
Docket Nos. 01-0705, 02-0067 and 02-0725  Nicor Gas Ex. 16.0 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

Illinois Commerce Commission ) 
on Its Own Motion ) 
 ) Docket No. 01-0705 
Northern Illinois Gas Company d/b/a Nicor Gas ) 
Company ) 
 ) 
Reconciliation of Revenues Collected under Gas ) 
Adjustment Charges with Actual Costs Prudently ) 
Incurred ) 
 ) 
Illinois Commerce Commission ) 
on Its Own Motion ) 
 ) Docket No. 02-0067 
Northern Illinois Gas Company d/b/a Nicor Gas ) 
Company ) 
 ) 
Proceeding to Review Rider 4, Gas Cost Performance  ) 
Program, Pursuant to Section 9-244(c) of the Public  ) 
Utilities Act ) 
 ) 
Illinois Commerce Commission ) 
on Its Own Motion ) 
 ) Docket No. 02-0725 
Northern Illinois Gas Company d/b/a Nicor Gas ) 
Company ) 
 ) 
Reconciliation of Revenues Collected under  ) 
Gas Adjustment Charges with Actual Costs ) 
Prudently Incurred ) 

Surrebuttal Testimony on Reopening of 

ALBERT E.  HARMS  

Manager, Rate Research 
On Behalf of 

Northern Illinois Gas Company 
d/b/a Nicor Gas Company 

March 12, 2004 



Docket Nos. 01-0705, 02-0067 and 02-0725 1 Nicor Gas Ex. 16.0 

Q. Please state your name and business address. 1 

A. My name is Albert E. Harms.  My business address is 1844 Ferry Road, Naperville, 2 

Illinois 60563-9600. 3 

Q. Are you the same Albert E. Harms who previously filed Rebuttal Testimony in this 4 

proceeding? 5 

A. Yes. 6 

Q. What is the purpose of your Surrebuttal Testimony? 7 

A. The purpose of my Surrebuttal Testimony is to respond to the rebuttal testimonies of 8 

Staff witnesses Zuraski, Maple and Knepler and CUB/CCSAO witness Mierzwa. 9 

Q. Mr. Maple and Mr. Zuraski each state that the Company withheld the Inventory 10 

Value Team Report (“IVTR”).  Please comment. 11 

A. The Company did not “withhold” the IVTR; the IVTR did not fit within the scope of any 12 

data request served on the Company in Docket No. 99-0127.   13 

Q. Please comment on the statements of Messrs. Zuraski, Maple and Mierzwa that the 14 

IVTR was responsive to CUB 27. 15 

A. I continue to disagree.  In his Rebuttal Testimony, Mr. Zuraski appears to acknowledge 16 

that the IVTR was not directly responsive to CUB 27.  He states that the IVTR “analyzes 17 

or studies the issue and, at least indirectly, provides a projection of how much profit 18 

could be extracted from the low-cost LIFO layers.”  (Zuraski Reb., p. 41, line 836, 19 

emphasis added).  Mr. Zuraski’s acknowledgement that that the IVTR was not directly 20 

responsive is certainly a concession on the part of Staff.  However, I do not believe that 21 

the IVTR was even indirectly responsive to CUB 27.   22 
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 Mr. Maple states that the market value of the LIFO inventory in the IVTR is about 23 

“potential profits.”  On this basis, Mr. Maple faults the Company for not including the 24 

IVTR in its response to CUB 27.  The IVTR, however, simply was not a projection, 25 

analysis or study which examined the extent to which the Company may profit under its 26 

proposal.  The IVTR dealt with the value of the LIFO inventory asset and not the amount 27 

that Nicor might be able to “profit under its proposal.”  Value of inventory and PBR 28 

profit projections are in my opinion two separate and distinct concepts. 29 

Q. In his testimony, Mr. Mierzwa implies that you agree that the IVTR “was an 30 

analysis, and thus clearly responsive to CUB Data Request No. 1- 27.”  Please 31 

respond. 32 

A. I agree that the IVTR was an “analysis or study.”  However, I have consistently 33 

maintained that it is my belief that it is not an analysis or study of the extent to which  the 34 

Company could profit under the PBR.  I do not agree with Mr. Mierzwa’s conclusion, 35 

which is not supported by the facts. 36 

Q. Mr. Zuraski again states that the Buckets Reports were responsive to CUB data 37 

request 1.17 in the instant docket.  Please comment. 38 

A. As I noted in my Rebuttal Testimony, this information was responsive to CUB 4.07 and 39 

4.08 and was provided in response to these data requests in this proceeding.  As indicated 40 

in the Company’s response to CUB 1.17, the GCPP was a comprehensive benchmark and 41 

in my opinion, it is not possible to accurately measure the “savings” achieved against the 42 

benchmark by separate activity or strategy.   43 
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Q Mr. Mierzwa references your statement that if you had been aware of the bucket 44 

reports, you would have consulted with counsel as to their responsiveness.  Please 45 

comment. 46 

A. Mr. Mierzwa is correct in that I would have consulted with counsel had I been aware of 47 

the bucket reports.  I would have done so primarily because I believed that it was not 48 

possible to accurately estimate savings by separate activity and, in my opinion, the bucket 49 

reports could not have been accurate. 50 

Q. Mr. Maple states that you do not refute the contents of the Post Board of Directors 51 

meeting report from early 2001.  Please comment. 52 

A. I clearly state in my Rebuttal Testimony that “(t)his document does not accurately portray 53 

my understanding of the Company’s intentions as they existed in 1999 with respect to the 54 

