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I. INTRODUCTION AND BACKGROUND 1 

A. Identification of Witness 2 

Q. Please state your name. 3 

A. My name is Valerie H. Grace. 4 

Q. Are you the same Valerie H. Grace who submitted Direct Testimony on behalf of The 5 

Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas Company 6 

(“North Shore”) (together, “the Utilities”) in this consolidated Docket? 7 

A. Yes. 8 

B. Purpose of Testimony 9 

Q. What is the purpose of your rebuttal testimony in this proceeding? 10 

A. My rebuttal testimony and its attachments respond to rate design, storage unbundling, 11 

tariff, and rider issues raised in direct testimony by Illinois Commerce Commission 12 

(“Commission” or “ICC”) Staff (“Staff”) witnesses Cheri Harden, David Brightwell, 13 

David Sackett, Theresa Ebrey and Daniel Kahle; Illinois Industrial Energy Consumers 14 

and Constellation NewEnergy - Gas Division, LLC (“IIEC/CNEG”) witness Michael P. 15 

Gorman; Governmental and Consumer Intervenors1 (“GCI”) witnesses Scott J. Rubin, 16 

David J. Effron and David E. Dismukes; Constellation New Energy – Gas Division, LLC 17 

(“CNE-Gas”) witness Jason R. Kawczynski; and Interstate Gas Supply of Illinois, Inc. 18 

(“IGS”) witness Vincent A. Parisi.  The Utilities’ witnesses James Schott, Thomas 19 

Connery, John McKendry, Joylyn Hoffman Malueg, and Christine Gregor will also 20 

                                                 
1  GCI is comprised of the Illinois Attorney General’s Office, the Citizens Utility Board, and the City of 

Chicago. 
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address certain aspects of these witnesses testimony.  Specifically, my rebuttal testimony 21 

addresses: 22 

1. The recommendations made by Ms. Harden regarding the Utilities’ proposed rate 23 

designs. 24 

2. The recommendations made by Dr. Brightwell regarding the Utilities’ proposed 25 

rate designs, particularly Rider VBA, Volume Balancing Adjustment, and Straight 26 

Fixed Variable (“SFV”) rates. 27 

3. The proposals made by Mr. Rubin regarding the treatment of Account 904 28 

Uncollectible Accounts Expense and certain customer and demand classified 29 

costs in rate design for Service Classification (“S.C.”) No. 1. 30 

4. The recommendations made by Mr. Sackett regarding the rate design supporting 31 

the Utilities’ storage unbundling proposal. 32 

5. The observations and recommendations made by Mr. Gorman regarding the rate 33 

design supporting the Utilities’ storage unbundling proposal. 34 

6. The observations and recommendations made by Mr. Kawczynski regarding the 35 

rate design supporting the Utilities’ storage unbundling proposal. 36 

7. The recommendations made by Ms. Ebrey regarding Rider VBA. 37 

8. The recommendation made by Dr. Dismukes regarding Rider VBA. 38 
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9. The recommendations made by Mr. Kahle regarding Rider UEA, Uncollectible 39 

Expense Adjustment, and Rider UEA-GC, Uncollectible Expense Adjustment – 40 

Gas Costs. 41 

10. The recommendations made by Mr. Effron regarding Rider ICR, Infrastructure 42 

Cost Recovery. 43 

11. The recommendations made by Mr. Parisi regarding transportation administrative 44 

charges. 45 

C. Summary of Conclusions 46 

Q. Please summarize the conclusions of your rebuttal testimony. 47 

A. In my rebuttal testimony, I conclude the following: 48 

1. The Utilities’ proposed rates arising from their proposed revenue requirements 49 

and rate designs are appropriate, based on sound ratemaking principles and are 50 

consistent with recent Commission orders. 51 

2. Mr. Rubin’s proposed rate design methodology is fraught with problems and 52 

should be rejected. 53 

3. The rate design aspects of the Utilities’ standby and storage unbundling proposals 54 

are appropriate and largely uncontested. 55 

4. The Utilities have demonstrated and Staff agrees that Rider VBA, which was 56 

implemented on a pilot basis, is working as it was intended, and should be 57 

implemented permanently, but with a few tariff revisions.  Absent permanent 58 

approval of Rider VBA, a SFV rate design is an appropriate alternative for S.C. No 1. 59 
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5. While the Utilities do not agree with a proposal to change their Rider UEA to 60 

reflect a net write-off methodology, the Utilities agree to address recommended 61 

tariff changes for Rider UEA and proposed Rider UEA-GC. 62 

6. Rider ICR is operating appropriately as designed by Peoples Gas and approved by 63 

the Commission, and no tariff changes are warranted. 64 

7. Lastly, administrative charges assessed under the Utilities’ transportation 65 

programs are based on appropriate cost causation principles. 66 

D. Itemized Attachments to Rebuttal Testimony 67 

Q. Are you sponsoring any attachments to your rebuttal testimony? 68 

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

1. NS-PGL Ex. 28.1 Revised Demand Cost Per Therm 70 

2. NS-PGL Ex. 28.2 Revised Proposed Rider UEA-GC 71 

3. NS-PGL Ex. 28.3 Revised Rider UEA 72 

II. RATE DESIGN  73 

Q. Please summarize the rate design issues addressed in the direct testimony of parties in 74 

this proceeding. 75 

A. Staff witness Ms. Harden recommends that the Commission accept the Utilities’ rate 76 

design proposals for S.C. Nos. 1, 2, 3 (North Shore), 4 (Peoples Gas), and 8 (Peoples 77 

Gas).  She also recommends that the Commission accept the Utilities’ rate design 78 

proposals for each of their Service Activation and Service Reconnection Charges.  Staff 79 

witness Dr. Brightwell recommends that the Commission approve Rider VBA 80 
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permanently rather than a SFV rate.  GCI witness Mr. Rubin disagrees with the Utilities’ 81 

rate design proposals for S.C. No. 1 and proposes an alternative rate design approach. 82 

A. Staff Witness Harden 83 

Q. Do you have any comments regarding Ms. Harden’s recommendations for S.C. No. 1? 84 

A. I agree with Ms. Harden’s recommendation to approve the Equal Percentage of 85 

Embedded Costs Methodology (“EPECM”) for Peoples Gas and the Utilities’ rate design 86 

proposals for S.C. No. 1.  However, I clarify that the proposals made by the Utilities, 87 

which would achieve 67% of fixed cost recovery for North Shore and 55% of fixed cost 88 

recovery for Peoples Gas through fixed charges, is for all of the service classifications 89 

combined.  For S.C. No. 1, North Shore is proposing to recover 100% of customer costs 90 

through the customer charge and Peoples Gas is proposing to recover 90% of customer 91 

costs through the customer charge, resulting in 69% of fixed costs being recovered for 92 

North Shore’s S.C. No. 1 and 62% of fixed costs being recovered for Peoples Gas’ S.C. 93 

No. 1.  Recognizing that a changing revenue requirement could result in a different 94 

distribution of fixed costs, the Utilities believe that fixed cost recovery for S.C. No. 1 of 95 

69% and 62% for North Shore and Peoples Gas, respectively, is appropriate. 96 

Q. Do you have any comments regarding Ms. Harden’s recommendations for S.C. No. 2? 97 

A. I agree with Ms. Harden’s recommendation to approve the EPECM for Peoples Gas and 98 

the Utilities’ rate design proposals for S.C. No. 2.  However, I clarify that the proposals 99 

made by the Utilities, which would achieve 67% of fixed cost recovery for North Shore 100 

and 55% of fixed cost recovery for Peoples Gas through fixed charges, is for all of the 101 

service classifications combined.  North Shore is proposing to recover about 59% of its 102 

S.C. No. 2 fixed costs through the customer charges for its three meter classes and 103 
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Peoples Gas is proposing to recover 40% of its S.C. No. 2 fixed costs through the 104 

customer charges for its three meter classes.  Recognizing that a changing revenue 105 

requirement could result in a different distribution of fixed costs, the Utilities believe that 106 

fixed cost recovery for S.C. No. 2 of 59% and 40% for North Shore and Peoples Gas, 107 

respectively, is appropriate. 108 

Q. Do you have any comments regarding Ms. Harden’s recommendations for North Shore 109 

S.C. No. 3 and Peoples Gas S.C. No. 4? 110 

A. I agree with Ms. Harden’s recommendation to approve the Utilities’ rate design proposals 111 

for North Shore S.C. No. 3 and Peoples Gas S.C. No. 4 at cost and to eliminate the 112 

Standby Service Charge subject to the approval of Rider SSC, Storage Service Charge.  113 

Staff witness Mr. Sackett recommends approval of Rider SSC subject to his review of 114 

intervenor positions.  I note that storage costs would need to be recovered through a rate 115 

or rider mechanism so that customers appropriately pay for storage service and the 116 

Utilities have an opportunity to recover their storage revenue requirement. 117 

Q. Ms. Harden recommended that the Utilities analyze implementing uniform service 118 

classification numbering in future rate cases (Harden Dir., Staff Ex. 7.0, 4:78-79).  Do the 119 

