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INTRODUCTION AND WITNESS QUALIFICATIONS

A. Identification of Witness

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

Ilinois 60601.

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

Department.

B. Purpose of Testimony

What is the purpose of your testimony?

The purpose of my testimony is to explain and analyze the changes proposed to The
Peoples Gas Light and Coke Company’s (“Peoples Gas”) Schedule of Rates for Gas
Service, provide support for the proposed changes, and to discuss the new rates and riders
that have been filed as a part of this proceeding. | will also address adjustments made to

test year billing units.

C. Summary of Conclusions

Please summarize your conclusions.
I conclude that Peoples Gas’ proposed rate design is just and reasonable, and while better
aligning revenues with costs and recovering the revenue requirement, also comports with

the Illinois Commerce Commission’s (the “Commission” or “ICC”) objectives of
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continuity and gradualism in changing rate design. Peoples Gas’ proposed changes to its

tariffs, charges, and riders are also appropriate and reasonable.

D.

ltemized Attachments to Direct Testimony

Are you sponsoring any attachments to your direct testimony?

1.

Yes. | sponsor the following exhibits:

Peoples Gas Exhibit (“Ex.”) VG-1.1 sets forth the tariff sheets which include the
proposed revisions to Peoples Gas’ Schedule of Rates for Gas Service, ILL. C.C.
No. 28 (the “tariff” or “Schedule of Rates™).

Peoples Gas Ex.VG-1.2 is a Summary of Revenues under Present and Proposed
Rates for each service classification.

Peoples Gas Ex. VG-1.3 reflects Peoples Gas’ proposed Equal Percentage of
Embedded Cost Method (“EPECM”) for allocating its revenue requirement
among the various service classifications.

Peoples Gas Ex. VG-1.4 reflects a comparison of present and proposed rates for
affected Peoples Gas service classifications and miscellaneous charges.

Peoples Gas Ex. VG-1.5 provides a summary of the unit costs for Service
Classification (“S.C.”) No. 1, Small Residential Service.

Peoples Gas Ex. VG-1.6 provides the bill impacts for the average S.C. No. 1 sales
customer and transportation customer under present and proposed rates, assuming
normal weather.

Peoples Gas Ex. VG-1.7 provides a summary of embedded and allocated fixed

unit costs for S.C. No. 2, General Service.
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14.

Peoples Gas Ex. VG-1.8 provides Peoples Gas” Schedule E-9 of its standard filing
requirements in this proceeding. It shows bill impacts for S.C. Nos. 1 and 2, as
well as S.C. No. 4, Large Volume Demand Service; S.C. No. 6, Standby Service;
and S.C. No. 8, Compressed Natural Gas Service, at various usage levels under
present and proposed rates.

Peoples Gas Ex. VG-1.9 provides a summary of the cost analysis supporting the
proposed rates for miscellaneous charges in Peoples Gas’ Terms and Conditions
of Service.

Peoples Gas Ex. VG-1.10 reflects the cost analysis that supports rate proposals for
Rider FST, Full Standby Transportation; Rider SST, Selected Standby
Transportation; Rider P, Pooling Service; and Rider AGG, Aggregation Service.
Peoples Gas Ex. VG-1.11 reflects the cost analysis which supports the storage
credit for Rider AGG.

Peoples Gas Ex. VG-1.12 reflects the cost analysis which supports the number of
proposed Allowable Bank Base Rate Days for Riders FST, SST and AGG.
Peoples Gas Ex. VG-1.13 reflects the derivation of the Uncollectible Factors for
Rider UEA, Uncollectible Expense Adjustment.

Peoples Gas Ex. VG-1.14 reflects the sheets that would be filed with the
Commission to implement charges under Rider ICR, Infrastructure Cost Recovery

as well as estimated bill impacts for S.C. No. 1 customers.

Were Peoples Gas Exs. VG-1.1 through VG-1.14 prepared by you, or under your

supervision and direction?

Yes, they were.
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E. Background and Experience

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

over 28 years.

What are your responsibilities in your current position?

As the Manager of the Gas Regulatory Services Department, | am responsible for
performing and managing activities related to rate research, rate design, rate and tariff
administration and for developing recommendations regarding rate policies for Peoples

Gas and North Shore Gas Company (“North Shore™).

Please summarize your educational background and experience.

In 1980, | graduated from Illinois State University with a Bachelor of Science degree in
Business Administration. In 1988, | received a Master of Management Degree from
Northwestern University. | have been employed by IBS and two affiliated companies
from September 1980 to the present. | began my employment at Peoples Gas in the Gas
Supply Planning Department. Since then, | have been employed in various positions and
levels of responsibility at Peoples Gas including the Rates Department, the Office of the
Chairman, the Executive Office of the Customer Relations Division and the Gas
Transportation Services Department. | have also been employed by Peoples Energy, the
parent company of Peoples Gas and North Shore and a wholly-owned subsidiary of
Integrys, as Director of Strategic Development. | have been in my present position since
the merger between Peoples Energy and Integrys (formerly, WPS Resources

Corporation) in February, 2007.
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Have you testified before the Commission previously?

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

for Peoples Gas and North Shore(ICC Docket Nos. 07-0241/07-0242 (Cons.)).

SCHEDULE OF RATES FOR GAS SERVICE

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

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

circulation in the area which Peoples Gas serves, in accordance with the provisions of 83
Illinois Administrative Code Part 255. Peoples Gas will submit for the record copies of
the Publisher’s certification that public notice of the changes was published in the

Chicago Tribune. Copies of the proposed changes are on file and open for public

inspection at Peoples Gas’ corporate office. Peoples Gas has also posted public notice of

the proposed changes in its corporate office.

Is Peoples Gas proposing changes to its Schedule of Rates for Gas Service, ILL. C.C.
No. 28?

Yes, Peoples Gas Ex. VG-1.1 contains copies of the tariff sheets filed by Peoples Gas in
this proceeding. In my testimony and exhibits, the term “proposed changes” will refer to

the rate levels and other changes reflected in these tariff sheets.

RATE DESIGN OBJECTIVES

What are the objectives that Peoples Gas seeks to achieve through the rate design

modifications it is proposing?
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Through the proposed rate design, Peoples Gas would accomplish seven major
objectives. They are to (1) recover Peoples Gas’ revenue requirement, (2) better align
revenues with underlying costs, (3) send the proper price signals, (4) provide more equity
between and within rate classes, (5) maintain rate design continuity, (6) reflect

gradualism and (7) retain customers on Peoples Gas’ system.

INCREASE AMOUNT AND ALLOCATION
OF THE REVENUE REQUIREMENT

Please describe Peoples Gas Ex. VG-1.2, Summary of Revenues under Present and
Proposed Rates.

