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I. INTRODUCTION AND BACKGROUND 1 

A. Identification of Witness 2 

Q. Please state your name and business address. 3 

A. My name is Christine M. Phillips.  My business address is Integrys Energy Group, Inc. 4 

(“Integrys”), 130 E. Randolph, Chicago, Illinois  60601. 5 

Q. By whom are you employed and in what capacity? 6 

A. I am the Manager of Benefits Accounting of Integrys Business Support, LLC (“IBS”), 7 

which is a first tier wholly-owned subsidiary of Integrys.  Integrys is the parent 8 

corporation of Peoples Energy Corporation (“Peoples Energy”), which in turn is the 9 

parent corporation of The Peoples Gas Light and Coke Company (“Peoples Gas” or 10 

”PGL”).  Integrys also has other direct and indirect subsidiaries. 11 

B. Purposes of Testimony 12 

Q. What is the purpose of your direct testimony? 13 

A. The purpose of my pre-filed direct testimony is to generally quantify Peoples Gas’ 14 

forecast of employee benefits operating costs for the calendar 2012 test year.  I will also 15 

explain certain increased employee benefit costs for 2012 as compared to the 2009 16 

historical year.  Last, I will support the inclusion in rate base of the net retirement 17 

benefits asset. 18 

C. Summary of Conclusions 19 

Q. Please summarize the conclusions you make in your direct testimony. 20 

A. In brief, the conclusions of my direct testimony are as follows.  Peoples Gas’ financial 21 

statements for the calendar 2012 test year fairly state the forecasted employee benefits 22 
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operating costs of Peoples Gas.  The additions to rate base for net retirement benefits 23 

referenced herein are appropriate and prudent and reasonable. 24 

D. Itemized Attachments to Direct Testimony 25 

Q. Are you sponsoring any attachments to your direct testimony? 26 

A. Yes.  I sponsor PGL Exhibit (“Ex.”) 11.1, which is a summary, by sub-account, of annual 27 

employee benefit costs for Peoples Gas employees for the 2009 historical year through 28 

the 2012 test year, inclusive of Peoples Gas’ allocation of employee benefit costs from 29 

IBS.   I also sponsor PGL Ex. 11.2 which is a summary, by sub-account, of annual IBS 30 

employee benefit costs for the 2009 historical year through the 2012 test year.  This 31 

exhibit also calculates Peoples Gas’ allocation percentage of employee benefit costs from 32 

IBS.  In addition, although it is attached with other rate base Schedules to the testimony 33 

of Peoples Gas witness John Hengtgen (PGL Ex. 7.0), as part of PGL Ex. 7.1, I am the 34 

primary sponsoring witness for Schedule B-1.2. 35 

Q. Were these exhibits, including Schedule B-1.2, prepared under your supervision and 36 

direction? 37 

A. Yes. 38 

E. Background and Experience 39 

Q. What is your educational background? 40 

A. I graduated from Illinois Wesleyan University 1990 and received a Bachelor of Science 41 

degree in accounting.  I became a Certified Public Accountant in 1990 and am registered 42 

in Illinois. 43 

Q. Please describe your business experience. 44 
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A. My business experience with the Peoples Energy companies began in 1990.  I was hired 45 

as an internal auditor in the Internal Audit Department where I worked from 1990 to 46 

1993.  From 1993 to 1998, I performed accounting services in several departments.  I had 47 

a one year break in service with Peoples Energy from 1998 to 1999.  During that year, I 48 

worked as a full-charge accountant for a manufacturing company.  I returned to Peoples 49 

Energy in 1999 and since that time, my experience generally has involved duties and 50 

supervisory positions relating to accounting for employee benefits.  I have been in my 51 

current position as Manager of Benefits Accounting since May 2007. 52 

Q. What are your responsibilities as Manager of Benefits Accounting at IBS? 53 

A. My responsibilities include oversight for the accounting for the costs of the employee 54 

benefit plans, coordinating the forecasting done by the actuaries, and ensuring accounting 55 

and legal compliance of the employee benefit plans and trusts for Integrys and its 56 

subsidiaries. 57 

II. EMPLOYEE BENEFITS OPERATING COSTS 58 

Q. What is the current forecast of employee benefits operating costs for Peoples Gas for 59 

2012? 60 

A. The current forecast of employee benefits operating costs for Peoples Gas, for the 2012 61 

test year is $61,157,701, inclusive of Peoples Gas’ allocation of employee benefit costs 62 

from IBS.  This compares to $41,040,657 for the 2009 actual year.  This is an increase of 63 

