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I. INTRODUCTION1

Q. Please state your name and business address.2

A. James M. Gorenz, 1844 Ferry Road, Naperville, Illinois 60563.3

Q. By whom are you employed?4

A. Northern Illinois Gas Company d/b/a Nicor Gas Company (“Nicor Gas” or the 5

“Company”).6

Q. Are you the same James M. Gorenz who submitted direct testimony on reopening 7

on behalf of Nicor Gas, dated April 13, 2007, and rebuttal testimony on reopening8

on behalf of Nicor Gas, dated April 29, 2011, in these Dockets?9

A. Yes.10

Q. Are there any attachments to your testimony?11

A. Yes.  Attached to my testimony is Nicor Gas Exhibit 8.1, which is a schedule that 12

presents accumulated interest calculated through December 31, 2011 on amounts owed to 13

Nicor Gas under Rider 6, Gas Supply Costs.14

II. SUMMARY OF TESTIMONY15

Q. What are the purposes of your surrebuttal testimony on reopening in this 16

proceeding?17

A. The purposes of my surrebuttal testimony on reopening are: (1) to respond to certain 18

rebuttal testimony on reopening of Illinois Commerce Commission (the “Commission”) 19

Staff (“Staff”) witnesses Richard J. Zuraski (Staff Ex. 5.0) and Mary H. Everson (Staff 20

Ex. 6.0), on the subjects of Mr. Zuraski’s proposed storage arrangement “carrying costs” 21
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adjustment and Ms. Everson’s recommendation that Nicor Gas update its figure for the 22

amount owed to Nicor Gas under Rider 6, respectively; and (2) to respond to certain 23

rebuttal testimony on reopening of Citizens Utility Board (“CUB”) witness Jerome 24

Mierzwa (CUB Ex. 2.0) relating to Nicor Gas’ accounting restatements.25

Q. Please summarize your response to Mr. Zuraski’s rebuttal on the subject of his 26

storage arrangement carrying costs proposal.  (Zuraski Reb., Staff Ex. 5.0, 4:29-27

5:52).28

A. Mr. Zuraski’s storage arrangement carrying costs proposal is inappropriate, and, in 29

addition, it ignores customer benefits.30

Q. Please summarize your response to Ms. Everson’s request that Nicor Gas update its 31

figure for the amount owed to Nicor Gas under Rider 6.  (Everson Reb., Staff Ex. 32

6.0, 2:30-42).33

A. Consistent with my direct testimony, the net amount Nicor Gas is seeking to collect 34

through Rider 6 in this proceeding, excluding interest charges, is $4,397,428.  (Gorenz 35

Dir., Nicor Gas Ex. 2.0, 6:99-100).  Nicor Gas has updated its computation of interest 36

associated with this net refund and has determined that $1,973,370 in interest will have37

accumulated through December 31, 2011.  Accordingly, the total amount to be collected 38

by Nicor Gas is $6,370,798 as of December 31, 2011.  (Nicor Gas Ex. 8.1).39

Q. Please summarize your response to Mr. Mierzwa’s rebuttal on the subject of Nicor 40

Gas’ accounting restatements.  (Mierzwa Reb., CUB Ex. 2.0, 12:275-17:374).41

A. As indicated in my rebuttal testimony in the Company’s 2004 rate case, all appropriate 42

accounting adjustments relating to Nicor Gas’ natural gas procurement activity have been 43
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completely and accurately reflected in its restated and independently audited financial 44

statements for the years the former Gas Cost Performance Program (“GCPP”) was in 45

effect.  (Docket No. 04-0779, Gorenz Reb., Nicor Gas Ex. 26.0, 48:1075-77).  As such, 46

Mr. Mierzwa’s proposed adjustments relating to third-party managed volumes are 47

inappropriate.48

III. DISCUSSION49

A. The “Carrying Costs” Proposal50

Q. Mr. Zuraski, in his rebuttal on reopening (Staff Ex. 5.0, 4:29-5:52), defends his 51

proposed storage arrangement carrying costs adjustments.  How do you respond?52

A. Nicor Gas’ Rider 6, Gas Supply Costs, provides that costs associated with the 53

procurement of natural gas are recoverable from its customers, subject to Commission 54

review.  During the period of operation under the GCPP, benefits generated from 55

third-party storage management arrangements were considered a component of the net 56

cost to procure natural gas for customer use and, accordingly, effectively reduced the cost 57

of gas under Rider 6.  As such, the utility’s treatment of the benefits attributable to the 58

storage arrangement, whereby it credited them to Rider 6, was appropriate.59

Mr. Zuraski contends that an element of the net benefit that accrued equally to the 60

customers and shareholders was carrying costs incurred by the third-party storage 61

manager.  Mr. Zuraski’s position is inappropriate on a couple fronts.  First, as indicated in 62

my rebuttal testimony on reopening, the storage arrangement was evaluated by the utility 63

and determined that it did not represent a product financing as defined in generally 64

accepted accounting principles.  (Gorenz Reb., Nicor Gas Ex. 3.0, 14:285-92).  As such, 65

