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Q.  PLEASE STATE YOUR NAME AND IDENTIFY FOR WHOM YOU ARE 1 
PROVIDING TESTIMONY. 2 

A.  My name is Bryan D. McDaniel. I am submitting Surrebuttal Testimony on behalf of the 3 

Citizens Utility Board (“CUB”).  I am employed by CUB as a Senior Policy Analyst and 4 

Government Liaison.  I have worked for CUB for three years.  I started as a Bilingual 5 

Consumer Rights Counselor taking consumer complaints and answering consumer 6 

questions.  I have a Bachelor in Business Administration from the University of Iowa in 7 

Economics and a Master of Arts in International Studies from DePaul University.  8 

Q.  WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A.  The purpose of my testimony is to respond to the Rebuttal Testimony of U.S. Energy 10 

Savings Corporation’s (“USESC”) witness Gord Potter who filed testimony on December 11 

17, 2008.  I will respond to Mr. Potter’s characterization of CUB’s Gas Market Monitor, 12 

discuss the natural gas choice program in Northern Illinois, as well as provide an analysis 13 

of where USESC sales agents primarily market USESC’s 4- or 5- year fixed price 14 

products within the City of Chicago. 15 

Q.  PLEASE EXPLAIN WHY CUB CREATED THE GAS MARKET MONITOR. 16 

A.  CUB created the Gas Market Monitor in order to track the offers made by Alternative 17 

Retail Gas Suppliers (“ARGS” or “suppliers”) to customers in Northern Illinois and to 18 

inform consumers how those offers compare to the various gas utilities’ regulated rate.  19 

CUB’s Gas Market Monitor is the only rate-comparison tool of its kind in Illinois.  The 20 

Gas Market Monitor is valuable to consumers because it provides a frame of reference to 21 

evaluate the various ARGS’ offers.  Generally, CUB’s experience with Illinois 22 

consumers has shown that the information provided by CUB’s Gas Market Monitor is not 23 

provided by ARGS’ sales agents in the sales pitch.  This is not surprising considering the 24 



CUB Ex. 8.0 Public 2 ICC Doc. No. 08-0175 
 

results of the Gas Market Monitor demonstrate that a significant majority of offers made 25 

by ARGS, to date, are not saving consumers money as compared to the price consumers 26 

pay for natural gas through the regulated utility.  Specifically with regard to USESC, it is 27 

clear from the level and nature of complaints that CUB, the ICC and even the Company 28 

itself have received that USESC sales agents are in many cases providing inaccurate or 29 

misleading information to consumers, making it difficult – if not impossible – for 30 

consumers to make an educated choice about their gas supply.  The Gas Market Monitor 31 

was developed to assist in closing this gap in consumer education. 32 

Q.  PLEASE DESCRIBE THE RATES AND CHARGES THE GAS MARKET 33 
MONITOR TAKES INTO ACCOUNT. 34 

A. CUB includes all appropriate debits and credits applicable to the ARGS’ price in 35 

calculating values for the Gas Market Monitor.  CUB assumes monthly usage amounts 36 

for customers of 1,325 therms per year, which is based on average gas-usage data derived 37 

from the Illinois Commerce Commission.  We then multiply those amounts by the PGA 38 

in the applicable month to figure out what a customer paid with the regulated utility.  We 39 

apply the same methodology to the ARGS’ offers by taking the price per therm in any 40 

given offer and multiply it by the same average monthly usage amounts assumed for 41 

utilities.  Then we incorporate the appropriate balancing charges, transportation credits 42 

and hub credits, as well as add in any monthly fees charged by the supplier.  Once we 43 

have that number, we compare it to the utility number and that difference is shown on the 44 

Gas Market Monitor as either positive or negative and characterized as a savings or loss.  45 

