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STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

[llinois Commerce Commission
On Its Own Motion

V.

The Peoples Gas Light and Docket No. 10-0693

Coke Company

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

N N N N N N N N N N N N

incurred.

DIRECT TESTIMONY

OF

DANIEL MARSHALL
Q. Please state your name and business address.
A. Daniel Marshall, 130 East Randolph Street, Chicago, lllinois 60601.
Q. By whom are you employed?
A. Integrys Business Support, LLC.
Q. What position do you hold with Integrys Business Support, LLC?
A. | am a Regulatory Fuel Cost Recovery Analyst in the Gas Regulatory

Services department.

Q. What are your responsibilities in that position?

A. | am responsible for gas charge related matters involving the maintenance
and forecasts of gas fuel costs, gas charge revenues, reconciliation balances

and rates as they pertain to Rider 2 of the rate schedules for Respondent, The
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Peoples Gas Light and Coke Company (“Peoples Gas”) and an affiliate, North
Shore Gas Company.

Q. Please summarize your educational background and experience.

A. My educational background includes Northern lllinois University and De
Paul University with emphases in the accounting and finance disciplines. | have
been employed by Peoples Gas or its affiliates since 1982 in various positions in
the treasury, internal auditing, regulatory affairs, gas accounting and rates areas.
| have been in my present position since June 2007.

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

A. | am advised by counsel that Peoples Gas is a corporation organized and
existing under the laws of the State of lllinois, having its principal office at 130
East Randolph Street, Chicago, Illinois 60601. It is engaged in the business of
purchasing, distributing, and selling natural gas to approximately 819,000
customers in the City of Chicago. | am advised by counsel that Peoples Gas is a
public utility within the meaning of the Public Utilities Act.

Q. Please describe the subject matter of this proceeding.

A. Pursuant to Section 9-220 of the Public Utilities Act, on December 2, 2010,
the lllinois Commerce Commission (“Commission”) entered a citation order
(“order”) directed to eleven lllinois gas utilities, including Peoples Gas. The order
requires Peoples Gas to present evidence to the Commission at a public hearing
in Docket No. 10-0693 reconciling revenue collected under the purchased gas

adjustment clause (Rider 2, Gas Charge, of Peoples Gas’ Schedule of Rates)
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with the actual costs prudently incurred and recoverable under Rider 2, for the
twelve months ended December 31, 2010. The order also requires Peoples Gas’
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 Illinois Administrative Code Part 255.

Q. Please describe the notice of the filing that Peoples Gas gave in this case.
A. At the time Peoples Gas 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, Peoples
Gas published notice of the filing in the Chicago Tribune, a secular newspaper of
general circulation in Peoples Gas’ service territory, in accordance with the
requirements of 83 lllinois Administrative Code Part 255.

Q. Please describe PGL Ex. 2.1.

A. PGL Ex. 2.1 includes a copy of the audit report of Peoples Gas’
independent public accountants, Deloitte & Touche LLP, and the verification by
Peoples Gas’ President, Willard S. Evans, Jr. The audit report includes a copy of
Peoples Gas’ Statement to lllinois Commerce Commission — Determination of
Reconciliation Balance for Gas Charge for the Year Ended December 31, 2010
(“Statement”) and Independent Auditors’ Report, as described in Rider 2, Section
G, of Peoples Gas’ Schedule of Rates.

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

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

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

A. Each month, Peoples Gas files a Commodity Gas Charge (“CGC”), a Non-
Commodity Gas Charge (“NCGC”), a Demand Gas Charge (“DGC”), and an
Aggregation Balancing Gas Charge (“ABGC”). Peoples Gas also files two Hub
Credit Gas Charges (“HCGC;” and “HCGC,"). The sum of the CGC, NCGC and
HCGC,; is the Gas Charge, which is applied to all Peoples Gas-supplied therms
except standby therms supplied to transportation customers.

Standby therms are priced at the standby commodity charge. Until
January 28, 2010, the standby commodity charge was the sum of the CGC and
13% of the NCGC. With rates effective January 28, 2010, the standby
commodity charge was determined on a daily price component and a monthly
price component as defined in Rider SST, Section L, of Peoples Gas’ Schedule
of Rates.

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 Diversity Factor is applied to the DGC,
which is applied to each therm of transportation customers’ contracted for
standby service. Peoples Gas credits revenues arising from the application of

the DGC against the non-commodity related costs used in computing the NCGC.
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The ABGC also recovers non-commodity related costs, but from participants
under Peoples Gas’ small volume transportation program. The ABGC is applied
to all therms delivered or estimated to be delivered by Peoples Gas to customers
served under Rider CFY. Peoples Gas 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-
commaodity related costs, revenues recovered under these three charges are
jointly reconciled with such costs.

The HCGC; and HCGC,; are a credit for revenues Peoples Gas receives
from interstate transportation and storage services that it offers under the Federal
Energy Regulatory Commission’s jurisdiction. These services are often called
“hub” services. For Rider CFY customers, the HCGC; is included in the
Aggregation Balancing Charge, and, for large volume transportation customers,
the HCGC; s a stand alone credit.

Q. The Commission’s order requires Peoples Gas 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, 2009.
A. The unamortized balance at December 31, 2009, for each respective Gas
Charge is shown on Page 2, Line 1, of PGL Ex. 2.1. Peoples Gas’ unamortized
Factor A balance at December 31, 2009, reflects a refundable balance of
$13,637,782.95 for the CGC, and a refundable balance of $1,233,190.74 for the
NCGC, DGC and ABGC, for a total refundable balance of $14,870,973.69.

These amounts are also reflected on Page 2, Line 13, of Peoples Gas’ Statement
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to lllinois Commerce Commission, Determination of Reconciliation Balance for
Gas Charge for the Year Ended December 31, 2009 (“2009 Statement”).
Peoples Gas filed this document as PGL Ex. 2.1 with my direct testimony in
Docket No. 09-0546, reconciliation of revenues collected under gas adjustment
charges with actual costs prudently incurred for the period January 1, 2009,
through December 31, 20009.

Q. Please specify the total adjustments to gas costs (that is, Factor A) that
were amortized to Schedule | in Peoples Gas’ 2009 monthly filings but were not
yet reconciled through Schedule Il of Peoples Gas’ monthly filings at December
31, 2009.

A. Total unreconciled adjustments to gas costs (Factor A) reflect a refundable
amount of $21,103,929.07 for the CGC, a refundable amount of $557,497.13 for
the NCGC, DGC and ABGC, and a refundable amount of $1,400.82 for the
HCGC, for a total refundable Factor A of $21,662,827.02. These adjustments,
for the reported months of November and December 2009, were not yet
reconciled at December 31, 2009. However, they are reflected in the CGC,
NCGC, DGC and ABGC, and HCGC Gas Charges for the effective months of
January and February 2010. These amounts are shown on Page 2, Line 2, of
PGL Ex. 2.1. They are also reflected on Page 2, Line 12, of Peoples Gas’ 2009
Statement.

Q. What was Peoples Gas’ refundable or recoverable balance for the year

ended December 31, 20097
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A. Peoples Gas’ refundable or recoverable balance for the year ended
December 31, 2009, which is determined by summing the amounts on Page 2,
Lines 1 through 3, of PGL Ex. 2.1, reflects a refundable balance of
$34,741,712.02 for the CGC, a refundable balance of $1,790,687.87 for the
NCGC, DGC and ABGC, and a refundable balance of $1,400.82 for the HCGC,
for a total refundable balance of $36,533,800.71. These amounts are shown on
Page 2, Line 4, of PGL Ex. 2.1. They are also reflected on Page 2, Line 11, of
Peoples Gas’ 2009 Statement.

