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

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

Q. Are you the same Dennis M. Derricks who provided direct testimony on behalf of 6 

The Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas 7 

Company (“North Shore”) (together, “the Utilities”) in these consolidated dockets? 8 

A. Yes. 9 

B. Purposes of Rebuttal Testimony 10 

Q. What are the purposes of your rebuttal testimony in this proceeding? 11 

A. My rebuttal testimony has four overall purposes. 12 

1. I present the Utilities’ revised and updated figures for the cost recovery shortfalls 13 

they will incur in 2015 (the test year) under their existing rates, and discuss the 14 

degree to which Illinois Commerce Commission (“Commission”) Staff (“Staff”) 15 

and intervenor witnesses in their respective direct testimony make 16 

recommendations that result in revenue requirement figures that would perpetuate 17 

cost under-recovery. 18 

2. I respond to an inquiry in the direct testimony of Illinois Attorney General’s 19 

Office (the “AG”) witness David Effron (AG Ex. 1.0), relating to the proposed 20 

acquisition by Wisconsin Energy Corporation of the ultimate parent company of 21 

the Utilities, Integrys Energy Group, Inc. 22 
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3. I respond to the direct testimony of AG witness David Dismukes, Ph.D. (AG Ex. 23 

2.0), regarding what Dr. Dismukes calls a “peer group analysis of company 24 

costs”, and which he contends supports certain proposals of AG witness 25 

Mr. Effron. 26 

4. I identify the other witnesses presenting rebuttal testimony on behalf of the 27 

Utilities, and I briefly describe the subjects of their respective rebuttal testimony. 28 

Staff and intervenors also presented proposals on the subject of rate design and certain 29 

other subjects, but I am not summarizing those issues. 30 

C. Summary of Conclusions 31 

Q. Please summarize the conclusions of your rebuttal testimony. 32 

A. In brief, the conclusions of my rebuttal testimony are as follows: 33 

1. The data presented in the Utilities’ filings as revised and updated by their 34 

witnesses on revenue requirement (total cost of service) issues shows that (a) 35 

Peoples Gas’ 2015 cost recovery shortfall under existing rates is expected to be 36 

$102,250,000 and (b) North Shore’s 2015 cost recovery shortfall under existing 37 

rates is expected to be $6,524,000.  The respective proposals of Staff and 38 

intervenors would lead to continued large cost recovery shortfalls. 39 

2. The proposed acquisition by Wisconsin Energy Corporation of the ultimate parent 40 

company of the Utilities, Integrys Energy Group, Inc., will be addressed by the 41 

Commission in a separate Docket and is subject to multiple other regulatory 42 

approvals.  Whether the transaction will close, whether it will be subject to 43 

conditions, the substance of the conditions, if any, and when the transaction will 44 

close are unknown. 45 
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3. Dr. Dismukes’ “peer group analysis of company costs” is incomplete and is 46 

unreliable and unusable as support for any proposals of Mr. Effron. 47 

II. THE UTILITIES’ COST RECOVERY SHORTFALLS 48 

A. The Utilities’ Expected Cost Recovery Shortfalls and Their Drivers 49 

Q. Do the Utilities’ rebuttal witnesses present and support revised and updated figures 50 

for the Utilities’ expected cost recovery shortfalls in 2015 under existing rates? 51 

A. Yes.  Utilities’ witness Sharon Moy in her rebuttal testimony (NS-PGL Ex. 21.0) presents 52 

schedules showing that: (1) Peoples Gas’ 2015 cost recovery shortfall under existing rates 53 

is expected to be $102,250,000 and (b) North Shore’s 2015 cost recovery shortfall under 54 

existing rates is expected to be $6,524,000.  Those figures are based on information in the 55 

Utilities’ original filings as revised and updated by Ms. Moy and the Utilities’ other 56 

rebuttal witnesses who address revenue requirement issues.  I note as well that the 57 

