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I. Introduction 1 

Q. Please state your name and business address. 2 

A. Rocco J. D’Alessandro, 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” or “Company”). 5 

Q. What position do you hold with Nicor Gas? 6 

A. I am Senior Vice President Operations. 7 

Q. What is the purpose of your direct testimony? 8 

A. The purpose of my testimony is to: 9 

• Provide an overview of the subject matter of this consolidated docket, which 10 
addresses the Company’s former Rider 4 Gas Cost Performance Program 11 
(“GCPP”) and the reconciliation of revenues under its Rider 6 Gas Cost Supply 12 
tariff, including for the years 1999, 2000, 2001 and 2002. 13 

• Summarize what the Company is seeking in this proceeding including, most 14 
importantly, that ratepayers be made whole for operational and/or accounting 15 
mistakes that occurred immediately before the GCPP in 1999 and while the GCPP 16 
was in operation from 2000 through 2002. 17 

• Outline Nicor Gas’s other witnesses’ testimony which shows that, despite the 18 
errors that occurred, the Company acted reasonably and that the GCPP provided 19 
substantial benefits to Nicor Gas’s customers that would not have been available 20 
under traditional regulation. 21 

• Describe steps taken by the Company to ensure sure that past errors are not 22 
repeated. 23 

• Demonstrate that Nicor Gas is among Illinois’ lowest cost providers of natural 24 
gas. 25 
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II. Background and Qualifications  26 

Q. How long have you been employed by Nicor Gas? 27 

A. Twenty-three years. 28 

Q. Please summarize your educational background and work experience. 29 

A. I hold a degree of Bachelor of Science, majoring in Accounting, from Illinois State 30 

University and a Master of Science in Business Administration from Illinois Benedictine 31 

College.  I began my employment with Nicor Gas in 1980 as an accountant in the 32 

Corporate Accounting section of the Accounting Department.  Since that time I have held 33 

various positions in the Customer Service and Operations areas of the Company. 34 

Q. What is your current position with the Company? 35 

A. In October 2002, I assumed my present position as Senior Vice President responsible for 36 

all areas of operations, system integrity, emergency response, customer service, 37 

distribution, new construction, maintenance, gas supply, engineering and technical 38 

services. 39 

Q. Please describe Nicor and its operations. 40 

A. Nicor is a natural gas local distribution company which serves more than 2 million 41 

customers in Illinois.  Annually, Nicor purchases approximately $700 million to 42 

$1 billion in natural gas in order to provide its customers with a reliable supply of natural 43 

gas.  As is reflected later in this testimony in greater detail, Nicor was among the lowest 44 

cost providers of natural gas in Illinois for the last 5 years—a period that includes the 45 

more traditional regulation of gas costs, pursuant to Illinois Commerce Commission (the 46 

“Commission”) prudence reviews under the purchased gas adjustment (“PGA”) 47 
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reconciliation proceedings, as well as Nicor’s operations under the GCPP.  Throughout 48 

this entire period of time, Nicor’s primary responsibility has been to provide its 49 

customers with reliable service.  Regardless of whether operating under traditional 50 

regulation or the GCPP, Nicor has successfully provided reliable service to its customers. 51 

III. Subject Matter of this Proceeding 52 

Q. What is the subject matter of this proceeding? 53 

A. The primary subject matter of this proceeding is the GCPP, which the Company proposed 54 

on March 2, 1999 pursuant to Section 9-244 of the Illinois Public Utilities Act (the “Act”) 55 

and the Commission modified and approved on December 15, 1999 in Docket No. 99-56 

0127.  The GCPP went into effect on January 1, 2000 and operated through 57 

December 31, 2002.  The Company’s Rider 6 Gas Cost Supply tariff and the annual 58 

reconciliation proceedings conducted by the Commission under that tariff also are part of 59 

this proceeding as they relate to the GCPP. 60 

Q. Briefly describe the GCPP. 61 

A. As modified and approved by the Commission, the GCPP used a single, comprehensive, 62 

market-based benchmark to measure the Company’s performance in the competitive 63 

natural gas sales, transportation, and storage markets.  The GCPP was structured to 64 

provide incentives to Nicor Gas to outperform the benchmark measure, which was 65 

market sensitive.  Under the GCPP, Nicor Gas’s total annual gas costs, as reflected in 66 

Rider 6, were compared against the benchmark measure.  Total annual gas costs above or 67 

below the benchmark represented amount that Nicor Gas was to share with its customers. 68 
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Q. How were results under the GCPP to be shared with customers? 69 

