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I. Witness Introduction1

Q. Please state your name and business address.2

A. George M. Behrens, 1844 Ferry Road, Naperville, Illinois 60563-9600.3

Q. By whom are you employed?4

A. Northern Illinois Gas Company d/b/a NICOR Gas Company (“NICOR Gas” or5

“Company”).6

Q. Are you the same George M. Behrens who testified earlier in this proceeding?7

A. Yes.8

II. Summary of Testimony9

Q. Please summarize your testimony.10

A. In my Direct Testimony, I presented evidence that the Company’s Rider 4, Gas Cost11

Performance Program (“GCPP”) was providing customer benefits and meeting its goals.12

Accordingly, no modification to the GCPP is warranted.  The Direct Testimonies of Staff13

witnesses Mark Maple and Richard Zuraski, and Jerome Mierzwa on behalf of the14

Citizens Utility Board and the Cook County State’s Attorney’s Office (collectively15

“GCI”) make several recommendations to modify the GCPP.  The purpose of my16

Rebuttal Testimony is to address several of the proposed changes to the GCPP suggested17

by Staff and GCI.18

Q. Are there proposed changes to the GCPP that the Company would agree with?19

A. Yes.  The proposed modifications to the GCPP by Staff and GCI can be divided into two20

areas—those that affect the calculation of the Benchmark Gas Costs (“Benchmark”) and21

those that do not.  As more fully explained below, the Company would agree to certain22
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proposals or modified proposals that do not affect the Benchmark calculation.  These23

proposals would be: 1) Mr. Maple’s proposal for no change to the Firm Deliverability24

Adjustment factor; 2) using the current GCPP for the entire 2002 year and having any25

modifications to the GCPP become effective January 1, 2003; and 3) having a26

Commission review of the GCPP after three years with the next review completed during27

2005 and effective January 1, 2006.28

Q. What proposed changes to the GCPP does the Company not agree with?29

A. The Company disagrees with Mr. Zuraski’s proposal to “update” the GCPP every three30

years.  However, as mentioned above, another “review” of the GCPP in three years to31

determine if it is continuing to meet its goals, similar to this proceeding, would be32

acceptable.  The Company also disagrees with Mr. Zuraski’s proposed change to the33

Commodity Adjustment factor from $0.0168 per MMBtu to a negative $0.0437 per34

MMBtu.  Mr. Zuraski’s proposal for an annual Commission review of gas purchase35

transactions with affiliates is unnecessary given existing Commission authority.36

Additionally, Mr. Mierzwa’s proposal to eliminate the Storage Credit factor of the37

Benchmark, which is based on an incorrect premise, is improper and should not be38

adopted.  Meanwhile, Dr. McDermott will discuss in his Rebuttal Testimony the39

Company’s basis for opposing any change in the calculation of sharing of the difference40

between the Benchmark and the Company’s actual gas costs, as proposed by Mr. Zuraski41

and Mr. Mierzwa.42

III. Staff Proposed Changes to the GCPP43

Q. With respect to Staff witness Maple’s Direct Testimony, what proposal has he made44

for the GCPP?45
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A. Mr. Maple did a thorough review of the Firm Deliverability Adjustment factor that is a46

component of the Benchmark calculation.  The Firm Deliverability Adjustment reflects47

Nicor Gas’ cost for firm interstate pipeline capacity after adjustments for capacity48

management credits.  After making his review, Mr. Maple proposes that no changes be49

made to the Firm Deliverability Adjustment.50

Q. Does the Company agree with Mr. Maple’s assessment of the Firm Deliverability51

Adjustment and his recommendation that no changes should be made to the value of52

the Firm Deliverability Adjustment?53

A. Yes.  Nicor Gas supports Mr. Maple’s conclusion that no changes are needed to the Firm54

Deliverability Adjustment factor.55

Q. What proposed recommendations of Mr. Zuraski are you addressing?56

A. Mr. Zuraski has proposed several changes to the GCPP.  I will be addressing his57

recommendations that: 1) the current GCPP remain in effect until the end of 2002 and58

any modified GCPP accepted by the Company become effective as of January 1, 2003;59

