
 

Nicor Gas Ex. 2.0 

STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
Northern Illinois Gas Company ) 
d/b/a Nicor Gas Company ) 
 )   
Proposed Establishment of Rider 17, ) Docket No. 12-0569 
Purchase of Receivables with  )  
Consolidated Billing. )  
 

 
 
 
 
 
 
 
 
 

Rebuttal Testimony of 
 

ROBERT R. MUDRA, CFA 
 

Director, Finance and Rates 
 
 

AGL Services Company on behalf of 
Northern Illinois Gas Company d/b/a Nicor Gas Company 

 
 

March 25, 2013 
 



 

Docket No. 12-0569 i Nicor Gas Ex. 2.0 

TABLE OF CONTENTS 
 
I.  INTRODUCTION .............................................................................................................. 1 

II.  PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS .......................... 1 

III.  IDENTIFICATION OF EXHIBITS ................................................................................... 3 

IV.  RESPONSE TO STAFF WITNESS REARDEN ............................................................... 4 

V.  RESPONSE TO STAFF WITNESS EBREY ..................................................................... 6 

VI.  RESPONSE TO STAFF WITNESS PHIPPS ................................................................... 23 

VII.  RESPONSE TO STAFF WITNESS BOGGS .................................................................. 31 

VIII.  RESPONSE TO CUB-AG ................................................................................................ 31 

A.  CUB-AG’s First Recommendation ................................................................................ 31 
 
B.  CUB-AG’s Second Recommendation ............................................................................ 34 
 
C.  CUB-AG’s Third Recommendation ............................................................................... 35 

 
1.  Separate Line Item for PORCB Charges .............................................................. 36 
 
2.  Price Caps on Monthly PORCB Customer Charges ............................................. 38 
 
3.  AOC Cost Assignment .......................................................................................... 41 
 
4.  Allocation of Costs by Customer Class and Volume ............................................ 43 
 
5.  Separate Uncollectible Rates for Each Q-AGS .................................................... 45 
 
6.  Intangible Cost Recovery ...................................................................................... 47 

 
IX.  CONCLUSION ................................................................................................................. 49 



 

Docket No. 12-0569 1 Nicor Gas Ex. 2.0 

I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is Robert R. Mudra and my business address is 1844 Ferry Road, Naperville, 3 

Illinois 60563. 4 

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

A. I am employed by AGL Services Company, a subsidiary of AGL Resources Inc. who is 6 

the parent company of Northern Illinois Gas Company d/b/a Nicor Gas Company (“Nicor 7 

Gas” or the “Company”) as its Director, Finance and Rates. 8 

Q. Are you the same Robert R. Mudra who presented direct testimony in this 9 

proceeding? 10 

A. Yes. 11 

II. PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS 12 

Q. What is the purpose of your rebuttal testimony? 13 

A. My rebuttal testimony responds to the direct testimony of Illinois Commerce 14 

Commission (“Commission”) Staff witnesses David Rearden, Theresa Ebrey, Rochelle 15 

Phipps and Christopher Boggs and Citizens Utility Board / Illinois Attorney General  16 

(“CUB-AG”) witness Martin Cohen. 17 

Q. How is your rebuttal testimony arranged? 18 

A. First, I address several overarching themes that are important to bear in mind in view of 19 

the positions taken by Staff and CUB-AG, particularly their recommendation that the 20 

Commission should reject the Company’s proposed Rider 17 Purchase of Receivables 21 
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with Consolidated Billing (“PORCB”) (“Rider 17”).  Second, I identify the exhibits 22 

attached to this testimony.  Finally, I respond to particular issues raised by the direct 23 

testimony of the Staff and CUB-AG witnesses. 24 

Q. What principles serve as the foundation to Nicor Gas’ position in this proceeding? 25 

A. My rebuttal testimony is premised upon several over-arching principles.  First, the issue 26 

in this proceeding is whether the Commission should approve Nicor Gas’ proposed Rider 27 

17 and its cost recovery mechanism.  As described in my direct testimony, Rider 17 28 

provides certain Alternative Gas Suppliers (“AGS”), defined as Qualifying Alternative 29 

Gas Suppliers (“Q-AGS”), with the option to have Nicor Gas purchase their receivables 30 

for natural gas sales made by the Q-AGS to residential retail customers and small 31 

commercial customers.  Rider 17 also provides for the Company’s cost recovery relating 32 

to that purchase of receivables.  Second, if the Commission determines to adopt any of 33 

the Staff or CUB-AG alternative recommendations in approving Rider 17 that would put 34 

Nicor Gas at risk of not obtaining adequate cost recovery, Nicor Gas reserves its right to 35 

decline to pursue the rider and not make a compliance filing.  Third, this proceeding is 36 

not to approve the actual costs associated with the provision of the new service proposed 37 

under Rider 17.  Rather, the Commission will conduct that analysis later in a 38 

reconciliation proceeding.1    39 

                                                 
1 In addition, this proceeding is not a referendum on the state of the retail competitive gas supply market, as 
suggested by CUB-AG witness Cohen.  While my rebuttal testimony does not address, nor take any position on, Mr. 
Cohen’s claims, this should not be considered as agreeing to these claims. 
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Q. Are there other issues that you wish to address before you respond in detail to the 40 

direct testimony of Staff and CUB-AG? 41 

A. Yes.  The Staff and CUB-AG witnesses take the primary position that the Commission 42 

should reject Rider 17 altogether.  However, in the alternative, they recommend a number 43 

of revisions for the Commission to adopt should it determine to approve some version of 44 

Rider 17.  I will address certain of these revisions in detail below, but I want to 45 

emphasize that the Company proposed Rider 17 as an optional service that is tailored to 46 

the Company’s operations and reflects the input of Alternative Gas Suppliers to meet 47 

their concerns.  The direct testimony of Retail Energy Supply Association (“RESA”) and 48 

Interstate Gas Supply of Illinois (“IGS”) witness Teresa Ringenbach confirms this fact (at 49 

4:77-5:82).  50 

I also want to emphasize that, from Nicor Gas’ perspective, Rider 17 was drafted 51 

with three goals in mind:  (1) to hold Nicor Gas supply and delivery customers harmless 52 

in the provision of this new, optional service to Q-AGS; (2) to provide for recovery of all 53 

costs incurred by Nicor Gas to provide the new PORCB service, none of which are 54 

already being recovered through Nicor Gas’ base rates; and (3) to propose a balanced 55 

program in response to the request of certain AGS to offer an optional service to Q-AGS.  56 

Proposed Rider 17 accomplishes these goals, and ensures that the new, incremental Rider 57 

17 costs would be recovered from the Q-AGS that elect the service under Rider 17 and 58 

from the Q-AGS’ eligible customers.   59 

III. IDENTIFICATION OF EXHIBITS 60 

Q. What exhibits are attached to your direct testimony? 61 

A. I have attached the following exhibits to my testimony:   62 
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 Nicor Gas Exhibit 2.1, which is a redline of Rider 17 showing the revisions that Nicor 63 
Gas identified as necessary corrections for inadvertent typographical errors or agreed-64 
to per the requests or recommendations of Staff or CUB-AG witnesses;  65 

 Nicor Gas Exhibit 2.2, which is a clean version of Rider 17 adopting all the revisions 66 
reflected in Nicor Gas Exhibit 2.1;  67 

 Nicor Gas Exhibit 2.3, which is a draft of the Information Sheet the Company will be 68 
filing for the Purchase of Receivables Adjustment (“PORA”) and the Capital 69 
Recovery Adjustment (“CRA”) as requested by Staff witness Ebrey;  70 

 Nicor Gas Exhibit 2.4, which consists of the Company’s responses to Staff data 71 
requests TEE 5.01-5.05; 72 

 Nicor Gas Exhibit 2.5, which shows Nicor Gas’ Rate of Return on Common Equity 73 
Summary;  74 

 Nicor Gas Exhibit 2.6, which shows Nicor Gas’ Five-Year Levelized Rate of Return 75 
Methodology;   76 

 Nicor Gas Exhibit 2.7, which consists of the Company’s response to Staff data 77 
request RMP 1.03;  78 

 Nicor Gas Exhibits 2.8 and 2.9, which are Rider 26 History and Rider 26 – 79 
Uncollectible Expense Adjustment filed August 31, 2011, respectively; and  80 

 Nicor Gas Exhibit 2.10 which provide two illustrations of how intangible cost 81 
recovery might occur under Rider 17. 82 

IV. RESPONSE TO STAFF WITNESS REARDEN 83 

Q. What is Nicor Gas’ response to Staff witness Rearden’s primary recommendation 84 

that the Commission should reject Rider 17 (Rearden Dir., Staff Ex. 1.0, 3:52)? 85 

A. According to Dr. Rearden, the Commission should only approve the rider “if it believes 86 

that the expenditures to implement Rider 17 are prudently incurred.”  (Rearden Dir., Staff 87 

Ex. 1.0, 3:56-59).  Dr. Rearden further claims that, in order for the costs to develop a 88 

PORCB to be “prudently incurred,” “there must be evidence that its benefits are, or could 89 

be expected to be, higher than its costs” and that there is no such evidence here.  (Id. at 90 

7:145-8:148).   91 
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Nicor Gas does not agree that Dr. Rearden’s proposed “prudently incurred 92 

criteria” is the appropriate criteria for the Commission to use in determining whether or 93 

not to approve Rider 17.  Because I am not a lawyer, I will not comment further on the 94 

legality or applicability of that criteria beyond noting that Dr. Rearden does not point to 95 

any Commission rule or decision, or any other authority, from which he derives his 96 

criteria, much less his concept of what “prudently incurred” means.   97 

Q. Is there merit to Dr. Rearden’s suggestion that the Commission should reject Rider 98 

17 pending the issuance of a report by its Office of Retail Market Development 99 

(“ORMD”) pursuant to Section 5/19-130 of the Public Utilities Act (“PUA”) 100 

(Rearden Dir., Staff Ex. 1.0, 8:149-65)? 101 

A. No.  Dr. Rearden’s suggestion is premised upon the same unsupported rationale discussed 102 

above that the benefits of a PORCB program must be demonstrated to be greater than the 103 

costs of implementing it before such a program may be approved.  Nicor Gas does not 104 

agree that Dr. Rearden’s suggested criteria should be applied here to the Commission’s 105 

review and approval of Rider 17.  As such, the fact that the Commission later this year 106 

will have additional information available about the development of retail gas 107 

competition in Illinois is not a sufficient reason to reject Nicor Gas’ proposed Rider 17 108 

outright. 109 

Q. If the Commission approves Rider 17, should it reject the Company’s intangible cost 110 

recovery in the rider as proposed by Dr. Rearden in his alternative recommendation 111 

