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The Peoples Gas Light and Coke Company 

 
Summary of Significant Accounting Policies and Assumptions  

 
Used in the Forecast For the Year Ending December 31, 2015 

 
    
PRESENTATION BASIS 
 

The financial forecast has been prepared by The Peoples Gas Light and Coke Company 
(“the Company” or “PGL”) and presented in accordance with the guidelines established in 
the November 1, 2012 AICPA Prospective Financial Information Guide.   This financial 
forecast presents, to the best of management's knowledge and belief, the Company's 
expected financial position, results of operations, retained earnings and cash flows for the 
forecast period. Accordingly, the forecast reflects management’s judgment as of July 31, 
2013, the date of this forecast, of the expected conditions and management’s expected 
course of action. Final approval of the financial forecast was in December 2013.The 
assumptions disclosed herein are those that management believes are significant to the 
forecast. There will usually be differences between the forecasted and actual results, 
because events and circumstances frequently do not occur as expected, and those 
differences may be material. 

 
 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
The accounting policies used in preparing the forecast are below and are the same as in the 
Company’s audited financial statements.  
 
I. Nature of Operations 
 

PGL is a regulated natural gas utility company that purchases, stores, distributes, 
sells, and transports natural gas to customers in Chicago.  PGL is subject to the 
jurisdiction of, and regulation by, the Illinois Commerce Commission (“ICC”), which 
has general supervisory and regulatory powers over public utilities in Illinois, and the 
Federal Energy Regulatory Commission (“FERC”), which regulates the interstate 
services PGL provides.  The term "utility" refers to PGL’s regulated activities. 

 
As used in these notes, the term “financial statements” refers to the statement of 
income, balance sheet, retained earnings and statement of cash flow, unless 
otherwise noted.    

 
II. Use of Estimates 
 

PGL prepares its financial statements in conformity with accounting principles 
generally accepted in the United States of America (“GAAP”).  PGL makes estimates 
and assumptions that affect assets, liabilities, the disclosure of contingent assets and 
liabilities at the date of the financial statements.  Actual results may differ from these 
estimates.  
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III. Cash and Cash Equivalents 
 

Short-term investments with an original maturity of three months or less are reported 
as cash equivalents. 

 
IV. Revenues and Customer Receivables 
 

Revenues related to the sale of natural gas are recognized when service is provided 
or natural gas is delivered to customers.  PGL also accrues estimated amounts of 
revenues for services provided or natural gas delivered but not yet billed to 
customers. Estimated unbilled revenues are calculated using a variety of judgments 
and assumptions related to customer class, contracted rates, weather, and customer 
use. PGL presents revenues net of pass-through taxes on the income statements. 

 
PGL has various revenue and cost recovery adjustment mechanisms in place that 
currently provide for the recovery of prudently incurred costs and baseline revenue 
amounts.  A summary of the significant adjustment mechanisms which are included 
in rates follows: 

 

 A one-for-one recovery mechanism for natural gas commodity and capacity costs.   

 Riders for cost recovery of both environmental cleanup and energy efficiency and on-
bill financing program costs. 

 A rider for cost recovery or refund of uncollectible accounts expense based on the 
difference between actual net write-offs and the amount allowed in rates (as defined 
in the latest rate order) as well as amounts recovered under Rider UEA-GC 
(Uncollectible Expense Adjustment – Gas Costs). 

 A cost recovery mechanism (“Rider QIP”) for natural gas qualifying infrastructure 
plant upgrades placed in service. Rider QIP allows PGL to include a surcharge on 
customer bills to recover the cost of and return on such qualifying plant. In December 
of 2013, the ICC issued an order adopting permanent rules under The Natural Gas 
Consumer, Safety & Reliability Act, facilitating ICC approval of PGL’s Rider QIP tariff 
in January 2014. 

 A Volume Balancing Adjustment (Rider VBA) decoupling mechanism, which allows 
PGL to bill adjustments  going forward to recover or refund the differences between 
the actual and authorized distribution margin for its residential and general service 
rate classes.  In the first quarter of 2013, the Illinois Appellate Court affirmed the 
ICC’s authority to approve a permanent decoupling mechanism and therefore, PGL 
assumes in this forecast that it will continue to file for these adjustments with the ICC 
for the recovery/refund of amounts recorded related to decoupling. In June 2013, the 
Illinois Attorney General and Citizens Utility Board petitioned the Illinois Supreme 
Court to appeal the Court's decision. The Illinois Supreme Court granted the request 
in September 2013. The Illinois Supreme Court has no deadline by which it must act. 

