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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. Hans.  My business address is Integrys Energy Group, Inc. 4 

(“Integrys”), 200 East Randolph Street, Chicago, Illinois 60601. 5 

Q. Are you the same Christine M. Hans 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. The first purpose of my rebuttal testimony is to provide updated pension and other 12 

post-employment benefits (“OPEB”) numbers, based on annually updated calculations 13 

that were provided to the Utilities by their outside actuaries on May 21, 2014, for 2015 14 

(the test year), for: (1) the Utilities’ respective pension and benefits expenses figures in 15 

their operating expenses; and (2) the Utilities’ respective “Retirement Benefits, Net” 16 

figures in rate base.
1
  These updated actuarial valuations previously were provided in the 17 

Utilities’ supplemental responses to data request PGL AG 1.57 and PGL AG 1.58 and 18 

reflected in the attachments identified below. 19 

                                                 
1
  The term “Retirement Benefits, Net” as used by the Utilities in the instant Dockets means the net figures for the 

balances of pension assets or liabilities and OPEB liabilities before the associated Accumulated Deferred Income 

Taxes (“ADIT”), as I indicated in my direct testimony and illustrated by, for example, PGL Ex. 7.1REV, Schedule 

(“Sched.”) B-1.2.  
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My rebuttal testimony also responds to portions of the respective direct testimony 20 

of Illinois Commerce Commission (“the Commission” or “ICC”) Staff witness Dianna 21 

Hathhorn and Illinois Attorney General (“AG”) witness David J. Effron related to 22 

Peoples Gas’ and North Shore’s “Retirement Benefits, Net” figures in the Utilities’ rate 23 

bases. 24 

I also address adjustments related to medical benefit costs proposed by  25 

Mr. Effron. 26 

C. Summary of Conclusions 27 

Q. Please summarize the conclusions of your rebuttal testimony. 28 

A. The Utilities received updated cost estimates for the test year based on an updated 29 

actuarial valuation on May 21, 2014.  Using this updated information: (1) for Peoples 30 

Gas, test year employee benefits expenses included in operating and maintenance 31 

expenses decreased from the initial filing amount by $2,297,000; (2) for Peoples Gas, the 32 

test year net pension asset decreased from the initial filing amount by $3,055,000 and the 33 

test year net accrued OPEB liability increased from the initial filing amount by 34 

$10,045,000, resulting in a net decrease in Retirement Benefits, Net, in rate base of 35 

$13,100,000; (3) for North Shore, test year employee benefits expenses included in 36 

operating and maintenance expenses decreased from the initial filing amount by 37 

$322,000; and (4) for North Shore, the test year net pension asset decreased from the 38 

initial filing amount by $1,180,000 and is now a pension liability and the test year net 39 

accrued OPEB liability increased from the initial filing amount by $1,796,000, resulting 40 

in a net decrease in Retirement Benefits, Net, in rate base of $2,976,000. 41 
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The Retirement Benefits, Net, amounts should be included in rate base.  The 42 

pension asset/liability and accrued OPEB liability should be treated consistently in rate 43 

base, i.e., both included or both excluded. 44 

The adjustments to employee medical benefit costs proposed by Mr. Effron for 45 

Peoples Gas, North Shore, and the cross charges to the Utilities from Integrys Business 46 

Support, LLC (“IBS”), are not appropriate. 47 

D. Itemized Attachments to Rebuttal Testimony 48 

Q. Are there any attachments to your rebuttal testimony? 49 

A. Yes.  I am sponsoring: 50 

 NS-PGL Exs. 26.1N and 26.1P
2
 – Revised Summary of Employee Benefit Costs  51 

 NS-PGL Exs. 26.2N and 26.2P – Revised Schedule of Retirement Benefits, Net  52 

 NS-PGL Ex. 26.3 – Copies of Staff data request responses PGL-NS 3.22 and 3.24 53 

from the Utilities’ 2012 rate cases, ICC Docket Nos. 12-0511/12-0512 Cons. 54 

(“2012 Rate Cases”)  55 

II. UPDATED PENSION AND OPEB COSTS 56 

Q. Are updated outside actuary numbers for pension and OPEB operating expense and 57 

balance sheet amounts available for 2014 and 2015 for Peoples Gas and North 58 

Shore? 59 

A. Yes, updated actuarial valuation results are now available for 2014 and 2015 for all of the 60 

Integrys companies, including the Utilities and IBS. 61 

                                                 
2
 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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Q. Why are updated actuarial amounts being provided at this time? 62 

