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I. INTRODUCTION AND PURPOSE OF TESTIMONY 1 

Q. Are you the same Robert R. Mudra who presented direct and rebuttal testimony in 2 

this proceeding? 3 

A. Yes. 4 

Q. What is the purpose of your surrebuttal testimony? 5 

A. My surrebuttal testimony first reiterates Nicor Gas’ perspective in drafting proposed 6 

Rider 17 Purchase of Receivables with Consolidated Billing (“PORCB”) (“Rider 17”) 7 

and then briefly responds to the rebuttal testimony of Retail Energy Supply Association 8 

(“RESA”) and Interstate Gas Supply of Illinois (“IGS”) witness Teresa Ringenbach, 9 

Illinois Commerce Commission (“Commission”) Staff (“Staff”) witnesses David 10 

Rearden, Theresa Ebrey and Rochelle Phipps, and Citizens Utility Board / Illinois 11 

Attorney General (“CUB-AG”) witness Martin Cohen. 12 

II. SUMMARY OF NICOR GAS’ POSITION 13 

Q. Will you please summarize Nicor Gas’ position concerning proposed Rider 17? 14 

A. Rider 17 was drafted with three goals in mind:  (1) to hold Nicor Gas supply and delivery 15 

customers harmless in the provision of this new, optional service to Qualifying 16 

Alternative Gas Suppliers (“Q-AGS”); (2) to provide for recovery of all costs incurred by 17 

Nicor Gas to provide the new PORCB service, none of which are already being recovered 18 

through Nicor Gas’ base rates; and (3) to propose a balanced program in response to the 19 

request of certain AGS to offer an optional service to Q-AGS.  Proposed Rider 17 20 

accomplishes each of these goals.   21 
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As such, Nicor Gas respectfully requests that the Illinois Commerce Commission 22 

(“Commission”) either approve Rider 17 as proposed by the Company and modified in 23 

my rebuttal testimony (see Nicor Gas Ex. 2.2) or reject the tariff altogether.  It is Nicor 24 

Gas’ position that the Staff or CUB-AG alternative recommendations set forth in their 25 

testimony will put Nicor Gas at risk of not recovering its costs to provide this new, 26 

optional service to Q-AGS.  As this proposed service is not statutorily mandated, Nicor 27 

Gas does not wish to be exposed to the risk of less than complete cost recovery to offer 28 

this optional service. 29 

III. RESPONSE TO STAFF AND INTERVENORS 30 

Q. Briefly, how do you respond to Ms. Ringenbach’s proposed fallback position 31 

(Ringenbach Reb., RESA/IGS Ex. 2.0, 13:260-62)?  32 

A. Initially, I would observe that Ms. Ringenbach supports Rider 17 as modified by Nicor 33 

Gas in rebuttal testimony.  (Ringenbach Reb., RESA/IGS Ex. 2.0, 20:426-35).  This 34 

position is consistent with Nicor Gas’ position.  She goes on to state that RESA and IGS 35 

would not object, “as a fallback position,” to a modification to Rider 17 to provide that all 36 

costs of implementing and operating the PORCB program would be recovered from 37 

participating Q-AGS.  (Id., 13:260-62).  Because Nicor Gas requests that the Commission 38 

either approve its proposed tariff as modified in Nicor Gas Exhibit 2.2 or reject the 39 

proposal entirely, Nicor Gas does not address the RESA/IGS “fallback position.” 40 

Q.  Please state your understanding of Staff’s proposed test for approval of Rider 17.  41 

A. Dr. Rearden clarifies that the Commission should approve Rider 17 only if the costs of 42 

implementing the PORCB program are “prudently incurred,” which he defines as 43 
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occurring when the benefits of the program exceed its costs.  (Rearden Reb., Staff Ex. 44 

5.0, 5:100-01, 6:113-15).   45 

Q. What is the Company’s position with respect to Dr. Rearden’s proposed test? 46 

A. As I stated in my rebuttal testimony (at 5:92-94), Nicor Gas does not agree that Dr. 47 

Rearden’s proposed “prudently incurred” test is appropriate to determine whether to 48 

approve Rider 17.  That topic will be a subject of Nicor Gas’ briefs.  Moreover, Dr. 49 

Rearden’s rebuttal testimony recognizes that the anticipated benefits of the program are 50 

“the effect on lowered costs and expanded markets.”  (Id., 5:101-02).  Thus, his request 51 

for an analysis into the benefits that would accrue to customers and Q-AGS from Rider 52 

17 calls for information that is beyond Nicor Gas’ control.     53 

Q. Do you have anything further to provide in response to Dr. Rearden’s position that 54 

intangible cost recovery is not required to incentivize Nicor Gas to restrain 55 

administrative costs (Rearden Reb., Staff Ex. 5.0, 7:133-35)?   56 

A. Yes.  As shown in Figure 1 below, the Intangible Cost Recovery Factor (“ICF”) can be 57 

no higher than 0.5% of qualifying receivables (“Q-REC”).  If the Administrative and 58 

