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I. INTRODUCTION AND PURPOSE 1 

A. Identification of Witness 2 

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 3 

A. My name is Russell A. Feingold and my business address is Four PPG Place, Pittsburgh, 4 

Pennsylvania 15222. 5 

Q BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 6 

A. I am a Managing Director of Navigant Consulting, Inc. (“NCI”) and co-leader of the 7 

Litigation, Regulatory & Markets Group within the firm’s Energy Practice.   8 

Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY BEFORE THE 9 

ILLINOIS COMMERCE COMMISSION (“COMMISSION”) IN THESE 10 

PROCEEDINGS? 11 

A. Yes.   I previously submitted Direct Testimony in these proceedings on behalf of The Peoples 12 

Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas Company (“North 13 

Shore”), collectively referred to as the “Companies”, concerning the Companies’ proposal to 14 

implement various riders, designated as Riders VBA, UBA, ICR, and EEP.         15 

B. Purpose of Rebuttal Testimony 16 

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 17 

PROCEEDING? 18 

A. The purpose of my Rebuttal Testimony is to respond to the criticisms raised by the various 19 

parties in these proceedings concerning the Companies’ proposed riders.   I will specifically 20 
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respond to the direct testimonies of Commission Staff witness Peter Lazare and 21 

Governmental and Consumer Intervenors (“GCI”) witness Michael L. Brosch.1   In addition, 22 

I will present an alternative ratemaking proposal to the Companies’ proposed Rider VBA if 23 

certain other ratemaking changes are acceptable to this Commission.    24 

C. Summary of Conclusions 25 

Q. PLEASE SUMMARIZE THE CONCLUSIONS YOU HAVE REACHED IN YOUR 26 

REBUTTAL TESTIMONY. 27 

A. Based on my review of the points and the underlying support presented by witnesses Lazare 28 

and Brosch concerning the Companies’ proposed riders, I have reached the following 29 

conclusions: 30 

1. The criticisms presented by these parties of the Companies’ rate rider proposals are 31 

without merit and are either overly biased or misleading when viewed against the real 32 

factors driving the need for these proposed ratemaking mechanisms; 33 

2. There is a demonstrated and critically important need for approval of these ratemaking 34 

mechanisms when viewed against the business challenges faced by the Companies;  35 

3. The Companies’ proposed ratemaking mechanisms are consistent with, and supportive 36 

of, the regulatory trends and principles in today’s business environment that are 37 

associated with the establishment of a utility’s revenue requirement and the rates that 38 

are designed to recover its approved level of margin revenues; 39 

                                                 
1 The Illinois Attorney General’s Office, the Citizens Utility Board, and the City of Chicago (collectively 

“GCI”) jointly submitted the testimony of Mr. Brosch.   
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4. The Companies’ proposed ratemaking mechanisms are conceptually sound and based 40 

upon widely accepted utility ratemaking approaches; 41 

5. The Companies’ proposed ratemaking mechanisms are balanced and designed to 42 

provide significant benefits to the Companies and their customers, and are 43 

straightforward to implement and simple to administer; and 44 

6. This Commission should approve the Companies’ proposed riders since they are in the 45 

best interest of the Companies and their customers for the reasons I previously stated in 46 

my Direct Testimony. 47 

I will demonstrate the validity of these points in detail when I respond to each of the specific 48 

criticisms raised by these parties concerning the Companies’ proposed riders.   For clarity 49 

purposes, where multiple witnesses address the same point or similar ones, I will group my 50 

responses to these witnesses’ criticisms by specific topic or issue. 51 

D. Attachments to Rebuttal Testimony 52 

Q. ARE YOU SPONSORING ANY EXHIBITS TO YOUR REBUTTAL TESTIMONY? 53 

A. Yes, I am.  North Shore/Peoples Gas Exs. RAF-2.1 through RAF-2.7 were prepared by me or 54 

under my supervision.  They are discussed later in my Rebuttal Testimony. 55 

II. RESPONDING TO THE CLAIMS MADE BY THE PARTIES  56 

Q. ARE THERE CERTAIN COMMON THEMES CONCERNING THE CRITICISMS 57 

OF THE COMPANIES’ PROPOSED RIDERS THAT EMERGE FROM YOUR 58 

REVIEW OF THE STAFF AND GCI TESTIMONIES?   59 
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A. Yes.   Based on my review of the direct testimonies of Staff witness Lazare and GCI Witness 60 

Brosch, there are three common themes that emerge concerning their criticisms of the 61 

Companies’ proposed riders:  62 

1. Questioning the Companies’ need for their proposed riders; 63 

2. Claiming that certain regulatory concerns or deficiencies exist with the 64 

Companies’ proposed riders; and 65 

3. Alleging that certain undesirable consequences will result under the Companies’ 66 

proposed riders. 67 

A. The Companies Have Clearly Demonstrated 68 
 the Need for Their Proposed Riders 69 

Q. HOW DO THESE WITNESSES SPECIFICALLY QUESTION THE COMPANIES’ 70 

NEED FOR THEIR PROPOSED RIDERS?  71 

A. Staff witness Lazare and GCI witness Brosch specifically address this issue through the 72 

following points: 73 

• Witnesses Lazare and Brosch contend that based on their review of the Companies’ 74 

historical financial performance and future financial projections, using either their 75 

achieved returns on investment/equity or their experienced level of margin revenues; 76 

there is no need to implement the Companies’ proposed riders.      77 

• Witnesses Lazare and Brosch argue that because they believe traditional regulation is 78 

working as desired, there is no need to change it through the implementation of the 79 

Companies’ proposed riders.    80 
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• Witnesses Lazare and Brosch claim that the Companies’ proposed riders do not 81 

satisfy the ratemaking criteria used by utility regulators to assess the need for this 82 

type of a ratemaking approach.    83 

• Witnesses Lazare and Brosch allege that customers do not need assistance from the 84 

Companies’ proposed energy efficiency and conservation programs to conserve 85 

natural gas, and therefore, it is not necessary to remove their “disincentive” to pursue 86 

energy efficiency and conservation initiatives by implementing proposed Rider VBA. 87 

Q. DO YOU AGREE WITH THE VARIOUS POINTS MADE BY THESE WITNESSES 88 

QUESTIONING WHETHER THE COMPANIES NEED THE RIDERS THEY HAVE 89 

PROPOSED?  90 

A. Absolutely not.   In my opinion, none of the arguments made by these witnesses diminish the 91 

reasons why the Companies’ proposed riders are necessary and appropriate.   I disagree with 92 

Witnesses Lazare and Brosch for four important reasons.   First, I believe the Companies’ 93 

financial underperformance over the recent past is more indicative of the acute business 94 

challenges that give rise to the need for their rate rider proposals.   The Companies’ financial 95 

results during this more recent time period were either ignored or greatly downplayed by 96 

witnesses Lazare and Brosch.   Second, traditional regulation is not working as desired (as I 97 

explained in my Direct Testimony) and the Companies’ proposed riders appropriately 98 

address the identified deficiencies in the current ratemaking process.   Third, the Companies’ 99 

proposed riders each satisfies the rate criteria used by utility regulators to assess the need for 100 

such rate concepts.   Fourth, the desire by the Companies to offer energy efficiency and 101 
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conservation programs is consistent with the broader national and state energy policy 102 

objectives and requires the implementation of proposed Rider VBA to ensure that the 103 

Companies’ management actions are properly aligned with those policy objectives.   I will 104 

explain next why each of these witnesses’ above-described arguments are either flawed or 105 

misplaced and should be rejected by this Commission.  106 

Q. PLEASE COMMENT ON WITNESS BROSCH’S USE OF THE WORD 107 

“PIECEMEAL” THROUGHOUT HIS DIRECT TESTIMONY. 108 

A. Witness Brosch attempts to cast certain negative connotations on the Companies riders by 109 

using the word “piecemeal” to describe them.  He appears to attempt to justify his use of this 110 

term by repeating a belief that the Companies’ proposed riders should not be implemented 111 

because they do not adequately reflect all of the components that go into the derivation of a 112 

utility’s revenue requirement under traditional regulation.   The fact is, however, that the 113 

Companies’ proposals are not “piecemeal,” but rather are focused to address only the 114 

business factors and cost elements that pose the greatest ratemaking challenges to the 115 

Companies.   As I will discuss later in my Rebuttal Testimony, regulators across the utilities 116 

industry have approved  a wide range of what he would call “piecemeal” ratemaking 117 

mechanisms to specifically address many of the same business challenges that the 118 

Companies’ proposed riders were designed to address.  In my view, these regulators have 119 

concluded that such riders were in the best interests of the utilities and their customers, and 120 

in doing so, they have implicitly rejected Witness Brosch’s notion that riders such as those 121 
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proposed by the Companies that address only a portion of the ratemaking process are 122 

somehow deficient.     123 

Q. WHAT FINANCIAL DATA HAVE WITNESSES LAZARE AND BROSCH 124 

PRESENTED TO SUPPORT THEIR CLAIMS THAT THE PROPOSED RIDERS 125 

ARE NOT NEEDED? 126 

A. Witness Lazare has relied upon the Companies’ historical rates of return on investment and 127 

equity while Witness Brosch has relied upon this measure and the Companies’ historically 128 

achieved margin revenues.   While these witnesses have attempted to show using the 129 

Companies’ historical financial performance why their proposed riders are not needed, they 130 

have either inadequately portrayed the Companies’ historical data or have relied upon results 131 

they derived to support their claims using data from the Companies that they have incorrectly 132 

interpreted.   Specifically, they presented the Companies’ earned rates of return from 1995 133 

through 20062 and witness Brosch presented what he believed to be the Companies’ actual 134 

margin revenues from 1996 through 20063.            135 

Q. PLEASE COMMENT ON THE MANNER IN WHICH THESE WITNESSES HAVE 136 

PORTRAYED THE COMPANIES’ RATE OF RETURN AND MARGIN REVENUE 137 

DATA FOR PURPOSES OF THEIR RATE RIDER ARGUMENTS. 138 

                                                 
2 See ICC Staff Exhibit 8.0, Schedule 8.1 and Table 1 on page 19 of Witness Brosch’s Direct Testimony. 
3 See Tables 2 and 3 on pages 32-33 of Witness Brosch’s Direct Testimony. 
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A. Both witnesses relied upon these results viewed across the entire eleven or twelve year period 139 

to support their claims that there are no problems with traditional regulation that would 140 

justify the Companies’ rate rider proposals. 141 

Q. HOW DO YOU RESPOND TO WITNESS LAZARE’S USE OF RATE OF RETURN 142 

DATA TO ADDRESS RIDER VBA? 143 

A. While from an overall financial perspective, Witness Lazare’s use of return on investment 144 

might be appropriate to evaluate the Companies’ performance, it is not the correct measure to 145 

assess the need for a ratemaking change to better enable the Companies to recover their 146 

approved level of margin revenues.   Rider VBA is a revenue recovery mechanism – not a 147 

cost recovery mechanism that adjusts rates for changes in the Companies’ costs.  Rider VBA 148 

would only allow the Companies to recover that portion of margin revenue associated with 149 

their volumetric delivery rates and has nothing to do with how costs change over time and 150 

how such cost changes affect the Companies’ rates of return.  Thus, for purposes of 151 

evaluating the appropriateness of Rider VBA, margin revenue is the best measure to assess 152 

the performance of the Companies’ current rate design and rate structure. 153 

Q. WHAT IS YOUR VIEW OF WHAT WITNESS BROSCH PRESENTS AS “MARGIN 154 

REVENUES” IN TABLES 2-5 IN HIS DIRECT TESTIMONY?   155 

A. Witness Brosch used a much higher revenue amount in all cases to represent in the 156 

referenced tables what he called “margin revenues.”  He failed to exclude revenue taxes and 157 

environmental costs recovered through the Companies’ currently-effective Rider 11 in 158 

recognition of the fact that the Companies are allowed, under their tariffs, to recover these 159 
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cost elements from their customers on a dollar-for-dollar basis.   These two cost elements are 160 

significantly large within the context of the Companies’ total non-gas revenue requirements.  161 

 For example, in 2006, Peoples Gas has advised me that revenue taxes and environmental 162 

costs it recovered amounted to approximately $181.4 million of the $553.2 million reported 163 

by Witness Brosch, which means he overstated the actual margin revenues in his Tables 2 164 

and 4 by almost 50 percent in that year alone.    165 

Q. DO YOU AGREE WITH THE MANNER IN WHICH WITNESS BROSCH 166 

FORMULATES WHAT HE CLAIMS ARE “MARGIN REVENUES”? 167 

A. I believe the derivation of what Witness Brosch claims as “margin revenues” is flawed.  In 168 

my view, he should have readily recognized that the Companies’ base rates are not 169 

established based on a non-gas revenue requirement that includes revenue taxes and 170 

environmental costs recovered through a separate rider.   The effect of his overstatement of 171 

“margin revenues” of course, is to buttress his contention that the Companies might have 172 

earned or exceeded authorized margin revenues.  Nevertheless, I trust that Witness Brosch’s 173 

overstatement of margin revenues is simply a legitimate error on his part.  Margin revenues 174 

have, in fact, declined over time, compared to the margin revenues upon which the 175 

Companies’ current rates are based.   Page 1 of North Shore/Peoples Gas Ex. RAF 2.1 176 

consists of a table which compares Mr. Brosch’s “margin revenue” amounts to the correct 177 

amounts.   Pages 2 and 3 of this Exhibit present graphic analyses (that are comparable to 178 

