
GCI Ex. 9.0 

 
 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

 

 

 

THE PEOPLES GAS LIGHT AND COKE COMPANY ) 

NORTH SHORE GAS COMPANY               )  

        ) 

Proposed General Increase                 ) Docket No. 11-0280 

In Rates for Gas Service     ) Docket No. 11-0281 

 

 

 

 

 

 

 

 

 

REBUTTAL TESTIMONY OF DAVID E. DISMUKES, PH.D. 

ON BEHALF OF  

PEOPLE OF THE STATE OF ILLINOIS, THE CITIZENS UTILITY BOARD AND 

THE CITY OF CHICAGO 

(“GOVERNMENTAL AND CONSUMER INTERVENORS” OR “GCI”) 

 

 

 

 

 

 

 

 

DATED AUGUST 15, 2011 

 

 



GCI Ex. 9.0 

 
 

REBUTTAL TESTIMONY OF DAVID E. DISMUKES, PH.D. 

 

TABLE OF CONTENTS 

 

I. INTRODUCTION .............................................................................................................. 3 

II. VBA MECHANICS............................................................................................................ 5 

III. PRIOR VBA APPROVALS AND ENERGY EFFICIENCY PERFORMANCE ............. 8 

IV. LOST BASE REVENUE CALCULATIONS .................................................................. 11 

V. COST-EFFECTIVENESS AND CHANGING MARKET DYNAMICS ........................ 18 

VI. WEATHER-RELATED REVENUES.............................................................................. 20 

VII. CONCLUSIONS AND RECOMMENDATIONS ........................................................... 22 

 

 

 



GCI Ex. 9.0 

3 
 

I. INTRODUCTION 1 

Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS ADDRESS? 2 

A. My name is David E. Dismukes.  My business address is 5800 One Perkins Place Drive, 3 

Suite 5-F, Baton Rouge, Louisiana, 70808.   4 

Q. ARE YOU THE SAME PERSON  WHO FILED DIRECT TESTIMONY IN 5 

THESE PROCEEDINGS? 6 

A. Yes.  I am the same person who prepared and filed direct testimony for the Illinois 7 

Attorney General (“AG”), on the behalf of the People of the State of Illinois, the Citizens 8 

Utility Board (“CUB”), and the City of Chicago (“the City”) (collectively, the AG, CUB, 9 

and City are referred to as “Governmental and Consumer Intervenors” or “GCI”) to 10 

address the proposal by the Peoples Gas Light and Coke Company (“Peoples”) and North 11 

Shore Gas Company (“North Shore,” collectively, “the Companies”) to continue their 12 

Rider Volume Balancing Adjustment (“VBA” or “decoupling”) mechanism. 13 

Q. HAVE YOU PREPARED ANY EXHIBITS TO SUPPORT YOUR TESTIMONY? 14 

A. Yes.  I have prepared six exhibits in support of my testimony. 15 

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 16 

A. The purpose of my rebuttal testimony is to address a number of positions taken by Ms. 17 

Valerie H. Grace and, to a lesser extent, Mr. James F. Schott, in their rebuttal to my direct 18 

testimony filed on June 15, 2011.  I also briefly address the testimony of Dr. David 19 

Brightwell for the Commission Staff. 20 

Q. CAN YOU SUMMARIZE YOUR REBUTTAL TESTIMONY? 21 

A. Yes.  My rebuttal testimony can be summarized as follows: 22 
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 While there are some slight mechanical differences between the Companies‟ VBA and 23 

other decoupling mechanisms across the U.S., Rider VBA is still based upon a common 24 

revenue per customer (“RPC”) structure and suffers from some of the same commonly-25 

recognized deficiencies as other RPC-based revenue decoupling mechanisms. 26 

 Contrary to the Companies‟ assertions, the Commission did identify an explicit 27 

“balancing” rationale for the adoption of Rider VBA.  The Commission‟s prior approval 28 

of the pilot mechanism was based upon a belief that it would be inherently unfair to ask 29 

the Companies to absorb the potential financial risks that could be created from the 30 

promotion of significant energy efficiency savings.  Rider VBA was adopted as a means 31 

of “balancing” potential utility financial exposure against ratepayers‟ potential energy 32 

efficiency savings opportunities. However, actual experience to date suggests that savings 33 

resulting from the Companies‟ energy efficiency programs have not created any financial 34 

risk or exposure and are likely to not do so in the future.   35 

 My prior lost base revenue estimates were accurate given the information provided by the 36 

Companies in their direct case.  If anything, my original lost base revenue estimates were 37 

conservative (i.e., more favorable for the Companies), even if modified for some of the 38 

assertions the Companies‟ make in their testimony. 39 

 The Companies‟ rebuttal reflects an apparent misunderstanding of my positions on the 40 

relationship between lost base revenues and the cost-effectiveness of energy efficiency 41 

programs. My position on that point has nothing to do with questioning the Companies‟ 42 

cost of service, and simply addresses changes in the opportunity cost for efficiency given 43 

changing market dynamics and revenue decoupling. 44 
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 The Companies‟ rebuttal misrepresents my statements regarding ratepayers being “lucky” 45 

in receiving weather-related refunds over the last few years.  My point was not that 46 

suffering cold weather was a “lucky” event as much as it was to recognize that had 47 

weather-related revenues been normal, ratepayers would have faced rate surcharges 48 

during an exceptionally challenging economic environment. 49 

II. VBA MECHANICS 50 

Q. CAN YOU SUMMARIZE THE COMPANIES’ REBUTTAL REGARDING YOUR 51 

STATEMENTS ON THE VBA MECHANICS? 52 

A. Yes.  The Companies correct my summary of the current Rider VBA mechanics by 53 

noting that the RPC differential (actual versus allowed) is trued up using test-year customers 54 

rather than actual customers as I said in my direct testimony.
1
  The Companies note that while 55 

the tariff terms do not include such explicit terms as “reconciliation period” and “recovery 56 

period,” Rider VBA does work in a fashion generally consistent with that characterization.
2
 57 

