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INTRODUCTION AND BACKGROUND

A. Witness I ntroduction

Please state your name and business address.

Thomas E. Zack, 130 East Randolph Drive, Chicago, Illinois 60601.

By whom are you employed?

The Peoples Gas Light and Coke Company (“Peoples Gas’ or the “Company”).

What position do you hold with Peoples Gas?

| am Vice President, Gas Supply of the Integrys Gas Group.

What are your responsibilitiesin that position?
| am responsible for the overall direction, management and leadership of the Gas
Supply, Gas Storage and Gas Control areas for the Integrys Energy Group, Inc.

gas utilities, which include Peoples Gas.

B. Pur pose of Testimony

What is the purpose of your testimony?

The purpose of my testimony is to describe the changes the Company is
proposing to its transportation tariffs. First, my testimony will describe the
Company’s current transportation program. Second, my testimony will describe
the changes being proposed to the Company’s transportation programs, including
the expansion of Rider SVT, elimination of Rider FST, changes to Rider SST, the
merging of Rider LST into SST, and changes to Rider TB and Rider P. | will
discuss in some detail why the transportation services the Company provides must

reflect the assets in place to support them and the costs of those assets. Included
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in that discussion is a proposed revision to the Diversity Factor applied to the
rates of transportation customers and transportation related charges which have

been developed from cost studies.

What are the Company’'s overal objectives in this case with respect to
transportation service?

The Company’s overall objectives include the following:

° Continuing to provide all customers the opportunity to select an alternative
natural gas supplier.

° Enhancing the transportation services available to customers and
suppliers.

° Ensuring that the decision by some customers to choose an aternative
natural gas supplier does not harm the Company’s remaining retail sales
customers.

° Ensuring that transportation customers, who currently represent about

40% of annual throughput, receive all of the services for which they are
paying and pay for al of the servicesthey receive.

What do you mean when you use the term “ Transportation Tariff”?

When | use the term “ Transportation Tariff,” | am referring to that portion of the
Company’s current Schedule of Rates for Gas Service (III.C.C.No. 27) that
consists of Riders SVT, AGG, FST, SST, LST, P and TB. The Transportation
Tariff and the matters pertaining to it comprise the Company’s transportation

program.

C. Summary of Conclusions

Please summarize the conclusions of your direct testimony.
In brief, the conclusions of my direct testimony are that Peoples Gas

transportation program needs to be changed in the following respects:
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Q) The storage and standby rights of the transportation customers
need to be shaped to be consistent with the capabilities of Peoples Gas' gas supply
portfolio, and the Company needs to have an annual mechanism to adjust those
rights asits gas supply portfolio changes.

2 The Company’s tariff must establish provisions that insure that
transportation customers and their suppliers manage the supplies and services they
have elected in away that complies with Peoples Gas' intrinsic daily and seasonal
operational limitations.

(©)) The Company’s tariff should eliminate any cross-subsidies that
exist.

4 The Company should eliminate any unnecessary provisions in its
transportation tariff.

5) The Company’s tariff should be revised to reflect changes in the
natural gas market that have occurred since the Company’s current transportation
program was established.

(6) The Company’s transportation program needs to be modified to
reflect customer and supplier suggestions that are acceptable to the Company.

(7 The Company needs to revise its transportation tariff to encourage
growth in the number and throughput of transportation customers without
adversely affecting retail gas sales customers or the reliability of the Company’s

servicesto al customers.

D. Exhibitsto Direct T estimony

Are you sponsoring any attachments to your direct testimony?
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Docket 07-__ Page 4 of 52

Yes. | am the sponsor of Peoples Gas Ex. Nos. TZ 1.1 through TZ 1.17.

Were Ex. Nos. TZ 1.1 through TZ 1.17 prepared by you or under your supervision
and direction?

Yes, they were.

E. Background and Experience

Please summarize your educational background and experience.
In 1983, | received my Bachelor of Arts degree, with majors in Accounting and
Business Administration, from St. Ambrose University in Davenport, lowa. In
1986, | received a Masters of Business Administration, with a concentration in
Finance, from DePaul University.

| began my employment with Peoples Gas in 1984 in the Auditing
Department. In 1986, | transferred to the Financial Reporting Department. In
1988, | transferred to the Rate Research and Policy Department. Four years later |
transferred to the Office of Corporate Planning. In November 1996, | transferred
to the Rates Department as a Supervisor. In September 1997, | was promoted to
Manager of the Rates Department. In October 2000, | was promoted to Director,
Customer Relations. In March 2003, | transferred to the position of Director, Gas
Supply. In February 2007, | became Vice President of Gas Supply for the

Integrys Energy Group.

CURRENT TRANSPORTATION PROGRAMS

Please provide a brief overview of the transportation program.

Peoples Gas Ex. TZ-1.0 REV
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The Company first made transportation available to large volume customersin the
mid-1980s. The current Riders that set forth the detail of transportation service
were largely put in place in the Company’s last rate case in Docket No. 95-0032.
Currently, over 17,000 (21%) General Service customers and about 180 (94%)
Large Volume and Large Volume Demand Service customers use these

transportation services.

Please continue.

The Company currently offers a small volume program and a large volume
program. The small volume program is set forth in Riders SVT and AGG. Rider
SVT defines the customer’s service and Rider AGG defines the aggregation
service that the supplier purchases. The Company introduced Riders SVT and
AGG in 1997 as a pilot program for small volume General Service customers. In
2002, the program was made permanent and expanded to include Small
Residential Service customers. Improvements to the program have been put into
place since its inception and, as a result, Rider SVT customers have grown to

make up the mgjority of the Company’s transportation accounts.

Please explain the large volume transportation programs.

The Company’s large volume programs are set forth in Riders FST, SST, LST,
TB and P. Riders FST, SST and LST define the customer’s service. Rider FST is
afull standby service that is available to all customers, except those served under
S.C. No. 1. Rider SST isapartia standby service that is available to S.C. Nos. 2
and 8 customers. Rider LST is a partial standby service that is very similar to

Rider SST, but it isavailableto S.C. Nos. 3 and 4 customers. The S.C. Nos. 3 and
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4 customers have fully unbundled base rates and Rider LST reflects this rate
design. Rider TB isthe required balancing service used by Rider LST customers
who elect 0% standby service. Finally, Rider P is similar to Rider AGG in that it
is the aggregation or pooling service that the supplier purchases. Below is atable

illustrating which transportation riders are currently available to each service

classification.
Service Classification Applicable Transportation Riders
1 - Small Residential SVT, AGG
2 — General Service SVT, AGG, FST, SST, P

3—Large Volume Service FST, LST, TB, P

4 — Large Volume Demand Service FST, LST, TB, P

6 — Standby Service FST, P

8 — Compressed Natural Gas Service FST, SST, P

Q.

You stated that the Company has modified its transportation program to
accommodate customer and supplier suggestions. Please explain.

As an ongoing matter, the Company receives feedback from customers and
suppliers in its day-to-day administration of the transportation program.
Additionally, prior to filing this rate case, Company personnel met with various
suppliers to obtain valuable feedback concerning the operation of the
transportation program. Furthermore, in the merger proceeding, Docket No. 06-

0540, the Company agreed to a number of Conditions of Approval. Peoples Gas
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witness Mr. Borgard (Peoples Gas Ex. LTB-10) testifies more fully as to Peoples
Gas compliance with all of the Conditions of Approval. However, | will briefly
describe the Conditions of Approval that pertain to the transportation programs.
Under Condition 34, the Company agreed to revise certain tariff provisions and to
make the filings within 90 days of the order. Since these filings affect the
proposals made in this filing, they are discussed in my testimony. Under
Condition 35, the Company agreed to make certain proposals in its upcoming rate
filing, and those proposals are also discussed below. Under Condition 36 the
Company agreed to meet with stakeholders to discuss certain issues. Those

meetings were held.

CHANGESSINCE THE LAST RATE CASE

What changes have occurred since the Company’s last rate case that impact gas
supply and transportation?
It has been over 11 years since the Company’s last rate case and much has

changed since then, including:

° The Company created Riders SVT and AGG, the Riders associated with
the Choices For Y ou™ small volume transportation program.