Utilities, as of July 31, 2014, had answered 1,331, data requests, not counting subparts, in 58 

these Dockets. 59 

Q. In your direct testimony, you presented a pie chart for each utility that summarized 60 

the drivers of the net changes in their costs of service and revenues under existing 61 

rates versus the levels set by the final Order on Rehearing of the Commission in the 62 

rate cases that the Utilities filed in 2012 (“2012 Rate Cases”).  Are you presenting 63 

revised and updated pie charts? 64 

A. Yes.  I present two revised and updated pie charts, one for each utility. 65 

Q. Please describe the first pie chart. 66 
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A. The first chart summarizes the drivers of the changes in costs and revenues of Peoples 67 

Gas based on a comparison of its expected figures for 2015 under existing rates versus 68 

the levels the Commission set in its final Order on Rehearing in the 2012 Rate Cases.  69 

The data presented in the chart reflects data in the direct and rebuttal testimony of the 70 

Utilities’ witnesses who address Peoples Gas revenue requirement issues. 71 

 72 

Q. Please describe in more detail the categories in the chart and what is driving the 73 

changes in these categories. 74 

A. The first category, System Capital Investment ($45.0 million), represents the return on 75 

and of capital invested to better serve customers since the 2012 Rate Cases, holding the 76 
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rate of return (pre-income tax) approved in the last rate case constant.  A primary driver 77 

for this category is Peoples Gas’ ongoing significant investments in its distribution 78 

system, including the costs to retire and replace cast and ductile iron main in the City of 79 

Chicago, among which are costs of the accelerated main replacement program in 2014. 80 

The second category, Production / Distribution / Storage / Transmission Expense 81 

($28.5 million), is the non-capitalized costs that Peoples Gas incurs to operate and 82 

maintain its underground distribution system and other operational costs.  The net 83 

increase is primarily attributable to the general wage increase; increased contractor and 84 

Chicago Department of Transportation costs; a shift in labor between Distribution, 85 

Customer Accounts and Clearing and increased engineering costs from IBS. 86 

The third category, Cost of Capital ($17.6 million), represents the increased 87 

overall costs of debt and common equity for Peoples Gas over the levels approved in the 88 

2012 Rate Cases.  The company’s overall cost of capital is the required return on its 89 

investment (net of accumulated depreciation) in its utility assets.  In order to attract 90 

capital for new investments, existing investors must receive a fair and adequate return on 91 

their investment. 92 

The fourth category, Loss in Revenues Under Existing Rates ($10.2 million), 93 

represents the loss in revenues under existing rates (the recovery of costs of service 94 

sometimes is referred to as “margin” or “margin revenues”) as the result of lower 95 

projected throughput volumes. 96 

The fifth category, Other Administrative and General Expenses and Taxes Other 97 

Than Income Taxes ($7.4 million), represents: (a) increased costs associated with higher 98 

depreciation, and return on IBS assets, due mainly to the Customer System upgrade 99 
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project; (b) incentive compensation and non-union wages that were disallowed in the 100 

2012 Rate Cases; (c) higher invested capital taxes; and (d) acceptance of Staff’s 101 

adjustments to disallow a portion of incentive compensation in this case.   102 

The sixth category, Customer Accounts and Customer Service (-$6.4 million), 103 

represents primarily a decrease in the three year average net write off for uncollectible 104 

expense, which is partially offset by an increase in IBS costs. 105 

Q. Please describe the second chart. 106 

A. The second chart summarizes the drivers of the changes in costs and revenues of North 107 

Shore based on a comparison of its expected figures for 2015 under existing rates versus 108 

the levels the Commission set in its final Order on Rehearing in the 2012 Rate Cases.  109 

The data presented in the chart reflects data in the direct and rebuttal testimony of the 110 

Utilities’ witnesses who address North Shore revenue requirement issues. 111 
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 112 