Q. DO YOU AGREE WITH THE COMPANIES’ ASSERTIONS REGARDING ITS 58 

RIDER VBA MECHANICS? 59 

A. Yes, in part, since the Companies are correct in clarifying that revenue differentials are 60 

adjusted against test year customers rather than actual customers as stated in my direct 61 

testimony.  But the fact that the Companies‟ RPC differential is reconciled against test year, as 62 

opposed to actual, customers does not materially change the risk-shifting nature of the 63 

decoupling mechanism.  Revenues, which move with changes in natural gas demand, are a 64 

function of prices, weather, economic conditions and a range of other changes in tastes, 65 

                                                           
1
 NS-PGL Ex. 28.0, 27: 583-585. 

2
 NS-PGL Ex. 28.0, 27: 585-586. 
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preferences, and technology.  The Companies have little to no control of these factors and have 66 

historically borne these business cycle risks in return for a risk-adjusted allowed rate of return on 67 

their investments.  Revenue decoupling simply changes this historic risk relationship by 68 

requiring ratepayers to make the utility whole for any downside change in revenues, regardless 69 

of the source. 70 

Q. DO YOU AGREE WITH THE COMPANIES’ ASSERTION THAT RIDER VBA 71 

SIMPLY ASSURES THAT CUSTOMERS “DON’T PAY MORE THAN THEIR COST 72 

OF SERVICE?” 73 

A. No I do not agree.  Rider VBA guarantees a fixed level of revenues, not recovery of a 74 

certain level of costs.  This fact is one of the reasons some critics of revenue decoupling refer to 75 

the process as single issue ratemaking.  The Companies however, would have the Commission 76 

believe that Rider VBA simply makes them whole for their costs when revenues fall short, and 77 

assure that ratepayers don‟t pay more than their costs of service when revenue collections are 78 

greater than normal.  This argument is simply incorrect and inconsistent with regulatory 79 

fundamentals.   80 

Q. CAN YOU EXPLAIN WHY THE COMPANIES’ ASSERTION ON THIS 81 

MATTER IS INCORRECT? 82 

A. Yes.  Revenues are set equal to costs in a test year, and those costs can, and often do 83 

change in the years following a rate case.  If the cost of service declines, a utility may recover 84 

more than its cost of service when VBA reconciles revenue levels to yield the guaranteed 85 

revenue amount (RPC x test year customers).  86 

Q. DO  YOU AGREE WITH COMMISSION STAFF’S RECOMMENDATION THAT 87 

RIDER VBA SHOULD BE CONTINUED? 88 
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A. No.  Staff recommends Rider VBA be continued because Dr. Brightwell believes it has 89 

worked well and is preferable to a straight fixed variable (“SFV”) rate design.
3
  First, I disagree 90 

that the issue before the Commission is a choice between continuing Rider VBA and adopting an 91 

SFV rate design.  Clearly, the Commission can and should consider other cost of service and rate 92 

design proposals including those presented by other parties to this proceeding.  Second, I also 93 

disagree with the Staff‟s recommendation to continue Rider VBA simply because it has “worked 94 

well” from a mechanical perspective. The mechanical effectiveness of Rider VBA is no reason to 95 

continue its use.  The true test for continuing Rider VBA should be whether the ratepayer 96 

benefits created by Rider VBA are greater than, or equal to its costs. While ratepayers have 97 

admittedly received a number of weather-related refunds over the past couple of years, they 98 

have, as a general matter, given up rate certainty for increased risk and very limited energy 99 

efficiency benefits.  As a result, the Commission should reject the Staff‟s recommendation to 100 

preserve Rider VBA simply because it has succeeded, from a mechanical perspective, to ensure 101 

that the Companies are made whole.  102 

Q. SO DOES THIS MEAN THAT YOU DISAGREE WITH THE COMPANIES’ 103 

REBUTTAL ASSERTION THAT RIDER VBA HAS ACTUALLY PROVIDED 104 

GREATER RATE CERTAINTY?
4
 105 

A. Yes, and the statement is simply incredulous given the practical mechanics and effects of 106 

the Rider VBA calculations which are intended to credit or charge customers (as a group) in any 107 

given period for changes in their usage.  When weather is colder than normal, and ratepayers use 108 

more natural gas than anticipated relative to the base year revenue requirement, they (as a group) 109 

receive a line item credit sometime after their usage has changed.  When ratepayers use less 110 

