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I. 

Q. State your name and business address. 2 

Witness Identification 1 

A. David Brightwell, Illinois Commerce Commission, 527 East Capitol Avenue, 3 

Springfield, Illinois, 62701. 4 

Q. Are you the same David Brightwell who previously testified in this 5 

proceeding? 6 

A. Yes. 7 

II. 

Q. What was the subject matter of your direct testimony? 9 

Purpose of Rebuttal Testimony 8 

A. My direct testimony recommended that the Commission approve Rider VBA on a 10 

permanent basis rather than move further toward a Straight Fixed Variable 11 

(“SFV”) rate design in which there is a higher fixed customer charge and lower 12 

recovery through volumetric rates.  I provided numerous reasons why I believe a 13 

VBA with a lower fixed customer charge is preferable to a full SFV rate or an SFV 14 

rate with 80% recovery of fixed costs through fixed charges and 20% recovery of 15 

fixed costs through volumetric charges (referred to as an 80/20 SFV), which the 16 

Commission approved in Nicor and Ameren’s most recent rate cases. 17 

Q. Please summarize your direct testimony. 18 

A. I argued that Rider VBA was a better alternative than an SFV rate or an 80/20 19 

SFV rate because it is more consistent with policy objectives established by the 20 

General Assembly, it has a smaller bill impact on low-use customers, it reduces 21 
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the reliance on statistical forecasts to set rates, and it reduces the advantages 22 

the utility has in deciding when to petition for future rate increases. 23 

Q. How did the Companies respond to your recommendations? 24 

A. Ms. Valerie Grace and Mr. Kevin Kuse responded on behalf of the Companies.  Ms. 25 

Grace testified that she supported my recommendation to make Rider VBA 26 

permanent, but that she disagreed with my assessment of an SFV rate.  She stated 27 

that an SFV is also appropriate and sought to distinguish what I refer to as an 80/20 28 

SFV from a full SFV in which all fixed costs are recovered through fixed charges.  29 

Ms. Grace also stated that the Companies do not manipulate their forecasts, 30 

implying that my concern about relying on statistical forecasts is unwarranted.  In 31 

addition, she replied to my comments that the Companies proposed fixed costs 32 

would be among the highest in the nation.  33 

 Mr. Kuse replied to a statement in my direct testimony in which I stated that one 34 

explanation for why the number of non-space-heating customers is decreasing as 35 

the number of space heating customers is increasing is that non-space-heating 36 

customers are switching to space heating.  I posited that it was likely that customers 37 

who switch to space heating from non-heating usage would use less gas on 38 

average than established space heating customers.  I also stated that if my opinion 39 

was correct, it caused problems with the forecast.  Mr. Kuse commented that there 40 

was no data to support my opinion about usage of customers who switch to heating 41 

compared to existing heating customers.    42 



  Docket No. 11-0280/0281 
ICC Staff Exhibit 15.0 

3 

 

III. 

Q. Please summarize Mr. Kuse’s rebuttal testimony. 44 

Response to Mr. Kevin Kuse’s Rebuttal Testimony 43 

A. Mr. Kuse said that my assertion, which is summarized above, is not supported by 45 

data and that “the determination of heating customers is based on equipment.  An 46 

individual customer that moves or switched from non-heating to heating would need 47 

to have equipment for space heating.  Therefore, they may use the same, more or 48 

less than other, existing heating customers.” (NS-PGL EX. 32.0, p. 2)   49 

Q. Please respond. 50 

A. Mr. Kuse is correct that I did not have any data to support my opinion at the time I 51 

provided my testimony.  In response to NSPGL-Staff 3.15, I explained that my 52 

reasoning for the assumption that customers who switch from non-heating to 53 

heating use would use less gas on average than existing customers is that gas has 54 

been more economical than electric for space heating purposes for quite some time 55 

and that it is more economical as more gas or electric power is used.  Based on this 56 

fact, I reasoned that customers who needed more energy for space heating would 57 

have switched a long time ago or built with gas heat.  As a result, I would expect 58 

customers who switched from electric power to gas probably reside in smaller 59 

residences requiring less gas.  I also indicated in response to NSPGL-Staff 3.15 60 

that I thought it was more likely that non-heating customers were leaving the 61 

system entirely than it was that those customers were switching to gas. 62 
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Q. Did you become aware of any evidence after you responded to the DR 63 

