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Q: Please state your name, job title and business address. 1 

A: My name is David Rearden and I am a Senior Economist on the Staff of 2 

the Illinois Commerce Commission (“Staff” and “Commission”, 3 

respectively) in the Policy Program. My business address is 527 East 4 

Capitol Avenue, Springfield, Illinois 62701. 5 

Q: Please outline your education. 6 

A: I have a Ph.D. (1991) in economics (specialties in econometrics and 7 

microeconomic theory) from the University of Kansas. I received a 8 

Bachelor’s in economics and history from Eastern Illinois University in 9 

1982, and studied economics at the Southern Illinois University graduate 10 

school from 1982-1984.  11 

Q: Please state your work background. 12 

A: Before joining Staff, I was a Manager of Regulatory Policy for Sprint 13 

Corporation (“Sprint”) from 1998 until 2001. I wrote and defended 14 

testimony before state regulatory commissions, helped develop policy for 15 

Sprint, provided analysis and advice for the business units and supported 16 

other aspects of Sprint’s external affairs activity.  17 

 I was a Managing Regulatory Economist at the Kansas Commerce 18 

Commission from 1994 until 1997. I wrote and defended testimony on 19 

both energy and telecommunications issues. I was promoted to Chief of 20 

Rate Design and Managing Telecommunications Economist in 1997. I 21 
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supervised five employees that analyzed rate design for regulated energy 22 

companies in Kansas including purchased gas adjustment (“PGA”) 23 

proceedings.  24 

 I taught economics at the undergraduate and graduate levels at the 25 

University of Kansas (1992-1994) and Cleveland State University (1990-26 

1992). Besides introductory and basic intermediate courses, I taught 27 

public finance, econometrics and graduate level microeconomics.  28 

Q: Have you filed testimony in Illinois before?  29 

A: Yes, I prepared written testimony several times, and I have appeared on 30 

the stand for cross examination in Docket Nos. 01-0706 and 01-0707, the 31 

2001 fiscal year PGA reconciliations for North Shore Gas Company and 32 

Peoples Gas Light and Coke Company, respectively.   33 

Q: Have you appeared or testified before other public utility 34 

commissions? 35 

A: I have filed written testimony or affidavits or appeared before the public 36 

utility commission in California, Florida, Georgia, Kansas, Kentucky, 37 

Nebraska, New Jersey, New York, Puerto Rico, Vermont and Wisconsin.  I 38 

have also written comments in several other states.  39 

Q: What is the purpose of your testimony in this proceeding? 40 

A: First, I discuss rate case related issues concerning the Hub Services 41 

provided by The Peoples Gas Light and Coke Company (“Peoples Gas” or 42 
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the “Company”).  I analyze decisions made by Peoples Gas with respect 43 

to providing Hub Services.  Hub Services are storage and transportation 44 

Services typically provided in the interstate market.  I find that Peoples 45 

Gas should have expected that its decision to provide Hub Services was 46 

likely to raise the rates paid by its Illinois jurisdictional ratepayers.  It is not 47 

in the public interest for ratepayers to subsidize the provision of Hub 48 

Services.  Therefore, the decision to provide these services was 49 

imprudent, and the Commission should not approve recovery of the costs 50 

to provide Hub Services from Illinois ratepayers.  I reach this conclusion 51 

by comparing the total incremental costs to provide Hub Services using 52 

Peoples Gas’ storage assets to Hub revenues.1  I recommend a 53 

disallowance of $39,018,791.41 from rate base and $2,012,535 of 54 

expenses, to reflect that analysis.   Staff recommendation is described in 55 

Schedule 12.1, attached.  56 

Second, I review the Energy Efficiency Program (“EEP”) proposed by 57 

Peoples Gas and North Shore Gas Company (“North Shore”) (collectively, 58 

the “Companies”).  Staff witness Lazare has reviewed the Companies’ 59 

proposed ratemaking treatment for the EEP program and recommends 60 

that the Companies not be allowed to recover any EEP expenditures 61 

through a rider.  I analyze the merits of the program, and I find that while 62 

the program may provide benefits to participants, it does so at the 63 
                                                 
1 As discussed below, Hub services are produced by all resources, including PGA recoverable 
costs and base rate costs.  However, in examining prudence, I estimate only incremental base 
rate costs.  
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expense of other ratepayers and economic efficiency.  As a result, I 64 

recommend the Commission reject the proposed program.  65 

I also find that the organizational design of the program is flawed and does 66 

not provide appropriate oversight of the operation of the program to 67 

ensure that the ratepayers’ money is properly spent.  If, however, the 68 

Commission decides to approve such a program, I recommend, in the 69 

alternative, changes to its organizational structure to enhance its 70 

transparency, accountability and efficiency.   71 

2. Hub Services. 72 

A. Introduction. 73 

Q: Please outline your analysis of the Hub? 74 

A: First, I demonstrate that the Hub affects Peoples Gas’ rate base and 75 

hence rates.  Second, I discuss, given my findings about the Hub’s effect 76 

on People Gas’ rates, whether certain costs incurred by Peoples Gas in 77 

connection with its provision of Hub Services are prudently incurred costs.  78 

My analysis examines whether the reasonably expected Hub revenues 79 

exceed the costs that the Hub is expected to impose.  In studying the 80 

costs imposed on ratepayers by the Hub, I use the analysis conducted by 81 

Staff Witness Dennis Anderson in his testimony (ICC Staff Exhibit 10.0).  I 82 

conclude that the Hub’s incremental annual costs imposed upon 83 

ratepayers are going to be ultimately higher than Hub revenues.  84 
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Therefore, it was imprudent to start providing Hub Services.  Third, based 85 

upon my analysis, I propose a disallowance to deny Peoples Gas recovery 86 

of imprudent costs.  As a result, I recommend a disallowance of 87 

$39,018,791.41 from rate base and $2,012,535 of expenses.  88 

Q: What is Peoples Gas’ Hub?  89 

A: The Hub is the name given to describe Peoples Gas’ use of its gas system 90 

assets to provide supply services to various third parties under rates not 91 

approved by the Commission.  The Hub is a market or supply area 92 

pooling/delivery point where gas supply transactions occur that facilitate 93 

the movement of gas between interstate pipelines.  The Company 94 

provides Hub Services pursuant to its FERC-approved Operating 95 

Statement, which works like a tariff.  In its most recent Operating 96 

Statement, Peoples Gas proposes to provide the following Hub Services: 97 

interruptible and firm transportation, interruptible and firm storage, parking 98 

and loaning Services, and a firm one-cycle exchange service.2   99 

Q: Does the Hub affect Peoples Gas’ ratepayers? 100 

A: Yes.  Peoples Gas uses its entire portfolio of supply resources to perform 101 

