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Q.   Please state your name and occupation: 

A. My name is Charles Kubert.  I am a Senior Environmental Business Specialist at the 

Environmental Law and Policy Center. 

 

Q. Have you submitted prior testimony in these proceedings?   

A. Yes, I submitted initial testimony on behalf of the Environmental Law and Policy Center 

in support of the energy efficiency program (EEP) proposed by Peoples Gas and North Shore 

Gas in their tariff filing. 

 

Q. What is the purpose of your testimony today?   

A. The purpose of my testimony is to respond to staff testimony submitted by David 

Rearden that questions the need for and proposed structure of a ratepayer-supported EEP.  Also, 

I will be responding to rebuttal testimony submitted by Ilza Rukis which responds to my 

discussion of the use of the MidAmerican Energy natural gas program experience in Iowa as a 

basis for extrapolating likely participation rate data. 

 

Q.   In his testimony at page 32, Mr. Rearden notes that Ms. Rukis has not proposed any 

specific energy efficiency initiatives in her testimony.  Why is it not possible to provide 

specific examples of programs that will, in fact, be offered? 

A.   Under the collaborative process entered into among Peoples/North Shore representatives, 

ELPC, the Attorney General’s Office and other intervenors, as prescribed by Condition 28 of the 

Merger Order, discussions occurred over a period of several weeks in which details of the 

proposed program structure were negotiated.  Condition 29 of the Peoples Energy/WPS 
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Resources Corporation Merger Order (ICC Docket No. 06-0540) required that a third-party 

administrator oversee any energy efficiency proram(s) implemented as a result of the 

Companies’ 2007 rate case, as agreed to in the Memorandum of Agreement approved in the 

Merger Order.   

 As noted by Ms. Rukis in her direct testimony, it was agreed by all of the parties 

participating in the post-merger discussions that the energy efficiency programs would be 

overseen by a Governance Board, comprised of representatives from the Gas Companies, ELPC, 

a consumer advocacy group, the City of Chicago, an organization representing North Shore’s 

service territory and a Commission Staff non-voting representative.  The Governance Board will 

oversee the creation and issuance of requests for proposals, and select one or more Program 

Administrators for implementation of energy efficiency programs, a Contract Administrator, a 

Program Evaluator, and when needed, give direction to the Fiscal Agent, who would be an 

employee of Peoples Gas.  It will be the Board – and not the Gas Companies – that will establish, 

in consultation with the Contract Administrator, the general program goals and types of 

programs that shall be offered to specific customer segments and over what timeframe.  The 

point of utilizing this third-party administration structure is to ensure that individuals with 

significant experience in producing and implementing energy efficiency programs develop the 

specific programs appropriate for both the Peoples and North Shore service territories.  

Accordingly, it is impossible to specifically identify which programs will be implemented in 

these service territories.  That being said, the programs referenced by Ms. Rukis at pages 11 

through 15 of her testimony and the Wisconsin programs discussed in her Exhibit IR-1.3 are the 

kinds of programs that will likely be approved for implementation by the Governance Board.        
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Q.   Beginning at page 33 of his testimony, Staff witness Rearden states that he believes 

the EEP is inequitable because the expenditures are recovered from all ratepayers, arguing 

that “direct benefits are received by a limited subset of ratepayers.”  Do you believe it is 

equitable for an EEP to be paid for by all ratepayers? 

A.   Yes. First, an EEP is similar to other system improvements which are paid for by all 

ratepayers.  For example, when Peoples Energy upgrades distribution lines in one part of its 

service territory, these costs are spread across all ratepayers even though the direct benefit only 

goes to some of them.  In the case of an EEP, it’s even more equitable because all ratepayers 

would have access to and can benefit from these programs.  

Second, the cost of these programs when spread out among all applicable customers is 

modest as shown in the table below: 

Proposed EEP: Customer 

Charge per Month 

Peoples Gas North Shore Gas 

Rate 1H (Residential Heating) $0.55 $0.41 

Rate 2 (General Service) $2.28 $1.75 
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  As I have stated in previous testimony, all utilities regulated by the Illinois Commerce 

Commission have an obligation to provide “least cost service” to its customers.  Since, over the 

long run, many energy efficiency programs save natural gas at less than half the cost of 

purchasing and distributing natural gas, then spending ratepayer funds on an EEP is a prudent 

use of ratepayer dollars. 

 Finally, studies have indicated that EEPs encourage energy efficiency investments that in 

turn lower natural gas demand.  Over time, this lowers the cost of natural gas on the margin that 
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will benefit all ratepayers.  The Companies’ witness, Ms. Rukis, specifically acknowledged this 

fact at page 5 of her direct testimony. 

 

Q.   At page 34 of his testimony, Mr. Rearden seems to suggest that energy efficiency 

programs are not needed in order to generate conservation measures when he states that 

“the conditions that are most likely to lead to a lot of activity in an EEP are the conditions 

that are most likely to generate conservation measures without an EEP.”  Are EEPs needed 

to encourage energy efficiency investments? 

