
KNEPLER DIRECT

Testimony Objection
1. Staff Ex. 4.0, 12:217-24 Previously struck (see Apr. 8, 2004 Tr. at 593:17-

596:2, as to 1999-2000)

Reply:  Staff’s whole position on its previously struck testimony is that simply because 
Nicor Gas has re-filed testimony different from what it had filed in 2004, Staff should be 
allowed to do so as well.  Nicor Gas does not contend that Staff should not be allowed to 
change the substance of its testimony to address the testimony that Nicor Gas now has on 
file.  However, that is different from broadly asserting, as Staff does, that simply because 
Nicor Gas has filed new testimony, evidence that was previously ruled inadmissible 
should now be admitted.  Staff submits neither legal argument nor logic to support that 
proposition.  The ALJs’ previously struck Staff witness Knepler’s proposed adjustment 
related to the 2% Storage Adjustment Factor for the years 1999-2000 and limited the 
issue to the years 2001-2002.  The ALJs’ ruling was based upon the express language of 
the Commission’s Second Interim Order, which established the limited scope of this 
proceeding.  Staff should not be allowed to relitigate the ALJs’ prior ruling and the 
Second Interim Order through Knepler’s new testimony.
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W ITNESS IDENTIFICATION  1 

Q. Please state your name and business address. 2 

A. My name is Steven R. Knepler.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am currently employed as a Supervisor in the Accounting Department of the 6 

Financial Analysis Division, Illinois Commerce Commission (“ICC” or 7 

“Commission”). 8 

Q. Please describe your background and professional affiliations. 9 

A. I hold a Bachelor of Science Degree in Accounting from Illinois State University.  10 

I am a Certified Public Accountant, licensed to practice in the State of Illinois.  I 11 

joined the Commission’s staff (“Staff”) in January 1982.  Prior to joining Staff, I 12 

was employed as an auditor for other State agencies. 13 

Q. Have you previously testified before any regulatory body? 14 

A. Yes, I have testified on several occasions before the Commission. 15 
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Q. Have you previously filed testimony in this proceeding? 16 

A. Yes.  My original direct testimony on reopening was filed on the Commission’s e-17 

docket system on November 23, 2003 as ICC Staff Exhibit 4.00 and my rebuttal 18 

testimony on reopening was filed on February 27, 2004 as ICC Staff Exhibit 8.0.  19 

Although those documents remain on the Commission’s e-docket system, they 20 

were never entered into evidence.  Nicor withdrew its testimony on reopening 21 

that it had previously filed in the reopening and refiled its direct testimony on April 22 

13, 2007.  Pursuant to the ALJs’ (Administrative Law Judges’) notice of May 8, 23 

2009, this testimony is intended to respond to Nicor’s April 13, 2007 direct 24 

testimony on reopening. 25 

Q. What is the purpose of your testimony in this proceeding? 26 

A. The purpose of my testimony is to address Northern Illinois Gas Company’s 27 

(“Nicor” or “Company”) accounting and PGA treatment of the 2% adjustment 28 

factor applied to volumes of gas withdrawn from Company owned aquifer storage 29 

fields.  Staff witness Zuraski has quantified and is sponsoring the adjustment to 30 

correct withdrawals from the Company owned aquifer storage fields; I am offering 31 

testimony to support his adjustment. 32 
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ADJUSTMENT TO CORRECT THE ACCOUNTING FOR THE COST OF GAS 33 
W ITHDRAWN  34 

Q. How does Nicor determine the cost of gas withdrawn from Company owned 35 

aquifer storage fields? 36 

A. For each of its eight aquifer storage fields, Nicor measures the amount of gas 37 

physically withdrawn as determined by meter readings.1  These metered 38 

amounts were then increased by a 2% factor and the resulting totals were then 39 

reported to Nicor’s Accounting Department as representing the storage 40 

withdrawals for the month.  Nicor’s Accounting Department then assigned a cost 41 

to these withdrawal volumes using the LIFO method2; transferred the resulting 42 

cost from a storage account to a gas cost account; and ultimately charged these 43 

costs to customers through the PGA.  For example, if Nicor physically withdrew 44 

