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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. Edward M. Weaver, 48 Wildflower Court, Nederland, Colorado 80466. 3 

Q. By whom and in what position are you employed? 4 

A. I am the President of Frist Tracks Consulting Service, Inc.  5 

Q. On whose behalf are you testifying? 6 

A. I am testifying on behalf of Northern Illinois Gas Company d/b/a Nicor Gas Company 7 

(“Nicor Gas” or the “Company”). 8 

Q. Are you the same Edward M. Weaver that provided direct and rebuttal testimony in 9 

this matter? 10 

A. Yes. 11 

II. PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS 12 

Q. What is the purpose of your surrebuttal testimony? 13 

A. The purpose of my surrebuttal testimony is to address issues raised by the Illinois 14 

Attorney General (“AG”) witness Mr. Philip H. Mosenthal, Illinois Commerce 15 

Commission (“Commission”) Staff (“Staff”) witnesses Ms. Jennifer L. Hinman and Dr. 16 

David Brightwell, and Citizens Utility Board witness Ms. Rebecca Devens regarding the 17 

comprehensive evaluation risk management approach I proposed in my direct and 18 

rebuttal testimony.  The approach includes three components—a net-to-gross (“NTG”) 19 

framework, adjustable savings goals, and a residual risk adjustment—and I respond to 20 
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comments on each component.  I also address a recommendation by Dr. Brightwell 21 

regarding an adjustment to the savings goals for spillover effects. 22 

Q. Please summarize your conclusions. 23 

A. I have the following conclusions and recommendations: 24 

• Regarding the NTG framework, adjustable savings goals, and residual risk 25 

adjustment, I recommend that the Commission reject the arguments presented by the 26 

other witnesses and retain the approach I proposed in my rebuttal testimony. 27 

• Regarding the NTG framework, I recommend that the Commission reject 28 

recommendations by Mr. Mosenthal and Ms. Hinman to include additional language 29 

regarding schedules for evaluators. 30 

• Regarding the NTG framework, I also recommend that the Commission clarify in its 31 

order that my proposed language (or any final framework language) is consistent with 32 

Mr. Mosenthal’s recommendations that, in applying the framework, the independent 33 

evaluator and the Stakeholder Advisory Group (“SAG”) consider a wide range of 34 

information before the independent evaluator comes to a final determination of NTG 35 

values.  (I supplement this recommendation with specific language from Mr. 36 

Mosenthal’s rebuttal testimony later in my surrebuttal testimony.) 37 

• Regarding the spillover adjustment to savings goals, I agree with Dr. Brightwell’s 38 

assessment that, should the Commission approve my recommendation for adjustable 39 

savings goals, his recommendation would be covered by that approach.  Should the 40 

Commission not agree with my proposal for adjustable savings goals, I believe that it 41 

would be unreasonable to adjust future savings goals for spillover changes alone. 42 
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III. NTG FRAMEWORK 43 

Q. What issues were raised regarding the NTG framework in Staff and intervenor 44 

rebuttal testimony? 45 

A. Mr. Mosenthal raised some issues regarding the specific language to be included in the 46 

NTG framework, although he states that he believes that differences between his and my 47 

positions “are not major and that we are close to a consensus position.”  (Mosenthal Reb., 48 

AG Ex. 2.0, 11:22-26).  I agree that Mr. Mosenthal and I seem to have consensus on 49 

goals and approaches for the NTG framework.  However, I continue to recommend that 50 

Commission adopt the specific language included in my rebuttal testimony. 51 

  Mr. Mosenthal and Ms. Hinman also make recommendations regarding schedules 52 

for completing the NTG process, which I suggest are unnecessary.  53 

Q. As a starting point, please repeat the specific language you recommended for the 54 

NTG framework in your rebuttal testimony. 55 

A. I recommended a NTG framework with the following four provisions: 56 

1. For existing programs, when a Nicor Gas evaluation of a program has identified an 57 

estimated NTG ratio, that ratio will be used prospectively until a new Nicor Gas 58 

evaluation estimates a new NTG ratio.  The prevailing NTG ratio provided by the 59 

independent evaluator by March 1 of any Plan Year is the NTG ratio value to be 60 

applied to the next Plan Year beginning June 1. 61 

2. For new programs, planning NTG ratio values that have been provided by the 62 

independent evaluator by March 1 of any Plan Year will be applied prospectively to 63 

the next Plan Year beginning June 1.  These values will be used until a Nicor Gas 64 
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evaluation estimates a revised NTG ratio. If the revised NTG ratio is provided by the 65 

independent evaluator by March 1, then the ratio will be applied to the next Plan Year 66 

beginning June 1.  Thereafter, NTG ratios shall be revised according to the 67 

framework for existing programs described above.  68 

3. Excluding spillover from NTG calculations is likely to unfairly reduce a program 69 

administrator’s calculated savings, but because it can be costly to determine spillover, 70 

the independent evaluator is not required to always include it in NTG ratio 71 

calculations.  However, the independent evaluator should consider spillover, 72 

including, when appropriate, relying on deemed values developed from evaluations of 73 

other programs, while being mindful of any excessive costs to measure spillover in 74 

relation to the predicted impacts of such measurements. 75 

4. Prior to March 1 of each year, the independent evaluator will present its proposed 76 

NTG values for each program to the SAG.  The purpose of this meeting will be for 77 

the independent evaluator to present its rationale for each value and provide the SAG, 78 

in their advisory role, with an opportunity to question, challenge and suggest 79 

modifications to the independent evaluator’s values.  The independent evaluator will 80 

then review this feedback and make the final determination of values to be used for 81 

the upcoming year.  82 

Q. What specific language does Mr. Mosenthal propose for the NTG framework? 83 

A. Mr. Mosenthal indicates that he supports the fourth provision in my proposal (Mosenthal 84 

Reb., AG Ex. 2.0, 11:9-25), which relies on language identical to that included in the 85 

