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I. INTRODUCTION AND BACKGROUND 1 

 Identification of Witness A.2 

Q. Please state your name. 3 

A. My name is Thomas Connery. 4 

Q. Are you the same Thomas Connery who submitted direct testimony on behalf of The 5 

Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas Company 6 

(“North Shore”) (together, “the Utilities”) in these consolidated dockets? 7 

A. Yes. 8 

 Purpose of Testimony B.9 

Q. What is the purpose of your rebuttal testimony? 10 

A. The purpose of my rebuttal testimony is to respond, in part, to the direct testimonies of 11 

Illinois Commerce Commission (“Commission”) Staff (“Staff”) witness David Sackett; 12 

Constellation NewEnergy – Gas Division, LLC (“CNE-Gas”) witness Jason R. 13 

Kawczynski; and Illinois Industrial Energy Consumers and CNE-Gas (“IIEC/CNEG”) 14 

witness Michael P. Gorman.  In their respective rebuttal testimonies, the Utilities’ 15 

witnesses Ms. Valerie Grace and Mr. John McKendry will also address these witnesses’ 16 

testimony. 17 

 Summary of Conclusions C.18 

Q. Please summarize your conclusions. 19 

A. I support several aspects of the Utilities’ proposals which were criticized by Staff and 20 

Intervenors, including that: 21 
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1. the Utilities’ proposals follow the Commission’s prior rate case directive to 22 

unbundle the storage and standby features of Rider SST, Selected Standby 23 

Transportation Service, by eliminating Rider SST and creating a pure storage 24 

service (Rider SBS, Storage Banking Service) which does not have linked standby 25 

service; 26 

2. the Utilities’ proposed storage access parameters for Rider SBS, which derive 27 

from the capabilities of the assets supporting the services and negotiated revisions 28 

thereto, and the proposed daily injection and withdrawal ranges and month-end 29 

balance ranges are not “burdensome”; 30 

3. the Utilities’ proposed storage access parameters for Rider FST, Full Standby 31 

Transportation Service, which provide for the consistent application of the 32 

Utilities’ equitable access to storage modeling and negotiated operating 33 

parameters to all three of the Utilities’ transportation programs, are reasonable; 34 

and  35 

4. the Utilities’ proposed storage access operating parameters and cashout 36 

mechanisms, including the absence of initial at-market-priced cashout bands 37 

couple to provide reasonable incentive for transportation customers to elect 38 

appropriate levels of storage service and operate within defined service 39 

parameters. 40 

II. LARGE VOLUME TRANSPORTATION PROGRAMS 41 

Q. Were there any general themes to the direct testimonies of Mr. Sackett, Mr. Kawczynski, 42 

and Mr. Gorman? 43 
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A. Yes, each claims that the Utilities’ proposals do not comply with, or go beyond, the 44 

Commission’s order from the Utilities’ 2009 rate cases (Docket Nos. 09-0166/09-0167 45 

(cons.), and that the daily and monthly storage parameters are burdensome and 46 

unnecessary. 47 

 Commission’s 2009 Rate Case Order and Unbundling Directive A.48 

Q. On what basis do the Staff and Intervenors indicate that the Utilities’ unbundling 49 

proposals do not comply with the Commission’s order? 50 

A. Mr. Sackett indicates that the Utilities’ proposals should have increased flexibility to the 51 

transportation customers. (Sackett Dir., Staff Ex. 9.0, 11:224-234). 52 

Q. Did the Commission order the Utilities to increase flexibility to transportation customers? 53 

A. No. 54 

Q. What did the Commission order regarding the unbundling of the Utilities’ large volume 55 

transportation (“LVT”) program? 56 

A. The Commission’s Order directed the Utilities to work with Staff and other interested 57 

stakeholders to 58 

“…develop reasonable proposals for unbundling storage service.  The 59 
Commission finds that the Utilities should file any agreed upon 60 
proposals in their next rate cases.  To the extent Staff, participating 61 
stakeholders and the Utilities do not reach agreement, the Utilities should 62 
address this matter in those rate cases.” 63 

(ICC Docket Nos. 09-0166/09-0167 (cons.), Order (Jan. 21, 2010) at 235).  By 64 

unbundling storage service, the Commission was referring to proposals to allow Rider 65 

SST customers to receive storage service not tied to standby service. 66 
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Q. Did the Utilities comply with that directive? 67 

A. Yes, the Utilities developed proposals, worked with Staff and interested stakeholders to 68 

address issues of concern, compromised on some issues, and presented modified 69 

proposals, with supporting discussion of the issues where agreement was not reached.  70 

The Utilities’ proposed Rider SBS would replace Rider SST.  Rider SBS would allow 71 

customers to select the number of days of storage they would receive, and it would 72 

eliminate standby service. 73 

Q. Did the Utilities’ proposal go beyond the directive concerning unbundling? 74 

A. No, it is the Utilities’ position that the proposed changes derive from the effects of 75 

offering storage service that is independent of standby service and from analysis of the 76 

assets that support offering that unbundled service.  However, even if Staff and 77 

