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In accordance with the schedule established by the Administrative Law Judge (“ALJ”), 

Northern Illinois Gas Company d/b/a Nicor Gas Company (“Nicor Gas” or the “Company”) 

hereby files with the Illinois Commerce Commission (“Commission”) this Initial Brief following 

an evidentiary hearing held on May 6, 2013. 

I. EXECUTIVE SUMMARY 

Nicor Gas has offered its residential and small commercial customers, on a voluntary 

basis, the option to purchase their natural gas from third-party, alternative gas suppliers (“AGS”) 

for more than a decade.  The Company offers this option to customers through a Commission-

approved tariff, Rider 15 – Customer Select Program.  In response to the requests of certain AGS 

participating in the Customer Select Program, the Company developed and filed a tariff, 

proposing to establish a new, optional service called Rider 17 – Purchase of Receivables with 

Consolidated Billing (“PORCB”) on September 5, 2012.1  Rider 17 provides Qualifying 

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

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

commercial customers.  Rider 17 also provides a mechanism for the Company to recover its 

costs to provide this service.  Thus, the issue in this proceeding is whether the Commission 

should approve Nicor Gas’ proposed Rider 17 and its cost recovery mechanism. 

Nicor Gas drafted proposed Rider 17 to achieve three goals.  First, the Company sought 

to propose a PORCB program that would hold its supply and delivery customers harmless in the 

provision of this new, optional service.  Second, Rider 17 would provide Nicor Gas with a 

mechanism to recover all costs incurred in order to provide the new PORCB service – costs 

                                                 
1 Nicor Gas filed Rider 17 pursuant to the terms of the Stipulation and Settlement Agreement dated May 19, 2011 in 
Docket No. 11-0046, between AGL Resources Inc., Nicor Inc., Nicor Gas, the Retail Energy Supply Association 
(“RESA”) and Interstate Gas Supply (“IGS”).  Nicor Gas Exhibit (“Ex.”) 1.2. 
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which are not being recovered through Nicor Gas’ current base rates.  The third goal was to 

propose a balanced PORCB program in response to the request of certain AGS.  Nicor Gas 

presented substantial and compelling evidence showing that proposed Rider 17 accomplishes 

each of these goals.  Accordingly, Nicor Gas’ proposed Rider 17 is just and reasonable and 

should be approved. 

The Commission Staff (“Staff”) and Citizens Utility Board / Illinois Attorney General  

(“CUB-AG”) take the primary position in this proceeding that the Commission should reject 

Rider 17 altogether.  In support of this primary position, Staff and CUB-AG raise legally 

unsupported arguments about the analysis that the Commission is to apply here.  They also raise 

various arguments about the current state of the competitive market for natural gas supply.  See, 

e.g., Cohen Dir., CUB-AG Ex. 1.0 Revised (“Rev.”), 5:120-26; Rearden Dir., Staff Ex. 1.0, 

8:149-65; Rearden Reb., Staff Ex. 5.0, 1:19-2:25.  These arguments are wholly irrelevant to 

whether the Commission should approve Nicor Gas’ proposed Rider 17 and its cost recovery 

mechanism.  In the alternative, Staff and CUB-AG have recommended a number of revisions for 

the Commission to adopt should it determine to approve the tariff.   

What is uncontroverted is that proposed Rider 17 is an optional service that is tailored 

specifically to the Company’s operations.  The Company’s proposal also reflects the input of 

AGS in order to meet their concerns.2  Given that Nicor Gas is proposing a voluntary service 

designed to meet its operational requirements, the Company respectfully requests that the 

Commission either approve Rider 17 as proposed and modified by the Company in rebuttal 

testimony (see Nicor Gas Ex. 2.2) or reject the tariff altogether.  The Staff and CUB-AG 

alternative recommendations set forth in their testimony will put Nicor Gas at risk of not 

                                                 
2 The direct testimony of the RESA-IGS witness confirms this fact.  Ringenbach Dir., RESA-IGS Ex. 1.0, 4:77-5:82. 
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recovering its costs incurred in order to offer its proposed PORCB program.  As this proposed 

service is not statutorily mandated, Nicor Gas should not be put in a position where it is exposed 

to the risk of less than complete cost recovery of the costs incurred in order to offer this optional 

service. 

