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VERIFIED INITIAL COMMENTS OF
THE PEOPLES GAS LIGHT AND COKE COMPANY

Pursuant to the schedule set by the Administrative Law Judge, The Peoples Gas
Light and Coke Company (“Peoples Gas”) files these Verified Initial Comments.

Peoples Gas is a corporation organized and existing under the laws of the State
of lllinois, having its principal office at 130 East Randolph Street, Chicago, lllinois
60601. Itis engaged in the business of purchasing natural gas for and distributing and
selling natural gas to approximately 829,000 customers in the City of Chicago. Peoples
Gas is a public utility within the meaning of the Public Utilities Act (“Act”).

On July 5, 2013, the Governor signed Public Act 098-0057 into law. Public Act
098-0057, inter alia, adds a new Section 9-220.3 to the Act. Section 9-220.3 permits
certain lllinois gas utilities, including Peoples Gas, to “file a tariff for a surcharge which
adjusts rates and charges to provide for recovery of costs associated with investments
in qualifying infrastructure plant, independent of any other matters related to the utility’s
revenue requirement.” 220 ILCS 5/9-220.3(a)(1). Peoples Gas intends to file such a
tariff. Thus, it has a substantial interest in the rules before the Illinois Commerce

Commission (“Commission”) in the instant proceeding.



As stated in the Order initiating this proceeding and a July 26, 2013, Staff Report
that the Order makes part of the record, Staff provided draft language to Peoples Gas
and others for review and comment. Peoples Gas found that process, which led to the
currently effective Emergency Rules, and the proposed Permanent Rules at issue in the
instant proceeding,® valuable. The process both enhanced Peoples Gas’ understanding
of the rules and allowed input. Peoples Gas appreciated Staff’s receptivity to
considering and discussing comments on the drafts. Consequently, Peoples Gas has
only limited comments on the proposed Permanent Rules. This document describes
the proposed changes and Attachment A shows, marked in legislative styles, proposed
changes to the proposed Permanent Rules.

l. Accumulated Deferred Income Taxes (“ADIT”)

The purpose of the tariff authorized by Section 9-220.3 is to allow a utility to
recover the costs of investment in what is called qualifying infrastructure plant (“QIP”).
In essence, the tariff will be a vehicle for the utility to earn a return on QIP placed in
service and to do so outside of the traditional rate case process of placing such plant in
rate base. When the utility files a rate case, the utility will include that plant in service in
rate base and recovery through the QIP tariff associated with the plant so allowed in
rate base will cease.

The tariff recovery mechanism includes an “S%,” which is a percentage that the
utility will apply to certain base rate revenues on a customer’s bill. The S% includes a
factor called “NetQIP,” which is defined as “[a]ctual cost of QIP less accumulated

depreciation and accumulated deferred income taxes.” Proposed Sec. 556.60.

! The Emergency Rules are codified as such at 83 lllinois Administrative Code Part 556. The proposed
Permanent Rules are proposed to replace the Emergency Rules and be codified in the same Part. These
Comments refer to the Section numbers from the proposed Permanent Rules.
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Peoples Gas is concerned that including ADIT in the S% calculation creates an
unnecessary risk of a tax normalization violation. ADIT will also affect annual
reconciliation calculations because “ActNetQIP” is a factor in that calculation. Proposed
Sec. 556.100. Despite this concern, Peoples Gas will not oppose including ADIT in the
calculation. A normalization violation has extraordinary consequences — the inability to
use accelerated depreciation on property. If ADIT is in the QIP calculations, giving due
care to how ADIT factors into those calculations is a key way to preserve the benefits of
accelerated depreciation for the utility and its customers. Thus, Peoples Gas proposes
adding a definition of ADIT and language to define how ADIT is factored into the
calculation. These proposals are intended to add clarity by defining an important term
and to reduce the risk of a normalization violation by adding clear and accurate
language that incorporates the relevant normalization requirements.

First, the definition references the relevant Internal Revenue Code and Treasury
Regulations covering tax normalization. By tying the definition to the law and the
implementing regulations, the calculation of ADIT can evolve as and if the legal
requirements change. This ought not to be controversial as it merely states how a utility
would determine ADIT, but it is important to Peoples Gas that anyone reading the rule
have specific guidance about the proper calculation.

Second, Peoples Gas proposes wording changes in the definition of “NetQIP”
and “ActNetQIP.” These changes add more precision to the inclusion of ADIT.
Specifically, Peoples Gas would add the clarifying words “liabilities net of deferred tax

assets resulting from the additional QIP” to modify ADIT in those factors. Again,



Peoples Gas does not expect this proposal to be controversial as it merely states how
such a calculation would be expected to occur.

Peoples Gas proposes the language changes shown in Sections 556.10, 556.60,
and 556.100(c) on Attachment A to address its comments.

Il. Annual Reconciliation

The basic premise of reconciliation, in the QIP tariff as with any cost recovery
tariff, is to reconcile costs for a period with revenue collected (billed) for costs for that
same period. For QIP, the cost period is a calendar year. Peoples Gas proposes
language to match the revenue period with that cost period. Peoples Gas plans for its
tariff to provide for monthly filings, which is permissible under the rules. Because,
among other criteria, QIP must be plant in service before costs are included in the S%,
billing of QIP will necessarily lag when the plant goes into service. This differs from
some cost recovery riders (e.g., purchased gas costs riders under Section 9-220 of the
Act) that use estimated or forecast costs in their calculation.

