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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Identification 2 

Q. Please state your name. 3 

A. John Hengtgen. 4 

Q. Are you the same John Hengtgen who submitted direct and rebuttal testimony on behalf 5 

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

Company (“North Shore”) (together, “the Utilities”) in this consolidated Docket? 7 

A. Yes. 8 

B. Purposes of Surrebuttal Testimony 9 

Q. What are the purposes of your surrebuttal testimony in this proceeding? 10 

A. The purposes of my surrebuttal testimony are: 11 

(1) to respond to the rebuttal testimony of Illinois Commerce Commission (the 12 

“Commission or “ICC”) Staff (“Staff”) witness Theresa Ebrey regarding her 13 

proposed adjustments to Gas in Storage and Materials and Supplies, the rebuttal 14 

of Staff witness Daniel Kahle regarding his proposed adjustments to Cash 15 

Working Capital and his proposed Original Cost Determination figures, the 16 

rebuttal testimony of Governmental and Consumer Intervenors1 (“GCI”) witness 17 

Lafayette K. Morgan concerning the sharing of risk associated with the tax 18 

accounting method changes elected by the Utilities, and to accept two sets of 19 

adjustments proposed by Staff in its rebuttal testimony (except correcting the 20 

calculations of one set of adjustments); and 21 

                                                 
1 Governmental and Consumer Intervenors are comprised of the Illinois Attorney General’s Office, the 

Citizens Utility Board and the City of Chicago. 
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(2) to sponsor revised rate base Schedules reflecting the two accepted adjustments.  22 

C. Summary of Conclusions 23 

Q. Please summarize the conclusions of your surrebuttal testimony. 24 

A. In brief, the conclusions of my surrebuttal testimony are as follows: 25 

(1) The Utilities agree with or will not contest two of Staff’s rate base adjustments in 26 

order to narrow the contested issues in these proceedings; 27 

(2) The Commission should not accept Staff witness Ms. Ebrey’s adjustments to gas 28 

in storage and materials and supplies because they are incorrect and inappropriate; 29 

(3) The Commission should not accept Staff witness Mr. Kahle’s adjustment to cash 30 

working capital because it is incorrect and inappropriate; 31 

(4) The Commission should approve an adjustment to rate base to reflect a 50/50 32 

sharing of the risks associated with the tax accounting method changes elected by 33 

the Utilities;  34 

(5) The Staff’s recommendation for the Commission to approve Staff’s Original Cost 35 

Determination amounts should be denied and the Utilities’ Original Cost 36 

Determination figures proposed in my direct testimony should be approved; and 37 

(6) The Utilities’ revised Rate Base amounts, $1,472,853,000 for Peoples Gas and 38 

$192,562,000 for North Shore, are just and reasonable and should be approved by 39 

the Commission. 40 

D. Itemized Attachments to Surrebuttal Testimony 41 

Q. Are you submitting any attachments to your surrebuttal testimony? 42 

A. Yes. 43 
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(1) Revised Schedule B-1:  Jurisdictional Rate Base Summary (NS-PGL Ex. 40.1N 44 

and NS-PGL Ex. 40.1P).2 45 

(2) Revised Schedule B-2:  Summary of Utility Adjustments to Rate Base (NS-PGL 46 

Ex. 40.2N and NS-PGL Ex. 40.2P). 47 

(3) Adjustment for Utility Plant in Service (NS-PGL Ex. 40.3N and NS-PGL Ex. 48 

40.3P).  49 

(4) Adjustment for change in Cash Working Capital (NS-PGL Ex. 40.4N and 50 

NS-PGL Ex. 40.4P). 51 

(5) Adjustment for ADIT – NOL (NS-PGL Ex. 40.5N and NS-PGL Ex. 40.5P). 52 

(6) Summary of Peoples Gas’ proposal for pass-through taxes compared to Staff (NS-53 

PGL Ex. 40.6P). 54 

(7)   Responses to data requests NSPGL-Staff 12.02 and 12.07 (NS-PGL Ex. 40.7). 55 

II. UNCONTESTED ISSUES 56 

Q. Do the Utilities agree with or will not contest any of Staff’s proposed adjustments to rate 57 

base? 58 

A. Yes.  In order to narrow the number of contested issues (without waiving any rights to 59 

contest issues in future proceedings), the Utilities have decided not to contest two sets of 60 

adjustments proposed by Staff, except that the calculations of one set need to be 61 

corrected.  These adjustments are listed below and apply to both Peoples Gas and North 62 

