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APPLICATION FOR REHEARING 

OF NORTH SHORE GAS COMPANY AND THE 
PEOPLES GAS LIGHT AND COKE COMPANY 

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

Company (“Peoples Gas”) (together, “the Utilities”), under 220 ILCS 5/10-113(a), 83 Ill. Adm. 

Code § 200.880, and other applicable law, submit this Application for Rehearing (the 

“Application”) with respect to the Illinois Commerce Commission’s (the “Commission” or 

“ICC”) final Order dated January 10, 2012 (the “Order”) and issued on January 12, 2012. 

INTRODUCTION AND SUMMARY 

The Utilities seek rehearing on three contested decisions.  These decisions must be 

reheard not only because of their importance to the Utilities and their customers, but also because 

of the seriousness of the errors made in reaching them.  These decisions deny the Utilities the 

opportunity to recover significant portions of their prudent and reasonable costs of service and 

unnecessarily put the Utilities and their customers at increased risk.  While the Utilities 

respectfully disagree with the Order in other respects, these decisions stand out and should be 

corrected on rehearing.  The Utilities also seek clarification on the Order’s language regarding 
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two issues.  The Utilities do not believe that these clarifications require substantive revision of 

the Commission’s underlying decisions. 

Cash Working Capital.  While the Order properly recognizes that determinations of 

revenue lags and expense leads are questions of fact, the conclusion it reaches as to the treatment 

of pass-through taxes is at odds with the facts.  The evidence proves that there is a real lag 

between when the Utilities must remit certain tax payments and when they receive offsetting 

payments from their customers.  Recognizing this lag is not a question of policy, or of what the 

Commission has found the facts to be in other decisions on other records or for other utilities.  

The facts here are incontrovertible.  The Commission should correct this clear error on rehearing. 

Rate of Return.  The Order’s analysis and conclusions concerning the Utilities’ return on 

equity (“ROE”) demonstrates a careful effort to reconcile the various cost of equity models and 

other evidence to reach a conclusion that is cognizant of the Utilities’ need to maintain access to 

credit markets at reasonable cost, especially with Peoples Gas embarking on its planned 

Accelerated Main Replacement Program (“AMRP”) in the City of Chicago.  However, the same 

Order then sharply reduces the Utilities’ overall rates of return on rate base (“RORs”) by 

imputing artificial and unrealistically leveraged capital structures that contravene the 

Commission’s decisions in the Utilities’ recent rate cases. 

The Utilities have not changed their use of debt or, in any material respect, the amount of 

that debt relative to equity since 2007.  The Commission has twice found that capital structure 

reasonable, and used it for ratemaking without significant adjustment.  The Order turns its back 

on those decisions by not only artificially decreasing the Utilities’ equity but also adding in 

short-term debt that the evidence demonstrates is not used to finance long-term rate base assets.  

The Order’s artificial capital structures are not only unnecessary, but they are also based upon 
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erroneous data and flawed comparisons.  For example, Staff acknowledged that its debt-to-

capital ratio for the Utilities’ parent, Integrys Energy Group, Inc. (“Integrys”), data integral to 

Staff’s analysis of their comparative financial risk, was in error and exaggerated Integrys’ risk, 

but Staff never corrected its comparison.  Indeed, the artificial capital structures imply a level of 

financial risk that is higher than either the proxy group of gas utilities used to estimate the 

Utilities’ cost of equity or even Integrys.  The Commission should, on rehearing, return to using 

the Utilities’ real capital structures.  But, if it does not, then fairness dictates that the Utilities’ 

ROEs should be set higher to match the higher risk associated with the artificial capital 

structures.   

Non-executive Incentive Compensation.  Similarly, the Order’s conclusion to disallow 

costs for the Operations and Maintenance cost control metric in the Utilities’ Non-executive 

Incentive Compensation Plan disregards uncontradicted record evidence demonstrating how this 

metric will directly benefit customers by limiting or reducing expenses they otherwise would 

have to pay in a future rate case.  This decision also is inconsistent with a long line of 

Commission decisions and its past practice of allowing utilities to recover the costs for similar 

incentive compensation plans based on the same type of evidence, decisions which the Utilities 

expressly relied upon in designing this cost control metric.  On rehearing, the Commission 

should modify the Order to make it consistent with its past decisions and allow for the recovery 

of these expenses. 

Section II of this Application requests clarification of two instances in which the Order 

contains inconsistent directives to the Utilities.  They call for no fundamental revisions to the 

Order, nor for consideration of any new evidence.  They only seek clarification of portions of the 

Order.    
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ARGUMENT IN SUPPORT OF 
APPLICATION FOR REHEARING 

I. CERTAIN DECISIONS SHOULD BE REVISED ON REHEARING 

A. Cash Working Capital 

The Order’s ruling on the subject of the treatment of pass-through taxes in the calculation 

of the Utilities’ cash working capital requirements is reversible error.  The Commission should 

rehear this issue. 

In the Utilities’ 2009 rate cases, with regard to pass through taxes, the Commission found 

that the “evidence shows that the Utilities addressed the actual lags and leads for pass-through 

taxes in their study.”  North Shore Gas Co., et al., ICC Docket Nos. 09-0166/09-0167 (cons.) 

(Order Jan. 21, 2010) (“Peoples 2009”), p. 24.  The Commission added “[i]t appears Staff’s 

approach improperly ignores the time between when customers are billed for pass through taxes 

and when the pass through taxes are remitted to the Utilities.”  Id.   

In its Order in the instant proceeding, the Commission also confirms that the 

determination of revenue lags and expenses leads is “a factual question that rests on when a 

utility must make certain payments, such as taxes, and when it receives the cash from ratepayers 

to make payments.”  Order, p. 27 (emphasis added).  It also recognizes that “the terms upon 

which the Utilities remit taxes and charges have not changed since the 2009 rate case.”  Id. 

However, then disregarding the record evidence in the instant proceeding regarding the 

actual facts, the Commission adopted Staff’s methodology even though just as in the 2009 cases 

it “improperly ignores the time between when customers are billed for pass through taxes and 

when the pass through taxes are remitted to the Utilities.”  To support its decision, the 

Commission relies on three previous Orders of other Illinois utilities where the facts vary.  The 

Commission should reconsider its decision as it is not supported by substantial evidence, and it is 
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against the manifest weight of the evidence.  The Order also is contrary to the law establishing 

the taxes and agreements with the City of Chicago as well as arbitrary, capricious, and 

unreasonable. 

