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STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
 
North Shore Gas Company   : 
       : 
Proposed increase in rates for   : 20-0810 
gas distribution service.     : 
(tariffs filed October 15, 2020)   : 
 
 

ORDER 
 
By the Commission: 
 
I. PROCEDURAL HISTORY 

On October 15, 2020, North Shore Gas Company (“North Shore,” “NS,” or the 
“Company”), filed with the Illinois Commerce Commission (the “Commission”), pursuant 
to Section 9-201 of the Public Utilities Act (the “Act”), 220 ILCS 5/9-201, the following tariff 
sheets from the Company's Schedule of Rates for Gas Service (Ill.C.C. No.17):  Fifth 
Revised Sheet No.2; Thirteenth Revised Sheet No. 6; Fourteenth Revised Sheet No. 8; 
Fourteenth Revised Sheet No. 10; Nineteenth Revised Sheet No. 27; Sixteenth Revised 
Sheet No. 28; Third Revised Sheet No. 29; Fourth Revised Sheet No. 30; Seventh 
Revised Sheet No. 31; Second Revised Sheet No. 31.1; Tenth Revised Sheet No. 58; 
Nineteenth Revised Sheet No. 123; Nineteenth Revised Sheet No. 124; Tenth Revised 
Sheet No. 127; Eleventh Revised Sheet No. 128; Eleventh Revised Sheet No. 129; 
Twelfth Revised Sheet No. 130; Sixth Revised Sheet No. 135.1; Fifth Revised Sheet No. 
163; and Fifth Revised Sheet No. 165.  Revisions to the tariff sheets listed above result 
in a general increase in rates and include other revisions to the service classifications, 
riders and terms and conditions of service included in North Shore's Schedule of Rates 
for Gas Service.   

Notice of the proposed changes reflected in this rate filing was posted in North 
Shore's business offices and published in a newspaper of general circulation in North 
Shore's service area, as evidenced by publisher's certificates, in accordance with the 
requirements of Section 9-201(a) of the Act, 220 ILCS 5/9-201(a), and the provisions of 
83 Ill. Adm. Code 255.  

On November 5, 2020, the Commission issued an Order, which suspended the 
tariffs up to and including March 13, 2021 and initiated this proceeding.  Subsequently, 
the Commission resuspended the tariffs on February 18, 2021 up to and including 
September 13, 2021. 

Staff of the Commission (“Staff”) participated in this proceeding and the Office of 
the Illinois Attorney General (the “AG”) filed an appearance.  The following petitions to 
intervene were granted by duly authorized Administrative Law Judges (“ALJs”):  Citizens 
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Utility Board (“CUB”), the Retail Energy Supply Association (“RESA”), and Local 18007, 
Utility Workers Union of America, AFL-CIO (“Local 18007”). 

Pursuant to due notice as required by law and by the rules and regulations of the 
Commission, a prehearing conference was held in this matter via videoconference on 
April 26, 2021.  An evidentiary hearing was held on April 27, 2021.   

The following witnesses testified on behalf of North Shore:  Theodore Eidukas, 
Vice President−State Regulatory Affairs at WEC Energy Group (“WEC”) (NS Ex. 1.0, 
19.0); Joseph Zgonc, Manager−Financial and Regulatory Planning at WEC Business 
Services (“WBS”)(NS Ex. 2.0, 2.1 REV, 2.2-2.7, 10.0-10.6. 14.0, 14.1 REV, 14.2-14.5, 
20.0); Polly Eldringhoff, Director at North Shore (NS Ex. 3.0 REV, 3.1-3.12, 11.0-11.2, 
15.0-15.1, 21.0); Ann Bulkley, Senior Vice President at Concentric Energy Advisors (NS 
Ex. 4.0 REV, 4.1, 4.2 REV, 4.3, 4.4 REV, 4.5-4.11, 4.12 REV, 12.0-12.17, 16.0-16.2, 
22.0); Jared Peccarelli, Manager−Sales Forecasting for WBS (NS Ex. 5.0, 23.0); Aaron 
Nelson, Sr. Project Specialist−State Regulatory Affairs for WBS (NS Ex. 6.0-6.9, 24.0); 
Debra Egelhoff, Manager−Gas Regulatory Policy for WBS (NS Ex. 7.0-7.8, 13.0-13.3, 
17.0, 25.0); Eric Nicolaus, Tax Manager−Regulatory for WEC (8.0 REV, 26.0); and John 
Spanos, Senior Vice President of the Valuation and Rate Division at Gannett Fleming (NS 
Ex. 9.0, 27.0). 

The following witnesses testified on behalf of Staff:  Dianna Trost, Accountant in 
the Accounting Department of the Financial Analysis Division (Staff Ex. 1.0-1.12 and 
Attach. A-G, 7.01-7.09, 11.0); Scott Tolsdorf, Accountant in the Accounting Department 
of the Financial Analysis Division (Staff Ex. 2.0-2.05 and Attach. A, 8.0-8.1, 12.0); Michael 
McNally, Senior Financial Analyst in the Finance Department of the Financial Analysis 
Division (Staff Ex. 3.0-3.5, 9.0-9.2, 13.0); Janis Freetly, Senior Financial Analyst in the 
Finance Department of the Financial Analysis Division (Staff Ex. 4.0-4.7, 10.0-10.5, 14.0); 
Cheri Harden, Rate Analyst in the Rates Department of the Financial Analysis Division 
(Staff Ex. 5.0 and Attach. A, 15.0); and Brett Seagle, Gas Engineer in the Gas Section of 
the Energy Engineering Program of the Safety and Reliability Division (Staff Ex. 6.0, 
Attach. 1 and 2). 

The following witnesses testified on behalf of the AG:  Mary Selvaggio, a consultant 
specializing in utility regulation at MES Consulting LLC (AG Ex. 1.0-1.2, 3.0-3.2, 5.0); and 
Abigail Miner, Programs Specialist in the Public Utilities Bureau in the AG's Office (AG 
Ex. 2.0-2.3, 4.0, 6.0).  Michael Gorman, a consultant in public utility regulation and 
Managing Principal with Brubaker & Associates, Inc. (“BAI”) testified on behalf of CUB 
(CUB Ex. 1.0-1.20, 2.0, 3.0).  Neither RESA nor Local 18007 filed testimony or otherwise 
participated in the proceeding. 

North Shore, Staff, the AG, and CUB filed Initial Briefs on May 20, 2021.  CUB filed 
a Reply Brief on June 3, 2021 and North Shore, Staff, and the AG filed Reply Briefs on 
June 4, 2021.   

Also on May 20, 2021, North Shore filed a Verified Motion to Take Administrative 
Notice or, in the Alternative, to Supplement the Evidentiary Record ("Motion to Take 
Administrative Notice"), pursuant to Section 200.190 of the Commission's Rules of 
Practice, 83 Ill. Adm Code 200.190, requesting that the Commission take administrative 
notice in this proceeding of the direct testimony and schedules presented by Staff in the 
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currently-pending Northern Illinois Gas Company d/b/a Nicor Gas Company (“Nicor” or 
“Nicor Gas”) rate case, Docket No. 21-0098.  On May 28, 2021, Staff filed a Response to 
the Motion to take Administrative Notice, and on June 4, 2021 North Shore filed a Verified 
Reply in Support of the Motion to Take Administrative Notice.  The ALJs issued a ruling 
denying the Motion to take Administrative Notice and marking the record “Heard and 
Taken” on June 16, 2021. 

On June 9, 2021, North Shore filed a Motion to Strike portions of Staff’s Reply Brief 
and Statement of Position.  Staff filed a Response on June 16, 2021, and North Shore 
filed a Reply on June 22, 2021.  On June 24, 2021, the ALJs issued a ruling denying the 
Motion to Strike in part and granting it in part. 

A Proposed Order was served on July 2, 2021.  North Shore, Staff, the AG, and 
CUB filed Briefs on Exceptions on July 16, 2021 and Reply Briefs on Exceptions on July 
23, 2021. 
II. Test Year 

North Shore proposed a forecasted test year of calendar year 2021.  This test year 
corresponds with North Shore’s fiscal year and is appropriate under 83 Ill. Adm. Code 
287.20(b).  No party objected to the proposed test year, and it is therefore approved. 
III. RATE BASE 

A. Overview 
North Shore’s surrebuttal testimony presented an average rate base of $355.343 

million.   
B. Uncontested Issues 

1. Gross Utility Plant 
a. Historic Plant Balances 

North Shore provided actual plant balances for 2018 and 2019 and forecasts for 
2020 and 2021.  North Shore witness Zgonc explained the derivation of these plant 
balances in his direct testimony.  No witness contested the 2018 and 2019 plant balances 
and they are therefore approved. 

b. 2020 Plant Balances 
Mr. Zgonc provided estimated plant balances for 2020 in his direct testimony.  

Because this rate case was ongoing when the books were closed for 2020, the Company 
was able to update for actual 2020 plant balances.  The parties agreed on a 2020 plant 
balance of $718.271 million.  This agreed amount is approved. 

c. 2021 Forecasted Capital Additions 
The Company provided a forecast of 2021 plant balance to be included in rate 

base.  The forecast 2021 plant additions were revised downward as a result of North 
Shore’s agreement to exclude construction work in progress (“CWIP”) for the Waukegan 
shop, which will not be completed in time to be included in CWIP in the test year.  Other 
than that adjustment, North Shore’s 2021 forecasted capital additions are uncontested 
and are approved. 
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Pursuant to 83 Ill. Adm. Code 285.6100, North Shore identified major capital 
projects added to rate base since the 2015 rate case with a cost greater than 0.2% of net 
plant or $1 million, whichever is higher.  North Shore’s net plant as of December 1, 2019 
was $447.188 million and 0.2% of that amount is $0.894 million.  Therefore, a major 
capital project for North Shore would be one that costs more than $1 million.  This resulted 
in 15 major capital projects, which were identified in NS Ex. 3.1.  These projects were 
undertaken to allow the Company to continue to provide safe and reliable natural gas 
service to customers.  They consisted of multiple different projects from construction of 
gate stations, installation of new transmission and distribution main, adoption of new 
information technology systems, development of an “app” for customers to use, etcetera. 

2. Original Cost of Gross Plant Balances 
Staff witness Trost states that the Commission should conclude and make a finding 

in the final Order in this proceeding that the Company’s December 31, 2019 plant balance 
of $688,448,000, as reflected on Company’s NS Ex. 2.2, 8, Schedule B-5 (1 of 2), line 14, 
Col. [J], be approved for purposes of an original cost determination, subject to any 
adjustments ordered by the Commission in this proceeding.  Staff recommends that the 
Commission’s final Order state: 

It is further ordered that the $688,448,000 original cost of plant 
for North Shore Gas Company at December 31, 2019, as 
presented in NS Ex. 2.2, is unconditionally approved as the 
original cost of plant. 

Staff Ex. 1.0 at 30. 
No party contested this recommendation.  Staff and the Company agree to the 

original cost determination of $688.4 million as of December 31, 2019.  This amount is 
approved and Staff’s language is adopted. 

3. Accumulated Provision for Depreciation and Amortization 
In his direct testimony, North Shore witness Zgonc provided historic balances for 

Accumulated Provision for Depreciation of Gas Utility Plant (ICC Account 108) and 
Accumulated Provision for Amortization and Depletion of Gas Utility Plant (ICC Account 
111), as well as forecasts for 2020 and 2021.  The provisions for depreciation for calendar 
years 2015-2021 are shown as increases to the Depreciation Reserve Balance, and 
retirements of depreciable property, at original cost, for the same time period are shown 
as decreases to the Depreciation Reserve Balance.  The adjusted average for the 2021 
test year is $258.425 million.  This amount is not contested and it is therefore approved. 

4. Intangible Plant 
Mr. Zgonc’s direct testimony included $29.1 million for North Shore’s Intangible 

Plant in rate base.  Mr. Zgonc explained that North Shore’s Intangible Plant consists 
primarily of software for computer systems that support multiple business functions and 
are necessary for North Shore’s business operations.  Based on adjustments from the 
AG, the amount of plant in rate base was later updated to $18.963 million and net utility 
plant was updated to $20.098 million.  This adjusted amount is not disputed and is 
therefore approved. 
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5. Production Plant 
Mr. Zgonc’s direct testimony included $11.3 million for North Shore’s Production 

Plant, included in rate base.  Mr. Zgonc described that North Shore’s Production Plant is 
comprised of land or land rights and structures on former manufactured gas production 
plants purchased by North Shore.  Based on adjustments from the AG, the amount of 
plant in rate base was later updated to $18.963 million and net utility plant was updated 
to $20.098 million.  This adjusted amount is not disputed and is therefore approved. 

6. Materials and Supplies 
Mr. Zgonc provided balances for historic materials and supplies, net of accounts 

payable, as well as forecasts for 2020 and 2021, in his direct testimony.  Mr. Zgonc 
explained that this account represents continuing, permanent investments in materials 
and supplies that the Company must maintain in order to provide service to its customers 
and argued that the Company should therefore be allowed to earn a return on those 
accounts.  The 13-month (net) average for this account for the test year is $2.639 million.  
This amount is undisputed and is therefore approved. 

7. Gas in Storage 
North Shore witness Zgonc provided 13-month average balances of gas in storage 

for calendar years 2018 and 2019, as well as projected data for calendar years 2020 and 
2021.  Mr. Zgonc explained the derivation of these amounts in his direct testimony.  They 
represent investments in inventory gas and are required to provide service to customers.  
The 13-month average balance for North Shore is $6.878 million.  No party challenged 
this amount and it is therefore included in rate base. 

8. Net Retirement Benefits (Other than Pension Settlement 
Accounting and Purchase Accounting) 

Two aspects of North Shore’s retirement benefits are disputed, but the balance is 
not.  Specifically, Staff and the AG recommend disallowances related to North Shore’s 
pension settlement accounting for lump sum benefits paid in prior years, and the AG 
recommends extending the amortization period for regulatory assets related to pension 
obligations arising from purchase accounting rules.  The AG proposed, and the Company 
accepted, an update to average balance of Retirement Benefits, Net and 2021 projected 
pension costs based on an actuarial study provided in discovery.  The remaining amounts 
of North Shore’s pension obligations are undisputed and are therefore approved. 

9. Budget Plan Balances 
Budget Plan Balances may be a component (or reduction) of rate base when they 

provide a source of capital.  The 13-month average balance of the Budget Plan Balance 
is $4.339 million.  North Shore accepted Staff’s and the AG’s proposals to accrue 0% 
interest on this balance, as discussed below.  This amount is uncontested and is therefore 
approved. 

10. Accumulated Deferred Income Taxes (“ADIT”) 
Staff witness Trost stated that certain adjustments should be made to reflect the 

proration of ADIT based on the approximate effective date of new rates from this 
proceeding of September 15, 2021 rather than January 1, 2021 as the Company 
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proposed.  Staff Ex. 1.0 at 28-29, Sch. 10.  Staff explains that the adjustments were 
necessary in order to comply with Internal Revenue Service (“IRS”) regulations on 
normalization of income taxes.  Id.  The Company did not object to Staff’s adjustment or 
methodology.  NS Ex. 10.0 at 4.  North Shore’s final ADIT credit, $106.831 million, is 
uncontested and is therefore approved. 

11. Customer Deposits 
North Shore schedules include customer deposit amounts of $1.3 million and $0.8 

million for 2020 and 2021, respectively, and an adjusted test year average of $1.058 
million.  No party contested these amounts and they are therefore approved. 

12. Customer Advances for Construction  
Customer advances for construction may be a component (reduction) of rate base 

when they provide a source of capital.  North Shore proposed a credit balance of $1.555 
million in Customer Advances.  This amount is uncontested and therefore is approved. 

13. Reserve for Injuries and Damages 
The reserve for injuries and damages may be a component (reduction) of rate base 

when it provides a source of capital.  North Shore proposed a credit balance of $0.307 
million as the projected balance for the Reserve for Injuries and Damages at December 
31, 2020, and December 31, 2021.  This subject is uncontested and is therefore 
approved. 

14. Construction Work in Progress (“CWIP”) 
In his direct testimony, Mr. Zgonc identified CWIP balances of $9.4 million as of 

December 31, 2020, and $20.8 million as of December 31, 2021.  Both Staff and the AG 
proposed removing CWIP for a new shop in Waukegan because, as the Company 
conceded in discovery, it would not complete the shop in time to qualify the costs for 
inclusion in CWIP in the test year.  The Company accepted this adjustment, resulting in 
an $11.384 million reduction to Gross Utility Plant, and a $1.005 million reduction to 
operating income.  In light of this concession, this issue is not contested, and the adjusted 
amounts are approved. 

15. Cash Working Capital 
North Shore commissioned a lead-lag study to determine the level of cash working 

capital (“CWC”) required to finance day-to-day operations.  The lead-lag study was based 
on North Shore’s cash transactions and invoice data for the twelve months ended 
December 31, 2018, where appropriate.  At the time of the study, calendar year 2018 was 
the last actual calendar year period available.  The study indicated that the appropriate 
level of CWC required by North Shore was $5.7 million, which Mr. Zgonc included in North 
Shore’s rate base as part of his direct testimony.  Mr. Zgonc also noted that, in the final 
Order in the 2015 Rate Case, the Commission allowed North Shore negative $1.7 million 
for CWC.  North Shore provided a comparison between the CWC requested in the instant 
case with the amount allowed in the 2015 Rate Case.  

Based on the Company’s agreement with AG’s proposal to change intercompany 
billing lead time, along with additional derivative impacts, North Shore updated its CWC 
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amount to $5.4 million.  The updated CWC amount is uncontested and is therefore 
approved. 

C. Contested Issues 
1. Pension Settlement Accounting 

a. North Shore’s Position 
North Shore takes the position that $1.877 million of pension settlement regulatory 

asset should be included in rate base.  See Section IV.B.4, below regarding amortization 
of the 2016-2020 pension settlement accounting expense, for a substantive discussion of 
the dispute over pension settlement accounting. 

b. AG’s Position 
The AG argues that the Company’s proposal to record and recover pension 

settlement costs for five years outside the test year through regulatory assets, amortized 
over ten-years, violates fundamental test-year principles that are well-settled in Illinois 
case law, and amounts to unlawful retroactive and single-issue ratemaking.  North Shore 
continues to assert that $2.366 million of these costs be included in rate base.   

The AG asserts that the Commission should reject North Shore’s proposal, and 
adopt the AG’s adjustment, which permits the Company to only recover projected 2021 
pension settlement expenses in the test year.  The AG argues that the Company’s 
proposal seeks to recover expenses, including its adjustments to rate base and operating 
expense, incurred in the years 2016 through 2020, but the test year is 2021.  According 
to the AG, settlement expenses for prior years are outside the test year and should be 
disallowed because it violates test-year rules.  The Illinois Supreme Court has made clear 
that test-year rules “are intended to prevent a utility from mismatching revenue and 
operating expenses.”  Bus. & Prof’l People for the Pub. Interest v. Ill. Com. Comm’n, 146 
Ill. 2d 175, 242 (1991) (“BPI II”).  But the AG contends that the Company’s proposal would 
bring about that very result.  See AG Ex. 1.0 at 14; Staff Ex. 1.0 at 21. 

Further, the AG argues that North Shore’s accounting proposal amounts to 
unlawful retroactive ratemaking, which is prohibited in Illinois.  The prohibition of 
retroactive ratemaking is “derived from the overall scheme of the Act and the role of the 
Commission in the ratemaking process.”  Citizens Util. Co. of Ill. v. Ill. Commerce Comm’n, 
124 Ill. 2d 195, 207 (1988), citing Mandel Brothers, Inc. v. Chicago Tunnel Terminal Co., 
2 Ill. 2d 205, 2010 (1954).  The AG argues that because the Act “prohibits refunds when 
rates are too high and surcharges when rates are too low, [the prohibition of retroactive 
ratemaking] serves to introduce rate stability into the ratemaking process.”  Citizens Util. 
Co. of Ill., 124 Ill. 2d at 207 (court invalidated Commission’s adjustment to rate base for 
income tax expense recovered from prior years).  The AG asserts that North Shore’s 
proposal asks the Commission to do exactly that which the high court in Citizen Util. Co. 
of Ill. condemned. 

Lastly, the AG agrees with Staff that the Company’s proposal also constitutes 
unlawful single-issue ratemaking.  The AG argues that the Company cannot provide a 
sufficient and lawful basis in the record for the Commission to dismiss these well-
established doctrines in Illinois case law, that the Company’s proposal is untenable, and 
that the Commission should therefore reject it. 



20-0810 

8 

c. Staff’s Position 
Staff argues that the Commission should disallow the Company’s attempt to 

recover prior period pension settlement expenses, including adjustments to both rate 
base and operating expense.  The amounts in dispute represent deferred expenses 
incurred outside of the test year and are therefore not properly included in the 2021 test 
year.  The Company claims that unless its proposal is approved, customers are relieved 
of their obligation to pay for the settlement costs.  In advancing this argument, Staff 
asserts, the Company misrepresents how test year principles work.  Specifically, 
operating costs, which may be reasonable and otherwise recoverable, are not 
recoverable when they fall outside of the test year.  See, e.g., BPI II at 237-238 (purpose 
of test year rule, which requires utility to present rate data in accordance with a proposed 
one-year test year, “is to prevent a utility from overstating its revenue requirement by 
mismatching low revenue data from one year with high expense data from a different 
year.”).  Staff contends that pension settlement expenses must be recognized in the year 
incurred, because the Company has no future obligations for the costs of such payments, 
as the Company concurs.  NS Ex. 2.0 at 72.  

Staff observes that recognizing pension settlement expenses in the year in which 
they are incurred is no more of a “windfall” to ratepayers than cost recovery of other 
operating expenses that are incurred below the test year amounts authorized.  Staff Ex. 
7.0 at 5-6.  Staff recommends that the Commission adopt Staff’s adjustments in Staff’s 
Appendix A, Schedule 9.   

d. Commission Analysis and Conclusion 
This issue involves expenses that were incurred in the years 2016 through 2020, 

but the Commission notes that the uncontested test year is 2021.  To recover these costs 
would violate test-year rules. 

The Commission shares Staff’s concern that the pension settlement expenses 
must be recognized in the year incurred, because the Company has no future obligations 
for the costs of such payments.  NS Ex. 2.0 at 72.  The Commission adopts Staff’s 
adjustment as reflected in its Initial Brief, Appendix A, Schedule 9. 

The Commission also addresses this issue below in Section IV.B.4, “Amortization 
of the 2016-2020 Pension Settlement Accounting Expense.” 
IV. OPERATING EXPENSES 

A. Uncontested Issues 
1. Other Revenues 

North Shore’s proposed $1.877 million in Other Revenues is uncontested and is 
therefore approved. 

2. Incentive Compensation 
In its rebuttal testimony, the Company agreed to Staff’s and the AG’s proposal to 

disallow recovery of incentive compensation tied to financial metrics.  Staff’s and the AG’s 
proposed disallowances differed slightly, and Mr. Zgonc explained that the AG’s proposed 
disallowance of $1.077 million was correct because it reflected the amount of equity-
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based incentives in the test year.  In particular, the AG split costs between capital and 
operating and maintenance (“O&M”), whereas Staff’s proposed disallowance did not.  The 
parties did not dispute any other aspect of North Shore’s incentive compensation, and 
those amounts are therefore approved. 

3. Payroll Expense 
North Shore’s payroll budget was developed by individual business units to project 

staffing levels and payroll estimates.  Actual staffing levels as of May 31, 2019 were used 
as the basis to develop the 2021 payroll budget.  In his direct testimony, Mr. Zgonc 
described how business units planned staffing changes at the cost center level by month, 
and how the cost center data included employee group (regular, seasonal, temporary, or 
summer) and union code.  Actual salary rates by person were used for each position and 
new salaries were determined by the budget coordinators working with the related 
operational business areas.  

Mr. Zgonc stated that a general overtime factor of 1.5 was used; however, the 
factor could be modified by the business units for specific cost centers.  Overtime hours 
and specialty pay were entered by month for specific cost centers based on historical 
trends and specific business unit needs.  Part time, seasonal, and summer help were also 
based on historical information and specific business unit needs.  Other general data 
assumptions incorporated into the payroll model included work hours, unplanned absence 
hours, holiday hours, and vacation hours, using percentage allocations by month based 
on historical data.  From these inputs, the model developed an average rate per cost 
center as well as an amount of labor hours to allocate to productive work. 

Mr. Zgonc explained that the budget coordinators reviewed each cost center to 
determine the allocation of labor hours and non-labor costs to applicable projects or 
activities (e.g., maintenance of mains, service additions, and retirement of mains).  Labor 
costs were calculated based on the input of the latest labor rates from North Shore’s 
payroll system and projected increases for bargaining unit and non-bargaining unit 
employees.  Those labor costs, along with non-labor costs, were allocated to the 
appropriate expense/capital categories based on project identification.  Overhead 
centralized costs were then allocated to projects based on percentages developed from 
the previous year’s actual experience or a current forecast.  Income taxes were based on 
statutory rates and estimated amortizations. No witness contested Mr. Zgonc’s 
explanation of payroll expenses or the forecast amount of those expenses.  The expenses 
are therefore approved. 

4. Interest 
a. Budget Payment Plan/Customer Deposits 

Staff witness Tolsdorf recommended adjustments to remove from the 2021 test 
year interest expense associated with Budget Payment Plans and Customer Deposits.  
Staff Ex. 2.0 at 3.  The Company did not object to the adjustment and reflected the 
adjustment, as calculated by Staff, in its rebuttal revenue requirement.  NS Ex. 10.0 at 4-
5.  No parties contested this adjusted amount and it is therefore approved. 
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b. Synchronization 
North Shore does not object to the methodology that Staff and the AG employed 

to calculate the interest synchronization amount but does contest some of the underlying 
adjustments that drive the amount of the interest synchronization adjustment, as 
discussed elsewhere.  Based on the Staff and AG adjustments, North Shore proposed an 
interest synchronization amount of $5.892 million, which no party disputed.  This 
adjustment is approved subject to the final cost of capital allowed in this Order. 

5. Transmission−Other than Compliance with Mega Rule 
North Shore’s proposed transmission expense, other than the costs for compliance 

with the Mega Rule addressed below, is uncontested and therefore approved. 
6. Distribution 

North Shore allocated $17.192 million of operating expenses for distribution.  This 
amount is uncontested and is therefore approved. 

7. Customer Accounts−Uncollectibles 
North Shore proposed using the net write-off method to determine the uncollectible 

expense rate of 1.1045%, based on the last three years of actuals, which were available 
at the time North Shore filed its surrebuttal testimony.  North Shore’s final adjusted 
uncollectible net-write off amount is $1.147 million.  This update to reflect the most recent 
available actual bad debt level is not contested by the parties and is therefore approved. 

8. Customer Accounts−Other than Uncollectibles 
North Shore’s proposed Customer Accounts, other than the uncollectibles 

expense, is uncontested and is therefore approved. 
9. Customer Services and Information 

North Shore’s proposed Customer Services and Informational Services expense 
is uncontested and is therefore approved. 

10. Charitable Contributions 
In accordance with Section 9-227 of the Act, North Shore provides charitable 

contributions to organizations whose objectives benefit the public welfare or are for 
charitable scientific, religious, or educational purposes that serve to ensure the well-being 
and stability of the communities within its service territory and the customers residing in 
those communities.  The Commission has traditionally allowed recovery of charitable 
donations in North Shore’s rate cases, and, in keeping with its historical practice, North 
Shore provided additional information on the benefits of its charitable contributions 
beyond what is required by Part 285 of the Commission’s rules. 

Per Part 325 of the Commission’s rules, North Shore classified individually 
identified sponsorships separately from institutional events.  North Shore also employed 
additional processes for assessing rate-recoverable charitable, sponsorship, and 
institutional events.  North Shore forecasts $0.116 million of charitable contributions in 
the test year.  This amount was uncontested and is therefore approved. 
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11. Lobbying Expense 
North Shore did not propose any lobbying expenses in the test year. 

12. Outside Professional Services Expense 
North Shore’s proposed test year outside professional services expense is $3.742 

million.  This amount is uncontested and is therefore approved. 
13. Income Tax Expense 

North Shore’s adjusted amount for federal income taxes is $3.360 million.  North 
Shore’s adjusted amount for state income taxes is $1.213 million.  North Shore’s adjusted 
amount for deferred income taxes is $2.052 million.  No party disputed these amounts 
and they are therefore approved. 

14. Taxes Other Than Income Taxes 
North Shore’s adjusted amount for taxes other than income tax is $4.251 million.  

No party disputed this amount and it is therefore approved. 
15. Gross Revenue Conversion Factor 

North Shore calculated a Gross Revenue Conversion Factor (“GRCF”) of 
1.414321.  The factors that influence the GRCF are the uncollectibles rate and federal 
and state income taxes.  North Shore’s proposed uncollectibles rate is 1.1045%.  This 
rate was determined by taking the net write-off amount based on the average of the actual 
net write-offs for the most recent three calendar years (2018-2020) as a percentage of 
the total gas revenues as forecasted at present rates for the test year.  No parties contest 
the GRCF and uncollectibles rates and they are therefore approved. 

16. Administrative and General 
North Shore’s proposed $15.750 million in Administrative and General expenses 

are uncontested and therefore approved. 
a. Pension and OPEB 

The AG proposed a downward adjustment of $0.525 million to Pension and OPEB 
(consisting of a reduction of expenses for pension and OPEB of $0.518 million and an 
adjustment to depreciation expense of $7,000) to account for an updated actuarial report 
provided in discovery.  The update also lowered rate base by $0.297 million.  The 
Company accepted these adjustments and they are therefore approved. 

17. Depreciation Expense 
North Shore’s proposed depreciation expense of $16.836 million is uncontested 

and therefore approved. 
18. Amortization Expense (other than Rate Case Expense, 

Purchase Accounting, and Pension Settlement Expense 
Amortization) 

North Shore’s proposed amortization expense of $3.217 million, not including 
contested amortizations related to rate case expense, purchase accounting and pension 
settlement expense, is uncontested and is therefore approved. 
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19. Rider FCA Adjustment 
Staff witness Tolsdorf recommended that certain adjustments be made to remove 

from the 2021 test year (“franchise cost adjustments”) FCA expenses recovered through 
Rider FCA.  Staff Ex. 2.0 at 6.  Upon further review, Staff determined an appropriate 
amount of FCA expenses had been removed from the 2021 test year and has withdrawn 
the proposed adjustment.  This issue is no longer contested. 

20. WEC Business Services General and Administrative Cross 
Charges 

North Shore included $1.317 million of General and Administrative (“G&A”) cross 
charges in the test year revenue requirement representing services provided by WEC’s 
service company, WEC Business Services.  AG witness Selvaggio requested that North 
Shore witness Zgonc address a process to update this amount based on the return 
allowed by the Commission in this case.  Mr. Zgonc provided this calculation in NS Ex. 
10.5, and in response, Ms. Selvaggio withdrew her request for potential adjustments to 
G&A cross charges.  Therefore, this issue is uncontested and the amount is approved. 

B. Contested Issues 
1. Proposed Rate Case Expense Disallowances 

a. North Shore’s Position 
Section 9-229 of the Act requires that the Commission specifically assess the 

“justness and reasonableness of any amount expended by a public utility to compensate 
attorneys or technical experts to prepare and litigate a general rate case filing.”  220 ILCS 
5/9-229.  Part 288.40 lists the factors the Commission considers when making this 
determination. 

North Shore’s estimated rate case expenses for this case were $2.2 million.  North 
Shore explains that it has provided regular updates on these expenses as the docket has 
proceeded, including full billing detail for outside counsel, inter-company expenses 
attributable to work performed by WEC’s service company (WEC Business Services) and 
invoices for expert witnesses and other consultants.  

North Shore witness Zgonc described the factors the Company considers in 
selecting counsel and technical experts and the steps it takes to ensure that rate case 
expenses incurred for their services are just and reasonable.  See NS Ex. 2.0 at 34-35.  
He also described the cost control and oversight measures the Company employs with 
respect to rate case expenses.  Id. at 35-36.  As required by Part 288.30(e), the Company 
explained that it filed a verification by Koby Bailey, Senior Corporate Counsel for 
Regulatory Affairs at WEC, affirming that the compensation paid or to be paid to outside 
counsel and experts is supported by billings that are true and accurate; that the costs 
were reasonable to prepare and litigate the rate case; that the bills were reviewed and 
approved by utility management prior to payment; and that the bills were not duplicative.  
NS Ex. 18.0.  

North Shore argues that the reasonableness and justness of its rate case 
expenses is supported by the factors set forth in Part 288.40.  According to North Shore, 
it has filed all required support for compensation costs as required in Part 288.30.  These 
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exhibits provide all rate case expenses that have been paid by the Company to date.  
North Shore’s reporting included invoices that distinguish between services provided by 
professional and support staff.  North Shore argues that this rate case has addressed 
novel and complex issues.  Inside counsel supervised the work of all inside and outside 
resources to ensure that it was reasonably necessary to litigate the case, and that the 
work was relevant to the justness and reasonableness of the proposed utility rates.  North 
Shore explained that with the assistance of its legal department, which regularly hires 
counsel in multiple jurisdictions and for many types of work, North Shore negotiated 
estimates of hours, scopes of work, and hourly rates that are just and reasonable in light 
of market rates for experienced counsel in the Chicago market generally and with 
experience handling complex Commission proceedings in particular.  The counsel North 
Shore hired have considerable experience in Illinois rate cases and related proceedings 
and were able to capably and efficiently handle all aspects of the rate case.  Finally, North 
Shore ensured that the services its counsel provide were not duplicative, and that the 
amount of time taken to perform tasks was reasonable. 

North Shore points out that Staff did not take issue with any rate case expenses.  
However, in her rebuttal testimony, AG witness Selvaggio questioned a number of 
specific rate case expenses totaling $0.148 million.  North Shore chose not to contest 
$0.042 million of this amount.  These uncontested expenses related to certain outside 
counsel expenses for Jenner & Block and Foley & Lardner; an invoice for one expert 
witness; attorney registration expenses for Quarles & Brady attorneys; and one invoice 
from Concentric Energy Advisors.  In order to narrow the issues in this case, the Company 
agreed to remove these expenses from its revenue requirement.  

North Shore objects to two other specific disallowances proposed by Ms. 
Selvaggio.  First, Ms. Selvaggio objects to the balance of the Jenner & Block fees in this 
case, amounting to $9,569, on the grounds that they were duplicative of the work done 
by Quarles & Brady.  North Shore explained that it is routine for utilities to have more than 
one law firm working on its rate cases, even if one firm takes the lead.  According to North 
Shore, the AG offered no evidence establishing that Jenner & Block’s work duplicated 
Quarles & Brady’s work, and its proposed disallowance of these fees should be rejected.  
Second, Ms. Selvaggio objected to an invoice for Concentric Energy Advisors, which was 
labeled “General Environmental Advice.”  North Shore explained in that this bill was 
mislabeled, but that the bill itself showed that it was for work done on the rate case.  Mr. 
Zgonc explained that Concentric has done significant amounts of work on this case to 
support the Company’s position on capital structure and cost of capital, and that the time 
on the bill was clearly attributable to that effort.  Therefore, North Shore argues that the 
Commission should reject both of these proposed disallowances of rate case expenses. 

The AG seeks disallowance of an additional $0.094 million of rate case expense 
that is attributable to costs incurred during the early stages of preparing for this 
proceeding, when WEC was anticipating filing rate cases for both North Shore and The 
Peoples Gas Light and Coke Company (“Peoples Gas”).  During that period, the two 
companies incurred joint rate case expenses of $0.394 million, which were allocated 40% 
to North Shore and 60% to Peoples Gas.  This allocation resulted in $0.158 million in rate 
case expense being assigned to North Shore.  Ms. Selvaggio proposes that only 16% of 
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those common costs should be allocated to North Shore, based on its customer count 
relative to Peoples Gas. 

North Shore argues that the Commission should reject Ms. Selvaggio’s proposed 
disallowance.  The 60/40 allocation used in the preliminary planning for this case was 
based on historic precedent – it has been used and approved in every single one of the 
North Shore/Peoples Gas rate cases going back to at least the Company’s test year 2006 
case.  In all this time, the allocation has never been tied to relative customer counts.  

