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I. Introduction 1 

Q. Are you the same Michael E.  Barrett who provided previous testimony on 2 

reopening in this docket? 3 

A. Yes.   4 

II. Purpose of Testimony and Summary of Conclus ions 5 

Q. What is the purpose of your surrebuttal testimony? 6 

A. Nicor Gas Company (“Nicor” or the “Company”) has asked me to address the rebuttal 7 

testimony on reopening of the Illinois Commerce Commission Staff (“Staff”), the 8 

Attorney General, and the Consumer and Governmental Intervenors (“CGI”) 1 (referred to 9 

collectively as “Staff and Intervenors”).   10 

Q.   Before discussing the specific rebuttal testimony of Staff and Intervenors, do their 11 

respective testimonies contain general themes? 12 

A. Yes.  I have ident ified the following general themes in Staff and Intervenor rebuttal 13 

testimonies:  14 

• They seek to disregard Generally Accepted Accounting Principles (“GAAP”) 15 
and the standards and concepts that underlie GAAP; and they do not present 16 
any alternative standard upon which the Illinois Commerce Commission 17 
(“ICC” or “Commission”) can evaluate their proposed adjustments.  The 18 
result is that the adjustments are untethered by any standards and rest on 19 
arbitrary assumptions and calculations; 20 

• They agree with or do not dispute many of the concepts and standards upon 21 
which my positions are based.  They also agree that the Company has 22 
correctly restated its financial statements for many of the transactions that are 23 
the subject of their original concerns and criticisms; and 24 

• They continue to reference, as a basis for other criticisms, accounting errors 25 
that have already been corrected. 26 

                                                 
1  The Consumer and Governmental Intervenors consist of the Citizens Utility Board and the Cook County State’s 
Attorney’s Office. 
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Q. Do you believe that there is a danger in the Staff’s and Intervenors’ desire to 27 

disregard GAAP and be untethered by any standards or principles in developing 28 

the value of their proposed adjustments? 29 

A. Yes.  The fundamental danger is that if the Commission does find that a particular 30 

proposed adjustment is necessary based on the qualitative merits of the adjustment, the 31 

Commission will be in a situation where a valid quantitative adjustment will be difficult, 32 

if not impossible, to determine because the Staff and Intervenors have not provided a 33 

sound basis for quantitative recommendations.  One example of this is Mr. Mierzwa’s 34 

proposed adjustment for 2001 storage withdrawals.  In his direct testimony, Mr. Mierzwa 35 

proposed an adjustment of $67 million while in his rebuttal testimony he has increased 36 

the amount to $114 million, a 70% increase.  This very substantial increase was not the 37 

result of Mr. Mierzwa obtaining new information; rather, it is merely an example of how 38 

unreliable the quantitative value of the proposed adjustments can be when arbitrary, 39 

unsupported and unverifiable assumptions are used.   40 

Q. In what way do Staff and Intervenors attempt to ignore the significance of GAAP 41 

and eschew the use of standards upon which to base their proposed adjustments? 42 

A. There are multiple instances where Staff and Intervenors state that standards do not apply 43 

to their proposed adjustments, including: 44 

• In three instances, Mr. Mierzwa states that I have made a faulty assumption 45 
that regulatory authorities are bound by GAAP (lines 695-696, 703-704, 709-46 
710); 47 

• Mr. Mierzwa states that my criticism of his proposed adjustment for 2001 48 
storage withdrawals is being inconsistent with GAAP is “misplaced” (lines 49 
677-678); 50 

• Mr. Zuraski states that his proposed adjustment for 2001 storage withdrawals 51 
is not an accounting adjustment and, essentially, that accounting rules are not 52 
relevant (lines 554-558); 53 
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• Mr. Zuraski states that relative to the timing of the IMD transaction, his 54 
testimony is not focused on accounting issues (lines 629-630); and 55 

• Mr. Effron states that GAAP provides no insight for his analyses (page 12, 56 
line 7). 57 

Q. Do Staff and Intervenors agree with, or not dispute, any of the concepts and 58 

standards upon which your positions are based? 59 

A. Yes. They either agree with or do not dispute my positions relative to several of their 60 

proposed adjustments, including the LIFO benefit, the 2001 storage withdrawals, the 61 

imputed carrying costs and the IMD transaction.  For these proposed adjustments, they 62 

agree that Nicor’s restated financial statements properly correct the accounting for the 63 

original concern raised.  Other examples include: 64 

• Mr. Zuraski agrees that LIFO is a valid method of accounting for gas 65 
inventory (lines 435-36), that the customers do not own the LIFO layers (lines 66 
444-45), that the Company is allowed to manage its gas in inventory as part of 67 
its strategies designed to reduce costs to its customers (lines 465) and that 68 
customers obtained savings due to the use of the LIFO layers of inventory 69 
(lines 484-85); 70 

• Mr. Effron states that he did not assume that Nicor was required to show any 71 
particular level of withdrawals in 2001 (page 12, lines 21-22); and 72 

• Regarding the implied carrying costs, Mr. Zuraski concedes that Nicor did not 73 
earn a return on the value of gas stored by third parties in NGPL storage in his 74 
response to data request NG-Staff 3.21. 75 

Q. What overall conclusion is implied from these recurring themes in Staff and 76 

Intervenor testimonies?   77 

A. Despite the admissions of Staff and Intervenors that many of Nicor’s adjustments in the 78 

restatement properly correct for and address their criticisms from a GAAP standpoint, 79 

they have chosen to take the extreme position that GAAP should not apply.  However, 80 

since they offer no standard as an alternative, giving the Commission no objective way to 81 
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assess or test their recommendations, their recommendations emerge as arbitrary in 82 

nature rather than the “adjustments” they purport to be.  Some examples include the 83 

following: 84 

• Mr. Zuraski’s proposed LIFO benefit adjustment that ignores any pre-GCPP 85 
withdrawals from LIFO inventory; 86 

