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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Introduction  2 

Q. Please state your name.  3 

A. My name is James F. Schott.  4 

Q. Are you the same James F. Schott who submitted direct testimony on behalf of each of 5 

North Shore Gas Company (“North Shore”) and The Peoples Gas Light and Coke 6 

Company (“Peoples Gas”) (together, the “Utilities”) in these consolidated Dockets?  7 

A. Yes. 8 

Q. On whose behalf are you offering this rebuttal testimony? 9 

A. I am offering this rebuttal testimony on behalf of North Shore and Peoples Gas. 10 

B.  Purpose of Testimony 11 

Q. What are the purposes of your rebuttal testimony? 12 

A. The primary purposes of my rebuttal testimony are: 13 

 at a high level, to contrast Peoples Gas’ and North Shore’s increasing costs of service 14 

as natural gas local distribution companies, which have led the Utilities to propose 15 

rate increases to go into effect in 2012, versus the proposals of Illinois Commerce 16 

Commission (the “Commission” or “ICC”) Staff (“Staff”) and the “Governmental and 17 

Consumer” intervenors (“GCI”)1 to (1) disallow the vast majority of Peoples Gas’ 18 

requested 2012 rate increase and (2) disallow the vast majority of North Shore’s 19 

requested 2012 rate increase or even to require a North Shore rate decrease; 20 

                                                 
1  GCI is comprised of the Illinois Attorney General’s Office (the “AG”), the Citizens Utility Board (“CUB”), and 
the City of Chicago (the “City”). 
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 to discuss the Utilities’ capital investments in light of (1) the availability of increased 21 

“bonus depreciation” amounts and (2) GCI’s proposed adjustment to Peoples Gas’ 22 

forecasted costs of accelerated replacement of cast and ductile iron gas mains under 23 

the Accelerated Main Replacement Program; 24 

 to identify the other witnesses providing rebuttal testimony on behalf of the Utilities 25 

and to summarize briefly the subjects on which they are testifying; 26 

 with respect to the Utilities’ proposal to make their pilot decoupling rider, 27 

Rider VBA, Volume Balancing Adjustment (“Rider VBA”), a permanent rider, to 28 

note Staff’s support for making the rider permanent and to respond to GCI’s 29 

opposition to the rider; and 30 

 to respond to the proposal of Interstate Gas Supply of Illinois, Inc. (“IGS”) that the 31 

Utilities should be required to adopt a purchase of receivables (“POR”) program. 32 

C. Summary of Conclusions 33 

Q. Please summarize the conclusions of your rebuttal testimony regarding the contrast 34 

between Peoples Gas’ and North Shore’s increasing costs of service as natural gas local 35 

distribution companies, which have led the Utilities to proposes rate increases to go into 36 

effect in 2012, versus the proposals of Staff to (1) disallow the vast majority of Peoples 37 

Gas’ requested 2012 rate increase and (2) disallow the vast majority of North Shore’s 38 

requested 2012 rate increase or even to require a North Shore rate decrease. 39 

A. Staff’s and GCI’s proposals are unrealistic and will lead to the Utilities falling far short of 40 

recovering their real costs of providing reliable, adequate, and safe service.  The Utilities 41 

have not recovered fully their actual costs of service after implementing the rate increases 42 

approved in their 2007 and 2009 rate cases, yet Staff and GCI once again propose 43 
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adjustments that only will perpetuate that same result.  Denying utilities recovery of 44 

substantial portions of their costs of service is not sustainable, and it is not in customers’ 45 

interests over the long term, because it tends to drive up the utilities’ costs of capital and 46 

to leave them with less financial resources than they need to make useful investments in 47 

their systems and to maintain reliable, adequate, and safe service. 48 

Q. Please summarize your conclusions regarding the Utilities’ additional capital spending in 49 

light of the availability of increased “bonus depreciation” amounts. 50 

A. In light of the availability of increased “bonus depreciation” amounts, Peoples Gas is 51 

increasing its capital expenditures by $10,300,000 in 2011 and $56,800,000 in 2012, and 52 

North Shore is increasing its capital expenditures by $5,000,000 in 2011 and $13,200,000 53 

in 2012, as indicated in prior discovery responses of the Utilities.  The Utilities’ capital 54 

investments are discussed further in the rebuttal testimony of John Hengtgen (NS-PGL 55 

Ex. 23.0), Edward Doerk (NS-PGL Ex. 24.0), and Thomas Puracchio (NS-PGL 56 

Ex. 33.0). 57 

Q. Please summarize your response to GCI’s proposed adjustment to Peoples Gas’ 58 

forecasted costs of accelerated replacement of cast and ductile iron gas mains. 59 

A. GCI’s proposed adjustment to Peoples Gas’ forecasted costs of accelerated replacement 60 

of cast and ductile iron gas mains is unjustified and should not be adopted, as discussed 61 

in the rebuttal testimony of Mr. Doerk.  In addition, GCI’s suggestion, that Peoples Gas 62 

would be made whole through its Rider ICR, Infrastructure Cost Recovery (“Rider ICR”) 63 

if the utility does make the investments in main replacement that GCI would remove 64 

from rate base, is incorrect, as discussed in the rebuttal testimony of Valerie Grace 65 