Commission’s Final Orders approving EEPs for Commonwealth Edison Company 86 

(“ComEd”) (Docket No. 13-0495, Order Jan. 28, 2014, at 102-103, 118-119) and Ameren 87 
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Illinois Company d/b/a Ameren Illinois (“Ameren Illinois”) (Docket No. 13-0498, Order 88 

Jan. 28, 2014, at 123).  89 

Beyond this, Mr. Mosenthal proposes no specific language, although he indicates 90 

that his proposal is “as articulated in the Ameren Order”.  (Mosenthal Reb., AG Ex. 2.0, 91 

14:6-7).  The first two provisions in my proposal are consistent with the Commission’s 92 

direction to ComEd in Docket No. 13-0495 and I believe the Commission’s approach in 93 

that docket is preferable to the approach approved for Ameren Illinois in Docket  94 

No. 13-0498. 95 

Q. Why do you believe that the Commission direction to ComEd is preferable to the 96 

approach adopted in the Ameren Illinois docket? 97 

A. In Docket No. 13-0495, the Commission adopted ComEd’s proposed framework, which 98 

is virtually identical to my proposal.  For Ameren Illinois in Docket No. 13-0495, the 99 

Commission adopted language that is identical to my fourth provision, but, as a starting 100 

point, rather than adopt language similar to mine and ComEd’s, the Commission 101 

maintains the provisions of the NTG framework adopted in the Final Order in Ameren 102 

Illinois Docket No. 10-0568.  This earlier framework includes a number of problems that 103 

all parties to the current Nicor Gas EEP proceeding agree should be rectified, including, 104 

among others, retroactive application of NTG values under certain conditions, as well as 105 

uncertainty in applying the term “undergoing significant change” in triggering retroactive 106 

NTG application.  While I also believe that the Commission direction to Ameren Illinois 107 

(the language consistent with my fourth provision) will allow the independent evaluator 108 

to circumvent these problems, it adds unnecessary confusion and so I recommend that the 109 

Commission not require Nicor Gas to follow the Ameren Illinois approach.   110 
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Q. Do you believe that your proposed framework language is consistent with 111 

recommendations made by Mr. Mosenthal in his rebuttal testimony? 112 

A. Yes.  The fourth provision of my proposal ensures that the SAG has input into the 113 

process, the process is completed by March 1, and the independent evaluator will be the 114 

final arbitrator if SAG cannot reach consensus. 115 

I also believe that this provision also allows evaluators and the SAG to rely on a 116 

wide range of information in finalizing NTG values.  This information would not need to 117 

be limited to the “prevailing value” developed by the evaluator from the most recent 118 

Nicor Gas evaluation, but could also include, as Mr. Mosenthal recommends, prior 119 

evaluations, SAG discussions, market considerations, and “any other research or 120 

information that is available and relevant”, and also allow “the collective input of SAG 121 

members and evaluators to use their best professional judgment”.  (Mosenthal Reb., AG 122 

Ex. 2.0, 12:5-6, 13:13-14).  123 

Q. Do you have any recommendations to the Commission for clarifying how the NTG 124 

framework should be applied for Nicor Gas? 125 

A. Yes.  I encourage the Commission to clarify in its order that the final NTG framework 126 

adopted in this proceeding is consistent with Mr. Mosenthal’s recommendations, which I 127 

support.  Specifically, I recommend that the Commission, in its analysis and conclusions 128 

for this issue, state that the framework allows the independent evaluator, in making its 129 

final determination, and the SAG, in its advisory role, to consider “prior evaluations and 130 

the discussions among the SAG, the specific program designs and expectations about the 131 

market, and any other research or information that is available and relevant”, as well as 132 

“the collective input of SAG members and evaluators to use their best professional 133 
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judgment to formulate the best estimate of future NTG values.”  (Mosenthal Reb., AG 134 

Ex. 2.0, 12:4-6, 13:13-15). 135 

Q. What objections does Mr. Mosenthal raise to the third provision of your proposed 136 

NTG framework, which addresses spillover? 137 

A. Mr. Mosenthal raises objections to language I proposed in my direct testimony, but then 138 

removed in my rebuttal testimony to ensure that my revised proposal was consistent with 139 

the Commission’s Final Orders in Docket Nos. 13-0495 and 13-0498.  (Mosenthal Reb., 140 

AG Ex. 2.0, 14:6-18).  His objections are to language that is no longer included in my 141 

proposal, and therefore I recommend the Commission ignore his objections relating to 142 

spillover. 143 

Q. What objections does Dr. Brightwell raise to the spillover provision of your 144 

proposed NTG framework? 145 

A. Dr. Brightwell objects to the language I retain from my original proposal which makes it 146 

clear that, in making its final determination of NTG values, the independent evaluator can 147 

rely on all available information, including information on spillover developed from 148 

evaluations of programs not operated by Nicor Gas.  (Brightwell Reb., Staff Ex. 4.0, 10-149 

184-11:212).  All parties in this docket have expressed concerns about the costs of 150 

spillover evaluations, including Dr. Brightwell, and this phrase makes it clear that, in 151 

cases where costs prohibit the collection of primary spillover research specific to Nicor 152 

Gas, spillover effects will not be ignored.  It allows the evaluator to rely on secondary 153 

research already completed from other programs, and this approach would insure that 154 

spillover effects are captured at a fraction of the costs required for primary research.  For 155 
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these reasons I recommend that the Commission reject Dr. Brightwell’s recommendation 156 

regarding spillover language in the NTG framework. 157 

Q. How do you respond to Dr. Brightwell’s suggestion that language appearing in your 158 

spillover proposal is “too vague”?  (Brightwell Reb., Staff Ex. 4.0, 11:203). 159 

