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I. Introduction 1 
Q. State your name and business address. 2 

A. Charles C. S. Iannello, Illinois Commerce Commission, 527 East Capitol 3 

Avenue, Springfield, Illinois, 62701. 4 

 5 

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

A. I am employed as a Senior Economist in the Illinois Commerce 7 

Commission’s (“Commission”) Energy Division -- Policy Program. 8 

 9 

Q. What are the responsibilities of an Economic Analyst IV in the Energy 10 

Division -- Policy Program? 11 

A. A Senior Economist in the Energy Division -- Policy Program, conducts 12 

research and economic analyses of the gas and electric industries, 13 

reviews filings and prepares recommendations to the Commission, 14 

identifies policy issues in Commission dockets and prepares written and 15 

oral testimony that sets forth opinions and positions on pertinent policy 16 

issues. 17 

 18 

Q. State your educational background and professional experience. 19 

A. I hold a Bachelor of Science degree in Economics with a concentration in 20 

Finance from the State University of New York College at Buffalo, and a 21 

Master of Science degree in Economics from the University of Wyoming 22 

with fields in both Regulatory and Environmental Economics.  Prior to 23 
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attending graduate school, I was employed by Smith Barney Incorporated 24 

as a financial consultant’s assistant.  During graduate school I worked as 25 

a research and teaching assistant in the Department of Economics at the 26 

University of Wyoming.  I have been employed at the Illinois Commerce 27 

Commission since September 1998. 28 

 29 

Q. What is the purpose of your testimony? 30 

A. The purpose of my testimony is to address various issues related to gas 31 

transportation service in AmerenIP’s ("IP“ or "Company”) service territory 32 

and transportation-related proposals in the direct testimony of Company 33 

Witness Brian W. Blackburn. 34 

 35 

Q. What do you consider when evaluating transportation tariffs? 36 

A. Transportation tariffs should create a level playing field for suppliers and 37 

customers and allow customers to benefit from the existence of 38 

competitive supply markets.  Transportation service and the ancillary 39 

services associated with transportation service should be provided on a 40 

non-discriminatory basis.  Transportation tariffs should balance the 41 

interests of transportation customers and bundled service customers. 42 

 43 

Q. Please summarize the Company’s proposed transportation tariff changes 44 

as outlined in Mr. Blackburn’s direct testimony. 45 

A. The Company proposes significant changes to the balancing requirements 46 

in Service Classification 76 – Transportation of Customer-Supplied Gas 47 
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with Best Efforts Backup (“SC 76”).  Specifically, the Company proposes a 48 

shift from monthly balancing to daily balancing, a daily imbalance cashout 49 

at a Chicago citygate index, elimination of optional balancing services, an 50 

allowance for intra-day nominations, and a number of housekeeping 51 

changes to SC 76.  The Company proposes several changes to Rider OT, 52 

Optional Transportation of Customer-Supplied Gas with Firm Utility Gas 53 

Supply Backup, (“Rider OT”) including the elimination of an annual storage 54 

bank cashout, the replacement of the current cashout price with a Chicago 55 

city-gate index price, the allowance of intra-day nominations and other 56 

housekeeping changes.  57 

 58 

Q. Please identify the main issues that you address. 59 

A. I address issues related to the Company’s proposed changes to a shift 60 

from monthly to daily balancing for SC 76 customers, including stricter 61 

daily delivery tolerances, the daily cash-out schedule, the elimination of 62 

optional balancing services, and the absence of timely and useful usage 63 

data.  I also address the Company's requirement to individually balance 64 

Rider OT and SC 76 customers, the assessment of pipeline penalties to 65 

SC 76 customers, and the application of transportation-specific 66 

administrative charges to Rider OT and SC 76.  I discuss these issues and 67 

make several recommendations below. 68 

II. Background 69 
Q. Please provide some background on the difference between 70 

transportation service and bundled sales service. 71 
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A. Transportation service allows retail customers to purchase competitively 72 

priced natural gas commodity from competing suppliers.  Customers that 73 

choose transportation service pay regulated utility rates for the delivery of 74 

natural gas but pay unregulated rates for natural gas purchased from 75 

alternative suppliers.  Transportation service has the potential to result in 76 

lower prices, a wider array of services, and customized pricing, terms, and 77 

conditions of service for individual customers or groups of customers.  In 78 

Illinois, transportation service is offered as an optional alternative to 79 

bundled sales service. 80 

 81 

Bundled sales service constitutes the sale and delivery of natural gas 82 

supply to retail customers at regulated rates.  The delivery component of 83 

utility sales service varies by customer class just as it does for 84 

transportation service, but the tariffed rate for natural gas supply is the 85 

same for all customers.  The tariffed rate for natural gas supply is referred 86 

to as the Purchased Gas Adjustment ("PGA") clause.  The utility flows its 87 

actual costs associated with the purchase of natural gas through the PGA, 88 

including the cost of interstate pipeline capacity, leased storage, no-notice 89 

service, and natural gas commodity.  Utilities are not permitted to earn a 90 

profit on natural gas commodity costs. 91 

III. Rider OT 92 
Q. Please describe the current Rider OT. 93 

A. Rider OT is an unbundled transportation tariff available to all non-94 

residential customers in the Company’s service territory.   Rider OT 95 
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customers, or suppliers acting as their agents, arrange for the purchase 96 

and delivery of natural gas to the Company’s distribution system by 97 

nominating volumes on interstate pipelines for delivery to the Company’s 98 

citygate.  A citygate is a point of delivery from the interstate pipeline into 99 

the Company's distribution system.  Rider OT customers are responsible 100 

for balancing their deliveries with their usage on a monthly basis. 1  Rider 101 

OT customers are allocated storage capacity and pay for the cost of such 102 

storage capacity through the Company’s delivery rates.  Customers are 103 

permitted to carry daily imbalances and inject gas into storage throughout 104 

the course of the month within certain limits.  Monthly imbalances can be 105 

rectified through storage withdrawals and storage balances can be carried 106 

across months.  However, Rider OT customers are required to cash out 107 

storage in October of each year. 108 

 109 

Q. Please summarize the Company’s proposed changes to Rider OT. 110 

A. The Company proposes to eliminate the requirement to cash out storage 111 

in October of each year and allow customers to maintain a storage 112 

account year-round without cashout.  The Company proposes to change 113 

the cashout price for billing period imbalances from a price that reflected 114 

the average daily price for the billing period on the various pipelines that 115 

serve the Company to a Chicago citygate price.  The Company proposes 116 

                                            
1 The Company’s transportation tariffs use the term “delivery” to describe the amount of gas that 
is consumed by the customer while other Illinois utility tariffs use the term "usage".  The Company 
uses the term “nomination” to refer to the total amount of gas delivered to the Company’s system 
by the customer.  Other Illinois tariffs use the term "deliveries" to refer to the total amount 
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formalizing its current practice of allowing customers to deliver gas only 117 

