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Peoples Gas Ex. VG-1.0

STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

lllinois Commerce Commission
On Its Own Motion,

_VS_
Docket No. 07-0577

The Peoples Gas Light
and Coke Company

Reconciliation of revenues
collected under gas
adjustment charges with actual
costs prudently incurred.

L N N N P )

DIRECT TESTIMONY
OF
VALERIE H. GRACE

Please state your name and business address.

Valerie H. Grace, 130 East Randolph Drive, Chicago, lllinois 60601.
By whom are you employed?

Integrys Business Support, LLC.

What position do you hold with Integrys Business Support, LLC?

| am the Manager, Gas Regulatory Services.

What are your responsibilities in that position?

> o » o » O > O

| am responsible for managing activities related to rate and tariff
administration as well as rate research, and for supporting the development of
rate policies for Respondent, The Peoples Gas Light and Coke Company
(“Peoples Gas” or the “Company”).

Q. Please summarize your educational background and experience.
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A In 1980, | graduated from lllinois State University with a Bachelor of
Science Degree in Business Administration. In 1988, | received a Masters of
Management Degree from Northwestern University. | have been employed by
Peoples Gas or its parent, Peoples Energy Corporation, from September 1980
through December 31, 2007, after which | have been employed by Integrys
Business Support, LLC, a centralized service company for the Integrys Energy
Group, Inc. companies. | began my employment in the Gas Supply Planning
Department. Since then, | have been employed in various positions and levels of
responsibility, including in the Rates Department, Office of the Chairman,
Executive Office of the Customer Relations Division, Strategic Development and
the Gas Transportation Services Department. | have been in my present position
since October 2004.

Q. Please give a brief description of the operations and status of the
Company.

A | am advised by counsel that the Company is a corporation organized and
existing under the laws of the State of Illinois, having its principal office at 130
East Randolph Drive, Chicago, lllinois 60601. It is engaged in the business of
purchasing, storing, distributing, selling and transporting natural gas to
approximately 830,000 customers in the City of Chicago. | am advised by
counsel that the Company is a public utility within the meaning of the Public
Utilities Act.

Q. Please describe the subject matter of this proceeding.
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A Pursuant to Section 9-220 of the Public Utilities Act, on November 28,
2007, the lllinois Commerce Commission (“Commission”) entered a citation order
(“order”) directed to eleven lllinois gas utilities, including the Company. The
order requires the Company to present evidence to the Commission at a public
hearing in Docket No. 07-0577 reconciling revenue collected under the
purchased gas adjustment clause (Rider 2, Gas Charge, of the Company’s
Schedule of Rates) with the actual costs prudently incurred and recoverable
under Rider 2, for the twelve months ended December 31, 2007, the Company’s
fiscal 2007. The order also requires the Company’s filing to reflect fourteen
specified data for each of its Gas Charges. The order further requires that notice
of the filing of this evidence be made in accordance with the requirements of 83
lllinois Administrative Code Part 255.

Q. Please describe the notice of the filing that the Company gave in this case.
A At the time the Company made the filing in this proceeding, it placed
copies of the filed evidence, available for public inspection, in each of its offices.
It also posted public notice of the filing in each of these offices. Further, the

Company published notice of the filing in the Chicago Tribune, a secular

newspaper of general circulation in the Company’s service territory, in
accordance with the requirements of 83 lllinois Administrative Code Part 255.
Q. Please describe Exhibit VG-1.1.

A The Company’s Exhibit VG-1.1 includes a copy of the audit report of the
Company’s independent public accountants, Deloitte & Touche, LLP, and the

verification by the Company’s Vice President, James F. Schott. The audit report
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includes a copy of the Company’s Statement to lllinois Commerce Commission —
Determination of Reconciliation Balance for Gas Charge for the Year Ended
December 31, 2007 (“Statement”) and Independent Auditors’ Report, as
described in Rider 2, Section G, of the Company’s Schedule of Rates.

Q. Was the Statement prepared under your supervision and direction?

A Yes, it was.

Q. Are the verification and the audit report true and correct copies of Mr.
Schott’s verification and the audit report of the independent public accountants?
A Yes, they are.

Q. What are the types of Gas Charges that the Company files pursuant to its
Rider 2 and what costs do the Gas Charges recover?