II. NICOR GAS’ PROPOSED RIDER 17 

A. Purpose and Applicability of Rider 17 

The purpose of Rider 17 is to provide a new tariffed service whereby a Q-AGS may, at its 

option, sell to Nicor Gas qualifying receivables for natural gas commodity service for eligible 

residential and small commercial customers.  Mudra Dir., Nicor Gas Ex. 1.0, 2:24-3:49.  More 

specifically, Rider 17 provides the terms by which Nicor Gas will purchase receivables from Q-

AGS, including the manner in which the Company will recover its costs incurred in providing 

service under the rider, and then reflect those charges on bills where the receivables have been 

purchased by Nicor Gas.  Id. at 4:89-92.  Rider 17 also sets forth the terms and conditions3 of the 

new tariffed service.  Id. at 4:93. 

Rider 17 will be available in conjunction with the Company’s competitive alternative 

retail supply services under Nicor Gas’ Rider 15 – Customer Select, and Nicor Gas’ Rider 16 – 

Supplier Aggregation Service.  Id. at 5:96-98.  Rider 17 adds a purchase of receivables option for 

Q-AGS’ gas supply charges to the existing utility consolidated billing program.  Id. at 5:98-99.  

Nicor Gas will purchase these receivables, without recourse, at a discount of 1.5% as part of the 

mechanism for the Company to recover the costs of providing the new service.  Id. at 5:99-101.  

                                                 
3 Nicor Gas is not proposing any changes to its existing Terms and Conditions in connection with proposed Rider 
17.  The Qualifying Receivables purchased by Nicor Gas under Rider 17 will be subject to the provisions of the 
Company’s Terms and Conditions for disconnections, collections and other billing provisions.  All other provisions 
of the Company’s rate schedules and Rider 15 under which customers receive service will apply.  In addition, the 
provisions related to Rider 16, including Terms and Conditions related to those obligations for Q-AGS, will 
continue to apply.  Mudra Dir., Nicor Gas Ex. 1.0, 13:289-294. 
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After the purchase of these receivables, Nicor Gas will include on the customer’s bill both the 

Company’s distribution charges and the balance of outstanding charges purchased from the Q-

AGS, and these charges will enter the Company’s collection process.  Id. at 5:102-105. 

Any Q-AGS electing to have Nicor Gas purchase its receivables is required, by Rider 17, 

to sell to the Company such Q-AGS’ Qualifying Receivables for (a) all eligible residential 

customers and all eligible non-residential customers, (b) all eligible residential customers only, 

or (c) all eligible non-residential customers only.  Id. at 6:131-134.  In other words, a Q-AGS 

cannot elect to sell the receivables for just some of its customers to Nicor Gas; it must sell to 

Nicor Gas the receivables for all of the chosen class(es) of customers.  Id. at 6:134-137.  

However, a Q-AGS is not precluded from serving specific non-residential customers, without 

Rider 17, through either dual billing (where the utility and Q-AGS both send the customer 

separate bills) or through the supplier’s own consolidated billing program in which the Q-AGS 

consolidates both utility and supplier charges on the supplier’s bill.  Id. at 6:137-141. 

Further, Nicor Gas proposes to exclude from Rider 17 any residential customer 

participating in the State of Illinois’ Percentage of Income Payment Plan (“PIPP”), as provided 

for in the Illinois Energy Assistance Act (the “IEAA”), 305 ILCS 20/18.  Id. at 7:152-153, 7:157-

160.  As such, Nicor Gas will not purchase receivables from a Q-AGS for the accounts of 

residential customers who participate in the PIPP.  Id. at 7:153-155.  There are significant 

additional costs to and challenges posed by including such customers in Rider 17.  Id. at 8:178-

179.  Accordingly, RESA and IGS have agreed that inclusion of PIPP customers should not be 

part of the initial information technology systems changes, but will be considered for inclusion in 

the PORCB program at a later date.  Id. at 8:179-182.  If it is later determined that PIPP 

customers should be included in Rider 17, then Nicor Gas would seek to recover its incremental 
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investment for these necessary systems changes through the same Capital Recovery Cost 

(“CRC”) mechanism described in Rider 17.  Id. at 8:182-185. 

B. Costs of Rider 17 

In providing the new service under proposed Rider 17, Nicor Gas anticipates incurring 

developmental, implementation, administrative, and operational costs.  Mudra Dir., Nicor Gas 

Ex. 1.0, 9:194-196.  Rider 17 sets forth two categories for these costs — Administrative and 

Operational Costs (“AOCs”) and CRCs.  Id. at 9:196-197.  The AOCs are the incremental 

expenses incurred by or for Nicor Gas in association with services provided under Rider 17 and 

are described more fully in the tariff.  Id. at 9:199-200.  The CRCs are the revenue requirement 

necessary to recover the Company’s investment in information technology systems, are 

necessary for the PORCB Program, and also are described more fully in the tariff.  Id. at 9:201-

10:212.  Annually, CRCs will equal the five-year levelized revenue requirement sufficient to 

recover the return of and on the Company’s investments at an 8.09% rate of return as approved 

by the Commission in Nicor Gas’ last rate case, Docket No. 08-0363.  Mudra Dir., Nicor Gas Ex. 