• Mr. Zuraski’s proposed 2001 storage withdrawal adjustment that computes 87 
Nicor’s deviation from his assumed target withdrawals even though 88 
Mr. Effron concedes that Nicor was under no obligation to match any pre-set 89 
level of withdrawals; and 90 

• Mr. Zuraski’s proposed adjustment for the 2% adjustment factor that does not 91 
need to flow through the GCPP benchmark mechanism. 92 

Q. How is the rest of your testimony organized? 93 

A. Since the criticism of GAAP is a theme of several witnesses, I will first address the topic 94 

of GAAP and regulatory accounting.  I will then address the proposed adjustments for 95 

each witness individually. 96 

III. GAAP and Regulatory Accounting 97 

Q. Please describe the importance of standards in assessing the proposed adjustments 98 

under the GCPP and how GAAP provides the relevant standards. 99 

A. The proposed adjustments by Staff and Intervenors have the potential to impact the future 100 

amounts to be paid by Nicor’s customers and to impact Nicor’s regulatory and 101 

GAAP-basis financial statements.  Thus, it is imperative that they be held to some 102 

standard to ensure that only items that are necessary and justified are allowed.  The basic 103 

tenets of GAAP—that information must be relevant, reliable, timely, verifiable and 104 
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neutral—provide this necessary foundation upon which to evaluate the proposed 105 

adjustments.2 106 

 As a publicly traded company, Nicor is required to routinely prepare GAAP-basis 107 

financial statements and file them with the Securities and Exchange Commission.  These 108 

general-purpose financial statements are available for all external parties to review.  109 

GAAP is also the foundation upon which Nicor’s filings with the ICC are based.3  Based 110 

on my long experience auditing regulated utilities,4 the common practice for such entities 111 

is to extract the GAAP-basis financial information from its accounting records and then 112 

make any necessary adjustments or reclassifications to comply with specific regulatory 113 

requirements.   114 

Nicor does make adjustments to its GAAP-basis books and records in order to meet the 115 

ICC’s regulatory reporting requirements.  Further, FAS 71 provides a framework under 116 

which Nicor can adjust its general-purpose financial statements to reflect certain 117 

regulatory decisions.  However, these types of adjustments must be based on some 118 

standard to justify their recording; otherwise, the adjustments are arbitrary and result-119 

oriented with no actual merit to the amounts.  Staff and Intervenors have clearly indicated 120 

that their proposed adjustments are not based on GAAP and I do not believe that they 121 

                                                 
2  Statements of Financial Accounting Concepts 2, “Qualitative Characteristics of Accounting Information” 
(SFAC 2). 
3  The Notes to Nicor’s PGA Reconciliation that is filed with the ICC each year state: 

“Nicor Gas maintains is financial books and records in accordance with accounting standards generally accepted in 
the United States of America.  These statements have been prepared from the financial books and records of the 
Company in accordance with the annual reconciliation provision of Section G of Rider 6….” 

The phrase “accounting standards generally accepted in the United States of America” refers to GAAP.   
4  As I stated in my direct testimony, the first five years of my career were with the Federal Power Commission (now 
the FERC) where I performed audits of electric and gas utilities for compliance with the FERC’s Uniform System of 
Accounts.  I also have over 20 years of experience in public accounting where I have performed and supervised 
audits and signed audit opinions for numerous electric and gas utilities all across the United States.  These clients 
have been subject to regulation by the FERC and various state regulatory agencies. 
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have presented any acceptable alternative standard upon which their proposed 122 

adjustments are based.  Simply put, Staff’s and Intervenors’ primary principle seems to 123 

be to construct as large a claim as possible. 124 

Q. Does any GAAP literature specifically state that GAAP is applicable to a regulated 125 

entity? 126 

A. Yes.  Statement of Auditing Standards No.  1, the section of U.S. Auditing Standards that 127 

discusses the standards of financial reporting for all companies, states: 128 

The basic postulates and broad principles of accounting 129 
comprehended in the term “generally accepted accounting 130 
principles” which pertain to business enterprises in general also 131 
apply to companies whose accounting practices are prescribed by 132 
governmental regulatory authorities or commissions.  (For 133 
example, public utilities and insurance companies) 134 

In addition, FAS 71 states:  135 

Authoritative accounting pronouncements that apply to enterprises 136 
in general also apply to regulated enterprises. 137 

 Q. In her rebuttal testimony, Ms. Everson gives the impression that since witnesses are 138 

proposing regulatory adjustments that “could result in a liability on the Company’s 139 

books,” they are permissible under FAS 71.  Is this a correct interpretation?  140 

A. No.  Ms. Everson has attempted to assert that the accounting guidance in FAS 71 141 

somehow provides credibility to or automatically validates Staff’s and Intervenors’ 142 

proposed adjustments.  However, the reality is that while FAS 71 allows that some 143 

refunds ordered by a regulator to be reflected on an entity’s general-purpose financial 144 

statements, FAS 71 does not support or legitimize any of the individual adjustments 145 

proposed by Staff and Intervenors.   146 
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Further, FAS 71 does not provide anyone free rein to develop analyses devoid of 147 

foundation and standards or to propose adjustments based on arbitrary, unsupported and 148 

unverifiable assumptions. 149 

Q. Ms. Everson describes several examples of expenses, rate base or capital structure 150 

items that she has seen properly recorded in an entity’s accounting records in 151 

accordance with GAAP, but that were not allowed for regulatory purposes (lines 68-152 

