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(I.)  Identification and Qualifications 1 

 2 

Q. Please state your name and business address. 3 

A.  Philip H. Mosenthal, Optimal Energy, Inc., 10600 Route 116, Hinesburg, VT 4 

05461.  5 

 6 

Q. On whose behalf are you testifying? 7 

A. I am testifying on behalf of the People of the State of Illinois (“the People” or 8 

“AG”). 9 

 10 

Q. By whom are you employed and in what capacity? 11 

A. I am the founding partner in Optimal Energy, Inc., a consultancy specializing in 12 

energy efficiency and utility planning. Optimal Energy advises numerous parties including 13 

utilities, non-utility program administrators, government and environmental groups. 14 

 15 

Q. Have you submitted testimony before the ICC before? 16 

A. Yes. I have testified in numerous dockets related to the Commission’s review of 17 

utility-run energy efficiency programs mandated by Sections 8-103 and 8-104 of the Public 18 

Utilities Act (“the Act”). 19 

 20 

Q. Please provide a summary of your qualifications and experience. 21 

A. I have 30 years of experience in all aspects of energy efficiency, including facility 22 

energy management, policy development and research, integrated resource planning, cost-23 

benefit analysis, and efficiency and renewable program design, implementation and 24 
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evaluation. I have developed numerous utility efficiency plans, and designed and evaluated 1 

utility and non-utility residential, commercial and industrial energy efficiency programs 2 

throughout North America, Europe and China. 3 

I have also completed or directed numerous studies of efficiency potential and 4 

economics in many locations, including China, Colorado, Delaware, Kansas, Maine, 5 

Massachusetts, Michigan, New England, New Jersey, New York, Quebec, Texas, and 6 

Vermont. These studies ranged from high level assessments to extremely detailed, bottom-7 

up assessments evaluating thousands of measures among numerous market segments. A 8 

current example of the latter is an ongoing project to analyze the electric, natural gas and 9 

petroleum efficiency and renewable energy potential for New York State, on behalf of the 10 

New York State Energy Research and Development Authority (NYSERDA).  11 

I am currently a lead advisor for business energy services in Rhode Island and 12 

Massachusetts on behalf of the Energy Efficiency Resource Management Council and the 13 

Energy Efficiency Advisory Council, respectively, overseeing and advising on utility 14 

program administrators plans, program designs, implementation and performance in those 15 

states. 16 

I have been actively engaged in the Illinois Stakeholder Advisory Group (SAG) 17 

since its inception, representing the People of the State of Illinois. Prior to co-founding 18 

Optimal Energy in 1996, I was the Chief Consultant for the Mid-Atlantic Region for 19 

XENERGY, INC. (now DNV-KEMA).  I have a B.A. in Architecture and an M.S. in 20 

Energy Management and Policy, both from the University of Pennsylvania. My full 21 

resume is attached as AG Exhibit 1.1. 22 

 23 

 24 
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(II.) Introduction and Summary of Testimony 1 

 2 

Q. What is the purpose of your testimony in this proceeding?  3 

A. My testimony addresses Northern Illinois Gas Company’s (“NICOR’s”) Second 4 

Triennial Energy Efficiency Plan (“Plan 2”). This Plan 2 covers the gas program years 4, 5 5 

and 6 (“PY4-6”). 6 

 7 

Q. Please summarize your testimony. 8 

A. My testimony focuses on the following areas that are addressed in the Company’s 9 

Plan 2: 10 

1. Comments on the Company’s proposed programs. 11 

2. The Company’s request for flexibility to modify its Plan 2 with no limitations. 12 

3. The Company’s proposed net-to-gross (“NTG”) framework, including the inclusion 13 

of spillover in all NTG studies. 14 

4. The Company's proposed goal adjustments based on future changes to NTG values 15 

and the Technical Reference Manual (“TRM”). 16 

5. The Company's proposed 10% goal reduction as a risk hedge. 17 

6. Discussion of the success and continuation of the Stakeholder Advisory Group 18 

(SAG). 19 

 20 

Q. Please explain your major points related to each of the above major testimony 21 

areas. 22 

A. Below I summarize my main points: 23 

1. Programs and Goals:  The Company has proposed a portfolio of 24 

programs that would expend the available budget over the three year period, 25 
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but would dramatically reduce goals from the statutory targets of 0.8%, 1 

1.0% and 1.2% of gas sales for program years 4-6. The Company claims the 2 

original goals articulated in the statute are unachievable given the budget 3 

limits. I agree that goals must be modified downward because of the budget 4 

limits. However, I raise some concerns related to the offering of a non-cost-5 

effective Behavioral program. My silence on other aspects of the proposed 6 

portfolio should not be construed as either an endorsement or rejection of 7 

NICOR’s proposal details.   8 

 9 

2. Flexibility:  The Company is proposing complete flexibility to 10 

modify their Plan 2 unilaterally throughout the Plan period. In addition, it 11 

appears the Company would like this flexibility without any obligation to 12 

also adjust savings goals based on shifts between programs and budgets. 13 

Because of the significant variation in costs per unit savings among the 14 

various programs, this unlimited flexibility would provide the Company the 15 

ability to simply shift funds from more expensive programs that tend to 16 

deliver longer-lived energy savings to less expensive, shorter-lived ones, 17 

thereby easily meeting goals that were established assuming more resources 18 

were devoted to the expensive programs. This offers the Company an 19 

unreasonable ability to meet their goals without following their intended 20 

plan and undermines the purpose of establishing and approving a plan in the 21 

first place.  22 

I support program administrator flexibility to respond to market 23 

changes and undertake midcourse corrections as appropriate. However, I 24 

propose some limits on this flexibility and a mechanism to adjust goals 25 

accordingly for any shifts in expenditures beyond those limits. I also 26 

propose that any shifts be presented to and discussed among SAG members 27 

prior to adoption. 28 

 29 

3. Net-To-Gross Framework: The Company proposes a modification 30 

of the ICC-approved Net-to-Gross (“NTG”) framework, despite the fact that 31 

the SAG has made great progress and I believe is very close to a reasonable 32 
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consensus on a new NTG framework that could be adopted by all Illinois 1 

program administrators. I address the Company’s NTG proposal and 2 

provide an alternative version of a SAG- and Staff-developed proposal (AG 3 

Exhibit 1.2) that I believe would resolve most of the Company’s concerns 4 

about certainty while providing a formalized and consistent approach 5 

throughout Illinois that benefits from the consensus of all parties. I 6 

encourage the ICC to either adopt this framework in each of the program 7 

administrators Plan 3 dockets, or alternatively, to direct the SAG to finalize 8 

its work on establishing a new modified common NTG framework for all 9 

program administrators and file it with the ICC by a date certain.  10 

 11 

4. Goal Adjustments for Future Changes to Net-To-Gross Values 12 

and the Technical Reference Manual: The Company proposes adjusting 13 

goals based on changes in either planned NTG values or changes to the 14 

Technical Reference Manual (“TRM”) during the Plan period. I oppose this 15 

proposal.  16 

 17 

5. Ten Percent Goal Reduction as a Hedge Against Perceived Risk: 18 

The Company proposes a goal reduction of 10% as a risk reduction hedge, 19 

over and above the modifications necessary based on budget constraints. I 20 

oppose this proposal. 21 

 22 

4. Stakeholder Advisory Group: I offer some comments on the 23 

Stakeholder Advisory Group (“SAG”) process and encourage the 24 

Commission to affirm continued support for the SAG. 25 

 26 

(III.) Programs 27 

 28 

Q.  Please describe the Company’s proposed efficiency portfolio for program 29 

years 4-6. 30 
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A.  The Company is largely continuing its existing programs from its first Triennial 1 

Plan. Nicor proposes six residential programs and four commercial and industrial 2 

programs. In addition, the Company argues that the statutory budget caps found in Section 3 

8-104(d) will prevent it from meeting the unmodified statutory targets of 0.8%, 1.0% and 4 

1.2% of gas sales. I agree that the budget caps will constrain the ability to meet unmodified 5 

goals.  6 

  7 

Q.  Do you have any concerns with the program designs that the Company is 8 

proposing? 9 

A.  Yes. Nicor is proposing to offer a residential Behavioral Energy Savings (“BES”) 10 

program
1
 that it estimates will not be cost-effective.

