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I. 

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

Witness Qualifications 1 

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 educational background. 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 work background.   11 

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

2008.  I have focused on energy efficiency and smart grid related issues at the 13 

Commission.  From 2002-2008, I attended Texas A&M University, where I served 14 

as a teaching assistant or an instructor for various courses.  From 2000-2002, I 15 

served as a graduate assistant for David Loomis at Illinois State University.   16 

Q. Have you previously testified before the Commission? 17 

A. Yes.  I have.   18 

II. 

Q. What is the purpose of your testimony in this proceeding? 20 

Comparison of Rider VBA and a Straight Fixed Variable rate     19 

A. I am recommending that the Commission approve the Companies proposals to 21 

implement Rider VBA on a permanent basis. 22 
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Q.  Please discuss the Companies’ proposal regarding Rider VBA. 23 

A. The Companies are proposing to make Rider VBA, approved as a 4-year pilot in 24 

Dockets 07-0241/0242(cons), a permanent rider.  (PGL Ex. 12.0, p 51-53; NS Ex. 25 

12.0, p 48-50)  The Companies propose a straight fixed variable (“SFV”) rate as an 26 

alternative should the Commission reject the Rider VBA proposal (PGL Ex. 12.0, 27 

pp. 17-19, NS Ex 12.0, pp. 15-17). 28 

 The Commission approved Rider VBA for Peoples Gas, and has also approved a 29 

Straight Fixed Variable (“SFV”) rate for both Nicor Gas and Ameren Illinois 30 

Company’s gas utilities.  The SFV rates previously approved by the Commission 31 

recover about 80% of each utilities’ fixed costs through a fixed customer charge, 32 

and the remainder of the fixed costs are recovered through volumetric rates.  Along 33 

with Rider VBA,  Peoples Gas proposes to recover approximately 55% of fixed 34 

costs through fixed customer charges and the remainder of fixed costs through 35 

volumetric delivery rates (PGL Ex. 12.0, pp. 11-12) and North Shore proposes to 36 

recover 67% through fixed customer charges (NS. Ex. 12.0, p. 10).  Currently, 37 

Rider VBA has a monthly reconciliation to return or collect over or under recovery of 38 

revenue that occurred in the billing period that ended two months prior.  There is 39 

also an end-of-the-year adjustment to correct for any over or under collection that 40 

the monthly reconciliations didn’t account for.  Under the Companies proposal in 41 

this proceeding, there will no longer be month-to-month adjustments beginning in 42 

2013.  At that time, only an annual adjustment will occur. (PGL Ex. 12.1, pp. 41-46, 43 

NS Ex. 12.1, pp. 40-45) 44 
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Q. What are the purposes of SFV and Rider VBA? 45 

A. Both Rider VBA and an SFV rate stabilize utility revenue.  The SFV rate transfers 46 

the responsibility for fixed cost recovery from volumes consumed to the number of 47 

customers.  The number of customers tends to be less volatile than customer 48 

usage.  This occurs because the number of customers does not vary much from 49 

year to year, while volumes are highly dependent on weather which can be much 50 

more volatile.   51 

 Rider VBA maintains a lower fixed customer charge and collects more through the 52 

volumetric rate.  As proposed by the Company in this case, it stabilizes revenue 53 

with an annual adjustment that corrects for any over or under recovery of fixed 54 

costs.  The Commission stated that it approved an 80/20 SFV rate for Ameren 55 

because it was simpler for customers to understand than Rider VBA.  However, the 56 

Companies are proposing to simplify Rider VBA in this docket by eliminating the 57 

monthly adjustments and instead adjusting rates only annually.   58 

Q. Has Rider VBA been successful?  59 

A. Yes.  Overall, Staff believes Rider VBA works as it was intended.  Nonetheless, 60 

Companies are proposing some changes to the rider.  Staff witness Ebrey 61 

discusses the Companies’ proposals, as well as some additional adjustments she 62 

proposes. 63 

Q. Should the Commission approve the Company’s proposal to implement 64 

Rider VBA on a permanent basis? 65 
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A. I prefer Rider VBA to SFV because, while both stabilize revenue for the Utilities, 66 