Hub Services.  The costs of these supply resources are recovered through 102 

both the Purchased Gas Adjustment (“PGA”) and base rates. 103 

Q: How does the Hub affect ratepayers with respect to the Company’s 104 

PGA?  105 
                                                 
2 See FERC Order on Rate Filing in Docket No. PR07-1-00, Para. 1.  
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A: Resources whose costs are recovered through the PGA (“PGA 106 

resources”) include system supply gas, interstate pipeline capacity and 107 

leased storage Services.  PGA costs are tabulated, accounted for and 108 

recovered in Rider 2, Gas Charge in the Company’s tariffs.  Staff showed, 109 

in the course of Docket No. 01-0707, Peoples Gas’ most recently 110 

completed PGA proceeding (“PGA proceeding”), that Peoples Gas uses 111 

PGA resources to provide Hub Services.  Since PGA costs are incurred to 112 

provide Hub Services, the PGA rules, Part 525, mandated that all 113 

revenues for any transaction that include PGA costs should be flowed 114 

through the PGA.  (83 Ill. Adm. Code 525.40 (d))  In the PGA proceeding, 115 

the Company and the Commission ultimately agreed.  Currently, total Hub 116 

revenues offset purchased gas costs in Rider 2.3  117 

Q: How does the Hub affect this proceeding?  118 

A: In order to provide Hub Services, Peoples Gas uses the Manlove storage 119 

complex as well as a pipeline transmission system.  The Manlove storage 120 

complex consists of the storage field and the equipment that makes the 121 

field work.  The pipeline is referred to as the Mahomet Pipeline.  It 122 

connects Manlove Field to the Chicago citygate.  All of these resources 123 

are in People Gas’ rate base.  Peoples Gas stores gas in Manlove Field 124 

during injection season for ratepayers that it then delivers to the citygate 125 

for ratepayers during withdrawal season using the Mahomet Pipeline.  The 126 

                                                 
3 Final Order dated March 28, 2006 in Docket No. 01-0707 at p. 104. 
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same process is used when Peoples Gas supplies a storage service to a 127 

Hub customer.  The Hub customer delivers the gas to Peoples Gas, which 128 

then records the stored gas volumes at Manlove Field.  When the Hub 129 

customer arranges to withdraw its gas, Peoples Gas returns the 130 

customer’s gas and subtracts the gas volumes from the customer’s 131 

account at the field. If providing Hub Services increases the cost of these 132 

capital assets included in rate base, those incremental costs are passed 133 

on to ratepayers.  As I discuss later, since all Hub revenues are flowed 134 

through the PGA, Hub revenues do not offset base rate costs.  135 

Q: Has the FERC approved the Hub’s Operating Statement? 136 

A: Yes.  The FERC has approved Peoples Gas’ Operating Statement.  137 

However, when issuing that approval, it also stated  138 

The rates being accepted here are for Peoples Gas’ interstate 139 
section 311 services pursuant to section 284.123 of the 140 
Commission’s regulations. The Commission has no jurisdiction over 141 
a state’s determination of intrastate rates. The Commission believes 142 
any concerns about how the revenues generated from interstate 143 
services are reflected in intrastate rates outside the jurisdiction of the 144 
Commission and should be brought before the Illinois Commerce 145 
Commission.4  146 

Q: Can you briefly describe the terms top gas and recoverable and non-147 

recoverable base gas? 148 

A: Yes.  These terms are used in connection with natural gas storage fields, 149 

and are described in more detail in Staff witness Anderson’s testimony 150 

(ICC Staff Ex. 10.0)  Top gas, also known as working gas, refers to the 151 

                                                 
4 FERC Docket No. PR07-1-000, Order on Rate Filing dated March 15, 2007, Para. 20 
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natural gas that is anticipated to be used or cycled in the normal operation 152 

of a reservoir during the injection and withdrawal seasons.  Recoverable 153 

base is the natural gas that is not normally cycled but is in the reservoir to 154 

provide the pressure required to cycle the top gas.   Non-recoverable base 155 

is the natural gas that is trapped in the reservoir and cannot be recovered 156 

from the reservoir at abandonment, but is necessary to support the 157 

required top gas. 158 

Q: Did Peoples Gas allocate or dedicate working gas at Manlove Field to 159 

the Hub?  160 

A: Yes.  When it first began providing Hub Services in 1999, Peoples Gas 161 

reported an 8 BCF increase in Manlove Field’s working gas for Hub 162 

Services.5  In recent years, the amount of working gas at Manlove Field 163 

dedicated to Hub Services increased by another 2.2 BCF; thus, it currently 164 

dedicates 10.2 BCF of working gas at Manlove Field to Hub Services.  165 

(See Peoples Gas’ response to City-CUB 1.11) 166 

Q: Does Peoples Gas dedicate or allocate Manlove Field peak day 167 

capacity to the Hub? 168 

A: Yes.  According to the Company’s response to Staff data request ENG 169 

2.13, “[t]he allocation of peak day capacity [at Manlove field] for third 170 

parties was 23,899 dth for the period of 1999 - 2006.”  “Third parties” here 171 

refers to Hub customers.  This is the amount North Shore had surrendered 172 
                                                 
5 Final Order dated March 28, 2006 in Docket No. 01-0707, p. 76 
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in 1995 (See Company response to Staff data request DTR 1.02).  But, in 173 

this same data request response, the Company also states that “Peoples 174 

Gas never formally allocated this capacity to the Hub.”  When asked to 175 

explain how they determined the allocation of peak day capacity to Hub 176 

Services was prudent, the Company responded as follows: 177 

There was no formal allocation (see the response to (b)). 178 
Consequently, Peoples Gas did not make a prudence 179 
determination about a Hub allocation, and there are no documents 180 
concerning a prudence determination. The prudence of Peoples 181 
Gas’ and North Shore’s gas supply portfolios is the subject of an 182 
annual review by the Commission. 183 

 (Company response to Staff data request DTR 1.02)   184 

Q: Do you find Peoples Gas’ statements regarding its allocation of peak 185 

day capacity at Manlove Field for Hub Services to be acceptable? 186 

A: No.  The Company seems to want to have it both ways.  On the one hand, 187 

available usage on peak day has real value to third party customers and 188 

Peoples Gas admits that it allocates capacity for those customers.  On the 189 

other hand, the Company contends that “no formal allocation” was made 190 

for third party customers in an apparent attempt to distance itself from the 191 

idea that the Hub imposes costs on Manlove Field.  Regardless of the 192 

capacity formally ”assigned” to the Hub, Peoples Gas still provides Hub 193 

Services.  The actual usage may, in fact, differ little from the case that 194 

capacity is formally assigned and when it is not.  I disagree with the 195 

Company’s view that its “informal” allocation somehow eliminates the 196 

need to make a prudence decision.  The decision to provide Hub Services 197 
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imposes certain additional costs, and if those costs exceed the revenues 198 