For cost recovery mechanisms using forecast data, cost incurrence and cost
recovery are relatively contemporaneous. For example, the Gas Charge that Peoples
Gas includes on customer bills in September 2013 is based on estimated gas costs for
the “base period.” 83 lll. Admin. Code 8525.60(b) (description of factor G). The “base
period” is “the effective month or the remaining months in the reconciliation year which
includes the effective month.” 83 Ill. Admin. Code 8525.20. In contrast and as detailed
below, the QIP calculation will produce a lag between when costs are eligible for
recovery through QIP and when bills will include recovery. The lag, per se, does not

concern Peoples Gas. The lag does not mean that costs in the filing month were under-



or over-stated because of a forecast error; the costs are actual plant in service costs, so
Peoples Gas is not seeking to remedy the month-to-month lag. However, a product of
the lag is a mismatch between the “cost month” (i.e., the month QIP goes into service)
and the “revenue month” (i.e., the month the cost recovery appears on bills).? That
mismatch will unnecessarily complicate the annual reconciliation. Fortunately, an easy
solution exists — eliminate the mismatch by matching the reconciliation period cost
months (calendar year) with the associated revenue months (March through February).

For a utility making monthly filings, the statutorily prescribed calendar year cost
reconciliation is best matched with a March through February revenue period because it
is in this period that the calendar year costs appear in the S% that is on customer bills.
While the proposed Permanent Rules’ reconciliation period will not lead to inaccurate
results, Peoples Gas’ proposal will improve accuracy and enhance efficiency in the
calculation and the regulatory review process.

For example, if $X of QIP goes into service in November 2015, Peoples Gas will
include that $X in its December 2015 surcharge filing to set the S% that is effective
January 1, 2016. Similarly, it will include the December 2015 QIP in a January 2016
filing that is effective February 1, 2016. Significantly, the November 2015 and
December 2015 bills will include none of the November and December 2015 QIP costs
and, therefore, no QIP costs for those months will be billed in the 2015 calendar year.
Thus, a reconciliation of calendar year 2015 QIP costs should be paired with March
2015 through February 2016 revenue. If the reconciliation of 2015 costs is paired with

calendar year 2015 revenue, then the reconciliation will not actually reconcile 2015

? “Cost month” and “revenue month” are not terms in the rules, nor does Peoples Gas propose including
them. Peoples Gas uses them as a shorthand way to describe the issue.
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costs with associated revenues but will reconcile 2015 costs with two months of 2014
cost-related revenues (the November 2014 and December 2014 costs that were
included on January 2015 and February 2015 bills) and ten months of 2015 cost-related
revenues (January 2015 through October 2015 costs that were included on March 2015

through December 2015 bills). To illustrate, with Peoples Gas’ proposed matching

shaded:
Plant (QIP Costs) In Filing Month Billing (Revenue)
Service Month

Nov 2014 Dec 2014 Jan 2015

Dec 2014 Jan 2015 Feb 2015

Jan 2015 Feb 2015 Mar 2015

Feb 2015 Mar 2015 Apr 2015

Mar 2015 Apr 2015 May 2015

Apr 2015 May 2015 Jun 2015

May 2015 Jun 2015 Jul 2015

Jun 2015 Jul 2015 Aug 2015

Jul 2015 Aug 2015 Sep 2015

Aug 2015 Sep 2015 Oct 2015

Sep 2015 Oct 2015 Nov 2015

Oct 2015 Nov 2015 Dec 2015

Nov 2015 Dec 2015 Jan 2016

Dec 2015 Jan 2016 Feb 2016

Jan 2016 Feb 2016 Mar 2016

Feb 2016 Mar 2016 Apr 2016

Peoples Gas’ proposal is consistent with the statutory requirement of a calendar
year reconciliation, best matches costs and revenues, and produces a more accurate R
factor because costs from November and December are not included in both the R
factor and the January and February S%, only to be adjusted in the following year’s
reconciliation. Peoples Gas notes that a similar matching issue with its decoupling

mechanism was resolved through such a reconciliation process, and that solution



improved accuracy and the efficiency of the utility’s reconciliation preparation and the
Staff's review.?

Peoples Gas proposes the language changes shown in Sections 556.10 and
556.100(d)(2) on Attachment A to address its comments.
[1I. Proposed Section 556.90(c)(2)

Section 556.90(c)(2) describes the documentation that the utility will file in
support of its periodic information sheet filings. Peoples Gas comments only on the
prefatory portion of this subsection because it could be construed as incorrectly defining
what is “QIP-eligible.” The section includes the words “QIP-eligible project whose cost
has been transferred to utility plant with the closing of the QIP eligible project’'s work
order.” Peoples Gas has two concerns. First, while placing plant in service is a
necessary condition of QIP eligibility, it is not sufficient. For example, other conditions
are that QIP must not be in existing rate base or be plant constructed for the purpose of
serving new customers. Also, the other language in the rule, closing a work order, is
not determinative of whether plant is “QIP-eligible.” Second and related to the last
point, a work order is a utility-defined concept. Conceivably a project may have multiple
incremental steps, each in a discrete work order, such that a work order closes before
the plant is in service. Alternatively, the work order may be expansive and plant could
be in service and QIP-eligible while the work order remains open (e.g., to complete
restoration work). QIP eligibility is clearly defined in Section 9-220.3 and elsewhere in
the rules; the words “whose cost has been transferred to utility plant with the closing of

the QIP eligible project’s work order” are superfluous.

% While the decoupling mechanism is not a cost recovery rider, the reconciliation concept is relevant.
The Peoples Gas Light and Coke Company, Docket No. 09-0124 (Order, Feb. 10, 2010).
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Peoples Gas proposes the language changes shown in Section 556.90(c)(2) on
Attachment A to address its comments.
WHEREFORE, The Peoples Gas Light and Coke Company respectfully submits

these Verified Initial Comments.

