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I. INTRODUCTION1

Q. Please state your name and business address.2

A. Kevin J. Lawless, 5809 Grove St., Edina, Minnesota 55436.3

Q. By whom and in what position are you employed?4

A. I am the Energy Efficiency Practice Leader at Bass & Company Management 5

Consultants, a CSC Company (“Bass”).  Nicor Gas Company (“Nicor Gas” or the 6

“Company”) hired Bass to assist in development of its energy efficiency plan (“EEP”) 7

and related operating processes.  8

II. PURPOSE OF TESTIMONY & SUMMARY OF CONCLUSIONS9

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

A. There are four primary purposes of my testimony.  First, I will describe the Market 11

Potential Study that was performed on behalf of Nicor Gas.  Second, I will address the 12

overall prudence of Nicor Gas’ proposed EEP.  Third, I will review the cost-effectiveness 13

of the EEP and the programs within the portfolio.  Fourth, I will review Nicor Gas’ 14

evaluation plans.15

Q. Would you please summarize your conclusions?16

A. The Commission should approve Nicor Gas’ proposed EEP.  The Company has taken a 17

prudent and thoughtful approach to the development of its initial three-year EEP.  This 18

approach is shown in their willingness to take the necessary steps to lay the foundation 19

not only for the first EEP but for future plans as well.  Execution of this plan will place 20

Nicor Gas very close to the top of all other natural gas utility energy efficiency plans in 21
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the country in terms of size, and the cost-effectiveness and overall scope of the plan 22

compares favorably as well.23

III. BACKGROUND AND EXPERIENCE24

Q. What are your duties in your position as Energy Efficiency Practice Lead at Bass?25

A. Bass is focused on consulting to electric, gas and water utilities.  I have responsibility for26

(i) developing and executing consulting engagements related to Energy Efficiency and 27

Demand Response, (ii) leading and managing the employees engaged in this practice for 28

Bass, (iii) providing energy efficiency strategic advisory services to utility management 29

and executive teams, and (iv) driving the overall strategic direction for the Energy 30

Efficiency practice.31

Q. Please summarize your educational background and experience.32

A. I hold a Bachelor of Science degree in Economics from the University of Minnesota and 33

a Masters of Business Administration from the University of St. Thomas in St. Paul, 34

Minnesota.  I have worked for utilities either as an employee or a consultant for 30 years.  35

My initial utility experience was with Northern States Power in Minneapolis, where I 36

started as a Programmer Analyst supporting financial systems.  I held a variety of 37

positions in Information Systems, Energy Forecasting, Corporate Strategy, and Electric 38

Marketing.  For approximately 12 years, I held a number of leadership positions in 39

demand-side management including Director of the department.  I led the development 40

and execution of energy efficiency plans, testified in a variety of regulatory proceedings, 41

and worked closely with stakeholder groups in several states negotiating agreements on 42

plans, financial incentives for the utility, and rate case outcomes.  When Northern States 43
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Power became part of Xcel Energy, I was responsible for energy efficiency and demand 44

response programs across 11 states.  I left the utility company after 25 years and joined 45

Alliance Data Systems (“ADS”) where I managed a large utility outsourcing contract for 46

ADS in the Texas retail electric retail market.  Since I joined Bass & Company 47

Management Consultants as their Energy Efficiency Practice Lead three years ago, I have 48

provided strategic advisory services and led our consulting teams on engagements with a 49

variety of gas and electric utilities across the United States.  50

Q. How is Bass helping Nicor Gas with its Energy Efficiency Plan?51

A. Bass is providing Nicor Gas with a range of services related to the development and 52

future implementation of its proposed EEP.  A best practice in Energy Efficiency is to 53

establish a current baseline and status of energy efficiency within a utility’s service 54

territory.  Bass has put this foundational building block in place for Nicor Gas by 55

performing a Market Potential Study earlier this year.  Bass is also helping to develop the 56

overall EEP, including program design, communications plans, and evaluation strategy.  57

