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Q. Please state your name and business address. 1 

A. Donald F. Martino, 1844 Ferry Road, Naperville, Illinois 60563-9600. 2 

Q. By whom and in what position are you employed? 3 

A. I am a Senior Rate Analyst for Northern Illinois Gas Company d/b/a Nicor Gas 4 

Company (“Nicor Gas” or the “Company”). 5 

Q. Are you the same Donald F. Martino that provided direct testimony in this 6 

matter? 7 

A. Yes.  8 

Q. What is the purpose of your rebuttal testimony? 9 

A. The purpose of my rebuttal testimony is to respond to issues raised in the direct 10 

testimony of Illinois Commerce Commission (“Commission”) Staff (“Staff”) 11 

witness, Ms. Burma C. Jones.  Specifically, I will address her recommendation to 12 

disallow the recovery of certain Nicor Gas employee wages and benefits incurred 13 

specifically to support the development and implementation of the Company’s 14 

Commission-approved Energy Efficiency Plan (“EEP”).  Also, I address a 15 

proposed adjustment related to incentive compensation, as well as the lack of an 16 

interest factor on Staff Schedule 1.01, which is necessary to calculate the 17 

reconciliation adjustment.  18 

Q. Were there any other issues raised by Staff or other interveners in the 19 

proceeding in their direct testimony? 20 
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A. Yes.  The Citizens Utility Board (“CUB”) and the People of the State of Illinois 21 

(“AG”) collectively propose a disallowance that will be addressed by Nicor Gas 22 

witness James Jerozal in his rebuttal testimony, Nicor Gas Ex. 4.0. 23 

Q. Are you including any schedules as part of this proceeding? 24 

A. Yes, Nicor Gas Exhibit 3.1 is included with this testimony. 25 

Q. Please explain Nicor Gas Exhibit 3.1. 26 

A. Exhibit 3.1 is a copy of the internal audit report that was submitted to the 27 

Commission on January 26, 2011 and required in Section F of the Rider 29, 28 

Energy Efficiency Plan tariff. 29 

I. RESPONSE TO PROPOSED WAGES  30 
AND BENEFITS DISALLOWANCE 31 

Q. What wages and benefits does Ms. Jones propose to disallow? 32 

A. Ms. Jones proposes a disallowance of $17,936 of wages and benefits she 33 

estimates were paid by Nicor Gas to one of the two employees who were 34 

dedicated to the development and administration of Rider 29 during the first plan 35 

year.  Ms. Jones also proposes to disallow $520 of incentive compensation 36 

expense incurred by Nicor Gas during the first plan year for both of those 37 

dedicated employees.  38 

Q. Do you agree with Ms. Jones’ proposals? 39 

A. No. 40 

Q. Why? 41 
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A. Ms. Jones’ claim is founded on an incorrect assumption.  The $17,936 of wages 42 

and benefits were not being recovered through Nicor Gas’ existing base rates.  43 

Rather, these were new costs that Nicor Gas incurred, specifically related to the 44 

administration of the EEP.  Moreover, these costs were prudently incurred and are 45 

reasonable.  Indeed, neither Ms. Jones nor any other party makes a claim to the 46 

contrary.  As such, those costs qualify as “EEP Expenses”, as that term is defined 47 

in Rider 29, and therefore are recoverable under the provisions of the rider. 48 

Q. Does Ms. Jones contend that the wages and benefits she proposes to disallow 49 

were not reasonable and necessary costs that Nicor Gas actually accrued 50 

during the first plan year to administer the EEP program? 51 

A. No.  There does not appear to be any dispute that the costs were reasonable and 52 

necessary, or that they were actually incurred by Nicor Gas during the first plan 53 

year.  Rather, Ms. Jones argues that those wages and benefits, while actually 54 

incurred by Nicor Gas, were not “incremental costs” and so should not be 55 

recovered under the rider. 56 

Q. Is the term “incremental costs” contained in Rider 29? 57 

A. No. Rider 29 does not use that term nor does it limit Nicor Gas’ cost recovery to 58 

“incremental costs” as asserted by Ms. Jones.  Ms. Jones refers to a data response 59 