that are credited to ratepayers those costs are neither reasonable nor 199 

prudent. 200 

Q: Why might Peoples Gas need to use rate base assets to provide Hub 201 

Services?  202 

A: Peoples Gas may need to use its rate base assets to provide Hub 203 

Services because some of the Hub Services are firm services.  The 204 

Operating Statement defines a service as “Firm” when the “…Transporter 205 

[Peoples Gas] shall not interrupt its performance except for reason of 206 

force majeure or non-performance by Shipper [the customer].”6  One way 207 

that Peoples Gas can offer firm services is by reserving capacity on Hub 208 

assets.  Otherwise, on a high usage or peak day, the Company could be 209 

forced to choose between providing services to ratepayers or to Hub 210 

customers.   211 

Q: When Peoples Gas allocates Manlove Field peak day capacity for 212 

Hub Services, does that impact costs? 213 

A: Yes.  In order to offer Hub Services, Peoples Gas increased the Manlove 214 

Field working gas by 10.2 BCF.  As explained by Staff witness Anderson 215 

(ICC Staff Ex. 10.0), to increase the Manlove Field working gas, Peoples 216 

Gas needs to inject gas into the field that cannot be withdrawn.  This gas 217 

is called base gas, as discussed above, and becomes part of rate base.  218 

                                                 
6 FERC Docket No. PR07-1-000 at 1.13, Exhibit A-2, p. 3. 
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Since base gas cannot be withdrawn, it is treated as a capital investment 219 

by Peoples Gas.   220 

Q: Does expanding Manlove Field’s working gas increase total rate 221 

base? 222 

A: Yes.  In order to expand working gas, base gas volumes must rise (See 223 

Direct Testimony of Dennis Anderson, ICC Staff Exhibit 10.0) and the cost 224 

to purchase the additional gas is an element of rate base.  Staff notes that 225 

Peoples Gas has increased base gas volumes since the last rate case, 226 

but as Mr. Anderson discusses in his testimony, base gas has not 227 

increased by as much as it appears that it must ultimately increase.   228 

Q: How does expanding Manlove Field’s working inventory affect rates? 229 

A: As I note above, Hub Services are provided through the use of various 230 

resources and assets whose costs are recovered from ratepayers through 231 

both base rates and the Company’s PGA clause.  I also discussed the 232 

revenues from Hub Services that are credited to ratepayers through the 233 

Company’s PGA clause.  Thus, the expansion of working gas inventory for 234 

Hub Services requires a two-fold analysis: the impact on the PGA and the 235 

impact on base rates.  To the extent that the provision of Hub Services 236 

causes the Company to incur incremental costs (i.e., costs that would not 237 

be incurred absent the provision of Hub Services) that are recovered from 238 

ratepayers, those costs will cause rates to increase if the incremental Hub 239 

costs exceed the total amount of Hub revenues.  Conversely, if total Hub 240 
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revenues credited to ratepayers exceed incremental Hub costs, rates will 241 

not increase on an overall basis as a result of providing Hub Services.   242 

Q: Is it your position that the Hub benefits ratepayers when it lowers 243 

overall costs, and hurts ratepayers when it raises overall rates? 244 

A: Yes.   245 

Q: Do you think that it is imprudent to begin to offer Hub Services when 246 

the effect on ratepayers is not known or could reasonably be 247 

expected to raise rates? 248 

A: Yes.  The ratepayers do not receive any operational benefits from the 249 

Hub’s actions.  If the Hub raises their rates, ratepayers are hurt by that 250 

action.  251 

Q: Should the Commission examine whether the Hub is prudent?  252 

A: Yes, the Commission should examine whether engaging in Hub 253 

transactions is prudent.  It needs to ensure that ratepayers do not 254 

subsidize the Hub, because that raises ratepayer rates.  Peoples Gas 255 

incurs costs to provide Hub Services, and those costs are recoverable 256 

from its retail ratepayers who do not receive any benefit from those 257 

services.  Peoples Gas chose to expend resources whose costs were 258 

recoverable from ratepayers in order to provide services that generate 259 

revenues.  Those revenues were initially accounted for in the Company’s 260 

profits.  Ratepayers might have ultimately benefited after the revenues 261 
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from the Hub were taken into account in a subsequent rate case.  In 262 

addition, Section 9-211 of the Public Utilities Act (“Act”) specifies that “[t]he 263 

Commission, in any determination of rates or charges, shall include in a 264 

utility’s rate base only the value of such investment which is both prudently 265 

incurred and used and useful in providing service to public utility 266 

customers.” (220 ILCS 5/9-211) 267 

Q: Beyond Section 9-211 of the Act, is there another reason that Staff 268 

remains concerned about Manlove Field and how it’s used? 269 

A: Yes.  The Company, in the past, as discovered in the PGA proceeding, 270 

used the Manlove Field, a rate base asset, to the detriment of ratepayers.  271 

Staff investigated Peoples Gas’ Rider 2 in the PGA proceeding.  In that 272 

docket, Staff discovered that Peoples Energy Corporation (“PEC”), then 273 

the holding company for Peoples Gas and North Shore, had entered into a 274 

comprehensive partnership with Enron.  The partnership used several 275 

types of energy transactions in which the partners would cooperate and 276 

split the profits between them.  PEC’s shareholders benefited from the 277 

partnership profits but the Companies oftentimes saw few benefits from 278 

the transaction.  At times, one of the Companies underwrote partnership 279 

transactions.  For example, the partnership would pay the Company too 280 

low a price for the Company’s inputs into the transaction.  This type of 281 

behavior also was engaged in using the Hub.  Further, Peoples Gas 282 

diverted Manlove Field usage from Company supply to services provided 283 
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to Hub customers.  Hub profits, at the time, were shared with Enron.  284 

Ratepayers paid for this action in Rider 2, since Peoples Gas supported 285 

the Hub through gas flowing to the Citygate.  The Hub became a central 286 

tool in the partnership between Enron and PEC.7  287 

Q: Did Peoples Gas ever seek Commission permission to use the Hub 288 

in the Strategic Partnership with Enron?  289 

A: Yes.  In November 2000, in Docket No. 00-0760, Peoples Gas filed an 290 

Application to allow “enovate,” an unregulated affiliate, to enter into a 291 

Master Natural Gas Contract with Peoples Gas and North Shore.  The 292 

Application asked for permission to enter into a range of transactions, 293 

including transportation and storage optimization, spot/purchased supply 294 

and structured term transactions. enovate was a 50-50 joint venture 295 

between Enron and PEC, therefore Peoples Gas needed Commission 296 

approval before entering into transactions with its affiliate.  In that 297 

proceeding, the Company testified that ratepayers would benefit.  298 

Company witness David Wear stated in his testimony that, “The Company 299 

plans to use sharing mechanisms in which initial dollars and potential uplift 300 

dollars are allocated between entities.”  (Docket No. 00-0760, Exhibit 2 to 301 

the Petition- Direct Testimony of David Wear, at 7, lines 144-145)  302 

However, Peoples Gas withdrew the Application before the Commission 303 

ruled upon it.   304 

                                                 
7 Final Order dated March 28, 2006 in Docket No. 01-0707 at pp. 138-140. 
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Q: How did Peoples Gas conclude that its provision of Hub Services 305 