In addition, Bass assisted in the development of a business model for how Nicor Gas is 58

going to manage its ongoing energy efficiency effort.  Finally, Bass is assisting Nicor Gas 59

with the development of operational processes and determination of the infrastructure to 60

support Nicor Gas’ Energy Efficiency department. 61

Q. Have you previously testified before the Illinois Commerce Commission (the 62

“Commission”)?63

A. No.  However, I have testified in a variety of regulatory proceedings in other states 64

including rate cases, energy efficiency plans, shareholder incentive plans, and demand 65

response rates.  66
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IV. ITEMIZED ATTACHMENTS67

Q. Are there any exhibits to your testimony?68

A. Yes, I am sponsoring, and have attached hereto, several exhibits: 69

 Nicor Gas Ex. 2.1, Nicor Gas Market Potential Study Report70

 Nicor Gas Ex. 2.2, Summary of Energy Efficiency Plans - Selected U.S. Natural 71
Gas Utilities72

 Nicor Gas Ex. 2.3, Nicor Gas – Benefit Cost Analysis Summary73

V. NICOR GAS’ MARKET POTENTIAL STUDY74

Q. What is a Market Potential Study (“MPS)”?75

A. A MPS analyzes the current state of how energy is used in a geographic area and the 76

efficiency of that energy use.  In this case, the geographic area is the Nicor Gas service 77

territory.  The MPS helps quantify the state of the market in terms of age and type of 78

building stock, appliance saturations and their efficiency levels, and the types of energy 79

efficiency measures that can help a utility meet its energy efficiency goals.  There are 80

three types of energy savings potentials developed in an MPS.  Technical energy savings 81

potential is the application of all feasible energy savings measures across the entire 82

customer base.  This is the broadest level of energy savings potential.  Economic 83

potential refines technical potential based on an application of benefit-cost criteria.  For 84

this study a modified total resource cost test (“TRC”) was used to assess benefit-cost of 85

energy savings measures (defined later in this testimony).  Achievable potential further 86

narrows the target market for energy efficiency by applying market barriers like customer 87

awareness of measures and product availability of the measures in the market.  88

Achievable potential represents the energy savings potential that is capable of being 89
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captured by a set of utility programs that provide customer education and incentives over 90

a period of time.  The MPS process helped determine these different levels of energy 91

savings potential in the Nicor Gas service territory.  92

Q. How was the Nicor Gas MPS performed?  93

A The study was comprised of four steps: (1) evaluate available gas savings measures for 94

the Company’s service territory; (2) a market survey of customers and potential trade 95

allies; (3) development of a modeling process to identify energy savings potentials; and 96

(4) a screening process to refine the technical potentials developed in part three by 97

applying economic and market criteria.  The study created the three levels of energy 98

savings potential discussed above.  99

Q. Would you please describe the first step of the MPS?100

A. The first step of the MPS was to research available gas energy savings measures.  This 101

effort was designed to assess all available gas savings measures and identify which 102

measures apply to the types of homes and businesses located in the Nicor Gas service 103

territory.  The energy savings of each measure and other characteristics, like load shape, 104

were identified in this step.  In the analysis, we identified approximately 200 measures 105

that could apply to the Nicor Gas service territory.  See Nicor Gas Ex. 2.1.  106

Q. Would you discuss the second step of the MPS?107

A. The second step of the MPS process was to perform a market survey of Nicor Gas 108

customers and potential trade allies.  Integrative Growth, a sustainability focused market 109

research firm with significant experience in energy efficiency, developed the survey 110

instruments in conjunction with the Bass team.  The survey was fielded by Harris 111
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Interactive, a nationally respected market research firm.  More than 1,000 residential, 112

commercial, and industrial customers as well as potential trade allies were interviewed 113

during the survey process.  The sample was designed to ensure that the survey results 114

were statistically valid.  The survey provided baseline information about: (1) household 115

demographics; (2) housing characteristics such as age, appliance age and saturation; 116

(3) the potential energy efficiency measures applicable to the building stock in the 117

Company’s territory; and (4) customer engagement in energy efficiency activities.  For 118

trade allies, the survey covered their participation in other utility energy efficiency 119

programs, their knowledge of energy efficiency, and their willingness to participate in 120

