
  Docket Nos. 11-0280/11-0281 
Consolidated  

ICC Staff Exhibit 9.0 

 

 
 
 
 
 

DIRECT TESTIMONY 
 

of 
 

DAVID SACKETT 
Economic Analyst 

 
 

Policy Program 
Energy Division 

Illinois Commerce Commission 
 
 

Proposed General Increase in Gas Rates 
 
 

North Shore Gas Company 
 

and 
 

The Peoples Gas Light and Coke Company 
 
 
 
 
 
 
 

Docket Nos. 11-0280 – 11-0281Consolidated 
 
 
 
 
 
 
 

June 15, 2011 
 

 



  Docket Nos. 11-0280/11-0281 
Consolidated  

ICC Staff Exhibit 9.0 

i 

 

 

Contents 

I. WITNESS QUALIFICATIONS .................................................................................... 1 

II. PURPOSE OF TESTIMONY AND BACKGROUND INFORMATION ........................ 3 

III. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS ................................ 4 

IV. DAILY DEMAND MEASUREMENT DEVICE ............................................................. 6 

V. ADMINISTRATION CHARGES FOR TRANSPORTATION PROGRAMS ................ 7 

VI. CHANGES TO SMALL VOLUME TRANSPORTATION RIDERS ............................. 8 

VII. CHANGES TO LARGE VOLUME TRANSPORTATION RIDERS ............................. 9 

A. THE COMPANIES DO NOT ESTABLISH A NEED TO RESTRICT LVT RIDERS’ 
OPERATIONAL PARAMETERS. ................................................................................. 12 

1. The Companies confuse system integrity concerns with the economic 
concerns of sales customers. ...................................................................... 12 

2. The Companies have not shown that the system is being endangered 
with current parameters. .............................................................................. 12 

3. The Companies have not shown that the sales customers are being 
harmed by current parameters. .................................................................... 13 

B. THE COMPANIES PROPOSED LVT OPERATIONAL PARAMETERS ARE 
INCONSISTENT WITH THE COMMISSION’S DIRECTIVE. ............................................... 15 

C. THE PROPOSED LVT OPERATIONAL PARAMETERS RUN COUNTER TO PRIOR 
COMMISSION ORDERS .......................................................................................... 16 

1. Commission has approved SVT programs that are largely different 
from the LDC’s existing LVT programs. ....................................................... 16 

2. Commission has rejected previous attempts to tighten up LVT 
operational parameters. ............................................................................... 18 

D. THE COMPANIES RADICALLY RESTRICT LVT CUSTOMERS AND THEN MAKE MINUTE 
INCREMENTAL CHANGES ....................................................................................... 20 

1. Flexibility continuum ..................................................................................... 20 

2. The Companies do not establish that harm has been done to sales 
customers .................................................................................................... 21 

3. The Companies do not correct their perceived harm with incremental 
steps. ........................................................................................................... 21 

E. THE COMPANIES MODEL IS FLAWED. ...................................................................... 22 



  Docket Nos. 11-0280/11-0281 
Consolidated  

ICC Staff Exhibit 9.0 

ii 

 

1. The model fails to fully account for diversity ................................................ 23 

2. The model improperly applies the whole to a part ....................................... 24 

3. The model improperly equates system concerns with sales customers’ 
concerns ...................................................................................................... 24 

4. The model improperly ignores tools already in place ................................... 24 

5. The Cashout provisions are punitive and unnecessary. .............................. 27 

F. THE COMPANIES HAVE ATTEMPTED TO INCREASE OPERATIONAL RESTRICTIONS 
TO RIDER FULL STANDBY TRANSPORTATION SERVICE (“FST”). ............................... 28 

G. THE PROPOSED MODIFICATIONS TO THE COMPANIES’ STORAGE COST RECOVERY 
METHODS. ........................................................................................................... 29 

1. On-system underground storage costs. ....................................................... 29 

2. Off-system storage costs. ............................................................................ 30 

VIII. PIPELINE PROTECTION PLAN ............................................................................... 32 

A. THE COMPANIES’ SERVICES FOR PPP ARE NOT SUPPORTED BY THE PENDING 
AFFILIATED INTEREST AGREEMENT. ...................................................................... 34 

B. THE COMPANIES DO NOT CHARGE PEHS FOR SOLICITATION ................................... 36 

C. THE COMPANIES DO NOT CHARGE PEHS THE SAME RATE FOR REPAIRS THAT THE 
CHARGE RATEPAYERS .......................................................................................... 38 

 

Figure 1 - List of Attachments .......................................................................................... 4 



Docket Nos. 11-0280/11-0281 
Consolidated  

ICC Staff Exhibit 9.0 

1 

I. Witness Qualifications 1 

Q. State your name and business address. 2 

A. David A. Sackett, Illinois Commerce Commission, 527 East Capitol Avenue, 3 

Springfield, Illinois, 62701. 4 

 5 

Q. By whom are you employed and in what capacity? 6 

A. I am employed as an Economic Analyst in the Policy Program of the Energy 7 

Division of the Illinois Commerce Commission (“Commission” or “ICC”). 8 

 9 

Q. What are your responsibilities within the Energy Division – Policy 10 

Program? 11 

A. I provide economic analysis and advise the Commission and other staff members 12 

on issues involving the natural gas and electric utility industries.  I review tariff 13 

filings and make recommendations to the Commission concerning those filings.  I 14 

provide testimony in Commission proceedings.  In selected cases, I may be 15 

called upon to act as an assistant to Commissioners or to administrative law 16 

judges. 17 

 18 

Q. State your educational background. 19 

A. I graduated from Kankakee Community College with an Associate of Science 20 

degree in Arts and Sciences in 1998.  I graduated with highest honors from 21 

Illinois State University with a Bachelor of Science degree in Economics and 22 

History in 2000.  I obtained a Master of Science degree in Applied Economics 23 
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from Illinois State University in the Electric, Natural Gas and Telecommunications 24 

Economics sequence1

 27 

 in 2002.  I also completed an internship at the 25 

Commission in the Energy Division in 2001. 26 

Q. Describe your professional experience. 28 

A. Since July 2007, I have been an Economic Analyst in the Policy Program of the 29 

Commission’s Energy Division.  While employed by the Commission, I have 30 

participated in several docketed proceedings before the Commission; I have 31 

provided expert testimony in Docket Nos. 07-0585 through 07-0590 (Cons.) 32 

(2007 Ameren Illinois Utilities gas and electric rate proceedings), Docket No. 08-33 

0363 (Northern Illinois Gas Company d/b/a Nicor Gas Company rate 34 

proceeding), Docket Nos. 09-0166 through 09-0167 (Cons.) (North Shore Gas 35 

Company and The Peoples Gas Light and Coke Company rate proceedings), 36 

Docket Nos. 09-0306 through 09-0311 (Cons.) (2009 Ameren Illinois Utilities gas 37 

and electric rate proceedings), Docket No. 09-0301 (2009 Northern Illinois Gas 38 

Company d/b/a Nicor Gas Company approval of Operating Agreement) and 39 

Docket No. 11-0046 (2011 Northern Illinois Gas Company d/b/a Nicor Gas 40 

Company approval of reorganization).  I was an instructor at Illinois State 41 

University from 2003 to 2006, where I taught various courses in economics and 42 

                                            
 

1 “The Electricity, Natural Gas, and Telecommunications Sequence is a structured program that combines 
training in basic economic theory and statistical methods with specialized training in the theory, history 
and institutions of the economics of regulation.” ISU website: http://www.econ.ilstu.edu/grad/program.htm. 

http://www.econ.ilstu.edu/grad/program.htm�
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statistics to undergraduate students.  I am a Captain in the Marine Corps 43 