(NS-PGL Ex. 28.0).  66 
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Q. With respect to the Utilities’ proposal to make their pilot decoupling rider, Rider VBA, a 67 

permanent rider, please summarize your conclusions regarding why making Rider VBA 68 

permanent is appropriate. 69 

A. Rider VBA properly and fairly addresses the long-term decline and highly variable 70 

patterns in usage per customer (due to many factors, including increased conservation, 71 

energy efficiency, weather, and prices) that can result in under- or over-recovery of the 72 

Utilities’ fixed costs recovered through the applicable volumetric charges.  Rider VBA 73 

benefits customers as well as the Utilities by assuring more accurate cost recovery.  74 

Rider VBA is a pilot, but it has been in place for several years, it has a proven track 75 

record, the past claims that its design was one-sided have proven false, and it should be 76 

made permanent.  Staff agrees that Rider VBA should be made permanent, although Staff 77 

also proposes some revisions to the rider that are addressed in the rebuttal testimony of 78 

Ms. Grace.  GCI’s opposition to the rider is misconceived and unwarranted. 79 

Q. Please summarize your conclusions regarding IGS’ proposal that the Utilities should be 80 

required to adopt a purchase of receivables program and should recover administrative 81 

costs of the POR program from all customers. 82 

A. The Utilities oppose IGS’ proposal to require them to provide a POR program related to 83 

residential account receivables of certified alternate suppliers.  The General Assembly 84 

chose not to extend a POR program requirement to natural gas utilities.  The Utilities are 85 

not in the business of offering purchase of receivables service to third parties, and they do 86 

not wish to offer this service.  Furthermore, the IGS proposal inappropriately shifts risks 87 

from alternate gas suppliers to the Utilities and the Utilities’ customers, and 88 

inappropriately interferes with the relationship between the Utilities and the Utilities’ 89 
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customers, while apparently not fully compensating the Utilities for the shift in risks and 90 

additional burdens and costs.  The IGS proposal also is discussed in the rebuttal 91 

testimony of John McKendry (NS-PGL Ex.  31.0). 92 

II. NORTH SHORE’S AND PEOPLES GAS’ NEED FOR COST RECOVERY   93 

A. Overview of the Contrasts Between the Utilities’ Costs of  94 
Service and Staff’s and GCI’s Cost Recovery Proposals 95 

1. Overall Lack of Realism 96 

Q. What is Peoples Gas’ revised cost under-recovery (revenue deficiency) under its existing 97 

rates, as of the 2012 test year, as presented in the rebuttal testimony of Ms. Moy? 98 

A. Peoples Gas’ revised cost under-recovery (revenue deficiency) under its existing rates, as 99 

of the 2012 test year,  is $113,274,000, as presented in the rebuttal testimony of Ms. Moy. 100 

Q. What is North Shore’s revised cost under-recovery (revenue deficiency) under its existing 101 

rates, as of the 2012 test year, as presented in the rebuttal testimony of Ms. Moy? 102 

A. North Shore’s revised cost under-recovery (revenue deficiency) under its existing rates, 103 

as of the 2012 test year, is $8,539,000, as presented in the rebuttal testimony of Ms. Moy. 104 

Q. Overall, how well do Staff’s proposed rate increase for Peoples Gas and proposed rate 105 

decrease for North Shore compare with the cost realities facing the Utilities? 106 

A. Staff proposes a base rate increase for Peoples Gas of $45,918,000, or $47,711,000 107 

including increases in fees outside of base rate charges.  Staff proposes a base rate 108 

decrease for North Shore of $480,000, or $346,000 including increases in fees outside of 109 

base rate charges.  (See the direct testimony of Staff witness Kahle, Staff Ex. 1.0.)  Staff’s 110 

proposals compare poorly with the cost realities facing the Utilities, given the cost 111 

under-recoveries shown by the Utilities’ evidence. 112 
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My direct testimony discussed the increases in the Utilities’ costs of service, and 113 

the drivers of those increases, which were supported in detail by the direct testimony of 114 

other of the Utilities’ witnesses.  The information on the increases and their drivers is 115 

updated below.  In brief, as I noted in my direct testimony for each utility, and it remains 116 

the case, the Utilities’ “existing distribution rates are insufficient largely because they do 117 

not reflect [their] real costs of financial and human capital.” 118 

Staff’s proposed rate increase for Peoples Gas would cover only a fraction of the 119 

cost increases faced by Peoples Gas, and Staff’s proposed rate decrease for North Shore 120 

would cover none, as discussed below and as shown in more detail by the rebuttal 121 

testimony of other of the Utilities’ witnesses.  Most notably, Staff’s proposals go directly 122 

against the real costs of financial capital faced by the Utilities.  For each utility, Staff’s 123 

largest adjustment by far is to reduce the utility’s allowed cost of capital far below its real 124 

cost of capital.  Staff’s proposed rate of return on common equity (“ROE”) for both 125 

utilities, 8.75%, would be 148 basis points below the 10.23% level approved for Peoples 126 

Gas in its 2009 rate case, and 158 basis points below the 10.33% level approved for 127 

North Shore in its 2009 rate case.  Staff’s proposed ROE appears to be lower than any 128 

ROE approved by the Commission in any natural gas rate case since at least 1972.  129 

According to the Commission’s March 2011 Rate Case Histories document on its web 130 

site, which shows gas rate case figures for 1972 to the date of the document, over the last 131 

40 years the Commission has approved no ROE lower than 9.19%.  Staff’s ROE proposal 132 

also is inconsistent with orders of public utility commissions in other States over the last 133 

five and 20 years, as discussed in the rebuttal testimony of Steven Fetter (NS-PGL Ex. 134 