                                                           
3
 ICC Staff Ex. 6.0, 4:66-72. 

4
 NS-PGL Ex. 28.0, 31: 672-673.  
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natural gas than anticipated, they see a line-item surcharge at some point after the change in their 111 

usage.  During warm, lower-usage summer months, ratepayers may use more or less than the 112 

amount established in the last rate case.  From the individual ratepayer's perspective, there is no 113 

rhyme or reason to the endless yo-yo of surcharges and credits which can easily move in 114 

directions opposite their individual usage patterns.  Ratepayers in any given month do not know 115 

if they will receive a credit or a surcharge because that determination is quite simply out of their 116 

control.   Moreover, the simple acronym of the program (“volume balancing adjustment”) 117 

suggests something that must change in order to preserve some nebulous and likely not well-118 

understood “balance” for ratepayers.  This all suggests a changing and highly variable process 119 

that is anything but “certain.”  120 

III. PRIOR VBA APPROVALS AND ENERGY EFFICIENCY PERFORMANCE 121 

Q. DO YOU AGREE WITH THE COMPANIES’ ASSERTION THAT THE 122 

COMMISSION’S DECISION APPROVING A RIDER VBA PILOT PROGRAM WAS 123 

NOT PREMISED UPON ANY ENERGY EFFICIENCY PERFORMANCE STANDARD?
5
 124 

A. Not entirely.  While the Companies are factually correct that the Commission‟s approval 125 

did not explicitly tie a therm-specific, or savings percentage-specific target to the approval of the 126 

Rider VBA pilot, it is clear from reading the entire Order that approval was premised upon a 127 

“balancing” of interests between the Companies and their ratepayers.  The Commission‟s 128 

approval clearly appears to expect big commitments from the Companies in providing ratepayer 129 

efficiency savings.  The Commission‟s Order stated: 130 

While the GCI parties fully support EEP, they pay no mind to what this 131 
means for the Utilities. When dutifully considered, however, the effects of the 132 

                                                           
5
 NS-PGL Ex. 17.0, 20: 426 - 21: 451; and NS-PGL Ex. 28.0, 27: 592-595. 
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implementation of energy efficiency programs flow exclusively to the benefit 133 
of customers. This means that efficiency strategies and improvements, by 134 
their very nature, will worsen the Utilities„ ability to recover margin revenues 135 
in the immediate future. Furthermore, unlike simple conservation activities, 136 
efficiency improvements have more long-term sustained effects. In this 137 
regard, the Utilities are correct in arguing that our approval of Rider EEP will 138 
exacerbate the problem that Rider VBA is intended to address.  139 

Both the Utilities„ embrace of energy efficiency programs, and our 140 
recognition of customer gas-saving initiatives, compel the view that these 141 
developments need be balanced with appropriate adjustments. In our view, 142 
energy efficiency is an underutilized resource. All market participants, 143 
including the Utilities need to be part of a concerted effort to change the 144 
status quo. And, in the process, the current regulatory structure may also have 145 
to be re-examined and better tuned to accept new factual realities and policy 146 
objectives. We have on record in this case, solid reason to find Rider VBA a 147 
proper regulatory response for all of the changing realties reflected in these 148 
premises. 149 

The Commission added: 150 

In the final analysis, we are simply unable to approve only those measures 151 

that benefit ratepayers and wholly ignore what the impacts of these 152 

benefits will have on the Utilities. To do so could well be unlawful as this 153 

Commission is put to the obligation of balancing both the interests of 154 

consumers and the interests of the Utilities. See BPI, 146 Ill. 2d 175, 208 155 

(1991) (stating that the Commission is charged with setting rates which 156 

are just and reasonable not only to the ratepayers but to the utility and its 157 

shareholders). Under the whole of the balancing process, we find it sound 158 

and reasonable to approve Rider VBA.
6
  159 

Q. DO YOU AGREE WITH THE COMPANIES’ STATEMENT THAT “THE 160 

UTILITIES, ABSENT RIDER VBA, INHERENTLY HAVE A THROUGHPUT 161 

INCENTIVE, I.E., AN INCENTIVE TO ENCOURAGE NATURAL GAS 162 

CONSUMPTION, AND NOT TO BE SUPPORTIVE OF CONSERVATION AND 163 

ENERGY EFFICIENCY”?
7
 164 

                                                           
6
 Peoples Gas Light & Coke Company, North Shore Gas Company -- Proposed general increase in natural 

gas rates.  Illinois Commerce Commission, Docket Nos. 07-0241 and 07-0242 (cons.).  Order of February 5, 2008, 

p. 150-151, emphasis added in both citations. 
7
 NS-PGL Ex. 17.0, 21:455-457. 
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A. No, particularly the later part of the statement, that the Companies have an incentive to 165 

“not be supportive of conservation and energy efficiency.”  It is my understanding, from a policy 166 

perspective, that the promotion of energy efficiency is Illinois law, and the Companies‟ 167 

suggestion that the absence of Rider VBA would result in less support for conservation and 168 

energy efficiency is tantamount to stating it does not support state law.  The Companies ignore 169 

the basic fact that the General Assembly has, in effect, legislated that encouraging inefficient 170 

natural gas consumption is inconsistent with state law and policy in Section 8-104 of the Act by 171 

noting:  “[i]t is the policy of the State that natural gas utilities and the Department of Commerce 172 

and Economic Opportunity are required to use cost-effective energy efficiency to reduce direct 173 

and indirect costs to consumers.”  174 

Q. DOES THE COMPANIES’ POSITION STRIKE YOU AS A LITTLE BRAZEN? 175 

A. Yes, since such a position could easily be construed as representing a belief that the 176 

Companies, absent Rider VBA, have an “inherent” entitlement to sell and waste as much natural 177 

gas as they believe is profitable for their shareholders.  There is nothing inherent in the theory or 178 

practice of utility regulation that supports such a position.  In fact, an argument could be made 179 

that utilities indiscriminately pushing inefficient gas sales are acting imprudently, irrespective of 180 

any energy efficiency goals, policies, or agendas.   Recently, the Indiana Commission, which 181 

previously allowed revenue decoupling for its regulated gas utilities, rejected revenue decoupling 182 

for one of its regulated electric utilities (“Vectren-South”) based, in part, upon the finding that: 183 

