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I. Witness Identification 1 

Q. Please state your name, job title and business address. 2 

A. My name is David Brightwell.  I am an Economic Analyst in the Policy Program of 3 

the Energy Division of the Illinois Commerce Commission (“Commission”).  My 4 

business address is 527 East Capitol Avenue, Springfield, Illinois 62701. 5 

Q. Please describe your education. 6 

A. I received a Ph.D. in economics from Texas A&M University in 2008.  My major 7 

fields of study were industrial organization and labor economics, and my minor field 8 

was econometrics.  I received a bachelor‟s degree in political science in 1992 and a 9 

master‟s degree in applied economics in 2002 from Illinois State University.  10 

Q. Please describe your professional experience. 11 

 I have been employed as an Economic Analyst with the Commission since June 12 

2008.  My work with the Commission has primarily focused on energy efficiency 13 

and Smart Grid related topics.  Prior to joining the Commission Staff (“Staff”), I 14 

attended Texas A&M University (2002-2008).  While attending Texas A&M, I was a 15 

teaching assistant for my dissertation advisor Professor John Moroney for three 16 

academic years and his research assistant in the summer 2003 semester.  As a 17 

research assistant, I performed econometric analysis for the book Energy and 18 

Sustainable Development in Mexico written by John Moroney and Flory Dieck-19 

Assad.  I taught various economics classes from 2004 through 2008.  From 2000-20 

2002, I served as a graduate assistant for David Loomis at Illinois State University.   21 

Q. Have you previously testified before the Commission? 22 
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A. Yes, I have.  23 

II. Introduction 24 

Q. What is the purpose of your testimony? 25 

A. Nicor Gas Company (“Nicor” or “Company”) filed an energy efficiency (“EE”) plan 26 

on September 30, 2010 as required by Section 8-104 (“gas law” or “gas EE law”) of 27 

the Public Utilities Act (“PUA”).  I have reviewed the plan and am responding to the 28 

following elements in Nicor‟s portion of the plan:  29 

 (1) The Company generally proposes to use individual measures that are cost-30 

effective under the Total Resource Cost (“TRC”) test.  Staff believes that this 31 

maximizes the value of energy efficiency savings and recommends the 32 

Commission limit measures to those that are cost-effective.   33 

 (2) The Company acknowledges that the furnace tune up in its Small Business 34 

Direct Install program is not cost effective. (Nicor Ex. 2.0, p. 19)  Given the 35 

circumstances surrounding this measure, which are provided later in my testimony, 36 

Staff does not object to its inclusion in Nicor‟s Plan.   37 

 (3) The Company‟s proposed methodology to determine whether measures are 38 

cost-effective under the TRC test. 39 

 (4) Subsection (f) of the gas EE law lists eight requirements that a gas utility must 40 

meet when filing its plan.  I reviewed the Company‟s plan with respect to five of the 41 

eight.1  In regards to those five, I believe the Company‟s plan is substantially 42 

consistent with the filing requirements.  However, there is an incorrect reference to 43 

                                            
1
 (f)(1) is reviewed by Richard Zuraski (Staff Ex. 2.0).  (f)(7) is reviewed by John Hendrickson (Staff Ex. 
3.0).  (f)(6) is not relevant to Nicor as it lists requirements for a gas utility affiliated with an electric utility. 
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one of these requirements in Mr. Jerazol‟s testimony that I will attempt to correct. 44 

(Nicor Ex. 1.0)  I also make recommendations about the independent evaluators 45 

and the evaluation budgets of subsection (f)(8). 46 

 (5) Nicor witness Malcolm Quick (Nicor Ex. 3.0) testified regarding recovery of fixed 47 

costs that are lost due to the energy efficiency requirements imposed on the 48 

Company.  The Citizen‟s Utility Board and the Office of the Illinois Attorney General 49 

filed a Motion to Strike this testimony, which Staff supported, and the Administrative 50 

Law Judge issued a ruling granting the Motion.  Nicor filed a Petition for 51 

Interlocutory Review of the Administrative Law Judge‟s ruling that is pending before 52 

the Commission.  In the event the Commission reverses the ALJ‟s ruling, I am 53 

addressing the recovery of lost fixed costs.  I recommend that the Commission 54 

reject the Nicor proposal.  Staff witness Burma Jones proposes alternative tariff 55 

language that is consistent with my recommendation (Staff Ex. 4.0). 56 

 (6) The final issues I address relate to the Department of Commerce and Economic 57 

Opportunity‟s (“DCEO”) proposal.  Within that proposal, DCEO witness Jonathan 58 

Feipel presents the “lost opportunities” concept that can lead to suboptimal levels of 59 

energy savings.2  DCEO also proposes a program it calls “Building Energy Code 60 

Compliance” and a proposal to provide incentives for energy efficiency projects at 61 

federal facilities. Neither program offers any incremental savings.  Since the 62 

