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Q. Please state your name and business address. 1 

A. My name is David J. Effron.  My address is 12 Pond Path, North Hampton, New 2 

Hampshire, 03862. 3 

 4 

Q. Have you previously submitted testimony in this docket? 5 

A. Yes.  I submitted direct testimony on August 14, 2009, marked as Exhibit 1.2.  My 6 

qualifications and experience are included with my direct testimony. 7 

 8 

Q. What is the purpose of your rebuttal testimony? 9 

A. In this rebuttal testimony, I respond to the rebuttal testimony of Nicor Gas 10 

(“Company”) witnesses O’Connor, Carpenter, Labhart, and Moes-Gulick. 11 

 12 

Q. What issues do you address in your rebuttal testimony? 13 

A. I address the Company rebuttal to my direct testimony on two issues: 1) the effect 14 

of the Company’s reduced storage cycle in 2001 on the cost of gas in that year; and 15 

2) the liquidation of the low cost LIFO layers of gas in 2000 and 2002. 16 

 17 

1. 2001 Storage Cycle 18 

Q. Dr. O’Connor describes your testimony on the effect of the Company’s 19 

alterations to its normal storage withdrawal pattern in 2001 as being an 20 

impermissible “effort to impose a prudence review on gas costs.”  Do you 21 

have a response? 22 
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A. Yes.  My direct testimony did not address the prudence of the Company’s gas 23 

procurement practices or the reasonableness of its hedging strategies.  Rather, this 24 

testimony described the Company’s actions with regard to Gas Cost Performance 25 

Program (“GCPP”) and how those actions influenced not only the benchmark 26 

against which its performance was measured but also the cost of gas, to the 27 

detriment of ratepayers.  28 

  In Docket No. 99-0127, the Commission noted that one of the major 29 

objectives of the GCPP, as presented by Nicor Gas, was the establishment of “an 30 

objective, market-based standard for evaluating gas supply purchasing, planning, 31 

and management, while also eliminating after-the-fact prudence reviews.”  Order at 32 

3.  The Commission went on to note that the Company also asserted that “with an 33 

annual comparison between actual and market costs, there is no need to conduct 34 

annual prudence reviews because the market will function as an objective prudence 35 

standard.”  Id.  Clearly, the elimination of after-the-fact prudence reviews was 36 

premised on the establishment of an objective, market-based standard.  Any 37 

benchmark that can be influenced by the actions of the entity whose results are 38 

being evaluated is not an objective, market-based standard.   An examination of 39 

how the Company’s actions influenced the benchmark and how those actions 40 

affected the cost of gas to customers is not an after-the-fact prudence review of the 41 

gas supply purchasing, planning, and management practices.  Rather, it is an 42 

evaluation of the Company’s actions with regard to the workings of the GCPP 43 

itself. 44 
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 45 

Q. Dr. O’Connor appears to imply that the Commission authorized the 46 

Company’s GCPP recognizing that some potential for manipulation existed 47 

in the plan as approved, at page 14, lines 302-310 of his rebuttal testimony.  In 48 

your opinion is such an implication plausible? 49 

A. No.  In his response to AG Data Request 8.1, Dr. O’Connor was either unable or 50 

unwilling to confirm or deny that it was his position that the Commission 51 

authorized the Company’s GCPP recognizing that some potential for 52 

manipulation existed in the plan as approved.  However, it is inconceivable to me 53 

that the Commission would knowingly approve a plan that allowed “some potential 54 

for manipulation.”  In fact, reading the full paragraph on page 16 of the Order in 55 

Docket No. 99-0127 that Dr. O’Connor quotes out of context at page 14, lines 307-56 

310 of his rebuttal testimony, it is clear that the Commission’s intent in concluding 57 

