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Initial Brief of The Peoples Gas Light and Coke Company  
 

Pursuant to Section 200.800 of the Illinois Commerce Commission’s 1 

(“Commission”) Rules of Practice (83 Ill. Admin. Code §200.800) and the 2 

schedule established by the Administrative Law Judges on May 30, 2007, The 3 

Peoples Gas Light and Coke Company (“Respondent” or “Peoples Gas”) submits 4 

its Initial Brief in the above-captioned proceeding.  5 

I. Introduction 6 

Pursuant to Section 9-220 of the Public Utilities Act (“Act”), the 7 

Commission initiated the instant proceeding by order dated November 22, 2005.  8 

The order required Respondent to present evidence reconciling revenue 9 

collected under the purchased gas adjustment clause (Rider 2, Gas Charge) with 10 

the actual costs prudently incurred and recoverable under Rider 2, for the twelve 11 

months ended September 30, 2005, Respondent’s fiscal year 2005. 12 

Section 9-220(a) of the Act provides, in pertinent part, that:  13 
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Annually, the Commission shall initiate public hearings to 14 
determine whether the [purchased gas adjustment] 15 
clauses reflect actual costs of fuel, gas, power, or coal 16 
transportation purchased to determine whether such 17 
purchases were prudent, and to reconcile any amounts 18 
collected with the actual costs of fuel, power, gas, or 19 
coal transportation prudently purchased. 20 

220 ILCS 5/9-220(a).   21 

 In accordance with Section 9-220(a) of the Act, the Commission evaluates 22 

prudence under the following standard: 23 

Prudence is that standard of care which a reasonable person 24 
would be expected to exercise under the same 25 
circumstances encountered by utility management at the 26 
time decisions had to be made.  In determining whether a 27 
judgment was prudently made, only those facts available at 28 
the time judgment was exercised can be considered.  29 
Hindsight review is impermissible. 30 
 31 
Imprudence cannot be sustained by substituting ones’ 32 
judgment for that of another.  The prudence standard 33 
recognizes that reasonable persons can have honest 34 
differences of opinion without one or the other necessarily 35 
being “imprudent.” 36 

 37 
Commonwealth Edison Company, Docket No. 84-0395, Order dated October 7, 38 

1987, at 17.  Also see, Illinois Power Co. v. Illinois Commerce Comm., 245 Ill. 39 

App. 3d 367, 371 (3rd Dist. 1993).   40 

Section III describes uncontested issues.  Section IV addresses the 41 

prudence of gas costs that Respondent incurred and flowed through its Gas 42 

Charge in fiscal year 2005.  Section V addresses proposals related to reopening 43 

this proceeding after the Commission issues a final order.  Section VI addresses 44 

the accuracy of Respondent’s reconciliation of costs and revenues.     45 
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II. Executive Summary 46 

As required by the Commission’s initiating order, Peoples Gas presented 47 

evidence supporting its reconciliation of revenues with prudently incurred gas 48 

costs; it showed that its fiscal year 2005 gas costs were prudently incurred, 49 

although it agreed not to contest a recommended disallowance of approximately 50 

$2.1 million; and it proffered evidence of its price protection program.  There is 51 

substantial evidence supporting Peoples Gas’ reconciliation statement, adjusted 52 

to reflect the uncontested disallowance, and the prudence of its gas costs.  53 

First, there are several uncontested issues in this proceeding, namely: 54 

 Peoples Gas’ requested Factor O of $10,662,268.27 to flow its 55 

fiscal year 2005 hub services revenues through the Commodity 56 

Gas Charge; 57 

 Peoples Gas’ agreement not to contest a recommended 58 

$2,125,334 disallowance associated with a supply contract in effect 59 

in October 2004; 60 

 Peoples Gas’ agreement to consistently and routinely bill third 61 

parties for its estimated cost of gas lost as a result of damage to 62 

gas lines by third parties;  63 

 Peoples Gas’ agreement to address certain supply and capacity 64 

agreements in its Docket No. 06-0752 testimony; and 65 

 Other than two recommendations associated with the bank gas 66 

liability issue, there are no recommended disallowances and no 67 

other proposed changes to Peoples Gas’ reconciliation statement. 68 
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Second, there are two recommended, contested disallowances associated 69 

with Peoples Gas’ bank gas liability.  The bank gas liability is a function of 70 

Peoples Gas’ end use transportation programs.  When transportation customers 71 

deliver gas in excess of their requirements, this creates a liability for Respondent 72 

to deliver an amount equal to that excess at some later time when the customers’ 73 

requirements are less than their deliveries.  During the reconciliation year, 74 

Respondent discovered and corrected an error in the quantity used in the liability 75 

calculation.  The error meant that sales customers had received the benefit of 76 

almost 1.3 million dekatherms of gas without paying for that gas.  The correction 77 

meant that gas costs would accurately reflect the benefit.   78 

The fact that the correction was necessitated by a flaw in Peoples Gas’ 79 

procedure is not relevant to the recoverability and prudence of the costs.  The 80 

fact that the error likely existed prior to the reconciliation year and that the prior 81 

reconciliation years are the subject of final Commission orders is not relevant to 82 

the recoverability and prudence of the costs.  Peoples Gas accurately computed 83 

the correction, the costs resulting from the correction are properly included in the 84 

Gas Charge, and the recommended disallowances should be rejected.  85 

Finally, there is testimony about the possible effect of an ongoing 86 

management audit of Peoples Gas’ gas supply functions.  It is premature to 87 

address how, if at all, that audit may affect this proceeding.  If the Commission or 88 

any other interested party believes that the audit warrants re-opening this docket 89 

in the future, the Commission’s rules address such a situation.  These rules, not 90 

the order, are the proper vehicle to address the audit question.   91 
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III. Uncontested Issues 92 

