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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Introduction 2 

Q. What is your name and business address? 3 

A. My name is Dennis M. Derricks.  My business address is Integrys Business Support, LLC 4 

(“IBS”), 700 North Adams Street, Green Bay, Wisconsin 54307. 5 

Q. Mr. Derricks, in what capacity are you employed? 6 

A. I am Assistant Vice President for Regulatory Affairs of IBS.  IBS is a wholly owned 7 

subsidiary of Integrys Energy Group, Inc. (“Integrys”).  IBS provides support services to 8 

various Integrys companies, including The Peoples Gas Light and Coke Company 9 

(“Peoples Gas” or “PGL”) and its sister utility North Shore Gas Company (“North 10 

Shore”). 11 

Q. On whose behalf are you offering this direct testimony? 12 

A. I am offering this direct testimony on behalf of Peoples Gas. 13 

B. Purposes of Direct Testimony 14 

Q. What are the purposes of your direct testimony? 15 

A. The purposes of my direct testimony are as follows: 16 

(1) In Section II of my direct testimony, I summarize Peoples Gas’ reasons for filing 17 

this rate case with the Illinois Commerce Commission (the “Commission” or 18 

“ICC”). 19 

(2) In Section III, I identify the other witnesses submitting direct testimony on behalf 20 

of Peoples Gas, and I briefly describe the subjects of their testimony. 21 
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C. Summary of Conclusions 22 

Q. Please summarize the conclusions of your direct testimony. 23 

A. In brief, the conclusions of my direct testimony are as follows: 24 

(1) Peoples Gas is filing this rate case to establish new rates to go into effect in 25 

January 2015 because, under its existing rates established in its and North Shore’s 26 

2012 rate cases based on a forecasted 2013 test year,1 Peoples Gas will have a 27 

very large shortfall in recovery of the costs of serving its customers in 2015.  The 28 

testimony of other witnesses on behalf of Peoples Gas establishes its forecasted 29 

2015 “revenue deficiency” (cost under-recovery) as $128,854,000.  The costs 30 

recovered by Peoples Gas through its applicable rates are, essentially, its costs of 31 

providing distribution service (including customer service) and transportation 32 

service to its customers.  These costs do not include the cost of gas supplied to 33 

customers or other costs recovered through tariff pass through “riders”.   34 

(2) Peoples Gas’ filing also takes into account its new Rider QIP – Qualifying 35 

Infrastructure Plant (“Rider QIP”), which became effective January 1, 2014.  36 

Rider QIP is authorized by new Section 9-220.3 of the Illinois Public Utilities 37 

Act, and Title 83, Part 556, of the Commission’s rules and was approved by the 38 

Commission’s final Order in ICC Docket No. 13-0534.  In brief, Rider QIP 39 

provides for the utility’s recovery of costs associated with investments in defined 40 

Qualifying Infrastructure Plant, including a return on, and depreciation expense 41 

related to, such investments.  The proposed base rates take into account the costs 42 

that are to be recovered through the rider, in order to avoid over- or 43 

                                                 
1  North Shore Gas Co., et al., ICC Docket Nos. 12-0511/12-0512 (cons.) (Order June 18, 2013, and Order on 
Rehearing December 18, 2013). 
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under-recovery, as addressed by Peoples Gas witnesses Sharon Moy and John 44 

Hengtgen (PGL Exhibits [“Ex.”] 6.0 and 7.0). 45 

D. Background and Experience 46 

Q. Mr. Derricks, please briefly describe your education and business experience.  47 

A. I graduated from Michigan Technological University in 1988 with a Bachelor of Science 48 

Degree in Electrical Engineering.  My engineering education was concentrated in Electric 49 

Power Systems.  In 1998, I received a Master’s Degree in Business Administration from 50 

the University of Wisconsin - Oshkosh.  In 1991, I was employed by Wisconsin Public 51 

Service Corporation in the Rates Department.  I held the position of Rates Engineer from 52 

1991 to 1995.  I was then promoted to Electric Rates Supervisor.  In that capacity, I was 53 

involved in rate related engineering studies, service rule administration, rate development 54 

and administration and financial analyses of electric retail rates.  From 2003 until 55 

assuming my current position of Assistant Vice President for Regulatory Affairs of IBS 56 

on February 17, 2013, I held the position of Director – Electric Regulatory Policy and 57 