Intervenors disagree, that does not mean the Utilities are precluded by the Commission’s 78 

Order from proposing changes to the LVT programs.  The Commission’s Order required 79 

the Utilities to address unbundling; it did not prohibit them from making any other 80 

proposals. 81 

Moreover, the Utilities believe that they have the right to present to the 82 

Commission tariff provisions which reflect the capabilities of their assets equitably 83 

allocated among all customers, and that those provisions should reflect current operating 84 

conditions and the Utilities’ current planning and execution methodologies.  Rider SST, 85 

with standby service removed and no other changes, is not a service that the Utilities’ 86 

assets support. 87 

Q. Mr. Kawczynski contends that the Utilities are reviving proposals made but not approved 88 

in prior (2007 and 2009) rate cases (Kawczynski Dir., CNE-Gas Ex. 1.0, pp. 9-12).  Mr. 89 
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Sackett also references prior proposals (Sackett Dir., Staff Ex. 9.0, pp. 18-20), as does 90 

Mr. Gorman (Gorman Dir., IIEC/CNEG Ex. 1.0, pp. 9-10).  Do the Utilities agree with 91 

that characterization? 92 

A. No.  The Utilities’ proposals, as discussed in my direct testimony and within this rebuttal, 93 

were developed in response to the Commission’s 2009 rate case directives regarding 94 

storage access for Rider CFY, Choices For Yousm Transportation Service, which is the 95 

Utilities’ small volume transportation (“SVT”) program, and unbundling storage and 96 

standby service under Rider SST.  The framework developed for providing equitable 97 

access to storage in both of those efforts utilized modeling which has evolved since the 98 

2007 rate case.  That modeling includes enhanced recognition of the daily balancing 99 

needs of the Utilities’ systems.  This modeling is currently used by the Utilities in their 100 

long-term portfolio planning, seasonal planning for winter and summer supply portfolios, 101 

and in daily supply and asset dispatch planning.  This refined modeling has elucidated the 102 

Utilities’ need for no-notice service to meet daily system balancing demands and that 103 

type of service is currently only available from coupled storage and transportation assets.  104 

Over the past several years, with the help of this modeling, the Utilities have made a 105 

concerted effort to understand and address the daily balancing demands of their systems.  106 

As a result of those efforts, meeting system demand for daily balancing has evolved into 107 

a primary driver in the design and deployment of the Utilities’ asset portfolios.  As such, 108 

the equitable allocation of the daily balancing capability of storage has taken on 109 

considerable significance, including being fundamental to the redesign of SVT storage 110 

access, and to the Utilities’ proposals in the LVT collaborative and this proceeding.  This 111 

modeling is an evolution of the Utilities’ earlier modeling and planning and is based on a 112 
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largely unchanged storage asset portfolio.  Hence, it is not surprising that some elements 113 

of the Utilities’ proposals are similar to operating parameters proposed in earlier rate 114 

cases1.  The Utilities believe that any such similarity here does not preclude their 115 

inclusion in this proceeding.  Also, the Utilities believe it is appropriate that they present 116 

to the Commission tariff provisions which reflect the capabilities of their assets equitably 117 

allocated among all customers. 118 

Q. If the Utilities’ system integrity has never been compromised (Sackett Dir., Staff Ex. 9.0, 119 

12-13) and the Utilities currently have tools in their LVT tariffs to manage transportation 120 

deliveries to address the Utilities’ concerns about equitable access to storage assets 121 

(Sackett Dir., Staff Ex. 9.0, 25:564-569), why do the Utilities need to propose daily 122 

balancing restrictions in Rider SBS? 123 

A. Currently, the sales customers’ storage asset rights act as a buffer for the overly flexible 124 

transportation program parameters.  The Utilities have the ability to restrict transportation 125 

customer deliveries to a percentage of their Maximum Daily Quantity (“MDQ”) 126 

(independent of the level of storage and standby purchased).  The Utilities limit use of 127 

those provisions to periods when the transportation program delivery levels have utilized 128 

or risk utilizing the full balancing flexibility of all storage assets (sales and transportation 129 

combined).  The Utilities have two other tools to influence transportation deliveries, but 130 

they do not affect the day-to-day utilization of storage balancing capabilities.  They 131 

include Critical Day declarations—which are implemented under extreme conditions—132 

and delivery restrictions on specific pipelines.  The current pipeline specific delivery 133 

                                                 
1 Mr. Sackett states that the Commission rejected the Utilities’ arguments in the 2007 case (Sackett Dir., 

Staff Ex. 9.0, 20:463-464); for clarification, the Utilities withdrew several of their proposals during the case and the 
Commission did not rule on them. 
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restrictions mechanisms are used to match the physical operating conditions on the 134 

pipelines with the Utilities’ ability to accept deliveries from specific pipelines; they are 135 

not used to influence aggregate transportation delivery levels.  The Utilities believe that 136 

the proposed balancing parameters appropriately introduce non-critical day mechanisms 137 

to influence transporters to deliver gas in response to forecast weather or operations 138 

driven usage.  The daily balancing provisions of the Utilities’ proposals are intended to 139 

limit each group to its allocated share of balancing capabilities from the storage service 140 

they have purchased. 141 

Q. Do the Utilities agree with Mr. Sackett’s suggestion that the operating parameters of the 142 

current Rider SST bundled storage and standby service are appropriate for the proposed 143 

