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

ICC Staff Exhibit 20.0 
 

 

 
 
 
 
 
 
 
 
 

REBUTTAL TESTIMONY 
 

of 
 

PETER LAZARE 
 

Senior Economic Analyst 
Rates Department 

Financial Analysis Division 
Illinois Commerce Commission 

 
 

Peoples Gas Light and Coke Company 
North Shore Gas Company 

 
Proposed General Increase in Natural Gas Rates 

 
 

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

 
 
 
 
 

August 21, 2007 
 



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

ICC Staff Exhibit 20.0 
 

1 

Introduction 1 

 2 

Q. Please state your name and business address. 3 

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

Springfield, Illinois  62701. 5 

 6 

Q. Are you the same Peter Lazare who provided direct testimony in this case? 7 

A. Yes, I am. 8 

 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. I respond to the rebuttal testimony presented by Ms. Grace and Messrs. Feingold 11 

and Schott for The Peoples Gas Light and Coke Company (“Peoples Gas”) and 12 

North Shore Gas Company (“North Shore”) (individually, the “Company” and 13 

collectively, the “Companies”) concerning the four new riders proposed by the 14 

Companies. 15 

 16 

Response to Feingold 17 

Q. What is Mr. Feingold’s first argument in rebuttal testimony concerning the 18 

Companies’ proposed riders? 19 

A. Mr. Feingold seeks to counter the arguments by myself and Government and 20 

Consumer Intervenors (“GCI”) witness Brosch that the proposed riders lack 21 

justification from a financial standpoint. My conclusion, he notes, rests upon the 22 

rates of return earned by the Companies from 1995 through 2006. (North 23 
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Shore/Peoples Gas Ex. RAF-2.0, p. 7, lines 133-134) According to Mr. Feingold, 24 

this focus on rate of return “might be appropriate to evaluate the Companies’ 25 

performance” but it is not the proper tool to assess the Companies’ ability to 26 

“recover their approved level of margin revenues”. (North Shore/Peoples Gas Ex. 27 

RAF-2.0, p. 8, lines 144-147) Mr. Feingold believes that the level of margin 28 

revenues should set the standard for evaluating the proposed Rider VBA which 29 

focuses on margin revenues associated with delivery rates. (North 30 

Shore/Peoples Gas Ex. RAF-2.0, p. 8, lines 148-153)  31 

Q. Do you have any initial reactions to Mr. Feingold’s discussion? 32 

A. Yes. He refers to the recovery of “approved” levels of margin revenues. In fact, 33 

the Commission up to this point has never approved a specific level of margin 34 

revenues for Peoples Gas, North Shore or any other gas utility in Illinois for that 35 

matter. The Commission does approve the Companies’ rates of return and their 36 

revenue requirements, but not their level of margin revenues. While Mr. Feingold 37 

may hope for an approved level of margin revenues, that has yet to happen. 38 

 39 

Q. How do you assess  Mr. Feingold’s advocacy of margin revenues, rather 40 

than rate of return, as a financial standard? 41 

A. The focus on margin revenues distracts the ratemaking process from the 42 

financial issues that do matter in the ratemaking process. The undisputed 43 

evidence is that Peoples Gas and North Shore have been able to avoid filing a 44 

new rate case for twelve years and the two utilities have earned at or above their 45 

authorized rates of return for many of those years. This consistent level of 46 
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performance indicates that the Companies do not need a revenue recovery 47 

mechanism such as Rider VBA to meet their financial objectives. If Peoples Gas 48 

and North Shore are able to consistently meet their approved rates of return, it 49 

does not matter whether they recover their margin revenues. 50 

 51 

 Furthermore, a focus on both rate of return and margin revenues, as Mr. 52 

Feingold suggests, could bolster earned rates of return beyond their authorized 53 

levels. If the Companies meet or exceed their authorized rates of return under 54 

the traditional regulatory paradigm and margin returns happen to decline 55 

nevertheless, Peoples Gas and North Shore would receive an upward 56 

adjustment in margin revenues under the terms of Rider VBA. These higher 57 

margin revenues would raise the utilities’ earned rates of return even further 58 

above their authorized levels in that situation. 59 

 60 

Q. How realistic is this example of Peoples Gas and North Shore earning their 61 

authorized rates of return while falling short from the standpoint of margin 62 

revenues? 63 

A. It is very realistic based on the past experience of Peoples Gas and North Shore 64 

Gas.  Mr. Feingold’s Exhibit 1.4 indicates that between 1997 and 2006 the 65 

volumetric impact on margin revenues for both Peoples Gas and North Shore 66 

was negative in nine out of ten years. If Rider VBA had been in effect during this 67 

time, the Companies would have received upward adjustments in margin 68 

revenues in each of those nine years. Furthermore, the return on equity for both 69 
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Peoples Gas and North Shore exceeded their authorized levels in six of those 70 

years. So, if Rider VBA had been in effect during this time, Peoples Gas and 71 

North Shore would have benefited from both a return on equity above their 72 

authorized levels plus an upward adjustment in margin revenues in six out of ten 73 

years. 74 

 75 

 This example demonstrates the problem of addressing the issue of margin 76 

revenues independently of setting the rate of return. A utility could earn its 77 

authorized return based on the traditional regulatory paradigm and then receive 78 

an additional boost in return from the margin revenue rider. The result could be a 79 