2) the GCPP Benchmark be updated every three years; 3) the Commodity Adjustment60

factor be changed from $0.0168 per MMBtu to $(0.0437) per MMBtu; and 4) the61

Commission reinstate a limited annual review process for purposes of monitoring affiliate62

transactions.  Mr. Zuraski’s proposed recommendation to change the existing63

Commission approved 50%/50% sharing mechanism will be addressed by64

Dr. McDermott.65
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Q. What is the Company’s opinion of Mr. Zuraski’s proposal that the current GCPP66

remain in effect until the end of 2002 and any modified GCPP acceptable to the67

Company become effective as of January 1, 2003?68

A. The Company is in complete agreement with Mr. Zuraski on this proposal.  Because of69

the comprehensive nature of the Benchmark and the fact that it was designed to measure70

annual performance, it is necessary to complete the entire calendar year to accurately71

calculate the difference between the Benchmark and the Company’s actual gas costs.72

Moreover, the Company’s purchasing strategies and practices are based on the GCPP73

being effective for a full calendar year and any mid-term change could adversely impact74

previous actions, thus negating anticipated benefits.  Additionally, changing the GCPP75

factors or calculation methods during a calendar year would greatly complicate the76

calculations and require subjective estimations.  Therefore, to avoid adverse impacts on77

Company purchases, and to eliminate any uncertainty and subjectivity over how to78

calculate the results associated with a bifurcated Benchmark, it is just and reasonable to79

extend the current GCPP to the end of 2002.80

The Company also would clarify that in the event the Commission orders modifications81

to the GCPP that the Company finds unacceptable and thereby wishes to terminate the82

GCPP, the termination of the GCPP should also be effective as of January 1, 2003.83

Under this scenario, allowing for the GCPP to continue through the end of calendar year84

2002 would provide a complete year’s worth of data, which is how the GCPP was85

intended to operate under the Commission’s Order approving the GCPP.86

Q. Does the Company agree with Mr. Zuraski’s proposal that the Benchmark be87

“updated” once every three years?88
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A. No.  It is the Company’s positions that the GCPP should not be “updated” every three89

years.  However, the Company would agree to a three-year “review” of the GCPP,90

consistent with the provisions of Section 9-244(c) of the Illinois Public Utilities Act (the91

“Act”), the same statutory section that is the basis for this proceeding.  Thus, the review92

would be to determine if the GCPP continued to meet its three objectives as defined in93

Docket No. 99-0127.94

Q. Why should Mr. Zuraski’s proposal to update the Benchmark every three years be95

rejected?96

A. First of all, Mr. Zuraski provides no evidence to support his claim that such Benchmark97

modifications are necessary for the GCPP to meet its objectives.  (Zuraski Dir., p. 8,98

lines 169-170).  As I previously testified, the Company has shown that the GCPP has met99

its objectives and no changes are necessary for it to continue to do so.100

Second, Mr. Zuraski fails to recognize that Nicor Gas, by implementing the GCPP, has101

accepted greater risks than under traditional PGA regulation.  These risks include102

decreasing opportunities for gas cost savings over time.  Because the Benchmark is103

market sensitive and the market is continually wringing out inefficiencies, Nicor Gas is104

forced to become increasing efficient without any Commission ordered changes to the105

Benchmark.  Additionally, the Company takes the risk that pipeline costs will rise over106

time and that it may need additional pipeline capacity as peak-day delivery requirements107

grow.  While a three-year re-calibration of the Benchmark could decrease the Company’s108

risk exposure, it may also decrease the Company’s incentive to continually improve its109

overall management of gas supply costs.  Such a result would be contrary to the110

Commission’s objectives for originally approving the GCPP.111
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Mr. Zuraski also expresses concern that large exogenous increases in gas costs could112

result in the Company requesting to revise or eliminate the GCPP, whereas the Company113

would not request such a change if prices fall.  (Zuraski Dir., p. 7, lines 161-166).  This114

supposition completely ignores the fact that such a large exogenous increase occurred115

during the 2000-2001 heating season.  During that time of unprecedented gas prices and116

gas price volatility, the Company made no request to revise or eliminate the GCPP.117