CUB has worked with numerous ARGS to ensure the methodology of the Gas Market 46 

Monitor is as accurate as possible.  CUB receives data regarding each supplier’s offers 47 
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directly from the supplier’s themselves, including USESC.  The Gas Market Monitor is 48 

updated on a monthly basis. 49 

Q.  PLEASE RESPOND TO MR. POTTER’S ASSERTION THAT CUB DOES NOT 50 
CAPTURE “THE CHARGES AND CREDITS ASSESSED TO CUSTOMERS ON 51 
SUPPLIER AND UTILITY SERVICE.”  52 

A.  Mr. Potter clearly misunderstands the methodology used in the Gas Market Monitor.  As 53 

the website explains, “in addition to the per-therm rate, many plans include additional 54 

fees, such as a ‘balancing charge’ and a monthly service fee.  The ‘Transportation Service 55 

Credit’ (for customers of unregulated suppliers in Nicor Gas territory) and the ‘Hub 56 

Credit Gas Charge’ (for customers of unregulated suppliers in Peoples Gas territory) also 57 

will affect the advertised price.  Wherever applicable, the analysis includes those fees and 58 

credits.  Taxes and other government mandated - surcharges are not included.”   59 

Q.  PLEASE RESPOND TO MR. POTTER’S CRITICISM OF THE GAS MARKET 60 
MONITOR FOR NOT FACTORING IN DIFFERENT TAX RATES CHARGED 61 
BY SOME MUNICIPALITIES TO ALTERNATIVE GAS SUPPLY AND 62 
EXPLAIN WHY THIS NOT INCLUDED IN THE GAS MARKET MONITOR. 63 

A. This criticism again demonstrates Mr. Potter’s fundamental lack of understanding of the 64 

purpose and methodology of the Gas Market Monitor.  The Gas Market Monitor tracks 65 

the prices offered by the utilities and the ARGS.  Prices are subject to the control of the 66 

individual companies included in the analysis.  Tax rates are not, so it would be 67 

inappropriate to include that data in the analysis.  The Gas Market Monitor does not 68 

claim to reflect the total bill amount that a customer would pay.  The tool’s methodology, 69 

including the caveat that taxes are not included, is spelled out very clearly in the nearly 70 

600 word explanation included directly below the Summary section on CUB’s website. 71 

 72 
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Q.  DOES CUB VIEW ITS GAS MARKET MONITOR AS CONTAINING A 73 
“CRITICAL FLAW” IN THAT IT DOES NOT TREAT FIXED AND VARIABLE 74 
OFFERS DIFFERENTLY, WHAT MR. POTTER CALLS AN “APPLES-TO-75 
ORANGES” COMPARISON (POTTER AT 23)? 76 

A.  No, CUB does not.  The only price the consumer has to compare their fixed offer plan to 77 

is the utility purchased gas adjustment (“PGA”) rate.  The utility PGA varies month to 78 

month and it is fair to say the utility price generally tracks the market price for natural 79 

gas.  Utilities, however, use hedges in the form of long-term and short-term contracts, as 80 

well as various storage services to dampen the effect of the market price of gas for their 81 

sales customers.  Many of the complaints CUB has received demonstrate that USESC 82 

sales agents do not explain that customers are essentially purchasing a hedge or a type of 83 

insurance policy, in the form of a long-term fixed price natural gas product.  Again, the 84 

only basis for comparison a consumer has to evaluate USESC’s offer – or any other 85 

ARGS’ offer for that matter – is to look at how the offered rate has historically compared 86 

to the utility PGA.  CUB believes this information is critical to allow consumers to make 87 

an educated choice about their gas supply.  88 

Q.  WHAT DO YOU MAKE OF MR. POTTER’S CLAIM AS TO CUSTOMER 89 
SAVINGS (POTTER AT 23)? 90 

A.  It is a bit ironic that in one breath Mr. Potter will dismiss the Gas Market Monitor as 91 

comparing “apples-to-oranges” and in the next provide USESC’s own Gas Market 92 

Monitor-type analysis to defend USESC’s product. (Potter at 23)  The assertion by Mr. 93 

Potter that [BEGIN CONFIDENTIAL] XX [BEGIN CONFIDENTIAL] customers 94 

saved on contracts signed in 2004 and expired in 2008 is statistically insignificant 95 

compared to the total number of customers USESC has had since that time or even the 96 