A. As I described earlier in my surrebuttal testimony, I believe that the language in the NTG 160 

frameworks the Commission adopted for ComEd and Ameren Illinois, and the identical 161 

language included in my proposal, defines the independent evaluator as the final 162 

arbitrator of NTG values, and also allows the independent evaluator to consider a wide 163 

range of information in making the determination, including information on other 164 

programs and advice from the SAG.  While Dr. Brightwell objects to the term “when 165 

appropriate,” I think it is clear that the Commission intends for the independent evaluator 166 

to determine when it would be appropriate to consider spillover research from other 167 

programs.  If necessary, I recommend that the Commission clarify this point in the Final 168 

Order in this proceeding. 169 

Q. Do you have any other comments regarding Mr. Mosenthal’s recommendations on 170 

the NTG framework? 171 

A. Yes.  Mr. Mosenthal’s describes a process in which “all Illinois evaluators would work 172 

together to agree on appropriate NTG values for all utility programs….”  (Mosenthal 173 

Reb., AG Ex. 2.0, 12:2-3).  While I do not object to the evaluators for different utilities 174 

consulting each other and attempting to reach consensus on consistent NTG values across 175 

utilities for similar programs, I believe that the Nicor Gas evaluator alone should be 176 

responsible for making “the final determination of values to be used for the upcoming 177 

year.”  The language I propose for the NTG framework, consistent with the language 178 
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adopted by the Commission for ComEd and Ameren Illinois, uses the singular tense in 179 

referring to “the evaluator.”  I make this recommendation purposefully to ensure that, in 180 

those (hopefully rare) cases where different evaluators cannot come to consensus on a 181 

particular NTG value, the Nicor Gas evaluator will be able to unilaterally make a 182 

determination for Nicor Gas.  This will ensure that the framework process can be 183 

completed by March 1 without requiring proceedings that elevate nonconsensus issues to 184 

the Commission for resolution. 185 

Q. Did any other parties raise objections to the specific language you proposed for the 186 

NTG framework in your rebuttal testimony? 187 

A. No. 188 

Q. What recommendations do Mr. Mosenthal and Ms. Hinman provide regarding 189 

schedules for the NTG framework? 190 

A. Both witnesses recommend that the Commission provide direction to utilities, evaluators, 191 

and other SAG parties to help ensure that the framework process be completed by March 192 

1.  Ms. Hinman recommends that the Commission direct evaluators to follow specific 193 

timelines, with evaluators submitting initial proposals for residential NTG values by 194 

November 1 and for nonresidential NTG values by December 1.  (Hinman Reb., Staff Ex. 195 

3.0, 7:143-146).  She also provides an alternative recommendation that would require 196 

evaluators to “make best efforts” to provide initial proposals for all programs by the first 197 

week of January.  (Id. at 7:146-150).  Mr. Mosenthal recommends more general direction 198 

to evaluators and SAG parties, stating that “the Commission need not specify the 199 

schedule.  Rather, the Commission’s final order should simply be clear that reasonable 200 

time be allocated for this effort.”  (Mosenthal Reb., AG Ex. 2.0, 12:16-18). 201 
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Q. Do you believe that it is necessary for the Commission to provide direction 202 

regarding schedules regarding the NTG framework? 203 

A. No.  The Commission did not provide similar direction to either ComEd or Ameren 204 

Illinois in their EEP dockets, and, presumably, these utilities, their evaluators, and other 205 

SAG parties will work out a schedule that complies with the Commission directive to 206 

complete the process by March 1.  I believe that all parties understand the importance of 207 

finalizing NTG values by March 1 to allow utilities the time necessary to incorporate this 208 

information into program strategies for the ensuing year.  I also believe that all parties 209 

understand the importance of allowing SAG parties sufficient time to fully deliberate the 210 

issues. 211 

  If the Commission determines that it does want to provide direction on schedules, 212 

I support Mr. Mosenthal’s approach rather than Ms. Hinman’s.  As I stated in my rebuttal 213 

testimony, for the Plan Year (“PY”) 2 evaluations, the Nicor Gas independent evaluator 214 

has not been able to meet the schedule defined by Ms. Hinman for 10 of the 11 programs 215 

undergoing full impact evaluations.  (Weaver Reb., Nicor Gas Ex. 8.0, 10:215-218).  216 

Initial draft reports have lagged behind Ms. Hinman’s initial deadlines by between 12 217 

days and—as of this surrebuttal filing—80 days.  I provide this information not to blame 218 

the independent evaluator, but, instead, to highlight the fact that unforeseen events can 219 

often delay evaluation schedules.  For example, the largest delays in the Nicor Gas PY2 220 

evaluations were due to the evaluator spending extra time to ensure that NTG surveys 221 

included enough participants and trade allies to be fully representative.  Defining hard 222 

deadlines could force evaluators to cut short evaluation timelines and reduce the accuracy 223 

of evaluation results. 224 
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Q. Ms. Hinman also proposes that the Commission establish specific timelines for 225 

evaluators to follow in supporting the Technical Reference Manual (“TRM”) 226 

process.  (Hinman Reb., Staff Ex. 3.0, 5:89-106).  Do you agree with her proposal? 227 

A. No.  I recommend that the Commission reject her proposal.  The TRM is currently 228 

undergoing its second update, and the process is operating well without the Commission 229 

establishing additional deadlines. 230 

Ms. Hinman’s TRM schedule is even more aggressive than her NTG 231 

recommendations, advancing evaluator deadlines by one to three months and requiring 232 

evaluators to draft some workpapers as early as July 1.  (Staff Ex. 1.2).  Again, in PY2, 233 

the Nicor Gas independent evaluator did not meet Ms. Hinman’s recommended schedule 234 

for most programs during PY2.  Since evaluators have typically not even begun their 235 

impact evaluations by July 1, this would also preclude evaluators from incorporating the 236 

most recent program evaluations into the TRM update process.  The current approach 237 

allows impact evaluations for a given program year (say PY4) to be completed during the 238 

next program year (PY5), and then incorporated into the TRM that becomes effective in 239 

the following program year (PY6).  Ms. Hinman’s proposal would unnecessarily delay 240 

the process by an additional year.  (In my example, using Ms. Hinman’s approach, PY4 241 

results would not be applied in the TRM until PY7).  242 

In addition, because the Commission did not establish similar deadlines for the 243 

evaluators of ComEd, Ameren Illinois, or the Illinois Department of Commerce and 244 