Respectfully submitted,

The Peoples Gas Light and Coke Company

By: /S/ MARY KLYASHEFF
Mary Klyasheff
An Attorney for
The Peoples Gas Light
and Coke Company

M. Gavin McCarty

Mary Klyasheff

Integrys Business Support, LLC
Legal Service Department

130 East Randolph Street
Chicago, lllinois 60601

telephone: 312-240-4470
facsimile: 312-240-4219
e-mail: MPKlyasheff@integrysgroup.com

Dated at Chicago, lllinois
this 5th day of September, 2013.
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STATE OF ILLINOIS )
SS
COUNTY OF COOK )

I, John P. Stabile, of lawful age, being first duly sworn on oath, declare under oath as
follows:

1. I am Tax Director and employed by Integrys Business Support, LLC, a service
company providing services to, among others, The Peoples Gas Light and Coke
Company

2. | have read Section | of the foregoing Initial Comments and know the contents
thereof
3. | swear and affirm that the contents of said Section | of the Initia ments are

true and correct to the best of my knowledge and belief.

By: ' 01000
/ John P Stabile =</
,/

Subscribed and sworn to
before me this th day
of September, 2013

-

O } 'NO DT
‘ - Z?\FFIGIAL SEAL
NNA NOWAGZYK
¢ NOTARY PUBLIC - STATE OF ILLINOIS

COMMISSION EXPIRES 04/18/2016
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STATE OF ILLINOIS )
) ss
COUNTY OF COOK )

I, Debra E. Egelhoff, of lawful age, being first duly sworn on oath, declare under oath as
follows:

1. | am Manager, Gas Regulatory Policy and employed by Integrys Business
Support, LLC, a service company providing services to, among others, The Peoples
Gas Light and Coke Company

2. | have read the foregoing Initial Comments and know the contents thereof
3. | swear and affirm that the contents of said Initial Comments are true and correct

to the best of my knowledge and belief. ‘
o /‘
By: leﬂ\,b . wm \

Debra E. Egefoff Ly

Subscribed and sworn to
before me this i_ th day
of September, 2013

Connd B Ofedly,

Notary Public Cr

"OFFICIAL SEAL"
CAROL B. O'REILLY

HOTARY PUBLIC, STATE OF ILLINOIS
MY COMMISSION EXPIRES 4/6/2014
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Docket 13-0458 Attachment A
ICC 83 ILLINOIS ADMINISTRATIVE CODE CH. I, Sec.
556

Subchapter D

TITLE 83: PUBLIC UTILITIES
CHAPTER I: ILLINOIS COMMERCE COMMISSION
SUBCHAPTER d: GAS UTILITIES

PART 556
QUALIFYING INFRASTRUCTURE PLANT SURCHARGE

Section

556.10 Definitions

EMERGENCY

556.20 Applicability

EMERGENCY

556.30 Terms and Conditions

EMERGENCY

556.40 Qualifying Infrastructure Plant, or QIP
EMERGENCY

556.50 Recoverable Costs — Return on QIP
EMERGENCY

556.60 Determination of the QIP Surcharge Percentage
EMERGENCY

556.70 Application for QIP Surcharge Tariff
EMERGENCY

556.80 Approval or Withdrawal of QIP Surcharge Tariff
EMERGENCY

556.90 Information Sheet Filings to Amend the QIP Surcharge
EMERGENCY

556.100 Annual Reconciliation

EMERGENCY

556.110 Annual Internal Audit

EMERGENCY

556.120 Gas Utility Commitments

EMERGENCY

556.130 Annual QIP Plan Update

EMERGENCY

AUTHORITY:: Implementing Section 9-220.3 and authorized by Sections 9-220.3 and 10-101 of
the Public Utilities Act [220 ILCS 5/9-220.3 and 10-101].

SOURCE: Adopted at 37 Ill. Reg. , effective August 5, 2013, for a maximum of 150 days.
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Docket 13-0458 Attachment A
ICC 83 ILLINOIS ADMINISTRATIVE CODE CH. I, Sec.
556.10

Subchapter D

Section 556.10 Definitions
EMERGENCY

Terms defined in Section 9-220.3 of the Public Utilities Act [220 ILCS 5/9-220.3] shall have the
same meaning for purposes of this Part as they have under Section 9-220.3 of the Public Utilities
Act, unless further defined in this Part. The following terms, when used in this Part, shall have
the meaning ascribed to them in this Section.

"Act" means the Public Utilities Act [220 ILCS 5].

“Accumulated Deferred Income Taxes” means amounts of deferred income taxes
computed and adjusted to be consistent with the normalization requirement con-
tained in Internal Revenue Sections 167 and 168 and the Treasury regulations
issued related to the normalization requirement prescribed by Sections 167 and
168 of the Internal Revenue Code of 1986, as it may be amended [26 U.S.C.
Secs. 167 and 168].

"Base rate revenues" means the utility’s revenues recovered through base rates, as
determined in the utility’s last rate case proceeding, excluding: (1) revenues re-
covered under negotiated contract rates authorized by Section 9-102.1 of the Act
[220 ILCS 5/9-102.1], (2) revenues recovered under billing services offered to al-
ternative gas suppliers or application charges assessed to alternative gas suppliers,
and (3) revenues recovered under cost recovery riders that recover specific costs
outside of rate cases, including, by way of example and not limitation, costs re-
covered under the rider authorized by this Part, gas costs recovered under 83 IlI.
Adm. Code 525, manufactured gas plant remediation costs, costs for implement-
ing energy efficiency and on-bill financing programs under Sections 8-104 and
19-140 of the Act [220 ILCS 5/8-104 and 5/19-140], and add-on taxes. Base rate
revenues may include costs and revenues associated with uncollectible expense
automatic adjustment clause tariffs authorized by Section 19-145 of the Act [220
ILCS 5/19-145], revenue decoupling mechanisms, and base rate storage cost re-
covery.