from pipelines that can physically provide gas to the customer”.  (IP 118 

Exhibit 8.1, p. 16)  The Company also proposes to allow Rider OT 119 

customers to make specific intra-day nominations. 120 

 121 

Q. Do you have any concerns with respect to the Company’s proposed 122 

changes to Rider OT? 123 

A. Yes.  I have one concern with respect to the proposed cashout price that 124 

is applied to month-end imbalances.  I have a similar concern with the 125 

proposed cash-out price that is applied to daily imbalances in SC 76.  I 126 

address this issue at the end of my testimony since this issue is common 127 

to both transportation tariffs.  The other proposed Rider OT changes 128 

appear to generally improve the service without causing harm to bundled 129 

service or SC 76 customers.   130 

IV. Service Classification 76 131 
Q. Please describe the Company’s current SC 76. 132 

A. SC 76 is an unbundled transportation tariff available to all non-residential 133 

customers in the Company’s service territory.  SC 76 customers, or 134 

suppliers acting as their agents, arrange for the purchase and delivery of 135 

natural gas to the Company’s distribution system by nominating volumes 136 

on interstate pipelines for delivery to the Company’s city-gate.  SC 76 137 

customers are responsible for balancing their deliveries with their usage 138 

                                                                                                                                  
delivered to the customer while reserving the term nominations to refer specifically to volumes 
nominated on interstate pipelines for delivery to the Company's distribution system.   
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on a monthly basis.  SC 76 has built-in delivery tolerances that allow for 139 

variances between daily deliveries and daily usage.  Customers are 140 

permitted to carry daily imbalances, within limits, throughout the course of 141 

a month.  However, monthly imbalances must be cashed out at the end of 142 

each month.  SC 76 customers are not allocated any costs associated 143 

with the Company’s on-system storage and, therefore, are not allocated 144 

any seasonal storage capacity.2 145 

 146 

Q. Please summarize the Company’s proposed changes to SC 76. 147 

A. The Company proposes to replace monthly balancing with daily balancing.   148 

Daily delivery tolerances, or the amount that usage can vary from 149 

deliveries on a daily basis, would be stricter.  Imbalances would be cashed 150 

out on a daily basis.  The cashout schedule would penalize large 151 

imbalances by cashing them out at unfavorable prices.  The Company 152 

proposes to eliminate a number of optional balancing services.  The 153 

Company also proposes a number of housekeeping changes to SC 76 154 

that shorten and simplify the tariff. 155 

A. Balancing SC 76 Customer Accounts 156 
Q. Please explain how customer accounts are balanced under the current SC 157 

76. 158 

A. Under the current SC 76, customer accounts are balanced on a monthly 159 

basis but daily delivery tolerances restrict the amount that a customer’s 160 
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daily usage can vary from the customer’s daily delivery.  SC 76 allows a 161 

customer's daily usage to vary from daily deliveries by as much as plus or 162 

minus 50% without penalty.  An SC 76 customer is allowed to build up 163 

imbalances throughout the course of a month by carrying forward daily 164 

imbalances.  Customers can balance their accounts during the month by 165 

delivering more or less gas to offset the imbalance.  At the end of the 166 

month, the Company downloads daily usage data from each SC 76 167 

customer’s meter.  This data is used to calculate customer bills and 168 

determine the month-end imbalance.  The month-end imbalance is the 169 

difference between the sum of the daily deliveries, including deliveries 170 

under optional balancing services, and the sum of the daily usage for the 171 

month.  Imbalances can be negative or positive.  A positive imbalance 172 

occurs when deliveries are greater than usage.  A negative imbalance 173 

occurs when deliveries are less than usage. The Company cashes out 174 

imbalances by purchasing gas from or selling gas to the customer 175 

according to an imbalance cashout schedule.  Larger imbalances are 176 

cashed out at less favorable prices as an incentive to maintain smaller 177 

imbalances.  SC 76 also offers optional balancing services at an additional 178 

cost that provide customers with more balancing options than the basic 179 

service provided under SC 76. 180 

 181 

                                                                                                                                  
2 Seasonal storage capacity provides the customer with the opportunity to inject gas into storage 
and withdraw the gas in future periods. 
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Q. Please describe the Company proposed changes to the balancing 182 

provisions of SC 76? 183 

A. The Company proposes to move from a monthly cash-out to a daily cash-184 

out of imbalances.  The Company proposes to cash-out all therms of 185 

imbalance on a daily basis with no option to carry over an imbalance.  If 186 

the difference between daily usage and the daily delivery (i.e. the 187 

difference between usage and the volume of gas nominated by the 188 

customer) is less than or equal to plus or minus 10%, then the daily 189 

imbalance is cashed out at 100% of the market price.  I refer to the range 190 

of imbalances that are cashed out at 100% of the market price as the 191 

“deadband”.  So, the Company proposes a 10% deadband.  Imbalances 192 

that are greater than plus or minus 10% would be either sold to the 193 

customer at above market prices or purchased from the customer at below 194 

market prices.  This provides an incentive to avoid large daily imbalances 195 

and stay within the deadband. 196 

 197 

Q. Do you support a move from monthly to daily balancing for SC 76 198 

customers? 199 

A. I conditionally support a move from monthly to daily balancing for SC 76 200 

customers.  My support for a move from monthly to daily balancing for SC 201 

76 customers is contingent on the adoption of my proposed daily 202 

imbalance cashout schedule, the implementation of group balancing 203 

service, and the provision of timely and useful daily usage data.  I discuss 204 

these proposals in subsequent sections below but mention them now 205 
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because the issues are inextricably intertwined with a shift from monthly to 206 

