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INTRODUCTION AND BACKGROUND

A. Identification of Witness

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

Illinois 60601.

Are you the same Valerie H. Grace who submitted direct testimony on behalf of The
Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas

Company (“North Shore”) (together, “the Utilities) in these consolidated dockets?

Yes.

B. Purpose of Rebuttal Testimony

What is the purpose of your rebuttal testimony in this proceeding?

My testimony and its attachments respond to the rate design, tariff and rider issues raised
in the direct testimony of Illinois Commerce Commission (“Commission” or “ICC”)
Staff (“Staff”) witness William R. Johnson; the Office of the Attorney General (“AG”)
witness Scott J. Rubin; and Interstate Gas Supply of Illinois, Inc. (“IGS Energy”) witness
Vincent A. Parisi. The Utilities” witnesses Joylyn C. Hoffman Malueg and Debra E.
Egelhoff will also address certain aspects of these witnesses’ testimony. Specifically, my

rebuttal testimony addresses:

1. The recommendations made by Mr. Johnson and Mr. Rubin regarding the

Utilities” proposed rate designs.

2. The recommendation made by Mr. Rubin and Mr. Johnson regarding Rider VBA,

Volume Balancing Adjustment.
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C.

The recommendations made by Mr. Parisi regarding transportation administrative

charges as well as charges described as general administrative charges.

Summary of Conclusions

Please summarize the conclusions of your rebuttal testimony.

In my rebuttal testimony, I conclude the following:

1.

The Utilities’ proposed rates arising from their proposed revenue requirements
and rate designs are appropriate, based on sound ratemaking principles and are

consistent with recent Commission orders.

Mr. Johnson’s distribution charge proposals for Service Classification (“S.C.”)
No. 1 non-heating (“NH”) customers are premised on unlikely customer usage

assumptions and related flawed bill impact analysis and should be rejected.

Mr. Johnson’s recommendation to reject the Utilities” Straight Fixed Variable
(“SFV”) rate proposals is not supported by sound analysis and should not be

considered by the Commission.

Mr. Johnson’s proposal for S.C. No. 1 heating (“HTG”) customers, especially in
conjunction with his recommendation to reject the Utilities’ SFV rate proposals, is
not in alignment with previous Commission orders on adequate fixed cost

recovery and should be rejected.

Mr. Rubin’s proposed rate design methodology for S.C. No. 1 NH customers is

problematic and should be rejected.
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6. Mr. Rubin’s proposed rate design methodology for S.C. No. 1 HTG customers is

contrary to recent Commission orders supporting increased fixed cost recovery,

does not consider the impact on most customers’ bills, and should be rejected.

7. Mr. Rubin’s recommendation to remove Rider VBA from the Utilities’ tariffs is

based upon inaccurate assumptions and disregards the Commission’s rationale for

approving the rider.

8. Rider VBA will need to be revised if there are different distribution charges for S.C.

No. 1 NH and S.C. No. 1 HTG customers.

9. Administrative charges assessed under the Utilities’ transportation programs

continue to be based on appropriate cost causation principles as previously

recognized by the Commission.

D. Itemized Attachments to Rebuttal Testimony

Are you sponsoring any attachments to your rebuttal testimony?

Yes. | am sponsoring, and have attached hereto, the following exhibits:

e NS-PGL Exhibit (“Ex.”) 32.1 North Shore Summary Comparison of Present and

e NS-PGL Ex. 32.2

e NS-PGL Ex. 32.3

Docket Nos. 12-0511, 12-0512

Proposed Rates at Direct Testimony Revenue
Requirement and Rebuttal Testimony Rate Design
Proposals.

North Shore Summary Comparison of Present and
Proposed Rates at Rebuttal Testimony Revenue
Requirement and Rebuttal Testimony Rate Design
Proposals.

Peoples Gas Summary Comparison of Present and
Proposed Rates at Direct Testimony Revenue
Requirement and Rebuttal Testimony Rate Design
Proposals.
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e NS-PGL Ex.

e NS-PGL Ex.

e NS-PGL Ex.

e NS-PGL Ex.

e NS-PGL Ex.

e NS-PGL Ex.

e NS-PGL Ex

e NS-PGL Ex

32.4

325

32.6

32.7

32.8

32.9

.32.10

L3211

Docket Nos. 12-0511, 12-0512

Peoples Gas Summary Comparison of Present and
Proposed Rates at Rebuttal Testimony Revenue
Requirement and Rebuttal Testimony Rate Design
Proposals.

North Shore Summary Comparison of Proposed
Rates for S.C. No. 1 NH and HTG. Includes North
Shore rebuttal rate designs and Staff and AG rate
designs at direct testimony and rebuttal testimony
revenue requirements.

Peoples Gas Summary Comparison of Proposed
Rates for S.C. No. 1 NH and HTG. Includes
Peoples Gas rebuttal rate designs and Staff and AG
rate designs at direct testimony and rebuttal
testimony revenue requirements.

North Shore S.C. No. 1 Base Rate NH Bill Impact
Comparisons.  Includes base rate bill impacts
arising from North Shore rebuttal rate designs and
Staff and AG rate designs at direct testimony and
rebuttal testimony revenue requirements.

Peoples Gas S.C. No. 1 Base Rate NH Bill Impact
Comparisons.  Includes base rate bill impacts
arising from Peoples Gas rebuttal rate designs and
Staff and AG rate designs at direct testimony and
rebuttal testimony revenue requirements.

North Shore S.C. No. 1 Base Rate HTG Bill Impact
Comparisons.  Includes base rate bill impacts
arising from North Shore rebuttal rate designs and
Staff and AG rate designs at direct testimony and
rebuttal testimony revenue requirements.

Peoples Gas S.C. No. 1 Base Rate HTG Bill Impact
Comparisons.  Includes base rate bill impacts
arising from Peoples Gas rebuttal rate designs and
Staff and AG rate designs at direct testimony and
rebuttal testimony revenue requirements.

North Shore Summary Determination of SFV and
Modified SFV Rates under rebuttal testimony
revenue requirement.
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e NS-PGL Ex. 32.12 Peoples Gas Summary Determination of SFV and
Modified SFV Rates under rebuttal testimony
revenue requirement.

e NS-PGL Ex. 32.13 North Shore Summary of Revenues under Present
and Proposed Rates at Rebuttal Revenue
Requirement.

e NS-PGL Ex. 32.14 Peoples Gas Summary of Revenues under Present
and Proposed Rates at Rebuttal Revenue
Requirement.

e NS-PGL Ex. 32.15 States With Natural Gas Revenue Decoupling.

e NS-PGL Ex. 32.16 States With Non-Volumetric Rate Design and
Weather Normalization.

e NS-PGL Ex. 32.17 Certificates of Publication.

RATE DESIGN AND RATE INCREASE

A. Summary

Please summarize the rate design issues addressed in the direct testimony of parties
in this proceeding.

Staff witness Mr. Johnson disagrees with certain aspects of the Utilities’ rate design
proposals for S.C. No. 1 NH and HTG customers and proposes alternative rate design
approaches. He also recommends that the Commission accept the Utilities’ rate design
proposals for North Shore’s S.C. Nos. 2 and 3 and Peoples Gas’ S.C. Nos. 2, 4 and 8.
Lastly, Mr. Johnson recommends that the Commission not approve the Utilities’ SFV rate
implementation for S.C. No. 1 NH and HTG customers and S.C. No. 2 if Rider VBA is
not in effect. However, he also recommends that if the Commission decides otherwise,
they should limit their approval to modified SFV rates not to exceed the 80% of fixed
cost recovery previously approved for Ameren Illinois Utilities’ (“Ameren”) gas rates

and Northern Illinois Gas Company (“Nicor Gas”). AG witness Mr. Rubin disagrees
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with the Utilities’ rate design proposals for S.C. No. 1 NH and HTG customers and
proposes alternative rate design approaches. Mr. Rubin does not make proposals for any
other service classifications. Mr. Rubin also recommends that the Commission remove

Rider VBA from the Utilities’ tariffs.

Based on your analysis of Mr. Johnson’s and Mr. Rubin’s proposals, are you
proposing any rate design changes in your rebuttal testimony?

Yes. My rebuttal testimony includes rebuttal rate design proposals for North Shore’s and
Peoples Gas” S.C. No. 1 NH and HTG customers. | also address alternatives for SFV
rates for S.C. Nos. 1 and 2. | am not proposing any rate design changes for the Utilities’
other service classifications. To provide apples-to-apples comparisons with the Utilities’
rebuttal rate designs and the proposals made by Mr. Johnson and Mr. Rubin, such rates
are provided assuming the Utilities’ direct testimony revenue requirements as well as the
updated revenue requirements proposed by the Utilities in the rebuttal testimony of the
Utilities” witness Sharon Moy* and reflected in each utility’s embedded cost of service
study (“ECOSS”) as addressed in the rebuttal testimony of Ms. Hoffman Malueg.
Summary comparisons of North Shore’s present and proposed rates arising from the
rebuttal rate designs assuming direct testimony and rebuttal testimony revenue
requirements are provided in NS-PGL Exs. 32.1 and 32.2, respectively. Summary
comparisons of Peoples Gas’ present and proposed rates arising from the rebuttal rate
designs assuming direct testimony and rebuttal testimony revenue requirements are

provided in NS-PGL Exs. 32.3 and 32.4, respectively.