Moreover, Mr. Zuraski’s position does not account for the fact that the savings of the118

GCPP are calculated as the difference between the market-reflective Benchmark and119

actual gas costs irrespective of the absolute price level.  Whether the market price of gas120

is $3.00 per MMBtu or $12.00 per MMBtu, the Company still has to beat the current121

market price level.  Hence, there is no need to externally re-calibrate the GCPP because122

of changes in absolute price levels.123

It would appear that Mr. Zuraski proposes to periodically revise the Benchmark so as to124

increase the difficulty of the Company generating savings over time.  However, as125

discussed by Dr. McDermott, the Benchmark is a reflection of the market and uses126

market indices in its calculations.  The gas market already is very competitive and market127

prices reflect the best efforts and efficiency improvements of all market players.  Thus,128

the Company must constantly improve just to keep up with other purchasers and to129

maintain its position with respect to the Benchmark.  Since the Benchmark is heavily130

influenced by market price behavior, which reflect continuous market efficiency131

improvements, the Benchmark automatically requires continuous improvements by Nicor132

Gas in managing total gas supply costs and periodic externally mandated revisions are133
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not necessary.  In short, there is no need to try to adjust the Benchmark regulatorally,134

because the market does so automatically and efficiently.135

Finally, Mr. Zuraski claims that factors outside the Company’s control may not be136

reflected in the Benchmark.  However, random factors outside the Company’s control are137

just as likely to be positive as negative and should, over time, net out to zero.138

Mr. Zuraski has not shown that there is any more likelihood of the Benchmark favoring139

the Company as disfavoring the Company over time.  In fact, the pipeline capacity and140

pipeline cost example used by Mr. Zuraski, (Zuraski Dir., p. 7, lines 158-160) in my141

opinion, will rise over future years, putting increasing pressure on the Company to142

perform.143

Q. Does the Company agree with Mr. Zuraski’s proposal to change the Commodity144

Adjustment factor from $0.0168 per MMBtu to a negative $0.0437?145

A. No.  He notes that the $0.0168 Commodity Adjustment was the average of five years of146

data from 1994 through 1998 with each year given equal weight except 1996.  (Zuraski147

Dir., p. 8, lines 181-188).  In an attempt to “update” the Commodity Adjustment, he148

discards all the data from 1994 through 1999, and instead uses 2000 and 2001 data,149

asserting that they are the only years relevant for formulating expectations of future150

performance under the GCPP.  (Id., p. 9, lines 192-194).  This is unwarranted for several151

reasons.152

First, the Commodity Adjustment factors calculated before the implementation of the153

GCPP can not be compared to those calculated after the GCPP has been implemented.154

The purpose of the Benchmark, as acknowledged by the Commission in its previous155

Order, is to determine what the total cost of gas would be absent the GCPP.  Once the156
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GCPP was implemented, Company behavior changed (see Behrens Dir. and McDermott157

Dir.) and calculations of the Commodity Adjustment are no longer a reflection of actions158

the Company would have taken under traditional PGA regulation without the GCPP.  The159

apples became oranges as of January 1, 2000.  Consequently, Mr. Zuraski’s proposal is160

inappropriate.161

Second, as shown on Rebuttal Exhibit GMB-1, using any more than the most recent two162

years results in a positive Commodity Adjustment factor very close to the existing one.163

Thus, if the Commodity Adjustment was calculated using the three years of 1999, 2000164

and 2001, three years not in the original calculation, the Commodity Adjustment would165

be $0.0161 per MMBtu, very close to the current number.  Using the full time period166

from 1994 through 2001 would result in a Commodity Adjustment factor or $0.0166 per167

MMBtu, a difference of only $0.0002 per MMBtu from the current Commodity168

Adjustment factor.  Selecting a period of time longer than two years to conduct an169

assessment is consistent with the Commission’s approach when it first established the170