Shore: 63 

                                                 
2  An “N” or a “P” at the end of the name of an exhibit means that it applies to North Shore or Peoples Gas, 

respectively. 
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Staff Witness Daniel Kahle (Staff Ex. 10.0): 64 

o Utility Plant in Service (Schedule 10.9N and 10.9P) (corrected calculations) 65 

Staff Witness Ebrey (Staff Ex. 12.0)  66 

o Updated Inflation Rate (Schedule 12.8N and 12.8P) 67 

III. CONTESTED ISSUES  68 

A. Gas in Storage 69 

Q. Do you continue to disagree with Staff witness Ms. Ebrey’s (Staff Ex. 12.0, pages 19-23) 70 

proposed adjustment to the accounts payable associated with gas in storage? 71 

A. Yes, it is incorrect and should be rejected.  I have included in my rebuttal testimony the 72 

reasons Ms. Ebrey’s adjustment is incorrect and I will not repeat them here. 73 

Q. Has Ms. Ebrey included any new information or made any new assertions in her rebuttal 74 

testimony? 75 

A. Yes, in her rebuttal testimony, Ms. Ebrey has described her understanding of the Last-in 76 

First-out (“LIFO”) inventory method and concludes on page 23, lines 409 through 412 77 

with the statement “As can be seen from these journal entries, the amount that is reflected 78 

as accounts payable related to gas purchases is not impacted by the accounting 79 

methodology used by the Companies to value their respective inventories at year end”. 80 

Q. Do you agree with this statement? 81 

A. While the statement is correct, it misses the point.  I agree that the LIFO method does not 82 

impact the accounts payable amount related to their respective inventories at year end.  83 

However, the gas in storage inventory reflected in rate base is a 13-month average for the 84 

test year and not a year-end amount. 85 
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Q. Why is this distinction important? 86 

A. As explained in my rebuttal testimony, for many months of the test year, no current year 87 

gas purchases are reflected in the month end inventory value so there cannot be any 88 

related accounts payable during those months.  Ms. Ebrey’s analysis fails to account for 89 

this fact and therefore her adjustment is incorrect. 90 

Q. On page 23 of Ms. Ebrey’s testimony she discusses an alternative to her proposal for 91 

accounts payable based on the LIFO method and specifically the LIFO liquidation credit 92 

amounts.  Do you have any comments on this alternative? 93 

A. Yes, the LIFO liquidation credit is a liability to purchase gas in the future for injection 94 

back into inventory.  It has no relation to accounts payable for gas in storage during the 95 

months that that liability exists and therefore in no way should be considered a proxy for 96 

an accounts payable adjustment to gas in storage balances. 97 

B. Materials and Supplies 98 

Q. Do you continue to disagree with Staff witness Ms. Ebrey’s (Staff Ex. 12.0, pages 17-19) 99 

adjustment to the accounts payable related to materials and supplies? 100 

A. Yes.   101 

Q. Has Ms. Ebrey included any new information or made any new assertions in her rebuttal 102 

testimony? 103 

A. No she has not.  Ms. Ebrey continues to propose her adjustment which is based on a 104 

flawed methodology as explained in my rebuttal testimony.  Ms. Ebrey’s adjustment is 105 

incorrect and should be rejected. 106 

 107 
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C. Cash Working Capital 108 

Q. Do you continue to have a disagreement with Staff witness Mr. Kahle’s proposed cash 109 

working capital adjustments (Staff Ex. 10.0, pages 7-13)? 110 

A. Yes.  Mr. Kahle continues to propose that zero lag days should be used for pass through 111 

taxes.  This proposal is incorrect and should be rejected by the Commission. 112 

Q. Can you summarize the differences between the Utilities’ and Staff’s positions regarding 113 

pass through taxes? 114 

A. Yes.  The differences can best be summarized in NS-PGL Ex. 40.6P and is also shown 115 

below.  This exhibit is a timeline reflecting Peoples Gas’ proposal compared to Staff’s 116 

proposal for Peoples Gas.  I have not included North Shore data in this exhibit but the 117 

differences between the two proposals for North Shore are similar. 118 
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 119 

Q. In your rebuttal testimony, you included numerous reasons why this proposal was 120 

incorrect and inconsistent.  Did Mr. Kahle address or respond to those reasons in his 121 

rebuttal? 122 

A. He appears to only have responded to one criticism in my rebuttal testimony, regarding 123 

the State statute requiring the Utilities to include in their charges for utility service an 124 
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amount that will be remitted to fund state programs related to energy assistance and 125 

renewable energy.  He acknowledges the state statute indicates that Energy Assistance 126 