Peoples Gas Ex. VG-1.2, shows revenues arising from present and proposed rates from
various revenue sources. Column K of the exhibit shows the increase in base rate
revenues arising from proposed charges for Peoples’ Gas’ various service classifications
($158.9 million, line 30), and from other base rate charges and items ($3.1 million, line
34), for a total base rate increase of $161.9 million (line 35). The exhibit also shows
pass-through revenues arising from Peoples Gas’ (1) Rider 2, Gas Charge as well as gas
charge related charges in Peoples Gas’ transportation riders; (2) Rider 11, Adjustment for
Incremental Costs of Environmental Activities; and (3) Rider EEP, Enhanced Efficiency
Program. It does not reflect any revenues that would arise from Peoples Gas’ proposed
Rider UEA, Uncollectible Expense Adjustment, and Rider ICR, Infrastructure Cost

Recovery. It also excludes municipal and state taxes and other state charges.

Would the revenues shown in Peoples Gas Ex. VG-1.2 change if the Commission

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

The affected amount is discussed later in my testimony.

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

Peoples Gas uses an Embedded Cost of Service Study (“ECOSS”) as the basis for the
determination of the revenue requirement and resulting proposed rates in this proceeding.
The ECOSS has been submitted as Peoples Gas Exs. JCHM-1.1 through JCHM-1.9 and

is sponsored by Ms. Joylyn Hoffman Malueg (Peoples Gas Ex. JCHM-1.0).

Please discuss any tariff proposals that are incorporated in the ECOSS under proposed
rates.

The ECOSS under proposed rates reflects a proposal to eliminate S.C. No. 6, Standby
Service as well as a proposal to place eligibility requirements, based on usage, for
customers taking service under S.C. No. 2, General Service. These proposals resulted in
the transfer of all customers and their related costs from S.C. No. 6 to S.C. No. 2, and the
transfer of certain customers from S.C. No. 2 to S.C. No. 4, Large Volume Demand

Service. These proposals are discussed later in my Direct Testimony.

How does Peoples Gas use the ECOSS to determine the proposed rates?
Peoples Gas uses the ECOSS to move toward cost based rates and to better align charges
and resulting revenues with like costs. The results of the ECOSS are used to increase

rates for S.C. No. 4 and S.C. No. 8, Compressed Natural Gas Service, setting both at cost.
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The ECOSS also provides the cost basis for determining the revenue requirement for S.C.
No.1, Small Residential Service and S.C. No. 2, using the Equal Percentage of Embedded
Cost Method (“EPECM?”) discussed below. The ECOSS indicates that the rates for S.C.
Nos. 1, 2, 4 and 8 are set below cost. Moving S.C. Nos. 4 and 8 to cost leaves $145.4
million in revenues to be recovered from other service classifications, as shown on
Peoples Gas Ex. VG-1.3, Allocation of Rate Increase (line 3, column E), to be
apportioned among S.C. Nos. 1 and 2 using the EPECM. Under the EPECM, the
increase is allocated in proportion to the embedded cost of service for these two service
classifications. These increases are added to the revenue generated under current rates to

determine the revenue to be provided under proposed rates.

Has the EPECM been employed by Peoples Gas previously?
Yes, Peoples Gas proposed the EPECM in its last three rate cases (ICC Docket Nos. 91-
0586, 95-0032 and 07-0242). The Commission accepted this method in all three

proceedings.

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

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

Why has Peoples Gas chosen the EPECM to allocate the additional revenue requirement
between S.C. Nos. 1 and 2?
As in prior cases, this method moves the small residential service rates closer to cost in a

gradual manner. As shown in Peoples Gas Ex. VG-1.3, the revenues generated from S.C.
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No. 1 are currently $122.6 million (line 1, column E) below its embedded cost of service,
while S.C. No. 2 revenues are below the embedded cost requirement by $22.7 million
(line 2, column E). Under Peoples Gas’ proposal, S.C. No. 1 would be below its
embedded cost of service by $17.6 million (line 1, column L) while S.C. No. 2 would be
above its embedded cost of service by $17.6 million (line 2, column L). S.C. No. 1
would be at 95.7% of cost (line 1, column K) while S.C. No. 2 would be at 111.2% of
cost (line 2, column K). In Peoples Gas’ 1995 rate case (ICC Docket No. 95-0032), S.C.
No. 1 was at 89.9% of cost under final rates. In Peoples Gas’ next rate case (ICC Docket
No. 07-0242), S.C. No. 1 was at 92.3% of cost under final rates. The movement to
95.7% of cost under Peoples Gas’ proposal demonstrates that the EPECM moves S.C.
No. 1 toward its embedded cost on a gradual basis. While a larger shift of revenue
responsibility to S.C. No. 1 is justified from a pure cost of service standpoint, the
proposed allocation provides reasonable movement toward cost at this time and mitigates

bill impacts.

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

Yes, S.C. No. 7, Contract Service to Prevent Bypass, was excluded from consideration,
because the revenues from customers served under this service classification are based on
a negotiated rate rather than the cost of service analysis filed in this case. These contracts
have been filed with the Commission. Revenues arising from S.C. No. 7 are credited
back to other service classifications in the ECOSS, thereby lowering their costs. S.C. No.

5, Contract Service For Electric Generation, was also excluded as there are currently no
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customers being served under this service classification, and in any event, this is also a

negotiated rate service.

CHANGES TO BASE RATES AND OTHER CHARGES

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

To meet this objective, Peoples Gas is proposing to recover a greater portion of its fixed
costs through fixed charges. Almost all of Peoples Gas’ costs, about 98%, are fixed, i.e.,
they do not vary with the volume of gas delivered to customers. However, in the interest
of rate design continuity, Peoples Gas has historically recovered a large portion of such
fixed costs through non-fixed volumetric charges. For instance, in Peoples Gas’ rate case
filed fourteen years ago in ICC Docket No. 95-0032, about 98% of Peoples Gas’ costs
were also fixed. However, only 27% of costs were recovered through fixed charges.
Peoples Gas reduced this mismatch in ICC Docket No. 07-0242, whereby its fixed cost
recovery under present rates would increase to 43% in test year 2010. However, a
continued mismatch of fixed costs and non-fixed charges would practically assure that
Peoples Gas will either recover more or less than its Commission approved revenue
requirement from customers. To remedy this, at least partially, and to meet its objective
to earn its revenue requirement, Peoples Gas is proposing rates that would recover about
48% of its fixed costs through fixed charges. This modest, but necessary, increase in
fixed cost recovery is well below the fixed cost recovery of 80% approved by the
Commission in recent proceedings for the Ameren Illinois gas utilities (ICC Docket Nos.
07-0585 - 07-0590, (Cons.)). While not yet completely matching fixed costs and fixed

charges, Peoples Gas’ proposed rates will provide more balance than its present rates and
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will send more appropriate price signals to customers about the largely fixed costs

underlying its delivery service.

