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Introduction 1 

 2 

Q. Please state your name and business address. 3 

A. My name is Peter Lazare. My business address is 527 East Capitol Avenue, 4 

Springfield, Illinois  62701. 5 

 6 

Q. What is your present position? 7 

A. I am a Senior Rate Analyst with the Illinois Commerce Commission 8 

(“Commission”). I work in the Financial Analysis Division on rate design and cost-9 

of-service issues. 10 

 11 

Q. What is your experience in the regulatory field? 12 

A. My experience includes fifteen years of employment at the Commission where I 13 

have provided testimony and performed related ratemaking tasks. My testimony 14 

has addressed cost-of-service, rate design, load forecasting and demand-side 15 

management issues that concern both electric and gas utilities. 16 

 17 

 Previously, I served as a Research Associate with the Tellus Institute, an energy 18 

and environmental consulting firm in Boston, Massachusetts. I also spent two 19 

years with the Minnesota Department of Public Service as a Senior Rate Analyst, 20 

addressing rate design issues and evaluating utility-sponsored energy 21 

conservation programs. 22 

 23 
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Q. Please discuss your educational background. 24 

A. I received a B.A. in Economics and History from the University of Wisconsin and 25 

an M.A. in Economics from the University of Illinois at Springfield in 1996. 26 

 27 

Q. What is the subject of your testimony in this proceeding? 28 

A. I address the proposals by Peoples Gas Light and Coke Company (“Peoples 29 

Gas” or the “Company”) and North Shore Gas Company (“North Shore” or the 30 

“Company”) (collectively the “Companies”) to adopt four riders. The proposals 31 

include the Volume Balancing Adjustment (“VBA”) rider; the Uncollectible 32 

Balancing Adjustment (“UBA”) rider; the Enhanced Efficiency Program (“EEP”) 33 

rider; and the Infrastructure Cost Recovery (“ICR”) rider applicable to Peoples 34 

Gas only. 35 

 36 

Q. Please summarize your conclusions in this proceeding. 37 

A. I conclude that the Companies have not provided a sound basis for the 38 

Commission to adopt these proposed riders and, therefore, they should be 39 

rejected. My general findings are that: 40 

• Despite the claims by Peoples Gas and North Shore that volatile, 41 

unpredictable and uncontrollable circumstances have undermined their 42 

ability to fully recover costs, the Companies were able to forego filing for a 43 

rate increase for 12 years and demonstrated an ability to meet or exceed 44 

their authorized rates of returns for several years without the benefit of any 45 

of the proposed riders. 46 
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• If the proposed riders are approved, ratepayers would run the risk of 47 

higher rates for gas service than they would incur otherwise.  48 

• Rider recovery should be limited to costs or expenses demonstrated to be 49 

unexpected, volatile, and fluctuating.  The Companies did not make this 50 

demonstration. 51 

• Approval of riders should not be taken lightly. It entails considerable 52 

investment of limited Commission resources to ensure that such riders are 53 

properly implemented.  54 

 55 

Q. Please identify the rider proposals presented by Peoples Gas and North 56 

Shore. 57 

A. The Companies are proposing to institute four different riders in their service 58 

territories. Three of the riders would be implemented by both Companies. These 59 

include Rider VBA, which would decouple the Companies’ delivery charge 60 

revenues from their sales; Rider UBA, which would separately recover 61 

uncollectible expenses related to gas costs; and Rider EEP, which is designed to 62 

recover expenses related to the Companies’ energy efficiency programs. 63 

  64 

 The fourth rider, Rider ICR, pertains to the recovery of costs associated with 65 

main and ancillary structure replacements and would be implemented only by 66 

Peoples Gas. 67 

 68 

Q. How do the Companies present their arguments for the proposed riders? 69 
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A. Two sets of arguments are presented. The first set consists of general arguments 70 

that seek to support the proposed riders as a whole. The second set of 71 

arguments specifically addresses the riders, one or two at a time. The primary 72 

arguments are presented by Companies witness Mr. Feingold, a consultant from 73 

Navigant Consulting, Inc. Additional arguments are provided by Companies 74 

witnesses Schott and Grace. I will address both the general and specific 75 

arguments raised by the Companies. 76 

 77 

Q. What general arguments does Mr. Feingold present for the proposed 78 

riders? 79 

A. Mr. Feingold asserts that the proposed set of riders is necessary to counter the 80 

current business challenges for the Companies presented by “certain volatile and 81 

unpredictable circumstances” they are unable to control. As a result of these 82 

challenges, he contends that each of the Companies faces “ongoing difficulties in 83 

recovering its Commission-approved level of costs through base rates.” (Peoples 84 

Gas Ex. RAF-1.0, pp. 5-6, lines 101-105 and North Shore Ex. RAF-1.0, p. 5, lines 85 

95-99)  86 

 87 

 Mr. Feingold also identifies the following specific business challenges for the 88 

Companies: 89 

• Weather variability 90 

• Declining use per customer 91 

• Rising and volatile gas prices 92 
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• Rising and volatile customer bills and bad debt expense 93 

• Energy efficiency and conservation measures 94 

• Increasing requirements applicable to infrastructure maintenance and 95 

reliability. (Id. Peoples Gas at 6-7, lines 119-130 and North Shore at 5-6, 96 

lines 113 – 123) 97 

 Mr. Feingold asserts that these business challenges have led to greater price 98 

uncertainty and volatility for customers; and that they have introduced “variability, 99 

unpredictability and uncontrollability” into the operations of Peoples Gas and 100 

North Shore. (Id. Peoples Gas at 7-9, lines 135-154, 176-182 and North Shore at 101 

6-8, lines 128-148, lines 170-177) Costs that he believes could be characterized 102 

as volatile and unpredictable include:  gas costs, bad debt, infrastructure 103 

improvement costs, government-mandated safety costs, public improvement 104 

project costs, property taxes, pension expenses and environmental costs. (Id. 105 

Peoples Gas at 11, lines 217-226 and North Shore at 10, lines 212-221) Mr. 106 

Feingold opines that the gas industry increasingly recognizes that these costs 107 

should be recovered through automatic adjustment mechanisms, rather than 108 

through fixed charges. (Id. Peoples Gas at 11, lines 226-228 and North Shore at 109 

10, lines 221-223) 110 

 111 

Q. Do you agree with Mr. Feingold’s general arguments in support of the 112 

riders? 113 

A. No, I do not. Mr. Feingold did not adequately justify the primary claim supporting 114 

his proposals, that Peoples Gas and North Shore have been unable to recover 115 
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their revenue requirements due to volatile, unpredictable and uncontrollable 116 

circumstances. To the contrary, information provided by the Companies 117 

themselves point in the opposite conclusion. Despite the business challenges of 118 

volatility in gas costs, the reduction in their customers’ usage over recent years, 119 

the increase in bad debt expense levels, and the costs associated with replacing 120 

mains on the Peoples Gas system, the Companies were successfully able to 121 

avoid filing rate cases for twelve years. The Companies benefited from a long 122 

period of positive financial results since their last rate case. ICC Staff Exhibit 8.0, 123 

Schedule 8.1, which presents the Companies’ responses to AG Data Requests 124 

4.08, shows that the earned overall rate of return and earned return on equity by 125 