NSPGL-Staff 3.15 that suggests that customers who switch to gas space 64 

heating are using less gas than existing heating customers? 65 

A. Yes.  The Companies responses to Staff DR DAB 3.0, subparts a – c, indicate that 66 

North Shore Gas had between 10 and 152 customers switch to heating in each 67 

year between 2004 and 2009 and that the average use of those who switched was 68 

between 10 and 153 therms less than usage by existing heating customers.  69 

Peoples Gas had between 1100 and 4300 customers switch each year and those 70 

who switched used 213-246 therms per year less on average than existing 71 

customers.  This information further supports my assumption that average use by 72 

those who switched to heating was less than existing customers and that it was a 73 

small number who switched.  74 

 Q. Does Mr. Kuse’s testimony support your assertion that Rider VBA reduces 75 

the necessity to depend on forecasts for setting rates? 76 

A. Yes.  The Companies indicated through representations made by their counsel that 77 

in order to provide the responses to Staff DR DAB 3.01 they would need more time 78 

than the 14 day response period for DRs because they required extensive data 79 

mining to retrieve this information.  This suggests that prior to my DR, the 80 

Companies did not explore the impact of switchers on average use.  Although I 81 

explained the significance of switchers having lower use on models that include 82 

energy efficiency variables in my response to NSPGL-Staff 3.14, the Companies 83 

apparently did not verify its accuracy with data it could retrieve. 84 
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Q. Why is the impact of switchers relevant to average use forecasts? 85 

A. The Companies forecasts are derived from statistical models that use least squares 86 

regression techniques.  One of the assumptions of least squares regression is that 87 

the factors that are not explained by the model (the error term) are not correlated 88 

with the factors that are explained by the model (the independent variables).   If this 89 

assumption is violated, the coefficient estimates are biased as are any predicted 90 

values such as those used in forecasts.  If switchers have lower than average use, 91 

this necessarily causes average use to decrease and it is not being accounted for 92 

by the models; that is, it is included in the error term.  Two of the independent 93 

variables used in the models account for energy efficiency trends through shell 94 

efficiency improvements and energy efficiency measure saturations.  Another 95 

independent variable is a time trend that serves to account for general trends in 96 

usage over time.  The two energy efficiency variables serve to reduce average 97 

usage as do customers switching to space heating and using less than the existing 98 

average customer.  Therefore these variables are correlated with the error term.  99 

Similarly, there has been a trend toward reduced usage over the sample period that 100 

is used for the average usage forecasts.  The time trend accounts for this reduced 101 

usage and would be correlated with the error term as well.  This indicates that at 102 

least three variables could be correlated with the error term, causing biased 103 

estimates. 104 

Q. Please explain bias. 105 
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A. Bias is a statistical term that means that on average the estimated coefficient is not 106 

equal to the true value of the coefficient being estimated. 107 

Q. How does Rider VBA alleviate problems like this?        108 

A. If the forecasts are biased, rates that are set on those forecasts are on average 109 

either too high or too low.  The reconciliation of Rider VBA adjusts for any over 110 

collection or under collection, including collections resulting from rates set from 111 

forecasts derived from biased estimators.   112 

IV. 

Q In the introductory section of your rebuttal testimony, you summarize one of 114 

Ms. Grace’s responses to your direct testimony, in which she distinguishes 115 

between an 80/20 split of fixed cost recovery through fixed customer charges 116 

and volumetric charges and a full SFV rate.  What is your response? 117 

Response to Ms. Valerie Grace’s Rebuttal Testimony 113 

A. Ms. Grace is correct that my categorization of the 80/20 split as an 80/20 SFV is not 118 

completely correct in terms of referring to it as an SFV rate.  However, the point I 119 

raise is still valid.  The Commission, in Ameren and Nicor’s last rate cases, 120 

approved recovering 80% of fixed costs through fixed customer charges and the 121 

remaining 20% through volumetric charges.  Peoples and North Shore suggest a 122 

full SFV as an alternative should the Commission reject permanent approval of 123 