(Rearden Dir., Staff Ex. 1.0, 9:167-73)? 112 

A. No.  Nicor Gas discusses the inappropriateness of this recommendation below in the 113 

response to CUB-AG witness Cohen, who made the same recommendation.   114 
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V. RESPONSE TO STAFF WITNESS EBREY 115 

Q. In the event the Commission approves Rider 17, are there any of Staff witness 116 

Ebrey’s recommended tariff revisions that the Company is willing to accept? 117 

A. Yes, the Company is willing to accept the following tariff revisions proposed by Ms. 118 

Ebrey as reflected in Nicor Gas Exhibit 2.1: 119 

 Change to the definition of Net Actual Uncollectible Costs (Ebrey Dir., Staff Ex. 2.0, 120 
10:228-11:238). 121 

 Move the “Effective Date” of Rider 17 to the “Purpose” section on Sheet No. 75.9.3 122 
and make revisions to consistently use “Rider 17” throughout the tariff (Id. at 12:266-123 
75, 12:278-80). 124 

 Modify the tariff language on Sheet No. 75.9.8 relating to the definition of Discount 125 
Factor within the Determination of Discounted Receivables (Id. at 12:281-13:290). 126 

 Changes to the Capital Recovery Adjustment (Id. at 17:423-18:455). 127 

 Changes to the tariff language regarding Information Sheet Filings (Id. at 19:469-85). 128 

 Changes to the tariff language regarding the Reconciliation (Id. at 20:494-509). 129 

 Changes to the tariff language regarding the Internal Audit and the recommended 130 
detail for the Q-AGS participation component of the audit report (Id. at 21:530-131 
22:576 and 23:591-98)? 132 

Nicor Gas also agrees with portions of certain other revisions proposed by Ms. Ebrey as 133 

discussed in detail below. 134 

Q. Do you agree with Ms. Ebrey that approval of Rider 17 is premature because the 135 

rider “is not sufficiently developed for the Commission to act upon” (Ebrey Dir., 136 

Staff Ex. 2.0, 3:60-64)? 137 
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A. No.  The Company has proposed an optional purchase of receivables program for  138 

Q-AGS.  Rider 17 outlines the cost recovery mechanism for the program as well as the 139 

required ongoing obligations of the Company and the Q-AGS and the requisite 140 

administrative and Commission reconciliation and review processes. 141 

Q. Ms. Ebrey also states that approval of Rider 17 is premature because the rider is 142 

“still in its preliminary design stage.”  (Ebrey Dir., Staff Ex. 2.0, 3:65-66).  What is 143 

the “preliminary design stage” that is at issue here? 144 

A. Rider 17 is considered to be in the preliminary design stage from an information 145 

technology (“IT”) perspective because it would have been imprudent to conduct full scale 146 

development for a new, optional service, with an estimated IT start-up cost of $3.88 147 

million without first obtaining Commission approval. 148 

The Company has spent approximately 430 hours in preliminary IT design and 149 

has identified approximately 212 specific programming requirements that need to be 150 

developed for PORCB implementation.  The programming will impact a variety of 151 

processes, including but not limited to, residential and commercial write-offs, deferred 152 

payments and bankruptcy, customer enrollment processes, billing programs, bill extract 153 

programs, bill messaging programs, cancel and rebill processes, and customer payment 154 

programs.   155 

In addition, credit, collections, severance, collection agency, reconnect and 156 

predictive dialer programs will need to be modified.  Furthermore, several changes to the 157 

Company’s Revenue Business Intelligence database and reporting databases will be 158 

required, as well as changes to the Company’s General Ledger.  Finally, existing 159 

financial and credit reports will need to be modified and several new ones created along 160 
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with changes to the Company’s paper, check-free and online bill presentations and the 161 

Integrated Voice Response system in the Call Center.  The Company estimated that the 162 

total effort, once initiated, will take 42,400 programming hours over a period of two 163 

years at a preliminary estimated design cost of approximately $3.88 million. 164 

Q. Ms. Ebrey cites the Company’s responses to certain Staff data requests (TEE 1.04, 165 

1.12, 1.13, 1.15 and 1.18) as part of her rationale that Rider 17 is premature.  (Ebrey 166 

Dir., Staff Ex. 2.0, 3:67-5:90).  Do these responses support her position?   167 

A. No.  Ms. Ebrey mischaracterizes the Company’s responses in order to support her 168 

position.  For example, she asserts that Nicor Gas did not provide information requested 169 

in Staff data request TEE 1.04 about the components of the Administrative and 170 

Operational Costs (“AOCs”).  (Id., 3:67-4:71 and Attach. A).  Rider 17 defines AOCs as 171 

the “incremental expenses incurred by or for the Company in association with services 172 

provided under this Rider.”  (Nicor Gas Ex. 1.1, Sheet No. 75.9.3).  Until the AOCs are 173 

incurred by Nicor Gas in providing Rider 17 service, Nicor Gas cannot state with 174 

certainty the components of the AOCs.  Nevertheless, Nicor Gas responded to Staff data 175 

request TEE 1.04 with exemplars of the components that were the subject of the request.    176 

     Ms. Ebrey also states that the Company declined to provide information about the 177 

calculation of the POR Customer Adjustment.  (Ebrey Dir., Staff Ex. 2.0, 4:86-90).  178 

While the Company stated that it does not have a “best estimate” of future charges, the 179 

Company provided Ms. Ebrey with an Excel spreadsheet illustrating the mechanics of the 180 

calculations used to compute the POR adjustments based on a variety of exemplar inputs.  181 

Ms. Ebrey’s testimony does not reflect the Company’s provision of this information.       182 
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Further, the Company cannot predict specific levels of AOCs or provide a “best 183 

estimate” of the monthly PORA because of the dynamic nature of the marketplace.  The 184 

purchase of receivables program is designed to recover the costs necessary to provide the 185 

service to the Q-AGS and their customers, and those costs cannot be known with 186 

certainty until they are incurred.  The Company also has stated that it will update the IT 187 

cost estimations based upon the final design stage (see Ebrey Dir., Staff Ex. 2.0, Attachs. 188 

B and C), which cannot be known with certainty at this time.  The fact that these costs 189 

cannot be known with certainty at this time does not substantiate outright dismissal of the 190 

Company’s proposal.   191 

Moreover, future costs will be related to the levels of future PORCB 192 

uncollectibles, future gas prices, future numbers of participating customers, future 193 

participating Q-AGS, the severity of future weather conditions (colder or warmer 194 

winters) and future levels of customer participation in retail gas markets in Illinois.  For 195 

example, if natural gas municipal aggregation were to be approved by the Illinois General 196 

Assembly then significantly higher levels of customers may begin switching to the 197 

Company’s Rider 15 – Customer Select and the costs incurred under the PORCB 198 

program would be expected to rise commensurately. 199 

Finally, in regards to TEE 1.13, Ms. Ebrey overemphasizes the fact that the 200 

Company plans to use both internal and external IT resources to complete the 201 

programming project.  (Ebrey Dir., Staff Ex. 2.0, 4:76-81).  Due to the complexity and 202 

testing requirements of this project, Nicor Gas expects to use its internal resources and 203 

expertise, and will also direct the work of external IT professionals to complete the 204 

42,200 hours of programming.  A blended hourly rate of $85 per hour was assumed by 205 
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the Company’s IT Department, as part of the preliminary design estimate, to cover both 206 

internal and external employees.  The Company will be able to provide a refined estimate 207 

of the required resources after it completes the final IT design stage.  208 

Q. Is there inadequate support for the Discount Factor of 1.5% as Ms. Ebrey claims 209 

(Ebrey Dir., Staff Ex. 2.0, 5:91-96)? 210 

A. No.  As reflected in my direct testimony (Mudra Dir., Nicor Gas Ex. 1.0, 11:244-47), the 211 

1.5% Discount Factor was a product of discussions with RESA and IGS and represents 212 

an amount that the AGS determined to be reasonable, including 0.5% for Capital 213 

Recovery Costs.  In response to Staff data request TEE 1.07 (Ebrey Dir., Staff Ex. 2.0, 214 

Attach. D), the Company further explained that it cannot speculate on the factors 215 

considered by RESA and IGS in their determination of the reasonableness of the 1.5% 216 

Discount Factor. 217 

Q. Is it true that the Company has provided no other basis for the Commission to judge 218 

the reasonableness of the Discount Factor (Ebrey Dir., Staff Ex. 2.0, 5:94-96)? 219 

A. No.  The Company has provided Staff with responses to numerous data requests outlining 220 

the mechanics and operation of Rider 17.  Importantly, Rider 17 is designed to recover 221 

and reconcile the actual costs incurred for providing the PORCB service to the residential 222 

and non-residential customer classes.  Furthermore, the PORA adjustment factor will 223 

charge or credit customers (within the appropriate customer class) for amounts that are 224 

either under or over-recovered due to the level of the 1.0% portion of the Discount 225 

Factor.  Any over or under-recovery related to capital cost recovery will be billed to the 226 

Q-AGS on their monthly Rider 16, Supplier Aggregation Service, pool bills.   227 
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Put simply, customers and AGS that are not enrolled in the PORCB program will 228 

not be impacted by PORCB costs or by deviations above or below the Discount Factor.  229 

At the end of the day, the Q-AGS and their customers will only be charged (or credited) 230 

for the actual and appropriate services provided, by customer class, and actual costs will 231 

be recovered.  The Discount Factor is only a component of the computational process and 232 

not the final end result. 233 

Finally, AGS currently manage their own gas supply receivables and uncollectible 234 

accounts processes and, presumably, include all of their costs of doing business (and a 235 

profit) in the retail prices they charge their customers.  If Rider 17 is approved, Q-AGS 236 

may choose to “subcontract” their credit and collection processes to Nicor Gas through 237 

the purchase of receivables program.  In this case, only Q-AGS and their customers 238 

would pay for the actual PORCB service provided through a combination of (a) the retail 239 

prices charged by the Q-AGS for gas supply and (b) certain charges or credits included in 240 

the Nicor Gas bill.  Regardless of the future of the dynamic retail gas supply marketplace, 241 

Q-AGS will have another available service option and their customers will receive new 242 

value propositions from their suppliers.  In either case (with or without Rider 17), natural 243 

gas retail choice customers only will receive and pay for the services they select. 244 

Q. Ms. Ebrey states that “further evidence of the prematurity of the approval of the 245 

tariff language” is found on Sheet No. 75.9.13, which states that “Service under this 246 

rider will commence 24-months after the Commission issues a final order that is no 247 

longer subject to rehearing or appeal approving this rider.”  She also surmises that 248 