2
 I am not opposed to some offerings 11 

that are not cost-effective if there are good reasons to offer them. Nicor indicates that it is 12 

proposing two programs that are not cost-effective, BES and the residential Home Energy 13 

Savings (HES)
3
 program. Nicor lists three reasons why it believes this is appropriate: 14 

 The programs would “provide substantial sources of therm savings;”
4
 15 

 The programs would “increase opportunities for all customers to participate;”
5
 16 

                                                 

 

1
 The BES program provides selected high use residential customers with customized home energy reports on 

a regular basis that provide education, strategies for reducing energy consumption, comparison of usage to 

other similar customers, and encouragement to adopt behavioral changes and participate in programs to 

reduce energy use. 

2
 Nicor estimates a TRC benefit-cost ratio of 0.86. See, for example, Plan 2 at 15.  

3
 The HES program is a whole house single family weatherization program that provides improvements to 

building shells and other efficiency measures to achieve heating, cooling and water heating savings.  

4
 Plan 2 at 23. 

5
 Plan 2 at 23. 
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 The programs “maintain stability for…program implementation contractors and 1 

trade allies, since the programs may prove cost-effective in the future if new 2 

delivery approaches can lower program costs and if volatile natural gas markets 3 

result in higher avoided costs.”
6
 4 

I believe continuation of the HES program makes sense and also meets the above 5 

criteria in reasonable ways. However, I see no logic to offering the BES program as Nicor 6 

proposes it, and do not believe any of the reasons articulated above by Nicor are relevant to 7 

the BES program. Further, as discussed below, I believe Nicor could replace its proposed 8 

BES program with one that is cost-effective if it feels offering this program is critical. 9 

 10 

Q.  Please explain why you do not believe Nicor’s stated policy reasons for 11 

offering the BES program are valid. 12 

A.  Nicor’s first reason is provision of “substantial” therm savings. This is simply not 13 

true for the BES program. Nicor estimates gross first year savings of 693 therms and net 14 

savings of 624 therms.
7
 First, the reason Nicor only claims 624 therms for net savings is 15 

related solely to its 10% risk hedging downward goal adjustments, which is inappropriate, 16 

as explained further later in my testimony. In other words, Nicor anticipates counting the 17 

full 693 therms, but is asking the Commission to only include 624 therms in its goal. That 18 

said, these figures mean that BES is expected to provide only 2.2% of the first year gross 19 

savings and 2.9% of the first year net savings.
8
 I do not consider these fractions to be 20 

                                                 

 

6
 Plan 2 at 23. 

7
 Plan 2 at 15. 

8
 Total portfolio first year savings are estimated by Nicor at 31,273 and 21,485 gross and net therms, 

respectively.  Plan 2 at 15.  
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“substantial” enough to justify offering a non-cost-effective program without other 1 

compelling reasons.  2 

 More importantly, BES only provides savings for a single year, unlike other longer-3 

lived efficiency investments. These savings come from encouraging customers to change 4 

their behavior in the short term based on receiving on-going home energy reports. What 5 

really matters is the total lifetime savings that result from programs and measures. On a 6 

lifetime basis, the 624 net therm savings from BES is only two one-thousandths of the 7 

lifetime portfolio savings of 301,353 therms.
9
 In other words, if Nicor eliminated this 8 

program and did not spend the budget elsewhere, the 0.2% reduction in total portfolio 9 

lifetime net savings effectively amounts to a “rounding error.” Clearly, Nicor’s claim that a 10 

policy reason for preserving BES is that it is “a source of substantial therm savings” is not 11 

supported by the facts.  12 

 13 

Q.  What about Nicor’s second policy reason for offering BES -- that it increases 14 

opportunities for all customers to participate? 15 

A.  This also is simply untrue. Nicor states that it expects to serve more than 200,000 16 

customers during the Plan 2 period.
10

 Further, it plans for 20,000 BES participants. While 17 

that is a fair amount of participants, it is only 10% of those that will be served in Plan 2. 18 

However, the more important point is that BES is an “opt-out” program, unlike all other 19 

programs that are “opt-in.” In other words, BES actually provides customers no 20 

opportunity whatsoever to choose to participate in Nicor’s program. Rather, Nicor and its 21 

vendor will simply select the 20,000 participants that will receive the home energy report. 22 

                                                 

 

9
 Plan 2 at 15. 
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The vast majority of Nicor’s residential customers will be given no opportunity to 1 

participate in BES. Therefore, unlike its other programs where all customers can 2 

theoretically choose to participate, BES is actually a very restrictive program. 3 

 Nicor intends to focus BES on the highest usage customers.  These customers are 4 

likely to use gas for heating and water heating, and will be able to participate in one of the 5 

other programs if they so choose.  Even if they have relatively new heating and water 6 

heating equipment, they can still participate in HES and receive building shell measures, 7 

such as air sealing. Therefore, Nicor’s offering of the BES program does nothing to ensure 8 

all customers can participate in its portfolio. 9 

 10 

Q.  Do you have any other comments related to Nicor’s desire to expand 11 

participation opportunities to all customers? 12 

A.  Yes. Not only does the BES program not meet this important policy objective as 13 

well as most of Nicor’s other residential programs, it is exacerbated by Nicor’s current 14 

plan to only target 20,000 customers. It is my understanding that Nicor’s current BES 15 

program is estimated to be cost-effective and targets 300,000 customers. Rather than 16 

choosing to continue this effort, I understand that Nicor has chosen to switch vendors, 17 

modify the BES program, and drastically curtail its reach by only targeting 20,000 18 

customers, or about 7% of those customers currently receiving BES reports.  19 

 20 

                                                                                                                                                    

 

10
 Plan 2 at 66. 
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Q.  What about Nicor’s third stated policy reasons for offering the BES program 1 

to preserve continuity with market actors in the event that the program becomes cost-2 

effective in future? 3 

A.  Again, this reason doesn’t really apply to the BES program as proposed by Nicor. 4 

First, as mentioned above, Nicor is not really proposing to preserve continuity because it is 5 

ending its current BES program and shifting its implementer. The plan indicates that Nicor 6 

will competitively bid this program out and select a new vendor for it.
11

 7 

 However, even if Nicor were continuing with the exact same program and vendor, 8 

its logic is still flawed. BES is a program that does not rely on transforming the way 9 

market actors work as the equipment-based programs do. The only market actor involved 10 

at all is the vendor selected by Nicor, and this vendor’s services are in no way related to a 11 

market-based service that can be developed and maintained on its own without explicit 12 

funding from Nicor. Unlike programs that do things like provide training to trade allies, 13 

encourage them to stock and promote higher efficiency equipment, and offer other services 14 

intended to change their business practices, the BES program simply hires a vendor to 15 

deliver home energy reports to customers. This delivery would automatically stop in the 16 

event the utility ceases to fund the reports. Similarly, the utility can always reinstitute this 17 

program at any time. It does not require continuity and it does not build on leverage and 18 

momentum in the market. Therefore, if avoided costs do increase in the future, or delivery 19 

costs go down, Nicor can always offer BES again just as effectively.  20 

 Finally, the concern that gas avoided costs are currently low compared to historic 21 

values and might increase in the future also does not apply to BES. While this is an 22 

                                                 

 

11
 Plan at 45. 
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argument perhaps to promote long-lived measures that may turn out to be cost-effective if 1 

avoided costs increase, because the BES savings only last one year, it is guaranteed that the 2 

costs of running this program for a year with low avoided costs will never be worthwhile 3 

no matter how much future avoided costs might increase. This is because the savings will 4 

be long gone by then, and Nicor can simply reinstitute this program in the future if and 5 

when avoided costs make it cost-effective. 6 

 7 

Q.  Do you believe there is a way for the Company to reduce the costs of home 8 

energy reports and make the BES program more cost-effective? 9 

A.  Yes. A similar residential behavioral program is also being offered by ComEd for 10 

electric savings under the Illinois Power Authority procurement mechanism. Ideally, any 11 

behavior program offering should be a combined program. This would provide better 12 

customer service, but also significant economies of scale. The primary costs of delivering 13 

this program once the software is set up are the costs of printing and mailing the home 14 

energy reports. Therefore, combining reports would provide substantial economies of 15 

scale, likely reducing the costs borne by any single fuel utility roughly in half. The 16 