Q. What are Peoples Gas’ 2010 recoverable gas costs and revenues?

A. Recoverable gas costs and revenues are summarized and shown on Page
2, Line 5 and Line 6, respectively, of PGL Ex. 2.1. Recoverable gas costs
summarized and shown on Page 2, Line 5, of PGL Ex. 2.1 are $500,081,636.62
for the CGC, $53,104,817.94 for the NCGC, DGC and ABGC and hub revenues
to be credited of $10,335,876.77 for the HCGC, for a total of $542,850,577.79 to
be recovered under the Gas Charge. Revenues arising through the application
of each Gas Charge summarized and shown on Page 2, Line 6, of PGL Ex. 2.1
are $490,621,054.01 for the CGC, $53,595,133.33 for the NCGC, DGC and
ABGC, and a credit amount of $10,483,855.09 for the HCGC, for a total of
$533,732,332.25 recovered under the Gas Charge. Recoverable gas costs and
revenues are shown in more detail on Pages 3, 4, and 5 of PGL Ex. 2.1 for the
CGC, NCGC, DGC and ABGC, and HCGC, respectively.

Q. Please specify the pipeline refunds or surcharges that Peoples Gas

separately reported in 2010 monthly Gas Charge filings.
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A. No pipeline refunds were separately reported in 2010 monthly Gas Charge
filings due to a change in the treatment of such items by the accounting function.
The revised accounting methodology records any pipeline refunds received
directly into the relevant gas cost account as offsets to total costs. In 2010,
Peoples Gas received a total of $46,867.40 in pipeline refunds accounted for in
this manner. This amount was included as an offset to recoverable gas costs for
the NCGC, DGC and ABGC.

Q. Please specify any other adjustments that were separately reported in
2010.

A. Other adjustments that were separately reported, which are summarized
and shown on Page 2, Line 8, of PGL Ex. 2.1, include a debit adjustment of
$38.10 for the NCGC, DGC and ABGC, for a total debit adjustment of $38.10.
Q. Please specify the interest, calculated pursuant to Section 525.50 of the
Commission’s rules, for inclusion in Adjustments to Gas Costs (Factor A).

A. Interest, calculated pursuant to Section 525.50, for inclusion in
Adjustments to Gas Costs (Factor A), is shown on Page 2, Line 9, of PGL EX.
2.1, and reflects a refundable amount of $159,506.46 for the CGC, a refundable
amount of $6,387.05 for the NCGC, DGC and ABGC, for a total refundable
amount of $165,893.51.

Q. What was Peoples Gas’ over- or under- recovery for 20107?

A. Peoples Gas’ over- or under-recovery for 2010 is shown on Page 2, Line
10, of PGL Ex. 2.1. The over- or under-recovery for each Gas Charge can be

determined by deducting the amount on Line 6 (revenues arising through the
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application of each Gas Charge) from the amount on Line 5 (costs recoverable
through each Gas Charge) and adding the amounts on Line 7 (separately
reported pipeline refunds or surcharges), Line 8 (separately reported other
adjustments), and Line 9 (interest). Using this calculation, Peoples Gas’ over- or
under-recovery for 2010 reflects an under-recovery of $9,301,076.15 for the
CGC, an over-recovery of $496,664.34 for the NCGC, DGC and ABGC, and an
under-recovery of $147,978.32 for the HCGC for a total under-recovery of
$8,952,390.13.

Q. Please specify the recovery balance for the reconciliation year.

A. The recovery balance for the reconciliation year, which reflects the sum of
the (refundable)/recoverable balances for prior periods and for the year ended
December 2010 for each respective Gas Charge, is shown on Page 2, Line 11,
of PGL Ex. 2.1. This amount, which can be determined by summing the amounts
on Line 4 (prior periods balance) and Line 10 (2010 balance), reflects an over-
recovery of $25,440,635.87 for the CGC, an over-recovery of $2,287,352.21 for
the NCGC, DGC and ABGC and an under-recovery of $146,577.50 for the
HCGC, for a total over-recovery of $27,581,410.58.

Q. Please specify any adjustments to gas costs that were not yet reconciled
through Schedule Il of Peoples Gas’ monthly filings at December 31, 2010.

A. Total unreconciled adjustments to gas costs, which are shown on Page 2,
Line 12, of PGL Ex. 2.1, reflect a refundable amount of $16,090,014.60 for the
CGC, a refundable amount of $397,844.46 for the NCGC, DGC and ABGC and a

recoverable amount of $146,577.50 for the HCGC, for a total refundable amount
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of $16,341,281.56. The unreconciled adjustments to gas costs (Factor A), for the
reported months of November and December 2010, are not yet reconciled at the
end of 2010. However, they are reflected in the CGC, NCGC, DGC and ABGC,
and HCGC Gas Charges for the effective months of January and February, 2011.
Q. Please specify any unamortized balance at the end of 2010.

A. The unamortized balance at the end of 2010 is shown on Page 2, Line 13,
of PGL Ex. 2.1. The unamortized balance for each respective Gas Charge can
be derived by deducting the amount on Line 12 (unreconciled adjustments) from
the amount on Line 11 (the over- or under-recovery balance for the reconciliation
year). Peoples Gas’ unamortized balance at the end of 2010 reflects a
refundable balance of $9,350,621.27 for the CGC and a refundable balance of
$1,889,507.75 for the NCGC, DGC and ABGC, for a total refundable balance of
$11,240,129.02.

Q. Please specify any Factor O amounts requested by Peoples Gas for 2010.
A. Peoples Gas is not requesting any Factor O amounts for 2010.

Q. Does PGL Ex. 2.1 include other reports that support the summary
amounts shown on Page 2?

A. Yes. PGL Ex. 2.1 includes a summary of the detailed Schedule II,
Adjustments to Gas Costs (Factor A) reports that Peoples Gas filed as part of its
monthly Gas Charge reports for 2010. Pages 6, 7 and 8 of PGL Ex. 2.1 reflect
Schedule Il reports filed for the CGC, NCGC, DGC and ABGC, and HCGC,
respectively. These reports reflect the monthly reconciliation of recoverable gas

costs and Gas Charge revenues, adjustments to gas costs (Factor A), refunds
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217 and other adjustments, Factor A amortizations and unamortized balances, Factor
218 O amortizations and unamortized balances, and interest determined for each
219 Gas Charge. Finally, Page 9 of PGL Ex. 2.1 contains notes that explain Gas
220 Charge reconciliation summary items noted on Page 2 of PGL Ex. 2.1.

221 Q. Does this conclude your direct testimony?

222 A. Yes, it does.

April 12, 2011 11
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STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

lllinois Commerce Commission )
On Its Own Motion )
)
V. )
)
The Peoples Gas Light and ) Docket No. 10-0693
Coke Company )
)
Reconciliation of revenues )
collected under gas adjustment )
charges with actual costs prudently )
incurred. )
DIRECT TESTIMONY
OF
RICHARD E. DOBSON
Q. Please state your name and business address.

A. My name is Richard E. Dobson. My business address is 130 E. Randolph
Street, Chicago, lllinois 60601.

Q. By whom are you employed?

A. Integrys Business Support, LLC (“IBS”).

Q. What position do you hold with IBS?

A. | am Manager of Gas Supply for Respondent, The Peoples Gas Light and
Coke Company (“Peoples Gas”), and North Shore Gas Company (“North
Shore”).

Q. What are your responsibilities in that position?

April 12, 2011 -1-
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A. | am responsible for directing the activities of the Gas Supply Department
for Peoples Gas and North Shore, as well as the activities of Peoples Gas’
interstate services area.

Q. Please summarize your educational background and experience.

A. | have a Bachelor's Degree in Geology from the University of lllinois and a
Masters of Engineering Degree in Mining Engineering and Mineral Economics
from The University of California, Berkeley. | have been employed by Peoples
Gas or its affiliates since 1992 in positions related to gas supply, regulatory
affairs and asset development. Prior to joining Peoples Gas, | was employed by
The California Public Utilities Commission in various regulatory and rate
positions, with an emphasis on gas supply markets and federal regulatory policy
matters.

