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I. Introduction 1 

Q. Please state your name, business address, and current position. 2 

A. My name is Russell A. Feingold and my business address is 77 South Bedford Street, 3 

Suite 400, Burlington, Massachusetts 01803.  I am employed by Navigant Consulting, 4 

Inc. (“NCI”) as a Managing Director and lead the Regulatory & Fuel Resources Group 5 

within NCI’s Energy Practice.  I have been employed by NCI since January 1997. 6 

Q. Have you previously submitted direct testimony with the Illinois Commerce 7 

Commission (“ICC” or the “Commission”) in this proceeding? 8 

A. Yes.  I previously submitted direct testimony in this proceeding on behalf of Nicor Gas 9 

Company (“Nicor Gas” or the “Company”) concerning the Gas Cost Performance 10 

Program (“GCPP” or “Program”) approved, as modified, by the Commission and its 11 

review within the context of this proceeding. 12 

II. Purpose of Testimony 13 

Q.  What is the purpose of your rebuttal testimony in this proceeding? 14 

A. The purpose of my rebuttal testimony is to present a detailed assessment and critique of 15 

the approach taken in the direct testimonies of the ICC Staff (the “Staff”), the People of 16 

the State of Illinois (“AG”), and Citizens Utility Board and the Cook County State’s 17 

Attorney’s Office (together, “GCI”).  Then, I will respond to the specific adjustments 18 

these parties propose to modify the Company’s restated performance under the GCPP.  19 

Finally, I will explain how the Company complied with the Commission’s Order 20 

approving the GCPP and that such compliance satisfies in all respects the Company’s 21 

responsibilities under the GCPP. 22 
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I will specifically respond to the direct testimonies of Staff witnesses Richa rd Zuraski, 23 

Mark Maple, and Steven Knepler; AG witness David Effron; and GCI witness Jerome 24 

Mierzwa.  Throughout my rebuttal testimony, I will be referring to the AG and GCI 25 

collectively as the “intervenors.” 26 

III. Fundamental Flaws in the Approach Taken by the Staff and the Intervenors  27 

Q. Do you have any concerns with the approach taken in the direct testimony of the 28 

Staff and the intervenors? 29 

A. Yes.  After thoroughly reviewing the direct testimony and workpapers and data request 30 

responses of the Staff and the intervenors, which they have made available at this time, 31 

I have identified the following fundamental flaws in the approach taken in the direct 32 

testimony of these parties: 33 

1. The issues raised by the Staff and the intervenors, and the conclusions 34 
they reach, are fundamentally inconsistent with the regulatory history 35 
and approval process of the GCPP, and are not only inappropriate within 36 
this context but also would be inappropriate under a prudence review 37 
within a traditional PGA regulatory environment. 38 

2. The insistence by the Staff and the intervenors that the Company was 39 
required to specify gas resource strategies that it might implement under 40 
the GCPP, and in particular the risk management strategy of utilizing 41 
low-cost LIFO gas layers, is a position that was proposed and advocated 42 
by certain parties—who are now parties to this docket—in the 1999 43 
proceeding to consider approval of a GCPP and explicitly rejected in the 44 
Commission’s Order.1  Raising these issues again here is a blatant 45 
attempt to retroactively “re- litigate” closed issues. 46 

3. The Staff and the intervenors have criticized the operation of the GCPP, 47 
and have proposed adjustments to undo the Company’s reported results 48 
based solely on hindsight, conjecture, gross speculation, and hypothetical 49 

                                                 
1  See Northern Illinois Gas Co., Docket No. 99-0127, Order, at 39 (Ill. Comm. Comm’n November 23, 1999).  
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analyses of “perfect world” scenarios, all of which are not appropriate in 50 
the regulatory context of this proceeding. 51 

4. The Staff and the intervenors have relied upon an unprincipled, selective 52 
approach to attack the operation of the GCPP.  This approach results in 53 
multiple inconsistencies and conflicting methodologies among their 54 
witnesses.  This “heads I win, tails you lose” approach is intellectually 55 
dishonest and does nothing to illuminate the real issues for consideration 56 
by the Commission in this proceeding. 57 

5. The Staff and the intervenors spend a great deal of time making 58 
disparaging remarks concerning specific Company transactions even 59 
though the Company already has made adjustments to its GCPP results 60 
to properly account for these transactions—despite the fact such 61 
adjustments have been accepted by these parties in full.  Nicor Gas 62 
witness Michael Barrett responds fully to this accounting criticism in his 63 
rebuttal testimony. 64 

6. The Staff and the intervenors ignore the incontrovertible fact that the 65 
Company was the lowest cost provider of natural gas in Illinois during 66 
the GCPP Period, and its customers enjoyed significant savings under 67 
the GCPP.  While these parties claim that the GCPP somehow was 68 
flawed from the beginning or the Company purportedly “manipulated” 69 
the GCPP Benchmark, it is indisputable that Nicor Gas could not have 70 
“manipulated” the reported results of Illinois’s other gas utilities, which 71 
the Company outperformed.  In short, the GCPP benefited Nicor Gas’s 72 
customers, and the Staff and the intervenors, for all the various opinions 73 
they provide, cannot deny this fact. 74 

Q. How do these fundamental flaws in the approach taken by the Staff and the 75 

intervenors affect the specific adjustments they propose to make to modify the 76 

Company’s results under the GCPP? 77 

A. In my opinion, the fundamental flaws I have identified in the approach taken by these 78 

parties are sufficient to invalidate the specific adjustments they propose to the 79 

Company’s results under the GCPP.  The Commission should reject the adjustments 80 

these parties have proposed in this proceeding, which are either inappropriately 81 

grounded in traditional prudence review concepts (which they misuse as well) or violate 82 
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the well- recognized prohibition against retroactive ratemaking.  Aside from these 83 

serious regula tory and conceptual flaws, the Commission should reject the proposed 84 

adjustments of the Staff and the intervenors based on numerous structural deficiencies, 85 

including highly speculative and overly simplified operational assumptions, and various 86 

computational problems inherent in their adjustments. 87 

Q. Do the proposals of the Staff and the intervenors provide this Commission with a 88 

rational basis upon which to reach a decision in this proceeding? 89 

A. No.  In my opinion, none of the proposals of these parties provides meaningful guidance 90 

to the Commission regarding how it should reach a reasoned decision in the current 91 

proceeding. 92 

 The proposals of these parties are based upon adjustments that attempt either to: 93 

1. Modify the approved percentage sharing of savings between the 94 
Company and its customers under the GCPP, on a retrospective basis, 95 
employing perfect hindsight and hypothetical constructs based on 96 
seriously flawed assumptions. 97 

2. Restructure or recompute the approved GCPP Benchmark formula on a 98 
retrospective basis. 99 

3. Modify the level of savings from the GCPP based on “second-guessing,” 100 
again with perfect hindsight, the Company’s operational judgments and 101 
decisions by either recalculating its cost of flowing gas supplies or 102 
making other “after-the-fact” adjustments to its cost of gas during the 103 
GCPP Period. 104 

Q. Please provide an example of each type of adjustment you just described and 105 

explain why they are fundamentally flawed on regulatory and conceptual grounds 106 

within the context of the GCPP. 107 
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A. An example of the first type of adjustment consists of the proposed adjustment made by 108 

Staff witness Zuraski pertaining to the Company’s use of its low-cost LIFO gas layers 109 

in underground storage to derive benefits under the GCPP.  He proposes that the 110 

Company not be permitted to retain the 50 percent share of LIFO-derived savings that 111 

the approved GCPP sharing mechanism provided to the Company.  His adjustment 112 

effectively modifies, after-the-fact, the sharing arrangement inherent in the GCPP 113 

approved by the Commission by building in an exception to the shared savings 114 

computation that designates the Company’s customers as the sole beneficiaries of any 115 

benefit created by the low-cost LIFO gas layers.  GCI witness Mierzwa proposes a 116 

similar adjustment.  This is an example of retroactive ratemaking at its worst. 117 

 An example of the second type of adjustment consists of the proposed adjustment made 118 

by Staff witness Maple pertaining to the Company’s level of capacity management 119 

credits contained in the original GCPP Benchmark.  His proposed adjustment lowers the 120 

Firm Deliverability Adjustment (“FDA”) component of the GCPP Benchmark by 121 

approximately $4.0 million in each of the three years it was in operation based on his 122 

contention that a higher level of capacity management credits should have been “built 123 

in” to the original FDA (as an offset to firm deliverability costs).  This is an example of 124 

an explicit attempt to modify the GCPP Benchmark retroactively. 125 

 An example of the third type of adjustment consists of the proposed adjustment made 126 

by AG witness Effron pertaining to the Company’s use of storage during 2001, and the 127 

impact upon its cost of gas.  His proposed adjustment effectively “recalculates” the 128 

Company’s cost of flowing gas supplies during 2001 by assuming what he contends 129 

would be a “normal” level of storage withdrawals by the Company.  AG witness 130 
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Effron’s adjustment is premised upon a number of overly simplistic operational 131 

assumptions as to how the Company would have redeployed its storage resources, and 132 

purchased a different level of flowing gas supplies, if its total storage withdrawals were 133 

increased to the historical level he contends would have been “normal” during the 134 

GCPP Period.  This is a clear example of “second-guessing,” with perfect hindsight, the 135 

Company’s operational judgments and decisions in an attempt to modify the level of 136 

savings derived under the GCPP, and in turn, to create a refund for the Company’s 137 

customers when none is warranted under the approved GCPP. 138 

Q. In your opinion, if the Staff and the intervenors provide no meaningful guidance, 139 

what should be the Commission’s focus in this proceeding? 140 

A. Since the GCPP no longer is in operation, the Commission’s focus in this proceeding 141 

should be on whether the Company complied with the Commission’s Order approving 142 

the GCPP and whether the GCPP final results have been properly accounted for and 143 

computed accurately.  In addition, I believe the Commission should recognize that the 144 

Company derived significant benefits for its customers under the approved GCPP, 145 

particularly in light of the unsupported attacks of the other parties who, for whatever 146 

purpose, have failed to recognize this important and indisputable consideration. 147 

 In my opinion, the Company satisfied in all respects each of these considerations in 148 

conjunction with its operation of the GCPP.  I will demonstrate how the Company 149 

accomplished this later in my rebuttal testimony. 150 

Q. Have the presentations of the Staff and the intervenors caused you to change your 151 

conclusions concerning the benefits derived under the GCPP and the equitable 152 

sharing of those benefits among the Company and its customers? 153 
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A. No.  The presentations of the Staff and the intervenors have not caused me to change 154 

my conclusions whatsoever on these issues.  Based on my review of the GCPP results, I 155 

conclude that the Company’s customers did receive distinct and long- lasting benefits 156 

under the GCPP, including: 157 

1. Quantitative benefits derived from the shared savings mechanism within 158 
the GCPP. 159 

2. Quantitative benefits clearly demonstrated by the fact that the Company 160 
maintained its position throughout the GCPP Period as the lowest cost 161 
provider of natural gas in Illinois in a very difficult and challenging gas 162 
market. 163 

3. Long-lasting qualitative benefits through the various enhancements to 164 
the Company’s gas supply planning and procurement activities. 165 

 These benefits derived under the GCPP were equitably shared between the Company 166 

and its customers in a manner consistent with the change in risks both parties had to 167 

assume with the implementation of the GCPP.  I will discuss these benefits in more 168 

detail later in my rebuttal testimony. 169 

 Importantly, my independent analysis indicates that the cost of gas to the Company’s 170 

customers would have been approximately $32 million higher, with 50 percent of those 171 

higher costs borne by its customers, if the low-cost LIFO layer gas utilized by the 172 

Company under the GCPP had been replaced by flowing gas supplies.  The results of 173 

my analysis are presented in Attachment RAF-R1.  This benefit sharply undercuts the 174 

Staff’s and the intervenors’ presentations. 175 

 Finally, as previously noted, Staff and the intervenors claim, based upon hindsight and 176 

various novel theories, that the GCPP somehow was flawed and subject to 177 

manipulation.  Nicor Gas, however, simply could not have “manipulated” the reported 178 
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results of Illinois’s other gas utilities in order to deliver the lowest-cost natural gas to its 179 

customers during the GCPP period.  This result demonstrates the fallacy in the Staff’s 180 

and the intervenors’ approach. 181 

A. The Regulatory History and Approval Process of the GCPP 182 

Q. You stated earlier that the issues raised by the Staff and the intervenors, and the 183 

conclusions they reach, are fundamentally inconsistent with the regulatory history 184 

and approval process of the GCPP.  Please elaborate on this point. 185 

A. To fully appreciate the importance of the regulatory history and approval process of the 186 

GCPP on the issues in this proceeding, I believe it is first necessary to recognize the fact 187 

that the roles and responsibilities of a regulator change under a Performance-Based 188 

Ratemaking (“PBR”) structure.  PBR mechanisms, such as the GCPP, fundamentally 189 

change the ratemaking process from a singular focus on cost recovery to one focused on 190 

meeting a regulatory objective by responding to financial and operational incentives.  191 

As such, the utility has a strong motivation to control costs, because it has the potential 192 

to retain some level of financial benefits associated with improving the efficiency of its 193 

operations, and because it is at risk of not recovering costs typically allowed under 194 

traditional cost of service regulation. 195 

 For the regulator, this means that while its most basic responsibility of ensuring fair and 196 

equitable prices to the utility’s customers does not change, and its authority over such 197 

rates continues, what does change is the process by which the utility manages its 198 

business and the way in which the regulator measures and evaluates fair and equitable 199 

rates. 200 
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 Before the GCPP was implemented, the Company focused on making prudent decisions 201 

in managing its gas resource portfolio under the PGA process, with the threat of cost 202 

disallowances if the Company was found to be imprudent in its past decisions.  After 203 

the GCPP was implemented, the revised regulatory model motivated the Company to 204 

focus very directly on managing its gas resource portfolio to the GCPP Benchmark, 205 

with the threat of financial underperformance if it was not successful in its decisions—206 

as measured by the GCPP itself.  Unlike the essentially conservative and backward 207 

looking PGA process, the structure of the GCPP was developed to motivate and 208 

accommodate a variety of innovative future decisions and actions on the part of the 209 

Company, with success measured by whether the Program was meeting its desired 210 

objectives.  The very existence of the GCPP Benchmark fundamentally changed the 211 

regulatory rules under which the Company operated, and changed the risk/reward 212 

profile for both Nicor Gas and its customers.  For the Company, these rule changes 213 

directly led to changed behaviors in how it managed its resources.  This is not at all 214 

surprising recognizing that a regulator’s actions directly influence the behaviors of the 215 

entities they regulate. 216 

Q. Based on these perspectives, how would you describe the focus of the regulator’s 217 

role under PBR? 218 

A. In my opinion, the focus of the regulator’s attention should be on the utility’s results 219 

under PBR—and not on micro-managing the utility’s individual decisions with the 220 

benefit of perfect hindsight.  In assuming this role, the regulator has pre-determined that 221 

the incentives provided through the PBR program, and the structure inherent in the PBR 222 

benchmark, create an environment where the utility will make its decisions using the 223 
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market as its standard of performance and prudence.  At the same time, the PBR 224 

provides the utility with an objective defined framework within which the potential 225 

results of the utility’s strategies and tactical actions can be evaluated. 226 

 With regard to the GCPP, the Commission developed a thorough record and fully 227 

deliberated and articulated the objectives, techniques and mechanisms for the GCPP in 228 

Docket No. 99-0127.  After all parties argued forcefully for their positions, the 229 