Company indicates this program will not be integrated with the electric reports 17 

administered by ComEd and the IPA.
12

 However, it is my understanding that at least one of 18 

Nicor’s current vendors for BES is OPower. Opower is also the vendor for the same 19 

program in Ameren Illinois Company territory, and Ameren has proposed a combined gas-20 

electric program. Again, it appears that Nicor has chosen to shift vendors for BES, and is 21 

proposing a non-cost-effective program when it potentially could retain its current vendor, 22 

                                                 

 

12
 Direct Testimony of James Jerozal, Nicor Ex. 1.0 at  23.  
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work with OPower and ComEd to integrate the electric and gas portions of the program, 1 

and likely offer a BES program that is cost-effective. It is possible that integrating gas and 2 

electric programs is easier for Ameren because its gas and electric billing systems 3 

databases may be combined, or at least set up consistently. However, it is hard to imagine 4 

with today’s information technology that a vendor could not overcome this barrier by 5 

uploading billing information from two utilities into a single combined dataset. Nicor 6 

simply says that it is “simpler” to do this program separately, and that evaluation is 7 

easier.
13

 While that may be true, offering a program that is not cost-effective just because it 8 

is simpler and easier to evaluate than a cost-effective one is clearly not an acceptable 9 

reason to do so. The Company should explain in rebuttal testimony why it cannot integrate 10 

BES with ComEd and what efforts they have taken to overcome this limitation. I believe 11 

this program is close enough to being cost-effective that if the gas and electric components 12 

can be combined it would pass the TRC test, and would support it if Nicor can combine it 13 

with ComEd’s program in a cost-effective way.  14 

 15 

(IV.) Flexibility 16 

Q.  What is the Company requesting in terms of flexibility? 17 

A.  The Company has proposed a great deal of flexibility to modify its Plan 2 without 18 

commission notification or approval, including  shifting budgets between programs with 19 

no exceptions other than a limit of a 10% shift between residential and commercial and 20 

industrial sectors, or violations of statutory requirements related to low income funding in 21 

                                                 

 

13
 Direct Testimony of James Jerozal, Nicor Ex. 1.0 at 23. 
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Section 8-104 of the Public Utilities Act.
14

 It appears that the Company is asking for 1 

unilateral permission to make changes to its plan as it sees fit without any stakeholder or 2 

Commission approval.  3 

 4 

Q.  Do you support the Company’s flexibility request? 5 

A.  Not completely. In most circumstances I am very supportive of allowing program 6 

administrators wide latitude to make plan and program design modifications as they see fit, 7 

based on what they are learning in the field, how markets are responding, and to effectively 8 

and in a timely manner make mid-course corrections to improve program effectiveness. 9 

Ideally, I would still like the Company to have an unfettered ability to do this. However, I 10 

believe the Company’s request is too broad and effectively allows the Company to easily 11 

“game the system.” In the past, the statutory goals controlled, and if the Company found 12 

better and more effective ways to meet the goals while still achieving broad policy 13 

objectives, this flexibility was appropriate. However, now that the budget constraints are 14 

drastically limiting the approved goals, allowing unfettered flexibility gives the Company 15 

the ability to simply pursue a completely different plan than the one presented to the 16 

Commission that can be designed to achieve savings much more cheaply simply by 17 

shifting from more expensive programs that tend to deliver longer-lived energy savings to 18 

less expensive, short-lived programs. In short, the Company is requesting that the statutory 19 

goals be modified downward based on the specific allocation of budgets across different 20 

programs. If these allocations are not adhered to, then the basis for approving the specific 21 

modified goals proposed is moot. 22 

                                                 

 

14
 Id. at 21-22. 
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 1 

Q.  Can you further explain and give an example of how this could occur? 2 

A.  Yes. The Company is proposing goals that are drastically modified downward from 3 

those originally set in the legislation, due to the budget cap established in Section 8-104(d). 4 

In addition, the Company is proposing in Plan 2 a relatively balanced portfolio of programs 5 

that does not strive to hit the highest goals possible, but rather to spend additional funds for 6 

longer lived and more expensive resources, and to meet other policy objectives. I support 7 

the Company’s decision to do this, and indeed virtually all SAG parties have expressed a 8 

strong interest in pursuing this balanced approach. However, the Company is asking the 9 

Commission to approve significantly downwardly modified goals based on this specific 10 

plan and allocations of resources among different programs with widely varying costs per 11 

unit of savings. Based on the program net therm savings and budgets, as provided in Plan 12 

2, I calculate that the cost per annual therm saved by the programs ranges from a high of 13 

$9.54 for the Residential Home Energy Savings (“HES”) program to a low of $0.86 for the 14 

Residential Behavioral Energy Savings (“BES”) program. In other words, the HES 15 

program is more than ten times more costly than the BES program. Clearly, given this 16 

wide range in cost per therm saved, dramatically shifting the allocation of program funding 17 

can make it far easier or far harder to meet goals.   18 

 If hypothetically, the Commission approves the Company’s proposed goals based 19 

on the Plan 2 proposed program mix, and then the Company chose to shift significant 20 

funds from the HES program (or some other relatively expensive program) to the BES 21 

program, it would make the Company’s job of meeting goals far easier. Effectively, they 22 

would be pursuing a different, cheaper plan than the one approved by the ICC. With 23 

unlimited ability to shift funds, the Company is virtually guaranteed they can easily meet 24 



AG Exhibit 1.0 

17 

 

any approved goal simply by shifting more effort to the cheapest programs. Because the 1 

budget cap constraints prevent the Company from pursuing all cost-effective efficiency 2 

resources in each market, they have significant flexibility to ramp up the least expensive 3 

programs.  In fact, as pointed out above, the current proposal calls for down-scaling the 4 

BES program to only about 7% of its current size. Therefore, increasing it many times over 5 

would be easily possible for Nicor. In fact, Nicor’s large expansion of the BES program 6 

from a small pilot in PY2 to a program targeting 300,000 customers in PY3 is no doubt 7 

integral to Nicor’s efforts to make up for goal shortfalls in Plan 1. Such a result would run 8 

contrary to the Company’s overall plan of spending additional funds for longer lived and 9 

more expensive resources. 10 

 11 

Q.  Do you have a proposal that can still provide the Company flexibility while 12 

addressing your concern? 13 

A.  Yes. I suggest the ICC establish some limits on flexibility.   Specifically, I propose 14 

that any shifts of budgets that result in a variance from planned annual program budgets of 15 

20% or more would trigger goal adjustments. In other words, the Company could 16 

underspend 10% in one program and overspend 15% in another program with no 17 

adjustments. However, if they were to shift resources beyond the 20% benchmark, then 18 

goals would be modified accordingly. While these limits would not prevent the Company 19 

from exceeding the 20% threshold for movement of funds should it so choose, it would 20 

trigger goal adjustments should it choose to exceed them. For example, if program A had a 21 

cost of $10.00/therm and program B had a cost of only $1.00/therm (roughly the disparity 22 

between HES and BES), and if the Company shifted funds beyond the limit from program 23 

A to program B, a commensurate increase in goals would be triggered based on the ten-24 
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times higher amount of therms expected to come from the shifted dollars than what was 1 

originally planned. I note that this can also work in the Company’s favor if it is having 2 

success with an expensive program and wants to shift funds into it from a cheaper 3 

program.
15

 This approach protects the Company and the ratepayers by ensuring that the 4 

Company’s ultimate goals are reasonably reflected in the plan it is actually pursuing.  5 