A. The difference between the Company’s actual gas costs, as measured by Rider 6, and the 70 

GCPP benchmark measure, either negative or positive, were to be shared 50/50 with 71 

customers.  This sharing mechanism was approved by the Commission in its Order 72 

approving the GCPP. 73 

Q. How is this sharing to be accomplished? 74 

A. This sharing with ratepayers was to be accomplished through the Company’s annual 75 

reconciliation before the Commission under Rider 6. 76 

Q. Was the GCPP subject to statutory review?  77 

A. Yes.  Under Section 9-244(c) of the Act, the Commission was required to conduct a 78 

review of the GCPP to determine whether the program was meeting its statutory 79 

objectives.  On January 24, 2002, the Commission initiated Docket No. 02-0067 for this 80 

purpose.  An evidentiary hearing was held and the record in Docket No. 02-0067 was 81 

marked “Heard and Taken” on June 10, 2002. 82 

Q. Did the Commission rule on whether the GCPP was meeting its statutory 83 

objectives? 84 

A. No.  It is my understanding that a so-called “whistleblower” facsimile was received by 85 

the Citizens Utility Board in or about June 2002 before final action by the Commission in 86 

Docket No. 02-0067.  While I have not seen the facsimile, I understand that it contains, 87 

among other things, allegations about the operation of the GCPP.  As a consequence of 88 

the “whistleblower” facsimile, and based upon a stipulation between the parties, 89 
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including Nicor Gas, the Commission entered an Interim Order on July 16, 2002 in 90 

Docket No. 02-0067 allowing the parties to proceed with additional discovery. 91 

Q. Was the record in this proceeding reopened? 92 

A. Yes.  The Commission reopened the record in Docket No. 02-0067 in its Second Interim 93 

Order, entered on December 17, 2002, based upon a Joint Motion by the parties, 94 

including Nicor Gas.  At the same time, Commission consolidated Docket No. 02-0067 95 

with Dockets Nos. 01-0705 and 02-0725, which previously had been established for 96 

purposes of the Company’s Rider 6 reconciliation proceedings before the Commission 97 

for calendar years 2001 and 2002 and were still pending as of December 2002. 98 

Q.  What issues did the Commission state it would consider on reopening in this 99 

Consolidated Docket? 100 

A. In its Second Interim Order, the Commission stated that it would consider for final 101 

resolution in this Consolidated Docket “all issues related to the operation of [the GCPP], 102 

and all issues relating to any refunds that may be owing to Nicor [Gas] customers as a 103 

result of the operation of the Company’s Rider 6 in 1999, 2000, 2001, and 2002, and for 104 

such other and further relief as deemed equitable and just.”  While the Commission did 105 

not reopen the records in Docket Nos. 99-0481 and 00-0718, the Rider 6 reconciliation 106 

proceedings for calendar years 1999 and 2000 which already were completed as of 107 

December 2002, it reserved the opportunity, if necessary, to reopen the record in these 108 

matters for the limited purpose of entering Amendatory Orders that reflect the findings in 109 

this Consolidated Docket. 110 
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IV. What Nicor Gas Is Seeking In This Proceeding 111 

Q.  What is Nicor Gas seeking in this Consolidated Docket? 112 

A. Nicor is seeking a determination from the Commission that the GCPP met its goals, 113 

provided substantial benefits to customers, and, after making certain adjustments for 114 

accounting errors, a finding that Nicor has under collected $6,991,014 from customers.  115 

Given this under-collection, Nicor seeks to recover this sum through its existing Rider 6. 116 

Q. How much should be refunded to ratepayers considering all appropriate 117 

adjustments? 118 

A. The total refund should be $20,665,230.  This amount includes the effect of all 119 

appropriate adjustments in calendar years 1999-2002 including adjustments to the GCPP 120 

for calendar years 2000 and 2001. 121 

Q. How much should be collected from ratepayers considering all appropriate 122 

adjustments? 123 

A. For calendar year 2002, including all appropriate adjustments, the GCPP produced 124 

savings (actual gas costs versus the benchmark measure) of $53,751,740.  Based on the 125 

50/50 sharing of savings established under the GCPP, the Company should have 126 

collected $26,875,870.  This amount, combined with the $20,665,230 to be refunded to 127 

ratepayers, results in a final net amount to be collected of $6,210,640.  With accumulated 128 

interest, the total amount to be collected from ratepayers is $6,991,014. 129 
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V. Testimony of Nicor Gas’s Other Witnesses 130 

