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1 methodology. In each year, Mr. Mierzwa's methodology significantly overstates

') the Storage Credit Adjustment.

3

Q.

Mr. Iannello rejects your claim that the Company could not shift inventory

4 withdrawals from one period to another to decrease the Storage Credit Rate,

5 increase the Benchmark Gas Cost and thereby share in a benefit while raising costs

6 to customers. Do you have any comments on this?

7

A.

Yes. In my rebuttal testimony demonstrated how a decrease in the Storage Credit

8 Rate should be offset by a corresponding increase in actual variable gas costs.

9 However, Mr. Iannello is correct in concluding that it is unlikely that the offset

10 would be~. There could be a difference due to a changed relationship between

1 the Market Index Price and the Company's actual variable commodity costs from

12 one month to the next.

13 However, Mr. Iannello has missed an important point that I made in my rebuttal

14 testimony. That is, for Nicor Gas to successfully achieve what Mr. Iannello

15 describes would require the Company to accurately predict Market Index Prices,

16 actual variable commodity costs, and the relative difference between the two. And

17 it would need to be able to do this for multiple monthly periods. While Mr.

Iannello has provided examples with actual historical pricing data to prove his basic18

hypothesis, he was only able to do this with the benefit of 20/20 hindsight to find19

the necessary changed relationships between the Market Index Price and the20

Company's actual variable commodity costs. Absent a crystal ball, the Company21

could not do what Mr. Iannello suggests. Does the Company or anyone else have22
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1 the ability to accurately predict Market Index Prices?

2

No.

A.

3

Q.

Does the Company or anyone else have the ability to accurately predict actual

4 variable commodity costs?

5

No.

A.

6 Q. Does the Company or anyone else have the ability to accurately predict the relative

7 differences between the Market Index Price and actual variable commodity costs?

8 No

A.

Q.

Do 

you have any other comments on Mr. Iannello's testimony regarding the9

Company's incentive to shift inventory withdrawals?10

1

A.

Yes. On page 12 of his testimony, Mr. Iannello acknowledges the constraints on

the Company's actual ability to shift inventory withdrawals, as noted in my rebuttal12

13 testimony, but inappropriately discounts their importance. The Company cannot

shift inventory withdrawals without impacting its design peak day capabilities and14

overall storage field performance. Consequently, even if the Company could15

predict prices such that it could gain from shifting inventory withdrawals, it would16

be a bad business decision for the Company to do so.7

Mr. Iannello does not agree with your conclusion that his proposed Regression18

Q.

Method for estimating the Storage Credit Adjustment is flawed because it produces19

a positive intercept coefficient of $1.6 million, even when the Withdrawal/Injection20

Price Differential for a year is zero. Do you have any comments on this?21

Yes. Mr. Iannello's justification for the intercept coefficient is that "one should22

A.

I
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4

5 reflects the Company's historical performance after removal of the Storage Credit

6 Adjustment.

7 Q, On page 13, Mr. Iannello claims that "there is no evidence to suggest that the

8 Company's method of estimating the benefit from storage use will be any more

<) accurate than the Ratio Method." Do you agree?

10 A. No. I provided such evidence in my rebuttal testimony. As stated there, the

1 variation of the proposed Ratio Method from the actual Storage Credit Adjustment

12 for 1996 and 1997 is $6.0 million and negative $5.9 million. These amounts are

13 more than twice the variation that result-s from the Company's proposal.

14 Firm Deliverabilitv Adjustment

15 Q. On page 6 of his rebuttal testimony, Mr. Mierzwa claims that the revision of the

16 Firm Deliverability Adjustment in the Company's 1996 gas cost incentive filing

17 was made largely in response to his direct testimony in that proceeding. Do you

have any comments on this?18

Yes. In the proceeding referred to, Mr. Mierzwa proposed a Firm Deliverability19 A.

The actual Firm Deliverability Adjustment for 1997Adjustment of$120.0 million20

and 1998 was $132.8 million and $130.8 million, respectively. Had Mr. Mierzwa's21

proposals been adopted in the previous proceeding, this component of the22