Rider SBS unbundled storage service (Sackett Dir., Staff Ex. 9.0, 12-13)? 144 

A. No.  The Utilities believe that they appropriately followed the Commission’s directive to 145 

unbundle standby and storage service by creating a stand-alone storage service with 146 

operating parameters reflecting the capabilities of the assets supporting this service.  The 147 

Utilities have explicitly defined all assets supporting the stand-alone storage service, 148 

modeled their operating capabilities, negotiated with Staff and interested parties in 149 

development of operating parameters, and proposed Rider SBS, as presented in this 150 

proceeding.  My direct testimony showed why it is not appropriate to carry over 151 

operating parameters from a different tariff service supported by different assets, i.e., to 152 

retain Rider SST’s operating parameters for proposed Rider SBS. 153 

Q. Please comment on Mr. Sackett’s contention that, under the current tariff structure, sales 154 

customers are not being economically harmed. (Sackett Dir., Staff Ex. 9.0, pp. 13-15)?  155 
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A. The Utilities’ sales customers are being economically harmed by having to balance the 156 

system in response to sendout variations while the transportation customers’ deliveries 157 

are essentially independent of day-over-day sendout variations.  A description of this 158 

phenomenon is described, with supporting detail, in the Utilities’ responses to Staff data 159 

requests DAS 3.04 and DAS 3.06.  The Utilities do not agree that they need to 160 

demonstrate economic harm to sales customers (or system integrity failures) to support 161 

tariff terms and conditions modeled on the supporting assets’ capabilities. 162 

Q. Is Mr. Sackett correct in saying that LVT customers use storage differently from sales 163 

customers “…because sales customers have peak usage that typically coincides with the 164 

system peak” (Sackett Dir. Staff Ex. 9.0, 18:380-386)? 165 

A. No.  The underlying presumption of that argument is that all of the weather sensitive load 166 

variations are driven by Service Classification (“S.C.”) No. 1 customers (i.e., sales and 167 

some SVT customers).  Although there are some predominantly process driven customers 168 

in the LVT programs, a large percentage of LVT customers (representing 54% of volume 169 

for Peoples Gas and 41% for North Shore) are S.C. No. 2 customers.  S.C. No. 2 170 

customers’ load factors are essentially equivalent to S.C. No. 1—at around 23% for 171 

Peoples Gas and 23% for North Shore.  Additionally, the load factor for large industrial 172 

customers for Peoples Gas’ S.C. No. 4 customers is 38% and for North Shore’s S.C. No. 173 

3 customers is 53%.  These load factors are not indicative of pure process load (i.e., the 174 

theoretical 100% load factor customer).  As such, the underlying premise of Mr. Sackett’s 175 

argument regarding storage utilization—that the LVT customers are all pure process 176 

driven—is not correct.   177 
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Q. Are the Utilities’ proposals more profitable to them than current Rider SST or Rider SST 178 

with standby service eliminated and no other changes (Kawczynski Dir., CNE-Gas Ex. 179 

1.0, 16:334)? 180 

A. The Utilities do not profit from the bundled versus unbundled services nor the equitable 181 

or inequitable allocation of storage capabilities among customer groups.  These are 182 

interclass subsidy issues.  Ms. Grace also addresses Mr. Kawczynski’s statement in her 183 

rebuttal testimony. 184 

Q. Why did the Utilities propose changes to Rider FST, which is still a bundled service 185 

(Sackett Dir., Staff Ex. 9.0, 29:648-651)? 186 

A. As noted in my direct testimony, the Utilities believe that consistent application of the 187 

equitable access to storage model across all transportation programs is necessary to align 188 

those programs’ storage operating parameters with the actual operating capabilities of 189 

company storages in meeting varied daily and seasonal system demands.  To provide that 190 

consistency, the Utilities are proposing to adapt the equitable storage access model to the 191 

operating parameters of Rider FST. 192 

 Storage Access Parameters B.193 

Q. In what ways do the Staff and Intervenors indicate that the Utilities’ proposals are 194 

burdensome and unnecessary? 195 

A. IIEC/CNEG witness Mr. Gorman summarizes his argument by describing “three primary 196 

benefits” (Gorman Dir., IIEC/CNEG Ex. 1.0, 12:230-241) of storage and then explains 197 

how he believes the Utilities’ proposals deprive transportation customers of each.  Mr. 198 

Sackett believes the Commission directed the Utilities to make the program more 199 

flexible, and he believes the result is less flexible.  Mr. Kawczynski contends that the 200 
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proposals are unnecessary to effectuate unbundling and deprive customers of the benefits 201 

of storage (e.g., Kawczynski Dir., IIEC/CNEG Ex. 1.0, pp. 17-18). 202 

Q. What are the benefits of storage that Mr. Gorman described? 203 

A. He states that the three primary benefits of storage are peak day deliverability, the 204 

winter/summer physical hedge, and temporary parking.  Those benefits are described in 205 

the Utilities’ proposals and discussion as the Maximum Daily Withdrawal Percentage on 206 

a Critical Supply Shortage Day (or peak day deliverability), the Storage Inventory Target 207 