was prudent prior to expanding Manlove Field to accommodate 306 

providing Hub Services?  307 

A: Staff data request DTR 1.03 asked, “How did Peoples Gas conclude that 308 

providing storage services was a prudent decision without a written 309 

business case?”  In response, the Company states:  310 

Peoples Gas used a simulation study and actual field performance to 311 
determine that it was possible to grow Manlove Field in an effort to 312 
more fully utilize the assets available at Manlove Field. The bulk of 313 
the growth at Manlove Field was undertaken as a result of a Roxar, 314 
Inc. simulation study commissioned by Peoples Gas in July 1999. 315 
The study modeled growing the field from about 27 BSCF to about 316 
33.8 BSCF (approximately 34.5 MMDth). A copy of the report 317 
detailing the simulation study is attached. Manlove Field’s 318 
subsequent growth to its current level of 36.5 MMDth has occurred 319 
as Peoples Gas added incremental capacity while monitoring the 320 
field’s performance in response to that added capacity. Input from 321 
the market, expressed through conversations with potential and 322 
ultimately actual customers of the Hub, provided the economic 323 
support needed to undertake the measured expansions.  324 

Q. Based on Company’s response, does its actions with respect to Hub 325 

Services demonstrate prudence? 326 

A. No.  Certainly, Peoples Gas shows that growing Manlove Field was 327 

technically feasible, but it never mentions the cost to grow the field, how 328 

long it would take to grow the field, or whether ratepayers would benefit 329 

from expanding the field.  The Company’s goal seems to have been “…to 330 

more fully utilize the assets available at Manlove Field,” but it never seems 331 

to have considered the economic value of achieving this goal.  The 332 

Company does provide some evidence that the “measured expansion” of 333 
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Manlove might be good for Hub customers, but provides no evidence that 334 

the expansion would be good for ratepayers.  The Company seems to 335 

believe that because it can increase capacity, it should.   336 

Notably, in other statements, the Company has indicated that its retail 337 

ratepayers would not derive any value from the additional capacity at 338 

Manlove Field.  In the PGA proceeding, the Company argued that  339 

…under warmer-than-normal weather conditions,…PGL would 340 
not be able to withdraw more than 25.5 Bcf of gas. Under other 341 
weather scenarios, PGL would use the extra gas injected into 342 
Manlove Field, but such use would reduce or replace the need 343 
for baseload purchases. Mr. Wear stated that reducing baseload 344 
purchases would be economically unwise because baseload 345 
purchases are necessary to achieve a mix of FOM prices and 346 
daily prices. Mr. Wear reasoned that, without baseload 347 
purchases, PGL could be required to buy gas on the daily 348 
market, subjecting it to daily price volatility.  (Docket No. 01-349 
0707, Order dated March 28, 2006, p. 79) 350 
 351 

In other words, according to Peoples Gas, either the field cannot be used 352 

to take out more than 25.5 BCF for ratepayers, or if Manlove Field was 353 

expanded beyond 25.5 BCF, ratepayers would not benefit from that either 354 

because the added capacity at Manlove merely substitutes Manlove 355 

capacity for a resource that provides other benefits.  Thus, Peoples Gas 356 

seems to imply that if the additional capacity is used for the Hub, 357 

ratepayers are not harmed, but they derive no benefit if the capacity is 358 

used directly to provide retail services.    359 

Staff is concerned that the Company would make such an important 360 

decision without first considering the ramifications to ratepayers’ costs.  361 
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The investment in base gas alone at Manlove Field to grow the working 362 

inventory gas is substantial.  Doing so without a thorough economic 363 

analysis is neither wise nor prudent.  Staff’s concern is heightened in this 364 

case, since Peoples Gas decided in 1999 to provide Hub Services while it 365 

was involved with various affiliate transactions that the Commission found 366 

to be imprudent in the PGA proceeding. In that docket, Peoples Gas 367 

claimed to have performed no study of a five-year contract with Enron 368 

under which the utility purchased over half of its supplies.8  Staff later 369 

discovered during its review of millions of pages of Peoples Gas’ 370 

documents that the Company had conducted such a study.  Indeed, the 371 

Company’s own study raised serious concerns over the contract’s 372 

potential impact on ratepayers.9  Ultimately, in Docket No. 01-0707, 373 

Peoples Gas agreed to include a $100 million refund to the PGA.10 (See 374 

Final Order in Docket No. 01-0707, pp. 5-6)    375 

Q. Did Peoples Gas make any other important decisions with respect to 376 

Manlove Field around the time it began providing Hub Services? 377 

A. Yes.  Beginning in April 1999, it began recording 2% of total gas injections 378 

for all purposes into Manlove Field as “maintenance gas.”  The total 379 

amount of “maintenance gas” for the fiscal year was recorded as gas cost 380 

                                                 
8 Final Order in Docket No. 01-0707 at p. 37. 
9 Ibid., at pp. 45-47 
10 Ibid., at pp. 5-6. 
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in the PGA.11  Maintenance gas was intended to track the amount of gas 381 

that Manlove Field required to maintain its deliverability.  It is the same as 382 

base gas.  However, Peoples Gas chose to record the cost of 383 

maintenance gas in the PGA.  Staff disagreed that that was the proper 384 

accounting treatment.  That is, Staff opposed the ability of Peoples Gas to 385 

recover maintenance gas costs within the PGA and the Company agreed 386 

to stop this practice.12  387 

Q. What do you find significant about Peoples Gas recovering base gas 388 

costs through the PGA? 389 

A. This action allowed the Company, until it agreed to change its policy, to 390 

inject base gas in the field and immediately recover its costs through the 391 

PGA.  The alternative that Peoples Gas faced was to record the cost of 392 

additions to base gas in a capital account and await cost recovery until it 393 

completed a rate case proceeding.  This accounting method for 394 

maintenance gas facilitated Manlove Field expansion for Hub Services at 395 

Illinois ratepayer expense.  In other words, it recovered its capital costs 396 

immediately, postponed the need to file a rate case, and, in the meantime, 397 

retained the Hub revenues for shareholders.  This provided a strong 398 

incentive for the Company to provide Hub services even though 399 

ratepayers would be worse off.  400 

B.  Establishing Imprudence with a Net Benefits Test. 401 
                                                 
11 Ibid., p. 81. 
12 Ibid., p. 143-144. 
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Q. What is the purpose of this section of your testimony? 402 