VBA better advances other policy objectives set forth by the General Assembly and 67 

has fewer adverse incentives for the utilities.  I recommend that the Commission 68 

approve the Companies proposals, as modified by Staff witness Ebrey, to 69 

implement Rider VBA on a permanent basis.  However, the Commission should be 70 

aware that there is currently a legal challenge outstanding on Rider VBA. (Appellate 71 

Court, Second District, No. 2-11-380).    72 

Q. Why do you recommend Rider VBA over an SFV rate?  73 

A. A VBA has several benefits.  First, it reduces the consequences from inaccurately 74 

predicting sales volumes and customer counts in setting rates.  Second, a VBA 75 

rider provides a greater incentive for ratepayers to conserve gas than does an SFV 76 

rate design.  Third, a VBA provides a stronger incentive for low use customers to 77 

maintain gas service than does an SFV rate.  Finally, an SFV rate shifts cost 78 

recovery away from high use gas customers and redistributes cost recovery 79 

towards low use customers. 80 

Q. Why does Rider VBA reduce the consequences of inaccurate forecasting?   81 

A. The Companies are using a future test year.  Rates for this future test year are 82 

based on predictions from statistical regression models about the number of 83 

customers and average use per customer for the various rate classes, and heating 84 

and non-heating subgroups within those classes (NS Ex 4.0, pp. 3-5, PGL Ex. 4.0, 85 

pp. 3-5).  These models have varying degrees of predictive power but they certainly 86 

are not and cannot be one hundred percent accurate.  By the very nature of the 87 
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regression procedure, the further into the future these models attempt to predict, 88 

the greater the uncertainty about the accuracy of their predictions.   89 

 With an SFV type rate structure, rates are set based on the estimated number of 90 

customers and estimated average use per customer.  Once those rates are set, 91 

there is no adjustment for either over or under recovery of revenues.  This provides 92 

an advantage to the Companies in two ways.  First, it creates an incentive to 93 

generate forecasts that are more likely to create an over collection of revenues.  94 

Second, even if the Companies do not act on the incentive to generate favorable 95 

forecasts, the Companies select when to file their next rate cases.  If the forecasts 96 

generate favorable outcomes for the Companies, it may delay the filing of future 97 

rate cases, which allows for over collection of its costs at the expense of 98 

ratepayers.  On the other hand, the utility faces no analogous risk that it will under-99 

recover its costs if it produces an unfavorable forecast.  Because the Companies 100 

choose the timing for filing rate cases, it is likely that Companies’ over collections 101 

are likely to persist longer than any under collections by the Companies.  Under 102 

Rider VBA, the incentive to attempt to generate favorable forecasts is much lower 103 

because over collections are refunded to ratepayers.  There is also no reward or 104 

punishment to the Companies in the event the forecasts are inaccurate.  Any over 105 

collection is refunded to ratepayers and any under collection is recovered from 106 

ratepayers.  107 

Q.  Why does a VBA rider create greater customer incentives to conserve gas 108 

than an SFV? 109 



Docket No. 11-0280/0281 
Consolidated 

ICC Staff Exhibit 6.0 
 

6 

A.  An SFV type rate design places more of the recovery of fixed costs into the fixed 110 

customer charge than a VBA rider does, which results in lower volumetric charges.  111 

Both of these factors tend to lower the rewards to conservation.  Likewise, since the 112 

monthly customer charge is higher there is less reward for conserving gas as it 113 

provides less total savings to the customer.  For example, Ms. Grace testified that 114 

the monthly customer charge for a Peoples Gas S.C. 1 customer with 55% 115 

recovery through the customer charges is approximately $27 and under a full SFV, 116 

it would be approximately $42 (PGL Ex. 12.0, p. 18).  If a customer were able to 117 

reduce his annual usage to zero therms, he would pay $180/yr less under the 55% 118 

recovery option than under the full SFV plan1

Q. Ms. Grace states that under an SFV, the largest portion of a customer’s bill, 121 

the cost of gas, will send the proper price signal to customers (PGL Ex. 12.0, 122 

p. 19, NS Ex. 12.0, p. 17). Do you agree? 123 

.  This clearly provides a greater 119 

potential savings to the ratepayer and a stronger incentive to conserve. 120 

A. No.  I dispute this for two reasons.  First, for a large number of customers the 124 

distribution charge is larger than the cost of gas.  I will further address this later in 125 

my testimony.  Second, even a slightly higher price provides a greater incentive to 126 

conserve gas. 127 

Q. How much impact can a small change in price have on a typical customer? 128 

A. In deriving their usage forecasts, the Companies assume a price elasticity of 129 

demand equal to -0.1.  (PGL and NS responses to Staff DR DAB 1.02 Attach 1).  130 
                                            