A.   In a perfect world, as gas prices rise, individuals and businesses should make appropriate 

investments in energy efficiency improvements.  Many have begun to do so.  However, as has 

been explained in prior testimony, there are several reasons why both individuals and businesses 

continue to under-invest in energy efficiency.  These reasons include a lack of information 

regarding potential energy efficient improvements and their benefits; a focus on first-cost versus 

life-cycle costs when constructing buildings and buying appliances; uncertainty over length of 

time in homes which discourages longer payback investments; unreasonably short payback 

requirements by businesses; a tendency by builders to comply with minimal code requirements; 

and split incentives between landlords and tenants. 

 EEPs help to overcome these barriers in a variety of ways.  For example, by providing 

rebates to homeowners for purchasing high-efficiency furnaces, they narrow the existing price 

premium for these furnaces that deters many from buying them.  By providing technical 

assistance to architects and builders, they can help to increase the energy efficiency of new 

buildings at minimal cost.  By providing weatherization services to low-income homeowners, 
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they can supplement existing weatherization programs that cannot satisfy the existing demand 

for these services. 

 EEPs utilize skilled program managers (either in-house or contracted) to direct available 

funds in the most cost-effective manner to the most cost-effective programs.  As market 

conditions change, programs adapt to these changes.  For example, as more consumers purchase 

90% efficient furnaces, at some point the market is “transformed” and the need to offer rebates 

goes away.  These funds can then be diverted to areas where there are still necessary and cost-

effective efficiency opportunities. 

 

Q.   At page 35 of his testimony, Mr. Rearden questions the use of utility rates to fund 

such programs, and states, “By increasing utility rates to pay for such programs, the group 

of customers who would already be investing at efficient levels would now invest in too 

much conservation.”   Do you agree with this sentiment? 

A.   No, I do not.  First, Mr. Rearden acknowledges in his response to the Attorney General’s 

set of data requests (AG 1.02 and AG 1.05) that he does not have any information to measure the 

current level of energy efficiency spending in the absence of ratepayer-funded EEP’s; therefore, 

it’s difficult to argue that they would be investing in “too much conservation.”  Second, the level 

of incentives and program structures would be established to target those households and 

businesses that are under-investing in energy efficiency.  Any program would have a certain 

number of “free riders”, i.e., those receiving program support for actions they may have 

otherwise taken.  But as long as the aggregate measurable energy savings exceed the avoided 

cost of energy on a lifecycle basis, then the program has net positive benefits. 
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Q.   At page 35 of his testimony, Mr. Rearden states that a program that is financed 

though an income or property tax would have a smaller negative impact on efficiency.  

How do you respond? 

A.     Peoples Gas and North Shore Gas have close to 900,000 residential and 45,000 commercial 

customers.  Because of the large customer base and the relatively small size of the EEP, a 

ratepayer funded program has essentially the same impact as a taxpayer funded program.   

 

Q.   At page 36 of his testimony, Mr. Rearden states that “it is not clear who controls 

which functions and who makes what decisions.”  He also states that “it does not appear to 

(sic) that the Administrators are accountable to anyone.”  Do you agree? 

A.   No.  Under the EEP proposal presented by the Companies, the administrators of the 

programs will be accountable to the Governance Board and ultimately, the Commission.  During 

the collaborative process that took place last winter, the parties agreed that both the Contract 

Administrator and the Program Administrator(s) would report to the Governance Board.  In 

addition, as noted by Ms. Rukis at page 9 of her direct testimony, it was agreed that a Program 

Evaluator would perform periodic audits on the performance of the programs against established 

performance criteria and also prepare annual reports for the Governance Board.  The Program 

Evaluator would also be responsible for preparing and delivering to the Governance Board any 

other evaluation/periodic reports and information that may be required by the Governance Board.  

As noted by Ms. Rukis, the Program Evaluator would be independent of the Gas Companies, the 

Contract Administrator and the Program Administrator(s).  In addition, as noted above, a liaison 

from the Commission Staff would be a non-voting member of the Governance Board, thereby 

keeping the Commission apprised of all matters occurring with the Governance Board and its 
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subcontractors.  At page 10 of her testimony, Ms. Rukis also recommended that a periodic 

review, separate and apart from the Program Evaluator’s periodic reviews for the Governance 

Board, be conducted.  Should the Commission desire this additional level of review, the 

Companies’ proposed plan provides for such an additional oversight level.  

 The structure proposed by Peoples Energy, as outlined in Ms. Rukis’ testimony and 

agreed to by ELPC, the AG and other parties to the Merger Settlement, is well-suited to the size 

and objectives of the Peoples Gas/North Shore Gas EEP for several reasons: First, by utilizing 

outside contractors, it taps into existing skills and experience in the energy efficiency 

marketplace.  Second, by maintaining separation between contract administrator, program 

administrator(s) and program evaluator, it prevents potential conflicts of interest and ensures that 

ratepayer dollars are well-invested.  Third, the Governing Board consists of representatives of 

the gas companies, consumer advocates and the Commission Staff, which again helps to ensure 

proper program oversight and effectiveness.   Finally, by having an independent Governance 

Board, it overcomes the utility’s disincentive to promote energy efficiency, i.e., reduced demand 

resulting in reduced distribution revenue.    