Operational Costs (“AOCs”) exceed 0.5% of Q-REC, then the ICF declines in an equal 59 

and opposite amount until AOCs as a percentage of Q-REC equal 1.0%.  If AOCs are 60 

greater than or equal to 1.0% or more of Q-REC then the ICF is zero.  Again, if AOCs are 61 

just 1.0% or more of Q-REC, Nicor Gas will not recover anything through the intangible 62 

cost recovery mechanism and can never recover more than 0.5% of Q-REC through this 63 

mechanism. 64 
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Figure 1 65 

 66 

Q. Does the Company request an 8.0% overhead factor for AOCs without support as 67 

suggested by Ms. Ebrey (Ebrey Reb., Staff Ex. 6.0, 2:30-31)? 68 

A. No.  The 8.0% factor is completely different than the AOCs defined in Rider 17.  The 69 

Company referenced 8.0% as an overhead and administrative factor that was included in 70 

the preliminary Information Technology design estimate of $3.88 million as noted in the 71 

Company’s original response to Staff data request TEE 1.15 (attached as Nicor Gas Ex. 72 

3.1).  Contemporaneously with this testimony, and due to the limited time to submit 73 

surrebuttal testimony, the Company is providing a supplemental response to Staff data 74 

request TEE 1.15 with additional support relating to the 8.0%, which is a standard 75 

corporate overhead rate for AGL Resources Inc.’s information technology projects at the 76 

time the estimate was prepared (id.).   77 
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Q.  Have Ms. Ebrey’s arguments to limit the recovery of capital costs to initial start-up 78 

investment persuaded the Company to modify the definition of Capital Recovery 79 

Costs (Ebrey Reb., Staff Ex. 6.0, 7:142-67)? 80 

A. No.  The Company will develop separate Information Technology functionality for the 81 

PORCB program.  The Company would only seek to recover system modification costs if 82 

required to maintain Information Technology system integrity and functionality related to 83 

the PORCB program (see, e.g., Sheet 75.9.3, subsection (d) under Capital Recovery 84 

Costs).  These costs do not relate to the Company’s existing Information Technology 85 

system but only to costs that would be required for the PORCB Program. 86 

Q. Should any of Ms. Ebrey’s proposed changes to the SUA be accepted (Ebrey Reb., 87 

Staff 6.0, 10:229-42)? 88 

A. No.  In my rebuttal testimony (at 16:363-18:396), I outlined numerous reasons why Ms. 89 

Ebrey’s rate design proposals are not acceptable to the Company.  Additionally, it is 90 

important to bear in mind that the PORCB program is a significant business process 91 

change for Nicor Gas and involves a high degree of complexity to provide a new service 92 

which involves the annual purchase of millions of dollars of third-party receivables.  .  93 

Therefore, the Company’s proposed rate design formulas are required to offer this 94 

service.  Finally, it should be noted that Ms. Ebrey does not take issue with the exemplar 95 

accounting journal entries that Nicor Gas has provided to Staff. 96 

Q.   Do you believe Ms. Ebrey has a misunderstanding of your testimony with respect to 97 

the tracking of costs and revenues (Ebrey Reb., Staff 6.0, 15:358-68)? 98 
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A. Yes.  The cost of internal information systems employee time that is capitalized and 99 

required for the PORCB program will be tracked for recovery through the Capital 100 

Recovery Cost mechanism.   101 

Q. What is the Company’s response to Ms. Ebrey’s request that the Company confirm 102 

again, in surrebuttal testimony, it does not intend to recover the costs of the initial 103 

430 hours of preliminary information system design work in the Capital Recovery 104 

Costs (“CRC”) (Ebrey Reb., Staff Ex. 6.0, 16:369-76)?   105 

A. The Company has no intention of seeking to recover the cost of the initial 430 hours of 106 

internal costs through base rates or any other cost recovery mechanism. 107 

Q. Does Ms. Ebrey correctly point out that including uncollectible costs related to 108 

CRCs in the PORA is contrary to the Company’s discussion that CRCs will be 109 

recovered completely from Q-AGS and not from ratepayers (Ebrey Reb., Staff Ex. 110 

6.0, 17:392-401)? 111 

A. Yes.  The Company’s rate design did not intend to recover uncollectible CRCs through 112 

the PORA on customers’ bills.  An incorrect accounting assumption was made related to 113 

the recovery of unpaid CRCs while evaluating partial payment scenarios during 114 

discovery in this proceeding.  Therefore, contemporaneously with this testimony, the 115 

Company is providing a supplemental response to Staff data request TEE 5.02 (attached 116 

as Nicor Gas Ex. 3.2).  In addition, Nicor Gas is filing an errata to my rebuttal testimony 117 