Peoples Gas and North Shore met or exceeded the respective rates of return 126 

approved by the Commission seven out of eight years from 1996 until 2003. Over 127 

that same period, North Shore exceeded its authorized return six out of eight 128 

years and as late as 2003 earned a return of 14.13%. The financial success 129 

achieved by Peoples Gas and North Shore within the confines of the traditional 130 

regulatory process undermines Mr. Feingold’s argument that extraordinary 131 

measures, such as the proposed riders, are needed to enable the Companies to 132 

recover their Commission-approved level of costs through base rates. 133 

 134 

Q. Are there any other general reasons why the proposed riders should be 135 

rejected by the Commission? 136 

A. Yes. If the riders were adopted, ratepayers would be subject to higher rates for 137 

gas service than they would otherwise incur. At the same time, ratepayers would 138 
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not receive the benefit of any reductions in costs (including cost of capital) or 139 

operating efficiencies related to costs recovered through base rates. The 140 

Companies’ ability to forego filing for a rate increase for 12 years demonstrates 141 

that such savings and efficiencies factor heavily into utility operations and rates. 142 

The Companies combined propose to implement seven new riders and each has 143 

the potential to increase the level of costs recovered from ratepayers between 144 

rate cases. These are costs that ratepayers would not necessarily incur in the 145 

traditional regulatory process. The following tables show data provided by the 146 

Companies that reflect the cost to ratepayers if only Rider VBA and Rider UBA 147 

had been in effect over the years 2002-2006.  148 

 149 

 The revenue increase from Rider VBA is as follows: 150 

     Peoples Gas  North Shore 151 

  2002   $43,924,875   $6,045,433 152 

  2003   $22,261,021   $1,560,702 153 

  2004   $39,568,443   $4,232,381 154 

  2005   $50,617,399   $5,634,208 155 

  2006   $61,899,211   $6,906,686 156 

 (Peoples Gas and North Shore Responses to Data Request AG-308, 157 

Attachment) 158 

 159 

 The revenue increase from Rider UBA is as follows: 160 

     Peoples Gas  North Shore 161 
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  2002   $(4,596,805)   $86,126  162 

  2003   $3,441,236   $549,815 163 

  2004   $4,105,693   $514,741 164 

  2005   $7,439,729   $765,055 165 

  2006   $12,440,443   $1,039,956 166 

 (Peoples Gas and North Shore Responses to Data Request AG-307) 167 

 168 

 Thus, the collective impact of these two riders for Peoples Gas (North Shore) 169 

alone ranges from a low of $25.7 ($2.1) million in 2003 to a high of $74.3 ($7.9) 170 

million in 2006 if these riders had been in effect. The great magnitude of these 171 

revenue transfers from just two of the riders call into question how ratepayers 172 

would benefit from implementation of all the proposed riders. 173 

 174 

Q. Are there existing guidelines as to what costs or expenses can be 175 

appropriately recovered through a rider?  176 

A. Yes. Although I am not an attorney, I understand that the basic and customary 177 

standard is that riders may be allowed by the Commission for unexpected, 178 

volatile, and fluctuating expenses. The basis of such standards will be discussed 179 

in Staff’s briefs. My discussion in the next section of this testimony will explain 180 

how the Companies have not established that the underlying costs for which 181 

recovery is being sought under Riders UBA, EEP and ICR are unexpected, 182 

volatile, and fluctuating.   183 

 184 
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 Rider VBA differs from the other three riders in that it does not specifically 185 

pinpoint a particular cost for which it is seeking rider recovery. Nonetheless, 186 

elsewhere in Mr. Feingold’s testimony he indicates what he believes could be 187 

characterized as volatile and unpredictable costs:  gas costs, bad debt, 188 

infrastructure improvement costs, government-mandated safety costs, public 189 

improvement project costs, property taxes, pension expenses and environmental 190 

costs. (Peoples Gas Ex. RAF-1.0, p. 11, lines 217-226 and North Shore Ex. RAF-191 

1.0, p. 10, lines 212-221) However, gas costs are already currently being 192 

recovered through the Companies’ respective PGA riders. Bad debt which will be 193 

discussed under the section dealing with Rider UBA, does not appear to be 194 

volatile as the Companies claim. Finally, the Companies fail to provide sufficient 195 

evidence that infrastructure improvement costs, public improvement project 196 

costs, property taxes, pension expenses and environmental costs are sufficiently 197 

unexpected, volatile, and fluctuating to warrant recovery through a rider. 198 

 199 

Q. Do the proposed riders present challenges from a regulatory standpoint? 200 

A. Yes. Each of the riders presents a challenge for Staff and the Commission to 201 

ensure that they are fairly and reasonably administered on an ongoing basis. 202 

Staff currently expends considerable resources to oversee expenditures charged 203 

to customers through Peoples Gas’ and North Shore’s current Purchased Gas 204 

Adjustment (“PGA”) riders. The Companies’ proposal would add seven more 205 

riders for Staff and the Commission to monitor and oversee. Since each of these 206 

riders would be new to Illinois, necessary resources must be expended to 207 
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determine and implement the most effective ways to ensure that the riders are 208 

implemented properly. 209 

 210 

 In addition, there could be ongoing regulatory issues in a periodic reconciliation 211 

or true-up similar to the current process of implementing PGA riders. For 212 

example, Docket Nos. 01-0707 and 01-0706 were established to address PGA 213 

costs for Peoples Gas and North Shore incurred between October 1, 2000 and 214 

September 30, 2001. It took more than four years to sort out the issues for those 215 

cases and the Commission did not issue its final orders on the issues until March 216 

28, 2006. This experience shows that the regulation of riders can entail a 217 

significant investment in time and resources. 218 

 Rider VBA 219 

 220 

Q. Please describe the Rider VBA proposed by Peoples Gas and North Shore. 221 

A. The proposed rider would adjust revenues upwards or downwards to ensure that 222 

the Companies receive consistent “margin revenues” from one month to the next. 223 

Margin revenues consist of “a utility’s total cost of service, exclusive of purchased 224 

gas expenses and any other expenses that are treated as “flow-through” items in 225 

rates (e.g., revenue taxes)”. (Id. Peoples Gas at 15, lines 298-300 and North 226 

Shore at 13, lines 293-295) In other words, they correspond to the Companies’ 227 

base rate revenues. The margin revenues are recovered through both fixed 228 

customer charges and variable distribution charges. 229 

 230 



Docket Nos. 07-0241 and 07-0242 
(Consolidated) 

ICC Staff Exhibit 8.0 
 

11 

 The Companies argue that the margin revenues recovered through variable 231 

charges are at risk because they depend on the amount of gas ratepayers 232 

consume. If consumption rises, then the recovery of margin revenues through 233 

variable distribution charges will increase. However, if gas consumption declines, 234 

the margin revenues from variable distribution charges will decline and the 235 

Companies argue they may not recover the amounts necessary to cover their 236 

approved costs. To address this situation, Rider VBA sets a target level of margin 237 

revenues on a per customer basis for each month of the year. If the Companies 238 

receive a higher level of per-customer margin revenues for that month, the 239 

excess is credited to customers two months later. Conversely, if the margin 240 

revenues for the month fall below the target level, customers are assessed the 241 

shortfall for that month two months later. 242 

 243 

Q. What support do the Companies provide for their proposed Rider VBA? 244 

A. Companies witness Mr. Feingold presents six arguments for Rider VBA. First, he 245 

claims the rider “will minimize the impact of weather on Peoples Gas’ financial 246 

condition and on the volatility of its customers’ bills”. (Id. Peoples Gas at 21, lines 247 