Levels (or month-end storage balance ranges), and the Maximum Daily Withdrawal 208 

Percentages coupled with the Maximum Daily Injection Percentages and the Daily 209 

Balancing Tolerance (or daily balancing), respectively.  Each benefit will be reviewed 210 

below. 211 

1. Peak Day Deliverability 212 

Q. How do the Utilities propose to allocate the capability of their storage assets to deliver on 213 

a Critical Supply Shortage Day? 214 

A. As with each attribute of the storage assets, the Utilities’ proposals allocate the Critical 215 

Supply Shortage Day storage deliverability based on a peak day allocation basis.  Mr. 216 

Gorman does not oppose this allocation methodology (Gorman Dir., IIEC/CNEG Ex. 1.0, 217 

4:91-5:95).  Each customer (sales or transportation) is allocated withdrawal rights relative 218 

to the proportion of storage deliverability within the Utilities’ Design Peak Day Supply 219 

Portfolios. 220 

Q. What is the result of that allocation? 221 
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A. The Utilities’ portfolios and the percent of total storage capacity based components are 222 

detailed in PGL Ex. 14.1 and NS Ex. 14.1.  The percentages shown there—2.6% of 223 

Allowable Bank (“AB”) for Peoples Gas and 2.7% for North Shore—represent peak day 224 

storage deliverability of 75% and 64% of the MDQ for Peoples Gas and North Shore, 225 

respectively.  Perhaps presentation in the percent of AB format (rather than as a 226 

percentage of MDQ) makes the rate seem small, but the Utilities believe that each 227 

customer should be allowed full access to the peak day storage deliverability—no more, 228 

no less.  The proposed parameters accomplish that goal. 229 

Q. Do the LVT customers receive the benefit of peak day deliverability from storage under 230 

the Utilities’ proposals? 231 

A. Yes.  No customer group should expect to receive peak day storage deliverability greater 232 

than an equitably allocated share of each company’s portfolio capabilities.  Neither the 233 

Peoples Gas nor North Shore systems can meet 100% of its peak day requirements from 234 

storage.  Accordingly, the SVT programs that resulted from the workshops do not allow 235 

the SVT customers to meet 100% of their peak day requirements from storage; they have 236 

specific delivery requirements for Critical Supply Shortage Days.  The Utilities also do 237 

not understand why a storage service with peak day deliverability of those magnitudes 238 

(75% and 64% of MDQ) would be described as having “virtually no value.”  (Gorman 239 

Dir., IIEC/CNEG Ex. 1.0, 17:341-343)  Under the Utilities’ proposals, the large volume 240 

transportation customers will receive an appropriate share of peak day access to storage 241 

and have not been deprived of the benefit of peak day storage access.  242 



 

Docket Nos. 11-0280, 11-0281 Cons. Page 12 of 24 NS-PGL Ex. 30.0 
 

2. Month-end Storage Balance Ranges 243 

Q. Do the Utilities’ proposals provide opportunity for physical hedging? 244 

A. Yes, the proposed month-end storage balance ranges (Storage Inventory Target Levels in 245 

the proposed tariffs, see PGL Ex. 12.1 and NS Ex. 12.1, Sections E) provide for balances 246 

ranging from zero to 100 percent of AB.  This range provides the summer-to-winter 247 

physical hedge benefit described by Mr. Gorman (Gorman Dir., IIEC/CNEG Ex. 1.0, 248 

12:233-235).  The Utilities worked with Staff in both the SVT workshop and the LVT 249 

collaborative processes to provide for balance ranges extending from beginning-of-winter 250 

levels of 100% of AB to end-of-winter levels of zero.  This allows for 100% annual 251 

cycling of the AB to effect a summer-winter physical hedge.  Additionally, at the other 252 

extreme, the minimum annual storage cycling requirement for Peoples Gas would be 253 

32% of the AB and for North Shore there is no cycling requirement. 254 

Q. How are the minimum cycling requirements determined? 255 

A. This requirement is determined by subtracting the lowest month-end maximum inventory 256 

requirement from the highest month-end minimum inventory requirement.  For Peoples 257 

Gas, the March requirement is that the customer must have inventory equal to no more 258 

than 37% of its AB and for October and November the customer must have inventory 259 

equal to at least 69% of its AB.  The difference means that the customer must cycle at 260 

least 32% of its inventory to meet both levels.  For North Shore, the low maximum (56% 261 

for March) is greater than the high minimum (46% for October and November) and, as 262 

such, there is no requirement to cycle gas. 263 
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Q. Why are the current tariffs inadequate to meet the operational issues you discuss in 264 

connection with Peoples Gas’ Manlove Field (Gorman Dir., IIEC/CNEG Ex. 1.0, 14:286-265 