                                            
2
 Although DCEO is not presently an intervenor in Docket No. 10-0562, Staff understands that DCEO will 
be intervening in this docket.  Staff reviewed DCEO‟s petition and testimony in Docket No. 10-0569 and 
responds to that testimony herein.  
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savings are not incremental, the Commission should not approve ratepayer funding 63 

of these proposals.     64 

III. Nicor’s Plan 65 

Q. Please explain why only measures that pass the Total Resource Cost Test 66 

should be included in a portfolio. 67 

A. Using a measure level TRC test allows for an analysis of whether any particular 68 

measure has greater expected value to society than it costs.  If a particular 69 

measure is not cost-effective under the TRC, then it does not have sufficient value 70 

to society to make it worthwhile to incent.  Every unit sold of a measure that is not 71 

cost effective serves to reduce the net benefit of the program.   72 

 For example, suppose a portfolio consists of two measures called widgets and 73 

gadgets.  The widgets have incremental benefits and costs of $1300 and $1000, 74 

respectively.  The gadgets have incremental benefits and costs of $950 and $1000, 75 

respectively.  The respective TRCs for widgets and gadgets are 1.3 and 0.95.  76 

Every widget that is sold adds $300 of net benefits to the program and every 77 

gadget that is sold subtracts $50 from the net benefits. 78 

 If a program incents 100 widgets and 100 gadgets, then the portfolio level TRC is 79 

1.125.  The benefits are $225,000 ($1300/widget X 100 widgets and $950/gadget X 80 

100 gadgets). The costs are $200,000 ($1000/widget X 100 widget and 81 

$1000/gadget X 100 gadgets).  It appears that this is a good portfolio because the 82 

TRC is greater than 1 and the net benefits are $25,000.  However, the net benefits 83 

would have been $30,000 if the portfolio did not include rebates for gadgets 84 
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($300/widget X 100 widgets).  By including gadgets in the portfolio, this EEP 85 

reduced the net benefits to society by $5,000 from what they would have been 86 

without the measure. 87 

Q.      Are there other reasons not to include measures that fail a TRC test in a 88 

portfolio? 89 

A. Yes.  This is especially true with a brand new program where the market‟s demand 90 

is unknown.  The portfolio level cost effectiveness calculations have more 91 

uncertainties than the measure level TRC test calculations.  In addition to the 92 

measure-level uncertainties such as the proper discount rate and future gas prices, 93 

the portfolio level TRC calculations have uncertainty about the program costs and 94 

how effective marketing will be at incenting the purchase of various measures in the 95 

portfolio.  Adding measures with a TRC less than 1.0 can potentially make the 96 

entire portfolio cost-ineffective. 97 

Q.     Please explain how adding measures with a TRC less than 1 can increase 98 

uncertainty and potentially make an entire portfolio cost ineffective. 99 

A. The portfolio level TRC is based on measure level benefits and costs as well as 100 

estimates for the number of rebates that will be issued for each measure. The 101 

program can mitigate the risk of uncertainty around their forecasted rebates for 102 

each measure by only including measures with a TRC ratio greater than 1. 103 

Q. Please explain this point. 104 
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A. Suppose we have the widgets and gadgets used in the previous example.  If the 105 

program projects 100 of each of these measures will be sold, the portfolio provides 106 

$25,000 in net benefits.  However, if the forecasts are incorrect so that the uptake 107 

of widgets is less than expected and the uptake of gadgets is higher than expected, 108 

there could be dramatic affects on the portfolio. 109 

 To illustrate, suppose the program receives 80 rebate applications for widgets and 110 

130 applications for gadgets.  Although the total number of rebates issued is only 111 

10 more than was projected, the net benefits to society drop to $17,500 112 

($300/widget X 80 widgets -50/gadget X 130 gadgets).  If the administrative costs 113 

associated with the portfolio are between $17,500 and $25,000, a portfolio that 114 

appeared cost-effective ex ante will actually be cost-ineffective.  It is less likely for a 115 

portfolio that outperforms its projected rebate levels to be cost-ineffective.  By 116 

removing cost-ineffective measures from a portfolio, some of the risk associated 117 

with cost-effectiveness calculations is mitigated.  118 

Q. If measure-level TRC ratios greater than 1 are preferable, why does Staff not 119 

object to the Company’s proposal to include furnace tune ups in the Small 120 

Business Direct Install program? 121 

A. The testimony of Mr. Lawless that explains this program seems reasonable. (Nicor 122 

Ex. 2.0, p. 20)  The Company used what it believes is a conservative estimate of 123 

the life of the tune up (2 years).  If a three-year life is used, the measure is cost-124 

effective.  Additionally, this is included in a direct install program in which several 125 

measures or adjustments are likely to be performed on the same visit.  This may 126 
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cause the incremental labor for this measure to be overstated.  Additionally, 127 

including the tune up in the collection of other energy efficiency measures in the 128 

direct install suite may improve the attractiveness of the program.  This would 129 

increase the overall value of the Small Business Direct Install program as a whole. 130 

Q. Please describe your concerns with the Company’s proposed method to 131 

calculate the Total Resource Cost.  132 

A. The Company proposes to calculate the TRC with a cost of carbon dioxide 133 

emissions equal to $55 per ton for all years that a measure is expected to conserve 134 

gas and electric. (Nicor Ex. 1.1, p. 102 and Company Response to Staff DR DAB 135 