Analysis.  As Director, I was responsible for directing and leading the determination of 58 

electric regulatory policy in all jurisdictions. 59 

Q. Have you ever testified before the Commission? 60 

A. No.  I have testified before the Federal Energy Regulatory Commission, the Public 61 

Service Commission of Wisconsin, and the Michigan Public Service Commission.  62 

II. REASONS FOR FILING THIS RATE CASE 63 

Q. Please give a brief description of Peoples Gas. 64 
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A. Peoples Gas is a wholly-owned indirect subsidiary of Integrys engaged in the business of 65 

transporting, purchasing, storing, distributing and selling natural gas at retail to 66 

approximately 829,000 residential, commercial, and industrial customers within the City 67 

of Chicago.  This service territory covers an area of about 237 square miles.  The 68 

company owns approximately 4,169 miles of gas distribution mains and approximately 69 

419 miles of gas transmission lines.  Peoples Gas also owns a gas storage field, Manlove 70 

Field.  Peoples Gas employs approximately 1,296 people, nearly all of whom work in the 71 

City of Chicago.  Peoples Gas’ system is discussed by David Lazzaro (PGL Ex. 8.0), 72 

except Manlove Field is discussed primarily by Thomas Puracchio (PGL Ex. 16.0).  (The 73 

above figures generally are as of December 31, 2013.) 74 

Over the long term, Peoples Gas’ ability to provide adequate, reliable, and safe 75 

distribution services and the associated customer services to its customers depends on 76 

both financial capital and human capital.  A gas utility’s distribution system and the other 77 

infrastructure investments that support the provision of its services are heavily capital 78 

intensive.  Notwithstanding increased automation of its distribution and customer 79 

systems, a gas utility’s operations also are highly labor intensive.  Peoples Gas mainly 80 

relies on its own employees, who predominantly serve in skilled positions.  The utility 81 

also makes efficient use of service company personnel and outside personnel resources. 82 

Q. In brief, why is Peoples Gas filing this rate case? 83 

A. Peoples Gas is seeking to reduce the continuing large gap between the costs that it incurs 84 

in order to serve its customers and the costs that it recovers through its rates.  Timely and 85 

adequate cost recovery is essential over the long term in order for Peoples Gas to 86 
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continue to provide adequate, safe, and reliable service and access at a reasonable cost the 87 

capital needed for this purpose.   88 

Peoples Gas’ costs of service are forecasted to be significantly higher in 2015 89 

than the costs it would recover through its current rates.  The costs that Peoples Gas 90 

incurs in order to serve its customers have increased significantly in recent years, due 91 

primarily to main replacement and other increased plant investment costs, and increased 92 

operating expenses, such as increased costs of pipeline safety and other compliance work.  93 

Peoples Gas’ costs of service, and their drivers, are presented and supported by the 94 

testimony of other witnesses listed in Section III of my testimony. 95 

In contrast, Peoples Gas’ existing rates are the rates set in the 2012 Rate Cases, 96 

which were based on a forecasted 2013 test year.  Moreover, in that case, Peoples Gas’ 97 

rate base (the level of investments on which it is entitled to recover a rate of return) was 98 

calculated using the “average rate base” method, which is the average of the amounts of 99 

rate base as of January 1, 2013, and December 31, 2013.  In other words, the total rate 100 

base cost level used in calculating the existing rates was roughly the cost level as of the 101 

end of June 2013, not the level as of the end of 2013, much less as of any time in 2014 or 102 

the test year in this filing, 2015. 103 

The testimony of other witnesses on behalf of Peoples Gas establishes its 104 

forecasted 2015 revenue deficiency (cost under-recovery) as $128,854,000.  Peoples Gas 105 

seeks to address that lack of cost recovery. 106 

Peoples Gas’ filing also reflects its new Rider QIP.  The Illinois General 107 

Assembly has approved recovery by natural gas utilities, through riders, of costs 108 

associated with investments in Qualifying Infrastructure Plant, including a return on and 109 
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the related depreciation expense as to such investments.  That legislation, Senate 110 

Bill 2266, became law as Public Act 98-0057 effective July 5, 2013.  The Commission 111 

subsequently adopted new Part 556 of its rules on this subject.  The Commission recently 112 

approved Peoples Gas’ Rider QIP in its final Order in ICC Docket No. 13-0534.  Certain 113 

cost recovery will begin under Rider QIP in 2014.  The rider itself contains provisions to 114 

prevent costs being recovered in base rates that are being recovered through the rider.  115 