Consistent with the objectives you described above and the move towards placing more
fixed cost recovery in fixed charges, what major changes to rates and charges is Peoples
Gas proposing?

Peoples Gas is proposing seven major changes to its base rates and other charges. | will
discuss these changes in detail later in my testimony.

First, S.C. No. 1 will reflect different monthly customer charges for sales and
transportation customers. The customer charges will increase for both types of
customers. The distribution charge will be the same for sales and transportation
customers and will reflect increases in both blocks of the two-block rate structure.

Second, a third meter class will be added for S.C. No. 2, and different customer
charges will be set for sales and transportation customers. The customer charge will be
increased for all three meter classes and both types of customers. The distribution
charge, which will be the same for sales and transportation customers, will reflect
increases in all three blocks of the three-block rate structure. S.C. No. 2 will only be
available to customers who consume an average of 41,000 monthly therms or less,
determined annually based on the most recent two calendar year period. Higher usage
customers would take service under S.C. No. 4.

Third, the monthly customer charge, demand charge, standby service charge and
the distribution charge for S.C. No. 4 will be increased. The demand charge will be
changed from a declining block to a flat rate. The distribution charge and standby service

charge will be increased. This service classification is set at cost. Setting this service
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classification at cost will help Peoples Gas to meet its objective of maintaining customers
on the system.

Fourth, S.C. No. 6, Standby Service, will be eliminated with all customers being
transferred to S.C. No. 2. S.C. No. 2 will be revised to remove a prohibition on standby
service under that service classification.

Fifth, the customer charge for S.C. No. 8 will be decreased. The distribution
charge will be increased. This service classification is set at cost.

Sixth, certain service reconnection charges and service activation charges will be
increased toward cost.

Seventh, certain administrative charges related to Peoples Gas’ transportation

programs will be reduced and a credit related to storage will be increased.

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

Yes. Peoples Gas Ex. VG-1.4, Comparison of Present and Proposed Rates shows the
proposed charges for each service classification. The exhibit also shows this information
for the transportation riders and the miscellaneous charges included in the Terms and
Conditions of Service. Lastly, the exhibit shows the increase or decrease in proposed

rates as compared to present rates.

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

Please describe Peoples Gas’ proposal to differentiate customer charges for S.C. No. 1.
Peoples Gas is proposing to set different customer charges for sales and transportation
customers rather than different distribution charges for such customers as the rates are

presently set. In ICC Docket No. 07-0242, Peoples Gas and Staff agreed to, and the
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Commission approved, different distribution rates for sales and transportation customers.
This differentiation was made so that rates for transportation customers, who buy their
gas from gas suppliers other than Peoples Gas, would not include gas cost related
Account No. 904 Uncollectible Accounts expenses. While it still agrees with this
differentiation, Peoples Gas believes that such differentiation should be reflected in the

customer charge.

Why should it be reflected in the customer charges?

There are two reasons for this. First, Peoples Gas’ ECOSS classifies Account No. 904
costs as customer costs, so they are included in the customer charge. Therefore, it is
appropriate that the customer charge rather than the distribution charge reflect the
differentiation. Second, S.C. No. 1 customers have migrated in large numbers from sales
to transportation service. The present distribution charge differentiation, which is based
on sales and transportation volumes in a fiscal 2006 test year, is skewed based on the
large migration since the test year in the last rate case. Reflecting the differentiation in
the customer charge would assure that gas cost related Account No. 904 Uncollectible

Accounts expenses would properly migrate with the customer.

Please describe Peoples Gas’ proposals for S.C. No. 1 customer and distribution charges.
Peoples Gas is proposing to increase the monthly customer charge for S.C. No. 1 from
$15.50 to $23.30 for sales customers and from $15.50 to $20.50 for transportation
customers. This difference of $2.80 ($23.30 - $20.50) arises from gas cost related
Account No. 904 Uncollectible Accounts expenses (about $2.90 for sales customers and
$.10 for transportation customers). Peoples Gas is also proposing Rider UEA,

Uncollectible Expense Adjustment, which would recover gas cost related Account No.
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904 Uncollectible Accounts expenses through the rider rather than base rates. If the
Commission were to approve this proposal, the customer charge for sales and
transportation customers would be the same at $20.40 per month. This charge reflects the
removal of all gas cost related Account No. 904 Uncollectible Accounts expenses.
Peoples Gas Ex. VG-1.5 compares proposed monthly customer charges under S.C. No. 1
with the embedded monthly customer and demand costs per customer and the allocated
monthly customer and demand costs per customer. Embedded costs are those arising out
of the ECOSS while allocated costs are those arising from the application of the EPECM
to embedded costs. As shown in the exhibit, the monthly embedded customer cost for
S.C. No. 1 is $30.73 and the demand cost per customer is $12.93 for a total embedded
fixed cost per customer of $43.66 (lines 1-3). The monthly allocated customer cost for
S.C. No. 1 is $29.41 and the demand cost per customer is $12.38 for a total allocated
fixed cost per customer of $41.79 (lines 6-8). In the interest of gradualism, Peoples Gas
is proposing to set the customer charges for S.C. No. 1 below its embedded and allocated
customer costs. In the interest of rate design continuity, Peoples Gas is proposing to
recover all demand costs through volumetric distribution rates rather than a fixed charge
such as the customer charge. This results in only 54% of fixed costs for S.C. No. 1 being

recovered through fixed charges.

Why should the demand costs be included in a fixed monthly charge such as the customer
charge?

Both demand and customer costs are fixed, meaning they do not vary with the amount of
gas that Peoples Gas delivers to its customers. Demand costs are typically recovered

from large volume customers through demand charges. This is feasible because such
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customers normally have demand meters that allow for accurate measurement of daily
demand volumes. However, demand meters and demand charges are uncommon for
smaller volume customers, and the costs for demand meters would add additional costs to
the customer charge. As a result, it would be more practical to recover demand costs

through a fixed monthly charge such as the customer charge.

Has Peoples Gas proposed any changes to its S.C. No. 1 distribution charge blocking?

No. Peoples Gas is proposing to maintain its two declining rate block structure for S.C.
No. 1. The front block (0-50 therms) proposed distribution charge is 39.871 cents per
therm and was computed by allocating about 65% of remaining customer, demand and
commaodity costs to this block. The remainder of the S.C. No. 1 revenue will be collected

through an end block (over 50 therms) distribution charge of 14.766 cents per therm.

