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Q. Please state your name. 1 

A. My name is David J. Effron. 2 

 3 

Q. Have you previously submitted testimony in this docket? 4 

A. Yes.  I submitted direct testimony on November 21, 2003, marked as AG Exhibit 5 

1.0.  My qualifications and experience are included with my direct testimony. 6 

 7 

Q. What is the purpose of this rebuttal testimony? 8 

A. In this rehearing testimony, I respond to the rebuttal testimony of Company Witnesses 9 

Feingold, Barrett, and Lenart. 10 

 11 

Q. Mr. Feingold addresses your direct testimony at pages 38-44 of his rebuttal.  He 12 

describes your “proposed adjustments” as an attempt to recalculate the approved GCPP 13 

benchmark.”  Is that an accurate characterization of your testimony? 14 

A. No.  As I will explain, Mr. Feingold has failed to address the main conclusions of my 15 

direct testimony.  In no way was my testimony “an attempt to recalculate the approved 16 

GCPP benchmark” nor do my conclusions require any such recalculation.  As a matter 17 

of fact, when examined closely, Mr. Feingold’s own conclusions tend to support the 18 

points that I raised in my direct testimony. 19 

 20 

Q. On page 39 of his rebuttal testimony, Mr. Feingold claims that your analysis of the 21 

Company’s shaping of its storage withdrawals did “not address the realities of 22 

December 2000 and January 2001.”  Is that claim accurate? 23 
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A. No.  I explicitly addressed the situation at the end of 2000 and beginning of 2001 at 1 

pages 26-28 of my direct testimony.  However, in responding to Mr. Feingold, I believe 2 

that it would be helpful to sum up the events that took place at that time. 3 

• In late 1999 and through 2000, Nicor was digging into its storage inventory in order 4 

to access its older LIFO layers and capture one-half of the benefits of that low cost 5 

gas for its shareholders, pursuant to the sharing formula in the GCPP.  As a result of 6 

these net withdrawals in 1999 and 2000, the top gas in storage had declined from 7 

101.2 million MMBtu’s at the end of 1998 to 72.2 million MMBtu’s at the end of 8 

2000. 9 

• The section of the Lassar Report cited on pages 39-40 of Mr. Feingold’s rebuttal 10 

testimony refers to the abnormally cold weather in December as affecting the 11 

storage gas available at the beginning of 2001.  However, it must be noted that the 12 

withdrawals from storage in December 2000 were not significantly different from 13 

other recent years.1  Thus, it is unlikely that the cold weather in December 2000 14 

contributed significantly to the storage situation at the end of 2000. 15 

• As described in the Lassar Report, concerned about the outlook for a cold January 16 

and its ability to service ratepayers for the remainder of the winter, Nicor obligated 17 

itself to purchase large quantities of flowing gas in January. 18 

• When January turned out not to be as cold as had been anticipated, Nicor had to 19 

purchase large quantities of flowing gas at historically high prices but withdrew 20 

relatively small quantities of gas from storage in that month. 21 

                                                 
1 In December 2000, the storage withdrawals were 21.1 million MMBtu’s.  The average of December 
withdrawals for the 1994-1998 reference period was 20.7 million MMBtu’s.  In December 1999, there were 
20.1 million MMBtu’s of withdrawals from storage.  
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• With the below normal withdrawals in January 2001, “Nicor planned a greatly 1 

reduced storage cycle” to avoid under-performance against the storage component 2 

of the Benchmark and “matched its withdrawals to the SCR weightings” in “an 3 

attempt to beat the storage component of the Benchmark.”  These quotes from the 4 

section of the Lassar Report cited in Mr. Feingold’s rebuttal are just what I 5 

described in my direct testimony except that I used the word “shaped” instead of 6 

“planned a greatly reduced storage cycle in an attempt to beat the storage 7 

component of the Benchmark.” 8 

 9 

Q. What were the consequences of these actions? 10 

A. The reduced withdrawals in January were extremely costly to customers.  As described 11 

in my direct testimony, if the Company had withdrawn a normal volume in January, 12 

and replenished those withdrawals in a normal manner, the cost of gas in 2001 would 13 

have been reduced by over $100 million2.    It is hard to say how much the lower 14 

withdrawals in January were due to the warmer than normal weather and how much the 15 

lower withdrawals were due to the lower inventory at the end of December.  However, 16 

it is worth noting that the withdrawals in January were approximately 16.8 million 17 

