e., reductions due to energy efficiency)27 is contrary to the 

Commission’s rate design policy that fixed costs should be recovered through fixed charges.  As 

the Commission observed in reviewing Nicor Gas’s decoupling proposal and its modified SFV 

proposal, “[t]he portion of fixed costs that are currently recovered through a volumetric charge 

                                                 
26  The Utilities must achieve specified gas usage reductions under Section 8-104 of the Act or pay an amount to the 
Low-Income Home Energy Assistance Program.  220 ILCS 5/8-104. 
27  “However, guaranteeing a specific revenue level from the Companies’ volumetric sales should be linked to the 
public policy goals of conservation and energy efficiency.”  ALJPO at 160. 
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are in fact fixed costs, and thus cannot be conserved.”  In re Northern Illinois Gas Company 

d/b/a Nicor Gas Company, ICC Docket No. 08-0363, at 98 (Order Mar. 25, 2009).  The 

Proposed Order errs in both rejecting decoupling as a permanent mechanism and recommending 

a rate design (Section X.C.2.a, infra) that limits recovery of fixed costs in fixed charges.    

Rider VBA should be approved on a permanent basis, as modified by the Utilities in 

response to Staff proposals.  The modifications should include those related to customer 

switching for S.C. No. 2 (see NS-PGL Init. Br. at 126-128).  Exception No. 16 should be 

adopted. 

This Exception No. 16 also requires a change to Findings Paragraph (21) and the fifth 

Ordering Paragraph. 

Alternative 1 

Although the record supports adopting Rider VBA on a permanent basis, the Proposed 

Order references the pending appeal of the rider’s legality.  ALJPO at 158.  Although the 

Utilities believe that the decoupling rider is lawful, the pending appeal represents uncertainty.  It 

would be reasonable for the Commission to remove this uncertainty and follow the approach it 

established for other gas utilities by directly addressing fixed cost recovery through fixed 

charges, rather than indirectly through a decoupling rider.  If the Commission declines to adopt 

Rider VBA on a permanent basis, then it should adopt SFV rate design or, at minimum, 80% 

fixed cost recovery through fixed charges, consistent with prior Commission decisions.   

As the Proposed Order correctly found (ALJPO at Findings Paragraph (21)), 100% of the 

Utilities’ costs are fixed.  If the Commission does not approve Rider VBA, then S.C. No. 1 

should be an SFV rate design with 100% fixed cost recovery in the customer charge or, at 

minimum, 80%.  SFV rate design is the most appropriate rate design to best align revenue 
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recovery with the Utilities’ fixed costs.  Grace Dir., NS Ex. 12.0 REV, 16:349-17:379; PGL 

Ex. 12.0 REV, 18:395-19:425.  For S.C. No. 2, the Utilities did not propose SFV rate design, so 

they instead propose that the Commission adopt the 80% recovery of fixed costs through fixed 

charges as was adopted for the Ameren gas utilities and for Nicor Gas. 28  In addition to 

removing the uncertainty associated with the appeal, this approach eliminates the added 

uncertainty that the Proposed Order’s recommended pilot and workshop process creates, as well 

as eliminating the costs, in time and resources, that workshops create.   

The Utilities note that Rider VBA would also be appropriate under the modified form of 

SFV that the Commission adopted for the Ameren gas utilities and Nicor Gas because an 80% 

fixed cost recovery rate would not recover all of the Utilities’ fixed costs.  Grace Reb., NS-PGL 

Ex. 28.0, 19:398-401.  It would be inappropriate for the Commission to eliminate Rider VBA 

and not adopt a true SFV rate design for S.C. No. 1, or, at least, the modified SFV it adopted for 

the Ameren gas utilities and Nicor Gas.  See Exception No. 19 (Alternative 1). 

If the Commission declines to make Rider VBA permanent, then it should adopt an SFV 

rate design for S.C. No. 1, with 100% recovery of fixed costs (or, at minimum, 80%) through the 

customer charge, and a modified form of SFV for S.C. No. 2, with 80% recovery of fixed costs 

through fixed charges. 

This Exception No. 16 (Alternative 1) also requires a change to Findings Paragraph (21) 

and the fifth Ordering Paragraph. 