Reserve having served since 1993; I have completed two deployments to Iraq. 44 

 45 

II. Purpose of Testimony and Background Information 46 

Q. What is the subject matter of your direct testimony? 47 

A. This testimony concerns The Peoples Gas Light and Coke Company (“Peoples 48 

Gas”) and North Shore Gas Company (“North Shore”) (individually, the 49 

“Company” and collectively, the “Companies”) and their Proposed General 50 

Increases in gas rates.  My testimony focuses on changes to the Companies’ gas 51 

transportation services as set forth in Riders Choices For You (“CFY”), Full 52 

Standby Transportation Service (“FST”), Selected Standby Transportation 53 

Service (“SST”), the proposed Rider Storage Banking Service (“SBS”) along with 54 

the Companies’ support of an affiliate product known as Pipeline Protection Plan 55 

(“PPP”). 56 

 57 

Q. Do you have any attachments to your testimony? 58 

A. Yes.  I have attached the following to my testimony. 59 

  60 

61 
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 62 
Att 
Ltr Pages Source 

A 7 
Companies revised responses to Staff DRs DAS 5.03, Atts. 01 and 
02  

B 7 Companies responses to Staff DRs DAS 5.04 and Att. 01  
C 23 Companies responses to Staff DR DAS 3.21  
D 33 Companies responses to Staff DR DAS 2.09 and Att. 01 

E 
34, 35, 
36, 38  

Companies revised corrected responses to Staff DR DAS 2.10 and 
Att. 01 

F 34, 35 Companies responses to Staff DR DAS 2.08 and Att. 03 
G 34, 35 Companies responses to Staff DR DAS 6.04 and Att. 01 

H 
35, 38, 
39 Companies responses to Staff DR DAS 2.12 and Att.  01 

I 36, 38 Companies responses to Staff DR DAS 7.01 and Att. 01 
J 38 Companies responses to Staff DR DAS 6.08 
K 38, 39 Companies responses to Staff DR DAS 2.14 
L 40 Email  from Mr. Ikoma to Ms. Howard, March 24,2003 

Figure 1 - List of Attachments 63 

 64 

III. Summary of Conclusions and Recommendations 65 

Q. Please summarize your conclusions and recommendations. 66 

A. I have thirteen recommendations for the Commission to implement in this case, 67 

as follows: 68 

1. Approve the Companies’ Demand Measurement Device Charge. 69 

2. Reject the Administration Charges as proposed by the Companies.  Adjust the 70 

budget amounts down to reflect the historical differences between budgeted and 71 

actual future year costs. 72 

3. Approve the Companies’ proposed changes to Rider AGG, Aggregation 73 

Service. 74 

4. Approve the Companies’ proposal to eliminate Rider SST, Selected Standby 75 

Transportation Service and standby service under it. 76 



Docket Nos. 11-0280/11-0281 
Consolidated  

ICC Staff Exhibit 9.0 

5 

5. Approve the Companies’ proposed Rider SBS, Storage Banking Service 77 

capacity and subscription process. 78 

6. Reject the Companies’ proposed Rider SBS daily storage parameters. 79 

7. Reject the Companies’ proposed Rider SBS monthly storage parameters. 80 

8. Reject the Companies’ proposed addition of Rider FST, Full Standby 81 

Transportation Service monthly storage parameters. 82 

9. Approve the Companies’ proposed on-system storage cost recovery in Rider 83 

SSC, Storage Service Charge including the Storage Service Charge (“SSC”) 84 

and the Storage Banking Charge (“SBC.”) 85 

10. Approve the Companies’ proposed off-system storage cost recovery 86 

mechanism including the new Storage Gas Charge (“SGC.”) 87 

11. Require the Companies to charge PEHS for solicitation.  Adjust the Revenue 88 

Requirement downward to reflect the forgone revenues from solicitation.  89 

Estimate those foregone revenues by the market value of that solicitation for 90 

PPP. 91 

12. Require the Companies to charge Peoples Energy Home Services (“PEHS”) the 92 

ratepayer rate for repairs.  Adjust the Revenue Requirement downward to 93 

reflect the forgone revenues from repairs.  Estimate those foregone revenues by 94 

the market value of that solicitation for PPP. 95 

13. Order that within 90 days of the Final Order in this case, the Companies should 96 

petition to continue support of PPP.  The Commission should require that an 97 

investigation be conducted on this continued support given the Companies 98 

failure to abide by the approved agreement.  99 
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 100 

IV. Daily Demand Measurement Device 101 

Q. Please summarize the Peoples Gas’ proposal to increase its Daily Demand 102 

Measurement Charges. 103 

A. Peoples Gas proposes to increase its Daily Demand Measurement Charge.  The 104 

Companies’ witness Ms. Grace states that “Rider SST and proposed Rider SBS 105 

require customers to install a Daily Demand Measurement Device so that 106 

consumption can be metered on a daily basis.  Peoples Gas proposes to increase 107 

the monthly Daily Demand Measurement Device Charge from $28.00 to $35.00 108 

based upon the cost analysis shown in PGL Ex. 12.10.” (PGL Ex. 12.0, p. 27)   109 

 110 

Q. Please summarize the North Shore’s proposals regarding its Daily Demand 111 

Measurement Charges. 112 

A.  North Shore proposes to keep its Daily Demand Measurement Charge at $34.00 113 

per month.  The Companies’ witness Ms. Grace states that North Shore’s charge 114 

will not change because the current amount is close to the amount determined by 115 

the cost study. (NS Ex. 12.0, p. 25) 116 

 117 

Q. Do you support these proposals? 118 

A. Yes.  In its responses to Staff DR DAS 4.02, the Companies state that the 119 

method used to calculate these charges is identical to the method used in 120 

the approved charge from the last rate case. 121 

 122 
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V. Administration Charges for Transportation Programs 123 

Q. Please summarize the Companies’ proposed transportation administration 124 

charges. 125 

A. The Companies witness Mr. McKendry has supported an exhibit to allocate the 126 

administrative charges to transportation customers and suppliers under the various 127 

transportation riders. (PGL-NS Exs. 15.1)  These charges are based on budgeted 128 

amounts for the future test year. 129 

 130 

Q. Do you agree with the charges contained in PGL-NS Exs. 15.1? 131 

A. No.  The Companies have provided the Gas Transportation Services (“GTS”) 132 

budget for the test year. (Attachment A: Companies responses to Staff DRs DAS 133 

5.03, Atts. 1 and 2)  They have also provided the budgeted and actual costs for the 134 

years 2008 -2010. (Attachment B: Companies responses to Staff DRs DAS 5.04, 135 

Att. 1)  These attachments show that the Companies have over-budgeted in each 136 

of the past three years by an average of 19%.  This includes the amounts from the 137 

Companies future test year used in the Companies’ last rate case, 2010.  138 

 139 

Q. Do you propose any adjustments to the charges contained in PGL-NS Ex. 140 

15.1? 141 

A. Yes.  I propose to reduce the budgeted amounts in PGL-NS Ex. 15.1 to reflect 142 

observed over-budgeting.  I calculated a specific factor for each type of cost 143 

reflected in Attachment B.  For labor with overhead the GTS expenses have been 144 

17% under budget during 2008-2010.  For non-labor with overhead the GTS 145 
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expenses have been 67% under budget during 2008-2010.  For IT with overhead, 146 

the GTS expenses have been 21% under budget during 2009-2010.2

 151 

  I have 147 

discovery outstanding regarding the Companies’ presentation of these amounts. 148 

(Staff DRs DAS 8.01-8.05)  Once I have received and analyzed those responses, I 149 

will be able to quantify my adjustments. 150 

Q. Why are these appropriate future test year budget reductions? 152 

A.   The Companies have historically over-budgeted the inputs that make up the 153 

administrative charges for transportation suppliers.  It is reasonably likely that the 154 

reductions I propose will prevent these suppliers from being over-charged as they 155 

have been since the last rate case. 156 

 157 

Q. How are these reductions affected by other Staff-proposed reductions to the 158 

revenue requirement? 159 

A.   It is not clear how other reductions that Staff has proposed in its direct testimony 160 

will affect the amounts here.  I have sent the Companies data requests that will 161 

hopefully clarify exactly how these numbers are being incorporated in the revenue 162 

requirement and cost of service model.  163 

 164 

VI. Changes to Small Volume Transportation Riders 165 

Q. Do the Companies propose to change the Small Volume Transportation 166 
                                            
 

