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Introduction 1 

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

A. My name is David Rearden and I am a Senior Economist on the Staff (“Staff”) of 3 

the Illinois Commerce Commission (“Commission”) in the Policy Program. My 4 

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

Q. Please outline your education. 6 

A. I have a Ph.D. (1991) in economics from the University of Kansas. I received a 7 

Bachelor’s degree in economics and history from Eastern Illinois University in 8 

1982.  I studied economics at the Southern Illinois University graduate school 9 

from 1982-1984.  10 

Q. Please state your work background. 11 

A. Before joining Staff in 2002, I was a Manager of Regulatory Policy for Sprint 12 

Corporation (“Sprint”) from 1998 until 2001. I wrote and defended testimony 13 

before state regulatory commissions, helped develop policy for Sprint, provided 14 

analysis and advice for the business units and supported other aspects of 15 

Sprint’s external affairs activity.  16 

 I was a Managing Regulatory Economist at the Kansas Commerce Commission 17 

from 1994 until 1997. I wrote and defended testimony on both energy and 18 

telecommunications issues. I was promoted to Chief of Rate Design and 19 

Managing Telecommunications Economist in 1997.  I supervised five employees 20 

that analyzed rate design for regulated energy companies in Kansas.  21 
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 I taught economics at the undergraduate and graduate levels at the University of 22 

Kansas (1992-1994) and Cleveland State University (1990-1992). Besides 23 

introductory and basic intermediate courses, I taught public finance, 24 

econometrics and graduate level microeconomics.  25 

Q. Have you filed testimony in Illinois before?  26 

A. Yes, I have prepared written testimony and appeared on the stand for cross 27 

examination in several dockets.  28 

Q. What is the purpose of your direct testimony? 29 

A. I respond to the testimony of the witness for Interstate Gas Supply of Illinois, Inc.  30 

(“IGS”), Mr. Vincent A. Parisi.  He makes three proposals.  One, the Commission 31 

order The Peoples Gas Light and Coke Company (“Peoples Gas”) and North 32 

Shore Gas Company (“North Shore”) (individually, the Company and collectively 33 

the “Companies” or the “Utilities”) to begin a Purchase of Receivable (“POR”) 34 

program for Choices for You (“CFY”) suppliers.  He states, “[a]ll ratepayers would 35 

benefit from a well-functioning POR program.”  (IGS Energy Ex. 1.0, 11)  Two, 36 

Mr. Parisi recommends that Peoples Gas and North Shore stop charging CFY 37 

customers for costs that they do not cause, or in the alternative, spread these 38 

costs among both sales and transportation customers.  Three, the Commission 39 

should, according to Mr. Parisi, investigate whether Illinois utilities should 40 

completely exit the provider of last resort (“PLR”) role. (Id., pp. 5-6) 41 

Q. What is a POR program? 42 
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A. In a POR program, the retail seller sells its receivables, the bills that its 43 

customers need to pay, to the utility at a discount.  In return, the utility collects 44 

the bills and keeps the entire amount collected.  45 

Q. Did Mr. Parisi recommend that the Commission order North Shore Gas and 46 

Peoples Gas to institute a POR program in their last rate cases (Docket 47 

Nos. 11-0280/0281 (Consolidated)? 48 

A. Yes.  However, Mr. Parisi later withdrew his proposal.  49 

Q. What do you recommend? 50 

A. I recommend that the Commission not order the Utilities to initiate such a 51 

program in this docket.   52 

Q. Does Mr. Parisi support his recommendation by arguing that POR improves 53 

efficiency? 54 

A. Yes.  Mr. Parisi makes the following argument.  First, since many of the costs 55 

that are allocated to transportation customers involve functions that relate to bad 56 

debt collection, sales customers are subsidized by transportation customers.  57 

Second, he argues that it will save customers money, since transporters must 58 

duplicate the utility’s effort. That is, according to Mr. Parisi, since transporters 59 

need to have the same capability that the utility has already built, there is 60 

unnecessary duplication of costs.  Thus, he claims that a POR lowers the overall 61 

costs that ratepayers incur.  (Id., p. 11)  62 

Q. How do you respond to this claim? 63 
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A. It is not clear that the first claim is true.  Utility rate-making is a complicated 64 

enterprise that involves allocating costs between many different competing 65 

groups.  There are many examples of costs that the utility incurs that are paid for 66 

by all customers but might benefit one group more than another at a point in 67 

time.  For example, construction in one part of town may have no effect on 68 

customers’ services in another part of town.  There is typically not enough data to 69 

disaggregate costs to specific types of customers.  70 

 The second point is an empirical claim, but Mr. Parisi offers no data to support it.  71 

In particular, it is true only if there are increasing returns to scale to debt 72 

collection.  That is, Mr. Parisi is arguing that one debt collector is cheaper than 73 

each supplier doing it on its own.  Whether it is so or not, it relieves competitive 74 

gas suppliers from having to develop their own debt collection resources.   75 

Q. Does Mr. Parisi support his recommendation by arguing that POR improves 76 

the customer experience? 77 

A. Yes.  He asserts that another problem that POR solves is customer confusion.  78 

Mr. Parisi states:  79 

The ARGS gets involved in collections with respect to ARGS 80 
customers when commodity delinquency occurs, which can 81 
create confusion for consumers; two distinct entities will be 82 
pursuing recovery of charges -- the utility and the ARGS. 83 

