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ICC Docket No. 11-0281  
The Peoples Gas Light and Coke Company’s Response t o  

Staff Data Requests SK 1.01-1.16 
Dated:  March 31, 2011 

 

 
 
REQUEST NO. SK 1.03: 
 
Please provide documentation to support the Companies’ claims that short-term debt is only used to 
finance seasonal cash needs. (PGL Ex. 2.0, p. 6; PGL WPD-1(1); PGL WPD-2; NS WPD-1(1); and 
NS WPD-2)  Include in the response a list of assets the Companies believe short-term debt finances 
and the month-end balances of those assets for the months July 2010 through December 2012. 
 
RESPONSE: 
 
Peoples Gas Schedule D-2 combined with the information shown in the graph below, shows that 
Peoples Gas did not have short term borrowings for all of 2010.  For the forecasted year 2011 and 
the 2012 rate case year, Peoples Gas is projecting to have no short-term debt outstanding for 8 
months and 6 months respectively.  The pattern shown in the graph below supports the fact that 
short-term debt is only used for seasonal cash needs.  These seasonal cash needs are driven mostly 
by timing of receipts and expenditures.  During the warmer months of the year, the Company uses 
cash to fund injections of gas into storage for use during the winter months.  As cash is depleted, 
short term debt is used to fund working capital until customer receipts from gas sales can be used to 
fund working capital.  As the heating season winds down, cash balances increase.  At this point the 
cycle starts over again.  The graph below shows how short-term debt is only forecasted to be needed 
during the winter months for 2011 through 2012.  For short-term debt to be the funding source for 
permanent investments the debt would need to remain outstanding for the entire investment period. 
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In addition, the difference between rate base of $1,458,099,000 (Section 285.2005, Schedule B-1) 
and permanent capital of $1,420,966,000 ($624,536,000 LT Debt and $796,430,000 Common 
Equity per PGL Ex. 2.3, page 1) is forecasted to be $37,133,000 on December 31, 2012. The slight 
difference between permanent capital and net rate base assets shows that there is a need for short 
term financing.  This difference will be funded with short-term debt.  However, the use of short-
term debt is only used to fund seasonal cash needs as is the case here.   
 
The company believes Net Working Capital, defined as Current Assets (with the exception of Gas 
in Storage and Cash) net of Current Liabilities (with the exception of debt related items -ST Debt, 
Commercial Paper, LT Debt Due within One Year, Accrued Interest - Customer Deposits and 
Customer Credit Balances), is financed with short-term borrowings and cash on hand1. The attached 
graph shows these balances for July 2010 thru December 2012 and indicates there is a strong 
correlation between Net Working Capital and short-term funding.  See PGL_SK-1.03.xlsx for the 
list of accounts included as net working capital and their month-end balances. 

 
 
1 Gas in Storage, Accrued Interest – Customer Deposits and Customer Credit Balances are excluded 
from the above as these are normally rate base adjustments. 
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REQUEST NO. SK 1.03: 
 
Please provide documentation to support the Companies’ claims that short-term debt is only used 
to finance seasonal cash needs. (PGL Ex. 2.0, p. 6; PGL WPD-1(1); PGL WPD-2; NS WPD-1(1); 
and NS WPD-2)  Include in the response a list of assets the Companies believe short-term debt 
finances and the month-end balances of those assets for the months July 2010 through December 
2012. 
 
RESPONSE: 
 
North Shore Gas Company did not have any short term borrowings (net of cash) for 7 months 
during 2010. North Shore Gas is projecting to have no short-term debt (net of cash) outstanding for 
8 months in both the forecasted year 2011 and the 2012 rate case year. This fluctuation in short-
term debt supports the fact that short-term debt is only used for seasonal cash needs. These 
seasonal cash needs are driven mostly by timing of receipts and expenditures. During the warmer 
months of the year, the company uses cash to fund injections of gas into storage for use during the 
winter months. As cash is depleted, short term debt is used to fund working capital until customer 
receipts from gas sales can be used to fund working capital. As the heating season winds down, 
cash balances increase. At this point the cycle starts over again. The graph below shows how 
short-term debt is only forecasted to be needed during the winter months for 2011 through 2012 
For short-term debt to be the funding source for permanent investments the debt would need to 
remain outstanding for the entire investment period.  
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In addition, the difference between rate base of $192,361,000 (Section 285.2005, Schedule B-1) 
and permanent capital of $170,616,000 ($74,969,000 LT Debt and $95,647,000 Common Equity 
per NSG Ex. 2.3, page 1)  is forecasted to be $21,745,000 on December 31, 2012. The slight 
difference between permanent capital and net rate base assets shows that there is a need for short 
term financing.  This difference will be funded with short-term debt.  However, the use of short-term 
debt is only used to fund seasonal cash needs as is the case here.   
 
For example, although rate base is expected to exceed permanent capital by $21.7 million, the 13-
month average cash balance is forecasted to be $15.7 million, while the 13-month average short-
term debt outstanding is forecasted to be $6.8 million.  This indicates that the Company is 
forecasting an average net cash balance during the year of over $8.9 million which would be the 
source for funding the difference between rate base and capital structure on a longer term basis 
and further proves that the Company does not use short term financing as a permanent source of 
financing rate base investments.  
 