MMBtu’s below normal, while the inventory as of December 31, 2000 was 18 

approximately 29 million MMBtu’s below the inventory as of December 31, 1998.  19 

Thus, if the inventory at December 31, 2000 had been at its December 31, 1998 level, 20 

Nicor could have withdrawn an additional 16.8 million MMBtu’s from storage in 21 

January 2001 and still have ended January with its storage inventory 12 million 22 

MMBtu’s above where it actually was.  It is also worth noting that the withdrawals in 23 
                                                 
2 Based on the average withdrawals for the years 1994-1998. 
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January 2001 were 9.9 million MMBtu’s below the withdrawals in January 1998, even 1 

though the weather in January 2001 was colder than the weather in January 1998. 2 

  It would appear that the depleted inventory as of December 31, 2000 was 3 

primarily responsible for the increased purchases of flowing gas in January 2001 and 4 

the chain of events that followed.  If the inventory at the end of 2000 had not been 29 5 

MMBtu’s below the level two years before, then Nicor could have relied more on 6 

withdrawals from inventory to meet the anticipated January 2001 demand and would 7 

not have had to contract for the additional purchases in that month.  The incremental 8 

purchases of high cost gas in January 2001 and reduction to withdrawals from storage 9 

would have been avoided.  Then there would, in turn, be no necessity to “plan a greatly 10 

reduced storage cycle in an attempt to beat the storage component of the Benchmark” 11 

and withdrawals from storage could have continued at a normal level through the 12 

remainder of the year, avoiding still more high cost purchases in the early months of 13 

2001. 14 

  15 

Q. Beginning at the bottom of page 40 and continuing on to page 41 of his rebuttal, Mr. 16 

Feingold describes certain hypothetical examples presented in your testimony and 17 

makes references to certain conclusions he claims that you reached based on the results 18 

of these hypothetical examples.  Did you, in fact, reach any conclusions based on the 19 

hypothetical examples addressed by Mr. Feingold? 20 

A. No.  The hypothetical examples on Schedules DJE-3 and DJE-4 accompanying my 21 

direct testimony, which Mr. Feingold addresses in his rebuttal, were offered only as 22 

background, to illustrate how the SCA component worked and how it could be 23 
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influenced by various actions.  These illustrative examples were based on admittedly 1 

simplified and restrictive assumptions to demonstrate how the Benchmark could be 2 

affected by certain actions.  However, I did not use these hypothetical examples to 3 

“support” any of my “claims” or to reach any of my conclusions.  I did make the 4 

restrictive assumptions at the top of page 41 of Mr. Feingold’s testimony in my 5 

Schedules DJE-3 and DJE-4, but not in my Schedule DJE-5, on which I did base my 6 

conclusions. 7 

 8 

Q. On page 41 of his rebuttal testimony, at lines 939-942, Mr. Feingold describes your 9 

conclusion that “the Company can change the GCPP Benchmark without a change to 10 

its cost of gas” as resting on a “critically flawed assumption … that the additional 11 

storage injections and withdrawals … occur in the same month.”  Is this an accurate 12 

representation of your testimony? 13 

A. No, and it is also inconsistent with Mr. Feingold’s own earlier description of my 14 

testimony.  I did make the assumption that Mr. Feingold describes in my simplified 15 

hypothetical examples on Schedules DJE-3 and DJE-4.  However my conclusions are 16 

based on my Schedule DJE-5, and in that schedule, I clearly did not assume that the 17 

additional storage injections and withdrawals occur in the same month, but rather 18 

assumed that the additional withdrawals occurred in the winter months and the 19 

additional injections occurred in the summer months. 20 

  What I find especially difficult to comprehend is how Mr. Feingold could cite 21 

my testimony as concluding that, “the Company can change the GCPP Benchmark 22 

without a change to its cost of gas” when, in fact, the main conclusion of my direct 23 
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testimony is just the opposite.  On page 4 of my direct testimony, I summarized how 1 

the Company’s actions affected the actual cost of gas, as well as the Benchmark, and on 2 

pages 23-24, I provided details of how “Nicor’s reductions to withdrawals and 3 

injections in 2001… affected the real world cost of gas delivered to its customers.”  4 