“The Company would have the Commission approve Rider 17 with the caveat that 249 

multiple components of the program will change during the 24 month final design 250 
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stage.”  (Ebrey Dir., Staff Ex. 2.0, 5:102-07).  Do these statements accurately portray 251 

the situation?   252 

Q. No.  As explained previously, Rider 17 will require an estimated 42,400 hours of IT 253 

programming and systems testing that is expected to take 24 months.  Service under 254 

Rider 17 cannot begin until the system necessary to support the service is built.  The 255 

“final design” stage refers to the final IT program design that will include a more detailed 256 

final work plan before IT implementation begins.  Nicor Gas expects to complete the 257 

final IT design stage within 90 days after the approval of Rider 17 (assuming no 258 

rehearing or appeal processes are under consideration).   259 

The purpose of this proceeding is to approve the Rider 17 tariff mechanism; the 260 

Company does not intend to change any components of the approved tariff after this 261 

proceeding.  Rather, the initial estimate of $3.88 million of initial start-up costs are 262 

expected to change as the Company completes the final IT design stage prior to project 263 

implementation.  Therefore, the Commission may approve the proposed tariff in this 264 

proceeding, which will, in turn, provide the framework for the final IT development 265 

process and implementation of the PORCB program. 266 

Q. Is it necessary for the Company to withdraw the tariff filing and resubmit it after 267 

the final (IT) design of the program is complete as Ms. Ebrey recommends (Ebrey 268 

Dir., Staff Ex. 2.0, 6:108-12)? 269 

A. No.  The Rider 17 tariff design as proposed by Nicor Gas is ripe for approval in this 270 

proceeding.  It would be imprudent for the Company to invest any more resources 271 

developing final IT design requirements prior to the Commission’s approval of the 272 
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Company’s proposed program, notwithstanding Staff’s policy objections introduced in 273 

Dr. Rearden’s testimony. 274 

Q. Upon review of Ms. Ebrey’s proposed definitional changes to AOCs (Ebrey Dir., 275 

Staff Ex. 2.0, 7:145-61), what does the Company propose? 276 

A. The Company will accept many of Ms. Ebrey’s changes shown below; however, the 277 

Company does not agree to remove the phrases “fees, charges, billings or assessments 278 

related to this Rider” or “legal, auditing and consultant costs related to this Rider” as 279 

these types of costs are properly included as AOCs.  Consistent with the Company’s 280 

response to Staff’s data request TEE 1.04(d), the Company expects to pay commissions 281 

(and/or collection agency fees) to collection agencies hired to recover uncollectible 282 

amounts for the residential and non-residential classes respectively.  (See Ebrey Dir., 283 

Staff Ex. 2.0, Attach. A).  These costs will be recovered as ongoing administrative costs.  284 

Furthermore, to the extent there are other new fees, charges, billings or assessments that 285 

the Company incurs in the future related to administering Rider 17, it should properly 286 

recover such costs of service through the rider.  Similarly, any required legal, auditing 287 

and consultant costs incurred by the Company as a result of Rider 17 also should be fully 288 

recoverable through the rider so that the Company recovers its actual costs to provide the 289 

PORCB service.   290 

In light of the above, the Company proposes the revised definition below:    291 

Administrative and Operational Costs (AOCs) 292 
Administrative and Operational Costs (AOCs) shall mean incremental 293 
expenses incurred by or for the Company in association with services 294 
provided under this Rider 17 including, without limitation, (a) ongoing 295 
electronic data transfer costs; (b) costs for obtaining Commission 296 
approvals and participation in regulatory proceedings; (c) staffing required 297 
to address questions from Q-AGS and others regarding services provided 298 
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under this Rider; (d) financial tracking, audit, and reconciliation activities 299 
with respect to the this Rider; (e) other staffing required to administer and 300 
address questions from Q-AGSs and others regarding services provided 301 
under this Rider; (e) fees, charges, billings or assessments related to this 302 
Rider; (g) costs or expenses associated with equipment, devices, or 303 
services that are purchased, provided, installed, operated, maintained or 304 
monitored for services provided under this Rider; and (f) legal, auditing 305 
and consultant costs related to this Rider.  AOCs may not include any 306 
expenses that are otherwise recovered under other effective tariffs. 307 

 This revised definition is also reflected on Nicor Gas Exhibit 2.1. 308 

Q. What has Ms. Ebrey proposed for the definition of Capital Recovery Costs?   309 

A. Ms. Ebrey proposes changing the definition of Capital Recovery Costs (“CRC”) by 310 

limiting them only to costs necessary for implementing the program, including 311 

incremental costs incurred through one year following the commencement of service, and 312 

eliminating the recovery of future system modifications required to maintain information 313 

technology system integrity and functionality related to the provisions of the PORCB 314 

program.  (Ebrey Dir., Staff Ex. 2.0, 8:162-76). 315 

Q. Would this proposed change improve the rate design and cost recovery methodology 316 

contained in Rider 17? 317 

A. No.  As reflected in Nicor Gas’ proposed Rider 17, CRC are defined as “the revenue 318 

requirement necessary to recover the Company’s investment in information technology 319 

systems necessary for the PORCB Program.”  (Nicor Gas Ex. 1.1, Sheet No. 75.9.3).  320 

Subsection (d) of the definition specifically includes future system modifications required 321 

to maintain information technology system integrity and functionality.  (Id.)  This 322 

approach insures that the appropriate cost causers (Q-AGS) pay for all of the capital costs 323 

required to install and maintain the PORCB system on an ongoing basis.   324 
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Ms. Ebrey proposes to treat ongoing capital investments “as any other system 325 

modification costs and not specifically a part of the PORCB development, modification 326 

and implementation costs.”  (Ebrey Dir., Staff Ex. 2.0, 10:209-11).  If the Company were 327 

to ignore the future IT system modification costs, as Ms. Ebrey suggests, presumably 328 

Staff would have the Company recover any remaining net investment in plant and a 329 

return through a subsequent rate case.  This approach has two significant disadvantages: 330 

(1) the revenue requirement for the additional investments would not be tracked or 331 

charged to the appropriate customer classes (Q-AGS) but rather to all other customers, 332 

thereby creating cross subsidies; and (2) due to the infrequent timing of rate cases, the 333 

Company would never recover its return on and of capital from the date of the system 334 

modification until the next rate case.  Accordingly, the Commission should not adopt Ms. 335 

Ebrey’s proposal because it does not improve Rider 17 from a rate design, cost recovery 336 

or equity perspective between customer classes.  337 

Q. How has Ms. Ebrey proposed to modify the definition of Discount Factor? 338 

A. Ms. Ebrey proposes that the definition limit the Capital Recovery Component to 0.5% 339 

until the end of the initial five-year recovery period.  (Ebrey Dir., Staff Ex 2.0, 10:215-340 

22).  This limitation is acceptable to the Company as related to the initial IT system 341 

implementation costs.  However, the definition should not be limited to the initial five-342 

year period for purposes of recovering any future IT system modification costs required 343 

to maintain system integrity and functionality.  The Company proposes the definition be 344 

modified as shown below: 345 

Discount Factor (DF) 346 
A Q-AGS Discount Factor (DF) of 1.5% shall be applied to Qualifying 347 
Receivables (QR) purchased by the Company from the Q-AGS.  The 348 
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Discount Factor shall include .5% for Capital Recovery Costs.  A discount 349 
factor of 1% shall be applied to Qualifying Receivables purchased by the 350 
Company from the Q-AGS after the levelized revenue requirement for 351 
capital costs has been recovered by the Company.  352 

 This revised definition is also reflected on Nicor Gas Exhibit 2.1. 353 

Q. Should Ms. Ebrey’s proposed changes to the PORA definitions and formulae be 354 

modified in this proceeding (Ebrey Dir., Staff Ex. 2.0, 11:239-63)? 355 

A. No.  As I will explain later, Nicor Gas’ proposed PORA definitions and formulae should 356 

not be modified in this proceeding. 357 

Q. What does Ms. Ebrey propose for the Supply Uncollectible Adjustment?   358 

A. Ms. Ebrey proposes to utilize a formula based on the difference between the uncollectible 359 

rate established in the Company’s latest rate case (less the 1.0% factor in the discount rate 360 

for uncollectibles) multiplied by the total face amount of Receivables purchased from the 361 

Q-AGS.  (Ebrey Dir., Staff Ex. 2.0, 14:305-08).   362 

Q. Should Ms. Ebrey’s SUA formula be adopted? 363 

A.   Definitely not.  As more fully described below, the Company has carefully developed its 364 

proposed tariff design and Ms. Ebrey’s proposal will impede the timely and accurate 365 

recovery of the Company’s cost to provide the PORCB service.   366 

First, in the Company’s last rate case (Docket No. 08-0363, Order (Mar. 25, 2009) 367 

at 31), the Commission approved an uncollectible rate representing an overall average 368 

level of uncollectibles as a percentage of gross revenues for all customer classes of 369 

2.02%.  This rate does not reflect the residential class individually or the non-residential 370 

class individually.  Nicor Gas’ proposal to estimate and adjust the PORAC on a monthly 371 
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basis for each respective customer class based on actual experience is more precise and 372 

equitable for each customer class.   373 

Second, Ms. Ebrey supports her proposed change with the rationale that her 374 

calculation is “much more straight-forward and easier to apply.”  (Ebrey Dir., Staff Ex. 375 

2.0, 14:308-10).  However, the Company’s proposal uses forward looking estimates, 376 

which are more appropriate than historical data points to establish the more accurate and 377 

relevant charges for each effective future month of PORCB service.  Furthermore, the 378 

Company will monitor its estimates with actual experience on a monthly basis and 379 

subsequently adjust the monthly charges based on changing market conditions.   380 

Third, Nicor Gas’ proposal is superior to Ms. Ebrey’s because her approach sets 381 

an artificial historical cap on SUA recoveries until the two-year reconciliation process is 382 

complete.  Her method therefore creates additional financial risk to Nicor Gas in the 383 

event of rising gas prices, economic downturns, or changing uncollectible rates within the 384 

Q-AGS pools, all of which would cause Nicor Gas to be significantly undercollected until 385 

the end of its two-year reconciliation process.   386 

Fourth, Ms. Ebrey states that her proposal already considers the factors Nicor Gas 387 

defined in its Estimated Gross Collections for the month by customer class (E-GCM) 388 

(Ebrey Dir., Staff Ex. 2.0, 14:308-13); however, her method does not account for actual 389 

customer payment experience on a monthly basis as Nicor Gas’ proposal does.  Instead, 390 

