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I. INTRODUCTION AND BACKGROND 1 

 A. Identification of Witness 2 

Q. Please state your name. 3 

A. My name is John McKendry. 4 

Q. Are you the same John McKendry 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 

 B. Purpose of Testimony 9 

Q. What is the purpose of your testimony? 10 

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

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

Gas Supply of Illinois, Inc. (“IGS”) witness Vincent A. Parisi; and Constellation 13 

NewEnergy - Gas Division, LLC (“CNE-Gas”) witness Jason R. Kawczynski. 14 

 C. Summary of Conclusions 15 

Q. Please summarize your conclusions. 16 

A. In brief, the conclusions of my rebuttal testimony are as follows: 17 

 (1). The proposed transportation administrative charges are supported by the Utilities’ 18 

forecast.  When the budget is forecasted, we consider future enrollment in the Utilities’ 19 

gas transportation programs and the Gas Transportation Services (“GTS”) office and IT 20 

costs required in support of the programs.  It is not fair to summarize the Utilities’ 21 

historical budgets as “over-budgeted.”  Instead, they are based on what we know at the 22 
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time.  As shown in Utilities witness Valerie Grace’s direct testimony, with one exception 23 

(Peoples Gas’ Rider P per account charge would increase.), North Shore and Peoples Gas 24 

are proposing to decrease the Administrative Charges from the current charges, and the 25 

data we have now justifies that.   26 

 (2). Purchase of Receivables (“POR”) is a program the Utilities are not interested in 27 

offering.  The proposal does not fully and accurately describe the current billing options 28 

available to suppliers, and it oversimplifies what the Utilities would face in undertaking a 29 

POR program.  Utilities witness James Schott also addresses this subject. 30 

   (3). The Utilities do not agree to offer super-pooling on a monthly basis, because of 31 

the administrative burden.  The Utilities would be faced with significant hours and IT 32 

costs to build such a process into our billing system. 33 

     D. Itemized Attachments to Rebuttal Testimony  34 

Q. Are you sponsoring any attachments to your rebuttal testimony? 35 

A. Yes.  I am sponsoring the following exhibit: 36 

NS-PGL Ex. 31.1 Gas Transportation Services - Comparison of Actual to Budget  37 

II. LARGE VOLUME TRANSPORTATION PROGRAMS 38 

A. Administrative Charges 39 

Q. What do you consider when forecasting costs in support of the Utilities’ transportation 40 

programs? 41 

A. We consider future enrollment in the Utilities’ gas transportation programs and the GTS 42 

office and IT costs required in support of the programs.  The biggest cost component in 43 

the budget is labor. 44 
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Q. When you look back at the budgets for GTS costs, is it fair to characterize the budgets as 45 

“over-budgeted” (Sackett Dir, Staff Ex. 9.0, 8:153)? 46 

A. No.  Forecast information is based upon the best available information at the time 47 

regarding future enrollment and GTS and IT costs required in support of the programs. 48 

Q. Why could historical budgets be greater than actual costs? 49 

A. There are many variables that affect actual costs.  GTS costs may change due to 50 

unanticipated events.  For example, in 2008 and 2009 the Utilities were in the midst of 51 

merger related activity.  While the budget included two additional positions for GTS, we 52 

soon had a hiring freeze and those two positions were never filled.  In 2008, three 53 

employees retired and one more moved into another position within the company.  The 54 

labor budget was based on what we knew when preparing the budgets; the actuals were 55 

later affected by these unanticipated events.  Later, GTS replaced a few of those 56 

experienced employees who moved on with newer employees.  Enrollment forecasts by 57 

the utility are another variable that is dependent on external efforts we attempt to plan for.  58 

That is based on what we know at the time and trends at the time.  Supplier marketing 59 

efforts, a factor outside the Utilities’ control, also affect enrollment. 60 

Q. Are the proposed Administration Charges lower than the current charges?  61 

A. Yes, except for Peoples Gas’ Rider P per account charge.  In fact, the test year forecast on 62 

which those proposed charges are based is significantly (8%) lower than the actual 2010 63 

costs.  See NS-PGL Ex. 31.1, which illustrates this reduction. 64 

Q. IGS witness Mr. Parisi argues that the Choices For Yousm (“CFY”) program 65 

administrative costs should be recovered from all customers eligible for this program 66 

(Parisi Dir., IGS Ex. 1.0, 31:740-743).  Does the budget that supports the administrative 67 



 

Docket No. 11-0280, 11-0281 Cons. Page 4 of 10 NS-PGL Ex. 31.0 

charges include any costs for services provided to customers not taking transportation 68 

service? 69 

A. No.  In fact, we removed labor costs within the GTS area that are not in support of the 70 

transportation services.  We also removed revenue amounts that result from trade, pool 71 

administrative and Local Distribution Company (“LDC”) billing charges.  We also 72 

differentiated between the large volume transportation programs and the small volume 73 

CFY program.  The Aggregation Charge, billed to CFY Suppliers under Rider AGG, 74 