"Baseline amount™” means an amount equal to the utility’s average of total depre-
ciation expense, as reported on page 336, column (b) of the utility’s ILCC Form
21, for the calendar years 2006 through 2010. [220 ILCS 5/9-220.3(d)(4)]

"Costs associated with investments in qualifying infrastructure plant” shall in-
clude a return on qualifying infrastructure plant and recovery of depreciation and
amortization expense on qualifying infrastructure plant, net of the depreciation
included in the utility’s base rates on any plant retired in conjunction with the in-
stallation of the qualifying infrastructure plant. [220 ILCS 5/9-220.3(b)]
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Subchapter D

"Depreciation expense” shall be calculated by applying the utility's approved de-
preciation rates, including removal and salvage, to the end-of-month QIP balance,
for each category of QIP. The resulting depreciation expense for QIP shall be re-
duced by the depreciation included in the utility's base rates on any plant retired
in conjunction with the installation of the qualifying infrastructure plant. [220
ILCS 5/9-220.3(b)]

"Difficult to locate main" refers to a main from which a utility cannot obtain a re-
liable locating signal.

"Difficult to locate service pipe" means a service pipe from which a utility cannot
obtain a reliable locating signal.

"Information sheet" means a tariff sheet filed in accordance with this Part to in-
itiate or modify a QIP surcharge percentage.

"Qualifying infrastructure plant” or "QIP" is the qualifying infrastructure plant el-
igible to be recovered through the QIP surcharge as described in Section 556.40
of this Part. It includes only plant additions placed in service not reflected in the
rate base used to establish the utility's delivery base rates. [220 ILCS 5/9-
220.3(b)]

"Qualifying infrastructure investment" means QIP and "costs associated with in-
vestments in qualifying infrastructure plant”. It shall not include costs or expenses
incurred in the ordinary course of business for the ongoing or routine operations
of the utility, including, but not limited to:(1) operating and maintenance costs;
and (2) costs of facilities that are revenue-producing, which means facilities that
are constructed or installed for the purpose of serving new customers. [220 ILCS
5/9-220.3(c)]

"QIP surcharge percentage" is the percentage determined in accordance with Sec-
tion 556.60 of this Part for filing in an information sheet.

"Rate zone" means the entire service area to which a particular base rate applies.
"Reconciliation year" means the calendar year period for which actual costs asso-

ciated with QIP and the corresponding twelve-month period for which QIP
surcharge revenues associated with those costs are reconciled.
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Subchapter D

Section 556.20 Applicability
EMERGENCY

a)

b)

Pursuant to Section 9-220.3 of the Public Utilities Act [220 ILCS 5/9-220.3], a
natural gas utility serving more than 700,000 customers may file a tariff for a qu-
alifying infrastructure plant surcharge (QIP surcharge) which adjusts rates and
charges to provide for recovery of costs associated with investments in qualifying
infrastructure plant, independent of any other matters related to the utility's reve-
nue requirement. [220 ILCS 5/9-220.3(a)(1)]

The QIP surcharge shall be applied to gas bills of customers of natural gas utili-
ties having an effective QIP surcharge and information sheet in effect and on file
with the Illinois Commerce Commission (Commission).

Section 556.30 Terms and Conditions
EMERGENCY

a)

b)

d)

The cumulative amount of increases billed under the QIP surcharge, since the
utility's most recent delivery service rate order, shall not exceed an annual aver-
age 4% of the utility's delivery base rate revenues, but shall not exceed 5.5% in
any given year for any utility. [220 ILCS 5/9-220.3(g)] If, pursuant to Section
556.80(a) of this Part, a different QIP surcharge percentage is ordered by the
Commission to be applied to the rate zones of a utility, then the above maximum
thresholds shall apply to each rate zone of the utility.

The QIP surcharge percentage shall apply only to base rate revenues.

On the effective date of new delivery base rates, the QIP surcharge shall be re-
duced to zero with respect to qualifying infrastructure investment that is
transferred to the rate base used to establish the utility’s delivery base rates, pro-
vided that the utility may continue to charge or refund any reconciliation
adjustment determined in a Commission reconciliation order. [220 ILCS 5/9-
220.3(9)]

The utility shall provide notice of the QIP surcharge and of subsequent filings and
billing to its customers in the following manner:

1) The utility shall maintain and keep open to public inspection a copy of
each filing of a QIP surcharge tariff and subsequent information sheets
and shall post public notice in each office of the utility in accordance with
83 Ill. Adm. Code 255.20(a).
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556.30

2)

3)

4)

Subchapter D

For the initial filing of a QIP surcharge tariff, the utility, regardless of size,
shall provide notice by newspaper publication in accordance with 83 Ill.
Adm. Code 255.20(f)(1). For the initial filing of the QIP percentage in-
formation sheet, the utility shall provide notice of the filing of the initial
billing of the QIP surcharge percentage to each customer in the form of a
message on the customer’s bill, an insert included with the bill, or a sepa-
rately mailed notification.