1 The annual savings of $180 is $15 per month ($42-$27) multiplied by 12 months. 
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This means that when all other factors that affect the demand for gas remain the 131 

same, a 10% increase in the price of gas will reduce consumer usage by 1%.  The 132 

proposed delivery charge is about 28.6 cents per therm for the first 50 therms used 133 

in a month in Peoples territory (PGL Ex. 12.0, p. 16).  If, as an example, it drops to 134 

24.8 cents because of a higher fixed charge associated with SFV and the price of 135 

gas is $0.70 per therm, a $0.986 per therm charge is a 4 percent increase over a 136 

$0.948 per therm charge.  This leads to an estimated .4% annual reduction in 137 

usage just by raising the delivery charge by 3.8 cents per therm. 138 

Q. Do you consider a .4% reduction to be significant? 139 

A. Yes.  Section 8-104 of the Public Utilities Act requires utilities to reduce usage by 140 

.2% by May 31, 2012, an additional .4% by 2013, and an additional .6% in 2014 for 141 

total reduction of 1.2% over a three year plan.  A .4% reduction could achieve over 142 

33.32

Q. Under a VBA, doesn’t a ratepayer have to return any savings from 145 

conservation to the Companies? 146 

% (.4/1.2 = .333) of the total savings goals set forth in Section 8-104 of the 143 

PUA just by increasing the delivery charge by 3.8 cents per therm.         144 

A. Not entirely.  It is true that the savings under a VBA are not as great as they would 147 

be if there is neither a VBA nor an SFV rate structure.  However, the degree of how 148 

much better off a customer is under a VBA rider or an 80/20 SFV rate design is tied 149 

                                            
2 The savings are likely to be higher. A report by the American Gas Association estimated that the short 
run elasticity is equal to -0.11 and the long run elasticity is equal to -0.22. The difference is that in a short 
time horizon customers are limited to options such as lowering the thermostat or water heater 
temperature or taking shorter showers to save energy.  Over time, these customers can replace furnaces 
or water heaters with more efficient models.   
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to the inaccuracy of forecasting usage rather than to the conservation undertaken 150 

by any customer.  Additionally, there is still a greater incentive to save gas with a 151 

higher volumetric charge.  152 

Q.  Please explain what you mean about rates being tied to forecast accuracy. 153 

A. The best way to explain this is through an example.  Suppose a utility predicts that 154 

average use per customer is 1000 therms per year and there will be 1000 155 

customers.  Further assume that under these predictions annual fixed customer 156 

charges are calculated as $100 per customer and volumetric charges are 157 

calculated to be 10 cents per therm.  This utility’s revenue requirement would be 158 

$200,000. (($100 in fixed charges/customer + 1000 therms/customerX$0.10 per 159 

therm) X 1000 customers). 160 

 Suppose that the number of customers is accurately forecasted but that customers 161 

conserved more gas than predicted by 1% on average.  A 1% decline in usage 162 

amounts to an under collection of $1000 by the utility3.  If this money isn’t 163 

recovered, ratepayers are certainly better off than they are if it is recovered.  But the 164 

utility is worse off.  Had the forecast been correct, the actual rate would have been 165 

set at 10.14

                                            
3 The average customer consumes 10 therms fewer than predicted. At $0.10/therm this amounts $1 per 
customer on average. There are 1000 customers in this example. 

