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I. Introduction 1 

A. Witness Identification 2 

Q. Please state your name. 3 

A. Ronald J. Amen. 4 

Q. Are you the same Ronald J. Amen who submitted Direct and Rebuttal Testimony on 5 

behalf of The Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore 6 

Gas Company (“North Shore”) (together, “the Companies”) in this consolidated Docket? 7 

A. Yes. 8 

B. Purposes of Testimony 9 

Q. What are the purposes of your Surrebuttal Testimony in this proceeding? 10 

A. My Surrebuttal Testimony responds to certain cost allocation issues that have been raised 11 

by various parties in these proceedings concerning the cost of service studies presented 12 

by the Companies.  Specifically, my Surrebuttal Testimony addresses the Rebuttal 13 

Testimonies of Staff witness Mike Luth, The People of the State of Illinois/The City of 14 

Chicago/The Citizens Utility Board (“GCI”) witness William L. Glahn, and The Citizens 15 

Utility Board/City of Chicago (“CUB/City”) witness Christopher C. Thomas regarding 16 

the Companies’ cost of service studies. 17 

C. Summary of Conclusions 18 

Q. Please summarize the conclusions of your Surrebuttal Testimony. 19 

A. First, I do not believe that any party has offered any new or additional facts to support the 20 

use of the Average and Peak (“A&P”) methodology for the allocation of distribution 21 

system demand-related costs and I believe that the Commission should not rely upon cost 22 
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of service studies using the A&P methodology.  The Coincident Peak (“CP”) method best 23 

reflects the costs incurred to serve the Companies’ customers.  Second, I have provided 24 

clarification related to the subject of the Companies’ functionalization of Intangible Plant 25 

Account Nos. 303.1 and 303.2 and I continue to recommend no changes to the 26 

Companies’ proposed classification of Account No. 904 (uncollectibles) expenses, 27 

matters which were addressed by Staff witness Luth’s Rebuttal Testimony. Third, it is 28 

both impractical and inappropriate to isolate the costs in a single Distribution Plant 29 

Account such as Account No. 385 as urged in GCI witness Glahn’s revised 30 

recommendation in his Rebuttal Testimony that Account No. 385 costs should be directly 31 

charged, as a “facilities” charge or “metering surcharge,” to the individual customers 32 

generating these costs.  Fourth, the assertion by Mr. Glahn that the “multi-family 33 

phenomenon” actually drives the cost of service differences of S.C. No. 1 subgroups, as 34 

opposed to cost determinants related to “heating vs. non-heating”, is without merit. The 35 

Companies’ proposal to bifurcate Service Classification No.1 and allocate costs to 36 

Service Classification No. 1 heating and Service Classification No. 1 non-heating (“S.C. 37 

No. 1H” and “S.C. No. 1N”) should be approved.   38 

Q. Are there any attachments to your Surrebuttal Testimony? 39 

A. No. 40 

II. Use of Average and Peak Method 41 

Q. What is the basis of Staff witness Luth’s rebuttal position that A&P is preferable to the 42 

Companies’ proposed CP methodology for allocating distribution system costs? 43 

A. Mr. Luth is a proponent of the A&P allocation method because he claims it takes into 44 

account that the cost of the distribution system is not entirely tied to the capacity of the 45 
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distribution system.  He asserts that “there are costs associated with putting a distribution 46 

system in place and operating the system, regardless of capacity, that are not affected by 47 

a change in capacity.” 48 

Q. Do you agree with Mr. Luth’s conclusion? 49 

A. I agree that the costs of building the distribution system are not entirely dependent upon 50 

the required capacity in the system, however, nothing in Mr. Luth’s Direct or Rebuttal 51 

Testimonies provides any specific evidence that the demand-related costs pertinent to 52 

building and operating the distribution system vary with the throughput sold or 53 

transported for customers.  He has not identified the nature or the extent of these cost 54 

factors because there are none.  As I stated in my Direct Testimony, the two cost factors 55 

that influence the level of distribution mains facilities installed by a utility in expanding 56 

its gas distribution system are the sum of the peak period gas demands placed on the 57 

utility's gas system by its customers and the distance-related construction costs involved 58 

in expanding the distribution system grid to connect new customers to the system. 59 