daily balancing.  If these proposals are not adopted, I recommend no 207 

changes to the balancing provisions in the current SC 76 tariff. 208 

 209 

Q. Why do you conditionally support daily balancing for SC 76 customers? 210 

A. Daily balancing prevents SC 76 customers from gaming the monthly 211 

balancing and cashout procedures by purposefully delivering more or less 212 

gas than they use in order to capitalize on intra-month price changes or 213 

achieve a favorable month-end cashout position.  While the Company has 214 

provided evidence that customers have gamed the monthly cashout 215 

procedure, it is appropriate to design tariffs that are not susceptible to 216 

such gaming.  Under the current SC 76, customers are allowed to carry 217 

imbalances from day to day and rectify their imbalances by adjusting 218 

deliveries during the course of the month or cashing out month-end 219 

imbalances.  The cashout price consists of a basket of average daily 220 

prices for the month.  Therefore, customers observe the prices that 221 

contribute to the final cashout price calculation as the month progresses.  222 

Based on observations and expectations, SC 76 customers might 223 

purposefully over or under deliver to exploit differences between the 224 

expected cashout price and the prevailing market price of gas.   225 

Customers might also systematically under deliver on days when market 226 

prices are relatively high and over deliver on days when market prices are 227 

relatively low. 228 

 229 
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Q. What is the potential impact of gaming monthly balancing under the 230 

current SC 76. 231 

A. The revenues and costs incurred by the Company when balancing 232 

transportation customer accounts flow through the PGA.  Gaming the 233 

delivery flexibility and monthly cashout under the current SC 76 could 234 

result in an increase in the PGA price that is charged to bundled service 235 

customers.  For example, the Company could be required to deliver more 236 

gas on days when transportation customers carry negative imbalances.  If 237 

market prices were relatively high on those days and the Company was 238 

forced to purchase high-priced gas to balance the system, then those 239 

relatively high gas costs would flow through the PGA. 240 

B. Cashout of Imbalances 241 
Q. How are cashouts handled under the current SC 76? 242 

A. At the end of each month, imbalances between deliveries and usage are 243 

cashed-out at a market index, consisting of a basket of average daily 244 

prices on the various pipelines that serve the Company's distribution 245 

system.  If total deliveries for the month are within plus or minus 10% of 246 

total usage for the month, then imbalances for the month are cashed out 247 

at 100% of the market index.  Any portion of a month-end imbalance 248 

greater than 10% but no more than 25% of total deliveries for the month is 249 

either purchased by the Company from the customer at 85% of a market 250 

price or sold to the customer by the Company at 115% of the market price.  251 

Any portion of a month-end imbalance greater than 25% is either 252 
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purchased by the Company from the customer at 70% of the market price 253 

or sold to the customer by the Company at 130% of the market price.   254 

 255 

Q. How does the Company propose to cashout daily imbalances? 256 

A. The Company proposes to cashout daily imbalances according to the 257 

following daily imbalance cash-out schedule with a 10% deadband: 258 

Nominations greater than Company pays  75% of the Chicago 259 
125% of actual use Customer  citygate index price 260 
 261 
Nominations greater than Company pays  90% of the Chicago 262 
110% but less than or equal Customer  citygate index price 263 
to 125% of actual use  264 
 265 
Nominations greater than Company pays  100% of the Chicago 266 
100% but less than or equal Customer  citygate index price 267 
to 110% of actual use 268 
 269 
Nominations greater than or Customer pays  100% of the Chicago 270 
equal to 90% but less than Company  citygate index price 271 
100% of actual use 272 
 273 
Nominations greater than or Customer pays  110% of the Chicago 274 
equal to 75% but less than  Company  citygate index price 275 
90% of actual use 276 
 277 
Nominations less than 75% Customer pays  125% of the Chicago 278 
of actual use Company  citygate index price  279 

 280 

Q. Does the Company provide any support for its daily cashout schedule? 281 

A. The Company states that daily balancing with a 10% dead band will more 282 

closely align the basic service provided under SC 76 to the basic service 283 

provided by pipelines interconnected to the Company’s distribution 284 

system.  The Company also claims that SC 76 customers that create daily 285 
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imbalances in excess of 10% utilize the Company’s on-system storage.  286 

(IP Exhibit 8.1, p. 6) 287 

 288 

Q. Does the Company provide any analysis or workpapers to support the 289 

claim that SC 76 customers use storage when they are more than 10% 290 

out of balance? 291 

A. No. 292 

 293 

 Q. What is your position on the Company’s proposed cashout schedule for 294 

daily imbalances? 295 

A. I oppose the Company’s proposed daily imbalance cashout schedule for 296 

three reasons. 297 

 298 

First, the Company’s proposed cashout schedule is too strict.  The radical 299 

change from the balancing provisions in the current SC 76 to the 300 

Company’s proposed 10% deadband is unnecessary.  Under the current 301 

SC 76, daily usage is only required to be within plus or minus 50% of the 302 

daily deliveries.  In addition, customers have other options to carry even 303 

greater daily imbalances without penalty or cashout.  Despite the 304 

significant level of daily flexibility provided under the current SC 76, the 305 

Company fails to demonstrate that aggregate customer activity has 306 

affected the Company’s use of on-system storage, been subsidized by 307 

other customers, or had any negative impact whatsoever.  The Company 308 

has not even found it necessary to track individual customer usage data 309 
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on a timely basis.  SC 76 customer usage only becomes known at the end 310 

of the month when data is acquired to balance and cashout individual 311 

customer accounts.  It stands to reason that aggregate transportation 312 

customer usage and deliveries will be much more closely balanced under 313 

daily balancing. 314 

 315 

Second, the narrow 10% deadband proposed by the Company is not 316 

necessary to prevent gaming of the cashout price and exploit differences 317 

in market prices from one day to the next.  Daily balancing, regardless of 318 

the size of the deadband, prevents gaming because imbalances are 319 

cashed out on a daily basis at a price that is reflective of the cost to 320 

purchase additional supplies on the day of the imbalance. 321 

 322 

Third, the Company’s proposed move to daily balancing with a 10% 323 

deadband is coupled with the proposed elimination of three optional 324 

balancing services – Contract Balancing Service (“CBS”), Level 3 DASS, 325 

and Firm Gas Service – that provided SC 76 customers with additional 326 

means of mitigating the impact of imbalances.   The elimination of these 327 

services removes services that could otherwise be used to provide 328 

customers with additional balancing options in the face of the stricter daily 329 

balancing requirement. 330 

 331 

Q. Do you recommend an alternative to the Company’s proposed daily 332 

imbalance cashout schedule? 333 
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A. Yes.  I recommend the less stringent cash-out schedule with a 20% 334 

deadband below: 335 

Nominations greater than Company pays  90% of the Chicago 336 
120% of actual use Customer  citygate index price 337 
 338 
Nominations greater than Company pays  100% of the Chicago 339 
100% but less than or equal Customer  citygate index price 340 
to 120% of actual use 341 
 342 
Nominations greater than or Customer pays  100% of the Chicago 343 
equal to 80% but less than Company  citygate index price 344 
100% of actual use 345 
 346 
Nominations less than 80% Customer pays  110% of the Chicago 347 
of actual use Company  citygate index price  348 