2 The data provided did not contain the budgeted IT amount for 2008. 
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program? 167 

A. Yes.  The Companies propose to make minor changes to their Small Volume 168 

Transportation (“SVT”) program under Rider AGG.  They propose to change certain 169 

charges and “to revise the gas charge related storage charge in Rider CFY to 170 

mirror that being proposed for the large volume programs.” (PGL Ex. 14.0, p. 6, NS 171 

Ex. 14.0, p. 6) 172 

 173 

Q. Is the change from the Aggregation Balancing Gas Charge (“ABGC”) to the 174 

Storage Gas Charge (“SGC”) acceptable to you? 175 

A. Yes.  As discussed below within the cost recovery section, the change of charge 176 

ABGC to SGC is acceptable. 177 

 178 

Q. Do you recommend that the Commission approve the charges proposed by 179 

the Companies? 180 

A. I agree that the Commission should approve the proposed change to the type of 181 

charge collected. 182 

 183 

VII. Changes to Large Volume Transportation Riders 184 

Q. What did the Commission order regarding Large Volume Transportation 185 

(LVT) riders in the Companies’ last rate case? 186 

A. In that Final Order, the Commission required “the Utilities to work with Staff and all 187 

other interested stakeholders to develop reasonable proposals for unbundling 188 
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storage service” and to “file any agreed upon proposals in their next rate cases.” 189 

(Docket Nos. 09-0166 & 0167 (Cons.), Order January 21, 201, p. 235) 190 

 191 

Q. How did the Companies follow the guidelines that the Commission set forth 192 

regarding LVT riders? 193 

A. The Companies entered into a process to develop an unbundled storage service 194 

that included some consultation with interested parties.  The Companies have 195 

included the one proposal which received universal support at the workshop as part 196 

of their recommendations in this case. 197 

 198 

Q. Please describe the Companies’ proposals with regard to LVT riders. 199 

A. The Companies’ witness Mr. Connery lists the Companies’ five proposals:  200 
 201 

“(1) to offer a stand-alone storage banking service (Rider SBS) under  202 
which customers select the amount of storage capacity that they 203 
wish, from one day of  storage to the maximum amount available; (2) 204 
to include monthly inventory targets  (minimum and maximum) for all 205 
months with monthly cashouts to the extent a customer falls outside 206 
the ranges; (3) to include daily injection and withdrawal limits, with 207 
appropriate distinctions for Critical Days and Operational Flow Order 208 
(“OFO”) Days, with daily cashouts to the extent a customer falls 209 
outside the ranges; (4) to facilitate customer’s move to the unbundled 210 
service by including a daily tolerance around the daily ranges; and (5) 211 
to eliminate the no-notice standby service because such a service 212 
requires storage assets and those assets are fully allocated to the 213 
unbundled, standalone storage service.” 214 
(PGL Ex. 14.0, p. 18, NS Ex. 14.0, pp. 18-19) 215 

 216 

Q. Which of the five proposals do you support? 217 

A. I support proposal 1.  It was my proposal in the last rate case; it was the only 218 

proposal that was agreed upon from the workshop process.  I can tentatively 219 
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support proposal 5 subject to a review of intervenor testimony in this case.  220 

Proposals 2 through 4 are unacceptable and unnecessary for the reasons listed 221 

below. 222 

 223 

Q. Are the proposals presented by the Companies consistent with the 224 

guidelines that the Commission set forth regarding LVT riders? 225 

A. When taken together, no.  Some of the proposals that they have filed in this case 226 

are not reasonable.  The Commission directed the Companies to unbundle storage 227 

services from standby service.  All other things being equal, the practical result of 228 

this directive would have been to increase flexibility for transportation customers by 229 

retaining the full flexibility currently in the Rider SST tariff and giving those 230 

customers an option to select the size of the bank independent of the level of 231 

standby.  The Companies proposal to permit transportation customers to select an 232 

unbundled bank comes at the cost of flexibility that exists elsewhere in the LVT 233 

tariffs, Riders FST and SST. 234 

 235 

Q. What was the basis for Rider SBS? 236 

A. Rider SBS is Rider SST with the standby service removed.  There are many 237 

characteristics that are retained in the new rider, such as daily measured services, 238 

pools, nomination flexibility and Allowable Bank trading (PGL Ex. 14.0, p. 18, NS 239 

Ex. 14.0, p. 19). 240 

 241 

Q. What features were added to Rider SBS that were not features of Rider 242 
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SST? 243 

A. Rider SBS has a new subscription process that will enable customers to elect a 244 

level of bank capacity. (PGL Ex. 14.0, p. 20, NS Ex. 14.0, p. 20)  In addition to this 245 

necessary process, the Companies have also proposed daily injection and 246 

withdrawal parameters and monthly inventory targets.  I propose that the 247 

Commission remove these new parameters to make Rider SBS similar to Rider 248 

SST. 249 

 250 

A. The Companies do not establish a need to restrict LVT riders’ operational 251 
parameters. 252 
1. The Companies confuse system integrity concerns with the economic 253 
concerns of sales customers. 254 
Q. What concerns do the Companies raise by requiring changes to the 255 

operational parameters of the LVT programs? 256 

A. The Companies witness Mr. Connery claims that the two factors motivating the 257 

changes here are system reliability concerns and the economic interests of sales 258 

customers. (PGL Ex. 14.0, pp. 12-13, NS Ex. 14.0, p. 13) 259 

 260 

Q. Are these two concerns linked or can they be addressed separately? 261 

A. System integrity concerns and economic concerns of sales customers are best 262 

considered separately because they are really two different issues and the tariffs in 263 

effect at this time have different set of tools for system concerns. 264 

 265 

2. The Companies have not shown that the system is being endangered with 266 
current parameters. 267 
Q. Did the Companies provide any data that might raise any system concerns 268 
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in their direct testimony in this docket? 269 

A. No. 270 

 271 

Q. Have the Companies ever, to the best of your knowledge, provided any 272 

data that convincingly shown any system compromises? 273 

A. No.  While the system integrity has been threatened many times (Companies’ 274 

responses to Staff DR DAS 3.03c), never once was the system compromised. 275 

(Companies’ responses to Staff DR DAS 3.03d) 276 

 277 

Q. Are the current tools in the tariffs adequate to protect system integrity? 278 

A. Yes.  The tariffs currently have tools that enable the Companies to efficiently 279 

manage the system.  These tools include declaring Critical Days (“CD”) or invoking 280 

delivery restrictions.  The Companies’ responses to Staff DR DAS 3.03d states, “As 281 

a result of proper management, coordination with upstream pipelines, and by 282 

imposing limits on allowed deliveries the Company has been able to keep its 283 

system from being compromised.” 284 

 285 

Q. Are their arguments about the potential loss of system integrity valid? 286 

A. No.  The tools in place keep the system adequately balanced.  287 

 288 

3. The Companies have not shown that the sales customers are being harmed 289 
by current parameters. 290 
Q. Have the Companies demonstrated any economic harm to sales 291 

customers? 292 
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A. No.  The Companies have not shown in their direct testimony any economic harm 293 

to sales customers.  All of the issues that they raise are concerned with protecting 294 

against the potential for economic harm to sales customers. 295 

 296 

Q. What problems can be caused when the Companies attempt to protect 297 

against potential harms? 298 

A. Protecting against potential harm can result in unwarranted restrictions.   This 299 

reduces transportation customers’ options because they become unnecessarily 300 

constrained.3

 302 

 301 

Q. How long have LVT programs been operating in Illinois? 303 

A. To the best of my knowledge, for almost thirty years. 304 

 305 

Q. How does the length of time that LVT programs have been in effect impact 306 

this case? 307 

A. The onus is on the Companies to prove that sales customers are being 308 

economically harmed.  To justify restricting transportation customers’ choices, the 309 

companies should provide not only examples of such harm, but also an 310 

                                            
 