Q. What is the purpose of your direct testimony?

A. The purpose of my testimony is to describe Peoples Gas’ 2010 supply and
capacity procurement practices, including negotiation of contracts and related
accounting and auditing practices. This includes a description of how Peoples
Gas’ company-owned storage field, Manlove Field, fits into Peoples Gas’ portfolio
and how Peoples Gas allocated available capacity among Peoples Gas, North
Shore and Peoples Gas’ interstate storage services. In addition, | discuss steps
that Peoples Gas took to reduce gas price volatility. | also address the prudence
of Peoples Gas’ 2010 supply and capacity and the resulting gas costs that

Peoples Gas billed to customers.
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2010 PROCUREMENT OVERVIEW

Q. Please describe Peoples Gas’ 2010 gas supply procurement process.

A. IBS provides services for Peoples Gas under an affiliated interest
agreement approved by the lllinois Commerce Commission (“Commission”). In
general, personnel in the Gas Supply Department, and others, as appropriate,
developed specific gas supply recommendations and put those forward for
management approval. The Gas Supply Department was responsible for
entering into and administering contracts for gas supply and for purchases of
transportation and storage services.

Q. What procedure did Peoples Gas follow in 2010 in order to select its
resource mix?

A. Prior to the start of the year, Peoples Gas developed a number of
interconnected forecasts, including: a peak day forecast, a long-term sales
forecast, and a gas sendout requirements forecast. These forecasts support the
Gas Dispatch Model, which calculates daily sendout requirements and balances
the normal year’s daily requirements with available gas supply, including term
purchases, spot market purchases, customer-owned deliveries and gas available
for withdrawal or injection. The Gas Dispatch Model optimizes, from a full-year
perspective, the daily gas dispatching activities by forecasting the supply and
storage mix to meet the expected customer sendout requirements for each day
of the forecast year. Using the annual Gas Dispatch Model as a starting point
and just prior to the start of each month, the Gas Supply Department computed

at least three potential load forecasts for the coming month and met to address
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purchasing decisions for the upcoming month. After establishing the monthly
plan, Gas Supply personnel, on a daily basis, as changing requirements and the
market dictated, addressed any changes necessary to accommodate the need
for additional or reduced amounts of supply or capacity.

Q. Please describe Peoples Gas’ contractually available sources of firm gas
supply during the reconciliation period.

A. Peoples Gas purchased firm gas supply from many parties under three
general forms: field baseload, field swing, and citygate delivered swing and call.
Q. Please describe the field baseload purchases.

A. Peoples Gas contracted for baseload supplies that it purchased at field
locations and transported to the citygate using its transportation. Peoples Gas
made these purchases on a long term and a seasonal basis. The baseload
contracts called for Peoples Gas to purchase the same quantity each day and
were priced either on a First of the Month (“FOM”) index price or with a fixed
price (discussed below).

Q. Please describe the field swing purchases.

A. Field swing purchases are firm supplies that were available at a daily
index price, and, when purchased, were transported to the citygate using
Peoples Gas’ transportation. Peoples Gas made these purchases on a seasonal
(November through March) and January 2010 only basis. In each case, the
guantity that Peoples Gas could purchase each day could vary between zero and

the maximum quantity stated in the contract. Under these contracts, the supplier
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had the obligation to deliver the gas, but Peoples Gas had no obligation to ever
purchase any gas.

Q. Please describe the citygate delivered swing and call purchases.

A. Citygate delivered swing purchases are firm supplies that were, when
requested by Peoples Gas, delivered to the citygate by the supplier and available
on any day during the November 2009 through March 2010 and the November
2010 through March 2011 periods at a daily index price. Under these contracts,
the supplier had the obligation to deliver the gas, but Peoples Gas had no
obligation to ever purchase any gas.

Citygate delivered call purchases are firm supplies that were, when
requested by Peoples Gas, delivered to the citygate by the supplier subject to the
unique call rights specified in the contract. The call rights were in two forms:
available on any day during January 2010 at an FOM price, but for no more than
a specified number of days during that month; and available on any day during
January 2010 at an FOM price, provided a criterion tied to the temperature
forecast for O’Hare was met. For both forms, the supplier had the obligation to

deliver the gas, but Peoples Gas had no obligation to ever trigger the call.

Q. Did Peoples Gas have any other sources of gas available for system
supply?
A. Yes. Peoples Gas purchased supply on the spot market. These

transactions were typically for less than one month and were often for only a

single day or a few days. Once contracted, these sources were firm.
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Also, a significant portion of Peoples Gas’ end use market opts for
deliveries of customer-owned gas under Peoples Gas’ Schedule of Rates. This
gas was another source available to Peoples Gas for system supply. However,
Peoples Gas did not know the customer-owned gas quantity that it will receive
until customers and their suppliers nominated it and North Shore and the
pipelines confirmed it.

Q. How many suppliers did Peoples Gas purchase from during the
reconciliation period?

A. During 2010 Peoples Gas purchased gas from 38 suppliers.

Q. Please describe Peoples Gas’ contractual agreements for the purchase of
supply and capacity recovered through the monthly Gas Charge filings.

A. During 2010 Peoples Gas purchased the majority of its supply under firm
contracts with suppliers. It made these purchases under the terms of the
individual contracts that Peoples Gas had with each supplier. Peoples Gas
purchased a portion of its total supply volumes as spot purchases from various
suppliers. It made spot purchases, on an as-needed basis, from suppliers under
the terms of the individual contracts that Peoples Gas had with each supplier.

Capacity (both pipeline storage and transportation) transactions are
subject to contracts with the pipelines and the pipelines’ Federal Energy
Regulatory Commission (“FERC”) Gas Tariffs.

Q. Did Peoples Gas purchase gas or release capacity under an asset
management arrangement during the reconciliation period?

A. No.
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Q. Did Peoples Gas conduct any after-the-fact analyses of its 2010 gas
supply procurement?

A. Yes, three kinds of after-the-fact analyses were conducted. One reviewed
the performance on a monthly basis. The second analysis reviewed the peaking
and call options included in the winter season portfolio. The third analysis looked
at the entire year across a number of parameters.

REQUESTS FOR PROPOSALS

Q. Did Peoples Gas use a Request for Proposal (“RFP”) process for any of
the purchases identified above?

A. Yes. Peoples Gas believes the RFP process allows the market to
competitively bid to determine the fair value of the products sought. Peoples Gas
issued RFPs, with specific directions to bidders, for each of the term field
baseload and field swing purchases as well as the citygate delivered swing and
call purchases. The goal of the RFP process is to reach as broad a market as
possible to meet Peoples Gas’ requirements. Peoples Gas attempted to be as
clear as possible in what it was seeking and what it would consider a conforming
bid. This practice provided Peoples Gas with objective criteria with which to
eliminate non-conforming bids and make a fair apples-to-apples comparison of
bids received.

Q. You stated that Peoples Gas tries to be as clear as possible when it
structures its RFPs. Please explain what you mean.

A. One of Peoples Gas’ goals is to receive bids that are in an identical format

so that it can make fair comparisons. In its RFPs, it specifies all the key
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commercial terms of service to limit the number of variables that it must consider
in evaluating bids. For example, a typical RFP would specify the location(s) at
which Peoples Gas would take delivery of supply; whether the supply would be
baseload or swing and, if it is a swing supply, the conditions under which Peoples
Gas can call on the supply; acceptable pricing structures, such as based on
specific FOM or daily indices and whether demand charges would be acceptable;
and any quantity limitations, such as bids must be in increments of 5,000
dekatherms (“dth”) per day. In addition, the RFP specifies the credit terms that
will apply to the winning bidder, and bidders must be parties to a master contract
that will govern the transaction. Generally, the supplier need only select an
acceptable delivery location from among those specified, specify a daily contract
guantity and bid a price in the required form, for example, an addition to or
subtraction from an index that Peoples Gas identified in the RFP. Peoples Gas
can then perform an apples-to-apples comparison among the conforming bids
and promptly notify the winning bidder(s).

Q. Did Peoples Gas conduct any RFPs that differed from the form it used in
prior years?

A. Yes. Peoples Gas conducted one RFP using an electronic auction
platform operated by World Energy Solutions, Inc.

Q. What is the World Energy platform?

A. The platform is an automated, web-based auction platform that supports
both forward and reverse auctions. Peoples Gas used the reverse auction

functionality of the platform to acquire baseload gas for various periods, generally
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covering the May 2010 through October 2010 period, at four different field
locations. The auctions occurred on April 21, 2010.