                                                 
28  In re Central Illinois Light Co., Central Illinois Public Serv. Co. and Illinois Power Co., ICC Docket Nos. 07-
0588, 07-0589 and 07-0590 (Cons.), at 237 (Order, Sept. 24, 2008); In re Northern Illinois Gas Company d/b/a 
Nicor Gas Company, ICC Docket No. 08-0363, at 91 (Order March 25, 2009).  Staff witness Dr. David Brightwell 
refers to 80% recovery of fixed costs through fixed charges as an “SFV” rate design.  That is incorrect.  SFV rate 
design is 100% of fixed cost recovery through fixed charges.  Grace Reb., NS-PGL Ex. 28.0, 7:137-143. 
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X. RATE DESIGN 

X.C.1.a. North Shore Service Classification No. 2 

Exception No. 17 

The Proposed Order refers to Section X.C.2.6 of the Proposed Order and contends that 

the AG opposes the increase to the S.C. No. 2 customer charge and the “decrease in the first two 

block charges.”  ALJPO at 166.  The Proposed Order is incorrect.  First, Section X.C.2.6 solely 

addresses the S.C. No. 1 rate design.  Second, the AG did not offer a proposal for S.C. No. 2.  

Third, the AG did not oppose North Shore’s S.C. No. 2 rate design.  See AG Init. Br. at 66 

(includes nothing in this section); AG Rep. Br. at 34 (includes nothing in this section).  Only the 

Utilities and the Staff addressed North Shore’s S.C. No. 2 rate design, and the issue is 

uncontested.  The Commission should approve North Shore’s proposed S.C. No. 2 rate design, as 

recommended by the Staff.  Exception No. 17 should be adopted.  In the alternative, if the 

Commission declines to make Rider VBA permanent, then it should adopt a modified form of 

SFV for S.C. No. 2 (see Section VIII.B, supra).  

X.C.1c. Peoples Gas Service Classification No. 2 

Exception No. 18 

The Proposed Order refers to Section X.C.2.6 of the Proposed Order and contends that 

the AG opposes the increase to the S.C. No. 2 customer charge and the “decrease in the first two 

block charges.”  ALJPO at 167.  The Proposed Order is incorrect.  First, Section X.C.2.6 solely 

addresses the S.C. No. 1 rate design.  Second, the AG did not offer a proposal for S.C. No. 2.  

Third, the AG did not oppose Peoples Gas’ S.C. No. 2 rate design.  See AG Init. Br. at 66 

(includes nothing in this section); AG Rep. Br. at 34 (includes nothing in this section).  Only the 

Utilities and the Staff addressed Peoples Gas’ proposed S.C. No. 2 rate design, and the issue is 
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uncontested.  The Commission should approve Peoples Gas’ S.C. No. 2 rate design, as 

recommended by the Staff.  Exception No. 18 should be adopted.  In the alternative, if the 

Commission declines to make Rider VBA permanent, then it should adopt a modified form of 

SFV for S.C. No. 2 (see Section VIII.B, supra). 

X.C.2.a Service Classification No. 1 

Exception No. 19 

The Proposed Order adopts the AG’s rate design proposal.  The fundamental premise 

underlying the recommendation -- that the Utilities’ proposal would recover demand costs 

through the customer charge -- is wrong.  The AG’s rate design proposal is also flawed for other 

reasons.  The Utilities comprehensively refuted the inaccuracies in the AG’s arguments for its 

rate design, many of which inaccuracies are repeated in the Commission Analysis and 

Conclusions.  NS-PGL Rep. Br. at 80-82; also see NS-PGL Init. Br. at 131-133, 137-141. 

First, and most importantly, the Proposed Order inaccurately depicts the Utilities’ 

proposed treatment of demand costs by stating that “[t]he Companies have not convinced the 

Commission that [it] is appropriate to recover demand related costs through the monthly 

customer charge.”  ALJPO at 183.  The Proposed Order includes other similar, incorrect 

depictions of this nature; for example, the Proposed Order states on page 183 that “[h]owever, 

the Companies are not proposing to set rates to fairly recover demand related costs from the 

customers who cause them.  Instead, they propose to recover most of their demand-related costs 

on an equal amount per-customer basis through the customer charge.”  (emphasis in original)  

This fundamental error underlies the recommended S.C. No. 1 rate design.  The Utilities have 

not proposed to recover demand-related costs through the customer charge or on an equal 
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amount per customer basis.  Only for S.C. No. 1 transportation customers, and then only as to 

storage demand-related costs, are any demand costs recovered through fixed charges. 

The evidence is that:  “In the interest of rate design continuity, North Shore is proposing 

to recover all non-storage related demand costs through volumetric distribution rates rather than 

a fixed charge such as the customer charge.”  Grace Dir., NS Ex. 12.0 REV, 13:292-14:295.  

