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Please state your name and business address.
My name is Cheri L. Harden. My business address is 527 East Capitol Avenue,

Springfield, lllinois 62701.

By whom are you employed and in what capacity?

| am employed by the lllinois Commerce Commission (“Commission”) as a Rate
Analyst in the Rates Department of the Financial Analysis Division. My
responsibilities include rate design and cost-of-service analyses for electric, gas
and water utilities and the preparation of testimony on rates and rate-related

matters.

How long have you been employed by the Illinois Commerce Commission?

| have been employed by the Commission since September 2000.

Please briefly state your qualifications.
| graduated from the University of Maryland in 1993, with a Bachelor of Science

degree in Management Studies.

Previously, | worked for the Wyoming Public Service Commission for almost
seven years. The last two positions | held with the Wyoming Public Service
Commission were as the Consumer Services Coordinator and as a Rate Analyst.

| have been employed by the Commission as a Rate Analyst since September 1,
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2000.

Have you testified in other Commission proceedings?
Yes, | have testified on several occasions before the lllinois Commerce

Commission and the Wyoming Public Service Commission.

What area does your testimony address?

| am addressing the cost of service and rate design proposals of North Shore
Gas Company (“North Shore”) and The Peoples Gas Light and Coke Company
(“Peoples Gas”) (individually, the “Company” and collectively, the “Companies”)
for natural gas service. First, | will address issues that apply collectively to both
Companies and, secondly, | will address issues that apply separately for North

Shore and Peoples Gas.

Q. Areyou sponsoring any schedules as part of your testimony?

A.

No, | am not sponsoring any schedules as part of my testimony.

North Shore and Peoples Gas

Uncollectible Account Expenses (“Account 904"

Q.

A.

What is Account 9047
As indicated in the Uniform System of Accounts, Account 904 reflects the losses

2
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incurred by a utility from unpaid customer bills that are deemed uncollectible.

How do the Companies propose to recover their Account 904 costs for S.C.
No. 1 (Small Residential Service) and S.C. No. 2 (General Service) in this
case?

The Companies propose to recover gas costs related to Account 904 solely
through the customer charge rather than continuing the current practice of
allocating them according to the blend of fixed and variable charges that
comprise the bills of uncollectible customer accounts for sales and transportation
customers. (North Shore Ex. VG-1.0, p. 11; Peoples Gas Ex. VG-1.0, pp.12 - 13)
The Companies continue to assert this position despite the Commission’s
rejection of that position in Docket Nos. 07-0241 and 07-0242 (Consolidated).

(the Companies “last rate case”)

What was the ruling on this issue in the Final Order of the last rate case?

At page 201 of the Final Order in the Companies’ last rate case (Docket Nos. 07-
0241/07-0242 Cons.), the Commission accepted Staff's recommendation to
allocate the Account 904 uncollectible costs based on the origin of the
uncollectible charges; that is, according “to the respective demand, customer and
commodity classifications by the relative weight or percentage of revenue
requirement from each customer class resulting from various categories of

3
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costs.” (07-0241c Order, p. 201) The Commission also approved differentiated
distribution rates for sales and transportation customers. The differentiation was
approved so that transportation customers would not be charged for costs that
were only applicable to non-transportation customers, such as uncollectibles

costs associated with purchased gas costs.

Did the Companies support Staff’'s recommendation in the last rate case?

No. In the last rate case, the Companies asserted that gas costs related to
Account 904 should be classified as solely customer costs and, therefore,
proposed to recover such costs only through the customer charge. The
Companies viewed these costs as a function of customers’ unpaid bills rather
than a function of the underlying components of those unpaid bills which are
comprised of both fixed and variable charges, i.e., the customer charge,
distribution charge and demand charge, as Staff asserted. (North Shore Gas Co.
et al., ICC Docket Nos. 07-0241 and 07-0242 Cons., (Order, February 5, 2008),

p. 199 (“07-0241c Order”))

Have the Companies presented any new information on the Account 904
issue in this docket?

No. The Companies have provided a new argument, but have not provided any
new information that indicates the Commission’s ruling on this issue in the last

4
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rate case needs to be revisited.

The Companies now argue that since their last rate case, S.C. No. 1 customers
have migrated in large numbers from sales to transportation service. Since the
current difference in distribution charges is based on sales and transportation
volumes in fiscal year 2006, they assert that the current cost recovery is skewed.
The Companies claim their proposal would assure “that gas cost related Account
No. 904 Uncollectible Accounts expenses would properly migrate with the

customer.” (North Shore Ex. VG-1.0, p. 12; Peoples Gas Ex. VG-1.0, p.13)

Is the Companies’ argument persuasive?

No. As affirmed by the Commission’s decision on this issue in the last rate case,
Account 904 uncollectible costs should be recovered from the blend of charges
that comprise the uncollectible bills. Accordingly, it is irrelevant how many

customers have moved from the sales class to the transportation class.

The Companies’ new argument appears to incorrectly imply that sales customers
who have migrated to transportation are somehow paying less than they ought to
simply because Account 904 costs are not solely allocated to the customer
charge. This implication is false because the Companies’ current distribution
rates are designed such that transportation class customers’ rates do not reflect

5
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gas-related uncollectible costs.

Moreover, adopting the Companies’ proposal would mean that uncollectible costs
associated with purchased gas costs would be recovered through the customer
charge which is a fixed charge. That result does not make sense because
purchased gas costs, which account for approximately two-thirds of a customer’s
bill, vary with usage and are not fixed per customer. Thus, it would be
inappropriate to recover Account 904 costs solely through a non-usage based

charge such as a customer charge.

What do you recommend in regards to the Account 904 issue?
| recommend the Commission reject the Companies’ proposal to change the
existing manner through which Account 904 costs are recovered through rates

for the reasons stated above.

Volume Balancing Adjustment (“Rider VBA")

Q.
A.

Was Rider VBA an issue in the last rate case for the Companies?

Yes. In the Companies’ last rate case, the Commission approved the
implementation of a four-year pilot program for Rider VBA and instructed the
Companies to set the Rider VBA formula to recover only its fixed costs. The
Companies’ fixed costs, for purposes of Rider VBA, were set at 99% for North

6
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Shore and 95% for Peoples Gas. (07-0241c Order, p. 152) The Commission
further ordered that “a general rate case needs to be filed if Rider VBA is to
become effective upon the conclusion of the pilot program.” Id. Thus, if the
Companies file a general rate case to continue Rider VBA at the conclusion of
the pilot program, the operation of Rider VBA is to be analyzed and the

Commission will determine whether Rider VBA should continue.

Which rate classes are affected by Rider VBA?

Rider VBA applies to the S.C. No. 1 Small Residential and S.C. No. 2 General
Service rate classes for each Company. According to Companies’ witness
Valerie Grace, between May 2008 and February 2009, North Shore S.C. No. 1
customers were refunded $475,000 and S.C. No. 2 customers were refunded
$397,000. Similarly, she asserts that Peoples Gas S.C. No. 1 customers were
refunded $1.7 million and S.C. No. 2 customers were refunded $2.3 million.
(North Shore Ex. VG-1.0, pp. 14, 20; Peoples Gas Ex. VG-1.0, pp. 15-16, 21) |
would note that in Ms. Grace’s testimony in North Shore’s first Rider VBA
Reconciliation Proceeding (ICC Docket No. 09-0123 Ex. NS VG-1.1, lines 8, 12),
the results show S.C. No. 1 monthly refunds of about $198,000 and an annual
reconciliation refund adjustment of approximately $358,000. For Peoples Gas,
she presents a schedule indicating that S.C. No. 1 customers were charged
approximately $459,000 through the monthly charges under Rider VBA during

-
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2008, and that the annual reconciliation adjustment for 2008 to be effective in
2009 is a credit to customers of approximately $2.573 million. (ICC Docket No.
09-0124, Ex. PGL VG-1.1, lines 8, 12) | do not contest Ms. Grace’s numbers, but
merely point out that the refunds she discusses do not appear to have occurred
through the monthly volume balancing adjustments, but rather appear to have

occurred through the annual reconciliation adjustments.

Does this impact the rate design the Companies propose?

