
 

  Nicor Gas Ex. 7.0 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

Illinois Commerce Commission ) 
On Its Own Motion ) 
 ) 
vs. ) Docket No. 03-0703 
 ) 
Northern Illinois Gas Company  ) 
d/b/a Nicor Gas Company  ) 
 ) 
Reconciliation of revenues collected under ) 
gas adjustment charges with actual costs ) 
prudently incurred. ) 
 
 
 
 
 
 
 
 
 
 

 
Surrebuttal Testimony of 

 
CHRISTOPHER G. GULICK 

 
Managing Director, Berkeley Research Group 

 
On Behalf of 

Northern Illinois Gas Company 
d/b/a Nicor Gas Company 

 

December 5, 2014 

 



 

Docket N

  INI.

  PII.

  AIII.

  GIV.
T

  SV.

  SVI.

  SVII.
IN

  DVIII.

  SIX.

  CX.

 

No. 03-0703 

NTRODUC

PURPOSE O

APPLICATI

GENERAL 
TESTIMON

SPECIFIC C

SPECIFIC C

SUMMARY
NVENTOR

DISCUSSIO

SUMMARY

CONCLUSI

CTION AND

OF TESTIM

ION OF TH

CONCERN
NIES ...........

CRITIQUE 

CRITIQUE 

Y OF UNDE
RY ACCOU

ON OF HUB

Y OF CONC

ION ...........

TABLE O

D QUALIF

MONY .......

HE PGA RU

NS COMM
...................

OF DR. RE

OF MR. M

ERGROUN
UNTING ....

B LOANS; 

CLUSIONS

...................

i

OF CONTE

FICATIONS

..................

ULE ..........

ON TO ST
..................

EARDEN’S

MIERZWA’

ND STORA
..................

REGULAT

S AND REC

..................

ENTS 

S ................

..................

..................

TAFF AND 
..................

S TESTIMO

S TESTIM

AGE OPERA
..................

TION OF H

COMMEND

..................

N

..................

..................

..................

CUB REB
..................

ONY .........

MONY ........

ATIONS A
..................

HUB SERV

DATIONS 

..................

Nicor Gas Ex

..................

..................

..................

UTTAL 
..................

..................

..................

AND 
..................

VICES ........

..................

..................

x. 7.0 

...... 1 

...... 2 

...... 4 

...... 5 

...... 6 

.... 13 

.... 16 

.... 27 

.... 28 

.... 28 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

 

Docket N

 INI.

Q. P

A. C

Q. B

A. B

Q. W

A. I 

Q. P

A. B

in

st

5

Q. P

A. M

en

si

af

g

(p

in

ac

w

No. 03-0703 

NTRODUC

Please state y

Christopher G

By whom are

Berkeley Res

What is your

work as a M

Please descri

BRG is a lead

ndependent e

tudies, strate

00 corporati

Please descri

My consultin

nergy, mostl

ince 1981 in

ffiliates, I w

as supply pl

pipeline, und

n business de

cquisitions o

worked on a n

CTION AND

your name a

G. Gulick, 22

e you emplo

search Group

r current po

Managing Dir

ibe BRG. 

ding global s

expert analy

egic advice, a

ions, governm

ibe the focu

g work focu

ly in the natu

n a number o

orked in the

anning and d

derground st

evelopment,

of natural ga

number of en

D QUALIFI

and busines

200 Powell S

oyed? 

p, LLC, othe

osition with 

rector in the 

strategic adv

sis and testim

and docume

ment agenci

us of your co

uses primarily

ural gas and 

f capacities.

 areas of nat

demand fore

torage, LNG

 market anal

as and oil dis

ngagements

1

ICATIONS

ss address.

Street, Ste. 1

erwise known

BRG? 

firm’s energ

visory and ex

mony, litigat

ent and data a

ies, and regu

onsulting wo

y on econom

oil sectors.  

