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l. INTRODUCTION AND BACKGROUND

A. Witness | dentification

Q. Please state your name.

Lawrence T. Borgard.

Q. Are you the same Lawrence T. Borgard who submitted pre-filed Direct Testimony on
behalf of The Peoples Gas Light and Coke Company (“Peoples Gas’) and North Shore

Gas Company (“North Shore”) (together, “the Utilities”) in this consolidated Docket?

A. Yes.

B. Pur poses of Testimony

Q. What are the purposes of your Rebuttal Testimony in this proceeding?

The purposes of my Rebuttal Testimony are:

Q) to identify the other witnesses providing Rebuttal Testimony on behaf of the
Utilities and briefly summarize the subjects on which they are testifying;

2 to briefly overview the positions of the Illinois Commerce Commission’s (the
“Commission”) Staff (“ Staff”) and intervenors;

(©)) to respond briefly to the Direct Testimony of “GCI”* witness Michael Brosch on
the subjects of the Utilities margin revenues and returns on equity, and his
reference when discussing the Utilities proposed decoupling rider (“Rider
VBA”), to the possibility of substituting a weather normalization adjustment rider
(this subject is addressed primarily in the respective Rebuttal Testimony of

Russell Feingold and Valerie Grace on behalf of Peoples Gas and North Shore);

! The Illinois Attorney General’s Office (the “AG"), the Citizens Utility Board (“*CUB”),and the City of
Chicago (the “City") (collectively “GCI") jointly submitted the testimony of three witnesses, including Mr. Brosch.
CUB and the City (“CUB-City”) separately submitted the testimony of one witness that the AG does not sponsor.
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4 to respond briefly to the Direct Testimony of Local Union No. 18007, Utility
Workers Union of America, AFL-CIO (“Union Local 18007”) witness James
Gennett on the subject of the Peoples Gas work force (this subject is addressed
primarily in the Rebuttal Testimony of Edward Doerk on behalf of Peoples Gas
and North Shore); and

5) to respond to the Direct Testimony of Retail Gas Suppliers (“RGS’) witness
James Crist proposing that Peoples Gas and North Shore be forced to purchase the

bad debt receivables of Choicesfor You (“CFY”) suppliers.

C. Summary of Conclusions

Q. Please summarize the conclusions of your Rebuttal Testimony.

In brief, the conclusions of my Rebuttal Testimony are as follows:

D Staff, GCI, and CUB-City have taken various positions that would deny Peoples
Gas and North Shore the opportunity to recover large portions of their prudent
and reasonable costs of providing safe, adequate, and reliable service.? Staff and
CUB-City have proposed excessively low rates of return.® Staff and GCI have
proposed numerous rate base and operating expense adjustments that are without
merit or, in a few instances, overstated, although a number of their proposed
adjustments are accepted by the Utilities because they are correct or for the
purpose of narrowing the contested issues. Peoples Gas and North Shore, taking
into account the correct and accepted adjustments, plus appropriate updates, have

revised their revenue requirement and revenue deficiency calculations. Peoples

2 The points stated in subparts “(1)” and “(2)" of this answer and in Section |1 of my Rebuttal Testimony
are based on other Rebuttal Testimony submitted on behalf of Peoples Gas and North Shore.

% The AG references, but provides no independent support for, CUB-City’ s proposed rates of return.

Docket Nos. 07-0241 / 07-0242 (Cons.) Page2of 16  North Shore/Peoples Gas Ex. LTB-2.0



43

45

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60

61

62

63

64

(2)

Gas' revised revenue deficiency, assuming that the proposed uncollectibles Rider
(“Rider UBA”) is not adopted is $98,999,000, and, with that Rider, is
$72,270,000. North Shore’'s revised revenue deficiency, assuming that
Rider UBA is not adopted is $4,245,000, and, with that Rider, is $2,703,000. The
Commission should approve those revised revenue deficiency figures. Staff’s and
GCI’s much lower proposed revenue deficiency figures are incorrect.

