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A. My name is J. Richard Hornby.  I am a Senior Consultant at Synapse Energy 

Economics, Inc, 22 Pearl Street, Cambridge, MA 02139. 

Q. On whose behalf are you testifying in this case? 

A. I am testifying on behalf of the Citizens Utility Board (“CUB”) and the City of 

Chicago (“City”). 

Q. Please describe Synapse Energy Economics. 

A. Synapse Energy Economics ("Synapse") is a research and consulting firm 

specializing in energy and environmental issues.  

Q. Please summarize your work experience and educational background. 

A. I am a consultant specializing in planning, market structure, ratemaking and gas 

supply/fuel procurement in the electric and gas industries.  Over the past twenty 

years I have presented expert testimony and provided litigation support on these 

issues in approximately 100 proceedings in over thirty jurisdictions in the United 

States and Canada.  Over this period my clients have included staff of public 

utility commissions, state energy offices, consumer advocate offices and 

marketers. 

 Prior to joining Synapse in 2006, I was a Principal with CRA International, 

formerly Tabors Caramanis & Associates.  From 1986 to 1998 I worked with the 

Tellus Institute (formerly Energy Systems Research Group), initially as Manager 

of the Natural Gas Program and subsequently as Director of their Energy Group.  

Prior to 1986, I was Assistant Deputy Minister of Energy for the Province of 

Nova Scotia. 

I have a Master of Science in Energy Technology and Policy from the 

Massachusetts Institute of Technology and a Bachelor of Industrial Engineering 

from the Technical University of Nova Scotia, now merged with Dalhousie 

University. 

 My resume is attached as CUB-City Exhibit 1.01. 
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A. Synapse was retained to assist CUB and the City with their assessment of the 

proposed merger of WPS Resources (“WPS”) and Peoples Energy Corporation 

(“PEC”), collectively, the Applicants.  My specific focus was on the impact of the 

proposed merger on the customers of the two PEC utilities, i.e., The Peoples Gas 

Light and Coke Company (“Peoples Gas”) and North Shore Gas Company 

(“North Shore Gas”).  The purpose of my testimony is to report on my assessment 

of those implications. 

Q. What data sources did you rely upon to prepare your testimony? 

A. My primary sources of data were the Direct Testimony filed by witnesses for the 

Applicants and responses to data requests.  CUB-City Exhibit 1.02 includes a 

copy of each of the responses to which I refer in my testimony.  I also reviewed 

Annual Reports of the Consumer Services Division of the Illinois Commerce 

Commission (ICC), a report on service quality benchmarking1 submitted in 

Docket 99-84 of Massachusetts Department of Telecommunications and Energy 

(DTE) and orders approving mergers issued by utility regulators in several states. 

Q. Please summarize your conclusions regarding the proposed merger. 

A. I conclude that, as structured, the merger does not provide material benefits to 

customers in the form of cost savings or noticeable improvements in service 

quality.  These two weaknesses could be addressed by not making customers wait 

until 2010 to see cost savings resulting from the merger and by requiring the 

Applicants to guarantee the achievement of service quality improvements.   

I therefore recommend the following: 

• Net savings enabled by the merger be reflected in the revenue requirements in 

the first rate cases filed subsequent to the approval of the merger, as discussed 

 

1  Summary of Findings Related to Service-Quality Benchmarking Efforts, Navigant Consulting, 
December 19, 2002 
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in detail in the testimony of Mr. David Effron, witness for the Attorney 

General.   

• The Illinois Commerce Commission (“Commission”) impose, as a condition 

of approving the proposed merger, a requirement that People Gas and North 

Shore Gas file a proposed Service Quality Plan, as part of their first general 

rate proceeding after the merger, to be subject to review and approval by the 

Commission.  

Q. Please summarize your recommendations regarding the Service Quality 

Plan. 

A. The Service Quality plan should include, but not be limited to: 

• Proposed measures of customer service and safety, including additional 

measures of customer service/satisfaction such as service appointments met as 

scheduled, on-cycle meter readings, ICC Consumer Services Division cases 

and residential billing adjustments. 

• Proposed performance targets for each metric; 

• Proposed financial penalties for failure to meet performance targets; 

• Actual performance of Peoples Gas and North Shore on each of the proposed 

measures over the past 5 years; and 

• Actual performance of WPS gas utilities in other states on each of the 

proposed measures over the past 5 years.  

The Applicants should also be required to include detailed descriptions of the 

metrics, performance targets and financial penalties including definitions and data 

collection methodologies.  In addition, the Applicants should include the rationale 

underlying the proposals, including an assessment of industry best practices and 

service quality plans of comparable utilities in other jurisdictions.  The Applicants 

should be required to submit the proposed service quality plan with their direct 

testimony.  The Commission would make the final determination with regard to 
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the appropriate metrics, performance targets and financial penalties that should 

apply to the utilities. 