$20,117,044 over a three-year period. 64 

Q. Please describe the various categories of employee benefits that are presented on PGL 65 

Ex. 11.1. 66 
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A. PGL Ex. 11.1 identifies the following eight categories of employee benefits:  group 67 

insurance – active; post-retirement welfare; post-employment benefits; pension plan; 68 

savings and investment plan; other welfare and social benefits; capitalized pensions and 69 

benefits; and IBS-billed benefits. 70 

Group insurance – active includes the cost of medical, dental, and life insurance 71 

for active employees.  Post-retirement welfare includes the cost of benefits calculated in 72 

accordance with Statement of Financial Accounting Standard (“FAS”) No. 106 of the 73 

Financial Accounting Standards Board; beginning with 2010, such costs also include an 74 

amortization authorized by the Illinois Commerce Commission (the “Commission” or 75 

“ICC”) in ICC Docket Nos. 09-0166/09-0167 (cons.) (“2009 Rate Case”).  Post-76 

employment benefits include costs for long-term disability calculated in accordance with 77 

FAS No. 112 as well as premiums for fully insured long-term disability insurance.  Costs 78 

for the defined benefit retirement benefits, as calculated in accordance with FAS Nos. 87 79 

and 88, are identified as pension plan; such costs also include an amortization authorized 80 

by the Commission in the 2009 Rate Case.  Savings and investment plan includes the cost 81 

of Peoples Gas’ defined contribution retirement plans.  Other welfare and social benefits 82 

contains miscellaneous employee benefit costs.  Capitalized pensions and benefits 83 

represent those employee benefit costs that were capitalized.  IBS-billed benefits 84 

identifies the amount of employee benefit costs for IBS employees that was 85 

allocated/billed to Peoples Gas. 86 

Q. Please explain significant cost increases in categories of employee benefits on PGL Ex. 87 

11.1 between 2009 and 2012. 88 
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A. Four of the eight categories of employee benefits are primarily contributing to the $20.1 89 

million increase between 2009 and 2012.  Those four categories include pension plan, 90 

post-retirement welfare, group insurance – active, and IBS-billed benefits.  Detailed 91 

explanations follow. 92 

A. Pension Plan 93 

Q. Please describe the development of the pension plan cost shown on line 15 of PGL 94 

Ex. 11.1. 95 

A. Pension plan cost is determined for each plan using actuarial analysis, which is performed 96 

in accordance with FAS Nos. 87 and 88.   Peoples Gas follows U.S. Generally Accepted 97 

Accounting Principles (“GAAP”) for its financial statements.  Under the provisions of 98 

GAAP, FAS Nos. 87 and 88 describe the methodologies and assumptions used to 99 

calculate and account for pension expense.  An annual determination of the pension 100 

expense for the year is required under GAAP.  This expense is determined by the 101 

independent actuary, Towers Watson, each year based upon its review of: employee 102 

census data; current plan provisions; plan asset performance; and certain other actuarial 103 

assumptions. 104 

Peoples Gas’ actuary performs the calculations required by FAS Nos. 87 and 88 105 

annually to determine Peoples Gas’ pension expense.  In order to calculate the plan’s 106 

total benefit obligation and annual pension expense, the actuary uses a number of 107 

assumptions including: expected return on plan assets; mortality tables; retirement rates 108 

for Peoples Gas; anticipated salary increases; and a discount rate.  Integrys management, 109 

as well as Peoples Gas’ external auditor, Deloitte & Touche, LLP, reviews these actuarial 110 

assumptions to ensure consistency with GAAP. 111 
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Total pension costs shown on line 15 of PGL Ex. 11.1., including amounts 112 

actuarially calculated and Commission authorized, were $16,104,298 in 2009 and 113 

$20,971,594 in 2012.  This is an increase of $4,867,296. 114 

The four components of the actuarially calculated FAS No. 87 pension expense 115 

are: service cost; interest cost; expected return on plan assets; and amortization of gains 116 

and losses.  The pension plan cost calculated by the actuary was $16,104,298 in 2009 and 117 

is projected to be $16,263,971 in 2012.  This is an increase of $159,673. 118 

Beginning in 2010, pension plan cost also includes an amortization of $4,707,623 119 

per year as authorized by the Commission in the 2009 Rate Case for actuarial losses 120 

incurred prior to the merger of Peoples Energy Corporation with WPS Resources 121 