Aggregation Service, thus includes only costs supporting the CFY program. 75 

Q. Who should be responsible for the costs associated with administrative charges for the 76 

large volume and CFY programs? 77 

A. It makes sense for only those customers and suppliers participating in those programs to 78 

be responsible for the costs of the programs.  These are costs for supporting these 79 

programs to these customer groups and suppliers only.  Utilities’ witness Ms. Grace (NS-80 

PGL Ex. 28.0) also addresses the cost causation principles underlying the charges and the 81 

steps to prevent any double collection of these costs. 82 

 B. Purchase of Receivables  83 

Q. Does IGS propose that the Commission should require the Utilities to offer a purchase of 84 

receivables (“POR”) program to alternate suppliers? 85 

A. Yes.  IGS witness Mr. Parisi states, in part:  “Peoples and North Shore should implement 86 

a residential purchase of receivables program that would require the utilities to purchase 87 

the residential account receivables of certified ARGSs.”  (Parisi Dir., IGS Ex. 1.0, 88 

4:83-5:94) 89 
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Q. What is the Utilities’ position on POR? 90 

A. The Utilities do not agree to implement a POR program.  Utilities witness Mr. Schott 91 

addresses the Utilities’ position (NS-PGL Ex. 17.0). 92 

Q. Mr. Parisi specifically refers to residential accounts.  Is CFY limited to residential 93 

accounts? 94 

A. No.  The program is available to all Service Classification (“S.C.”) Nos. 1, Small 95 

Residential Services, and 2, General Service, customers.  Consequently, some CFY 96 

customers are commercial customers.  Currently, over 8,000 Peoples Gas and over 800 97 

North Shore S. C. No. 2 customers take CFY service.  A CFY supplier may aggregate 98 

both residential and commercial accounts in the same customer group.  If Mr. Parisi is 99 

recommending that POR exist only for residential customers, then CFY suppliers would 100 

continue to be responsible for commercial accounts.  His proposal does not address how 101 

that distinction would occur for Pools with both S.C. No. 1 and S.C. No. 2 customers.  102 

Q. Mr. Parisi states that, under the current system, the Utilities bill CFY customers and the 103 

customers pay the Utilities who later remit payment to the alternative suppliers (Parisi 104 

Dir., IGS Ex. 1.0, 10:229-232).  Do the Utilities require that CFY suppliers allow the 105 

Utilities to bill customers for the suppliers’ charges? 106 

A. No.  The Utilities offer a billing service, and many, but not all, suppliers choose to have 107 

the Utilities issue bills that include both utility and supplier charges.  The Utilities also 108 

offer Rider SBO, Supplier Billing Option, under which the supplier issues a bill that 109 

includes both utility and supplier charges.  One supplier uses this billing option, and it is 110 

available to all suppliers.  Suppliers may also choose to issue their own bills including 111 

only their own charges. 112 
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Q. Mr. Parisi states that POR would lessen customer confusion and create one billing point 113 

of contact (Parisi Dir., IGS Ex. 1.0, 11:244-249).  Please comment. 114 

A. While the Utilities have a billing service and issue bills with supplier charges, they do not 115 

answer billing inquiries or get involved in billing disputes involving supplier charges.  116 

The Utilities simply include on the bill the amount that the supplier provides.  They are 117 

not privy to the suppliers’ agreements with their customers and have no way to determine 118 

if the amount on the bill is accurate or if a customer complaint about a supplier charge is 119 

valid.  It is, at best, an oversimplification to conclude that the Utilities can be a single 120 

point of contact for amounts owed for supplier charges, especially for unpaid amounts 121 

that are subject to collection activity and may lead to disputes. 122 

 C. Super Pooling 123 

Q. CNE-Gas witness Mr. Kawczynski recommended that the Utilities offer super pooling for 124 

all proposed monthly storage inventory requirements and injection and withdrawal 125 

requirements (Kawczynski Dir., CNE-Gas Ex. 1.0, 27:584-588).  What is super pooling? 126 

A. Super pooling is the aggregation of a supplier’s contracts for purposes of determining if 127 

certain tariff requirements are met.  For example, if a supplier manages four Rider P, 128 

Pooling Service, pools, super pooling would consider all four pools together to determine 129 

if a particular tariff requirement is met. 130 

Q. Do the Utilities offer super pooling under their current large volume transportation 131 

programs? 132 

A. Yes. 133 

Q. Please explain the process. 134 
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A. We offer super pooling on an annual basis for the November end of month storage 135 

balance requirement, which for Peoples Gas is 70% and for North Shore is 75% of the 136 

capacity.  To qualify, the supplier must have pooling service.  The suppliers elect if they 137 

wish to participate via the Utilities’ interactive website for the transportation programs 138 

(PEGASys™).  There is a period allowed for the suppliers to make their selections of 139 

contracts or pools to be considered for super pooling.  They can choose none, some, or all 140 

of their contracts and pools.  Once the selection window closes, the Utilities run a 141 

computer software program specifically designed to calculate the super pools and 142 

individual contracts to determine who is in compliance and who violates the annual 143 

storage requirement.  As a prerequisite to running the program, the billing team is 144 

required to get all billing preparation completed first so the program run can process the 145 

entire group of accounts.  We perform testing for completeness and accuracy before the 146 

program applies the calculations to production billing.  If the storage requirement is not 147 

met and the supplier or customer must purchase gas to increase its storage inventory to 148 

the minimum required level, the actual purchase occurs in the following month 149 