Q. Why is this recommendation relevant to the Commission’s assessment of the 

proposed merger? 

A. This recommendation is relevant to the Commission’s assessment of the merger 

under Section 7-204 of the Public Utilities Act (“PUA”) from a practical and 

regulatory policy perspective.  I am advised by counsel that the Commission is 

required to make a series of findings regarding the merger under Section 7-204 of 

the Public Utilities Act.  The first of these is a finding that:  

the proposed reorganization will not diminish the utility's ability to 

provide adequate, reliable, efficient, safe and least-cost public utility 

service  

 It is my position, from a practical and regulatory policy perspective, that the 

Applicants should provide the Commission with data and or enforceable 

commitments that supports such a finding for each of these service attributes.  

However, the Applicants have not provided such data or enforceable 

commitments.  Without an explicit quantifiable baseline or reference point against 

which to measure changes in service the Commission has few, if any, hard facts 

upon which to determine whether service will diminish, let alone whether it will 

improve.  

 

Anticipated Benefits of Merger to Customers 22 
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Q. Please summarize the position of the Applicants regarding the anticipated 

benefits of the merger to their Illinois gas utility customers. 

A. According to the Applicants the anticipated benefits of the merger to customers 

are basically energy services at lower cost and improved service.  In response to a 

“Frequently Asked Question” regarding benefits of the merger to customers 

Peoples Energy states on its web page that: 
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The sharing of best practices and commitment to operational excellence 

will result in operating improvements to further enhance service and 

should result in operating efficiencies to help manage overall costs. 

(emphasis added).  
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Mr. Weyers makes the same points in his Direct Testimony, on pages 9 through 2.  

Q. Are the Applicants proposing that, if the merger is approved, rates charged 

to their Illinois gas utility customers will be less than current levels?  

A. No.  The Applicants are proposing to file for an increase relative to current rates 

in early 2007.  This filing would be based upon “pre-merger” costs of the PEC 

utilities.  The Applicants expect that the Commission will approve some level of 

increase in response to their request and that the resulting new increased rates will 

take effect in 2008. 

Q. Are the Applicants proposing that, if the merger is approved, rates charged 

to their Illinois gas utility customers will be materially lower than if it is not 

approved? 

A. No.  First, the Applicants have not prepared any analyses of the estimated 

percentage of savings in either future rates or future bills as a result of the merger 

measured relative to rates that would otherwise have occurred absent the merger.  

(Responses to CUB-CITY 1.02 and CUB-CITY 1.03). 

Second, the net savings in annual costs of regulated gas operations in Illinois that 

the Applicants are projecting will not translate into a noticeable reduction in the 

retail rates seen by customers.  The Applicants have not prepared such a 

projection (Response to CUB-CITY 1.08) but one can easily estimate an “order of 

magnitude” rate impact.  For example, according to the Applicants’ Exhibit 

TJF1.5, the highest level of net savings in annual costs of regulated gas operations 

in Illinois is projected to be approximately $33 million dollars occurring in 2011.  

In contrast, Peoples Energy had annual revenues from its regulated gas business 

of approximately $1,700 million in 2005 according to its 2005 Annual Report.  
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Q. Are the Applicants proposing that, if the merger is approved, service to their 

Illinois gas utility customers will be noticeably better than if it is not 

approved? 

A. Yes.  In their Direct Testimonies, Mr. Weyers and Mr. Borgard specifically state 

that the Applicants will, not may, improve service.   

Q. Have the Applicants supported their statements with commitments to 

specific improvements in service that can be measured and enforced? 

A. No.  Messrs Weyers and Borgard emphasize the recognition that WPS Resources 

has received for “operational excellence” but they do not commit to specific 

improvements in service that can be measured and enforced.  In fact the 

Applicants have not prepared any quantitative analyses of the percentage 

improvement in future quality of service if the merger is approved.  (Response 

CUB-CITY 1.04). 

Q.  What metrics do the Applicants propose to use to measure the impact of the 

merger on the quality of service to their Illinois customers?  

A. The Applicants have identified three categories of metrics for measuring the 

effects of the merger on the quality, reliability, and safety of service to their 

Illinois gas customers.  (Response to UWUA 4.25).  All of these are metrics that 

Peoples Gas and North Shore have been using.  

The three categories are:  

• a “Main Ranking Index” that Peoples Gas uses to guide investments in its cast 

iron/ductile iron main replacement program; 

• measurements required under the state and federal pipeline safety codes, 

including leak rates and various inspections; and   

• several measures of customer service and safety.  