Yes. The Companies indicate that they propose to increase the customer charge
to better align the charge with its underlying costs. The Company states that
their proposal would reduce the magnitude of adjustments noted previously, that
would need to be generated under Rider VBA. The Companies claim their
proposal would set rates looking toward the future when the pilot program is
scheduled to end in March 2012. (North Shore Ex. VG-1.0, p. 14; Peoples Gas
Ex. VG-1.0, p. 16) The Companies also state that their proposal will collect more
revenue from the customer charge and is more similar to the Commission’s

decisions in other recent cases for other utilities.

Does this information have an impact on your rate design recommendation
for S.C. No. 1 and S.C. No. 2?
No. In the Companies last rate case they proposed, and the Commission

8
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approved, Rider VBA in order to provide a more stable and reliable revenue
stream. One of the reasons given in support of that proposal was that a
significant portion of fixed costs are recovered through volumetric charges and
may be over- or under-recovered based on actual volumes. An alternative to the
Rider VBA program is to recover more of the fixed costs in the customer charge.
However, as stated previously, the Commission approved the Rider VBA as a
four-year pilot program. As a pilot program, the program should be maintained
as designed so that its success, or lack thereof, can be measured as it
progresses and at its end. Increasing the customer charge simply raises the
issue of whether the Company needs Rider VBA, and the Commission has
already decided to adopt Rider VBA as a pilot program for the Companies. | also
note that Peoples’ Rider VBA fixed cost percent recovered could rise from 95%
to 98% based on their testimony in this case, so they may obtain more fixed
costs revenues through Rider VBA if the higher percent is approved. North

Shore’s Rider VBA fixed cost percent would stay the same at 99%.

What is your recommendation?

| recommend that the Companies’ proposal to increase the percentage of fixed
costs recovered from the customer charge be rejected. North Shore proposes
recovery of 56% in this docket but | recommend maintaining the current 50%
based on the last rate case when Rider VBA was designed. Peoples Gas

9
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proposes recovery of 48% in this docket but | recommend maintaining the current

t 43% based on the last rate case when Rider VBA was designed.

Uniform Numbering of Service Classifications

Please discuss the uniform numbering of service classifications.
As can be seen in Table 1, North Shore and Peoples Gas have almost the same
customer classes, but the Companies have different service classification

numbers to identify the customer classes.

What is the benefit of moving to a uniform set of service classification
numbers?

There would be less confusion for customers with accounts in both service
territories and it could simplify the rate-making process because each service
classification number would identify the same customer class in both
Companies. Additionally, there would be no revenue impact as only the number

of the service classification would change.

What do you propose with regard to the numbering of service
classifications?

| propose that, in the next rate case, the Companies adopt a uniform set of
service classification numbers such as the one set forth in Table 1.

10
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Table 1

Current| Current | staff Proposed
North | People | for both

Service Classification Shore | s Gas Companies
Small Residential Service 1 1 1
General Service 2 2 2
Large Volume Demand Service 3 4 3
Contract Service to Prevent Bypass @4 7 4

Staff accepts
the Companies’

proposal to
Standby Service 5 6 eliminate  this
service class
Contract Service for Electric Generation 6 5 5
Compressed Natural Gas Service N/A 8 6

Recommendations

Q. Please summarize your recommendations that apply to both Companies.

A. Irecommend the Commission reject the Companies’ proposal to recover Account
904 costs solely through the customer charge. Account 904 costs should
continue to be recovered through the customer charge, the distribution charge

and the demand charge as was ordered in 07-0241c.

11
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| recommend the Commission reject the Companies’ proposal to increase the
percentage of fixed costs recovered in the customer charges since the
Commission has already determined to address fixed cost recovery issues

through the Rider VBA pilot program.

Finally, | recommend the Companies adopt a uniform set of service classification

numbers in their next rate case.

North Shore

Cost of Service Study

Q.
A.

Did North Shore provide a cost of service study (COSS) with its filing?

Yes. The Company’s COSS is presented in Schedule E-6.

How was the Company’s COSS prepared?

The Company’'s COSS shows the distribution of revenue responsibility, by
customer class, necessary to achieve equalized rates of return on investment for
North Shore’s proposed revenue requirement. The COSS identifies the
revenues, costs and profitability for each class of service and is the basis for the
Company’s proposed rate design. Generally, the Company prepared the COSS

utilizing three major steps: (1) cost functionalization; (2) cost classification; and

! This service classification applies only to Peoples Gas.
12
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(3) cost allocation of all the costs of the utility’s system to customer classes.

(North Shore Ex. JCHM-1.0, pp. 2, 7 - 8)

Q. What do you conclude from your review?

A. | find the Company’s embedded COSS to be an acceptable guidance tool for
setting rates in this case.

Rate Design

Q. What is the Company’s proposal for designing rates in this docket?

A. North Shore states it is proposing six major changes to its base rates and other

charges. (North Shore Ex. VG-1.0, p. 10) | will discuss four of these changes in
my testimony as | discuss each North Shore service class. Staff witness
Christopher Boggs (ICC Staff Ex. 11.0) will testify on the sixth change involving
tariff language and Staff witness Sackett (ICC Staff Ex. 12.0) will testify on the

seventh change involving transportation programs.

Service Class No. 1 - Small Residential Service (“S.C. No. 1™

Q.

Please discuss the first change North Shore is proposing.

As discussed earlier, North Shore proposes to recover gas costs recorded under
Account 904 solely through the customer charge. Accordingly, North Shore is
proposing differentiated customer charges for sales and transportation

13
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customers. (North Shore Ex. VG-1.0, p. 10)

What does North Shore propose for the S.C. No. 1 customer charge?

North Shore proposes to increase the monthly customer charge from $13.50 to
$19.90 for sales customers and from $13.50 to $19.00 for transportation
customers. If the proposed Rider UEA (Uncollectible Expense Adjustment) is
approved by the Commission, the Company alternatively proposes that the
customer charge be $19.00 per month for both sales and transportation
customers. The Company states that these proposed customer charges results
in 55% recovery of the fixed costs for the S.C. No. 1 class and is set in the
interest of gradualism and rate design continuity. (North Shore Ex. VG-1.0, pp.

12 — 13)

Do you agree with the Company’s proposed rates for the S.C. No. 1
customer charge?

No. The Company’s proposed customer charges arise from its proposals to: a)
recover gas related Account 904 costs solely through the customer charge and
differentiate such charges between sales and transportation customers; and b)
increase the percentage of fixed costs recovered in the customer charges. As

discussed earlier, those proposals should be rejected.

14
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What do you recommend for the S.C. No. 1 customer charge?

First, | recommend that the customer charge for the sales and transportation
customers remain equal to each other, consistent with the Commission’s Order in
the last rate case. Second, | recommend maintaining the same percentage of
fixed costs recovered in the customer charges as ordered in the last rate case,
i.e., 50% for North Shore. Accordingly, | propose that the customer charge for
sales and transportation customers be set at 50% of the class revenue

requirement determined in this docket.

If the Commission agrees with the Company’s proposal to increase the
percentage of fixed costs recovered in the customer charge, then | recommend
that the customer charge for both sales and transportation customers be set the
same regardless if Rider UEA is approved in this docket. This would be

determined as 55% of the class fixed costs. (North Shore Ex. VG-1.0, p. 13)

What does North Shore propose for the S.C. No. 1 distribution charge?

North Shore proposes to maintain its two-step declining block rate structure.
After the customer charge revenues have been subtracted from the class
revenue requirement, North Shore proposes the first block of 0 — 50 therms,
would recover two-thirds of the customer, demand and commodity costs. The
remaining revenue requirement would be recovered in the second block for

15
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usage over 50 therms. (North Shore Ex. VG-1.0, pp. 13 - 14)

In addition, consistent with its proposal to recover Account 904 costs solely
through the customer charge (as opposed to through the customer charge,
distribution charge and demand charge); the Company also proposes to remove

Account 904 costs currently being recovered from the distribution charge.

Do you agree with the Company’s proposal for S.C. No. 1 distribution
charges?

| agree with maintaining the current two-step declining block rate structure. This
is consistent with the last rate case’s Final Order on this issue. However, for the
reasons discussed earlier that supports rejection of the Company’s Account 904
recovery proposal, | disagree with the Company’s proposal to remove Account

904 costs from the distribution charge.