Q. What is a reverse auction?

A. A reverse auction is one where the prices from individual bidders go lower,
rather than higher, as the auction progresses.

Q. Who was responsible for selecting the winning bids?

A. Peoples Gas selected the winning bids and was responsible for contacting
the winning bidders to make the award.

Q. Were all bids open to all bidders?

A. No. While Peoples Gas could see all bid information, including prices and
bidder names, individual bidders could only see their own bids and the current
low price bid at the time.

Q. Were all the RFPs used to obtain the supplies discussed above completed
in the reconciliation year?

A. No. Peoples Gas completed two RFPs prior to 2010 for gas that flowed in
2010. The types of supply procured under those RFPs were baseload and non-
baseload, i.e., swing and call, gas supplies. The baseload supply obtained under
one of the RFPs was for fixed price supply.

Q. Please describe what a fixed price means.

A A fixed price is one that over the term of the agreement does not change.
Q. How was the fixed price established?

A The fixed price was reached through an RFP with a two step process used

to establish the final price. The first step was to determine the basis for the gas
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to be purchased. Once the basis was established, within a short period of time
Peoples Gas had the right to lock in a NYMEX reference price. Adding together
the two parts of the price provided a final fixed price.

Q. In the process described above, you stated that Peoples Gas used a
NYMEX reference price. Does that mean Peoples Gas entered into a financial
position on the NYMEX or with the wining supplier(s)?

A. No. Peoples Gas used the NYMEX as purely a reference to the then
existing market price. Peoples Gas did not enter into any financial contracts in
support of these transactions.

Q. What criteria did Peoples Gas use in reviewing these RFP responses and
awarding contracts?

A. The award criteria were lowest price first, and, where applicable,
secondary considerations. Secondary considerations were the nomination
deadline and the pipeline on which the supply was to be delivered. In addition,
for the non-baseload RFP supplies, Peoples Gas used a bid valuation model to
evaluate swing and call supply products with varying price, term and quantity
attributes on an equal footing.

Q. Did Peoples Gas issue RFPs in 2010 for gas flowed in 2010?

A. Yes. Peoples Gas completed two RFPs in 2010 for gas that flowed in
2010. The types of supply procured under those RFPs were baseload and non-
baseload, i.e., swing and call, gas supplies.

Q. What criteria did Peoples Gas use in reviewing these RFP responses and

awarding contracts?
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A. The award criteria were lowest price first, and, where applicable,
secondary considerations. Secondary considerations were the nomination
deadline and the pipeline on which the supply was to be delivered. Another
criterion was vendor diversity, which was applied where applicable. Also, for the
non-baseload RFP supplies, Peoples Gas used a bid valuation model to evaluate
swing and call supply products with varying price, term and quantity attributes on
an equal footing.

Q. Did Peoples Gas purchase all its gas through the RFP process?

A. No. Peoples Gas purchased all its spot gas pursuant to bilateral
discussions with suppliers or through trades on the IntercontinentalExchange, an
electronic trading platform.

CITYGATE PURCHASES

Q. Did Peoples Gas purchase gas at the citygate in 2010?

A. Yes. Peoples Gas purchased term gas and spot gas delivered at the
citygate in 2010. Citygate purchases accounted for about 13% of total purchase
guantities and about 14% of total purchase costs.

Q. Why does Peoples Gas purchase term gas at the citygate, rather than
making purchases in the field and using its transportation to move the gas to its
citygate?

A. Peoples Gas buys term gas at the citygate for two main reasons. First, in
the case of the swing and call gas, citygate purchases limit the amount of
pipeline capacity that Peoples Gas needs to hold. Winter-only firm capacity is

typically unavailable and year-round capacity would only be needed for winter or
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peaking requirements. Second, it diversifies the type of pricing in the portfolio.
The Gas Charge will include a mix of field index purchases, citygate index
purchases and fixed price purchases.

Q. Why does Peoples Gas buy spot gas at the citygate?

A. Peoples Gas buys spot gas at the citygate to meet demands that vary
daily and are in excess of the transportation capacity held on interstate pipelines.
Because demands vary based on weather and customer-owned gas deliveries,
and, as such, are unpredictable, holding additional transportation from field
locations to meet them is not reasonable. Also, Peoples Gas buys at the citygate
when it is economically favorable.

TRANSPORTATION AND STORAGE CAPACITY

Q. Did any significant changes to Peoples Gas’ transportation and storage
capacity portfolio occur in 2010?

A. No.

Q. Were there any significant pipeline outages or interruptions during 20107
A. Peoples Gas experienced three interstate pipeline outages during the
reconciliation period.

The first event occurred August 17 - October 13, 2010. Natural Gas
Pipeline Company of America (“NGPL”) declared force majeure and performed a
hydrostatic test of two short sections of its Amarillo Line located in lowa. This
work reduced capacity through the affected area to 77%. During the repair
period additional problems occurred, further reducing the capacity to 70%. This

additional capacity constraint took place September 22 - October 13, 2010.
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The second occurrence caused reductions on October 21-26, 2010, when
NGPL had a compressor outage in Kansas. NGPL declared force majeure and
scheduled primary firm and secondary in-path firm transportation at 65% of
contract quantity through the affected compressor.

The third event occurred November 9-12, 2010. NGPL discovered several
pipeline anomalies on its Gulf Coast mainline that required an isolation of a
pipeline section for repairs. During the outage, NGPL scheduled primary firm
and secondary in-path firm transportation at 71% of contract quantity. Peoples
Gas made arrangements with its baseload suppliers to deliver 71% of their
supply commitment during the outage. Once NGPL restored full service, the

suppliers provided make up gas to meet the expected monthly delivery.

Q. How did Peoples Gas’ planned and actual use of storage compare in
20107
A. Peoples Gas begins each season with an established storage plan based

on normal weather, estimated customer-owned gas deliveries and assumptions
for other factors not precisely known at the time it creates the plan. Peoples Gas
cannot reasonably plan for other storage activity, notably no-notice balancing.

As a result, actual storage use will never exactly match planned storage use for a
given month, and Peoples Gas may need to revise storage plans for future
months to accommodate these differences. During 2010, actual storage
withdrawals of 56,454 Mdth (thousand dekatherms) were 426 Mdth (0.8%) more
than planned, a very small difference.

Q. Is Peoples Gas’ storage field, Manlove Field, part of its storage plan?
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A. Yes. Manlove Field storage accounts for 34% of Peoples Gas’ design day
and 48% of the capacity in its annual storage portfolio. | discuss Manlove Field
in more detail later in my testimony.

Q. Did Peoples Gas have contracts for NGPL Rate Schedule NSS service in
its portfolio in 20097

A. Yes. Pursuant to contracts with NGPL, Peoples Gas had the right to
18,171.675 Mdth of NSS storage. This capacity was divided between the NGPL
Gulf (13,366.950 Mdth) and Amarillo (4,804.725 Mdth) systems.

Q. Did Peoples Gas release any of the NSS capacity?

A. Yes.

Q. Was the capacity release a reasonable use of this capacity?

A. Yes. Peoples Gas could not use the capacity in its storage portfolio during
the reconciliation period. However, NSS storage is a valuable service, and
through the release, Peoples Gas was able to retain rights to this service at no
incremental cost to customers. Peoples Gas did not permanently release the
NSS capacity. In this way Peoples Gas retained the right of first refusal to renew
this service at the end of the contract term with NGPL. Further, Peoples Gas
retained these rights at no cost to customers. It should be noted that since
Peoples Gas secured the NSS capacity, NGPL has expanded its NSS storage
capacity a number of times, each with incremental capacity priced higher than
the rates in Peoples Gas’ contract. If Peoples Gas opts to retain the capacity
after the term of the release, it will be able to pay the lower, pre-expansion cost.

Therefore, it is Peoples Gas’ opinion that maintaining a free option to storage that
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is in excess of current demands, is unable to be used under the current portfolio
configuration and that has been increasingly more valuable in the capacity
markets, protects customers from cost increases.

