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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 John Hengtgen.  My business address is 130 East Randolph Street, Chicago, 4 

Illinois  60601. 5 

Q. Are you the same John Hengtgen who submitted direct testimony, supplemental 6 

direct testimony, and rebuttal testimony on behalf of The Peoples Gas Light and 7 

Coke 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 are the purposes of your surrebuttal testimony in this proceeding? 12 

A. The purposes of my surrebuttal testimony are: 13 

(1) to respond to the rebuttal testimony of Illinois Commerce Commission (the 14 

“Commission or “ICC”) Staff (“Staff”) witnesses Daniel Kahle and Mike 15 

Ostrander relating to rate base, accepting a part of one Staff rate base adjustment 16 

and offering surrebuttal to the following proposed rate base adjustments: average 17 

rate base, gross plant additions, certain capital projects, non-union wages, and 18 

cash working capital (“CWC”); 19 

(2) to respond to portions of the rebuttal testimony of Illinois Attorney General’s 20 

Office (“AG”) witnesses Michael Brosch and David Effron relating to rate base, 21 

accepting two rate base adjustments and offering surrebuttal to the following 22 
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proposed rate base adjustments: average rate base, construction work in progress 23 

(“CWIP”) and CWC; 24 

(3) to respond to a portion of the rebuttal testimony of the Citizens Utility Board and 25 

the City of Chicago (collectively “CUB-City”) witness Ralph Smith relating to 26 

rate base and offering surrebuttal to his average rate base adjustment; 27 

(4) to discuss rate base adjustments (due to updating) for accumulated deferred 28 

income taxes (“ADIT”) and net operating loss (“NOL”);  29 

(5) to sponsor revised rate base Schedules to reflect uncontested adjustments and 30 

certain of the above-referenced contested and updated adjustments; 31 

(6) to respond to Staff’s position in its rebuttal testimony regarding the Original Cost 32 

Determination for the Utilities. 33 

C. Summary of Conclusions 34 

Q. Please summarize the conclusions of your surrebuttal testimony. 35 

A. In brief, the conclusions of my surrebuttal testimony are as follows: 36 

(1) The Utilities agree with or will not contest part of one of Staff’s rate base 37 

adjustments and one of the AG’s rate base adjustments in order to narrow the 38 

contested issues in these proceedings; 39 

(2) The Utilities are willing to agree in principle to the AG’s and CUB-City’s 40 

adjustment for 2013 bonus depreciation and its impact on accumulated deferred 41 

income taxes (“ADIT”), however, the Utilities’ calculations presented in their 42 

surrebuttal testimony should be used; 43 

(3) The Utilities have each included an NOL in their rate base calculations and these 44 

amounts are proper and should be included in the Utilities’ revised rate bases; 45 
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(4) The Utilities’ revised year end rate base amounts, $1,659,271,000 for Peoples Gas 46 

and $209,116,000 for North Shore, are just and reasonable and should be 47 

approved by the Commission; 48 

(5) The Utilities’ Original Cost Determination amounts reflected in my rebuttal 49 

testimony are proper and should be approved. 50 

D. Attachments to Testimony 51 

Q. Please describe the attachments to your surrebuttal testimony. 52 

A. The attachments to my surrebuttal testimony are as follows: 53 

(1) Revised Schedule B-1: Jurisdictional Rate Base Summary (NS-PGL Ex. 43.1N 54 

and NS-PGL Ex.43.1P).1 55 

(2) Revised Schedule B-2: Summary of Utility Adjustments to Rate Base (NS-PGL 56 

Ex. 43.2N and NS-PGL Ex. 43.2P). 57 

(3) Adjustment for Capital Projects (NS-PGL Ex. 43.3P).  58 

(4) Adjustment for Change in ADIT – Capital Changes and 2013 Bonus Depreciation 59 

(NS-PGL Ex. 43.4N and NS-PGL Ex. 43.4P). 60 

(5) Adjustment for change in ADIT - NOL (NS-PGL Ex. 43.5N and NS-PGL 61 

Ex. 43.5P). 62 

(6) Adjustment for change in Budget Plan Balances (NS-PGL Ex. 43.6N and 63 

NS-PGL Ex. 43.6P). 64 

(7) Adjustment for change in Cash Working Capital (NS-PGL Ex. 43.7N and 65 

NS-PGL Ex. 43.7P). 66 

                                                 
1  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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(8) Pass Through Taxes (NS-PGL Ex. 43.8N and NS-PGL Ex. 43.8P). 67 

II. UNCONTESTED ISSUES 68 

Q. Do the Utilities agree with, or in order to narrow the issues will not contest, any of 69 

Staff’s proposed adjustments to rate base? 70 

A. Yes.  In order to narrow the number of contested issues (without waiving any rights to 71 

contest issues in future proceedings), the Utilities have decided not to contest one part of 72 

an adjustment proposed by Staff, two adjustments proposed by the AG, and one 73 

adjustment proposed by CUB-City.  These adjustments are listed below.  It should be 74 

noted that all of these amounts have impacts on accumulated deferred income taxes and 75 

the proper balances of depreciation and accumulated deferred income taxes are included 76 

in the Utilities’ surrebuttal exhibits. 77 

Staff Witness Daniel Kahle (Staff Ex. 12.0): 78 

 The CNG Fueling Station Project that is included in Staff Witness Mr. Seagle’s 79 

testimony but included in Staff Ex. 12.0 (Schedule 12.07P) – applies to Peoples 80 

Gas only 81 

AG Witness David Effron (AG Ex. 5.0) 82 

 Budget Plan Balances - applies to Peoples Gas and North Shore 83 

 Bonus Depreciation - applies to Peoples Gas and North Shore, we agree in 84 

principle with this adjustment but the Utilities’ calculations should be approved 85 