GCPP.”  (Harms Reb., pp. 5-6, line 111).  Again, I do not believe it was the Company’s 55 

intent to actively manage the low-cost LIFO to meet or beat the benchmark.   56 

 This document, which Mr. Maple relies on to ascertain the Company’s pre-GCPP 57 

intentions, was drafted nearly two years after the decision to go forward with the GCPP 58 

took place. 59 

Q.  Mr. Mierzwa discounts your Rebuttal Testimony as to whether the Company 60 

intended to utilize LIFO to meet or beat the GCPP benchmark because you were 61 

not a decision-maker.  Please comment. 62 

A. It is true, I was not a decision maker with respect to the GCPP.  However, I was present 63 

and participated at the February 16, 1999 meeting of the Financial Policy Committee 64 

(“FPC”) during which the FPC considered and discussed whether the Company should 65 
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file the GCPP.  As I stated in my Rebuttal Testimony, the presentation to the FPC did not 66 

rely on active management of low-cost inventories as a justification for the GCPP 67 

proposal.  It was at this meeting, the FPC authorized moving forward with the GCPP, 68 

which was filed on March 1, 1999. 69 

 In addition, during the pendency of Docket No. 99-0127, I attended several meetings at 70 

which Nicor’s strategies relating to the pending PBR proceeding were discussed and 71 

addressed.  I do not recall any discussion at these meetings regarding active management 72 

of the low-cost LIFO inventory as a strategy.   73 

 I also was present at the November 29, 1999 meeting where the FPC met to consider the 74 

Commission’s Final Order which had been issued on November 23, 1999.  As I stated in 75 

my Rebuttal Testimony, I do not recall any discussion of actively managing low cost 76 

inventories as a strategy.  Indeed, the document that was distributed at that meeting 77 

itemized how the Company might succeed under the GCPP (attached to my Rebuttal 78 

Testimony as Appendix A).  Nowhere on that document is there any item relating to low-79 

cost gas LIFO layers. 80 

 Neither CUB/Cook nor Staff discusses these meetings and my testimony regarding them. 81 

Q. Mr. Knepler disputes your statement that Nicor has been using the 2% methodology  82 

“under Commission oversight” since before 1970 because the Commission’s first 83 

reconciliation of gas costs was in 1979.  Please comment. 84 

A. Ever since the Company was formed in mid-1950, there has been a purchased gas 85 

adjustment in one form or another that required filings with the Commission to approve 86 

the Company’s changes in gas costs. Before the Commission instituted annual 87 
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reconciliations of gas costs, purchased gas adjustment filings required substantial 88 

documentation to be filed for Staff’s review whenever a change in the price was 89 

requested. This documentation was reviewed by Staff and the Company did receive 90 

inquiries from Staff.  After annual reconciliations were instituted by the Commission, the 91 

Company was required to provide less documentation with each filing. The Company has 92 

always operated under Commission oversight and the opportunity for further inquiry into 93 

Company practices has always been available to the Commission. 94 

Q.  Mr. Knepler states that while he remembers discussion between Staff and Nicor in 95 

the summer of 2000, these were general discussions regarding Nicor’s lost gas 96 

problem rather than specific discussions regarding the 2% adjustment.  Please 97 

comment. 98 

A. I do recall discussing the 2% storage factor adjustment and explaining it at a meeting in 99 

the summer of 2000.  I also recall that over the years, I have discussed this issue with 100 

Staff.  Moreover, the document that I attached to my Rebuttal Testimony (Appendix B), 101 

which was given to staff at the meeting in the summer of 2000, identifies the “2% storage 102 

factor” on the very first page of the report and on the first table attached to the report.  103 

This is the same 2% factor that Mr. Knepler is raising as an issue in this docket.   104 

Q. Regarding the presentation by Nicor in the summer of 2000, Mr. Knepler states that 105 

he was not aware  that the 2% factor was being recovered through the PGA. 106 

A. As shown on the previously mentioned report, this discussion was about unaccounted-for 107 

gas which included the 2% storage factor. It is my understanding that for gas utilities in 108 

Illinois, it is common practice to recover unaccounted-for gas through the purchased gas 109 

adjustment.  110 
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Q. Mr. Knepler states that there are alternative accounting treatments that Nicor could 111 

consider in order to recover the 2% factor.  Please comment. 112 

A. It is important to note that Mr. Knepler acknowledges that Nicor is entitled to recovery of 113 

the losses currently recovered under the 2% factor.  The issue with Mr. Knepler’s 114 

position is that his alternative methods of accounting are what I would consider 115 

prospective in nature while his proposed adjustment is retroactive.  This would unfairly 116 

preclude the Company from ever recovering the amount of his proposed adjustment.   117 

 There has not been and there will not be ratepayer harm associated with Nicor’s practice.  118 

However, if the Commission is of the opinion that an accounting change is appropriate, 119 

that change should occur prospectively at the time of Nicor’s next rate case. 120 

Q. Does this conclude your Surrebuttal Testimony? 121 

A.  Yes it does. 122 