3.01 (See Staff Exhibit 1.1))  Subsection (b) of the gas law permits reasonable 136 

estimates “for financial costs likely to be imposed by future regulation of emissions 137 

of greenhouse gases.”  Given the outcome of the elections on November 2, 2010, I 138 

do not believe the federal government is likely to impose any financial costs on CO2 139 

emissions in the near future.  The Company also indicated that it is not including as 140 

benefits the avoided costs of lower water usage associated with some measures.  141 

Subsection (b) of the gas law allows for the inclusion of quantifiable societal 142 

benefits.  If the Company chooses to include avoided water costs that it can justify 143 

as reasonable, Staff does not object. 144 

Q. How do you recommend that the Company address likely financial costs of 145 

future greenhouse gas emissions? 146 

A. I recommend that the Company follow an approach similar to what the 147 

Commonwealth Edison Company (“ComEd”) uses to decide whether a measure 148 
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passes the TRC test.  ComEd examines the TRC for measures under various 149 

scenarios.  If the measure passes the TRC test over the range of possible 150 

scenarios, it is further considered as a potential measure for inclusion in the final 151 

portfolio.      152 

 The alternatives I recommend are that Nicor consider cases where there is no 153 

avoided cost of CO2 emissions.  Afterwards, it would evaluate the TRC assuming 154 

the price equals $55 per ton starting in year 3 to 5 of a measure‟s useful life.  After 155 

that, let the price equal to $55 per ton starting in year 4 to 6, and so on.  The 156 

Company could even escalate the expected price of CO2 emissions over time.  If 157 

whether a given measure passes the TRC test is very sensitive to the assumptions 158 

of CO2 prices, I recommend that the measure be excluded from any portfolio.     159 

Q. What is the incorrect reference in Mr. Jerazol’s testimony? 160 

A. On page 16 of Mr. Jerazol‟s testimony, he is asked whether: “the Company‟s EEP 161 

meet[s] the requirement of keeping customer price increases to less than 2%, as 162 

set forth in Section 8-104(f)(7)”, which he answers in the affirmative.  (Nicor Ex. 1.0, 163 

p. 16)  The limitation on customer price increases is actually contained in section 8-164 

104(d).  Section 8-104(f)(7) addresses cost recovery tariffs. 165 

Q. What are your concerns with the independent evaluator? 166 

A. I have two concerns for which I provide recommendations and one concern without 167 

any recommendation, but I request that the Commission clarify the issue.   168 

 In the first three-year electric EE plans of ComEd and Ameren (Dockets 07-0540 169 

and 07-0539, respectively), the Commission ordered those utilities to provide 170 

language in the contracts of the independent evaluators so that the Commission 171 
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could terminate the contracts if it determined the evaluators were not acting 172 

independently.  Those contracts also included language that prevented those 173 

utilities from terminating the contracts without Commission approval.  These 174 

provisions were included in the contracts to ensure that the evaluators were truly 175 

independent from the utilities.  I found no reference to such language in Chapter 7 176 

of Nicor‟s plan, which addresses evaluation, measurement, and verification.  I 177 

recommend that the Commission order Nicor to add similar language into the 178 

contracts it enters into with its evaluators. 179 

 My second issue also relates to the evaluators‟ independence.  Table 18 on page 180 

121 of Nicor Exhibit 1.1 lists when evaluations take place and whether those 181 

evaluations will address impacts or processes.  Nicor is proposing that the results of 182 

evaluations performed in this plan be used to update net-to-gross ratios (“NTG”) 183 

and deemed energy savings for future plans. (Nicor Ex. 2.0. pp. 21-22)  Any 184 

changes in market conditions that may occur are likely to affect NTG ratios and/or 185 

savings attributable to measures or programs.  If these changes reduce savings, it 186 

is advantageous for the Company to have these evaluations performed prior to the 187 

changes.  If these changes increase savings, it is advantageous for the Company 188 

to wait for the market to change before evaluating a program.  I believe it is 189 

inappropriate for Nicor to choose when those evaluations take place, and I 190 

recommend that the Commission order Nicor to permit its independent evaluators 191 

to determine the timing of evaluations.  In order to use the results of evaluations for 192 

the Company‟s second triennial plan, I also recommend that the Commission order 193 

the Company to provide contract language that requires at least one impact 194 
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evaluation of all programs to be completed no later than 60 days prior to October 1, 195 

2013, the date the Company is required to file its second triennial plan.      196 

Q. What is the question about evaluations for which you request guidance from 197 

the Commission?    198 

A. Section 8-104(f)(8) of the gas EE law states that: “resources dedicated to 199 

evaluations shall not exceed 3% of portfolio resources in any given 3-year period.”  200 

It is unclear whether this limit applies to the budget of the independent evaluators or 201 

all costs related to evaluations including the wages for the time that Nicor 202 

employees and the program implementers contracted by Nicor devote to collecting 203 

materials used for evaluations.  Guidance from the Commission is requested as this 204 

may affect reconciliation proceedings that will occur at the end of each Plan Year. 205 

