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PROPOSED ORDER 

 
I. INTRODUCTION 
 

A. Procedural History 
 
On December 28, 2012, Mt. Carmel Public Utility Company (“MCPU” or “Mt. 

Carmel” or the “Company”) filed revised tariff sheets (“Filed Rate Schedule Sheets”) 
seeking a general increase for gas service and an electric rate design revision, to be 
effective on February 11, 2013.  On December 28, 2012, MCPU made a filing in the 
nature of a Part 285 Filing, 83 Ill Admin Code Part 285, although MCPU is not subject to 
the Part 285 filing requirements due to the small size of the Company’s operations. Part 
285.120(d) provides that the standard information requirements are not applicable to 
sewer, water, gas or electric utilities providing service to fewer than 35,000 customers.  
Included in this filing was the direct testimony of Mr. Dan Long, MCPU Ex. 1.0, which 
referenced MCPU Exhibits 2.0 through 7.0, as well as Schedules A through E.  No 
Deficiency Letter was issued under Section 285.145.  

 
For electric operations, the Company proposes to keep the rates and relative 

revenue levels that currently exist and as a result is requesting no increase in electric 
base rates. The Company proposes to consolidate its current bundled electric rates with 
its current electric delivery service rates.  The Company requested revenue increase for 
gas operations of $591,741 without add-on taxes.  Mt. Carmel proposed an original cost 
rate base for gas operations of $3,263,509, and a proposed rate of return on rate base 
of 7.1753%.  This proposal yields an increase to gas net operating income of $362,508.   

 
On January 24, 2013, the Illinois Commerce Commission ("Commission") issued 

a Suspension Order which suspended the MCPU Filed Rate Schedule Sheets for the 
Commission to “enter upon a hearing concerning the propriety of the proposed general 
increase in electric and natural gas rates.”  On February 19, 2013, the Administrative 
Law Judge (“ALJ”) held a status hearing at which a schedule was set for the parties to 
file testimony.   

 
 An evidentiary hearing was held on July 16, 2013 at the offices of the 
Commission in Springfield, Illinois.  Appearances at the hearing were entered on behalf 
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of MCPU and Staff.  MCPU presented the testimony of Dan E. Long, a partner with SPI 
Energy Group.  Commission Staff (“Staff”) presented the testimony of Scott Tolsdorf, an 
Accountant in the Accounting Department, Burma C. Jones, also an Accountant in the 
Accounting Department, Sheena Kight-Garlisch, a Senior Financial Analyst in the 
Finance Department, and Alicia Allen a Rate Analyst in the Rates Department, all of the 
Financial Analysis Division. 
 

The record was marked “Heard and Taken” on August 14, 2013.  Initial and 
Reply Briefs were filed by MCPU and Staff.  A Proposed Order was served on the 
parties.   
 

B. Nature of Operations 
 
 Mt. Carmel is engaged in the business of providing electric and gas service to the 
public in the State of Illinois.  MCPU is a regulated combination electric and gas utility 
with operations located primarily in Wabash County, Illinois.  MCPU provides electric 
service at retail rates to over 5,500 customers, and provides gas service at retail rates 
to over 3,600 customers.   
 

C. Test Year 
 
The Company proposed a historical test year for the twelve months ending 

December 31, 2011.   
 

D. Applicable Law 
 
Section 9-101 of the Illinois Public Utilities Act (220 ILCS 5/1-101 et seq.) (the 

“Act” or the “PUA”) requires that “[a]ll rates or other charges made, demanded or 
received by any product or commodity furnished or to be furnished or for any service 
rendered or to be rendered shall be just and reasonable.”  Conversely, “[e]very unjust or 
unreasonable charge” or rate are “prohibited and declared unlawful.”  Ratepayers are 
also not required to pay for costs unless those costs can be shown to “directly benefit 
them or the services” which the utility renders.  Illinois Bell Tel. Co. v. Illinois Commerce 
Comm., 55 Ill. 2d 461, 482 - 483 (1973).  Section 9-201 (c) of the Act provides in part 
that the “burden of proof to establish the justness and reasonableness of the proposed 
rates or other charges . . . shall be on the utility.” 

 
II. RATE BASE 
 
 There were no contested issues between the Company and Staff on rate base.  
Staff proposes adjustments to working capital expense, building allocation, general 
plant maintenance expense, accumulated depreciation, and unamortized rate case 
Eexpense, all of which were accepted by MCPU.  The adjustments resulted in an 
electric rate base of $16,102,914.  The adjustments resulted in a gas rate base of 
$2,987,289.  Staff witnesses Scott Tolsdorf and Burma Jones proposed the adjustments 
to rate base, as detailed below. 
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A. Working Capital Adjustment 

 
 Staff proposes an adjustment working capital to use the formula method.  Staff 
asserts that calculating working capital using the formula method is consistent with the 
Company’s most recent rate case proceeding, Mt. Carmel Public Utility Proposed 
general increase in electric and natural gas rates, Docket No. 07-0357 (March 12, 
2008).  Staff witness Tolsdorf states that the formula method is derived from 1/8 (45/365 
days) of the test year operating expenses reduced by expenses that do not require cash 
working capital, such as depreciation expense and uncollectible expense.  He explains 
that the total working capital requirement is determined by adding material and supplies 
inventories (less the associated accounts payable) to the cash working capital 
requirement.  The Company does not contest this approach and states that it will adopt 
the formula method to calculate its working capital in its next rate request.  
   

B. Law Office Adjustment 
 
 The Company and Staff agree that MCPU should remove costs associated with 
office space rented to a private law office from rate base.  Mr. Tolsdorf proposes an 
adjustment to change the methodology for removing the costs.  His adjustment removes 
the law office portion of the general office building from the electric plant in service.  The 
Company does not object to this adjustment.   
 

C. Allocation of Office Building to Gas 
 
 The Company and Staff agree that MCPU should allocate a portion of the 
general office building to the gas function.  The methodology discussed above to 
remove the private law office from rate base, removes it from electric plant in service 
before the general office building is allocated to gas operations.  Staff's adjustment 
reflects the resultant simpler and more transparent allocation of the general office 
building.  MCPU does not object to this adjustment.   
 

D. Unamortized Rate Case Expense 
 
 Staff witness Jones proposed adjustments to remove unamortized rate case 
expense from the Company’s electric and gas rate bases.  Ms. Jones asserts that this 
treatment of unamortized rate case expense requires shareholders to bear the capital 
costs associated with improving their investment through increased rates.  Ms. Jones 
explains that this ensures a fair and equitable allocation of rate case costs between 
shareholders and ratepayers, who she explains bear the average annual rate case 
costs in base rates.  Ms. Jones also states that this treatment provides an incentive for 
the Company to keep its rate case expenses to a minimum.  Ms. Jones states that the 
methodology of disallowing the recovery of the unamortized balance of rate case 
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expense in rate base is a customary practice of the Commission and was followed in 
the Company's most recent rate proceeding.  The Company does not contest this 
adjustment. 
 

E. Commission Conclusion 
 

The Commission adopts the electric and gas rate bases recommended by Staff 
and not contested by Mt. Carmel.  The electric utility rate base for the Company is 
$16,102,914.  The development of the overall electric utility rate base adopted for 
purposes of this proceeding is shown in Appendix A to this Order.  The gas utility rate 
base for Mt. Carmel is $2,987,289.  The development of the overall gas utility rate base 
adopted for purposes of this proceeding is shown in Appendix B to this Order. 

