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I. Witness Identification 1 

Q. State your name and business address. 2 

A.  Richard J. Zuraski, Illinois Commerce Commission, 527 East Capitol Avenue, 3 

Springfield, Illinois, 62701. 4 

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

A.  I am employed by the Illinois Commerce Commission (“Commission”) as a Senior 6 

Economist in the Energy Division’s Policy Program. 7 

Q. Are you the same Richard J. Zuraski that provided direct testimony in this 8 

proceeding? 9 

A.  Yes. 10 

II. Purpose of Testimony 11 

Q. What is the subject matter of your rebuttal testimony on reopening? 12 

A.  This rebuttal testimony responds to the testimony of Nicor Gas witnesses James M. 13 

Gorenz, Philip R. O’Connor, and Paul R. Carpenter.  14 

III. Other Exhibits Sponsored by the Witness 15 

Q. Are you sponsoring any exhibits as part of your rebuttal testimony? 16 

A. Yes, in addition to my testimony, I am sponsoring the following exhibits: 17 

 Staff Exhibit 5.1 (Confidential) is a copy of NIC 041576, a document provided in 18 

response to Staff data request ICC 7.05.  It is referenced in Section VI.F of my rebuttal 19 

testimony, in relation to the identification of transactions that gave rise to Staff’s hub 20 

services adjustment. 21 
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 Staff Exhibit 5.2 (Confidential) is a schedule that I prepared showing Staff’s hub 22 

services adjustment is limited to the portion of multi-cycle gas loan revenue that was 23 

recorded as utility income, and is further limited by an allocation between years.  It is 24 

also referenced in Section VI.F of my rebuttal testimony. 25 

 Staff Exhibit 5.3 is a set of 7 schedules which, for all intents and purposes, replace 26 

Attachments 1 through 7 of Staff Exhibit 1.0, summarizing Staff’s adjustments.  This 27 

exhibit is referenced in Section VII of my rebuttal testimony.  28 

IV. Response to Nicor Gas Witness Gorenz 29 

Q. On page 14 of his rebuttal testimony (Nicor Gas Ex. 3.0), Mr. Gorenz testifies that he 30 

disagrees with your proposed exclusion from the PGA of certain carrying costs 31 

associated with a natural gas storage arrangement, which you discussed in your 32 

direct testimony on pages 42-44.  He contends that “subsequent to the release of the 33 

Lassar Report, Nicor Gas determined that the costs in question could not properly be 34 

characterized as product financing under applicable accounting rules, and 35 

accordingly an adjustment to remove the costs from the PGA was not appropriate.”  36 

Does Mr. Gorenz’s testimony resolve the issue in your view? 37 

A.  No.  While the storage arrangement may not be considered “product financing,” 38 

there is no question that the arrangement allowed Nicor Gas to avoid direct carrying costs 39 

for gas in storage.  However, carrying costs for gas in storage did not just go away, 40 

altogether.  They were shifted to Nicor’s counterparties, who would not accept that burden 41 

without receiving something of value in exchange, thereby increasing the cost of the deal 42 

for PGA customers.  The “something of value” is documented in the records cited in 43 

Footnote 34 of my testimony, as filed on March 9, 2011.  Had it been the case that carrying 44 

costs are normally recovered through the PGA, then I would have no issue.  However, they 45 
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are not normally recovered through the PGA.  To the extent to which such carrying costs 46 

are already included in base rates, the storage arrangement in question allowed Nicor Gas 47 

to recover the carrying costs both in base rates and through the PGA.  The situation would 48 

have been worse for ratepayers in the absence of the GCPP; at least the GCPP required 49 

Nicor Gas to return half of the additional PGA costs back to ratepayers through the sharing 50 

mechanism.  My proposed adjustment would require the other half to be returned to 51 

ratepayers.   52 

V. Response to Nicor witness O’Connor 53 

Q. Please comment on the “two key potential advantages of performance based 54 

ratemaking” identified by Nicor witness O’Connor. 55 

A.  Nicor witness O’Connor identifies the two key potential advantages of performance 56 

based ratemaking:  “cost minimization that does not come at the expense of degraded 57 

service” and “greater flexibility,” which he states “is likely to encourage innovation that 58 

actually improves service and expands opportunities for customer choice or new services.” 59 

(See O’Connor Rebuttal, Nicor Gas Ex. 4.0, pp. 5-6)   60 

  I would agree that these are potential benefits of tying rates to utility performance.  61 

However, I see no evidence that this potential was realized in the case of the Nicor GCPP.  62 

Take the LIFO liquidation strategy, for example (which is addressed in more detail in the 63 

next section: Response to  Nicor Gas Witness Carpenter).  The “savings” derived from the 64 

LIFO layer liquidation are transitory, if not illusory, and have nothing to do with being 65 

“more productive over the longer haul.”  (See O’Connor Rebuttal, Nicor Gas Ex. 4.0, p. 5.) 66 

The long-term effect of the LIFO layer liquidation—higher  inventory costs in Nicor’s rate 67 

base for the indefinite future— is not consistent with “cost minimization.”  Similarly, the 68 
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sale of the LIFO layers was not innovative in the sense of improving services, expanding 69 

customer choice or providing new services.  70 

VI. Response to Nicor Gas Witness Carpenter 71 

A. Low-Cost LIFO Layer Liquidation 72 

Q.  On page 23 of his rebuttal testimony (Nicor Gas Ex. 5.0), Nicor Gas witness 73 

Carpenter asserts that there is no justification for the proposals of CUB witness 74 

Mierzwa, AG witness Effron, and Staff witness Zuraski, to effectively take back 75 

Nicor’s 50% share of the computed savings that can be attributed to liquidating low-76 

cost LIFO layers.  Do you agree with him? 77 

A.  No.  I believe there is ample justification for refunding to customers Nicor’s 50% 78 

share of the computed savings that can be attributed to the liquidation of low-cost LIFO 79 

layers.   80 

Q. What is the basis for refunding to customers Nicor’s 50% share of the computed 81 

savings that can be attributed to the liquidation of low-cost LIFO layers? 82 

A.  One of the findings the Commission made in order to permit Nicor to implement 83 

the Gas Cost Performance Program (GCPP), as required under Section 9-244(b)(8) of the 84 

Public Utilities Act, was the following: “the GCPP, as modified by this Order, provides for 85 

an equitable sharing of any economic benefits between Nicor Gas and its customers to the 86 

extent the program results in such benefits.”  Docket 99-0127, Order, November 23, 1999; 87 

finding (5)(viii). 88 

  The benefits to be shared between Nicor Gas its customers were to be the benefits 89 

which resulted from the GCPP.  As the Staff testimony described below establishes, Nicor 90 

Gas hid its strategy to liquidate LIFO layers within the GCPP; this prevented the 91 

Commission from discharging its statutory obligation to weigh the economic benefits of 92 
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the GCPP.  Nicor thus made it impossible for the Commission to “provide[] for an 93 

equitable sharing.”  94 

  Lines 216-271 of my direct testimony in these consolidated proceedings (ICC Staff 95 

Exhibit 1.0R), as well as the sections of the testimony of Staff Witness Maple entitled 96 

“Low Cost LIFO Layers in Storage,” and “Directive to Hide LIFO from Staff” (ICC Staff 97 

Exhibit 2.0R, lines 142-388, and lines 993-1138, respectively) document that Nicor’s 98 

Inventory Value Team (“IVT”) identified the LIFO layer liquidation strategy in a report 99 

dated October 1998 (Stipulated Exhibit 1).  They also show that the strategy was essential 100 

to Nicor’s GCPP, and that “Nicor employees believed there was a corporate directive that 101 

no employee was to inform Staff of the LIFO benefit unless asked a direct question.” ICC 102 

Staff Exhibit 2.0R, lines 999-1001.  The scheme to hide the LIFO strategy from the 103 

Commission was successful from its inception until the release of the whistleblower fax in 104 

2002.  105 

Q. Please explain your view that the proceeds of the LIFO liquidation did not properly 106 

result from the GCPP and should not be included when computing savings from the 107 

program. 108 

A.  In my view, Nicor’s scheme to produce GCPP-recognized “savings” by liquidating 109 

low-cost LIFO layers from its gas storage inventory was little more than an elaborate shell 110 

game.  A shell game involves an individual’s offer to a “mark” to engage in a contest for 111 

money.  The object is to track a pea, supposedly placed under one of three shells, in plain 112 

view, which then are quickly shuttled around the game table.  The mark does not realize 113 

that the pea has been palmed by the individual conducting the game, and can’t be found 114 

under any of the shells.   115 
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 In this shell game, Commission Staff and intervenors in Docket No. 99-0127 were the 116 

perfect marks.  Attention was focused on the pea:  the potential for the company to 117 

manipulate storage in a way that would be adverse to customers, but still show “savings” 118 

under the program’s benchmark formula.  But Nicor did not disclose the true nature of its 119 

game; and no one saw what Nicor Gas was really hiding under its shells:  the LIFO layers.  120 