1.0, 10:216-219. 

C. Cost Recovery 

All costs that Nicor Gas seeks to recover under Rider 17 represent new, incremental costs 

that are not reflected in Nicor Gas’ current, Commission-approved revenue requirement.  Mudra 

Dir., Nicor Gas Ex. 1.0, 10:227-228.  Therefore, Nicor Gas proposes to recover all costs to 

provide this new service from the Q-AGS that elect the service under Rider 17 and from the Q-

AGS’ eligible customers.  Id. at 10:223-224. 

Q-AGS electing service under Rider 17 will be subject to several costs.  First, any Q-

AGS electing service under Rider 17 will continue to pay the existing Third Party Billing Service 
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charge of $0.25 per bill.  Id. at 10:230-231.  As such, there will be no change from what the Q-

AGS currently pays for the utility consolidated billing service.  Id. at 10:231-232.  Second, a Q-

AGS electing service under Rider 17 will pay a Discount Factor of 1.5%, which includes 0.5% 

for CRCs, as applied to Qualifying Receivables purchased by Nicor Gas from the Q-AGS.  Id. at 

10:233-235.  More specifically, Nicor Gas will apply a Capital Recovery Adjustment (“CRA”) 

charge or credit to applicable Q-AGS’ monthly Supplier Aggregation Service bills to recover or 

refund any anticipated under-collected or over-collected CRCs received through application of 

the 0.5% portion of the Discount Factor.  Id. at 10:235-11:239.  The CRA includes a 

reconciliation component that will be the difference between the actual capital recovery cost 

revenue requirement for the reconciliation period and the amounts collected through the 

application of the 0.5% capital recovery costs component of the Discount Factor, plus amounts 

collected or refunded to Q-AGS through the CRA during the prior reconciliation period.  Id. at 

11:239-243.     

Q-AGS’ eligible customers also will be subject to some costs and credits.  In particular, 

Rider 17 includes a customer adjustment, which will be a per-customer per-month charge or 

credit calculated separately for eligible residential and non-residential customers.  Id. at 11:249-

251.  The charge will be based on AOCs, estimated uncollectible costs, intangible cost recovery 

and a reconciliation component and will be determined pursuant to the specific conditions set 

forth in the tariff.  Id. at 11:251-252.  Nicor Gas will make regular filings with the Commission 

on or before the 20th day of the month preceding the adjustment’s effective date.  Id. at 12:265-

266.  The adjustment will be added to or deducted from the customer’s Monthly Customer 

Charge and will be applicable by customer class (residential and non-residential).  Id. at 12:266-

268. 
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D. Commission Review and Reconciliation  

Nicor Gas proposes a reconciliation process under Rider 17 that reflects the major 

features commonly implemented for the oversight of tracking riders, including: (1) an internal 

audit report with numerous tests, including that costs recovered under the rider are not recovered 

through other approved tariffs, that adjustment factors are being properly billed to customers in 

the correct time periods, and that Rider 17 revenues are properly stated; and (2) a Commission-

initiated proceeding to reconcile costs and revenues, review the costs incurred, and order 

adjustments to correct errors if any.  Mudra Dir., Nicor Gas Ex. 1.0, 12:272-278.  Nicor Gas 

proposes to file a petition with the Commission to initiate the reconciliation process on or before 

August 31 following each twenty-four month reconciliation period.  Id. at 12:279-281.  The 

petition will include a reconciliation of the actual purchase of receivables adjustment costs 

incurred with the actual revenues booked and the actual Capital Recovery Costs incurred with 

the Capital Recovery revenues booked.  Id. at 12:281-13:285. 

E. Rider 17 Implementation 

Nicor Gas estimates that it will incur start-up costs of $3.88 million to implement the 

changes required by Rider 17.  Mudra Dir., Nicor Gas Ex. 1.0, 13:298.  To calculate the estimate, 

Nicor Gas first reviewed its current systems and identified the programs, processes and reports 

that will need to be modified to implement Rider 17.  The documents and systems that will need 

modifications or enhancements include, but are not limited to, the following: (1) service 

agreements; (2) the enrollment program; (3) programs relating to billing, bill extracts and bill 

messaging; (4) the cancel/rebill processes; (5) payment programs; (6) programs relating to 

collections, severance, and reconnection; (7) revenue and reporting databases; (8) Nicor Gas’ 



 

Docket No. 12-0569 8 

General Ledger; (9) existing and new financial and credit reports; (10) bill presentations; and 

(11) a new process to transition Q-AGS to the PORCB program.  Id. at 13:300-14:308. 