° In 1992, the Federal Energy Regulatory Commission (“FERC”) issued
Order No. 636, which required pipelines to fully exit the citygate merchant
function. Although this occurred before the Company’s last rate case
filing, at that time, the pipelines were still developing new services to
respond to these changes. The services available to the Company today
from these pipelines are not the same as they were in 1995. When
pipelines eliminated their bundled citygate sales service, they greatly
changed the array of services available to shippers and, in particular, the
way in which pipelines offered no notice service changed. Today, none of
the pipelines serving the Company offer storage services that allow
injection quantities to equal the Company’s maximum daily contract
quantity.
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° Order No. 636 also required pipelines to apply the Straight Fixed Variable
(“SFV”) rate design. All pipelines connected to the Company’s system
have adopted this rate design. As Peoples Gas witnhess Ms. Grace (Peoples
Gas Ex. VG-10) explains, the SFV rate design places all fixed costs in a
demand or reservation charge and only commaodity costs, typically afairly
small portion of total pipeline costs, arein avariable, commodity charge.

° Subsequent to Order No. 636, the purchasing/selling of natural gas has
evolved to include four nomination cycles available each day (two prior to
the flowing gas day and two within the gas day). During each of these
nomination cycles shippers can change the amount of gas they schedule to
be received or delivered. This contrasts significantly with the pre-Order
No. 636 system. The old system only alowed for a single daily
nomination deadline, which occurred the day before gas would flow. The
old system also required the nomination for the first day of each new
month three business days prior to the start of the month.

° Since 1996, four new or expanded interstate pipelines, have entered the
Chicago market area.

° The gas marketing landscape has changed. There has been a consolidation
of natural gas suppliers that operate in the Company’s service territory,
from over 100 active suppliers in the early 1990's to fewer than 30 active
suppliers currently operating.

° The commaodity cost of gas has risen dramatically. The gas bubble that
was present during the last rate case no longer exists.

° The trading of NYMEX natural gas futures contracts has increased
dramatically over the past decade, fueling the growth of large over-the-
counter market for natural gas products and services. For example, a
“basis’ market, relating to price differentials at different locations on the
interstate transportation grid has emerged. This basis market provides a
degree of price transparency that can be used to value pipeline
transportation. Gas is now actively traded in physica and financia
markets and many financia products have been created that relate to the
commodity and to its underlying transportation.

Q. Why are these changes important?

These changes affect all aspects of the services that the Company purchases to
serve both its retail sales and its transportation customers. The changes also

influence what is available to alternative retail gas suppliers seeking to sell gasto
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end use customers. In light of these industry changes, it is appropriate to review

the Company’ s transportation programs.

|ISSUES IN PROVIDING TRANSPORTATION SERVICE

Describe how transportation service operates on the Company’ s system.

If a customer elects transportation service under the existing transportation
programs, gas is delivered to the city gate by a supplier. The Company receives
this gas and is responsible for delivering gas to the customer’s premises. Since a
supplier cannot accurately predict exactly how much gas a customer will consume
on any given day, the Company balances the overage or underage and accounts

for these differences in the customer’s Allowable Bank (*AB”).

Is balancing the only function of AB?

No. The AB has two distinct functions: a daily balancing function and a gas
banking function. The daily balancing function allows the customer the flexibility
required when deliveries to the Company do not exactly match the customer’s
demand. The gas banking function allows transportation customers to take
advantage of seasonal price differences by delivering to the Company and
placing into the AB, normally lower cost summer gas for later use in the winter
months. On any day that a customer’s gas deliveries exceed its consumption, that
excess gas is, subject to the size of the bank, accounted for as an increase in the
AB. When consumption exceeds deliveries, this banked quantity of gas is

available for the customer’s use.
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What costs are incurred by the Company in order to provide the balancing and gas
banking functions of the AB?

The two functions of the AB service that | have described are provided through
the utilization of the Company’s entire gas supply portfolio. Included in the
portfolio are purchased gas supplies, transportation capacity, leased storage and
Company-owned storage. All costs that are incurred in order to maintain the
portfolio are relevant to the AB. These costs include the fixed gas costs
associated with (1) reserving gas supplies;, (2) reserving pipeline capacity;
(3) operating Company-owned storage facilities; (4) reserving the rights to store,
withdraw gas from and inject gas into leased storage facilities; and (5) the
variable costs of withdrawing, injecting and transporting that gas into and out of

storage.

How isthe size of acustomer’s AB determined?

Under the current formula, previously approved by the Commission in Docket
No. 95-0032, the Company’s total storage top gas capacity is divided by the
Company’s total Design Peak Day Supply less expected peak day customer-
owned gas deliveries to the Company. The resulting number is the total number
of bank days. These bank days are then used to determine the customer’s bank
rights. The bank days are divided into Base Rate Days and Gas Charge Days.
The number of Base Rate Days is based on the relationship of costs associated
with the Company owned storage to total storage costs and the Gas Charge Days
are based on the relationship of costs associated with the Company’s leased

storage services to total storage costs. The total number of bank days each
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customer receives is related to the customer’'s service classification and the

services the customer elects to buy from the Company.

A. Storage
You stated that storage is one of the assets that support the availability of AB for

transportation customers. Describe generaly the physical storage capability of
the Company.

The Company’s gas storage generally consists of storage services that are leased
from interstate pipelines and storage at Manlove Field, which is owned by the
Company. The leased storage costs are recovered through Rider 2, the Gas
Charge. Company-owned storage costs are recovered through base rates. Each of
these storage assets operates differently for both physical and contractual reasons.
Each storage asset or service has its own daily, monthly, and seasonal, injection

and withdrawal limitations.

How does storage impact Peoples Gas' operations?

Peoples Gas could not operate its system without storage. With numerous points
of receipt of gasinto Peoples Gas' system, and hundreds of thousands of points of
delivery of gas to Peoples Gas sales and transportation customers (whose
demand for gas changes constantly), it is practically impossible for the aggregate
guantity of gas received by Peoples Gas on any day to equal the aggregate
quantity of gas delivered by Peoples Gas to its sales and transportation customers
on that day. With storage, Peoples Gas can take gas stored in its own storage field
or stored in services purchased by Peoples Gas into its system for delivery to its

customers when the aggregate quantity of gas otherwise received by Peoples Gas

Docket 07-__ Page 11 of 52 Peoples Gas Ex. TZ-1.0 REV
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on any day is less than the aggregate quantity of gas delivered by Peoples Gas to
its sales and transportation customers on that day. Conversely, with storage,
Peoples Gas can put gas into its own storage field or into services purchased by
Peoples Gas when the aggregate quantity of gas otherwise received by Peoples
Gas on any day is more than the aggregate quantity of gas delivered by Peoples
Gas to its sales and transportation customers on that day, subject to physical and

contractual limitations.

Please describe how the Company-owned storage operates.

Manlove Field is an underground aquifer storage field. For the reasons set forth
more fully by Mr. Puracchio in his direct testimony, due to the characteristics of
this field and the Company’s load profile, the Company generally operates this
field on a one cycle per year basis. That is to say, when injections into the field
begin, they typically will continue until all injections are completed. Similarly,
there are generally no storage injections during the withdrawal period and usually

no storage withdrawal s during the injection period at Manlove Field.

Are there any additional operational characteristics of Manlove Field that are
noteworthy?

Yes. For the reasons set forth more fully by Mr. Puracchio in his direct
testimony, (Peoples Gas Ex. TLP-1.0) physical and operational characteristics of
the facility impact the extent to which injections and withdrawals can be made at
agiven point in time. For example, injection and withdrawal capabilities differ at
the beginning and end of each season (injection or withdrawal). In the early part

of the injection season when field pressures are low, gas is more easily injected
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than in the latter part of the injection season. As a result, the maximum daily
injection capability diminishes from the start of the injection season until its
concluson. Similarly, during the withdrawal season, the maximum daily
withdrawal capability declines once a certain amount of inventory is removed
from the field. The Company relies on Manlove field to meet design day sendout
requirements through late January. Withdrawing too much gas early in the winter

could put this capability at risk.

Please describe how the Company’ s leased storage assets operate.

The Company purchases storage services from interstate pipelines under terms
and conditionsincluded in the pipelines’ tariffs, which are approved by the FERC.
The tariffs define how the Company can use the services and specify any daily,
monthly, and seasonal limitations. The Company must adhere to these
limitations. Currently, the Company purchases several types of leased storage

services.