Staff, GCI, CUB-City, and certain other intervenors also have taken
various positions on rate design / cost of service issues, Rider VBA, Rider UBA,
the proposed infrastructure cost recovery rider (“Rider ICR”), and the proposed
energy efficiency program rider (“Rider EEP”), and terms and conditions issues.
Many of their proposals are inconsistent with ratemaking principles; contrary to
the interests of the Utilities and customers as a whole; and/or impractical,
unreasonable, or unfair to the Utilities and/or customer groups.

GCI witness Mr. Brosch has miscalculated Peoples Gas and North Shore's
margin revenues, undercutting his opposition to the Utilities proposed new
Riders. His reference to the possibility of adopting a weather normalization
adjustment rider instead of Rider VBA should be considered, however, as an
aternative to the Utilities decoupling proposal provided that it is combined with
appropriate customer charges. While | continue to believe that the Utilities
decoupling proposals are superior for the reasons stated in the Direct Testimony
of Russell Feingold and Valerie Grace, a properly designed weather normalization

adjustment rider is the second best approach, and one that has been adopted by
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public utility commissions in half of the States, as is supported further by the
Rebuttal Testimony of Mr. Feingold and Ms. Grace.

Peoples Gas shares a number of the general views expressed by Union Local
18007 witness Mr. Gennett and is encouraged by the continuing dialogue with the
union. However, his“One for One” proposal -- which would require Peoples Gas
to “replenish[] any union vacancy with an internal Local 18007 candidate” -- is
not warranted and too rigid for management to adopt as an inflexible policy. The
Commission should not impose a policy on this kind of subject on management,
and Mr. Gennett’s related reporting and audit proposals also are unjustified, as
discussed in the Rebuttal Testimony of Mr. Doerk.

RGS witness Mr. Crist’ s request that the Utilities should be forced to purchase the
bad debt receivables of CFY suppliers should be regjected. Thereisno valid basis
for imposing such an obligation; to the contrary, it would represent a market

subsidy to Mr. Crist’s constituency that is neither needed nor fair.

IDENTIFICATION OF OTHER WITNESSES PROVIDING REBUTTAL
TESTIMONY ON BEHALF OF PEOPLES GASAND NORTH SHORE

Please identify the other witnesses presenting Rebuttal Testimony on behalf of Peoples

Gas and North Shore and the main topic(s) that each witness addresses.

In brief, the following other witnesses are providing Rebuttal Testimony on behalf of

Peoples Gas and North Shore on the following subjects:

Linda M. Kallas, Vice President, Financia and Accounting Services (NS-PGL
Ex. LK-2.0), responds to various revenue requirement adjustments proposed by

Staff and GCI, demonstrating that they are incorrect or overstated.
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Salvatore Fiorella (NS-PGL Ex. SF-2.0), responds to most of the other revenue
requirement adjustments proposed by Staff and GCI, accepting most of them but
demonstrating that the remainder are incorrect or overstated. Mr. Fiorella also
presents the Utilities' revised revenue requirements and revenue deficiencies.
Michael J. Adams, Vice President, Concentric Energy Advisers, Inc. (NS-PGL
Ex. MJA-2.0), responds to the testimony of Staff witness Daniel Kahle proposing
adjustments to the cash working capital amounts included in rate base, showing
that the adjustments are not warranted.

James Hoover, Director - Compensation, Integrys Energy Group. Inc. (NS-PGL
Ex. JH-1.0), responds to the adjustments proposed by Staff witness Bonita Pearce
and GCI witness David Effron to the Utilities incentive compensation program
expenses, demonstrating that the adjustments are not justified and, in the
aternative, overstated because substantial amounts of the expenses meet the
standards for recovery that Staff and GCI espouse and that the Commission has
applied in approving such expenses in other recent proceedings.

Bradley A. Johnson, Vice President and Treasurer (NS-PGL Ex. BAJ-2.0),
responds to the testimony of Staff witness Janis Freetly on the subject of capital
structure and cost of long-term debt.

Paul R. Moul, Managing Consultant, P. Moul & Associates (NS-PGL
Ex. PRM-1.0), responds to the testimony of Staff witness Sheena Kight-Garlisch
and CUB-City witness Mr. Thomas on the subject of the rate of return on
common equity, including the effect of approving the Ultilities proposed

Riders VBA and UBA on the Utilities' risks and cost of equity.
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Russell A. Feingold, Managing Director of Navigant Consulting, Inc. (NS-PGL
Ex. RAF-2.0), responds to the testimony of Staff and intervenors regarding the
proposed new Riders.