Nicor Gas then considered the amount of time and resources needed to implement these 

numerous systems changes and arrived at an estimate of approximately 42,400 hours.4  Id. at 

14:310-312.  The majority of those hours are estimated to be spent on designing and building the 

changes and testing the changes, as Nicor Gas must ensure that the changes do not negatively 

affect its customers or its financial reporting processes.  Id. at 14:312-315.  Assuming an average 

hourly rate of $85 as applied to the 42,400 hours results in a figure of $3.6 million.  Id. at 

14:316-318.  Finally, Nicor Gas assumed that it also will incur overhead and administrative / 

general expenses related to the start-up process.  Nicor Gas estimated those expenses at 8% of 

the $3.6 million, which is an additional $288,000.  These figures together are the estimated total 

of $3.88 million.  Id. at 14:319-322.   

III. LEGAL STANDARD 

A. Just and Reasonable Standard of Review 

It is well-established that the Commission has broad authority to set and design utility 

rates.  Business and Prof’l People for the Pub. Interest v. Illinois Commerce Comm’n, 136 Ill. 2d 

192, 204 (1989) (“BPI”).  Included within this broad authority is the ability to approve riders in 

“proper situations and under circumstances that are lawful and reasonable.”  See North Shore 

Gas Company, The Peoples Gas Light and Coke Company, Proposed General Increase in 

Natural Gas Rates, Docket Nos. 09-0166; 09-0167 (Cons.) Order at 131-132 (Jan. 21, 2010) 

(“Peoples 2009 Rate Case Order”); Commonwealth Edison Company, Proposed General 

                                                 
4 Assuming the use of Nicor Gas’ current staffing level, Nicor Gas estimates that it will take two years from the 
beginning of the implementation project to make all of the necessary systems changes to implement Rider 17.  
Mudra Dir., Nicor Gas Ex. 1.0, 14:325-327. 
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Increase in Electric Rates, Docket No. 07-0566, Order at 137-38 (Sept. 10, 2008) (“ComEd 2007 

Rate Case Order”); North Shore Gas Company, The Peoples Gas Light and Coke Company, 

Proposed General Increase in Natural Gas Rates, Docket Nos. 07-0241, 07-0242 (Cons.) Order 

at 138-53, 183-84 (Feb. 5, 2008) (“Peoples 2007 Rate Case Order”).  The Commission will 

approve a proposed rider if the rider is found to be just and reasonable.  See Illinois Public 

Utilities Act (“PUA”) 220 ILCS 5/9-201(c) (“the Commission shall establish the rates or other 

charges…which it shall find to be just and reasonable”); Peoples 2009 Rate Case Order, at 131-

132; Commonwealth Edison Company, Proposed General Increase in Rates for Delivery 

Service, Docket No. 05-0597, Order at 127 (July 26, 2006) (“ComEd 2005 Rate Case Order”).  

The PUA places the burden of establishing the justness and reasonableness of the proposed rates 

or other charges upon the utility.  220 ILCS 5/9-201(c).  Moreover, the Commission has held that 

“a just and reasonable rate is a question of sound business judgment and is not the product of a 

legal formula.”  Central Illinois Light Company, Proposal to Implement a Competitive 

Procurement Process, Docket Nos. 05-0160, 05-0161, 05-0162 (Cons.), Order at 43 (Jan. 24, 

2006).  

B. Net Benefits Test Proposed by Staff and CUB-AG 

 Staff witness David Rearden and CUB-AG witness Martin Cohen asserted their non-legal 

opinions that the Commission only should approve Nicor Gas’ Rider 17 if the costs to implement 

Rider 17 are “prudently incurred,” or, put another way, if Rider 17 provides “net benefits” to 

customers.  Rearden Dir., Staff Ex. 1.0, 3:58-61; Cohen Dir., CUB-AG Ex. 1.0 Rev., 2:30-32, 

16:391-392.  Neither Dr. Rearden nor Mr. Cohen is an attorney and, as such, the Commission 

should disregard their novel legal theories.  Moreover, there is no legal basis for these proposed 

standards.  More specifically, there is no Commission rule or decision, or any other authority 
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supporting a “prudently incurred” or “net benefits” test as applied to a new cost tracker like 