Nicor’s claim that it could not manipulate storage because it is all a function of weather was 121 

misleading and false, as the LIFO liquidation strategy gave Nicor complete control over the 122 

accounting of storage injections and withdrawals.  Only with the release of the whistleblower 123 

fax, and the ensuing review of Nicor documents, did it finally become clear that the hidden 124 

pea was the LIFO layers, and the palming of the pea was the LIFO liquidation strategy.  As 125 

discussed above, it is well documented that Nicor Gas’ strategy was dependent upon LIFO 126 

liquidation from the time it began contemplating the petition seeking a GCPP.  127 

Q. How did the liquidation of the older low-cost LIFO layers affect the benefits to 128 

customers and to Nicor in the long run? 129 

A.  One of the effects of these transactions was to substantially increase the book value of 130 

Nicor’s storage gas inventory, as the liquidated low-cost LIFO layers were replaced at a 131 

significantly higher cost .   In traditional ratemaking proceedings, public utilities are permitted 132 

to recover reasonable expenses plus a reasonable return on the investment the utility has 133 

dedicated to serving the public.  As I explained in my direct testimony (ICC Staff Exhibit 134 

1.0R, lines 351-353 and 389-401), under traditional ratemaking, gas in storage is considered 135 

to be a part of a gas utility’s rate base.  It is thus permitted to recover a return on that 136 

investment. 137 

  In the Order entered in Docket No. 04-0779, the first traditional rate proceeding 138 

subsequent to the LIFO liquidation, the Commission considered the book value of Nicor’s gas 139 
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in storage, and permitted the full amount to be included in rate base.
1
  As things currently 140 

stand, then, Nicor has recovered 50% of the “savings” derived through depletion of the old 141 

low-cost LIFO layers through the GCPP, and has, since 2005, been recovering a return on the 142 

increased cost of the replacement gas as result of the Commission’s Order in Docket No. 04-143 

0779.  144 

Q. Nicor witness Carpenter testifies that “Unquestionably, the GCPP approved by the 145 

Commission would allow Nicor Gas to retain 50 percent of the benefits of the liquidation 146 

of the low-cost LIFO layers.” Nicor Gas Ex. 5.0, lines 441-442. Please comment.  147 

A.  The fact is that the Order approving the GCPP was in part premised on the 148 

Commission’s ignorance of the LIFO liquidation strategy.  This ignorance was procured by 149 

Nicor’s own scheme to hide those benefits from the Commission.  150 

  This docket’s purpose is to permit the Commission to address all issues relating to the 151 

operation of the GCPP. By hiding its LIFO liquidation strategy, Nicor prevented the 152 

Commission from making an informed decision of whether “the GCPP . . . provides for an 153 

equitable sharing of any economic benefits between Nicor Gas and its customers to the extent 154 

the program results in such benefits.” Docket No. 99-0127, Order, November 23, 1999; 155 

finding (5)(viii), p. 41. The Commission would thus now be justified in taking the steps 156 

                                                 
1
 “The Commission finds that Nicor has presented sufficient evidence to support its Gas in Storage addition to rate 

base. The issue of whether it was reasonable for Nicor to liquidate certain low-cost Gas in Storage inventory while the 

GCPP was in effect is being separately litigated in Docket 02-0067. Because that issue will be given full consideration 

in Docket 02-0067, and because appropriate remedies are available in that case, that issue will not be addressed in the 

present case. Further, if Nicor were penalized in the instant case for a result that remains uncertain at this point in 

Docket 02-0067, Nicor would have to wait until its next rate case to remedy the situation. It is more just to impose 

appropriate refunds to ratepayers in Docket 02-0067 should that case be decided against Nicor after all the evidence 

has been heard and considered. Requests for adjustments to Nicor’s figures based on Nicor’s alleged actions under the 

GCPP are denied. As proposed by Staff, the Commission finds that prior to Nicor entering into any agreement with a 

third party for the management of leased storage which would reduce the volume of gas in inventory held by Nicor 

Gas, the Company must provide Staff with a copy of the analysis used by the Company establishing the benefits of 

entering into such an agreement.”  Docket No. 04-0779, Order, September 20, 2005; p. 19.   
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necessary to provide for a more equitable sharing of economic benefits between Nicor and its 157 

customers.  158 

Q. Despite all of your criticisms, is it true that the LIFO liquidation did create 159 

“savings”? 160 

A.  These so-called “savings” derived from the LIFO layer liquidation are transitory, if 161 

not illusory. Again, it is like the shell game:  now you see it; now you don’t.  Eventually, 162 

all of the pre-1984 low-cost LIFO layers would be replaced by new 21
st
 century LIFO 163 

layers.  Thus, Nicor Gas showed “savings” in the short-run by increasing rates in the long 164 

run, after the 2004-2005 rate case the utility began earning a return on the new higher-cost 165 

storage inventory.  In any event, there could be no lasting benefit from the LIFO 166 

liquidation strategy.  Once the low-cost LIFO layers are gone, they are gone.  167 

  In addition, to the extent to which the LIFO layer liquidation savings can be 168 

considered real savings, it is hard to see how Nicor Gas can take responsibility for creating 169 

them.  The LIFO liquidation strategy was little more than an accounting maneuver which 170 

exploited increases in wholesale gas prices over time; such price changes had nothing to do 171 

with superior performance by Nicor.  Indeed, all of the low-cost LIFO layers were created, 172 

not just prior to the GCPP, but prior to the phased deregulation of natural gas by the 173 

Natural Gas Policy Act of 1978.  One could argue that retired Federal regulators are more 174 

responsible for these LIFO-derived “savings” than Nicor.  Nicor Gas did not become a 175 

better gas purchaser to produce these savings.  It merely found itself in the right place at 176 

the right time.  177 

Q. Nicor Gas witness Carpenter argues that “Staff and Intervenors are attempting to 178 

retroactively change the sharing percentages that the Commission approved in the 179 
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GCPP” and that “[s]uch retroactive changes are inconsistent with incentive 180 

regulation.”  Is this true? 181 

A.  It is true that I am proposing to retroactively change the sharing percentages that 182 

would apply to the LIFO liquidation derived savings.  If this was an arbitrary and 183 

capricious action, I would agree that it would be inconsistent with what I would consider 184 

proper regulation.  For example, if a regulator simply decided to reduce a utility’s share of 185 

savings because the utility ended up making “just too much money,” I would consider this 186 

to be short-sighted because it would make it harder for utilities to believe that the regulator 187 

would keep its commitments in the future.  It would diminish utilities’ incentives to 188 

operate efficiently, because it would reduce the expected profitability of efficiency 189 

improvements.  190 

  However, in the case of Nicor’s LIFO liquidation derived savings, modifying the 191 

utility’s share of savings is not arbitrary and capricious; and it would not make it harder for 192 

utilities to believe that the Commission can be trusted to keep its commitments in the 193 

future, provided that utilities deal openly and honestly with the Commission.  It would also 194 

convey a warning that, if a utility tries to sucker the Commission with a shell game, it just 195 

may find the tables turned.  Nicor Gas should not be surprised if it cannot find its 50% 196 

share under the shell. 197 

B. Infield Transfers 198 

Q. On page 28, Nicor Gas witness Carpenter states: 199 

The Staff and Intervenor witnesses have chosen to use a method of calculating 200 

withdrawals that essentially ignores in-field transfers and that increases 201 

withdrawals and thus (typically) increases the SCA and lowers the Benchmark.  202 

Nicor Gas, on the other hand, considers in-field transfers when calculating 203 

withdrawals, thereby (all else being equal) decreasing annual withdrawals. 204 

 Is this entirely accurate? 205 
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A.  No.  It was not Staff and intervenor witnesses who first ignored daily in-field 206 

transfers; it was Nicor Gas witnesses in Docket 99-0127, when the GCPP was proposed.
2
  I 207 

am merely insisting that, if daily in-field transfers were not netted off when the GCPP 208 

mechanism was developed, then they should not be netted off while the GCPP was in 209 

effect.  This is because failing to net them off when the GCPP mechanism was developed 210 

altered the mechanism; specifically, it altered the Commodity Adjustment.  Furthermore, it 211 

is not Nicor Gas’ prerogative to unilaterally alter the terms of the Commission order 212 

approving that GCPP mechanism.   213 

Q. But Dr. Carpenter shows that the Commodity Adjustment would have remained 214 

“essentially unchanged had in-field transfers been excluded from the calculation 215 

upon which the original Commodity Adjustment of $0.0168/MMBtu was based.”  In 216 

particular, he shows that it would have been reduced by only $0.0005 per MMBtu.  217 