Vaerie H. Grace, Manager, Regulatory Affairs (NS-PGL Ex. VG-2.0), responds
to testimony of Staff and intervenors on the subjects of rate design / cost of
service, the proposed new Riders, and tariff-related terms and conditions issues.
Thomas E. Zack, Vice President, Gas Supply (NS-PGL Ex. TZ-2.0), aso
responds to testimony of Staff and intervenors on the subjects of rate design / cost
of service and tariff-related terms and conditions issues.

Ronald J. Amen, Vice President, Concentric Energy Advisers, Inc. (NS-PGL
Ex. RJA-2.0), also responds to various testimony of Staff and intervenors on the
subject of cost of service, particularly the Utilities embedded cost of service
studies.

Brian M. Marozas, Coordinator, Trading Risk Management (NS-PGL
Ex. BMM-2.0), responds to the testimony of GCI witness William Glahn on the
subject of weather normalization.

Dr. Eugene S. Takle, Professor, lowa State University (NS-PGL Ex. EST-2.0),
also responds to the testimony of GCI witness Mr. Glahn on the subject of
weather normalization.

James F. Schott, Vice President, Regulatory Affairs (NS-PGL Ex. JFS-2.0),
responds to the testimony of Staff and GCI regarding proposed Rider ICR, and to
the testimony of CUB-City regarding the effect of approving the Utilities

proposed Riders VBA and UBA on the Utilities risks and cost of equity.
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. Edward Doerk, Vice President, Gas Operations (NS-PGL Ex. ED-2.0), responds
to portions of Staff’s and GClI’'s testimony regarding proposed Rider ICR, a
portion of Staff's cost of service testimony relating to the drivers of plant
construction, and Staff’s testimony regarding meter reading. Mr. Doerk aso
responds to the testimony of Union Local 18007 witness Mr. Gennett.

. Thomas L. Puracchio, Manager, Gas Storage (NS-PGL Ex. TLP-2.0), responds to
the testimony of Staff witness Dennis Anderson on the subject of Manlove Field
and hub services.

. I1ze Rukis, Manager, Alternative Resources (NS-PGL Ex. IR-2.0), responds to the
testimony of Environmental Law and Policy Center (“ELPC”) witness Charles
Kubert regarding the appropriate amount of funds to be spent on energy efficiency

by Peoples Gas and North Shore Gas.

OVERVIEW OF OTHER PARTIES POSITIONS

What are the general objectives that Peoples Gas and North Shore believe should be used
to assess the parties’ positionsin this proceeding?

In brief, as is reflected in their Direct Testimony, Peoples Gas and North Shore filed
proposed new Riders and tariff revisions that are designed in order to: (1) enable the
Utilities to continue to provide safe, adequate, and reliable service, and to recover fully
their prudent and reasonable costs of doing so, including the opportunity to earn
reasonabl e returns on rate base, addressing their serious existing cost recovery shortfalls;
(2) update their rate designs and charges to better allocate costs to cost-causers;
(3) implement new Riders that better reflect the redlities of their gas distribution

businesses in terms of decreasing and variable sendout, so that costs and revenues are
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more evenly balanced over time, to better address the volatility of commodity-related
uncollectible accounts expenses, promote energy efficiency, and to provide a workable
framework for an enhanced main replacement program; and (4) enable the Utilities to
continue to provide service on terms and conditions that reflect the design and the proper
and efficient conduct of their distribution systems and business operations, appropriately
provide for retail gas competition, and are reasonable and fair to the Utilities and all
customer groups.