Company windfall with respect to the return the Commission intended for the 80 

Company and the return that is actually received. This result would clearly be 81 

unfair to ratepayers who would face the possibility of higher bills to bolster the 82 

returns for Peoples Gas and North Shore Gas above their Commission-approved 83 

levels. 84 

 85 

Q. Does Mr. Feingold respond to your argument that the need for Rider VBA is 86 

undermined by the Companies’ proposals for both a ten-year weather 87 

normalization and higher customer charges? 88 

A. Yes. He concedes that “these proposals can partially address the business 89 

challenges of volatility in, and under-recovery of, margin revenue” but insists they 90 

would not eliminate the need for Rider VBA. (North Shore/Peoples Gas Ex. RAF-91 

2.0, pp. 17-18, lines 341-352) However, given the other problems with Rider VBA 92 
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that have been identified, the expected effectiveness of these proposals in 93 

reducing revenue volatility provides yet one more reason why Rider VBA should 94 

be rejected. 95 

 96 

Q. Does Mr. Feingold respond to your argument concerning the volatility of 97 

uncollectibles expense? 98 

A. Yes. He seeks to rebut my argument that there is insufficient volatility in 99 

uncollectibles expense to justify the adoption of Rider UBA. Mr. Feingold claims 100 

that uncollectibles expense is volatile and seeks to support his conclusion with 101 

Form 21 ILCC data used in my direct testimony. Mr. Feingold begins with the 102 

annual levels of uncollectibles expense for both Peoples Gas and North Shore 103 

from the years 1997 and 2006. He goes on to claim that this expense has 104 

experienced far more variation over these years than the sum of remaining non-105 

gas expenses. Based on this variation, Mr. Feingold concludes that uncollectibles 106 

expense “is very volatile” and Rider VBA should be approved. (North 107 

Shore/Peoples Gas Ex. RAF-2.0, p. 21, lines 409-424) 108 

 109 

Q. Do you find Mr. Feingold’s argument persuasive? 110 

A. No, Mr. Feingold’s argument is problematic in two respects. 111 

 112 

 First, his conclusion that uncollectibles expense is “very volatile” does not 113 

adequately explain the changes in these costs over the period 1997-2006. The 114 

data referenced by Mr. Feingold in North Shore/Peoples Gas Ex. RAF 2.2 shows 115 
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that uncollectible costs for Peoples Gas jumped by 48% and 41% in 2001 and 116 

2002, respectively. What should be remembered about these increases is that 117 

they accompanied spikes in the monthly gas charges for Peoples Gas and North 118 

Shore to almost $1 per mmbtu. Since that period, gas costs have moderated, 119 

save for a spike to $1.20 per mmbtu in 2006. The subsequent moderation in gas 120 

costs reduced the variability in uncollectibles expense. For Peoples Gas, 121 

uncollectibles expense experienced less variability after 2002. Furthermore, the 122 

levels of uncollectibles expense declined in 2003, 2004 and 2006 while 123 

increasing 10% in 2005. 124 

  125 

 North Shore experienced a similar pattern in uncollectibles expense over the 126 

years 2003-2006. However, the increase in 2005 was more substantial from a 127 

percentage standpoint, 47% over the 2004 level. There are additional mitigating 128 

factors for North Shore. Its ratio of uncollectibles expense to total nongas 129 

expenses is less than half that for Peoples Gas. In addition, the largest annual 130 

increases in uncollectibles expense for North Shore over the period 1997-2006 131 

were $660,000, $581,000 and 261,000, respectively. Increases of this magnitude 132 

provide insufficient reason to erect a cumbersome regulatory apparatus for 133 

uncollectibles expense. 134 

 135 

 It should also be remembered that even as uncollectibles expense climbed, 136 

Peoples Gas and North Shore still found it possible to earn their Commission-137 

authorized rates of return. In 2001 and 2002 when uncollectibles expense rose 138 
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by 48% and 41%, respectively, Peoples Gas earned returns on common equity 139 

of 11.14% and 12.30%. (Peoples Gas Response to AG Data Request 4.08). 140 

When North Shore’s uncollectibles expense rose by $660,000 in 2002, it still 141 

earned a return on equity of 12.72%. (North Shore Response to AG Data 142 

Request 4.08) Thus, if Rider UBA had been in effect during this time, both utilities 143 

would have revenue boosts despite earning at or above their authorized returns. 144 

This would amount to an unneeded benefit to the utilities at ratepayer expense. 145 

 146 

Q. Does Mr. Feingold address your argument that ratepayers do not need the 147 

assistance of Peoples Gas and North Shore to conserve? 148 

A. Yes. He seeks to disprove my argument by citing various opinions about the 149 

need for utilities to offer conservation and energy efficiency programs to 150 

ratepayers. He also cites the opinion of the National Action Plan for Energy 151 

Efficiency that the ratemaking process should be restructured to give utilities the 152 

incentive to promote conservation. (North Shore/Peoples Gas Ex. RAF-2.0, pp. 153 

25-26, lines 503-515) 154 

 155 

Q. Does his argument present problems? 156 

A. Yes. Mr. Feingold’s argument is deficient in two respects. First, he implies that I 157 

oppose utility efforts to facilitate conservation and energy efficiency by 158 

ratepayers. In fact, I have taken no position on the Peoples Gas and North Shore 159 

conservation programs, but have directed my attention to the accompanying 160 

riders. 161 
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 162 

 Second, Mr. Feingold’s effort to restructure utility incentives through revenue 163 

decoupling confuses a simple and straightforward issue. Recent experience has 164 

shown that meaningful conservation by Peoples Gas’ and North Shore’s 165 

customers can be effected through price signals. Customers of both utilities have 166 

significantly cutback on usage as their bills increased in recent years. 167 

 168 

 Furthermore, I would note that if the Companies were truly interested in 169 

promoting conservation by their customers they would have proposed a rate 170 

design that motivates ratepayers to conserve by recovering a larger share of 171 

costs through usage charges, rather than fixed customer charges. Instead, they 172 

have proposed large increases in customer charges which consumers pay 173 

regardless of their usage levels. This rate design proposal undermines customer 174 

efforts to conserve. 175 

 176 

 The significant reductions in usage by Peoples Gas and North Shore ratepayers 177 

show that the traditional regulatory paradigm can be an effective vehicle for 178 

conservation. Thus, there is no logical reason to discard this system in favor of 179 

an approach that motivates the utility to encourage ratepayer conservation 180 

efforts. Furthermore, the lack of evidence on the record to demonstrate that the 181 