A. Updated actuary amounts are being supplied in light of what I understand to be a general 63 

position of Staff and the Commission that a utility’s pension and benefits expenses and 64 

balance sheet items should be based on the most recent actuarial study.  The updated 65 

calculations, based on the most recent actuarial study, were provided to the Utilities by 66 

their outside actuaries on May 21, 2014.  These studies were not available when the 67 

Utilities made their initial rate case filings on February 26, 2014. 68 

Q. Does the May 21, 2014, actuarial study provide updated figures relating to IBS? 69 

A. Yes, but the net change to IBS test year employee benefits costs is an increase of only 70 

$63,000 (line 42) as shown on attached NS-PGL Ex. 26.1P at 2.  No impact of this 71 

change is being included in the Utilities’ rebuttal revenue requirement calculations 72 

because of the limited amount of the change in relation to the Utilities. 73 

Q. How do the new actuarial estimates for 2015 pension and benefits expenses compare 74 

to what was included in the initial Part 285 filing made on February 26, 2014, for 75 

Peoples Gas? 76 

A. As indicated in NS-PGL Ex. 26.1P, at 1, compared to the initial filing, the current 77 

forecast for Peoples Gas 2015 test year pension expense decreased by $3,723,000 (line 78 

15) and the current forecast for OPEB costs increased by $323,000 (line 6).  The 79 

capitalized benefits were also decreased by $1,102,000 (line 36).  The total impact on 80 

Peoples Gas’ test year pension and benefits included in operating and maintenance 81 

expenses is a net decrease of $2,297,000. 82 

NS-PGL Ex. 26.1P, at 2, details the current forecast for IBS 2015 test year 83 

pension and OPEB expenses.  Compared to the initial filing, the current forecast for IBS 84 
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pension expense increased by $63,000 (line 20) and the current forecast for OPEB 85 

expense decreased by less than $1,000 (line 9).  The total impact on IBS expenses is a net 86 

increase of $63,000.  Because this amount as it relates to the Utilities is so limited, no 87 

additional adjustment to either Peoples Gas or North Shore is being made for the updated 88 

actuary costs for IBS, as indicated above. 89 

Q. How do the new actuarial estimates for 2015 pension and benefits expenses compare 90 

to what was included in the initial Part 285 filing made on February 26, 2014, for 91 

North Shore? 92 

A. As indicated in NS-PGL Ex. 26.1N, at 1, compared to the initial filing, the current 93 

forecast for North Shore 2015 test year pension expense decreased by $468,000 (line 13) 94 

and the current forecast for OPEB expense increased by $61,000 (line 6).  The capitalized 95 

benefits were also decreased by $84,000 (line 34).  The total impact on North Shore’s test 96 

year pension and benefits included in operating and maintenance expenses is a net 97 

decrease of $322,000. 98 

Q. What is driving the changes in the updated forecasted pension costs for the test 99 

year? 100 

A. The decrease in pension expense is primarily due to a change in the discount rate.  The 101 

original filing was based on the discount rate of 4.80% at July 31, 2013, compared to 102 

4.95% which is the actual discount rate for the plan as of December 31, 2013. 103 

Somewhat offsetting the discount rate impact was a change in the expected return 104 

on plan assets.  The expected rate of return was reduced from 8% in the original filing to 105 

7.75%.  This assumption change was made in order to align the expected return with the 106 

asset allocation.  The pension assets were previously allocated 70% to equity and 30% to 107 
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fixed income investments.  The current investment allocation is now 60% equity and 40% 108 

fixed income investments.  Based on this new allocation of investments, an assumed 109 

return of 8% was no longer supported.  As a result, the assumption was reduced. 110 