“that Staff’s Ratio Method should be adopted as the means for computing the 58 

Storage Credit Adjustment” was to prevent the potential for manipulation, not to 59 

enable it. 60 

 61 

Q. Does Dr. Carpenter also express an opinion on the proper scope of the 62 

appropriate issues for a PBR program review?  63 

A. Yes.  Dr. Carpenter states that an evaluation of whether Nicor Gas’ procurement 64 

activities violated a meaningful prudence standard is clearly not appropriate in 65 

this proceeding.  Nicor Gas Ex. 5.0, at 7: 131-133.  I take no position on whether 66 
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Dr. Carpenter is right or wrong on this matter, but even assuming he is correct, 67 

my testimony does not address Nicor Gas’ procurement activities but rather the 68 

Company’s actions in implementing the GCPP itself and the effect of those 69 

actions on the cost of gas to customers. 70 

 71 

Q. Is your conclusion that the lower-than average storage withdrawals in 2001 72 

resulted in a higher cost of gas than would have prevailed if Nicor Gas had 73 

followed withdrawal patterns that characterized other years merely a 74 

“claim” as Mr. Carpenter asserts at page 12, lines 249-251 of his rebuttal 75 

testimony? 76 

A. No, that is a fact.  If Nicor Gas had increased its withdrawals and reduced its 77 

purchases of flowing gas in the early months of 2001, the cost of gas to customers 78 

would have been lower.  There is no dispute on this point. 79 

 80 

Q. Do you disagree with Dr. Carpenter’s emphasis on the price of gas in January 81 

2001 in his description of the effect of the reduced storage cycle on the cost of 82 

gas in that year? 83 

A. No.  In fact, I noted the high price of gas in January 2001 as a major factor in the 84 

excess cost of gas on page 27 of my direct testimony.  Unfortunately, January 85 

2001 was an especially inopportune time to be relying more on flowing gas and 86 

less on storage withdrawals than the Company would have under normal 87 

operations.  But that is what actually happened, and the consequence of the 88 
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Company’s actions was a substantial increase to the cost of gas compared to what 89 

the cost would have been if the January 2001 withdrawals had been more in line 90 

with the normal historic experience.  In other words, the consequence of the high 91 

prices in January 2001 on the cost of gas was compounded by the Company’s 92 

reduction to the normal level of withdrawals in that month.   The combined effect 93 

of the greater reliance on flowing gas and the high current price of gas sharply 94 

increased the cost of gas to customers. 95 

 96 

Q. To what do you attribute the reduced level of storage withdrawals in January 97 

2001? 98 

A. As I stated in my direct testimony, I attribute the low volume of withdrawals in 99 

January 2001 to three factors: 1) a relatively low level of inventory of stored gas 100 

at the end of 2000, 2) a probable developing realization that minimizing the level 101 

of withdrawals in 2001 would increase the benchmark, and 3) deliveries in 102 

January 2001 being less than normal due to weather conditions.  Of the Company 103 

witnesses who address this issue (with the possible exception of Mr. Labhart, who 104 

won’t even agree that the withdrawals in the first quarter of 2001 were unusually 105 

low), there does not appear to be any dispute that the relatively low level of 106 

inventory of stored gas at the end of 2000 was a primary cause of the lower 107 

withdrawals in January 2001, and Dr. Carpenter addresses this matter at length in 108 

his rebuttal testimony. 109 

 110 
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Q. To what does Dr. Carpenter attribute the low level of stored gas inventory at 111 

the end of 2000? 112 

A. Dr. Carpenter attributes the low level of inventory of stored gas at the end of 2000 113 

to higher than normal withdrawals in November and December of 2000 due to 114 

extremely cold weather. 115 

 116 

Q. Have you analyzed Dr. Carpenter’s claim that withdrawals in November and 117 

December 2000 were higher than normal due to extremely cold weather in 118 

those months? 119 

A. Yes, and that claim does not stand up to even the most basic scrutiny.  By mixing 120 

together the experience in November and December of 2000, the effect of weather 121 

on the withdrawals in those months is obscured and distorted. 122 

 123 

Q. Please explain. 124 

A. The weather in November 2000 was slightly colder than usual, about 2.3 degrees 125 

below normal, according to Dr. Carpenter.  While this is somewhat colder than 126 

historical experience, it is nothing extraordinary.  For example, in the nine year 127 

period covered in Figure 4 of Dr. Carpenter’s testimony, the November weather 128 

was colder than the weather in November 2000 in four of the other years and 129 

warmer in four of the other years.  Thus, November 2000 was the median of this 130 

nine year period – not an outlier by any measure.  However, the net withdrawals in 131 

