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Witness ldentification

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

Avenue, Springfield, lllinois 62701.

Q. Have you previously filed testimony in this proceeding?

Yes, my direct testimony is ICC Staff Exhibit 3.0.

Purpose of Rebuttal Testimony

Q. What is the purpose of your rebuttal testimony?
A. The purpose of my rebuttal testimony is to:

1. Identify certain issues contained in my direct testimony that North
Shore Gas Company (“North Shore”) and The Peoples Gas Light
and Coke Company (“Peoples Gas”) (individually, the “Company”
and collectively, the “Companies”) do not contest.

2. Respond to the Companies’ opposition to my adjustments for
office supplies and expenses, cash working capital (“CWC”),
and injuries and damages expense.

3. Respond to an adjustment to People Gas’ rate case expense
proposed by Mr. David J. Effron filed on behalf of the People of the
State of lllinois (“AG”), the Citizens Utility Board (“CUB”) and the

City of Chicago (“City”) (collectively, “AG/CUB/City”).
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4. Comment on the finding required by Section 9-229 of the Public

Utilities Act (“PUA”").

Schedule Identification

Q.

Are you sponsoring any schedules as part of your rebuttal testimony,
ICC Staff Exhibit 17.0?
Yes. | am sponsoring the following schedules, which show data as of, or

for the future test year ending, December 31, 2010:

o Schedules 17.1 N and P; Adjustment to Cash Working Capital

o Schedules 17.2 N and P; Adjustment to Injuries and Damages

Expense

Please explain the N and P suffixes that appear with your schedule
numbers.

These suffixes indicate to which of the Companies a particular schedule
applies. The N suffix indentifies a schedule that applies to North Shore,

and the P suffix indentifies a schedule that applies to Peoples Gas.

Uncontested Issues

Q.

Please identify any adjustments from your direct testimony that the
Companies no longer contest and have reflected in their rebuttal

revenue requirements.
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The Companies have reflected in their rebuttal revenue requirements the
following adjustments | proposed in my direct testimony, ICC Staff Exhibit
3.0:

o Schedules 3.4 N and P; Adjustment to Interest on Budget Payment

Plan Balances

o Schedules 3.5 N and P; Adjustment to Interest on Customer

Deposits

Please identify any adjustments from your direct testimony that you
are withdrawing.

Upon reviewing the additional information provided in the Companies’
rebuttal testimony | have withdrawn my proposed adjustment per
Schedule 3.2 N and P; Adjustment to Office Supplies and Expenses that
limited the amount of test year office supplies and expenses to selected
historical 2008 expense categories increased by an inflation factor for
2009 and 2010. The Companies provided 2010 test year amounts for
telecommunications expense and allocated nonlabor based on a
percentage of 2008 actual charges. This eliminated the allocated
amounts to other operations and maintenance accounts that were

previously included in test year office supplies and expenses.
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Adjustment to Cash Working Capital

Q.

Please describe ICC Staff Exhibit 17.0, Schedules 17.1 N and P;

Adjustment to Cash Working Capital.

Schedules 17.1 N and P present my proposed adjustments to CWC for
the Companies based on my calculation of CWC using the Gross Lag
methodology. These schedules incorporate Staff’'s proposed adjustments
to the Companies’ proposed test year revenues and expenses. As
Schedule 17.1 P shows, the recommended level of CWC for Peoples Gas
is $3.141 million, requiring a reduction of $31.184 million to the $34.325
million CWC requirement presented by Peoples Gas. Similarly, as
Schedule 17.1 N shows, the appropriate level of CWC for North Shore is
negative $1.449 million, requiring a reduction of $1.797 million to the $348

thousand CWC requirement presented by North Shore.

How do your proposed adjustments in Schedules 17.1 N and P differ
from your proposed adjustments in Schedules 3.1 N and P?
Schedules 17.1 N and P incorporate Staff’'s proposed adjustments to the
Companies’ adjusted operating revenues and expenses described in its
rebuttal testimony in NS-PGL Ex. SM-2.1N and P. As in direct testimony,
the primary difference between my calculation of CWC and the

Companies’ calculation of CWC is my use of a revenue lag of zero days
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for pass-through taxes versus 40.84 and 50.22 revenue lag days,

respectively, for North Shore and Peoples Gas.

Please summarize your understanding of the Companies’ arguments
against your use of a revenue lag of zero days for pass-through
taxes.
The Companies’ take exception to the following statements in my direct
testimony:
1. The collection and payment of pass-through taxes is not part of
providing utility service;
2. The Companies are nothing more than a collection agency with
respect to pass-through taxes.

| will respond to each of these items in turn.

What is the basis for the Companies’ argument that the collection
and payment of revenue taxes is a part of providing utility service?

The Companies’ withess Hengtgen states that “The collection and
payment of pass-through taxes are a legal requirement of doing business
in the State of lllinois and the various municipalities in which the Utilities
provide service.” (NS-PGL Ex. JH-2.0, p. 12) He further describes the
requirements the Companies must comply with in regards to pass-through
taxes and the processing activities needed to ensure compliance with

such requirements.
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What is your response?
While | agree that the Companies are legally required to collect pass-
through taxes and pay them to the taxing authorities, | disagree that this
makes them revenue for purposes of a cash working capital calculation.
The Companies excluded pass-through taxes as a part of providing utility
service by correctly not including pass-through taxes collections and
payments in their revenue requirements. The Companies themselves
note that they record the collection of pass-through taxes as a liability to
the taxing authority rather than the collection of revenue. (Attachment A —
North Shore Schedule C-25, Note 1 and Attachment B — Peoples Gas

Schedule C-25, Note 1)

Do you have a comment regarding the costs incurred for pass-
through taxes processing activities described by Mr. Hengtgen?

My response to the Companies’ data request NS-PGL 2.11 addresses
such costs as follows: “The costs to collect the pass-through taxes from
customers, e.g. the employee time in processing tax payments, are a cost
of doing business and part of providing utility service; however, the dollar
amount of taxes actually collected do not represent a cost of the utility for
providing service which the utility is seeking recovery through its revenue
requirement due to the fact that the utility simply passes the pass-through

taxes on to its customers.”
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Mr. Hengtgen recommends that if the Commission accepts your
proposed adjustment to use a revenue lag of zero days that the
payment of pass-through taxes should be assigned zero lead days.
What is your response?
As Mr. Hengtgen points out in his direct testimony: “The pass-through
taxes and energy assistance charges are not recorded as revenue or
expense on the income statement but the collection and payment of these
amounts causes a timing difference in People Gas’/North Shore’s cash
flow and should be accounted for in a utility’s cash working capital working
requirement.” (Peoples Gas Ex. JH-1.0, page 24, lines 507-510 and North
Shore JH-1.0, page 20, lines 427-430). It is the referenced timing
difference between collection and payment of pass-through taxes that

supports the use of lead days in the CWC calculation.

Why did the Companies’ not agree with your characterization that the
Companies are nothing more than a collection agency with respect
to pass-through taxes?

The Companies took exception with my description of pass-through taxes
processing as receiving pass-through taxes from ratepayers and holding
them until they are remitted to a taxing authority. In response to Staff
Data Requests JMO 14.03 through JMO 14.09 (Attachments C through

N), the Companies described the process and timing of collection and
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payment of the various pass-through taxes. A summary of the responses
follows:
1. The taxes are included in the customer’s monthly bill.
2. The Companies collect the taxes.
3. Taxes are paid on or before the due dates.
4. The payments are based on estimated amounts.

5. The payments are made regardless of whether or not the

Companies collect from the customers.

What is your response?

The Companies’ response to Staff Data Requests JMO 14.03 through
JMO 14.09 summarized above highlight that pass-through taxes are
collected and paid when due. The segment of my description regarding
pass-through taxes from ratepayers being held until they are remitted to a
taxing authority is supported by the Companies’ use of lead days for pass-
through taxes. Investors receive the benefit of the Companies having
pass-through taxes as cash on hand to finance the day-to-day operations

until the cash is remitted to the appropriate taxing authority.

As noted in my direct testimony (ICC Staff Exhibit 3.0, p. 8) the lead or
period from receipt to remittance of cash includes a prepayment for the
ICC Gas Revenue Tax of 31.27 days and 30.14 days for Peoples Gas and

North Shore, respectively. Since the Companies are prepaying those
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pass-through taxes, investors do not receive the benefit of the Companies
having those pass-through taxes as cash on hand to finance the day-to-
day operations but my calculation accounts for that. On an overall basis
when looking at all pass-through taxes in the aggregate there is no
prepayment but rather a lead which the Companies’ own calculation
supports. It is that lead on an aggregate basis which provides investors
the benefit of having pass-through taxes cash on hand to finance the day-
to-day operations until the cash is remitted to the appropriate taxing

authority.

The Companies state that the payment of pass-through taxes is
based on estimated amounts and made regardless of whether or not
the Companies collect from the customers. Do you have any
comments?