Utilities agree? 120 

A. Yes, the Utilities agree to undertake this review. 121 

B. Staff Witness Brightwell 122 

Q. Do you agree with Dr. Brightwell’s reservations about SFV rates? 123 

A. No, I do not.  SFV rates are a reasonable alternative for S.C. No. 1 if the Commission 124 

does not approve Rider VBA on a permanent basis.  While I support Dr. Brightwell’s 125 
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recommendation that the Commission approve the implementation of the Utilities’ Rider 126 

VBA on a permanent basis, I disagree with some of his underlying premises for his 127 

opposition to SFV rates.  First, the Utilities do not manipulate billing parameters for rate 128 

design purposes (Brightwell Dir., Staff Ex. 6.0, 9:173-181).  The processes used by the 129 

Utilities to develop their sales forecasts were described in the direct testimony of the 130 

Utilities’ witness Mr. Kevin Kuse.  No party to this proceeding has disputed the Utilities’ 131 

methods.  Second, although a SFV rate may be higher than the gas cost commodity 132 

amount on certain bills for certain low usage customers, the SFV rate would accurately 133 

reflect the fixed cost nature of the Utilities’ delivery service and the gas cost commodity 134 

portion would reflect the variable market affected costs of the gas commodity. 135 

Q. Do you have any concerns about Dr. Brightwell’s description of a SFV rate? 136 

A. Yes.  Dr. Brightwell uses the term “SFV” to describe the 80% recovery of fixed costs 137 

through fixed charges approved by the Commission in previous proceedings for the 138 

Ameren Illinois gas utilities (“Ameren”) and Nicor Gas Company (“Nicor”).  (e.g., 139 

Brightwell Dir., Staff Ex. 6.0, 2:29-33; 3:55-56; 9:180)  While such increased cost 140 

recovery is consistent with recent Commission orders and may be called a modified form 141 

of a SFV rate, it is not consistent with the definition of a SFV rate which recovers all 142 

fixed costs through fixed charges. 143 

Q. Do you have any concerns about Dr. Brightwell’s comparison of the Utilities’ proposed 144 

customer charges with those of other utilities? 145 

A. Yes, each utility’s rates reflect their respective costs to provide utility service.  146 

Accordingly, although the Utilities’ proposed customer charges may be higher than 147 

certain other utilities, such charges arise from their cost to provide service in their 148 
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specific service areas.  I note that the customer charges included in the AGA study cited 149 

by Dr. Brightwell on page 13 of his direct testimony reflect a mix of utilities that serve 150 

rural, suburban and urban areas. 151 

C. GCI Witness Rubin 152 

Q. Do you agree with Mr. Rubin’s testimony regarding what he terms the Utilities’ “So- 153 

Called Fixed Costs”? 154 

A. The Utilities’ witness Ms. Hoffman-Malueg responds to Mr. Rubin on this issue as it 155 

pertains to cost of service.  As explained by Ms. Hoffman Malueg, the Utilities’ 156 

embedded cost of service studies (“ECOSS”) have classified and allocated their costs 157 

based upon the appropriate principles. 158 

Q. Do you have any comments on the fixed cost issue as it pertains to rate design? 159 

A. Yes.  The Utilities recognize that there are often disagreements on how to allocate and 160 

recover fixed costs.  In fact, the Gas Distribution Rate Design Manual Prepared by the 161 

National Association of Regulatory Utility Commissioners (“NARUC”) Staff 162 

Subcommittee on Gas (June 1989) states on pages 49-50: 163 

“The most controversial issue is deciding where capacity costs belong 164 
in the rate.  Because they are fixed costs, it is sometimes argued that 165 
they should be part of the customer charge.  On the other hand, it can 166 
be argued that … those common fixed costs should be recovered 167 
evenly from all units of commodity sold.  It is even occasionally 168 
proposed that these costs be spread between customer and commodity 169 
charges.”  170 

 
This passage confirms that demand-related costs are fixed, and that there are a few 171 

acceptable methodologies for recovering such costs.  The Utilities believe that absent a 172 

fixed demand charge, it is appropriate that such fixed costs be recovered through a fixed 173 
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charge such as the customer charge, or spread between the customer and commodity 174 

charges.  However, I note that in this proceeding, the Utilities have chosen to recover 175 

demand costs for S.C. No. 1 through the distribution charges in a manner that has been 176 

previously approved by the Commission and supported by Staff in this proceeding. 177 

Q. On pages 6-7 of his testimony, Mr. Rubin states that if costs were recovered from 178 

residential customers in proportion to the annual consumption, on a per therm basis, the 179 

demand cost per therm would be 18.07 cents per therm for Peoples Gas and 10.57 cents 180 

per therm for North Shore.  Do you agree? 181 

A. I agree only with Mr. Rubin’s math and I note that Mr. Rubin’s rate design proposals 182 

only address S.C. No. 1.  Assuming the Utilities’ total demand costs at present rates2 and 183 

test year 2012 annual sales for S.C. No. 1, the demand cost per therm would be as 184 

reflected in Mr. Rubin’s testimony.  Mr. Rubin uses the same cost data and the same 185 

demand costs per therm later in his testimony to determine the end block distribution 186 

charges in his rate design proposal.3  However, as Mr. Rubin did not acknowledge nor 187 

consider the Utilities’ storage unbundling proposals, which strips out storage and 188 

production demand costs as appropriate for recovery under proposed Rider SSC, his 189 

computed demand costs per therm are overstated.  Mr. Rubin also did not acknowledge 190 

nor consider Peoples Gas’ proposed EPECM, which has been approved by the 191 

Commission in its last four rate cases and supported by Staff in this proceeding.  As the 192 

EPECM shifts costs from S.C. No. 1, the demand costs per therm calculated by Mr. 193 

                                                 
2 Mr. Rubin uses revenue requirements at present rates which do not reflect revenues arising from the 

Utilities’ proposed miscellaneous charges. 
3 Mr. Rubin uses consumption therms for a period that he defines as a winter period for rate design 

purposes beginning on page 24 of his direct testimony. 
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Rubin are further overstated.  NS-PGL Ex. 28.1, line 26, calculates the correct demand 194 

cost per therm that would arise if the Utilities’ proposals were properly considered.  As 195 

shown, the demand cost per therm would be 14.22 cents per therm and 9.88 cents per 196 

therm for Peoples Gas and North Shore, respectively.  Considering these omissions and 197 

other issues discussed later in my rebuttal testimony, the Utilities’ properly calculated 198 

demand costs per therm are significantly lower than those determined by Mr. Rubin.  I 199 

will address these calculated demand costs per therm more from a rate design perspective 200 

later in my rebuttal testimony. 201 

Q. Does your correction of these demand costs indicate your support for Mr. Rubin’s rate 202 

design proposals which utilizes the demand cost per therm? 203 

A. No, it does not. 204 

Q. Do you agree with Mr. Rubin’s statements on pages 12 and 14 of his direct testimony that 205 

collecting Uncollectible Accounts Expense on a per-customer basis is unreasonable? 206 

A. No, I do not.  The Utilities’ recovery of Uncollectible Accounts Expense through the 207 

customer charge is consistent with the cost causation and classification principles 208 

discussed in the rebuttal testimony of Ms. Hoffman Malueg as well as recent Commission 209 

orders.  The Commission approved recovery of Uncollectible Accounts Expense on a per 210 

customer basis in the Utilities’ last rate cases (Docket Nos. 09-0166/09-0167 (cons.)) and 211 

in recent proceedings for Uncollectible Accounts Expense rider mechanisms for the 212 

Utilities as well as Ameren and Nicor. 213 
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Q. Do you agree with Mr. Rubin’s statement on page 12 of his direct testimony that the 214 

Utilities, by proposing Rider UEA-GC, acknowledge that this is not the proper way to 215 

recover uncollectible costs? 216 

A. No, I do not.  Under their Rider UEA-GC proposals, the Utilities are proposing to strip 217 

out gas cost related Uncollectible Accounts Expenses and determine uncollectible 218 

expense factors, reflected in the rider, that would be applied to gas charge amounts on 219 

customers’ bills.  This methodology does not suggest that collecting Uncollectible 220 

Accounts Expense on a per customer basis is not proper.  It simply applies the 221 

uncollectible accounts expense factor to the applicable bill amount, gas charge revenues.  222 

This methodology is hardly unusual.  The Commission has approved a similar 223 

methodology for Ameren, which as I stated above, recovers all other Uncollectible 224 

Accounts Expenses on a per customer basis.  The Commission also approved a 225 

Stipulation for the Utilities, in Docket Nos. 09-0419/09-0420 (cons.), requiring them “to 226 

address the uncollectible amount included in the utility’s rates in specified, distinct ways 227 

for the gas cost uncollectible amount and for the non-gas cost uncollectible amount.”  228 