Corporation.  This amortization represents an increase of $4,707,623 for 2012 compared 122 

to 2009. 123 

The key actuarial assumptions used in the pension plan expense projection by 124 

Towers Watson include: 125 

a. 6.15% discount rate; 126 

b. 8.25% return on assets; 127 

c. RP2000 Combined Mortality Table Projected to 2015. 128 

Q. Why did pension plan cost increase $4,867,296 as shown on line 15 of PGL Ex. 11.1? 129 

A. Pension plan cost between 2009 and 2012 increased as a result of changes to various 130 

actuarial assumptions – discount rate; assumed return on assets assumption, more current 131 

mortality rates, and retirement rates that more accurately reflect actual experience.  The 132 

discount rate of used for 2009 was 6.45% based on economic data as of December 31, 133 

2008; the discount rate used for estimating 2012 costs was 6.15% based on economic 134 
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data as of December 31, 2009.  As a result of changes in the investment array for the 135 

pension assets, the assumed rate of return was reduced from 8.50% to 8.25% beginning in 136 

2011.  In addition, 2012 costs continue to be impacted by market losses that occurred in 137 

2008.  These losses are smoothed in over a five-year period. 138 

B. Post-Retirement Welfare 139 

Q. Please describe the development of the post-retirement welfare cost shown on line 6 of 140 

PGL Ex. 11.1. 141 

A. The expense for post-retirement benefits, also referred to as other post-employment 142 

benefits or “OPEB”, is determined using actuarial analysis, which is performed in 143 

accordance with FAS No. 106.  As stated above, Peoples Gas follows GAAP for its 144 

financial statements.  Under the provisions of GAAP, FAS No. 106 describes the 145 

methodologies and assumptions used to calculate and account for post-retirement welfare 146 

expense. 147 

FAS No. 106 requires an annual determination of the post-retirement welfare 148 

expense for the year.  This expense is determined by the actuary each year based upon 149 

their review of: employee census data; current plan provisions; plan asset performance; 150 

and certain other actuarial assumptions. 151 

The actuary performs the calculations required by this accounting standard 152 

annually to determine Peoples Gas’ FAS No. 106 expense.  In order to calculate the 153 

plan’s total benefit obligation and annual expense, the actuary uses a number of 154 

assumptions including: health care inflation trend rates; mortality tables; retirement rates 155 

for Peoples Gas; actual retiree health care claims experience specific to Peoples Gas; and 156 
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a discount rate.  Integrys management, as well as Peoples Gas’ external auditor, Deloitte 157 

& Touche, LLP, reviews these actuarial assumptions to ensure consistency with GAAP. 158 

Total post-retirement welfare costs shown on line 6 of PGL Ex. 11.1., including 159 

amounts actuarially calculated and Commission authorized, were $13,977,919 in 2009 160 

and $20,867,931 in 2012.  This is an increase of $6,890,012. 161 

There are four components of the FAS No. 106 expense: service cost; interest 162 

cost; expected return on plan assets; and amortization of gains and losses.  The FAS No. 163 

106 cost calculated by the actuary was $13,977,919 in 2009 and is projected to be 164 

$17,183,201 in 2012.  This is an increase of $3,205,282. 165 

Beginning in 2010, post-retirement welfare cost also includes an amortization of 166 

$3,684,730 per year as authorized by the Commission in the 2009 Rate Case for actuarial 167 

losses incurred prior to the merger of Peoples Energy Corporation and WPS Resources 168 

Corporation.  This amortization represents an increase of $3,684,730 for 2012 compared 169 

to 2009. 170 

The key actuarial assumptions used in the FAS No. 106 expense projection by 171 

Towers Watson include: 172 

a. 5.80% discount rate; 173 

b. 8.25% return on assets; 174 

c. 8% medical inflation rate trending down to 5% in 2016 for those under 175 

age 65, and 8.5% trending down to 5.5% in 2016 for those over age 65; 176 

and 177 

d. RP2000 Combined Mortality Table Projected to 2015. 178 

Q. Why did OPEB cost increase $6,890,012 as shown on line 6 of PGL Ex. 11.1? 179 
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A. OPEB cost between 2009 and 2012 increased as a result of actual experience as well as 180 

changes to various actuarial assumptions – discount rate; assumed return on assets 181 

assumption, medical trend rates, and retirement rates that more accurately reflect actual 182 

experience.  The discount rate of used for 2009 was 6.45% based on economic data as of 183 

December 31, 2008; the discount rate used for estimating 2012 costs was 5.80% based on 184 

economic data as of December 31, 2009.  As a result of changes in the investment array 185 

for the OPEB plan assets, the assumed rate of return was reduced from 8.50% to 8.25% 186 

beginning in 2011.  OPEB costs were also negatively impacted by Federal Health Care 187 