On page 38 of his own rebuttal testimony, Mr. Feingold himself describes me as 5 

claiming that, “the lower storage withdrawals by the Company in 2001 caused an 6 

increase in the cost of gas.”  I can understand why Mr. Feingold would ignore my 7 

direct testimony for the purpose of his rebuttal on page 41; I cannot understand why 8 

he ignores his own earlier rebuttal testimony. 9 

 10 

Q. On page 42 of his rebuttal testimony, Mr. Feingold identifies a more realistic 11 

assumption that you should have adopted in formulating your conclusions.  What is 12 

your opinion of the assumption that he says you should have adopted? 13 

A. I completely agree that it is realistic to assume “that storage injections increase in the 14 

summer months, and in different months than the increases in storage withdrawals.”  15 

That is why I adopted just that assumption in my Schedule DJE-5, the schedule on 16 

which my conclusions are based.  Not being an operational type myself, I welcome Mr. 17 

Feingold’s seal of approval of this assumption as being an “operationally supportable 18 

assumption.” 19 

  Had I based my conclusions on the hypothetical examples described by Mr. 20 

Feingold, those conclusions regarding Nicor’s actions would indeed collapse like the 21 

proverbial house of cards to which he refers.  However, my conclusions were not based 22 

on those hypothetical examples.  Mr. Feingold burned down the wrong house. 23 
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 1 

Q. On page 42 of his rebuttal testimony, Mr. Feingold goes on to describe other of your 2 

assumptions as failing when compared to the Company’s actual historical storage  3 

operations.  Did you in fact make all of these other assumptions in reaching your 4 

conclusions? 5 

A. No.  On page 42, at line 959, Mr. Feingold claims that I assumed that injections and 6 

withdrawals are equal.  Again, I did make this assumption in the hypothetical examples 7 

on my Schedules DJE-3 and DJE-4.  However, on my Schedule DJE-5, the schedule on 8 

which I based my conclusions, I made no such assumption.  In 2001, injections were 9 

greater than withdrawals.  On Schedule DJE-5, I implicitly assumed that any 10 

incremental withdrawals would be matched by incremental injections over the course 11 

of the year (but not in the same months).  Thus, my assumptions preserved the actual 12 

difference between injections and withdrawals in 2001. 13 

  Next, on page 42, at lines 965-966, Mr. Feingold states that I assumed that the 14 

“Company’s storage injections and withdrawals should match the assumed pattern 15 

contained in the Storage Credit Rate (“SCR”) Formula.”  This is not exactly a correct 16 

representation of my testimony.  I did examine what the effect would be if the 17 

Company had increased its storage withdrawals and injections in 2001 based on the 18 

years 1994-1998.  I certainly believe that this is a reasonable assumption.  I could have 19 

assumed that the Company would have done better; I could have assumed that the 20 

Company would have done worse; but an assumption of following the years that 21 

formed the basis for the SCR formula was reasonably neutral.  I believe that is why 22 
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they call it a benchmark.  In any event, this assumption is clearly consistent with “the 1 

Company’s actual historical storage operations.” 2 

  Because it is difficult to know exactly what the Company would have done had 3 

it not planned a greatly reduced storage cycle in an attempt to beat the storage 4 

component of the Benchmark, I also considered an alternative assumption – what the 5 

effect would have been if the injection and withdrawal pattern had matched that in 6 

1998.  As noted in my direct testimony, the results were similar.  Nowhere did I state, 7 

or even imply, that the Company was “obliged” to manage its storage operations to 8 

match the SCR percentages, and my conclusions require no such assumption. 9 

 10 

Q. Beginning on Page 43, line 975, Mr. Feingold presents a series of illustrative examples 11 

that reflect “more realistic operational assumptions for the Company’s gas storage 12 

activities.”  Do you have an opinion of these “more realistic operational assumptions?” 13 

A. Yes.  As Mr. Feingold correctly notes, his testimony addresses my hypothetical 14 

examples on Schedules DJE-3 and DJE-4.  Fair enough.  Those schedules do not 15 

incorporate the “more realistic operational assumptions” identified by Mr. Feingold.  16 