Rider UEA-GC is the Utilities’ proposal to comply with the Stipulation. 229 

Q. Do you agree with Mr. Rubin’s proposal on page 14 of his direct testimony to recover 230 

Uncollectible Accounts Expense as a percentage adjustment through each distribution 231 

charge? 232 

A. No, I do not.  The Commission rejected recovery of Uncollectible Accounts Expense 233 

through the distribution charge when it approved recovery through the customer charge 234 

for the Utilities in Docket Nos. 09-0166/09-0167 (cons.).  With an eye towards the 235 

statutory authority for an Uncollectible Accounts Expense rider (to which Mr. Rubin 236 
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makes a passing reference on page 26 of his direct testimony), the Commission 237 

concluded that recovery of the Uncollectible Accounts Expense through a fixed customer 238 

charge was appropriate. 239 

Moreover, Rider UEA, as approved by the Commission under the referenced statute, 240 

recovers Uncollectible Accounts Expense on a per customer basis, and Mr. Rubin has 241 

not explained how to revise Rider UEA to accommodate his proposal. 242 

Q. Do you agree with Mr. Rubin’s proposal on pages 14-15 of his direct testimony to use his 243 

reallocated Administrative and General (“A&G”) and Operation and Maintenance 244 

Expenses (“O&M”) for rate design purposes? 245 

A. No.  First, Utilities witness Ms. Hoffman Malueg explains why Mr. Rubin’s reallocation 246 

of such expenses as reflected in GCI Ex. 3.3 is inappropriate.  Second, Mr. Rubin’s 247 

reallocation again ignores the Utilities’ storage unbundling proposals and does not 248 

consider nor explain how his proposed reallocations, which include storage and 249 

production expenses, would affect the unbundling proposals or service classifications 250 

other than S.C. No. 1. 251 

Q. Do any other rate design problems arise from Mr. Rubin’s proposed reallocations? 252 

A. Yes.  Mr. Rubin’s reallocated A&G and O&M expenses shown on line 16 in GCI Ex. 3.3, 253 

($4.65 million for Peoples Gas and $453,506 for North Shore) arise from each Utilities’ 254 

total company expenses, but are applied only to S.C. No. 1 as shown on line 7, page 1, of 255 

GCI Ex. 3.9 (Peoples Gas) and GCI Ex. 3.10 (North Shore), where the amounts are used 256 

to determine the S.C. No. 1 end block distribution charges of his rate proposal for each 257 
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utility.  Mr. Rubin fails to explain why this reallocated amount resulting from total 258 

company costs would apply only to S.C. No. 1. 259 

Q. Do you agree with Mr. Rubin’s rate design proposals, beginning on page 24 of his direct 260 

testimony, which includes determining the end block distribution charges for S.C. No. 1 261 

by dividing demand costs by winter period therms? 262 

A. No, I do not.  First, Mr. Rubin’s demand costs are inaccurate as discussed earlier in my 263 

rebuttal testimony.  Second, although customers place a demand on the system each day, 264 

Mr. Rubin arbitrarily decided to use therms from a winter period that he defines as 265 

November through April, which is not a period supported by the Utilities’ tariff or the 266 

Commission’s rules.  For example, the Utilities define “withdrawal period” in their Rider 267 

AGG as November 1 through March 31, and the Commission’s rules have service 268 

disconnection rules applicable to December 1 through March 31.  NS-PGL Ex. 28.1, line 269 

28, reflects Mr. Rubin’s proposed end block distribution charges arising from his 270 

improperly reallocated A&G and O&M costs added to demand costs (which improperly 271 

includes storage and production demand costs),  and adjusted for Uncollectible Accounts 272 

Expense (also improper as discussed previously).  As a result of these series of missteps, 273 

Mr. Rubin’s proposed end block charge is greatly over-stated by the amount shown in 274 

NS-PGL Ex. 28.1, line 30.  Accordingly, if the Commission were to accept Mr. Rubin’s 275 

proposed methodology, it should require that the numerator be corrected for the above 276 

data problems and that the divisor reflects annual, rather than Mr. Rubin’s arbitrarily 277 

chosen winter period therms.   The use of annual therms would be more reflective of and 278 

better aligned with the daily demand that is placed on the system, as well as with the 279 

average and peak allocation of demand classified costs reflected in the Utilities’ ECOSSs 280 
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as presented by Ms. Hoffman Malueg.  Such corrections would bring Mr. Rubin’s end 281 

block proposal more in line with the demand cost per therm amounts shown in NS-PGL 282 

Ex. 28.1, line 26 as discussed previously.  Third, although Mr. Rubin complains that the 283 

percentage increases for the Utilities’ proposed customer charges are higher than the 284 

percentage increases in the revenue requirements for their S.C. No. 1 rate classes, he has 285 

no qualms about proposing end block distribution charges where the percentage increases 286 

are higher than both the percentage increases in the revenue requirement for the rate class 287 

and the percentage increases for the Utilities’ proposed customer charges.  Partly due to 288 

his proposed methodology and partly due to the problems discussed above, Mr. Rubin’s 289 

proposals result in an increase in the end block distribution charges of 88.9% and 83.7% 290 

for Peoples Gas and North Shore, respectively, as shown in GCI Exs. 3.9 and 3.10, page 291 

2, line 4.  The Utilities’ proposed percentage increases in their customer charges pale in 292 

comparison to the percentage increases that would arise from Mr. Rubin’s proposals. 293 

Q. Do you agree with Mr. Rubin’s proposals for calculating the customer charge? 294 

A. No, I do not.  Mr. Rubin’s improper reallocation of O&M and A&G costs, which 295 

increases demand costs that are recovered through the end block distribution charge, also 296 

reduces such costs that should be recovered through the customer charge.  On page 25 of 297 

his direct testimony, Mr. Rubin also proposes to recover all customer-related A&G 298 

expenses through the first block charge rather than the customer charge because he 299 

questions whether they are truly fixed.  The fixed nature of these costs is addressed by 300 

Ms. Hoffman Malueg, who confirms that such costs are fixed.  Mr. Rubin’s resulting 301 

proposed customer charges of $18.86 and $12.71 for Peoples Gas and North Shore, 302 

respectively, reflect customer charge reductions that are contrary to recent Commission 303 
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orders that have encouraged and approved increased recovery of fixed costs through fixed 304 

charges.  The proposed 28.6% decrease for North Shore’s customer charge is particularly 305 

disturbing, as it would lower the customer charge below the $13.50 approved by the 306 

Commission in Docket Nos. 07-0241/07-0242 (cons.). 307 

Q. Do you have any final comments on Mr. Rubin’s rate design proposals? 308 

A. Yes, I do.  Mr. Rubin’s proposals are fraught with data problems, do not consider nor 309 

acknowledge the interrelations of other proposals made by the Utilities in this 310 

proceeding, nor the Utilities’ other Commission-approved rate designs or rider 311 

mechanisms.  His proposals also do not consider the impact on other service 312 

classifications or recent Commission decisions.  For these reasons, Mr. Rubin’s proposals 313 

should be rejected. 314 

III. STORAGE UNBUNDLING 315 

Q. Do the parties in this proceeding support the rate design proposals associated with the 316 

Utilities’ proposals to unbundle standby from storage?  317 

A. While there are contested issues related to certain operational aspects of the Utilities’ 318 

unbundling proposals, which the Utilities’ witness Mr. Connery addresses, none of the 319 

parties addressing the Utilities’ unbundling proposals oppose the proposed rate design 320 

which supports the unbundled services.  Staff witness Mr. Sackett conditions his support 321 

on his review of testimony of intervenors on related rate design issues.  IIEC/CNEG 322 

witness Mr. Gorman generally agrees that the Utilities’ rate design proposals for Rider 323 

SSC and Rider 2, Gas Charge, are appropriate although he makes some inaccurate 324 

statements about the tariffs.  CNE-Gas witness Mr. Kawczynski criticizes the rate design 325 

proposals, but the criticism is a function of his objections (including some inaccurate 326 



 

Docket Nos. 11-0280, 11-0281 Cons. Page 16 of 42 NS-PGL Ex. 28.0 

statements about the tariffs) to the operational aspects of the unbundling proposals and 327 

not the specific rate design. 328 

Q. On page 28 of his direct testimony, Mr. Sackett describes Rider FST, Full Standby 329 

Transportation Service, as the large volume transportation tariff for smaller transportation 330 

customers.  Is that correct? 331 

A. No.  Rider FST is available to all transportation customers who take service under S.C. 332 

No. 2, General Service, Large Volume Demand Service (S.C. No. 4 for Peoples Gas and 333 

S.C. No. 3 for North Shore), and Peoples Gas’ S. C. No. 8 (Compressed Natural Gas 334 

Service).  Rider FST is not designed for smaller transportation customers, but for those 335 

customers other than Small Residential Service customers (S.C. No. 1), who prefer full 336 

standby and storage service.  Accordingly, transportation customers of various usage 337 

levels take service under this rider.  Also, all S.C. No. 2 customers, which includes small 338 

volume customers, may take service under the Utilities’ small volume transportation 339 

program, Rider CFY, Choices For Yousm Transportation Service. 340 

Q. Please respond to inaccurate comments made by Mr. Gorman regarding the Utilities’ 341 

unbundling proposals. 342 

A. On page 3, lines 59-60 of his direct testimony, Mr. Gorman, referring to Rider SST, 343 

Selected Standby Transportation Service, states “A customer that selects zero back-up 344 

has a storage bank of zero”.  Mr. Gorman is partially incorrect.  Rider SST customers 345 

served under S.C. No. 2 and Peoples Gas’ S.C. No. 8 (where storage costs are currently 346 

bundled in rates for both rate classes) receive the full amount of base rate storage bank 347 

even if they choose zero back-up. 348 
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Q. Do you agree with Mr. Gorman that the Utilities’ proposed storage service has no value 349 

and therefore should have no costs allocated to and no rates associated with it (Gorman 350 