Reform.  In addition, 2012 costs continue to be impacted by market losses that occurred 188 

in 2008.  These losses are smoothed in over a five-year period.  The impact of Peoples 189 

Gas making contributions to the OPEB plan has somewhat mitigated the impact of these 190 

increases. 191 

Q. What contributions has Peoples Gas made to the OPEB plan? 192 

A. Peoples Gas made $17.8 million in contributions to the OPEB plan in 2009 from 193 

internally generated sources.  This contribution reduced OPEB expense beginning in 194 

2010 by about $1.5 million.  Peoples Gas also contributed $18.7 million from internally 195 

generated sources to the OPEB plan in 2010.  This contribution reduced OPEB plan cost 196 

beginning in 2011 by about $1.6 million. 197 

C. Group Insurance – Active 198 

Q. Please describe the development of the costs for group insurance – active shown on line 4 199 

of PGL Ex. 11.1. 200 

A. The amounts recorded for the 2009 historical year represent the actual costs incurred by 201 

Peoples Gas for providing dental (line 1), medical (line 2), and life (line 3) insurance 202 
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benefits to its active employees.  The medical and dental coverage is self-insured while 203 

the life insurance is fully-insured. 204 

Peoples Gas uses its actuary to develop premium rates for its self-insured medical 205 

and dental benefits.  The actuary develops premium rates for each group of employees 206 

with different benefit designs.  For Peoples Gas, there is a premium rate developed for 207 

the administrative (non-union) employees and a separate premium rate developed for the 208 

union employees of Peoples Gas and its sister utility, North Shore Gas Company.  209 

Separate medical and dental rates are calculated by the actuary. 210 

The projection for 2011 was developed using the premium rates developed by the 211 

actuary for purposes of determining employee cost sharing for the 2011.  The employer 212 

share of the cost for 2011 was then calculated on a per full-time equivalent (“FTE”) basis 213 

for both the union and the non-union groups.  The FTE rate for 2011 was then inflated by 214 

8% (medical) and 5% (dental) to arrive at the projected FTE rate for 2012.  The inflation 215 

rates are recommended by the actuary based on current trends.  The FTE rate for each 216 

year is entered into a forecasting software application called Cognos and is applied to the 217 

budgeted FTEs for each year to determine the annual cost. 218 

Projected life insurance cost projections for 2011 are based on current fully-219 

insured rates applied to projected salaries.  For 2012, the fully-insured rates were 220 

assumed to increase by 5% as the current pricing agreement will need to be renegotiated.  221 

The rates were increased from $0.095 per $1,000 of coverage to $0.10 per $1,000 of 222 

coverage. 223 

Group insurance benefits for active employees shown on line 4 of PGL Ex. 11.1 224 

were $8,942,543 for 2009 compared to $10,786,924 for 2012.  This is an increase of 225 
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$1,844,381.  Amounts for 2011 and 2012 include the effects of mandates required by 226 

Federal Health Care Reform for active employees. 227 

D. IBS-Billed Benefits 228 

Q. How were IBS employee benefit cost projections calculated? 229 

A. IBS employee cost projections relied on the same assumptions, actuarial analyses, and 230 

methodologies used for Peoples Gas employee benefit costs, as described in this 231 

testimony.  Detail regarding the IBS employee benefit costs is shown on PGL Ex. 11.2. 232 

Q. Please describe the development of the IBS-Billed Benefits shown on line 39 of PGL 233 

Ex. 11.1. 234 

A. As described above, the same categories of benefits are budgeted for IBS as for Peoples 235 

Gas.  Projections for IBS employee benefit costs are entered into Cognos.  Those costs 236 

are then allocated/billed out to the various affiliates.  The amount of projected IBS-Billed 237 

Benefits allocated/billed out to Peoples Gas for 2012 is $12,137,555.  This compares to 238 

$9,732,149 of IBS-Billed Benefits to Peoples Gas in 2009; an increase of $2,405,406. 239 

Q. What are the primary drivers behind the increase in benefit costs for IBS employees? 240 

A. As shown on line 44 of PGL Ex. 11.2, Employee Benefit Costs for IBS employees was 241 

$28,123,102 in 2009 compared to $30,922,850 in 2012; an increase of $2,799,748. 242 

Pension plan costs (line 20 of PGL Ex. 11.2) and post-retirement welfare costs 243 