Q. Please explain why you recommend that the Commission reject the recovery 206 

of fixed costs in the tariff associated with this plan.      207 

A.  In addition to the policy reasons which I will discuss, there are legal concerns about 208 

the recovery of fixed costs.  Staff‟s Initial Brief will address the legality of such 209 

recovery if the Commission rules in Nicor‟s favor in considering its Petition for 210 

Interlocutory Review.  From a policy perspective, there is a great deal of uncertainty 211 

about the impact that energy efficiency measures might have on Nicor‟s ability to 212 

recover its fixed costs.  Some of the uncertainty stems from energy efficiency being 213 

one of several factors that influence the Company‟s ability to recover those costs.  214 

Weather is one reason, while another follows from savings being estimated using 215 

ex ante estimates of net-to-gross ratios and energy savings per measure. 216 
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 Another source of uncertainty results from the effect income has on demand.  As 217 

income increases, demand increases for goods that are called „normal‟.  Reducing 218 

a customer‟s bill through energy efficiency effectively increases the income that a 219 

customer has available for purchases.  Some of those purchases may include 220 

additional appliances or appliances that use more gas.  Thus energy efficiency can 221 

free up money that customers use to partially offset the reductions in gas 222 

consumption. 223 

 An additional concern with recovery of fixed costs through a tariff mechanism stems 224 

from the Commission‟s decision against a similar request in the Company‟s last 225 

rate case (Docket No. 08-0363), where it removed the “Conservation Stabilization 226 

Adjustment” from Rider 29.  Instead, the Commission allowed the Company to 227 

increase its fixed charge and recover less of its fixed costs through volumetric 228 

charges.  This reduced the impact of volumetric changes on Nicor‟s recovery of 229 

fixed costs.  Finally, the gas EE law limits expenditure on energy efficiency to 2% of 230 

customer bills over any three-year plan period.  Allowing the Company to recover 231 

fixed costs through Rider 30 reduces the amount of funds available to incent and 232 

promote energy efficiency measures because money under the cap that would 233 

otherwise be used to fund energy efficiency measures instead is used to recover 234 

fixed costs. 235 

Q. You mention uncertainty of lost revenues due to ex ante estimation of net-to-236 

gross ratios and measure savings as a factor against recovering fixed costs.  237 

Can you explain?  238 
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A. The Company is requesting the use of deemed NTG ratios and deemed energy 239 

savings from measures to determine how much credit it receives for energy 240 

efficiency.  Staff does not oppose this request, but recognizes that deemed values 241 

and actual savings are not the same.  Nicor witness Kevin Lawless describes the 242 

deeming or “locking in” of savings as using “the best available data at this time.” 243 

(Nicor Ex. 2.0, p. 21)   244 

 Deemed energy savings are an educated guess about the savings a measure is 245 

expected to generate.  Sometimes those guesses are fairly accurate, while at other 246 

times those guesses need to be revised.  Indeed, Nicor recognizes this fact as it 247 

proposes to update its deemed savings in future triennial plans based on the 248 

evaluations it receives during this plan. (Nicor Ex. 2.0, pp. 21-22)  I do not believe 249 

that Nicor should be allowed to recover fixed costs for revenues that may be lost 250 

due to estimated energy efficiency, even when based on educated guesses. 251 

 In addition to estimating savings from particular measures, NTG ratios are 252 

estimated as well.  A NTG ratio recognizes that not all participants who receive 253 

program funds are responding to incentives provided by the program and that not 254 

all customers responding to the program receive funds.  Some customers would 255 

have purchased energy efficient appliances in the absence of the program.  These 256 

customers, known as free-riders, received rebates and incentives to lower their out-257 

of-pocket cost for the measures they would have purchased even if the program did 258 

not exist.  Other customers learn about energy savings from these measures 259 

through word of mouth or other sources, yet do not receive any EEP funds.  These 260 

customers benefit the program through spillover.  Net savings are determined by 261 
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reducing gross savings due to free-riders and increasing gross savings due to 262 

spillover.  The NTG ratio is (Net Savings)/(Gross Savings).  It determines how 263 

much of the savings that occurred are attributable to the program. 264 

 It is very difficult to estimate these effects, because it attempts to determine how 265 

much savings would occur in an alternative state of the world where there was no 266 

EEP.   267 

 The initial guess can be subject to substantial revision.  For example, ComEd 268 

guessed that the NTG ratio should equal .89 or 89% for the first year of its initial 269 

three-year plan.  After the fact, ComEd‟s evaluators estimated the NTG ratio as 270 

0.68 or 68%. (Docket 07-0540, “Commonwealth Edison Energy Efficiency/Demand 271 

Response Plan, Plan Year 1 (6/1/2008-5/31/2009) Evaluation Report: Summary 272 

Report”, dated December 23, 2009, filed on e-Docket March 12, 2010, p. 1)  The 273 

evaluators determined that the savings attributable to ComEd‟s residential lighting 274 

program were 21 percentage points lower than ComEd anticipated during its 275 

planning process. 276 

 In fact, these revisions led to the Stakeholder Advisory Group proposing to deem 277 

