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I. Introduction 1 

Q. Please state your name, business address, and current position. 2 

A. My name is Theodore J. Lenart, and my business address is 1844 Ferry Road, Naperville, 3 

Illinois 60563-9600.  I am employed by Northern Illinois Gas Company d/b/a Nicor Gas 4 

Company (“Nicor Gas” or “Company”) as Assistant Vice President of Supply 5 

Operations.  I head the Gas Supply Department (“Gas Supply”). 6 

Q. Have you previously submitted rebuttal testimony with the Illinois Commerce 7 

Commission (“ICC” or the “Commission”) in this proceeding? 8 

A. Yes. 9 

II. Purpose of Testimony 10 

Q. What is the purpose of your surrebuttal testimony in this proceeding? 11 

A. The purpose of my surrebuttal testimony is to respond to the rebuttal testimony on 12 

reopening of the ICC Staff (the “Staff”), the People of the State of Illinois (“AG”), and 13 

the Citizens Utility Board and the Cook County State’s Attorney’s Office (together, 14 

“GCI”).  I will specifically respond to arguments made in the rebuttal testimonies of Staff 15 

witness Richard Zuraski, AG witness David Effron, and GCI witness Jerome Mierzwa.  I 16 

will refer to the AG and GCI collectively as the “Intervenors.” 17 

III. Overall Comments 18 

Q. Is there a common theme that runs throughout the rebuttal testimony of the Staff 19 

and Intervenors? 20 

A. Yes.  The testimony offered by the Staff and Intervenors rests on speculation, conjecture 21 

and perfect hindsight.  Time and again, the Staff and Intervenors simply ignore the real 22 



PUBLIC 

Consol. Docket Nos. 01-0705, 02-0067 and 02-0725 2 Nicor Ex. 15.0 

world market forces and operational and physical imperatives that drove the decisions 23 

made by Gas Supply.  They also fail to appreciate that Nicor’s primary responsibility at 24 

all times was to ensure the delivery of an adequate and reliable supply of gas to our 25 

customers.  Ensuring reliability of supply was always, and remains to this day, paramount 26 

for Gas Supply.  That responsibility required us to make purchasing decisions that the 27 

Staff and Intervenors now criticize, with the luxury of perfect hindsight, as having failed 28 

to maximize economic results under the GCPP cost benchmark.  Ignoring operational 29 

constraints may be a prerogative of armchair experts, but it is not a luxury we had in Gas 30 

Supply. 31 

Q. Can you provide an example of where the Staff and Intervenors ignore the 32 

operational requirements that drove Gas Supply’s decisions? 33 

A. Yes.  AG witness Effron argues that gas costs could have been lower had Nicor 34 

withdrawn more gas from storage in January 2001 rather than purchasing flowing gas 35 

supplies.  As I explain further below, Mr. Effron simply ignores the fact that by January 36 

2001, Nicor’s storage inventories had been depleted by heavy withdrawals in November 37 

and December 2000, caused by severely cold weather and high prices for flowing gas.  38 

To have relied on further incremental withdrawals from storage in January 2001 would 39 

have potentially left us with insufficient gas in storage to assure reliable service for the 40 

rest of the winter and to meet our peak period demand.  Witness Effron can speculate 41 

about cost savings all he wants, but customers won’t remember how much money they 42 

saved when they run out of gas and can’t heat their homes. 43 

 In my rebuttal testimony, I explained in detail the operational requirements that dictated 44 

Gas Supply’s purchasing decisions, but the Staff and Intervenors have wholly ignored 45 
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those explanations.  Staff and Intervenors’ refusal to respond is a tacit admission that 46 

Nicor Gas properly considered reliability issues in making decisions on whether to 47 

withdraw gas from storage or buy flowing gas. 48 

Q. In his rebuttal testimony, Mr. Mierzwa states that there is “no basis” for your claim 49 

that Staff and the Intervenors have failed to recognize that Nicor’s primary 50 

responsibility was to ensure system reliability because one of the prerequisites for 51 

approval of the GCCP was that it could not affect system reliability.  How do you 52 

respond? 53 

A.  The fact that the GCPP would not have been approved if the Commission had believed 54 

that Nicor would take actions to endanger system reliability does not change the fact that 55 

Nicor’s potential actions during the GCPP were constrained by our responsibility to 56 

maintain reliable service.  System reliability doesn’t just happen automatically; it has to 57 

be planned and protected by specific decisions made each and every day.  Nicor’s 58 

priorities in making decisions and developing strategies before, during, and after the 59 