A. As discussed in the previous section, the Company has not produced any 403 

evidence that, when it made its Hub expansion decisions in 1999, it 404 

considered the impact on ratepayers of expanding Manlove field in order 405 

to provide Hub Services.  In this section, I show that such an analysis, had 406 

it been preformed, would have demonstrated that these investments 407 

would not provide positive net benefits to ratepayers.  Therefore, I 408 

conclude, the Company’s decision to embark upon these investments was 409 

imprudent.  410 

Q: What criteria does the Commission use to determine prudence? 411 

A: The Commission has defined prudence as: 412 

that standard of care which a reasonable person would be 413 

expected to exercise under the circumstances encountered by 414 

utility management at the time decisions had to be made. In 415 

determining whether or not a judgment was prudently made, 416 

only those facts available at the time the judgment was 417 

exercised can be considered. Hindsight review is 418 

impermissible. 419 

 420 
 Imprudence cannot be sustained by substituting one’s 421 

judgment for that of another. The prudence standard 422 

recognizes that reasonable persons can have honest 423 

differences of opinion without one or the other necessarily 424 

being ‘imprudent’. 425 

 426 
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(Docket No. 84-0395, Order dated October 7, 1987, page 17)  427 

Q: Please outline how you investigate the Hub’s prudence? 428 

A: I estimate the incremental costs that Peoples Gas should have expected 429 

to incur in order to provide Hub Services, and I compare them to a 430 

reasonable expectation of Hub revenues.  If expected Hub revenues are 431 

greater than incremental Hub costs, then ratepayers should expect to 432 

benefit from the Hub through lower overall rates.  However, if expected 433 

incremental Hub costs are greater than expected Hub revenues, then it 434 

would have been imprudent to initiate Hub Services and the costs related 435 

to Hub Services should be disallowed. 436 

Q: Did Peoples Gas investigate whether the Hub benefited ratepayers 437 

before it expanded Manlove Field?  438 

A: No.  Peoples Gas did not analyze the Hub’s effect on ratepayers at the 439 

time the decision to proceed with the Hub was made.  Thus, in order to 440 

examine this issue, I have to recreate a reasonable estimate from 441 

available information.   442 

In its response to Staff data request ENG 2.14, the Company states, 443 

“Peoples Gas does not have a written business case supporting these 444 

storage services.  Attached please find the budget estimate for fiscal year 445 

2006 which sets forth the expected revenues and costs associated with 446 

services provided by Peoples Gas pursuant to the Operating Statement 447 

and Blanket Certificate.”  The Attachment to the Company’s response to 448 
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Staff data request ENG 2.14 is entitled “Hub Operating Income, FY 2005 449 

12 & 0 Forecast.”  In that budget, it forecast approximately $7 million in 450 

operating income.  Total projected revenues are $9 million and estimated 451 

costs are $2 million.  In its response to Staff data request ENG 2.11, 452 

Peoples Gas lists its costs as compressor fuel, internal labor, some 453 

affiliate costs and ‘other.’  However, Peoples Gas assigned few capital 454 

costs to the Hub in its internal estimate of the Hub’s profitability for 2006.  455 

Q: Does the Company’s Attachment to its response to Staff data 456 

request ENG 2.14 provide an accurate picture of the Hub’s 457 

prudency?   458 

A: No.  Staff believes this accounting ignores important costs that make Hub 459 

Services possible.  Importantly, it does not consider the costs of additional 460 

base gas in Manlove Field.  The costs of this asset is in the rates that 461 

FERC approved.13  But it is not included in the Company’s fiscal year 2006 462 

budget for the Hub.  463 

Q: What has been the level of Hub revenues? 464 

A: According to the Company’s response to Staff data request ENG 1.01, 465 

Hub revenues have ranged from approximately $7 million to almost $12 466 

million.  See table below.   467 

Fiscal 
Years:

Dollars: 

                                                 
13 See the Company’s response to Staff data request ENG 2.17. 
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2001 $6,870,216 

2002 $11,689,703 

2003 $11,230,405 

2004 $7,619,737 

2005 $10,662,268 

2006 $10,051,665 

 468 

Q: What is a reasonable expectation for Hub revenues? 469 

A: While they can be expected to fluctuate, the Company forecast $9 million 470 

for fiscal year 2006, while actual revenues were $10 million.14  In response 471 

to Staff data request ENG 1.01, Hub revenues are reported to range from 472 

$7 to $12 million per year.  Based on these values, it appears that a 473 

conservative estimate is $10 to $12 million per year. 474 

Q: Why is this estimate conservative?  475 

A. I consider this estimate conservative because gas prices are higher now 476 

than they were in 1999.  Higher prices are likely to increase demand for 477 

the Hub Services, causing these later revenues to be higher than would 478 

be reasonable in 1999.  Higher prices also increase the cost of adding 479 

base gas to support the field, which makes the expansion less desirable.    480 

Q: Please list the main base rate resources that produce Hub Services? 481 

                                                 
14 See the Attachment to the Company response to Staff data request ENG 2.14.  
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A: The Manlove storage complex is one resource for providing Hub Services.  482 

It consists of the gas stored underground, the equipment needed to inject 483 

and withdraw the storage gas and the LNG plant.  The Mahomet Pipeline 484 

transports gas from the storage field to the Citygate.  There are expenses  485 

to operate the storage field complex and the pipeline.   486 

Q: What are the incremental costs to produce Hub Services that you 487 

examine?  488 

A: I investigate the cost to increase the amount of base gas in Manlove Field 489 

by an amount that Peoples Gas is likely to have to inject.  As discussed in 490 

Staff witness Anderson’s testimony base gas needs to increase by 491 

approximately 4 times the amount of the increase in Manlove Field’s 492 

working inventory.  The Hub certainly causes some incremental amount of 493 

expenses.  But it does not appear that incremental costs stem from other 494 

elements of the storage complex or the pipeline.   495 

Q: Why is Manlove Field necessary to provide Hub Services?   496 

A: There are two reasons that Manlove Field is needed to provide Hub 497 

Services.  The first reason is peak day deliverability.  In order for a service 498 

to be firm, the gas must get to its delivery point even on a peak day.  The 499 

second reason is the total amount of gas that can be delivered during the 500 

withdrawal period.  The more gas that Hub customers can store, the more 501 

valuable their physical hedge against high winter gas prices becomes.  502 

Also, when more capacity is available for Hub Services, more short term 503 
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deals can be accommodated.  Together, these two interrelated factors 504 

determine the costs and create the value for Peoples Gas to provide firm 505 

Hub Services using Manlove Field.  506 

Q: How much additional base gas does Peoples Gas need to inject into 507 

Manlove Field to support the additional capacity to provide Hub 508 

Services? 509 

A: The working gas inventory at Manlove Field devoted to the Hub is 10.2 510 

BCF.15  Staff witness Mr. Anderson notes that this increase in working 511 

inventory needs to be supported by additional base gas. He estimates the 512 

long run ratio between working gas to base gas at Manlove Field at 513 

approximately 22.5%.  That implies that for a 10.2 BCF expansion at the 514 

field, Peoples Gas needs to inject approximately 45 BCF of base gas into 515 

the field.  (ICC Staff Exhibit 10.0)  516 

Q: What was a reasonable expectation for the costs for incremental 517 

base gas at the time the Hub began?  518 

A: During fiscal year 1998, the cost of gas was $2.80.16  Therefore, I estimate 519 

that the increased base gas would have cost about $101 million (= 36 520 

million Mcf x $2.80).  Multiplying by the allowed rate of return for Peoples 521 

Gas as of 1999 (9.19%) (Operating Statement workpapers), the annual 522 

incremental base gas costs before taxes would be a minimum of $9.3 523 

million (= 9.19% x 101 million).  Peoples Gas uses an asset life of 50 524 
                                                 
15 Peoples Gas response to data request City-CUB1.11. 
16 Peoples Gas response to Staff data request ENG 2.03. 
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years with straight line depreciation for non-recoverable base gas.  Thus, 525 

base gas depreciation generates a minimum of $2.0 million (= $101 million 526 

/ 50) of additional costs.  Therefore, a reasonable estimate for the total 527 

annual pre-tax cost for base gas is $11.3 million.   528 

Working/base gas ratio  
22.50% 

 
Hub cap. (BCF)  