126).  Does that discussion address the appropriateness of Staff’s proposed 153 

adjustments? 154 

A. No.  None of the specific types of disallowances Ms. Everson discusses are relevant to 155 

Staff’s and Intervenors’ proposed adjustments. 156 

IV.   Witness Richard J.  Zuraski 157 

   A.   Reversal of LIFO Benefit 158 

Q.   Mr. Zuraski attempts to address your criticisms of the bases for his proposed 159 

adjustment to eliminate the LIFO benefit (line 428).  Does Mr. Zuraski dispute the 160 

concepts and standards underlying your position that Nicor was entitled to access 161 

LIFO inventory layers during the GCPP program? 162 

A. No.  On the contrary, he agrees with concepts and standards that lead unequivocally to 163 

the conclusion that Nicor was entitled to use LIFO inventory layers during the GCPP 164 

program.  Specifically:  165 

• He agrees that LIFO is a legitimate method of accounting for inventories 166 
(lines 435-436); 167 

• He concedes that customers do not acquire any quasi-ownership interest in the 168 
LIFO layers (lines 444-445); 169 
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• He agrees that Nicor is allowed to manage gas in inventory as part of 170 
strategies designed to reduce costs to its customers (line 465), and he further 171 
agrees that LIFO withdrawals occurred in four of the five years, 1994-1998, 172 
prior to implementation of the GCPP (lines 475-476); 173 

• He acknowledges, in his direct testimony, that the restatement correctly 174 
accounts for the prefill deals; yet, his rebuttal testimony continues to reference 175 
the prefill deals in support of his proposed adjustment to eliminate the LIFO 176 
benefit (lines 436-437); and 177 

• He does not deny that customers obtained savings due to the use of LIFO 178 
layers of inventory (lines 484-485). 179 

 In addition, he does not refute that the Commission’s Order approving the GCPP ruled 180 

that specific information about the steps which Nicor would take to meet or beat the 181 

benchmark were not required for approval of the GCPP, and that Nicor was not required 182 

to articulate the mechanisms which might generate customer savings.5   183 

Q. Given that he does not dispute the concepts and standards underlying your position, 184 

what is the basis for Mr. Zuraski’s proposed elimination of the LIFO benefit from 185 

the GCPP calculation? 186 

A. I do not believe that Mr. Zuraski has demonstrated any basis that is rooted in any 187 

standard for his proposed elimination.  With no standard on which to base his proposed 188 

adjustment, his calculation of a proposed adjustment is necessarily arbitrary.   189 

Q. Mr. Zuraski criticizes your contention that his calculation is arbitrary and argues in 190 

return that your alternative calculation is arbitrary (starting at line 488).  Are 191 

Mr. Zuraski’s calculations arbitrary? 192 

A. Yes.  That was my point.  The proposed adjustment itself was based on no standard or 193 

principle; and, thus, any calculation of the proposed adjustment was arbitrary.  The 194 

arbitrary nature of the adjustment is demonstrated by the fact that my alternative 195 

                                                 
5  ICC Order in Docket No.  99-0127, dated November 23, 1999, page 39. 
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calculation was 70% less than Mr. Zuraski’s simply by changing the average price and 196 

assuming a level of net withdrawals equal to those that actually occurred prior to the 197 

GCPP.  Because there was no basis for the proposed adjustment, any calculation of the 198 

adjustment would have to rely on theoretical assumptions that have no basis in reality and 199 

cannot be tested.  Nonetheless, if the Commission were to determine that some 200 

adjustment was warranted, it would clearly be more reasonable to consider the historic 201 

level of withdrawals of LIFO layers before the implementation of the GCPP. 202 

Q. Mr. Zuraski claims not to understand why any calculation designed to eliminate the 203 

LIFO benefit from the GCPP calculation should at least consider the historic level 204 

of withdrawals of LIFO layers of inventory before the implementation of the GCPP 205 

(lines 539-540).  Would you clarify why the historic level of withdrawals of LIFO 206 

layers is appropriate? 207 

A. Yes.  Mr. Zuraski admits that withdrawals of LIFO layers took place in four of the five 208 

years, 1994-1998, prior to the implementation of the GCPP.  Given (i) that Nicor is 209 

allowed to access the LIFO inventories, (ii) that the Commission knew Nicor had net 210 

withdrawals in several of the years immediately preceding the implementation of the 211 

GCPP, and (iii) that the GCPP contains no provision denying Nicor the shared benefit of 212 

any cost savings from net withdrawals, it would seem to be unreasonable to propose a 213 

disallowance that does not even consider a typical level of withdrawals of LIFO 214 

inventories from the most recent pre-GCPP period.  To do so would be to impose 215 

retroactively a new penalty on Nicor for behavior that had been acceptable in prior years.   216 
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B. 2001 Storage Withdrawals 217 