Further, expected contributions have been reduced to $0 for 2015 as a result of the 111 

plan reaching its intended funding level as of the latest actuarial valuation.  Recent 112 

contributions to the plan, actual asset returns, and changes in the discount rate have all 113 

had favorable impacts on the funded status.  As a result, no contributions are expected to 114 

be made to the plan in the test year.  Pension contributions for 2014 were made in 115 

February 2014 as planned. 116 

Q. What is driving the changes in the updated forecasted OPEB costs for the test year? 117 

A. The relatively small OPEB expense increases in the test year are primarily due to changes 118 

in the discount rate.  The original filing was based on the discount rate of 4.60% at 119 

July 31, 2013, compared to 4.45% which is the actual discount rate for the plan as of 120 

December 31, 2013. 121 

Q. Are there changes to capitalized benefits as a result of the updated pension and 122 

OPEB actuarial reports? 123 

A. Yes, the amount of capitalized pension and OPEB benefit costs for both Peoples Gas and 124 

North Shore were also updated.  Such capitalized benefit costs for Peoples Gas decreased 125 

by $1,102,000 (NS-PGL Ex. 26.1P Page 1, line 36) and for North Shore decreased by 126 

$84,000 (NS-PGL Ex. 26.1N Page 1, line 34).  These updates are included in the rebuttal 127 

testimony of Utilities witness John Hengtgen (NS-PGL Ex. 22.0). 128 

Q. Have the current actuary numbers impacted the balance sheet for Peoples Gas? 129 
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A. Yes.  As indicated on NS-PGL Ex. 26.2P, the balance sheet amounts have also been 130 

updated to reflect current information provided by the outside actuaries.  These updated 131 

amounts primarily reflect the impact of the updated estimates using actual discount rates 132 

at December 31, 2013.  This update impacts the forecasted balances for 2014 and the 133 

2015 test year (the following are average figures for the test year). 134 

For the 2015 test year, the initial filing reflected an accrued pension liability of 135 

$247,189,000 with a related regulatory asset of $267,593,000; reflecting a net pension 136 

asset of $20,404,000.  The updated forecasted balances for the 2015 test year are an 137 

accrued pension liability of $217,759,000 with a related regulatory asset of 138 

$235,108,000; reflecting a net pension asset of $17,349,000, a net decrease of 139 

$3,055,000. 140 

With respect to the 2015 test year, the initial filing reflected an accrued OPEB 141 

liability of $21,630,000 with a related regulatory asset of $5,409,000; reflecting a net 142 

accrued OPEB liability of $16,221,000.  The updated forecasted balances for 2015 are an 143 

accrued OPEB liability of $29,239,000 with a related regulatory asset of $2,973,000; 144 

reflecting a net OPEB liability of $26,266,000, a net increase of $10,045,000. 145 

Q. Have the current actuary numbers impacted the balance sheet for North Shore? 146 

A. Yes.  As indicated on NS-PGL Ex. 26.2N, the balance sheet amounts have also been 147 

updated to reflect current information provided by the outside actuaries.  These updated 148 

amounts primarily reflect the impact of the updated estimates using actual discount rates 149 

at December 31, 2013.  This update impacts the forecasted balances for 2014 and the 150 

2015 test year (The following are average figures for the test year). 151 
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For the 2015 test year, the initial filing reflected an accrued pension liability of 152 

$12,924,000 with a related regulatory asset of $14,096,000; reflecting a net pension asset 153 

of $1,172,000.  The updated forecasted balances for 2015 are an accrued pension liability 154 

of $8,702,000 with a related regulatory asset of $8,694,000; reflecting a net pension 155 

liability of $8,000, a net decrease of $1,180,000. 156 

With respect to the 2015 test year, the initial filing reflected an accrued OPEB 157 

liability of $3,030,000 with a related regulatory liability of $130,000; reflecting a net 158 