CUB-City Witness Ralph Smith (CUB-City Ex. 2.0) 86 

 Bonus Depreciation - applies to Peoples Gas and North Shore, we agree in 87 

principle with this adjustment but the Utilities’ calculations should be approved 88 
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III. CONTESTED ISSUES 89 

A. Year-End Versus Average Rate Base 90 

Q. Do Staff and certain intervenors continue to disagree with the Utilities’ use of year 91 

end rate base for the test year? 92 

A. Yes. 93 

Q. Staff witness Mr. Kahle (Staff Ex. 12.0, 7, 144-9:183, 10:192-1211), AG witness Mr. 94 

Brosch (AG Ex. 4.0, 14:288-299) and CUB-City witness Mr. Smith (CUB-City 95 

Ex. 2.0, 7:113-124) rely in part on a matching principle in rejecting the Utilities’ 96 

year-end rate base proposal and state that you did not account for other elements of 97 

the revenue requirement.  How do you respond? 98 

A. The matching principle they discuss is somewhat intertwined with the rate effectiveness 99 

timing issue.  If rates were going to go into effect at the very beginning of the test year, 100 

there would be a match and it would make sense to use an average rate base as that 101 

valuation of rate base would be in the middle of the test year.  The facts in this case are 102 

such that the timing negates a perfect match.  The rates in this case will not go into effect 103 

earlier than July 2013, and likely will remain in effect well into calendar year 2014, 104 

therefore an average rate base approximating a June 30, 2013 date is not a good match.  105 

Q. With respect to the timing issue, Staff witness Mr. Kahle raises arguments 106 

regarding a utility’s timing of a rate case using a future test year.  (Staff Ex. 12.0, 107 

4:81-5:92)  How do you respond?  108 

A. In my rebuttal I argued that, relative to timing, the facts in this case are much different 109 

than in the Utilities’ last two rate cases.  Mr. Kahle responds by claiming that information 110 

is irrelevant, and he apparently justifies that position by saying “Regardless of the time of 111 
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year the rate case is filed, the new rates will go into effect shortly after the Commission 112 

enters its Final Order.”  What is irrelevant is Mr. Kahle’s statement about the timing of 113 

the new rates going into effect after the final Order is issued.  That is commonly what 114 

happens with every rate case and really offers nothing of value to his argument.  What is 115 

important and not addressed by Mr. Kahle is the facts of this case compared to that of the 116 

Utilities’ last two rate cases certainly are different and therefore is relevant.  In the 117 

Utilities’ last two cases, the rates went into effect in January and February while the rates 118 

in this case will go into effect likely no earlier than sometime in July, basically a 119 

difference of six months.  I believe that is a relevant fact that should be considered by the 120 

Commission in deciding this issue. 121 

Q. Mr. Kahle also argues that the Utilities could have selected a future test year with an 122 

ending date as far out as July 31, 2014.  What are your thoughts on that statement? 123 

A. In his rebuttal testimony Utilities witness Mr. Schott provided testimony on this issue and 124 

referenced the difficulties that the Utilities would face in preparing a rate case based on a 125 

test year other than a calendar year.  What I find interesting is the presumed result if the 126 

Utilities had filed a rate case such as Mr. Kahle is alluding to and the Commission 127 

granted use of an average test year in that scenario.  Based on Mr. Kahle’s suggested test 128 

year approach, the test year would be a future test year beginning August 1, 2013 and 129 

ending July 31, 2014.  A simple average rate base calculation using that test year would 130 

be an average that approximates a rate base as of January 31, 2014, which is one month 131 

further out than the year end rate base the Utilities are asking for in this proceeding. 132 
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Q. CUB-City witness Mr. Smith lists a number of Commission rate case orders that he 133 

has “reviewed” and determined that for future test years an average rate base 134 

should be used.  How do you respond?  135 

A. I never argued against the proposition that traditionally in Illinois rate cases when a future 136 

test year is selected, an average rate base is used.  What I have argued is that the facts in 137 

this proceeding warrant the use of a year-end rate base.  Mr. Smith does not indicate 138 

whether in those cases that he “reviewed” a year-end rate base was proposed and, if so, 139 

why it was rejected.  In footnote 12 on page 8 of his rebuttal testimony, Mr. Smith 140 

discusses what he asserts is the Utilities’ burden of proof is in this proceeding.  I will 141 

leave the Utilities’ burden of proof in this proceeding for counsel to address in briefs.  I 142 

do know that the Utilities submitted evidence establishing their use of year-end rate base 143 

in their filings.   144 

Q. On one hand, Staff witness Mr. Kahle dismisses the formula rate process as not 145 

relevant in this docket.  (Staff Ex. 12.0, 5:93:99)  On the other hand, CUB-City 146 

witness Mr. Smith discusses how the orders in Docket Nos. 11-0721 and 12-0001, 147 

Commonwealth Edison Company’s (“ComEd”) and Ameren Utilities’ (“Ameren”) 148 

formula rate proceedings, respectively, are instructive.  (CUB-City Ex. 2.0, 9:164-149 

178)  How do you respond?  150 

A. Even though Mr. Kahle chooses to not respond to my testimony, it is my understanding 151 

that the intent of the formula rate mechanism is to reduce regulatory lag of traditional 152 

ratemaking with respect to infrastructure investment.  This is the very point of the 153 