Q. If the NSS storage is increasingly more valuable, could Peoples Gas have
received more than the maximum tariff rate for the unused capacity?

A. No. At the time of the release, Peoples Gas could not release the
capacity for more than the maximum rate applicable to the capacity it purchases.
While NGPL offers expansion capacity at higher rates, those higher rates cannot
be captured in a release of pre-expansion capacity. In any event, Peoples Gas
released the capacity at the highest rate permitted by the FERC'’s rules at the
time of the release.

MANLOVE FIELD

Q. You stated that Manlove Field storage is part of Peoples Gas’ design day
and annual storage portfolio. What is the cycled top gas quantity for Manlove
Field?

A. The amount of top gas typically cycled annually from Manlove Field is
36,500 Mdth.

Q. What quantity of this capacity does Peoples Gas use to serve its retail end
use customers?

A. 27,800 Mdth.

Q. Do both retail sales and transportation customers receive services
supported by Manlove Field?

A. Yes.
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Q. Does anyone other than Peoples Gas’ retail customers receive services
supported by Manlove Field?

A. Yes. North Shore purchases a storage service from Peoples Gas under a
Commission-approved contract. Peoples Gas also offers storage services in the
interstate market under the FERC'’s authority. The interstate services are
sometimes called “hub” services.

Q. Please describe the storage service that North Shore purchases.

A. Under its agreement North Shore delivers gas to the Peoples Gas system
for injection into Manlove Field during the injection period. Peoples Gas’ and
North Shore’s systems are not physically interconnected. When North Shore
calls on gas for withdrawal, Peoples Gas will withdraw the gas and by
displacement deliver an equivalent quantity to North Shore using gas supplies
that Peoples Gas otherwise had flowing on either the NGPL or ANR Pipeline
Company (“ANR”) system.

Q. Please describe the interstate services that Peoples Gas provides.

A. Under a FERC-approved Operating Statement Peoples Gas may offer six
services: Firm Transportation, Interruptible Transportation, Firm Storage
Service, Interruptible Storage Service, Parking and Lending Service, and One-
Cycle Exchange service. Peoples Gas supports these services with capacity at
Manlove Field and on the Mahomet Pipeline, which connects Manlove Field to
Peoples Gas’ service territory. During 2010, Peoples Gas provided only Parking

and Lending Service, which is an interruptible service.
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Q. Did Peoples Gas enter into any significant interstate service agreements
during the reconciliation period?

A. No. In 2009, Peoples Gas, through a competitive bid, RFP process
entered into a two year, 5,000 Mdth park and loan transaction with NGPL that
remained in effect in 2010.

Q. How does Peoples Gas determine the amount of Manlove Field capacity
that is available to North Shore?

A. The quantity that North Shore receives is defined in its contract with
Peoples Gas. The parties last changed that quantity in 1995.

Q. How does Peoples Gas determine how much capacity is available for
interstate services?

A. The determination process is an extension of Peoples Gas’ existing
optimization models. The process is a point in time analysis that Peoples Gas
performs at least once per year but not longer than 18 months after the previous
study. The process is designed to allocate Manlove Field storage capacity in a
way that does not adversely affect Peoples Gas’ retail customers with the
principal goal of maintaining performance at Manlove Field. Peoples Gas first
performed this analysis in 2008. Peoples Gas performed this analysis again
during the reconciliation period in October.

Q. What were the results of implementing this process for 20107

A. An October 2010 decision, based on the 2010 analysis, was to retain the

existing allocation for the 2010-2011 injection/withdrawal season.
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Q. Is this process a reasonable way to allocate capacity among Peoples Gas’
retail customers, North Shore and Peoples Gas’ interstate customers and why?
A. Yes. The process takes steps to include and update as many market,
asset availability, and operating constraints as reasonably practicable. It also
takes advantage of advances in analytical tools and does so in a way that fits
Manlove Field into the comprehensive portfolio plan.

Q. Does Peoples Gas own and operate an LNG facility?

A Yes. The LNG facility is part of the Manlove Field complex.

Q. Please describe Peoples Gas’ use of the LNG facility in 2010.

A Peoples Gas continued to use the LNG facility as a source of needle
peaking supply and to supplement late-season withdrawals from Manlove Field.
Peoples Gas continued the multi-year process to cycle the existing LNG
inventory that began in 2009.

Q. Please explain how LNG operations affected gas supply activities in 2010.
A. Peoples Gas developed a gas supply plan that provided for up to 75 days
of liquefaction during the spring and fall of 2010. This plan allowed Peoples Gas
to liquefy the desired amount of LNG as of the end of November 2010.
RESERVE MARGIN

Q. What was Peoples Gas’ design day reserve margin in 2010?

A. Peoples Gas 2010 design day reserve margin was approximately 3%.
Peoples Gas defines its design day as the sendout expected to occur on a
January weekday with a temperature of -20 degrees Fahrenheit (equivalent to 85

degree days) and an average wind speed of 23.5 miles per hour (mph) following
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a day with a temperature of -2 degrees Fahrenheit and an average wind speed of
21 mph where the weather-normalized monthly sales and number of customers
are consistent with Peoples Gas’ most recent normal weather budget forecast for
the January containing the design day.

The reserve margin is intended to ensure that Peoples Gas will be able to
serve its customers under extreme conditions. Because of the serious effects on
public health and safety of a gas outage, in addition to the difficulties of restoring
gas service, it is imperative that Peoples Gas plan for extreme conditions. Firm
gas supply and deliverability to Peoples Gas’ distribution system were thus set at
levels that provide a margin over Peoples Gas’ projected peak day requirements.
This reserve margin was necessary to accommodate, among other things, the
fact that Peoples Gas is located near the end of NGPL'’s and Northern Border
Pipeline Company’s (“Northern Border”) facilities, the possibility of deliverability
shortfalls in connection with storage and flow gas, and the fact that requirements
could exceed design day projections.

PRICE RISK MANAGEMENT

Q. Please describe the steps taken to address price volatility, including any
hedging strategies.

A. Peoples Gas took several steps to address price volatility. During the
year, Peoples Gas followed a price protection program, approved by the
Regulated Risk Oversight Committee, which was specifically designed to mitigate
the effects of gas price volatility. Under this program a significant portion of

Peoples Gas’ purchases were protected using approved financial derivative tools
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including fixed price swaps, call options, synthetic calls or consumer collars
(purchased calls and sold puts simultaneously). These purchases were either
hedged physically through fixed forward purchases directly with a supplier or
through the use of financial derivative instruments. Under the plan, Peoples Gas
began executing its hedges nineteen months prior to the start of each season
(i.e., winter or summer). The timing of the transaction execution follows a time
driven matrix approach and results in 100% of the planned hedges in place prior
to the start of the season. Under normal weather conditions, Peoples Gas would
expect to hedge between 25% and 50% of its annual purchases under this plan
with a target of 37.5%.

Peoples Gas’ supply portfolio also contained storage assets, both owned
and under contract, that allowed it to use the natural physical hedge that
seasonal storage provides. Peoples Gas also purchased natural gas supplies
from a variety of parties and from different producing regions to protect against
regional price anomalies.

Q. How much of its annual purchases did Peoples Gas hedge under its plan?
A. For the reconciliation period, slightly less than 36% of actual annual
purchases were financially hedged. While the financially hedged percentage was
below the 37.5% target noted above, it was within the plan parameters.

Q. What is a “time driven matrix” approach?

A. The “time driven matrix” approach is meant to convey that Peoples Gas
executed its hedge transactions on a defined schedule, unless predefined market

conditions were met and Peoples Gas elected to accelerate its financial hedge
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purchases. This is in contrast to, for example, purchasing all of the hedges
eighteen months prior or waiting until one month prior to the hedged period to
purchase the hedges.

Q. Were there any changes made to this plan that affected the reconciliation
period?

A. No. Further, the plan was reauthorized by the Regulated Risk Oversight
Committee in September, 2010.

Q. Were there any significant deviations from this plan?

A No.