Tables 2 and 3 in Witness Brosch’s Direct Testimony) except that the underlying data in the 179 

graphs reflects the Companies’ correct margin revenue amounts.  The results of these graphs 180 
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are strikingly different compared to those of Witness Brosch in terms of both magnitude of 181 

results and the relative variability from year-to-year.    182 

Q. DO THE MARGIN REVENUES PRESENTED IN THE COMPANIES’ EXHIBIT 183 

RAF-2.1 SUPPORT WITNESS BROSCH’S IMPLICATION THAT THE COMPANY 184 

HAS BEEN ABLE TO MANAGE ITS BUSINESS CHALLENGES WITHOUT 185 

RIDER VBA? 186 

A. No.  Pages 2 and 3 of North Shore/Peoples Gas Ex. RAF-2.1 directly contradict what 187 

Witness Brosch implied, especially when the margin revenues of Peoples Gas are examined 188 

over the most recent 2004-2006 period.  This result serves to explain what Witness Lazare 189 

shows (on page 1 of Schedule 8.1 in ICC Staff Exhibit 8.0) that the Companies’ rates of 190 

return on equity during that same period were significantly below the levels allowed by this 191 

Commission.   At the same time, Peoples Gas Exs. LTB-1.2 and LTB-1.4 and North Shore 192 

Exs. LTB-1.2 and LTB-1.3 show that during those years the Companies experienced declines 193 

in use per customer in the residential markets and weather that was generally warmer than 194 

normal.   Consistent with these conditions, Peoples Gas Ex. RAF-1.4 shows during those 195 

years that margin revenues within the residential and general service markets were lower than 196 

expected by between approximately $40 and $60 million per year, and North Shore Ex. RAF-197 

1.4 shows that the margin revenues for these same markets were lower than expected by 198 

between approximately $4 and $7 million.   Clearly, the relative stability of the Companies’ 199 

margin revenues alleged by Witness Brosch in his Tables 2 and 3 belies the fact that margin 200 

revenues were insufficient during that period, with such insufficiency created, in large part, 201 
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by a decline in the margin revenues recoverable through the volumetric components of the 202 

Companies’ base rates.   This situation is precisely the reason the Companies have proposed 203 

Rider VBA.           204 

Q. IN YOUR OPINION, WHAT OTHER FACTOR CONTRIBUTED TO THE 205 

COMPANIES’ INABILITY TO EARN ITS ALLOWED RETURN ON EQUITY 206 

OVER THE LAST THREE YEARS?  207 

A. It is the simple fact that over time it costs the Companies more to serve new customers than 208 

the underlying historical costs reflected in their current base rates. Unfortunately, in my 209 

opinion, this situation has finally gotten so far out of line that other factors (e.g., cost 210 

efficiencies) no longer can offset the impact of this revenue-to-cost imbalance on the 211 

Companies’ rate of return on equity.   As a result, the margin revenues generated from new 212 

customers are no longer adequate to offset those higher costs.  213 

Q. HOW CAN THAT EXPLANATION BE TRUE IF WITNESS BROSCH CONTENDS 214 

AT PAGE 35 OF HIS DIRECT TESTIMONY THAT “CUSTOMER GROWTH AND 215 

OTHER DRIVERS” ARE OFFSETTING THE DECLINES IN RESIDENTIAL 216 

USAGE PER CUSTOMER THAT WOULD BE ADDRESSED BY PROPOSED 217 

RIDER VBA?  218 

A. The simple fact is that in the most recent times (i.e., over the last three years) customer 219 

growth has not been offsetting declining use.   The relative margin revenue trends presented 220 

in North Shore/Peoples Gas Ex. RAF-2.1 confirm this conclusion.   This Exhibit shows that 221 

the Companies’ margin revenues have generally been declining over time, including 222 
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significantly during the last three years – which is exactly contrary to what one would expect 223 

for a utility that is adding new customers.   224 

Q. WITH ALL OTHER THINGS BEING EQUAL, WHY SHOULD A UTILITY’S 225 

MARGIN REVENUES INCREASE OVER TIME IF IT EXPERIENCES GROWTH 226 

IN THE NUMBER OF CUSTOMERS IT SERVES?  227 

A. This should occur because new customers generate additional revenues for the utility under 228 

current rates.   In fact, Witness Brosch’s “matching” principle would dictate that outcome.   229 

Under traditional regulation, the utility’s margin revenues approved in the utility’s last rate 230 

case are aligned with the non-gas cost of service that supports that revenue level.   On a 231 

going forward basis, unless margin revenues or costs change from approved rate case levels 232 

to serve the level of customers established in its last rate case, the utility should be able to 233 

earn its allowed rate of return on equity.   That also means the utility’s margin revenues will 234 

be equal to the level approved in its last rate case.     235 

If we now add in customer growth, the utility must be able to generate additional revenues to 236 

offset the incremental costs incurred to serve those new customers if it hopes to maintain its 237 

achieved rate of return level.   Those additional revenues generated by new customers under 238 

current rates should increase the utility’s total margin revenues above the level allowed in its 239 

last rate case to fund the additional costs of serving these new customers.   240 
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Q. WHY THEN DID THE COMPANIES’ MARGIN REVENUE LEVELS NOT 241 

CONSISTENTLY RISE ABOVE THE LEVELS ESTABLISHED IN THEIR LAST 242 

RATE CASES?  243 

A. The Companies’ revenue per customer levels have declined significantly since their last rate 244 

cases.   If revenue per customer declines from the levels inherent in the utility’s approved 245 

rates, for whatever reason, it means that the Companies’ margin revenue levels will be less 246 

than expected from the number of customers that were used to design rates in those rate 247 

cases.   It also means that the above-described revenue-to-cost relationship from the rate case, 248 

for the then current customers, has been skewed.   In essence, a mismatch is created between 249 

margin revenues and the associated costs to serve the utility’s rate case level of customers.   250 

As I previously stated in my Direct Testimony, the Companies’ proposed Rider VBA was 251 

designed to alleviate that type of deficiency.      252 

Q. DO YOU AGREE WITH WITNESS BROSCH’S SUGGESTION AT PAGE 34 OF 253 

HIS DIRECT TESTIMONY THAT MARGIN REVENUES RECEIVED FROM NEW 254 

CUSTOMERS SHOULD BE RECOGNIZED IN ANY ASSESSMENT OF WHETHER 255 

RIDER VBA IS WARRANTED?  256 

A. No.   If this were done, it would violate Witness Brosch’s own “matching” principle.   The 257 

problem in his suggestion is that because the Companies incurred incremental costs to serve 258 

new customers, his “matching” principle would require that the additional revenues 259 

generated by new customers be “matched” with the costs to serve these customers.  260 

Therefore, these revenues must be retained by the Companies rather than be used to fix the 261 
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revenue “mismatch” with other customers caused by their decline in use per customer.   The 262 

Companies’ Rider VBA has been proposed to fix that “mismatch.”   By the same token, 263 

when the Companies experience losses in customers, as has been the case over the last ten 264 

(10) years in their S.C. Nos. 1 N and 2 markets (a trend which is forecasted to continue), 265 

proposed Rider VBA will not compensate the Companies for their associated losses in 266 

margin revenues.  267 

Q. HOW DO YOU RESPOND TO WITNESS BROSCH’S CRITICISM AT PAGE 35 OF 268 

HIS DIRECT TESTIMONY OF YOUR FOCUS ON VOLUMETRIC CHANGES PER 269 

CUSTOMER WITHIN SELECTED RATE CLASSES?  270 

A. I disagree with Witness Brosch’s claim that I chose to “narrowly focus” on per customer 271 

volumetric changes rather than evaluating actual margin trends for some of the same reasons 272 

I presented above.   My “reference point’ with regard to Rider VBA is appropriately focused 273 

to pinpoint the precise deficiency in the traditional ratemaking process that has caused the 274 

losses in margin revenue experienced by the Companies, and to develop a solution that only 275 

addresses this problem.  If Witness Brosch believes this Commission should focus more 276 

broadly on the factors impacting the Companies’ total margin revenues, perhaps he should 277 

have recommended consideration of a revenue stabilization mechanism in lieu of the 278 

Companies’ proposed Rider VBA.   In fact, to fully address the business challenges 279 

associated with the under recovery of margin revenue, some gas utilities have proposed 280 

Straight Fixed Variable (“SFV”) rate design as an appropriate ratemaking solution, and 281 

utility regulators in the states of North Dakota, Oklahoma, Georgia, and Missouri have 282 
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approved the SFV alternative.  As Ms. Grace notes in her Direct Testimony at pages 16-17, 283 

the Companies themselves consider SFV to be the most appropriate rate design to align 284 

revenue recovery with costs.  Rider VBA was proposed as a more measured approach to 285 

addressing revenue recovery.  In my view, the Companies’ ratemaking solution most directly 286 

addresses the business challenges they face and the impacts these challenges have on their 287 

rates and associated margin revenues.  288 

Q. PLEASE ADDRESS, WITNESS BROSCH’S CONTENTION AT PAGE 23 OF HIS 289 

DIRECT TESTIMONY THAT NO “ATTRITION ANALYSES” OR OTHER 290 

STUDIES WERE CONDUCTED BY THE COMPANIES TO SUPPORT THE 291 

PREMISE THAT “EXTRAORDINARY” RATE TRACKING TARIFFS ARE 292 

NEEDED. 293 

A. I disagree with the entire premise of Witness Brosch.   First, an “attrition analysis” will not 294 

provide any insights into whether a revenue decoupling mechanism like proposed Rider VBA 295 

is an appropriate ratemaking solution to address the Companies’ business challenges.   296 

Revenue decoupling mechanisms do not relate to the utility’s changes in costs over time, and 297 

the time when such costs are recoverable through rates, which is the premise behind the 298 

concept of attrition.   Instead, revenue decoupling mechanisms relate to the utility’s approved 299 

level of costs which comprise its margin revenue requirement.   The approved cost level does 300 

not change over time, and revenue decoupling mechanisms do not attempt to track any future 301 

changes in the utility’s cost of service.   To the extent the utility experiences attrition, a 302 

revenue decoupling mechanism will not provide any additional rate relief to the utility 303 
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through changes in rates to offset the impact of attrition.   Second, an “attrition analysis” will 304 

not provide any insights into whether the Companies’ proposed Rider UBA is an appropriate 305 

ratemaking solution to recover their future bad debt expenses.   Because proposed Rider 306 

UBA is designed on a symmetrical basis, any changes in the Companies’ bad debt expense 307 

related to purchased gas costs are reflected in rates on a periodic basis – with increases or 308 

decreases in such costs treated equally for ratemaking purposes.  To the extent the 309 

Companies’ bad debt expense related to purchased gas costs decreases from rate case levels, 310 

customers will receive the benefit of lower base rates much sooner than if the Companies 311 

waited to file new rate cases to recognize this change in cost. 312 

Q. WHAT IS THE IMPORT OF WITNESS BROSCH POINTING OUT THE ABSENCE 313 

OF A KNOWN AND MEASURABLE SHOWING TO DEMONSTRATE EARNINGS 314 

DEFICIENCIES THAT COULD NOT BE SUFFICIENTLY ADDRESSED UNDER 315 

TRADITIONAL REGULATION? 316 

A. Mr. Brosch’s contention, at page 23 of his Direct Testimony, that no known and measurable 317 

impacts demonstrating earnings deficiencies have been shown that could not be addressed 318 

under traditional regulation is spurious.  If any such changes in revenues and expenses were 319 

known and measurable to the Companies, the obvious action would have been to reflect this 320 

knowledge in adjustments to the proposed revenue requirements that were developed to 321 

support the rate relief requested in their current rate cases.   The fact that any future changes 322 

in the Companies’ revenues and expenses are not known and measurable because of the 323 

inherent uncertainties associated with forecasting and quantifying costs associated with a 324 
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variety of uncontrollable business factors (e.g., weather, gas usage) is precisely the reason 325 

why the Companies concluded that their proposed riders were required to accommodate these 326 

future uncertainties.   Moreover, traditional regulation limits the ability to reflect such future 327 

changes through the use of a static test year which, at best, can only look forward to the first 328 

year a utility’s rates will be in effect (i.e., a fully forecasted test year).    329 

Q. WHAT IS YOUR VIEW OF WITNESS BROSCH’S LINKAGE OF NON-GAS COSTS 330 

AND RIDER VBA MARGIN REVENUES AT PAGE 18 OF HIS DIRECT 331 

TESTIMONY?  332 

A. Mr. Brosch’s focus on the Companies’ non-gas costs in relation to proposal Rider VBA is 333 

misplaced.  A comparison of non-gas costs to margin revenues has no relevance whatsoever 334 

because the underlying costs to be recovered will not change under the Companies’ proposed 335 

Rider VBA.   Very simply, the Companies’ proposed Rider VBA is not designed to track 336 

changes in costs outside of a rate case.   This ratemaking mechanism is designed solely to 337 

enable the recovery of the Companies’ Commission-approved margin revenue level.   As 338 

such, it is properly characterized as a revenue recovery mechanism, and not a cost tracking 339 

mechanism.       340 

Q. DO YOU AGREE WITH WITNESS LAZARE’S CLAIMS AT PAGE 14 OF HIS 341 

DIRECT TESTIMONY, THAT THE COMPANIES’ 10-YEAR WEATHER NORMAL 342 

AND CUSTOMER CHARGES INCREASE PROPOSALS UNDERMINE THE 343 

JUSTIFICATION FOR RIDER VBA? 344 
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A. No.   First, the Companies did not use “reduction in earnings volatility” as a basis to support 345 

its proposed Rider VBA.   The Companies supported the need for Rider VBA because it 346 

would enhance the Companies’ ability to recover their approved level of margin revenues.   347 