 
III. OPERATING REVENUES AND EXPENSES 
 

A. Operating Income 
 
 Staff recommends two derivative adjustments to operating income which MCPU 
does not contest.  First, Mr. Tolsdorf proposes an adjustment to reflect the impact of his 
proposal to adjustment electric rate base by removing the space rented to a private law 
office from the Company’s electric rate base.  Second, Mr. Tolsdorf’s proposal to 
allocate a portion of the general office building to the gas function has a derivative 
impact on the Company’s depreciation expense for both the gas and electric functions.  
The Company does not contest these adjustments.   
 

B. Operating Expenses 
 

1. FAC and PGA Costs and Revenues 
 
 Staff witness Jones made an adjustment to remove the costs and corresponding 
revenues recoverable under the Fuel Adjustment Clause ("FAC") and Purchased Gas 
Adjustment ("PGA") costs and revenues from the test year.  Ms. Jones asserts that 
these costs and revenues are not recovered through base rates and should be excluded 
from the respective revenue requirement.  The adjustments have no effect on operating 
income.  The Company does not contest this adjustment. 
 

2. Industry Association Dues 
 
 Staff proposes an adjustment to reduce industry association dues by removing 
the portion of dues related to lobbying efforts.  Ms. Jones states she removed the 
percentage of membership dues identified as being for lobbying activities on the 
invoices.  She relies upon Section 9-224 of the Act, which states: 
 

The Commission shall not consider as an expense of any public utility 
company, for the purpose of determining any rate or charge, any amount 
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expended for political activity or lobbying as defined in the “Lobbyist 
Registration Act.   

 
MCPU does not object. 
   

3. Lobbying Expense 
 
 Staff also relies upon Section 9-224 of the Act for its proposal to reduce test year 
operating expense for lobbyist registration fees and for a portion of the salary and 
benefits of a MCPU employee who is registered as a lobbyist for the Company.  Ms. 
Jones asserts that the amount deducted for salary and benefits represents the value of 
the employee's work time spent on lobbying related activities.  MCPU states that it does 
not believe that the expenses utilized in Staff's proposed adjustment meet the test of 
"political activity or lobbying."  The Company notes that the adjustment has no effect on 
the revenue requirement requested in this proceeding.  The Company states that it does 
not contest the adjustment, however, it is reserving the right to contest such an 
adjustment in future rate proceedings.   
 

4. Advertising Expense 
 
 Ms. Jones proposes an adjustment to disallow advertising expenses which, she 
states, appear to be nothing more than support of local endeavors that enhance the 
Company’s image as a good corporate citizen of the community.  She bases this 
adjustment on Section 9-225 of the Act which provides in relevant part:   
 

In any general rate increase requested by any gas or electric utility 
company under the provisions of this Act, the Commission shall not 
consider, for the purpose of determining any rate, charge or classification 
of costs, any direct or indirect expenditures for promotional, political, 
institutional or goodwill advertising.   

 
The Company does not object to this adjustment. 
 

5. Community and Economic Development Organizations 
Expense 

 
 Ms. Jones proposes adjustments to remove memberships, dues, and 
contributions to community and economic development organizations from the 
Company’s revenue requirements.  She asserts that participation in such groups is a 
promotional and goodwill practice that is not necessary in providing utility service, and 
ratepayers should not be burdened with the expense.  The Company does not object to 
this adjustment. 
 

6. Miscellaneous General Expense 
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 Staff proposes adjustments to disallow certain expenses recorded in electric and 
gas miscellaneous general expense that which Ms. Jones states are promotional or 
goodwill in nature from the electric and gas miscellaneous general expense.  Ms. Jones 
asserts that, similar to the disallowed advertising expenses, these and or are donations 
that do not meet the criteria set forth in the Act for consideration as an operating 
expense.  She relies upon Section 9-227 of the Act, which provides in relevant part: 
 

It shall be proper for the Commission to consider as an operating 
expense, for the purpose of determining whether a rate or other charge or 
classification is sufficient, donations made by a public utility for the public 
welfare or for charitable scientific, religious or educational purposes. 

 
The Company does not object to this adjustment. 
 

7. General Plant Maintenance Expense 
 
 Staff proposes adjustments to correct the amount of general plant maintenance 
expense allocated between electric and gas operations.  Ms. Jones recommends the 
adjustment because she states that the Company miscalculated the expense for the 
space rented by the law firm of Koger and Bramlett P.C, for both the electric and gas 
operations.  She asserts that the cost to remodel two bathrooms should have been 
capitalized, rather than expensed.  The Company does not object to this adjustment. 
 

8. Rate Case Expense 
 
 Staff proposes adjustments to rate case expense to allow actual costs that 
exceed MCPU's estimate and to remove certain other expenses.  Ms. Jones asserts 
that some of the certain other expenses were included in the Company's estimate or are 
either non-recurring costs not related to the instant proceeding or non-recurring costs 
incurred by a Company employee.  Ms. Jones states that the rate case expense 
consists solely of charges for the consulting services of Dan Long, a partner with SPI 
Energy Group.  Ms. Jones states that she reviewed the invoices submitted for Mr. Long.  
She notes that he was responsible for the development, documentation, and support of 
the rate case filing, and was the Company's only witness.  She opines that the invoiced 
amounts appear to be just and reasonable for the work performed.  Ms. Jones 
recommends that if the Commission agrees with her analysis, the Order in this 
proceeding should express a Commission conclusion memorializing this finding.  The 
Company does not object to this recommendation. 
 

C. Commission Conclusion 
 
 The Commission adopts the electric and gas operating expense statements as 
originally proposed by Mt. Carmel, with the adjustments to operating revenues and 
expenses as summarized above.  The total electric utility net operating income 
approved for purposes of this proceeding for MCPU is $944,9741,218,991; and the total 
gas utility net operating income approved for purposes of this proceeding for Mt. Carmel 
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is $196,971.  The development of the overall electric and gas utility operating expense 
statement adopted for purposes of this proceeding are shown in Appendices A and B, 
respectively, to this Order. 
 

 
IV. ADDITIONAL ACCOUNTING RECOMMENDATIONS 
 

A. Original Cost Determination 
 
 Staff recommends that the Commission make a finding regarding Mt. Carmel’s 
gas and electric plant balances, for purposes of an original cost determination.  Mr. 
Tolsdorf provides schedules calculating $5,692,065 original cost of gas plant in service 
and $28,992,017 original cost of electric plant in service for Mt. Carmel at December 31, 
2011.  The Company does not contest this recommendation. 
 

B. Depreciation Rates 
 
 Mr. Tolsdorf also recommends that the Commission order Mt. Carmel to perform 
an analysis of its depreciation rates and include the findings of the analysis in the 
Company’s next filings for a change in gas and/or electric rates.  The Company 
accepted this recommendation.  
 

C. Commission Conclusion 
 
 The Commission finds the $5,692,065 original cost of gas plant in service and 
$28,992,017 original cost of electric plant in service for Mt. Carmel at December 31, 
2011, should be approved as the original costs of plant in service.  The Commission 
also concurs with Staff's recommendation that MCPU should perform an analysis of its 
depreciation rates and include the findings of the analysis in the Company’s next filings 
for a change in gas and/or electric rates.  
 
