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INTRODUCTION AND WITNESS QUALIFICATIONS

A. Identification of Witness

Please state your name and business address.
My name is Valerie H. Grace. My business address is 130 E. Randolph Drive, Chicago,

Illinois 60601.

By whom are you employed and in what capacity?
I am employed by Integrys Business Support, LLC (“IBS”), a wholly-owned subsidiary
of Integrys Energy Group, Inc. (“Integrys”), as Manager of the Gas Regulatory Services

Department.

B. Purpose of Testimony

What is the purpose of your testimony?

The purpose of my testimony is to explain and analyze the changes proposed to The
Peoples Gas Light and Coke Company’s (“Peoples Gas”) Schedule of Rates for Gas
Service, provide support for the proposed changes, and to discuss the new rates and riders
that have been filed as a part of this proceeding. | will also address the rate design and
tariff aspects of Peoples Gas’ proposals to unbundle standby and storage services in
response to the Illinois Commerce Commission’s (“Commission” or “ICC”) directive in
its order in Docket Nos. 09-0166/09-0167 (cons.) (the “2009 Rate Case”). In that
proceeding, the Commission found that it was reasonable for Peoples Gas to work with
the Commission Staff and other stakeholders to develop reasonable proposals for
unbundling and to file any agreed upon proposals in its next rate case and, if agreement
was not reached, to address the unbundling issue. Mr. Thomas Connery (Peoples Gas

Exhibit (“PGL Ex.”) 14.0) will address the gas supply and operational aspects of Peoples
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Gas’ unbundling proposals and the rationale underlying such proposals and Mr. John

McKendry (PGL Ex. 15.0) will address related administrative matters.

C. Summary of Conclusions

Please summarize your conclusions.

I conclude that Peoples Gas’ proposed rate design is just and reasonable, and while better
aligning revenues with costs and recovering the revenue requirement, also comports with
the Commission’s objectives of continuity and gradualism in changing rate design as well
as its directive to present reasonable proposals for unbundling standby and storage
service in this rate case. Peoples Gas’ proposed changes to its tariffs, charges, and riders

are also appropriate and reasonable and meet the objectives set forth in my testimony.

D. Itemized Attachments to Direct Testimony

Are you sponsoring any attachments to your direct testimony?

Yes. | sponsor the following exhibits:

1. PGL Ex. 12.1 sets forth the tariff sheets which include the proposed revisions to
Peoples Gas’ Schedule of Rates for Gas Service, ILL. C.C. No. 28 (the “tariff” or
“Schedule of Rates”).

2. PGL Ex.12.2 is a Summary of Revenues under Present and Proposed Rates for
each service classification.

3. PGL Ex. 12.3 reflects Peoples Gas’ proposed Equal Percentage of Embedded
Cost Method (“EPECM”) for allocating its revenue requirement among the
various service classifications. Page 1 shows the revenues that would arise
without Peoples Gas’ proposal to unbundle storage services. Page 2 shows the

revenues that would arise from Peoples Gas’ proposal to unbundle storage
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10.

services and with test year transportation storage subscription amounts being
based on currently subscribed levels.

PGL Ex. 12.4 reflects a comparison of present and proposed rates for affected
Peoples Gas service classifications, current and new riders, and miscellaneous
charges.

PGL Ex. 12.5 provides a summary of embedded and allocated fixed unit costs for
Service Classification (“S.C.”) No. 1, Small Residential Service.

PGL Ex. 12.6 provides the bill impacts for the average S.C. No. 1 sales customer
and transportation customer under present and proposed rates, assuming normal
weather and transportation storage capacity amounts based upon current
subscription levels.

PGL Ex. 12.7 provides a summary of embedded and allocated fixed unit costs for
S.C. No. 2, General Service.

PGL Ex. 12.8 provides Peoples Gas’ Schedule E-9 of the Commission’s standard
filing requirements in this proceeding. It shows bill impacts for S.C. Nos. 1 and
2, as well as S.C. No. 4, Large Volume Demand Service and S.C. No. 8,
Compressed Natural Gas Service, at various usage levels under present and
proposed rates.

PGL Ex. 12.9 provides a summary of the cost analysis supporting the proposed
rates for miscellaneous charges in Peoples Gas’ Terms and Conditions of Service.
PGL Ex. 12.10 provides the cost analysis supporting Peoples Gas’ proposed Daily

Demand Measurement Device Charge.
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PGL Ex. 12.11 provides the support for Peoples Gas’ proposed Rider SBO
Supplier Bill Option Service credit.

PGL Ex. 12.12 reflects the gas cost related Account 904 Uncollectible Accounts
expenses and revenue requirement amounts that are included in Peoples’ Gas’
proposed rates and the derivation of the Uncollectible Factors for Rider UEA-GC,
Uncollectible Expense Adjustment — Gas Costs.

PGL Ex. 12.13 provides the methodology which will determine the number of
proposed Allowable Bank (Storage) Days for Riders FST, FST-T, AGG, SST and
SBS.

PGL Ex. 12.14 reflects the methodology which supports the base rate storage
charges that would be assessed under proposed Rider SSC, Storage Service
Charge. Page 1 reflects the calculation of initial charges that would be assessed
based upon current storage subscription levels and test year parameters. Page 2
reflects the charges that would arise from fully subscribed storage levels and test
year parameters.

PGL Ex. 12.15 provides a summary of the Allowable Bank storage capacity
amounts that would arise based upon current storage subscription levels, and
amounts that would arise from fully subscribed levels based upon test year
parameters.

PGL Ex. 12.16 reflects the methodology which supports the gas charge storage
charges that would be assessed under Rider 2 to transportation customers for

storage service.

Docket No. 11- Page 4 of 58 PGL Ex. 12.0



91

92

93

94

95

96

97

98

99

100

101

102

103

104

105

106

107

108

109

110

111

112

Were PGL Exs. 12.1 through 12.16 prepared by you, or under your supervision and
direction?

Yes, they were.

E. Background and Experience

How long have you been employed by IBS?
I have been employed by IBS since January 2008 and previously was employed by
Peoples Energy Corporation (“Peoples Energy”) and its subsidiaries, affiliates of IBS, for

over 30 years.

What are your responsibilities in your current position?

As the Manager of the Gas Regulatory Services Department, I am responsible for
performing and managing activities related to rate research, rate design, rate and tariff
administration, and for developing recommendations regarding rate policies for Peoples
Gas and an affiliated company, North Shore Gas Company (“North Shore”). | also
provide assistance as necessary with rate activities for Michigan Gas Utilities
Corporation (“MGU”) and Minnesota Energy Resources Corporation (“MERC”), other

affiliated companies.

Please summarize your educational background and experience.

In 1980, | graduated from Illinois State University with a Bachelor of Science degree in
Business Administration. In 1988, | received a Master of Management Degree from
Northwestern University. | have been employed by IBS and two affiliated companies
from September 1980 to the present. | began my employment at Peoples Gas in the Gas

Supply Planning Department. Since then, | have been employed in various positions and
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levels of responsibility at Peoples Gas including the Rates Department, the Office of the
Chairman, the Executive Office of the Customer Relations Division and the Gas
Transportation Services Department. | have also been employed by Peoples Energy as
Director of Strategic Development. | have been in my present position since the merger
between Peoples Energy and Integrys (formerly, WPS Resources Corporation) in

February, 2007.

Have you testified before the Commission or any other regulatory commission
previously?

Yes, | have testified in several gas charge reconciliation proceedings, proceedings related
to customer choice, the Section 7-204 merger proceeding (Docket No. 06-0540)
involving Peoples Energy and Integrys, and general rate increase proceedings for Peoples

Gas, North Shore, MGU and MERC.

SCHEDULE OF RATES FOR GAS SERVICE

Will Peoples Gas give public notice of the proposed changes it filed?

Yes. Notice will be published twice in the Chicago Tribune, a newspaper of general

circulation in the area which Peoples Gas serves, in accordance with the provisions of 83
Illinois Administrative Code Part 255. Peoples Gas will submit for the record copies of

the Publisher’s certification that public notice of the changes was published in the

Chicago Tribune. Copies of the proposed changes are on file and open for public
inspection at Peoples Gas’ corporate office. Peoples Gas has also posted public notice of

the proposed changes in its corporate office.
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Is Peoples Gas proposing changes to its Schedule of Rates for Gas Service, ILL. C.C.
No. 28?

Yes, PGL Ex. 12.1 contains copies of the tariff sheets filed by Peoples Gas in this
proceeding. In my testimony and exhibits, the term “proposed changes” will refer to the

rate levels and other changes reflected in these tariff sheets.

RATE DESIGN OBJECTIVES

What are the objectives that Peoples Gas seeks to achieve through the rate design
modifications it is proposing?

Through the proposed rate design, Peoples Gas would accomplish eight major objectives.
They are to (1) recover Peoples Gas’ revenue requirement, (2) better align revenues with
underlying costs, (3) send the proper price signals, (4) provide more equity between and
within rate classes, (5) maintain rate design continuity, (6) reflect gradualism, (7) retain
customers on Peoples Gas’ system, and (8) effectively and fairly unbundle costs and

charges for standby and storage services.

INCREASE AMOUNT AND ALLOCATION
OF THE REVENUE REQUIREMENT

Please describe PGL Ex. 12.2, Summary of Revenues under Present and Proposed Rates.

PGL Ex. 12.2 shows revenues arising from present and proposed rates from various
revenue sources. Column M of the exhibit shows the increase in base rate revenues
arising from proposed charges for Peoples Gas’ various service classifications ($123.7
million, line 21), and from other base rate charges and items ($1.8 million, line 22), for a
total base rate increase of $125.4 million (line 23). It does not separately show any

revenues that would arise from Peoples Gas’ proposed Rider UEA-GC, Uncollectible
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Expense Adjustment-Gas Costs, as those revenues are reflected in proposed base rates. It

also excludes municipal and state taxes and other state charges.

Would the revenues shown in PGL Ex. 12.2 change if the Commission approved Rider
UEA-GC?

Yes, if the Commission were to approve Rider UEA-GC, the revenue requirement and
any resulting revenues would be reduced by the gas cost related Account No. 904
Uncollectible Accounts expenses as such costs would be recoverable through the rider.

The affected amount is discussed later in my testimony.

What is the basis of Peoples Gas’ determination of rates to be proposed in this
proceeding?

Peoples Gas uses an Embedded Cost of Service Study (“ECOSS”) as the basis for the
determination of the revenue requirements for each service classification and the
resulting proposed rates in this proceeding. The ECOSS has been submitted as PGL EXxs.

13.1 through 13.8 and is sponsored by Ms. Joylyn Hoffman Malueg (PGL Ex. 13.0).

How does Peoples Gas use the ECOSS to determine the proposed rates?