Please describe these services.

First, the Company leases storage from ANR Pipeline Company (“ANR”) under
its Firm Storage Service (“FSS’) tariff. ANR’'s FSSis a 50 day service designed
primarily to have gas injected during the April-October period and withdrawn
during the November-March period. In addition the FSS tariff permits the
Company to perform limited winter injections and limited summer withdrawals.
The Company enhances ANR’s FSS service through the purchase of No-Notice
Service (“NNS’) from ANR. ANR’s NNS alows the Company to exercise a

portion of its firm injection and withdrawal rights without the Company providing
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notice through one of four nomination cycles. ANR’s daily no-notice balancing
service is critical to enabling the Company to meet hourly demand fluctuations
throughout the day and to manage gas consumption changes caused by changesin
weather. No-notice balancing also protects the Company against unexpected
supply interruptions throughout the day. The ANR tariffs require that the
Company aso purchase firm transportation services from ANR to bring supplies
to and from storage. In sum, the storage and firm transportation services that
Peoples Gas buys from ANR give the Company the ability to deliver gas to its
sales and transportation customers when their aggregate demand for gas exceeds
the amount of gas being delivered to Peoples Gas by suppliers. The no-notice
feature of the service also allows Peoples Gas to inject gas when deliveries to its
system on a day exceed customers requirements and the Company’s planned
storage injections.

The Company also leases storage from Natural Gas Pipeline Company of
America (“NGPL”) under both its 50 day Delivered Storage Service (“DSS’) and
its 75 day Nominated Storage Service (“NSS’) tariffs. These storage services
have different levels of monthly and daily withdrawal and injection capability, no-
notice injections or withdrawals that vary by season and within a season, and
monthly or seasonal minimum withdrawal or injection. The Company must also
purchase firm transportation services from NGPL to use these storage services. In
sum, the storage and firm transportation services that Peoples Gas buys from
NGPL dso give the Company the ability to deliver gas to its sales and

transportation customers when their aggregate demand for gas exceeds the
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amount of gas otherwise being delivered to Peoples Gas by suppliers. The no-
notice feature of these services aso allow Peoples Gas to inject gas when
deliveries to its system on a day exceed customers requirements and the

Company’s planned storage injections.

B. Stor age Rights

Please generaly describe the storage rights granted to the Company by the
pipeline storage suppliers.

Generdly, the pipelines leased storage contracts grant the Company three
specific rights: 1) aright to a certain maximum inventory level or capacity; 2) a
right to withdraw a certain amount from that inventory on a given day, for a
maximum number of days, during a particular season; and 3) a right to inject a
certain amount into that inventory on a given day, for a maximum number of

days, during a particular season.

Arethe daily withdrawal and injection rights constant?
No. Thedaily injection and withdrawal rights change frequently.

Depending on the tariff, firm injection and withdrawal rights can be a
function of the month of the year, the current inventory balance, or even the
running average of activity over a period of days or some combination of these
and other factors. In general, the daily withdrawal rights are higher than the daily
injection rights in the winter and the daily injection rights are higher than the daily

withdrawal rights in the summer.

Are there other limitations?
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Yes. In addition to these daily limits, each storage service has unique monthly
and seasonal withdrawal and injection parameters imposed by the relevant
pipeline tariffs.

For example, the NGPL DSS service has a required minimum storage
inventory quantity that must be met during the injection months, and a minimum
injection requirement that must be met sometime between October 15 and
November 15 in order for a shipper to retain full withdrawal rights under the
services. Also, during the withdrawal period this service has monthly minimum
and maximum withdrawal quantities, a rolling 15 day maximum withdrawal
l[imitation, and a target end of season inventory level that must be met to retain

full injection rights for the upcoming injection season.

How does the Company manage its storage inventory levels seasonally?

To help put the Company’ s use of storage in context, Ex. TZ 1.1 displays storage
inventory levels, as a percent of capacity, for each month over the last six fiscal
years (2001-2006). On average, the Company’s inventories were at 86% on

November 30 and at 20% at the end of March.

What factors drive these percentages other than the Company’ s operating history?
These percentages are driven by four factors. 1) the planned cycling for the
Company-owned storage (roughly full by December 1 and roughly empty by the
first week in March), 2) the tariff restrictions on NGPL’s DSS storage (must be
95% full sometime between October 15 and November 15 or the Company loses
as much as 50% of its withdrawal rights, and no more than 50% full as of April 30

or the Company is subject to tariff cycling charges), 3) the cycling charge levied
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by ANR if the Company’s FSS storage is more than 20% full on April 1 and 4)
the contingency needed in the event of a warm start to the winter season. The

Company’ s use of its storage portfolio reflects these requirements.

How does the Company combine its two types of storage in providing
transportation to its customers?

Combining the leased storage services with Company-owned storage creates a
“hybrid” storage portfolio that is used to service transportation customers in

addition to being used to service Peoples Gas' sales customers.

Do the current tariffs create any operational concerns for the Company?
Yes. The current tariffs allow transportation customers to use a disproportionate

share of the storage services used to support services to them.

Under the Company’s current tariff, what are the consequences to the Company’s
system when transportation customers utilize a disproportionate share of the
Company’ s storage services?
There are basically two types of consequences. First, when transportation
customers or suppliers utilize a disproportionate share of storage balancing
services, the Company must adjust its other operations, such as planned storage
injections and withdrawals. These are system resources which could otherwise be
used for retail sales customers. This can potentially create an inappropriate cross
subsidization, and could cause the Company to incur increased costs.

Second, if the activity outside of service parametersis substantial, it could

cause the Company to impose system wide restrictions on transportation
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customers, such as imposing delivery restrictions or constraints on the use of
delivery points. These restrictions can cause considerable disruption of the

marketplace.

Are the negative consequences of actions of one transportation customer often
offset or mitigated by the actions of another?

Sometimes they are. But there are times that the Company must impose delivery
restrictions on the entire class of transportation customers when perhaps only a
small portion of the transportation customers are operating outside their relative

share of the storage services available to the Company.

Please describe the extent to which transportation customers have operated
outside the storage limitations necessary for the Company’s system to operate
effectively.

Ex. TZ 1.2 illustrates the degree to which daily metered transportation customers
have operated outside the bounds of the Company’s storage assets capabilities.
The four years cover awide range of market and weather conditions. The exhibit
shows, for each of the last four years (pages 1-4), the Company’ s storage injection
and withdrawal capabilities as a percentage of the Company’s design day. The
injection percentages are represented as negatives in the lower line while the
withdrawal percentages are represented as positives in the upper line. The dots
represent the actual net daily storage injections and withdrawals of daily metered
transportation customers, as a percent of their aggregate Selected Standby
Quantity (“SSQ”) which is a component of the level of storage rights for which

they are paying. Even when netting the storage activity of these customers
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against each other, many of the dots are outside the Company’s storage parameter
lines, meaning that the storage activities of the transportation customers, in the
aggregate, exceed the Company’s storage injection or withdrawal capabilities as a
percentage of the Company’s design day. The Company cannot predict when
transportation storage activity will deviate so significantly, as it can be driven by
many factors. But the Company must adjust when it does happen.

This daily adjustment issue is portrayed differently in Ex. TZ 1.3. This
exhibit shows the daily change in all transportation customer deliveries (including
customers not daily metered) over the same four year period. Page one displays
the daily changes in volumes while page two displays them as percentage
changes. Again, the Company can only accommodate these volatile swings using

the assets at its disposal.

What does the Company currently do to avoid such consequences?
The Company, under its current tariffs, imposes operational restrictions and
penalties to discourage actions by customers that adversely impact system

operations.

Please explain the Company’ s proposal.

Under the Company’s proposed system shaping, the Company would more
closely define the operational parameters in which suppliers and customers may
act in order to better guard against the imposition of system-wide restrictions.
Hence, the Company is proposing that the transportation customers have
injection, withdrawal and storage balance limitations based on their pro rata share

of al of the storage capabilities available to the Company. The Company
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believes that this is a more equitable and potentially less market-disruptive
method of avoiding operationa restrictions. The precise amount of this storage
available to a given transportation customer will be determined by the proportion

of the base rates and gas charge demand charges a particular customer pays.