! May be referred to interchangeably as “rebuttal testimony revenue requirement” or “rebuttal revenue

requirement”.
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B. S.C. No. 1, Small Residential Non-Heating

1. North Shore

Do you agree with Staff Witness Mr. Johnson’s rate design proposals for North
Shore’s S.C. No. 1 NH customers?

Not entirely. Mr. Johnson proposes that the customer charge for North Shore’s S.C. No.
1 NH customers recover 80% of non-storage related fixed costs and that the current two-
block distribution charge rate design be retained. While | believe that it is still
appropriate to recover all non-storage related fixed costs through the customer charge for
S.C. No. 1 NH customers, to narrow the issues in this case, | will accept Mr. Johnson’s
proposal to recover 80% of non-storage related fixed costs through the customer charge.
However, | do not agree with Mr. Johnson’s proposal to retain the current two-block
distribution charge and again recommend that a flat distribution charge be implemented

for S.C. No. 1 NH.

Why do you disagree with Mr. Johnson’s distribution charge proposal for North
Shore’s S.C. No. 1 NH customers?

Mr. Johnson asserts that retaining North Shore’s current declining two-block rate
structure would minimize the bill impacts for customers. To support his proposal, he
provides an example for a customer using 500 monthly therms, stating that such a North
Shore customer would see a bill increase of $102 under a flat distribution charge
compared to $33 under a two-block distribution charge®. However, a 500 therm monthly

usage amount is extremely unlikely for a S.C. No. 1 NH customer as about 95% of North

2 Assuming North Shore’s direct testimony revenue requirement, which is used to determine the rates

shown in NS Ex. 12.0.
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Shore’s S.C. No. 1 NH customer bills show monthly usage of 50 therms or less (per
Schedule E-8). Moreover, annually, the average S.C. No. 1 NH customer uses only 163
therms. So even on an annual basis, a S.C. No. 1 NH customer’s usage would be far less
than the 500 therm monthly amount used to support Mr. Johnson’s two-block distribution
charge proposal. As most of North Shore S.C. No. 1 NH monthly customer bills would
not exceed 50 therms, a declining two-block rate structure is not warranted and should be
replaced with a flat distribution charge as proposed by North Shore. Moreover, North
Shore’s S.C. No. 1 NH customers’ bills would be higher under a declining block rate
structure as proposed by Mr. Johnson. 1 also note that Mr. Johnson provided no rationale
for his proposal to set the second block equal to the flat distribution charge for S.C. No. 1

HTG customers.

Why would North Shore’s S.C. No. 1 NH customers’ bills be higher under a
declining block rate structure?

Mathematically, a flat distribution charge would be lower than the front block of a
declining block distribution charge. As most of North Shore’s S.C. No. 1 NH customers
use less than 50 therms, most of their usage would be billed under the front block of the
higher declining block rate structure proposed by Mr. Johnson. Therefore, as a flat
distribution charge would be lower than a front block distribution charge, most

customers’ bills will be lower.

Would any ancillary benefits arise from a flat distribution charge?
Yes. A flat distribution charge may discourage attempts by heating customers to initiate
service or to switch to service under North Shore’s S.C. No. 1 NH, which would have a

much lower customer charge.
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Do you agree with AG Witness Mr. Rubin’s proposal for North Shore’s S.C. No. 1
NH customers?

Not entirely. Mr. Rubin proposes a flat monthly charge for North Shore’s S.C. No. 1 NH
customers that would recover all fixed costs, including storage related costs that are now
recovered under Rider SSC, Storage Service Charge. While | agree that a flat monthly
charge would appropriately recover fixed costs, it should not recover storage related fixed
costs that are recovered under Rider SSC. However, for the reasons described above in
response to Mr. Johnson’s rate design proposals and the reasons described below
regarding appropriate recovery of storage costs, | believe that a customer charge which
recovers 80% of non-storage related fixed costs and a flat distribution charge is a

reasonable rate design for North Shore’s S.C. No. 1 NH customers.

Why should storage related fixed costs not be included in a flat monthly charge for
North Shore’s S.C. No. 1 NH customers as proposed by Mr. Rubin?

Mr. Rubin’s proposal does not consider the intent and mechanics of Rider SSC as well as
the costs that are recovered through the rider for North Shore. Accordingly, his proposal
is at odds with how the rider was designed and operates. Rider SSC was approved by the
Commission in Docket Nos. 11-0280/11-0281 (cons.) (“2011 Rate Case”) as part of the
Utilities” responses to Staff’s recommendation in Docket Nos. 09-0166/09-0167 (cons.)
(“2009 Rate Case”) to unbundle storage and standby services for transportation
customers. Under Rider SSC, a fixed amount of storage capacity is available for sales
and transportation customers. A Storage Banking Charge, which is applied on a per-
therm of storage capacity basis, and is applicable to transportation customers, recovers

the cost of storage capacity subscribed for by transportation customers. A Storage
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Service Charge, which is applied on a per-therm of usage basis, and is applicable to sales
customers, recovers the cost of all remaining storage. As transportation customers do not
typically subscribe for the full amount of storage capacity that is available to them, the
unsubscribed storage capacity is then available and used to serve North Shore’s sales
customers.  North Shore’s ECOSS reflects the cost of storage assuming that
transportation customers in each rate class subscribe for the amount of storage capacity
available to them, while test year Rider SSC revenues reflect test year storage capacity
elected by transportation customers and the cost of the additional storage capacity that

becomes available and is used to serve sales customers.

Is Mr. Rubin’s claim that Rider SSC recovers four times the cost of storage service
for North Shore’s S.C. No. 1 NH customers valid?

No, it is not. These customers receive the benefits of the storage for which they pay.
First, as explained above, Mr. Rubin’s proposal does not consider the intent and
mechanics of Rider SSC. Second, Mr. Rubin’s flawed analysis does not include the
production and gathering costs in the ECOSS storage costs used to establish his rates
whereas those costs are recoverable under North Shore’s Rider SSC. Mr. Rubin claims
that the ECOSS shows storage costs of $719 and Schedule E-5 shows Rider SSC
recoveries of $3,000, when, in fact, the ECOSS shows storage costs of $1,368 and
Schedule E-5 shows Rider SSC revenues of $3,000, which are rounded up from $2,544 to
the nearest thousand (as are all revenues in Schedule E-5)°. Third, as explained above,

the $1,368 reflects storage costs if all transportation customers were to subscribe for the

¥ Mr. Rubin did not include Production and Gathering costs of $649 as shown in NS Ex. 13.7, page 1 line 5,

column C that are recoverable through Rider SSC for North Shore. Non-rounded Rider SSC revenues are $2,544 as
shown in NS Ex. 12.3, page 2 column E, line 1.

Docket Nos. 12-0511, 12-0512 Page 10 of 45 NS-PGL EXx. 32.0



242

243

244

245

246

247

248

249

250

251

252

253

254

255

256

257

258

259

260

261

262

263

264

full amount of storage capacity available to them. As test year transportation storage
capacity is not fully subscribed (as has been characteristic for transportation customers),
the additional storage capacity is reallocated to all sales customers per the provisions of
Rider SSC. Accordingly, Rider SSC revenues of $3,000 reflect the costs related to the
additional storage capacity that is available and used to provide service to S.C. No. 1 NH
sales customers. The reallocation of storage costs under the initial direct testimony
revenue requirement is reflected in the allocation of North Shore’s rate increase shown in
NS Ex. 12.3, page 2, line 1, columns D and E. Column D reflects the $1,368 shown in
the ECOSS while Column E is consistent with the non-rounded Rider SSC revenues of
$2,544 rounded to $3,000 as discussed above. It is clear that, contrary to Mr. Rubin’s
claims, there is no over-recovery of costs. Simply put, Rider SSC revenues are higher
than the ECOSS storage costs as they reflect the cost associated with the additional
storage capacity that will be reallocated to serve all sales customers, including S.C. No. 1

NH sales customers.

Is Mr. Rubin’s proposal to recover storage costs for S.C. No. 1 NH through a flat
monthly charge problematic for Rider SSC and equitable cost recovery?

Yes. Rider SSC was designed to recover the cost of storage on a uniform per-therm of
capacity basis from transportation customers and on a uniform per-therm of usage basis
from sales customers, with an annual reconciliation of revenues and costs. If storage
costs were to be recovered separately through a flat charge for S.C. No. 1 NH customers,
the resulting embedded storage rate and costs would not be aligned with the storage
capacity that is reallocated annually to provide service to S.C. No. 1 NH customers, with

such costs being shifted to and subsidized by sales customers in other rate classes or with
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S.C. No. 1 NH sales customers subsidizing sales customers in other rate classes.
Consequently, revenues for each rate class would not match the storage service provided.
In addition, Rider SSC and the computations in the rider would need to be revised to
carve out S.C. No. 1 NH storage costs from the costs that are used to determine Rider
SSC charges, thereby creating an imbalance that is not consistent with the rider’s intent
under the unbundling proposal that was supported by Staff and approved by the

Commission in the 2011 Rate Case.