3 It is similar to a grocer who limits its customers to one quart of milk per day so that it ensures that it 
always has milk on hand.  This action reduces efficiency because customers are having to make 
adjustments and more trips to the store and would be better off being able to buy milk whenever they 
need it 
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assessment of the total net impact on sales customers.  Barring a showing of harm, 311 

I do not think that the Commission should approve these proposed restrictions. 312 

 313 

B. The Companies proposed LVT operational parameters are inconsistent 314 
with the Commission’s directive. 315 
Q. What changes did the Commission order to the SVT tariffs in the 2009 rate 316 

case? 317 

A. The Commission ordered that the Companies use the Nicor Gas SVT program 318 

Customer Select (“CS”) as a model to increase flexibility in its SVT program 319 

Choices For You (“CFY”).  There was to be a workshop process and tariffs filed in 320 

the next rate case. (Order, Docket Nos. 09-0166 & 0167 (cons.) at 253-254)   321 

 322 

Q. Did the Companies comply with the Commission’s order to change the SVT 323 

tariffs? 324 

A. Yes. 325 

 326 

Q. How is the Commission’s LVT directive different from the SVT directive? 327 

A. As mentioned above, the Commission ordered that the Companies unbundle 328 

storage service from standby service. (Order, Docket Nos. 09-0166 & 0167 (cons.) 329 

at 235)  The SVT process was intended to increase operational flexibility for SVT 330 

suppliers. (Order, Docket Nos. 09-0166 & 0167 (cons.) at 253-254)  The LVT 331 

process would have accomplished the same thing, to increase the flexibility for 332 

transportation customers if the Companies had not attempted to use that process to 333 
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implement unrelated operational restrictions.  The Commission ordered a process 334 

to break that tie and establish an unbundled storage service. (Id., at 235)  335 

 336 

Q. Does the Companies proposal give more flexibility to LVT suppliers? 337 

A. No.  It reduces the flexibility to use storage that LVT suppliers currently have.  In 338 

fact, the proposed Rider SBS is based on parameters developed by applying the 339 

Nicor Gas tariff to the Companies.  However, Rider SBS as proposed is much 340 

stricter than the Nicor Gas LVT tariff. 341 

 342 

Q. Are all of the Companies’ five proposals necessary to give the LVT 343 

suppliers the increased flexibility that the Commission directed? 344 

A. No.  The Companies’ Proposal 1 taken alone would accomplish the Commission’s 345 

directive.  That is why I support that proposal.  Proposals 2, 3 and 4 are 346 

inconsistent to that goal; they are unnecessary and inappropriate.  The Companies 347 

took the Commission’s directive as license to make large-scale changes to their 348 

LVT programs similar to what they proposed in the 2007 rate case.  After running 349 

into stiff opposition in that case from Staff and intervenors, the Companies dropped 350 

most of their proposed restrictions in surrebuttal. (Docket Nos. 07-0241 / 07-0242 351 

(Cons.) North Shore/Peoples Gas Ex. TEZ-3.0 REV, p.8) 352 

 353 

C. The proposed LVT operational parameters run counter to prior 354 
Commission orders 355 
1. Commission has approved SVT programs that are largely different from the 356 
LDC’s existing LVT programs. 357 
Q. What SVT programs have the Commission approved? 358 
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A. The Commission has approved four SVT programs.  It approved the first pilot SVT 359 

program for CILCO in 1996.  Next, it approved both Peoples Gas SVT program 360 

called Choices For You and Nicor Gas’s SVT program in 1997.  Finally, North 361 

Shore added the CFY program in 2001.4

 363 

 362 

Q. Were the SVT programs that the Commission approved similar to the LVT 364 

programs that were in place in those utilities? 365 

A. No.  SVT programs differ significantly from the LVT programs currently in place for 366 

each LDC.  In particular, because the cost of daily demand meters are high, which 367 

makes them economically infeasible for small volume customers, the SVT 368 

programs were designed for customers lacking such meters.  Excluding FST 369 

customers who have and pay for full backup, LVT customers have a daily demand 370 

meter.  So LVT customers’ daily usage is known while the daily usage of SVT 371 

customers must be estimated.  These diverse characteristics mean that the 372 

parameters of the two programs should be different. In sum, the SVT programs had 373 

much less storage flexibility than their LVT counterparts. 374 

 375 

Q. Why were the SVT programs that the Commission approved less flexible 376 

than the LVT programs? 377 

A. The SVT programs were less flexible because they serve a very different type of 378 

customer.  While the customers vary in size and load characteristics, the typical 379 
                                            
 

4 ICC Annual Report on the Development of Natural Gas Markets in Illinois - 2003. 

http://www.icc.illinois.gov/downloads/public/en/030911AnnRpt.pdf�
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SVT customer is a residential customer with a small load and a high load profile.  380 

By contrast the typical LVT customer is a commercial customer with a large load 381 

and a much lower load profile.  These customers use storage differently because 382 

sales customers have peak usage that typically coincides with the system peak.  383 

System peak is one of the primary drivers for storage.  Transportation customers’ 384 

peak usage is usually much less tied to the system peak because it is often a 385 

process-driven load. 386 

 387 

2. Commission has rejected previous attempts to tighten up LVT operational 388 
parameters. 389 
Q. Have Illinois utilities proposed to significantly reduce the flexibility of the 390 

LVT storage? 391 

A. Yes.  Various LDCs have attempted reduce LVT flexibility.  Nicor Gas attempted in 392 

its 2004 rate case (Docket No. 04-0779) to implement a single fall target injection 393 

target and a spring withdrawal target in its LVT program.  As mentioned above, 394 

both Peoples Gas and North Shore proposed significant reductions in storage 395 

flexibility in their 2007 rate cases. (Docket Nos. 07-0241/0242 consolidated) 396 

 397 

Q. Has the Commission in prior orders addressed the issue of flexibility in the 398 

LVT programs? 399 

A. Yes.  In Nicor Gas’ 2004 rate case the Commission approved a single fall target 400 

injection target but rejected a spring withdrawal target. (Order, September 20, 2005, 401 

Docket No. 04-0779 at 146) 402 
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When faced with some of the same proposals in Peoples Gas’ and North Shore’s 403 

2007 rate cases, the Commission referred back to the Nicor Gas case as a 404 

guideline for what the balance should be between transportation customers and 405 

sales customers.  The Order reads as follows, 406 

In Nicor we approved a fall injection target but not a spring withdrawal 407 
target. The Commission concluded that the former was a valid 408 
operational requirement that would not unduly burden transportation 409 
customers, but the latter was not. Nicor, Docket No. 04-0779, Order 410 
at 146. We are not persuaded to approve a different regime in these 411 
dockets. The Utilities generally assert that ―the storage and standby 412 
rights of each Utility‘s transportation customers need to be shaped to 413 
be consistent with each Utility’s individual gas supply portfolio, and 414 
each Utility needs to have an annual mechanism to adjust those 415 
rights as its individual gas supply portfolio changes.‖ That is not 416 
enough to outweigh the considerable difficulties the seasonal cycling 417 
requirements will present for transportation customers. E.g., CNEG 418 
Init. Br. at 20-24. While we are willing to subordinate those difficulties 419 
to the Utilities’ operational needs during the heating season, the 420 
balance tips in the transportation customers’ favor in the spring…. 421 
The Commission also observes that the Utilities strongly emphasize 422 
the cycling requirements they face with respect to leased storage 423 
facilities. Without intending to minimize in any way the significance of 424 
those requirements, we see that the larger volume of stored gas 425 
managed by Peoples Gas resides in Manlove Field, where Peoples 426 
Gas establishes its own cycling schedule. Thus, most of the Utilities’ 427 
own storage flexibility is constrained by the general need to recycle 428 
Manlove, not by storage leases. That fact, in turn, allows some 429 
latitude when balancing the competing and equally legitimate needs 430 
of the Utilities and the transporters.  431 
Accordingly, injection season requirements of 70% and 75% of AB 432 
are approved for, respectively, Peoples Gas and North Shore, while 433 
seasonal withdrawal requirements are disapproved. 434 
(Docket Nos. 07-0241/0242 (Cons.), Order, February 5, 2008, p. 276) 435 

