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Introduction 1 

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

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

of 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 previously testified before the Commission?  26 

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

examination in numerous dockets.  28 

Q. Please describe Nicor’s proposed POR program. 29 

A. Northern Illinois Gas Company (“Nicor” or the “Company”) has filed a petition for 30 

a Purchase of Receivables/Consolidated Billing (“PORCB”) program with the 31 

Commission.  The program is governed by Rider 17, Purchases of Receivables 32 

with Consolidated Billing.  Rider 17 applies to residential customers and small 33 

commercial customers.1 In particular, it is available to customers on Rates 1, 4 34 

and 5 and Riders 15 and 16.2  It has two components.  In the first, Nicor buys the 35 

retail sellers’ receivables at a discount.  Receivables are the bills that the sellers 36 

charge their customers.  In effect, Nicor purchases the right to the income 37 

generated by the sellers’ bills.  Nicor attempts to collect the bills and keeps the 38 

entire amount collected without recourse from the sellers.  The discount on the 39 

receivables is intended to compensate Nicor for uncollectible bills and capital 40 

costs.  Another component is a charge to recover, from Alternative Gas Suppliers 41 

(“AGSs”), in the Supplier Aggregation Service bills, any difference between 42 

                                            
1
 Small commercial customers are defined in Illinois law as commercial customers using less than 5,000 
therms. See 220 ILCS 5/19-105. 

2
 See Nicor Ex. 1.1. 



Docket Nos. 12-0569 
ICC Staff Ex. 1.0 

3 
 

actual capital costs and costs recovered in the discount rate.  There is also a 43 

customer charge to recover: (1) administrative and operational costs; (2) the 44 

difference between what Nicor recovers from the discount between receivables 45 

and collected revenues and actual uncollectibles; and (3) alleged intangible 46 

costs.  47 

Q. What is the purpose of your direct testimony? 48 

A. I analyze whether the Commission should approve Rider 17.  I also discuss 49 

whether intangible costs should be included in the rider.  50 

Q. What do you recommend? 51 

A. I recommend that the Commission not approve Rider 17.  However, if the 52 

Commission does approve the rider, I recommend that the Commission not allow 53 

Nicor to implement a charge for intangible costs from customers.   54 

Rider 17 should not be approved 55 

Q. What criteria should the Commission use to decide whether to approve 56 

Rider 17? 57 

A. The Commission should approve the rider if it believes that the expenditures to 58 

implement Rider 17 are prudently incurred.  The expenditures are prudently 59 

incurred for this program if the benefits to customers are greater than the costs 60 

required to implement it.  61 

Q. What are the costs to implement a PORCB? 62 

A. There are several sources for costs to implement a PORCB program.  The utility 63 

needs to update its information technology (“IT”) and data systems to implement 64 
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the program.  It also has to expend administrative efforts to organize and 65 

implement policies to accommodate the tracking and recovery of additional 66 

receivables from eligible transportation service customers.3    67 

Q. What is Nicor’s cost estimate for implementing Rider 17? 68 

A.  Nicor witness Mr. Mudra estimates the start-up costs for Rider 17 is $3.88 69 

million.4  70 

Q. Does Nicor currently have a small volume transportation (“SVT”) program?  71 

A. Yes.  There are currently approximately 270,000 SVT customers in Nicor’s 72 

Customer Select program.5  Residential customers and non-residential 73 

customers with annual usage below 5000 therms taking service under Customer 74 

Select buy their commodity gas from unregulated, albeit certificated, retail sellers.  75 

Larger retail customers may also be served under Customer Select but their 76 

suppliers are not serving as certified suppliers in such cases.  Retail sellers are 77 

sometimes called transporters, and their customers are also sometimes called 78 

transportation customers. Customers that remain on sales service (i.e., do not 79 

buy from transporters) buy gas from the utility at rates that are regulated.6   80 

Q. What are the benefits from a PORCB? 81 

                                            
3
 Nicor Ex. 1.0, pp. 13-14 

4
 Id., p. 13. 

5
 See Company Responses to CUB Data Request (“DRs”) 2.13 and 2.14, which provide the number of 
Customer Select customers taking Supplier Consolidated Billing Service and Nicor Consolidated Billing 
Service, respectively. 