Q. Please describe in more detail the categories in the second chart and what is driving 113 

the changes in these categories. 114 

A. The first category, Production / Distribution / Transmission Expenses ($3.8 million), 115 

represents increased costs primarily due to the general wage increase, inflation, and 116 

additional contractor work. 117 

  The second category, System Capital Investment ($3.3 million), represents the 118 

return on and of capital invested to better serve customers since the 2012 Rate Cases, 119 

holding the rate of return (pre-income tax) approved in the last rate case constant.  A 120 
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primary driver for this category is North Shore’s ongoing significant investments in its 121 

distribution system.  122 

  The third category, Loss in Revenues Under Existing Rates ($1.2 million), 123 

represents the loss in revenues under existing rates (the recovery of costs of service 124 

sometimes is referred to as “margin” or “margin revenues”) as the result of lower 125 

projected throughput volumes. 126 

  The fourth category, Cost of Capital ($0.6 million), represents the increased 127 

overall costs of debt and common equity for North Shore over the levels approved in the 128 

2012 Rate Cases.  The company’s overall cost of capital is the required return on its 129 

investment (net of accumulated depreciation) in its utility assets.  In order to attract 130 

capital for new investments, existing investors must receive a fair and adequate return on 131 

their investment. 132 

  The fifth category, Customer Accounts & Customer Service (-$0.9 million), 133 

represents a decrease in the three year average net write off for uncollectible expense and 134 

a shift of the depreciation and return on the Customer system from Customer Accounts to 135 

Administrative and General. 136 

  The sixth category, Other Administrative & General Expenses and Taxes Other 137 

Than Income Taxes ($-1.5million), represents: (a) disallowance of incentive and 138 

non-union wage costs in the 2012 Rate Cases, (b) a net decrease in amortization of rate 139 

case expenses, (c) increased billings from IBS, (d) higher invested capital taxes, and 140 

(e) acceptance of Staff’s adjustments to disallow a portion of incentive compensation in 141 

this case. 142 
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B. Cost Recovery Shortfalls Under Staff and Intervenor Proposals 143 

Q. If the respective recommendations of Staff and intervenor witnesses were to be 144 

adopted, would the revenue requirement figures approved in this Docket cover the 145 

Utilities’ expected cost recovery shortfalls in 2015? 146 

A. No.  The Staff witnesses collectively present recommendations that would reduce Peoples 147 

Gas’ proposed revenue requirement as filed by nearly $32 million and North Shore’s 148 

proposed revenue requirement as filed by about $3.5 million.  See the direct testimony of 149 

Staff witness Dianna Hathhorn, Staff Ex. 1.0.  The AG witnesses together present 150 

recommendations that would reduce Peoples Gas’ proposed revenue requirement as filed 151 

by over $74 million and North Shore’s proposed revenue requirement as filed by over 152 

$8 million.  See Effron Direct, AG Ex. 1.0.  The CCI1 witness, Michael Gorman 153 

(City/CUB/IIEC Ex. 1.0) did not present “rolled up” revenue requirement or revenue 154 

deficiency (cost recovery shortfall) figures, but his proposals also sharply reduce the 155 

Utilities’ proposed figures as filed.  Thus, their respective recommendations in the 156 

aggregate each would result in significant cost recovery shortfalls by the Utilities.2   157 

III. PROPOSED WISCONSIN ENERGY CORPORATION – INTEGRYS ENERGY 158 
GROUP, INC. TRANSACTION 159 

Q. AG witness Mr. Effron made an inquiry relating to the proposed acquisition by 160 

Wisconsin Energy Corporation of the ultimate parent company of the Utilities, 161 

Integrys Energy Group, Inc.  What is the status of that proposed acquisition? 162 

                                                 
1  CCI = the joint testimony of the City of Chicago, the Citizens Utility Board (“CUB”), and the Illinois Industrial 
Energy Consumers (“IIEC”) (together “City/CUB/IIEC” or CCI). 
2  The Environmental Law and Policy Center (“ELPC”) co-sponsored the testimony of one AG witness, but that 
witness did not address revenue requirement issues. 
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A. The proposed transaction is the acquisition of the ultimate parent company of the 163 

Utilities, Integrys Energy Group, Inc., by Wisconsin Energy Corporation (“WEC”).  The 164 

Utilities are not being directly acquired by WEC.  The proposed transaction is subject to 165 

approval by the Commission and several other state and federal governmental entities.  166 