[BEGIN CONFIDENTIAL] XXXX [BEGIN CONFIDENTIAL] customers USESC 97 
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now claims it has.  Furthermore, the Gas Market Monitor shows that, of the 312 contract 98 

offerings made by USESC since the time period referenced by Potter, 308 are currently 99 

costing consumers more than they would have paid to the utility.  Although we do not 100 

know what the market price of natural gas will be in a year, or two or three years, it is 101 

currently under $.70/therm on the NYMEX futures market until November of 2010, 102 

according to the Current Session Expanded Table at nymex.com, referenced on January 103 

28, 2009.  Thus, the losses being experienced by consumers currently purchasing USESC 104 

products stand to grow in the next year, considering all of USESC’s 5-year product 105 

offerings have been priced at least above $1.00 since October, 2005.    106 

Q.  DO CUSTOMER EXPERIENCES IN ONTARIO, REFERENCED BY MR. 107 
POTTER ON PAGE 24, HAVE ANY BEARING HERE? 108 

A.  No they do not.  Ontario is a completely different market than Chicago.  Again, it is 109 

ironic that Mr. Potter uses the same type of analysis for which he criticizes CUB’s Gas 110 

Market Monitor in order to defend the products that supposedly saved customers money 111 

in Ontario, and after criticizing any comparison of fixed vs. variable prices as an “apples-112 

to-oranges” comparison.  (Potter at 23) 113 

Q.  DO YOU BELIEVE STATEMENTS MADE BY A CUB-SPONSORED WITNESS 114 
IN DOCKET NO. 05-0519 REGARDING AN ELECTRIC UTILITY HEDGING 115 
STRATEGY, REFERENCED BY MR. POTTER ON PAGE 24, HAVE ANY 116 
RELEVANCE TO THIS DOCKET? 117 

A.  No.  Hedges made by regulated utility companies on behalf of all consumers are much 118 

different than individuals, who lack information, purchasing a hedge for their family’s 119 

natural gas supply.  Unlike residential and small business consumers, utilities have 120 

experienced financial professionals with the knowledge and information necessary to 121 

develop sophisticated procurement strategies, including various forms of hedging.  122 
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Furthermore, a utility’s natural gas supply portfolio is diverse and reflects a number of 123 

purchases and contract types.  I am not aware of any utility natural gas supply portfolio in 124 

which 100% of the portfolio consists of long term fixed rate contracts.  Rather, the 125 

utility’s portfolio reflects an attempt to ameliorate the impact of any one type of contract 126 

type.  As a result, utility gas supply portfolios are dramatically different from the 127 

portfolio that USESC seeks to sell to residential customers.  The product that USESC 128 

markets to individual residential customers reflects a much higher degree of risk that no 129 

professional utility portfolio manager would tolerate.  There is simply no reasonable 130 

comparison between a utility’s energy procurement practices, which are reviewed by 131 

regulators and subject to standards under state law, and consumers being sold a 4- or 5-132 

year fixed priced product at their door.  133 

Q.  PLEASE DESCRIBE CUB EXHIBITS 8.1 AND 8.2. 134 

A.  CUB Exhibits 8.1 and 8.2 are maps of the City of Chicago which detail where USESC 135 

Regional Distributors instructed USESC sales agents to market and sell USESC products.  136 

Q.  WHERE DOES THE DATA USED TO MAKE THESE MAPS COME FROM? 137 

A.  The data comes from USESC’s data response to CUB 4.05 and 4.06, which requested 138 

information relating to USESC’s communications with the utilities regarding where its 139 

independent contractors will market before the marketing occurs.  CUB requested this 140 

information in September 2008, in data requests 4.05 and 4.06.  The Company initially 141 

objected and did not respond, but was later directed to provide the information in an ALJ 142 

Order granting CUB’s motion to compel.  On December 23, 2008, CUB received what 143 

the Company marked as Exhibit 4.05, which consists of emails sent by USESC to utility 144 

companies detailing where USESC sales agents would be selling USESC products for the 145 

following week.  The data consists of approximately 40 emails from February 2007 to 146 
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December 2008.  From the emails finally provided to CUB, it is clear that not only does 147 