Further, Ms. Selvaggio has introduced no evidence that the complexity of rate 
cases is somehow tied to their customer counts.  North Shore conceded that Ms. 
Selvaggio’s general point that a rate case for a stand-alone, relatively smaller utility 
should be less expensive to try than for a combined case is well taken.  Indeed, the 
relative cost of outside counsel fees for this case is about 35% less than the combined 
North Shore/Peoples Gas in year-of-occurrence dollars, without accounting for inflation.  
However, while a single-utility rate case may be somewhat less complex than a combined 
rate case, North Shore claims that it is not significantly less expensive to try because 
there is a certain amount of work that must be done in every natural gas rate case under 
the administrative rules and given the extensive process involved and heightened scrutiny 
such cases receive in Illinois, and that this case has been no exception.  The Company 
responded to approximately 400 data requests, most of which were complex and 
contained multiple sub-parts.  In addition, according to the Company, many parts of a 
North Shore case are as complex, technically and substantively, as they would be in a 
Peoples Gas rate case despite the fact that Peoples Gas is a much larger utility.  For 
example, cost of capital issues are just as complex in North Shore’s case as in any other 
utility’s, and the same effort is required to address capital projects that the utility seeks to 
add to rate base.  

In response, Ms. Selvaggio argued that the Company’s outside counsel fees were 
too high because they are greater than other utilities’ fees on a per customer basis.  Ms. 
Selvaggio argued that “North Shore should be required to scale its costs so that its 
customers do not pay significantly more, per customer, for outside legal services.”  AG 
Ex. 3.0 at 8.  North Shore disagrees with this unprecedented standard and points out that 
Ms. Selvaggio provided no authority supporting it.  If the Commission were to adopt this 
standard, North Shore claims, it would severely hamstring smaller utilities in litigating rate 
cases.  As Mr. Zgonc argued, “[t]he fact that larger utilities are able to capture efficiencies 
when measured on a cost per customer basis is not relevant and it should not result in a 
prudency standard for rate case expenses that places smaller utilities at a disadvantage 
relative to larger utilities.”  NS Ex. 10.0 at 15.  

Finally, applying the 40% North Shore allocation of rate case expenses in this case 
would result in expenses that are generally consistent with North Shore’s overall rate case 
expense from its last case -- $2.163 million in this case versus $1.947 million in the 
Company’s last rate case.  Thus, this allocation would result in overall growth in rate case 
expense of less than 10%, despite six-plus years of inflation and the stand-alone posture 
of this case. 
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b. AG’s Position 
The AG argues that the Commission should reduce North Shore’s rate case 

expense by $0.094 million to avoid overcharging the Company’s customers for rate case 
expense.  They note that prior to North Shore submitting its petition in this rate case, it 
coordinated with Peoples Gas in anticipation of filing a joint rate case petition, and the 
two utilities incurred joint rate case expenses totaling $0.394 million.  Only North Shore 
submitted a petition and is seeking to recover 40% of this joint rate case expense, or 
$0.157 million, in this rate case.     

The AG asserts that joint rate case expense should correspond to total customer 
share.  The AG cites to Commission reports detailing customer totals and calculated that 
North Shore had only 16% of the total customer share between the two utilities in 2019.  
The AG then allocated the $0.394 million in joint rate case expense between the two 
utilities according to their customer totals.  Thus, the AG adjusted North Shore’s recovery 
for joint rate case expense from $0.157 million to $0.63 million to correspond to North 
Shore recovering 16% of the joint rate case expense.   

The AG argues that the 60/40 split of joint rate case expense is inappropriate 
because:  (1) it is arbitrary and (2) results in North Shore customers paying three times 
as much, per capita, for rate case expense in comparison to Peoples Gas customers.  
North Shore states that the basis for the 60/40 split was historical precedent dating back 
to at least the two utilities’ joint rate case in Docket Nos. 07-0241/07-0242 (Consol.).  The 
AG notes that North Shore has provided no other justification for the 60/40 split, aside 
from historical precedent.  For example, North Shore presents no evidence to suggest 
that 40% of the total joint rate case expenses are costs that North Shore would have 
incurred if it did not initially seek a joint petition with Peoples Gas.  The AG also calculates 
the per capita cost of rate case expense for customers of the utilities.  In the event that 
Peoples Gas recovered 60% of the $0.394 million from its customers (totaling $0.236 
million), North Shore customers would pay, per capita, $1.07 for rate case expense each 
year ($0.157 million/146,732), while Peoples Gas customers would pay $0.30 each year 
($0.236 million/789,254).  The AG asserts that this disparity is inequitable and 
unsupported in the record and therefore request that the Commission reduce North 
Shore’s rate case expense by $0.094 million in accordance with the total customer shares 
of both North Shore and Peoples Gas.   

c. Commission Analysis and Conclusion 
The AG recommends that the Commission make two specific adjustments based 

on fees it alleges were not adequately supported by the Company.  The Commission 
finds, however, that the Company has shown that the fees were related to presentation 
of this rate case and these adjustments are denied. 

With respect to the AG’s recommendation regarding the proper allocation of rate 
case expense between Peoples Gas and North Shore, the Commission notes that it has 
accepted the 60/40 split between Peoples Gas and North Shore in the past.  The 
Commission agrees with North Shore that there is a certain amount of work that must be 
done to prepare for a rate case regardless of the size of the utility.  The AG’s proposal to 
calculate North Shore’s portion of the shared rate case expenses does not recognize that.  
It is not adopted. 
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2. Amortization Period for Rate Case Expense 
a. North Shore’s Position 

The parties disagree on the appropriate amortization period for rate case 
expenses.  According to North Shore, it is well established that rate case expenses should 
be amortized “over the period of time that the subject tariffs are reasonably anticipated to 
be in effect.”  Ill. Bell Tel. Co., Docket No. 89-0033, Order at 78 (Nov. 9, 1989).  North 
Shore proposed a two-year amortization period in Mr. Zgonc’s direct testimony.  The AG 
and Staff recommend a six-year amortization period based on the fact that the Company 
has not filed a rate case for over six years, and the assumption that the Company will not 
file again for another six years, during which time it would “over-collect” rate case 
expenses from customers if its rates reflected the two-year amortization period.  The AG 
speculated that this is indicative of WEC’s “corporate philosophy” of “not fil[ing] for 
changes to its effective rates every two to three years.”  AG Ex. 3.0 at 4-5. 

North Shore witness Zgonc explained that the Company’s proposed two-year 
amortization period roughly reflects the historical schedule on which the Company filed 
rate cases in the past.  Mr. Zgonc demonstrated that going back six rate case cycles, the 
Company has filed a rate case every 2.75 years on average, and proposed that if the 
Commission wants to tie amortization of rate case expenses in this case to the historic 
filing frequency, that 2.75-year period would be more appropriate.  Mr. Zgonc further 
explained that the relatively long period between the Company’s last rate case and this 
one was driven in large part by the Commission’s Order that the Company not file a rate 
case for a period of time following North Shore’s acquisition in 2015.  North Shore argues 
that in Nicor’s test year 2018 rate case, the Commission considered similar 
circumstances, and adopted Nicor’s proposed four-year amortization period, in part 
because prior reorganizations had prevented Nicor from filing a rate case on its historic 
cadence, leading to a seven-and-a-half year gap between rate cases.  N. Ill. Gas Co. 
d/b/a Nicor Gas Co., Docket No. 17-0124, Order at 39-40 (Jan. 31, 2018).  

As for Ms. Selvaggio’s speculation about WEC’s supposed “corporate philosophy,” 
Mr. Zgonc explained that “[r]ather, its approach is to efficiently manage operating costs, 
until a rate case becomes necessary.”  NS Ex. 14.0 at 7-8.  

Staff argues that it is improper to set a relatively shorter period for recovery of rate 
case expenses because doing so establishes an asymmetric risk for customers.  In other 
words, Staff claims that if the Company stays out longer than two – or 2.75 – years, the 
Company will “over collect” its rate case expense, whereas if it stays out a longer period 
of time the Company is more or less guaranteed to recover any remaining expenses 
through a regulatory asset in its next rate case.  According to North Shore, this argument, 
if taken to its logical conclusion, would favor setting artificially long amortization periods 
in every rate case.  Second, while it may be typical for any remaining expenses to be 
allowed as a regulatory asset in future rate cases, North Shore demonstrated that the 
Commission has not universally followed this approach.  See, e.g., Mt. Carmel Public Util. 
Co., Docket No. 16-0428, Order (May 3, 2017).  

Both Staff and the AG argue that a longer amortization period is appropriate here 
because the Company has “over collected” rate case expenses allowed in its last rate 
case.  North Shore responds that artificially reducing the Company’s revenue requirement 
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in this case on this justification by setting a long amortization period would be 
impermissible retroactive ratemaking.  Under Illinois law, utilities are required to collect 
Commission-authorized rates from customers.  This includes collecting regulatory assets 
for which the Commission has established an amortization schedule, making Staff’s and 
the AG’s implication that the Company has somehow done something wrong troubling.  
This rule is consistent with the prospective nature of the Commission’s ratemaking 
function and promotes stability in the ratemaking process.  Indeed, argues North Shore, 
according to the AG and Staff’s logic, North Shore should be able to recover for additional 
expense it has incurred after its last rate case based on the argument that it has under 
collected from customers for those expenses.  According to the Company, by arguing for 
a rate case amortization period that is much longer than North Shore’s historic cadence 
for filing rate cases on the grounds that the Company supposedly over collected its rate 
case expenses in the past, the AG and Staff are effectively arguing for a customer refund, 
which is contrary to Illinois law. 

For all of these reasons, North Shore contends that the Commission should adopt 
the Company’s proposed two-year amortization period for rate case expenses.  At the 
very most, if the Commission is convinced by the argument that the historic cadence for 
filing rate cases ought to be considered, it should set a 2.75-year amortization period, 
which would be consistent with the Company’s historical pattern in filing for rate 
increases.  Finally, if the Commission decides to order a six-year amortization period, the 
Company argues that it should be allowed to recover carrying cost to reflect the long-term 
nature of the regulatory asset.  

b. AG’s Position 
The AG argues that the Commission should order North Shore to amortize its rate 

case expense over six years, as opposed to the two-year amortization period proposed 
by the Company, to protect ratepayers against overpaying for rate case expense.  The 
AG notes that the Commission approved an amount of $1.947 million in rate case 
expense to be amortized over 2.5 years in North Shore’s last rate case, Docket Nos. 14-
0224/14-0225 (Consol.).  See N. Shore Gas Co., Docket Nos. 14-0224/14-0225 
(Consol.), Order (Jan. 21, 2015).  However, the Company’s rates will have been active 
for over six and a half years by the time the Commission enters its final Order establishing 
new rates in this case.  Thus, ratepayers will have provided funding of approximately 
$5.243 million ($0.779 million * 6.73 years) in rate case expense between January 1, 
2015 and September 8, 2021.  This is $3.3 million more ($5.243 million - $1.947 million) 
than the approved rate case expense of $1.947 million in Docket Nos. 14-0224/14-0225 
(Consol.).   

The AG asserts that a longer amortization period is appropriate because it 
balances risk between North Shore and its customers.  They argue that this is the first 
petition that North Shore has filed since it was acquired and thus is indicative of the 
Company’s rate case interval going forward.  The AG notes that the Company can re-
amortize any uncollected rate case expense in the event that the Company files a rate 
case prior to its rates in this case being effective for six years.  The AG argues that the 
Company is thus not at risk of under-recovering this expense, while ratepayers are at risk 
over-paying if the corporate philosophy of North Shore is to allow rates to be effective for 
longer periods of time.   



20-0810 

18 

The AG challenges the Company’s assertion that the Commission’s decision in 
Docket Nos. 14-0224/14-0225 (Consol.) prevented North Shore from filing a subsequent 
rate case.  The Commission’s Order in those dockets prevented the Company from filing 
another rate case for two and a half years – not six years.  See Docket Nos. 14-0224/14-
0225 (Consol.), Order at 99.  This two-and half-year bar on filing after June 24, 2015 did 
not prevent the Company from filing another rate case for an additional three and a half 
years once the bar expired.   

The AG also rejects North Shore’s argument that over-collecting rate case 
expense allows it to spend money on other expenses, like capital projects.  The AG 
asserts that the Company will recover the costs for its capital projects in this proceeding, 
thus meaning that excess rate case expense benefit the Company’s shareholders, not 
ratepayers.   

The AG requests that the Commission reduce North Shore’s rate case expense by 
$0.094 million to correspond to its share of total customers and order the Company to 
amortize the remaining expenses of $2.026 million over six years, as calculated in AG IB 
Exhibit A, Schedule A2.  The AG’s adjustment reduces the Company’s revenue 
requirement by $0.731 million. 

c. Staff’s Position 
Staff asserts that the Commission should amortize rate case expense over six 

years, rather than the two years proposed by the Company.  Six years represents the 
length of time since the Company’s most recent rate case.  Staff Ex. 2.0 at 8.  Significantly, 
the length of the amortization period associated with rate case expense presents an 
asymmetrical risk.  If the amortization period is too short and the Company’s next rate 
case takes place further in the future than anticipated, ratepayers will overpay – and the 
Company will over-recover - the approved level of rate case expense, which is bad for 
customers and good for the Company.  If, however, the amortization period is too long, 
and the Company files its next rate case sooner than anticipated, there will be a balance 
of unamortized rate case expense.  This can be, and routinely is, included with the new 
rate case expense and the Company recovers it.  This is neutral for ratepayers, because 
they will not have overpaid an approved expense, and also neutral for the Company as it 
is still made whole through the inclusion of the unamortized balance with new rate case 
expenses in the successor rate case.  This asymmetrical risk is easy to see when 
considering the Company’s last rate case which utilized a 2.5-year amortization period.  
The rates from Docket Nos. 14-0224/14-0225 (Consol.) have been in effect since January 
2015, so customers have, in effect, paid well more than double the approved level of rate 
case expense from that proceeding.   

Staff points out that the Company was, and remains, free to seek a rate increase 
at any time it deems proper.  See Bus. and Prof’l People for the Pub. Int. v. Commerce 
Comm’n, 136 Ill. 2d 192, 213 (1989) (“BPI I”) (stating that the Commission has no 
authority to impose a moratorium on rate increases).  Accordingly, to the extent that North 
Shore has made capital investments and has not yet recovered those costs due to not 
seeking revised rates, this is a problem entirely of the Company’s own making.  Moreover, 
there is no question that the Company will recover costs associated with such 
investments in this proceeding, provided that the investments prove to have been prudent 
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and reasonable.  Nonetheless, the Company will still have recovered approximately 250% 
of rate case expense from its 2014 rate case. 

Further, since North Shore did not seek a rate increase before October 15, 2020, 
despite the fact that it was free to do so, it must be concluded that the Company 
considered the rates set in 2015 to be satisfactory until shortly prior to October 2020, its 
inability to recover investment costs notwithstanding.  It cannot complain that it is 
prejudiced by its own decisions. 

The Company should not be allowed to circumvent sound accounting practices by 
attempting to over-collect its rate case expense through a shortened amortization period.  
The intransigent fact is that the Company’s last rate Order prior to this was in 2015 – over 
six years ago so a 6-year amortization period is far more representative of the likely 
interval between rates cases than a two-year amortization period.  A six-year amortization 
is also fair to both customers and the Company and should be adopted by the 
Commission.  

In response to the Company’s arguments regarding the Commission’s Order in 
Docket No. 14-0496, Staff notes that the Order only required the Company to maintain 
rates established in Docket Nos. 14-0224/14-0225 (Consol.) for a minimum of two years 
following the close of the reorganization.  Wisconsin Energy Corporation, Docket No. 14-
0496, Order, App. A (June 24, 2015).  The reorganization closed on June 29, 2015 so the 
Company was able to file for new rates beginning in June 2017.  Once that two-year 
period was over, the Company itself decided to wait an additional three years before filing 
this rate case.  Thus, the Company fails in its attempt to shift the responsibility for the long 
period between rate cases from itself to the Commission.  

d. Commission Analysis and Conclusion 
The Commission adopts the position of the AG and Staff because it is appropriately 

based on the length of time since the Company’s most recent rate case.  Also, the 
Company has been free to file for a rate increase since June 2017, two years after the 
reorganization approved in Docket No. 14-0496 closed. 

Moreover, the Commission agrees with Staff’s observation that the Company will 
be made whole regardless.  The Company can re-amortize any uncollected rate case 
expense in the event that the Company files a rate case prior to its rates in this case being 
effective for six years.  The Company will thus not under-collect and faces no risk with a 
six-year amortization period, and therefore this period is adopted. 

3. AMI Partnership Credit 
a. North Shore’s Position 

When negotiating a meter reading contract with a vendor, North Shore received a 
$0.489 million partnership credit (“AMI partnership credit”).  North Shore had expected to 
receive the entire credit in 2020, but due to delays, the contractor only issued half of the 
credit in 2020.  The Company expects to receive the remaining credit – $0.245 million – 
in the test year.  Staff and the AG proposed reducing North Shore’s revenue requirement 
by that amount. 
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Because North Shore will receive half of the credit in the test year, the Company 
does not oppose reducing its meter reading expenses in the revenue requirement by the 
outstanding credit, as recommended by Staff and the AG.  However, North Shore argued 
that the amortization period for the credit should be two years, like the amortization period 
the Company is requesting for rate case expenses.  This amortization period will prevent 
under-recovery of operating expenses in the year after the test year. 

In opposing North Shore’s proposed two-year amortization for the AMI partnership 
credit, North Shore argued that Staff and the AG failed to consider that the rates set for 
the 2021 test year will be in place beyond 2021; therefore, the rate will be deficient for 
years beyond 2021 since the credit will not be a recurring event for North Shore.  Staff’s 
and the AG’s position on the amortization period is inconsistent.  North Shore argued that 
like rate case expenses, the AMI partnership credit is a one-time event.  However, Staff 
and the AG opposed any amortization of this credit, unlike their proposed six-year 
amortization period for rate case expenses. 

As an alternative, North Shore argued that if the Commission does not agree with 
North Shore’s two-year amortization period, the Commission should set the amortization 
period for the AMI partnership credit at the same amortization period established for rate 
case expenses. 

Staff contends that amortizing the credit over two years would distort test year 
expenses because the Company is treating the credit as if it is a reoccurring event.  North 
Shore contends that this misconstrues the Company’s argument.  North Shore 
acknowledges that the AMI partnership credit is a one-time event and argues that for 
precisely that reason it should be amortized over two years.  While Staff may call the 
credit a “normal business operational occurrence” to justify its position, that does not 
make it so, according to North Shore.  This is a one-time credit; forcing the Company to 
account for the entire credit in the test year would have the effect of distorting test year 
expenses by making them appear too low, resulting in an under-recovery going forward.  
North Shore argues that since this credit is similar to a rate case expense, it should 
receive the same amortization treatment.  Whether it is a one-time credit that benefits 
customers or a cost that customers will have to pay should not determine whether it is 
amortized. 

The AG recommends denying amortization of the AMI partnership credit and 
dismisses the Company’s concern that it will under-collect its necessary operating 
expenses in 2022.  The AG argues that North Shore applied the credit between 2020 and 
2021; therefore, the AMI partnership credit is not a regulatory liability that requires any 
further amortization.  The Company argues that the AG is conflating the issue of when 
the credit has been (and will be) received with the issue of whether it can be amortized.  
According to North Shore, the mere fact that a credit is received in one year does not 
dictate the period of time over which it may be amortized any more than the fact that an 
expense – for example, a rate case expense – is incurred in one year dictates that the 
expense be fully amortized in that year.  The Company’s concern about under-collection 
is relevant in a rate case proceeding since the revenues recovered pursuant to 
Commission-authorized rates influence the Company’s financial fitness to serve its 
customers.  Finally, North Shore claims that the credit has not already been applied as 
the AG suggests.  The contractor only issued half of the credit in 2020 and because the 
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Company expects to receive the remaining credit – $0.245 million – in the test year, the 
Commission should treat this outstanding credit as a one-time event, which is appropriate 
to amortize.  

b. AG’s Position 
The AG requests that the Commission reject the Company’s proposal to amortize 

the AMI partnership credit, and adopt their adjustment, which applies the credit of 
$245,000 as a reduction to operating expenses in the test year, without amortization.  The 
Company had projected that it would receive a partnership credit of $489,000 in 2020 to 
reduce Account 902 Meter Reading Expenses in 2020.  However, only half of the credit, 
or $244,000, was accepted in 2020 with the balance of the credit, or $245,000, to be 
received in 2021.  AG Ex. 1.2 at 4.  In her direct testimony, AG witness Selvaggio applied 
this credit of $245,000 to the test year Account 902 Meter Reading Expense (AG Ex. 1.0 
at 19), and while the Company accepted the AG’s adjustment that the credit in the test 
year be reduced to $245,000 (NS Ex. 10.0 at 18), the Company proposed this amount for 
the partnership credit be amortized over two years, or “whatever the Commission lands 
on for the amortization period for rate case expenses,” which North Shore witness Zgnoc 
argued should be 2.75 years (NS Ex. 14.0 at 5, NS Ex. 10.0 at 12).  According to the 
Company, its proposal “is fair to customers” because the credit “is not a recurring event 
…” (NS Ex. 14.0 at 5); North Shore complains about under-recovery, and argues that the 
amortization period for the partnership credit should be the same as that for rate case 
expenses because both are “one-time events.”   

The AG disputes the Company’s contentions and asks the Commission to apply 
the credit of $245,000 as a reduction to test year operating expenses.  The AG argues 
that the Company’s complaint about under-recovery is irrelevant because the Company 
selected a 2021 test year, and it is undisputed in the record that the remaining balance of 
the partnership credit is to be received in that test year.  The AG contends that “this credit 
is not a regulatory liability” (AG Ex. 3.0 at 18) and notes that Staff stated that given the 
credit is applied in 2020 and 2021, “[t]here is no need to amortize the credit any further”.  
Staff Ex. 8.0 at 3.  The AG argues the Company’s proposal asks the Commission to ignore 
these facts, and that it wrongly distorts test year operating expenses.  In short, the AG 
argues that the partnership credit is known in the test year and should be included in the 
test year in full. 

In addition, the AG disagrees with the Company’s position that the Commission 
should authorize the same amortization period for the partnership credit as for rate case 
expenses merely because both are one-time events is meritless.  The AG argues that this 
is not a good analogy.  Rate case expenses are afforded special treatment by statute and 
promulgated administrative rules.  See 220 ILCS 5/9-229; 83 Ill. Adm. Code 288.10, et 
seq.  The AG asserts that nothing in the record indicates the AMI partnership credit has 
received any such special statutory or regulatory treatment, and that, to the contrary, the 
record clearly shows it to be a normal business operational occurrence.  For these 
reasons, the AG argues the Company’s proposal should be denied. 

c. Staff’s Position 
Staff recommends that the Commission adopt the adjustment proposed by Mr. 

Tolsdorf and the AG to reduce operating expense to reflect a partnership credit received 
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by the Company during the 2021 test year.  The credit was to be $489,000 but only 
$244,000 was received in 2020, with the remaining $245,000 to be received in the 2021 
test year.  AG Ex. 1.0 at 19.  The Company agrees that the revenue requirement should 
be reduced to reflect that a credit was received in the test year, but also testified that the 
test year credit should be amortized over two years.  NS Ex. 10.0 at 18.  The credit has 
the net effect of reducing expenses for the test year.  In surrebuttal testimony, the 
Company further suggested that the partnership credit should be amortized in a similar 
fashion to rate case expense.  NS Ex. 14.0 at 5.   

Staff argues that the Company’s proposed amortization of the credit distorts the 
test year level of expense.  The test year is a proxy for a normal level of expenditures for 
the year upon which the revenue requirement is based.  Not every single expense that 
occurs in a given year is recurring, just as not every single expense-offsetting credit 
received is recurring.  The Company chose a 2021 test year, and therefore cannot argue 
that it is not a representative level of annual expense upon which to base the revenue 
requirement.  There is no way to know if other offsetting credits will be received through 
contract negotiations in future years; however, an offsetting credit is known in the test 
year and should be included in the test year in full.  

The Company’s comparison to rate case expense is not apt or relevant.  Under 
Section 9-229 of the Act, the Commission is required to assess the amounts expended 
by a utility to litigate a general rate case.  220 ILCS 5/9-229.  Indeed, the Commission 
has promulgated administrative rules regarding treatment of rate case expense.  83 Ill. 
Adm. Code 288.10, et seq.  No similar provisions or requirements address AMI 
partnership credits and therefore the special regulatory treatment afforded rate case 
expense should not be afforded to a normal business operational occurrence like the AMI 
partnership credit. 

d. Commission Analysis and Conclusion 
Although it is clear that this specific credit is a non-recurring event, it is properly 

applied to reduce the operating expenses because it occurred during the test year.  The 
test year principle recognizes that some test year events may be non-recurring but other 
non-recurring credit events may also occur during the time that rates are in effect. 

The Commission further finds that this credit is not similar to rate case expense 
and there is no reason to amortize it.  The Commission adopts the position of the AG and 
Staff to apply the credit of $245,000 as a reduction to operating expenses in the test year, 
without amortization. 

4. Amortization of the 2016-2020 Pension Settlement Accounting 
Expense 
a. North Shore’s Position 

North Shore seeks amortization accounting treatment for pension costs stemming 
from pension settlement accounting requirements triggered by lump sum pension 
distributions from 2016 through 2020.  Under North Shore’s pension plan, retirees have 
the option of taking benefits all at once in a lump sum or spreading them out over time.  
North Shore explains that when they elect to take their benefits in a lump sum, North 
Shore’s future obligations are extinguished with respect to that amount.  Under Generally 
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Accepted Accounting Principles (“GAAP”) accounting standards, a “pension settlement” 
is defined as an irrevocable action that relieves the employer or the plan of primary 
responsibility for a pension benefit obligation and eliminates significant risks related to the 
obligation and the assets used to effect the settlement.  When lump sum payments in a 
given year exceed a GAAP-defined threshold, GAAP requires North Shore to accelerate 
the cost recognition of the actuarial gains and losses as a regulatory asset or liability 
related to its pension plan.  In other words, GAAP, and specifically Accounting Standards 
Codification 715 requires the net actuarial gain or loss, which were previously included in 
accumulated other comprehensive income as unrecognized actuarial losses, because 
North Shore is regulated these actuarial losses are included as a regulatory asset, to be 
recognized in income in the year in which the GAAP threshold is triggered.  North Shore 
seeks Commission approval to amortize these regulatory assets and liabilities – one for 
each year between 2016 and 2020 – over a 10-year period.  

As Mr. Zgonc explained in testimony, this accounting treatment is fair to the 
Company and ratepayers because settlement accounting ultimately affects the timing of 
cost recognition, and not the total benefit cost.  Because lump sum distributions are 
allowed under the pension plan design, under GAAP, if the lump sum distributions are 
over the GAAP threshold an acceleration of actuarial losses into expense is required in 
the year the distributions occur.  As a result, ratepayers are relieved of the obligation to 
pay those amounts in subsequent years.  In other words, North Shore explains, but for 
the GAAP-required settlement accounting for those distributions, ratepayers would be 
responsible for paying these retirees’ pension expense in rates.  North Shore pointed out 
that Staff and the AG do not dispute North Shore’s request to include test year pension 
settlement expenses in rates.  According to the utility, denying North Shore the 
opportunity to defer and amortize 2016 through 2020 pension settlement expenses will 
result in the Company fully bearing – and customers being fully relieved of – a cost that 
no one disputes would be borne by customers but for the way that ASC 715 required the 
Company to account for retiring employees choosing lump sum distributions. 

Staff and AG raise a number of objections to this request.  First, they argue that 
pension settlement expense is an expense like any other and is akin to higher-than-
budgeted wages.  Therefore, Staff asserts that they should be expensed in the year 
incurred.  North Shore asserts that this argument ignores two things that are outside of 
the Company’s control – retiring employees electing lump sum payments, and GAAP’s 
requirement that those lump sum payments be expensed.  North Shore takes the position 
that these facts distinguish pension settlement expenses from “ordinary” expenses and 
justify deferring them for recovery in a rate case. 

Second, Staff and the AG argue that the Commission has not previously approved 
deferral of pension settlement expenses, and that the Company has not previously 
included them in rates.  Therefore, they argue, deferral would be improper in this case. 
However, according to the Company, the fact that North Shore has not previously sought 
deferral of this precise type of pension expense does not mean that its request is improper 
if the standards for deferral are met.  The Company points out that the Commission has 
not imposed a strict requirement that it must have previously granted deferral treatment 
in order for recovery to ultimately be granted.  N. Shore Gas Co., Docket No. 91-0010, 
1991 WL 11692689, Ill. Commerce Comm’n, Order (Jan. 9, 1991) (when considering 
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deferral treatment approved by the Commission’s Director of Accounting, holding, “The 
Commission has never imposed a requirement that all requests for authority to defer costs 
must be directed to the Commission.  Nor is such a requirement imposed by the 
Commission’s Uniform System of Accounts.”). 

Staff’s and the AG’s third argument is that the amounts for which deferral is 
requested are neither sufficiently large, nor sufficiently unique, to justify deferral 
accounting.  North Shore explains that this standard comes from the Commission’s 
decision in Citizens Util. Co. of Ill., Docket No. 98-0895.  However, North Shore argues 
that neither that decision nor any since has defined with mathematical certainty what it 
means for an expense to be sufficiently large or sufficiently unique to justify deferral 
treatment.  North Shore argues that the expenses at issue here satisfy the standard.  First, 
while they may not represent an overly large percentage of the Company’s O&M or rate 
base, they are significant -- $1.877 million in rate base, and $131,000 in revenue 
requirement.  Second, they are unique because they resulted from retirees’ decisions to 
elect lump sum payment, and ASC 715’s requirement that such elections result in 
immediate expensing of the costs of paying those retirees.   

Finally, North Shore disputes the AG’s position that allowing deferral of expenses 
for later inclusion in rates does not violate the bar on retroactive ratemaking.  So long as 
deferred costs are not intended to correct an error in a prior rate order, the general bar 
on retroactive ratemaking does not apply.  In other words, according to North Shore, the 
prohibition on retroactive ratemaking prevents the Commission from adjusting rates that 
were in effect in past periods.  N. Shore Gas Co., Docket No. 91-0010, Final Order (Jan. 
9, 1991).  Because deferred amounts have never been in rates, their consideration in this 
rate case is not contrary to the bar on retroactive ratemaking. 

b. AG’s Position 
The AG reasserts its arguments from the discussion in opposition of the 

Company’s proposal with Pension Settlement Accounting in rate base, above.  The AG 
argues that only the Company’s projected test-year 2021 pension settlement expense is 
recoverable in operating expense, and that the Company’s proposal wrongly asks this 
Commission to disregard test-year principles and Illinois case law.  

The AG argues that the Company has not – and cannot – offer any sound basis in 
law or the record to justify that the Commission outright disregard test-year principles and 
case law doctrines that expressly prohibit retroactive and single-making ratemaking.  The 
AG therefore asks the Commission to adopt its adjustment, which it argues correctly limits 
North Shore’s recovery to only its projected test-year 2021 pension settlement cost in 
operating expense. 

c. Staff’s Position 
Staff recommends that the Commission disallow prior period pension settlement 

expenses, including adjustments to both rate base and operating expense.  Staff Ex. 1.0, 
Sch. 1.10.  The amounts represent deferred expenses incurred outside of the test year 
and are therefore unreasonable to include in the 2021 test year.  Staff did not object to 
the Company’s rebuttal corrections, nor the AG’s update of the adjustments to reflect the 
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Company’s most recent actuarial results (Staff Ex. 7.0, 5; AG Cross Ex. 4.0, 4); these 
updated adjustments are presented in Staff’s Appendix A, Schedule 9. 

Staff states that for purposes of post-employment benefits, a settlement is defined 
as an irrevocable action that relieves the employer or the plan of primary responsibility 
for a pension benefit obligation and eliminates significant risks related to the obligation 
and the assets used to effect the settlement.  A settlement gain or loss is only recorded 
when the obligation is extinguished (e.g., by payment of lump sum settlements to 
beneficiaries).  Staff notes that settlement accounting is triggered when the total amount 
of lump sum distributions in the year is greater than the sum of the service cost and 
interest cost components of net periodic pension cost for the year.  NS Ex. 2.0 at 72.  
Accounting Standards Codification (“ASC”) 715 requires the net gain or loss and prior 
service cost, which were previously included in accumulated other comprehensive 
income as unrecognized actuarial losses, be recognized in income in the period when 
specific conditions are met.  In other words, GAAP requires expense treatment of the 
settlement costs, rather than deferral as proposed by the Company.  Staff Ex. 1.0 at 18-
19. 

Staff understands that the Company advances three pension settlement expenses 
proposals.  First, the Company requests amortization of prior period pension settlement 
expenses from 2016 through 2020 be included in the revenue requirement, with the 
amortization period based on the average remaining service life of the underlying pension 
plan, which is ten years.  Further, the Company proposes that the unamortized balance 
for each prior period settlement expense period be established as a regulatory asset, to 
be included in rate base.  In other words, using prior period expenses, five new regulatory 
assets would be established, each with its own ten-year amortization period, and, if 
deferral is allowed, the unamortized balances respectively would be included in rate base.  
This proposal must be rejected, for reasons discussed further below. 

Second, for the test year, the Company includes the entire 2021 forecast pension 
settlement expense in the revenue requirement as an operating expense, i.e. the 2021 
pension settlement expense is not amortized and not included in rate base.  Neither Staff 
nor the AG objects to this proposal.  AG Ex. 3.0 at 14. 

Finally, the Company states it is requesting that, going forward, the estimated 
pension settlement be recovered in the year in which it is incurred.  NS Ex. 2.0 at 73-74.  
Staff urges the Commission to reject this proposal as well.  

Staff states that recovery of the settlement costs’ prior year amortization expense 
should not be allowed in the 2021 test year since these costs are recurring in nature and 
were incurred outside of the test year.  The Company’s own experience reveals the 
repeated nature of these pension settlement charges, occurring from 2016 through and 
projected for the 2021 test year.  Further, the Company expects settlement costs to 
continue after 2021 and has forecast them for 2022.  Staff Ex. 1.0, Attach. C.  That is 
seven years of annual pension settlement expenses.  Only the test year amount should 
be included in the revenue requirement.  Staff Ex. 1.0 at 20. 

According to Staff, evidence shows that the proposed pension settlement 
amortizations and regulatory assets are operating expenses incurred in the years 2016 
through 2020, despite the Company’s decision to employ a 2021 test year.  The fact that 
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these expenses were triggered by a requirement of GAAP accounting standards does not 
change the fact that the pension settlement expenses are out-of-test year period 
increases, no different than if the Company’s wages had been higher in 2016 through 
2020 than they were when the Company submitted its last rate case.  Other expenses 
may be decreasing sufficiently to offset the magnitude of the increases, which is why 
operating expenses are analyzed and allowed rate recovery generally based upon a test 
year examining all changes in the company’s financial position, not just isolated 
increases.  Moreover, deferring and amortizing an operating expense causes revenue 
and expenses to be improperly matched as one year’s expenses would be netted against 
a different year’s revenue.  Further, without Staff’s adjustment, the amount in the test year 
would not be representative of a single year’s expense.  The proposal results in the test 
year including more than one year’s worth of expense for pension settlement expense.   

Since Staff proposes that the settlement expenses be denied deferral and instead 
be treated as operating expenses as required by GAAP, no regulatory asset exists for the 
test year.  Further, the Company’s obligation for future funding of the lump sum pension 
payouts does not exist.  As a function of following GAAP, the Company has been relieved 
of the primary responsibility of the pension benefit obligations and has eliminated 
significant risks relation to the obligation and the assets used to affect the settlement.  
Staff Ex. at 26. 

Staff states that the Company’s proposal involves a single issue and could 
therefore be viewed as single issue ratemaking since it involves including non-test year 
expenses in the revenue requirement in a case with a future test year.  The Commission 
“must examine all elements of the revenue requirement formula to determine the 
interaction and overall impact any change will have on the utility's revenue requirement.”  
Citizens Util. Board v. Ill. Commerce Comm'n, 166 Ill. 2d 111, 138 (1995).  Moreover, “an 
increase in one set of costs cannot alone support a rate increase.”  People ex rel. Madigan 
v. Ill. Commerce Comm’n, 2015 IL 116005, ¶36.  Further, deferral of operating expenses 
for later recovery would violate test year rules as established in BPI II, by allowing 
recovery of these operating expenses outside of the test year. 