What is the significance of this finding? 218 

A.  Admittedly, this would have been a small change, which, during the three-year 219 

tenure of the GCPP, would have reduced the benchmark by a total of just $385,165.  With 220 

50% sharing, this would have reduced ratepayers’ rates by a practically imperceptible 221 

$192,583.  Nevertheless, the GCPP mechanism approved by the Commission did not 222 

exclude in-field transfers.  By subsequently excluding in-field transfers, during the tenure 223 

of the GCPP, the Company basically took it upon itself, unilaterally, to alter the 224 

                                                 
2
 Indeed, in Docket 99-0127, the Company objected to a proposal by Consumer and Governmental Intervenors to base 

the storage credit adjustment’s injection weights on net injections, computed on a monthly basis (in essence, netting 

off monthly in-field transfers, analogous to the Company’s desire now to net off daily in-field transfers when 

computing withdrawals).  See Docket 99-0127, Order, November 23, 1999, pp. 13-17.  In addition, for the 

intervenor’s proposal, see Docket 99-0127, Surrebuttal Testimony of Jerome D. Mierzwa, p. 5.  For the Company’s 

objections to the proposal, see Docket 99-0127, Surrebuttal Testimony of Leonard M. Gilmore, p. 2, ln. 16-20: 

Mr. Mierzwa’s proposed weightings, based on the Company’s projected injections for 2002, should not be 

accepted because they represent net monthly injections, but establish a Storage Credit Rate that is applied to 

gross monthly withdrawals.  Thus, this modification would mix apples and oranges and result in a distorted 

computation of the Storage Credit Adjustment.  (Emphasis in original) 
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Commission-approved GCPP (without so much as notifying the Commission or the 225 

Commission Staff).  Meanwhile, this unilateral action resulted in the utility moving 226 

$14,599,901 from ratepayer pockets to Nicor coffers.  I do not believe utilities should be 227 

rewarded and thereby encouraged to ignore Commission orders.  Thus, I would continue to 228 

argue that the Commission should accept my proposed in-field transfer adjustment. 229 

C. NGPL DSS Storage Withdrawals by IMD for Nicor Gas 230 

Q. On pages 34 through 36 of his testimony, (Carpenter Rebuttal, Nicor Gas Ex. 5.0), 231 

Nicor witness Carpenter argues that your proposed adjustment associated with 232 

NGPL DSS storage withdrawals by IMD for Nicor Gas should be rejected.  He argues 233 

that Nicor Gas previously restated its GCPP results to account for its use of DSS 234 

storage between 2000 and 2002.  On page 36, He states, “Without additional 235 

information and evidence as to why or how these restatements were deficient, if at all, 236 

the Commission should not adopt Mr. Zuraski’s [adjustment].”  Does your 237 

recommendation hinge on the accounting restatement being deficient? 238 

A.  No.  The storage service in question was included in the Company’s PGA mix 239 

during the historical period over which the GCPP was constructed in Docket 99-0127, but 240 

was then released to third parties, like IMD.  Even though the released storage was no 241 

longer under the direct control of Nicor Gas, there were still expected benefits associated 242 

with the use of the service that existed prior to and during the tenure of the PBR program.
3
  243 

For purposes of evaluating the Company’s performance, there was no reason to believe 244 

that the Nicor Gas supply portfolio should not continue to reap those expected benefits, 245 

even after it released the NGPL storage capacity to a third party.  Indeed, since IMD was 246 

                                                 
3
 As Company attorney, Steve Mattson, explained during oral arguments in Docket 99-0127, “It stands to reason that 

you better your prices as a result of having storage because of seasonal price differentials, and the company felt that it 

was only right to give the customers the benefit of that differential.” (Transcripts from November 2, 1999 special open 

meeting of Commission to consider oral arguments in Docket 99-0127, p. 71, lines 10-15) 
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expected by Nicor to do a better job managing storage, there should have been an 247 

expectation of even larger benefits.  Hiring IMD to manage storage and then removing 248 

their storage withdraws from the storage adjustment component of the GCPP benchmark is 249 

like hiring an Olympic high-jumper to stand in for your daughter at her junior high track 250 

meet and then lowering the bar.  In Nicor Gas’ case, the benchmark should have continued 251 

to reflect withdrawals from the released NGPL storage capacity.  My proposed adjustment 252 

makes that happen.  It only affects the benchmark; it does not, like the accounting 253 

restatement, alter the way that costs and gas volumes are accounted for on the utility’s 254 

financial statements.   255 

D. Affiliate Transaction 256 

Q. On pages 36 through 41 of his testimony (Carpenter Rebuttal, Nicor Gas Ex. 5.0, pp. 257 

36-41), Nicor witness Carpenter argues that your adjustment to reverse the harm to 258 

ratepayers caused by a below-market prices sale of gas by Nicor Gas to Nicor 259 

Enerchange should be rejected.  On page 37, he states that you “fail to provide any 260 

real evidence that the sales price was in fact below market.”  Is that true? 261 

A.  No.  Evidence that the sales price was below market can be found on page 39 of my 262 

direct testimony. 263 

Q. On page 37, Dr. Carpenter also claims that your review of the Enerchange 264 

transaction is “fatally flawed” because you fail to appropriately analyze forward 265 

market prices at the Chicago citygate that prevailed when the sales decisions were 266 

made, and that you refer to spot prices, instead.  Is that true? 267 

A.  No.  While I also noted a comparison using spot prices, my conclusion that the 268 

sales were at below-market prices was based on an analysis of forward market prices that 269 
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were contemporaneous with the sales decisions.  Again this is explained on page 39 of my 270 

direct testimony. 271 

Q. Dr. Carpenter asserts that you “appear” to have added a spot basis differential to the 272 

January 28, 2000 Henry Hub futures prices for September and October 2000 273 

delivery.  He states that this is “wholly inappropriate” and that you should have used 274 

a forward basis differential in making this calculation, and that your failure to do so 275 

invalidates your conclusion that the sale was below market.  He also refers to your 276 

claim that “the basis differential between Chicago and Henry Hub around this time 277 

was about 4 to 5 cents per MMBtu” is unsubstantiated.  Is any of this true? 278 

A.  No.  The basis differential that I used was a forward basis differential for the 279 

delivery months of July, September, and October 2000.  My claim that “the basis 280 

differential between Chicago and Henry Hub around this time was about 4 to 5 cents per 281 

MMBtu” is based on Nicor Gas records of basis swaps made by Nicor Gas.  Unfortunately, 282 

these records did not include any Chicago City Gate basis transactions on 1/28/2000, but 283 

there were transactions on 12/29/1999 and 2/20/2000, ranging from $0.0450 to $0.0525.  284 

Later trades got as low as $0.0400 (5/11/2000), which is used in my numerical analysis to 285 

be conservative in Nicor Gas’ favor.  These basis values were the same for July, 286 

September, and October contracts.
4
  287 

Q. Also on page 38 of his rebuttal testimony, Dr. Carpenter elaborates on his contention 288 

that you provide no support for saying there was 4 to 5 cents per MMBtu basis 289 

differential around the time that the Enerchange transaction took place.  To refute 290 

this range, he refers to the following Gas Daily price quotes for the Chicago Citygate 291 

                                                 
4
 The records were provided by Nicor and are stamped NIC 079396, NIC 079402, NIC 079427, and NIC 079428. 
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and the Henry Hub: 292 

 Henry Hub Chicago Citygate Basis 

Jan 28, 2000 $2.745 $2.730 ($0.015) 

Jan 31, 2000 $2.835 $2.755 ($0.080) 

 Do these negative basis differentials refute the positive 4 to 5 cents per MMBtu basis 293 

differential cited in your testimony? 294 

A.  No.  In fact, Dr. Carpenter appears to be doing precisely what he incorrectly 295 

accused me of doing:  using a spot market basis differential where a forward market basis 296 

differential would be more relevant.   297 

Q. Also on page 38 of his rebuttal testimony, Dr. Carpenter cites the spot market basis 298 

differentials that he computed for January 28 and 31 as evidence of “how volatile the 299 

basis differentials can be over short time.”  Is this volatility as prevalent in forward 300 

market prices? 301 

A.  No.  Generally speaking, price volatility increases as the delivery periods nears.  302 

Hence, spot prices tend to be more volatile than forward prices and forward prices for more 303 

proximate months tend to be more volatile than forward prices for more distant months.  304 

