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I. Introduction 

 This case involves Nicor Gas Company’s (“Nicor” or “the Company”) Second Triennial 

Energy Efficiency Plan (“Plan 2” or “EEP”), which Nicor filed pursuant to 220 ILCS 5/8-104(f) 

of the Public Utilities Act (“PUA”). See Nicor Ex. 1.1. While the Environmental Law & Policy 

Center (“ELPC”) appreciates the effort by Nicor to achieve energy efficiency for their customers 

under a significant cost cap, Nicor should do more to achieve even greater savings. Nicor expects 

to achieve only 24% of the statutory targets. Rather than adjusting Plan 2 to meet the needs of 

the changing market, Nicor also proposes a 10% risk adjustment to its savings targets. The 10% 

risk adjustment will lower Nicor’s savings targets further and make it too easy for Nicor to meet 

lowered goals. Viewed in its totality, Plan 2 demonstrates that Nicor has not done everything it 

can to come as close as possible to meeting the statutory targets. 

 As detailed below, ELPC urges the Commission to: 

1. Reject Nicor’s request for a 10% risk adjustment to its savings targets.  

 

2. Require that net-to-gross (“NTG”) assessments include free ridership even when 

spillover calculations are not possible or are too costly. 

 

3. Require Nicor to adopt the NTG framework that the Stakeholder Advisory Group 

(“SAG”) developed, or, alternatively, require Nicor to adopt Staff’s framework with 

the new proposed language regarding voting parties. 

 

4. Require Nicor to use at least 50% of its Business Energy Efficiency Rebates program 

funds for direct customer incentives. 

 

5. Require Nicor to conduct a waste analysis within six months and use the results to 

improve programs in years two and three of Plan 2, or require Nicor to use the results 

from the ComEd waste analysis to work with the SAG to improve programs. 

 

In addition to the program issues, ELPC also believes that the Commission should address 

issues regarding Nicor’s rate structure that discourage efficiency. As a recent Commission 

Report to the legislature notes, gas utilities could meet their targets by shifting revenue from the 
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fixed monthly charge to the volumetric charge.  The Commission should direct Nicor to change 

its tariff design to provide proper price signals that encourage efficient use of natural gas. 

 

II. Statutory Background 

 Section 8-104 of the Illinois Public Utilities Act requires natural gas utilities to 

implement cost effective energy efficiency measures to meet annual incremental energy 

efficiency savings goals that ramp up over time, subject to a statutory cost cap. 220 ILCS 5/8-

104. Pursuant to the statute, “each utility shall file, no later than October 1, an energy efficiency 

plan with the Commission,” as modified by the subsection (d) rate impact caps where 

appropriate. 220 ILCS 5/8-104(f). “If the Commission disapproves a plan, the Commission shall, 

within 30 days, describe in detail the reasons for the disapproval and describe a path by which 

the utility may file a revised draft of the plan to address the Commission's concerns 

satisfactorily.”  Id. 

 The Commission approved Nicor’s first energy efficiency plan, Plan 1, on May 24, 2011. 

Order No. 10-0562. For Plan 2, the statute requires Nicor to achieve more savings than in Plan 1. 

Specifically, Section 8-104(c) requires annual natural gas energy savings of an additional 0.8% 

by May 31, 2015, an additional 1% by May 31, 2016, and an additional 1.2% by May 31, 2017. 

In sum, Section 8-104(c) requires total natural gas savings of 2% by May 31, 2015, 3% by May 

31, 2016, and 4.2% by May 31, 2017. The law specifically states that each utility shall 

“demonstrate that its proposed energy efficiency measures will achieve [the savings goals as 

modified due to budget constraints].” 220 ILCS 5/8-104(f)(1). Nicor, therefore, has the burden of 

proof to show that Plan 2 meets the statutory standards or demonstrate why Plan 2 cannot do so. 
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III. Discussion  

A. Risk Adjustment 

1. The Commission Should Not Reduce the Savings Target by 10% to Account for 

Evaluation Risk. 