100 units of gas from storage, customers were charged for 102 units of gas. 45 

Q. Do you agree with Nicor’s procedures used to determine the cost of gas 46 

withdrawn? 47 

A. No.  Nicor is charging its customers for 102 units of gas when only 100 have 48 

actually been withdrawn.  I disagree with Nicor’s procedure because it violates 49 

the Commission’s PGA rule (83 Ill. Adm. Code 525) and the system of accounts 50 

(83 Ill. Adm. Code 505). 51 
                                                 
1  Nicor monthly “Storage Injections & Withdrawals” report. 
2  LIFO, last in first out method of assigning costs to inventory. 
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Q. What does the 2% withdrawal factor represent? 52 

A. The 2% withdrawal factor represents gas that has been injected into storage and 53 

becomes unavailable under normal operations for withdrawals because it was 54 

used to maintain pressure or it is used in the operation of the storage field.  In the 55 

summary response to Staff Data Requests ENG-1.1 to ENG-1.6, Nicor states, in 56 

part: 57 

 This adjustment of 2% volume is comprised of both (1) un-metered gas 58 
used in the storage process of injecting, withdrawing, and operating 59 
storage reservoirs and (2) replenishment of gas volumes that have 60 
become non-effective in contributing to the performance of the storage 61 
reservoir.  These storage processes include, but are not limited to: 62 

 Well head catalytic heating 63 

 Compressor blowdowns 64 

 Well logging 65 

 Tie-ins 66 

 Process control operation 67 

Q. How did Nicor determine the 2% factor? 68 

A. That information was not included in Nicor’s responses to Staff Data Requests 69 

ENG-1.1 to ENG-1.6.  Therefore, I cannot opine about the appropriateness of the 70 

2% factor because I do not know if it is an arbitrary adjustment or if it is based 71 

upon a study.  However, regardless of the reasoning, it is an improper procedure 72 

for the reasons discussed below.  The Company should not be allowed to charge 73 
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ratepayers through the PGA for gas that has neither been withdrawn from 74 

storage nor consumed by the customer. 75 

Q. Does the 2% adjustment added to metered withdrawals represent gas physically 76 

withdrawn from storage? 77 

A. No, it represents the gas that remains in the storage field as cushion gas or was 78 

used in the operation of the field. 79 

Q. Is the cost of gas injected into storage but not available for withdrawal in the 80 

normal operation of the gas reservoir a PGA recoverable gas cost in accordance 81 

with 83 Ill. Adm. Code 525 (the Commission’s PGA rule)? 82 

A. No.  Storage gas is not chargeable to customers through the PGA until it is 83 

withdrawn and made available for consumption.  According to 83 Ill. Adm. Code 84 

525, the Commission’s PGA rule: 85 

The cost of gas estimated to be withdrawn from storage during the 86 
base period shall be included in the gas charge.  (83 Ill. Adm. Code 87 
525.40(c)). 88 

The cost of gas that I am disallowing (the 2% adjustment) was not withdrawn 89 

from storage during the reconciliation years.  In order to maintain the operational 90 
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pressure of the storage fields3, Nicor injects a certain volume of gas that is not 91 

withdrawn for customer use, but remains within the storage field indefinitely or is 92 

used in the operation of the field. 93 

Q. Please describe how gas cost is properly accounted for when the gas utility has 94 

underground storage facilities in order to be in compliance with 83 Ill. Adm. Code 95 