The Commission also approved the Riders FST and SST Maximum Daily 436 

Nomination limit during the injection season at this time.  In that conclusion, it noted 437 

the need to strike a balance between managing the system and transportation 438 

customers desire to efficiently manage their gas supply,  439 
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The Commission readily acknowledges the serious and complex 440 
responsibilities the Utilities bear with respect to management of their 441 
storage assets. We also recognize the desire of large commercial gas 442 
end-users to manage gas supply in a manner that efficiently 443 
contributes to their enterprises. We are also committed to 444 
encouraging competitive gas supply, so that customers enjoy the 445 
benefits competition can provide. Our task is to optimally balance 446 
these interests. 447 
(Id., p. 278) 448 

 449 

D. The Companies radically restrict LVT customers and then make minute 450 
incremental changes 451 
1. Flexibility continuum  452 
Q. Has the Commission noted that there is a need for balancing the competing 453 

interests of the transportation customers and the utilities? 454 

A. Yes.  In both of the orders cited above, the Commission addresses this tradeoff and 455 

strikes a balance between these “competing and equally legitimate needs.” 456 

 457 

Q. Do the Companies’ proposals appropriately balance the competing 458 

interests of the transportation and sales customers? 459 

A. No.  This proposal drastically changes the status quo.  The Companies failed to 460 

make a convincing case for the changes.  In doing so, they have reduced the 461 

transportation customers current flexibility, which the Commission established in 462 

2007.  Interestingly enough, they have reverted to the same arguments that the 463 

Commission rejected in 2007. 464 

 465 

Q. Since the Commission has approved SVT and LVT programs that are very 466 

different and established this balance with the LVT programs, are the 467 
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Companies proposals to reduce operational flexibility for LVT customers 468 

appropriate? 469 

A. No.  By making the two programs so different, the Commission has crafted a 470 

continuum of operational storage flexibility.  At one extreme, the SVT programs as 471 

they existed prior to the 2009 rate case had rigid storage parameters.  At the other 472 

end of the continuum, the LVT programs granted greater flexibility to transportation 473 

customers for the reasons stated above.  Given the Commission’s order in 2009 474 

ordering an increase in flexibility in SVT, it is incongruous that the Companies 475 

would attempt to so drastically reduce flexibility for the LVT programs yet again. 476 

 477 

2. The Companies do not establish that harm has been done to sales customers 478 
Q. Do the Companies allege a danger to sales customers’ welfare caused by 479 

too much flexibility in the transportation program? 480 

A. Yes.  Mr. Connery indicates that “Allowing the transporters excessive injection or 481 

withdrawal rights creates the potential for those customers to utilize other 482 

customers’ swing rights to inject or withdraw more than their equitable share of gas 483 

into or out of storage.” (PGL Ex. 14.0, p. 16, NS Ex. 14.0, p. 16)  Of course, the 484 

converse of this statement is also true.  If transportation customers are restricted 485 

too much, then they will suffer when their ability to swing is reduced by sales 486 

customers. 487 

 488 

3. The Companies do not correct their perceived harm with incremental steps. 489 
Q. How do the Companies propose to fix the perceived excessive flexibility? 490 
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A. The Companies have determined that changes are necessary in their LVT 491 

programs which they believe suffer from too much flexibility.  Instead of moving 492 

incrementally back toward the middle of the flexibility continuum to achieve a better 493 

balance, the Companies make adjustments to their LVT programs by beginning at 494 

the most restrictive end of the spectrum and working their way insignificantly back 495 

toward the middle.  The Companies propose to apply their SVT framework directly 496 

to Riders SBS. (PGL Ex. 14.0, pp. 22-23, NS Ex. 14.0, p. 22)  To ease the effect of 497 

these restrictions, the Companies propose to allow a Daily Balancing Tolerance 498 

(“DBT”) around their daily injection and withdrawal parameters. (PGL Ex. 14.0, pp. 499 

25-26, NS Ex. 14.0, p. 26)  After taking away all this flexibility in the form of daily 500 

maximum injection and withdrawal rates and monthly inventory targets from 501 

transportation customers, the Companies, now consider this giving back the DBT to 502 

be “a direct subsidy from sales customers.” (PGL Ex. 14.0, pp. 25-26, NS Ex. 14.0, 503 

p. 27) 504 

 505 

Q. Does the Companies’ proposal run counter to the more limited restrictions 506 

that the Commission approved in the 2007 rate case? 507 

A. Yes.  The Commission hesitated to allow the Companies to impose a single 508 

withdrawal target for one month in the fall, yet the Companies now propose an 509 

injection target for every single month of the year.   510 

 511 

E. The Companies model is flawed. 512 
Q. Do you have any concerns about the analysis provided by Mr. Connery? 513 

A. Yes.  514 
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 515 

1. The model fails to fully account for diversity 516 
Q. What is diversity in the context of storage parameters? 517 

A. Diversity in this context refers to the property that not all customers use storage in 518 

the same way on any given day.  For example, during injection season on any 519 

given day, some customers may inject up to the maximum limits while others may 520 

inject less while still others may actually withdraw from their storage banks.  521 

Because of this diversity of actions, a maximum injection level per customer based 522 

on all customers injecting their maximum quantities would result in less than the 523 

maximum for the group being injected.  Diversity during withdrawal season has a 524 

similar effect.  The utility aggregates all customers together when it plans how to 525 

deliver service to all customers. (Attachment C: Companies responses to Staff DR 526 

DAS 3.21)  But each customer is different.  Diversity allows individual customers to 527 

have more proportionately more flexibility than is possible for the group as a whole.  528 

 529 

Q. Does Mr. Connery address the need to account for diversity? 530 

A. Yes.  In fact he claims to have taken diversity into account.  He relaxes his daily 531 

injection and withdrawal parameters slightly to “account” for this diversity. (PGL Ex. 532 

14.0, pp. 12-13, NS Ex. 14.0, p. 13)  However, there is no indication that the 533 

amounts that he chose to use adequately reflect the diversity on the system. 534 

 535 

Q. Does Mr. Connery ever calculate the actual historical diversity? 536 

A. No.  He does not.  Daily usage and transportation delivery levels for each large 537 

customer which the Companies have would allow such a calculation to be made. 538 
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2. The model improperly applies the whole to a part  539 
Q. Does Mr. Connery attempt to impose system constraints on parts of that 540 

system? 541 

A. Yes.  Mr. Connery attempts to impose the constraints that the utility faces for the 542 

whole system onto individual transportation customers and pools.  This is 543 

inappropriate because it ignores the diversity mentioned above.  He claims he is 544 

protecting the system from inconvenient behavior by one class of customers.  545 

However, as noted, nowhere do the Companies show that his concerns are 546 

realistic.  The small amount of protection that his proposal offers comes at the price 547 

of a large amount of flexibility for transportation customers.  I believe that this will 548 

reduce the efficiency of the transportation program without proportionate benefits 549 

for sales customers. 550 

 551 

3. The model improperly equates system concerns with sales customers’ 552 
concerns 553 
Q. Does Mr. Connery conflate system reliability concerns with sales 554 

customers’ economic concerns? 555 

A. Yes.  The Companies have a mandate to provide safe and reliable gas distribution 556 

service.  But as pointed out above, the Companies have adequate tools to protect 557 

system reliability; the issues disputed here need only resolve how costs and 558 

benefits are allocated.  559 

 560 

4. The model improperly ignores tools already in place  561 
Q. Are the tools the Companies have to protect the system from reliability 562 

concerns reflected in the model? 563 
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A. The Companies tariffs allow them to issue Critical Days (“CDs”), and the delivery 564 

restrictions.  However, the evidence provided by the Companies indicate that the 565 

tools currently in place are more than adequate to protect system integrity from 566 

actions taken by transportation customers.  Mr. Connery’s model does not account 567 

for these tools, so he introduces other parameters into his model to protect the 568 

system. 569 

 570 

Q. What operational parameters are appropriate for the new Rider SBS? 571 

A. Rider SBS is essentially Rider SST without Standby Service.  The customers that I 572 

would expect to take service under that new rider will likely come primarily from 573 