Q. On page 39 of his rebuttal testimony, Dr. Carpenter opines that you only argue that 305 

the price was too low, that you have improperly reviewed the prudence of individual 306 

transactions, that the refund to ratepayers (if any) should be based on the prices 307 

prevailing at the time of the sale rather than at the time of delivery, and that one or 308 

more of these alleged failings is “flawed as a matter of fundamental economics.”  Are 309 

any of these opinions valid?  310 

A.  No.  First, the evidence that I provided shows that Nicor provided a discount to its 311 

affiliate.  By definition, that means that “the price was too low.”  Second, while my 312 
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assessment of whether a discount was provided was based on a comparison of the contract 313 

price to forward market prices prevailing at the time of the transaction, I determined that 314 

the actual impact on ratepayers was more accurately reflected by a comparison of the 315 

contract price to the spot market prices that prevailed at the time of delivery.  Thus, that is 316 

how I computed the refund.  Finally, I do not see how any part of the approach that I took 317 

is “flawed as a matter of fundamental economics.”  318 

E. Weather Insurance 319 

Q. Nicor witness Carpenter testifies that your position on Nicor Gas’s purchase of 320 

weather insurance from Aquila “rests on the same conceptual foundation” that he 321 

criticized in relation to the affiliate transaction, discussed above. Carpenter Rebuttal, 322 

Nicor Gas Ex. 5.0, p. 42. He states: 323 

If a prudence standard were to be applied to each individual transaction, a 324 

more appropriate methodology would base the refund on the size of the 325 

discount ($2.0 million) at the time of the forward sale.  Any additional “loss” 326 

was not caused by anything to do with the transaction, but rather by market 327 

conditions. 328 

 Please assess these opinions.  329 

A.  First, as a quid pro quo with Aquila, selling Aquila gas at a discount (increasing the 330 

PGA rate) in exchange for purchasing weather insurance at a discount (increasing 331 

shareholder profits) was not merely imprudent, it was contrary to the Commission’s PGA 332 

rules and ethically repugnant.  The weather insurance was purchased for Nicor 333 

shareholders to protect them against earnings losses if the weather turned out to be milder 334 

than normal, leading to a drop in Nicor Gas’ sales.  It was not purchased to protect 335 

ratepayers.  Any gains from holding the weather insurance flowed directly to shareholders.  336 

While there is absolutely nothing wrong with Nicor buying weather insurance to protect its 337 
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shareholders, there is absolutely no justification for including the cost (or benefit) of that 338 

insurance in any part of rates, least of all the PGA.   339 

  Second, while Dr. Carpenter asserts that a more appropriate methodology would 340 

base the refund on the size of the discount at the time of the forward sale, I disagree.  341 

Although my determination that Nicor provided a discount was based on a comparison of 342 

the contract price to forward market prices prevailing at the time of the transaction, I 343 

concluded that the actual impact of this action on ratepayers was more accurately reflected 344 

by a comparison of the contract price to the spot market prices that prevailed at the time of 345 

delivery.   346 

Q. In objecting to your reliance on spot market price increases as the basis for 347 

computing the amount of refund, Dr. Carpenter states, “if prices had fallen in this 348 

period it seems clear that ratepayers would have claimed their share of the gains 349 

while only objecting to the amount of the discount at the time of the transaction.”  350 

Please assess this statement. 351 

A.  Presumably, Dr. Carpenter meant to attribute these reactions to his hypothetical to 352 

me rather than “ratepayers.”  Specifically, if spot prices, by chance, had ended up below 353 

the contract price at which Nicor sold gas to Aquila, Dr. Carpenter apparently suspects that 354 

I would not be recommending a surcharge to prevent ratepayers from benefiting from the 355 

capital gain.  If that is what he is saying, then he is correct.  I think he is pointing out the 356 

asymmetry between what I would propose under that hypothetical situation and the refund 357 

that I actually proposed when spot prices ended up above the contract price at which Nicor 358 

sold gas to Aquila.  Indeed, I admit that my reaction under those two different 359 

circumstances (one hypothetical and one actual) would be asymmetrical.  However, there 360 

is nothing inherently wrong with that asymmetrical treatment.  In my view, it helps 361 
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emphasize that what Nicor Gas did was wrong.  If Nicor Gas’ unethical behavior 362 

unexpectedly led to a lucky result for ratepayers, there would be no reason to take their 363 

windfall gains and redistribute them to Nicor Gas, simply for the sake of symmetry. 364 

F. Hub Services 365 

Q. On pages 43-44 of his rebuttal testimony, Company witness Carpenter criticizes your 366 

testimony concerning Nicor Gas’ failure to flow through the PGA certain Hub service 367 

revenues.  He testifies that your testimony does not identify the actual hub 368 

transactions, does not explain how company records support your claim that 369 

revenues were not flowed through the PGA; and does not explain why some 370 

transactions are subject to a revenue flow through but others are not.  He 371 

summarizes his critique by stating, “Without more information from Mr. Zuraski on 372 

(1) the basis for his assertion that revenues should be flowed through at all, (2) which 373 

transactions are subject to a flow through and why, and (3) whether revenues 374 

associated with these transactions have already been flowed through in whole or in 375 

part, the Commission has no basis upon which to judge the validity of this claim.” 376 

Carpenter Rebuttal, Nicor Gas Ex. 5.0, p. 44.  Would you provide more information? 377 

A.  Yes.  Section 525.40(d) of the Commission’s PGA rule states, “Recoverable gas 378 

costs shall be offset by the revenues derived from transactions at rates that are not subject 379 

to the Gas Charge(s) if any of the associated costs are recoverable gas costs as prescribed 380 

by subsection (a) of this Section.”  In the Commission’s Order adopting this rule, it 381 

referred to the types of transactions covered by §525.40(d) as "off-system transactions" 382 

and noted that they may include capacity releases, sales for resale, buy/sell transactions 383 

and exchanges.  The Commission concluded: 384 
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With respect to off-system transactions, the Commission finds the Staff's proposal 385 

appropriate. The utilities' proposals for revenue sharing, i.e., partial rather than full 386 

offset to recoverable gas costs, are inappropriate in the application of the Purchased 387 

Gas Adjustment as a means of encouraging utilities to maximize the number of 388 

prudent off-system transactions in which they engage. In fact, Illinois utilities have 389 

been engaging in such transactions, such as capacity release, without revenue 390 

sharing. The Commission is concerned that revenue sharing would create 391 

incentives for utilities to subsidize off-system transactions with on-system 392 

transactions and could therefore result in PGA gas charge increases. The 393 

Commission concludes that utilities already have incentives to engage in prudent 394 

off-system transactions which result in PGA decreases. Any additional incentives 395 

that a utility wishes to suggest should be handled in a Section 9-244 proceeding and 396 

should not be part of a general rule.   397 

 (ICC Docket 94-0403, Order, August 23, 1995).   398 

  Hence, the general rule is that revenues derived from “off-system” transactions at 399 

rates that are not subject to the Gas Charge should be flowed back to PGA customers as an 400 

offset to recoverable gas costs if any of the associated costs from these off-system sales are 401 

recoverable gas costs.  Furthermore, although the Commission stated in Docket 94-0403 402 

that “[a]ny additional incentives that a utility wishes to suggest should be handled in a 403 

Section 9-244 proceeding” (Ibid.), Nicor did not include such initiatives in its 9-244 404 

proposal in Docket No. 99-0127.  405 

  The Commission did allow for a different ratemaking treatment for certain Nicor 406 

Hub services, but these were for a Hub that  407 

facilitates the movement of gas between and among interstate pipelines attached to 408 

the Company's system. The Hub also permits storage of gas for short periods of 409 

time before redelivery to an interstate pipeline. The Hub also will accommodate gas 410 

title transfers.  (ICC  Docket 93-0320, Order, March 13, 1996) 411 

 After reviewing Company records on hub transactions, I have concluded that the so-called 412 

“multi-cycle gas loans” shown in these records do not fit within the above description.  413 

That is, they do not facilitate the movement of gas between interstate pipelines and they are 414 

not short-term storage services.  These multi-cycle gas loans have a term of either eleven 415 

or twelve months, from the injection season through the withdrawal season of the 416 
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following calendar year, and they are all paired with a long-term storage agreement, as 417 

well.  These transactions are completely different than the ones considered by the 418 

Commission in Docket 93-0320, and clearly fit within the category of the off-system 419 

transactions that are addressed by Section 525.40(d).  As such, the revenues derived from 420 

these transactions should be used to offset gas costs recovered through the PGA.  421 

  More specifically, the transactions that give rise to the adjustment in my testimony 422 

are shown on lines 1 through 7 of NIC 041576, provided in response to Staff data request 423 