Commodity Adjustment factor.  Clearly there is no reason to update the Commodity171

Adjustment factor because the current factor continues to be fairly representative of172

historic performance.173

Third, Mr. Zuraski appears to believe that using two years of data from a period of174

extreme weather and market conditions for the Commodity Adjustment factor is175

sufficient to recommend a change, but Mr. Maple found that the same two years of data176

for recalculating the Firm Deliverability Adjustment data was not reasonable.177

Finally, Staff’s testimony fails to consider the inter-relationship between the Firm178

Deliverability and Commodity Adjustment factors.  The Company can purchase179
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additional pipeline capacity affecting the Firm Deliverability Adjustment or it could180

purchase more firm city-gate gas supplies at a premium.  The interchangeability is181

reflected by use of an all-inclusive Benchmark.  To reduce one portion of the Benchmark182

without recognizing the cost impact on the remaining portions is asymmetric and183

inappropriate.  Staff’s proposal should not be accepted.  To pick and chose only those184

items that, when adjusted, would penalize the Company is poor regulatory policy and185

inconsistent with the Commission’s approval of the GCPP.186

Q. Does the Company agree with Mr. Zuraski’s recommendation that the Commission187

reinstate a limited form of prudence review for affiliate transactions?188

A. Nicor Gas recognizes the concern expressed by Mr. Zuraski with respect to affiliate189

transactions.  However, the Commission has the authority to review at any time, any and190

all affiliate transactions that it wants. Thus, the Company is still subject to a review of191

affiliate transactions.192

Mr. Zuraski’s hypothesis that the Company would gain by 50% of the above-market costs193

is valid only in theory.  The practical aspect of the matter is that in more than 20 years194

that gas procurement prudence reviews have been conducted by the Commission, Staff195

has never even raised a concern about the prudence of Nicor Gas’ purchasing practices196

and no purchases have been determined to be imprudent by the Commission.197

Mr. Zuraski offers no explanation to support why the Company would suddenly change198

its long history of responsible conduct.  Indeed, there is no evidence, and Staff offers199

none, that the Company acted in such a manner during the first two years of the GCPP. 200

Additionally, the Company would be violating 83 Ill. Adm. Code Part 525.40(d) if such201

actions occurred and the Company knowingly increased gas supply costs.  There is no202
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reason to assume or believe that the Company would violate the law or the Commission’s203

rules.  Moreover, I submit that Nicor Gas’ historical track record provides ample204

reassurance regarding its gas procurement practices.205

Q. Mr. Zuraski discusses at length the disincentive for using hedging under the GCPP.206

Does the Company have any comments on Mr. Zuraski’s discussion?207

A. The Company does not completely agree with Mr. Zuraski’s assessment.  In the208

Company’s opinion, the GCPP discourages locking in a future fixed price for supply but209

does not discourage using financial hedging techniques to mitigate the volatility of gas210

prices.  The Company has used financial hedging transactions such as puts and calls to211

reduce price volatility under the GCPP.  Mr. Zuraski correctly notes that the Commission212

has not taken a position with respect to hedging in gas utilities’ gas purchasing practices.213

Because Mr. Zuraski has not made any recommendations for hedging, the Company has214

no further comments.215

IV. GCI Proposed Changes to the GCPP216

Q. Please summarize Mr. Mierzwa’s Direct Testimony.217

A. Mr. Mierzwa basically presents the same positions as he held in Docket No. 99-0127.  He218

is still against incentive ratemaking and would prefer a return to traditional PGA219

regulation.  As in the last case, he proposes substantial modifications to the GCPP if the220

