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STATE OF ILLINOIS 

 
ILLINOIS COMMERCE COMMISSION 

 
February 21, 2006 

 
To:  Peoples Gas Light and Coke Company 

North Shore Gas Company 
Illinois’ Attorney General’s Office 
City of Chicago 
Citizens Utility Board 
Cook County State’s Attorney’s Office 

  
Attached is an estimate that represents Staff’s current calculations, and a 

description of items Staff is continuing to review.  We are presenting this information for 

discussion by the parties, and in the effort to further negotiations. 

The first document is a table which provides the current estimates by Staff for the 

proposed PGA adjustments of Peoples Gas Light and Coke Co. and North Shore Gas 

Co. for the years 2000 through 2004.  It is identified as Peoples and North Shore Gas 

Estimate as of 2/21/2006.  Dashes in the table indicate matters in which Staff has yet to 

make adjustments on particular items, although for some items, such as the Bankruptcy 

adjustment and both the Trunkline deal and the enovate income for 2003 and 2004, 

Staff’s estimate is presumably zero.   

The second document summarizes adjustments Staff is continuing to review.  

Nonetheless, Staff has included, in the first document, a preliminary estimate for each of 

these adjustments.  Moreover, this is not intended to foreclose any future changes to 

the adjustments not included in the summary sheet, if they are supported by information 

that has yet to be reviewed. 

We would ask that the parties treat these discussion materials confidentially. 

 

Yours truly, 

 

Gene Beyer    
 

160 North LaSalle Street, Suite C-800, Chicago, Illinois 60601-3104 
Telephone [312] 793-2877     Fax [312] 793-1556     TDD (“V/TTY”) [312] 814-5845 

 



Peoples and North Shore Gas
Estimate as of 2/21/2006
In Dollars

Peoples Gas
2000 2001 2002 2003 2004 Total

Maintenance Gas 2,588,585$       4,628,267$         2,368,618$        3,564,515$       -$                      13,149,985$               
 GPAA Imprudence 7,833,491         13,304,910         6,426,116          16,507,780       19,669,190           63,741,487                 
Off-System Transactions 3,000,000         7,608,288           2,000,000          1,000,000         1,000,000             14,608,288                 
Hub Revenues 6,477,200         6,628,631           11,689,703        11,230,404       7,619,737             43,645,675                 
Imprudent Use of Storage -                    36,188,352         -                     6,995,058         -                        43,183,410                 
Refinery Fuel Gas -                    2,232,490           1,375,588          1,375,588         1,375,588             6,359,254                   
Storage Optimization Contract -                    1,340,455           -                     -                   -                        1,340,455                   
Trunkline Deal 1,902,942         372,000              2,031,000          -                   -                        4,305,942                   
enovate Income 433,641            19,683,640         3,583,058          -                   -                        23,700,339                 
Hedging -                    26,583,063         -                     -                   -                        26,583,063                 
Enron Bankruptcy -                    -                     10,300,000        -                   -                        10,300,000                 
System Optimization 5,000,000         5,000,000          5,000,000         5,000,000             20,000,000                 

-                              
Sub-Total 27,235,859$     118,570,096$     44,774,083$      45,673,345$     34,664,515$         270,917,898$             
Interest through 2/23/2006 3,854,807         11,441,202         2,978,397          2,296,180         1,222,755             21,793,341$               
Peoples Gas Total 31,090,666$     130,011,298$     47,752,480$      47,969,525$     35,887,270$         292,711,239$             

-                              
-                              

North Shore Gas -                              
 GPAA Imprudence 629,181$          1,713,720$         827,707$           2,126,261$       2,533,462$           7,830,331$                 
Imprudent Use of Storage -                    2,249,249           -                     -                   -                        2,249,249                   

-                              
Sub-Total 629,181$          3,962,969$         827,707$           2,126,261$       2,533,462$           10,079,580$               
Interest through 2/23/2006 89,051              382,399              55,060               106,896            89,365                  722,771$                    
North Shore Gas Total 718,232$          4,345,368$         882,767$           2,233,157$       2,622,827$           10,802,351$               

-                              
Yearly Total 31,808,898$     134,356,666$     48,635,247$      50,202,682$     38,510,097$         
Grand Total 303,513,590$            