ICC 7.05, attached hereto as ICC Staff Exhibit 5.1 (Confidential).  The exhibit shows that, 424 

according to Nicor Gas, some of the income from these transactions was recorded as utility 425 

income and some was recorded as a PGA credit.  As shown in the attached ICC Staff 426 

Exhibit 5.2 (Confidential), my adjustment is limited to the portion of multi-cycle gas loan 427 

revenue that was recorded as utility income, and is further limited by an allocation between 428 

years, based on the number of months within the contract term falling within each of the 429 

years under review.  For example, if a contract term was June 1, 1999 through May 31, 430 

2000, one-half of the revenue is being counted in 1999 and the other half in 2000.  Further 431 

details of my calculations were provided to Nicor Gas in response to Nicor Gas’ First set 432 

of data requests after re-opening, question NG-ICC1.04.  Specifically, that response 433 

included a file called “Hub Revenues ICC 7.05 response.xls.”  The attached ICC Staff 434 

Exhibit 5.2 (Confidential) is a page from that file. 435 

VII. Update to Staff’s Proposed Adjustments 436 

Q. Have there been any changes to Staff’s proposed adjustments since you prepared 437 

your direct testimony?  438 

A.  Yes.  Since Staff will not be moving for admission of ICC Staff Exhibit 4.0 (Direct 439 

Testimony on Reopening of Steven R. Knepler), Staff will not be pursuing the adjustment 440 
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that I referred to in my direct testimony as Mr. Knelper’s “Adjustment Related To The 441 

Two-Percent Of Storage Withdrawals Assumed By Nicor To Be Lost.”  (ICC Staff Exhibit 442 

1.0, pp. 51-52).  This change decreases the amount of the refund sought by Staff by 443 

$18,667,265, plus interest.   In addition, for the remaining adjustments, Staff has re-444 

computed the amount of interest that has accumulated, and has extended the period of 445 

accrual through December 2011.  The changes referenced above are reflected in Staff 446 

Exhibit 5.3, Schedules 1 through 7 (which, for all intents and purposes, replaces 447 

Attachments 1 through 7 of Staff Exhibit 1.0). 448 

 Q. Does this conclude your rebuttal testimony? 449 

A.  Yes. 450 
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Computation of Staff Adjustment for Certain Hub Revenues 
 

 
 
Data source:  NIC041576  

Item Buyer Begin End Total Utility Income PGA Credit

1 Virginia Power 4/1/2002 3/31/2003 5,200,000 3,600,000 1,600,000 2,700,000

2 Aquilla 4/1/2001 3/31/2002 2,580,000 2,180,000 400,000 1,635,000 545,000

3 Amoco 4/1/2000 3/31/2001 2,970,000 1,950,000 1,020,000 1,462,500 487,500

4 Amoco 4/1/2001 4/30/2001 1,076,000 1,076,000 0 1,076,000

5 Amoco 4/1/1999 3/31/2000 3,410,000 2,130,000 1,280,000 1,597,500 532,500

6 Engage 5/1/1998 3/31/1999 1,720,000 920,000 800,000 230,000

7 IMD 6/1/1998 5/31/1999 1,250,000 250,000 1,000,000 104,167

Total 18,206,000 12,106,000 6,100,000 1,931,667 1,995,000 3,198,500 3,245,000 10,370,167

1,931,667 997,500 1,599,250 1,622,500 6,150,917

Total

Refund (Total allocation of Utility Income for 

1999 and total for 2000-2002 divided by 2)

Allocation of Utility Income to 1999 through 2002

Alloc of Item 

1-7 Util Inc to 

1999

Alloc of Item 

1-7 Util Inc to 

2000

Alloc of Item 

1-7 Util Inc to 

2001

Alloc of Item 

1-7 Util Inc to 

2002

Company's Allocation

between utility and PGA



Docket Nos. 01-0705, 02-0067, and 02-0725 (Cons.) 
ICC Staff Exhibit 5.3 

 
 
 
 
 
 
 
 
 
 
 

 
 

EXHIBIT 5.3 
 



Docket Nos. 01-0705, 02-0067, and 02-0725 (Cons.) 
ICC Staff Exhibit 5.3 

1 of 11 

 
Primary Work Papers Supporting Staff Adjustments 
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Schedule 1:  Summary by Issue 

 

Staff 

Proposed 

Surcharges

Company 

Proposed 

Surcharges

Staff minus 

Company Proposed 

Surcharges

A LIFO-derived Savings -$21,871,934 $0 -$21,871,934

B Storage Credit Adjustment: -$38,520,976 -$17,913,251 -$20,607,725

b1 Accounting Corrections effect on SCA -$8,040,338 -$8,040,338 $0

b2 2000 Virtual Inventory -$4,609,701 -$4,609,701 $0

b3 Managed DSS Withdrawals -$9,457,824 $0 -$9,457,824

b4 Rev. Original Infield Transfers -$14,599,901 -$3,450,000 -$11,149,901

b5 Add'l 2001 Oxy Deal -$1,813,212 -$1,813,212 $0

C Rev. Addional Costs From 2000 Affiliate Discount -$4,258,586 $0 -$4,258,586

D Rev. Add'l Costs from 2001 Weather Ins. Deal -$3,057,525 -$1,000,000 -$2,057,525

E Rev. Add'l Carrying Costs in Managed DSS Deals -$2,049,913 $0 -$2,049,913

F Impact of 2001 Metering Error -$1,160,484 -$1,160,484 $0

G Certain Hub Revenues -$6,150,917 $0 -$6,150,917

H Accounting Corrections effect on costs $15,059,454 $15,059,454 $0

H+b1 Accounting Corrections combined effect $7,019,116 $7,019,116 $0

I Maple Issues: -$10,584,907 $0 -$10,584,907

i1 Maple Issue 1 -$1,475,267 $0 -$1,475,267

i2 Maple Issue 2 -$5,893,472 $0 -$5,893,472

i3 Maple Issue 3 -$3,216,169 $0 -$3,216,169

J Knepler 2% of Withdrawals Issue (withdrawn) $0 $0 $0

A  thru J Sub-Total -$72,595,787 -$5,014,281 -$67,581,507
+ Undercharge from Co.'s Original 2001 Savings $1,329,699 $1,329,699 $0

+ PGA Adj to reflect 2002 Final Gas Costs -$18,793,860 -$18,793,860 $0

+ One-half of Co's Computation of 2002 Savings $26,875,870 $26,875,870 $0

= Total Before Interest -$63,184,078 $4,397,428 -$67,581,507

Issue

Shaded rows are sub-totals, and 

should not be added, or adjustments will be counted more than once
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Schedule 2:  Summary by Year 
(a) As per Staff 

 
  

Period 

Ending

 Staff Proposed 

Changes in 

Recoverable Gas 

Costs Excluding 

Share of PBR 

Savings 

 One-half of Staff 

Proposed Changes 

in PBR Savings 

from Previous Year 

(including 2001 

Rider 4 Oxy Adj.) 

 One-half of 

Staff's 

Proposed 

Exclusion of 

LIFO-derived 

Savings 

 Undercharge 

from Co's 

Originally 

Booked 2001 

Savings 

 PGA Adj to 

reflect 2002 

Final Gas 

Costs 

 One-half of 

Co's 

Computation of 

2002 Savings 

 Total Before 

Interest  Interest 

 Total 

Surcharge 

(Refund) 

12/31/1999 ($18,899,599) ($18,899,599) ($18,899,599)

12/31/2000 $24,511,503 $24,511,503 ($1,066,086) $23,445,417

12/31/2001 $9,185,385 ($5,996,309) ($12,178,201) ($8,989,124) $280,376 ($8,708,748)

12/31/2002 ($3,245,000) ($59,000,290) $0 $1,329,699 ($18,793,860) ($79,709,451) ($84,026) ($79,793,477)

12/31/2003 $2,720,457 ($9,693,734) $26,875,870 $19,902,594 ($1,268,040) $18,634,553

12/31/2004 ($986,592) ($986,592)

12/31/2005 ($1,676,838) ($1,676,838)

12/31/2006 ($3,123,232) ($3,123,232)

3/31/2007 ($892,565) ($892,565)

12/31/2007 ($2,745,482) ($2,745,482)

12/31/2008 ($2,658,508) ($2,658,508)

12/31/2009 ($777,608) ($777,608)

12/31/2010 ($391,810) ($391,810)

12/31/2011 ($393,774) ($393,774)

Total $11,552,289 ($62,276,142) ($21,871,934) $1,329,699 ($18,793,860) $26,875,870 ($63,184,078) ($15,784,186) ($78,968,264)
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Schedule 2:  Summary by Year 
(b) As per Company 

 
  

 Co. Proposed 

Changes in 

Recoverable Gas 

Costs Excluding 

Share of PBR 

Savings 

 One-half of Co. 

