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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 Lisa J. Gast.  My business address is Integrys Energy Group, Inc. 4 

(“Integrys”), 700 North Adams Street, P.O. Box 19001, Green Bay, WI 54307-9001. 5 

Q. Are you the same Lisa J. Gast who submitted direct testimony, supplemental direct 6 

testimony and rebuttal testimony on behalf of The Peoples Gas Light and Coke 7 

Company (“Peoples Gas”) and North Shore Gas Company (“North Shore”) 8 

(together, “the Utilities”) in these consolidated dockets? 9 

A. Yes.   10 

B. Purpose of Surrebuttal Testimony 11 

Q. What is the purpose of your surrebuttal testimony in this proceeding? 12 

A. The purpose of my surrebuttal testimony is to respond to the proposed adjustments to the 13 

Utilities’ requested overall rates of return on their proposed rate bases contained in the 14 

rebuttal testimony of Illinois Commerce Commission (“Commission”) Staff (“Staff”) 15 

witness Michael McNally (ICC Staff Exhibit 15.0), including his proposed adjustments to 16 

the Utilities’ requested capital structures and the cost of debt components of their rates of 17 

return.  I will also respond to Illinois Attorney General (“AG”) witness Michael Brosch 18 

regarding his claim that the Utilities are inconsistent in proposing an end of year rate base 19 

but using an average cost of long-term debt.  The Utilities’ surrebuttal witness Paul R. 20 

Moul (NS-PGL Ex. 39.0) will respond to Staff’s proposed adjustments to the Utilities’ 21 

proposed Return on Equity (“ROE”) component of their rates of return. 22 
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I will also present updated capital structure and cost of capital schedules for each Utility 23 

to reflect the Utilities’ updated cost of equity proposal and Staff’s capital structure and 24 

cost of long-term and short-term debt adjustments accepted by the Utilities. 25 

C. Summary of Conclusions 26 

Q. Please summarize the conclusions of your surrebuttal testimony. 27 

A. The Utilities have updated their cost of equity proposal from 10.75% to 10.00%. 28 

Furthermore, although the Utilities consider Mr. McNally’s use of historical rates to 29 

estimate the Utilities’ costs of long-term and short-term debt in the 2013 test year to be 30 

flawed, the Utilities will accept Mr. McNally’s proposed costs of long-term debt and 31 

short-term debt and the resulting capital structure ratios in order to reduce the number of 32 

contested issues in this case.       33 

As shown in Revised Schedule D-1 Cost of Capital Summary (NS-PGL Ex. 38.1P), 34 

Peoples Gas calculates an updated cost of capital and rate of return on rate base for the 35 

2013 test year of 7.07%, which reflects a capital structure consisting of 50.43% common 36 

equity, 43.61% long-term debt and 5.96% short-term debt, a cost of equity of 10.00%, an 37 

embedded cost of long-term debt of 4.47% and an embedded cost of short-term debt of 38 

1.26%. 39 

As shown in Revised Schedule D-1 Cost of Capital Summary (NS-PGL Ex. 38.1N), 40 

North Shore calculates an updated cost of capital and rate of return on rate base for the 41 

2013 test year of 7.12%, which reflects a capital structure consisting of 50.32% common 42 

equity, 42.33% long-term debt and 7.35% short-term debt, a cost of equity of 10.00%, an 43 

embedded cost of long-term debt of 4.64% and an embedded cost of short-term debt of 44 
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1.80%. 45 

D. Attachments to Testimony 46 

Q. Please describe the attachments to your surrebuttal testimony. 47 

A. I am submitting the following attachments: 48 

Exhibit No. Schedule 

NS-PGL Ex. 38.1P Revised Schedule D-1 
NS-PGL Ex. 38.1N Revised Schedule D-1 
  

II. TERM FOR NEW LONG-TERM DEBT 49 

Q. In your rebuttal testimony, you state that Mr. McNally’s assumption that the 50 

Utilities will issue 10-year long-term debt in 2013 is “not appropriate”.  Do you wish 51 

to rephrase? 52 

A. Yes, I should have said that Staff’s use of a 10-year long term debt rate did not reflect the 53 

Utilities’ most current plan to issue 30-year debt given the forecasted continuation of the 54 