Staff observes that the Company stated that the Commission has previously 
approved similar accounting treatment in its 2009 North Shore and Peoples Gas rate case 
and in Docket No. 15-0606.  NS Ex. 2.0 at 74.  Staff points out that the Company is 
incorrect, however, as the evidence in this case demonstrates.  Although the Commission 
approved regulatory assets for the Company in the past concerning employee benefit 
costs, the facts and circumstances which caused the accounting treatment and 
Commission approval were very different from those surrounding the current proposal.  In 
the prior cases, the Commission did not authorize regulatory assets resulting from 
recurring settlement of lump sum pension costs.  Rather, the Commission evaluated a 
one-time event in Docket No. 06-0540.  That docket concerned a merger for which 
Section 7-204 authorization was sought, and the Order authorized the Company to 
establish regulatory assets instead of push down GAAP purchase accounting entries.  
See WPS Corp. Docket No. 06-0540, Order (Feb. 7, 2007) (authorizing the 2007 
acquisition of Peoples Energy Corporation by Wisconsin Public Service Resources to 
form Integrys). 
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Staff states that the scale of the prior regulatory assets established compared to 
the current request also shows the circumstances are not comparable.  From Docket No. 
06-0540, the Commission authorized deferral of approximately $10.3 million in 
unrecognized pensions costs.  Staff Ex. 1.0, Attach. D at 8.  From Docket Nos. 14-0496 
and 15-0606, the Commission authorized deferral of another $7.2 million in unrecognized 
pensions costs.  Therefore, if the Commission had not authorized the establishment of 
regulatory assets resulting from the Company’s business combinations, approximately 
$17.5 million in pension costs would have gone unrecovered in rates.  The current 
proposal, though, seeks to establish a total average regulatory asset for the years 2016 
through 2020 inclusive, of just over $2.4 million, a much smaller sum than that at issue in 
than in past cases.  Staff argues that the prior establishment of regulatory assets for 
pension costs due to GAAP requirements is not analogous to the current facts.  Staff Ex. 
1.0 at 25.  Again, the final adjustments are but only 0.197% of the Company’s proposed 
operating expense recovery ($131,000/$66,454,000, NS Ex. 10.1E) and 0.528% of the 
Company’s proposed rate base ($1,877,000/$355,578,000 NS Ex. 10.1 C).  Staff argues 
that the Commission should accept Staff’s adjustments to pension settlement expense. 

Regarding the Company’s request that, going forward, the pension settlement 
estimates be recovered in the year incurred, Staff observes that the Company stated in 
discovery that settlement costs beyond the test year would be recognized in the year 
incurred and not deferred for recovery in future rate proceedings.  Staff Ex. 1.0, Attach. 
G.  However, Staff points out that the Commission cannot approve how specific costs will 
be recovered in a future rate proceeding.  See, e.g., Securus Tech., Inc. v. Ill. Commerce 
Comm’n, 2014 IL App (1st) 131716, ¶33 (where an issue is moot or premature, no “actual 
controversy” exists upon which the Commission should rule).  Here, the Company in 
essence seeks a “hold harmless” order allowing it to record costs in a certain way.  

d. Commission Analysis and Conclusion 
As discussed above, the Company’s proposal would improperly include expenses 

incurred outside the test year.  The Commission notes that these are recurring and only 
the test year expenses should be included in the revenue requirement.  If the Company’s 
proposal were adopted, more than one year’s worth of expense for pension settlement 
would be included.  The Commission agrees with Staff that deferring and amortizing an 
operating expense causes revenue and expenses to be improperly matched as one 
year’s expense would be netted against a different year’s revenue. 

It is, of course, appropriate to include the entire 2021 forecast pension settlement 
expense in the revenue requirement as an operating expense.  In other words, the 2021 
pension settlement expense is not amortized and not included in rate base.  This is 
uncontested and adopted. 

5. Amortization Period for Purchase Accounting 
a. North Shore’s Position 

North Shore explains that its 2021 revenue requirement reflects the continued 
amortization of certain regulatory assets and liabilities established in Docket Nos. 09-
0166 and 15-0606, in January 2010 and February 2016, respectively.  In these dockets, 
the Commission approved amortization periods for these regulatory assets and liabilities 
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resulting from WPS Resource Corporation’s acquisition of North Shore and Peoples Gas 
to form Integrys, and WEC’s subsequent acquisition of Integrys.  Because of the 
application of the purchase accounting rules to the acquisitions, regulatory assets and 
liabilities were created to account for certain pension and OPEB costs that were had not 
been collected by North Shore.  The Commission established the amortization periods 
for those regulatory assets and liabilities in the respective dockets over ten years ago in 
Docket No. 09-0166 and nearly six years ago in Docket No. 15-0606. 

The AG proposes to reset the amortization period for the pension and OPEB 
regulatory assets and liabilities to six-and-a-half years; and in response, North Shore 
states that the AG arbitrarily based its recommended amortization period on the number 
of years since North Shore filed its last rate case, and justified this change by pointing to 
the possibility that North Shore would supposedly over-collect on these assets and 
liabilities if it waited six-and-a-half years to file a rate case again.  However, North Shore 
claims that AG witness Selvaggio failed to provide any support for her speculation that 
North Shore intends to wait six-and-a-half years to file its next rate case.  North Shore 
believes that stretching out the remaining amortization over six-and-a-half years would 
accomplish nothing more than cherry-picking amortization periods that favor the AG’s 
desire for lower revenue requirements. 

b. AG’s Position 
The AG argues that – consistent with Illinois case law and past practice – the 

Commission should adjust the amortization period for the Company’s regulatory 
assets/liability from two prior dockets to match the expected effective time period of the 
new rates, which is six years, because otherwise North Shore will collect $5.5 million for 
a $2.1 obligation, an over-collection of $3.4 million from ratepayers.  The Company’s 2021 
revenue requirement proposes to continue recovering $1.5 million annually for amortized 
regulatory assets/liability for pension and other post-retirement benefit (“OPEB”) costs 
from two prior Commission proceedings:  (1) North Shore Gas Co., Docket No. 09-0166, 
and (2) North Shore Gas Co. and The Peoples Gas Light & Coke Co., Docket No. 15-
0606.  The Company has included three regulatory assets/liability (the “Docket No. 09-
0166 Pension Asset”; “Docket No. 15-0606 Pension Asset”; and “Docket No. 15-0606 
OPEB Liability”) in the test year to seek recovery of $1.527 million annually from 
ratepayers.   

The AG asks the Commission to adjust the amortization period of these pension 
assets and OPEB liability to match the expected effective time period of the new rates, 
which is six years based upon the history of the Company’s previous rate case filing.  See 
AG 3.0 at 16.  The AG argues that its request reduces the risk that Illinois consumers will 
overpay the Company millions of dollars for these regulatory assets/liabilities and reduces 
the financial burden on ratepayers during a historically challenging economic time.  

First, the AG contends that the assertion that a reset of the amortization period 
would deprive the Company of finality is meritless because modifying the month when the 
amortization period will end does not deprive the Company of its full recovery.  The AG 
argues that its proposal would allow the Company to recover both the annual charge and 
a return on the unamortized balance but would importantly reduce the risk of Illinois 
ratepayers significantly overpaying the Company.  The AG presented calculations that 
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show North Shore will over collect almost $1 million from ratepayers in only two years 
after new rates become effective. AG Ex. 3.0 at 15-16.  Without the AG’s adjustment, and 
should the Company not file a rate case until 2026, the AG’s calculations show that Illinois 
consumers will pay North Shore $5.5 million for an approximate $2.1 million obligation 
existing at the date new rates become effective, thereby overpaying North Shore $3.4 
million.  The AG notes that the Company has not challenged their calculations showing it 
will over-collect, and that Staff has acknowledged over-collection is possible.  The AG 
argues that its calculations are based on the record and constitute sufficient evidence to 
establish that there is a palpable and asymmetrical risk that ratepayers will overpay 
millions of dollars to North Shore unless the Commission adopts the adjustment. 

Next, the AG argues that the Company is in no position to accuse any party of 
cherry-picking amortization periods.  The AG states that North Shore’s accusation rings 
hollow because North Shore has collected approximately 250% of the approved level of 
rate case expense since its last rate case in 2014.  The AG points out that this is the result 
of the Company’s two-year amortization period for rate case expenses, with which it 
benefited for an additional four years.  Further, the AG asserts that North Shore’s desire 
for short amortization periods that will result in millions in dollars of over-collection from 
consumers is not consistent with its obligation to provide its services at the least cost and 
is unreasonable.  See 220 ILCS 5/8-401.   

According to the AG, while the Company may complain that the AG’s adjustment 
balances the ratemaking interests in favor of consumers, the AG argues that this is 
precisely what Illinois case law demands.  See, e.g., Camelot Util., Inc. v. Ill. Commerce 
Comm’n, 51 Ill. App. 3d 5, 10 (1977) (Where “the rightful expectations of the investor are 
not compatible with those of the consuming public, it is the latter which must prevail”); see 
also 220 ILCS 5/8-401 (Commission’s approved costs must represent North Shore’s 
“least-cost means of meeting the utility’s service obligations”).   

Further, the AG argues that the proposed reset of the amortization period is neither 
unusual nor exceptional.  This practice is “typically done for an unrecovered balance” 
such as for the pension assets/liability at issue here and is consistent with prior 
Commission practice.  AG Ex. 1.0 at 18.  The AG points the Commission to Docket No. 
09-0306, where a utility sought a general increase in electric delivery rates.  Cent. Ill. Light 
Co. d/b/a AmerenCILCO, et. al., Docket No. 09-0306 (Consol.), Order (April 29, 2010), 
corrected on other grounds (May 6, 2010).  In that docket, among the contested issues 
was an amortized regulatory asset for $67 million in connection with the utility’s merger-
related reorganization, which the Commission had approved to be amortized between 
2007 and 2010.  Id. at 98.  The utility had sought to recover the remainder of the amortized 
balance in its test year.  Staff and various intervenors proposed resetting the amortization 
period to two or three years to reflect the period that rates were expected to be in effect.  
Staff supported resetting the amortization period for two-years because that period 
matched the proposed period for rate case expense.  Id. at 99-100.  Intervenors in that 
case – which included the AG – similarly argued to the Commission that not resetting the 
period would result in significant over-collection.  The AG notes the Commission agreed 
and adjusted the amortization period for the regulatory asset, expressly adopting “a two 
year” period “to match the two-year period established for rates.”  Id. at 100.  The AG also 
directs the Commission to Docket Nos. 14-0224/14-0225 (Consol.), where the 
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Commission reset the amortization period for unrecovered rate case expense for North 
Shore.  Docket Nos. 14-0224/14-0225 (Consol.), Order.   

The AG argues that such prior Commission decisions demonstrate that the AG’s 
request in this instant docket is both typical and consistent with past Commission practice.  
The AG also posits that these prior Commission dockets demonstrate that Staff has 
presented exactly the same position and reasoning asserted by the AG here.  The AG 
notes that Staff witness Trost has argued for changing the amortization period for a 
regulatory asset because a utility “would over recover its costs.”  See AG Cross Ex. 4 at 
1-2, citing Commonwealth Edison Co., Docket No. 10-0467, Staff Ex. 2.0 at 4-5.  The AG 
likewise contends that Staff’s suggestion that there is no evidence to justify revisiting prior 
Commission dockets for the regulatory assets/liability is entirely refuted by the 
Commission’s analysis in Docket Nos. 14-0224/14-0225 (Consol.), where the 
Commission rejected the utilities’ proposal because it would allow them to over-recover 
rate case expense.  Docket Nos. 14-0224/14-0225 (Consol.), Order at 99.  The AG argues 
that they have sufficiently demonstrated in the record for this proceeding that over-
collection will occur with the pension assets/OPEB liability, and that this is ample 
justification for the Commission to both revisit and to reset the amortization period.  
According to the AG, the Commission should adopt its recommendation to best ensure 
that ratepayers are not unfairly burdened, and especially not during this difficult economic 
time.   

c. Staff’s Position  
Staff urges the Commission to reject the AG’s proposed adjustment to change the 

amortization period for acquisition-related regulatory assets.  This proposed adjustment 
concerns regulatory assets and liabilities that resulted from two acquisitions – WPS 
Resource Corporation’s acquisition of North Shore and Peoples Gas to form Integrys, 
and WEC’s subsequent acquisition of Integrys.  Because of the application of the 
purchase accounting rules to those acquisitions, North Shore had certain pension and 
OPEB costs that were not collected in rates.  The Commission set amortization periods 
for those assets and liabilities in prior proceedings.  NS Ex. 10 at 19.  If the Commission 
were to change now the amortization periods established in Docket No. 09-0166 and 
specifically re-established in Docket No. 15-0606, Staff states that it would deprive North 
Shore of any expectation of finality with respect to recovery of regulatory assets.  Staff 
Ex. 7.0 at 8.  Further, the AG has offered no evidence that would justify revisiting the prior 
Commission conclusion on this matter.  Finally, when viewing this expense in isolation, 
over-collection is possible; however, whether there is an over-recovery or not will depend 
upon the length of the period during which the rates set in this proceeding remain in effect.  
AG Cross Ex. 4.0 at 2.  The AG’s adjustment should be rejected. 

d. Commission Analysis and Conclusion 
The Commission notes that in Docket Nos. 09-0166 and 15-0606, the Commission 

approved amortization periods for these regulatory assets and liabilities resulting from 
WPS Resource Corporation’s acquisition of North Shore and Peoples Gas to form 
Integrys, and WEC’s subsequent acquisition of Integrys.  Because of the application of 
the purchase accounting rules to the acquisitions, regulatory assets and liabilities were 
created to account for certain pension and OPEB costs that had not been collected by 
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North Shore.  The Commission agrees with Staff that the AG has not provided a sufficient 
reason to overturn the prior decisions and whether there is an over-collection or not 
depends on how long the rates are in effect.  The AG’s adjustment is not adopted. 

6. Cost for Compliance with Mega Rule 
a. North Shore’s Position 

North Shore requested $0.965 million to comply with new and evolving Pipeline 
and Hazardous Materials Safety Administration (“PHMSA”) regulations on natural gas 
pipeline safety (the “Mega Rule”).  Staff has not expressed concerns with including Mega 
Rule compliance costs in the revenue requirement.  However, the AG recommends that 
the Commission disallow $0.167 million consisting of miscellaneous costs ($0.080 million) 
and contingency costs ($0.088 million), claiming that North Shore has not provided 
support for these costs and is attempting to collect the same expenses twice.  Contrary 
to the AG’s assertions, North Shore asserts that it has provided ample support for the 
miscellaneous and contingency costs associated with Mega Rule compliance.  It is clear 
that North Shore is not attempting to recover the same costs twice, as North Shore has 
explained how the miscellaneous costs and contingency costs are separate costs that 
are independent from one another.  

North Shore explains that the miscellaneous costs included in the Mega Rule 
estimate are informed by actual historical compliance costs in similar situations and are 
reflective of work anticipated to be required to comply with the Mega Rule as it currently 
stands.  However, PHMSA continues to issue new interpretations and clarifying guidance 
regarding specific provisions of the Mega Rule, which will require North Shore to 
continually re-evaluate and expand its compliance practices.  For example, PHMSA has 
issued and continues to issue “FAQ” documents on the Mega Rule, including a current 
draft version that North Shore anticipates will be published in 2021.  PHMSA also 
continues to clarify requirements regarding the Material Verification Sampling Program, 
applicability of Moderate Consequence Areas, and record keeping standards.  North 
Shore explains that each time PHMSA issues this type of updated guidance, or circulates 
new clarifying information, North Shore must devote additional time and resources to 
process and plan compliance with PHMSA’s latest interpretation of the Mega Rule.  
Additionally, the costs associated with the additional remediation required due to 
increased pipeline inspections and assessments fall into the miscellaneous cost category.  
The total costs associated with these increased inspection requirements is unknown, 
according to the Company, but North Shore’s compliance will undoubtedly necessitate 
additional resources.  In sum, because PHMSA continues to issue updated interpretations 
of the Mega Rule and faces unknown (but almost certainly increased) inspection 
requirements, the miscellaneous costs allocated for Mega Rule compliance are prudent 
and reasonable.  

North Shore explains that the contingency costs included in the Mega Rule 
estimate are, again, based on historical experience completing complicated compliance 
work for underground gas pipelines but focus on a different set of costs than the 
miscellaneous cost category.  The estimated contingency costs are intended to cover 
unknown construction cost overruns that will undoubtedly arise over the course of the 
Company’s efforts to comply with the Mega Rule.  North Shore included 10% of the overall 
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costs as contingency costs, which, according to the Company, is appropriate and prudent 
for a project of this magnitude.  In fact, North Shore argues it would be imprudent not to 
account for reasonably anticipated contingency costs associated with the complexities 
inherent in Mega Rule compliance efforts.  The amount allocated for contingency costs 
should be included in North Shore’s revenue requirement for O&M expenses because it 
is prudent and reasonable in light of standard industry practice for large-scale projects 
involving compliance with complex new regulations such as the Mega Rule.  

Finally, North Shore explains that it employs a variety of cost control measures to 
prudently manage these types of costs on capital projects.  Major cost management 
controls for North Shore projects include the use of industry cost mitigators and best 
practices, competitive bidding of contracts, and ongoing monitoring and reporting through 
progress reports, regular meetings with vendors, and root cause analysis discussions.  
North Shore’s cost control measures further demonstrate the reasonableness and 
prudency of the miscellaneous and contingency costs associated with Mega Rule 
compliance.  Therefore, the miscellaneous costs and contingency costs should be 
included in North’s Shore’s revenue requirement for O&M expenses. 

b. AG’s Position 
The AG requests that the Commission reduce two of North Shore’s costs to comply 

with the new PHMSA Mega Rule.  The Mega Rule imposes on the Company ongoing 
compliance requirements designed to promote safe natural gas delivery service.  The AG 
asserts that North Shore sufficiently explained the need for most of its compliance costs, 
but failed to sufficiently justify the need for:  (1) $0.080 million in miscellaneous expenses, 
and (2) a contingency request of $0.088 million that the Company arrived at by multiplying 
total expected expenses by 10%.  See NS Ex. 11.2.   

The AG asserts that the Commission should reject these requests because the 
Company has failed to meet its statutory burden to prove that its costs are reasonable 
and prudently incurred.  For North Shore to recover its costs, the Commission must find 
that its costs are reasonable and prudent, and that decision must be supported by 
substantial evidence.  Commonwealth Edison Co., 405 Ill. App. 3d 389, 398 (2010).  The 
AG maintains that the Company has failed to do that by asking for potential excess costs 
that are not supported in the record.  In response, North Shore highlighted ongoing rule 
interpretations from PHMSA as a reason for its miscellaneous expenses and claimed that 
the costs are based on historical compliance costs.  However, the AG asserts that the 
costs are insufficiently explained because the Company cites no evidence in the record 
describing how much ongoing rule interpretations or other potential events may increase 
costs.   

The AG also challenge the contingency request as essentially duplicative of the 
request for miscellaneous expenses.  The AG maintains that the Company seeks to cover 
its potential excess costs twice through the contingency request and provides even less 
support for this cost.  The Company states that the request is based on historical 
compliance costs and needed for likely cost overruns but admits that it does know what 
these dollars will ultimately be spent on.  The AG maintains that the Company has failed 
to prove that its contingency request is reasonable and prudently incurred by not linking 
these costs to possible cost overruns.     
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The AG’s adjustment removes both the miscellaneous and contingency expenses, 
thereby reducing administrative and general expenses by $0.167 million.  AG Ex. 3.1, 
Sch. A8.   

c. Commission Analysis and Conclusion 
The Commission notes that the Company selected a future test year for this rate 

request and with that comes the expectation that some costs must be estimated based 
on historical data.  The Company appropriately used previous related work to estimate its 
compliance cost with the new Mega Rule.  NS Ex. 11.2 at 1.  For the miscellaneous costs, 
North Shore witness Eldringhoff stated the following:  

NSG estimates that 10 percent of total planned costs will need 
to be added to account for miscellaneous costs associated 
with findings from planned work, additional studies and record 
keeping. Additionally, NSG has monitored varying 
interpretations of the code through answers to frequently 
asked questions (FAQs) submitted by industry committees to 
the Pipeline and Hazardous Materials Safety Administration 
(PHMSA). Interpretation and intent of the updated code 
language continues to evolve, and NSG anticipates that 
additional work may be driven by PHMSA's responses to 
these FAQs. 

NS Ex. 11.2 at 3. 
For the contingency, she stated: 

The estimated contingency costs are intended to cover 
unknown expenses or cost overruns that will undoubtedly 
arise over the course of the project.  North Shore cannot 
identify the specific contingency costs in advance, but, based 
on … Including 10% of the overall costs as contingency costs 
is proper for a project of this magnitude. It would be imprudent 
not to account for reasonably anticipated contingency costs 
associated with the complexities inherent in Mega Rule 
compliance efforts. The contingency is consistent with internal 
cost control and project management principles, and is 
reasonable to cover estimated uncertainty and risk exposure 
for this planned work 

NS Ex. 15 at 4.  These are not the same costs and thus are not duplicative as suggested 
by the AG.  The Commission finds that the Company, through its witness Ms. Eldringhoff, 
has provided adequate support for both these cost categories, and the AG’s adjustment 
is not adopted. 

7. Bad Debt Updated to 2018-2020 Average 
a. North Shore's Position 

North Shore updated its bad debt expense to reflect 2020 actuals in its surrebuttal 
testimony.  The Company's original estimate was based on the average bad debt expense 
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from 2017 through 2019, but by the time surrebuttal testimony was filed the Company 
was able to update this to reflect 2018-2020 actuals.  This has the effect of increasing 
O&M expense by $0.127 million.  North Shore notes that customers will ultimately only 
pay for actual bad debt expense after the costs are trued up in the 2021 Rider UEA 
reconciliation proceeding.  North Shore addressed this issue as a contested issue 
because the adjustment was first proposed in surrebuttal testimony.  

b. Commission Analysis and Conclusion 
No party objected to North Shore's updated bad debt expense to reflect 2020 

actuals.  Therefore, the updated amount reflecting the increase of O&M expense by 
$0.127 million is approved. 

8. Third Party Payment Processing Fees 
a. North Shore’s Position 

The only party that contested any aspect of North Shore's proposed rate design 
was the AG, which took issue with the fact that North Shore charges customers bill 
payment processing fees for certain payment methods like, for example, when customers 
pay their bill with a credit card.  The AG proposes that North Shore should instead absorb 
these bill payment processing fees and stop passing fees directly through to customers 
using alternative payment methods.  North Shore supports maintaining the status quo, 
where customers who cause bill payment processing fees to be incurred bear those costs 
directly.  North Shore states this long-standing approach to these fees is consistent with 
the principle of cost causation and that customer-specific bill payment processing fees 
should not be included in base rates. 

North Shore proposed Rider TPTFA – Third-Party Transaction Fee Adjustment 
(“Rider TPTFA”) as a possible compromise in response to the AG's proposal.  North 
Shore would use Rider TPTFA to compare the Company’s actual annual third-party bill 
payment transaction fees against the amount included in the Company’s base rates, 
resulting in a daily effective component rate that would reflect over- or under-recoveries.  
Under Rider TPTFA, the Company would conduct an annual reconciliation, which would 
compare revenues collected under the rider with the expected revenues, and adjust the 
amount recovered in rates the following year. 

North Shore notes that the AG claims North Shore would not be incentivized to 
manage payment processing costs under Rider TPTFA.  North Shore disputes this, 
stating that a utility has an incentive, if it wishes to recover its costs, to prudently contract 
for and implement any program, regardless of whether recovery of the costs of the 
program is through a rider or traditional ratemaking.  A variety of factors are considered 
when weighing prudency, including whether utility service is provided efficiently and cost-
effectively. 

The Company observes that Staff argues that the proposed rider is an example of 
single-issue ratemaking.  North Shore disputes this position, arguing that its proposed 
approach for the recovery of these uncertain and potentially volatile costs is not contrary 
to the bar on single-issue ratemaking.  The Commission, in its discretion, can authorize 
the recovery of costs through a rider, if those costs may be unexpected, volatile, or 
fluctuating.  Citizens Utility Bd. v. Ill. Commerce Comm’n, 166 Ill.2d at 137-139, 651 
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N.E.2d at 654-655.  Rider-based recovery of the cost of serving customers has been used 
in cases of income taxes, invested tax credits, manufactured gas plant remediation, 
natural gas purchases, recovery of franchise costs related to municipalities, uncollectibles 
charges, energy efficiency programs, and most recently costs related to COVID-19 
response, which include funding of customer financial assistance programs and the 
socialization of late payment charges for part of 2020.  North Shore points to several of 
its existing, Commission-approved riders as an example, stating that each of these riders 
effectively represents “single-issue ratemaking,” as it provides a mechanism for a specific 
type of costs.  

North Shore maintained that rider-based recovery is appropriate for the fees at 
issue because North Shore is uncertain as to how much and how quickly the use of credit 
card, debit card and checking account payment will grow if customers using these 
payment methods are no longer directly responsible for the fees associated with these 
payment methods.  Depending on how fast these transactions take hold, there could be 
significant volatility in third-party payment processing costs paid by North Shore.  North 
Shore proposes a limited five-year lifespan for Rider TPTFA as the Company assumes 
that the volume of non-paper payment methods will stabilize over time if fees are not 
directly charged to customers. 

Alternatively, if the Commission determines these costs should be socialized 
among all ratepayers and the costs be recovered solely in base rates, North Shore 
requests that an additional 15% contingency (or $0.085 million) be added to North Shore’s 
cost estimate.  A 15% contingency is appropriate because it is impossible to know with 
certainty how many customers may adopt the payment processing methods that 
previously incurred a customer fee once these fees are eliminated.  North Shore’s original 
estimated growth in the use of these payment methods was based on the understanding 
that for five years there would be a rider that would true up the actual costs incurred with 
the forecast.  North Shore described several potential unknown events that could impact 
actual costs and justify the contingency. 

To recap, North Shore opposes socializing customer-specific bill payment 
processing fees in base rates and would prefer to maintain the status quo of disallowing 
these fees from inclusion in rates.  However, if the Commission is convinced by the AG’s 
argument that these customer-specific fees should be socialized among all rate payers, 
North Shore would prefer to use Rider TPTFA for five years.  Alternatively, if the 
Commission determines that these costs should be recovered solely in base rates and 
not through a rider, North Shore requests an additional 15% contingency of $0.085 million 
be added to its cost estimate to account for the uncertainties surrounding third-party 
payment processing costs. 

b. AG’s Position 
The AG requests that the Commission require the Company to include the costs 

to provide fee-free bill payment methods in operating expenses.  Currently, a North Shore 
customer incurs a fee if he or she (a) uses the “Quick Pay” feature on the Company’s 
website; (b) uses the Company’s app, depending on the method of payment; (c) pays by 
phone, regardless of the method of payment; or (d) pays in person.  AG Ex. 2.0 at 2.  
These charges range between $1 and $2.95 per transaction for residential customers and 
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between $1 and $9.95 per transaction for commercial customers.  Id. at 3.  As described 
by AG witness Miner, these costs asymmetrically impact households that rely on debit 
cards - like those receiving Supplemental Security Income where funds are accessed 
through a debit card - and households that do not have a bank account, which are 
disproportionately Black and Latino.  Id. at 3-4.  To rectify these inequities, the AG 
proposes that the Company place $0.541 million into operating expenses to provide fee-
free payment processing for all North Shore customers.  

The AG argues that the Commission should order the Company to include its costs 
in operating expenses, even though it twice denied Nicor’s request to provide fee-free bill 
payment methods.  In these two proceedings, the Commission held that providing fee-
free bill payment was not a necessary component of utility service.  See N. Ill. Gas Co., 
Docket No. 18-1775, Order at 164 (Oct. 2, 2019); N. Ill. Gas Co., Docket No. 17-0124, 
Order at 50 (Jan. 31, 2018).  The AG maintains that the Commission’s decisions created 
an arbitrary distinction between payment methods that are considered necessary (and 
which all customers pay for) and those that are not.  They also note that few other 
businesses maintain this distinction where some payment methods incur a fee, while 
others do not.   

The AG also argues that the Commission previously allowed utilities to recover the 
costs to provide redundant services when these costs promote customer convenience.  
The AG points to the Commission’s previous decisions upholding Commonwealth Edison 
Company’s (“ComEd”) Marketplace, an e-commerce platform where the utility markets 
rebate-eligible energy efficiency products.  See Commonwealth Edison Co., Docket No. 
18-0808, Order at 39-41 (Dec. 4, 2018); Commonwealth Edison Co., Docket No. 17-0196, 
Order at 34-35 (Dec. 6, 2017).  The AG argued in these dockets that the platform was not 
necessary for ComEd’s utility service because other portions of ComEd’s website, which 
the utility recovered costs for, provided the same customer service functions without the 
e-commerce element.  The Commission rejected this argument, stating that it was “not 
inclined to dissuade ComEd from developing and providing its customers with [customer 
service options] that customers actually use and perhaps may prefer.”  Docket No. 18-
0808, Order at 40 (Dec. 4, 2018).  The Commission also upheld the Marketplace’s costs 
in the 2017 formula rate update and stated that “[t]here is nothing in the Act or 
Commission rules requiring that customers receive an exclusive benefit from a utility 
service that is not available through other resources in order to justify cost recovery.”  
Docket No. 17-0196, Order at 35.  The AG maintains that the Commission should likewise 
view the inclusion of third-party payment processing fees into operating expenses as a 
cost that promotes customer convenience.  The AG also adds that while fee-free bill 
payment methods may not be “necessary” for some ratepayers’ utility service, for many 
other customers their only viable bill payment method will incur a fee.   

The AG also challenges the assertion of both the Company and Staff that this 
request violates the cost causation principle, which states that costs should be borne by 
those who cause the costs to be incurred.  The AG asserts that the Commission should 
reject these arguments because the regulatory process regularly socializes costs.  As 
examples, they point to service upgrades in one part of a utility’s territory which are paid 
for by all customers and the uncollectibles expense paid by all customers that allows 
utilities to write off their bad debt incurred by providing delivery service to low-income 
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customers.  The AG asserts that, in practice, ratemaking involves generalizing costs to 
promote efficiency and equity.   

The AG argues that the Commission should order the Company to allocate an 
additional $0.541 million to the Company’s operating expenses so that North Shore can 
provide fee-free bill payment methods.  North Shore stated that this incremental amount 
“represents the recurring [operations and maintenance] transaction fees that are 
forecasted to be paid by customers and the Company in 2021.”  AG Ex. 3.2 at 12.   

The AG challenges the Company’s alternative position, which is that if the 
Company does order it to include fees in operating expenses that it should be allowed to 
recover an additional $0.085 million, a 15% contingency, on top of this amount.  The AG 
argues that North Shore overstates the volatility that providing fee-free bill payment 
methods will create.  As described by Ms. Miner, the payment methods utilized by North 
Shore customers have been remarkably consistent across time with 46% of bills already 
paid online.  AG Ex. 4.0 at 2.  The AG states that customers’ preferences are unlikely to 
change dramatically once fees are removed from certain payment methods.  Id. at 3-4.  
The AG notes that the Company has also not put forth any data in the record suggesting 
that many customers would switch payment methods if the Company stopped charging 
fees for them.  As a result, they argue that the Company has not met its statutory burden 
to prove that the contingency request is reasonable and prudently incurred.  

The AG also reject the Company’s “potential, unknown events” that North Shore 
claims may increase costs as highly speculative and unproven.  They note that North 
Shore points to no data showing that its costs are likely to increase above its original 
projection.  See NS Ex. 17.0 at 5-6.  The AG also asserts that two of the potential events 
described by the Company are completely within its control:  North Shore can pursue 
lower fees from vendors through contract negotiations and can also seek to reduce the 
total price of these contracts.   

In response to North Shore’s proposed Rider TPTFA, the AG and Staff both assert 
that the Rider is unlawful and should be rejected.  The AG notes that the Commission’s 
review of Rider TPFTA is governed by Section 9-201 of the Act.  220 ILCS 5/9-201.  To 
approve the Rider, the Commission must find that the “rates or other charges, 
classifications, contracts, practices, rules or regulations proposed, in whole or in part, . . 
. [are] just and reasonable.”  220 ILCS 5/9-201(c).  “[A] determination of what is ‘just and 
reasonable’ involves a balancing by the Commission of the interests of the utilities’ 
stockholders and the utilities’ consumers.”  Abbott Laboratories, Inc. v. Ill. Commerce 
Comm’n, 289 Ill. App. 3d 705, 716 (1997) (citing Citizens Util. Bd., 276 Ill. App. 3d at 736-
737).  The AG asserts that if North Shore fails to show that Rider TPFTA benefits 
ratepayers, it has failed to meet its burden under the Act and the Commission must reject 
the Rider.  See Commonwealth Edison Co., Docket No. 19-1121, Order at 13-14 (Sept. 
23, 2020).   

The AG argues that the Company has failed to show that Rider TPFTA is just and 
reasonable because it provides little value to ratepayers.  Ms. Selvaggio notes that the 
Company requests an additional $0.071 million in annual costs to implement Rider 
TPTFA which can be avoided if the Commission rejects the Rider and instead rolls bill 
payment processing costs into operating expenses.  AG Ex. 3.0 at 22.  The AG also assert 
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that the rider fails to account for savings that providing fee-free bill payment methods will 
produce.  Fee-free billing will likely allow more customers to pay online if they previously 
could only do so through a method that incurred a fee (i.e., a customer who only had 
access to a debit card).  The AG maintains that these new online payment customers are 
more likely to enroll in online billing and the Company will be able to recognize savings 
through a reduction in paper billing and associated administrative and processing costs, 
the costs of which the Company currently recovers in base rates.  Id. at 22.  However, 
Rider TPTFA has no mechanism to recognize any of these saved costs.  The AG thus 
asserts that the rider is unjust and unreasonable because it is one-sided: it creates 
additional ratepayer costs, without offsetting those costs with anticipated savings, 
benefiting only North Shore. 

The AG also argues that Rider TPTFA violates traditional ratemaking principles.  
The AG maintains that riders are meant to recover “unexpected, volatile, or fluctuating 
expenses.”  A. Finkl & Sons Co. v. Ill. Commerce Comm’n, 250 Ill. App. 3d 317, 327 
(1993).  The AG asserts that the Company’s costs to provide fee-free bill payment 
methods are largely certain and within the Company’s control.  As described in Ms. 
Miner’s testimony, the Company’s costs to provide fee-free bill payment methods can be 
estimated based on historical data describing how often customers use bill payment 
methods that incur a fee.  See AG Ex. 4.0 at 3-4.  The AG also states that the Company 
controls these costs: it can negotiate terms with payment processors like it negotiates 
other largely fixed costs that it does not recover via a rider (e.g., insurance and legal 
expenses).   

The AG asserts that the Rider would also remove North Shore’s traditional 
incentive to reduce vendor costs.  Ms. Miner explained that, in general, riders remove a 
utility’s incentive to negotiate and control for least-cost because they remove the ability 
for a utility to over-recover its cost to the benefit of shareholders if it succeeds in reducing 
the cost for a service compared to the authorized cost for that service.  Id. at 4-5.  For 
North Shore, Rider TPTFA would remove the Company’s incentive to control its vendor 
costs because there is no possibility that it will over-recover these costs if it negotiates 
lower bill payment processing terms.  The AG maintains that this incentive is critical to 
protecting ratepayers from cost overruns that could result with the Rider.   

Finally, the AG challenges the Company’s argument that it is financially 
incentivized to limits its costs because the Act limits a utility’s recovery to those costs 
which a utility reasonably and prudently incurred.  The AG states that this argument 
glosses over the financial incentive that disappears once the Commission approves a 
rider.  Utilities do have a financial incentive to manage their costs to ensure that the 
Commission finds that the costs are reasonable and prudently incurred, but utilities have 
an extra financial incentive to limit their costs where the Commission has already 
approved them.  Under traditional ratemaking, a utility can over-recover its costs if it 
manages to reduce the cost of a service compared to the authorized cost for that service.  
The AG asserts that any net over-collection is essentially “free money” that a utility can 
pass onto its shareholders, but Rider TPTFA removes the Company’s incentive to control 
its vendor costs because there is no possibility that it will over-recover these costs if it 
negotiates lower bill payment processing terms.   
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The AG states that the Commission should reject Rider TPTFA for the reasons 
stated above and include in operating expenses $0.541 million to allow the Company to 
provide fee-free bill payment methods. 

c. Staff’s Position 
Staff recommends that the Commission maintain its long-standing practice of 

disallowing bill payment processing fees from being included in rates and further 
recommends the Commission deny the Company’s proposed Rider TPTFA.  Staff Ex. 8.0 
at 10.  Allowing bill payment processing fees in rates is contrary to the cost causation 
principle, embodied in the Act, that costs should be borne by those who cause the costs 
to be incurred.  See 220 ILCS 5/1-102(d)(iii).  The Commission has recently addressed 
this issue in Nicor’s rate case, Docket No. 17-0124, where the Commission stated: 

It is fundamental that the Commission should disallow 
recovery of any cost of capital in excess of that reasonably 
necessary for provision of services.  Citizens Utility Bd. v. Ill. 
Commerce Comm’n, 276 Ill.App.3d 730 (1st Dist. 1995).  The 
Commission agrees with Staff that providing fee-free 
payments are not necessary to provide utility service, and 
Nicor Gas is under no obligation, statutory or otherwise, to 
provide alternative bill payment options to customers without 
associated fees.   