In adopting Staff’s analysis, the Commission errs for several reasons.  First, in a lead-lag 

study, the revenue lag measures the number of days from the date service was rendered by the 

Utilities until the date payment was received from customers and such funds become available to 

the Utilities.  Hengtgen Dir., NS Ex. 7.0, 19:407-409; Hengtgen Dir., PGL Ex. 7.0, 22:466-468.  

Pass-through taxes and energy assistance charges are included on the monthly bills, and 

payments are received for these amounts at the same time as all other cash from its customers, 

therefore the lag for the collection of pass-through taxes and energy assistance charges is 

identical to the revenue lag.  Hengtgen Dir., NS Ex. 7.0, 22:469-473; Hengtgen Dir., PGL 

Ex. 7.0, 25:529–533.  Staff produced no evidence to rebut those facts.  In fact, Staff agreed that 

the terms upon which the Utilities remit taxes and charges have not changed since the 2009 rate 

cases.  At the evidentiary hearing, Staff witness Mr. Kahle testified: 

Q. Now, did the facts surrounding the Utility's [sic] payment of the 
pass-through taxes in 2009 change between when the Commission entered 
its order and when the Utilities filed its rate case? 
A. I'm not aware of any substantial changes. 
Q. Are you -- you said not any substantial, are you aware of any 
changes or...? 
A. Well, some of the calculations have changed; but... 
Q. But the terms upon which the Utility has to remit pass-through 
taxes has not changed since the last rate case? 
A. Correct. 

Kahle Transcript (“Tr.”) 8/30/11, 271:12-272-2.  Further, Staff’s claim that the Utilities process 

pass-through taxes in the same manner as the utilities in Nicor 2008, Ameren Illinois 2009, and 
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ComEd 20101 (Kahle Reb., Staff Ex. 10.0 Corr., 10:202-203) is also unsupported in light of 

Staff’s evidentiary hearing testimony.  At the hearing, with regard to the basis for that 

suggestion, Mr. Kahle testified as follows: 

Q. All right. Can you refer to Page 10 of your rebuttal testimony, 
Lines 202 to 203. 
A. Okay. 
Q.  … There you state, The Company's process -- the Company's 
process of [sic] pass-through taxes is in the same manner as the Utilities 
represented in those other recent dockets. Did I read that correctly? 
A. Yes. 
Q. And by "those other recent dockets," do you mean the Nicor 2008, 
which we just discussed, the Ameren Illinois 2009 order, and the ComEd 
2010 order? 
A. Yes. 
Q. Now, Nicor -- if you know, Nicor is a gas utility; is that correct? 
A. That's correct. 
Q. And their service territory doesn't overlap either Peoples Gas or 
North Shore's, does it? 
A. Not to my knowledge. 
Q. Ameren is a combined electric and gas utility; is that correct? 
A. Yes, that's correct. 
Q. And, again, their service territory doesn't overlap the Utility's [sic] 
service territory, does it? 
A. Not that I'm aware of. 
Q. And ComEd as is an electric utility, but its service territory does 
overlap the Utility's [sic] service territory; would you agree? 
A. Yes. 
Q. Now, did you compare each of the local laws and municipal 
agreements that Nicor, Ameren and ComEd are subject to and compare 
them to the laws and agreements that the Utilities are subject to? 
A. No, I did not. 

Kahle Tr. 8/30/11, 272:19-274:10.  As Utilities’ witness Mr. Hengtgen explained, electric 

utilities have some different types of taxes imposed on them or their customers, which have 

different requirements than the taxes at issue in this proceeding.  Further, each of these utilities 

                                                 
1 Northern Ill. Gas. Co., ICC Docket No. 08-0363 (Order March 26, 2009 (“Nicor 2008”); Ameren Illinois, 

ICC Docket Nos. 09-0306/0307/0311 (cons.) (Order April 29, 2010) (“Ameren 2009”); and Commonwealth Edison 
Co., ICC Docket No. 10-0467 (Order May 24, 2010) (“ComEd 2010”). 
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operates in different parts of the State indicating that there are different municipal utility taxes 

imposed on them or their customers.  Finally, not all utilities remit these types of taxes on the 

same basis.  For example, unlike other utilities, Peoples Gas and North Shore remit these taxes 

based on estimated collections pursuant to an agreement that Peoples Gas has with the City of 

Chicago.  Hengtgen Sur., NS-PGL Ex. 40.0 Corr., 10:181-11:195.  Thus, the facts differ by 

utility, and Staff’s analysis does not account for this variance. 

Second, Staff’s argument that because cash received from customers for pass-through 

taxes is not a payment for utility service and not recorded as revenue, there should be no revenue 

lag, should be rejected as without merit and contrary to the laws creating the taxes.  

Mr. Hengtgen explained in his rebuttal testimony the types of pass-through taxes and energy 

assistance charges and that these taxes and charges were taxes or charges imposed by law on 

either the Utilities or the customers and were either collected through a separate charge 

prescribed by law or described within the statute as a charge for utility service.  Hengtgen Reb., 

NS-PGL Ex. 23.0 Corr., 17:352-18:379; 305 ILCS 20/13(e) (“The Energy Assistance Charges 

assessed by electric and gas public utilities shall be considered a charge for public utility 

service.”)  See also 20 ILCS 687/6-5(b) (“The Renewable Energy Resources and Coal 

Technology Development Assistance Charge assessed by electric and gas public utilities shall be 

considered a charge for public utility service.”). 