 349 

Q. Why do you propose a less stringent cashout schedule than the 350 

Company? 351 

A. I believe my proposed schedule provides appropriate incentives for 352 

customers to accurately balance usage and deliveries and adequate 353 

compensation to bundled service customers for the impact of cashouts on 354 

the PGA. 355 

 356 

Q. Why do you believe your proposal provides adequate incentive for 357 

customers to stay in balance? 358 

A. My proposal provides adequate incentive to stay in balance for two 359 

reasons.  First, there is little or no benefit to creating imbalances within the 360 

deadband because cashouts at the prevailing market price mitigate 361 

gaming opportunities.  Second, since customers face some uncertainty 362 

over their actual daily usage, concerns over inaccurate usage estimates 363 
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and the resulting 10% penalty outside of the deadband will encourage 364 

customers to minimize imbalances. 365 

 366 

Q. Please explain why your proposed cashout schedule provides adequate 367 

compensation to bundled service customers for the impact of cashouts on 368 

the PGA? 369 

A. First, the Company is only required to physically address imbalances to 370 

the extent that SC 76 customers are out of balance as a group. Positive 371 

and negative imbalances across SC 76 customers' accounts will at least 372 

partially cancel out and result in lower aggregate imbalances than the sum 373 

of all individual customer imbalances to which the cash out applies. 374 

 375 

Second, since the cashout price is designed to reflect the prevailing 376 

market price at the time that customers are delivering gas to the 377 

Company's system, it is reasonable to believe that the Company's gas 378 

costs for mitigating the aggregate imbalance, if any such imbalance exists, 379 

are reflective of the cashout price.  To the extent that any individual 380 

customer is substantially out of balance, the 10% penalty that I propose 381 

would have a positive impact on the PGA. 382 

 383 

Q. What if the Company's transportation, storage, or supply resources are 384 

being used at or near their maximum rated, tariffed, or contractual limits? 385 

A. The Company, in its sole discretion, can declare a critical day.  On a 386 

critical day, a customer's daily imbalance in excess of the greater of 10% 387 
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of the customer's nomination or 1000 therms is subject to the Critical Day 388 

Imbalance Charge.  I address this charge in the Pipeline Penalties section 389 

below.   390 

 391 

Q. Please provide an example of how your proposed cashout schedule would 392 

be applied to customer imbalances. 393 

A. If a customer’s delivery for the day is 100,000 therms and the customer’s 394 

usage for the day is 140,000 therms, then the customer will pay the 395 

Company 100% of the Chicago citygate index for the first 20,000 therms 396 

of use beyond the customer’s delivery, 110% for the remaining 20,000 397 

therms of use. 398 

 399 

Q. How does your proposed cashout compare to the current provisions of SC 400 

76?  401 

A. My proposal, like the Company’s proposal, represents a shift from monthly 402 

to daily balancing, and the cashout schedule represents a significant 403 

reduction in the daily delivery tolerance. 404 

 405 

Q. Are aggregate SC 76 customer imbalances likely to be smaller under your 406 

proposed daily cashout schedule than under the current SC 76 balancing 407 

requirements? 408 

A. Yes.  Transportation customers will have a much greater incentive to stay 409 

tightly balanced under my proposal than under the current SC 76.  Under 410 

my proposal, SC 76 customers will be penalized for varying nominations 411 
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from usage by more than 20%.  Under the current tariff, usage can vary 412 

from nominations by as much as 50% as part of the basic service without 413 

penalty.  Opportunities to vary by more than 50% are available through 414 

optional balancing services.   415 

C. Optional Balancing Services 416 
Q. What are optional balancing services? 417 

A. In general, optional balancing services provide transportation customers 418 

with additional opportunities to carry imbalances or balance usage with 419 

deliveries while avoiding any penalty charges that would otherwise be 420 

assessed if the services were not available. 421 

 422 

Q. What optional balancing services are currently available to SC 76 423 

customers? 424 

A. CBS, Best Efforts Gas Service (“BEGS”), Level 3 DASS, and Firm Gas 425 

Service are offered under the current SC 76. 426 

 427 

Q. Please provide a brief description of these optional balancing services. 428 

A. Level 3 DASS provides customers with the opportunity to incur a daily 429 

imbalance greater than the 50% tolerance provided under the basic 430 

service in SC 76.    Firm Gas Service provides customers with the 431 

opportunity to purchase firm gas from the Company at the PGA rate plus 432 

some additional demand and commodity charges.  CBS provides 433 

customers with the opportunity to swing even more than under Level 3 434 

DASS for additional fees.  BEGS provides customers with the opportunity 435 
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to purchase Company-supplied gas at a rate to be determined by the 436 

Company. 437 

 438 

Q. What does the Company propose with respect to optional balancing 439 

services? 440 

A. The Company proposes to eliminate CBS, Firm Gas Service, and Level 3 441 

DASS, but retain BEGS.      442 

 443 

Q. Why does the Company propose to eliminate Level 3 DASS, Firm Gas 444 

Service and CBS? 445 

A. On page 14 of his direct testimony, Mr. Blackburn states that SC 76 446 

customers currently make little or no use of CBS, Level 3 DASS, and Firm 447 

Gas Service.  This is the only support provided by the Company for 448 

eliminating these services. 449 

 450 

Q. Why are you concerned with the elimination of these optional balancing 451 

services if customers currently make little or no use of them? 452 

 A. Customers may find greater value in optional balancing services when 453 

facing the stricter balancing requirements proposed by the Company.  454 

CBS, Level 3 DASS, and Firm Gas Service all provide SC 76 customers 455 

with options to mitigate imbalances between deliveries and usage and 456 

avoid month-end cashouts and curtailment of deliveries.  Under the 457 

current SC 76, a customer's daily usage can vary from daily deliveries by 458 

as much as 50% of the customer’s nomination for the day.  This is part of 459 



 Docket No. 04-0476 
ICC Staff Exhibit 8.0 

 