Dir., IIEC/CNEG Joint Exhibit 1.0, 17-18)? 351 

A. No, I do not.  Mr. Gorman confuses value of service with cost of service.  Mr. Connery 352 

addresses the operational changes that are the basis for Mr. Gorman’s opinion of the 353 

value of the service.  However, Mr. Gorman’s perception of the value of service is 354 

subjective, as is each individual customer’s, and is not reflective of the Utilities’ 355 

embedded costs to provide the service.  Transportation customers should not be entitled 356 

to receive free storage service simply because the service does not reflect the operational 357 

parameters that they or their supplier would prefer. 358 

Q. Mr. Kawczynski states that your testimony concerning Rider SSC effectively addressing 359 

Mr. Sackett’s unbundling proposal is misleading (Kawczynski Dir., CNE-Gas Ex. 1.0, 360 

7:139-143).  Please comment. 361 

A. Proposed Rider SSC provides for cost recovery of on-system storage costs and ensures 362 

cost recovery for unsubscribed storage.  In his direct testimony, Mr. Sackett appears to 363 

agree.  Rider SSC is the storage cost recovery component of the Utilities’ unbundling 364 

proposal.  It is not, as implied by Mr. Kawczynski, the Utilities’ overarching storage 365 

proposal, which creates Rider SBS, eliminates Rider SST, and modifies Rider FST.  366 

Rider SSC supports the unbundling it is designed to accomplish. 367 

Q. Mr. Kawczynski states that he “can understand” that the Utilities’ large volume 368 

transportation proposals are potentially more profitable to the Utilities.  Is Mr. 369 

Kawczynski correct? 370 
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A. No.  The Utilities will not profit from the operational parameters reflected in their storage 371 

unbundling proposals, as the Utilities’ witness Mr. Connery concurs.  The base rate 372 

charges and revenues arising under proposed Rider SSC will reconcile annually to the 373 

Utilities’ approved revenue requirements regardless of the operational parameters for 374 

large volume transportation storage approved by the Commission.  Simply put, approval 375 

of the Utilities’ proposed operational parameters in proposed Rider SBS will not provide 376 

more revenues to the Utilities above the levels approved by the Commission in this 377 

proceeding.  Similarly, the Utilities will not profit from storage revenues arising from 378 

Rider 2, as the Utilities do not profit from gas costs.  Accordingly, approval of the 379 

Utilities’ proposed operational parameters in proposed Rider SBS will not result in any 380 

gas cost related “profit” revenues. 381 

IV. RIDER VBA 382 

Q. Is there support for the Utilities’ proposal to implement Rider VBA on a permanent 383 

basis? 384 

A. Yes.  Staff Witness Dr. Brightwell supports the Utilities’ proposals to implement Rider 385 

VBA on a permanent basis subject to certain modifications proposed by Staff witness Ms. 386 

Ebrey.  However, GCI witness Dr. Dismukes recommends that Rider VBA be terminated 387 

after the pilot period. 388 

A. Staff Witness Brightwell 389 

Q. Does Dr. Brightwell believe that Rider VBA has been successful? 390 

A. Yes, he does.  He states on pages 3 and 4 of his direct testimony that Rider VBA works 391 

as it was intended and that it advances other policy objectives set forth by the General 392 

Assembly. 393 
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Q. Do you agree with Dr. Brightwell that Rider VBA maintains a lower fixed charge and 394 

collects more through the volumetric rate? 395 

A. I agree that Rider VBA will allow the Utilities an opportunity to recover their fixed costs 396 

through a lower customer charge than a true SFV rate which would recover all fixed 397 

costs through a fixed charge.  However, Dr. Brightwell also refers to an 80% fixed cost 398 

recovery rate approved for Ameren as a SFV rate.  It is not.  Because an 80% fixed cost 399 

recovery rate would not recover all of the Utilities’ fixed costs, Rider VBA would also be 400 

appropriate in conjunction with this type of rate.  It is especially important that the 401 

Utilities are allowed to continue to increase fixed cost recovery through fixed charges as 402 

encouraged by the Commission in Docket No. 95-0032 and recognized by the 403 

Commission in the Utilities’ last two rate cases (Docket Nos. 07-0241/07-0242 (cons.) 404 

and 09-0166/09-0167 (cons.)). 405 

B. Staff Witness Ebrey 406 

Q. Do you agree with the edits proposed by Ms. Ebrey for Rider VBA on pages 34-44 of her 407 

direct testimony? 408 

A. Ms. Ebrey proposes five edits for Rider VBA, with one of those edits affecting the 409 

calculation of Rider VBA.  I agree with some of the edits but disagree with others.  410 

Accordingly, I will address each edit individually. 411 

Q. Do you agree with Ms. Ebrey’s proposal to replace the word “margin” throughout the 412 

tariff with the word “revenue”? 413 

A. I agree with Ms. Ebrey’s proposal only if additional edits are made.  Ms. Ebrey’s reason 414 

for replacing the word “margin” is that she believes it more accurately represents what is 415 

being recovered under the rider.  As acknowledged by Ms. Ebrey, the word “margin” was 416 
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introduced by the Utilities and accepted by the Commission in Docket Nos. 07-0241/07-417 

0242 (cons.).  In that proceeding, the Utilities’ witness Russell Feingold described 418 

“margin revenues” as follows: 419 

“Margin revenues” consist of a utility’s total cost of service, exclusive of 420 
purchased gas expenses and any other expenses that are treated as “flow-421 
through” items in rates (e.g., revenue taxes).  A utility generates margin 422 
revenues through base rates for delivering gas to its customers.  A utility’s 423 
margin revenues reflect its overall costs of operations (exclusive of flow-424 
through items), with most of it fixed, including a fair and reasonable return 425 
on its utility assets.  A portion of margin revenues are typically recovered 426 
through fixed charges such as a monthly customer charge, leaving the 427 
remaining portion of margin revenues to be recovered through volumetric 428 
distribution charges.  429 

The word “margin” was intended to convey that the revenues arising under Rider VBA 430 

were to recover the utility’s cost of service, or its revenue requirements.  Although the 431 

Utilities still believe that the term “margin” is appropriate, I agree with Ms. Ebrey’s 432 

proposal to change “margin” to “revenue” in Rider VBA if additional revisions to the 433 

definitions of “Actual Revenue” (currently, “Actual Margin”) and “Rate Case Revenue” 434 

(currently, “Rate Case Margin”), shown in underline below, are made: 435 

Actual Revenue (AR) shall mean that dollar amount of distribution charge 436 
revenues arising from revenue requirements approved by the Commission, 437 
excluding revenues arising from adjustments under this rider … .” 438 
 
Rate Case Revenue (RCR) shall mean that dollar amount of distribution 439 
charge revenues arising from the revenue requirements approved by the 440 
Commission … .”  441 

The Utilities believe that the edits proposed above are reasonable and retain the intent of 442 

the original language approved by the Commission.  443 
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Q. Do you agree with Ms. Ebrey’s proposal to modify the calculation of adjustments under 444 

Rider VBA? 445 

A. Yes, but only under certain conditions and with certain revisions.  Ms. Ebrey is proposing 446 

to change the calculations in Rider VBA so that “total revenues” rather than “per 447 

customer revenues” are used to determine adjustments under the rider.  Ms. Ebrey’s 448 

reasoning relies on the Utilities’ responses to Staff data request TEE 5.03, which has 449 

since been supplemented, and her concern that the Utilities can accrue a “windfall” if 450 

customers are added to the Utilities’ systems.  However, Ms. Ebrey’s reasoning falls 451 

apart when you consider that the Utilities incur costs to add new customers to their 452 

systems and that proposed customer charges for Peoples Gas’ S.C. No. 1 and both 453 

Utilities’ S.C. No. 2 would recover less than 100% of fixed customer costs.  The Utilities 454 

are proposing to increase the recovery of fixed customer costs through customer charges 455 

for S.C. Nos. 1 and 2.  Peoples Gas has proposed to recover 90% of its fixed customer 456 

costs for S.C. No. 1 through the customer charge and North Shore has proposed to 457 

recover 100%.  If the Commission were to approve these proposals, the Utilities would 458 

accept Ms. Ebrey’s proposed revisions as recovery of fixed customer costs through 459 

volumetric distribution rates would be limited. 460 

However, the situation is much different for the Utilities’ S.C. No. 2 where lesser 461 

percentages of fixed costs are proposed to be recovered through the customer charge 462 