 

 Nicor proposes to reduce its savings targets by 10% to account for evaluation risks 

related to TRM/NTG changes. Nicor Ex. 1.1 at 23. The Technical Resource Manual (“TRM”), as 

CUB Witness Rebecca Devens explains, “is a document created by the Stakeholder Advisory 

Group (“SAG”) to provide a transparent and consistent basis for calculating energy savings 

generated by EEPS programs.” CUB Ex. 1.0 at 6. The TRM is updated annually and includes 

estimated measure and program savings values and other inputs used by evaluators to determine 

program and measure savings. Id. According to AG Witness Philip Mosenthal, “The NTG ratio 

is used to adjust the total estimated “gross” savings from all measures tracked through the 

program to estimate the true ‘net’ effect that the program has produced.” AG Ex. 1.0 at 19. 

Changes to the TRM and NTG values affect savings estimates and the amount of savings Nicor 

can claim. CUB Ex. 1.0 at 7. Nicor is concerned that these changes create what it calls 

“evaluation risks.” According to Nicor Witness James J. Jerozal, “Evaluation risks arise when 

future evaluation results differ from the planning assumptions used to develop EEP savings 

estimates.” Nicor Ex. 1.0 at 27. For this reason, Nicor proposes a 10% risk adjustment. With the 

proposed 10% risk adjustment, however, Nicor would achieve only 22% of the statutory therm 

goals as opposed to achieving 24% of the statutory goals without the risk adjustment. ELPC Ex. 

1.0 at 4. 

ComEd proposed a similar 5% risk adjustment in Docket No. 13-0495. The Commission 

rejected ComEd’s risk adjustment proposal, finding, “[ComEd’s] goal should be set at the level it 

is projected to be able to achieve, without an artificial 5% reduction.” Final Order, Docket No. 
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13-0495 at 39. ELPC recommends that the Commission also reject Nicor’s risk adjustment 

proposal, which arbitrarily reduces Nicor’s expected savings. 

 Given Nicor’s projected shortfall, the Commission should carefully evaluate the 

Company’s request for a risk adjustment. As ELPC Witness Geoff Crandall explains, “Nicor 

arbitrarily lowered its estimated savings by 10% to account for the risk that evaluators would 

after the fact reduce the therm savings as a result of revising TRM algorithms or NTG ratios 

based on program evaluations.” ELPC Ex. 1.0 at 4. This means that Nicor is only required to 

save 10% of what it expects to save from Plan 2. In response to ELPC Data Request 1.5, Mr. 

Jerozal states, “Nicor used professional judgment to determine that the 10% risk adjustment 

would provide adequate planning reserves in allowing the Company to manage portfolio savings 

in the face of downside evaluation risks.” ELPC Group Cross Ex. 1. Nicor seeks the risk 

adjustment as protection in the event that the value of a program measure decreases when the 

TRM and NTG changes, but Mr. Jerozal’s argument fails to adequately justify the 10% reduction, 

which according to Mr. Crandall is arbitrary and inappropriate. ELPC Ex. 1.0 at 4. The effect of 

Nicor’s proposed risk adjustment “is simply one of reducing its estimated net savings by 10% for 

purposes of goal setting.” AG Ex. 1.0 at 37. Mr. Mosenthal further explains: 

Nicor is proposing a diversified portfolio that includes numerous programs and 

thousands of individual efficiency measures. In addition, Nicor is asking for 

complete flexibility to vary from its plan. As a result, I believe Nicor has 

developed a portfolio that leaves ample room for adjustments and mid-course 

corrections during the three-year plan to allow it to make up for any assumptions 

that turn out to be too aggressive. If the plan numbers represent Nicor’s best 

estimate of impacts, then the probability savings will be higher should be similar 

to the probability they will be lower. Goals should reflect these best estimates. 

Further, because all parties are in agreement that procedures should be established 

to deem NTG values, the risk Nicor faces is minimized and well within the range 

of what can be effectively managed through the Plan 3 period. 
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AG Ex. 1.0 at 38. In other words, Nicor not only wants the Commission to set its goals 

significantly below the statutory targets, but also wants the Commission to further reduce its 

goals in order to eliminate all risk. This is inappropriate and, moreover, contravenes the 

legislative intent of Section 5/8-104 of the Public Utilities Act (“PUA”). Section 5/8-104 clearly 

set savings targets and established penalties for failing to meet those targets. The PUA requires 

the utilities to make efforts to annually increase the amount of energy efficiency achieved by 

their programs. These efforts and goal-oriented programs naturally involve risks and require risk 

management. The Commission should not allow Nicor to avoid all risk, and it should not reduce 

the savings target by the 10% to account for the risk that evaluators would reduce therm savings 

as a result of TRM and NTG changes. Instead, the Commission should adopt the same position it 

adopted in the ComEd case and require Nicor to set its goals “at the level it is projected to be 

able to achieve.” Final Order, Docket No. 13-0495 at 39. 