However, my Schedule DJE-5, the schedule on which I actually base my conclusions, 17 

does incorporate assumptions similar to Mr. Feingold’s “more realistic operational 18 

assumptions.”  19 

  Mr. Feingold’s first “more realistic operational assumption” is that “[t]he 20 

increase in storage occurs equally during the months of June through September, and 21 

the increase in withdrawals occur (sic) in two of the winter months.”  I assumed that the 22 

increase in injections takes place mainly in the months May through October and the 23 
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increase in withdrawals takes place in the winter months at both the beginning and end 1 

of the year.  While this assumption is not exactly the same as that described by Mr. 2 

Feingold, the principle is the same. 3 

  Mr. Feingold’s second “more realistic operational assumption” is that injections 4 

do not equal withdrawals over the course of the year.  He considers two alternatives – 5 

withdrawals exceed injections and injections exceed withdrawals.  As described above, 6 

in my analysis on Schedule DJE-5, I preserved the actual excess of injections over 7 

withdrawals in 2001, which is consistent with Mr. Feingold’s second version of this 8 

“more realistic operational assumption.”  9 

  Thus, while the assumptions reflected in my Schedule DJE-5 are not exactly the 10 

same as those described by Mr. Feingold, they are similar in principle.  Again, not 11 

having experience in operations, I welcome Mr. Feingold’s finding that these are 12 

“operationally realistic assumptions.” 13 

 14 

Q. In wrapping up this section of his rebuttal testimony, Mr. Feingold states that his 15 

“examples clearly demonstrate that under operationally realistic assumptions, the 16 

Company’s cost of gas does change with changes in the SCA and GCPP Benchmark, 17 

and that savings are not automatically created by the Company by changing the pattern 18 

of its storage withdrawals.”3  Do you have a response? 19 

A. I could not have stated it better myself.   This is precisely the central conclusion of my 20 

direct testimony.  In 2001, the Company’s “greatly reduced storage cycle” increased 21 

both the cost of gas to customers and the GCPP Benchmark, as I explained in that 22 

testimony.  This did not “automatically” create savings against the benchmark.  23 
                                                 
3 Emphasis in original 
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However, “under operationally realistic assumptions” the increase to the Benchmark 1 

was, in fact, greater than the increase to the actual cost of gas, thereby rewarding Nicor 2 

for the higher cost of gas imposed on customers in 2001.  3 

 4 

Q. On page 71 of his rebuttal testimony, Mr. Feingold states that your testimony suffers 5 

from taking contradictory positions with regard to the Company’s accessing its low cost 6 

LIFO gas.  Do you see your positions as being contradictory? 7 

A. No.  Given the effect on the volumes of storage gas in inventory and the consequences 8 

in 2001, I believe that the Company’s strategy of accessing the low-cost LIFO gas was 9 

dubious at best.  Thus, I question whether it is appropriate to reward the Company by 10 

allowing it to keep half of the difference between the cost of that gas and its current 11 

market value, especially when accessing that gas took no management skill and that 12 

low cost gas existed only because customers had paid the higher costs of the “last in” 13 

gas over the last 30 years. 14 

 15 

Q. On page 74, Mr. Feingold finds “inconsistencies” in the fact that certain of your 16 

adjustments were not proposed by other witnesses and vice-versa.  Does the fact that 17 

the witnesses proposed different adjustments imply any inconsistencies? 18 

A. No.  We each conducted our own reviews independently.  The fact that we came up 19 

with different conclusions does not imply inconsistencies, as we have not in all 20 

instances addressed the same issues.  For example, to the extent that Staff or GCI has 21 

addressed matters not covered in my testimony, I do not take any position on the issues 22 
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addressed by Staff or GCI, as their conclusions on those issues are not mutually 1 

exclusive with mine. 2 

 3 

Q. On page 75, Mr. Feingold cites the different methods used by GCI witness Mierzwa 4 

and you to quantify what the Company’s storage withdrawals would have been in 2001 5 

absent its greatly reduced storage cycle as an inconsistency.  Do you see any 6 

inconsistency? 7 

A. No.  As I noted above, it is difficult to know exactly what the Company would have 8 

done had it not planned a greatly reduced storage cycle in 2001 in an attempt to beat the 9 

storage component of the Benchmark.  I myself looked at two different possibilities, 10 

with similar results.  Mr. Mierzwa considered a third possibility, which I understand 11 

from my reading of his testimony was intended to be a conservative assumption for the 12 

purpose of what it was that he was quantifying. 13 

 14 

Q. On page 76, at lines 1689-1691, Mr. Feingold cites different magnitudes of the effect of 15 

the reduced storage cycle quantified by GCI witness Mierzwa and you as an 16 

inconsistency.  Do you see any inconsistency? 17 

A. No.  As I understand it, the two amounts cited by Mr. Feingold are not even intended to 18 

represent the same thing.  I understand the $67.1 million amount quantified by Mr. 19 