utilities can effectively influence ratepayer consumption levels serves to reinforce 182 

this conclusion. 183 

 184 
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Q. Does Mr. Feingold claim that you have misconstrued the principle 185 

supporting his revenue decoupling proposal? 186 

A. Yes. He argues that my suggestion that the proposed Rider VBA eliminates the 187 

link between usage and sales is incorrect. He states that the proposed rider 188 

would instead eliminate the link between margin revenues and sales. (North 189 

Shore/Peoples Gas Ex. RAF-2.0, p. 26, lines 521-524) 190 

 191 

Q. Do you accept Mr. Feingold’s criticism? 192 

A. Yes. By eliminating the link between margin revenues and sales, Rider VBA 193 

would weaken but not eliminate the link between usage and sales.  Nevertheless, 194 

my underlying point on the impact of Peoples Gas’ proposal on price signals 195 

remains valid. 196 

 197 

Q. Does Mr. Feingold respond to your argument questioning the ability of 198 

Peoples Gas and North Shore to engender conservation by ratepayers? 199 

A. Yes. He argues that the “throughput incentive” needs to be eliminated so that the 200 

Companies can offer programs to encourage conservation and energy efficiency. 201 

(North Shore/Peoples Gas Ex. RAF-2.0, pp. 27-28, lines 537-554) What he fails 202 

to explain is why changing this incentive will enable Peoples Gas and North 203 

Shore to successfully effect ratepayer conservation. As I noted in direct 204 

testimony, Peoples Gas and North Shore currently have the incentive to 205 

encourage more consumption. Nevertheless, the Companies have been unable 206 

to prevent ratepayers from significantly reducing their gas consumption over the 207 
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past twelve years. If Peoples Gas and North Shore were unable to increase 208 

consumption levels in the past, it is not clear why they will be able to reduce 209 

usage in the future. The issue here is not the incentive for the utilities, but rather 210 

their ability to influence ratepayer demands. In his discussion of the matter, Mr. 211 

Feingold fails to provide any evidence to demonstrate Peoples Gas and North 212 

Shore will be able to successfully influence ratepayer consumption decisions. 213 

 214 

Q. Does Mr. Feingold respond to your discussion of the level of support for 215 

revenue decoupling among state regulatory commissions? 216 

A. Yes. He seeks to counter my contention that regulatory support is limited by 217 

claiming that “industry-wide support for revenue decoupling mechanisms is 218 

growing rapidly”. (North Shore/Peoples Gas Ex. RAF-2.0, p. 38, lines 768-774) 219 

He presents a map which shows that gas revenue decoupling for gas utilities has 220 

been approved at this point in eleven states and is being considered in another 221 

twelve states. (North Shore/Peoples Gas Ex. RAF-2.3, p. 2 of 2) 222 

 223 

Q. Does Mr. Feingold’s argument undermine your conclusion that regulatory 224 

support for revenue decoupling is limited? 225 

A. No, it does not. By Mr. Feingold’s own count, revenue decoupling mechanisms 226 

have been approved for gas utilities in eleven states. That still represents less 227 

than a quarter of the states approving such an approach. 228 

 229 

Q. Does Mr. Feingold address your argument concerning how the financial 230 
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community values revenue decoupling? 231 

A. Yes. My argument was in response to Mr. Feingold’s contention in direct that the 232 

financial community recognizes the value of revenue decoupling. I had countered 233 

by stating that his argument was “unpersuasive”. In rebuttal, Mr. Feingold sought 234 

to defend his position by stating: 235 

 What Witness Lazare either failed to recognize or acknowledge is that to 236 
the extent the financial community’s positive view of the Companies’ 237 
ratemaking methods eventually leads to a more favorable credit rating, 238 
their customers can benefit from this view through possibly lower financing 239 
costs. (North Shore/Peoples Gas Ex. RAF-2.0, p. 39, lines 792-795) 240 

 241 

Q. Do you find this argument convincing? 242 

A. No, I do not. Mr. Feingold’s statement lacks specifics concerning how the 243 

financial community might value revenue decoupling. The best evidence he can 244 

provide is a statement that the Companies’ ratemaking methods could 245 

“eventually” lead to a more favorable credit rating. Furthermore, the only corollary 246 

benefit for customers he could identify would be savings passed along by the 247 

Companies from “possibly” lower financing costs. These ratepayer benefits could 248 

best be described as ephemeral. 249 

 250 

 Thus, Mr. Feingold has failed in his rebuttal testimony to indicate what value the 251 

financial community places on revenue decoupling or to identify any meaningful 252 

benefits that ratepayers may derive from their favorable view of this ratemaking 253 

mechanism. 254 

 255 
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Q. Does Mr. Feingold also contest your claim of limited regulatory support for 256 

bad debt trackers such as the proposed Rider UBA? 257 

A. Yes. While only ten states have adopted such a tracker, Mr. Feingold argues that 258 

“industry-wide support for riders is growing rapidly” and cites “the large number of 259 

legislative, regulatory, and utility initiatives” recently undertaken for such 260 

ratemaking approaches. (North Shore/Peoples Gas Ex. RAF-2.0, p. 42, lines 261 

855-859) 262 

 263 

Q. How do you respond to Mr. Feingold? 264 

A. Mr. Feingold himself states that ten states have adopted bad debt trackers. 265 

(Peoples Gas Ex. RAF-1.0, p. 41, lines 821-822) This means that one out of five 266 

regulatory commissions have approved such an approach. I would consider this 267 

level of acceptance to be limited. 268 

 269 

Q. Does Mr. Feingold respond to the claims by Mr. Brosch and yourself that 270 

undesirable consequences will result from the Companies’ proposed 271 

riders? 272 

A. Yes. Mr. Feingold identifies the undesirable consequences that Mr. Brosch and I 273 

anticipate from implementation of the proposed riders and then explains why he 274 

does not believe these consequences will result. 275 

 276 

Q. What is the first consequence he discusses? 277 

A. Mr. Feingold seeks to rebut the claim by Mr. Brosch and me that the Companies’ 278 
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proposed riders benefit shareholders but not ratepayers. His discussion of the 279 

issue is mainly devoted to Rider VBA. Mr. Feingold states that the proposed rider 280 

is fair to ratepayers because it is symmetrical in structure which means that 281 

customers would pay less when the weather is colder than normal and more 282 

when it is warmer than normal. (North Shore/Peoples Gas Ex. RAF-2.0, p. 45, 283 

lines 902-909) He also states that the proposed rider would address volatility in 284 

customer bills and give the Companies an incentive to promote energy 285 

conservation and efficiency programs. (North Shore/Peoples Gas Ex. RAF-2.0, p. 286 