Economic Opportunity in Docket Nos. 13-0495, 13-0498, and 13-0499, Ms. Hinman’s 245 

proposal would serve to unduly constrain the input of Nicor Gas and its evaluator in the 246 

TRM update process. 247 
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IV. ADJUSTABLE SAVINGS GOALS 248 

Q. What issues were raised regarding adjustable savings goals in intervenor rebuttal 249 

testimony?  250 

A. Mr. Mosenthal and Ms. Devens raised a number of issues related to the administration of 251 

the adjustment calculations, as well as the management incentives my proposal will 252 

create for Nicor Gas.  The Commission has already rejected identical arguments raised by 253 

the witnesses in the Ameren Illinois case in Docket No. 13-0498.  254 

Q. How do you respond to Mr. Mosenthal’s characterization of your proposal for 255 

adjustable savings goals as being “bureaucratically and administratively 256 

burdensome”?  257 

A. Mr. Mosenthal states that he believes the adjustment mechanism could be burdensome 258 

because it would involve “literally thousands of TRM parameters” and “literally 259 

hundreds or even thousands of calculations.”  (Mosenthal Reb., AG Ex. 2.0, 16:17, 8:14).  260 

This characterization is simply not true.  While the entire TRM includes many measures, 261 

in any one year, only a handful of those measures are updated, and, of those, only a 262 

subset apply to natural gas programs.  For example, in the current TRM update, which 263 

will go into effect for PY4, of the 56 total update measures, only 22 apply to natural gas.  264 

Of the 22 updates, 8 represent simple errata adjustments, while only 14 represent full 265 

revisions.  This is clearly a manageable list of measures to capture in the adjustable 266 

savings goal calculation.  267 

  Mr. Mosenthal’s characterization of the complexity of TRM adjustments for 268 

individual measures is also misleading.  He provides an example for the boiler reset 269 

control measure, and goes into great length to describe an overcomplicated calculation 270 
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that might occur in a fictional world in which Nicor Gas attempted to include in the 271 

calculation “a literally infinite possible range of boiler size, efficiency and customer 272 

types.”  273 

In reality, the calculation Nicor Gas used to set savings goals for this measure was 274 

straightforward, and it will be straightforward to adjust if this measure is included in a 275 

future TRM update.  The calculation relies on the TRM algorithm, which effectively 276 

includes four terms: three driven by participant-specific data (boiler capacity, boiler 277 

efficiency, and equivalent full load hours), and one representing average savings 278 

expressed in percentage terms.  To estimate reasonable values for the participant-specific 279 

data, Nicor Gas made specific, well defined assumptions to estimate savings.  In this 280 

example, three of the four terms reduce to constants (most of which are defined in the 281 

TRM itself), and one (equivalent full load hours) is the result of an additional calculation. 282 

Nicor Gas doesn’t attempt to characterize these estimates as perfectly capturing the 283 

“literally infinite” permutations of actual equipment that will enroll in the program 284 

between PY4 and PY6.  Indeed, Nicor Gas assumes the risk that its estimates will prove 285 

wrong once the independent evaluator applies actual program data to the TRM algorithm 286 

to calculate savings for PY4-6.  If the algorithm parameters change in a future TRM 287 

update, it will be straightforward to apply the new parameters to the original Nicor Gas 288 

calculation and update the savings estimate.  289 

For example, I believe that the most likely term to change in future updates would 290 

be the average savings term.  The current TRM algorithm assumes savings of 8%, based 291 

on evaluations completed in Pennsylvania, and I could foresee an update to a new 292 

value—say 10%—based on future Illinois evaluations.  If this were the case, the savings 293 
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goal adjustment would not even involve the participant-specific data, which would 294 

remain unchanged, and could be calculated by simply applying the ratio of 10/8 to the 295 

original savings estimate. 296 

Mr. Mosenthal does not address the NTG portion of the adjustable savings goal 297 

calculation, but this is also an extremely simple calculation that involves, at most, only 15 298 

numbers for the entire portfolio: one for each NTG value used in the EEP for individual 299 

programs (or, in a few cases, separate program components).  In any one year, the 300 

independent evaluator might update a subset of these values with more recent evaluation 301 

results.  The adjustable savings calculation will involve calculating a simple ratio of the 302 

updated NTG value to the planning NTG value, and then applying the ratio to the 303 

program savings estimate included in the Nicor EEP (or applying the ratio at the program 304 

component level, where appropriate). 305 

Overall, the adjustment calculation is straightforward and will not be burdensome. 306 

Indeed, the Commission has already come to this conclusion in Docket No. 13-0498, 307 

when it approved adjustable savings goals for Ameren Illinois and directed Ameren 308 

Illinois to produce the spreadsheet showing it savings calculations in a compliance filing.  309 

Docket No. 13-0498 (Order Jan. 28, 2014), at 153. 310 

Q. Mr. Mosenthal states that “on average, changes to the TRM or NTG values should 311 

be relatively small or incremental.”  (Mosenthal Reb., AG Ex. 2.0, 9:13-14).  Do you 312 

agree with his assessment? 313 

A. No.  While I agree that, in some years, TRM or NTG changes might be minor, I am also 314 

sure that a very small number of evaluation results could create major disruptions to the 315 