by Nicor Gas that uses the term “incremental costs” to refer to costs that are not 60 

being recovered through other approved tariffs.   61 
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Q. Earlier you stated that Nicor Gas did not recover the disputed wages and 62 

benefits expenses through existing, Commission-approved rates.  Can you 63 

provide any evidence to support this statement? 64 

A. Yes.  Section F of Rider 29 provides that Nicor Gas is to perform an annual 65 

internal audit of the operation of the rider.  One of the tests to be conducted as 66 

part of the audit is whether the costs being recovered under the rider are not 67 

otherwise being recovered through other existing, Commission-approved tariff 68 

mechanisms. 69 

Nicor Gas conducted the required internal audit. The internal audit report 70 

found that the costs being recovered through Rider 29 for the first plan year are 71 

not being recovered through other existing, Commission-approved tariffs. A copy 72 

of that internal audit report is attached as Nicor Gas Exhibit 3.1.  The report was 73 

filed with Staff on January 26, 2011 and no party contested its conclusions. 74 

Q. Does Ms. Jones mention this internal audit finding in her direct testimony? 75 

A. No. Ms. Jones does not address this internal audit finding. Instead, she proposes 76 

to exclude $17,936 of wages and benefits apparently based on her incorrect belief 77 

that such costs are being recovered through base rates. 78 

Q. What does the $17,936 represent? 79 

A. The $17,936 represents half of the wages and benefits (less incentive 80 

compensation) for the two employees that were incurred during the last three 81 

months of the thirteen month first plan year, when the Rider 29 EEP was 82 

launched.  Consequently, this amount represents only that portion of wages and 83 



 

 Page 5 of 8 Nicor Gas Ex. 3.0 

benefits earned by these employees once they became entirely dedicated to Rider 84 

29 programs. 85 

Q. Are there any other issues with Ms. Jones’ proposed disallowance? 86 

A. Yes.  It appears that Ms. Jones seeks to determine whether there is a way to 87 

associate an actual current year expense incurred by the Company with the overall 88 

revenue requirement approved in the Company’s last general rate case. 89 

Presumably, once the association is made, the current year expense is considered 90 

by Ms. Jones to be “recovered through base rates”.  Turning to her proposed wage 91 

and benefit disallowance, Ms. Jones finds that the two employees who were 92 

dedicated to the administration of Rider 29 during the first plan year had been 93 

employees of Nicor Gas at the time of its last general rate case with different job 94 

responsibilities.  Ms. Jones argues that half of the wages and benefits of those two 95 

employees are being “recovered through base rates” because overall only one 96 

“incremental” employee was hired since the last general rate case to handle the 97 

former job responsibilities of those two employees. 98 

It is my understanding that the Company’s base rates are set in a general 99 

rate case using a revenue requirement approved by the Commission.  That 100 

revenue requirement is based, in turn, on the amount of just and reasonable utility 101 

expenses that Nicor Gas is able to support for the particular representative test 102 

year used for that rate case.  Unlike certain tariff riders, base rates established in a 103 

general rate case do not track and recover actual costs incurred by Nicor Gas in 104 

future periods. Base rates do not assure Nicor Gas that it will earn any particular 105 

rate of return in any year or be able to recover any specific actual expenses 106 
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incurred in any year.  As such, it is wrong for Ms. Jones to conclude that the 107 

actual wages and benefits she seeks to disallow are being recovered through the 108 

Company’s base rates. 109 

II. RESPONSE TO PROPOSED INCENTIVE  110 
COMPENSATION DISALLOWANCE 111 

Q. Ms. Jones proposes a $520 disallowance related to incentive compensation.  112 

(Jones Dir., Staff Ex. 1.0, Schedule 1.02, page 2 of 2, line 6)  Is her proposal 113 

appropriate? 114 

A. No.  The $520 of incentive compensation that Ms. Jones proposes to disallow was 115 

a prudent and reasonable cost that Nicor Gas incurred related to the administration 116 

of the EEP for the first plan year.  As such, those costs qualify as “EEP 117 

Expenses”, as that term is defined in Rider 29, and therefore are recoverable 118 

under the provisions of the rider. 119 

Q. Is Ms. Jones’ proposed incentive compensation disallowance consistent with 120 

Nicor Gas’ current, Commission-approved incentive compensation plan? 121 

A. No.  The Commission approved Rider 29 as part of the Company’s last general 122 

rate case, Docket No. 08-0363.  In that proceeding, the Commission also reviewed 123 