(at 21:461-468) to remove any reference to amounts billed under the CRA on Q-AGS’ 118 

bills.   119 
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Q. What is the Company’s response to Ms. Phipps’ assertion that “the Company has 120 

designed its proposal such that there is virtually no risk that the Company will 121 

recover less than 100% of the prudent costs it incurs to implement the PORCB 122 

program” (Phipps Reb., Staff Ex. 7.0, 6:105-07)? 123 

A.   Ms. Phipps continues to fail to recognize the inherently higher risk profile of providing a 124 

purchase of receivables service (e.g., “receivables factoring”) as compared to Nicor Gas’ 125 

primary line of business of natural gas delivery service.  In other words, she ignores the 126 

fact that Nicor Gas will take on significant new operational and financial risks by 127 

providing a receivables factoring service.  The essential question is whether receivables 128 

factoring is more or less risky than Nicor Gas’ current business operations, and Nicor Gas 129 

has demonstrated that it carries more risk.    130 

Q. Does Ms. Phipps correctly conclude that a lower rate of return than gas delivery 131 

services “fairly reflects the lower level of risk inherent in the PORCB assets vis-à-vis 132 

the Company’s rate base assets” (Phipps Reb., Staff Ex. 7.0, 1:14-17)? 133 

A. No.  There are numerous factors weighing against this conclusion, including those set 134 

forth in my rebuttal testimony (see, e.g., 26:575-31:683) and the following: 135 

1. Assuming full Customer Select participation, Nicor Gas could purchase 136 
approximately $181,000,000 of new third-party receivables per year (e.g., 137 
362,000,000 therms at $.50 per therm; see Nicor Gas Ex. 2.10), thereby increasing 138 
its financial risk exposure though a new receivables factoring service to retail 139 
suppliers.  These amounts would swell dramatically with increasing participation 140 
in the Company’s Customer Select program and could approach $1 billion or 141 
more. 142 

2. Receivables factoring fundamentally is a different (and competitive) business 143 
service offered by financial institutions and is not the same as providing regulated 144 
natural gas delivery service.  Therefore, for this reason and those set forth in my 145 
rebuttal testimony (at 28:608-630), the risk of providing this service should not be 146 
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deemed as less risky than providing utility service.  Furthermore, if Mr. Cohen’s 147 
recommendation to recover all costs directly from the Q-AGS were to be adopted, 148 
then this would obviously multiply Nicor Gas’ credit exposure to the Q-AGS and 149 
Rider 17 does not eliminate that risk. 150 

3. Staff has not properly analyzed the risk factors outlined in Nicor Gas Exhibit 2.7.  151 
For example, Staff has not conducted an analysis into the dollar magnitude of 152 
potential Commission disallowances under Rider 17 prudence relative to the 153 
return on PORCB assets or analyzed the credit quality of the optional Rider 17 Q-154 
AGS participants.  As such, Staff could not have properly included a risk 155 
premium in its ROE analysis as Ms. Phipps suggests (Staff Ex. 7.0, 4:71-5:73).  156 
Moreover, the tariff does not transfer unrecovered CRCs to customers of 157 
participating Q-AGS (id., 5:73-76).  Furthermore, since this is an optional 158 
program, Nicor Gas risks the possibility of stranded costs if Q-AGS drop the 159 
program and there are no Q-AGS or customers left to recover its capital or 160 
uncollectible costs from.  In addition, Ms. Phipps does not address the ongoing 161 
risk of Q-AGS termination or future drops in customer participation levels.  162 
Finally, the fact that third-party receivables enter the Company’s credit and 163 
collection process does not eliminate the risks or difficulties associated with 164 
attempting to collect third-party charges with unregulated prices, terms and 165 
conditions, established by the Q-AGS, which are unfamiliar to Nicor Gas.   166 

Q. Please respond to Staff’s representation of your criticisms regarding the 167 

methodology Ms. Phipps used to develop a lower rate of return for PORCB assets 168 

(Phipps Reb., Staff Ex. 7.0, 7:130-10:190). 169 

A. In short, Ms. Phipps mischaracterizes my testimony by stating it implies “that a 170 

company’s overall cost of capital determines the required rate of return on new assets it 171 

acquires.”  (Phipps Reb., Staff Ex. 7.0, 9:163-65).  In fact, I do not disagree with her text 172 

citation that the cost of capital for a given project “should reflect the risk of the project 173 

itself, not necessarily the risk associated with the firm’s average project as reflected in its 174 

composite [cost of capital].”  (Id., 8:149-52).  Notably, Nicor Gas did not find sufficient 175 

justification to deviate from its current, Commission-approved rate of return for the 176 