Q. Mr. Zuraski proposes to increase the withdrawals from NGPL storage used in the 218 

Storage Credit Adjustment above actual levels.  Does Mr. Zuraski argue that there 219 

is any accounting justification for from inserting a level of withdrawals that did not 220 

occur and was not required?  221 

A. No.  On the contrary, he agrees that his proposed adjustment has no accounting basis 222 

(line 554).  His proposed adjustment is really not an adjustment at all.  Rather, the 223 

proposed elimination of benefit is purely an attempt to increase the claim against Nicor 224 

for deviating from Mr. Zuraski’s assumed target level of withdrawals, a level that Nicor 225 

was under no obligation to match.  As stated in SFAC 2, the foundations of GAAP call 226 

for the use of actual historical events and verifiable data.   227 

Q.   Mr. Zuraski states that you are silent with respect to storage withdrawals in 2000 228 

and 2002 and, in contrast for 2001, argue that his proposal has no accounting 229 

justification (lines 550-552).  How do you respond to that allegation?  230 

A.   Mr. Zuraski is mistaken.  Appendix II to my rebuttal testimony shows all years 2000, 231 

2001 and 2002.  Interestingly, on page 28 of his rebuttal testimony he says that I am 232 

silent on 2000 and 2002, yet on page 29 he acknowledges that I identified an error in his 233 

calculation for 2000.  Obviously, the focus of my testimony was the year 2001 because 234 

that is the year where most of his calculations for his proposed adjustment occurs.  My 235 

criticism of his proposed adjustment applies to making any adjustment at all, not just in 236 

the year 2001. 237 
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 C.   Imputed Carrying Costs 238 

Q.   Mr. Zuraski’s proposed disallowance for carrying charges associated with released 239 

NGPL capacity is purportedly an effort on his part to eliminate double recovery 240 

because the Commission includes a return on gas in inventory in rate base.  Does 241 

Mr. Zuraski argue that Nicor earned a return on the value of gas stored by third 242 

parties in NGPL storage in its rate base in his rebuttal testimony? 243 

A. No.  He is silent on this point in his rebuttal testimony; but, in his response to data request 244 

NG-Staff 3.21, he concedes that Nicor did not earn a return on the value of gas stored by 245 

third parties in NGPL storage.  Hence, there can be no double recovery.   246 

Q.   Did Mr. Zuraski dispute your contention that he presented no evidence (either 247 

volumes or prices) that Nicor paid third parties, who stored gas in NGPL storage, 248 

above-market premiums that could even be considered an imputed carrying cost?  249 

A. No.  Mr. Zuraski cites no information to support any additional claim regarding volumes 250 

of gas stored by third parties on which Nicor allegedly either paid carrying costs or 251 

above-market premiums that reflect carrying costs.  He merely defends 7% as a 252 

reasonable interest rate.  Once again there is no accounting basis for his proposed 253 

adjustment.  He assumes a target level of Nicor inventory in NGPL storage (which Nicor 254 

was under no obligation to match).  He then concludes that any deviation from his 255 

assumption is hidden inventory to which an implied carrying cost should be applied even 256 

though the inventory is not in Nicor’s possession.  Thus, his imputed carrying charge is 257 

arbitrary and has no basis in actual events.  (His discussion of imputed carrying costs 258 

starts at line 591.) 259 
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Q. Mr. Zuraski filed supplemental rebuttal testimony, which you received on March 9, 260 

2004.  Is there any information in the supplemental filing that changes any of your 261 

positions? 262 

A. No.  The supplemental testimony includes information related to Nicor’s 1994 inventory 263 

levels and withdrawals from NGPL storage.  The testimony modestly reduces the amount 264 

of his proposed adjustments for 2001 withdrawals and imputed carrying costs (though his 265 

summary table includes only the reduction in the proposed adjustment for 2001 266 

withdrawals).  As I discussed in the preceding responses, there is no accounting 267 

justification for either of these proposed adjustments.  If anything, his supplemental 268 

testimony further shows that without any standard for the proposed adjustments, the 269 

calculation of the amounts of the adjustments is arbitrary and subject to change.    270 

 D.   Timing of IMD Transaction 271 

Q.   In his rebuttal testimony, Mr. Zuraski reasserts his proposed adjustment based on 272 

his changing of the theoretical timing of the IMD transactions from actual events.  273 

Does he dispute either that the IMD transaction is appropriately accounted for in 274 

the restatement or that Nicor was allowed to access its inventory as part of strategies 275 

designed to reduce costs to customers? 276 

A. No.  Rather he eschews consideration of the accounting for the transaction, saying he is 277 

not focused on accounting issues (line 629).  As noted previously, he also concedes that 278 

Nicor can manage its gas in inventory as part of strategies designed to reduce costs to 279 

customers. 280 

Q. Mr. Zuraski asserts that he saw records showing transactions that ended up as 281 

losses, but did not seek to exclude all of those losses as long as the transaction was 282 
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proper (lines 659-62).  Is that consistent with his claim for an additional adjustment 283 

for the IMD transaction? 284 

A. No.  Though he claims that he does not selectively exclude losses on transactions, that is 285 

exactly what he proposes to do with the IMD transaction.  The IMD transaction was 286 

appropriately accounted for in the restatement.  He selectively seeks to claim an 287 

additional adjustment for the IMD transaction on the basis that the transaction could have 288 

been better (i.e., that there were losses relative to what could theoretically have occurred). 289 

 E.   Affiliate Transaction 290 

Q.   Mr. Zuraski asserts that he determined that the affiliate transaction was improper 291 

(lines 640-642).  Has this been determined? 292 

A. No.  The Lassar investigation, supported by KPMG, looked at this transaction and did not 293 

determine that the transaction was improper.  Further, no impropriety was identified in 294 

the financial restatement and Nicor’s external auditors signed off on the restatement.  295 

Footnote 4 on page 27 of my rebuttal testimony details the factors the Lassar Report 296 

listed as considerations in assessing the propriety of the Enerchange transaction.  297 