Identically, for Peoples Gas:  “In the interest of rate design continuity, Peoples Gas is proposing 

to recover all non-storage related demand costs through volumetric distribution rates rather than 

a fixed charge such as the customer charge.”  Grace Dir., PGL Ex. 12.0 REV, 16:339-341.  Rider 

SSC, Storage Service Charge, which the Proposed Order recommends approving (ALJPO at 

225), would recover storage-related demand costs from sales customers on a volumetric basis 

and from transportation customers on a per therm of subscribed storage basis.  In other words 

only for S.C. No. 1 transportation customers would the Utilities recover through a fixed charge 

any demand-related costs, and then only storage-related demand costs.  Staff supports such cost 

recovery.  Harden Dir., Staff Ex. 7.0, 8:165-13:263; Harden Reb., Staff Ex. 16.0, 3:55-57.  

Second, the Proposed Order incorrectly concludes that demand costs are not properly 

recoverable as fixed costs.  ALJPO at 183.  See NS-PGL Rep. Br. at 80-82.  As the Commission 

stated in the Utilities’ last rate case:  “[w]e find compelling Ms. Grace’s explanation that demand 

costs (also known as capacity costs) are fixed costs and not volumetrically based.”  Peoples 

2009, p. 225.  Nothing has changed.  Grace Reb., NS-PGL Ex. 28.0, 8:159-9:177. 

Third, the Proposed Order incorrectly concludes that placing fixed cost recovery in 

variable charges is proper to promote energy efficiency.  ALJPO at 184.  As the Commission 

observed in reviewing Nicor Gas’s decoupling proposal and its modified SFV proposal, “[t]he 

portion of fixed costs that are currently recovered through a volumetric charge are in fact fixed 
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costs, and thus cannot be conserved.”  In re Northern Illinois Gas Company d/b/a Nicor Gas 

Company, ICC Docket No. 08-0363, at 98 (Order Mar. 25, 2009). 

Finally, the Proposed Order improperly equates uncollectible expense account recovery 

in base rates with the recovery of gas cost-related uncollectible expense.  ALJPO at 184.  The 

Utilities’ recovery of Account No. 904, Uncollectible Accounts Expense, costs through the 

customer charge is consistent with cost causation and classification principles and recent 

Commission orders.  Account No. 904 costs are a function of customers’ unpaid bills, not the 

underlying components of those bills, i.e., whether they are fixed or variable charges, or the 

specific costs that may be recovered by those bills.  Hoffman-Malueg Reb., NS-PGL Ex. 29.0, 

6:131-133.  The Commission approved recovery of these costs on a per customer basis in the 

Utilities’ last rate cases and in the Utilities’ proceeding to approve an Uncollectible Accounts 

Expense rider and in comparable Ameren and Nicor Gas proceedings.29  Under proposed 

Rider UEA-GC, the Utilities are proposing to strip out gas cost related Account No. 904 costs 

and determine uncollectible expense factors that would be applied to gas charge amounts on 

customers’ bills.  This does not mean that collecting Account No. 904 costs on a per customer 

basis is improper.  It simply ties the uncollectible accounts expense factor to the applicable bill 

amount, i.e., Gas Charge revenues.  Grace Reb., NS-PGL Ex. 28.0, 10:205-11:229. 

The Commission should approve the Utilities’ S.C. No. 1 rate design proposals, which 

Staff supported.  The basic premise purportedly supporting the Proposed Order’s conclusion is 

wrong.  Other reasons offered by the Proposed Order are contrary to recent Commission policy 

and are not sound rate design.  Exception No. 19 should be adopted. 

                                                 
29  North Shore Gas Co., et al., ICC Docket Nos. 09-0419/09-0420 (Cons.) (Order Feb 2, 2010); Central Illinois 
Light Co. d/b/a AmerenCILCO, et al., ICC Docket No. 09-0399 (Order Feb. 2, 2010); Northern Illinois Gas Co. 
d/b/a Nicor Gas, ICC Docket No. 09-0428 (Order Feb 2, 2010). 
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Alternatively, in Section VIII.B, supra, the Utilities addressed the proper rate design 

should the Commission decline to approve Rider VBA on a permanent basis.  In that case, the 

Commission should adopt SFV rates for S.C. No. 1, namely 100% recovery of fixed costs 

(customer and demand classified costs) through the customer charge, or, at minimum, 80% fixed 

cost recovery. 

This Exception No. 19 also requires a change to Findings Paragraph (20). 