The utility shall provide customers with a general explanation of the QIP
surcharge. The explanation shall appear on or be included with the initial
billing of the new QIP surcharge percentage. The explanation may be pro-
vided as a message on the customer’s bill, as a separately mailed
notification, or as information on the back of the customer’s bill, as in-
cluded in the utility’s form of bill on file with the Commission.

Except as provided above, or by law or by Commission order, no other no-
tice of the filing or billing of the QIP surcharge or an information sheet is
required.

The QIP surcharge shall be presented as a separate line item on customers' bills as
the "Qualified Infrastructure Plant™ charge, or as an abbreviation that clearly con-
veys its meaning, and shall show the applicable percentage.

The revenues resulting from a QIP surcharge shall be recorded by the utility with
a separate revenue identifier or in a separate revenue subaccount.
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Subchapter D

Section 556.40 Qualifying Infrastructure Plant, or QIP

EMERGENCY

a) QIP shall be related to one or more of the following:

1)

2)

3)

4)

5)

6)

The installation of facilities to retire and replace underground natural gas
facilities, including facilities appurtenant to facilities constructed of those
materials such as meters, regulators, and services, and that are con-
structed of cast iron, wrought iron, ductile iron, unprotected coated steel,
unprotected bare steel, mechanically coupled steel, copper, Cellulose Ace-
tate Butyrate (CAB) plastic, pre-1973 DuPont Aldyl "A" polyethylene,
PVC, or other types of materials identified by a State or federal govern-
mental agency as being prone to leakage;

The relocation of meters from inside customers' facilities to outside;

The upgrading of the gas distribution system from a low pressure to a me-
dium pressure system, including installation of high-pressure facilities to
support the upgrade;

Modernization investments by a combination utility as defined in subsec-
tion (b) of Section 16-108.5 of the Act [220 ILCS 5/16-108.5] to install:

A) Advanced gas meters in connection with the installation of ad-
vanced electric meters pursuant to Sections 16-108.5 and 16-108.6
of the Act [220 ILCS 5/16-108.5 and 16-108.6]; and

B) The communications hardware and software and associated sys-
tem software that creates a network between advanced gas meters
and utility business systems and allows the collection and distribu-
tion of gas-related information to customers and other parties in
addition to providing information to the utility itself;

Replacing high-pressure transmission pipelines and associated facilities
identified as having a higher risk of leakage or failure or installing or re-
placing high-pressure transmission pipelines and associated facilities to
establish records and maximum allowable operating pressures;

Replacing difficult to locate mains and service pipes and associated facili-
ties; and
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556.40

b)

d)

Subchapter D

7) Replacing or installing transmission and distribution regulator stations,
regulators, valves, and associated facilities to establish over-pressure
protection. [220 ILCS 5/9-220.3(b)(1) through (b)(7)]

With respect to the installation of the facilities identified in Section 556.40(a)(1)
above, the natural gas utility shall determine priorities for such installation with
consideration of projects either:

1) Integral to a general government public facilities improvement program,
or

2) ranked in the highest risk categories in the utility’s most recent Distribu-
tion Integrity Management Plan where removal or replacement is the
remedial measure. [220 ILCS 5/9-220.3(b)]

A natural gas utility that is subject to its delivery base rates being fixed at their
current rates pursuant to a Commission order entered in Docket No. 11-0046,
notwithstanding the effective date of its tariff shall reflect in a QIP surcharge only
those projects placed in service after the fixed rate period of the merger agree-
ment has expired by its terms. [220 ILCS 5/9-220.3(a)(5)]

The amount of qualifying infrastructure investment eligible for recovery under the
QIP surcharge in the applicable calendar year is limited to the lesser of

1) The actual qualifying infrastructure plant placed in service in the applica-
ble calendar year, and

2) The difference by which total plant additions in the applicable calendar
year exceed the baseline amount, and subject to the limitation in Section
556.30(a) of this Part. [220 ILCS 5/9-220.3(d)(3)]

A natural gas utility can recover the costs of qualifying infrastructure investments
through an approved QIP surcharge tariff from the beginning of each calendar
year subject to the reconciliation initiated under Section 556.100 of this Part,
during which the Commission may make adjustments to ensure that the limits de-
fined in this Part are not exceeded. Further, if total plant additions in a calendar
year do not exceed the baseline amount in the applicable calendar year, the
Commission, during the reconciliation for the applicable calendar year, shall ad-
just the amount of qualifying infrastructure investment eligible for recovery under
the tariff to zero. [220 ILCS 5/9-220.3(d)(3)]
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Subchapter D

Section 556.50 Recoverable Costs — Return on QIP
EMERGENCY

The pre-tax return (PTR) is the return on the QIP. The pre-tax return shall be calculated using

the weighted cost of debt and weighted cost of equity determined in the utility's last gas rate case
proceeding. The weighted cost of equity shall be multiplied by the gross revenue conversion fac-
tor (GRCF). The product shall be added to the weighted cost of debt to obtain the pre-tax return.

The pre-tax return shall be calculated by using the following formulas:

PTR = ((WCCE + WCPE) x GRCF) + WCLTD + WCSTD

_ 1
GRCF = (1 - (PPTRIT+SIT)) x (1-FIT)
Where:

GRCF = Gross Revenue Conversion Factor.

PPTRIT = Illinois Personal Property Tax Replacement In-
come Tax rate in effect at the time of the filing.

SIT = Illinois State income tax rate in effect at the time of
the filing.

FIT = Federal income tax rate in effect at the time of the
filing.

PTR = Pre-tax return.

WCCE = Weighted cost of common equity approved in the
utility's last rate case proceeding.

WCPE = Weighted cost of preferred equity approved in the
utility's last rate case proceeding.