6
 Sales customers pay the rate in the Purchased Gas Adjustment (“PGA”) tariff, Rider 6-Gas Supply Cost.  
This rate is simply the utility’s cost to purchase, transport and hedge the gas sold to sales customers.  
The rate is regulated since there is annual PGA reconciliation during which the Commission examines 
whether the purchases were prudent.   
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A. To the extent that the retail market becomes more competitive because a 82 

PORCB program exists, customers should then be able to buy gas at a lower 83 

price from transporters than if the program did not exist.  If the markets that these 84 

benefits depend upon do not become more competitive, then ascribing benefits 85 

to the program becomes more problematic.   86 

Q. Is it possible that customers might not benefit from a PORCB? 87 

A. Yes.  The rates that AGSs charge are not regulated.  Nothing in the law ensures 88 

that any particular AGS offer will undercut or equal the PGA.  Nothing in the 89 

markets guarantees that AGS prices will be lower than the existing pre-PORCB 90 

price or the PGA.   91 

Q. Does Nicor estimate the benefits from implementing Rider 17? 92 

A. No.  In response to Staff DR POL 1.02 (attached as Attachment B), Nicor argues 93 

that customers and AGSs benefit when they choose to buy in the competitive 94 

marketplace using Rider 17.  However, Nicor does not provide an estimate for 95 

the value of customer benefits.  96 

Q. Did Nicor analyze whether starting a PORCB was prudent? 97 

A. No.  In its response to Staff DR POL 1.01 (attached as Attachment A), Nicor 98 

notes three things with respect to prudence.  One, the service is being provided 99 

pursuant to a request by Interstate Gas Supply (“IGS”) and Retail Energy Supply 100 

Association (“RESA”).  Two, “Rider 17 is designed to provide Nicor Gas with full 101 

recovery of the prudent and reasonable costs it incurs to provide service under 102 

this rider[.]”  And three, “under Rider 17, as proposed, only the actual, prudent 103 



Docket Nos. 12-0569 
ICC Staff Ex. 1.0 

6 
 

and reasonable costs associated with Nicor Gas’ provision of the proposed 104 

optional PORCB service will be recovered from Q-AGS7 and their customers[.]”    105 

Q. How do you respond to the second and third points in Nicor’s response to 106 

POL 1.01? 107 

A. With respect to the second point above, the program might be voluntary, but that 108 

characteristic does not exempt it from a prudence review.  Rider 17 would be a 109 

regulated service, and as such, Nicor should have to demonstrate that the 110 

expenditures to provide it are prudently incurred.  111 

 With respect to the third point, it is unclear where the improvement is alleged to 112 

come from. This is only a benefit if the amount charged to customers for 113 

uncollectibles falls due to Rider 17.  Nicor seems to be alleging that AGSs are 114 

overcharging their customers for uncollectibles, so that filtering receivables 115 

through PORCB reduces charges to customers.   116 

Q. How do you respond to the first point in Nicor’s response to POL 1.01? 117 

A. First, it is unclear why responding to a request by IGS and RESA makes 118 

expenditures prudent.  Second, it was not an isolated event.  During Nicor’s 119 

reorganization docket, Docket No. 11-0046, and Docket No. 09-0301, Nicor 120 

signed an agreement with intervenors IGS and RESA.  In that agreement, the 121 

intervenors withdrew their testimony from both dockets.  Nicor in turn consented 122 

to remain neutral on proposed legislation before the Illinois legislature that 123 

mandated PORCB.8  If that bill failed to pass, Nicor further agreed to file a 124 