Q. Please summarize the testimony of the Company’s other witnesses in this 131 

proceeding. 132 

A. Nicor Gas’s other witnesses and their testimony can be summarized as follows: 133 

• Scott R. Lassar.  Mr. Lassar is a senior partner with the law firm Sidley Austin 134 
Brown & Wood, LLP.  Formerly United States Attorney for the Northern District 135 
of Illinois, Mr. Lassar was hired by the Special Committee of the Board of 136 
Directors of Nicor Inc., Nicor Gas’s parent company, to conduct an investigation 137 
of the allegations contained in the “whistleblower” facsimile and to report his 138 
findings and conclusions.  Mr. Lassar engaged the accounting firm of KPMG LLP 139 
to assist in the investigation, which identified errors in the GCPP during the 1999-140 
2002 time period.  Mr. Lassar’s findings and conclusions are contained in the 141 
Report to the Special Committee, dated October 28, 2003 (the “Lassar Report”), 142 
which has been voluntarily released to various governmental agencies and to the 143 
public.  Mr. Lassar testifies as to his investigation and the findings and 144 
conclusions contained in the Lassar Report.  Mr. Lassar did not find any criminal 145 
activity or fraud.  His testimony is identified as Nicor Ex. 2.0. 146 

• Russell A. Feingold.  Mr. Feingold is a Managing Director of Navigant 147 
Consulting, Inc., with extensive expertise in utility management and economics, 148 
including in the area of performance-based ratemaking (“PBR”) programs, such 149 
as the GCPP.  Mr. Feingold testifies that the GCPP was similar to PBR programs 150 
approved in other states; that, as approved by the Commission, the GCPP did not 151 
require Nicor Gas to identify and disclose specific strategies to achieve savings; 152 
that the GCPP created new risks for Nicor Gas’s customers and shareholders; that 153 
Nicor Gas encountered unexpectedly volatile market conditions during the 154 
operation of the GCPP; that the Company’s use of low-cost layers of gas in 155 
underground storage, which were the Company’s asset, was an appropriate risk-156 
mitigation approach; and that the GCPP yielded substantial benefits to Nicor 157 
Gas’s customers.  His testimony is identified as Nicor Ex. 3.0. 158 

• Michael E. Barrett.  Mr. Barrett is a partner with the accounting firm Ernst & 159 
Young and National Director of its Electric and Gas Energy Industry practice.  160 
Mr. Barrett testifies that Nicor Gas’s original treatment of the various accounting 161 
matters under the GCPP that now are subject to adjustment was reasonable at the 162 
time; that the Company’s restatement of these accounting matters, as audited, is 163 
appropriate; and that the Company’s proposed reconciliation of the GCPP in this 164 
proceeding properly incorporates and reflects the adjustments made to Nicor 165 
Gas’s financial statements.  His testimony is identified as Nicor Ex. 4.0. 166 
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• Thomas M. Moretti.  Mr. Moretti is the Company’s Coordinator Rate 167 
Administration, Economics and Rates.  Mr. Moretti’s testimony explains the 168 
Company’s annual revenue reconciliation before the Commission under Rider 6 169 
and the application of this process to the adjustments the Company is seeking to 170 
make related to the GCPP.  His testimony is identified as Nicor Ex. 5.0. 171 

VI. Nicor’s Actions Regarding The GCPP Since July 1, 2002 172 

Q. Earlier you testified regarding the existence of a “whistleblower” facsimile.  How 173 

did the Company respond once it became aware of the document? 174 

A. I did not see the document nor, as I understand it, did anyone else in the Company have 175 

access to the document.  Rather, the Company began to respond to a series of data 176 

requests from the parties in this proceeding.  This process continued throughout the 177 

balance of 2002 and into 2003. 178 

 In July 2002, a Special Committee of the Board of Directors of Nicor, Inc. was 179 

established and, as I understand it, engaged Scott Lassar to investigate a number of 180 

issues.  (These issues are set forth in Mr. Lassar’s Direct Testimony). 181 

Q. What did Nicor do upon completion and release of the Lassar Report? 182 

A. As reflected in a document provided to the parties (NIC 049798), the Special Committee 183 

recommended to the full Board of Directors of Nicor, Inc. that the Company adopt a 184 

number of adjustments to account for certain transactions in a different manner.  The 185 

Company also was directed to audit the management fees paid to third parties during the 186 

years 2000-2001.  Nicor also was directed to re-audit its financial results for the years 187 

1999-2001 and the first two quarters of 2002. 188 
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Q. Has the Company taken such actions? 189 

A. Yes.  Taking into consideration the recommendations the Lassar Report, the Company 190 

made adjustments to its results under the GCPP for the years 2000-2001.  Additionally, 191 

these results were impacted by adjustments made for a transaction that took place in 192 

1999.  Deloitte & Touche LLP audited the complete financial results of the Company for 193 

1999-2002, which included all required adjustments.  Subsequently, Nicor’s parent 194 

company, Nicor, Inc., restated its earnings to reflect a number of adjustments, including 195 

those associated with the GCPP and the Lassar Report.  The Company also filed with the 196 