USESC know where its sales agents are marketing ahead of time, it has a practice of 148 

providing detailed zip code and town information to utilities for the weeks it plans to 149 

market in those areas. 150 

Q.  WHY DO YOU ONLY REPRESENT CHICAGO ZIP CODES AND NOT 151 
SUBURBAN ZIP CODES? 152 

A.  The emails included zip codes for neighborhoods in Chicago, but only listed the name of 153 

the city or town for suburban areas, with the majority of these referencing no zip code.  154 

This presents a problem in plotting the data for suburban areas where, for example, 155 

towns, such as Aurora, have multiple zip codes.  Since it was not possible to discern 156 

which zip codes in Aurora were targeted by USESC from the emails, I have chosen to 157 

focus solely on Chicago, as the data set is more complete. 158 

Q.  WHAT DEMOGRAPHIC CHARACTERISTICS DO THE NEIGHBORHOODS 159 
WITH MORE THAN 30 DIRECTIVES TO SELL POSSESS?  160 

A.  There are 13 zip codes that where targeted by USESC’s sales agents more than 30 times, 161 

and more than any other zip codes in Chicago, from February 2007 until December of 162 

2008.  These zip codes are found on the map marked CUB Exhibit 8.2.  Of the 13 most 163 

targeted zip codes, nine have a majority of African Americans living within them, two 164 

have Hispanic majorities, and two are what I would call diverse with no one racial or 165 

ethnic group dominating demographically.   166 

Q.  PLEASE DESCRIBE CUB EXHIBIT 8.3. 167 

A.  CUB Exhibit 8.3 is a chart which shows the 10 poorest and the 10 richest zip codes in 168 

Chicago.  The chart also shows the number of USESC marketing efforts within those zip 169 

codes.  There are 262 more marketing efforts in the poorest ten zip codes compared to the 170 

richest ten zip codes.  171 
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Q.  WHAT DOES THIS TELL YOU ABOUT USESC SALES TACTICS AND 172 
METHODS? 173 

A.  As the maps and chart make clear, USESC’s marketing efforts predominantly targeted 174 

the south and west sides of Chicago, which consists largely of low income, minority 175 

communities.  176 

Q.   WHAT DO YOU MAKE OF USESC WITNESS MR. NICHOLSON’S 177 
ASSERTION IN DIRECT TESTIMONY (NICHOLSON AT 10) THAT THE 178 
COMPANY’S MARKETING EFFORTS ARE DICTATED LARGELY BY THE 179 
AREAS IN WHICH SALES AGENTS LIVE? 180 

A.  Mr. Nicholson’s assertion should be given very little weight in light of the conflicting 181 

information the company has provided to this point.  For example, Mr. Hames, one of the 182 

USESC’s Regional Distributors who also submitted Direct Testimony on the Company’s 183 

behalf, stated that he does not direct where sales agents will market ahead of time.  184 

However, in later discovery responses, the Company explained that Regional Distributors 185 

provide the corporate office in Ontario with a list detailing future marketing locations.  186 

While it is possible that the Canadian corporate office is not aware of the demographic 187 

profile of the Chicago area, the Regional Distributors who organize where sales agents 188 

market are the Company’s local representatives and live in the area.  Furthermore, the 189 

fact that 69% of contracts signed since 2004 did not become effective because they were 190 

rejected for credit concerns, should have set off alarm bells in the Ontario office that the 191 

Regional Distributors were targeting low income areas to sell USESC’s products. 192 

(Company’s response to staff data request CSD 5.24). Regardless, Mr. Potter’s attempts 193 

to explain away CUB’s analysis should be rejected.  194 

Q.  FROM WHERE DOES YOUR DATA COME? 195 

A.  My data comes from the 2000 Census.  196 
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Q.  DOES THIS CONCLUDE YOUR TESTIMONY? 197 

A.  Yes, it does.  198 