Commission established, and the Company accepted, a GCPP benchmark and 230 

mechanism under which the Company would operate for the next three years (i.e., 2000 231 

through 2002). 232 

Q. How should the regulator evaluate the quality of the utility’s results under PBR? 233 

A. The regulator should, and indeed must, evaluate the utility’s results that were achieved 234 

under the PBR by measuring the utility’s performance against the established 235 

benchmark.  This is in direct contrast to the oversight role under traditional cost of 236 

service regulation where a retrospective assessment of the utility’s specific decisions 237 

and individual actions within a defined time period is regularly conducted by the 238 

regulator and evaluated against a standard of prudence. 239 

 I would characterize the benchmarks typically used in a gas cost-related PBR program 240 

as a market-based standard.  As such, the measure of success of the utility in managing 241 

its gas supply portfolio, and its resulting level of gas costs, should be assessed against 242 

the market—because the market provides an objective prudence standard. 243 

 The Commission, however, should not have to evaluate GCPP results that first have 244 

been manipulated by the myriad of inappropriate adjustments that have been proposed 245 
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by the Staff and the intervenors in this proceeding.  Through their obvious manipulation 246 

of the GCPP results, these parties have effectively created results that undo the very 247 

strategies that the GCPP motivated the Company to pursue, and do not fairly recognize 248 

the conditions that existed at the times the decisions were made to pursue such 249 

strategies. 250 

Q. Do you believe this Commission adopted these new regulatory roles and 251 

responsibilities in the course of approving the GCPP, and once it was 252 

implemented? 253 

A. Yes.  It is evident to me, based on the record in Docket No. 99-0127, the Commission’s 254 

related Order approving the GCPP, and its rulings made during the GCPP Period, that 255 

the Commission recognized and fully embraced these new roles and responsibilities as 256 

it transformed the regulatory environment applicable to the Company’s gas supply-257 

related activities from one based on traditional cost of service concepts to one based on 258 

PBR concepts.  As an example, the Commission approved the Company’s tariff in 259 

Docket No. 99-0127 that explicitly omitted prudence reviews under the GCPP. 260 

 There are also numerous statements by the Commission in its Order approving the 261 

GCPP that demonstrate that it recognized and assumed these new roles and 262 

responsibilities described above. 263 

These market changes offer both challenges and opportunities for Nicor 264 
Gas to aggressively pursue cost minimization through innovative, non-265 
traditional means.  According to the Company, however, traditional 266 
PGA regulation provides no objective economic incentive to do so and, 267 
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indeed, may discourage such activity.  The Commission itself has 268 
recognized this shortcoming.2 269 

As a matter of policy, the Commission encourages utilities to utilize 270 
Section 9-244 proceedings to propose performance-based pricing 271 
mechanisms that respond to the market changes in the gas industry in 272 
recent years.3 273 

The Commission believes that one very important aspect of the proposed 274 
sharing mechanism is that it is consistent with the basic premise of 275 
incentive regulation, that companies with rate incentives are likely to be 276 
more efficient and productive than if there were no incentives.  The risks 277 
and rewards inherent in the proposal, as modified by this Order, create 278 
the appropriate economic incentives for Nicor Gas to reduce gas costs.  279 
As such, the sharing mechanism produces a strong, objective economic 280 
incentive for the Company to take the additional steps and assume the 281 
economic risks, necessary to achieve savings and avoid losses.  282 
Economic incentives such as those contained in the program, in turn, 283 
promote innovation, encourage efficiency, lower regulatory costs and 284 
encourage utilities to respond to new market challenges.4 285 

Furthermore, the Commission rejects CGI’s proposal to hold prudence 286 
reviews if losses exceed $30 million.  Instead of the traditional prudence 287 
review, Section 9-244 (c) requires that the Commission review the 288 
program two years after its implementation to determine whether it is 289 
meeting its objectives.5 290 

 Even after the GCPP was approved, the Commission continued to recognize its new 291 

roles and responsibilities as evidenced by its ruling that a traditional prudence review 292 

was not a proper issue for review in the Company’s PGA reconciliation cases.  In 293 

Docket No. 00-0718, the Company’s 2000 PGA Reconciliation Proceeding, the Cook 294 

County State’s Attorney’s Office (“CCSAO”) filed a Motion for Expedited 295 

Reconciliation to address the question of whether the Company’s gas charges in 2000 296 

                                                 
2  See Northern Illinois Gas Co., Docket No. 99-0127, Order, at 2 (Ill. Comm. Comm’n November 23, 1999). 
3  Id. at 4. 
4  Id. at 37. 
5  Id. 
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were prudently incurred.6  On March 16, 2001, the Administrative Law Judges 297 

(“ALJs”) issued a ruling in that case denying the CCSAO’s Motion. 7  Furthermore, at 298 

the status hearing, CCSAO orally requested reconsideration of the ALJs’ ruling, noting 299 

that it had requested in the alternative, that the review of Nicor’s PBR program be 300 

expedited.  CCSAO’s request for reconsideration was also denied by the ALJs on May 301 

31, 2001.8 302 

 Finally, even the Staff recognized this change in regulatory roles and responsibilities.  303 

In the Company’s 2000 PGA Reconciliation Proceeding, Staff witness Maple readily 304 

acknowledged that the existence of the Company’s GCPP changed the way Staff 305 

conducted its PGA investigation, testifying that: 306 

Order 99-0127 does not allow Staff to perform a traditional prudence 307 
review of Nicor’s gas purchases.  Instead, Nicor’s performance is 308 
measured against a market-based benchmark.  Therefore, Staff did not 309 
investigate the prudence of Nicor’s purchases and decisions.  Instead, 310 
Staff verified that Nicor had complied with Rider 4 when calculating its 311 
benchmark and its performance relative to that benchmark. 9 312 

B. Specification of Gas Resource Strategies Under the GCPP 313 

Q. Please respond to the insistence by the Staff and the intervenors that the Company 314 

was required to specify gas resource strategies that it would implement under the 315 

GCPP. 316 

                                                 
6  See Northern Illinois Gas Co., Docket No. 00-0718, Cook County State’s Attorney’s Motion for Expedited 

Reconciliation. 
7  See Northern Illinois Gas Co., Docket No. 00-0718, Order, at 2 (Ill. Comm. Comm’n September 12, 2001). 
8  Id. 
9  See Northern Illinois Gas Co., Docket No. 00-0718, Direct Testimony of Mark Maple, ICC Staff Ex. 2.0, at 2 

(May 3, 2001). 
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A. The Staff and the intervenors repeatedly, and erroneously, criticize the Company for 317 

failure to specify gas resource strategies to the Commission during the GCPP approval 318 

process, including the Company’s eventual use of its low-cost LIFO gas layers.  In my 319 

opinion, their criticism is unsupported and simply wrong in the context of the 320 

Commission’s Order approving the GCPP, prevailing utility and regulatory practices, 321 

and the concepts underlying PBR programs. 322 

 First, and most importantly, the Commission explicitly rejected a requirement for the 323 

Company as part of the GCPP approval and implementation process to specify its 324 

reliance on any particular gas procurement strategy.  In the Commission’s Order 325 

approving the GCPP, it specifically stated: 326 

The Commission also rejects the argument by CGI that it cannot approve 327 
the GCPP without specific information about the steps which Nicor will 328 
take to save money.  Section 9-244 does not require that mechanisms 329 
which may generate customers savings be specifically articulated.10   330 

 As I stated earlier, this position of the parties is a blatant attempt to retroactively “re-331 

litigate” a closed issue. 332 

 Second, under a PBR approach it is neither necessary nor appropriate for the regulator 333 

to be prescriptive as to the type and nature of the decisions and associated actions 334 

expected of the utility to achieve a successful outcome.  Such disclosures by a utility 335 

would conflict with the elimination of a prudence review as part of the PGA process.  336 

For example, if a utility were to deviate from specific supply strategies and related 337 

plans, which had been articulated within a PBR proceeding, parties would question why 338 

                                                 
10  See Northern Illinois Gas Co., Docket No. 99-0127, Order, at 39 (Ill. Comm. Comm’n November 23, 1999) 

(emphasis provided). 
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the utility deviated from those original strategies and plans.  Under a PBR program, this 339 

situation would not, and should not, occur.  Apparently, though, the Staff and the 340 

intervenors have not yet made the necessary transition to a PBR regulatory framework, 341 

as evidenced by the nature of their issues and proposed adjustments in this proceeding. 342 

 Third, it is my experience that the utility is not obligated to specify the details of how it 343 

intends to manage its gas supply portfolio under a gas cost-related PBR program.  344 

During the PBR approval process, the utility typically provides sufficient historical 345 

details of its operations to support the development of the PBR benchmark and the 346 

various aspects of the program.  After its implementation, at the point when the 347 

regulator reviews the operation of the PBR program, it is my experience that the PBR 348 

review is conducted taking a prospective view of the utility’s achieved results, with the 349 

expectation that the PBR mechanism would be modified, where appropriate, to better 350 

accommodate any of the desired objectives in the future operation of the program.   351 

 Based on my review of the proposed adjustments of the Staff and the intervenors, it is 352 

my opinion that these parties are attempting to hold the Company to an even higher 353 

standard of disclosure compared to the one I have seen used under traditional PGA 354 

regulation.  This is antithetical to the very nature of a PBR program such as the GCPP.  355 

The need to respond to the ever-changing challenges in the gas market in order to 356 

manage its gas resource portfolio to the Benchmark make it infeasible for a utility to 357 

disclose in advance specific gas resource strategies that might be utilized under a PBR 358 

program.  The infeasibility of making such predictions is particularly apparent, as I will 359 

point out in more detail later in my testimony, when viewed in the context of the 360 

significant change in market conditions that the Company ultimately faced during the 361 
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GCPP period.  As I stated in my direct testimony, these challenges included 362 

extraordinary changes in regional and local weather conditions, and fluctuations in daily 363 

and monthly gas supply and demand balances, wellhead and delivered gas prices, and 364 

the resulting activities of gas utilities and regulators.11  In my opinion, the gas market 365 

conditions in 2000-2001 were different than anything ever seen before. 366 

 For these reasons, I urge the Commission to reject the position of these parties on this 367 

question. 368 

Q. Do you have any comments on the Staff witnesses’ contentions that having 369 

knowledge of the existence and unrealized value of the low-cost LIFO gas layers 370 

was not enough to make them aware of the potential for the Company to access 371 

these gas resources under the GCPP? 372 

A. Yes.  I disagree with the Staff argument for a number of reasons.  First, as I discussed in 373 

my prior testimony, I believe there was ample information available to Staff regarding 374 

the Company’s investment in low-cost storage gas, its potential availability as a gas 375 

supply resource of the Company, and the unrealized value this asset represented.  Just 376 

because the Staff was not able to envision a specific gas resource strategy available to 377 

the Company to realize the potential from its low-cost LIFO gas layers does not mean 378 

that the Staff had no prior knowledge of its potential value. 379 

 Next, I strongly disagree with Staff witness Maple’s contention that “It doesn’t matter 380 

what had been provided in cases from previous years—all information relevant to the 381 

                                                 
11  See Direct Testimony on Reopening of Russell A. Feingold, at 27-35 and Appendices D, D-1, D-2, and D-3 

(August 5, 2003). 
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1999 case should have been disclosed during that case.”12  His contention would 382 

suggest that the Staff never relies upon past information provided by the Company, or 383 

for that matter, provided by any other utility in Illinois, to frame its positions or 384 

proposals in a utility’s current case.  The institutional knowledge of the Company 385 

gained by the Staff through its active participation in the Company’s proceedings, or 386 

through other informational filings made by the Company, provides the Staff with a 387 

baseline understanding of the Company’s operations that Staff brings to bear in any 388 

particular proceeding. 389 

 Finally, I disagree with Staff witness Maple’s suggestion that because “Nicor was using 390 

practices that were new to Staff”13 that somehow that compelled the Company to 391 

specify to parties all possible future gas resource strategies under the GCPP.  In fact, the 392 

GCPP and how to generate savings was also new to the Company.  The Commission 393 

recognized that the GCPP would provide strong incentives to the Company to 394 

“aggressively pursue cost minimization through innovative, non-traditional means.”14  395 

At the same time, as noted above, the Commission did not require the Company to first 396 

specify these “means” before it could evaluate and approve the GCPP.  In my opinion, 397 

the proper focus in establishing a viable PBR program should be on approving 398 

incentives that will motivate the utility to perform once the program is implemented, 399 

rather than on approving each particular and potential strategy and tactical action that 400 

would be available to the utility to achieve the desired future performance. 401 

                                                 
12  See Direct Testimony on Reopening of Mark Maple, at 16 (November 2003). 
13  Id. at 18. 
14  See Northern Illinois Gas Co., Docket No. 99-0127, Order, at 2 (Ill. Comm. Comm’n November 23, 1999). 
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Q. GCI witness Mierzwa contends that it is his experience in other jurisdictions that 402 

utilities “fully reveal their proposals” to commissions.  Do you have any comments 403 

regarding the relevance of his experience as it relates to the Company’s strategy to 404 

liquidate its low-cost LIFO gas layers? 405 

A. Yes.  In Docket No. 99-0127, the Company’s “proposal” consisted of a gas cost-related 406 

PBR program, and the related benchmark, and did not consist of particular gas resource 407 

strategy proposals.  That proceeding was not initiated to review and approve the 408 

Company’s various gas resource strategies. 409 

 Specifically, GCI witness Mierzwa states that “utilities have an affirmative obligation to 410 

fully reveal their proposals to the Commission, and it is my experience that in other 411 

jurisdictions that utilities do fully reveal their proposals to their commissions.”  He 412 

further claims that his experience “indicates that Nicor consciously concealed its 413 

intentions to liquidate its low-cost LIFO inventory and that the failure to reveal its 414 

intentions was not a simple oversight.” 415 

 My experience with utility “proposals” before regulators supports a very different 416 

conclusion from that of GCI witness Mierzwa.  The Company did in fact reveal its 417 

proposal in Docket No. 99-0127 to implement a gas cost-related PBR program, and 418 

provided the relevant details of the mechanism and its implementation.  In Docket No. 419 

99-0127, the Company followed generally accepted ratemaking practices for the filing 420 

of a utility’s PBR proposal, and it provided sufficient historical details of its operations 421 

to support its GCPP Benchmark proposal, as well as those of other parties in that 422 

proceeding.  In my opinion, the Company’s PBR proposal was fully supported by the 423 

information provided by the Company, was consistent with the type of information 424 
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regularly provided to regulators by other utilities in support of their proposals in other 425 

jurisdictions and, from my perspective, fully complied with the requirements of Section 426 

9-244 of the Illinois Public Utilities Act. 427 

 As such, the Company was not required to present any of its particular gas resource 428 

strategies that it might pursue under the GCPP, and the Commission affirmed that view 429 

in its Order approving the GCPP.  Moreover, given the unprecedented, increased 430 

volatility and unpredictable market conditions and circumstances that the Company 431 

faced during the GCPP period, any prediction of strategies and tactics that the Company 432 

might have made in the 1999 approval process would have ultimately proven to be 433 

inaccurate, as the Company would have reasonably been expected to abandon 434 

contemplated strategies and tactics, and develop new approaches to responding under 435 

the GCPP to the challenging market conditions.  The GCPP gave the Company the 436 

flexibility to react to changing, volatile market conditions with innovative and changed 437 

strategies. 438 

C. The Regulatory and Conceptual Flaws in the Staff and Intervenor 439 
Adjustments 440 

Q. You stated that two types of adjustments to the Company’s GCPP results 441 

proposed by the Staff and the intervenors constitute retroactive ratemaking.  For 442 

background purposes, please discuss the concept of retroactive ratemaking. 443 

A. The well-established prohibition on retroactive ratemaking results from the inherently 444 

prospective nature of setting utility rates which, in turn, serves the interests of stability 445 

and fairness in utility charges.  In brief, once a utility regulatory commission has 446 

determined a particular utility rate, that rate is effective and the utility is required to 447 
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charge that rate to the public.  Once determined, the rate is fixed and fair to all 448 

concerned.  It would be improper and entirely inconsistent with this ratemaking scheme 449 

to permit the after-the-fact modification of a utility’s rates in order to achieve refunds or 450 

surcharges associated with the utility’s past charges while such rates were in effect.  451 