The first objective is critical. A utility must be allowed to recover its reasonable
and prudent operating expenses and a realistic opportunity to earn a reasonable rate of
return of and on its investments incurred for the purpose of providing regulated service.
If autility is denied either of these fundamental goals of utility regulation, then its capital
costs will rise and its ability to provide safe, adequate, and reliable service at a reasonable
cost will erode over time. GCI’s position with respect to North Shore notwithstanding,
the evidence is clear that that the Utilities are currently earning less than reasonable
returns on their investments for regulated service, and they are entitled to increases in
their respective retall distribution rates as quantified in the Rebuttal Testimony of
Salvatore Fiorella. The importance of the other objectivesis discussed and illustrated in
the context of discussing specific proposals, in other Rebuttal Testimony submitted on

behalf of the Utilities, as indicated below.

Do the positions taken by Staff enable the achievement of the objectives you have
described for these consolidated rate cases?
No. Asshown inthe Utilities Rebuttal Testimony, while Staff has made some proposals

with which Peoples Gas and North Shore agree or at least can accept in order to narrow
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the contested issues, Staff’s other positions lead to results that are not just and reasonable.

In brief:

(1)

)

©)

Staff proposes sharply reduced rates of return on common equity that would not
allow Peoples Gas and North Shore to recover the costs of the capita that they
have invested and must continue to invest in order to provide safe, adequate, and
reliable service at areasonable cost.

Although some of Staff’s proposed adjustments to rate base and operating
expenses are either appropriate or acceptable, the net effect of their remaining
adjustments is to allow Peoples Gas to recover only haf of its current revenue
deficiency, and to allow North Shore to recover only a small fraction of its current
revenue deficiency. |If adopted by the Commission, those adjustments will force
the Utilities to continue to under-recover their reasonable and prudent costs of
providing their regulated services, and under-earn their costs of capital.

Staff opposes the new Riders proposed by the Utilities, even though the Riders are
needed to address the changed realities confronting the Utilities in terms of
reduced sendout and increased and volatile uncollectible accounts expenses. The
infrastructure rider (“Rider ICR”) also addresses Peoples Gas proposal to
accelerate its main replacement program and enhance coordination of that work
with construction work of the City of Chicago and others. Finally, the proposed
energy efficiency program riders are consistent with the Utilities' commitment to
the promotion of energy efficiency by natural gas customers. Staff’s grounds for
opposing the new Riders are not convincing and in some cases inconsistent with

current rate-making trends.
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Q.

Do the positions take by GCI enable the achievement of the objectives that you have

discussed above?

No. Asshown inthe Utilities Rebuttal Testimony:

(1)

)

©)

(4)

GCI makes some proposals regarding components of the revenue requirement that
are appropriate or at least can be accepted to limit the contested issues, but GCI’'s
remaining proposed adjustments would allow Peoples Gas to recover only about a
third of its current revenue shortfall, and would actually reduce the revenues of
North Shore despite its current revenue deficiency.

GCl, like Staff, opposes all four new Riders, on grounds that lack any red
substance, although GCI does refer to the possibility of a weather normalization
adjustment rider, as noted above.

GCI proposes to distort Peoples Gas' and North Shore' s billing determinants used
in calculating charges, by substituting statistically inferior data from 1971 to
2000. GClI’'s position is specious and arbitrary, and would further improperly
exacerbate the Utilities' current cost recovery shortfals.

GCI proposes to allow only afraction of the customer charge increases needed by
Peoples Gas, alow no increase at all as to North Shore, and otherwise distort
various aspects of rate design. Those proposals do not assign costs in accordance

with cost-causation principles and, therefore, lack any sound basis.

Did CUB-City present any proposals that should be adopted?

No. Asshown in the Utilities Rebuttal Testimony, CUB-City presents proposed rates of

returnsthat are unrealistically low.

Did any other intervenors address any of the four proposed new Riders?
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Yes. Two other intervenors addressed two of the proposed new Riders. RGS indicated
that it prefers to have the Utilities recover supply-related uncollectibles expenses through
the purchased gas adjustment clause (“PGA”), but, in the aternative, RGS supports
Rider UBA. ELPC supports the Utilities proposed energy efficiency programs, but

ELPC does not support the related proposed rider (Rider EEP).

What is the nature of the other positions taken by the non-governmental intervenors, apart
from Union Local 18007 and ELPC?