Charges and Renewable Energy Charges shall be considered a charge for public utility 127 

service.  128 

Q. Did this cause him to change his CWC calculation for this item? 129 

A. No.  Apparently he appears to give no weight to the State statute and continues to support 130 

his direct testimony that they are not utility service so they should have zero lag days.  In 131 

the responses to data requests NSPGL-Staff 12.02 and 12.07 (NS-PGL 40.7).  Mr. Kahle 132 

continues faulty argument by completely ignoring the facts as presented by the Utilities.  133 

In other words, Mr. Kahle is placing more weight on form than substance.  The State 134 

statute indicates Energy Assistance Charges should be considered a charge for utility 135 

service but the response to data request NS-PGL-Staff 12.02 implies that since the 136 

Utilities classify Energy Assistance Charges as pass through taxes, they cannot be a 137 

charge for utility service.  In response to data request NSPGL-Staff 12.07, Mr. Kahle 138 

continues this illogical argument when responding to whether his proposal considered the 139 

time between when customers are billed for pass through taxes and when pass through 140 

taxes are remitted to the Utilities, his response was “No, because Mr. Kahle’s proposal 141 

reflects that payments of pass-through taxes to the Companies, which are not related to 142 

utility service, would not have a revenue lag”.  Mr. Kahle fails to account for all the facts.  143 

The facts are that the Utilities have calculated the proper timing difference for pass 144 

through taxes based on estimated collections in accordance with municipal agreements 145 

and state statutes and reflected the proper impact on rate base due to that timing 146 

difference.  As indicated on NS-PGL Ex. 40.4P and on NS-PGL Ex. 40.4N, the Utilities 147 
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have reflected a reduction to rate base of $7,001,000 for Peoples Gas and $212,000 for 148 

North Shore. 149 

Q. Did Mr. Kahle make any changes to his CWC proposal in his rebuttal testimony? 150 

A. Yes, he offers testimony that indicates that he made changes based on my rebuttal 151 

testimony. 152 

Q. Do you agree with any of the changes that he now is proposing? 153 

A. No, I do not.  Mr. Kahle continues to propose zero lag days but has now changed the 154 

calculation of the lead days for the Energy Assistance Charges and for the Gross 155 

Receipts/Municipal Utility and City of Chicago Gas Use Tax. 156 

Q. Were the lead day calculations for these items a contested issue in this case? 157 

A. No, Mr. Kahle did not address this in his direct testimony and I made no changes to these 158 

calculations in my rebuttal testimony. 159 

Q. What is your understanding of the reason why Mr. Kahle changed the lead day 160 

calculation for these items? 161 

A. On page 8 line 167 through 171 Mr. Kahle indicates that I “offered a revised number of 162 

lead days that Peoples Gas collects these pass-through taxes before remitting” and made a 163 

new “proposal” in my rebuttal testimony.  First, I made no such “offer” and I have not 164 

made a new “proposal” with respect to pass through taxes.  If the section of my rebuttal 165 

testimony in which Mr. Kahle is referring to is page 21, lines 442 through 451, that 166 

section of testimony was provided to show that Mr. Kahle’s proposals are not realistic.  167 

That section of testimony was in response to the question on page 21, line 441 that asked 168 
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“Do these proposals by Mr. Kahle reflect reality?”  The answer to that question was “No” 169 

and I went on to explain why his proposal was incorrect. 170 

Q. Do you have any other comments on Mr. Kahle’s changes to these two lead days? 171 

A. Yes.  Mr. Kahle has arbitrarily made a change to these two items while only considering 172 

one side of the equation (i.e. cash outflows).  As I explained in my rebuttal testimony, 173 

both the cash inflows and the cash outflows for pass through taxes must be considered in 174 

order to properly calculate the timing difference including the lead calculations.  Mr. 175 

Kahle’s use of zero lag days effectively miscalculates these two lead calculations and 176 

therefore should be rejected. 177 

Q. On page 10, lines 202 and 203, Mr. Kahle states “The Companies process pass-through 178 

taxes in the same manner as the utilities represented in those other recent dockets”.  Do 179 

you agree? 180 

A. No, I do not agree with this statement for several reasons.  First, while the three 181 

companies cited are all utilities, one is an electric utility and one is a combination utility.  182 