Whether all of the required approvals will be received is unknown.  With respect to 167 

Illinois, the application for approval that must be filed with the Commission under 168 

Section 7-204 of the Public Utilities Act has not yet been filed.  In addition, it is possible 169 

that future regulatory approvals, if obtained, will be subject to conditions.  Thus, whether 170 

the transaction will close, whether it will be subject to conditions, the substance of the 171 

conditions, if any, and when the transaction will close are unknown. 172 

IV. THE “PEER GROUP ANALYSIS OF COMPANY COSTS” 173 

Q. Does AG witness Dr. Dismukes propose any specific adjustments to the costs in the 174 

revenue requirements calculated by the Utilities? 175 

A. No.  Dr. Dismukes on lines 32 to 37 of his direct testimony states: “Mr. David Effron, 176 

another expert witness appearing on the behalf of the AG, will provide specific 177 

recommendations on the level of test-year expenses that should be included in the 178 

Companies’ respective test-year revenue requirements. My testimony, and the 179 

independent analysis included herein, supports the recommendations offered by 180 

Mr. Effron.”  Dismukes Dir., AG Ex. 2.0, 2:32-37.  I discuss later that Dr. Dismukes’ 181 

testimony is not tied, however, to any specific adjustments proposed by Mr. Effron. 182 

Q. How does AG witness Dr. Dismukes describe his “peer group analysis of company 183 

costs”? 184 
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A. On lines 29 to 32 of his direct testimony, Dr. Dismukes states: “My analysis includes a 185 

peer group comparison of the Companies’ operation and maintenance (‘O&M’) and 186 

administrative and general (‘A&G’) costs in addition to a review of the general 187 

reasonableness of the Companies’ projection of test-year expenses.”  Dismukes Dir., AG 188 

Ex. 2.0, 2:29-32.  Sections II and III of his direct testimony and certain attachments 189 

thereto elaborate on his analysis. 190 

Q. Does Dr. Dismukes’ direct testimony present both what he calls a peer group 191 

analysis of company costs and a separate review of the general reasonableness of the 192 

Utilities’ test year forecasts of costs? 193 

A. No.  For example, lines 191 to 201 of his direct testimony indicate that his assessment of 194 

the reasonableness of the Utilities’ test year forecasts of costs is based on his “peer group 195 

analysis of company costs”.  Dismukes Dir., AG Ex. 2.0, 9:191-201.  I do not see any 196 

separate review of the forecasts presented by Dr. Dismukes. 197 

Q. Based on your review, does Dr. Dismukes’ testimony show that his analysis compares 198 

“peers” of the Utilities with the Utilities? 199 

A. No, based on my review, his analysis does not show that the 17 other utilities are “peers” 200 

of the Utilities in the sense that their costs are reasonably compared by him with the costs 201 

of the Utilities. 202 

Q. Why do you say that, based on your review, Dr. Dismukes’ analysis does not show 203 

that the 17 other utilities are “peers” of the Utilities in the sense that their costs are 204 

reasonably compared by him with the costs of the Utilities? 205 
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A. Dr. Dismukes’ criteria for whether a utility was a “peer” of the Utilities appears limited to 206 

the utility being in the Midwest Census Region and serving at least 50,000 customers.  207 

He does not explain why these two simple facts make a utility a “peer” of the Utilities.  208 

He does not explain how, other than the location and number of customers, the utilities 209 

within the group of 17 are comparable to the Utilities such that they form a “peer” group.  210 

For example, based on my review, Dr. Dismukes’ analysis does not provide information 211 

showing that the 17 other utilities as compared with the Utilities have comparable service 212 

territories, comparable systems, comparable sizes, and comparable state and local 213 

regulations.  His response to the Utilities’ data request AG 3.01(a) indicates that none of 214 

the “peers” is an essentially all urban utility like Peoples Gas.  His response to the 215 