Rider SST.  The new Rider SBS should be approved, but the operational 574 

parameters from Rider SST should be included in the new rider.  The only 575 

parameter that should be changed is the Critical Day (“CD”) withdrawal amount.5

 580 

  I 576 

recommend that this be calculated the same way that Nicor Gas calculates its 577 

critical day storage withdrawal amount and tied to the Companies’ fall injection 578 

target. 579 

Q. How are Critical Day withdrawal rights determined under the Nicor Method? 581 

A. To determine the individual peak day withdrawal rights the peak day deliverability of 582 

that storage is divided by the total capacity of that storage.  It answers the question, 583 

                                            
 

5 This is because the current CD withdrawal amount is tied to a customer’s selected standby percentage 
(“SSP”)  
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“What is the size of the peak day deliverability relative to the total storage 584 

capacity?”  The result is a number which gives proportional peak day withdrawal 585 

rights for any group or individual based on their portion of the total storage capacity.  586 

This result6

 589 

 is then multiplied by the Allowable Bank (“AB”) of an individual 587 

customer to determine the withdrawal right on a peak day. 588 

Q. Is there any adjustment to these peak day rights under the Nicor Method? 590 

A. Yes.  To reflect that these rights should be linked to stored gas and not just the 591 

capacity, this result is multiplied by a Storage Withdrawal Factor7

 598 

 (“SWF”) that is 592 

unique to each customer.  The SWF is determined by dividing the customer’s 593 

storage inventory on November 1 by 90%.  This is how Nicor Gas incents the 594 

transportation customers to fill their banks in the fall and to help ensure that an 595 

adequate total amount of gas is in storage to allow the maximum withdrawal 596 

quantity to be withdrawn on a critical day. 597 

Q. Why do you recommend that Critical Day withdrawal rights be determined 599 

using this method? 600 

A. I believe that this method would allow rider SBS customers to have a proportional 601 

share of peak day withdrawal that t is independent of the standby like the current 602 

                                            
 

6 I call this the Storage Withdrawal Constant because it is the same for each customer. 
7 Storage Withdrawal Factor (SWF), expressed as a numerical value not to exceed 1.0, shall be the 
determined by dividing the Customer's November 1 SBS inventory balance by 90% of their then effective 
SBS capacity. Any SWF value greater than or equal to 1.0 shall be 1.0. Any SWF less than 1.0 shall be 
rounded up to the next 0.01. (Ill.C.C. No. 16, 7th Revised Sheet No. 50 
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Rider SST parameter.  Additionally, tying these rights to the injection target would 603 

incent customers to fill their banks to the tariff-required 70% for Peoples Gas and 604 

75% North Shore on November 1.  Finally, it has been approved by the 605 

Commission. (Docket No. 08-0363, Order at 116) 606 

 607 

Q. What have the Companies proposed as CD withdrawal rights? 608 

A. The Companies have apparently adopted the same methodology to calculate the 609 

CD storage withdrawal rights.  In the Rider SBS tariffs they have presented the 610 

amounts of 2.6%8 for Peoples Gas (Peoples Gas Ex. 12.1, p. 100) and 2.7%9

 614 

 for 611 

North Shore. (North Shore Ex. 12.1, p. 99)  However, there is no linkage to a fall 612 

injection target which the Companies have replaced with monthly injection targets. 613 

5. The Cashout provisions are punitive and unnecessary.  615 
Q. The Companies have proposed cashout provision for when a customer 616 

does not meet their requirements.  Do you agree with their proposal? 617 

A. No.  The Companies’ claim that their proposal is “not intended to be punitive.” (PGL 618 

Ex. 14.0, p. 28, NS Ex. 14.0, p. 28)  I disagree with Mr. Connery’s assessment.  619 

The fact that the customer is paying a percentage penalty should be sufficient to 620 

motivate the desired behavior.  Using a price that is not indicative of the average of 621 

that day is just a second incentive and unnecessary.  Since this is a new charge, I 622 

                                            
 

8 1,560,363 / 60,362,000 (Peoples Gas Ex. 14.1) 
9 273,002 / 10,066,000 (North Shore Ex. 14.1) 
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think we should start out with the average and then in the next rate case, the 623 

Companies can provide testimony indicating that the amount is not enough.  If the 624 

Commission rejects my proposal that Rider SBS use the operational parameter 625 

currently in place in Rider SST, I recommend that this cashout provision be 626 

changed to reflect the average price for each day rather than the high or low 627 

position in the cashout mechanism. 628 

 629 

Q. Do you support the proposed elimination of standby service? 630 

A. Yes.  I am not aware of interest in maintaining this service.  Standby service is 631 

available under Rider Full Standby Transportation Service.  At this point subject to 632 

reviewing the testimony of any intervenor on this issue, it appears to me that Rider 633 

SSC does what Ms. Grace claims that is does.  Therefore, subject to reviewing the 634 

testimony of the intervenors on this issue, I recommend that this rider be approved. 635 

 636 

F. The Companies have attempted to increase operational restrictions to 637 
Rider Full Standby Transportation Service (“FST”). 638 
Q. What changes have been proposed for Rider FST? 639 

A. Rider FST is the Companies LVT tariff for smaller transportation customers.  It has 640 

more flexibility than Rider SST and is monthly balanced.  The Companies have 641 

proposed to add certain restrictions on to Rider FST to keep it in line with their 642 

proposals for SBS parameters.  Specifically they have argued that the analytical 643 

framework that applies to SBS should apply to FST.  They propose to incorporate 644 

monthly inventory targets and revised CD parameters. (PGL Ex. 14.0, pp. 29-30, 645 

NS Ex. 14.0, p. 30) 646 
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 647 

Q. Do you support the proposed changes for Rider FST? 648 

A. No.  For the same reasons outlined above, there is no need to make changes to 649 

the operating parameters in Rider FST.  The Commission did not order any 650 

changes to Rider FST in the last rate case. 651 

 652 

G. The proposed modifications to the Companies’ storage cost recovery 653 
methods. 654 
Q. How do the Companies propose to modify cost recovery methods in this 655 

case? 656 

A. The Companies witness Ms. Grace has proposed several modifications to the way 657 

the Companies currently recover costs from transportation customers.  Some of 658 

these modifications result from circumstances relating the unbundling the storage 659 

bank for LVT.  She proposes several new charges.   660 

 661 

1. On-system underground storage costs.  662 
Q. How has Ms. Grace proposed to recover on-system underground storage 663 

costs from sales customers? 664 

A. Ms. Grace proposes to recover the underground storage costs from sales 665 

customers under a new Rider Storage Service Charge (“SSC”) using a new charge 666 

called the Storage Service Charge (“SSC”). (PGL Ex. 12.0, pp. 46, NS Ex. 12.0, p. 667 

42)   668 

 669 

Q. How has Ms. Grace proposed to recover on-system underground storage 670 
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costs from LVT customers? 671 