 
Revenues are also impacted by other accounting policies related to PGL’s natural 
gas hub.  Amounts collected from wholesale customers that use PGL’s natural gas 
hub are credited to natural gas costs, resulting in a reduction to retail customers’ 
charges for natural gas and services. 
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V. Inventories 
 

Inventories consist of materials and supplies and natural gas in storage. Materials 
and supplies are priced at average cost. PGL prices storage injections at the 
calendar year average of the costs of natural gas supply purchased. Withdrawals 
from storage are priced on the LIFO cost method.   
  

VI. Risk Management Activities 
 

As part of PGL’s regular operations, PGL enters into contracts, including options, 
forwards, and swaps, to manage changes in commodity prices.   

 
All derivatives are recognized on the balance sheets at their fair value unless they 
are designated as and qualify for the normal purchases and sales exception.  PGL 
continually assesses its contracts designated as normal and will discontinue the 
treatment of these contracts as normal if the required criteria are no longer met.  
PGL’s tariffs allow for full recovery from its customers of prudently incurred natural 
gas supply costs, including gains or losses on these derivative instruments.  These 
derivatives are marked to fair value; the resulting risk management assets are offset 
with regulatory liabilities or decreases to regulatory assets, and risk management 
liabilities are offset with regulatory assets or decreases to regulatory liabilities.  
Management believes any gains or losses resulting from the eventual settlement of 
these derivative instruments will be refunded to or collected from customers in rates. 

 
PGL also has derivative contracts to manage the risk associated with the purchase 
of natural gas used in our own operations. 

 
PGL has risk management contracts with various counterparties. PGL monitors 
credit exposure levels and the financial condition of its counterparties on a 
continuous basis to minimize credit risk.   

 
VII. Property, Plant, and Equipment 
 

Utility plant is stated at cost, including any associated allowance for funds used 
during construction and asset retirement costs.  The costs of renewals and 
betterments of units of property (as distinguished from minor items of property) are 
capitalized as additions to the utility plant accounts. Maintenance, repair, 
replacement, and renewal costs associated with items not qualifying as units of 
property are considered operating expenses. PGL records a regulatory liability for 
cost of removal accruals, which are included in rates.  Actual removal costs are 
charged against the regulatory liability as incurred.  Except for land, no gains or 
losses are recognized in connection with ordinary retirements of utility property units.  
PGL charges the cost of units of property retired, sold, or otherwise disposed of, less 
salvage value, to accumulated depreciation. 

 
PGL records straight-line depreciation expense over the estimated useful life of utility 
property, using depreciation rates as approved by the ICC.   
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PGL  capitalizes certain costs related to software developed or obtained for internal 
use and amortizes those costs to operating expense over the estimated useful life of 
the related software, which ranges from 3 to 15 years.  If software is retired prior to 
being fully amortized, the difference is recorded as a loss on the income statements.  
  
The provision for depreciation and amortization, expressed as an annual percentage 
of the original cost of depreciable property, is 3.3% for the forecasted year ending 
December 31, 2015.     

 
VIII. Regulatory Assets and Liabilities 
 

Regulatory assets represent probable future revenue associated with certain costs or 
liabilities that have been deferred and are expected to be recovered from customers 
through the ratemaking process.  Regulatory liabilities represent amounts that are 
expected to be refunded to customers in future rates or amounts collected in rates 
for future costs.  If at any reporting date a previously recorded regulatory asset is no 
longer probable of recovery, the regulatory asset is reduced to the amount 
considered probable of recovery with the reduction charged to expense in the year 
the determination is made.   

 
IX. Retirement of Debt 
 

Any call premiums or unamortized expenses associated with refinancing utility debt 
obligations are amortized consistent with regulatory treatment of those items.  Any 
gains or losses resulting from the retirement of utility debt that is not refinanced are 
amortized over the remaining life of the original debt. 