V. COST OF CAPITAL/RATE OF RETURN 
 

A. Capital Structure and Cost of Long-Term Debt 
 
Staff recommends a December 31, 2012 capital structure consisting of 5.97% 

short-term debt, 38.60% long-term debt, and 55.43% common equity for both the 
electric and gas utilities.  Ms. Kight-Garlisch calculates a cost of short-term debt of 
2.70%, based the current prime rate as of March 19, 2013 of 3.25% minus 0.55% to 
arrive at the Company’s cost of short-term debt of 2.70%.  Ms. Kight-Garlisch 
recommends a cost of 3.45% for long-term debt.  The Company did not rebut Staff’s 
capital structure and cost of debt recommendations. 

 
In its filing, Mt. Carmel proposes a return on common equity of 11.11% for its 

electric delivery service operations and 10.62% for its natural gas distribution 
operations.  Ms. Kight-Garlisch estimates Mt. Carmel’s investor-required rate of return 
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on common equity to be 10.97% for electric delivery service operations and 10.15% for 
natural gas distribution operations, based upon the discounted cash flow (“DCF”) and 
risk premium models.   

 
Ms. Kight-Garlisch's analysis applies those models to samples of public utilities 

comparable in risk to the electric delivery services (“Electric Sample”) and natural gas 
distribution operations (“Gas Sample”) of the Company.  Ms. Kight-Garlisch says that a 
DCF analysis assumes that the market value of common stock equals the present value 
of the expected stream of future dividend payments to the holders of that stock. She 
recommends that a non-constant-growth DCF (“NCDCF”) model that reflects a quarterly 
frequency in dividend payments should be used in this analysis because the level of 
growth indicated by the average 3-5 year growth rate for Staff’s Electric Sample is not 
sustainable over the long-term.  She explains that the average 3-5 year growth rate was 
5.76% for the Electric Sample, while her estimate of the long-term growth rate was 
4.7%.  Further, Ms. Kight-Garlisch calculates the return on equity (“ROE”) implied by the 
3-5 year growth rates, based on the dividend payout and other data published in Value 
Line for each company in the Electric and Gas Samples.  That calculation produces an 
average ROE of 20.95% for the Electric Sample and 13.59% for the Gas Sample.  In 
comparison, Value Line forecasts an implied average ROE of 10.33% and 10.98%, 
respectively for the Electric and Gas Samples for the 2015-2017 and 2016-2018 
periods.  Hence, Ms. Kight-Garlisch states it is unlikely that investors expect the 
Samples to sustain a 20.95% or 13.59% rate of return on equity indefinitely.  
Consequently, she implemented a multi-stage NCDCF analysis, and urges the 
Commission to adopt this analysis.  

 
Ms. Kight-Garlisch models three stages of dividend growth.  For the first five 

years, Ms. Kight-Garlisch uses market-consensus expected growth rates published by 
Zacks as of March 19, 2013.  For the second stage, which spans from the beginning of 
the sixth year through the end of the tenth year, Ms. Kight-Garlisch uses the average of 
the first- and third-stage growth rates.  For the third, or “steady-state,” growth stage, 
which commences at the end of the tenth year and is assumed to last into perpetuity, 
Ms. Kight-Garlisch calculates an expected long-term nominal overall economic growth 
rate beginning in 2023.  She calculated that growth rate using the expected real growth 
rate (2.5%) based on the average of the Energy Information Administration’s (“EIA”) and 
Global Insight’s long-term forecasts of real gross domestic product (“GDP”), and the 
expected inflation rate (2.5%) based on the difference between yields on U.S. Treasury 
bonds and U.S. Treasury Inflation-Protected Securities.  She also calculates the 
nominal economic growth EIA forecasted for the 2023-2040 period (4.3%) and Global 
Insight forecasted for the 2023-2042 period (4.4%).  Finally, she combines the 4.3% 
average of the EIA and Global Insight forecasts with the 5.0% nominal economic growth 
estimate described above to derive her long-term estimate of overall economic growth 
of 4.7%.  She combines the growth rate estimates with the closing stock prices and 
dividend data as of March 19, 2013.  Based on these growth assumptions, stock price, 
and dividend data, Ms. Kight-Garlisch’s DCF estimate of the cost of common equity is 
8.99% for the Electric Sample and 8.66% for the Gas Sample.   
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Ms. Kight-Garlisch testifies that according to financial theory, the required rate of 
return for a given security equals the risk-free rate of return plus a risk premium 
associated with that security.  Staff uses a one-factor risk premium model, the Capital 
Asset Pricing Model (“CAPM”), to estimate the cost of common equity.  Ms. Kight-
Garlisch asserts that the CAPM requires the estimation of three parameters: beta, the 
risk-free rate, and the required rate of return on the market.  She states that for the beta 
parameter, the combined adjusted betas from Value Line, Zacks, and a regression 
analysis should be used to estimate the beta of the Electric and Gas Samples.  For the 
Electric Sample, she says the average Value Line, Zacks, and regression beta 
estimates were 0.74, 0.72, and 0.67, respectively.  For the Gas Sample, she says the 
average Value Line, Zacks, and regression beta estimates were 0.65, 0.52, and 0.49, 
respectively.  Ms. Kight-Garlisch explains that the Value Line regression employs 
weekly observations of stock return data, while both the regression beta and Zacks 
betas employ monthly observations.  Ms. Kight-Garlisch recommends that since the 
Zacks beta estimate and the regression beta estimate are calculated using monthly data 
rather than weekly data (as Value Line uses), the Commission should average those 
results to avoid over-weighting betas estimated from monthly data in comparison to the 
weekly data-derived Value Line betas, as Staff did.  Staff then averaged the resulting 
monthly beta with the Value Line weekly beta, which produced a beta of 0.72 for the 
Electric Sample and 0.58 for the Gas Sample.   

 
For the risk-free rate parameter, Staff uses the 0.08% yield on four-week U.S. 

Treasury bills and the 3.15% yield on thirty-year U.S. Treasury bonds, measured as of 
March 19, 2013.  Ms. Kight-Garlisch states that forecasts of long-term inflation and the 
real risk-free rate imply that the long-term risk-free rate is between 4.3% and 4.7%.  
Thus, she concludes that the U.S. T-bond yield is currently the superior proxy for the 
long-term risk-free rate.  

 
Ms. Kight-Garlisch recommends that for the expected rate of return on the 

market parameter, a DCF analysis on the firms composing the S&P 500 Index should 
be conducted.  She conducted that analysis, and from her analysis estimates that the 
expected rate of return on the market was 12.59% for the fourth quarter of 2012.  
Inputting those three parameters into the CAPM, Staff calculates a cost of common 
equity estimate of 9.95% for the Electric Sample and 8.63% for the Gas Sample.    