Peoples Gas uses the ECOSS to move toward cost based rates and to better align charges
and resulting revenues with like costs. The results of the ECOSS are used to increase
rates for S.C. No. 4 and S.C. No. 8, setting both at cost. The ECOSS also provides the
cost basis for determining the revenue requirement for S.C. No.1 and S.C. No. 2, using
the EPECM discussed below. The ECOSS indicates that the rates for S.C. Nos. 1, 2, 4
and 8 are below cost. Moving S.C. Nos. 4 and 8 to cost leaves $118.7 million in

revenues to be recovered from other service classifications, as shown on PGL Ex. 12.3,

Docket No. 11- Page 8 of 58 PGL Ex. 12.0



179

180

181

182

183

184

185

186

187

188

189

190

191

192

193

194

195

196

197

198

199

200

Allocation of Rate Increase (page 1, line 3, column F), to be apportioned among S.C.
Nos. 1 and 2 using the EPECM. Under the EPECM, the increase is allocated in
proportion to the embedded cost of service for these two service classifications. These
increases are added to the revenue generated under current rates to determine the revenue

to be provided under proposed rates.

Has the EPECM been employed by Peoples Gas previously?
Yes, Peoples Gas proposed the EPECM in its last four rate cases (Docket Nos. 91-0586,
95-0032, 07-0241/07-0242 (cons.) and the 2009 Rate Case). The Commission accepted

this method in all four proceedings.

Does the proposed rate design purport to equalize rates of return and ratios of revenue to
cost among the service classifications?
No. The EPECM provides a gradual movement toward equalizing rates of return by

allocating the increase portion of the total revenue requirement on a cost of service basis.

Why has Peoples Gas chosen the EPECM to allocate the additional revenue requirement
between S.C. Nos. 1 and 2?

As in prior cases, this method moves the small residential service rates closer to cost in a
gradual manner. As shown in PGL Ex. 12.3, page 1 of 2, the revenues generated from
S.C. No. 1 are currently $88.9 million (line 1, column F) below its embedded cost of
service, while S.C. No. 2 revenues are below the embedded cost requirement by $29.7
million (line 2, column F). Under Peoples Gas’ proposal, S.C. No. 1 would be below its
embedded cost of service by $5.8 million (line 1, column M) while S.C. No. 2 would be

above its embedded cost of service by $5.8 million (line 2, column M). S.C. No. 1 would
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be at 98.6% of cost (line 1, column L) while S.C. No. 2 would be at 103.3% of cost (line
2, column L). In Peoples Gas’ 1995 rate case (Docket No. 95-0032), S.C. No. 1 was at
89.9% of cost under final rates. In Peoples Gas’ next rate case (Docket Nos. 07-0241/07-
0242 (cons.)), S.C. No. 1 was at 92.3% of cost under final rates. In the 2009 Rate Case,
S.C. No. 1 was at 94.7% of cost under final rates. The movement towards cost in the
prior cases and the proposal in this case demonstrate that the EPECM moves S.C. No. 1
toward its embedded cost on a gradual basis. While a larger shift of revenue
responsibility to S.C. No. 1 is justified from a pure cost of service standpoint, the
proposed allocation provides reasonable movement toward cost at this time and mitigates

bill impacts.

Has the EPECM been applied to all embedded costs for S.C. Nos. 1 and 2?

No. PGL Ex. 12.3, page 1 shows the EPECM and allocated revenues (column J) for each
service classification prior to Peoples Gas’ proposal to unbundle storage services. Under
Peoples Gas’ proposal to unbundle storage service and related costs and charges, storage
costs are recovered from all applicable service classifications, including S.C. Nos. 1 and
2, at cost. Accordingly, this would slightly move S.C. Nos. 1 and 2 closer to cost as
shown on PGL Ex. 12.3, page 2 of 2, which reflects the allocation of the rate increase
assuming the EPECM for all costs except storage costs, assuming test year transportation
storage capacity at currently subscribed levels. Column D reflects embedded storage
costs allocated to each service classification as determined in the ECOSS. Column E
reflects embedded storage costs for each service classification arising from currently
subscribed transportation levels. Revenues arising from Peoples Gas’ proposed rates,

including initial charges under proposed Rider SSC, are shown in column G. Unbundled
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storage charges under Rider SSC charges are set at cost. As shown in column K, lines 1
and 2, the cost recovery for S.C. Nos. 1 and 2 would increase and decrease to 98.7% and

103.2% of cost, respectively.

Have any of Peoples Gas’ service classifications been omitted from the cost of service
analyses filed in this case, and from consideration for an increase in rates?

Yes, S.C. No. 5, Contract Service for Electric Generation, and S.C. No. 7, Contract
Service to Prevent Bypass, were excluded from consideration because the revenues from
customers served under these service classifications are based on negotiated rates rather
than the cost of service analysis filed in this case. These contracts have been filed with
the Commission. Revenues arising from S.C. Nos. 5 and 7 are credited back to other

service classifications in the ECOSS, thereby lowering their costs.

CHANGES TO BASE RATES AND OTHER CHARGES

How is Peoples Gas proposing to meet its objective to better align revenues with
underlying costs?

To meet this objective, Peoples Gas is proposing to recover a greater portion of its fixed
costs through fixed charges. All of Peoples Gas’ costs are fixed, i.e., they do not vary
with the volume of gas delivered to customers. However, in the interest of rate design
continuity, Peoples Gas has historically recovered a large portion of such fixed costs
through non-fixed volumetric charges. Although Peoples Gas has increased its fixed cost
recovery in recent rate case proceedings, under present rates, only about 49% of revenues
would be recovered through fixed customer, demand, and transportation administrative
charges in test year 2012. A continued mismatch of fixed costs and non-fixed charges

would, absent a decoupling mechanism to address the mismatch, practically ensures that
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Peoples Gas will either recover more or less than its Commission approved revenue
requirement from customers. To remedy this, at least partially, and to meet its objective
to earn its revenue requirement, Peoples Gas is proposing rates that would recover about
55% of its fixed costs through fixed charges. Peoples Gas is also proposing to recover its
fixed storage costs in a different manner in conjunction with its proposals to unbundle
storage services for its large volume transportation programs. Such costs would be
recovered from transportation customers on a per therm of storage capacity basis and
from retail sales customers on a per therm of gas delivered. However, about 36% of
fixed costs would continue to be recovered through volumetric distribution costs, which
is much higher than the 20% volumetric cost recovery arising from rate case proceedings
for the Ameren Illinois gas utilities and Nicor Gas Company (“Nicor”), where the
Commission approved fixed cost recovery of 80%. While not yet completely matching
fixed costs and fixed charges, Peoples Gas’ proposed rates will provide more balance
than its present rates and will send more appropriate price signals to customers about the

largely fixed costs underlying its delivery service.

Consistent with the objectives you described above and the move towards placing more
fixed cost recovery in fixed charges, what major changes to rates and charges is Peoples
Gas proposing?
Peoples Gas is proposing eight major changes to its base rates and other charges. | will
discuss these changes in detail later in my testimony.

First, S.C. No. 1, Small Residential Service, will reflect an increase in the
monthly customer charges for sales and transportation customers. The distribution

charge will reflect decreases in both blocks of the two-block rate structure.
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Second, S.C. No. 2, General Service, will reflect increases in the monthly
customer charge for all three meter classes for sales and transportation customers. The
distribution charge will reflect an increase in the front block and decrease in the middle
and end blocks of the three-block rate structure.

Third, for S.C. No. 4, Large Volume Demand Service, the monthly customer
charge, will be decreased and the distribution and demand charges will be increased.
The standby service charge will be eliminated. Costs that were recovered under this
charge will be recovered through a new charge under proposed Rider SSC, Storage
Service Charge. This service classification is set at cost, consistent with the rate design
in Peoples Gas’ most recent rate cases. Setting this service classification at cost will help
Peoples Gas to meet its objective of maintaining customers on the system.

Fifth, the customer charge and distribution charge for S.C. No. 8, Compressed
Natural Gas Service, will be increased. This service classification is set at cost,
consistent with the rate design in Peoples Gas’ most recent rate cases.

Sixth, storage costs will be recovered for S.C. Nos. 1, 2, 4 and 8 through base rate
charges under a new proposed Rider SSC, rather than through base rate charges under
each individual service classification. For retail sales customers, the charges will be the
same and will be assessed on a per therm basis. For transportation customers, the charges
will be the same and will be assessed on a per therm of subscribed storage capacity basis.
These charges will be addressed in more detail in my testimony introducing Rider SSC.

Seventh, certain service reconnection charges and service activation charges will

be increased toward cost.
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Eighth, administrative charges related to Peoples Gas’ transportation programs
will be adjusted to cost based on a current study and will continue to be recovered from
the transportation customers or their alternative gas suppliers. Credits related to storage
will be assessed differently under proposed Rider SSC than under the current

transportation Riders CFY, FST and SST.

Are the present and proposed charges under each service classification summarized in an
exhibit?

Yes. PGL Ex. 12.4, Comparison of Present and Proposed Rates shows the proposed
charges for each service classification. The exhibit also shows this information for the
transportation riders, proposed Rider SSC, and the miscellaneous charges included in the
Terms and Conditions of Service. Lastly, the exhibit shows the increase or decrease in

proposed rates as compared to present rates.

A. S.C. No. 1, Small Residential Service

Please describe Peoples Gas’ proposals for S.C. No. 1 customer and distribution charges.

Peoples Gas is proposing to recover 90% of its customer related costs, excluding gas cost
related Account 904 Uncollectible Accounts expenses and transportation administrative
costs, through the customer charge. Peoples Gas is proposing to increase the monthly
customer charge for S.C. No. 1 from $19.50 to $28.21 for sales customers and from
$18.00 to $26.65 for transportation customers. This difference of $1.56 ($28.21 - $26.65)
arises from gas cost related Account No. 904 Uncollectible Accounts expenses (about
$1.56 for sales customers). For rate design purposes, Peoples Gas did not allocate any
gas cost related Account No. 904 Uncollectible Accounts expenses to the transportation

customer charge. Because transportation customers purchase most, if not all of their gas
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supply from alternative gas suppliers, the amount would be minimal, and many
transportation customer accounts are aggregated into pools where the suppliers must
provide credit assurances such as deposits and letters are credit. To comply with a
Stipulation entered into with the Commission Staff and approved by the Commission in
Docket Nos. 09-0419/09-0420 (cons.), Peoples Gas is also proposing Rider UEA-GC,
Uncollectible Expense Adjustment- Gas Costs. This rider will recover all gas cost related
Account No. 904 Uncollectible Accounts expenses from sales customers by applying a
factor in the rider rather than through base rates with incremental amounts being
recovered or refunded through Rider UEA. If the Commission were to approve this
proposal, the customer charge for sales and transportation customers would be the same
at $26.65 per month. This charge reflects the removal of all gas cost related Account No.
904 Uncollectible Accounts expenses from the retail sales customer charge. PGL Ex.
12.5 compares proposed monthly customer charges under S.C. No. 1 with the embedded
monthly customer and demand costs per customer and the allocated monthly customer
and demand costs per customer. Embedded costs are those arising out of the ECOSS
while allocated costs are those arising from the application of the EPECM to embedded
costs. As shown in the exhibit, the total monthly embedded customer cost for S.C. No. 1
is $31.72 and the demand cost per customer is $13.67 for a total embedded fixed cost per
customer of $45.39 (line 2 + line 6 as shown on line 10). The total monthly allocated
customer cost for S.C. No. 1 is $31.27 and the demand cost per customer is $13.47 for a
total allocated fixed cost per customer of $44.74 (line 16 + line 20 as shown on line 24).
Excluding storage related demand costs, the embedded and allocated costs are $42.71

(line 8) and $42.10 (line 22), respectively. In the interest of gradualism, Peoples Gas is
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proposing to set the customer charges for S.C. No. 1 below its embedded and allocated
fixed costs. In the interest of rate design continuity, Peoples Gas is proposing to recover
all non-storage related demand costs through volumetric distribution rates rather than a
fixed charge such as the customer charge. This results in only 62% of fixed costs for S.C.
No. 1 being recovered through fixed customer charges. In conjunction with its proposal
to unbundle storage, Peoples Gas is proposing to recover all storage related demand costs
through proposed Rider SSC. About 7% of fixed costs would be recovered through the
rider on a per therm of usage basis for retail sales customers and through a per therm of
storage capacity basis for transportation customers. Accordingly, about 31% of fixed

costs would continue to be recovered through volumetric distribution charges.