WCLTD = Weighted cost of long term debt and credit facili-

ties fees approved in the utility's last rate case
proceeding.
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WCSTD = Weighted cost of short term debt approved in the

utility's last rate case proceeding.

Section 556.60 Determination of the QIP Surcharge Percentage
EMERGENCY

The QIP surcharge percentage shall be expressed as a percentage carried to two decimal places.
The QIP surcharge percentage shall be applied to the charges billed to each customer that
represent base rate revenues as defined in Section 556.10 of this Part. In calculating the QIP sur-
charge percentage, the utility may choose the number of billing periods for which the QIP
surcharge percentage shall be in effect when the tariffs are submitted to the Commission for ap-
proval.

The QIP surcharge percentage shall be calculated by using the following formula:

(NetQIPXPTRXNBP/12)+(NetDepxNBP/12)+(R)+(O+INT)/NBPo

S% PBR x 100
Where:

S% = QIP surcharge percentage.

NetQIP = Actual cost of QIP less accumulated depreciation

and any accumulated deferred income tax liabili-
ties net of deferred tax assets resulting from the
additional QIP es.

PTR = Pre-tax return as described in Section 556.50 of
this Part.
NetDep = Annualized depreciation expense applicable to

NetQIP less the annualized depreciation expense
applicable to the plant being retired as defined in
Section 556.10 of this Part.
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INT

PBR

NBP

NBPo

Utility-determined reconciliation component cal-
culated as described in Section 556.100(c) of this
Part. The reconciliation component shall be col-
lected or refunded over the nine-month period
from April through December. For S% in effect
from April through December, R shall reflect 1/9
of the total R for each month.

Commission-ordered adjustment.

The calculated interest attributable to the O com-
ponent. This interest shall be calculated at the
rate established by the Commission under 83 lll.
Adm. Code 280.7(e)(1). The interest shall accrue
from the end of the reconciliation year to the or-
der date in the reconciliation proceeding.

The projected gas base rate revenues for the ap-
plicable billing periods that S% will be in effect.

Number of billing periods that S% will be effec-
tive prior to the scheduled recalculation.

Number of billing periods (O + INT) will be col-
lected or refunded.

Subchapter D
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Section 556.70 Application for QIP Surcharge Tariff
EMERGENCY

A filing by a utility that seeks approval of a QIP surcharge tariff shall include testimony and the
following exhibits:

a) The utility shall provide a history of the installation, relocation, upgrading, mod-
ernization, and replacement rates of qualifying infrastructure plant. The utility
shall provide five years of data by year for each of the categories, if applicable,
found in Sections 9-220.3(b)(1) through (b)(7) of the Act, based on projects that
the utility plans to include in the QIP surcharge. If data or records are not availa-
ble, the utility may use estimates. If the utility relies on estimates, the utility shall
explain why the actual data was not available and how the estimate was deter-
mined.

b) The utility shall provide specific plans for its initial year of qualified infrastruc-
ture investment, and an estimate of qualified infrastructure investment for the two
years following the initial year, including future replacements of underground
natural gas facilities. The utility shall provide a schedule showing the qualified in-
frastructure investment listed by priority as defined in Section 9-220.3(b)(1) of
the Act. The schedule shall explain the prioritization and provide the rationale for
the investments to be included as QIP, which may include a history of leaks, or
incidents of damage by location.

C) The utility shall provide an explanation for the proposed rate of replacement iden-
tified in Section 556.70(b), above, relative to the rates identified in Section
556.70(a), above, if applicable. The utility shall include specific data to justify the
replacement rate for each of the categories of investment provided for in Sections
9-220.3(b)(1) through (b)(7) of the Act.

d) The utility shall provide any other information requested by the Commission that
demonstrates that the proposed QIP surcharge tariff complies with Section 9-
220.3 of the Act.
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Section 556.80 Approval or Withdrawal of QIP Surcharge Tariff
EMERGENCY

a)

b)

The Commission shall issue an order approving, or approving with modification
to ensure compliance with Section 9-220.3 of the Act, the QIP surcharge tariff no
later than 120 days after such filing of the tariffs filed pursuant to this Part. The
utility shall have 7 days following the date of service of the order to notify the
Commission in writing whether it will accept any modifications so identified in
the order or whether it has elected not to proceed with the tariff. If the order in-
cludes no modifications or if the utility notifies the Commission that it will accept
such modifications, the QIP surcharge tariff shall take effect on the first day of the
calendar year in which the Commission issues the order, subject to petitions for
rehearing and appellate procedures. [220 ILCS 5/9-220.3(a)(3)]

In approving the QIP surcharge tariff for a utility having more than one rate zone,
the Commission may determine that it is appropriate for different QIP surcharge
tariffs to be applied in the different rate zones of the utility.

After the QIP surcharge tariff takes effect, the utility may, upon 10 days' notice to
the Commission, file to withdraw the QIP surcharge tariff at any time, and the
Commission shall approve such filing without suspension or hearing, subject to a
final reconciliation as provided in Section 556.100 of this Part. [220 ILCS 5/9-
220.3(a)(3)]