(40% and 59% for Peoples Gas and North Shore, respectively).  As fixed customer 463 

related costs would still be recovered through volumetric distribution rates, Ms. Ebrey’s 464 

proposal means that additional distribution revenues received by the Utilities that would 465 

recover some of the cost to connect new customers to their systems, would be refunded to 466 
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customers under the rider despite any costs that would be incurred to provide service.  467 

Appropriate cost recovery for S.C. No. 2 would additionally be more problematic than for 468 

S.C. No. 1 due to the potential for customers to switch service to and from S.C. No. 2.  If 469 

larger S.C. No. 2 customers’ usage were to increase such that they would no longer be 470 

eligible for S.C. No. 2 and transferred to S.C. No. 4 (S.C. No. 3 for North Shore), total 471 

actual S.C. No. 2 revenues would decline due to customer migration, resulting in likely 472 

charges to customers when compared to the baseline Rate Case Revenue amount for S.C. 473 

No. 2 which had included the usage and related distribution charge revenue for such 474 

customer(s).  Conversely, if larger S.C. No. 3 (North Shore) and S. C. No. 4 (Peoples 475 

Gas) customers’ usage were to decrease such they would become eligible for S.C. No. 2 476 

in a future period when they were not included in the S.C. No. 2 Rate Case Revenue 477 

amount, total actual distribution charge revenues would increase due to customer 478 

migration, likely resulting in refunds to customers and a loss in the revenue requirement 479 

for the Utilities that would be associated with migration rather than an increase in 480 

customers. 481 

Q. Do you have a solution to address Ms. Ebrey’s proposal to use total distribution charge 482 

revenues and the Utilities’ concern with distribution charge revenue changes resulting 483 

from S.C. No. 2 migration? 484 

A. Yes.  To address both of these matters, I propose that Rider VBA be revised to add the 485 

following language to the definition of “Actual Revenues” under Section A of the rider:  486 

“If Actual Revenue for Service Classification No. 2 includes distribution charge revenues 487 

for customers who switched from Service Classification No. 4 during the applicable 488 

period, the Company may exclude such revenues from Actual Revenue for the purpose of 489 
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determining adjustments under this rider.  If Actual Revenue for Service Classification 490 

No. 2 excludes distribution charge revenues for customers who switched to Service 491 

Classification No. 4 during the applicable period, the Company may exclude equivalent 492 

S.C. No. 2 distribution charge revenues from Rate Case Revenue up to a distribution 493 

charge revenue amount computed for 492,000 annual therms4 for the purpose of 494 

determining adjustments under this rider.”5  I also propose that Section D, Reports and 495 

Reconciliations, be revised to include the following:  “The Company shall also file with 496 

its petition a report (in a public format that excludes customer names and in a non-public 497 

format that includes customer names) providing information for Service Classification 498 

No. 2 customers whose usage was excluded or included for the purpose of determining 499 

adjustments under this rider as a result of a transfer from or to Service Classification No. 500 

4 since the effective date of rates approved in the Company’s most recent rate 501 

proceeding.”6  The Utilities would accept Ms. Ebrey’s proposal to use total revenues 502 

rather than per customer revenues subject to approval of this language. 503 

Q. Are there any other tariff changes that need to be made to address Ms. Ebrey’s proposal 504 

to use total distribution revenues rather than the Utilities’ current margin per customer 505 

method?  506 

A. Yes.  Ms. Ebrey’s proposed edits to Rider VBA (Staff Ex. 3.0, Attachment G) includes 507 

revised language in Section B that refers to adjustments that will be determined in early 508 

                                                 
4  Eligibility for S.C. No. 2 is based on consumption of 41,000 average therms per month or less.  

Accordingly, the maximum annual consumption for S.C. No. 2 would be 41,000 therms x 12 months or 492,000 
therms. 

5  For North Shore, the language would reference Service Classification No. 3 in place of Service 
Classification No. 4. 

6  For North Shore, the language would reference Service Classification No. 3 in place of Service 
Classification No. 4. 
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2012, for 2011 Rider VBA amounts.  The Utilities’ current margin per customer method 509 

will still be effective for the adjustments for periods prior to the date that rates approved 510 

in this proceeding become effective, as well as for the 2011 Reconciliation Adjustment.  511 

Therefore, the original language proposed by the Utilities should be maintained.  Section 512 

C of proposed Rider VBA addresses the changes for the annual adjustments that will be 513 

determined in 2013 and thereafter; therefore, the proposed changes using actual 514 

distribution charge revenues are applicable as proposed by Ms. Ebrey.  The Utilities will 515 

provide a revised Rider VBA tariff with their surrebuttal testimony that encompasses the 516 

changes addressed above. 517 

Q. Do you agree with Ms. Ebrey’s proposed modifications to the annual audit requirements 518 

under Section F of Rider VBA? 519 

A. Ms. Ebrey recommends that the audit requirements under Section F of Rider VBA be 520 

deleted and replaced with the following: 521 

The Company shall annually conduct an internal audit of its costs and 522 
recoveries of such costs pursuant to the Rider. The internal audit shall 523 
determine if: 1) the actual amount of revenues that exceed or fall short of 524 
any previously established levels collected through base rate charges are 525 
correctly reflected in the calculations; 2) the revenues are not collected 526 
through other approved tariffs; 3) Rider VBA is being properly billed to 527 
Customers; 4) Rider VBA revenues are recorded in appropriate accounts; 528 
and 5) any reimbursements of costs are identified and recorded properly 529 
for calculating rates and reconciliation. The above list of determinations 530 
does not limit the scope of the audit. The Company shall submit the audit 531 
report to the ICC’s Manager of the Accounting Department by August 1 532 
each year. Such report shall be verified by an officer of the Company. 533 

I agree with items 2 and 4 as well as the language following item 5 as proposed by Ms. 534 

Ebrey.  Also, I would agree to the introductory audit language and items 1 and 3 if certain 535 

revisions are made.  Item 5 is not necessary. 536 
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Q. Please describe the revisions that you recommend for the introductory language proposed 537 

by Ms. Ebrey for the audit requirements in Section F of Rider VBA. 538 

A. The introductory language proposed by Ms. Ebrey reads:  “The Company shall annually 539 

conduct an internal audit of its costs and recoveries of such costs pursuant to the Rider.”  540 

However, Rider VBA is designed to recover the distribution revenue requirements 541 

approved by the Commission.  Accordingly, the language should read:  “The Company 542 

shall annually conduct an internal audit of the distribution revenue requirements 543 

recovered or refunded pursuant to this rider.” 544 

Q. Please describe the revisions that you recommend for item 1 proposed by Ms. Ebrey for 545 

the audit requirements in Section F of Rider VBA. 546 

A. Item 1 as proposed by Ms. Ebrey reads “the actual amount of revenues that exceed or fall 547 

short of any previously established levels collected through base rate charges are 548 

correctly reflected in the calculations”.  I recommend that her language be revised to 549 

read:  “the actual amount of revenues that exceed or fall short of any approved Rate Case 550 

Revenue (RCR) collected through base rate distribution charges are correctly reflected in 551 

the calculations.” 552 

Q. Please describe the revisions that you recommend for item 3 proposed by Ms. Ebrey for 553 

the audit requirements in Section F of Rider VBA. 554 

A. Item 3 as proposed by Ms. Ebrey reads:  “Rider VBA is being properly billed to 555 

Customers”.  I recommend that her language be revised to read:  “Rider VBA 556 

adjustments are being properly billed to customers.” 557 
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Q. Why do you believe that item 5 proposed by Ms. Ebrey for the audit requirements in 558 

Section F of Rider VBA is not necessary? 559 

A. Item 5 as proposed by Ms. Ebrey reads:  “any reimbursements of costs are identified and 560 

recorded properly for calculating rates and reconciliation”.  As Rider VBA does not 561 

provide for any reimbursements of cost above those amounts reflected in the distribution 562 

revenue requirements, item 5 is superfluous. 563 

Q. Do you agree with Ms. Ebrey’s proposal to add a Section G to the Rider VBA that 564 

provides for a compliance filing to be made at such time as new values to be used in the 565 

calculations are determined in a rate case proceeding? 566 

A. Yes, I agree to Ms. Ebrey’s proposal but propose that the language be revised to read as 567 

follows:  “The Company shall submit as a public document, in any rate case compliance 568 

filing, the Rider VBA Rate Case Revenue (RCR) and Percentage of Fixed Costs (PFC) 569 

arising from the approved revenue requirement in the rate case.” 570 

Q. Do you agree with Ms. Ebrey’s proposal to correct the definition of “Actual Margin” that 571 

was identified in the Utilities’ response to Staff data request TEE-8.08? 572 

A. Yes, I agree to Ms. Ebrey’s proposal but note that the revision would be made to “Actual 573 

Revenue” as previously discussed and shown in my rebuttal testimony. 574 

C. GCI Witness Dismukes 575 

Q. Please summarize the issues that you respond to for GCI Witness Dr. Dismukes. 576 

A. In my rebuttal testimony, I respond to the ratemaking and tariff issues raised by Dr. 577 

Dismukes regarding Rider VBA and the increased recovery of fixed costs through the 578 
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customer charge.  The Utilities’ witness Mr. Schott responds to the policy aspects of Dr. 579 