Vectren South operates "in the public interest" not only because it provides basic 184 

and necessary customer service, but also because it extracts and utilizes valuable 185 

natural resources in providing that service…intentionally wasting those natural 186 

resources is inconsistent with this public interest standard and the promotion of 187 

inefficient sales for profit is simply inconsistent with an underlying public interest 188 

principle of close to 100 years of utility regulation. We agree, whether Vectren 189 

South receives a particular cost recovery mechanism or not, it remains obligated 190 
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to conserve resources as part of its regulatory bargain.
8
 191 

IV. LOST BASE REVENUE CALCULATIONS 192 

Q. CAN YOU OUTLINE THE COMPANIES’ CRITICISMS OF YOUR LOST BASE 193 

REVENUE ESTIMATES? 194 

A. Yes, the Companies make five generally incorrect assertions about my lost base revenue 195 

calculations.  Those assertions claim that: 196 

 My estimates only narrowly estimate lost base revenues, specifically, only those from the 197 

earlier and not the later years of their proposed energy efficiency programs. 198 

 My lost base revenue estimates are incorrect since they use the wrong and/or inconsistent 199 

block rates. 200 

 My lost base revenues estimates do not consider additional lost base revenues from 201 

additional types of residential customers that may be able to take advantage of the 202 

Companies‟ proposed residential efficiency programs. 203 

 My lost base revenue estimates do not consider lost base demand revenues from 204 

commercial and industrial (“C&I”) customers that may be able to take advantage of its 205 

C&I programs. 206 

 My lost base revenues estimates are not evaluated under the GCI proposed rate design. 207 

Q. DO YOU AGREE WITH THE COMPANIES’ CRITICISM OF YOUR LOST 208 

BASE REVENUE ESTIMATES? 209 

A. No. The Companies‟ assertions on most of these points are generally faulty, based upon 210 

half-facts, and/or fail to recognize the lack of record evidence they provided in their direct case 211 

                                                           
8
 In re: Petition of Southern Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of Indiana, 

Inc. Indiana Utility Regulatory Commission. Cause No. 43839. Order at 83 (April 27, 2011). 
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(and discovery to date) in this proceeding.  Even if some of these purported fallacies were 212 

“corrected,” it would have little impact on the lost base revenue estimates I provided in my direct 213 

testimony. 214 

Q. TURNING TO THE COMPANIES’ FIRST CRITICISM OF YOUR LOST BASE 215 

REVENUE ANALYSIS, DO YOU AGREE THAT YOUR LOST BASE REVENUE 216 

ANALYSIS IS DEFICIENT SINCE IT ONLY CONSIDERS THE INITIAL THREE 217 

YEARS OF ENERGY EFFICIENCY SAVINGS? 218 

A. No.  The Companies argue that my lost base revenue estimates should consider the longer 219 

run statutory requirements envisioned in Section 8-104.  The criticism, however, is without merit 220 

for a number of reasons.  First, the information provided by the Companies on its energy 221 

efficiency programs only focuses on the efficiency savings created in the first three years. This 222 

time period was not arbitrarily selected on my part to estimate the Companies‟ potential lost base 223 

revenues.  Second, it is usually the case that the highest measure participation, and savings, 224 

occurs in the early years of program implementation, as market penetration and diminishing 225 

returns materialize over later years.  Other assumptions such as avoided commodity costs, 226 

measure adoption costs, and other variables used to estimate cost effectiveness can also be more 227 

reliable in the near term given longer-run forecasting challenges.  So, the use of three years is 228 

appropriate.   229 

Q. DO YOU THINK A LONG-RUN LOST REVENUE ANALYSIS IS 230 

APPROPRIATE? 231 

A. No. The Companies‟ argument that a more appropriate lost base revenue estimate should 232 

be based upon close to a decade‟s worth of efficiency savings is incorrect and overstates their 233 
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true financial exposure to lost base revenues from efficiency programs.
9
  The Companies will 234 

clearly have at least one, if not multiple rate cases of over the next eight to ten years.  Each rate 235 

case gives the Companies the opportunity to recalibrate their rates with test year revenues that 236 

will take into account the level of energy efficiency in the test year, as well as other factors 237 

influencing test year gas usage levels.  To argue that the Companies have a long-standing 238 

financial exposure to energy efficiency, with no form of recourse or adjustment within traditional 239 

regulatory practices, is common utility and decoupling advocate hyperbole.  Utilities always 240 

have a rate case remedy to structural changes in their revenue streams.  241 

Q. HAVE THE COMPANIES BEEN IN FOR A NUMBER OF RATE CASES OVER 242 

THE PAST SEVERAL YEARS? 243 

A. Yes, the Companies appear to be on a path of more frequent rate case filings.  Since their 244 

merger with WPS Resources Corporation, the Companies have filed rate cases in 2007, 2009, 245 

and 2011.  In addition, the Commission, in ICC Docket No. 09-0166/09-0167 (the Companies‟ 246 

last rate case), directed Peoples Gas to complete the replacement of its cast iron/ductile iron main 247 

and associated infrastructure by the year 2030.  While not certain, some features of this 248 

infrastructure replacement program may compel Peoples Gas to file frequent rate cases, giving 249 

them ample opportunities to propose adjustments to their billing determinants, costs, and rates.   250 