15:290)? 266 

A. Mr. Gorman implies that the cycling schedule of Manlove Field could be adjusted to 267 

accommodate more flexibility in the proposed month-end storage ranges because he 268 

“does not believe the aquifer fields can read a calendar.”  The schedule of the field is set 269 

to provide for maximum peaking capability through January and relative peak delivery 270 

levels throughout the winter.  Those delivery levels are balance driven, which links the 271 

physical capabilities of the field, the deliverability expectation to meet system demand 272 

through the winter, and the calendar.  The end-of winter and beginning-of-winter 273 

balances have been determined, in conjunction with the aforementioned demand 274 

requirements, by storage field experts.  The Utilities do not believe that select 275 

transportation customer desires to broaden the month-end ranges warrant alteration of the 276 

Manlove Field cycling schedule. 277 

Q. Do you agree with Mr. Gorman that LVT customers do not receive the benefit of hedging 278 

under proposed Rider SBS? 279 

A. No.  The Utilities do not agree with Mr. Gorman’s conclusion that the daily balancing 280 

limits (discussed below) and the proposed “…inventory requirements, severely limits 281 

both the ability of customers to take advantage of purchase opportunities as well as to 282 

avoid a significant amount of expensive purchases, especially on a prolonged basis.”  283 

(Gorman Dir., IIEC/CNEG Ex., 1.0, 13:254-257)  Rather, the Utilities believe that the 284 

proposed limits on month-end storage balances (as well as the daily activity limits which 285 

are discussed below) provide for an equitable allocation among all customers of the 286 
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Utilities’ storage assets’ capabilities to provide seasonal hedging.  Tariff parameters 287 

which allocate storage access to all customers equitably are appropriate.  The current 288 

structure does not afford adequate protection for the sales customers in this regard.  No 289 

parties want to buy gas when the price is perceived to be high and everyone wants to buy 290 

when the price is low.  The daily balancing and month-end balance range proposals are 291 

intended to equitably allocate the systems’ ability to accept or deliver gas from storage 292 

daily and seasonally for all customers. 293 

Q. Why do the Utilities propose to have storage balance target ranges for each month? 294 

A. The Utilities modeled the month-end storage balance ranges with consideration of 295 

injection and withdrawal rates, seasonal peaking demands, daily balancing demands, and 296 

operational and tariff cycling requirements.  Those requirements include many month-297 

specific requirements.  The results were high and low balance levels for each month 298 

which, if exceeded, would compromise the storage assets’ capability to meet a future 299 

system demand.  The resulting ranges provide a wide berth for seasonal hedging activity 300 

and equitably allocate storage capacity among all customers for that purpose.  The 301 

Utilities’ primary concern here is that, if conditions influence high or low aggregate 302 

balance positions for the transportation customers, the sales customers may be 303 

disadvantaged by having to fill or being limited in their ability to fill storage in reaction 304 

to the transportation customers’ actions.  The Utilities worked with Staff within the SVT 305 

workshop and LVT collaborative process to ensure that the high and low levels, from 306 

month to month, could be met with the available daily injection and withdrawal rights. 307 

Q. Would Mr. Sackett’s proposal to utilize a Nicor-style storage withdrawal factor (“SWF”) 308 

(Sackett Dir., Staff Ex. 9.0, 26:590-597 and 27:608-613) be applicable to the Utilities’ 309 
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storage operations and, as such, be a better tool for managing the transportation program 310 

storage balance activity? 311 

A. No.  The Utilities considered using a SWF—which under the Nicor program throttles 312 

one’s withdrawal capability through the winter based on one’s November 1 balance 313 

relative to a 90% full level.  While that mechanism does establish an operating parameter 314 

representing the physical reality of the link between the storage balances and storage 315 

deliverability, the Utilities’ storage deliverability for a Design Peak Day (in January) and 316 

for other relative peak days (in December, February and March) are dependent on the 317 

balances in each of its storage assets at those times (i.e., during each of those months) and 318 

largely independent of what the balances were at November 1.  For that reason, the 319 

Utilities’ proposed monthly ranges more accurately reflect the operating characteristics of 320 

their storage assets and, more specifically here, the balance requirements to support mid- 321 

and late-winter deliverability. 322 

Q. Are the Utilities’ proposed month-end storage balance ranges derived directly from their 323 

analysis and modeling results or were they subsequently negotiated? 324 

A. The Utilities worked with Staff in the SVT workshop process to modify their modeled 325 

results.  At Staff’s suggestion, the Utilities broadened the range of balances to allow for 326 

transportation program participant balances to reach a high of 100% of AB and a low of 327 

zero.  While neither of these levels is practical for the Utilities’ aggregate storage 328 

positions due to non-coincident cycling periods, the Utilities agreed with Staff that 329 

acknowledging likely diversity among the transporters’ individual activity would produce 330 

aggregate positions for transportation programs which would not be detrimental to sales 331 

customers. 332 
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Q. Were the month-end storage balance targets agreed upon in the SVT workshops proposed 333 

in this proceeding? 334 

A. No, through updated analysis and input from the LVT collaborative, the Utilities 335 

broadened the ranges further. 336 

Q. Does Mr. Kawczynski’s discussion describing the month-end storage balance ranges as a 337 

burden and unnecessary (Kawczynski Dir., CNE-Gas Ex. 1.0, 5, 21; also see Gorman 338 