Q. Do you agree with Mr. Luth that the “A&P allocation of distribution system costs 60 

recognizes that the distribution system is in operation throughout the year and that 61 

customers benefit from its operation throughout the year?” 62 

A. Yes.  However, in so doing, the A&P methodology incorporates non-cost factors such as 63 

benefits received by customers into a basis for allocating costs.  As I stated in my 64 

Rebuttal Testimony, a reasonable conclusion only requires that customers that benefit 65 

from their use of the system throughout the year should pay for it throughout the year.   66 
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Q. Do you agree with Mr. Thomas’ statements in his Rebuttal Testimony that “While 67 

customers do expect the system to be of sufficient size or functional capacity to 68 

accommodate their needs, they also rely on it to be available every time they desire gas.” 69 

and “…it is much more accurate to say that the system is designed and installed to meet 70 

year-round demand, but should be sized to meet peak demand.”? 71 

A. No.  As I established in my Rebuttal Testimony, there is no identifiable causal 72 

relationship between the year-round demands (annual throughput) experienced by the 73 

Companies and their level of investment in the distribution system.  If the system can 74 

meet the peak demand requirements of its customers, it will surely be available any other 75 

time of the year. 76 

III. Other Cost Allocation Issues 77 

Q. Are there other remaining cost classification and/or allocation issues addressed in Staff 78 

witness Luth’s Rebuttal Testimony to which you wish to respond? 79 

A. Yes.  The specific account level cost allocation rebuttal issues raised by Mr. Luth involve 80 

the following areas: 1) Intangible plant accounts related to computer software and 81 

2) Uncollectible accounts expenses. 82 

A. Software Account Nos. 303.1 and 303.2 83 

Q. Is there alignment between you and the rebuttal position of Staff witness Luth with 84 

respect to the Intangible Plant costs recorded in Account Nos. 303.1, Software Licenses 85 

and 303.2, Software - Other? 86 

A. As I stated in my Rebuttal Testimony, I concur with Staff witness Luth’s position that the 87 

functionalization, classification and allocation of the amounts in Account Nos. 303.1 and 88 

303.2 should not be based solely on customer accounts costs.  However, rather than 89 
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functionalizing all of the costs in these accounts according to the relative weights of 90 

depreciable plant as Mr. Luth recommended, I recommend functionalizing these 91 

intangible plant items in a manner consistent with the results of an analysis of the 92 

Companies’ supplemental response to data request No. ML-2.02, which provides a 93 

functional breakdown of the detailed account records.  Specifically, a portion of the costs 94 

in these accounts should be functionalized as customer accounts, another as distribution 95 

related and the remaining amounts spread ratably among the functions to reflect the 96 

general and administrative uses of the remaining software and systems applications, as 97 

was shown in North Shore/Peoples Gas Exhibit RJA - 2.2.  I reflected this change to the 98 

functionalization and allocation of the Intangible Plant in the Peoples Gas ECOSS, the 99 

results of which were shown in North Shore/Peoples Gas Ex. RJA-2.3. 100 

Q. Staff witness Luth’s Rebuttal Testimony states that you should detail the classification of 101 

Peoples Gas Account Nos. 303.1 and 303.2 so that the effects of the re-classification of 102 

those accounts can be fully evaluated and that your supporting workpapers did not 103 

include a complete revised version of the rebuttal cost of service study.  Is he correct? 104 

A. No.  A complete revised version of the Peoples Gas cost of service study was provided 105 

with the workpapers accompanying my Rebuttal Testimony, specifically, “WP RJA 2.3-106 