Utilities’ proposal, because they are in a period of increasing investment, especially 154 

considering Peoples Gas’ accelerated main replacement program (“AMRP”).  As for 155 
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Mr. Smith’s testimony, I note that he does not acknowledge that average rate base is only 156 

used in reconciliation proceedings (which reconcile actual costs in the year the rates were 157 

in effect with the revenue requirements used to set those rates) and year-end rate base is 158 

used to establish rates for the next formula rate year.  Furthermore, it is my understanding 159 

that the Commission’s Orders as to average rate base in reconciliation proceedings have 160 

been appealed by both ComEd and Ameren.  For further discussion of formula rate 161 

proceedings and year end rate base, see my rebuttal testimony at 7:142-159.   162 

Q. Staff witness Mr. Kahle and CUB-City witness Mr. Smith dismiss the rejection by 163 

the Appellate Court of the Commission’s approval of Rider ICR as irrelevant to the 164 

use of year-end rate base in this proceeding.  Mr. Kahle states that the Utilities can 165 

continue to file rate cases to recover costs.  Mr. Smith testifies, the Appellate Court 166 

decision “should not be an excuse for devising a ‘back door’ method for avoiding 167 

the cash flow impact of the repeal of Rider ICR.”  (Staff Ex. 12.0, 3:62-4:80; CUB-168 

City Ex. 2.0, 5:92-6:111)  How do you respond? 169 

A. While Mr. Smith’s testimony makes great rhetoric, that is all it is.  In approving 170 

Rider ICR, the Commission reasoned:  171 

For its part, the City [of Chicago] recognizes that riders are to be used in 172 
extraordinary circumstances and that requests for the recovery costs 173 
through riders require special scrutiny. Also, the City recognizes that rider 174 
recovery is inconsistent with the traditional manner of utility regulation. 175 
Nevertheless, the City points out that replacing legacy mains as 176 
expeditiously as reasonable is an extraordinary situation and it supports 177 
Rider ICR. 178 

The record shows that before proposing Rider ICR, the Company 179 
considered and rejected two other methods for recovery of costs associated 180 
with the acceleration of infrastructure expenditures, i.e., annual rate case 181 
filings and a deferral mechanism. As we understand the record, annual rate 182 
case filings were rejected by the Company due to the administrative cost 183 
and effort involved in being in a perpetual stream of rate cases.  184 
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Regulatory lag further exacerbates the problems associated with annual 185 
rate case filings.  Future test years rely on forecasts and given the 11-186 
month rate case period itself, the forecast of future capital expenditures 187 
must be developed more than a year before the test period begins. 188 

From our perspective, rate cases consume vast amounts of time, money 189 
and resources, and are not only burdensome for utilities and other parties. 190 
They also strain the limited resources of the Commission and its Staff and 191 
divert attention from other pressing matters. Ultimately too, rate case costs 192 
are consumer costs. We cannot and will not speculate on when the 193 
Company will need to come in for a rate case in the future, but, it is 194 
reasonable to believe that Rider ICR may extend that period and to that 195 
extent, it is reasonable. Notably too, we do not see Staff or any other party 196 
to say that they prefer annual rate cases.  197 

Likewise, no party has advocated for a deferral mechanism. …  198 

ICC Docket Nos. 09-0166/0167 (cons.) (Order Jan. 21, 2010) at 173-174 (emphasis 199 

added).  The Commission acknowledged the importance of the recovery of costs and the 200 

inherent problems with the frequent filings of rate cases and the use of future test years.  201 

It was with the knowledge that Rider ICR was in effect that the Utilities filed their last 202 

rate case, Docket Nos. 11-0280/0281 (cons.), using a future test year and average rate 203 

base.  However, Rider ICR is no longer in existence.  Thus, the Utilities are not 204 

attempting to “back door” the recovery of costs; the use of a year-end rate base allows 205 

timely recovery of investment in infrastructure, especially with a program like AMRP. 206 

Q. Staff witness Mr. Kahle claims that you did not rebut his statement that year-end 207 

rate base is not mentioned in the Commission rules.  (Staff Ex. 12.0, 11:212-218)  208 

How do you respond? 209 

A. Given Mr. Kahle’s reliance on previous Commission dockets, especially Docket No. 04-210 

0779, Northern Illinois Gas Company’ 2004 rate case, I find it interesting that he would 211 

not find instructive the Commission’s Order that adopted the current Section 212 

285.2005(e), which I discussed in my rebuttal.  I also note that, in Docket No. 04-0779, 213 
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Staff witness Scott Struck agreed that “Part 285 of the Commission’s rules does not 214 

prohibit utilities from proposing a year-end rate base regardless of the type of test year 215 

chosen.”  (Docket No. 04-0779, Struck Reb., Staff Ex. 10.0 Rev., 8:146 – 150) 216 

Q. Do you have an alternative proposal regarding the average rate base versus year-217 

end rate base issue in this proceeding? 218 

A. Yes.  While I still advocate and feel the facts in this case support a year-end rate base, the 219 

Utilities are including, as an attempted compromise, an alternative in their surrebuttal 220 

exhibits which calculates a September 30, 2013, rate base amount for the Commission to 221 

consider.  This calculation can be found on NS-PGL Ex. 43.1N, page 2 of 2 and NS-PGL 222 

Ex. 43.1P, page 2 of 2. 223 

Q. Please explain why this proposal is more appropriate than the positions of the Staff, 224 

the AG, and CUB-City. 225 

A. Staff, the AG, and CUB-City are proposing use of an average rate base and Staff and the 226 

AG have provided calculations reflecting a simple average calculation of beginning of 227 

year and end of year which in effect approximates the rate base amount at July 1, 2013.  228 

CUB-City provided rebuttal testimony in support of an average rate base but provided no 229 

calculations.  It is not disputed that the rates will not go into effect until approximately 230 

July 1, 2013.  As reflected in Utilities’ witness Mr. Schott’s rebuttal testimony, that 231 

timing along with using an average rate base methodology proposed by Staff and 232 