Further, the Utilities stated that the pass-through taxes are not recorded as revenue or 

expense but they do create timing issues in the collection and payment of the taxes.2  Hengtgen 

Dir., NS Ex. 7.0, 21:454-457; Hengtgen Dir., PGL Ex. 7.0, 24:513-516; Hengtgen Reb., NS-PGL 

                                                 
2 This further demonstrates that Staff’s position is flawed.  Staff argues that revenue lag should be set to 

zero for pass through taxes because these taxes are not recorded as revenue.  Consistent thinking would require that 
because pass through taxes are not recorded as expense, they cannot have an expense lead either.   
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Ex. 23.0 Corr., 19:404-20:425.  That is because the Utilities bill customers for the pass-through 

taxes in their normal billing process, and the customers do not pay the bills immediately to the 

Utilities when they receive their bills.  Thus, the Utilities appropriately calculated the lead times 

based on the timing of cash flows in and cash flows out.  Id., 20:418-419.  In Peoples 2009, the 

Commission acknowledged that “If shareholders make a payment because the money has not yet 

been received from ratepayers, then this amount is appropriately contained in the calculation of 

cash working capital.”  Peoples 2009, p. 24.  Staff does not disagree (Kahle Tr. 8/30/11, 269:19-

270:8), and the Commission reaffirms this point in its Order (p. 27).  In adopting Staff’s analysis, 

the Commission incorrectly concludes that the Utilities collect and hold most of the pass through 

taxes and energy assistance charges for an extremely long period of time before remitting them 

to the appropriate taxing jurisdiction, which is simply not correct under the record evidence.  

Furthermore, under Staff’s proposal, the Utilities would not be in compliance with the 

appropriate statutes and ordinances governing the payment of the pass-through taxes and energy 

assistance charges.  Hengtgen Reb., NS-PGL Ex. 23.0 Corr., 20:421-425. 

As the Commission stated, for a lead lag study, revenue lags and expenses leads are a 

factual determination on when a utility must make certain payments and when it received cash 

from ratepayers to make payments.  “It is to be expected that each utility’s lead-lag study will 

show different results and, thus, the decision in Nicor 2008 is not controlling.”  Peoples 2009 at 

24.  Similarly, for the same reason, Ameren 2009 and ComEd 2010 are not controlling.  

However, in this proceeding, setting aside the record, the Commission has applied a one-size fits 

all standard to the facts by stating “[t]he Commission notes that this same type of analysis was 

proposed by Staff and adopted by the Commission in [Nicor 2008, Ameren 2009 and ComEd 

2010], and the Commission sees no reason to deviate from that analysis here.”  Order, p. 27.  On 
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appeal, the Commission’s findings must be reversed if they are unlawful, not supported by 

substantial evidence, contrary to the manifest weight of the evidence, arbitrary, capricious, or 

unreasonable.  See Citizens Util. Bd. v. Illinois Commerce Comm’n, 291 Ill. App. 3d 300, 304, 

683 N.E.2d 938, 943 (1st Dist. 1997).  Similarly, “[t]he action of an administrative agency is 

arbitrary and capricious if the agency … offers an explanation for its decision which runs counter 

to the evidence before the agency, or which is so implausible that it could not be ascribed to a 

difference in view or the product of agency expertise.” Central Ill. Public Service Co. v. Illinois 

Commerce Comm’n, 268 Ill. App. 3d 471, 480, 644 N.E.2d 817, 824 (4th Dist. 1994) (citing 

Greer v. Ill. Housing Devel. Auth., 122 Ill. 2d 462, 505-506, 524 N.E.2d 561, 580-581 (1988))  

Thus, simply applying Staff’s claims without considering the record evidence (including Staff’s 

own hearing testimony) is reversible error.    

The Utilities respectfully request that the Commission reconsider its decision regarding 

the treatment of pass though taxes.  While Staff’s methodology might have been appropriate in 

some other utilities’ rate cases, it does not reflect the Utilities’ facts here.  The Commission’s 

Order with regard to the treatment of pass through taxes is unlawful, not supported by substantial 

evidence, is against the manifest weight of the evidence, and is arbitrary, capricious, and 

unreasonable. 

B. The Imputed Capital Structures Adopted In The Order 
Are Not Supported By Substantial Evidence 

The financial markets remain in turmoil some three years after the financial crisis of 

2008.  Indeed, during the pendency of this action, we witnessed the stock markets again erupt 

with volatility.  During the week of August 8, 2011, “the Standard & Poor’s 500 fell 6.66% on 

Monday, rose 4.74% on Tuesday, fell 4.42% on Wednesday, rose 4.63% on Thursday, and added 

another 0.53% on Friday.”  McNally Reb., Staff Ex. 14.0, p. 10 n. 21.  The measure of stock 
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market volatility remains higher today than it was before the 2008 financial crisis.  Moul Reb., 

NS-PGL Ex. 19.0 REV, 9:176-184.  In this uncertain environment, public utilities like Peoples 

Gas and North Shore must be prepared to access the credit markets at all times in order to fulfill 

their obligation to serve. 

Peoples Gas is also embarking on its AMRP, with over $2 billion in planned investment 

in critical infrastructure in the City of Chicago over the next 20 years.  As a result of the court’s 

decision in People ex rel. Lisa Madigan v. Illinois Commerce Comm’n, ___ Ill. App. 3d ____, 

958 N.E.2d 405 (1st Dist. 2011), app. denied, ___ Ill. 2d ___, ___ N.E.2d ___ (Jan. 25, 2012), 

Peoples Gas will not have the support of Rider ICR in this endeavor.  Under the present 

circumstances, Peoples Gas is committed to the AMRP at least through 2012.  Going forward, 

Peoples Gas must determine whether its continued pursuit of the AMRP is in the interests of both 

its shareholders and its customers.  That determination will depend in large part on the returns on 

investment allowed in this and future rate cases. 

In order to maintain their ready access to the capital markets and to support Peoples Gas’ 

continued pursuit of the AMRP at a reasonable cost, the Utilities seek RORs that (1) reflect their 

capital requirements, (2) recognize the realities of the financial markets in which they compete 

for capital, (3) compensate them for their actual costs of capital, (4) support strong credit ratings, 

and (5) maintain reasonable capital costs for their customers.  Although the Utilities commend 

the Commission for moderating the outlier positions of Staff and Government and Consumer 

Intervenors (“GCI”) with respect to ROEs, the Order adopts the misguided and methodologically 

flawed hypothetical capital structures proposed by Staff and recommended in the Proposed 

Order.  The results are sharply reduced RORs, weakened capital structures, and increased 

financial risk: 
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Peoples Gas Ratemaking Financial Parameters 
 

Parameter Before After % Change 

Equity Ratio 56.0% 49.0% (12.5%) 

Return on Equity 10.23% 9.45% (7.6%) 

Return on Rate Base 8.05% 6.94% (13.8%) 

 
North Shore Ratemaking Financial Parameters 

 
Parameter 

 
Before After % Change 

Equity Ratio 
 

56.0% 50.0% (10.7%) 

Return on Equity 
 

10.33% 9.45% (8.5%) 

Return on Rate Base 
 

8.19% 7.43% (9.3%) 

 
By sharply reducing their returns on investment, the Order significantly diminishes the 

Utilities’ financial incentive to make investments over and above the minimum required to meet 

the Utilities’ obligation to serve, including Peoples Gas’ AMRP.  The Utilities must compete for 

capital in national and even international financial markets.  As members of a multi-state energy 

holding company, the Utilities must also compete for capital with their affiliates. 