Please comment on Mr. Rubin’s opinion that North Shore’s S.C. No. 1 NH rates
recover more than the cost to serve due to what he calls the Utilities’ ill-advised
move toward SFV rates and the Commission’s unfortunate adoption of that
position.

Mr. Rubin’s opinion is premised on his misplaced belief that S.C. No. 1 NH customers
are paying more than their cost of service. The Utilities” witness Ms. Hoffman Malueg
addresses this from a cost of service perspective. However, | note that the Utilities made
proposals to bifurcate S.C. No. 1 into non-heating and heating classes in Docket Nos. 07-
0241/07-0242 (cons.) as they moved to increase fixed cost recovery as encouraged and
supported by the Commission. However, the AG witness in that proceeding opposed any
such bifurcation, and the Commission did not approve the Utilities” proposals. Lacking
support for S.C. No. 1 bifurcation, but having support from the Commission for
increasing fixed cost recovery through fixed charges, the Utilities’ proposals in
subsequent rate proceedings included increased recovery of fixed costs through fixed

customer charges for a non-bifurcated S.C. No. 1.
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Please describe North Shore’s rebuttal rate design proposal for S.C. No. 1 NH
customers.

Under North Shore’s rebuttal rate design proposal, 80% of non-storage related fixed costs
would be recovered through the customer charge, with all remaining costs being
recovered through a flat distribution charge. Assuming North Shore’s initial direct
testimony revenue requirement, the monthly customer charge would be $14.48 and the
distribution charge would be 26.714 cents per therm as shown on NS-PGL Ex. 32.1.
Assuming the updated rebuttal testimony revenue requirement, the monthly customer
charge would be $14.19 and the distribution charge would be 26.221 cents per therm as
shown on NS-PGL Ex. 32.2. NS-PGL Ex. 32.5 provides a summary of North Shore’s
rebuttal rate design proposal for S.C. No. 1 NH customers as well as Mr. Johnson’s and
Mr. Rubin’s proposals assuming North Shore’s initial direct testimony and updated
rebuttal testimony revenue requirements. The exhibit shows two sets of rates for Mr.
Johnson under the direct testimony revenue requirement as the rates proposed in his
direct testimony were derived from rounded revenues rather than the non-rounded
ECOSS revenue requirement and inadvertently included storage-related costs, resulting in
imprecise rates. Accordingly, column B shows rates proposed in Mr. Johnson’s direct
testimony and column C shows Mr. Johnson’s proposed rates at the direct testimony
revenue requirement corrected for the matters described above. The exhibit also shows
two sets of rates for Mr. Rubin at the direct testimony revenue requirement as storage
costs were removed to provide the apples-to-apples bill impact comparisons discussed
below. Column D shows the rates proposed in Mr. Rubin’s direct testimony, including

storage costs recovered under Rider SSC. Column E shows the rates proposed in Mr.
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Rubin’s testimony excluding storage costs recovered under Rider SSC. Columns H
through J present Mr. Johnson’s and Mr. Rubin’s rates at the proposed rebuttal revenue
requirement, assuming Mr. Johnson’s and Mr. Rubin’s rate design proposals, with

column J being adjusted for the treatment of storage costs.

Would North Shore’s direct or rebuttal rate design proposals for S.C. No. 1 NH lead
to the large bill impacts claimed by Mr. Johnson?

No. A flat distribution charge would not result in the large bill impacts claimed by Mr.
Johnson. In fact, as a flat distribution charge would be lower than the front block of a
declining two-block distribution charge proposed by Mr. Johnson, most customer bills
would be lower under North Shore’s flat distribution charge proposal. Also, as discussed
above, Mr. Johnson’s claim is premised on an unlikely 500 therm monthly bill for a S.C.
No. 1 NH customer. NS-PGL Ex. 32.7, pages 1 and 2 shows the base rate bill impacts
(excluding storage) for an average S.C. No. 1 NH customer under North Shore’s rebuttal
rate design proposal assuming initial direct testimony and updated rebuttal testimony
revenue requirements, respectively. The exhibit also shows the base rate bill impacts
(excluding storage) that would arise from Mr. Johnson’s and Mr. Rubin’s proposals
assuming those same revenue requirements. To provide apples-to-apples comparisons,
the bill impacts shown for Mr. Johnson’s and Mr. Rubin’s proposals reflect the corrected
and adjusted rates discussed above. Page 1 shows North Shore’s rebuttal rate design
proposal results in an annual bill that is $9.87 lower than Mr. Johnson’s and nearly equal
to Mr. Rubin’s assuming the direct testimony revenue requirement. Similarly, Page 2
shows that North Shore’s rebuttal rate design proposal results in an annual bill that is

$9.44 lower than Mr. Johnson’s and nearly equal to Mr. Rubin’s assuming the rebuttal
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testimony revenue requirement. As discussed, North Shore’s proposal for S.C. No. 1 NH
customers results in lower customer bills than Mr. Johnson’s proposal due to North
Shore’s proposed flat distribution charge. North Shore’s proposal for S.C. No. 1 NH
customers shows bills equivalent with Mr. Rubin’s proposal due to increased fixed-cost
recovery for both proposals through the customer charge. These comparisons show that
North Shore’s rebuttal rate design proposal for an average S.C. No. 1 NH customer is

more favorable than Mr. Johnson’s proposal.

Is North Shore still proposing that a SFV rate for S.C. No. 1 NH customers be
implemented if Rider VBA is no longer in effect?

Yes. North Shore believes, for the reasons stated in my direct testimony, that a SFV rate
recovering 100% of fixed costs is the most appropriate fixed cost recovery alternative
absent the full decoupling approved under Rider VBA. However, if Rider VBA is not in
effect, North Shore proposes that, at minimum, a modified SFV rate recovering 80% of
non-storage related fixed costs along with a flat distribution charge, be implemented.
NS-PGL Ex. 32.11, column B, reflects SFV and modified SFV rates for North Shore’s

S.C. No. 1 NH customers assuming the rebuttal testimony revenue requirement.

2. Peoples Gas

Do you agree with Staff Witness Mr. Johnson’s rate design proposals for Peoples
Gas’ S.C. No. 1 NH customers?

Not entirely. As described above for North Shore’s S.C. No. 1 NH rates and to narrow
the issues in this case, | will accept Mr. Johnson’s proposal to recover 80% of non-

storage related fixed costs through the customer charge. However, | do not agree with
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Mr. Johnson’s proposal to retain the current two-block distribution charge and again

recommend that a flat distribution charge be implemented for S.C. No. 1 NH.

Why do you disagree with Mr. Johnson’s distribution charge proposal for Peoples
Gas’ S.C. No. 1 NH customers?

As described above for North Shore, he provides an example for a customer using 500
monthly therms, stating that such a Peoples Gas customer would see a bill increase of
$131 under a flat distribution charge compared to $27 under a two-block distribution
charge®. However, a 500 therm monthly usage amount is extremely unlikely for a S.C.
No. 1 NH customer as about 96% of Peoples Gas’ S.C. No. 1 NH customer bills show
monthly usage of 30 therms or less (per Schedule E-8). Moreover, annually, the average
S.C. No. 1 NH customer uses only 93 therms. So even on an annual basis, a S.C. No. 1
NH customer’s usage would be far less than the 500 therm monthly amount used to
support Mr. Johnson’s two-block distribution charge proposal. As most, Peoples Gas
S.C. No. 1 NH monthly customer bills would not exceed 30 therms, a declining two-
block rate structure is not warranted and should be replaced with a flat distribution charge
as proposed by Peoples Gas. Moreover, Peoples Gas’ S.C. No. 1 NH customers’ bills
would be higher under a declining block rate structure as proposed by Mr. Johnson. |
also note that Mr. Johnson provided no rationale for his proposal to set the second block

equal to the flat distribution charge for S.C. No. 1 HTG customers.

Why would Peoples Gas’ S.C. No. 1 NH customers’ bills be higher under a declining

block rate structure?

* Assuming Peoples Gas’ direct testimony revenue requirements, which are used to determine the rates

shown in PGL Ex. 12.0.
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The reasons described above in connection with North Shore’s S.C. No. 1 NH rates apply
to Peoples Gas, but with most of Peoples Gas’ S.C. No. 1 NH customers using less than

30 monthly therms.

Would any ancillary benefits arise from a flat distribution charge?
Yes. A flat distribution charge may discourage attempts by heating customers to initiate
service or switch to service under Peoples Gas’ S.C. No. NH, which would have a much

lower customer charge.