429-430 and North Shore at 20, lines 429-430) Second, he claims it will restore 248 

the incentive for Peoples Gas and North Shore to promote energy conservation 249 

and efficiency programs for their customers by ‘breaking the link’ between the 250 

Companies’ earnings and sales. (Id. Peoples Gas at 22-23, lines 451-472 and 251 

North Shore at 21-22, lines 453-475) Third, he maintains that this rider will have 252 

a minimal impact on customers’ bills while generating positive results for the 253 
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Companies. (Id. Peoples Gas at 35, lines 698-700 and North Shore at 32, lines 254 

706-708) Fourth, he states the National Association of Regulatory Utility 255 

Commissioners (“NARUC”) recognizes revenue decoupling and notes nine states 256 

have approved revenue decoupling mechanisms. Fifth, he indicates that the 257 

financial community welcomes revenue decoupling mechanisms because they 258 

have a favorable impact on a utility’s credit rating. Sixth, he claims customers will 259 

realize savings even if weather is warmer than normal and the Rider VBA results 260 

in a positive adjustment (i.e., an increased charge to customer bills). 261 

 262 

 Each of these six arguments is flawed and/or unpersuasive and I will address 263 

them individually in the following discussion. For the reasons that follow, the 264 

Commission should reject the Companies’ proposed Rider VBA. 265 

 266 

Q. Please respond to Mr. Feingold’s first argument that the proposed rider will 267 

reduce the volatility of ratepayer bills. 268 

A. That is not necessarily true and Rider VBA could actually increase the volatility of 269 

ratepayer bills. Under the Companies’ proposal, the true-up of margin revenues 270 

for an individual month takes place two months afterwards. (Peoples Gas Ex. 271 

VG-1.0, p. 47, lines 1038-1041 and North Shore Ex. VG-1.0, p. 42, lines 929-272 

932) For example, the adjustment for an under- or over-collection of margin 273 

revenues in December would occur on February bills. If December is warmer 274 

than normal, gas consumption levels decline, and margin revenues fall below the 275 

target level, then February bills would be adjusted upwards to recover 276 
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December’s margin shortfall. However, if February is colder than normal and 277 

drives usage and customer bills above the average, the customer bill increase in 278 

February will be exacerbated by the upward adjustment to recover the December 279 

shortfall in margin revenues. In this instance, Rider VBA would contribute to a 280 

more pronounced upward spike in February customer bills. 281 

 282 

 Mr. Feingold’s statement would be accurate if weather and consumption levels 283 

each winter are consistently above or below normal. Then, the adjustment 284 

process would bring monthly bills closer to the average. If, however, weather 285 

varies on a shorter-term basis, then Rider VBA could increase the volatility of 286 

ratepayer bills as the previous example shows. 287 

 288 

Q.  Are there any other proposals in this case that could reduce the impact of 289 

weather variations on earnings? 290 

A. Yes. One is the Companies’ proposal to change from a 30 year to a 10 year 291 

weather normalization period (Peoples Gas Ex. LTB-1.0, p. 10, lines 206-224 292 

and North Shore Ex. LTB-1.0, p. 14, lines 294-303) This proposal will address 293 

Mr. Borgard’s concern as noted by Mr. Feingold that the decrease in gas 294 

delivered and sold to customers is in part due to a warming trend in weather. 295 

(Peoples Gas Ex. RAF-1.0, pp. 17-19) The net effect of such a change is to 296 

increase the revenue requirement and, therefore, increase the volumetric charge 297 

collected by the Companies from customers. It should be further noted that Staff 298 

does not oppose this change to the weather normalization mechanism.  299 
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 300 

 The second proposal by the Companies that would reduce earnings variability is 301 

to increase the fixed, customer charge. Peoples Gas proposes increases from 302 

the current $9.00 to $11.25 and $19.00 for non-space heating and space heating 303 

customers, respectively. (Peoples Ex. VG-1.4, p. 1 of 12) The corresponding 304 

North Shore proposed charges increase from the current $8.50 to $10.50 and 305 

$16.50 for non-space heating and space heating customers, respectively. (North 306 

Shore Ex. VG-1.3, p. 1 of 2) Any increase approved for these charges would 307 

represent more dollars to the Companies that will not vary with usage and 308 

thereby constitute a more stable and predictable revenue stream. 309 

 310 

 The reduction in earnings variability due to these two proposals undermines the 311 

Companies’ justification for a need to establish an extraordinary measure, such 312 

as Rider VBA, to accomplish the same goal.  313 

    314 

Q. Please respond to Mr. Feingold’s second argument that Rider VBA will 315 

restore the incentive for Peoples Gas and North Shore to promote energy 316 

conservation and efficiency programs. 317 

A. The Companies’ customer usage data for the last 12 years indicates that 318 

ratepayers do not require assistance from Peoples Gas and North Shore to 319 

conserve gas. The extent to which ratepayers have reduced their consumption is 320 

documented in the testimony of Companies witness Mr. Borgard who asked, 321 

“Why is Peoples Gas unable to earn a reasonable rate of return on common 322 
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equity?” The first factor he cites in response is “a continuing decrease in the 323 

volume of gas delivered to customers”. (Peoples Gas Ex. LTB-1.0 at 9, lines 199-324 

203 and North Shore Ex. LTB-1.0 at 9, lines 188-192) 325 

 326 

 Mr. Borgard documents a steep decline in throughput on the Peoples Gas 327 

system. He notes that throughput on the Peoples Gas system fell from the 1996 328 

level of 235.7 bcf projected in the Company’s 1995 rate case down to a 2006 329 

normalized level of 177.6 bcf. According to Mr. Borgard, this represents a 330 

reduction of 58 bcf or 25% over the 10 year period. (Id. Peoples Gas at 10, lines 331 

208-213) As far as residential heating customers are concerned, Mr. Borgard 332 

indicated that their average annual use declined by 29% from 160 to 113 333 

dekatherms over the last decade (Id. Peoples Gas at 16, line 353) and small 334 

residential heating customer use for North Shore declined by 16% from 159 to 335 

133 dekatherms over the same 10 year period. (Id. North Shore at 14-15, lines 336 

313-315) 337 

 338 

 Mr. Borgard’s testimony demonstrates that ratepayers are highly motivated to 339 

conserve and do not require any additional assistance from the Companies to 340 

reduce consumption.  The significant decline in throughput demonstrates that 341 

ratepayers have readily responded to price signals implemented through a rate 342 

design that links customer costs with usage. Ironically, Mr. Feingold offers 343 

promotion of energy conservation and efficiency programs as the basis for 344 

eliminating the link between usage and rates – a key factor in the substantial 345 
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conservation and efficiency gains to date. Mr. Feingold’s argument is self-346 

contradictory -- harming efficiency and conservation incentives in the name of 347 

promoting efficiency and conservation programs – and does not provide a 348 

reasonable basis for authorizing rider recovery. Further, the substantial 349 

conservation achieved to date indicates that there is no need to transform the 350 

regulatory paradigm to provide the Companies with incentives to help ratepayers 351 

conserve. 352 

 353 

Q. Do you believe that Peoples Gas and North Shore can play an effective role 354 

in motivating ratepayers to conserve? 355 

A. Recent evidence indicates they cannot. The current incentive for Peoples Gas 356 

and North Shore is to encourage ratepayers to consume more. As Mr. Feingold 357 

acknowledges, “[t]he “Throughput Incentive” encourages a utility such as 358 

Peoples Gas to be financially motivated to increase sales of natural gas (relative 359 

to historical levels which underlie base rates) and to maximize the “throughput” of 360 

natural gas across its utility system”. (Peoples Gas Ex. RAF-1.0, p. 23, lines 455-361 