The non-governmental intervenors, apart from Union Local 18007 and ELPC, consist of
transportation customers and alternative suppliers, including but not limited to RGS.
Those intervenors present a host of proposals that suit their respective economic interests,
often at the expense of the Utilities and/or their system sales customers. As shown in the
Utilities Rebuttal Testimony, some of those proposals are appropriate or at least
acceptable in order to narrow the contested issues, but most of them lack any sound basis
or are impractical or unfair. It is understandable that these intervenors each has wish
lists, but it is not reasonable for them to expect that unjustified and impractical wishes of
individual customers or groups of customers must be accommodated or to expect that

other customers or the Utilities would bear the costs of carrying out those wishes.

Finally, what is the nature of the positions taken by Union Local 180077

Union Loca 18007 witness Mr. Gennett discusses various topics relating to Peoples Gas
work force, conditions established in Commission Docket No. 06-0540, productivity, and
training. However, Union Loca 18007’s only concrete proposal that it is making to the
Commission, as | understand it, is Mr. Gennett's “One for One” proposal that |

referenced above, and certain related reporting and audit proposals.

Docket Nos. 07-0241 / 07-0242 (Cons.) Page 11 of 16  North Shore/Peoples Gas Ex. LTB-2.0



249
250

251
252

253

254

255

256

257

258

259

260

261

262

263

264

265

266

267

268

269

270

271

272

RESPONSES TO SPECIFIC STAFF AND
INTERVENOR DIRECT TESTIMONY

A. Margin Revenues and the Possibility
of a Weather Normalization Rider

In your Direct Testimony, you referenced Peoples Gas and North Shore's decreasing
margin revenues (revenues less costs) in recent years. On pages 32-34 of his Direct
Testimony, in the course of discussing why he opposes Rider VBA, GCI witness
Mr. Brosch presents charts regarding Peoples Gas' and North Shore’s respective margin
revenues for the fiscal years 1996 to 2006. Are hisfigures correct?

No, they are not correct, as is discussed in the Rebuttal Testimony of Mr. Feingold. As
Mr. Feingold explains, Mr. Brosch’s margin revenues figures for Peoples Gas and North
Shore are significantly inflated because he did not exclude revenues from add-on revenue
taxes that do not contribute to margin and he did not subtract the environmental costs that
are recovered through Peoples Gas' Rider 11. The corrected figures show that Peoples
Gas and North Shore’ s margin revenues have significantly declined from fiscal year 2003

to fiscal year 2008.

On page 41 of his Direct Testimony, when opposing Rider VBA, Mr. Brosch states in
part: “If a weather normalization adjustment clause (‘WNA') is desired, such a clause
would be symmetrical and would tend to benefit customers and shareholders.” What is
the view of Peoples Gas and North Shore regarding the adoption of a rider that would
establish aweather normalization adjustment clause?

Approximately two years ago, Peoples Gas and North Shore proposed riders that would
have established weather normalization adjustment clauses. They are discussed further in

the Rebuttal Testimony of Ms. Grace (NS-PGL Ex. VG-2.0). While Peoples Gas and
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North Shore believe that Rider VBA is a superior proposal, for the reasons stated in the
respective Direct and Rebuttal Testimony of Mr. Feingold and Ms. Grace (PGL and NS
Exs. RAF-1.0, NSPGL Ex. RAF-2.0, PGL and NS Exs. VG-1.0, and NSPGL
Ex. VG-2.0), if the Commission were to choose not to adopt Rider VBA at this time, then
each utility, in the alternative, would propose that the Commission establish a properly
designed weather normalization adjustment rider combined with appropriate customer
charges that provide some level of margin revenues stability, as explained further by
Ms. Grace in her Rebuttal Testimony. My understanding is that weather normalization
adjustments riders or other similar mechanisms have been adopted by public utility
commissions in 25 other States, based on the Rebuttal Testimony of Mr. Feingold

(NS-PGL Ex. RAF-2.0).

B. Staffing and Training

What is your understanding of the proposal(s) made by Union Local 18007 witness
Mr. Gennett?