Rider 17.  Indeed, these theories are contrary to the well-established standards applicable to the 

approval of riders set forth above.  Moreover, the question of prudently incurred costs is 

premature.  That is a question for the reconciliation proceeding, not whether the approval of a 

tariff proposing a PORCB program and cost recovery mechanism is just and reasonable.  Put 

simply, the tests advanced by Staff and CUB-AG are inappropriate for use by the Commission in 

this proceeding.5   

IV. CONTESTED ISSUES 

Staff and CUB-AG take the primary position that the Commission should reject Rider 17 

entirely.  See Cohen Dir., CUB-AG Ex. 1.0 Rev., 2:29; Rearden Dir., Staff Ex. 1.0, 3:52; Ebrey 

Dir., Staff Ex. 2.0, 2:21-22.  In the alternative, they recommend a number of revisions for the 

Commission to adopt should it determine to approve some version of Rider 17.  See Cohen Dir., 

CUB-AG Ex. 1.0 Rev., 2:32-36; Rearden Dir., Staff Ex. 1.0, 3:52-54; Ebrey Dir., Staff Ex. 2.0, 

2:23-3:49.  While Nicor Gas has agreed to accept several of Staff’s revisions to the tariff 

language, there are many revisions proposed by Staff and CUB-AG that Nicor Gas does not 

accept.6  See generally, Mudra Reb., Nicor Gas Ex. 2.0 Rev., 6:115-23:507.  Most importantly, 

Nicor Gas does not agree to any revisions that compromise the Company’s ability to obtain full 

cost recovery.   

                                                 
5 Nicor Gas reserves the right to address any legal arguments that Staff or CUB-AG may raise in their briefs. 
6 To the extent Nicor Gas does not specifically address a proposal by Staff or CUB-AG in this Initial Brief, it should 
not be construed as agreement with that proposal.  Nicor Gas reserves the right to respond to any and all arguments 
raised by Staff or CUB-AG in their briefs. 
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A. The Commission Should Reject the Tests for Rider Approval 
Advocated for by Staff and CUB-AG.  

As reflected above in the legal standard section, there is no basis in law for Staff’s 

argument that Rider 17 may only be approved by the Commission if “the expenditures to 

implement Rider 17 are prudently incurred” (Rearden Dir., Staff Ex. 1.0, 3:56-59).  Similarly, 

there is no basis in law for CUB-AG’s argument that the Company must provide evidence that its 

Rider 17 proposal provides a “net benefit to customers.”  Cohen Dir., CUB-AG Ex. 1.0 Rev., 

2:29-31.  Moreover, CUB-AG’s argument is beyond the scope of this proceeding.  Here, Nicor 

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

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

to establish their own business models, prices, services, subcontractor agreements and other 

customer terms and conditions in a competitive retail market for natural gas supply in Illinois.  

Rider 17 properly permits Nicor Gas to recover the costs of providing the service from the 

participants and suppliers in this competitive marketplace.  In this marketplace, AGS and 

customers ultimately will be the judge of whether Nicor Gas’ provision of the PORCB service 

provides so-called “net benefits” to customers.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 33:747-

34:755. 

 Staff’s argument that Rider 17 should be rejected as premature (Ebrey Dir., Staff Ex. 2.0, 

3:60-64) also is unsupported.  The evidence shows that the Company has proposed an optional 

PORCB program and that Rider 17 outlines the cost recovery mechanism for the program, the 

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

and Commission reconciliation and review processes.  In relying upon the fact that the rider is in 

the “preliminary design stage” (Ebrey Dir., Staff Ex. 2.0, 3:65-66), Staff misstates the nature of 

Nicor Gas’ efforts to date on the rider.  In particular, the evidence shows that Rider 17 is 
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considered to be in the preliminary design stage from an information technology (“IT”) 

perspective.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 7:145-146.  The Company has spent 

approximately 430 hours in preliminary IT design and has identified approximately 212 specific 

programming requirements that need to be developed for PORCB implementation.  Id. at 7:149-

151.  Put simply, the fact that the Company proceeded with caution and did not conduct full 

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

without first obtaining Commission approval should not be a reason to reject Nicor Gas’ 

proposal.  Id. at 7:145-155. 