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

Yes. Peoples Gas’ proposed revenue increase and rate designs will result in new
distribution rates and Rate Case Margins (“RCM”) for Rider VBA. Under present rates,
RCM differs for sales and transportation customers since their distribution rates differ.
As Peoples Gas is proposing the same distribution rates for sales and transportation
customers, the RCM and adjustments determined under Rider VBA will be the same for

S.C. No. 1 sales and transportation customers.

Please describe how Peoples Gas S.C. No. 1 customers have been impacted by

Rider VBA to date.
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Peoples Gas’ Rider VBA became effective May 1, 2008. From May, 2008 through
February, 2009, about $1.7 million will have been refunded to Peoples Gas S.C. No. 1

customers.

Why is Peoples Gas proposing to increase its monthly customer charges, given that its
decoupling mechanism, Rider VBA, was approved in its last rate case?

Increasing the customer charge would better align the charge with its underlying costs
and would also reduce the magnitude of adjustments that would need to be generated
under Rider VBA. In addition, Rider VBA was approved on a pilot basis, with the pilot
set to expire in March, 2012, unless the Commission grants permission for it to be
permanent in a general rate proceeding. If the Commission does not permanently
approve Rider VBA before its sunset date, the S.C. No. 1 customer charge would be well
below its embedded fixed cost in 2012.

Peoples Gas’ proposal to increase its customer charge is also consistent with
policies endorsed by the Commission in several rate proceedings. In ICC Docket
No. 95-0032 the Commission urged Peoples Gas to increase the customer charge in
future rate proceedings to move it closer to cost. In ICC Docket Nos. 07-0241/07-0242
(Cons.), the Commission found it appropriate that rates reflect a greater recovery of fixed
costs in customer charges. In a case involving Union Electric (ICC Docket No. 03-0009),
the Commission endorsed the utility’s efforts to recover all of a utility’s fixed customer
related costs of serving residential customers through the customer charge component of
rates as well as a gradualism approach to doing so. Lastly, as mentioned previously, the
Commission allowed the Ameren gas utilities (ICC Docket Nos. 07-0585 - 07-0590,

(cons).) to recover, for its residential (GDS-1) and small commercial (GDS-2) rate
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classes, 80% of their fixed costs through the customer charge on a permanent, rather than

a pilot, basis.

Why doesn’t Peoples Gas simply propose Straight Fixed Variable (“SFV”) rates that
would recover all, or nearly all fixed costs through fixed charges?

Peoples Gas does consider SFV rates the most appropriate rate design to best align
revenue recovery with its mostly fixed costs. However, while SFV rates would offer
stability to Peoples Gas and its customers as well as eliminate the need for a decoupling
rider such as Rider VBA, some may view SFV rates as too significant a departure from
Peoples Gas’ current rate structure. Peoples Gas Ex. VG-1.5, lines 10 and 11, reflect the
monthly SFV rate of $41.79 that would arise from Peoples Gas’ ECOSS and the
application of the EPECM. | note that the SFV rate structure is widely used in other
industries. For example, many customers are accustomed to paying flat cable, telephone
(local, long distance and wireless), internet services, and sewer and waste disposal bills,
among others. Many of these service providers, who had traditionally charged on a

volumetric basis, are now charging a flat fee.

What benefits would a flat fee such as a SFV rate offer?

A SFV rate would be equivalent to putting customers on a budget plan for the delivery
service portion of their bill but without any need for a true-up when conditions change.
Customers would pay a fixed monthly fee and a small distribution charge and the
delivery portion of their bill would be largely unaffected by variations in weather or other
conditions. As a result, they would not over or under pay for the services that they
receive. A SFV rate would also lower the delivery charge portion of a customer’s bills

during the winter period when gas usage and market commodity prices are typically at
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their highest. A SFV rate would be especially beneficial to high usage customers who
live in energy inefficient housing, particularly those who are low income, as with SFV,
the delivery charge portion of the bill would be almost entirely fixed, with usage being

affected by a very small volumetric charge.

Would Peoples Gas consider a SFV rate design if it is accepted or proposed by other
parties in this proceeding?

Yes.

Please describe Peoples Gas Ex. VG-1.6.

Peoples Gas Ex. VG-1.6 illustrates the effect of the proposed charges on an average S.C.
No. 1 sales customer and an average S.C. No. 1 transportation customer, assuming
normal weather. The average monthly bill for a S.C. No. 1 sales customer and a
transportation customer will increase by about $11.86 and $10.78, respectively (lines 14
and 28, col. M). The annual bill will increase by about 9.6% for sales customers and

about 8.9% for transportation customers (lines 13 and 27, col. N).

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

Please describe Peoples Gas’ proposal to add a new meter class for S.C. No. 2, General
Service.

To reduce intra-class subsidies, Peoples Gas is proposing to expand the meter classes for
S.C. No. 2, General Service, from two to three. Currently Peoples Gas has two meter
classes, Meter Class 1, for customers with meters up to 700 cubic feet per hour and Meter
Class 2, for customers with meters over 700 cubic feet per hour. Under Peoples Gas’

current two meter class rate structure, the smaller meter customers subsidize those
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customers with large meters over 3,000 cubic feet per hour. To reduce this subsidy,
Peoples Gas is proposing a third meter class rate, which will be set closer to cost, for

those customers with large meters over 3,000 cubic feet per hour.

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

Peoples Gas proposes to increase the monthly customer charges for S.C. No. 2, while
moving the charges for all three meter classes closer to cost. Peoples Gas also proposes
to differentiate customer charges for sales and transportation customers for the same
reasons explained for S.C. No. 1. Peoples Gas Ex. VG-1.7 reflects a summary of
embedded and allocated fixed costs per customer for the three meter classes. Fixed costs
include customer and demand costs. Embedded costs arise from the ECOSS, while
allocated costs arise from application of the EPECM. Customer related costs are
allocated to each meter class based on the investment in meters. Demand related costs
are allocated to each meter class based on peak day demand. Based on these allocations,
total embedded fixed costs per customer for Meter Classes 1, 2 and 3 are $49.71, $187.46
and $817.17, respectively (line 3). Total allocated fixed costs per customer for Meter
Classes 1, 2 and 3 are $55.25, $208.37 and $908.33, respectively (line 7). For Meter
Classes 1 and 2, Peoples Gas proposes to recover all customer costs and a portion of
demand costs through the customer charge to minimize intra-class subsidies. This results
in proposed customer charges of $28.30, $88.20 and $209.20, for Meter Classes 1, 2 and
3 sales customers, respectively (line 9) and proposed customer charges of $23.80, $83.70
and $204.70 for Meter Classes 1, 2 and 3 transportation customers, respectively (line 10).
While the proposed customer charges for Meter Classes 1 and 2 recover 20% of their