Under such an unstable regulatory system, there could be no certainty for the utility or 452 

its customers.  Critically, in this respect, the prohibition against retroactive ratemaking 453 

serves the important function of protecting the public from an after-the-fact request by 454 

the utility for the imposition of surcharges to recoup its losses, where hindsight 455 

indicates that a rate previously determined by the commission was too low. 456 

Q. Based on this definition, please explain why certain of the adjustments to the 457 

Company’s GCPP results proposed by the Staff and the intervenors constitute 458 

retroactive ratemaking. 459 

A. The first two types of adjustments I discussed earlier—to modify the approved sharing 460 

formula or to recompute the GCPP benchmark—clearly constitute retroactive 461 

ratemaking because the proposed adjustments, if approved, would change the 462 

Company’s previously approved Rider 4 which was the basis upon which the results of 463 

the GCPP were transformed into rates.  The Company’s Rider 4 was approved by the 464 

Commission as a substitute for traditional rate regulation under Section 9-220 of the 465 

Illinois Public Utilities Act.15  The specification of the GCPP Benchmark and its annual 466 

computation within Rider 4 constituted the “approved rate” for the GCPP.  Therefore, 467 

any attempt now to change the shared savings formula, or to restructure or recompute 468 

                                                 
15  See Northern Illinois Gas Co., Docket No. 00-0718, Order, at 3 (Ill. Comm. Comm’n September 12, 2001) 

(which restates the ICC Staff’s position in that proceeding on the purpose of the Company’s Rider 4). 
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the approved GCPP Benchmark, constitutes an after-the-fact change to the “approved 469 

rate” that violates the prohibition against retroactive ratemaking. 470 

Q. How would you characterize the Staff and intervenor adjustments that attempt to 471 

second guess, with the benefit of perfect hindsight, the gas resource portfolio 472 

decisions made by the Company throughout the GCPP Period? 473 

A. In my opinion, these adjustments viewed in the aggregate constitute an inappropriate 474 

attempt to conduct a complete prudence review of the Company’s gas purchasing 475 

practices.  They are structured to retroactively change the Company’s actual results 476 

under the GCPP by attempting to reverse many of the strategies and tactical actions 477 

undertaken by the Company to manage its gas supply portfolio throughout the GCPP 478 

Period, and to replace them with their own hindsight, judgments and decisions.  With 479 

the full benefit of the Company’s actual results, and with perfect knowledge of the 480 

actual gas market as it developed over the GCPP period, both the Staff and the 481 

intervenors repeatedly attempt to second guess the Company’s specific actions to 482 

manage its gas supply portfolio to the GCPP Benchmark, rather than to focus on the 483 

most appropriate determinant in evaluating the success of a PBR program - the outcome 484 

of the utility’s efforts as measured by its performance against the PBR benchmark.  485 

Such reliance on hindsight is particularly inappropriate in this proceeding because, as 486 

discussed above, the gas market changed drastically after approval of the GCPP, and 487 

the Company’s gas supply strategies and tactics changed over time to address this new 488 

volatility and changed market conditions.  In my opinion, in deriving their proposed 489 

adjustments, the Staff and the intervenors simply did not consider all the real world 490 
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market conditions facing the Company staff or the real-time constraints facing these 491 

decision-makers during such unprecedented gas market conditions. 492 

Q. Why do you believe a prudence review is not allowed under the GCPP? 493 

A. As I discussed earlier, a traditional prudence review under cost of service regulation is a 494 

concept that has no relevance whatsoever within the context of PBR regulation.  Both 495 

the Commission and the Illinois Public Utilities Act clearly have embraced this 496 

important point as a prerequisite to the approval and implementation of PBR programs 497 

in Illinois.  As part of the GCPP approval process, the Commission approved the 498 

Company’s change to its Rider 6, Gas Supply Cost, that eliminated the provision in the 499 

tariff subjecting the actual costs incurred under this tariff to a prudence review process.  500 

In addition, as I pointed out earlier, in Docket No. 99-0127, the Commission rejected 501 

GCI’s proposal to hold prudence reviews if losses under the GCPP exceed $30 million.  502 

The Commission stated that, “Instead of the traditional prudence review, Section 9-503 

244(c) requires that the Commission review the program two years after its 504 

implementation to determine whether it is meeting its objective.”16 505 

 In my opinion, it was never envisioned as a requirement in the two-year GCPP review 506 

process that a detailed, retrospective review would be conducted of the specific 507 

strategies and tactical actions undertaken by the Company to judge the prudence of its 508 

individual decisions.  The two-year GCPP review process was intended to focus solely 509 

on determining whether the GCPP was achieving its desired results, and if not, to make 510 

changes prospectively.  The GCPP Benchmark, and the level of results derived under 511 

                                                 
16  See Northern Illinois Gas Co., Docket No. 99-0127, Order, at 37 (Ill. Comm. Comm’n November 23, 1999). 
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the GCPP, provide the appropriate measure to evaluate the continued validity of the 512 

Program, and the need to redesign any of its components. 513 

 Most importantly, as I already pointed out, the Commission has consistently affirmed 514 

this critical aspect of PBR programs by its decisions throughout the GCPP approval and 515 

implementation process.  By their very adjustments, the Staff and the intervenors have 516 

attempted to take a traditional cost of service (i.e., PGA regulation) approach to 517 

evaluating the GCPP.  Indeed, they have gone even further, seeking to review each 518 

individual transaction, with the benefit of hindsight, rather than in terms of what a 519 

contemporaneous decision-maker would have known and done at the time.  This is in 520 

all respects contrary to the intent of the GCPP review process and to the underlying 521 

purpose of PBR programs. 522 

Q. Can you cite specific examples where the Staff and the intervenors relied upon 523 

perfect operational or gas market knowledge based on hindsight to derive their 524 

proposed adjustments? 525 

A. Yes.  For example, Staff witness Zuraski has proposed an adjustment to reflect an 526 

increase in gas costs in 2000 resulting from the Company’s IMD storage transaction.  527 

He claims that if the Company had waited until sometime in 2000 to enter the deal with 528 

IMD it would have received a better price for the gas it sold, and the Company’s net gas 529 

costs would have been lower.  He simply relies on the use of perfect hindsight of the 530 

future price of gas to support his proposed adjustment. 531 

 Another example of the use of hindsight is provided in the proposed adjustment made 532 

by GCI witness Mierzwa dealing with the Company’s purchase of a weather insurance 533 

product from Aquila for fiscal year 2001.  He contends that an additional adjustment of 534 



 

Consol. Docket Nos. 01-0705, 02-0067, 02-0725 24 Nicor Ex. 6.0 

$2.1 million, over and above the adjustment already made by the Company for this 535 

transaction, should be made.  His sole basis for this additional adjustment is the higher 536 

gas price discount actually received by Aquila in March and April of 2001, based on gas 537 

market conditions at that time, compared to the amount of the discount when the 538 

agreement to execute the deal was made in the Fall of 2001. 539 

Q. Why aren’t these types of adjustments appropriate within the context of a GCPP 540 

review process? 541 

A. They are not appropriate because the GCPP review process should focus on results, not 542 

on individual decisions.  PBR mechanisms such as the GCPP are forward- looking in 543 

nature and should not be judged based on results that first are adjusted to reflect 544 

changed decisions that undo the underlying economics of the decisions made at the 545 

time.  Company witness Barrett discusses why such adjustments are inappropriate from 546 

an accounting perspective. 547 

Q. Do you believe such adjustments would even be deemed appropriate when viewed 548 

against the traditional prudence standard of this Commission? 549 

A. No.  According to the definition adopted by the Commission: 550 

Prudence is that standard of care which a reasonable person would be 551 
expected to exercise under the same circumstances encountered by utility 552 
management at the time decisions had to be made.  In determining 553 
whether a judgment was prudently made, only those facts available at 554 
the time judgment was exercised can be considered.  Hindsight review is 555 
impermissible.17   556 

                                                 
17 See Commonwealth Edison Co., Docket No. 84-0395, Order, at 14 (Ill. Comm. Comm’n Oct. 7, 1987), citing In 

re Salem Nuclear Generating Station, 70 P.U.R. 4th 568, 574 (October 24, 1985). 
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 The objectives of the decision-maker at the time, under the circumstances then 557 

prevailing, and based on the facts then available, is the touchstone of even traditional 558 

prudence reviews. 559 

 In the case of GCI witness Mierzwa’s adjustment, the proper quantification of the 560 

financial impact of the Company’s decision rests on the gas market information 561 

available to the Company at the time the weather insurance product was purchased (in 562 

the Fall of 2000) – and not on information only available at the time the gas sale 563 

component of the transaction was fulfilled (in March and April of 2001).  Clearly, the 564 

Commission’s definition of prudence precludes these types of adjustments from being 565 

made. 566 

Q. You also state that a number of the adjustments proposed by the Staff and the 567 

intervenors are seriously flawed because they attempt to replace the Company’s 568 

actual performance and results under the GCPP with calculated results based on 569 

hindsight.  Please explain why you believe these types of adjustments are flawed. 570 

A. These types of adjustments are seriously flawed, and should be rejected by the 571 

Commission, because they are based on highly speculative and overly simplified 572 

operational assumptions based on hindsight that do not realistically reflect the day-to-573 

day decision-making and resulting transactions associated with managing the 574 

Company’s gas supply portfolio, at the time the decisions were required to have been 575 

made. 576 

Q. Can you provide examples of these types of flawed adjustments? 577 
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A. Yes.  For example, AG witness Effron claims that in 2001 the Company’s alleged 578 

reduction in gas withdrawn from storage caused an increase in its cost of gas.  He 579 

argues that this occurred because the Company had to purchase additional volumes of 580 

flowing gas supplies during months when the market prices for gas were higher than the 581 

inventory cost of gas in storage.  However, his computational methodology is based 582 

upon a number of overly simplistic operational assumptions that ignore the reasons why 583 

the Company managed its storage resources the way it did during 2001. 584 

 Another example consists of the proposed adjustment made by Staff witness Zuraski 585 

that addresses his contention that the Company should not be permitted to retain the 586 

50% share of the LIFO-derived savings in 2000 and 2002 according to the GCPP 587 

Benchmark.  Essentially, his resulting adjustment is based on the overly simplistic use 588 

of average annual gas prices in the market applied against the net withdrawals for each 589 

of the two years. 590 

Q. What is wrong with these types of adjustments? 591 

A. These adjustments by their very nature cannot begin to replicate and properly portray 592 

the true operational and gas market conditions upon which the Company’s original 593 

GCPP results were premised.  This is because the Staff and the intervenors have not 594 

chosen to go back and spend the additional time and effort required to assess in 595 

sufficient detail each of the day-to-day decisions required by the Company to manage 596 

its gas supply portfolio to the GCPP Benchmark, from a position of what a reasonable 597 

person would have known at the time.  Without this effort, it is not possible to develop 598 

an operationally sound gas supply analysis for purposes of replacing the Company’s gas 599 

supply strategies and tactical actions with those of others. 600 
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D. Benefits Determination and Sharing Under the GCPP 601 

Q. What benefits did the Company’s customers receive from the GCPP? 602 

A. The Company’s customers received distinct and long-lasting benefits under the GCPP, 603 

including: 604 

• Quantitative benefits derived from the shared savings mechanism within 605 
the GCPP. 606 

• Quantitative benefits clearly demonstrated by the fact that the Company 607 
maintained its position throughout the GCPP Period as the lowest cost 608 
provider of natural gas in Illinois in a very difficult and challenging gas 609 
market. 610 

• Long-lasting qualitative benefits through the various enhancements to 611 
the Company’s gas supply planning and procurement activities. 612 

 I stated earlier that the presentations of the Staff and the intervenors have not caused me 613 

to change my conclusions whatsoever on the benefits derived by the Company and the 614 

equitable sharing of those benefits between the Company and its customers. 615 

Q. Please describe the quantitative benefits derived from the shared savings 616 

mechanism within the GCPP. 617 

A. Over the three years of the Program, Nicor Gas generated approximately $9 million in 618 

total savings for its customers by outperforming the GCPP Benchmark.  This benefit 619 

consisted of total gas cost savings of $17,746,399 of which $8,873,200 (50 percent) 620 

accrued to the Company’s sales customers.  I previously provided details of these 621 

savings on page 2 of Attachment RAF-4 to my Direct Testimony. 622 

Q. Please describe the quantitative benefits associated with the Company being the 623 

lowest cost provider of natural gas in Illinois during the GCPP Period. 624 



 

Consol. Docket Nos. 01-0705, 02-0067, 02-0725 28 Nicor Ex. 6.0 

A. In his direct testimony, Company witness D’Alessandro presented cost of gas 625 

information indicating that Nicor Gas was among the lowest cost providers of natural 626 

gas in Illinois over the last five years.  During the three-year GCPP Period, the 627 

Company was the lowest-cost provider based on the total cost of gas charged to each of 628 

the utility’s sales customers.  Clearly, these results are one more indicator of the 629 

Company’s effective and responsible management of its gas resource portfolio, 630 

especially considering the unprecedented gas market conditions that existed during the 631 

time in which the GCPP was in operation. 632 

Q. Please describe the nature of the qualitative benefits received under the GCPP. 633 

A. As described more fully in my direct testimony, Nicor Gas’s personnel under the GCPP 634 

were motivated to be more aggressive and innovative with regard to the management of 635 

the gas supply planning and procurement function.  Its employees had to:  (1) identify 636 

new ways to obtain gas supplies at a cost below the GCPP Benchmark; (2) become 637 

better planners (both strategically and tactically) with regard to system gas requirements 638 

and how to meet those system demands; (3) identify operational, as well as financia l 639 

enhancements to potentially share in any cost savings; and (4) improve their knowledge 640 

and ability to efficiently manage the Company’s gas supply-related assets (such as on-641 

system storage), without compromising the reliability of service historically provided to 642 

its customers. 643 

 The knowledge transfer gained by the Company’s gas supply staff from the business 644 

relationships with other gas industry participants, and the decision-making experience 645 

gained from the group’s day-to-day activities, will provide long-lasting benefits to its 646 

customers. 647 



 

Consol. Docket Nos. 01-0705, 02-0067, 02-0725 29 Nicor Ex. 6.0 

Q. Were the benefits derived under the GCPP equitably shared between the 648 

Company and its customers? 649 

A. Yes.  The benefits derived under the GCPP were equitably shared between the 650 

Company and its customers in a manner consistent with the change in risks both parties 651 

had to assume with the implementation of the GCPP.  In my opinion, the financial and 652 

market risks faced by the Company and its customers during the GCPP Period were 653 

fairly balanced with the potential rewards available under the GCPP Benchmark. 654 

IV.  Detailed Discussion of Findings 655 

A. Response to Common Issues and Related Adjustments 656 

Q. Although you have rejected the proposed adjustments of the Staff and the 657 

intervenors on regulatory and conceptual grounds, for the sake  of argument, can 658 

you also respond to the details of each adjustment proposed by these parties? 659 

A. Yes.  For each adjustment, I will describe the numerous structural deficiencies and 660 

computational problems inherent in the adjustments.  In addition, I will point out a 661 

number of inconsistencies in position or in the level of adjustment among the witnesses 662 

for the Staff and the intervenors.  Where possible, I will respond to adjustments 663 

addressed by more than one witness that pertain to the same concept or issue rather than 664 

to discuss each adjustment separately by witness.  After that, I will respond to the 665 

remaining adjustments by individual witness. 666 
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1. Use and Benefits of the Company’s Low-Cost LIFO Gas Layers  667 