Please describe Peoples Gas’ proposal for its S.C. No. 1 distribution charge.

Peoples Gas is proposing to maintain its two declining rate block structure for S.C. No. 1.
The front block (0-50 therms) proposed distribution charge will be reduced to 28.608
cents per therm, and was computed by allocating about 65% of remaining customer, non-
storage related demand and commodity costs to this block, consistent with the percentage
allocated in the 2009 Rate Case. The remainder of the S.C. No. 1 revenue requirement
will be collected through an end block (over 50 therms) distribution charge of 10.974

cents per therm.

Will Peoples Gas’ proposals for S.C. No. 1 have any effect on the calculation of
adjustments under its decoupling mechanism, Rider VBA, Volume Balancing
Adjustment?

Yes. Peoples Gas is proposing that Rider VBA, which was approved on a pilot basis in

Docket Nos. 07-0241/07-0242 (cons.), be approved in this proceeding on a permanent
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basis. Peoples Gas’ proposed revenue increase and rate designs will result in new
distribution rates and related distribution revenues, or Rate Case Margins (“RCM”) for
Rider VBA in this proceeding that would be in effect, as approved by the Commission,

until new rates become effective in a subsequent proceeding.

Why is Peoples Gas proposing to increase its monthly customer charges for S.C. No. 1,
given that it is seeking approval to implement Rider VBA on a permanent basis?

Increasing the customer charge would better align the charge with its underlying costs
and would also reduce the magnitude of adjustments that would need to be generated
under Rider VBA. In addition, Rider VBA was approved on a pilot basis, with the pilot
set to expire in March, 2012, unless the Commission grants permission for it to be
permanent in this rate proceeding. If the Commission does not permanently approve
Rider VBA, the S.C. No. 1 customer charge would be well below its embedded fixed cost
when the rates approved in this proceeding goes into effect. Peoples Gas’ proposal to
increase its customer charge is also consistent with policies endorsed by the Commission
in several rate proceedings. In Docket No. 95-0032 the Commission urged Peoples Gas
to increase the customer charge in future rate proceedings to move it closer to cost. In
Docket Nos. 07-0241/07-0242 (Cons.), the Commission found it appropriate that rates
reflect a greater recovery of fixed costs in customer charges. In a case involving Union
Electric (Docket No. 03-0009), the Commission endorsed the utility’s efforts to recover
all of a utility’s fixed customer related costs of serving residential customers through the
customer charge component of rates as well as a gradualism approach to doing so. As
mentioned previously, the Commission allowed the Ameren gas utilities and Nicor, to

recover, for their residential and small commercial rate classes, 80% of their fixed costs
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through the customer charge on a permanent, rather than a pilot, basis. Lastly, in Peoples

Gas’ 2009 Rate Case, the Commission stated that:

“The Utilities are correct that the Commission has been increasing the

proportion of fixed costs recovered through the customer charge in other

proceedings. See Nicor 2008; In re Central Illinois Light Co., Central Illinois

Public Serv. Co. and Illinois Power Co., Dockets 07-0588/07-0589/07-0590

(Consol.) (Order, Sept. 24, 2008). The Commission notes that the Utilities’

proposal does not approach the level of fixed costs approved in those dockets.

... Moreover, in the event that Rider VBA is not renewed, the slight increase

proposed by the Utilities” here will be a benefit in the long run.”

(Commission’s Order, page 218).
Why doesn’t Peoples Gas simply propose Straight Fixed Variable (“SFV”) rates that
would recover all fixed costs through fixed charges?
Peoples Gas does consider SFV rates the most appropriate rate design to best align
revenue recovery with its mostly fixed costs. However, while SFV rates would offer
stability to Peoples Gas and its customers as well as eliminate the need for a decoupling
rider such as Rider VBA, some may view SFV rates as too significant a departure from
Peoples Gas’ current rate structure. PGL Ex. 12.5, line 22, reflects the monthly SFV rate
of $42.10 that would arise from Peoples Gas’ ECOSS, the application of the EPECM and
Commission approval of proposed Rider SSC which would recover demand related
storage costs. | note that the SFV rate structure is widely used in other industries. For
example, many customers are accustomed to paying flat cable, telephone (local, long
distance and wireless), internet services, and sewer and waste disposal bills, among

others. Many of these service providers, who had traditionally charged on a volumetric

basis, have been charging a flat fee for quite some time.

What benefits would a flat fee such as a SFV rate offer?
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A SFV rate would be equivalent to putting customers on a budget plan for the delivery
service portion of their bill but without any need for a true-up when conditions change.
Customers would pay a fixed monthly charge and the delivery portion of their bill would
be unaffected by variations in weather or other conditions. As a result, they would not
over or under pay for the services that they receive. A SFV rate would also lower the
delivery charge portion of a customer’s bills during the winter period when gas usage and
market commodity prices are typically at their highest. A SFV rate would be especially
beneficial to high usage customers who live in energy inefficient housing, particularly
those who are low income, as with SFV, the delivery charge portion of the bill would be
almost entirely fixed. The largest portion of a small residential customer’s bill, the cost
of gas, will continue to send the proper signal that higher usage will result in a higher bill
due to a greater consumption of gas supplies and related commaodity prices which are

largely affected by market forces.

Would a SFV rate design be a reasonable alternative if Rider VBA is not implemented on
a permanent basis?

Yes.

Please describe PGL Ex. 12.6.

PGL Ex. 12.6 illustrates the effect of the proposed charges on an average S.C. No. 1 sales
customer and an average S.C. No. 1 transportation customer, assuming normal weather
and Rider SSC charges arising from transportation storage subscription amounts based
upon currently subscribed levels. The average monthly bill for a S.C. No. 1 sales

customer and a transportation customer will increase by about $8.92 and $6.83,
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respectively (lines 14 and 28, col. M). The annual bill will increase by about 10.0% for

sales customers and about 7.8% for transportation customers (lines 13 and 27, col. N).

B. S.C. No. 2, General Service

Please describe Peoples Gas’ proposal for changes in S.C. No. 2 charges.

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. PGL Ex. 12.7 reflects a
summary of embedded and allocated fixed costs per customer for the three meter classes.
Peoples Gas is proposing no changes to the definitions of the meter classes. Fixed costs
include customer and demand costs. Embedded costs arise from the ECOSS, while
allocated costs arise from application of the EPECM. Customer related costs are
allocated to each meter class based on the investment in meters and regulators. Demand
related costs are allocated to each meter class based on peak day demand. Based on these
allocations, total embedded fixed costs per customer for Meter Classes 1, 2 and 3 are
$47.33, $222.55 and $1,093.13, respectively (line 3). Total allocated fixed costs per
customer for Meter Classes 1, 2 and 3 are $48.90, $229.93 and $1,129.38, respectively
(line 7). For Meter Classes 1 and 2, Peoples Gas proposes to recover all customer costs
and a portion of non-storage related demand costs through the customer charge to
minimize intra-class subsidies. This results in proposed customer charges of $32.48,
$109.27 and $273.50, for Meter Classes 1, 2 and 3 sales customers, respectively (line 9)
and proposed customer charges of $28.54, $105.33 and $269.56 for Meter Classes 1, 2
and 3 transportation customers, respectively (line 10). While the proposed customer
charges for Meter Classes 1 and 2 recover 50% and 15% of their respective non-storage

related demand costs, in the interest of gradualism, no demand costs are recovered
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through the proposed Meter Class 3 customer charge. The difference of $3.94 between
sales and transportation customer charges arises from gas cost related Account No. 904
Uncollectible Accounts expenses. If the Commission were to approve Peoples Gas’
proposed Rider UEA-GC, the customer charge would be the same for sales and
transportation customers and would be $28.54, $105.33 and $269.56 for Meter Classes 1,
2 and 3 customers, respectively. These charges reflect the removal of all gas cost related
Account No. 904 Uncollectible Accounts expenses. Peoples Gas is proposing to maintain
the three declining block distribution charge for S.C. No. 2 and allocate the remaining
customer, demand costs and commaodity costs to the front, middle, and end blocks. The
front block (0-100 therms) has been increased to 33.656 cents per therm, the middle
block (over 100-5,000 therms) has been decreased to 11.293 cents per therm and the end
block (over 5,000 therms) has been decreased to 9.136 cents per therm. Under Peoples
Gas’ proposals, only 40% of the revenue requirement for S.C. No. 2 will be recovered
through fixed customer charges. In conjunction with its proposal to unbundle storage,
Peoples Gas is proposing to recover all storage related demand costs through proposed
Rider SSC. About 11% of fixed costs would be recovered through the rider on a per
therm of usage basis for retail sales customers and through a per therm of storage
capacity basis for transportation customers. Accordingly, about 49% of fixed costs

would continue to be recovered through volumetric distribution charges.

Why is a portion of the demand charge recovered through the customer charge for Meter
Classes 1 and 2?
Both demand and customer costs are fixed, meaning they do not vary with the amount of

gas that Peoples Gas delivers to its customers. Demand costs are typically recovered
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from large volume customers through demand charges. This is feasible because such
customers normally have demand meters that allow for accurate measurement of daily
demand volumes. However, the costs for demand meters would add additional costs to
the customer charge. S.C. No. 2 does not require demand metering. As a result, it would
be more practical to recover demand costs through a fixed monthly charge such as the

customer charge.

Will Peoples Gas’ proposals for S.C. No. 2 have any effect on the calculation of
adjustments under Rider VBA, Volume Balancing Adjustment?