Intervenors denies the Utilities a substantial part of their 2013 costs.  A logical alternative 233 

proposal, given the premises advocated by Staff, the AG, and CUB-City but recognizing 234 

when the rates being set will become effective, would be to reflect a rate base that 235 

approximates a September 30, 2013, value which is the midway point between when the 236 
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rates in this proceeding will go into effect and the end of the test year.  I have provided 237 

the rate base amounts based on this alternative methodology in NS-PGL Ex. 43.1N and 238 

NS-PGL Ex. 43.1P, however, the revenue requirement calculation sponsored by Utilities 239 

witness Ms. Moy is based on an end of year rate base calculation. 240 

Q. Do you have any comments on Staff’s calculation of the adjustment made to reflect 241 

an average rate base instead of a year-end rate base? 242 

A. Yes.  Staff’s calculation used the balances at December 31, 2012 from the Utilities’ 243 

supplemental direct filing and ignored the Utilities’ rebuttal adjustments that impacted 244 

the balances at December 31, 2012.  By ignoring the rebuttal adjustments, Staff’s 245 

calculation is incorrect and its adjustments are overstated by $6,895,000 for Peoples Gas 246 

and understated by $61,000 for North Shore.  In response to data request NS-PGL Staff 247 

9.01, Staff has agreed that their original adjustments were incorrect and indicated that 248 

they will be filing revised schedules on e-Docket.  On Thursday, January 24, 2012 249 

revised schedules were filed on e-Docket. 250 

B. Gross Plant Additions 251 

Q. Staff witness Mr. Kahle continues to propose an adjustment to North Shore’s utility 252 

plant in service for forecasted additions.  Does North Shore agree with those 253 

adjustments? 254 

A. No.  Mr. Hoops provides surrebuttal testimony on why this adjustment is inappropriate. 255 

Q. Do you have any other comments regarding this adjustment? 256 

A. Yes, as I stated in my rebuttal testimony, this adjustment is overstated.  Mr. Ostrander has 257 

also included an adjustment eliminating some additions due to an adjustment to non-258 
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union wages.  By not taking that adjustment into consideration while making this 259 

adjustment, the amount for this adjustment is overstated.  Mr. Kahle confirmed the 260 

overstatement in his response to data request NS-PGL Staff 3.29 and indicated that he 261 

would address this in rebuttal but for some reason he has not.  Also, Utilities witness Mr. 262 

Stabile discusses the American Taxpayer Relief Act with respect to bonus depreciation.  263 

Peoples Gas and North Shore have reflected the impact of bonus depreciation in their 264 

accumulated deferred income taxes in their surrebuttal rate bases.  Mr. Kahle’s 265 

adjustment does not include the impact of bonus depreciation.  If the Commission were to 266 

adopt this adjustment, then the proper amount of deferred taxes should be included in the 267 

adjustment.  268 

C. Staff Adjustments to Certain Additions 269 

Q. Staff witness Mr. Kahle continues to reflect adjustments to Peoples Gas’ utility 270 

plant in service, depreciation expense, accumulated depreciation and accumulated 271 

deferred income taxes for adjustments proposed in the testimony of Staff witness 272 

Mr. Seagle.  Do the Utilities agree with those adjustments? 273 

A. Utilities witnesses Mr. Hoops and Mr. Hayes provide surrebuttal testimony addressing 274 

Mr. Seagle’s proposed adjustments. 275 

Q. Do you have any other comments on these adjustments? 276 

A. Yes.  As mentioned in Mr. Hoops’ surrebuttal testimony, Peoples Gas continues to 277 

disagree with Mr. Seagle’s adjustment but has reduced the amount for the Calumet 278 

project.  That reduction has been reflected in Peoples Gas’ surrebuttal rate base so if the 279 

Commission were to adopt this adjustment the amount included in Mr. Hoops’ surrebuttal 280 

testimony and Peoples Gas’ surrebuttal rate base should be used.  Also, similar to what I 281 
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stated in the section above, Mr. Kahle’s adjustment does not include the impact of bonus 282 

depreciation.  If the Commission were to adopt this adjustment, then the proper amount 283 

of deferred taxes should be included in the adjustment. 284 

D. Construction Work in Progress (“CWIP”) 285 

Q. In his rebuttal testimony, AG witness Mr. Effron proposed an adjustment related to 286 

CWIP.  Do you agree with this adjustment? 287 

A. No. 288 

Q. Did you address CWIP in your rebuttal testimony? 289 

A. Yes, in his direct testimony Mr. Effron made comments which I felt were misleading 290 

regarding CWIP, so I did address CWIP in my rebuttal testimony. 291 

Q. Mr. Effron provided over four pages of rebuttal testimony regarding his CWIP 292 

adjustment.  Did you find his testimony persuasive? 293 

A. No.  A significant portion of those four pages were an effort by Mr. Effron to refute my 294 

characterization of his direct testimony as misleading.  Apparently we have a difference 295 

of opinion here.  My understanding of his one page of direct testimony on this subject 296 

was that he was of the opinion that “the test year rate base should not include large 297 

balances of CWIP that are not being used to provide utility service”.  (AG Ex. 2.0, 298 

10:212-214)  What is interesting about Mr. Effron’s four plus pages of rebuttal testimony 299 

on this topic is that he did not respond to my rebuttal testimony on page 34, lines 738 300 

through 750, that indicates historically Peoples Gas has been allowed CWIP in rate base 301 

and most importantly that the Commission has authority to include CWIP in rate base.  302 
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He was silent on this part of my testimony, so I am left to assume that he does not 303 

disagree with any of those facts. 304 

Q. Do you have any other comments regarding CWIP? 305 

A. Yes, two comments.  First, I note that Staff did not address CWIP in its rebuttal 306 

testimony.  Second, as stated earlier, Peoples Gas does not agree with this adjustment but 307 

the Commission should be aware that Mr. Effron’s adjustment is basically duplicative of 308 