 22

the basic service provided under SC 76.  An SC 76 customer is able to 460 

carry forward imbalances from one day to the next as long as the size of 461 

the imbalance between deliveries and usage is no greater than plus or 462 

minus 50% of the customer’s net nomination.  Customers have not found 463 

it economical to incur additional costs for optional balancing services 464 

because accounts can be balanced under the flexibility provided through 465 

the basic service.  However, if tolerance levels are significantly tightened 466 

and daily balancing is adopted, such flexibility would no longer exist and 467 

customers would likely derive greater benefits from optional balancing 468 

services. 469 

 470 

Q. Has the Company performed any studies to see if SC 76 customers would 471 

make greater use of the optional balancing services if daily balancing with 472 

its strict tolerance levels were adopted? 473 

A. No.  According to the Company’s response to Staff data request CCSI 474 

1.14, attached to my direct testimony as Schedule 8.01, the Company has 475 

not surveyed customers to determine if they would make greater use of 476 

optional balancing services when facing significantly tighter delivery 477 

tolerances and daily cashouts.   478 

 479 

Q. What is your position on the Company’s proposed elimination of Level 3 480 

DASS, CBS, and Firm Gas Service? 481 

A. Like my position on the move from monthly to daily balancing, I 482 

conditionally support the Company's proposal to eliminate Level 3 DASS, 483 
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CBS, and Firm Gas Service.  My support for eliminating these services is 484 

contingent on the adoption of my proposed daily imbalance cashout 485 

schedule, group balancing service, and the provision of timely and useful 486 

daily usage data.  The first condition was discussed above.  The latter two 487 

conditions are discussed below.  If these proposals are not adopted, I 488 

recommend that all balancing provisions in the current SC 76 tariff, 489 

including the optional balancing services, remain in force. 490 

 491 

Q. Do you have any concerns with BEGS? 492 

A. Yes.  I am concerned with the Company’s failure to explicitly address the 493 

pricing of therms purchased under BEGS and the treatment of the 494 

Company’s revenues and costs associated with BEGS.  The Company’s 495 

proposed SC 76 defines BEGS as “Gas sold by Utility to Customer as 496 

provided for in Section 6 of SC 76.” (IP Exhibit 8.2)  The cost of gas 497 

purchased under BEGS, or Best Efforts Gas Cost (“BEGC”), is defined as 498 

“The price, expressed in dollars per Therm, offered by Utility for Best 499 

Efforts Gas Service.”  (Ibid)  It appears that the definition of BEGS should 500 

refer to Section 5 of the proposed SC 76, which addresses nomination 501 

procedures and other BEGS issues.  Nevertheless, no section of the 502 

proposed SC 76 explicitly addresses the pricing of BEGS therms and the 503 

treatment BEGS revenues and costs.  The Company’s purchase of natural 504 

gas commodity and sale to transportation customers at a rate other than 505 

the PGA rate has the potential to create subsidies between bundled 506 

service customers and transportation customers. 507 
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 508 

Q. Do you have any recommendations with respect to BEGS? 509 

A. Yes.  I recommend that the Company include language in SC 76 that 510 

explicitly states the method for calculating the Best Efforts Gas Cost and 511 

describe the treatment of all costs and revenues associated with the 512 

service. 513 

D. Metering and Usage Data 514 
Q. How does the Company propose to meter SC 76 customers? 515 

A. The Company proposes to continue to meter SC 76 customers in the 516 

same manner that they meter customers under the current SC 76 tariff.  It 517 

is my understanding that the Company downloads daily usage information 518 

from the meter at the customer site to obtain usage data for the billing 519 

period.  The Company then processes this data to calculate each 520 

transportation customer bill.  Daily usage data is not available to the 521 

Company until the end of the billing period.  Daily usage information is not 522 

available to customers, agents, or suppliers, in a timely fashion or useful 523 

form.  In fact, it is my understanding that daily usage is not even provided 524 

in the Company's bill. 525 

 526 

Q. Do you have any concerns with the Company's method for metering 527 

customer usage? 528 

A. Yes.  The current method of metering and the lack of timely and useful 529 

information is less of a problem under SC 76's monthly balancing process, 530 

with its substantial flexibility to deal with imbalances.  However, timely 531 
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electronic information is critical under a strict daily balancing cashout 532 

schedule.  Suppliers need access to electronic daily usage information, as 533 

quickly as it can be made available, in order to observe usage trends and 534 

formulate estimates of future use.  Transportation customers should not 535 

be required to balance on a daily basis if the utility does not provide 536 

electronic access to daily usage information in a timely manner.    537 

 538 

Q. Do you have a proposal for metering SC 76 customers? 539 

A. Yes.  I recommend that the Company install the appropriate metering 540 

equipment at the customer site to record daily usage in a timely fashion 541 

and make that usage available electronically to customers, agents and 542 

suppliers.  Usage should be made available no more than one to two days 543 

after it is recorded. 544 

 545 

Q. Are you familiar with other gas utilities in Illinois that provide customer 546 

usage electronically in the timeframe you describe above? 547 

A. Yes.  It is my understanding that AmerenCIPS and AmerenUE provide this 548 

service.  Incidentally, these two companies also require daily balancing of 549 

transportation customer accounts. 550 

 551 

Q. If the Company is unwilling to make daily usage information available in a 552 

timely and useful manner as you describe above, would this impact your 553 

recommendation to move from monthly to daily balancing? 554 
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A. Yes.  Daily balancing should not be implemented unless and until 555 