PGL ECOSS CONFIDENTIAL.”  The effects of the re-classification of Account 107 

Nos. 303.1 and 303.2, as described above, are detailed therein by customer service 108 

classification. 109 

B. Uncollectible Accounts Expense, Account No. 904 110 

Q. Do you agree with witness Luth’s rebuttal position regarding the classification of the 111 

Uncollectible Accounts Expense in Account No. 904? 112 
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A. No.  On Page 3, lines 48-51, of Mr. Luth’s Rebuttal Testimony he states “…the 113 

recognition that an uncollectible sales account is more costly than an uncollectible 114 

transportation account that was billed for the same number of therms supports the 115 

recovery of uncollectible accounts in general through the demand and distribution 116 

charges, as well as the customer charge.”  Mr. Luth goes on to say that, “…transportation 117 

customers would have a lower distribution charge compared to sales customers because 118 

gas costs are billed through Rider 2, which is billed according to therms used by sales 119 

customers.”  The “recognition” by the Companies that he references is that the amount of 120 

an uncollectible bill for a similarly sized sales and transportation customer is different 121 

because the transportation customer does not pay the Companies for the gas commodity 122 

that they consume.  No one can say with certainty how much uncollectible expense (or 123 

any other expense) is recovered by the customer, demand and distribution charges of a 124 

particular service schedule for two reasons: 1) The revenues provided by any one of the 125 

customer classes are not equal to their fully allocated costs and 2) The customer, demand 126 

and commodity related costs for a particular customer class are not translated directly 127 

into similar rate components in the Companies’ rate schedules.  In both of the referenced 128 

testimony excerpts, Mr. Luth is inappropriately using rate design as justification for cost 129 

classification and allocation within the cost of service study rather than the opposite, that 130 

is, the proper use of the cost study is for rate design guidance. 131 

Q. Mr. Luth further states in lines 34-35 of his Rebuttal Testimony, that “An unpaid bill 132 

means that other customers must pay more for the costs that are not recovered because 133 

the bill was unpaid.” Do you concur? 134 
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A. No.  The underlying costs that are recovered by the various rate components of the 135 

Companies’ rate schedules do not change simply because some number of customers’ 136 

bills go unpaid.  Those unpaid bills become, in and of themselves, an additional expense 137 

caused by the customers who have failed to pay them.  This is an important distinction 138 

when determining the most appropriate causative factor for cost classification and 139 

allocation purposes within a cost of service study. 140 

Q. Is the Companies’ classification of Account No. 904 appropriate? 141 

A. Yes.  The classification of Account No. 904 costs is appropriate.  As I stated previously, 142 

the uncollectible accounts expenses are a function of customers’ unpaid bills, not the 143 

underlying components of those bills, i.e., whether they are fixed or variable charges, or 144 

the specific costs that may be recovered by those bills.   145 

IV. Cost of Service Rebuttal Issues 146 

A. Bifurcation of S.C. No. 1 Into Heating and Non-heating 147 

Q. Please summarize GCI witness Glahn’s rebuttal position with regard to the Companies’ 148 

proposed bifurcation of S.C. No. 1 into heating and non-heating classes. 149 

A. Mr. Glahn asserts that the principal drivers of cost differentials in S.C. No. 1, the 150 

Companies’ purported basis for the proposed bifurcation, are not “heating vs. non-151 

heating,” but “multi-family vs. single family” or “single meter vs. separately metered.”  152 

He cites the fact that 97 percent of Peoples Gas’ non-heating customers are 153 

“multi-family” (an assumption he makes from the number of shared services within the 154 

customer class) while about half of the Company’s heating customers share a service line 155 

and that this goes a long way to explain the cost differential between the two groups.  156 
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Mr. Glahn makes an inaccurate generalization that “Multi-family units spread fixed costs 157 

of services, regulators, and meters over a larger customer base, driving down the cost per 158 

customer and providing a legitimate reason to charge different rates.”  His conclusion is 159 

that the “cost-causation information in this observation regarding multiple units is largely 160 

lost in the Companies’ artificial distinction between heating and non-heating.” 161 