Docket No. 17-0124, Order at 50.   
The Company’s proposed rider is an example of single-issue ratemaking and 

should be rejected.  The Illinois Supreme Court has addressed single-issue ratemaking 
in the past stating: 

The rule against single-issue ratemaking recognizes that the 
revenue formula is designed to determine the revenue 
requirement based on the aggregate costs and demand of the 
utility.  Therefore, it would be improper to consider changes to 
components of the revenue requirement in isolation.  
Oftentimes a change in one item of the revenue formula is 
offset by a corresponding change in another component of the 
formula. 

BPI II at 244-245.  
The Illinois Supreme Court has determined that the rule against single-issue 

ratemaking only applies in the context of a general rate case.  People ex rel. Madigan v. 
Ill. Commerce Comm’n, 2015 IL 116005, ¶37.  The Company’s proposal to seek rider 
recovery of these fees through Rider TPTFA in the context of a general rate proceeding 
is improper single-issue ratemaking.  Further, although the Commission can, in its 
discretion, authorize rider recovery of costs, the costs in question do not represent 
unexpected, volatile or fluctuating costs outside a utility’s control that are typically 
associated with recovery through a rider.  Staff notes that the Company has done little to 
demonstrate that the costs are unexpected volatile or fluctuating.  It appears from the 
record that a great many North Shore customers use the existing My Account option or 
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other forms of direct withdrawal from their bank accounts.  AG Ex. 4.0 at 2.  As North 
Shore does not charge, or so far as Staff is aware, incur a fee for such transactions, it 
seems to Staff unlikely that many of these customers would opt to change their preferred 
method of payment.  Of the remaining bills processed, only the pay by mail option 
customers might choose to switch their payment method to one that incurs third party 
processing fees.  The chance that every one of these customers will suddenly choose to 
stop using the mail and opt for a payment option that incurs a fee seems extremely 
remote.  See AG Ex. 4.0 at 4 (AG witness Miner considers it “unlikely” that all North Shore 
customers currently using fee-free payment methods will switch to an online bill payment 
for which a processing fee is currently assessed.).  The Company should expect to see 
some of these customers take advantage of a different payment option, but not all of 
them, and certainly not all at once.  And even if all those customers were to switch 
payment options overnight, there would be some cost savings to the Company for not 
having to process paper checks.  

If these types of costs are to be socialized and recovered from all customers, then 
they should be considered in the context of a rate case and aggregated with the 
Company’s other costs of providing service.  Staff therefore urges the Commission to 
reject the proposed Rider TPTFA.  Should the Commission decide to allow recovery of 
these costs from all customers through base rates, Staff states that a reasonable amount 
of costs to include in the revenue requirement is $540,720, as calculated by the Company 
(NS Ex. 17.0 at 4-5) and agreed to by Staff.  Staff Ex. 8.0 at 12. 

d. Commission Analysis and Conclusion 
Although the Commission has long recognized the principle of cost causation, for 

these costs that analysis no longer makes sense because it has been applied inequitably 
in that customers that pay with a check do not pay to process checks.  AG Ex. 2.0 at 2.  
The results of applying this principle are also unfair in that these fees disproportionately 
affect customers without bank accounts, who are frequently low-income.  AG Ex. 2.0 at 
5.  Also, because this is a flat fee, for low usage customers, this is a larger percentage of 
their bill.  AG 2.0 at 10. 

Moreover, the AG points out that the Commission has recently approved recovery 
of ComEd’s Marketplace costs, and the Commission notes that payment of a customer’s 
utility bill is more directly related to utility service and a necessary part of providing utility 
service than maintaining an online platform where the utility markets rebate-eligible 
energy efficiency products.  For these reasons, the Commission finds that the fees at 
issue here should no longer be directly recovered from customers but rather be recovered 
from all ratepayers as a cost of providing utility service. 

These costs are not appropriately recovered through a rider as proposed by North 
Shore.  As North Shore notes, the Commission can authorize the recovery of costs 
through a rider, if those costs may be unexpected, volatile, or fluctuating.  Citizens Util. 
Bd. v. Ill. Commerce Comm’n, 166 Ill.2d at 137-139, 651 N.E.2d at 654-655.  Both Staff 
and the AG note that these costs are not volatile, can be estimated based on historical 
data, and North Shore can negotiate with vendors to keep its costs down.  As proposed 
by North Shore, the rider would not recognize potential cost savings.  AG witness Miner 
points out that other savings could include:  less paper check processing, quicker 
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payments, and more customers shifting to online or paperless billing, which saves paper, 
printing, processing, and postage.  AG Ex. 2.0 at 11.  And, importantly, rider recovery of 
these costs would violate the prohibition against single-issue ratemaking because it would 
consider these costs in isolation.  BPI II at 244-245. 

As calculated by the Company and agreed to by Staff, $540,720 should be 
included in operating expenses.  NS Ex. 17.0 at 4-5.  This amount accounts for projected 
growth and is slightly higher than the three-year historical average of $533,333.  Staff Ex. 
8.0 at 12.  It is adopted.  In its BOE, the Company requests that an additional $0.085 
million be added to this amount.  This is not adopted because this request assumes that 
additional customers will pay with credit cards but fails to recognize that there are also 
potential cost savings. 
V. REVENUES 

North Shore customers are currently divided into five service classifications 
(“S.C.”), each of which may include retail and transportation customers:  1) S.C. No. 1 
(“Small Residential Service”); 2) S.C. No. 2 (“General Service”); 3) S.C. No. 4 (“Large 
Volume Demand Service”); 4) S.C. No. 5 (“Contract Service for Electric Generation”); and 
5) S.C. No. 7 (“Contract Service to Prevent Bypass”).  Test year forecasts were prepared 
for S.C. Nos. 1, 2 and 4.  Forecasts were not prepared for S.C. Nos. 5 and 7 because 
they do not have any active customers and are not expected to have any active customers 
in the test year.  

To develop the test year sales forecast, North Shore collected the historical and 
forecasted time-series data used in the forecasting models.  This data included service 
class and individual customer sales, customer counts by service class, heating degree 
days, natural gas prices, and economic and demographic estimates including household 
size and population.  Next, two types of statistical models were developed using these 
time series for S.C. Nos. 1 and 2:  1) average use per customer model; and 2) number of 
customers model.  Heating and Non-Heating customers were grouped into separate 
models.  Forecasted sales for S.C. Nos. 1 and 2 were developed by multiplying forecasted 
average use per customer by the number of forecasted customers.  The third step in the 
process was to forecast sales for S.C. No. 4 using individual customer data such as 
historical sales and any customer-specific intelligence.  Finally, the service class sales 
forecasts were evaluated for reasonableness by comparing them to historical weather-
normalized sales and customer growth. 

The 2021 test year forecast of total deliveries is 35.8 billion cubic feet (“Bcf”).  
Deliveries to residential and small commercial customers (S.C. Nos. 1 and 2) are 
forecasted to be 30.8 Bcf.  Deliveries to large customers (S.C. No. 4) are forecasted to 
be 5.0 Bcf.  The forecast of total deliveries is 1.7% less than 2019 weather normalized 
deliveries, and the forecast of combined deliveries for service classes 1 and 2 is 0.8% 
less than 2019 weather-normalized deliveries.  North Shore’s sales forecast is 
uncontested and is therefore approved. 
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VI. RATE OF RETURN  
A. Contested Issues 

1. Overview 
North Shore forecasts a 2021 annual average capital structure containing 52.50% 

common equity, 39.68% long-term debt, and 7.82% short-term debt, and an overall rate 
of return (“ROR”) of 6.91%.  NS Ex. 14.1L REV.  Based on North Shore’s annual average 
2020 capital structure, Staff recommends a capital structure of 51.58% common equity, 
38.97% long-term debt, and 9.45% short-term debt, an overall ROR of 6.47%.  Staff Ex. 
9.0, Sch. 9.01.  Based on North Shore’s year-end 2019 capital structure, CUB 
recommends a capital structure of 50.94% common equity, 42.98% long-term debt, and 
6.07% short-term debt, and an overall ROR of 6.63%.  CUB Ex. 1.1. 
 North Shore proposes a 10.00% return on equity (“ROE”).  Staff recommends an 
ROE of 9.35%, and CUB recommends an ROE of 9.30%.   

The AG did not offer any evidence or argument on capital structure or cost of 
capital. 

2. Capital Structure 
a. North Shore’s Position 

North Shore contends that its forecasted average annual capital structure for the 
2021 test year comprised of 52.50% common equity, 39.68% long-term debt, and 7.82% 
short-term debt is reasonable and appropriate, and that no party has provided a legitimate 
reason for the Commission to impute a different capital structure for ratemaking purposes.  
Contrary to Staff’s assertion, in a future test year case, the utility’s forecasted capital 
structure is its actual capital structure for the test year.  Staff’s insistence that the 
Commission can consider only a historical capital structure as the utility’s “actual” capital 
structure turns the standard of proof on its head.  North Shore argues that Staff points to 
no Commission decision in which a utility has been required to prove that its historical 
capital structure is “unreasonable, imprudent or unduly affect by circumstances such as 
double leverage as to unfairly burden the utility’s customers” as a condition to increase 
its equity ratio over historical levels. 

North Shore states that it proposes a modest increase to its current authorized 
equity ratio (50.48%) to support its investment-grade credit ratings, preserve ready 
access to capital in all market conditions, and to reduce the Company’s capital costs.  The 
Company explains that it needs a higher equity ratio to maintain the utility’s financial 
strength in response to changes in the financial markets since its rates were last changed 
in 2015, including federal tax reform and the COVID-19 pandemic and recession.  
According to North Shore, substantial evidence supports North Shore’s proposed equity 
ratio of 52.50%, including the recent actual and authorized equity ratios of other natural 
gas utilities in Illinois and nationally.  Substantial evidence also supports North Shore’s 
proposed level of long-term debt in its capital structure, 39.68%, which is between the 
Staff (38.97%) and CUB (42.98%) proposals.  North Shore contends that the record also 
contains substantial evidence supporting the level of short-term debt in North Shore’s 
capital structure. 
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North Shore states that its proposal to increase its equity ratio is consistent with 
the Commission’s approval of WEC’s acquisition of the Company in 2015, which 
according to Staff ROE witness Freetly, “was premised on decreased capital costs and 
increased access to capital.”  Staff Ex. 10.0 at 19.  In acquiring North Shore, WEC 
committed to “maintaining an appropriate capital structure for [North Shore] to support 
financial strength and maintain an investment grade credit rating.  This also benefits 
customers as maintaining an appropriate capital structure will result in a lower overall cost 
of capital for [North Shore].”  Id.  North Shore contends that the capital structure it 
proposes in this docket achieves the objectives established by the Commission in 
approving the WEC acquisition by increasing the Company’s access to capital, 
maintaining a financially strong capital structure and lowering North Shore’s capital costs. 

North Shore explains that its proposed capital structure is not hypothetical; rather, 
it represents how North Shore actually expects to finance its natural gas system and 
service.  The Company’s capital structure is designed and managed exclusively to 
support its regulated utility operations.  This is confirmed by its most recent forecasted 
average annual equity ratio for 2021 of 52.37%, which is only 13 basis points below its 
proposed equity ratio for ratemaking purposes of 52.50.%.  North Shore states that Staff’s 
claims that this forecast is “completely unreliable” because it reflects a $1.2 million equity 
infusion that has not yet occurred is false and misleading, as the forecast is based on 
only three months of actual data for the year.  Staff Cross Ex. 5.0.   

North Shore argues that its proposed equity ratio is comparable to the equity ratios 
the Commission has recently authorized for other gas utilities.  The Company’s proposed 
equity ratio is 170 basis points below the 54.20% equity ratio the Commission approved 
for Nicor Gas in 2019, 50 basis points higher than the 52.00% equity ratio it approved for 
Ameren Illinois Company d/b/a Ameren Illinois (“Ameren”) in 2021, and 45 basis points 
higher than the 52.05% average equity ratio the Commission has authorized for gas 
utilities since 2018.  

Based on data compiled by both North Shore and CUB, the Company’s proposed 
equity ratio is also comparable to the average authorized equity ratio of natural gas utilities 
nationally, which was 52.40% in 2020.  As shown by North Shore witness Bulkley, the 
Company’s proposed equity ratio is well below the 54.44% average authorized equity 
ratio of the natural gas distribution operating companies of the holding companies that 
comprise the proxy group used to estimate North Shore’s ROE in this case.  Ms. Bulkley’s 
analysis, according to North Shore, was confirmed by a similar comparison to the 
authorized equity ratios of other natural gas distribution companies by CUB’s cost of 
capital expert.  CUB witness Gorman’s analysis shows that the average authorized equity 
ratio was 52.70% in 2019 and 52.3% in 2020.  North Shore avers that these averages are 
more comparable to North Shore’s proposed 52.50% equity ratio than Staff’s proposed 
51.58% or CUB’s proposed 50.94%. 

North Shore opposes the Staff and CUB recommendations.  The Company argues 
that neither Staff nor CUB has offered any evidence that the Company’s forecasted 
capital structure includes any incremental risk or cost that is the result of its affiliation with 
unregulated companies.  Staff’s contention that the Company’s historical and proposed 
capital structures might violate Section 9-230 of the Act simply because its equity ratio 
has increased since it was acquired by WEC in 2015, is directly contrary to the joint 
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conclusion of the WEC Capital Structure Report submitted in Docket No. 14-0496, in 
which Staff agreed that “[t]he acquisition of the Companies by WEC has not had a 
detrimental effect on the Companies’ capital structures.”  Docket No. 14-0496, Order at 
43.  This joint conclusion dispenses with Staff’s claim that “the Company’s alternative 
assumption that no ill effects have resulted from the Acquisition is every bit as speculative, 
if not more so.”  Staff Statement of Position at 36.  Indeed, one of the primary purposes 
of the WEC Capital Structure Report was to evaluate whether such “ill effects” had 
occurred, and Staff agreed they have not.  Yet, the Company argues, Staff’s position is 
to the contrary. 

North Shore argues that the law does not allow the Commission to impute a capital 
structure simply to reduce rates.  Rather, capital structure can be imputed only based on 
a finding that the utility’s capital structure reflects increased risk or cost associated with 
its affiliating with unregulated companies.  According to North Shore, Staff provides no 
evidence that North Shore has manipulated its capital structure to foist unnecessary costs 
on its customers.   

North Shore also objects to Staff’s position that a utility’s equity ratio should be 
reasonably similar to that of the unregulated holding companies that comprise the ROE 
proxy group.  Staff’s position in this case is contrary to the joint conclusion of the WEC 
Capital Structure Report recently filed in Docket No. 14-0496.  In that report, Staff agreed 
that North Shore’s authorized capital structure “must be determined in such a manner as 
to ensure that the utility’s rates are based on that regulated utility’s specific costs, risks 
and benefits; not those of its investors, parent or affiliates.”  NS Ex. 12.13 at 3.  It is North 
Shore’s view that Staff’s position is also contrary to Section 9-230 of the Act, which 
codifies the standalone principle of ratemaking and prohibits the inclusion of higher risk 
and cost associated with unregulated affiliates.  

North Shore asserts that Staff’s comparison of North Shore’s proposed equity ratio 
to holding company capital structures is baseless in light of Ms. Bulkley’s analysis 
showing that the natural gas subsidiaries of the ROE proxy group are more comparable 
in terms of risk to North Shore than the holding companies that make up the ROE proxy 
group.  Staff is unable to refute Ms. Bulkley’s conclusion, and Mr. McNally conceded that 
“utility operating companies often have lower risk (i.e., higher credit ratings and higher 
equity ratios) than their parents, as is the case with North Shore and WEC.”  Staff Ex. 9.0 
at 4. 

North Shore contends that Staff mischaracterizes Ms. Bulkley’s cost of capital 
comparisons as “inconsistent” and invalid because they were based on multiple samples 
of other gas utilities.  As Ms. Bulkley explained, the three sets of comparison in the record 
were developed at different times and each comparison is based on the most current 
available data at the time of the analysis.  The first set of comparisons are those in the 
WEC Capital Structure Report, which was based on 2019 data.  These comparisons 
compared North Shore’s actual equity to the actual and authorized equity ratios of other 
natural gas distribution companies, not utility holding companies.  They formed the basis 
for the joint conclusion agreed to by Staff that North Shore’s actual equity ratio was 
“generally comparable to the peer group companies and recent authorized equity ratios 
for natural gas distribution companies.”  NS Ex. 12.13 at 3.  Based on this conclusion, 
and the very same methodological approach on which it was based, Ms. Bulkley 
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compared North Shore’s proposed equity ratio in this case to the actual and authorized 
equity ratios of other natural gas distribution companies. 

Consistent with the capital structure comparisons in the WEC Capital Structure 
Report in her direct testimony, Ms. Bulkley compared North Shore’s proposed equity ratio 
to the actual equity ratios of the natural gas distribution operating companies of the 
holding companies that comprised the proxy group used by the parties to estimate the 
Company’s ROE.  North Shore contends that, for all of these capital structure 
comparisons, Ms. Bulkley reasonably and appropriately reflected the most current and 
relevant data available at the time each comparison was performed.  In response to Staff’s 
attempt to create confusion over the “sample” groups, Ms. Bulkley explained in her 
surrebuttal testimony the reasons for the different data sets used for each comparison, 
all of which related to the passage of time between the comparisons.  

North Shore urges the Commission to reject the analyses by Staff and CUB that 
purport to show that the Company could maintain its credit ratings even if the Commission 
imputed Staff’s or CUB’s more risky proposed capital structures.  As Ms. Bulkley showed, 
and Staff conceded, the credit rating agencies do not base their credit ratings on financial 
ratios alone, but consider other factors including the credit supportiveness of state 
commission rate decisions.  North Shore notes that it submitted undisputed evidence that 
Moody’s Investors Service (“Moody’s”), the credit rating agency whose financial ratios 
Staff relied on for its analysis, has warned that North Shore’s credit rating may be 
downgraded if the utility does not achieve a cash flow from operations pre-working capital 
(“CFO pre-W/C”) to debt ratio of at least 20%.  According to North Shore, Staff’s proposals 
on capital structure and ROE would result in a CFO pre-W/C to debt ratio of only 17%, 
suggesting that adoption of Staff’s proposals could lead to a downgrade of the Company’s 
credit ratings.  

Finally, North Shore urges the Commission to reject Staff’s new suggestion, raised 
for the first time in briefing, that the Commission could impute the Company’s pre-
acquisition capital structure and its equity ratio of only 47.95% to ensure that its rates do 
not reflect any incremental risk or increased cost of capital arising from its affiliate 
relations.  This suggestion is contrary to Staff’s own testimony, which recognized that 
such an equity ratio would represent “a downward deviation from recent Commission 
decisions.”  Staff Ex. 3.0 at 9.  Staff's new suggestion also lacks any evidentiary basis.  
Staff merely assumes that North Shore’s pre-acquisition capital structure did not reflect 
any such incremental risk or increased cost.  North Shore argues that its capital structure 
cannot be established in this case based on speculation on Staff’s part. 

b. Staff’s Position  
 Staff urges the Commission to approve Staff’s recommendation to adopt North 
Shore’s actual average 2020 capital structure and reject North Shore’s proposal to use a 
forecasted average 2021 capital structure.  As Staff explains, Staff’s recommended 
capital structure, consisting of 38.97% long-term debt, 9.45% short-term debt, and 
51.58% common equity, provides the appropriate balancing of investor and consumer 
interests while allowing the utility to maintain its credit and to raise the capital needed to 
run its business. 
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 Staff notes that the primary dispute concerning the capital structure is the 
measurement period utilized.  The Company seeks to use a forecasted capital structure, 
while CUB and Staff seek to use North Shore’s actual capital structure data.  Contrary to 
the Company’s claims, cost of capital is not a “test year” item.  By rule, all long-term 
components of capital structure are measured during a “capital structure measurement 
period,” which may differ from the test year.  83 Ill. Adm. Code 285.115.  Moreover, Staff 
avers that contrary to the Company’s assertions, it is the Company’s burden to 
demonstrate its case for abandoning actual data and imputing a capital structure.  See 
220 ILCS 5/9-201(c) (utility has the burden of demonstrating that its rate proposals are 
just and reasonable). 
 Staff urges the Commission to reject the Company’s proposed forecasted capital 
structure, which is unreliable and subject to manipulation, and, instead, adopt actual data 
for the most recently completed year, as Staff proposes.  The record contains at least four 
distinct capital structures the Company has recently forecasted for year-end 2021, each 
different from the others, with equity ratios ranging from 46.21% to 52.41%.  Staff Cross 
Ex. 2.0C; Staff Cross Ex. 3.0; Staff Cross Ex. 5.0; Staff Cross Ex. 6.0C.  Staff states that 
such inconsistency calls into question the reliability of the Company’s forecasts.  Further, 
despite these substantial capital structure forecast changes, Staff points out that the 
Company’s requested equity ratio for rate setting purposes of 52.50% has remained 
exactly the same throughout this proceeding.  Staff points out that North Shore has never 
attained such a high equity ratio in at least the last seven years.  The Company’s four-
quarter average common equity ratio peaked at 52.19% in 2015 and has not risen above 
51.84% since.  Indeed, the Company’s own forecasted 2021 average equity ratio is below 
52.50%.  Staff Ex. 3.0 at 9; Staff Cross Ex. 5.0.  In light of these concerns with the 
Company’s forecasted capital structure, and the Commission’s stated preference for 
using actual capital structure data, Docket No. 18-1775 Order at 102, Staff recommends 
that the Commission adopt North Shore’s actual twelve-month average capital structure 
for 2020. 
 Staff notes that the Company’s argument for the adoption of its forecasted capital 
structure proposal rests on a comparison to the capital structures for groups of companies 
that it has not demonstrated to be similar in overall risk to North Shore.  Staff Ex. 9.0 at 
3.  Specifically, the Company claims that its proposal is reasonable because the common 
equity ratio falls within the range for recently authorized and actual equity ratios for select 
groups of natural gas utility operating companies.  NS. Ex. 16.0 at 3-4.  Staff’s 
recommended equity ratio, however, also falls well within the ranges of those companies.  
NS Ex. 4.0 at 9; NS Ex 12.0 at 19. 
 Staff argues that it offers a more apt comparison to the capital structures for the 
sample Ms. Bulkley used to derive her ROE (i.e., the “Gas Sample”), which she found to 
be similar in overall risk to North Shore, as well as a more robust ratio analysis based on 
Moody’s credit rating metrics, both of which demonstrate that Staff’s recommended 
capital structure is sufficient to maintain the Company’s financial health and that the 
Company’s proposal is overly expensive for ratepayers.  For 2017-2019, the four-quarter 
average common equity ratio for the Gas Sample from which Ms. Bulkley derived her 
ROE estimate was only 49.05%.  By comparison, Staff’s proposed common equity ratio 
of 51.58% errs, if anything, on the side of generosity; the Company’s higher proposed 
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common equity ratio of 52.50% is excessive and unnecessary.  Staff Ex. 3.0 at 5.  Mr. 
McNally also compared the financial strength implied by the Company’s and Staff’s 
proposed revenue requirements (including the proposed capital structures) to Moody’s 
benchmark ratios for regulated electric and gas utilities.  Staff Ex. 3.0 at 6-7.  That analysis 
demonstrated that Staff’s revenue requirement recommendations are sufficient to support 
North Shore’s recent credit rating of A2, a credit standing it maintained since at least 2014 
(CUB Ex. 2.0 at 11), which indicates strong financial health.  In contrast, the Company’s 
proposals imply a stronger credit rating of A1/A2, which its own history has shown to be 
unnecessary and would be unduly expensive for rate payers.  Staff Ex. 3.0 at 7. 
 Staff argues that any assessment of the equity ratio based on a proxy sample 
should be based on the same proxy sample used to derive the ROE – in this case, the 
seven-company Gas Sample.  To do otherwise (i.e., combining the higher ROE of a riskier 
parent company with the higher equity ratio of the lower risk utility subsidiary company) 
overstates a utility’s cost of capital.  Staff avers that Ms. Bulkley is proposing just that by 
using the holding companies of the Gas Sample to derive her ROE estimate while using 
her operating company sample to justify her proposed equity ratio of 52.50%, despite the 
Gas Sample having an equity ratio of only 49.05%.  Staff Ex. 9.0 at 4-5. 
 Staff understands Ms. Bulkley to suggest that Staff’s consistent use of the same 
proxy sample for both estimating ROE and assessing the parties’ proposed capital 
structures is contrary to Section 9-230 of the Act.  Staff states this is simply untrue and 
based on a critical mischaracterization of the law.  Contrary to Ms. Bulkley’s claims, 
Section 9-230 does not state that ratemaking capital structures must be established on a 
stand-alone basis; rather, it merely states that no increased cost of capital resulting from 
a utility’s association with non-utility affiliates can be reflected in the utility’s rates.  That 
is, Section 9-230, by its terms, does not require the elimination of all effects, including the 
positive effects, of a utility’s unregulated affiliations from the utility’s rates, but exists to 
protect ratepayers from any negative effects of those affiliations – i.e., “any … incremental 
risk … [or] increased cost of capital.”  220 ILCS 5/9-230.  Further, since Ms. Bulkley 
agrees that the Gas Sample is sufficiently similar in risk to North Shore to use as the basis 
for her recommended ROE, comparing those companies’ capital structures is also 
reasonable, regardless of whether the Gas Sample companies are subsidiaries or parent 
companies.  Staff argues that if there is any violation of the spirit of Section 9-230, it is 
with Ms. Bulkley’s approach, as she attempts to justify her higher equity ratio via a 
comparison to the equity ratios of other utility operating companies with highly leveraged 
parents.  Staff Ex. 9.0 at 4-6, 8.  In other words, Ms. Bulkley includes in her sample 
companies the very incremental risks and increased capital costs that Section 9-230 
would eliminate. 
 Staff notes that unlike the Gas Sample, Ms. Bulkley did not select her operating 
company sample based on similarity in risk to North Shore.  Rather, she chose those 
companies merely because they are the operating companies or jurisdictional regulatory 
units of the Gas Sample.  Staff asserts that her operating company sample is not really 
even a single sample, but multiple samples – using distinct operating companies for 
actual capital structure data and jurisdictional regulatory units for authorized capital 
structure data, for which the composition of both groups changes.  Staff Ex. 9.0 at 5-6.  
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Staff notes that Ms. Bulkley attempts to explain the reasoning for the inconsistencies in 
the date, but this does not eliminate them.   
 Staff observes that the inconsistency between Ms. Bulkley’s risk analysis does not 
demonstrate that the group she performed that analysis on is similar in overall risk to 
North Shore.  First, her analysis is a limited review of the regulatory framework, which is 
only a portion of business risk, which is, in turn, only a portion of overall risk.  Thus, it is 
not a meaningful analysis of overall risk.  Second, her analysis reveals that for 3 of the 4 
regulatory mechanisms reviewed, fewer than half of the jurisdictional regulatory units 
presented receive the same regulatory treatment as North Shore.  NS Ex. 4.10; NS Ex. 
4.0 at 71-72.  That is, Ms. Bulkley’s analysis actually demonstrates that, with respect to 
the regulatory mechanisms studied, the jurisdictional regulatory units presented are more 
dissimilar in risk to North Shore than similar.   
 Staff also observes that the equity ratios she employs are not appropriate 
benchmarks for assessing the proposed capital structures.  First, her comparison to 
actual equity ratios is inapt, since it compares the average capital structures proposed by 
the Company and Staff to year-end capital structures for her operating company sample.  
In contrast, Staff’s benchmark comparison is based on four-quarter average common 
equity ratios, so it does not suffer from this defect.  As Mr. McNally explained, year-end 
capital structures can differ substantially from average capital structures.  Staff Ex. 9.0 at 
5.  Second, Ms. Bulkley’s comparison to authorized equity ratios is also unsuitable.  There 
is no uniformity across regulatory regimes.  And, as CUB witness Gorman explained, the 
common equity ratio authorized by a given regulatory commission can be impacted by 
how that commission treats certain cost of service items in setting utility rates for gas 
delivery service.  CUB Ex. 12.0 at 12-13.  Thus, neither comparison Ms. Bulkley proposes 
represents an appropriate benchmark for what she is attempting to measure. 
 Staff argues that even the use of North Shore’s actual capital structure could be a 
violation of Section 9-230 of the Act, relating to WEC’s acquisition of North Shore in 2015.  
Immediately after the acquisition announcement in June 2014, Standard & Poor’s (“S&P”) 
placed North Shore on credit watch negative, citing WEC’s increased leverage, indicating 
that S&P was contemplating a downgrade, which would increase North Shore’s cost of 
capital and harm its ability to raise capital.  Shortly thereafter, however, North Shore 
increased its equity ratio substantially – from 47.95% in 2014 to 52.19% in 2015 – and a 
short time later, North Shore was removed from credit watch negative.  North Shore’s 
equity ratio has remained elevated ever since, averaging 51.48% from 2015-2020.  This 
series of events, in Staff’s opinion, suggests that the acquisition may have impaired the 
Company’s financial strength, and that impairment was masked by the increase in its 
equity ratio.  Now ratepayers are being asked to bear the cost of that impairment through 
higher rates based on that higher equity ratio.  Staff Ex. 3.0 at 8-9; Staff Ex. 9.0 at 11. 
 To be certain that North Shore’s rates do not reflect any incremental risk or 
increased cost of capital arising from its affiliate relations, Staff recommends that the 
Commission consider adopting North Shore’s pre-reorganization capital structure of 
37.61% long-term debt, 14.44% short-term debt, and 47.95% common equity.  Doing so 
would not change Staff’s proposed costs of long-term debt or common equity but would 
affect the cost of short-term debt.  Staff Ex. 3.0 at 9, 14.   
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Staff clarifies that, contrary to North Shore’s suggestion, Staff is not recommending 
that the Commission consider adopting WEC’s capital structure.  Moreover, Staff argues 
that it has refuted the argument that Section 9-230 requires a utility’s cost of capital to 
reflect its stand-alone risk.  Staff explains that Section 9-230 does not require the 
elimination of the positive effects of a utility’s affiliations from the utility’s rates but exists 
only to protect ratepayers from any negative effects of those affiliations.  
 Staff notes that the Company claims that accepting Mr. McNally’s position “that 
North Shore’s capital structure should be ‘reasonably similar’ to holding company capital 
structures” would violate Section 9-230 because a capital structure that is comparable to 
nonregulated utility holding companies would reflect their higher risks and costs.  Staff 
states that this assertion is without merit for two reasons.  First, contrary to the Company’s 
suggestion, it is not Mr. McNally’s position that North Shore’s capital structure should be 
reasonably similar to utility holding company capital structures, generally.  Mr. McNally’s 
comparison was not exclusively to utility holding companies, nor was it to just any utility 
holding company.  Rather, he specifically compared his equity ratio proposal to three 
specific benchmarks, one of which was North Shore’s own historical average while 
another was the Gas Sample, which Ms. Bulkley found to be similar in overall risk to North 
Shore.  Staff Ex. 3.0 at 5.  Second, the Company’s argument suggests that a utility holding 
company cannot be similar in overall risk to a utility operating company.  Staff states that 
contrary to Ms. Bulkley’s approach to developing her Gas Sample, which was not only 
selected specifically on the basis of its similarity in risk to North Shore, but includes utility 
holding companies.  That suggestion is also contrary to Ms. Bulkley’s conclusion that that 
sample does, in fact, represent the overall risk of North Shore.  It is Staff’s view that to 
adopt a capital structure that is (1) North Shore’s actual capital structure; and (2) similar 
to that of a sample that reflects the risk of North Shore is simply not a violation of Section 
9-230.  

Lastly, Staff asserts that the Company alleges Staff has contradicted the agreed 
finding from the Capital Structure Report, which Staff states is untrue.    

c. CUB’s Position 
CUB recommends a ratemaking capital structure that consists of 50.94% common 

equity.  CUB Ex. 1.0 at 2-3.  This ratio equals North Shore’s year-end 2019 common 
equity ratio and, CUB contends, is consistent with the gas utility industry and supported 
by North Shore’s credit ratings.  CUB offers that it is fair to both the Company and its 
customers and closer to both the 50.48% ratio that the Commission approved in North 
Shore’s last gas rate case and Staff’s proposed 51.58% in this case than the Company’s 
inflated request of 52.50%.  Docket Nos. 14-0224/14-0225 (Consol.), Order at 134-35; 
Staff Ex. 9.0, Sch. 9.01; NS Ex. 4.0R at 9. 

CUB contends a 50.94% common equity ratio appropriately balances the 
Company’s debt and equity capital, is consistent with the capital structure the 
Commission authorized in North Shore’s last rate case and those other regulatory 
jurisdictions have authorized, and will not cost customers more than is needed to support 
the Company’s financial integrity and access to capital markets.  CUB Ex. 1.0 at 27-28.  
CUB posits it also reflects the Company’s actual common equity ratios for recent years.  
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As shown in North Shore’s Schedule D-1, the Company’s actual year-end common equity 
ratio was 51.69% in 2018, 50.94% in 2019, and 50.89% forecasted for 2020.  Id. at 22. 

CUB notes that the 50.94% common equity ratio is higher than the 50.48% 
common equity ratio that has been in effect since the Company’s 2015 gas rate case. 
Docket Nos. 14-0224/14-0225 (Cons.), Order at 134-35; CUB Ex. 1.0 at 22.  During that 
time, CUB states, North Shore’s credit position has remained strong.  CUB points out that 
this ratio has supported North Shore’s credit ratings and “Stable” outlook from both S&P 
and Moody’s.  CUB Ex. 1.0 at 22-23.  CUB offers that nothing in the record suggests any 
threat to the Company’s credit rating that could conceivably warrant North Shore’s 
proposed increase to a 52.5% equity ratio and the costs to ratepayers that would come 
with it.  CUB Ex. 2.0 at 11.  

CUB further notes that North Shore’s requested common equity ratio, based on 
projected capital balances through the end of 2021, represents an increase compared to 
its historical actual year-end capital structures after at least 2018, which ranged from 
50.89% to 51.69%.  Id. at 21-22.  It also exceeds the 50.48% common equity ratio the 
Commission approved in 2015 in North Shore’s last rate case.  Id. at 22. 

CUB witness Gorman argued the Company’s proposed increase to its common 
equity ratio is unreasonable, “unnecessarily increases its cost of service, and simply has 
not been proven to be needed to maintain its credit rating or its financial integrity.”  Id.  
Mr. Gorman testified that the 2019 Moody’s report rates North Shore’s credit outlook as 
“Stable,” based on rate regulation and the resulting strong cash flow coverages of the 
Company’s debt obligations.  Id.  Additionally, CUB maintains there is no evidence 
supporting North Shore’s claim that an increase in common equity ratio is necessary to 
offset increased cost recovery risk from regulatory mechanisms or greater financial 
leverage related to the Tax Cuts and Jobs Act of 2017 or the COVID-19 pandemic.  Id. at 
23. 

CUB points out that North Shore’s sister company Peoples Gas also has an A- 
S&P bond rating, with a “Stable” outlook like North Shore.  Id. at 23.  CUB explains that 
regulated utility companies with A- bond ratings have a median adjusted common equity 
ratio of roughly 47.6% which is well below North Shore’s current ratio, 50.48%, which the 
Company seeks to increase to 52.5%.  Id. at 23.  If approved, CUB posits, the Company’s 
proposed rate structure would invert the typical debt-to-equity ratio and then add another 
10 basis points to equity.  By inflating the common equity ratio, North Shore would 
significantly increase rates for its customers since equity is the most expensive form of 
capital, more than twice the cost of debt.  Id. at 26.  CUB argues there is no justification 
for imposing this additional expense on ratepayers. 