Yes. If the Commission approves Peoples Gas’ proposal to implement Rider VBA on a
permanent basis, the S.C. No. 2 RCM for Rider VBA will be revised to reflect the new
distribution rates and related distribution revenues that would be approved by the

Commission in this proceeding.

Why is Peoples Gas proposing to increase its monthly customer charges for S.C. No. 2,
given that it is seeking approval to implement Rider VBA on a permanent basis?
Peoples Gas is proposing to increase its customer charges for S.C. No. 2 for the same

reasons described for S.C. No. 1.

C. S.C. No. 4, Large Volume Demand Service

Please describe the changes proposed for S.C. No.4, Large Volume Demand Service.

The charges for S.C. No. 4 will continue to be the same for sales and transportation
customers as no Account 904 Uncollectible Accounts expenses, including gas cost related
Uncollectible Accounts expense, are allocated to this service classification. The monthly

customer charge will be set at cost and will be reduced to $560.00. The demand charge
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will recover 56% of non-storage related demand costs and will be set at 66.265 cents per
demand therm. The monthly standby service charge, which currently recovers storage
costs on a per therm of standby demand basis will be eliminated in conjunction with
Peoples Gas’ proposals to unbundle storage service, with storage costs being recovered
through a new charge under Rider SSC. The distribution charge, which will recover

remaining non-storage related demand costs, will be set at 4.161 cents per therm.

D. S.C. No. 8, Compressed Natural Gas Service

Please describe the proposed changes to S.C. No. 8, Compressed Natural Gas Service.
Peoples Gas proposes to set S.C. No. 8 at cost. The monthly customer charge for S.C.
No. 8 will be increased to $78.00 and the distribution charge will be increased to 9.714

cents per therm.

E. Other Service Classifications

Are there any proposed changes to S.C. No. 5, Contract Service for Electric Generation
and S.C. No. 7, Contract Service to Prevent Bypass?

No, Peoples Gas is not proposing any changes to these service classifications.

F. Bill Impacts
Please describe PGL Ex. 12.8.

PGL Ex. 12.8 shows Peoples Gas’ Schedule E-9 of the Commission’s standard filing
requirements which provides bill impacts under present and proposed rates for S.C. Nos.
1, 2, 4, and 8. The exhibit also reflects the bill impacts of Peoples Gas’ rate proposals
including the recovery of storage costs under Rider SSC rather than through bundled base

rates for S.C. Nos. 1, 2, and 8 and through the standby service charge for S.C. No. 4.
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G. Miscellaneous Charges

Please describe the items included in Miscellaneous Charges.
Miscellaneous Charges include the Service Activation Charges and Service Reconnection
Charges as well as other charges. Peoples Gas is proposing changes only to the Service

Activation Charges and Service Reconnection Charges.

1. Service Activation Charges

Please describe Peoples Gas’ proposal with respect to the Service Activation Charges.

Peoples Gas is proposing to increase its Service Activation Charges, which recover a
portion of the costs related to initiating gas service at a premises. The Service Activation
Charges apply to those customers moving into or within Peoples Gas’ service territory.
There are two types of service activations. A succession turn-on occurs when the
customer moving out calls and discontinues gas service at approximately the same time
as the applicant moving in calls and requests gas service. In this instance, only a meter
reading is taken. A straight turn-on occurs when there has never been gas service at a
location, or when the prior customer canceled service some time before the new applicant
calls to request gas service and the gas has actually been turned off. In this instance, the
gas has to be turned on and appliances have to be relit. An analysis was performed to
measure the costs of these activities and is summarized in PGL Ex. 12.9. The analysis
shows that the cost for a succession turn-on is $21.50 (column J, line 1), the cost of a
straight turn-on is $58.93 (column J, line 2) and the cost to light an additional appliance
over four is $15.27 (column J, line 3). Peoples Gas’ proposed charges, which are

increased to collect a greater percentage of costs from customers causing their incurrence

Docket No. 11- Page 24 of 58 PGL Ex. 12.0



544

545

546

547

548

549

550

551

552

553

554

555

556

557

558

559

560

561

562

563

564

565

566

but would still recover only a portion of these costs, are $18.00 for a succession turn-on,

$30.00 for a straight turn-on, and $10.00 charge for relighting each appliance over four.

2. Service Reconnection Charges

What is the proposal for changes in the Service Reconnection Charges?

A Service Reconnection Charge is a charge assessed to a customer whose gas has been
turned off for any number of reasons. These include disconnections for non-payment of
bills and at the customer’s request. Each customer is granted a waiver of one
reconnection charge each year, except in the situation where the customer voluntarily
disconnects and then requests reconnection within twelve months or in the situation in
which service is disconnected at the main. An analysis was performed to determine the
cost basis of the three types of service reconnections following an involuntary
disconnection for which Peoples Gas currently charges customers: basic reconnections
which only require a meter turn-on, reconnections which require setting a new meter, and
reconnections that involve excavating at the main. The results of this analysis are
summarized in PGL Ex. 12.9. The analysis shows that the cost for a reconnection at the
meter is $83.67 (column J, line 8); the cost for a reconnection when the meter has to be
reset is $198.15 (column J, line 21); and the cost for a reconnection at the main is
$2,280.15 (column J, line 26). The cost to light each additional appliance over four is the
same as under the Service Activation Charge. Peoples Gas proposes to increase each
charge, but the charges will still recover only a portion of these costs. Peoples Gas
proposes that the basic reconnection charge be $75.00, that the reconnection charge when
the meter has to be reset be $150.00, and that the reconnection charge when service has to

be reconnected at the main be $425.00. While these charges are still less than cost based,
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they have been increased to collect a higher percentage of the costs from the customers
creating the costs. The charge for relighting each appliance over four will be increased

from $5.00 to $10.00, as with the Service Activation Charge.

H. Transportation Rider Charges

Please discuss Peoples Gas’ proposals for administrative charges in its transportation
riders.

Peoples Gas proposes to change certain charges in its transportation Rider FST, Full
Standby Transportation Service, Rider SST, Selected Standby Transportation Service,
Rider P, Pooling Service and Rider AGG, Aggregation Service. Specifically, Peoples
Gas proposes to decrease the Administrative Charge for Riders FST, FST-T, Full Standby
Service - Transition, and SST from $9.87 to $9.67 per account and increase the Pooling
Charge for Rider P from $6.97 to $7.28 per account. The Administrative Charge for
proposed Rider SBS will be the same as that for Rider SST. Peoples Gas also proposes to
decrease the Aggregation Charge for Rider AGG from $1.02 per account to 63 cents per

account.

Please describe how Peoples Gas developed its proposed transportation administrative
charges.

Peoples Gas relied upon cost studies, as addressed and provided in the direct testimony of
Mr. McKendry, to set its proposed administrative charges for its transportation riders at
cost, and to assess such charges on cost causation principles. Mr. McKendry explains the
role of the Gas Transportation Services (“GTS”) Department in administering Peoples
Gas’ small and large volume transportation programs as well as the services that the

department currently provides. Mr. McKendry also describes Peoples Gas’ proposed
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storage subscription process, which will be administered by GTS for transportation
customers. It is clear that the current services provided by GTS as well as the proposed
new storage subscription process either have been, or will be, provided to transportation
customers and suppliers. Accordingly, it also clear who is causing the costs that have
been or will be incurred. For these reasons, Peoples Gas is proposing that the
administrative charges for its Riders AGG, FST, FST-T, SST, P, and P-T continue to be
assessed to transportation customers and suppliers who take service under the
transportation riders. Similarly, administrative charges that were assessed under Rider

SST will be assessed under proposed Rider SBS.

Avre there any other charges specifically set in the transportation riders that Peoples Gas is
proposing to change?

Yes. Rider SST and proposed Rider SBS require customers to install a Daily Demand
Measurement Device so that consumption can be metered on a daily basis. Peoples Gas
proposes to increase the monthly Daily Demand Measurement Device Charge from
$28.00 to $35.00 based upon the cost analysis shown in PGL Ex. 12.10. Rider SBO,
Supplier Bill Option Service, allows suppliers providing service to Rider CFY customers
the option to render their own bills to such customers for their services as well as Peoples
Gas’ delivery service. In return, Peoples Gas provides a credit to suppliers to compensate
them for the avoided cost of the utility rendering a bill. Peoples Gas is proposing to
increase the Supplier Bill Option Service credit from 35 cents per bill per month to 46
cents per bill per month. The support for the proposed increase in this credit is provided

in PGL Ex. 12.11.
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VI.

SUMMARY OF INCREASE

Please summarize the increase in the base rate revenues arising from Peoples Gas’
proposals for S.C. Nos. 1, 2, 4 and 8.
Peoples Gas’ proposals for S.C. Nos. 1, 2, 4 and 8 will result in an increase of about

$123.652 million (PGL Ex. 12.2, line 21, column M).

Please describe the revenues that will arise from Peoples Gas’ increase in miscellaneous
and other charges.

Peoples Gas will experience an increase in miscellaneous and other revenues of about
$1.793 million (PGL Ex. 12.2, line 22, column M). This includes $719,000 in
miscellaneous revenue, including that arising from service activation and service
reconnection charges, $297,000 from accounting charge revenues, which Peoples Gas
receives from state and local governments for billing and remitting state and local taxes,
and about $777,000 in forfeited discounts. These increase amounts are reflected in
Peoples Gas’ Schedule A-2, Overall Financial Summary, of its standard filing
requirements (also see PGL Ex. 6.1 included with Peoples Gas witness Sharon Moy’s

direct testimony (PGL Ex. 6.0)).

Please summarize the total increase in revenues proposed by Peoples Gas.
The base rate increase of $123.652 million combined with the increase in miscellaneous
and other revenues of $1.793 million results in a proposed revenue increase of $125.445

million (PGL Ex. 12.2, line 23, column M).

Would base rates and the revenue increase amount change if the Commission were to

approve Rider UEA-GC?
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VII.

Yes. If the Commission were to approve proposed Rider UEA-GC, the revenue
requirement would be reduced by gas cost related Account No. 904, Uncollectible
Accounts expenses. Base rates would be reduced and there would be a lesser revenue
increase. Test year expenses reflect Uncollectible Accounts expenses of $29.41 million.
About $15.96 million arise from gas costs, of which $13.05 million and $2.91 million,
respectively are allocated to S.C. Nos. 1 and 2. Total Account 904 Uncollectible
Accounts Expenses and gas cost related Account 904 Uncollectible Accounts expenses
are shown in Peoples Gas Ex 12.12, line 6, columns A and F, respectively. The expense
amounts allocated to S.C. Nos. 1 and 2 are shown in column F, lines 1 and 2,
respectively. The revenue requirement of $16.37 million, which reflects the gas cost
related Account 904 Uncollectible Accounts Expense amounts adjusted for taxes and the
gross revenue adjustment factor, are shown in column F, line 9. Assuming the gas costs
and Account 904 Uncollectible Accounts Expenses proposed by the Company, revenue
requirement amounts of $13.39 million and $2.99 million, as shown in column G, lines 1
and 2, would be removed from the customer charges proposed for S.C. Nos. 1 and 2 as

described previously.