  While emp

tural gas ope

ecasting, natu

, and propan

lyses, energy

stribution com

related to th

1200, Emery

n as BRG. 

gy practice.

xpert service

tion and regu

analytics to 

ulatory bodie

ork and you

mic and oper

 I have work

ployed by pu

erations, with

ural gas reso

ne), and gas 

y price forec

mpanies.  In

he natural ga

N

yville, Califo

es firm that p

ulatory supp

major law fi

es around the

ur qualificat

rational issue

ked in the en

ublic utilities

h responsibi

ource portfol

control.  I w

casting, and 

n my consult

as, liquefied 

Nicor Gas Ex

ornia 94608.

provides 

port, authorit

irms, Fortun

e world. 

tions. 

es in the fiel

nergy industr

s and their 

ilities for nat

lio managem

was also invo

corporate 

ting role, I ha

natural gas 

x. 7.0 

tative 

ne 

ld of 

ry 

tural 

ment 

olved 

ave 



23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

 

Docket N

(“

th

sp

st

h

th

N

Q. H

A. Y

(“

co

 PII.

Q. W

A. I 

G

w

C

2

ac

N

it

m

No. 03-0703 

“LNG”), oil,

he acquisitio

pecification 

tate and fede

old an M.B.A

he University

Nicor Gas Ex

Have you eve

Yes.  I provid

“ICC” or the

onsolidated.

PURPOSE O

What is the p

have been a

Gas” or the “C

witness Dr. D

Citizens Utili

.0), and prov

ctions in pro

Nicor Gas’ PG

ts intra-state,

made with the

, and electric

on of natural 

of risk mana

eral courts, a

A. from Bos

y of Massach

xhibit 7.1. 

er testified b

ded written a

e “Commissi

  My additio

OF TESTIM

purpose of y

sked by Nor

Company”) 

David Rearde

ity Board (“C

vide an objec

oviding Hub 

GA custome

, aquifer stor

e understand

c industries, 

gas supplies

agement syst

and arbitratio

ston College

husetts at Bo

before the I

and oral testi

ion”) in Doc

onal testifyin

MONY 

your testimo

rthern Illinoi

to review th

en (Rearden 

CUB”) witne

ctive assessm

services in 2

ers?  Second

rage facilitie

ding that rev

2

including th

s and pipelin

tems.  I have

on panels on

e and a B.A. 

oston.  My c

Illinois Com

imony befor

cket Nos. 01-

ng experienc

ony in this p

is Gas Comp

he rebuttal te

Reb., Staff E

ess Mr. Jerom

ment of two 

2003 cause a

d, were Nicor

es to provide

venues retain

he evaluation

ne transporta

e testified be

n commercia

in Economic

curriculum v

mmerce Com

e the Illinois

-0705, 02-00

e can be fou

proceeding?

pany d/b/a N

estimony of C

Ex. 4.0) and

me Mierzwa

questions.  F

an increase i

r Gas’ decisi

e Hub service

ned by the Co

N

n of planned

ation capacit

efore regulat

al and operat

cs (magna cu

vitae (“CV”) 

mmission? 

s Commerce

067, and 02-

und in my CV

? 

Nicor Gas Co

Commission

d the rebuttal

a (Mierzwa R

First, did the

in the cost of

ions in 2002

es during the

ompany wou

Nicor Gas Ex

d LNG termin

ty, and 

tory agencie

ional issues.

um laude) fr

is attached a

e Commissio

-0275, 

V. 

ompany (“Ni

n Staff (“Staf

l testimony o

Reb., CUB E

e Company’s

f gas paid by

2 and 2003 to

e 2002-03 w

uld increase 

x. 7.0 

nals, 

es, 

.  I 

rom 

as 

on 

icor 

ff”) 

of 

Ex. 

s 

y 

o use 

winter 

and 



 

Docket No. 03-0703 3 Nicor Gas Ex. 7.0 

that gas costs paid by the PGA customers would increase?  I considered these questions 45 

in light of the available information.    46 

Q. What are your conclusions? 47 

A. Based on my review of the rebuttal testimony of Dr. Rearden and Mr. Mierzwa, I reached 48 

the following conclusions.  First, the Company’s decisions to provide Hub services in 49 

2002 and 2003 did not cause an increase in the cost of gas paid by Nicor Gas’ PGA 50 

customers.  Second, Nicor Gas’ decisions in 2002 and 2003 to use its intra-state, aquifer 51 

storage facilities to provide Hub services were made with the understanding that  52 