 6 

Q.  Given that even a 10% or 15% shift in budget can have significant impacts on 7 

the Company’s ability to meet goals, why are you proposing only making goal 8 

adjustments if 20% or more of budget is shifted? 9 

A.  As I mention above, I strongly support providing program administrator flexibility 10 

to manage their portfolios to ensure they are devoting resources where they work best and 11 

result in the best overall impacts, given the statutory policy objectives and constraints. It is 12 

unreasonable to expect a program administrator to always land a program at the end of the 13 

year at exactly the planned budget. In fact, expecting or requiring this would be a bad idea 14 

because it can create perverse year-end incentives. For example, if the Company had a 15 

large customer choose to participate late in the year in the Business Existing Facilities 16 

program in a way that would cause an overspending of the program budget, it would be 17 

counterproductive for the Company to have an incentive to deny that project because of 18 

budget adjustment concerns.  19 

  20 

Q.  Do you have any further recommendations on flexibility? 21 

                                                 

 

15
 In other words, it would result in a decrease in goals and protect the Company in the event that a relatively 

inexpensive program is not working well and it decides to shift funds to more expensive programs.  
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A.  Yes. I recommend the ICC order the Company to first bring any proposed 1 

modifications to the Stakeholder Advisory Group (“SAG”) for discussion and ideally to 2 

build consensus around the change. This should happen whether or not the 20% limit is 3 

exceeded, but is particularly important for significant changes.
16

 The SAG has proven to be 4 

an effective sounding board to allow various stakeholders to provide input and ultimately 5 

help build support for the programs and provide the program administrators with an added 6 

level of security in knowing if any stakeholders have major concerns prior to any after-the-7 

fact litigation. While I do not suggest the SAG should have the authority to overrule a 8 

program administrator decision, this process will ensure all stakeholders are aware of 9 

proposed changes and that the Company has the opportunity to consider differing points of 10 

view prior to any final decision. In the event that a modification does require a modified 11 

goal, it can also reduce contentious litigation by ensuring all parties reach consensus on the 12 

exact amount to modify goals. 13 

 14 

(V.) NTG Framework 15 

 16 

Q.  What is a net-to-gross (“NTG”) ratio? 17 

A.  The NTG ratio is used to adjust the total estimated “gross” savings from all 18 

measures tracked through the program to estimate the true “net” effect that the program has 19 

produced. This can be different for a number of reasons, with the two primary components 20 

                                                 

 

16
 Certainly, it is often the case that without any intentional plan modifications a particular program can be 

somewhat under- or over-spent. I am referring here to explicit plan changes, not simply a program coming in 

at somewhat more or less than the original planned budget at program year end. The Company has already 

indicated it would bring changes that exceed 20% of budget to the SAG. (Direct Testimony of James Jerozal, 

Nicor Ex. 1.0 at 22).  
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being “free ridership” and “spillover.” Free ridership refers to the portion of customers 1 

participating in the program that would have installed some or all of the efficiency 2 

measures even without the programs’ existence. Therefore, while these savings are counted 3 

in the utility’s gross savings tracking system, they do not provide true additional net 4 

savings to society since the customer would have captured some or all of the savings 5 

anyway. Spillover refers to influences of the program that result in some customers or 6 

trade allies actually pursuing additional efficiency, but not formally participating in the 7 

program. In this case, the utility gross tracking system does not count these savings, but to 8 

the extent customers and trade allies were influenced by the program and it caused them to 9 

invest in additional efficiency measures on their own, these savings are in fact a net effect 10 

of the program.  11 

 12 

Q.  What is the Company proposing regarding how NTG ratios should be 13 

determined and applied? 14 

A.  The Company argues that it needs certainty around NTG estimations to properly 15 

plan and manage their portfolio. Specifically, it proposes a NTG framework where all 16 

values are applied prospectively, and savings goals are adjusted annually based on any 17 

changes to NTG values or the technical reference manual (TRM).
17

 In addition, Nicor 18 

proposes a 10% reduction in savings goals as “a residual risk adjustment to compensate for 19 

remaining evaluation risk (although this adjustment could be set to zero if the Commission 20 

adopts both of the other recommendations).”
18

 21 

 22 
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Q.  What is the Company's proposal to achieve the first request, that NTG values 1 

be only applied prospectively? 2 

A.  The Company suggests that for all existing programs that have undergone prior 3 

evaluations that have been completed by March 1 of any given year, the last evaluated 4 

NTG estimated value be deemed for the following program year beginning June 1.
19

 For 5 

new programs, the Company proposes the independent evaluator select a planning value to 6 

be deemed by March 1 to be applied prospectively for the following program year.
20

 While 7 

the Company does not discuss how to handle existing programs that have no current 8 

evaluated NTG results, I assume it intends these would be treated as new programs. 9 

 10 

Q.  What is your opinion of this proposal? 11 

A.  I am sympathetic to the Company’s desire to ensure with certainty exactly what 12 

every deemed NTG value will be by March 1 of each year. However, I also point out that 13 

that is exactly what my proposed new NTG framework attached as AG Exhibit 1.2 intends.  14 

 Exhibit AG 1.2 is a proposed NTG framework that I propose the ICC adopt in lieu 15 

of the Company’s proposal. This is based on a draft NTG framework that the SAG has 16 

been working to develop and reach consensus.
21

 This proposed framework is intended to 17 

achieve certainty by March 1, allowing for deemed NTG values to be established in a 18 

timely fashion each year. 19 
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 The Company is asking the Commission to make a specific ruling on NTG 1 

procedures for the Company in this docket. However, it is important that any NTG 2 

procedures be consistent and applied equally to all Illinois utilities. As a result, I encourage 3 

the ICC to either:  1) adopt Exhibit AG 1.2 as the new NTG framework in all utility plan 4 

dockets, or alternatively, 2) direct that the SAG formalize a consensus agreement poste 5 

haste that gives the utilities the certainty they are looking for, on an annual basis, prior to 6 

the start of each program year. Because Orders are imminent in the electric utility dockets 7 

(Nos. 13-0495 and 13-0498), I encourage the Commission to resolve these issues 8 

consistent with any order in those dockets. 9 

 10 

Q.  What are your concerns with the Company’s proposal? 11 

A.  I have a few concerns. First, as I understand it the Company would automatically 12 

use the most recently completed evaluation of the NTG result for each existing program. I 13 

believe this is too restrictive, creates too much burden on limited EM&V resources, and 14 

may not result in the best estimates of future NTG. There are often multiple sources of 15 

information on NTG for a particular program, even within Illinois. For example, Integrys 16 

or Ameren may also be offering a virtually identical program that is subject to a NTG 17 

evaluation. Because of the uncertainty inherent in any single NTG estimation method and 18 

sample, it can be valuable to use professional judgment and consider multiple studies over 19 

multiple years to best estimate a single future NTG value for a program. Under the 20 

Company’s proposed approach, the NTG value could potentially vary significantly from 21 

one year to the next even with very stable programs and markets. Further, the values 22 

applied to the Company and Integrys and Ameren for a virtually identical program could 23 

be very different. 24 
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 Second, it is expected that given limited evaluation budgets each program may only 1 

undergo a full impact and NTG evaluation once during the entire three-year planning 2 

period. While I support judicious use of limited EM&V resources, and believe this may be 3 

appropriate for other reasons, it is problematic given the Company’s NTG proposal. 4 

Basically, this means that NTG values can only be updated once every three years, because 5 

they would be based only on these specific evaluation results. If a program or market is 6 

undergoing significant modifications, it is unreasonable to continue to rely on a three-year-7 

old evaluation NTG finding that may no longer best reflect anticipated future NTG ratios. 8 

Further, given the significant lags in performing evaluations, it is possible that NTG ratios 9 

would be deemed for a program based on an evaluation of program activity that took place 10 

as much as five years ago.  11 

 Programs can and do change over time. Markets evolve, and baselines, incentive 12 

levels and eligibility requirements change. As a result, if the Company modifies a program 13 

design, it would be better to estimate a likely NTG value going forward than to simply 14 

always use a prior evaluation of a different program design or market, and one that may be 15 

very outdated. AG Exhibit 1.2 allows for these kinds of changes by simply suggesting that 16 