OTHER TARIFF REVISIONS

A. General Revisions

Please describe any general revisions that were made to the Peoples Gas Schedule of
Rates.

Peoples Gas is proposing to add two new riders, Rider SSC, Storage Service Charge, and
Rider UEA-GC, Uncollectible Accounts Expense Adjustment - Gas Costs. Peoples Gas

is also proposing to add Rider FST-T, Full Standby Transportation Service - Transition,
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and Rider P-T, Pooling Service - Transition and to offer Rider SST until proposed Rider
SBS becomes effective. Accordingly, any references to these riders are also removed or
added to various tariff provisions as appropriate. The reasons for these rider additions

and revisions will be discussed later in my testimony.

B. Terms and Conditions of Service

What changes were made to Peoples Gas’ Terms and Conditions of Service?

Peoples Gas is proposing to revise its Service Activation Charges and Service
Reconnection Charges as previously discussed. The proposed charges are reflected in
their respective sections. Peoples Gas is also proposing to offer Rider SST only until
proposed Rider SBS becomes effective on August 1, 2012. Rider SST includes the
definition for Critical Day as well as the types of Critical Days (Supply Shortage and
Supply Surplus), with the rider and the definition being referenced by other transportation
tariffs (Riders AGG, FST and P). Peoples Gas is proposing to include the definition of
this condition, which is common to several transportation tariffs, in the Terms and
Conditions of Service. The definition of Critical Day is unchanged. Peoples Gas is also
proposing a new definition, Operational Flow Order (“OFO”) Day, a condition that will
help Peoples Gas operate its system within normal operating parameters. Also, as this
type of condition will apply to several transportation tariffs, Peoples Gas is proposing to
include the definition in the Terms and Conditions of Service. As with the Critical Day,
the OFO Day will include additional definitions for an OFO Supply Shortage Day and an

OFO Supply Surplus Day. Mr. Connery describes the OFO Day proposal in more detail.
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C. Uniform Numbering of Service Classifications

In the 2009 Rate Case, Peoples Gas said it would assess if it can implement uniform
numbering of its service classifications relative to North Shore. Is Peoples Gas proposing
service classifications that are uniform in numbering with those for North Shore?

No, for reasons that are discussed below. Peoples Gas considered this proposal, and
determined that in addition to changes which will need to be made to its customer
information systems for billing, bill print and data management, changes will also need to
be made to its accounting system, sales and revenue forecasting models, and to interfaces
linking data between all of these systems as well. Peoples Gas also notes that future tariff
changes may be appropriate for one company, but not the other, because of differences
among the companies’ customer bases and other existing service classifications. For
example, Peoples Gas’ tariff includes S.C. No. 8, Compressed Natural Gas Service, but
North Shore’s does not, and one company could propose a new service classification in
the future that may not be appropriate for the other. The former example shows that
uniformity is already lost, and the latter example shows that uniformity may not be
sustainable. Currently, other than S.C. No. 8 and the contract service rate classes (which
apply to only a handful of customers), the only other distinction between the companies
is that North Shore’s Large Volume Demand service classification is S.C. No. 3 and
Peoples Gas’ is S.C. No. 4. Only about 0.2% of their customers are served on these rates.
Both companies would need to make substantial changes to their tariffs and training and
communications materials for the sake of uniformity for a very small number of
customers. Also, very few if any, customers are served by both Peoples Gas and North

Shore, two separate companies. Other than the service classifications being uniform
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VIII.

between companies if this proposal was adopted, Peoples Gas is unable to identify any
additional benefits to justify the time and expense that would be needed to adopt and

implement uniform numbering for its service classifications with those for North Shore.

UNBUNDLING AND TRANSPORTATION RIDERS

A. Unbundling Proposal Background

Please discuss Peoples Gas’ overall proposed changes to its transportation riders.

In the 2009 Rate Case, Staff witness David Sackett proposed that Peoples Gas unbundle
its standby and storage services for its large volume transportation programs. The
Commission ordered Peoples Gas to work collaboratively with the Commission Staff and
other stakeholders to develop reasonable proposals for unbundling and to file any agreed
upon proposals in its next rate case, and, to the extent agreement is not reached, to
address the matter in the next rate case. Mr. Connery discusses this requirement in more

detail and describes how Peoples Gas addressed it.

B. Current Riders FST, SST and P

Please describe Peoples Gas’ current large volume transportation services.

Currently, Peoples Gas offers two transportation services and a pooling service to its
large volume customers, those taking service under S.C. Nos. 2, 4 and 8. Under
transportation service, customers purchase their gas supplies from a supplier other than
Peoples Gas. Rider FST, Full Standby Transportation Service, provides 100% back-up to
transportation customers if their supplier does not deliver gas supplies. Rider SST,
Selected Standby Transportation Service, allows transportation customers to select their
desired level of back-up service, with Peoples Gas providing gas supplies only up to the

selected standby levels if a customer’s gas supplier does not deliver gas supplies. Under
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Rider P, Pooling Service, suppliers can aggregate Riders FST and SST customers into

pools.

Please explain how storage is currently provided under Riders FST and SST.

Under both riders, storage capacity, known as Allowable Bank, is provided on a “Bank
Day” basis, with Total Bank Days being determined by dividing Peoples Gas’ total
storage capacity by Design Peak Day Supply. There is a distinction between Base Rate
Bank Days and Gas Charge Bank Days, with the Base Rate Bank Days being tied to base
rate on-system storage costs and Gas Charge Bank Days being tied to purchased off-
system storage and related costs. The number of Base Rate Bank Days is set in a general
rate proceeding based on the ratio of base rate storage costs to total storage costs (base
rate and gas charge costs). Gas Charge Bank Days are determined each year by
deducting the Base Rate Bank Days from Total Bank Days. Rider FST customers are
entitled to Allowable Bank storage capacity based on Total Bank Days times their
Maximum Daily Quantity (“MDQ”). Rider SST customers receive Base Rate Bank Days
based upon their respective service classification and the level of standby that they select.
For S.C. Nos. 2 and 8, base rate storage costs are bundled into base rate customer and
distribution charges, with no separately distinct charge for storage. Accordingly, S.C.
Nos. 2 and 8 customers receive the full number of Base Rate Bank Days, with Gas
Charge Bank Days being paid for through a Standby Demand Charge under Rider 2, Gas
Charge. The Standby Demand Charge is applied to customers’ selected standby levels.
For S.C. No. 4, base rate storage costs are “unbundled” and recovered under a distinct
charge, the Standby Service Charge. For S.C. No. 4 customers, both Base Rate and Gas

Charge Bank Days and the resulting Allowable Bank storage capacity are tied to
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customers’ selected standby levels. Both the base rate Standby Service Charge and the
gas charge related Standby Demand Charge are applied to customers’ selected standby

levels.

C. Proposed Rider SBS, Storage Banking Service

Please generally describe Peoples Gas’ proposal to unbundle standby and storage
services.

Mr. Connery explains how Peoples Gas’ assets are used to provide standby and storage
services. As explained by Mr. Connery, Peoples Gas’ assets do not support an unbundled
standby service. Accordingly, Peoples Gas is proposing to continue service under Rider
SST, Selected Standby Transportation Service, which ties storage to selected levels of
standby, only until its proposed standalone storage service, Rider SBS, Storage Banking
Service, becomes effective on August 1, 2012. Peoples Gas will continue to offer a
bundled standby and storage service under Rider FST, Full Standby Transportation, to

those customers who desire full standby.

Please describe how storage would be provided under Peoples Gas’ proposed Rider SBS,
Storage Banking Service.

Proposed Rider SBS will be available to customers taking service under S.C. Nos. 2, 4
and 8. Under the rider, Peoples Gas will provide Days of Bank with no distinction
between Base Rate Bank Days and Gas Charge Bank Days. Days of Bank will be
determined by dividing Peoples Gas’ total storage capacity (on and off-system) by its
Design Peak Day as shown on PGL Ex. 12.13. The derived Days of Bank would be
made available to customers taking service under Rider SBS and provided in full to those

customers taking service under Rider FST, Rider CFY, Peoples Gas’ small volume
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transportation program, and sales customers. The amount of storage capacity being made
available to Rider SBS customers would be based upon the collective MDQ amounts of
Rider SBS customers multiplied by the Days of Bank. If Rider SBS storage capacity is
not fully subscribed, Rider SBS customers would have an opportunity to subscribe for
additional capacity under the process described by Mr. McKendry. Any unsubscribed

capacity will be used by Peoples Gas for sales customers.

Please describe the key elements of proposed Rider SBS.

A. Rider SBS includes nine sections, alphabetized from Section A through Section I:

e  Section A — Definitions, reflects definitions of key terms that are used throughout
the tariff that guide the operations of the rider. These terms are related to the
Allowable Bank, indices that are used for pricing daily and monthly cash-outs,
parameters related to daily nominations, daily Allowable Bank activity and
tolerances, and the types of conditions that may affect daily Allowable Bank
activity such as Critical Days and OFO Days.

e Section B —Rates, reflects the various charges that customers would pay under the
rider. These charges include an Administrative Charge, Storage Gas Charge,
Daily Cash-out Charge, Monthly Cash-out Charge, Daily Demand Measurement
Device Charge, Trade Charge, and Hub Credit Gas Charge (HCGC,). The
Administrative Charge was discussed previously in my testimony. The Storage
Gas Charge is a gas charge determined according to the provisions in Rider 2, Gas
Charge and is applied to each therm of Allowable Bank storage capacity. (The
customer will also pay a Storage Banking Charge, which is a base rate charge set

under proposed Rider SSC and is also applied to each therm of Allowable Bank
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storage capacity.) The Daily Cash-out Charge is applied to gas sold to or
purchased from Peoples Gas which exceeds the parameters described in Sections
C — Order of Deliveries to the Company and D — Order of Deliveries to the
Customer. The Monthly Cash-out Charge is applied to gas sold to or purchased
from Peoples Gas so that customers meet the monthly inventory targets set in
Section E — Inventory / Allowable Bank/ Storage Activity. The Daily Demand
Measurement Device Charge is assessed for the daily metering device that
customers are required to install. The Trade Charge is applied to trades allowed
under the rider. The Hub Credit Gas Charge provides a credit arising from the
revenues received by Peoples Gas for providing interstate services to wholesale
customers.

Section C —Order of Deliveries to the Company describes how transportation
customers’ gas deliveries to Peoples Gas are accounted for if their deliveries
exceed their usage.

Section D — Order of Deliveries to the Customer describes how transportation
customer’s gas deliveries are accounted for if their usage exceeds the amount of
gas delivered to Peoples Gas.