Mierzwa to represent the decrease to the benchmark cost of gas if the storage 20 

withdrawals in 2001 had equaled the storage withdrawals in 1996.  The $4.0 million to 21 

$16.5 million that I quantified represents the difference between the actual cost of gas 22 

and benchmark cost of gas caused by the Company’s greatly reduced storage cycle in 23 
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2001, depending on the assumption as to what the Company would have done in the 1 

absence of this planned reduction to the storage cycle. 2 

 3 

Q. On page 16 of his rebuttal testimony, Mr. Barrett states that under generally accepted 4 

accounting principles (“GAAP”) there is no justification for your adjustments.  What is 5 

the relevance of GAAP to your conclusions? 6 

A. None.  GAAP provides absolutely no insight as to whether the Company’s actions in 7 

2001 were appropriate or whether the Company should be rewarded for accessing its 8 

low cost layers of LIFO inventory.  I am not addressing the Company’s reporting of 9 

these transactions in its financial statements, as this matter is totally irrelevant to my 10 

testimony. 11 

 12 

Q. At the bottom of page 18 of his rebuttal testimony, Mr. Barrett describes your approach 13 

as redispatching the Company’s supply for 2001 to make more withdrawals and implies 14 

that you assumed that Nicor was required to show the same level of withdrawals in 15 

2001 as the average of other years.  Is that an accurate representation of your 16 

testimony? 17 

A. No.  Again, what I quantified in my testimony was the effect of the Company’s greatly 18 

reduced storage cycle in 2001 in its attempt to beat the storage component of the 19 

Benchmark.  This quantification necessarily required certain assumptions as to what the 20 

Company would have done in the absence of the reduced storage cycle.  I did not 21 

assume that Nicor was “required” to show any particular level of withdrawals, but I 22 

believe that it is instructive to examine what would have happened had the level of 23 
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withdrawals not been distorted by the greatly reduced storage cycle in 2001.  Mr. 1 

Barrett’s subsequent reference to GAAP, as in the case described above, is again 2 

completely irrelevant to my testimony. 3 

 4 

Q. Do you agree with Mr. Barrett that the accounting restatements made by Nicor 5 

corrected the problem of under-withdrawals of gas from storage in 2001? 6 

A. No.  As I explained in my direct testimony, the consequences of the greatly reduced 7 

storage cycle were harmful to customers and have not been rectified by restating the 8 

accounting for certain transactions prior to and during the term of the GCPP. The fact 9 

that Nicor has corrected its accounting for any particular transaction does not mean 10 

that the transaction was appropriate from a regulatory perspective. 11 

 12 

Q. On page 17 of his rebuttal testimony, Company witness Lenart denies that Nicor 13 

adjusted its withdrawals to follow the Storage Credit Rate (“SCR”).  Do you find his 14 

denial to be convincing? 15 

A. No.  According to the Lassar Report, as of the end of January 2001, “Nicor recognized 16 

that it would ‘under-perform’ against the storage component of the Benchmark unless 17 

it, at a minimum, matched its withdrawals to the SCR weightings. Thus, after January, 18 

Nicor planned a greatly reduced storage cycle in an attempt to beat the storage 19 

component of the Benchmark.”  That certainly sounds like adjusting the withdrawals to 20 

follow the SCR to me. 21 

  Mr. Lenart supports his denial by pointing out that Nicor had no control of the 22 

SCR and could not know the SCR until the end of the year.  The fact that Nicor had no 23 
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control over the SCR is irrelevant.  The purpose of its actions was not to influence the 1 