 
X. Asset Retirement Obligations 
 

PGL recognizes at fair value legal obligations associated with the retirement of 
tangible long-lived assets that result from the acquisition, construction or 
development, and/or normal operation of the assets.  A liability is recorded for these 
obligations as long as the fair value can be reasonably estimated, even if the timing 
or method of settling the obligation is unknown.  The asset retirement obligations are 
accreted using a credit-adjusted risk-free interest rate commensurate with the 
expected settlement dates of the asset retirement obligations; this rate is determined 
at the date the obligation is incurred.  The associated retirement costs are capitalized 
as part of the related long-lived assets and are depreciated over the useful lives of 
the assets.  Subsequent changes resulting from revisions to the timing or the amount 
of the original estimate of undiscounted cash flows are recognized as an increase or 
a decrease in the carrying amount of the liability and the associated retirement cost.  

  
XI. Income Taxes 
 

PGL is included in the consolidated United States income tax return filed by Integrys 
Energy Group.  PGL is party to a federal and state tax allocation arrangement with 
Integrys Energy Group and its subsidiaries under which each entity determines its 
provision for income taxes on a stand-alone basis.  PGL settles the intercompany 



Section 285.7025 
Schedule G-5 REV 

Page 5 of 13 

 
income taxes payable at the time that payments are made to the applicable taxing 
authority.   
  
Deferred income taxes have been recorded to recognize the expected future tax 
consequences of events that have been included in the financial statements by using 
currently enacted tax for the differences between the income tax basis of assets and 
liabilities and the basis reported in the financial statements.  PGL records valuation 
allowances for deferred income tax assets unless it is more likely than not that the 
benefit will be realized in the future. PGL defers certain adjustments made to income 
taxes that will impact future rates and records regulatory assets or liabilities related 
to these adjustments.   

 
PGL uses the deferral method of accounting for investment tax credits (“ITCs”).  
Under this method, PGL records the ITCs as deferred credits and amortizes such 
credits as a reduction to the provision for income taxes over the life of the asset that 
generated the ITCs.  ITC’s that do not reduce income taxes payable for the current 
year are eligible for carryover and recognized as a deferred income tax asset.  

 
PGL reports interest and penalties accrued related to income taxes as a component 
of provision for income taxes in the income statements.   

 
XII. Employee Benefits 
 

The costs of pension and other postretirement benefits are expensed over the 
periods during which employees render service.  Effective with new rates 
implemented in 2010, PGL began reflecting pension and other postretirement benefit 
costs in rates using Integrys Energy Group’s basis in the related plan assets and 
obligations and method of determining these costs, which Integrys Energy Group 
established at the time of the February 2007 Peoples Energy, LLC (“PELLC”) 
merger.  In addition, the cumulative difference between PGL’s accounting basis and 
the accounting basis of Integrys Energy Group in PGL’s pension and postretirement 
benefit obligations is being amortized as a component of PGL’s rates over the 
average remaining service lives of the participating employees.  In computing the 
expected return on pension plan assets, a market-related value of plan assets is 
used that recognizes differences between actual investment returns and the 
expected return on plan assets over the subsequent five years.  PGL’s regulators 
allow recovery in rates for the net periodic benefit cost calculated under GAAP.   

 
PGL recognizes the funded status of defined benefit postretirement plans on the 
balance sheet, and recognizes changes in the plans' funded status in the year in 
which the changes occur.  PGL records changes in the funded status to regulatory 
asset or liability accounts, pursuant to the Regulated Operations Topic of the FASB 
ASC. 

 
PGL accounts for its participation in benefit plans sponsored by Integrys Business 
Support, LLC (“IBS”) and PELLC as multiple employer plans.  Under affiliate 
agreements, PGL is responsible for its share of plan costs and obligations and is 
entitled to its share of plan assets; accordingly, PGL accounts for its pro rata share of 
the IBS and PELLC plans as its own plans. 
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XIII. Fair Value 
 

A fair value measurement is required to reflect the assumptions market participants 
would use in pricing an asset or liability based on the best available information. 
These assumptions include the risks inherent in a particular valuation technique 
(such as a pricing model) and the risks inherent in the inputs to the model.   

 
Fair value is the price that would be received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement 
date (exit price).  PGL uses a mid-market pricing convention (the mid-point price 
between bid and ask prices) as a practical measure for valuing the majority of its 
derivative assets and liabilities. 