The company believes Net Working Capital, defined as Current Assets (with the exception of Gas 
in Storage and Cash) net of Current Liabilities (with the exception of debt related items -ST Debt, 
Commercial Paper, LT Debt Due within One Year, Accrued Interest - Customer Deposits and 
Customer Credit Balances), are financed with short-term borrowings and cash on hand1. The 
attached graph shows these balances for January 2008 thru December 2010 and indicates there is 
a strong correlation between Net Working Capital and short-term funding. See NS SK-1.03.xlsx for 
the list of accounts included as net working capital and their month-end balances.  
 

 
 
1 Gas in Storage, Accrued Interest – Customer Deposits and Customer Credit Balances are 
excluded from the above as these are normally rate base adjustments. 
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Annualized
Unamortized Unamortized Annual Amort. Of Annualized Annualized

Line Date Maturity Date Principal Face Amount Discount or Debt Expense Carrying Coupon Discount or Amort. Of Interest Line
No. Debt Issue Type, Coupon Rate Issued Date Reacquired Amount Outstanding (Premium) (Gain) Value Interest (Premium) Debt Expense Expense No.

[A] [B] [C] [D] [E] [F] [G] [H] [I]=[F-G-H] [J]=[A*F] [K] [L] [M]=[J+K+L]

Test Year Ending December 31, 2012
1 First and Refunding Mortgage Bonds: 1
2 Series KK - 5% (1) 02/06/03 02/01/33 - 50,000,000$     50,000,000$     473,500$       1,355,000$       48,171,500$     2,500,000$     23,000$      66,000$       2,589,000$     2
3 Series NN-2 - 4.625 04/29/03 05/01/13 - 75,000,000       75,000,000       5,000            126,000            (4) 74,869,000       3,469,000       6,000          151,000       3,626,000       3
4 Series QQ - 4.875 (1) 11/25/03 11/01/38 - 75,000,000       75,000,000       -                1,495,500         73,504,500       3,656,000       -              57,000         3,713,000       4
5 Series RR - 4.3 (1) 06/01/05 06/01/35 - 50,000,000       50,000,000       -                794,000            49,206,000       2,150,000       -              35,000         2,185,000       5
6 Series SS - 7 11/03/08 11/01/13 - 45,000,000       45,000,000       -                153,500            44,846,500       3,150,000       -              115,000       3,265,000       6
7 Series TT - 8 11/03/08 11/01/18 - 5,000,000         5,000,000         -                40,500              4,959,500         400,000          -              6,000           406,000          7
8 Series UU - 4.63 09/30/09 09/01/19 - 75,000,000       75,000,000       -                557,000            74,443,000       3,473,000       -              71,000         3,544,000       8
9 Series VV - 2.125 (1) 08/18/10 03/01/30 - 50,000,000       50,000,000       -                659,500            49,340,500       1,063,000       -              37,000         1,100,000       9
10 Series WW - 2.625 (1) 10/05/10 02/01/33 - 50,000,000       50,000,000       -                543,000            49,457,000       1,313,000       -              26,000         1,339,000       10
11 New Issue - 2.21 (2) 11/01/11 11/01/21 - 50,000,000       50,000,000       -                606,667            49,393,333       1,105,000       -              140,000       1,245,000       11
12 New Issue - 3.98 (3) 03/01/12 03/01/22 - 62,500,000       62,500,000       -                739,583            61,760,417       2,487,500       -              73,958         2,561,458       12
13        Sub-Total 587,500,000     587,500,000     478,500         7,070,250         579,951,250     24,766,500     29,000        777,958       25,573,458     13