What impact does this proposal have on storage available to transportation
customers?

The hybrid storage | previously described will require customers to comply with a
more defined seasonal shaping of injection, withdrawal and inventory balance
parameters commensurate with the daily, monthly and seasonal limitations
imposed upon the Company by its FERC-regulated suppliers and the operating
constraints of its own storage. This should minimize the likelihood that the
Company might have to impose additional restrictions on all transportation

customers.

C. Demand Diver sity

What is demand diversity?

Demand diversity is the concept that the Company’s system peak day is not
necessarily the peak day for each individual transportation customer. Commercial
and industrial transportation customers may have requirements that are relatively
less sensitive to weather in relation to customers whose primary use of gasis for
space heating. Consequently, the resources needed to provide peak day service to
transportation customers as a class are reduced to the extent that some
transportation customers experience their peak on a day other than the system

peak.
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What is the purpose of the Company’ s Diversity Factor?
The Company’s Diversity Factor recognizes the demand diversity that exists
among the Company’s transportation customers and adjusts those customers

rates to account for the differences in demand.

How isthe Diversity Factor determined?

The Diversity Factor is the result of dividing the transportation customers' total
demand on the Company’s peak day (i.e., coincident peak demand) by the sum of
each individual customer’s peak demand on any day (i.e., non-coincident peak

demand).

How does the Company use the Diversity Factor?

It is used in calculating the Standby Demand Charge and the Standby Commodity
Charge (by applying one minus the Diversity Factor), which is billed to the
Company’s transportation customers, and to adjust the number of AB days a
transportation customer receives. In addition, it will adjust the maximum daily

injection and withdrawal rights available under the proposed Rider SST.

What is the current value for the Diversity Factor?
The Commission, in its order in the Company’s last rate case, Docket 95-0032,

approved a value of .50 for the Standby Demand Charge Diversity Factor.

Is .50 the appropriate value for the Diversity Factor?
No, it is not the appropriate value for the Company’s system. The Company has

performed studies that analyze the previous four years. Each of these studies
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indicates that the actual value is at least .85 and has averaged .87. Thus, the

Company proposes to set the Diversity Factor at .87.

Why is it appropriate to establish the correct Diversity Factor value?
This factor should be set correctly so that there is no cross subsidization between
retail and transportation customers. If the factor is too low, the price of reserving

standby serviceis below cost, and retail customers bear those costs.

Please describe Ex. TZ 1.4.

Ex. TZ 1.4 describes the methodology underlying the Diversity Factor analysis
performed on three groups of customers (Riders FST, SST and LST customers
with daily meters). The analysis includes four contract years (May 1, 2002
through April 30, 2006) evaluated by individual years and as an average of the

four years.

Please summarize the findings of your study.
Asshown in Ex. TZ 1.5, the annual Diversity Factor determined for daily metered
customers ranged from .8532 to .8796 and averaged .8703 for the four years. The

range by rider for the four year average was .8647 to .9224.

What conclusions can be drawn from this analysis?
The Diversity Factor for individually metered customers does not vary much year
to year. Even by rider, the three averages are ssmilar. The Company proposes to

use .87, which isthe average.

What would be the impact of this change in the Diversity Factor?
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The effects on revenues for the test year reflecting proposed rates resulting from
the proposed Diversity Factor are shown on page 1 of Peoples Gas witness Ms.
Grace's Ex. VG 1.2. As indicated in line 22 column M thereof, the amount of
additional Gas Charge revenue received from transportation customers would
increase by about $1.7 million due to the change in Demand Charge Revenue
caused by the change in the Diversity Factor. The net increase to transportation
customers gas charge revenue of about $1.7 million would result in a
corresponding net decrease to retaill sales customers. While the impact of an
increase in the Diversity Factor is to shift costs from the retail customers to the
transportation customers, the increased Diversity Factor also provides more

storage AB to the transportation customers.

CHANGESTO TRANSPORTATION TARIFES

What major changes does the Company propose to its transportation riders?

The Company is proposing 15 major changes to its transportation riders. These
changes will move the Company to having one monthly based service and one
daily based service. Each transportation customer can make its own election on
which service to use based on its particular risk preference and load

characteristics. The proposals are to:

1. Eliminate enrollment limitations associated with Rider SVT and to rename
the service Rider CFY (Choices For Y ou™).

2. Make the Rider CFY enrollment process simpler.

3. Increase Rider CFY’s monthly delivery tolerance and change the way
storage is handled to have storage better match the CFY supplier's
customer requirements and rights.
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10.

11.

12.

13.

14.

15.

Eliminate Rider FST and enable Rider FST customers to (1) take service
under a more inclusive Rider CFY, (2) take service under a modified
Rider SST or (3) elect to return to retail sales service.

Merge Rider SST into arevamped Rider SST.

Modify the Rider SST injection and withdrawal formulae as well as the
charges and the methodologies applicable to Rider SST. The Company
also proposes to incorporate an annual mechanism to adjust the storage
rights of the programs as the portfolio changes.

Include seasonal inventory requirements for Rider SST.

Align Rider TB customers daily balancing rights with the fraction of the
balancing costs that they are paying.

Eliminate the Customer Change and Activation Charges for Riders P and
AGG, respectively.

Eliminate charges to suppliers for the use of PEGASys® (the Company’s
electronic bulletin board).

Revise the Diversity Factor.

Modify the cash-out index in Rider TB.

Allow imbalance trades in more circumstances with no change to the fee.
Introduce an intra-day allocation service.

Update various transportation administrative fees to reflect the associated
cost of service.

Q. Are the present and proposed charges under each transportation rider summarized
in an exhibit?

A. Yes. Ex. TZ 1.6 illustrates the charges for each present and proposed
transportation rider. The exhibit also shows the decrease in the Standby
Commodity Charge and the increase in the Standby Demand Charge due to the
changein the Diversity Factor from .50 to .87.
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A. Changes to Rider SVT, Small Volume Transportation Service and
Rider AGG, Aggregation Service

Please discuss the specific changes the Company proposes for Riders SVT and
AGG.

Certain restrictions will be removed for Riders SVT and AGG services. First, the
Company will eliminate the Application Period, which is outdated. Second, the
Company proposes to eliminate the minimum pool size of 50 accounts. Instead,
the Company will allow the monthly Aggregation Charge to act as the economic
incentive to encourage larger pools. Pursuant to the Commission’s Order in
Docket No. 06-0540, the Company will file to change this provision not later than
May 8, 2007. Accordingly, the proposal in this rate case to eliminate the
minimum pool size will become moot if the filing is accepted. Finally, the
Company proposes to eliminate the 50,000 annual therm cap to participate in
CFY. Note that the Company addressed this topic as part of the workshops called
for in the Commission’s Order in Docket No. 06-0540. By removing this cap,
mid-sized to larger accounts could become part of the pools. This would allow
suppliers to solicit all customers for CFY Service, except S.C. No. 4, and move

any of their existing FST customersto CFY.

Why is the Company proposing that S.C. No. 4 customers be ineligible for CFY
Service?

The S.C. No. 4 base rates are fully unbundled, which means that no storage costs
are embedded in these customers base rates. The storage rights available to
Rider CFY customers are determined in a uniform manner and assume that

customers pay the same amount for Company provided balancing and storage.
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By definition, S.C. No. 4 does not fit in this structure. Rider SST is designed to
accommodate variable levels of storage and balancing, and S.C. No. 4 customers

are more appropriately served under that transportation service.

What technical improvements is the Company proposing to better manage data?

The Company will provide enhanced self-serve functionality through its

PEGASys® system and will implement secure FTP automated file exchanges.

Specificaly, the Company will:

° Modify PEGASys® to accept intra-day end-user re-allocation of confirmed
gas deliveries. Thiswill allow a customer to be able to re-allocate, on an
intra-day basis, the customer gas deliveries within its own pools and

transportation contracts — subject to the applicable storage and contract
balancing rules.

° Provide enhanced on-line access to customer billing information, such as
data concerning the most recent meter read.

° Eliminate the requirement that a customer’'s meter number must be
entered to retrieve historical usage data on-line through PEGASys®.

Beyond these technological improvements, what changes have been made to
Rider CFY to make enrollment easier?