 
Based on her DCF and risk premium analyses, Ms. Kight-Garlisch estimates that 

the cost of common equity for the Electric Sample is 9.47% and for the Gas Sample is 
8.65%.  However, to better reflect the cost of common equity of Mt. Carmel electric 
delivery service operations and natural gas distribution operations vis-à-vis the Electric 
Sample and the Gas Sample, she recommends an adjustment to the cost of common 
equity estimate for the Electric and Gas Samples for liquidity costs, which arise from the 
probability and financial consequences of an investor’s inability to sell an asset at the 
desired time, at a predictable price.  Ms. Kight-Garlisch states that the security prices of 
small standalone companies, such as Mt. Carmel, typically reflect significant liquidity 
costs, which are largely due to the lack of a market for their securities, while the Electric 
and Gas Samples comprise market-traded companies whose security prices do not 
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reflect substantial liquidity costs.  Thus, she adjusted the cost of common equity 
estimate for the Electric and Gas Samples upward by 150 basis points to better reflect 
the cost of common equity of Mt. Carmel.  This upward adjustment is based on the 
approximately 150 basis point difference between the yield on similar debt issuances 
and the interest rate on Mt. Carmel’s debt at the time of issuance.  This produces a final 
return on common equity for Mt. Carmel’s electric delivery service operation of 10.97% 
and for its gas distribution operations of 10.15%.  Staff recommends the Commission 
adopt Staff’s calculations, and its resulting cost of common equity. 

 
B. Commission Conclusion 

 
Staff found that based on Mt. Carmel’s capital structure and costs of capital, a 

just and reasonable rate of return for Mt. Carmel’s electric delivery service operation is 
7.57% and for its gas distribution operations is 7.12%. The Commission finds Staff's 
proposed capital structure and costs of debt capital are reasonable for this proceeding.  
Staff found that based on its capital structure and cost of debt, Mt. Carmel the just and 
reasonable rate of return on its net original cost gas rate base, incorporating a cost of 
common equity of 10.15%, is 7.12%.  . 

 
Upon incorporation of the conclusions stated above, the Commission finds that 

MCPU's capital structure and costs of capital, resultsing in overall costs of capital that of 
may be summarized as follows: 
 

Electric Delivery Service Operations 

Class of Capital  Ratio   Cost  
Liquidity 
Premium 

Weighted 
Cost 

Short-term debt  5.97%  2.70%   
        
0.16%. 

Long-term debt  38.60%%  3.45%        1.33% 

Common Equity  55.43%  9.47%  1.50%      6.08% 

        

TOTAL  100.00%          7.57% 
 

Gas Distribution Operations 

Class of Capital  Ratio   Cost  
Liquidity 
Premium 

Weighted 
Cost 

Short-term debt  5.97%  2.70%   
      
0.16%. 

Long-term debt  38.60%%  3.45%        1.33% 

Common Equity  55.43%  8.65%  1.50%      5.63% 

        

TOTAL  100.00%          7.12% 
 
 The Commission finds that these overall costs of capital to be reasonable.  Given 
that MCPU did not request an increase in electric revenues and requested a lesser 
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increase in gas revenue than could be justified, the Commission authorizes Mt. Carmel 
to earn a 5.87% return on net original cost electric rate base and 6.59% on net original 
cost gas rate base.   

 
VI. GAS COST OF SERVICE STUDY/RATE DESIGN 
 

A. Billing Determinants 
 

 The Company proposes using the actual number of customers and the actual 
number of therms delivered for 2011 for the test year billing determinants.  The 
Company asserts its proposal accounts for the downward trend and is based on the 
most recent actual data that is available.  Staff considered two alternatives based on 10 
years of actual data for the number of customers and number of therms by taking a 
simple average of ten years of data for each variable and a simple average of the latter 
five years of data for each variable.  Staff witness Allen states that in both cases the 
results yielded by this calculation appeared unreasonably high, given the downward 
trend for both the actual number of therms delivered and actual number of customers 
over the same 10-year period.  Staff does not object to the Company’s proposal for 
billing determinants for both the number of therms and number of customers 

 
B. Cost of Service Study 

 
 Cost of Service Studies ("COSS") are utilized primarily for the allocation of total 
utility revenue requirement among the various rate classes.  MCPU asserts that 
historically, the allocation has been done through a traditional embedded cost allocation 
methodology, as was done in Company’s last rate cases.  The Company states that 
currently, there are only two rate classes for gas service, residential and commercial.  
According to the Company, the total revenue for each of the Company’s two rate 
classes differs only by 0.1% from the relative proportions of each class in its most 
recent rate case, Docket No. 07-0357.  Therefore, the Company states, it did not 
perform a COSS for this proceeding due to the complexity and time involved for such a 
small difference.  Staff had no objection to Company’s using the same class revenue 
allocations approved in the prior rate case, 71% of the costs to Residential class and 
29% to the Commercial class, given no new COSS and the support provided by the 
Company.   
 

C. Industrial Gas Service 
 
 The Company states that it is not proposing new tariffs for the Industrial Gas 
Service class, and that the current tariff should remain in place.  The Company no 
longer serves any industrial customers, and does not foresee any customers taking 
Industrial Gas Service in the near future.  Staff does not object to the Company’s 
proposal, but recommends the Commission clarify that the requirement from Docket No. 
07-0357 for Mt. Carmel to provide a new COSS to Staff if a new customer begins taking 
service under the Industrial Gas Service class remains in place as long as the Company 
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has a tariff for the Industrial Gas Service class under which a customer could take 
service.   
 
 The Commission agrees that Mt. Carmel’s obligation to provide a new COSS to 
Staff if a new customer begins taking service under the Industrial Gas Service class 
remains in place as long as the Company has a tariff for the Industrial Gas Service 
class under which a customer could take service. 
 

D. Rate Design 
 

1. Company Position 
 
 The Company proposes an increase in the Residential gas customer charge from 
$11.50 to $15.00, coupled with a proposed increase in the current per therm charge 
from $0.217 to $0.3460.  According to MCPU, these proposed charges would result in 
revenues $698.06 lower than the targeted Residential class revenue requirement.  The 
Company proposes the Commercial gas customer charge to increase from $38.50 to 
$42.00 per month, with an increase in the per therm charge from $0.16 to $0.3103.  
According to MCPU, this would result in Commercial class customer gas revenues 
$93.31 higher than the targeted amount.  The Company states these proposals are not 
based on a COSS, but are based on equities and the demographics of the Company’s 
customer base and sources of competition.  Mt. Carmel asserts its proposal strikes a 
balance that would allow customers to mitigate an increase by reducing or controlling 
their gas consumption.   
  
 Mt. Carmel objects to Staff's proposed higher customer charge, stating it could 
result in customers who have a customer charge that is higher than their usage 
charges.  In response to Staff's argument that MCPU's proposal does not meet the 
criteria of stability and gradualism and could have an adverse impact on customers, the 
Company asserts that Staff fails to assess the rate shock imposed on customers by its 
proposed higher customer charge.  Moreover, the Company argues that Staff fails to 
address the other rate objectives which it raises.  MCPU asserts that the Company 
proposal achieves the revenue requirement, has economic efficiency, is fair and 
equitable, simple, conserves resources and meets social goals.  The Company says its 
proposal allows the customer to have more control over how his or her consumption 
affects their bill and therefore is not confusing and does not cause rate shock.  Mt. 
Carmel adds that by effective conservation of energy, there are environmental 
protections as well. 
 
 MCPU witness, Dan Long states that factors other than a COSS should be 
looked at in allocating the costs of service.  Mr. Long asserts that the economy has 
seen a general downturn since the last rate case.  The Company asserts that its 
proposal allows the customer to have some control over the impact of the increase by 
controlling their usage.  The Company argues that the only control a customer has over 
a high customer charge is to cancel service, which is a detriment to the Company and to 
the customer.  The Company explains that customers would have to either cancel 
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service, or absorb over one half of the overall increase in the customer charge under 
Staff’s proposal, leaving no ability to control costs.  According to the Company, under its 
proposal, i.e., a lower customer charge, stability is maintained because one of the 
components, the customer charge, is relatively unchanged. 
 