November 2000 – 14.83 Bcf - were by far the highest in the nine year period 132 
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covered in Dr. Carpenter’s presentation, exceeding the November withdrawals in 133 

the next highest year by 28%, and exceeding the average November net 134 

withdrawals in of the other eight years by 310%.  In the way of further comparison, 135 

the withdrawals in November 2000 were 216% greater than the withdrawals in 136 

November 1995 although the weather in November 1995 was 17% colder than the 137 

weather in November. 2000.  The somewhat-colder-than-normal weather in 138 

November 2000 cannot possibly explain the much-greater-than-normal net 139 

withdrawals from storage inventory in that month. 140 

  The weather in December 2000 was much colder than normal.  As Dr. 141 

Carpenter states, the weather was 11.4 degrees below normal in December 2000, 142 

and December of 2000 was the second coldest December in Chicago since 1872.  143 

Nicor Gas Ex. 5.0 at 18:337-339.  No other December in the nine year period 144 

covered in Figure 4 of Dr. Carpenter’s testimony was even close to being as cold as 145 

the weather in December 2000.
1
  While the net withdrawals in December 2000 - 146 

19.6 Bcf - were somewhat above the average of 17.5 Bcf in the other eight years 147 

covered in Dr. Carpenter’s analysis, there was nothing unusual about the amount of 148 

withdrawals in December 2000.  In fact, the net withdrawals in both December 149 

1997 and December 2002, months when the temperatures were milder than normal, 150 

were greater then the net withdrawals in December 2000.  151 

  For November and December of 2000 combined, the net withdrawals of 152 

34.4 Bcf were 13.3 Bcf greater than the average November-December net 153 

                                            
1
 There were 1,429 degree days in December 2000.  This exceeded the degree days in the next highest year 

by 292, or 26%. 
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withdrawals for the other eight years covered in Dr. Carpenter’s analysis.  Of that 154 

difference, 11.2 Bcf is accounted for by November, when the weather was slightly 155 

colder than normal, but only 2.1 Bcf is accounted for by December, when the 156 

weather was much, much colder than normal.  Thus, the colder than normal weather 157 

in November and December of 2000 clearly does not explain the low storage 158 

inventory at the end on 2000. 159 

 160 

Q. To what do you attribute the low level of inventory of stored gas at the end of 161 

2000? 162 

A. As I stated in my direct testimony, I attribute the low inventory of stored gas at the 163 

end of 2000 to increased net withdrawals in 1999 and 2000 in order to implement 164 

the Company’s carefully concealed strategy of capturing a share of the benefit of 165 

low priced LIFO gas in inventory for shareholders.  The Company has still not 166 

presented any other plausible explanation for the low storage inventory going into 167 

the first quarter of 2001. 168 

 169 

Q. Dr. Carpenter notes that you acknowledge the low storage inventory at the 170 

end of 2000, but do not appear to take it into account in reaching your 171 

conclusions.  Why did you not factor the low storage inventory at the end of 172 

2000 into your calculations? 173 

A. I do not claim that the Company necessarily would have, or even could have, 174 

implemented the increased levels of 2001 withdrawals reflected in my 175 
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calculations, given the relatively low stored gas inventory at the end of 2000.  The 176 

purpose of my calculations was to show what the withdrawals could have been in 177 

2001 if the withdrawals had not been constrained by the low inventory at the end 178 

of 2000 (as well as the other factors cited).  Adjusting my calculations to take into 179 

account the low inventory at the end of 2000 would have defeated the very 180 

purpose of those calculations. 181 

 182 

Q. Do you disagree with Mr. Moes and Mr. Gulick that increasing the 2001 183 

withdrawals to the levels reflected in your calculations would have been an 184 

unreasonable operating decision, given the reduced storage inventory as of 185 

December 31, 2000? 186 

A. Not at all.  I am not arguing that it would have been practical, or even possible, to 187 

increase the 2001 withdrawals to the 1994-1998 five year average or to the 1998 188 

level of withdrawals, given the storage inventory of 72.1 Bcf at the end of 2000.  189 