SCR, but rather to avoid a penalty from under-performing against the storage 2 

component of the Benchmark.  While Nicor could not know what the SCR would be 3 

for sure until the end of the year, it was certainly possible to make estimates over the 4 

course of the year.  By the end of January 2001, gas prices had already receded from 5 

their earlier highs, and the implications for the SCR and what would happen if the 6 

Company didn’t control the level of withdrawals were clear. 7 

  Mr. Lenart goes on to say that Nicor would not have achieved any benefit from 8 

adjusting its withdrawals to follow the SCR because doing so “only” would increase its 9 

cost of gas.  It is true as a matter of arithmetic that reducing withdrawals when the SCR 10 

is positive also reduces the SCA, thereby increasing the Benchmark.  Mr. Lenart is 11 

correct that it can also increase the cost of gas, but this is not the “only” effect.  If the 12 

increase to the Benchmark is greater than the increase to the cost of gas, then the GCPP 13 

formula rewards the Company for its adjustments to the level of withdrawals.  What I 14 

described in my direct testimony is no “conspiracy theory.”  It is a description of 15 

Nicor’s actions in 2001 and the consequences of those actions.4 16 

  Mr. Lenart also claims that the Company “made no effort to predict or manage 17 

the SCR.”  It is understandable that Nicor made no attempt to manage the SCR, since 18 

the SCR could not be influenced by the Company’s actions.  However the claim that 19 

the Company made no effort to predict the SCR is simply not plausible.  It is 20 

inconsistent with the Company’s own actions, and it is inconsistent with the findings of 21 

the Lassar Report. 22 

 23 
                                                 
4 It has also always been my understanding that a conspiracy requires more than one participant. 
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Q. Mr. Lenart also contends that it was the Company’s “guiding principle” to attempt to 1 

inject gas into storage when flowing gas prices were at their lowest and to withdraw gas 2 

from storage when flowing gas prices were at their highest.  Is that what happened in 3 

2001? 4 

A. That might have been the Company’s “guiding principle”, but that is not what Nicor 5 

actually did.  In fact, the actual pattern of injections and withdrawals in 2001 was pretty 6 

much the opposite.  In the early winter months when gas prices were relatively high, 7 

withdrawals from storage were far below normal.  In the summer months when gas 8 

prices were relatively low, injections to storage were far below normal.  This was 9 

partially made up for in the later months of 2001 when the Company relied on flowing 10 

gas at relatively low prices, but on balance the greatly reduced storage cycle in 2001 11 

was quite costly to customers. 12 

 13 

Q. Mr. Lenart acknowledges that Nicor was motivated to “carefully manage the monthly 14 

withdrawal and injection activity relative to the SCA monthly volume shaping.”  Is that 15 

inconsistent with your testimony? 16 

A. Absolutely not.  It is my testimony that the “careful management” to which Mr. Lenart 17 

refers coupled with the Company’s situation in January 2001 had unfortunate 18 

consequences in 2001.  Mr. Lenart notes that the SCA assumed that 26% (should be 19 

28%) of the total volume of withdrawals for the year would be in January.  Thus, when 20 

the withdrawals in January were well below normal for the reasons described above, 21 

Nicor felt that it had to “carefully manage” (that is, reduce) withdrawals for the 22 

remainder of the year so that the January 2001 withdrawals were 28% of the total 23 
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volume of withdrawals for the year.  Otherwise, there would be a great risk to the 1 

Company that it would under-perform against the storage component of the 2 

Benchmark.  This led to reduced withdrawals from storage in the remaining winter 3 

months when prices were relatively high, which, in turn, led to reduced injections in the 4 

summer months, when prices were relatively low.  I don’t believe that there can be any 5 

dispute that these actions increased the cost of gas significantly in 2001, compared with 6 

what the cost would have been if the Company had followed a more normal pattern of 7 

withdrawals and injections. 8 

 9 

Q. Do you have anything to add to Mr. Lenart’s rendition of the events in early 2001 on 10 

page 21 of his rebuttal testimony? 11 

A. Yes.  As Mr. Lenart states on line 456, January 2001 was marked by relatively low 12 

withdrawals.  By the beginning of February, prices had already declined from the 13 

higher levels in January.  Unless there was an expectation that prices would return to 14 

those higher levels, Nicor knew it would take a beating against the benchmark unless 15 