To the extent that Staff argues that Rider 17 is premature because the specific costs are 

not discernible (Ebrey Reb., Staff Ex. 6.0R, 3:52-59), the evidence reflects that Nicor Gas 

provided as much information as it currently has available on the costs to be incurred under the 

rider.  Until Nicor Gas actually incurs costs in connection with providing service under Rider 17 

it cannot predict the specific levels of costs or provide “best estimates” of charges.  The fact that 

these costs cannot be known with certainty at this time does not support the Commission’s 

outright dismissal of the Company’s proposal.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 8:177-

9:191.  Moreover, future costs will be related to the levels of future PORCB uncollectibles, 

future gas prices, future numbers of participating customers, future participating Q-AGS, the 

severity of future weather conditions (colder or warmer winters) and future levels of customer 

participation in retail gas markets in Illinois.  For example, if natural gas municipal aggregation 

were to be approved by the Illinois General Assembly then significantly higher levels of 

customers may begin switching to the Company’s Rider 15 – Customer Select and the costs 

incurred under the PORCB program would be expected to rise commensurately.  Id. at 9:192-

199. 
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In short, none of the tests or analyses advanced by Staff or CUB-AG merit adoption by 

the Commission in this proceeding.  Instead, the Commission should adopt Nicor Gas’ Rider 17 

proposal because it is just and reasonable, which is the standard that applies here.   

B. The Commission Should Reject Proposals by Staff and CUB-AG to 
Change the Company’s Proposed Tariff Design. 

1. None of the Proposals Improve Upon the Company’s Proposed  
Tariff Design. 

If the Commission should determine to approve a PORCB tariff, Staff proposed 

numerous changes to Nicor Gas’ tariff design, including definitional changes to AOCs, CRCs, 

and the Discount Factor, as well as changes to the purchase of receivables adjustment definition 

and formulae, and the Supply Uncollectible Adjustment.  Ebrey Dir., Staff Ex. 2.0, 3:60-6:112, 

6:114-10:213, 13:292-16:378.  The Commission should reject Staff’s proposed changes to the 

tariff as none of these changes will improve the rate design and cost recovery methodology 

contained in Rider 17.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 14:316-15:337.  Nicor Gas’ rate 

design prevents cost shifting and cross subsidies to customer classes who do not elect to 

purchase their natural gas supplies from any AGS or from Q-AGS who choose not to utilize 

Rider 17.  Specifically, it insures that customers who continue to purchase their natural gas 

supplies at Nicor Gas’ regulated monthly Rider 6 – Gas Supply Cost prices will not be charged 

with the unregulated uncollectible costs from AGS.  Id. at 32:710-715. 

CUB-AG also proposed several changes to the Rider 17 tariff design.  CUB-AG first 

recommended that all costs associated with the PORCB program be recovered from participating 

Q-AGS and not their customers.  Cohen Dir., CUB-AG Ex. 1.0 Rev., 2:32-36.  This 

recommendation should be rejected because the Rider 17 tariff design is fair and reasonable to 
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existing and future customers as well as to Q-AGS.7  It should be borne in mind that customers 

who select an AGS do so at their own discretion and agree to charges, terms and conditions 

offered by the selected AGS.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 34:761-62.  They already 

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

Service Adjustment, Balancing and Storage Adjustment, Rider 26 Uncollectible Expense 

Adjustment), and other charges and credits billed directly from the AGS are also included on the 

customer’s consolidated bill from Nicor Gas.  Ultimately, AGS customers pay for the charges 

and receive the appropriate credits associated with their service.  Id. at 34:762-768.   

Absent shifting cost recovery entirely to Q-AGS, CUB-AG recommended six specific 

changes to the tariff.  Cohen Dir., CUB-AG Ex. 1.0 Rev., 2:37-3:71.  If the Commission were to 

adopt CUB-AG’s recommendation that all PORCB costs be recovered from the Q-AGS then 

many of these recommendations become moot.  Moreover, the evidence demonstrates that the 

Commission should not adopt any of these six recommendations, with the exception of an 

improvement that can be made to the way Nicor Gas allocates AOCs by customer class.  Mudra 

Reb., Nicor Gas Ex. 2.0 Rev., 36:798-800. 

2. The Evidence Supports the Discount Factor Component of the 
Company’s Tariff Design. 

Staff has argued that the Company has provided an insufficient basis for the Commission 

to judge the reasonableness of the Discount Factor.  Ebrey Dir., Staff Ex. 2.0, 5:91-96.  On the 

contrary, the evidence demonstrates that the 1.5% Discount Factor was a product of discussions 

with RESA and IGS and represents an amount that certain AGS determined to be reasonable, 

                                                 
7 RESA-IGS have indicated that they would not object, “as a fallback position,” to a modification to Rider 17 to 
provide that all costs of implementing and operating the PORCB program would be recovered from participating Q-
AGS.  Ringenbach Reb., RESA-IGS Ex. 2.0 Rev., 13:256-58.  Because Nicor Gas requests that the Commission 
either approve its proposed tariff as modified in Nicor Gas Exhibit 2.2 or reject the proposal entirely, Nicor Gas has 
not addressed the RESA/IGS “fallback position.”  Mudra Sur., Nicor Gas Ex. 3.0, 2:31-40. 
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including 0.5% for Capital Recovery Costs.  Mudra Dir., Nicor Gas Ex. 1.0, 11:244-47.  The 