                                            
7
 Q-AGS refers to Qualified Alternative Gas Suppliers, which is the same as AGS.  

8
 Nicor Ex. 1.2, first page (not paginated). 
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PORCB tariff with the Commission.9  The proposed bill failed in the Illinois 125 

legislature, thus Nicor has filed its petition before the Commission.   126 

Q. Given that the bill failed in the legislature, is there any part of the statute 127 

that mandates the gas LDCs in Illinois have a PORCB? 128 

A. While I am not a lawyer, I do not believe that the PUA mandates that gas 129 

distribution companies have a PORCB.   130 

Q. Do you recommend that the Commission approve Rider 17? 131 

A. No.  I recommend that the Commission not approve Nicor’s proposed PORCB 132 

program. Nicor has not demonstrated that it would be prudent to initiate a 133 

PORCB.  As noted above, while Nicor argues that only prudently incurred costs 134 

are recovered from cost causers, that statement avoids the issue.  It presumes 135 

that the expenditures are prudent regardless who pays the costs.   136 

Since Nicor already has an SVT program, customers already have the choice to 137 

purchase commodity gas from certificated suppliers at unregulated prices.  The 138 

support for increased benefits from an SVT with a PORCB rests upon the hope 139 

that the PORCB makes the retail market more competitive.  Depending on how 140 

costs are allocated, transportation customers may benefit while sales customers 141 

do not or pay higher costs.  It does not appear that Nicor has investigated this 142 

issue.  There are utility expenditures that are prudently incurred without 143 

conducting a cost-benefit analysis, such as expenditures for reliability and safety 144 

reasons.  But, in my opinion, Rate 17 does not fall into that category.  For the 145 

                                            
9
 Id., second page. 
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costs to develop a PORCB to be prudently incurred, there must be evidence that 146 

its benefits are, or could be expected to be, higher than its costs.  Since there is 147 

no such evidence in the record, the Commission should reject the application.  148 

Q. Is there another reason why the Commission might want to reject the 149 

application?  150 

A. Yes.  Under Section 5/19-130 of the PUA, the Commission’s Office of Retail 151 

Market Development (“ORMD”) must compile a report that investigates the state 152 

of retail gas competition in Illinois, the barriers to development of competition and 153 

any other relevant information.10  In compiling this report, the ORMD must 154 

“gather input from all interested parties[.]”11  That process is currently ongoing.  If 155 

the Commission desires, this presents a good opportunity for AGSs and other 156 

parties to advance proposals to further the development of competition in the 157 

retail gas markets.  If the General Assembly has not created a POR requirement 158 

for natural gas utilities by the time the Section 19-130 report is due, the 159 

Commission can wait to examine the report by the ORMD and decide whether or 160 

not to institute PORCB programs for all gas utilities or to recommend or not that 161 

the General Assembly create a uniform PORCB program for all natural gas 162 

utilities.  Then, the Commission will have much more comprehensive information 163 

of the costs and benefits of a gas POR program than is likely to occur in this 164 

docket.   165 

Intangible costs 166 

                                            
10

 Pursuant to Section 19-130 of the PUA, the report is to be approved by the Commission and is to be 
filed by July 1 of each odd numbered year.  

11
 220 ILCS 5/19-130, Public Act 097-0223. 
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Q. If the Commission disagrees with your recommendation to not approve 167 

Rider 17, do you have a recommendation for how the Commission should 168 

alter Rider 17?  169 

A. Yes.  Staff witnesses Ebrey and Phipps both offer amendments to the rider if the 170 

Commission decides to approve Rider 17.  In addition, the Commission should 171 

require Nicor to strike any reference to or recovery of what it terms intangible 172 

costs.   173 

Q. What are intangible costs?  174 

A. According to Nicor witness Mr. Mudra:  175 

The unquantifiable intangible costs associated with collecting the 176 
past due receivables of Alternative Gas Suppliers include possible 177 
drops in customer goodwill and drops in employee morale, which 178 
can reduce productivity. In the event that Nicor Gas’ customers 179 
have a bad experience with their Alternative Gas Suppliers’ gas 180 
supply terms and conditions, pricing, or service, which impact the 181 
receivables collection process, it may create unintended 182 
consequences and costs that are real but cannot be directly 183 
measured or applied to a specific line item of expense at Nicor 184 
Gas.12 185 

