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customers at a Commission-regulated delivery rate. All Illinois LOCs offer 
transportation service to industrial and commercial customers as an altemative to 
sales service. 1 Three Illinois LOCs also offer transportation services designed 
specifically for small commercial and residential customers. 

Transportation service, unlike gas supply service, requires regulation of natural 
monopoly infrastructure such as distribution networks. Natural gas supply, on the 
other hand, is competitive. Allowing customers to independently buy gas offers the 
opportunity for lower prices and an increased variety of service offerings for 
transportation customers. Since there are significant scale economies in the 
distribution system, the duplication of delivery system infrastructure is uneconomical 
and results in higher costs for delivery service. However, since the wholesale gas 
market is competitive, it is reasonable to expect a range of beneficial outcomes from 
allowing multiple shippers to sell natural gas supply to retail customers. In particular, 
lower prices for natural gas supply may result, and a broader set of services may be 
offered to consumers. These benefits can mean that the different consumers' 
preferences are better satisfied, since suppliers can tailor pricing and terms and 
conditions of service to better meet the needs of individual customers or niche 
markets. 

Suppliers offer a wider array of pricing options and other services to transportation 
customers than the utility's sales service. The products include contracts with fixed 
prices, variable market-based prices (monthly, quarterly, seasonally and annually), a 
fixed bill for twelve months, market-based prices with the option to lock in a fixed 
price or a ceiling price, discounts off of the LOC's PGA rate, and market-based 
prices in conjunction with a storage hedge. Most suppliers offer contracts with fixed 
prices for one to three year terms. 

II. History of Natural Gas Industry Restructuring in Illinois 

A. ICC Advocacy of Open Access at the Federal Level 

The Commission supports the development of federal policies that enable wholesale 
competition. The Commission focuses most of its attention on key proceedings at 
the Federal Energy Regulatory Commission ("FERC"). Starting as far back as 1983, 
the Commission intervened in numerous FERC proceedings to argue pro
competitive positions. The Commission consistently advocates the position that 
competitive forces, where viable, best protect consumers' interests. Non
discriminatory interstate pipeline transportation is the crucial link between the 
competitive supply market and natural gas consumers. Accordingly, the 
Commission supports policies that promote non-discriminatory access to interstate 
pipelines. 

1 Transportation service is also referred to as "unbundled" service, since the transportation services 
are provided and billed separately from the gas supply service. 
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B. Development of Retail Competition for Large Volume Customers in 
Illinois . 

The Commission has been approving unbundled gas transportation tariffs filed by 
Illinois LOCs for over two decades that are found to be just and reasonable. That 
process continues today. The LOC tariffs, along with interstate FERC-approved 
pipeline tariffs, create the rules and structure needed to establish competitive retail 
supply markets for commercial and industrial customers. There are many gas 
suppliers and marketers that can meet the needs of retail customers that choose to 
transport their own gas rather than purchasing PGA gas directly from their LOC 
under bundled tariffs. In 2006, transportation gas accounted for approximately 3.49 
billion therms or about 43 percent of all gas delivered to retail customers in Illinois. 
This is somewhat less than the amount transported during 2005. The number of 
transportation customers increased by 26,175 in 2006, going from 254,401 to 
280,576. The number of larger transportation customers, however, decreased by 
10.3 percent in 2006, going from 27,077 in 2005 to 24,484 in 2006. 

The Commission supports efforts to expand and improve gas transportation 
programs as long as sales customers do not subsidize the programs and sales 
service reliability is not impaired. Charges for transportation services recoup the 
cost for providing a firm LOC service level requested by transportation customers. In 
the early stages of transportation service in Illinois, rate design amounted to 
deducting the PGA price from transported volumes. When transportation customers 
consumed LOC-supplied gas, they paid the regular PGA or bundled rate. 
Transportation tariffs have become more sophisticated, since utilities now supply 
storage services to transportation customers, while penalizing transporters for 
deviating from planned deliveries. When customers' gas usage differs from the level 
contracted for, various penalty charges or above-market rates may apply. The 
penalty charges try to prevent large-scale imbalances above the level the LOC is 
prepared to accommodate as specified in the tariff. They also protect against cross 
subsidization of transportation customers' by bundled sales customers. Such 
penalties are more practical than curtailing service to transportation customers when 
their gas supply does not reach the city gate. This advantage is especially important 
when customers number in the thousands as they do in the small volume 
transportation programs. 