PORCB project, as supported in my rebuttal testimony (at 24:537-28:630) and in 177 

response to Staff data request RMP 1.03 (Nicor Gas Ex. 2.7), which was provided on 178 
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January 15, 2013 before Staff filed its direct testimony on March 1, 203 in this 179 

proceeding.  180 

Q. Has Nicor Gas developed the sample templates recommended by Staff witness 181 

Christopher Boggs (Boggs Dir., Staff Ex. 4.0, 2:30-35)?  182 

A. No.  Nicor Gas has not yet had the opportunity to work with RESA and IGS to try to 183 

agree upon the form of such sample templates as discussed in my rebuttal testimony (at 184 

31:690-96). 185 

Q. What is the Company’s response to Mr. Cohen’s assertion that Rider 17 puts utility 186 

supply customers at risk of higher costs (Cohen Reb., CUB-AG Ex. 2.0, 4:73-87)? 187 

A. Mr. Cohen’s argument rests on his claim of higher retail supply gas charges from AGS 188 

than from utility supply charges, which is not a rate design issue in this case.  As noted 189 

previously, Nicor Gas appropriately designed Rider 17 so that only Q-AGS and their 190 

customers would pay for the cost of the services they receive under Rider 17.  191 

Furthermore, 100% of the Company’s residential and small commercial customers 192 

already have full opportunity to choose their own natural gas supplier and switch to and 193 

from the utility for supply service in a competitive marketplace.  Therefore, Mr. Cohen’s 194 

assertion that “under Rider 17 … a corresponding increase in regulated uncollectibles 195 

would be paid also by utility supply customers” (id., 4:85-86) is nothing more than 196 

speculation.  His line of conjecture might also suggest that lower AGS supply charges 197 

would reduce delivery-related uncollectibles or that there should be no change if prices 198 

were equal, but all of these one-dimensional claims have nothing to do with Rider 17.                    199 
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Q. Has Mr. Cohen clarified what he refers to as “excessive costs of uncollectibles 200 

associated with supply service to Q-AGS customer accounts”? 201 

A. Yes.  I appreciate the clarification provided in his rebuttal testimony (CUB-AG Ex. 2.0, 202 

5:102-05), but it should be noted that Mr. Cohen again is referring to potentially higher 203 

commodity costs charged by AGS and also suggesting the potential for misleading or 204 

aggressive marketing practices by AGS.  From a rate design perspective, Rider 17 is 205 

designed to appropriately recover actual uncollectible costs, by customer class, and 206 

cannot address the alleged “excessive” costs referred to above. 207 

Q. What is the Company’s response to Mr. Cohen’s assertion that below-the-line 208 

treatment for Intangible Cost Recovery would lead to earnings above Nicor Gas’ 209 

allowed rate of return (Cohen Reb., CUB-AG 2.0, 6:145-46)? 210 

A. It is the Company’s position that the purchase of third-party receivables is, in character, a 211 

non-utility service which will give rise to intangible costs which are appropriately 212 

accounted for “below-the-line,” consistent with Account 417.  The Company would only 213 

receive $438,609 of return on equity under Rider 17 (Nicor Gas Ex. 2.6, p. 1, sum of 214 

ROE column for years 1-5); however, it would incur intangible costs and financial risks 215 

associated with purchasing as much as $181,000,000, or significantly more, of 216 

receivables.  Therefore, Rider 17 includes an incentive to recover its intangible costs of 217 

only up to 0.5% of Q-REC annually if, and only if, Nicor Gas can keep its AOCs at or 218 

below 1.0% of Q-REC.  The 1.0% of Q-REC could be approximately $1,000,000 per 219 

year (before taxes) if 100% of the current AGS in the Customer Select program elected to 220 

participate in the Rider 17  with all of their residential and commercial customer classes.  221 

(Nicor Gas Ex. 2.10).  However, after ten years of full unbundling, only about 13% of 222 
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Nicor Gas eligible residential and small commercial customers currently participate in 223 

Customer Select.   224 

Due to the optional nature of the purchase of receivables service that would be 225 

offered to Q-AGS, and the attendant risks and uncertainty of future intangible cost 226 

recovery and full cost recovery under Rider 17, recording the ICR revenues below-the-227 

line in Account 417, Revenues from Non-Utility Operations is appropriate.  By 228 

definition, below-the-line revenues are not included in the net operating income of the 229 

utility for ratemaking purposes.  Therefore, it is impossible for these uncertain potential 230 

future ICR revenues to cause Nicor Gas to over earn on its utility rate base.  Below-the-231 

line treatment for Intangible Cost Recovery properly recognizes the non-utility nature of 232 

this service (receivables factoring) and its risk while providing Nicor Gas with some 233 

opportunity to recover its intangible costs associated with providing the proposed 234 

PORCB service.    235 

IV. CONCLUSION 236 

Q. Does this conclude your surrebuttal testimony? 237 

A. Yes. 238 