 
Fair value accounting rules provide a hierarchy that prioritizes the inputs used to 
measure fair value.  The hierarchy gives the highest priority to unadjusted quoted 
prices in active markets for identical assets or liabilities (Level 1 measurement) and 
the lowest priority to unobservable inputs (Level 3 measurement).  The three levels 
of the fair value hierarchy are defined as follows:  

 
Level 1 – Quoted prices are available in active markets for identical assets or 
liabilities as of the reporting date.  Active markets are those in which transactions for 
the asset or liability occur in sufficient frequency and volume to provide pricing 
information on an ongoing basis.  

 
Level 2 – Pricing inputs are observable, either directly or indirectly, but are not 
quoted prices included within Level 1.  Level 2 includes those financial instruments 
that are valued using external inputs within models or other valuation methodologies.  

 
Level 3 – Pricing inputs include significant inputs that are generally less observable 
from objective sources.  These inputs may be used with internally developed 
methodologies that result in management's best estimate of fair value.   

 
Financial assets and liabilities are classified in their entirety based on the lowest level 
of input that is significant to the fair value measurement.   

 
PGL determines fair value using a market-based approach that uses observable 
market inputs where available, and internally developed inputs where observable 
market data is not readily available.  For the unobservable inputs, consideration is 
given to the assumptions that market participants would use in valuing the asset or 
liability.  These factors include not only the credit standing of the counterparties 
involved, but also the impact of PGL’s nonperformance risk on its liabilities. 

 
When possible, PGL bases the valuations of its risk management assets and 
liabilities on quoted prices for identical assets in active markets. These valuations are 
classified in Level 1. The valuations of certain contracts include inputs related to 
market price risk (commodity or interest rate), price volatility (for option contracts), 
price correlation (for cross commodity contracts), probability of default, and time 
value. These inputs are available through multiple sources, including brokers and 
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over-the-counter and online exchanges. Transactions valued using these inputs are 
classified in Level 2.  Transactions classified in Level 3 include significant inputs that 
are generally less observable from objective sources and/or are used with internally 
developed methodologies to calculate management’s best estimate of fair value. At 
this time, PGL does not have any Level 3 fair value measurements.  
 

 
SUMMARY OF SIGNIFICANT ASSUMPTIONS 
 
 

I. Operating Revenues 
 

1. Forecasted revenues were primarily determined by applying the Company’s 
current rates and rate structure to forecasted deliveries of gas to customers, 
plus the forecasted cost of gas delivered, environmental recovery charges, 
Energy Efficiency and On-Bill Financing Adjustment (“Rider EOA”) charges, 
the VBA adjustments, and Qualified Infrastructure Plant (“Rider QIP”)  
charges and other miscellaneous charges. 

 
2. Forecasted deliveries, including changes due to customer growth and 

conservation, were determined using internally developed models that 
consider various factors, including historical, trend and regression analysis.  
The models also consider economic and market variables. 

 
3. Forecasted deliveries assumed 6,031 normal heating degree-days.  This 

represents the average of actual weather at O’Hare International Airport for 
the 12-year period from 2001 through 2012 adjusted for any leap years in this 
period.   

 
4. Based on the above volume assumptions, forecasted deliveries to customers 

are 160.8 Bcf, including 95.1 Bcf delivered to sales customers and 65.7 Bcf 
delivered to transportation customers. 

 
5. Revenues not associated with delivery volumes were determined primarily 

from historical factors or the number of customers.  Revenues for large 
customers with special contracts were based on a combination of historical 
and projected data. 

 
6. Late payment charges were forecasted to be $6.8 million.  This estimate 

reflects the monthly average actual late payment charges for the previous two 
years.  

 
7. Revenue attributable to the recovery of environmental clean-up costs (Rider 

11 revenue) is forecast at $38.7 million.  There is a corresponding charge to 
expense, and thus these revenues have no direct impact on forecasted 
income. 

 



Section 285.7025 
Schedule G-5 REV 

Page 8 of 13 

 
8. Revenue attributable to Rider EOA is forecast at $24.4 million.  There is a 

corresponding charge to expense, and thus these revenues have no direct 
impact on forecasted income. 

 
9. Recoveries attributable to PGL’s decoupling mechanism (Rider VBA) are 

forecast at $9.9 million based on lower 2015 forecasted distribution charge 
revenue derived from Service Classification No. 1 and Service Classification 
No 2 compared to the Rider VBA Rate Case Revenue derived from the rates 
approved per Company’s revenue requirements in Docket Nos. 12-
0511/512(Cons.) Order on Rehearing. 