respective demand costs, in the interest of gradualism, no demand costs are recovered
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through the proposed Meter Class 3 customer charge. The difference of $4.50 between
sales and transportation customer charges arise from gas cost related Account No. 904
Uncollectible Accounts expenses ($5.35 for sales customers and $.85 for transportation
customers). If the Commission were to approve Peoples Gas’ proposed Rider UEA, the
customer charge would be the same for sales and transportation customers and would be
$22.95, $82.85 and $203.85 for Meter Classes 1, 2 and 3 customers, respectively. These
charges reflect the removal of all gas cost related Account No. 904 Uncollectible
Accounts expenses. Peoples Gas is proposing to maintain the three declining block
distribution charge for S.C. No. 2 and allocate the remaining customer, demand costs and
commodity costs to the front, middle, and end blocks. The front block (0-100 therms)
has been increased to 35.942 cents per therm, the middle block (over 100-5,000 therms)
has been increased to 15.361 cents per therm and the end block (over 5,000 therms) has
been increased to 12.389 cents per therm. As no demand costs have been allocated to the
Meter Class 3 customer charge, the end block reflects a larger increase so that such costs
are recovered from Meter Class 3 customers whose usage would typically exceed the first
two blocks. Under Peoples Gas’ proposals, only 35% of the revenue requirement for S.C.

No. 2 will be recovered through fixed charges.

Why is a portion of the demand charge recovered through the customer charge for Meter
Classes 1 and 2?

As explained for S.C. No. 1, both demand and customer costs are fixed, meaning they do
not vary with the amount of gas that Peoples Gas delivers to its customers. Demand costs
are typically recovered from large volume customers through demand charges. This is

feasible because such customers normally have demand meters that allow for accurate
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measurement of daily demand volumes. However, the costs for demand meters would
add additional costs to the customer charge. S.C. No. 2 does not require demand
metering. As a result, it would be more practical to recover demand costs through a fixed
monthly charge such as the customer charge. Peoples Gas is proposing that certain larger
S.C. No. 2 customers be transferred to S.C. No. 4, where their demand will be measured
by a demand meter and they will be assessed a demand charge. This will be discussed

later in my testimony.

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

Yes. Peoples Gas’ proposed revenue increase and rate designs will result in new
distribution rates and Rate Case Margins (“RCM”) for Rider VBA. Under present rates,
RCM differs for sales and transportation customers since their distribution rates differ.
As Peoples Gas is proposing the same distribution rates for sales and transportation
customers, the RCM and adjustments determined under Rider VBA will be the same for

S.C. No. 2 sales and transportation customers.

Please describe how Peoples Gas S.C. No. 2 customers have been impacted by Rider
VBA to date.

Peoples Gas’ Rider VBA became effective May 1, 2008. From May, 2008 through
February, 2009, about $2.3 million will have been refunded to Peoples Gas S.C. No. 2

customers.

Why is Peoples Gas proposing to increase its monthly customer charges for S.C. No. 2,

given that a decoupling mechanism, Rider VBA, was approved in its last rate case?
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Peoples Gas is proposing to increase its customer charges for S.C. No. 2 for the same

reasons described for S.C. No. 1.

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

Yes. Peoples Gas proposes to limit S.C. No. 2 to those customers who consume an
average of 41,000 monthly therms or less as measured by data for the most recent
twenty-four month period or two calendar years. Peoples Gas will make this
determination every two years, although it will also review eligibility if there is evidence

of changed usage.

Why is Peoples Gas proposing this eligibility requirement for S.C. No. 2?

Peoples Gas’ tariff includes S.C. No. 4, Large Volume Demand Service, which is
designed for customers with high demands whose average monthly usage exceeds 41,000
therms. As a result of the rates resulting from the final order in ICC Docket No. 07-0242,
many S.C. No. 4 customers switched to S.C. No. 2, at rates which were below their cost
of service and a service classification that does not require demand meters or impose a
demand charge. A limitation for S.C. No. 2 eligibility would assure that customers take
service under their appropriate cost based service classification and that other customers
are not unfairly impacted by customers switching to service classifications below their

cost of service.

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

Please describe the changes proposed for S.C. No. 4, Large Volume Demand Service.
All charges for S.C. No. 4 will be increased. The monthly customer charge will be set at

cost and will be $750.00 for sales and transportation customers. If the Commission were
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to approve Rider UEA, the customer charge, which would reflect the removal of all gas
costs related Account 904 Customer Accounts expenses, would be $745.00. The demand
charge will be set at 55% of cost. The demand charge, which under present rates is a
declining block rate structure of 7,500 therms and over 7,500 therms, will be set at a flat
charge of 66.707 cents per therm. The monthly standby service charge, which recovers
storage and production costs will be set at 33 cents per therm of standby demand. The
distribution charge, which will recover remaining demand costs and commodity costs,

will be set at 4.861 cents per therm.

Why is Peoples Gas proposing to change its demand charge from a declining block rate
to a flat rate?

A flat demand charge mitigates the bill impacts for the S.C. No. 2 customers who will be
transferred to S.C. No. 4, and it results in reasonable bill impacts for all S.C. No. 4

customers under proposed rates.

Is Peoples Gas proposing any different charges for sales and transportation customers?

No. Peoples Gas is proposing the same charges for sales and transportation customers.
Although there are 7 S.C. No. 4 sales customers forecasted for test year 2010, typically,
S.C. No. 4 customers purchase their gas supply from a supplier other than Peoples Gas.
As a matter of procedure, such customers apply for sales delivery service and move to
transportation service within a few months or they move to sales service before the
account becomes final. To this point, although the 2010 test year reflects 7 S.C. No. 4
sales customers, only one of those customers is currently taking sales service (S. C. No. 4

customer demand was based on a 12-month ending December, 2007 period. See the
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direct testimony of David W. Clabots, Peoples Gas Ex. DWC-1.0). For these reasons,

Peoples Gas is proposing the same rate for sales and transportation customers.

Please discuss other proposals that Peoples Gas is making for S.C. No. 4.

Peoples Gas is proposing to eliminate the requirement that S.C. No. 4 customers sign a
contract. This would no longer be necessary if the Commission accepts Peoples Gas’
proposal to include usage eligibility requirements for S.C. No. 2. Peoples Gas is
proposing other editorial revisions that are related to the proposed elimination of the
contract requirement. However, if the Commission does not accept Peoples Gas’
proposal to impose usage eligibility requirements for S.C. No. 2, Peoples Gas will need to
revise S.C. No. 4 to address switches to S.C. No. 2. The contract requirement included a
twelve-month term, and, if a customer terminated the contract early, it remained
responsible for payment of fixed charges for the unexpired portion of the term. This was
intended to, but did not successfully, limit movement to rates below the cost of serving
these large volume customers. The proposed changes to S.C. Nos. 2 and 4 for eligibility
is a more effective and simpler mechanism. Peoples Gas is proposing to retain a term

requirement, but is excluding switches to S.C. No. 2 associated with the usage criterion. .