Peoples and North Shore Gas
Sources of Numbers

Peoples Gas
2000 2001 2002 2003 2004

Maintenance Gas SA 2.12 ALJPO SA 2.12 SA 2.12 SA 2.12
 GPAA Imprudence Staff Calculation Docket No. 01-0707 Staff Calculation Staff Calculation Staff Calculation
Off-System Transactions Staff Estimate Staff Estimate Staff Estimate Staff Estimate
Hub Revenues SA 2.13 SA 2.13 SA 2.13 SA 2.13
Imprudent Use of Storage Staff Calculation
Refinery Fuel Gas Peoples Calculation Estimate based on FY Estimate based on FY02
Storage Optimization Contract
Trunkline Deal SA 3.01 DLH-11.02
enovate Income SA 3.01 SA 2.01
Hedging
Enron Bankruptcy DLH-3.12 & follow ups
System Optimization SA 4.01, SA 4.02 SA 4.01, SA 4.02 SA 4.01, SA 4.02 SA 4.01, SA 4.02

Staff Estimate Staff Estimate Staff Estimate Staff Estimate

North Shore Gas
 GPAA Imprudence Staff Calculation Staff Position  Pro-Rata Calculation Pro-Rata Calculation Pro-Rata Calculation
Imprudent Use of Storage using FY01 method Docket No. 01-0706



Adjustments Still Under Review by Staff 
 
 

Peoples Gas and North Shore Gas (“Companies”), in their conversations 
with Staff and Intervenors, claim that conditions during FY 2001 were unique, 
and that after that period (especially after Enron went bankrupt) it discontinued 
business practices that resulted in the disallowances in the FY 2001 
reconciliation.  Further, the Companies also suggest that “price volatility” did not 
present the same opportunities as in FY2001. Staff demonstrates below that the 
Companies continued the same business practices in the 2002-2004 
reconciliation years, and it is not readily apparent that “price volatility” decreased 
by any measure.  Although Staff has not completed its review of the 2000 and 
2002-2004 reconciliations, Staff’s disallowance estimate is based on a limited 
and expedient review of the complex data provided to date.  Staff believes further 
investigation could easily result in significantly larger disallowances.  Below, Staff 
discusses the significant adjustments that Staff has not completed investigating 
at this time.  
 
Off-systems Transactions 
 The ALJPO in Docket No. 01-0707 found that three off-systems 
transactions were imprudent during FY 2001.  While none of the FY 2001 
transactions extended more than one year, Staff believes that there is a 
substantial likelihood that similar such transactions occurred in 2000, and 2002 
through 2004, and has included preliminary estimates that account for such a 
likelihood.  Staff’s preliminary estimate is in the vicinity of $7 million.  
 
Imprudent Use of Storage 
 The ALJPO in Docket No. 01-0707 found $36 million in disallowances for 
the manner in which Peoples Gas used its storage, which was net of $6 million in 
Hub revenues.  Of the gross $42 million in disallowances, $32 million was due to 
the high prices paid by Peoples Gas to support Hub activities, while $10 million 
was the value of the loan that Peoples Gas made to Hub customers.  Staff 
believes that the incentives that motivated Peoples Gas’ action in FY 2001 
existed in all five years.  In addition, market conditions seemed to have opened 
up the same opportunities in the other years.  For example, Hub storage 
balances also became negative in fiscal year 2003.  Therefore, Staff has 
provided a preliminary estimate for the loan in fiscal year 2003.   
 
System Optimization 
 The remaining issues upon which Staff is attaching a dollar value come 
under the broad rubric of “system optimization.” This refers to various 
transactions available to Peoples Gas that are surrendered to affiliates.  For 
example, Peoples Energy Resource Corp. (“PERC”) entered into “synthetic 
storage” (also termed “super storage” or “virtual storage”) transactions.  These 
transactions were apparently engineered to allow PERC to capture a significant 
share of a deal’s total profit.  In another example, Peoples Gas released NSS 
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storage at maximum rates to Oxy, when the service was more valuable than 
those rates.  In Staff’s view, these transactions are only enabled by the utility’s 
presence (i.e., the utility’s flowing gas, storage assets, etc.).  Therefore, Staff has 
inserted $5 million as a preliminary estimate for these types of transactions in 
2000, and 2002 through 2004.  
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