Exception No. 20 

The Proposed Order directs the Utilities, in their next rate cases, to propose bifurcating 

S.C. No. 1 into heating and non-heating rate classes.  ALJPO at 185.  This recommendation 

appears to be predicated on the same erroneous conclusion about the nature of and proper means 

of recovering demand costs that underlies the Proposed Order’s adoption of the AG’s rate 

design.  Also, the recommendation is based upon cost evidence that was presented for a test year 

that is six years prior to the test year in this proceeding.30  There is no record evidence showing 

that the cost differentials have remained the same or that it is still practical to implement 

different rates for heating and non-heating classes.  Accordingly, it should be rejected for those 

reasons.  Alternatively, if the Commission wishes to consider different service classes for small 

residential low usage and high usage customers, then it should not, in this case, prescribe a 

bifurcated heating/non-heating rate.  Instead, the Commission should more broadly require 

proposals to distinguish between low and high usage customers.  Such proposals could take the 

form of bifurcation but could also take the form, for example, of developing a demand rate for 

S.C. No. 1.  A less prescriptive order would and should allow the Utilities to make proposals that 

                                                 
30  The Utilities’ proposal in their 2007 rate case was based on an historical fiscal 2006 test year (October 1, 2005, 
through September 30, 2006).  Peoples 2007 at 7. 
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are better suited to the data available for their S.C. No. 1 customers.  Exception No. 20 should be 

adopted. 

This Exception No. 20 also requires a change to Findings Paragraph (23) and the seventh 

Ordering Paragraph. 

X.E. Bill Impacts 

Exception No. 21 

The Proposed Order concludes that the bill impacts resulting from the Utilities’ proposals 

are “unfair” and directs the Utilities “to maintain their customer charges at their present level 

consistent with our findings in Section X.C.2 a) (5) of the Order.”  ALJPO at 187.  This section 

is flawed for four reasons.  First, the only contested customer charge proposals were for S.C. 

No. 1.  The Proposed Order is not generally recommending that all customer charges remain at 

their present level, nor does any evidence support such a recommendation.  Second, as to S.C. 

No. 1, as shown in Section X.C.2.a, supra, the premise for the conclusion that the bill impacts is 

unfair is incorrect (i.e., the Utilities have not proposed to recover all demand costs through their 

customer charges).  Accordingly, even as to S.C. No. 1, finding that the bill impacts of the 

Utilities’ proposals are “unfair” is unsupported.  Third, the reference to “Section X.C.2 a) (5) of 

the Order” is an apparent error as that section does not include any findings about any customer 

charge.  Finally, consistent with Commission policy, it is important that the Utilities continue to 

increase fixed cost recovery through fixed charges, as encouraged by the Commission in Docket 

No. 95-0032 and recognized by the Commission in the Utilities’ last two rate cases (Docket Nos. 

07-0241/07-0242 (cons.) and 09-0166/09-0167 (cons.)).  Exception No. 21 should be adopted. 
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XI. TRANSPORTATION ISSUES 

XI.D2.  Transportation Storage - Issues 

 The Proposed Order rejects the Utilities’ proposed changes to effectuate unbundling of 

storage service from standby service.  ALJPO at 216.  The Utilities disagree with the Proposed 

Order’s conclusions for the reasons stated in their Initial and Reply Briefs.  NS-PGL Init. Br. at 

143-145, 149-157; NS-PGL Rep. Br. at 85-90.  The Proposed Order has the effect of retaining 

the current subsidization of the large volume transportation program at the expense of sales 

customers.  While the resulting rate design does not give all customers equitable access to the 

storage rights for which all pay, in the interest of narrowing the matters at issue and focusing on 

critical clarifications and proposals, the Utilities will except to only limited aspects of Section XI 

of the Proposed Order. 

Exception No. 22 

 The Proposed Order accepts Staff’s proposed “Critical Day withdrawal amount.”  ALJPO 

at 216.  It is not apparent how the Utilities should implement Mr. Sackett’s proposal or what 

purpose it would serve.  Mr. Sackett’s proposal is based on Nicor Gas’ transportation program.  

He testified that the Utilities should adopt a Critical Day withdrawal amount tied to the fall 

injection target.  Sackett Dir., Staff Ex. 9.0, 25:576-579.  Mr. Sackett explained that Nicor Gas 

calculates its critical day storage withdrawal factor by dividing the customer’s inventory on 

November 1 by 90% (which is apparently Nicor Gas’ fall inventory date and target).  Id. at 

26:593-594.  Under the Utilities’ existing fall inventory target, to which Staff proposed no 

change, if a customer does not meet the inventory target on the target date (November 30), the 
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customer must purchase the deficient quantity from the Utilities.31  NS Ex. 12.1 at 61; PGL 

Ex. 12.1 at 62.  Consequently, such a customer’s inventory divided by the target will always 

equal 1, and the exercise to develop a factor is pointless.  The Commission should reject the 

substitution of the Nicor Gas-style Critical Day Storage Withdrawal Factor for the Utilities’ 

existing withdrawal limits.  Exception No. 22 should be adopted. 