(Id., p. 12)  He argues that two points of contact is confusing, and in a POR 84 

program, there is just one contact which makes for a “clearer and more 85 

consistent information transfer to consumers.” (Id.)  86 
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Q. How do you respond to this claim? 87 

A. I would agree that it is largely true, but its worth to customers is unknown. In 88 

addition, if carried to its logical conclusion, this argument implies that no services 89 

should be unbundled from utility sales service. 90 

Q. Does Mr. Parisi support his recommendation by arguing that POR improves 91 

the competitive market? 92 

A. Yes.  He argues that it reduces barriers to entry in the retail gas market, which 93 

induces greater entry by marketers, and in turn lowers prices, which benefits 94 

ratepayers. (Id., pp. 13, 17-18)  95 

Q. How do you respond to this claim? 96 

A. In general, I note that he does not provide any empirical support to bolster his 97 

claims concerning lower prices and decreased collections costs.  Mr. Parisi does 98 

speak from experience, especially for when his company “discontinued a multi-99 

year program of offering a discounted rate off the utility rate because of the 100 

limited market available to it without POR.” (Id., p. 17) While lack of a POR may 101 

have contributed to that discontinuance, it may be that IGS Energy was unable to 102 

compete with the utility’s rate.  For example, over the last few years, the market 103 

price of gas has fallen and become relatively stable.  In such an environment and 104 

since the wholesale gas market is quite competitive, it is very difficult for one gas 105 

buyer to consistently beat the market.  Given that the utility buyers are just as 106 

skilled as the marketers, consistently buying gas for less than the utility is not 107 
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very likely.  In that case, IGS Energy’s retreat from that offering may have 108 

nothing to do with whether Peoples Gas or North Shore has a POR or not.  109 

Q. Is it possible that customers might not benefit from a POR? 110 

A. Yes.  For example, if Alternative Gas Suppliers (“AGS”) charge more for gas than 111 

the Utilities do, the total amount of bad debt may increase.  The higher bad debt 112 

results in higher rates for all customers, including sales customers.  113 

Q. Do you recommend that the Commission decide on a POR program in this 114 

docket? 115 

A. No.  I recommend that the Commission not require the Utilities to implement a 116 

POR program for four reasons.  117 

  First there is a chance that total costs may increase if the total amount that 118 

AGSs charge is greater than the comparable utility gas charges.  119 

Second, while I am not an attorney it is my understanding that there is no 120 

statutory requirement under the law to implement POR for gas utilities.  The POR 121 

tariffs for ComEd and Ameren Illinois electric utilities resulted from the General 122 

Assembly’s specific instructions in Section 16-118 of the Public Utilities Act 123 

(“PUA”).  While the law did not specify every detail in the electric utilities’ tariff, it 124 

nonetheless laid out the basic structure.  It is also my understanding that the 97th 125 

General Assembly did consider a bill that would have both required POR 126 

programs and municipal aggregation, but that bill did not pass.  If such a 127 

measure ordering a POR for gas utilities passes, then the Commission would 128 

have a basic POR program structure in place which it can then implement by 129 
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adjudicating issues that are not expressly specified in the law.  The Commission 130 

should wait for the outcome of these deliberations before it decides to adopt a 131 

POR program for individual gas utilities. 132 

Third, under Section 5/19-130, the Commission’s Office of Retail Market 133 

Development (“ORMD”) must compile a report that investigates the state of retail 134 

gas competition in Illinois, the barriers to development of competition and any 135 

other relevant information.  In compiling this report, the ORMD must “gather input 136 

from all interested parties[.]”   (PUA Section 5/19-130, Public Act 097-0223) This 137 

presents a better opportunity for AGSs and other parties to advance proposals to 138 

further the development of competition in the retail gas markets.  If the General 139 

Assembly has not created a POR requirement for natural gas utilities by the time 140 

the Section 19-130 report is due1, I recommend that, rather than decide this 141 

issue in this case, the Commission examine the report by the ORMD and decide 142 

whether to recommend to the General Assembly the creation of POR programs 143 

for all natural gas utilities. Doing so will provide the Commission with a much 144 

more comprehensive discussion of the costs and benefits of a gas POR program 145 

than this rate case allows.   146 

Q. How do you respond to Mr. Parisi’s recommendation to either give 147 

transportation customers a discount to account for costs that should be 148 

allocated solely to sales customers or simply charge all ratepayers for 149 

costs that are now allocated just to transportation customers? 150 

                                            
1
 Pursuant to Section 19-130 the report is to be approved by the Commission and is to be filed by 

July 1 of each odd year. (220 ILCS 5/19-130) 
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A. As discussed above, cost allocation can be very complex.  It’s not always clear 151 

who the ‘cost causer’ is.  In the case of the CFY programs, those costs are 152 

tracked and clearly caused by the transportation customers.  The administrative 153 

services alleged by Mr. Parisi to be mis-allocated to transportation customers are 154 

not so tracked, and it is less clear that just sales customers are the sole ‘cost-155 

causers.’   I recommend that the Commission not make any changes in how 156 

rates are calculated for these costs.  157 

Q. Do you agree that the Commission should investigate whether the Utilities 158 

should be the PLR for their customers? 159 

A. If the Commission is interested in the topic at a theoretical level, it can order an 160 

investigation.  However, at this time, the Utilities are not in a position to surrender 161 

their PLR responsibilities, in part since it is unclear whether Illinois law would 162 

permit it at this time.   163 

Q. Does this conclude your rebuttal testimony? 164 

A. Yes. 165 