(i) revenues retained by the Company could increase, (ii) revenues would be credited to 53 

the PGA customers through a then-existing regulatory procedure, and (iii) there would be 54 

no effect on the cost of gas charged to the PGA customers.  These conclusions lead me to 55 

recommend that the Commission accept the Company’s PGA reconciliation, and reject 56 

the Staff and CUB recommendations to disallow recovery of gas costs alleged to be 57 

related to Hub activity.  58 

 In reaching these conclusions, I also concluded that: 59 

 Nicor Gas personnel reasonably determined that Hub services, such as parks and 60 
loans, did not impose any additional costs on their PGA customers.   61 

 Nicor Gas’ PGA gas inventories did not subsidize the cost of making Hub loans; 62 
the data contained in the Aquifer Reports showed that Hub inventories were 63 
accounted for with third party inventories. 64 

 Nicor Gas personnel correctly understood that allocating available storage 65 
capacity to Hub services likely would result in additional revenues that would be 66 
credited to the firm customers through either the PGA mechanism or in a base rate 67 
proceeding.  68 

 The Hub service transactions were useful tools for managing physical storage 69 
inventories and protecting the operating reliability of the aquifer storage fields. 70 
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should be disallowed because he believes that PGA-related costs5 supported Hub 140 

revenues, and that Commission precedent required that these Hub revenues be credited to 141 

the PGA.  He continued by arguing that the remaining $10.3 million should also be 142 

disallowed because he posited, without support, that the “cost” of making Hub loans was 143 

the cost of the flowing gas purchased on those days that Hub withdrawals were made.6  144 

Q. Do you agree with the approach used by Dr. Rearden to determine his first 145 

proposed disallowance? 146 

A. No.  In supporting his first disallowance, Dr. Rearden relied upon two Commission 147 

Orders – one entered in September 2005 and the other in March 2006 – that allocated all 148 

Hub revenues to Nicor Gas’ PGA and transportation customers.  As addressed in further 149 

detail by Nicor Gas witness Elliott,7 it does not appear from Dr. Rearden’s testimony that 150 

he considered the Commission Orders in effect in 2003, with which Nicor Gas was in 151 

compliance.8  He also erred in assuming that Hub loans were made from gas purchased 152 

by Nicor Gas for eventual sale to PGA customers.  A review of the Aquifer Reports9 153 

would have shown him that Hub loans were accounted for with third party gas 154 

inventories, and did not impose additional costs on the PGA customers.10  In addition, he 155 

                                              
5  Dr. Rearden explained that he considers PGA-related costs to be costs related to “gas that Nicor purchases and 

costs that are to be recovered through the PGA rate.”  See Dr. Rearden’s response to NG Staff 2.05 (attached as 
Nicor Gas Ex. 7.2).    

6   Like Mr. Mierzwa, he assumed that all Hub withdrawals were Hub loans, and did not consider any other Hub  
activity. 

7   See Nicor Gas Ex. 8.0, 3:58-4:83. 
8  By applying Commission Orders to a period in time when they were not in effect, Dr. Rearden’s proposed 

disallowance also smacks of retroactive ratemaking.  
9   The Aquifer Reports are the monthly summaries used by Nicor Gas to track inventory positions in their owned 

and leased storage fields. 

 



 

Docket No. 03-0703 8 Nicor Gas Ex. 7.0 

used all Hub activity in his analyses, and did not separate the PGA and non-PGA related 156 

Hub activities. 157 

Q. Do you agree with the approach used by Dr. Rearden to determine his second 158 

proposed disallowance? 159 

A. Again, no.  The support for Dr. Rearden’s second disallowance rested on his conclusion 160 

that Nicor Gas did not attempt to balance the cost of making a Hub loan against the 161 

revenue obtained.  While Dr. Rearden made some attempt to consider the historical 162 

context of Nicor Gas’ decisions, as described by Nicor Gas witness Gilmore,11 his 163 

analysis relied on flawed assumptions and information that was only available to him 164 