CUB-City Ex. 1.0, Hornby Direct   6           Docket No. 06-0540 
 



 
 

Q. Please comment on the Applicants’ positions regarding specific 

improvements in the metrics within each of these categories. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

A. In terms of the first category, the Applicants stated that their goal is to accelerate 

Peoples Gas’ cast iron main replacement program, perhaps by increasing the 

annual capital investment by as much as 100 percent.  That is a specific 

commitment that could be measured and enforced.  However, it is not clear that 

the Applicants have presented this as a specific commitment since it is not based 

upon a detailed analysis.  (Response to CUB-CITY 1.11).  In any event the 

commitment is only meaningful if an order approving the merger holds the 

Applicants to it.  

The Applicants have no choice but to satisfy the performance requirements under 

the second category of metrics.  They are required to do so to comply with safety 

codes.   v 

Finally, the Applicants have not proposed specific improvement targets for any of 

the customer service and safety metrics in the third category.   

Q. Aside from improvements in service quality, are these service quality metrics 

adequate to ensure that there will be no diminution in the quality of service if 

the merger is approved? 

A. No.  First, the service quality metrics that the Applicants propose to use will not 

measure customer service/satisfaction adequately.  Second, the Applicants have 

stated that they intend to continue to use the performance targets currently in 

place.  (Response to CUB-CITY 1.16 e).  However, as with their cast iron 

replacement program goal, their commitment to maintain current levels of 

performance is only meaningful if an order approving the merger holds the 

Applicants to it.  

Q. Please explain why the service quality metrics that the Applicants propose to 

use will not measure customer service/satisfaction adequately? 

A. The service quality metrics that the Applicants propose to use do not provide 

sufficient measurement of the quality of service to existing customers.  This 
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position is based upon a comparison, described below, of the service quality 

metrics that Peoples Gas and North Shore have been and are using to metrics 

being used by other gas utilities.  Since there is no generally agreed-upon set of 

service quality metrics in the gas industry, with common definitions and data 

collection methodologies, I based my comparison on metrics used by the gas 

utility subsidiaries of WPS Resources in Wisconsin and Minnesota as well as by 

metrics reported by gas utilities in Massachusetts.  I chose Massachusetts because 

gas and electric utilities in that state have been operating under a comprehensive 

service quality plan consisting of metrics, benchmarks and financial incentives 

since 2002.  (Vote to Open Investigation, December 13, 2004 in D.T.E. 04-116).  

A summary of this comparison is presented in CUB-City Exhibit 1.03.   

The service quality metrics that Peoples Gas and North Shore have been using, 

and propose to continue using, are identified in Responses to UWUA 4.25 and 

CUB-CITY 1.16.  They can be sorted into two broad groups, safety/reliability and 

customer service/satisfaction. 

The metrics in the safety/reliability group are: 

• average response time to arrival for leak calls and number of response times 

greater than 60 minutes; 

• number of recordable and lost time injuries;  

• number of preventable vehicle accidents; 

• percentage of locates completed on time; and 

• number and cause of damage to underground facilities. 

These metrics are consistent with those being used by other gas utilities to 

measure safety/reliability, as indicated in CUB-City Exhibit 1.03.  

The customer service/satisfaction metrics that Peoples Gas and North Shore have 

been using are 

• average speed to answer calls in call center; 
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• call center customer satisfaction (surveys of customers who have contacted 

call center); 

• field service customer satisfaction (surveys of customers who have contacted 

call center); and 

• new service installation time (number of orders for new service pending for 

longer than thirty days).  

These metrics are not as comprehensive as those being used by other gas utilities 

to measure customer service/satisfaction, as indicated in CUB-City Exhibit 1.03.  

They do not provide sufficient measurement of the quality of service being 

provided to existing customers.   

The Applicants should consider using the following four additional metrics for 

that purpose:  

• service appointments met as scheduled;  

• on-cycle meter readings;  

• Consumer Services Division cases; and  

• residential billing adjustments. 

These four metrics are being used in Massachusetts and elsewhere.  They are 

described in detail, with their corresponding targets and financial incentives in 

Attachment 1, Service Quality Guidelines, to the Vote to Open Investigation 

issued December 13, 2004 in D.T.E. 04-116.  A copy of that Attachment is 

included as CUB-City Exhibit 1.06. 

Q. Please summarize the attributes of service quality to existing customers being 

measured by each of those four metrics. 