14 Less:  Amortization of Losses on Reacquired Bonds 14

15 Series X (KK) - 6.875% (1) 03/01/85 02/01/33 03/14/03 -$                  -$                  -$              1,193,000$       (1,193,000)$      -$               -$            58,000$       58,000$          15
16 Series Y (LL) - 7.5 (1) 03/01/85 02/01/33 04/03/00 -                   -                   -                541,000            (541,000)           -                 -              26,000         26,000            16
17 Series Z (HH) - 7.5 (1) 03/01/85 03/01/30 04/03/00 -                   -                   -                1,761,000         (1,761,000)        -                 -              100,000       100,000          17
18 Series AA (RR) - 10.25 (1) 03/01/85 06/01/35 08/01/95 -                   -                   -                1,184,000         (1,184,000)        -                 -              52,000         52,000            18
19 Series BB - 8.1 (1) 05/01/90 10/01/37 05/01/00 -                   -                   -                575,500            (575,500)           -                 -              23,000         23,000            19
20 Series DD (QQ) - 5.75 (1) 12/01/93 11/01/38 12/01/03 -                   -                   -                1,837,000         (1,837,000)        -                 -              70,000         70,000            20
21 Series EE - Variable Rate (1) 12/01/93 10/01/37 10/14/03 -                   -                   -                189,000            (189,000)           -                 -              7,000           7,000              21
22 Series FF (RR) - 6.1 (1) 06/01/95 06/01/35 06/02/05 -                   -                   -                1,140,000         (1,140,000)        -                 -              50,000         50,000            22
23 Series GG (LL) - Variable Rate (1) 03/01/00 02/01/33 03/27/03 -                   -                   -                2,001,000         (2,001,000)        -                 -              61,000         61,000            23
24 Series II - Variable Rate (1) 03/01/00 10/01/37 11/12/03 -                   -                   -                649,000            (649,000)           -                 -              26,000         26,000            24
25 Series JJ - Variable Rate (1) 03/01/00 10/01/37 10/14/03 -                   -                   -                649,000            (649,000)           -                 -              26,000         26,000            25
26 Series OO - Variable Rate (1) 10/09/03 10/01/37 10/01/11 -                   -                   -                859,000            (859,000)           -                 -              34,000         34,000            26
27 Series PP - Variable Rate (1) 10/09/03 10/01/37 04/17/08 -                   -                   -                838,000            (838,000)           -                 -              54,000         54,000            27

28        Sub-Total -                   -                   -                13,416,500       (13,416,500)      -                 -              587,000       587,000          28

29          Total 587,500,000$   587,500,000$   478,500$       20,486,750$     566,534,750$   24,766,500$   29,000$      1,364,958$  26,160,458$   29

30             Embedded Cost of Long-Term Debt (M / I) 4.62% 30

Notes: (1)   Tax-exempt bonds.
(2)   Actual new taxable issuance at 2.21% coupon rate and assumed issuance costs of 60 basis points plus $400,000.
(3)   Assumed new taxable issuance at 3.98% coupon rate and issuance costs of 65 basis points plus $400,000.
(4)   Includes $24,000 for the unamortized debt expense related to an interest rate swap on these bonds.
(5)  Based on zero months of actual data and twelve months of forecasted data.

Per Staff and Included Above
Series LL 2,542,000$       
Series HH 1,761,000         
Series KK 1,193,000         
Series QQ 1,837,000         
Series RR 2,324,000         

9,657,000$       
Missing from
Staff Calculation Response to SK-1.07

Series BB 575,500$          
Series EE 189,000            
Series II 649,000            
Series JJ 649,000            

2,062,500$       

Series OO and Series PP
Series BB 859,000$          
Series EE 838,000            

1,697,000$       

Total 13,416,500$     

The Peoples Gas Light and Coke Company

Embedded Cost of Long-Term Debt

Net Proceeds Method
Average 2012
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Percent Percent Cost Weighted
Amount (2) of Total Cost Reference Cost

(A) (B) (C) (D) (E) (F) = (C X D)

7 Long-term Debt (3) 504,052,333$           40.34% 4.68% D-3 1.89% 7
8 Common Equity 745,507,000             59.66% 10.85% (4) 6.47% 8

9   Total Capital 1,249,559,333$        8.36% 9

Percent Percent Cost Weighted
Amount (2) of Total Cost Reference Cost

(A) (B) (C) (D) (E) (F) = (C X D)

10 Long-term Debt (3) 579,682,792$           43.06% 4.60% D-3 1.98% 10
11 Common Equity 766,430,000             56.94% 10.85% (4) 6.18% 11

12   Total Capital 1,346,112,792$        8.16% 12

Percent Percent Cost Weighted
Amount (2) of Total Cost Reference Cost

(A) (B) (C) (D) (E) (F) = (C X D)

10 Long-term Debt (3) 566,534,750$           42.84% 4.62% D-3 1.98% 10
11 Common Equity 755,968,500             57.16% 10.85% (4) 6.20% 11

12   Total Capital 1,322,503,250$        8.18% 12

Percent Percent Cost Weighted
Amount of Total Cost Reference Cost

(A) (B) (C) (D) (E) (F) = (C X D)

13 Long-term Debt (3) -                                44.00% 4.62% (7) D-3 2.03% 13
14 Common Equity -                                56.00% 10.85% (4) 6.08% 14

15   Total Capital -                                8.11% 15

Notes: (1) The weights and costs of the components of the capital structure do not
      differ from total company data.
(2) Long Term Debt using net proceeds method.  Common Equity 
      balances exlcuding Accumulated Other Comprehensive Income

    (3) Includes long-term debt due within one year (if any).
(4) Cost of common equity per Mr. Moul's rebuttal testimony
(5) Based on zero months of actual data and twelve months of forecasted data.
(6) Capital structure requested in this filing.
(7) Cost of long-term debt per revised Schedule D-3 (NS-PGL Ex. 35.3P)

Class of Capital

Class of Capital

Test Year Ending December 31, 2012 (5)

Forecasted Average 2012

Class of Capital

The Peoples Gas Light and Coke Company

Forecasted Year Ending December 31, 2011 (5)

 Cost of Capital Summary (1)

Class of Capital

Pro Forma Test Year Average 2012 (6)