However, that is beside the point.  Again, the purpose of my calculations was to 190 

show what the withdrawals could have been in 2001, if the inventory at the end of 191 

2000 had not been depleted by the Company’s actions to capture benefits of the 192 

low cost LIFO gas for shareholders. 193 

 194 



Docket Nos. 01-0705, 02-0067, 02-0725 

(Consolidated) 

Revised AG Exhibit 1.4 

 
 

 10 

Q. Mr. Labhart asserts that the five-year average of withdrawals used in one of 195 

your comparisons “deviated from the normal pattern” (Nicor Ex. 6.0R, at 196 

5:106-107).
2
  Do you have a response? 197 

A. Yes.  The five-year average that I used in my calculations is what the Commission 198 

used for the purpose of establishing the Storage Credit Rate (“SCR”) formula in 199 

Docket No. 99-0127.  If this five-year average “deviated from the normal pattern,” 200 

I don’t believe that the Commission would have relied on it to establish the SCR 201 

formula.  Obviously, the actual experience in any given year over this five-year 202 

period would not exactly match the average for the five-year; otherwise there would 203 

be no need to use an average over a number of years.  However, the average 204 

withdrawals were as reflected in my calculations and the average level of injections 205 

was approximately equal to the average level of withdrawals over the years 1994-206 

1998. 207 

  Mr. Labhart makes much of the fact that the injections were never exactly 208 

equal to the withdrawals in that five year period.  However, the averages were 209 

approximately equal, so assuming that they were equal was the most neutral 210 

assumption that I could make for the purpose of my analysis.  In any event, Mr. 211 

Labhart neither describes what a more reasonable assumption would be nor offers 212 

any analysis of what the effect of modifying this assumption, if any, would be. 213 

                                            
2
 Mr. Labhart originally claimed that I used the comparison as a basis “to conclude that Nicor Gas’ actions 

in 2001 increased the cost of gas and decreased the benchmark.”  It would make no sense for me to argue 

that Nicor Gas would do anything to decrease the benchmark, and my testimony is just the opposite.  Mr. 

Labhart’s testimony, as originally stated (before being modified in response to data requests), not only 

misstates my direct testimony, but also evidences a basic misunderstanding of how the GCPP worked. 
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  Finally, I would note that multi-year historical data are often used to 214 

normalize test year actual results in utility rate cases when the actual test year 215 

experience is deemed to be unrepresentative of normal conditions.
3
  I believe that 216 

the use of a five-year average in my calculations is completely consistent with that 217 

practice. 218 

 219 

Q. Is your testimony that the Company was not in a position to withdraw the 220 

same volumes as it had been in earlier years because of the lower inventory 221 

at the beginning of 2001 valid only in limited circumstances, as Mr. Labhart 222 

asserts (Nicor Ex. 6.0R, at 8:158-161)? 223 

A. No.  In fact, the testimony of Company Witnesses Carpenter and Moes-Gulick is 224 

pretty much the same as mine on this point.  Mr. Labhart also stated that he does 225 

not disagree with this part of my testimony himself (response to AG Data Request 226 

8.16) and was unable to state any circumstances in which the referenced statement 227 

in my testimony would not be valid (responses to AG Data Requests 8.17 and 228 

9.24). 229 

 230 

Q. Mr. Labhart implies that you did not properly take into account all 231 

circumstances that might have influenced the level of storage withdrawals in 232 

the first quarter of 2001 (Nicor Ex. 6.0R, at 10:209-217).   Has he cited any 233 