Section E — Inventory / Allowable Bank/ Storage Activity provides daily and
monthly parameters for storage activity under the rider. This section provides
daily withdrawal and daily injection parameters, monthly storage inventory target
levels and additional balancing tolerances. The section also describes how these

parameters as well as certain conditions, such as Critical and OFO Days (Supply
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Shortage and Supply Surplus) affect storage activity on a daily basis. Mr.
Connery explains the rationale underlying these proposed parameters.

e Section F —Trading, Daily Reallocations and Critical Day Reallocations, describes
how customers can trade bank gas, reallocate nominated gas among their
contracts, and change nominations subject to certain parameters.

e Section G — Contract with the Customer describes the contractual parameters for
taking service under the rider.

e Section H — Terms and Conditions of Service explains the terms and conditions
that apply to service under the rider.

e  Section | — Cash-Out explains the treatment for monthly cash-outs.

Sections F through H are largely unchanged from identical provisions in Rider SST. One
exception is Section G — Contract with the Customer, which has been supplemented to
include the new Allowable Bank storage subscription process described in detail by Mr.
McKendry and described generally in my testimony. The cash-out tiers and pricing in

Section | have been revised from the corresponding section C of Rider SST.

When is Peoples Gas proposing to make service available under Rider SBS?

Peoples Gas proposes that Rider SBS becomes effective on August 1, 2012, to allow
customers taking service under Rider SST, which will be phased out, time to effectively
transition from their current service to Rider SBS. This date will also allow the time that
will be needed to develop and implement the technical programming that will be needed
to integrate the new service into Peoples Gas’ nomination and billing systems. Lastly,

this implementation date will provide additional time to fully develop the appropriate
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supporting processes and to effectively educate customers, suppliers and employees

about the new service.

D. Transitional Rider SST

How will Rider SST, Selected Standby Transportation Service, be affected by Peoples
Gas’ unbundling proposal?

As discussed above, Rider SST would remain in effect until Rider SBS becomes effective
on August 1, 2012. Until then, the rider would operate as it does today with a few
exceptions and clarifications. First, effective the date that Peoples Gas’ proposed rates go
into effect, as base rate storage costs will be unbundled from the distribution charges for
S.C. Nos. 2, 4 and 8 (as well as S.C No. 1), Rider SST customers would pay a Storage
Banking Charge for each therm of contracted for Allowable Bank storage capacity as
established under Rider SSC for all transportation customers. Second, the current
formula for determining Allowable Bank and the number of Allowable Bank Days would
remain unchanged until May 1, 2012. Third, the number of Allowable Bank Days that
will be reflected in Peoples Gas’ April 1, 2012 annual filing with the Commission for
Allowable Bank Days effective May 1, 2012 will not show any distinction between Base
Rate Days and Gas Charge Days, with the number of Allowable Bank Days being
determined using the methodology shown in PGL Ex. 12.13. Fourth, in April, 2012,
customers will be able to subscribe for Allowable Bank storage capacity from a minimum
of one Bank Day up to the full number of available Bank Days, and additional Allowable
Bank storage capacity if unsubscribed capacity is available. Fifth, effective May 1, 2012,
Allowable Bank storage capacity will be determined by multiplying the customer’s MDQ

times Allowable Bank Days based upon the number of Bank Days selected in April.
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Sixth, effective May 1, 2012, standby service will no longer be available. This should
have minimal to no impact on Rider SST customers as during the summer months,
customers generally consume lesser quantities of gas, are injecting gas into their
Allowable Banks, and have shown little or no need for standby service. As a result of the
phase out of standby service, any Company supplied gas will be considered authorized or
unauthorized use and will be assessed charges detailed under the rider. Seventh, effective
May 1, 2012, as Rider SST customers will no longer pay for gas cost related storage
through the Standby Demand Charge, which recovers the cost of bundled standby and
storage service, they will be assessed a Storage Gas Charge as determined under Rider 2,

Gas Charge, for each therm of Allowable Bank storage capacity.

E. Rider FST and Transitional Rider FST-T

How will Rider FST, Full Standby Transportation Service, be affected by Peoples Gas’
unbundling proposal?
Peoples Gas will continue to offer Rider FST under its unbundling proposal, but with
certain changes to be reflected in a transitional rider, Rider FST-T, and other changes in
Rider FST to be effective August 1, 2012. Peoples Gas’ proposed revisions for Rider
FST better aligns the operations of the full standby service with Peoples Gas’ underlying
assets as explained by Mr. Connery, and consequently are aligned where practical with
those revisions proposed for Rider SBS. Proposed revisions for Rider FST include:

e A base rate Storage Banking Charge established under Rider SSC, which is

applied to each therm of Allowable Bank storage capacity.
e Monthly minimum and maximum Storage Inventory Target Levels, as reflected

in Section E of the rider.
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e Maximum Daily Nomination (“MDN”) amounts for October through April that
are based upon the prior year’s estimated daily usage plus an amount determined
by multiplying the Allowable Bank times a monthly Daily Storage Injection
Limit, as reflected in Section E of the rider. The MDN for the November through
March period remains unchanged.

e A minimum daily delivery requirement on a Critical Supply Shortage Day and an
OFO Supply Shortage Day equal to 27% of the customer’s MDQ.

e A Daily Delivery Non-Performance Charge for each therm of gas delivered
below the minimum daily delivery requirement described above.

Mr. Connery provides the rationale for Peoples Gas’ proposed revisions to Rider FST.
Peoples Gas is delaying implementation of proposed Rider FST until August 1, 2012, for
the same reasons provided for Rider SBS. However, so that customers can continue to
receive full standby service in the interim, Peoples Gas proposes to offer transitional

service under Rider FST-T, Full Standby Transportation Service-Transition.

How will Rider FST-T be affected by Peoples Gas’ unbundling proposal?

Peoples Gas’ proposed Rider FST-T will be significantly similar to its current Rider FST
but with a few exceptions. First, effective the date that Peoples Gas’ proposed rates go
into effect, as base rate storage costs will be unbundled from the distribution charges for
S.C. Nos. 2, 4 and 8 (as well as S.C No. 1), Rider FST customers would pay a Storage
Banking Charge for each therm of contracted for Allowable Bank storage capacity as
established under Rider SSC. Second, the current formula for determining Allowable
Bank and the number of Allowable Bank Days would remain unchanged until May 1,

2012. Third, the number of Allowable Bank Days that will be reflected in Peoples Gas’
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April 1, 2012 annual filing with the Commission for Allowable Bank Days effective May
1, 2012 will not show any distinction between Base Rate Days and Gas Charge Days,
with the number of Allowable Bank Days being determined using the methodology
shown in PGL Ex 12.13. Fourth, effective May 1, 2012, Allowable Bank storage
capacity will be determined by multiplying the customer’s MDQ times total Allowable
Bank Days. Fifth, customers will continue to pay for gas charge related storage and
standby service through the Standby Demand Charge, but effective May 1, 2012, without
the application of a Diversity Factor to the Demand Gas Charge determined under Rider

2.

F. Rider P and Transitional Rider P-T

How will Peoples Gas’ unbundling proposal affect Rider P, Pooling Service?

Rider P is currently available to suppliers who deliver gas to Peoples Gas’ transportation
customers who take service under Rider FST or SST. It has been revised as a result of
Peoples Gas’ unbundling proposals, which affects Rider FST and results in a standalone
storages service under proposed Rider SBS. As the proposed revisions for Riders FST
and SBS will not become effective until August 1, 2012, a transitional pooling service,
Rider P-T, Pooling Service-Transition, will need to be made available to suppliers in the

interim.

Please describe Peoples Gas’ proposed revisions for Rider P.
Rider P has been revised to make it applicable to Riders FST and SBS. It has also been
revised to align the terminology, parameters and the operations of the rider with that in

Riders FST and SBS, and to remove language which no longer applies.
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Please describe Peoples Gas’ proposed Rider P-T.

Rider P-T provides interim pooling service for suppliers who will deliver gas to
customers taking service under Riders SST and FST-T, until both terminate on July 31,
2012. Language in Rider P-T has also been revised to align it with the changes proposed

for Riders SST and FST-T.

G. Rider CFY and Rider AGG

Will Peoples Gas’ unbundling proposal affect Rider CFY, Choices For You™
Transportation Service, or customers served under Rider CFY?

Yes. As discussed above, in conjunction with its unbundling proposals, Peoples Gas is
proposing to recover base rate storage costs under Rider SSC and gas charge related
storage costs through the Storage Gas Charge for Riders SST, FST, FST-T and SBS.
Rider CFY customers currently pay for base rate storage costs through bundled storage
costs under their respective service classifications. Under Peoples Gas’ unbundling
proposal, in the same manner as transportation customers served under Riders SST, FST,
FST-T and SBS, Rider CFY customers would pay for base rate storage costs through the
Storage Banking Charge under proposed Rider SSC on each therm of Maximum Storage
Quantity (“MSQ”) storage capacity, a new parameter that will be added to Rider CFY in
lieu of a similar parameter in Rider AGG, Aggregation Service. The MSQ will be
determined by multiplying the number of Allowable Bank Days times the customer’s
MDQ. The Storage Banking Charge will become effective on the date that Peoples Gas’
proposed rates become effective. Currently, Rider CFY customers pay for gas charge
related storage costs through the Aggregation Balancing Gas Charge (“ABGC”)

determined under Rider 2, Gas Charge on each therm of delivered gas. Under Peoples
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Gas’ proposal, effective May 1, 2012, Rider CFY customers will pay for gas charge
related storage through the Storage Gas Charge under Rider 2 on each therm of MSQ,
rather than through the ABGC. At the same time, the Hub Credit Gas Charge, which is a

credit against the ABGC, will be billed as a separate line item on a per therm basis.

Please describe how Peoples Gas’ unbundling proposal will affect Rider AGG.

Suppliers providing service to Rider CFY customers must aggregate customer accounts
under Peoples Gas’ Rider AGG. Currently, the aggregated “Pool MSQ” is determined in
Rider AGG by summing Rider CFY customers’ MDQs and multiplying that sum (Pool
MDQ) by the number of days of bank (Allowable Bank Days). As MSQ will be
determined for each customer account under Rider CFY, Pool MSQ as currently defined

in Rider AGG must be redefined as “the sum of the MSQs determined under Rider CFY”.

Is Peoples Gas proposing any other changes affecting Riders CFY and AGG?

Yes. Currently, under Rider AGG, on March 1 of each year, Peoples Gas files a report
with the Commission for the number of days of bank (same as Allowable Bank Days)
that would be used to determine the Pool MSQ for Rider CFY customers for an annual
period beginning April. Similarly under Rider CFY, Peoples Gas recalculates customer
MDQ amounts each March that are effective for an annual period beginning April. For
Riders FST, FST-T, SST and SBS, Peoples Gas files a report of Allowable Bank Days
with the Commission on April 1, with changes in customers’ MDQ being effective for an
annual period beginning May 1. As the “number of days of bank” and the “Allowable
Bank Days” are one and the same, Peoples Gas proposes that the March 1 “number of
days of bank” requirement filing in Rider AGG be eliminated with the number of days of

bank being set based on the Allowable Bank filing in transitional Rider SST and Rider
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SBS. Similarly, Peoples Gas proposes that Rider CFY be revised to recalculate
customers’ MDQ each April to be effective each May 1, consistent with the date for

Riders FST, FST-T, SST and SBS.