When a natural gas utility withdraws the QIP surcharge tariff, the utility shall not
recover any additional charges through the QIP surcharge approved pursuant to
this Part, subject to the resolution of the final reconciliation. The utility's qualify-
ing infrastructure investment net of accumulated depreciation may be transferred
to the natural gas utility's rate base in the utility's next general rate case. The
utility's delivery base rates in effect upon withdrawal of the QIP surcharge tariff
shall not be adjusted at the time the QIP surcharge tariff is withdrawn. [220 ILCS
5/9-220.3(a)(4)]
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Section 556.90 Information Sheet Filings to Amend the QIP Surcharge
EMERGENCY
a) The amount of qualifying infrastructure investment shall be shown on an Informa-

tion Sheet supplemental to the QIP surcharge tariff and filed with the Commission
monthly or some other time period at the option of the utility. The Information
Sheet shall be accompanied by data showing the calculation of the qualifying in-
frastructure investment adjustment. Unless otherwise ordered by the Commission,
each qualifying infrastructure investment adjustment shown on an Information
Sheet shall become effective pursuant to the utility's approved QIP surcharge ta-
riffs. [220 ILCS 5/9-220.3(e)(1)]

After a QIP surcharge tariff is in effect, the QIP surcharge percentage shall be
filed with the Commission or postmarked on an information sheet with supporting
data no later than the 20th day of the month preceding the effective date of the
QIP surcharge percentage. An information sheet with supporting data filed after
that date, but prior to the effective date, shall be accepted only if it corrects an er-
ror or errors from a timely filed information sheet for the same effective date. Any
other information sheet with supporting data shall be accepted only if it is submit-
ted as a special permission request to become effective on less than 45 days'
notice under Section 9-201(a) of the Act [220 ILCS 5/9-201(a)].

A new QIP surcharge percentage may become effective on the first day of the
billing cycle or the first day of the calendar month, with a new R component be-
coming effective, if required, on the first billing cycle effective for April or the
first day of April. A QIP surcharge percentage shall continue in effect until re-
placed by a subsequent information sheet filing pursuant to Section 556.90(a),
above.

A utility shall file an information sheet each period in accordance with the utility's
tariff and shall reflect the continuing aggregation of qualifying infrastructure in-
vestment costs regardless of whether the QIP surcharge percentage changes.

A utility shall submit with each information sheet the following documentation:

1) A calculation of the QIP surcharge percentage, PTR, and GRCF;

2) A detailed schedule providing the foIIowmg information for each com-
pleted QIP ellglble project=x

A) Plant account number and title;
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3)

4)

5)

Subchapter D

B) Category of project;

C) Project name;

D) Description of project;

E) Dollar amount in the month of closing; and
F) Month and year of closing;

A schedule showing the calculation of accumulated depreciation on asso-
ciated QIP;

A schedule showing the calculation of accumulated deferred income taxes
associated with QIP; and

A detailed schedule showing the calculation of depreciation expense.

If the utility has already provided data responsive to Section 556.90(c)(2), above, in a prior in-
formation sheet filing, the utility may incorporate the data by reference and need not provide
duplicative data with each filing.
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Subchapter D

Section 556.100 Annual Reconciliation
EMERGENCY

a)

b)

A utility that has a QIP surcharge in effect shall file with the Commission an an-
nual petition to initiate a reconciliation proceeding. The petition shall comply
with the following provisions:

1) For each calendar year in which a surcharge tariff is in effect, the natural
gas utility shall file a petition on or before March 20 of the following year
with the Commission to initiate hearings to reconcile amounts billed un-
der each surcharge authorized with the actual prudently incurred costs
recoverable under this tariff in the preceding year. The petition filed by
the natural gas utility shall include testimony and schedules that support
the accuracy and the prudence of the qualifying infrastructure investment
for the calendar year being reconciled. [220 ILCS 5/9-220.3(e)(2)]

2) The petition filed shall also include the number of jobs attributable to the
projects whose costs are recovered through the QIP surcharge tariff. [220
ILCS 5/9-220.3(e)(2)] The utility shall describe in its petition how it de-
termined the number of jobs.

3) As required by this Section, the annual reconciliation shall include a cal-
culation of the R component necessary to adjust revenue collected under
the QIP surcharge in effect during the reconciliation year to an amount
equivalent to the actual level of prudently-incurred qualified infrastructure
investment for the reconciliation year.

After a hearing on the petition, the Commission shall determine the amount of the
adjustment, if any, that should be made through the O component to the level of
revenue collected by operation of the QIP surcharge during the reconciliation
year. The adjustment shall be calculated so that the amount of the revenue equals
the actual level of prudently incurred qualified infrastructure investment costs for
the reconciliation year, to the extent that the adjustment has not already been re-
flected through an adjustment made by the utility to the R component of the QIP
surcharge percentage.

The R component shall be calculated by using the following formula:

R = (ActNetQIP x PTR) + ActNetDep - QIPRev + Rpy + Opy
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R = Utility-determined reconciliation
component.
ActNetQIP = The average actual cost of the

investment in QIP for the reconciliation

year net of the actual accumulated

depreciation and any accumulated deferred
income taxes liabilities net of deferred tax as-
sets resulting from the additional QIP
associated with the investment in QIP based on
the 13-month average for the reconciliation
year.

PTR = Pre-tax overall rate of return
authorized by the Commission in the
utility’s last rate case calculated as
described in Section 556.50 of this
Part.

ActNetDep Actual depreciation expense related to
the investment in QIP for the
reconciliation year. Depreciation
expense shall be net of depreciation
expense applicable to the plant being
retired, as defined in Section 556.10 of

this Part.

QIPRev = Actual QIP revenues collected during
the reconciliation year through the QIP
surcharge.

Rpy = The R component from the previous
reconciliation year.