A. Requested Factor O for Hub Revenues 93 

 Peoples Gas requested a Factor O of $10,662,268.27.  Resp. Ex. A, p. 12; 94 

Resp. Ex. 1, p. 2 of 9, line 14.  This is the amount of Peoples Gas’ fiscal year 95 

2005 revenues from its interstate storage and transportation services (“hub” 96 

services).  Pursuant to the Commission’s March 28, 2006 orders in Docket Nos. 97 

01-0707, 02-0727, 03-0705 and 04-0683, Peoples Gas flows hub services’ 98 

revenues through its Gas Charge.  Peoples Gas would flow the requested Factor 99 

O through the Commodity Gas Charge.  Resp. Ex. A, pp. 11-12.  Commission 100 

Staff witness Dianna Hathhorn included this requested Factor O in one of her 101 

schedules.  ICC Staff Ex. 1.0, Sch. 1.2, Col. B, line 14.  Citizens Utility Board and 102 

City of Chicago (“CUB-City”) witness Jerome Mierzwa refers to the requirement 103 

to flow the hub revenues through the Gas Charge and does not otherwise 104 

comment on the requested Factor O.  CUB-City Ex. 1.0, p. 8.   105 

 B. Gas Purchase and Agency Agreement 106 

 Commission Staff witnesses Dennis Anderson and David Rearden and 107 

CUB-City witness Mr. Mierzwa recommended a disallowance associated with 108 

October 2004 purchases under Peoples Gas’ Gas Purchase and Agency 109 

Agreement (“GPAA”).  ICC Staff Ex. 2.0, p. 3; ICC Staff Ex. 3.0, pp. 4-6; CUB-110 

City Ex. 1.0, pp. 5-8.  Dr. Rearden recommended a disallowance of $2,125,334.  111 

ICC Staff Ex. 3.0, p. 6; also see ICC Staff Ex. 1.0, Sch. 1.3, Col. D, line 5.  112 

Peoples Gas did not contest the Staff’s proposed disallowance.  Resp. Ex. F, p. 113 
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3.  Mr. Mierzwa accepted the Staff’s recommendation in lieu of his own.  CUB-114 

City Ex. 2.0, p. 3.       115 

 C. Third Party Damage to Peoples Gas’ Facilities 116 

Ms. Hathhorn recommended that Peoples Gas “consistently and routinely 117 

bill third parties for its estimated cost of gas lost as a result of damage to gas 118 

lines by third parties.”  ICC Staff Ex. 1.0, p. 14.  Currently, Peoples Gas bills for 119 

lost gas in the few cases where there is a significant gas release.  Generally, the 120 

quantity of gas lost when a third party damages Peoples Gas’ facilities would be 121 

small.  However, Peoples Gas accepted Ms. Hathhorn’s recommendation to 122 

estimate a quantity and value of gas lost and routinely include this in its bill for 123 

damages.  As recommended by Ms. Hathhorn, Peoples Gas will flow amounts 124 

recovered from third parties for lost gas through the Gas Charge.  Resp. Ex. D, 125 

pp. 28-29. 126 

Peoples Gas proposed a method for estimating damages.  A few key 127 

factors affect the quantity of gas lost when a third party damages Peoples Gas’ 128 

facilities, notably size of the pipe, pressure, whether the pipe is fully or partially 129 

open and how long it is open.  Peoples Gas developed a table that it proposed to 130 

use to estimate gas lost based on these key factors.  Resp. Ex. D, p. 29 and Sch. 131 

4.  Peoples Gas respectfully requests that the Commission find that this is a 132 

reasonable approach to billing for lost gas from third party damage to Peoples 133 

Gas’ facilities.  134 
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D. Issues that Peoples Gas Will Address in Docket No. 06-0752 135 

Staff witness Mr. Anderson recommended that Peoples Gas address two 136 

topics in its fiscal year 2006 gas charge reconciliation direct testimony (Docket 137 

No. 06-0752).  First, he recommended that, if Peoples Gas continues to retain its 138 

Rate Schedule NSS storage with Natural Gas Pipeline Company of America 139 

(“Natural”), then it should address its use of this storage.1  ICC Staff Ex. 2.0, p. 6.  140 

Second, he recommended that, if Peoples Gas awards supply contracts that 141 

combine different supply options, then it should address how this lowers gas 142 

costs relative to issuing separate RFPs.2  ICC Staff Ex. 2.0, p. 7.  Peoples Gas 143 

agreed to these recommendations.  ICC Staff Ex. 5.0, Attachments A and B.  Mr. 144 

Anderson testified that this satisfied the concerns identified in his direct 145 

testimony.  ICC Staff Ex. 5.0, pp. 2-3.  Neither Mr. Anderson nor Dr. Rearden 146 

recommended a gas cost disallowance associated with either issue.  Mr. 147 

Mierzwa did not address these contracts. 148 

IV. Prudence of Gas Costs Incurred 149 

A. Peoples Gas’ Purchasing Practices and the Resulting Gas 150 
Costs Are Prudent 151 

As required by the Commission’s initiating order (p. 2), Peoples Gas 152 

presented extensive evidence showing that its gas supplies purchased during the 153 

reconciliation period were prudently purchased.  During the reconciliation year, 154 

                                            
1   Dr. Rearden also testified about this storage service.  ICC Staff Ex. 3.0, pp. 19-22.  In 
response to Mr. Anderson’s and Dr. Rearden’s testimony, Peoples Gas offered extensive 
evidence in this proceeding about the prudence of the gas costs associated with this storage 
service and the reasonableness of its management of the service.  Resp. Ex. D, pp. 16-19.    
2   Dr. Rearden also testified about these contracts.  ICC Staff Ex. 3.0, pp. 6-18.  In response to 
Mr. Anderson’s and Dr. Rearden’s testimony, Peoples Gas offered extensive evidence in this 
proceeding about the RFP to procure this supply and the reasonableness of purchasing a service 
that included more than one component.  Resp. Ex. D, pp. 4-16. 
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Peoples Gas’ processes for developing and administering its gas supply and 155 

capacity portfolio to meet its customers’ requirements were prudent and the 156 

resulting gas costs were prudently incurred.  Notably, other than the 157 

recommendation related to the GPAA, which Peoples Gas is not contesting, 158 

there are no recommended disallowances associated with the portfolio and its 159 

administration.  160 

In general, personnel in Peoples Gas’ Gas Supply Department, and 161 

others, as appropriate, developed specific gas supply recommendations for 162 

management approval.  The Gas Supply and Engineering Division was 163 

responsible for entering into and administering supply and capacity contracts.  164 