Second, I do not agree that the Companies’ proposed weather normal and increased customer 348 

charges “undermine” their Rider VBA proposal.   I do acknowledge that these proposals can 349 

partially address the business challenges of volatility in, and under-recovery of, margin 350 

revenue, but they do not adequately address these challenges to the point where Rider VBA 351 

no longer is warranted.   For example, a change from a 30-year to a 10-year weather normal 352 

does not eliminate the threat of under-recovery of margin revenues when weather is warmer 353 

than normal, or the threat of customers overpaying for delivery service when weather is 354 

colder than normal.   If the Companies’ ongoing volatility and under-recovery of margin 355 

revenues challenges were addressed through a ratemaking solution other than Rider VBA, I 356 

would recommend either adoption of the Companies’ alternative to Rider VBA, as discussed 357 

later in my Rebuttal Testimony, or adoption of a rate design that consists of raising the 358 

Companies’ monthly customer charges to their full cost basis.  Neither of the latter two 359 

solutions, however, is as comprehensive a solution as Rider VBA. 360 

Q. HOW DO YOU RESPOND TO THE CRITICISM AT PAGE 9 OF WITNESS 361 

LAZARE’S DIRECT TESTIMONY,THAT THE COMPANIES FAILED TO 362 

PROVIDE SUFFICIENT EVIDENCE THAT INFRASTRUCTURE IMPROVEMENT 363 

COSTS, PUBLIC IMPROVEMENT PROJECT COSTS, PROPERTY TAXES, 364 

PENSION EXPENSES, AND ENVIRONMENTAL COSTS ARE INSUFFICIENTLY 365 
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UNEXPECTED, VOLATILE, AND FLUCTUATING TO WARRANT RECOVERY 366 

THROUGH A RIDER? 367 

A. Witness Lazare’s criticism is mostly irrelevant when assessing the Companies’ proposed 368 

riders because only proposed Rider ICR for Peoples Gas relates to any of these cost elements. 369 

Therefore, any demonstration of uncertainty, volatility, or variability for these costs elements 370 

would not prove anything meaningful relative to all but one of the riders proposed by the 371 

Companies.   I will address the Companies’ proposed Rider ICR as it relates to these 372 

ratemaking criteria later in my Rebuttal Testimony.   373 

Q. DO YOU AGREE WITH WITNESS BROSCH, AT PAGE 40 OF HIS DIRECT 374 

TESTIMONY, THAT PROPOSED RIDER VBA DOES NOT HAVE A 375 

SUBSTANTIAL ENOUGH IMPACT ON REVENUE REQUIREMENTS?   376 

A. No.   The “potential materiality” of a particular revenue requirement element, rather than just 377 

the actual change in any individual year, should be recognized when evaluating the propriety 378 

of a rate rider such as proposed Rider VBA.  For example, if a utility’s purchased gas costs 379 

do not change materially from one year to the next, that result would not invalidate the 380 

continued appropriateness of recovering such costs through a ratemaking rider (i.e., a 381 

Purchased Gas Adjustment or “PGA”) rather than through base rates.  By definition a 382 

utility’s margin revenue is equivalent to its total non-gas cost of service i.e., its revenue 383 

requirements.  Thus, there can be no question that margin revenue satisfies any materiality 384 

criterion.   As a result, Witness Brosch’s contention is not a meaningful one and should be 385 

rejected.    386 
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Q. MR. BROSCH CONTENDS THAT BECAUSE PROPOSED RIDER VBA IS NEEDED 387 

TO REMOVE THE DISINCENTIVE THE COMPANIES HAVE TO PROMOTE 388 

ENERGY CONSERVATION AND EFFICIENCY PROGRAMS FOR THEIR 389 

CUSTOMERS, MANAGEMENT EXERTS SOME CONTROL OVER CUSTOMER 390 

USAGE LEVELS.   HOW DO YOU RESPOND TO HIS CONTENTION? 391 

A. I disagree with Witness Brosch’s contention.   While proposed Rider VBA will remove this 392 

disincentive, and will in turn enable the Companies to offer energy conservation and 393 

efficiency programs to its customers, this does not mean that the Companies will have any 394 

meaningful control over how its customers ultimately respond to these programs, or to any 395 

other energy efficiency and conservation measures offered to them by external providers.   396 

More broadly, a utility’s management does not have any meaningful control over its 397 

customers’ gas usage – which is directly influenced by the above factors, together with other 398 

customer behavioral factors, as well as by weather.  As such, a utility’s margin revenues are 399 

directly affected by the gas usage of its customers.   Therefore, the margin revenues to be 400 

recovered through proposed Rider VBA are clearly beyond the control of management.   401 

Q. DO YOU AGREE WITH WITNESS LAZARE’S CLAIM, AT PAGES 23-29 OF HIS 402 

DIRECT TESTIMONY, THAT THE COMPANIES’ TOTAL BAD DEBT LEVELS 403 

ARE NOT VOLATILE AND UNPREDICTABLE?  404 

A. No.   I believe Witness Lazare has mischaracterized the relative volatility of the Companies’ 405 

bad debt expense on pages 3 and 4 in Staff Exhibit 8.0 – Schedule 8.3.   By graphing the 406 

change (in absolute dollars) in the Companies’ uncollectible expense and all other operating 407 
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expenses from year to year, I believe Witness Lazare has inappropriately concluded that 408 

uncollectible expense is not a volatile cost element.   When I examine the Companies’ annual 409 

change in these costs on a percentage basis, however, the true volatility of uncollectible 410 

expense comes into clear focus.   North Shore/Peoples Gas Ex. RAF 2.2 presents bar graphs 411 

that mirror pages 3 and 4 in Staff Exhibit 8.0, Schedule 8.3, and dramatically contrast the two 412 

different presentation methods.   In North Shore/Peoples Gas Ex. RAF 2.2, the annual 413 

percentage change for uncollectible expense was greater than all other operating expenses in 414 

seven of the nine years for Peoples Gas, and in eight of the nine years for North Shore.   Over 415 

the nine year period from 1998 through 2006, uncollectible expense for Peoples Gas was 416 

approximately 3.5 times as volatile as all other operating expenses, and for North Shore 417 

uncollectible expense was approximately 9.4 times more volatile than all other operating 418 

expenses.   Moreover, the relative volatility of the Companies’ uncollectible expense levels 419 

approached in many years the annual percentage change in their purchased gas expense levels 420 

demonstrating that uncollectible expenses have a volatility profile that rivals that of gas costs 421 

which are undeniably volatile.  These results confirm the fact that the Companies’ 422 

uncollectible expense element is very volatile and supports its proposed ratemaking treatment 423 

under proposed Rider UBA.      424 

Q. AT PAGES 67-68 OF HIS DIRECT TESTIMONY, WITNESS BROSCH ALSO 425 

CONCLUDES THAT RIDER UBA DOES NOT MEET THE RATE RIDER 426 

CRITERION OF VOLATILITY.   IS HE CORRECT IN HIS CONCLUSION?   427 
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A. No.   North Shore/Peoples Gas Ex. RAF 2.2 clearly demonstrates that Witness Brosch is 428 

incorrect in his conclusion related to the lack of volatility in conjunction with proposed 429 

Rider UBA.  430 

Q. WITNESS BROSCH CLAIMS THAT ESSENTIALLY BAD DEBT HAS 431 

MODERATED AND UPDATING THE BAD DEBT NUMBERS IN THIS CASE 432 

SHOULD FURTHER PROTECT THE FINANCIAL INTEGRITY OF THE 433 

COMPANIES.   DOES THIS CLAIM CHANGE YOUR CONCLUSION THAT 434 

PROPOSED RIDER UBA IS NEEDED? 435 

A. No.   The “financial integrity” of the Companies is not necessarily “protected” by the 436 

adjustments to which Mr. Brosch refers.  Moreover, “financial Integrity” was not the only 437 

consideration in proposing Rider UBA.  To the extent the future level of uncollectible 438 

expense associated with purchased gas expense decreases over time, Rider UBA will 439 

immediately recognize in customers’ bills any decrease in the level of uncollectible expense 440 

– unlike how such a decrease in costs would be treated under the traditional ratemaking 441 

process of recovery through base rates.   This distinct and symmetrical benefit was also an 442 

important consideration in the Companies’ decision to propose Rider UBA.  443 

Q. HAVE THE COMPANIES RECOGNIZED THAT BAD DEBT IS NOT ENTIRELY 444 

OUTSIDE THE CONTROL OF MANAGEMENT?  445 

A. Yes, they have.   Specifically, proposed Rider UBA was designed so that the non-gas portion 446 

of uncollectible expense will continue to be recoverable through base rates.   As I stated in 447 

my Direct Testimony, the Companies concluded that it should remain at risk for this portion 448 
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of uncollectible expense to ensure that they continue to focus on their credit and collections 449 

activities in an effort to effectively manage its bad debt and write-off levels.  Apparently, Mr. 450 

Brosch failed to consider this aspect of the Companies’ overall response to the challenges 451 

associated with bad debt as more fully described by Ms. Kallas in her Direct Testimony. 452 

Q. HOW DO YOU RESPOND TO WITNESS BROSCH’S ARGUMENT AT 453 

PAGES 48-49 OF HIS DIRECT TESTIMONY THAT PREDICTIONS OF LARGER 454 

FUTURE CAPITAL INVESTMENTS ARE NOT A REASONABLE BASIS TO 455 

CHANGE REGULATORY TREATMENT FOR SUCH RATE BASE 456 

INVESTMENTS?    457 

A. In more recent times, I have observed in the utilities industry that the whole infrastructure 458 

issue is receiving broad attention and favorable rate treatment.   There is a growing 459 

recognition on the part of regulators that the need to upgrade and modernize the transmission 460 

and distribution systems of utilities is critically important and requires large capital 461 

investments.   To ensure those recurring investments do not create a financial hardship for 462 

the utility, regulators are embracing ratemaking approaches that enable the more timely 463 

recovery of such investments through rates.   Examples of these ratemaking approaches 464 

include the infrastructure cost recovery mechanisms approved by regulators that I discussed 465 

in my Direct Testimony, as well as other ratemaking solutions that lessen the regulatory lag 466 

associated with these investments that I will discuss later in my Rebuttal Testimony.       467 
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Q. AT PAGE 72 OF HIS DIRECT TESTIMONY, WITNESS BROSCH CLAIMS THAT 468 

RIDER EEP DOES NOT MEET THE RATE RIDER CRITERIA OF MATERIALITY 469 

AND VOLATILITY.   HOW DO YOU RESPOND TO HIS CLAIM? 470 

A. The Companies’ proposed Rider EEP is designed to function as a distinct funding 471 

mechanism for their proposed energy efficiency and conservation programs.  Witness Brosch 472 

apparently concurs with my characterization of this rate rider at page 23 of his Direct 473 

Testimony.   Proposed Rider EEP is not meant to track any cost element already reflected in 474 

the Companies’ revenue requirement.   Instead, proposed Rider EEP enables the recovery of 475 

incremental costs incurred by the Companies through rate adjustments made on a periodic 476 

basis, with a reconciliation process, to provide ongoing funding for their energy efficiency 477 

and conservation programs.   As such, I believe the appropriateness of this rate rider should 478 

be judged on the basis of the objectives this ratemaking mechanism is designed to achieve 479 

rather than through the strict application of the ratemaking criteria used by Witness Brosch.    480 

Q. DO YOU AGREE WITH WITNESS LAZARE’S ARGUMENT AT PAGE 33 OF HIS 481 

DIRECT TESTIMONY THAT YOUR REFERENCE TO THE UNCERTAINTY OF 482 

THE PROPOSED RIDER EEP PROGRAM IS UNSUBSTANTIATED AND DOES 483 

NOT CONSTITUTE A VALID REASON TO ADOPT A RIDER? 484 

A. No.   The uncertainties associated with the precise funding level for the Companies’ 485 

proposed energy efficiency and conservation programs was already addressed by Ms. Rukis 486 

in her Direct Testimony.   Furthermore, I do not believe such uncertainties with regard to the 487 

precise level of funding calls into question the “basis” for the Companies’ proposed 488 
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programs.   The basis for these programs is well founded as discussed in Ms. Rukis’ Direct 489 

Testimony.   Finally, I do not agree with Witness Lazare’s claim that the Companies’ 490 

customers will be exposed to financial risk through this rider. 491 

Q. HOW DO YOU RESPOND TO WITNESS LAZARE’S ASSERTIONS AT PAGES 14-492 

16 OF HIS DIRECT TESTIMONY THAT THE COMPANIES NEED NOT PROVIDE 493 

ASSISTANCE TO THEIR CUSTOMERS TO CONSERVE NATURAL GAS.  494 

A. I do not agree with Witness Lazare’s contention and he is in the minority within the utilities 495 

industry.   His minority stance is very surprising to me and is completely contrary to the 496 

mainstream thinking in the energy industry that utilities should offer energy efficiency and 497 

conservation programs to their customers to supplement the active and passive measures 498 

customers have already undertaken to conserve energy.   The public response to the 499 

challenges in the energy industry driving a renewed focus on energy efficiency is well 500 

documented.   In addition, there are numerous examples of regulatory mandates for utilities 501 

to pursue energy efficiency initiatives.    502 

For example, on a nationwide basis, the National Action Plan for Energy Efficiency 503 

recommended that energy efficiency be recognized as a high priority resource and that 504 

policies be modified to align utility objectives with the delivery of cost-effective energy 505 

efficiency and modify ratemaking practices to promote energy efficiency investments.   As I 506 

noted in my Direct Testimony, NARUC endorsed the principal objectives and 507 

recommendations of the Action Plan.   On a regional basis, the Midwest Natural Gas 508 

Initiative (initiated in October 2005) is a cooperative effort by 8 Midwest states to develop a 509 
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multi-state energy efficiency initiative to decrease natural gas consumption by 1% per year 510 

for five years – with the effort coordinated by the Midwest Energy Efficiency Alliance.   511 