505 (the USOA for gas utilities). 96 

A. Initially, the cost of gas bought by a utility is charged to the purchased gas 97 

expense account.  However, if portions of these purchases are transferred 98 

(injected) into the storage field, there will be an accounting adjustment to reduce 99 

the purchased gas expense account to recognize this transfer.  The accounting 100 

sequence is to credit (or decrease) the purchased gas expense account and 101 

charge (debit or increase) the gas stored underground account (commonly 102 

referred to as working gas) for the cost of gas injected into storage.  After this 103 

adjustment to reflect the transfer of gas into the storage field, only the cost of gas 104 

actually delivered to the customer remains in the purchased gas expense 105 

account.  The cost of gas in the purchased gas expense account is the amount 106 

charged to the customer through the PGA.  When the gas is ultimately withdrawn 107 

from the underground storage for customer use, the accounting sequence is 108 

reversed.  The cost of the gas withdrawn will be credited (decreased) from the 109 

gas stored underground account and charged back (increased) to the purchase 110 
                                                 
3  Nicor Response to Staff Data Request ENG 1.1 – ENG 1.06 (Response Date November 5, 2003). 
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gas expense account.  Thus, the customer is not charged until the gas is actually 111 

withdrawn and consumed.  112 

Q. Explain how Nicor’s accounting for gas withdrawn from underground storage 113 

deviates from the appropriate accounting previously described. 114 

A. Accounting should be an accurate representation of the events that have actually 115 

happened.  In the case of storage gas, four separate and distinct events have 116 

taken place: 117 

1. Gas has been purchased; 118 

2. Gas has been injected into the storage field; 119 

3. Gas has been withdrawn for customer consumption; and  120 

4. A portion of the gas injected into the storage field remains in storage as 121 
cushion gas or was used in the operation of the field.  This is the gas 122 
represented by the 2% adjustment. 123 

It is event number 4 that Nicor has failed to account for properly.  Nicor has 124 

incorrectly included this gas with the actual withdrawals reported to Accounting.  125 

Thus, Nicor has removed the cost from storage and charged it to gas cost that 126 

will be recovered through the PGA.  This accounting treatment is not an accurate 127 

representation of what actually happened.  Instead, it gives the erroneous 128 

impression that this additional 2% of gas was actually withdrawn from storage.  129 

More importantly, this accounting treatment is inconsistent with PGA rules by 130 

including the cost of gas that was not withdrawn.  Nicor’s non-recoverable 131 
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cushion gas should instead be recovered through base rates while its 132 

recoverable cushion gas should be recovered through the PGA when it is 133 

withdrawn, an event which has not taken place. 134 

Q. How should Nicor account for the gas related to the 2% adjustment factor? 135 

A. When gas is initially injected into storage, it is classified as working gas (or top 136 

gas).  If a portion of this injected gas becomes unavailable for withdrawal, it 137 

should be reclassified to cushion gas – either recoverable or nonrecoverable, or 138 

charged to underground storage expense.4  The cost of recoverable cushion gas 139 

(Account 117, Gas Stored Underground-Noncurrent) remains in storage until it is 140 

actually withdrawn for consumption (and consequently recovered from 141 

ratepayers through the PGA).  The withdrawal of recoverable cushion gas occurs 142 

after the gas utility has made the decision to abandon the storage field, hence 143 

the description “recoverable cushion gas.” 144 

The cost of non-recoverable cushion gas (Account 352.3, Nonrecoverable 145 

Natural Gas) is transferred from storage to plant in service (Account 101, Gas 146 

Plant in Service) and recovered through Nicor’s base rates (as was done in 147 

Nicor’s1995 rate case, Docket No. 95-0219).5  Underground storage expenses 148 

are also to be recovered through a company’s base rates.  The cost of non-149 

recoverable cushion gas and gas used by the utility in the operation of the 150 
                                                 
4  See, Uniform System of Accounts for Gas Utilities Operating in Illinois. 
5  Northern Illinois Gas Company, Proposed General Increase in Rates for Gas Service, Ill. C.C. Docket No. 95-
0219, Order Date April 3, 1996. 
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storage field are not recoverable through the PGA (these costs are recovered 151 

though base rates by a return on the amount included in plant in service in rate 152 