The Company will eliminate the requirement that the supplier include the
customer’s meter number as part of the electronic enrollment process. Pursuant to
the Commission’s Order in Docket No. 06-0540, the Company will file to change
this provision not later than May 8, 2007. Accordingly, the proposal in this rate
case eliminating the customer meter number requirement will become moot if the
filing is accepted. The customer account number will be sufficient for enrollment

PUrpOSES.
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Pursuant to Condition 35 of the merger Conditions of Approval, Peoples Gas
agreed that it would consider providing customer lists (customer name and
address) to Rider SVT suppliers on substantialy the same terms and conditions
that these lists are provided for commercia customers. Has Peoples Gas
developed such a proposal?

Yes. Peoples Gas proposes providing, by contract, two tiers of information to
suppliers. Theinformation would not be limited to residential customers.

The first tier would be account level information that does not identify the
customer. The supplier would not need customer authorization to view this
information because it would not receive any information that was identified with
particular customers. For example, the first tier information would include therms
billed, billing dates and whether the information is based on an actua or estimated
meter reading. The information would be at the account level, but the account
would not be identified by name, address or other customer-specific information.

The second tier would be customer-specific information. A supplier could
only view thisinformation if it had the customer’s consent, and consent would be
evidenced by the supplier having one or two customer-specific pieces of
information to input as keys to access the information. Keys could include, for
example, the account number or meter number in combination with a telephone
number or amount billed on one of the two most recently issued bills. The type of
information available would include name, account number, billing address,

premises address, usage, type of meter reading, and meter reading dates.
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You stated that the supplier would need to contract with Peoples Gas. What
would the contract address?

The contract would define each party’s rights and obligations more specifically.
For example, it would define each item of information available in the first and
second tiers. It would specify limits on the use, such as disclosure and retention,
of the information and address the confidential nature of the information. It
would include typical contract terms and conditions such as definitions, charges
and payment, term and termination rights, and clauses governing the

interpretation of the contract.

Are suppliers required to purchase this service?

No. Peoples Gas is offering the service because some suppliers have requested it,
and we think it can assist suppliers in serving customers without detriment to the
customers who do not wish to participate in the transportation programs.
Suppliers can participate in the transportation programs without obtaining any of
this information from Peoples Gas, as they have done under the current program.
Notably, the second tier information is al information that the customer could
provide to the supplier. The service that Peoples Gas is proposing allows a
supplier to review information in an electronic format, but only after the supplier
has obtained the customer’s consent in the form of customer-specific keys. This
is easier for the supplier, and it is less burdensome to a customer who wants to

participate in the program.

What other enhancements is the Company proposing?
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As | mentioned previoudly, the minimum requirement of 50 accountsin a pool has

been eliminated.

Please describe the changes proposed for delivery requirements.

The Company currently establishes Required Daily Delivery Quantities
(“RDDQs’) and a Required Monthly Delivery Quantity (“RMDQ”). The RMDQ
is simply the sum of the RDDQs for the month. These are the amounts of gas,
subject to daily and monthly tolerances, that the supplier must deliver each day or
month. The Company is making no changes to the RDDQ tolerance, but it is
adding more flexibility to the RMDQ tolerance. Specifically, the Company
proposes to increase the monthly tolerance applicable to the RMDQ from 2% to

5%.

Please describe the impact of this change on the Company and its customers.

This change can be made manageable for the Company within its gas supply
portfolios and provides benefits to the suppliers by granting them greater monthly
tolerances. The 150% increase in the monthly tolerance benefits customers
because it reduces the cashout concerns of the supplier and allows suppliers to

further utilize the current daily 10% tolerance level applicable to the RDDQ.

What changes are proposed with respect to Rider CFY and Rider AGG storage?

The Company proposes to introduce a storage “true up” mechanism that would
provide suppliers with a customer’s full storage rights at the time the suppliers
enroll customers. Currently, unless the supplier has all of its customersin place at

April 1, the supplier will not get the full benefit of its customers' storage rights
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because customers enrolled after April 1 will have missed part of the injection
season. Conversely, for customers no longer with the supplier, the amount of
storage available to the supplier exceeds what is properly associated with its
customer group. Thus, the Company proposes to adjust (reduce or increase) the
supplier’'s Maximum Storage Quantity monthly during most of the injection
period (May through September) as its customer base changes by alocating to the
suppliers their customers' pro rata share of storage. The storage true-up would be
accomplished by charging or crediting the supplier’s Rider CFY pool each month
with storage gas priced at the Chicago City Gate First-of-Month (“FOM) index
price. In this way, a pool’s storage inventory will mirror the inventory rights of
the pool’s current customer base. These true-up dollars will be credited or

charged to Rider 2, as appropriate.

What does the Company expect to be the effect of the proposed changes to the
RMDQ tolerance and the storage true up mechanism?

The combined effect of these proposed delivery and storage changes should be to
offer additional value components which will encourage large volume
transportation customers to switch to Rider CFY service. They reduce the impact

to current Rider FST customers who elect to switch to CFY.

Previously you discussed how the Company used its system storage and stated
that changes would be proposed to bring the operations of the transportation
customers more in line with Company operations. How do the proposals for

Rider CFY contribute to this goal?
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With the exception of the change in the monthly tolerance applicable to the
RMDQ), no significant changes are necessary for Rider CFY. Basing CFY storage
use on how the Company uses its storage was approved in the Commission’s
Order in Docket No. 01-0470. The Company annually provides CFY suppliers
the monthly storage injection and withdrawal parameters for CFY pools. In
addition to the daily tolerance (+/- 10% of the RDDQ) the Company provides
suppliers under CFY, the Company must provide additional balancing for weather
changes and forecast error. Unlike the large volume transportation programs with
dally metering to determine actual consumption, the Company takes the
responsibility for forecasting daily CFY volumes correctly. The supplier does not
bear the forecasting risk. In addition, the newly proposed storage true-up
provision transfers appropriate storage gas to and from the Company and the
supplier. This allows both parties to have the appropriate amount of storage gas

operationally for their respective customers.

What changes, and what remains the same, for the Rider CFY/AGG rates?

First, the Company proposes to eliminate the Customer Pool Activation Charge of
$10 per account. This will encourage additional participation by suppliers by
removing a disincentive to pooling. Second, the Company proposes to maintain
the per pool Aggregation Charge at $200 per month and to change the per account
Aggregation Charge from $0.49 per month to $1.30 per month. Support for the
per account chargeisin Ex. TZ 1.7, column F. Third, the Company proposes to
move the billing of the Aggregation Balancing Gas Charge (“ABGC”) from the

supplier to the customer at the account level. Suppliers have raised this as an
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important issue. Given the nature of the ABGC monthly calculation, the rate
fluctuates considerably and renders it more problematic for suppliers to include
this varying charge in their fixed rate quotes. The change will make it easier for
suppliers to price their services and explain those services to the customer. The
customers should not be adversely impacted by this change since they were likely

paying this charge as part of their supplier charges.

Have you calculated bill impacts that show the proposed increase in delivery
charges as proposed by Peoples Gas witness Ms. Grace and the changes that you
propose?

Yes. lllustrative examples of annual bill impacts are presented in Ex. TZ 1.8.
Page 1 displays the bill impacts for a typical size S.C. No. 1 space-heating
customer under present and proposed rates. The top section breaks the bill out by
component for a sales customer while the bottom section does the same for a CFY
transportation customer. The comparison illustrates that the most significant
portion of the increase is due to the base rate component. Page 2 is a similar

comparison, showing similar results, for atypical S.C. No. 2 customer

B. Elimination of Rider FST — Full Standby Transportation Service

Why does the Company propose to eliminate Rider FST?

The Company proposes to eliminate Rider FST, Full Standby Transportation
Service, because the program is unnecessary. Changes since the Company’s last
rate case and proposed changes in this case justify its elimination. The Company

is also proposing to allow Rider SST customers to choose up to 100% standby,
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thus providing another option for customers currently taking service under Rider

FST.

Why isthe Rider FST program unnecessary?
The FST program results in inefficient meter reading procedures and the actual
operation of the program expends assets beyond those reasonably appropriate for

the provision of the service.

Please explain.