Nicor Gas programs.  121

Q. Would you please describe the third step of the MPS?122

A. The third step of the MPS was the development of a modeling process to better assess the 123

energy savings measures relative to the Company’s housing and building stock.  For the 124

residential sector, this consisted of selecting a group of prototypical building types, 125

setting their baseline energy use, and then modeling the application of logical energy 126

savings measures to each prototypical building.  For commercial and industrial 127

customers, energy usage indices were developed on a square footage basis by building 128

type, and then applied to the broader building population by building type.  The output of 129

this step is a set of technical energy savings potentials for the Nicor Gas service territory.130

Q. Finally, would you describe the fourth step of the MPS?  131

A. The fourth step of the study applied a set of criteria to the technical potential measures to 132

gain a market-based assessment of the potential for energy efficiency in the Nicor Gas 133

service territory.  Benefit-cost criteria were applied to the technical potentials to screen 134
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for measures that are economically feasible.  In the case of the Nicor Gas study, a 135

modified Total Resource Cost test (“TRC”) was used.  The new set of cost-effective 136

energy savings potentials is known as the economic potential.  Then the economic 137

potential is screened for what would be achievable based on a utility run program over a 138

period of time with relatively aggressive incentives and customer education to drive 139

customer participation in energy efficiency programs. 140

Q. What are the results of the study?  141

A. The primary results of the study are the technical, economic and achievable market 142

potentials for the Nicor Gas service territory.  For Nicor Gas’ service territory the market 143

potentials by customer sector are shown in Table 1 below:144

Table 1: Nicor Gas Market Potentials (millions of therms)145

Residential Commercial Industrial Total
% of 

Deliveries

Technical 186 201 106 493 11.0%

Economic 107 159 68 334 7.4%

Achievable 91 135 58 284 6.3%

Q. How should Table 1 be interpreted? 146

A. Relative to Nicor Gas’ statutory goals, one should review the achievable energy saving 147

potential and ask two questions.  First, is there sufficient potential to achieve the goals 148

required of Nicor Gas in this first EEP?  Table 1 indicates that an achievable market 149

potential of 6.3% of Nicor Gas deliveries exists, which is significantly larger than the 150

statutory three year goal of 1.2%, which is embedded in Section 8-104 of the Act.  The 151

second question to address is whether all customer groups have opportunities to 152
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participate in Nicor Gas energy efficiency programs.  The results indicate that there are 153

many opportunities for all of the major customer sectors to participate in, but that the 154

potentials may not be evenly divided between the market sectors, as will be discussed 155

below.156

Q. What are the primary conclusions you have drawn from the results of the MPS? 157

A. There are four key conclusions of the study:158

 There is sufficient market potential for the Company’s proposed EEP to meet the 159

statutorily required goals.  The study identifies achievable energy savings 160

potential equivalent to 6.3% of current Nicor Gas deliveries.  This is well in 161

excess of the 1.2% minimum requirement for the three year plan. 162

 The majority of the achievable market potential is related to retrofitting homes 163

and buildings, replacing appliance, improving commercial and industrial heating 164

systems, and upgrading industrial processes and not in new construction, given 165

the current state of the economy. 166

 Over 60% of the residential achievable potential is in home weatherization and 167

building shell improvements rather than furnace and appliance upgrades.  While 168

furnace and appliance upgrades will be an important component of energy 169

efficiency programs, the focus over time will need to be on weatherization and 170

building shell measures. 171

 70% of the achievable market potential in the Nicor Gas service territory is in the 172

commercial and industrial sector.  173
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Q. What are the implications of these conclusions?  174

A. An important implication is the need to make a shift in emphasis from the current Nicor 175

Gas Rider 29 focus.  While the current programs of Rider 29 will be initially leveraged in 176

the Nicor Gas EEP, future expansion will emphasize new markets.  These shifts include:177