8 
 
Add’l base gas (MMDTH) 

45.0 
 
Gas costs 1998 ($/MMBtu) 

$ 2.80 
 
Cost of base gas ($ million) 

$ 100.80 
 
Rate of return  

9.19% 
 
Return on Hub base gas, ($m) 

$ 9.26 
 
Dep. expense, 50 year ($m) 

$ 2.02 
 
Total annual capital cost 

$ 11.28 

Q: What are the expenses incremental to the Hub?   529 

A: To determine the expenses incremental to the Hub, I rely upon Peoples 530 

Gas’ response to Staff data request ENG 2.11.  The Company calculates 531 

expenses equal to $2.01 million.  I use that figure to estimate expenses for 532 

1999.  533 
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Q: Are there other incremental costs that might be relevant to your 534 

estimate? 535 

A: Yes.  There are two sets of costs that might be incremental to the Hub but 536 

are not considered.  One is the Mahomet Pipeline and other capital costs 537 

associated with the Manlove storage complex.  If Peoples Gas had 538 

needed to invest in either of those two assets to provide Hub Services, 539 

then total incremental costs are underestimated.  The other set of Hub 540 

costs are the PGA costs that are affected by providing Hub Services.  In 541 

the PGA proceeding, Staff argued that Peoples Gas provided Hub 542 

Services at least partly through displacement.  The problem is 543 

exacerbated if Peoples Gas leases more transportation and/or storage 544 

services in order to increase the Hub’s capacity.  In other words, costs 545 

may be higher than estimated in my incremental cost analysis, because 546 

some costs are not included.  547 

Q: What do you estimate for incremental costs in 1999, not offset by 548 

Hub revenues? 549 

A: I estimate that the base gas costs to support an increase of 8 BCF of 550 

capacity at Manlove Field would have been approximately $11.3 million 551 

annually.  This estimated cost is pre-tax.  Operations and Maintenance 552 

expenses (“O&M”) add another $2.01 million.  Thus, I estimate 553 

incremental costs to the Hub totaling approximately $13.3 million.   554 
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Q: Was it reasonable for Peoples Gas to have expected that the Hub 555 

would not harm ratepayers? 556 

A: No.  The ultimate cost appears to be more than the revenues that the 557 

Company could have expected in 1999.  As reported above, revenues 558 

between 2001 and 2006 ranged from $6.9 to $11.7 million per year, while 559 

my pre-tax estimate of annual costs was $13.3.  In my view, that means 560 

that Peoples Gas should clearly have expected that the cost to install all 561 

the necessary base gas at Manlove Field was going to be higher than a 562 

reasonable estimate of revenues.   563 

Q: What accounts for the difference between your assessment of the 564 

costs versus the benefits of the Hub and the conclusion that Peoples 565 

Gas currently reached about this same issue?  566 

A: Peoples Gas did not take into consideration the need to invest in the large 567 

quantities of base gas that Staff believes are needed to support Peoples 568 

Gas’s expansion of Manlove Field.  Even at relatively low prices, the Hub 569 

revenues are not sufficient to account for the base gas investment.   570 

Q: Why is Staff’s approach appropriate? 571 

A: Staff witness Dennis Anderson shows that expanding Manlove Field (or 572 

any aquifer) is not costless.  In order to support an expansion in the field’s 573 

capacity, base gas will eventually need to be injected.  The cost of the 574 

incremental base gas caused by providing Hub Services must be 575 
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allocated to Hub costs.  O&M expenses, however, can be directly 576 

attributed to the Hub.  577 

Q Is there another reason to believe that the expansion was not likely 578 

to benefit ratepayers? 579 

A.  Yes.  FERC sets maximum rates that reflect the average cost of the 580 

storage field.  As discussed above, the cost of base gas is a large part of 581 

the storage cost.  Given that the average cost of base gas in 1999 was 582 

significantly lower than the price of gas in 1999, adding additional base 583 

gas to facilitate the Hub Services raised the average cost of base gas, in 584 

turn raising cost for the Illinois rate payers.    585 

Q: What is the cost of gas embedded in existing base gas? 586 

A: It’s approximately $1 per MMBtu.  WPB-5(3) Response to ENG 2.02(1) p 587 

5 of 7 588 

Q: What was the effect on the average cost of gas embedded in base 589 

gas when incremental gas is injected into base gas? 590 

A: Since the cost of ‘new’ injections ($2.80 in 1998) is higher than the cost 591 

per unit of existing base gas, the average cost of base gas had to go up.  592 

Q: Can you explain why Illinois ratepayers are hurt when new injections 593 

have higher costs than the existing cost of base gas? 594 

A: To best explain the harm experienced by ratepayers, consider the 595 

following example.  Assume the cost to provide a swimming pool for a club 596 
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of ten individuals is $100.  Thus, the cost per person is $10.  Further, 597 

assume that the club considers whether to double pool size to let in ten 598 

more people but the cost of adding on to the pool to accommodate ten 599 

more people increased the cost by $150, for a total of $250.  If we split the 600 

cost 20 ways, all the members would have to pay $12.50, an increase of 601 

$2.50.  It’s not a good deal for the original members who were originally 602 

paying $10 each.  They are subsidizing the new members, who should 603 

have to pay $15 each.  604 

Q: Why does this occur with Manlove Field? 605 

A: Manlove Field is likely going to require, as explained by Staff witness 606 

Anderson, an increment of base gas for expanded capacity of about the 607 

same magnitude as for existing capacity.  Higher gas prices drive up 608 

everybody’s costs, but it’s ratepayers that have to foot the bill.  609 

C.  Remedies 610 

Q. What is the purpose of this section of your testimony? 611 

A. Having established in the previous section that the Manlove Field 612 

expansion was imprudent, in this section I recommend that the Company 613 

discontinue offering Hub Services on both firm and interruptible bases, 614 

and derive and recommend appropriate cost disallowances.  615 

Q: What disallowances are you recommending? 616 
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A: The real test of prudence is what the final effect on costs is going to be.  617 