The FST program is a full standby program that is billed on a caendar month
basis. This requires that manual meter readings be taken outside of normal meter
reading routes (cycles). This is much less efficient than reading meters on their
scheduled “cycle” dates by geographic routes as the CFY program does.
Presently, this additional cost of out of cycle meter reads is recovered in the
monthly Administrative Charge and provides little benefit. Beyond the
inefficiency of obtaining the readings, monthly meter readings do not provide the
daily consumption information that is required to assure that assets are being

utilized equitably by the transportation customers.

Why is FST inappropriate for the assets associated with the service?

The FST program is incompatible with the current operational capabilities of the
Company. Ex. TZ 1.9 illustrates the current withdrawal (page 1 of 2) and
injection (page 2 of 2) rights of FST customers expressed as a percentage of
Maximum Daily Quantity (*“MDQ”), compared with the Company’s rights

expressed as a percentage of the Company’s design peak day. As shown by the
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datain Ex. TZ-1.9, the rights of the FST service are much too broad in relation to
the assets available to support this service. As an example, while the Company’s
summertime storage injection rights may only be the equivalent to 16% of its
peak day sendout, an FST customer could inject 100% of its peak day (MDQ)
under the Company’s current program. Likewise, the Company’s withdrawal
rights in the summer would be an even lower percentage of its peak day
withdrawal rights, but FST customers can withdraw up to 100% of their peak day.
Similar inequities exist for the winter season. The Company strongly believes
that the services that transportation customers receive must correspond to the
assets available to support those services.

As proposed in this proceeding, Riders CFY and SST will have daily
tolerance responsibilities linked to actual or estimated daily consumption.
Proposed Rider SST will require the supplier to keep the difference between its
deliveries and consumption within its daily storage rights. As with the current
program, the CFY supplier will be responsible for delivering to the Company a
quantity of gas (adjusted for storage activity) that is within a defined tolerance
range of the best estimate of that pool’s daily consumption provided by the
Company (that is, the RDDQ). Eliminating FST and transferring these customers
to CFY or SST will align the FST customers' use of the services to the assets used

to support them.

How does Peoples Gas expect the existing Rider FST customers to be affected by

the proposal to eliminate Rider FST?
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There are currently about 4,500 Rider FST customers. Rider FST customers will
have the choice to participate in the enhanced and expanded Rider CFY or Rider
SST. The FST customers can also choose retail sales service. The Company
expects that most Rider FST customers would switch to Rider CFY partly because
these customers would have their monthly administrative fees reduced

substantially.

A smaler number of the Rider FST accounts, those using above 50,000
therms annually, are likely to switch to service under Rider SST. As stated above,
the Company is proposing to allow customers to choose 100% standby under
Rider SST, asthey did under Rider FST. By choosing Rider SST, the customers,
or their supplier, would be responsible for managing their daily deliveries and
storage balances. To ensure that this is being done, the requirement that all SST
customers have daily metering devices will remain in place. Rider FST does not

have such arequirement.

Is the cost of the dally metering device a significant burden for customers
currently on FST that want to switch to SST?

No. Under the Company’s proposed daily metering device rates, Rider SST
customers will pay about $336 per year. For a 50,000 annua therm customer,
that works out to be about 0.7¢ per therm. Also, as a portion of the total gas bill,
that amount would be small (less than 1% of the annual gas bill) and should not
be an obstacle. However, aless expensive aternative is offered under Rider CFY.
The 50,000 therm annual usage limit on CFY is being removed, so larger

customers can go to CFY, if it is abetter fit for them.
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What is the bill impact of these changes on the S.C. No. 2 Rider FST
transportation customers switching to Rider CFY ?

Ex. TZ 1.10, pages 1 (5,000 annua therms) and 2 (30,000 annual therms)
illustrate the bill impacts by component for Rider FST customers switching to the
Rider CFY program. The Exhibit shows decreases in administrative charges and
increases in other charges. The decreases in the Administrative Charges

substantially offset the increases in the other charges.

What is the bill impact of these changes on the S.C. No. 2 Rider FST
transportation customers switching to Rider SST?

Ex. TZ 1.11, pages 1 (30,000 therms) and 2 (50,000 therms) illustrate the bill
impacts by component for Rider FST customers switching to the Rider SST
program. The largest increases are in the base rate component. While the
Standby Demand Gas Charge is also increasing due to the change in the Diversity
Factor, there will be an associated increase in the amount of AB. As can be seen
by comparing column C of Ex. TZ 1.10, page 2 of 2, and Column C of Ex. TZ
1.11, page 1 of 2, the 30,000 annual therm customer would pay less under the

proposed Rider CFY than under the proposed Rider SST tariffs.

Operationally what effect do these changes have on the Rider FST customers
switching to Rider SST?

The most important change is that customers and their suppliers’ rights and
obligations will be defined in daily, and not monthly, terms. Rider FST customers
switching to Rider SST will know their daily consumption via the daily metering

device. The customers or their suppliers will be responsible for providing daily
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gas supply to satisfy those daily requirements within their pro rata share of the
Company’s storage and balancing capabilities. These customers have chosen an
aternative supplier. The aternative supplier has agreed to supply them. The
Company simply wants to make sure that individual transportation customers
have a right to call on their fair share of the Company’s storage and balancing
resources without usurping the shares rightfully available to other transportation
customers and to the Company to serve sales customers.

C. Changes to and the Merging of Rider SST, Selected

Standby Transportation Service, and Rider LST, Large
Volume Selected Standby Transportation Service

What changes do you propose for existing Riders SST and LST?

First, the Company proposes to merge Riders SST and LST into a new Rider SST
Tariff.  Currently, Riders SST and LST are largely identical, except for
distinctions that are needed to accommodate the fact that the S.C. No. 4 customers
who take service under Rider LST have fully unbundled rates. Both tariffs
require daily metering. Rider LST is currently available to S.C. Nos. 3 and 4
customers. As Peoples Gas witness Ms. Grace explains in her direct testimony,
the Company is proposing to merge S.C. Nos. 3 and 4 into S.C. No. 4. S.C. No. 4
will continue to have fully unbundled base rates.

Second, due to the merger of the two tariffs, the Company will make a
distinction in the AB formulas to account for the differences between bundled and
unbundled rates. In essence, the distinction recognizes that the bundled rates of
S.C. No. 2 include Company-owned storage, while the unbundled rates of S.C.

No. 4 do not.
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Third, rates have been adjusted to reflect current cost of service study
results.

Fourth, gas delivery and storage requirements have been revised to reflect
the services the customers are paying for and the gas supply, storage, and
transportation portfolio supporting them. This includes a more defined seasonal
shaping of storage injection and withdrawal rights, as well as seasonal storage
balance requirements.

Fifth, the Standby Demand Charge is being revised to reflect the revised
Diversity Factor of 87%. The remaining 13% is recovered in the Standby

Commodity Charge.

What language changes were made to Rider SST?

To accommodate the changes to storage use and the merger of Riders SST and
LST, additional terms and acronyms have been added. The terms are defined in
the Company’s proposed Rider SST tariff, which is included in Peoples Gas

witness Ms. Grace's Ex. VG-1.1.

Please explain the new Maximum Daily Withdrawa Quantity (“MDWQ”) and
the Maximum Daily Injection Quantity (“MDIQ”) terms.

The MDWQ is the maximum amount of gas, accounted for in the AB, that a
customer can withdraw from its AB on a dally basis. The MDWQ is the
customer’s pro rata share of the Company’ s total storage portfolio maximum daily
withdrawal that is alocated to a transportation customer. It is based on the
relationship of the customer’s contract Maximum Daily Quantity (“MDQ”) to the

Company’s Design Peak Day Demand (“DPD”). It takes into account the
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proportion of base rate storage assets the customer is paying for and the gas
charge storage assets the customer is paying for through the Standby Demand
Charge, which is determined by that customer’'s Selected Standby Quantity
(“SSQ”). The Company proposes to annually provide to transportation customers
the information needed to determine the monthly MDWQ. The MDIQ is the

injection counterpart to the MDWQ and worksin asimilar fashion.

Are the definitions of MDIQ's and MDWQ's that you propose stringent relative
to how the Company plans to use its storage?