 Moving the overall residential focus of the Rider 29 portfolio towards the 178

commercial and industrial sector.  Residential customer programs will continue to 179

grow in absolute terms as the Nicor Gas goals expand, but commercial and 180

industrial programs will need to play a much larger role.  The Nicor Gas EEP 181

implements part of this shift during the three years of the plan.182

 While continuing to have strong furnace and appliance replacement prescriptive 183

incentive programs, Nicor Gas will need to place much more attention on 184

weatherization and building shell improvements in the coming years.  Nicor Gas 185

has included in its Emerging Technologies and Innovation budget, demonstration 186

projects addressing this issue, including the Single and Multi-Family Deep 187

Retrofit, Heating System Tune-Up, Highly Insulating Window Retrofit, and 188

Monitoring Based Commissioning projects.  These demonstration projects, if 189

successful, will grow into full scale programs in the future.  In addition there is 190

significant collaboration built into the Nicor Gas plan with ComEd that will 191

leverage gas and electric efficiency funding and develop the full home emphasis 192

needed in the future. 193

 The types of programs that will be needed to harvest the market potential 194

(weatherization, building shell, and business programs) are more difficult to put in 195

place and require more infrastructure internally and externally before they can be 196
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successful in the market.  This infrastructure requires the investment of time and 197

resources to develop personnel, marketing approaches and trade ally networks in 198

order to be successful.  Traditional prescriptive rebate programs are typically 199

relatively easy to launch and expand, but Nicor Gas will be challenged to develop 200

the types of programs that the MPS indicates the Company will need.  Nicor Gas 201

invests in the development of trade allies, systems, and marketing efforts 202

necessary for building this infrastructure. 203

 Nicor Gas will need to build stronger relationships with its business customers 204

with a focus on energy efficiency opportunities. 205

Q. Is there other pertinent information from the MPS?206

A. Yes.  There is a wide variety of information about Nicor Gas customers, their energy 207

usage, their housing and building stock, appliance saturations and other information 208

contained in the report.  The full MPS report is attached as Nicor Gas Ex. 2.1.209

VI. REASONABLENESS OF THE NICOR GAS EEP210

Q. How do you assess the reasonableness of the Nicor Gas EEP? 211

A. There are four criteria which I assessed when evaluating the reasonableness of the 212

Company’s proposed EEP.  One criterion is the cost-effectiveness of the overall plan, 213

which I will address in Section VI of this testimony.  The other three areas are:214

 Magnitude of goals,215
 Cost per therm, and 216
 Scope of program portfolio.  217

As part of this analysis, I assessed the Nicor Gas EEP relative to a selected group of 218

natural gas utility energy efficiency plans across the United States. 219
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Q. Please describe the selected utilities group.  220

A. The selected group of utilities is shown in attached Nicor Gas Ex.  2.2.  Nine utilities and 221

Nicor Gas are included in this sample of large natural gas utilities across the United 222

States.  All of the utilities manage large energy efficiency portfolios.  These utilities are 223

in the top 15 largest natural gas distribution utilities in the country.  They operate in some 224

of the more aggressive and active states in terms of energy efficiency.  As such, they 225

represent the type of energy efficiency effort which Illinois legislation aspires to build 226

based on the goals envisioned in Section 8-104 of the Act.227

Q. Would you please describe your analysis and conclusions concerning the magnitude 228

of the EEP goal?  229

A. Statistics for the peer group of utilities are shown in Nicor Gas Ex. 2.2.  Comparable 230

Nicor Gas statistics for each year of the EEP are shown as well.  On an absolute basis 231

Nicor Gas is comparable to most of the group based on the goals for the first two years of 232

the EEP.  By the 3rd year though, the Nicor Gas goal is the 2nd largest in absolute 233

magnitude.  The only exception is Southern California Gas, whose customer base is 234

approximately 2.5 times as large as Nicor Gas.  This suggests that the goal for Nicor Gas 235

within the EEP is quite aggressive, especially considering the speed with which the goal 236

increases from year to year.  From an operational standpoint, most of the other utilities in 237

the peer group have been in the energy efficiency business for some years, thus giving 238

them a head start at building their market presence, organization, and infrastructure 239

necessary to achieve goals of this magnitude. 240

Q. How does the EEP compare to the selected group of utilities on the cost-effectiveness 241

basis?242
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A. Based on a comparison of TRC test results, the Company’s plan compares favorably.  243