D. S.C. No. 6, Standby Service

Please describe the proposed changes to S.C. No. 6, Standby Service.

Peoples Gas proposes to eliminate S.C. No. 6 and transfer all customers served under this
service classification to S.C. No. 2. Other than using gas for standby purposes, customers
served under this service classification share no similar usage or cost characteristics.
Accordingly, such customers would be more appropriately served under a general service

rate.
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E. S.C. No. 8, Compressed Natural Gas Service

Please describe the proposed changes to S.C. No. 8, Compressed Natural Gas Service.
Peoples Gas proposes to set S.C. No. 8 at cost. The monthly customer charge for S.C.
No. 8 will be decreased to $73.00 and the distribution charge will be increased to

10.389 cents per therm.

F. Other Service Classifications

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

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

G. Bill Impacts

Please describe Peoples Gas Ex. VG-1.8.

Peoples Gas Ex. VG-1.8 shows Peoples Gas’ Schedule E-9 of its standard filing
requirements which provides bill impacts under present and proposed rates for S.C.
Nos. 1, 2, 4, 6, 7, and 8. The exhibit reflects the bill impacts of Peoples Gas’ rate
proposals as well as the bill impacts arising from Peoples Gas’ proposals which would

transfer certain customers from S.C. Nos. 2 to 4 and all customers from S.C. Nos. 6 to 2.

H. Miscellaneous Charges

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

Activation Charges and Service Reconnection Charges.
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1. Service Activation Charges

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

Peoples Gas is proposing to increase its Service Activation Charges, which recover a
portion of the costs related to initiating gas service at a premises. The Service Activation
Charges apply to those customers moving into or within Peoples Gas’ service territory.
There are two types of service activations. A succession turn-on occurs when the
customer moving out calls and discontinues gas service at approximately the same time
as the applicant moving in calls and requests gas service. In this instance, only a meter
reading is taken. A straight turn-on occurs when there has never been gas service at a
location, or when the prior customer canceled service some time before the new applicant
calls to request gas service and the gas has actually been turned off. In this instance, the
gas has to be turned on and appliances have to be relit. A study was performed to
measure the costs of these activities and is summarized in Peoples Gas Ex. VG-1.9. The
study shows that the cost for a succession turn-on is $15.52 (column J, line 1), the cost of
a straight turn-on is $47.78 (column J, line 2) and the cost to light an additional appliance
over four is $10.67 (column J, line 3). Peoples Gas’ proposed charges, which are
increased to collect a greater percentage of costs from customers causing their incurrence
but would still recover only a portion of these costs, are $15.00 for a succession turn-on
and $25.00 for a straight turn-on. There will be no change in the current $5.00 charge for

relighting each appliance over four.

2. Service Reconnection Charges

What is the proposal for changes in the Service Reconnection Charges?
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A Service Reconnection Charge is a charge assessed to a customer whose gas has been
turned off for any number of reasons. These include disconnections for non-payment of
bills and at the customer’s request. Each customer is granted a waiver of one
reconnection charge each year, except in the situation where the customer voluntarily
disconnects and then requests reconnection within twelve months or in the situation in
which service is disconnected at the main. An analysis was performed to determine the
cost basis of the three types of service reconnections following an involuntary
disconnection for which Peoples Gas currently charges customers: basic reconnections
which only require a meter turn-on, reconnections which require setting a new meter, and
reconnections that involve excavating at the main. The results of this analysis are
summarized in Peoples Gas Ex.VG-1.9. The study shows that the cost for a
reconnection at the meter is $78.59 (column J, line 8; the cost for a reconnection when
the meter has to be reset is $228.91 (column J, line 21); and the cost for a reconnection at
the main is $2,189.49 (column J, line 26). The cost to light each additional appliance
over four is the same as under the Service Activation Charge. Peoples Gas proposes to
recover only a portion of these costs. Peoples Gas proposes that the basic reconnection
charge be increased from $50.00 to $60.00, that the reconnection charge when the meter
has to be reset be increased from $100.00 to $125.00, and that the reconnection charge
when service has to be reconnected at the main be increased from $275 to $350. While
these charges are still less than cost based, they have been increased to collect a higher
percentage of the costs from the customers creating the costs. There will be no change in

the current $5.00 charge for relighting each appliance over four.
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VI.

l. Transportation Rider Charges

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

Peoples Gas proposes to reduce certain charges in its transportation Riders FST, Full
Standby Transportation, Rider SST, Selected Standby Transportation, Rider P, Pooling
Service and Rider AGG, Aggregation Service. Specifically, Peoples Gas proposes to
reduce the Administrative Charge for Riders FST and SST from $11.24 to $9.87 per
account and the Pooling Charge for Rider P from $8.36 to $6.97 per account. Peoples
Gas also proposes to increase the Aggregation Charge credit for Rider AGG from
83 cents per account to $1.14 per account. The Aggregation Charge credit arises from an
Aggregation Charge of $1.02 and a storage credit offset of $2.16. The cost studies
supporting the charges for the Administrative and Aggregation charges are shown in
Peoples Gas Ex. VG-1.10. The analysis supporting the storage credit is shown in Peoples

Gas Ex. VG-1.11.

SUMMARY OF INCREASE

Please summarize the increase in the base rate revenues arising from Peoples Gas’
proposals for S.C. Nos. 1, 2, 4, 6 and 8.
Peoples Gas’s proposals for S.C. Nos. 1, 2, 4, 6 and 8 will result in an increase of $158.9

million (Peoples Gas Ex. VG-1.2, line 30, column K).

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

Peoples Gas will experience an increase in miscellaneous charges of about $2.0 million
(Peoples Gas Ex. VG-1.2, line 32, column K). This includes $1.6 million in

miscellaneous revenue, including that arising from service activation and service
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VII.

reconnection charges, and $373,000 from accounting charge revenues, which Peoples
Gas receives from state and local governments for billing and remitting state and local
taxes. These increase amounts are reflected in Peoples Gas’ Schedule A-2, Overall

Financial Summary, of its standard filing requirements.

Please describe any other revenues that will arise from Peoples Gas’ increase in base rate
delivery charges.

Peoples Gas will experience an increase in forfeited discount revenues that are estimated
to be $1.0 million (Peoples Gas Ex. VG-1.2, line 33, column K). Combined with a base
rate increase of $158.9 million and the miscellaneous charges increase of $2.0 million,
the total proposed revenue increase is $161.9 million (Peoples Gas Ex. VG-1.2, line 35,

column K).

Would base rates and the revenue increase amount change if the Commission were to
approve Rider UEA?