The 2015 test year Qualifying Infrastructure Plant costs are not part of the proposed total 116 

base rate cost of service (the “revenue requirement”), but will be recovered through 117 

Rider QIP in 2015.  The adjustments to the revenue requirement to take into account 118 

Rider QIP are addressed by Peoples Gas witnesses Ms. Moy and Mr. Hengtgen (PGL 119 

Exs. 6.0 and 7.0).  The utility’s plant investments as such are addressed primarily by 120 

Mr.  Lazzaro. 121 

This rate case, like any rate case, also involves updating of cost of service analysis 122 

and rate design and other tariff updates and modifications.   123 

Q. Has Peoples Gas prepared a summary of the drivers of the changes in its costs of 124 

service as of the forecasted 2015 test year versus the levels set in the 2012 Rate 125 

Cases? 126 

A. Yes.  I refer to the pie chart below, which graphically describes the changes in our costs 127 

versus the cost levels approved in the 2012 Rate Cases. 128 
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 129 

Q. Please describe these categories in more detail and what is driving the increases in 130 

these categories. 131 

A. The first category, System Capital Investment ($60.4 million), represents the return of 132 

and on capital invested to better serve customers since the 2012 Rate Cases, holding the 133 

rate of return (pre-income tax) approved in the last rate case constant.  A primary driver 134 

for this category is Peoples Gas’ ongoing significant investments in its distribution 135 

system, including the costs to retire and replace cast and ductile iron main in the City of 136 

Chicago, among which are costs of the accelerated main replacement program in 2014. 137 

The second category, Production / Distribution / Storage / Transmission Expense 138 

($28.6 million), is the non-capitalized costs that Peoples Gas incurs to operate and 139 

maintain its underground distribution system and other operational costs.  The net 140 

Production/ 
Distribution/ Storage/ 
Transmission, $28.6  

System Capital 
Investment**, $60.4  

Cost of Capital**, $21.5  

Loss in Revenues Under 
Existing Rates, $10.2  

Customer Accounts & 
Customer Service, 

($5.8) 

Other Admin & General 
Expense & Taxes Other 
Than Income Taxes**, 

$14.0  

Peoples Gas 
Change in expenditures from 2013 Final Order - 2015  

($ in millions) 

Production/Distribution/
Storage/Transmission

System Capital
Investment**

Cost of Capital**

Loss in Revenues Under
Existing Rates

Customer Accounts &
Customer Service

Other Admin & General
Expense & Taxes Other
Than Income Taxes**

**Includes income tax effects 
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increase is primarily attributable to the general wage increase; increased contractor and 141 

Chicago Department of Transportation costs; a shift in labor between Distribution, 142 

Customer Accounts and Clearing; and increased engineering costs from IBS. 143 

The third category, Cost of Capital ($21.5 million), represents the increased 144 

overall costs of debt and common equity for Peoples Gas over the levels approved in the 145 

2012 Rate Cases.  The company’s overall cost of capital is the required return on its 146 

investment (net of accumulated depreciation) in its utility assets.  In order to attract 147 

capital for new investments, existing investors must receive a fair and adequate return on 148 

their investment. 149 

The fourth category, Other Administrative and General Expenses and Taxes Other 150 

Than Income Taxes ($14.0 million), represents increased costs associated with higher 151 

depreciation, and return on IBS assets, due mainly to the Customer System upgrade 152 

project, incentive compensation and non-union wages that were disallowed in the 2012 153 

Rate Cases, and higher invested capital taxes. 154 

The fifth category, Loss in Revenues Under Existing Rates ($10.2 million), 155 

represents the loss in revenues under existing rates (the recovery of costs of service 156 

sometimes is referred to as “margin” or “margin revenues”) as the result of lower 157 

projected throughput volumes. 158 

The sixth category, Customer Accounts and Customer Service (-$5.8 million), 159 

represents primarily a decrease in the three year average net write off for uncollectible 160 

expense which is partially offset by an increase in IBS costs. 161 
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III. IDENTIFICATION OF OTHER WITNESSES PROVIDING DIRECT 162 
TESTIMONY 163 