20.0).  Those decisions are not just informational data points.  The Utilities must compete 135 
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in the capital markets with utilities in other States, and credit agencies increasingly rely 136 

on the regulatory environment when gauging a utility’s risk, as reflected in Mr. Fetter’s 137 

testimony.  In contrast, the rebuttal testimony of Paul Moul (NS-PGL Ex. 19.0) provides 138 

an updated ROE figure of 10.85% for the Utilities.  Staff also proposes to dilute the 139 

capital structure that was approved for the Utilities by the Commission in their 2007 and 140 

2009 rate cases.  The subject of the Utilities’ cost of capital is addressed in the respective 141 

rebuttal testimony of Lisa Gast (NS-PGL Ex. 18.0), Mr. Moul, and Mr. Fetter. 142 

Staff’s second biggest group of adjustments for each utility diminishes the 143 

recovery of costs of human capital.  Staff seeks to reduce the recovery of the total 144 

compensation paid by the Utilities, even though it is not disputed that the total levels are 145 

prudent and reasonable, and despite the changes that have been made in the plan metrics 146 

to meet the Commission’s cost recovery standards, as discussed in the direct and rebuttal 147 

testimony of Noreen Cleary, by disallowing nearly all of the incentive compensation 148 

costs included in those totals.  Staff’s proposed incentive compensation disallowances are 149 

not warranted, as discussed in the rebuttal testimony of Ms. Cleary (NS-PGL Ex. 25.0). 150 

 In formulating its positions, Staff seems to have ignored that the rate increases 151 

approved in the Utilities’ 2007 and 2009 rate cases have been shown to fall short of 152 

allowing the Utilities to recover fully their real costs of service, including their approved 153 

rates of return on common equity.  As reflected in the direct testimony of Ms. Gast, 154 

notwithstanding the rate increases approved in North Shore’s and Peoples Gas’ 2007 and 155 

2009 rate cases, the Utilities have not recovered fully their costs of service.  Peoples Gas’ 156 

actual earned rate of return on common equity has remained significantly below the 157 

levels approved by the Commission, and that ignores the Utilities’ pending appeals of 158 
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certain of the approved adjustments to their ROEs as being double-counted.  North 159 

Shore’s actual earned rate of return on common equity also has remained below the levels 160 

approved by the Commission, even setting aside the pending appeals, although the 161 

forecasted rate of return on common equity in 2011 is close to the level approved in the 162 

2009 case, before falling much farther short again in 2012.  The situations would only 163 

have been worse had Staff’s proposals been adopted in the 2009 cases, because Staff 164 

proposed a rate increase approximately $16.5 million below the Order-approved amount 165 

as to Peoples Gas and approximately $1.7 million below as to North Shore.  (Compare 166 

the 2009 cases Order with the 2009 cases Staff Initial Brief, Appendix A, p. 1, and 167 

Appendix B, p. 1.)  Staff’s proposals in the instant Dockets would perpetuate the 168 

approval of rate increases that fall far short of revenue deficiencies, as indicated above.  169 

That is poor regulatory policy and it is not sustainable over time, because it leads to 170 

increased costs of capital, and denies the utility the stable cost recovery it needs to remain 171 

a provider of safe, adequate, and reliable service, over time. 172 

Q. Overall, how well do GCI’s proposed rate increase for Peoples Gas and proposed rate 173 

increase or decrease for North Shore, as presented in GCI’s June 22, 2011, errata, 174 

compare with the cost realities facing the Utilities? 175 

A. As I understand it, GCI proposes (see the corrected direct testimony of GCI witness 176 

Morgan, GCI Ex. 1.0) as follows: 177 

 GCI proposes a base rate increase for Peoples Gas of at most $35,954,285, 178 

or $37,216,760 including increases in fees outside of base rate charges, if 179 

the approved ROE is 9.16%, the top end of GCI’s proposed ROE range, 180 

and as low as $14,928,963 including those fees, if the approved ROE is 181 
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7.22%, the low end of GCI’s proposed ROE range.  The midpoint (simple 182 

average) of the two dollar figures including the non-base rate increases is a 183 

rate increase of $26,072,862. 184 

 GCI proposes a base rate increase for North Shore of at most $2,351,715, 185 

or $2,400,500 including increases in fees outside of base rate charges, if 186 

the approved ROE is 9.16%, and as low as a decrease of $800,301 187 

including those fees, if the approved ROE is 7.22%.  The midpoint of the 188 

dollar figures including the non-base rate increases is a rate increase of 189 

$800,099. 190 

GCI’s proposals suffer from the same fundamental flaws that are discussed above 191 

as to Staff’s proposals, but GCI’s even more severe aggregate proposed cost recovery 192 

disallowances, which also include a very large reduction in Peoples Gas’ forecasted costs 193 

of accelerated main replacement, deviate even farther from the cost realities facing the 194 

Utilities, and, if adopted, would have even worse results, sooner. 195 

Also, GCI, too, seems to have ignored that the rate increases approved in the 196 

Utilities’ 2007 and 2009 rate cases have been shown to fall short of allowing the Utilities 197 

to recover fully their real costs of service.  The situations would have been even worse 198 

had AG-CUB’s proposals been adopted in the 2009 cases, because AG-CUB proposed a 199 

rate increase approximately $24.4 million below the Order-approved amount as to 200 

