
STAFF REPORT TO THE COMMISSION 

October 8, 2013 

EXECUTIVE SUMMARY 

Section 7-101 of the Public Utilities Act ("Act") governs transactions between public 
utilities and their affiliates. Section 7-101(3) provides that: 

No management, construction, engineering, supply, financial or similar contract 
and no contract or arrangement for the purchase, sale, lease or exchange of any 
property or for the furnishing of any service, property or thing, hereafter made 
with any affiliated interest, as hereinbefore defined, shall be effective unless it 
has first been filed with and consented to by the Commission or is exempted in 
accordance with the provisions of this Section or of Section 16-111 of this Act. 
The Commission may condition such approval in such manner as it may deem 
necessary to safeguard the public interest. If it be found by the Commission, after 
investigation and a hearing, that any such contract or arrangement is not in the 
public interest, the Commission may disapprove such contract or arrangement. 
Every contract or arrangement not consented to or excepted by the Commission 
as provided for in this Section is void. 

The consent to, or exemption or waiver of consent to, any contract or 
arrangement under this Section or Section 16-111, does not constitute approval 
of payments thereunder for the purpose of computing expense of operation in 
any rate proceeding. However, the Commission shall not require a public utility to 
make purchases at prices exceeding the prices offered by an affiliated interest, 
and the Commission shall not be required to disapprove or disallow, solely on the 
ground that such payments yield the affiliated interest a return or rate of return in 
excess of that' allowed the public utility, any portion of payments for purchases 
from an affiliated interest. 

220 ILCS 5/7-101(3). 

The Commission, as authorized by Section 7-101 (4) of the Act, has established rules in 
Part 310 which waive the filing and necessity for approval of certain contracts and 
arrangements between utilities and their affiliates. Section 310.60 in particular requires 
Commission approval for interactions not approved in affiliated interest agreements 
("AIA") of amounts greater than $500. 83 Ill. Adm. Code 310.60. 

Pursuant to the authority outlined above, this Staff Report recommends that the 
Commission take the following actions concerning Peoples Gas Light and Coke 
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Company ("Peoples" or "Peoples Gas") and North Shore Gas Company ("North Shore") 
(collectively, the "Companies") to further investigate their historic and current 
interactions with affiliates to determine if they are in the public interest: 

1) initiate a proceeding to investigate historic and current interactions between the 
Companies and their affiliates; 

2) consolidate this new proceeding with the existing investigation in Docket No. 12-
0273 which was ordered by the Commission in Docket Nos. 11-0280/0281 
(cons.); and 

3) allow the joint investigation to consider any changes necessary to existing and 
pending Commission-approved affiliated interest agreements to ensure that 
these agreements are in the public interest. · 

Staff uncovered information of concern related to the Companies interactions with their 
affiliates during its it investigations in both the recently dismissed Docket No. 12-0299 
(Integrys Transportation Fuels ("ITF") affiliated interest agreement ("AIA") that was 
withdrawn by the petitioners) and the Companies' recent rate cases, Docket Nos. 12-
0511/2 Cons. ("2012 Rate Case"). While there is a current pending docket investigating 
certain affiliate transactions with Peoples and North Shore and their affiliates, Docket 
No. 12-0273 ("Investigation"), the scope of Docket No. 12-0273 does not allow a 
broader investigation that Staff believes is necessary. Staff did not have knowledge 
obtained from its review of information obtained in Docket Nos. 12-0299 and 12-
051110512 (cons.) when the Commission ordered the Investigation in Docket No.12-
0273. 

Given this additional information, Staff recommends that the Commission open a new 
proceeding, of broader scope than the pending Investigation in Docket No. 12-0273, 
into affiliate interactions and consolidate it with the pending Investigation. The joint 
proceedings would allow for modifications to any existing AIA necessary to protect the 
public interest and provide for revisions to the following currently Commission approved 
Affiliated Interest Agreements ("AIAs"): 

• Services and Transfer Agreement ("STA") approved in Docket No. 06-0540; 

• WPS Resources Regulated AIA approved in Docket No. 06-0540; 

• Integrys Business Support ("IBS") Regulated AIA ("IBS Reg AIA") approved in 
Docket No. 07-0361; and 

• Pending Master AIA approved in Docket No. 10-0408, which is intended to 
replace the STA and the WPS Resources Regulated AIA. 

2 



BACKGROUND AND ANALYSIS 

In the final order from Docket No. 11-0280/0281 (cons.) the Commission found the 
Companies acted improperly, resulting in an adjustment of more than $800,000, and 
ordered an investigation. 

The Commission agrees with Staff and finds that the Utilities have not 
properly interacted with their affiliates as evidenced by our conclusions in the 
above related sections. Staff's proposal for further Commission investigation 
of the Utilities' interactions with their affiliates is warranted and in the public 
interest. We believe that the investigation is necessary to prevent ratepayers 
from continuing to subsidize the affiliates. On December 15, 2010, this 
Commission approved a Master Affiliated Interests Agreement (Master 
"AIA") by its Order in Docket No. 10-0408 that has not yet become effective. 
The Companies argue that the Services and Transfer Agreement ("STA") is 
still in effect and allows the Utilities to proviqe the solicitation services for the 
nonregulated affiliates; however, the language that specifically allows the 
provision of solicitation services is not included in the Master AIA. Since it is 
now clear that the Utilities intend to continue the provision of solicitation 
services even under the Master AIA when it becomes effective and the 
Commission finds that the . Utilities have not properly interacted with their 
affiliates in the provision of services under the STA, it is necessary for the 
Commission to render a more direct conclusion on the provision of 
solicitation services to affiliates. Thus, the Utilities are required within 90 
days of the Order in this case to file a petition and testimony demonstrating 
that the Utilities' affiliate interactions are in compliance with the STA and the 
Master AIA. Additionally, the petition and testimony must address any 
jurisdictional issues with the Master AIA agreement pending in Wisconsin. 
Finally this petition and testimony must provide full cost justification for the 
repair rates charged to ratepayers as well. 