B. Net-to-Gross Framework  

 Nicor proposes significant changes to the Net-to-Gross framework that will harm the 

Commission’s ability to verify that the Company is achieving meaningful savings through Plan 2. 

First, Nicor proposes that evaluators should only include free ridership impacts in their NTG 

assessments if they also include spillover. Nicor Ex. 2.0 at 17. Second, Nicor’s NTG proposal 

essentially eliminates SAG from the NTG process. For the reasons stated below, Nicor’s 

proposal is not workable and the Commission should reject it. Instead, the Commission should 

adopt the new proposed modified NTG framework. 

1. The Commission Should Reject Nicor’s NTG Proposal to Require Spillover 

Assessment Before Considering Free Ridership Impacts 

 

Nicor argues that unless a NTG analysis includes spillover, it should not include free 

ridership. Nicor Ex. 2.0 at 17. Ameren, ComEd, and DCEO recently proposed revisions similar 
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to Nicor’s proposal. Docket 13-0495 at 101; Docket 13-0498 at 100; Docket 13-0499 at 19. The 

Commission rejected those proposals regarding spillover and chose not to require a spillover 

assessment: “The Commission finds that excluding spillover from the NTG calculations is likely 

to unfairly reduce a program administrator’s calculated savings, but because it can be costly to 

determine spillover, the Commission cannot at this time require that it always be included.” 

Ameren, Docket 13-0498, Final Order at 100 (Petition for Rehearing pending). As it did in prior 

energy efficiency dockets in recent months, the Commission should reject Nicor’s proposal to 

pre-condition a spillover assessment prior to inclusion of free ridership impacts in NTG analyses. 

The Commission should require Nicor to use the best available information when assessing 

program effectiveness. Furthermore, the Commission should direct evaluators to consider 

spillover whenever possible while being mindful of any excessive costs to measure spillover in 

relation to the predicted impacts of such measurements. 

A NTG assessment is an important component of measurement and verification because, 

as Mr. Crandall explains, it “estimates and separates the projected gross energy savings from the 

naturally occurring and directly attributable program-induced savings to determine a NTG value.” 

ELPC Ex. 1.0 at 13. Specifically, “The NTG ratio is used to adjust the total estimated ‘gross’ 

savings from all measures tracked through the program to estimate the true ‘net’ effect that the 

program has produced.” AG Ex. 1.0 at 19. The NTG value, therefore, ensures that Nicor receives 

credit only for savings that its programs actually generate, which forces Nicor to properly 

allocate ratepayer money to programs that achieve real efficiency savings. 

 “Free riders” refer to program participants who would have taken an energy saving action 

regardless of whether an incentive was offered. ELPC Ex. 1.0 at 14; AG Ex. 1.0 at 20. Spillover, 

on the other hand, refers to customers who took an energy saving action because of Nicor’s 
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programs but without participating in the program. Id. Nicor proposes to require a spillover 

assessment as a prerequisite to considering free ridership impacts. Nicor Ex. 2.0 at 17. While 

both free ridership and spillover are important to understanding the success of a program, Staff 

Mr. David Brightwell explains that assessing spillover is often more costly than assessing free 

ridership: 

Measuring spillover is, by definition, an attempt to measure changes to behavior 

that took place outside of program channels because of the existence of the 

program. It is difficult to know what other actions or inactions a participant took 

as a result of their experiences with the program. It is next to impossible to know 

what a utility customer, with whom the EE programs had no direct contact, did as 

a result of a utility program. At least in measuring free riders, most utility 

programs have information on which customers received rebates or incentives, 

what  items were purchased, and how to contact those customers for evaluation 

interviews/surveys. This information can be used to attempt to ascertain what 

motivated these customers to use the utility program to purchase a measure or 

measures. This does not imply that measuring free ridership is costless or easy; 

rather, information exists to know where to begin the investigation. 

 

Staff Exhibit 2.0 at 5. Spillover, by its very nature, is more difficult and costly to measure than 

free riders. 