Peoples Gas and approximately $2.9 million below as to North Shore.  (Compare the 201 

2009 cases Order with 2009 cases AG-CUB Exs. 4.1, Sched. A, and 4.2, Sched. A.) 202 

Q. Have the Utilities supplied information and materials to Staff and intervenors in addition 203 

to their evidence in support of their proposed rate increases? 204 
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A. Yes.  The Utilities complied with the Commission’s filing requirements.  In addition, as 205 

of July 7, 2011, the Utilities had answered 100% of the 1,379 Staff and intervenor data 206 

requests (that the number not counting subparts) due through that date, as well as 207 

providing several requested monthly updates.   208 

2. Peoples Gas’ Costs Versus Staff’s and GCI’s Proposals 209 

Q. In your direct testimony for Peoples Gas, you discussed and presented charts regarding 210 

the drivers of the utility’s increased costs of service.  Has Peoples Gas prepared an 211 

updated summary of the drivers of its increased costs of service reflecting its rebuttal 212 

figures? 213 

A. Yes.  I refer to the pie chart below, which graphically describes the updated changes in 214 

our costs versus the cost levels approved in Peoples Gas’ 2009 rate case. 215 

 216 

Q. With respect to the discussion of drivers of the increased costs of service in your direct 217 

testimony, what updates do you wish to note? 218 

A. The nature of the six categories of spending remain the same, although the figures have 219 

been updated and revised.  The pension and benefits costs category has decreased 220 
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significantly based on the new outside actuarial report discussed in the rebuttal testimony 221 

of Christine Phillips (NS-PGL Ex. 27.0).  The reasons for the other changes in figures are 222 

discussed and reflected in the applicable portions of the respective rebuttal testimony of 223 

the many witnesses who support the components of the revenue requirement.      224 

3. North Shore’s Costs Versus Staff’s and GCI’s Proposals 225 

Q. In your direct testimony for North Shore, you discussed and presented charts regarding 226 

the drivers of the utility’s increased costs of service.  Has North Shore prepared an 227 

updated summary of the drivers of its increased costs of service reflecting its Rebuttal 228 

figures? 229 

A. Yes.  I refer to the pie chart below, which graphically describes the updated changes in 230 

our costs versus the cost levels approved in North Shore’s 2009 rate case. 231 

 232 

Q. With respect to the discussion of drivers of the increased costs of service in your direct 233 

testimony, what updates do you wish to note? 234 

A. The six categories of spending remain the same, except that the pensions and benefits 235 

costs category has been combined with the customer accounts and service and other 236 
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administrative and general category, and the figures have been updated and revised.  The 237 

pension and benefits costs category has decreased significantly based on the new outside 238 

actuarial report discussed in the rebuttal testimony of Ms. Phillips, and now is not a 239 

significant driver.  The reasons for the other changes in figures are discussed and 240 

reflected in the applicable portions of the respective rebuttal testimony of the many 241 

witnesses who support the components of the revenue requirement.      242 

B. Capital Investments 243 

Q. What is “bonus depreciation”? 244 

A. “Bonus depreciation” is an additional amount of deductible depreciation that is available 245 

above the level that normally would be available. 246 

Q. Is any bonus depreciation available to the Utilities? 247 

A. Yes.  As Utilities witness Ms. Gregor noted in each of her direct testimonies (and in the 248 

Schedules G-5 attached to each of her direct testimonies), certain bonus depreciation is 249 

available to the Utilities under the federal Tax Relief, Unemployment Insurance and Job 250 

Creation Act of 2010. 251 

Q. What are the Utilities’ capital spending plans in relation to their respective bonus 252 

depreciation amounts? 253 

A. Peoples Gas is increasing its capital expenditures by $10,300,000 in 2011 and 254 

$56,800,000 in 2012, and North Shore is increasing its capital expenditures by 255 

$5,000,000 in 2011 and $13,200,000 in 2012, as indicated in prior discovery responses of 256 
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the Utilities.2  The Utilities’ capital investments are discussed further in the rebuttal 257 

testimony of Mr. Hengtgen, Mr. Doerk, and Mr. Puracchio. 258 

Q. What is your understanding of GCI’s proposed adjustment to Peoples Gas’ forecasted 259 

costs of accelerated main replacement through the test year, 2012? 260 

A. My understanding is that GCI witness Mr. Effron is proposing to reduce these costs by 261 

$129,857,000, and, further, that he contends that, to the extent these costs are excluded 262 

from Peoples Gas’ rate base in the instant Dockets but Peoples Gas does in fact incur 263 

these costs through 2012, then Peoples Gas will recover “the revenue requirement effect” 264 

of these additions through Rider ICR.  (GCI Ex. 2.0 Corrected 6/16/11, 6:118-123) 265 

Q. Please set aside for the moment the merits of Mr. Effron’s proposed adjustment to 266 

Peoples Gas’ accelerated main replacement costs.   Is he correct that, to the extent these 267 

costs are excluded from Peoples Gas’s rate base in the instant Dockets but Peoples Gas 268 

does in fact incur these costs through 2012, then Peoples Gas will recover “the revenue 269 

requirement effect” of these additions through Rider ICR? 270 

A. No.  As discussed by Ms. Grace in her rebuttal testimony, Mr. Effron is operating under 271 

misconceptions regarding the mechanics of Rider ICR.  If the Commission does not allow 272 

these plant investment costs in rate base and these expenditures are incurred, Peoples Gas 273 

would not earn a return on or of these costs until the next full rate case. 274 

Q. Does Mr. Effron’s proposed adjustment to rate base for the Accelerated Main 275 

Replacement Program have merit? 276 

                                                 
2  See Peoples Gas’ and North Shore’s respective supplemental responses to Staff data request TEE 1.17.  
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A. No.  Mr. Effron correctly notes that the accelerated main replacement program spending 277 

in 2011 is not consistent with the budget prepared for this program in early 2010.  278 