Q. DID THE ATTORNEY GENERAL ASK THE COMPANIES TO QUANTIFY 251 

THEIR LOST BASE REVENUE EXPOSURE IN DISCOVERY? 252 

A. Yes.  The AG submitted a number of discovery requests asking the Companies to 253 

quantify their lost base revenue exposure. The premise of these requests was that if these base 254 

revenue losses were significant and financially damaging, the Companies would have likely 255 

estimated their financial exposure for financial and regulatory planning purposes.  However, that 256 

                                                           
9
 NS-PGL Exhibit 28.0, 28: 620-623; 29: 624-629.  
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appears to not be the case.  The Companies‟ discovery responses repeatedly note that: “[t]he 257 

Company has not forecasted annual lost margin due to the energy savings associated with each 258 

program/measure. As a result, the information is not available.”
10

  Thus, while the Companies 259 

criticize my lost base revenue estimates for failing to account for the longer-run impacts,  they 260 

apparently do not feel the need to prepare such calculations themselves.   261 

Q. TURNING TO THE COMPANIES’ SECOND CRITICISM OF YOUR LOST 262 

BASE REVENUE ANALYSIS, DID YOU USE THE WRONG, OR AN INCONSISTENT 263 

SET OF BLOCK RATES IN DEVELOPING YOUR LOST BASE REVENUE 264 

ESTIMATES? 265 

A. No.  First, the Companies claim that I estimated their potential lost base revenues based 266 

upon People‟s S.C. Nos. 1 and 2 rate classes and the Companies‟ proposed tail block for North 267 

Shore‟s S.C. Nos. 1 and 2 rate classes.
11

  This is simply incorrect.  I used the Companies‟ 268 

proposed front block in each of the calculations as shown in the workpapers provided to the 269 

parties subsequent to filing my direct testimony.  My original calculations, inputs, and an 270 

annotated explanation of how the lost base revenues were calculated using the proposed front 271 

block rates for Peoples and North Shore are attached as GCI Exhibit 9.2. 272 

Q. DOES THE COMPANIES’ CRITICISM OF USING THE FRONT BLOCKS 273 

ALONE HAVE ANY MERIT? 274 

A. Not really.  The Companies are technically correct in noting that the actual lost base 275 

revenue impact is likely to fall somewhere between estimates made using the front end and the 276 

tail end blocks of their respective rate schedules, since customers participating in these efficiency 277 

                                                           
10

 Response to Request No. AG 5.15; and Response to Request No. AG 5.16. The Companies‟ responses 

are attached as GCI Exhibit 9.1 
11

 NS-PGL Exhibit 28.0, 28: 601-604. 
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programs are likely to have usage levels that span these blocks.
12

  The only way to specifically 278 

estimate these lost base revenues would be to know the exact average usage levels for customers 279 

participating in the efficiency program, or develop some type of usage distribution across blocks 280 

for participating customers.  I did not have this information, and the Companies must not have 281 

this information either or they would have provided it in response to the AG‟s discovery request.  282 

The AG asked for the inputs that would be used to calculate lost revenues for these particular 283 

programs in Request No. AG 5.16 and the Companies declined to provide this information.  284 

Regardless, the Companies‟ criticisms are a bit of a “tempest in a teacup” since the use of the 285 

higher, front block rate alone will lead to more conservative (i.e., in the Companies‟ “favor”) 286 

estimates of lost base revenues given its declining block rate structure.  If an average or assumed 287 

distribution across the other, declining block rates, were used, the average rate would fall, and 288 

the estimated total lost base revenue would be lower. 289 

Q. TURNING TO THE COMPANIES’ CRITICISM OF YOUR PURPORTED 290 

FAILURE TO CAPTURE THE REVENUE LOSSES ASSOCIATED WITH MULTI-291 

FAMILY CUSTOMERS’ EFFICIENCY SAVINGS, IS THIS A SIMILAR “TEMPEST IN 292 

A TEAPOT”? 293 

A. Yes.  The Companies did not provide any specific information in their direct testimony or 294 

filing that separated residential energy efficiency participants into single and multi-family 295 

customer groups.  Here again, I deferred to a conservative estimate by using the larger, as 296 

opposed to smaller volumetric rate to estimate the Companies‟ lost base revenues.  My estimates 297 

would have been lower if I had assumed some form of (a) usage across various residential 298 

declining block rates or (b) some share of lower-priced multi-family rates that also decline as 299 

usage increases.  Exhibits GCI 9.3 and GCI 9.4 provide examples of how my lost base revenues 300 

                                                           
12

 NS-PGL Exhibit 28.0, 28: 605-610.  
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estimate would actually decrease using assumptions comparable to those suggested by the 301 