 Given the likely cost of measuring spillover, therefore, it is unlikely that every Plan 2 

program can be evaluated for spillover. Id. at 4. As noted, Nicor proposes that a program analysis 

that does not account for spillover should ignore free ridership. Nicor Ex. 2.0 at 17. Nicor’s 

proposal, therefore, would eliminate free ridership from at least some NTG analyses, which 

would undermine the purpose of NTG analyses. Therefore, ELPC recommends that the 

Commission reject – as it did in the Ameren, ComEd, and DCEO cases – Nicor’s request to 

precondition a spillover assessment and instead require Nicor to use the best available 

information when assessing program effectiveness. ELPC Ex. 1.0 at 18. 
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2. The Commission Should Adopt the Proposed Modified NTG Framework. 

 Nicor also proposes that NTG values for a given year should be certain by March 1 for 

the following Plan year beginning June 1. Nicor Ex. 2.0 at 17. Nicor proposes that for new 

programs, “planning NTG ratio values that have been provided by the independent evaluator by 

March 1 of any Plan Year will be applied prospectively to the next Plan Year beginning June 1.” 

Id. at 17. Nicor desires certainty around NTG estimations to properly plan and manage its 

portfolio. Id. at 18. This proposed NTG framework differs from the existing framework in that it 

ensures prospective NTG values for all programs. In the Final Order approving Plan 1 in Docket 

No. 10-0562, the Commission ordered Nicor to use the NTG framework approved for Ameren’s 

efficiency plan in the Docket No. 10-0568. Final Order, Docket No. 10-0562 at 30 (May 24, 

2011). In that case, the Commission held, “For existing and new programs not yet evaluated, and 

previously evaluated programs undergoing significant changes .  . . NTG ratios established 

through evaluations would be used retroactively . . . .” Final Order, Docket No. 10-0568 at 72 

(Dec. 21, 2010). 

 Although ELPC agrees that using prospective NTG values for as many programs as 

possible is a good goal, Nicor’s proposal takes the SAG out of the NTG process, and therefore is 

not workable. The Commission can keep the SAG as an active participant in the NTG framework 

while still applying NTG values prospectively. To that end, ELPC proposes that the Commission 

adopt the proposed modified NTG framework (ELPC Ex. 1.5), which revises Staff’s framework 

and incorporates the NTG framework developed by the non-utility SAG members. Further, the 

Commission’s recent decisions in the ComEd and Ameren efficiency cases both require SAG 

input into the final NTG values. In the ComEd and Ameren final orders, the Commission refused 

to approve a NTG framework that “inappropriately constrains SAG.” Final Order, Docket No. 
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13-0495 at 118; see also Final Order, Docket No. 13-0498 at 122-23. In both the ComEd and the 

Ameren efficiency dockets, the Commission approved a NTG framework that requires the 

independent evaluator to bring proposed NTG values to the SAG for discussion and an attempt 

to reach a consensus for what each value will be for the upcoming year. Final Order, Docket No. 

13-0495 at 118-19; Final Order, Docket No. 13-0498 at 122-23. At the very least, the 

Commission should issue an order in this case that is consistent with the Ameren and ComEd 

final orders. 

 As in the ComEd and Ameren cases, the evidence in this case supports the need to make 

SAG an integral part of the NTG framework. The proposed NTG framework proposed by ELPC 

and the AG “allows for deeming NTG values in all cases and simply requires that the EM&V 

[Evaluation, Measurement, and Verification] consultants work jointly to recommend a single 

comprehensive set of best-estimate NTG values to use for each program…[and] resolves 

concerns about not having certainty by March 1.” AG Ex. 1.0 at 23-24. This framework provides 

clear procedures if consensus is not reached by March 1 to still provide certainty before the next 

program year. Id. Throughout this time, the SAG will discuss the proposed NTG values and 

come to consensus about what the filed value should be. ELPC Ex. 1.5 at 2. If the SAG cannot 

reach consensus, then the NTG value will default to an average of NTG values from prior years. 

Id. 

 ELPC’s and AG’s framework also addresses the issue of voting parties. Under Staff’s 

framework, which is similar to ELPC’s proposed NTG framework but lacks a voting parties 

provision, “any entity that is participating in any SAG meeting can object to consensus.” AG Ex. 