SAG parties reach consensus on their best estimate of the most appropriate NTG value to 17 

apply, regardless of whether it came out of a single study or not. 18 

 19 

Q.  Does the new proposed framework resolve any of these issues and ensure a 20 

more timely and orderly process? 21 

A.  Yes, I believe it does. One of the underlying disputes among parties that caused 22 

delays in the past was disagreement about how to define whether a program or market has 23 

changed significantly. This was necessary because the original NTG framework approved 24 
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by the Commission called for retroactive application of NTG when programs or markets 1 

have changed. The new proposed framework allows for deeming NTG values in all cases, 2 

and simply requires that EM&V consultants work jointly to recommend a single 3 

comprehensive set of best-estimate NTG values to use for each program, even when there 4 

is no historic Illinois evaluation to rely on and irrespective of whether a program or market 5 

is undergoing significant change. Further, it establishes a schedule that, if kept to, resolves 6 

concerns about not having certainty by March 1.  7 

 Finally, while the intent is for all parties to reach consensus by March 1 of each 8 

year on the deemed NTG values, it provides clear procedures if consensus is not reached to 9 

still provide certainty prior to the next program year. Under my proposal, if consensus 10 

cannot be reached by March 1, existing programs already evaluated would use the average 11 

of the last two evaluations. For new programs or where no evaluation exists, the Company 12 

would file their proposed NTG value, along with an explanation of the non-consensus 13 

issues for a Commission decision within 90 days. I believe this approach would allow any 14 

party objecting to a value to file its reasons for that objection, but ensures that final deemed 15 

values would still be determined prior to the start of the next program year.   16 

 17 

Q.  Do you have any other comments related to the NTG framework? 18 

A.  Yes. I submitted direct and rebuttal testimony in Ameren’s on-going Plan 3 Docket 19 

No. 13-0498, and in ComEd’s Plan 3 Docket No. 13-0495. I submitted very similar 20 

comments on the NTG issues in those dockets, and also sponsored a similar framework 21 

exhibit. However, in those dockets Commission Staff proposed a very similar, but not 22 

identical, NTG framework (Staff Exhibit 1.1 in Dockets 13-0498 and 13-0495). Further, in 23 

testimony Staff rebutted a few aspects of my proposed framework. Because I believe there 24 
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should be a single rule on NTG that applies to all utility program administrators I include 1 

these issues here in the hopes that the Commission can resolve these discrepancies at the 2 

time Orders are entered in these dockets.   3 

 4 

Q. What are the differences in the two NTG framework versions? 5 

A. There are two primary differences. One is slight variations in the proposed 6 

schedule. Staff has proposed two schedule tracks—one for the residential sector and a 7 

separate but parallel schedule for the commercial and industrial sectors. This is because the 8 

evaluators have informed Staff that typically residential evaluations are completed about 9 

one month prior to the C&I evaluations. Staff’s schedule allows slightly more time for the 10 

residential sector by acknowledging the timing of evaluations. I support this minor change. 11 

I believe either schedule could work, and also encourage the Commission to allow the 12 

SAG to modify the schedule as appropriate so long as it ensures a timely process that is 13 

concluded by March 1.  14 

 15 

Q. What is the second difference between Staff’s and the AG’s versions of the 16 

NTG framework? 17 

A. AG Exhibit 1.2 defines “voting parties” in the SAG. Specifically, footnote 3 18 

defines the voting parties as “the program administrators, Staff and other parties that have 19 

traditionally intervened in the EEPS dockets and consistently participated in the SAG. 20 

These are AG, NRDC, ELPC and CUB. However, voting members cannot also be 21 

subcontractors in Section 8-103/104 efficiency programs.”
22

 In contrast, Staff’s version of 22 
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the NTG framework is silent on defining any “voting” parties. Based on Staff testimony in 1 

Dockets 13-0498 and 13-0495, it is my understanding that their intent is that any entity that 2 

is participating in any SAG meeting can object to consensus. 3 

 4 

Q. What is your opinion on voting parties? 5 

A. I am concerned that Staff’s approach is too broad. My intent is not one of excluding 6 

any particular party from voting. SAG meetings have traditionally been open to anyone to 7 

attend. I believe this is a good practice that allows for honest sharing of ideas and ensures 8 

greater transparency of SAG’s deliberations. I also support that any SAG attendee can 9 

offer input and discussion on NTG values. However, Staff’s approach in practice could 10 

allow literally anyone to attend a SAG meeting and refuse to agree to a NTG consensus 11 

position regardless of whether that party has any particular knowledge or expertise on the 12 

issue, or whether they have ever intervened or otherwise been involved in energy policy in 13 

Illinois. In fact, ComEd Witness Michael Brandt noted in rebuttal testimony that under 14 

Staff’s proposal “a child could wander into a SAG meeting and cast her vote against a 15 

given value, which would have to be given weight under Ms. Hinman’s proposal and thus 16 

force a lack of consensus.”
23

 17 

 In addition, many attendees at the SAG are subcontractors to another party. For 18 

example, consultants helping the utility design and plan programs, evaluators, and 19 

implementation contractors who sometimes are paid based on performance could 20 

conceivably vote under Staff’s approach and have a clear conflict of interest in regard to 21 

the ultimate NTG ratio deemed. I believe it would be inappropriate to allow these parties a 22 
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formal vote because they generally are attending the SAG as contractors to some other 1 

party that already has a vote. In addition, I believe it would be inappropriate for the 2 

evaluation consultants to have a vote.  As the NTG framework describes, they are tasked 3 

with working together as independent parties to propose NTG values based on their 4 

professional expertise. I believe that to preserve this independence, they should not then be 5 

in a position of actually advocating for any particular outcome.  In addition, any party that 6 

has subcontracted with a utility to provide programs should not be permitted to vote on 7 

evaluation parameters.  Finally, I believe the SAG facilitator should retain her 8 

independence to effectively facilitate and manage the SAG, rather than taking a formal 9 

position on substantive issues. To be clear, I am not suggesting that all of these other SAG 10 

attendees cannot offer their input, thoughts, and expertise in discussions around reaching 11 

consensus. However, I believe potential conflicts of interest should prevent these other 12 

groups from having the ability to prevent a consensus agreement among the voting parties. 13 

 14 

Q. Do you believe it is problematic if any additional parties besides the ones you 15 

list in AG Exhibit 1.2 are included? 16 

A. No. I am certainly open to including other parties in the future. I have listed those 17 

that I believe are the appropriate voting parties based on my experience of what entities  18 

have been regular, active members of the SAG and that, to date, do not have any obvious 19 

conflicts. However, if any other party or parties that fit that criteria were to join and 20 

become more active and desire to participate in voting on NTG consensus issues I would 21 

support that right, so long as they do not have a clear conflict such as being a contractor for 22 

a utility program. 23 

 24 
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Q.  Does the AG Exhibit 1.2 proposal elevate either the SAG or the independent 1 

evaluators to being a decision making body with direct authority over the Company? 2 

A.  No. The intent of AG Exhibit 1.2 is to allow all informed parties and experts to 3 

reach consensus on a set of deemed values that best reflect estimates of future NTG values. 4 

However, these values would simply be recommended values supported by the SAG and 5 

evaluators, for submission to the Commission by March 1. Ultimately, any true decision-6 

making authority would rest with the Commission. This is no different than how the 7 

current process of developing and modifying the TRM operates. SAG members attempt to 8 

reach consensus around TRM values, and when consensus cannot be reached, the 9 

independent TRM administrator makes the final recommendation, taking into account all 10 

parties’ views. Finally, this TRM is filed with the Commission for formal approval.  11 

 12 

Q.  Do you have any other comments related to the NTG Framework? 13 

A.  Yes. In rebuttal testimony in Dockets 13-0498 and 13-0495, the utilities’ primary 14 

disagreement with AG Exhibit 1.2 is that they are concerned consensus will not be reached 15 

and therefore, they won’t have certainty by March 1. If the Commission is not willing to 16 

adopt AG Exhibit 1.2, I could support a compromise suggestion made by Chris Neme, 17 

witness for NRDC in Docket 13-0495. Under this approach, if consensus is not reached by 18 