However, Mr. Effron improperly bases his adjustment just on a small snapshot of time.  279 

Data from May 2011 indicates an increase of expenditures, which is expected to continue 280 

through 2012.  Please see the rebuttal testimony of Mr. Doerk (NS-PGL Ex. 24.0). 281 

Q. Please discuss the impact on the Peoples Gas’ financial position should the Commission 282 

adopt Mr. Effron’s adjustment. 283 

A. As discussed by Ms. Grace in her rebuttal testimony, Mr. Effron is operating under 284 

misconceptions regarding the mechanics of the Rider ICR.  Mr. Effron has ignored or 285 

misunderstood (1) the timing on when charges will begin to be made under Rider ICR; 286 

and (2) the limits on cost recovery in Rider ICR, including the reduced rate of return and 287 

the earnings cap.  (Not only that, but Mr. Effron also has ignored that AG/CUB has an 288 

appeal pending to the Appellate Court of Illinois in which they claim that the 289 

Commission’s approval of Rider ICR should be reversed.)  Thus, notwithstanding 290 

Rider ICR, if the Commission does not allow these plant investment costs in rate base in 291 

these Dockets and these expenditures are incurred during the period through and 292 

including 2012, Peoples Gas would not start to earn a return on or of these costs until new 293 

rates went into effect after its next full rate case, and Peoples Gas would never make up 294 

for the foregone return on or of these costs in the interim.  As a result, the return on and 295 

return of these costs would be borne fully by the shareholders in the interim.  At 296 

$129 million, the annual impact would be approximately $11 million or more than 100 297 

basis points off the company’s currently authorized rate of return every year until the 298 

implementation of rates after the next rate case.  That is simply a cost the company 299 
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cannot bear.  As a result, Peoples Gas would have to limit its capital expenditures to what 300 

the Commission allows, at least until the point at which the costs would start to be subject 301 

to the reduced cost recovery levels provided by Rider ICR.   302 

Q. What are the implications of Peoples Gas’ limiting capital expenditures on accelerated 303 

main replacement to what the Commission allows? 304 

A. Peoples Gas will have to significantly delay the accelerated main replacement program.  305 

That will result in fewer jobs, as well as a delay in the benefits of accelerating main 306 

replacement program outlined in the previous rate case. 307 

In addition, there are significant tax benefits at risk.  Under current law, bonus 308 

depreciation of 100% of 2011 capital expenditures is deductible for federal income tax 309 

purposes and bonus depreciation of 50% of 2012 capital expenditures are deductible for 310 

tax purposes.  This bonus depreciation results in a tremendous increase in deferred taxes.  311 

Because deferred taxes are a reduction in rate base, bonus tax depreciation results in a 312 

reduction in revenue requirements, meaning lower rates for customers.  If these capital 313 

expenditures are pushed to years without this bonus tax depreciation, customers will be 314 

harmed. 315 

C. Identification of Other Witnesses Providing Rebuttal Testimony 316 

Q. Please identify the witnesses presenting Rebuttal testimony on behalf of North Shore and 317 

Peoples Gas and the main topic or topics that each witness addresses. 318 

A. The following witnesses are providing Rebuttal testimony on behalf of North Shore and 319 

Peoples Gas: 320 

 Lisa J. Gast, Manager, Financial Planning and Analysis for Integrys Business 321 

Support, LLC (“IBS”) (NS-PGL Ex. 18.0), addresses Staff’s proposals to increase 322 
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the leverage and risk of North Shore’s and Peoples Gas’ capital structure by 323 

reducing equity, including short-term debt and increasing the amount of long-term 324 

debt, and to reduce the Utilities’ embedded costs of long-term debt, and Staff’s 325 

and GCI’s grossly understated proposed overall costs of capital for test year 2012 326 

expressed as rates of return on the Utilities’ rate bases. 327 

 Paul R. Moul, Managing Consultant, P. Moul & Associates (NS-PGL Ex. 19.0), ), 328 

addresses Staff's and GCI's serious under-estimation of the market cost of 329 

common equity for North Shore and Peoples Gas for test year 2012. 330 

 Steven M. Fetter, President, Regulation UnFettered (NS-PGL Ex. 20.0), former 331 

Group Head and Managing Director of Fitch, Inc.’s Global Power Group, and 332 

former Chair of the Michigan Public Service Commission, addresses from capital 333 

markets and regulatory policy perspectives the unrealistic recommendations of 334 

Staff and GCI for the Utilities' capital structure and returns on equity. 335 

 Christine M. Gregor, Director, Operations Accounting, North Shore and Peoples 336 

Gas (NS-PGL Ex. 21.0), discusses certain adjustments to the Utilities’ operating 337 

expenses, and a set of adjustments related to rate base, proposed by Staff and GCI 338 

in their respective direct testimony. 339 

 Sharon Moy, Rate Case Consultant, IBS (NS-PGL Ex. 22.0), responds to various 340 

adjustments to operating income (operating expense) proposed by Staff and GCI, 341 

provides certain updates, and presents the Utilities’ revised revenue deficiency 342 