 
10. Revenue attributable to Rider QIP is forecasted to be $49 million in 2015. 

These revenues are reflected in Account 495. The forecast is based on 
forecasted in service qualifying infrastructure plant.  

 
11. The forecast assumes no significant changes to the customer base.  

 
 

II. Cost of Gas 
 
1. The cost of gas purchased for sales to customers is passed on directly to 

customers without mark-up.  Therefore, while a change in the forecast of gas 
costs may have a significant effect on revenue and the cost of gas, it would 
not have a significant impact on the Company’s forecast of income.  
Indirectly, changes in the cost of gas impacts customer delivered volumes 
and the forecast of other costs.  

 
2. The forecasted cost of gas purchased for sales to customers includes natural 

gas commodity costs and non-commodity costs, along with changes in 
inventory and adjustments for prior and forecasted over/under collections of 
gas costs from customers. At the end of 2015, the forecasted under collection 
from customers is $4.5 million. This is based on forecasted monthly 
differences between actual gas costs and billed gas costs due in part to 
timing differences amortized over a 12 month period. 

 
3. Non-commodity costs, primarily pipeline transportation and storage demand 

charges, are generally based on contractual volumes and rates in place at 
July 31, 2013.  No material changes are expected in these contracts for the 
forecast period. 

 
4. Forecasted commodity costs were based on the product of forecasted 

purchase volumes and forecasted gas purchase costs.  
 

5. Forecasted purchase volumes include lost and unaccounted-for gas.  The 
Company forecasted an unaccounted-for loss rate of 2.90% of forecasted 
retail deliveries. This rate is based on the most recent historical twelve month 
average of the lost and unaccounted for factor. 
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6. Forecasted gas purchase costs are determined by applying the forward 

NYMEX gas price as of July 31, 2013, adjusted for applicable basis 
differentials and existing hedge positions in place. The unweighted average 
of the forward NYMEX gas prices is $4.09 per MMBtu. 

 
7. Hub revenues, which reduce gas costs, were forecasted at $1.9 million based 

on available storage capacity and management’s expectations regarding 
specific contract renewals. 

 
 

III. Operations and Maintenance Costs 
 

1. Labor 
 

a. The number of employees is forecasted to be 1,356 in calendar year 
2014 and 2015. Actual headcount at December 31, 2012 was 1,265.  

 
b. Union wages are forecasted to increase 2.6% in May, 2014 and May, 

2015. An increase of 0.6% was also included for progressions in both 
years.   

 
c. Non-union wages are forecasted to increase 3.6% in March of calendar 

2014 and 2015.  
 

2. Bad Debt 
 
The provision for bad debt recorded in Account 904 – Uncollectible Accounts 
was forecast at 2.54% of revenue.  This rate is consistent with the average 
actual provision rate the last six years. In 2013, PGL switched to the net-
write-off method which was approved in the final Order in Docket Nos. 11-
0280/11-0281 (Cons.). Under this method, the difference between rate case 

approved net write-offs plus the Rider UEA-GC revenue for the reporting 
period and actual net write-offs for the reporting period will be deferred as a 
regulatory asset and/or liability. Amounts deferred will be recovered from or 
refunded to customers through the uncollectible expense adjustment 
mechanism (Rider UEA).  
 

3. Pension and Postretirement Expense 
 
Pension and postretirement expense was developed with the assistance of 
the Company’s actuaries.  The census data used was as of January 1, 2013. 
The discount rate assumption for pension expense was forecast at 4.80%, 
the discount rate for the supplemental retirement plan was forecast at 4.65% 
and the discount rate assumption for postretirement expense was forecast at 
4.60%, all of which are the discount rates at July 31, 2013.  The expected 
return on plan assets is 8% based on current mix of plan assets.  The 
forecast used the estimated market-related value of plan assets at December 
31, 2013 and assumes PGL will contribute $7.2 million to its other 
postretirement plan and $0.3 million to its pension plans during 2014 and 
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$7.2 million to its other postretirement plan and $16.0 million to its pension 
plans during 2015.   
 