Yes. If the Commission were to approve Rider UEA, the revenue requirement would be
reduced by gas cost related Account No. 904, Uncollectible Accounts expenses. Base
rates would be reduced and there would be a lesser revenue increase. As stated above,

this would reduce the proposed customer charges for S.C. Nos. 1 and 2.

OTHER TARIFF REVISIONS

A. General Revisions

Please describe any general revisions that were made to the Peoples Gas tariff.
As discussed previously in my testimony, Peoples Gas is proposing to eliminate S.C

No. 6, Standby Service. Accordingly, any references to S.C. No. 6 have been removed
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Q.

from the tariff. Peoples Gas is also proposing to eliminate Rider FST-T, Full Standby
Transportation Transition Service, Rider SST-T, Selected Standby Transportation
Transition Service, Rider LST-T, Large Volume Selected Standby Transportation
Transition Service, Rider TB-T, Transportation Balancing Transition Service, and
Rider P-T, Pooling Transition Service. Accordingly, any references to these riders have
also been removed from the tariff. The reasons for the proposed elimination of these

riders will be discussed later in my testimony.

B. Terms and Conditions of Service

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

Peoples Gas is proposing to revise its Service Activation Charges and Service
Reconnection Charges as previously discussed in my Direct Testimony. The new
charges are reflected in their respective sections. Additional minor editorial changes are
being made to language describing these charges. For the Second Pulse Capability,
Peoples Gas is proposing to insert a February 14, 2008 grandfathering date so that the
language remains accurate after the effective date for the tariff sheet changes. Peoples
Gas is proposing to revise language for Correction for Pressure, Temperature and/or
Supercompressibility so that it is consistent with Peoples Gas’ practices concerning the
pressure at which customers are served. Peoples Gas is proposing to add a definition of
“person” related to changes it is proposing to Riders 4 and 5, which I discuss below.
Lastly, Peoples Gas is proposing to eliminate its Facilities Charge for reasons discussed

below.

C. Facilities Charge

Please discuss Peoples Gas’ proposal for the Facilities Charge.
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Peoples Gas proposes to eliminate the Facilities Charge. In ICC Docket No. 07-0242, the
Commission ordered Peoples Gas to directly bill a Facilities Charge to customers who are
served by large industrial meters that are classified under Account No. 385 on the basis
that (1) there were few customers who would be affected by the charge, (2) such
customers are traceable, and (3) such customers may move from one rate to another
taking the costs with them. Since the Commission’s order, Integrys has revised many of
its accounting policies to establish uniformity across its companies. As a result, the
meters for about 781 customer accounts have been reclassified under Account No. 385,
resulting in more than a few customers that would require direct billing. Also, Peoples
Gas is making proposals in this proceeding to add a third meter class to S.C. No. 2 and to
impose an eligibility requirement for customers whose average monthly consumption
exceeds 41,000 therms. Peoples Gas’ rate design proposals for S.C. No. 2 would better
assign any Account No. 385 costs to customers under its proposed third meter class.
Peoples Gas’ S.C. No. 2 eligibility proposal would require certain larger usage customers
to take service under S.C. No. 4, where any Account No. 385 costs would be
appropriately reflected in the customer charge. As the reasons underlying the rationale
for the Facilities Charge would no longer exist if the Commission approves its proposals,

Peoples Gas proposes to eliminate the charge.

D. Rider 2, Gas Charge

Please discuss Peoples Gas’ proposed changes to Rider 2, Gas Charge.
Rider 2 has been revised to remove references to the S.C. No. 6, the transportation
transition tariffs and Rider TB. The date reference for the Hub Credit Gas Charge has

also been removed as it is no longer necessary.
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E. Rider 4, Extension of Mains and Rider 5, Service Pipe

Please discuss Peoples Gas’ proposed changes to Rider 4, Extension of Mains and
Rider 5, Service Pipe.

The current language in Rider 4 assumes that the requestor for a main would be a
customer. However, there are often situations where the requestor is a person or a group
of persons who are developing the property for eventual gas service. The language
proposed by Peoples Gas is needed to address those types of situations. Peoples Gas

proposes to expand the definition of customer under Rider 5 for the same reasons.

F. Transportation Riders

Please discuss Peoples Gas’ proposed changes for its transitional transportation riders.

In ICC Docket No0.07-0242, Peoples Gas had proposed extensive revisions to its
transportation programs. Such revisions required a transitional period that would allow
Peoples Gas to continue to provide transportation service to its customers until the new
programs were implemented. Riders FST-T, SST-T, LST-T, TB-T, and P-T, Pooling
were in place to continue transportation service during the transition period. The new
programs were implemented on August 1, 2008. Accordingly, Peoples Gas proposes to

eliminate the transition riders, which are no longer necessary.

Does Peoples Gas propose to eliminate any other transportation riders?

Yes. Peoples Gas proposes to eliminate Rider TB, Transportation Balancing Service, as
few customers have taken service under this rider since it has been offered and currently
there are no customers taking service under this rider. In ICC Docket No. 07-0241, the

Commission allowed North Shore to eliminate its Rider TB for the same reasons.
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Please describe any other revisions that were made to the transportation riders.

Riders FST, SST and P reflect an August 1, 2008 effective date. As these tariffs are now
in effect, this date has been removed as it is no longer necessary. All of the riders have
also been revised to eliminate any references to S.C. No. 6 and Rider TB (both are being
eliminated). Section E of Rider FST and Section J of Rider P have been revised to
reference Rider SST instead of Rider TB for a definition of average monthly index price
(“AMIP”). Section L of Rider SST has been revised to define AMIP, consistent with the
existing definition in Rider TB. Lastly, Riders FST and SST reflect clarifying revisions
related to the Hub Credit Gas Charge. Riders FST, SST and AGG are also revised to
show that certain therm calculations are rounded to the nearest 10 (i.e., to the nearest

dekatherm).

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

Twelve (12) Allowable Bank Base Rate Days (days of bank for Rider AGG) would arise
from Peoples Gas’ proposed revenue requirement. Peoples Gas Ex. VG-1.12 shows how
the number of Allowable Bank Base Rate Days was derived. The number of Allowable
Bank Base Rate Days that transportation customers receive as part of the storage part of

the service is to be based on Peoples Gas’ most recent rate case.

Does Peoples Gas propose to make any operational changes to its transportation riders?

No. Peoples Gas’ transportation riders were implemented on August 1, 2008 with new
operational provisions that were approved by the Commission in ICC Docket
No. 07-0242. Peoples Gas believes that it would be more beneficial to gain experience

under the new riders rather than to propose any new modifications at this time.
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VIII.

NEW RIDERS

Does Peoples Gas propose to add any new riders?