The Utilities seek rehearing on the Commission’s adoption of the imputed hypothetical 

capital structures recommended by the Proposed Order.  The Order unnecessarily increases the 

leverage and risk in the Utilities’ capital structures by decreasing the amount of equity and 

increasing the amount of debt, including short-term debt.  The Commission’s imputation of 

artificial capital structures in these cases is contrary to decisions the Commission made on 

precisely the same points in the Utilities’ last two rate cases even though the Utilities have not 

changed the way they use capital since.  The Utilities’ proposed capital structure – 56% equity, 
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44% long-term debt – remains as reasonable and protective of customers as it did in the Utilities’ 

2007 and 2009 rate cases. 

1. Substantial evidence does not support the imputation of capital 
 structures that imply greater financial risk than the 
 Gas Group or Integrys. 
 

In the Utilities’ first rate cases after becoming Integrys companies, Staff recommended, 

and the Commission authorized for ratemaking purposes, the Utilities’ actual capital structure: 

56% equity, 44% long-term debt.  North Shore Gas Co., et al. ICC Docket Nos. 07-0241/07-

0242 (cons.) (Order Feb. 5, 2008) (“Peoples 2007”), p. 73.  In Peoples 2009 (pp. 91-93), Staff 

again did not contest a 56% equity ratio for each Utility and the Commission re-authorized the 

56% equity, 44% long-term debt capital structure for each one. 

Just two years later, in these cases, Staff for the first time contested the Utilities’ equity 

ratios and urged dilution of the Utilities’ capital structures to approximately 50% equity, 50% 

debt (including short-term debt) based on the assertion that the Utilities’ existing and proposed 

capital structures reflected increased risk due to their affiliation with Integrys and its non-

regulated subsidiaries.  Such capital structures, Staff argued, could not be the basis for rates by 

virtue of Section 9-230 of the Act.  With one minor exception involving a retired long-term debt 

issuance of Peoples Gas, the Proposed Order adopted Staff’s position on capital structure and the 

Order in turn accepted the Proposed Order recommendation.  At the authorized rate base (Order, 

p. 44), the Order increases the leverage in Peoples Gas’ capital structure by $95 million and by 

$11 million for North Shore.  With increased leverage comes increased risk, yet the 9.45% ROE 

authorized for each Utility does not reflect that increased risk. 
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a. Staff did not prove that the Utilities’ existing and proposed  
 capital structures reflect increased risks or costs of capital  
 from their affiliation with Integrys. 

The Utilities manage their capital structures to be consistent with their authorized capital 

structures.  Gast Sur., NS-PGL Ex. 35.0, 7:147 – 8:152.  The Utilities’ actual 2010 year-end 

capital structures, as well as their average capital structures over the past several years, are 

approximately the same as that proposed in these rate cases: 56% equity, 44% long-term debt.  

Gast Dir., PGL Ex. 2.0, 7:116-124; Gast Dir., NS Ex. 2.0, 7:117 – 8:125.  Nonetheless, Staff 

urged, the Proposed Order recommended, and the Order imputed artificial capital structures for 

the Utilities’ rates in 2012, structures with less equity, more debt and more risk. 

Normally, the Commission imputes capital structures only in exceptional cases.  

“[I]mputing a hypothetical capital structure 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 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 (Order Jan. 20, 1988), p. *16.  See also Nicor 2008, Order on 

Rehearing, Oct. 7, 2009, p. 12.   

Additional caution is required where, as here, the Commission has ruled previously on 

the precise issue at hand.  “[N]o matter how much discretion the Commission is afforded under 

the Act, its decisions are entitled to less deference when it drastically departs from past practice.  

Commonwealth Edison [Co. v. Illinois Commerce Comm’n], 180 Ill App. 3d [899,] 908, 129 Ill. 

Dec. 674, 536 N.E.2d 724[, 730 (1st Dist. 1988)]”.  Business and Professional People for the 

Public Interest et al. v. The Illinois Commerce Comm’n, 136 Ill.2d 192, 228, 555 N.E.2d 693, 

709 (1989).  See also Citizens Utility Board v. Illinois Commerce Comm’n, 166 Ill. 2d 111, 132, 
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651 N.E.2d 1089, 1099-1100 (1995) (“CUB v. ICC”) (no deference accorded ICC departure from 

a “longstanding precedent” without substantial evidence in the record to support its decision).3 

“With Commission deference and discretion also comes a responsibility to provide as 

much regulatory certainty as possible.  Such certainty is a benefit to utilities and customers alike 

in that, ‘[a]ll parties should agree that Commission action brings certainty to a situation and 

settles expectations.  This is another way of saying that unless there are clear and distinguishable 

reasons for deciding a case differently, the Commission will follow in line with precedent.’”  

Nicor 2008, p. 13 (emphasis in original; quoting Peoples 2007, p. 16). 

The capital structures imputed in these cases are based on the unproven allegation that the 

Utilities’ longstanding capital structures “reflect the increased risk of [their] affiliated parent 

corporation, Integrys, in violation of Section 9-230 of the PUA.”  Order, p. 103.  Staff’s 

allegation is based on a misapplication of the financial risk matrix that Standard & Poor’s 

(“S&P”) uses to set its credit ratings.  As S&P makes clear, its financial risk matrix is but one 

component of its rating process and its focus is on current and forecasted financial performance.  