Do you agree with AG Witness Mr. Rubin’s proposal for Peoples Gas’ S.C. No. 1
NH customers?

Not entirely and my reasons are the same as | provided for North Shore.

Why should storage related fixed costs not be included in a flat monthly charge for
Peoples Gas’ S.C. No. 1 NH customers as proposed by Mr. Rubin?
Storage related fixed costs should not be recovered through a flat monthly charge for

Peoples Gas S.C. No. 1 NH customers for the same reasons described for North Shore.

Is Mr. Rubin’s claim that Rider SSC recovers 80% more than the cost of storage
service for Peoples Gas’ S.C. No. 1 NH customers valid?

No, it is not, and the reasons described above for North Shore apply to his Peoples Gas
analysis. These customers receive the benefits of the storage for which they pay. First,
as explained above, Mr. Rubin’s proposal does not consider the intent and mechanics of
Rider SSC. Second, the ECOSS storage amount of $206,268 reflects storage costs if all
transportation customers were to subscribe for the full amount of storage capacity

available to them. As test year transportation storage capacity is not fully subscribed (as
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has been characteristic for transportation customers), the additional storage capacity is
reallocated to all sales customers per the provisions of Rider SSC. Accordingly, Rider
SSC revenues of $375,000 reflect the costs related to the additional storage capacity that
is available and used to provide service to S.C. No. 1 NH sales customers. The
reallocation of storage costs under the initial direct testimony revenue requirement is
reflected in the allocation of Peoples Gas’ rate increase shown in PGL Ex. 12.3, page 2,
line 1, columns D and E. Column D reflects the $206,269° shown in the ECOSS while
Column E is consistent with the non-rounded Rider SSC revenues of $374,876 rounded.
It is clear that, contrary to Mr. Rubin’s claims, there is no over-recovery of costs. Again,
Rider SSC revenues are higher than the ECOSS storage costs as they reflect the cost
associated with the additional storage capacity that will be reallocated to serve sales

customers, including S.C. No. 1 NH sales customers.

Is Mr. Rubin’s proposal to recover storage costs for S.C. No. 1 NH through a flat
monthly charge problematic for Rider SSC and equitable cost recovery?

Yes, for the same reasons described above for North Shore.

Do you have any comments on Mr. Rubin’s opinion that Peoples Gas’ S.C. No. 1 NH
rates recover more than the cost to serve due to what he calls the Utilities’ ill-
advised move toward SFV rates and the Commission’s unfortunate adoption of that
position.

My comments would be the same as those expressed above for North Shore.

® Non-rounded Rider SSC revenues are $374,876 as shown in PGL Ex. 12.3, page 2, column E, line 1.

® There is a $1.00 rounding difference.
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Please describe Peoples Gas’ rebuttal rate design proposal for S.C. No. 1 NH
customers.

Under Peoples Gas’ rebuttal rate design proposal, 80% of non-storage related fixed costs
would be recovered through the customer charge, with all remaining costs being
recovered through a flat distribution charge. Assuming Peoples Gas’ initial direct
testimony revenue requirement, the monthly customer charge would be $13.60 and the
distribution charge would be 44.298 cents per therm as shown on NS-PGL Ex. 32.3.
Assuming the updated rebuttal testimony revenue requirement, the monthly customer
charge would be $13.92 and the distribution charge would be 45.309 cents per therm as
shown on NS-PGL Ex. 32.4. NS-PGL Ex. 32.6 provides a summary of Peoples Gas’
rebuttal rate design proposal for S.C. No. 1 NH customer as well as Mr. Johnson’s and
Mr. Rubin’s proposals assuming Peoples Gas’ initial direct testimony and updated
rebuttal testimony revenue requirements. The rates in the exhibit reflect the same
corrections and adjustments to Mr. Johnson’s and Mr. Rubin’s rates described for NS-

PGL Ex. 32.5.

Would Peoples Gas’ direct or rebuttal rate design proposals for S.C. No. 1 NH lead
to the large bill impacts claimed by Mr. Johnson?

No, for the same reasons described for North Shore. NS-PGL Ex. 32.8, pages 1 and 2,
shows the base rate bill impacts (excluding storage) for an average S.C. No. 1 NH
customer under Peoples Gas’ rebuttal rate design proposal assuming initial direct
testimony and updated rebuttal testimony revenue requirements, respectively. The
exhibit also shows the base rate bill impacts (excluding storage) that would arise from

Mr. Johnson’s and Mr. Rubin’s proposals assuming those same revenue requirements.
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To provide apples-to-apples comparisons, the bill impacts shown for Mr. Johnson’s and
Mr. Rubin’s proposals reflect the corrected and adjusted rates discussed above. Page 1
shows Peoples Gas’ rebuttal rate design proposal results in an annual bill that is $5.40
lower than Mr. Johnson’s and nearly equal to Mr. Rubin’s assuming the direct testimony
revenue requirement. Similarly, Page 2 shows that Peoples Gas’ rebuttal rate design
proposal results in an annual bill that is $5.42 lower than Mr. Johnson’s and nearly equal
to Mr. Rubin’s assuming the rebuttal testimony revenue requirement. As discussed,
Peoples Gas’ proposal for S.C. No. 1 NH customers results in lower customer bills than
Mr. Johnson’s proposal due to Peoples Gas’ proposed flat distribution charge. Peoples
Gas’ proposal for S.C. No. 1 NH customers shows bills equivalent with Mr. Rubin’s
proposal due to increased fixed-cost recovery for both proposals through the customer
charge. These comparisons show that Peoples Gas’ rebuttal rate design proposal for an

average S.C. No. 1 NH customer is more favorable than Mr. Johnson’s proposal.

Is Peoples Gas still proposing that a SFV rate for S.C. No. 1 NH customers go into
effect if Rider VBA is no longer in effect?

Yes, for the same reasons described for North Shore and as explained in my direct
testimony. NS-PGL Ex. 32.12, column B, reflects SFV and modified SFV rates for
Peoples Gas’ S.C. No. 1 NH customers assuming the rebuttal testimony revenue

requirement.

C. S.C. No. 1, Small Residential Heating

1. North Shore
Do you agree with Mr. Johnson’s rate design proposal for North Shore’s S.C. No. 1

HTG customers?

Docket Nos. 12-0511, 12-0512 Page 20 of 45 NS-PGL EXx. 32.0



464

465

466

467

468

469

470

471

472

473

474

475

476

477

478

479

480

481

482

483

484

485

486

No. Mr. Johnson’s proposal for North Shore’s S.C. No. 1 HTG customers recovers all
customer-related fixed costs through the customer charge, but excludes recovery of the
portion of non-storage related demand costs. His proposal would be somewhat
reasonable had he recommended that the Commission approve North Shore’s SFV rate
which would go into effect if Rider VBA is not in effect. As Mr. Johnson’s rate design
proposal in conjunction with his recommendation against an SFV rate would impede
North Shore’s movement toward greater fixed cost recovery as supported by the
Commission, | will offer a rebuttal rate design proposal that considers those factors as
well as the Commission’s recent orders supporting full decoupling and increased fixed

cost recovery at 80% of fixed costs.

How does Mr. Johnson’s proposal and recommendation for S.C. No. 1 HTG
customers impede North Shore’s movement toward increased fixed cost recovery?

Mr. Johnson’s proposal sets fixed cost recovery through fixed charges for North Shore’s
S.C. No. 1 HTG customers at 68%. Mr. Johnson also opposes North Shore’s proposal
that SFV rates be implemented if Rider VBA is not in effect. Approval of Mr. Johnson’s
proposals would set fixed cost recovery at a level far below the 80% level approved by
the Commission for Ameren and Nicor Gas, but without a remedy for maintaining

appropriate fixed cost recovery in the absence of Rider VBA.

Do you agree with Mr. Rubin’s proposal for North Shore’s S.C. No. 1 HTG
customers?

No. Mr. Rubin’s proposal for North Shore’s S.C. No. 1 HTG customers reduces the
percentage of fixed costs recovered through the customer charge and retains the current

declining two-block distribution charge rate structure with a significant increase in the
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end-block distribution charge. More specifically, assuming North Shore’s initial direct
testimony revenue requirement, Mr. Rubin’s proposal recovers about 60% of fixed costs
through the customer charge and increases the end-block distribution charge about 108%

over present rates.

Is Mr. Rubin’s proposal for North Shore’s S.C. No. 1 HTG consistent with the
Commission’s recent decisions endorsing increased fixed cost recovery?

No. Mr. Rubin proposes that only a portion of customer-related fixed costs be recovered
through the customer charge, thereby reducing fixed cost recovery below the 67%
currently recovered under North Shore’s present rates. As Mr. Rubin’s proposal reduces
the level of fixed cost recovery, it is clearly not aligned with recent Commission

decisions endorsing increased fixed cost recovery.

Mr. Rubin claims that his proposed 108% increase in the end block distribution
charge for North Shore’s S.C. No. 1 HTG customers will not have a dramatic effect
on most customers’ bills. Do you agree?