Nicor Gas portfolio.  For example, the savings projected for only two measure categories 316 
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(steam traps and residential-sized furnaces) represent almost a quarter of the Nicor Gas 317 

savings goal for the EEP.  (Nicor Gas Ex. 1.2).  Similarly, savings from only two 318 

programs (Home Energy Efficiency Rebates and Custom Business) represent almost half 319 

of the savings goal.  Taken together, it would only take four evaluation results to affect 320 

almost two-thirds of the portfolio savings goal.  (The results are not strictly additive 321 

because the TRM results for small furnace measures and NTG results for the home rebate 322 

program overlap.)  To the extent that future evaluations create large, downward 323 

adjustments to the savings available from these targets, without my proposed adjustable 324 

savings goals, I am not sure how Nicor Gas would make up the difference given the 325 

budget constraints imposed by the Public Utilities Act (the “Act”).  326 

Q. Mr. Mosenthal states that he is unclear how TRM changes involving new measures 327 

added to the TRM in the future would be handled under your proposal for 328 

adjustable savings goals.  (Mosenthal Reb., AG Ex. 2.0, 20:1-9).  Can you clarify this 329 

part of your proposal? 330 

A. Yes.  These measures will have no effect on the adjustable savings goals.  Any “new 331 

TRM measures” that might arise in the future have not been included in the Company’s 332 

savings goal calculation.  There are no planned savings to adjust. 333 

Q. Do you believe that this approach will “discourage the addition of new measures” as 334 

Mr. Mosenthal suggests?  (Id. at 20:11). 335 

A. Absolutely not.  Nicor Gas has developed an Emerging Technologies program that is 336 

nationally recognized for its ability to identify new measures and spur innovation.  As the 337 

Emerging Technologies effort identifies new measures, I am sure that Nicor Gas will add 338 

them to programs to ensure that the portfolio evolves to keep pace with technological 339 
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change.  In selecting new measures, I am sure that the Company will balance the 340 

planning objectives outlined by Nicor Gas witness James J. Jerozal Jr. in his direct 341 

testimony.  (Jerozal Dir., Nicor Gas Ex. 1.0, 15:333-20:437).  In this consideration, I am 342 

also sure that the Company will consider the cost effectiveness of potential new measures 343 

and invest in opportunities that increase the cost effectiveness of the overall portfolio, 344 

while also balancing other objectives such as opportunities for all customers to participate 345 

in the portfolio.  This seems to be exactly what Mr. Mosenthal calls for, and I cannot 346 

understand why he believes that the adjustable savings goals will cause Nicor Gas to not 347 

pursue this management strategy. 348 

Q. Mr. Mosenthal seems to be concerned that the Company’s actual program results 349 

might differ from the projections made in the Nicor Gas EEP that will form the 350 

starting point for the adjustable savings goal calculations.  (Mosenthal Reb., AG Ex. 351 

2.0, 16:13-16, 17:4-6).  Is this a problem?  352 

A. Not at all. Of course the Company’s planning projections will not be 100% accurate.  If 353 

the Company had a crystal ball that could predict the future with 100% accuracy, there 354 

would be no need for the risk mitigation efforts that we have spent so much time 355 

discussing in this docket. 356 

The spreadsheet that will be used to calculate adjustable savings is, effectively, 357 

the same tool the Company used to develop the savings goals that the Commission will 358 

establish in this proceeding.  There is no need for it to be 100% accurate in predicting the 359 

future; it just needs to be the same tool used to set the goals in the first place.  The 360 

adjustable savings calculations will simply adjust the original calculations to factor in 361 

changes to NTG and TRM assumptions that result from future evaluations.   362 
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Q. How do you respond to Ms. Devens’ characterization that your proposal for 363 

adjustable savings goals would “eliminate all performance risk” for Nicor Gas?  364 

(Devens Reb., CUB Ex. 2.0, 4:48-49). 365 

A. This is simply untrue.  As I have previously stated, my proposal only mitigates a portion 366 

of those evaluation risks that are beyond Nicor Gas control.  The Company is still 367 

responsible for all of the delivery risk associated with achieving participation targets 368 

within allowed budgets.  In addition, even with my proposal, Nicor Gas will continue to 369 

face a number of evaluation risks, including realization rate risk, and retroactive gross 370 

savings risk for all measures not covered by the TRM, which represent over 40% of 371 

projected savings.  (Weaver Reb., Nicor Gas Ex. 8.0, 21:447-458).  372 

Q. Do you have any other comments regarding Mr. Mosenthal’s and Ms. Devens’ 373 

characterization of the adjustable savings goals? 374 

A. Yes.  Both witnesses focus their comments on outcomes that result in lower savings 375 

goals.  (Mosenthal Reb., AG Ex. 2.0, 21:4-16; Devens Reb., CUB Ex. 2.0, 49:58).  Yet, 376 

as I am sure both witnesses fully understand, while my proposal can decrease savings 377 

goals under some circumstances (when changes to TRM or NTG values decrease 378 

compared to those assumed in calculating savings goals), my proposal will also increase 379 

goals in other cases (when TRM or NTG values increase).  380 

  Further, both witnesses imply that, with adjustable savings goals in place, Nicor 381 

Gas might shirk its responsibility to prudently manage the portfolio.  Mr. Mosenthal 382 

implies that Nicor Gas might adopt a “set-it-and-forget-it approach”, and that the 383 

Company might be “indifferent to any changes and potentially [be] discourage[d] from 384 

making appropriate management adjustments.”  (Mosenthal Reb., AG Ex. 2.0, 15:21-22, 385 
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10:1-2).  Similarly, Ms. Devens implies that Nicor Gas could “sit back, and continue to 386 

implement poorly performing ratepayer-funded programs.”  (Devens Reb., CUB Ex. 2.0, 387 