(operating income) Schedules. 343 

 John Hengtgen, Consultant, Stafflogix Corporation (NS-PGL Ex. 23.0), responds 344 

to various adjustments Staff and GCI propose to rate base, including forecasted 345 



 

Docket Nos. 11-0280, 11-0281 Cons. Page 17 of 26 NS-PGL Ex. 17.0 

additions, gas in storage, and materials and supplies.  He also responds to the 346 

testimony of Staff and GCI regarding Cash Working Capital. 347 

 Edward Doerk, Vice President Gas Standardization, North Shore and Peoples Gas 348 

(NS-PGL Ex. 24.0), addresses adjustments made relating to forecasted additions 349 

to utility plant.  He also testifies regarding proposed disallowances related to 350 

employee headcount and capital expenditures forecast for the Accelerated Main 351 

Replacement Program.  Finally, he addresses the increase in capital expenditures 352 

resulting from the extension of incentives (bonus depreciation) as part of the 353 

American Recovery and Reinvestment Act of 2009. 354 

 Noreen E. Cleary, Assistant Vice President, Total Compensation, Integrys Energy 355 

Group, Inc. (NS-PGL Ex. 25.0), addresses Staff's and GCI's proposed 356 

disallowances in incentive compensation (executive, non-executive, and stock 357 

plans).  Ms. Cleary also addresses Staff's proposed reduction in the base wage 358 

increases.  (Ms. Cleary also is adopting the direct testimony on behalf of each of 359 

North Shore and Peoples Gas of her predecessor, James C. Hoover, who has 360 

retired.) 361 

 John P. Stabile, Tax Director, IBS (NS-PGL Ex. 26.0), addresses the risks 362 

associated with the tax accounting changes made by the Utilities.  He also testifies 363 

regarding the need of a deferred asset for the Net Operating Losses projected for 364 

the Utilities.  Finally, he addresses deferred tax issues related to Rider ICR. 365 

 Christine M. Phillips, Manager, Benefits Accounting, IBS (NS-PGL Ex. 27.0), 366 

provides updates based on annually updated calculations from the Utilities’ 367 

independent actuaries of pension and other post-employment benefits expenses 368 
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and assets and liabilities, and responds to Staff’s and GCI’s proposed adjustments 369 

relating to the Utilities’ pension assets. 370 

 Valerie H. Grace, Manager, Gas Regulatory Services, IBS (NS PGL Ex. 28.0), 371 

addresses testimony opposing making the decoupling mechanism permanent and 372 

Staff testimony on the relative merits of decoupling and straight fixed variable 373 

rate design; Staff’s proposed changes to the uncollectible expense riders and 374 

intervenor testimony inaccurately describing those riders’ operation; intervenor 375 

testimony incorrectly describing the operation of Peoples Gas’ infrastructure cost 376 

recovery rider; and intervenor rate design testimony advocating changes to 377 

residential rates and to the recovery of transportation administrative costs that are 378 

contrary to cost causation principles. 379 

 Joylyn C. Hoffman Malueg, Rate Case Consultant, IBS (NS-PGL Ex. 29.0), 380 

addresses Staff and intervenor testimony related to fixed costs in the cost of 381 

service studies. 382 

 Thomas Connery, Supervisor, Gas Supply Trading, IBS (NS-PGL Ex. 30.0), 383 

addresses Staff and intervenor testimony opposing changes to the large volume 384 

transportation programs to effectuate unbundling in a way that accommodates the 385 

capabilities of assets supporting the services. 386 

 John McKendry, Senior Leader, Gas Transportation Services, IBS (NS-PGL 387 

Ex. 31.0), addresses Staff and intervenor testimony on costs underlying certain 388 

transportation program administrative charges; intervenor proposals for a 389 

purchase of receivables tariff; and intervenor testimony to implement “super 390 

pooling” for the large volume transportation program. 391 
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 Kevin R. Kuse, Senior Load Forecaster, IBS (NS-PGL Ex. 32.0), addresses Staff's 392 

concerns regarding the impact that customers moving from non-heating to heating 393 

may have on the average use-per-customer of the heating group.  394 

 Thomas L. Puracchio, Manager Gas Storage, IBS (NS-PGL Ex. 33.0) (but 395 

testifying only on behalf of Peoples Gas), addresses certain recommendations 396 

made by Staff witness Mr. Seagle, including the disallowance of the proposed 397 

Manlove Field warehouse from rate base.  He also testifies regarding the increase 398 

in capital expenditures resulting from the extension of incentives (bonus 399 

depreciation) as part of the American Recovery and Reinvestment Act of 2009. 400 

III. RIDER VBA  401 

Q. In their filings, the Utilities proposed making pilot decoupling rider, Rider VBA, 402 

permanent.  What is your understanding of Staff’s position on that proposal? 403 

A. Staff witness Mr. Brightwell “recommend[s] that the Commission approve the 404 

Companies proposal to implement Rider VBA on a permanent basis.”  (Staff Ex. 6.0, 405 