Nicor Gas’ current incentive compensation plan for the purposes of determining 124 

whether costs of that plan could be recovered through base rates.  Nicor Gas’ 125 

incentive compensation plan is applicable to all management employees, 126 

excluding executive management, and is based on customer performance metrics.  127 

Company-wide, each department receives an appropriate allocation of costs 128 

independent of the specific department’s function.  The Commission found the 129 

Company’s incentive compensation plan to be reasonable.  130 
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Ms. Jones’ argument that incentive compensation costs should be 131 

disallowed on the basis that EEP’s incentive compensation should be separate 132 

from any other department, and that such EEP expenses can not reasonably be 133 

linked to a benefit to customers, is without merit.  In fact, the whole purpose of 134 

Rider 29 is to provide benefits to customers through the reduction of usage, which 135 

serves to lower customers’ bills.  Consequently, Ms. Jones’ claims to the contrary 136 

are inconsistent with the Commission’s prior findings concerning the Company’s 137 

incentive compensation program and the customer benefits brought by the Rider 138 

29 EEP. 139 

Q. Is Ms. Jones’ contention that the $520 in incentive compensation costs should 140 

be disallowed on the basis that Nicor Gas agreed to develop specific incentive 141 

goals for its upcoming mandated energy efficiency program a reasonable 142 

conclusion in this proceeding? (Jones Dir., Staff Ex. 1.0, 4:64-73) 143 

A. No.  The Commission approved Rider 29 on March 25, 2009 as a 4-year pilot 144 

program.  Rider 29, as approved, did not include specific therm savings goals, nor 145 

did it have any formal performance metrics.  Only an annual spending cap was 146 

approved by the Commission.  At the time the Commission approved the 147 

Company’s Rider 29 proposal, legislation was already pending that would 148 

supersede Rider 29.  This legislation, now in effect, requires gas utilities to 149 

implement energy efficiency programs with significantly higher spending 150 

requirements.  Given the probable duration of efficiency programs under Rider 151 

29, it would be unreasonable for Nicor Gas to establish incentive goals that were 152 

specific to Rider 29 performance metrics.  Finally, Ms. Jones’ also claims that her 153 
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disallowance is based on the fact that Nicor Gas agreed to implement a separate 154 

incentive compensation plan with metrics specific to the success of a future 155 

energy efficiency plan – now Rider 30 – is irrelevant to the determination of 156 

whether Rider 29 costs are prudent and reasonable.  157 

III. INTEREST CALCULATION  158 

Q. Included in Staff Exhibit 1.0 is Schedule 1.01.  Does Staff’s calculation for the 159 

reconciliation adjustment include an interest factor? 160 

A. No.  161 

Q. Should the calculation for the reconciliation adjustment include an interest 162 

component? 163 

A. Yes.  Under Section B of Rider 29, the determination of the reconciliation 164 

adjustment includes a factor i which represents the interest rate established by the 165 

Commission and in effect when each adjustment under this section is calculated.  166 

Since the disallowance of wages and benefits totaling $18,456 is disputed, the 167 

interest component continues to calculate to the amount of $47,883 as shown on 168 

Nicor Gas Ex. 1.1, page 2 of 4.  If the Commission were to accept Ms. Jones’ 169 

$18,456 adjustment, the over-collection amount would increase by that amount 170 

and the interest amount would be increased to $47,952.  ($18,456 x 0.005 / 12 x 9 171 

= $69) 172 

Q. Does this conclude your rebuttal testimony? 173 

A. Yes. 174 