No. These quantities will be determined based on monthly percentages (the
Maximum Daily Injection Percentage or MDIP, and the Maximum Daily
Withdrawal Percentage or MDWP) that will mirror the rights that are available to
the Company from its storage suppliers. Ex. TZ 1.12 illustrates the Company’s
planned average withdrawals (page 1 of 2) and injections (page 2 of 2) by month
as a percentage of its design peak day. These are represented by the lines closest
to “0%” on each graph. The outside lines on each graph (indicating greater
withdrawal and injection capability than the Company’ s plan) represent the rights,
as a percentage of MDQ, that a 100% standby Rider SST customer would have
under the Company’s proposals. As may be noted, there is a relatively large
amount of flexibility for the customer, abeit less than the 100% of MDQ

flexibility that exists today.

How did the Company determine the total storage that is available to alocate to

the AB?
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Total available storage was calculated as the non-coincident maximum top-gas
inventory for each storage service under the Company’s contractual agreements

with storage providers.

How are the AB days cal culated?

As illustrated in Ex. TZ 1.13, AB is calculated by dividing the maximum top-gas
inventory by the system Design Peak Day Supply (“DPDS"), yielding a value of
29 times DPDS. This figure is allocated between a base rates component of 9
times MDQ (31%), and a Rider 2 (gas charge) component of 20 times MDQ
(69%). The Rider 2 component is then adjusted to 17 times MDQ to reflect the
proposed .87 Diversity Factor (20 times .87, rounded). All Rider SST S.C. No. 2
transportation customers' base rates include the costs of the 9 times MDQ of AB,
while Rider SST S.C. No. 4 transportation customers elect how much they want in

base rates and gas charge days.

How isthe proposed AB calculation different than it is under the current tariffs?

The proposed calculation is very similar to the calculation in the current tariffs.
The only change is that the base rate days will be locked at 9, and will not change
between rate cases. This is consistent with the rates being charged for base rate
days. The gas charge days may change each year as gas charge assets supporting

them change.

What AB size can the transportation customer obtain under the Company’s

proposal in this proceeding?
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Examples of the effect selected standby percentages have on AB size are
presented in Ex. TZ 1.14. Ex. TZ 1.14 illustrates the results of the Company’s
proposed calculation for transportation customers for six sample rate/standby

level combinations.

Please continue.
The number of days of a transportation customer’s AB, using these components,

were calculated as shown in the following formulas:

For Rider SST S.C. Nos. 2, 6 and 8 Transportation Customers

Days of AB = [Base Rate Days + (Gas Charge Days x DF x SSP)]

rounded to the nearest day

For Rider SST S.C. No. 4 Transportation Customers

Days of AB = [(Base Rate Days x SSP) + (Gas Charge Days x DF x SSP)]
rounded to the nearest day
In the formulas, factor “DF’ is the .87 Diversity Factor. “SSP’ is the

percentage of standby service selected by the Rider SST customers.

How frequently will the Company calculate the storage day components of the
formulas for determining the AB for transportation customers?

Since the base rate component is determined using the base rate costs determined
in this proceeding, the Company would retain the base rate component exactly as
determined and approved in this proceeding until a future rate case changesit. As
the Company does today, every year, the Company will calculate the total

Company Maximum Days of AB (*CMD”) and the Gas Charge components. By
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April 1 of each year, the Company will file the determinations with the
Commission to be in effect for a one-year period commencing May 1 (except for
the first year which is discussed in the “Timing of Tariff Changes’ later in my
testimony). This annua re-computation will enable the Company to reflect
changes in the services supporting the AB and ensure that transportation
customers receive the amount of bank for which they are paying through their

base and gas charge rates.

What specific storage inventory requirements is the Company proposing?

The Company proposes that each transportation customer or each supplier have
its AB at least 70% full by November 30, and no more than 35% full by March 31
each year. This is supported by Ex. TZ 1.1, which shows that the Company
generdly hasits storage filled to 86% of capacity by November 30 because of the
demands of the winter season and its storage depleted to approximately 20% of
capacity by March 31. To the extent the customer’s inventory is less than 70% at
November 30, the customer would purchase the deficient quantity from the
Company at 110% of the average monthly index price (“AMIP’) determined for
November. To the extent the customer’s inventory exceeds 35% at March 31, the
Company would purchase the excess quantity from the customer at 90% of the
AMIP determined for March. The AMIP will be the arithmetic average of daily

Chicago citygate gas prices, published by Gas Daily, for the applicable month.

Why is the Company proposing these limits?
As with other proposed operational changes, the Company is seeking to better

match the suppliers’ and customers’ rights with the assets supporting those rights.
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What would be the effect of the new AB requirement?

The Company’s proposal is reasonable with respect to how suppliers can manage
their storage inventories relative to the Company’s planned use of those assets.
As illustrated in Ex. TZ 1.1, on average for the past six (fiscal years 2001-2006),
the Company’ s inventories were at 86% on November 30 and at 20% at the end of

March.

Between these dates, the Rider SST customers have the storage inventory
flexibility allowed them within the MDIQ and MDWQ parameters. It is the
Company’s belief that most suppliers would plan to operate within these
parameters anyway in order to take advantage of seasonal price differences. But
when economic incentives make other usage of storage patterns beneficia to
suppliers, it would not be equitable for transportation suppliers to use storage far
beyond norma operating parameters, thereby necessitating that the Company
compensate in the opposite direction, perhaps to the detriment of sales customers.
For example, a warm period in late February may reduce prices dramatically,
creating an incentive for Rider SST customers to buy daily priced gas rather than
reduce their inventory. If that were to happen, since the inventories in the storage
field or services must be physically reduced, the Company and the retaill sales

customers are forced to make up for the necessary storage withdrawals

Do these daily and seasonal storage parameters you propose to impose on
transportation customers mirror exactly how the Company’s plan performs?
No, the parameters reflect the hybrid storage concept | described above and are

reasonabl e for the transporters for the following reasons:
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° The Company is proposing only maximum daily limits on Rider SST
customers, but no minimums.

° Inventory requirements going into and out of the winter are at the least

restrictive extremes experienced by the Company, which is to the
customers’ benefit.

° In the calculations, customers get the benefit all winter of the limited
peaking service withdrawals that are actually only available for a small
number of days.

° NGPL’s DSS tariff prescribes not only daily and monthly minimum and
maximum limitations, but it also looks at running fifteen-day periods to
l[imit withdrawals to ten days of rights, restrictions which were not
incorporated into the Rider SST calculations.

What changes does the Company propose with respect to the administrative
charges for Rider SST?

The Company proposes to revise the administrative charges for Rider SST
customers from $60 for individual contracts and the greater of $73 or $23 times
the number of accounts for group contracts to a straight $23 per account charge.
The Company believes that these charges more accurately recover the costs of
administering a transportation account. These costs are not incurred to serve
retail sales customers. A cost study was done to determine the cost of serving
transportation customers which is presented as Ex. TZ 1.7, with the results for

Rider SST shown in Column D.

Has the Company developed illustrative bill impacts for Rider SST customers
under present and proposed rates?
Yes. Ex. TZ 1.15 reflects illustrative bill impacts by component for a 50,000

annual therm Rider SST customer under present and proposed rates. The largest
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increases are in the base rate component and the Standby Demand Gas Charge

(“SDGC").

D. Rider P, Pooling Service

What changes is the Company proposing for Rider P?
First, in response to supplier requests, the Company proposes to increase the
maximum pool size from 150 to 200 accounts. This 33% increase will simplify
management of pools for the suppliers and potentially reduces their costs.
Second, the Customer Change Charge of $10 is being eliminated. Third, while
the monthly pooling charge remains at $200 per month, the monthly per account
charge will be changed from $10 to $18. This charge is supported in Ex. TZ 1.7,
column E. This increase is mitigated and perhaps entirely eliminated by
elimination of or reductionsin other charges or other modifications. For example,
customers will benefit from the elimination of customer change charges as well as
the increased pool sizes which effectively reduce the $200 monthly charge. In
addition, the more liberal trade rules and intra-day balancing have significant
value.

Finally, the Rider SST changes related to the AB and use of the bank (for
example, the MDIQ and MDWQ) are al incorporated in Rider P. The supplier,
asisthe case today, acquires the management of its customers’ rights, and Rider P

has been revised to mirror the Rider SST changes.