Each month, Gas Supply Department personnel met to address purchasing 165 

decisions for the upcoming month.  On a daily basis, as changing requirements 166 

and the market dictated, these personnel addressed any changes necessary to 167 

accommodate the need for additional supply or capacity or the opportunity to 168 

release additional supply or capacity.  Resp. Ex. B, p. 3. 169 

During the reconciliation year, Respondent made three changes to the 170 

storage piece of its capacity portfolio.  First, it did not renew a storage contract 171 

with Panhandle Eastern Pipe Line Company.  The combined services provided 172 

by Natural and ANR Pipeline Company (“ANR”) gave Peoples Gas the necessary 173 

flexibility.  Second, it reduced the amount of Rate Schedule DSS storage 174 

capacity that it purchased from Natural.  Third, it increased the amount of Rate 175 

Schedule FSS storage capacity that it purchased from ANR.  The increased ANR 176 

service replaced the decreased DSS service.  The Natural and ANR storage 177 
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services provide the appropriate storage flexibility to Peoples Gas on a daily, 178 

monthly and annual basis.  There were no significant changes to Respondent’s 179 

firm transportation portfolio.  Resp. Ex. B, pp. 7-8.  Capacity (both pipeline 180 

storage and transportation) transactions are subject to contracts with the 181 

pipelines and the pipelines’ FERC Gas Tariffs.  Resp. Ex. B, p. 6. 182 

Respondent purchased several different types of supply in fiscal year 183 

2005.  It purchased the majority of its supply under firm contracts with suppliers.  184 

Respondent made these purchases under the terms of its individual contracts 185 

with each supplier.  Generally, the nature of the service under the contracts was 186 

either “baseload” or “swing.”  A baseload contract obligates Respondent to 187 

purchase the full contract quantity each day of the contract term.  A swing 188 

contract permits Respondent to take any portion of its daily contract quantity on 189 

any day, subject to timely nominations to the seller and pipeline transporter.  The 190 

GPAA and two other citygate supply agreements with capacity release features 191 

each included baseload and swing supply.  Resp. Ex. B, p. 5. 192 

Respondent purchased a portion of its total supply as spot purchases from 193 

over twenty suppliers.  It made spot purchases from these suppliers under the 194 

terms of the individual master contracts that Respondent had with each of them.  195 

These spot transactions typically provided gas on a short-term basis.  Resp. Ex. 196 

B, p. 6.   197 

A significant portion of Respondent’s end use market opts for deliveries of 198 

customer-owned gas under Respondent’s Schedule of Rates for Gas Service 199 
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(“Tariff”).  This gas was another source available to Respondent for system 200 

supply.  Resp. Ex. B, p. 5.   201 

Finally, Respondent purchased supply from its affiliate, Peoples Natural 202 

Gas Liquids, LLC, under a Commission-approved contract (Docket No. 96-0452).  203 

Resp. Ex. B, p. 6. 204 

Several months prior to the beginning of the reconciliation year, Peoples 205 

Gas sent a request for proposals (“RFP”) to interested parties for the purpose of 206 

obtaining competitive offers for citygate supplies.  Peoples Gas sent the RFP to 207 

thirteen suppliers, and received bids from eleven of them.  It awarded contracts 208 

to two suppliers.  The accepted bids included the most favorable pricing terms 209 

and met all other requirements that Peoples Gas prescribed in the RFP.  210 

Together, these two agreements accounted for approximately 30% of fiscal year 211 

2005 purchases.  Resp. Ex. B, pp. 6-7.   212 

In addition, Peoples Gas sent an RFP to interested parties for the purpose 213 

of obtaining competitive offers for baseload supplies.  Peoples Gas sent the RFP 214 

to sixty-three suppliers, and it received bids from eleven of them.  It awarded 215 

contracts to six suppliers.  These baseload agreements accounted for about 40% 216 

of Peoples Gas’ fiscal year 2005 purchases.  Peoples Gas also issued RFPs to 217 

procure supply to fill its purchased storage services and its company-owned 218 

storage field (Manlove field).  Resp. Ex. B, p. 7. 219 

B. Peoples Gas Took Appropriate Steps to Mitigate Price 220 
Volatility 221 

As required by the Commission’s initiating order (p. 2), Peoples Gas 222 

presented evidence describing the measures it took to insulate the Gas Charge 223 
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from price volatility in the wholesale natural gas market, including explaining the 224 

hedging strategies it used.  Peoples Gas took several steps to address price 225 

volatility.   226 

First, it followed a price protection program designed to mitigate the 227 

effects of gas price volatility.  Under this program, Peoples Gas protected a 228 

significant portion of its purchases at fixed prices or within fixed-price collars.  It 229 

either hedged these purchases physically through fixed forward purchases 230 

directly with a supplier or by use of financial instruments.  Under its plan, Peoples 231 