Gast Sur., NS-PGL Ex. 35.0, 7:139-146; NS-PGL Ex. 35.2.  By contrast, Staff used the S&P 

financial risk matrix by itself as a formula to define hypothetical “standalone” financial risk 

levels and credit ratings for the Utilities, and compared the Utilities to Integrys based entirely on 

historical data with no consideration of current or forecast data.  See Kight-Garlisch Dir., Staff 

Ex. 4.0; 5:92 (Table 1).  In connection with estimating the Utilities’ cost of equity, Staff 

characterized analyses that rely on historical information as “arbitrary,” and “subjective,” and 

                                                 
3 To be clear, the Utilities do not argue that the Commission’s decisions are res judicata.  They are not.  

E.g., Commonwealth Edison Co. v. Illinois Commerce Comm’n, 405 Ill. App. 3d 389, 407-408, 937 N.E.2d 685, 705 
(2d Dist. 2010). 
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argued that such analyses “reflect information that the market [namely, analysts like S&P] no 

longer considers relevant.  Staff Init. Br., p. 71.  Staff cannot have it both ways. 

Moreover, Staff’s comparison of the Utilities and Integrys was based on erroneous and 

inflated debt-to-capital ratios for Integrys, making Integrys appear more risky than it really was.  

In direct testimony, Staff represented Integrys’ 2010 debt-to-capital ratio to be 54.18% and its 

2008-2010 average ratio to be 55.68%.  Kight-Garlisch Dir., Staff Ex. 4.0; 5:92 (Table 1).  In 

rebuttal, Staff acknowledged that its ratios for Integrys were wrong because they excluded 

goodwill contrary to S&P practice.  Kight-Garlisch Reb., Staff Ex. 13.0C, 4:58-64.  The 

corrected ratios were significantly lower: Integrys’ 2010 debt-to-capital ratio was actually 

47.77% (over 600 basis points lower) and its 2008-2010 average ratio was actually 48.34% (over 

700 basis points lower).  Staff Ex. 13.0C, Schedule 13.4.  Yet Staff never corrected its Section 9-

230 comparison of the Utilities to Integrys. 

Therefore, the fundamental premise of Staff’s imputed equity ratio – that the Utilities’ 

current and proposed equity ratio is impacted negatively by their affiliation with Integrys – is 

unproven on the record before the Commission.  Section 9-230 of the Act cannot be the basis for 

imputing hypothetical capital structures in these rate cases. 

b. The Order’s imputed capital structures are based on an  
 irrelevant and unfair comparison of the Utilities to the Gas  
 Group. 

 
The Order’s imputed hypothetical capital structures are fatally flawed because they are 

based on a comparison that is irrelevant to Section 9-230.  Staff compared the Utilities, not to 

Integrys but to the Gas Group, the group of publicly-traded gas utilities that the parties used to 

estimate the Utilities’ cost of equity.  Even if Staff had proven that the Utilities’ capital structures 
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were impacted adversely by their affiliation with Integrys, Staff’s comparison of the Utilities 

with the Gas Group did not correct for any risk difference between the Utilities and Integrys.   

In addition to being irrelevant, Staff’s comparison of the Utilities to the Gas Group was 

unfair.  The deck was stacked against the Utilities because Staff compared their ideal financial 

performance in the future – assuming full recovery of their 2012 revenue requirements – to the 

Gas Group’s historical financial performance.  No utility operates under such optimal conditions, 

where it is prospectively assured full recovery of its revenue requirement.  Moreover, Staff made 

no showing that the Gas Group’s historical financial performance is representative of its future 

performance.  To the contrary, the Gas Group’s average forecasted equity ratio without short-

term debt is 58%, which is higher than the Utilities’ current and proposed equity ratio without 

short-term debt of 56%.  Moul Dir., NS Ex. 3.0 REV, 10:202-205.  By contrast, Staff’s analysis 

uses the Gas Group’s average historical equity ratio including short-term debt of only 50%.  

Kight-Garlisch Dir., Staff Ex. 4.0, 5:92 (Table).   

Not surprisingly, under this apples-to-oranges comparison the Utilities appeared to have 

less risk than the Gas Group.  This results-driven comparison was Staff’s basis for increasing the 

leverage and risk in the Utilities’ capital structures.  However, because the comparison was 

apples-to-oranges, it did not provide an accurate portrayal of the Utilities’ financial risk, which is 

actually similar to that of the Gas Group. 

Staff also misinterpreted the results of its financial risk analysis.  Staff characterized the 

Gas Group’s financial risk according to the S&P matrix as “Significant” based on averages of the 

group’s credit metrics.  Kight-Garlisch Dir., Staff Ex. 4.0, 5:92 (Table).  Staff’s characterization 

of the Gas Group is inconsistent with S&P’s own evaluation.  S&P characterizes five of the eight 

Gas Group companies as having “Intermediate” financial risk, with only three as having 
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“Significant” financial risk.  Gast Sur., NS-PGL Ex. 35.0, 6:130-133.  Staff’s characterization of 

the Utilities as “Significant” in risk is also inconsistent with their proposed debt-to-capital ratio 

of 44%, which is well in line with their current “Intermediate” financial risk level.  Gast Sur., 

NS-PGL Ex. 35.0, 7:135-138.  Properly characterized, the Utilities and the Gas Group share 

“Intermediate” financial risk and no adjustment is required to the Utilities’ capital structures. 

Finally, Staff’s imputed capital structures for ratemaking purposes imply a level of 

financial risk that is higher than the Utilities’ actual financial risk, or for that matter that of the 

Gas Group or Integrys.  At the Staff revenue requirement, the Utilities’ financial risk for 

ratemaking purposes is “Aggressive,” compared to the Gas Group’s “Intermediate” rating and 

Integrys’ “Significant” level.  Gast Reb., NS-PGL Ex. 18.0, 6:116-117 (Table).  Staff’s 

hypothetical capital structures imply an issuer credit rating for the Utilities of BBB, one notch 

below their actual credit ratings at the time of the hearing of BBB+.  Id., 6:118-122.4  In short, 

Staff’s hypothetical financial risk analysis and the resulting credit ratings bear no relation to 

reality. 

The record does not support the Order’s conclusion that the Utilities’ current and 

proposed equity ratio of 56% is affected by their affiliation with Integrys.  The record also 

demonstrates that an equity ratio of 56% is consistent with the overall financial risk and 

forecasted equity ratios of the Gas Group.  However, in the spirit of compromise, the Utilities 

offered as an alternative the Staff imputed capital structures without the short-term debt 

component.  The resulting imputed structures would be 51.6% equity, 48.4% long-term debt for 

Peoples Gas and 53.9% equity and 46.1% long-term debt for North Shore.  The Utilities’ 

                                                 
4 On January 24, 2012, S&P upgraded the credit ratings of Peoples Gas, North Shore and their corporate 

parent Integrys from BBB+ to A-.  The release from S&P announcing this change can be found at:  
http://www.standardandpoors.com/prot/ratings/articles/en/us/?articleType=HTML&assetID=1245327734246. 
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compromise alternative capital structures would be more consistent with the record in this case 

and move their equity ratios very close to Integrys’ equity ratio of 52%. 