 The Company states its concern that if a customer cancels gas service, then the 
customer will most likely move to an alternate energy source, such as propane.  Mr. 
Long explains that with other competitive advantages of propane existing, such as lower 
costs in connection fees, the Company is sensitive to the customer charge.  Mr. Long 
states that even though natural gas is cheaper to use on a per therm basis, the 
associated costs of connection fees and a high customer charge could swing the 
balance in favor of propane.  Further, he asserts, for seasonal users, such as space 
heating customers, a high customer charge will create more disconnects and connects 
and therefore cause higher operating costs for Company.   
 
 The Company distinguishes the instant proceeding from the dockets relied upon 
by Staff to support its across-the-board allocation of the increase between the customer 
charge and the per therm charge.  MCPU asserts that the cases upon which Staff relies 
are clearly not on point in this docket.  The Company states Northern Hills Water and 
Sewer Co. Water and Sewer Co.: Proposed general rate increase in water and sewer 
rates, Docket No. 10-0298, involved the utility itself proposing an across-the-board rate 
design, to which the Staff agreed, citing to page 9 of the Final Order, (January 20, 
2011).  The Company goes on to state that the other three cases cited had a lack of 
sufficient cost information provided by the utilities available for Staff to perform a COSS, 
citing Docket No. 08-0549, Sundale Utilities, Inc. Proposed general increase in water 
and sewer rates, Final Order,(April 22, 2009) p. 11-12; Docket No. 04-0637, Sundale 
Utilities, Inc. Proposed general increase in water and sewer rates, Final Order, (August 
9, 2006), p. 12; and Docket Nos. 03-0398 through 03-0402, Cedar Bluff Utilities, Inc. 
Proposed general increase in sewer rates, Final Order, (April 7, 2004), p. 16.  Further, 
Mt. Carmel asserts the utility companies involved agreed with Staff’s proposals to use 
an across-the-board allocation whereas it does not agree in this docket.  Moreover, the 
Company argues, not once did Staff indicate that there was insufficient cost information 
for a COSS to be performed by the Company or by Staff.  The Company concludes that 
therefore, Staff’s reliance on the across-the-board proposal is ill-founded.   
 
 In response to Staff's arguments regarding the COSS, MCPU asserts that if a 
lack of COSS is compelling, there is also no cost basis for Staff’s rate design proposal.  
Additionally, the Company states its rate design proposal was based on presumed 
customer impact along with stability and gradualism.  The Company also argues that 
the long-term factors such as customer desire to mitigate the effect of the rate increase; 
competition from propane markets; and customers whose use of natural gas is 
seasonal, or essentially only for heating.   
 
 Mr. Long states that it has been his experience that increases or changes to 
specific rate components do not track from case to case based upon only costs in those 
specific cases.  The Company asserts that Mr. Long has been a long established expert 
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in the field of rate making and his testimony should be given weight accordingly.  In 
response to Staff's concerns regarding the effect of the Company's proposed rate 
design in this docket and the effect it will have on future rates, the Company asserts that 
in reality, in the future, both the Company and Staff would look at the present allocation 
to develop an equitable allocation and not simply walk blindly into rate shock. The 
Company states the Commission has the ability to accept the cost allocation proposal of 
Mt. Carmel or of Staff, or in the alternative, to adopt customer charges and per therm 
charges that blend the two proposals and the merits of each. 
 

2. Staff Position 
 
 Staff recommends that the Commission should reject the Company’s rate design 
proposal and allocate any increase or decrease from current rates across-the-board 
within each customer class on an equal percentage basis to the customer and therm 
charges.  Staff proposes that the residential customer charge should go from $11.50 to 
16.76 with a $0.3163 per therm charge and the commercial customer charge should go 
from $38.50 to $58.30 with a $0.2422 per therm charge.  Staff argues the Company’s 
proposal is not based on a COSS and apportions a higher portion of the increase to the 
therm charge. Staff criticizes the Company proposal saying it does not utilize a specific 
methodology for its rate design, but simply relies on its goal to strike a balance that 
would allow the Company to potentially collect its proposed revenue and allow 
customers to mitigate the increase by reducing gas consumption.  Staff witness Allen 
notes that for Commercial customers, under the Company proposal, the therm charge 
nearly doubles.  She asserts that this skews the proposed rates away from the cost-
based rates set in the prior rate case without providing any cost basis for doing so.   
 
 Staff states that not only does the Company’s proposed rate design fail to reflect 
cost causation, it also undermines rate stability and gradualism.  Staff identifies the rate 
objectives of stability and gradualism as rate objectives indentified in the American Gas 
Association Gas Rate Fundamentals, at 152, (4th Ed. 1987)).  Staff quotes Gas Rate 
Fundamentals on the subject of stability and gradualism: 
 

The goal of stability recognizes historical relationships among customers 
in terms of the proportion of system costs each customer group bears.  
Stability leads to a policy of gradualism in rate changes if substantial 
increases (or decreases) are called for in the context of a single rate case.  
Changes in gas utility pricing policy should be imposed gradually so that 
customers can adjust and any adverse impacts on the customers’ 
operations are minimized.  Id. at 159. 
 

 Staff concludes that the Company’s proposal does not adhere to stability and 
gradualism because the Company apportions a higher amount of the increase to the 
therm charge, especially for commercial customers.  Ms. Allen states the Company 
proposal is to increase the therm charges for residential and commercial customers by 
59% and 94% respectively.  She asserts that this apportionment can have an adverse 
impact on customers.  She asserts that the Company’s proposal can create customer 



13-0079 
Staff Brief on Exceptions 

Attachment A 

 15 

confusion and sends inaccurate price signals to customers.  Ms. Allen states that in a 
future proceeding, if costs are allocated according to a COSS, rates will go back to 
being cost-based.  She cautions this may result in a substantial increase to the 
customer charge, a substantial decrease to the therm charge, or both.  According to Ms. 
Allen, to knowingly depart from cost-based rates and potentially cause significant 
fluctuations in customers’ rates from case to case could create customer confusion, 
send inaccurate price signals, and produce rate shock.  For these reasons, she asserts, 
the Commission should reject the Company’s rate design proposal.   
 
 Ms. Allen asserts that Staff's approach, to allocate any increase or decrease from 
current rates across-the-board within each customer class on an equal percentage 
basis to the customer and therm charges, provides consistency with the rates that were 
set in the previous case, which were based on a COSS.  She explains that with no 
COSS filed with this case, it is unknown whether the increase or decrease in rates 
should be apportioned at a higher percentage to either the customer charge or therm 
charge, and therefore, the more equitable approach is to apply the increase or decrease 
equally to both charges within each customer class.   
 