Electric utilities have some different types of taxes imposed on them or their customers 183 

and those taxes have different requirements than the taxes being discussed in this case.  184 

Second, each of these utilities operate in different parts of the State indicating that it is 185 

possible and likely that there are different municipal utility taxes imposed on them or 186 

their customers.  Third, it is my understanding that not all utilities remit these types of 187 

taxes on the same basis.  For example, Peoples Gas and North Shore remit these taxes 188 

based on estimated collections based on an agreement that Peoples Gas has with the City 189 

of Chicago.  I am not aware that any other utility has a similar agreement and uses 190 

estimated collections.  Some utilities may base their remittances on billed amounts not 191 
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collections.  In fact, the Illinois Electricity Excise Tax is based on deliveries, which 192 

would mean based on billings.  As a result, each utility is faced with different facts and 193 

different requirements and I do not believe that the amounts are processed or remitted in 194 

the same manner. 195 

Q. Do you have any additional concerns about Mr. Kahle’s calculations related to pass 196 

through taxes? 197 

A. Yes, in reviewing Schedule. 10.8N, page 1 and Schedule 10.8P, page 1, to calculate his 198 

rebuttal adjustment Mr. Kahle incorrectly uses the Utilities’ CWC amount from their 199 

direct filing instead of the amount from the Utilities rebuttal filing.  It is my 200 

understanding that Mr. Kahle intends to file errata testimony and exhibits correcting this 201 

error. 202 

Q. What are your final comments on Mr. Kahle’s proposal to assign zero lag days to pass 203 

through taxes and his adjustment of the lead days for the Energy Assistance Charges and 204 

for the Gross Receipts/Municipal Utility and City of Chicago Gas Use Tax? 205 

A. Mr. Kahle’s proposals are incorrect, not based upon the facts, and should be rejected.  206 

Based on the same facts regarding the Utilities’ collection and remittance of taxes in their 207 

last rate case, the Commission determined that zero lags days were not proper.  In 208 

particular, the Commission stated: 209 

This is a factual question that rests on when a utility must make certain payments, 210 
such as taxes, and when it receives the cash from ratepayers to the make the 211 
payments. Whether the payments are based on estimate or actual cash receipts 212 
does not matter. If shareholders make a payment because the money has not yet 213 
been received from ratepayers, then this amount is appropriately contained in the 214 
calculation of cash working capital. Lead lag studies are the method by which this 215 
is determined. It is to be expected that each utility‘s lead-lag study will show 216 
different results and, thus, the decision in Nicor 2008 is not controlling. 217 
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The Utilities have appropriately used a methodology that matches what the 218 
Commission approved in the Utilities’ last rate cases. The evidence shows that the 219 
Utilities addressed the actual lags and leads for pass-through taxes in their study. 220 
Staff‘s proposal, however, would in effect find that the Utilities are holding 221 
customers‘ money for 50.3 days (Peoples Gas) and 74.82 days (North Shore). Tr. 222 
at 750. The evidence does not support this. It appears that Staff's approach 223 
improperly ignores the time between when customers are billed for pass through 224 
taxes and when the pass through taxes are remitted to the Utilities.  225 
Accordingly, the Utilities’ cash working capital methodology for pass-through 226 
taxes is accepted. 227 

ICC Docket Nos. 09-0166/0167 (cons.), Order (Jan. 21, 2010) at 24. (emphasis added) 228 

D. Original Cost Determination 229 

Q. Do you continue to have a disagreement with Staff witness Mr. Kahle regarding the 230 

original cost determination? 231 

A. Yes.  We both agree that an original cost determination should be made but disagree as to 232 

the amount.  On pages 19 and 20 of his rebuttal testimony, he continues to propose that 233 

the original cost determination should be reduced by the incentive compensation amounts 234 

disallowed in ICC Docket Nos. 07-0241/07-0242 Cons. and 09-0166/09-0167.  As I 235 

explained in my rebuttal testimony, that issue is under appeal in those cases and the 236 

original cost amounts described in my direct testimony should be approved in this case. 237 

IV. ADJUSTMENTS TO RATE BASE- TAX ACCOUNTING METHOD CHANGES 238 

Q. In his rebuttal testimony, GCI witness Mr. Morgan states: “Another issue is that 239 

excluding 50 percent of the ADIT from rate base simply gives shareholders a windfall 240 

because the taxes creating the ADIT were not paid by the shareholders, but paid by 241 

ratepayers instead.  The costs to shareholders do not change whether or not the Company 242 

prevails on the adoption of the tax accounting change. Therefore, shareholders retaining 243 