No. North Shore’s Schedule E-8 shows that about 58% of S.C. No. 1 HTG customers’
bills exceed the 50 therm front block limit. Accordingly, under Mr. Rubin’s proposal,
about 58% of North Shore’s S.C. No. 1 HTG customers’ bills will experience a 108%
increase for each therm of gas usage above 50 therms. While this may not seem dramatic
to Mr. Rubin, this level of increase could present a burden for customers, especially
during the winter period when gas usage and gas prices tend to be the highest. It could
also present a burden for certain low-income and elderly customers who use gas at higher

levels.
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Mr. Rubin provides housing data to support his claim that North Shore’s S.C. No. 1
HTG class is not homogeneous and that demand costs should not be recovered on a
per customer basis. Do you agree with his conclusions?

No. Mr. Rubin equates home square footage homogeneity with usage homogeneity and
assumes that larger homes, in all cases, use more gas than smaller dwellings. However,
many factors affect customers’ gas usage such as the energy efficiencies of the dwelling
and its appliances, the number of people in the household, the ages of household
members, individual comfort preferences and employment status, among others. As
stated above, certain low-income and elderly customers may use gas at higher levels.
However, low-income and elderly customers may not necessarily live in the largest

homes.

Please describe North Shore’s rebuttal rate design proposal for S.C. No. 1 HTG
customers.

Under North Shore’s rebuttal rate design proposal, 80% of non-storage related fixed costs
would be recovered through the customer charge with all remaining non-storage costs
being recovered through a flat distribution charge. Assuming North Shore’s initial direct
testimony revenue requirement, the monthly customer charge would be $28.83 and the
distribution charge would be 6.699 cents per therm as shown on NS-PGL Ex. 32.1.
Assuming the updated rebuttal testimony revenue requirement, the monthly customer
charge would be $29.56 and the distribution charge would be 6.866 cents per therm as
shown on NS-PGL Ex. 32.2. NS-PGL Ex. 32.5 provides a summary of North Shore’s
rebuttal rate design proposal for S.C. No. 1 HTG customers as well as Mr. Johnson’s and

Mr. Rubin’s proposals assuming North Shore’s initial direct testimony and updated
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rebuttal testimony revenue requirements. The exhibit shows two sets of rates for Mr.
Rubin at the direct testimony revenue requirement as storage costs were removed to
provide apples-to-apples bill impact comparisons. Column D shows the rates proposed in
Mr. Rubin’s direct testimony, including production and gathering costs recovered under
Rider SSC. Column E shows the rates proposed in Mr. Rubin’s testimony excluding
production and gathering costs recovered under Rider SSC. Columns H through J present
Mr. Johnson’s and Mr. Rubin’s rates at the proposed rebuttal revenue requirement,
assuming Mr. Johnson’s and Mr. Rubin’s rate design proposals, with column J being

adjusted for the treatment of storage costs.

Please describe the bill impacts arising from North Shore’s, Mr. Johnson’s and Mr.
Rubin’s rate design proposals for S.C. No. 1 HTG.

NS-PGL Ex. 32.9, pages 1 and 2 shows the bill impacts for an average S.C. No. 1 HTG
customer under North Shore’s rebuttal rate design proposal assuming initial direct
testimony and updated rebuttal testimony revenue requirements, respectively. The
exhibit also shows the base rate bill impacts (excluding storage) that would arise from
Mr. Johnson’s and Mr. Rubin’s proposals assuming those same revenue requirements
including the adjustments for Mr. Rubin noted above. NS-PGL EXx. 32.9, page 1 shows
North Shore’s rebuttal rate design proposal results in an annual bill that is $5.09 lower
than Mr. Rubin’s and nearly equal to Mr. Johnson’s assuming the direct testimony
revenue requirement. Similarly, Page 2 shows that North Shore’s rebuttal rate design
proposal results in an annual bill that is $5.48 lower than Mr. Rubin’s and nearly equal to
Mr. Johnson’s assuming the rebuttal testimony revenue requirement. North Shore’s

proposal for S.C. No. 1 HTG customers shows annual bills that are equivalent with Mr.
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Johnson’s, but monthly bills that are lower during the winter when gas prices and
customers’ usage tend to be the highest. North Shore’s proposal for S.C. No. 1 HTG
customers shows annual bills that are lower than Mr. Rubin’s as well as monthly bills that
are lower during the winter when gas prices and customers’ usage tend to be the highest.
These comparisons show that North Shore’s rebuttal rate design proposal for an average
S.C. No. 1 HTG customer is more favorable than both Mr. Johnson’s and Mr. Rubin’s

proposals.

Is North Shore still proposing that a SFV rate for S.C. No. 1 HTG customers go into
effect if Rider VBA is no longer in effect?

Yes, for the reasons described for S.C. No. 1 NH. NS-PGL Ex. 32.11, column C, reflects
SFV and modified SFV rates for North Shore’s S.C. No. 1 HTG customers assuming the

rebuttal testimony revenue requirement.

2. Peoples Gas

Do you agree with Mr. Johnson’s rate design proposal for Peoples Gas’ S.C. No. 1
HTG customers?

No, and my concerns mirror those described above for North Shore. As Mr. Johnson’s
proposal in conjunction with his recommendation against an SFV rate would impede
Peoples Gas’ movement toward greater fixed cost recovery as supported by the
Commission, | will offer a rebuttal rate design proposal that considers those factors as
well as the Commission’s recent orders supporting full decoupling and increased fixed

cost recovery at 80% of fixed costs.
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How does Mr. Johnson’s proposal and recommendation for S.C. No. 1 HTG
customers impede Peoples Gas’” movement toward increased fixed cost recovery?

Mr. Johnson’s proposal sets fixed cost recovery through fixed charges for Peoples Gas’
S.C. No. 1 HTG customers at 61%. Mr. Johnson also opposes Peoples Gas’ proposal that
SFV rates be implemented if Rider VBA is not in effect. Approval of Mr. Johnson’s
proposals would set fixed cost recovery at a level far below the 80% level approved by
the Commission for Ameren and Nicor Gas, but without a remedy for maintaining

appropriate fixed cost recovery in the absence of Rider VBA.]

Do you agree with Mr. Rubin’s proposal for Peoples Gas’ S.C. No. 1 HTG
customers?

No. Mr. Rubin’s proposal for Peoples Gas’ S.C. No. 1 HTG customers reduces the
percentage of fixed costs recovered through the customer charge and retains the current
declining two-block distribution charge rate structure with a significant increase in the
end-block distribution charge. More specifically, assuming Peoples Gas’ initial direct
testimony revenue requirement, Mr. Rubin’s proposal recovers about 53% of fixed costs
through the customer charge and increases the end-block distribution charge about 45%

over present rates.

Is Mr. Rubin’s proposal for Peoples Gas’ S.C. No. 1 HTG consistent with the
Commission’s recent decisions endorsing increased fixed cost recovery?

No. Mr. Rubin proposes that only a portion of customer-related fixed costs be recovered
through the customer charge, thereby reducing fixed cost recovery below the 54%

currently recovered under Peoples Gas’ present rates. As Mr. Rubin’s proposal reduces
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the level of fixed cost recovery, it is clearly not aligned with recent Commission

decisions endorsing increased fixed cost recovery.

Mr. Rubin claims that his proposed 45% increase in the end block distribution
charge for Peoples Gas” S.C. No. 1 HTG customers will not have a dramatic effect
on most customers’ bills. Do you agree?

No. Peoples Gas’ Schedule E-8 shows that about 52% of S.C. No. 1 HTG customers’
bills exceed the 50 therm front block limit. Accordingly, under Mr. Rubin’s proposal,
about 52% of Peoples Gas’ S.C. No. 1 HTG customers’ bills will experience a 45%
increase for each therm of gas usage above 50 therms. While this may not seem dramatic
to Mr. Rubin, this level of increase could present a burden for customers, especially
during the winter period when gas usage and gas prices tend to be the highest. It could
also present a burden for low-income and elderly customers who may use gas at higher

levels.

Mr. Rubin provides housing data to support his claim that Peoples Gas’ S.C. No. 1
HTG class is not homogeneous and that demand costs should not be recovered on a
per customer basis. Do you agree with his conclusions?

No, for the same reasons given for North Shore.

Please describe Peoples Gas’ rebuttal rate design proposal for S.C. No. 1 HTG
customers.

Under Peoples Gas’ rebuttal rate design proposal, 80% of non-storage related fixed costs
would be recovered through the customer charge with all remaining non-storage related

costs being recovered through a flat distribution charge. Assuming Peoples Gas’ initial
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direct testimony revenue requirement, the monthly customer charge would be $35.75 and
the distribution charge would be 10.054 cents per therm as shown on NS-PGL Ex. 32.3.
Assuming the updated rebuttal testimony revenue requirement, the monthly customer
charge would be $37.58 and the distribution charge would be 10.566 cents per therm as
shown on NS-PGL Ex. 32.4. NS-PGL Ex. 32.6 provides a summary of Peoples Gas’
rebuttal rate design proposal for S.C. No. 1 HTG customers as well as Mr. Johnson’s and
Mr. Rubin’s proposals assuming Peoples Gas’ initial direct testimony and updated

rebuttal testimony revenue requirements.