The TRC improves for the Nicor Gas EEP over the three years of the plan.  In addition, in 244

all three years, only the Xcel Energy (MN) plan has a more favorable TRC test result, as 245

shown in Nicor Gas Ex. 2.2.  I conclude that the Nicor Gas EEP shows a strong cost-246

effectiveness level relative to other utility plans.  247

Q. How does the EEP compare to the selected group of utilities on the cost per therm 248

metric?  249

A. I have compared the EEP cost per therm to the selected group of utilities.  The average 250

cost per one-year therm saved for the Nicor Gas EEP shows a decline of approximately 251

10% over the three years of the plan, from $2.86 per therm to $2.59 per therm, consistent 252

with the shift to less expensive commercial and industrial programs.  The Nicor Gas costs 253

are basically mid-range of the selected group.  Five utilities have a higher cost per therm 254

and four have lower cost per therm.  Some of the differences can be explained by strategy 255

or market maturity differences.  For instance, Southern California Gas and Xcel Energy 256

(MN) achievements are based on large percentages of their savings from business 257

customer focused programs.  In the case of the Southern California Gas, this percentage 258

has typically been in the 80-90% of total portfolio savings.  Since commercial and 259

industrial programs are inherently less expensive on a per therm basis, I would expect 260

that Nicor Gas costs would be higher than utilities like Southern California Gas due to 261

more of a focus on residential customer programs.  On a plan basis though, the Nicor Gas 262

EEP is lower cost than Southern California Gas.  Other differences can be discerned 263

based on the “deep” savings strategies in California and Massachusetts, where the 264

utilities have been very active for many years; recent state strategy supports the pursuit of 265
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all cost-effective savings and in some cases paying 100% of the customer’s incremental 266

cost of the energy savings measure.  In these states the utilities are also protected from 267

revenue and profit margin erosion due to energy efficiency based on alternative rate 268

mechanisms.  I conclude that the Nicor Gas EEP reflects an appropriate cost structure for 269

the Company’s strategy in its initial EEP.270

Q. Would you please describe your analysis and conclusions regarding the EEP scope?  271

A. When assessing the scope of EEPs, there are two dimensions to review:  Coverage or 272

Options.  The first dimension addresses the spread of customer participation opportunities 273

across customer classes.  Do all major customer groups effectively have an opportunity to 274

participate in the Company’s EEP?  Nicor Gas is proposing a set of Company-managed 275

programs for residential single and multi-family customers, small commercial customers, 276

and business customers of all sizes and industries.  Providing a program that addresses 277

the needs of small commercial customers is a very positive sign of coverage, because 278

historically for many utilities this has been one of the hardest to address customer 279

segments.  In addition, the DCEO programs are supporting low income and government 280

customers.  The Options dimension assesses whether the plan provides a set of 281

alternatives within each customer sector.  In essence, do all customers have the 282

opportunity to participate in multiple programs offered by Nicor Gas?  In assessing the 283

Nicor Gas EEP, there are a variety of options for customers in the Company’s service 284

territory.  The EEP has 13 programs spread across the Company-managed portion of the 285

portfolio and another 9 programs operated by DCEO.  The Company-managed portion of 286

the portfolio includes six residential programs and seven programs for commercial and 287

industrial customers.  It appears that all major natural gas end-uses are covered as well 288
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between prescriptive programs, weatherization programs, energy audits, and custom 289

programs.  I conclude that the Company has both a reasonable coverage of all customer 290

classes and provides a variety of options within customer classes.291

Q. What are your overall conclusions regarding the reasonableness of the Nicor Gas 292

proposed EEP?  293

A. The Nicor Gas proposed EEP compares very favorably when assessed relative to 294

objective criteria like cost-effectiveness and also when compared to a peer group of 295

natural gas utilities.  It is a reasonable plan with declining per unit costs over the three 296

years, solid cost-effectiveness with an aggressive but measured approach ramping up to 297

meet goals of Section 8-104 of the Act.  The EEP also provides opportunities for all 298

customers to participate in a variety of ways.  The Commission should approve the plan, 299

as it meets the overall policy objectives and requirements of Section 8-104 of the Act, 300

and it also compares favorably with the selected group of natural gas utilities and is cost-301

effective.  302

VII. COST-EFFECTIVENESS OF THE NICOR GAS EEP303

Q. What is the criterion for evaluating the cost-effectiveness of energy efficiency in 304

Illinois?305

A. Based on Section 8-104 (f)(5) of the Act, it is my understanding that the TRC test should 306

be used to evaluate utility program portfolios of energy savings measures.  Nicor Gas has 307

used this test as the primary benefit-cost criterion for assessing the value of the programs 308

within the EEP.309
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Q. Please explain the TRC test and what it measures.  310