The median common equity ratio for electric and gas utilities is approximately 
51.0%, which CUB observes is squarely in line with its recommendation for 50.94% and 
much lower than the Company’s proposed 52.5%.  Id. at 24-25.   

d. Commission Analysis and Conclusion 
The Commission adopts the 2020 average capital structure recommended by 

Staff, consisting of 38.97% long-term debt, 9.45% short-term debt, and 51.58% common 
equity.  This provides the appropriate balancing of investor and consumer interests while 
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allowing the utility to maintain its credit and to raise the capital needed to run its business.  
The Commission finds that Staff’s recommendation to use actual capital structure data 
from the most recent year more appropriate than to use forecasted data.  The record 
demonstrates that North Shore offers forecasted equity ratio predictions that vary by as 
much as 6%.  Additionally, the Commission agrees with Staff that the cost of capital 
measurement need not be the “test year” based on the plain language of Part 285.115.  
83 Ill. Adm. Code 285.115.  However, the Commission finds that, a utility could use the 
test year period for capital structure provided it is reasonable.   

The Commission rejects the Company’s use of different comparison groups.  The 
Company failed to demonstrate that its comparison groups are comparable in risk to North 
Shore.  However, the Gas Sample was selected on the basis of its comparability in risk 
to North Shore.  Additionally, North Shore predicates its request for a specific capital 
structure on the basis that other utilities received higher equity ratios in other rate cases.  
However, each rate case stands on the evidence filed in that case.  220 ILCS 5/10-103 
(“any finding, decision or order shall be based exclusively on the record for decision in 
the case…”).  See also BPI I at 204.  Utilities differ greatly in this State, in terms of size, 
scope, operating expense, etc.  The Commission finds North Shore’s direct comparison 
to Nicor Gas or Ameren is inapt and overly simplistic.  Whereas, Staff presented a more 
robust financial ratio analysis that demonstrated that Staff’s proposal maintains North 
Shore’s financial strength without overburdening its rate payers. 

The Commission finds Staff’s capital structure to be consistent with Section 9-230, 
which states: 

Rate of return; financial involvement with nonutility or 
unregulated companies. In determining a reasonable rate of 
return upon investment for any public utility in any proceeding 
to establish rates or charges, the Commission shall not 
include any (i) incremental risk, (ii) increased cost of capital, 
or (iii) after May 31, 2003, revenue or expense attributed to 
telephone directory operations, which is the direct or indirect 
result of the public utility's affiliation with unregulated or 
nonutility companies. 

220 ILCS 5/9-230.  The Commission further agrees with Staff that Section 9-230 states 
that no increased cost of capital resulting from a utility’s association with non-utility affiliates 
can be reflected in the utility’s rates.  The plain language of Section 9-230 does not require 
the elimination of all effects, including the positive effects, of a utility’s unregulated affiliations 
from the utility’s rates, but exists to protect Illinois utility rate payers from any negative effects 
of those affiliations – i.e., “any … incremental risk … [or] increased cost of capital.”  Id. 

3. Cost of Short-Term Debt 
a. North Shore’s Position 

North Shore states that its overall forecasted cost of short-term debt for the test 
year, including fixed issuance costs and interest, is 1.05%.  NS. Ex. 10.0 at 21-22.  North 
Shore initially proposed a cost of short-term debt of 3.48% for the Company.  NS Ex. 2.0 
at 55.  CUB did not oppose the Company’s forecasted cost of short-term debt, and Staff’s 
proposal for a lower rate is based on what the Company’s actual interest rate was in 
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January 2021.  North Shore argues that Staff’s reliance on historical spot market data to 
forecast interest expense is not appropriate for a forward test year.  However, North 
Shore’s proposed weighted cost of short-term debt is equal to Staff’s, and the Company 
states that it would accept that weighted cost based on the capital structure that the 
Commission authorizes. 

b. Staff’s Position  
Staff notes that despite using similar approaches to estimate the cost of short-term 

debt, Mr. Zgonc’s estimate differs from Mr. McNally’s for two reasons.  First, North Shore’s 
cost of short-term debt includes a fixed cost component (i.e., it does not vary with the 
amount of short-term debt outstanding).  Second, despite agreeing that the 0.17% 
commercial paper rate used for the interest rate component is consistent with the 
Company’s current borrowing cost, the Company adds 10 basis points to this rate without 
any explanation of how that adder was derived or why it is appropriate.   

Staff argues the Company’s proposed 10 basis point adder to the interest rate 
component should be rejected.  Additionally, Staff asserts that the Company’s proposal 
is problematic because the Company can only speculate as to what its interest rate will 
be when its new rates will be in effect.  Staff submits that the Commission has repeatedly 
concluded that “current interest rates have proven to be better predictors of future interest 
rates than professional forecasters.”  See Staff Ex. 3.0 at 12-13; Staff Ex. 4.0 at 33-34.  
For these reasons, Staff recommends that the Commission reject the Company’s 
proposed interest rate and, instead, adopt Staff’s 0.17% proposal, which, when added to 
Staff’s recommended fixed cost component of 0.71%, produces a cost of short-term debt 
of 0.88% for North Shore.  Staff Ex. 3.0 at 10.   

If the Commission finds the parties’ proposed capital structures to be in violation 
of Section 9-230 and, instead, adopts the Company’s pre-reorganization capital structure, 
with 14.4% short-term debt, Staff asserts that the cost of short-term debt should be 0.63%.   

c. CUB’s Position   
CUB states that Mr. Gorman developed his capital structure based on the actual 

December 31, 2019 capital weights applied to the Company’s proposed total capital 
balance.  CUB Ex. 1.1.  This approach resulted in a capital structure consisting of 42.98% 
long-term and 6.07% short-term debt with respective embedded cost of long-term debt of 
3.91% and short-term debt cost of 3.48%.  CUB notes Mr. Gorman’s recommended 
capital structure ratios reflect North Shore’s actual historical weights of equity and debt.  
Id. at 21.  CUB states that these weights have been proven to be adequate to support 
Nicor Gas’ bond rating.  The Company’s last credit review from S&P produced a “Stable” 
credit outlook.  CUB requests the Commission adopt Mr. Gorman’s recommended capital 
structure, citing its proven track record of supporting North Shore’s financial integrity. 

d. Commission Analysis and Conclusion 
The Commission adopts Staff’s proposed cost of short-term debt which properly 

considers the actual nonfinancial commercial paper rate component of the interest rate 
on 0.17% and uses the current interest rate.  This is a better predictor than an estimate 
of the future interest rate.  This Commission has stated that: 
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predicting the direction, magnitude, or timing of future interest 
rate changes with accuracy is not possible. The Commission 
observes that the record demonstrates that professional 
forecasting services relied on by the Companies have 
consistently over estimated future rates in recent years. 
Current interest rates have proven to be better predictors of 
future interest rates than professional forecasters. 

Docket Nos. 14-0224/14-0225 (Consol.), Order at 111 (emphasis added).  The 
Commission sees no reason to deviate from its reasoning, and will continue to rely on 
current, observable market interest rates.   

The Commission also agrees with Staff that the Company does not adequately 
explain the 10 basis point adder the Company includes in its short-term debt proposal, 
and it is rejected.   

4. Cost of Long-Term Debt   
a. North Shore’s Position 

North Shore estimates its overall cost of long-term debt to be 3.97%, which 
includes the cost of its embedded long-term debt plus the expected interest on the 
issuance of $60 million in first mortgage bonds in October 2021.  NS. Ex. 10.0 at 21-22.  
North Shore initially proposed a cost of long-term debt of 3.91% for North Shore.  NS Ex. 
2.0 at 55.  CUB did not oppose the Company’s proposed long-term debt cost, and Staff’s 
lower cost is based on its proposal that the Commission impute a historical capital 
structure that would not include North Shore’s anticipated issuance of new long-term debt.  
This, North Shore argues, is an inappropriate basis for setting a utility’s cost of debt for a 
forward test year.  The Company also notes that its proposed weighted cost of long-term 
debt is 1.58%, while Staff’s is 1.56%.  North Shore indicates that it would accept a 
weighted cost of 1.57% based on the capital structure the Commission authorizes. 

b. Staff’s Position  
Staff recommends the Commission adopt a 3.95% cost of long-term debt estimate 

if the Company’s proposed capital structure is adopted and 4.01% if Staff’s proposed 
capital structure is adopted. 

Staff observes that the difference between Mr. Zgonc’s and Mr. McNally’s 
recommendations is driven primarily by the different measurement periods adopted by 
the two witnesses.  Mr. McNally proposed to use the Company’s actual 2020 12-month 
average capital structure, which does not include the new long-term issuance the 
Company projects for inclusion in its forecasted 2021 12-month average capital structure.  
Therefore, Mr. McNally removed that issue from the Company’s D-3 schedule for long-
term debt.  Doing so results in a higher cost of debt, since the Company forecasts that 
the proposed new debt would have a lower interest rate than the rest of its long-term debt 
issuances overall.  Staff Ex. 3.0 at 14. 

However, even if the Commission were to adopt the Company’s proposal to use a 
forecasted 2021 measurement period, Staff recommends that it not adopt the Company’s 
proposed cost of long-term debt of 3.97%.  Staff argues that the Company’s estimate of 
the interest rate for the proposed new issuance of 3.50% is unsupported, overstated and 
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should not be relied on to estimate the cost of long-term debt.  Staff notes that the 
Commission has not historically adopted, nor should it adopt, the use of forecasted 
interest rates.  Rather, as the Commission previously has determined on multiple 
occasions, the most recent actual interest rate is the best estimate of future interest rates.  
Staff Ex. 4.0 at 33-34.  Use of recent actual interest rates avoids problematic and 
unnecessary attempts to predict future interest rates and to make speculative 
adjustments to published forecasts, as Mr. Zgonc did.  Staff Ex. 3.0 at 15-16.  As of April 
6, 2021, the actual Moody’s bond yield average for A-rated utilities was 3.33%.  Staff 
recommends that rate be applied for the proposed new issuance if the Company’s 
proposed capital structure is adopted.  Substituting 3.33% for the Company’s 3.50% 
interest rate estimate for the proposed new issuance produces an overall cost of long-
term debt of 3.95%.  Staff Ex. 9.0 at 2. 

Staff recommends North Shore’s 2020 embedded cost of long-term debt of 4.01% 
be approved.  However, the Company proposes a 2021 embedded cost of long-term debt 
of 3.97%, which reflects the inclusion of a $60 million issuance forecasted to occur in 
October 2021.  Staff contends that even if the forecasted $60 million issuance is included, 
North Shore’s 2021 embedded cost of long-term debt should be 3.95%, rather than the 
Company’s 3.97% proposal. 

c. CUB’s Position   
As discussed above in Section IV.A.3., CUB supports the Company’s cost of short-

term debt and embedded cost of long-term debt. 
d. Commission Analysis and Conclusion 

The Commission adopts Staff’s recommendation for long-term debt.  The 
Commission agrees with Staff that the Company’s actual 2020 12-month average capital 
structure, which does not include the new long-term issuance the Company projects for 
inclusion in its forecasted 2021 12-month average capital structure, should be removed 
from the long-term debt calculation.  The Commission adopts Staff’s proposed 4.01% cost 
of long-term debt. 

5. Cost of Common Equity 
a. North Shore’s Position 

North Shore asserts that the Commission should adopt an ROE of 10.00% as 
proposed by its expert witness, Ms. Bulkley.  North Shore explains that Ms. Bulkley 
applied the Constant Growth and Projected forms of the Discounted Cash Flow (“DCF”) 
model, the Capital Asset Pricing Model (“CAPM”), the Empirical Capital Asset Pricing 
Model (“ECAPM”), the Risk Premium Approach and the Expected Earnings analysis to 
calculate North Shore’s ROE for ratemaking purposes.  Ms. Bulkley also took the 
following factors into consideration:  (1) flotation costs; (2) the Company’s capital 
expenditure requirements; (3) the regulatory environment in which the Company 
operates; (4) the Company’s automatic rate adjustment mechanisms; (5) the relative size 
of the Company as compared with the proxy group; and (6) the Company’s proposed 
capital structure as compared to the capital structures of the proxy group companies.  NS 
Ex. 4.0 at 3, 4. 
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North Shore states that the primary tools for estimating a utility’s cost of equity are 
the various mathematical models developed by economists for that purpose; however, 
the Commission has recognized that a utility’s authorized ROE cannot be based on these 
estimation models alone, as each has its flaws.  Docket No. 18-1775, Order at 118-119.  
The Commission has concluded that consideration of multiple models mitigates at least 
some of the risk of an inaccurate ROE.  Ameren Ill. Co. d/b/a Ameren Ill., Docket No. 20-
0308, Order at 168 (Jan. 13, 2021).  North Shore states that the Commission has also 
recognized that its historical reliance on just two of the models -- the DCF model and the 
CAPM -- was not sufficient.  In a recent Nicor gas rate case, the Commission concluded 
that consideration of additional models brought its approach “into closer alignment with 
how investors inform their investment decisions,” ensures that “the chosen return on 
equity is based on substantial evidence and does not overvalue any one model,” and 
provides consistency with the methodologies now being followed by other regulatory 
bodies, including the Federal Energy Regulatory Commission (“FERC”).  Docket No. 18-
1775, Order at 119.  North Shore argues the Commission should consider the results of 
any model where it “is based on economic theory, the data used [are] from verifiable 
objective sources, and the analyst’s calculations are accurate.”  NS Ex. 12.0 at 103. 

North Shore contends that the use of multiple analytical approaches to estimate 
North Shore’s cost of equity is even more important in this case because the low interest 
rate environment caused by the federal government’s response to the economic 
dislocations of the COVID-19 pandemic is changing.  Current conditions in the financial 
markets, including increasing interest rates and a steepening yield curve, signal higher 
investor-required returns and utility stock underperformance relative to the broader 
market, both of which indicate a higher cost of equity for natural gas utilities such as North 
Shore.  Evidence provided by Ms. Bulkley shows that financial market conditions are 
changing quickly as the economy recovers from the recession brought on by the COVID-
19 pandemic.  North Shore notes that the yield on the 30-year Treasury bond, which Staff 
uses for the risk-free rate in its CAPM, increased from 1.86% to 2.18% in just the month 
between Staff’s direct and rebuttal testimony. 

North Shore avers that its increasing cost of equity has been confirmed by its cost 
of equity estimation models and those of Staff and would have been confirmed by CUB 
had its expert updated his analyses to reflect more current market data.  See NS Ex. 12.0 
at 47-49; Staff Ex. 10.0 at 3.5.   

The Company notes that the Commission has also recognized the need to 
evaluate the parties’ ROE recommendations against industry benchmarks, including the 
ROEs recently authorized for other utilities in Illinois and elsewhere, in order to ensure 
that the ROEs the Commission authorizes are comparable.  Docket No. 18-1775, Order 
at 120.  While North Shore acknowledges that the Commission is not bound by the ROEs 
recently authorized for other utilities, the Commission has recognized that the adoption 
of anomalously low returns that are not “reasonably sufficient to assure confidence in the 
financial soundness” of the utility “would potentially reduce the utility’s competitive access 
to capital markets.” Id., citing Bluefield Water Works and Improvement Co. v. Pub. Srvc. 
Comm’n of W.V., 262 U.S. 679 (1923) (“Bluefield”) and Federal Power Comm’n v. Hope 
Natural Gas Corp. 320 U.S. 591 (1944) (“Hope”). 
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North Shore argues that the Staff and CUB ROE positions are unjust and 
unreasonable and the Commission should reject them.  The Company asserts that an 
authorized ROE of 9.35% or 9.30% would not be comparable to recent authorized ROEs 
for natural gas distribution utilities in Illinois or nationally, that Staff and CUB ignore the 
changes in financial market conditions readily apparent during the pendency of this case 
indicating an economy recovering from the recession brought on by the COVID-19 
pandemic.  Undisputed evidence in this docket demonstrates that the Company’s cost of 
equity is higher now than it was in 2020 or early 2021, during the pandemic, and will be 
higher still when its rates are in effect.  Yet, North Shore notes, Staff’s and CUB’s 
proposed ROEs are even lower than the average authorized ROE for natural gas utilities 
in 2020, when the economy was in the midst of the COVID-19 recession and market 
conditions were markedly different than they are today or will be when North Shore’s rates 
are in effect.  

Comparison of Parties’ ROE Positions to Industry Benchmarks 
North Shore states that the Commission should continue its practice of evaluating 

the parties’ ROE positions against industry benchmarks, including but not limited to the 
ROEs recently authorized for other gas utilities in Illinois and nationally, to ensure that the 
ROEs the Commission authorizes are comparable and competitive. See, e.g., Docket No. 
18-1775, Order at 120.  Staff pointed to recent authorized ROEs for natural gas 
distribution utilities nationally.  Likewise, CUB urged the Commission to consider 
“observable evidence on trends in authorized returns on equity for regulated utilities,” 
trends in utility capital spending, and utility stock performance.  CUB Ex. 1.0 REV at 5-
10.  However, North Shore argues, Staff and CUB both ignored other types of benchmark 
data when the data did not support their proposals of significantly below-average 
authorized ROEs for North Shore. 

North Shore contends that the most relevant recent authorized ROEs for natural 
gas distribution utilities like North Shore are those of this Commission.  Since 2018, those 
returns have averaged 9.77%, well above the ROEs proposed by Staff and CUB of 9.35% 
and 9.30%, respectively.  Indeed, the Staff and CUB ROE positions are far below any of 
these recent gas utility authorized returns. 

National ROE data are also relevant according to North Shore.  As the Commission 
has explained, “Although the Commission does not rely on national averages to make its 
decisions, they can be useful benchmarks when evaluating parties’ recommendations.”  
Docket No. 17-0124, Order at 101.  Over the last three years, nationally authorized ROEs 
for gas utilities have averaged 9.59%, with the majority of them ranging between 9.60% 
and 10.25%.  North Shore states that its proposed ROE of 10.00% is well within that 
range, while the ROEs proposed by Staff and CUB are well below the average and the 
range.  The Company observes that although the national average gas utility ROE fell to 
9.46% in 2020 in the midst of the COVID-19 pandemic, it has since returned to its pre-
pandemic level of 9.71% in the first quarter of 2021.  Docket No. 21-0098, Staff Ex. 4.0 
at 26.  North Shore notes that Staff’s and CUB’s proposed ROEs for the post-pandemic 
period that are even lower than the pandemic average. 

North Shore argues that the Staff and CUB ROE proposals therefore fail their own 
comparability test. North Shore asserts that comparability matters because below-
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average authorized ROEs have been cited by credit rating agencies as reasons for recent 
downgrades in utility credit ratings.  In fact, the Staff and CUB ROEs are so low they bump 
up against the reasonableness threshold the Commission recently applied in setting Nicor 
Gas’ ROE in Docket No.18-1775.  North Shore argues that Staff’s and CUB’s proposed 
ROEs in this case are effectively equal to the 9.28% ROE that the Commission recently 
found uncompetitive and potentially damaging to the utility’s financial soundness.  For this 
reason alone, North Shore urges the Commission to reject the Staff and CUB proposals 
as unreasonable. 

North Shore states that the market conditions of late 2020 and early 2021 (when 
the parties conducted their ROE analyses) will not prevail when North Shore’s new rates 
are in effect in late 2021 and 2022.  All objective indicators of current and near-term 
market conditions now point to a recovering economy and a higher cost of equity when 
North Shore’s new rates will be in effect.  These indicators include increasing interest 
rates, a steepening yield curve, and statements from the Congressional Budget Office 
and the Federal Reserve that the economy is expected to return to pre-pandemic 
conditions soon. 

The Company states that these developments are already affecting its cost of 
equity, as shown by the results of both North Shore’s and Staff’s updated ROE estimation 
models.  In Staff’s case, its models showed dramatic increases in just the one month 
between its direct and rebuttal testimony.  North Shore opines that, had CUB witness 
Gorman updated his analyses, they would in all probability show a similar increase. 

According to North Shore, Ms. Bulkley considered both current and expected 
market conditions in arriving at her 10.00% ROE recommendation.  By contrast, neither 
Ms. Freetly nor Mr. Gorman considered the ROE estimation models in the appropriate 
context.  North Shore states that Staff witness Freetly ignored future market conditions 
altogether, while Mr. Gorman took a contrarian and unsupported view that interest rates 
and utility capital costs will remain at their historically low levels for the foreseeable future.  
Thus, North Shore asserts, neither Ms. Freetly nor Mr. Gorman acknowledged or 
accounted for the fact that they performed their ROE analyses during “a period 
characterized by a high degree of uncertainty related to being in the worst global 
pandemic in a century, extremely high unemployment and substantial government 
economic stimulus.”  NS Ex. 12.0 at 45.  

Based on the industry benchmarks and the objective information about financial 
market conditions likely to prevail when its rates are in effect, North Shore contends that 
neither Staff’s nor CUB’s recommendation meets the comparability or reasonableness 
standards, and that the Commission would commit reversible error by considering either 
recommendation. 

Issues with Staff’s and CUB’s ROE Estimation Models 
Even if the Commission were inclined to consider the Staff and CUB ROE 

recommendations in spite of their non-comparability and unreasonableness, North Shore 
argues that the Commission should nonetheless reject those recommendations due to 
serious methodological and factual errors.  According to North Shore, these errors explain 
why the recommendations are so low and provide evidence of bias on the part of Ms. 
Freetly and Mr. Gorman in their respective approaches. 
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The Proxy Group 
North Shore explains that the models used to estimate the cost of equity of a 

company whose stock is not publicly traded rely on financial parameters of a proxy group 
of publicly-traded companies with comparable risk.  In this case, Ms. Bulkley assembled 
a proxy group comprised of six publicly traded companies with one or more natural gas 
distribution operating subsidiaries based on six comparability criteria.  She considered 
but rejected one such company, New Jersey Resources Corporation (“NJR”), because it 
did not meet the criterion of deriving more than 70% of its total operating income from 
regulated operations.  Ms. Bulkley presented ROE results including and excluding NJR, 
but only relied on the results excluding NJR in developing her ROE recommendation.  

North Shore further explains that Mr. Gorman relied on Ms. Bulkley’s six-company 
proxy group excluding NJR for his ROE analyses.  Ms. Freetly relied on Ms. Bulkley’s 
proxy group plus NJR, but provided no evidence supporting the inclusion of a non-
comparable company in her proxy group.  North Shore argues that Staff’s inclusion of 
NJR in its proxy group is contrary to the comparability standard of Hope and Bluefield that 
govern the Commission’s setting of the authorized ROE.  The Company also argues that 
it also violates Section 9-230 of the Act by including an excessive amount of risk and cost 
associated with non-regulated operations in the estimation of a cost of equity for North 
Shore, whose operations are all regulated.  Accordingly, North Shore argues that the 
Commission should reject Ms. Freetly’s ROE analyses in this case because they are 
based on a non-comparable proxy group. 

The DCF Model 
North Shore notes that the DCF approach is based on the theory that a stock’s 

current price represents the present value of all expected future cash flows.  The model 
requires inputs for the current stock price, the expected dividend yield and one or more 
expected growth rates (depending on whether the “constant growth” or “multi-stage 
growth” variants of the model is used) for each of the proxy group companies.  The 
Company points out that each of the cost of equity witnesses relied on a constant growth 
DCF model for their ROE recommendations, although Staff’s and CUB’s experts also 
presented multi-stage growth DCF analyses. 

North Shore contends that the Commission should give less weight to the DCF 
model in this case.  Because this model relies on historical stock prices as a key input, it 
does not take into account the fact that utility stocks underperform during the recovery 
phase of the business cycle and therefore the model understates North Shore’s cost of 
equity in the near term.  

North Shore witness Bulkley’s initial DCF analysis was conducted with data 
through the end of October 2020 and then updated in her rebuttal testimony with data 
through the end of February 2021.  Her updated constant growth DCF results reflect 
increased utility dividend yields and growth rates, which point to a higher cost of equity.  
Her updated median results based on end of February 2021 market data were in the 
range of 9.75% to 9.98%.  By contrast, Mr. Gorman concluded that his constant growth 
DCF analysis supported a ROE of only 9.10%.  North Shore argues that Mr. Gorman’s 
9.70% median result of his “sustainable growth” constant growth DCF model does not 
support an ROE of only 9.10%.  North Shore also explains that the primary difference 
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between the North Shore and CUB constant growth DCF results is timing; Ms. Bulkley’s 
results reflect more recent market conditions leading to an increased utility cost of equity.  
Notably, unlike Ms. Bulkley and Ms. Freetly, Mr. Gorman did not update his ROE analyses 
during the case to reflect more current market data.  The Company states that since Ms. 
Bulkley’s and Ms. Freetly’s updated DCF analyses both showed an increase in North 
Shore’s cost of equity during the pendency of this proceeding, Mr. Gorman’s DCF 
analysis would have similarly shown an increase had he updated it.  North Shore argues 
that Mr. Gorman’s 9.10% is far too low to be competitive and the Commission should 
reject it for that reason alone. 

North Shore identifies several flaws in Staff’s DCF analysis.  North Shore claims 
that Ms. Freetly’s mid-case change in how she took her constant growth DCF results into 
account is arbitrary.  According to Ms. Freetly, her original average constant growth DCF 
result based on market data in late January 2021 was 9.53%.  Staff Ex. 4.0 at 12.  At that 
time, she chose to eliminate the high and low results based on her subjective decision 
that the range of her results was too wide.  This lowered her DCF “recommendation” to 
9.33%.  On rebuttal, Ms. Freetly updated her constant growth DCF model based on data 
collected through late February, deriving an average result of 11.36%.  Staff Ex. 10.0 at 
3.  However, North Shore states that, without explanation, Ms. Freetly departed from her 
prior approach and eliminated only the high result to arrive at an average of only 9.19%.  
North Shore observes that Ms. Bulkley notes, if the only change to Ms. Freetly’s updated 
constant growth DCF model is to eliminate the high and low results as she originally did, 
then Ms. Freetly’s average DCF result would be 9.58%, not the 9.19% Ms. Freetly 
adopted.  North Shore contends that the bias in Ms. Freetly’s manipulation of her DCF 
model results is plain to see and the Commission should reject her DCF-based estimate 
on this basis.  

North Shore contends that Ms. Freetly’s DCF results are made unreliable by other 
methodological choices.  The first is her reliance on the proxy group companies’ stock 
prices on a single day instead of average stock prices over one or more recent time 
periods.  Ms. Bulkley and Mr. Gorman relied on averages of trading day periods.  Ms. 
Bulkley testified that an average of recent trading days is used “to ensure that the ROE 
is not skewed by anomalous events that may affect stock prices on any given trading 
day.”  NS Ex. 4.0 at 42.  Therefore, North Shore contends Ms. Freetly’s approach is 
arbitrary and introduces measurement error into her analysis, especially given the 
volatility in the stock and bond markets during the COVID-19 pandemic, which remains 
high.  According to North Shore, there is no better proof of the susceptibility of Staff’s 
approach to aberrant market price movements than how Staff’s DCF results changed in 
just one month’s time.  

North Shore argues that Ms. Freetly achieved a lower DCF result also because 
she averaged the published forecasts of earnings-per-share (“EPS”) growth rates with 
published forecasts of dividends-per-share (“DPS”) growth rates in her analysis instead 
of only using the EPS growth rates.  North Shore contends that despite Ms. Freetly’s 
assertion that the EPS growth rates are “upwardly biased,” the EPS growth is the 
appropriate basis for the growth rate in the DCF model because earnings are the 
fundamental driver of a company’s ability to pay dividends.  If Staff’s updated constant 
growth DCF model is modified to rely on EPS growth only, the median result is 10.41%.  
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If the high and low results are excluded, in accordance with Ms. Freetly’s original 
approach, the average is 9.72%.  Both of these results are significantly higher than her 
reported updated DCF result of only 9.19%. 

North Shore identifies two mischaracterizations in Staff’s and CUB’s criticisms of 
Ms. Bulkley’s DCF methodology.  First, Staff claims that Ms. Bulkley’s DCF model did not 
correctly reflect the timing of the Gas Sample companies’ quarterly dividend payments.  
The Company states this is not true.  Ms. Bulkley’s updated DCF model “reflected a 
quarterly (instead of an annualized) dividend calculation . . . consistent with Ms. Freetly’s 
approach.”  NS Ex. 12.0 at 46.  Second, Staff and CUB claim that Ms. Bulkley’s reported 
DCF results reflect the arbitrary exclusion of results below 7.00%.  The Company state 
this also is not true, as Ms. Bulkley’s updated DCF results reflected the median DCF 
results as the measure of central tendency and that her exclusion of such results had 
absolutely no effect on her reported results. 

In summary, North Shore argues that the Commission should reject Staff’s DCF 
recommendation of 9.19% for the following reasons:  (1) it is based on a proxy group that 
includes excessive risks of unregulated operations, arbitrary stock price data that do not 
reflect long-term market conditions; (2) it is based on a growth rate that improperly 
includes DPS growth rates; (3) it arbitrarily excludes only the high-end result (due to an 
arbitrary change in Staff’s methodology mid-proceeding); and (4) it is too low to be 
competitive.  North Shore argues the Commission should reject Mr. Gorman’s 9.10% DCF 
recommendation as outdated and uncompetitive.  The Company asserts that by contrast, 
Ms. Bulkley’s updated median DCF results of 9.7% to 9.98% are based on the appropriate 
proxy group, stock price data and EPS growth forecasts, and thus provide well-founded 
support in conjunction with her other ROE estimation approaches for her overall ROE 
recommendation of 10.00%. 

CAPM 
North Shore explains that the CAPM is a risk premium approach that estimates the 

cost of equity for a given security as a function of a risk-free return plus a risk premium to 
compensate investors for the non-diversifiable or ‘systematic’ risk of that security.  The 
systematic risk of the security is the product of the market risk premium and the beta 
coefficient, which measures the relative riskiness of the security being evaluated.  

North Shore’s cost of capital expert Ms. Bulkley relied on two versions of the 
CAPM, the traditional model that was also used by Ms. Freetly and Mr. Gorman, as well 
as the ECAPM variant.  The Company states the results of Ms. Bulkley’s updated CAPM 
and ECAPM analyses between her direct and rebuttal testimony trended consistently 
higher, reflecting higher market risk premiums and betas, and indicating that North 
Shore’s cost of equity has increased while this case was pending.  Likewise, Ms. Freetly’s 
CAPM result increased by 25 basis points in just one month, from 9.36% based on data 
from January 2021 to 9.61% based on data from February 2021.  Compare Staff Ex. 10.0 
at 5 with Staff Ex. 4.0 at 23.  However, North Shore contends that Ms. Freetly failed to 
update all of the relevant data through February, and that her updated result would have 
been even higher.   

The Company notes that Mr. Gorman recommended a CAPM return of 9.50%, 
which was at the high end of his range of results, but he did not update his CAPM analysis 
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to reflect more recent market data.  He did, however, update his CAPM calculation to 
correct an error, and the correction yielded a significantly higher result, yet that correction 
did not change his CAPM-based recommendation, which remained at 9.50%. 

North Shore argues that significant errors in Staff’s CAPM analyses render its 
results inaccurate and unreliable.  First, when she updated the analysis to reflect more 
recent market data, she failed to update her market return calculation.  This is especially 
notable because Ms. Bulkley pointed out this same error in Ms. Freetly’s DCF analysis 
and Ms. Freetly corrected that analysis by replacing the historical growth rates with 
projected growth rates.  But, North Shore notes, Ms. Freetly did not correct this same 
error in her CAPM analysis when she updated it for her rebuttal testimony.  Thus, Ms. 
Freetly’s CAPM result “does not provide the Commission with an estimate of the forward-
looking cost of equity over the period that rates will be in effect.”  NS Ex. 16.0 at 25.  
Because of these significant errors, North Shore contends that the Commission should 
reject Staff’s CAPM result.  Alternatively, North Shore urges that if the Commission 
chooses to consider Staff’s CAPM analysis at all, it should consider Ms. Bulkley’s 
corrected figure of 10.36%.  

North Shore identifies another serious flaw in Staff’s CAPM analysis, one that the 
Company states introduces a very high degree of downward bias on the results.  For the 
market return component of the market risk premium, Ms. Freetly conducted a DCF 
analysis of the companies in the S&P 500 stock market index (“S&P 500 Index”), but she 
introduced substantial bias by excluding from its analysis companies that do not pay 
dividends.  North Shore is not persuaded by Ms. Freetly’s reasons for the exclusion.  
According to North Shore, the very purpose of the calculation is to determine the return 
of the entire market.  By excluding non-dividend-paying companies, Staff excludes nearly 
one third of the total capitalization of the companies that make up the S&P 500 Index, 
which is inconsistent with the expectations of the investors who invest in the index.  In 
addition, Staff’s arbitrary exclusion of non-dividend-paying companies is inconsistent with 
how all of the parties calculated their beta coefficients, and the CAPM market risk 
premium should be calculated on a basis consistent with the beta calculation and reflect 
that same sample of companies. 

North Shore argues that Staff’s CAPM analysis is also flawed for the same reason 
that its DCF model is flawed; namely, Staff’s reliance on spot market data at the time the 
analysis is conducted, which is dated as soon as the analysis is completed.  The 
Company states that due to this, Staff ignores the kinds of projections on which analysts 
and investors routinely rely in taking the actions that actually set security prices.  
According to Ms. Bulkley, “ignoring market-based analytical projections of future risk-free 
rates, particularly those relative to the period in which the utility’s rates will be in effect, is 
arbitrary and can result in an inaccurate forecast for the utility’s cost of equity.”  NS Ex. 
12.0 at 69.  This is especially true given recent market volatility and the current period of 
rising interest rates, which according to North Shore are indications that the market 
conditions (and financial data) observed during the COVID-19 pandemic will not continue 
into the period in which North Shore’s new rates will be in effect.  Indeed, North Shore 
notes that the yield on the 30-year Treasury bond, which Staff uses for the risk-free rate 
in its CAPM model, has increased during the pendency of this case from 1.86% in Staff’s 
direct testimony in this case, to 2.18% in its rebuttal testimony in this case.  
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North Shore states that Mr. Gorman argued in favor of using a current risk-free 
rate by stating that the CAPM market risk premium should reflect “the market today;” 
however, Mr. Gorman actually relied on near-term projected Treasury bond yields.  The 
Company argues that Staff and CUB thus ignore clear indications that “market conditions 
during the period in which the utility’s rates will be in effect will be very different from the 
recent past, namely an anticipated economic recovery from a recession brought on by a 
worldwide pandemic.”  NS Ex. 12.0 at 69.  

The Company observes that Staff asserted the use of interest rate forecasts in the 
CAPM is inappropriate because they are often inaccurate.  Staff Ex. 4.0 at 32-34; Staff 
Ex. 10.0 at 10-12.  North Shore responds that Staff has made no showing that spot market 
data provide a better proxy for market conditions that will prevail during the rate effective 
period than analytical forecasts.  Indeed, North Shore points out, the 30-year Treasury 
bond yield increased by 32 basis points, or 17%, just in the month between Staff’s two 
CAPM calculations.  Compare Staff Ex. 4.0 at 16 with Staff Ex. 10.0 at 12.  It is North 
Shore’s position that this demonstrates that the spot market yield Staff relied on in 
January 2021 was a poor forecast.   

North Shore contends that Staff is the outlier in its reliance on spot market data 
although North Shore acknowledges that Ms. Freetly identified prior decisions in which 
the Commission accepted Staff’s spot market approach.  NS Ex. 16.0 at 23.  The 
Company argues that none of those cases were decided on the record of this case, which 
shows that the market conditions that affect the Company’s cost of equity are rapidly 
changing as the economy recovers from the COVID-19 recession.  North Shore argues 
that to ignore that evidence of what market conditions are likely to be when North Shore’s 
new rates are in effect would be arbitrary. 

North Shore argues that Staff is also an outlier in its reliance on beta coefficients 
calculated with monthly data on the returns on the stock indices.  North Shore and CUB 
relied on published betas that are calculated using weekly return data, as does FERC in 
its CAPM approach.  In its recent Opinion 569-A, FERC found “substantial evidence 
indicating that investors rely on Value Line betas in making investment decisions.”  171 
FERC ¶61,154 at P75.  Likewise, in its Opinion 569-B, FERC noted that “Value Line 
projections incorporate the input of multiple analysts and are updated regularly.”  173 
FERC ¶61,159 at P90. “[B]y virtue of regular updating, a robust review process, and wide 
use among investors,” Value Line “is sufficiently robust to warrant inclusion in the CAPM 
ROE determination.”  Id. 