Yes. Whether the payment of pass-through taxes is based on actual cash
receipts or estimates or any other methodology, | agree the Companies
are liable to remit the proper amount due on a timely basis. (Order in
Docket No. 08-0363, p. 12) The source of funds for such tax payments is
ultimately the collections of the ratepayers’ bills as described above and
as illustrated by the requirements of the Gas Revenue Tax Act. With
respect to the Gas Revenue Tax Act, the Companies are required to file a
monthly tax return with the lllinois Department of Revenue which includes

(1) the total number of therms for which payment was received from
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customers, (2) gross receipts received from customers for such service,

and (3) the amount of tax based on items (1) and (2). (35 ILCS 615/3)

Can you identify any other lllinois rate cases where the Commission
accepted a proposal to use a lag of zero days for pass-through
taxes?

Yes. As | explained in response to Companies’ data request PGL-NS
2.10 the use of a lag of zero days for pass-through taxes was accepted by

the Commission in the recent Nicor gas rate case, Docket No. 08-0363.

Adjustment to Injuries and Damages Expense

Q.

Please describe ICC Staff Exhibit 17.0, Schedules 17.2 N and P,
Adjustment to Injuries and Damages Expense.

Schedules 17.2 N and P, Adjustment to Injuries and Damages Expense,
present my proposed adjustments to replace the 2010 expense accrual
component of the injuries and damages reserve with a normalized level of

injuries and damages operating expense for the 2010 test year.

How do your adjustments in Schedules 17.2 N and P differ from your

adjustments in Schedules 3.2 N and P?

Schedules 17.2 N and P have been updated to reflect the total cash
payments for all claim activity for the years 2004 through 2008 increased

by an inflation factor for 2009 and 2010 and the proper expense accrual

10



205

206

207

208

209

210

211

212

213

214

215

216

217

218

219

220

221

222

223

224

225

Docket Nos. 09-0166/09-0167
Consolidated
ICC Staff Exhibit 17.0
component of the injuries and damages reserve as reflected in
Companies’ witness Gregor’s rebuttal testimony exhibits NS-PGL Exs
CMG-2.1P and CMG-2.1N. The proposed adjustments reflect a

normalized level of expense to be reflected in the Companies’ 2010 test

year operating expenses.

Do the Companies accept your proposed adjustments?

No. The Companies believe that the updated normalized expenses for
North Shore and Peoples Gas demonstrate that the amounts initially
proposed are reasonable and that the proposed adjustments are not

necessary.

What is your response?

The updated normalized expenses do not support the Companies’
assertion that the injuries and damages amounts initially proposed in the
2010 test year operating expenses are reasonable. For the most recent
five year period, 2004 — 2008, the actual payments for injuries and
damages claims in 4 of the 5 years were less than the amount the
Companies accrued in the 2010 test year. (ICC Staff Exhibit 17.0,
Schedules 17.2 N and P, p. 2, lines 1-5) A normalized operating expense
amount should reflect the expected annual recurring level, apart from
unusual conditions, that the Companies expect to pay. Historical

payments (experience) are a good standard against which to evaluate an

11
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expected recurring level of expense. Since the 2010 expense accruals
are greater than historical experience, the Companies’ injuries and

damages expense accruals should be decreased to reflect a normalized

level of expense in the Companies’ 2010 test year operating expenses.

Do the Companies have any other concerns regarding your proposed
adjustments to injuries and damages expense?

Yes. The Companies’ withess Hengtgen asserts that a direct correlation
exists between the amount of injuries and damages expense and the
amount of the injuries and damages accrual or reserve amount. Mr.
Hengtgen further proposes that should the Commission adopt the
proposed adjustments reflected in Schedules 17.2 N and P, that the
appropriate impacts should be reflected to lower the reserve amounts that

are deducted from rate base.

What is your response?

For purposes of determining a revenue requirement, | do not agree that
there is a direct correlation between the injuries and damages reserve and
expense amounts. Nor do | agree that there is a need for a rate base
adjustment due to the test year normalized operating expense proposed
adjustments. The 2010 expense accrual component of the injuries and
damages reserve represents the Companies’ cumulative estimate of what

payments will be made in the future for incurred injuries and damages

12
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claims as of December 31, 2010. The normalized level of injuries and
damages operating expense is based on actual historical claim payments.
Thus, the proposed adjustments to reflect a normal level of annual
operating expense or period cost are based on historical payments and

have no direct corresponding impact on the estimate of the test year

balance sheet liability for future payments.

Rate Case Expense

Q.

Describe AG/CUB/City Witness Effron’s proposed adjustment to
disallow certain rate case expenses from Peoples Gas’ test year
operating expenses?

Mr. Effron, in AG/CUB/City Exhibit 1.0, Schedule C-2, proposes to
disallow $1.1million of Peoples Gas’ test year operating expenses for
outside professional services for rate case support. Mr. Effron believes
that certain outside costs for rate case support were “double-counted” in
operating expenses and in deferred charges based on Peoples Gas’

response to Staff Data Request BAP 3.03.

Describe People Gas’ rebuttal testimony concerning Mr. Effron’s
proposed adjustment to rate case expense and your conclusion.
Peoples Gas, in response to Staff Data Request BAP 3.03, identified that
total outside costs of $1.1 million forecasted in 2010 for rate case support

is included in Schedule C-10, Rate Case Expenses, and amortized over a

13
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proposed three-year period. Such expenses for outside professional
services related to rate case support were not forecasted in test year 2010
as operating expenses but were included in the calculation of the revenue
requirement via a ratemaking adjustment. Therefore, | believe Mr. Effron
is incorrect in his understanding that these costs were “double-counted”

and his proposed adjustment to disallow certain rate case expenses is not

necessary.

Do you have any other comments regarding rate case expense?
Yes, since the filing of the Companies’ rebuttal testimony, Section 9-229
of the PUA became law (220 ILCS 5/9-229). It states:
Consideration of attorney and expert compensation as an expense.
The Commission shall specifically assess the justness and
reasonableness of any amount expended by a public utility to
compensate attorneys or technical experts to prepare and litigate a
general rate case filing. This issue shall be expressly addressed in
the Commission's final order. (Source: P.A. 96-33, eff. 7-10-09.)
In light of the requirement for the Commission to expressly address rate
case expense in its final order and in order to provide a more complete
record regarding rate case expense, | am attaching the public version of
the Companies’ Response to Staff Data Request JMO 18.01(Attachments
O and P) that provides rationale for the Commission to assess that the
amounts proposed to be expended to compensate attorneys or technical

experts to prepare and litigate the instant proceeding are just and

reasonable. Having reviewed the Companies’ responses, | recommend

14
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that the Commission expressly address in its order that the proposed

amounts to be expended by the Companies for rate case expense in this

proceeding are just and reasonable.

Conclusion

Q.
A.

Does this conclude your prepared rebuttal testimony?

Yes, it does.

15
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Page 1 of 3
North Shore Gas Company
Adjustment to Cash Working Capital
For the Test Year Ending December 31, 2010
(In Thousands)
cwc
Line CWC Factor Requirement Column (C)
No. Item Amount Lag (Lead) (D) / 365 (C)x (E) Source
) B) © (©) (E) F ©
1 Revenues 222,657 40.84 0.11189 24,913 ICC Staff Ex. 17.0, Sch. 17.1 N, Page 2 of 3, Column C, Line 6
2 Pass Through Taxes 20,230 0.00 0.00000 - NS-PGL Ex. JH-2.6P, Cash Working Capital, Column H, Line 19
3 Payroll and Withholdings 6,701 (14.74) (0.04038) (271) ICC Staff Ex. 17.0, Sch. 17.1 N, Page 3 of 3, Column C, Line 4
4 Inter Company Billings 32,036 (36.93) (0.10118) (3,241) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 23
5 Natural Gas 162,813 (40.43) (0.11077) (18,034) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 24
6 Other Operations and Maintenance 7,912 (44.16) (0.12099) (957) ICC Staff Ex. 17.0, Sch. 17.1 N, Page 2 of 3, Column C, Line 15
7 Federal Insurance Contributions (FICA) 638 (16.69) (0.04573) (29) ICC Staff Ex. 17.0, Sch. 17.1 N, Page 3 of 3, Column C, Line 8
8 Federal Unemployment Tax 9 (76.38) (0.20926) ) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 28
9 State Unemployment Tax 33 (76.38) (0.20926) @) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 29
10 Property/Real Estate Taxes 195 (384.74) (1.05408) (206) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 30
11 Invested Capital Tax 1,623 (30.12) (0.08252) (134) ICC Staff Ex. 17.0, Sch. 17.1 N, Page 3 of 3, Column C, Line 11
12 ICC Gas Revenue Tax 339 30.14 0.08258 28 NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 15
13 Gross Receipts/Municipal Utility Tax 9,368 (74.82) (0.20499) (1,920) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 16
14 Energy Assistance Charges 1,548 (42.95) (0.11767) (182) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 17
15 Gas Revenue/Public Utility tax 8,975 (9.55) (0.02616) (235) NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 18
16 Interest Expense 4,276 (91.25) (0.25000) (1,069) ICC staff Ex. 15.0, Sch. 15.5 N, Column B, Line 3
17 Federal Income Tax 511 (37.88) (0.10378) (53) ICC Staff Ex. 15.0, Sch. 15.1 N, Column I, Line 21
18 State Income Tax 485 (37.88) (0.10378) (50) ICC Staff Ex. 15.0, Sch. 15.1 N, Column |, Line 20
19 TOTAL (1,449) Sum of Lines 1 through 18
20 Cash Working Capital per Staff (1,449) ICC Staff Ex. 17.0, Sch. 17.1 N, Page 1 of 3, Column F, Line 19
21 Cash Working Capital per Company 348 NS-PGL Ex. JH-2.6N, Cash Working Capital, Column |, Line 36
22 Difference -- Staff Adjustment (1,797) ICC Staff Ex. 17.0, Sch. 17.1 N, Page, 1 of 3, Column D, Line 20 minus Line 21
Note: Lag (Lead) is from NS-PGL Ex. JH-2.6N, Cash Working Capital, Column B
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Page 2 of 3
North Shore Gas Company
Adjustment to Cash Working Capital
For the Test Year Ending December 31, 2010
(In Thousands)