Rider VBA.  It is preferable to keep a lower percentage of fixed cost recovery 124 

through fixed customer charges and more through volumetric charges.  Rider VBA 125 

allows for both revenue stability and lower fixed customer charges making it a 126 
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better alternative than either an 80/20 SFV or a full SFV.  The reasons for this are 127 

that a higher fixed customer charge loads more of a burden onto low-use 128 

customers relative to a low customer charge, which may cause them to switch to all 129 

electric use over time.  It also reduces the incentive to conserve gas as it lowers the 130 

marginal price of delivered gas.  Both of these are contrary to public policy 131 

objectives to promote both electric and gas energy efficiency.   132 

  133 

Q. What was Ms. Grace’s reply to your comment that the Companies’ proposed 134 

fixed costs would be amongst the highest in the nation?      135 

A. Ms. Grace responds that costs for each Utility are associated with the actual costs 136 

associated with providing service and that the customer charges in the AGA study I 137 

cite are for a mix of different utilities that serve rural, suburban and urban areas. 138 

(NS_PGL Ex 28.0, pp. 7-8) 139 

Q.  Please respond. 140 

A. I believe Ms. Grace missed the point of my testimony.  I am not testifying that the 141 

Companies’ costs are unduly high.  The Companies’ costs are higher than most 142 

utilities in the U.S. and as such recovery of fixed costs through fixed customer 143 

charges is more likely to cause customers to leave the system.  The law of demand 144 

states that, holding all other factors constant, as the price of a good or service 145 

increases, the quantity of that good or service that customers are willing to buy 146 

decreases.  The fixed charge component proposed by the Utilities is higher in both 147 
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absolute terms and percentage terms than almost any utility cited in the AGA study.  148 

On pages 13 – 17 of my direct testimony, I perform analysis that shows that the 149 

percentage of customers who are paying more for the ability to have gas delivered 150 

than for the actual gas delivered increases as the fixed customer charge increases.  151 

The higher fixed charge does not allow these customers to reduce their bills by 152 

reducing usage.  One would expect over time that these customers are more likely 153 

to switch to all electric in order to avoid the high fixed customer charge associated 154 

with gas distribution service.  Since the fixed customer charges proposed by the 155 

Companies are higher than most other utilities this is likely to be more problematic 156 

for Peoples and North Shore than it is for utilities such as Nicor and Ameren which 157 

have considerably lower fixed customer charges.  Increasing the fixed charges as 158 

the Companies are proposing only exasperates this problem.   Promoting revenue 159 

stability through Rider VBA and keeping the fixed customer charge lower is 160 

preferable to raising the percentage of fixed costs recovered through fixed 161 

customer charges. 162 

Q. Please summarize Ms. Grace’s response about potential manipulation of 163 

forecasts. 164 

A. In my direct testimony I said that one of the advantages of Rider VBA is that the 165 

reliance on forecasts is less important because the reconciliation refunds or collects 166 

any over or under recovery of revenues.  Due to this reconciliation, anything that 167 

could be done to manipulate a forecast becomes less beneficial because the refund 168 

associated with over collecting diminishes the incentive.  Ms. Grace states that the 169 
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Utilities do not manipulate billing parameters for rate design purposes and that no 170 

party in this case disputed the methods employed by Mr. Kuse to estimate sales. 171 

(NS-PGL Ex. 28.0, p. 7) 172 

Q. Please respond. 173 

A. The intention of my testimony was not to accuse the Utilities of manipulating their 174 

forecasts.  It was to point out that Rider VBA diminishes any incentive to manipulate 175 

the forecasts.  Peoples and North Shore as well as any other utility have an 176 

inherent advantage in the estimation of billing determinants.  This arises because 177 

utilities have the data on their customers’ usage, choose the variables used in 178 

models, choose the specifications for the models and choose the time periods to be 179 

used as samples.  If different or additional variables are included, the sample period 180 

changes or the models are specified differently, the results could vary greatly and 181 

the forecasts could change as well.  Rider VBA diminishes the importance of 182 

forecasts so that it is less important to check whether alternative sample periods 183 

and/or models provide more accurate or precise results. 184 

Q. Do you have any concerns with the models presented by Mr. Kuse?     185 

A. The models appeared to forecast reasonably well for the time between the end of 186 

the sample period and when I reviewed them prior to my direct testimony.  187 

However, I am concerned about the potential bias from omitting any variable to 188 

account for customers switching from non-heating to heating. 189 

Q. Does this conclude your rebuttal testimony?  190 



  Docket No. 11-0280/0281 
ICC Staff Exhibit 15.0 

10 

 

A. Yes.           191 
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