Illinois is one of the eight states that has committed to this effort, with each state working to 512 

develop a plan for increasing energy efficiency that accommodates the diversity in policies 513 

and programs in its state.   Finally, there are many examples of state regulatory frameworks 514 

that have been created for utilities to invest in energy efficiency programs.  515 

Q. IS WITNESS LAZARE CORRECT AT PAGES 15-16 OF HIS DIRECT TESTIMONY 516 

WHEN HE SUGGESTS THAT DIMINISHED THROUGHPUT DEMONSTRATES A 517 

BREAK IN THE LINKAGE BETWEEN USAGE AND RATES, RENDERING YOUR 518 

ARGUMENT THAT THIS LINK SHOULD BE ELIMINATED “SELF-519 

CONTRADICTORY? 520 

A. Witness Lazare is incorrect in his claim because he has misconstrued the principle I espouse 521 

in my Direct Testimony.   I am advocating the need to eliminate the link between the 522 

Companies’ margin revenues and sales – not the link between customer rates and their 523 

associated sales levels.   Customers will continue to be charged for gas commodity costs and 524 

a portion of delivery service under volumetric-based rates.   The price signal to customers 525 

inherent in this traditional ratemaking approach will not be eliminated under Rider VBA.   526 

What will change under Rider VBA, however, is the price signal to customers created by the 527 

costs of delivery service.   Rider VBA will enhance this price signal because the true fixed 528 

costs of delivery service will be charged to customers on an ongoing basis through the rate 529 

adjustments under this rider – instead of such costs either being over-recovered or under-530 
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recovered under the Companies’ current rate structure as a result of colder or warmer than 531 

normal weather, respectively. 532 

Q. IS WITNESS LAZARE’S ASSERTION CORRECT, AT PAGE 16 OF HIS DIRECT 533 

TESTIMONY, THAT EVEN WITH PROPOSED RIDER VBA, THE COMPANIES 534 

WILL NOT BE SUCCESSFUL IN MOTIVATING CUSTOMERS TO USE LESS 535 

NATURAL GAS? 536 

A. No.   The elimination of the “throughput incentive” the Companies have that is inherent in 537 

the use of volumetric rates to recover the fixed costs of delivery service is an important first 538 

step in positioning the Companies to provide their customers with energy efficiency and 539 

conservation programs that are designed to achieve reduced natural gas usage.  The growing 540 

interest throughout the energy industry in revenue decoupling and energy efficiency 541 

initiatives, which I will discuss later in my Rebuttal Testimony, only serves to highlight the 542 

structural move taking place in the ratemaking and regulatory areas that is widely recognized 543 

as a necessary foundation for the offering of these programs.  For example, in my Direct 544 

Testimony, I spoke about the National Action Plan for Energy Efficiency and how it 545 

emphasized the need to eliminate ratemaking and regulatory disincentives or barriers, such as 546 

the “throughput incentive,’ to promote energy efficiency initiatives.  In my opinion, the 547 

structural change represented by the approval of proposed Rider VBA will enable the 548 

Companies’ management to undertake and ensure their proposed programs and associated 549 

funding are properly directed to promote energy efficiency and conservation for their 550 

customers.  These actions were described in the Direct Testimony of the Companies’ Witness 551 
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Rukis.  The “motivation” provided to the Companies to promote energy efficiency and 552 

conservation is embodied in the regulatory commitment they make to implement these 553 

programs in an effective manner once they are approved by this Commission.  554 

Q. DO YOU SHARE WITNESS BROSCH’S SKEPTICISM, AT PAGE 44 OF HIS 555 

DIRECT TESTIMONY, THAT THE COMPANIES WILL INVEST FURTHER IN 556 

ENERGY EFFICIENCY BEYOND THE LEVELS PROPOSED IN THESE RATE 557 

CASES IF PROPOSED RIDER VBA IS IMPLEMENTED?  558 

A. No, I do not.   I believe it is unrealistic to assume that with the approval of proposed Rider 559 

VBA there must be an immediate and significant push on the part of the Companies to 560 

request additional funding for energy efficiency.   The types of structural changes I discussed 561 

above do not take hold overnight.  Rather, it is my expectation that over time the Companies’ 562 

will grow into their new energy efficiency role just as other utilities have done once the 563 

ratemaking and regulatory barriers to do so were eliminated.   Furthermore, it is very 564 

important that the program funding ultimately approved by this Commission first be 565 

expended in a cost effective manner, with meaningful results.   At the same time, I believe 566 

the elimination of the “throughput incentive” through the implementation of Rider VBA will 567 

eventually move the Companies’ management’s mindset away from “selling more” to 568 

“selling smartly.” This will occur, in large part, because the financial implications of “selling 569 

more” will have been altered through the structural change embodied in Rider VBA.     570 

Q. AT PAGES 42-44 OF DIRECT TESTIMONY, WITNESS BROSCH ARGUES THAT 571 

THE COMPANIES’ PROPOSED RIDER VBA IS NOT NEEDED BECAUSE 572 
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CUSTOMERS ARE ALREADY CONSERVING NATURAL GAS.   HOW DO YOU 573 

RESPOND TO HIS ARGUMENT? 574 

A. I do not agree with his argument.   Consistent with the national and statewide initiatives and 575 

the regulatory mandates of which I spoke earlier, the Companies have committed to offer to 576 

their customers various energy efficiency and conservation programs that will supplement the 577 

activities these customers have already undertaken to conserve natural gas.  Most 578 

importantly, I cannot agree with Witness Brosch’s implied attitude that “you don’t need to do 579 

anything more” in the form of customer energy efficiency and conservation initiatives that 580 

could be pursued by utilities.   Proposed Rider VBA is appropriate to eliminate the 581 

disincentive the Companies have to pursue this course of action and to avoid the future 582 

financial challenges I previously discussed that are caused by the continuing declines in use 583 

per customer.          584 

Q. DO YOU AGREE WITH WITNESS BROSCH’S CONTENTION, AT PAGE 45 OF 585 

HIS DIRECT TESTIMONY THAT THE THIRD-PARTY ADMINISTRATOR’S 586 

ROLE RENDERS INAPPLICABLE THE NEED TO REMOVE THE FINANCIAL 587 

DISINCENTIVE BY IMPLEMENTING RIDER VBA? 588 

A. Absolutely not.   Using a third-party administrator does not mean that the utility simply 589 

“hands over the keys” to that organization and does not continue to have a vested interest and 590 

financial stake in the ultimate performance of the energy efficiency and conservation 591 

programs offered to its customers.   Moreover, in states where a third-party administrator was 592 

chosen to implement the utilities’ energy efficiency and conservation programs, there are 593 
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examples where the utility regulatory commission also approved a revenue decoupling 594 

mechanism for the utility.   This was the case in New Jersey, Ohio, and Oregon.   This is a 595 

clear indication that the regulators in those states concluded it was necessary to remove the 596 

utility’s disincentive to offer and promote such programs through the implementation of a 597 

revenue decoupling mechanism.   The important need to remove the utility’s disincentive so 598 

that it can offer energy efficiency and conservation programs to customers was recognized in 599 

those states with third-party administrators, and it should also be recognized by this 600 

Commission in conjunction with the Companies’ Rider VBA proposal.  601 

B. Certain Regulatory Concerns or Deficiencies Claimed by the  602 
Parties Do Not Exist With the Companies’ Proposed Riders 603 

Q. WHAT ARE THE REGULATORY CONCERNS OR DEFICIENCIES CLAIMED BY 604 

WITNESS LAZARE AND BROSCH THAT ARE ASSOCIATED WITH THE 605 

COMPANIES’ PROPOSED RIDERS?  606 

A. Staff witness Lazare and GCI Witness Brosch specifically address this issue through the 607 

following points: 608 

• Witness Brosch claims that utility regulators only allow riders in “limited instances 609 

which he describes in his Direct Testimony,” and Witness Lazare suggests that there 610 

is only limited support for revenue decoupling and bad debt tracking mechanisms 611 

because of the small number of utility regulators that have approved such 612 

mechanisms. 613 
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• Witness Brosch contends that a fundamental problem with the Companies’ proposed 614 

riders is that they are not balanced from a regulatory perspective because they can 615 

potentially cause a serious distortion of the “matching” he believes is desirable in a 616 

rate case test year. 617 

• Witness Brosch argues that the Companies’ proposed riders represent improper 618 

“piecemeal regulation” because they address an isolated element of the utility 619 

revenue requirement. 620 

• Witness Brosch claims that the “incentives” provided to utilities through regulatory 621 

lag will be diminished by the Companies’ rate rider proposals. 622 

• Witness Lazare argues that Peoples Gas’ proposed Rider ICR should be rejected 623 

because the revenues generated from its resulting rate adjustments constitute an 624 

“additional financial reward” to fulfill its obligation to maintain a safe and reliable 625 

system that no other gas utility in Illinois receives to provide the same service.        626 

Q. DO YOU AGREE WITH THESE WITNESSES THAT CERTAIN REGULATORY 627 

CONCERNS OR DEFICIENCIES EXIST WITH THE COMPANIES’ PROPOSED 628 

RIDERS?  629 

A. No, I disagree with each of these witnesses’ views.   First, there is a growing recognition and 630 

endorsement of revenue decoupling mechanisms throughout the utilities industry, as well as 631 

the broad acceptance of many other ratemaking mechanisms that allow for periodic rate 632 

adjustments to address the business challenges faced today by utilities and their customers.   633 

Next, the Companies’ proposed ratemaking mechanisms preserve and promote the regulatory 634 
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balance advocated by GCI Witness Brosch.   Finally, contrary to GCI Witness Brosch’s 635 

portrayal, regulatory lag has certain unfavorable consequences that should be remedied.   In 636 

this regard, both utilities and regulators have been working hard over the years to reduce 637 

regulatory lag through a variety of approaches, and the Companies’ proposed ratemaking 638 

mechanisms directly respond to this continuing concern in setting rates.  Indeed, Witness 639 

Brosch’s enthusiastic promotion of regulatory lag is ill advised and punitive, as well as out of 640 

touch with policy trends. 641 

Q. AT PAGES 8-9 OF HIS DIRECT TESTIMONY, MR. BROSCH CONTENDS THAT 642 

UTILITY REGULATORS ONLY ALLOW RATE TRACKERS IN “LIMITED 643 

INSTANCES.”   DO YOU AGREE WITH MR. BROSCH’S CONTENTION?   644 

A. No.   Witness Brosch is incorrect in his characterization of the use of rate trackers as 645 

“limited.”   The only two “exceptions” he cites in his Direct Testimony are purchased gas 646 

adjustment mechanisms for gas utilities (e.g., the Companies’ Gas Charge under Rider 2) and 647 

fuel/purchased power adjustment mechanisms for electric utilities.  My view, however, is 648 

quite different than that of Witness Brosch.   In my opinion, such ratemaking mechanisms are 649 

widespread in the gas and electric utility industry, and their acceptance by a greater number 650 

of regulators (including this Commission) is growing as the challenges in the utility industry 651 

become more evident and pronounced.          652 

Q. BESIDES PURCHASED GAS ADJUSTMENT MECHANISMS AND 653 

FUEL/PURCHASED POWER ADJUSTMENT MECHANISMS, CAN YOU PLEASE 654 
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DESCRIBE THE OTHER TYPES OF RATE TRACKERS APPROVED BY UTILITY 655 

REGULATORS? 656 

A. Yes.   There is a wide range of other rate trackers besides those that are related to gas costs, 657 

fuel, or purchased power that have been proposed by utilities and approved by their 658 

regulators.   They address costs and/or business factors (e.g., weather, gas usage) and include 659 

the following types of mechanisms: 660 

1. Weather normalization 661 

2. Revenue decoupling 662 

3. Bad debt/uncollectible expense 663 

4. Rate stabilization/earnings sharing  664 

5. Environmental costs 665 

6. Property taxes 666 

7. Local utility taxes and related expenses 667 

8. Contributions in Aid of Construction (“CIAC”) 668 

9. Pension expense 669 

10. Infrastructure cost recovery (capital and O&M expenses) 670 

i. Infrastructure improvement 671 

ii. Pipeline integrity (mandated safety programs) 672 

iii. Public improvement projects 673 

11. Energy efficiency/DSM costs 674 

12. Stranded restructuring costs 675 
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13. Industrial service margins 676 

14. Transportation service margins 677 

In light of the critical issues, important financial implications, and operational expectations 678 

faced today by utilities, these types of ratemaking mechanisms are fast becoming an integral 679 

part of the utility ratemaking process.  680 

Q. YOU SUGGESTED EARLIER THAT THIS COMMISSION HAS APPROVED RATE 681 

TRACKERS FOR UTILITIES THAT IT REGULATES.   WOULD YOU PLEASE 682 

ELABORATE ON THE SPECIFIC UTILITY RATEMAKING MECHANISMS 683 

APPROVED IN ILLINOIS?     684 

A. Yes.   Besides their Rider 2 – Gas Charge mechanisms, the Companies have had two other 685 

rate trackers approved by this Commission to address the recovery of certain costs through 686 

periodic rate changes outside of a base rate case.   The Companies, as well as other Illinois 687 

utilities, currently recover their ongoing incremental costs associated with their past 688 

Manufactured Gas Operations through Rider 11 – Adjustment for Incremental Costs of 689 

Environmental Activities.   In addition, the Companies previously recovered their 690 

incremental costs of offering energy efficiency programs as part of a statewide least cost 691 

planning initiative through Rider 16 – Adjustment for Incremental Costs of the Energy 692 