Q. Please describe the impact on the Gas Charge of the hedging strategies.
A As a result of Peoples Gas’ purchases under its price protection programs,
customers were partially insulated against price volatility. By taking fixed price
positions on a large portion of the anticipated baseload purchases, Peoples Gas
can dampen the effect that large swings in the price of natural gas have on its
total cost of gas. This, in turn, leads to more stable prices for Peoples Gas’
customers. In the absence of this program, customers would be exposed to the
full risk of market fluctuations. Peoples Gas’ price protection strategies were not
aimed at guaranteeing the lowest possible price for gas. The programs’ purpose
is to mitigate volatility.

INTERSTATE SERVICES

Q. You testified that Peoples Gas provides interstate services. What revenue

did Peoples Gas receive from interstate transactions in 2010?
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A. Interstate services transactions resulted in approximately $10.3 million in
revenue that Peoples Gas flowed through its Gas Charge during 2010.

Q. Do hub transactions increase gas costs to customers?

A. No. First, the revenues generated through the provision of hub services
are a credit to the Gas Charge and, as such, reduce costs to customers.
Second, hub services tend to increase the liquidity at Peoples Gas’ citygate.
Generally, the more liquid the trading point the better the price signals and the

easier it is for supply to meet demand.

Q. Did Peoples Gas enter into any off-system gas sales for resale during
2010?
A. Yes. Peoples Gas entered into off-system sales transactions that were

supported by approximately 3% of Peoples Gas’ purchases in terms of quantity
and approximately 3% in terms of cost for the year. These transactions were for
operational purposes to help balance the system and to avoid oversupply
situations, as well as for asset optimization reasons.

Q. Did Peoples Gas release any capacity in 2010?

A. Yes. In addition to the NSS release discussed above, Peoples Gas
released some capacity on a short term basis on both NGPL and Northern
Border.

AFFILIATE TRANSACTIONS

Q. Did Peoples Gas enter into any transactions with any affiliate that affected
the Gas Charge?

A. No.
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Q. Does Peoples Gas have any gas supply related transactions with its
affiliates?
A. Yes. Peoples Gas provides a storage service to North Shore, an affiliated

gas utility, pursuant to a Commission-approved agreement. This service does
not affect Peoples Gas’ Gas Charge.

PRUDENCE OF 2010 GAS COSTS

Q. Were Peoples Gas’ incurred expenditures for 2010 gas supply prudent?
A. Yes. The incurred gas supply expenditures for 2010 reflected Peoples
Gas’ continuing efforts to minimize the cost of its gas supply consistent with
operational and contractual constraints and the statutory obligation to provide
adequate and reliable service to customers during all periods of the year. In
particular, following RFP processes, Peoples Gas purchased supply from a
diverse pool of suppliers to fill its storage services and to supply its customers. It
purchased supply at the citygate and in the field, which both diversifies the
pricing applicable to those purchases and enhances reliability. It met a large
portion of its peak day and seasonal requirements from storage. It also used
storage to help it balance its system on a daily and intra-day basis. Finally, it
hedged a significant portion of its annual purchases, which helps to mitigate price
volatility for customers.

Q. What other efforts has Peoples Gas made to ensure that pipelines serving
it provide reliable services on a best-cost basis?

A. Peoples Gas made efforts to maintain adequate, reliable services from

pipeline transporters and to keep gas costs to a minimum by active participation
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in its pipeline transporters’ rate and certificate proceedings and other matters
before the FERC. Peoples Gas monitored the filings of its principal pipeline
suppliers of storage and transportation services and other pipelines
interconnecting with Peoples Gas’ system -- NGPL, Northern Border, Kinder
Morgan lllinois Pipeline LLC (“KMIP”), Trunkline Gas Company (“Trunkline”),
Midwestern Gas Transmission Company (“Midwestern”), ANR, Guardian
Pipeline, L.L.C. (“Guardian”) and Alliance Pipeline, Ltd. (“Alliance”). In addition,
Peoples Gas monitored FERC rulemaking and policy proceedings.

Based on its review of pipeline filings, Peoples Gas intervened in
significant proceedings, including NGPL’s Section 5 rate review proceeding that
FERC initiated. Peoples Gas also continued to participate actively as a member
of the American Gas Association in FERC rulemakings and other generic
proceedings affecting its customers.

MEASUREMENT AND MONITORING OF PIPELINE DELIVERIES

Q. Please describe the control procedures and monitoring related to contract

enforcement for Peoples Gas’ pipeline purchases.

A. The control procedures and monitoring related to enforcement of contracts

for gas delivered by pipelines interconnecting with Peoples Gas were as follows:
1. Natural gas delivered by NGPL to Peoples Gas is registered by

Peoples Gas’ electronic flow measurement (“‘EFM”) equipment located at seven

locations (excluding direct pipeline supplied customer locations), including

Peoples Gas’ Manlove Field. One of NGPL’s seven locations, the Torrence

Avenue station, is also the point at which energy is delivered to Peoples Gas
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from KMIP. Peoples Gas’ Gas Control Department reviewed and monitored the
accuracy of energy that NGPL billed at all seven of those meters on a daily basis
as well as for KMIP at the Torrence point. Peoples Gas independently operates
equipment verifying the accuracy of NGPL’s and KMIP’s meters. If the Gas
Control Department’s measurement review indicated a discrepancy, the Gas
Control Department would contact NGPL or KMIP to resolve the discrepancy.
NGPL and KMIP also calibrate their EFM equipment once a month. Peoples
Gas’ representative may be present at these calibrations. Peoples Gas’
representative is present for physical changes (e.g., orifice plate inspection or
replacement) involving a meter.

2. ANR operates EFM equipment at its station near East Joliet, lllinois
and at its Sharp Road station near Elwood, Illinois. Trunkline operates EFM
equipment at Peoples Gas’ Manlove Field. Northern Border operates EFM
equipment at the Manhattan-South interconnect located near Manhattan, lllinois,
the Manhattan-North interconnect located near Lemont, lllinois, and the Sharp
Road interconnect located near Elwood, lllinois. Midwestern operates EFM
equipment at its station near Union Hill, Illinois. Alliance operates EFM
equipment at its station near Elwood, Illinois. Guardian operates EFM equipment
at its station near Elwood, lllinois. ANR, Trunkline, Midwestern, Northern Border,
Guardian, and Alliance calibrate their EFM equipment once a month. A Peoples
Gas representative may be present at these calibrations. Peoples Gas’
representative is present for physical changes (e.qg., orifice plate inspections or

replacement) involving a meter. Peoples Gas independently operates equipment
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verifying the accuracy of ANR’s, Trunkline’s, Midwestern’s, Northern Border’s,
Guardian’s, and Alliance’s measurement equipment. Peoples Gas’ Gas Control
Department reviews and monitors the accuracy of energy that is billed from these
pipelines’ meters. If this review identified a discrepancy, Gas Control would
contact the pipeline and resolve the discrepancy.

3. If the Gas Control Department’s measurement verification between the
EFM equipment and nomination systems (Peoples Gas’ and pipelines’
nomination websites) indicates a discrepancy, the Gas Control Department will
contact the pipeline to resolve the discrepancy. Once Gas Control has resolved
all discrepancies, the Gas Supply Department will verify the amount of gas
nominated to the Gas Supply transaction tracking database (TRM, formerly
Monaco). This ensures that all gas nominated is recorded in TRM. The Fuel and
Supply Accounting Department confirms data from TRM with the pipelines’
invoices.

4. ANR, Midwestern, Guardian and Trunkline determine gas quality and
heating value by use of onsite chromatographs at those meter stations. NGPL
determines gas quality and heating value by use of chromatographs at a point on
its system near Joliet, Illinois and at Peoples Gas’ Manlove Field. Northern
Border determines gas quality and heating value by use of a chromatograph on
its system near Ventura, lowa. Alliance determines gas quality and heating value
by use of a chromatograph on its system near Morris, lllinois. Peoples Gas
independently monitors gas quality and heating value by means of

chromatographs owned by Peoples Gas at the citygates, Manlove Field, at the
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ANR and Midwestern meter stations, and at two of the three Northern Border
meter stations. These chromatographs are calibrated on a regular basis.