1:21-22) 406 

Q. Does Staff propose any revisions to Rider VBA? 407 

A. Yes.  Those proposals are addressed in the rebuttal testimony of Ms. Grace. 408 

Q. What is your understanding of GCI’s position on the Utilities’ proposal to make 409 

Rider VBA permanent? 410 

A. GCI witness Dr. Dismukes urges the Commission to reject the Utilities’ proposal to make 411 

Rider VBA permanent.  (GCI Ex. 4.0, 3:51 – 4:89, et seq.). 412 

Q. What is your understanding of Dr. Dismukes’ grounds for opposing Rider VBA? 413 
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A. Dr. Dismukes lists seven “bullet points” on pages 3 to 4 of his testimony, none of which 414 

appears to be based on the actual charges / credits paid under Rider VBA to date.  415 

Rider VBA will have paid out to customers a net aggregate $22.9 million to Peoples Gas 416 

customers and a net aggregate $4.7 million to North Shore customers through August 417 

2011, as discussed in Ms. Grace’s rebuttal testimony. 418 

Although Dr. Dismukes’ opposition is broken into seven bullet points, his primary 419 

point seems to be that Rider VBA is not justified by its benefit of reducing the Utilities’ 420 

“throughput incentive” (in brief, a utility’s incentives to encourage natural gas 421 

consumption, and not to be supportive of conservation and energy efficiency, due to the 422 

allocation of some of the utility’s fixed costs to recovery through volumetric charges), 423 

and by the Utilities’ expenditures on promoting energy efficiency and their results.  He 424 

also claims that Rider VBA shifts revenue recovery risk from the Utilities to customers. 425 

Q. On what grounds did the Commission approve Rider VBA in the Utilities’ 2007 rate 426 

cases? 427 

A. The Commission’s Order at pages 150-153 in the 2007 rate cases explains in detail why 428 

the Commission approved Rider VBA as a pilot and rejected the objections to the rider 429 

(as well as addressing certain specifics of the rider).  Those pages speak for themselves. 430 

That being said, in brief, I believe it is clear that the Commission’s grounds for 431 

approving Rider VBA included the long-term decline and highly variable patterns in 432 

usage per customer (due to many factors, including increased conservation, energy 433 

efficiency, weather, and prices), and thus were not limited to aspects of the subject of 434 

energy efficiency, contrary to what appears to be the primary thrust of Dr. Dismukes’ 435 

testimony on this subject.  Utilities witness Mr. Borgard in his Direct testimony and 436 
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certain of its attachments in the 2007 cases showed the long-term decline and highly 437 

variable patterns in usage per customer due to those many factors that were hindering the 438 

accurate recovery of the Utilities’ fixed costs allocated to recovery through volumetric 439 

charges.  The Commission’s Order, when it turned to the merits of Rider VBA, 440 

accordingly began by stating: 441 

The record in this case persuades the Commission that Rider VBA 442 
is appropriate as it reflects the particulars of declining and variable 443 
customer usage patterns and the concomitant revenue recovery impacts for 444 
Peoples Gas and North Shore.  In our view, this evidence of usage patterns 445 
and margin recovery fluctuations calls for a regulatory response.  This, we 446 
note, is not a novel idea. 447 

2007 Cases Order, p. 150.  The Order then elaborated upon its reasons, which, again, 448 

included, but were not limited to, aspects of the subject of energy efficiency, including 449 

the Utilities’ then-proposed energy efficiency program (later entitled the Chicagoland 450 

Natural Gas Savings Program), which the Commission approved. 451 

Q. Does Rider VBA reduce the Utilities’ throughput incentive? 452 

A. Yes.  This is basically a mathematical proposition.  A substantial portion of the Utilities’ 453 

fixed costs are allocated to volumetric charges, as discussed in Ms. Grace’s direct and 454 

rebuttal testimony.  Thus, the Utilities, absent Rider VBA, inherently have a throughput 455 

incentive, i.e., an incentive to encourage natural gas consumption, and not to be 456 

supportive of conservation and energy efficiency. 457 

Q. Is the possibility that the Utilities could spend even more than they already do to promote 458 

energy efficiency a reason to reject making Rider VBA permanent? 459 

A. No.  The Utilities are actively promoting energy efficiency.  The Utilities complied fully 460 

with their spending obligations under the original Chicagoland Natural Gas Savings 461 
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Program, which spending levels were approved by the Commission in the 2007 cases.  462 

The Utilities now are implementing fully the Peoples Gas and North Shore Natural Gas 463 

Savings Programs, which have been designed to comply with the new statutory 464 

provisions in Section 8-104 of the Public Utilities Act for natural gas utility energy 465 

efficiency programs, and which programs were conditionally approved with certain 466 

modifications, subject to a compliance filing, by the Commission’s final Order of 467 

May 24, 2011, in ICC Docket No. 10-0564.  The Utilities made the required compliance 468 

filing on June 22, 2011. 469 

Q. If the Commission were not to approve making Rider VBA permanent, what approach 470 

should the Commission take with respect to rate design? 471 

A. If the Commission were not to approve making Rider VBA permanent, then the 472 

Commission should direct adoption of a straight fixed variable (“SFV”) approach to rate 473 

design for Service Classification No. 1, because it best aligns revenue recovery with the 474 

Utilities’ fixed costs, as discussed in the direct and rebuttal testimony of Ms. Grace.   475 

IV. IGS’ PROPOSAL TO REQUIRE THE UTILITIES TO OFFER A 476 
PURCHASE OF RECEIVABLES PROGRAM TO SUPPLIERS 477 

Q. Does IGS propose that the Commission should require the utilities to offer a purchase of 478 

receivables (“POR”) program to alternate suppliers? 479 

A. Yes.  IGS witness Mr. Parisi states in part: “Peoples and North Shore should implement a 480 

residential purchase of receivables program that would require the utilities to purchase 481 

the residential account receivables of certified ARGSs.”  (IGS Ex. 1.0, 4:83-83) 482 