(and Nicor Gas) well after early-2003.  Dr. Rearden also offered up a novel notion of 165 

displacement, which he then relied upon to conclude that all dispatched gas was 166 

interchangeable, to support his view that the cost of Hub loans was equal to the cost of 167 

flowing gas during the period.  None of his analyses adequately considered the historical 168 

context of Nicor Gas’ decisions, the Hub rates, Nicor Gas’ reliability requirements, or 169 

any operational requirements faced by Nicor Gas. 170 

Q. Please explain your disagreement with Dr. Rearden regarding Nicor Gas’ failure to 171 

evaluate the cost of Hub loans. 172 

A. Dr. Rearden first assumed that Hub loans had to have been made from gas purchased for 173 

PGA customers.  As I show later in my testimony, Hub loans did not come from 174 

inventories purchased for PGA customers.  In fact, the Hub loans did not have any effect 175 

on the cost of gas paid by PGA customers.  176 

                                              
11  See Rearden Reb., Staff Ex. 4.0, beginning at 5:103. 
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 Second, he assumed that the “cost” of the Hub loans was the price paid by Nicor 177 

Gas for flowing gas on the days that Hub loans were made.  As I discuss later, the 178 

available data do not support this assumption.  There is quite a bit of information that was 179 

available to Dr. Rearden and CUB witness Mierzwa demonstrating that Nicor Gas 180 

personnel explicitly considered the cost of Hub loans, and concluded that the “cycling of 181 

loaned gas had no adverse impacts on the GSC”12, and provided significant benefit to the 182 

PGA customers.13  There are also a number of other documents that the Company 183 

provided in response to data request CUB 5.01 that provide ample evidence Nicor Gas 184 

personnel were well aware of the operational benefits and economic outcomes associated 185 

with making Hub loans.14  Consideration of this information, combined with the facts that 186 

(i) physical Hub loans were not made from PGA inventories and (ii) storage cycling was 187 

needed to maintain reliability, demonstrates to me that making Hub loans was a prudent 188 

action that was reasonably not expected to have an effect on the cost of gas paid by PGA 189 

customers.  190 

Q. In Dr. Rearden’s testimony regarding the cost of Hub loans, did he consider that the 191 

Hub activity was conducted pursuant to rates and tariffs in effect during 2003? 192 

A. In my reading of his testimony, no.  Despite his awareness that Hub activity was 193 

regulated by the ICC and the FERC,15 Dr. Rearden did not consider that the cost of Hub 194 

activity was already embedded in the rates reviewed and approved by the ICC, and on file 195 

with the FERC.  He also did not consider that Nicor Gas was accounting for the Hub 196 

                                              
12   See Nicor Gas Ex. 7.3 at NICOR 005188 CONFIDENTIAL. 
13   See Nicor Gas Ex. 7.3 at NICOR 005170-5185 CONFIDENTIAL. 
14  This information runs from 1998 through December 2003, and indicates the existence of a continued awareness 

and consideration of management actions and the potent effects on the PGA gas costs (attached as Nicor Gas 
Ex. 7.3). 

15  See Dr. Rearden’s response to NG Staff 2.01 (attached as Nicor Gas Ex. 7.2). 
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activity in a manner ordered by the ICC.16  As mentioned earlier, he instead proposed to 197 

apply a policy regarding the treatment of Hub revenues that the Commission did not 198 

approve until years later. 199 

Q. What are your concerns about the manner in which Dr. Rearden analyzed Nicor 200 

Gas’ 2003 activities? 201 

A. Dr. Rearden did not evaluate Nicor Gas’ decisions based on information available to 202 

Nicor Gas at the time the Hub loan decisions were made.17  He appeared to look only to 203 

what he assumed transpired in early-2003, after the fact, to support his conclusion 204 

regarding the prudence of Nicor Gas’ decisions.  While he did note various points, he did 205 

not incorporate an objective assessment of them.  In particular, I observed the following 206 

examples of hindsight in his testimony:  207 

 Used the gas dispatch that actually occurred in February and March 2003 – a 208 
dispatch that had to respond to a cold spell and a run-up in gas prices – as 209 
opposed to the gas dispatch planned prior to February and March 2003. 210 

 Based cost and prudence analyses on gas prices that were only known after Nicor 211 
Gas had put gas supply, storage, and dispatch plans into place, and the actual 212 
dispatch had occurred. 213 

 Relied on the resolution of Nicor Gas’ 2004 rate case (effective October 2005), 214 
rather than the ICC rules in effect in 2003, to support the proposed disallowance 215 
of PGA costs.  216 