                                            
3
 It is understandable why Mr. Labhart would be unfamiliar with this practice, as he has no prior 

professional experience whatsoever in utility matters. 
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circumstances or factors that you did not analyze or discuss in your direct 234 

testimony? 235 

A. No, despite being given numerous opportunities to do so.  In my direct testimony, I 236 

attributed the low storage withdrawals to three factors (see above).  Mr. Labhart did 237 

not describe any other possible factors in his rebuttal testimony and was unable to 238 

cite any additional factors or circumstances that would have led to lower 239 

withdrawals in the first quarter of 2001 in the responses to AG Data Requests 8.19, 240 

9.7, or 9.16. 241 

 242 

Q. What is the basis for Mr. Labhart’s statement that you conceded but did not 243 

analyze the importance of weather as a factor influencing withdrawals in the 244 

first quarter of 2001 (Nicor Ex. 6.0R, at 10:213-214)? 245 

A. I have no idea.  I explicitly noted the effect of weather at page 28, lines 10-15 of 246 

my direct testimony, and the analysis on pages 30-32 of that testimony addressed 247 

the effect of weather.  Mr. Labhart makes reference to this himself on pages 11-12 248 

of his rebuttal testimony, and Dr. Carpenter accurately describes the analysis as 249 

addressing the lower than normal deliveries in January 2001 due to weather 250 

conditions in Footnote 17 on page 21 of his rebuttal testimony. 251 

 252 

Q. Do you somehow insist, as Mr. Labhart asserts, that “divergences from the 253 

supposed ‘norm’ in the PBR years were the result of wrongdoing” (Nicor Ex. 254 

6.0R, at 6:130-131)? 255 
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A. Of course not.  Obviously, there is going to be some variation in the amounts of 256 

withdrawals and injections from year to year.  What raises questions is not that the 257 

withdrawal amount in 2001 varied from the average of previous years.   What raises 258 

questions is the magnitude of the variance in 2001.  In the seven years immediately 259 

preceding 2001, the withdrawals ranged from 115.1 Bcf to 136.8 Bcf.  In 2001, the 260 

withdrawals were 54.3 Bcf, less than half of the next lowest year.   In the seven 261 

years before 2001, the average annual withdrawal was 126.6 Bcf.  The actual 262 

annual withdrawal in that seven year period was never more than 11.5 Bcf above or 263 

below that average.  In 2001, the withdrawal was 72.3 Bcf below the seven year 264 

average and 60.8 Bcf below the next lowest year.  I’ll leave it to the Commission to 265 

decide whether this was the result of wrongdoing.  However, to imply that there 266 

was nothing unusual about the reduced level of withdrawals in 2001 is to be at war 267 

with reality.
4
 268 

  To illustrate his point, Mr. Labhart offers a hypothetical baseball analogy. 269 

Here’s one that illustrates my point.  Suppose a baseball player in the seven years 270 

before 2001 averages 39 home runs per year, never hitting more than 49 in any one 271 

year.  Then in 2001 this same player, whose physical appearance has changed 272 

noticeably from the earlier years of his career, hits 73 home runs.  Mr. Labhart 273 

would probably see nothing unusual about this jump in production.  In my opinion, 274 

some suspicion as to how the sudden increase in power was achieved would be 275 

fully justified. 276 

                                            
4
 Ultimately, even Mr. Labhart acknowledges that the lower level of withdrawals for the 2001 “appears” to 

be unusual (Nicor Ex. 6.0R, at 7:144-145). 
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 277 

Q. Do you have any evidence to support your “position that the lower 2001 278 

withdrawals were motivated by efforts to raise the Benchmark Gas Cost” 279 

(Nicor Ex. 6.0R, at 7:147-148)
5
? 280 

A. Yes.  Mr. Labhart is incorrect about its being mere speculation that in early 2001 281 

there was probably already a developing realization that minimizing the level of 282 

withdrawals would increase the benchmark.  This position is based on a review of 283 

several documents. 284 

  First is a document titled “PBR –January Storage Cycle; 1/21/01 Meeting 285 

at 10:00 a.m.” (NIC 011316-011318).  This document notes the “extremely high 286 

benchmark price” in January and considers the implications of lower storage 287 

cycle.  Thus, the Company was already contemplating a reduced storage cycle by 288 