What do you recommend for the S.C. No. 1 distribution charges?

| recommend that the Commission reject the Company’s proposal to remove
Account 904 costs from the distribution charge. | recommend that North Shore’s
proposal to maintain its current two-step declining block structure for distribution
charges be approved. After the customer charge revenues have been
subtracted from the class revenue requirement, the first block should recover

16
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two-thirds of the remaining customer, demand and commodity costs. The

remaining one-third should be recovered in the second block.

Service Class No. 2 — General Service (“S.C. No. 2"

Q.
A.

Please discuss the changes that North Shore is proposing to S.C. No. 2.

North Shore proposes to add a Meter Class 3 to S.C. No. 2. Currently, North
Shore has two meter classes with the break between meter classes at 700 cubic
feet per hour. Meter Class 1 currently includes customers with meters up to 700
cubic feet per hour and Meter Class 2 currently includes customers with meters

over 700 cubic feet per hour. (North Shore Ex. VG-1.0, p. 17)

The Company is proposing to maintain the first two meter classes and add a
Meter Class 3 for customers with large meters over 2,300 cubic feet per hour.
The Company states that, at this time, the smaller meter customers are
subsidizing the customers with large meters that use over 2,300 cubic feet per

hour. (North Shore Ex. VG-1.0, pp. 17 - 18)

Does the Company’s testimony discuss the bill impact of adding a Meter
Class 3?

No, the Company’s testimony does not provide any discussion of the bill impacts
on S.C. No. 2 customers that would migrate to Meter Class 3. However, the bill

17
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impact for S.C. No. 2 customers that would move to Meter Class 3 is reflected on
Schedule E-9, page 4 of 10. Schedule E-9 reflects a 210.0% total increase for
sales customers with no usage in a given month. Yet, if a sales customer uses
at least 300 therms in a month, the percentage increase becomes 26.7% or less.
For transportation customers either on Rider CFY or Rider SST, a similar

increase pattern is shown on Schedule E-9 in columns [I] and [M], lines 1 and 2.

Do you agree with the Company’s proposal to add a Meter Class 3 for S.C.
No. 27?

Yes. | agree it is appropriate to add the Meter Class 3 to address the interclass
subsidy the Company discusses in testimony, but | am concerned with the bill

impact for low usage customers.

Do you have other information related to the bill impacts of adding a Meter
Class 3to S.C. No 27?

Yes. The Company’s responses to Staff Data Request CLH 1.01 provided
additional information using actual customer billings, thus, supplementing details

of the potential bill impacts of the Company’s proposed rates in this docket.

The bill impact summaries for S.C. No. 2 sales and transportation customers,
Meter Class 3, indicate a high percentage increase for low usage customers with

18
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decreasing percentage increases proportionately to usage. However, upon
review of the monthly bills for individual customers at the Company’s proposed
rates, it is apparent that many monthly bills would have a large increase and
would constitute rate shock for many low usage customers. For instance, a sales
customer using 80 therms per year (1% cumulative frequency range or low
usage) would see an increase of almost 200% for five months in the twelve
months of actual data provided at the Company’s proposed rates. For the other
seven months of the year the increase would continue to be over 100% each
month for these low usage sales customers. The data responses provided also
indicate some high usage customers would see very high increases as well. In
one instance, a sales customer using almost 35,000 therms per year (80%
cumulative frequency range or high usage) would see almost a 200% increase
for three months in the twelve months of information provided. (Company

response to Data Request CLH 1.01, attachment 13)

Is there other bill impact information that affects S.C. No. 2?A. Yes. As | will
discuss later, the Company proposes to eliminate S.C. No. 5, Standby Service.
The Company proposes that S.C. No. 5 customers would be better served under
S.C. No. 2. As I indicate later in my testimony, some customers moving from
S.C. No. 5 to S.C. No. 2 would also see very high increases if the Company’s
proposed rates for S.C No. 2 are approved. A summary of S.C. No. 5 customers

19
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indicates thirty-two S.C. No. 5 customers could move to Meter Class 1 and might
see a decrease of 38.5%, with no usage or an increase of 4% with some usage
in a month. Thirty-two S.C. No. 5 customers might also move to Meter Class 2
and see an increase of 78.7% with no usage or an increase of 10% with some
usage in a month. And finally, fifteen S.C. No. 5 customers might move to Meter
Class 3 and could see an increase of 390.5% with no usage or an increase of

27% — 28% with some usage in a month.

What do you recommend in view of this information regarding bill impacts
on Meter Class 3 customers?

| propose implementing the cost recovery for Meter Class 3 at an even slower
pace for the customer charge due to the bill impacts to low usage customers in
particular. Although the Company highlighted the intraclass subsidy currently
existing in the present rates, it would be appropriate to gradually increase the
Meter Class 3 customer charge as it moves toward recovering the cost to provide
service. By adding another step increase into the Company’s proposal, the
addition of Meter Class 3 and setting the rates at the cost of providing service

would not happen simultaneously and will avoid or mitigate rate shock.

Do you recommend adding a Meter Class 3 for S.C. No. 2?
Yes. However, | do not believe the rates for Meter Class 3 should be set to

20
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recover close to 100% of the attendant costs as the Company has proposed in its
direct testimony. | recommend the Company distribute the S.C. No. 2 class
revenue requirement more evenly over the customers. The Company should
provide in its rebuttal testimony additional steps to mitigate the bill impacts for

these customers.

Does the Company propose different S.C. No. 2 customer charges?

Yes. As discussed earlier for S.C. No. 1, North Shore proposes different
customer charges for sales and transportation customers in relation to its
proposal for recovery of Account 904 costs. However, North Shore states that if
Rider UEA is approved by the Commission, the monthly customer charge would
be the same for S.C. No. 2 sales and transportation customers at $19.80, $65.40
and $187.10 respectively for Meter Classes 1, 2 and 3. (North Shore Ex. VG-

1.0, p. 18)

Does the Company also propose to recover more fixed costs in S.C. No. 2
customer charges as it did in S.C. No. 1?

Yes. North Shore proposes to increase the monthly customer charges for S.C.
No. 2, while moving the charges for all three meter classes closer to cost. The
Company proposes to recover all of the customer costs and 30% of their
respective demand costs for Meter Classes 1 and 2, but Ms. Grace states that in
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the interest of gradualism the Company proposes to only recover 18% of demand
costs through the proposed Meter Class 3 customer charge. The remainder of
the class revenue requirement will be recovered through the distribution charges.

(North Shore Ex. VG-1.0, p. 18)

Do you agree with the Company’s proposed rates for the S.C. No. 2
customer charges?

No. The Company’s proposed customer charges arise from its proposals to: a)
recover gas related Account 904 costs solely through the customer charge and
differentiate such charges between sales and transportation customers; and b)
increase the percentage of fixed costs recovered in the customer charges. As

discussed earlier, those proposals should be rejected.

What is your recommendation?

| recommend the Company redistribute the class revenue requirement more
evenly over the S.C. No. 2 customers and between the customer charge and
distribution charge for the 3 meter classes. The Company should provide in its
rebuttal testimony additional steps to mitigate the bill impacts for these
customers. Additionally,, the rates to be provided in rebuttal testimony should
maintain, as close as possible, the same percentage of fixed costs recovered
through the customer charge as those approved in the Company’s last rate
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case. Maintaining this same percentage will allow a better analysis of the impact

of the Company’s Rider VBA pilot program.

What is the Company’s proposal for S.C. No. 2 distribution charges?

North Shore proposes to maintain its distribution rate structure comprised of a
three-step declining block rate structure. After the customer charge revenues
have been subtracted from the class revenue requirement, the Company
proposes to allocate the remaining customer, demand and commodity costs to
the first block (0 — 100 therms), the second block (over 100 — 3,000 therms) and
third block (over 3,000 therms). The Company proposes to decrease the first
block by 26%, to decrease the second block by 1%, and to increase the third

block by 132% for sales customers.

For transportation customers, the Company proposes to decrease the first block
by 25%, to increase the second block by 5% and to increase the third block by

183%. (North Shore Ex. VG-1.0, pp. 18 - 19)

The Company states that fewer demand costs were allocated to the Meter Class
3 customer charges, so the larger increase was added to the third block because
most Meter Class 3 customers would typically exceed the first two blocks. North
Shore states that its proposal recovers 54% of the S.C. No. 2 revenue
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requirement through fixed charges. (North Shore Ex. VG-1.0, p. 19)

Do you recommend that the Commission approve North Shore’s proposal
for the S.C. No. 2 distribution charges?