Line
No. Description Amount Source

(A) (B) ©) (D)

1 Total Operating Revenues $ 78,709 ICC Staff Ex. 15.0, Sch. 15.1 N, Column |, Line 5

2 PGA Revenues 162,813 North Shore WP Ex. CG-2.3P Revised, Page 1 of 4

3 Uncollectible Accounts (1,624) ICC Staff Ex. 15.0, Sch. 15.1 N, Column |, Line 6

4 Depreciation & Amortization (9,428) ICC Staff Ex. 15.0, Sch. 15.1 N, Column |, Line 14

5 Return on Equity (7,813) Line 9 below

6 Total Revenues for CWC calculation $ 222,657 Sum of Lines 1 through 5

7 Total Return on Rate Base $ 13,952 ICC Staff Ex. 15.0, Sch. 15.1 N, Column |, Line 24

8 Percentage Equity 56.00% ICC Staff Ex. 22.0, Schedule 22.01

9 Return on Equity $ 7,813 Line 7 times Line 8

10 O & M Expenses $ 59,275 ICC Staff Ex. 15.0, Sch. 15.1 N, Column |, Line 19

11 Payroll and Withholdings (8,275) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 22
12 Inter Company Billings (32,036) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column I, Line 23
13 Uncollectible Accounts (1,624) ICC Staff Ex. 15.0, Sch. 15.1 P, Column I, Line 6

14 Depreciation & Amortization (9,428) ICC Staff Ex. 15.0, Sch. 15.1 P, Column I, Line 14

15 Other Operations & Maintenance $ 7,912 Sum of Lines 10 through 14
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Page 3 of 3
North Shore Gas Company
Adjustment to Cash Working Capital
For the Test Year Ending December 31, 2010
(In Thousands)
Line Description Amount Source
™) (B) © (D)
1 Payroll and Withholdings per Company Filing $ 8,275 NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 22
2 Incentive Compensation Adjustment (1,381) ICC Staff Ex. 15.0, Schedule 15.7 N, Page 1 of 5, Column B, Line 16
3 Non-Union Wages Adjustment (193) ICC Staff Ex. 15.0, Schedule 15.8 N, Page 1 of 2, Column F, Line 7
4 Payroll and Withholdings per Staff $ 6,701 Sum of Lines 1 through 3
5 FICA Tax per Company Filing $ 795 NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 27
6 Incentive Compensation Adjustment (142) ICC Staff Ex. 15.0, Schedule 15.7 N, Page 1 of 5, Column B, Line 22
7 Non-Union Base Wages Adjustment (15) ICC Staff Ex. 15.0, Schedule 15.8 N, Page 1 of 2, Column F, Line 8
8 FICA Tax per Staff $ 638 Sum of Lines 5 through 7
9 Invested Capital Tax per Company Filing $ 1,654 NS-PGL Ex. JH-2.6N, Cash Working Capital, Column H, Line 27
10 Invested Capital Tax Adjustment (31) ICC Staff Ex. 15.0, Schedule 15.9 N, Column B, Line 9
11 Invested Capital Tax per Staff $ 1,623 Sum of Lines 9 and 10
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Page 1 of 2
North Shore Gas Company
Adjustment to Injuries and Damages Expense
For the Test Year Ending December 31, 2010
(In Thousands)
Line
No. Description Amount Source
(A) (B) (C) (D)
1 Injuries and Damages Expense per Staff $ 676 Staff Ex. 17.0, Sch. 3.2 N, Page 2 of 2, Column C, Line 9
2 Injuries and Damages Expense per Company 835 Staff Ex. 17.0, Sch. 3.2 N, Page 2 of 2, Column C, Line 10
3 Difference -- Staff Adjustment $ (159) Line 1 less Line 2
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Schedule 17.2 N

Page 2 of 2
North Shore Gas Company
Adjustment to Injuries and Damages Expense
For the Test Year Ending December 31, 2010
(In Thousands)
Line
No. Description Amount Source
(A) (B) (€) (D)
Actual Claims Cash Disbursements:
1 2004 $ 867 Company rebuttal testimony, NS-PGL Ex. CMG-2.1N
2 2005 735 Company rebuttal testimony, NS-PGL Ex. CMG-2.1N
3 2006 541 Company rebuttal testimony, NS-PGL Ex. CMG-2.1N
4 2007 586 Company rebuttal testimony, NS-PGL Ex. CMG-2.1N
5 2008 465 Company rebuttal testimony, NS-PGL Ex. CMG-2.1N
6 Five Year Average Claims Cash Disbursements 639 Line 1 through Line 5 divided by 5
7 Inflation @ 2.9% for 2009 19 Line 6 times 2.9%
8 Inflation @ 2.9% for 2010 19 Line 6 plus Line 7 times 2.9%
9 Inflation Adjusted Five Year Average Claims Cash Disbursements 676 Sumes of Lines 6 - 8
10 Test Year Injuries and Damages Expense Accrual 835 Company rebuttal testimony, NS-PGL Ex. CMG-2.1N

11 Reduction in Test Year Injuries and Damages Expense $ (159) Line 9 less Line 10
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(Consolidated)

ICC Staff Exhibit 17.0
Schedule 17.1 P
Page 1 of 3
The Peoples Gas Light and Coke Company
Adjustment to Cash Working Capital
For the Test Year Ending Decemger 31, 2010
(In Thousands)
CcwcC
Line CWC Factor Requirement Column (C)
No. Iltem Amount Lag (Lead) (D) / 365 (C) x (E) Source
® ®) © ©) E) ® ©)
(D/365)
1 Revenues 1,040,018 50.22 0.13759 143,095 ICC Staff Ex. 17.0, Sch. 17.1 P, Page 2 of 3, Column C, Line 6
2 Pass Through Taxes 223,445 0.00 0.00000 - NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 20
3 Payroll and Withholdings 52,970 (14.18) (0.03885) (2,058) ICC Staff Ex. 17.0, Sch. 17.1 P, Page 3 of 3, Column C, Line 4
4 Inter Company Billings 143,517 (36.02) (0.09868) (14,163) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 24
5 Natural Gas 687,268 (40.51) (0.11099) (76,277) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 25
6 Other Operations and Maintenance 73,817 (46.30) (0.12685) (9,364) ICC Staff Ex. 17.0, Sch. 17.1 P, Page 2 of 3, Column C, Line 15
7 Federal Insurance Contributions (FICA) 5,323 (16.04) (0.04395) (234) ICC Staff Ex. 17.0, Sch. 17.1 P, Page 3 of 3, Column C, Line 8
8 Federal Unemployment Tax 103 (76.38) (0.20926) (22) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 29
9 State Unemployment Tax 142 (76.38) (0.20926) (30) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 30
10 Property/Real Estate Taxes 1,143 (385.13) (1.05515) (1,206) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 31
11 Invested Capital Tax 9,950 (30.13) (0.08255) (821) ICC Staff Ex. 17.0, Sch. 17.1 P, Page 3 of 3, Column C, Line 11
12 Corporation Franchise Tax 300 (182.27) (0.49937) (150) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 33
13 llinois Sales and Use Tax 26 (42.98) (0.11775) 3) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 34
14 Federal Excise Tax 25 (76.32) (0.20910) (5) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 35
15 ICC Gas Revenue Tax 1,630 31.27 0.08567 140 NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 15
16 Gross Receipts/Municipal Utility Tax 135,685 (50.30) (0.13781) (18,699) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 16
17 Energy Assistance Charges 8,704 (42.98) (0.11775) (1,025) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 17
18 Gas Revenue/Public Utility tax 41,431 (9.26) (0.02537) (1,051) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 18
19 City of Chicago Gas Use tax 35,995 (50.32) (0.13786) (4,962) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 19
20 Interest Expense 27,048 (79.17) (0.21690) (5,867) ICC Staff Ex. 15.0, Sch. 15.5 P, Column B, Line 3
21 Federal Income Tax 33,896 (37.88) (0.10378) (3,518) ICC Staff Ex. 15.0, Sch. 15.1 P, Column |, Line 21
22 State Income Tax 6,161 (37.88) (0.10378) (639) ICC Staff Ex. 15.0, Sch. 15.1 P, Column |, Line 20
23 TOTAL 3,141 Sum of Lines 1 through 22
24 Cash Working Capital per Staff 3,141 ICC Staff Ex. 17.0, Sch. 17.1 P, Page 1 of 3, Column F, Line 19
25 Cash Working Capital per Company 34,325 NS-PGL Ex. JH-2.6P, Cash Working Capital, Column |, Line 36
26 Difference -- Staff Adjustment (31,184) ICC Staff Ex. 17.0, Sch. 17.1 P, Page, 1 of 3, Column D, Line 20 minus Line 21
Note: Lag (Lead) is from NS-PGL Ex. JH-2.6P, Cash Working Capital, Column B
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Page 2 of 3
The Peoples Gas Light and Coke Company
Adjustment to Cash Working Capital
For the Test Year Ending Decemger 31, 2010
(In Thousands)