Exception No. 23 

 The Proposed Order adopted the definition of Operational Flow Order (“OFO”) (ALJPO 

at 185), but it did not address its applicability to the large volume transportation programs.  Staff 

stated that “[w]hile the Companies have not demonstrated that their system requires this [OFO] 

restriction, all major LDC in Illinois have both Critical Days and OFOs.”  Staff Rep. Br. at 96. 

 Like Critical Days, the tariff defines two types of OFO Days -- Shortage and Surplus.  

The Utilities had proposed, in detail, how OFO Days would affect storage injection and 

withdrawal rights.  See, e.g., NS Ex. 12.1 at 51, 99-100; PGL Ex. 12.1 at 52, 100-101.  However, 

they are choosing not to except to the Proposed Order’s rejection of the daily terms and 

conditions included in the unbundling proposal.  Nonetheless, the tariff should include terms 

defining how OFOs affect storage injection and withdrawal rights.  The Utilities propose that the 

existing terms for Critical Days apply to OFO Days, as modified by the Proposed Order’s 

changes to the service, notably the elimination of standby service.  Current Critical Day rights 

are a function of standby rights, so, in the absence of a customer purchasing standby service, 

those rights are accordingly diminished (just as occurs under the current tariffs for customers 

who choose to purchase no standby service).  OFO Day rights would be identical to the Critical 

                                                 
31  This oversimplifies what actually happens as the determination seldom occurs at an individual customer level but 
more likely at a pool or super pool level.  However, for illustrating the problem with the Proposed Order’s 
recommendation, this brief uses the example of a customer. 
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Day rights defined in current Rider SST that remain after the changes required by the Order, 

including the elimination of standby service.  Exception No. 23 should be adopted. 

Exception No. 24 

The Proposed Order approves giving customers an option to select storage independent of 

standby service.  ALJPO at 216.  The Proposed Order does not rule on the proposed process by 

which the Utilities would allow customers to subscribe for storage service.  Neither Staff nor any 

party opposed the proposal.  See, e.g., Sackett Dir., Staff Ex. 9.0, 5:77-78.  For clarity, the 

Commission should expressly approve the process described in the Utilities’ testimony.  

McKendry Dir., NS Ex. 15.0, 6:121-8:155; PGL Ex. 15.0, 6:121-8:155.  Exception No. 24 

should be adopted. 

Exception No. 25 

The Proposed Order approves giving customers an option to select storage independent of 

standby service, but it does not expressly approve the elimination of standby service from what is 

now Rider SST.  ALJPO at 216.  Neither Staff nor any party opposed eliminating Rider SST 

standby service32; it would remain available under Rider FST.  For clarity, the Commission 

should expressly approve the elimination of standby service from the unbundled tariff.  

Exception No. 25 should be adopted. 

XI.D.3.e Associated Rider Modifications - Transition Riders 

Exception No. 26 

The Proposed Order concludes that transition riders are unnecessary.  ALJPO at 226.  

The Utilities disagree.  NS-PGL Init. Br. at 158-159.  The suspension period ends January 14, 

2012.  The compliance filing will likely go into effect a few days after the Commission issues its 

                                                 
32  Sackett Reb., Staff Ex. 18.0, 3:40-41; Kawczynski Dir., CNE-Gas Ex. 1.0, 12:257-13:272.  
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Order, i.e., in the middle of the storage withdrawal season.  Even under the Proposed Order, 

there are two major changes to the large volume transportation program -- the elimination of 

standby service from Rider SST and the right for customers to select their bank levels -- and less 

consequential changes such as eliminating the distinction between Base Rate and Gas Charge 

storage days.  As a practical matter, the new tariff service cannot take effect immediately 

because customers currently have storage accounts determined in whole or in part by their 

standby service selections, and they will have no opportunity to select the preferred level of 

storage under the Proposed Order’s directive.   

The Utilities currently have an orderly annual process by which large volume 

transportation customers select their services for the upcoming program year.  The annual 

rollover process is based on a May 1 contract year.  McKendry Dir., NS Ex. 15.0, 7:138-140; 

PGL Ex. 15.0, 7:138-140.  To allow the Utilities and customers time to select preferred levels of 

storage and to adjust to the elimination of standby service in making those selections, the 

Commission should approve a transition period tied to May 1, 2012.  Accordingly, the various 

proposed transition riders, with any modifications required to implement the Commission’s 

Order, should be approved through April 30, 2012.   Exception No. 26 should be adopted. 