the withdrawals were suppressed for the remainder of the year, so that January would 16 

equal 28% of the total withdrawals for the year.  On the other hand with prices down, it 17 

could be beneficial to customers to resume a more normal level of withdrawals for the 18 

remainder of the year even though it was too late to do anything about January.  In 19 

other words, the Company was apparently faced with a conflict: either protect itself 20 

against from under-performance against the benchmark by reducing withdrawals or try 21 

to reduce the actual cost of gas for the year by resuming a more normal level of 22 
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withdrawals.  It is instructive in these circumstances to examine what the Company 1 

actually did based on information available at the time. 2 

  On Schedule DJE-1R, I show in Column (1) the futures prices for natural gas as 3 

of February 5, 2001.  These prices are taken from a Nicor memo dated February 6, 4 

2001.  While these futures prices are not necessarily exactly the same as the expected 5 

prices for future delivery in northern Illinois, I believe they are representative of the 6 

expected trend in the price for gas faced by Nicor at that time.  It can be seen that the 7 

expected future prices had declined significantly from the market index price of 8 

approximately $10.00 per MMBtu in January 2001.  I also show on this schedule, in 9 

Column (2), the estimate of future withdrawals by month, as of February 6, 2001, for 10 

the remainder of 2001.  These estimates are taken from the same February 6 memo and 11 

show how the Company intended to achieve withdrawals of XXXXXX MMBtu’s for 12 

the year, which would keep the January withdrawals at about XXX of the total for the 13 

year and would also XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 14 

XXXXXXXXXXXXX.  Finally, on my Schedule DJE-1R, I show what the 15 

withdrawals for the remainder of the year would be reflecting normal operations, based 16 

on the years 1994-1998, and the difference between those normal withdrawals and the 17 

planned withdrawals for the remainder of 2001. 18 

 19 

Q. Have you also calculated the expected effect on the actual cost of gas of the planned 20 

reductions to withdrawals for the months February – December of 2001? 21 

A. Yes.  On Schedule DJE-2R, I have calculated the effect on the expected cost of gas of 22 

the planned withdrawals, based on the futures prices as of February 5, 2001. This 23 



 18

schedule calculates the effect of increasing the withdrawals from the level planned by 1 

the Company to the average monthly withdrawals for the years 1994-1998, with the 2 

increase in withdrawals being replenished in the months February – December based 3 

on the injection pattern in those months in the SCR formula 5.  As can be seen, with 4 

these assumptions and the futures prices as of February 5, 2001, the XXXXXXXXXX 5 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX6 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX7 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX. 8 

 9 

Q. Why then did Nicor plan this XXXXXXXXXXXXXX in the February – December 10 

time frame? 11 

A. As explained above, Nicor planned a greatly reduced storage cycle to keep XXX 12 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX.  As the 13 

prices by early February had already declined from the January highs, to do otherwise 14 

would have been to invite severe punishment at the hands of the SCA component of the 15 

Benchmark. 16 

  On Schedule DJE-3R, I show what would happen to the SCA if planned 17 

withdrawals in the months February – December of 2001 matched the averages for the 18 

years 1994-1998, with the actual Market Price Index for January and the futures prices 19 

as of February 5, 2001 for the remainder of the year.  As shown on this schedule, the 20 

SCA would XXXXXXXXXXXXXXXXXXXXXX, and the Benchmark cost of gas 21 

would XXXXXXXXXXXX. 22 

                                                 
5 For the purpose of calculating the average injection price. 
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  Thus, although it would have been reasonable to resume normal withdrawals in 1 

February 2001, if the intent of the Company were to minimize the cost of gas to 2 

customers, Nicor decided not to do so, in order to avoid a penalty against the 3 

Benchmark.  Based on the future prices as of February, this decision XXXXXXXX 4 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 5 

XXXXXXXXXXXXXXXXXXXXX6 XXXXXXXXXXXXXXXXXXXXXXXXXX 6 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX7 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX  This is not a 20/20 8 

hindsight analysis.  This is a reasonable estimate of the consequences of the Company’s 9 

greatly reduced storage cycle at the time that the greatly reduced storage cycle was 10 

being planned.  XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 11 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX12 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX13 