Line
No. Description Amount Source

(™) (B) ©) (D)

1 Total Operating Revenues $ 513,429 ICC Staff Ex. 15.0, Sch. 15.1 P, Column |, Line 5

2 PGA Revenue 687,268 Peoples Gas WP Ex. CG-2.3P Revised, Page 1 of 4

3 Uncollectible Accounts (28,719) ICC Staff Ex. 15.0, Sch. 15.1 P, Column I, Line 6

4 Depreciation & Amortization (81,361) ICC Staff Ex. 15.0, Sch. 15.1 P, Column I, Line 14

5 Return on Equity (50,599) Line 9 below

6 Total Revenues for CWC calculation $ 1,040,018 Sum of Lines 1 through 5

7 Total Return on Rate Base $ 90,355 ICC Staff Ex. 15.0, Sch. 15.1 P, Column |, Line 24

8 Percentage Equity 56.00% ICC Staff Ex. 22.0, Schedule 22.01

9 Return on Equity $ 50,599 Line 7 x Line 8

10 O & M Expenses $ 388,076 ICC Staff Ex. 15.0, Sch. 15.1 P, Column |, Line 19

11 Payroll and Withholdings (60,662) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column I, Line 23
12 Inter Company Billings (143,517) NS-PGL Ex. JH-2.6P, Cash Working Capital, Column I, Line 24
13 Uncollectible Accounts (28,719) ICC Staff Ex. 15.0, Sch. 15.1 P, Column I, Line 6

14 Depreciation & Amortization (81,361) ICC Staff Ex. 15.0, Sch. 15.1 P, Column I, Line 14

15 Other Operations & Maintenance $ 73,817 Sum of Lines 10 through 14
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Page 3 of 3

The Peoples Gas Light and Coke Company
Adjustment to Cash Working Capital
For the Test Year Ending Decemger 31, 2010
(In Thousands)

Line

No. Description Amount Source

(A) (B8 ©) (D)
1 Payroll and Withholdings per Company Filing $ 60,662 NS-PGL Ex. JH-2.6P, Cash Working Capital, Column I, Line 23
2 Incentive Compensation Adjustment (5,802) ICC Staff Ex. 15.0, Schedule 15.7 P, Page 1 of 5, Column B, Line 17
3 Non-Union Base Wages Adjustment (1,890) ICC Staff Ex. 15.0, Schedule 15.8 P, Page 1 of 2, Column F, Line 8
4 Payroll and Withholdings per Staff $ 52,970 Sum of Lines 1 through 3
5 FICA Tax per Company Filing $ 6,132 NS-PGL Ex. JH-2.6P, Cash Working Capital, Column I, Line 28
6 Incentive Compensation Adjustment (664) ICC Staff Ex. 15.0, Schedule 15.7 P, Page 1 of 5, Column B, Line 25
7 Non-Union Wages Adjustment (145) ICC Staff Ex. 15.0, Schedule 15.8 P, Page 1 of 2, Column F, Line 9
8 FICA Tax per Staff $ 5,323 Sum of Lines 5 through 7
9 Invested Capital Tax per Company Filing $ 10,274 NS-PGL Ex. JH-2.6P, Cash Working Capital, Column I, Line 32

10 Invested Capital Tax Adjustment (324) ICC Staff Ex. 15.0, Schedule 15.9 P, Column B, Line 9

11 Invested Capital Tax per Staff $ 9,950 Sum of Lines 9 and 10
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The Peoples Gas Light and Coke Company
Adjustment to Injuries and Damages Expense
For the Test Year Ending December 31, 2010
(In Thousands)
Line
No. Description Amount Source
(A) (B) (C) (D)
1 Injuries and Damages Expense per Staff $ 5,590 Staff Ex. 17.0, Sch. 3.2 P, Page 2 of 2, Column C, Line 9
2 Injuries and Damages Expense per Company 6,454 Staff Ex. 17.0, Sch. 3.2 P, Page 2 of 2, Column C, Line 10
3 Difference -- Staff Adjustment $ (864) Line 1 less Line 2
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The Peoples Gas Light and Coke Company
Adjustment to Injuries and Damages Expense
For the Test Year Ending December 31, 2010
(In Thousands)
Line
No. Description Amount Source
(A) (B) (©) (D)
Actual Claims Cash Disbursements:
1 2004 $ 6,032 Company rebuttal testimony, NS-PGL Ex. CMG-2.1P
2 2005 3,250 Company rebuttal testimony, NS-PGL Ex. CMG-2.1P
3 2006 5,472 Company rebuttal testimony, NS-PGL Ex. CMG-2.1P
4 2007 4,766 Company rebuttal testimony, NS-PGL Ex. CMG-2.1P
5 2008 6,877 Company rebuttal testimony, NS-PGL Ex. CMG-2.1P
6 Five Year Average Claims Cash Disbursements 5,279 Line 1 through Line 5 divided by 5
7 Inflation @ 2.9% for 2009 153 Line 6 times 2.9%
8 Inflation @ 2.9% for 2010 158 Line 6 plus Line 7 times 2.9%
9 Inflation Adjusted Five Year Average Claims Cash Disbursements 5,590 Sumof Lines6-8
10 Test Year Injuries and Damages Expense Accrual 6,454 Company rebuttal testimony, NS-PGL Ex. CMG-2.1P
11 Reduction in Test Year Injuries and Damages Expense $ (864) Line 9 less Line 10
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Docket Nos. 09-0166/09-0167

Consolidated

ICC Staff Exhibit 17.0

Attachment A

Section 285.3230
Schedule C-25
Page 10f1

Proforma Test Year at Proposed Rates

Additional Charges

for Taxes and Accounting for Taxes and Accounting
Line Customer Charge Fees Customer Charge Fees
No. Taxing Authoritles Adjustments (1) Collected Adjustments (1) Collected
[AY Bt [C] (3] (E]
1 Municipalities
2 Municipal Utllity Tax $ 9,192,000 $ 266,000 $ 9,782,000 $ 284,000
3 Municlpal Gas Use Tax 216,000 6,000 216,000 : 6,000
4 Total $ 9,408,000 $ 272,000 $ 9,998,000 § 290,000
5 Sta-te
6 llinois Gross Revenue Tax $ 339,000 $ - $ 362,000 $ -
7 llinols Gas Use Tax 2,032,000 36,000 2,032,000 36,000
8 llinois Publie Uiility Tax 6,942,000 - 7,389,000 -
9 Other
10 Energy Assistance Charge for the 1,377,000 . 1,377,000 -
Suppfemental Low-Income Energy
Assistance Fund Charge
Renewable Energy Resources and 171.000 - 171,000 -
Coal Technology Development
11 Asglstance Charge
12 Total § 20,269,000 $ 308,000 $ 21,329,000 3 326,000