(although smaller than) Staff witness Mr. Seagle’s 2013 AMRP adjustments.  While Mr. 309 

Effron’s adjustment should be rejected just based on its premise, it certainly would not be 310 

appropriate, but rather would be a double count, if the Commission also adopts 311 

Mr. Seagle’s AMRP adjustment. 312 

E. Non-Union Wages 313 

Q. Staff witness Mr. Ostrander continues to propose an adjustment to non-union 314 

wages.  Do the Utilities agree with those adjustments? 315 

A. No, Utilities witness Ms. Cleary provides surrebuttal testimony regarding Staff’s 316 

adjustment. 317 

Q. Do you have any comments on this adjustment? 318 

A. Yes, I have two comments.  First, this adjustment in conjunction with Mr. Kahle’s 319 

average rate base adjustment overstates Staff’s adjustment to rate base and is incorrect.  320 

In response to data request NS-PGL Staff 9.03, Staff has agreed and indicated that they 321 

will reflect an average amount for this adjustment in Staff’s initial brief.  Second, as 322 

stated earlier, the Utilities have now reflected bonus depreciation in their surrebuttal 323 

testimony and Mr. Ostrander’s adjustment does not include the impact of bonus 324 
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depreciation.  If the Commission were to adopt Mr. Ostrander’s adjustment, then the 325 

proper amount of deferred taxes should be included in the adjustment. 326 

F. Cash Working Capital 327 

Q. Do you continue to disagree with Staff witness Mr. Kahle (Staff Ex. 12.0, pages 16-328 

243) and AG witness Mr. Brosch (AG Ex. 4.0, pages 57-66) regarding Cash Working 329 

Capital? 330 

A. Yes in two respects.  They both continue to propose that zero lag days should be used for 331 

pass through taxes, with one exception as Mr. Brosch now has correctly reflected a lag 332 

day value for the ICC Gas Revenue Tax.  Both Mr. Kahle and Mr. Brosch also do not 333 

agree with my proposal for zero lead days for pension and OPEB and propose to use a 334 

lead day value however they use differing values in their CWC calculations.  These two 335 

proposals are incorrect and should be rejected by the Commission.  I will discuss the pass 336 

through tax issue first and the pension and OPEB issue at the end of this section of my 337 

testimony. 338 

Q. Have Mr. Kahle or Mr. Brosch provided any argument in their rebuttal testimony 339 

that has changed your position that a lag value for pass through taxes is 340 

appropriate? 341 

A. No. 342 

Q. What is your understanding of Mr. Kahle’s rebuttal testimony in support of zero lag 343 

days for pass through taxes? 344 

A. Like in his direct testimony, Mr. Kahle continues to use a rather simple argument to 345 

support zero lag days for pass through taxes.  On page 17 of his rebuttal testimony he 346 
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indicates that “Pass-through taxes are not included in utilities’ revenue requirements 347 

because pass-through taxes are not a part of utility service.  Since pass-through taxes are 348 

not a payment for utility services, they are not revenue and cannot have a revenue lag.”   349 

Q. Have you already responded to these types of statements? 350 

A. Yes, in my rebuttal testimony on pages 28 and 29 I address virtually identical statements 351 

made in Mr. Kahle’s direct testimony, and I will not repeat that testimony here. 352 

Q. On page 18, lines 349 – 350 of his testimony, Mr. Kahle indicates that I was “not 353 

responsive to the proposal to use zero lag days for pass-through taxes.”  Is this 354 

statement accurate? 355 

A. No.  My rebuttal testimony on pages 16-17, lines 343 through 368 discusses why there 356 

should be a lag.  Also, my Peoples Gas direct testimony on pages 25-26, lines 540-550 357 

already explained why there should be a lag.  Similar direct testimony was provided by 358 

me on behalf of North Shore. 359 

Q. On page 17 of his testimony, Mr. Kahle accuses you of attempting to “redefine” the 360 

nature of pass-through taxes and despite my “attempt”, the form of the transaction 361 

does not change its substance.  He adds that utilities collect the taxes and pass them 362 

through to the taxing authority.  How do you respond to these statements?  363 

A. Mr. Kahle mischaracterizes my rebuttal testimony.  My rebuttal testimony went to great 364 

length, pass-through tax by pass-through tax, showing how Mr. Kahle’s and Mr. Brosch’s 365 

proposals were incorrect and could not reflect the reality of the cash flows related to pass 366 

through taxes experienced by Peoples Gas and North Shore.  I did not redefine anything.  367 

I tried to bring some sense and logic to this issue.  368 
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I also find interesting that Mr. Kahle is characterizing my testimony as placing the 369 

“form” over the “substance” of the transaction.  Mr. Kahle is viewing the form of how the 370 

cash collected for pass-through taxes is recorded and concluding that because it is not 371 

recorded as revenue, the lag for pass through taxes should be set at zero.  The CWC 372 

analysis determines the cash inflows and outflows of the Utilities and not what is 373 

recorded as revenue.   374 

Q. Do you have any other comments on the revenue lag topic included in various spots 375 

Mr. Kahle’s rebuttal testimony? 376 

A. Yes.  Mr. Kahle insists that because these amounts are not revenue, they cannot have a 377 

revenue lag.  As I said in my rebuttal testimony, this is nothing more than rhetoric.  It 378 

should be noted that the revenue lag is made up of a service lag, a billing lag, a collection 379 

lag and bank float with the largest lag being the collection lag.  None of these lags are 380 

different for pass-through taxes.  The Utilities provide gas on a daily basis (service), the 381 

pass-through taxes are included on the bills and are part of the billing process (billing), 382 

they are collected on the same bill as all other charges (collection) and the payments are 383 

deposited into bank accounts (bank float).  All of these lags apply to the in-flows of 384 

pass-through taxes to the Utilities.  As far as I know these facts are not disputed by either 385 