March 1, the independent evaluators could effectively act as arbitrators, and propose NTG 19 

values taking into consideration all the discussion. ComEd Witness Brandt seemed to 20 

support a similar but not identical approach by proposing: 21 

Prior to March 1st of each year, the independent evaluator will present its 22 

proposed NTG values for each program to the SAG. The purpose of this 23 

meeting will be for the independent evaluator to present its rationale for 24 

each value and provide the SAG, in their advisory role, with an opportunity 25 

to question, challenge and suggest modifications to the independent 26 

evaluator’s values. The independent evaluator will then review this 27 
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feedback and make the final determination of values to be used for the 1 

upcoming year.
24

 2 

 3 

While Brandt’s suggestion above also allows for the independent evaluators to 4 

make the final determination, the primary difference is that it does not establish a 5 

reasonable time and opportunity for the SAG to first attempt to reach consensus. While I 6 

could support evaluators making a final determination, this should still be done only as a 7 

last resort when consensus is not reached, after the appropriate time and opportunity to 8 

attempt to reach consensus has been granted, as described in AG Exhibit 1.2. Further, I 9 

suggest that if the Commission pursues this option, that any objecting parties would still be 10 

free to file their concerns with the Commission, and ultimately the Commission must 11 

decide on either the evaluators’ recommended values or some other values. 12 

 13 

Q.  What does the Company propose regarding treatment of spillover as part of 14 

NTG Framework? 15 

A.  The Company has proposed that “if an evaluation does not account for spillover, 16 

then the free rider effect should also be ignored.”
25

 17 

 18 

Q.  Do you agree with this proposal? 19 

A.  Not completely. I do agree that both free ridership and spillover should apply to 20 

NTG ratio estimation, and encourage the ICC to confirm that spillover is a legitimate 21 

aspect of estimating NTG. However, as I understand the Company’s proposal they are 22 

asking that any study that does not explicitly estimate spillover cannot be used for NTG 23 
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ratio estimation based on the free ridership portion. I think this would be a mistake, could 1 

unreasonably prevent parties from considering valuable and relevant information when 2 

estimating reasonable NTG values to deem, and ignores the significant role the Company 3 

and other stakeholders play in establishing evaluation plans. Further, while I oppose basing 4 

NTG ratios automatically on the last single evaluation, as explained above, I believe this 5 

additional clause is even more problematic if the Commission adopts Nicor’s proposal 6 

because it could potentially throw out the latest evaluation and require setting NTG values 7 

based on exceedingly old studies that are no longer relevant. 8 

 The Company has a great deal of involvement in development and approval of 9 

evaluation plans for their programs. As a result, where appropriate they can ensure that 10 

spillover is indeed estimated along with free ridership in the future. However, to refuse to 11 

allow SAG members and others to even consider past evaluation estimates of free riders if 12 

they did not also include spillover makes no sense. Further, there are some instances where 13 

all stakeholders might agree that spillover is likely to be very de minimis and not worth 14 

expending EM&V resources to try to estimate. In these cases, completely eliminating any 15 

free ridership adjustments simply because the SAG agreed not to spend resources 16 

estimating de minimis spillover would be throwing the baby out with the bathwater. 17 

Rather, I propose, consistent with my recommendations about a new NTG framework, that 18 

the SAG, in consultation with EM&V consultants, can agree to deem a spillover 19 

assumption regardless of whether there is any formal EM&V study on it. These can be 20 

based on research outside of Illinois and professional judgment, and could be selected as 21 

zero or any other number. What is important is that the NTG framework process does not 22 
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prevent consideration of free rider estimates simply if the same study did not also consider 1 

spillover. 2 

 3 

Q.  Is there any precedent for the SAG adopting spillover factors when they were 4 

not explicitly evaluated? 5 

A.  Yes. In the latest SAG process of attempting to reach consensus on NTG 6 

ratios for EPY5 & 6 and GPY 2 &3, all parties reached consensus to explicitly add an 7 

estimate of spillover to the evaluated free ridership results for some programs for some 8 

selected utilities whose evaluations had not included spillover. Based on my recollection, 9 

this was because only one utility’s evaluation explicitly estimated spillover for a particular 10 

program. As a result, stakeholders agreed to allow this same amount of spillover to be 11 

assumed for the other program administrators for this program. I see no reason why the 12 

SAG cannot still operate in this way, and deem values while carefully allocating limited 13 

EM&V resources. In fact, as AG Exhibit 1.2 shows, the intent of deeming NTG values for 14 

prospective application is not simply to formulaically adopt any evaluation result, but 15 

rather to agree on what all parties think is the best reasonable estimate of likely NTG in the 16 

future, given whatever past evaluation results and known program and market changes 17 

exist. This also allows for much greater consistency between program administrator values 18 

for similar programs and recognizes that any single evaluation can suffer from a wide 19 

uncertainty band. 20 

 21 

 22 

 23 
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(VI.) Goal Adjustments Based on NTG and TRM Changes  1 

 2 

Q.  The Company proposes that if any NTG values or TRM changes are made 3 

during the three-year Plan period that its goals should also be adjusted accordingly. 4 

Do you support that request? 5 

A.  No. The Company has proposed a savings measurement construct that virtually 6 

eliminates all performance risk. In short, the Company proposes to deem values for a full 7 

three years, and in the event any values are modified, to directly adjust goals based on this 8 

modification. This would include not only NTG ratios, but also any TRM measure-level 9 

savings assumptions.
26

 While I do support deeming of some factors, I believe locking them 10 

in for the entire three-year Plan period is unreasonable and unnecessary.  11 

 12 

Q.  The Company has proposed that savings goals be adjusted based on changes 13 

in NTG values in future years. Do you support this policy? 14 

A.  No. I believe this is unreasonable. NTG values can be highly influenced by 15 

program administrators, and this would remove any incentive for utilities to strive for 16 

higher NTG values and to make appropriate program changes when NTG values are 17 

becoming increasing low. For example, the utility would be indifferent if an assumed NTG 18 

value dropped precipitously because its goals would simply be adjusted to accommodate 19 

this unfortunate outcome. Instead, the utility should have a clear incentive to forecast likely 20 

NTG results and make program changes as necessary to ensure they are not expending 21 

resources inappropriately on things that are largely transformed in the market already. For 22 

                                                 

 

26
 Direct Testimony of Edward Weaver, Nicor Ex. 2.0  at 16. 



AG Exhibit 1.0 

33 

 

example, the utility could raise efficiency eligibility requirements, perhaps modify 1 

incentives, consider targeted approaches to reach non-free riders, or perhaps discontinue 2 

promotion of the program or measure altogether. The Company is asking for this sort of 3 

flexibility, and with the diverse portfolio of programs and measures it is proposing, Nicor 4 

has ample opportunity to make annual modifications to its Plan 2 to accommodate newly 5 

determined (but applied only prospectively) NTG values and still meet goals. Further, 6 

while the Company should anticipate likely shifts in NTG over time and act on these 7 

forecasts, adoption of the proposed NTG framework shown in AG Exhibit 1.2 also ensures 8 

that the Company would have 90 days prior to each program year start to make changes 9 

once the values are known.  10 

 11 

Q.   The Company is also proposing that goals be adjusted based on annual 12 

changes to the TRM. Do you support that request? 13 

A.  No. The TRM is a living document, and it is imperative that it go through annual 14 

updates to modify any values for which there is new and better information, or to add new 15 

measures. The TRM and TRM policy dockets
27

 were established, and procedures agreed 16 

to, to ensure a timely update process whereby program administrators will know any TRM 17 

changes by March 1 of each year, at a minimum, 90 days prior to the beginning of the next 18 

program year and use of the next TRM version. This allows utilities the opportunity to 19 

modify plans, shift promotions of measures, incentive levels, etc. as they see fit to manage 20 

these known and certain changes.  21 
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 It is important that the utilities be held to an overall goal and are incented to make 1 

appropriate annual adjustments to ensure prudent programs. Because the portfolio is 2 

diverse and includes numerous programs and measures, there is plenty of opportunity for 3 

utilities to make these appropriate adjustments and accommodate TRM changes annually. 4 

Alternatively, if the Company simply gets to adjust all goals whenever the TRM changes it 5 

has no incentive to make appropriate midcourse corrections. For example, if the TRM 6 

determined that a measure was saving very little and no longer cost-effective, the utility 7 

could still simply pursue that measure and get full credit for goals based on the number of 8 

measures rebated, even when this is no longer in the ratepayers’ interest. 9 

 10 

Q.  Beyond the policy reasons for your opposition to adjustments to goals based 11 

on annual TRM changes, do you see any practical problems with this proposal? 12 

A.  Yes. I believe this would be administratively burdensome and impractical. The 13 

TRM literally contains hundreds of measures and thousands of individual assumptions. 14 