Notes: (1) Addltional Charges for taxes and Customer Charge Adjusiments ("Add-on taxes") are not recovered in tariff rates. Rather, these
Add-on taxes are collested under the provisions of Rider 1. Accordingly, the add-on are not included in unadjusted test year
revenues at present rates and In proforma Test Year at proposed rates as reflected on Schedule C-1. Transactions for these add-
on taxes are recorded directly to receivables and liabilittes when cusiomers are bllled.
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Section 285,3230
Schedule C-25
Page 1 of 1
The Peaples Gas Llght and Coke Company
Add-On Taxes
E Dacember 31, 201
Una ad Test Year at Present Rates Proforma Test Year af Proposed Rates
Additional Charges Additional Charges
for Taxes and Accounting for Taxes and Accounting
Line Customsr Charge Fees Customer Charge Fees
No. Taxing Authoritles Adjustments {1} Collected Adjustments (1) Collected
[A] i8] €] 18] [El
1 Municipalities
2 Municlpal Utllity Tax $ 136,788,000 $ 3,883,000 $ 148,939,000 3 4,257,000
3 Munlcipal Gas Use Tax 356,886,000 1,076,000 35,886,000 1,076,000
4 Total $ 172,675,000 $ 4,859,000 $ 185,825,000 $ 6,333,000
5 State
6 Winols Gross Revenue Tax $ 1,630,000 3 - $ 1,804,000 $ -
7 liinols Gas Use Tax 9,605,000 168,000 9,605,000 168,000
8 Ilinols Public Utility Tax 31,797,000 - 34,865,000 -
9 Otier.
10 Energy Asslstance Charge for the 7,737,000 - 7,737,000 -
Supplemental Low-income Energy
} Asslstance Fund Charge
11 Renewabla Energy Resources and 967,000 - 967,000 -
Coal Technolegy Development
Assistance Charge
12 Tota! 240,803,000 $ 5,501,000

224,411,000

$ 5,127,000 $

Notes: (1) Additional Charges for taxes and Customer Charge Adjustments ("Add-on taxes"} are not recovered In tariff rates. Rather, these
Add-on taxes are collected under the provislons of Rlder 1. Accordingly, the add-cn are not Included in unadjusted test year
revenues at present rates and in proforma Test Year at proposed rates as reflected on Schedule C-1. Transactlons for thesa add-
on taxes are recorded directly t0 receivables and ltabilittes when customers are billed.



Docket Nos. 09-0166/09-0167
Consolidated
ICC Staff Exhibit 17.0

ICC Docket Nos. 09-0166/0167 Attachment G
North Shore Gas Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.04:

Explain the process and timing of collecting and remitting the lllinois Commerce
Commission Tax.

RESPONSE:

The lllinois Commerce Commission tax is included in the customer’s monthly bill. North
Shore Gas collects the taxes as part of the customer’s payment of their bill.

The four estimated payments made throughout the calendar year are based on forecasted
revenue for the current year. The payments are made to the lllinois Commerce
Commission regardless of whether or not North Shore Gas collects payment from
customers. The payments are due on the 10™ day of January, April, July and October. A
true-up payment is made on March 15" of the following year and is calculated based on
actual billed revenue.

See WPB-8, pages 21-26 for detail on payments made in Calendar Year 2007.

NS 0007134
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ICC Docket Nos. 09-0166/0167 Attachment D
The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.04:

Explain the process and timing of collecting and remitting the lllinois Commerce
Commission Tax.

RESPONSE:

The lllinois Commerce Commission tax is included in the customer’s monthly bill. Peoples
Gas collects the tax as part of the customer’s payment of their bill.

The four estimated payments made throughout the calendar year are based on forecasted
revenue for the current year. The payments are made to the lllinois Commerce
Commission regardless of whether or not PGL collects payment from customers. The
payments are due on the 10" day of January, April, July and October. A true-up payment
is made on March 15" of the following year and is calculated based on actual billed
revenue.

See WPB-8, pages 44-47 for detail on payments made in Calendar Year 2007.

PGL 0011702



Docket Nos. 09-0166/09-0167
Consolidated
ICC Staff Exhibit 17.0

ICC Docket Nos. 09-0166/0167 Attachment E
North Shore Gas Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.05:

Explain the process and timing of collecting and remitting the Gross Receipts/Municipal
Utility Taxes.

RESPONSE:

The Gross Receipts/Municipal Utility Taxes (MUT) are included in the customer’s monthly
bill. North Shore Gas collects the taxes as part of the customer’s payment of their bill.

The amount of the MUT is determined based on monthly estimates of MUT received,
regardless of whether or not North Shore Gas actually collects payment of the MUT from
customers. The MUT payment is estimated based on a percentage of the total MUT
actually billed for service during any calendar month. Payment is due to the various North
Shore Gas municipalities on the last day of the following month.

See WPB-8, pages 21-26 for detail on payments made in Calendar Year 2007.

NS 0007135
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ICC Docket Nos. 09-0166/0167 Attachment F
The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.05:

Explain the process and timing of collecting and remitting the Gross Receipts/Municipal
Utility Taxes.

RESPONSE:

The Gross Receipts/Municipal Utility Taxes (MUT) are included in the customer’s monthly
bill. Peoples Gas collects the taxes as part of the customer’s payment of their bill.

The amount of the MUT is determined based on monthly estimates of MUT received,
regardless of whether or not PGL actually collects payment of the MUT from customers.
The MUT payment is estimated based on a percentage of the total MUT actually billed for
service during any calendar month. Payment is due to the City of Chicago on the last day
of the following month.

See WPB-8, pages 44-47 for detail on payments made in Calendar Year 2007.

PGL 0011703
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ICC Docket Nos. 09-0166/0167 Attachment G
North Shore Gas Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.06:

Explain the process and timing of collecting and remitting the Energy Assistance Charges.
RESPONSE:

The Energy Assistance Charges (EAC) are included in the customer’s monthly bill. North
Shore Gas collects the charges as part of the customer’s payment of their bill.

The amount of the EAC is determined based on monthly estimates of EAC received,
regardless of whether or not North Shore Gas actually collects payment from customers.
The EAC payment is estimated based on a percentage of the total EAC actually billed for
any calendar month. Payments are due on the 20" of the following month.

See WPB-8, pages 21-26 for detail on payments made in Calendar Year 2007.

NS 0007136
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ICC Docket Nos. 09-0166/0167 Attachment H
The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.06:

Explain the process and timing of collecting and remitting the Energy Assistance Charges.
RESPONSE:

The Energy Assistance Charges (EAC) are included in the customer’s monthly bill.
Peoples Gas collects the charges as part of the customer’s payment of their bill.

The amount of the EAC is determined based on monthly estimates of EAC received,
regardless of whether or not PGL actually collects payment from customers. The EAC
payment is estimated based on a percentage of the total EAC actually billed for any
calendar month. Payments are due on the 20" of the following month.

See WPB-8, pages 44-47 for detail on payments made in Calendar Year 2007.

PGL 0011704
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ICC Docket Nos. 09-0166/0167 Attachment |
North Shore Gas Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.07:

Explain the process and timing of collecting and remitting the lllinois Gas Revenue Tax.
RESPONSE:

The lllinois Gas Revenue Tax is included in the customer’s monthly bill. North Shore Gas
collects the taxes as part of the customer’s payment of their bill.

Taxes are paid on the 7, 14" 215 and 28" of the month based on estimated amounts
determined by the lllinois Department of Revenue. A true-payment is made on the 15" of
month.

The true-up amount is determined based on the Company’s monthly estimate of Gas
Revenue Tax received, regardless of whether or not North Shore Gas actually collects
payment of the tax from customers.

See WPB-8, pages 21-26 for detail on payments made in Calendar Year 2007.

NS 0007137
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ICC Docket Nos. 09-0166/0167 Attachment J
The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.07:

Explain the process and timing of collecting and remitting the lllinois Gas Revenue Tax.
RESPONSE:

The lllinois Gas Revenue Tax is included in the customer’s monthly bill. Peoples Gas
collects the tax as part of the customer’s payment of their bill.

Taxes are paid on the 7, 14" 215 and 28" of the month based on estimated amounts
determined by the lllinois Department of Revenue. A true-up payment is made on the 15
of the following month.

The true-up amount is determined based on the Company’s monthly estimate of Gas
Revenue Tax received, regardless of whether or not PGL actually collects payment of the
tax from customers.

See WPB-8, pages 44-47 for detail on payments made in Calendar Year 2007.

PGL 0011705
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ICC Docket Nos. 09-0166/0167 Attachment K
North Shore Gas Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.08:

Explain the process and timing of collecting and remitting the lllinois Gas Use Taxes.
RESPONSE:

The lllinois Gas Use Tax is included in the customer’s monthly bill. North Shore Gas
collects the taxes as part of the customer’s payment of their bill.

Taxes are paid on the 7, 14" 215 and 28" of the month based on estimated amounts
determined by the lllinois Department of Revenue. A true-up payment is made on the 15
of following month.

The true-up amount is determined based on the Company’s monthly estimates of Use Tax
received, regardless of whether or not North Shore Gas actually collects payment of the
Use Tax from customers.

See WPB-8, pages 21-26 for detail on payments made in Calendar Year 2007.

NS 0007138
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ICC Docket Nos. 09-0166/0167 Attachment L
The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.08:

Explain the process and timing of collecting and remitting the lllinois Gas Use Taxes.
RESPONSE:

The lllinois Gas Use Tax is included in the customer’s monthly bill. Peoples Gas collects
the tax as part of the customer’s payment of their bill.

Taxes are paid on the 7, 14" 215 and 28" of the month based on estimated amounts
determined by the lllinois Department of Revenue. A true-up payment is made on the 15
of following month.