                                              
16   See Dr. Rearden’s response to NG Staff 2.02 (attached as Nicor Gas Ex. 7.2). 
17   For an example of the forward looking nature of Nicor Gas’ gas supply planning and purchasing strategy, see 

the Revised Direct Testimony of Leonard M. Gilmore at 9:180-10:207 (Gilmore Rev. Dir., Nicor Ex. 1.0R).  In 
this same document, Mr. Gilmore also provides a description of the storage utilization policy.  Id. at 11:232-
12:254. 
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Q. What relevant information did Dr. Rearden fail to consider in conducting his 217 

analysis? 218 

A. Dr. Rearden did not appear to consider relevant information related to (i) the processes 219 

Nicor Gas personnel used to determine how much storage capacity to allocate to the Hub, 220 

(ii) Nicor Gas’ consideration of the cost impact of Hub loans on PGA gas costs,  221 

(iii) internal Nicor Gas review processes, and (iv) Nicor Gas’ tariffs.  (I note that Mr. 222 

Mierzwa’s testimony contained the same flaws on this point.)  In one case, Dr. Rearden 223 

misread a document as stating that an allocation of capacity to the Hub could result in the 224 

Company being stuck with high priced gas in storage.18  On the contrary, that document 225 

explained that the potential liability of being stuck “with high priced storage gas in 226 

inventory” was associated with allocating capacity to the utility.19 227 

His testimony contained, at most, a hat tip to the existence of this relevant 228 

information, but no serious attempt to objectively integrate this information into his 229 

analyses.  In particular, Dr. Rearden did not address the very real operational benefits 230 

regarding storage cycling and reliability laid out in Nicor Gas witness Leonard Gilmore’s 231 

rebuttal testimony or the significant economic benefits that accrued to the PGA 232 

customers.  Following are examples of information that he did not adequately consider:  233 

 Information that the Company evaluated the cost and operational effects of Hub 234 
loans prior to February and March 2003.20 235 

 Evidence showing that 60 percent of the Hub loans were in place as of December 236 
31, 2002.  237 

                                              
18   Rearden Reb., Staff Ex. 4.0, 17:368-370. 
19  Nicor Gas Ex. 7.4 at NICOR 005162 CONFIDENTIAL. 
20     See, e.g., Nicor Gas Ex. 7.3 at NICOR 005188-5189 CONFIDENTIAL (memo), NICOR 005170-5185 

CONFIDENTIAL (Hub Allocation Meeting); NICOR 005186-5187 CONFIDENTIAL (memo). 
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 Documentation that the Company had determined that Hub loans could be made 238 
at no incremental cost to PGA customers.21 239 

 The operational importance of cycling storage in order to maintain future firm 240 
deliverability and reliability.22 241 

 Evidence that an internal review process of Hub activities existed.23  242 

 Information showing that Hub services were provided pursuant to approved cost-243 
based rates.24 244 

 The actual operating environment during the February and March 2003 time 245 
period, including the brief gas price spike.   246 

Q. What is the significance of the last piece of information you mention, the gas price 247 

spike in late winter 2003? 248 

A. The price spike late in the 2002-2003 winter drew a lot of attention.  “In late February 249 

2003, United States production-area prices for natural gas rose sharply and quickly in 250 

response to physical market conditions leading to low supply and high demand for a short 251 

time.”  Report on the Natural Gas Price Spike of February 2003, Staff Investigating 252 

Team, Federal Energy Regulatory Commission (July 23, 2003) (attached as Nicor Gas 253 

Ex. 7.8).  When Nicor Gas personnel were entering into the Hub loan transactions at issue 254 

here, they could not have known about the gas price spike that would occur many months 255 

later, as described in the Federal Energy Regulatory Commission (“FERC”) report.  And, 256 

even if Nicor Gas personnel had known that gas prices would increase dramatically in 257 

late-winter 2003, they already had determined that Hub loans did not affect PGA costs. 258 

                                              
21    Id. 
22    Id. 
23   There is reference made to an additional review of proposed Hub transactions by the Nicor Gas Risk Committee 

that took place sometime after 2004 (Nicor Gas Ex. 7.3 at NICOR 005190-5191 CONFIDENTIAL), but it is my 
understanding that records of that review have not been located.  While this review took place after the PGA 
reconciliation period at issue, I considered this document and documents from earlier periods to be clear 
evidence that a review process existed.   