base, depreciation of plant balance, and an O&M expense allowance). 153 

Q. During its1995 rate case, did Nicor reclassify any of its working gas and/or 154 

recoverable cushion gas inventory to non-recoverable cushion gas? 155 

A. In Docket No. 95-0219, Nicor reclassified $21.199 million of working gas (28.255 156 

Bcf) and $4.249 million of recoverable cushion gas (0.976 Bcf) to non-157 

recoverable cushion gas (total of $25.448 million).6  The reclassification to non-158 

recoverable cushion gas increased Nicor’s revenue requirement since the non-159 

recoverable cushion gas is depreciated (unlike working gas and recoverable 160 

cushion gas) and included in rate base.  Thus, Nicor has established the practice 161 

of adjusting its working gas inventory prior to a rate case. 162 

Q. Has the 2% adjustment factor issue been addressed in other Commission 163 

proceedings? 164 

                                                 
6  See, Part 285 Filing Requirements, Schedule B-2.2 and Data Responses IIEC 20 and POD 2.3. 
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A. Yes, this issue was addressed by Staff witness Dennis L. Anderson7 and myself8 165 

in Docket No. 01-0707, the 2001 PGA reconciliation for Peoples Gas Light and 166 

Coke Company (“Peoples”). 167 

Q. How was the issue resolved in the 2001 Peoples PGA reconciliation? 168 

A. In his rebuttal testimony, Peoples witness David Wear states “the Company will 169 

not oppose Staff’s proposed disallowance ($4,628,267) associated with 170 

maintenance gas.  Moreover the Company will account for maintenance gas in 171 

the manner described by Mr. Knepler.”9  That order was entered on March 28, 172 

2006 and the maintenance gas issues were addressed in the “Accounting 173 

Proposals Adopted from the ALJPO” section at pages 8-9, Findings 8, 9 and 11.  174 

(Docket No. 01-0707) 175 

SUMMARY OF PROPER STORAGE ACCOUNTING  176 

Q. Would you summarize your position on the accounting for the 2% adjustment? 177 

A. The PGA does not allow the cost of gas to be charged to customers until it is 178 

available for consumption.  This is precisely why the cost of purchased gas that 179 

is injected into storage is deducted from gas costs and charged to storage 180 

inventory (i.e., reclassified from gas costs to storage inventory).  The cost of the 181 

                                                 
7  ICC Staff Exhibit 2.00, Direct Testimony of Dennis L. Anderson, pp. 47-53. 
8  ICC Staff Exhibit 1.00, Direct Testimony of Steven R. Knepler, pp. 14-28. 
9  Rebuttal Testimony of David Wear, Respondent’s Exhibit F, Non-proprietary, at lines 1220-1228. 
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gas is held in an inventory account until it is withdrawn and delivered to the 182 

customer.  The fact of the matter is that the gas represented by the 2% add on to 183 

actual withdrawals has never left the storage field.  Any loss of this gas while in 184 

storage is the result of, and a cost associated with, the operation of a company 185 

owned storage field.  As such, it is not a recoverable gas cost as defined by 186 

Section 525.40 of the Commission’s PGA rule.  Costs associated with the 187 

development, operation, and maintenance of company owned storage fields can 188 

only be recovered through a company’s base rates.  Thus Nicor’s 2% accounting 189 

adjustment factor applied to Company owned aquifer storage withdrawals: 190 

 Violates Part 525, Purchased Gas Adjustment Clause (Docket 191 
No. 94-0403, Order Date August 23, 1995); 192 

 Violates Part 505, the Uniform System of Accounts (USOA) for 193 
Gas Utilities Operating in Illinois (Docket No. 98-0586, Order 194 
Date January 13, 1999); and 195 

 Is inconsistent with Nicor’s practice of adjusting working gas 196 
inventory in its 1995 rate case (and approved by the 197 
Commission in Docket No. 95-0219, Order Date April 3, 1996). 198 