Gas began executing its hedges approximately eight months prior to the start of 232 

each season (i.e., winter or summer).  The timing of the transaction execution 233 

approximates a dollar cost averaging approach and results in 100% of the 234 

planned hedges in place prior to the season.  (The term “dollar cost averaging” 235 

means that Peoples Gas executed its hedge transactions relatively evenly over 236 

the eight months prior to the hedged period.  This is in contrast to, for example, 237 

purchasing all of the hedges eight months prior or waiting until one month prior to 238 

the hedged period to purchase the hedges.)  Under normal weather conditions, 239 

Peoples Gas would expect to hedge between 50% and 60% of its annual 240 

purchases.  Resp. Ex. B, p. 9. 241 

Second, Peoples Gas’ company-owned and purchased seasonal storage 242 

provided a natural physical hedge.  Resp. Ex. B, p. 10.    243 

Third, Peoples Gas purchased gas from a variety of parties and from 244 

different producing regions to protect against regional price anomalies.  Resp. 245 

Ex. B, p. 10.   246 
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This approach partially insulated customers against price volatility.  By 247 

taking fixed price positions on a large portion of its anticipated baseload 248 

purchases, Peoples Gas dampened the effect that large swings in gas prices 249 

have on its total gas costs.  This, in turn, led to more stable prices for Peoples 250 

Gas’ customers.  Absent Peoples Gas’ program, customers would be exposed to 251 

the full risk of market fluctuations.  The program was aimed at dampening 252 

volatility, which it did, and not at guaranteeing the lowest possible price for gas.  253 

Resp. Ex. B, p. 10.  254 

C. The Bank Gas Liability Correction Represents Prudently 255 
Incurred Gas Costs 256 

Peoples Gas corrected the bank gas liability, and this caused an increase 257 

of approximately $8.6 million to its fiscal year 2005 gas costs.3  The correction 258 

increased the quantity of gas used to calculate the bank gas liability.  Prior to the 259 

correction, customers received the benefit of gas delivered by Peoples Gas’ 260 

transportation customers, but they had not paid for that benefit.  In particular, 261 

they had not paid for the gas and the related liability that Peoples Gas has under 262 

its transportation programs to deliver customer-owned gas accounted for in the 263 

customers’ banks.  The correction meant that Peoples Gas’ gas costs accurately 264 

reflected recoverable gas costs to serve customers.       265 

Specifically, Peoples Gas reconciled the volumes used to calculate the 266 

bank gas liability recorded in the general ledger and the actual balance in the 267 

subsidiary ledgers that track transportation customers’ bank gas quantities.  The 268 

bank gas quantity calculated in the customer billing systems was approximately 269 

                                            
3   The precise amount of the correction was $8,633,110.50.  Resp. Ex. C, Sch. 1, line 5. 
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1.3 million dekatherms (dth) greater then the accounting records.4  Resp. Ex. C, 270 

p. 3.  As Ms. Hathhorn stated, the correction was strictly an accounting 271 

adjustment.  It did not mean that transportation customers receive more gas from 272 

or owe more gas to Peoples Gas.  ICC Staff Ex. 1.0, p. 7.  Peoples Gas priced 273 

this quantity at the May 2005 commodity LIFO rate5 of $6.69 per dth to determine 274 

the value of the 1.3 million dth and its effect on the bank gas liability and, thus, on 275 

gas costs.  Resp. Ex. C, p. 3 and Sch. 1. 276 

The Staff and CUB-City witnesses questioned the correction.  Ms. 277 

Hathhorn recommended a disallowance of $6,942,621.  ICC Staff Ex. 4.0, p.  278 

3 and Sch. 4.6.6  She questioned if the amount of the correction was correct and 279 

what portion of it related to the reconciliation period.  ICC Staff Ex. 1.0, p. 10; 280 

also see ICC Staff Ex. 4.0, p. 3.  Mr. Mierzwa also recommended a 281 

disallowance.7  For the reasons stated below, the Commission should reject the  282 

                                            
4   The precise quantity of the correction was 1,290,450 dth.  Resp. Ex. C, Sch. 1, line 3. 
5   Peoples Gas prices its storage gas on a last in, first out (“LIFO”) basis.  In any month, the LIFO 
price is the estimated average cost of gas for the fiscal year.  Resp. Ex. C, p. 5. 
6  Ms. Hathhorn initially proposed a disallowance of $8,633,110.50 (ICC Staff Ex. 1.0, p. 6 and 
Sch. 1.6), but, in her rebuttal testimony, she accepted Peoples Gas’ explanation for a portion of 
this amount ($1,690,489.50) and reduced her recommendation accordingly (ICC Staff Ex. 4.0, p. 
3 and Sch. 4.6).  Ms. Hathhorn also proposed a second disallowance related to the bank gas 
liability for what she called a prior period adjustment, and this recommendation is in the amount of 
$812,385.99.  ICC Staff Ex. 1.0, p. 13 and Sch. 1.7; ICC Staff Ex. 4.0, p. 9 and Sch. 4.7.  This 
second recommendation is discussed below. 
7  In his direct testimony, Mr. Mierzwa recommended a disallowance of $8,633,110 (CUB-City Ex. 
1.0, p. 15), but, in his rebuttal testimony, citing Ms. Kallas’s rebuttal testimony, he agreed that a 
portion of the disallowance related to the costs incurred in the reconciliation period.  CUB-City Ex. 
2.0, pp. 11-12.  He also testified that if the Commission were to accept Respondent’s rationale for 
reducing the adjustment, Ms. Kallas’s alternative proposal for a $2.7 million disallowance would 
be reasonable.  CUB-City Ex. 2.0, p. 12.  In her rebuttal testimony, Ms. Kallas sought to address 
concerns about the mismatch between when costs were incurred and when Peoples Gas sought 
to collect the costs by proposing alternatives that address that timing.  Resp. Ex. E, pp. 2, 8-12 
and Sch. 1.  However, for the reasons discussed below, this timing difference does not affect 
recoverability.  If the Commission concludes that the timing issue should be addressed, then 
Peoples Gas respectfully urges the Commission to consider the alternatives supported by Ms. 
Kallas to tie the correction to customers who benefited from the misstated liability.  Resp. Ex. E, 
pp. 10-12 and Sch. 1.       
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recommended disallowances.    283 