GCPP, were to ensure the reliability of gas supplies and to maintain system integrity.  60 

Unfortunately, the hypothetical constructs offered by the Staff and Intervenors are not 61 

similarly constrained. 62 

Q. In your view, do the criticisms presented by the Staff and Intervenors ignore the 63 

success achieved by the Company under the GCPP? 64 

A. I believe they do.  In addition to assuring that reliability of service was never 65 

compromised, the fundamental fact is that Nicor Gas beat the benchmark and, as shown 66 

in the Direct Testimony of Nicor witness D’Alessandro, was the lowest cost supplier of 67 

gas in Illinois based on the total cost of gas charged to sales service customers.  We 68 
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achieved this outcome during a time of very challenging gas market conditions, marked 69 

by highly volatile gas prices, wide swings in the gas requirements of our sales and 70 

transportation service customers, and unpredictable and unusual weather patterns.  The 71 

reality is that the total gas costs paid by Nicor’s customers were not only lower than the 72 

benchmark, they were also lower than the total gas costs paid by the customers of any or 73 

every other gas utility in Illinois. 74 

IV. The Role of the Low-Cost LIFO Gas in Nicor’s PBR Strategies 75 

Q. In your rebuttal testimony, you stated that Nicor did not intend to liquidate the low-76 

cost LIFO gas inventory as a strategy to meet or beat the Benchmark.  Staff witness 77 

Zuraski and GCI witness Mierzwa claim that your deposition testimony is to the 78 

contrary.  Is there a conflict between your rebuttal testimony and your deposition 79 

testimony? 80 

A. Not at all.  What these witnesses have done is to take out of context a statement from my 81 

deposition testimony that related to a different period of time.  What I said in my 82 

deposition was that xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 83 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.  Although I 84 

was not a member of the Inventory Value Team and did not participate in their meetings, 85 

it was my impression as a matter of chronology that the initial impetus to look at the 86 

possibility of seeking to develop a PBR program was to have a means of sharing in the 87 

value of the low-cost LIFO gas in storage.  I stand by my deposition testimony.  When 88 

the time came to develop the actual GCPP, we were not contemplating liquidating the 89 

low-cost LIFO layers as a strategy to generate savings.  As I stated in my rebuttal 90 

testimony, in all of my discussions with the PBR Group, the liquidation of the low-cost 91 
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LIFO gas was never even mentioned as a strategy to perform successfully under the 92 

GCPP.  We believed we could generate savings for the Company and our customers 93 

without the need to liquidate the low-cost LIFO inventory.  In Gas Supply, we developed 94 

specific strategies to beat the benchmark without the need to liquidate the low-cost LIFO 95 

gas.  I described a number of those strategies in my rebuttal testimony. 96 

Q. In your rebuttal testimony, you stated that liquidating the low-cost LIFO gas was 97 

not among the strategies that Gas Supply presented at the November 29, 1999, 98 

meeting of senior officers when Nicor decided to accept the Commission’s Final 99 

Order and implement the GCPP.  Witness Mierzwa finds your statement 100 

implausible given that a few weeks later, Nicor executed the sale of DSS storage to 101 

IMD, a transaction that witness Mierzwa claims was “structured to allow Nicor to 102 

access its low-cost LIFO inventory layers.”  Please comment on witness Mierzwa’s 103 

assertion? 104 

A. First of all, Mr. Mierzwa was not at the November 29, 1999, meeting.  I was.  The events 105 

of that meeting were as I have described them in my rebuttal testimony.  Gas Supply’s 106 

written assessment of possible GCPP strategies and outcomes, which was presented at the 107 

meeting, is attached as Appendix A to my rebuttal testimony.  Liquidating the low-cost 108 

LIFO gas layers was not included in Gas Supply’s assessment of whether Nicor could 109 

achieve savings under the Commission’s Final Order. 110 

 Second, the premise of Mr. Mierzwa’s skepticism is incorrect.  The sale of DSS storage 111 

to IMD was not done in order to gain access to the low-cost LIFO layers.  Rather, as I 112 

described in my rebuttal testimony, the primary purpose of that transaction was to release 113 