Please describe the bill impacts arising from Peoples Gas’, Mr. Johnson’s and Mr.
Rubin’s rate design proposals for S.C. No. 1 HTG.

NS-PGL Ex. 32.10, pages 1 and 2, shows the base rate bill impacts (excluding storage)
for an average S.C. No. 1 HTG customer under Peoples Gas’ rebuttal rate design
proposal assuming initial direct testimony and updated rebuttal testimony revenue
requirements, respectively. The exhibit also shows the bill impacts that would arise from
Mr. Johnson’s and Mr. Rubin’s proposals assuming those same revenue requirements.
Page 1 shows Peoples Gas’ rebuttal rate design proposal results in an annual bill that is
$6.11 lower than Mr. Rubin’s and nearly equal to Mr. Johnson’s assuming the direct
testimony revenue requirement. Similarly, Page 2 shows that Peoples Gas’ rebuttal rate
design proposal results in an annual bill that is $6.46 lower than Mr. Rubin’s and nearly
equal to Mr. Johnson’s assuming the rebuttal testimony revenue requirement. Peoples
Gas’ proposal for S.C. No. 1 HTG customers show annual bills that are equivalent with
Mr. Johnson’s, but monthly bills that are lower during the winter when gas prices and

customers’ usage tend to be the highest. Peoples Gas’ proposal for S.C. No. 1 HTG
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customers shows annual bills that are lower than Mr. Rubin’s as well as monthly bills that
are lower during the winter when gas prices and customers’ usage tend to be the highest.
These comparisons show that Peoples Gas’ rebuttal rate design proposal for an average
S.C. No. 1 HTG customer is more favorable than both Mr. Johnson’s and Mr. Rubin’s

proposals.

Is Peoples Gas still proposing that a SFV rate for S.C. No. 1 HTG customers go into
effect if Rider VBA is no longer in effect?

Yes, for the reasons | described for North Shore. NS-PGL Ex. 32.12, column C, reflects
SFV and modified SFV rates for Peoples Gas’ S.C. No. 1 HTG customers assuming the

rebuttal testimony revenue requirement.

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

Are you making any rebuttal rate design proposals for North Shore or Peoples Gas’
S.C. No. 2?

As North Shore’s and Peoples Gas’ direct testimony rate design proposals are
uncontested, I am not proposing any changes. However, due to continued concerns about
Rider VBA, the Utilities retain their proposals to implement SFV rates if Rider VBA is
no longer in effect. As discussed above, the Utilities believe that a SFV rate recovering
100% of non-storage related fixed costs is the most appropriate fixed cost recovery
alternative absent the full decoupling approved under Rider VBA. However, if Rider
VBA is not in effect, the Utilities propose that, at minimum, modified SFV rates
recovering 80% of non-storage related fixed costs, along with a flat distribution charge

for each meter type be implemented. NS-PGL Exs. 32.11 and 32.12 , columns D through
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F, reflect SFV and modified SFV rates for North Shore’s and Peoples Gas’ S.C. No. 2

customers, respectively, assuming the rebuttal testimony revenue requirement.

What are the rates for North Shore’s S.C. No. 2 under the updated rebuttal revenue
requirement?

North Shore’s customer charges for meter classes 1, 2 and 3 would be $28.42, $84.47 and
$235.77, respectively, under the updated rebuttal revenue requirement. North Shore’s
distribution charges would be 7.172 cents per therm for the front block (0-100 therms),
6.520 cents per therm for the second block (next 2,900 therms) and 5.232 cents per therm
for the third block (all therms over 3,000) under the updated rebuttal revenue requirement

as shown on NS-PGL Ex. 32.2.

What are the rates for Peoples Gas’ S.C. No. 2 under the updated rebuttal revenue
requirement?

Peoples Gas’ customer charges for meter classes 1, 2 and 3 would be $38.31, $128.66
and $329.32, respectively, under the updated rebuttal revenue requirement. Peoples Gas’
distribution charges would be 16.652 cents per therm for the front block (0-100 therms),
13.987 cents per therm for the second block (next 4,900 therms) and 9.817 cents per
therm for the third block (all therms over 5,000) under the updated rebuttal revenue

requirement as shown on NS-PGL Ex. 32.4.

Do you agree with Mr. Johnson’s recommendation that the Utilities examine the
number of blocks and the block size for S.C. No. 2 in the Utilities’ next rate case

filings?
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Yes. However, | note that if the Commission approves the Utilities’ SFV or modified

SFV proposals, an examination would not be necessary.

E. Large Volume Demand Service

What are the rates for North Shore’s S.C. No. 3, Large Volume Demand Service,
under the updated rebuttal revenue requirement?

Under North Shore’s updated rebuttal revenue requirement, the customer charge for S.C.
No. 3 would be $616.00. The demand charge would be 59.621 cents per demand therm
and the distribution charge would be 1.952 cents per therm of usage as shown on NS-

PGL Ex. 32.2.

What are the rates for Peoples Gas’ S.C. No. 4, Large Volume Demand Service,
under the updated rebuttal revenue requirement?

Under Peoples Gas’ updated rebuttal revenue requirement, the customer charge for S.C.
No. 4 would be $716.00. The demand charge would be 83.259 cents per demand therm
and the distribution charge would be 5.215 cents per therm of usage as shown on NS-

PGL Ex. 32.4.

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

What are the rates for Peoples Gas’ S.C. No. 8, Compressed Natural Gas Service,
under the updated rebuttal revenue requirement?

Under Peoples Gas’ updated rebuttal revenue requirement, the customer charge for S.C.
No. 8 would be $136.00. The distribution charge would be 16.697 cents per therm as

shown on NS-PGL Ex. 32.4.
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G. Rider SSC, Storage Service Charge

What are the rates for North Shore’s Rider SSC Storage Banking Charge and
Storage Service Charge under the rebuttal revenue requirement?

Under North Shore’s rebuttal revenue requirement, the Rider SSC Storage Banking
Charge would be 0.10 cents per therm of storage capacity for transportation customers
and the Storage Service Charge would be 0.928 cents per therm of usage for sales

customers as shown on NS-PGL Ex. 32.2.

What are the rates for Peoples Gas’ Rider SSC Storage Banking Charge and
Storage Service Charge under the rebuttal revenue requirement?

Under Peoples Gas’ rebuttal revenue requirement, the Rider SSC Storage Banking
Charge would be 0.54 cents per therm of storage capacity for transportation customers
and the Storage Service Charge would be 4.035 cents per therm of usage for sales

customers as shown on NS-PGL Ex. 32.4.

H. Summary of Rate Increase

Please summarize the increase in base rate revenues arising from North Shore’s
rebuttal revenue requirement and its rebuttal rate design proposals for S.C. No. 1
NH and HTG customers and for S.C. Nos. 2 and 3.

North Shore’s proposals for S.C. No. 1 NH and HTG customers and S.C. Nos. 2 and 3
will result in a base rate increase of about $11.5 million as shown on NS-PGL Ex. 32.13,

column M, line 24.

Please summarize the increase in revenues that will arise from North Shore’s

miscellaneous and other charges.
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North Shore will experience an increase in miscellaneous and other revenues of about
$46,000 as shown on NS-PGL Ex. 32.13, column M, line 25. This includes about
$10,000 in accounting charge revenues and about $36,000 in late payment charge
revenues. North Shore’s total increase including base rate and other revenues is about

$11.6 million as shown on column M, line 26.

Please summarize the increase in base rate revenues arising from Peoples Gas’
rebuttal revenue requirement and its rebuttal rate design proposals for S.C. No. 1
NH and HTG customers and for S.C. Nos. 2, 4, and 8.

Peoples Gas’ proposals for S.C. No. 1 NH and HTG customers and S.C. Nos. 2, 4, and 8
will result in a base rate increase of about $106.1 million as shown on NS-PGL Ex.

32.14, column M, line 24.