Utilities’ data request AG 3.14 indicates that 10 of the 17 “peers” are combined gas and 216 

electric utilities.  His response to the Utilities’ data request AG 3.07 indicates that he did 217 

not examine the state and local regulations under which the “peers” operate. 218 

Q. Does Dr. Dismukes’ direct testimony identify any specific expense incurred or 219 

forecast by Peoples Gas that he claims to be imprudent, inefficient, or excessive? 220 

A. No.  He confirmed that fact in his response to the Utilities’ data request AG 3.20.  I note 221 

further that Peoples Gas’ costs of service were reviewed in rate cases filed in 2007, 2009, 222 

and 2011, as well as in the 2012 Rate Cases. 223 

Q. Does Dr. Dismukes’ direct testimony identify any specific expense incurred or 224 

forecast by North Shore that he claims to be imprudent, inefficient, or excessive? 225 

A. No.  He confirmed that fact in his response to the Utilities’ data request AG 3.22, 226 

referencing his response to the Utilities’ data request AG 3.20.  I note further that North 227 
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Shore’s costs of service, like Peoples Gas’ costs, were reviewed in rate cases filed in 228 

2007, 2009, and 2011, as well as in the 2012 Rate Cases. 229 

Q. Is Dr. Dismukes’ direct testimony tied to any specific adjustments proposed by 230 

Mr. Effron? 231 

A. No.  Dr. Dismukes’ direct testimony does not appear to be directly tied, or perhaps even 232 

indirectly tied, to any of the specific adjustments proposed by Mr. Effron, for several 233 

reasons.  First, Dr. Dismukes himself does not link his analysis to any specific proposal 234 

of Mr. Effron, much less show how it supports any specific proposal.  Second, many of 235 

Mr. Effron’s proposed adjustments relate to rate base, which is not a subject of 236 

Dr. Dismukes’ analysis.  Third, some of Mr. Effron’s proposed adjustments relate to 237 

altering expected 2015 utility employee headcounts based on utility employee headcounts 238 

in the period of 2013 and the beginning of 2014.  I do not see how Dr. Dismukes’ 239 

analysis, which is based on certain expenses by subsets of accounting categories and 240 

which involves comparisons from 2004 to 2013, bears on the subject of expected 2015 241 

headcounts.  Fourth, Mr. Effron’s proposed adjustments to incentive compensation 242 

expense are based on his view of standards created by the Commission, not on any claim 243 

that those costs are imprudent or excessive.  Finally, the remainder of Mr. Effron’s 244 

proposed adjustments involve costs allocated or charged by IBS to the Utilities, and the 245 

adjustments are based on extrapolations from data for 2013 and the beginning of 2014 246 

and/or simply questioning forecasts for changes from 2014 to 2015.  Dr. Dismukes’ 247 

comparisons of 2004 to 2013 data do not appear to be probative to those proposed IBS 248 

cost adjustments. 249 
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V. OTHER WITNESSES PRESENTING REBUTTAL TESTIMONY 250 

Q. Please identify the other witnesses presenting rebuttal testimony on behalf of 251 

Peoples Gas and North Shore and the main topic or topics that each witness 252 

addresses. 253 

A. The following witnesses are presenting rebuttal testimony on behalf of the Utilities: 254 

• Lisa J. Gast, Manager, Financial Planning and Analysis for IBS (NS-PGL 255 

Ex. 18.0), responds to Staff witness Janis Freetly’s proposed adjustments to the 256 

Utilities’ proposed costs of long-term and short-term debt and provides an 257 

updated capital structure and cost of capital schedule for each Utility to reflect 258 

financing updates. 259 

• Paul R. Moul, Managing Consultant, P. Moul & Associates (NS-PGL Ex. 19.0), 260 

responds to the rates of return on common equity proposed by Staff witness 261 

Ms. Freetly and CCI witness Michael P. Gorman for inclusion in the Utilities’ 262 

overall cost of capital. 263 

• Christine M. Gregor, Director, Operations Accounting, Peoples Gas (NS-PGL 264 

Ex. 20.0), discusses the uncollectibles adjustment proposed by Staff but which 265 