Conservation Plan.        693 

Q. AT PAGE 10 OF HIS DIRECT TESTIMONY, WITNESS BROSCH CONTENDS 694 

THAT EXTRAORDINARY REGULATORY TREATMENT SHOULD BE USED 695 

ONLY IN INSTANCES WHERE THERE IS COMPELLING EVIDENCE THAT 696 
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PIECEMEAL RATEMAKING IS IN THE PUBLIC INTEREST OR WHEN 697 

TRADITIONAL REGULATION IS NOT WORKING.  HOW DO YOU RESPOND 698 

TO HIS CONTENTION? 699 

A. Presumably, regulators have rejected Witness Brosch’s view by approving the above-cited 700 

types of riders, thereby concluding that a variety of riders are in the public interest.  It is 701 

simply inescapable that business conditions in the utility industry have changed considerably 702 

and that new policy and ratemaking imperatives have arisen.  This has in turn given rise to a 703 

more flexible regulatory environment and the evaluation of broader public interest 704 

considerations. 705 

Q. DO YOU AGREE WITH MR. BROSCH’S CLAIM AT PAGE 10 OF HIS DIRECT 706 

TESTIMONY, THAT THE PROPOSED RIDERS ARE FLAWED BECAUSE THEY 707 

MIGHT DISTORT THE “MATCHING” HE BELIEVES IS DESIRABLE WITHIN 708 

THE RATE CASE TEST YEAR FRAMEWORK?   709 

A. No.   In fact, the Companies’ proposed Rider VBA preserves the balance sought by Mr. 710 

Brosch since the Companies’ margin revenues will be subjected to a “balanced review” in 711 

this rate case – and in every other of their rate cases.   A utility’s margin revenue reflects the 712 

sum total of all cost elements contained in its base rate revenue requirement. The 713 

Companies’ proposed Rider VBA represents an effective solution to a widely recognized cost 714 

recovery problem, and it is not premised upon the periodic justification of future costs that 715 

change from the level of those costs approved in the Companies’ last rate cases.  716 
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Q. WITNESS BROSCH CONTENDS AT PAGE 13 OF HIS DIRECT TESTIMONY 717 

THAT SYMMETRICAL RISKS AND OPPORTUNITIES ARISE FOR UTILITY 718 

RATEPAYERS AND SHAREHOLDERS AS A RESULT OF REGULATORY LAG 719 

BECAUSE FAVORABLE AND UNFAVORABLE CHANGES IN REVENUE 720 

REQUIREMENT CAN PRODUCE OVER OR UNDER-EARNING OUTCOMES 721 

UNTIL EITHER THE UTILITY OR SOME OTHER PARTY INITIATES A NEW 722 

RATE CASE.   DO YOU VIEW THE CONCEPT OF REGULATORY LAG IN A 723 

SIMILAR MANNER? 724 

A. No.   I am concerned that Witness Brosch has painted regulatory lag as a desirable concept to 725 

be preserved in the traditional regulatory process and I do not share his specific views on 726 

regulatory lag.   I believe that regulatory lag has negative connotations for the utility and its 727 

customers that should be addressed in establishing a utility’s revenue requirement and 728 

designing its rates. Perhaps most troubling to me, inherent in Witness Brosch’s “regulatory 729 

lag” incentive argument is the assumption that continuing to put the Companies at peril with 730 

regard to its earnings through inappropriate ratemaking methods will somehow benefit 731 

customers.  Indeed, the various riders proposed by the Companies in these rate proceedings 732 

were filed to address the business challenges they face that are exacerbated by the existence 733 

of regulatory lag.   It is my opinion that regulators have worked hard to minimize regulatory 734 

lag through a variety of innovative regulatory changes, including: 735 

1. Approval of rate stabilization mechanisms that enable a utility’s revenue 736 

requirement to be adjusted on a periodic basis, outside of a general rate 737 
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case, to reflect more current revenue and cost relationships that cannot be 738 

adequately captured in a traditional rate case environment. 739 

2. Approval of other riders (as mentioned earlier in my Rebuttal Testimony) 740 

that address particular cost elements or business factors that cannot 741 

adequately be recognized and reflected in rates through the traditional rate 742 

case process. 743 

3. Approval of step rate adjustments to capture the known changes to a 744 

utility’s infrastructure investments that do not warrant the separate filing of 745 

a rate case to be able to include these investments in rates. 746 

4. Adoption of future test years and more liberal rate base and expense 747 

adjustments in rate cases in an attempt to reflect more realistic revenue 748 

requirement and rate levels.   749 

5. The streamlining of the regulatory and ratemaking processes through the 750 

fostering of rate case settlements and other Alternate Dispute Resolution 751 

processes.  752 

The Companies’ proposed riders attempt to ameliorate the deficiencies inherent in regulatory 753 

lag in a similar manner.  754 

Q. DO YOU AGREE WITH WITNESS BROSCH’S CLAIM, MADE AT PAGES 12-14 755 

OF HIS DIRECT TESTIMONY, THAT RIDERS CREATE A REDUCTION OF 756 

MANAGEMENT INCENTIVES BY ELIMINATING REGULATORY LAG? 757 
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A. I do not agree with his broad claim because it depends on how the specific riders are 758 

structured.   I strongly disagree with this viewpoint as it applies to the Companies’ proposed 759 

Rider VBA because it adjusts rates only for changes in use per customer.   It does not adjust 760 

rates for gains or losses in customers, or for changes in costs.   Moreover, the proposed 761 

mechanism does not guarantee that the Companies will achieve the financial performance 762 

approved by this Commission, so management still must actively manage each of the cost 763 

elements that comprise the Companies’ total non-gas cost of service.   Regarding proposed 764 

Rider UBA, it is specifically structured to exclude a portion of the Companies’ uncollectible 765 

expenses, and to recover those costs in base rates, to ensure the Companies continue to 766 

manage this cost element in a cost effective manner.       767 

Q. PLEASE COMMENT ON MR. LAZARE’S CONTENTION THAT YOUR 768 

REFERENCE TO REGULATORS IN NINE STATES APPROVING REVENUE 769 

DECOUPLING MECHANISMS REVEALS ONLY LIMITED SUPPORT FOR 770 

REVENUE DECOUPLING MECHANISMS SUCH AS THE PROPOSED 771 

RIDER VBA. 772 

A. Contrary to Mr. Lazare’s suggestion, industry-wide support for revenue decoupling 773 

mechanisms is growing rapidly, as evidenced by the large number of legislative, regulatory, 774 

and utility initiatives that have occurred just in the short time since the Companies filed their 775 

rate cases in March of this year.  Page 1 of North Shore/Peoples Gas Ex. RAF-2.3 presents a 776 

listing of these recent initiatives related to revenue decoupling mechanisms.   Since March 777 

2007, the states of Colorado and Arkansas have approved revenue decoupling mechanisms 778 
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for gas utilities and there are 13 additional states where activity is occurring that pertains to 779 

revenue decoupling mechanisms.   Page 2 of this Exhibit presents a map of the U.S. which 780 

depicts the extent to which revenue decoupling has been approved, or is currently being 781 

addressed, in the various states.        782 

Q. HOW DO YOU RESPOND TO WITNESS LAZARE’S CLAIM, AT PAGE 20 OF HIS 783 

DIRECT TESTIMONY, THAT YOUR ARGUMENT IS “UNPERSUASIVE” 784 

CONCERNING FINANCIAL COMMUNITY RECOGNITION OF REVENUE 785 

DECOUPLING?      786 

A. A utility’s ability to recover revenues on a more consistent basis at the level previously 787 

approved by its regulator is appropriately viewed by the financial community as a positive 788 

development.   Up until recent times, many gas utilities have had to be content with the 789 

opposite reaction from this group as a result of consistently warmer than normal weather and 790 

continuing declines in use per customer causing revenue shortfalls from approved levels.   791 

What Witness Lazare either failed to recognize or acknowledge is that to the extent the 792 

financial community’s positive view of the Companies’ ratemaking methods eventually leads 793 

to a more favorable credit rating, their customers can benefit from this view through possibly 794 

lower financing costs. 795 

Q. PLEASE COMMENT ON MR. BROSCH’S ASSERTION THAT THE DYNAMIC 796 

NATURE OF THE INPUTS TO REVENUE REQUIREMENT CALCULATION IS 797 

PRECISELY WHY TRADITIONAL REGULATION IMPOSES THE STRUCTURE 798 
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OF A TEST YEAR WHICH IS PREPARED ON AN INTERNALLY CONSISTENT 799 

“MATCHED” BASIS. 800 

A. Witness Brosch’s claim is only theoretical in nature.   In reality, neither of the Companies has 801 

been able to derive, nor has the Commission been able to approve, unit rates in the 802 

Companies’ prior rate cases that were “internally matched” with the approved revenue 803 

requirement because of the continuing warmer than normal weather and declining use per 804 

customer.   As a result, such unit rates were set at lower than appropriate levels necessary to 805 

match them with the Companies’ approved revenue requirement. 806 

Q. WITNESS BROSCH ARGUES AT PAGES 36-37 OF HIS DIRECT TESTIMONY 807 

THAT THE COMPANIES INTEND TO RETAIN ANY FUTURE MARGIN 808 

REVENUE GROWTH ARISING FROM SERVING NEW CUSTOMERS OR FROM 809 

OTHER FACTORS FOR THE SOLE BENEFIT OF SHAREHOLDERS BETWEEN 810 

RATE CASES, WHILE CHARGING PRICES THROUGH THE VBA TO ACCOUNT 811 

FOR ANY CHANGES IN USAGE “PER CUSTOMER” THAT MAY ARISE IN THE 812 

FUTURE.   IS THIS AN APPROPRIATE WAY TO TREAT MARGIN REVENUES 813 

UNDER PROPOSED RIDER VBA?      814 

A. Yes.   Within the context of a utility’s rate case, the approved level of margin revenues are 815 

“matched” with the non-gas cost of service and the associated rates to be charged to the then 816 

current level of customers.   This “matching” is premised upon the assumed level of gas 817 

volumes used to establish the utility’s unit rates.   To the extent this volume level is not 818 

realized in future periods, under proposed Rider VBA, the Companies would either surcharge 819 
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or refund customers to account for the change in margin revenues caused by the change in 820 

gas volumes.   At the same time, additional margin revenues generated from new customers 821 

would be retained by the Companies to try to offset the incremental costs incurred to serve 822 

these customers, thereby again attempting to “match” revenues and costs.  This treatment of 823 

margin revenues for new customers is identical to the current method employed under 824 

traditional regulation.  825 

Q. DO YOU BELIEVE THE VBA IS SCOPED MUCH MORE BROADLY THAN IS 826 

REQUIRED TO ACCOMPLISH WEATHER NORMALIZATION ADJUSTMENTS, 827 

AS CONTENDED BY MR. BROSCH AT PAGE 41 OF HIS DIRECT TESTIMONY? 828 

A. No.  If there was no decline in use per customer from the baseline levels established in the 829 

Companies’ current rate cases due to non-weather related factors, Rider VBA would operate 830 

in exactly the same way as a Weather Normalization Adjustment (“WNA”) mechanism in 831 

terms of the symmetry of rate changes to customers.   Since factors other than weather do 832 

indeed influence use per customer, the broader type mechanism like Rider VBA is necessary 833 

and appropriate to achieve the ratemaking objectives sought by the Companies.  The 834 

Companies’ proposed weather normalization adjustment ratemaking alternative to their Rider 835 

VBA, however, accomplishes the same types of weather normalization adjustments 836 

envisioned by Witness Brosch in his Direct Testimony.  837 

While the impact of weather is fully addressed within the Companies’ proposed Rider VBA, 838 

this rider was designed to mirror the traditional utility ratemaking process that seeks to 839 

account for all factors affecting customers’ gas consumption levels through the utility’s sales 840 
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claim in its rate case.  It is entirely appropriate and desirable for the Companies’ sales claims 841 

in these rate cases to reflect the expected impact of weather, energy conservation, the 842 

economy, prevailing prices of other fuels, and all other factors affecting gas usage.   To the 843 

extent the Companies’ sales volumes established in this rate case do not properly reflect 844 

these factors in future periods, proposed Rider VBA compensates for the inherent 845 

unpredictability in the process by adjusting delivery rates to reflect the fluctuations in actual 846 

gas volumes from those assumed in these rate cases.   Since the Companies’ sales claims are 847 

supposed to represent conditions during the first year rates are in effect, Rider VBA simply 848 

enables delivery rates to be set at a level that synchronizes them with the underlying costs 849 

established for the test year. 850 

Q. WITNESS LAZARE CONTENDS AT PAGE 30 OF HIS DIRECT TESTIMONY 851 

THAT BECAUSE THERE ARE ONLY 10 STATES THAT HAVE ADOPTED A BAD 852 

DEBT TRACKER, THERE IS ONLY LIMITED SUPPORT FOR SUCH 853 

MECHANISMS.  IS THAT THE SAME CONCLUSION YOU WOULD REACH? 854 

A. No.   I do not agree with Witness Lazare that this represents “limited support” for the 855 

concepts associated with riders like the Companies’ proposed Rider UBA.   To the contrary, I 856 

already pointed out that industry-wide support for riders is growing rapidly, as evidenced by 857 

the large number of legislative, regulatory, and utility initiatives that have occurred in recent 858 

times related to such ratemaking approaches.   I believe their acceptance by a greater number 859 

of regulators is gaining momentum as the challenges in the utility industry become more 860 

evident and pronounced, including the issues related to a utility’s bad debt expense.      861 



 

Docket Nos. 07-0241 / 07-0242 (Cons.) Page 43 of 67 North Shore/Peoples Gas Ex. RAF-2.0 
 