transportation customers have timely and useful access to customer 556 

usage data.  Transportation customers must be provided with the 557 

necessary tools to operate under the stricter provisions of daily balancing 558 

proposed by the Company and myself. 559 

V. Group Balancing Tariff 560 
Q. Please describe the tariff provisions that a supplier must follow when 561 

serving multiple transportation customers under the Company’s current 562 

transportation tariffs. 563 

A. A supplier acting as an agent for multiple transportation customers in the 564 

Company’s service territory is required to follow the same rules in SC 76 565 

and Rider OT as each individual transportation customer.  Even though an 566 

agency agreement may exist between a supplier and its customers, the 567 

Company holds the customer, rather than the supplier, ultimately 568 

responsible for all obligations under the Company’s tariff.  Suppliers are 569 

not permitted to group customer accounts for the purposes of nominating 570 

gas to the Company’s system, injecting gas into and withdrawing gas from 571 

storage, and balancing usage with deliveries.  That is, suppliers are 572 

required to make an individual nomination for each transportation 573 

customer.  Storage withdrawals and injections are tracked separately for 574 

each account.  Except in the case of multiple accounts owned by the 575 

same customer, transportation customer deliveries and usage must be 576 

balanced at the individual account level. 577 

 578 
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Q.  Do you recommend any changes to the method in which the Company 579 

requires transportation customers to make nominations and balance their 580 

deliveries with usage? 581 

A. Yes.  I recommend that the Company implement a group balancing tariff 582 

for its SC 76 and Rider OT transportation customers. For SC 76, a move 583 

from monthly to daily balancing should be contingent on the 584 

implementation of a group balancing service.  Like the installation of 585 

metering equipment that provides timely and useful information, the move 586 

from monthly to daily balancing should not take place unless and until 587 

group balancing is made available to SC 76 customers.  A group 588 

balancing tariff would allow suppliers, or agents representing multiple 589 

transportation customers, to group together customer accounts for the 590 

purposes of nominating gas to the Company’s system, managing 591 

customers’ storage accounts, and balancing deliveries with usage.  The 592 

group balancing rider should provide separate options to group Rider OT 593 

customers and SC 76 customers.   594 

 595 

Q. Why do Rider OT customers and SC 76 customers need to be grouped 596 

separately? 597 

A. Rider OT and SC 76 will likely have different balancing requirements and 598 

different options to balance usage and deliveries.  Further, customers on 599 

Rider OT are provided storage banks whereas SC 76 customers receive 600 

no storage allocation.  These tariff provisions create administrative 601 
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difficulties that prevent the inclusion of Rider OT and SC 76 customers in 602 

the same group for balancing purposes. 603 

 604 

Q What benefits can be derived from group balancing? 605 

A. Group balancing reduces the cost of serving transportation customers for 606 

suppliers and the utility.  Group balancing eases any administrative 607 

burden the utility may incur when required to track individual transportation 608 

customer account activity and allows for a more accurate measure of the 609 

costs that transportation customers impose on the gas system.  Group 610 

balancing also reduces the transaction costs incurred by a supplier or 611 

agent managing multiple transportation customer accounts.  For example, 612 

a supplier with a group of 30 customers would only be required to make 613 

one nomination instead of 30 individual nominations.  The single 614 

nomination is compared against the aggregate usage of the group for 615 

balancing purposes.  Group balancing across customer accounts also 616 

reduces the level of imbalance charges assessed to transportation 617 

customers at no additional supply expense to the Company or bundled 618 

service customers.   619 

  Q. Can group balancing help transportation customers avoid imbalance 620 

penalties without harming bundled service customers? 621 

A. Yes.  Consider two scenarios involving one supplier that serves two SC 76 622 

customers (customer A and customer B) served by the same pipeline.  623 

Further, assume that each customer consumes 1000 therms and the 624 
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customers face the same cash-out of daily imbalances that I propose 625 

above.  626 

 627 

In scenario 1, the supplier is required to balance customer accounts 628 

individually.  The supplier nominates 800 therms for customer A and 1200 629 

therms for customer B.  Customer A would have an imbalance of negative 630 

200 therms.  So, Customer A would be required to purchase 200 therms 631 

from the Company.   160 therms would be purchased at 100% of the 632 

market price and the remaining 40 therms would be purchased at 110% of 633 

the market price.  Customer B would have a positive imbalance of 200 634 

therms and those 200 therms would be sold back to the Company at 635 

100% of the market price because the imbalance falls within the 20% 636 

deadband.  637 

 638 

In scenario 2, the supplier is allowed to include multiple transportation 639 

customers in a group.  The supplier nominates 2000 therms on behalf the 640 

group consisting of customer A and customer B, matching the group’s 641 

daily usage of 2000 therms (1000 therms for customer A and 1000 therms 642 

for customer B).  No cashout is required. 643 

 644 

A comparison of scenario 1 and scenario 2 demonstrates the inherent 645 

inequity and inefficiency of requiring individual account balancing.  In 646 

scenario 1, customers A is assessed what is essentially an imbalance 647 

penalty for failing to fall in the 20% deadband.  In scenario 2, there is no 648 
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cashout because the aggregate amount of gas delivered to the Company's 649 

system was equal to the aggregate use of the customers in the group.  650 

However, the impact on the Company’s system is the same in both 651 

scenarios – 2000 therms delivered and 2000 therms consumed.  The 652 

Company’s supply obligations remain unchanged across both scenarios; 653 

however, in scenario 1, customer A is required to purchase gas from the 654 

Company at above market prices and charged as if the imbalance 655 

impacted the Company’s gas costs.  In scenario 2, when the supplier is 656 

permitted to group customer A and customer B for balancing purposes, 657 

imbalance charges and cashouts are avoided.  Transportation customers 658 

are better off under scenario 1, and bundled service customers are no 659 

worse off because the Company’s supply obligations remain unchanged 660 

across both scenarios. 661 

 662 

Q. Do other Illinois gas utilities allow suppliers or agents to group 663 

transportation customers for the purposes of nominating gas to the 664 

Company’s system, managing customers’ storage accounts, and 665 

balancing deliveries with usage? 666 

A. Yes.  Peoples Gas Light and Coke Company, North Shore Gas Company, 667 

MidAmerican Energy Company, Nicor Gas Company, AmerenCIPS, and 668 

AmerenUE all have tariff provisions that allow suppliers to group 669 

transportation customer accounts.  AmerenCIPS’ Rider G, Group 670 

Balancing Service, is attached to my direct testimony as Schedule 8.02.  It 671 

provides an example of a rider that allows suppliers to group 672 
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transportation customer accounts for the purposes of nominating gas to 673 