Ms. Ebrey’s proposal utilizes a fixed uncollectible rate of 2.02 % established in 2009.   391 

Finally, Nicor Gas reached a settlement with RESA and IGS in regards to the 392 

structure of Rider 17 that considers the risks and rewards of the PORCB program.  As 393 

discussed earlier in my testimony, Nicor Gas is not willing to accept additional financial 394 
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risks or the uncertainty associated with Staff’s proposed SUA formula because it does not 395 

improve upon the proposed rate design or effectiveness of Rider 17.   396 

Q. What is Ms. Ebrey’s proposal in relation to the SUB component of the SUA? 397 

A. Ms. Ebrey proposes to remove the SUB component because “actual uncollectibles 398 

associated with the PORCB program are also considered in the annual reconciliation 399 

factor of the PORA adjustments (Factor R), [therefore] conducting interim SUB 400 

calculations is unnecessarily redundant.”  (Ebrey Dir., Staff Ex. 2.0, 14:317-20).   401 

It should be noted that Nicor Gas proposes to conduct reconciliation proceedings 402 

every 24 months (and not annually) as defined in the Reconciliation Period on Sheet No. 403 

75.9.5.  In any event, delaying proper monthly PORA adjustments until a future 404 

reconciliation proceeding essentially makes the “effective” component of Rider 17 “non-405 

effective.”  Nicor Gas proposed the 24-month reconciliation process to reduce 406 

administrative and legal costs for all parties as well as to reflect the fact that it may take 407 

as many as nine months before some customers are ultimately charged off.  However, the 408 

Company needs the timely ability to adjust its PORA charges and credits on a monthly 409 

basis using forward looking monthly estimates that will be adjusted based on actual prior 410 

month payment experience as proposed in its SUA formula.  The SUB calculation 411 

provides additional transparency related to prior months’ results.  If the Commission 412 

finds the calculation redundant, then the Company could remove it from the tariff.  Even 413 

then, however, the Company would still propose to utilize the SUB calculation and 414 

adjustment factor in the determination of the SUA.     415 
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Q. Does the Company agree to make the revenues and costs readily identifiable to 416 

determine any over/under recovery resulting from Rider 17 as Ms. Ebrey suggests is 417 

necessary (Ebrey Dir., Staff Ex. 2.0, 24:608-609)? 418 

A. Yes.  The Company will use specific “revenue identifiers” (as opposed to revenue 419 

subaccounts) within its Revenue Business Intelligence system to track the specific 420 

revenue items associated with Rider 17. 421 

Q. One of the reasons Ms. Ebrey recommends that the Company maintain the identity 422 

of costs recoverable through the PORA relates to the fact that the Company has 423 

spent 430 hours on preliminary information system design.  (Ebrey Dir., Staff Ex. 424 

2.0, 24:615-19).  Does the Company intend to include the initial 430 hours of work in 425 

the Capital Recovery Costs? 426 

A. No. 427 

Q. Does the Company have any concerns related to the specific information that Ms. 428 

Ebrey recommends the Company maintain for PORCB-related external or internal 429 

costs (Ebrey Dir., Staff Ex 2.0, 25:628-39)?   430 

A. Not with respect to the external cost data.  However, as it relates to the cost of internal 431 

information systems employee time which will be capitalized and included in the five-432 

year levelized revenue requirement for the total costs, the company should not verify that 433 

the internal costs are “incremental” and not otherwise included in recovery under any 434 

other tariffs currently in effect.  The IT programming will be incremental capitalized 435 

work; therefore, 100% of the cost should be included.  For other ongoing AOCs the 436 
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Company will test that the labor costs are incremental and not otherwise included in the 437 

recovery under any other tariffs currently in effect. 438 

Q. Is the Company willing to provide the Commission with quarterly progress reports 439 

until the Company commences service under Rider 17 as Ms. Ebrey recommends 440 

(Ebrey Dir., Staff Ex. 2.0, 25:640-42)? 441 

A. Yes.   442 

Q. Ms. Ebrey suggests that the Company has provided incomplete information about 443 

its proposed accounting under Rider 17.  (Ebrey Dir., Staff Ex. 2.0, 25:643-27:683).  444 

Subsequent to the filing of her direct testimony, has the Company provided Ms. 445 

Ebrey with additional information relating to the manner in which it will account 446 

for transactions under Rider 17? 447 

A. Yes.  Nicor Gas has provided numerous responses to Staff data requests relating to the 448 

manner in which the Company will record transactions under Rider 17.  In particular, 449 

Nicor Gas provided information about the journal entries that the Company plans to make 450 

to record exemplar transactions under Rider 17 in response to Staff data request TEE 4.01 451 

(Ebrey Dir., Staff Ex. 2.0, Attach. F) and the follow-up Staff data requests TEE 5.01-452 

5.05.  The Company’s responses to TEE 5.01-5.05 are attached as a group exhibit, Nicor 453 

Gas Exhibit 2.4.  454 

Q. Ms. Ebrey specifically requests additional information regarding the Company’s 455 

treatment of uncollectibles.  (Ebrey Dir., Staff Ex. 2.0, 25:644-27:674).  Does the 456 

Company have additional information to provide relating to the treatment of 457 

uncollectibles? 458 
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A. Yes.  I provide additional information below relating to the Company’s proposed 459 

treatment of uncollectibles under Rider 17. 460 

Q. Will uncollectible costs included in the PORCB program be limited to the 461 

receivables purchased from the Q-AGS? 462 

A. No.  Uncollectible costs resulting from the PORCB program will include any 463 

uncollectible receivables purchased from the Q-AGS and any uncollectible amounts on 464 

customer or Q-AGS bills for recovery of program costs.  This would include amounts 465 

billed under the PORA bill factor to customers (recovery of administration and operating 466 

costs, recovery or return of uncollectible amounts over- or under-collected, and intangible 467 

costs), and amounts billed under the CRA bill factor to Q-AGS. 468 

Q. How will the 1.0% discount on Qualifying Receivables be factored into the 469 

calculation of uncollectible expense? 470 

A. The calculation of uncollectible expense will be recorded monthly based on amounts 471 

billed to customers, and using the expected uncollectible rate that is described in the 472 

Company’s response to TEE 5.01.  The amount will be determined as follows: 473 

The sum of Qualifying Receivables (“Q-REC”) purchased in the month at 100% 474 

of face value, PORA amounts billed during the month, and CRC amounts billed during 475 

the month, multiplied by the expected uncollectible rate to provide the amount of reserve 476 

required for bills created during the month.  The 1.0% discount on Q-REC receivables 477 

purchased during the month will be deducted from this total, resulting in the amount of 478 

uncollectible expense to be recorded for the month.  This expense will then be transferred 479 
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to the regulatory asset for uncollectible costs.  The regulatory asset will be relieved as 480 

revenues are recorded for recovery of uncollectible costs.  481 

Q. How will the Company validate the amount of the uncollectible reserve? 482 

A. On a periodic basis, the Company’s Accounting Department will compare the actual 483 

amounts written off to the amounts billed or purchased under the program to determine if 484 

the expected uncollectible rate should be adjusted.  Since this is a new program, it will 485 

take some time to build up history specific to the program in order to determine if the 486 

expected uncollectible rate varies from that used for the general customer population.  If 487 

a change is made to the expected uncollectible rate, an adjusting entry will be recorded 488 

based on the unpaid receivables at the time of the change.  The entry will increase or 489 

decrease the receivable reserve, with the offset to uncollectible expense.  This expense 490 

will then be transferred to the regulatory asset for uncollectible costs.  The regulatory 491 

asset will be relieved as revenues are recorded for recovery of uncollectible costs. 492 

Q. How will a change to the uncollectible rate impact cost recovery? 493 

A. Revenue billed to customers as part of the PORA factor for uncollectible costs will 494 

change if the uncollectible rate is adjusted.  PORA revenue will decrease if the expected 495 

uncollectible rate decreases, and will increase if the expected uncollectible rate increases.  496 

The Company provided illustrations of the accounting for both circumstances in its 497 

response to TEE 5.02, Exhibits A and B. 498 

Q. How will the Company recover costs of receivables that are written off under this 499 

program? 500 
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A. The actual write-off of receivables under this program will be tracked separately from 501 

other Nicor Gas write-offs, and will be included in the periodic evaluation of the 502 

uncollectible reserve.  During the program, the actual write-offs will be compared with 503 

the amounts billed to develop a revised expected uncollectible rate.  If write-offs are 504 

lower than expected, the PORA factor will be reduced, thereby refunding the over-505 

collection to customers.  If write-offs are higher than expected, the PORA factor will be 506 

increased, thereby billing the under-collection to customers. 507 

VI. RESPONSE TO STAFF WITNESS PHIPPS 508 

Q. Please summarize Ms. Phipp’s recommendations with respect to the five-year 509 

levelized revenue requirement on Nicor Gas’ required investment in developing and 510 

maintaining the PORCB Information Technology system.   511 

A. Ms. Phipps proposes that Nicor Gas be allowed a five-year levelized revenue requirement 512 

of $841,849 per year on Nicor Gas’ initial investment.  (Phipps Dir., Staff Ex. 3.0, 5:98-513 

100 and Sch. 3.02).  This means that if the system initially costs $3.88 million, Rider 17 514 

would attempt to collect $841,849 per year for five years through (a) the 0.5% component 515 

of the discount rate provided by Q-AGS and (b) through the Capital Recovery 516 

Adjustment (CRA) mechanism that will be charged or credited to Q-AGS monthly.  517 

Q. Will Nicor Gas bill its residential or non-residential customers to recover these 518 

capital costs?   519 

A. No, only the Q-AGS will be billed for capital costs.   520 

Q. What levelized five-year revenue requirement would Nicor Gas recommend on the 521 

estimated $3.88 million investment and how does it compare to Staff’s proposal? 522 
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A. Nicor Gas proposes a five-year levelized revenue requirement of $994,637 per year.  As 523 

shown on Nicor Gas Exhibits 2.5 and 2.6, this revenue requirement is based on an 8.09% 524 

rate of return on rate base, and a 10.17% cost of equity capital, as approved in Docket 525 

No. 08-0363, and produces approximately $438,609 of equity cash flow with a 10.17% 526 

rate of return on equity.   527 

In general, the methodology used by Nicor Gas and Staff to compute the levelized 528 

revenue requirement are very similar; however, Nicor Gas Exhibit 2.6 properly calculates 529 

the return based on rate base at the beginning of the year because the investment will be 530 

completed prior to the rider going into effect.  Staff’s approach uses end-of-year rate base 531 

and does not adequately provide for a full return on the investment.  By the fifth year, 532 