 cents per therm instead of 10 cents per therm.  With a VBA rider, the 166 

utility collects this additional .1 cents per therm from customers so that any therm 167 

saved actually saves the ratepayer who conserved an additional 0.1 cents per 168 

4 The $1000 in revenue losses are collected over 990,000 therms. This amounts to just slightly over .1 
cents per therm. 
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therm more than he expected.  The customer effectively saves 10.1 cents for each 169 

therm that is conserved instead of 10 cents per therm.   170 

Q Does the uncertainty about the amount of conservation create any incentives 171 

for a utility? 172 

A. Yes.  If a utility under estimates the impact of conservation efforts, its rates are set 173 

too low to recover its revenue requirement.  If it overestimates the impact of 174 

conservation efforts, it over collects its revenue requirement.  A utility will never 175 

know the exact level of conservation that will occur.  Given the uncertainty, the 176 

utility is better off guessing high than guessing low as a high guess gives a better 177 

chance of meeting or exceeding its revenue requirement.  A VBA rider protects the 178 

utility from estimates that are too low and ratepayers from estimates that are too 179 

high.  An 80/20 SFV rate protects neither the utility nor the ratepayer.  Under an 180 

80/20 SFV rate, the utility is still better off guessing high.  181 

Q. Does an SFV create any other incentives for a utility that are not present with 182 

a VBA? 183 

A. Yes.  Because an SFV has higher fixed customer charges, there is an incentive to 184 

underestimate the number of customers as it results in higher customer charges 185 

and greater revenues.  For example, suppose a utility has a revenue requirement of 186 

$900,000, recovered all of it through fixed charges, and believed it would have 187 

10,000 customers.  An accurate forecast would calculate the customer charge to be 188 

$90 ($900,000 /10,000 customers = $90) and the utility would collect $900,000.  189 

The same utility could manipulate its forecast to predict it would only have 9,000 190 
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customers and the customer charge would be $100.  If this occurred, the utility 191 

would collect $1,000,000 ($100/customer X 10,000 customers) instead of 192 

$900,000.  The greater the percentage of the revenue requirement that is 193 

recovered through fixed customer charges, the greater the payoff there is to 194 

underestimating the number of customers.  With a VBA rider, this incentive is 195 

diminished because the reconciliation would determine that $100,000 was over 196 

collected and refund it to the utility’s customers.  197 

Q. Why does a VBA potentially create a stronger incentive for a low use 198 

customer to remain on the system? 199 

A. If a customer’s use is low enough, because, for example, he or she only uses gas 200 

for cooking or water heating, there is the potential that the high fixed charge 201 

associated with an SFV makes it uneconomical to remain on the system.  Such a 202 

customer may be better off switching to all electric appliances and avoiding the high 203 

fixed customer charges associated with gas service.  204 

Q. What happens to the electric system if a customer switched to all electric? 205 

A. It creates greater demand on the electric grid and potentially increases capacity 206 

costs. 207 

Q. What happens to the gas system if low use customers leave the gas system? 208 

A. If the customer charge is so low that the Companies are not recovering costs that 209 

vary with the number of customers such as costs associated with metering and 210 

billing the customer’s usage, the Companies are better off having the customer 211 

leave the system.  However, if the customer charge covers expenses that are 212 
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variable with respect to the customer, the Company and high use customers are 213 

better off in the long run if low use customers remain on the system. 214 

Q. Please explain your last point. 215 

A. Suppose that the portion of costs that is variable with respect to a customer is $12 216 

per month.  If the fixed customer charge is only $6 and the volumetric rate is 217 

sufficiently low that a total of $12 is not collected from this customer, then other 218 

ratepayers are better off having this customer leave the system.  The total revenue 219 

collection from this customer is too low to recover the incremental costs associated 220 

with providing service to this customer. He is certainly not contributing any costs 221 

associated with capital investments to maintain or improve the system. 222 

 However, suppose the fixed customer charge is $12 and the volumetric charge is 223 

such that this customer pays another $1.50 per month.  The Company is now better 224 

off by having this customer on the system than it is having him leave.  Every similar 225 

customer who leaves the gas system now costs the Company $1.50 per month in 226 

revenues that go towards maintaining and improving the system.  When these 227 

customers leave the system, that $1.50 per month has to be recovered by other 228 

rate payers. 229 

Q. Is there any evidence that low use customers are leaving the system? 230 

A. Yes.  In response to Staff DR DAB 1.01, the Companies provided the data used to 231 

forecast the number of customers by month in both Peoples Gas and North Shore 232 
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Gas’ service territories. Between October 2003 and February 20105