C. Small Volume Transportation Programs 
Small volume transportation programs for small commercial and residential 
customers are an important component of Illinois retail natural gas markets. They 
are also termed aggregation programs. Like transportation programs for large 
volume customers, aggregation programs give small volume customers the 
opportunity to purchase competitively priced natural gas commodity from alternative 
retail gas suppliers rather than traditional bundled utility service. However, the cost 
for advanced meters that can measure daily usage renders the service 
uneconomical for srnall volurne customers. Srnall volume transportation programs 
allow suppliers to aggregate customer load and estimate their daily usage for 
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balancing purposes instead of directly measuring daily usage with advanced meters. 
The Commission has approved three small volume transportation programs. In 
December 2005,. 170,939 residential customers and 56,385 commercial customers 
were served under small volume transportation programs in Illinois. 

In 1997, Peoples Gas Light and Coke Company ("Peoples") filed small volume 
transportation tariffs that later become known as the "Choices For You" program. In 
2000, the Commission approved Peoples' filing to institute a permanent unbundling 
program for all non-residential customers with an annual consumption of less than 
50,000 therms. In 2002, the Commission approved Peoples and North Shore's plan 
to phase in residential "Choices For You" as a pilot program from May 2002 through 
April 2005. The participation limits on the "Choices For You" program were 
eliminated in 2005. Peoples Gas and North Shore filed for several changes in the 
"Choices For You" program in their rate case in March 2007. 

In 1997, the Commission approved Nicor's "Customer Select" pilot program and 
Supplier Aggregation Service. These tariffs allowed Nicor to offer a pilot 
transportation program to small volume industrial and commercial customers. Nicor 
received Commission approval to expand the availability of its program to 
approximately 65,000 industrial and commercial customers and 80,000 residential 
customers in September 1998. Residential customers were allowed to choose their 
own natural gas supplier in Nicor's service territory starting in May 1999. In July 
2001, the Commission allowed Nicor to make Customer Select permanent, and on 
March 1, 2002, Customer Select was available to all of the nearly two million 
residential, commercial, and industrial customers in Nicor's service territory. 

III. Value of Unbundled Service to Small Volume Customers 
Program benefits depend on the prices and services offered by each supplier and 
the value that each customer derives from their chosen service option. As 
mentioned in Section II above, suppliers offer a wide array of pricing options and 
other services to small volume transportation customers. In order to evaluate their 
effects on customers' welfare, there are two questions that need to be answered. 

First, are the prices available through third-party suppliers lower or higher than PGA 
charges? Second, what is the value to customers of the price programs and 
services that suppliers provide? The PGA is the Company's actual cost of gas. 
Since a utility's commodity costs fluctuate with the market, the PGA also fluctuates 
with the market. Supplier offerings differ in several ways from the PGA charges. For 
example, a customer might enter into a fixed price contract with a supplier. The 
customer's gas costs might be higher or lower than the PGA depending on how 
market prices behave. If market prices (and presumably PGA charges) fall, then 
remaining on bundled rates is the lower cost option. On the other hand, if prices 
(and PGA rates) rise, then PGA rates are likely higher. However, even if a customer 
enters into a fixed price contract and gas prices subsequently drop below the level of 
the fixed price, it may be that the customer's welfare was improved by the fixed price 
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contract. This is true because the customer benefits from the reduced uncertainty 
from a fixed price relative to the PGA charge. 

There is no precise dollar estimate for the benefits that small volume customers 
receive from the programs. The Citizens Utility Board ("CUB") has a "CUB Gas 
Market Monitor" on its web site.2 lt estimates the savings provided or increased 
costs imposed for each Alternative Retail Gas Supplier's ("ARGS') offer relative to 
the PGA. According to this site (at the time of this report), only 2% of all suppliers' 
current offers have lower rates than the PGA rate, ex post. A quarter of the plans 
that have expired, however, did generate savings for customers, according to this 
web site. But the site does not estimate the value that consumers derived from price 
mitigation programs such as fixed price programs. In addition, the programs' 
continued popularity evinces a belief by small volume customers that they derive 
benefits from the option to choose ARGS. More than 256,000 customers 
participated in the programs in calendar year 2006, a 12.7% increase in 
participation. Table A shows the Nicor, Peoples, and North Shore data for small 
volume transportation programs as of December 2006, December 2005, and 
December 2004. 