Q. What is your understanding of whether the Utilities legally are required to offer a POR 483 

program to alternate suppliers? 484 
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A. My understanding is that the Utilities are not legally required to offer a POR program to 485 

alternate suppliers.  The Illinois General Assembly has considered, but not adopted, 486 

legislation that would require natural gas utilities to offer a POR program to alternate 487 

suppliers.  In the 2007 rate cases, the Utilities opposed a proposal of the “Retail Gas 488 

Suppliers” (“RGS”) group of intervenors to require the Utilities to purchase the 489 

receivables of Choices For YouSM (“CFY”) suppliers, and the Commission rejected the 490 

RGS POR proposal. 491 

Q. Did the Commission’s Order state its grounds for rejecting the RGS POR proposal? 492 

A. Yes, the Commission’s Conclusion (on pp. 306-307) of the 2007 rate cases Order 493 

provides a thorough analysis of the Commission’s grounds for rejecting the RGS 494 

proposal. 495 

Q. Do the Utilities oppose IGS’s proposal to require them to provide a POR program related 496 

to residential account receivables of certified alternate suppliers? 497 

A. Yes, the Utilities oppose IGS’s proposal to require them to provide a POR program 498 

related to residential account receivables of certified alternate suppliers.  The IGS 499 

proposal also is addressed in the rebuttal testimony of Mr. McKendry. 500 

Q. On what grounds do the Utilities oppose IGS’s proposal to require them to provide a 501 

POR program related to residential account receivables of certified alternate suppliers? 502 

A. The Utilities oppose IGS’ proposal to require them to provide a POR program related to 503 

residential account receivables of certified alternate suppliers on several grounds. 504 

 As noted above, the General Assembly chose not to extend a POR program 505 

requirement to natural gas utilities. 506 
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 As also is noted above, in the 2007 rate cases, the Commission also rejected 507 

imposing a POR program on the Utilities. 508 

 The Utilities are not in the business of offering purchase of receivables service to 509 

third parties, and they do not wish to offer this service. 510 

 The IGS proposal inappropriately shifts risks from alternate gas suppliers to the 511 

Utilities and the Utilities’ customers.  In fact, the answers of the RGS witness at 512 

the evidentiary hearing in the 2007 cases showed that, while CFY suppliers 513 

performed credit checks, they would stop doing so if their POR proposal was 514 

adopted.  That would mean that the risk shifted to the Utilities and the Utilities’ 515 

customers would be greater than the CFY suppliers’ then-current risks. 516 

 The IGS proposal inappropriately interferes with the relationship between the 517 

Utilities and the Utilities’ customers.  The proposal inappropriately and 518 

incorrectly contemplates that the Utilities could and should invoke, and carry out, 519 

the threat of disconnection of their customers as a means of collecting alternate 520 

supplier receivables even when the customers were current on their utility bills.  521 

That would interfere with, and harm, the relationship between the Utilities and the 522 

Utilities’ customers.  It also is the Utilities’ legal position that that would be 523 

inconsistent with the Commission’s rules on disconnections in 83 Ill. Adm. Code 524 

Part 280, as may be discussed in briefing. 525 

 In contrast to the Utilities, alternate suppliers have many mechanisms to avoid 526 

and reduce risks of non-payment that are not available to the Utilities, including 527 

being able to terminate service at any time for non-payment; charging early 528 

termination fees; requiring pre-payments or customer deposits in circumstances 529 
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when utilities cannot do so; setting payment due dates of their own choosing; and 530 

choosing whether to bill for their own service, use the utility billing service, or 531 

use Rider SBO to issue a single bill.  Alternate suppliers also are not subject to 532 

rules that govern the utilities regarding payment plans, interest on late payments, 533 

and informal and formal complaint procedures. 534 

 Finally, the IGS proposal is vague, but it does not appear to make the Utilities 535 

whole for all of the burdens and costs that would be imposed by the proposal, 536 

even setting aside the damage to the Utilities’ relationships with the Utilities’ 537 

customers.  The burdens and costs include the shifting of risks (which may be 538 

increased), bad debt costs, start-up costs, and administrative costs.  The IGS 539 

proposal does not clearly cover all of that.   540 

Q. The IGS witness claims that utilities have an advantage over alternate suppliers in 541 

collections.  (IGS Ex. 1.0, 18:429 – 21:503)  Is that claim correct? 542 

A. No.  He presented no data in support of his claim.  Moreover, while it is true that a utility, 543 

within legal limitations, can disconnect a customer for non-payment if the utility 544 

complies with the statute (including the limitations on winter cut-offs) and Part 280, the 545 

IGS witness ignored all the advantages of alternative suppliers relating to credit-546 

worthiness and collections that I referenced above. 547 

Q. Should the Commission consider potential increases in the number of alternate gas 548 

suppliers or in the number of customers choosing to buy the commodity from alternate 549 

gas suppliers to be a benefit if the cause of the potential increases is simply shifting risks 550 

from alternate gas suppliers to the Utilities and/or the Utilities’ customers?    551 

A. No, I know of no valid grounds for such a conclusion. 552 
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Q. Does this conclude your rebuttal testimony? 553 

A. Yes. 554 