January 2001. 289 

  Second is a memo from Pat Boudreau to Clint Carter dated Feb. 6, 2001 290 

(NIC 011314-011315).  The subject of this memo is indicated as “Storage Credit 291 

Adjustment 2001.xls.”  The spreadsheet attached to the covering memo shows a 292 

“Current Cycle” of 54 Bcf and includes a column with gas prices for each month 293 

of 2001, with the forecasted months based on Nymex futures.  The gas price is 294 

$9.978 in January, $6.293 in February, and a range of $5.26 - $5.31 for the 295 

months May – October, the main injection months. 296 

                                            
5
 Before revising this part of his testimony in response to data requests, Mr. Labhart was under the 

impression, that it was my position that the lower withdrawals were motivated by efforts to lower the 

Benchmark Gas Cost, which would be illogical. 
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  Third is a memo from “Clint” dated 3/2/01 (NIC 010760).  This memo 297 

explains that “the lower amount of gas forecasted to be cycled in 2001 … is 298 

caused by the mechanics of PBR” and describes “the incentive to keep our 299 

cycling low for the whole year” in order to avoid causing the already low 300 

withdrawals for January to be less than 28% of withdrawals for the whole year, 301 

which would have adverse consequences for PBR purposes. 302 

  Finally, I would refer Mr. Labhart to the “Report to the Special Committee 303 

of the Board of Directors of Nicor, Inc.”, dated October 28, 2002 (“the Lassar 304 

Report”), page 52.  The footnote on that page describes what happened in early 305 

2001: After recognizing a small withdrawal in January, which was predicted to be 306 

the highest price gas of the year, Nicor knew it would it would “underperform” 307 

against the storage component of the Benchmark unless it matched its 308 

withdrawals to the SCR weightings, and the Company accordingly “planned a 309 

greatly reduced storage cycle in an attempt to beat the storage component of the 310 

Benchmark.”
6
   This description of events speaks for itself. 311 

  312 

Q. Did Nicor Gas actually lower its storage withdrawals in 2001 based on that 313 

developing realization? 314 

A. Yes.  That is why the storage withdrawals in 2001 were less than half of what they 315 

had been in any of the earlier years.  Mr. Labhart notes that although the volume of 316 

                                            
6
 The footnote also states that the investigation did not find evidence indicating that the low volume of 

withdrawals in 2001 “was because of improper attempts to manipulate the storage cycle.”  It is unclear 

whether the author is allowing for the possibility of proper attempts to manipulate the storage cycle. 
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withdrawals in 2001 was lower than in earlier years, the pattern of withdrawals 317 

and injections in 2001 was “markedly similar to the 1994-1998 pattern” (Nicor 318 

Ex. 6.0R, at 7:133-146), based on the percentages of annual withdrawals 319 

represented by given periods within the year.  The “markedly similar pattern” that 320 

Mr. Labhart observes is the direct result of the Company’s “greatly reduced 321 

storage cycle in an attempt to beat the storage component of the Benchmark.”  322 

That is, once the small withdrawal in January had been established, Nicor Gas 323 

intentionally suppressed its withdrawals in the subsequent months of 2001 in 324 

order to match the withdrawals to the SCR weightings and avoid incurring a 325 

penalty against the Benchmark, with the “markedly similar pattern” as a result.   326 

 327 

Q. Are you surprised by Mr. Labhart’s statement that until he sees more evidence 328 

he “will not agree that withdrawals during the first quarter of 2001 were 329 

unusually low” (Nicor Ex. 6.0R, at 10:221-223)? 330 

A. No, because Mr. Labhart did not conduct any study or analysis to indicate 331 

whether withdrawals during the first quarter of 2001 were or were not unusually 332 

low (response to AG Data Request 8.21) and thus has no basis for either agreeing 333 

or disagreeing.  Mr. Labhart didn’t see more evidence on this matter because he 334 

chose not to look for any. 335 

 336 

Q. If Mr. Labhart had bothered to analyze the available evidence, what would he 337 

have found? 338 
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A. Net withdrawals of in the first quarter of 2001 were 29.6 Bcf.  In the seven-years 339 