A. The TRC test measures the benefits and costs of an energy efficiency portfolio program, 311

or measure as an energy resource option based on the total cost of the measure to the 312

utility’s service territory, including both participant and utility costs relative to the 313

benefits, which typically are the avoided cost of supplying future energy.  Essentially, the 314

TRC test balances the upfront investments that utilities make in programs and the costs of 315

participants to install energy savings measures with the long-term impacts of reduced 316

energy usage from the a broader economic perspective, rather than the perspective of 317

either the utility or the participant alone.318

Q. Please explain the costs included in the TRC test.  319

A. Costs included in the TRC test are those incurred by the participants to purchase, install 320

and maintain the more efficient equipment.  Utility costs included are all utility costs to 321

market and administer the efficiency programs as expressed by the program budgets in 322

the EEP.  Any direct installation costs incurred by the utility are also included.  Customer 323

incentives which are considered transfer costs between the utility and the participants are 324

included as both a cost to the utility and a benefit to the customer in the TRC.  That is, an 325

incentive increases the utility’s cost while it decreases the participant’s cost by the same 326

amount, with a net effect of zero. 327

Q. Describe the benefits used in the TRC test. 328

A. The primary benefits are costs avoided related to the energy that is not needed as the 329

result of the savings generated measures installed by customers.  In the case of gas 330

utilities it is generally the reduced cost of purchased gas over the lifetime of the measures 331
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installed.  For the customers, the primary benefit is the reduction in their bills that results 332

from the reduced energy use.  The TRC in Illinois is very similar to what is known as the 333

societal test, as Section 8-104 of the Act provides for the incorporation of the avoided 334

environmental costs of energy production.  The development of the avoided 335

environmental cost factor used in the Nicor Gas EEP is described in Section 5.2 of the 336

EEP (Nicor Gas Ex. 1.1) and includes avoided costs for reduced CO2 and NOx337

production. 338

Q. Describe how the cost of natural gas was derived for the benefit-cost analysis.339

A. A long-range forecast of the cost of natural gas is necessary for the benefit-cost analysis.  340

For the EEP analysis, the cost of natural gas is comprised of a number of factors with the 341

primary factor being the forecast of natural gas prices at Henry Hub as of April 2010.  342

This represents the wholesale cost of gas without delivery charges and taxes.  The 343

citygate price in Chicago, a transportation pipeline charge, Nicor Gas’ distribution cost 344

and state tax were added to the wholesale price.  The prices were forecasted into the 345

future as shown in Section 5.2.2.1 of the plan (Nicor Gas Ex. 1.1).346

Q. Describe the process of developing the information necessary to assess energy 347

savings measures with the TRC test.  348

A. There has been a significant review process for the assumptions of the energy savings 349

measures included in Company’s proposed EEP.  The primary source of information for 350

the energy savings measures is contained in the MPS report (Nicor Gas Ex. 2.1) 351

discussed earlier in this testimony.  The MPS developed measure data specifically for 352

Nicor Gas’ service territory.  During the EEP development process though, the 353

information and assumptions for individual energy savings measures were checked 354
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against a variety of other resources.  The first review source was the assumptions for the 355

Rider 29 programs developed without the assistance of a service territory specific 356

potentials study.  The second review source was part of the collaborative process with 357

other Illinois utilities, particularly Commonwealth Edison Company (“ComEd”), The 358

Peoples Gas Light and Coke Company (‘Peoples Gas”) and North Shore Gas Company 359