Staff’s method only recovers depreciation expense and no return on the investment.  533 

Further, Staff’s proposal is approximately $152,788 lower than the Company’s proposal 534 

per year and assumes only a 4.45% cost of equity capital and 5.17% rate of return on rate 535 

base.   536 

Q. Why did the Company propose to utilize Nicor Gas’ last Commission-approved rate 537 

of return? 538 

A. The Company proposes to utilize its last Commission-approved rate of return (a) for 539 

consistency with Nicor Gas’ current rates and Commission orders, (b) in order to 540 

potentially narrow the scope of issues in this proceeding, (c) to properly recover both a 541 

return of and on the required initial and future capital investments over time and (d)  542 

because the estimated capital expenditures are expected to be relatively small relative to 543 

the rest of the utility’s operations therefore making special ad hoc adjustments to its cost 544 

of capital in this proceeding unwarranted.  Importantly, RESA and IGS reviewed Nicor 545 
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Gas’ tariff filing and the AGS have not objected to this proposal.  Further, Ms. Phipps has 546 

recognized that “The estimated $3.88 million cost to implement the PORCB program is 547 

diminutive relative to the size of the Company’s rate base assets which total 548 

approximately $1.3 billion.”  (Phipps Dir., Staff Ex. 3.0, 7:139-8:141).  549 

Q.    Is it appropriate to recover the Company’s last approved rate of return on rate base 550 

from Q-AGS on PORCB investments? 551 

A.  Yes.  As a general principle, whenever Nicor Gas’ resources are used to perform work for 552 

others, Nicor Gas will include a return equal to the rate of return on rate base most 553 

recently authorized for Nicor Gas by the Commission.  For example, as described in 554 

Section 5.2(c) of the Operating Agreement between AGL Resources and Nicor Gas 555 

Company (December 9, 2011), costs charged on a fully distributed cost basis include “a 556 

return equal to the rate of return on rate base most recently authorized for Nicor Gas by 557 

the ICC.” 558 

  Likewise, if a Nicor Gas customer requests that her natural gas service line be 559 

relocated  for her convenience (e.g., to make room for new landscaping), then she is 560 

charged a price that includes a return on and of the fleet equipment (trucks, trailers, 561 

trenchers, etc.) required to perform the service.  In this situation, the customer (cost 562 

causer) is properly charged the full cost for the requested service line relocation and the 563 

revenues collected are used to reduce base rates for delivery service customers.  564 

Q. What rationale has Ms. Phipps put forward to support changing the rate of return 565 

in this proceeding? 566 
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A.   Ms. Phipps states that Nicor Gas should earn a lower equity return on this investment 567 

because the reconciliation, or “true up,” (of Rider 17) “reduces risks associated with the 568 

PORCB assets relative to cost recovery through traditional rates.”  (Id. at 4:82-85).  She 569 

also claims that rider recovery “effectively eliminates both regulatory lag and the risk of 570 

non-recovery of prudent and reasonable costs.”  (Id. at 7:129-31).  In addition, she has 571 

chosen to leave certain items alone such as the weighted average costs of both long and 572 

short-term debt and preferred stock “as a matter of convenience.”  (Phipps Dir., Staff Ex. 573 

3.0, 2:39-3:41).   574 

Q. Is Ms. Phipps correct that Nicor Gas’ investment in PORCB assets is less risky 575 

because rider recovery of PORCB assets “effectively eliminates” the risk of non-576 

recovery of prudent and reasonable costs incurred in implementing the PORCB 577 

program? 578 

A. No.  Ms. Phipps concedes that there remains “some degree of risk of non-recovery of 579 

costs.”  (Phipps Dir., Staff Ex. 3.0, 7:131-33).  Moreover, in response to Staff data 580 

request RMP 1.03 (attached as Nicor Gas Exhibit 2.7), the Company provided ten 581 

different reasons why Rider 17 should not be deemed less risky than Nicor Gas’ normal 582 

utility service and Ms. Phipps has not addressed those issues.  In fact, attempting to 583 

recover capital costs from Q-AGS under an optional, new PORCB program should be 584 

regarded as more risky than billing and collecting for regulated natural gas utility 585 

services.  586 

  The initial computer programming and ongoing management of Rider 17 will be a 587 

new and complex process for Nicor Gas.  While the Company believes it can effectively 588 

manage the financial and operational risks associated with the program, the tautology that 589 
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a rider cost recovery mechanism “effectively eliminates” the risk of cost recovery ignores 590 

the fundamental nature of this optional service to collect unregulated receivables.  The 591 

risks include:  592 

(1) low PORCB customer / Q-AGS participation;  593 

(2) more risk concentrated within a single industry (Q-AGS); 594 

(3) unknown future levels of Qualifying Receivables; 595 

(4) cash flow volatility with changing market and seasonal conditions; 596 

(5) litigation and liquidity risk at Q-AGS; 597 

(6) recovery from a smaller pool of retail choice customers / Q-AGS than for 598 
base rate recovery of utility service costs;   599 

(7) risk of any ICC Rider 17 disallowance for imprudence or improper cost 600 
recovery; 601 

(8) third-party commodity-related receivables are significantly larger than 602 
utility delivery service receivables (e.g., 2x);  603 

(9) no recovery of other intangible costs which are hard to identify and 604 
quantify (e.g., productivity); and 605 

(10) difficulty collecting receivables for third-party prices, terms, conditions, 606 
etc. that are unfamiliar to Nicor Gas. 607 

In this case, Nicor Gas is at risk of recovering both its initial investment of $3.88 608 

million and earning a fair return on its investment.  In addition, Nicor Gas will be at risk 609 

for recovering future IT system modification investments and its required return on those 610 

investments.  Rider 17 is an optional service and the capital costs will be collected 611 

through a discount factor and from Q-AGS who elect to participate.  If customer 612 

participation is low or Q-AGS do not pay the Capital Recovery Adjustment then Nicor 613 

Gas is at risk of not recovering its capital costs or its required return on capital. 614 
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Furthermore, Nicor Gas’ credit exposure is concentrated on a limited number of 615 

AGS who may choose to participate.  These suppliers can take various corporate forms, 616 

such as limited partnerships, limited liability companies or non-public subsidiaries of a 617 

larger company.  Nicor Gas is directly exposed to the default risk on these entities and 618 

traditional credit rating agency reports and other financial data may not be available to 619 

closely evaluate their financial condition.  Therefore, Nicor Gas will be exposed to the 620 

financial and operational risks of these suppliers and dependent on the success of this 621 

program for its cost recovery.  The key point is that Rider 17 attempts to recover Nicor 622 

Gas’ required investment capital and return based on the successful future 623 

implementation of a new, untested, optional service from a limited number of third-party 624 

suppliers.  Rider 17 should not be “deemed” less risky simply because of the fact that a 625 

rider mechanism is used to properly recover and reconcile its costs.  At this time, it is 626 

unknown if Rider 17 ultimately will be the option of choice for AGS in a competitive 627 

retail gas marketplace.  Accordingly, the Commission should not assume that the 628 

reconciliation and true up process will fully protect Nicor Gas from the long-term risks 629 

associated with Rider 17.   630 

Q. From a practical perspective, are the assumptions presented by Staff to lower the 631 

required rate of return on equity necessary in this proceeding?   632 

A. No.  Based upon my experience of analyzing hundreds of corporate investments over the 633 

years, this project should not specifically be deemed “less risky” than the Company’s 634 

business in general.  Even Ms. Phipps recognizes that “determining the precise proportion 635 

of the difference between AAA bond yields and the full, time horizon-adjusted cost of 636 
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common equity that can be attributed to the risk of non-recovery of imprudent or 637 

unreasonably incurred costs is not possible.”  (Phipps Dir., Staff Ex. 3.0, 7:125-28).  638 

Q. Do you have other observations about Staff’s methodology for reducing Nicor Gas’ 639 

allowed rate of return in this proceeding? 640 

A. Yes.  In general, capital investment projects are typically analyzed at the firm’s weighted 641 

average cost of capital (WACC or “rate of return on rate base”).  And utilities maintain a 642 

long-term permanent capital structure to finance all of its rate base assets.  In this case, 643 

Staff deviates from that cost of capital to make a number of ad hoc adjustments to Nicor 644 

Gas’ last Commission-approved cost of equity capital, including time horizon 645 

adjustments, based on the current forward interest rate yield curve for A-rated corporate 646 

bonds and AAA-Rated corporate bonds.   647 

These adjustments first involve reducing Nicor Gas 10.17% cost of equity capital 648 

by the yield spread between 30-Year, A-Rated corporate bonds and 5-Year, A-Rated 649 

Corporate bonds (as of February 13, 2013), which was 2.51%, resulting in 7.66% 650 

(10.17% - 2.51%) (Staff’s time horizon adjustment).  Then, that result is averaged with 5-651 

Year, AAA-Rated Corporate Bond yields at 1.24% to produce 4.45% cost of equity 652 

capital.  These adjustments should be rejected for numerous reasons. 653 

First, the premise that Rider 17 is less risky than traditional utility service should 654 

be rejected and Nicor Gas’ proposed rate of return of 8.09% on rate base assets should be 655 

adopted.  Second, Staff’s time horizon adjustment does not recognize that Nicor Gas will 656 

invest in additional system modifications in the future.  Therefore, successive 657 

investments in Rider 17 should be treated more like a perpetuity rather than a one-time 658 

investment.  Third, substantial evidence was presented in Nicor Gas’ last rate case and 659 
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the Commission approved its allowed cost of equity capital and overall rate of return on 660 

rate base.  In this case, Staff is not using similarly robust methods to estimate the cost of 661 

equity capital (e.g., the Capital Asset Pricing Model or the Discounted Cash Flow 662 

method) but puts forth its “time horizon adjustment” as an acceptable methodology. 663 

Staff’s first adjustment lowers Nicor Gas’ required cost of equity capital by 664 

approximately 25% to 7.66%.    665 

Staff then assumes that the minimum equity return the Company should be 666 

allowed to earn is equivalent to that on 5-year, AAA-Rated Corporate Bond Yields of 667 

1.24% on February 13, 2013.  However, Nicor Gas is not investing in a 5-year AAA-668 

rated corporate fixed income security but a PORCB program with significant operational 669 

and financial risks as discussed previously.  Staff believes Nicor Gas’ allowed rate of 670 

return should fall between 7.66% and 1.24% and it asserts that “it is clear that the risk of 671 

PORCB cost recovery falls between those two limits.”  (Phipps Dir., Staff Ex. 3.0, 7:124-672 