45, lines 913-918) 287 

 288 

Q. How do you assess Mr. Feingold’s arguments? 289 

A. These amount to a restatement of arguments made in Mr. Feingold’s direct 290 

testimony which I rebutted in my direct testimony. With respect to Mr. Feingold’s 291 

symmetrical argument, I have already presented evidence that the benefits would 292 

tilt in favor of Peoples Gas and North Shore. I presented evidence from the 293 

Companies indicating they would have received revenue boosts for each year 294 

between 2002 and 2006 if Rider VBA had been in effect during that time. (ICC 295 

Staff Ex. 8.0, p. 7, lines 151-156) I also addressed the Companies’ claims of 296 

reduced volatility for Rider VBA by explaining that volatility could actually 297 

increase if temperatures swing from warmer to normal to colder than normal over 298 

a two month period. (ICC Staff Ex. 8.0, pp. 12-13, lines 269-287) 299 

 300 

 I also addressed Mr. Feingold’s argument that Rider VBA would give the 301 
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Companies the incentive to promote conservation and energy efficiency by their 302 

customers. I noted in my direct testimony that ratepayers have shown they do not 303 

require assistance from Peoples Gas and North Shore to conserve. (ICC Staff 304 

Ex. 8.0, pp. 14-15, lines 318-337) Considering, for example, that consumption by 305 

residential heating customers declined by 29% and 16% on the Peoples Gas and 306 

North Shore systems, respectively, over a decade (ICC Staff Ex. 8.0, p. 15, lines 307 

333-336), there is no need to restructure the regulatory paradigm to give the 308 

Companies the incentive to motivate further ratepayer conservation. As I have 309 

pointed out before ratepayers are doing it on their own. 310 

 311 

Q. Does Mr. Feingold seek to buttress his position by referencing a study 312 

performed by Christensen Associates on revenue decoupling? 313 

A. Yes. He presents conclusion from a study by Christensen Associates discussing 314 

the benefits of a revenue decoupling mechanism implemented in Oregon by 315 

North West Natural Gas Company (NW Natural). (North Shore/Peoples Gas Ex. 316 

RAF-2.0, p. 46, lines 923-935) 317 

 318 

Q. Is there any discrepancy in Mr. Feingold’s discussion of Christensen 319 

Associates’ paper? 320 

A. Yes. Mr. Feingold states that the evaluation was conducted “for the Oregon 321 

Public Utility Commission”. (North Shore/Peoples Gas Ex. RAF-2.0, p. 46, lines 322 

924-925) In fact, Christensen Associates was retained by the utility, NW Natural, 323 

not the Public Utility Commission, to perform the study. 324 
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(http://www.raponline.org/showpdf.asp?PDF_URL='Pubs/General/OregonPaper325 

%2Epdf'. Viewed August 6, 2007) 326 

 327 

Q. Does Mr. Feingold take issue with the figures you provide showing revenue 328 

increases that would result if Rider VBA were currently in effect? 329 

A. Yes. He argues that my figures are flawed because they are based on “’baseline’ 330 

revenue per customer levels approved by this Commission in the Companies’ 331 

last rate cases back in 1995”. (North Shore/Peoples Gas Ex. RAF-2.0, p. 46, 332 

lines 940-943) Mr. Feingold argues that the results in Peoples Gas and North 333 

Shore Exs. RAF-1.5 are more applicable because they reflect the Companies’ 334 

proposed revenue per customer levels for this case as well as existing usage 335 

levels. Under these assumptions, customers on average would have received 336 

lower annual bills for delivery service under Rider VBA in years 1 and 3 337 

according to Mr. Feingold. (North Shore/Peoples Gas Ex. RAF-2.0, pp. 46-47, 338 

lines 943-959) 339 

 340 

Q. Do you accept Mr. Feingold’s criticisms of your analysis? 341 

A. No, I do not. The purpose of my exercise was to determine the impact on 342 

ratepayers during an historical period if Rider VBA was effective at the time. The 343 

rates for Peoples Gas and North Shore ratepayers in 2002-2006 were 344 

determined in the 1995 cases. If Rider VBA had been in effect in 2002-2006, 345 

then it would be reasonable to assume it would have been implemented in the 346 

1995 rate case. Because rates are developed on a prospective, not retroactive, 347 
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basis, Mr. Feingold’s proposal to use current test year data to draw conclusions 348 

about historical rates is ill-conceived. 349 

 350 

Q. Does Mr. Feingold directly address your contention that adoption of the 351 

Companies’ proposed riders would subject ratepayers to higher rates? 352 

A. Yes. He does not directly challenge my conclusion about the rate impacts of the 353 

proposed riders. Nevertheless, he identifies the problem as a “failure of 354 

traditional regulation”. He goes on to argue: 355 

 The fact that the traditional rate case process cannot, but should, 356 
accommodate these necessary changes to the Companies’ sales volume 357 
claim, associated unit rates, and selected cost elements should not place 358 
the Companies’ proposed riders in a negative light. Instead, it simply 359 
highlights the deficiencies in traditional regulation, and the establishment 360 
of base rates, that I discussed previously in my Direct Testimony. (North 361 
Shore/Peoples Gas Ex. RAF-2.0, p. 48, lines 968-971) 362 

