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because they include a December 1997 inventory transfer and are based on a period of1

warmer-than-normal weather. He therefore proposes using the Company's projected2

injections under normal weather.3

Mr. Mierzwa's proposal should not be accepted for two reasons. First, the injections4

presented by Mr. Mierzwa include customer-owned gas. Customer-owned gas should5

not be considered in the determination of the Storage Credit Rate because the6

Company did not purchase that gas. Second, they represent ~ monthly injections.7

Thus, Mr. Mierzwa has excluded significant injection volumes. For example, the8

month of November typically has sizable injections during the first half of the month9

but has an overall net withdrawal.10

To address Mr. Mierzwa's concerns, I propose to simply use actual storage injection11

weightings from 1997, a year with near normal weather--actually, 2.3% colder than12

normal. This 1997 weighting is shown on Exhibit LMG-l and corrects for the13

December 1997 storage transfer noted by Mr. Mierzwa.14

Do you agree with Mr. Iannello that the Company's proposed methodology toQ.15

calculate the Storage Credit Adjustment could be misused to generate Company profits16

at the expense of customers?17

No. The Company structured its calculation of the Storage Credit Adjustment in order18

A.

to pass along to customers the full seasonal price benefit from storage. Mr. Iannello's19

claim that the Company could benefit under the proposed GCPP while raising costs to
20

customers is incorrect, as I will explain below.21

Would the shifting of storage withdrawals to months when the Market Index Price is
Q.22
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low enable the Company to share in greater savings or fewer losses, as claimed by Mr.

Iannello?2

3

A.

No. While it is true that shifting inventory withdrawals to months when the Market

4 Index Price is low would decrease the Storage Credit Rate, this would have !1Q impact

5 on the Company's sharing results under the proposed GCPP. The reason for this is

because the decrease in the amount of the Storage Credit Rate would be offset by an6

7 equal increase in the cost of gas purchased. If the Company were to shift storage

withdrawals from month A to month B, it would also have to shift purchases from8

month B to month A. The dollar impact of these shifts would offset and the sharing9

result to the Company would be unchanged.10

If the decrease in the amount of the Storage Credit Rate would be offset by an equal

Q.

11

increase in the cost of gas purchased, why does Mr. Iannello's example at Staff EX12
I

3.0, Schedule 1, show a change in sharing results?13

I The savings in Mr. Iannello's schedule are not due to the shifting of storage14

A.

I withdrawals, but rather to his hypothetical assumptions regarding actual gas purchase15

costs relative to the Market Index Price. In his example, Mr. Iannello assumes that16

actual gas costs in period 2 are $.20 greater than the Market Index Price, and that17

actual gas costs in period 3 are $.20 less than the Market Index Price. The sum of18

these cost variances is what creates the $.40 swing in the GCPP results in Mr.19I
Iannello's hypothetical, not the shifting of inventory withdrawals.20

To prove this point, assume that the actual gas costs in Mr. Iannello's example are21

This is a realistic assumption, given the high degreeI equal to the Market Index Price.22
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1 of correlation between the Market Index Price and actual costs already demonstrated in

2 Exhibit EMW-2. In this case, as shown on Exhibit LMG-2, neither Scenario A nor

3 Scenario B produces any shared savings or cost. Again, this is because the decrease in

4 the amount of the Storage Credit Rate is exactly offset by an increase in the cost of gas

5 purchased. Accordingly, the Company has no incentive under the GCPP to

inappropriately shift storage.6

7

Q.Do 

you have any other comments regarding Mr. Iannello's claim that the Company

could manipulate storage withdrawals?8

9

A.

Yes. Even if Mr. Iannello's assertions were correct regarding the Company's incentive

10 to shift storage withdrawals, there are a number of practical constraints on its ability to

11 do so. First, the Company would be required to accurately predict future gas prices to

determine when a shift might be appropriate. I am not aware of any accurate predictor12

of future gas prices. Second, the timing of withdrawals is largely determined by13

I weather and operational requirements. Inappropriately accelerating withdrawals could14

15 impair pe:ak day deliverability. Delaying withdrawals could negatively impact

required inventory cycling and thus deliverability in the succeeding heating season.16

These would simply be bad business decisions. Finally, any action that would increase17

customers' costs would be contrary to the Company's long-term business objectives.18

Do you agree with Mr. Iannello's proposed alternatives to the computation of the19 Q.

Storage Credit Adjustment?20

No. Mr. Iannello's reason for proposing alternatives to the Company's computation is21 A

his claim that the Company has an incentive to manipulate storage withdrawals. As I22
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have shown, this claim is incorrect. Therefore, there is no need to consider the

2 alternatives proposed by Mr. Iannello.

3 Q. Do you have any specific concerns regarding Mr. Iannello's proposed Regression

4 Method?

5 A. Yes. The proposed regression equation includes a $1.6 million intercept. This means

6 that even if the Withdrawal/Injection Price Differential for a year was zero, Nicor Gas

7 would be subject to an estimated Storage Credit Adjustment of $1.6 million. This is

8 clearly an illogical result. Accordingly, the proposed Regression Method is flawed and

should not be used.9

I
10 Q, Do you have any specific concerns regarding Mr. Iannello's proposed Ratio Method?

11 A. Yes. This method produces significant annual variations from the actual Storage Credit

12 Adjustment. As shown in Mr. Iannello's Schedule 5, the variation was $6.0 million in

13 1996 and negative $5.9 million in 1997. These amounts are more than twice those that

I result from the Company's proposed method. Therefore, the Ratio Method is inferior14

to the Company's proposal.15

16 Firm Deliverabilitv Adiustment

Mr. Mierzwa proposes reducing the Firm Deliverability Adjustment by $5,686,293 to

Q.

17

reflect known and measurable changes to the Company's proposed amount, which was18

based on 1998 actual costs. Do you agree with this adjustment?19

No. An adjustment is not needed at this time. As noted in my direct testimony, the20

A.

Company will re-evaluate and, if appropriate, revise the proposed Firm Deliverability21

Adjustment by June 18 to reflect additional factors that would influence actual costs22