low interest rate environment.  I did not intend to suggest that Mr. McNally was wrong to 55 

rely on the Utilities’ earlier plan to issue 10-year long term debt. 56 

III. HISTORICAL VERSUS FORECASTED INTEREST RATES 57 

Q. Do you agree with Mr. McNally’s claim that “spot data present fewer problems and 58 

have a better track record predicting future interest rates than forecasts”? 59 

A. No.  The Utilities consider Mr. McNally’s use of historical rates to estimate the Utilities’ 60 

costs of long-term and short-term debt in a future test year to be flawed.  However, given 61 

the proximity of Staff’s historical rate to the Utilities’ forecasted rates, and in order to 62 
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reduce the number of contested issues in this case, the Utilities will accept Mr. McNally’s 63 

proposed costs of long-term debt and short-term debt and the capital structure ratios. 64 

IV. OTHER LONG-TERM DEBT 65 

Q. Are the Utilities projecting any other changes to their respective costs of long-term 66 

debt? 67 

A. Yes.  Peoples Gas will be filing an informational statement with the Commission for 68 

permission to refinance its Series KK issue.  Peoples Gas expects that the refinancing will 69 

be completed by April 1, 2013 and proposes that its cost of long-term debt be updated 70 

prior to the final order in this proceeding to reflect the new interest cost of this debt issue 71 

and the amortization of related refinancing costs. 72 

V. YEAR-END RATE BASE VERSUS AVERAGE COST OF LONG-TERM DEBT 73 

Q. Do you agree with Mr. Brosch’s statement (AG Ex-4.0 lines 127-130) that it is 74 

unreasonable to ratepayers for the Utilities to recover a higher cost of long term 75 

debt using average test year costs and then assert an entitlement to year-end rate 76 

base investment levels that are expected to be higher than average levels? 77 

A. No.  There are at least two problems with Mr. Brosch’s assertions.  First, test year 2013 is 78 

not the period that the rates determined in this proceeding will be effective. The average 79 

2013 rate base proposed by the AG, Citizens Utility Board and City of Chicago, and Staff 80 

witnesses ignores the fact that the rates set here will not be effective until July 2013.  81 

Using year-end 2013 balances for rate base is a fair way of allowing the company to earn 82 

on the average rate base for the period these rates will be effective. 83 
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Second, the Utilities’ choice of average or end-of-period valuation for the long-term 84 

components of capital structure is independent of the rate base valuation decision.  85 

Section 285.4000(b) of the Commission’s Rules gives utilities a choice between using 86 

average or end-of-period balances for purposes of valuing the long-term components of 87 

the capital structure.  The Utilities elected to compute their long-term capital structure 88 

components using average balances for 2013 rather than end-of-period balances at 89 

December 31, 2013.  A monthly average capital structure more accurately reflects the 90 

financing employed and related costs over the course of the Utilities’ annual business 91 

cycle.  Using a capital structure as of a certain date (in this case December 31, 2013) 92 

would reflect only the financing employed by the company as of that specific date. 93 

VI. SUMMARY 94 

Q. In summary, what are your conclusions regarding the proposals by Staff concerning 95 

the Utilities’ overall rate of return on rate base in this case? 96 

A. My conclusions are as follows: 97 

 Based on (a) Staff’s capital structure and costs for short-term and long-term debt, and 98 

(b) the Utilities’ revised cost of equity, the allowed overall rate of return on rate base 99 

should be 7.07% for Peoples Gas and 7.12% for North Shore.  These proposed rates 100 

compare to the current authorized return for Peoples Gas of 6.94% and 7.43% for 101 

North Shore. 102 

 As discussed in the rebuttal testimony of the Utilities’ witness Mr. Moul, the Utilities 103 

have updated their cost of equity proposal from 10.75% to 10.00%.  This change is 104 

the result of dropping the cost of equity determined by using the Combination Group 105 

and eliminating the size adjustment from the capital asset pricing model. 106 
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 The Utilities’ use of a year-end capital structure and average cost of long-term debt is 107 

a fair way of allowing the company to earn on the average rate base for the period 108 

that rates will be effective.  The cost of capital is determined irrespective of the way 109 

rate base is determined.    110 

Q. Does this complete your surrebuttal testimony? 111 

A. Yes. 112 