No. The Company’s proposal produces percentage increases that would result
in rate shock for Meter Class 3 customers. | recommend that the S.C. No. 2
class revenue requirement should be distributed more evenly among the three
blocks of S.C. No. 2 in order to mitigate the bill impacts in S.C. No. 2, Meter
Class 3 customers. However, maintaining the three-step declining block rate
structure provides continuity to this service class. The Company should provide,
in its rebuttal testimony, information on how the class revenue requirement could

be spread more evenly over the 3 meter classes.

Are there any other proposals for S.C. No. 2?

Yes. North Shore proposes to limit S.C. No. 2 to those customers who consume
an average of 41,000 monthly therms or less during the previous 24 months.
(North Shore Ex. VG-1.0, p. 20) Staff witness Sackett (ICC Staff Ex. 12.0)

addresses this issue in his testimony.

Service Class No. 3 — Large Volume Demand Service (“S.C. No. 3"

Q.

Please discuss the changes that North Shore is proposing to S.C. No. 3.
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North Shore proposes to change the demand charge per therm for S.C. No. 3.
The Company proposes a change from a two-step declining block rate structure
consisting of a first block for usage up to 10,000 therms and a second block for
usage over 10,000 therms, to a flat rate of 61.719 cents per therm. The
Company states this proposed rate recovers 67% of costs. (North Shore Ex. VG-

1.0, p. 21)

North Shore proposes these changes in order to mitigate the bill impacts for the
S.C. No. 2 customers that will be transferred to S.C. No. 3 if the Company’s
proposal to set an eligibility limit, as discussed by Staff witness Sackett, is

approved. (North Shore Ex. VG-1.0, p. 22)

Please further discuss the impact of the Company’s proposal for a flat
demand charge in S.C. No. 3.

If a customer is presently an S.C. No. 2 customer and is moved to S.C. No. 3,
Company Schedule E-9, p. 5 of 10, shows a sales customer’s bill would increase
over 1,000% if there was no usage for the month. However, if that customer
used 1,000 therms during the month, the increase would be 48%. A usage of
5,000 therms in a month would bring the increase down to 10%. Schedule E-9,
column [M], lines 1, 2 and 3 show similar results for transportation customers
who would be required to move from the S.C. No. 2 rate class to the S.C. No. 3
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rate class.

The Company proposes that S.C. No. 2 customers would move to S.C. No. 3 if
they have an average of more than 41,000 monthly therms during the previous
24 months. These customers would likely see an increase of about 10%, as

shown in Company Schedule E-9, p. 5, line 3, columns [E], [I] and [M],

Do you recommend approval of a flat demand charge for S.C. No. 3
customers?

Yes. After reviewing the Company’s Schedule E-9 and other Company
responses to data requests, | agree that implementing a flat demand charge will
help to mitigate bill impacts for customers forced to move from S.C. No. 2 to S.C
No. 3. A flat demand charge also avoids encouraging greater consumption by

removing the lower demand charge on usage greater than 10,000 therms.

What other changes is North Shore proposing for S.C. No. 3?

North Shore proposes to set the customer charge at cost, which would be $760
for both sales and transportation customers, which is a 15% increase. The
Company also proposes to more than double the standby service charge to 11
cents and to recover the remaining demand and commodity costs in the
distribution charge which also almost doubles the distribution charge per therm.
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(North Shore Ex. VG-1.0, p. 21)

Do you recommend approval of North Shore’s proposed customer charge
for S.C. No. 3 customers?

Yes. At this time the Company does not forecast any S.C. No. 3 sales customers
for 2010. The Company forecasts 7 transportation customers for the 2010 test
year but only has 1 current customer. Therefore, setting the charge at cost will
better ensure that, if a new S.C. No. 3 customer begins to take service, it will not

be subsidized by another customer class.

Do you recommend approval of North Shore’s proposed standby service
charge for S.C. No. 3 customers?
Yes. For the same reasons as stated above, | believe it is best to set rates for

future S.C. No. 3 customers at the cost of providing service.

Do you recommend approval of North Shore’s proposed distribution
charge for S.C. No. 3 customers?

Yes. As stated for both the customer charge and the standby charge, | believe it
is best to set all components of this class at the rates that will recover the cost of

providing service to Large Volume Demand Service customers.

27



557

558

559

560

561

562

563

564

565

566

567

568

569

570

571

572

573

574

575

576

577

Docket Nos. 09-0166/09-0167
Consolidated
ICC Staff Exhibit 10.0

Are there any other changes proposed by the Company for S.C. No. 3?

Yes. North Shore proposes to eliminate the requirement for S.C. No. 3
customers to sign a contract. The Company states that a contract will no longer
be necessary if the Commission approves the proposed eligibility requirements
for S.C. No. 2 customers to use 41,000 therms or less based on a 24-month
average. The contract requirement included a 12-month term and the
responsibility to pay the unexpired portion of the term’s fixed charges. The
contract requirement did not limit movement within classes as initially intended,
therefore, the Company proposes what it hopes will be a simpler and more
effective mechanism to keep customers within the class that will recover the cost
of providing service to each customer. The Company also proposes various tariff
revisions related to the proposed elimination of the contract requirement. (North

Shore Ex. VG-1.0, p. 22)

What is the term of service for S.C. No. 3 customers under the Company’s
proposed tariff revisions?

A customer must finish an initial term of service through April 30™ after service
has commenced. After the initial term, service shall extend automatically for
additional 12-month periods. If service terminates prior to the end of the initial
term or any 12-month period, then all amounts due the Company shall be paid,
including the demand charge for the unexpired portion of the remaining initial or

28



578

579

580

581

582

583

584

585

586

587

588

589

590

591

592

593

594

595

596

597

598

Docket Nos. 09-0166/09-0167
Consolidated
ICC Staff Exhibit 10.0

12-month period. If the customer transfers to S.C. No. 2 because the customer
no longer meets the minimum usage requirement of 41,000 therm average per
month over the last 24-month period, the Company will waive the remaining fixed

cost charges.

Do you recommend approval of this contract requirement change for S.C.
No. 3 customers?

Yes. | recommend approval of the Company’s proposal to discontinue the
requirement for a signed contract with S.C. No. 3 customers. Eliminating the
requirement for a signed contact could result in a savings of time and expense
for both the Company and customers since they will no longer need to execute a

formal contract.

Do you recommend approval of the proposed tariff language revisions for
S.C. No. 3 customers?

Yes. The proposed tariff language provides a simpler mechanism for the 1-year
contract provision which was already in place via the signed contract between
two parties. The proposed tariff language imposes a cost on the customer for the
unexpired term; however, this cost was also already imposed on the customer
through the signed contract. The remaining cost of the unexpired term is not a
new proposal by the Company and recovers the cost to provide the service.
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Service Class No. 5 — Standby Service (“S.C. No. 5")

Q.
A.

Please discuss the changes that North Shore is proposing to S.C No. 5.

North Shore proposes to eliminate S.C. No. 5. This service is available to any
customer that agrees, in a written contract with the Company, to use gas service
in alternation with, or as standby, or as a supplement to, other sources of energy.
The Company states that customers in this service class do not share any similar
usage patterns or cost characteristics other than they are standby customers.
The Company proposes these customers should be served under the S.C. No. 2
tariff for general services. (North Shore Ex. VG-1.0, p. 23) Under S.C. No. 2
these customers will be grouped with others that share similar cost

characteristics such as meter size.

How many customers would be affected by this proposed change?

There are 79 customers who would move from S.C. No. 5 to S.C. No. 2 under
the Company’s proposal. (North Shore Ex. VG-1.0, p. 35) The Company’s
Schedule E-5, Section B, page 3 of 3, reflects the Company’s proposal that thirty-
two S.C. No. 5 standby sales customers would take service under Meter Class 1,
thirty-two S.C. No. 5 standby sales customers would take service under Meter
Class 2, and fifteen S.C. No. 5 standby sales customers would take service
under Meter Class 3.
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Does the Company’s testimony discuss the bill impact of eliminating S.C.
No. 5?