 Staff claims its proposal is superior to the Company’s proposal because it is 
consistent with the cost-based rate design approved in Docket No. 07-0357 and 
because it is consistent with Commission precedent.  Staff cites several Commission 
Orders in support of the proposition that in cases with insufficient information to justify a 
different rate structure, the Commission has approved an across-the-board increase.  
(Docket No. 10-0298, Northern Hills, Final Order (January 20, 2011) at 9-10; Docket No. 
08-0549, Sundale Utilities, Inc., Final Order (April 22, 2009) at 11; Docket No. 04-0637 
Sundale Utilities, Inc., Final Order (August 9, 2005) at 12, Docket Nos. 03-0398 through 
03-0402 (Cons.) Cedar Bluff Utilities, Inc., Final Order (April 7, 2004) at 16).  Staff 
asserts that since there is no new COSS provided by the Company, there is insufficient 
information to justify a different rate structure, and the Commission should approve an 
across-the-board increase.   
 
 Staff asserts that the Company’s claim that Staff’s rate design proposal is not 
based on a COSS is without merit.  Ms. Allen asserts that Staff’s rate design proposal is 
consistent with the rate design and COSS approved by the Commission in the 
Company’s most recent rate case order, citing Docket No. 07-0357, Final Order, at 25. 
Ms. Allen reasons that the Company's assertions that it has not made any changes to 
its system or its business practices that would drastically alter the historical cost 
relationships from the previous case in the years since its previous rate case suggests 
that the cost relationships between the customer and therm charges in the current case 
remain similar to the cost relationships found in the previous rate case.  She then 
concludes that Staff’s rate design proposal therefore is based on cost causation 
principles consistent with a Commission-approved COSS for the Company from the 
previous rate case, while the Company’s proposal is not.   
 
 Ms. Allen also asserts that any purported benefits of the Company’s proposed 
rate design (stability and gradualism) are only short-term, at best.  She says the 
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Company proposes a rate design that departs from cost-based rates by over-assigning 
costs to the therm charge.  Ms. Allen reasons that to the extent the Company is correct 
in its assumption that its historical cost relationships are not changing, it follows that a 
future rate proceeding that allocates costs based on a COSS may result in a substantial 
increase to the customer charge, which would not give customers much of an 
opportunity to mitigate their bills through a reduction in consumption.  According to Ms. 
Allen, the Company’s approach may lead to instability in the long term by allowing 
customers to reduce the impact of an increase in this case and not allowing customers 
to have much of an opportunity to reduce the impact of an increase in the next case.   
 
 Staff asserts that it never argued that each and every change in rates or rate 
design must be based entirely on cost.  Staff also asserts that the Company's statement 
regarding increases or changes to specific rate components tracking uniformly from 
case to case misrepresents its position.  Staff explains that it never argued that each 
and every change must be based entirely on cost.  Staff states its proposal maintains 
the Commission-approved COSS-based rate design from the last rate case.   
 
 Staff asserts that the Company’s proposal could create problems related to the 
long term factors it identifies, that would only be exacerbated in the next case if rates 
are set based on a new COSS.  She states there is reason to believe that there could 
be a substantial increase to the customer charge, which: (1) could lessen customers’ 
ability to mitigate the impact of the rate increase; (2) could cause a greater amount of 
customers to switch to propane gas; and (3) could further frustrate seasonal customers 
who would pay a much higher increase in the customer charge during periods of little or 
no usage.  Staff concludes that the Commission should accept Staff’s proposed rate 
design because it maintains the cost-based rate design approved by the Commission 
from the last rate case, it is consistent with Commission precedent, and it provides 
stability and gradualism for customers in both the short- and long-term 
 

E. Commission Conclusion 
 
 The Commission approves the usage of the actual number of customers and the 
actual number of therms delivered for the 2011 test year for the billing determinants in 
this proceeding.  As the Company did not perform a COSS for this proceeding, the 
Commission finds it appropriate to use the same class revenue allocations approved in 
the prior rate case, 71% of the costs to the Residential class and 29% to the 
Commercial class. 
 
 The Commission concurs with Staff regarding the importance of cost based 
rates.  However, tThe Commission recognizes MCPU's concerns regarding equities and 
demographics of its customer base and is sympathetic to the Company's desire for a 
gas rate design that would allow customers to mitigate an increase by reducing or 
controlling their gas consumption, but concludes that this approach is not in customers’ 
best interest for the short-term or the long-term.  In this proceeding, neither the 
Company nor Staff relied upon a new COSS, Staff relied on one previously submitted 
by Mt. Carmel.  Staff argues that its across-the-board increase is based on cost 
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causation principles because the historical cost relationships have not changed since 
the last rate case when there was a COSS, and that this approach is consistent with this 
Commission’s long held view that sound cost-causation principles should largely govern 
rate design. Mt. Carmel did not base its rate design proposal on any such principle, but 
instead.  Mt. Carmel asserts that its proposal achieves the revenue requirement, has 
economic efficiency, is fair and equitable, simple, conserves resources and meets social 
goals, in particular by allowing the customer to have some control over the impact of the 
increase by controlling their usage. Staff disputes that Mt. Carmel’s rate design 
achieves all of these goals. 
 
 The Commission finds that in the absence of current a COSS, it is difficult to 
allocate costs between the customer and therm charges. not clear which proposal more 
closely aligns with cost causation principles.  Nonetheless, Staff’s proposal is the most 
consistent with cost-causation principles. Based on the evidence in the record, the 
Commission finds that Staff’s proposal more closely allocates costs on a cost basis and 
is consistent with this Commission’s long held view that sound cost-causation principles 
should guide rate design. the Residential Customer charge should be increased to $16 
with a usage charge of $0.3291 per therm.  The Commercial Customer charge should 
be increased to $50 with a usage charge of $0.2769 per therm.  The Commission 
believes that the rate design approved herein properly balances the competing 
objectives of establishing cost based rates, rate continuity, and the avoidance of rate 
shock in both the short-term and long-term.  Further, the Commission directs Mt. 
Carmel to perform a COSS to include with its next rate filing.   
 
VII. ELECTRIC COST OF SERVICE STUDY/RATE DESIGN - UNCONTESTED 
 

A. Rate Consolidation 
 
 The Company proposes consolidating its bundled rates with new delivery service 
rates and cancelling the current delivery service rates.  This would apply to the 
Residential, Commercial, Large Light and Power, Light and Power (to be renamed 
Industrial Electric Delivery Service), Municipal Pumping, and Outdoor Area Lighting 
classes.  No delivery service rate exists for Residential Space Heating and Commercial 
Space Heating.  Company did not propose any revenue increases to its electric rates.  
The consolidation of electric rates was designed to update and simplify its electric rate 
schedules.   
 
 In addition, Mt. Carmel proposes that all purchased power costs should be 
removed from base rates and recovered in the FAC (or Rider B) going forward.  It states 
this would allow Company’s base rates to become competitively neutral for customers.   
 
 Staff generally supports the Company’s proposal for electric rate consolidation.  
Staff states that customers would still have the option to choose an alternative provider 
for purchased power even though there are no customers currently under any of the 
delivery service tariffs.  Staff also notes that rate consolidation would not result in a 
different revenue amount than that collected by current rates.  Staff agreed with the 
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Company’s proposals for the electric rate consolidation with only a few minor changes, 
which the Company adopted.  One change is to rename the Light and Power Electric 
Service class to Industrial Electric Delivery Service class.  Staff also proposes renaming 
“Energy Charge” to “Energy Delivery Charge” to reduce customer confusion for all rate 
classes and relabeling the tariff sheets to include “Delivery Service.” 
 