NTG ratios as a way to reduce utilities‟ risk, since a utility faces financial penalties if 278 

it fails to reach its savings goal.  Deeming NTG ratios removes some of that risk, 279 

because a utility no longer faces the risk that its estimated NTG ratio substantially 280 

differs from the predetermined NTG.  As a result, the utility isn‟t penalized for a 281 

planning assumption that was not realized in the market and is out of its control.                          282 

 It is very contradictory and disingenuous for any utility to claim that deeming NTG 283 

ratios and measure savings is necessary to insulate it from the risk of financial 284 
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penalties for noncompliance with the statute while simultaneously requesting that it 285 

be allowed to recover fixed costs based on these risk-mitigating guesses. 286 

Q. What other factors may cause deemed savings to differ from actual savings? 287 

A. Most estimates of deemed savings are based on engineering models.  They ignore 288 

human behavioral changes.  In a hypothetical example of an engineering model, 289 

suppose a typical 2000 square foot house heated to 68 degrees with a high 290 

efficiency furnace consumes 180 fewer therms per year compared to a standard 291 

furnace.  The models do not account for snapback by customers.  Snapback 292 

means that the customer saved money on his or her heating bill because fewer 293 

therms are now required to heat the house to the same temperature.  However, the 294 

additional monetary savings allow that customer to increase his or her comfort by 295 

raising the temperature from 68 degrees to a higher temperature such as 71 296 

degrees. This might reduce the savings from 180 therms to perhaps165 therms. 297 

 By permitting the Company to recover lost revenues based on engineering 298 

estimates of therm savings, it is possible that the losses are overstated.  The 299 

overstatement occurs because snapback is ignored. 300 

Q. Please describe the effect of increasing income. 301 

A. The money freed up by gas savings is available to spend on other goods and 302 

services.  Some of this money may be used for additions to homes or remodeling 303 

projects.  If additions occur, more space heating is required and more therms are 304 

used.  Remodeling may include updating a kitchen and adding a larger oven that 305 

uses more gas.  It may include adding a larger hot water heater.  Any of these 306 
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increase usage, would not occur absent the EEP and are not accounted for in the 307 

estimated losses of fixed costs the Company seeks to recover for its EEP efforts. 308 

Q. Are there other ways energy efficiency may induce increased gas use? 309 

A. Yes.  I understand that the electric utilities distribute a brochure with tips for saving 310 

electricity.  One of those tips is to replace plasma TVs with LED or LCD TVs.  311 

Plasma TVs emit much more heat than LED or LCD TVs.  By replacing plasma TVs 312 

with these more efficient TVs, less heat is emitted, which requires additional gas 313 

consumption in order to reach a given room temperature in the winter months.  314 

Similarly, Compact Fluorescent Light (“CFL”) bulbs emit less heat and can cause 315 

gas use to increase in winter months.        316 

Q. Does the proposed recovery of fixed cost in Nicor’s tariff account for 317 

increased gas use by such factors? 318 

A. No.  Once again it overestimates losses to fixed costs.     319 

Q. You mention several factors that seem theoretical.  Are there any indications 320 

that energy efficiency programs may overstate the true gas savings to 321 

customers? 322 

A. Yes.  Table 1 below lists the gas usage for residential customers in Minnesota, 323 

Iowa, Wisconsin and Illinois from 1990 through 2006.  With the exception of Illinois, 324 

these states all have well established gas energy efficiency programs.  Usage 325 

peaked in all four states in 1996 and then began declining.  In absolute terms, the 326 

gas usage since 1996 declined the most in Illinois, which did not have gas energy 327 

efficiency programs.  In percentage terms, the average usage reductions between 328 

Illinois and the other states are indistinguishable. 329 
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 330 

Table 1. Natural Gas Consumption of the Average 
Residential Customer in Illinois, Iowa, Minnesota, 
and Wisconsin. (measured in Mcf/customer) 

Year Illinois Iowa Minnesota Wisconsin 

1990 134.515 100.984 113.05924 101.508 

1991 140.642 110.044 120.65394 107.714 

1992 141.701 102.703 113.76481 104.330 

1993 146.153 112.622 114.83145 106.623 

1994 138.613 104.252 116.50914 102.267 

1995 145.033 108.087 119.19891 105.320 

1996 154.168 114.222 128.94616 111.653 

1997 141.190 104.639 113.64247 99.768 

1998 115.221 87.199 95.097886 83.411 

1999 123.875 89.398 99.931857 89.429 

2000 128.602 90.921 106.18776 92.597 

2001 116.366 86.854 99.933238 84.388 

2002 124.557 86.804 105.40854 90.602 

2003 127.880 88.947 105.45724 92.164 

2004 118.113 81.391 99.317542 86.110 

2005 110.054 79.134 94.283701 82.390 

2006 104.464 72.002 83.599119 74.804 
 

The figures in this table are calculated by dividing EIA estimates of total 
residential natural gas by EIA estimates of the number of residential 
customers in each state.  Estimates are measured in Mcf/customer. 