Companies for residential customers only.  302 

Q. CAN YOU EXPLAIN YOUR REVISED LOST BASE REVENUE ESTIMATES AS 303 

SHOWN IN GCI EXHIBIT 9.3? 304 

A. Yes. GCI Exhibit 9.3 estimates the average lost volumetric revenue assuming an average 305 

residential use customer. In this exhibit, lost base revenues do not exceed 0.2 percent of 2009 306 

base revenues (rather than 0.35 percent as shown in Exhibit 4.5 of my direct testimony). 307 

Q. CAN YOU EXPLAIN YOUR REVISED LOST BASE REVENUE ESTIMATES IN 308 

GCI EXHIBIT 9.4? 309 

A. Yes. GCI Exhibit 9.4 builds on this first example, but addressed another aspect of the 310 

Companies‟ criticism.  Three of the eight proposed energy efficiency programs are applicable to 311 

more than one rate class.
13

  For these three programs, I calculated an average rate based on the 312 

average use characteristics of potential participating customers across multiple rate schedules.
14

  313 

Again, the lost base revenues are lower than my original estimate, not exceeding 0.18 percent of 314 

forecasted base revenues.  315 

Q. IS THERE ANY MERIT TO THE COMPANIES’ ARGUMENT THAT YOUR 316 

LOST BASE REVENUE ANALYSIS DOES NOT INCLUDE ANY LOST DEMAND 317 

CHARGE REVENUES FROM LARGER C&I CUSTOMERS’ PARTICIPATION IN ITS 318 

PROGRAMS? 319 

A. No and this is another example of how any adjustment, if one even needs to be made, is 320 

not likely to have any significant impact on the overall total estimated lost base revenue 321 

                                                           
13

 In Docket No. 10-0564, the Direct Testimony of Michael Marks, on the behalf of North Shore and 

Poeples Gas, Exhibit 1.2 shows that only the Residential Prescriptive Rebate Program; Residential Multifamily 

Direct Install Program; and C&I Retro-Commissioning Program are applicable to more than one rate schedule. 
14

 The rate for the C&I Retro-Commissioning Program was only changed for Peoples Gas as Exhibit E-5, 

Section B of North Shore‟s filing indicates “[t]here are no customers currently taking service under S.C. 3 Sales.” 
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estimates. The Commission needs to recognize that the lost base revenue impact cannot be that 322 

large since industrial customers are only eligible to participate in one of the four programs, and 323 

this one program comprises less than nine percent of the Companies‟ energy efficiency program 324 

savings.  The Companies‟ arguments simply distract from the critical and relevant fact that they 325 

have done no independent lost base revenue analysis, that lost base revenues are likely to be 326 

small, and that Rider VBA is not needed as a means of “balancing” its commitments to energy 327 

efficiency.   328 

Q. HAVE YOU ESTIMATED THE LOST BASE REVENUES ASSOCIATED WITH 329 

GCI’S PROPOSED RATE DESIGN? 330 

A. Yes.  The Companies have made the argument that my lost base revenue estimates would 331 

be even higher if the rate design proposed by GCI, and included in Mr. Rubin‟s testimony, were 332 

adopted.  Once again, the Companies, while technically correct, are making a big issue over 333 

nothing.  My estimates of the Companies‟ lost base revenues using the proposed GCI rate design 334 

are provided in Exhibit GCI 9.5 and average $1.8 million over the next three years.  This is 335 

slightly higher than the three-year estimated average ($1.3 million) provided in my direct 336 

testimony.   337 

Q. ARE THE STATUTORILY-IDENTIFIED ENERGY EFFICIENCY LEVELS 338 

FIXED UNCONDITIONALLY AT A PARTICULAR LEVEL? 339 

A. No.  Section 8-104 explicitly notes that the annual percentage goals are conditioned by a 340 

finding of cost-effectiveness.  The statute explicitly notes: 341 

For purposes of this Section, "energy efficiency" means measures that reduce the 342 

amount of energy required to achieve a given end use and "cost-effective" means 343 

that the measures satisfy the total resource cost test which, for purposes of this 344 
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Section, means a standard that is met if, for an investment in energy efficiency, 345 

the benefit‑cost ratio is greater than one.
15

 346 

Natural gas prices have fallen by over 40 percent since Rider VBA was adopted on a pilot basis.  347 

Natural gas prices are anticipated to remain low for the next several years and likely to 348 

considerably affect gas efficiency savings opportunities.  The legislation does not anticipate 349 

energy efficiency for the sake of efficiency‟s sake (i.e., regardless of cost).   350 

Q. ARE THERE ANY OTHER CONSTRAINTS THAT LIMIT THE LOST BASE 351 

REVENUE EFFECT OF ENERGY EFFICIENCY SAVINGS IN ANY GIVEN YEAR, 352 

IRRESPECTIVE OF THE PERCENTAGE GOALS? 353 

A. Yes.  The Companies‟ long-term lost base revenue calculation assumes unbounded 354 

growth in efficiency despite the fact that Section 8-104(d) places an explicit cap on efficiency 355 

spending: 356 

…a natural gas utility shall limit the amount of energy efficiency implemented in any 357 

3-year reporting period established by subsection (f) of Section 8-104 of this Act, by an 358 

amount necessary to limit the estimated average increase in the amounts paid by retail 359 

customers in connection with natural gas service to no more than 2% in the applicable 360 