No, the Company’s testimony does not provide any discussion of the bill impacts
on customers who would move from S.C. No. 5 to S.C. No. 2. However, the bill
impact is reflected on Schedule E-9, pages 8, 9 and 10 of 10. For S.C. No. 5
sales customers moving to S.C. No. 2, Meter Class 1, Schedule E-9, page 8,
reflects a 38.5% decrease for customers with no usage in a given month. For
transportation customers either on Rider CFY or Rider SST, a similar decrease
pattern is shown on Schedule E-9 in columns [I] and [M], lines 1 and 2 assuming
no usage. As these customers add usage to their bill, a rate increase of 4% or

less is reflected for both sales and transportation customers.

For S.C. No. 5 sales customers moving to S.C. No. 2 Meter Class 2, Schedule E-
9, page 9, reflects a 78.7% increase for customers with no usage in a given
month. For transportation customers on Rider CFY a 72% increase is shown,
and for Rider SST a 32.8% increase is shown on Schedule E-9 in columns [I] and
[M], lines 1 and 2, assuming no usage. As these customers add usage to their
bill a rate increase of 10% or less is reflected for both sales and transportation

customers.
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For S.C. No. 5 sales customers moving to Meter Class 3, Schedule E-9, page 10,
reflects a 390.5% increase for customers with no usage in a given month. For
transportation customers on Rider CFY a 384% increase is shown and for Rider
SST a 181.3% increase is shown on Schedule E-9 in columns [I] and [M], lines 1
and 2, assuming no usage. A customer using 300 therms per month would see
an increase of about 40% and a customer using 500 therms per month would
see a rate increase of 27% — 28% according to Schedule E-9 for both sales and

transportation customers.

Do you recommend approval of the elimination of S.C. No. 5?

Yes. The proposal to incorporate S.C. No. 5 customers into S.C. No. 2 is
appropriate as it will bring these customers together with other customers that
have similar usage patterns or cost characteristics. However, the increase in
S.C. No. 2 should be more evenly spread over all of the customers as bill
impacts that | have discussed in this section, for S.C. No. 5 customers moving to
S.C. No. 2 have shown both decreases and high increases, which further justify

my proposal for the Company to re-evaluate their rate proposals in S.C. No. 2.

Service Class No. 6 — Contract Service for Electric Generation (“S.C. No. 6”)

Q.

A.

Does North Shore propose any changes for Service Class No. 6?
No. The rates for this class are negotiated between two parties as a contract.
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There are no customers currently taking service under S.C. No. 6. (North Shore

VG-1.0, p.8)

Conclusions and Recommendations for North Shore

Q.
A.

Please summarize your recommendations that apply only to North Shore.

| recommend that the Commission reject the Company’s proposal to differentiate
the S.C. No. 1 and S.C. No. 2 customer charges for sales and transportation
customers. | recommend that the customer charge for sales and transportation
customers be set at 50% of the class revenue requirement determined in this
docket. However, if the Commission agrees with the Company’s proposal to
increase the percentage of fixed costs recovered in the customer charge, then |
recommend that the customer charge for both sales and transportation
customers be set the same regardless if the Rider UEA is approved in this

docket. This would be determined as 55% of the class fixed costs.

| recommend approval of North Shore’s proposal to maintain the two-step
declining block rate structure for S.C. No. 1 distribution charges, with the first
block recovering two-thirds of the remaining class’ revenue requirement after the

customer charge revenues have been removed.

| recommend that the Commission reject the Company’s proposal to remove
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Account 904 costs from the distribution charge.

| recommend S.C. No. 2 distribution charges spread the allotted revenue
requirement more fairly over the 3 declining distribution blocks. Furthermore, in
its rebuttal testimony, | recommend that the Company propose revised

distribution charges that reflect gradualism.

| recommend the Commission approve the addition of a Meter Class 3 for S.C.
No. 2 but implement the move to cost of service gradually. | also recommend that
the Company, in its rebuttal testimony, propose revised rates that reflect

gradualism.

| recommend approval of the Company’s proposal to set the customer charge,
standby service charge and distribution charge at cost and to implement a flat
demand charge for S.C. No. 3. | also recommend approval of the Company’s
proposal to eliminate a contract requirement and the associated tariff language

changes related to this proposal.

| recommend approval of the Company’s proposal to eliminate S.C. No. 5
Standby Service.
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Peoples Gas

Cost of Service Study

Q.
A.

Did Peoples Gas provide a cost of service study (COSS) with its filing?

Yes. The Company’s COSS is presented in Schedule E-6.

How was the Company’s COSS prepared?

The Company’'s COSS shows the distribution of revenue responsibility by
customer class necessary to achieve equalized rates of return on investment by
customer class for the Company’s proposed revenue requirement. The COSS
identifies the revenues, costs and profitability for each class of service and is the
basis for the rate design. Generally, the Company prepared the COSS utilizing
three major steps: (1) cost functionalization; (2) cost classification; and (3) cost
allocation of all the costs of the utility’s system to customer classes. (Peoples

Gas Ex. JCHM-1.0, pp. 2,7 - 8)

Does the Company use the COSS to determine the proposed rates?

Yes. The COSS provides the cost basis for setting many service classes’ rates
at the cost to provide service. The COSS also provides the cost basis for
determining the revenue requirement for the small residential and general service

classes using the Equal Percentage of Embedded Cost Method (“EPECM”).
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(Peoples Gas Ex. VG-1.0, pp. 7 - 8)

What is EPECM?

Peoples Gas uses EPECM to proportionally allocate the proposed increase for
the small residential and general service classes. Peoples Gas has used
EPECM in its last three rate cases, Docket Nos. 91-0586, 95-0032 and 07-0242.
(Peoples Gas Ex. VG-1.0, p. 8) The EPECM provides a gradual increase
toward the cost to provide service for the small residential class by balancing the

percentage increase with the general service class.

Do you agree with the Company’s proposal to proportionally allocate the
proposed increase?

Yes, | agree that the use of EPECM is appropriate for Peoples Gas.
Proportionally allocating the increase over the two classes helps to mitigate the

bill impact on small residential customers.

What do you conclude from your review of the COSS?
| find the Company’s embedded COSS to be an acceptable guidance tool for

setting rates in this case. The same methodology was used in the last rate case.

Rate Design
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What is the Company’s proposal for designing rates in this docket?

Peoples Gas is proposing seven major changes to its base rates and other
charges. (Peoples Gas Ex. VG-1.0, p. 11) | will discuss five of these changes in
my testimony as | discuss each Peoples Gas service class. Staff witness Boggs
(ICC staff Ex. 11.0) will testify on the sixth change involving tariff language and
Staff witness Sackett (ICC Staff Ex. 12.0) will testify on the seventh change

involving the transportation programs.

Service Class No. 1 — Small Residential Service (“S.C. No. 1")

Q.

A.

Please discuss the changes that Peoples Gas is proposing to S.C. No. 1.

As discussed earlier, Peoples Gas proposes to recover gas costs recorded under
Account 904 solely through the customer charge. Accordingly, Peoples Gas is
proposing differentiated customer charges for sales and transportation

customers. (Peoples Gas Ex. VG-1.0, p. 11)

What does Peoples Gas propose for the S.C. No. 1 customer charge?

Peoples Gas proposes to increase the monthly customer charge from $15.50 to
$23.30 for sales customers and from $15.50 to $20.50 for transportation
customers. Company witness Grace states that if the Rider UEA (Uncollectible
Expense Adjustment) is approved by the Commission the customer charge
would be the same at $20.40 per month. This results in 54% recovery of the
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fixed costs for S.C. No. 1 in the interest of gradualism and rate design continuity.

(Peoples Gas Ex. VG-1.0, pp. 13 - 14)

Do you agree with the Company’s proposed rates for the S.C. No. 1
customer charge?

No. The Company’s proposed customer charges arise from its proposals to: a)
recover gas related Account 904 costs solely through the customer charge and
differentiate such charges between sales and transportation customers; and b)
increase the percentage of fixed costs recovered in the customer charges. As

discussed earlier, those proposals should be rejected.

What do you recommend for the S.C. No. 1 customer charge?

First, | recommend that the customer charge for the sales and transportation
customers remain equal to each other, consistent with the Commission’s Order in
the last rate case. Second, | recommend maintaining the same percentage of
fixed costs recovered in the customer charges as ordered in the last rate case,
i.e., 50% for Peoples Gas. (07-0241c, p. 250) Accordingly, | propose that the
customer charge for sales and transportation customers be set at 50% of the

final class revenue requirement determined in this docket.