A. Ms. Grace proposes to recover underground storage costs from transportation 672 

customers under Rider SSC using the Storage Banking Service (“SBS”) charge. 673 

(PGL Ex. 12.0, pp. 46, NS Ex. 12.0, pp. 46-47) 674 

 675 

Q. Why is Rider SSC needed? 676 

A. Due to the unbundling of the bank from standby service and allowing the 677 

transportation customers to elect a bank capacity that suits their needs, there is a 678 

potential that some bank capacity may not be subscribed to.  A mechanism is 679 

needed to protect the Companies against under-recovery of storage costs. 680 

 681 

Q. How does Rider SSC compare to the similar Rider SSCR? 682 

A. Ms. Grace claims that her Rider SSC accomplishes the same purpose as Nicor 683 

Gas’ Rider SSCR which I had recommend they adopt in the last rate case. 684 

 685 

Q. What do you recommend with regard to Rider SSC? 686 

A. At this point subject to reviewing the testimony of any intervenor on this issue, it 687 

appears to me that Rider SSC does what Ms. Grace claims that is does.  688 

Therefore, subject to reviewing the testimony of the intervenors on this issue, I 689 

recommend that this rider be approved. 690 

 691 

2. Off-system storage costs.  692 
Q. How has Ms. Grace proposed to recover off-system underground storage 693 

costs from Riders SBS and AGG customers? 694 
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A. Ms. Grace proposes to recover off-system storage costs Riders SBS and AGG 695 

customers under Rider 2 using the Storage Gas Charge (“SGC”).  This would allow 696 

the Aggregation Balancing Gas Charge (“ABGC”) to be eliminated (PGL Ex. 12.0, 697 

pp. 50, NS Ex. 12.0, p. 47) 698 

 699 

Q. How has Ms. Grace proposed to recover off-system storage costs from 700 

Rider FST customers? 701 

A. Ms. Grace proposes to continue to recover the off-system storage costs from Rider 702 

FST customers under a Rider 2 using the charge called the Standby Demand 703 

Charge (“SDC”). (PGL Ex. 12.0, pp. 50, NS Ex. 12.0, pp. 47-48)   704 

 705 

Q. What do you recommend with regard to these Rider 2 charges? 706 

A. At this point, subject to reviewing the testimony of any intervenor on this issue, it 707 

appears to me that the SGC does what Ms. Grace claims that it does.  Therefore, 708 

subject to reviewing the testimony of the intervenors on this issue, I recommend 709 

that this rider be approved. 710 

 711 

Q. Are these changes to cost recovery dependent on the proposed 712 

operational parameters Riders SBS and FST? 713 

A. No.  Each of these changes is independent of the issues relating to the operational 714 

parameters for Rider SBS and FST. 715 

 716 

Q. What conclusions do you have regarding the Companies modifications to 717 
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its LVT? 718 

A. I have the following recommendations for the Commission regarding changes to 719 

the Companies LVT programs: 720 

1. Approve the Companies’ proposal to eliminate Rider SST and standby service 721 

under it. 722 

2. Approve the Companies’ proposed Rider SBS capacity and subscription 723 

process. 724 

3. Reject the Companies’ proposed Rider SBS daily storage parameters. 725 

4. Reject the Companies’ proposed Rider SBS monthly storage parameters. 726 

5. Reject the Companies’ proposed addition of Rider FST monthly storage 727 

parameters. 728 

6. Approve the Companies’ proposed on-system storage cost recovery in Rider 729 

SSC including the SSC and the SBC. 730 

7. Approve the Companies’ proposed off-system storage cost recovery 731 

mechanism including the new SGC. 732 

 733 

VIII. Pipeline Protection Plan 734 

Q. Please describe the Pipeline Protection Plan (“PPP”). 735 

A. The Pipeline Protection Plan (“PPP”)10

                                            
 

10 This product is also called Peoples Energy Protection Plus.  

 is a warranty product offered to Peoples 736 

Gas and North Shore ratepayers presumably to protect them against the risk of 737 

having to pay for repairs to exposed gas lines within their homes.  PPP costs $2.95 738 
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per month and covers repairs up to $300 per incident.  It is a product owned by the 739 

Companies’ affiliate Peoples Energy Home Services (PEHS)11

 743 

 (Attachment D: 740 

Companies responses to Staff DR DAS 2.09) and has been offered to these 741 

ratepayers since April 2004. (Companies responses to Staff DR DAS 2.02) 742 

Q. How many utility ratepayers are on PPP? 744 

A. For the years 2005 – 201012

 748 

, there has been an average of 23,553 PPP customers 745 

for Peoples Gas and 3,582 for North Shore. (Companies responses to Staff DR 746 

DAS 2.06 Att. 01) 747 

Q. Do the Companies have any part in the provision of PPP? 749 

A. Yes.  Both Companies provide services to support PPP.  These services include 750 

the repairs of all leaks.13

 754 

 (Companies responses to Staff DR DAS 6.01), the billing 751 

of the $2.95 per month charge, solicitation of their ratepayers, and response to 752 

customer inquiries. (Companies responses to Staff DR DAS 2.03) 753 

Q. What PPP revenues have the Companies collected on behalf of PEHS? 755 

A. For the years 2005 – 2010, for Peoples Gas there has been an average of 756 

$818,807 annually collected on behalf of PEHS and for North Shore, $136,607. 757 

                                            
 

11 This affiliate is sometimes referred to as Peoples Home Services (PHS). 
12 These are the only years with 12 months of data. 
13 These repairs include install flexible connectors with shutoff, install shutoff, repair leaks in piping. 
(Companies response to Staff DR DAS 6.01) 
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(Attachment E: Companies revised corrected responses to Staff DR DAS 2.10 and 758 

Att. 01) 759 

 760 

A. The Companies’ services for PPP are not supported by the pending 761 
Affiliated Interest Agreement. 762 
Q. What Commission approval governs the Companies’ support of PPP? 763 

A. Currently the Companies provide these services under the Services and Transfers 764 

Agreement (“STA”) that was approved in Docket No. 06-0540.  This agreement 765 

explicitly authorizes the billing repairs and solicitation. (Attachment F: Companies 766 

responses to Staff DR DAS 2.08 and Att. 03, p. 4)  However, the Commission has 767 

recently approved an Affiliated Interest Agreement (“AIA”) that will supersede the 768 

STA.14

 770 

 (Attachment G: Companies responses to Staff DR DAS 6.04 Att. 01) 769 

Q. Does the pending document allow the Companies to continue their support 771 

of PPP? 772 

A. No.  None of the language that authorizes the solicitation and repair services in the 773 

STA has been included in the AIA.  Billing support is mentioned, but there are 774 

restrictions on it.  Billing appears to be allowed if it is an insignificant amount of the 775 

intercompany services provided by the LDC or if it is “incidental” but not “day-to-776 

day”. (Id. Appendix C, pp, 21-22) 777 

 778 
                                            
 

14 The AIA is not in effect because it is awaiting review in Wisconsin.  Once the document is approved in 
that state, the Companies must execute it or propose here any modifications that Wisconsin may have 
insisted on. 
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Q. Do the Companies agree that the pending AIA will no longer allow them to 779 

support PPP? 780 

A. No.  The Companies dispute this point. (Attachment G)   781 

 782 

Q. Does the Commission-approved STA define what rates the Companies 783 

must charge for these services in support of PPP? 784 

A. Yes.  The Companies must charge their affiliate the “pricing mechanism approved 785 

by the Commission” or, if none exists, the Fully Distributed Cost (“FDC”) of 786 

providing that service. (Attachment F, p. 6)   787 

 788 

Q. How many repairs have the Companies performed in support of PPP? 789 

A. For the years 2005 – 201015

 794 

, for Peoples Gas there has been an average of 276 790 

repairs annually on behalf of PEHS and for North Shore, 38 (Attachment H: 791 

Companies to Staff DR DAS 2.12 Att. 01)  This results in an annual PPP repair 792 

percentage of 1.2% for Peoples Gas and 1.0% for North Shore. 793 

Q. What repair charges has PEHS paid to Peoples Gas and North Shore? 795 

A. For the 2005 – 2010 time period, Peoples Gas and North Shore received an 796 

average of $ 9,757 and $1,050 annually respectively from PEHS. (Attachment E)  797 