the city-gate, managing customers’ storage Banks, and balancing 674 

deliveries with usage.  I recommend that the Company use these tariffs as 675 

a starting point for developing a tariff that would permit group 676 

management of multiple transportation accounts by a single supplier. 677 

 678 

VI. Pipeline Penalties 679 
Q. Please explain how the Company proposes to assess pipeline penalties to 680 

transportation customers. 681 

A. On days when imbalance penalties or fees are assessed to the Company 682 

by interstate pipelines, the Company proposes to aggregate the penalties 683 

and fees and, then, divide the aggregated penalties by the therms 684 

associated with the imbalance.  The result is the Critical Day Imbalance 685 

Charge (“CDIC”), which is applied to those therms contributing to pipeline 686 

penalties or fees.  "For an SC 76 customer, the charge would apply to 687 

therms of Critical Day Imbalance, which is that imbalance in excess of the 688 

greater of 10% of the customer's nomination or 1,000 therms that 689 

contributed to the penalties or fees."  (IP Exhibit 8.1, p. 10) That is, the 690 

Company proposes to assess the CDIC to each transportation customer 691 

based on their individual imbalances.  In contrast, bundled service 692 

customers would be treated as a group rather than assessed penalties 693 

individually.  694 

 695 
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Q. Do you have any concerns with the Company's proposed Critical Day 696 

Imbalance Charge? 697 

A. Yes.  The Company's proposed method of assessing pipeline penalties to 698 

transportation customers does not consider the impact of transportation 699 

customer activity on the system.  Rather, it focuses on the actions of each 700 

individual customer but disregards whether transportation customers, as a 701 

group, contributed to system imbalances that resulted in pipeline 702 

penalties.  Under the Company’s proposal, it is possible for individual 703 

transportation customers to be assessed a CDIC even if aggregate 704 

transportation customer imbalances were in the opposite direction of the 705 

imbalance that resulted in the assessment of pipeline penalties.  That is, 706 

the total imbalance associated with transportation customer deliveries and 707 

usage could actually lower the pipeline penalties assessed to the 708 

Company but individual transportation customers would still be assessed 709 

a CDIC.  On the other hand, bundled service customers would be treated 710 

as a group under the Company’s proposal.  This bifurcated treatment of 711 

bundled service customers and transportation customers is inherently 712 

unfair.  713 

      714 

Q. What is your recommendation with respect to the allocation of pipeline 715 

penalties? 716 

A. I recommend that transportation customers be treated as a group rather 717 

than individually for the purpose of assessing pipeline penalties.  718 

Aggregate transportation customer imbalances should be used to 719 
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determine transportation customer responsibility for pipeline penalties.  720 

Transportation customers that had an imbalance in the same direction as 721 

the pipeline imbalance would then be assessed their share of the total 722 

pipeline penalties allocated to the aggregate transportation customer 723 

imbalance. 724 

 725 

Q. Do other Illinois gas utilities use the same methodology to assess pipeline 726 

penalties as you recommend above? 727 

A. Yes.  AmerenCIPS and AmerenUE allocate pipeline penalties by first 728 

calculating the aggregate transportation customer imbalance to determine 729 

transportation customer responsibility for pipeline penalties.  I recommend 730 

that the Company adopt the following language from AmerenCIPS Rider T 731 

– Transport Gas and Stand-by Service: 732 

The Customer may be allocated that proportion of the 733 
transportation group’s penalty charges equal to the amount 734 
the Customer’s imbalance contributed to the creation of such 735 
charges, as a percentage of the contribution of all 736 
transportation Customers to the creation of such charges. 737 

VII. Administrative Charges 738 
Q. Please describe the administrative charges in SC 76 and Rider OT. 739 

A. Rider OT and SC 76 contain transportation-specific Administrative 740 

Charges of $20.00 per month for a single-billing meter and an additional 741 

$8.50 for each additional billing meter placed within a customer's delivery 742 

locations governed by a single transportation contract.   743 

 744 
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Q. What costs does the Company propose to recover through the 745 

transportation-specific Administrative Charges in Rider OT and SC 76? 746 

A. It is my understanding that the Company proposes to recover labor costs 747 

associated with various gas transportation administration functions.  748 

These costs are largely fixed and do not vary with the number of 749 

customers that choose transportation service. 750 

 751 

Q. Do you have any concerns over the assessment of transportation-specific 752 

Administrative Charges? 753 

A. Yes.  The administrative costs are inefficiently allocated to and recovered 754 

from a small number of customers that currently take transportation 755 

service even though a much larger number of customers are eligible for 756 

transportation service.  Because the administrative costs associated with 757 

the provision of transportation service are largely fixed and independent of 758 

the number of customers on transportation service, the Company does not 759 

incur significant cost increases when additional customers choose 760 

transportation service.  However, customers, particularly smaller volume 761 

customers, are unduly discouraged from taking transportation services by 762 

the relatively high Administrative Charge.  Such customers are unduly 763 

discriminated against because the benefits achieved from transportation of 764 

customer-owned gas would exceed the Company’s marginal cost of 765 

serving an additional transportation customer but would not exceed the 766 

cost of the Administrative Charge.  Recovering the administrative costs 767 

only from transportation customers creates a vicious circle.  A small 768 
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number of customers choose transportation service due to the high 769 

Administrative Charge, and the Administrative Charge is high because few 770 

customers take transportation service. 771 

 772 

Q. Do you have any recommendations with respect to recovery of the 773 

administrative costs associated with the provision of transportation 774 

service? 775 

A. Yes.  I recommend that the largely fixed administrative costs associated 776 

with the provision of transportation service be allocated to all customers 777 

eligible for transportation service.  This would give some commercial and 778 

industrial customers a more realistic option to take transportation service 779 

and result in a minimal increase to commercial and industrial customer 780 

rates. 781 

 782 

Q. Would sales customers be subsidizing transportation customers under 783 

your proposal to allocate the transportation-specific administrative costs to 784 

all eligible customers rather than just those customers taking 785 

transportation service? 786 

A. Arguably, my proposed allocation might be considered a subsidy to some 787 

extent.  However, the increase in base rates for eligible customers would 788 

be minimal and, in this case, I believe it is warranted.  My proposed 789 

allocation eliminates the inefficiencies created by smaller volume 790 

customers being effectively precluded from transportation.  It also provides 791 

sales customers with a more feasible option to choose transportation 792 
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service -- an option that provides value, or may provide future value, even 793 

if it is not exercised immediately.   794 

 795 

Q. Please describe the exact methodology that you recommend for allocating 796 

costs to all eligible customers. 797 

A. I recommend allocating the transportation-specific administrative costs 798 

across all customer classes that are eligible to take transportation service.  799 