1. The Bank Gas Liability Is a Function of the Tariff 284 

End user transportation customers’ deliveries to Peoples Gas do not equal 285 

their consumption.  The difference is accounted for in gas bank accounts 286 

(“GBA”).  Peoples Gas’ Tariff defines the GBA rights.  In general, if a customer’s 287 

deliveries are more than its consumption, then the quantity in that customer’s 288 

GBA increases.  If deliveries are less than consumption, then the GBA balance 289 

decreases.  The GBA balance represents Peoples Gas’ obligation to deliver this 290 

quantity to the customer.  The bank gas liability is the dollar value assigned to 291 

Peoples Gas’ obligation to deliver GBA gas to customers.  Resp. Ex. C, p. 4. 292 

2. The Bank Gas Liability Affects Recoverable Gas Costs 293 

When transportation customers over-deliver gas (i.e., deliver more gas 294 

than they consume), Peoples Gas uses this over-delivery (the GBA gas) as part 295 

of system supply.  In other words, Peoples Gas does not literally store the gas for  296 

the customer, but it becomes part of system supply on the day it is delivered.  297 

Resp. Ex. B, p. 5; Resp. Ex. C, p. 6.  Peoples Gas typically would use this gas to 298 

serve sales customers, and it would displace purchases on that day, which would 299 

reduce that day’s recoverable gas costs.  If Peoples Gas added the gas to its 300 

storage, then, when withdrawn, it would displace requirements that would 301 

otherwise be met through purchases and reduce recoverable gas costs at that 302 

time.  However, the over-delivery creates a Tariff obligation to deliver this gas to 303 

the transportation customer at some later time.  When transportation customers 304 

use more gas than delivered and, as is their Tariff right, take GBA gas, Peoples 305 

Gas must purchase more gas than what is needed for sales customers’ 306 
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requirements or adjust storage activity or both.  This purchase and storage 307 

activity represents recoverable gas costs.  Resp. Ex. C, p. 6. 308 

3. Peoples Gas Includes the Bank Gas Liability in the Gas Charge 309 

When Peoples Gas uses customers’ over-deliveries as system supply, it 310 

adds to gas costs to reflect the value of these quantities and records a liability to 311 

reflect the obligation to deliver this quantity to the transportation customers.  312 

Each month, Peoples Gas re-prices the liability quantity to reflect the liability’s 313 

current value.  Any difference in this new value and previously recorded amount 314 

is also passed through the Gas Charge.  When Peoples Gas delivers GBA gas to 315 

transportation customers, the reduction in the updated liability attributable to the 316 

smaller quantity being priced will offset the additional cost of gas purchased that 317 

month.  Resp. Ex. C, pp. 6-7.  318 

This process provides a link between the gas used by transportation 319 

customers and the cost of that gas.  However, since the GBA balance fluctuates 320 

monthly and is adjusted for price and volume, an exact link between the 321 

customers using this gas and the cost to pay back the gas is not possible.  In a 322 

hypothetical situation where gas costs are not changing, the net effect on the 323 

Gas Charge for using and returning the gas should be zero.  In reality, where 324 

prices are changing, the net effect on the Gas Charge is the change in price per 325 

unit of gas stored.  When this netting occurs depends on how long customers 326 

store the gas with Peoples Gas.  Additionally, the overall balance will be affected 327 

by the net increase or decrease in transportation customers and changes in the 328 

quantity of bank rights available to those customers.  Resp. Ex. C, p. 7. 329 
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4. Peoples Gas Adjusted the Bank Gas Liability to Correct an 330 
Error 331 

Peoples Gas needed to make the GBA correction to reconcile its general 332 

ledger and certain subsidiary ledgers.  Failure to make the correction would 333 

mean that the bank gas liability was understated, and customers had not paid 334 

and would not pay for prudently incurred gas costs.   335 

Each month, Peoples Gas’ Gas Accounting Department compares the 336 

transportation customers’ deliveries to their actual and estimated usage.  This is 337 

based on delivery information from the Gas Transportation Department and 338 

usage information from the billing system.  The difference in these two amounts 339 

increases or decreases the bank gas balance.  Other balance adjustments occur 340 

for bank cash outs where the customer sells its bank balance to Peoples Gas 341 

and for company-owned volumes included in the transportation customers’ actual 342 

and estimated usage such as standby commodity, authorized overtake, and 343 

unauthorized overtake and cash outs where the customer buys gas from Peoples 344 

Gas.  The Tariff defines the amount of company-owned gas sold to customers 345 

and the cash out process, including the circumstances under which a cash out 346 

occurs and the price at which Peoples Gas buys and sells the gas.  The new 347 

balance is priced at the current LIFO price, and the liability on the general ledger 348 

is adjusted accordingly.  Resp. Ex. C, p. 5.  349 

The way Peoples Gas bills transportation customers results in a timing 350 

difference that needed to be, but was not being, reconciled.  The general ledger 351 

included estimated GBA data while the subsidiary ledgers included actual data.  352 

For the GBA balance, the source systems do not reflect a given month-end GBA 353 
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balance until the middle of the following month in order to accommodate large 354 

volume transportation customers who are billed on a calendar month basis.  The 355 

process of obtaining month-end readings and balancing all volumes to pipeline 356 

and pool information results in bills issued after the monthly close of the books.  357 

In order to determine an approximate bank gas balance at month-end, an 358 

estimate of usage is included in the general ledger calculation.  Resp. Ex. C, p. 9. 359 