Mr. Kahle or Mr. Brosch. 386 

Q. On page 18, lines 355 – 356 Mr. Kahle acknowledges your rebuttal testimony that 387 

the ICC Gas Revenue Tax is different than the other taxes.  Has he made any 388 

changes to this tax in his rebuttal exhibit? 389 

A. No, he did not. 390 
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Q. On page 23, lines 460 – 471, Mr. Kahle discusses investor/ratepayer financing and 391 

his response to data request NS-PGL 7.02.  Do you have any comments on this part 392 

of his testimony? 393 

A. Yes, it is factually incorrect.  His testimony is contrary to his response to the referenced 394 

data request in which he unequivocally stated that he did not believe that Peoples Gas and 395 

North Shore were asking for investor related financing for pass-through taxes.  Again, he 396 

uses the “no revenue lag” argument and discussion and incorrectly states or concludes 397 

that the Utilities are asking for ratepayer supplied financing for pass-through taxes.  That 398 

is factually untrue as indicated in my rebuttal testimony and can be seen on NS-PGL 399 

Ex. 27.13N and NS-PGL Ex. 27.13P.   400 

Q. Does Mr. Brosch use the same type of argument (i.e., “no revenue lag”) in support 401 

of zero lag days for pass through taxes? 402 

A. No. 403 

Q. Has Mr. Brosch agreed with your rebuttal testimony on the ICC Gas Revenue Tax? 404 

A. Yes, he has reflected the proper lag and lead in his CWC calculations. 405 

Q. Please summarize your understanding of Mr. Brosch’s rebuttal testimony regarding 406 

the rest of the pass through taxes. 407 

A. Mr. Brosch offers approximately nine pages of rebuttal testimony on the pass-through tax 408 

issue.  In those nine pages, he discusses the Utilities’ lead lag studies (WPB-8 which I 409 

prepared and the Utilities filed as part of their direct filing in this case), he discusses the 410 

agreement that Peoples Gas has with the City of Chicago which was discussed in PGL 411 

Ex. 7.0 and filed  as PGL Ex. 7.3 and NS Ex. 7.3 in the direct filing in this case, he makes 412 
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several factually incorrect statements, and apparently has come to a conclusion, albeit 413 

incorrect, regarding the Utilities’ collection and payment of pass-through taxes and then 414 

later in his testimony he, apparently unknowingly, contradicts his incorrect conclusion 415 

which I will explain later in my testimony. 416 

Q. Do you have any comments about his discussion on the Utilities’ lead lag study 417 

(WPB-8) and the agreement with the City of Chicago? 418 

A. Yes.  It appears that he does not understand the lead lag study related to the pass through 419 

taxes or is intending to use it in a way that it was not meant to be used.  The lead lag 420 

study’s treatment of pass-through taxes is based on the agreement with the City.  All that 421 

agreement does is provide a formula for Peoples Gas to estimate the amount of 422 

collections in any given month by way of an agreed upon formula based on billed 423 

amounts in prior months.  Those estimated collections are then required to be remitted to 424 

the City according to the statutory due dates which is the 15th of the month following 425 

collection.  The agreement really is nothing more than that. 426 

Q. Can you explain how the lead values are calculated in the Utilities’ lead lag study? 427 

A. Yes, and this goes to the heart of the misunderstanding by Mr. Brosch and Mr. Kahle and 428 

the contested issue that we are dealing with here.  As mentioned earlier and in testimony, 429 

the Utilities pay the taxes based on estimated collection percentages based on an agreed 430 

upon formula pursuant to the agreement with the City.  The Utilities lead lag study uses 431 

those estimated collection percentages in order to calculate the lead values.  The formula 432 

is designed to reflect that billings in a given month are assumed or estimated to be 433 

collected over a four month period with the heavier weighting collected in the early 434 

months and a small percentage collected in the 4th month.  Inherent in that calculation is 435 
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that the lead is based on the month of billing and therefore the lead time includes the full 436 

time period from providing the service which generates the bill, the sending of the bill 437 

and the collection of the funds.  In other words, the Utilities’ lead calculation in effect 438 

includes a lag period.  That is why the Utilities have to have a lag value included in its 439 

CWC calculations if the lead value is calculated in this manner. 440 

Including both the lag and the lead is necessary to properly reflect the cash flow 441 

related to these taxes. 442 

Q. Why do the Utilities use this type of formula instead of actual collections? 443 

A. This process has been in use since at least 2005 when the agreement with the City was 444 

made.  It is my understanding based on discussions with tax personnel at the Utilities that 445 

it was very difficult for the Utilities to track actual payments of these amounts by its 446 

customers.  That is understandable given that between the two Utilities they have 447 

approximately 1 million customers.  The billing process is complex with the possibility of 448 

corrections, cancel/rebills and partial payments all a factor in determining collections.  449 

That translates into difficulties in tracking the payments of those bills to determine the 450 

actual amount of pass through taxes collected.  As a result, an agreement was made with 451 

the City to formalize and streamline this process.   452 

Q. You mention incorrect statements made by Mr. Brosch.  Please explain. 453 

A. The most important incorrect statement made by Mr. Brosch is on page 59, lines 1295 454 

through 1298, where he states: “This fact causes PGL to experience longer lead days for 455 

pass through taxes than other Illinois Utilities, which allows the Company to hold the 456 

cash for these pass through taxes longer than would appear to be possible under the 457 

applicable statutory payment due dates for such taxes.”  That statement is not accurate.  458 
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The Utilities do not hold these amounts for longer than the statutory payment due dates.  459 