     This suggests that either the programs in these three other states are failing to 331 

achieve their objectives or the impacts of free-riders, snap back, and increased 332 

income are not fully accounted for. 333 

Q. Assuming these other states are not failing to achieve energy savings, what 334 

does this imply for Nicor?  335 

A. It implies that allowing the recovery of fixed costs associated with lost therm 336 

savings is likely to allow the Company to over-collect what is truly lost due to energy 337 
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savings from EEPs.  The over collection results from counting the deemed savings 338 

from these measures while neglecting to count any increased gas consumption.      339 

Q. Please explain the Conservation Stabilization Adjustment that was proposed 340 

by Nicor as part of Rider 29, the Company’s rider used to collect money for 341 

Niicor’s current EEP. 342 

A. The Conservation Stabilization Adjustment (“CSA”) sought to recover fixed costs 343 

that were lost due to energy conservation efforts.  It was virtually the same proposal 344 

the Company includes in its currently proposed Rider 30 tariff. 345 

Q. Was the CSA approved by the Commission? 346 

A. No.  The Commission rejected the CSA clause. (Docket No. 08-0363, Final Order, 347 

dated March 25, 2009, p. 156)  It appears that the Commission decided that 348 

allowing the Company to collect more of its fixed costs through fixed rates was 349 

sufficient to offset any losses due to energy efficiency efforts. 350 

Q. Please explain your concern with the gas law limiting funds to 2% of 351 

customer bills over a three-year period.     352 

A. Section 8-104(d) of the gas EE law limits “the estimated average increase in the 353 

amounts paid by retail customers in connection with natural gas service to no more 354 

than 2% in the applicable 3-year reporting period.”  Allowing the Company to 355 

recover allegedly unrecovered fixed costs through this rider reduces the amount of 356 

money that is available for incentives to promote energy efficiency measures.  357 

Assuming it is estimated that revenues alleged to be lost are $1 million and are 358 
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allowed to be recovered through Rider 30, that $1 million is included in the 2% cap.  359 

It is no longer available to provide incentives for energy efficiency measures.        360 

IV.  Issues with DCEO’s Plan  361 

Q. With respect to DCEO’s proposal, please summarize your testimony. 362 

A. The DCEO has proposed to use the most energy efficient measures possible for 363 

each project to prevent “lost opportunities.”  Although initially this may appear to be 364 

a good use of funds, there are cases where an alternative measure that saves 365 

more energy than the baseline measure but less energy than the most efficient 366 

measure is actually preferable from both a net benefit and an energy savings 367 

perspective.   368 

 Additionally, the DCEO‟s proposals to provide incentives to federal facilities and for 369 

the “Building Energy Code Compliance” program do not provide incremental 370 

savings, which are the savings that, by statute, must be achieved.  Ratepayer funds 371 

should not be used on these programs.  I recommend that the Commission reject 372 

these elements of the DCEO‟s plan.             373 

Q. Please describe “lost opportunities.” 374 

A. My understanding of the “lost opportunities” argument is that many individual 375 

measures have long intervals before replacement occurs and that many “whole 376 

building” projects also occur only infrequently.  If a less than the most efficient 377 

appliance is installed or an energy efficient appliance is left out of a whole building 378 

project,  it is likely that the opportunity to save more energy is lost until the next time 379 
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that appliance needs to be replaced or that building is renovated, likely several 380 

years in the future.   381 

 I believe my understanding is consistent with Mr. Feipel‟s testimony that preventing 382 

lost opportunities can mean ensuring that “a customer installs the most efficient 383 

measure possible instead of resorting to a less efficient alternative as well as to 384 

ensure that participants maximize all efficiency improvements available to meet a 385 

“whole building” approach to energy efficiency.”  (DCEO Ex. 1.0, pp. 17-18)  386 

Q. Do you agree that preventing lost opportunities leads to increased energy 387 

savings?  388 

A. No, at least not in all situations.  For any given measure or any particular customer, 389 

it is true that energy savings are maximized by installing the most efficient energy 390 

savings devices possible.  However, any money that the program spends on the 391 

most efficient measure possible or on adding more efficient measures to a whole 392 

building project is money that is not available for other measures or projects.  Due 393 

to the higher costs of more efficient measures, it is entirely possible that installing 394 

the most efficient measures possible or that installing some measures in a whole 395 

building project reduces the overall energy savings in the portfolio. 396 

Q. Please provide an example.     397 

A. One example would be furnaces.  Under current federal product efficiency 398 

standards, the minimum efficient gas furnace has an Annual Fuel Utilization 399 

Efficiency (“AFUE”) of 80%.  The 92% and 95+% AFUE furnaces are generally both 400 

considered energy efficient, with the 95+% AFUE furnaces considered the most 401 

efficient.  According to the Energy Efficiency plan filed by the Northern Illinois Gas 402 
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Company (“Nicor”) (Nicor Ex. 1.1, p. 121), the 92% AFUE furnaces cost about 403 