Proposed Changes 

in PBR Savings 

from Previous Year 

(including 2001 

Rider 4 Oxy Adj.) 

 Undercharge 

from Co's 

Originally 

Booked 2001 

Savings 

 PGA Adj to 

reflect 2002 

Final Gas 

Costs 

 One-half of 

Co's 

Computation of 

2002 Savings 

 Total Before 

Interest  Interest 

 Total 

Surcharge 

(Refund) 

12/31/1999 ($13,751,764) ($13,751,764) ($13,751,764)

12/31/2000 $36,017,780 $36,017,780 ($756,347) $35,261,433

12/31/2001 $19,604,655 ($17,256,492) $2,348,163 $1,335,961 $3,684,124

12/31/2002 $0 ($29,628,460) $1,329,699 ($18,793,860) ($47,092,621) $492,284 ($46,600,337)

12/31/2003 $26,875,870 $26,875,870 $65,961 $26,941,831

12/31/2004 $65,961 $65,961

12/31/2005 $109,936 $109,936

12/31/2006 $197,884 $197,884

3/31/2007 $54,215 $54,215

12/31/2007 $165,657 $165,657

12/31/2008 $153,910 $153,910

12/31/2009 $43,974 $43,974

12/31/2010 $21,987 $21,987

12/31/2011 $21,987 $21,987

Total $41,870,671 ($46,884,952) $0 $1,329,699 ($18,793,860) $26,875,870 $4,397,428 $1,973,370 $6,370,798
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Schedule 2:  Summary by Year 
(c) Staff Adjustment 

[  = As per Staff minus As per Company] 

 
  

Period 

Ending

 Changes in 

Recoverable Gas 

Costs Excluding 

Share of PBR 

Savings 

 One-half of 

Changes in PBR 

Savings from 

Previous Year 

(including 2001 

Rider 4 Oxy Adj.) 

 One-half of 

Exclusion of 

LIFO-derived 

Savings 

 Undercharge 

from Co's 

Originally 

Booked 2001 

Savings 

 PGA Adj to 

reflect 2002 

Final Gas 

Costs 

 One-half of 

Co's 

Computation of 

2002 Savings 

 Total Before 

Interest  Interest 

 Total 

Surcharge 

(Refund) 

12/31/1999 ($5,147,836) ($5,147,836) $0 ($5,147,836)

12/31/2000 ($11,506,277) ($11,506,277) ($309,739) ($11,816,016)

12/31/2001 ($10,419,270) $11,260,183 ($12,178,201) ($11,337,287) ($1,055,585) ($12,392,872)

12/31/2002 ($3,245,000) ($29,371,830) $0 $0 ($32,616,830) ($576,310) ($33,193,140)

12/31/2003 $2,720,457 ($9,693,734) $0 ($6,973,276) ($1,334,002) ($8,307,278)

12/31/2004 ($1,052,554) ($1,052,554)

12/31/2005 ($1,786,774) ($1,786,774)

12/31/2006 ($3,321,116) ($3,321,116)

3/31/2007 ($946,780) ($946,780)

12/31/2007 ($2,911,138) ($2,911,138)

12/31/2008 ($2,812,418) ($2,812,418)

12/31/2009 ($821,583) ($821,583)

12/31/2010 ($413,798) ($413,798)

12/31/2011 ($415,761) ($415,761)

Total ($30,318,383) ($15,391,190) ($21,871,934) $0 $0 $0 ($67,581,506) ($17,757,556) ($85,339,063)
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Schedule 2:  Summary by Year 
(d) Surcharge (Refund) Before and After Interest 

Period 

Ending

As per 

Company Staff Adjustment As per Staff

As per 

Company

Staff 

Adjustment As per Staff

As per 

Company Staff Adjustment As per Staff

12/31/1999 ($13,751,764) ($5,147,836) ($18,899,599) ($13,751,764) ($5,147,836) ($18,899,599)

12/31/2000 $36,017,780 ($11,506,277) $24,511,503 ($756,347) ($309,739) ($1,066,086) $35,261,433 ($11,816,016) $23,445,417

12/31/2001 $2,348,163 ($11,337,287) ($8,989,124) $1,335,961 ($1,055,585) $280,376 $3,684,124 ($12,392,872) ($8,708,748)

12/31/2002 ($47,092,621) ($32,616,830) ($79,709,451) $492,284 ($576,310) ($84,026) ($46,600,337) ($33,193,140) ($79,793,477)

12/31/2003 $26,875,870 ($6,973,276) $19,902,594 $65,961 ($1,334,002) ($1,268,040) $26,941,831 ($8,307,278) $18,634,553

12/31/2004 $65,961 ($1,052,554) ($986,592) $65,961 ($1,052,554) ($986,592)

12/31/2005 $109,936 ($1,786,774) ($1,676,838) $109,936 ($1,786,774) ($1,676,838)

12/31/2006 $197,884 ($3,321,116) ($3,123,232) $197,884 ($3,321,116) ($3,123,232)

3/31/2007 $54,215 ($946,780) ($892,565) $54,215 ($946,780) ($892,565)

12/31/2007 $165,657 ($2,911,138) ($2,745,482) $165,657 ($2,911,138) ($2,745,482)

12/31/2008 $153,910 ($2,812,418) ($2,658,508) $153,910 ($2,812,418) ($2,658,508)

12/31/2009 $43,974 ($821,583) ($777,608) $43,974 ($821,583) ($777,608)

12/31/2010 $21,987 ($413,798) ($391,810) $21,987 ($413,798) ($391,810)

12/31/2011 $21,987 ($415,761) ($393,774) $21,987 ($415,761) ($393,774)

Total $4,397,428 ($67,581,506) ($63,184,078) $1,973,370 ($17,757,556) ($15,784,186) $6,370,798 ($85,339,063) ($78,968,264)

Surcharge (Refund) Before Interest  Interest Total Surcharge (Refund)

 
 

Period 

Ending

As per 

Company Staff Adjustment As per Staff

As per 

Company

Staff 

Adjustment As per Staff

As per 

Company Staff Adjustment As per Staff

12/31/1999 ($13,751,764) ($5,147,836) ($18,899,599) $0 $0 $0 ($13,751,764) ($5,147,836) ($18,899,599)

12/31/2000 $22,266,016 ($16,654,113) $5,611,904 ($756,347) ($309,739) ($1,066,086) $21,509,669 ($16,963,852) $4,545,818

12/31/2001 $24,614,179 ($27,991,400) ($3,377,221) $579,614 ($1,365,324) ($785,710) $25,193,793 ($29,356,724) ($4,162,931)

12/31/2002 ($22,478,442) ($60,608,230) ($83,086,672) $1,071,897 ($1,941,633) ($869,736) ($21,406,544) ($62,549,864) ($83,956,408)

12/31/2003 $4,397,428 ($67,581,506) ($63,184,078) $1,137,859 ($3,275,635) ($2,137,776) $5,535,287 ($70,857,142) ($65,321,854)

12/31/2004 $1,203,820 ($4,328,189) ($3,124,369) $5,601,249 ($71,909,695) ($66,308,447)

12/31/2005 $1,313,756 ($6,114,963) ($4,801,207) $5,711,184 ($73,696,469) ($67,985,285)

12/31/2006 $1,511,640 ($9,436,079) ($7,924,439) $5,909,068 ($77,017,586) ($71,108,517)

3/31/2007 $1,565,855 ($10,382,859) ($8,817,004) $5,963,283 ($77,964,366) ($72,001,082)

12/31/2007 $1,731,512 ($13,293,997) ($11,562,486) $6,128,940 ($80,875,504) ($74,746,564)

12/31/2008 $1,885,422 ($16,106,415) ($14,220,993) $6,282,850 ($83,687,921) ($77,405,071)

12/31/2009 $1,929,396 ($16,927,997) ($14,998,601) $6,326,824 ($84,509,504) ($78,182,680)

12/31/2010 $1,951,383 ($17,341,795) ($15,390,412) $6,348,811 ($84,923,301) ($78,574,490)

12/31/2011 $1,973,370 ($17,757,556) ($15,784,186) $6,370,798 ($85,339,063) ($78,968,264)

Cumulative Surcharge (Refund) Before Int.  Cumulative Interest Cumulative Total Surcharge (Refund)
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Schedule 3:  Staff Interest Calculations (Monthly Compounding) 

 
 

 
  

Period Ending 12/31/2000 12/31/2001 12/31/2002 12/31/2003 12/31/2004
Interest Rate 5.50% 6.00% 2.00% 1.50% 1.50%