Q. As a threshold consideration, please comment on the Company’s use of its low-cost 668 

LIFO gas layers and the associated benefits derived from this gas supply resource 669 

under the approved GCPP. 670 

A. The Company was motivated to pursue more innovative, non-traditional gas supply 671 

strategies under the approved GCPP.  And it is my opinion that the Company would not 672 

have implemented the strategy of utilizing the low-cost LIFO gas layers in the absence 673 

of the GCPP.  My independent analysis indicates that the cost of gas to customers 674 

would have been approximately $32 million higher, with 50 percent of the cost borne 675 

by customers, if the low-cost LIFO layer gas utilized by the Company had been 676 

replaced by flowing gas supplies.18  It is undisputed that Nicor Gas’s customers 677 

received this significant and tangible benefit. 678 

Q. On what basis do Staff witnesses Zuraski and Maple and GCI witness Mierzwa 679 

recommend that the LIFO savings be fully refunded to the Company’s customers? 680 

A. Staff witnesses Zuraski and Maple and GCI witness Mierzwa complain the parties were 681 

not told during the Docket No. 99-0127 proceedings that the Company planned to 682 

access the low-cost LIFO layers as one of its gas resource strategies under the GCPP.  683 

The Staff witnesses further contend that having knowledge of the existence and 684 

unrealized value of the low-cost LIFO gas layers was not enough to make them aware 685 

of the potential for the Company to access these gas resources under the GCPP.  686 

Finally, the Staff and the intervenors contend that the value of the Company’s low-cost 687 

                                                 
18  See Attachment RAF-R1. 
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LIFO layers should accrue solely to the Company’s customers because they claim 100% 688 

of the benefits would have been provided to customers under traditional PGA regulation 689 

if such a gas resource strategy had been pursued under a PGA regime. 690 

Q. How do you respond to the Staff witnesses’ and GCI witness Mierzwa’s claims? 691 

A. The Company was not required to specify strategies or tactical actions that might be 692 

used under the GCPP to manage its gas resource portfolio toward the GCPP 693 

Benchmark.  As I pointed out earlier, the Commission explicitly rejected the GCI 694 

proposal that the Company should specify such strategies.19  Based upon the record in 695 

Docket No. 99-0127, which was appropriately devoid of specific prospective gas supply 696 

strategies, the Commission found that the Company, in operating the GCPP, as revised, 697 

was likely to perform in a manner that would be beneficial to the Company’s customers. 698 

Q. How do you respond to the contention that the value of the Company’s low-cost 699 

LIFO layers should accrue solely to the Company’s customers because 100% of 700 

the benefits would have been provided to customers under traditional PGA 701 

regulation if such a strategy had been pursued under a PGA regime? 702 

A. I disagree with this contention for a number of reasons.  First, as I pointed out in my 703 

direct testimony, the low-cost LIFO gas layers were, and remain, an asset of the 704 

Company.  For that reason, I believe the Company is entitled to benefit from the value 705 

created by its strategies to utilize this Company asset.  With the establishment of the 706 

GCPP, it was always envisioned that the incentives and related benefits computations 707 

would apply equally to all components of the Company’s gas resource portfolio.  708 

                                                 
19  See Northern Illinois Gas Co., Docket No. 99-0127, Order, at 39 (Ill. Comm. Comm’n November 23, 1999). 
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Therefore, it should be clear that the GCPP provided the Company with the regulatory 709 

and ratemaking framework for sharing that value with its customers, as specified by the 710 

Benchmark formula. 711 

 Second, the premise of the Staff’s and the intervenors’ argument is false.  Under 712 

traditional PGA regulation, the customer would not have received any benefits from 713 

liquidation of the low-cost LIFO gas layers.  Under traditional PGA regulation, it is my 714 

firm belief that the Company, or its customers, would not have realized this significant 715 

value because the Company very simply would not have pursued its low-cost LIFO 716 

layer strategy without any incentive to do so.  History bears out this conclusion.  Over 717 

the last ten years, the Company never reached its low-cost LIFO gas layers through its 718 

traditional storage operations because the levels of its net withdrawals were insufficient 719 

to do so.  In fact, even during certain periods when its net storage withdrawal levels 720 

were higher, because the prevailing gas market prices were relatively low in comparison 721 

to the cost of storage inventory for its older, less costly layers, that price-to-cost 722 

differential was too small to materially affect the Company’s resulting cost of gas. 723 

 In addition, neither the Staff nor the Commission ever recommended in a past PGA 724 

proceeding that the Company should undertake such a strategy.  The Commission never 725 

found the Company to be imprudent for not doing so.  Yet now, the Staff and the 726 

intervenors seek to judge the Company’s strategy to use LIFO layers after the 727 

implementation of that strategy—despite the fact that the Staff previously had not 728 

recommended that the Company access its LIFO gas—and to use that unreasonable 729 

perspective as justification for their claim that the full benefit of the low-cost LIFO gas 730 
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layers should accrue to customers.  In my opinion, this claim is misleading, speculative 731 

at best, and should be rejected by the Commission. 732 

Q. Do you agree with Staff witness Zuraski’s contention that the Company seeks a 733 

“one-sided regulatory bargain” through its treatment of the benefits from the low-734 

cost LIFO gas? 735 

A. No.  Staff witness Zuraski claims the Company seeks a new “one-sided regulatory 736 

bargain.”  His claim is wrong in two important respects.  First, the Company had 737 

accepted, through its acceptance of the GCPP, only 50 percent of the benefits from the 738 

liquidation of its low-cost LIFO gas layers (and shared 50 percent with its customers).  739 

Second, the Company lost any “protection against unfavorable market fluctuations,” as 740 

claimed by Staff witness Zuraski, by its acceptance of the GCPP Benchmark, and the 741 

Market Index Cost component that reflects its commodity gas purchases at prevailing 742 

market prices.  If the Company ever desired such protection, it would have been during 743 

the GCPP Period with its unparalleled gas market conditions.  Instead, the Company 744 

chose to operate under the GCPP and had to use all of its available gas resources to 745 

manage the unforeseen risks and extreme volatility in gas commodity prices 746 

experienced in the challenging gas market conditions during that time. 747 

Q. In discussing the Company’s use of its low-cost LIFO gas layers, GCI witness 748 

Mierzwa contends, “Nicor’s decision to manage its storage operations to produce 749 

profit levels was a new consideration for Nicor.”  How do you respond to this 750 

contention? 751 

A. I am very surprised by GCI witness Mierzwa’s statement primarily because 752 

implementation of the GCPP was not the first time the Company managed its gas 753 
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storage operations to produce profit levels.  The Company has been managing its 754 

storage operations for some time “to produce profit levels” with the creation of its 755 

Chicago Hub operations.  Through the existing service offerings of the Chicago Hub 756 

and the Company’s desire to file a gas-cost PBR as early as mid-1996, it should have 757 

been very clear to the Staff and the intervenors before the approval of the GCPP in late 758 

1999 that the Company had a strong interest in utilizing its storage-related assets in 759 

other profitable ways. 760 

Q. Please describe the specific adjustments proposed by the Staff and the intervenors 761 

to modify the sharing of benefits to customers derived under the GCPP from the 762 

Company’s use of its low-cost LIFO gas layers? 763 

A. Staff witness Zuraski proposes to modify the share-the-savings formula reflected in the 764 

GCPP Benchmark to eliminate the Company’s portion of savings in 2000 and 2002 765 

associated with net withdrawals from storage.  He equates the savings specifically to the 766 

difference between the market cost of gas during the GCPP Period and the original cost 767 

of gas associated with the Company’s net withdrawals.  On that basis, he recommends 768 

that an adjustment of $20.8 million should be made to refund the Company’s share of 769 

savings to its customers. 770 

 GCI witness Mierzwa proposes that 100 percent of the benefits associated with the 771 

liquidation of the Company’s low-cost LIFO inventory be credited to customers.  His 772 

proposed adjustment results in a refund to customers of $25.6 million. 773 

 AG witness Effron claims that the Company’s liquidation of the low-cost LIFO layers 774 

reduced its cost of gas in 2000 and 2002 by $29.8 million and $20.6 million, 775 

respectively.  Interestingly, though, unlike witnesses Zuraski and Mierzwa, witness 776 
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Effron does not use the quantified benefit of lower gas costs to explicitly recommend an 777 

adjustment to the savings received by customers under the GCPP. 778 

Q. Do you agree with these proposed adjustments? 779 

A. No.  I do not agree for the following reasons: 780 

• These adjustments are simply after-the-fact attempts to modify the 781 
Commission’s approved sharing of savings between the Company and its 782 
customers under the GCPP. 783 

• These adjustments represent clear cases of retroactive ratemaking. 784 

• The computation of the market/storage price differential is overly 785 
simplistic.  This assumption is critical to the parties’ abilities to derive 786 
realistic estimates of the flowing gas supplies that would have to be 787 
purchased by the Company in lieu of it withdrawing LIFO gas. 788 

• The adjustments ignore the effect of LIFO on the Company’s 2001 gas 789 
injections, creating a “heads I win, tails you lose” proposition. 790 

• The adjustments would deny the Company the use of a valuable asset 791 
that was an integral part of its overall gas supply portfolio and of its 792 
GCPP strategies. 793 

Q. Please explain why you believe the computation of the market/storage price 794 

differential is overly simplistic. 795 

A. To compute the Company’s claimed LIFO benefit in 2000 and 2002, both Staff witness 796 

Zuraski and GCI witness Mierzwa compare the average LIFO cost of gas with a market 797 

rate.  Staff witness Zuraski uses the average of the monthly Market Index Prices for the 798 

particular year, while GCI witness Mierzwa uses the weighted average injection cost for 799 

the particular year.  Both assumptions—besides being inconsistent—rely exclusively on 800 

simple averages and make no attempt whatsoever to recognize the myriad of other 801 

options available to the Company to acquire flowing gas, under varying pricing terms, if 802 

the LIFO gas had not been withdrawn from storage. 803 
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Q. Please explain why these adjustments ignore the effect of the Company’s 2001 gas 804 

injections. 805 

A. Both Staff witness Zuraski and GCI witness Mierzwa include in their calculations only 806 

the net withdrawals for the years 2000 and 2002.  However, this ignores the fact that 807 

LIFO storage accounting works both ways (i.e., when there is a net injection, the cost of 808 

that LIFO gas layer is equal to the current cost of gas).  In 2001, there was a net 809 

injection of approximately 2 Bcf at a unit cost of $5.1341 per MMbtu.  A more balanced 810 

treatment by these parties of the effect of LIFO gas on the GCPP results should have 811 

reflected this fact, but since this would have reduced the level of customer benefits 812 

inherent in their adjustments, they conveniently chose to ignore it. 813 

Q. Why do these proposed adjustments deny the Company use of its storage assets? 814 

A. Under the GCPP, the Company was given a clear incentive to manage its gas costs 815 

below the Benchmark in order to share in the savings this result would produce.  It was 816 

anticipated that the Company would find innovative ways of utilizing its gas supply 817 

resources in order to produce such savings.  Two of the Company’s primary supply-818 

related assets are its underground storage fields and the low-cost LIFO gas stored in 819 

those fields. 820 

 That all parties in this proceeding knew of the existence of this LIFO gas, and its 821 

inherent value, at the beginning of the GCPP approval process is clear to me, as I 822 

explained, previously, and in my direct testimony.  Although other parties in this case 823 

have taken issue with this view, they have not supported their positions.  Rather, their 824 

claims really appear to be a reaction to the fact that the Company did use its gas supply 825 

assets in an innovative way that they did not anticipate at the time.  If not careful, I 826 
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could easily see the positions of the Staff and the intervenors in this proceeding quickly 827 

gravitating to an extreme where they would claim that all possible new strategies and 828 

actions available to the Company should have been built into the GCPP Benchmark 829 

before its approval.  With a PBR benchmark structured in this manner, the best the 830 

Company could hope for would be to fully recover its cost of gas (on which it earns 831 

zero return).  Obviously, such a situation completely undermines the whole idea behind 832 

PBR—to foster innovation, creativity, and to create a different risk/reward framework 833 

compared to the one existing under traditional PGA regulation. 834 

Q. Do you have any further comment on GCI witness Mierzwa’s computation of the 835 

LIFO benefit? 836 

A. Yes.  It appears that GCI witness Mierzwa engaged in some undisclosed manipulation 837 

of the 2002 LIFO withdrawals and LIFO costs in order to maximize his proposed LIFO 838 

benefit adjustment.  Both Attachment RAF-3 to my Direct Testimony and Staff witness 839 

Zuraski’s Exhibit 1.0, Attachment 3, indicate that the net withdrawal level in 2002 is 840 

10,087,902 MMBtu, at an average cost of $1.32 per MMBtu.  GCI witness Mierzwa 841 

claims a 2002 level of 7,966,272 MMBtu, with an associated unit cost of $0.3681 per 842 

MMBtu.  This difference appears to result from his unsupported exclusion of the 843 

Company’s 2001 net injections of 2,025,097 MMBtu, at an average cost of $5.13 per 844 

MMBtu.  This added adjustment has the effect of increasing GCI witness Mierzwa’s 845 

claimed LIFO benefits by approximately $3.3 million.  In my view, this represents a 846 

clear attempt to inflate his claimed adjustment, which only serves to further weaken the 847 

veracity of his claims. 848 
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2. Impact of Lower Storage Withdrawals in 2001 849 

Q. Do you agree with the proposed adjustments of AG witness Effron and GCI 850 

witness Mierzwa to adjust the Company’s GCPP results to reflect the impact of 851 

the Company’s lower withdrawal levels in 2001? 852 

A. No.  Both of these adjustments effectively undo the results derived under the GCPP by 853 

“recalculating” the Company’s cost of flowing gas supplies and the GCPP Benchmark 854 

in an attempt to quantify the impact on savings under the GCPP of lower withdrawals in 855 

2001.  Each witness claims that the lower storage withdrawals by the Company in 2001 856 

caused an increase in the cost of gas and the Storage Credit Adjustment (“SCA”) 857 

component of the GCPP Benchmark.20  These proposed adjustments should be rejected 858 

because they attempt to recalculate the approved GCPP Benchmark, which constitutes 859 

retroactive ratemaking, and modify the level of savings under the GCPP using 860 

inapplicable prudence review concepts. 861 

 These claims also are structurally deficient because they rest solely on the witnesses’ 862 

contentions that the Company was able to influence the pattern of storage withdrawals 863 

in 2001.  I will demonstrate below that such claims are misplaced because they are 864 

premised upon faulty operational assumptions and assume actions on the part of the 865 

Company that it would not take because of the expected negative impact upon the 866 

GCPP results. 867 

                                                 
20 Actually, only AG witness Effron makes this claim.  GCI witness Mierzwa claims only that the GCPP 

Benchmark was impacted.  This serious flaw in his computational quantification of the adjustment is addressed 
later in my rebuttal testimony. 
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Q. How do you respond to AG witness Effron’s claims that the Company influenced 868 

the level of the SCA by modifying the “typical” pattern of storage injections and 869 

withdrawals? 870 

A. Mr. Effron seems to be arguing that since the SCA can be affected by differing patterns 871 

of storage withdrawals and injections, the Company must have “manipulated” the SCA 872 

by not matching the “typical” pattern of storage injections and withdrawals.  However, 873 

AG witness Effron makes no showing that the pattern of injections he calls typical 874 