The process of maintaining and revising it already consumes significant SAG resources. If 15 

every change in a TRM had to be translated into explicit goal adjustments this would result 16 

in constantly moving targets, require extensive administrative effort, and significantly 17 

reduce the transparency of goals. It would be very difficult for SAG parties to follow and 18 

understand how goal adjustments were made and whether they were appropriate.  19 

 In addition, even if one was willing to absorb these extensive administrative 20 

burdens, it is still unclear exactly how this would be done. For example, annual updates of 21 

the TRM can include adding new measures being promoted that were not in the latest 22 

version. While this is clearly a TRM change, it is unclear how this would translate into 23 

goal adjustments when no original TRM value existed. It is important that program 24 
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administrators constantly consider and adopt new efficiency measures as they are 1 

appropriate, and a rule that any TRM modifications would drive goal adjustments would 2 

create a strong disincentive to updating the TRM over time and for utilities to pursue new 3 

opportunities that can benefit ratepayers. 4 

 5 

Q.  The Company argues that it should not bear this risk. Do you have any 6 

response to that? 7 

A.  Yes. The Company’s testimony makes clear that they would like to have virtually 8 

all risk of energy savings performance removed, and establish a system that virtually 9 

guarantees it won’t fail to achieve the statutory savings goals (as modified by the statutory 10 

cost cap), even if it chooses to pursue inappropriate measures and resources. This is not 11 

good public policy and I believe is contrary to the legislature’s intent in establishing 12 

Section 8-104 of the Act. The Act explicitly established performance targets
28

 and 13 

penalties
29

 to utilities for failure to meet these energy savings performance targets. Clearly 14 

the legislature intended for the utilities to absorb some performance risk or they would not 15 

have included these penalty provisions. The utilities are using the ratepayers’ money to 16 

implement programs for ratepayers. That’s an important point that should not be lost in 17 

this discussion.  The utilities must have some accountability to ensure that they perform 18 

this statutory duty on behalf of ratepayers in a prudent way, and in a way that maximizes 19 

energy savings while providing net benefits to the ratepayers. 20 

 The Company argues “these uncertainties make it very difficult to predict NTG 21 

results and so create operational risks. When evaluations produce NTG results lower than 22 
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those used to set plan savings targets, program savings decline, but the spending required 1 

for program rebates, marketing and administration do not. This forces utilities to increase 2 

spending in order to achieve the targets.” [Emphasis added]
30

 Unfortunately, it appears that 3 

Nicor views evaluations as tools to simply verify and match planning assumptions, and 4 

that if they “produce NTG results lower than those used to set plan savings targets” that 5 

something must be wrong with the evaluations and could not be a reflection of poor 6 

Company performance. While there is some uncertainty related to evaluating NTG, the 7 

evaluated results do in fact represent the best estimates of actual NTG values, and there is 8 

no reason to believe they are not more accurate than planning values. That Nicor objects to 9 

being held responsible for its actual evaluated performance, even only prospectively, is 10 

quite amazing. As Witness Weaver notes, if Nicor fails to deliver adequate NTG ratios and 11 

therefore needs to spend more to achieve targets, ratepayers are already being penalized by 12 

having to fund this extra spending. Nicor is now asking that it also be held harmless for 13 

failing to meet goals. 14 

  15 

(VII.) Goal Adjustments Based on a 10% Risk Adjustment Hedge  16 

 17 

Q.  What has the Company proposed regarding discounting net savings estimates 18 

by 10%. 19 
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A.  Nicor has reduced its estimate of likely portfolio net savings by 10% as a risk 1 

reduction strategy.
31

 Specifically, Nicor argues this is a necessary reduction to account for 2 

the uncertainty related to NTG evaluations. However, the effect is simply one of reducing 3 

its estimated net savings by 10% for purposes of goal setting. In fact, Nicor requests this 4 

risk reduction strategy even when a NTG value is 100% by definition, such as with the 5 

BES program, where Nicor has still adopted this discount, even though it is exposed to 6 

zero risk of a NTG adjustment for this program. This is because the BES program 7 

evaluations base savings on billing analyses of the participant group as compared to a 8 

control group of similar customers that are not participating. As a result, the evaluation 9 

results simply provide a net effect of the program and do not estimate any NTG value. 10 

Effectively, if Nicor has done successful and accurate planning, then it is asking the 11 

Commission to only set its goals at 90% of what it actually plans to achieve as a buffer 12 

against the possibility that it might not fully succeed. I believe this is inappropriate. 13 

Nicor is asking the Commission to modify goals because of the spending cap. 14 

However, these goals should be set based on what Nicor actually plans to achieve. To do 15 

otherwise would be to explicitly set the goals lower than Nicor has indicated it can achieve 16 

within the spending cap. There is no basis to further modify goals downward more than is 17 

necessary, and to do so simply shifts risk away from Nicor to ratepayers. 18 

 19 

Q.  Given the uncertainty surrounding evaluation of NTG ratios, why is it not 20 

reasonable for Nicor to lower these somewhat to minimize risk?  21 
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A.  Nicor is proposing a diversified portfolio that includes numerous programs and 1 

thousands of individual efficiency measures. In addition, Nicor is asking for complete 2 

flexibility to vary from its plan. As a result, I believe Nicor has developed a portfolio that 3 

leaves ample room for adjustments and mid-course corrections during the three-year plan 4 

to allow it to make up for any assumptions that turn out to be too aggressive. If the plan 5 

numbers represent Nicor’s best estimate of impacts, then the probability savings will be 6 

higher should be similar to the probability they will be lower. Goals should reflect these 7 

best estimates. Further, because all parties are in agreement that procedures should be 8 

established to deem NTG values, the risk Nicor faces is minimized and well within the 9 

range of what can be effectively managed through the Plan 3 period. 10 

 11 

Q.  Isn’t it true that estimation of NTG values carries a certain amount of 12 

uncertainty, and “evaluation risk”? 13 

A.  Yes. However, this still does not justify Nicor’s proposal. The current estimated 14 

NTG values that Nicor is proposing be deemed are based on the latest evaluations and best 15 

information. There is no reason to assume they are systematically overestimated by 10%, 16 

especially given they come from the same types of evaluations that are envisioned for 17 

future NTG estimation. Even if this were true, because of the mechanism of deeming NTG 18 

values for at least the first year, reduced future NTG values would only impact the savings 19 

for the last two years at most. Yet Nicor is proposing the 10% discount for all three years. 20 

 Perhaps more importantly, Nicor’s reference to “evaluation risk” is troubling and 21 

misleading. Nicor implies that this risk somehow arises from the act of evaluating its 22 

performance, and is not related to its performance or anything within its control. 23 

Evaluations do not introduce the risk, they are simply the measurement of outcomes that 24 
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inherently include performance risk. Nicor seems to imply that if an evaluation finds poor 1 

performance, it is somehow the evaluator’s fault rather than the Company’s. While 2 

certainly evaluations carry some uncertainty associated with their results, Nicor has not 3 

claimed or shown any evidence to indicate that evaluations are systematically biased to 4 

underestimate savings. Quite simply, evaluations provide the best estimate of actual 5 

outcomes. The legislature was clear that Nicor should be subject to evaluation, and to 6 

penalties for non-performance. Nicor’s implication that this is creating some external risk 7 

that it should be insulated from is without merit, and contrary to Section 8-104 of the 8 

