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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. 
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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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