Dismukes’ testimony. 580 

Q. Is the Rider VBA methodology described by Dr. Dismukes on page 5 of his direct 581 

testimony accurate? 582 

A. Not entirely.  On lines 109-110, he indicates that the per-customer difference is 583 

multiplied by actual customers when, in fact, such difference is multiplied by Rate Case 584 

Customers.  He also uses terms like “reconciliation period” and “recovery period” that 585 

are not consistent with Rider VBA tariff terms but may suffice for a general explanation. 586 

Q. Has Rider VBA ever included any features which linked it to energy efficiency? 587 

A. A. No.  Rider VBA was implemented as a full decoupling mechanism, one that 588 

would compute adjustments for any changes in usage (including, for example, weather) 589 

and related distribution charge revenues per customer above and below a per customer 590 

distribution charge revenue baseline arising from the revenue requirement approved by 591 

the Commission.  The Commission’s order approving Rider VBA did not condition 592 

approval of Rider VBA on the Utilities’ energy efficiency efforts and did not reflect any 593 

special provisions for tracking usage changes or lost revenues associated with energy 594 

efficiency. 595 

Q. Are the potential lost revenues quoted on page 12 by Dr. Dismukes accurate? 596 

A. No, for several reasons.  First, Dr. Dismukes considers only the initial 3 years of the 597 

Utilities’ energy efficiency efforts under the programs implemented under Section 8-104 598 

of the Public Utilities Act, which reflects energy reductions that would be achieved 599 

during the early program stages.  Section 8-104 requires ongoing energy efficiency that, 600 
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by 2020, reaches targeted savings of 8.6% of 2009 deliveries.  Second, the distribution 601 

rates reflected in Dr. Dismukes’ testimony and analysis reflects proposed front block 602 

rates for Peoples Gas’ S.C. Nos. 1 and 2 rate classes and proposed end block rates for 603 

North Shore’s S.C. Nos. 1 and 2 rate classes.  This is inconsistent and likely inaccurate 604 

for both of the Utilities as actual impacts are more likely to fall somewhere between the 605 

front and end blocks of the Utilities’ two-block rate structure for S.C. No. 1, and 606 

somewhere in between each of the front, middle and end blocks of the three-block 607 

distribution rate structure for S.C. No. 2, depending on the size of the customer in this 608 

large and heterogeneous rate class which provides service to customers under three meter 609 

classes.  Third, in his analysis Dr. Dismukes uses S.C. No. 1 distribution rates for all 610 

residential programs although the residential rate class reflects multifamily programs 611 

where master metered accounts may be served under S.C. No. 2.  Fourth, the rates used 612 

by Dr. Dismukes do not reflect any demand charge revenue losses that would occur from 613 

reduced daily demands for S.C. Nos. 3 (North Shore) and 4 (Peoples Gas).  Lastly and 614 

surprisingly, Dr. Dismukes does not consider that the revenue losses would be even 615 

greater if the Commission were to adopt GCI witness Mr. Rubin’s proposals to reduce the 616 

Utilities’ customer charges, increasing fixed cost recovery through the Utilities’ 617 

distribution charges, particularly through the end block, and that such revenue losses 618 

would be ensured with the termination of Rider VBA as proposed by Dr. Dismukes. 619 

Q. What is a more reasonable estimate of the potential revenue losses that may be 620 

experienced by the Utilities? 621 

A. Assuming 2009 delivery levels of 1,754,000,000 therms for Peoples Gas, the mandated 622 

8.6% energy reduction target and an overall distribution rate of 14 cents per therm, 623 
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cumulative reductions could total nearly $21 million7, which is far greater than the 624 

amounts shown in Dr. Dismukes’ GCI Ex. 4.5, page 1.  Assuming 2009 delivery levels of 625 

346,900,000 therms for North Shore, the mandated 8.6% energy reduction target and an 626 

overall distribution rate of 7 cents per therm, cumulative reductions could total nearly 627 

$2.1 million8, which is far greater than the amounts shown in Dr. Dismukes GCI Ex. 4.5, 628 

page 2.   629 

Q. Do you agree with Dr. Dismukes’ observation on page 12 of his direct testimony that 630 

energy efficiency does not account for considerable shares of utility revenue changes? 631 

A. No.  As discussed above, the Utilities’ cumulative revenue losses will increase through 632 

2020 as they continue to implement energy efficiency programs required under Section 8-633 

104.  Accordingly, over time, energy efficiency will account for a higher share of utility 634 

revenue changes. 635 

Q. Do you agree with the statement made by Dr. Dismukes on page 17 of his direct 636 

testimony, that the ability for customers to attain positive net savings “becomes 637 

increasingly more challenged with continued revenue decoupling”? 638 

A. No, I do not as Dr. Dismukes suggests that customers are somehow paying for more than 639 

the cost of the service that they receive from the Utilities.  Decoupling charges assure that 640 

customers appropriately pay for the service that they receive from their utility, whose 641 

fixed costs do not vary with the volume of gas that customers consume.  On the other 642 

                                                 
7 Determined as follows: 1,754,000,000 therms x 8.6% x $.14.  The overall distribution rate is determined 

by dividing total test year 2012 proposed distribution revenues by total test year distribution therms.  The legislation 
mandates that reductions be based on actual 2009 deliveries.  

8 Determined as follows: 346,900,000 therms x 8.6% x $.07.  The overall distribution rate is determined by 
dividing total test year 2012 proposed distribution revenues by total test year distribution therms.  The legislation 
mandates that reductions be based on actual 2009 deliveries.  
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hand, decoupling credits help to supplement any savings achieved by customers.  Also, as 643 

Rider VBA adjustments are applied on a per-therm of usage basis, those customers who 644 

consume less through energy efficiency efforts will pay a lesser charge amount on their 645 

reduced usage. 646 

Q. On page 19 of his direct testimony, Dr. Dismukes suggests that ratepayers may have 647 

“lucked out” with refunds over a few reconciliation periods.  Do you agree? 648 

A. No, I do not.  As discussed in my direct testimony, the Utilities have issued refunds of 649 

about $14.3 million and $3.5 million to customers of Peoples Gas, and North Shore, 650 

respectively for the period ending March, 2011.  During those periods, weather was 651 

primarily colder than normal.  As noted by Dr. Dismukes on page 12 of his direct 652 

testimony, the Chicago winter of 2009-2010 was extremely cold, registering the highest 653 

number of heating degree days in 24 years.  I doubt that those customers who used more 654 

gas and experienced higher gas bills, particularly for the gas commodity, during this 655 

extremely cold winter period would consider such cold weather “luck”.  However, 656 

because Rider VBA is a full decoupling mechanism which considers weather as well as 657 

other usage variations, customers were indeed “lucky” that such a mechanism was in 658 

place to provide some measure of bill relief to offset their higher energy bills during this 659 

cold winter period.  As noted by Staff witness Dr. Brightwell in his direct testimony, 660 

“Staff believes Rider VBA works as it was intended”.  I note that most recently, refunds 661 

will have increased to $22.9 million and $4.7 million through August, 2011 for Peoples 662 

and North Shore customers, respectively. 663 



 

Docket Nos. 11-0280, 11-0281 Cons. Page 31 of 42 NS-PGL Ex. 28.0 

Q. Do you agree with Dr. Dismukes’ comment on pages 19 of his direct testimony that 664 

under revenue decoupling, ratepayers have traded delivery service rate certainty for rate 665 

uncertainty? 666 

A. No, I do not.  Distribution rates for delivery service are set based on an assumption of a 667 

normal level of sales volumes based on various conditions, including normal weather.  668 

Although Dr. Dismukes disagrees, when sales and related distribution charge revenues 669 

vary from that assumed normal, customers pay more or less, and utilities receive more or 670 

less, than the distribution revenue requirement approved by the Commission.  Decoupling 671 

provides more certainty to customers with credit or charge adjustments that better align 672 

the distribution charge amounts on customers’ bills with the sales levels on which the 673 

billed distribution rates were set.  Increasing fixed cost recovery through fixed charges 674 

provides the most rate certainty for delivery service as the fixed charges would not vary 675 

with the amount of gas that customers’ consume. 676 

Q. Are Dr. Dismukes’ complaints on pages 32-33 of his direct testimony that the Utilities 677 

have not proposed a consistent approach to recovering fixed costs from all rate classes 678 

valid? 679 

A. No they are not.  Rate classes reflect different characteristics and costs.  However, Dr. 680 

Dismukes ignores the Utilities’ ECOSSs and how various costs are classified and 681 

allocated among rate classes.  Such cost classifications (Customer, Demand, and 682 

Commodity) and cost allocations lay the foundation for rate design.  Accordingly, costs, 683 

the percentage of certain costs to total costs and the related charges for one rate class may 684 

be higher or lower than those for another rate class due to the unique characteristics of 685 
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each rate class.  If all customers and their characteristics were the same, the Utilities 686 

would not need different rate classes.   687 

There are other valid reasons why the charges and resulting revenues for the 688 

Utilities’ rate classes differ.  Certain rate classes have been at cost for a number of years 689 

while other rate classes are moving to cost.  Similarly, certain charges in certain rate 690 

classes have been set at cost over a number of years while others are moving toward cost.  691 

