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I. INTRODUCTION AND BACKGROUND 1 

A. Identification of Witness 2 

Q. Please state your name and business address. 3 

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

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

Q. Are you the same Christine M. Phillips who submitted direct testimony and rebuttal 6 

testimony on behalf of The Peoples Gas Light and Coke Company (“Peoples Gas”) 7 

and North Shore Gas Company (“North Shore”) (together, “the Utilities”) in these 8 

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 discuss the rate base treatment of the 13 

pension asset (Peoples Gas) and pension asset or liability (North Shore).  I say “pension 14 

asset or liability” as to North Shore because, as of the updates provided in my rebuttal 15 

testimony, which remain unchanged, while Peoples Gas has a pension asset using either a 16 

year-end or average rate base methodology, North Shore has a pension liability using the 17 

year-end methodology but a pension asset using the average methodology.  Specifically, I 18 

will respond to portions of the respective rebuttal testimony of Illinois Commerce 19 

Commission (“the Commission”) Staff witness Bonita Pearce, Illinois Attorney General 20 

(“AG”) witness David Effron, and Citizens Utility Board/City of Chicago (“CUB-City”) 21 

witness Ralph Smith, related to Peoples Gas’ and North Shore’s “Retirement Benefits, 22 

Net” figures in the Utilities’ rate bases. 23 
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C. Summary of Conclusions 24 

Q. Please summarize the conclusions of your surrebuttal testimony. 25 

A. The amount of Retirement Benefits, Net should be included in rate base, whether a year-26 

end or average rate base methodology is used.  Alternatively, however, if the Peoples Gas 27 

pension asset is excluded from rate base, and North Shore has a pension liability because 28 

the year-end methodology is used, the pension liability should also be excluded. 29 

D. Attachments to Testimony 30 

Q. Please describe the attachments to your surrebuttal testimony. 31 

A. NS-PGL Ex. 47.1, Attachment A (Peoples Gas) and Attachment B (North Shore) are roll-32 

forwards of each Utilities’ pension asset/liability from October 1, 1995, through 33 

December 31, 2013, that were provided in the Utilities’ response to Staff Data Request 34 

BAP 23.01. 35 

II. RATE BASE TREATMENT OF RETIREMENT BENEFITS, NET 36 

Q. Did you review the rebuttal testimony of Staff witness Bonita Pearce (Staff Ex. 14.0), 37 

AG witness David Effron (AG Ex. 5.0) and CUB-City witness Ralph Smith (CUB-38 

City Ex. 2.0), relating to rate base treatment of retirement benefits? 39 

A. Yes, I did. 40 

Q. What portions of the testimony provided by Ms. Pearce and Messrs. Effron and 41 

Smith will you be addressing? 42 

A. I will be addressing the proposed adjustments by all three witnesses regarding rate base 43 

treatment of the retirement benefits, net.  I will also address a Staff-only alternative 44 



 

Docket Nos. 12-0511, 12-0512 Page 3 of 6 NS-PGL Ex. 47.0 

proposal to include the year-end pension liability (North Shore) in rate base while 45 

excluding the year-end pension asset (Peoples Gas) from rate base. 46 

Q. What is the rate base treatment proposed by Ms. Pearce and Messrs. Effron and 47 

Smith? 48 

A. The adjustments proposed by all three witnesses are based on the most recent actuarial 49 

studies as provided in my rebuttal testimony (NS-PGL Exs. 31.2N and 31.2P).  All three 50 

witnesses propose to include the liability for other post-employment benefits (“OPEB”) 51 

in rate base for each utility.  Messrs. Effron and Smith propose to remove amounts 52 

related to pensions, whether asset or liability. Messrs. Effron and Smith thus propose 53 

symmetrical treatment of the Peoples Gas pension asset and the North Shore pension 54 

asset or liability.   In contrast, Ms. Pearce proposes, in the alternative, in the event of use 55 

of the year-end rate base methodology, to remove the pension asset from rate base for 56 

Peoples Gas while including in rate base the pension liability for North Shore (Staff 57 

Ex. 14.0, lines 66-69). 58 

Q. Do you agree with Ms. Pearce that the pension liability for North Shore should be 59 

included in rate base while excluding Peoples Gas’ pension asset? 60 

A. No, I do not.  In the Utilities’ 2009 rate cases, ICC Docket Nos. 09-0166/09-0167 61 

(Cons.), Staff made a similar proposal and the Commission’s final Order (at 36-37) found 62 

that it was appropriate to treat Peoples Gas’ pension asset and North Shore’s pension 63 

liability consistently, just as had occurred in the Utilities 2007 rate cases, ICC Docket 64 

Nos. 07-0241/07-0242 (Cons.).  I see no change in circumstances that would provide a 65 

reason the pension asset for Peoples Gas and pension liability for North Shore should be 66 

treated differently than the Commission previously ordered. 67 
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Q. Ms. Pearce states in her rebuttal testimony that the OPEB liability is properly 68 

included as a reduction to rate base.  Do you agree with this conclusion? 69 

A. Yes.  For the reasons cited by Ms. Pearce, one presumes that the actual expense recorded 70 

by the Utilities in accordance with generally accepted accounting principles (“GAAP”) 71 

has been “charged” to ratepayers.  To the extent that any of the GAAP expense has not 72 

been contributed by the Utilities, a net liability would exist.  Further, to the extent that 73 

contributions exceeded expense, a net asset would exist.  The net OPEB liability to 74 

include as a rate base reduction is the cumulative total of contributions made to date less 75 

expense recorded to date.  Through December 31, 2013, Peoples Gas has expensed 76 