Q. HOW DO YOU RESPOND TO MR. BROSCH’S CRITICISM THAT RIDER ICR IS 862 

IMPROPERLY STRUCTURED BECAUSE IT IS NOT SYMMETRICAL?  863 

A. In my opinion, there is nothing to suggest from a conceptual perspective that all riders must 864 

be symmetrically designed.   The most important consideration is that the rate rider be 865 

designed to address the specific ratemaking objectives to be achieved with the rider.   I 866 

believe proposed Rider ICR is an appropriate response to Peoples Gas’ business challenges 867 

associated with their ongoing infrastructure investment initiatives that were discussed 868 

previously.     869 

C. Certain Undesirable Consequences Claimed by the Parties  870 
Will Not Result Under the Companies’ Proposed Riders 871 

Q. WHAT ARE THE UNDESIRABLE CONSEQUENCES THAT WITNESSES 872 

LAZARE AND BROSCH CONTEND WILL RESULT UNDER THE COMPANIES’ 873 

PROPOSED RIDERS? 874 

A. These witnesses contend that the following undesirable consequences will occur if the 875 

Companies’ proposed riders are approved: 876 

• Both witnesses argue that the Companies’ proposed riders are not balanced because 877 

they only provide benefits to shareholders and do not provide benefits to customers. 878 

• Both witnesses claim that business risks are shifted to customers under the 879 

Companies’ proposed riders. 880 
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• Witness Brosch claims that the periodic rate adjustments under the Companies’ 881 

proposed Rider VBA will discourage customers from taking actions to conserve 882 

natural gas. 883 

• Both witnesses contend that the Companies’ proposed riders will add complexity to 884 

regulatory processes and administrative burdens to the Commission Staff and to the 885 

Companies. 886 

Q. HOW DO YOU RESPOND TO THE CLAIMS OF THESE WITNESSES? 887 

A. I disagree with each of their claims.   First, the Companies’ proposed ratemaking 888 

mechanisms are balanced and designed to provide significant benefits to the Companies and 889 

their customers.  In addition, business risks are not shifted to customers under the 890 

Companies’ proposed ratemaking mechanisms and the periodic rate adjustments under the 891 

Companies’ proposed Rider VBA will not discourage customers from taking actions to 892 

conserve natural gas.   Finally, the Companies’ proposed ratemaking mechanisms will not 893 

add complexity to regulatory processes and increase administrative burdens to the Staff of 894 

this Commission or to the Companies. 895 

Q. WITNESSES LAZARE AND BROSCH CLAIM THAT THE COMPANIES’ 896 

PROPOSED RIDER VBA WILL HARM RATEPAYERS AND PROVIDE FEW 897 

BENEFITS.   DO YOU AGREE WITH THEIR CLAIMS? 898 

A. No.   I believe significant benefits will accrue to the Companies’ customers with the 899 

implementation of proposed Rider VBA.   I believe Rider VBA is fair, symmetrical, and 900 

beneficial to the utility and its customers for the following reasons: 901 
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(1) Rider VBA would effectuate the Commission’s assumption of normal weather in 902 

rates.  Rider VBA simply allows for the weather-normalized recovery of margin as is 903 

intended through the weather-normalization of base rates.  When it is colder than 904 

normal, customers would pay less than what they would otherwise pay without 905 

Rider VBA for the utility’s fixed costs of delivery service and the utility would not 906 

over-recover margin.  Conversely, when it is warmer than normal, customers would 907 

pay a fair price for the utility’s delivery service and the utility would not under 908 

recover margin. 909 

(2) Rider VBA would incorporate realistic gas volume levels for computing the 910 

Companies’ unit delivery rates by utilizing actual volume experience in the monthly 911 

rate adjustments. 912 

(3) Rider VBA would be a more effective ratemaking method to address the issue of 913 

margin volatility on a seasonal basis, and year to year compared to budget billing and 914 

monthly service charge increases.      915 

(4) Rider VBA would enable the Companies to promote energy conservation and 916 

efficiency programs for its customers without the continual threat of margin losses 917 

due to declining gas sales per customer. 918 

Q. IN RECENT TIMES, HAVE OTHER REVENUE DECOUPLING MECHANISMS 919 

SIMILAR TO THE COMPANIES’ RIDER VBA PROPOSAL BEEN 920 

INDEPENDENTLY EVALUATED AND HAVE THEIR CLAIMED BENEFITS 921 

BEEN VERIFIED? 922 
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A. Yes.   In March 2005, Christensen Associates Energy Consulting, LLC (“Christensen”) 923 

evaluated the revenue decoupling mechanism of NW Natural for the Oregon Public Utility 924 

Commission.   As a key part of its evaluation, Christensen addressed certain questions from 925 

the regulator pertaining to the benefits received by the utility and its customers over the three 926 

year period during which the revenue decoupling mechanism was in operation.   Christensen 927 

concluded that NW Natural’s revenue decoupling mechanism: 928 

1. Did not shift risk to customers; 929 

2. Did not create negative incentives towards customer service; 930 

3. Reduced the utility’s disincentive towards energy efficiency; and 931 

4. Improved the utility’s ability to recover its fixed costs. 932 

The results of this evaluation gave rise to NW Natural receiving regulatory approval 933 

in August 2005 to extend operation of its revenue decoupling mechanism for an 934 

additional four years. 935 

Q. IF THIS COMMISSION APPROVES THE COMPANIES’ PROPOSED RIDER VBA, 936 

ARE THE MARGIN REVENUE INCREASES PRESENTED BY WITNESS LAZARE 937 

AT PAGE 9 OF HIS DIRECT TESTIMONY A FAIR REPRESENTATION OF THE 938 

LEVEL OF RATE ADJUSTMENTS EXPECTED UNDER THIS RIDER? 939 

A. No.   The margin revenue adjustments used by Witness Lazare to illustrate the impact of 940 

proposed Rider VBA are greatly inflated because they are premised upon “baseline” revenue 941 

per customer levels approved by this Commission in the Companies’ last rate cases back in 942 

1995.   Recognizing that the baseline revenue per customer amounts will be reset in the 943 
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current rate cases, a more appropriate representation of the impact of proposed Rider VBA 944 

on the Companies’ margin revenues, and on their customers’ bills, was previously presented 945 

in Peoples Gas Ex. RAF-1.5, in North Shore Ex. RAF-1.5, and in the filed supporting 946 

workpapers.   In these Exhibits and workpapers, the impact of proposed Rider VBA is 947 

presented much more realistically using the Companies’ revenue per customer levels, as 948 

proposed in the current rate cases, which are premised upon customers’ current usage levels 949 

– and not the significantly higher usage levels from 1995 which are inherent in Witness 950 

Lazare’s depiction of adjustments to the Companies’ margin revenues.  951 

Q. IS WITNESS LAZARE’S DEPICTION OF ONLY UPWARD ADJUSTMENTS TO 952 

THE COMPANIES’ MARGIN REVENUES UNDER PROPOSED RIDER VBA A 953 

REALISTIC PORTRAYAL OF THIS RIDER’S EXPECTED OPERATION?   954 

A. No.   The VBA simulation results presented in Peoples Gas Ex. RAF-1.5 and North Shore 955 

Ex. RAF-1.5 suggest otherwise. Years 1 and 3 show that customers on average would have 956 

received lower annual bills for delivery service under Rider VBA, and, thus, the Companies’ 957 

would have experienced a decrease in their level of margin revenues from the levels without 958 

Rider VBA.           959 

Q. WITNESS LAZARE CONCLUDES AT PAGE 6 OF HIS DIRECT TESTIMONY 960 

THAT IF THE RIDERS WERE ADOPTED, RATEPAYERS WOULD BE SUBJECT 961 

TO HIGHER RATES FOR GAS SERVICE THAN THEY WOULD OTHERWISE 962 

INCUR IN THE TRADITIONAL REGULATORY PROCESS.   DO YOU REACH 963 

THE SAME CONCLUSION? 964 
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A. No.  I disagree with Witness Lazare’s conclusion.   In my view, the failure of traditional 965 

regulation creates this situation – and not the riders proposed by the Companies.   Under 966 

traditional regulation, customers should receive higher delivery rates for every situation 967 

addressed by the Companies’ proposed riders.  The fact that the traditional rate case process 968 

cannot, but should, accommodate these necessary changes to the Companies’ sales volume 969 

claim, associated unit rates, and selected cost elements should not place the Companies’ 970 

proposed riders in a negative light.   Instead, it simply highlights the deficiencies in 971 

traditional regulation, and the establishment of base rates, that I discussed previously in my 972 

Direct Testimony.  Furthermore, it is important to note that Witness Lazare failed to point out 973 

that in certain circumstances, the Companies’ proposed riders will provide lower rates to 974 

customers than they would otherwise incur under traditional regulation.  Finally, the situation 975 

of providing customers with timely increases or decreases in rates is no different than under 976 

the Companies’ Rider 11 - Adjustment for Incremental Costs of Environmental Activities, 977 

where the rider approach was lauded as an administratively efficient means to handle the 978 

variations in costs and difficulties in forecasting the expenditures in question. 979 

Q. WITNESS LAZARE CLAIMS AT PAGES 6-7 OF HIS DIRECT TESTIMONY THAT 980 

RATEPAYERS WOULD NOT RECEIVE THE BENEFIT OF ANY REDUCTIONS 981 

UNDER THE RIDERS AND WITNESS BROSCH CONTENDS AT PAGE 14 OF HIS 982 

DIRECT TESTIMONY THAT THE RIDERS ONLY PROTECT THE INTERESTS 983 

OF THE COMPANIES, DO YOU AGREE WITH THESE CLAIMS? 984 



 

Docket Nos. 07-0241 / 07-0242 (Cons.) Page 49 of 67 North Shore/Peoples Gas Ex. RAF-2.0 
 

A. No.   Under the Companies’ proposed Rider VBA, due to its symmetrical design, customers 985 

would receive the direct benefit of reduced base rates if weather is colder than normal.   Thus 986 

customers’ interests will be protected because they will not be overcharged for delivery 987 

service.   The overcharging of customers is what occurs under traditional regulation.   988 

Similarly, under proposed Rider VBA, if the sales claims established in the Companies’ rate 989 

cases are too high, for reasons other than those associated with the weather normalization 990 

process, customers’ interests will be protected because they will receive a rate refund to 991 

recognize that unit rates were established at too high a level in the rate case.  Under proposed 992 

Rider UBA, if the Companies’ uncollectible expense level associated with purchased gas 993 

costs decreases, customers’ interests will be protected because they will receive an 994 

immediate rate decrease commensurate with the Companies’ decrease in uncollectible 995 

expense.  Finally, under the Companies’ proposed Rider EEP, customers would receive a 996 

direct benefit of reduced base rates to the extent the expenses associated with the Companies’ 997 

energy efficiency and conservation programs decreased from the level used to establish the 998 

initial adjustment under the Rider.   None of these immediate benefits would be experienced 999 

by the Companies’ customers under traditional regulation.  Clearly then, the proposed riders 1000 

protect the interests of the Companies’ customers and afford benefits to ratepayers that are 1001 

absent in traditional ratemaking measures.   As such, the Companies’ proposed rater riders 1002 

enhance the balance of interests of shareholders and customers.           1003 
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Q. WITNESSES LAZARE AND BROSCH BOTH ASSERT THAT THE COMPANIES’ 1004 

PROPOSED RIDERS WILL SHIFT RISK FROM THE COMPANIES TO THEIR 1005 

CUSTOMERS.   HOW DO YOU RESPOND? 1006 

A. I disagree with their assertion that risk is shifted to the Companies’ customers under their 1007 

proposed riders.   Very simply, both witnesses have painted the expected operation of the 1008 

Companies’ proposed rare riders as extremely one-sided because they highlight only the 1009 

additional costs, and resulting higher rates, that they allege customers would experience 1010 

under these riders.   The reality is that the symmetry considered in the design of the proposed 1011 

riders preserves the relative risk relationship between the Companies and their customers, as 1012 

I will demonstrate below, and provides a much more balanced ratemaking result than what is 1013 

alleged by these witnesses. 1014 

Q. PLEASE EXPLAIN MORE SPECIFICALLY WHY RISK WILL NOT BE SHIFTED 1015 

TO CUSTOMERS UNDER THE COMPANIES’ PROPOSED RIDERS. 1016 

A. Proposed Rider VBA will not shift volume risk to customers because of the symmetrical 1017 

treatment of the variation in volumes and associated margin revenue caused by weather and 1018 

other factors.   For example, under current rates, when the Companies over-recover margin 1019 

revenues due to colder-than-normal weather, and their customers overpay for delivery 1020 

service, proposed Rider VBA remedies that situation equally for both the Companies and 1021 

their customers by adjusting the margin revenues recoverable by the Companies and the level 1022 

of rates charged to their customers for delivery service.   Therefore, customers no longer will 1023 

have the risk of overpaying for delivery service under proposed Rider VBA.   In addition, the 1024 
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approval and implementation of the Companies’ proposed Rider VBA does not guarantee 1025 

they will achieve the financial performance ultimately approved by this Commission in this 1026 

proceeding.   As such, any suggestion that customers somehow will absorb risks related to 1027 

the Companies’ ability to achieve enhanced financial performance under this rate rider is 1028 

simply unfounded.   Finally, because weather over time should average normal weather, the 1029 

portion of the proposed Rider VBA that addresses weather-related variation in volumes and 1030 

margin revenues should be, and is, earnings neutral.   Therefore, there is no shifting of risks 1031 

to customers associated with this factor.  1032 

For proposed Rider UBA, due to its symmetrical design, customers no longer will be 1033 

subjected to the risk of paying for a higher level of uncollectible expenses through base rates 1034 

to the extent such costs decrease over time from the level established in the Companies’ last 1035 

rate cases.   Proposed Rider UBA will decrease customers’ rates whenever the portion of 1036 

uncollectible expense associated with purchased gas costs decreases from base rate case 1037 

levels.    1038 

For proposed Rider EEP, due to its symmetrical design, customers will not be 1039 

subjected to the risk of overpaying for a higher level of expenses associated with the 1040 