OPEB liability of $3,160,000.  The updated forecasted balances for 2015 are an accrued 159 

OPEB liability of $4,042,000 with a related regulatory liability of $914,000; reflecting a 160 

net OPEB liability of $4,956,000, a net increase of $1,796,000. 161 

Q. Are the updates you have discussed regarding Peoples Gas and North Shore 162 

reflected in the Utilities’ rebuttal calculations of their revenue requirements? 163 

A. Yes.  See the rebuttal testimony of Utilities witness Sharon Moy (NS-PGL Ex. 21.0) and 164 

that of Mr. Hengtgen. 165 

III. RESPONSE ON RATE BASE 166 

Q. Staff witness Dianna Hathhorn (Staff Ex. 1.0) and AG witness David Effron (AG 167 

Ex. 1.0) propose to remove the Utilities’ pension assets from rate base.  Do you agree 168 

with their recommendations? 169 

A. No (North Shore now is in a forecasted pension liability position, as I noted above, and as 170 

I discuss further below.).  In my direct testimony, I identified several reasons that the 171 

pension assets (prepaid pension expense) should be included in rate base.  I noted, among 172 

other things, that: 173 
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Moreover, normal operating revenues of a utility include amounts 174 

collected through rates to repay the utility’s cost of capital, and the portion 175 

of amounts collected from customers that ends up as net income is 176 

retained earnings (apart from dividends), and thus is a part of 177 

shareholder’s equity. Thus, a utility’s funding of prepaid pension expense 178 

with cash from normal operating revenues does not mean that it was not 179 

being funded with capital of the utility. These points about shareholder’s 180 

equity were not refuted by Staff or other parties nor addressed by the 181 

Commission in its prior Orders.  182 

Hans Dir., PGL Ex. 12.0, 15:328-335; see also Hans Dir., NS Ex. 12.0, 15:323-328  183 

In fact, in the 2012 Rate Cases, Staff witness Bonita Pearce acknowledged that 184 

normal operating revenues of a utility include amounts collected through rates to repay 185 

the utility’s cost of capital, and the portion of amounts collected from customers that ends 186 

up as net income is retained earnings, and thus is part of shareholder’s equity, to the 187 

extent it is not paid out in dividends.  See Ms. Pearce’s responses to data requests 188 

PGL-NS 3.22 and PGL-NS 3.24 in the 2012 Rate Cases, attached hereto as NS-PGL 189 

Ex. 26.3. 190 

As I understand the direct testimony of Ms. Hathhorn and Mr. Effron, they rely on 191 

the Commission’s prior orders on this subject, and Ms. Hathhorn (but not Mr. Effron) 192 

seeks to respond to some of the points on this subject in my direct testimony.  They do 193 

not seek to refute directly, however, the above points relating to shareholder’s equity.  194 

They also do not point to any instance in which the Commission, in its prior orders’ 195 

analysis and conclusions sections on this subject, has addressed those points.  196 

Ms. Hathhorn indicates that the Commission’s order in the 2012 Rate Cases, in 197 

discussing the contentions of the Utilities, acknowledged the Utilities’ points relating to 198 

shareholders’ equity, and adds that it is her understanding that the Commission was not 199 

legally required to make a specific finding regarding those points.  Hathhorn Dir., Staff 200 

Ex. 1.0, 12:254 - 13:269.  That does not change the facts that Staff and intervenors have 201 
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never refuted those points, and that the Commission’s orders, in their findings and 202 

analysis, have not addressed those points.  If there is a sound reason those points are 203 

incorrect or do not support the inclusion of the pension assets in rate base, then that 204 

reason should be identified.  Otherwise, the Peoples Gas pension asset and the North 205 

Shore pension liability should be included. 206 

I should note that Ms. Hathhorn also relies in part on the Appellate Court decision 207 

on this subject arising out of the Utilities’ 2009 rate cases, ICC Docket Nos. 09-0166/09-208 