  2. The Utilities’ capital structures should not include short-term 
   debt. 

In addition to reducing the amount of the equity, the Order adopts Staff’s 

recommendation to include short-term debt in the Utilities’ capital structures.  The reason – that 

the Utilities have “a consistent annual pattern of using short term debt to finance seasonal cash 

needs, particularly for purchased gas costs and short-term construction work in process” (Order 

at 103) – is precisely the same reason that the Commission excluded short-term debt from the 

Utilities’ capital structures in their last rate cases.  Peoples 2009, pp. 90-93.  The Order’s 

opposite conclusion on the very same facts is at best troublesome.  Some history is in order. 

In the Utilities’ last rate cases before they became Integrys companies, the Commission 

authorized capital structures that excluded short-term debt.  The Peoples Gas Light and Coke 

Co., ICC Docket No. 95-0032, 1995 Ill. PUC LEXIS 732 (Order Nov. 8, 1995); North Shore Gas 

Co., ICC Docket No. 95-0031, 1995 Ill. PUC LEXIS 731 (Order Nov. 8, 1995). 

In Nicor’s 2004 rate case, Staff made precisely the same argument it made in these cases, 

that capital is fungible and therefore short-term debt must fund rate base, and the Commission 

rejected the Staff position.  Northern Illinois Gas Co. d/b/a Nicor Gas Co., ICC Docket No. 04-

0779 (Order, Sept. 20, 2005) (“Nicor 2004”), p. 62.  The Commission began its analysis by 

inquiring whether there had been any material changes in the utility’s use of short-term debt 

since its last rate case.  Id., p. 72.  Finding none, the Commission characterized Nicor’s use of 

short-term debt as “respond[ing] to daily and seasonal cash flow requirements, including gas 

costs, with revenues and other available sources of funds.”  Id.   



 

 19

The Commission also rejected Staff’s argument, repeated in these cases, that because 

short-term debt intermittently funds gas-in-storage, it funds a component of rate base and 

therefore must be included in the utility’s capital structure.  “The key determination on whether 

short-term debt is included or excluded from the capital structure,” the Commission ruled, “is the 

purpose of the short-term debt.  If the utility sufficiently demonstrates that its short-term debt is 

not being utilized to finance long-term rate base assets, then the Commission can properly 

exclude it from the utility’s capital structure.”  Id., p. 71 (second emphasis added).  Thus, under 

Commission precedent, the fact that a rate base asset may be funded by short-term debt alone is 

not dispositive; short-term debt must be a source of financing for long-term rate base assets 

(otherwise known as “permanent” assets) in order to be included in the utility’s capital structure. 

In accord with Nicor 2004, the Utilities in their 2007 rate cases proposed capital 

structures without short-term debt.  Neither Staff nor GCI objected.  In fact, Staff supported the 

56% equity, 44% long-term debt structures and the Commission approved them.  Peoples 2007, 

p. 73. 

In Nicor 2008, Order on Rehearing, Oct. 7, 2009 (pp. 11-14), the Commission included in 

the utility’s capital structure short-term debt associated with cash working capital, which the 

utility had included in rate base.  The utility argued that this was wrong because Peoples Gas and 

North Shore also included cash working capital in rate base in their 2007 rate cases and the 

Commission excluded short-term debt from their capital structures with Staff’s support in 

Peoples 2007.  Id., p. 7.  The distinguishing factor between Nicor 2008 and Peoples 2007 

appears to be that the utility in Nicor 2008 forecasted short-term debt balances in nine months of 

the test year.  Id., p. 3.  On rehearing, the Commission reduced the amount of short-term debt in 

the utility’s capital structure to avoid over-capitalizing the utility.  Id., p. 13. 
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In the Utilities’ 2009 rate cases, the Utilities again proposed a capital structure without 

short-term debt.  The Utilities demonstrated that “they issue short-term debt only temporarily to 

manage short-term cash flows at certain times of the year, typically at year-end when high winter 

revenues have not been collected and seasonal cash requirements are at their highest, and in the 

late summer months when revenues are at their lowest.”  Peoples 2009, p. 90.  They were also 

forecast to have no short-term debt balance for most of the test year.  Id. 

Staff accepted the Utilities’ proposed capital structures of 56% equity and 44% long-term 

debt, but requested a ruling on its position that if a utility’s rate base exceeds its long-term 

capital, it must be using short-term debt to finance rate base.  GCI also argued, as Staff does in 

these cases, that because capital is fungible some amount of short-term debt must fund 

permanent rate base.  Id., p. 92. 

The Commission rejected both arguments and approved the Utilities’ actual and proposed 

capital structures.  In particular, the Commission did not accept “as a foregone conclusion” 

Staff’s “notion that if a utility’s rate base exceeds its long-term capital, it is using short-term debt 

to finance rate base.”  Id., p. 93.  “Just as significant,” the Commission found, was the fact that 

the Commission approved the same capital structure proposed by the Utilities and the record 

showed “no difference between how the Utilities use short term debt today and how they used it 

at that time.”  Id. 

Contrary to the Commission’s consistent decisions since 1995 authorizing capital 

structures for the Utilities that did not include short-term debt, Staff yet again urged in these rate 

for the Commission to include short-term debt in the Utilities’ capital structure.  Staff alleged no 
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differences in how the Utilities use short-term debt or proposed to use it in the test year, nor is 

there any.5   

The Utilities use short-term debt no differently than they did in their last two rate cases.  

“The Utilities continue to use short-term debt only to finance their temporary, seasonal cash 

requirements.  The Utilities finance their permanent assets exclusively with permanent capital 

consisting of long-term debt and common equity.  There is no difference between how the 

Utilities use short-term debt today and how they used it in their two preceding rate cases.”  Gast 

Reb., NS-PGL Ex. 18.0, 12:225-229.  Staff does not and cannot dispute these facts. 