H. Determination of Allowable Bank Days

What is the number of Allowable Bank Base Rate Days for Riders FST, SST and AGG
that would arise from Peoples Gas’ proposed methodology?

As shown in PGL Ex. 12.13, 29 Allowable Bank Days (days of bank for Rider AGG)
would arise from Peoples Gas’ proposed methodology, which no longer makes a
distinction between Allowable Bank Base Rate Days and Allowable Bank Gas Charge
Days. Peoples Gas will continue to file annually with the Commission a report on April
1 that would determine the Allowable Bank Days for Riders FST, FST-T, SST, SBS and

if approved by the Commission, Rider AGG.

OTHER NEW AND REVISED RIDERS

A. Summary

Please summarize and describe any other new and revised riders arising from Peoples
Gas’ proposals.

As mentioned previously, in conjunction with its unbundling proposals, Peoples Gas is
proposing a new rider, Rider SSC, to recover base rate storage costs from sales and
transportation customers served under S.C. Nos. 1, 2, 4 and 8. Paired with the base rate
storage proposal, Peoples Gas is also proposing to revise Rider 2, Gas Charge, to add a
Storage Gas Charge to recover gas charge related storage costs from transportation
customers served under Riders SST, SBS and AGG, and to concurrently eliminate the

ABGC, which recovers the same costs in a different manner. Peoples Gas’ unbundling
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proposals also require minor revisions to Rider 9, Unauthorized Use of Gas Service and
to Rider ICR, Infrastructure Cost Recovery. As Rider VBA has been effective for both
Peoples Gas and its customers, Peoples Gas is also proposing that Rider VBA, Volume
Balancing Adjustment be implemented on a permanent basis without interruption and
that adjustments be determined annually rather than on a monthly basis. To comply with
a Stipulation in Docket Nos. 09-0419/09-0420 (cons.), Peoples Gas is also proposing new
Rider UEA-GC, Uncollectible Expense Adjustment-Gas Costs, which would recover gas
cost related Account No. 904 Uncollectible Accounts expenses from retail sales
customers through the rider rather than base rates and Rider UEA. As incremental gas
cost related Account 904 Uncollectible Accounts expenses are recovered under Rider
UEA, which was approved in Docket Nos. 09-0419/09-0420 (cons.), Peoples Gas is
proposing changes to Rider UEA to avoid double recovery after Rider UEA-GC becomes

effective.

B. Proposed Rider SSC, Storage Service Charge

Please describe Peoples Gas’ proposed Rider SSC, Storage Service Charge.

Peoples Gas’ proposed Rider SSC unbundles and recovers base rate storage costs from
sales and transportation customers through a rider rather than through base rate delivery
charges. Under Rider SSC, storage costs are stripped out or unbundled from Peoples

Gas’ revenue requirement so that such costs are recovered separately.

Why is Peoples Gas proposing to unbundle storage costs and recover such costs under
Rider SSC?
As discussed previously, in the 2009 Rate Case Order, the Commission ordered Peoples

Gas to work collaboratively with the Commission Staff and other stakeholders to develop
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reasonable proposals for unbundling and to file any agreed upon proposals in its next rate
case and, if agreement was not reached, to address the matter. Staff witness Mr.
Sackett’s testimony supporting unbundling in the proceeding included various formulas
and charges that would unbundle standby and storage services, as well as a consideration
for a rider equivalent to Nicor’s Rider 5, Storage Service Cost Recovery, that would
protect against lost revenue arising from an under-subscription of storage capacity.
Peoples Gas’ proposed Rider SSC effectively addresses Mr. Sackett’s proposals by both
unbundling the base rate cost of storage from standby service, and recovering the cost of

any unsubscribed storage.

Please describe how charges would be determined under Rider SSC.

Initial charges under Rider SSC will be set as described under the rider when proposed
rates go into effect. Subsequent charges would also be determined as described under the
rider. Charges will be filed with the Commission by May 31 of each year, and will be
billed to customers over an annual period beginning June 1 and ending May 31.
Annually, by July 31 of each year, Peoples Gas will reconcile expected and actual Rider
SSC revenues from the prior recovery period, with any over-or under recovery amounts
being amortized over a ten-month period from August 1 through May 31 through the
Storage Service Charge. Rider SSC sets and determines a Storage Banking Charge for
transportation customers and a Storage Service Charge for sales customers. Peoples Gas
is proposing two different names for the unbundled base rate storage charges to maintain
the distinction between how the costs are recovered (on a per therm of storage capacity or
a per therm delivered basis), and from whom they are recovered (transportation or sales

customers). The Storage Banking Charge is charged to transportation customers on each
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therm of Allowable Bank or per MSQ storage capacity, and to sales customers on each

therm of delivered gas.

Please describe how the Storage Banking Charge would be determined for transportation
customers.

The Storage Banking Charge, which is determined under Section A(2) of the rider,
recovers the storage related revenue requirement, excluding the carrying cost of Peoples
Gas’ investment in top gas storage. As the carrying cost of top gas in storage is not
included in the Storage Banking Charge, a separately billed storage credit is not
necessary as it is currently provided. PGL Ex. 12.14, page 1, reflects the determination
of the Storage Banking Charge under test year storage subscription levels as shown in
PGL Ex. 12.15, column D. As shown in PGL Ex. 12.14, page 1, the Storage Banking
Charge is determined by dividing Peoples Gas’ storage related revenue requirement (net
of gas in storage) by total storage capacity, and then dividing again by 12. The initial
Storage Banking Charge, which would be effective when Peoples Gas’ proposed rates
become effective, is 0.60 cents per capacity therm (column B, line 13). PGL Ex. 12.14,
Page 2, reflects the same information assuming that storage is fully subscribed under test
year parameters as shown in PGL Ex. 12.15, column F. If fully subscribed, the Storage
Banking Charge would be unchanged. However, the Storage Service Charge for sales
customers would be lower due to the additional storage being subscribed by

transportation customers.

Please describe how the Storage Service Charge would be determined for sales

customers.
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Q.

PGL Ex. 12.14, page 1, also reflects how the Storage Service Charge would be
determined under Section A(3) of the rider at currently subscribed transportation storage
levels. As shown in the exhibit, the Storage Service Charge is calculated by taking the
remaining revenue requirement, or unsubscribed costs to be recovered from sales
customers (column A, line 17) and dividing it by forecasted deliveries to sales customers
for the Annual Recovery Period (column A, line 19). The initial Storage Service Charge
(column A, line 21) would be 4.673 cents per therm. PGL Ex. 12.14, page 2 reflects the
same information assuming that storage is fully subscribed. Assuming test year
parameters, if storage is fully subscribed, the Storage Service Charge would decrease to
4.222 cents per therm as less storage capacity would be shifted to sales customers.
Actual charges to sales customers will be affected by actual parameters such as the
number of customers taking transportation service and the aggregate amount of their

MDQs and selected storage capacity.

How long would the initial Rider SSC Charges described above remain in effect?

The initial Rider SSC Storage Banking and Storage Service Charges would remain in
effect until Peoples Gas determines and files new charges with the Commission the
following May (of 2012), to be effective on June 1 for a twelve-month period ending
May 31. Each year thereafter, new Storage Banking and Storage Service Charges will be
determined and filed in the same manner. Effective August 1 of each year, the
reconciliation Adjustment (RA) will be added to Storage Service Charge as described in
Section A(3), and amortized over a ten-month period ending May 31 as described in

Section A(4).

Why is Peoples Gas proposing to determine the Rider SSC charges annually?
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As previously discussed, to effectively unbundle storage and to eliminate the distinction
between Base Rate Bank Days and Gas Charge Bank Days, Peoples Gas proposes to
determine Days of Bank by dividing Peoples Gas’ total storage capacity (on and off-
system) by its Design Peak Day as shown on PGL Ex. 12.13. This methodology
appropriately apportions both on and off-system storage to derive each full Day of Bank.
Such appropriate apportionment also extends to the charges for storage capacity as total
storage capacity is also the divisor used to determine both the Storage Banking Charge
and the Storage Gas Charge. While Peoples Gas’ base rate costs and related on-system
storage capacity will not change between rate case filings, its off-system storage capacity
is subject to change. Accordingly, as the total capacity amount shown on PGL Ex. 12.14
(pages 1 and 2, line 2) and total related costs may change over time, both the number of
Days of Bank as well as the charges derived from such capacity, must be re-determined
to reflect such change. An annual determination of Rider SSC charges will continue the

appropriate apportionment of underlying costs and the derivation of related charges.

C. Rider 2, Gas Charge

Please discuss Peoples Gas’ proposed changes to Rider 2, Gas Charge.

In conjunction with its proposal to unbundle standby and storage services, Peoples Gas is
proposing to revise Rider 2 to add a new Storage Gas Charge that will apply to Riders
SST and AGG effective May 1, 2012, when Peoples Gas will phase out standby service
under Rider SST. The Storage Gas Charge would also be applicable to Rider SBS, which
would become effective on August 1, 2012. Currently, Rider 2 includes a Demand Gas
Charge which applies to standby service provided under Rider FST, Full Standby

Transportation Service and Rider SST, Selected Standby Transportation Service. The

Docket No. 11- Page 49 of 58 PGL Ex. 12.0



1111

1112

1113

1114

1115

1116

1117

1118

1119

1120

1121

1122

1123

1124

1125

1126

1127

1128

1129

1130

1131

1132

Demand Gas Charge recovers the cost of firm transportation and purchased storage
services and is currently assessed on a per MDQ basis for Rider FST customers and a per
therm of Selected Standby Quantity basis for Rider SST customers. As standby service
will not be available under Rider SST effective May 1, 2012, and standby service will not
be provided under Rider SBS, Peoples Gas is proposing to recover gas cost related
storage costs through the Storage Gas Charge. The Storage Gas Charge will recover the
cost of all purchased storage services as well as any transportation service that supports
the storage services. The Storage Gas Charge would recover on each therm of storage
capacity, the same costs that are currently recovered under Peoples Gas’ Aggregation
Balancing Charge (“ABGC”) from Rider AGG customers on a per therm basis. To
eliminate redundancy for the recovery of such costs and to simplify the Gas Charge,
Peoples Gas proposes that effective May 1, 2012, the Storage Gas Charge also be
assessed to Rider AGG customers on each therm of storage capacity, and that the ABGC
be terminated. PGL Ex. 12.16 illustrates how the Storage Gas Charge would be
computed under rules established by the Commission under 83 Illinois Administrative
Code, Part 525, Purchased Gas Adjustment Clause (“Part 525”), assuming data from
Peoples Gas’ gas charge effective January 1, 2011. For the same reasons described above
for the Storage Service Charge, total storage capacity (on and off-system) will be the
divisor used to determine the monthly Storage Gas Charge (subject to Part 525 and
conforming tariff language in Rider 2). As Peoples Gas proposes to continue to provide
bundled standby and storage service under Riders FST and FST-T, customers will

continue to pay for gas charge related storage and standby service through the Standby
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Demand Charge, but without the application of a Diversity Factor to the Demand Gas

Charge determined under Rider 2.