 363 

Q. How do you respond to Mr. Feingold? 364 

A. Traditional regulation has not failed for Peoples Gas and North Shore. The 365 

Companies have not had to file rate cases for twelve years. Peoples Gas and 366 

North Shore met or exceeded the respective rates of return approved by the 367 

Commission seven out of eight years from 1996 until 2003. Over that same 368 

period, North Shore exceeded its authorized return six out of eight years and as 369 

late as 2003 earned a return on equity of 14.13%. Furthermore, ratepayers 370 

benefited from no increase in base rates during those twelve years. I can see no 371 

logical reason for discarding a process that has produced balanced benefits for 372 

the Companies and ratepayers. 373 
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 374 

Q. Does Mr. Feingold respond to your argument that ratepayers would not 375 

derive benefits from the proposed riders? 376 

A. Yes. He argues that the symmetrical designs for Riders VBA and UBA can 377 

produce financial benefits for ratepayers. Mr. Feingold also notes that Rider EEP 378 

provides for the return to ratepayers of unspent funds earmarked for 379 

conservation programs. (North Shore/Peoples Gas Ex. RAF-2.0, p. 49, lines 985-380 

1003) 381 

 382 

Q. Do you find Mr. Feingold’s argument convincing? 383 

A. No, I do not. While the possibility exists that the proposed riders could reduce 384 

rates, the empirical evidence from the Companies suggests otherwise. The fact 385 

that both Riders VBA and UBA would have consistently raised customer bills if 386 

they were in effect for the period 2002-2006 suggests that they would benefit the 387 

Companies at ratepayer expense. 388 

 389 

Q. Does Mr. Feingold address your claim that the proposed riders will shift 390 

risk from the Companies to ratepayers? 391 

A. Yes. He argues that the symmetry in the proposed riders balances the risk for 392 

ratepayers. The reduction in bills when the Companies collect higher revenues 393 

during colder than normal weather, Mr. Feingold argues, allows ratepayers to 394 

avoid the “risk of overpaying for delivery service under proposed Rider VBA”. 395 

(North Shore/Peoples Gas Ex. RAF-2.0, p. 50, lines 1017-1023) 396 
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 397 

Q. Does Mr. Feingold’s argument present problems? 398 

A. Yes. The risk to ratepayers is in paying more for gas service than they would 399 

have absent the proposed riders. The evidence provided by the Companies for 400 

the years 2002-2006 indicates that would be the consistent result if the riders 401 

were accepted. 402 

 403 

Q. Does Mr. Feingold also respond to your argument that Rider VBA could 404 

increase the volatility of ratepayer bills? 405 

A. Yes. He argues that volatility will not increase when viewed over the course of an 406 

entire year and the winter heating season. (North Shore/Peoples Gas Ex. RAF-407 

2.0, pp. 52-53, lines 1049-1077). However, he does acknowledge that the 408 

proposed rider could contribute to volatility from month to month. (North 409 

Shore/Peoples Gas Ex. RAF-2.0, p. 53, lines 1078-1084) 410 

 411 

Q. How do you assess Mr. Feingold’s argument? 412 

A. I agree that the proposed rider will reduce volatility on an annual basis but can 413 

increase volatility during the year as discussed in my direct testimony. 414 

 415 

Q. Does Mr. Feingold address your argument that the analysis presented in 416 

Peoples Gas and North Shore Exs. RAF-1.5 failed to indicate whether Rider 417 

VBA would increase or decrease bills over time? 418 

A.  Yes. He claims that the overall impact of the proposed rider on customer bills is 419 
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presented in filed workpapers for the exhibit and claims that I “either failed to 420 

notice these results or chose to ignore them”. (North Shore/Peoples Gas Ex. 421 

RAF-2.0, pp. 54-55, lines 1100-1111) 422 

 423 

Q. How do you respond to Mr. Feingold? 424 

A. Mr. Feingold’s criticism is unfounded. My testimony responded to the discussion 425 

and accompanying schedule in his testimony concerning the impact of Rider VBA 426 

on Peoples Gas and North Shore ratepayers. In that discussion and the 427 

accompanying schedule Mr. Feingold did not consider it necessary to discuss 428 

whether the proposed rider causes bills to increase or decrease on an overall 429 

basis. 430 

 431 

Q. Does Mr. Feingold suggest that you have misunderstood his argument 432 

concerning customer savings under warmer than normal weather? 433 

A. Yes. He argues that I fail to grasp the point that Rider VBA “will not detract from 434 

customers’ ability to experience reduced gas bills” under warmer than normal 435 

weather. (North Shore/Peoples Gas Ex. RAF-2.0, p. 55, lines 1115-1123) 436 

 437 

Q. What is your response? 438 

A. It is Mr. Feingold who misunderstands my argument. My point was that Rider 439 

VBA would produce higher bills than traditional regulation when weather is 440 

consistently warmer than normal. I never sought to suggest that bills can be 441 

higher when weather is warmer than average than bills in colder than average 442 
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weather. 443 

  444 

Q. Does Mr. Feingold respond to the arguments by Mr. Brosch and yourself 445 

that the proposed riders will create an administrative burden for the 446 

Commission and Staff? 447 

A. Yes, he disagrees with our conclusion. Mr. Feingold claims that revenue 448 

decoupling mechanisms such as Rider VBA employ basic ratemaking formulas 449 

which ease the audit process. He does concede that “any new rate proposal 450 

involves a period of adjustment and a learning curve” but goes on to state that, 451 

“[t]he riders are well within the known and manageable practices of regulatory 452 

bodies nationwide and their review and administration by the Staff and the 453 

Commission to fairly and fully evaluate rate proposals and implement policy that 454 

is responsive to current conditions and business challenges”. (North 455 

Shore/Peoples Gas Ex. RAF-2.0, p. 59, lines 1177-1187) 456 

 457 

Q. Do you find Mr. Feingold’s argument persuasive? 458 

A. No, I do not. His response is considerably short on substance about how the 459 

proposed riders will impact the regulatory process. As I noted in direct testimony, 460 