The true-up amount is determined based on the Company’s monthly estimates of Use Tax
received, regardless of whether or not PGL actually collects payment of the tax from
customers.

See WPB-8, pages 44-47 for detail on payments made in Calendar Year 2007.

PGL 0011706
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ICC Docket Nos. 09-0166/0167 Attachment M
North Shore Gas Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.09:

Explain the process and timing of collecting and remitting the City of Chicago Gas Use
Tax.

RESPONSE:

North Shore Gas does not collect or pay City of Chicago Gas Use Tax.

NS 0007139
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ICC Docket Nos. 09-0166/0167 Attachment N
The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 14.01-14.09
Dated: May 7, 2009

REQUEST NO. JMO 14.09:

Explain the process and timing of collecting and remitting the City of Chicago Gas Use
Tax.

RESPONSE:

The City of Chicago Gas Use Tax is included in the customer’s monthly bill. Peoples Gas
collects the tax as part of the customer’s payment of their bill.

The amount of the City of Chicago Gas Use Tax is determined based on monthly
estimates of Use Tax received, regardless of whether or not PGL actually collects payment
of the tax from customers. The payment is estimated based on a percentage of the total
Use Tax actually billed for service during any calendar month. Payment is due on the last
day of the following month.

See WPB-8, pages 44-47 for detail on payments made in Calendar Year 2007.

PGL 0011707



PUBLIC
ICC Docket No. 09-0166/0167

North Shore Gas Company’s Response to

Staff Data Requests JMO 18.01-18.01
Dated: July 29, 2009

REQUEST NO. JMO 18.01:

Referring to Section 9-229 of the Public Utilities Act, which states:

(220 ILCS 5/9-229 new)

Docket Nos. 09-0166/09-0167
Consolidated

ICC Staff Exhibit 17.0
Attachment O

Sec. 9-229. Consideration of attorney and expert compensation as an expense. The
Commission shall specifically assess the justness and reasonableness of any amount
expended by a public utility to compensate attorneys or technical experts to prepare and
litigate a general rate case filing. This issue shall be expressly addressed in the

Commission's final order.

Please answer the following:

a) Does each Company contend that each amount set forth in
Schedule C-10 Confidential is a just and reasonable expense?
If so, provide all facts, information, data, analyses and
assessments supporting the contention that the amounts set
forth in Schedule C-10 Confidential are just and reasonable
amounts to prepare and litigate the current general rate case;

b) For the items set forth in each Company’s Schedule C-10
Confidential, provide the amount actually incurred for each item
as of June 30, 2009 and, to the extent not otherwise provided in
response to part a) of this data request, provide a specific
assessment of why the Commission should find that each of
the amounts actually incurred is a just and reasonable amount
to prepare and litigate the current general rate case. This
response should be updated to reflect additional rate case
expense actually incurred each subsequent month as data

such as invoices become available;

c) To the extent that any overtime to compensate any attorney or
technical expert employed or retained by the Company to
prepare and litigate this general rate case is included in the test
year revenue requirement proposed by each Company, identify
the amounts so included and, to the extent not otherwise
provided in response to parts a) and b) of this data request,
provide a specific assessment of why the Commission should
find that each of the amounts is a just and reasonable amount
to prepare and litigate the current general rate case; and
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d) To the extent that each Company has actually incurred
expenses including overtime to compensate any attorney or
technical expert employed or retained by the Company to
prepare and litigate this general rate case, provide the amount
of overtime expenses actually incurred to date and provide a
specific assessment of why the Commission should find that
the amount of overtime expense actually incurred is a just and
reasonable amount to prepare and litigate the current general
rate case.

RESPONSE:

North Shore Gas objects to this data request to the extent, if any, that it assumes or is
intended to elicit a legal opinion on whether, or to what extent, if any, new Section 9-229 of
the Public Utilities Act applies to the instant proceeding.

a) North Shore Gas objects to subpart (a) of this data request to the extent, if any, that
it seeks a legal opinion with respect to just and reasonable expenses under new
Section 9-229 or otherwise. North Shore Gas also states and objects that nothing in this
response waives or is intended to waive the attorney-client privilege or the attorney work
product doctrine as to any documents or information. Subject to the foregoing objections
and its general objections, North Shore Gas states as follows:

Yes. North Shore Gas, in planning and budgeting for the preparation and prosecution of
its 2009 rate case, sought to incur only prudent and reasonable rate case expenses. North
Shore Gas, in its planning and budgeting for the instant case, considered, among other
factors, its proposed, approved, and actual rate case expenses in its 2007 rate case (ICC
Docket No. 07-0241);" the filing and direct testimony requirements under Parts 285 and
286 of the ICC’s rules, including the additional filing requirements, such as the required
statement from an independent C.P.A., that applied to the instant proceeding in light of its
use of a future test year. North Shore Gas took into account the efficiencies resulting from
the simultaneous preparation of North Shore Gas’ and Peoples Gas’ rate filings, and North
Shore Gas also anticipated the likelihood that the simultaneous rate filings of North Shore
Gas and Peoples Gas would be consolidated. North Shore Gas carefully determined what
internal resources were available for preparation and prosecution of the 2009 rate case
and what outside resources were needed. As to the use of outside resources, North Shore

' See North Shore’s and Peoples Gas’ respective Part 285 filings in the instance proceedings, Schedules C-
10.1. footnote 2, for their original proposed, their approved, and their actual rate case expenses in their 2007
rate cases. As those footnotes indicate, in the aggregate, the utilities’ actual rate case expenses (through
November 2008, which included a very limited rehearing and the initial steps of the appeal process but not
any work on the appellate briefs) were $1,235,980 higher than the amount approved in the ICC’s final Order,
and within $135,000 of the utilities’ original proposed amounts for their rate case expenses.
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negotiated appropriate compensation methodologies, which were based primarily on
agreed estimated hours of work and negotiated rates.

The preparation of North Shore Gas’ Part 285 filing and of the direct testimony required by
Part 286 was a very significant, complicated project that took approximately nine months to
complete (following some preliminary work). North Shore Gas’ Part 285 filing consisted of
approximately 2,714 pages. Because of the vast, detailed requirements of Part 285, in
preparing its Part 285 filing, North Shore Gas appropriately decided to draw on the
assistance of Deloitte & Touche (the provider of the independent C.P.A. statement), an
internationally recognized firm that has experience in ICC rate cases (having served in a
similar role in Nicor Gas’ 2004 and 2008 rate cases, each of which used a future test year);
two outside consulting services that included individuals with experience working on North
Shore Gas’ 2007 rate case || GTNGEGEGEGEGEGEGEGEGE o< sonnel from its affiliate
Integrys Business Support, LLC (“IBS”), with experience in rate cases in lllinois and/or
other Midwestern states, including an IBS attorney with extensive experience in rate case
and other proceedings before the ICC; and outside legal support (Foley & Lardner LLP)
with extensive experience in rate case and other proceedings before the ICC.

North Shore Gas’ Part 286 filing included the direct testimony of thirteen witnesses, eleven
of whom who were officers or employees of North Shore or IBS. The other two witnesses
who presented direct testimony were independent experts appropriately retained to testify
on the subjects of North Shore Gas’ new depreciation study (no new study was presented
in its 2007 rate case) and its cost of common equity, i.e., Mr. Spanos and Mr. Moul,
respectively. Please see the witnesses’ respective direct testimony for their credentials.
Utilities commonly and reasonably ask independent experts to prepare and support
depreciation studies and analyses of their costs of common equity. North Shore Gas also
took into account that certain independent expert testimony filed in its 2007 rate case
would not have a counterpart in this case, and that the testimony on the subject of its
embedded cost of service study would be handled by an IBS witness in the instant case.

North Shore Gas, in planning and budgeting for the preparation and prosecution of its
2009 rate case, also took into account the extensive procedures that are involved in
prosecuting a rate case before the ICC after the case is filed. The subsequent steps
include a lengthy, and extraordinarily demanding discovery process, the analysis of Staff
and intervenor direct and rebuttal testimony, the preparation of rebuttal and surrebuttal
testimony, an evidentiary hearing, post-hearing briefs and reply briefs, analysis of an ALJs’
proposed order, briefs and reply briefs on exceptions, analysis of the ICC’s final Order, and
preparation of a compliance filing.

The amounts on North Shore Gas’ Part 285 Schedule C-10 reflected prudent and
reasonable budgets for the work of the outside consultants, the outside legal counsel, and
the applicable IBS personnel on the preparation and prosecution of the 2009 rate case.
The extensive experience of the outside support enabled them to prepare realistic budgets
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that reflected their ability to provide efficient service in light of that experience. North
Shore Gas reviewed and discussed those budgets and considered them in light of its
proposed and actual rate cases expenses in its 2007 rate case. The budgets reflected
negotiation of compensation, as indicated above. North Shore Gas ultimately prepared
and filed a Schedule C-10 that it believed was a conservative estimate of its rate case
expenses. North Shore Gas also prepared and provided a supporting Schedule C-10.1.
(The C-10 and C-10.1 Schedules each had public and confidential versions. The
confidential versions were available to ICC Staff and to all intervenors that signed the
appropriate forms.) The amounts on North Shore Gas’ Schedule C-10 were conservative
in that, among other things, they did not include any amounts for adding independent
expert witnesses at the rebuttal stage, for any proceedings on rehearing, or for any work
related to appeals.

