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FROM: Terrance Hilliard, D. Ethan Kimbrel Administrative 
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SUBJECT:    North Shore Gas Company 
 

Proposed general increase in natural gas rates.(tariffs 
filed February 15, 2011) 

 
 Proposed general increase in natural gas rates.(tariffs 

filed February 15, 2011) 
 
RECOMMENDATION:   Enter the Order Approving Rate Increase. 
____________________________________________________________________ 
Introduction 

On February 15, 2011, North Shore Gas Company (“North Shore” or “NS”)  and 
Peoples Gas Light and Coke Company (“Peoples Gas” or “PGL” or “Peoples”) 
(collectively “the Companies” or the “Utilities”)  made tariff filings with the Illinois 
Commerce Commission (“Commission”), pursuant to Section 9-201 of the Public 
Utilities Act (the “Act”) seeking a proposed general increase in gas service rates, and 
revisions of other terms and conditions of service.   

On November, 3, 2011, the ALJs issued their Proposed Order.  The Parties filed 
Briefs on Exceptions on November 17, 2011 and Reply Briefs on Exceptions on 
November 30, 2011.  At the request of the Utilities, pursuant to the provisions of the Act 
and the Ill. Adm. Code, Oral Argument has been scheduled for December 13, 2011 at 
1:15 p.m. 

The Proposed Order makes findings and reaches conclusions based upon the 
evidentiary record.  After the ALJs’ Proposed Order issued, the Utilities were requested 
to supply typical bills that would result from the ALJs’ order. That information was filed 
under these dockets on November 17, 2011.  

The attached Post Exceptions Proposed Order (“PEPO”) has language changes, 
however, no real “substantive” changes have been made to the ALJs’ Proposed Order.  
This memo outlines findings and conclusions that the ALJs recommend the Commission 
adopt.  This memo follows the issue outline contained in the PEPO.   
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Test Year  
The Utilities each proposed calendar year 2012, the twelve months ending 

December 31, 2012, as their future test year. This was uncontested. 
Revenue Requirement 

In surrebuttal testimony North Shore sought an increase in base rates of 
$8,347,000.  Staff recommended an increase of $134,000.  The Order finds that the 
appropriate revenue requirement is $77,693,000, an increase of $966,000 or 1.26%.  

PGL in surrebuttal sought an increase of $112,610,000.  Staff recommended an 
increase of $47,801,000.  The Order finds that the appropriate revenue requirement is 
$558,893,000, an increase of $51,464,000 or 10.14%.   
Rate Base 

In its direct case, North Shore proposed a rate base of $186,897,000, including 
$422,385,000 of gross utility plant, less $180,540,000 of accumulated provision for 
depreciation and amortization and various other additions and subtractions.   

In its rebuttal case, North Shore proposed a rate base of $192,783,000, reflecting 
adjustments proposed by Staff and intervenors that the Utility agreed with or accepted 
in whole or in part and certain updates.   

In its surrrebuttal case, North Shore proposed a rate base of $192,562,000, 
reflecting adjustments proposed by Staff and intervenors that the Utility agreed with or 
accepted in whole or in part and certain updates.   

The Order finds that Utility rate base for North Shore should be $188,776,000, a 
reduction of $3,786,000, which is a 1.97% decrease from the Company’s surrebuttal 
rate base request.  The Order also finds that North Shore has a gross utility plant of 
$431,047,000 and a net plant of $252,327,000.   

In its direct case, Peoples Gas proposed a rate base of $1,415,543,000, 
including $2,844,667,000 of gross utility plant, less $1,182,971,000 for the depreciation 
reserve, and various other additions and subtractions.   

In its rebuttal case, Peoples Gas proposed a rate base of $1,452,914,000, 
reflecting adjustments proposed by Staff and intervenors that the utility accepted in 
whole or in part and certain updates.   

In its surrebuttal case, Peoples Gas proposed a rate base of $1,472,853,000, 
reflecting adjustments proposed by Staff and intervenors that the utility accepted in 
whole or in part, and certain updates.   