458 and North Shore Ex. RAF-1.0, p. 21, lines 457-460) Despite this incentive, 362 

the Companies could not prevent ratepayers from significantly reducing their gas 363 

consumption over the past twelve years. 364 

 365 

 If Peoples Gas and North Shore have failed in the past to induce ratepayers to 366 

consume more, then it is not clear why they will succeed in the future in 367 

motivating ratepayers to use less. 368 
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 369 

Q. Please discuss Mr. Feingold’s third argument that Rider VBA will have a 370 

minimal impact on customers’ bills but a significantly positive effect on the 371 

Companies. 372 

A. Mr. Feingold presents analyses concerning the potential impacts of the proposed 373 

Rider VBA on ratepayer bills. His schedule RAF-1.5 develops a set of Rider VBA 374 

results assuming the rider had been effective between the years 2001 – 2006 375 

and he concludes that the impact of the proposed rider on customers’ bills “will 376 

be minimal”. (Id. Peoples Gas at 35, lines 698-699 and North Shore at 32, lines 377 

706-707) For example, he indicates that the maximum impact on residential bills 378 

in any month was $9.10 while approximately 95% of the average customer bill 379 

adjustments fell within the range of plus or minus $3.00. (Id. Peoples Gas at 34, 380 

lines 666-672 and North Shore at 31, lines 672-680)   381 

 382 

 However, Mr. Feingold’s analysis is incomplete and cannot be relied upon. His 383 

analysis of individual months fails to show the overall impact of the proposed 384 

rider on ratepayer bills. The issue for ratepayers is whether Rider VBA will cause 385 

their bills to increase or decrease over time. Mr. Feingold’s analysis does not 386 

definitively answer that key question. 387 

 388 

 The only evidence available from the Companies indicates that ratepayers will 389 

pay a substantial price if the proposed riders are adopted. The Companies’ data 390 

presented earlier in my testimony indicates that if Rider VBA had been in effect 391 
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between 2002 and 2006, customers of Peoples Gas (North Shore) would have 392 

paid an additional amount each year ranging from a low of $22.3 ($1.6) million to 393 

a high of $61.9 ($6.9) million. These results suggest that Rider VBA could prove 394 

costly to Peoples Gas and North Shore ratepayers. 395 

 396 

 With regard to Mr. Feingold’s statement that the VBA Rider will have a 397 

“significant positive impact on Peoples Gas’ ability to recover its authorized level 398 

of margin revenues,” recovery of margin revenues is not the appropriate standard 399 

to assess the performance of Peoples Gas and North Shore. The better and 400 

broader measure is whether the Companies are able to earn a reasonable return 401 

on their investment. The Companies’ Response to Data Request AG 4.08 (ICC 402 

Staff Ex. 8.0, Schedule 8.1) reveals that they have been able to earn returns 403 

above their authorized levels more than seven years after their previous rate 404 

case under the traditional regulatory paradigm. Rider VBA could serve to raise 405 

those returns even further. According to the schedule, Peoples Gas earned a 406 

12.30% return on common equity in 2002. If Rider VBA had been in effect, it 407 

would have generated an additional $43,924,875 in revenues for Peoples Gas 408 

that year. This additional $43,924,875 in revenues would clearly have propelled 409 

Peoples Gas’ rate of return even higher. That same year, North Shore earned a 410 

return of 12.72% and if Rider VBA had been in effect it would have added 411 

$6,045,433 in additional revenues that would have raised that Company’s return 412 

as well. 413 

 414 
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Q. Please respond to Mr. Feingold’s fourth argument that references opinions 415 

outside Illinois on revenue decoupling mechanisms such as Rider VBA. 416 

A. Mr. Feingold’s argument is unpersuasive. He notes that NARUC “has recognized 417 

that revenue decoupling as a ratemaking concept provides earnings stability and 418 

removes the disincentives for promoting energy conservation.” (Id. Peoples Gas 419 

at 27, lines 541-544 and North Shore at 25, lines 546-549) Mr. Feingold further 420 

states that: 421 

 The recently issued “National Action Plan for Energy 422 
Efficiency…emphasizes the need to eliminate ratemaking and regulatory 423 
disincentives or barriers through its recommendations that utility regulators 424 
“modify policies to align utility incentives with the delivery of cost-effective 425 
energy efficiency and modify ratemaking practices to promote energy 426 
efficiency investments.” (Peoples Gas Ex. RAF-1.0, p. 29, lines 566-570 427 
and North Shore Ex. RAF-1.0, p. 26, lines 571-575) 428 

 429 
 Mr. Feingold also notes that nine states have approved revenue decoupling for 430 

sixteen utilities, with eleven more proposed and pending approval by regulatory 431 

bodies. (Id. Peoples Gas at 30, lines 588-599 and North Shore at 27-28, lines 432 

594-606) 433 

 434 

 NARUC’s acknowledgment of revenue decoupling mechanisms is not an 435 

affirmative statement that the organization is advocating that these mechanisms 436 

should be adopted by all state regulatory Commissions. Indeed, as Mr. 437 

Feingold’s own testimony states, NARUC’s position is to encourage State 438 

Commissions “to review the rate designs they have previously approved to 439 

determine whether they should be reconsidered….” (Id. Peoples Gas at 28, lines 440 

551-553 and North Shore at 25, lines 556-558) Furthermore, statements by 441 
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NARUC do not mandate the Commission to any course of action with regard to 442 

this matter. 443 

 444 

 As for activity in other jurisdictions, Mr. Feingold’s reference to regulators in nine 445 

states approving revenue decoupling mechanisms reveal only limited support for 446 

revenue decoupling mechanisms such as the proposed Rider VBA. 447 

 448 

Q. Please respond to Mr. Feingold’s fifth argument that the financial 449 

community recognizes the value of revenue decoupling mechanisms such 450 

as Rider VBA. 451 

A. Again, Mr. Feingold’s argument is unpersuasive. He quotes from a Moody’s 452 

Investor Service report which states that such proposals “would serve to stabilize 453 

the utility’s credit metrics and credit ratings”. (Id. Peoples Gas at 31, lines 612-454 

615 and North Shore at 29, lines 619-622) This statement is not surprising since, 455 

as I noted earlier in my testimony, application of Rider VBA from the years 2002-456 

2006 would have significantly increased the Companies’ revenues and earned 457 

rates of return. However, these higher revenues to the Companies would have 458 

come at considerable ratepayer expense.   459 

 460 

Q. Please respond to Mr. Feingold’s sixth argument that even with warmer 461 

than normal weather and a positive Rider VBA adjustment customers will 462 

still realize savings on their bills.  463 

A. Mr. Feingold identifies two sources of savings for customers when the weather is 464 
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warmer than normal: reduced consumption and typically lower commodity gas 465 

costs. (Peoples Gas Ex. RAF-1.0, p. 36, lines 717-721 and North Shore Ex. RAF-466 