(1994 – 1998) is relevant to 2001.  In particular, his simplistic comparison does not 875 

address the realities of December 2000 and January 2001, and the gas supply portfolio 876 

decisions required at the time by the Company based on its expectations of future 877 

weather conditions and its continued ability to reliably supply gas to firm gas 878 

customers.  The Company’s decisions made at that time on purchasing flowing gas 879 

supplies and the degree of reliance placed on withdrawing gas from storage are 880 

discussed in the Lassar Report. 881 

It is worth noting that the total volume of withdrawals in 2001 (Nicor’s 882 
“cycle”) was approximately 45 Bcf, well below historic estimates of 883 
Nicor’s cycle.  We did not find evidence indicating that this was because 884 
of improper attempts to manipulate the storage cycle.  In January of 885 
2001, based upon concerns regarding Nicor’s ability to service 886 
ratepayers for the remainder of the winter, Nicor obligated itself to 887 
purchase large quantities of gas.  December 2000 was exceedingly cold, 888 
and Nicor needed to ensure that it had sufficient stores of gas in the 889 
event January 2001 was equally cold.  January 2001 turned warm 890 
instead, however, and Nicor was forced to purchase large quantities of 891 
gas at historically high prices.  As a result, Nicor recognized a small 892 
withdrawal in January, which was also predicted to be the highest priced 893 
gas of the year.  Given its withdrawal performance in January, Nicor 894 
recognized that it would “under-perform” against the storage 895 
component of the Benchmark unless it, at minimum, matched its 896 
withdrawals to the SCR weightings.  Thus, after January, Nicor planned 897 
a greatly reduced storage cycle in an attempt to beat the storage 898 
component of the Benchmark.  Pricing in the summer and fall further 899 
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reduced Nicor’s storage cycle.  Summer-priced gas proved to be very 900 
expensive, in fact more expensive than future fall/early winter gas prices.  901 
Thus, at times when Nicor would normally sell its storage gas to 902 
ratepayers (increasing the cycle) to gain the benefit of the 903 
summer/winter spread, Nicor chose instead to provide cheaper flowing 904 
gas to the ratepayer.  That decision resulted in further reductions in the 905 
storage cycle.21 906 

 Only with the benefit of perfect hindsight and knowledge of actual weather and gas 907 

prices can AG witness Effron attempt to make his claim regarding the Company’s 908 

alleged manipulation of the GCPP Benchmark. 909 

 Mr. Effron’s speculation that a different level of withdrawals might have been used 910 

does not invalidate the results of the GCPP during the 2000–2002 period, as restated by 911 

the Company for accounting changes that AG witness Effron regards as appropriate.  To 912 

penalize the Company now for operating under the approved GCPP based on 913 

information not available at the time is inappropriate, especially now that the GCPP no 914 

longer is in operation. 915 

Q. Do you agree with AG witness Effron’s claim that the Company “shaped” its 916 

storage injection and withdrawal pattern to affect the GCPP benchmark? 917 

A. No.  AG witness Effron’s claim is based upon nothing more than a long chain of 918 

unsupported suppositions on his part.  He provides a series of hypothetical examples 919 

that he contends supports the conclusion that the Company was able to influence the 920 

SCA component of the GCPP Benchmark by modifying its normal pattern of injections 921 

and withdrawals from gas in storage.  In his hypothetical examples, he assumes that: 922 

                                                 
21  See Report to the Special Committee of the Board of Directors of Nicor, Inc. (the “Lassar Report”) at 52, n. 24 

(October 28, 2002). 
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1. Injections and withdrawals are equal. 923 

2. Injections and withdrawals approximate the average for the years 1994-924 
1998. 925 

3. Injections and withdrawals exactly match the assumed pattern in the 926 
SCR component of the Benchmark. 927 

4. Additional injections and withdrawals occur in the same month in equal 928 
amounts. 929 

 The problem with the hypothetical examples presented by AG witness Effron is a 930 

fundamental one—they are simply hypothetical—and do not support his claims because 931 

they do not fairly reflect the operational realities of the Company’s use of storage.  932 

Because his hypothetical examples are flawed, the various conclusions he reaches based 933 

on their results also are flawed.  I will demonstrate below through the use of illustrative 934 

examples properly structured to reflect the Company’s operation of storage that the 935 

impacts he claims the Company’s storage operations have on the SCA and the level of 936 

the GCPP Benchmark are incorrect and misleading. 937 

Q. What is AG witness Effron’s most critically flawed assumption? 938 

A. His most critically flawed assumption is that the additional storage injections and 939 

withdrawals in his hypothetical examples occur in the same month.  On this key 940 

assumption rests his conclusion that the Company can change the GCPP Benchmark 941 

without a change to its cost of gas.  Since he assumes that the change in injections and 942 

withdrawals occurs in the same month, and these injections and withdrawals offset one 943 

another, there can be no impact on the Company’s cost of gas because the level of 944 

flowing gas purchases does not change.  He concludes on the basis of his hypothetical 945 

construct that the Company created savings simply by increasing the GCPP Benchmark 946 
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relative to its cost of gas.  By design, however, AG witness Effron’s analysis guarantees 947 

the result he is seeking by ensuring that the level of flowing gas supplies will not 948 

change. 949 

 If he adopts a more realistic assumption—e.g., that storage injections increase in the 950 

summer months, and in different months than the increases in storage withdrawals—951 

there will be a very different impact on the Company’s cost of gas.  Under this single 952 

operationally supportable assumption, AG witness Effron’s hypothetical house of cards 953 

quickly collapses.  Simply on the basis of his faulty hypothetical, I recommend that the 954 

Commission give little or no weight to his conclusions on the Company’s storage 955 

withdrawals. 956 

Q. Do AG witness Effron’s other assumptions also fail when compared to the 957 

Company’s actual historical storage operations? 958 

A. Yes.  His next assumption is that injections and withdrawals are equal.  During his 959 

“typical” 1994–1998 period, however, the Company had net withdrawals from storage 960 

in four of the five years, ranging annually from 1.3 million MMBtu to 7.7 million 961 

MMBtu.  The one other year had a net storage injection of 19.2 million MMBtu.  The 962 

assumption for his hypothetical example is clearly not valid and not reflective of the 963 

Company’s historical storage experience. 964 

 In addition, he assumes that the Company’s storage injections and withdrawals should 965 

match the assumed pattern contained in the Storage Credit Rate (“SCR”) formula.  He  966 

provides no support for this assumption.  I agree that the 1994-1998 period was used to 967 

establish the percentages used to calculate the SCR, however, I certainly do not agree 968 

that this fact obliged the Company to manage its storage operations to match those 969 
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percentages during the GCPP Period, especially given the unprecedented, increased 970 

volatility and unpredictable market conditions and circumstances that the Company 971 

faced during that time period.  AG witness Effron’s assumption effectively takes away 972 

the flexibility the Company was afforded under the GCPP to manage its gas resource 973 

portfolio in a way that could mitigate the risks caused by these gas market conditions. 974 

Q. Have you prepared a series of illustrative examples that reflect more realistic 975 

operational assumptions for the Company’s gas storage activities? 976 

A. Yes.  I have prepared a series of illustrative examples reflecting the types of operational 977 

assumptions that are more reflective of the Company’s storage operations.  These 978 

examples are presented in Attachment RAF-R2 and address the hypothetical examples 979 

on page 3 of Schedules DJE-3 and DJE-4.  The only two changes I made from AG 980 

witness Effron’s hypothetical examples, albeit important ones, are that: 981 

1. The increase in storage injections occurs equally during the months of 982 
June through September and the increase in storage withdrawals occur in 983 
two of the winter months. 984 

2. Storage injections do not equal withdrawals over the course of a year, 985 
thereby creating net withdrawals. 986 

 Finally, for purposes of completeness, I have changed these assumptions to reflect an 987 

alternative scenario where gas storage injections exceed withdrawals in a year creating a 988 

net injection situation. 989 

Q. Please summarize the results of your illustrative examples. 990 

A. Referring to page 1 of Attachment RAF-R2, in the year 2000 under a net withdrawal 991 

scenario, the results indicate that the GCPP Benchmark increases, and the Company’s 992 

cost of gas increases at a greater rate, creating a small net cost.  Under a net injection 993 
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scenario, the results presented on page 2 indicate that an increase in storage injections 994 

and withdrawals causes the GCPP Benchmark to decrease, and the Company’s cost of 995 

gas to decrease at a lesser rate, creating a net cost. 996 

 The examples presented on pages 3 and 4 reflect operations in 2001 with the same 997 

assumptions as used in 2000.  In both scenarios for 2001, the Company’s cost of gas 998 

always changes with the GCPP Benchmark as storage withdrawal activity changes, and 999 

always creates a significant net cost, not a net savings as claimed by AG witness Effron. 1000 

 These examples clearly demonstrate that under operationally realistic assumptions, the 1001 

Company’s cost of gas does change with changes in the SCA and the GCPP 1002 

Benchmark, and that savings are not automatically created by the Company by 1003 

changing the pattern of its storage withdrawals. 1004 

Q. Do you have any comments regarding the manner in which GCI witness Mierzwa 1005 

computed his proposed adjustment to recognize the impact of storage withdrawals 1006 

in 2001? 1007 

A. Yes, I do.  GCI witness Mierzwa attempts to quantify the savings owed to customers by 1008 

increasing the Company’s actual storage withdrawals in 2001 to its 1996 level, and 1009 

applying the 2001 SCR of $2.7503 per MMBtu to the higher level of withdrawals.  This 1010 

simple computation results in an increase to the SCA, and a corresponding decrease in 1011 

the GCPP Benchmark of $134.2 million.  Of this amount, he claims that customers are 1012 

owed 50 percent, or $67.1 million.  However, he fails to complete the analysis because 1013 

he does not account for the commensurate decrease in the Company’s cost of gas 1014 

caused by a decrease in the purchase of flowing gas supplies due to the greater level of 1015 

storage withdrawals 1016 
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 For discussion purposes only, if we assume that the change in cost of gas could be 1017 

computed using the approach relied upon by AG witness Effron, the analysis would 1018 

result in a decrease in gas costs of $127.6 million.  This would in turn reduce the 1019 

hypothetical shared savings under the GCPP Benchmark to a “comparatively” mere 1020 

$6.6 million ($127.6 million less $134.2 million), with the customers’ share equating to 1021 

$3.3 million.  This is a far cry from the $67.1 million adjustment GCI witness Mierzwa 1022 

has claimed.  His failure to fully quantify the impact of his proposed adjustment is 1023 

highly suspicious, and shows how his recommendations appear to be focused 1024 

exclusively on creating the largest refund to the customer. 1025 

3. Inclusion of NGPL Storage Withdrawals in the SCA Calculation 1026 

Q. Do you agree with the proposed adjustments of Staff witness Zuraski and GCI 1027 

witness Mierzwa to include in the SCA component of the GCPP Benchmark NGPL 1028 

storage withdrawals related to the capacity released to IMD? 1029 

A.  No.  Both witnesses Zuraski and Mierwza propose to increase the level of storage 1030 

withdrawals in the SCA component of the GCPP Benchmark by including gas volumes 1031 

not withdrawn by the Company.  In December 1999, the Company released its DSS 1032 

rights to IMD, a third-party storage management firm.  Having released its rights to 1033 

DSS, the Company no longer was in control of these services, nor did it know when, or 1034 

if, IMD was withdrawing gas through these released services.  As a result, the Company 1035 

could not reflect these gas volumes as its own storage withdrawals. 1036 

Q. Can you explain the concept of capacity release in the gas industry? 1037 
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A. Yes.  As an integral part of Order No. 636, the Federal Energy Regulatory Commission 1038 

(“FERC”) permitted holders of interstate pipeline and storage capacity to release this 1039 

capacity to third parties under mutually agreeable terms.  The third party obtained the 1040 

rights to utilize the capacity for a designated period of time from the original capacity 1041 

holder, and the original capacity holder could not exercise any operational control over 1042 

the capacity during the time it was released.  It should be noted that under the FERC 1043 

capacity release rules, the third-party shipper must hold title to the capacity.  As more 1044 

restrictions were placed on the capacity transaction (e.g., recall rights during peak 1045 

periods), the less the third party would be willing to pay for that capacity.  The tariff of 1046 

each interstate pipeline details how capacity release transactions work and the rights and 1047 

responsibilities of all parties. 1048 

Q. Are capacity release transactions typical in the gas industry? 1049 

A. Yes, they are.  Many local distribution companies (“LDCs”), like Nicor Gas, release 1050 

capacity during times when such capacity is temporarily available in an effort to 1051 

mitigate their annual capacity costs through capacity release revenues.  Prior to the 1052 

implementation of the GCPP, the Company regularly released its own capacity, 1053 

including NSS, and credited the resulting capacity release revenues to customers as part 1054 

of the PGA. 1055 

Q. Was the capacity release arrangement with IMD a typical transaction? 1056 

A. Yes.  The arrangement that the Company had with IMD was a managed service 1057 

whereby the Company released to IMD its rights to the storage services it held on 1058 

NGPL.  IMD in turn managed the service so that its value was maximized, and the 1059 

Company could call on the gas supply when needed to meet the demands of its gas sales 1060 
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customers.  The Company and IMD shared in the revenues generated from management 1061 

of the released capacity by IMD.  The Company had previously entered into similar 1062 

arrangements with Dynegy and IMD. 1063 

 As I pointed out in my Direct Testimony, during the GCPP Period, many LDCs entered 1064 

into agreements with larger gas marketing and trading companies to manage their gas 1065 

supply, transportation, or storage agreements, sometimes referred to as “asset 1066 

management agreements.”  Appendix D to my Direct Testimony provides examples of 1067 

these types of third-party arrangements that were regularly relied upon by other LDCs. 1068 

Q. How do Staff witness Zuraski and GCI witness Mierzwa attempt to support their 1069 

proposed inclusion of the NGPL storage withdrawals in the calculation of the 1070 

SCA? 1071 

A. Both witnesses contend that the Company attempted to “manipulate” the GCPP 1072 

Benchmark by assigning its storage capacity to a third party.  Specifically, Staff witness 1073 

Zuraski claims that since the gas volumes from these storage services were included in 1074 

the Company’s “PGA mix” during the historical period (1994 through 1998), and 1075 

because they allegedly increased the level of the Commodity Adjustment component of 1076 

the GCPP Benchmark, they should also be included during the GCPP Period.  Second, 1077 

he claims that even though the released storage services were no longer available to the 1078 

Company, there were still expected benefits associated with the use of these services.  1079 

He claims these benefits existed before and during the GCPP Period, and thus, they 1080 

were always a component of the Company’s overall gas supply portfolio.  On that basis, 1081 

he contends that such benefits should fully accrue to the Company’s customers. 1082 
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 GCI witness Mierzwa claims that the Company entered into this managed storage 1083 

arrangement with IMD to minimize the decrease in the GCPP Benchmark due to the 1084 

lowering effect of the SCA component (when the SCR was a positive value).  He 1085 

further claims that the SCA was designed to give the Company’s customers the full 1086 

value they traditionally received by the Company’s injection of lower cost gas into 1087 

storage during the summer and the withdrawal of that gas during the winter when 1088 

market prices were higher. 1089 

Q. Do you agree with the reasoning of these witnesses on this issue? 1090 

A. No.  Staff witness Zuraski is incorrect in his assumption that the Company’s gas 1091 

volumes associated with the storage management services it received during the 1092 

historical period were included in the Company’s “PGA mix” at that time.  To the 1093 

contrary, it is my understanding that the Company excluded from its volumetric  1094 

reporting of gas storage activity for its firm gas customers any injections and 1095 

withdrawals of released gas under these third-party storage arrangements.  Moreover, 1096 

the Company did not include any injections or withdrawals associated with its released 1097 

gas volumes in establishing the monthly percentages for storage injections and 1098 

withdrawals under the SCR component of the GCPP Benchmark.  I should add that 1099 

during the historical period, the Company released gas volumes under its NSS contract 1100 

with NGPL as had occurred during the GCPP Period. 1101 

 Notwithstanding this fatally flawed assumption, Staff witness Zuraski’s “reasoning” 1102 

would restrict the Company from making any changes to its gas supply portfolio that 1103 

were not in effect during the historical period upon which the GCPP was based.  This 1104 

result makes no sense whatsoever, and directly contradicts not only the actual 1105 
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Benchmark formula approved by the Commission, but also the fundamental purpose of 1106 

the GCPP that was to motivate the Company to address the new market challenges and 1107 

opportunities by aggressively managing its gas supply portfolio through innovative, 1108 

non-traditional means.  In my opinion, any attempt to capture the “expected benefits” 1109 

from such storage outsourcing activities through the imputation in the SCA of storage 1110 

withdrawals that the Company no longer controls would be counterproductive to 1111 

implementing the GCPP and the fostering of innovative gas resource strategies by the 1112 