25).  Therefore, Staff averages these data points and effectively establishes 50% of the 673 

return at 1.24% and 50% of the return at 7.66% (7.66% X .5 = 3.83%) + (1.24% X .5 = 674 

.62%) = 4.45% return on common equity.  The second adjustment then reduces the return 675 

on equity by approximately 42%.  However, there is no case to be made that the risk of 676 

investing in PORCB assets is equivalent to 5-year, AAA-rated corporate bonds.  677 

Furthermore, Staff ignores the credit quality of the Q-AGS and the very nature of the 678 

purchase of receivables program.  If this low risk assumption were appropriately given no 679 

weight, Staff’s return on equity would still be 7.66% which is 25% below what was 680 

approved in the Company’s last rate case.  In short, the Commission should not adopt 681 
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these adjustments in this proceeding because they presuppose a reduction in risk that is 682 

not well supported.   683 

The Company reached commercially acceptable terms with RESA and IGS when 684 

it proposed the use its Commission-approved rate of return of 8.09% on rate base for 685 

consistency.  The overall dollar magnitude of the revenue requirement difference between 686 

Staff’s proposal and Nicor Gas’ approach is limited.  Therefore, for all these reasons, the 687 

Commission should adopt the use of the Commission’s currently approved rate of return 688 

for Nicor Gas in this proceeding.  689 

VII. RESPONSE TO STAFF WITNESS BOGGS 690 

Q. Has Nicor Gas developed sample templates of the Billing Services Agreement form 691 

and title transfer document(s) relating to its purchase of receivables from Q-AGS as 692 

recommended by Mr. Boggs (Boggs Dir., Staff Ex. 4.0, 2:30-35)?  693 

A. Not at this time.  Nicor Gas commits to working with RESA and IGS to try to agree upon 694 

the form of such sample templates and, if agreement is reached, Nicor Gas will submit 695 

these sample templates with its surrebuttal testimony.  696 

VIII. RESPONSE TO CUB-AG 697 

A. CUB-AG’s First Recommendation 698 

Q. What is the Company’s response to CUB-AG witness Cohen’s recommendation that 699 

the Commission should reject Rider 17 because “the tariff is not just and 700 

reasonable” (Cohen Dir., CUB-AG Ex. 1.0, 2:29-30)? 701 

A. Mr. Cohen is incorrect for a variety of reasons that are covered throughout my rebuttal 702 

testimony; however, two points I made early in this testimony bear repeating here.  First, 703 

Nicor Gas developed its proposed optional Rider 17 purchase of receivables program to 704 
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recover its costs and through arms-length negotiations with RESA and IGS.  The tariff 705 

mechanism to recover Nicor Gas’ costs has not been shown to be unjust by Mr. Cohen.   706 

Second, the cost recovery mechanism – and the related review and reconciliation 707 

processes by the Commission – described in Rider 17 are reasonable and carefully 708 

structured so that Nicor Gas recovers its costs only from the customers and Q-AGS that 709 

utilize the PORCB service.  Importantly, Nicor Gas’ rate design prevents cost shifting 710 

and cross subsidies to customer classes who do not elect to purchase their natural gas 711 

supplies from any AGS or from Q-AGS who choose not to utilize Rider 17.  Specifically, 712 

it insures that customers who continue to purchase their natural gas supplies at Nicor 713 

Gas’ regulated monthly Rider 6 – Gas Supply Cost prices will not be charged with the 714 

unregulated uncollectible costs from AGS. 715 

Q. Did the Company take Section 5/19-145 of the PUA into consideration in the design 716 

of Rider 17? 717 

A. Section 5/19-145 of the PUA permits gas utilities in Illinois to file an automatic 718 

adjustment clause tariff for uncollectibles.  Nicor Gas filed its Rider 26, Uncollectible 719 

Expense Adjustment, under this provision of the PUA and it became effective on 720 

February 10, 2010.  The purpose of Rider 26 is to recover or refund to customers the 721 

difference between the Company’s actual annual uncollectible expense, as recorded in 722 

USOA Account 904 Uncollectible Accounts, and the amount included in base rates in its 723 

last rate case.  It should be noted that Rider 26 does not recover the future uncollectible 724 

expenses of Q-AGS that are proposed to be recovered through Rider 17.  From a rate 725 

design perspective, Section 5/19-145(b) indicates that: 726 
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In addition, customers who do not purchase their gas supply from a gas 727 
utility shall not be charged by the utility for uncollectible amounts 728 
associated with gas supply provided by the utility to the utility’s 729 
customers. 730 

This means that customers purchasing their supplies from an AGS should not be charged 731 

with the uncollectible costs associated with Nicor Gas’ Rider 6 – Gas Supply Cost (PGA) 732 

mechanism.  As shown on Nicor Gas Exhibits 2.8 and 2.9 (at page 3 of 6) – which are 733 

Rider 26 History and Rider 26 – Uncollectible Expense Adjustment filed August 31, 734 

2011, respectively – Rider 26 calculates separate adjustments for residential and non-735 

residential Sales and Transportation customers.   736 

In a similar manner, Rider 17 is properly designed to recover the cost of any 737 

unregulated uncollectible receivables associated with Rider 17 only through the Discount 738 

Factor paid by Q-AGS and the Purchase of Receivables Adjustments (PORA) on Q-AGS 739 

customers’ bills.  Again, this rate design prevents cost shifting and cross subsidies to 740 

customer classes who do not elect to purchase their natural gas supplies from AGS or 741 

from Q-AGS’ who elect not to utilize Rider 17.   742 

Q. In support of his recommendation to reject Rider 17, Mr. Cohen also claims that 743 

“the Company has offered no evidence that it provides any net benefit to customers” 744 

(Cohen Dir., CUB-AG Ex. 1.0, 2:29-31).  How do you respond? 745 

A.   Mr. Cohen’s request for evidence of a “net benefit to customers” related to a new service 746 

in a competitive marketplace is beyond the scope of this proceeding.  Here, Nicor Gas 747 

only proposes to provide optional Rider 17 service to Q-AGS as a part of the overall 748 

competitive service package that Q-AGS provide to their retail customers.  Q-AGS are 749 

allowed to establish their own business models, prices, services, subcontractor 750 
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agreements and other customer terms and conditions in a competitive retail market for 751 

natural gas supply in Illinois.  Rider 17 properly permits Nicor Gas to recover the costs of 752 

providing the service from the participants and suppliers in this competitive marketplace.  753 

In this marketplace, AGS and customers ultimately will be the judge of whether Nicor 754 

Gas’ provision of the PORCB service provides so-called “net benefits” to customers. 755 

B. CUB-AG’s Second Recommendation  756 

Q. What is the Company’s response to Mr. Cohen’s recommendation that, if the 757 

Commission should determine to approve a PORCB tariff, the Company should 758 

recover all costs associated with the PORCB program from participating Q-AGS 759 

and not their customers (Cohen Dir., CUB-AG Ex. 1.0, 2:32-36)? 760 

A. As an initial matter, I note that customers who select an AGS do so at their own 761 

discretion and agree to charges, terms and conditions offered by the selected AGS.  They 762 

already receive certain credits and charges on their natural gas bill from Nicor Gas (e.g., 763 

Transportation Service Adjustment, Balancing and Storage Adjustment, Rider 26 764 

Uncollectible Expense Adjustment) and other charges and credits billed directly from the 765 

AGS are also included on the customer’s consolidated bill from Nicor Gas.  Ultimately, 766 

the AGS customer pays for the charges and receives the appropriate credits associated 767 

with their service.   768 

As to Mr. Cohen’s recommendation that Nicor Gas recover all costs directly from 769 

Q-AGS, it is currently unclear to Nicor Gas that this proposal would be acceptable to the 770 

AGS market.  If it is satisfactory to the Q-AGS, then Nicor Gas would need to reevaluate 771 

the terms of the arrangement considering the additional credit risks concentrated within a 772 

limited number of suppliers and its current PORCB billing and programming design in 773 
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order to accommodate this change.  The increased credit risk and future risks of cost 774 

recovery from a limited number of suppliers raises the overall risk profile for the 775 

Company, but it could be explored. 776 

As proposed, the Rider 17 tariff design is fair and reasonable to existing and 777 

future customers as well as to Q-AGS.  However, if the parties in this proceeding believe 778 

that all charges and credits should be reflected on Q-AGS bills then Nicor Gas could 779 

consider placing the effective PORA adjustment factor on Q-AGS bills for payment 780 

during the effective month.  For example, for customers expected to be receiving PORCB 781 

service during the month of April, the Q-AGS’ pool bill for the period of March 1 782 

through March 31st (which is due and paid by the Q-AGS in April) would include the 783 

estimated PORA adjustments for April to better match the timing of the cash receipts 784 

from customers and cash requirements from Q-AGS.   785 

As a final matter, it is unclear what Mr. Cohen is referring to when he states that 786 

“any excessive costs of uncollectibles associated with supply service to Q-AGS customer 787 

accounts” should be recovered from participating Q-AGS.  (Cohen Dir., CUB-AG Ex. 788 

1.0, 2:34-35).  As such, there is no way to determine how such undefined “excessive” 789 

costs would be monitored, calculated, recovered, and recorded for accounting purposes 790 

by Nicor Gas.     791 

C. CUB-AG’s Third Recommendation 792 

Q.   If the Commission were to find that “end-user” PORCB charges are warranted in 793 

this proceeding, has Mr. Cohen recommended changes to the proposed tariff 794 

design?   795 
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A. Yes.  Mr. Cohen outlines six recommended changes to Rider 17 if “end-user” PORCB 796 

charges are approved.  (Cohen Dir., CUB-AG Ex. 1.0, 2:33-3:71). 797 

Q. Should the Commission adopt these six recommendations?   798 

A. With the exception of an improvement that can be made to the way Nicor Gas allocates 799 

AOCs by customer class, discussed below, no.  It also bears noting that if the 800 

Commission adopts Mr. Cohen’s recommendation that all PORCB costs be recovered 801 

from the Q-AGS then many of these recommendations become moot. 802 

1.  Separate Line Item for PORCB Charges 803 

Q. How are Nicor Gas’ uncollectible costs currently recovered in its base rates? 804 

A. In Nicor Gas’ last rate case (Docket No. 08-0363), its cost of service study classified 805 

uncollectible account expense as a “customer” cost.  The total uncollectible costs were 806 

allocated between residential and non-residential classes and then included in the fixed 807 

monthly customer charges for each customer class.  Through its Rider 26, Nicor Gas 808 

currently makes adjustments to the monthly customer charges for each customer class on 809 

a fixed dollar per month adjustment. 810 

Q. Does Rider 17 propose a similar treatment for the Purchase of Receivables 811 

Adjustment? 812 

A. Yes.  The Purchase of Receivables Adjustment (“PORA”) would be added to or 813 

subtracted from the Monthly Customer Charge along with the Rider 1 “Customer Charge 814 