Contrary to Dr. Dismukes’ claim that that there is no rule, procedure or, systematic 692 

support for the Utilities’ proposed customer charges, these charges are supported by the 693 

Utilities’ ECOSSs, which are explained in great detail by the Utilities’ witness Ms. 694 

Hoffman Malueg.  In addition, the rationale for the Utilities’ proposed customer charges 695 

and other rates are described in great detail in my direct testimony.  For all of these 696 

reasons, Dr. Dismukes’ claims are without merit. 697 

Q. On page 33 and GCI Ex. 4.13, page 1, Dr. Dismukes compares the percentage of 698 

customer related costs recovered through fixed charges for the Utilities’ “commercial and 699 

industrial transportation class” to the percent of costs recovered through customer 700 

charges for S.C. No. 1.  Are these valid comparisons? 701 

A. No, they are not.  Unfortunately, Dr. Dismukes chooses to rely on a simple mathematical 702 

comparison between rate classes rather than consult each Utilities’ ECOSSs, which 703 

provide valid support for such differences and lay the foundation for the Utilities’ 704 

proposed rate designs.  Dr. Dismukes incorrectly assumes that since customer charge 705 

revenues account for 62% of Peoples Gas’ S.C. No. 1 Revenue Requirement (69% for 706 

North Shore), this percentage must hold true for all rate classes.  However, the revenue 707 

requirements and related cost classifications for each rate class in the ECOSSs, which are 708 
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the basis for the Utilities’ rate design, show otherwise.  Since the Utilities do not have a 709 

“commercial and industrial transportation class,” it appears that Dr. Dismukes is referring 710 

to S.C. No. 4 for Peoples Gas and S.C. No. 3 for North Shore.  If Dr. Dismukes had 711 

reviewed Peoples Gas’ ECOSS, he would see that Customer classified costs represent 712 

70% of the revenue requirement for S.C. No. 1 and 4.5% of the revenue requirement for 713 

S.C. No. 4, and that these percentages are consistent with the percentage of revenues 714 

arising from the Peoples Gas’ related rate design for these rate classes.  Dr. Dismukes has 715 

provided no evidence which demonstrates that customer charges should be based on 716 

anything other than what is reflected in the Utilities’ ECOSSs for Customer classified 717 

costs. 718 

Q. On pages 32 and 33 of his direct testimony, Dr. Dismukes suggests that the customer 719 

charges for Peoples Gas’ “commercial transportation” (S.C. No. 4) customers should be 720 

$7,050 month for Peoples Gas and $7,075 month for North Shore’s “commercial 721 

transportation” (S.C. No. 3) customers based upon what he terms the Utilities’ “cost-722 

based rationale”.  Is this a valid comment? 723 

A. No, it is not.  Dr. Dismukes uses creative math rather than a supporting ECOSS to come 724 

up with these large and inaccurate customer charge amounts.  Unlike the customer charge 725 

amounts derived by Dr. Dismukes, the Utilities’ proposed customer charges are 726 

consistent with those reflected in their respective ECOSS.  For example, the S.C. No. 4 727 

Customer classified revenue requirement reflected in Peoples Gas’ ECOSS is $566 per 728 

customer.  Peoples Gas has proposed a customer charge of $560.  The S.C. No. 3 729 

Customer classified revenue requirement reflected in North Shore’s ECOSS is $519 per 730 

customer.  North Shore has proposed a customer charge of $510.  Accordingly, it is clear, 731 
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contrary to Dr. Dismukes’ protests, that the Utilities’ proposed customer charges for these 732 

rate classes are cost based and appropriate. 733 

Q. On page 34 of his direct testimony, Dr. Dismukes states that the Utilities’ current and 734 

proposed customer charges recover fixed costs at higher percentage levels than those 735 

shown in an AGA report.  Please comment. 736 

A. As mentioned previously, the AGA report shows data by region and reflects a mix of 737 

utilities that serve rural, suburban and urban areas.  Although the Utilities’ current and 738 

proposed customer charges may recover fixed costs at higher levels than reflected in 739 

some of the regional data shown in the AGA report, their recovery amounts are much 740 

lower than the 80% fixed cost recovery levels approved by the Commission for other gas 741 

utilities in Illinois. 742 

Q. On page 34 of his direct testimony, Dr. Dismukes complains that allocating a higher 743 

percentage of the Utilities’ residential revenue requirement to a fixed charge is 744 

inconsistent with promoting energy efficiency.  Please comment. 745 

A. In rate design, there is an inherent conflict between promoting energy efficiency through 746 

lower fixed charges and recovering the Commission’s authorized revenue requirement.  747 

Increased recovery of fixed costs through volumetric distribution charges may promote 748 

energy efficiency, but because customers’ usage is subject to variations arising from 749 

energy efficiency, weather and other factors (as acknowledged by Dr. Dismukes), it 750 

would virtually assure that the Utilities will either under or over recover the distribution 751 

revenues arising from the Commission’s approved revenue requirements.  Unfortunately, 752 

Dr. Dismukes proposes to terminate Rider VBA and reduce recovery of fixed costs 753 

through fixed charges, both of which are obvious solutions to this quandary. 754 
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V. RIDERS UEA AND UEA-GC 755 

Q. Do you agree with Staff Witness Mr. Kahle’s recommendation to revise proposed Rider 756 

UEA-GC to include several provisions similar to provisions of Rider UEA, including 757 

how the rider adjustments are calculated and an identification of the source of data used 758 

in the adjustment calculations? 759 

A. I agree with Mr. Kahle’s recommendation to revise Rider UEA-GC to provide more 760 

information regarding the source of the data which establishes the rate class specific 761 

factors (Uncollectible Factors) that are used to determine adjustments under the rider and 762 

how the factors were derived.  However, because Rider UEA-GC determines adjustments 763 

in a different manner than Rider UEA, it would not be appropriate to replicate in Rider 764 

UEA-GC, the detailed language included in Rider UEA.  NS-PGL Ex. 28.2 is a revised 765 

Rider UEA-GC for Peoples Gas9 which includes language shown in revision marking that 766 

provides the source of the Uncollectible Factors and adds alphabetized sections to the 767 

rider to make the rider provisions more distinct.  Also added is a new Terms and 768 

Conditions section. 769 

Q. Do you agree with Staff Witness Mr. Kahle’s recommendation to revise proposed Rider 770 

UEA-GC to include several provisions that provide the Commission with information for 771 

oversight? 772 

A. Yes, but the oversight would be provided in Rider UEA rather than Rider UEA-GC.  To 773 

provide the oversight requested by Mr. Kahle, the proposed new Terms and Conditions 774 

section in Rider UEA-GC includes a reference to Gas Supply Related Uncollectible Costs 775 

                                                 
9  The proposed language shown in Peoples Gas’ Rider UEA-GC will also apply for North Shore.  The 

applicable service classifications and Uncollectible Factors that will be reflected in each Utility’s Rider UEA 
compliance filing will be utility specific.  
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in Rider UEA.  Section H, “Annual Audit” of Rider UEA has also been revised to 776 

reference Rider UEA-GC. 777 

Q. Do the Utilities propose any revisions to Rider UEA to address Mr. Kahle’s 778 

recommendations? 779 

A. Yes, the Utilities are proposing to revise Section B, “Description of Incremental 780 

Uncollectible Adjustments”, to incorporate Rider UEA-GC and reincorporate incremental 781 

adjustments for gas cost related Uncollectible Accounts Expense (“the ISUA”) using the 782 

baseline determined in Rider UEA-GC.  The Utilities are also proposing to revise Section 783 

D, “Determination and Allocation of Baseline Uncollectible Accounts Expense Amounts 784 

Reflected in the Company’s Base Rates” of Rider UEA, which determines the baseline 785 

amounts for adjustments under the rider, to establish the baseline for gas cost related 786 

Uncollectible Accounts Expense, arising from amounts billed under Rider UEA-GC for 787 

periods subsequent to the effective date of rates filed in this proceeding.  This change will 788 

ensure an annual reconciliation of amounts billed under Rider UEA-GC with the gas cost 789 

related Uncollectible Accounts Expense amounts included in Uncollectible Accounts 790 

Expense amounts reported in Form 21.  The Utilities are also proposing to revise Section 791 

D to clarify that the baseline amount for the Utilities’ delivery service will be set in a rate 792 

case proceeding and will exclude amounts that are recovered under Rider UEA-GC for 793 

periods subsequent to the effective date of rates filed in this proceeding.  As discussed 794 

above, the Utilities are proposing to add language to section H, “Annual Audit” to 795 
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include an audit of amounts billed under Rider UEA-GC.  NS-PGL Ex. 28.3 reflects the 796 

proposed revision for Rider UEA10. 797 

Q. Are the Utilities’ proposing any other revisions to Rider UEA?  798 

A. Yes.  Sections B and E of Rider UEA reflects additional clean-up language associated wit 799 

the Utilities’ proposal to eliminate the ITUA as discussed in my direct testimony.   800 