Proposed General Increase in Natural Gas Rates, ICC Final Order Docket Nos. 11-
0280/0281 (cons.), 98 (January 10, 2012). 

Docket No. 12-0273 was initiated pursuant to this Order. The scope of Docket 12-0273 
is narrow, as it is limited to improprieties with Peoples Energy Home Services and the 
provision of solicitation services to affiliates. Subsequent to the initiation of Docket No. 
12-0273, Staff has discovered additional questionable interactions, discussed below. 
These interactions indicate that the current and pending Commission-approved affiliated 
interest agreements may be inadequate to protect the public interest. 

In Docket No. 12-0299, the Companies requested Commission approval of an AIA that 
would allow it to interact with a new affiliate, ITF. Peoples Gas entered into an 
agreement for the construction of a Compressed Natural Gas ("CNG") fueling station 
with Pinnacle a company that Integrys was in the process of acquiring through ITF. 
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Staff found, among other things, that Peoples Gas had conducted no analysis to 
determine if the station would benefit ratepayers and had influenced the RFP process to 
steer the contract to Pinnacle. Importantly, for purposes of the proposed investigation, 
Peoples Gas continued to interact with Pinnacle after it became an affiliate in apparent 
violation of the terms of the STA or without additional approval from the Commission. In 
the 2012 rate case, Docket No. 12-0512, Staff's pre-filed testimony asked the 
Commission to remove this station from the Peoples Gas' additions to rate base. 
Peoples Gas withdrew this station construction cost from its proposed rate base 
addition. 

Article 10.2 of the STA requires the Companies to notify the Commission each time a 
party is added to the STA. However, it took more than two years and two reminders 
from Staff to gain compliance from the Companies. Staff notified the Companies of its 
non-compliance in its direct testimony in Docket No. 12-0299 on June 12, 2013 and 
Staff Data Request ("DR") DAS 7.05 in this case on August 15, 2013. In their response 
to this DR, the Companies admitted that they had failed to file this notice as the result of 
an "oversight." The Companies filed their notice on October 1, 2013, more than 3.5 
months after the first notification to them and 1.5 months after the second notification. 

As the Pinnacle example demonstrates, there are additional problems that do not fall 
within the limited scope of the existing docket. Further, evidence has come to light that 
these problems are not a recent creation. Staff has identified similar problems dating 
back over a decade. In the Rate Case, Staff discovered that Peoples Gas had 
interacted with another CNG affiliate called Peoples Natural Gas Vehicles Corporation. 
The evidence from the available information demonstrates that Peoples Gas provided 
Peoples Natural Gas Vehicles Corporation with services not authorized by the 
Commission-approved agreement in effect at the time. Additionally, these services 
were not provided at prices that related to costs as required by that agreement. These 
examples, coupled with the ongoing investigation suggest a more systemic, long-term 
problem that requires a broader examination. The Companies have repeatedly shown a 
disregard for the Commission-approved AIAs in effect at the time and, ultimately, the 
Act's restrictions on interactions with affiliated interests. 

Staff recommends that a new docket be initiated that would broadly consider prior and 
current interactions between the Companies and their affiliates to ensure that current 
and pending agreements adequately protect the public interest. To facilitate this review, 
Staff requests that the Commission consolidate the current investigation in Docket No. 
12-0273 with the proceeding initiated pursuant to this Staff Report. 

Consolidation with Docket No. 12-0273 would provide for a full and complete record 
upon which the Commission can base its decision. Without the initiation of another 
investigation and consolidation, Staff believes the record in Docket No. 12-0273 will be 
woefully inadequate. Furthermore, the Commission will not be able to significantly 
modify the STA or the Master AIA, which may be necessary to protect the public interest 
going forward. The Commission should have available to it the full set of facts 
regarding the Companies' interactions with any affiliates, not just Peoples Energy Home 
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Services. Additionally, the Commission should consider additional options to protect the 
public interest, including modifying the Commission-approved affiliated interest 
agreements. Finally, Staff's proposal will enable the Commission to modify any 
approved AIA to allow them to be consistent with each other allowing a smooth 
transition as the new AIA goes into effect. 

RECOMMENDATIONS 

Staff recommends that the Commission initiate a proceeding to investigate historic and 
current interactions between the Companies and their affilifites, consolidate this new 
proceeding with the existing investigation in Docket No. 12-0273, and allow the joint 
investigation to recommend any changes necessary to existing and pending 
Commission-approved affiliated i'nterest agreements to ensure that they are in the 
public interest. 

Prepared by, 

David Sackett 
Policy Program 

~£ 
. Thomas Kennedy, Man 
Policy Program 
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