4. Environmental Costs 
 

Costs related to the investigation and removal of manufactured gas residues 
are initially recorded in a regulatory asset account.  Expenditures related to 
the remediation of environmental obligations reflected in the forecasted 
statements are $31.7 million and $57.2 million for 2014 and 2015. PGL has a 
recovery mechanism in place (Rider 11) that provides for dollar for dollar 
recovery of the expenditures. Revenue attributable to the recovery of 
environmental clean-up costs (Rider 11 revenue) is forecast at $38.7 million 
for 2015. There is a corresponding charge to expense, and therefore, no 
impact to forecasted income. Liabilities were developed based on 
engineering cost estimates and probable outcomes, and were based on the 
review and judgment by the Company’s management and outside 
consultants. The forecast assumes no changes in the liability estimate in 
2014 or 2015 except for the reduction in the liability driven by expenditures 
for remediation. 
 

5. Energy Efficiency and On-Bill Financing Costs 
 

Costs related to the Energy Efficiency and On-Bill Financing programs are 
expensed as incurred. The difference between the budgeted monthly 
expenditure billed to customers and the actual expenses is recorded as a 
regulatory asset or liability with a corresponding adjustment to expense. The 
amount forecasted to be billed to customers, with an offsetting expense in 
operating and maintenance expenses, is $24.4 million in calendar 2015, and 
therefore will not directly impact forecasted income.   
 

6. Intercompany Billing Charges 
 

Various services are performed by affiliates of PGL and those costs are billed 
to PGL on a monthly basis.  These costs are billed to and paid by the 
Company in accordance with the Master Regulated Affiliated Interest 
Agreement approved by the ICC in Docket No. 07-0361 and, beginning in 
January 2014, the Affiliated Interest Agreement approved by the ICC in 
Docket No. 10-0408. The ICC must approve changes or amendments to the 
Master Regulated Affiliated Interest Agreement.  
 

7. Other Costs 
 

The Company forecasted operating and maintenance costs through a 
detailed bottoms-up budgeting process.  Unless specifically determined 
otherwise, this process assumes, as a default, a 2.1% and 2.4% annual rate 
of inflation for 2014 and 2015 respectively.  The cost of natural gas 
purchased for the Company’s internal use was forecasted in a similar manner 
as natural gas purchased for sales to customers. 
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IV. Depreciation 
 
The provision for depreciation and amortization, expressed as an annual percentage 
of the original cost of depreciable property, is 3.3% for calendar year 2015. 
 
Depreciation expense in calendar year 2015 is based on the average estimated life 
of depreciable property. Estimated lives were based on the depreciation study 
prepared by Gannet Fleming and are submitted as part of the 2015 test year rate. 
 
 

V. Income Taxes  
 

1. Income taxes were forecast by applying the current federal and state statutory 
income tax rates to forecasted pre-tax income, after adjusting for forecasted 
permanent items.  For 2015, the federal and state income tax rates are 35% and 
7.75%. See 2 below for deferred tax component.  

 
2. The deferred tax provision for originating differences is based on current federal 

and state statutory rates from 1 above.  The deferred tax provision for reversing 
temporary differences is based on the average rate assumption method.  
However, consistent with the Commission order in Docket Nos. 12-0511/0512  
(Cons. ). Originating plant related differences for all periods between 2011 and 
2015 are recorded by flowing through the excess deferred taxes generated by 
the Illinois scheduled income tax rates.  

 
3. The consolidated group of companies generated a net operating loss (“NOL”) for 

2012 and 2013 is assumed to be in an NOL position as well.  For 2014 and 2015, 
the consolidated group is assumed to be in an income position sufficient to 
absorb consolidated loss carry forwards and return to a tax-paying position.  
Therefore, a deferred tax asset will be computed on a standalone basis for 2012 
and 2013.  In 2014 a significant portion of this amount will be reversed reflecting 
utilization of the consolidated loss carry-forward during that year. The test year 
opening balance in rate base will therefore include the balance of the remaining 
amount of the deferred tax asset. In 2015, it is assumed this remainder of the 
consolidated carry-forward will be utilized by the consolidated group, and 
therefore the deferred tax asset at the end of 2015 will be zero.   All of the 
assumptions made here will be monitored / updated at each step in this 2015 test 
year rate case proceeding.  Depending on the developments, the updates may 
affect the proposed rate base. 