The Order (p. 112) concludes that the use of short-term debt to fund the purchase of gas 

in storage, which is included in rate base, “whether permanent or not,” means that short-term 

debt must be included in the capital structure.  That conclusion is directly contrary to Nicor 2004 

and the Utilities’ last two rate orders.  The Utilities do not use short-term debt as a source of 

capital for long-term or permanent assets.  Rather, they use short-term debt intermittently during 

the year and do not carry short-term debt balances during other parts of the year.  Indeed, 

Peoples Gas does not expect to have any short-term debt outstanding from March 2012 through 

August 2012.  Staff. Ex. 4.2P-Corrected.  North Shore expects to have a short-term debt balance 

in only four months of 2012 (September-December).  Staff Ex. 4.2N-Corrected.  Consistent with 

the Commission’s precedents, the Utilities have demonstrated that short-term debt should not be 

included in their capital structures.  E.g., Nicor 2004, p. 71. 

                                                 
5 Staff’s sole basis is a statement taken out of context from a data request response that the Utilities “fund 

the difference between rate base and ‘permanent capital’ with short-term debt.”  Staff Init. Br., p. 61.  As the 
Utilities explained, Staff failed to acknowledge that this statement referred to a particular point in time 
(December 31, 2012) and “does not reflect the longer term view provided in the remainder of the response that the 
Utilities are funding differences between rate base and permanent capital with cash.”  Gast Sur., NS-PGL Ex. 35.0, 
4:68-71 (emphasis added).  Regardless, there have been no changes in how the Utilities use short-term debt since 
their last rate cases. 
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If, as the Order states, short-term debt must be included in the capital structure to the 

extent that it is used to fund the acquisition of assets, however intermittently, then it would 

follow that any utility that issues any short-term debt must include short-term debt in its capital 

structure.  It would also follow that a utility relies on a Commission order at the utility’s peril 

and that the factual grounds on which the Commission ruled one way in one order could be the 

very same factual grounds on which the Commission may rule precisely the opposite in its next 

order.  Surely the Commission’s decision-making is not so arbitrary or capricious. 

3. If the Commission denies rehearing as to the Utilities’ capital 
 structures, then their ROEs should be increased by 23 basis points  
 to reflect the additional financial risk. 

 
As Staff concedes, “investors require higher returns to accept greater exposure to risk.”  

Staff Init. Br., p. 87.  As shown above, the Order imputed hypothetical capital structures that 

incorporated Staff’s misguided and methodologically flawed position on the Utilities’ equity 

ratios and use of short-term debt.  Those hypothetical capital structures increase, at least for 

ratemaking purposes, the Utilities’ financial risk to levels higher than the Gas Group or Integrys 

and this heightened risk is not reflected in the resulting rates.  If the Commission does not correct 

the capital structures as discussed in this Application, then the Utilities’ ROEs for ratemaking 

purposes must be increased to compensate them for the increased risk otherwise reflected in their 

rates. 

In the Utilities’ last two rate cases, the Commission adopted Staff’s “financial risk 

adjustment” to the mathematical model estimates of market cost of equity.  This adjustment 

compared the Utilities’ “standalone” financial risk and hypothetical credit ratings that would 

result from Staff’s revenue requirement to the Gas Group’s financial risk and actual credit 

ratings.  Here, the Order’s adoption of Staff’s capital structures implies, at least for ratemaking 
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purposes, a significant increase in the Utilities’ financial risk and a downgrade of the Utilities’ 

issuer credit ratings to BBB.  Applying Staff’s financial risk adjustment in these cases reveals 

that the Utilities’ ROEs should be adjusted upward by 23 basis points.  Gast Reb., NS-PGL Ex. 

18.0, 6:123 – 7:131.  Staff did not take issue with this adjustment in testimony or in its briefs. 

Accordingly, if the Commission does not modify the Utilities’ capital structures in 

accordance with this Application, it should increase their ROEs to 9.68%, inclusive of the 10 

basis point Rider UEA adjustment. 

C. Incentive Compensation – Cost Control Metric 

 The Order’s disallowance of operating expenses and rate base related to the Operations 

and Maintenance (“O&M”) cost control metric in the Utilities’ Non-executive Incentive 

Compensation Plan (“Non-executive Plan”) (Order at 57) is contrary to the evidence and 

inconsistent with the standards this Commission has long established in numerous decisions for 

the recovery of such costs.  The Commission should correct this error on rehearing and allow for 

the recovery of these costs.6 

 It is a well-accepted principle that while Commission decisions are not res judicata, 

parties are entitled to rely on the Commission’s rulings and decisions unless and until they are 

lawfully changed.  When departing from its prior decisions, the Commission has stated that it 

must articulate a reasoned basis for that departure.  Illinois Commerce Commission v. Northern 

Illinois Gas Co., ICC Docket No. 05-0106 (Order July 25, 2006) at 16 (“ICC v. Nicor”).  Indeed, 

                                                 
6 The operating expense and rate base disallowed by this decision (from schedules referred to on pages 3 

and 7 of Appendixes A and B to the Order) are as follows: 

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 
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the Supreme Court of Illinois has ruled that when a Commission decision drastically departs 

from past practices, it is entitled to less deference, and that such departures from past practices 

should be based on a reasoned basis and substantial evidence.  CUB v. ICC, 166 Ill. 2d at 132, 

651 N.E.2d at 1099-1100. 

 With respect to recovery of incentive compensation expenses, the Commission’s practice 

over the past decade has been to allow the recovery of expenses related to incentive 

compensation metrics that are designed to control or lower O&M costs.  In doing so, the 

Commission has acknowledged the fact that everything else being equal, customers will benefit 

from a utility’s O&M costs being controlled or lowered, because such costs are recoverable in 

future rate cases.  The rate case decisions of the Commission are replete with examples of this 

principle.  In fact, in addressing the incentive compensation plans of Peoples Gas and North 

Shore that were at issue in their 2007 rate cases, the Commission, citing its prior decisions, 

authorized the Utilities to recover the costs for the portion of those plans that were “based on 

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

2007, pp. 66-67. 

 Likewise, 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.”  In re Commonwealth Edison Co., ICC 

Docket No. 05-0597 (Order July 26, 2006) (“ComEd 2005”), pp. 95-96.  Significantly, the 

Commission went on to conclude 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.”  Id.  The 
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Commission reached similar conclusions in ComEd’s 2007 rate case and other cases.7  In 

ComEd’s most recent rate case decision, the Commission again approved 100% recovery of an 

incentive compensation plan based, in part, on an O&M expense metric to 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). 