5. Internal Audit Services examines the accuracy and performance of
procedures identified by management as SOX controls annually during its
Sarbanes-Oxley Act of 2002, Section 404, testing to support management’s
assertion that the internal control structure is operating as designed. These tests
include examination of the various records and reports used by the Fuel and
Supply Accounting Department to record volumetric and pricing information
including the various reconciliations to source measurement and pipeline
information.

Q. Please describe the control procedures and monitoring programs related
to enforcement of Peoples Gas’ contracts for purchases from suppliers.

A. The gas purchased by Peoples Gas from each supplier was invoiced
based on quantities delivered at the agreed delivery points. Each month the Fuel
and Supply Accounting Department verified that suppliers used the appropriate
unit prices in their invoicing to Peoples Gas, and it also confirmed that suppliers
delivered volumes based on the agreed to delivery point on the pipeline invoices.
Q. Please describe the control procedures and monitoring programs that
Peoples Gas uses with respect to its gas transportation contracts.

A. The control procedures and monitoring related to the enforcement of the
transportation contracts and point operator agreements with ANR, NGPL, KMIP,

Northern Border and Midwestern were as follows:

April 12, 2011 - 27 -
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1. Each of these pipelines rendered monthly statements of the quantity of
gas received on behalf of Peoples Gas from each supplier at each receipt point
and the quantity of gas each transporter delivered to Peoples Gas. The
guantities of gas received and delivered by each transporter were measured in
accordance with the General Terms and Conditions of its respective FERC Gas
Tariff. Peoples Gas has access to transporters’ measurement equipment at the
receipt and delivery points under the tariff provisions. The Fuel and Supply
Accounting Department verified the accuracy of each monthly statement based
on records maintained by the Gas Supply area in coordination with each
transporting pipeline.

2. Transportation charges for each of the various receipt points also
include a percentage retained by the transporter from gas received for Peoples
Gas’ account to compensate for the transporter’'s compressor fuel and lost-and-
unaccounted-for gas. The Fuel and Supply Accounting Department reviewed for
accuracy the quantities that the transporter retained, the transportation charges
and the reservation fees against published tariffs, contracts or discount letters or
agreements, as appropriate.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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111 S, Wacker Drive
Chicago, IL 60606-4301
UsAa

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
The Peoples Gas Light and Coke Company
Chicago, llinois

We have audited, in accordance with generally accepted auditing standards as established by the Auditing
Standards Board (United States) and in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated financial statements of The Peoples Gas Light and
Coke Company and subsidiary (the “Company”) for the year ended December 3 1, 2010, and have issued
our report thereon dated February 28, 2011 (which report expresses an unqualified opinion). We have also
audited the accompanying Statement to Illinois Commerce Commission — Determination of
Reconciliation Balance for Gas Charge (the “Statement™) of The Peoples Gas Light and Coke Company
(the “Company”) for the year ended December 31, 2010, pursuant to Rider 2 of the Company’s rate
schedule in effect and on file with the Iilinois Commerce Commission. This Statement is the
responsibility of the Company’s management. Our responsibility is to express an opinion on this
Statement based on our audit.

We conducted our audit of the Statement in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Statement is free of material misstatement. An audit includes consideration
of internal control over financial reporting as it relates to the Statement as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting as it relates to the Statement.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the Statement, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

The accompanying Statement was prepared for the purpose of complying with Rider 2 of the Company’s
rate schedule in effect and on file with the Illinois Commerce Commission and is not intended to be a
complete presentation of the Company’s revenues and expenses, nor is it intended to be a presentation in
conformity with the accounting principles generally accepted in the United States of America.

In our opinion, the Statement referred to above presents fairly, in all material respects, the information set
forth therein of the Company for the year ended December 31, 2010, in accordance with Rider 2 of the
Company’s rate schedule in effect and on file with the Illinois Commerce Commission.

This report is intended solely for the information and use of the management and the Board of Directors

of the Company and the Illinois Commerce Commission and is not intended to be and should not be used
by anyone other than these specified parties.

Dty € Gehe LLF

April 8, 2011

Member of
Delaltte Touche Tohmatsu Limited
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The Peoples Gas Light and Coke Company
Statement to lllinois Commerce Commission - Determination of Reconciliation Balance (1)
For the Year Ended December 31, 2010

Non-Commodity Gas Charge,

Commodity Demand Gas Charge and Hub Credit Total
Gas Charge Adggregation Balancing Gas Charge Gas Charge Gas Charge
(CGC) {NCGC, DGC and ABGC) (HCGC)
Year Ended December 31, 2009
Unamortized Balance at December 31, 2009 ($13,637,782.95) ($1,233,190.74) $0.00 ($14,870,973.69)
(Refund)/Recovery (2)
Factor A Adjustments unreconciled at (21,103,929.07) (657,497.13) (1,400.82) (21,662,827.02)
December 31, 2009 (Refund)/Recovery (3)
Factor O
(Refunded)/Recovered in 2010 0.00 0.00 . 0.00 0.00
Balance (Refundable)/Recoverable from '
Prior Periods (Line 1 + Line 2 + Line 3) (34,741,712.02) (1,790,687.87) (1,400.82) (36,533,800.71)
Year Ended December 31, 2010
Costs Recoverable through the Gas Charge (4) 500,081,636.62 53,104,817.94 (10,335,876.77) 542 850,577.79
Revenues Arising through Application of the Gas Charge (5) 490,621,054.01 53,5695,133.33 (10,483,855.09) 533,732,332.25
Separately Reported Pipeline Refunds or Surcharges 0.00 0.00 0.00 0.00
Separately Reported Other Adjustments (6) 0.00 38.10 0.00 38.10
Interest (159,506.46) (6,387.05) 0.00 (165,893.51)
(Oven/Under Recovery For Reconciliation Year
(Line 5 - Line 6 + Line 7 + Line 8 + Line 9) 9,301,076.15 (496,664.34) 147,978.32 8,952,390.13
(Over)/Under Recovery Balance For Reconciliation Year
(Line 4 + Line 10) (25,440,635.87) (2,287,352.21) 146,577.50 (27,581,410.58)
Factor A Adjustments unreconciled at
December 31, 2010 (Refund)/Recovery (7) (16,090,014.60) (397,844.46) 146,577.50 (16,341,281.56)
Unamortized Balance at December 31, 2010
(Refund) / Recovery (Line 11 - Line 12) (8) ($9,350,621.27) ($1,889,507.75) $0.00 - +(11,240,128.02)

Requested Factor O (Line 11 - Line 12 - Line 13) $0.00 $0.00 $0.00 0.00




Line
No.
[A]

10.

12.

13.

The Peoples Gas Light and Coke Company

STATEMENT TO ILLINOIS COMMERCE COMMISSION - DETERMINATION OF RECONCILIATION BALANCE

FOR THE COMMODITY GAS CHARGE

FOR THE YEAR ENDED DECEMBER 31, 2010

Description
1B}

Amount
(€]

ACTUAL RECOVERABLE GAS COSTS: YEAR ENDED DECEMBER 31, 2010

Gas Costs by Type:

a. Purchases -

b. Liability For Redelivery of Customer-Owned Gas

TOTAL GAS COSTS
Less: Gas Used by Company

a. Add: Gas Withdrawn from Storage
b. Less: Gas Injected into Storage

Less: Off-System Transaction Revenues
Less: Penalty / Imbalance Charge Revenues

a. Less: "Cash-Out" Schedule Revenues
b. Add: "Cash-Out" Schedule Costs

TOTAL OTHER COSTS / REVENUES

TOTAL ACTUAL RECOVERABLE
GAS COSTS FOR THE PERIOD

LESS ACTUAL REVENUES:
a. Commodity Gas Charge Revenues

Pipeline Surchargef(Refunds)/Other Adjustments

Interest

Reconciliation Balance Recoverable or (Refundabie)

Including Interest

497,880,456.93

{10,391,575.00)

0.00

277,466,081.11
(264,4086,186.74)

(249,461.19)
(24,146.41)

(1,202,007.20)
1.008.475.12

$

$

Totals
(0]

487,488,881.93

12.592,764.69

500,081,636.62

490,621.054.01
0.00

(159,506.46)

2.301.076.15

Page 3 of 9

Reference

Sum Lines 1a- 1b

Sum Lines 3-7

Line 2 + Line 8

Line 9- Line 10 + Line 11 + Line 12




Line
No.
[A]

10.