North Shore takes issue with Staff’s claim that relying on betas calculated with 
weekly return data introduces “bias” because the weekly returns are more exposed to 
“non-synchronous” trading variations than are monthly returns.  While it is the true beta 
for a company cannot be observed and it must be estimated, the Company asserts Staff 
is simply wrong in its position that which type of beta is more accurate is unknown and 
thus employing both types is reasonable.  Rather, based on evidence presented by Ms. 
Bulkley, the betas Staff derived from regressions of monthly data to compare the stock 
returns of the proxy group against stock indices are not accurate or reliable because the 
regressions do not produce statistically significant results.  The Company states that Staff 
cites FERC ROE methodology when it supports Staff’s approach, but FERC’s approach 
to CAPM betas aligns with North Shore and CUB; Staff is the outlier.  The record in this 



20-0810 

63 

case, in North Shore’s view, supports the rejection of Staff's betas in favor of betas that 
rely on regressions using weekly data. 

North Shore argues that Mr. Gorman’s CAPM analysis is rife with errors.  
Fundamentally, the Company contends that Mr. Gorman’s calculation of a market risk 
premium by applying a projected interest rate to the historical average return for the S&P 
500 Index is simply not a projected market return.  According to North Shore, Mr. 
Gorman’s conflation of historical returns and a projected inflation factor mixes data from 
two different time periods and ignores the inverse relationship between interest rates and 
the market risk premium, North Shore also points out that Mr. Gorman misapplied the 
Duff & Phelps data on which he relied, and he mistakenly employed FERC’s “two-step” 
DCF approach.  When Mr. Gorman corrected this latter mistake in his rebuttal testimony, 
he reported a CAPM result of 11.08%, which increased the high end of his CAPM results 
by over 100 basis points, yet he refused to increase his CAPM recommendation from 
9.50%.  North Shore asserts that Mr. Gorman’s refusal to recognize his higher CAPM 
result in his recommendation was arbitrary and is grounds for the Commission to reject 
it. 

In summary, North Shore argues that the Commission should reject Ms. Freetly’s 
CAPM result of 9.61% because it is the product of serious analytical errors.  The 
Commission should also reject Mr. Gorman’s CAPM result of 9.50% as outdated and the 
product of serious analytical errors.  Ms. Bulkley’s updated CAPM results, including her 
10.76% result based on a projected near-term risk-free rate (consistent with Mr. Gorman’s 
approach) and long-term betas, are based on the appropriate proxy group, reflect a 
market return component of the market risk premium that is based on the growth of the 
entire S&P 500 Index, rely on more accurate betas, and properly take into account market 
conditions likely to prevail when North Shore’s new rates are in effect.  

ECAPM 
North Shore observes that Ms. Bulkley also utilized a variant of the CAPM, the 

ECAPM, which addresses the tendency of the “traditional” CAPM to underestimate the 
cost of equity for companies with low Beta coefficients such as regulated utilities.”  CUB 
cost of capital expert Mr. Gorman agreed with the theoretical underpinnings of the 
ECAPM variant.  CUB Ex. 1.0 REV at 82.  Thus, North Shore argues that the ECAPM is 
a reasonable approach to correct for a fundamental inaccuracy of the traditional CAPM.  
The ECAPM does so by applying a 75% weight to the product of the adjusted beta 
coefficient and the market risk premium and a 25% weight to the market risk premium 
alone.  Using this model with an updated market return and the long-term average betas 
for the proxy group, Ms. Bulkley found North Shore’s ROE to be in the range of 11.52% 
to 11.70%, depending on the vintage of the Treasury yield used as the risk-free rate (i.e., 
the current yield, near-term yield or longer-term projected yield).  NS Ex. 12.0 at 47, Fig. 
8. 

North Shore argues that Staff’s and CUB’s objection to the ECAPM model as 
constituting a double adjustment to the beta coefficient is completely unfounded.  As Ms. 
Freetly and Mr. Gorman noted, in the “traditional” CAPM analysis the beta is adjusted to 
account for its tendency to trend to 1.00.  But this has nothing to do with the ECAPM 
methodology, which instead addresses “academic research indicating that the risk-return 
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relationship is different (in essence, flatter) than estimated by the CAPM, and that the 
CAPM underestimates . . . the constant return term.”  NS Ex. 4.0 REV at 5.  

North Shore contends that none of the academic studies cited by Ms. Freetly or 
Mr. Gorman concludes that the use of adjusted betas in the ECAPM is inappropriate.  To 
the contrary, they provide empirical support for using the ECAPM in the first place.  North 
Shore also contends that the fact that the Commission rejected the ECAPM almost ten 
years ago, as Staff argues, is not relevant because the approach has a solid underpinning 
in economic theory based on “myriad empirical evidence.”  North Shore notes that the 
Commission has recently recognized the need to consider additional models, precisely to 
avoid or at least mitigate the shortcomings of the DCF and traditional CAPM models.  
Docket No. 18-1775, Order at 119.  Thus, based on the Commission’s recent precedent 
and the record in this case, North Shore urges the Commission to consider the results of 
Ms. Bulkley’s ECAPM analysis. 

Bond Yield Plus Risk Premium 
North Shore observes that both its and CUB’s cost of capital experts relied on the 

Bond Yield Plus Risk Premium approach.  According to North Shore, this approach which 
recognizes that bondholders have a superior right to equity holders to be repaid and 
estimates the cost of equity as the sum of (1) the yield on a risk-free class of bonds and 
(2) the risk premium associated with the equity investor’s higher level of risk.  This 
approach recognizes the inverse relationship between interest rates and the equity risk 
premium (the lower that interest rates are, the higher the equity risk premium and vice 
versa) in the form of a regression analysis of authorized ROEs over a certain time period 
versus yields on long-term Treasury bonds over that same time period.  Using updated 
forecasted bond yields, Ms. Bulkley’s model produced a mean ROE result of 9.52%.  

By contrast, Mr. Gorman’s results were considerably lower, ranging from 8.90% to 
9.20%.  CUB Ex. 1.0 REV at 55.  North Shore argues that these results are too low to be 
competitive and reflects a serious error.  As with the market risk premium in his CAPM, 
Mr. Gorman erroneously applied a projected interest rate to a historical equity risk 
premium in his Bond Yield Plus Risk Premium approach, conflating data from different 
periods, ignoring the inverse relationship between interest rates and the equity risk 
premium, and rendering his results meaningless.  North Shore states that if he relied on 
the same 5-year rolling average period for both the Treasury bond yield and the equity 
risk premium, Mr. Gorman's result would be 9.60%. 

North Shore argues that Staff’s criticisms of this approach for estimating ROE are 
specious.  In response to Ms. Freetly’s testimony that the approach relies on historical 
return information, Ms. Bulkley explained that her use of historical returns in the model 
was solely for the purpose of determining the relationship between the market risk 
premium and interest rates, not for estimating the ROE.  The Company states that Ms. 
Freetly’s characterization of authorized returns as “not necessarily” market-based 
investor-required returns is contrary to her advocacy that the Commission consider recent 
authorized ROE trends in setting North Shore’s authorized ROE, and it is incorrect.  

North Shore contends that Ms. Freetly’s claim that the Commission has “rejected” 
the Bond Yield Plus Risk Premium approach in past cases ignores the Commission’s 
more recent statement that “there may be value in exploring additional models,” including 
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the Risk Premium approach.  Docket No. 18-1775, Order at 119.  North Shore also notes 
that FERC recently found it appropriate to rely on a similar risk premium analysis.  Thus, 
North Shore states that Staff’s resistance to the Bond Yield Plus Risk Premium approach 
flies in the face of recent decisions by both commissions. 

North Shore argues that Staff’s assertion that the “correct” risk premium cannot be 
determined with certainty should be disregarded.  North Shore points out that one could 
direct the same criticism at components of any of the other cost of equity models.  North 
Shore’s position is that the Commission should consider the results of any model where 
the model is based on economic theory, the data used are from verifiable objective 
sources, and the analyst’s calculations are accurate, and that the Bond Yield Plus Risk 
Premium analysis meets all of these criteria.  Indeed, North Shore notes that FERC has 
found that the approach “has a strong theoretical basis.”  FERC Opinion 569-B, 173 FERC 
¶61,159 at P113.  Therefore, North Shore urges the Commission to consider Ms. 
Bulkley’s 9.52% Bond Yield Plus Risk Premium result. 

Expected Earnings 
North Shore points out that the Expected Earnings approach is a comparative 

earnings analysis that calculates the earnings an investor expects to receive on the book 
value of the stock of the proxy group companies, thus providing a forward-looking 
estimate of investors’ expected returns.  The Company asserts that the Commission 
recently expressed the need to consider this model.  Docket No. 18-1775, Order at 119.  
Other commissions consider this approach, including the Washington and New Jersey 
commissions, although North Shore acknowledges that FERC has rejected it.  

North Shore notes that Staff and CUB objected to its consideration.  They argued 
that book returns on common equity are not a good proxy for the investor-required ROR.  
North Shore responds that Staff and CUB miss the point of the approach, which does not 
equate book returns with market returns, but provides investors with another way to value 
a stock.  As explained by Ms. Bulkley, the Expected Earnings model “provides an 
expected return for the like-risk companies, which is a core strength of the model and is 
consistent with the basic tenets of Hope.”  NS Ex. 12.0 at 103.  

Flotation Costs 
The Company notes that flotation costs are the costs associated with the sale of 

new issues of common stock, and the Commission accepts flotation cost adjustments to 
the ROE where the utility shows:  “(1) it incurred the specific amount of flotation costs for 
which it seeks recovery and (2) the specific flotation costs have not previously been 
recovered through rates.”  Docket No. 18-1775, Order at 122.  North Shore emphasizes 
that it does not propose a flotation cost adjustment to the ROE in this case.  Rather, Ms. 
Bulkley estimated the Company’s flotation cost to be 16 basis points based on prior equity 
issuances by its corporate parent and took that cost into account in arriving at her overall 
ROE recommendation of 10.00%.  Ms. Bulkley believes it appropriate to consider such 
costs “because wholly owned subsidiaries receive capital from their parent and provide 
returns on that capital that roll up to the parent, ” whereas not considering such costs 
“would penalize investors that fund the utility operations and inhibit the utility’s ability to 
obtain new equity capital at reasonable cost.”  NS Ex. 12.0 at 105-106. 
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North Shore argues that ignoring flotation costs altogether, as Staff and CUB would 
have the Commission do, would be arbitrary and unjust, and that Ms. Bulkley’s 
consideration of flotation costs in determining her ROE recommendation was appropriate. 

Comparison of Risks to the Proxy Group 
As part of her ROE analysis, North Shore states that Ms. Bulkley compared the 

Company’s regulatory and business risks with those of the proxy group.  She found the 
Company’s capital expenditure requirements risk higher relative to the proxy group, the 
regulatory risk somewhat higher, and the size risk significantly higher.  

North Shore notes that neither Ms. Freetly nor Mr. Gorman disputed Ms. Bulkley’s 
calculation that North Shore’s implied market capitalization is a mere 3.49% of the 
average market capitalization of the proxy group.  Nor did either Ms. Freetly or Mr. 
Gorman present any evidence to call into question the widely accepted economic 
principle that, all else equal, smaller firms have higher risk than larger firms.  North Shore 
also notes that the “size effect” on smaller companies’ cost of equity is so well established 
that Duff & Phelps publishes stock risk premia based on market capitalization, and based 
on Duff & Phelps data and analysis, North Shore’s cost of equity is 118 basis points higher 
as the result of the risks associated with its small size. 

North Shore contends that Staff and CUB, however, would have the Commission 
ignore North Shore’s size altogether, both asserting that because North Shore is a 
subsidiary of a larger company, only the market capitalization of the parent is relevant. 
North Shore argues that this would violate the standalone principle of ratemaking, as 
codified in Section 9-230 of the Act.  Staff disagrees, contending that Section 9-230 
prohibits only the reflection of increased risk or cost due to affiliation with nonregulated 
companies, and therefore the Commission need not treat North Shore on a standalone 
basis when it comes to a size adjustment because any higher risk is mitigated by its 
affiliation with WEC.  North Shore responds that Staff’s explanation is inconsistent with 
Staff’s argument that the Commission should impute a capital structure that is higher in 
leverage and risk than North Shore proposes.  Staff’s position that the Commission should 
consider North Shore’s size risk mitigated by its affiliation with WEC is contrary to the joint 
conclusion of the WEC Capital Structure Report that “the utility’s rates are based on that 
regulated utility’s specific costs, risks and benefits; not those of its investor, parent to 
affiliate.”  NS Ex. 12.13 at 3. 

North Shore emphasizes that Ms. Bulkley does not propose a size adjustment to 
the Company’s ROE as derived from the cost of equity estimation models.  Rather, she 
considered North Shore’s small size and higher regulatory and business risk “in the 
determination of where, within the range of analytical results, the Company’s required 
ROE falls.”  NS Ex. 4.0 REV at 77.  North Shore argues that Ms. Bulkley’s approach is 
reasonable, and conversely it would be arbitrary for the Commission to simply ignore 
North Shore’s extraordinarily small size. 

North Shore challenges CUB’s and Staff’s analyses based on their comparison of 
North Shore to the proxy group based on credit rating metrics.  CUB’s comparison 
purports to show that the Company could maintain its current credit ratings if the 
Commission adopted CUB’s proposed ROE, while Staff adjusts the average result of its 
updated DCF and CAPM analyses down by 5 basis points because North Shore’s credit 
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rating is higher than the average credit rating of the proxy group.  North Shore argues 
that these analyses, and Ms. Freetly’s adjustment, are unfounded for at least two reasons.  
First, they focus exclusively on financial risk and ignore the other business and regulatory 
risks Ms. Bulkley considered.  Second, analyses like those offered by CUB and Staff 
assume that just because a proposed revenue requirement may produce credit metrics 
that fall within an agency’s rating category, the utility will receive or maintain that rating.  
North Shore argues that this assumption is false, because credit rating agencies consider 
factors other than financial ratios in the development of ratings, such as adverse rate case 
decisions which can be viewed as credit negative and affect an agency’s outlook and 
rating of a company.  North Shore also notes that this is precisely the same criticism Mr. 
McNally leveled (erroneously) at Ms. Bulkley over her citation of Moody’s warning that it 
may downgrade North Shore’s credit rating if its authorized cost of capital does not 
support a CFO pre-W/C to debt ratio of at least 20%.  North Shore concludes that Staff 
cannot have it both ways. 

b. Staff’s Position  
Staff notes that in the Company’s last rate case, the Commission accepted Staff’s 

recommended 9.05% ROE, which was derived by taking the average of Staff’s DCF and 
CAPM estimates.  Docket Nos. 14-0224/14-0225 (Cons.), Order at 121.  In this case, 
Staff recommends that the Commission again adopt Staff’s recommendation, and find 
that North Shore’s ROE is 9.35%.  Staff argues that the Company’s analysis in this case 
over-estimates the investor-required ROE for North Shore.  In contrast, Staff’s approach 
is based on models and inputs that the Commission has repeatedly endorsed in 
estimating ROE for Illinois utilities, including North Shore’s current authorized ROE of 
9.05%.  Further, as noted above, Staff’s 9.35% ROE conclusion is supported by the 
results of CUB’s analysis, just as it was supported by the results of the City of Chicago-
CUB-IIEC’s analysis in the last rate case.  
 Staff explains that the key consideration in determining the cost of equity is to 
ensure that the methodologies used to calculate ROE reasonably reflect investors’ views 
of both the overall market and the subject company.  Simply stated, a company’s ROE 
should allow it to attract equity capital on reasonable terms, so the company is able to 
provide safe, reliable service at just and reasonable rates.   
 The Company, according to Staff, claims that the ROE recommendations of Staff 
and CUB do not meet the comparable return standard outlined in the Hope and Bluefield 
decisions for establishing the authorized ROE, based on authorized ROEs for other 
natural gas distribution companies across the U.S., which averaged 9.46% in 2020.  NS 
Ex. 12.0 at 45.  While the Hope and Bluefield decisions stand for the proposition that the 
authorized return must be consistent with the returns for other companies with similar or 
comparable risk, the Commission is not required to base its jurisdictional ROE 
determination on the ROEs authorized by other state utility commissions.  Indeed, Staff 
argues that the Commission cannot base its decision on the returns authorized for gas 
utilities in other jurisdictions because they reflect differing levels of risk and are subject to 
different state or federal laws and regulatory schemes.  Staff Ex. 10.0 at 6. 
 Moreover, Staff asserts, contrary to the Company’s claim, it is North Shore’s 
10.00% ROE recommendation that is not consistent with the trend of authorized ROEs 
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for gas utilities in the U.S.  Id. at 6-7.  Specifically, the Company’s ROE recommendation, 
at 54 basis points above the 2020 national average, is nearly five times farther removed 
from that average than is Staff’s.  Furthermore, Staff notes that authorized ROEs have 
generally trended downward since 1990, with the national average authorized ROE for 
gas utilities falling below 10.00% since 2011 (CUB Ex. 1.0 at 5), reflecting the significant 
decline in interest rates and capital costs that have occurred over this time frame.   
 It is Staff’s position that its rate of return recommendation is adequate to support 
the Company’s implied credit rating and continued access to capital.  Staff witness 
McNally compared the financial strength implicit in Staff’s proposed revenue requirement 
for North Shore to Moody’s financial benchmark ratios and concluded that Staff’s revenue 
requirement recommendations, including Staff’s recommended capital structure and 
ROE, are sufficient to support North Shore’s current credit rating.  Staff Ex. 3.0 at 7.  
Staff’s updated ROE analysis, which increased Staff’s proposed ROE, would make those 
ratios even stronger.  Staff Ex. 10.0 at 8. 
 Staff observes that to estimate the ROE for North Shore, Staff witness Freetly 
applied the constant growth DCF and CAPM analyses to a sample of gas distribution 
utilities that are similar in risk to the Company’s Gas Sample.  Staff Ex. 5.0 at 2.  Using 
the same constant growth DCF and CAPM models, Ms. Freetly updated her ROE analysis 
in rebuttal testimony based on the market data through the end of February 2021 
presented by Ms. Bulkley in North Shore Exhibit 12.0.  Staff Ex. 10.0 at 1-2. 

Staff’s DCF Analysis 
 Staff explains that the DCF analysis establishes a rate of return directly from 
investor requirements.  According to the DCF model, the market value of common stock 
equals the cumulative value of the expected stream of future dividends after each 
dividend is discounted by the investor-required rate of return.  Since a DCF model 
incorporates time-sensitive valuation factors, it must correctly reflect the timing of the 
dividend payments that stock prices embody.  Staff notes that the companies in the Gas 
Sample pay dividends quarterly; therefore, Ms. Freetly measured the annual required 
ROE by applying a quarterly constant growth DCF model.  Staff Ex. 4.0 at 2-3. 
  Growth Rates 

Staff further explains that the constant growth DCF model assumes dividends will 
grow at a constant rate into perpetuity and the market value of common stock (i.e., stock 
price) equals the sum of the discounted value of each dividend.  Determining the market-
required rate of return with the DCF methodology requires a growth rate that reflects the 
expectations of investors.  Therefore, Ms. Freetly measured market-consensus expected 
growth indirectly, with 3-5-year growth rates forecasted by securities analysts.  Id. at 4.  
Staff states that in her updated analysis, Ms. Freetly relied on the growth rates from Zacks 
and Yahoo Finance used by Ms. Bulkley in her rebuttal testimony.  Staff Ex. 10.0 at 2. 
Ms. Freetly also calculated the average Value Line growth projection by averaging the 
projected growth in EPS and DPS from the February 2021 Value Line reports.  Staff Ex. 
10.0 at 2. 
 While the Company used Value Line long-term EPS growth rates in the DCF 
analysis, Staff notes that the Company did not consider the Value Line projected growth 
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in DPS.  Staff also notes that despite the Commission’s acceptance of Staff’s Value Line 
growth calculation in the last rate case, the Company disputes the need to use an average 
of the projected Value Line EPS and DPS growth rates in this case.  NS Ex. 12.0 at 55-
56.  Staff recommends that the Commission reject the Company’s argument.  Academic 
research has shown that Value Line’s long-term stock return projections are extremely 
over-optimistic and have no predictive power.  Staff Ex. 10.0 at 9.  Further, Staff states 
that Value Line’s forecasting record of earnings changes over the 3-5-year horizons was 
found to be only marginally better than its stock return prediction record, and Value Line’s 
earnings projections were found to be even more upwardly biased than its stock return 
predictions.  Id.   
  Stock Price 

In her updated constant growth DCF analysis, Ms. Freetly measured each Gas 
Sample firm’s current stock price with its closing market price on February 26, 2021 
according to Staff.  Staff Ex. 10.0 at 2.   
 Staff argues that the Company’s claim that Staff’s reliance on stock prices for a 
single day is too narrow and susceptible to the short-term variations that are not 
representative of long-term market conditions is incorrect.  NS Ex. 12.0 at 51-52.  Staff 
avers that the market prices are dynamic, and investors are constantly re-evaluating their 
expectations and rate of return requirements, so the price on any given day reflects all 
information investors deem relevant to the security.  To the extent investors deem 
historical data relevant, it is already incorporated into the most recent prices those 
investors pay for securities.  Therefore, Staff states that the use of a historical average 
needlessly requires the analyst to subjectively determine what data is no longer relevant 
and inappropriately replace the collective judgment of all investors with her own.  
Moreover, Ms. Bulkley’s use of historical data includes the additional defect of mixing and 
matching data from different points in time.  Staff contends that only the most recently 
available stock price will reflect all information that is available and relevant to the market.  
Further, research has found that the last observed security price is the best estimator of 
future security prices.  Staff Ex. 10.0 at 8-9.  In addition, Staff notes that to minimize the 
effects of volatility in stock prices, Staff employed a sample group, as estimates for a 
sample group as a whole are subject to less measurement error than individual company 
estimates.  Id. 
  Dividends 

Staff asserts that most utilities declare and pay the same dividend per share for 
four consecutive quarters before adjusting the rate.  Consequently, Ms. Freetly assumed 
the current declared dividend rate will remain in effect for a minimum of four quarters and 
then adjust during the same quarter it changed the preceding year; if the utility did not 
change its dividend during the last year, she assumed the rate would change during the 
next quarter.  The average expected growth rate was applied to the current declared 
dividend rate to estimate the expected dividend rate.  Staff Ex. 4.0 at 11. 

Staff’s DCF Results 
Ms. Freetly’s updated constant growth DCF analysis, Staff notes, suggested an 

average required rate of return on common equity for the Gas Sample of 11.36%.  Staff 
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Ex. 10.0 at 3; Sch. 10.04.  However, Staff states that given that the extreme result for 
South Jersey Industries (24.41%) is clearly an outlier among the DCF estimates for the 
Gas Sample, Ms. Freetly eliminated it from the calculation of her mean.  This adjustment 
results in Ms. Freetly’s updated constant growth DCF estimate of 9.19%.  Id. 

Staff observes that the Company disputes Staff’s removal of the outlying estimate 
from the ROE range, claiming it is more appropriate to consider all results and to use the 
median for the proxy group as the measure of central tendency.  NS Ex. 12.0 at 63; NS 
Ex. 16.0 at 20-21.  However, Staff points out that this criticism fails to take into account 
FERC Opinion 569-A, wherein the FERC ruled that it was appropriate to eliminate 
individual company results from a proxy group if that company’s ROEs are unreasonably 
high.  FERC Opinion No. 569-A, ¶147 (May 21, 2020).  FERC also eliminates low-end 
outliers if the ROE results are less than the yields of corporate Baa bonds plus 20% of 
the CAPM risk premium.  FERC Opinion No. 569-A, ¶156 (May 21, 2020).  Staff 
concludes that while Ms. Bulkley incorrectly claims the low-end test supports the 
elimination of DCF results below 7.00%, the correctly applied low-end test produces a 
bottom of 5.47%.  Staff Ex. 10.0 at 3.   

Staff’s CAPM Analysis 
Staff explains that the CAPM is a one-factor risk premium model that is based on 

the theory that the market-required rate of return for a given security equals the risk-free 
rate of return plus a company-specific risk premium.  Staff Ex. 4.0 at 12-13.  In the CAPM, 
the risk factor is market risk, which is risk that cannot be eliminated through portfolio 
diversification.  According to Staff, to implement the CAPM, one must estimate the risk-
free rate of return, the expected rate of return on the market portfolio, and a security or 
portfolio-specific measure of market risk (i.e., beta).  Id.  

Risk-Free Rate 
 In her updated analysis, Staff states that Ms. Freetly relied upon the actual 2.18% 
market yield on thirty-year U.S. Treasury bonds as of February 26, 2020.  Staff Ex. 10.0 
at 4.  Ms. Freetly explained that the proxy for the nominal risk-free rate should contain no 
risk premium and reflect similar inflation and real risk-free rate expectations to the security 
being analyzed through the risk premium methodology.  Staff Ex. 4.0 at 14-18.  While Ms. 
Freetly utilized the market-based U.S. Treasury bond yield to estimate the risk-free rate 
of return, she noted that it is an upwardly biased estimator of the long-term risk-free rate 
due to the inclusion of an interest rate risk premium associated with its relatively long term 
to maturity.  Id. at 18. 

Staff notes that the Company contends that it is more appropriate to use an even 
higher forecasted Treasury bond yield as a proxy for the risk-free rate, claiming it would 
better reflect the future period when the Company’s new rates will be in effect.  NS Ex. 
12.0 at 68-69.  However, Staff points out that unlike actual U.S. Treasury yields, economic 
forecasts do not directly reflect investors’ expectations, but merely reflect analysts’ 
conjecture regarding the expectations investors might have at some point in the future.  
Staff Ex. 10.0 at 10.  Furthermore, the current Treasury yields that Staff used to measure 
the risk-free rate reflect all publicly available information.  Consequently, any influence 
Blue Chip forecasts might have on investor expectations is already reflected in the current 
Treasury yields.  Moreover, Staff opines that accurately forecasting the movement of 
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interest rates is problematic given that interest rate forecasts are notoriously inaccurate 
and get worse the farther out the projections.  Staff Ex. 4 at 32.   
 For these reasons, Staff recommends that the Commission continue to rely on 
current, observable market interest rates in the risk premium analysis rather than the 
projected rates that Ms. Bulkley proposes.  Staff Ex. 10.0 at 11. 
  Market Risk Premium 
 Staff notes that the market risk premium equals the difference between the 
expected rate of return on the overall market and the risk-free rate.  Staff states that Ms. 
Freetly estimated the expected rate of return on the market by conducting a DCF analysis 
on the firms composing the S&P 500 Index as of December 31, 2020.  She eliminated 
firms not paying dividends and firms for which neither Zacks nor Reuters growth rates 
were available.  The resulting company-specific estimates of the expected rate of return 
on common equity were then weighted using market value data from Zacks.  Staff asserts 
that the estimated weighted average expected rate of return for the remaining 386 firms, 
composing 68.75% of the market capitalization of the S&P 500 Index, equals 11.95%.  
Staff Ex. 4.0 at 18-19. 
 The Company asserts that Staff’s market return calculation should include all the 
companies in the S&P 500 Index whether they pay dividends or not.  NS Ex. 12.0 at 74-
76.  However, Staff argues that as confirmed by the Company’s own citation in Ms. 
Bulkley’s rebuttal testimony (NS Ex. 12.0 at 84), FERC endorses the use of a one-step 
DCF analysis of only the dividend-paying companies in the S&P 500 Index to estimate 
the expected market return.  FERC Opinion No. 569-A, ¶ 85 (May 21, 2020).  FERC also 
ruled that growth rates that are negative or above 20% should be excluded from the 
determination of the CAPM risk premium.  Id. at ¶ 77.  Staff notes that its market return 
calculation of 11.95% allowed for negative growth rates and included growth rate 
estimates of up to 30%.  Adjusting to FERC’s methodology would lower Staff’s market 
return estimate to 11.74%.  Staff Ex. 10.0 at 14-15. 
  Beta 
 Staff states that the beta measures risk in a portfolio context.  When multiplied by 
the market risk premium, a security's beta produces a market risk premium specific to 
that security.  Staff notes that Ms. Freetly used Value Line betas, Zacks betas, and a 
regression analysis to estimate beta for the Gas Sample.  Staff Ex. 4.0 at 19.   
 Like Staff’s regression beta, Zacks employs 60 monthly observations in its beta 
estimation.  However, Zacks betas regress stock returns against the S&P 500 Index 
rather than the New York Stock Exchange Composite Index (“NYSE Index”).  Further, the 
beta estimates Zacks publishes are raw betas.  Thus, Ms. Freetly adjusted the Zacks raw 
betas using the same formula used to adjust the regression beta.  Id. at 21.  Staff asserts 
that adjusting a raw beta produces a more accurate forward-looking beta estimate.  
Empirical tests of the CAPM suggest that the linear relationship between risk, as 
measured by raw beta, and return is flatter than the CAPM predicts.   
 Staff notes that Ms. Freetly relied on multiple methods to estimate beta because 
true betas are forward-looking measures of investors’ expectations of market risk, and, 
as such, true betas are not observable.  The betas that Staff calculates and the betas that 
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Value Line and other financial information services publish are proxies for true betas and 
therefore the beta estimates are subject to measurement error.  Staff contends this is why 
there is no single, definitely “correct” beta for a given company.  The inevitable presence 
of measurement error is why Staff recommends against reliance on any single model to 
estimate the cost of common equity.  Staff explains that Ms. Freetly’s analysis relies on 
multiple models involving a sample composed of multiple companies.  Staff claims that 
using multiple approaches to estimate beta mitigates the effect on Ms. Freetly’s cost of 
common equity estimate of measurement error in the Gas Sample’s beta estimate.  Id. at 
22. 
 In Ms. Freetly’s updated analysis, Staff observes that the regression beta estimate 
is 0.63, the average Zacks beta is 0.65 and the average Value Line beta is 0.89 for the 
Gas Sample.  Staff Ex. 10.0 at 4.  The average of the Zacks and regression betas is 0.64.  
Averaging this monthly beta with the weekly Value Line beta (0.89), produces a beta for 
the Gas Sample of 0.76.  Id. at 5. 

Staff notes that the Company appears to consider it unreasonable to rely on betas 
calculated using monthly data because only 60 monthly observations are used rather than 
260 weekly observations used to derive weekly beta estimates.  NS Ex. 12.0 at 73.  
However, the Commission has stated its preference for using both monthly and weekly 
beta estimates.  Staff Ex. 4.0 at 31; Docket Nos. 14-0224/14-0225 (Consol.), Order at 
133; Central Ill. Light Co. d/b/a AmerenCILCO, Docket Nos. 09-0306-09-0311 (Consol.), 
Order at 213 (Apr. 29, 2010).  

Staff’s CAPM Result 
 Staff states that combining a risk-free rate of 2.18%, a market return estimate of 
11.95%, and a beta estimate of 0.76, Ms. Freetly’s updated risk premium estimate of the 
ROE for the Gas Sample is 9.61%.  Staff Ex. 10.0 at 12.  Based on the results of Ms. 
Freetly’s updated analysis, Staff recommends an investor-required rate of return on 
common equity for North Shore of 9.35%.  Id. at 6. 
 Response to Company’s Issues with Staff’s ROE Estimation Models 

The Proxy Group 
Staff notes the Company argues that Staff’s inclusion of NJR in the Gas Sample 

is inappropriate because less than 70% of its total operating income comes from 
regulated operations.  However, Staff argues this criticism is without merit.  Staff observes 
that in the most recent gas rate cases, Staff has included in its gas sample companies 
with more than 60% of total operating income from regulated operations and it has 
included NJR in the gas samples of the most recent gas rate cases for both Nicor and 
Ameren.  Docket No. 18-1775, Staff Ex 4.0 CONF at 13; Docket No. 20-0308, Staff Ex 
4.0 at 2.  Both Nicor and Ameren also included NJR in their ROE analyses in those cases.  
Docket No. 18-1775, Nicor Gas Ex. 14.0 at 46; Docket No. 20-0308, Ameren Ex. 9.0 at 
18. 
 Staff states that Ms. Bulkley excluded NJR from her Gas Sample because it did 
not meet her chosen criterion, hence her presentation of the ROE results in the ROE 
schedules for NJR only confuses the record by including unnecessary data.  Staff elected 
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to use all the natural gas distribution companies presented by the Company, consistent 
with other recent gas utility rate cases. 

Staff argues that the Company’s assertion that the inclusion of NJR in the Gas 
Sample violates Section 9-230 of the Act by including an excessive amount of risk in the 
estimation of North Shore’s ROE is also baseless since Section 9-230 relates exclusively 
to the effects affiliates have on a utility’s risk, and NJR is not an affiliate of North Shore.   

Staff also takes issue with the Company’s assertion that Staff’s ROE analysis is 
outdated.  Staff notes that North Shore claims that the Company’s cost of equity is higher 
now than when the parties performed the ROE analyses that were admitted into the 
evidentiary record and will be higher still when its rates are in effect.  Staff argues that the 
Company chose to file its rate case on November 5, 2020, knowing that the Commission 
must issue its ruling within the 11-months as required by Section 9-201 of the Act, by 
early September 2021.  220 ILCS 5/9-201(b).  The Company’s 10.00% ROE 
recommendation was derived using market data as of August 31, 2020, which is the least 
recent data admitted into the record.  See NS Ex. 4.0 at 42, 44, 49 n. 45.  Staff points out 
that although the Company updated its ROE analysis in rebuttal testimony six months 
thereafter, to February 2021, North Shore did not change its initial ROE recommendation 
to reflect any changes in the market data.  See generally, NS Ex. 12.0. 

In contrast, Staff witness Freetly updated her cost of equity analysis in rebuttal 
using the Company’s more recent market data from February 26, 2021, just over one 
month after her original analysis was performed for direct testimony on January 20, 2021.  
Ms. Freetly’s updated ROE analysis showed a slight increase for the Gas Sample, which 
she incorporated into her ROE recommendation.  For this reason, Staff argues its updated 
9.35% ROE recommendation reflects the most up-to-date evidence in the record.   

The DCF Model 
  Growth Rates 

Staff notes that the Company criticizes Staff for averaging the Value Line forecasts 
of EPS growth with forecasts of DPS growth because it results in a lower DCF result.  
Staff considered the Value Line DPS growth rates because of the upward bias observed 
in Value Line earnings growth rates.  Staff states that the Company’s claims that analyst 
forecast bias has declined significantly, if not disappeared entirely since the financial 
industry enacted rules in 2003 to mitigate analysts’ conflicts of interest by separating 
research analysts from the influence of investment banking and brokerage businesses 
does not address the issue at hand.  NS Ex. 12.0 at 58, 59.  The study cited by the 
Company did not concern the forecasts at issue and it concluded that other biases exist, 
even in a world without conflicts of interest.  Staff states the academic research that it 
cited in its rebuttal testimony specifically examined Value Line’s long-term projections and 
found the forecasted EPS growth rates to be upwardly biased.  Staff Ex. 10.0 at 9. 
  Stock Price 

Staff notes that the Company argues that the Commission should give less weight 
to the DCF model in this case because it relies on historical stock prices as a key input.  
However, Staff states it is the Company’s DCF that adds historical data by averaging the 
stock prices over 30, 60, and 180-days.  Staff uses stock prices from a single day, 
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February 26, 2021, which North Shore argues is improper.  Staff states that using spot 
prices in the DCF analysis provides a more accurate estimate of the market-required ROE 
than using historical average prices because only the most recently available stock price 
will reflect all information that is relevant to the market.  Notably, the stock prices from 
February 26, 2021 are in fact the most recent stock prices used in a DCF-based ROE 
analysis in the record of this proceeding.   
  Staff’s DCF Results  

Staff states that its updated constant growth DCF analysis suggested an average 
required ROE for the Gas Sample of 11.36%.  However, Staff notes that Ms. Freetley 
eliminated the extreme results for South Jersey Industries (24.41%) which was clearly an 
outlier.  This adjustment resulted in Staff’s updated constant growth DCF estimate of 
9.19%.  Staff Ex. 10.0 at 3. 

CAPM 
  Risk-free rate 

Staff notes that the Company insists that the risk-free rate should be based on 
projected yields for 30-year U.S. Treasury bonds and not the actual bond yields used by 
Staff.  Staff recommends that the Commission accept the current 2.18% yield on 30-year 
Treasury bonds as the risk-free rate in the risk premium analysis.  
 Staff’s updated analysis includes the increase in the risk-free rate that occurred 
during the testimony phase of this proceeding, when it could be properly reflected and 
defended in the record.  The 2.18% yield on 30-year Treasury bonds as of February 26, 
2020, is the most current, observable market interest rate in the record of this proceeding.  
Staff argues the risk-free rates used in the other parties’ ROE analyses are based on 
projections, which the Commission has found to be inferior predictors of future interest 
rates. 