Q. How does this compare to the number of space heating customers? 237 

, the number of 233 

S.C. 1 non-space heating customers in Peoples territory declined by 0.33% per 234 

month on average.  In North Shore’s territory, the number of non-space heating rate 235 

class 1 customers declined by 0.36% per month.  236 

A. The number of rate 1 space heating customers in Peoples and North Shores 238 

territories increased by 0.17% and 0.08%, respectively. 239 

Q. What does this indicate? 240 

A. It is clear that the number of low-use customers is decreasing at a time when the 241 

number of high-use customers is increasing, albeit slightly.  This suggests that 242 

either low use customers are switching to space heating and increasing their overall 243 

use or that low use customers are leaving the system.  If it is the case that low use 244 

customers are using more gas, then the forecasts that account for conservation are 245 

misleading because it is not conservation that is lowering the average use per 246 

space heating customer.  It is likely the case that former low-use customers are 247 

switching to space heating but these customers use less gas on average than 248 

established space heating customers.  The effect is that it is driving down the 249 

average use of space heating customers. 250 

                                            
5 This sample period was chosen because the number of customer’s data for North Shore rate class 1 
non-heating customers is limited to this period. The S.C. 1 heating customers for PGL and NS and the 
number of S.C. 1 non-heating customers for PGL are available from January 2003 through February 
2010. The trends are similar to those reported.      
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 If it is the case that low use customers are leaving the system, then the long run 251 

effect is that the total cost to provide distribution service is being spread over fewer 252 

customers and the remaining customers will be paying more in the long run than 253 

they would had the low use customers remained on the system. 254 

Q. How do the fixed customer charges proposed by Peoples and North Shore 255 

compare to the fixed charges of other utilities? 256 

A. According to a report by the American Gas Association6

                                            
6 The Natural Gas Utility Rate Structure: The Customer Charge Component – 2010 Update, published by 
the American Gas Association as EA 2010-4, dated April 9, 2010. 

, the median customer 257 

charge in February 2010 was about $10.38 and represented about 47% of fixed 258 

costs in the East North Central Census Region (the region which includes Illinois).  259 

The median customer charge in all Census Regions was about $10 with 75% of 260 

utilities having residential customer charges of $12.50 or less.  The customer 261 

charges proposed by Peoples and North Shore are well above the median.  In fact 262 

the highest customer charge found in any of the 150 rate jurisdictions reviewed was 263 

$25.33.  If the customer charges proposed by the Companies were in effect in 264 

February 2010, Peoples Gas would have had the highest customer charge of any 265 

utility in the survey and North Shore Gas’ customer charge would have been close 266 

to the highest.  The proposed customer charges are also higher than the customer 267 

charges currently in effect in the Ameren Illinois Company’s service territory or 268 

Nicor Gas’ territory.    269 
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Q. Previously in your testimony, you disagreed with Ms. Grace’s claim that the 270 

cost of gas was the largest portion of the bill.  What is the basis for your 271 

disagreement? 272 

A. According to the Companies’ responses to Staff DR DAB 2.08, the 25% of Peoples 273 

S.C. 1 customers who used the least gas used only 4.17% of all gas consumed by 274 

Peoples S.C. 1 customers over the 12-month period which ended June 2010.  If we 275 

assume the average usage for S.C. 1 customers was 12007 therms, then the 276 

average usage among these 25% of customers is approximately 200 therms per 277 

year8.  With a 55/45 split between fixed customer charges and variable rates, 278 

Peoples Gas indicates the customer charge would be about $27 per month or $324 279 

per year and the volumetric charge would be about $0.28/therm for the first 50 280 

therms used each month. If the price of gas were to rise to $1 per therm, these 281 

customers would be paying about $3749 to distribute gas that is worth $200.  If gas 282 

costs are about $0.70 per therm, the customer pays about $374 to receive gas that 283 

is worth $140.  In either case the average cost to distribute gas is about $1.87 per 284 