3-year reporting period. The energy savings requirements in subsection (c) of this Section 361 

may be reduced by the Commission for the subject plan, if the utility demonstrates by 362 

substantial evidence that it is highly unlikely that the requirements could be achieved 363 

without exceeding the applicable spending limits in any 3-year reporting period.
16

 364 

V. COST-EFFECTIVENESS AND CHANGING MARKET DYNAMICS 365 

Q. DO YOU AGREE WITH THE COMPANIES’ CRITICISM OF YOUR 366 

CONCLUSION THAT CHANGING MARKET DYNAMICS, COUPLED WITH 367 

REVENUE DECOUPLING, WILL CHALLENGE THE COST-EFFECTIVENESS OF 368 

FUTURE GAS EFFICIENCY PROGRAMS? 369 

                                                           
15
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A. No, since the Companies base their criticism on the same faulty logic I discussed earlier.  370 

Specifically, the Companies assume that revenue decoupling is somehow synonymous with cost 371 

recovery when, instead, it deals entirely with revenues, not costs.  As I noted earlier, revenue 372 

decoupling, while truing up actual-to-allowed revenues, does not have a cost-based counterpart 373 

like those inherent in some other alternative regulatory mechanisms including certain shared 374 

earnings plans and performance-based regulation (“PBR”) mechanisms.  Performance-based 375 

incentive ratemaking mechanisms are fundamentally different from revenue decoupling since 376 

they are broader, explicitly encompass measures of cost or performance, and force efficiency 377 

improvements that are shared between a regulated utility and its ratepayers.  Revenue decoupling 378 

excludes these broader considerations and focuses exclusively on the single-ratemaking issue of 379 

revenues only without any regard to annual changes in the cost of service or efficiency.   380 

Q. WERE THE CONCLUSIONS IN YOUR DIRECT TESTIMONY ATTEMPTING 381 

TO ADDRESS WHETHER CUSTOMERS HAVE PAID MORE OR LESS THAN WHAT 382 

THE COMPANIES DEFINE AS THEIR COST OF SERVICE? 383 

A. No, and the Companies‟ digression appears to be simply a distraction from the more 384 

important changing market dynamics that should have some role in thinking about the issues in 385 

this proceeding.  The Companies submitted their Rider VBA proposal to the Commission in their 386 

2007 rate case.  The Commission issued an Order approving Rider VBA as a pilot in 2008.  387 

Natural gas prices between 2006 and 2008 averaged $7.53 per million British thermal units 388 

(“MMBtus”).  Today, natural gas prices at the Chicago hub are around $4.15/MMBtu, and 389 

around $4.00/MMBtu at the Henry Hub: some 45 percent to 47 percent lower than the period in 390 

which Rider VBA was approved as a pilot program.  These new realities need to be considered in 391 

evaluating the Companies‟ exposure to lost base revenues from unbounded energy efficiency 392 
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adoption, and the impact that continuation of Rider VBA could have on the adoption of future 393 

energy efficiency measures in a low-cost natural gas environment.  394 

Q. HOW DO THESE DECREASED NATURAL GAS COMMODITY PRICES 395 

AFFECT ENERGY EFFICIENCY PROGRAM COST EFFECTIVENESS? 396 

A. Decreases in natural gas commodity price will reduce the cost-effectiveness of energy 397 

efficiency programs since the dollar value of the natural gas savings resulting from the adoption 398 

of any efficiency measure will also decrease.  It does not take what the Companies characterize 399 

as “creative math” to figure out that if revenue shortfall surcharges (from Rider VBA) are added 400 

as an additional cost for households or businesses considering the adoption of an energy 401 

efficiency measure, then the returns to efficiency adoption will likely be lower, particularly as 402 

the base revenue share of a customer‟s bill returns to levels more comparable to the commodity 403 

share.   Thus, revenue decoupling could ultimately be an impediment to household and 404 

commercial adoption of energy efficiency measures as commodity prices continue to stay low 405 

and stable relative to base rates. 406 

VI. WEATHER-RELATED REVENUES  407 

Q. DO YOU AGREE WITH THE COMPANIES’ ASSERTION THAT 408 

DECOUPLING CREATED A BENEFIT FOR CUSTOMERS DURING THE PAST 409 

COLDER-THAN-NORMAL WINTERS?
 17

 410 

A. Not entirely.  The Companies‟ rebuttal was critical of my direct testimony highlighting 411 

the fact that ratepayers were “lucky” that colder-than-normal weather led to a refund rather than 412 

a surcharge.  While it is true that customers actually paid a discomfort cost during the course of 413 

this colder-than-normal weather, it is important to understand that a very different alternative 414 
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scenario could have occurred under average weather conditions.  But for the cold winter, the 415 

Companies‟ ratepayers would likely have paid surcharges during one of the most severe 416 

economic recessions in this nation‟s history.  At the same time, the Companies‟ ratepayers had in 417 

place a very limited set of energy efficiency programs that they may have been able to use to 418 

offset normal weather-related surcharges.  So, the Companies would have likely gotten the 419 

benefit of being made whole for recession-induced decreases in revenues (under normal weather 420 

conditions), and ratepayers would have gotten surcharges.  This is clearly not in the spirit of the 421 

“balancing” considerations included in the Commission‟s original Order approving Rider VBA 422 

as a pilot, and is one of the primary reasons why the Commission should reject its continuation. 423 