The Proposed Order finds that Peoples Gas’ rate base should be 
$1,373,540,000, a reduction of $99,313,000, which is a 6.74% decrease from its 
surrebuttal rate base request.  The Order further finds that Peoples Gas has a gross 
utility plant of $2,844,752 and a net plant of $1,691,809.   
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Operating Expenses 
North Shore’s direct case presented base rate operating expenses of 

$68,700,000.  NS Ex. 6.1.  Peoples Gas’ direct case presented base rate operating 
expenses of $512,602,000.   

North Shore in its surrebuttal testimony presented revised base rate operating 
expenses of $68,706,000, reflecting adjustments proposed by Staff and GCI with which 
the Utility agreed or accepted in whole or in part and certain updates.   

Peoples Gas in its surrebuttal testimony presented revised base rate operating 
expenses of $500,540,000, reflecting adjustments proposed by Staff and GCI with 
which the Utility agreed or accepted in whole or in part and certain updates.   

The Proposed Order finds that Utility total operating revenue, total operating 
expenses, and net operating income for North Shore should be $77,693,000; 
$64,328,000 and $13,365,000, respectively.   

The Proposed Order further finds that Peoples Gas’ total operating revenue, total 
operating expenses, and net operating income should be $558,843,000; $468,190,000 
and $90,653,000, respectively.   
Capital Structure  

The Proposed Order finds based on Staff’s recommendation that the capital 
structure for North Shore should be 3.9% short-term debt, 46.1% long-term debt and 
50.0% common equity as suggested by Staff.  The Proposed Order rejects the 
Companies’ proposed capital structure because Section 9-230 of the Act prohibits 
increased risk of cost of capital caused by an affiliation from being passed on to rate 
payers.  It further finds that the capital structure for Peoples Gas should be 2.6% short-
term debt, 48.4% long-term debt and 49.0% common equity.  The Companies contend 
that their capital structure should not contain short term debt although they use short 
term debt for several months every year to purchase gas and for other purposes.  Short 
term debt is included in the capital structure because the evidence establishes that the 
Companies use short term debt to purchase gas placed in storage, an asset that should 
be included in rate base.   
Rate of Return 

The Companies presented the analyses of Mr. Moul, who came to the conclusion 
that the proper cost of equity or return on equity (“ROE”) is 10.85%.  Mr. Moul used the 
DCF model, and CAPM analysis also.  He rejected the results generated by his models.  
Instead, he made subjective modifications to the results which produced higher 
numbers.  His modifications increased his recommendation for the required cost of 
equity by almost two percent.  He also employed a Risk Premium model that the 
Commission has not favored in past cases.  In the past, the Commission has 
consistently rejected the types of modifications upon which Mr. Moul’s conclusions 
depend.  The Companies’ arguments in support of Mr. Moul’s upward adjustments and 
their denigration of Staff’s analysis were not convincing. 

Commission Staff and GCI used the same DCF and CAPM analytic tools (and 
similar inputs) as Mr. Moul but reached substantially different conclusions.  Staff 
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checked its conclusion by using spot data from seven different dates that yielded similar 
results each time.  Staff recommended an ROE of 8.75% from averaging its CAPM and 
DCF results and making an adjustment for rider UEA.  GCI reached a similar DCF result 
and a lower CAPM number.  GCI recommended an ROE in a range from 7.09% to 
8.94%.  

Based upon Staff’s recommendation, the Proposed Order finds that the Utilities 
should be authorized to earn a return on common equity of 8.75% (Reflecting a ten 
basis point adjustment for Rider UEA recommended by Staff.)  The Proposed Order 
further finds that the Rate of Return on Rate Base should be 7.08% for North Shore and 
6.60% for Peoples Gas.   
Weather Normalization 

The Proposed Order accepts the Utilities’ proposal to use the average of the 
previous twelve years of weather data, ending in 2009.   
Riders 