Staff and the Commission have already invested significant resources in 461 

administering the PGA riders for Peoples Gas and North Shore and, if the 462 

Companies’ proposals were accepted, there would be seven more riders to 463 

oversee on a continuous basis. 464 

 465 
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 Furthermore, if Rider VBA is any indication, oversight could require a 466 

considerable investment of Commission and Staff resources. Under Rider VBA, 467 

any under- or over-collection of margin revenues is collected on a per-therm 468 

basis in customer bills issued two months later. To determine the appropriate 469 

per-therm adjustment, a forecast is made of customer usage in that later month. 470 

However, there is no guarantee that the forecast and actual usage will be the 471 

same. The differences will be reconciled on an annual basis and then amortized 472 

over a ten month period and collected from customer over that time. This process 473 

will be undertaken separately for SC 1N, 1H and 2. Furthermore, the entire 474 

reconciliation process must be conducted for both Peoples Gas and North Shore. 475 

Additional reconciliation processes must be conducted for the five other 476 

proposed riders. All these steps could require significant regulatory resources. 477 

 478 

Q. Could approval of the Companies’ proposed riders increase the regulatory 479 

burden in any other way? 480 

A. Yes. Implementation of the riders for Peoples Gas and North Shore would create 481 

a precedent for other gas utilities in Illinois who could request similar rider 482 

treatment for their costs. This could lead to a further expansion of the riders that 483 

the Commission and Staff must oversee on a regular basis and thereby increase 484 

the burden on the regulatory process. 485 

 486 

Q.  Does the increased regulatory burden constitute a reason by itself to reject 487 

Rider VBA or any of the Companies’ other proposed riders? 488 
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A. No, it does not. If a rider proved beneficial to the utility and its customers, there 489 

would be ample justification to assume the additional regulatory duties that would 490 

be required for rider oversight and administration. But where a rider is not 491 

beneficial to the utility and its customers, the consequent burden placed on the 492 

regulatory process by the riders would only cause additional regulatory costs 493 

without deriving any benefits for ratepayers. 494 

 495 

The latter scenario is the case with each of the Companies’ proposed riders. 496 

There are a number of problems with the proposed rider as I have discussed in 497 

my testimony. As a result, the cost to the regulatory process of overseeing these 498 

riders cannot be justified. 499 

 500 

Response to Companies’ witness Grace 501 

Q. Does Companies’ witness Grace shed any light on the complexity of Rider 502 

VBA as well as Rider UBA? 503 

A. Yes. She states “Rider VBA is no more complex than the Companies’ monthly 504 

and annual Rider 2, gas charge and Rider 11, Adjustment for Incremental Costs 505 

of Environmental Activities filings.” (North Shore/Peoples Gas Ex. VG-2.0, pp. 506 

49-50, lines 1092-1094) She makes the same statement with respect to Rider 507 

UBA. (North Shore/Peoples Gas Ex. VG-2.0, p. 50, lines 1113-1114) 508 

 509 

Q. Do the statements by Ms. Grace raise a concern? 510 

A. Yes. Her statement implies that Riders VBA and UBA could both be as complex 511 



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

ICC Staff Exhibit 20.0 
 

23 

as Rider 2, the gas charge for the utilities. If that is the case, then the oversight 512 

process for these two riders could be difficult and burdensome. A single PGA 513 

reconciliation process for Peoples Gas and North Shore gas begun in 2001 took 514 

a full five years to conclude. If this experience is any indication for Rider VBA, the 515 

resulting burden on the regulatory process could be significant. 516 

 517 

Response to Schott 518 

Q. Which rider does Mr. Schott address in his testimony? 519 

A. Mr. Schott discusses Peoples Gas’ proposed Rider ICR. He seeks to defend the 520 

proposed rider against criticism by myself and other witnesses. 521 

 522 

Q. Does he address your claim that the Company is asking ratepayers to pay 523 

an extraordinary price for ordinary gas service? 524 

A. Yes. He disagrees with my contention. Mr. Schott claims that Rider ICR “will not 525 

increase the aggregate cost of improving the CI/DI main infrastructure in Peoples 526 

Gas’ system”. He argues that under traditional ratemaking, ratepayers “would 527 

end up paying the equivalent amount for these investments as rates were 528 

adjusted in newly filed rate cases to reflect increased revenue requirement”. 529 

(North Shore/Peoples Gas Ex. JFS-2.0, p. 9, lines 178-181) 530 

 531 

Q. Do you find Mr. Schott’s response to be satisfactory? 532 

A. No, I do not. The concern I raised was not about the rate impact when Peoples 533 

Gas files a rate case. Rather, it focused on the potential for Rider ICR to increase 534 
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customer bills between rate cases. Under traditional regulation, ratepayers would 535 

not have to pay any additional amount for infrastructure investments until the 536 

next rate case is settled. The proposed Rider ICR would permit Peoples Gas to 537 

pass along extraordinary costs associated with those investments without having 538 

to file a new rate case. Thus, ratepayers could be required to pay an additional 539 

amount between rate cases that Peoples Gas would not be allowed to pass 540 

through under traditional regulation. This would amount to an extraordinary cost 541 

for ordinary service. 542 

 543 

Q. Does Mr. Schott seek to rebut your claim that Rider ICR would confer 544 

financial rewards on Peoples Gas? 545 

A. Yes. He claims “[i]t is simply untrue that there would be some additional benefit 546 

bestowed by proposed Rider ICR that would not be available to Peoples Gas in a 547 

general rate proceeding.” (North Shore/Peoples Gas Ex. JFS-2.0, p. 11, lines 548 

206-208) 549 

 550 

 What Mr. Schott fails to note is that Peoples Gas may receive financial benefits 551 

from Rider ICR in the form of additional revenues for infrastructure improvements 552 