Company.  I would also note that this type of managed storage arrangement existed 1113 

during the historical period, yet Staff witness Zuraski never raised any concerns in the 1114 

GCPP approval proceeding with regard to how such transactions should be treated 1115 

within the context of the GCPP Benchmark calculations. 1116 

 Interestingly, Staff witness Zuraski concedes that there may be legitimate accounting 1117 

purposes for treating some of the NGPL storage transactions as gas purchases rather 1118 

than storage injections and withdrawals.  For that reason, he does not recommend any 1119 

changes to the Company’s gas cost and inventory accounting associated with the above-1120 

described storage release transactions.  From this, I can only conclude that since he 1121 

recognizes that the gas volumes in question are, in fact, not storage withdrawals, his 1122 

proposed adjustment is nothing more than a weak attempt to impute to customers the 1123 

transactional benefits of a third-party deal that properly belong to the Company and 1124 

IMD.  Company witness Barrett further discusses this aspect of Staff witness Zuraski’s 1125 

proposed adjustment. 1126 

 Regarding the reasoning of GCI witness Mierzwa, I can find no support for his 1127 

contention that the Company attempted to manipulate the GCPP Benchmark by 1128 
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excluding gas under its managed storage arrangement with IMD.  In fact, the premise 1129 

upon which he makes this claim is hypothetical at best in view of the gas market 1130 

conditions in 1999 and 2000 that directly affect the SCR, and in turn, the magnitude of 1131 

the SCA and the GCPP Benchmark.  GCI witness Mierwza argues that the Company 1132 

was motivated to reduce its storage withdrawals through this managed storage 1133 

arrangement in order to reduce the SCA22, causing the GCPP Benchmark to increase, 1134 

which would result in an increase in savings (with all other things being equal).  In 1135 

reality, though, the SCR in 2000 was inverted - meaning that as storage withdrawals 1136 

decreased, the SCA instead increased, causing the GCPP Benchmark to decrease rather 1137 

than to increase as assumed by GCI witness Mierzwa.  Therefore, to the extent the 1138 

Company’s withdrawal volumes were reduced in 2000 due to the IMD transaction, the 1139 

GCPP benchmark was lowered, not raised, which reduced the Company’s savings (with 1140 

all other things being equal).  In fact, had the GCPP been in effect in 1999, the SCR 1141 

also would have been inverted. 1142 

 Based on these real circumstances, it is my conclusion that the Company was not at all 1143 

motivated at that time to decrease its storage withdrawals through the IMD transaction 1144 

so it could raise the GCPP Benchmark to create additional savings. 1145 

4. Inclusion of In-Field Transfers in the SCA Calculation 1146 

Q.  Do you agree with the proposed adjustments of Staff witness Zuraski and GCI 1147 

witness Mierzwa to include in the SCA component of the GCPP Benchmark NGPL 1148 

storage withdrawals related to in-field transfers? 1149 

                                                 
22 Assuming that the SCR would be a positive value. 
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A. No.  The issue of in-field transfers was discussed in the Lassar Report, and based on the 1150 

recommendations in that Report, the Company adopted a uniform “netting” 1151 

methodology for treatment of in-field transfers, and restated its GCPP results.  As noted 1152 

in Section VI of the Lassar Report, in- field transfers are the injection and withdrawal of 1153 

gas to maintain the Company’s storage aquifers within a desirable range of operating 1154 

pressures, as opposed to the withdrawal of gas to service the ratepayer.23  The Lassar 1155 

Report concluded that only withdrawals made to service customers should be 1156 

considered in the calculation of the SCA24 and that the “netting method” is a reasonable 1157 

method to recognize these circumstances.25  I agree with the conclusion in the Lassar 1158 

Report that the netting method is a reasonable basis to account for in-field transfers 1159 

within the context of the GCPP, given the operational purpose of such transactions. 1160 

Q. How do Staff witness Zuraski and GCI witness Mierzwa attempt to support their 1161 

proposed inclusion of in-field transfers in the calculation of the SCA? 1162 

A. Both witnesses propose to include in-field transfers as storage withdrawals for two 1163 

reasons.  First, the percentages used to deve lop the injection and withdrawal weightings 1164 

for determination of the SCR were calculated on gas volumes that included in-field 1165 

transfers as storage withdrawals.  Second, the Commodity Adjustment, which was 1166 

designed to account for differences between the Market Index costs and actual gas 1167 

costs, was calculated including in-field transfers as storage withdrawals. 1168 

                                                 
23  See Lassar Report at 49. 
24  Id. at 55. 
25  Id. at 56. 
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Q. Do you agree with the reasoning of these witnesses on this issue? 1169 

A. No.  While it is true that the weightings for the SCR were developed using vo lumes 1170 

without the netting of in-field transfers, it is irrelevant to the issue here because there 1171 

has been no change to those weightings since the approval of the GCPP.  Whether in-1172 

field transfers were excluded or included in the Company’s actual storage withdrawals 1173 

reported during the GCPP Period has no bearing whatsoever on the weightings for the 1174 

SCR.  The claimed impact upon the SCA only occurs because the level of storage 1175 

withdrawals applied against the SCR is lower under the Company’s netting method as 1176 

compared to the higher level of storage withdrawals argued by Staff witness Zuraski 1177 

and GCI witness Mierzwa. 1178 

 Next, while I agree the Commodity Adjustment was designed to account for differences 1179 

between Market Index costs and actual gas costs, this factor was the subject of much 1180 

debate during the GCPP approval process, with alternative proposals ranging from a 1181 

high of positive $0.049/MMBtu to a low of negative ($0.049)/MMBtu.  The 1182 

Commodity Adjustment approved by the Commission incorporated many factors and 1183 

cannot be characterized as an exact representation of the differences between index 1184 

costs and actual gas costs. 1185 

5. Inclusion in the FDA of Actual Costs of the Tennessee and 1186 
Midwestern Contracts 1187 

Q. Please discuss the proposed adjustment of Staff witness Maple to decrease the FDA 1188 

component by including in the GCPP Benchmark the Company’s actual costs of 1189 

the Tennessee and Midwestern pipeline transportation contracts. 1190 
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A. Staff witness Maple speculates that the Company deliberately delayed its negotiations 1191 

with Midwestern and Tennessee in order to have the FDA component of the GCPP 1192 

Benchmark set a higher level.  Because the discount for pipeline capacity ultimately 1193 

received by the Company from these negotiations exceeded by approximately $1 1194 

million the level in the FDA approved by the Commission, he recommends that the 1195 

Company be ordered to refund $1.5 million to its customers (50 percent of $1 million 1196 

per year for three years). 1197 

Q. Do you agree with Staff witness Maple’s recommendation? 1198 

A. No, I do not.  First, Staff witness Maple alleges that the Company deliberately delayed 1199 

negotiations with Midwestern and Tennessee solely in order to increase the level of the 1200 

FDA.  1201 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX1202 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX1203 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX1204 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX1205 

XXXX.  Staff witness Maple cites no evidence that the Company was specifically 1206 

delaying negotiations to increase the FDA.   1207 

 In my opinion, Staff witness Maple’s major complaint seems to be that the Commission 1208 

did not adopt the Staff’s position on the level of Midwestern and Tennessee costs to 1209 

include in the FDA.  Now he is simply attempting to use after-the-fact information  1210 

(i.e., the exact level of Midwestern and Tennessee costs ultimately realized), to support 1211 

a modification to one aspect of the Benchmark formula.  This is retroactive ratemaking 1212 
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and an attempt to re- litigate points already rejected by the Commission, and should not 1213 

be considered by the Commission. 1214 

 Second, Staff witness Maple is attempting to restructure only one aspect of the GCPP 1215 

Benchmark.  As he readily admits, the Commission did not accept all of the Staff’s or 1216 

the Company’s positions in its decision on the FDA component of the Benchmark.  The 1217 

Commission found that the overall FDA level was an appropriate point from which to 1218 

measure future performance and was an appropriate cast-off point for the Company.  1219 

That one individual component of that cast-off point might be different, in hindsight, is 1220 

not a sufficient argument to overturn the Commission’s decision, which was based upon 1221 

a multitude of factors. 1222 

 Finally, I would note that over the entire GCPP Period, the Company’s actual firm 1223 

deliverability costs were less than the level of the FDA costs in the Benchmark by only 1224 

$2.3 million.  However, the magnitude of Staff witness Maple’s adjustment, when 1225 

combined with his proposed adjustment to the Company’s level of capacity 1226 

management credits assumed during the GCPP Period (which I respond to la ter in my 1227 

testimony), far exceeds the savings that the Company actually achieved from this 1228 

component of the GCPP.  His combined adjustments would reduce the FDA component 1229 

of the GCPP Benchmark by approximately $14.7 million, which represents over six 1230 

times the level of savings achieved by the Company in firm deliverability costs.  1231 

Apparently Staff witness Maple would seek to ensure that on a retroactive basis the 1232 

Company’s FDA costs do not fall below that component of the Benchmark.  This 1233 

obvious attempt to restate the GCPP results through a re-specification of the Benchmark 1234 

should not be considered by the Commission.  Clearly, even the Commission’s 1235 
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definition of prudence—the application of which is inappropriate under the GCPP—1236 

would preclude this type of adjustment from being made. 1237 



 

Consol. Docket Nos. 01-0705, 02-0067, 02-0725 56 Nicor Ex. 6.0 

6. Benefits Determination Under the GCPP 1238 

Q. On page 34 of his Direct Testimony, Staff witness Maple takes issue with your 1239 

characterization of savings generated for ratepayers under the GCPP.  Please 1240 

respond to his comments. 1241 

A. Staff witness Maple has taken issue with an incomplete quote attributed to me, when, in 1242 

fact, we essentially agree. As I stated at page 42 of my Direct Testimony, where I 1243 

referred to the three distinct types of benefits under the GCPP, “The first type consisted 1244 

of the savings generated by the difference between Nicor Gas’s actual gas costs and the 1245 

benchmark gas costs, to the extent its actual gas costs were below the benchmark level, 1246 

with those savings divided equally between its customers and shareholders.”  Staff 1247 

witness Maple omitted reference to the italicized portion of my statement.  In response 1248 

to that incomplete statement, he asserts that, “Any savings the customers realize are due 1249 

strictly to the lowering of actual gas costs, irrespective of the benchmark, and even then 1250 

customers realize only 50% of such savings.”  We both agree that savings are generated 1251 

under the GCPP by lowering the Company’s gas costs, and that these savings are shared 1252 

equally between the Company and its customers. 1253 

Q. Staff witness Maple also asserts, “The customers NEVER realize savings due to the 1254 

difference between the benchmark and actual gas costs.  In fact, the customers pay 1255 

Nicor 50% of this difference.”  Do you agree with his statement? 1256 

A. No.  Staff witness Maple’s argument assumes implicitly that the Company’s customers 1257 

are the sole beneficiaries of all gas cost savings.  This is not the case.  The Commission 1258 

determined in its Order in Docket No. 99-0127 that the appropriate allocation of gas 1259 

cost savings under the GCPP should be 50 percent of the difference between the 1260 
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Benchmark and the actual gas costs incurred by the Company.  Under the GCPP, the 1261 

only situation where customers “pay 50% of the difference” between the Company’s 1262 

actual gas costs and the Benchmark is when gas costs are below the Benchmark, and 1263 

only after customers have already received the full benefit of lower gas costs.  They 1264 

“pay 50% of the difference” to fund the Company’s share of those benefits under the 1265 

Commission approved 50/50 sharing arrangement. 1266 

 In effect, Staff witness Maple is comparing apples to oranges by attempting to apply a 1267 

traditional PGA framework to the evaluation of GCPP savings.  In my opinion, this is 1268 

entirely inappropriate and constitutes one more attempt by Staff witness Maple to re-1269 

litigate the GCPP in this proceeding. 1270 

Q. In your Direct Testimony, you stated that the Company’s ability to decrease its gas 1271 

costs from historical levels towards the lower cost of gas inherent in the GCPP 1272 

Benchmark provided significant benefits to its sales cus tomers.  Staff witness 1273 

Maple and GCI witness Mierzwa both disagree with your conclusion and claim 1274 

that there are problems with your underlying analysis.  How do you respond to 1275 

their criticisms? 1276 

A. I have reviewed the computational arguments made by Staff witness Maple and GCI 1277 

witness Mierzwa, and recognize the basis upon which they appear to disagree with my 1278 

findings on one component of the benefits derived under the GCPP.  However, in my 1279 

opinion, their computations do not invalidate the underlying concept I presented in my 1280 

Direct Testimony that the Company’s customers do receive tangible benefits to the 1281 

extent the Company can lower gas costs towards the Benchmark.  A simple example 1282 

can illustrate the concept.  If we assume that the Company’s total cost of gas in the first 1283 
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year of the GCPP is $1,000, and the GCPP Benchmark computed for that year is $500, 1284 

then customers would be charged $750 for purchased gas - $1,000 for the actual gas 1285 

costs collected under the PGA, and a GCPP credit of $250 (funded by the Company) to 1286 

recognize 50 percent of the difference between the actual cost of gas and the level of the 1287 

Benchmark.  Under this scenario, customers would pay $750 instead of the actual cost 1288 

of gas of $1,000.  In other words, by the very existence of the Benchmark and the 1289 

manner in which the GCPP operates, when the Company’s gas costs are higher than the 1290 

Benchmark, customers pay less than the Company’s actual cost of gas. 1291 

 The mechanics of the GCPP Benchmark, and its related sharing arrangement, cause 1292 

customers to receive benefits (funded by the Company) in the form of lower gas costs 1293 

when the Company’s gas costs are higher than the Benchmark, and the Company to 1294 

receive benefits (funded from the savings already received by the customers) when its 1295 

gas costs are lower than the Benchmark. 1296 

 The Benchmark effectively serves as a reference price and provides a degree of 1297 

certainty to customers that they did not have under traditional PGA regulation with 1298 

regard to the gas charges they incur.  This occurs because as the Company’s actual gas 1299 

costs deviate from year to year above or below the computed Benchmark, the refunds or 1300 

surcharges to customers will be a function of the difference between actual gas costs 1301 

and the Benchmark.  As the difference increases, the magnitude of the refund or 1302 

surcharge will increase as well.  This will always cause the annual gas charges to 1303 

customers to move towards the Benchmark price. 1304 
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B. Response to Individual Issues and Related Adjustments 1305 

1. Staff Witness Zuraski 1306 

Q. Please discuss Staff witness Zuraski’s proposed adjustment for the refund of 1307 

NGPL storage carrying charges. 1308 

A. During the GCPP Period, the Company released storage capacity to third parties who 1309 

used the capacity.  For the portion of this gas that was sold to the Company, Staff 1310 

witness Zuraski believes that there were “explicit or implicit” carrying charges included 1311 

in the cost of gas.  Since it is the Commission’s practice to include a return on the cost 1312 

of gas in storage in the Company’s base rates, the Commission’s regulations do not 1313 

allow carrying costs to be recovered as a purchased gas cost recoverable in the PGA.  1314 