Q. Do you agree with Mr. Kahle’s recommendation that the Commission’s final order in this 801 

proceeding should include a finding with certain language for Rider UEA-GC? 802 

A. I would agree to the language proposed by Mr. Kahle with certain revisions as shown 803 

below: 804 

Rider UEA-GC should include sections that describe the 805 
calculations and formulae from which the Uncollectible Factors are 806 
derived and identify the source of data used in calculations.  Rider 807 
UEA-GC should provide for annual oversight by stating that Rider 808 
UEA-GC will be included in the annual internal audit of Rider 809 
UEA to ensure that Rider UEA-GC has been properly 810 
administered; that revenues recovered under Rider-GC will reduce 811 
recoveries to be made under Rider UEA; and that annual 812 
information sheets will be filed for Rider UEA-GC. 813 

Q. What is your rationale for deleting some of the language proposed by Mr. Kahle? 814 

A. First, Mr. Kahle’s proposed language references a Rider GC, which is likely intended as a 815 

reference to Rider UEA-GC.  If Mr. Kahle’s intent was to prevent a double recovery of 816 

Rider UEA-GC revenues, the language would not be necessary as Rider UEA-GC 817 

revenues will be recovered only under that rider.  The revised language shown above 818 

                                                 
10  The proposed revisions shown for Peoples Gas’ Rider UEA would also apply to North Shore.  Although 

only certain pages reflect proposed revisions, the entire rider is provided for completeness.  The applicable service 
classifications and dollar amounts that will be reflected in each Utility’s Rider UEA compliance filing will be utility 
specific.  
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reflects accurate rider references.  Second, an annual information sheet would not be 819 

needed for Rider UEA-GC, since the Uncollectible Factors reflected in the rider will only 820 

change with a rate case compliance filing. 821 

Q. Do you have any comments on Mr. Kahle’s proposals regarding a net write-off method 822 

for Rider UEA and Rider UEA-GC? 823 

A. Yes, as discussed in the rebuttal testimony of the Utilities’ witness Christine Gregor, the 824 

Utilities do not support changing to a net write-off method.  Accordingly, if the 825 

Commission were to agree with the Utilities, neither Rider UEA nor Rider UEA-GC 826 

would need to be revised to incorporate this method. 827 

Q. Did Mr. Kahle provide any proposed tariff language to incorporate the net write-off 828 

method into Rider UEA or Rider UEA-GC? 829 

A. No, he did not. 830 

Q. Would a net write-off method be problematic for Rider UEA and Rider UEA-GC? 831 

A. Yes.  The Utilities’ current percentage of revenue method for determining Uncollectible 832 

Accounts Expense is reflected throughout Rider UEA and in Rider UEA-GC.  This 833 

current method for determining Uncollectible Accounts Expense is aligned with Rider 834 

UEA-GC, as the gas charge revenues which underlie the  gas charge related Uncollectible 835 

Accounts Expense booked to Account 904 and shown in Form 21 for the reporting year 836 

would be consistent with the gas charge revenues that had adjustments applied under 837 

Rider UEA-GC for the same reporting year, making a reconciliation of the amounts 838 

reported in Form 21 and the amounts billed under Rider UEA-GC an apples-to-apples 839 

reconciliation.  However, as discussed by the Utilities’ witness Ms. Gregor, with a net-840 
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write off methodology, as the write-offs would reflect bills from multiple periods, even 841 

before the reporting year, and the bills written off would have varying components for 842 

base rate and gas cost amounts, it would be impossible to trace the bill components, 843 

making an accurate determination of incremental base rate Uncollectible Accounts 844 

Expense for Rider UEA and an accurate reconciliation of revenues billed under Rider 845 

UEA-GC impossible.  Accordingly, any incremental amount determination or 846 

reconciliation of revenues and costs would be apples-to-oranges, with any differences 847 

being mathematical rather than accurate, and the results being unpredictable and 848 

potentially undesirable. 849 

VI. RIDER ICR 850 

Q. On page 6 of his direct testimony GCI Witness Mr. Effron suggests that Peoples Gas 851 

misinterprets the provision in Rider ICR which resets the ICR Charge Percentage to zero 852 

when new base rates become effective.  Is he correct? 853 

A. No, he is not.  The reset provision in Rider ICR is intended to prevent double recovery of 854 

costs recovered under Rider ICR and through base rates.  Rider ICR provides for 855 

recovery of costs on a prospective basis with charges under the rider to be effective on 856 

April 1 of a given year, recovering projected costs for the same year, subject to a true-up 857 

of actual and projected costs the following year.  Peoples Gas’ initial Rider ICR 858 

adjustment became effective April 1, 2011, and recovers costs projected for calendar year 859 

2011.  Peoples Gas’ current rate case reflects a calendar 2012 future test year and 860 

includes in rate base main replacement costs for 2011 and 2012.  The base rates arising 861 

from this proceeding would become effective in early 2012 and place in rate base 862 

amounts for which return had previously been recovered under Rider ICR in 2011 as well 863 
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as those projected for test year 2012.  Any Rider ICR charges that would be effective 864 

April 1, 2012, would also recover projected 2012 costs, although projected 2012 costs 865 

would already be reflected in and recovered through the new base rates in effect.  866 

Accordingly, a subsequent April 1, 2012 Rider ICR charge would not be needed nor be 867 

appropriate. 868 

Q. Is there anything in Rider ICR that precludes recovery of main replacement costs through 869 

base rates? 870 

A. No. 871 

Q. Would Peoples Gas earn the same return on equity on main replacement costs under 872 

Rider ICR as it would for the same costs recovered through base rates? 873 

A. No.  In Peoples Gas’ last rate case, the Commission ordered a 163 basis point reduction 874 

in the return on equity that is applied to main replacement costs recovered under Rider 875 

ICR and Staff witness Mr. McNally recommends in this proceeding that the adjustment 876 

be increased to 183 basis points.  Accordingly, if the Commission were to accept Mr. 877 

Effron’s recommendation to delay the recovery of test year main replacement costs by 878 

including the costs in Rider ICR rather than base rates, Peoples Gas would earn a lower 879 

return than what is allowed on its other base rate investments in addition to a delay in 880 

recovering its costs (April 1, 2012 under Rider ICR rather than in January, 2012 through 881 

base rates).  Peoples Gas would not earn a full return on its main replacement costs until 882 

its next rate case. 883 

Q. Mr. Effron recommends that Rider ICR be modified to include accumulated deferred 884 

income taxes.  Is this consistent with the design of Rider ICR? 885 
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A. No.  Rider ICR was modeled on Commission rules applicable to water and sewer 886 

investments (83 Ill. Admin. Code Part 656).  Accumulated deferred income taxes are not 887 

part of those rules.  See also the rebuttal testimony of John Stabile (NS-PGL Ex. 26.0). 888 

VII. TRANSPORTATION ADMINISTRATIVE CHARGES 889 

Q. IGS witness Mr. Parisi recommends that the administrative charges related to the 890 

administration of the Choices For Yousm (“CFY”) transportation program be assessed to 891 

all customers eligible for the program.  Do you agree? 892 

A. No, I do not.  As explained by the Utilities’ witness Mr. McKendry, the costs which 893 

underlie the CFY program are specifically associated with providing services to the 894 

suppliers and customers who participate in the transportation program.  As retail sales 895 

customers do not cause the costs that are incurred by the appropriately named “Gas 896 

Transportation Services” Department and related IT costs, they should not be assessed 897 

any of the costs. 898 

Q. On page 35 of his direct testimony, Mr. Parisi provides an excerpt of the transcript from 899 

the Utilities’ last rate case hearings.  Is his conclusion valid? 900 

A. No, it is not.  Mr. Parisi misses the point of the transcript excerpt shown on lines 845-852 901 

of his direct testimony that indicates that “suppliers” are eligible to call Gas 902 

Transportation Services.  Sales customers do not call Gas Transportation Services for 903 

service.  However, both sales customers and transportation customers call the call center, 904 

which services all customers.  Accordingly the “cost causation” principle underlying the 905 

applicability of transportation administrative charges remain valid.  906 
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Q. Is IGS witness Mr. Parisi correct when he suggests that CFY customers pay twice for the 907 

same or substantially similar services and that certain costs should not be included in 908 

such customer’ administrative costs? 909 

A. No he is not.  Although CFY customers buy their gas from alternative suppliers, the 910 

Utilities continue to provide delivery service as well as storage and balancing services so 911 

that the transportation programs can exist.  For example, functions associated with 912 

initiating service to a customer (such as credit review that is related to deposit 913 

requirements) and terminating service apply to all customers.  Credit reporting applies to 914 

all customers because customers owe the Utilities for delivery service charges and those 915 

amounts may become uncollectible expenses.  Moreover, gas supply personnel provide 916 

support for securing and managing the services and assets which underlie storage and 917 

balancing services. 918 

Q. Does this conclude your rebuttal testimony? 919 

A. Yes, it does. 920 