XXXXXXXXXXXX. 14 

  As far as I know, the only reason that has been offered for the greatly reduced 15 

storage cycle for the months February – December of 2001 is the Company’s attempt to 16 

match or beat the storage component of the Benchmark.  Thus, when the Company was 17 

faced with a choice of acting to XXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 18 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX, Nicor chose the latter.  19 

It should surprise no one that the Company chose to protect itself against a financial 20 

penalty rather than reducing the expected cost of gas to customers.  Why the Company 21 

believes that it should be rewarded for making such a choice is more problematical. 22 

 23 
                                                 
6 XXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
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Q. Can you summarize the reasons for the greatly reduced storage cycle in 2001, with its 1 

adverse consequences to customers? 2 

A. Yes.  Following is a re-cap of what happened in late 2000 and early 2001 and the 3 

consequences to customers of the Company’s actions in that time frame. 4 

• As of December 31, 2000, Nicor had 72 million MMBtu’s of accessible gas in 5 

storage.  This was about 29 million MMBtu’s less than the accessible storage gas 6 

inventory two years earlier.  The main reason for this appears to be the intentional 7 

effort by the Company to deplete the storage inventory to access the older LIFO 8 

layers of gas and capture one-half of the difference between the cost of that gas and 9 

its current market value for shareholders.  The Company attributes the low level of 10 

inventory at December 31, 2000 to the “large quantities of gas” withdrawn in 11 

November and December 2000 (Lenart, page 21).  However, the level of 12 

withdrawals in December 2000 was approximately the same as the level of 13 

withdrawals in the years 1994 – 1999, despite the fact that December 2000 was 14 

significantly colder than normal.  The level of withdrawals in November was well 15 

above normal (about 11.8 million MMBtu’s greater than the average for the years 16 

1994-1998), but that can be explained by the Company’s efforts to access of the 17 

low cost LIFO layers (and possibly by efforts to take advantage of the inverted SCR 18 

to boost the 2000 Benchmark) as much as by the factors sited in Mr. Lenart’s 19 

testimony. 20 

• Concerned about its ability to service ratepayers for the remainder of the winter, 21 

Nicor obligated itself to purchase flowing gas at FOM prices in January.  Absent 22 

the depleted condition of its inventory as of the end of 2000, it seems unlikely that 23 
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the obligation to purchase this gas would have been necessary.  When January 1 

turned warmer than expected, Nicor reduced its withdrawals from storage to make 2 

room for the flowing gas.  Given the difference between the price of contracted 3 

flowing gas and the price of storage withdrawals, the effect on cost of gas was 4 

extremely adverse.  The withdrawals in January were 16.8 million MMBtu’s below 5 

normal, as compared to the actual withdrawals in the 1994-1998 reference period.  6 

Based on the difference between the Market Price Index in January 2001 and the 7 

average injection price7 for 2001, this reduction to the normal level of withdrawals 8 

increased the cost of gas by $114 million in January 2001. 9 

• Nicor then compounded the problem by planning a greatly reduced storage cycle 10 

for the remainder of 2001 in order to maintain the XXXXXXXXXXXXXXXXXX 11 

XXXXXXXXXXXXXXXXXXXX.  Based on the futures prices as of February 5, 12 

2001, it was reasonable to expect that the prospective reduction to withdrawals 13 

would XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX.  Because the 14 

decline in prices continued, the actual effect of the reduced storage cycle was XXX 15 

XXXX.  That is, the actual summer prices for gas were lower than the futures prices 16 

as of February 5, 2001, so the effect of the reduced storage cycle was XXXXXX 17 

XXX than the expected cost as of early February. 18 

  In summary then, the Company’s own actions depleted the storage inventory as 19 

of December 31, 2000.  This led to reduced withdrawals in January, which itself was 20 

quite costly.  The reduced withdrawals in January prompted a greatly reduced storage 21 

cycle for the remainder of the year, in an attempt to match or beat the storage 22 

component of the Benchmark.  Nicor was willing to incur the cost of the reduced 23 
                                                 
7 That is, the price at which any increased withdrawals in January would have been replenished 
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storage cycle because the effect on the benchmark was even greater.  In actual practice, 1 

the reduced storage cycle proved even more costly than the expected cost in early 2 

February 2001. 3 

 4 

Q. Does this conclude your rebuttal testimony? 5 

A. Yes. 6 