(“North Shore”), during which the Company’s assumptions were cross-checked with the 360

assumptions in the other utility plans.  This was especially important as a check across 361

the cooperative and joint programs to ensure that TRC results were relatively consistent 362

across utilities.  The third review was against a set of other data from other northern 363

climate gas utility programs as a final check on our assumptions, for instance a multi-gas 364

utility study for Minnesota.  The volume and level of changes from the baseline MPS 365

through all three review sources was small, but this review process provides significant 366

assurance that the base assumptions for energy savings measures in this plan are as 367

accurate as is possible given our current understanding of the market.368

Q. Would you describe the net-to-gross ratios in Nicor Gas Ex. 2.3?369

A. Net-to-gross ratios are used to adjust the energy savings of utility energy efficiency 370

programs or measures to correctly reflect the impact of underlying market trends.  The 371

intent is to only credit utilities with savings that are the result of their programs.  For 372

instance, a customer applies for a rebate through an energy efficiency program.  If the 373

customer only heard about the utility program after they had already installed the energy 374

efficiency measure, they would be a free-rider and should not be counted in the utility 375

program results.  In practice, determining appropriate net-to-gross ratios is a difficult art 376

and impact evaluations are used to estimate them.  Other impacts can occur like free 377
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drivers (participants who do not request a rebate) and spillover (other energy savings 378

occurs due to a program beyond what is counted).  The impacts of all of these factors are 379

rolled into the net-to-gross ratio to adjust program savings.  In the case of the net-to-gross 380

ratios shown in Nicor Gas Ex. 2.3 and used in the Nicor Gas EEP benefit-cost analysis, 381

the Company has used information from a variety of sources to develop the net-to-gross 382

ratios.  383

Q. How were the net-to-gross ratios developed?  384

A. The net-to-gross ratios were developed from a variety of sources.  The primary source 385

was the baselines established in the MPS.  The current market saturation and penetration 386

rates from the study were used to estimate free-ridership.  In addition, program evaluation 387

studies from other utility programs were compared to the MPS result.  Adjustments were 388

made where appropriate.  The Company wanted the net-to-gross ratios to be based on 389

prior studies wherever possible.  During the program evaluation process, it is highly 390

likely that the Company and other parties will learn considerably more about the state of 391

the Company’s service territory. 392

Q. What tool is used for calculating the cost-effectiveness of energy efficiency 393

programs?  394

A. Several software packages are used to calculate the cost-effectiveness of energy 395

efficiency programs across the industry.  For Nicor Gas, the most recent release of the E3 396

Calculator was used, the Energy Efficiency Reporting Tool.  Predecessor versions of the 397

E3 Calculator are used by all utilities in California and by utilities in a variety of other 398

jurisdictions as well.  The Energy Efficiency Reporting Tool was used to calculate cost-399

effectiveness based on assumptions about program costs, natural gas prices, the 400
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characteristics of the energy savings measures, discount rates and other assumptions.  The 401

underlying analytics of the model are consistent with the California Standard Practice 402

Manual: Economic Analysis of Demand-Side Programs and Projects, California Public 403

Utilities Commission (2001), which is the standard used across the utility industry for the 404

benefit-cost analysis of energy efficiency programs.  The model was configured for use in 405

Illinois and is also being utilized by DCEO in the evaluation of their programs.  Nicor 406

Gas has shared input data and assumptions with DCEO to increase the level of 407

consistency of the cost-benefit analysis across the two organizations’ activity. 408

Q. Does the Nicor Gas EEP meet the TRC test requirement?409

A. Yes.  Nicor Gas Ex. 2.3 summarizes the benefit-cost analysis for the EEP.  For the three 410

years of the EEP the TRC test at the overall portfolio level is 2.2, 2.7, and 2.9 for plan 411

years 1, 2, and 3, respectively.  These benefit-cost ratios are all significantly greater than 412

the minimum standard of 1.0.  In addition, these ratios are very positive relative to the 413

energy efficiency plans of other utilities as shown in Nicor Gas Ex. 2.2.414

Q. Do the individual programs in the Nicor Gas EEP pass the TRC test?415

A. Yes.  Each program in each year of the plan passes the TRC test.  The program level 416

results of the cost-benefit analysis are summarized in Nicor Gas Ex. 2.3.  Individual 417

program benefit cost results using the TRC test range from 1.0 to 8.2.  The cost-418

effectiveness for each program improves over the three year period as initial marketing 419

and infrastructure costs decrease on a therm saved basis and overall participation levels 420

increase.421
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Q. Do all the individual measures in the Nicor Gas plan pass the TRC test?422