Staff subsequently has confirmed is unnecessary. 266 

• Sharon Moy, Rate Case Consultant, IBS (NS-PGL Ex. 21.0), presents the 267 

Utilities’ revised and updated revenue deficiencies and revenue requirements, 268 

responds to various proposed adjustments to operating expenses presented by 269 

Staff and intervenors, accepting a number of those adjustments, presents  certain 270 

updates, presents information and documents on the subject of rate cases 271 

expenses, and presents a narrative description to calculate the impact of the 272 
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Utilities’ Net Operating Losses (“NOLs”) on current and accumulated deferred 273 

income taxes associated with each pending adjustment related to this current rate 274 

case proceeding. 275 

• John Hengtgen, Hengtgen Consulting, LLC (NS-PGL Ex. 22.0), responds to 276 

various adjustments Staff, the AG, and CCI propose to rate base, including 277 

accumulated deferred income taxes (“ADIT”), gross plant additions, and cash 278 

working capital. 279 

• David J. Lazzaro, General Manager, District Field Operations, Peoples Gas 280 

(NS-PGL Ex. 23.0), addresses adjustments made relating to forecasted additions 281 

to utility plant, including the Accelerated Main Replacement Program.  He also 282 

responds to the AG’s testimony regarding cost of removal corrosion-related leaks.  283 

Finally, he addresses disallowances related to employee headcount. 284 

• Noreen E. Cleary, Assistant Vice President, Total Compensation, Integrys 285 

(NS-PGL Ex. 24.0), addresses issues concerning the recovery of incentive 286 

compensation costs and Staff’s proposed disallowance of costs for executive 287 

“perquisites”. 288 

• John P. Stabile, Tax Director, IBS (NS-PGL Ex. 25.0), addresses the AG’s 289 

adjustment regarding ADIT and NOLs.  He also responds to Staff’s testimony 290 

regarding the calculation of deferred income taxes.   291 

• Christine M. Hans, Manager, Benefits Accounting, IBS (NS-PGL Ex. 26.0), 292 

provides updated pension and other post-employment benefits numbers, based on 293 

annually updated calculations that were provided to the Utilities by their outside 294 

actuaries on May 21, 2014, for 2015 (the test year); responds to Staff and 295 
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intervenor testimony regarding inclusion of retirement benefits, net, in rate base; 296 

and responds to an AG witness’ proposed adjustments to medical benefits costs. 297 

• Tracy L. Kupsh, Director, Operations Accounting, IBS (NS-PGL Ex. 27.0), 298 

responds to certain of an AG witness’ proposed adjustments to IBS direct charges 299 

and allocations to the Utilities. 300 

• Joylyn C. Hoffman Malueg, Rate Case Consultant, IBS (NS-PGL Ex. 28.0), 301 

addresses IIEC witnesses’ criticisms of and proposed changes to the Utilities’ 302 

embedded cost of service studies. 303 

• Debra E. Egelhoff, Manager, Gas Regulatory Policy, IBS (NS-PGL Ex. 29.0), 304 

addresses Staff and intervenor rate design proposals, particularly those that 305 

advocate a departure from basic cost causation principles of recovering fixed 306 

costs in fixed charges. 307 

• Thomas L. Puracchio, Manager, Gas Storage, IBS (NS-PGL Ex. 30.0), testifies 308 

that Peoples Gas will withdraw its proposal to include the cost to construct a 309 

Liquefied Natural Gas (LNG) Truck Loading Facility within rate base. 310 

• Mark Kinzle, General Manager, District Field Operations, North Shore (NS-PGL 311 

Ex. 31.0), testifies regarding Staff’s adjustment related to specific capital projects. 312 

He also addresses disallowances related to employee headcount. 313 

• James G. Robinson, Jr., General Manager - Customer Relations (Utility 314 

Operations), IBS (NS-PGL Ex. 32.0), responds to an AG witness’ contention that 315 

the Utilities have misclassified residential customers between the heating and 316 

non-heating designations. 317 
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Q. Does this conclude your rebuttal testimony? 318 

A. Yes. 319 
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