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INTRODUCTION

Please state your name.
My name is Alan C. Heintz.

Are you the same Alan C. Heintz who submitted direet and rebuttal testimony on
behalf of Northern Illinois Gas Company d/b/a Nicer Gas Company (*Nicor Gas” or

“Company”) in this Docket?

Yes. In my direct testimony, I presented and discussed the Embedded Cost of Service
Study (“ECOSS™) that T prepared on behalf of Nicor Gas. My direct testimony was
identified as Nicor Gas Exhibit 15.0 and the ECOSS was identified as Nicor Gas

Exhibit 15.1. In my rebuttal testimony, 1 presented and discussed on behalf of Nicor Gas
revisions to the ECOSS and comments on the direct testimonies of Hlinois Industrial
Energy Consumers (“lIEC”) witness Dr. Alan Rosenberg (Rosenberg Dir., lIEC Ex. 1.0)
and Illinois Commerce Commission (the “Commission” or “ICC”) Staff (“Staff”) witness
Peter Lazare (Lazare Dir., Staff Ex. 7.0). My rebuttal testimony was identified as Nicor

Gas Exhibit 30.0, including Exhibits 30.1-30.3.

PURPOSE OF TESTIMONY

What is the purpese of your surrebuttal testimony?

In this surrebuttal testimony, (1) I describe changes that have been made to Nicor Gas’
ECOSS since the rebuttal filing and (2) | address and respond to the rebuttal testimony, as
it relates to Nicor Gas” ECOSS, of Hlinois Industrial Energy Consumers (“IIEC™) witness

Dr. Alan Rosenberg. (Rosenberg Reb., HEC Ex. 2.0).

Nicor Gas Ex. 49.0
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IVv.

ATTACHMENTS

Are you sponsoring any attachments to your surrebuttal testimony?

Yes. Included with my surrebuttal testimony is Nicor Gas Exhibit 49.1 consisting of

revised ECOSS Schedules C, )L E, F and G.
MODIFICATIONS TO ECOSS

What changes to the rebuttal ECOSS (Nicor Gas Ex. 15.1) are encompassed in Nicor

Gas Exhibit 49.1?

Nicor Gas Exhibit 49.1 is the recalculation of the ECOSS to correct for an inadvertent
error in the allocation to customer classes of the value of Storage Losses. This error was
identified by Dr. Rosenberg. (Rosenberg Reb., IIEC Ex. 2.0, 8:162-13:259). At Schedule
G of the ECOSS (Nicor Gas Ex. 49.1) (printed line 283) the identification of the cost
shown there has been corrected to indicate that the amount to be classified and allocated
is Account 823, “Storage Losses”. On the same line, the allocation of the amount of
storage losses, $15,230,000, has been changed; such that losses are now allocated only to
sales classes 1, 4, 5, 6 and 7, based on firm peak-day demands. Similarly, on printed

line 235 of ECOSS Schedule G, the allocation of Gas in Storage (a rate base item) has

been changed to be consistent with the allocation of Storage Losses.

Are the changes on Schedule G also reflected in Schedule E (Storage Revenue

Requirement)?

Yes. Schedule E has been modified so that the calculations are more transparent and to
reflect the above-mentioned changes on Schedule G. Schedule E {page 1) column B —

“O&M, Depr. & TOJ” — now excludes storage losses (Account 823); storage losses are

3]
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now included in column D. Also, column C now excludes the rate base item called “Top
Gas”, which 1s identified as “Gas in Storage”™ in Schedule G. Column D, Schedule E,
now more explicitly shows the allocation of the return and taxes component of top gas
and the expense item, storage losses, to rate classes 1, 4, 5, 6 and 7. Column E is the total
storage revenue requirement, including the return and taxes component of the rate base
item, top gas, and the expense item, storage losses. Finally, column F shows the total

excluding column F (which is mathematically the same as the sum of columns B and C.
Are there any other changes to the ECOSS, Nicor Gas Exhibit 49.1?

There are no other allocation or input changes. The storage-related changes described in
response to the preceding two questions caused very minor re-allocations of costs among
classes, and these are incorporated in revised Schedules C and D. I also note that the
surrebuttal ECOSS is calculated on the same total revenue increase as the rebuttal
ECOSS (Nicor Gas Exs. 30.1-30.3). 1 understand that Nicor Gas’ current request in its
surrebuttal testimony is for an increase that is $629,000 less than its rebuttal position.
This small decrease has not been factored into the surrebuttal ECOSS. If the Commission

so requires, a final ECOSS will be produced based on the authorized revenue increase.

IIEC’S UNPROVEN ALLOCATION CHANGE

Please comment on Dr. Rosenberg’s position that the Mains costs in the ECOSS that
are classified as volume-related should be allocated to classes on a basis other than

annual velumes.