between rate cases and therein lies the problem. 553 

 554 

Q. Does Mr. Schott respond to your stated concern about the need for Rider 555 

ICR to coordinate with the City of Chicago (“City”) in the future? 556 

A. Yes. He responds by stating that Rider ICR s not needed for future coordination 557 



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

ICC Staff Exhibit 20.0 
 

25 

with the City. However, he goes on to suggest that the proposed rider “gives 558 

Peoples Gas a business tool to avail itself of the additional opportunities arising 559 

from projects and events that might be undertaken from time to time”. (North 560 

Shore/Peoples Gas Ex. JFS-2.0, p. 11, lines 216-226) 561 

 562 

Q. How do you assess Mr. Schott’s argument? 563 

A. The implication is that Peoples Gas can achieve some level of coordination with 564 

the City without Rider ICR. However, to reach the full, desired level under the 565 

accelerated program, the rider must be adopted. 566 

 567 

 The problem once again is that the accelerated main replacement program for 568 

which special rate treatment is requested has the sole purpose of bringing 569 

Peoples Gas’ aging infrastructure up-to-date. It was not instituted to provide any 570 

enhanced services to ratepayers, but rather to ensure continued, reliable gas 571 

service. This is the same objective all other gas utilities seek to achieve with their 572 

systems. The only difference is that Peoples Gas seeks to accomplish this task 573 

with the added benefit of Rider ICR while all other utilities do within the confines 574 

of traditional regulation.  575 

 576 

Q. What outcome does Mr. Schott anticipate if the Company was to pursue the 577 

accelerated program without Rider ICR? 578 

A. Mr. Schott argues that Peoples Gas would be required to file frequent rate cases 579 

which could result in “a considerable rate spike” once the accelerated 580 
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expenditures were factored into rates. In contrast, he describes Rider ICR as “a 581 

more effective and efficient tool”. (North Shore/Peoples Gas Ex. JFS-2.0, p. 12, 582 

lines 227-234) 583 

 584 

Q. How do you assess Mr. Schott’s argument? 585 

A. He does not make a convincing case. He suggests that traditional regulation will 586 

lead to a “considerable rate spike” under the accelerated program but fails to 587 

demonstrate how adoption of Rider ICR would help avert such a result. It is clear 588 

that the proposed Rider ICR gives the Company the opportunity to earn 589 

additional returns on investments made between rate cases. 590 

 591 

Q. Does Mr. Schott reply to your contention that the Company has 592 

successfully planned and budgeted main replacement since 1981 without 593 

the benefit of Rider ICR? 594 

A. Yes. He claims that experience is not relevant because the accelerated 595 

replacement plan will entail responding to “unknown, unforeseen and 596 

unpredictable opportunities” arising from coordination with City activities. (North 597 

Shore/Peoples Gas Ex. JFS-2.0, p. 12, lines 237-248) 598 

 599 

Q. What is the problem with Mr. Schott’s argument? 600 

A. It would seem that “unknown, unforeseen and unpredictable opportunities” are 601 

not a recent phenomenon but have existed as long as Peoples Gas has operated 602 

in Chicago. Any main replacement program, accelerated or not, must take full 603 
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advantage of these opportunities to be successful. While the non-accelerated 604 

program in effect since 1981 could take advantage of these opportunities within 605 

the traditional regulatory process, Mr. Schott suggests an accelerated program 606 

cannot. The problem is he fails to present evidence to demonstrate that the 607 

accelerated program is so different and unique that it requires the adoption of 608 

Rider ICR. As a result, Mr. Schott’s argument for Rider ICR boils down to 609 

unsubstantiated statements that fail to support this significant deviation from 610 

traditional regulation. 611 

 612 

Q. Does Mr. Schott respond to your criticism that the proposed Rider ICR 613 

would also apply to investment unrelated to the main replacement 614 

program? 615 

A. Yes. He states that the Company is willing to address this criticism by limiting the 616 

Rider to main replacement investments. (North Shore/Peoples Gas Ex. JFS-2.0, 617 

p. 17, lines 334-341) 618 

 619 

Q. Does this concession change your overall opinion about the proposed 620 

Rider? 621 

A. No, it does not. The Company has failed to justify the need for extraordinary rate 622 

treatment under Rider ICR for a plan to make ordinary service safe and reliable. 623 

The change accepted by Mr. Schott would not address this fundamental problem. 624 

 625 

Q. Does Mr. Schott respond to your argument that the Peoples Gas is asking 626 
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ratepayers to pay additional costs under Rider ICR for the possibility of 627 

future savings under an accelerated main replacement program? 628 

A. Yes. He takes issue with my statement by saying the Company only seeks to 629 

accelerate costs but not to have ratepayers pay additional costs. (North 630 

Shore/Peoples Gas Ex. JFS-2.0, pp. 18-19, lines 368-376) 631 

 632 

Q. Is this a reasonable argument? 633 

A. No, it is not. Under traditional the costs ratepayers pay for costs associated with 634 

infrastructure investment do not change between rate cases. That could change 635 

if Rider ICR is approved. While Mr. Schott objects, I consider the costs passed 636 

through between rate cases under Rider ICR to be additional costs that 637 

ratepayers would not pay otherwise at this time. 638 

 639 

Q. Does Mr. Schott also respond to your criticism that the proposed Rider ICR 640 

would give the Company a “blank check” for passing costs along to 641 

ratepayers? 642 

A. Yes. He indicates that the Company has agreed to place a cap on the amount to 643 

be collected under the rider and indicates that should alleviate my concern. 644 

(North Shore/Peoples Gas Ex. JFS-2.0, p. 19, lines 383-387) 645 

 646 

 The problem is that Peoples Gas has failed to justify the collection of any 647 

additional amount under the proposed Rider ICR. 648 

 649 
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Q. Does Mr. Schott also take issue with your contention that Rider ICR 650 