an adjustment to Rider 6 would not be appropriate, because the costs belonged in Rider 6.  66
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Second, though the storage arrangement may have allowed Nicor Gas to avoid carrying 67

costs, more importantly it provided a significant opportunity to the utility’s customers to 68

potentially benefit from the value of certain storage optimization activities that were 69

undertaken by the counterparty to the arrangement.70

Q. How were Nicor Gas’ customers to benefit from the storage arrangement?71

A. In an effort to maximize the value of its storage fields, Nicor Gas entered into a storage 72

arrangement with a counterparty that it believed would assist in capturing some of this 73

value.  The benefits of the storage arrangement were to accrue to the utility and its 74

customers equally under the GCPP.  In determining the benefits/profits stemming from 75

the arrangement, the counterparty was reimbursed for their costs, which included a cost 76

of capital associated with executing their strategy.77

Q. When the Company acquires a product or service from a counterparty is it 78

customary that it pay the counterparty for its cost of capital?79

A. Indirectly, yes.  When any company determines a sale price for its product or a rate for its 80

service, it incorporates not only the direct material, direct payroll and overheads, but also 81

its financing/carrying costs.  82

As an example, when an interstate pipeline determines their rates to charge 83

shippers, they include costs associated with operating and maintaining the pipeline, a 84

return of their investment (i.e., depreciation expense) and a return on their investment 85

(i.e., financing/carrying costs).  The shipper is simply paying a price to obtain a service;86

the components of such price are irrelevant.87
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Q. Does GAAP, regulatory accounting, or Rider 6 require the utility to impute a 88

carrying cost on every product or service acquired and reclassify it to interest 89

expense?90

A. No.  To do so would be impractical, inconsistent with GAAP, and inconsistent with basic 91

rate making principles.92

Q. So why are the carrying costs associated with this storage arrangement any 93

different?94

A. I do not believe they are any different.  I believe the only reason they are singled out in 95

this proceeding is because they were specifically identified as an element in the profit 96

calculation within the storage management arrangement.  The natural inclination is to 97

suggest or argue then that they are not recoverable under Rider 6.98

Q. Mr. Zuraski contends that Nicor Gas already is or may be recovering through base 99

rates a return on the gas in storage that was released to the counterparty.  (Zuraski 100

Reb., Staff Ex. 5.0, 5:46-48).  Do you agree with his assertion?101

A. No.  Although Nicor Gas does earn a return on its investment in gas in storage, because it 102

is carried on the utility’s financial statements at cost on a last-in, first-out basis as 103

opposed to current replacement cost, the utility’s actual carrying costs are potentially 104

much greater than what is recovered through base rates.105

B. Updated Amount Owed to Nicor Gas106

Q. In her rebuttal on reopening, Ms. Everson recommends that Nicor Gas update its 107

figure for the amount owed to Nicor Gas under Rider 6.  (Everson Reb., Staff 108

Ex. 6.0, 2:30-42).  How do you respond?109
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A. The net amount Nicor Gas is seeking to collect through Rider 6 in this proceeding, 110

excluding interest charges, is $4,397,428.  The utility has updated its computation of 111

interest associated with this net refund and has determined that $1,973,370 in interest will 112

have accumulated through December 31, 2011.  Accordingly, the total amount to be 113

collected by Nicor Gas is $6,370,798 as of December 31, 2011. A copy of the interest 114

computation is included as Nicor Gas Exhibit 8.1 to my surrebuttal testimony.  115

Q. Please explain Nicor Gas Exhibit 8.1.116

A. Nicor Gas Exhibit 8.1 provides a summary of the additional over or under-recovery for a 117

reconciliation year to be refunded to or collected from customers under Rider 6 118

(commonly referred to as “Factor O”) by year.  It also sets forth the utility’s interest 119

calculations on the Requested Factor O by year.120

Q. What interest rate did Nicor Gas use to calculate the interest on the Requested 121

Factor O for each year?122

A. The utilized interest rate varies by year, and is the interest rate approved by the 123

Commission for each year, respectively.124

C. The Restatements125

Q. Mr. Mierzwa contends that Nicor Gas did not properly account for certain 126

withdrawals in its accounting restatements, and challenges Nicor Gas to show in its 127

surrebuttal that they were properly reclassified.  (Mierzwa Reb., CUB Ex. 2.0, 128

12:275-17:374).  How do you respond?129

A. As indicated in my rebuttal testimony in the Company’s 2004 rate case, all appropriate 130

accounting adjustments relating to Nicor Gas’ natural gas procurement activity have been 131
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completely and accurately reflected in the Company’s restated and independently audited 132

financial statements for the years the GCPP was in effect.  (Docket No. 04-0779, Gorenz 133

Reb., Nicor Gas Ex. 26.0, 48:1075-77).  As it relates to third-party managed volumes, 134

such volumes were not considered to be owned by Nicor Gas and therefore were not 135

included as a part of Nicor Gas’ inventory on its financial statements in accordance with 136

GAAP. As such, Mr. Mierzwa’s proposed adjustments relating to third-party managed 137

volumes are inappropriate.  138

IV. CONCLUSION139

Q. Does this conclude your surrebuttal testimony on reopening?140

A. Yes.141
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