Dir., IIEC/CNEG Ex. 1.0, 14, 17, 19) have merit?  339 

A. No.  The Utilities believe that Mr. Kawczynski’s testimony and particularly the graphs in 340 

CNE-Gas Ex. 1.4 and CNE-Gas Ex. 1.5 highlight the Utilities’ need for the monthly 341 

ranges and further demonstrate that they are not a burden for the transportation 342 

customers.  CNE-Gas Ex. 1.5 shows that the actual LVT activity for North Shore—343 

without the influence of monthly ranges—fits comfortably within the proposed ranges.  344 

The Utilities believe that this provides evidence that the ranges are not burdensome.  345 

CNE-Gas Ex. 1.4 shows that actual LVT activity for Peoples Gas also largely fits within 346 

the proposed target ranges, again demonstrating that the ranges are not burdensome.  347 

Further, the Utilities believe that the few months of balances which fall above the 348 

proposed ranges show that the LVT group utilized storage capacity paid for and 349 

belonging to sales customers.  If economics drove the LVT balances (which would be 350 

fully inclusive of all diversity) to those levels then sales customers suffered economic 351 

harm due to the unavailability of that space.  This conclusion is in contrast to Mr. 352 

Sackett’s contention that no harm to sales customers is evident (Sackett Dir., Staff Ex. 353 

9.0, 14:293-295).  The individual month-end ranges should, therefore, be in place to 354 

protect sales customers’ rights to their share of storage capacity.  The Utilities believe 355 
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that the historical evidence shown in these exhibits supports the Utilities’ proposed 356 

ranges as being relatively broad (i.e., not burdensome) and would provide reasonable 357 

constraint in effecting an equitable allocation of storage capacity among transportation 358 

programs and sales customers throughout the year (i.e., necessary). 359 

Q. Do the transportation customers have alternatives to the storage services offered by the 360 

Utilities? 361 

A. Yes, they have access to pipeline transportation and storage options and financial hedging 362 

alternatives to the seasonal hedging opportunities afforded by the Utilities’ storage 363 

proposals. 364 

3. Daily Balancing 365 

Q. Mr. Gorman’s third benefit concerned daily balancing.  Do transportation customers 366 

receive the benefit of daily balancing under the Utilities’ proposals? 367 

A. Yes.  The Utilities modified the proposal throughout the SVT and LVT processes, and 368 

transportation customers continue to be able to use storage for daily balancing. 369 

Q. Were similar concerns raised in the SVT workshops? 370 

A. Yes.  Initially, Staff expressed concern that the originally proposed injection and 371 

withdrawal rates produced from the Utilities’ modeling efforts were too restrictive.  At 372 

that juncture, the Utilities increased the daily injection and withdrawal rates.  The 373 

original/model-result rates allowed for withdrawal capability of 111% of AB annually for 374 

Peoples Gas and 199% for North Shore coupled with 80% of AB annual injection rights 375 

for Peoples Gas and 77% for North Shore.  Working with Staff, the Utilities adjusted the 376 

rates to withdrawal capabilities of 123% for Peoples Gas, leaving North Shore at 199% 377 

and injection capabilities of 130% for Peoples Gas and 127% for North Shore. 378 
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Q. Were those revised balancing parameters identified as rendering the Utilities’ storage 379 

services useless or otherwise challenged by the active marketers in the SVT workshop? 380 

A. No, the workshop concluded with the parameters at the levels negotiated with Staff and 381 

these parameters were subsequently filed with the Commission and the tariff sheets 382 

became effective March 13, 2011, with the service changes taking effect August 1. 383 

Q. Were the daily balancing parameters settled upon in the SVT workshop used as the 384 

proposed daily balancing parameters in the LVT collaborative? 385 

A. Initially, yes. 386 

Q. Were they altered in any way during the LVT collaborative process? 387 

A. Yes, the Utilities added extended injection and withdrawal capabilities for the proposed 388 

Riders SBS.  Those provisions (the Daily Balancing Tolerances or DBT) added 389 

additional withdrawal capabilities of 88% of AB annually for Peoples Gas and 103% for 390 

North Shore and injection capabilities of 66% of AB annually for Peoples Gas and 73% 391 

for North Shore. 392 

Q. Do those revised levels reflect the conclusions of the Utilities’ modeling of system 393 

capabilities? 394 

A. No, they are considerably larger.  However, they were negotiated to those levels in light 395 

of likely diversity among the transportation customers’ individual activity and for 396 

transition from the current, bundled service structure. 397 

Q. Do the Utilities agree with Mr. Sackett’s characterization that those revised rates 398 

inadequately address diversity (Sackett Dir., Staff Ex. 9.0, 23:517-538) or that the 399 