therm10

                                            
7 According to reports published by the ICC, PGL S.C. 1 therms per customer were 1177, 1259, and 1205 
in 2007, 2008 and 2009 respectively. See Comparison of Gas Sales Statistics 2009 and 2008, published 
July 13, 2010 and Comparison of Gas Sales Statistics 2008 and 2007, published October 3, 2009. Both 
reports are available at 

 for these low use customers (25% of the total customers on the system).   285 

http://www.icc.illinois.gov/publicutility/salesstatistics.aspx?t=g 
8 Assume there are 100 customers with average use of 1200 therms. Total consumption is 120,000 
therms. 25 customers would use 4.17% or 5004 of those 110,000 therms. Under these assumptions 
200.16 therms per customer would be the average use of these 25 customers or the lowest 25% of users. 
9 It is entirely possible that some of these customers will exceed 50 therms in some months. To adjust for 
this possibility, I used $0.25 per therm rather than $0.28 per therm as the average price per therm. If 200 
therms are used this adds $50 to the $324 in fixed charges. 
10 $374/200 therms = $1.87 per therm. 

http://www.icc.illinois.gov/publicutility/salesstatistics.aspx?t=g�
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 The response to Staff DR DAB 2.08 also indicates that the lowest 50% of Peoples 286 

Gas S.C. 1 customers use about 33% of all therms consumed in its S.C. 1 class.  287 

This is an average of about 538 therms. At $0.70 per therm, these customers’ gas 288 

charges average $377 and delivery charges average about $458.  Based on these 289 

calculations, I would guess that about 20-30% of Peoples S.C. 1 customers are 290 

paying more for delivery service than they are for the actual gas that is being 291 

delivered.  292 

Q. If the Commission adopts an SFV rate, will the percent of customers paying 293 

more for delivery service than for gas supply increase or decrease? 294 

A. I anticipate that it will increase.  I do not know what the fixed customer charge or the 295 

volumetric delivery charge will be with an 80/20 SFV rate (the rate set for Ameren 296 

and Nicor) but based on $27 being the fixed charge under the 55/45 split proposed 297 

by Peoples Gas and a $42 fixed charge for a full fixed rate, I would guess that $33-298 

$35 per month would represent the fixed charge under an 80/20 rate.  This range is 299 

about $400 per year in fixed customer charges and there will be additional charges 300 

for volumetric delivery charges.  I estimated that the total delivery charges were 301 

about $374 under the 55/45 split.  Since the fixed charge component under an 302 

80/20 split is higher than the total delivery charge I estimated with a 50/50 split, I 303 

anticipate that even more customers would pay more for distribution services than 304 

for gas under an 80/20 SFV than they would under the 55/45 split being proposed 305 

along with Rider VBA.      306 

Q. Are the numbers similar for North Shore? 307 
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A. These numbers are similar for North Shore customers but not as extreme as they 308 

are in Peoples Territory.  The lowest 25% of customers used 11.01% of all gas 309 

consumed by its S.C. 1 customers (NS response to Staff DR DAB 2.08).  The 310 

average use between 2007 and 2009 was also closer to 1400 therms11.  Using 311 

1400 therms as the average for all S.C. 1 customers, the lowest 25% of customers 312 

averaged about 617 therms.  Under the 67/33 split these customers pay about 313 

$24.50 per month in fixed customer charges or $294 per year.  Adding the 314 

volumetric charge the total cost for distribution service would be about $39312

Q. What is your estimate for the percentage of customers that pay more for 318 

distribution than for gas supply with an 80/20 SFV? 319 

.   At 315 

$0.70 per therm the gas cost would be about $432.  I would guess that about 8 -316 

13% of North Shore S.C. 1 customers pay more for distribution service than for gas. 317 

A.  It should increase.  The fixed customer charge under an 80/20 SFV will be around 320 

$28-$30 or about $345 per year.  The delivery charge would have to decrease from 321 

about 16 cents per therm on average to about 7.8 cents per therm for the average 322 

customer in the lowest 25% of users to pay the equivalent bill.13

                                            
11 According to reports published by the ICC, NS S.C. 1 therms per customer were 1366, 1466, and 1412 
in 2007, 2008 and 2009 respectively. See Comparison of Gas Sales Statistics 2009 and 2008 published 
July 13, 2010 and Comparison Statistics 2008 and 2007, published October 3, 2009. Both reports are 
available at 