(line 9 of PGL Ex. 11.2) are determined by actuarial analyses and accounted for 244 

$1,525,078 of the increase.  These increases were primarily related to the changes in 245 

actuarial assumptions already discussed for Peoples Gas - discount rate, assumed return 246 

on assets, retirement rates, etc.  Costs in 2009 were based on a discount rate of 6.45% 247 
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while projections for 2012 are based on a discount rate of 6.15% for pensions and 5.96% 248 

for post-retirement welfare. 249 

Savings and Investment Plan costs shown on line 26 of PGL Ex. 11.2 increased 250 

$1,244,162 in 2012 compared to 2009.  This increase is primarily the result of changes to 251 

the pension plan benefit design made in 2008.  Employees hired after April 1, 2008 are 252 

not eligible for pension benefits.  Instead, they receive an annual contribution to the 253 

defined contribution plan. 254 

III. ADDITIONS TO RATE BASE 255 

Q. What additions to rate base are you addressing in your testimony? 256 

A. I am addressing one addition to rate base, Peoples Gas’ pension asset, which is reflected 257 

in Schedule B-1.2, Retirement Benefits, Net, included in PGL Ex. 7.1 attached to the 258 

Direct Testimony of Mr. Hengtgen (PGL Ex. 7.0) 259 

Q. Please describe Schedule B-1.2, Retirement Benefits, Net, included in PGL Ex. 7.1 260 

attached to the Direct Testimony of Mr. Hengtgen (PGL Ex. 7.0). 261 

A. This schedule details the average balances for Peoples Gas’ gross pension asset net of its 262 

gross welfare liability.  The amounts in column B represent the projected balances at 263 

December 31, 2011 and the amounts in Column C represent the projected balances as 264 

December 31, 2012.  The amounts shown on line 26, column B ($40,205,000) and on 265 

line 26, column C ($20,182,000) are shown on line 7, columns D and E of Schedule B-1 266 

(also included in PGL Ex. 7.1).  Deferred taxes associated with the pension asset and the 267 

welfare liability are not deducted from these amounts and are shown separately as a 268 

component of the amounts in line 10, Accumulated Deferred Income Taxes. 269 
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Q. Why has Peoples Gas included the pension asset of $119,101,000 in its proposed rate 270 

base? 271 

A. The pension asset reflects investments made by Peoples Gas in a pension trust in 272 

compliance with its obligations under its defined benefit pension plans and in accordance 273 

with FAS Nos. 87, 106 and 158 of the Financial Accounting Standards Board.  Peoples 274 

Gas acknowledges that the Commission ruled that its pension asset should not be 275 

included in rate base its last two general rate cases (ICC Docket Nos. 07-0242 and the 276 

2009 Rate Case), and that the Commission also did not permit Commonwealth Edison 277 

Company (“ComEd”) to include its pension asset in rate base in ICC Docket 278 

Nos. 05-0597 and 07-0566 but did allow ComEd to recover a debt rate of return on its 279 

2005 pension contribution (later affirmed by the Illinois Appellate Court).  Peoples Gas 280 

believes that inclusion of its pension asset in rate base is warranted and therefore is 281 

proposing inclusion in this proceeding.  Peoples Gas has a pending appeal on this issue in 282 

the appeals from the Orders in its last two general rate cases.  In order to preserve its 283 

rights in light of these pending proceedings, Peoples Gas proposes that its pension asset 284 

be included in rate base. 285 

Q. Why should Peoples Gas’ pension asset be included in rate base? 286 

A. Peoples Gas’ prepaid pension asset results from the interaction of pension expense and 287 

funding.  To the extent a pension asset exists, the source of such asset is investor-supplied 288 

funds and, accordingly, is entitled to a return.  Ratepayers benefit from the pension asset 289 

by way of a reduced or negative pension expense and it is only appropriate for the source 290 

of the pension asset to receive a fair return on their funds.  It would likewise be 291 

appropriate to reduce rate base when an accrued pension liability exists.  Consistency also 292 
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dictates that any OPEB liability, representing the excess of the liability for post-293 

retirement benefits over the assets that exist for such purpose, be deducted from rate base. 294 

Both the pension plan and OPEB represent obligations of Peoples Gas for future 295 

payments to retirees.  The expense each year is determined under GAAP and includes an 296 

appropriate allocation of the amount of the obligation attributable to the current year.  297 

The resulting asset or liability should be treated consistently in the ratemaking process. 298 

Q. Does this conclude your direct testimony? 299 

A. Yes. 300 


