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A. Yes.  This transaction had the effect of removing more recently purchased, higher 1 

cost, LIFO gas from the Company’s stored gas inventory as of December 31, 2 

1999.  Subsequent to this sale, Nicor was able to access older, lower cost, LIFO 3 

layers in 2000 and later years, enabling the Company to reduce its cost of gas as 4 

measured against the benchmark and to earn a reward under the GCPP.  To the 5 

extent that the cost of older LIFO layers was lower than the current market value 6 

of gas, Nicor would capture one-half of that difference for the benefit of its 7 

shareholders. 8 

 9 

Q. Did Nicor eventually restate its accounting for this transaction? 10 

A. Yes.  Nicor ultimately determined that this transaction did not actually represent a 11 

sale to IMD.  The sale originally booked in 1999 was reversed, and the recorded 12 

loss associated with the sale was eliminated.  The higher cost LIFO layers were 13 

restored to the stored gas inventory as of December 31, 1999.  Thus, when Nicor 14 

drew down its inventory in 2000, the withdrawals reflected the restored higher 15 

cost LIFO layers, which had the effect of increasing the cost of gas sold and 16 

reducing the Company’s performance against the benchmark, as compared to the 17 

performance before the restatement. 18 

 19 

B. STORAGE PREFILLS 20 

Q. Please describe the storage prefill transactions. 21 

A. During the term of the GCPP, Nicor entered into agreements with various counter 22 

parties who injected gas into the Company’s storage fields to be paid for at a later 23 
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date.  The price to be paid for the gas was determined at the time of the injection, 1 

as was the time frame in which Nicor was allowed to pay for the gas.3  Nicor did 2 

not include the gas in the inventory on its books of account until it actually paid 3 

for the gas. The intent of the storage prefills was to allow Nicor to maintain the 4 

physical inventory quantities necessitated by operational requirements, while also 5 

preserving access to the lower priced LIFO layers of inventory.  Thus, while the 6 

prefills were physically in stored gas inventory, their existence was not 7 

recognized on the Company’s books of account until Nicor actually paid for the 8 

prefill volumes. The storage prefills were an integral component of the 9 

Company’s strategy to beat the benchmark by liquidating low priced LIFO 10 

inventory. 11 

 12 

Q. Did Nicor eventually restate its accounting for the storage prefills? 13 

A. Yes.  Nicor ultimately determined that the storage prefills should be treated as 14 

product financing arrangements, meaning that the storage prefills were to be 15 

included in inventory at the time that the volumes were injected and Nicor 16 

incurred the obligation to pay for these volumes, although the actual cash 17 

disbursement would take place later.  The restatements affected the Company’s 18 

access to the lower priced LIFO layers and the actual cost of gas in comparison to 19 

the benchmark in 2000 and 2001. 20 

                                                 
3 The price paid also included carrying costs. 
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  In 2000, the restatement of the accounting for storage prefills increased the 1 

benchmark by $24.0 million4 and increased the actual cost of gas by $36.0 2 

million, negatively impacting the Company’s performance against the benchmark 3 

by $12.0 million.  The effect of the restatement in 2001 was even more 4 

pronounced.  The restatement in that year decreased the benchmark by $40.1 5 

million and increased the actual cost of gas by $21.6 million, negatively 6 

impacting the Company’s performance against the benchmark by $61.7 million. 7 

 8 

C. VIRTUAL STORAGE 9 

Q. Please describe virtual storage. 10 

A. Virtual storage treats flowing gas as simultaneous injections to and withdrawals 11 

from stored gas inventory. There is no effect on the actual cost of gas, value of 12 

gas in storage, or anything else of any substance.  The only effect is to increase 13 

the volume and value of gas injected to and withdrawn from storage.  Nicor 14 

employed virtual storage accounting in late 2000.  Because the Storage Credit 15 

Rate was negative (or “inverted”) in that year, the effect was to increase the 16 

volumes of gas withdrawn and to increase the benchmark against which the actual 17 

cost of gas (not affected by virtual storage) was measured. 18 

 19 

Q. Did Nicor eventually restate its accounting for certain volumes of gas in 2000 as 20 

virtual storage? 21 

                                                 
4 Because the SCR was negative in 2000, the increased withdrawals pursuant to the restatement increased 
the bencmark. 
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A. Yes.  Nicor ultimately determined that the volumes treated as virtual storage 1 

should have been treated as flowing gas.  The effect of the restatement was to 2 

reduce the benchmark in 2000 by $9.2 million.  There was no effect on the actual 3 

cost of gas sold. 4 

 5 

D. IN-FIELD TRANSFERS 6 

Q. What is an in-field transfer? 7 

A. An in-field transfer is the relocation of stored gas inventory from one storage field 8 

to another.  In 2000 and 2001 Nicor did not account for in-field transfers in a 9 

consistent manner, sometimes treating in-field transfers as withdrawals and 10 

injections of equal volumes, and sometimes treating in-field transfers as having no 11 

effect on the volumes either withdrawn and injected.   12 

 13 

Q. Did Nicor eventually restate its accounting for in-field transfers in 2000 and 14 

2001? 15 

A. Yes.  Nicor ultimately determined that because the in-field transfers were made 16 

for operational purposes and were not withdrawals for the purpose of providing 17 

service to customers, the transfers should not have been treated as withdrawals 18 

and injections.  The effect of the restatement was to reduce the benchmark in 19 

2000 by $9.7 million, but to increase the benchmark in 2001 by $2.8 million.  20 

There was no effect on the actual cost of gas sold. 21 

 22 