Companies’ energy efficiency and conservation programs when these expenses decrease 1041 

from the programs’ initial funding level.   If this expense component was recoverable 1042 

through base rates, customers would not benefit from lower rates whenever program costs 1043 

decreased from the level assumed in the Companies’ rate cases.     1044 
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Q. WITNESS LAZARE CONTENDS AT PAGE 12 OF HIS DIRECT TESTIMONY 1045 

THAT THE 2 MONTH ADJUSTMENT LAG OF RIDER VBA COULD ACTUALLY 1046 

INCREASE THE VOLATILITY OF RATEPAYER BILLS.  HOW DO YOU 1047 

RESPOND TO THIS CONTENTION? 1048 

A. Mr. Lazare has taken too narrow a view.  Rider VBA will not increase the volatility of 1049 

customers’ bills when examined over the course of the entire year and the winter heating 1050 

season, which is the period when heat-sensitive customers’ gas bills will be at their highest 1051 

levels.   It is to be expected that during periods of close to normal weather conditions, the 1052 

Companies’ proposed Rider VBA will have relatively small rate adjustment effects with its 1053 

stabilizing effect not as readily evident.   One of the reasons I mentioned in my Direct 1054 

Testimony for proposing the Rider VBA was that it will minimize the volatility of 1055 

customers’ gas bills related to the impact of weather.   The bill impacts presented in North 1056 

Shore/Peoples Gas Ex. RAF-2.4 provide a realistic representation of the beneficial stabilizing 1057 

effect the Companies’ proposed Rider VBA will have on customers’ bills during extreme 1058 

weather conditions.   This Exhibit depicts graphically for the average Residential Heating 1059 

customer (S.C. No. 1H) served by Peoples Gas a series of annual and seasonal bill impacts, 1060 

with and without its proposed Rider VBA, to demonstrate the beneficial effect of Rider VBA 1061 

in stabilizing customers’ bills over the course of the entire year and over the winter heating 1062 

season (November through March).  The six-year period that is used in this Exhibit is the 1063 

same time period that was used in Peoples Gas Ex. RAF-1.5 to simulate the operation of 1064 

Rider VBA.   Under all weather patterns reflected in this Exhibit, the impact of Rider VBA 1065 
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on customers’ annual and seasonal bills is beneficial.   During colder than normal periods, 1066 

Rider VBA causes customers’ annual and seasonal bills to be lower than what they would 1067 

have been without Rider VBA – which is exactly the price relief needed by Peoples Gas’ 1068 

customers when gas bills are highest.   During warmer than normal periods, Rider VBA 1069 

causes customers’ annual and seasonal bills to be higher than what they would have been 1070 

without Rider VBA – which is when gas bills are lower and customers are better able to pay 1071 

Peoples Gas’ appropriately higher unit charges for delivery service. These types of stabilizing 1072 

bill impacts are exactly the ones desired under the Companies’ proposed Rider VBA.   1073 

During those periods when a customer’s gas usage and resulting bill are relatively high, Rider 1074 

VBA will create a slight downward adjustment in the customer’s bill.   In warmer-than-1075 

normal weather, when a customer’s gas usage and resulting bill are relatively low, there will 1076 

be a slight upward adjustment in the customer’s bill.     1077 

Q. WHAT ASPECT OF THE COMPANIES’ PROPOSED RIDER VBA CAUSES THE 1078 

MONTHLY VARIATION IN CUSTOMERS’ BILLS THAT CONCERNS WITNESS 1079 

LAZARE? 1080 

A. There is a one-month lag in the application of Rider VBA to customers’ bills to 1081 

accommodate the compilation and reporting of data to derive the Rider VBA amount.   This 1082 

period is the shortest amount of time under such a ratemaking mechanism to complete these 1083 

required steps.    1084 

Q. DO OTHER TYPES OF UTILITY RATEMAKING MECHANISMS THAT ADJUST 1085 

RATES ON A PERIODIC BASIS HAVE A LAG INHERENT IN THEIR BILLINGS 1086 
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TO CUSTOMERS SIMILAR TO THAT INCLUDED IN THE COMPANIES’ 1087 

PROPOSED RIDER VBA? 1088 

A. Yes.   A billing lag is inherent in these types of ratemaking mechanisms to accommodate the 1089 

need for the utility to compile the necessary actual data to compute the appropriate rate 1090 

adjustments for inclusion in customers’ bills.   Every one of the revenue decoupling 1091 

mechanisms that have been approved to date by utility regulatory agencies has a billing lag as 1092 

an integral part of the computational processes.   In fact, any ratemaking mechanism that has 1093 

a reconciliation process to ensure that the collected revenue exactly matches the costs 1094 

incurred by the utility will have to adjust rates “after the fact.”   The Gas Charge 1095 

reconciliation process in Illinois is a prime example of this phenomenon.   In my view, it is 1096 

simply short-sighted to focus on this operational aspect of decoupling mechanisms in an 1097 

effort to overshadow the significant benefits that will accrue to gas utilities and their 1098 

customers through the implementation of these types of ratemaking methods.     1099 

Q. AT PAGE 17 OF HIS DIRECT TESTIMONY, WITNESS LAZARE CLAIMS THAT 1100 

YOUR ANALYSIS OF CUSTOMERS’ BILLS UNDER RIDER VBA IS 1101 

INCOMPLETE BECAUSE IT DOES NOT SPECIFY WHETHER RIDER VBA WILL 1102 

CAUSE BILLS TO INCREASE OR DECREASE OVER TIME.  HOW DO YOU 1103 

RESPOND? 1104 

A. Witness Lazare is incorrect and misleading in his claims. The overall impact of the proposed 1105 

rider on customers’ bills can readily be seen in the filed supporting workpapers for Peoples 1106 

Gas and North Shore Exh. RAF-1.5.   In some years the overall impact on customers’ bills 1107 
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was shown to be a rate decrease, and in other years it was shown to be a rate increase – with 1108 

those results being a function primarily of colder or warmer than normal weather, 1109 

respectively.   In my view, Mr. Lazare either failed to notice these results or chose to ignore 1110 

them.   These Exhibits simulate the expected performance and impact of Rider VBA on 1111 

customers’ bills using the Companies’ actual weather and declines in use per customer, for 1112 

the average customer in each rate class, experienced in the recent past because no one knows 1113 

with certainty what the future holds with regard to these factors.      1114 

Q. AT PAGES 20-21 OF HIS DIRECT TESTIMONY, WITNESS LAZARE DISAGREES 1115 

WITH YOUR ARGUMENT THAT EVEN WITH WARMER THAN NORMAL 1116 

WEATHER AND A POSITIVE RIDER VBA ADJUSTMENT CUSTOMERS WILL 1117 

STILL REALIZE SAVINGS ON THEIR BILLS.   DID HE UNDERSTAND YOUR 1118 

POINT ON THIS ISSUE? 1119 

A. No.   Witness Lazare apparently misunderstood my point on this issue.   Even when the unit 1120 

cost of delivery service must be adjusted upward through Rider VBA due to warmer than 1121 

normal weather, this adjustment will not detract from customers’ ability to experience 1122 

reduced gas bills as they would currently.  Irrespective of Witness Lazare’s claim that this 1123 

point fails to demonstrate that “ratepayers would be better off with the rider than without,” 1124 

the reality is that when weather is colder than normal customers will be better off under 1125 

Rider VBA because they will pay less for delivery service than would be the case under the 1126 

Companies’ current rates. 1127 
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Q. IS WITNESS BROSCH CORRECT IN HIS CLAIMS, AT PAGE 48 OF HIS DIRECT 1128 

TESTIMONY, THAT RIDER VBA WILL PRODUCE LOWER ANNUAL 1129 

CUSTOMER BILLS ONLY AFTER HIGH USAGE IS EXPERIENCED DUE TO 1130 

EXTREME WINTER WEATHER AND THAT IN MOST YEARS CUSTOMERS 1131 

WILL SEE INCREASED BILLS? 1132 

A. No.   The VBA simulation results presented in Peoples Gas Ex. RAF-1.5 suggests otherwise. 1133 

Years 1 and 3 show that customers on average would have received lower annual bills for 1134 

delivery service under Rider VBA with weather that was only approximately 11.0% and 1135 

10.5% colder than normal, respectively.        1136 

Q. WITNESS BROSCH CLAIMS AT PAGE 44 OF HIS DIRECT TESTIMONY THAT 1137 

RIDER VBA PUNISHES CUSTOMERS BY RAISING FUTURE CHARGES WHEN 1138 

CUSTOMERS CONSERVE, THEREBY DIMINISHING ANY INCENTIVE TO 1139 

UNDERTAKE ENERGY EFFICIENCY MEASURES.  DO YOU SHARE WITNESS 1140 

BROSCH’S VIEWS? 1141 

A. No.   To the contrary, in the absence of the Companies’ proposed Rider VBA, I believe 1142 

customers will be “over-paid” for their energy efficiency and conservation efforts, as they 1143 

will pay less fixed delivery costs under the Companies’ current volumetric rates in addition 1144 

to the reduction in their gas commodity costs.   In essence, Witness Brosch’s argument about 1145 

diminishing the incentive to conserve through higher rates under proposed Rider VBA 1146 

amounts to him suggesting that it is sound regulatory policy to use the Companies’ current 1147 

rate design (with the volumetric recovery of fixed delivery costs) to allow customers to avoid 1148 
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responsibility for the fixed costs that are incurred to provide them with delivery service.  His 1149 

perspective is simply regressive in nature and in direct conflict with the concept of moving 1150 

toward cost-based rates.  Under the Companies’ proposed Rider VBA, although the 1151 

customer’s delivery rate portion of the bill will increase slightly after gas usage decreases, I 1152 

believe this change in rates will have little, if any, impact upon the customer’s decision to 1153 

pursue energy efficiency and conservation activities.  The expected magnitude of rate 1154 

adjustments under the Companies’ proposed Rider VBA was previously provided in Peoples 1155 

Gas and North Shore Exh. RAF-1.5.  These relatively small rate adjustments occur because 1156 

the portion of the customer’s bill represented by the Companies’ delivery service charges is 1157 

small relative to the gas commodity charges incurred by the customer.   The portion of the 1158 

average residential customer’s bill represented by delivery service is less than 30 percent of 1159 

the total bill.   In my opinion, the small increases in the Companies’ delivery rates will not 1160 

materially affect a customer’s decision to use more or less gas.  Instead, the portion of the 1161 

customer’s bill related to the Companies’ commodity cost of gas would continue to drive the 1162 

customer’s ongoing gas consumption decisions.     1163 

Q. PLEASE RESPOND TO THE VARIOUS CLAIMS OF WITNESSES LAZARE AND 1164 

BROSCH THAT THE COMPANIES’ PROPOSED RIDERS WILL ADD 1165 

COMPLEXITY TO REGULATORY PROCESSES AND ADMINISTRATIVE 1166 

BURDENS TO THE COMMISSION STAFF AND TO THE COMPANIES. 1167 

A. I disagree with the claims of these witnesses.   In my opinion, the Companies’ proposed 1168 

ratemaking mechanisms will not add complexity to regulatory processes and administrative 1169 
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burdens to the Staff of this Commission and to the Companies for several reasons.   More 1170 

generally, revenue decoupling mechanisms such as the Companies’ proposed Rider VBA rely 1171 

on basic ratemaking formulas that have been utilized for decades – and that certainly 1172 

promotes an ease of audit by the appropriate parties.   These calculations and formulas are 1173 

not only familiar, but analysis and audit of riders need not present any complexity or burden 1174 

beyond the ordinary administrative processes entailed in the regulatory framework.  Indeed, 1175 

this process has become more transparent and manageable by the introduction of widely used 1176 

technology.  I readily concede that any new rate proposal involves a period of adjustment and 1177 

a learning curve.  This includes utility proposals that are modifications of long standing 1178 

approaches (which, in fact, the Companies’ proposals are), as well as those that are more 1179 

unique in nature.  Witnesses Lazare and Brosch do little more than suggest that the 1180 

Companies’ rate proposals are burdensome to administer simply because they are novel and 1181 

non-traditional.  In my view, this is nothing more than a complaint with little basis in reason 1182 

or fact.  The Riders are well within the known and manageable practices of regulatory bodies 1183 

nationwide and their review and administration by the Staff and the Commission would 1184 

certainly fall within the overall regulatory mandate of the Commission to fairly and fully 1185 

evaluate rate proposals and implement policy that is responsive to current conditions and 1186 

business challenges.  Finally, it is a bit disingenuous to suggest, as Witness Brosch does, that 1187 

the Companies would be burdened by administering the very rate mechanisms the 1188 

Companies have proposed.         1189 
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Q. AT PAGE 69 OF HIS DIRECT TESTIMONY, WITNESS BROSCH CONTENDS 1190 

THAT OTHER GAS UTILITIES IN ILLINOIS WILL FILE FOR RIDERS SIMILAR 1191 

TO RIDER UBA IF IT IS APPROVED, THEREBY ADDING ADDITIONAL TARIFF 1192 

AND ADMINISTRATIVE COMPLEXITY AND COSTS FOR THE UTILITIES AND 1193 

THE COMMISSION STAFF.   HOW DO YOU RESPOND TO HIS CONTENTION?  1194 

A. If anything, the adoption by other utilities in Illinois of the positive ratemaking concepts 1195 

embodied in the Companies’ proposed riders should reduce the amount of time spent by the 1196 