Utilities made “…adjustments to their LVT programs by beginning at the most restrictive 400 
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end of the spectrum and working their way back insignificantly toward the middle” 401 

(Sackett Dir., Staff Ex. 9.0, 22:494-496)? 402 

A. No.  The Utilities believe that the revised levels and DBT adequately address diversity 403 

and the transition to the unbundled storage service.  The allowance of 200% annual 404 

cycling capability for this group on systems capable of safely cycling less than 100% is 405 

more than adequate.  (“Safely cycling” here refers to actual cycling capability of the 406 

Utilities’ storage assets being less than 100% due to the need to set aside some injection 407 

and withdrawal rights to meet sendout and transportation program uncertainties.) 408 

Q. Mr. Gorman states that the current tariff does not have daily balancing (Gorman Dir., 409 

IIEC/CNEG Ex. 1.0, 9:154).  Is that correct? 410 

A. No.  The Utilities’ current Rider SST does have daily balancing and, in fact, allows for 411 

virtually unlimited daily balancing from the Allowable Bank on non-critical days within 412 

the AB boundaries of zero and the maximum capacity.  The month-end cash out that Mr. 413 

Gorman is referring to is for the Imbalance Account (“IA”) volumes remaining at month 414 

end which represent an overage or excess amount above the AB.  While it is true that 415 

these volumes are cashed out at month end as Mr. Gorman states (“...the company would 416 

buy excess gas from the customer...”), any daily IA balances are assessed a daily charge 417 

of 10 cents per therm.  Thus, the customer is balanced daily and only the remaining IA 418 

balance at month end is cashed out as stated to get the customer’s bank balance down to 419 

the maximum allowable capacity.  The reason that the month end imbalance up to 5% is 420 

priced at the “arithmetic average of the daily prices published for that month in ‘Gas 421 

Daily’” is due to the fact that the customer/supplier has also paid the 10 cents per therm 422 

charge on the daily IA balance.  Likewise, if on a given day, the customer or the supplier 423 
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was short gas beyond its AB withdrawal right and any standby purchases, it would be 424 

required to purchase gas from the Utilities at the authorized overtake gas charge price and 425 

be subject to the applicable unauthorized use charge for that day type (Critical Supply 426 

Shortage or Non-Critical).  An improved allocation of the daily balancing capabilities of 427 

storage has been, as discussed here, defined by the Utilities’ modeling efforts and 428 

subsequently negotiated to equitable levels of daily injection and withdrawal rights and 429 

the Daily Balancing Tolerance. 430 

Q. Staff witness Mr. Sackett states that SVT programs in Illinois are less flexible than LVT 431 

programs because they serve different types of customers (Sackett Dir. Staff Ex. 9.0, 16-432 

18; also see Kawczynski Dir., CNE-Gas Ex. 1.0, 14, 20).  Is it appropriate to use limits 433 

developed for the Utilities’ SVT program to change the LVT program? 434 

A. Yes.  The Utilities’ original SVT programs were, by design, very prescriptive in their 435 

utilization of/access to storage.  For example, an element of the daily delivery 436 

requirement was a storage injection or withdrawal design to seasonally cycle the storage 437 

gas and provide the winter/summer hedge effect.  Within that delivery calculation, the 438 

storage element was modified—on a daily basis—to account for typical heating degree 439 

day influences on storage activity (e.g., increased storage withdrawals during cold 440 

weather/high sendout periods, resulting in a lower delivery requirement).  As a result of 441 

the 2009 rate case SVT workshops, the Utilities modified the nature of access to storage 442 

under those programs by eliminating those cycling and heating degree day elements of 443 

the daily delivery requirement and replacing them with defined storage injection and 444 

withdrawal rights and month-end storage balance ranges.  That process provided 445 

generally broader daily delivery ranges along with the responsibility to conform to the 446 



 

Docket Nos. 11-0280, 11-0281 Cons. Page 21 of 24 NS-PGL Ex. 30.0 
 

month-end balance ranges.  The application of the equitable storage access model to the 447 

SVT program, as with the Utilities’ proposed application to Rider FST, required adaption 448 

due to the absence of daily metering.  The absence of daily metering, in and of itself, 449 

though, is not the driver of the mechanics of SVT access to storage.  Rather, those 450 

mechanics can take different forms.  The Commission’s 2009 rate case order to modify 451 

the mechanics of the Utilities’ SVT programs’ access to storage was addressed by the 452 

Utilities, Staff and interested parties in the SVT workshop—utilizing the equitable access 453 

to storage model as its foundation—where the aforementioned daily delivery 454 

requirements and month-end storage ranges were produced, filed with the Commission, 455 

and will take effect August 1, 2011.  The Utilities utilized that same equitable access to 456 

storage modeling and negotiated operating parameters for the LVT collaborative process 457 

and in the proposed rate design in this proceeding.  The effort here—for both SVT and 458 

LVT programs—is not directed to reduce or increase flexibility, per se, but to equitably 459 

allocate access to storage to all customers.  The mechanics of access to storage proposed 460 

by the Utilities here move in that direction. 461 

Q. Is it correct that, but for the process that led to changes to the SVT program, the analysis 462 

underlying the changes to the LVT program would not exist (Kawczynski Dir., CNE-Gas 463 