This amounts to an average of $35.35 and $28.04 per repair and an actuarial cost 798 

of $0.41 and $0.29 per PPP customer annually. 799 
                                            
 

15 These are the only years with 12 months of data. 
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 800 

Q. What do you mean by actuarial cost? 801 

A. From the customer’s perspective, the actuarial cost is the average cost of having to 802 

pay for those repairs themselves.  Those revenues that do not pay for repairs cover 803 

the risk premium, which is the amount that a customer pays over the actuarial cost 804 

in order to mitigate the risk of the financial loss.  The risk premium covers costs not 805 

related to repairs and the margin on the product. 806 

 807 

Q. What is the risk premium associated with PPP? 808 

A. PPP Customers pay $35.40 annually for this product.  Since the actuarial cost is 809 

$0.04 and $0.29 per customer annually, the risk premium is $34.99 for Peoples 810 

Gas and $35.11 for North Shore. 811 

 812 

Q. What billing charges has PEHS paid to Peoples Gas and North Shore? 813 

A. For the 2005 – 2010 time period, Peoples Gas and North Shore received an 814 

average of $104,966 and $17,292 annually from PEHS respectively for billing. 815 

(Attachment E)  This equates to $0.41 and $0.45 per bill. 816 

 817 

B. The Companies do not charge PEHS for solicitation 818 
Q. What solicitation charges has PEHS paid to Peoples Gas and North Shore? 819 

A. PEHS has paid nothing for the solicitation services that the Companies provide. 820 

(Attachment I: Companies responses to Staff DR DAS 7.01c) 821 

 822 

Q. Are the Companies required to charge for all services provided under the 823 
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STA? 824 

A. Yes.  As stated above, the STA authorizes certain services but requires the 825 

Companies to charge their affiliate for those services either a pricing mechanism 826 

determined or the FDC.   827 

 828 

Q. What do you recommend regarding the Companies’ decision to not charge 829 

PEHS for solicitation? 830 

A. First, the Companies must begin charging their affiliate immediately.  Second, the 831 

Commission should order an investigation into this violation of the approved STA.  832 

Third, the revenue requirement in this case does not reflect these revenues which 833 

should be offsetting costs in this case; the Commission should adjust the revenue 834 

requirement to reflect these revenues.   835 

 836 

Q. How do you propose to calculate this adjustment to the test year for the 837 

foregone solicitation revenue? 838 

A. Under the STA the charge should be equal to a pricing mechanism determined by 839 

the Commission or FDC.  However, there is no market price since the Companies 840 

do not provide this service to any other parties.  Additionally, the Companies have 841 

not retained the needed records to show how much the FDC would be.  They have 842 

not tracked the time spent on solicitation for either LDC. (Attachment I)  Therefore, I 843 

propose to determine a charge for the market value of this service to PEHS.  I 844 

propose to use the margin on PPP to estimate the market value of these 845 

solicitations to PEHS. 846 
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 847 

Q. What is this adjustment for the foregone solicitation revenue? 848 

A. I estimate that PPP has a margin over its cost of $ 655,878 per year for Peoples 849 

Gas and $116,362 per year for North Shore. (Attachment E)  I recommend that the 850 

2012 future test year be increased by these amounts to reflect these foregone 851 

solicitation revenues. 852 

 853 

C. The Companies do not charge PEHS the same rate for repairs that the 854 
charge ratepayers 855 
Q. Do you have any other adjustments to recommend? 856 

A. Yes.  As shown above, Peoples Gas and North Shore have each charged their 857 

affiliate an average of $35.35 and $28.04 per repair.  The Companies perform 858 

repairs directly for non-PPP customers and charge a rate that the companies claim 859 

is based on the “average costs for these services.” (Attachment J: Companies 860 

responses to Staff DR DAS 6.08)  However, average rate per repair charged to 861 

ratepayers is $60.06 for Peoples Gas and $60.36 for North Shore; this is almost 862 

double the average amount actually paid by PEHS per repair. (Attachment K: 863 

Companies responses to Staff DR DAS 2.14 and Attachment H) Either the 864 

ratepayers are getting over-charged or the affiliate is getting under-charged. 865 

 866 

Q. What do you recommend regarding the Companies decision to not charge 867 

PEHS for the same rate that it charges its ratepayers for repairs? 868 

A. First, the Companies must begin charging their affiliate the ratepayer rate 869 

immediately.  Second, the Commission should order an investigation into this 870 
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inequality to determine if ratepayers are being over charged for repair services.  871 

Third, the revenue requirement in this case does not reflect these revenues which 872 

should be offsetting costs in this case; it must be adjusted to reflect these revenues.   873 

 874 

Q. Have the Companies provided any support for the rate that they charge 875 

PEHS for repairs? 876 

A. Yes.  The Companies have provided the repair hours for which they have billed 877 

PEHS but they have failed to explain how they arrived at the specific rate charged 878 

and have never adequately supported the disparity in the rates charged to 879 

ratepayers for the same services. 880 

 881 

Q. How do you propose to calculate this adjustment for the foregone repair 882 

revenue? 883 

A. Under the STA the charge should be a pricing mechanism determined by the 884 

Commission or FDC.  I propose to use the rates that the Companies charge their 885 

ratepayers for these same repairs (Attachment K) and multiply them by the number 886 

of each type of repair that were performed for PEHS in support of PPP. 887 

(Attachment H)  Then I would take the result of what PEHS would have paid if they 888 

were charged the higher rate and subtract from that the amount already paid during 889 

that period. 890 

 891 

Q. What is this adjustment for the foregone repair revenue? 892 
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A. I estimate that PEHS would have paid $17,313 per year for Peoples Gas and 893 

$2,456 per year for North Shore.  Since they paid an average of $9,757 and $1,052 894 

annually already for repairs, the amounts of the under-payments are $7,556 and 895 

$1,404 respectively.  I recommend that the 2012 future test year be increased by 896 

these amounts to reflect these foregone repair revenues. 897 

 898 

Q. Do you have any other concerns with PPP? 899 

A. Yes.  When the Companies first decided to provide PPP, they notified Staff about it 900 

in March of 2003.  At that time, they stated emphatically that the service was going 901 

to be a “utility service.”  “The program would be managed internally and PGL and 902 

NSG service-technicians would perform all the work.” (Attachment L: Email from 903 

Mr. Ikoma to Ms. Howard, March 24, 2003) This means that the revenues would 904 

offset any costs in a test year.  However, a year later the Companies implemented 905 

this program under an affiliate instead.  I am not aware that the Companies notified 906 

the Commission or Staff of this change.  In my opinion, the Companies still do all 907 

the work but the profits are going to the affiliate.  This entire matter should be 908 

investigated so the Commission can determine the facts and take appropriate 909 

actions to prevent further violations of the STA. 910 

 911 

Q. What conclusions do you have regarding the Companies support of the 912 

PPP? 913 

A. I have the following recommendations for the Commission regarding the 914 

Companies support of its affiliate’ PPP: 915 
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1. Require the Companies to charge PEHS for solicitation.  Adjust the Revenue 916 

Requirement downward to reflect the forgone revenues from solicitation.  917 

Estimate those foregone revenues by the market value of that solicitation for 918 

PPP. 919 

2. Require the Companies to charge Peoples Energy Home Services (“PEHS”) the 920 

ratepayer rate for repairs.  Adjust the Revenue Requirement downward to 921 

reflect the forgone revenues from repairs.  Estimate those foregone revenues by 922 

the market value of that solicitation for PPP. 923 

3. Order that within 90 days of the Final Order in this case, the Companies should 924 

petition to continue support of PPP.  The Commission should require that an 925 

investigation be conducted on this continued support given the Companies 926 

failure to abide by the approved agreement.  927 

 928 

Q. Does this conclude your prepared direct testimony? 929 

A. Yes. 930 
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