1.0, p. 33, lines 725-730) Since such savings from these two sources would be 467 

realized even without a Rider VBA, this argument is not persuasive. To the 468 

contrary, as I explained earlier in my testimony, Rider VBA would result in higher 469 

gas bills for customers. This argument fails to demonstrate how ratepayers would 470 

be better off with the rider than without. 471 

 472 

Q. Please respond to Ms. Grace’s opinion on the reasonableness of Rider 473 

VBA. 474 

A. Ms. Grace states that the proposed rider follows several principles, the first being 475 

that the associated revenue adjustments would “[r]esult only in recovery of 476 

approved volumetric distribution margin, no more and no less.” (Peoples Gas Ex. 477 

VG-1.0, p. 46, lines 1028-1029 and North Shore Ex. VG-1.0, p. 42, lines 919-478 

920) However, this statement illustrates a key problem with Rider VBA. The rider 479 

would give the Companies extraordinary and unreasonable protection against 480 

business risk. Regardless of changes in business conditions or customer 481 

consumption patterns, the Companies would receive a guaranteed level of 482 

margin revenues each and every month. That risk, of course, would be 483 

transferred to ratepayers who effectively guarantee that Peoples Gas and North 484 

Shore receive their revenue margins. 485 

 486 
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Rider UBA 487 

 488 

Q. Please describe the Companies’ proposed Rider UBA. 489 

A. The proposed rider would recover gas cost-related uncollectible expenses. The 490 

Companies propose to divide bad debt (i.e., uncollectible expenses) into two 491 

components. The non-gas cost component will continue to be recovered through 492 

base rates. However, uncollectible expenses associated with gas costs will be 493 

recovered separately through the proposed Rider UBA. The amount recovered 494 

through the rider will reflect the Companies’ allowable uncollectible expense 495 

percentage applied to forecasted gas costs. Furthermore, any difference 496 

between billed revenues and actual expense will be reconciled on an annual 497 

basis. (Peoples Gas Ex. VG-1.0, p. 44, lines 972-984 and North Shore Ex. VG-498 

1.0, p. 39, lines 863-875) 499 

 500 

Q. How do the Companies justify the proposed Rider UBA? 501 

A. Mr. Feingold argues that the Companies’ bad debt expenses are “volatile, 502 

unpredictable and largely uncontrollable,” particularly the portion of bad debt 503 

expense that is related to its purchased gas costs. (Peoples Gas Ex. RAF-1.0, p. 504 

41, lines 808-811 and North Shore Ex. RAF-1.0, pp. 38-39, lines 838-843) He 505 

also argues that recent trends in natural gas prices have exacerbated the bad 506 

debt problems for gas utilities by raising customer bills, resulting “in more 507 

customers being slow or unable to pay, with resultant higher delinquent 508 

balances”. (Id. Peoples Gas at 36-37, lines 723-728 and North Shore at 34, lines 509 
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732-737)  510 

 511 

 In support of establishing a bad debt rider, he notes a 2005 Citigroup survey 512 

indicates 18 publicly traded gas utilities have a mechanism for addressing bad 513 

debt concerns although Citigroup expressed discouragement at the lack of bad 514 

debt trackers. The Citigroup report also noted the high potential impact of bad 515 

debt to the earnings of Illinois utilities. (Id. Peoples Gas at 38-39, lines 755-768; 516 

North Shore at 35-36, lines 766-779)  At a later juncture, Mr. Feingold states that 517 

utility regulators in 10 states have approved a bad debt ratemaking mechanism 518 

for 17 gas utilities (Id. Peoples Gas at 41, lines 818-823; North Shore at 38, lines 519 

830-835) 520 

 521 

Q. Do Mr. Feingold’s arguments adequately support adoption of the proposed 522 

Rider UBA? 523 

A. No, they do not. The accompanying evidence does not support his proposal. 524 

Peoples Gas Ex. LTB-1.5 shows that Peoples Gas’ total bad debt levels doubled 525 

from just under $20 million in 2000 to almost $40 million in 2001. However, the 526 

exhibit, which along with North Shore Gas Ex. LTB-1.4 is attached to my 527 

testimony as Staff Ex. 8.0, Schedule 8.2, also reveals that total bad debt has 528 

been relatively stable before and after that jump. From 1996 to 2000 it steadily 529 

declined from just over $25 million to just under $20 million. Between 2001 and 530 

2003, the level was approximately $40 million each year. In 2004 and 2005 it 531 

dropped to $35 million each year.  These results undermine Mr. Feingold’s claim 532 
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that these uncollectible expenses are volatile and unpredictable. Excluding the 533 

increase in bad debt costs from 2000 to 2001, the Company’s total bad debt has 534 

been relatively flat or declined over this ten year period. 535 

 536 

 The corresponding exhibit for North Shore (North Shore Gas Ex. LTB-1.4) 537 

indicates that bad debt hovered between approximately $600,000 and $800,000 538 

from 1996 to 2000. It then increased to almost $1.4 million in 2001 and has 539 

ranged between approximately $1.2 million and $1.6 million between 2001 and 540 

2005. These figures also fail to indicate that bad debt for North Shore has been 541 

volatile over this period excluding the increase in 2001. 542 

 543 

 The same exhibits show that the Companies’ gas cost-related bad debt has 544 

followed a similar trend. For Peoples Gas, between 1996 and 2000, it declined 545 

from about $12 million to about $8 million. Then, in 2001, it jumped to almost $25 546 

million. Since then it has fallen to about $21 million in 2005. Again, excluding 547 

2001, the trend has been a relatively flat or declining level of gas cost-related bad 548 

debt.  Gas cost-related bad debt for North Shore ranged between approximately 549 

$250,000 and $400,000 from 1996 to 2000 and then between approximately 550 

$800,000 and $1,200,000 from 2001 to 2005. Absent the increase in 2001, the 551 

volatility in gas cost-related bad debt for North Shore has been limited as well. 552 

 553 

Q.  Do you have further evidence that undermines Mr. Feingold’s claim that 554 

Peoples Gas’ bad debt expenses are volatile and unpredictable? 555 
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A. Yes. An examination of Peoples Gas’ and North Shore’s uncollectible expenses 556 

against its other operating expenses is instructive. Figures 11 and 22 respectively 557 

compare Peoples Gas’ and North Shore’s total uncollectible expense (excluding 558 

purchased gas costs) for the years 1997-2006.    559 

 Figure 1
Peoples Gas Uncollectibles Compared to All Other Expense (Excluding Gas Costs)
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1 Figure 1 and the supporting data are shown on ICC Staff Ex. 8.0, Schedule 8.3.  
2 Figure 2 and the supporting data are shown on ICC Staff Ex. 8.0, Schedule 8.3. 
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Figure 2
North Shore Uncollectibles Compared to All Other Expense (Excluding Gas Costs)
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 Two observations can be made from these historical charts: the Companies’ 562 

uncollectible expenses are not significant in comparison to their other operating 563 

expenses; and the Companies’ uncollectible expense fluctuates much less than 564 

its operating expenses (less purchased gas costs). 565 

 566 

 Focusing solely on the change in uncollectible expenses from year to year versus 567 

the change in operating expenses, excluding gas costs, the same observations 568 

can be made as shown in Figures 33 and 44 below. 569 

                                            
3 Figure 3 and the supporting data are shown on ICC Staff Ex. 8.0, Schedule 8.3. 
4 Figure 4 and the supporting data are shown on ICC Staff Ex. 8.0, Schedule 8.3. 
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Figure 3
Peoples Gas Change  in Uncollectibles Compared to Change in All Other Expenses 