Mr. Zuraski did not address these factors.   298 

Q. Mr. Zuraski asserts that he has no qualms with the characterization of his proposed 299 

adjustment for the affiliate transaction as “ad hoc” (lines 646-7).  How do you 300 

respond? 301 

A. That is a fundamental problem with many of Mr. Zuraski’s proposed adjustments.  His 302 

lack of any focus on the accounting for transactions leads to proposed adjustments that 303 

are unprincipled and arbitrary. 304 
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 F. Infield Transfers  305 

Q.   Mr. Zuraski reasserts his proposed adjustment to eliminate the effect of infield 306 

transfers on the SCA, and asserts that GAAP is not relevant to infield transfers 307 

(lines 685-688).  In fact, he goes even further and states that if GAAP is relevant to 308 

infield transfers, the Company was violating GAAP in all the decades prior to the 309 

GCPP program.  Are the GAAP principles relevant to accounting for inventories 310 

and the treatment of infield transfers? 311 

A. Yes.  GAAP principles are relevant.  In particular, three GAAP foundation principles— 312 

use of actual historical events, use of verifiable data, and consistently applied calculation 313 

methods—support Nicor’s accounting restatements for infield transfers.  As I stated in 314 

my rebuttal testimony (starting at line 662), the intent of the SCA in the benchmark was 315 

to account for the savings between the cost of purchasing supplies at seasonally lower 316 

prices for injection into storage and subsequent withdrawals for delivery to customers 317 

when market prices were higher.  By this reasoning, infield transfers which measure only 318 

simultaneous transfers among storage fields rather than withdrawals for delivery to 319 

customers should be excluded from the computation.  Nicor has developed a reasonable, 320 

verifiable way to identify these infield transfers—netting of injections and withdrawals of 321 

gas in a given period—and has already made all necessary accounting adjustments on this 322 

basis.  Those adjustments have been made on the basis of actual, verifiable data, and have 323 

been consistently computed by Nicor. 324 

Further, Mr. Zuraski’s suggestion that historical inventories may not have been recorded 325 

in accordance with GAAP is unfounded.  Inventories were recorded consistent with 326 
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GAAP before the GCPP and the separate identification of infield transfers, and were 327 

recorded consistent with GAAP in the restatement.   328 

 G.   Hub Revenues 329 

Q.   Mr. Zuraski proposes to include certain Chicago Hub revenues as a credit to actual 330 

costs in the PGA during 1999-2002.  He bases his proposal on his assertion that 331 

Chicago Hub storage loans include the cost of natural gas, which is a PGA 332 

recoverable cost (line 699).  How do you respond? 333 

A. No costs of Chicago Hub storage loans flow through the PGA.  Mr. Zuraski’s response 334 

misses the basic concept behind the Commission’s rulings in Docket Nos.  93-0320 and 335 

95-0219 relative to Hub revenues, which is that if non-tariff service costs flow through 336 

the PGA, the non-tariff service revenues need to flow through the PGA.  The 337 

Commission’s decisions uphold the basic accounting principle of matching revenues with 338 

their associated costs.  The services provided in the storage loan agreements that 339 

Mr. Zuraski objects to are provided under blanket certificate authorization from the 340 

FERC, use only facilities whose costs are recovered through base rates, and do not incur 341 

gas costs that flow through the PGA.  The storage loan agreements include full recovery 342 

of fuel charges that are paid by Nicor’s counterparties to the storage loans.  No non-tariff 343 

service costs of these transactions flow through the PGA.   344 

In addition, Nicor has treated Hub revenues consistently since the rulings in Dockets 93-345 

0320 and 95-0219.  There is no evidence and no allegations that Nicor has changed its 346 

treatment of Hub revenues due to the implementation of the GCPP. 347 
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 H.   2% Adjustment 348 

Q.   Mr. Zuraski asserts that his proposed elimination for the 2% adjustment does not 349 

have to flow through the GCPP calculation of proposed savings because it should 350 

have been excluded all along (line 716).  Is there any authority for not flowing 351 

proposed adjustments to gas costs through the benchmark calculation? 352 

A. No.  Once again Mr. Zuraski uses no standard on which to base his proposed adjustments 353 

and so he makes an arbitrary proposal.  Because he believes that the benchmark should 354 

have been different, he unilaterally decides that his proposed adjustment does not need to 355 

flow through the GCPP benchmark mechanism.  This is inconsistent with the GCPP.   356 

V. Witness Jerome D.  Mierzwa 357 

A. Reversal of LIFO Benefit 358 

Q. Mr. Mierzwa references your use of the Consumers decision as demonstrating that a 359 

utility can enter into alternative forms of regulation that give it the potential to 360 

receive some benefit from the withdrawing of low-cost inventory (starting at line 361 

643).  What is your response? 362 

A. I reaffirm that the Consumers decision demonstrates that a utility has been allowed the 363 

opportunity to receive some benefit from the withdrawing of low cost inventory.  In fact, 364 

Mr. Mierzwa’s rebuttal testimony seems to acknowledge the same fact.  He states that 365 

under what he terms “Consumers’ approach,” Nicor perhaps would have been allowed to 366 

share in the low-cost LIFO proceeds. 367 

Q.   Mr. Mierzwa also references your interpretation of the MichCon decision, a 368 

decision that specifically cites management’s prerogative to access inventory, and 369 

that nothing in the decision involves a refund based on the difference between 370 
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historic costs and revenues (Barrett rebuttal testimony lines 257-261).  Does 371 

Mr. Mierzwa’s rebuttal testimony address these specific citations and clarify his 372 

position regarding how the disallowance in the MichCon decision is relevant to 373 

Nicor’s case? 374 

A. No.  Mr. Mierzwa simply continues to assert that the Michigan Commission ordered a 375 

$26.5 million gas cost disallowance in a proceeding involving approving the calculation 376 

of a gas cost recovery factor under traditional regulation, not a PBR proceeding (line 377 