Ex. 1.0, 19:400-402)? 464 

A. No.  As discussed earlier, the Utilities’ modeling for portfolio planning and execution has 465 

evolved over the past several years.  The application of those models to the SVT storage 466 

access issues influenced the modeling.  But for the SVT workshop process, including the 467 

influence of challenges from Staff and other interested parties, the models would be 468 

different today.  The improved models were, subsequently, utilized in the LVT 469 
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unbundling collaborative, in this proceeding and have since become the Utilities’ 470 

standard for portfolio planning and execution.  But, to say or imply that the influence of 471 

the process of the SVT rework, or association with it, somehow negates their value or 472 

applicability to the LVT unbundling, or for other purposes is incorrect. 473 

 Cashout Provisions C.474 

Q. Staff and the Intervenors question the cashout provisions of the Utilities’ proposal 475 

(Sackett Dir., Staff Ex. 9.0, pp. 27-28; Gorman Dir., IIEC/CNEG Ex. 1.0, p. 7).  Please 476 

describe the Utilities’ considerations for the design of the cashout mechanics and pricing. 477 

A. The Utilities’ proposals were based on the following premises: 478 

 Each utility’s current storage portfolio meets aggregate system demand for 479 

storage services. 480 

 The storage portfolios are equitably allocated to rates and riders. 481 

 Each transportation customer selects a rider and level of storage which 482 

meets its storage service needs. 483 

 Unsubscribed storage service from transportation customers reverts to and 484 

is paid for by sales customers. 485 

 Presuming the transportation customers have made selections suited to 486 

their needs, the needs covered by the unsubscribed storage must be those 487 

of the sales customers. 488 

 Therefore, the rider and storage level selections by transportation 489 

customers effectuate the appropriate distribution of storage services (and 490 

costs) among the various transportation groups and sales customers. 491 

Q. How did these underlying factors affect the cashout provisions? 492 
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A. The general direction, consistent with the overall direction of the Utilities’ proposals, is 493 

to allocate storage service benefits and costs equitably among all customers.  Specifically, 494 

the cashout mechanisms are intended to encourage transportation customers to elect an 495 

appropriate level of storage and to operate within the defined operating parameters so that 496 

they do not infringe on the sales customers’ storage service or cause sales customers to 497 

alter their purchase plans to meet transportation customers’ unmet requirements. 498 

Q. Please explain. 499 

A. Under the proposed program, if a transportation customer undersubscribed to storage, and 500 

as a result is out of balance on a daily or monthly basis, this action affects sales 501 

customers.  For times when transportation customers over deliver relative to their 502 

consumption and storage injection and/or capacity rights, they affect the sales customers’ 503 

ability to inject into storage and/or cause the sales customers to purchase less gas than 504 

otherwise desired.  For times when transportation customers under deliver relative to 505 

their consumption and storage withdrawal rights, they affect the sales customers’ ability 506 

to withdraw from storage and/or cause sales customers to purchase more gas than 507 

otherwise desired. 508 

  The Utilities believe the proposed tiers for the daily and month-end cashout 509 

charges are sufficient to influence transportation customers to select an appropriate rider 510 

and storage level to meet their needs and to manage their activity within the defined 511 

operational parameters. 512 

Q.  How does the lack of an at-the-market dead band conform to this concept? 513 

A. The Utilities’ proposals do not include such a dead band for three reasons.  First, an at-514 

the-market dead band muddles the storage selection decision, possibly influencing the 515 
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transportation customers to select lower-than-appropriate storage service levels by 516 

effectively broadening the operating ranges to include the cashout dead band.  Second, 517 

the cashout dead band would encourage activity beyond the defined operating ranges of 518 

the storage services and result in the cashout of market priced gas to and from customers 519 

and the Utilities.  Third, it transfers to sales customers the risk of price arbitrage 520 

associated with a transportation customer’s activity outside the defined operating ranges. 521 

  Any cashout mechanism creates risks and administrative problems.  These include 522 

the risk of gaming the cashout mechanism related to the market price selection and 523 

additional administrative work for the Utilities and customers.  The Utilities believe that 524 

the proposed operating parameters effectively include generous dead bands—expanded 525 

daily injection and withdrawal rights, including the Daily Balancing Tolerance; and 526 

expanded month-end ranges—created through negotiation with Staff and in recognition 527 

of diversity and offsetting activities of individual customers.  The resultant availability of 528 

operating rights allows for storage cycling from zero to 100% of capacity and annual 529 

cycling capability of around 200%.  The Utilities believe that these broader operating 530 

parameters will reduce the occurrence of cashout activity. 531 

  For all these reasons, the Utilities believe it is preferable to, and have proposed to, 532 

utilize these broader daily and monthly operating ranges which derive from the physical 533 

limits of the systems as the dead band to the proposed cashout mechanics. 534 

Q. Does this conclude your rebuttal testimony? 535 

A. Yes. 536 