EA and UEA-GC -To comply with a Commission-approved Stipulation in Docket 
Nos. 09-0419/09-0420 (cons.), in connection with the Uncollectible Expense Adjustment 
(“Rider UEA”) and Uncollectible Expense Adjustment-Gas Costs, the Utilities each 
proposed new Rider UEA-GC.  The Utilities also proposed changes to Rider UEA, 
Uncollectible Expense Adjustment, to effect a transition to Rider UEA-GC.  If the 
Commission approves the rider, amounts that would be recovered under the rider would 
need to be removed from the Utilities’ revenue requirements.   
 Staff recommends that, for Riders UEA and UEA-GC, the Commission order the 
Companies to switch from using the uncollectible amount set forth in Account 904 to 
using net write-offs in each tariff.  Using the net write-off method would ensure that the 
calculation of incremental uncollectible expenses recoverable through Rider UEA is 
based on actual accounts written-off and recovered, instead of estimated amounts.   

The Stipulation sets forth the amounts of the uncollectible amount included in 
utility rates through the Utility’s 2009 rate cases, but does not define the method for 
determining the amount of the uncollectible expense to include in utility rates in those or 
Post 2010 Rate Cases.  Therefore, using the net write-off method to determine 
uncollectible expenses does not conflict with the Stipulation and for the reasons stated 
above is the preferable method.   

The Proposed Order directs the Companies to use net write-off method to 
determine the uncollectible amount to be recovered in Rider UEA and for consistency, 
Rider UEA-GC. 
 VBA  The Proposed Order finds that Rider VBA is preferable to a straight fixed 
variable design (“SFV”) but that it should for the time being continue on a pilot basis 
because the forecasted market conditions and lost revenues suggested as the impetus 
for the Rider have not materialized.  The Proposed Order directs the parties to 
investigate linking Rider VBA to revenue losses to energy efficiency initiatives and to 
evaluate the Rider and its operations or any recovery issues remaining at the end of the 
pilot period.  The Proposed Order directs that Rider VBA shall continue on a pilot basis 
until the rates from the Utilities next rate case go into effect.   
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 ICR  The Proposed Order finds that the Commission is precluded from 
considering the revision of Rider ICR except to the extent necessary to conform it to the 
terms of this Proposed Order until the disposition by the Illinois Supreme Court of the 
Petitions for Leave to Appeal from the recent Appellate Court decision in People v. 
Madigan v. Illinois Commerce Comm’n., Case Nos. 1-10-0654, 1-10-0655, 1-10-0936, 
1-10-1790, 1-10-1846, and 1-10-1852 (slip op. of September 30, 2011).  
Rate Design 
 The Proposed Order rejects the Companies’ request for approval of a rate design 
that substantially increases the customer charge while lowering the per therm gas 
charge because this design disproportionately impacts low use customers and 
discourages conservation and energy efficiency.  The record shows that Peoples Gas’ 
non-heating customers constitute 15% of its customer base and supply 15% of its total 
customer charge revenue but use 1.5% of the gas consumed.   

The Proposed Order directs the Companies to implement a rate design that 
keeps the current level of customer charge and slightly increases the per therm charge 
to encourage conservation and to recover the revenue requirement.  The Proposed 
Order also directs the Companies to present a proposal in their next rate case to 
bifurcate the residential customer class into heating and non-heating subclasses or to 
propose some other means of differentiating low and high use customers to bring each 
group’s bills more into line with their respective costs of service.   
Transportation Issues 
 In the Final Order of the Companies’ last rate case, Docket Nos. 09-0166 & 0167 
(Cons.), the Commission required “the Utilities to work with Staff and all other interested 
stakeholders to develop reasonable proposals for unbundling storage service” and to 
“file any agreed upon proposals in their next rate cases.”  

The Companies have made five additional proposals in this case: (1) a stand-
alone storage banking service under which customers select the amount of storage 
capacity, (2) monthly inventory targets with monthly cashouts, (3) daily injection and 
withdrawal limits with daily cashouts, (4) daily tolerance around the daily ranges, and (5) 
elimination of the no-notice standby service. PGL Ex. 14.0, p. 18, NS Ex. 14.0, pp. 18-
19.  These proposals go far beyond the unbundling of Rider SST’s standby service.   

The Proposed Order rejects these additional proposals.   
Recommendation:   

We recommend that the Commission adopt the attached Order. 
 
 
TAH/DEK:fs 
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