Commission does not eliminate the program.221

Q. What proposed recommendations of Mr. Mierzwa are you discussing?222

A. I will limit my discussion to Mr. Mierzwa’s proposals to eliminate the Storage Credit223

from the Benchmark calculation, and to annually adjust the Firm Deliverability224
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Adjustment.  Dr. McDermott will discuss Mr. Mierzwa’s proposed changes to the sharing225

mechanism.226

Q. What is your interpretation of why Mr. Mierzwa proposes to eliminate the Storage227

Credit?228

A. I believe that his proposal is based on the one-time Storage Credit of a negative $0.6863229

per MMBtu for the 2000 calendar year.230

Q. Do you agree that this one-time occurrence of a negative Storage Credit justifies231

eliminating it from the calculation of the Benchmark?232

A. Absolutely not.  This is a prime example of not seeing the forest for the trees.233

Mr. Mierzwa is selectively choosing one item of the Benchmark and ignoring its234

interrelationship to the Benchmark as a whole.  As the Company has continually stated,235

the Benchmark is a comprehensive measurement of what gas supply costs for Nicor Gas236

would be under traditional rate regulation.  He is ignoring the fact that the Storage Credit237

reverted to a positive credit amount in 2001.  He also fails to recognize that in spite of a238

large negative Storage Credit in 2000, the Company’s actual gas costs were $24.4 million239

below the Benchmark.  As such, Mr. Mierzwa is improperly is attempting to discredit the240

Benchmark on a piecemeal basis.241

Q. Is a negative Storage Credit an oddity?242

A. Yes, but not an unanticipated one.  In fact, Staff witness Charles C. S. Iannello, in his243

direct testimony in Docket No. 99-0127 stated, “However, there is always a possibility244

that withdrawing gas from storage could increase gas costs if the winter-summer price245

differential turns out to be negative.”  (Docket No. 99-0127, Iannello Dir., p. 6, lines 135-246
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137).  Thus, the Commission and all participants in this case were aware of this247

possibility.248

Q. What is your position regarding the Storage Credit for 2000 and 2001?249

A. The Storage Credit behaved precisely as it should.  First, as the Company has consistently250

maintained in various proceedings, it is operationally necessary to annually cycle gas in251

storage to maintain the integrity of the storage fields and to meet seasonal demand.252

Withdrawals from storage are driven by operational considerations and demands on the253

system rather than for gas price management.254

In 2000, gas costs were increasing throughout the year, an atypical occurrence.  Thus, it255

is not surprising that the Storage Credit would be negative.  Once gas prices reverted to a256

more traditional pattern in 2001, the Storage Credit became positive.  Given that storage257

must be cycled under any regulatory oversight method, the GCPP or traditional PGA258

regulation, the Storage Credit should not be eliminated from the calculation.  In sum, the259

Storage Credit properly reflected market conditions, which is the goal of any Benchmark260

program.261

Q. What would happen to the Company’s opportunities to save costs if the Storage262

Credit were eliminated?263

A. This would have a profound negative impact on the opportunities to save costs. The264

Storage Credit gives the Company an incentive to vary from its historical storage265

injection and withdrawal pattern so that the Company becomes more efficient and cost266

effective when managing storage.  Without a Storage Credit, the GCPP would suffer267
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from the elimination of these opportunities, to the detriment of both ratepayers and the268

Company.269

Q Has Mr. Mierzwa accurately described how the seasonal price differential should be270

calculated?271

A. No.  (See Mierzwa Dir., p. 13, lines 322-328).  The Company follows the same method as272

it did under traditional PGA regulation.  Withdrawals in January are ultimately based on273

costs of purchases for summer injections in the current year, not the previous year’s274

summer.275

Q. Mr. Mierzwa states, that a comparison of Nicor Gas and Peoples Gas Light and276

Coke Company’s rates from Natural Gas Pipeline Company of America shows that277

ratepayers would have been just as well off under traditional rate regulation as the278

GCPP.  (Mierzwa Dir., p. 13, lines 330-339).  Do you agree with this conclusion?279