Market Risk Premium 
Staff notes that the Company claims Staff erred in its updated ROE analysis 

because it did not update the market return calculation to reflect more recent market data.  
Staff estimates the market return on a quarterly basis and does not update that analysis 
to the specific date of each cost of equity analysis.  Given that the Company’s ROE 
analysis was performed on August 31, 2020, Staff contends that its market return as of 
December 31, 2020, is based on more recent data and is thus timely. 

Staff notes that the Company further claims that Staff biased its market return 
calculation downward by excluding companies that do not pay dividends.  However, Staff 
states that the Company ignores Commission and FERC precedent for using a one-step 
DCF analysis of only the dividend-paying companies in the S&P 500 Index to estimate 
the expected market return.  Contrary to the Company’s claim, upward bias is introduced 
when companies that do not pay dividends in the DCF analysis of the market return are 
included in the analysis.  Staff Ex. 4.0 at 34.  Staff emphasizes that in addition to the 
Company’s approach of including non-dividend paying companies in the DCF analysis 
being rejected by the Commission in prior cases (Ameren Ill. Co. d/b/a Ameren Ill., Docket 
No. 13-0192, Order at 164-65 (Dec. 18, 2013); Ameren Ill. Co. d/b/a Ameren Ill., Docket 
No. 11-0282, Order at 123-25 (Jan. 10, 2012)), in Docket No. 13-0192, the Appellate 



20-0810 

75 

Court affirmed the Commission’s decision to reject market return calculations derived by 
performing DCF analysis on non-dividend-paying companies.  Ameren Ill. Co. d/b/a 
Ameren Ill. v. Ill. Commerce Comm'n, 2015 IL App (4th) 140173, ¶8, 74 (4th Dist., June 
2, 2015).   

Beta 
 Staff notes that the Company considers Staff’s CAPM analysis to be flawed due to 
the inclusion of beta estimates calculated using monthly returns.  However, North Shore 
did not provide any evidence of the statistically significant relationship in support of using 
only the weekly returns applied in its own analysis.  Staff observes that the Commission 
has expressed its preference for using a combination of weekly and monthly beta 
estimates in CAPM analyses, including in North Shore’s last rate case.  Nothing in the 
record in this proceeding according to Staff supports deviation from the Commission’s 
prior findings on this issue.  
  Staff’s CAPM Result 
 Staff recommends that the Commission reject the Company’s CAPM result 
because it contains several analytical errors that overstate the ROE estimate.  Staff 
further recommends that its CAPM be adopted, as it utilizes the most recent actual 30-
year Treasury bond yield, calculates the proper DCF return on the market, and includes 
beta estimates derived from both weekly and monthly returns.   

Staff Response to North Shore’s ROE Analyses 
Company’s DCF 

  Staff asserts that North Shore’s DCF analysis suffers from several critical defects.  
Specifically, as explained earlier, the Value Line EPS growth rates that the Company used 
in its DCF analysis are inflated and should be averaged with the Value Line DPS growth 
rates for the Gas Sample, as the Commission accepted in North Shore’s last rate case. 
Id. at 5-6.  Also, it is Staff’s position that the last observed security price is the best 
estimator of future security price.  However, Ms. Bulkley used a historical average price 
data, which:  (1) does not reflect all information that is available and relevant to the market; 
(2) needlessly replaces the collective judgment of all investors with her own; and (3) 
inappropriately mixes and matches data from different points in time.  Staff Ex. 10.0 at 8-
9.  In addition, Staff asserts that Ms. Bulkley’s use of an annual DCF model does not 
correctly reflect the timing of the Gas Sample companies’ quarterly dividend payments.  
Staff Ex. 4.0 at 3, 30. 
 Furthermore, Staff notes that similar to the results of Staff’s DCF analysis, Ms. 
Bulkley’s DCF cost of equity estimate for South Jersey Industries is unquestionably an 
outlier at the high end.  Eliminating this one anomalous result, which is approximately 
70% above the next highest estimate, lowers Ms. Bulkley’s DCF estimate to 9.30%.  Id. 
at 30.  For these reasons, Staff recommends that the Commission reject the Company’s 
DCF ROE estimate. 

Company’s CAPM 
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Staff states there are several flaws in each of the Company’s inputs for CAPM that 
result in the Company’s CAPM analysis overstating the required ROE for North Shore.  
Id. at 29.  

Risk-Free Rate 
Staff argues that since accurately forecasting interest rates is not feasible, the 

Commission should instead rely – as it has in the past - on current, observable market 
interest rates, which, unlike historical data or forecasts, which the Company uses, reflect 
all relevant available information, including current market forces and investors’ 
expectations for the future.   

Staff notes that the Commission has repeatedly stated its preference for using 
current observable Treasury bond yields to estimate the risk-free rate because it is 
impossible to accurately predict future interest rates.  See, e.g., Liberty Util. (Midstates 
Natural Gas) Corp., Docket No. 14-0371, Order at 66 (Feb. 11, 2015); Docket Nos. 14-
0224/14-0225 (Cons.), Order at 133; Ill.-American Water Co., Docket No. 11-0676, Order 
at 108-109 (July 31, 2012); Ill.-American Water Co., Docket No. 09-0319, Order at 112 
(Apr. 13, 2010); Docket Nos. 09-0306 through 09-0311 (Cons.), Order at 214; Central Ill. 
Light Co., Docket No. 02-0837, Order at 37 (Oct. 17, 2003); Central Ill. Pub. Service Co., 
Docket Nos. 02-0798/03-0008/03-0009 (Cons.), Order at 85 (Oct. 22, 2003); and 
Commonwealth Edison Co., Docket No. 94-0065, Order at 93 (Jan. 9, 1995). 
  Market-Risk Premium 

Staff argues that the market risk premium used in the Company’s CAPM analysis 
is flawed.  Ms. Bulkley relied on S&P’s published dividend yield and five-year projected 
growth rate for the entire S&P 500 Index.  However, non-dividend paying companies 
should not be included in the estimate of the expected return on the market.  Staff asserts 
that the Company’s market return estimate is upwardly biased as a result of the inclusion 
of non-dividend paying companies.  Staff Ex. 4.0 at 34.  Including the non-dividend paying 
companies in a DCF analysis of the market return overstates the resulting estimated 
required rate of return on the market and the implied market risk premium.  Staff Ex. 10.0 
at 14-15. 

Beta 
Staff notes that it is problematic that both beta estimates Ms. Bulkley uses in her 

CAPM – i.e., Value Line and Bloomberg betas – are calculated using weekly return 
intervals.  Staff Ex. 4.0 at 30-31.  Studies have shown that the major cause of significant 
differences in beta was the use of weekly versus monthly return intervals.  Staff Ex. 10.0 
at 12.  Staff asserts that monthly betas result in lower relative variability than weekly betas 
and mitigate the effects of non-synchronous trading.  Thus, by relying exclusively upon 
betas calculated using weekly data, Ms. Bulkley has introduced bias into the Company’s 
CAPM analysis that could have been mitigated by including a beta estimate derived from 
monthly return intervals.  Id. at 12-13. 

Staff continues stating that it is unknown which beta estimates are more accurate.  
Staff surmises that just as the Company and Staff used multiple models to determine the 
cost of equity, multiple approaches should also be utilized to estimate beta.  Id.  It is for 
these reasons that Staff believes the Commission has expressed its preference for using 
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a combination of weekly and monthly beta estimates in CAPM analyses.  Staff Ex. 4.0 at 
31. 
 ECAPM 

Staff states that by using adjusted betas in her traditional CAPM, Ms. Bulkley has 
already effectively transformed her traditional CAPM into an ECAPM.  By using adjusted 
betas in the ECAPM model, Staff notes that Ms. Bulkley effectively adjusts twice for the 
flatness of the empirical Security Market Line (“SML”) and, thus, inflates the return 
estimate derived from her ECAPM.  Staff Ex. 4.0 at 34-35. 

Staff states that the Company’s argument in support of its method is based on the 
incorrect premise that an adjustment to beta and an adjustment to the CAPM model are 
discrete, unrelated adjustments.  However, the mathematical effect of either adjustment 
(to beta or to the return as measured by the CAPM model) is identical.   

Staff notes that the Commission has rejected the use of the ECAPM to determine 
the cost of common equity in several prior proceedings.  See, e.g., Consumers Ill. Water 
Co., Docket No. 03-0403, Order at 41-42 (Apr. 13, 2004); MidAmerican Energy Co., 
Docket No. 01-0696, Order at 22 (Sept. 11, 2002); MidAmerican Energy Co., Docket No. 
01-0444, Order at 14-17 (Mar. 27, 2002); Ill.-American Water Co., Docket No. 11-0767, 
Order at 109 (Sept. 19, 2012). 
 Bond Yield Plus Risk Premium Model 

Staff notes that the Company’s Bond Yield Plus Risk Premium analysis relies on 
case data from 1992 through July 2020.  NS Ex. 4.0 at 55.  Use of non-current data 
wrongly implies that market risk premiums revert to a mean that is observable, despite 
the fact that security returns are unpredictable.  Furthermore, Staff states that returns 
authorized by regulatory bodies are not necessarily market-based investor required 
returns, but rather, are legal determinations.  Thus, it cannot be assumed that those 
authorized returns were representative of the concurrent investor-required returns, but 
Ms. Bulkley’s analysis nonetheless does precisely that.  Moreover, Staff opines that the 
foregoing notwithstanding, using historical returns will almost certainly overstate the 
current investor required return, given the downward trend of ROEs previously discussed.  
Staff Ex. 4.0 at 36. 

Staff notes that the Commission has found this risk premium model to be primarily 
a matter of judgment and it has refused to rely on such subjective analysis in establishing 
the ROE for rate setting. Id. at 37; see, e.g., MidAmerican Energy Co., Docket No. 14-
0066, Order at 48-49 (Nov. 6, 2014); Docket No. 13-0192, Order at 165;  Docket No. 11-
0282, Order at 125; Docket No. 11-0767, Order at 110; Aqua Ill. Co., Docket No. 14-0419, 
Order at 46-47 (Mar. 25, 2015); Aqua Ill. Co., Docket No. 11-0436, Order at 38 (Feb. 16, 
2012); N. Shore Gas Co., Docket Nos. 12-0511/12-0512 (Cons.), Order at 207 (June 18, 
2013), N. Shore Gas Co., Docket Nos. 09-0166/09-0167 (Cons.), Order at 128 (Jan. 21, 
2010); N. Shore Gas Co., Docket Nos. 07-0241/07-0242 (Cons.), Order at 93-94 (Feb. 5, 
2008). 
 Similarly, Staff points out that FERC has noted that this risk premium approach 
entails numerous judgment calls and is likely to provide a less accurate current cost of 
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equity estimate than the DCF model or CAPM because it relies on previous ROE 
determinations.  FERC Opinion No. 569-A, ¶¶88, 93 (May 21, 2020). 

Since this is the case, Staff recommends the Commission reject this analysis once 
again in this case due to the high degree of subjectivity introduced by the risk premium 
model’s heavy reliance on historical data and rate decisions from other regulatory 
jurisdictions.  Staff Ex. 4.0 at 36-37. 
 Expected Earnings Approach 

Staff notes that the Company’s expected earnings analysis begins with forecasts 
of return on book equity for the Gas Sample companies, as published by Value Line, and 
adjusts those projected returns to account for the projected growth of each company’s 
respective common equity balance.  NS Ex. 4.0 at 57-59; NS Ex. 4.7.  Using an expected 
earnings analysis to estimate a forward-looking investor-required ROE for North Shore is 
problematic because it relies on book returns, which do not reflect investors’ 
requirements.  Staff Ex. 4.0 at 38. 

Staff notes that the Commission has previously rejected the use of accounting-
based returns in determining the allowed ROE.  See, e.g., Commonwealth Edison Co., 
Docket No. 10-0467, Order at 124, 152 (May 4, 2001).  FERC also excludes the expected 
earnings model when estimating the ROE because that model relies on a company’s book 
value instead of market value.  FERC Opinion No. 569-A, ¶ 116 (May 21, 2020).  

Since the Company’s expected earnings analysis is based on the return on book 
equity, which does not reflect investor requirements, Staff recommends that the 
Commission reject the Company’s expected earnings analysis results. 
 Flotation Cost Adjustment 

While the Company did not make an explicit adjustment for flotation costs to any 
of Ms. Bulkley’s quantitative analyses, Staff highlights that Ms. Bulkley considered such 
costs as a factor in determining where her recommended ROE fell within the range of 
results for each model that she used to estimate the Company’s cost of equity.  NS Ex. 
4.0 at 64. 

Staff notes that the Commission has repeatedly rejected generalized flotation cost 
adjustments in previous cases as inappropriate.  Docket No. 14-0066, Order at 49; Docket 
No. 13-0192, Order at 165-66; Docket No. 01-0696, Order at 23-24; Docket Nos. 02-
0798/03-0008/03-0009 (Cons.), Order at 83, 89; Central Ill. Light Co. d/b/a 
AmerenCILCO, Docket Nos. 01-0465/01-0530/01-0637 (Cons.), Order at 75, 79 (Mar. 28, 
2002); N. Ill. Gas Co. d/b/a Nicor Gas Co., Docket No. 04-0779, Order at 92-94 (Sept. 20, 
2005); Docket Nos. 07-0241/07-0242, Order at 102; Docket No. 11-0282, Order at 126.  
Since Ms. Bulkley’s calculation is not based on issuance costs that the Company has 
incurred but has not previously recovered through rates, Staff recommends that it not be 
considered in setting the investor-required ROE for North Shore.  Staff Ex. 4.0 at 40.  

Size Based Risk Premium 
Staff argues that a size-based risk premium for a utility like North Shore is contrary 

to financial theory and unsupported by empirical studies.  Id.  Such adjustments have 
been rejected in multiple cases before the Commission.  Likewise, Staff notes that North 
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Shore is a wholly owned subsidiary within a much larger organization.  In North Shore’s 
2014 reorganization case, through which it became a wholly owned subsidiary of WEC, 
the joint applicants repeatedly cited their expectation that North Shore would have 
enhanced access to capital markets on reasonable terms as a result of the scale of the 
newly formed corporation.  See Application at 1-2; JA Ex. 1.0, 14; and JA Ex. 3.0, 9-10.  
Therefore, Staff states the Company’s consideration of a business risk adjustment based 
on the size of North Shore is unwarranted.  Staff Ex. 4.0 at 41. 

The Company asserts that it is not appropriate to consider the fact that North Shore 
is affiliated with WEC, which has a much higher capitalization than North Shore, because 
of the stand-alone principal of ratemaking.  NS Ex. 12.0 at 107.  Staff counters stating 
that this assertion is based on a fundamental misunderstanding of Section 9-230 of the 
Act.  Section 9-230 prohibits the Commission from reflecting in a utility’s rates any 
incremental risk or increased cost of capital which is the result of a public utility’s affiliation 
with non-utility companies.  220 ILCS 5/9-230.  Since the merger approved in Docket No. 
14-0496, WEC has owned the common stock of North Shore and WEC raises any 
necessary common equity for North Shore.  Further, Staff notes, the Company’s request 
for approval of the merger was premised on decreased capital costs and increased 
access to capital for the Illinois utilities.  Docket No. 14-0496, Application at 1-2 (Aug. 6, 
2014).  In the Capital Structure Report produced by the Company as a condition of 
approval in Docket No. 14-0496, WEC acknowledged its role in establishing appropriate 
capital costs for the Illinois regulated utilities it owns.  To the extent that higher risks are 
experienced by small independent utilities, those are mitigated in North Shore’s case as 
a result of its affiliation with WEC, a much larger corporate organization.  Thus, Staff 
argues that there is no basis for a size premium to increase North Shore’s investor-
required rate of return.  Staff Ex. 10.0 at 19-20. 

c. CUB’s Position 
CUB requests that the Commission approve an ROE of 9.30% and reject the 

Company’s request of a 10.00% ROE.  CUB contends Staff witness Freetly’s 
recommended ROE of 9.35% is reasonable and falls within CUB witness Gorman’s 
recommended range of 9.10% to 9.50%.  See Staff Ex. 10.0 at 1 (stating Ms. Freetly’s 
recommended ROE); CUB Ex. 1.0 at 2 (stating Mr. Gorman’s recommended range).  If 
the Commission does not adopt Mr. Gorman’s 9.30% ROE, CUB would support Ms. 
Freetly’s 9.35% in the alternative. 

In determining its recommended ROE, CUB relied on the results of Mr. Gorman’s 
estimate.  Mr. Gorman applied five different models to peer utilities with investment risk 
similar to North Shore’s to estimate the Company’s cost of common equity:  (1) a constant 
growth DCF model using consensus analysts’ growth rate projections; (2) a constant 
growth DCF using sustainable growth rate estimates; (3) a multi-stage growth DCF 
model; (4) a Risk Premium model; and (5) a CAPM.  Id. at 30.  Mr. Gorman chose the 
same six-utility proxy group used by Company witness Bulkley and like Ms. Buckley, 
excluded NJR from his analysis.  CUB states that the proxy group used is reasonably 
comparable in investment risk to the Company and produces conservative return on 
equity estimates.  Id. at 31.  The six utilities included in the proxy group have an A- 
average credit rating from S&P, which matches North Shore’s, and an A3 rating from 
Moody’s, which is just below North Shore’s A2 rating from Moody’s.  Id. at 31.  The gas 
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proxy group has an average common equity ratio of 46.2% (including short-term debt) 
from S&P and 54.0% (excluding short-term debt) from Value Line for 2019.  Id. at 31.  
CUB explains that its proposed common equity ratio is higher than the group average, 
which assumes that Mr. Gorman’s proxy group has higher financial risk than North Shore.  
Id. at 31. 

DCF Models 
CUB asserts that Mr. Gorman’s DCF model median results were 9.11% for 

constant growth (analysts’ growth), 9.70% for constant growth (sustainable growth), and 
8.31% for multi-stage growth.  Id. at 47.  Mr. Gorman concluded that, taken together, the 
DCF studies supported an ROE of 9.10%.  Id. at 48. 

CUB explains that Mr. Gorman’s constant growth DCF model included a quarterly 
compounding return, as is Commission standard practice.  Id. at 32.  However, Mr. 
Gorman cautioned in his testimony that including a quarterly compounding return in the 
DCF model overstates return on equity by overstating the utility’s cost of capital.  Id. at 
32–33.  Accordingly, CUB urges the Commission to reconsider its practice of including a 
quarterly compounding return in DCF models used for ratemaking purposes. 

Mr. Gorman derived the stock price used in the model, CUB asserts, from the 
average of the weekly high and low stock prices of proxy group utilities over a 13-week 
period ending January 22, 2021.  Id. at 33.  For the dividend, Mr. Gorman used the most 
recently paid quarterly dividend reported in Value Line, multiplied by 4 to convert the 
quarterly amount to an annual amount.  Id. at 34.  To forecast dividend growth rate, Mr. 
Gorman relied on securities analysts’ estimates rather than historical data, based on the 
prior’s greater influence on investors’ decisions.  Id. at 34-35.  CUB notes that Mr. Gorman 
specifically averaged the analysts’ growth rate estimates of Zacks, MI, and Yahoo! 
Finance.  Id. at 35.  Mr. Gorman found evidence does not suggest any particular one of 
these projections is more influential than the others, therefore Mr. Gorman weighted the 
three equally.  Id. at 35.  This calculation yielded an average annual growth rate of 8.50% 
for the proxy group.  Id. at 35. 

CUB states that Mr. Gorman’s constant growth DCF model yielded an average of 
12.66% and a median of 9.11%.  Id. at 36.  Mr. Gorman concluded the 9.11% median 
rate better represented the central tendency of the proxy group DCF return in the 
presence of outliers.  Id. at 36.  

For his sustainable growth DCF model, CUB asserts that Mr. Gorman used a 
sustainable growth rate based on the percentage of the utility’s earnings that is retained 
and reinvested in utility plant and equipment.  Id. at 37. To calculate the long-term 
sustainable growth rate, Mr. Gorman used North Shore’s current market-to-book ratio and 
Value Line’s three-to-five-year projections of earnings, dividends, earned returns on book 
equity, and stock issuances.  Id. at 38.  The result was an average of 9.81% and a median 
of 9.70%.  Id. at 38. 

CUB explains that Mr. Gorman’s multi-stage growth DCF model considers three 
growth periods:  (1) a short-term period of the first five years; (2) a transition period from 
years six through ten, and (3) a long-term period from year eleven on.  Id. at 40.  For the 
short-term growth period, Mr. Gorman used the same growth rate based on consensus 
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analysts’ growth projections referenced above from Zacks, MI, and Yahoo! Finance that 
he used for his constant growth rate DCF model.  Id. at 40, 46.  For the transition period, 
he applied a constant linear change in annual growth rate spanning the gap between the 
short-term and long-term growth rates.  Id. at 40, 47.  For the long-term growth period, 
Mr. Gorman assumed each company’s growth would converge to the maximum 
sustainable long-term growth rate.  Id. at 40. 

CUB observes that Mr. Gorman testified that the U.S. Gross Domestic Product 
(“GDP”) nominal growth rate is a reasonable proxy for the highest sustainable long-term 
growth rate for a utility.  Id. at 41.  Accordingly, Mr. Gorman calculated a 4.35% geometric 
(or compound) nominal annual growth rate over the next ten years using the economic 
consensus of long-term GDP growth projections published in Blue Chip Financial 
Forecasts.  Id. at 43-44.  

Applying these multi-stage growth rate estimates to the same 13-week average 
stock prices and the most recent quarterly dividend payment data discussed above, Mr. 
Gorman calculated an average ROE of 9.93% and a median ROE of 8.31%.  Id. at 47. 

Risk Premium Model 
CUB notes that the risk premium model is based on two estimates of an equity risk 

premium:  (1) the difference between regulatory commission-authorized returns on 
common equity and U.S. Treasury bonds for the same time period; and (2) the difference 
between the regulatory commission-authorized returns on common equity and 
contemporary “A” rated utility bond yields by Moody’s.  Id. at 48-49.  Mr. Gorman 
calculated a high-end risk premium estimate of 7.05%.  Adding this risk premium to the 
2.10% projected Treasury bond yield totals to 9.15%, which Mr. Gorman rounded up to a 
9.20% ROE.  He testified that he applied an equity risk premium of 5.80% to a 3.13% 
bond yield which equals 8.92%, rounded to 8.90%.  CUB states that the midpoint of Mr. 
Gorman’s range of 8.90% to 9.20% is 9.05%.  CUB notes that for Mr. Gorman’s risk 
premium model value, he rounded the ROE to 9.10%.  Id. at 55. 

CAPM 
CUB states that Mr. Gorman also incorporated CAPM results into his analysis.  

The CAPM method applies the theory that the market-required return rate for a security 
equals the risk-free rate plus a risk premium associated with specific security.  The risk 
premium is the product of the beta measure of the risk for stock and the difference 
between the expected return for the market portfolio and the risk-free rate.  Beta 
represents the inherent level of investment risk that cannot be eliminated by 
diversification.  Id. at 55-56.  CUB asserts that based on Mr. Gorman’s low market risk 
premium of 6.1% and high market risk premium of 9.10%, a risk-free rate of 2.1%, and 
an average utility beta of 0.88, his CAPM analysis produces a return in the range of 7.44% 
to 10.06%, with a midpoint of 8.75%.  Because beta estimates are very high relative to 
historical levels, and risk-free rates are very low by historical standards, CUB notes that 
Mr. Gorman recommended a CAPM return toward the high-end of this range, 9.5%.  This 
CAPM return reflects a very high-risk premium in response to very low risk-free rate 
estimates.  Id. at 65. 

CUB Response to North Shore’s ROE Analyses 
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CUB argues North Shore’s requested ROE of 10.00%, which is the midpoint of the 
9.75% to 10.25% range presented by Ms. Bulkley, inflates the return required to maintain 
access to capital at reasonable terms and should be rejected.  North Shore Ex. 4.0R at 
9.  CUB contends that Ms. Bulkley’s analyses produce excessive ROE estimates for 
several reasons, including the following: 

• the constant growth DCF results assumed unsustainably high growth rates; 
• the exclusion of results below 7.0% arbitrarily inflated the recommended ROE; 
• the CAPM was based on inflated market risk premiums; 
• the ECAPM was based on a flawed methodology; 
• the Bond Yield Plus Risk Premium studies were based on inflated utility equity 

risk premiums; 
• the CAPM and risk premium studies were based on highly uncertain projected 

interest rates; and 
• the Expected Earnings analysis was unreasonably based on book accounting 

return rather than the market-required return. 
Id. at 70. 

CUB avers that Mr. Gorman recalculated Ms. Bulkley’s ROE estimates to correct 
assumptions he identified as unreasonable.  The recalculation demonstrates that CUB’s 
recommended 9.30% ROE is in line with Ms. Bulkley’s methodology once the inputs were 
corrected.  Id. at 71. 

DCF and CAPM Reliability 
CUB criticizes Ms. Bulkley’s assertion that the Commission should disregard the 

traditional DCF and CAPM analyses because “current capital market conditions reflect a 
low interest rate environment.”  Id. at 73.  CUB argues the Company is asking the 
Commission to ignore the fact that the market calls for a lower ROE than Ms. Bulkley 
recommended.  CUB opines that the testimony of its witness, Mr. Gorman, supports its 
contention that the relatively low capital market costs of the current market are stable and 
appear to be sustainable.  Id. at 73-74. 

CUB contends North Shore’s constant growth DCF return estimates suffer from at 
least two substantial methodological pitfalls.  First, Ms. Bulkley based her DCF results on 
a 6.71% average proxy group growth rate that CUB considers excessive.  Second, Ms. 
Bulkley excludes results below 7.0%, which CUB states is arbitrary and one-sided.  CUB 
argues this selective exclusion of inputs inflates Ms. Bulkley’s ROE calculations.  
Correcting for these two divergences from what CUB refers to as an otherwise largely 
reasonable DCF methodology supports an ROE no higher than 8.7% according to CUB.  
Id. at 76-77. 

North Shore’s CAPM 
CUB argues Ms. Bulkley also erred in her CAPM analysis on at least two grounds. 

First, CUB maintains she overstated market risk premiums beyond what a reasonable 
estimate of the expected return on the market can support.  Ms. Bulkley assumes a 
sustainable market growth rate of 12.14%, which is more than double the U.S. GDP long-
term growth outlook of 4.35%.  CUB considers this growth rate, which well exceeds the 
growth rate that Northern Illinois’ economy will sustain and the actual capital appreciation 
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for the S&P 500 Index from 1926 to 2019, to be implausible.  CUB concludes using 
12.15% as an input produces an unrealistically high output.  Accordingly, CUB contends 
Ms. Bulkley’s 12.15% growth rate figure should not be relied upon.  Id. at 78-80. 

Second, CUB faults Ms. Bulkley’s analysis for relying heavily on a projected risk-
free rate based on the 30-year Treasury yield for 2022 to 2026 while deemphasizing 
current, actual market conditions that support a more reasonable ROE.  CUB argues her 
overweighting of projected rather than actual market data results in the use of an 
excessive long-term projected risk-free rate of 3.00%.  Setting aside this figure in favor of 
Ms. Bulkley’s current and near-term projected risk-free rates of 1.32% and 1.64%, the 
average Value Line and Bloomberg beta estimates of 0.85 and 0.80, respectively, and 
Mr. Gorman’s calculated high-end market risk premium of 9.10%, Ms. Bulkley’s CAPM 
would be no higher than 9.4%.  Id. at 80-81. 

North Shore’s ECAPM 
CUB states that North Shore’s ECAPM analysis also overstates the market-

supported ROE.  CUB strongly disagrees with Ms. Bulkley’s use of an adjusted beta as 
published by Value Line, which raised her recommended ROE by increasing the beta 
estimate range of 0.80 to 0.85 to 0.85 to 0.89.  CUB witness Gorman testified that 
economist research does not support Ms. Bulkley’s adjustments to the mode and is not 
widely accepted in the regulatory arena.  He concluded there is no legitimate basis to use 
an adjusted beta within an ECAPM.  Mr. Gorman’s recalculation using this model 
produced an expected return estimate of approximately 9.0%.  Id. at 82-86.   

North Shore’s Bond Yield Plus Risk Premium Model 
CUB argues that North Shore’s Bond Yield Plus (“BYP”) risk premium is 

unreasonable as well.  CUB maintains Ms. Bulkley oversimplifies the relationship between 
equity risk premiums and interest rates as necessarily inverse without accounting for 
differences in investment risk.  CUB cites academic research showing interest rates are 
relevant to this analysis, and the relationship often is inverse, but that the market’s 
perception of investment risk of debt and equity securities is a more precise indicator.  Mr. 
Gorman found that the most relevant factor to explain changes in equity risk premiums is 
the relative changes between risk of equity versus debt investments, not simply changes 
in interest rates.  CUB argues Ms. Bulkley errs by ignoring investment risk differentials.  
Her BYP risk premium relies on a regression study that treats interest rates as the sole 
driver of changes in equity risk premiums, ignoring relevant changes in market conditions.  
Mr. Gorman corrects for this error and recalculates a BYP range that tops out at 8.7%.  
Id. at 86-89; CUB Ex. 2.0 at 3. 

North Shore’s Expected Earnings Analysis 
CUB contends the Commission should reject North Shore’s Expected Earnings 

analysis.  CUB observes the analysis ignores the market-required return in favor of the 
book accounting return, which implies a significantly higher ROE than current, actual 
market data does.  CUB points to Mr. Gorman’s testimony which states that “a market 
return provides a pure measure of fair compensation to investors, and allows for setting 
rates that provide no more than fair compensation,” whereas the earned return on book 
equity can – and here, does – deviate substantially from fair rates.  CUB Ex. 1.0 at 90.  
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Mr. Gorman went on to explain, “The market-required return is a long-standing practice 
in setting rates for utility companies … because the market sets the required rate of return 
for assuming the risk of an investment.”  Id. at 91.  CUB urges the Commission not to 
reject this long-standing practice, noting Mr. Gorman’s testimony that relying on returns 
on book equity would “[turn] the balance between estimating a return that is fair to both 
investors and customers … upside down, and the rate-setting practice could be 
substantially impaired and rendered unreliable.”  Id.  

North Shore’s Consideration of Additional Risks 
CUB urges the Commission to reject North Shore’s attempt to adjust the ROE 

upward by double-counting risk factors that already are reflected in North Shore’s credit 
rating.  CUB notes that Ms. Bulkley’s upward adjustments for North Shore’s capital 
expenditure, regulatory risk, and small size compared to the proxy group already are 
accounted for through the use of the proxy group which has the same credit rating as 
North Shore, based on the same factors.  The purpose of selecting a representative proxy 
group is to avoid the need to make these adjustments, which unnecessarily and 
unjustifiably double count risk factors.  Further, CUB asserts Ms. Bulkley’s flotation cost 
adder is unwarranted because it is not based on the recovery of prudent and verifiable 
actual flotation costs the Company has incurred. 

Additionally, CUB points to the Commission’s finding in Nicor’s 2018 rate case that 
“the Commission rejects flotation cost adjustments unless the utility can show that (1) it 
incurred the specific amount of flotation costs for which it seeks recovery and (2) the 
specific flotation costs have not previously been recovered through rates.”  Docket No. 
18-1775, Order at 126.  CUB contends that North Shore has not produced evidence 
sufficient to support either of these conclusions, and the Company failed to provide 
sufficient basis for this adder even to evaluate it in much detail, let alone adopt it.  Id. at 
92-99.  CUB observes that Commission cases in which a utility proposes a flotation 
adjustment consistently have resulted in either the Commission rejecting the adder or the 
utility withdrawing it voluntarily.  E.g., id. (rejected); Docket No. 17-0124, Order at 112 
(Jan. 31, 2018) (withdrawn); Docket No. 20-0308, Order at 181 (rejection by exclusion 
from average). 

North Shore’s Use of Capital Market Conditions 
CUB argues North Shore’s use of market sentiments does not support its proposed 

ROE of 10.00%.  CUB contends that Ms. Bulkley’s analysis ignored market sentiments 
favorable toward utility companies and instead grouped utility investments in with general 
corporate investments which distorts the ROE analysis because it ignores that the market 
is placing a high value on utility securities as stable, low-risk investments.  Id. at 101.  
Further, CUB maintains that Ms. Bulkley’s reliance on projected market data ignores what 
Mr. Gorman concluded is “the highly likely outcome that current observable interest rates 
will prevail during the period in which rates determined in this proceeding will be in effect.”  
Id. at 101.  Mr. Gorman described the accuracy of forecasted interest rates as “highly 
problematic” because observable current interest rates historically have more accurately 
predicted future interest rates than economics’ projections.  CUB states that historically 
economics’ projections have historically resulted in overstated forecasts.  Further, the 
Implied Volatility Index that Ms. Buckley uses in her analysis reflects the broader stock 
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market, not the public utility industry and the impacts of Tax Cuts and Jobs Act of 2017 
that she also uses have already been felt in the market and do not warrant an adjustment. 
Id. at 100-104.  CUB concludes none of these adjustments are warranted and observes 
they all serve to increase North Shore’s requested ROE beyond what the market 
supports. 

For these reasons, CUB requests that the Commission reject Ms. Bulkley’s 
analyses and conclusions along with her 10.00% proposed ROE in favor of Mr. Gorman’s 
recommended ROE of 9.30%. 

d. Commission Analysis and Conclusion 
The often-cited U.S. Supreme Court decisions, Hope and Bluefield, established 

the standards for determining a reasonable authorized ROE for public utilities.  Hope, 320 
U.S. 591 (1944); Bluefield, 262 U.S. 679 (1923).  In one of the Commission’s most recent 
rate cases, the Commission clearly summarized the standards governing the 
determination of a fair and reasonable ROE and its reliance on these decisions for 
guidance: 

In estimating the cost of common equity, the Commission 
must consider not only the outputs of the financial models, but 
whether the authorized ROE satisfies the standards set forth 
in Bluefield, 262 U.S. 679 and Hope, 320 U.S. 591. These 
decisions established that a regulatory body such as the 
Commission must consider whether an authorized return is 
sufficient to maintain the utility’s financial integrity and to 
attract capital at reasonable terms, while ensuring that 
customers do not pay an excessive or unreasonable return on 
those rates. Bluefield and Hope also dictate that the Company 
provide safe, reliable service at just and reasonable rates. The 
cases further state that the return on investment should be 
commensurate with returns investors could earn by investing 
in other companies of comparable risk. 
The Commission understands that an authorized rate of 
return that is not competitive will deter continued investment 
in the State of Illinois. The Commission also appreciates that 
a reasonable authorized ROE helps ensure that the Company 
can attract capital in order to meet the Commission required 
infrastructure repair and replacement needs of the State. 
Notwithstanding, the Commission recognizes too that it 
should protect customers against bearing the cost of 
unreasonable returns through higher rates. 

Docket No. 20-0308, Order at 168 (citations omitted). 
The Commission notes that North Shore, Staff and CUB presented the testimony 

of their cost of common equity expert witnesses Ms. Bulkley, Ms. Freetly, and Mr. Gorman 
respectively.  Each party proposes an estimated ROE based on the analyses performed 
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by their witness.  North Shore proposes a 10.00% ROE, Staff proposes a 9.35% ROE, 
and CUB proposes a 9.30% ROE.  

As noted above, the Commission is charged with the duty to balance the interests 
of ratepayers and the utility and its shareholders when it approves a utility’s authorized 
ROE.  An authorized ROE that is too low restricts the utility’s access to capital at a 
reasonable cost.  Conversely, an ROE that is too high will result in rates that are neither 
just nor reasonable.  The Commission finds that all of the proposed ROEs are 
problematic.  

Samples 
The ROE models were applied to a sample consisting of a group of publicly traded 

gas distribution companies determined by witnesses’ analyses to be similar in risk to 
North Shore. 

North Shore and CUB witnesses presented cost of equity estimates using the 
same sample, also referred to as a proxy group.  The sample used by Staff’s witness was 
the same as North Shore’s and CUB’s sample, except for the addition of one company. 

The Commission finds that the selection of the proxy group used by Staff is 
supported by the record and is appropriate for purposes of estimating North Shore’s cost 
of common equity in this proceeding. 

ROE Analyses 
The Commission agrees with Staff and CUB that North Shore’s ROE 

recommendation is too high which will result in an overstated ROE that benefits the utility 
and its shareholders to the detriment of ratepayers who would be faced with rates that 
are not just and reasonable.  The Commission also agrees with North Shore that Staff’s 
and CUB’s recommended ROEs are too low to maintain the utility’s financial integrity and 
attract capital at reasonable terms.  