DSS to a third party for management so that the manager could optimize excess inventory 114 
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that we didn’t need for operational purposes in order to generate credits to offset the DSS 115 

fixed reservation charges, and thus lower gas prices for our ratepayers.  In addition, the 116 

storage release was intended to provide a tool to help mitigate the commodity risk 117 

associated with the 65/35 weighting of first-of-the-month vs. daily prices under the GCPP 118 

benchmark.  We did recognize that the transaction would eliminate some higher-priced 119 

LIFO gas, but that was not its primary purpose.  In my rebuttal testimony, I described in 120 

detail the purpose and structure of the IMD transaction, but witness Mierzwa has ignored 121 

that testimony, apparently because it does not fit his theory. 122 

Q. Staff witness Zuraski admits that he “cannot completely rule out” the possibility 123 

that Nicor did not plan to liquidate the  low-cost LIFO gas when seeking approval 124 

for the GCPP, but he argues that it makes no sense for Nicor to have identified the 125 

value of the low-cost LIFO gas and then not pursue that value.  Witness Zuraski 126 

wonders why Nicor would not plan to use all possible strategies, including reliance 127 

on liquidating the low-cost LIFO inventory. 128 

A. The answer is simple.  The low-cost LIFO layers had been built up over many years 129 

between 1954 and 1973.  We viewed the low-cost LIFO gas as an asset of the Company.  130 

When that low-cost gas was sold, that asset would be gone.  In planning our strategies to 131 

perform successfully under the GCPP, we did not believe it would be necessary to 132 

liquidate that asset to beat the benchmark.  As I stated in my rebuttal testimony, we were 133 

aware that the low-cost LIFO gas layers were a potential risk mitigation tool for the 134 

GCPP (a sort of natural hedge or physical option), but utilizing the low-cost LIFO gas 135 

was not among our strategies to generate savings under the benchmark prior to 136 
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implementation of the GCPP, and it was not the basis for Gas Supply’s confidence that 137 

we could out-perform the benchmark and generate savings to share with our customers. 138 

V. 1999 DSS Sale to IMD 139 

Q. Mr. Zuraski argues that Nicor could have lowered gas costs if the December 1999 140 

sale of DSS storage to IMD had been delayed, and Nicor had (1) waited until the 141 

first quarter of 2000 to withdraw the gas and (2) waited until the second quarter of 142 

2000 to transfer the storage capacity to IMD.  Do you agree? 143 

A. No.  Mr. Zuraski misses the essential objectives that the IMD deal was intended to 144 

achieve.  As I explained in my rebuttal testimony, Nicor entered into the IMD transaction 145 

to lock in benefits that would allow us to extract additional value from third-party 146 

management of our DSS service, minimize the fixed reservation fees of the DSS service, 147 

and mitigate the commodity risk under the GCPP benchmark, all without compromising 148 

our service obligation.  The GCPP, and the associated risks, began on January 1, 2000.  149 

Since the gas futures contract and related derivatives for January 2000 expired in 150 

December 1999, such risk management activity for January would have to occur in 1999.  151 

Mr. Zuraski simply assumes that if the transaction had been delayed, our DSS storage 152 

would have retained the same value to IMD in the second quarter of 2000 as it did in 153 

December 1999, and that we would not have been exposed to additional losses in the 154 

interim from the commodity risk that the IMD deal was designed to mitigate.  I am aware 155 

of no basis for those speculations. 156 

Q. You referred to benefits that were to be locked in.  To whom were these benefits to 157 

accrue? 158 
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A. Under the GCPP, those benefits were to be shared equally between the Company and 159 

ratepayers. 160 

Q. Mr. Mierzwa takes issue with the statement in your rebuttal testimony that Nicor 161 

couldn’t have known in December of 1999 that the sale of DSS storage to  IMD 162 

would be at a loss.  According to Mr. Mierzwa, Nicor knew the sale price and knew 163 

the historical book cost of the stored gas being sold to IMD, and so must have 164 

known that the transaction would generate a loss.  Mr. Mierzwa further states that 165 