In his Direct Testimony, Dr. Rosenberg agreed with Nicor Gas’ position that based on

cost-causation, [00% of mains-related costs should be classified as demand-related and

3 Nicor Gas Ex. 49.0
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allocated to classes by direct assignment according to the results of Nicor Gas’ Modified
Distribution Mains (“MDM”) engineering study. (Rosenberg Dir., IIEC Ex. 1.0, 4:71-
81). He also recognized Nicor Gas’ position that continued in the current docket the use
of the Average and Peak (“A&P”) methodology that Nicor Gas offered (and the
Commission accepted) as a compromise in the last general rate case. {Rosenberg Dir.,
HIEC Ex. 1.0, 5:90-94). However, Dr, Rosenberg sought to modify the allocation of the
portion (23.12%) of mains costs classified as volumetric in Nicor Gas” ECOSS. The filed
ECOSS duplicated the methodology used in Nicor Gas™ last rate case and allocated the
volumetric portion to classes based on actual annual volumes. Dr. Rosenberg argues that
the volumetric allocator should reflect a weighting (as does the MDM investment) to
reflect for each class the annual volumes moved by size of pipe. {Id., 6:107-129),
Unfortunately, there is no direct measure of the distribution of annual volumes by size of
pipe for each class. Dr. Rosenberg proposes to estimate this distribution by making the
assumption that the annual volumes are distributed identically to the peak-day volumes.
(Id.. 7:143-145). Dr. Rosenberg repeats this argument in his rebuttal testimony.

(Rosenberg Reb., HEC Ex. 2.0, 22:449-552).
Do you agree with Dr. Rosenberg’s proposal?

No, I do not. First, I note that Nicor Gas witness Robert Mudra addresses this proposal in
his surrebuttal testimony, arguing specifically that it is not demonstrated that
Dr. Rosenberg’s assumption that annual volumes are distributed among pipes of different

sizes identically to the distribution of peak-day volumes is correct. (Mudra Sur., Nicor

4 Nicor Gas Ex. 49.0
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Gas Ex. 48.0). 1 agree with Mr. Mudra’s proposal to study the issue for possible use in

the Company’s next general rate filing.

Dr. Rosenberg objects to waiting until the next general rate case, arguing that “it is
not fair to maintain a knewn inequity for such an extended stretch of time,
especially when a remedy is at hand.” (Rosenberg Reb., IIEC Ex. 2.0, 22:464-466).

Do you agree?

No. I disagree with his characterization of the matter as a “known inequity”, for the
reason cited by Mr. Mudra. Second, I think we need to regain sight of the fact that in the
Company’ view (with which | and Dr. Rosenberg agree), the allocation of any mains-
related costs on a volumetric basis (as mandated by the A&P methodology) is an
inappropriate deviation from the principle of cost-causation. The classification of
23.12% of mains costs as volumetric is an “inequity”, and it is not clear that “tweaking”
the volumetric allocation of this significant portion of mains costs in any way is a

“remedy” for the inequity.
What is your proposal on this matter?

Because Staff is the primary proponent of the A&P methoddlogy, [ believe the response
to Dr. Rosenberg’s proposal should come from Staff. Using the ECOSS, Nicor Gas has
estimated that adopting Dr. Rosenberg’s proposal will shift approximately $8.3 million
dollars of revenue requirement from the non-residential classes to the residential class.
Nicor Gas Exhibit 49.2 shows how the volumetric allocation among classes changes if

Dr. Rosenberg’s proposal is accepted, based on the costs in the surrebuttal ECOSS (Nicor

3 Nicor Gas Ex. 49.0
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VI.

Gas Ex. 49.1). This bit of information may be useful to the Commission in its

consideration of Dr. Rosenberg’s proposal.

Dr. Rosenberg has testified that “if the Commission has concerns about any
particular cost of service study”, it should institute “a uniform percentage increase
to base rates, across the board.” (Rosenberg Reb., IIEC Ex. 2.0, 5:159-161). Is this

an appropriate method of increasing rates in this case?

No. Dr. Rosenberg has suggested that several changes be made to the ECOSS, including
the manner by which Storage Losses area allocated and his proposal, discussed above, to
change the volumetric allocation of Mains-related costs. Nicor accepted his proposal on
the allocation of Storage Losses and leaves to the Commission the decision on the
volumetric allocation of Main-related costs. In this case, however, neither Dr. Rosenberg
nor any other witness has presenied substantive evidence that the ECOSS does not
accurately portray either the actual inter-class differences in earned return at current rates
or the proposed inter-class increases. The current ECOSS does not significantly differ
from those approved by the Commission in earlicr Nicor rate cases and remains valid for
the purpose for which it is intended—to guide the Commission in authorizing rates that

equalize or tend to equalize rates of return among classes.

CONCLUSION

Does this conclude your surrebuttal testimony?