Costs that have been incurred that have resulted from an imprudent 618 

decision should not be recovered.  I recommend that the base gas costs 619 

that Peoples Gas is proposing to add to rate base since the last rate case 620 

be disallowed.  The additional rate base represents base gas; gas that 621 

Peoples Gas purchased, injected into Manlove Field, but could not 622 

withdraw.  623 

   Staff believes that that these additions should be disallowed from rate 624 

base, since, as support for the Hub, they are uneconomic and imprudent.  625 

Peoples Gas’ proposed base gas cost addition to rate base is 626 

$39,018,791.41 and it should not be allowed.  (Peoples Gas response to 627 

Staff data request ENG 2.03)  The additional rate base represents base 628 

gas; gas that Peoples Gas purchased, injected into Manlove Field, but 629 

could not withdraw.  Staff believes that that these additions should be 630 

disallowed from rate base, since, as support for the Hub, they are 631 

uneconomic and imprudent.  In addition, the Hub requires expenses to 632 

provide services.  Staff recommends that the expenses reported in 633 

Peoples Gas’ response to Staff data request ENG 2.11 should be 634 

disallowed from rates.  Staff recommendation is described in Schedule 635 

12.1, attached. 636 

Q: What is the connection between your proposed disallowance and 637 

your net benefits test? 638 
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A: The net benefits test is an exercise that estimates the long run impact on 639 

base rates from expanding Manlove Field in order to provide Hub 640 

Services.  The proposed disallowance implements the conclusion of the 641 

net benefits test.  Should the Company continue to provide Hub Services, 642 

further additions to base gas to support those services should also be 643 

denied in future rate cases.  These denials of cost recovery should 644 

continue in future cases whenever it can be shown that the Hub raised 645 

ratepayers’ rates.  I propose to disallow all the costs that support the Hub 646 

that raise ratepayers’ rates.  647 

3. Enhanced Efficiency Program (“EEP”) 648 

Q: Which Companies witness testifies about the EEP.  649 

A: Companies witness Ilze Rukis (Peoples Gas Ex. IR-1.0 and North Shore 650 

Gas Ex. IR-1.0) sponsors the Companies’ proposed EEP Rider.   651 

Q: Please briefly describe the components of the EEP.  652 

A: A Governance Board, which chooses the EEP’s employees, provides 653 

direction to the employees about which energy efficiency programs to fund 654 

and the amount of their funding.  The employees are split into categories 655 

that specialize in administration (Contract Adminstrator), implementation 656 

(Program Administrator) and evaluation (Program Evaluator).  Mr. Rukis 657 

also recommends that the program undergo a periodic review by a third 658 

party.    659 
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Q: Does the EEP propose any specific initiatives?  660 

A: No.  Mr. Rukis discusses several types of programs and technologies that 661 

could be implemented.  However, specific initiatives are left to the EEP 662 

after it has been constituted.  663 

Q: Does Staff oppose the EEP rider? 664 

A: Yes.  Staff witness Peter Lazare also discusses the ratemaking effect of 665 

the EEP Rider in his direct testimony.  In this testimony, I consider the 666 

merits of the program, namely, how energy efficiency programs are 667 

chosen and how much spend on them.  I do not consider how the 668 

expenditures are recovered.  669 

Q: Does Staff recommend that the Commission approve the EEP? 670 

A: No.  Staff has two broad concerns with the Companies’ proposed EEP.  671 

First, the program is funded by all ratepayers, but not all ratepayers 672 

benefit.  Even if the program has net benefits for ratepayers as a group, 673 

there are some ratepayers that will not benefit from the expenditures.  This 674 

is arguably inequitable.  Further, it’s inefficient because it creates a tax on 675 

customers to fund the program.  It may also fund uneconomic programs.  676 

Second, Staff believes that the program design is flawed.  In particular, 677 

Staff has reservations about the program’s governance.   678 

Q: Why is the EEP is inequitable? 679 
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A: The EEP is inequitable because the expenditures are recovered from all 680 

ratepayers.  As noted above, Staff opposes the proposal to recover EEP 681 

costs through a rider rather than base rates.  Regardless of the recovery 682 

mechanism, EEP costs are recovered from all ratepayers, while the direct 683 

benefits are received by a limited subset of ratepayers.  Thus, there are 684 

going to be ratepayers that see few or no benefits from the program.  685 

Some examples are homeowners that have just upgraded their houses or 686 

bought new ones.  Others are renters whose apartment manager doesn’t 687 

take advantage of the program.  And still others that view the return on 688 

their conservation investment as too low even with the benefits provided 689 

by an EEP.  These customers are compelled to pay for the program, but 690 

they are not going to receive any benefits.  It is impossible to compare the 691 

cost that one individual has to pay with the benefits that others receive.  692 

There is no way to objectively conclude that one individual’s gain is more 693 

than another individual’s loss.  Social welfare is only objectively improved 694 

if the winners’ gains do not come at the expense of the losers.  The 695 

program does not have to be win-win, but it has to be at least win-not lose.  696 

Q: Why is EEP inefficient? 697 

A: When gas prices are higher, then saving a given amount of gas usage 698 

generates a higher return.  However, it is precisely when prices are high 699 

that there is a better incentive for individual businesses and consumers to 700 

invest in conservation technology without any utility program.  In other 701 
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words, the conditions that are most likely to lead to a lot of activity in an 702 

EEP are the conditions that are most likely to generate conservation 703 

measures without an EEP.  However, it is very difficult to measure the 704 

incremental investment that would occur absent the EEP.  A base case for 705 

conservation spending would need to be established to measure the 706 

incremental effect of the EEP.  While the benefits are likely to outweigh 707 

the cost for ratepayers receiving program benefits, it is less clear that this 708 

is true for ratepayers as a whole.  For the entire program to have net 709 

benefits, the value of the gain in technical efficiency from the program 710 

must be higher than the cost. 711 

Q: If the EEP has net benefits as a whole, does that guarantee an 712 

efficient economic outcome? 713 

A: No.  Such a program may induce customers to make investments that are 714 

not cost effective by themselves, but when averaged into the whole 715 

program, the whole program can still have positive net benefits.  Efficiency 716 

requires that the individual project with the smallest net benefits  In the 717 

diagram below, the efficient level of projects totals all those with individual 718 

positive net benefits (those projects encompassed in the small box).  The 719 

larger box illustrates the a set of projects that have positive net benefits as 720 

a group, but include projects that should not be undertaken.  See diagram 721 

below.   722 
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 723 

Q: Is it your position that energy efficiency programs never be 724 

implemented? 725 

A: No.  However, I would question the use of utility rates to fund such 726 

programs.  By increasing utility rates to pay for such programs, the group 727 

of customers who would already be investing at efficient levels would now 728 

invest in too much conservation.  This would have negative impacts on 729 

economic efficiency. In contrast, a program that is financed through an 730 

income or property tax would have a smaller negative impact on 731 

efficiency.  A principle of public finance is that a tax has a smaller 732 

reduction of efficiency when the base on which the tax is levied is larger.  733 
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An income or property tax is broadly based, so that for a given program 734 