If the Commission agrees with the Company’s proposal to increase the
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percentage of fixed costs recovered in the customer charge, then | recommend
that the customer charge for both sales and transportation customers be set the
same regardless if Rider UEA is approved in this docket. This would be

determined as 54% of the class fixed costs. (Peoples Gas Ex. VG-1.0, p. 14)

What does Peoples Gas propose for the S.C. No. 1 distribution charge?

Peoples Gas proposes to maintain its two-step declining block rate structure.
After the customer charge revenues have been subtracted from the class
revenue requirement, Peoples Gas proposes the first block of 0 — 50 therms,
would recover 65% of the customer, demand and commodity costs. The
remaining revenue requirement would be recovered in the second block for

usage over 50 therms. (Peoples Gas Ex. VG-1.0, p. 15)

In addition, consistent with its proposal to recover Account 904 costs solely
through the customer charge (as opposed to through the customer charge,
distribution charge and demand charge), the Company also proposes to remove

Account 904 costs currently being recovered from the distribution charge.

Do you agree with the Company’s proposal for S.C. No. 1 distribution
charges?
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| agree with maintaining the current two-step declining block rate structure. This
is consistent with the last rate case’s Final Order on this issue. However, for the
reasons discussed earlier that supports rejection of the Company’s Account 904
recovery proposal, | disagree with the Company’s proposal to remove Account
904 costs from the distribution charge. | also agree with the division of the class
revenue requirement being determined based on EPECM for these two blocks.
EPECM is an equitable way to implement the Company’s increase from this

docket.

What do you recommend for the S.C. No. 1 distribution charges?

| recommend that the Commission reject the Company’s proposal to remove
Account 904 costs from the distribution charge. After the customer charge
revenues have been subtracted from the class revenue requirement, the first
block should recover 65% of the remaining, customer, demand and commodity

costs. The remaining 35% should be recovered in the second block.

Service Class No. 2 — General Service (“S.C. No. 2")

Q.

A.

Please discuss the changes that Peoples Gas is proposing to S.C. No. 2.

Peoples Gas proposes to add a Meter Class 3 to S.C. No. 2. Currently Peoples
Gas has two meter classes with the break between meter classes at 700 cubic
feet per hour. Meter Class 1 currently includes customers with meters up to 700
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cubic feet per hour and Meter Class 2 currently includes customers with meters

over 700 cubic feet per hour. (Peoples Gas Ex. VG-1.0, p. 18)

The Company is proposing to maintain the first two meter classes and add a
Meter Class 3 for customers with large meters over 3,000 cubic feet per hour.
The Company states that, at this time, the smaller meter customers are
subsidizing the customers with large meters that use over 3,000 cubic feet per

hour. (Peoples Gas Ex. VG-1.0, pp. 18 - 20)

Does the Company’s testimony discuss the bill impact of adding a Meter
Class 3?

No, the Company’s testimony does not provide any discussion of the bill impacts
on S.C. No. 2 customers who would migrate to Meter Class 3. However, the bill
impact for S.C. No. 2 customers that would move to Meter Class 3 is reflected on
Schedule E-9, page 4 of 11. Schedule E-9 reflects a 239.6% increase for
customers with no usage in a given month. Yet, if a sales customer uses at least
300 therms the increase goes down to 32% or less. For transportation
customers either on Rider CFY or Rider SST, a similar increase pattern is shown

on Schedule E-9 in columns [I] and [M], lines 1 and 2.

Do you agree with the Company’s proposal to add a Meter Class 3 for S.C.
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No. 2?
Yes. | agree it is appropriate to add the Meter Class 3 to address the interclass
subside the Company discusses in testimony, but | am concerned about the bill

impact for low usage customers.

Do you have other information related to the bill impacts of adding a Meter
Class 3to S.C. No 27?

Yes. The Company responses to Staff Data Request CLH 1.01 provided
additional information representing actual customer billings, thus supplementing
details of the potential bill impacts of the Company’s proposed rates in this

docket.

The bill impact summaries for S.C. No. 2 sales and transportation customers,
Meter Class 3, indicate a high percentage increase for low usage customers with
decreasing percentage increases proportionately to usage. However, upon
review of the monthly bills for individual customers at the Company’s proposed
rates, it is evident that some months would see a large increase that would
constitute rate shock for these customers especially for low usage customers.
For instance, a sales customer using 540 therms per year (or 1% cumulative
frequency range or low usage) would see an increase over 80% every month in
the twelve months of actual data provided at the Company’s proposed rates.
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The data responses provided also indicate some high usage customers would
see very high increases as well. In one instance, a sales customer using almost
470,000 terms per year (or 100% cumulative frequency range) would see an
increase from 50% to 207% for three months in the 12 months of information
provided. These three months for a high usage customer as well as many other
low usage customers reflect proposed increases of over 50% in these data

responses. (Company response to Data Request CLH 1.01, attachment 13)

Is there other bill impact information that affects S.C. No. 2?

Yes. As | will discuss later, the Company proposes to eliminate S.C. No. 6,
Standby Service. The Company proposes that S.C. No. 6 customers would be
better served under S.C. No. 2. As | indicate later in my testimony, some
customers moving from S.C. No. 6 to S.C. No. 2 would also see very high
increases if the Company proposed rates for S.C No. 2 are approved. A
summary of S.C. No. 6 customers indicates no S.C. No. 6 customers would
move to Meter Class 1 and might see a decrease of 70.9%, with no usage or an
increase of 10% with some usage in a month. Three S.C. No. 6 customers might
also move to Meter Class 2 and see a decrease of 13.8% with no usage or an
increase of 1% - 3% with some usage in a month. And finally, one S.C. No. 6
customers might move to Meter Class 3 and could see an increase of 101.4%
with no usage or an increase of 18% with some usage in a month.
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What do you recommend in view of this information regarding bill increase
impacts on Meter Class 3 customers?

| propose implementing the cost recovery for Meter Class 3 at an even slower
pace for the customer charge due to the bill impacts to low usage customers in
particular. Although the Company highlighted the intraclass subsidy currently
existing in the present rates, it would be appropriate to gradually increase the
Meter Class 3 customer charge as it moves toward recovering the cost to provide
service. By adding another step into the Company’s proposal, the addition of
Meter Class 3 and setting the rates at the cost of providing service would not

happen simultaneously and will avoid or mitigate rate shock.

Do you recommend adding a Meter Class 3 for S.C. No. 2?

Yes. However, | do not believe the rates for Meter Class 3 should be set to
recover close to 100% of the attendant costs as the Company has proposed in its
direct testimony. | recommend the Company distribute the S.C. No. 2 class
revenue requirement more evenly over the customers. The Company should
provide in its rebuttal testimony additional steps to mitigate the bill impacts for

these customers.

Does the Company propose different S.C. No. 2 customer charges?
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Yes. As discussed earlier for S.C. No. 1, Peoples Gas proposes different
customer charges for sales and transportation customers in relation to its
proposal for recovery of Account 904 costs. However, Peoples Gas states that if
Rider UEA is approved by the Commission, the monthly customer charge would
be the same for S.C. No. 2 sales and transportation customers at $22.95, $82.85
and $203.85 for Meter Classes 1, 2 and 3 respectively per month. (Peoples Gas

Ex. VG-1.0, p. 20)

Does the Company also propose to recover more fixed costs in S.C. No. 2
customer charges as it did in S.C. No. 1?

Yes. Peoples Gas proposes to increase the monthly customer charges for S.C.
No 2, while moving the charges for all three meter classes closer to cost. The
Company proposes to recover all of the customer costs and 20% of their
respective demand costs for Meter Classes 1 and 2, but Ms. Grace states that in
the interest of gradualism the Company proposes to only recover 18% of demand
costs through the proposed Meter Class 3 customer charge. The remainder of
the class revenue requirement will be recovered through the distribution charges.

(North Shore Ex. VG-1.0, p. 18)

Do you agree with the Company’s proposal for S.C. No. 2 customer
charges?
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No. The Company’s proposed customer charges arise from its proposals to: a)
recover gas related Account 904 costs solely through the customer charge and
differentiate such charges between sales and transportation customers; and b)
increase the percentage of fixed costs recovered in the customer charges. As

discussed earlier, those proposals should be rejected.