DERIVATIVE EXCEPTIONS 

III.A Revenue Requirement – North Shore 

Exception No. 27 

The ALJPO (on page 6), in the Commission Analysis and Conclusion section regarding 

North Shore’s base rate revenue requirement and rate increase, states: “The Commission 

approves a rate base revenue requirement of $78,259,000, representing a 2% increase totaling 

$1,532,000.” 
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The Utilities submit, based on their arguments in support of their revenue 

requirement-related Exceptions herein, their prior briefing, and the underlying evidentiary 

record, that North Shore proved, and the Commission, therefore, should approve, a North Shore 

base rate revenue requirement of $83,384,000, which reflects a North Shore base rate cost 

recovery shortfall (and, thus, a necessary rate increase) of $8,214,000, in accordance with the 

language proposed in their Exception No. 27.  E.g., Moy Surrebuttal (“Sur.”), NS-PGL Ex. 39.0 

Corr., 3:52-58; NS-PGL Ex. 39.1N at Sched. C-1, line 5; NS-PGL Init. Br. at 1-7, 9-122; NS-

PGL Rep. Br. at 1-71.33 

The Utilities also note that the ALJPO contains certain errors in the sense of incorrectly 

reflecting its recommended conclusions on this subject and mixing together base rate and Other 

Revenues figures: 

1. In the ALJPO’s above-quoted language, the term “rate base” should be “base 

rate”. 

2. In the ALJPO’s above-quoted language, the ALJPO identifies the approved base 

rate revenue requirement as $78,259,000, and the approved base rate revenue 

increase as $1,532,000.  However, those figures include the approved Other 

Revenues of $1,691,000, and the incorporated approved Other Revenues increase 

of $134,000, respectively.  The correct base rate revenue requirement and base 

rate increase figures are $76,568,000 and $1,398,000, respectively, taking the 

                                                 
33  Please note: The Utilities, in the interest of narrowing the issues, are not taking Exceptions as to the Omnibus 
Incentive Compensation Plan adjustments and the repairs revenues adjustments recommended by the Proposed 
Order, which affect the revenue requirements and approved operating expenses.  The Utilities, in the interests of 
narrowing the issues, also are not taking Exception as to a portion of the transportation administrative costs, which 
affects Other Revenues (not base rate revenues).  The figures for revenue requirements, operating expenses, and 
Other Revenues in this Brief and the associated proposed language in the NS-PGL Exceptions, have not been 
recalculated to reflect those items. 
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ALJPO’s recommendations as given.   See ALJPO, Appendix A, page 1, 

column (k) and lines 28-30. 

3. In ALJPO, Finding Paragraph (19), the base rate revenue requirement figure has 

an extra zero in it, and the paragraph also mixes together base rate and Other 

Revenues figures. 

Please note that Exception No. 27 also applies to the ALJPO’s Findings Paragraph (19) 

and to the corresponding portions of ALJPO Appendix A. 

III.B Revenue Requirement – Peoples Gas 

 Exception No. 28 

The ALJPO (on page 7), in the Commission Analysis and Conclusion section regarding 

Peoples Gas’ base rate revenue requirement and rate increase, states: “The Commission approves 

a rate base revenue requirement of $566,474,000, representing a 11.65% increase totaling 

$59,095,000.”  The Utilities submit, based on their arguments in support of their revenue 

requirement-related Exceptions herein, their prior briefing, and the underlying evidentiary 

record, that Peoples Gas proved, and the Commission, therefore, should approve, a Peoples Gas 

base rate revenue requirement of $601,055,000, which reflects a Peoples Gas base rate cost 

recovery shortfall (and, thus, a necessary rate increase) of $110,928,000, in accordance with the 

language proposed in their Exception No. 28.  E.g., Moy Sur., NS-PGL Ex. 39.0 Corr., 3:52-58; 

NS-PGL Ex. 39.1P Corr. at Sched. C-1, line 5; NS-PGL Init. Br. at 1-7, 9-122; NS-PGL Rep. Br. 

at 1-71. 

The Utilities also note that the ALJPO contains certain errors in the sense of incorrectly 

reflecting its recommended conclusions on this subject: 
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1. In the ALJPO’s above-quoted language, the term “rate base” should be “base 

rate”. 

2. In the ALJPO’s above-quoted language, the ALJPO identifies the approved base 

rate revenue requirement as $566,474,000, and the approved base rate revenue 

increase as $59,095,000.  However, those figures include the approved Other 

Revenues of $18,940,000, and the incorporated approved Other Revenues 

increase of $1,688,000, respectively.  The correct base rate revenue requirement 

and base rate increase figures are $547,534,000 and $57,407,000, respectively, 

taking the ALJPO’s recommendations as given.   See ALJPO, Appendix A, 

page 1, column (k) and lines 28-30. 