4:53-54). 388 

  While I do not believe that Nicor Gas would act in an imprudent manner, to the 389 

extent that my adjustable savings goal proposal creates such negative incentives in cases 390 

when evaluation results lower TRM or NTG values, then those same negative incentives 391 

would also exist without my adjustable savings goals in cases when evaluation results 392 

increase TRM or NTG values.  For example, as I stated earlier, the home rebates and 393 

custom programs represent almost half of portfolio savings, so if NTG results for these 394 

two programs increased by 10%, Nicor Gas would achieve savings that exceed their 395 

portfolio goals by 5% without making any other management changes.  Theoretically, if 396 

this were to occur, Nicor Gas could “set it and forget it,” and, to the extent that other 397 

programs representing less than 5% of portfolio savings perform poorly, simply “sit 398 

back” and continue to implement them unchanged. 399 

  Again, I do not believe that Nicor Gas would act on these so called perverse 400 

management incentives, but my adjustable savings goal proposal would eliminate this set 401 

of perverse incentives because, in these cases, my proposal would result in higher savings 402 

goals.  Stated another way, the Commission should reject Mr. Mosenthal’s and Ms. 403 

Devens’ arguments around perverse incentives.  To the extent that perverse incentives do 404 

exist with my proposal (when TRM and NTG values decrease), they would also exist 405 

with Mr. Mosenthal’s and Ms. Devens’ proposals to reject adjustable savings goals (when 406 

TRM and NTG values decrease).  This argument should have no bearing on the 407 

Commission’s decision. 408 
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Q. Do you have any other comments on Mr. Mosenthal’s and Ms. Devens’ 409 

characterization of the behavior the Company might exhibit given the policies the 410 

Commission could adopt in this docket? 411 

A. Yes.  I want to emphasize that nothing has been presented in this proceeding showing that 412 

the Company has ever, or would in the future, act in the imprudent manner suggested by 413 

the witnesses.  I also want to acknowledge that Mr. Mosenthal himself comes to a similar 414 

conclusion when he states the following: “To be clear: I am not suggesting the Company 415 

is planning to, or has acted on, these perverse incentives.”  (Mosenthal Reb., AG Ex. 2.0, 416 

10:2-3). 417 

  To highlight just how effective Nicor Gas has been to date in managing its 418 

portfolio, I conducted some research to compare the savings Nicor Gas expects to achieve 419 

in PY3 to savings projected for other natural gas portfolios throughout the United States.  420 

As shown in Figure 1 below, the Company’s savings are expected to exceed those 421 

achieved by all other portfolios in United States for the PY3/2014 implementation year.  422 

Nicor Gas will also reach this milestone with programs in existence for only three years, 423 

while some of the comparison portfolios have been in existence for more than three 424 

decades.  In short, I think this provides evidence that Nicor Gas has made highly effective 425 

management decisions to date, and I believe that its management effectiveness will 426 

continue in the future.   427 
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 428 

V. RESIDUAL RISK ADJUSTMENT 429 

Q. What issues did Mr. Mosenthal raise regarding the residual risk adjustment? 430 

A. Mr. Mosenthal clarified and expanded his direct testimony to distill 11 specific objections 431 

to my proposal, and I will address these objections in turn.  (Mosenthal Reb., Ex. 2.0, 432 

23:11-24:30).  However, I want to begin by repeating that my proposed residual risk 433 

adjustment mitigates evaluation risks to Nicor Gas that occur above and beyond other 434 

risk mitigation policies adopted by the Commission in this docket.  Mr. Jerozal and I 435 

have both stated that, should the Commission adopt my recommendations concerning the 436 

NTG framework and adjustable savings goals, it would be fair to set the residual risk 437 
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adjustment to zero.  (Jerozal Dir., Nicor Gas Ex. 1.0, 34:755-35:768; Weaver Dir., Nicor 438 

Gas Ex. 2.0, 22:481-23:494).  439 

Q. Mr. Mosenthal states that he believes that the planning goals Nicor Gas developed 440 

before incorporating the 10% risk adjustment “represent its best estimate of 441 

savings” and, as a result, there “is no basis to modify goals downward even more 442 

than Nicor is already proposing it can achieve within the spending caps.”  443 

(Mosenthal Reb., AG Ex. 2.0, 23:11-14).  How do you respond? 444 

A. The goals Nicor Gas developed before incorporating the risk adjustment only represent 445 

the Company’s best estimate of savings if the TRM and NTG assumptions used to 446 

calculate those estimates do not change.  If Nicor Gas knew in advance that the TRM and 447 

NTG values would turn out to be higher than the current assumptions, then the Company 448 

would increase its proposed savings goals.  Likewise, if Nicor Gas knew in advance that 449 

TRM and NTG values would decline, the Company would lower its estimates.  This is 450 

exactly what will happen under my adjustable savings goal proposal.  Once changes to 451 

TRM and NTG values are known, they will be incorporated into the adjusted goals. 452 

  I also want to emphasize that every one of the TRM and NTG assumptions used 453 

in calculating the savings goals were developed through collaboration and consensus 454 

among all the SAG parties.  In addition, Nicor Gas has provided all of the assumptions in 455 

its filing, and subjected them to discovery.  No party in the case has objected to the 456 

assumptions or proposed assumptions that they believe better characterize expected 457 

performance over the plan period. 458 
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Q. Mr. Mosenthal states that he believes that there is no reason to believe that the TRM 459 

and NTG estimates used to develop savings goals are systematically biased.  460 

(Mosenthal Reb., AG Ex. 2.0, 23:16-21).  How do you respond?   461 

A. As Mr. Jerozal stated in his direct testimony, Nicor Gas experience to date indicates that, 462 

at least in PY1, TRM and NTG evaluations have indeed been biased downward.  For 463 

example, the PY1 NTG evaluation resulted in savings reductions of 34% for the largest 464 

program in the first EEP portfolio.  (Jerozal Dir., Nicor Gas Ex. 1.0, 30:659-670). 465 

  More importantly, as I indicated in my direct testimony, even if evaluation 466 

adjustments are, on balance, symmetrical, the outcomes faced by Nicor Gas are not.  If 467 

Nicor Gas fails to meet the savings goals, it is subject to a $600,000 penalty, yet if Nicor 468 

Gas exceeds the goals it receives no compensating reward.  (Weaver Dir., Nicor Gas Ex. 469 

