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Witness Identification

Please state your name and business address.
My name is Mike Ostrander. My business address is 527 East Capitol Avenue,

Springfield, lliinois 62701.

Are you the same Mike Ostrander who submitted Direct Testimony in this
case?

Yes, | am.

Purpose of Rebuttal Testimony

Q.

A

What is the purpose of your rebuttal testimony?

| am presenting testimony regarding utility plant and the related impact on
accumulated depreciation, accumulated deferred income taxes and depreciation
expense. These issues were discussed in the rebuttal testimony of Rocco J.
D'Alessandro and James M. Gorenz, testifying on behalf of Nicor Gas Company
(“Nicor Gas™ or “Company”); Go. Ex. Nos. 18.0 and No. 26.0, respectively.

In addition, | offer comment on certain intewendrs’ adjustments that the

Company opposes.

Uncontested Issues

Q.

Please identify any adjustments from your direct testimony that the
Company no longer contests and has reflected in its rebuttal revenue

requirement.
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A The Company has reflected in its rebuttal revenue requirement the following
adjustments | proposed in my direct testimony, ICC Staff Exhibit 4.0:
Schedule 4.03 Adjustment for Property Taxes Expense

Schedule 4.04 - Adjustment for Construction Work in Progress

Schedule Identification

Q. Are you sponsoring any schedules as part of ICC Staff Exhibit 17.07

A. Yes. | am sponsoring the following schedules that show data as of, or for the
future test year ending December 31, 2008
Schedule 17.01 Adjustment for Utility Plant — Post Test Year Plant
Additions
Schedule 17.02 Adjustment for Utility Plant — 2008 and 2009 Estimated Plant
Additions
Post Test Year Plant Additions
Q. Describe Staff Ex. 17.0, Schedule 17.01, Adjustment for Utility Plant — Post

Test Year Plant Additions.

A Schedule 17.01 presents my proposed adjustment to incorporate the plant
disallowance Staff withess Maple proposes in Staff Ex. 23.0. Staff withess Maple
has determined that two building projects will not be completed and in operation
by the end of the 2009 test year. (Staff Ex. 23.0, p.1) My proposed adjustment
removes the utility plant and related accumulated depreciation, accumulated

deferred income taxes, and depreciation expense for these plant additions that
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should be disallowed, but are included in utility plant in the Company’s filings.
This adjustment is similar to the adjustment proposed in my direct testimony, ICC

Staff Exhibit 4.0, Schedule 4.01.

How does your adjustment in Schedule 17.01 differ from your adjustment in
Schedule 4.017

Schedule 17.01 has been updated to reflect the impact on depreciation expense
and accumulated deferred income taxes as recalculated by Company witness

Gorenz in rebuttal testimony Co. Ex. 26.2, Schedules 2 and 5, respectively.

2008 and 2009 Estimated Plant Additions

Q.

Describe Staff Ex. 17.0, Schedule 17.02, Adjustment for Utility Plant — 2008
and 2009 Estimated Plant Additions.

Schedule 17.02 presents my proposed adjustment to reduce utility plant and
related accumulated depreciation, accumulated deferred income taxes, and
depreciation expense for 2008 and 2009 estimated plant additions that are
overstated based on the Company’s historical pattern of overestimating its
projected plant additions. This adjustment is similar to the adjustment proposed

in my direct testimony, ICC Staff Exhibit 4.0, Schedule 4.02.

How does your adjustment in Schedule 17.02 differ from your adjustment in

Schedule 4.027

Schedule 17.02 has been updated to reflect the impact on depreciation expense,

accumulated depreciation and accumulated deferred income taxes as
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recalculated by Company witness Gorenz in rebuttal testimony Co. Ex. 26.2,

Schedules 3, 4 and 6, respectively.

Does the Company accept your adjustment?
No. The Company believes that its forecasting of plant additions has been
‘remarkably accurate” and no disallowance is in order (Co. Ex. 18.0, pp. 8-10,

lines 211-226).

What is your response?

The Company acknowledges that plant additions have been, on average, within
3% of the forecast for the years 2004 through 2007 (Co. Ex. 18.0, p. 10, lines
219-220). The Company considers this historical average of actual plant
additions being under budget as a demonstration of the Company’s impressive
forecasting performance (Co. Ex. 18.0, p. 10, lines 221-222). Whether or not the
Company’s plant additions forecasting results are impressive and/or remarkably
accurate could be debated. However, it is an undisputed fact that the Company
has overestimated plant additions by 2.87% between 2004 and 2007. In the
Company’s last rate case, Docket No. 04-0779, the Commission accepted an
adjustment to reduce the Company's forecasted plant additions based on an

average of historical under budget variances that was only 0.8%.

Test Year Plant in Service Adjustment

Q.

Describe the proposed adjustment by David Effron, testifying on behalf of

the Office of the lllinois Attorney General and Citizens Utility Board
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(collectiﬁely “AGICUB”), to reduce the Company’s 2008 and 2009

forecasted plant additions (AG/CUB Exhibit 1.0 (Public}), pp. 5-7).

Mr. Effron proposes to reduce the Company’s 2008 and 2009 forecasted plant
additions due to the significantly greater level of forecasted additions compared
to actual additions in recent years and that the Compan-y’s capital expenditures
were under budget through June 2008, | agree with Mr. Effron that the
Company’s forecast of 2008 and 2009 plant additions should be reduced. The
proposed adjustment (and related adjustments to accumulated depreciation
reserve, accumulated deferred taxes and depreciation expense) by Mr. Effron is
a reasonable alternative to my proposed forecasted plant additions adjustment. |
prefer my adjustment because it is based on the Company’s historical pattern of
overestimating its plant additions by an average of 2.87% for the years 2004
through 2007. Mr. Effron’s adjustment is limited to a certain point in time which is

the under budget variance for the six months ended June 30, 2008.