655).  He does not dispute, and in fact ignores, the citations in my rebuttal testimony of 378 

specific pages and statements in the MichCon order that prove that Mr. Mierzwa’s 379 

assertion of the relevance of the disallowance to this Nicor proceeding is false.  The 380 

Order by the Michigan Commission stated that the decision to decrement gas storage was 381 

a matter of management prerogative and that nothing in the case involved a refund based 382 

on the difference between MichCon’s 2001 costs and revenues when MichCon made the 383 

inventory reduction. 384 

B. 2001 Storage Withdrawal 385 

Q.   Has Mr. Mierzwa provided any accounting standard or basis for his proposed 386 

adjustment for Nicor’s 2001 storage withdrawals (line 671)? 387 

A. No.  Mr. Mierzwa’s direct testimony only references the transactions that Nicor has 388 

already corrected, and his rebuttal testimony alleges no other reporting errors.  He does 389 

not dispute that (i) withdrawing inventory is a management prerogative, (ii) Nicor 390 

accounted for its activity correctly, and (iii) Nicor was under no obligation to match any 391 

pre-set level of inventory withdrawals.  Because his proposed adjustment is not based on 392 

any standard, his calculation of his proposed adjustment is theoretical and arbitrary, as is 393 
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reflected in the huge swing in his calculation from $67 million in his direct testimony to 394 

$114 in his rebuttal testimony (line 1077).  395 

C.   Affiliate Discount 396 

Q.   Mr. Mierzwa states that the fact that other unrelated parties entered into 397 

transactions with Nicor on terms equivalent to the terms of the Enerchange 398 

transaction does not legitimize the transaction (lines 683-685).  What is your 399 

response? 400 

A. Mr. Mierzwa has chosen to ignore the many factors that I noted regarding the Enerchange 401 

transaction.  My rebuttal testimony stated that the Lassar Report did not identify any 402 

improper affiliate transactions, and in addition, Nicor’s external auditors signed the 403 

financial statements that did not identify any improper affiliate transactions.  Footnote 4 404 

on page 27 of my rebuttal testimony details the factors the Lassar Report listed as 405 

considerations in assessing the propriety of the Enerchange transaction.  The other factors 406 

considered were: (i) that the transaction was not entered into for the benefit of 407 

Enerchange at the expense of customers; (ii) that the transaction was at arms- length and 408 

(iii) that Nicor had several valid business reasons (both financial and operational) for the 409 

transaction.  Mr. Mierzwa chose to address only one out of the many factors listed, which 410 

leads me to believe that perhaps he finds no fault with the other supporting factors.   411 

Q. Mr. Mierzwa states that your recalculation of Mr. Mierzwa’s  proposed adjustment 412 

for the Enerchange transaction does not credit customers for the full amount of 413 

below-market discount (lines 689-690).  How do you respond? 414 

A. First, I would like to reiterate my prior testimony that no adjustment has been 415 

demonstrated to be necessary for the Enerchange transaction.  Mr. Mierzwa claims that 416 
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the $262,500 does not credit ratepayers for the full amount of the below-market discount 417 

provided to Enerchange.  Mr. Mierzwa calculates his adjustment by comparing the 418 

Enerchange contract price to the spot price on the day of the sale (which was in January 419 

2000).  Given that the contract was for deliveries in September and October 2000, 420 

Mr. Mierzwa’s method for calculating the effect on customers is patently inappropriate.  421 

If it were determined that an inappropriate discount was given, which it was not, the 422 

amount would be based on a comparison of the sales price to the September and October 423 

futures prices which results in $262,500. 424 

 D. Management Fees 425 

Q.   Mr. Mierzwa has revised his proposed adjustment for management fees, but 426 

continues to propose an adjustment to include some fees (lines 711-720).  What 427 

comments do you have on this revised proposed adjustment? 428 

A. As I stated in my rebuttal testimony, there is no basis for this adjustment, even at the 429 

revised amount.  The management fees are legitimate costs and should be included in 430 

recoverable gas costs.  In addition, Staff witness Ms. Everson, in her rebuttal testimony, 431 

has stated that she believes there is no basis to support Mr. Mierzwa’s proposed 432 

adjustment for management fees.   433 

 E.   Accounts Payable Reversal 434 

Q.   Mr. Mierzwa has revised his proposed adjustment for the accounts payable 435 

reversal, but continues to propose an adjustment (lines 721-726).  What comments 436 

do you have on this revised proposed adjustment? 437 

A. As I stated in my rebuttal testimony, there is no basis for this adjustment, even at the 438 

revised amount.  Nicor’s change in policy is reasonable and the policy has continued 439 
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post-GCPP.  In addition, Staff witness Ms. Everson, in her rebuttal testimony, has stated 440 

that she does not see a compelling reason to agree with Mr. Mierzwa on this issue.   441 

VI. Witness Mary H.  Everson 442 

A. LIFO 443 

Q. Ms. Everson suggests (at line 332) that you have attempted to “confuse the 444 

permissible use of LIFO accounting with the improper recording of transactions….”  445 

Do you agree? 446 

A. No.  Ms. Everson and I agree that LIFO is a legitimate inventory costing method, 447 

approved for use by the Commission (line 210).  What Ms. Everson, Mr. Zuraski and 448 