A. Each month, the Company files a Commodity Gas Charge (“CGC”), a
Non-Commodity Gas Charge (“NCGC”), a Demand Gas Charge (“DGC”), a
Transition Surcharge (“TS”), and an Aggregation Balancing Gas Charge
(“ABGC”). The sum of the CGC, NCGC and TS is the Gas Charge, which is
applied to all Company-supplied therms except standby therms supplied to
transportation customers. Standby therms are priced at the standby commodity
charge, which is the sum of the CGC, 50% of the NCGC and the TS. The CGC
recovers commodity-related costs. The NCGC recovers non-commodity related
costs. The DGC also recovers non-commodity related costs but from
transportation customers. A factor of 50% is applied to the DGC, which is
applied to each therm of transportation customers’ contracted for standby

service. The Company credits revenues arising from the application of the DGC
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against the non-commodity related costs used in computing the NCGC. The
ABGC also recovers non-commodity related costs, but from suppliers serving
small volume transportation customers. The ABGC is applied to all therms
delivered or estimated to be delivered by the Company to customers served
under Rider SVT. The Company credits revenues arising from the application of
the ABGC against the non-commodity related costs used in computing the
NCGC. Given that the NCGC, DGC and ABGC all recover non-commodity
related costs, revenues recovered under these three charges are jointly
reconciled with such costs. Finally, the TS, which is applied to each therm
delivered by the Company, recovers pipeline gas supply realignment transition
costs.

Q. The Commission’s order requires the Company to include certain data
from the prior reconciliation year in its determination of the current year’s
reconciliation. Please specify any unamortized balance at December 31, 2006.
A The unamortized balance at December 31, 20086, for each respective Gas
Charge is shown on Page 2, Line 1, of Exhibit VG-1.1. The Company’s
unamortized Factor A balance at December 31, 2006, reflects a refundable
balance of $4,148,765.69 for the CGC, a refundable balance of $577,680.02 for
the NCGC, DGC and ABGC, and a refundable balance of $22,407.12 for the TS,
for a total refundable balance of $4,748,852.83. These amounts are also
reflected on Page 2, Line 13, of the Company’s Statement to lllinois Commerce
Commission, Determination of Reconciliation Balance for Gas Charge for the

Quarter Ended December 31, 2006 (“2006 Quarterly Statement”). This
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document was submitted as Exhibit CG-2.1 in the direct testimony of Ms.
Christine Gregor in Docket No. 07-0312, reconciliation of revenues collected
under gas adjustment charges with actual costs prudently incurred for the period
October 1, 2006, through December 31, 2006.

Q. Why are you referencing a quarterly period, and not an annual period, for
the prior period balances?

A In 20086, the Company changed its fiscal year from the twelve months
ended September 30 to the twelve months ended December 31. The
Commission opened Docket No. 06-0752 to review the Company’s reconciliation
for the twelve months ended September 30, 2006, and it opened Docket No. 07-
0312 to bridge the three-month gap (October - December 2006) between the old
fiscal year and the new fiscal year. In each docket, the Company submitted a
reconciliation statement. An administrative law judge later consolidated Docket
Nos. 06-0752 and 07-0312.

Q. Please specify the total adjustments to gas costs (that is, Factor A) that
were amortized to Schedule | in the Company’s October - December 2006
monthly filings but were not yet reconciled through Schedule Il of the Company’s
monthly filings at December 31, 2006.

A Total unreconciled adjustments to gas costs (Factor A) reflect a refundable
amount of $8,973,539.51 for the CGC, a recoverable amount of $234,243.13 for
the NCGC, DGC and ABGC, and a refundable amount of $8,553.85 for the TS,
for a total refundable Factor A of $8,747,850.23. These adjustments, for the

reported months of November and December 2006, were not yet reconciled at
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127  December 31, 2006. However, they are reflected in the CGC, NCGC, DGC and
128 ABGC, and TS Gas Charges for the effective months of January and February
129 2007, which fall within fiscal 2007. These amounts are shown on Page 2, Line 2,
130 of Exhibit VG-1.1. They are also reflected on Page 2, Line 12, of the Company’s
131 2006 Quarterly Statement.

132 Q. Please specify any Factor O amounts that the Company requested for the
133  quarter ended December 31, 2006, and collected or refunded during fiscal 2007.
134 A The Company requested no Factor O amount for the quarter ended

135 December 31, 2006, nor did it collect or refund any Factor O amounts during
136 fiscal 2007.

137 Q. What was the Company’s refundable or recoverable balance for the

138 quarter ended December 31, 20067

139 A The Company’s refundable or recoverable balance for the quarter ended
140 December 31, 2006, which is determined by summing the amounts on Page 2,
141 Lines 1 through 3, of Exhibit VG-1.1, reflects a refundable balance of

142  $13,122,305.20 for the CGC, a refundable balance of $343,436.89 for the

143 NCGC, DGC and ABGC, and a refundable balance of $30,960.97 for the TS, for
144  a total refundable balance of $13,496,703.06. These amounts are shown on
145 Page 2, Line 4, of Exhibit VG-1.1. These amounts are also reflected on Page 2,
146  Line 11, of the Company’s 2006 Quarterly Statement.