As an initial matter, the Commission notes that there were extensive arguments 
and filings relating to contested cost of capital issues.  The Commission will begin by 
identifying some of the issues it will not be addressing in this conclusion.  Given current 
uncertainty in the market and that Mr. Gorman did not update his analysis and Ms. Freetly 
and Ms. Bulkley presented updated analysis, the Commission will not address Mr. 
Gorman’s analysis.  The Commission will not discuss Ms. Bulkley’s flotation cost 
adjustment since she did not incorporate an explicit adjustment to her cost of equity 
recommendation.  Finally, Ms. Bulkley testified that she considered the Company’s small 
size and higher regulatory and business risk in determining North Shore’s required ROE.  
Because there is no way to evaluate how this consideration impacted Ms. Bulkley’s 
recommendation, there is no need for the Commission to explicitly address it in this 
conclusion. 

After careful consideration of all of the parties’ methodologies, generally, the 
Commission agrees with Staff’s methodology for determining North Shore’s ROE.  Staff’s 
ROE is based on financial models and inputs that the Commission has traditionally 
endorsed, however, adjustments need to be made to the DCF and CAPM models used 
by Staff to address shortcomings and a downward bias.  The unusual circumstances 
regarding the uncertainty of economic recovery following the COVID-19 recession 
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warrant the adjustment of the risk-free rate used in Staff’s CAPM analysis from the spot 
rate utilized by Staff to the forecasted rate provided by the Company in NS Exhibit 12.3. 
Although the Commission has typically relied on a current spot rate as a proxy for the 
risk-free rate in the CAPM model, the Commission concludes that the forecasted 30-year 
Treasury bond yield is more appropriate in this proceeding.  Incorporating the 2.80% 
forecasted risk-free rate into Staff’s CAPM results in a CAPM ROE estimate of 9.75%.  
The Commission does not endorse every input to or every aspect of the CAPM analysis 
performed by Staff.  Nevertheless, for purposes of this proceeding, the Commission finds 
that Staff’s CAPM model as adjusted results in the most reasonable CAPM estimate in 
this proceeding.  

Staff’s DCF analysis also requires adjustment to address the changes made in its 
rebuttal testimony to remove only the high estimate from its calculation that it deemed an 
outlier, the result for South Jersey Industries, without also removing the low estimate for 
Northwest Gas.  Both estimates appear to be outliers in Staff’s proxy group based on the 
Commission’s review and they both should be eliminated from the ROE range.  Removing 
the ROE estimates of 24.41% for South Jersey Industries and 7.23% for Northwest Gas 
results in a DCF ROE estimate of 9.58%.  Like the CAPM analysis, the Commission does 
not endorse every input to or every aspect of the DCF analysis performed by Staff.  
Nevertheless, for purposes of this proceeding, the Commission finds that Staff’s DCF 
model as adjusted results in the most reasonable DCF estimate in this proceeding. 

Averaging Staff’s adjusted DCF and CAPM results noted above, results in an 
estimate of the Company’s cost of common equity of 9.67%.  Based on the record, the 
Commission believes the adjustments result in an average ROE that significantly 
diminishes any perceived upward or downward bias.  The Commission finds that this ROE 
will result in just and reasonable rates, is supported by the evidence in the record, and is 
consistent with the applicable legal standards to be used by a regulatory body such as 
the Commission to approve a utility’s authorized ROE.  

The Commission notes that it has previously stated that “Although the Commission 
does not rely on national averages to make decisions, they can be useful benchmarks 
when evaluating parties’ recommendations.”  Docket No. 17-0124, Order at 101.  
Accordingly, the Commission believes this benchmark is also useful when evaluating the 
reasonableness of the 9.67% ROE adopted in this proceeding.  North Shore states in its 
rebuttal testimony that the nationally recognized ROEs for gas utilities have averaged 
9.59%.  NS Ex. 12.0 at 38.  The Commission observes that North Shore’s adopted ROE 
is near the national average.  

6. Recommended Rate of Return on Rate Base 
a. North Shore’s Position  

Based on its proposed capital structure and costs of debt and equity, North Shore 
recommends an overall ROR of 6.91% as calculated below.  

CAPITAL COMPONENT WEIGHT COST WEIGHTED 
COST 

Short-Term Debt 7.82% 1.05% 0.08% 
Long-Term Debt 39.68% 3.97% 1.58% 



20-0810 

88 

Common Equity 52.50% 10.00% 5.25% 
Total 100.00%  6.91% 

b. Staff’s Position  
Staff recommends the Commission adopt a 6.47% ROR for North Shore’s gas 

distribution operations, as detailed below.   

Staff Proposal 
Average 2020 

         

  Amount  
Percent of 

Total Capital  Cost  
Weighted 

Cost 
         

Long-term Debt   $       130,452,000   38.97%  4.01%  1.56% 
         

Short-term Debt   $           31,634,000   9.45%  0.88%  0.08% 
         

Common Equity   $       172,665,000   51.58%  9.35%  4.82% 
         

Total Capital   $       334,751,000   100.00%              
Weighted Average Cost of Capital      6.47% 

Staff Ex. 9.0, Schedule 9.01. 
However, if the Commission adopts North Shore’s pre-reorganization capital 

structure, Staff states that an overall cost of capital of 6.08% should be authorized, as 
detailed below.   

Pre-Reorganization WACC 
          

  Amount  
Percent of 

Total Capital  Cost  
Weighted 

Cost 
         
Long-term Debt    37.61%  4.01%  1.51% 
         
Short-term Debt    14.44%  0.63%  0.09% 
         
Common Equity      47.95%  9.35%  4.48% 
         
Total Capital   $      334,751,000   100.00%              
Weighted Average Cost of Capital      6.08% 

c. CUB’s Position 
CUB requests that the Commission adopt Mr. Gorman’s recommended ROE and capital 
structure, which translate to a ROR of 6.63%. 

d. Commission Analysis and Conclusion 
Based on the findings in this Order concerning North Shore’s capital structure and 

costs of debt and equity, the Commission adopts a ROR of 6.63% as calculated below. 
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This rate of return on rate base includes an ROE of 9.67% and a capital structure including 
a common equity ratio of 51.58%, long-term debt of 38.97%, and short-term debt of 
9.45%. 

CAPITAL COMPONENT WEIGHT COST WEIGHTED 
COST 

Short-Term Debt 9.45% 0.88% 0.08% 
Long-Term Debt 38.97% 4.01% 1.56% 
Common Equity 51.58% 9.67% 4.99% 
Total 100.00%  6.63% 

VII. COST OF SERVICE 
North Shore witness Nelson presented North Shore’s embedded cost of service 

study (“ECOSS”) for the 2021 future test year to identify the revenues, costs, and 
profitability for each class of service, as required by 83 Ill. Adm. Code 285.5110.  The 
ECOSS assisted North Shore in determining the reasonableness of each class’s present 
rates and provided a guide for developing the proposed cost-based rates using an 
embedded cost methodology.  

There are three main steps to determining cost responsibility:  1) functionalization; 
2) classification; and 3) allocation.  Functionalization is the process of categorizing costs 
based on their function within the utility.  Generally, natural gas costs are functionalized 
as production, storage, transmission, or distribution.  Classification is the process of 
categorizing costs based on whether they are caused by demand, number of customers, 
or the commodity consumed.  Allocation is the process of apportioning each cost item 
within each classification and for each function to classes of customers.  Some costs, 
particularly general or indirect costs, cannot be directly functionalized or classified.  In 
general, these costs are functionalized and classified based upon how other cost 
elements within the ECOSS have been functionalized and classified.  Each of these steps 
is performed on the Company’s total cost of service.  

The job of functionalizing plant costs is performed by the plant accounting 
department, which operates in conformance with FERC Uniform System of Accounts 
(“USOA”).  Similarly, O&M costs are functionalized by North Shore’s finance department, 
also in conformance with the FERC USOA.  Once costs are functionalized, all cost 
elements are classified by whether they are caused by demand, number of customers, or 
the commodity consumed.  Finally, the purpose of cost allocation is to determine cost 
responsibility by customer class.  In general, costs classified as demand-related are 
allocated to classes based upon a demand allocation factor, costs classified as 
commodity-related are allocated to classes based upon a commodity allocation factor, 
and costs classified as customer-related are allocated to classes based upon a customer 
allocation factor.  

In order to allocate costs within any cost of service study, the factors that cause 
the costs to be incurred must be identified and understood.  In evaluating any cost 
allocation methodology, appropriate consideration should be given to whether it provides 
a sound rationale or theoretical basis, whether the results reflect cost causation and are 
representative of the costs of serving different types of customers, as well as the stability 
of the results over time.  All cost data used in North Shore’s ECOSS was extracted either 
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from North Shore’s revenue requirement and rate base contained in its rate case filing, 
or from North Shore’s various software systems and historical records.  Mr. Nelson 
explained that North Shore made changes to the model used for performing its ECOSS 
compared to the model used in North Shore’s 2015 rate case.  These changes leveraged 
similarities in methodologies, calculations, and reporting across all WEC utilities. 

Staff found North Shore’s ECOSS to be an acceptable guidance tool for setting 
rates in these dockets.  Staff Ex. 5.0 at 7.  Staff witness Harden noted that many of the 
same methodologies were used in North Shore’s last rate case and the Commission 
approved their use for designing rates.  The changes explained by the Company to better 
align with cost causation and to utilize the features available in the new COS study model 
are acceptable.  Id. at 4, 7. 

The Commission notes that North Shore’s proposed allocations of production 
costs, storage costs, transmission costs, distribution costs, customer costs, common 
administrative and general expenses, general and intangible plant, and taxes are 
undisputed.  North Shore’s ECOSS results are also uncontested and therefore are 
approved as providing a reasonable estimate of 2021 revenue requirements by customer 
class and support the rates requested.   
VIII. RATE DESIGN 

A. Overview 
1. North Shore’s Position 

With the exception of credit fees, discussed above, rate design issues were 
uncontested.  North Shore proposed changes to its Schedule of Rates for Gas Service, 
ILL. C.C. No. 17 by allocating its revenue requirement among the various service 
classifications.  The proposed rate design accomplishes five major objectives:  (1) 
recovering North Shore’s revenue requirement; (2) aligning rates and revenues with 
underlying costs; (3) sending the proper price signals; (4) providing equity between and 
within rate classifications; and (5) reflecting gradualism considering test year revenue 
requirements. 

North Shore originally proposed a $7.6 million increase in base rate revenues, 
which includes $7.5 million of proposed charges for North Shore’s various S.C. and 
$0.068 million of other charges.  North Shore used the ECOSS to determine the revenue 
requirement for each service classification and the resulting proposed rates.  North Shore 
used the ECOSS to allocate the revenue requirement, to set cost-based rates, and to 
better align charges and resulting revenues with costs.  The $0.068 million of other 
revenues includes $9,000 from accounting charge revenues, which North Shore receives 
from state and local governments for billing and remitting state and local taxes, and about 
$0.059 million in late payment charge revenues, both of which are directly correlated with 
the base rate increase amount.  The targeted increase excludes municipal and state level 
taxes and includes anticipated adjustments.   

The results of the ECOSS suggest increased rates for S.C. Nos. 1 Heating 
(“HTG”), 2, and 4 customers and decreased rates for S.C. No. 1 Non-Heating (“NH”), 
setting all at cost.  North Shore is not proposing any changes to S.C. No. 5, Contract 
Service for Electric Generation, and S.C. No. 7, Contract Service to Prevent Bypass.  All 
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of North Shore’s costs recovered through base rates are fixed, i.e., they do not vary with 
the volume of gas delivered to customers.  Although the Company has increased its fixed 
cost recovery through fixed charges in recent rate case proceedings, in its Final Order in 
the 2015 Rate Case, the Commission ordered North Shore to limit cost recovery through 
the Customer Charge to customer costs as identified in the ECOSS. The Company has 
followed this directive with one exception for S.C. No. 2, which will be discussed in more 
detail below. The result is that under present rates, about 63% of total base rate revenues 
will be recovered through fixed customer, demand, and transportation administrative 
charges in test year 2021. In keeping with the Commission’s most recent rate case order, 
North Shore is proposing to recover only customer costs through its customer charges. 
This would recover about 57.6% of fixed costs that are non-storage related through fixed 
charges and less than 1.4% of fixed costs that are storage-related through Rider SSC. 
About 41% of fixed costs would be recovered through volumetric distribution charges.  

Staff witness Harden accepted all aspects of North Shore’s proposed rate design 
and did not propose any adjustments.  In particular, Ms. Harden supported North Shore’s 
rate design proposal to recover 100% customer-related costs through customer charges, 
noting that the Commission encouraged attributing costs to cost causers to encourage 
energy efficiency and eliminate cross-subsidization in its final Order in the 2015 Rate 
Case.  CUB witness Gorman also did not oppose any aspect of North Shore’s rate design 
proposal.  Ms. Selvaggio did not oppose any aspect of North Shore’s rate design.  

2. Staff’s Position 
Staff notes that the Company stated in direct testimony that it is proposing to 

recover 100% of customer costs through customer charges, which do not vary with the 
volume of gas delivered to customers.  In past proceedings, the Commission has ordered 
rate design measures which move closer to recovering the full customer costs through 
customer charges; the Company finally reaches that goal with this rate design proposal.  
Based on direction from the Commission in North Shore’s last rate case, the Company 
has abandoned its most recent approach of raising fixed customer charges to ensure cost 
recovery.  NS Ex. 7.0 at 8.  Staff accepted the Company’s proposed rate design.  
However, Ms. Harden testified that the final rates approved by the Commission’s final 
Order in these dockets should be based on the approved revenue requirement for the 
Company in the Commission’s final Order.  Staff Ex. 7.0 at 19. 

B. Uncontested Issues 
1. Service Classification Rate Design 

a. Service Classification No. 1 Small Residential Service, 
Heating (“HTG”) 

North Shore proposed that S.C. No. 1 HTG recover 100% of customer costs 
through customer charges.  This proposal recovers only 60% of non-storage related fixed 
costs through the customer charge with all remaining non-storage related costs being 
recovered through a distribution charge.  This results in a slight increase to the charge 
from $0.787 to $0.805 per day for HTG sales and transportation customers.  Storage-
related costs will be recovered under Rider SSC.  To recover non-storage related costs, 
the distribution charge for HTG customers will increase to 13.734 cents per therm as a 
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result of decreasing fixed cost recovery through fixed charges.  This service classification 
will continue to be set at cost for HTG customers.  The average monthly bill for a S.C. No. 
1 HTG sales and transportation customers will increase by about $4.27 and $4.67, 
respectively, and the estimated annual bill will increase by 5.2% and 6.5%, respectively. 

Staff recommended approving North Shore’s proposal for sales and transportation 
S.C. No. 1 HTG customers since this proposal is based on the ECOSS.  No parties 
opposed North Shore’s proposal for S.C. No. 1 HTG customers and it is therefore 
approved. 

b. Service Classification No. 1 Small Residential Service, 
Non-Heating (“NH”) 

North Shore proposed that S.C. No. 1 NH recover 100% of customer costs as 
allocated through the ECOSS through customer charges, aligning with the Commission’s 
final Order in the 2015 Rate Case.  This results in a recovery of approximately 91% of 
non-storage related fixed costs through the customer charge with all remaining costs 
being recovered through a distribution charge.  North Shore is proposing to decrease the 
customer charge from $0.516 to $0.505 per day for S.C. No. 1 NH sales and 
transportation customers.  Storage-related costs will be recovered under Rider SSC.  The 
distribution charge for NH customers will increase to 9.720 cents per therm as a result of 
decreasing fixed cost recovery through fixed charges.  This service classification will 
continue to be set at cost for NH customers.  The average monthly bill for S.C. No. 1 NH 
sales and transportation customers will increase by $0.05 and $0.14, respectively, and 
the estimated annual bill will increase by 0.2% and 0.7%, respectively. 

Staff recommended approving North Shore’s proposal to decrease the customer 
charge and increase the distribution charge for the sales and transportation S.C. No. 1 
NH customers since this proposal is based on the ECOSS.  No parties opposed North 
Shore’s proposal for S.C. No. 1 NH customers and it is therefore approved. 

c. Service Classification 2 General Service 
North Shore proposes to maintain the three meter classes for S.C. No 2.  Using 

the ECOSS, North Shore proposes to recover 100% of customer-related costs through 
the customer charge for all three meter classes.  In its final Order in the 2015 Rate Case, 
the Commission agreed that in the interest of gradualism, a portion of non-storage related 
demand costs could be recovered through the customer charges.  Therefore, the 
customer charge will recover 30% of non-storage demand related costs for Meter Classes 
1 and 2 and 20% for Meter Class 3.  This proposal only recovers 44% of the revenue 
requirement for S.C. No. 2 through fixed customer charges, resulting in proposed 
customer charges of $0.890, $2.375, and $5.267 per day for Meter Classes 1, 2 and 3 
sales and transportation customers, respectively.  For S.C. No. 2 Meter Class 1, the 
customer charge will increase, while for Meter Classes 2 and 3 the customer charges will 
decrease.  

The distribution charge will continue to be charged at a declining two-block rate 
structure.  North Shore proposes to recover 70% and 30% of all remaining non-storage 
related fixed costs through the front block and end block, respectively.  Accordingly, the 
front block distribution charge will be set at 10.658 cents per therm and the end block 
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distribution charge will be set at 9.557 cents per therm.  Storage-related costs will be 
recovered under Rider SSC.  

Staff recommended approving North Shore’s proposal for the sales and 
transportation S.C. No. 2 customers since this proposal is based on the ECOSS. No 
parties opposed North Shore’s proposal for S.C. No. 2 customers, and it is therefore 
approved. 

d. Service Classification 4 Large Volume Demand Service 
The customer charge for S.C. No. 4 will be set at cost and decrease to $11.775 

per day.  The demand charge will continue to recover 70% of non-storage related demand 
costs and will increase to 73.196 cents per therm of billing demand.  The distribution 
charge, which will recover remaining non-storage related demand costs, will increase to 
2.192 cents per therm.  Storage related costs will be recovered under Rider SSC. 

Staff recommended approving North Shore’s proposal to decrease the customer 
charge and increase both the demand and distribution charges for the sales and 
transportation S.C. No. 4 customers since this proposal is based on the ECOSS.  No 
parties opposed North Shore’s proposal for S.C. No. 4 customers and it is therefore 
approved. 

e. Service Classification 5 Contract Service for Electric 
Generation and Service Classification 7 Contract Service 
to Prevent Bypass 

S.C. Nos. 5 and 7 were not included in the cost of service or considered as part of 
the requested rate increase because the revenues from customers served under these 
classifications are based on negotiated rates rather than the cost of service analysis filed 
in this case.  No customers are currently receiving service under these service 
classifications, and no customers are forecasted to receive services under these service 
classifications in the test year.  When North Shore enters into these contracts, it files them 
with the Commission.  Under a method accepted by the Commission in prior North Shore 
rate case proceedings, revenues arising from S.C. Nos. 5 and 7 would be credited back 
to other service classifications in the ECOSS, thereby lowering their costs.  

2. Existing Riders 
North Shore proposed certain updates to existing riders, as discussed below, to 

reflect updated account balances.  No party objected to any of these changes, and they 
are therefore approved. 

a. Rider UEA−Uncollectible Expense Adjustment 
North Shore proposed to update Rider UEA to reflect the updated uncollectible 

amount to be recovered in base rates based on data in this case.  
b. Rider UEA-GC − Uncollectible Expense Adjustment − Gas 

Cost 
North Shore proposed revisions to Rider UEA-GC to reflect the proposed 

Uncollectible Factors arising from data in this case. 
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c. Rider FCA−Franchise Cost Adjustment 
North Shore’s proposed tariff changes do not include or impact Rider FCA. 

d. Rider ICTA−Invested Capital Tax Adjustment 
North Shore’s proposed tariff changes do not include or impact Rider ICTA.  Rider 

ICTA costs are included in proposed base rates. 
e. Rider VBA−Volume Balancing Adjustment 

North Shore’s revenue requirement and rate design proposals for S.C. Nos. 1 and 
2 will result in new distribution rates and related distribution revenues, or Rate Case 
Revenues for Rider VBA in this proceeding that would be in effect, if approved by the 
Commission, until new rates become effective in a subsequent proceeding.  All of North 
Shore’s costs recovered through base rates are fixed; therefore, the “Percentage of Fixed 
Costs” factor in Rider VBA should be 100%, which is consistent with the Commission 
Orders in North Shore's 2011, 2012, and 2015 Rate Cases. 

f. Rider VITA−Variable Income Tax Adjustment 
North Shore’s proposed tariff changes do not include or impact Rider VITA.  Rider 

VITA costs are included in proposed base rates. 
g. Rider SSC−Storage Service Charge 

Storage-related costs for S.C. Nos. 1, 2, and 4 customers will be recovered under 
Rider SSC.  Under the revenue requirement proposed in this proceeding, the Rider SSC 
Storage Banking Charge, which applies to transportation customers, and the Storage 
Service Charge, which applies to sales customers, will be updated based on the new 
revenue in this proceeding. 

h. Transportation Riders 
North Shore’s proposed tariff changes do not include or impact the transportation 

riders (Rider CFY − Choices for You, Rider FST − Full Standby Transportation, and Rider 
SST − Selected Standby Transportation). 

3. Requirements of Prior Commission Orders 
a. Coordination with Retail Energy Supply Association 

Condition of Approval 44 in the Commission’s Order in Docket 14-0496 requires 
North Shore, with input from RESA, to prepare a report to be filed by North Shore, as part 
of its next general rate case, concerning the following issues:  (1) enroll from your wallet 
capability; (2) allowing alternative gas suppliers to bill for non-commodity charges on the 
utility consolidated bill (regardless of whether North Shore provides this service to a non-
utility affiliate); (3) improvements to enrollment process; (4) Pooling Charges; (5) 
Restoration of Intraday Nominations; (6) Billing Services Agreement; (7) Purchase of 
Receivables Program; and (8) Percentage of Income Payment Plan.  North Shore has 
provided RESA with the final report, and RESA and North Shore have had discussions 
on items (1), (4), and (8).  After discussions with RESA, North Shore has implemented 
items (3), (5), (6), and (7).  Item (2) is not applicable as North Shore does not have 
affiliates providing non-utility services to customers in its service territory.  North Shore 
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has complied with Condition of Approval 44 in the Commission’s Order in Docket No. 14-
0496. 

b. Communications with Customers Regarding S.C. 1 HTG 
and NH 

The Commission’s final Order in the 2015 Rate Case required North Shore and 
Peoples Gas to communicate with their customers about service under S.C. No. 1 HTG 
and S.C. No. 1 NH, and North Shore complied with this requirement.  In consultation with 
Staff, North Shore developed a communication to its customers to assist them in selecting 
between the heating versus non-heating designations of S.C. No. 1.  The communication 
also encouraged customers to call a contact number for an inspection if they were unsure 
if their service was classified correctly.  The communication was sent to customers in 
February 2015, and North Shore did not receive any inquiries as a result of this 
communication.  North Shore has complied with all requirements on this issue. 

C. Rider TPTFA – Third Party Transaction Fee Adjustment 
Rider TPTFA is discussed above under Operating Expenses – Third Party 

Payment Processing Fees. 
D. Tariff Revisions 

1. Terms and Conditions 
a. Change from Monthly Service Charge to Daily Service 

Charge 
All of North Shore’s proposed changes to the terms and conditions of its tariffs 

were uncontested.  North Shore is proposing to change from a monthly customer charge 
to a daily customer charge.  This change will make North Shore consistent with WEC’s 
Wisconsin and Michigan utilities’ customer charge design.  Moving to a daily customer 
charge will allow for administrative efficiencies between the WEC utilities, including 
simplifying billing system administration and allowing for common management and 
treatment of the billing records.  Changing to a daily customer charge will have a net zero 
annual effect on customer bills.  Instead of dividing the annual customer costs by 12, the 
annual costs will be divided by 365.  Customers will only be charged the daily rate times 
the number of days in each billing period.  

As a result of moving to daily customer charges, North Shore proposes various 
revisions to its tariff.  The “Customer Charge” line item on current bills reflects the sum of 
six rates. In addition to the service classification customer charge rate, the following five 
rates are included in the “Customer Charge” line – Energy Assistance Charge for the 
Supplemental Low-Income Energy Assistance Fund (“LIAF”), Renewable Energy 
Resources and Coal Technology Development Assistance Charge (“RERC”), Public 
Utility Assessment Charge (“PUAC”), Uncollectible Expense Adjustment (“UEA”), and 
Special Purpose Charge (“SPC”).  Changing the customer charges to daily rates will 
require these other five Rider 1 rates to change to daily rates as well.  

LIAF and RERC daily rates will be set by multiplying the monthly rates by 12 
months and divided by 365 days, rounded to five decimal places.  The daily rates for 
PUAC, UEA and SPC will be calculated per the revised tariff pages.  Under the Rider 
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PUAC tariff and the Rider UEA tariff, the formulas will be revised to divide the allocated 
adjustments by the average of the forecasted number of billing periods in the respective 
effective period divided by the number of days in the same effective period.  Under Rider 
SPC North Shore proposes to convert the monthly charges to daily charges by multiplying 
the monthly charges as allocated by service classification by twelve months, then divide 
by 365 days.  

North Shore also proposed changing the “Customer Charge” line item on the bill 
to “Fixed Charges” to reflect the fact that more than the service classification customer 
charge is billed in this line item.  Additionally, the newly-named “Fixed Charge” line item 
will display the sum of the daily rates of the customer charge, Rider UEA, Rider SPC, and 
Rider 1 (PUAC, LIAF, and RERC) multiplied by the number of days in the billing period.  
Finally, the Definition of Terms on the back of the bill will reflect the changes to this bill 
line item.  

Staff did not oppose the change from a monthly customer charge to a daily rate, 
noting that this change should not have an impact on annual revenues or customer bills 
and will more closely align the customer charge with the actual billing period.  Staff also 
agreed with North Shore’s proposal to change the terminology on the customer bills from 
“Customer Charge” to “Fixed Charge” to more accurately describe the tariff rates.  Neither 
CUB nor the AG opposed approving North Shore’s proposal to change from a monthly 
customer charge to a daily rate.  The change from a monthly customer charge to a daily 
customer charge as proposed by North Shore is approved. 

b. Housekeeping Revisions 
North Shore is proposing revisions to all the tariff sheets affected by the rate 

changes discussed above and conforming changes to the bill format.  North Shore is also 
proposing revisions to Rider UEA-GC to reflect the proposed Uncollectible Factors arising 
from data in this proceeding.  North Shore is also proposing to update Rider UEA to reflect 
the updated uncollectible amount to be recovered in base rates.  Finally, North Shore is 
proposing revisions to Rider SSC to reflect the proposed Storage Banking Charge and 
Storage Service Charge arising from the revenue requirement proposed in this 
proceeding.  North Shore's proposed revisions are approved. 
IX. GROSS REVENUE CONVERSION FACTOR (“GRCF”) 

The GRCF is applied to operating income deficiency to derive the change in 
revenue requirement.  It is based on the applicable federal and state income tax rates 
and the uncollectible rate.  Each of these elements, as well as the overall GRCF, are 
uncontested and therefore approved. 

A. Uncollectibles Rate 
All parties agreed with the Company’s proposed uncollectibles rate of 1.055%.  

The Company subsequently proposed updating its uncollectible expense rate to 
1.1045%, based on the last three years of actuals.  North Shore's update to reflect the 
most recent available actual bad debt level is not contested by the parties and is therefore 
approved. 
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B. State Income Tax Rate 
All parties likewise agreed with the Company’s proposed state income tax rate of 

9.5% and the rate is therefore approved.  
C. Federal Income Tax Rate 
Finally, all parties agreed with North Shore’s proposed federal income tax rate of 

21.0% and the rate is therefore approved. 
X. OTHER ISSUES 

When WEC acquired Integrys in 2015, the Commission’s final Order in Docket No. 
14-0496 established conditions related to North Shore’s revenue requirement.  The 
conditions specifically relating to North Shore’s revenue requirements included 
Conditions 16, 17, 19, 20, 21, and 41.  No parties contested North Shore's satisfaction of 
these merger conditions, and the Commission finds that they are satisfied. 

Order Point 17 required North Shore to separately identify and track transaction 
costs and transition costs, defining “transition costs” as “costs incurred after the close of 
the transaction to achieve long-term efficiencies and savings.”  Docket No. 14-0496, 
Order at 75.  Order Point 21 provided that transition costs may be recoverable from 
customers to the extent they produce savings.  See Docket No. 14-0496, Order, App. A.  
WEC complied with Order Points 17 and 21 by developing a system to identify, assess, 
and track transition costs and directed by Order Point 17.  North Shore is not seeking 
recovery of any transition costs, even though Order Point 21 would have allowed it to do 
so in light of the significant savings achieved as a result of the 2015 acquisition.  No 
parties contested North Shore’s satisfaction of Order Points 17 and 21. 

Order Point 19 required that allocation of any savings resulting from the 2015 
reorganization flow through to customers.  See Docket No. 14-0496, Order, App. A.  In 
2015, WEC estimated that the reorganization-related net non-fuel O&M savings would 
reach 3% to 5% on an annual basis within five to ten years.  From 2015 through 2019, 
North Shore achieved non-fuel O&M reductions of 17%, reflecting approximately $8.4 
million in savings and surpassing its projected savings goal in both amount (over $5.9 
million) and timing (less than five years).  These net O&M reductions were used to offset 
increases in North Shore’s cost of service and supported needed infrastructure 
investments, allowing North Shore to maintain or improve quality of service without having 
to increase base rates since 2015.  Customers have benefitted directly from these savings 
in the form of flat rates for the past five years.  No parties contested North Shore’s 
satisfaction of Order Point 19. 

Order Point 16 required that in future rate cases, North Shore identify all 
transaction costs included in the test period that result from accomplishing the 
reorganization and demonstrate that such costs are not included in the rate case for 
recovery.  Point 20 prohibited North Shore from recovering transaction costs from 
customers.  Order Point 41 specifically prohibited rate recovery for severance costs.  See 
Docket No. 14-0496, Order, App. A.  The Order in Docket No. 14-0496 defined 
“transaction costs” as “the costs associated with executing the transaction at issue, such 
as banker’s fees, legal fees, or severance costs incurred as a result of the transaction.”  
Docket No. 14-0496, Order at 57.  In this rate case, North Shore’s first since the 2015 
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acquisition, there are no transaction costs included in the 2021 test year, and North Shore 
is not seeking recovery of any transaction costs, including severance costs, from 
customers. 

AG witness Selvaggio objected to recovery of certain legal fees that she claimed 
should be classified as “transaction costs.”  Ms. Selvaggio correctly notes that North 
Shore responded to a discovery request about its legal fees by saying, in part, “North 
Shore anticipates litigating issues relating to the integration of the company into WEC 
since the acquisition, which would not be tried in an ‘ordinary rate’ case.”  However, Ms. 
Selvaggio incorrectly construes this as a reference to transaction costs, which WEC 
voluntarily elected not to recover in rates as part of its request to the Commission to 
approve the acquisition.  North Shore is not attempting to renege on this commitment or 
violate the Commission’s Order in Docket No. 14-0496.  Rather, in that data request 
response, which was provided before Staff and the intervenors filed their direct testimony, 
North Shore was anticipating that the issues in the case would include an examination of 
synergy savings resulting from the acquisition and/or the charges to North Shore from 
WEC’s service company.  While Staff’s and the AG’s direct testimony did not end up 
highlighting those issues, that was what North Shore was referring to in its discovery 
response.  North Shore is not seeking recovery of any transaction costs.  No party further 
contested this issue. 
XI. FINDINGS AND ORDERING PARAGRAPHS 

The Commission, having considered the entire record herein and being fully 
advised in the premises, is of the opinion and finds that: 

(1) North Shore Gas Company is an Illinois corporate engaged in the storage, 
transmission, distribution, and sale of natural gas to the public in the State 
of Illinois and, as such, is a "public utility" as defined in Section 3-105 of the 
Public Utilities Act; 

(2) the Commission has jurisdiction over the parties hereto and the subject 
matter herein; 

(3) the recitals of fact and conclusions of law reached in the prefatory portion 
of this Order are supported by the evidence of record, and are hereby 
adopted as findings of fact and conclusions of law; the Appendix attached 
hereto provides supporting calculations; 

(4) the Test Year for the determination of the rates herein found to be just and 
reasonable should be the 12 months ending December 31, 2021; such Test 
Year is appropriate for purposes of this proceeding; 

(5) for the Test Year ending December 31, 2021, and for purposes of this 
proceeding, the Company's rate base is $355.869 million; 

(6) the $688.448 million original cost of plant for North Shore is approved; 
(7) a just and reasonable return which North Shore should be allowed to earn 

on its net original cost rate base is 6.63%; this rate of return incorporates a 
return on common equity of 9.67%, on long-term debt of 38.97% and on 
9.45% short-term debt;  
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(8) the rate of return set forth in Finding (7) results in base rate operating 
revenues of $95.104 million and net annual operating income of $23,462 
million based on the Test Year approved herein; 

(9) the Commission has considered the costs expended by North Shore to 
compensate attorneys and technical experts to prepare and litigate this rate 
case proceeding and assesses that such costs as reflected in the evidence 
are just and reasonable pursuant to Section 9-229 of the Act (220 ILCS 5/9-
229), and is amortized over six years; 

(10) North Shore's rates which are presently in effect are insufficient to generate 
the operating income necessary to permit North Shore the opportunity to 
earn a fair and reasonable return on net original cost rate base; these rates 
should be permanently cancelled and annulled; 

(11) the specific rates proposed by North Shore in its initial filing on October 15, 
2020, do not reflect various determinations made in this Order; North 
Shore's proposed rates should be permanently canceled and annulled 
consistent with the findings herein; 

(12) North Shore should be authorized to place into effect tariff sheets designed 
to produce annual base rate revenues of $95.104 million, which represents 
a gross increase of $4.206 million; such revenues will provide North Shore 
with an opportunity to earn the rate of return set forth in Finding (7) above; 
based on the record in this proceeding, this return is just and reasonable; 

(13) the determinations regarding cost of service, rate design, and tariff terms 
and conditions contained in the prefatory portion of this Order are just and 
reasonable for purposes of this proceeding; the tariffs filed by North Shore 
should incorporate the rates, rate design, and terms and conditions set forth 
and referred to herein; 

(14) new tariff sheets authorized to be filed by this Order should reflect an 
effective date not less than four days after the date of filing, with the tariff 
sheets to be corrected, if necessary, within that time period; 

(15)  the Invested Capital Tax Base Rate Allowance included in base rates is 
$2.858 million; 

(16) the state income tax rate used in the determination of base rates in this 
proceeding was 9.5%; the federal income tax rate used in the determination 
of base rates in this proceeding was 21.0%; the amount represented as 
amortization of deferred tax excess and deficiencies, as used in the 
calculation of income taxes used to set base rates in this proceeding, was 
$635,000; and 

(17) North Shore has satisfied the conditions specifically relating to North 
Shore’s revenue requirements in Docket No. 14-0496, which are Order 
Points 16, 17, 19, 20, 21, and 41. 

IT IS THEREFORE ORDERED by the Illinois Commerce Commission that the tariff 
sheets presently in effect rendered by North Shore Gas Company are hereby 
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permanently cancelled and annulled, effective at such time as the new tariff sheets 
approved herein become effective by this Order. 

IT IS FURTHER ORDERED that the proposed tariffs seeking a general rate 
increase, filed by North Shore Gas Company on October 15, 2020, are permanently 
canceled and annulled. 

IT IS FURTHER ORDERED that North Shore Gas Company is authorized to file 
new tariff sheets with supporting workpapers in accordance with the above Findings of 
this Order. 

IT IS FURTHER ORDERED that the $688,448,000 original cost of plant for North 
Shore Gas Company at December 31, 2019, as presented in NS Ex. 2.2, is 
unconditionally approved as the original cost of plant. 

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

IT IS FURTHER ORDERED that pursuant to Section 10-113(a) of the Public 
Utilities Act and 83 Ill. Adm. Code 200.880, any application for rehearing shall be filed 
within 30 days after service of the Order on the party. 

IT IS FURTHER ORDERED that, subject to the provisions of Section 10-113 of the 
Public Utilities Act and 83 Ill. Adm. Code 200.880, this Order is Final; it is not subject to 
the Administrative Review Law. 
 By Order of the Commission this 8th day of September, 2021. 
 
 
 
 
       (SIGNED) CARRIE ZALEWSKI 
 
         Chairman 
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