Accumulated Depreciation Reserve

Q.

Describe AG/CUB Witness Effron’s proposed adjustment to accumulated
depreciation reserve (AG/CUB Exhibit 1.0 (Public), pp. 7-9).

In addition to the above plant related adjustment, Mr. Effron proposes to reduce
the cost of r_emoving and retiring plant which is charged against the accumulated

depreciation reserve. The basis of his adjustment is that the forecasted cost of

removal related to distribution, underground storage and transmission plant in the
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years 2008 and 2009 is substantially in excess of the actual cost of removal in

prior years.

Describe the Company’s rebuttal testimony concerning Mr. Effron’s
adjustment to accumulated depreciation reserve and your conclusion?

The Company contends that Mr. Effron’s proposed adjustment fails to recognize
the business reasons for the increase in removal costs and that his adjustment
would in effect be overstating and double-counting the impact on the Company’s
test year rate base (Co. Ex. 26.0, pp. 16-18). Mr. Effron has already proposed a
reduction to forecasted plant additions due to the Company’s capital
expenditures being under budget throUgh June 2008. The Company in response
to AG Data Request 2.04 (DJE) provided a cor;nparison of actual to budgeted
capital expenditures through June 30, 2008. The Company defines capital
expenditures to include plant additions, removal costs and salvage. Thus Mr.
Effron has already addressed adjusting removal costs as they are a component
of capital expenditures, which was the basis for the adjustment to forecasted
plant additions. Therefore, | agree with the Company that Mr. Effron’s adjustment
to the accumulated depreciation reserve would be overstating the impact on the

Company's test year rate base.

The increase in removal costs is due to the implementation of an accelerated
rate of replacement of cast iron main and copper service infrastructure.
Company witnesses McCain (Co. Ex. 5.0, pp. 8-11) and O’'Connor (Co. Ex. 12.0,
pp. 28-34) discuss Nicor Gas’ rationale for accelerating its cast iron main and

copper service replacements and the use of a rider mechanism (Rider QIP) to
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recover post test year investment in replacement of infrastructure. Staff witness
Lazare and AG/CUB witness Rubin recommend that the Commission reject the
adoption of the Company’s proposed Rider QIP (Staff Ex. 7.0, pp. 16-22 and
AG/CUB Exhibit 2.0 (Public), pp. 29-38, respectively). Staff witness Anderson |
and AG/CUB witness Rubin recommend that the Commission reject the
Company's implementation of an accelerated main replacement program (Staff
Ex. 9.0, pp. 4-8 and AG/CUB Exhibit 2.0 (Public), pp. 29-38, respectively). | have
no opinion regarding Rider QIP or the implementation of an accelerated main
replacement program. However, Should the Commission not approve the
Company’s accelerated main replacement program for both Rider QIP and the
test year, then Mr. Effron’s adjustment for the increased cost of removing retired
plant would be appropriate. The Company has identified approximately $12.3
million of incremental plant additions in the 2009 test year associated with the
accelerated main replacement program which should also be removed from the

Company's rate base due to Commiésion non-approval of the accelerated main

. replacement program for the test year (Co. Ex. 5.0, p. 8).

Account 874 - Mains and Services Expenses

Q.

Describe AG/CUB Witness Effron’s proposed adjustment to account 874,
Mains and Services Expenses (AG/CUB Exhibit 1.0 (Public), pp. 25-26).
Mr. Effron proposes to reduce the Company’s forecasted 2009 test year costs

incurred in operating distribution mains and services. Mr. Effron believes that the
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Company has not identified the factors that support the Company’s forecast to be

approximately 28% higher than the actual expenses incurred during 2007.

Describe the Company’s rebuttal testimony concerning Mr. Effron’s
adjustment to account 874, Mains and Services Expenses and your
conclusion.

The Company identifies the following factors that support the forecasted increase
in mains and services expenses: labor costs increase, contractor costs increase
and a reclassification between O & M expense accounts (Co. Ex. 20.0, pp. 10-
11, lines 209-232). The labor costs increase is due to: hourly wage increase per
union contract, additional personnel and employee job fraining costs. The
contractor costs increase is due to higher projected location contractor volume
and higher fees per contract provisions. The reclassification between O & M
expense accounts was needed to correct an inconsistency with how certain costs
were classified in the company's test year revenue requirement in compliance
with the ICC’s Uniform System of Accounts for Gas Utilities Operating in Hlinois.
There was no net impact on the Distribution operation and maintenance
expenses (Co. Ex. 26.0, pp. 44-45, lines 954-971). Assuming the reliability of the
additional information provided by the Company, | believe Mr. Effron’s

adjustment is not necessary.

Conclusion

Does this end your prepared rebuttal testimony?

Yes.
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VERIFICATION

I, Mike Ostrander, being first duly sworn, depose and state that { am an
~ Accountant in the Accounting Department of the Financial Analysis Division of the lllinois
Commerce Commission; that | sponsor the foregoing Rebuttal Testimony of Mike
_Ostrander; that | have personal knowledge of the information stated in the foregoing

Rebuttal Testimony; and that such information is true and correct to the best of my

knowledge, information and belief,

ke O ske m\né\bf

Mike Ostrander
Accountant
lllinois Commerce Commission

Subscribed and sworn to before me
this 23rd day of October, 2008.

W ary 28ben. Lotpar >

Notary Public

/

OFFICIAL SEAL

MARY ELLEN RUFFNER
NOTARY PUBLIC - STATE OF LLINOIS
MY COMMISSION EXPIRES:02/04/09
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