147 Q. What are the Company’s fiscal 2007 recoverable gas costs and revenues?
148 A Recoverable gas costs are summarized and shown on Page 2, Line 5, of

149  Exhibit VG-1.1. Recoverable gas costs are $839,326,154.93 for the CGC and
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$47,858,957.21 for the NCGC, DGC and ABGC, for a total of $887,185,112.14 to
be recovered under the Gas Charge. There are no recoverable gas costs for the
TS due to the termination of pipeline transition costs in November 1997.
Although there are no recoverable gas costs for the TS in fiscal 2007, there are
revenues arising through the application of the TS, which are recovered under
the Gas Charge. These amounts, which are insignificant, arise from billing
adjustments and flow through Factor A of the TS. Revenues are summarized
and shown on Page 2, Line 6, of Exhibit VG-1.1. Revenues arising through the
application of each Gas Charge are $846,622,668.84 for the CGC,
$46,450,233.12 for the NCGC, DGC and ABGC and a refunded amount of
$36.21 for the TS, for a total of $893,072,865.75 recovered under the Gas
Charge. Recoverable gas costs and revenues are shown in more detail on
Pages 3, 4 and 5 of Exhibit VG-1.1 for the CGC, NCGC, DGC and ABGC, and
TS, respectively.

Q. Please specify the pipeline refunds or surcharges that the Company
separately reported in fiscal 2007 monthly Gas Charge filings.

A Pipeline refunds and surcharges, which are summarized and shown on
Page 2, Line 7, of Exhibit VG-1.1, include a refund of $101,848.00 for the CGC
and a refund of $63,710.26 for the NCGC, DGC and ABGC, for a total refund of
$165,558.26.

Q. Please specify any other adjustments that were separately reported in

fiscal 2007 .
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172 A The Company did not separately report any other adjustments in fiscal
173 2007.

174 Q. Please specify the interest, calculated pursuant to Section 525.50 of the
175 Commission’s rules, for inclusion in Adjustments to Gas Costs (Factor A).

176 A Interest, calculated pursuant to Section 525.50, for inclusion in

177  Adjustments to Gas Costs (Factor A), is shown on Page 2, Line 9, of Exhibit VG-
178 1.1, and reflects a refundable amount of $541,002.18 for the CGC, a refundable
179  amount of $99,295.53 for the NCGC, DGC and ABGC and a refundable amount
180 of $1,283.79 for the TS, for a total refundable amount of $641,581.50.

181 Q. What was the Company’s over- or under- recovery for fiscal 20077

182 A The Company’s over- or under-recovery for fiscal 2007 is shown on Page
183 2, Line 10, of Exhibit VG-1.1. The over- or under-recovery for each Gas Charge
184 can be determined by deducting the amount on Line 6 (revenues arising through
185 the application of each Gas Charge) from the amount on Line 5 (costs

186 recoverable through each Gas Charge) and adding the amounts on Line 7

187  (separately reported pipeline refunds or surcharges), Line 8 (separately reported
188 other adjustments), and Line 9 (interest). Using this calculation, the Company’s
189  over- or under-recovery for fiscal 2007 reflects an over-recovery of

190 $7,939,364.09 for the CGC, an under-recovery of $1,245,718.30 for the NCGC,
191 DGC and ABGC, and an over-recovery of $1,247.58 for the TS, for a total over-
192  recovery of $6,694,893.37.

193 Q. Please specify the recovery balance for the reconciliation year.
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A The recovery balance for the reconciliation year, which reflects the sum of
the (refundable)/recoverable balances for the quarter ended December 2006 and
fiscal 2007 for each respective Gas Charge, is shown on Page 2, Line 11, of
Exhibit VG-1.1. This amount, which can be determined by summing the amounts
on Line 4 (December 31, 2006 balance) and Line 10 (fiscal 2007 balance),
reflects an over-recovery of $21,061,669.29 for the CGC, an under-recovery of
$902,281.41 for the NCGC, DGC and ABGC and an over-recovery of $32,208.55
for the TS, for a total over-recovery of $20,191,596.43.

Q. Please specify any adjustments to gas costs that were not yet reconciled
through Schedule Il of the Company’s monthly filings at December 31, 2007.

A.  Total unreconciled adjustments to gas costs, which are shown on Page 2,
Line 12, of Exhibit VG-1.1, reflect a recoverable amount of $7,999,189.54 for the
CGC, a recoverable amount of $727,440.81 for the NCGC, DGC and ABGC and
a refundable amount of $8,797.71 for the TS, for a total recoverable amount of
$8,717,832.64. The unreconciled adjustments to gas costs (Factor A), for the
reported months of November and December 2007, are not yet reconciled at the
end of fiscal 2007. However, they are reflected in the CGC, NCGC, DGC and
ABGC, and TS Gas Charges for the effective months of January and February,
2008, which fall within fiscal 2008. Additionally, included in the adjustments for
the CGC, is the remaining unamortized Factor O balance as reflected in the
Company’s filing for the effective month of February 2008 pursuant to the
Commission’s order dated January 16, 2008, in Docket No. 05-0749.

Q. Please specify any unamortized balance at the end of fiscal 2007.
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