These payments are paid on time and within the statutory time periods.  Also, in fact, 460 

later in his testimony, as I explain below, he actually makes a statement that in essence 461 

contradicts this statement. 462 

Q. On page 64, lines 1429 through 1434, of his testimony Mr. Brosch suggests that the 463 

Utilities “be required to explain and quantify in its surrebuttal testimony all 464 

retained commission income that it receives when acting as a collection agent for 465 

City of Chicago or for other pass through taxes, indicating whether such 466 

commission amounts have been included in forecasted test year other revenues to 467 

reduce the asserted revenue requirement, or are instead being retained for the sole 468 

benefit of shareholders”.  How do you respond? 469 

A. First, if Mr. Brosch is interested in this information, he certainly had plenty of time to 470 

pursue this information during the discovery phase as it is my understanding that the 471 

response to the data request he references was served on the parties at the beginning of 472 

November, 2012.  Second, it is true that certain of the taxes allow for the Utilities to keep 473 

what is commonly referred to as an accounting charge related to these taxes.  Last, the 474 

Utilities do forecast an accounting charge estimate in its forecasted other revenues in the 475 

test year thereby reducing the revenue requirement.  The amount in the 2013 test year for 476 

Peoples Gas is $3.7 million and the amount for North Shore is $243,000. 477 

Q. Do you have any other comments on Mr. Brosch’s testimony on this accounting 478 

charge or as Mr. Brosch refers to it “retained commission income” issue? 479 

A. Yes, on lines 1428 and 1429 of his rebuttal testimony, Mr. Brosch correctly refers to the 480 

fact that the compensation to the Utilities are for “Timely Payments” of such tax.  As I 481 
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explained above, Mr. Brosch has offered in his testimony the incorrect and unsupported 482 

premise that somehow the Utilities are allowed to experience longer lead days than other 483 

Illinois utilities, which allows them to hold the cash for pass-through taxes longer than 484 

would appear possible under the applicable statutory payment due dates. (AG Ex. 4.0, 485 

59:1295-1298)  On one hand, Mr. Brosch espouses that the Utilities are somehow 486 

keeping the pass-through tax dollars longer than legally allowed. On the other hand, he 487 

refers to and quotes “timely payment” of such taxes when it possibly might benefit him 488 

regarding another position he is pursuing.  This is just further evidence that Mr. Brosch’s 489 

proposal to assign zero lag days and the Utilities lead days is illogical, incorrect, and 490 

punitive to the Utilities.    491 

Q. On page 60, lines 1314 – 1327, Mr. Brosch makes a statement indicating that my 492 

rebuttal offered a “calculation to prove that the Companies’ own payment lead days 493 

for pass through taxes are unreasonable”.  How do you respond? 494 

A. This statement is baseless and incorrect and in my opinion very misleading.  Mr. Brosch 495 

is referring to NS-PGL Ex. 27.12N and NS-PGL Ex. 27.12P.  As fully explained in detail 496 

in my rebuttal testimony, these two exhibits were just an example month designed to 497 

show, based on statutory due dates of the various taxes, how long the Utilities could hold 498 

the funds prior to them having to be remitted to the taxing authorities.  Based on the 499 

various days in a sample month, it shows the maximum, minimum and the average 500 

number of days.  My rebuttal then addressed the AG and Staff proposal and clearly 501 

identified that the proposals by Mr. Brosch and Mr. Kahle do not make any sense because 502 

their proposals reflect the counter-factual premise that the Utilities hold the amounts well 503 

beyond what is possible under the ordinances and statutes.  504 
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Q. Are you offering an alternative with respect to pass-through taxes in your 505 

surrebuttal testimony? 506 

A. Yes. 507 

Q. Please explain why. 508 

A. The topic of including a lag for pass through taxes versus a lag of zero has been a highly 509 

contested issue in virtually all utility rate cases in Illinois in recent years.  I still support 510 

the position of including a lag because it is the correct position if all the facts are 511 

considered and if you look logically at the cash inflows and cash outflows that Peoples 512 

Gas and North Shore experience in collecting and paying these taxes.  Specifically, in the 513 

Utilities’ 2007 and 2009 rate cases, a lag was included for pass through taxes and it was 514 

identical to the revenue lag.  In the Utilities’ 2011 case, the Administrative Law Judges’ 515 

proposed order also reflected a lag which was identical to the revenue lag.  However, the 516 

Commission, by a 3-2 vote, made a change regarding pass-through taxes reflecting zero 517 

lag days.  Contrary to the Staff and AG positions, the Utilities believe the evidence in this 518 

case supports a lag and a lead as summarized in NS-PGL Ex. 27.13N and NS-PGL Ex. 519 

27.13P.  However, in an effort to resolve this contested issue, for purposes of the current 520 

cases and without waiving any rights as to future cases, the Utilities are willing to revise 521 

their CWC calculations and reflect a zero lag for all the pass-through taxes except the 522 

ICC Gas Revenue Tax.  This would also require adjusting the lead values for the taxes as 523 

well.  524 

Q. Please explain NS-PGL Ex. 43.8N and NS-PGL Ex.43.8P. 525 

A. This exhibit is an updated version of NS-PGL Ex. 27.13N and NS-PGL Ex. 27.13P, but I 526 

have excluded the ICC Gas Revenue Tax.  I have eliminated the lag days proposed by the 527 
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Utilities and then I have also adjusted the lead days by eliminating that same value.  As 528 

can be seen on these exhibits, for Peoples Gas, three of the four taxes reflect a negative 529 