Table A • Small Volume Transportation Customers by LOC . 

Residential Commercial Total 

Program 2004 2005 2006· 2004 2005 2006 2004 2005 2006 
Nicor -
Customer 147,933 157,096 166,332 49,575 48,024 45,814 197,508 205,120 212,146 
Select 
Peoples· 
Choices 5,103 10,965 28,093 7,246 7,794 9,218 12,349 18,759 37,311 
For You 
North 
Shore· 2,431 2,878 3,792 331 567 838 2,762 3,445 4,630 Choices 
For You 

Total 155,467 170,939 200,223 57,152 56,385 57,876 212,619 227,324 256,092 

The data indicates that small volume residential and commercial customers will 
participate in competitive markets where aggregation tariffs are available. Also, 
these programs are evolving and being continually improved so as to meet customer 
needs. For example, Nicor's program has only been available on a permanent basis 
to all customers in Nicor's service territory since March 1, 2002. Peoples' and North 
Shore's small volume transportation programs became available on a pilot basis to a 
limited number of residential customers for the first time beginning on May 1, 2002. 
The small volume transportation programs have been available on either a 
permanent or pilot basis for at least four years as of December 2006. Assessing the 
level of competition for residential and small volume commercial customers in these 
service territories can be problematic. However, the participation rates by 

2 See http://www.citizensutilityboard.org/GasMarketMonitor.php. The latest offers evaluated on the 
site date from the end of May 2007. 
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customers, as well as continued supplier interest, are encouraging news, particularly 
for residential customers. 

While Peoples Gas saw a big increase in "Choices For You" participation in 2006, it 
has generally had lower participation levels than Nicor's small volume transportation 
programs. The number of suppliers has increased in 2006; with six selling to 
residential customers up from four the previous year. And seven market to small 
commercial customers up from five the year before. However, in Nicor's territory, 
there are 15 suppliers serving small volume customers. 

Participation in competitive markets by small volume residential customers has 
expanded as suppliers and customers become more familiar with small volume 
markets in Northern Illinois. While, the number of small volume commercial 
customers has increased, it has not been uniform. The number of customers 
participating in Nicor's small volume commercial program has fallen, while the 
number of small commercial transportation cllstomers of North Shore and Peoples 
has increased. At the same time that the small volume program has seen increases 
in the number of commercial customers, the number of traditional transport 
customers has stagnated. This also varies by utility. Nicor's larger volume 
transportation program has increased the number of customers, while Peoples has 
lost customers in its larger volume transportation program. 

IV. Recent Developments in Retail Natural Gas Markets 

A. AmerenlP Group Balancing Service 

On May 17, 2005, the Commission issued a Final Order in Docket No. 04-0476 
AmerenlP's proposed General Increases in Natural Gas Rates. During the course of 
the proceeding, AmerenlP agreed to proposals by Commission Staff to implement a 
group balancing service for commercial and industrial customers in the AmerenlP 
service territory. The parties also agreed that the tariff should be effective for the 
winter of 2005. AmerenlP filed a tariff in compliance with the Commission's Order. 
AmerenlP worked with Staff to improve the balancing provisions in its tariffs. 

Group Balancing allows suppliers or agents representing multiple transportation 
customers to aggregate customers' accounts when nominating and balancing gas 
deliveries to the utility and managing customers' storage accounts. Group balancing 
should reduce transaction costs for multiple transportation customer accounts while 
reducing penalty charges assessed to transportation customers without impacting 
utility service. 

B. Nicor Transportation Tariffs 
Nicor proposed changes in the terms and conditions for its gas transportation 
services in Docket No. 04-0779. In the September 20, 2005 Order, the Commission 
approved several changes to its gas transportation tariffs for all commercial and 
industrial customers. Among the changes in the tariffs were adjustments to storage 
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