  My opinion is that 323 

http://www.icc.illinois.gov/publicutility/salesstatistics.aspx?t=g 

 
12 The volumetric rate for the first 50 therms is about 18 cents. Since some customers will exceed 50 
therms in some months, I assumed 16 cents per therm as an approximate rate. 16 cents per therm X 617 
therms adds about $99 to the $294 in fixed customer charges for a total of $393.  
13 The difference between the $393 in total payments under the 67/33 split and the $345 in fixed customer 
charges under an 80/20 SFV is $48. Dividing $48 by 617 therms (the estimated average use for these 

http://www.icc.illinois.gov/publicutility/salesstatistics.aspx?t=g�
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the average price per therm for these users would exceed 7.8 cents per therm.  324 

Therefore, the percentage of customers who pay more for distribution than for gas 325 

should increase under an 80/20 SFV.  326 

Q. How does an SFV redistribute costs from high use customers to low use 327 

customers?   328 

A. My previous analysis shows that as the fixed customer charge increases, low use 329 

customers are on average paying more for distribution service.  The total revenue 330 

requirement is unchanged.  If low use customers are paying more for distribution 331 

services, then high use customers must be paying less.  This represents a shifting 332 

of cost recovery towards low use customers and away from high use customers.     333 

III. 

Q. Please summarize your testimony. 335 

Summary and Conclusions 334 

A. My testimony recommends that the Commission approve the Companies’ 336 

proposals to implement Rider VBA, as modified by Staff witness Ebrey, on a 337 

permanent basis.  Rider VBA is a preferable to an 80/20 or full fixed variable rate 338 

for several reasons.  First, Rider VBA reduces any incentives to create favorable 339 

forecasts used to set rates.  If forecasts are manipulated under Rider VBA, any 340 

over collection of revenues is returned to consumers. Under an SFV rate, there is 341 

both an incentive to underestimate the number of customers and the use per 342 

                                                                                                                       
customers) is equal to 7.8 cents per therm. If the charge is higher than 7.8 cents per therm the average 
customer in the lowest 25% of users pays more under the 80/20 SFV rate.    
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customer.  Doing so establishes a higher customer charge and a higher volumetric 343 

rate and generates more revenue than is dictated by the revenue requirement. 344 

 Second, Rider VBA sets the fixed customer charge at a lower level and the 345 

volumetric delivery charge at a higher level than an SFV rate does.  Both of these 346 

factors create a greater incentive to conserve gas.  I demonstrated in my testimony 347 

that as little as a 3.8 cent per therm increase in the volumetric distribution charge 348 

could reduce gas usage by 0.4% annually or by about 33.3% of the total gas 349 

savings that Section 8-104 of the PUA requires the Utilities to achieve in the first 350 

three years of their plan. 351 

 Third, Rider VBA and the lower customer charge associated with it make it more 352 

economical for low use customers to retain their distribution services.  Under the 353 

67/33 and 55/45 splits between fixed customer charges and volumetric delivery 354 

charges that North Shore and Peoples Gas respectively proposed along with Rider 355 

VBA, about 10-13% of North Shore S.C.1 and 25-30% of Peoples Gas S.C. 1 356 

customers would be paying more to have gas delivered than they would for the 357 

actual gas that is delivered.  If the Commission approves an SFV rate with higher 358 

percentages of costs recovered through fixed customer charges, the percentage of 359 

customers paying more for distribution than for gas will inevitably increase.  Finally, 360 

higher fixed charges and lower volumetric charges redistribute cost recovery away 361 

from high use customers and towards low use customers.  This may make it 362 

uneconomical for some low use customers to remain on the gas system.  These 363 

customers may be better off replacing their stoves and/or water heaters with 364 
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electric appliances.  There is some evidence this is occurring as the percentage of 365 

non-space-heating customers is declining in both Utilities’ service territories while 366 

the number of space-heating customers is increasing.  To the extent this occurs, 367 

both the Utilities and their high use rate payers are worse off in the long run 368 

because the cost to improve and maintain the gas system is spread over fewer 369 

customers and fewer therms.  370 

Q. Does this conclude your direct testimony? 371 

A. Yes. 372 
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