Company cannot speculate on the factors considered by RESA and IGS in their determination of 

the reasonableness of the 1.5% Discount Factor.  Ebrey Dir., Staff Ex. 2.0, Attach. D.  Rider 17 

is designed to recover and reconcile the actual costs incurred by the provision of the PORCB 

service to the residential and non-residential customer classes.  Mudra Reb., Nicor Gas Ex. 2.0 

Rev., 10:221-23.  Furthermore, the purchase of receivables adjustment factor will charge or 

credit customers (within the appropriate customer class) for amounts that are either under or 

over-recovered due to the level of the 1.0% portion of the Discount Factor.  Any over or under-

recovery related to capital cost recovery will be billed to the Q-AGS on their monthly Rider 16, 

Supplier Aggregation Service, pool bills.  Id. at 10:223-27.  Put simply, customers and AGS that 

are not enrolled in the PORCB program will not be impacted by PORCB costs or by deviations 

above or below the Discount Factor.  The Q-AGS and their customers only will be charged (or 

credited) for the actual and appropriate services provided, by customer class, and actual costs 

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

not the final end result.  Id. at 11:228-233.     

3. Intangible Cost Recovery is an Important Component of the 
Company’s Tariff Design. 

Staff and CUB-AG argue against the Company’s recovery of intangible costs through 

Rider 17.  Rearden Reb., Staff Ex. 5.0, 7:133-39; Cohen Dir., CUB-AG Ex. 1.0 Rev., 3:67-71.  

The evidence demonstrates that intangible cost recovery should be permitted for the following 

reasons:  (1) it was part of the settlement agreement with RESA and IGS wherein the commercial 

terms of Nicor Gas’ proposed Rider 17 were deemed to be acceptable to both the industry 

participants and the Company and properly identified that Nicor Gas would incur additional 

costs associated with the program; (2) it provides an incentive for Nicor Gas to keep its PORCB 
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administration costs down; and (3) it encourages innovation in areas where utilities may further 

support the growth and development of unregulated retail energy markets.  Mudra Reb., Nicor 

Gas Ex. 2.0 Rev., 47:1059-65; Nicor Gas Ex. 2.10; Mudra Sur., Nicor Gas Ex. 3.0, 3:54-4:66.   

Moreover, the intangible cost recovery component of Rider 17 is an important component 

of the risk/reward structure of the settlement agreement with RESA and IGS.  Without this 

component, Nicor Gas’ earnings opportunity on PORCB is limited by the assumption that it will 

be able to recover its capital investment and required return through sufficient participation in the 

PORCB program via the Discount Factor or by the assumption that sufficient Q-AGS remain in 

the program for it to recover any outstanding amounts due through the Capital Recovery 

Adjustment component.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 48:1075-81.  If Q-AGS elect to 

opt out of the program, Nicor Gas may never recover its initial $3.88 million investment in the 

program.  Due to the concentrated nature of recovering capital costs and return from a limited 

number of Q-AGS, their customers, and an optional program, the intangible cost recovery 

component represents a reasonable level of compensation necessary to recover other costs 

associated with the PORCB program and provide enough incentive for Nicor Gas to agree to 

participate in such a program.  Id. at 48:1081-87. 

In addition, the purchase of third-party receivables is, in character, a non-utility service 

that will give rise to intangible costs which are appropriately accounted for “below-the-line,” 

consistent with Account 417, Revenues from Non-Utility Operations.  Nicor Gas Ex. 2.2 Sheet 

75.9.4; Mudra Sur., Nicor Gas Ex. 3.0, 10:211-13.  Below-the-line treatment for intangible cost 

recovery properly recognizes the non-utility nature of this service (receivables factoring) and its 

risk while providing Nicor Gas with some opportunity to recover its intangible costs associated 

with providing the proposed PORCB service.  Id. at 11:231-35. 
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C. The Commission Should Reject Staff’s Proposed Rate of Return. 