Q. DIDN’T THE COMPANIES PREMISE THEIR ORIGINAL RIDER VBA 424 

REQUEST IN PART ON AN OPINION THAT AVERAGE USE PER CUSTOMER 425 

WOULD BE CONSISTENTLY FALLING? 426 

A. Yes, that is my understanding.  When the Companies first presented Rider VBA for 427 

Commission approval, they argued that average use per customer was falling, in part, on the fact 428 

that the weather was getting warmer, due to climate change, and proposed altering the then-429 

existing Commission practice of predicting heating degree days (“HDDs”) for purposes of 430 

forecasting test year revenues from using a 30-year average to a 10-year average.  The 431 

Companies‟ noted: 432 

…given the clear downward trend in HDD, a forecast based on a 30-year HDD average 433 

will tend to overstate expected HDD. A 10-year HDD average has less of a tendency to 434 

overstate HDD since it focuses on a more recent period, thus partly reflecting the 435 

historical downward trend in HDD. A forecast based on the 10-year average reflects the 436 

historical trend, without forecasting that the trend will continue. Based on these 437 

observations and the RMSE test results, I conclude that a 10-year HDD average, 6,044 438 

HDD, provides an appropriate forecast of normal weather.
18

 439 
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Q. DID THE COMMISSION AGREE WITH THE COMPANIES? 440 

A. Yes.  The Commission, in its Order in Docket No. 07-0241/ 07-0242 adopted a 12-year 441 

average, significantly reducing the timeline for evaluating HDDs. Clearly, the Companies 442 

believed then that weather was trending warmer, thereby reducing the number of HDDs and 443 

future revenues.  Given the fact that the Companies have not proposed returning to the 30-year 444 

average methodology for calculating HDDs, it appears that the Companies are continuing to 445 

believe that Rider VBA ultimately benefits the Companies‟ bottom line as a free weather 446 

derivative supported by ratepayer surcharges. 447 

Q. HAVE YOU ESTIMATED THESE POTENTIAL SURCHARGES? 448 

A. Yes.  Exhibit GCI 9.6 provides these an example for 2010 and shows that had weather 449 

conditions been closer to normal, Peoples Gas' ratepayers would have paid close to $2.4 million 450 

in surcharges and North Shore‟s ratepayers would have paid close to $100,000 in surcharges.  451 

These surcharges would have been paid even though the Companies had a very limited number 452 

of effective energy efficiency programs in place to “balance” the additional charges to 453 

customers.  This is clearly not in the spirit of the Commission‟s Order approving Rider VBA, 454 

and the Companies‟ request for continuation of Rider VBA should be rejected.   455 

VII. CONCLUSIONS AND RECOMMENDATIONS 456 

Q. CAN YOU SUMMARIZE YOUR REBUTTAL TESTIMONY? 457 

A. Yes.  My rebuttal testimony can be summarized as follows: 458 

 While there are some slight mechanical differences between the Companies‟ VBA and 459 

other decoupling mechanisms across the U.S., Rider VBA is still based upon a common 460 
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revenue per customer (“RPC”) structure and suffers from some of the same commonly-461 

recognized deficiencies as other RPC-based revenue decoupling mechanisms. 462 

 Contrary to the Companies‟ assertions, the Commission did identify an explicit 463 

“balancing” rationale for the adoption of Rider VBA.  The Commission‟s prior approval 464 

of the pilot mechanism was based upon a belief that it would be inherently unfair to ask 465 

the Companies to absorb the potential financial risks that could be created from the 466 

promotion of significant energy efficiency savings.  Rider VBA was adopted as a means 467 

of “balancing” potential utility financial exposure against ratepayers‟ potential energy 468 

efficiency savings opportunities. However, actual experience to date suggests that savings 469 

resulting from the Companies‟ energy efficiency programs have not created any financial 470 

risk or exposure and are likely to not do so in the future.   471 

 My prior lost base revenue estimates were accurate given the information provided by the 472 

Companies in their direct case.  If anything, my original lost base revenue estimates were 473 

conservative (i.e., more favorable for the Companies), even if modified for some of the 474 

assertions the Companies‟ make in their testimony. 475 

 The Companies‟ rebuttal reflects an apparent misunderstanding of my positions on the 476 

relationship between lost base revenues and the cost-effectiveness of energy efficiency 477 

programs. My position on that point has nothing to do with questioning the Companies‟ 478 

cost of service, and simply addresses changes in the opportunity cost for efficiency given 479 

changing market dynamics and revenue decoupling. 480 

 The Companies‟ rebuttal misrepresents my statements regarding ratepayers being “lucky” 481 

in receiving weather-related refunds over the last few years.  My point was not that 482 

suffering cold weather was a “lucky” event as much as it was to recognize that had 483 
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weather-related revenues been normal, ratepayers would have faced rate surcharges 484 

during a exceptionally challenging economic environment. 485 

Q. HAVE YOUR OPINIONS CHANGED SINCE FILING YOUR DIRECT 486 

TESTIMONY IN THIS PROCEEDING? 487 

A. No.  There is nothing in the Companies‟ rebuttal testimony that has caused me to change 488 

the findings or recommendations included in my direct testimony. 489 

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY FILED ON 490 

AUGUST 15, 2011? 491 

A. Yes. 492 