2.0, 10:193-198).  In this situation, I believe it is appropriate and prudent for the 470 

Commission to provide the Company with a mechanism to manage the downside risk.  471 

  As I showed in my rebuttal testimony, public utility commissions in eight states 472 

have structured shareholder incentive mechanisms that recognize the fact that utilities 473 

prudently managing energy efficiency portfolios may still fall short of their performance 474 

goals.  (Weaver Reb., Nicor Gas Ex. 8.0, 23:495-24:513).  These Commissions provide 475 

utility shareholders with incentive payments even when achieved savings fall short of 476 

goals by amounts ranging from 15% to 50% of the original goals.  (Id.).  While the law in 477 

Illinois provides for penalties rather than incentive payments, I believe that the concept is 478 

analogous. 479 
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Q. Mr. Mosenthal states that the Act “does not suggest penalties should only apply if 480 

the Company fails to meet 90% of the Commission-approved goals”.  (Mosenthal 481 

Reb., AG Ex. 2.0, 23:23-26).  How do you respond? 482 

A. I am not suggesting that penalties should apply if the Company fails to meet 90% of the 483 

Commission-approved goals.  I am recommending that the Commission approve goals 484 

that are reasonable and fair and so, absent adopting my recommendations for the NTG 485 

policy and adjustable savings goals, those goals should include the 10% residual risk 486 

adjustment.  Once established, Nicor Gas should be held accountable for achieving 100% 487 

of those Commission-approved goals, even in cases where TRM and NTG changes 488 

beyond the Company’s control end up lowering the savings that are achievable under 489 

participation targets and budget limits outlined in Nicor Gas Exhibit 1.1. 490 

Q. Mr. Mosenthal believes that the major risk facing Nicor Gas is performance risk 491 

rather than evaluation risk.  (Mosenthal Reb., AG Ex. 2.0, 24:11-13).  How do you 492 

respond? 493 

A. I agree with him, but I also think it is an irrelevant observation.  As I have previously 494 

stated, Nicor Gas continues to bear 100% of the delivery (or performance) risk associated 495 

with delivering planned participation targets within the plan budget constraints.  (Weaver 496 

Reb., Nicor Gas Ex. 8.0, 21:450-452).  My proposed residual risk adjustment is designed 497 

to compensate the Company only for residual evaluation risks.   498 

To provide an order of magnitude of the evaluation risks faced by Nicor Gas, as 499 

Mr. Jerozal indicated in his direct testimony, in the first plan period, one individual 500 

evaluation result—the NTG ratio for the Custom program—if applied across all three 501 

plan years would have lowered portfolio savings by 8%.  (Jerozal Dir., Nicor Gas Ex. 1.0, 502 
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30:659-670).  Additionally, as I mentioned previously in my surrebuttal testimony, the 503 

combination of four evaluation results (two TRM results for small furnace and steam 504 

traps measures and two NTG results for home rebates and custom programs) will affect 505 

almost two thirds of the total portfolio savings projected by Nicor Gas.  Should adverse 506 

evaluation results lower savings by 15% in these four areas, portfolio savings would 507 

decline by 10%.  When coupled with the additional evaluation risks the Company faces 508 

from other NTG and TRM changes, as well as the risks Nicor Gas faces for gross savings 509 

on non-TRM measures and realization rates on all measures, I believe that the 10% factor 510 

is a fair, reasonable adjustment for residual evaluation risks.  511 

Q. Mr. Mosenthal indicates that he believes that the residual risk adjustment would 512 

shift risks from Nicor Gas to ratepayers.  (Mosenthal Reb., AG Ex. 2.0, 24:15-24).  513 

How do you respond? 514 

A. He is wrong.  Customers will receive substantial financial benefits from the Nicor Gas 515 

EEP and, if evaluation results should turn out to lower the savings that Nicor Gas should 516 

expect from its program investments, customers will still receive substantial benefits.  517 

They face very little risk in the delivery of the portfolio.   518 

The Company’s proposed EEP calls for energy efficiency investments of $119 519 

million that will ultimately be paid for by Nicor Gas customers, including Nicor Gas 520 

investments in delivering the programs and additional direct customer investments in 521 

equipment costs over and above program rebates.  The Company projects total benefits 522 

from these investments of $159 million, resulting in net benefits of $40 million flowing 523 

to customers.  524 
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  Should evaluation results differ from the Nicor Gas planning assumptions, then 525 

benefits flowing to customers will decline from the Company’s initial estimates, but 526 

evaluation results would need to lower savings by 25% (driving total benefits from $159 527 

million down to $119 million) before customers failed to reap direct financial benefits.  528 

Of course, at this level of evaluation risk, customers would still break even and be no 529 

worse off financially, so there is very little risk that customers will have substantial losses 530 

on their EEP investments.  Put another way, the Nicor Gas EEP includes a 25% residual 531 

risk adjustment to protect ratepayers from potential evaluation risks. 532 

  On the other hand, Nicor Gas faces a $600,000 penalty if it misses the savings 533 

goal by one therm.  If the Company delivers the plan in Nicor Gas Exhibit 1.1 exactly as 534 

described, meeting participation and budget targets exactly, but evaluation results 535 

indicate that, on balance, the evaluation-related assumptions were off by four one-536 

thousandths of a percent, Nicor Gas shareholders will still pay a $600,000 penalty.  I 537 

believe that it would be unreasonable for the Commission to establish goals for Nicor Gas 538 

that subject the Company to this level of risk. 539 

Q. Do you agree with Mr. Mosenthal’s characterization that “ratepayer money would 540 

be … wasted if Nicor Gas was granted the 10% adjustment”?  (Mosenthal Reb., AG 541 