On that basis, Staff witness Zuraski recommends that the explicit and implicit carrying 1315 

costs supposedly included in the total price of gas paid by the Company be eliminated 1316 

from the GCPP. 1317 

Q. Do you agree with Mr. Zuraski’s recommendation? 1318 

A. No.  I would first point out that if there were “explicit” carrying costs included in the 1319 

price of gas charged to the Company under those transactions, Staff witness Zuraski 1320 

apparently could not find them, as he provides no evidence of such costs. 1321 

 Regarding the existence of any “implicit” carrying costs, Staff witness Zuraski once 1322 

again provides no evidence that there were any such costs included in the price paid by 1323 

the Company.  The Company agreed to a price that was dependent upon many factors, 1324 

including term, quantity, transportation costs, and other contractual issues.  It is sheer 1325 
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speculation on his part to assume that there was an implicit carrying cost included in the 1326 

gas price. 1327 

 The overly simplistic nature of his logic would suggest that one could impute an 1328 

implicit carrying cost to any gas supply transaction where the Company is not 1329 

purchasing a base- load gas supply simply because suppliers of swing and winter-only 1330 

gas must surely incur carrying costs for these intermittent supply services.  Clearly, 1331 

such an implicit carrying cost is not imputed when gas prices paid by the utility are 1332 

reviewed, whether within a PBR or a traditional PGA context.  Instead, the prices paid 1333 

by the Company for its gas supplies are treated as total delivered prices representing the 1334 

undefined combination of all costs incurred by the supplier in satisfying its contractual 1335 

obligations. 1336 

Q. Please discuss Staff witness Zuraski’s proposed adjustment to reflect the increase 1337 

in gas costs in 2000 resulting from the Company’s IMD storage transaction. 1338 

A. Staff witness Zuraski begins by accepting the Company’s restatement of results for the 1339 

IMD storage transaction, but believes that customers are due an additional refund since 1340 

gas costs increased between the time of the sale in December 1999 and the time the gas 1341 

was subsequently purchased from IMD.  He claims that if the Company had waited 1342 

until sometime in 2000 to enter into the deal with IMD it would have received a better 1343 

price for the gas it sold, and the Company’s net gas costs would have been lower. 1344 

Q. Do you agree with his proposed adjustment? 1345 

A. No.  This proposed adjustment is another example of retroactive ratemaking and it is 1346 

also an attempt to misuse prudence review concepts from traditional PGA regulation 1347 
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within a PBR context.  Staff witness Zuraski focuses on a single transaction, and using 1348 

perfect hindsight of the future price of gas, he concludes that the Company could have 1349 

incurred lower net gas costs had it waited to perform the transaction. 1350 

 As I pointed out earlier, prudence review adjustments (even if they were appropriate in 1351 

a PBR context, which they are not) rely on reviewing the operational or market 1352 

knowledge that the Company, or other parties in this proceeding, either had or did not 1353 

have at the time they had to make the decisions associated with the examples cited.  1354 

Staff witness Zuraski’s adjustment is instead based on hindsight.  Aside from this 1355 

important consideration, PBR mechanisms such as the GCPP are forward- looking in 1356 

nature and should not be judged based on results that first are adjusted to reflect 1357 

changed decisions that undo the underlying economics of the decisions made at the 1358 

time.  In my opinion, the Commission should reject Staff witness Zuraski’s proposed 1359 

adjustment. 1360 

Q. Please discuss Staff witness Zuraski’s proposed adjustment to reflect the 1361 

imputation of carrying charges associated with storage prefills. 1362 

A. Staff witness Zuraski claims that the Company double collected carrying costs since the 1363 

costs of the prefill gas explicitly or implicitly included carrying costs and that these 1364 

costs were included in the gas costs charged to customers during the GCPP period.  1365 

Staff witness Zuraski notes that the Commission allows in base rates a working capital 1366 

adjustment that is based, in part, on the cost of gas in storage inventory.  Since the 1367 

prefill transactions gave the Company the ability to access the low-cost LIFO gas 1368 

layers, with explicit or implicit carrying costs that were included in the cost of gas from 1369 
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suppliers, and there are carrying costs related to storage in base rates, he believes that 1370 

the Company has double collected carrying costs. 1371 

 Staff witness Zuraski’s proposed adjustment is similar to the adjustment he proposes 1372 

with respect to the claimed implicit carrying charges related to the Company’s released 1373 

storage from NGPL.  Both adjustments are equally flawed and inappropriate and should 1374 

be rejected by the Commission. 1375 

Q. Do you agree with his proposed adjustment? 1376 

A. No.  Not only does Staff witness Zuraski attempt to apply PGA prudence concepts to a 1377 

PBR proceeding, he overreaches by attempting to tie a base rate adjustment to a 1378 

purchased gas transaction.  He seems to forget that once base rates are established, 1379 

neither the Company nor the Commission can change those rates, absent a new rate 1380 

filing.  Further, the Company’s base rates are established at a point in time, 1381 

incorporating many cost elements, and reflect the resolution of many issues at the 1382 

conclusion of the particular rate proceeding.  For Staff witness Zuraski now to 1383 

unilaterally decide that one element of the Company’s base rates are impacted by the 1384 

GCPP, without examination of other potentially offsetting costs, is a prime example of 1385 

single- issue ratemaking.  Such an approach has no place in a PBR review proceeding. 1386 

Q. Do you have any comments concerning Staff witness Zuraski’s views on the impact 1387 

of Staff’s proposed adjustments on the Company’s gas cost ranking in Illinois? 1388 

A. Yes.  I would note that almost all of the Staff’s adjustments attempt to impact the SCA 1389 

component of the GCPP Benchmark, or the Company’s gas costs related to the SCA.  1390 

Yet, during the GCPP period, the SCA represented only approximately 6.1%, 11.4%, 1391 
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and 3.2% of the total GCPP Benchmark in 2000, 2001, and 2002, respectively.  In my 1392 

view, the intense focus on the Company’s use of its low-cost LIFO gas layers has 1393 

effectively blinded the Staff, and other parties in this proceeding, to the fact that this 1394 

was a relatively small part of the Company’s overall gas costs during the GCPP Period.  1395 

Clearly, the Company’s success in keeping its gas costs the lowest in Illinois involves 1396 

the management of its entire gas resource portfolio, and reflects the interrelationships 1397 

among the various components of its overall portfolio.  The largest component of that 1398 

gas resource portfolio is the gas commodity itself that the Company must purchase on a 1399 

day-to-day basis.  And the largest component of the GCPP Benchmark is the Market 1400 

Index Cost reflecting the cost of flowing gas supplies.  Not one adjustment proposed by 1401 

the Staff addresses this important component of the Company’s gas supply operations.  1402 

I can only assume from this fact that the Staff believes the Company managed its gas 1403 

commodity purchases in an appropriate manner during the GCPP Period.  Ironically, 1404 

this is also the component of the GCPP Benchmark that could have had the greatest 1405 

influence on the Company’s performance under the GCPP relative to the gas costs it 1406 

incurred during the GCPP Period. 1407 

2. Staff Witness Maple 1408 

Q.  Do you agree with Staff witness Maple’s proposal for a refund to customers 1409 

related to the Company’s level of capacity management credits in 1999? 1410 

A. No.  This proposed adjustment should be rejected.  Based on a single handwritten note 1411 

by an unidentified person, Staff witness Maple constructs an elaborate conspiracy 1412 

theory that has the Company deliberately holding down its efforts to obtain capacity 1413 

release credits during 1999.  He then performs a simplistic comparison of the capacity 1414 
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levels during 1998, 1999 and 2000 and concludes that “it is totally conceivable” that the 1415 

Company could have obtained more credits in 1999 and should have been able “at a 1416 

minimum” to replicate its 1998 performance.  Based solely on these speculations, he 1417 

recommends that the Company refund $1.5 million to customers as part of the PGA 1418 

reconciliation for 1999.  The value of capacity varies due to gas prices, demand for the 1419 

capacity, and the length of the release, as well as any conditions that are put on the 1420 

release, such as recall rights.  Staff witness Maple apparently conducted no analysis of 1421 

these factors in the forming of his recommendation.  Further, the information he does 1422 

cite (i.e., the level of capacity credits in 1998 and 1999), was available to Staff at the 1423 

time of the 1999 PGA reconciliation, and the issue could have been raised at that time.  1424 

Only with the help of speculation and perfect hindsight can Staff witness Maple now 1425 

claim that the level of capacity credits in 1999 should be higher than the level actually 1426 

experienced by the Company in that year. 1427 

Q. Do you agree with Staff witness Maple’s proposal to increase the capacity 1428 

management credit included in the FDA component of the GCPP Benchmark? 1429 

A. No.  As I pointed out earlier, this proposed adjustment is a classic example of 1430 

retroactive ratemaking, whereby Staff witness Maple has attempted to modify the GCPP 1431 

Benchmark and penalize the Company based on results available only after the 1432 

Benchmark was established and approved by the Commission.  As he readily admits, 1433 

the Staff argued against the Commission’s approved methodology for the determination 1434 

of capacity management credits to be reflected in the GCPP Benchmark.  Having lost its 1435 

argument in 1999, the Staff is attempting now to have the Benchmark readjusted in this 1436 

proceeding based on claims that the credits achieved through October 1999 were 1437 
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artificially low, and that the Company’s arguments at that time based on a weaker 1438 

outlook for capacity credits were “self-serving and faulty.”  However, Staff witness 1439 

Maple presents no support to show how the Company’s arguments in 1999 were “self-1440 

serving and faulty.”  Apparently, he believes that since the Company was able to 1441 

generate higher capacity credits in certain years compared to the level included in the 1442 

Benchmark, it is axiomatic that the Company’s arguments, at the time, were wrong.  1443 

There is no basis for penalizing the Company for failing to predict its future capacity 1444 

management credits.  Clearly, the Commission’s definition of prudence precludes this 1445 

type of adjustment from being made. 1446 

3. Staff Witness Knepler 1447 

Q. Please discuss Staff witness Knepler’s proposed elimination of the 2% adjustment 1448 

to the Company’s storage withdrawal volumes. 1449 

A. Staff witness Knepler proposes to reduce gas costs by $26.0 million for the calendar 1450 

years 1999 through 2002 based upon his belief that the Company inappropriately added 1451 

2% to withdrawals from storage to reflect lost and unaccounted-for gas. 1452 

Q. Is Staff witness Knepler’s proposed adjustment appropriate? 1453 

A. No.  Staff witness Knepler’s proposed adjustment smacks of retroactive ratemaking, is 1454 

beyond the scope of this proceeding, and represents an overt attempt to inflate the 1455 

perceived problems associated with the operation of the GCPP. 1456 

Q. Please expand upon why Staff witness Knepler’s proposed adjustment represents 1457 

retroactive ratemaking. 1458 
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A. The Company reduces the nominated volumes delivered to its gas system from 1459 

pipelines for transportation customers by its current unaccounted-for percentage, as 1460 

defined in the Company’s tariffs  (Sheet No. 47).  The current unaccounted-for 1461 

percentage is 2.16.26  The Company’s policy of including an add-on to storage 1462 

withdrawals to recoup unaccounted-for gas costs is not a new policy.  The practice has 1463 

been in place since at least early 1968.  This policy has been discussed with Staff over 1464 

the years, and Staff has never found the policy to be in violation of Administrative Code 1465 

Parts 505 or 525, as Staff witness Mr. Knepler now alleges. 1466 

 Despite Staff’s long awareness of the existence of the 2% add-on factor, Staff witness 1467 

Knepler now proposes to exclude the unaccounted-for-gas factor, not only in the current 1468 

year, but for the last four years.  This flip-flop in regulatory policy clearly represents 1469 

retroactive ratemaking.  The Company should not be held to convenient standards that 1470 

are created after the period of review. 1471 

Q. How do you respond to Staff witness Knepler’s comment that this issue has been 1472 

addressed in other Commission proceedings? 1473 

A. Staff witness Knepler first raised the issue in his direct testimony in Docket No. 01-1474 

0707 on August 15, 2003.  Docket No. 01-0707 is the 2001 PGA reconciliation 1475 

proceeding for Peoples Gas Light and Coke Company (“Peoples Gas”).  Peoples Gas 1476 

witness David Wear appears to have effectively acquiesced to the adjustment, 1477 

presumably because Peoples Gas had larger prudence issues to deal with in its 1478 

proceeding.  It is my understanding that there has not been a final order issued in that 1479 

                                                 
26  See Northern Illinois Gas Co.’s Resp. to Staff’s ICC 31.01 (December 3, 2003). 
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proceeding.  In any case, the fact that the question has been addressed in the Peoples 1480 

Gas 2001 PGA docket, does not in any way bear on whether the adjustment proposed 1481 

by Staff witness Knepler in this proceeding is appropriate. 1482 

 Further, Peoples Gas accepted an adjustment reflecting the proposed change for the 1483 

current review period only.  Unlike here, Staff did not propose to apply the changed 1484 

policy to the last four years of operation for Peoples Gas.  If it had, though, such an 1485 

adjustment may have provoked a much different response from Peoples Gas. 1486 

Q. Please explain why you believe Staff witness Knepler’s proposed adjustment is 1487 

beyond the scope of this proceeding. 1488 

A. The Commission’s Second Interim Order in Docket No. 02-0067 states as follows: 1489 

It is not the Commission’s intent to re-litigate issues resolved in Dockets 1490 
99-0481 and 00-0718 to the extent that the Commission determines that 1491 
its resolution of the issues is unaffected by information revealed to 1492 
parties other than Nicor subsequent to June 1, 2002. 1493 

 Any information pertaining to the Company’s practice of adding the 2% factor to 1494 

storage withdrawals to recover lost and unaccounted-for gas costs was available for 1495 

years prior to the reopening of this proceeding.  This practice was discussed with Staff 1496 

in mid-2000.  Therefore, Staff witness Knepler’s proposed adjustment should be 1497 

rejected for being beyond the scope of this proceeding. 1498 

Q. Please explain why you believe Staff witness Knepler’s proposed adjustment 1499 

reflects an attempt to inflate the potential damages associated with the operation of 1500 

the GCPP. 1501 

A. Staff witness Kneple r does not dispute that the lost and unaccounted-for gas charge is a 1502 

legitimate business expense.  As previously mentioned, the Company has had such a 1503 
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practice in place since at least early 1968.  Moreover, the Company’s practice has 1504 

nothing to do with the existence or operation of the GCPP. 1505 

 Without the benefit of any new information, Staff witness Knepler is now attempting to 1506 

modify the approach to accounting for the unaccounted-for gas resulting from storage 1507 

withdrawals.  His sole focus is on the account ing for the unaccounted-for gas charge.  1508 

Staff witness Knepler has now concluded that the unaccounted-for gas cost is better 1509 

collected in base rates.  Unfortunately, there is no vehicle for the Company to recoup 1510 

any disallowed gas costs associated with the unaccounted-for gas cost, in the absence of 1511 

a gas base rate case, which the Company has not filed for since 1995.  In my opinion, 1512 

such an adjustment , if accepted, would unfairly deprive the Company of the right to 1513 

recover legitimately incurred costs. 1514 

4. GCI Witness Mierzwa 1515 

Q. Please comment on GCI witness Mierzwa’s proposal that in future rate 1516 

proceedings the Commission should impute carrying charges as if Nicor had not 1517 

liquidated its low-cost LIFO inventory. 1518 

A. GCI witness Mierzwa proposes that in future base rate proceedings the Commission 1519 

should impute carrying charges for storage inventory as if the Company had not 1520 

liquidated its low-cost LIFO inventory.  He claims this proposal is necessary “to 1521 

eliminate any benefit to Nicor from its decision to liquidate low-cost LIFO inventory 1522 

which would result from the collection of higher carrying charges.”  His proposal is 1523 

fundamentally flawed and unprincipled, especially in relation to his other conflicting  1524 

proposed adjustments. 1525 
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 Whenever a low-cost gas layer is liquidated under LIFO accounting, the fact that it was 1526 

deemed “low-cost” means that its replenishment (i.e., storage refills) will always occur 1527 

at gas prices that are higher than the original inventory cost of the gas in storage.  The 1528 

increase in inventory cost creates higher carrying charges for the Company in 1529 

subsequent time periods.  To now suggest a reduction in carrying charges would deny 1530 

the Company recovery of a cost component that enabled the creation of significant 1531 

benefits to the Company and its customers. 1532 

 Once again, his proposed adjustment constitutes an attempt to “have it both ways” when 1533 

viewed with his proposal to credit 100% of the benefits to customers associated with the 1534 

liquidation of low-cost LIFO gas.  On the one hand, he wants to fully capture for 1535 

customers the benefit of the Company’s LIFO liquidation strategy.  On the other hand, 1536 

he wants the Company to absorb the higher carrying charges from implementation of 1537 

the strategy as if the gas had never been withdrawn from storage. 1538 

 I should also point out that none of the other witnesses in this proceeding has raised this 1539 

as an issue, and none has proposed a reduction in the Company’s future carrying 1540 

charges. 1541 

Q. Do you agree with GCI witness Mierzwa’s adjustment to eliminate the 1542 

management fees paid by the Company to IMD? 1543 

A. No.  I fundamentally disagree with the basis provided by GCI witness Mierzwa to 1544 

support his adjustment.  He simply contends that because the management fees paid to 1545 