size, the taxes collected are less than a surcharge (effectively a tax) on 735 

gas volumes.   736 

Q: But might state-wide or national programs suffer from the same core 737 

problem that you discussed with respect to the EEP? 738 

A: Yes.  But the dimensions of the problem are smaller and simpler in more 739 

broadly based programs.  For a given program size, the larger the funding 740 

base, the less the efficiency cost.  However, the Commission’s task is to 741 

establish utility rates that provide a reasonable return to utility 742 

shareholders while allowing cost recovery of prudent expenditures only.  743 

That means that the EEP should not only have net benefits over all 744 

ratepayers including any efficiency cost to ratepayers, but the EEP must 745 

also be efficiently administered.  The Commission must conclude that the 746 

public interest is served by making some ratepayers better off at the 747 

expense of another group of ratepayers.   748 

Q: Do you have other concerns with the EEP? 749 

A: Yes.  I have several concerns with how the EEP is administered.  750 

Foremost is that the lines of command are not clear.  That is, it is not clear 751 

who controls which functions and who makes what decisions.  This is 752 

important since it does not appear to that the Administrators are 753 

accountable to anyone.  The organizational chart for the program (Peoples 754 

Gas and North Shore Exs. IR 1.1) demonstrates this concern.  There is an 755 



Docket No. 07-0241/07-0242 
Consolidated 

ICC Staff Exhibit 12.0 
 

 37

arrow from the Control Administrator to the Board and an arrow from the 756 

Board to the Program Administrator, but the chart does not indicate to 757 

whom the Administrators report.   758 

There does not appear to be any way for the Board to limit administrative 759 

costs.  Administrative costs reduce the benefit of the EEP.  If they are too 760 

high, the extra costs might seriously undercut the EEP’s effectiveness.   761 

Q: If the Commission decides to implement an EEP, what organizational 762 

changes do you recommend? 763 

A: The organization chart needs to reflect an organization that is accountable 764 

and efficient.  The Board should appoint a Director that has clear authority 765 

to act both with respect to employees and programs.  Employees should 766 

be enabled to select and administer the programs under the authority of 767 

the Director.  It is not clear that the Program Evaluators need to be a 768 

separate group of employees.  The Director should use the inputs of the 769 

employees to select programs that the employees can evaluate.  One way 770 

to help make the process effective is to conduct periodic management 771 

audits and use annual reports about the programs’ effectiveness.  These 772 

changes should be made no matter the method of rate recovery, i.e. rider 773 

or base rates. 774 

Q: What is another reason that you are concerned about the way that 775 

the Gas Companies want to implement the EEP? 776 
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A: The Gas Companies are not proposing any specific rebates, loans or 777 

grants, but are pledging to develop ideas as they go.  The Companies are 778 

asking ratepayers to fund programs that are not specified.  The Gas 779 

Companies cannot guarantee to the Commission that these pledges will 780 

necessarily translate into prudent expenditures.  781 

Q: What is one way to determine how to implement the program? 782 

A: The EEP could invite bidding by various organizations to solicit entities to 783 

implement ideas.  The bids could be evaluated via established criteria.   784 

Q: Is there an important control that the Commission should impose on 785 

the EEP? 786 

A: Yes.  The EEP should have a binding constraint on the amount of 787 

administrative costs that are incurred.  To enforce this constraint, the 788 

Companies should have to report their EEP overheads periodically.   789 

Q: Is there a source for ideas to use for efficiency programs? 790 

A: Yes.  The EEP Board might review the Attorney General-City of Chicago 791 

programs to provide direction and develop effective ideas.  Under the 792 

Settlement Agreement of Docket No. 01-0707, the City of Chicago and the 793 

Attorney General receive funds to provide efficiency programs to Chicago 794 

residents.  The Board could begin its work by surveying the programs 795 

begun under the auspices of this grant and use it generate ideas to guide 796 

further research.   797 
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Q: Please summarize your recommendations about the EEP. 798 

A: I recommend that the Commission not approve the EEP as proposed.  Its 799 

benefits are uncertain, since its programs are not specified.  And even if 800 

the net benefits are positive, it still represents a transfer of wealth from 801 

one set of ratepayers to another, while generating individual welfare 802 

losses.  Further, there are governance problems with the proposed 803 

structure that should be fixed before it is allowed to expend money that is 804 

recovered from ratepayers. I provide some recommendations for the EEP 805 

to correct some of these problems should the Commission believe that the  806 

EEP is worthy and prudent.  One of my key recommendations is to strictly 807 

limit the amount of administrative costs for the program to some 808 

percentage, such as 5%, of total program costs that ratepayers must 809 

underwrite.   810 

Q: Please summarize your direct testimony.  811 

A: Staff believes that Peoples Gas was imprudent to begin providing Hub 812 

Services using Manlove Field in 1999.  I construct a net benefits test that I 813 

believe Peoples Gas should have conducted at that time (or one 814 

functionally similar).  I find that the cost of the additional base gas along 815 

with incremental expenses should have indicated to Peoples Gas that the 816 

Hub was going to be uneconomic.  In other words, revenues that the 817 

Company could have reasonably expected were less than the cost of the 818 

incremental base gas that it needed to inject in order to provide Hub 819 
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Services out of Manlove Field.  I propose that Peoples Gas be denied 820 

recovery of the additional base gas that it has recorded as rate base since 821 

its last rate case, which base gas has a value of $39 million.  And I 822 

recommend that the Commission deny recovery of the expenses of $2 823 

million that Peoples Gas allocates to the Hub.  My recommendation is 824 

encapsulated in Schedule 12.1, attached. 825 

Q: Does this conclude your direct testimony? 826 

A: Yes.  827 
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Line
No. Amount Source

(b) (c)

1 Staff Adjustment to Non-recoverable Base Gas 39,019$                  Staff Exhibit 12.0 and Peoples Gas TLP-1.0, page 11, lines 225-228

2 Depreciable Life 75                          Docket No. 05-0078

3 Staff Adjustment for Annual Depreciation Expense (520)$                      Line 1divided by line 2

4 Number of Years for Accumulated Depreciation 8 1999 through 2006

5 Staff Adjustment for Accumulated Depreciation (4,162)$                   Line 3 * line 4

6 Compressor Fuel-Storage Expense 1,512$                     Company response to ENG 2.11 and DLH-11.04
7 Internal Labor-Admin & Genera 205                        
8 Intercompany Billings-Admin & General 273                        
9 Other Admin & General 28                          

10 Other Customer Accounts (5)                           

11 Adjustment for Total Hub O&M Costs 2,013$                     Sum of lines 6 through 10

OPERATIONS & MAINTENANCE

The Peoples Gas Light and Coke Company
Adjustment for Hub Services

For the Test Year Ending  September 30, 2006
(In Thousands)

BASE GAS

Description
(a)
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