Nicor didn’t need to know its Weighted Average Cost of Gas (“WACOG”) to 166 

determine if the sale would result in a loss because that was not the cost of the gas 167 

being sold to IMD.  How do you respond? 168 

A. Mr. Mierzwa fails to look at the entire effect of the DSS sale to determine the impact on 169 

ratepayers.  Mr. Mierzwa looks only at the book cost of the specific gas being sold 170 

without considering the impact the sale would have on the overall cost of gas to the 171 

ratepayer.  Simply put, Mr. Mierzwa’s snapshot approach fails to examine the real world 172 

effects of the transaction. 173 

 At the time of the transaction, Nicor expected that the sale might give Nicor access to 174 

some of the low-cost LIFO layers, to reduce the average cost of gas, but Nicor could not 175 

have known how deep into these layers it would get.  Because the LIFO decrement is a 176 

component of Nicor’s WACOG, Nicor did not know and could not know its actua l cost 177 

of gas until the year was over.  Indeed, as I stated in my rebuttal testimony, depending on 178 

how deep Nicor got into the low-cost LIFO layers, the sale could have reduced the 179 

overall cost of gas in 1999, as well as produce substantial value for ratepayers in 2000 180 

from IMD’s activities to lock in price spreads and generate credits to offset the fixed 181 
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reservation pipeline costs.  No one knew that the transaction would result in a loss to 182 

ratepayers when the decision to sell DSS was made in 1999. 183 

Q. Mr. Mierzwa claims that Nicor should have been able to predict its WACOG for the 184 

year by December 1999.  Do you agree? 185 

A. No.  As I stated, Nicor could not determine whether, and to what extent, there would be a 186 

LIFO decrement or addition for the year until the year was over.  Much of the gas Nicor 187 

delivers belongs to third-parties who have certain rights to use Nicor’s storage.  Nicor 188 

had to determine what percentage of its withdrawals from storage were for sales to PGA 189 

customers, as well as calculate the actual use of gas from storage, before it could derive 190 

its cost of gas.  In any event, Mr. Mierzwa’s hindsight criticism is moot given that the 191 

accounting restatement rectifies the loss to ratepayers from the IMD transaction. 192 

VI. Patterns of Injections and Withdrawals 193 

Q. In your rebuttal testimony, you explained in detail the factors that affected Nicor’s 194 

storage injections and withdrawals during the GCPP years of 2000-2002.  You 195 

stated that Nicor did not attempt to predict the Storage Credit Rate (“SCR”) or 196 

adjust its withdrawals to follow the SCR, but that Nicor did manage its monthly 197 

withdrawal and injection activity to try to stay on the pre -defined monthly pattern 198 

assumed by the formula for the Storage Credit Adjustment (“SCA”).  Witnesses 199 

Effron, Mierzwa and Zuraski now criticize Nicor for adjusting withdrawals to take 200 

account of the monthly withdrawal pattern set by the SCA formula.  What is your 201 

response? 202 
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A. This criticism is misplaced.  As I explained in my rebuttal testimony, the SCA formula 203 

assumed that total annual injections and withdrawal volumes would follow a pre-defined 204 

monthly pattern.  By departing from that pattern, Nicor and our ratepayers would be 205 

exposed to potentially severe price risks.  After all, losses as well as savings were shared 206 

equally between the Company and ratepayers.  To reduce price risks, Nicor was 207 

motivated, when not constrained by operational requirements or reliability issues, to 208 

manage monthly withdrawals and injections to stay on the schedule set by the formula.  It 209 

would have made no sense to ignore where we were relative to the GCPP pattern, and 210 

subject the Company and ratepayers to additional risk. 211 

 It is important to remember that the GCPP did not set volumetric patterns; it set 212 

percentage patterns.  The formula assumed that a specified percentage of annual 213 

withdrawals and injections would occur in a given month.  These percentages were 214 

applied to the annual storage cycle quantity in a given year.  To minimize the risk for 215 

both customers and the Company, Nicor applied the percentage injection and withdrawal 216 

patterns to the expected storage draw, to the extent operationally possible.  Doing so was 217 

not an attempt to “manipulate” or adjust the benchmark, but an endeavor to avoid or 218 

manage the risk of deviating from the GCPP pattern.  Not only is there nothing wrong 219 

with that, I believe that trying to stay on the GCPP pattern was appropriate for both the 220 