IMD were to “develop strategies to assist Nicor in manipulating its GCPP results,” these 1546 

fees should not be recovered from the Company’s customers.  However, I clearly 1547 

demonstrated earlier that the Company did not “manipulate” the GCPP results. 1548 
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Q. Do you have any comments on GCI witness Mierzwa’s proposal to eliminate the 1549 

interest charges to the Company’s customers? 1550 

A. Yes.  Very simply, GCI witness Mierzwa’s proposed adjustment should be rejected 1551 

because it is unsupported by the facts.  He claims that the Company’s customers “do not 1552 

owe Nicor money” because the application of his adjustments to the GCPP results 1553 

creates a refund for customers.  However, as explained earlier in my testimony, since I 1554 

recommend that his adjustments should be rejected, there is no basis for him to claim a 1555 

refund for customers.  Therefore, the Commission should accept the interest charges 1556 

proposed by Company witness Moretti in his Direct Testimony. 1557 

Q. GCI witness Mierzwa proposes to eliminate the shared benefits earned by the 1558 

Company under the GCPP in 2002.  Do you agree with his proposed adjustment? 1559 

A. No.  His proposed adjustment constitutes a clear case of retroactive ratemaking, is 1560 

highly punitive in nature, and is not supported even by his own arguments.  Despite his 1561 

claims, the GCPP did in fact operate throughout 2002, and did result in significant 1562 

benefits to the Company and its customers.  Yet now, GCI witness Mierzwa attempts to 1563 

undo these results based on his unsubstantiated claim that the Commission would have 1564 

terminated the GCPP after the first two years.  However, Section 9-244(c) specifies that 1565 

the Commission has up to 270 days from the initiation of the PBR review proceeding to 1566 

modify the program, or otherwise complete the proceeding.  Even if the Commission 1567 

had initiated the review proceeding as early as January 1st after the second year of the 1568 

program’s operation, it is reasonable to expect that a determination would not have been 1569 

made before September.  By then, only three months would have remained in the third 1570 

full year of the program.  Moreover, Staff agreed to a three-year period for the GCPP. 1571 
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 Finally, I find it very curious that despite proposing this adjustment, GCI witness 1572 

Mierzwa seems to conveniently ignore it when he proposes five other adjustments that 1573 

were obviously premised upon the GCPP operating in 2002.27  In my view, this is a 1574 

classic case of GCI witness Mierzwa wanting to “have it both ways.”  Indeed, this 1575 

overarching desire to maximize the aggregate value of his adjustments only serves to 1576 

further undermine their reasonableness and acceptability. 1577 

Q. Please comment on Mr. Mierzwa’s assertion that the Company’s gas costs in 2003 1578 

could be negatively affected by the Company’s actions in 2002. 1579 

A. GCI witness Mierzwa asserts that the Company may have acted imprudently by 1580 

withdrawing gas in 2002 to access the low-cost LIFO gas and thereby failing to husband 1581 

storage for use during the latter part of the 2002 – 2003 heating season.  He also states 1582 

that the Company’s gas costs could be adversely affected by the purchase in 2003 of the 1583 

remaining portions of the pre-fill transactions.  His statements are speculative at best, 1584 

and he proffers absolutely no support for these allegations. 1585 

 Further, I find this type of criticism quite curious.  It seems that GCI witness Mierzwa is 1586 

quick to claim all the benefits of the low-cost LIFO gas for the Company’s customers, 1587 

yet at the same time he criticizes the Company for actually accessing this gas through 1588 

which it derived these benefits.  The adjustments proposed by Staff witness Zuraski and 1589 

AG witness Effron also suffer from these same contradictory positions.  Despite their 1590 

                                                 
27 GCI witness Mierzwa’s other proposed adjustments that attempt to modify the GCPP results in 2002 include:  

(1) the adjustment to reflect the additional benefit to customers of the low-cost LIFO gas layers; (2) the 
adjustment to reflect the inclusion of DSS and NSS storage withdrawal volumes; (3) the adjustment to reflect 
the elimination of the “Netting” method for in-field storage transfers; (4) the adjustment to eliminate interest 
charges to customers; and (5) the adjustment to reflect the actual costs of the Tennessee and Midwestern 
transportation contracts. 
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desires, they cannot have it both ways.  This illustrates the highly results-oriented nature 1591 

of their adjustments and provides one more compelling reason why the Commission 1592 

should soundly reject their proposed adjustments. 1593 

Q. GCI witness Mierzwa contends that Nicor may be reserving excess pipeline 1594 

capacity and that an adjustment to gas costs may be appropriate.  Do you have any 1595 

response to his contention? 1596 

A. GCI witness Mierzwa’s contention is speculative at best, and has no place in a GCPP 1597 

review proceeding.  The only basis he provides for his claim is that the Company 1598 

provided firm storage service to off-system customers during the last three winters.  In 1599 

my opinion, the primary reason he raised this point was because this is a theme he has 1600 

relied upon in past PGA reconciliation proceedings of other gas utilities— so why not 1601 

include it here, as well, and see if it provides any support for his overall position.  The 1602 

inclusion of this so-called “adjustment” by GCI witness Mierwza is one more example 1603 

of the unprincipled and results-oriented nature of his presentation in this proceeding. 1604 

Q. Do you have any comments on the Pennsylvania proceeding dealing with the 1605 

liquidation of low-cost LIFO storage gas that you cited in response to a Citizens 1606 

Utility Board (“CUB”) data request? 1607 

A. Yes.  GCI witness Mierwza’s Direct Testimony has mischaracterized my response to 1608 

the data request and was misleading in its discussion of the regulatory ruling in that 1609 

case.  In response to CUB Data Request CF-1.9, I stated that the Peoples Natural Gas 1610 

Company (d/b/a Dominion Peoples) had proposed to liquidate a portion of its low-cost 1611 

LIFO gas as part of its sale of a small underground storage field in Western 1612 

Pennsylvania.  One of the conditions of the sale before the Pennsylvania Public Utilities 1613 



 

Consol. Docket Nos. 01-0705, 02-0067, 02-0725 73 Nicor Ex. 6.0 

Commission (“PPUC”) was to provide all proceeds from the sale of the natural gas in 1614 

storage to Dominion Peoples’ shareholders.  The primary purpose of my citing this case 1615 

was to point out to the Commission that there were other gas utilities that shared a 1616 

position similar to that of the Company on the liquidation of low-cost LIFO storage gas. 1617 

However, GCI witness Mierzwa’s direct testimony describing this proceeding would 1618 

lead one to conclude that the PPUC had already ruled in favor of the position he has 1619 

taken in this case on the liquidation of low-cost LIFO storage gas.  Quite to the 1620 

contrary, the PPUC simply ruled that it was premature to approve this storage asset sale 1621 

until Dominion Peoples could provide details of the proposed sale, including facts 1622 

necessary to determine the value of the property, the identity of the prospective buyer, 1623 

and the terms of the sale.  The PPUC concluded, “We will dismiss the Application 1624 

without prejudice so that Peoples may refile an application at any time in the future 1625 

containing the information and details necessary for us to entertain it.”28  The PPUC did 1626 

not rule on the appropriate treatment to liquidate the low-cost LIFO storage gas.  This 1627 

misinformation from Mr. Mierzwa should not be credited. 1628 

C. Inconsistencies and Contradictions Among the Staff and Intervenor 1629 
Witnesses 1630 

Q. Please describe the nature of the inconsistencies and contradictions that you 1631 

identified among the Staff and intervenor witnesses. 1632 

                                                 
28 See In re the Peoples Natural Gas Co., Docket No. A-122250F0019, Order, at 25 (Penn. Pub. Util. Comm’n 

September 18, 2003). 
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A. My review of the various adjustments proposed by the Staff and intervenor witnesses 1633 

revealed a number of inconsistencies and contradictions that can be categorized as 1634 

follows: 1635 

1. Any adjustments that were not proposed by all Staff and intervenor 1636 
witnesses. 1637 

2. Computational differences or different assumptions among witnesses 1638 
underlying the same proposed adjustment. 1639 

3. Differences in the magnitude of the same adjustment proposed by 1640 
multiple witnesses. 1641 

Q. Can you provide examples of an adjustment that was not proposed by all Staff and 1642 

intervenor witnesses? 1643 

A. Yes.  The following are examples of adjustments that were not proposed by all Staff and 1644 

intervenor witnesses: 1645 

1. The proposed adjustment to increase the Company’s storage withdrawal 1646 
levels in 2001 – proposed only by AG witness Effron and GCI witness 1647 
Mierzwa, and not proposed by Staff. 1648 

2. The proposed adjustment to disallow the Company’s GCPP award in 1649 
2002 – proposed only by GCI witness Mierzwa, and not proposed by the 1650 
AG or Staff. 1651 

3. The proposed adjustment to increase the level of capacity management 1652 
credits reflected in the FDA component of the GCPP Benchmark –1653 
proposed only by Staff witness Maple, and not proposed by the AG or 1654 
GCI. 1655 

 These three examples show that among these parties there is no clear agreement on their 1656 

positions on issues, or on their related adjustments. 1657 

Q. Can you provide examples of computational differences or different assumptions 1658 

among witnesses underlying the same proposed adjustment? 1659 



 

Consol. Docket Nos. 01-0705, 02-0067, 02-0725 75 Nicor Ex. 6.0 

A. Yes.  The following examples demonstrate the differences in the underlying 1660 

computations and assumptions of the Staff and intervenor witnesses for the same 1661 

proposed adjustment: 1662 

1. The proposed adjustment to increase the Company’s storage withdrawal 1663 
levels in 2001 – AG witness Effron uses the average of 1994 through 1664 
1998 to derive a “typical” level of withdrawals, while GCI witness 1665 
Mierzwa uses the lowest level of storage withdrawals during that time 1666 
period. 1667 

2. The proposed adjustment to modify the share-the-savings formula 1668 
reflected in the GCPP Benchmark to eliminate the Company’s portion of 1669 
savings in 2000 and 2002 associated with net withdrawals from storage – 1670 
Staff witness Zuraski uses the average of market index gas prices as his 1671 
proxy for gas market costs, while GCI witness uses the weighted average 1672 
injection price each year as his proxy for gas market costs. 1673 

3. The proposed adjustment to include in the SCA component of the GCPP 1674 
Benchmark NGPL storage withdrawals related to the capacity released to 1675 
IMD – Staff witness Zuraski uses the average of NGPL withdrawals in 1676 
1995 through 1998, while GCI witness Mierzwa uses all DSS and NSS 1677 
withdrawals made by IMD on behalf of the Company. 1678 

 These three examples point out the differences in the underlying computations and 1679 

assumptions made by these parties to support their proposed adjustments.  In my 1680 

opinion, this lack of consensus among these parties also demonstrates that it is a highly 1681 

subjective process and, hence, unreliable to establish operational assumptions for these 1682 

types of analyses that attempt to replace the real-time decisions made by the Company 1683 

during the GCPP Period. 1684 

Q. Can you provide examples of differences in the magnitude of the same adjustment 1685 

proposed by multiple witnesses? 1686 

A. Yes.  The following are examples of the differences in the magnitude of the same 1687 

adjustment proposed by multiple witnesses: 1688 
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1. The proposed adjustment to increase the Company’s storage withdrawal 1689 
levels in 2001 by GCI witness Mierzwa—$67.1 million—compared to 1690 
AG witness Effron— $4.0 to $16.5 million29 1691 

2. The proposed adjustment to eliminate the Company’s gas sale to an 1692 
affiliate by Staff witness Zuraski—$4.3 million—compared to GCI 1693 
witness Mierzwa—$0.4 million 1694 

3. The proposed adjustment to lower the Company’s costs of the 1695 
Midwestern and Tennessee capacity charges contained in the GCPP 1696 
Benchmark by GCI witness Mierzwa—$3.6 million—compared to Staff 1697 
witness Maple—$1.5 million 1698 

 These three examples show that there is a wide variation among these parties in the 1699 

magnitude of their proposed adjustments to address the same issue and underscore just 1700 

how subjective and unreliable these parties’ post hoc adjustments are. 1701 

V. The Company’s Compliance with the Commission’s GCPP Order 1702 

Q. Please identify the requirements in the Commission’s Order approving the GCPP 1703 

with which you believe the Company must comply. 1704 

A. Based on a review of the Commission’s Order in Docket No. 99-0127, I have identified 1705 

the following requirements with which the Company must comply: 1706 

• File tariffs that conform to the terms of the Commission’s Order (page 1707 
42) to implement the approved GCPP. 1708 

• Conform to the agreed upon regulatory accounting treatment for the 1709 
recording of the Company’s annual results under the GCPP, and for its 1710 
proper inclusion in the Company’s rates through the annual PGA 1711 
reconciliation process. 1712 

• Develop the procedures, structure, and process to satisfy the annual 1713 
reporting requirements and other provisions referred to in the 1714 

                                                 
29  It is unclear from AG witness Effron’s Direct Testimony whether or not he is proposing an explicit adjustment 

to address this issue. 
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Commission’s Order (page 39) that will enable the Commission to 1715 
adequately monitor the Program’s implementation. 1716 

• Participate in a two-year review of the GCPP to determine whether the 1717 
Program is meeting its objectives. 1718 

Q. Do you believe the Company has complied with the Commission’s Order 1719 

approving the GCPP? 1720 

A. Yes.  The Company took the following specific actions to comply with the 1721 

Commission’s Order in Docket No. 99-0127 approving the GCPP: 1722 

• The Company filed new tariff leaves implementing Rider 4 – Gas Cost  1723 
Performance Program, and revised its then existing Rider 6 – Gas Supply 1724 
Cost, effective January 1, 2000. 1725 

• The Company established acceptable regulatory accounting methods for 1726 
the recording of its annual results under the GCPP, and for their 1727 
inclusion in the Company’s annual PGA reconciliation process. 1728 

• The Company established annual reporting requirements enabling the 1729 
Commission to adequately monitor the program’s implementation in 1730 
accordance with Section 9-244 (b)(7) of the Illinois Public Utilities Act, 1731 
and provided annual reports to the Commission in conjunction with the 1732 
Company’s annual PGA reconciliation process. 1733 

• The Company made accounting adjustments to its results under the 1734 
GCPP for the years 2000 –2001 based on recommendations contained in 1735 
the Lassar Report.  The Company also filed with the Commission its 1736 
restated GCPP results, as well as its GCPP results for 2002, on April 3, 1737 
2003. 1738 

• The results of the GCPP were verified as being computationally accurate 1739 
as part of an audit of the Company’s financial results conducted by 1740 
Deloitte & Touche LLP. 1741 

• The Company is actively participating in this proceeding that constitutes 1742 
the two-year review of the GCPP. 1743 

Q. Since the GCPP no longer is in operation, do you believe it is still appropriate in 1744 

this proceeding to review whether the GCPP is meeting its objectives? 1745 
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A. No.  I believe that determination is a moot point because the GCPP no longer is in 1746 

operation.  As I said earlier, however, since the Staff and the intervenors have taken 1747 

issue with the level of benefits derived under the GCPP and the apportionment of those 1748 

benefits between the Company and its customers, I believe the Commission should 1749 

recognize those specific considerations in this proceeding as well. 1750 

Q. Does this conclude your rebuttal testimony in this proceeding? 1751 

A. Yes. 1752 