 
           

VI. Short-term and Long-Term Debt 
 
The forecast assumes all short-term borrowings will be external via the commercial 
paper market. Short-term borrowings are used to fund operating and investing 
activities when operating cash flows are insufficient and are a bridge to the issuance 
of long-term funding in the form of equity and long-term debt issuances. 
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The forecast includes the issuance of $220 million in long-term debt on August 1, 
2013 at an annual interest rate at 3.96%.  The new issuance includes debt issuance 
costs of $1,788,000 amortized over 30 years. The forecast includes the maturity of 
$45 million Series SS on November 1, 2013 at an annual interest rate of 7.00%. 
 
The forecast includes the mandatory tender/rate reset for $50 million Series VV 
July 1, 2014. This is a tax exempt debt issue. The forecasted rate of 5.05% is 
calculated based on the forecasted 20-Year Aaa Municipal bond yield reduced by 28 
basis points for the difference in years to maturity (16 years for this issue vs. the 
forecasted 20 years), plus a 125 basis point credit spread. The debt issuance costs 
are 65 basis points plus $600,000, amortized over the remaining term (maturity 
remains at 3/1/2030). The forecast also includes the issuance of $150 million in long-
term debt on October 1, 2014 at an annual interest rate of 5.50%.  The new issuance 
includes debt issuance costs of 84 basis points plus $200,000 amortized over 30 
years.  The forecasted rates were estimated using the 30-Year Treasury rate 
forecasted for the quarter of issuance, rounded to the nearest 5 basis points plus a 
basis point credit spread of 105.   
 
The forecast includes the mandatory tender/rate reset for $50 million Series WW 
August 1, 2015. This is a tax exempt debt issue. The forecasted rate of 5.85% is 
calculated based on the forecasted 20-Year Aaa Municipal bond yield reduced by 13 
basis points for the difference in years to maturity (18 years for this issue vs. the 
forecasted 20 years), plus a 118.5 basis point credit spread. The debt issuance costs 
are 65 basis points plus $600,000 amortized over the remaining term (maturity 
remains at 2/1/2033). The forecast also includes the issuance of $150 million in long-
term debt on October 1, 2015 at an annual interest rate of 6.40%.  The new issuance 
includes debt issuance costs of 84 basis points plus $200,000 amortized over 30 
years.  The forecasted rates were estimated using the 30-Year Treasury rate 
forecasted for the quarter of issuance, rounded to the nearest 5 basis points plus a 
credit spread of 105 basis points. 
 
 

VII. Interest Income and Expense 
 
1. Interest expense includes a) interest on long-term debt, b) amortization of debt 

issuance costs and losses on reacquired debt, c) interest and fees associated 
with short-term borrowings and lines of credit, and d) interest expense related to 
customer deposits, budget plan customers, employee deferred compensation 
balances, and over-collected gas costs. 

 
2. For fixed rate long-term debt, interest expense is forecast by applying the stated 

interest rate to the principal amount of each series of currently outstanding first-
mortgage bonds.  For forecasted issuances in 2013, 2014, and 2015, the 
forecasted interest rate was applied to the forecasted principal amount of the 
issuance. Debt amortizations are initially calculated over the life of the debt 
issue.  If debt is reacquired and not refinanced, debt expense amortization 
continues over the original life.  For refinanced debt issues any unamortized 
amounts are subsequently amortized over the life of the new debt issue. 
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3. For variable rate short-term debt, interest expense was forecasted  with rates 

derived based on the sum of the 1 month non-financial commercial paper rates 
for 2015 and an average spread between A2/P2 and AA commercial paper. 
Short-term debt expense also includes bank fees associated with lines of credit.  

 
 

VIII. Dividends / Common Equity 
 
No dividends are forecasted for 2014 or 2015. Capital contributions are forecasted in 
June 2014 at $115 million and August 2015 at $45 million. 
 
 

IX. Capital Expenditures 
 
Capital expenditures are forecasted as follows for calendar 2014 and 2015 ($ in 
millions): 
      
     2014   2015  
 
 Distribution system  $393.2   $324.5  
 Transmission                             30.7                            28.0 
 Underground storage      34.6       24.9     
 Information technology        2.4         4.5 
 Transportation         6.1         6.3      
 Other          6.1     _  3.4   
 Total    $473.1   $391.6   
  
Approximately $283 million of the Distribution system expenditures in 2015 relates to 
Rider QIP (Qualified Infrastructure Plant).     