With or without the correction, Peoples Gas remained obligated to deliver 360 

the full amount of bank gas to transportation customers when they demanded it, 361 

within the Tariff constraints.  As Ms. Hathhorn stated, the correction was an 362 

accounting, not a physical, adjustment (ICC Staff Ex. 1.0, p. 7), and, 363 

consequently, it had no effect on the quantity of gas in the GBA to which 364 

transportation customers had rights.  The full amount of the obligation was the 365 

actual information in the subsidiary ledgers and included in the transportation 366 

customers’ bills.  However, absent the correction, the sales customers, who 367 

used, but did not pay for, the bank gas when transportation customers delivered 368 

it, would not be paying for the gas that they used.  The effect of Ms. Hathhorn’s 369 

and Mr. Mierzwa’s proposed disallowances would be that sales customers 370 

consumed gas for which they will not pay.  Resp. Ex. E, p. 4.   371 

5. The Amount of the Correction Was Accurate  372 

Peoples Gas used the correct data to make the correction.  The correction 373 

is a reconciliation of general and subsidiary ledger data.  The general ledger 374 

included estimated bank data while the subsidiary ledgers included actual data 375 

that was reflected in bills issued after the monthly close of the books.  The data 376 



 

 

 

18 
 

 

from the subsidiary ledgers, i.e., the actual data, were used to support the 377 

correction.  Resp. Ex. E, p. 6.  378 

The subsidiary ledger information is an accurate source because of the 379 

process that leads to information being recorded there.  Each day, transportation 380 

customers or their gas suppliers notify Peoples Gas, through what is called a 381 

nomination, of the quantity of gas that they will deliver that day.  The nomination 382 

identifies the contract(s), i.e., the customer(s), to which the nomination 383 

corresponds.  The nominations are handled through a system that has external 384 

checks and balances.  For example, Peoples Gas must confirm the nominated 385 

quantity with the pipeline that will deliver the gas to Peoples Gas’ system.  If 386 

there is a discrepancy, Peoples Gas, the customer or supplier, and the pipeline 387 

must resolve the matter.  The supplier may also have to involve its upstream 388 

supplier(s) and perhaps other pipelines.  Thus, the delivery quantity, which 389 

coupled with usage determines the amount of gas added to or subtracted from 390 

the bank, is the subject of a process involving at least two outside parties.  Resp. 391 

Ex. E, p. 6.   392 

The system has an additional check in the form of the transportation 393 

customers and their suppliers who know, through their nominations and the 394 

related pipeline activity, what they have delivered and who know, through their 395 

bills from Peoples Gas, how much gas they used.  The difference in these data is 396 

the GBA activity, which is also shown on the customer’s bill.  The GBA is a 397 

valuable right for transportation customers and their suppliers.  If the bills were 398 
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wrong, the transportation customer or its supplier would raise this with Peoples 399 

Gas.  Resp. Ex. E, p. 6.  There is no evidence that these checks were flawed.  400 

6. Gas Costs Incurred in One Fiscal Year Are Routinely 401 
Recovered in a Subsequent Fiscal Year  402 

Staff witness Ms. Hathhorn proposed a second disallowance8 related to 403 

the bank gas liability.  ICC Staff Ex. 1.0, p. 13.  The subject of this proposal is 404 

that, in September 2004, the routine monthly bank gas entry booked was 405 

incorrect due to a spreadsheet error in the supporting document for the entry.  406 

This spreadsheet error prevented the proper valuation of the year-end bank gas 407 

volumes at Peoples Gas’ year-end LIFO rate, causing both the liability and gas 408 

costs to be understated in that month.  This error was discovered after Peoples 409 

Gas had closed the books for September 2004.  Accordingly, Peoples Gas 410 

deferred a correcting entry to the very next month of October 2004.  Resp. Ex. E, 411 

p. 11. 412 

The bases for the recommendation is that the adjustment related to the 413 

bank gas liability procedures discussed above and it crossed fiscal years.  ICC 414 

Staff Ex. 1.0, p. 13.  Neither basis supports a disallowance. 415 

Regarding the first point, this item is distinct from the bank gas liability 416 

correction associated with the reconciliation of the general and subsidiary 417 

ledgers.  Furthermore, it was prudent to book a correcting entry in the month 418 

immediately after the error’s detection.  Resp. Ex. E, pp. 11-12.  It was 419 

happenstance that this crossed fiscal years and certainly not imprudence. 420 

                                            
8   The proposed disallowance is $812,385.99.  ICC Staff Ex. 1.0, p. 13.    
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Regarding the second point, the fact that the costs were incurred in fiscal 421 

year 2004 does not preclude their recovery in fiscal year 2005.  Under the 422 

Commission’s Gas Charge rules, this occurs routinely.  For example Factor A, 423 

which is a component of each month’s Gas Charge, is predicated on a two-424 

month lag.  (The lag in this instance was one month.)  The amortization period for 425 

Factor A can be up to twelve months.  Resp. Ex. E, p. 8; 83 Ill. Admin. Code 426 

§525.50.  As a second example, the Gas Charge rules require the utility to flow 427 

pipeline refunds through the Gas Charge.  It is certainly possible for a pipeline 428 

refund to pertain to costs incurred in a prior fiscal year.9  Resp. Ex. C, pp. 8-9; 83 429 

Ill. Admin. Code §525.50(a)(1). 430 

Under Peoples Gas’ Tariff, it is likewise inevitable that costs and credits 431 

incurred in one year will be recovered or refunded in a subsequent year.  The 432 

liability tracks deliveries of transportation customers’ gas.  The Tariff governing 433 

transporters’ rights ensures that there will be an undefined lag between deliveries 434 

to the bank and deliveries from the bank.  Resp. Ex. E, p. 2.   435 

Moreover, an adjustment to gas costs crossing fiscal years is not  436 

                                            
9   For example, in an ANR proceeding, the FERC order approving the refund filing stated:  “On 
January 19, 2005, ANR Pipeline Company (ANR) filed the referenced report reflecting a final 
reconciliation of the Dakota costs and amounts collected through the Dakota surcharge, as 
required by Section 28.1(c)(8) of the General Terms and Conditions of its tariff.  The report 
reflects that during the period December 2002 through June 2004 that (1) ANR filed to recover 
$20,492,091 in above-market Dakota costs and (2) ANR recovered $20,749,540 through its 
surcharge mechanism.  The report reflects that on January 13, 2005 ANR refunded, via a credit 
to a shipper’s invoice or via checks, the net over recovery of $257,449 along with interest of 
$59,148 to eligible shippers.”  (emphasis added) Docket No. RP05-156, letter order issued 
February 25, 2005.  The lag between costs paid to ANR and the refund received from ANR was 
over two years form some costs.  The Commission may take administrative notice of orders of 
governmental bodies other than the Commission.  83 Ill. Admin. Code §200.640(a)(1). 
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uncommon.  An example is booking gas cost accruals in the last month of one 437 

fiscal year only to have to true-up or true-down those gas costs in the following 438 

first month of the next fiscal year to actual gas costs.  Resp. Ex. E, p. 12. 439 