B. Residential Electric Delivery Service 
 
 The Company proposes three changes to Residential Electric Delivery Service: 
(1) combining the bundled rates with the delivery service rates, and cancelling the 
current delivery service rates; (2) removing the FAC recovery amount of 0.76 cents/kWh 
from the energy charge; and (3) retaining the bundled tariff provision so that, where a 
residence and business are combined, the service will be determined by the 
predominant use of the premises.  Staff does not object to these proposed changes, but 
recommends the Company change the energy charge of 47 cents/kWh in ILL CC No. 8 
21st Revised Sheet No. 2 to 6.47, as stated in the Company’s testimony since this 
appears to be a typographical error.   
 

C. Residential Space Heating Service 
 
 The Company proposes to reduce the current energy charge to reflect the 
adjustment to the FAC Rider, which removes the FAC recovery amount from base 
rates.  Staff does not object to these proposed changes, but recommends the Company 
correct the energy charge of 4.532 cents/kWh in ILL. CC No. 8 20th Revised Sheet No. 
2.1 to 4.562 cents/kWh, as stated in the Company’s testimony since this appears to be 
a typographical error in the tariff sheet.   
 

D. Commercial Electric Delivery Service 
 
The Company proposes three changes to Commercial Delivery Service: (1) 

combine the bundled rates with the delivery service rates, and cancel the current 
delivery service; (2) remove the FAC recovery amount of 0.76 cents/kWh from the 
energy charge; and (3) adopt the provision from the delivery service tariff that allows a 
customer who may otherwise take bundled service under the Municipal Pumping rate 
schedule to take delivery service under the consolidated rate if they wish to purchase 
power from another supplier.  Staff does not object to these proposed changes.   

 
E. Commercial Electric Space Heating Service 

 
 The Company proposes to reduce the current energy charge to remove the FAC 
recovery amount from base rates.  Staff does not object to this proposed change.   
  

F. Large Light and Power Electric Delivery Service 
 
 The Company proposes combining the bundled rates with the delivery service 
rates, cancelling the current delivery service rates, and removing the FAC recovery 
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amount of 0.76 cents/kWh from the energy charge.  Staff does not object to these 
proposed changes, but recommends the Company make the following correction to ILL 
CC No. 9 19th Revised Sheet No. 6, under the Voltage Credit: “a credit equal to 6 
percent of the amount of the customer’s net demand charges wow that ill be allowed” 
should be changed to “a credit equal to 6 percent of the amount of the customer’s net 
demand charges will be allowed”.   
 

G. Light and Power Electric Delivery Service (Industrial Electric 
Delivery) 

 
 Mt. Carmel and Staff agree that Light and Power Delivery Service will be 
renamed to Industrial Electric Delivery Service.  The Company proposes to combine the 
bundled rates with the delivery service rates, and cancel the current delivery service 
rates.  Since the Industrial Electric Delivery (f/k/a Light and Power Service) class is not 
subject to the FAC Rider, the Company proposes to provide a credit to customers for 
each kWh consumed to remove the costs of purchased power embedded in base rates.   
 
 Staff does not object to combining bundled rates with delivery service rates.  
Staff objected to the Company’s initial proposal for removing purchased power costs 
from base rates.  Staff and the Company agreed on an alternate method to remove the 
purchased power costs for customers in the Industrial Electric Delivery Service class.  
The alternative approach refers to the COSS from Docket No. 07-0357 where data was 
available for the last customer taking service from the Light and Power Class.  With the 
alternative approach Company is able to calculate theoretical rates for the Light and 
Power class had the customer still existed.   
 
 Also, Staff recommends the Commission clarify that the requirement from Docket 
No. 07-0357 for Mt. Carmel to provide a new COSS to Staff should a new customer 
begin taking service under the Industrial Electric Delivery Service (f/k/a Light and Power 
Delivery Service) class remains in place as long as the Company has a tariff for the 
Industrial Electric Delivery Service class under which a customer could take service. 
The Commission agrees that this requirement continues to remain in place for Mt. 
Carmel.  
 

H. Municipal Pumping Delivery Service 
 
 The Company proposes combining the bundled rates with the delivery service 
rates, cancelling the current delivery service rates, and removing the FAC recovery 
amount of 0.76 cents/kWh from the energy charge.  Staff does not object to these 
proposed changes.   
 

I. Outdoor Area Lighting Delivery Service 
 
 The Company proposes combining the bundled rates with the delivery service 
rates, cancelling the current delivery service rates, and removing the energy costs from 
base rates by reducing the 175 watt lighting rate to $4.35 and the 400 watt lighting rate 
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to $6.45.  For customers who purchase power from the Company, the Company 
proposes including on the customer bill a line item for un-metered energy by taking the 
assumed energy consumed during a typical billing period times the amount of the FAC 
cost during that same billing period.  Staff does not object to these proposals, but 
recommends eliminating the phrase “$0.00 until the later of January 1, 1990 or the 
effective date of House Bill 362” from ILL CC No. 8 14th Revised Sheet No. 11.   
 

J. Electric Fuel Adjustment Clause (Rider B) 
 
 The Company proposes setting the Base Fuel Cost component in the Fuel 
Adjustment Clause Formula equal to 0.00 cents/kWh.  Staff does not object to this 
proposal, but recommends changing “AC” to “FAC”  within the formula for the Fuel 
Adjustment Class in ILL CC No. 8 9th Revised Sheet No. 14.1.  
 

H. Commission Conclusion 
 

The Commission is satisfied that the electric rate consolidation and rate design 
agreed to between Mt. Carmel and Staff are appropriate.  This will result in 
consolidation of MCPU bundled rates with new delivery service rates and cancellation of 
the current delivery service rates for the Residential, Commercial, Large Light and 
Power, Industrial Electric Delivery Service (f/k/a Light and Power), Municipal Pumping, 
and Outdoor Area Lighting classes.  The Company did not propose any revenue 
increases to its electric rates.   

 
The Company and Staff are in agreement that the FAC recovery should be 

removed from the Residential Electric Delivery, Residential Space Heating, Commercial 
Electric Delivery, Commercial Electric Space Hearing, Large Light and Power, Industrial 
Electric Delivery Service (f/k/a Light and Power), Municipal Pumping, and Outdoor Area 
Lighting classes.  Further, the Commission approves MPCU's proposal to retain the 
bundled tariff provision in the Residential Electric Delivery Services, so that, where a 
residence and business are combined, the service will be determined by the 
predominant use of the premises.  The Commission notes that Staff does not object to 
these proposed changes, but that Staff recommends the Company change the energy 
charge of 47 cents/kWh in ILL CC No. 8 21st Revised Sheet No. 2 to 6.47.  The 
Commission adopts that recommendation.   