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS  199 

Q. In your November 2003 direct testimony you made 5 recommendations related to 200 

Nicor’s accounting for the 2% gas lost in storage.  What is the current status of 201 

those recommendations? 202 
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A. The recommendations made in my November 2003 direct testimony, and the 203 

current status of each recommendation (shown in italic font), are the following: 204 

 Recommendation 1:  I recommended that the Commission direct Nicor to 205 
cease the practice of applying an adjustment factor to the quantities of gas 206 
withdrawn from its aquifer storage fields. 207 

Current Status 208 
Adopted in the 2004 rate order.  The Commission agreed with Staff and 209 
ordered Nicor to implement this recommendation: 210 

In sum Nicor has failed to meet its burden that continuing to recover 211 
2% withdrawal factor from Sales customers through Rider 6, Gas 212 
Supply Cost, is just and reasonable.  Staff’s position is adopted in 213 
toto…and Nicor is directed to cease its current practice of recovering 214 
storage losses through Rider 6.  (Docket No. 04-0779, Order, 215 
September 20, 2005, p. 40) 216 

 Recommendation 2:  I recommended that the Commission disallow the cost of 217 
gas and order a refund related to the 2% adjustment factor that has been 218 
charged to ratepayers for the period 1999-2002.  The amount of the refund 219 
related to the 2% adjustment factor has been reflected in the testimony and 220 
schedules of Staff witnesses Zuraski and Everson (ICC Staff Exhibit 1.0 and 221 
3.0, respectively). 222 

Current Status 223 
I am maintaining Recommendation 2.  224 

 Recommendation 3:  I recommended that the Commission direct Nicor to 225 
account for the portion of gas injected into its storage fields in order to 226 
maintain pressure as credits from Account 164.1, Gas Stored Underground 227 
and as charges to Account 117, Gas Stored Underground (for the recoverable 228 
portion of cushion gas) or to Account 101, Gas Plant (for the nonrecoverable 229 
portion of cushion gas). 230 

Current Status 231 
Nicor agreed to adopt this recommendation in its 2008 rate order.  (Docket 232 
No. 08-0363, Order, March 25, 2009, pp. 180-181)  Thus, this 233 
recommendation is no longer necessary. 234 

 Recommendation 4:  I recommended that Nicor be ordered to submit its 235 
revised aquifer storage withdrawal accounting procedures and revised 236 
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monthly storage injections and withdrawals reports to the Commission’s Chief 237 
Clerk with a copy to the Manager of the Accounting Department within 30 238 
days after the date a final order is entered in this proceeding. 239 

Current Status 240 
Nicor agreed to adopt this recommendation in its 2008 rate order.  (Docket 241 
No. 08-0363, Order, March 25, 2009, pp. 180-181)  Nicor has submitted 242 
revised accounting procedures in a letter dated June 29, 2009 with an 243 
effective date of July 1, 2009.  Thus, this recommendation is no longer 244 
necessary. 245 

 Recommendation 5:  I recommended that Nicor perform an annual internal 246 
audit of its gas purchasing, storage injection and withdrawal activities and 247 
submit a copy of the audit report to the Manager of the Commission’s 248 
Accounting Department by May 1 of each year after the date a final order is 249 
entered in this proceeding until May 1, 2008. 250 

Current Status 251 
I am maintaining Recommendation 5; however, because of the passage of 252 
time since the filing of my November 2003 direct testimony, the period for 253 
internal audit should be revised to the 5 succeeding years after an order is 254 
entered in this proceeding, i.e., assuming a final order is entered in 2010, until 255 
2015.  256 

In summary, I am maintaining my original Recommendations 2 and 5 (with 257 

Recommendation 5 being revised for the period to be covered by internal audits); 258 

Recommendations 1, 3, and 4 are no longer necessary as Nicor has already 259 

agreed to or has been ordered to adopt these procedures.  260 

CONCLUSION  261 

Q. Does this question end your prepared direct testimony on reopening? 262 

A. Yes, it does. 263 
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