Has the Company developed illustrative bill impacts for Rider P customers under

present and proposed rates?
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Yes. Ex. TZ 1.16 reflects illustrative bill impacts by component for a 50,000
annual therm, 20% standby Rider P (SST) customer under present and proposed

rates. As may be noted, the largest increases are in the base rate component.

E. Rider TB, Transportation Balancing Service

What changes is the Company proposing for Rider TB?

First, the basis for the Cash-out calculation imbalance tier charges is being
modified. Second, the Non-Criticdl Day Baancing and the Daily Storage
Quantity services are being eliminated due to lack of participation. Third, the
Contract Administrative Charge of $25 per month is being eliminated as these
customers will pay the same $23 monthly charge as al other Rider SST
customers. Finaly, the daily volumetric balancing rights are being revised to be
commensurate with the proportion of the balancing costs paid for by the Rider TB

customers.

How are the Rider TB Cash-outs being modified?

The one modification is a change in the calculation of the Average Monthly Index
Price (“AMIP’). The AMIP calculation is changing to better reflect average daily
prices throughout the month. Instead of the current practice of averaging weekly
indices for the Midwest region, the AMIP will now be the arithmetic average of

the daily Chicago City Gate price as published in Platts Gas Daily.

What changes occur because the Non-Critical Day Baancing and the Daily

Storage Quantity services are being eliminated?
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There are several changes related to consolidating and re-naming the current
Critical Day or Non-Critical Day concepts for balancing, Diversity Factors and
charges. For example, the Critical Day Balancing Quantity (“CDBQ”) and Non-
Criticad Day Balancing Quantity (“NDBQ”) will both be replaced with the
Balancing Quantity (“BQ”). Similar related changes affect, and have ssimplified,
the Definitions, Customer Selections, Rates, Charge Determination, and Order of
Deliveries sections of Rider TB. Eliminating the Daily Storage Quantity (“*DSQ")

also eliminates the current Section H — Restrictions on DSQ.

How are the Rider TB daily balancing volumetric rights tied to the balancing
costs paid by Rider TB customers?

The Imbalance Coincidence Factor (“ICF”) will be used to represent both the
proportion of the pro-rata share of the daily balancing costs that the Rider TB
customer is paying and the proportion of the pro-rata share of the volumetric daily
balancing benefits that the Rider TB customer is receiving. The ICF is currently
called the Critical Day Diversity Factor (“CDDF”). As noted above, the Non-
Critical Day Balancing services are being eliminated due to lack of participation,
so the CDDF and its Non-Ciritical Day Diversity Factor (“NDDF”) counterpart are

being replaced by the ICF.

F. PEGASys® System and Charges

Please describe the PEGASys® system.
PEGASys® is an electronic system accessible to transportation suppliers. The

system is designed to handle various business processes through on-line
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interactive data entry panels and reports. PEGASys® exists to manage such
diverse business processes as scheduling gas deliveries to both Peoples Gas and
North Shore Gas Company; viewing, exporting and importing a variety of data
such as contract / pool balancing information; imbalance trades of gas volumes;
and monitoring daily meter usage. For CFY suppliers, the system is the required
mechanism through which enrollment and exchange of billing and usage data
occurs. Reporting functionality is extensive and can be viewed in aggregate or

drilled down to a single meter and day, if needed.

How are the costs of PEGASys® recovered today?
PEGASys® costs are recovered through monthly charges and per minute of usage
fees. While most participating suppliers use the PEGASys® system, it is only

required for SVT/AGG suppliers today.

Does the Company propose to change these rates?
Yes, the Company proposes to eliminate PEGASys® fees. In conjunction with
that elimination, the Company will require PEGASys® to be used by all

transportation suppliers.

G. Daily Demand M easurement Device Charge

What changes are being proposed for the Daily Demand Measurement Devise
Charge?

The Company proposes to make it one single charge of $28 per month for each
Daily Demand Measurement Device. Currently, there are three charges, that

range from $28-$32 per month, depending on the type of meter. The proposed
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change is supported by a cost of service study. The calculation of the cost basis

for the chargeisincluded in Ex. TZ 1.17.

H. I mbalance Trading

Will the Company continue to allow imbalance trading?
Yes. The Company will continue to allow imbalance trading for customers or
suppliers receiving service under Riders SST, P, and TB. The Company will also

expand the circumstances under which trades can be executed.

Under what expanded circumstances will trades be allowed?
Trades will no longer be limited to gas volumes related to penaty situations.
Trades will now be allowed for any movement of gas to or from AB for any

reason.

What limitations is the Company placing on trades?

The Company proposes to alow trades as long as:

° they net to zero within the Company’ s system;

° they cannot reduce bank balances below minimum bank requirements or
increase them above maximum bank requirements;

° they are completed by 5:00 p.m. on the third working day following
notification of the trade window being open;

° they are confirmed by both parties;
. they are done via PEGA Sys®; and

° they may not eliminate daily imbalance penalties.
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I ntra Day Allocations

Does the Company propose to allow intra-day nominations?

Yes, in addition to imbalance trading, each day a customer or supplier with more
than one contract or pool may, on an intraday basis, re-allocate deliveries

between or among its contracts.

How will the intra-day allocations work?

Currently, alocation of deliveries to end users occurs only on the timely
nomination cycle. The nomination deadlineis, and will remain, 11:30 am. on the
day prior to gas flow (i.e., timely cycle). The Company will offer intra-day
nominations only for purposes of re-allocation of deliveries. At any time prior to
4:00 p.m. on the day of gas flow, a customer or supplier may make an intra-day
nomination to re-allocate deliveries among its contracts subject to the applicable
nomination cycle deadlines. This will allow suppliers to reallocate gas among
their contracts as they wish to offset any potentia gas deficiencies and avoid

penalties.

J. Cash-outs

When do Cash Out Charges occur?
A Cash Out Charge will occur when there is still some remaining imbalance after

imbalance trading has taken place or when contracts or pools are terminated.

Are you changing the way cash outs are determined?
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As explained above, we are changing the way the AMIP is calculated from using
weekly to using daily price indices to compute an average for the month. There

are no other changes being proposed.

K. Timing of Tariff Changes

When does the Company propose that its new transportation riders take effect?
The Company assumes that this filing will be suspended for eleven months and an
order will be received in the mid winter of 2008. The Company proposes that the
new large volume (Riders SST, TB and P) transportation tariffs take effect August
1, 2008. Until that time, the existing large volume transportation riders (FST,
SST, LST, TB and P), with revisions to have them serve as transitional riders, will
remain in effect. The reasons to delay effectiveness of the new transportation
riders past the base rate changes are: (1) the Company must know the ultimate,
approved changes to the transportation tariffs to finalize programming, which
requires some lead time before the changed tariffs can be implemented, (2) the
August 1 date is still well in advance of the winter high consumption period, and
(3) it gives the suppliers and customers time to evaluate their aternatives and
adjust their programs accordingly. Current Rider FST customers will be required
to elect another transportation program by June 15, 2008, or they will be returned
to retail sales service on August 1. Current Rider LST customers will be
transferred to Rider SST with the option to change their level of standby service.
During the transition period, Rider SST and Rider TB customers will
utilize the same MDQ as they had when contracting in the spring of 2008. The

new Diversity Factor and AB parameters will be effective August 1. The monthly
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MDIQ and MDWQ parameters will aso be effective August 1, 2008. These
monthly factors as well as the other pertinent storage parameters, will be made
available to all suppliers within ten days of the Commission’s order. This will
allow time for suppliers to adjust standby levels and/or move customers to a new

rider.

If approved substantially as proposed, the Company’s changes for the
Choices For You™ tariffs (Riders CFY and AGG) will become effective
simultaneously with the base rate changes. Changes to the CFY programs are
relatively modest and can be implemented shortly. However, significant
dterations to the Company’s proposed changes may require adjusting the
implementation date.

During the interim period between the effective date of the CFY tariff
changes and August 1, customers being served under the other transportation
riders may switch to Rider CFY. The Company will not impose any transfer
charges and will waive otherwise applicable standby demand charges for the
remainder of the contract period for such applicable transfers. The new storage
catch-up provision will allow the customers to acquire an appropriate level of

storage for the winter.

Does this conclude your direct testimony?

Yes, it does.
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