Company and our customers. 221 

Q. In your rebuttal testimony, you discussed a sale of gas to Enerchange and certain 222 

other parties in January 2000 that enabled Nicor to bring its GCPP withdrawal 223 

cycle up to a level more consistent with the planned GCPP storage cycle, and thus 224 

ensure operational needs would be met throughout the year.  Mr. Zuraski states 225 
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that he has performed a comparative analysis that shows that the Company and 226 

ratepayers had greater risk from the Enerchange sale than from the SCA.  Do you 227 

agree with his assessment? 228 

A. No.  The gas sold to Enerchange and the other parties in January 2000 was sold at a price 229 

above Nicor’s flowing supply cost for January 2000 and did not result in any loss for 230 

customers.  With the benefit of perfect hindsight, Mr. Zuraski argues that Nicor could 231 

have derived more value from the sale had it sold the gas later that year.  However, Nicor 232 

could not have predicted that fact, and does not speculate on future gas prices.  We were 233 

satisfied with the value derived at the time of the sale, particularly since the sale restricted 234 

the purchasers’ withdrawal rights until the summer, supporting deliverability through the 235 

winter, and the price was consistent with the counterparties’ restricted rights to withdraw 236 

and market the gas.  More importantly, the transaction allowed Nicor to maintain greater 237 

storage withdrawals for the year without incurring any price risk related to the SCA for 238 

Nicor or our customers.  It is troubling that Mr. Zuraski’s comparative analysis implies 239 

that Nicor should have based its decision-making on speculation about summer prices 240 

and predictions of the resulting SCR.  We did not take any action based on speculation 241 

about future prices and predictions of the SCR. 242 

Q. Witness Effron criticizes Nicor for having a lower level of withdrawals from storage 243 

in 2001 than was the average in the 1994-98 period.  Is that criticism realistic? 244 

A. Not in the least.  As I explained in my rebuttal testimony, the situation in 2001 was 245 

nothing like the situation in the 1994-98 time period, either in terms of the behavior of 246 

the gas markets or the weather conditions.  Given that the periods were not comparable, it 247 

is hardly surprising that the level of withdrawals differed as well. 248 
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Q. Can you explain why Nicor’s withdrawals from storage were lower in 2001 than in 249 

the 1994-98 period? 250 

A. As I mentioned earlier, by the end of 2000, Nicor—and the nation—were facing a 251 

developing scarcity of supply in the market, and needed to husband stored gas rather than 252 

rely on incremental withdrawals from storage as witness Effron suggests.  This was a 253 

national problem, not just a problem at Nicor.  By December 2000, there were serious 254 

concerns about the integrity of the nation’s gas supply and the speed at which storage was 255 

being drawn down by utilities across the country. 1  Weather forecasts at the time 256 

indicated continued cold weather through January, and we responded by securing 257 

adequate supplies  of gas for our customers at then-current market prices.  We were not 258 

trying to manipulate the SCR by limiting withdrawals:  We were trying to survive the 259 

winter without running out of gas. 260 

Q. How much gas did Nicor have in storage at the end of December 2000? 261 

A. At the end of December 2000, the total inventory in our on-system storage was 262 

approximately 97.5 Bcf, and the inventory available for sales customers was 263 

approximately 66.3 Bcf.  For operational reasons, we protect our storage fields such that 264 

approximately 85.0 Bcf of gas must be in inventory to assure that adequate daily 265 

deliverability from storage is available to meet our planned peak day withdrawal 266 

requirements of 2.8 Bcf on January 20th.  If we had taken an additional 16.8 million 267 

MMBtu’s of gas from storage, as suggested by Effron, I have no doubt that this 268 

withdrawal, when combined with the activities of third-party storage users, would have 269 
                                                 
1 In his direct testimony, filed on August 5, 2003,  Nicor witness Russell Feingold has provided data on U.S. 
underground storage inventories and storage activity, showing the nationwide depletion of storage inventories 
during this period.  See Appendix D-3 to Feingold Direct Testimony. 



PUBLIC 

Consol. Docket Nos. 01-0705, 02-0067 and 02-0725 13 Nicor Ex. 15.0 

pushed our inventories well below the 85.0 Bcf we require to maintain reliable service to 270 

customers.  This is not a game or a theoretical exercise.  If the storage inventories are too 271 

low, there will be insufficient pressure in the storage fields to support the required daily 272 

deliverability to meet our service obligations. 273 

Q. Witness Effron charges that the main reason for the reduced gas in storage at the 274 

end of 2000 “appears to be the intentional effort by the Company to deplete the 275 

storage inventory to access the older LIFO layers of gas.”  Is he correct? 276 

A. No.  Witness Effron’s charge is contrary to the facts, takes events out of context, ignores 277 

the steps we took to maintain system reliability, and ignores the fact that one-third of 278 

Nicor’s storage is controlled by third-parties.  I described in detail the events in 2000 and 279 