Commission its restated GCPP results for the years 2000-2001, as well as its GCPP 197 

results for 2002 on April 1, 2003.  As I understand it, the Commission’s consideration of 198 

the GCPP results will take place in this proceeding. 199 

 Additionally, an audit of management fees for the years 2000-2001 was recently 200 

completed.  PriceWaterhouseCoopers worked on the audit and found no material issues 201 

with regard to the management fees paid to third parties during the time period in 202 

question. 203 

Q. What steps has Nicor Gas taken to ensure that the kinds of operational and/or 204 

accounting errors that occurred in connection with the GCPP are not repeated? 205 

A. Nicor Inc. has created a Risk Management Committee comprised of senior management 206 

personnel from the areas of Accounting, Operations, Treasury, Regulatory Affairs and 207 

Legal and Risk Management.  Among others, it is the responsibility of the Risk 208 

Management Committee to oversee risk management issues in Nicor Gas’ Supply 209 

Department.  Specific risks addressed by the Committee are Market, Credit, Operational, 210 

Regulatory and Legal.  To implement its assigned tasks, the Risk Management 211 



Docket Nos.  01-0705, 02-0067, 02-0725 11 Nicor Ex. 1.0 

Committee has (i) established a formal forum for full discussion of the Company’s risks; 212 

(ii) developed and approved guidelines to implement an appropriate risk management 213 

infrastructure; and (iii) overseen necessary education, training and compliance activities. 214 

Q. Has Nicor Gas taken other related steps? 215 

A. Yes.  Nicor Gas also has implemented an extensive training program for its gas supply 216 

purchasing department.  It has put into place additional review procedures to make 217 

certain tha t all purchasing activity is correctly tracked, monitored and recorded.  218 

Additional oversight has been instituted to review purchasing, supply management and 219 

storage strategies to make sure that all corporate policies are met.  The Supply 220 

Accounting area has been transferred from the Supply Department to the Accounting 221 

Department.  The Company believes that these actions will assist in preventing past 222 

errors from being repeated and will assist in making sure that proper supply operations 223 

and accounting occur in the future. 224 

Q. Is the GCPP still in effect? 225 

A. No.  As a result of the uncertainty surrounding the GCPP in the fall of 2002, the 226 

Company decided to end the program effective January 1, 2003.  The Company ended the 227 

GCPP and notified the Commission in accordance with the terms of Rider 4. 228 

VII. Nicor Gas Is Among Illinois’ Lowest Cost Providers of Natural Gas 229 

Q. What information have you prepared to support the fact that Nicor Gas is among 230 

the lowest cost providers of natural gas in Illinois? 231 

A. I have prepared Attachments RJD-1 and RJD-2 to show the cost of natural gas to 232 

residential customers for the six largest natural gas utilities in Illinois. 233 
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Q. Please describe Attachment RJD-1. 234 

A. Attachment RJD-1 shows for each of the last five calendar years the cost of natural gas 235 

by utility.  To calculate the costs, I have used a consistent annual amount of gas, 1,300 236 

therms, distributed by month based on the number of normal degree days in Nicor Gas’ 237 

service territory.  This removes the influence that weather va riations would have on the 238 

cost of gas over the past five years as well as eliminating the weather differences that 239 

exist between the utilities’ service territories.  The result is a consistent methodology that 240 

reflects only the change in the cost of gas for each utility.  Attachment RJD-1 shows that 241 

Nicor Gas had the lowest cost of gas in four of the five years from 1998-2002. 242 

Q. Please describe Attachment RJD-2. 243 

A. Attachment RJD-2 shows for each of the last five calendar years the commodity cost of 244 

natural gas by utility.  To calculate these costs, I have used a methodology consistent 245 

with that described for Attachment RJD-1 above.  Attachment RJD-2 shows that Nicor 246 

Gas had the lowest commodity cost of gas in 2002 and was below the average 247 

commodity cost of gas over the past two years. 248 

Q. Are there still opportunities for the Company to pursue in obtaining the best cost 249 

gas supplies? 250 

A. Yes.  The gas industry continues to change as more customers become involved in 251 

purchasing their own gas supplies and the nation continues in a tight gas supply with 252 

minimal storage levels.  Price volatility may continue to be present in the industry, 253 

making price risk management even more important.  Consequently, the Company must 254 
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continue to look for new ways to manage risk more effectively and efficiently purchase 255 

and manage its gas supplies. 256 

Q. Does this conclude your direct testimony? 257 

A. Yes. 258 