1.0 at 26. As Mr. Mosenthal explains, “Staff’s approach in practice could allow literally anyone 

to attend a SAG meeting and refuse to agree to a NTG consensus position regardless of whether 
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that party has any particular knowledge or expertise on the issue, or whether they have ever 

intervened or otherwise been involved in energy policy in Illinois.” Id. at 26. For instance, 

subcontractors such as “consultants helping the program administrators design and plan 

programs, evaluators, and implementation contractors who sometimes are paid based on 

performance could conceivably vote based on Staff’s approach and have a clear conflict of 

interest in regarding to the ultimate NTG ratio.” Id. However, the new proposed NTG framework 

contains a voting parties provision and states that “voting parties,” while flexible in terms of 

specific number and members, cannot include subcontractors in Section 8-104 efficiency 

programs. ELPC Exhibit 1.5 at 2.  

 Notably, Staff proposes to include new language that would resolve the voting parties 

issue. Staff Witness Jennifer Hinman states:  

To the extent any party in this proceeding expresses concern about subcontractors 

of the Company potentially obstructing the consensus-seeking process for NTG 

Updates, the Commission should adopt the following simple solution to eliminate 

those concerns: the Commission should order the Company to include provisions 

within its contracts with its implementers that expressly prohibit the contractors, 

and any of their subcontractors, from obstructing the consensus-seeking IL-TRM 

and NTG Update Processes.  

 

Staff Ex. 1.0 at 40. ELPC finds this solution acceptable. ELPC, nevertheless, recommends the 

Commission approve the new proposed modified NTG framework found in ELPC Ex. 1.5, which 

provides significantly more detail than the frameworks approved in the Ameren and ComEd 

cases. Should the Commission reject that framework, however, ELPC recommends alternatively 

that the Commission approve Staff’s NTG framework with the above-proposed language 

resolving the voting parties issue. Finally, should the Commission reject a wholesale change in 

the NTG framework, it should direct Nicor to implement a NTG framework consistent with the 

NTG frameworks in the Ameren and ComEd cases. 
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C. Programs and Energy Efficiency Measures 

1. The Commission Should Direct Nicor to Use at Least 50% of Business Energy 

Efficiency Rebates Program Funds for Direct Customer Incentives. 

 

 Nicor’s Business Energy Efficiency Rebates (“BEER”) program seeks to “to obtain long-

term natural gas energy savings in the business sector by promoting the purchase and installation 

of targeted and cost effective prescriptive measures.” Nicor Ex. 1.1 at 48. The BEER program, 

targeting business customers that use 60,000 therms or more per year, promotes the purchase and 

installation of “high-efficiency space heating and water heating technologies” and promotes high 

efficiency natural gas furnaces as well as other prescriptive measures. Id. Nicor proposes to 

allocate 25% of the program budget to direct customer incentives, about 50% to administrative 

costs, and the remaining 25% to marketing costs. ELPC Ex. 1.0 at 6. As Mr. Crandall explains, 

however, allocating only 25% of the program budget to direct customer incentives would impede 

the program’s ability to yield greater therm savings. ELPC recommends that Nicor use at least 50% 

of program funds for direct customer incentives.  

 As Mr. Crandall explains, “this [BEER] program is the third highest producer of savings 

in the EEP….[and] uses a tried and true basic prescriptive rebate approach that is used by many 

utilities across the country.” Id. Mr. Crandall further explains, “Nicor did not indicate that this 

particular program had unusual circumstances or extraordinary needs that would justify such a 

low portion of the budget being allocated to direct customer incentives.” Id. at 7. Moreover, 

Nicor has failed to provide persuasive evidence that it needs to spend 50% of the budget on 

administrative costs. Id. Spending more on direct customer incentives rather than on 

administrative costs would generate additional savings of approximately 3.6 million therms 

during the three-year plan period. Id.  
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 Mr. Jerozal argues in his rebuttal testimony, however, that ELPC “fails to address the 

real-world impacts to marketing, trade ally engagement, administrative tracking, controls, 

education and outreach, and evaluation, measurement and verification (“EM&V”).” Nicor Ex. 

7.0 at 6. He further states, “A change of the type Mr. Crandall suggests would be significant as it 

would ignore the current awareness levels and customer acquisition challenges.” Id. He argues 

that because Nicor’s BEER program is new and has a large customer base, compared to 

Ameren’s BEER program, Nicor’s program requires more marketing and “a substantial outreach 

and education effort.” Id. at 7. However, this argument fails to demonstrate that Nicor needs to 

spend 50% of the budget on administrative costs and only 25% on direct customer incentives. 