Ex. 2.0, 24:23-24). 542 

A. Absolutely not.  Again, the risk adjustment will only be required if the Commission does 543 

not approve my proposals for the NTG framework and adjustable savings goals.  In this 544 

case, the residual risk adjustment merely protects the Company against evaluation 545 

changes that it could not predict—indeed that no party to this case has indicated that they 546 

would predict.  547 
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Again, in the example where the Company delivers the portfolio exactly as 548 

described in Nicor Gas Exhibit 1.1 (or exactly as described the Commission’s Final 549 

Order), but evaluation-related assumptions decline, no money will be “wasted.”  The 550 

Company will deliver all of the incentives, technical assistance, outreach, evaluation and 551 

other activities described in the EEP, as supported by every party in this case (or at least 552 

as required by the Commission’s Final Order ).  Unless evaluation results decline by 553 

more than 25%, customers will still reap millions of dollars in direct financial benefits.  I 554 

fail to see how these expenditures could be characterized as waste. 555 

Q. Mr. Mosenthal states that arguments characterizing evaluation risks as being 556 

outside of Nicor Gas control are without merit.  (Mosenthal Dir., AG Exhibit 2.0, 557 

24:26).  How do you respond? 558 

A. While I agree that there are actions that Nicor Gas can take to attempt to improve 559 

evaluation results, I also believe that Nicor Gas faces substantial risks that are outside of 560 

its control.  As Mr. Jerozal stated in his direct testimony, in PY1, NTG ratios for 561 

essentially identical custom rebate programs offered by the four Illinois utilities varied by 562 

up to 42%.  (Jerozal Dir., Nicor Gas Ex. 1.0, 31:671-675).  I believe this variation was 563 

driven primarily by simple statistical variation rather than the program management 564 

approaches taken by Nicor Gas.  Again, I am only recommending that the Commission 565 

adopt the residual risk adjustment if it does not accept my proposals for the NTG 566 

framework and adjustable savings goals.  In these circumstances I believe a 10% residual 567 

risk adjustment is fair and reasonable. 568 
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Q. Mr. Mosenthal suggests that the 10% risk adjustment may not be appropriate for 569 

individual programs or program years.  (Mosenthal Reb., AG Ex. 2.0, 24:5-9, 24:28-570 

30).  How do you respond?  571 

A. Mr. Mosenthal suggests that the Company faces lower NTG risk for PY4 and for the 572 

Behavioral Energy Savings program.  While I disagree with him, his opinion is also 573 

irrelevant to the application of the residual risk adjustment.  The 10% adjustment factor 574 

aims to protect Nicor Gas from overall evaluation risks across the portfolio.  It is not a 575 

“NTG” adjustment factor, nor does it make any sense to attempt to create separate factors 576 

for individual programs or program years.  While each individual evaluation assumption 577 

might have risks above or below 10%, across the entire EEP, 10% is a fair adjustment 578 

that will allow Nicor Gas to implement the portfolio without unreasonable risks that 579 

evaluation changes outside of its control will trigger a penalty. 580 

Q. Finally, Mr. Mosenthal responds to the information you provided on shareholder 581 

incentive mechanisms in other states.  (Mosenthal Reb., AG Ex. 2.0, 25:1-26:13).  582 

How do you respond? 583 

A. Mr. Mosenthal believes that my examples provide an analogy that “is not relevant here”, 584 

and goes on to describe policies contributing to effective incentive mechanisms, as well 585 

as limitations the Act places on the Commission in providing performance incentives to 586 

Nicor Gas.  In general, I agree with much of his discussion, but I also respectfully 587 

disagree with his assessment that the analogy is irrelevant. 588 

  I am making a relatively simple point: public utility commissions in eight states 589 

have established policies to ensure that utilities that prudently manage energy efficiency 590 
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portfolios, but still fall short of their performance goals, do not face financial 591 

implications.  I believe this point is directly analogous to this proceeding. 592 

VI. SPILLOVER MODIFICATION TO SAVINGS GOALS 593 

Q. What issue does Dr. Brightwell raise regarding spillover values and resulting 594 

modifications to the Nicor Gas savings goals? 595 

A. Dr. Brightwell clarifies the proposal made in his direct testimony.  (Brightwell Reb., Staff 596 

Ex. 4.0, 11:220-12:243).  Based upon his clarification, I agree with him and so modify 597 

my position here.   598 

  In his direct testimony, Dr. Brightwell stated that the “savings goal that the 599 

Company is attempting to achieve reflects the lack of estimated spillover.  If the 600 

Commission permits the addition of deemed spillover, it should also adjust the portfolio 601 

savings goals to reflect the adjustments to NTG.”  (Brightwell Dir., Staff Ex. 2.0, 9:188-602 

191).  I mistakenly interpreted this to mean that Dr. Brightwell recommended that the 603 

Commission immediately increase the savings goals approved in this docket from the 604 

21.5 million therms proposed by Mr. Jerozal in his direct testimony.  (Jerozal Dir., Nicor 605 

Gas Ex. 1.0, 11:241-243).  I now see that Dr. Brightwell was instead recommending that 606 

the Commission adjust portfolio goals in the future to reflect changes between actual 607 

spillover evaluation results and initial planning assumptions Nicor Gas used to calculate 608 

the 21.5 million therm goal.  This approach is exactly analogous to the adjustable savings 609 

goals I propose and, indeed, Dr. Brightwell agrees that his recommendation would be 610 

accomplished if the Commission adopted my adjustable savings goal proposal.  611 

(Brightwell Reb., Staff Ex. 4.0, 9:191-192).  If the Commission approves my adjustable 612 

savings goal, then I support Dr. Brightwell’s proposal. 613 
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  If the Commission does not approve my adjustable savings goal proposal, then I 614 

believe that the Commission should ignore Dr. Brightwell’s proposal.  In this 615 

circumstance, Dr. Brightwell’s proposal would adjust Nicor Gas goals for risks 616 

associated with spillover, but include no adjustments for free riders.  This seems 617 

unreasonable.  618 

VII. CONCLUSION 619 

Q. Does this conclude your surrebuttal testimony? 620 

A. Yes. 621 
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