Q. Please explain how Nicor proposes to recover these intangible costs.  186 

A. Nicor has proposed that up to 0.5% of gross receivables be applied to intangible 187 

costs.  Intangible cost recovery is also to be recovered below the line, which 188 

means that the resulting revenues are not used to offset any other costs.  If 189 

operational costs exceed 0.5% of gross receivables, intangible cost recovery 190 

decreases dollar for dollar with operational cost recovery above 0.5%.  When 191 

operational costs are equal to or exceed 1%, then intangible cost recovery is set 192 

to zero.   193 

                                            
12

 See Nicor Response to Staff DR TEE 1.10.  
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Q. How do you respond to Nicor’s definition of intangible costs in its 194 

Response to DR TEE 1.10? 195 

A. In general, if costs cannot be quantified, then they may be nonexistent or very 196 

small.  Mr. Mudra provides two examples in his Response to Staff DR TEE 1.10.  197 

The first example is a loss in customer goodwill due to a bad experience with 198 

AGSs, which may have “unintended consequences” and force Nicor to incur 199 

costs that are real, but are nonetheless difficult to account for.  The second 200 

example is ”drops in employee morale,” which in turn allegedly reduce 201 

productivity.   202 

 With respect to the first example, bad experiences by customers with an AGS 203 

may cause customers to withhold payment, which has real effects on billing and 204 

payments, which can be quantified.  If uncollectibles are affected, then the 205 

uncollectible percentages are changed, and there is a tangible cost.  Similarly, if 206 

employee morale suffers due to initiating a PORCB,13 then the lost productivity 207 

appears as higher labor costs, which are already recovered from customers 208 

through base rates.  On the other hand, morale may also increase if increased 209 

tasks increase job security. 210 

Q. If intangible costs are real and significant enough to affect Nicor’s 211 

profitability, do you think that intangible costs should be recovered in this 212 

rider? 213 

                                            
13

 Note, however, that employee morale has many causes, and it is very difficult to attribute changes in 
employee morale to one particular set of tariffs.  
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A. No.  First, I am not conceding that PORCB will impose intangible costs (costs 214 

that are not otherwise recovered) upon Nicor shareholders.  Second, if these 215 

alleged intangible costs do significantly affect Nicor’s shareholders, then those 216 

impacts should be recovered based on the changes not only to recorded costs 217 

but also to recorded revenues.  Otherwise, Nicor might double recover its costs.  218 

Q. If the Commission disagrees with your recommendations and allows Nicor 219 

to recover intangible costs from customers, should it allow the intangible 220 

cost revenue to be recorded below the line? 221 

A. No.  The impacts on Nicor’s bottom line that allegedly result from its incurring 222 

intangible costs all stem from changes to regulated costs.  The Commission 223 

should not grant below the line treatment to cost recovery that relates solely to 224 

regulated services.  The Commission should keep the revenues above the line to 225 

make sure that Nicor does not make excess profits from the accounting 226 

treatment of alleged intangible costs.  227 

Q. Please summarize your recommendations?  228 

A. My primary recommendation is that the Commission should not approve Rider 229 

17, because Nicor does not provide sufficient information to allow the 230 

Commission to conclude that the costs incurred are prudent.  My secondary 231 

recommendation is that, if the Commission does approve Nicor’s PORCB, 232 

intangible costs should not be recovered in the rider. My third recommendation is 233 

that if Commission approves intangible cost recovery, then it should not permit 234 

Nicor to account for that revenue below-the-line.   235 
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The reasons for this last recommendation are that intangible costs may not be 236 

real or substantial enough to merit rider recovery, and including intangible costs 237 

recovery in the rider, especially accounting for the revenues below-the-line, may 238 

lead to double recovery of costs by Nicor.  239 

Q. Does this conclude your rebuttal testimony? 240 

A. Yes. 241 



Northern Illinois Gas Company d/b/a Nicor Gas Company 
Response to: Illinois Commerce Commission 

Ill.C.C. Docket No. 12-0569 
POL First Set of Data Requests 

 
 
 
POL 1.01 Q. Please explain why Nicor believes that Rider 17 represents a prudent 

expenditure of resources.  Provide all workpapers supporting that conclusion. 
 