 

Q.   At pages 37 and 38 of his testimony, Mr. Rearden criticizes the Companies for not 

proposing any specific rebates, loans or grants as components of the EEP.  He then suggests 

that the gas companies use a bidding process to solicit entities to implement the EEP.  How 

do you respond? 

A.  This is exactly the intended procedure outlined by Ms. Rukis in her testimony. Working 

in conjunction with a contract administrator, the Governing Board will solicit proposals by third-

party contractors to implement all or select elements of the EEP.  The selection of a contractor(s) 
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will be based largely on which third-party contractor can deliver the maximum energy savings 

relative to available funds. 

 

Q.  At page 38 of his testimony, Mr. Rearden states that the EEP “should have a 

binding constraint on the amount of administrative costs that are incurred” and that the 

Companies should have to report their EEP overheads periodically.  Do you agree with 

these points? 

A.   Yes.  That being said, it’s important to point out that the costs of staff delivering energy 

efficiency programs and technical assistance to the service territory do not represent 

administrative costs. In addition, as stated above, program administrators will be selected and 

evaluated on the basis of their ability to deliver maximum energy savings per ratepayer dollar 

invested.  They have an incentive, therefore, to minimize administrative costs.  Finally, it’s 

important to have both an independent contract administrator and third-party evaluator – 

positions that are essential to the efficient delivery of EEPs.  While they add to administrative 

costs, they ensure that ratepayer dollars are optimally invested. 

 

Q.   In her rebuttal testimony on Page 3, Ilza Rukis states “$7.5 million appears 

sufficient to provide a broad range of energy efficiency services to Chicago and North 

Shore area residents.”  Do you agree? 

A.   Yes.  $7.5 million is a number that was agreed upon by all parties as a condition of the 

merger between WPS and Peoples Energy in January, 2007.  $7.5 million represents the low end 

on a percentage of revenue basis of what gas utilities around the Midwest are spending on energy 

efficiency programs. The proposed Peoples Gas and North Shore Gas EEP is, at current revenue 



ELPC EXHIBIT 2.0 

180 

181 

182 

183 

184 

185 

186 

187 

188 

189 

190 

191 

192 

193 

194 

195 

196 

197 

198 

199 

200 

201 

202 

levels, just under 0.5% of revenue per year for the two affected customers classes, based on the 

prior two years of revenue statistics.   In Iowa, MidAmerican has been spending 2.1% of revenue 

on energy efficiency. 

  However, because there have been no energy efficiency programs in Peoples Gas and 

North Shore Gas territories for many years, this is a good level at which to start. The proposed 

amount of $7.5 million will complement the $6 million per year ($5 million for Peoples Gas and 

$1 million for North Shore Gas) of energy efficiency funds that the utilities have agreed to 

contribute for 5 years pursuant to the PGL/North Shore PGA settlement approved by the 

Commission in 2006 in ICC Docket No. 00-0719 (consolidated).   

 

Q.   In her rebuttal testimony, Ms. Rukis challenged the relevance of the EEP 

MidAmerican Energy is operating in Iowa at about 2.1% of annual revenue.  Why do you 

believe the details of the MidAmerican Energy program are informative for purposes of 

Commission review of the PGL/NS-proposed EEP? 

A.   While Peoples Gas and North Shore Gas service territories are highly-urbanized and 

MidAmerican’s is more rural, the energy efficiency opportunities are similar for both residential 

and commercial customers.  Perhaps the greatest difference lies in the older age of the housing 

stock and greater concentration of older multi-family buildings in the Peoples Gas service 

territory which, combined with the absence of utility-sponsored energy efficiency programs for 

many years, creates an even greater need for an EEP in the Peoples and North Shore Gas 

territories.  As I stated in my initial testimony in this case, “In 2005, the average residential 

natural gas consumption in Iowa was 791 therms, in Wisconsin 823 therms, in Minnesota 942 

therms.  In contrast, the average Peoples Energy residential customer used 1,231 therms and 
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North Shore Gas customer used 1,392 therms. While there are a number of factors driving these 

differences, including the size and age of the housing stock, it suggests that long-established 

energy efficiency programs in these neighboring (and colder) states have played a role in 

reducing gas use.  It also suggests that there is significant untapped energy efficiency potential in 

Illinois.”  Consequently, a comparison to MidAmerican and Iowa shows just how great the 

potential is for an EEP to deliver extensive and cost-effective energy consumption reductions.   

 

Q.   Does this conclude your testimony? 

A. Yes, it does. 
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