0167 Cons.  Hathhorn Dir., Staff Ex. 1.0, 15:319 – 16:341  That appellate decision and 209 

the underlying Commission order did not address the above points relating to 210 

shareholders’ equity that were made by the Utilities and acknowledged by Staff in the 211 

2012 Rate Cases and that I set forth in my direct testimony. 212 

I also incorporate the additional points made in my direct testimony regarding 213 

why the pension assets should be included in rate base. 214 

Finally, I note that if Peoples Gas’ pension asset is not included in rate base, then 215 

North Shore’s pension liability should not be included.  That scenario was addressed in 216 

the Utilities’ 2007 and 2009 rate cases.  In both cases, the Commission approved 217 

exclusion of both Peoples Gas’ pension asset and North Shore’s pension liability.  E.g., 218 

ICC Docket Nos. 09-0166/09-0167 (Order Jan. 21, 2010), pp. 36-37.   219 

IV. RESPONSE ON MEDICAL BENEFITS 220 

Q. Please describe Mr. Effron’s proposed changes to the employee medical benefit 221 

costs. 222 

A. Mr. Effron proposes to simply take the actual 2013 medical costs individually for Peoples 223 

Gas, North Shore, and IBS (as cross-charged to the Utilities) and inflate those costs by 224 
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4.9% in 2014 and 2015 to arrive at the 2015 test year medical costs.  His proposed 225 

changes also include an adjustment for amounts capitalized. 226 

Q. Do you agree with Mr. Effron’s proposed changes for medical benefit costs? 227 

A. No, I do not agree with Mr. Effron’s proposed adjustments related to medical benefit 228 

costs.  While Mr. Effron separately discusses these costs for Peoples Gas, North Shore, 229 

and IBS, his methodology is consistent and incorrect.  Mr. Effron’s calculation narrowly 230 

focuses on actual costs in one specific year and does not take into consideration anything, 231 

other than inflation, in arriving at an estimate for the test year.  As stated in my direct 232 

testimony, the projection for 2015 was developed using premium rates developed by the 233 

independent actuary.  Because the medical benefits are self-insured, the independent 234 

actuary appropriately considers claims experience over a trailing 24-month period in the 235 

development of premium rates. 236 

Separate rates are developed for administrative employees and union employees 237 

of Peoples Gas and North Shore.  These rates are then converted into medical rates per 238 

full-time equivalent employee (“FTE”).  Changes in the plan design, such as different 239 

contribution amounts and wellness components, are also incorporated into the future cost 240 

estimates.  The detailed calculation of the medical rates per FTE that were used to 241 

calculate test year medical costs were provided in response to data request PGL 242 

DGK 8.09. 243 

Further, estimated test year costs incorporate changes in the number of FTEs 244 

between the periods.  Simply inflating the most recent historical year’s costs, without 245 

considering these additional factors, is not appropriate.  For example, Mr. Effron states 246 

that the medical costs in 2013 for IBS were $9,554,000.  This annual cost was based on 247 
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an average of 1,261 FTEs during 2013.  In the test year, however, IBS has forecasted 248 

1,367 FTEs.  Mr. Effron’s calculation is not appropriate because it does not take into 249 

consideration that this expense is impacted by the number of employees  250 

Finally, a portion of Mr. Effron’s proposed changes relates to his proposal to 251 

change the percentage of the cross-charges from IBS.  That portion of his changes is 252 

shown to be incorrect by the rebuttal testimony of Utilities witness Tracy Kupsh 253 

(NS-PGL Ex. 27.0). 254 

For all of these reasons, Mr. Effron’s proposed adjustments to medical benefits 255 

should not be adopted.  256 

Q. Will the Utilities have updated premium rates from the independent actuary for the 257 

2015 test year? 258 

A. Yes.  The Utilities expect to have updated premium rates for the 2015 test year in early 259 

August.  I propose that the Utilities update the employee medical benefit costs for the 260 

2015 test year using the actuarial amounts when they are available. 261 

Q. Does this conclude your rebuttal testimony? 262 

A. Yes. 263 