The BEER budget is $6.6 million. Nicor Ex. 1.1 at 50. If Nicor increased its implementation 

budget from 25% to 50% of the program budget, that would still leave $1.7 million for 

administrative costs. Nicor does not indicate any unusual or extraordinary circumstances that 

would justify the need to spend more than $1.7 million over three years to manage the BEER 

program. For example, a program that involves introducing new technology would constitute an 

unusual circumstance that could justify the need to spend more of the budget on administrative 

costs (e.g. training program administrators on the new technology, educating customers about the 

new technology, etc.) than on direct customer incentives such as rebates. Nicor has not 

demonstrated that its BEER program presents such unusual circumstances and extraordinary 

needs that warrant spending 50% of the budget on administrative costs. ELPC, therefore, 

recommends that the Commission direct the program to be adjusted to designate more resources 

to direct customer incentives to be at least 50% of the BEER program budget.  
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2. The Commission Should Require Nicor to Conduct a Waste Study and 

Incorporate Study Results into its Programs 

 

 There are significant untapped savings from wasted energy that could help Nicor achieve 

additional savings at minimal additional cost. Specifically, as Mr. Crandall explains, “the 

identification of behavioral waste, and the development of programs to address it would probably 

tap into a much larger energy efficiency resource than was contemplated by Nicor when it 

developed its energy efficiency plan.” ELPC Ex. 1.0 at 13. Behavioral waste contrasts with 

technology waste. For example, in the context of heating, “behavioral waste would be that 

associated with setting the interior temperature at a high level or letting the heat run when not 

needed or when a home is vacant,” Id. at 10-11, whereas technology waste would be “using an 

inefficient heater rather [than] a more efficient heater.” Id. at 10. Changes that eliminate 

behavioral waste improve the savings generated from technology improvements, and vice versa. 

 According to ComEd’s recent groundbreaking study, behavioral waste is a source of 

significant untapped efficiency potential. ELPC Ex. 1.4. Mr. Crandall explains, “ComEd’s study 

shows that the inclusion of behavior waste in addition to technology waste can significantly 

increase the energy efficiency potential over that identified in the analysis of technology 

improvements alone.” ELPC Ex. 1.0 at 11. For example, ComEd’s study found that “even after 

doing the technological cooling improvements an additional reduction equal to 91% of the 

technological cooling improvements would still be possible due to behavioral improvements.” Id. 

While ComEd’s study focused on electricity customers, the study is “applicable [in this case] 

because it impacts space conditioning, set back thermostats, and some of the same buildings in 

Nicor’s service territory.” Id. at 12. Therefore, ELPC recommends that Nicor conduct a similar 

study to better design its energy efficiency programs. Id.  
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 Mr. Jerozal, in his rebuttal testimony, expresses concerns about the cost and time needed 

to complete a study like the ComEd study. Nicor Ex. 7.0 at 13. According to Mr. Jerozal, “The 

number of surveys and site visits indicate that this was a very comprehensive and likely costly 

study. The report is dated April 2013, so one can assume, at a minimum, the report took at least 

one year to conduct.” Id. He further argues, “Nothing new or novel would likely be generated 

from commissioning such a study that is not already determinable from the ComEd report and 

from evaluations of the Behavioral Energy Savings program that Nicor Gas implemented from 

PY1 through PY3 and proposes for 294 PY4 through PY6.” Id. at 14. In other words, ComEd has 

already done the work. This might be true given the overlap in customers between ComEd and 

Nicor. 

If the Commission agrees with Mr. Jerozal that the ComEd waste study contains sufficient 

information, then it should order the Company to develop an action plan based on the ComEd 

findings and present that plan to the SAG for implementation in PY4 and PY5. Otherwise, the 

Commission should order Nicor to conduct its own analysis similar to the ComEd study, use that 

new study to develop and action plan, and present that plan to the SAG for implementation in 

PY5 and PY6.  

D. Tariff Design  

1. The Commission Should Direct Nicor to Change Its Tariff Design to Provide 

Strong Price Signals that Encourage Efficient Use of Natural Gas by Shifting 

Some Costs From the Fixed Cost Component to the Volumetric Cost Component  

 

As explained above, the statutory cost cap makes it difficult for the Company to meet the 

statutory targets for Plan 2. This means that customers will save significantly less natural gas 

than the legislature intended. The Commission, however, identified in its August 30, 2013 

Report to the Illinois General Assembly Concerning Coordination Between Gas and Electric 
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Programs (“Report”) a way that Nicor and other utilities could alter their tariff structures to 

achieve greater efficiency savings “without increasing the budget limitation” by shifting charges 

from the fixed cost component to the volumetric cost component. ELPC Ex. 1.8 at 31. As the 

Commission explained, placing greater emphasis on the variable cost “can decrease energy use b 

providing a greater price signal without affecting the overall bill to an average retail customer. Id. 

at 30. 