24    Dr. Rearden’s response to NG Staff 2.01 (attached as Nicor Gas Ex. 7.2). 
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11, 2003.”27  From this, he had concluded that “[t]hese transactions reduced the amount 278 

of on-system storage gas that was available for PGA customers in the winter of 2003.”  279 

 Going further in his rebuttal testimony, Mr. Mierzwa concluded, as a general 280 

matter, that it will always be unreasonable for Nicor Gas to provide Hub loans because 281 

winter gas prices are typically higher than summer prices.28  This broad statement was 282 

conditioned on Nicor Gas being able to cycle storage without making Hub loans.  Using a 283 

rather simplistic comparison, he then concluded that Nicor Gas could have substituted 284 

storage withdrawals for gas purchased.29   285 

 In short, Mr. Mierzwa did not provide any analysis in support of these allegations 286 

because he did not believe any was needed.30 287 

Q. Do you agree with Mr. Mierzwa’s analysis? 288 

A. No.  Mr. Mierzwa’s analytical approach is overly simplistic and circular.  For example, 289 

he concludes that it would always be unreasonable for Nicor Gas to make Hub loans 290 

unless Hub loans were needed for cycling, but then he has no way of determining 291 

whether cycling was necessary.  In response to a data request seeking support for his 292 

assertion that the Hub loans reduced the amount of gas for PGA customers, Mr. Mierzwa 293 

stated that he “prepared no analyses or workpapers to reach the conclusion that Hub 294 

services reduced the storage gas available to PGA customers because no analysis or 295 

workpapers were necessary.”31  In support of this response, he stated that “[t]he total 296 

amount of storage service which Nicor Gas can provide is relatively fixed.  Therefore, the 297 

                                              
27   Mierzwa Dir., CUB Ex. 1.0, 4:82-85. 
28  Mierzwa Reb., CUB Ex. 2.0, 3:10-15. 
29  Mierzwa Reb., CUB. Ex. 2.0, p. 5, Table 1. 
30   See Mr. Mierzwa’s response to NG CUB 3.03(a) (attached as Nicor Gas Ex. 7.5). 
31   Nicor Gas Ex. 7.5 at NG CUB 3.03(a). 
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greater the amount of storage inventory used to support Hub services, the less the storage 298 

inventory available to serve PGA customers.”32  He stated further that he “did not 299 

investigate how much gas Nicor Gas could have withdrawn from storage in late-February 300 

and early-March 2003.”33  301 

Q. Do you agree with Mr. Mierzwa’s reasoning? 302 

A. No.  Mr. Mierzwa’s responses to data requests demonstrate that he does not understand 303 

the difference between storage inventory and storage deliverability.34  While inventory 304 

levels do influence deliverability, a change in storage inventory does not necessarily 305 

result in a corresponding change in deliverability.  Therefore, a lower overall aquifer 306 

inventory level does not result in a one-for-one reduction in the ability to withdraw gas 307 

from the storage fields.  If Nicor Gas did not withdraw more storage gas for the PGA 308 

customers, it was not because Hub loans had reduced the PGA inventory (which they did 309 

not).35  The more plausible and straightforward explanation is that Nicor Gas did not 310 

withdraw more storage gas to serve the demand of PGA customers because it had already 311 

committed to a planned dispatch, which likely included set quantities of firm pipeline 312 

purchases, or there was insufficient PGA demand.   313 

Q. What are your opinions regarding Mr. Mierzwa’s rebuttal testimony? 314 

A. After my review of Mr. Mierzwa’s rebuttal testimony, I was left with the following 315 

opinions.  First, his rebuttal testimony fails to support his claim.  I did not see any 316 

credible consideration of actual facts or events, as they existed in 2002, when Nicor Gas 317 