Yes, Peoples Gas proposes two new riders. They are Rider UEA, Uncollectible Expense
Adjustment and Rider ICR, Infrastructure Cost Recovery. Rider UEA proposes factors
that are to be applied to a portion of the customer’s bill while Rider ICR sets forth, in the
form of formulas, the proposed billing mechanism and associated definitions. Rider ICR

also describes reports that Peoples Gas will file with the Commission.

A. Rider UEA, Uncollectible Expense Adjustment

What is the purpose of Rider UEA?

The purpose of Rider UEA is to recover Account No. 904 gas cost related Uncollectible
Accounts expenses through a factor that will be applied to customer bills rather than
through base rates. Rider UEA will apply a service class specific factor to the gas charge
portion of sales customers’ bills. Those factors will be set in this rate case. Rider UEA

will be applicable to S.C. Nos. 1, 2, and 4.

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

Rider UEA shows the factors that will be applied to the gas charge portion of sales
customers’ bills. Each factor is rate class specific and is based on the bad debt
allocations for each rate class in Peoples Gas’ ECOSS. The derivation of the
Uncollectible Factor for each service classification is shown on Peoples Gas Ex. VG-1.13

(column C).

Are the revenues that would be recovered through Rider UEA reflected in Peoples Gas’

revenue requirement?
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Yes. If the Commission were to approve Rider UEA, expenses that would be recovered
under the rider would need to be removed from Peoples Gas’ revenue requirement. This
would amount to about $29.5 million based on gas costs forecasted for the test year

(Peoples Gas Ex. VG-1.13, column E).

Has the Commission approved any riders similar to Rider UEA?
Yes. The Commission approved Rider UF, Uncollectible Factors, for Commonwealth

Edison on September 10, 2008 (ICC Docket No. 07-0566).

B. Rider ICR, Infrastructure Cost Recovery

What is the purpose of Rider ICR?

Peoples Gas’s proposed Rider ICR will recover costs associated with the replacement of
cast iron and ductile iron main and connecting facilities including services, meters and
regulators. It will also recover the costs of other mains, citygate stations, regulator
stations and incremental operation and maintenance expenses related to the replacement
program. Costs recoverable under Rider ICR will be offset by savings that are estimated
to be generated by the replacement program. Peoples Gas witness Salavatore Marano
(Peoples Gas Ex. SDM-1.0) will address the costs and benefits associated with Peoples

Gas’ proposed main replacement program.

Please describe how Peoples Gas’ proposed Rider ICR would operate.

Rider ICR would apply to S.C. Nos. 1, 2, 4 and 8, with the first charge under the rider
being effective April 1, 2011. The rider is modeled after, but not identical to, 83 Illinois
Administrative Code Part 656, Qualifying Infrastructure Plant Surcharge, of the

Commission’s rules for water and sewer companies. Rider ICR is modeled after the
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prospective basis operation of the rules, but with a few notable differences. First, the ICR
Charge will be billed over a nine-month period from April through December. Second,
there will be a cap on ICR revenues that will be based on 5% of annual ICR base rate
revenues as defined in the rider. Third, Qualifying Infrastructure Plant additions (“QIP”)
will include Account Nos. 376, 378, 379, 380, 381, and 383 of the Uniform System of
Accounts for Gas Utilities operating in Illinois. Fourth, QIP to be reflected in the
determination of the ICR Charge Percentage will be based on forecasted calendar year
end average balances rather than 13-month average balances. Fifth, the QIP to be
reflected in the determination of the ICR Charge Percentage for Account Nos. 381 and
383 will be based on forecasted investments that will be determined by applying specific
percentages to the estimated total costs of purchased meters and regulators. The initial
percentages will be set in this proceeding and reset in each reconciliation proceeding.
Sixth, the calculation on the ICR Charge Percentage will include an offset for estimated

savings.

Please describe Peoples Gas’ proposed reporting requirements for Rider ICR.

Peoples Gas will file an information sheet with supporting data with the Commission
annually, and no later than March 20, which will show the determination of the Rider
ICR Charge Percentage calculated under the rider. The second Rider ICR filing and each
filing thereafter will include a reconciliation adjustment which reconciles actual costs and
revenues for the prior operation year. At that time, Peoples Gas will also file a petition

seeking initiation of an annual reconciliation hearing.

Please describe the report which will be submitted to the Commission by March 20 of

each year that will determine the ICR Charge Percentage.
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Peoples Gas Ex. VG-1.14 shows the reports which will be submitted to the Commission
that will determine the ICR Charge Percentage. Included are reports that would be
submitted in years 2011, 2012 and 2013 and which reflect data from the cost-benefit
analysis completed by Mr. Marano (Peoples Gas Ex. SDM-1.0) under the year 2030

completion recommendation.

Based on the cost data provided by Mr. Marano, please discuss how Rider ICR is
expected to impact S.C. No. 1 customers’ bills.

The bottom of Peoples Gas Exhibit VG-1.14, pages 1, 2 and 3, shows estimated bill
impacts for an average S.C. No. 1 sales customer and an average S.C. No. 1
transportation customer for years 2011, 2012 and 2013, respectively, based on the data in
Mr. Marano’s analysis. Included are yearly impacts for the April through December

billing period, as well as average monthly impacts for the same period.

Will Peoples Gas conduct an annual internal audit of Rider ICR?

Yes. Peoples Gas will file an internal audit report with the Commission no later than
September 1 of each year that determines whether the ICR Charge Percentage and annual
reconciliation determination for the prior reconciliation year have been calculated in

accordance with the rider.

TEST YEAR BILLING UNITS

What billing units did Peoples Gas use to derive its proposed rates?
Peoples Gas used weather normalized sales volumes and forecasted customers (billing

periods), billing demand volumes and transportation program units to derive rates for all
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service classifications. Collectively, these items can be referred to as billing units. The

derivation of test year billing units is discussed in the direct testimony of Mr. Clabots.

Please discuss any changes to test year billing units that were made for rate design
purposes.

As discussed previously in my direct testimony, Peoples Gas is proposing eligibility
limits for S.C. No. 2 and it is proposing to eliminate S.C. No. 6. Both of these proposals
have resulted in a transfer of costs and billing units from S.C. No. 2 to 4 and S.C. No. 6 to
2. As a result of Peoples Gas’ proposals, 120 customers are being transferred from S.C.
No. 2 to S.C. No. 4 and 35 customers are being transferred from S.C. No. 6 to S.C. No. 2.
The cost transfers are reflected in the ECOSS completed by Ms. Hoffman Malueg
(Peoples Gas Exs. JCHM-1.6 to JCHM-1.9). The present and proposed revenues arising

from these transfers are shown in Peoples Gas Ex. VG-1.2, lines 4, 7, 14, 17, 24, and 27.

Does this conclude your direct testimony?

Yes, it does.
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