$1,125 more to purchase and install than the 80% AFUE furnaces and save 144 404 

therms per year.  The 95+% furnaces cost $1650 more to purchase and install than 405 

the 80% AFUE furnaces and save 178 therms per year.  Both the 92% and 95% 406 

furnaces are expected to last 18 years. 407 

 If the DCEO, or any other implementer, spent $1 million on 95+% AFUE furnaces 408 

paying the incremental measure cost, it could incent 606 installations ($1 million/ 409 

$1,650 per furnace).  The first-year therm savings would be 107,868 (606 furnaces 410 

X 178 therms per furnace) and lifetime savings for these 606 furnaces would be 411 

1,941,624 therms. 412 

 Alternatively, 888 installations of 92% AFUE furnaces could be induced by that 413 

same $1 million.  Those 888 furnaces save 127,872 first year therms and 414 

2,301,696 therms over the lifetimes of the furnaces.  Thus, the 92% AFUE saves 415 

more first year therms and therms over the lifetime of the measures, because its 416 

lower price allowed a sufficient number of additional units to be purchased to 417 

overcome the 95% AFUE unit‟s greater savings per unit.  The tradeoff is between 418 

the savings per unit and the number of units.   419 

 Thus, although it might have appeared on the surface that the highest efficiency 420 

furnace was the better alternative, once the difference in the number of units that 421 

can be installed is considered, the 92% AFUE furnaces yield greater energy 422 

savings.  This occurred because the number of projects with the less efficient 423 

furnaces increased by 44% ((888-606)/606) while the less efficient furnaces saved 424 

19% fewer therms per furnace.  If the number of projects that can be performed 425 
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increases by a greater percentage than the number of therms and/or kWhs 426 

decrease, the lesser efficient measure actually increases total energy savings.  427 

However, if the costs are such that the percentage increase in the number of 428 

installations is less than the percentage decrease in energy savings per installation, 429 

the more efficient alternative saves more energy. 430 

 By ordering the DCEO to substitute less than the most efficient measures for the 431 

most efficient measures when total savings are greater, the Commission would be 432 

increasing the total value of energy savings to ratepayers and participants.  433 

However the savings to any given participant are lower.  In the example I provided, 434 

each participant would save 34 more therms per year with the 95% AFUE furnace 435 

(178 therms vs. 144 therms).  However 282 (888-606) more participants were able 436 

to save 144 therms when the 92% AFUE furnaces are installed.  The Commission 437 

must decide whether it is more appropriate to cause 282 low income participants to 438 

forego 144 therms of additional energy savings so that 606 participants can save 439 

34 more therms. 440 

Q.  How should this be incorporated into DCEO’s plan? 441 

A. I recommend that the Commission order DCEO to use the following procedure to 442 

determine when to use the most efficient measure or a lesser efficient measure or 443 

when to include additional energy efficient measures in a whole building project: 444 

  For each measure or whole building project: 445 

 1) Determine the number of measures or projects that can be performed 446 

within the budget when the most efficient measures are installed and when 447 

less than the most efficient measures are installed.       448 
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 2) Determine the energy savings for the most efficient measure or whole 449 

building projects and the energy savings for lesser efficient measures or 450 

whole building projects.  451 

 3) If the absolute value of the percentage increase in the number of projects 452 

is greater than the absolute value of the percentage decrease in energy 453 

savings, use the less than most efficient measures.  Otherwise, install the 454 

most efficient measures.    455 

Q. Please explain why the Commission should reject DCEO’s Building Energy 456 

Code Compliance Program. 457 

A. I am not an attorney, but my understanding is that the savings standards set forth in 458 

Sections 8-103(b) and 8-104(c) of the PUA must be incremental savings.  Mr. 459 

Baker‟s testimony states that, “The Energy Efficient Buildings Act requires DCEO to 460 

provide training on residential and commercial building codes.  The 2009 American 461 

Recovery and Reinvestment Act further requires DCEO, as the Illinois Energy 462 

Office, to ensure that Illinois achieves 90 percent compliance with the International 463 

Energy Conservation Code 2009 (IECC 2009) for residential buildings and 464 

ASHRAE 90.1-2007 for commercial buildings by 2017.” (DCEO Ex. 3.0, p. 13)  465 

DCEO Ex. 3.3 states that the objectives of the Building Energy Code Compliance 466 

program are to do what Mr. Baker states is required by the 2009 American 467 

Recovery and Reinvestment Act.   Based on the stated objectives of the program 468 

and Mr. Baker‟s testimony, I do not believe this program adds any incremental 469 

energy savings.  Program money would only be used for the DCEO to achieve 470 

energy savings that it is already required to achieve through other mandates. If the 471 
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gas and electric utility energy efficiency programs did not exist, these savings would 472 

take place any way or the DCEO would fail to comply with state and federal laws.  473 