(Excluding Gas Costs) 
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Figure 4
North Shore Change  in Uncollectibles Compared to Change in All Other Expenses 

(Excluding Gas Costs) 
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Figures 3 and 4 show that the magnitude of change in the Companies’ other 572 
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expenses (less purchased gas costs) has been greater than the magnitude of 573 

change in its total uncollectible expense. 574 

 575 

In contrast, the Companies’ purchased gas costs are volatile and fluctuating in 576 

comparison to their total operating expenses as shown in Figures 55 and 66 577 

below. 578 

Figure 5
Gas Costs for Peoples Gas Compared to All Other Expenses
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5 Figure 5 and the supporting data are shown on ICC Staff Ex. 8.0, Schedule 8.3. 
6 Figure 6 and the supporting data are shown on ICC Staff Ex. 8.0, Schedule 8.3. 
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Figure 6
Gas Costs for North Shore Compared to All Other Expenses
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Figures 5 and 6 demonstrate that unlike the Companies’ uncollectible expense, 581 

purchased gas costs fluctuate significantly and warrant special treatment.   582 

Accordingly, the Commission has long approved a Purchased Gas Adjustment 583 

Rider to allow the Companies to recover their purchased gas costs. 584 

 585 

In summary, the evidence undermines Mr. Feingold’s claim that the Companies’ 586 

uncollectible expenses are volatile and unpredictable. These uncollectible 587 

expenses do not meet that customary standard for implementing a rider. 588 

Therefore, the proposed Rider UBA should be rejected by the Commission. 589 

   590 

Q. Do you have other comments regarding the remainder of Mr. Feingold’s 591 
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arguments in support of Rider UBA? 592 

A. Yes. First, I make the observation that despite the large increase in bad debt 593 

costs in 2001, the Companies succeeded in earning their approved rate of return 594 

in that year. In 2001, Peoples Gas (North Shore) earned a return of 11.14% 595 

(13.14%) on Common Equity. (See Staff Ex. 8.0, Schedule 8.1). 596 

 597 

 Second, the fact that only 10 states have adopted a bad debt ratemaking 598 

mechanism outside the confines of traditional ratemaking reveals only limited 599 

support for such ratemaking approaches. Moreover, the fact that Citigroup 600 

Research finds the lack of trackers across the country to be “discouraging” 601 

indicates that regulators do not find such riders to be necessary.  602 

 603 

Q. Did the Commission recently address the issue of implementing a separate 604 

rider for uncollectibles costs? 605 

A. Yes. The Commission addressed the issue in the last Northern Illinois Gas 606 

Company (d/b/a Nicor Gas Company) rate case (Docket No. 04-0779). The 607 

Commission concluded as follows concerning the idea of a separate rider for 608 

uncollectibles costs: 609 

 The Commission agrees with CUB/CCSAO’s analysis that Nicor’s 610 
proposed “uncollectible expense tracker” should not be utilized. 611 
Commodity-related uncollectibles expense should not be split from other 612 
uncollectibles expense. The Commission agrees with Staff and 613 
CUB/CCSAO that costs, such as uncollectibles, which are a normal cost 614 
of the provision of service, do not warrant special recovery through a rider. 615 
Nicor has not met its burden of showing that these costs are of a nature 616 
that should be recovered through a rider rather than through base rates. 617 
The gas cost portion of Nicor’s uncollectibles is presently being recovered 618 
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through base rates, and should continue to be recovered through base 619 
rates.” (Order p. 181, September 9, 2005) 620 

 621 

 I believe that this conclusion concerning the appropriateness of an uncollectibles 622 

rider is applicable to the current proceeding. 623 

 624 

 For these reasons, and those that I have articulated earlier, the proposed Rider 625 

UBA should be rejected by the Commission. There is no need to adopt a plan 626 

featuring a cumbersome regulatory apparatus to address uncollectible expenses. 627 

Rather, they can most appropriately be addressed as it always has been --628 

through the traditional ratemaking process. 629 

Rider EEP 630 

 631 

Q. Please describe the Companies’ proposed Rider EEP. 632 

A. Rider EEP allows the Companies to fully recover their costs associated with 633 

energy conservation and efficiency programs administered by a third party. The 634 

charges are based on a Commission-approved amount budgeted for the 635 

upcoming year. The Companies together propose a combined, annual amount of 636 

$7.5 million to collect through Rider EEP. (Peoples Gas Ex. IR-1.0, pp. 3-4, lines 637 

62-64, 86-89 and North Shore Ex. IR-1.0, p. 3-4, lines 63-65, 87-90) This amount 638 

will be divided between residential and non-residential customers, with 17% of 639 

residential expenditures to be shouldered by low income customers. (Peoples 640 

Gas Ex. VG-1.0, pp. 42-43, lines 934-965 and North Shore Ex. VG-1.0, pp. 38-641 

39, lines 824-856) 642 
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 643 

 The proposed rider will allow the Companies to carry over up to 75%, 50% and 644 

25% of unused budgeted dollars into the second, third and fourth program years, 645 

respectively. According to Ms. Grace, this carry over is necessary because 646 

budget dollars may not be fully expended as the program builds awareness in its 647 

initial years. (Id. Peoples Gas at 40, lines 894-896 and North Shore at 36, lines 648 

785-787) 649 

 650 

 My comments are directed to the financial impacts of the rider mechanism on 651 

ratepayers. Staff witness Rearden (ICC Staff Exhibit 12.0) will testify with respect 652 

to the operation of the Energy Efficiency Program. 653 

 654 

Q. How do the Companies justify the proposed Rider EEP? 655 

A. Mr. Feingold states that “because there are added uncertainties surrounding the 656 

precise timing of the rollout of its energy efficiency and conservation programs” 657 

he believes it is important to implement this rider so that “anticipated variations in 658 

budgeted versus actual costs from year to year” can be accommodated. 659 

(Peoples Gas Ex. RAF-1.0, p. 43, lines 848-855 and North Shore Ex. RAF-1.0, p. 660 

40, lines 861-869) 661 

 662 

 In addition, Ms. Grace cites two reasons for the proposed rider. First, she claims 663 

that precedent exists because the Companies previously offered energy 664 

efficiency programs through a rider as part of a statewide initiative. Second, she 665 
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contends legislation has been offered that may lead to a statewide energy 666 

initiative and the Companies do not want to burden customers with the cost of 667 

multiple programs. (Peoples Gas Ex. VG-1.0, pp. 41-42, lines 913-925 and North 668 

Shore Ex. VG-1.0, p. 37, lines 804-815) 669 

 670 

Q. Do the Companies provide adequate justification for proposed Rider EEP? 671 

A. No, they do not. Mr. Feingold’s reference to the uncertainty of the proposed 672 

program is unsubstantiated and does not constitute a valid reason to adopt a 673 

rider. Instead, it calls into question the basis for the Companies’ proposed energy 674 

efficiency and conservation programs. If this rider is approved, then ratepayers 675 

will be paying up front for the cost of programs whose implementation remain 676 

uncertain and will be developed without the benefit of further regulatory review. 677 