 The Commission does not re-open a docket every time such an 440 

adjustment occurs.  Re-opening Docket No. 04-0683 (ICC Staff Ex. 4.0, p. 9) is 441 

not the only way to accommodate this adjustment and is contrary to how many 442 

other like adjustments are handled.  The Commission should reject Staff’s 443 

recommended disallowance.    444 

7. That the Correction Was Needed to Correct an Error Does Not 445 
Mean the Costs Were Not Prudently Incurred 446 

Peoples Gas agrees with Ms. Hathhorn and Mr. Mierzwa10 that a flaw in 447 

the way Peoples Gas determined the bank gas liability led to the correction in 448 

fiscal year 2005.  As explained above, Peoples Gas had determined the bank 449 

gas liability using general ledger data, which were estimates, and it had not 450 

reconciled these estimated data with the subsidiary ledger actual data.  Peoples 451 

Gas acknowledges that this reconciliation needs to occur and has worked to 452 

eliminate the problem.  Resp. Ex. C, p. 9.  However, for the reasons discussed 453 

above, the gas costs at issue were prudently incurred.  Having performed the 454 

necessary reconciliation between the ledgers and based the correction on actual 455 

data, which is reliable for the reasons described above, the bank gas liability 456 

included in fiscal year 2005 was the correct amount.   457 

                                            
10  See, e.g., ICC Staff Ex. 1.0, p. 12; ICC Staff Ex. 4.0, pp. 3, 9; CUB-City Ex. 1.0, p. 16. 
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8. Conclusion 458 

The bank gas liability costs associated with the correction were prudently 459 

incurred recoverable gas costs.  During fiscal year 2005, Peoples Gas corrected 460 

an error in the amount of its bank gas liability.  It used accurate data to make the 461 

correction.  It was solely an accounting adjustment.  Prior to the correction, 462 

customers purchasing gas from Peoples Gas had received the benefit of 463 

approximately 1.3 million dth of gas delivered by transportation customers for 464 

which the Gas Charge did not include any obligation to pay.  The error was 465 

caused by a failure to reconcile estimated and actual data.  The correction, 466 

based on actual data, ensures that these recoverable gas costs are included in 467 

the Gas Charge.  The Commission should reject disallowances associated with 468 

the bank gas liability.   469 

D. Peoples Gas’ Use of Its Manlove Storage Field Is Prudent   470 

Peoples Gas uses its Manlove storage field and Mahomet pipeline11 both 471 

to serve its end use customers and to provide hub services.  Hub services are 472 

provided only after Manlove and Mahomet decisions for gas charge and 473 

transportation customers have been made.  This means no hub activity can take 474 

place if the Manlove and Mahomet assets are fully used for the on-system 475 

customers.  Resp. Ex. D, p. 22. 476 

CUB-City witness Mr. Mierzwa did not recommend a cost disallowance 477 

associated with Peoples Gas’ provision of hub services, but he opined that 478 

providing hub services “may increase” gas costs.  CUB-City Ex. 1.0, p. 14.  Mr. 479 

                                            
11   The Mahomet gas transmission pipeline connects the Manlove storage field to Peoples Gas’ 
system.  Resp. Ex. D, p. 21. 
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Mierzwa also contended that Peoples Gas pre-determines the amount of 480 

company-owned storage that will be used for customers, and he argued that the 481 

Commission should direct Peoples Gas to run its dispatch model “without these 482 

Manlove storage restrictions.”  CUB-City Ex. 1.0, pp. 3, 14.  483 

Regarding Mr. Mierzwa’s first point, he testified that the revenues from 484 

hub services exceeded the increased gas costs during the reconciliation period 485 

(CUB-City Ex. 1.0, p. 9) and, therefore, recommended no disallowance.  Peoples 486 

Gas agrees that no cost disallowance is warranted for the reconciliation year, but 487 

disagrees with his general point.  Hub services do not adversely affect 488 

customers’ gas costs.  To the contrary, they provide a benefit.  First, gross hub 489 

revenues are credited to the Gas Charge.12  Second, the additional amount of 490 

gas in Manlove acts to extend the field’s decline point, which is important to 491 

maintaining peak day deliverability requirements.  The decline point is the point 492 

during the winter in which withdrawals from the field begin a rapid decline.  Third, 493 

the hub provides added liquidity to Peoples Gas’ citygate market.  Resp. Ex. D, 494 

p. 24. 495 

Regarding Mr. Mierzwa’s second point, Mr. Mierzwa is correct that 496 

Peoples Gas includes operating parameters in its model for Manlove field, and it 497 

is appropriate to do so.  Resp. Ex. D, p. 24.  For purchased storage services, the 498 

pipeline’s tariff and Peoples Gas’ contract with the pipeline govern how the 499 

service is used.  Resp. Ex. D, p. 23.  If a pipeline service restricts use in excess 500 

of a certain limit, then it would not be appropriate for Peoples Gas to assume that 501 