2001 that dictated our storage activity, at pages 15-18 and 20-22 of my rebuttal 280 

testimony.  Calendar year 2000 was marked by a steep and relentless climb in gas prices.2  281 

Given the high prices for flowing gas, it made economic sense—and benefited our 282 

customers—to withdraw cheaper stored gas to displace incremental purchases at higher 283 

prices.  In November and December 2000, the weather was much colder than normal.  284 

The Heating Degree Days experienced in Illinois in November and December of 2000, on 285 

a combined basis, were 42% higher than for those same months in 1999, and over 62% 286 

higher than in 2001, and the coldest November-December during the 1994 through 2002 287 

period.  In addition, the 2000-01 winter was colder than any other winter during that 288 

same period. 3  The severely cold weather increased demand for gas, and a growing 289 

                                                 
2 A chart of Chicago City Gate daily gas prices, showing the increase in flowing gas prices throughout 2000, 
appears at Appendix D-2 of Mr. Feingold’s direct testimony. 
 
3 Illinois monthly temperature data appears at Appendix D-1 of Mr. Feingold’s direct testimony. 
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scarcity of gas supply began to develop nationally.  With demand up and supply 290 

constrained, prices began to increase dramatically. 291 

 Nicor withdrew large quantities of gas from storage during this period to displace high 292 

priced incremental purchases of flowing gas.  Nicor’s storage withdrawals for PGA 293 

customers in November and December were higher than at any time since 1989, another 294 

very cold winter.  In addition, third-party transportation customers also withdrew large 295 

quantities of gas from Nicor’s storage in November and December of 2000.  During this 296 

two-month period, approximately a third of all available stored gas was withdrawn from 297 

Nicor’s storages by Nicor or third-party customers. 298 

 Withdrawing large quantities of gas from storage during the latter months of 2000 299 

decreased costs for ratepayers.  But when the unusually cold weather and high demand 300 

continued throughout December, we became concerned about preserving storage 301 

inventory for the remainder of the winter, especially given the cold weather we were 302 

experiencing and the operational need to maintain approximately 85.0 Bcf of gas in the 303 

storage fields to assure that adequate daily deliverability from storage is available to meet 304 

our planned peak day withdrawal requirements.  As witness Effron correctly recounts, 305 

“concerned about the outlook for a cold January and its ability to service ratepayers for 306 

the remainder of the winter, Nicor obligated itself to purchase large quantities of flowing 307 

gas in January.”  (I added the emphasis so that the importance of maintaining reliability 308 

of service is not overlooked in the hysteria of Effron’s charges).  Nicor’s obligation to 309 

purchase flowing gas in January was made in December in anticipation of the colder 310 

weather forecasted.  As it turned out, the weather pattern changed in January 2001.  After 311 

two unusually cold months, January was warmer than normal, and we were long on 312 
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purchases of relatively high-priced flowing gas for the month.  This purchase obligation, 313 

combined with the warmer weather and decreased demand, resulted in lower storage 314 

withdrawals.  We could not predict the change in the weather pattern when we committed 315 

to purchase flowing gas in December for use in January, and we were not going to run the 316 

risk of being short of gas in January if we had another month of unusually cold weather.  317 

Witness Effron has the luxury of perfect hindsight; we did not. 318 

Q. Witness Effron contends that, “The reduced withdrawals in January were 319 

extremely costly to customers.” Is this observation correct? 320 

A.  Witness Effron is looking at one month in isolation. He ignores the benefit our customers 321 

received when we supplied them with relatively low-cost gas from storage in November 322 

and December of 2000 instead of purchasing higher priced flowing gas. He follows this 323 

with a whole set of “what- ifs” to calculate the alleged damage suffered by our customers. 324 

This hypothetical re-construction has no basis in fact, and is not supported by our 325 

operating guidelines or our service obligations. Witness Effron is under the mistaken 326 

impression that Nicor and the third-party storage users were supposed to be operating to 327 

maintain correspondence with the average level of withdrawals for the 1994 – 98 period, 328 

regardless of particular market and weather conditions in a specific month or year. As I 329 

testified, if we had taken the additional gas from storage suggested by witness Effron, we 330 

would have imperiled system reliability. 331 

Q. Witnesses Effron and Zuraski charge that Nicor’s reduced level of withdrawals in 332 

2001 was an attempt to manipulate the SCA.  Is there any truth to that charge? 333 