Mr. Gennett discusses a number of subjects but, as | indicated earlier, the only concrete
proposal that he appears to make to the Commission is his “One for One” proposal that |
referenced above. Under that proposal, the Utilities would fill any union vacancy with an
internal Union Local 18007 candidate. Mr. Gennett also provided some additional details
of the proposal, including a reporting requirement related to the proposal and a request
for a“two-tiered independent audit of (a) repair work order response times and backlogs

and (b) staffing levels at Peoples Gas.”

Does Peoples Gas believe that Mr. Gennett’ s proposals should be adopted?
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No. As| stated above, Peoples Gas shares a number of the general views expressed by
Union Local 18007 witness Mr. Gennett and is encouraged by the continuing dialogue
with the union. Mr. Gennett’s proposals should not be adopted, however, for the reasons
explained in the Rebuttal Testimony of Mr. Doerk. As Mr. Gennett acknowledges,
Peoples Gas has complied with, and in certain respects exceeded, the obligations it has
related to its union work force under the Commission’s Order in Docket No. 06-0540.
Decisions about filling vacancies are decisions within the distinct province of
management, subject to any applicable labor agreements and any applicable law.
Management appreciates the concerns expressed by Mr. Gennett, but the “One for One”
policy is not warranted and too inflexible, although it may be the case that this approach
would be followed in certain work groups at certain times, as Mr. Doerk explains. For
the Commission to impose such a policy on management, particularly based only on the
genera concerns that have been identified as the rationale for the policy, would be an
unwarranted and inappropriate invasion of management’s decision-making prerogatives.
Mr. Gennett’s related reporting and audit proposals also should not be adopted, because
they are not warranted and Mr. Gennett has not proposed a mechanism for recovering the

costs of these proposals, as Mr. Doerk discusses.

C. Purchase of CEY Supplier Bad Debt Receivables

On pages 31 to 34 of his Direct testimony, RGS witness Mr. Crist proposes that the
Commission should require Peoples Gas and North Shore to purchase the bad debt
receivables of CFY suppliers, preferably, from RGS perspective, with no discount.

Should Mr. Crist’s proposal be imposed on the Utilities?
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No, for several reasons. First, Peoples Gas and North Shore are not in the business of
offering third party billing or bad debt collection service, they do not wish to offer this
service, and their information systems and business processes are not set up to enable
them to provide this service. Second, Mr. Crist’s proposal is an inappropriate attempt to
shift business risks from suppliers to the Utilities and utility customers. The adoption of
Mr. Crist’s proposal would relieve aternate gas suppliers of credit risk and enable them
to foist that responsibility onto the Utilities, with no apparent benefits to Peoples Gas or
North Shore or their customers. | believe that the suppliers should more properly retain
direct responsibility for their customer credit and be accountable for their credit
decisions. Third, his apparent desire to have the Utilities invoke the threat of
disconnection in order to leverage the process for collecting the CFY suppliers’ bad debt
does not justify this approach. It is inappropriate and harmful to the Utilities to expect
them to disconnect their customers when those customers are current on their obligations
to the Utilities. Fourth, Mr. Crist claimsthat CFY customers pay more than their share of
the costs of the bad debt collection practices of the Utilities, but the Direct Testimony of
Ronald Amen explains how the Utilities embedded cost of service study appropriately
allocates the Account that includes, among other expenses, the Utilities bad debt
collection expenses. Even more importantly, Mr. Crist's claim ignores that the
incremental costs of his proposal are not in the Utilities' proposed revenue requirements,
and that his proposal would shift most of the costs of collecting CFY suppliers’ bad debt
to non-CFY customers. His suggestion that there would be no incremental costs is
illogica and has no identified factual basis. Mr. Crist acknowledges that in other

jurisdictions, utilities have been made financially whole and compensated by purchasing
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340 the bad debt receivables at a discount that is reconciled over time or by recovering

341 additional amounts in base rates. His proposal for the Utilities provides for neither
342 mechanism for cost recovery.

343 The Commission should reject RGS' proposal to require Peoples Gas and North
344 Shore to purchase CFY’ s suppliers’ bad debt receivables. The proposal is unjustified and
345 lacks merits for the reasons indicated above.

346 Q. Does this conclude your Rebuttal Testimony?

347 A. Yes.
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