Adjustments,” which include (a) Energy Assistance Charges for the Supplemental Low-815 

Income Energy Assistance Fund, (b) Renewable Energy Resources and Coal Technology 816 
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Development Assistance Charge, and (c) the Rider 26 monthly customer charge 817 

adjustments discussed previously.  818 

Q. Are the adjustments described above currently shown on a separate line item on the 819 

customer’s bill? 820 

A. No, the adjustments described above, including the proposed PORA, are not displayed as 821 

separate line items on the bill but rather are included in the monthly customer charge. 822 

Q. Would a separate line item on the bill for PORA charges and credits be more 823 

beneficial to customers? 824 

A. No, not in my opinion.  All retail consumer products include the cost of uncollectibles 825 

that consumers may not be aware of.  Because Nicor Gas currently includes its 826 

uncollectible cost within the monthly customer charge, presenting the PORA as a 827 

separate line item would create confusion for customers.  It also may increase operating 828 

costs in situations when the extra line item creates more two-page bills, or through 829 

additional customer calls and inquiries.   830 

Nicor Gas publishes its rates and tariffs on its website and provides historical 831 

monthly rate information so that market participants can review the relevant costs and 832 

credits associated with the Customer Select program.  Nicor Gas will publish the Rider 833 

17 charges and credits monthly on its website and will provide the historical charges for 834 

both residential and non-residential customers (similar to the manner in which it currently 835 

provides history on items such as Rider 6 – Purchased Gas Adjustment and Rider 26 – 836 

Uncollectible Expenses).  The Commission, AGS, CUB, the AG, consumers and other 837 
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market participants may readily access this information as they review the consumer 838 

value propositions in this competitive marketplace. 839 

2. Price Caps on Monthly PORCB Customer Charges  840 

Q. Mr. Cohen has recommended placing price caps on the monthly PORCB-related 841 

charges with amounts over the caps being charged directly to Q-AGS.  (Cohen Dir., 842 

CUB-AG Ex. 1.0, 8:187-97).  Should the Commission adopt this proposal? 843 

A. Definitely not.  As an initial matter, Mr. Cohen has recommended a subjective and 844 

complicated three-part financial limit on the proposed Rider 17 adjustment mechanism 845 

that should not be adopted.  Mr. Cohen’s recommendation would require the Company to 846 

(1) calculate a PORA that will be 1.0% of the customer’s supply charges, (2) bill the 847 

customer no more than the lesser of 1.0% or a fixed price cap of $0.50 per residential 848 

customer and $2.00 per commercial customer and (3) bill the Q-AGS any remaining 849 

expenses.  Mr. Cohen’s recommendation of variable per customer price caps would 850 

create operational complexities that are far greater than Nicor Gas had envisioned for 851 

itself and its customers.  Even if the operational requirements of his recommendation 852 

could be implemented, they would introduce significant new billing and computing issues 853 

which may delay customer bills and collections, complicate the AGS pool billing process, 854 

and significantly increase administrative costs as compared to Nicor Gas’ Rider 17 855 

proposal.  By way of comparison only, Mr. Cohen’s recommendation that the Q-AGS 856 

pay all of the PORA adjustments is far more efficient and would result in fewer billing 857 

issues and customer complaints than this recommendation.      858 

There are numerous other reasons to reject Mr. Cohen’s proposal.  First, one must 859 

remember that the PORA was carefully designed to either collect or refund the 860 
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appropriate amount on a monthly basis to efficiently provide PORCB service.  Mr. 861 

Cohen’s recommendation ignores the symmetrical nature of Nicor Gas’ proposal and 862 

arbitrarily caps charges to customers, but does not cap the credits that may be provided to 863 

consumers; this makes Rider 17 unrealistically difficult to implement from a business 864 

perspective.       865 

Second, Mr. Cohen’s argument, which is presented with no evidence, is based on 866 

a premise that there is an intra-class cross subsidy within the residential and commercial 867 

customer classes.  He recommends that small volume customers should be protected from 868 

bearing excessive costs and, to accomplish that, variable caps that are a percentage of the 869 

customer’s supply bill should be calculated for all customers’ bills.  As I understand this 870 

point, he is not arguing against recovering the total costs, as he proposes to bill the Q-871 

AGS for the remaining balance due.  However, he delays the timely recovery of costs 872 

(while allowing the timely return of credits) so that larger volume customers will pay 873 

more for PORA and smaller volume customers will pay less for PORA over time.  There 874 

is no evidence that after Nicor Gas appropriately allocates the PORCB costs to the 875 

customer classes that such a proposal is more fair to either small or large volume 876 

customers than an equal cost per customer per month by customer class. 877 

Rider 17 already appropriately allocates costs (e.g., actual uncollectible expenses 878 

charged off) directly to the customer class causing the cost (e.g., residential and non-879 

residential) and then recovers the cost on an equal cost per customer basis, which is 880 

included in the monthly customer charge in the exact same method utilized in Docket 881 

Nos. 08-0363 and 09-0428.  Thus, Nicor Gas’ proposal is reasonable and consistent with 882 

Nicor Gas’ existing Commission-approved rate design.  The limits Mr. Cohen proposes 883 
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are unrelated to Nicor Gas’ actual monthly cost of providing the PORCB service and, if 884 

approved, would add significant computational and billing complexities and would 885 

jeopardize the efficient recovery of costs, thereby creating terms that are not 886 

commercially acceptable to Nicor Gas.  The implications associated with first calculating, 887 

storing and managing a variable 1.0% cap on each customer’s PORA charges prior to 888 

billing invites a host of cash flow, operational, and customer service issues, including, but 889 

not limited to, additional auditing of bills, billing delays, complicated customer cancel 890 

and rebills situations with variable prices all in a dramatically changing competitive 891 

market for natural gas service.   892 

Third, it should be noted that the prices charged on a monthly basis by Q-AGS are 893 

not regulated by the Commission; therefore, Q-AGS are already able to design their 894 

products and service offerings in a uniquely tailored fashion to small volume and large 895 

volume customers.  Q-AGS may make any adjustments in their prices necessary on a 896 

monthly basis.  Furthermore, if Mr. Cohen’s recommendation that all PORA adjustments 897 

should be paid by Q-AGS was adopted, this point would be moot since Q-AGS would 898 

receive all charges and, once again, would be able to price each product to each customer 899 

in a market-competitive manner.  Q-AGS can then determine if they would like to charge 900 

smaller volume users, within each customer class, less than larger volume users in order 901 

to avoid the supposed intra-class equity issue Mr. Cohen raises.   902 

Fourth, since Nicor Gas’ rates are regulated by the Commission, Rider 17 was 903 

carefully designed with the interests of all of Nicor Gas’ customers in mind, on a 904 

consistent basis with existing rate design and rate of return principles, and to fairly 905 
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recover its actual cost of providing the PORCB service on a timely basis with 906 

Commission prudence review.   907 

Finally, the competitive retail natural gas industry may significantly change in the 908 

future.  Entire municipalities are now aggregating electrical load in the service territory of 909 

Commonwealth Edison Company with approximately two-thirds of their supply being 910 

provided by Retail Electric Service providers.  Future natural gas prices may be high or 911 

low.  Future economic conditions may dramatically increase (or decrease) uncollectibles.  912 

While Nicor Gas’ Customer Select program now serves about 13% of the small volume 913 

market, it could dramatically grow or shrink under future legislative or regulatory 914 

changes.  The proposed Rider 17 would appropriately recover costs under these changing 915 

business and economic conditions and should not be modified to introduce arbitrary 916 

pricing limitations that increase administrative complexity.   917 

3. AOC Cost Assignment 918 

Q. Mr. Cohen recommends that AOCs be recovered as a part of the Discount Factor 919 

from Q-AGS in order to “appropriately assign PORCB-related costs.”  (Cohen Dir., 920 

CUB-AG Ex. 1.0, 3:50-52).  How are AOCs recovered in Nicor Gas proposed tariff 921 

design?     922 

A. Nicor Gas’ tariff design recovers AOCs (and intangible costs) directly from Q-AGS 923 

through the Discount Factor to the extent that the Discount Factor is high enough to cover 924 

the future expenses.  If the Discount Factor is not adequate to recover the monthly 925 

expenses, then a PORA adjustment, which includes the AOCs, is placed on the 926 

customer’s bill to recover the difference.  Likewise, if the Discount Factor is too high, the 927 

PORA adjustment will provide credits to customers with the objective of recovering 928 
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actual costs incurred over the course of the program and through the Commission 929 

reconciliation process.     930 

Further, Mr. Cohen concludes that because Q-AGS are the cost causers and not 931 

the end-use customers, AOCs should be charged to Q-AGS.  (Cohen Dir., CUB-AG Ex. 932 

1.0, 8:198-204).  As noted previously, Rider 17 allocates costs to the appropriate cost 933 

causers (Q-AGS and their customers).  In addition, the initial terms and structure of Rider 934 

17 were acceptable to the marketplace as represented by RESA and IGS.  All costs of 935 

service, including profit, must eventually be included in the end-use customer’s bill if a 936 

Q-AGS is to be a going concern.  Therefore, in my opinion, there is nothing inappropriate 937 

with recovering the AOCs as proposed in Rider 17.   However, if Q-AGS agree that 938 

AOCs should be charged directly to them, then Nicor Gas would recommend that it do so 939 

on a per customer per month basis, which would allow for a more accurate recovery of 940 

actual costs than a percentage estimate in the Discount Factor.   941 

Q. Mr. Cohen appears to suggest that Rider 17 is inequitable because the monthly 942 

customer charge adjustment includes “costs that are not allocated volumetrically.”  943 

(Cohen Dir., CUB-AG Ex. 1.0, 8:208-9:211).  What is the Company’s response? 944 

A. It must be noted that costs are first incurred and then tracked by customer class where 945 

possible.  The direct costs of residential uncollectibles are recorded directly in the 946 

residential customer class and the direct costs of non-residential uncollectibles are 947 

recorded directly in the non-residential class.  The common costs of administering the 948 

program for both residential and non-residential customers included in the AOCs (e.g., 949 

company labor) are recorded and recovered on a per customer basis from all customers.  950 