A. None whatsoever.  I have explained the factors that led to our reduced level of 334 

withdrawals in January 2001.  After the high prices in January, the remainder of the year 335 
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was characterized by continually declining prices.  To have disregarded the GCPP 336 

monthly shaping of withdrawals after January and increased withdrawals without regard 337 

to price would have required Nicor intentionally to accept a loss on the SCA for the 338 

Company and our ratepayers.  This would have further required that we simultaneously 339 

speculate that the loss would somehow be offset by the resulting SCR for the year, to 340 

assume that our ratepayers would ultimately benefit by increased withdrawals.  Nicor is 341 

not in the business of speculating on long-term future gas prices in that manner (and 342 

suggestions that the NYMEX be used as a forecasting tool demonstrate a fundamental 343 

lack of understanding of the intended use of the NYMEX Natural Gas Futures Contract). 344 

 By the summer of 2001, gas prices were down nearly 75% from the high prices at the 345 

start of the year.  By the end of 2001, the spot market price was below the average 346 

summer 2001 injection price.  November and December 2001 had the cheapest prices for 347 

the entire year.  Given the attractive prices at the end of the year, it made no sense to 348 

withdraw higher-priced stored gas to displace purchases of cheaper flowing gas, so we 349 

reduced withdrawals further to decrease costs.  With no operational reason to do so, why 350 

would we sell our ratepayers more expensive stored gas rather than cheaper flowing gas?  351 

Although it is true that 2001 had a high SCR because of the high January gas prices, our 352 

storage activity was not an attempt to “game” the SCA.  As I stated in my rebuttal 353 

testimony, our withdrawal patterns were determined by weather and demand, the 354 

movement of market prices, the operational need to maintain certain levels of storage, 355 

and the desire to use storage when possible to displace higher-priced purchases of 356 

flowing gas to save money for our ratepayers. 357 
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VII.  CUB Data Request 1.17 358 

Q. In his rebuttal testimony, Mr. Mierzwa argues that your deposition testimony 359 

concedes that Nicor’s bucket reports were responsive to CUB Data Request 1.17 in 360 

Docket No. 02-0067.  Do you agree with Mr. Mierzwa’s statement? 361 

A. No, I do not.  Mr. Mierzwa is again taking my deposition statements out of context to suit 362 

his purposes.  I testified to my view that the bucket reports were not responsive to CUB 363 

Data Request 1.17, and I do not believe the bucket reports were responsive to that 364 

request.  CUB Data Request 1.17 asks Nicor to estimate the amount of savings achieved 365 

from a list of different actions.  The bucket reports were not designed to estimate the 366 

amount of savings from each of these actions.  Rather, as I stated in my deposition 367 

testimony, they were designed to allocate the value that was being derived from the 368 

GCPP according to the various components of the benchmark.  The bucket reports do not 369 

provide an estimate of savings achieved by the actions listed in CUB Data Request 1.17, 370 

and it is my opinion the bucket reports are not responsive to CUB Data Request 1.17. 371 

VIII. Use of the Low-Cost LIFO Gas Layers  372 

Q. In your rebuttal testimony, you stated that Nicor’s customers benefited from Nicor’s 373 

use of low-cost LIFO gas to generate savings under the GCPP.  Witness Mierzwa 374 

argues that in the “long-run” liquidation of the low-cost stored gas was not in the 375 

best interests of ratepayers because there will be additional carrying costs associated 376 

with higher-priced replacement gas supplies.  Do you agree? 377 

A. This argument makes no sense, first because the Staff and Intervenors elsewhere criticize 378 

Nicor for not withdrawing more of the low-cost stored gas.  Indeed, Staff and Intervenors 379 

seek between $ 4 million and $ 114 million for Nicor’s alleged under withdrawal of 380 
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storage gas in 2001.  Moreover, by Mr. Mierzwa’s reasoning, Nicor would never be able 381 

to use the low-cost LIFO gas layers because there would always be carrying costs 382 

associated with the higher-cost replacement gas.  The low-cost LIFO gas would be 383 

treated as some sort of family heirloom, to be admired but never used.  Under the GCPP, 384 

customers experienced tangible savings from the use of this low-cost gas to displace 385 

purchases of higher-priced flowing gas.  I believe that benefit is exactly what the GCPP 386 

was supposed to accomplish. 387 

Q. Does this conclude your rebuttal testimony? 388 

A. Yes, it does. 389 