Public Utilities Act. Nicor’s position is analogous to a student suggesting that her grade 9 

should be inflated 10% because of the risk that the teacher might find her work 10 

substandard.  11 

 12 

Q.  Nicor indicates that even if the uncertainty related to evaluations is symmetric, 13 

the performance outcome consequences are asymmetric, and it should therefore be 14 

allowed a hedge against risk. Is this reasonable? 15 

A.  Absolutely not. Again, Nicor is misleading and failing to be objective in its 16 

understanding of risk, and is asking the Commission to go against the express wishes of 17 

the legislature as articulated in Section 8-104 of the Act. Nicor suggests that because it is 18 

exposed to a penalty of $600,000 if it fails to meet goals, but does not earn any reward for 19 

exceeding goals, that it should be allowed a 10% cushion.
32

 First of all, Nicor’s proposal 20 

directly contravenes the legislature’s intent in establishing penalties and savings goals and 21 

declining to provide financial rewards to utilities. Nicor is essentially asking the 22 
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Commission to modify the legislation such that it is only exposed to penalties if it fails to 1 

meet 90% of its goals, rather than 100%. This is clearly unacceptable. 2 

 Second, Nicor is fundamentally forgetting that it is serving the interests of the 3 

ratepayers and using ratepayer money. Nicor is asking the Commission to shift risk away 4 

from its shareholders onto its ratepayers, directly contravening the legislature’s intent. 5 

While it compares the potential $600,000 penalty against the omission of shareholder 6 

incentives as asymmetric risk, it ignores the much higher risk of underperformance that is 7 

absorbed by ratepayers. Nicor is proposing a budget of roughly $93 million over three 8 

years. If it fails to meet goals it can be exposed to a $600,000 penalty, or less than 1% of 9 

ratepayer money it spent. However, if it only achieves 90% of its goals (a level at which it 10 

is asking to be exonerated from this 1% penalty), then it will have wasted over $9 million 11 

of ratepayer money, far more than any penalty to which Nicor shareholders might be 12 

exposed. Put simply, the ratepayers already are absorbing an order of magnitude more 13 

risk than Nicor, because it is their money that is lost if Nicor performs poorly. This is true 14 

despite the fact that performance is out of ratepayers’ control and clearly in Nicor’s 15 

control. That Nicor shareholders are asked by the legislature to share a relatively — de 16 

minimis amount of the total risk should not be justification for further risk reduction. 17 

 18 

Q.  Isn’t Nicor requesting this risk reduction related to risk outside its control 19 

because of the uncertainty of measurement, rather than performance? 20 

A.  No. While Nicor implies this, as mentioned above, it has not shown any true 21 

justification for it. Nicor Witness Weaver argues that NTG result variation is primarily 22 

driven by evaluation uncertainty rather than any actual underlying differences in NTG 23 

performance. As evidence, he references “a set of custom rebate programs being offered in 24 
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Illinois where delivery approaches were virtually identical, but where NTG results varied 1 

by 42% across five Illinois utilities.”
33

 He is implying here that if “delivery mechanisms 2 

are identical,” then performance must also be and the variations found by evaluation are 3 

simply the fault of poor or uncertain evaluation techniques. There is, however, no basis for 4 

this extreme view. Clearly, different entities attempting to deliver the same product can, 5 

and almost always will, have varying performance based on ability, effort, and other 6 

factors. Weaver’s argument is like saying that because some of the students got an A on 7 

their exam, while others got a C or D, or even an F, the teacher must be biased in her 8 

grading because the “delivery mechanism” of imparting knowledge to these students was 9 

identical. On the contrary, Weavers example is exactly why it is important to hold the 10 

utilities to accountability for the NTG results – because they should have an incentive to 11 

care and to attempt to maximize NTG results, just as students should have an incentive to 12 

study. 13 

 14 

Q.  Isn’t it also possible that the variation in NTG that Weaver describes is a 15 

result of bad luck for some utilities, that just happened to get more free riders in their 16 

program in a given year? 17 

A.  To some extent this is possible. However, it is unlikely this is the sole or even 18 

primary cause. Further, while this can happen, again it is unreasonable to assume this risk 19 

is biased against the utility. While it is true that utilities should not deny a participant 20 

program services simply because it is a free rider, at the same time it is important that 21 

utilities have strong incentives to minimize free ridership.  22 
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Utilities’ program design, marketing and implementation practices can and do 1 

significantly influence NTG values. For example, marketing staff can seek out customers 2 

that are not simply coming to the utility for a rebate for something they already plan. 3 

Program staff can work to identify and encourage efficiency opportunities that go beyond 4 

the measures that a customer might already be planning and push for comprehensive and 5 

deep savings solutions. If utilities are held harmless from NTG accountability then they 6 

can become indifferent to encouraging customers to expand their efficiency investments 7 

beyond what they already planned.  8 

 9 

(VIII.) The SAG 10 

 11 

Q. You mentioned that you have been and are an active member of the energy 12 

efficiency Stakeholder Advisory Group (“SAG”).  Do you support its continuation as 13 

a forum for consideration and resolution of energy efficiency policy, procedures and 14 

technical issues? 15 

A. Yes.  The Commission established the SAG in the final orders approving the first 16 

three-year Section 8-103 Plan Filings.
34

  The Commission’s directives on the stakeholder 17 

process included: 18 

 Reviewing progress toward achieving the required energy efficiency and demand 19 

response goals and to continue strengthening the portfolio;  20 

 Reviewing final program designs;  21 

 Establishing agreed-upon performance metrics for measuring portfolio and program 22 

performance;  23 
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 Reviewing Plan progress against metrics and statutory goals;  1 

 Reviewing program additions or discontinuations; 2 

 Reviewing new proposed programs for the next program cycle; and  3 

 Reviewing program budget shifts between programs where the change is more than 4 

20%. 5 

 6 

ICC Docket No. 07-0540, Order of February 6, 2008 at 24.   7 

The Commission expanded the role of the SAG in the orders approving the second 8 

three-year 8-103 and 8-104
35

 plans to include discussion of the following topics to include: 9 

 Reviewing budget shifts by more than 20%
36

; 10 

 Reviewing new program proposals
37

; 11 

 Comprehensive review of financing options
38

; and 12 

 Working with the SAG to develop periodic reports about issues that the SAG 13 

deems appropriate.
39

 14 

 15 

The People support continued operation of the SAG for the duties listed above.  16 

The SAG process to date has fostered dialog, collaboration, education on key issues 17 

relating to efficiency, and opportunities to comment upon and inquire about new and 18 

modified programs.   The People appreciate that the Company have worked 19 

constructively and openly with the SAG to date.  The People request that the 20 

Commission order the Company to continue participating in the joint electric – gas 21 

statewide SAG for the duties listed above and in this testimony.  In addition, the People 22 
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 ICC Docket No. 10-0564, Order of May 24, 2011 at 92.  
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 ICC Docket No. 10-0570, Order of December 21, 2010 at 17. 
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 Id. at 19 and 35.  
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 Id. at 20. 

39
 Id. at 20. 



AG Exhibit 1.0 

44 

 

request that the Commission direct the Company to work with the SAG on the 1 

following: 2 

 Considering other sources of funding that could be used to fund energy 3 

efficiency outside of ratepayer funds; 4 

 Annually updating the Technical Reference Manual (“TRM”) jointly with the 5 

SAG and other utilities and providing annual TRM updates; 6 

 Continuing to participate in a joint gas-electric SAG; 7 

 Improving the evaluation, measurement and verification (“EM&V”) process so 8 

that reports are produced in a timely fashion to inform TRM and NTG updates; 9 

 Providing SAG input to draft EM&V plans so that SAG participants can 10 

recommend information and data that is gathered and produced through the 11 

EM&V process; 12 

 Requiring the Company’s evaluators to concurrently send draft EM&V reports 13 

to the Company, the ICC and the SAG; 14 

 Providing written quarterly reports to the SAG no later than forty-five (45) days 15 

after the close of the quarter that contain program and portfolio-level 16 

accomplishments (kWh, kW, therms) relative to goals, program and portfolio-17 

level expenditures relative to budget forecasts, any fund shifts greater than 20% 18 

of program budgets, expenditures on administrative costs, EM&V costs and 19 

marketing and outreach costs;  20 

 An Illinois Energy Efficiency Policy Manual, designed to streamline and 21 

encourage consistency on various program-related policies, which would then 22 

be submitted to the Commission for approval; and 23 

 Identifying how Illinois exemplifies “best practices” programs, and identifying 24 

other “best practice” programs offered in other jurisdictions that could be 25 

brought to Illinois. 26 

 27 

Q.  Does this conclude your testimony? 28 

A.  Yes. 29 

 30 