Thus, ratepayers will be committed to pay for a program that may or may not 678 

meet the Commission’s standards. This would unnecessarily expose ratepayers 679 

to financial risk. 680 

  681 

 Further, Ms. Grace’s arguments do not provide a valid basis for adopting Rider 682 

EEP. The fact that a rider was employed in the past does not mean it is the 683 

appropriate vehicle at this time to recover conservation and energy efficiency 684 

costs. Moreover, the possibility that legislation may be enacted to create a 685 

statewide energy initiative is not sufficient cause to introduce yet another rider 686 

into the regulatory process. It should be remembered that effective oversight of 687 

Rider EEP will require the devotion of significant regulatory resources. It would 688 
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not make sense to establish this regulatory apparatus merely on the chance that 689 

legislation will be passed that will impact in some undefined manner the 690 

Companies’ expenditures in this area. 691 

 692 

Q. Does the spending discretion available to the Companies to carry over 693 

amounts from one year to another year under the proposed rider raise a 694 

concern? 695 

A. Yes. This kind of flexibility means that a significant gap could emerge between 696 

the levels of energy efficiency programs suggested by the amount of dollars 697 

budgeted for the program and the amounts actually spent. Thus, whatever policy 698 

objectives the Commission would seek to achieve in approving the budget for the 699 

proposed program could be undermined by the amount that is actually spent to 700 

implement the program. 701 

 702 

 The rider’s carry over provisions raise further questions about the program itself. 703 

The Companies are according themselves considerable flexibility in the 704 

implementation process which suggests a lack of progress in the development 705 

process. This, in turn, raises the questions about what kind of program 706 

ratepayers will receive for the money spent. 707 

Rider ICR 708 

 709 

Q. Please describe Rider ICR. 710 

A. This rider would apply only to Peoples Gas. It is designed to recover costs 711 
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associated with Peoples Gas’ proposed accelerated cast iron and ductile iron 712 

(CI/DI) main replacement program and other investments associated with 713 

Accounts 376 (Mains), 380 (Services), 381 (Meters), 382 (Meter Installations) 714 

and 383 (House Regulators) (collectively “ancillary infrastructure”). (Peoples Gas 715 

Ex. VG-1.0, p. 49, lines 1088-1091) The proposed rider would feature an annual 716 

adjustment billed on a monthly basis with the amount recoverable under the rider 717 

depending on the difference between a “baseline” level of capital expenditures 718 

and corresponding expenditures in succeeding years. (Peoples Gas Ex. RAF-1.0, 719 

pp. 45-46, lines 902-907) 720 

 721 

Q. How does Peoples Gas justify the proposed Rider ICR? 722 

A. Peoples Gas’ witness Mr. Feingold presents three main arguments to justify the 723 

proposed rider. First, Mr. Feingold argues that base rate recovery of accelerated 724 

replacement program costs is limited to the program’s historical costs at the time 725 

of the rate case. This would render Peoples Gas unable to accelerate its pipe 726 

replacement process when opportunities arise, such as those discussed by 727 

Peoples Gas witness Mr. Schott, under current ratemaking. The problem, 728 

according to Mr. Schott, is that under current ratemaking the additional costs of 729 

replacement would not be recoverable until after Peoples Gas’ next rate case. 730 

Consequently, “longer-term cost savings” from those opportunities for 731 

accelerated replacement would be foregone. (Peoples Gas Ex. RAF-1.0, p. 45, 732 

lines 885-892) Mr. Schott identifies the sources of savings from an accelerated 733 

main replacement program to be the following:  incurring costs now rather than 734 
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later; reducing maintenance costs associated with leaks that arise under the 735 

current low pressure system; and lower street repair costs resulting from main 736 

replacement activities. (Peoples Gas Ex. JFS-1.0 at 7, lines 139-150) 737 

 738 

 Second, Mr. Schott states unexpected opportunities for main replacement may 739 

arise such as special projects and events (e.g., Chicago’s bid to host the 740 

Olympics in 2012). He claims these opportunities could provide significant cost 741 

savings and expedite CI/DI replacement. (Id. at 11, lines 227-231) However, Mr. 742 

Schott states that these opportunities cannot be known in advance and, 743 

therefore, cannot be budgeted. (Id. at 12, lines 254-260) 744 

 745 

 Third, Mr. Schott argues that since the magnitude of the costs of an accelerated 746 

replacement program will be too great, allowing recovery of such costs through a 747 

normal rate case would expose Peoples Gas to financial risk, something that 748 

could be avoided with Rider ICR. (Id. at 13, lines 278-287) 749 

 750 

Q. Please respond to Peoples Gas’ first argument that the rider would enable 751 

the Company to take advantage of opportunities that would result in long-752 

term savings. 753 

A. The problem is that Peoples Gas is asking ratepayers to pay additional costs for 754 

the possibility of future savings under the accelerated main replacement 755 

program. What these future savings are and whether they will outweigh the 756 

additional costs paid by ratepayers under the proposed rider is not explained by 757 
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Peoples Gas. 758 

 759 

 In addition, Peoples Gas does not justify why ratepayers should be asked to pay 760 

an extraordinary price for ordinary gas utility service. The purpose of the 761 

accelerated main replacement program is not to provide any new or enhanced 762 

service to ratepayers. Rather, the expenditures for this program are incurred so 763 

that Peoples Gas can continue to furnish basic gas service to its customers.   764 

According to Peoples Gas witness Doerk, “[t]he overarching motivation for 765 

replacing cast iron main is the safety and reliability of service for customers. 766 

(Peoples Gas Ex. ED-1.0, p.18, lines 370-371) As with any other public utility, 767 

Peoples Gas has a statutory obligation to provide safe and reliable service at 768 

minimum cost. If minimum cost requires an accelerated main replacement 769 

program then that should be Peoples Gas’ objective. Peoples Gas should not 770 

receive an additional financial reward, as would be provided by Rider ICR, to 771 

fulfill its obligation to maintain a safe and reliable system when every other gas 772 

utility in Illinois is obligated to do the same without the benefit of this reward. 773 

 774 

Q. Please respond to Peoples Gas’ second argument that the rider is 775 

necessary since opportunities, such as City of Chicago (City) special 776 

projects and events, cannot be known in advance and, thus, cannot be 777 

budgeted. 778 

A. Peoples Gas has been providing service to customers in Chicago since the 779 

1850s. (http://www.answers.com/topic/peoples-energy-corp, Viewed June 15, 780 
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2007) After 150 years it should be used to dealing with special projects and 781 

events sponsored by the City and other parties. Furthermore, since 1981 782 

Peoples Gas has been able to conduct a main replacement program without the 783 

need of a rider, demonstrating that it is possible to plan and budget for a main 784 

replacement program despite the existence of special projects and events.  785 

 786 

 It would seem that any main replacement program, accelerated or not, must 787 

coordinate with the City or a pertinent third party for construction efforts to be 788 

cost effective. If coordination with City rebuilding projects can lower main 789 

replacement costs, it would make sense to do so whether the replacement 790 

program proceeded at a normal or accelerated pace. Mr. Schott indicates that 791 

“Peoples Gas has historically coordinated main replacement with the City of 792 

Chicago during its normal rebuilding or replacement of roads in Chicago.” 793 

(Peoples Gas Ex. JFS-1.0, p. 10, lines 224-225) If Peoples Gas could coordinate 794 

this way in the past without the benefit of a rider, then it is not clear why a rider is 795 

needed for future coordination. If anything, Peoples Gas should be expected to 796 

have learned from experience and coordinate in the future with the City in a more 797 

efficient manner. 798 

 799 

Q. Please respond to the Company’s third argument that the magnitude of the 800 

costs of an accelerated replacement program is too great and allowing 801 

recovery of such costs only through a normal rate case would expose 802 

Peoples Gas to financial risk. 803 
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A. This argument reveals the extent to which the Company is seeking a blank check 804 

from ratepayers for a large project of unknown cost. Mr. Schott considers it 805 

difficult to predict “when and how much money will be spent” under the proposed 806 

program. Nevertheless, he considers the costs “too great” to expose Peoples 807 

Gas to the financial risk. Adoption of the proposed rider would relegate 808 

ratepayers to paying incremental costs associated with this program at least until 809 