While North Shore Gas did not base any budget on an exact number of forecasted data
requests, it is the case that the number of data requests has far exceeded its expectations.
To date in this proceeding, North Shore Gas and Peoples Gas have received 1,885 data
requests from ICC Staff and Intervenors. That far exceeds the number of data requests
served on the utilities in their 2007 rate cases. In the 2007 rate cases, the total number of
data requests received was 1,391. Therefore, to date, the utilities already have exceeded
the total received in the last rate cases by 494 data requests.

North Shore also has added six new witnesses at the rebuttal stage. ICC Staff filed the
direct testimony of fourteen witnesses and intervenors in the aggregate filed direct
testimony of six witnesses. In order to respond to arguments made by Staff and
Intervenors in their respective direct testimony, North Shore Gas engaged the following
two additional independent experts to provide rebuttal testimony: Mr. Steven Fetter and
Mr. Alan Felsenthal. Please see their respective rebuttal testimony for their credentials.
Each of these testifying technical experts’ compensation is based on the actual time
expended on this case and agreed rates. These two withesses were retained after
Schedule C-10 was prepared, and, no amount was included for their work in
Schedule C-10. In light of the Staff and intervenor testimony, which, in some cases,
proposed changes to tariff provisions and services to which North Shore Gas had
proposed no changes, North Shore Gas also added four other new witnesses (from IBS) at
the rebuttal stage.

Support from IBS is a substantial portion of the amounts on Schedule C-10. This support
is highly cost-effective, and it is being provided under the terms of an affiliate agreement
approved by the ICC (in ICC Docket No. 07-0361). The maijority of IBS support for the rate
case is comprised of services provided by the accounting/finance, rates/regulatory, and
customer/ITS billing areas.

Outside counsel support also is a substantial portion of the amounts on Schedule C-10.
Foley & Lardner LLP developed its budget for the 2009 rate case by projecting numbers of
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hours for their professionals and support staff for the many phases of the case and
applying the rates to which they had agreed with North Shore Gas. North Shore Gas not
only negotiated the rates but also reviewed the resulting budgets. As indicated earlier,
Outside counsel is highly experienced and, as a result, is able to provide efficient service.

As noted above, just as with IBS and outside counsel, the extensive experience of the
outside consultants and independent experts enabled them to prepare realistic budgets
that reflected their ability to provide efficient service in light of that experience.

A portion of the rate case expenses also includes other expenses, such as copying costs.
North Shore Gas estimated those amounts based on its experience.

North Shore Gas’ Schedule C-10 reflected the likelihood that the rate cases
simultaneously filed by North Shore Gas and Peoples Gas would be consolidated.

The ICC in past rate cases has not found any rate cases expenses based on the work of
any of the outside support that are included on North Shore Gas’ Schedule C-10 to be
anything other than prudent and reasonable, although the ICC sometimes has reduced
rate case expenses on other grounds, most often based on decreasing the estimates of
remaining work given the actual rate case expenses as of some date. In that regard, and
with regard to the response to subpart (b) of this data request, it should be noted that a
great part of a utility’s rate case expenses are incurred from the rebuttal stage through the
issuance of the ICC’s final Order, especially the legal work, which makes up roughly half of
rate case expenses, as was discussed in North Shore Gas’ rebuttal in its 2007 rate case.
Extrapolating from a snapshot point before the hearing can result in a significant
underestimate of remaining rate case expenses, as occurred in the Order in North Shore
Gas’ 2007 rate case.

Finally, despite the extensive discovery process, neither any Staff withess nor any
intervenor witness in their direct testimony has proposed to reduce any of the forecasted
rate case expenses on the grounds of prudence, reasonableness, or any other ground,
although one intervenor witness mistakenly asserted that there had been a double-count of
certain expenses in how they were amortized. Had any witness made any challenge to the
prudence or reasonableness of any rate case expenses, North Shore Gas would have
responded, in detail, to any such proposed adjustment in its rebuttal.

b) North Shore Gas objects to subpart (b) of this data request to the extent, if any, that
it seeks a legal opinion with respect to just and reasonable expenses under new
Section 9-229 or otherwise. Subject to its objections noted here and above and its general
objections, North Shore Gas states as follows:
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Please see NS JMO 18.01 Attach 01 for the amount actually incurred for each item as of
June 30, 2009.

Please see the response to subpart (a) of this data request as to why certain law firms,
consultants, and expert withnesses were engaged.

c) and d) There is no overtime paid to technical experts or to law firms for attorney or
other professional staff (or for any other outside support) in North Shore Gas’ Schedule
C-10. North Shore Gas pays these professionals (and the other outside support) based on
the same hourly rates no matter how many hours are worked in a day or on weekends or
holidays.
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REQUEST NO. JMO 18.01:

Referring to Section 9-229 of the Public Utilities Act, which states:
(220 ILCS 5/9-229 new)

Sec. 9-229. Consideration of attorney and expert compensation as an expense. The
Commission shall specifically assess the justness and reasonableness of any amount
expended by a public utility to compensate attorneys or technical experts to prepare and
litigate a general rate case filing. This issue shall be expressly addressed in the
Commission's final order.

Please answer the following:

a) Does each Company contend that each amount set forth in
Schedule C-10 Confidential is a just and reasonable expense?
If so, provide all facts, information, data, analyses and
assessments supporting the contention that the amounts set
forth in Schedule C-10 Confidential are just and reasonable
amounts to prepare and litigate the current general rate case;

b) For the items set forth in each Company’s Schedule C-10
Confidential, provide the amount actually incurred for each item
as of June 30, 2009 and, to the extent not otherwise provided in
response to part a) of this data request, provide a specific
assessment of why the Commission should find that each of
the amounts actually incurred is a just and reasonable amount
to prepare and litigate the current general rate case. This
response should be updated to reflect additional rate case
expense actually incurred each subsequent month as data
such as invoices become available;

c) To the extent that any overtime to compensate any attorney or
technical expert employed or retained by the Company to
prepare and litigate this general rate case is included in the test
year revenue requirement proposed by each Company, identify
the amounts so included and, to the extent not otherwise
provided in response to parts a) and b) of this data request,
provide a specific assessment of why the Commission should
find that each of the amounts is a just and reasonable amount
to prepare and litigate the current general rate case; and
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d) To the extent that each Company has actually incurred
expenses including overtime to compensate any attorney or
technical expert employed or retained by the Company to
prepare and litigate this general rate case, provide the amount
of overtime expenses actually incurred to date and provide a
specific assessment of why the Commission should find that
the amount of overtime expense actually incurred is a just and
reasonable amount to prepare and litigate the current general
rate case.

RESPONSE:

Peoples Gas objects to this data request to the extent, if any, that it assumes or is
intended to elicit a legal opinion on whether, or to what extent, if any, new Section 9-229 of
the Public Utilities Act applies to the instant proceeding.

a) Peoples Gas objects to subpart (a) of this data request to the extent, if any, that it
seeks a legal opinion with respect to just and reasonable expenses under new
Section 9-229 or otherwise. Peoples Gas also states and objects that nothing in this
response waives or is intended to waive the attorney-client privilege or the attorney work
product doctrine as to any documents or information. Subject to the foregoing objections
and its general objections, Peoples Gas states as follows:

Yes. Peoples Gas, in planning and budgeting for the preparation and prosecution of its
2009 rate case, sought to incur only prudent and reasonable rate case expenses. Peoples
Gas, in its planning and budgeting for the instant case, considered, among other factors,
its proposed, approved, and actual rate case expenses in its 2007 rate case (ICC Docket
No. 07-0242);" the filing and direct testimony requirements under Parts 285 and 286 of the
ICC’s rules, including the additional filing requirements, such as the required statement
from an independent C.P.A., that applied to the instant proceeding in light of its use of a
future test year; and the requirements for approval of an accelerated main replacement
infrastructure rider that were set forth by the ICC’s final Order in Peoples Gas’ 2007 rate
case. Peoples Gas took into account the efficiencies resulting from the simultaneous
preparation of Peoples Gas’ and North Shore Gas’ rate filings, and Peoples Gas also
anticipated the likelihood that the simultaneous rate filings of Peoples Gas and North
Shore Gas would be consolidated. Peoples Gas carefully determined what internal

' See Peoples Gas and North Shore Gas’s respective Part 285 filings in the instance proceedings,

Schedules C-10.1. footnote 2, for their original proposed, their approved, and their actual rate case expenses
in their 2007 rate cases. As those footnotes indicate, in the aggregate, the utilities’ actual rate case
expenses (through November 2008, which included a very limited rehearing and the initial steps of the
appeal process but not any work on the appellate briefs) were $1,235,980 higher than the amount approved
in the ICC’s final Order, and within $135,000 of the utilities’ original proposed amounts for their rate case
expenses.
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resources were available for preparation and prosecution of the 2009 rate case and what
outside resources were needed. As to the use of outside resources, Peoples Gas
negotiated appropriate compensation methodologies, which were based primarily on
agreed estimated hours of work and negotiated rates.