Yes.

0 Nicor Gas Ex. 49.0
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Nicor Gas Exhibit 49.1

Northern lllinois Gas Company Schedule E
d/b/a Nicor Gas Company Page 1 of 3
2009 Test Year

STORAGE REVENUE REQUIREMENTS AT PROPQSED OPERATING INCOME

{Dollars in Thousands)

Storage Revenue Requirements

Storage Revenue Requirement w/ Top Gas Total
Q& M, Depr. {Without
Line & TOoI Return & Income Taxes Top Gas
No. Description (Ex. Losses}] RBexTop Gas Top Gas & Losses Total & Losses)
(A} B) <) ¥ (0 {E) F
Residential Rates:
1 Rate 1 - Residentiai 22,984 15,710 18,458 58,152 38,6594
Nonresidential Rates:
2 Rate 4 - General Gas Service 8,081 5,524 6,842 20,446 13,605
3 Rate 5 - Seasonal Use Service 17 12 15 44 29
4 Rate 6 - Large General Service 5 2 4 13 8
5 Rate 7 - Large-Volume Service 0 Y 0 hj 0
6 Rate 17/19 - Contract Service 0 0 0 0 0
7 Rate 74 - General Transportation 4,601 3,145 0 7,746 7.746
8 Rate 75 - Seasonal Use Transportation 63 43 0 107 107
9 Rate 76 - Large General Transpertation 1,750 1,196 g 2,946 2,946
10 Rate 77 - Large Volume Transportation 1,539 1,052 0 2,5¢ 2,591
11 Total - Nonresidential 16,057 10,975 6,860 33,892 27,032
12 Total -- All Rates ex Rate 17 19 2t 39041 $ 26,685 3 26,318 4/ & 92045 3 65728
13  Storage Rate Base (w/o Top Gas) $230168 U/
14 Top Gas Portion of Storage Rate Base 3 55,645
15 Proposed Overall Rale of Return {Schedule C) 11.59% 11.59%
16 Rate 17/19 — Contract Service $ 1,311 $ 896 $ 2208 $ 2,208
17  Total - All Rates 3 40,352 3 27,581 $ 94,252 § 67,933

i/ Excludes Rate 17/19 Rate Base

2f Colurnins B and C are allocated to rate classes on firm demand sourced from Col.{F), Schedule L}

3/ The total at line 12 is rate base at line 13 times Jseturn at line 15.

4/ The total at line 12, column (D) is Top Gas at line 14 times return at line 15 plus storage losses of $15,230;
altocation is to sales classes on firm peak demands.




Nicor Gas Exhibit 49.1
Northern lllincis Gas Company Schedule E
dib/a Nicor Gas Company
2009 Test Year
Page 2 of 3
DEVELOPMENT OF COMPONENTS OF STORAGE REVENUE REQUIREMENT

Account Company Undergrouvnd Function Allocation to Other
Description No. Total Storage Factor to Rate 17/19 Rate Groups
(A (B} ™} {0} E) {F) iG)

From {Schedule G)
Gross Plant in Service

1 Intangible Plant 5 105.935 $ 4,108 Laber $ 14§ 3975
2 Underground Storage Plant 350-357 597,355 567,355 Direct 15,412 577,943
3 Transmission Plant 363,869 [} None . v] Q
4 Distsibution Plant 3.139,809 0 None 0 [}
5 Generat Plant 274 806 10,658 Labor 346 10,311

6 Total Gas Uity Plant 4.481,874 612,121 19,892 592,230

Accumulated Reserva for Depreciation

7 Intangible Plam (81,711) {3,169 Labor (103) (3,068)
B Underground Storage Plant 350-357 (320,455) (320 465) Direct {10,414) (310,051}
9 Transmission Plant (281,580) (4} Nene 0 a

t0 Distribution Plant (1,926,458) a None o a

t General Plant (84,150) {3,265) Labor (106) {3.159)
12 Folat Accumulated Depr & Amart. (2,694.454) (326,809} {10,623) (316,278}
13 Total Net Plant in Service §1,787,420 $285,222 . $9,269 $275,953

Adjustments to Rate Base

14 Additions

15 Cash Working Capital 87,544 10,040 OamM . 326 9,714

16 Gas in Storage {recoverable base gas) 95,645 95645 Direct 0 95,645

17 Materiats and Supplies 5,634 901 Net Deprec. Plt 29 871

1B Accrued Pension Provision 64,543 3,667 Labor 119 3,543

19 Total Additions to Rale Base 283,366 110,252 475 109,778

Deductions

20 Deferred Income Taxes (272,478) (43,562) Net Deprec. P {1,418) {42.146)
21 Regulatory Tax Liabifity (45,237) (7,232} NetDeprec. Pk {235) (6,997}
22 Customer Credit Balances {160,682) LM MNone [i] 4}