 In designing their Non-executive Plan at issue in this case, the Utilities expressly relied 

upon this long-standing practice and these decisions of the Commission.  Taking heed of the 

Commission’s rulings and directives, the Utilities designed their Non-executive Plan so that it 

would provide benefits to customers by encouraging the achievement of operational goals 

focused on, among other things, reducing costs such as O&M expenses.  Cleary Dir., NS Ex. 9.0, 

8:158 – 9:187; Cleary Dir., PGL Ex. 9.0, 8:158 – 9:187.  In the Non-executive Plan, the O&M 

cost control metric requires that before any payout under that metric occurs, the Utilities must 

keep their O&M costs at or below a target O&M cost level (the level of O&M costs in the 2012 

test year set in this rate case).8  Cleary Dir., NS Ex. 9.0, 4:94 – 5:106; Cleary Dir., PGL Ex. 9.0, 

                                                 
7  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. 

8 The use of a “budgeted” level as the target for an O&M cost control metric is proper.  As demonstrated in 
the Commission decisions cited and discussed in the Utilities’ Brief on Exceptions (at pp. 47-48), the Commission 
previously has allowed recovery of costs for incentive compensation metrics based on such budgeted target levels.  
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4:94 – 5:106.  As Utilities witness Ms. Cleary testified, if the Utilities meet or beat the O&M 

expense target level in the Non-executive Plan, it would 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.  This evidence and reasoning is precisely the same as relied upon by the 

Commission in its approval of recovery for the costs of similar incentive plan metrics in Peoples 

2007 and ComEd 2005 as discussed above. 

 In light of this evidence and these past decisions of the Commission, the abrupt denial of 

recovery for the costs of the Non-executive Plan’s O&M cost control metric in the Order is the 

type of departure from past Commission decisions warned against in ICC v. Nicor and CUB v. 

ICC.  The Order’s conclusion that the expenses for the Non-executive Plan’s O&M cost control 

metric are not recoverable is inconsistent with the Commission’s previous rulings that have 

allowed recovery for such costs in substantially similar situations.  Moreover, the Order’s 

conclusion on this point fails to articulate a reasonable basis for this departure from the 

Commission’s past practice with respect to such metrics, or to cite any particular evidence relied 

upon to reach such a disparate result.  While the Order (at 57) states that the Utilities failed to 

establish a sufficient showing of ratepayer benefit, the above-referenced testimony from Utilities 

witness Ms. Cleary was uncontradicted and establishes exactly the type of record upon which the 

Commission has allowed recovery of such costs in its past decisions. 

                                                                                                                                                             
Moreover the budgeted level at issue here is 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.  
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 Accordingly, the Commission should modify its Order on rehearing to allow the recovery 

of the costs related to the O&M cost control metric in the Utilities’ Non-executive Plan as it did 

for the plans at issue in its Peoples 2007 and ComEd 2005 decisions.9 

II. Technical Corrections 

A. Rider VBA 

The Utilities request that the Commission clarify the Order’s ruling on the customer 

switching language of Rider VBA.  One portion of the Commission’s Analysis and Conclusion 

expressly rejects the Utilities’ tariff language addressing potential customer switching between 

certain service classifications (“S.C.”), but the next paragraph approves the Utilities’ proposal.  

Order, p. 164.  The Utilities’ compliance filing, conservatively, excluded the customer switching 

language, but they fully supported the proposal.  Grace Reb., NS-PGL Ex. 28.0, 21:444 – 

23:503; Grace Sur., NS-PGL Ex. 45.0, 23:473 – 25:531. 

The Order states that it “approves the tariff changes as set forth in NS-PGL Ex. 45.5 and 

NS-PGL Ex. 45.6 except for those which provide consideration for customer switching between 

S.C. 2, S.C. 3 and S.C. 4.”  Order, p. 164 (emphasis added).  In the following paragraph, the 

Order, referring to the Utilities’ customer switching proposal, states that “[a]s preventing such 

over- or underrecovery [of the approved revenue requirements] is the essential attribute of 

decoupling, the Commission supports taking reasonable steps to avoid that result, and the 

Companies proposal is reasonable is hereby approved.”  (sic) Id. (emphasis added) 

                                                 
9 While not addressed in the Order’s conclusion on the Non-executive Plan, if the Commission is concerned 

about the inclusion of non-Illinois affiliates in the determination of performance under the O&M cost control metric, 
the disallowance should be limited only to that portion of the costs related to those non-Illinois affiliates – 44% for 
Peoples Gas and 46% for North Shore – as outlined in detail in the Utilities’ Initial Brief (at pp. 56-57). 
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The Utilities interpret the Order as intending to adopt the Companies’ proposal.  

However, as they filed their tariffs without this language, the Commission should clarify this 

matter on rehearing. 

B. Service Classification Rate Design – Service Classification No. 1 

The Utilities request clarification of inconsistent language between Finding (23) and the 

related Ordering Paragraph, adopting a narrowly drawn requirement for a rate design proposal 

that the Utilities must make in their next rate cases, and the Commission Analysis and 

Conclusion, adopting a more comprehensive approach. 

The seventh Ordering Paragraph states, in relevant part, that “North Shore and Peoples 

Gas shall … address bifurcation of the residential class into heating and non-heating 

classification[s] in their next rate cases.”  Order, p. 238; also see Finding (23).  The Commission 

Analysis and Conclusion directs the Utilities “to present an [embedded cost of service study] to 

distinguish between low use and high use S.C. No. 1 customers.  Such proposals may include, 

without limitation, a rate design including a demand charge or bifurcation of the S.C. 1 class into 

heating and non-heating classes or some other rate structure that better reflects customer class 

homogeneity to bring each group’s bills more into line with their respective costs of service.”  

Id., p. 189. 

The Utilities interpret Finding (23) and the seventh Ordering Paragraph to require the 

Utilities to comply with the direction set forth in the Commission Analysis and Conclusion, 

which contemplates different rate designs for addressing low usage and high usage residential 

customer class differences.  If this interpretation is incorrect, then the Commission should clarify 

this matter on rehearing. 
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WHEREFORE, North Shore Gas Company and The Peoples Gas Light and Coke 

Company respectfully submit this Application for Rehearing and request that the Commission 

enter appropriate relief. 

Dated: February 10, 2012 
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