undermines the incentive for Peoples Gas to control costs? 651 

A. Yes. He claims that the Company must continue to be efficient and control costs 652 

with Rider ICR under the accelerated replacement program based on the 653 

guidance provided by the Kiefner report. Mr. Schott also argues that the 654 

Company needs to be competitive to attract new customers, retain existing 655 

customers, and compete with alternative suppliers. (North Shore/Peoples Gas 656 

Ex. JFS-2.0, pp. 19-20, lines 388-402) 657 

 658 

Q. What is your response? 659 

A. The fact remains that even with a cap in place, the opportunity to recover 660 

incremental investments between rate cases provides the Company an incentive 661 

to spend additional amounts that can be recovered from ratepayers between rate 662 

cases. The rider would also allow the Company to substitute short term spending 663 

decisions for longer-term plans. These incentives could undermine the kind of 664 

careful decision-making necessary to keep utility costs at a minimum. 665 

 666 

 With regard to Mr. Schott’s statement about the need to attract new customers, 667 

retain existing customers and compete with alternative suppliers, the fact 668 

remains that Peoples Gas is a regulated monopoly with no significant competition 669 

in the city of Chicago for the delivery of natural gas. It is not clear how an 670 

increase in delivery costs would affect either the number of gas customers or the 671 

ability of Peoples Gas to compete with alternative energy suppliers. 672 
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 673 

 Proposed Rider WNA 674 

Q. Have the Companies developed an alternative to the proposed Rider VBA? 675 

A. Yes, they propose Rider Weather Normalization Adjustment (WNA) as an 676 

alternative for the Commission to consider.  677 

 678 

Q. How would the proposed Rider WNA work? 679 

A. Rider WNA would adjust usage charges for SC 1N (Small Residential Non-680 

Heating), 1H (Small Residential Heating) and 2 (General Service) during the 681 

winter heating season according to the temperature. If temperatures are below 682 

normal, the charges would be adjusted upwards and if temperatures exceed 683 

normal, a downward adjustment would be made. 684 

 685 

Q. What is the key difference between Rider WNA and Rider VBA? 686 

A. The difference is that Rider WNA adjusts revenues solely to address changes in 687 

the weather during the winter heating season while Rider VBA’s adjustments 688 

were designed to preserve a fixed level of margin revenues throughout the year. 689 

 690 

Q. Can you illustrate the difference between the two riders? 691 

A. Yes. If consumption declines because of warmer than normal weather, both 692 

riders will adjust customer bills upwards in future months to capture the shortfall 693 

in customer bills. If consumption declines because ratepayers adopt conservation 694 

and efficiency measures such as installing more efficient heating equipment or 695 
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adding insulation, Rider VBA will adjust future bills upwards as a result but Rider 696 

WNA will not. 697 

 698 

Q. What effect does this difference have on the Companies’ incentive to 699 

encourage conservation and energy efficiency by ratepayers? 700 

A. Rider WNA undermines the Companies’ incentive to encourage ratepayers to 701 

conserve. The proposed Rider WNA does not upwardly adjust the Companies’ 702 

revenues in response to reduced consumption due to ratepayer conservation 703 

efforts. Therefore, to the extent that ratepayers implement conservation 704 

measures, Peoples Gas and North Shore will suffer revenue erosion under the 705 

proposed Rider WNA. 706 

 707 

Q. What is your overall assessment of the proposed Rider WNA? 708 

A. The proposed rider presents problems and should be rejected by the 709 

Commission. 710 

 711 

Q. What is your first concern? 712 

A. According to the Companies’ own testimony, Rider WNA will serve as a revenue 713 

enhancing tool. The proposed rider will adjust revenues according to the 714 

relationship of temperatures in future years to temperatures for the months of 715 

October 2005 through May 2006. Companies witness Tackle testifies that the 716 

number of Heating Degree Days (HDD) should rise on an overall basis over the 717 

next six to ten years. (Peoples Gas Ex. EST-1.0, p. 2, lines 25-28) If that were to 718 
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happen, then the Companies would enjoy an upward adjustment in revenues 719 

overall due to Rider WNA over this time period. Thus, based on the forecast of 720 

Companies’ witness Tackle, Peoples Gas and North Shore will receive greater 721 

revenues and ratepayers will pay higher gas bills as a result of Rider WNA. 722 

 723 

Q. What is your second concern? 724 

A. It is not clear why Peoples Gas and North Shore need this additional revenue 725 

rider. As I previously noted in discussion of Rider VBA, the Companies have 726 

demonstrated an ability to operate successfully within the confines of the 727 

traditional regulatory paradigm. They have been able to avoid filing a new rate 728 

case for a full 12 years and have earned rates of return at or above their 729 

authorized levels for a number of years within this period. In addition, they are 730 

requesting a ten-year weather normalization period which Staff does not oppose.  731 

 732 

Q. Have Peoples Gas and North Shore satisfactorily demonstrated why they 733 

alone among Illinois gas utilities require this kind of rider? 734 

A.  No, they have not. For example, Northern Illinois Gas ((NICOR), Illinois’ largest 735 

gas utility in its recently concluded rate case requested only a reduction in the 736 

weather-normalization period from 30 to 10 years. It did not seek any additional 737 

riders to address temperature changes beyond the test year. If NICOR found this 738 

proposal sufficient for its operating needs, it is not clear why Peoples Gas and 739 

North Shore should have the further need of a rider to address future weather 740 

changes. 741 
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 742 

Q. Do your concerns about the regulatory burden for Rider VBA also apply to 743 

Rider WNA? 744 

A. Yes. The proposed Rider WNA will also require significant regulatory resources 745 

to oversee. Furthermore, if Rider WNA is approved for Peoples Gas and North 746 

Shore, that will set a precedent for other gas utilities in Illinois to seek similar 747 

ratemaking treatment and thereby place an even greater burden on the 748 

regulatory process. This burden would be difficult to justify given the previously 749 

stated problems presented by this rider,  750 

 751 

Q. Does this complete your rebuttal testimony? 752 

A. Yes, it does. 753 