A. Those four metrics measure the following attributes of service quality to existing 

customers: 

• service appointments met as scheduled measures the percentage of scheduled 

service appointments met by company personnel on the day requested, 
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excluding appointments where the customer misses the mutually agreed-upon 

time; 

• on-cycle meter readings measures the percentage of meters actually read by 

the company each month;  

• consumer services cases measures the number of customer complaints 

received by the Commission’s Consumer Services Division, after the 

customer has contacted the utility directly, that involve an issue over which 

the utility has control and the regulator exercises jurisdiction; and  

• residential billing adjustments measures the dollar amount of bill adjustments 

resulting from interventions by the Commission’s Consumer Services 

Division in billing disputes between residential customers and the utility. 

Q. Is there evidence indicating that Peoples Gas should be using such additional 

measures of customer service and satisfaction? 

A. Yes.  The Consumer Services Division of the Commission receives inquiries and 

complaints from customers of Peoples Gas and the state’s other utilities.  These 

calls relate to concerns about various aspects of service such as billing, estimated 

meter readings, termination and payment arrangements.   

The number of inquiries and complaints that the Consumer Services Division of 

the Commission received from customers of Peoples Gas roughly doubled from 

1999 to 2000 and from 2003 to 2005.  By the latter period, the Consumer Services 

Division was receiving more calls from customers of Peoples Gas than from 

customers of the state’s other major gas or electric utilities.  For example, in 2005 

year the Consumer Services Division received approximately 65 

inquiries/complaints per 10,000 Peoples Gas customers as compared to 10 to 20 

inquiries/complaints per 10,000 customers of the other major utilities.  The 

supporting statistics, drawn from Consumers Division annual reports, are 

presented in CUB-City Exhibit 1.04. 
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These statistics indicate that Peoples Gas’ existing metrics are not fully capturing 

customers’ concerns. 

Q. What are you recommending based upon these facts? 

A.  As stated above, I recommend that the Commission impose, as a condition of 

approving the proposed merger, a requirement that the Applicants file a proposed 

gas Service Quality Plan as part of their first general rate filing after approval of 

the merger.  That plan should include proposed measures of customer service and 

safety, proposed performance targets for each metric, proposed financial penalties 

for failure to meet the performance targets, and the Applicants’ actual 

performance on each measure over the past 5 years. 

Q. Why are you recommending that the Service Quality Plan contain 

performance targets and financial penalties? 

A.  As important as it is to implement quantitative measures of actual performance, it 

is equally important to establish appropriate target levels of performance to be 

achieved on each measure or metric and financial penalties for actual performance 

substantially below target levels.  These two components provide the utility with 

clear goals and an incentive to achieve those goals.  

Q. Why are you recommending that the Applicants include an assessment of 

industry best practices and service quality plans of comparable utilities in 

other jurisdictions? 

A. The Applicants should assess industry best practices and service quality plans of 

comparable utilities in other jurisdictions, because there is does not appear to be a 

generally agreed-upon set of such metrics in the gas industry.  Thus, it makes 

sense for the Applicants to evaluate the range of metrics currently used within the 

WPS Resources utilities as well as to examine metrics being used by other 

utilities, particularly if they truly want to emphasize industry best practices and 

operational excellence.  This is particularly relevant to the development of 

performance targets.  
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A. It is important for the Applicants to provide proposed definitions and data 

collection methodologies for two reasons.  First, because there is no generally 

agreed-upon set of metrics there is a lack of consistency in definitions, data 

collection methodologies and reporting protocols.  Second, any metrics based 

upon surveys require careful review of factors such as sample size and design of 

survey questions. 

Q. Why are you recommending that the Applicants report the actual 

performance of Peoples Gas and North Shore on each of the proposed 

measures over the past 5 years? 

A. The actual performance of Peoples Gas and North Shore on each of the proposed 

measures over the past 5 years will provide the Commission with a baseline or 

reference point against which to measure post-merger service quality.  This data is 

necessary to ensure that there not only is no diminution in the quality of service 

but also that there is real improvement relative to past levels of performance.  For 

example, as noted earlier, the Commission’s Consumer Services Division 

received fewer inquiries/complaints from customers of Peoples Gas in 1999 and 

2000 than in recent years, so reducing complaints to 1999 levels would simply be 

a return to past levels of performance rather than an increase.  
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A. Yes.  For the same reason that the PUA requires a finding that the merger will not 

lead to a reduction in service quality, regulators in other states have conditioned 

their approval of mergers on the implementation of service quality metrics that 

can be measured and enforced.  Examples of orders approving mergers that have 

required the new entity to measure, set targets for and report on service quality are 

presented in CUB Exhibit 1.05. 

Q. Does this complete your testimony at this time? 

A. Yes.  
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