Mr. Mierzwa wish to disregard is that in a proper application of LIFO accounting, certain 449 

financial statement benefits will accrue to Nicor when low cost layers of inventory are 450 

accessed and sold.  There is nothing improper about this. 451 

However, in their calculations of proposed adjustments Mr. Zuraski and Mr. Mierzwa 452 

have continued to assert that any withdrawal of a low-cost LIFO layer by Nicor, even 453 

after all necessary accounting corrections and restatements have been made, is cause for 454 

some sort of hypothetical reversal or reinstatement of that low-cost layer, leading to a 455 

financial penalty.  This approach lacks merit. 456 

 It is misleading of Ms. Everson to suggest that my mission to correct the improper 457 

financial adjustments proposed by Mr. Zuraski and Mr. Mierzwa is an attempt to confuse 458 

LIFO accounting with the improper recording of transactions.  In nearly six pages of 459 

rebuttal testimony, the only improperly recorded transactions she specifically references 460 

are the prefill transactions, which she has already said in her direct testimony (lines 263-461 

264) were properly corrected and accounted for in Nicor’s restatements.  There is nothing 462 
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improper about the transactions Mr. Zuraski and Mr. Mierzwa seek to correct, and thus 463 

their proposed adjustments should be rejected. 464 

 B. Previous Barrett Testimony 465 

Q. Ms. Everson (starting at line 269) states her belief that your positions on prefills and 466 

virtual storage have been inconsistent, within your own testimony and with the 467 

positions held by Mr. Lassar and Nicor’s auditor.  Please comment. 468 

A. I am not in conflict with Mr. Lassar, Nicor, or its current auditor.  Ms. Everson 469 

mischaracterizes my testimony in stating that I am “endorsing” the original treatments of 470 

prefill and virtual storage transactions.  In my direct testimony, I simply set forth 471 

explanations to help the Commission understand the premises for the original accounting 472 

treatments, and that GAAP rules for complex transactions often require experienced 473 

accountants to exercise judgment and weigh a wide variety of competing factors.  474 

However, stronger arguments have been made for the restated accounting treatments, and 475 

I have been clear in my prior testimony that I believe the restatements for prefill 476 

transactions and virtual storage are proper.   477 

 C.   Infield Transfers  478 

Q. Ms. Everson disagrees with your discussion of GAAP in connection with infield 479 

transfers.  What is the connection between GAAP and infield transfers? 480 

A. Since ultimately all elements of the GCPP have an impact on the publicly released 481 

financial statements of Nicor, GAAP is clearly relevant to those elements, including 482 

infield transfe rs.  As I stated in my response to Mr. Zuraski on this same issue, I support 483 

the accounting corrections and restatements for infield transfers already made by Nicor 484 
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on three GAAP foundations:  actual historical events, verifiable data, and consistently 485 

applied calculation methods.   486 

Ms. Everson’s criticism that consistent application alone does not make Nicor’s method 487 

proper is misleading, because that is not what I said.  It is the consistent application of a 488 

reasonable, verifiable method based on actual events that is the key here. 489 

VII. Witness Steven R.  Knepler 490 

A. 2% Adjustment 491 

Q. In support of his proposed adjustment to eliminate the gas related to the 2% 492 

adjustment factor from the PGA calculation, Mr. Knepler repeatedly states that the 493 

gas related to the 2% adjustment is not lost and unaccounted for (line 189).  Is 494 

Nicor’s treatment of the gas related to the 2% adjustment as lost and unaccounted 495 

for reasonable? 496 

A. Yes.  Mr. Knepler cites the first sentence of the American Gas Association (“AGA”) 497 

definition of unaccounted for gas, which is “The difference between the total gas 498 

available from all sources, and the total gas accounted for as sales, net interchange, and 499 

company use.”  The second sentence of the AGA definition goes on to say, “This 500 

difference includes leakage or other actual losses….” Nicor reasonably considers the gas 501 

subject to the 2% adjustment factor as actual losses.  Further indication of Nicor’s 502 

position is found in a Nicor report entitled, Unaccounted-For Gas (UAF) Project, which 503 

is attached as Appendix B to Mr. Harms’ rebuttal testimony.  Mr. Knepler cites the 504 

definition of unaccounted for gas or UAF in this report.  Immediately preceding the 505 

definition of UAF is a list of the items comprising UAF that have been identified and the 506 
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first item listed is the 2% storage factor.  Nicor interprets the gas accounted for by the 2% 507 

adjustment as received into the system but lost and unaccounted for rather than delivered.   508 

Q. Mr. Knepler further states that the 2% adjustment does not properly record events 509 

and sequences of transactions (line 211).  Does Nicor’s treatment of the 2% 510 

adjustment factor properly record events and sequences of transactions? 511 

A. Yes.  The 2% adjustment reflects the estimate of lost and unaccounted for gas from 512 

inventory as other withdrawals are taking place in the normal course.  It matches current 513 

costs with current customers rather than treating these costs as an investment that will be 514 

recovered from future customers over future years. 515 

Q.   Mr. Knepler asserts that the 2% adjustment does not reflect withdrawals from 516 

inventory (line 227).  Is Nicor’s treatment of the gas related to the 2% adjustment 517 

factor as withdrawals reasonable? 518 

A. Yes.  Nicor’s consistent treatment over an extended period of time of the 2% factor as a 519 

withdrawal from inventory has not distorted the book value of gas in inventory.  This is 520 

evident in reviewing the independent inventory verification audits prepared for Nicor by 521 

independent third parties.  For example, a gas inventory verification audit prepared by 522 

Fairchild and Wells, Inc.  and dated December 30, 2002 states that “In our opinion, the 523 

IV studies demonstrated, within reasonable engineering accuracy, that the calculated 524 

volume of gas contained in the different fields is consistent with metered volume or 525 