1999 ($18,899,599) ($1,066,086) ($1,231,440) ($427,850) ($326,614) ($331,547)

2000 $24,511,503 $1,511,816 $525,264 $400,978 $407,034

2001 ($8,989,124) ($181,440) ($138,508) ($140,600)

2002 ($79,709,451) ($1,203,896) ($1,222,079)

2003 $19,902,594 $300,600

TOTAL ($63,184,078) ($1,066,086) $280,376 ($84,026) ($1,268,040) ($986,592)

($1,066,086) ($785,710) ($869,736) ($2,137,776) ($3,124,369)

Surcharge 
(Refund) 
Before 

Interest, as 
per Staff

Cumulative Total Interest

12/31/2005 12/31/2006 3/31/2007 12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011
2.50% 4.50% 5.00% 5.00% 3.50% 1.00% 0.50% 0.50%

($563,506) ($1,049,571) ($299,949) ($922,627) ($893,399) ($261,317) ($131,669) ($132,329)

$691,806 $1,288,539 $368,242 $1,132,692 $1,096,809 $320,815 $161,648 $162,458

($238,968) ($445,094) ($127,200) ($391,261) ($378,866) ($110,818) ($55,837) ($56,117)

($2,077,078) ($3,868,708) ($1,105,609) ($3,400,793) ($3,293,059) ($963,213) ($485,331) ($487,763)

$510,908 $951,602 $271,951 $836,507 $810,008 $236,926 $119,379 $119,977

($1,676,838) ($3,123,232) ($892,565) ($2,745,482) ($2,658,508) ($777,608) ($391,810) ($393,774)

($4,801,207) ($7,924,439) ($8,817,004) ($11,562,486) ($14,220,993) ($14,998,601) ($15,390,412) ($15,784,186)
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Schedule 4:  1999 Details of PGA Cost Revisions 

 
  

Issue Issue ID

Maple Issue #3 I3 ($3,216,169)

Certain Hub Revenues G ($1,931,667)

Company Accounting Corrections H ($13,751,764)

Knepler 2% of Withdrawals Issue J $0

TOTAL Surcharge (Refund) ($18,899,599)
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Schedule 5:  2000 Details of PGA Cost and PBR Savings Revisions 

 
  

Staff's Proposed Revisions to Costs and PBR Results in savings?

Nicor Gas Company Gas Cost Performance Program FALSE

2000
Issue: b1 and H b2 b3 b4 b5 C D E F G I1 I2 J

 MMBTUs 

Delivered 

 Market 

Index 

Price  Total 

 Company 

Accounting 

Corrections 

 2000 Virtual 

Inventory 

 Managed 

DSS 

Withdrawals 

 Rev. Original 

Infield 

Transfers 

 Add'l 2001 

Oxy Deal 

 Rev. Addional 

Costs From 

2000 Affiliate 

Discount 

 Rev. Add'l 

Costs from 

2001 Weather 

Ins. Deal 

 Rev. Add'l 

Carrying 

Costs in 

Managed 

DSS Deals 

 Impact of 

2001 

Metering Error 

 Certain Hub 

Revenues 

 Maple Issue 

#1 

 Maple Issue 

#2 

 Knepler 2% 

of 

Withdrawals 

Issue 

 Total 

Adjustments 

 Total After 

Adjustments 

Benchmark Gas Cost (BGC)  

Market Index Cost:

January 49,464,542       2.4376    $120,574,768

February 35,210,079       2.6742    $94,158,793

March 25,337,889       2.7139    $68,764,497

April 19,016,722       2.9762    $56,597,568

May 8,374,260         3.2948    $27,591,512

June 7,229,604         4.4499    $32,171,015

July 5,245,614         4.3087    $22,601,777

August 6,327,079         4.0952    $25,910,654

September 6,558,276         4.8578    $31,858,793

October 12,343,486       5.3486    $66,020,369

November 31,804,601       4.9498    $157,426,414

December 56,648,644       7.3849    $418,344,571

 263,560,796     4.2572    $1,122,020,731 $0 $1,122,020,731

Minus:  Storage Credit Adjustment: b1

Actual storage withdrawals (MMBtu's) 109,705,652          35,043,890      (13,433,487)     3,050,000     738,661         25,399,064     135,104,716        

x Storage Credit Rate (0.6863)                   (0.6863)            (0.6863)            (0.6863)          (0.6863)          

 = Dollar Amount of Adjustment -$75,290,989 -$24,050,622 $9,219,402 -$2,093,215 -$506,943 -$17,431,378 -$92,722,367

Plus:  Firm Deliverability Adjustment $116,582,612 -$983,511 -$3,928,981 -$4,912,492 $111,670,120

Plus:  Commodity Adjustment

Actual MMBtu's delivered 263,560,796          -                   263,560,796        

x commodity factor 0.0168                    

$4,427,821 $0 $4,427,821

Benchmark Gas Cost $1,318,322,153 $24,050,622 -$9,219,402 $2,093,215 $506,943 $0 $0 $0 $0 $0 $0 -$983,511 -$3,928,981 $0 $12,518,886 $1,330,841,039

Actual Gas Costs (AGC)

H

Total PGA recoverable costs as filed $1,308,503,255 $36,017,780 $0 $0 $0 $0 -$8,517,172 $0 -$994,105 $0 -$1,995,000 $0 $0 $0 $24,511,503 $1,333,014,758

Exclude amortization of annual reconciliation balance -$15,941,784 $0 -$15,941,784

Plus amortization of pre-GCPP pipeline refunds $483,311 $0 $483,311

Less transition costs $842,092 $0 $842,092

Less take-or-pay costs $0 $0 $0

Actual Gas Costs $1,293,886,874 $36,017,780 $0 $0 $0 $0 -$8,517,172 $0 -$994,105 $0 -$1,995,000 $0 $0 $0 $24,511,503 $1,318,398,377

Sharing Results

Actual Gas Costs (AGC) minus Benchmark Gas Cost (BGC) -$24,435,279 $11,967,158 $9,219,402 -$2,093,215 -$506,943 $0 -$8,517,172 $0 -$994,105 $0 -$1,995,000 $983,511 $3,928,981 $0 $11,992,617 -$12,442,662

Nicor Gas Share of Savings (Cost) at 50% $12,217,640 -$5,983,579 -$4,609,701 $1,046,608 $253,472 $0 $4,258,586 $0 $497,053 $0 $997,500 -$491,756 -$1,964,491 $0 -$5,996,309 $6,221,331

Customer Share of Savings (Cost) at 50% $12,217,640 -$5,983,579 -$4,609,701 $1,046,608 $253,472 $0 $4,258,586 $0 $497,053 $0 $997,500 -$491,756 -$1,964,491 $0 -$5,996,309 $6,221,331

Total Surcharge (Refund) = Change in Actual Gas Costs + Change in Savings/2 $30,034,201 -$4,609,701 $1,046,608 $253,472 $0 -$4,258,586 $0 -$497,053 $0 -$997,500 -$491,756 -$1,964,491 $0 $18,515,194

Additional Refund (-) to Flow 1/2 of Revised Storage Decrement Benefit to Customers -$12,178,201 A

Total Surcharge (Refund) after Additional Refund to Flow 1/2 of Revised Storage Decrement Benefit to Customers $6,336,994
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Schedule 6:  2001 Details of PGA Cost and PBR Savings Revisions 

 
  

Staff's Proposed Revisions to Costs and PBR Results in savings?

Nicor Gas Company Gas Cost Performance Program FALSE

2001
Issue:  b1 and H  b2  b3  b4  b5  C  D  E  F  G  I1  I2  J 

 MMBTUs 

Delivered 

 Market 

Index 

Price  Total 

 Company 

Accounting 

Corrections 

 2000 Virtual 

Inventory 

 Managed DSS 

Withdrawals 

 Rev. Original 

Infield Transfers 

 Add'l 2001 

Oxy Deal 

 Rev. 