Q. What is your view of Mr. Glahn’s position? 162 

A. Mr. Glahn’s analysis with regard to the Companies’ assignment of service plant to S.C. 163 

No. 1 customers continues to be flawed.  Therefore his conclusions about the division of 164 

the plant between heating and non-heating customers are without merit.  The primary 165 

purpose for dividing S.C. No. 1 customers into heating and non-heating is to 166 

appropriately recognize their respective load characteristics, which drive cost 167 

responsibility for the single largest component of distribution plant, that is, the cost of 168 

mains.  Unlike the Companies’ cost of meters, regulators and services, the cost of mains 169 

cannot be directly assigned to either individual or groups of customers and must be 170 

allocated.  The capacity cost of mains is driven by the peak load placed on the 171 

distribution system.  As a group, heating customers place a significantly higher peak load 172 

on the system than do non-heating customers.  Dividing S.C. No. 1 customers into 173 

“multi-family” and “single family” would do nothing to recognize this important cost 174 

causation factor for the distribution system. 175 

Q. On page 3, line 57 of his Rebuttal Testimony, GCI witness Glahn states that the 176 

information provided by the Company with regard to the occurrence of multiple S.C. 177 

No. 1 non-heating customers served by shared gas service lines, “…invalidates the 178 
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Companies’ own justification for the proposed bifurcation.”  What is your response to his 179 

observation? 180 

A. In the referenced segment of his Rebuttal Testimony, Mr. Glahn states “My calculations 181 

did not account for the multi-family dwellings because no such data was included in the 182 

Companies’ exhibits that I reference in my Direct Testimony.”  First, let’s consider 183 

Mr. Glahn’s “calculations”.  In his referenced testimony, Mr. Glahn developed an 184 

allocation method to assign the cost of service pipes to S.C. No. 1 customers.  There is no 185 

need to allocate the cost of service pipes to S.C. No. 1 customers because the Companies 186 

know which customers are connected to which service pipe.  Therefore, the Companies 187 

employed a direct assignment of service pipe cost, as was done for meters and 188 

regulators.  Whether the customers are grouped as “heating vs. non-heating” or “multi-189 

family vs. single family,” the same customers are going to be assigned the same costs for 190 

services, regulators, and meters because the Companies know which customers are 191 

connected to which meters, regulators and service pipes.  If customers share a service 192 

pipe then they share equally in the cost of the service pipe.  Second, the Companies did 193 

provide work papers that showed the assignment of service pipe by size and kind to each 194 

customer class. 195 

Q. Was the Companies’ cost assignment of service plant to the S.C. No. 1 heating and 196 

non-heating classes then a valid treatment of these costs consistent with the purpose for 197 

bifurcation of the two groups that you stated earlier? 198 

A. Yes.  The cost of the service plant underlying the direct assignment to the heating and 199 

non-heating S.C. No. 1 classes properly reflects the design considerations of the services, 200 

which require larger services to be installed where multiple customers are connected to a 201 
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single service with cumulatively larger connected peak loads as well as the length of 202 

those services. 203 

B. Industrial Measuring and Regulator Station Equipment, Account No. 385 204 

Q. What is Mr. Glahn’s new position regarding Account No. 385? 205 

A. Mr. Glahn’s revised recommendation in his Rebuttal Testimony is that Account No. 385 206 

costs should be directly charged, as a “facilities” charge or “metering surcharge,” to the 207 

individual customers generating these costs. 208 

Q. Do you agree with Mr. Glahn’s recommendation? 209 

A. No.  It would be both impractical and inappropriate to isolate the costs in a single plant 210 

account such as Account No. 385, which are attributable to customers in multiple 211 

customer classes, simply because those costs can be attributable to specific customers.    212 

While the focus of Mr. Glahn’s recommendation is on one plant account, which 213 

represents less than 0.04% of Peoples Gas’ customer-related distribution plant, it begs the 214 

question of what other customer-specific facilities costs can be identified in other 215 

customer-related plant accounts and whether they should be directly charged.  216 

Mr. Glahn’s proposal raises questions of fairness and equity with respect to the treatment 217 

of customers within the same service class, considerations which he stresses as important 218 

with respect to rate design.  Among these questions are: (1) Which customers should be 219 

treated differently than the others served under the same service class for which they all 220 

qualify? and (2) When singling out a particular customer or group of customers and 221 

imposing customer-specific charges, at what level of these facilities costs should the 222 