As noted above, the Company proposes to utilize its last Commission-approved rate of 

return in connection with Rider 17.  Nicor Gas designed the proposal using this figure for 

numerous reasons: (a) for consistency with Nicor Gas’ current rates and Commission orders; (b) 

in order to potentially narrow the scope of issues in this proceeding; (c) to properly recover both 

a return of and on the required initial and future capital investments over time; and (d) because 

the estimated capital expenditures are expected to be relatively small relative to the rest of the 

utility’s operations therefore making special ad hoc adjustments to its cost of capital in this 

proceeding unwarranted.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 24:539-45.  Contrary to Staff’s 

arguments, it is appropriate for the Company to recover its last approved rate of return on rate 

base from Q-AGS on PORCB investments.  As a general principle, whenever Nicor Gas’ 

resources are used to perform work for others, Nicor Gas will include a return equal to the rate of 

return on rate base most recently authorized for Nicor Gas by the Commission.  Id. at 25:552-58.  

For example, as described in Section 5.2(c) of the Operating Agreement between AGL 

Resources and Nicor Gas Company (December 9, 2011), costs charged on a fully distributed cost 

basis include “a return equal to the rate of return on rate base most recently authorized for Nicor 

Gas by the ICC.”  Likewise, if a Nicor Gas customer requests that her natural gas service line be 

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

price that includes a return on and of the fleet equipment (trucks, trailers, trenchers, etc.) required 

to perform the service.  In this situation, the customer (cost causer) is properly charged the full 

cost for the requested service line relocation and the revenues collected are used to reduce base 

rates for delivery service customers.  Id. at 25:559-64.  

Moreover, the evidence demonstrates that Nicor Gas’ investment in PORCB assets is not 

less risky as Staff argues.  Phipps Dir., Staff Ex. 3.0, 4:83-85.  In fact, attempting to recover 
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capital costs from Q-AGS under an optional, new PORCB program should be regarded as more 

risky than billing and collecting for regulated natural gas utility services.  The initial computer 

programming and ongoing management of Rider 17 will be a new and complex process for 

Nicor Gas.  While the Company believes it can effectively manage the financial and operational 

risks associated with the program, the tautology that a rider cost recovery mechanism 

“effectively eliminates” the risk of cost recovery ignores the fundamental nature of this optional 

service to collect unregulated receivables.  Mudra Reb., Nicor Gas Ex. 2.0 Rev., 26:587-27:591.  

The risks are numerous and include at least the following: (1) low PORCB customer / Q-AGS 

participation; (2) more risk concentrated within a single industry (Q-AGS); (3) unknown future 

levels of Qualifying Receivables; (4) cash flow volatility with changing market and seasonal 

conditions; (5) litigation and liquidity risk at Q-AGS; (6) recovery from a smaller pool of retail 

choice customers / Q-AGS than for base rate recovery of utility service costs; (7) risk of any ICC 

Rider 17 disallowance for imprudence or improper cost recovery; (8) third-party commodity-

related receivables are two times or more larger than utility delivery service receivables; (9) no 

recovery of other intangible costs which are hard to identify and quantify (e.g., productivity); and 

(10) difficulty collecting receivables for third-party prices and under terms and conditions that 

are unfamiliar to Nicor Gas.  Id. at 27:591-607. 

In addition, Nicor Gas’ credit exposure is concentrated on a limited number of AGS who 

may choose to participate.  These suppliers can take various corporate forms, such as limited 

partnerships, limited liability companies or non-public subsidiaries of a larger company.  Nicor 

Gas is directly exposed to the default risk on these entities and traditional credit rating agency 

reports and other financial data may not be available to closely evaluate their financial condition.  

Therefore, Nicor Gas will be exposed to the financial and operational risks of these suppliers and 
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dependent on the success of this program for its cost recovery.  Id. at 28:615-22.  Rider 17 

attempts to recover Nicor Gas’ required investment capital and return based on the successful 

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

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

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

Rider 17 ultimately will be the option of choice for AGS in a competitive retail gas marketplace.  

Accordingly, the Commission should not assume that the reconciliation and true up process will 

fully protect Nicor Gas from the long-term risks associated with Rider 17.  Id. at 28:622-30. 

Finally, Staff fails to recognize the inherently higher risk profile of providing a purchase 

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

business of natural gas delivery service.  Mudra Sur., Nicor Gas Ex. 3.0, 7:124-26.  Staff ignores 

the fact that Nicor Gas will take on significant new operational and financial risks by providing a 

receivables factoring service.  Id. at 7:126-28.  The essential question is whether receivables 

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

demonstrated that it carries more risk.  Id. at 7:128-30.     
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V. CONCLUSION  

For the above reasons, Nicor Gas respectfully requests that this Commission enter an 

Order: (1) consenting to and approving Nicor Gas’ proposed Rider 17 as proposed and modified 

by Nicor Gas in this proceeding in Nicor Gas Exhibit 2.2; and (2) granting such further and 

additional relief as may be necessary.  
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