What is your recommendation?

| recommend the Company redistribute the class revenue requirement more
evenly over the S.C. No. 2 customers and between the customer charge and
distribution charge for the 3 meter classes. The Company should provide in its
rebuttal testimony additional steps to mitigate the bill impacts for these customers
while maintaining as close to the same percentage of fixed costs approved in the
Company’s last rate case as possible so that the fixed costs recovered through
the volumetric charges will be similar in percentage recovered of fixed costs
during the four year pilot program for Rider VBA as discussed earlier in my
testimony. The Company’s proposals to reclassify the meter class costs due to
the addition of Meter Class 3 and the additional customers resulting from the
elimination of S.C. No. 5 Standby Service, if approved by the Commission,
hamper any attempt to maintain the original S.C. No. 2 design when Rider VBA

was implemented in the last rate case.
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What is the Company’s proposal for S.C. No. 2 distribution charges?

Peoples Gas proposes to maintain its distribution rate structure comprised of a
three-step declining block rate structure. After the customer charge revenues
have been subtracted from the class revenue requirement, the Company
proposes to allocate the remaining customer, demand and commodity costs to
the first (O — 100 therms) block, the second (over 100 — 5,000 therms) and third
(over 5,000 therms) block. The Company proposes to increase the first block by
1%, increase the second block by 10% and increase the third block 67% for

sales customers.

For transportation customers, the Company proposes to increase the first block
by 4%, increase the second block by 18% and increase the third block by 90%.

(Peoples Gas Ex. VG-1.0, p. 20)

The Company states that no demand costs were allocated to the Meter Class 3
customer charges so the larger increase was added to the third block as most
Meter Class 3 customers would typically exceed the first two blocks. Peoples
Gas states that its proposal recovers 35% of the S.C. No. 2 revenue requirement

through fixed charges. (Peoples Gas Ex. VG-1.0, p. 20)

Do you recommend the Commission approve Peoples Gas’ proposal for the
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S.C. No. 2 distribution charges?

No. The Company’s proposal produces percentage increases that would result
in rate shock for Meter Class 3 customers. | recommend that the S.C. No. 2
class revenue requirement should be distributed more evenly among the three
blocks of S.C. No. 2 in order to mitigate the bill impacts in S.C. No. 2, Meter
Class 3 customers. However, maintaining the three-step declining block rate
structure provides continuity to this service class. The Company should provide,
in its rebuttal testimony, information on how the class revenue requirement could

be spread more evenly over the 3 meter classes.

Are there any other proposals for the S.C. No. 2?

Yes. Peoples Gas proposes to limit S.C. No. 2 to those customers who consume
an average of 41,000 monthly therms or less during the last 24 months.
(Peoples Gas Ex. VG-1.0, p. 22) Staff withess Sackett addresses this issue in

his testimony.

Service Class No. 4 — Large Volume Demand Service (“S.C. No. 4")

Q.

A.

Please discuss the changes that Peoples Gas is proposing to S.C. No. 4.

Peoples Gas proposes to change the demand charge per therm for S.C. No. 4.
The Company proposes a change from a two-step declining block rate structure
consisting of a first block for usage up to 7,500 therms and a second block for
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usage over 7,500 therms, to a flat rate of 66.707 cents per therm. The Company
states this proposed rate recovers 55% of costs. (Peoples Gas Ex. VG-1.0, p.

23)

Peoples Gas proposes these changes in order to mitigate the bill impacts for the
S.C. No. 2 customers who will be transferred to S.C. No. 4 if Peoples Gas
proposal to set an eligibility limit, as discussed by Staff witness Sackett, is

approved. (Peoples Gas Ex. VG-1.0, p. 23)

Please further discuss the impact of the Company’s proposal for a flat
demand charge in S.C. No. 4?

If a customer is presently an S.C. No. 2 customer and has to move to S.C. No. 4,
Company Schedule E-9, p. 5 of 11, shows a sales customer’s bill would increase
over 1,000% if there was no usage for the month. However, if that customer
used 1,000 therms during the month the increase would be 47.2%. A usage of
5,000 therms in a month would bring the increase down to 9.4%. In Schedule E-
9, column [M], lines 1, 2 and 3 show similar results for the affected
Transportation customers who would be required to move from the S.C. No. 2

rate class to the S.C. No. 4 rate class.

The Company proposes that S.C. No. 2 customers would move to S.C. No. 4 if
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they have an average of more than 41,000 monthly therms during the previous
24 months. These customers would likely see an increase of about 10%, as

shown in Company Schedule E-9, p. 5, line 3, columns [E], [I] and [M],

Do you recommend approval of a flat demand charge for S.C. No. 4
customers?

Yes. After reviewing the Company’s Schedule E-9 and other Company Data
Responses, | agree that implementing a flat demand charge will help to mitigate
bill impacts for customers forced to change from S.C. No. 2 to S.C No. 4. A flat
demand charge is also preferable so as not to encourage greater consumption

by offering a lower demand charge on usage greater than 7,500 therms.

What other changes is Peoples Gas proposing for S.C. No. 4?

Peoples Gas proposes to set the customer charge at cost, which would be $750
for both sales and transportation customers, which is a 33% increase. The
Company also proposes to increase the standby service charge by 59% and to
recover the remaining demand and commodity costs in the distribution charge for

a 65% increase. (Peoples Gas Ex. VG-1.0, pp. 22 - 23)

Do you recommend approval of Peoples Gas customer charge for S.C. No.
4 customers?
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Yes. At this time there is only one customer taking service under S.C. No. 4;
however, there are 7 sales customers forecasted for 2010. Therefore, setting the
class at cost will only affect one current customer and this rate will better ensure
that the new S.C. No. 4 customers will not be subsidized by another customer

class. (Peoples Gas Ex. VG-1.0, p. 23)

Do you recommend approval of Peoples Gas standby service charge for
S.C. No. 4 customers?
Yes. For the same reasons as stated above, | do believe it is best to set rates for

S.C. No. 4 at the cost of providing service.

Do you recommend approval of Peoples Gas’ proposed distribution charge
for S.C. No. 4 customers?

Yes. As stated for both the customer charge and the standby charge, | believe it
is best to set all components of this class at the rates that will recover the cost of

providing service to Large Volume Demand Service customers.

Are there any other changes proposed by the Company for S.C. No. 47

Yes. Peoples Gas proposes to eliminate the requirement for S.C. No. 4
customers to sign a contract. The Company states that a contract will no longer
be necessary if the Commission approves the proposed eligibility requirements
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for S.C. No. 2 customers to use 41,000 therms or less based on a 24-month
average. The contract requirement included a 12-month term and the
responsibility to pay the unexpired portion of the term’s fixed charges. The
contract requirement did not limit movement within classes as initially intended,
therefore, the Company proposes what it hopes will be a simpler and more
effective mechanism to keep customers within the class that will recover the cost
of providing service to each customer. The Company also proposes various tariff
revisions related to the proposed elimination of the contract requirement

(Peoples Gas Ex. VG-1.0, p. 24)

What is the term of service for S.C. No. 4 customers under the Company’s
proposed tariff revisions?

A customer must finish an initial term of service through April 30™ after service
has commenced. After the initial term, service shall extend automatically for
additional 12-month periods. If service terminates prior to the end of the initial
term or any 12-month period, then all amounts due the Company shall be paid,
including the demand charge for the unexpired portion of the remaining initial or
12-month period. If the customer transfers to S.C. No. 2 because the customer
no longer meets the minimum usage requirement of 41,000 therm average per
month over the last 24-month period, the Company will waive the remaining fixed
cost charges.
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Do you recommend approval of this contract requirement change for S.C.
No. 4 customers?

Yes. | recommend approval of the Company’s proposal to discontinue the
requirement for a signed contract with S.C. No. 4 customers. Eliminating the
requirement for a signed contact could result in a savings of time and expense
for both the Company and customers since they will no longer need to execute a

formal contract.

Do you recommend approval of the proposed tariff language revisions for
S.C. No. 4 customers?

Yes. The proposed tariff language provides a simpler mechanism for the 1-year
contract provision which was already in place via the signed contract between
two parties. The proposed tariff language imposes a cost on the customer for the
unexpired term; however, this cost was also already imposed on the customer
through the signed contract. The remaining cost of the unexpired term is not a

new proposal by the Company and recovers the cost to provide the service.