23 Customer Deposits {38,644} (6,178} Met Deprec. Pil {201) (5,977)
24 Customer Advances for Construction {10,239} (1,637} NetDeprec. Pil (593) {1,584)
25 Unamortized Invesiment Tax Crecit (11.334) (1,812} Net Deprec. Pl (59) {1,753)
26 CWIP Subject ts AFUIDC {9,232) (1,476} Net Deprec. Pt (48) {1,428)
27 Injuries and Damages {383) {34} Labor (1) (33)
28 Reserved for Future Use ¢ 0 None Q a

29 Total Deductions from Rate Base {548 625} $61,931) {2,013) {59,918)
30 Total Adjustmenis 1o Rate Base {265,263} 48,322 {1,538} 49,859

31 Total Rate Base $1.622 157 $333,544 $7.731 $325,613




Nicor Gas Exhibit 49.1
Narthern llinois Gas Company Schedule E
dibfa Nicor Gas Company
2009 Test Year
Page 3 of 3
DEVELOPMENT OF COMPONENTS OF STORAGE REVENUE REQUIREMENT {Continued)

Account Company Underground Function - Allocation to Other
Description No. Total Storage Factor to Rate 17 Rate Groups
{A) (B) {C) ) (E} {F) G}

From (Schedule G}
O&M Expenses

a2 Praduction Expenses 52,367 50 None o] V]
a3 Underground Storage Expenses {Ex. Si.Losses) 17,559 17,559 Direct 571 16,988
36 Transmission Expenses 5110 0 None 0 0
a7 Distribution Expenses 55,691 4] None 0 0
38 Customer Accounts Expenses 118,642 0 None 0 0
g Sales Expenses 416 [y MNone o] 0
40 Total — Operation and Maintenance Expenses 216,015 17,559 571 16,988
Administrative and General Expenses
41 Qperation:
42 Administrative and General Sataries gz8 40.530 1572 Labar 51 1.521
43 Office Supplies ang Expenses 9zt 23 161 898 Labar 29 869
44 Administrative Expenses Transferred 922 (17,065} (662) Labar (22) {640)
45 Outside Services Employed 923 §.850 343 Labar 11 332
46 Praperty Insurance 924 474 65 Gross Plant 2 63
47 Injuries and Damages 925 10,563 410 Labor 13 398
48 Employee Pensions and Benefits 426 24,246 940 L abar 3t 910
49 Franchise Requirements 927 o} o Labor o a
50 Duplicate Charges (Cr} 929 (7,513) (29%) Labor (9} {282}
51 Misceltaneous General Expenses 930/935 10,066 380 Labor 13 378
52 Rents 931 0 1] Nane 0
53 Total Operation 93,312 3,665 119 3,546
54 Maintenance:
55 Maintenance of Generat Plant 932 4 329 168 Labor 5 162
Total — Administrative and General 97 b641 3,833 125 3,709
36 Payroll Transferred from Olher Taxes 8,569 33z Labor 1% 322
57 Toftal - Gas Operation and Mainienance §322,2325 521,724 $7C6 $21.018
Depreciation Expense
58 Intangible Plant 17,883 694 tabor 23 671
59 Underground Storage Plant 350-357 15,806 15,806 Direct 514 15,292
60 Transmission Ptant 13,485 0 None 1] 0
&1 Distribulion Plant 117,513 0 Nong 0 a
82 General Plant
63 Land and Land Rights ase o] 0 Naone 1] 0
84 Structures and Impravements 390 2,218 86 Labor 3 B3
65 Office Fumiture and Equipment 3911 451 17 tabor 3 17
66 Carmputer Eguipment 39%.2 4,846 192 Labor & 186
&7 Transportation Equipmenl 392 5417 198 Labaor 8 192
68 Stores Equipment 392 0 0 Labor V] 0
69 Tools, Shop and Garage Equipmen 94 831 24 kabar 1 24
70 Laberatory Equipment 395 0 0 Nane o 0
Al Communicalion Equipment 397 398 15 Labor 1 15
72 Miscellaneous Equipment 398 0 0 None 0 1]
73 Totai Generat Plani 13,761 534 17 516
74 Totat Depreciation Expense $178,458 $17,033 $554 $16.480
Taxes Gther Than Income Taxes
75 State Franchise 408 131 18 Gross Plant 1 17
76 Real Estale and invested Capital 11,545 1,577 Gross Piant 51 1,526
77 State & Municipal Revenue Faxes {Note 1) 164,762 0 None a 0
78 Payrall Taxes {Note 1) 8,569 0 HNane ¢ o
79 Totad $185,007 $1,895 $52 $1,543

Note 1 - Revenue Taxes arg nol in ECOSS;
Payroll Taxes are includeg in 0&M. abave.
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