1994-2000, net withdrawals ranged from 57.1 Bcf to 81.9 Bcf, with an average of 340 

70.6 Bcf.  The average first quarter net withdrawal in the years 1994-2000 was 341 

138% greater than the 2001 first quarter net withdrawal.  The lowest first quarter 342 

net withdrawal in any of the years 1994-2000 was 93% greater than the first 343 

quarter net withdrawal in 2001.  As a result, the stored gas inventory as of March 344 

31, 2001 was higher than the stored gas inventory as of the end of March in any 345 

of the seven preceding years although the stored gas inventory at the beginning of 346 

January 2001 was lower than in any of the seven preceding years.  By any 347 

objective definition, net withdrawals during the first quarter of 2001 were 348 

unusually low. 349 

  While the reduced level of withdrawals in January 2001 can be explained 350 

by the low inventory at the beginning of the month and possibly weather, these 351 

factors cannot explain the reduced level of withdrawals for the remainder of the 352 

first quarter of 2001.  The stored gas inventory at the end of January 2001, 353 

although less than the average inventory in the prior seven-year period, was not 354 

exceptionally low, and the weather over the next two months was approximately 355 

normal (a bit colder actually). The primary reason for the magnitude of the 356 

reduction to the normal level of withdrawals in that two month period can only be 357 

the Company’s “greatly reduced storage cycle in an attempt to beat the 358 

Benchmark.”  The reduced withdrawals in February and March 2001 increased 359 
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the cost of gas by approximately $64 million in those two months.
7
 Although this 360 

is not as great as the effect of the reduced withdrawals in January 2001, it is by no 361 

means immaterial either. 362 

 363 

Q. How do you respond to Mr. Labhart’s dismissal of your comparison of the 364 

withdrawals in 2001 to the withdrawals in 1998 on the grounds that “data 365 

show that January 1998 itself was somehow unusual” (Nicor Ex. 6.0R, at 11-366 

12:237-256)? 367 

A. In the responses to AG Data Requests AG 8.25 through 8.29, Mr. Labhart 368 

conceded that there was no foundation for this conclusion or for a number of the 369 

other statements at pages 11-12, lines 237-256 of his rebuttal testimony.  This 370 

testimony should be disregarded. 371 

 372 

2. Liquidation of Low Cost LIFO Gas 373 

Q. Dr. Carpenter criticizes your testimony that customers would have received 374 

the entire benefit of the low priced LIFO gas in the absence of the GCPP, 375 

stating there is no reason to believe that Nicor Gas would have ever accessed 376 

these low-cost gas inventories under traditional regulation (Nicor Ex. 5.0, at 377 

24:452-453).  Do you have a response? 378 

                                            
7
 The cost of gas was $64.1 million greater in February-March 2001 than if the withdrawals in those 

months had matched the average withdrawals in February-March 1994-1998 and $64.0 million greater than 

if they had matched the withdrawals in February-March 1998.  
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A. Yes.  Even if Nicor Gas did not liquidate the low-cost inventories, customers 379 

would still receive 100% of the benefit of the low priced gas under traditional 380 

regulation.  That low cost gas would have remained on the Company’s books and 381 

would have resulted in a lower dollar balance of Gas in Storage being included in 382 

the Company’s rate base.
8
  This would reduce the Company’s base rate revenue 383 

requirements, leading to lower base rates to customers.  Rather than receiving an 384 

immediate (but one-time) benefit when the low cost gas was accessed, customers 385 

would receive a continuing benefit in the form of lower base rates.  Either way, 386 

customers would receive the entire benefit of the low cost LIFO gas under 387 

traditional regulation, rather than the half of the benefit of the low cost gas 388 

accessed during the term of the GCPP. 389 

 390 

Q. Does this conclude your rebuttal testimony? 391 

A. Yes. 392 

                                            
8
 Lower, that is, than the balance of Gas in Storage with the more recent LIFO layers that replaced the 

older, lower cost liquidated LIFO layers (response to AG Data Request 8.07). 