Service Class No. 5 — Contract Service for Electric Generation (“S.C. No. 5")

Q.

A.

Does Peoples Gas propose any changes for S.C. No. 5?
No. The rates for this class are negotiated between two parties as a contract.
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There are no customers currently taking service under S.C. No. 5. (Peoples Gas

VG-1.0, p.8)

Service Class No. 6 — Standby Service (“S.C. No. 6")

Q.
A.

Please discuss the changes that Peoples Gas is proposing to S.C. No. 6.

Peoples Gas proposes to eliminate S.C. No. 6. This service is available to any
customer that agrees, in a written contract with the Company, to use gas service
in alternation with or as standby or as a supplement to other sources of energy.
The Company states that customers in this service class do not share any similar
usage patterns or cost characteristics other than they are standby customers.
The Company proposes these customers should be served under the S.C. No. 2
tariff for general services. (Peoples Gas Ex. VG-1.0, p. 24) Under S.C. No. 2
these customers will be grouped with others if they share similar cost

characteristics such as meter size.

How many customers are affected by this change?

There are 35 customers being transferred from S.C. No. 6 to S.C. No. 2.
(Peoples Gas Ex. VG-1.0, p. 38) The Company’s Schedule E-5, Section B, page
3 of 3, reflects the Company’s proposal that 6 S.C. No. 6 sales customers would
take service under Meter Class 1, 13 S.C. No. 6 sales customers would take
service under Meter Class 2 and 12 S.C. No. 6 Standby sales customers would
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take service under Meter Class 3. The Company’s Schedule E-5, Section C,
page 5 of 6, reflects the Company’s proposal that 3 S.C. No. 6 transportation
customers would take service under Meter Class 2 and 1 S.C. No. 6 Standby

transportation customer would take service under Meter Class 3.

Does the Company’s testimony discuss the bill impact of eliminating S.C.
No. 6?

No, the Company’s testimony does not provide any discussion of the bill impacts
on customers who would move from S.C. No. 6 to S.C. No. 2. However, the bill
impact is reflected on Schedule E-9, pages 7, 8 and 9 of 11. For S.C. No. 6
sales customers moving to S.C. No. 2, Meter Class 1, Schedule E-9, page 7,
reflects a 70.9% decrease for customers with no usage in a given month. For
transportation customers on Rider CFY, a 76% decrease is shown and for Rider
SST a 55.7% decrease is shown on Schedule E-9 in columns [I] and [M], lines 1
and 2, assuming no usage. As these customers add usage of up to 3,000
therms per month to their bill, a rate decrease of 10% or less is reflected for both

sales and transportation customers.

For S.C. No. 6 sales customers moving to S.C. No. 2 Meter Class 2, Schedule E-
9, page 8, reflects a 13.8% decrease for customers with no usage in a given
month. For transportation customers on Rider CFY, a 19% decrease is shown
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and for Rider SST a 14.1% decrease is shown on Schedule E-9 in columns [I]
and [M], lines 1 and 2, assuming no usage. As these customers add usage to
their bill a rate increase of 1% to 3% is reflected for both sales and transportation

customers.

For S.C. No. 6 sales customers moving to Meter Class 3, Schedule E-9, page 9,
reflects a 101.4% increase for customers with no usage in a given month. For
transportation customers on Rider CFY, a 98% increase is shown and for Rider
SST a 69.8% increase is shown on Schedule E-9 in columns [I] and [M], lines 1
and 2, assuming no usage. A customer using 300 therms per month is reflected
as an increase of about 27% and a customer using 500 therms per month would
see their rates increase by 18% according to Schedule E-9 for both sales and
transportation customers. The high increases shown on page 9, coupled with
decreases on page 7 on Schedule E-9 further support my proposal for the added
Meter Class 3 increase to be more evenly spread over S.C. No. 2 as previously

discussed in my testimony.

Do you recommend approval of the elimination of S.C. No. 6, Standby
Service?

Yes. The proposal to incorporate S.C. No. 6 customers into S.C. No. 2 is
appropriate as it will bring S.C. No. 6 customers together with other customers
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that have similar usage patterns or cost characteristics. However, the increase in
S.C. No. 2 should be more evenly spread over all of the customers as bill
impacts that | have discussed in this section, for S.C. No. 6 customers moving to
S.C. No. 2 have shown both decreases and high increases, which further justify

my proposal for the Company to re-evaluate their rate proposals in S.C. No. 2.

Service Class No. 8 — Compressed Natural Gas Service (“S.C. No. 8"

Q.

Please discuss the change that Peoples Gas is proposing to S.C. No. 8.
Peoples Gas proposes to decrease the customer charge by 2% and increase the
distribution charge by 44% for S.C. No. 8. The Company proposes to set this

service classification at cost. (Peoples Gas Ex. VG-1.0, p. 25)

Does the Company’s testimony discuss the bill impact of this increase on
S.C. No. 8 customers?

No, the Company’s testimony does not provide any discussion of the bill impacts
on S.C. No. 8 customers. However, the bill impact is reflected on Schedule E-9,
page 11 of 11. For retail customers, Schedule E-9 reflects a 2.7% decrease for
customers with no usage in a given month. Any other usage appears to cause
no more than a 2.5% increase for retail customers according to Schedule E-9
column [E]. For transportation customers, Schedule E-9 reflects a 2.31%
decrease for Rider CFY customers with no usage in a given month and a 16.7%
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decrease for Rider SST customers with no usage in a given month. Any other
usage appears to cause no more than a 3% increase for transportation

customers according to Schedule E-9 columns [I] and [M].

Do you have other information related to the bill impacts of S.C. No 8
customers?

Yes. As discussed previously for other service classes, the Company’s
responses to Staff Data Request CLH 1.01 provided additional information

representing actual customer billings.

The bill impact summaries and individual customer bill impact information for
S.C. No. 8 sales and transportation customers indicate that customers would see

an impact of a 3% increase or less.

Do you recommend approval of the Company’s proposed changes for S.C.
No. 8 customers?

Yes. Setting S.C. No. 8 at the cost to provide service is appropriate. The bill
impact appears to be reasonable based on Schedule E-9 and Company

responses to Staff Data Request CLH 1.01.

Conclusions and Recommendations for Peoples Gas
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Please summarize your recommendations that apply only to Peoples Gas.

| recommend that the Commission reject the Company’s proposal to differentiate
the S.C. No. 1 and S.C. No. 2 customer charges for sales and transportation
customers. | recommend that the customer charge for sales and transportation
customers be set at 50% of the class revenue requirement determined in this
docket. However, if the Commission agrees with the Company’s proposal to
increase the percentage of fixed costs recovered in the customer charge, then |
recommend that the customer charge for both sales and transportation
customers be set the same regardless if the Rider UEA is approved in this

docket. This would be determined as 54% of the class fixed costs.

| recommend approval of North Shore’s proposal to maintain the two-step
declining block rate structure for S.C. No. 1 distribution charges, with the first
block recovering two-thirds of the remaining class’ revenue requirement after the

customer charge revenues have been removed.

| recommend that the Commission reject the Company’s proposal to remove

Account 904 costs from the distribution charge.

| recommend S.C. No. 2 distribution charges spread the allotted revenue
requirement more fairly over the 3 declining distribution blocks. Furthermore, in
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its rebuttal testimony, | recommend that the Company propose revised

distribution charges that reflect gradualism.

| recommend the Commission approve the addition of a Meter Class 3 for S.C.
No. 2 but implement the move to cost of service gradually. | also recommend that
the Company, in its rebuttal testimony, propose revised rates that reflect

gradualism.

| recommend approval of the EPECM for Peoples Gas.

| recommend approval of the Company’s proposal to set the customer charge,

standby service charge and distribution charge at cost and to implement a flat

demand charge for S.C. No. 4. | also recommend approval of the Company’s

proposal to eliminate a contract requirement and the associated tariff language

changes related to this proposal.

| recommend approval of the Company’s proposal to eliminate S.C. No. 6

Standby Service.

| recommend approval of the Company’s proposal to set S.C. No. 8 rates at cost.
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1250 Q. Does this conclude your prepared direct testimony in this proceeding?

1251 A. Yes, it does.
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