A. No.  There is one measure that does not pass the TRC test, the Furnace Tune-Up in the 423

Small Business Direct Install program, which has a TRC of 0.8.  Nicor Gas believes that 424

this measure will effectively assist small business customers to save energy as an 425

attractor to the program as it is easily provided as part of the package of measures offered 426

as a total program.  While this individual measure does not pass the TRC test, the overall 427

program passes easily and the Company believes the measure should be included in the 428

program.  Past precedent in Illinois electric utility proceedings has shown that the 429

Commission seeks to have the overall portfolio or the individual programs pass the TRC.  430

At the measure level though, for some programs the inclusion of the less cost-effective 431

measures can increase participant benefits.  In the case of this measure, the Company has 432

taken a conservative approach to the lifetime of the measure (2 years). If a less 433

conservative but still defensible approach was taken (3 years for instance) the measure 434

would be cost-effective.  I believe the Commission should approve the Small Business 435

Direct Install program as proposed.436

VIII. EVALUATION PLAN437

Q. Does the Company’s proposed EEP include a plan for evaluation of the portfolio?  438

A. Yes.  Chapter 7 of the proposed plan describes the evaluation plan.  The plan is intended 439

to meet the all requirements of Section 8-104 (f)(8) of the Act related to annual reviews 440

and triennial evaluation of the portfolio.  The evaluation plan is designed to be a flexible 441

tool to help Nicor Gas manage its programs on a going forward basis and to provide 442

regulators with transparency into the EEP results.  The evaluation plan includes both 443

process and impact evaluations.  444
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The process evaluations are intended to address issues around customer 445

enrollment, incentive processing, and measure implementation activities.  While there are 446

specific process evaluations identified in Table 18 of the EEP (Nicor Gas Ex. 1.1), the 447

intent is to monitor program processes on a regular ongoing basis, while performing more 448

detailed process evaluations to more thoroughly assess large programs on a timely basis.  449

Impact evaluations are intended to assess the efficacy of the energy savings 450

assumptions of the measures in a program or portfolio.  These will be more expensive 451

evaluations and will focus on assessing assumptions like lifetimes, net-to-gross ratios and 452

baseline energy use.  The overall intent is to rotate impact evaluations across programs 453

and across the years so there is a fairly regular assessment of impacts, but not every 454

program will be formally evaluated every year.  In this way the Company can manage 455

within the 3% limitation on evaluation within Section 8-104 (f)(8) of the Act.456

Q. As the evaluation process proceeds, how will measure savings estimates be updated?  457

A. Nicor Gas is proposing that savings on a per unit basis be locked in or deemed for the 458

three years of the plan except for custom measures.  The Company is basing its EEP on 459

the best data available at this time.  Section 8-104 (f)(8) states that changes to energy 460

savings should be adjusted as follows: “to the extent practical, for adjustment of measures 461

on a going forward basis as a result of evaluations.”  From a practical scheduling 462

perspective, at the end of Year 1, program evaluations will be initiated for a subset of 463

programs.  Those program impact evaluations will not likely be available before the end 464

of 2012 as they will require 6 or more months to complete.  Within months after that, 465

Nicor Gas will need to start development of its next three year plan which is due 466

October 1, 2013.  The Company intends to adjust savings estimates based on the Year 1 467
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program evaluations.  It is also reasonable to expect that the Year 2 evaluations would be 468

available prior to the Commission making a decision on the 2nd triennial EEP.  Therefore, 469

the results of those evaluations could be used to adjust the 2nd triennial EEP assumptions, 470

although it would necessitate adjusting parts of that plan during the approval process.  In 471

addition, the Company will update assumptions based on external information from other 472

research, evaluations from other utilities, and any other high quality information available 473

at the time the new EEP is developed. 474

Q. Summarize Nicor Gas’s recommendation on changing measure savings estimates 475

from evaluation results.  476

A. Nicor Gas is using the best available information to develop its current EEP.  The 477

Company intends to use the best available information to develop its next EEP due 478

October 1, 2013.  Measurement of EEP results should be based on the approved 479

assumptions included in the original plan.  480

IX. CONCLUSION481

Q. Does this conclude your direct testimony?482

A. Yes.483