CWC amount, which indicates that the amounts are collected from customers and after 530 

collection they are remitted to the proper taxing authorities.  This reflects customer 531 

financing of these amounts and as such are benefitting through a lower rate base.  532 

Similarly, for North Shore two of the three taxes reflect a negative CWC amount, which 533 

indicates that the amounts are collected from customers and after collection they are 534 

remitted to the proper taxing authorities.  This also reflects customer financing of these 535 

amounts and the customers are benefitting through a lower rate base.  The amounts 536 

shown on these exhibits reflect the true cash working capital impact related to these taxes 537 

for the Utilities.  538 

Q. Has Mr. Kahle provided any argument in his rebuttal testimony that has changed 539 

your position that the pension and OPEB lead should be zero? 540 

A. No, Mr. Kahle indicates on lines 374 – 375 of his rebuttal testimony that he is rejecting 541 

the Utilities’ “proposal for the same reasons stated in my direct testimony”. 542 

Q. On page 22 of his testimony, Mr. Kahle discusses that he has changed his position on 543 

this issue from another case and that he has now had the opportunity to “further 544 

consider this issue” and set forth his rationale as to why his adjustment is now 545 

proper.  Does any of this persuade you that he is correct? 546 

A. No, I fully explained in my rebuttal testimony why Mr. Kahle’s rationale and proposal is 547 

incorrect and should not be accepted.  He has not addressed any of those arguments in his 548 

rebuttal testimony so there is no need for me to repeat that here.  The only thing that I 549 

would like to emphasize is that Mr. Kahle is proposing to use a lead value for pension 550 
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and OPEB related to intercompany billings based on the lead lag study that I prepared for 551 

those cash flows for the Utilities.  Intercompany billing payments have nothing to do with 552 

the cash flows related to pension and OPEB.   Mr. Kahle’s proposal should be rejected. 553 

Q. Has Mr. Brosch provided any argument in their rebuttal testimony that has 554 

changed your position that the pension and OPEB lead should be zero? 555 

A. No. he has not provided anything other than trying to clarify his direct testimony on this 556 

subject in response to my rebuttal, where I clearly identified the inadequacies of his 557 

proposal.  Different from Mr. Kahle who proposes to use the lead value for intercompany 558 

billings, Mr. Brosch continues to propose the lead value for other operations and 559 

maintenance expenses which he identifies are of a routine nature but admits that the 560 

pension and OPEB cash flows are of an irregular nature (AG Ex. 4.0 at 65).  This 561 

proposal by Mr. Brosch is incorrect and should not be accepted. 562 

IV. UPDATED ADJUSTMENTS 563 

A. Accumulated Deferred Income Taxes 564 

Q. Have the Utilities reflected additional bonus depreciation in their surrebuttal rate 565 

bases? 566 

A. Yes, as I mentioned earlier, Utilities witness Mr. Stabile (NS-PGL Ex. 46.0) discusses the 567 

American Taxpayer Relief Act with respect to bonus depreciation.  The Utilities have 568 

reflected the impact of bonus depreciation in their accumulated deferred income taxes in 569 

their surrebuttal rate bases and those amounts are shown on NS-PGL Ex. 43.4N and 570 

NS-PGL Ex. 43.4P. 571 
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B. Net Operating Loss (“NOL”) 572 

Q. Have the Utilities included an amount for their NOL in rate base?  573 

A. Yes, Utilities witness Mr. Stabile discusses in his surrebuttal testimony the reason for and 574 

the amounts of NOLs that the Utilities have included in rate base. 575 

Q. Have the Utilities reflected the NOLs at present or proposed rates? 576 

A. The Utilities have reflected the NOLs at present rates in their surrebuttal testimony.  577 

However, the Utilities believe it would be appropriate to reflect a reduction to the NOL 578 

deferred tax asset based on the tax impacts of the revenue increase that is granted in the 579 

final Order in this proceeding. 580 

V. ORIGINAL COST DETERMINATION 581 

Q. Have you reviewed Mr. Kahle’s rebuttal testimony on this issue? 582 

A. Yes, Mr. Kahle has accepted the Utilities’ rebuttal position and this issue is no longer 583 

contested.  584 

VI. UPDATED RATE BASE 585 

Q. Please describe NS-PGL Ex. 43.1N and NS-PGL Ex. 43.1P, adjusted Schedules B-1. 586 

A. As indicated in the foregoing testimony, the Utilities have agreed to or accepted several 587 

of Staff and the AG’s adjustments (in some instances solely in order to narrow the 588 

contested issues) and provided additional evidence concerning updates of some 589 

adjustments.  The Utilities have revised each of their Schedule B-1’s to reflect the above-590 

mentioned changes.  As a result, Peoples Gas’ revised rate base is $1,659,271,000 and 591 

North Shore’s revised rate base is $209,116,000. 592 
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I also have attached the following related revised rate base Schedules that provide 593 

and support data incorporated in the revised Schedule B-1’s: NS-PGL Exs. 43.1N and 594 

43.1P (revised Schedule B-1’s), NS-PGL Exs. 43.2N and 43.2P (revised Schedule B-2’s), 595 

NS-PGL Ex 43.3P (Adjustment for Capital Projects), NS-PGL Exs. 43.4N and 43.4P 596 

(Adjustment for Change in ADIT – Capital and 2013 Bonus Depr), and NS-PGL 597 

Exs. 43.5N and 43.5P (Adjustment for Change in ADIT – NOL), and NS-PGL Exs. 598 

43.6N and 43.6P (Change in Budget Plan Balances) and NS-PGL Exs. 43.7N and 43.7P 599 

(Cash Working Capital). 600 

Q. Does this complete your surrebuttal testimony? 601 

A. Yes. 602 


