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REQUEST NO. BAP 19.01: 

Referring to the Companies' response to DR BAP 15.01, please provide the following 
information with regard to subpart (c), which inclu'des the statements: 

.As such, Peoples Gas/North Shore will be mindful of the 
normalization rules, and the requirement to include the NOl in rate 
base. The company will propose an adjustment if the company 
believes it is appropriate and prudent to do so. 

a) A detailed explanation as to how and why the normalization rules require the 
Companies to include the NOl in rate base; 

b) A detailed explanation as to the rationale the Companies will u~e in their 
determination as to whether such treatment is appropriate and prudent to do so; 
and 

c) A detailed description and explanation of potential alternative treatments that the 
Companies might also be consider in its determination of what is appropriate and 
prudent in the remainder of this proceeding. 

RESPONSE: 

a: In general, deferred income taxes related to temporary differences generated by 
accelerated depreciation (including bonus depreciation) and depreciation computed using 
book lives and methods are required to be allowed in ratemaking. However, to the extent 
deferred tax accounting creates a reserve for deferred income taxes the reserve may be 
deducted from rate base. Under the normalization regulations, the reserve may not be 
able to be deducted from rate base if the utility has a net operating loss ("NOl") carry· 
forward. In today's post·FAS 109 world where deferred income tax assets are created if a 
company incurs an NOl, including that NOl deferred income tax asset in rate base serves 
to meet the requirement of lowering the other reserves for deferred income taxes, and 
therefore meets the normalization requirement. For a much more complete analysis of the 
normalization regulations and the effects of an NOl, please see the rebuttal testimony of 
John Stabile, NS·PGl Ex. 26.0, in Dockets 11-0280/11-0281 (cons.). 

b: The Companies will look at the latest estimates of taxable income for the consolidated 
group. For Peoples Gas and North Shore, amounts will be equal to the taxable income 
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C: The Companies believe that the process described in the response to subpart b of this 
data request is the only alternative given the consequences of a normalization violation, 
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