Staff on the supporting administrative activities for each utility because of the efficiencies I 1197 

would expect Staff to attain as it quickly gained experience with these activities and over 1198 

time perfected common processes that presumably would be used for each utility.  1199 

III. AN ALTERNATIVE TO THE COMPANIES’ PROPOSED RIDER VBA 1200 

Q. PLEASE DESCRIBE THE COMPANIES’ PROPOSED ALTERNATIVE TO THEIR 1201 

RIDER VBA PROPOSAL. 1202 

A. Mr. Borgard testifies that the Companies would consider implementation of a Weather 1203 

Normalization Adjustment (“WNA”) mechanism as an alternative to their proposed Rider 1204 

VBA, but only if certain conditions are met.  Mr. Borgard states that if the Companies’ 1205 

customer charge levels were sufficient to provide a reasonable assurance of margin revenue 1206 

stability, a weather normalization adjustment mechanism, in lieu of Rider VBA, would be 1207 

acceptable to the Companies, so long as the ultimate approved mechanism comports with 1208 

proposed Rider WNA.  Proposed Rider WNA is conceptually equivalent to the weather 1209 

normalization adjustment mechanisms I referred to in my Direct Testimony when I discussed 1210 
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the gas distribution industry’s ratemaking responses to the under-recovery of fixed costs.   1211 

Ms. Grace describes the other ratemaking changes that the Companies believe are necessary 1212 

if the Commission desires to adopt proposed Rider WNA as an alternative ratemaking 1213 

approach.  1214 

Q. WHY WOULD THE COMPANIES ACCEPT A WNA TYPE MECHANISM AS AN 1215 

ALTERNATE TO THEIR RIDER VBA PROPOSAL? 1216 

A. As stated above, Mr. Borgard describes the conditions under which the Companies would 1217 

accept a WNA mechanism and such acceptance is grounded in the mechanism being 1218 

accompanied by an appropriate customer charges.  The Companies would accept a WNA 1219 

type mechanism as an alternate to their Rider VBA proposal because this type of ratemaking 1220 

mechanism can remedy some of the same problems the Companies are attempting to address 1221 

with its Rider VBA ratemaking proposal.   If this Commission is concerned about the margin 1222 

revenue changes of gas utilities caused by weather fluctuations, as was alluded to by Witness 1223 

Brosch at page 41 of his Direct Testimony, proposed Rider WNA represents an alternative 1224 

ratemaking approach that can address this concern in the following ways: 1225 

1. The Companies’ gas rates are designed on the basis of the expected volume of gas to 1226 

be sold for these services under normal weather conditions.   This means that the 1227 

Companies will recover their annual fixed costs of providing delivery service only if 1228 

the level of sales volumes upon which their rate designs are predicated is achieved.   1229 

That sales level is based upon the Companies’ weather-normalized gas volumes.   1230 
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Rider WNA will ensure that the level of sales volumes established to recover their 1231 

fixed costs is always reflected in the monthly billings to their customers. 1232 

2. Deviations from normal weather can result in either over or under recovery of the 1233 

Companies’ annual margin revenues when actual weather experienced is colder or 1234 

warmer than normal, respectively.   Such over or under recoveries will produce 1235 

erratic financial results that would cause the financial community not to look as 1236 

favorably at a utility’s financial position relative to the financial positions of other 1237 

utilities with weather normalization clauses, all other things being equal. 1238 

3. Rider WNA will directly address the ever-increasing issue of volatility in customers’ 1239 

gas bills – this ratemaking mechanism will provide more stable annual bill amounts 1240 

and mitigate volatility in customers’ monthly gas bills.  Customers will be better able 1241 

to budget for and pay their monthly bills. 1242 

4. The consumer is inclined to look with disfavor on the utility whenever the bill 1243 

increases greatly during periods of high gas consumption and to overlook those 1244 

occasions when the bill is lower.    As described above, Rider WNA will directly 1245 

address this issue by providing more stable annual bill amounts and mitigation of 1246 

volatility in monthly gas bills. 1247 

5. Rider WNA can send more accurate price signals to the Companies’ customers 1248 

compared to the current ratemaking method because it will stabilize the portion of a 1249 

customer’s bill related to the recovery of fixed costs, while still recovering the 1250 

variable gas costs on a volumetric basis. 1251 
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Q. WOULD PROPOSED RIDER WNA ADDRESS THE COMPANIES’ BUSINESS 1252 

CHALLENGES RELATED TO MARGIN REVENUES IN THE SAME WAY AS 1253 

PROPOSED RIDER VBA DOES? 1254 

A. No, it does not.   While proposed Rider WNA addresses the weather related portion of those 1255 

challenges, it does not address the non-weather related factors that impact use per customer 1256 

that in turn affects margin revenues.  These factors that I have previously discussed in my 1257 

Direct Testimony have a material impact on the Companies’ ability to recover their approved 1258 

level of margin revenues.  The necessary increases in the Companies’ monthly customer 1259 

charges discussed by Ms. Grace would address this portion of the margin revenue issue.  1260 

Without this component, the Companies would remain at risk for a significant portion of 1261 

margin revenue recovery.  Therefore, the Companies’ linkage of proposed Rider WNA to 1262 

monthly customer charges that are more reflective of cost is reasonable. 1263 

Q. IS THERE MORE THAN ONE WAY TO DESIGN A WNA TYPE MECHANISM? 1264 

A. Yes.   There are two basic approaches used by gas utilities that can achieve the desired 1265 

results.   These approaches are: (1) adjusting current billings on a real-time basis; and (2) 1266 

adjusting billings on a lagged basis (e.g., the adjustment appears on the customer’s bill(s) 1267 

from a few to several months after the variation in weather is experienced). 1268 

Q. INTO WHICH OF THESE CATEGORIES DOES THE COMPANIES’ RIDER WNA 1269 

FALL? 1270 

A. The Companies’ proposed Rider WNA falls into the first category, the real-time approach. 1271 
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Q. WHY HAVE YOU RECOMMENDED ADOPTION OF A WNA MECHANISM OF 1272 

THIS TYPE? 1273 

A. I have recommended this type of mechanism for the Companies because, by adjusting current 1274 

billings on a real-time basis, the consumer can more readily link the resulting billing 1275 

adjustments with the events causing the adjustments.   In addition, certain of the utility’s 1276 

financial statements will reflect the cash flow effect of the mechanism sooner than under a 1277 

lagged mechanism.  And, in a cold winter with higher gas bills, customers receive the 1278 

benefits of the WNA-related bill reduction more quickly. 1279 

Q. PLEASE EXPLAIN THE KEY ELEMENTS OF THE COMPANIES’ PROPOSED 1280 

RIDER WNA. 1281 

A. The Companies’ proposed Rider WNA, as described by Ms. Grace, will adjust billings on a 1282 

current monthly basis to effectively weather-normalize margins recovered from each of the 1283 

applicable customers during the winter heating season.   It is a customer-specific calculation 1284 

applied to monthly billings for the months of October through May. 1285 

Q. HAVE YOU EVALUATED THE PERFORMANCE OF THE COMPANIES’ 1286 

PROPOSED RIDER WNA BASED ON RECENT EXPERIENCE WITH WEATHER 1287 

VARIABILITY IN THEIR SERVICE AREAS?  1288 

A. Yes.   North Shore/Peoples Gas Ex. RAF-2.5 provides an illustration of the operation of 1289 

proposed Rider WNA and the determination of the rate adjustments during years that were 1290 

colder and warmer than normal, and during the current test year.   Customer billing 1291 

adjustments were computed under the proposed Rider WNA as if it was in effect during each 1292 
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of those three years.   We assumed 10% warmer and colder than normal weather based on a 1293 

review of the Companies’ weather experience on average over the last ten years.   In all 1294 

cases, we utilized cycle-based rather than calendar-based HDD. Page 1 of North 1295 

Shore/Peoples Gas Ex. RAF-2.5 presents the results under 10% colder than normal weather.  1296 

 Column (K) indicates that the proposed Rider WNA resulted in an annual bill adjustment of 1297 

$(7.87), with monthly adjustments ranging between $(0.10) and $(1.84)   Page 2 of North 1298 

Shore/Peoples Gas Ex. RAF-2.5 presents the results under 10% warmer than normal weather. 1299 

  Due to the symmetry of proposed Rider WNA, the annual and monthly adjustments are 1300 

exactly equal to the adjustments on page 1, except they are positive adjustments to 1301 

customers’ bills due to the warmer weather.   Page 3 of North Shore/Peoples Gas Ex. RAF-1302 

2.5 presents the results under the weather experienced during the test year – approximately 1303 

4.5% warmer than normal.   Proposed Rider WNA resulted in an annual bill adjustment of 1304 

$3.58, with monthly adjustments ranging between $(2.38) and $4.84 due to the more extreme 1305 

monthly variation in weather experienced during the test year.      1306 

Q. EVEN WITH A WNA ADJUSTMENT THAT INCREASES THE DELIVERY 1307 

SERVICE PORTION OF CUSTOMERS’ BILLS, PLEASE EXPLAIN WHY THE 1308 

CUSTOMERS WILL STILL REALIZE SAVINGS DURING WARMER-THAN-1309 

NORMAL TEMPERATURES. 1310 

A. Customers would generally realize significantly reduced bills during warm temperatures for 1311 

two reasons.   First, a temperature-sensitive customer will have significantly reduced gas 1312 

usage during warmer than normal periods.   Therefore, although the amount of fixed costs to 1313 
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be recovered by the Companies using proposed Rider WNA does not change, the customer 1314 

will purchase less gas resulting in lower overall commodity charges.  Second, during warmer 1315 

than normal weather conditions, commodity gas costs are typically less expensive, and these 1316 

gas costs savings would be flowed through to customers. 1317 

Q. CAN YOU ILLUSTRATE THIS CONCEPT THROUGH THE USE OF A SIMPLE 1318 

EXAMPLE? 1319 

A. Yes.  North Shore/Peoples Gas Ex. RAF-2.6 presents an example of a customer’s monthly 1320 

bill during warmer than normal month using average gas consumption data for a typical 1321 

residential customer.   The example shows the monthly bill calculated for a residential 1322 

customer under normal weather conditions and under warmer than normal conditions.   The 1323 

customer would realize a significant savings in its monthly bill by paying for only 88 therms 1324 

of gas instead of the 94 therms that it would have paid for had temperatures been normal.  1325 

Thus, while proposed Rider WNA adds $0.55 to the total bill, the total bill still is $5.99 less 1326 

than in a normal winter.  In a colder than normal winter, the opposite is true – customer bills 1327 

go up to reflect greater usage and Rider WNA would provide a slight reduction to the bill. 1328 

Q. WHAT ARE THE BENEFITS TO CUSTOMERS OF IMPLEMENTING A WNA 1329 

MECHANISM? 1330 

A. There are several tangible benefits from implementing the Companies’ proposed Rider 1331 

WNA: (1) it will reduce bill variability due to weather in the bill for the month in which the 1332 

variation occurs; (2) the adjustment is consistent with the rate class approach that is used to 1333 
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normalize sales volumes to derive the Companies’ delivery service charges; and (3) the 1334 

individual customers retain the savings due to their own energy conservation practices.   1335 

Q. WHAT ARE THE BENEFITS TO THE COMPANIES? 1336 

A. Rider WNA is expected to reduce margin recovery volatility attributable to weather.   This 1337 

will provide the Companies with a reasonable opportunity to recover their approved levels of 1338 

margin revenues, which should in turn, provide them with a reasonable opportunity to earn 1339 

their allowed returns on investment.   Since it does not require a deferral mechanism, it can 1340 

also smooth out monthly and seasonal cash flows.  1341 

Q. ARE THE CONCEPTUAL AND COMPUTATIONAL UNDERPINNINGS OF 1342 

THE COMPANIES’ PROPOSED RIDER WNA WIDELY ACCEPTED IN THE 1343 

NATURAL GAS INDUSTRY? 1344 

A. Yes.  North Shore/Peoples Gas Ex. RAF-2.7 presents a survey conducted by NCI, with input 1345 

from a previous American Gas Association survey, which identifies utility companies located 1346 

in the U.S. that have WNA clauses in effect.   The results of that survey indicate that many 1347 

gas utilities, across a wide geographic area, have implemented WNA mechanisms. 1348 

Specifically, the survey results indicate that there are 25 states that have approved WNAs for 1349 

gas companies serving 44 different service areas   In addition, the survey results indicate that 1350 

over 80% of the gas companies with “real-time” WNAs utilized a rate class approach, which 1351 

is identical to the approach used in the Companies’ Rider WNA proposal.   As a point of 1352 

reference, in North Shore/Peoples Gas Ex. RAF-2.7, the designation “Type 1” refers to WNA 1353 

mechanisms that are real-time in structure, while the “Type 2” refers to WNA mechanisms 1354 
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with lagged structures.   Finally, page 1 of this Exhibit presents a map of the U.S. which 1355 

depicts the extent to which WNA mechanisms have been approved in the various states.        1356 

 Q. DO YOU BELIEVE THAT THE COMPANIES’ PROPOSED RIDER WNA IS FAIR 1357 

TO BOTH THE COMPANIES AND THEIR CUSTOMERS? 1358 

A. Yes, I do.   Under the proposed Rider WNA, the Companies are simply billing customers in a 1359 

manner to reflect normal weather conditions that are the underlying basis for the base rates 1360 

authorized by this Commission.   The Companies are provided a reasonable opportunity to 1361 

earn their allowed rates of return on their investment and their customers pay no more and no 1362 

less for delivery service than supported by the underlying costs. 1363 

Q. MR. FEINGOLD, DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY? 1364 

A. Yes, it does. 1365 