“book” volume.”  Since Nicor has been consistently applying the 2% adjustment factor 526 

for decades, the fact that the calculated and book volumes are consistent demonstrates 527 

that the treatment of the gas related to the 2% factor as withdrawals from inventory has 528 

not distorted the inventory balance.  There has been no allegation that Nicor has 529 
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attempted  any double recovery of gas costs as a result of the 2% adjustment.  The use of 530 

the 2% adjustment factor by Nicor has caused no harm to Nicor customers. 531 

Q. Mr. Knepler asserts that the 2% adjustment violates the Commission’s PGA rule 532 

and the Commission’s Uniform System of Accounts (lines 229-32).  How do you 533 

respond? 534 

A. The specific item that Mr. Knepler refers to for both the PGA rule and the Uniform 535 

System of Accounts is Section 525.40 (c), which states “The cost of gas estimated to be 536 

withdrawn from storage during the base period shall be included in the Gas Charge(s).” 537 

As previously stated, Nicor’s treatment of the gas related to the 2% adjustment factor as 538 

lost and unaccounted for is reasonable, results in a book inventory consistent with 539 

independent inventory validation audit results, and has caused no harm to Nicor 540 

customers.   541 

Q. Mr. Knepler asserts that the inventory adjustment method in Peoples ongoing ICC 542 

proceeding presents the same issues as the Nicor 2% adjustment factor (line 242).  543 

Do you agree with Mr. Knepler that the issues surrounding the Peoples inventory 544 

adjustment method are relevant to the 2% adjustment in this proceeding? 545 

A. No.  First, the Peoples proceeding is an ongoing proceeding.  As part of attempting to 546 

resolve the proceeding Peoples has decided not to contest Staff’s proposed treatment of 547 

its inventory adjustment method.  The Peoples proceeding is therefore not relevant as a 548 

guideline for this proceeding.  Second and more importantly, Nicor’s use of the 2% 549 

adjustment factor has caused no harm to customers and I have seen no allegations of 550 

harm to customers.  Conversely, Mr. Knepler himself raised allegations that when 551 

Peoples inventory adjustment factor for gas purchases for PGA customers and for third 552 
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party customers were factored in, the accounting resulted in PGA customers being 553 

charged for gas costs for third party customers.  (Docket No.  01-0707, ICC Staff Exhibit 554 

1.0, lines 480-485).  The fact that there are no allegations of harm to customers due to 555 

Nicor’s 2% adjustment factor distinguishes it from the Peoples situation.   556 

Q. Mr. Knepler states that Nicor’s treatment of the 2% adjustment factor is not 557 

relevant and representationally faithful (lines 278-80).  How do you respond? 558 

A. Nicor’s 2% adjustment factor is both relevant and representationally faithful.  It does not 559 

distort inventory balances and it accurately matches the cost of providing service with the 560 

provision of service.  The use of the 2% adjustment factor has not resulted in any double 561 

recovery of gas costs and has caused no harm to customers. 562 

Q. Mr. Knepler discusses permissible accounting conventions to record inventory 563 

adjustments.  Is Nicor’s treatment of the  2% factor consistent with that discussion? 564 

A. Yes.  Mr. Knepler concedes that it is permissible to adjust gas inventories to reflect 565 

physical inventory validation (lines 300-304).  Nicor’s consistent application of the 2% 566 

adjustment factor has resulted in book inventories that reflect physical inventories as 567 

confirmed by physical inventory validation.  The longstanding use of the 2% factor 568 

suggests that it has been subject to financial statement audits and PGA reconciliations 569 

over many years and has not had to be adjusted. 570 

Q.   Would a retroactive change in the treatment of the 2% adjustment factor that 571 

Mr. Knepler is proposing be appropriate? 572 

A.   No.  If the Commission believes that an accounting change is appropriate, the change 573 

should occur prospectively in the context of the Company’s next rate case.  Proposing to 574 

make a retroactive cost elimination, an elimination of historical costs that can never be 575 
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recovered in future base rates, is extreme and unfair.  Nicor has consistently applied the 576 

2% adjustment factor for decades.  There are no allegations that the 2% adjustment factor 577 

has harmed customers.  There is no evidence and no allegations that Nicor introduced this 578 

adjustment due to its implementation of the GCPP.  To raise this issue, unrelated to 579 

Nicor’s entering into the GCPP, in the context of the GCPP reopening proceeding is 580 

unfair and reflects extreme bias. 581 

VIII. Witness David J.  Effron 582 

Q. Mr. Effron discusses his calculation of cost differences using alternative 2001 583 

storage withdrawals.  He states that certain assumptions are required and that it is 584 

“instructive” to examine what would have happened if 2001 storage withdrawals 585 

would have been a different amount than those recorded by Nicor (page 12).  Do you 586 

feel that this exercise justifies any proposed adjustment? 587 

A. No.  Mr. Effron could create any number of scenarios that he feels Nicor’s 2001 storage 588 

withdrawals should have or could have been, but to propose an adjustment to Nicor 589 

books and records based on assumptions is not appropriate.  Importantly, he seems to 590 

back away from using his calculations to develop a proposed adjustment in saying that he 591 

did not assume that Nicor was required to show any particular level of withdrawals. 592 

Q. Mr. Effron states that the accounting restatements have not corrected the problem 593 

of alleged under-withdrawals of gas from storage in 2001 (page 13).  How do you 594 

respond? 595 

A. As I discussed in my rebuttal testimony, the accounting restatements addressed the 596 

problem of alleged under-withdrawals of gas.  Mr. Effron has not presented any new 597 

arguments that counter my testimony. 598 
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Q. Does this conclude your testimony? 599 

A. Yes, it does. 600 