Peoples Gas files its next rate case. Considering that Peoples Gas has stayed 810 

away for twelve years since its last case, ratepayers could end up paying these 811 

unknown incremental costs for a long time under the proposed rider. 812 

 813 

 Another concern is that Mr. Schott does not want to expose Peoples Gas to the 814 

financial risk of the proposed main replacement program but is willing to expose 815 

ratepayers to that risk through the introduction of Rider ICR. 816 

 817 

Q. Do you have any further concerns about the proposed rider? 818 

A. Yes. The proposed rider undermines Peoples Gas’ incentive to control costs. 819 

Under the proposed rider, Peoples Gas will be able to recover incremental 820 

investments in ancillary infrastructure associated with mains, services, and 821 

meters from ratepayers. There does not even have to be any demonstration that 822 

investments in these ancillary infrastructure bear any relationship to the 823 

accelerated main replacement program to qualify for Rider ICR recovery. This 824 

will reduce the incentive for Peoples Gas to control unnecessary or marginal 825 

investments in ancillary infrastructure. Stated otherwise, Peoples Gas will have 826 
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the financial incentive to spend more because it will not have to wait until the next 827 

rate case to recover these incremental costs. This could undermine the objective 828 

of controlling costs. 829 

 830 

 If Peoples Gas decides to change a broken meter, for example, then the 831 

associated investment should not be recovered on an ongoing basis under a 832 

main replacement rider. At a minimum, the stated purpose for the proposed rider 833 

is misleading and it provides yet another reason for rejecting the proposed Rider 834 

ICR. 835 

 836 

 Final Considerations 837 

 838 

Q. Do you have any additional concerns about the riders proposed by Peoples 839 

Gas and North Shore? 840 

A. Yes. The Commission’s Order in 2006 which settled the 2001 PGA reconciliation 841 

case for Peoples Gas states: 842 

 The Commission’s finding of imprudence is not the only result of PGL’s 843 
imprudent and egregious conduct during this reconciliation period. The 844 
Commission’s confidence in PGL’s management to be forthright and fair in 845 
serving ratepayer interests and in dealing with the Commission is shaken. 846 
The Commission believes that its regulatory compact with PGL, its 847 
presumption of good faith on the part of PGL’s management, and PGL’s 848 
overall integrity as a corporate citizen is severely damaged in the instant 849 
case. (Commission Order, Docket No. 01-0707, p. 140, March 28, 2006) 850 

 851 

 The Company’s’ past behavior in administering its gas costs riders is relevant to 852 

this proceeding in which both Peoples Gas and North Shore propose to 853 
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implement and administer seven additional riders.  854 

 855 

 In addition, the Commission put Peoples Gas on notice about future behavior 856 

when it stated: 857 

 Over the next few years, the Commission intends to closely scrutinize 858 
PGL through the audits agreed to in the Settlement Agreement and 859 
Addendum (discussed below) in hopes that its conduct during this 860 
reconciliation is an aberration. (Commission Order, Docket No. 01-0707, 861 
p. 138, March 28, 2006) 862 

 863 

 Considering the Commission’s interest in monitoring the Company’s future 864 

behavior, Staff considers it premature for Peoples Gas and North Shore to 865 

implement seven new riders at this time. 866 

 867 

Q. Does this complete your direct testimony? 868 

A. Yes, it does. 869 
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REQUEST NO. AG 4.08: 
 
What return on rate base and return on equity was earned by each Company in each calendar year 
since Peoples Gas’ and North Shore’s rates were last impacted by a general rate increase approved 
by the Commission?  Please provide calculations for each year. 
 
RESPONSE: 
 
Return on rate base and return on equity earned by Peoples Gas since its last 
Commission-approved rate case (Docket #95-0032) are available on a fiscal year basis.   
Below are the fiscal years returns ended September 30th: 
 

 
    2000 1999 1998 1997 1996 1995 
    Return on Net Utility Cost Rate Base 9.89% 9.27% 9.36% 11.08% 11.07% 8.60% 
    Return on Common Equity   13.08% 11.04% 11.26% 14.41% 14.52% 10.16% 

 
Note: (1) Fiscal 2002 – 2006 information from Schedule D-7, page 2, lines 42-43 
 
 
 
 

    2006 2005  2004  2003 2002 2001 
    Return on Net Utility Rate Base (1) -.80% 6.28% 5.94% 9.27% 9.14% 9.84% 
    Return on Common Equity (1) -5.70% 7.94% 7.21% 12.61% 12.30% 11.14% 
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ICC Docket No. 07-0241  
North Shore Gas Company’s 

Response to People of the State of Illinois Data Requests AG 4.01-4.29 
Dated:  May 4, 2007 

 
 
REQUEST NO. AG 4.08: 
 
What return on rate base and return on equity was earned by each Company in each calendar year 
since Peoples Gas’ and North Shore’s rates were last impacted by a general rate increase approved 
by the Commission?  Please provide calculations for each year. 
 
RESPONSE: 
 
Return on rate base and return on equity earned by North Shore since its last 
Commission-approved rate case (Docket #95-0031) are available on a fiscal year basis.   
Below are the fiscal years returns ended September 30th: 
 

 
    2000 1999 1998 1997 1996 1995 
    Return on Net Utility Cost Rate Base 6.07% 9.39% 10.01% 11.08% 10.68% 8.81% 
    Return on Common Equity   5.38% 11.11% 11.82% 13.56% 12.91% 10.43% 

 
Note: (1) Fiscal 2002 – 2006 information from Schedule D-7, page 2, lines 42-43 
 
 
 
 

    2006 2005  2004  2003 2002 2001 
    Return on Net Utility Rate Base (1) 5.12% 7.96% 7.63% 9.72% 8.72% 10.63% 
    Return on Common Equity (1) 6.58% 11.03% 10.70% 14.13% 12.72% 13.14%
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North Shore Gas
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Peoples Gas Uncollectibles Compared to All Other Expense (Excluding Gas Costs)
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Figure 2

North Shore Uncollectibles Compared to All Other Expense (Excluding Gas Costs)
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Peoples Gas Change  in Uncollectibles Compared to Change in All Other Expenses 

(Excluding Gas Costs) 
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North Shore Change  in Uncollectibles Compared to Change in All Other Expenses 

(Excluding Gas Costs) 
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Gas Costs for Peoples Gas Compared to All Other Expenses
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Gas Costs for North Shore Compared to All Other Expenses
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