The costs should be allocated based on each rate class’ share of the total 800 

number of transportation customers.  The costs should be recovered 801 

through the Facilities Charge of each rate class eligible to take 802 

transportation service under either Rider OT or SC 76.  These rate classes 803 

include: Service Classification 63 – Small Volume Firm Gas Service, 804 

Service Classification 64 – Intermediate Volume Firm Gas Service, 805 

Service Classification 65 – Large Volume Firm Gas Service, and the 806 

proposed Service Classification 66 – Seasonal Gas Service, and any 807 

other transportation eligible rate class that may arise as a result of the 808 

Commission Final Order in the instant proceeding. 809 

 810 

Q. Is Staff witness Peter Lazare aware of your proposed elimination of the 811 

transportation-specific administrative charges to Rider OT and SC 76? 812 

A. Yes.  Mr. Lazare and I have discussed the proposal, and he is prepared to 813 

incorporate the proposal into his cost of service study and rate design.  814 

However, due to the relatively minor impact of the proposal and the 815 
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possibility of a need to make adjustments moving forward, he has yet to 816 

incorporate this proposal into his testimony. 817 

VIII. Cashout Price 818 
Q. What cashout price does the Company propose to apply to SC 76 and 819 

Rider OT customer imbalances? 820 

A. On pages 12 and 16 of Company Exhibit 8.1, Mr. Blackburn discusses a 821 

Chicago citygate index price that would be used to cashout customer 822 

imbalances under Rider SC 76 and Rider OT.  This Chicago citygate index 823 

price is referred to as “Chicago Citygate Price” in the proposed SC 76 and 824 

Rider OT.  (IP Exhibit 8.2)  According to the Company’s proposed 825 

Standard Terms and Conditions, “Chicago Citygate Price means that price 826 

published in Gas Daily for the Chicago citygate, or in the absence of such 827 

publication, the price for a substantially similar point published in an 828 

alternate publication.”  (Ibid) 829 

 830 

Q. Do you have any concerns with respect to the Company’s proposal to 831 

cashout transportation customer imbalances using a Chicago citygate 832 

index? 833 

A. Yes.  The Company’s testimony and proposed tariffs do not clarify the 834 

exact price that would be used to cashout imbalances.  The Company 835 

proposes to cashout SC 76 imbalances on a daily basis but cashout Rider 836 

OT imbalances at the end of the billing period.  It seems logical that the 837 

daily price would be used to cashout daily imbalances under the proposed 838 
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SC 76.  However, it is unclear exactly how the same price would be 839 

applied to Rider OT billing period imbalances. 840 

 841 

Q. What is your recommendation with respect to the cashout prices in SC 76 842 

and Rider OT? 843 

A. I recommend that the Company propose tariff language that clarifies the 844 

exact price to be used for imbalance cashouts under Rider OT and SC 76. 845 

IX. Conclusion 846 
Q. Please summarize your recommendations. 847 

A. A summary of my recommendations follows: 848 

1) I conditionally recommend a move from monthly to daily balancing 849 

of SC 76 customers and the elimination of Level 3 DASS, CBS, and 850 

Firm Gas Service.   My support is conditioned upon the 851 

implementation of my proposed daily imbalance cashout schedule 852 

with its 20% deadband, metering that provides timely and useful 853 

access to customer data, and group balancing. 854 

855 
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 855 

2) I recommend the following daily imbalance cash-out schedule for 856 

SC 76 customers: 857 

Nomintations greater than Company pays  90% of the Chicago 858 
120% of actual use Customer  citygate index price 859 
 860 
Nominations greater than Company pays  100% of the Chicago 861 
100% but less than or equal Customer  citygate index price 862 
to 120% of actual use 863 
 864 
Nominations greater than or Customer pays  100% of the Chicago 865 
equal to 80% but less than Company  citygate index price 866 
100% of actual use 867 
 868 
Nominations less than 80% Customer pays  110% of the Chicago 869 
of actual use Company  citygate index price  870 
 871 
 872 
3) I recommend that the Company include language in SC 76 that 873 

explicitly states the method for calculating the Best Efforts Gas 874 

Cost and describe the treatment of all costs and revenues 875 

associated with the service. 876 

 877 

4) I recommend that the Company install the appropriate metering 878 

equipment at the customer site to record daily usage in a timely 879 

fashion and make that usage available electronically to customers, 880 

agents and suppliers.  Usage should be made available no more 881 

than one to two days after it is recorded. 882 

 883 

5) I recommend that the Company implement a group balancing rider 884 

that would allow suppliers or agents representing multiple 885 
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transportation customers to group together customers accounts for 886 

the purposes of nominating gas to the Company’s system, 887 

managing customers’ storage Banks, and balancing deliveries with 888 

usage.  I recommend that the Company use AmerenCIPS’ Rider G, 889 

attached to my direct testimony as Schedule 8.02, as a starting 890 

point for developing a tariff that would permit group management of 891 

multiple transportation accounts by a single supplier or agent. 892 

 893 

6) I recommend that the Company assess pipeline imbalance charges 894 

based on aggregate transportation customer imbalances and adopt 895 

the following tariff language to implement this recommendation: 896 

The Customer may be allocated that proportion of the 897 
transportation group’s penalty charges equal to the amount, 898 
the Customer’s imbalance contributed to the creation of such 899 
charges, as a percentage of the contribution of all 900 
transportation Customers to the creation of such charges. 901 

 902 
7) I recommend that the largely fixed administrative costs associated 903 

with the provision of transportation service be allocated to all 904 

customers eligible for transportation service. 905 

 906 

8) I recommend that the Company propose tariff language that 907 

clarifies the exact price to be used for imbalance cashouts under 908 

Rider OT and SC 76. 909 

 910 

Q. Does this conclude your testimony? 911 

A. Yes. 912 