The preparation of Peoples Gas’ Part 285 filing and of the direct testimony required by
Part 286 was a very significant, complicated project that took approximately nine months to
complete (following some preliminary work). Peoples Gas’ Part 285 filing consisted of
approximately 3,660 pages. Because of the vast, detailed requirements of Part 285, in
preparing its Part 285 filing, Peoples Gas appropriately decided to draw on the assistance
of Deloitte & Touche (the provider of the independent C.P.A. statement), an internationally
recognized firm that has experience in ICC rate cases (having served in a similar role in
Nicor Gas’ 2004 and 2008 rate cases, each of which used a future test year); two outside
consulting services that included individuals with experience working on Peoples Gas’
2007 rate case |GGG ocsonnel from its affiliate Integrys
Business Support, LLC (“IBS”), with experience in rate cases in lllinois and/or other
Midwestern states, including an IBS attorney with extensive experience in rate case and
other proceedings before the ICC; and outside legal support (Foley & Lardner LLP and
Chico & Nunes, P.C.) with extensive experience in rate case and other proceedings before
the ICC.

Peoples Gas’ Part 286 filing included the direct testimony of fifteen witnesses, twelve of
whom who were officers or employees of Peoples Gas or IBS. The other three witnesses
who presented direct testimony were independent experts appropriately retained to testify
on the subjects of Peoples Gas’ new depreciation study (no new study was presented in its
2007 rate case), its proposed infrastructure rider (significantly revised from the original and
revised proposals made in its 2007 rate case), and its cost of common equity, ie.,
Mr. Spanos, Mr. Marano, and Mr. Moul, respectively. Please see the witnesses’ respective
direct testimony for their credentials. Utilities commonly and reasonably ask independent
experts to prepare and support depreciation studies and analyses of their costs of common
equity. In the case of Mr. Marano, calling on an independent expert was necessary in light
of the requirements for approval of an infrastructure rider laid out by the ICC in its Order in
the 2007 rate case. Peoples Gas also took into account that certain independent expert
testimony filed in its 2007 rate case would not have a counterpart in this case, and that the
testimony on the subject of its embedded cost of service study would be handled by an
IBS witness in the instant case.

Peoples Gas, in planning and budgeting for the preparation and prosecution of its 2009
rate case, also took into account the extensive procedures that are involved in prosecuting
a rate case before the ICC after the case is filed. The subsequent steps include a lengthy,
and extraordinarily demanding discovery process, the analysis of Staff and intervenor
direct and rebuttal testimony, the preparation of rebuttal and surrebuttal testimony, an
evidentiary hearing, post-hearing briefs and reply briefs, analysis of an ALJs’ proposed
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order, briefs and reply briefs on exceptions, analysis of the ICC’s final Order, and
preparation of a compliance filing.

The amounts on Peoples Gas’ Part 285 Schedule C-10 reflected prudent and reasonable
budgets for the work of the outside consultants, the outside legal counsel, and the
applicable IBS personnel on the preparation and prosecution of the 2009 rate case. The
extensive experience of the outside support enabled them to prepare realistic budgets that
reflected their ability to provide efficient service in light of that experience. Peoples Gas
reviewed and discussed those budgets and considered them in light of its proposed and
actual rate cases expenses in its 2007 rate case. The budgets reflected negotiation of
compensation, as indicated above. Peoples Gas ultimately prepared and filed a
Schedule C-10 that it believed was a conservative estimate of its rate case expenses.
Peoples Gas also prepared and provided a supporting Schedule C-10.1. (The C-10 and
C-10.1 Schedules each had public and confidential versions. The confidential versions
were available to ICC Staff and to all intervenors that signed the appropriate forms.) The
amounts on Peoples Gas’ Schedule C-10 were conservative in that, among other things,
they did not include any amounts for adding independent expert witnesses at the rebuttal
stage, for any proceedings on rehearing, or for any work related to appeals.

While Peoples Gas did not base any budget on an exact number of forecasted data
requests, it is the case that the number of data requests has far exceeded its expectations.
To date in this proceeding, Peoples Gas and North Shore have received 1,885 data
requests from ICC Staff and Intervenors. That far exceeds the number of data requests
served on the utilities in their 2007 rate cases. In the 2007 rate cases, the total number of
data requests received was 1,391. Therefore, to date, the utilities already have exceeded
the total received in the last rate cases by 494 data requests.

Peoples Gas also has added six new witnesses at the rebuttal stage. |ICC Staff filed the
direct testimony of fourteen witnesses and intervenors in the aggregate filed direct
testimony of six witnesses. In order to respond to arguments made by Staff and
Intervenors in their respective direct testimony, Peoples Gas engaged the following two
additional independent experts to provide rebuttal testimony: Mr. Steven Fetter and
Mr. Alan Felsenthal. Please see their respective rebuttal testimony for their credentials.
Each of these testifying technical experts’ compensation is based on the actual time
expended on this case and agreed rates. These two withesses were retained after
Schedule C-10 was prepared, and, no amount was included for their work in
Schedule C-10. In light of the Staff and intervenor testimony, which, in some cases,
proposed changes to tariff provisions and services to which Peoples Gas had proposed no
changes, Peoples Gas also added four other new witnesses (from IBS) at the rebulttal
stage.

Support from IBS is a substantial portion of the amounts on Schedule C-10. This support
is highly cost-effective, and it is being provided under the terms of an affiliate agreement
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approved by the ICC (in ICC Docket No. 07-0361). The maijority of IBS support for the rate
case is comprised of services provided by the accounting/finance, rates/regulatory, and
customer/ITS billing areas.

Outside counsel support also is a substantial portion of the amounts on Schedule C-10.
Foley & Lardner LLP and Chico & Nunes, P.C., developed their respective budgets for the
2009 rate case by projecting numbers of hours for their professionals and support staff for
the many phases of the case and applying the rates to which they had agreed with
Peoples Gas. With regard to both firms, Peoples Gas not only negotiated the rates but
also reviewed the resulting budgets. As indicated earlier, both firms are highly
experienced and, as a result, are able to provide efficient service.

As noted above, just as with IBS and outside counsel, the extensive experience of the
outside consultants and independent experts enabled them to prepare realistic budgets
that reflected their ability to provide efficient service in light of that experience.

A portion of the rate case expenses also includes other expenses, such as copying costs.
Peoples Gas estimated those amounts based on its experience.

Peoples Gas’ Schedule C-10 reflected the likelihood that the rate cases simultaneously
filed by Peoples Gas and North Shore Gas would be consolidated.

The ICC in past rate cases has not found any rate cases expenses based on the work of
any of the outside support that are included on Peoples Gas’ Schedule C-10 to be
anything other than prudent and reasonable, although the ICC sometimes has reduced
rate case expenses on other grounds, most often based on decreasing the estimates of
remaining work given the actual rate case expenses as of some date. In that regard, and
with regard to the response to subpart (b) of this data request, it should be noted that a
great part of a utility’s rate case expenses are incurred from the rebuttal stage through the
issuance of the ICC’s final Order, especially the legal work, which makes up roughly half of
rate case expenses, as was discussed in Peoples Gas’ rebuttal in its 2007 rate case.
Extrapolating from a snapshot point before the hearing can result in a significant
underestimate of remaining rate case expenses, as occurred in the Order in Peoples Gas’
2007 rate case.

Finally, despite the extensive discovery process, neither any Staff withess nor any
intervenor witness in their direct testimony has proposed to reduce any of the forecasted
rate case expenses on the grounds of prudence, reasonableness, or any other ground,
although one intervenor witness mistakenly asserted that there had been a double-count of
certain expenses in how they were amortized. Had any withess made any challenge to the
prudence or reasonableness of any rate case expenses, Peoples Gas would have
responded, in detail, to any such proposed adjustment in its rebuttal.
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b) Peoples Gas objects to subpart (b) of this data request to the extent, if any, that it
seeks a legal opinion with respect to just and reasonable expenses under new
Section 9-229 or otherwise. Subject to its objections noted here and above and its general
objections, Peoples Gas states as follows:

Please see PGL JMO 18.01 Attach 01 for the amount actually incurred for each item as of
June 30, 2009.

Please see the response to subpart (a) of this data request as to why certain law firms,
consultants, and expert withesses were engaged.

c) and d) There is no overtime paid to technical experts or to law firms for attorney or
other professional staff (or for any other outside support) in Peoples Gas’ Schedule C-10.
Peoples Gas pays these professionals (and the other outside support) based on the same
hourly rates no matter how many hours are worked in a day or on weekends or holidays.
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