Therefore, these are not incremental savings and should not be paid for through 474 

ratepayer funding. 475 

Q. Why should the Commission reject allowing federal facilities to receive 476 

ratepayer funds? 477 

A.  As stated in my previous answer, I am not an attorney, but my interpretation is 478 

that both Sections 8-103(b) and 8-104(c) of the PUA are designed to achieve 479 

incremental savings.  On October 5, 2009, Executive Order 13514 was signed by 480 

President Obama.  Among the requirements for federal agencies contained in 481 

this order was that the Head of each agency shall “(g) implement high 482 

performance sustainable Federal building design, construction, operation and 483 

management, maintenance, and  deconstruction including by … (ii) ensuring that 484 

all new construction, major renovation, or repair and alteration of Federal 485 

buildings complies with the Guiding Principles for Federal Leadership in High 486 

Performance and Sustainable Buildings, (Guiding Principles).”  Amongst the 487 

objectives in the Guiding Principles is that “[f]or major renovations, reduce the 488 

energy cost budget by 20 percent below pre-renovations 2003 baseline.”  489 

 My interpretation is that Executive Order 13154 and the Guiding Principles 490 

require federal facilities to conduct substantial energy efficiency upgrades if they 491 

are cost-effective whenever renovations take place.  If this is an accurate 492 

interpretation, any renovations performed by federal facilities will include energy 493 
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efficiency improvements if they are cost-effective.  Therefore, providing ratepayer 494 

funds for these projects does not provide any incremental savings. 495 

V. Summary of Recommendations and Conclusions 496 

Q. Please summarize your conclusions and recommendations regarding Nicor’s 497 

plan. 498 

A. The Commission should require measures included in the EEP to be individually 499 

cost-effective.  Using cost-effective measures ensures that any measure for which 500 

ratepayers funds provide incentives, there is added value to the overall portfolio.  It 501 

also reduces the risk that the overall portfolio will be cost-ineffective. 502 

 The Commission should also require Nicor to revise its TRC methodology to more 503 

accurately assess the impact of CO2 emissions on the cost-effectiveness of 504 

measures.  I recommend that the TRC analysis be conducted under numerous 505 

scenarios where prices for CO2 emissions take effect in starting in alternative years.  506 

If the results of the TRC test are sensitive to the initial starting year for CO2 prices, 507 

the measures should be excluded from the EEP.  The reason for such analysis is 508 

that federally imposed financial costs from the regulation of greenhouse gas 509 

emissions appear unlikely to occur soon. 510 

 Finally, the Commission should reject Nicor‟s proposal to recover fixed costs that 511 

are lost due to energy efficiency through Rider 30.  As set forth above, there is 512 

ample evidence to suspect that the predetermined estimates of energy savings 513 

may not accurately reflect actual lost revenues and that changes in customer 514 

behavior will partially offset some of those losses.  The issue was also disputed 515 
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during the Company‟s last rate case.  In that rate case, the Company used similar 516 

arguments and the Commission decided to allow a higher percentage of fixed costs 517 

to be recovered through fixed charges rather than approving the Conservation 518 

Stabilization Adjustment.      519 

Q.  Please summarize your recommendations regarding DCEO’s plan. 520 

A.  The DCEO‟s plan contains the concept of eliminating lost opportunities.  There are 521 

situations when eliminating lost opportunities can actually reduce overall energy 522 

savings.  In these situations, it is actually better to use less efficient measures or to 523 

remove some energy efficient measures from whole building projects.  I 524 

recommend the Commission require DCEO to utilize my proposed methodology to 525 

determine when the less efficient measures are more beneficial and when the most 526 

efficient measures are more beneficial. 527 

 I also recommend that the Commission reject DCEO‟s proposals to spend 528 

ratepayer funds for the Building Energy Code Compliance program and for financial 529 

incentives for federal facilities as neither of these proposals adds any incremental 530 

savings to the plan.     531 

Q. Does this conclude your direct testimony? 532 

A. Yes.      533 



Northern Illinois Gas Company d/b/a Nicor Gas Company
Response to: Illinois Commerce Commission

Ill.C.C. Docket No. 10-0562
DAB Third Set of Data Requests

DAB 3.01 Q. Please refer to the Company’s response to Staff DR DAB 1.02.  

a. Please provide a copy of the Northwest Power Planning and Conservation 
Council’s 6th Plan.

b. Consider the following hypothetical situation:  An energy efficiency 
measure is installed in 2011 and is expected to save energy until 2031.  
For each between 2011 and 2031, please provide the price per ton of CO2

emissions the Company would use in its cost-effectiveness analysis. 

DAB 3.01 A. Referring to the Company’s response to Staff DR DAB 1.02:

a. Attached as DAB 3.01 Exhibit 1 is a copy of the Northwest Power 
Planning and Conservation Council’s 6th Plan.

b. In this hypothetical situation where an energy efficiency measure is 
installed in 2011 and is expected to save energy until 2031, for each year 
between 2011 and 2031, the price per ton of CO2 emissions the Company 
would use in its cost-effectiveness analysis is $55/ton.  There was no 
escalation in real terms assumed in the model for the price of CO2.    

Witness: James J. Jerozal, Jr.
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