Please summarize the increase in 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
$885,000 as shown on NS-PGL Ex. 32.14, column M, line 25. This includes about
$255,000 in accounting charge revenues and about $630,000 in late payment charge
revenues. Peoples Gas’ total increase including base rate and other revenues is about

$106.9 million as shown on column M, line 26.

l. Setting Compliance Rates for a Different Revenue Requirement

How should compliance rates be adjusted to recover revenue requirements that

differ from the Utilities’ proposed revenue requirements?
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For any of the Utilities’ rate design proposals that are approved by the Commission, such
rates should be set according to the methodology described and reflected in the Utilities’
supporting testimony, exhibits and workpapers. Mr. Johnson proposes that an equal cents
per therm methodology be used to set distribution charges for those rate classes that have
more than one distribution block. For S.C. No. 1 NH and HTG customers, his proposal
would work for setting distribution charges only if the Commission approves Mr.
Johnson’s rate design proposals. Also, although Mr. Johnson’s proposal may be
workable for setting distribution charges for the Utilities’ S.C. No. 2 rate classes if those
rate design proposals remain uncontested, | believe that using the methodology described
and used in the Utilities” supporting testimony, exhibits and workpapers would provide a
simpler foundation and more accurate results. Mr. Johnson makes no proposals for the
Utilities’ other service classifications. Mr. Rubin proposes that all rates for S.C. No. 1
NH and HTG customers be set using his procedures reflected in AG Exhibits 3.08 and
3.10.  However, Mr. Rubin’s proposal would work for setting such rates only if the
Commission approves his rate design proposals. Mr. Rubin makes no proposals for the

Utilities’ other service classifications.

FIXED COST RECOVERY

Why are you now proposing to recover 80% of non-storage related fixed costs
through the customer charges for the Utilities’ S.C. No. 1 NH and HTG customers?

I am proposing to recover 80% of non-storage related fixed costs through the customer
charge for several reasons. First, Rider VBA is on appeal. With the risk that the Court
may reverse the Commission’s approval of full decoupling, more substantial movement

to fixed cost recovery through fixed charges is appropriate. Second, 80% fixed cost
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recovery would be consistent with the partial decoupling approved for Ameren and Nicor
Gas and would leave a reasonable amount of fixed costs that would be recovered through
distribution charges, but still subject to the full decoupling approved under Rider VBA.
Third, Mr. Johnson is proposing to set the customer charge for North Shore’s and Peoples
Gas’ S.C. No. 1 NH customers at 80% of fixed costs, leaving the Utilities’ S.C. No. 1
HTG classes as the only small residential rate class with lesser fixed cost recovery among
the state’s largest utilities. Absent decoupling under Rider VBA, a lower fixed cost
recovery level would effectively re-couple a large percentage of fixed cost recovery with
the amount of gas that customers use, conflicting with prior Commission policy decisions

supporting both increased fixed cost recovery and decoupling.

Mr. Johnson states on page 16 of his direct testimony that “[i]f the Commission
believes greater fixed cost recovery is warranted then the Companies’ proposed
non-SFV rates would meet that requirement in a way that is more consistent with
prior Commission orders and that considers gradualism and conservation”. Has
the Commission previously addressed SFV rates and conservation?

Yes. In a Nicor Gas rate case, Docket No. 08-0363, the Commission stated:

The Commission is not convinced that an SFV rate design reduces
the incentive to conserve natural gas. These costs are in fact fixed
costs, cannot be conserved, and result in an under-recovery of
fixed costs for the utility during periods of milder than average
weather and an over-recovery of fixed costs for the utility during
periods of colder than average weather. We conclude there is no
disincentive a consumer may have by a move toward recovering
fixed costs through fixed charges, as opposed to recovery on a
volumetric basis. We further conclude that a Rate 1 design that
more accurately reflects a consumer’s actual costs does not impede
conservation.
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It appears that the Commission has considered SFV rates with respect to conservation
and concluded that an SFV rate design, albeit a modified version of SFV, would be an

acceptable rate form for fixed cost recovery.

Do you agree with Mr. Johnson’s suggestion that more frequent rate cases and a
future test year would provide for timely recovery of fixed costs?

No. While more frequent rate cases and a future test year would provide the Utilities
timelier cost recovery, that alone will not address the vagaries that occur between rate
cases such as weather, gas prices and changes in the economy. Any of these factors can
affect customers’ gas usage. Accordingly, if customer usage and sales vary from the
normal level of sales used to set rates, lower customer charges and higher distribution
charges will affect fixed cost recovery for the Utilities and appropriate billings to their
customers. Moreover, these factors, which lie outside the Utilities” and customers’

control, can lead to over- as well as under-recovery of costs.

Do you agree with Mr. Johnson’s fixed cost analysis which concludes that the
Utilities” proposed rates for S.C. No. 1 HTG customers and their SFV rates should
not be considered equivalent substitutes for one another and that the rate designs
produce different results?

No, I do not. Mr. Johnson’s analysis assumes that S.C. No. 1 HTG customers use the
same amount of gas each month and it does not consider the weather-driven, seasonal
nature of S.C. No. 1 HTG customers’ usage. For example, in Table 1 on page 10 of his
direct testimony, Mr. Johnson provides bill comparisons under various monthly usage
levels, showing the difference between Peoples Gas’ proposed S.C. No. 1 HTG

customers’ rates if Rider VBA is in effect and Peoples Gas’ proposed S.C. No. 1 HTG
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customers’ SFV rates’. On pages 9 and 10, he states that a customer that uses 0 therms in
a month would see a bill increase of $22.44 under SFV rates and goes on to explain how
customers using 0 to 40 therms would see significantly higher bills under SFV rates and
customers using 100 therms per month or more would see higher monthly bills under
proposed rates if Rider VBA is in effect. However, Mr. Johnson doesn’t consider or
explain that given the weather driven nature of S.C. No. 1 HTG customers’ usage, the
customers who use 0 to 40 therms in a given month are likely the very same customers
who use 100 therms or more a month in other months. Accordingly, on a month-to-
month basis, these customers would see bill increases as well as bill decreases compared

to present rates under both of Peoples Gas’ rate designs.

Do you agree with Mr. Johnson that a reversal of the Commission’s order
implementing Rider VBA on a permanent basis will not affect fixed cost recovery if
the Utilities” SFV rates are not implemented?

No. Both Mr. Johnson and Mr. Rubin propose fixed cost recovery levels for the Utilities’
S.C. No. 1 NH and HTG customers that are below those proposed in my direct and
rebuttal testimony. Accordingly, if the Commission were to approve their proposals,
fixed cost recovery would either be reduced or at best, remain the same, without any
meaningful movement toward increased fixed cost recovery. The absence of Rider VBA

would further exacerbate inadequate fixed cost recovery.

Do you agree with Mr. Johnson’s suggestion that implementing tariffs that include

new rates if Rider VBA is not in effect will confuse ratepayers?

" Under Peoples Gas’ direct testimony revenue requirement and monthly bill amounts shown in Peoples

Gas’ Schedule E-8.
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No, | do not. For example, in the 2009 Rate Case, the Commission approved Rider FCA,
Franchise Cost Adjustment, for North Shore. Due to the nature of the rider and the
timing of the implementation of new rates arising from the rate proceeding, North Shore
had to implement new rates effective shortly after the compliance filing and again in mid-
year after rates from the rider went into effect. Consequently, North Shore’s tariffs
included two sets of rates that would become effective at different times. | am not aware

of any customer confusion that arose as a result.

Do you share Mr. Johnson’s concern that the Utilities may over-recover their fixed
costs with an increase in the number of customers?

No. As acknowledged by Mr. Johnson in his response to the Utilities” data request, NS-
PGL 3.13, the Utilities incur costs when they connect new customers to their systems.
Accordingly, any revenues recovered from customers would be offset by costs associated
with connecting the customer to the system and providing gas service. Moreover,
although not mentioned by Mr. Johnson, the Utilities may see a decrease in the number of

customers, resulting in lower fixed-cost recovery.

DECOUPLING AND RIDER VBA

Your rebuttal testimony includes proposals for the Utilities” S.C. No. 1 NH and
HTG customers that recover 80% of fixed costs through customer charges as well as
recommendations that SFV rates be implemented for S.C. No. 1 NH and HTG
customers and for S.C. No. 2 in the event that Rider VBA is not in effect. In light of
those proposals, what are the Utilities” positions on decoupling and Rider VBA?

The Utilities have modified their S.C. No. 1 NH and HTG proposals to address some of

Messrs. Johnson’s and Rubin’s points. Those revised proposals continue to include full
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decoupling (Rider VBA) and SFV rates (based on 100% fixed cost recovery in fixed
charges) should Rider VBA cease to be in effect. For the reasons stated in my direct
testimony and here in my rebuttal testimony, this is the outcome best supported in the
record.

Should the Commission decline to adopt SFV rates based on 100% fixed cost recovery as
the rates that would apply if Rider VBA ceases to be in effect (as described in my direct
testimony), then a reasonable, albeit imperfect, alternative is a modified Rider SFV rate
design (80% fixed cost recovery through fixed charges). That rate design should apply to
S.C. Nos. 1 (NH and HTG) and 2.

It remains the Utilities’ position that any rate design that includes less than 100% fixed
cost recovery through fixed charges should be paired with full decoupling under Rider
VBA to protect against over- or under-recovery of the distribution revenue
requirement. However, were the Commission to reject the Utilities’ proposal for
different rates to take effect if Rider VBA is eliminated, then the Commission’s Ameren
and Nicor Gas decisions support a modified SFV rate design as the most appropriate
result, notwithstanding the deficiencies associated with less than full fixed cost recovery

in fixed charges. That rate design should apply to S.C. Nos. 1 (NH and HTG) and 2.