3. In ALJPO, Findings Paragraph (18), the paragraph also mixes together base rate 

and Other Revenues figures. 

Please note that Exception No. 28 also applies to the ALJPO’s Findings Paragraph (18) 

and to the corresponding portions of ALJPO Appendix B. 

IV.E Approved Rate Base  

Exception No. 29 

The ALJPO (on pages 42-43) sets forth recommended approved rate base figures of 

$194,252,000 and $1,442,164,000 for North Shore and Peoples Gas, respectively, and the high 

level components thereof. 

While not taking exception to conclusions in the proposed order regarding the Net 

Operating Loss (“NOL”), the Utilities do recommend that the calculation of the NOL as reflected 

in rate base be corrected.  The calculation in the ALJPO currently 1) does not reflect the proper 

average for the NOL (the average should be a simple average of the balance at December 31, 
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2011 and December 31, 2012); 2) shows the NOL as an addition to rate base when the NOL 

should be reflected as a reduction to rate base; and 3) North Shore’s calculation on Appendix A, 

page 16 of 16, lines 2 through 5 reflect numbers based on North Shore’s Rebuttal Exhibits and 

should reflect numbers based on North Shore’s Surrebuttal Exhibits. 

Further, the Utilities submit, based on their arguments in support of their rate base-related 

Exceptions herein, their prior briefing, and the underlying evidentiary record, that North Shore 

and Peoples Gas proved, and the Commission, therefore, should approve, a North Shore rate base 

of $192,562,000, and a Peoples Gas rate base of $1,472,853,000, in accordance with the 

language proposed in their Exception No. 29.  E.g., Hengtgen Sur., NS-PGL Ex. 40.0 Corr., 

15:287-291; NS-PGL Ex. 40.1N (Sched. B-1); NS-PGL Ex. 40.2N (Sched. B-2); NS-PGL 

Ex. 40.1P Corr. (Sched. B-1); NS-PGL Ex. 40.2P Corr. (Sched. B-2); NS-PGL Init. Br. at 6-7, 

13-42; NS-PGL Rep. Br. at 2, 5-22. 

Please note that Exception No. 29 also applies to the ALJPO’s Findings Paragraphs (7) 

and (8) (and, as part of net operating income computations, to Findings Paragraphs (11) and 

(12)), and to the corresponding portions of ALJPO Appendices A and B. 

V.G Total Operating Expenses 

Exception No. 30 

The ALJPO (at pages 99-100) sets forth sets forth recommended approved operating 

expense and income figures of $64,308,000 and $13,849,000 for North Shore, and of 

$471,002,000 and $95,472,000 for Peoples Gas, and the high level components of the expenses. 

The Utilities submit, based on their arguments in support of their operating 

expense-related Exceptions herein (and, with respect to net operating income, also their rate base 

and rate of return-related Exceptions herein), their prior briefing, and the underlying evidentiary 
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record, that North Shore and Peoples Gas proved, and the Commission, therefore, should 

approve, North Shore operating expenses and net operating income of $68,706,000 and 

$16,368,000, and Peoples Gas operating expenses and net operating income of $500,540,000 and 

$119,449,000, in accordance with the language proposed in their Exception No. 30.  E.g., 

NS-PGL Exs. 39.1N, 39.1P Corr.; NS-PGL Init. Br. at 42-83 (operating expenses); NS-PGL 

Rep. Br. at 23-53 (operating expenses). 

Please note that Exception No. 30 also applies to the ALJPO’s Findings Paragraphs (11) 

and (12) and the corresponding portions of ALJPO Appendices A and B. 

TECHNICAL EXCEPTIONS 

IV.C.1.a.2 Capital Additions Related to Accelerated Main Replacement – AMRP (PGL) 

Technical Exception No. 1 

On page 13 of the Proposed Order, “$123.4 million” should be “$124.3 million”. 

Technical Exception No. 2 

On page 14 of the Proposed Order. “2011 2012” should be “2012”. 