$15,645,000 more in OPEB expense than it has funded; and North Shore has expensed 77 

$3,758,000 more than it has funded.  A net OPEB asset would result had contributions 78 

from the Utilities been greater than expense.  I would argue that, for consistency, an 79 

OPEB asset, if it existed, should also be included in the Utilities’ rate base. 80 

Although actual annual expense recorded by the Utilities will vary from one year 81 

to the next, it is presumed that customers were “charged” for this cost via the revenue 82 

requirement. 83 

Q. It is the position of Ms. Pearce and Messrs. Effron and Smith that the pension asset 84 

is properly excluded from rate base.  Do you agree with this conclusion? 85 

A. No, I do not, for the same fundamental reasons discussed above in relation to OPEB.  86 

Cumulative pension contributions have exceeded GAAP pension expense.  NS-PGL Ex. 87 

47.1, Attachment A, shows that at October 1, 1995, Peoples Gas had a pension liability of 88 

$2,774,000, and as a result of contributions that exceeded expense by $77,547,000, a 89 

pension asset of $64,662,000 exists at December 31, 2013.  NS-PGL Ex. 47.1, 90 
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Attachment B, shows that at October 1, 1995, North Shore had a pension liability of 91 

$38,000, and as a result of expense that exceeded contributions by $833,000, a net 92 

pension liability of $865,000 exists at December 31, 2013.  (These are year-end figures.) 93 

Pension contributions since 1995 were greater than expense during that timeframe 94 

for Peoples Gas by $77.5 million.  While negative pension expense recorded by Peoples 95 

Gas is the primary driver, the fact remains that cumulative contributions exceeded 96 

expense by $77.5 million.  For North Shore, however, cumulative expense since 1995 97 

was greater than pension contributions during that timeframe by $833,000.  Just as with 98 

OPEB, when contributions have been less than expense, a liability exists.  This liability 99 

has been determined to be properly included in rate base for OPEB because one presumes 100 

customers have been “charged” for the expense via the revenue requirement.  The 101 

pension should be treated consistently with OPEB.1 102 

Q. Did customers benefit from the negative pension expense that was recorded for the 103 

Utilities? 104 

A. Yes.  Ms. Pearce states that “ratepayers did not directly benefit from a reduction in 105 

pension expense during the years that the pension fund was earning returns higher than 106 

expected because the Company did not seek a change in rates during that period.”  107 

(Staff Ex. 14.0, lines 226-229, emphasis added)  Even during periods where there are not 108 

rate proceedings to directly adjust rates, negative pension expense provides benefits to 109 

customers in that it reduces the need for additional rate cases. 110 

                                                 
1  Mr. Effron’s rebuttal presented updated proposed adjustments on this subject, but did not address further 

the merits of the adjustments.  (AG Ex. 5.0, lines 49-53)  Mr. Smith’s rebuttal presented updated proposed 
adjustments, very briefly addressed the merits, and reaffirmed that if the Peoples Gas pension asset is excluded from 
rate base, then so should the North Shore pension liability, as in prior cases.  (CUB-City Ex. 2.0, lines 1033-1078)   
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Q. Ms. Pearce indicated in her direct testimony that her proposed adjustments were 111 

not based on whether the Utilities have pension assets, but her rebuttal continues to 112 

argue that an “underfunded” pension fund, meaning one that has not yet fully 113 

funded future unrecognized liabilities, means there is not a pension asset.  Is her 114 

view correct? 115 

A. No, her view is not consistent with GAAP accounting and is incorrect for the reasons I 116 

discussed in my rebuttal testimony.  If a parent has put away money for a child’s college 117 

education, but not enough to cover 100% of the expected costs, that does not mean that 118 

the money put away is not an asset.  Similarly, if a utility has prepaid pension expense (as 119 

reflected in a pension asset, properly defined), the fact that less than 100% had been 120 

prepaid does not mean that the amount prepaid is not an asset.  Moreover, customers 121 

benefit from the prepaid pension expense because it reduces future pension expense.  Her 122 

reference to the pension asset calculation as “novel” is incorrect and unsupported.  Her 123 

theory that customers are being required to pay a return on amounts they will pay to the 124 

utility in the future also is incorrect.  She reaches that conclusion only by treating 125 

unrecognized future liabilities, the “underfunded” portion, as a subtraction in order to 126 

deny there is a pension asset.  The regulatory asset for future recoveries is an offset to the 127 

unrecognized future liabilities.  Also, Ms. Pearce’s rebuttal does not provide what I would 128 

consider a convincing explanation for her and Staff witness Ms. Ebrey’s past testimony referring to 129 

Peoples Gas as having a pension asset.  The subject of whether the Utilities have a pension asset may 130 

be addressed further by the Utilities in briefing based on past Commission orders. 131 

Q. Does this complete your surrebuttal testimony? 132 

A. Yes. 133 