Recovering these costs on a volumetric basis assumes again that higher volume 951 
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customers cause a greater proportion of the AOCs.  However, administrative costs are not 952 

likely to be primarily spent on the larger customers; instead, they can be fairly recovered 953 

from all customers.  Mr. Cohen has not recognized that Nicor Gas’ existing base rate 954 

design already recovers uncollectible costs on a per customer per month basis.  He has 955 

also not presented any evidence that his assumption is credible or more fair than the 956 

current methodology or that it would lead to a significantly better tariff design.  Finally, 957 

use of a volumetric billing determinate assumption within the tariff design introduces 958 

more uncertainty and error in the rate setting, cost recovery and reconciliation processes.  959 

This occurs because weather and monthly gas volumes change considerably each month 960 

and each year making cost/therm charges harder to estimate than and collect 961 

cost/customer charges, which are more stable.  Therefore, for all these reasons, a 962 

volumetric rate design for Rider 17 AOCs is not an improvement and is not necessary.   963 

4. Allocation of Costs by Customer Class and Volume 964 

Q. Do you agree with Mr. Cohen’s recommendation that costs collected directly from 965 

customers “should first be allocated by customer class” (Cohen Dir., CUB-AG Ex. 966 

1.0, 3:53-54)? 967 

A. Yes.  Rider 17 was specifically designed so that each customer class (residential and non-968 

residential) would have its own unique PORA factors and each class would ultimately 969 

pay the appropriate costs caused by that class.  For example, the SUAc, ICRc, Rc and Oc 970 

factors are all established based on costs incurred within the particular customer class.  971 

This insures, for example, that residential customers are not paying the cost of non-972 

residential uncollectible expenses.  AOCs were largely estimated to be “common” costs 973 

that would be required to administer the program for both residential and non-residential 974 
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customers (e.g., labor to administer the program and answer Q-AGS and customer 975 

questions).  Nicor Gas also expects to pay commissions to collection agencies as part of 976 

its AOCs, which the Company can allocate to the customer class for which such 977 

commissions were paid.  Therefore, Nicor Gas proposes to calculate AOCC by customer 978 

class by including both a common cost per customer component (e.g., for the general 979 

administrative labor) plus a class cost per customer component (e.g., for the direct 980 

collection agency costs by class).  These revisions are included in the revised tariff and 981 

explained in the AOCC definition. 982 

Q. Should PORA costs be allocated on a volumetric basis as Mr. Cohen suggests 983 

(Cohen Dir., CUB-AG Ex. 1.0, 3:55)?   984 

A. No.  As previously discussed, a volumetric basis is not demonstrably superior to Nicor 985 

Gas’ proposal to collect bad debt expenses (uncollectible expense) as a “customer” cost 986 

included within the monthly customer charge.   987 

Q. In your opinion, does Mr. Cohen’s proposal resolve the “potential inequity” 988 

associated with charging AOCs at a flat cost per customer per month (Cohen Dir., 989 

CUB-AG Ex. 1.0, 9:236-10:241)? 990 

 A. No.  First, Mr. Cohen has only suggested a “potential inequity” and provided no evidence 991 

that common administrative and operational costs should be recovered more from higher 992 

volume users than smaller volume users.  Administrative services will be provided to all 993 

customers regardless of size.  He also recognizes the possibility that the costs may not be 994 

volume related.  (Cohen Dir., CUB-AG Ex. 1.0, 9:233-34).  His claim of a “potential 995 

inequity” is a red-herring and can easily be seen as such when Mr. Cohen recommends 996 

that Q-AGS make their own decisions on how to include these normal costs of business 997 
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in their unregulated charges to customers.  (Id. at 10:238-40).  Mr. Cohen is essentially 998 

saying that his prior thoughts on cost-causation and fairness in rate design are not 999 

relevant as long as the unregulated Q-AGS are allowed to set the prices.  Nicor Gas is not 1000 

opposed to charging AOCs directly to Q-AGS as a fixed charge per customer per month 1001 

on their monthly supplier pool bills; however, in the event the PORA is placed on the 1002 

customer’s bill, the fixed charge per customer per month proposed by Nicor Gas should 1003 

be approved.  As Mr. Cohen notes, Q-AGS can still make their own decisions on how to 1004 

price their products. 1005 

5. Separate Uncollectible Rates for Each Q-AGS 1006 

Q. Mr. Cohen proposes that a separate discount rate be established for each Q-AGS to 1007 

“protect all AGS and their customers from unfairly being required to pay higher 1008 

costs due to the marketing practices of some Q-AGS.”  (Cohen Dir., CUB-AG Ex. 1009 

1.0, 3:56-58).  Are there currently consumer and Q-AGS protections built into Rider 1010 

17? 1011 

A. Yes.  Only Qualifying Receivables (Q-RECc) by customer class will be purchased by 1012 

Nicor Gas.  As explained on Sheet 75.9.5, Qualifying Receivables means that “such 1013 

receivables have arisen from providing gas supply to Customer Select Participants who 1014 

were, at the time immediately prior to entering the program, or during the prior billing 1015 

period, not in arrears with either the Company or the Q-AGS.”  (See Nicor Gas Ex. 2.2).  1016 

Practically speaking, this means that Q-AGS will not be able to bring older, difficult to 1017 

collect, bad debt into the PORCB program.  Additionally, Q-AGS should continue to 1018 

look for customers with good credit and the ability to pay because otherwise Q-AGS will 1019 

be dealing with the customer’s future uncollectibles.  Nicor Gas will purchase every 1020 
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receivable (those in good credit standing and those that are not) but only if the customer 1021 

was previously in good credit standing with both the Company and the Q-AGS.   1022 

Q. Should the Commission order that the uncollectibles portion of the Discount Factor 1023 

be set separately for each Q-AGS based on the uncollectibles history of their 1024 

receivables over the preceding year as Mr. Cohen recommends (Cohen Dir., CUB-1025 

AG Ex. 1.0, 3:56-66)? 1026 

A.   No.  Rider 17 is properly designed with a uniform discount rate for all suppliers and 1027 

PORA adjustments based on forward looking rather than historical data.  Due to the 1028 

dynamic nature of the natural gas industry (changing gas prices, weather, competition, 1029 

municipal aggregation, and other factors) Nicor Gas should not be required to establish 1030 

discount rates based on historical information.  This recommendation also would 1031 

significantly increase administrative, IT programming, and maintenance costs as 1032 

compared to Nicor Gas’ proposed design.  It would require Nicor Gas to segregate 1033 

receivables by supplier and, by relying on historical information, would not provide 1034 

Nicor Gas with a timely or efficient cost recovery mechanism.  In short, it would lead to a 1035 

burdensome administrative process at higher costs with the potential for more errors and 1036 

questionable benefit.   1037 

Q. How does Mr. Cohen propose handling newly certified Q-AGS or those without an 1038 

established uncollectibles history?   1039 

A. In these situations he suggests the rate be set at the Q-AGS average rate until an actual 1040 

rate can be calculated.  (Cohen Dir., CUB-AG Ex. 1.0, 3:60-63).  This means that Nicor 1041 

Gas also would have to create and maintain a separate uncollectible rate table for each 1042 

supplier and for each supplier’s residential and non-residential customer classes.  1043 
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Additionally, an anomaly at one supplier may adversely impact its rate, which may have 1044 

unintended consequences and cause more customer switching between marketers.  Nicor 1045 

Gas’ proposed Rider 17 has been designed with administrative efficiency, cost 1046 

effectiveness, and customer equity in mind.  Nicor Gas will reconcile its revenues 1047 

collected with its actual costs by customer class, subject to Commission review, thereby 1048 

treating all customers and Q-AGS equitably.      1049 

6. Intangible Cost Recovery 1050 

Q. Mr. Cohen recommends that the Company’s recovery of intangible costs be 1051 

eliminated from Rider 17 and, alternatively, if recovery is included, that these costs 1052 

be recovered from Q-AGS.  (Cohen Dir., CUB-AG Ex. 1.0, 3:67-71).  What is the 1053 

Company’s response to these proposals?  1054 

A. Nicor Gas is not opposed to recovering the intangible costs directly from Q-AGS.  If Mr. 1055 

Cohen’s recommendation to bill all of the PORA charges to Q-AGS is adopted then this 1056 

objective also would be achieved.   1057 

In the first instance, however, intangible costs should not be disallowed for the 1058 

following reasons:  (1) they were part of the settlement agreement with RESA and IGS 1059 

wherein the commercial terms of Nicor Gas’ proposed Rider 17 were deemed to be 1060 

acceptable to both the industry participants and the Company and properly identified that 1061 

Nicor Gas would incur additional costs associated with the program; (2) they provide an 1062 

incentive for Nicor Gas to keep its PORCB administration costs down; and (3) they 1063 

encourage innovation in areas where utilities may further support the growth and 1064 

development of unregulated retail energy markets.  I have provided two illustrations of 1065 

how intangible cost recovery might occur under Rider 17 as Nicor Gas Exhibit 2.10, both 1066 



 

Docket No. 12-0569 48 Nicor Gas Ex. 2.0 

of which support Nicor Gas’ recovery of intangible costs through the rider.  The first 1067 

illustration demonstrates the Company’s maximum earnings potential based on 100% 1068 

customer participation (at current average volumes) and the second illustration 1069 

demonstrates the before- and after-tax earnings impact on Nicor Gas at varying levels of 1070 

participation from 25% to 100%  at a variety of gas prices. 1071 

Q. Is it correct that Nicor Gas will have an opportunity to earn a reasonable return on 1072 

its investment related to PORCB implementation absent the intangible cost recovery 1073 

as Mr. Cohen suggests (Cohen Dir., CUB-AG Ex. 1.0, 2:32-36)? 1074 

A. No.  The Intangible Cost Recovery (“ICR”) component of Rider 17 is an important 1075 

component of the risk/reward structure of the settlement agreement with RESA and IGS.  1076 

Without the ICR component, Nicor Gas’ earnings opportunity on PORCB is limited by 1077 

(a) the assumption that it will be able to recover its capital investment and required return 1078 

through sufficient participation in the PORCB program via the Discount Factor and (b) or 1079 

that sufficient Q-AGS remain in the program for it to recover any outstanding amounts 1080 

due through the Capital Recovery Adjustment component.  If Q-AGS elect to opt out of 1081 

the program, Nicor Gas may never recover its initial $3.88 million investment in the 1082 

program.  Due to the concentrated nature of recovering capital costs and return from a 1083 

limited number of Q-AGS, their customers and an optional program, the ICR component 1084 

represents a reasonable level of compensation necessary to recover other costs associated 1085 

with the PORCB program and provide enough incentive for Nicor Gas to agree to 1086 

participate in such a program. 1087 
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IX. CONCLUSION 1088 

Q. Does this conclude your rebuttal testimony? 1089 

A. Yes. 1090 