1.

13.

14,

Page 4 of 9
The Peoples Gas Light and Coke Company

STATEMENT TO ILLINOIS COMMERCE COMMISSION - DETERMINATION OF RECONCILIATION BALANCE
FOR THE NON-COMMODITY GAS CHARGE, DEMAND GAS CHARGE AND AGGREGATION BALANCING GAS CHARGE
FOR THE YEAR ENDED DECEMBER 31, 2010

Description Amount Totals Reference
[B] [C1 (D

ACTUAL RECOVERABLE GAS COSTS: YEAR ENDED DECEMBER 31, 2010

Gas Costs by Type:

a. Transportation $ 21,362,712.49
b. Storage 39,621,507.70
¢. Demand Gas Charge Revenues (5,071,168.82)
d. Aggregation Balancing Gas Charge Revenues (3.031,035.89)

TOTAL GAS COSTS $  52,882,015.48 Sum Lines 1a - 1d
Less: Gas Used by Company $ 0.00
a. Add: Gas Withdrawn from Storage 11,782,519.79
b. Less: Gas Injected into Storage (11,5659,717.33)
Less: Off-System Transaction Revenues 0.00
Less: Penalty / Imbalance Charge Revenues 0.00
a. Less: "Cash-Out" Schedule Revenues 0.00
b. Add: "Cash-Out" Schedule Costs 0.00

TOTAL OTHER COSTS / REVENUES 222,802.46 Sum Lines 3-7

TOTAL ACTUAL RECOVERABLE
GAS COSTS FOR THE PERIOD $  53,104,817.94 Line 2 + Line 8

LESS ACTUAL REVENUES:
a. Non-Commodity Gas Charge Revenues 52,506,239.42
b. Excess Bank Charge 750,934.98
¢. Rider TB Critical Day Balancing Charge 0.00
d. Rider TB Non-Critical Day Balancing Charge 0.00 .
e. Rider TB Daily Storage Charge 337,968.93
f. Rider TB Daily Scheduling Charge 0.00

TOTAL REVENUES 53,595,133.33 Sum Lines 10a - 10f
Pipeline Surcharge/(Refunds)/Other Adjustments 38.10
Interest (6,387.05)

Reconciliation Balance Recoverable or (Refundable) v
Including Interest $ (496.664.34) Line 9 - Line 11 + Line 12 + Line 13




Line
No.
[A]

The Peoples Gas Light and Coke Company

STATEMENT TO ILLINOIS COMMERCE COMMISSION - DETERMINATION OF RECONCILIATION BALANCE

FOR THE HUB CREDIT GAS CHARGE
FOR THE YEAR ENDED DECEMBER 31, 2010

Description Amount
1B] IC]

ACTUAL RECOVERABLE GAS COSTS: YEAR ENDED DECEMBER 31, 2010
TOTAL ACTUAL HUB REVENUES

(applicable to Hub Credit Gas Charge)

LESS ACTUAL HUB CREDIT GAS CHARGE ADJUSTMENTS |

Refunds/Other Adjustments

Interest

Reconciliation Balance Recoverable or (Refundable)
Including Interest

Totals
D]

(10,335,876.77)

10,483,855.09
0.00

Page 5 of 9

Reference

Line 1 - Line 2 +Line 3 + Line 4
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The Peoples Gas Light and Coke Company

Statement to lllinois Commerce Commission
Determination of Reconciliation Balance for Gas Charge
For the Year Ended December 31, 2010
Notes

(1) The Peoples Gas Light and Coke Company (the Cornpany) maintains its financial books and records in accordance

(2)

(3

(4)

(%)

(6)

(7)

(8

with accounting principles generally accepted in the United States of America. This Statement to lllinois Commerce
Commission — Determination of Reconciliation Balance for Gas Charge has been prepared from the financial books
and records of the Company in accordance with the annual reconciliation provision of Rider 2 of the Company’s rate
schedule in effect and on file with the lllinois Commerce Commission.

Unamortized (refundable)/recoverable balance at December 31,2009. For the Commodity Gas Charge, see Page 6,
Line 15, Column B. For the Non-Commodity Gas Charge, Demand Gas Charge and Aggregation Balancing Gas
Charge, see Page 7, Line 15, Column B. For the Hub Credit Gas Charge, see Page 8, Line 15, Column B.

Adjustments to Gas Costs (Factor A) included in filed Gas Charges effective January 1, 2010 and February 1, 2010
and not yet reconciled for the reporting months of November 2009 and December 2009, respectively. For the
Commaodity Gas Charge, see Page 6, Line 10 and sum the amounts in Column A and Column B. For the Non-
Commodity Gas Charge, Demand Gas Charge and Aggregation Balancing Gas Charge, see Page 7, Line 10 and
sum the amounts in Column A and Column B. For the Hub Credit Gas Charge, see Page 8, Line 10 and sum the
amounts in Column A and Column B,

Detail of costs recoverable through the Commodity Gas Charge provided on Page 3. Detail of costs recoverable
through the Non-Commodity Gas Charge, Demand Gas Charge and Aggregation Balancing Gas Charge provided on
Page 4. Detail of hub revenues to be credited through the Hub Credit Gas Charge provided on Page 5.

Revenue arising through the application of the Gas Charge including the Adjustment for Gas Costs (Factor A). Detail
of revenue arising from the Commodity Gas Charge provided on Page 3. Detail of revenue arising from the Non-
Commodity Gas Charge, Demand Gas Charge and Aggregation Balancing Gas Charge provided on Page 4. Detail
of hub credits arising from the Hub Credit Gas Charge provided on Page 5.

For monthly Separately Reported Other Adjustment amounts applied to the Non-Commodity Gas Charge, Demand
Gas Charge and Aggregation Balancing Gas Charge, see Page 7, Line 7, Column H and Column M.

Adjustments to Gas Costs (Factor A) included in filed Gas Charges effective January 1, 2011 and February 1, 2011
and not yet reconciled for the reporting months of November 2010 and December 2010, respectively. For the
Commaodity Gas Charge, see Page 6, Line 10 and sum the amounts in Column M and Column N. For the Non-
Commedity Gas Charge, Demand Gas Charge and Aggregation Balancing Gas Charge, see Page 7, Line 10 and
sum the amounts in Column M and Column N. For the Hub Credit Gas Charge, see Page 8, Line 10 and sum the
amounts in Column M and Column N. :

Unamortized balance at December 31, 2010. For the Commodity Gas Charge, see Page 6, Line 15, Column N. For
the Non-Commodity Gas Charge, Demand Gas Charge and Aggregation Balancing Gas Charge, see Page 7, Line
15, Column N. For the Hub Credit Gas Charge, see Page 8, Line 15, Column N.




PGL Ex. 2.1

STATE OF ILLINOIS )
ss

COUNTY OF COOK )

Willard S. Evans, Jr., of lawful age, being first duly sworn on oath,
states that he is Preéident of The Peoples Gas Light and Coke Cdmpany; that he
has read the foregoing Financial Statement to lllinois Commerce Commission —
Determination of Reconciliation Balance for Gas Charge for the Year Ended
December 31, 2010, and lndépendent Auditor’s Report, and knows the contents
thereof; ahd that the facts therein stated are true to the best of his knowledge,

information and belief.

By: : }LL/ ? // \ /

b
Willard S. Evans, Jr
President

SUBSCRIBED and SWORN TO before me this [aZ/ th day of April, 2011.

By:

OFFICIAL SEAL
SUZANNA NOWACZYK
NOTARY PUBLIC - STATE OF ILLINOIS
MY COMMISSION EXPIRES:0229/12:
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