Retail tariffs typically consist of a fixed cost and a volumetric cost. These components 

together are designed to recover Nicor’s revenue requirement. ELPC Ex. 1.0 at 23. As the 

Commission explained in its Report, “the Commission can provide a mechanism for revenue 

stability that lowers the monthly customer charges and increases the volumetric charges. Such a 

change can decrease the energy use by providing a greater price signal without affecting the 

overall bill to an average retail customer.” ELPC Ex. 1.8 at 30. The Commission’s Report 

provides an example of why the shift from fixed to volumetric charges would incent 

conservation/efficiency: 

For example, if an average customer uses 1000 therms annually and a utility’s 

revenue requirement is $480 per customer, a purely fixed monthly charge would 

equal $40 ($40/month times 12 months is $480). A purely volumetric charge 

would equal $0.48/therm ($0.48/therm times 1000 therms is $480). When the 

customer charge is $40/month, there is no benefit from reducing usage because a 

customer still pays $40/month regardless of usage. However, when distribution 

charges are recovered volumetrically, each therm not consumed reduces the 

customer’s bill by that amount. These examples of 100% fixed customer charge 

and a 100% volumetric charge are for illustrative purposes only. In actuality, 

costs are recovered through a combination of fixed and monthly charges and 

volumetric charges. Currently the majority of costs are recovered through fixed 

monthly charges. 

 

Id. This change in the rate structure would spur customers to implement “conservation activities 

such as setting the thermostat at a lower temperature in the winter months” or other strategies, 

such as “purchasing more efficiency equipment.” Staff Ex. 4.0 at 7.  
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According to the Commission’s August 30, 2013 Report, all things being equal, 

“increasing the volumetric distribution charge by even 10% . . . could lead to a 0.4%-0.5% short 

term reduction and 0.88%-1.1% long-term reduction in gas use over what would be with the 

lower volumetric price.” ELPC Ex. 1.8 at 24. This small change has the potential to save millions 

of therms each year. Using the Commission’s assumptions from the Report, Mr. Crandall 

estimates that a 10% increase in the volumetric charge would result in savings of 18,131,000 

therms in PY5 and 19,944,000 in PYs. ELPC Ex. 1.0 at 25. As Mr. Crandall explained, “To put 

this in context, these savings would be equivalent to 55% of the PY5 statutory EE target and 50% 

of the PY6 statutory EE target.” Id. Mr. Crandall relied on the Commission’s estimate that the 

distribution charge is typically 40%-50% of a customer’s bill, ELPC Ex. 1.8 at 31, though Mr. 

Crandall used 40%, the lower end of this estimate, to make his calculation. Id. 

No party in this case argues that Mr. Crandall’s calculation is wrong. In fact, Mr. 

Crandall, Mr. Quick, and Mr. Brightwell all use similar calculations to arrive at estimates for the 

savings from a tariff revision. Mr. Quick, however, disagrees with the Commission’s assumption 

that the distribution charge constitutes 40%-50% of a customer’s bill. Mr. Quick states, “the 

volumetric distribution charge for a Nicor Gas customer is more on the order of 6% to 7% rather 

than 40% to 50%.” Nicor Gas Ex. 10.0 at 12. Using this very low distribution charge, Mr. Quick 

estimates that a 10% increase in the volumetric charge would result in “about 2.75 million 

therms under this assumption.” Id. at 13. However, as Mr. Brightwell explains in his rebuttal 

testimony, Mr. Quick’s calculation is based on the fact that “Mr. Quick is confusing volumetric 

distribution charges with total distribution charges.” Staff Ex. 4.0 at 7. Mr. Brightwell goes on to 

calculate a savings of 12.3 million therms per year from a tariff revision, assuming a 30% 

distribution charge. Id. at 9. 
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The Commission should ignore Mr. Quick’s estimate, which relies on an unrealistic 

assumption about the distribution charge. Using the Commission’s best estimates from a report 

provided to the General Assembly only one month before Nicor filed this application, Mr. 