Opy = The sum of the O component(s) and the
calculated interest attributable to the O
component(s) included in the
calculation of the QIP surcharge
percentage during the reconciliation
year.

d) Each annual reconciliation shall include the following schedules:
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2)

3)

4)

Subchapter D

A schedule showing the actual monthly costs associated with the qualified
infrastructure investment for the reconciliation year;

A schedule showing the actual monthly revenues arising from the
application of the QIP surcharge-ga#iag-, with such revenues based on the
effective months of the QIP surcharge percentages, as described in Section
556.90, corresponding to the costs shown in subsection (d)(1), such that
the period for a utility filing the QIP surcharge percentage on a monthly
basis shall show actual monthly revenues for the effective months of
March of the reconciliation year through February of the year following
the reconciliation year, which correspond to the costs for the
reconciliation year;

A schedule showing the reconciliation component determined by the utili-
ty of the amount to be recovered or refunded over a nine-month period
commencing on April 1; and

A schedule showing the utility's calculation of actual operating income
and 13-month average rate base for the reconciliation year. The calcula-
tion of actual operating income and 13-month average rate base shall be
adjusted for the impact of adjustments accepted by the Commission in the
utility's last rate case represented by the pro rata percentages of net plant
and operating expenses approved by the Commission compared to the net
plant and operating expenses requested by the utility in its initial filing. In
calculating the amount of federal and State income tax expense reflected
in operating income, the utility shall show as deductible interest expense
for tax purposes the product that results when the weighted embedded
cost-of-debt reflected in the overall rate of return calculation used in the
utility's last rate proceeding is multiplied by the rate as shown in the an-
nual reconciliation.

The first reconciliation year shall begin on the effective date of the QIP surcharge
tariff and shall end on December 31 of the same calendar year. Subsequent recon-
ciliation years shall end on December 31.

1)

2)

When the utility files its annual reconciliation petition, the utility shall provide to
the Commission's Manager of the Accounting Department electronic copies of the
following items:

Copies of all work papers pertaining to the reconciliation;

A summary of all work orders or projects that support the costs claimed
for recovery through the QIP surcharge;
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3)

4)

5)

6)
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The total annual amounts invested, for each of the categories described in
Sections 9-220.3(b)(1) through (b)(7) of the Act, for qualifying infrastruc-
ture investment that support the costs claimed for recovery through the
QIP surcharge;

Copies of the applicable general ledger or comparable material supporting
the recovery of the QIP surcharge;

A detailed worksheet showing the calculation of any utility-determined
reconciliation component (R component) amount based upon the annual
reconciliation; and

Information regarding the prudence of the utility's investment in QIP.

The annual reconciliation shall be verified by an officer of the utility.
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Subchapter D

Section 556.110 Annual Internal Audit
EMERGENCY

The utility shall submit annually to the Commission's Manager of the Accounting Department,
no later than July 31 for the previous calendar year, an internal audit report that determines
whether the QIP surcharge and information provided under the Annual Reconciliation in Section
556.100 of this Part have been calculated in accordance with this Part and Section 9-220.3 of the
Act. The initial internal audit shall be submitted no later than July 31 of the year following the
effective date of the QIP surcharge tariff. Internal audits conducted under this Part shall deter-
mine whether:

a) Internal controls are effectively preventing the double recovery of costs through
the QIP surcharge and other approved tariffs;

b) The QIP surcharge percentage is being properly billed to customer bills;
C) QIP surcharges are properly calculated,;

d) Costs recovered through the QIP surcharge are recorded in the appropriate ac-
counts; and

e) Costs recovered through the QIP surcharge are properly reflected in the calcula-
tion of the QIP surcharge percentage and the annual reconciliation.
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Section 556.120 Gas Utility Commitments
EMERGENCY

A natural gas utility that has in effect a QIP surcharge tariff shall:

a) Recognize that the General Assembly identifies improved public safety and relia-
bility of natural gas facilities as the cornerstone upon which Section 9-220.3 is
designed, and qualifying projects should be encouraged, selected, and prioritized
based on these factors; and [220 ILCS 5/9-220.3(d)(1)]

b) Provide information to the Commission as requested to demonstrate that

1) The projects included in the QIP surcharge tariff are indeed qualifying
projects and

2) The projects are selected and prioritized taking into account improved
public safety and reliability. [220 ILCS 5/9-220.3(d)(2)]
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Section 556.130 Annual QIP Plan Update
EMERGENCY

Beginning in 2015, a utility with an approved QIP surcharge tariff shall file with the Commis-
sion by April 1 of each year an annual QIP plan update on e-Docket in the docket that approved
the utility's QIP surcharge tariff, with copies provided to the Commission's Director of the Fi-
nancial Analysis Division and Director of the Safety and Reliability Division. The annual QIP
plan update shall provide the specific plan for that calendar year's qualified infrastructure in-
vestment, including planned replacements of underground natural gas facilities during the year.
The initial annual QIP plan update shall be submitted no later than April 1 of the year following
the effective date of the initial QIP surcharge tariff. The annual QIP plan update shall include the
following information for projects included in the update for which costs are anticipated to be
incurred during the calendar year of the update:

a) A schedule showing each QIP project included in the update by the classification
of the project as defined in Section 556.40(a) of this Part, with the following in-
formation:

1) The project title;
2) The priority of the project;
3) The accumulated cost of the project at the beginning of the calendar year;

4) The projected cost to be incurred during the calendar year;

5) The anticipated total cost of the project to have been incurred by the end
of the calendar year; and

b) A listing of each QIP project included in the update by priority, with the follow-
ing information:

1) An explanation and justification for the prioritization of the project;

2) A brief description of the project;

3) An indication of whether the project was ranked within the highest risk
categories in the utility’s most recent Distribution Integrity Management

Program; and

4) The rationale for the investment to be included as QIP, which may include
a history of leaks, or incidents of damage by location.
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