Q. Please identify the witnesses presenting direct testimony in support of Peoples Gas’ 164 

filing and the main topic or topics that each witness addresses. 165 

A. The following witnesses are providing direct testimony on behalf of Peoples Gas: 166 

• Lisa J. Gast, Manager, Financial Planning and Analysis for IBS (PGL Ex. 2.0), 167 

addresses Peoples Gas’ proposed capital structure, embedded cost of long-term 168 

debt, embedded cost of short-term debt, and overall cost of capital expressed as a 169 

rate of return on its rate base. 170 

• Paul R. Moul, Managing Consultant, P. Moul & Associates (PGL Ex. 3.0), 171 

addresses the market cost of common equity for Peoples Gas. 172 

• Kevin R. Kuse, Senior Load Forecaster, IBS (PGL Ex. 4.0), addresses Peoples 173 

Gas’ customer demand forecast and calculation of sales revenue based on that 174 

forecast. 175 

• Christine M. Gregor, Director, Operations Accounting, Peoples Gas (PGL 176 

Ex. 5.0), presents the operating income statement for the forecasted 2015 test year 177 

of Peoples Gas.  She discusses the methodology used in the preparation of the 178 

operating income statement for the test year, uncollectible expense, depreciation 179 

expense, taxes other than income taxes, affiliate transaction costs, and income tax 180 

expense.  She also discusses variances in operating expenses from 2012 to the 181 

2015 test year. 182 

• Sharon Moy, Rate Case Consultant, IBS (PGL Ex. 6.0), addresses the total cost of 183 

service (the revenue requirement) of Peoples Gas, operating income and expenses, 184 

certain ratemaking adjustments to operating income and expenses, charitable 185 
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contributions expense, rate case expense, and the Gross Revenue Conversion 186 

Factor. 187 

• John Hengtgen, Hengtgen Consulting, LLC (PGL Ex. 7.0), addresses the rate base 188 

of Peoples Gas, adjustments to rate base, and the cash working capital component 189 

of rate base. 190 

• David J. Lazzaro, General Manager, District Field Operations, Peoples Gas (PGL 191 

Ex. 8.0), describes Peoples Gas’ physical systems and operations and the manner 192 

in which it ensures capital expenditures are prudent and reasonable, describes its 193 

forecasted capital investments, addresses certain major additions to its rate base 194 

for 2015 (and presents Schedule F-4 of Peoples Gas’ submission, which relates to 195 

new major capital projects, under Part 285 of the ICC’s rules), discusses staffing, 196 

and discusses certain variances in operating expenses from 2012 to the 2015 test 197 

year. 198 

• John Spanos, Senior Vice President of the Valuation and Rate Division, Gannett 199 

Fleming (PGL Ex. 9.0), presents Peoples Gas’ new depreciation study. 200 

• Noreen E. Cleary, Assistant Vice President, Total Compensation, Integrys (PGL 201 

Ex. 10.0), discusses incentive compensation costs and overall non-union 202 

employee compensation costs. 203 

• John P. Stabile, Tax Director, IBS (PGL Ex. 11.0), discusses deferred income 204 

taxes and net operating losses. 205 

• Christine M. Hans, Manager, Benefits Accounting, IBS (PGL Ex. 12.0), discusses 206 

employee benefits costs, including pension and other post-employment benefits 207 

(“OPEB”) costs and pension contributions and assets. 208 
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• Tracy L. Kupsh, Director, Operations Accounting, IBS (PGL Ex. 13.0), discusses 209 

costs billed to Peoples Gas by IBS, which provides various services to Peoples 210 

Gas. 211 

• Joylyn C. Hoffman Malueg, Rate Case Consultant, IBS (PGL Ex. 14.0), describes 212 

Peoples Gas’ embedded cost of service study for the 2015 test year used by 213 

Ms. Egelhoff in the proposed changes in the Peoples Gas rate schedules addressed 214 

in Ms. Egelhoff’s testimony. 215 

• Debra E. Egelhoff, Manager, Gas Regulatory Policy, IBS (PGL Ex. 15.0), 216 

addresses and supports the proposed rate design for Peoples Gas.  She also 217 

addresses and supports changes to the Schedule of Rates for Gas Service of 218 

Peoples Gas. 219 

• Thomas L. Puracchio, Manager, Gas Storage, IBS (PGL Ex. 16.0), supports the 220 

investment of Peoples Gas in the Manlove storage field complex and the 221 

Liquefied Natural Gas Plant.  He also discusses certain projects on Schedule F-4. 222 

Q. Does this complete your direct testimony? 223 

A. Yes. 224 