 
FINDINGS AND ORDERING PARAGRAPHS 
 
 The Commission, having given due consideration to the entire record herein and 
being fully advised in the premises, is of the opinion and finds that: 
 

(1) Mt. Carmel Public Utility Company is an Illinois corporation engaged in the 
distribution and sale of electricity and natural gas to the public in Illinois, 
and is a public utility as defined in Section 3-105 of the Act; 
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(2) the Commission has jurisdiction over the parties hereto and the subject 
matter herein; 

 
(3) the recitals of fact and legal argument identified as the parties’ respective 

positions are supported by the record; 
 

(4) the recitals of fact and conclusions of law reached in the Commission 
conclusion(s) are supported by the record and are hereby adopted as 
findings of fact and conclusions of law for purposes of this Order; 
 

(5) Appendix A attached hereto provides supporting calculations for those 
portions of this Order concerning the electric operations of Mt. Carmel 
Public Utility Company; 
 

(6) Appendix B attached hereto provides supporting calculations for those 
portions of this Order concerning the natural gas operations of Mt. Carmel 
Public Utility Company; 

 
(7) the test year for the determination of the rates herein found to be just and 

reasonable should be the 12 months ending December 31, 2011, as 
adjusted; such test year is appropriate for purposes of this proceeding; 

 

(8) for purposes of this proceeding, the net original cost rate base for Mt. 
Carmel Public Utility Company’s electric operations for the test year 
ending December 31, 2011, as adjusted, is $16,102,914; 
 

(9) for purposes of this proceeding, the net original cost rate base for Mt. 
Carmel Public Utility Company’s gas operations for the test year ending 
December 31, 2011, as adjusted, is $2,987,289; 

 

(10) a just and reasonable rate of return which Mt. Carmel Public Utility 
Company should be allowed to earn on its net original cost gas rate base 
is 7.12%, rate of return which incorporates a cost of common equity of 
10.15%; a just and reasonable rate of return for Mt. Carmel’s electric 
delivery service operation of 7.57%, which incorporates a cost of common 
equity of 10.97%; however, Mt. Carmel Public Utility Company is 
authorized to earn a 5.87% return on net original cost electric rate base 
and 6.59% on net original cost rate of return on gas rate base equal to 
6.59%;   
 

(11) the gas rates of Mt. Carmel Public Utility Company which are presently in 
effect are insufficient to generate the operating income to permit Mt. 
Carmel Public Utility Company the opportunity to earn a fair and 
reasonable return on net original cost rate base; these rates should be 
permanently cancelled and annulled; 
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(12) Mt. Carmel Public Utility Company has not requested an increase in its 
electric rates, thus there should be no change in annual electric revenues; 
 

(13) Mt. Carmel Public Utility Company's request to consolidate its bundled 
electric rates with its electric delivery service rates should be allowed; 

 

(14) the specific rates proposed by Mt. Carmel Public Utility Company in its 
initial filing do not reflect various determinations made in this Order 
regarding revenue requirement, cost of service allocations, and rate 
design; the proposed rates of Mt. Carmel Public Utility Company should 
be permanently cancelled and annulled consistent with the findings herein; 

 

(15) Mt. Carmel Public Utility Company should be authorized to place into 
effect tariff sheets designed to produce annual base rate electric revenues 
of $6,744,452, which represents no increase; 

 

(16) Mt. Carmel Public Utility Company should be authorized to place into 
effect tariff sheets designed to produce annual base rate gas revenues of 
$1,847,153, which represent and increase of $591,742, or 47.82%; such 
revenues will provide Mt. Carmel Public Utility Company with an 
opportunity to earn the authorized rate of return set forth in finding (10) 
above, based on the record in this proceeding; 

 

(17) determinations regarding cost of service, interclass revenue allocation, 
rate design, and tariff terms and conditions, as are contained in the 
Commission Conclusions of this Order, are reasonable for purposes of 
this proceeding; the tariffs filed by Mt. Carmel Public Utility Company 
should incorporate the rates and rate design set forth and referred to 
herein; 

 

(18) new tariff sheets authorized to be filed by this Order should reflect an 
effective date consistent with the requirements of Section 9-201(b) of the 
Act;  

 

(19) the Commission has considered the costs expended by Mt. Carmel Public 
Utility Company to compensate a technical expert to prepare this gas 
service rate case and electric service rate design revision and assesses 
that the amounts of $4,654 included in the revenue requirement for 
electric operations and $18,616 included in the revenue requirement for 
gas operations for rate case expense are just and reasonable pursuant to 
Section 9-229 of the Act;   

 

(20) Mt. Carmel Public Utility Company should perform an analysis of its 
depreciation rates and include the findings of such analysis in the 
Company’s next filings for a change in gas and/or electric rates; 
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(21) if Mt. Carmel Public Utility Company begins providing electric or gas 
service to a new customer eligible to take service under either the 
Industrial Electric Delivery Service Tariff or its Industrial Gas Service 
Tariff, it should perform a cost of service study that reflects the addition of 
a new large customer, and provide the results of this new cost of service 
study to the Manager of the Commission’s Rate Department within 60 
days of the date that service begins for the customer;   
 

(22) Mt. Carmel Public Utility Company should perform a cost of service study 
to be provided with its next rate filing;  

 
(23) an original cost of gas plant in service of $5,692,065 and an original cost 

of electric plant in service of $28,992,017 on December 31, 2011, as 
reflected on Staff Schedules 1.11G and E, should be unconditionally 
approved as the original costs of plant.; 
 

(24) all motions, petitions, objections, and other matters in this proceeding 
which remain unresolved should be disposed of consistent with the 
conclusions herein. 

 
IT IS THEREFORE ORDERED by the Illinois Commerce Commission that the 

tariff sheets presently in effect for electric and gas service rendered by Mt. Carmel 
Public Utility Company are hereby permanently cancelled and annulled effective at such 
time as the new electric delivery service tariff sheets and gas service tariff sheets 
approved herein become effective by virtue of this Order. 

 
IT IS FURTHER ORDERED that the proposed tariffs seeking a consolidation of 

its bundled electric rates with its electric delivery service rates and a general increase in 
gas rates, filed by Mt. Carmel Public Utility Company on December 28, 2012 are 
permanently cancelled and annulled. 

 
IT IS FURTHER ORDERED that Mt. Carmel Public Utility Company is authorized 

to file new tariff sheets with supporting work papers in accordance with the Findings and 
Conclusions of this Order, applicable to electric services and gas services furnished on 
and after the effective date of said tariff sheets. 

 
 IT IS FURTHER ORDERED that $5,692,065 original cost of gas plant in service 
and $28,992,017 original cost of electric plant in service at December 31, 2011, are 
unconditionally approved as the original costs of plant for Mt. Carmel Public Utility.  

 
IT IS FURTHER ORDERED that if Mt. Carmel Public Utility Company begins 

providing electric or gas service to a new customer eligible to take service under either 
Mt. Carmel’s Electric Light and Power Tariff or its Industrial Gas Service Tariff, Mt. 
Carmel shall perform a cost of service study that reflects the addition of a new large 
customer, and provide the results of this new cost of service study to the Manager of the 
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Commission’s Rate Department within 60 days of the date that service begins for the 
customer.   
 
 IT IS FURTHER ORDERED that Mt. Carmel Public Utility Company shall perform 
a cost of service study to be included with its next rate filing. 
 
 IT IS FURTHER ORDERED that Mt. Carmel Public Utility Company shall perform 
an analysis of its depreciation rates and include the findings of such analysis in the 
Company’s next filings for a change in gas and/or electric rates 
 

IT IS FURTHER ORDERED that all motions, petitions, objections, and other 
matters in this proceeding which remain unresolved are disposed of consistent with the 
conclusions herein. 

 
IT IS FURTHER ORDERED that subject to the provisions of Section 10-113 of 

the Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject to the 
Administrative Review Law. 

 
DATED: September 17, 2013 
 
 

Briefs on Exceptions must be received by October 1, 2013. 
Briefs in Reply to Exceptions must be received by October 8, 2013. 
 
 Jan Von Qualen 
 Administrative Law Judge 

 