VIII.C  Rider ICR 

Technical Exception No. 3 

  The Proposed Order concludes that the Appellate Court decision finding that Rider ICR 

was improper single issue ratemaking precludes the Commission from considering the Utilities’ 

proposed changes to the rider.  ALJPO at 160.  The court has not yet remanded this matter to the 

Commission.  Moreover, the Commission and the Utilities each filed a Petition for Leave to 

Appeal with the Illinois Supreme Court, so a remand might not occur prior to the conclusion of 

this case.  Accordingly, Rider ICR remains in effect, and the Commission must address changes 

to Rider ICR as well as allow Rider ICR and references to it to remain in the tariff.  Depending 



 

83 
 

on how the Commission rules on the Utilities’ transportation proposals, Peoples Gas will need to 

modify Rider ICR to include accurate tariff references.  Technical Exception No. 3 should be 

adopted. 

X.C.1.b North Shore Service Classification No. 3 

Technical Exception No. 4 

 The Proposed Order appears to combine the subpart (b) issue (North Shore’s S.C. No. 3 

rate design) with what the briefing outline identified as subpart (c) (Peoples Gas’ use of the equal 

percentage of embedded cost methodology (“EPECM”) to allocate the revenue requirement 

between S.C. Nos. 1 and 2).  ALJPO at 166-167.  Although the Commission conclusion section 

states that “[t]he Commission adopts Staff’s recommendations on these issues,” it would be 

clearer if distinct Commission conclusion sections existed for each issue, i.e., North Shore’s S.C. 

No. 3 and Peoples Gas’ EPECM use.  The EPECM should be a separate subsection and the 

following subsections should be accordingly relabeled.  Technical Exception No. 4 should be 

adopted. 

X.D.1.d Rider 2 

Technical Exception No. 5 

 The Proposed Order approved the Utilities’ changes to Rider 2, finding that they are 

consistent with the Utilities’ unbundling proposal.  ALJPO at 186.  The Proposed Order rejects 

many aspects of the Utilities’ unbundling proposal, and the Utilities chose not to except to 

certain recommendations.  Accordingly, depending on how the Commission rules on the 

Utilities’ transportation proposals, the Utilities may need to modify Rider 2 to include accurate 

tariff references and not simply file the proposed version.  Technical Exception No. 5 should be 

adopted. 
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X.D.1.e Rider 9 

Technical Exception No. 6 

 The Proposed Order approved the Utilities’ changes to Rider 9, finding that they are 

consistent with the Utilities’ unbundling proposal.  ALJPO at 186.  The Proposed Order rejects 

many aspects of the Utilities’ unbundling proposal, and the Utilities chose not to except to 

certain recommendations.  Accordingly, depending on how the Commission rules on the 

Utilities’ transportation proposals, the Utilities may need to modify Rider 9 to include accurate 

tariff references and not simply file the proposed version.  Technical Exception No. 6 should be 

adopted. 

 

VI.F Weighted Average Cost of Capital 

Technical Exception No. 7 

 The Proposed Order (at 108) approved a cost of long term debt for Peoples Gas of 4.62%.  

In Section V.F of the Proposed Order, however, the chart calculating the rate of return for 

Peoples Gas mistakenly uses 4.57% as the cost for Peoples Gas’ long-term debt, which leads to 

an incorrect Rate of Return for Peoples Gas under the conclusions reached by the Proposed 

Order.  When corrected, the proper rate of return for Peoples Gas under the Proposed Order’s 

methodology should 6.65%, as shown in the chart below: 
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Approved Rates of Return 
  

Proportion  Cost   Weighted Cost 
 Short Term Debt   

2.60%  2.62%  0.07% 
 Long Term Debt   

48.40%  4.62%  2.24% 
 Preferred Stock   

0.00%  0.00%  0.00% 
 Common Stock   

49.00%  8.85%  4.34% 
 TOTAL   

100.00%    6.65% 
  

 Accordingly, even if the Utilities Exceptions to the Proposed Order’s cost of equity 

determinations are not accepted, the rate of return calculation for Peoples Gas should be 

corrected to reflect the Proposed Order’s determination of Peoples Gas’ cost of long term debt.  

This technical exception also requires a correction to Findings Paragraph 9.  
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CONCLUSION 

Therefore, North Shore Gas Company and The Peoples Gas Light and Coke Company, 

for all reasons set forth above and in their separate simultaneously filed North Shore Gas 

Company’s and The Peoples Gas Light and Coke Company’s Exceptions to the Proposed Order, 

appearing of record, or reflected in their Initial Brief filed on September 22, 2011, their draft 

proposed Administrative Law Judges’ Proposed Order filed on September 27, 2011, and their 

Reply Brief filed on October 6, 2011, respectfully request that the Commission adopt the 

Utilities’ Exceptions and enter findings and make conclusions on all uncontested and contested 

issues consistent with the Utilities’ positions taken in testimony and/or stated herein regarding 

the evidence in the record and the applicable law. 

Dated:  November 17, 2011 
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