Companies draw the line?  As discussed earlier, the Companies have the capability to 223 

identify the specific plant costs of meters, regulators and services with individual 224 
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customers in all of its service classes.  While the creation of customer-specific charges 225 

that would appear to recover identifiable customer-specific costs of service may seem 226 

unquestionably fair, the desire for such a rate scheme should be tempered with a sense of 227 

practicality.  If Mr. Glahn’s approach were uniformly applied, the Companies would need 228 

to implement hundreds of direct charges.  A sound rate structure should include the 229 

practical attributes of simplicity, understandability, certainty and feasibility of 230 

application.  A more straightforward, achievable and yet fair approach to designing 231 

customer charges for a large customer class such as S.C. No. 2 that reflects size-related 232 

cost differences in the identified customer-related “facilities” is the Companies’ two-233 

tiered customer charge approach for S.C. No. 2, which is based on its Meter Classes 1 234 

(Small) and 2 (Large). 235 

Q. Mr. Glahn states on page 5, lines 127-130, of his Rebuttal Testimony that “It makes no 236 

sense for a dry cleaner, a small restaurant, or another small business in S.C. No. 2 to pay 237 

for the special, industrial-grade equipment needed for an electric power plant or a similar 238 

customer...” What would be the impact on S.C. No. 2 customer charges of removing the 239 

gross or un-depreciated facilities costs in Account 385 related to the “electric power 240 

plant” customer, the example cited by Mr. Glahn? 241 

A. It would have a negligible impact on the S.C. No. 2 customer charges.  Applying Peoples 242 

Gas’ methodology for determining the two-tiered monthly customer charges, the Meter 243 

Class 1 (Small) charge would actually increase by $.05 and Meter Class 2 (Large) charge 244 

would decrease by $.13. 245 
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Q. Is Mr. Glahn’s rebuttal position any evidence that smaller S.C. No. 2 customers are 246 

subsidizing larger S.C. No. 2 customers that require “special, industrial-grade 247 

equipment”?  248 

A. No.  Notwithstanding the above described customer charge impact, it is more likely that 249 

the larger customers are providing any intra-class subsidization within S.C. No. 2.  250 

Margin recovery under the rate structure of S.C. No. 2 remains largely volumetric.  251 

Hence, larger customers (i.e., higher annual volume) in the class will generally subsidize 252 

smaller customers.  The annual consumption of a large S.C. No. 2 customer, such as the 253 

“electric power plant”, not only contributes sufficient revenue through the distribution 254 

charge to recover its fair share of any customer-related facilities costs not collected by the 255 

customer charge, but over contributes to the remaining demand-related costs attributable 256 

to S.C. No. 2 and thus provides a further intra-class subsidy to the small customers in the 257 

class. 258 

C. Use of Risk Adjusted Class Rates of Return 259 

Q. Please respond to witness Thomas’ admonition on page 29 of his Rebuttal Testimony that 260 

the Commission should be wary of using the ECOSS as a “firm cost benchmark” when 261 

so-called uncertainties exist within the results of all ECOSS analyses related to class 262 

contributions to the Companies’ “risk profile.”   263 

A. Mr. Thomas inappropriately attributes an assumption to my Rebuttal Testimony that 264 

every customer class contributes the same level of risk to the Companies’ overall risk 265 

profile, which he characterizes as an “absurd oversimplification that has been used by 266 

analysts in ECOSS studies for decades.”  Mr. Thomas has offered no facts or any 267 

discussion whatsoever of any financial principles that might provide a theoretical 268 
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foundation for his assertion.  Instead, he states that the “Different usage patterns and 269 

different factors causing non-payment risk are clearly relevant to the Companies’ overall 270 

risk profile and should drive the allocation of costs.”  In the absence of some 271 

demonstrated causal link between a utility company’s customer class composition and its 272 

capital costs, the concept of relative customer class risk is inapplicable as a basis for 273 

setting customer class target rates of return within the framework of a cost of service 274 

study.   275 

Q. Does this conclude your Surrebuttal Testimony? 276 

A. Yes. 277 