                                            
12  Peoples Gas requested a Factor O to effectuate this treatment for fiscal year 2005 revenues.  
For subsequent years it occurs as part of the monthly Gas Charge filing.  See Section III.A, supra. 
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it could use the service in excess of that limit.  Likewise, the operating limitations 502 

associated with Manlove are proper limits to include in the model. 503 

Including restrictions on Manlove’s use in the model is consistent with the 504 

limitations on the service available from the field.  Increasing Peoples Gas’ 505 

Manlove inventory would not increase daily deliverability, but it would increase 506 

the total amount that must be withdrawn in the Manlove withdrawal period.  This 507 

would decrease daily flexibility by causing a higher daily required withdrawal for 508 

every day of the withdrawal season.  This effect most closely mirrors a baseload 509 

supply component of Peoples Gas’ portfolio.  By contrast, increasing purchased 510 

storage services typically increases both the inventory and maximum daily 511 

withdrawal proportionally, maintaining daily flexibility.  For example, the Rate 512 

Schedule NSS storage service that Peoples Gas purchases from Natural has no 513 

cycling requirements, could provide more daily withdrawal capability, has no-514 

notice injection capability, and has no incremental required seasonal 515 

withdrawals.  Resp. Ex. D, pp. 26-27. 516 

Moreover, Manlove storage and pipeline storage services are not fungible.  517 

Purchased storage services have longer withdrawal seasons that begin before 518 

and continue after the Manlove withdrawal season.  These services also have 519 

varying levels of daily no-notice injection and withdrawal capabilities, and annual 520 

cycling requirements of 50% or less.  If Peoples Gas used for system 521 

requirements the Manlove capacity currently used for hub services, it would 522 

displace some baseload supply and its associated firm transportation that could 523 

not be released because it would still be needed on the peak day.  In fact, the 524 
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flexibility of the purchased storage services becomes more important as 525 

Manlove’s flexibility is reduced by adding more inventory without proportionally 526 

adding daily withdrawal capability.  Resp. Ex. D, p. 28. 527 

The way that Peoples Gas reflects Manlove in its model is appropriate.  It 528 

is a function of operational considerations and is unrelated to hub services.  529 

Removing restrictions on Manlove’s use in running the model would produce 530 

results that would either be operationally unworkable or adversely affect other 531 

elements of the portfolio.  The Commission should reject Mr. Mierzwa’s proposal.  532 

V. Reopening This Docket  533 

Pursuant to the Commission’s orders in Docket Nos. 01-0707, 02-0727, 534 

03-0705 and 04-0683, a third party is currently conducting a management audit 535 

of Peoples Gas’ gas supply function.  Staff witness Ms. Hathhorn testified that if, 536 

after the Commission issues a final order, the management audit uncovers any 537 

material issues or adjustments related to fiscal year 2005, then this proceeding 538 

should be reopened.  ICC Staff Ex. 1.0, p. 15.  Staff witness Mr. Anderson stated 539 

that, after the audit is completed, a course of action will need to be determined.  540 

ICC Staff Ex. 2.0, p. 5.  CUB-City witness Mr. Mierzwa testified that CUB and the 541 

City reserve the right to propose further adjustments based on the audit.  CUB-542 

City Ex. 1.0, p. 16. 543 

It is premature to address what, if any, effect the audit will have on this 544 

proceeding.  The Commission’s rules address reopening a docket.  The rule (83 545 

Ill. Admin. Code §200.900) states: 546 

After issuance of an order by the Commission, the 547 
Commission may, on its own motion, reopen any proceeding 548 



 

 

 

26 
 

 

when it has reason to believe that conditions of fact or law 549 
have so changed as to require, or that the public interest 550 
requires, such reopening.  No party may petition the 551 
Commission to reopen on its own motion until after the time 552 
to petition for rehearing has expired.  553 

Section 200.900 will govern when and whether this proceeding is re-opened.  554 

There is no basis in the record to speculate about the effect of the audit, nor are 555 

there any rights for parties to reserve in this regard.  When the audit report is 556 

issued, Section 200.900 of the Commission’s Rules of Practice is sufficient to 557 

address the concerns raised by the Staff and CUB-City witnesses. 558 

VI. Peoples Gas’ Reconciliation Statement, as Adjusted for the 559 
Uncontested Issues, Should Be Approved   560 

As required by the Commission’s order, Peoples Gas filed a copy of the 561 

audit report of its independent public accountants, Deloitte & Touche, LLP, and 562 

the verification by Respondent’s Vice President and Controller, Linda Kallas.  563 

The audit report includes a copy of Respondent’s Statement to Illinois Commerce 564 

Commission – Determination of Reconciliation Balance for Gas Charge for the 565 

Year Ended September 30, 2005 and Independent Auditors’ Report, as 566 

described in Rider 2, Section G, of Respondent’s Tariff.  Resp. Ex. 1.  567 

Respondent’s witness James Orsi testified about the required elements of the 568 

filing.  Resp. Ex. A.  Peoples Gas included a requested Factor O.  Resp. Ex. A, 569 

pp. 11-12.  In addition, as stated above, Peoples Gas is not contesting a 570 

proposed disallowance, to be flowed in the form of Factor O through the 571 

Commodity Gas Charge, of $2,125,334.  As adjusted for that uncontested item, 572 

Peoples Gas’ reconciliation should be approved.    573 
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WHEREFORE, The Peoples Gas Light and Coke Company respectfully 574 

submits its Initial Brief in this proceeding and requests that the Commission:  (1) 575 

approve the reconciliation statement, as filed, with the addition of a Factor O of 576 

$2,125,334 to be flowed through the Commodity Gas Charge13; (2) reject 577 

proposed cost disallowances related to the bank gas liability; (3) find reasonable 578 

Peoples Gas’ proposed approach to calculating and billing third parties for 579 

damages to Peoples Gas’ facilities; and (4) reject proposals prescribing how 580 

Peoples Gas factor in the use of company-owned storage in running its planning 581 

model.582 

                                            
13  This is in addition to the Factor O of $10,662,268.27 included in Respondent’s reconciliation 
statement. 
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