Crandall demonstrated that the utilities are leaving nearly 20 million therms of savings on the 

table by placing too much emphasis on the fixed distribution charge in its retail tariff. Through 

its Report, the Commission has already recognized the role that tariff revisions can play to 

increase efficiency “without increasing the budget limitations.” ELPC Ex. 1.8 at 31. Therefore, 

the Commission can significantly increase energy efficiency savings outside of Plan 2 by 

requiring Nicor to make the appropriate tariff changes shifting some of the fixed charge to the 

variable charge. The Commission should direct Nicor to submit an application in a separate 

proceeding to implement tariff changes that send the right price signals to customers to save 

energy. 

2. The Commission Should Not Allow Nicor to Use Savings Generated by a Tariff 

Change to Meet its Statutory Savings Target 

 

While ELPC believes that a change in tariff design that relies more on volumetric charges 

will go a long way toward realizing the natural gas savings that the legislature intended, ELPC 

does not recommend that the Commission allow the Company to count these savings toward 

meeting its energy efficiency targets. ELPC agrees with Mr. Brightwell that the Commission 

should not “interpret Section 8-104 of the Public Utilities Act as allowing credit towards 

achieving EE savings requirements from savings that result from changing the price signals in 

the recovery of distribution rates.” Staff Ex. 4.0 at 4. Mr. Brightwell goes on to explain: 

Subsection (c) refers to natural gas utilities implementing cost-effective energy 

efficiency measures in order to meet specified annual incremental savings goals. I 

don’t believe changing the price to lean more towards volumetric recovery 

constitutes a utility implementing an energy efficiency measure. Additionally, at 

some threshold, allowing changes in the price structure to count towards meeting 
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EE goals could reduce or possibly eliminate the rebate programs. This again 

seems contrary to the intent of the law, which is to encourage the utilities to 

implement EE measures. 

 

Id. The purpose of making the tariff changes is to incent Nicor customers to use less gas, not to 

help Nicor meet its statutory goals. Mr. Crandall has not recommended that Nicor adjust its 

savings targets based on the tariff change. Instead, Mr. Crandall recommends, “The Commission 

set modified statutory therm targets based on the Nicor EEP anticipated therm savings 

(including any other EEP related modifications) and in conjunction with that action the 

Commission should authorize and ensure tariff revisions are put in effect.” ELPC Ex. 1.0 at 26 

(emphasis added). 

Given that ELPC is not recommending that the Commission allow Nicor to count savings 

from the tariff adjustment toward its goals, Mr. Brightwell’s concern regarding double counting 

savings is misplaced. Mr. Brightwell argues: 

There is no guarantee that customers who are motivated by the price change to 

purchase more efficient equipment will not use utility rebates in the process. This 

poses the potential problem of double counting savings. The double counting of 

savings would occur if Nicor receives credit from the rebate and then again from 

the price effect. 

 

Staff Ex. 4.0 at 7. Because the efficiency caused by changes in price signals will not count 

toward Nicor’s efficiency goal, the fact that it could incent customers to seek out Nicor’s 

programs is a good thing. If customers are looking for ways to improve their efficiency due to 

proper price signals, Nicor might be able to reduce its reliance on outreach and education, 

leaving more funding to get efficiency measures purchased and installed. 
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IV. Conclusion 

Nicor’s Plan 2, while it contains some good programs, fails to deliver customers the energy 

efficiency benefits required under Section 8-104. While parties agree that Nicor cannot  meet the 

statutory goals for the next three years, the Commission should require that the Company take 

whatever reasonable steps it can take to come as close to the goals as possible. Specifically, the 

Commission should:  

 Reject Nicor’s request for a 10% risk adjustment to its savings targets.  

 Require that net-to-gross (“NTG”) assessments include free ridership even when spillover 

calculations are not possible or are too costly. 

 

 Require Nicor to adopt the NTG framework that the Stakeholder Advisory Group 

(“SAG”) developed, or, alternatively, require Nicor to adopt Staff’s framework with the 

new proposed language regarding voting parties. 

 

 Require Nicor to use at least 50% of its Business Energy Efficiency Rebates program 

funds for direct customer incentives. 

 

 Require Nicor to conduct a waste analysis within six months and use the results to 

improve programs in years two and three of Plan 2, or require Nicor to use the results 

from the ComEd waste analysis to work with the SAG to improve programs. 

 

 Direct Nicor to change its tariff design to provide strong price signals that encourage 

efficient use of natural gas. 
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