 
 
POL 1.01 A. Objection, vague and ambiguous.  The term “prudent” only is used in Rider 

17 on Sheet 75.9.13 in connection with Commission review of the Company’s 
reconciliation petition.  Subject to and without waiving this objection, Nicor 
Gas responds as follows:  

 
  First, Rider 17 as proposed is designed to meet the request for a Purchase of 

Receivables with Consolidated Billing service as conveyed by the Retail 
Energy Supply Association (RESA) and Interstate Gas Supply (IGS).   

   
  Second, Rider 17 as proposed is designed to provide Nicor Gas with full 

recovery of the prudent and reasonable costs it incurs to provide service under 
this rider, including the costs of any uncollected receivables that may arise as 
a result of the purchase of Qualifying Receivables.  Qualifying Alternative 
Gas Suppliers (Q-AGS) will pay for all of the required capital costs through 
the 0.5% component of the discount factor and/or through the Capital 
Recovery Adjustment (CRA) mechanism.  Q-AGS also will pay a 1% 
discount on their receivables to fund the program.  Customers participating in 
the program through the election of their Q-AGS also will receive Purchase of 
Receivables Adjustments (PORA) (either credits or debits) on their monthly 
utility bills as necessary for Nicor Gas to appropriately recover the actual 
costs of providing the service.   

 
  Third, today the costs associated with collecting the receivables of Alternative 

Gas Suppliers are included within their retail prices for natural gas supply.  In 
the future, under Rider 17 as proposed, only the actual, prudent and 
reasonable costs associated with Nicor Gas’ provision of the proposed 
optional PORCB service will be recovered from Q-AGS and their customers 
through Rider 17 and through the retail prices charged by Q-AGS for natural 
gas supply.      

 
     
 
Witness: Robert R. Mudra 

NR17 000225
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Northern Illinois Gas Company d/b/a Nicor Gas Company 
Response to: Illinois Commerce Commission 

Ill.C.C. Docket No. 12-0569 
POL First Set of Data Requests 

 
 
 
POL 1.02 Q. Please describe the analysis Nicor conducted into the benefits its customers 

will derive from Rider 17.  Provide all workpapers supporting that analysis. 
 
 
 
POL 1.02 A. Objection.  POL 1.02 calls for information that is beyond Nicor Gas’ custody 

or control to the extent that there are customer benefits that will be offered by 
the competitive marketplace.  Subject to and without waiving this objection, 
Nicor Gas responds as follows: 

 
  The benefits associated with Rider 17 accrue to Nicor Gas’ Rate 1, 4 and 5 

customers who have voluntarily elected to participate in the competitive small 
retail customer choice program (Rider 15 - Customer Select) and to the 
Qualifying Alternative Gas Suppliers (Q-AGS) who voluntarily elect to serve 
their customers under the provisions of Riders 16 and Rider 17.  Customers 
and Q-AGS participating in Rider 17 as proposed would receive the benefit of 
the services outlined in Nicor Gas Exhibits 1.0 and 1.1, including the benefits 
of a competitive marketplace for natural gas supply services.    

 
  It is the Company’s understanding that the legislature and the Commission 

support retail electric and natural gas choice programs in the State of Illinois.  
For example, the Company is aware of the passage and implementation of 
Public Act 95-0700 in an effort to develop an effective and competitive 
market for retail electricity.  Public Act 95-0700, in part, requires certain 
electric utilities to offer the option of purchase of receivables programs.   

 
   
 
Witness: Robert R. Mudra 

NR17 000226
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