50 percent of the ADIT does not share any risk.”  GCI Ex. 7.0 at 5.  Is that accurate? 244 
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A. No, it is not. When the Utilities claim additional deductions with respect to the tax 245 

accounting method changes as Mr. Stabile explained in his direct and rebuttal testimony 246 

on its tax return related to property, the Utilities do pay lower taxes.  The tax method 247 

accounting changes also generate a rate base reduction which in turn serves to lower the 248 

return the Utilities earn and the rates paid by customers.  The customer benefits from the 249 

additional tax deductions through lower rate base.  However, if the Utilities ultimately do 250 

not realize the additional tax deductions on their tax returns, they must pay the additional 251 

taxes, and interest.  The resulting tax payment will effectively eliminate the deferred 252 

taxes and will eventually cause increased rate base.  The payment of interest would be a 253 

cost to the Utilities. 254 

Q. If rate base is increased and the Utilities file a rate case, will the Utilities be made whole? 255 

A. In the future, rate base will increase to the level reflecting the loss of the additional tax 256 

benefits, and rates will increase accordingly, but during the interim period, customers 257 

benefitted from lower rates based on the reduced rate base.  The Utilities will have to pay 258 

federal and state interest on the tax liabilities, and as a one-time expense it will unlikely 259 

be recoverable in any future rate case.  With such a result, in the future, the Utilities 260 

would likely wait to make a tax accounting change on significant items until the tax issue 261 

is developed to a point where only limited or no risk exists. 262 

V. NET OPERATING LOSS (“NOL”) 263 

Q. Have the Utilities recalculated their NOL based on their surrebuttal positions? 264 

A. Yes. 265 
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Q. Based on review of the Staff’s rebuttal testimony and exhibits have the Utilities changed 266 

the methodology related to the NOL? 267 

A. Yes. 268 

Q. Please explain. 269 

A. In their rebuttal exhibits, the Utilities calculated the NOL deferred tax asset based on 270 

proposed rates meaning the deferred tax asset was reduced for the tax impacts of the full 271 

amount of the revenue increase being requested.  After reviewing the Staff rebuttal 272 

exhibits, the Utilities noted that while the revenue increase was decreased, the level of 273 

NOL deferred tax asset was not adjusted to reflect the change in taxes related to the 274 

change in the revenue increase.  The Utilities believe that if a final Order in this 275 

proceeding was issued in the same manner as the Staff’s rebuttal exhibits, the Utilities 276 

would be subject to a possible violation of the normalization rules described in the 277 

rebuttal testimony of Utilities’ witness John Stabile.  Therefore, in their surrebuttal 278 

exhibits, the Utilities have not reflected the NOL at proposed rates, meaning the deferred 279 

tax asset was not reduced for the tax impacts of the full amount of the revenue increase 280 

being requested.  In other words, the Utilities have reflected the NOL at present rates. 281 

Q. Do the Utilities believe that it is appropriate to reflect a reduction to the NOL deferred tax 282 

asset based on the revenue increase reflected in the final Order in this proceeding? 283 

A. Yes. 284 

VI.  UPDATED RATE BASE 285 

Q. Please describe NS-PGL Ex. 40.1N and NS-PGL Ex. 40.1P, adjusted Schedules B-1. 286 
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A. As indicated in the foregoing testimony, the Utilities have agreed to or accepted two sets 287 

of Staff’s adjustments (in order to narrow the contested issues), with corrected 288 

calculations of one set.  The Utilities have revised each of their Schedule B-1’s to reflect 289 

these changes.  As a result, Peoples Gas’ revised rate base is $1,472,853,000 and North 290 

Shore’s revised rate base is $192,562,000. 291 

I also have attached the following related revised rate base Schedules that provide 292 

and support data incorporated in the revised Schedule B-1’s: NS-PGL Exs. 40.1N and 293 

40.1P (revised Schedule B-1’s), NS-PGL Exs. 40.2N and 40.2P (revised Schedule B-2’s), 294 

NS-PGL Exs. 40.3N and 40.3P (Utility Plant in Service), NS-PGL Exs. 40.4N and 40.4P 295 

(Cash Working Capital) and NS-PGL Exs. 40.5N and 40.5P (NOL). 296 

Q. Does this conclude your surrebuttal testimony? 297 

A. Yes. 298 