Is Peoples Gas proposing any other changes for Rider 2?

Yes. Section D(f) of Rider 2 describes how gas sold and purchased by Peoples Gas under
its transportation riders affects recoverable gas costs. Peoples Gas is proposing to
simplify the language under this section so that it appropriately captures all gas sold and

purchased by Peoples Gas under the various provisions in its transportation riders.

D. Rider 9, Unauthorized Use of Gas Service

Please describe Peoples Gas’ proposed revisions to Rider 9.
Peoples Gas proposes to add language to Rider 9 which defines the charges that will be
applicable to Riders SBS, FST and P for unauthorized use of gas service in conjunction

with Peoples Gas’ proposals for these riders.

E. Rider ICR, Infrastructure Cost Recovery

Please describe Peoples Gas’ proposed revisions to Rider ICR.
Peoples Gas proposes to revise Rider ICR to include Riders FST-T, SBS and P-T in the

definition of Excluded Revenues.

F. Rider VBA, Volume Balancing Adjustment

Please describe Peoples Gas’ proposals for Rider VBA.
Peoples Gas proposes that Rider VBA be implemented on a permanent basis without
interruption and the adjustments under the rider be determined on an annual rather than a

monthly basis, as they are determined today.
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Why is Peoples Gas proposing that Rider VBA be implemented on a permanent basis?

As discussed earlier, under Peoples Gas’ rate design proposals, 36% of fixed costs will
continued to be recovered through volumetric distribution charges. This level of
recovery: (1) is not aligned with the nature of Peoples Gas’ fixed cost delivery service,
(2) will ensure that Peoples Gas will either under or over recover its Commission
approved revenue requirement, (3) will ensure that customers will pay more or less than
their share of Commission approved distribution costs, and (4) is far more than the 20%
recovery approved by the Commission in the aforementioned dockets for Ameren and
Nicor. In addition to these reasons, the actual benefits experienced from the pilot

supports permanent implementation.

Please describe how Rider VBA has evolved since initial implementation.

Rider VBA was implemented on May 1, 2008, with monthly adjustments and annual
reconciliation amounts under the rider being refunded or charged to customers served
under S.C. Nos. 1 and 2. Initially, there were different monthly adjustments for S.C. No.
1 sales and transportation customers, and S.C. No. 2 sales and transportation customers.
Although the customer charges were the same for sales and transportation customers
within each service classifications, their distribution charges were different because of
Account 904 gas cost related Uncollectible Account expenses that were included in the
distribution charges for sales customers. In the 2009 Rate Case, the Commission
approved Peoples Gas’ proposal to recover Account 904 gas cost related Uncollectible
Account expenses in the customer charge, resulting in the same distribution charges and
hence, the same Rider VBA adjustments for sales and transportation customers within the

same service classification.
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Please describe how Peoples Gas S.C. No. 1 and 2 customers have been impacted by
Rider VBA to date.
From May, 2008 through March, 2011, Peoples Gas will have refunded about $14.3

million to S.C. Nos. 1 and 2 customers.

Please describe the actual benefits experienced under Rider VBA.

The amount above highlights the benefits that customers received under the rider. Absent
the rider, customers would have paid more than their share of the distribution revenues
approved by the Commission in Peoples Gas’ two prior general rate proceedings. As the
amounts represent net refunds over time, Peoples Gas benefitted from amounts that were
recovered from customers when their usage and related distribution revenue were less
than at Commission approved levels. Over the pilot period, Rider VBA, a symmetrical
full decoupling mechanism, operated effectively as it was designed, to provide refunds to
customers when distribution revenues (Actual Margin) per customer are greater than
Commission approved per customer levels (Rate Case Margin) and charges to customers
when Actual Margin are less than Rate Case Margin. Peoples Gas has also submitted two
annual reconciliation statements with the Commission for which the accuracy of the
calculations was not contested. Accordingly, for all of the reasons discussed above,

Rider VBA should be implemented on a permanent basis, without interruption.

Why is Peoples Gas proposing that Rider VBA adjustments be determined on an annual
rather than a monthly basis?

Rider VBA was initially proposed as a monthly mechanism so that it would provide near
real-time adjustments to customers two months after actual data became available to

determine the adjustments. This resulted in refunds in some months and charges in
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others, with any amounts under or over-recovered amounts being trued up in an annual
reconciliation adjustment. Peoples Gas is proposing an annual adjustment to smooth out
the monthly adjustments on customers’ bills and to streamline the process for

determining and filing adjustments with the Commission.

Please describe how the annual Rider VBA adjustments will be determined.

The annual Rider VBA adjustments would be determined by using the same formula that
is used to determine the monthly Effective Component and simply substituting the
monthly data in the applicable parameters with annual data. The annual adjustments
would be filed with the Commission each March and billed over a nine-month period
beginning April 1. An annual reconciliation adjustment for any under or over-recoveries
arising from the prior year would also be added to the annual adjustment, resulting in one
annual filing that would need to be submitted to the Commission. Under Peoples Gas’
proposal, the final monthly adjustment would be filed in January, 2012 and effective for
the month of February, 2012. The final annual reconciliation adjustment reconciling
annual costs under the monthly adjustment method would be filed in March, 2012 and be
billed over a nine-month period beginning April 1, 2012. The first annual adjustment
using actual data from calendar year 2012 will be filed in March, 2013 and billed over a
nine-month period beginning April 1, 2013. Each subsequent adjustment will follow the
same methodology as for the March 2013 filling. The revisions to Rider VBA which
accomplishes these proposed changes are reflected in PGL Ex. 12.1, Rider VBA. In
addition to resetting the baseline RCM per Customer and Rate Case Customers, the
Percentage of Fixed Costs will be set at 100% to reflect Peoples Gas’ test year costs,

which are all fixed.
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Rider UEA-GC, Uncollectible Expense Adjustment- Gas Costs

Why is Peoples Gas proposing Rider UEA-GC?
As discussed previously, Peoples Gas is proposing Rider UEA-GC to comply with a

Stipulation in Docket Nos. 09-0419/09-0420 (cons).

What is the purpose of Rider UEA-GC?

The purpose of Rider UEA-GC is to recover Account No. 904 gas cost related
Uncollectible Accounts expenses through a factor that will be applied to customer bills
rather than through base rates. Rider UEA-GC will apply a service class specific,

Commission approved, factor to the gas charge portion of sales customers’ bills.

Please explain how Peoples Gas’ proposed Rider UEA-GC will operate.

Rider UEA-GC will be applicable to S.C. Nos. 1 and 2 as Account 904 Uncollectible
Accounts expenses have been allocated to these service classifications. The factors
applied to the gas charge portion of sales customers’ bills are derived from the allocation
Account 904 Uncollectible Accounts expense for each service classification in Peoples
Gas’ ECOSS. The applicable Uncollectible Factor for each service classification is
shown on PGL Ex. 12.12 (column H). Under Peoples Gas’ proposal, a factor of 3.17% or
.0317 will be applied to the gas charge portion of S.C. No. 1 customers’ bills. A factor of

1.46% or .0146 will be applied to the gas charge portion of S.C. No. 2 customers’ bills.

Are the revenues that would be recovered through Rider UEA-GC reflected in Peoples
Gas’ revenue requirement?
Yes. If the Commission were to approve Rider UEA-GC, amounts that would be

recovered under the rider would need to be removed from Peoples Gas’ revenue
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requirement. As discussed previously, this would amount to about $16.37 million under

proposed rates.

When will Rider UEA-GC become effective?
Adjustments under Rider UEA-GC will become effective when Peoples Gas’ proposed

rates go into effect.

H. Rider UEA — Uncollectible Expense Adjustment

Please explain how Peoples Gas’ proposed Rider UEA-GC would affect Rider UEA.

Rider UEA was approved by the Commission in Docket Nos. 09-0419/09-0420 (cons.) to
recover or refund incremental Account 904 Uncollectible Accounts expense amounts
reflected in Peoples Gas’ approved base rates. Rider UEA includes three adjustments
that are billed to customers that refund or recover incremental Account 904 Uncollectible
Accounts expense amounts. One of the adjustments, the ISUA (Incremental Supply
Uncollectible Amount) recovers or refunds incremental gas cost related Account 904
Uncollectible Accounts expense amounts. Accordingly, Peoples Gas has revised Rider
UEA to ensure that there is no double counting of gas cost related Account 904
Uncollectible Accounts expenses recovered through this adjustment and through Rider

UEA-GC.

Please describe Peoples Gas’ proposed revisions to Rider UEA arising from its proposed
Rider UEA-GC.

Rider UEA determines incremental adjustments (refunds or recoveries) based on
differences between the actual Account 904 Uncollectible Accounts expense amount

reported in Form 21 for the previous reporting year and the Account 904 Uncollectible
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Accounts expense amounts in base rates. As Rider UEA will need to determine
adjustments for the previous reporting year when Rider UEA-GC goes into effect in
2012, Peoples Gas proposes to make general revisions to the rider so that it will continue
to provide appropriate tariff language for the adjustments which will become effective
June 1, 2012, for the 2011 reporting year. Accordingly, Peoples Gas is proposing
language in Sections A and B of the rider to indicate that effective June 1, 2013, the
ISUA will no longer be calculated under the rider. Peoples Gas is also proposing
language under Section B to specifically cite the amount in base rates that would be
approved by the Commission in this proceeding (which presumably would exclude gas
cost related Uncollectible Accounts expense amounts if Rider UEA-GC is approved).
Lastly, Peoples Gas is proposing language in Section C which redefines “BRR” or “Total
Base Rate Revenues” so that it will exclude those revenues recovered under Rider UEA-

GC, and eliminating Section J in its entirety as it is no longer needed.

Is Peoples Gas proposing any other revisions to Rider UEA?

Yes. Peoples Gas is also proposing to eliminate the ITUA, which recovers or refunds
incremental Account 904 Uncollectible Accounts expense amounts related to
transportation service. Peoples Gas is proposing changes in Sections A and B of Rider

UEA to indicate the termination of the ITUA effective June 1, 2013.

Why is Peoples Gas proposing to eliminate the ITUA?
As explained previously, many transportation accounts are aggregated into pools where
credit assurances are provided to Peoples Gas. As any uncollectible amounts would be

minimal, Peoples Gas is proposing to eliminate the ITUA.
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1289 Q. Does this conclude your direct testimony?

1290 A. Yes, it does.
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