(December).  This entire process can delay billing by a couple of days for transportation 150 

accounts, but having to do it only once a year makes it manageable. 151 

Q. What would super pooling mean to the billing team if it was done monthly throughout the 152 

year? 153 

A. The billing team would be faced with the administrative burden on a monthly basis, 154 

which could lead to billing timeliness issues.  Adding other items to the requirements for 155 

which super pooling is available, such as the injection and withdrawal requirements, may 156 

cause additional delays.  We have learned through our experience with the annual super 157 
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pooling task that it is stressful and difficult for our billing team to maintain an efficient 158 

billing schedule. 159 

Q. Would there be additional costs involved for monthly super pooling? 160 

A. Yes, the Utilities would be faced with significant hours and IT costs to build such a 161 

process into our billing system. 162 

Q. Would the current annual system work monthly? 163 

A.  No, the current process works but it includes manual processes and sacrifices billing 164 

timeliness goals.  If the daily injection and withdrawal limits are to be “Super Pooled”, 165 

that cannot be done under a process similar to the current annual system as the current 166 

annual system is a “month end” process for a month end value, while “daily” has to be 167 

done on a “daily” basis with a day’s results naturally impacting subsequent days.  To 168 

perform this super pooling process monthly and allow it to work in conjunction with our 169 

billing system and schedule, we will need to invest time and money to modify our current 170 

large volume GTS processing. 171 

Q. Can the super pooling process be used in some simplified manner? 172 

A. No.  Under super pooling we are talking about “Balancing” (applying the tariff rules to a 173 

contract’s current usage, storage activity and its current deliveries) at the super pool level 174 

and billing the results of “Balancing” therms and applying dollar values against them at 175 

the super pool level.  Three processes that must exist in order for us to balance and bill 176 

for super pooling are:  Contract Management, which provides us with the required means 177 

of knowing and managing the time dependent relationships between our three current 178 

entity types (described below and identified as (a), (b) and (c)); Delivery Reconciliation, 179 
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which provides us with the aggregation on a daily basis of deliveries made by contracts 180 

via different pipelines and shippers; and Consumption Reconciliation, which provides us 181 

with the means of aggregating the consumption of entity type (a) on a daily basis at the 182 

new appropriate level. 183 

Q. What are the three entity types? 184 

A Currently we have the following three interrelated entities:  (a) individual customer 185 

accounts; (b) stand alone contracts that may include multiple customer accounts; and (c) 186 

Rider P pools, which include a group of customer contracts that may include multiple 187 

customers.  For example, Company A may have a Rider FST contract for its single 188 

account.  It is entity type (a).  Company B may have a Rider FST contract that includes 189 

several accounts.  This is entity type (b).  Supplier C may have a pool that includes many 190 

Rider FST contracts (up to 300 accounts).  This is entity type (c).  Supplier C may also 191 

sell gas Company A and Company B and Company A or Company B may be part of a 192 

Supplier C pool or may be stand alone contracts. 193 

Q. Would super pooling affect these entity types? 194 

A. Yes.  The current processing is built with (c) being the highest level.  Super pooling 195 

introduces a new highest level.  Each of the processes (with the exception of Delivery 196 

Reconciliation which will have to modified for the change to delivering at the super pool 197 

level) identified above must account for processing at all levels of the “(a) to (c)” 198 

relationship.  When processing at the (c) level, it must be known and accounted for (once 199 

again, with respect to time – as relationships can change over time) what level (‘b’s) and 200 

(‘a’s) are related to a (c) entity; when processing at the (b) level it must be known and 201 

accounted for what level (‘a’s) are related to a (b) entity and whether (b) has a 202 
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relationship to a (c) entity; when processing at the (a) level it must be known and 203 

accounted for what level (b) entity (a) is related to and what, if any, (c) level (a) is related 204 

to by virtue of its relation to (b).  You cannot add a new level without making 205 

modifications to all processes, with a detailed analysis very likely calling for a re-206 

architecture and re-writing of most processes. 207 

Q. What options do suppliers have to manage storage and meet the proposed monthly 208 

storage requirements? 209 

A. Suppliers can execute monthly trades among their own contracts and pools and with other 210 

suppliers.  This is done at the end of the month and provides much flexibility and ease 211 

with meeting storage inventory levels.  Trading is an existing process, and one that would 212 

remain in effect under the Utilities’ proposals.  Thus, for example, if one of a supplier’s 213 

pool falls short of a minimum inventory target and that supplier has another pool or 214 

contract that is above the minimum level, the supplier may trade gas from the second 215 

pool to the first pool.  The supplier can also trade with other suppliers.  Suppliers are very 216 

familiar with trading and perform them every month, mostly among their own contracts 217 

and pools, to better align their storage balances and avoid penalties.  Suppliers can also 218 

create pools that, as stated above, can include up to 300 accounts. 219 

Q. Does this conclude your rebuttal testimony? 220 

A. Yes. 221 