A. No.  First, Mr. Mierzwa is again looking at individual transactions to justify throwing out280

the whole.  The intent of the GCPP is to lower overall gas costs relative to traditional rate281

regulation, not lower the cost of each separate transaction.282

Second, Mr. Mierzwa provides no details whatsoever of the services being purchased by283

each company, and thus one cannot tell if apples are being compared with apples or284

oranges.  To be a valid comparison each contract would have to be compared as to term,285

path, distance of haul, capacity, day entered into, as well as numerous potentially286

negotiated provisions such as rate caps, reduction rights, surcharge protection and287

seasonal service.  Unless such provisions are identical in each contract, Mr. Mierzwa’s288
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comparison clearly is not evidence that the GCPP has resulted in rates higher than those289

that would have been obtained under traditional regulation.290

Q. What is your response to Mr. Mierzwa’s comments regarding the actual amount of291

firm transportation and storage charges in 2000 and 2001 as compared to those292

included in the Benchmark.293

A. Mr. Mierzwa simply states the facts without much analysis or conclusion.  I also would294

like to point out that the Firm Deliverability Adjustment in the Benchmark was the295

average of the 2000 and 2001 forecast.  The $2,965,198 shown on line 359 of296

Mr. Mierzwa’s Direct Testimony is the absolute difference between actual and297

forecasted.  Mr. Mierzwa should have divided by two to get a proper annual comparison.298

Instead of viewing this as some sort of negative comparison, I would view it in a positive299

light.  The Firm Deliverability Adjustment’s forecast of the average for 2000 and 2001,300

$124,768,293, was only $1,482,604 or 1.2 percent higher than the actual results.  I301

believe most people would consider a forecast that comes within 1.2 percent of actual302

results very reasonable.  Consequently, Mr. Mierzwa’s supposition on this point clearly is303

incorrect.304

Q. Does the 1.2 percent difference between forecasted and actual firm transportation305

and storage costs justify Mr. Mierzwa’s proposal to annually adjust the Firm306

Deliverability Adjustment?307

A. Absolutely not.  On the contrary, the data clearly show the accuracy of the original308

forecast and therefore no adjustment is necessary.309
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Q. Would you comment on Mr. Mierzwa’s assertion that Nicor Gas mismanaged the310

GCPP causing it not to operate as intended?311

A. Yes.  His discussion centers on selected individual transactions using forward fixed price312

sales arrangements.  Mr. Mierzwa’s assertion is nothing more than another line-by-line313

prudence review that is prohibited by Nicor Gas’ tariff, as approved by the Commission.314

Certainly there were transactions that resulted in losses.  However, there were also315

transactions that resulted in profits.  Because the net result of all the Company’s316

thousands of transactions resulted in actual gas costs below the market-based Benchmark,317

there is no reason to allege that the GCPP did anything other than what it was designed to318

do.319

Q. Does the Company agree with Mr. Mierzwa’s proposal to modify the Firm320

Deliverability Adjustment for customers participating in Customer Select?321

A. No.  Customer Select became available to all Nicor Gas customers as of March 1, 2002.322

It is much too early in the program to determine what impact, if any, the program might323

have on the Firm Deliverability Adjustment.  It should be noted that Staff witness Maple324

concurs with the Company on this point.  As shown in a data request response to Staff,325

Nicor Gas believes that load growth on its system will more than offset the effects of326

Customer Select.  Moreover, the existence of Customer Select will add uncertainty to the327

Company’s pipeline capacity requirements.  Under the provisions of Customer Select,328

customers may return to Nicor Gas sales service at any time, they can change suppliers329

once every billing period, and suppliers can return customers to Nicor Gas sales service330

for non-payment of service.  All of these tariff provisions add a great deal of uncertainty331

in determining how much pipeline capacity would be provided by Customer Select332
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suppliers.  Moreover, Mr. Mierzwa’s calculation of the potential savings fails to reflect333

the fact that suppliers participating in the program are required only to provide firm334

pipeline capacity for 32 percent of the customer’s peak day load.335

What is clear is that it is simply too soon to assess how Customer Select may affect the336

Firm Deliverability Adjustment.  Accordingly, at this time, there is no basis whatsoever337

to modify the Firm Deliverability Adjustment as a result of the Customer Select program.338

Q. Does this conclude your Rebuttal Testimony?339

A. Yes.340