Please provide a little background information on the Utilities’ Rider VBA.
Rider VBA, a full decoupling mechanism, was approved by the Commission on a pilot
basis in Docket Nos. 07-0241/07-0242 (cons.). In the 2011 Rate Case the Commission
approved Rider VBA on a permanent basis and stated:

The Commission notes that Rider VBA has been in effect since

2008 and there has been plenty of experience with the mechanics
of the Rider. We observe that this mechanism has worked as it was

Docket Nos. 12-0511, 12-0512 Page 39 of 45 NS-PGL EXx. 32.0



891
892
893
894
895
896
897
898
899
900
901
902
903
904
905
906
907
908
909

910

911

912

913

914

915

916

917

918

919

920

intended by crediting or charging customers for any over or under
recoveries of revenue. Due to the implementation of the pilot
program Rider VBA to date, the net effect of the reconciliations
has resulted in ratepayers refunds of some $28,000,000. When
weather is less severe than normal, as it will be at some point,
charges to customers will inevitably occur. Some of the problems
that Rider VBA was originally intended to protect the utilities from
were the reality of fixed costs against a backdrop of a diminishing
customer base and resulting revenue losses as well as revenue
losses attributable to the implementation of aggressive energy
efficiency programs. The reasons to continue Rider VBA are that it
is a symmetrical and transparent formula for collecting the
approved distribution revenue requirements -- not more or less --
from customers if the Commission chooses not to provide fully for
recovery of fixed costs through fixed charges.

The current Rider VBA determines, on an annual basis, separate adjustments for S.C.
Nos. 1 and 2. The adjustments are determined by taking the difference between annual
actual distribution charge revenues and annual baseline distribution charge revenues set
in a rate case proceeding, with any over-recoveries being refunded to customers and any

under-recoveries being recovered from customers.

Are decoupling mechanisms such as Rider VBA common?

Yes. Decoupling mechanisms have become increasingly common and are currently in
place in about 21 states for about 48 companies. There are also other forms of
decoupling such as SFV rates, rate stabilization mechanisms and weather normalization
mechanisms. If you consider all of these forms of decoupling, those figures increase to
35 states and 113 companies. Illinois was among those states adopting some form of
decoupling within the last 5 years with the Commission initially approving Rider VBA
for Peoples Gas and North Shore in 2008 and 80% fixed cost recovery for Ameren and
Nicor Gas shortly thereafter. NS-PGL Exs. 32.15 and 32.16 show the states that have

implemented decoupling and wider forms of decoupling, respectively.
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Mr. Rubin recommends that the Commission remove Rider VBA from the Utilities’
tariffs. Are his reasons valid?

No. Mr. Rubin’s primary reason, that Rider VBA assumes that the Utilities believe that
they are entitled to receive a certain level of revenues from customers, is baseless. First,
Rider VBA that was in effect during a pilot period approved by the Commission billed
both credits and charges to customers, with net credit amounts being refunded to North
Shore’s and Peoples Gas’ customers over that pilot period. Second, Mr. Rubin does not
consider the myriad of reasons for customers’ usage variations, with weather variations
being the major cause for usage variations, as evidenced by the net credits refunded to
customers due to colder than normal weather as recognized by the Commission above.
Third, Mr. Rubin suggests that customers should not have to pay for utility service if they
have no usage and that customers bear costs and risks that are not borne by the Utilities.
However, if we take Mr. Rubin’s argument to an extreme, it would not hold water. If we
assume that all customers decide to not use gas service in a given month, the Utilities
would not receive any revenues for delivery service. However, the Utilities’
infrastructure (mains, services, meters, regulators, etc.) as well as their operating and
administrative and general functions remain in place to provide utility service. The
Utilities” costs do not cease to exist because customers use little or no gas. Accordingly,
the utilities bear the risk that their customers will use lower gas quantities although they
stand prepared to provide service. Finally, Mr. Rubin tries once again to tie Rider VBA
to the Utilities’ energy efficiency spending although the Commission stated in its Order

in the 2011 Rate Case:

We observe that GCI’s criticisms in this proceeding, centered on
whether decoupling has or will prompt the Companies to spend
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more on energy efficiency programs, is misplaced. To be clear, our
original approval of Rider VBA as a pilot program was not solely
centered on energy efficiency factors, nor was energy efficiency
the only reason we approved such a decoupling mechanism.
Indeed, our rationale then and now is appropriately multi-faceted
to address the many components that such a mechanism seeks to
resolve. For example, weather affects customer usage and
decoupling means that customers do not overpay when weather is
colder than normal or underpay when weather is warmer than
normal. Decoupling also addresses load changes, including
declining load attributable to energy efficiency. Whether Rider
VBA prompts the Companies to spend more on energy efficiency
is immaterial. The Companies’ forecast showed declining load on
their systems. Section 8-104 of the Act requires them to offer
energy efficiency programs to meet ever-increasing load
reductions through energy efficiency measures. Decoupling will
take the effects of efficiency into account together with other
factors, notably weather, that affects load and promote distribution
rate stability for customers and the Companies. For these reasons
GCl’s assertions and attempt to link Rider VBA solely with energy
efficiency programs is in error and must be rejected.

For all of the reasons above, Mr. Rubin’s recommendation that the Commission withdraw

Rider VBA from the Utilities’ tariffs should be rejected.

Would Rider VBA need to be revised to accommodate different distribution charges
for S.C. No. 1 NH and HTG customers?

Yes. If the Commission approves different distribution charges for S.C. No. 1 NH and
HTG customers, Rider VBA would be revised to include those revision reflected in the
Utilities” responses to Staff data requests WRJ-2.04 and WRJ-2.07, for North Shore and

Peoples Gas, respectively.

TRANSPORTATION ADMINISTRATIVE CHARGES

Do you agree with IGS Energy witness Mr. Parisi’s characterizations of

administrative charges and monthly customer charges?
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No. Mr. Parisi states, on page 30 of his direct testimony, that “Administrative charges
are fixed charges that are charged to an entire class, and are referred to by Peoples and
North Shore as ‘monthly customer charges’ for Choices For You eligible customer
classes, Rate 1 and 2.” Administrative charges and customer charges are different
charges recovering different costs. The administrative charges that are the subject of Mr.
Parisi’s testimony are assessed to suppliers taking service under the Utilities’ Choices
For You (“CFY?”) transportation programs and are not assessed to customers taking utility
delivery service under S.C. Nos. 1 and 2. On the other hand, customer charges are
assessed to customers taking utility delivery service under their respective rate classes,
including S.C. Nos. 1 and 2. In addition, transportation administrative charges recover
from suppliers the costs associated with administering the CFY program, while customer
charges recover from customers, the costs associated with providing utility delivery
service. Mr. Parisi’s attempts to conflate transportation administrative charges and

customer charges are misleading and should be rejected by the Commission.

Has the Commission addressed this matter before?
Yes, the Commission addressed this matter in the 2011 Rate Case, with the Commission
agreeing with the Utilities and Staff that the costs are appropriately assessed to suppliers.

In the 2011 Rate Case, the Commission stated:

The Commission agrees with Staff and the Utilities and finds that
IGS’s recommendation will not be adopted inasmuch as sales
customers do not cause the costs that are incurred by the GTS
department and related IT costs and therefore they should not be
assessed any of the costs. There is no reason for sales customers to
bear any portion of this cost. The Commission further finds no
need to mandate the Utilities to undertake a detailed cost-causation
analysis.
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VI.

On page 35 of his direct testimony, Mr. Parisi provides an excerpt of the transcript
from the 2009 Rate Case. Does Mr. Parisi accurately characterize your responses?

No. My responses were to clarify cost causation matters, namely that the Utilities’ call
center services all customers and that all customers pay for such service whereas the Gas
Transportation Services Department services suppliers who pay for such service through
the transportation administrative charges. Mr. Parisi’s attempt to mischaracterize my
comments by conflating cost causation and customer benefits is misleading at best and

should be rejected.

Has the Commission previously considered Mr. Parisi’s arguments on pages 37 and
38 of his direct testimony that CFY customers inappropriately pay for certain costs
through what he calls “administrative charges”?

Yes. Mr. Parisi made similar arguments in the 2011 Rate Case and recommended that
the Commission require the Utilities to undertake a detailed cost causation analysis. The
Commission rejected Mr. Parisi’s arguments and recommendation as shown in the

excerpt from the Commission’s order above.

PUBLIC NOTICES

Have North Shore and Peoples Gas received the certificates of publications that
show that public notices were published for their proposed rate changes?
Yes, certificates of publications are provided in NS-PGL Ex. 32.17. North Shore’s

publisher’s certificate for the Lake County News Sun is provided on page 1. Peoples

Gas’ publisher’s certificate for the Chicago Tribune is provided on page 2.

Does this complete your rebuttal testimony?

Docket Nos. 12-0511, 12-0512 Page 44 of 45 NS-PGL EXx. 32.0



1025  A. Yes.
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