Addional 

Costs From 

2000 Affiliate 

Discount 

 Rev. Add'l 

Costs from 

2001 Weather 

Ins. Deal 

 Rev. Add'l 

Carrying 

Costs in 

Managed 

DSS Deals 

 Impact of 

2001 

Metering Error 

 Certain Hub 

Revenues 

 Maple Issue 

#1 

 Maple Issue 

#2 

 Knepler 2% 

of 

Withdrawals 

Issue 

 Total 

Adjustments 

 Total After 

Adjustments 

Benchmark Gas Cost (BGC)  

Market Index Cost:

January 48,925,325      10.0864  $493,480,398

February 41,494,062      6.3332    $262,790,193

March 34,569,420      5.2906    $182,892,973

April 14,347,426      5.4986    $78,890,757

May 9,221,726         4.7718    $44,004,232

June 6,129,341         3.8000    $23,291,496

July 5,679,415         3.1439    $17,855,513

August 5,062,806         3.1292    $15,842,533

September 7,063,936         2.2871    $16,155,928

October 15,934,396      2.0803    $33,148,324

November 19,113,882      2.9264    $55,934,864

December 37,765,307      2.4109    $91,048,379

 245,307,042    5.3620    $1,315,335,590 -$2,320,967 -$2,320,967 $1,313,014,623

Minus:  Storage Credit Adjustment: b1

Actual storage withdrawals (MMBtu's) 39,697,755          14,591,607      8,965,254          12,059,367       1,318,556     36,934,784     76,632,539       

x Storage Credit Rate 2.7503                  2.7503             2.7503           2.7503               2.7503               2.7503           

 = Dollar Amount of Adjustment $109,180,736 $40,131,297 $0 $24,657,138 $33,166,877 $3,626,425 $101,581,736 $210,762,472

Plus:  Firm Deliverability Adjustment $116,582,612 -$983,511 -$3,928,981 -$4,912,492 $111,670,120

Plus:  Commodity Adjustment

Actual MMBtu's delivered 245,307,042        -                   245,307,042     

x commodity factor 0.0168                  

$4,121,158 $0 $4,121,158

Benchmark Gas Cost $1,326,858,624 -$40,131,297 $0 -$24,657,138 -$33,166,877 -$3,626,425 $0 $0 $0 -$2,320,967 $0 -$983,511 -$3,928,981 $0 -$108,815,195 $1,218,043,429

Actual Gas Costs (AGC)

H

Total PGA recoverable costs as filed $1,344,255,713 $21,604,655 -$6,115,050 -$3,105,720 -$3,198,500 $0 $9,185,385 $1,353,441,098

Exclude amortization of annual reconciliation balance -$12,217,639 $0 -$12,217,639

Plus amortization of pre-GCPP pipeline refunds -$36,952,144 $0 -$36,952,144

Less transition costs $2,733,880 $0 $2,733,880

Less take-or-pay costs -$664,044 $0 -$664,044

Actual Gas Costs $1,297,155,766 $21,604,655 $0 $0 $0 $0 $0 -$6,115,050 -$3,105,720 $0 -$3,198,500 $0 $0 $0 $9,185,385 $1,306,341,151

Sharing Results

Actual Gas Costs (AGC) minus Benchmark Gas Cost (BGC) -$29,702,858 $61,735,952 $0 $24,657,138 $33,166,877 $3,626,425 $0 -$6,115,050 -$3,105,720 $2,320,967 -$3,198,500 $983,511 $3,928,981 $0 $118,000,580 $88,297,722

Nicor Gas Share of Savings (Cost) at 50% $14,851,429 -$30,867,976 $0 -$12,328,569 -$16,583,439 -$1,813,212 $0 $3,057,525 $1,552,860 -$1,160,484 $1,599,250 -$491,756 -$1,964,491 $0 -$59,000,290 -$44,148,861

Customer Share of Savings (Cost) at 50% $14,851,429 -$30,867,976 $0 -$12,328,569 -$16,583,439 -$1,813,212 $0 $3,057,525 $1,552,860 -$1,160,484 $1,599,250 -$491,756 -$1,964,491 $0 -$59,000,290 -$44,148,861

Total Surcharge (Refund) = Change in Actual Gas Costs + Change in Savings/2 -$9,263,321 $0 -$12,328,569 -$16,583,439 -$1,813,212 $0 -$3,057,525 -$1,552,860 -$1,160,484 -$1,599,250 -$491,756 -$1,964,491 $0 -$49,814,905

Additional Refund (-) to Flow 1/2 of Revised Storage Decrement Benefit to Customers $0 A

Total Surcharge (Refund) after Additional Refund to Flow 1/2 of Revised Storage Decrement Benefit to Customers -$49,814,905
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Schedule 7:  2002 Details of PGA Cost and PBR Savings Revisions 

 

Staff's Proposed Revisions to Costs and PBR Results in savings?

Nicor Gas Company Gas Cost Performance Program FALSE

2002
Issue:  b1 and H  b2  b3  b4  b5  C  D  E  F  G  I1  I2  J 

 MMBTUs 

Delivered 

 Market 

Index 

Price  Total 

 Company 

Accounting 

Corrections 

 2000 Virtual 

Inventory 

 Managed 

DSS 

Withdrawals 

 Rev. Original 

Infield 

Transfers 

 Add'l 2001 

Oxy Deal 

 Rev. 

Addional 

Costs From 

2000 Affiliate 

Discount 

 Rev. Add'l 

Costs from 

2001 Weather 

Ins. Deal 

 Rev. Add'l 

Carrying 

Costs in 

Managed 

DSS Deals 

 Impact of 

2001 

Metering Error 

 Certain Hub 

Revenues 

 Maple Issue 

#1 

 Maple Issue 

#2 

 Knepler 2% 

of 

Withdrawals 

Issue 

 Total 

Adjustments 

 Total After 

Adjustments 

Benchmark Gas Cost (BGC)  

Market Index Cost:

January 41,000,194       2.5345    $103,914,992

February 36,160,845       2.1139    $76,440,410

March 37,863,841       2.6458    $100,180,151

April 20,037,862       3.4112    $68,353,155

May 13,937,339       3.4548    $48,150,719

June 5,054,886         3.3080    $16,721,563

July 5,183,550         3.1537    $16,347,362

August 5,583,387         2.9433    $16,433,583

September 5,720,252         3.2897    $18,817,913

October 17,707,488       3.8263    $67,754,161

November 30,453,960       4.2151    $128,366,487

December 42,759,252       4.3794    $187,259,868

 261,462,856     $848,740,363 $0 $848,740,363

Minus:  Storage Credit Adjustment: b1

Actual storage withdrawals (MMBtu's) 97,438,456        11,187,597   10,610,645   21,798,242     119,236,698     

x Storage Credit Rate (0.3261)              (0.3261)          (0.3261)          (0.3261)          (0.3261)          

 = Dollar Amount of Adjustment -$31,774,681 $0 $0 -$3,648,275 -$3,460,131 -$7,108,407 -$38,883,087

Plus:  Firm Deliverability Adjustment $116,582,612 -$983,511 -$3,928,981 -$4,912,492 $111,670,120

Plus:  Commodity Adjustment

Actual MMBtu's delivered 261,462,856      -                   261,462,856     

x commodity factor 0.0168                

$4,392,576 $0 $4,392,576

Benchmark Gas Cost $1,001,490,231 $0 $0 $3,648,275 $3,460,131 $0 $0 $0 $0 $0 -$983,511 -$3,928,981 $0 $2,195,915 $1,003,686,146

Actual Gas Costs (AGC)

H

Total PGA recoverable costs as filed $846,429,461 $0 -$3,245,000 $0 -$3,245,000 $843,184,461

Exclude amortization of annual reconciliation balance -$13,521,730 $0 -$13,521,730

Plus amortization of pre-GCPP pipeline refunds $114,770,082 $0 $114,770,082

Less transition costs $6,633 $0 $6,633

Less take-or-pay costs $54,046 $0 $54,046

Actual Gas Costs $947,738,492 $0 $0 $0 $0 $0 $0 $0 $0 $0 -$3,245,000 $0 $0 $0 -$3,245,000 $944,493,492

Sharing Results

Actual Gas Costs (AGC) minus Benchmark Gas Cost (BGC) -$53,751,739 $0 $0 -$3,648,275 -$3,460,131 $0 $0 $0 $0 $0 -$3,245,000 $983,511 $3,928,981 $0 -$5,440,915 -$59,192,654

Nicor Gas Share of Savings (Cost) at 50% $26,875,870 $0 $0 $1,824,138 $1,730,066 $0 $0 $0 $0 $0 $1,622,500 -$491,756 -$1,964,491 $0 $2,720,457 $29,596,327

Customer Share of Savings (Cost) at 50% $26,875,870 $0 $0 $1,824,138 $1,730,066 $0 $0 $0 $0 $0 $1,622,500 -$491,756 -$1,964,491 $0 $2,720,457 $29,596,327

Total Surcharge (Refund) = Change in Actual Gas Costs + Change in Savings/2 $0 $0 $1,824,138 $1,730,066 $0 $0 $0 $0 $0 -$1,622,500 -$491,756 -$1,964,491 $0 -$524,543

Additional Refund (-) to Flow 1/2 of Revised Storage Decrement Benefit to Customers -$9,693,734 A

Total Surcharge (Refund) after Additional Refund to Flow 1/2 of Revised Storage Decrement Benefit to Customers -$10,218,276
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