                                              
32   Nicor Gas Ex. 7.5 at NG CUB 3.01. 
33   Nicor Gas Ex. 7.5 at NG CUB 3.03(b). 
34  Nicor Gas Ex. 7.5 at NG CUB 3.01 and NG CUB 3.03(a), (b). 
35  Note that Mr. Mierzwa’s analysis included all Hub withdrawals (not just the Hub loans), and ignored other third 

party storage activity.  See Mr. Mierzwa’s response to CUB 3.03(c) (attached as Nicor Gas Ex. 7.5). 
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Q. What actions do storage operators typically take to manage this type of storage 339 

asset? 340 

A. In many cases, a tariff defines when and in what quantities the storage users can inject 341 

and withdraw gas.  Tariffs also require storage users to meet specified injection and 342 

withdrawal quantities, regardless of the storage users’ operational or economic self-343 

interest.  An example of this can be seen in the Natural Gas Pipeline Company of 344 

America LLC tariff covering DSS service.  The DSS service, which is a delivered storage 345 

service supported by aquifer storage fields, contains specific inventory targets, along with 346 

related injection and withdrawal quantities, for various times during the year.  These 347 

reflect the operating characteristics of the storage field(s).36  348 

 Storage operators that lack the ability to require their users to inject and withdraw 349 

gas in a specified manner still have to meet the requisite operating characteristics of the 350 

facilities they manage.  Accordingly, they take actions to inject and withdraw gas as 351 

dictated by the physical operating parameters of the storage field without regard to what 352 

other party owns the gas being injected or withdrawn.  These actions do not affect the 353 

accounts of gas held in storage, or the rights of storage users to inject or withdraw 354 

quantities of gas in accordance with their respective contracts and applicable tariffs.     355 

Q. Please explain the cost and quantity accounting for natural gas held in underground 356 

storage facilities. 357 

A. The cost and volume accounting for physical underground storage inventories is 358 

straightforward.  Quantities of natural gas injected are added to existing inventories, and 359 

                                              
36  For the specific operating parameters of the DSS tariff, please see the NGPL tariff at Natural Gas Pipeline 

Company of America LLC, FERC Gas Tariff, Eighth Revised Volume No. 1, Version 0.0.0, Rate Schedule 
DSS Part 5.8. 
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withdrawals are subtracted.  For any given storage account, the costs associated with 360 

existing inventories, injections, and withdrawals are also recorded with the corresponding 361 

quantities of gas.37  The storage operator does not typically know the cost of the gas 362 

stored by third parties.  363 

 Since natural gas is a fungible commodity, the specific gas molecules associated 364 

with a given storage account are indistinguishable from those stored for the account of 365 

another party; however, the storage operator has to manage physical inventories in order 366 

to maintain the operational integrity of the storage fields.  367 

 Storage field operators (like Nicor Gas) also have to account for their customers’ 368 

activities, while managing the physical requirements of their storage facilities.  This 369 

means that injection and withdrawal cycles, maximum and minimum inventories, and 370 

deliverability rates need to be managed regardless of the amount of gas held for the 371 

accounts of its customers.  As Nicor Gas witness Sherwood explains, it is very important 372 

that the storage cycle be managed so that the integrity of the aquifer storage asset is 373 

maintained and that the peak day deliverability is available, when required, on a peak 374 

day.38 375 

Q. Would you please provide an example of how physical inventory is tracked 376 

separately from the inventory accounts? 377 

A. In order to illustrate this accounting process, I developed the following simple example 378 

that has two accounts – one utility (the owner of the storage facility) that injects and 379 

withdraws gas, and one utility customer that borrows gas from the storage operator and 380 

                                              
37   Nicor Gas uses last-in-first-out (“LIFO”) accounting on a calendar year basis, so the actual cost of gas 

withdrawn from storage in February is not known until the end of the calendar year. 
38   For Nicor Gas, this day is January 20th. 
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then replaces it.  This table illustrates two important concepts.  First, the quantity of gas 381 

in storage and the cost basis for the gas held in the Utility account are not affected by the 382 

utility lending gas to the customer.  Second, the utility does not know the cost basis for 383 

the inventory position of the customer. 384 

Table 1 385 

  386 

Q. What is the relevance of this example to this proceeding?  387 

A. This example provides a simplified illustration of what happened when the Hub loaned 388 

gas to third parties.  The inventory for the utility company reflects its discrete injections 389 

and withdrawals, including tracking the average inventory costs (assuming average cost 390 

accounting).  The utility loans gas to the customer, which causes the inventory for the 391 

customer to be negative and reduces the physical quantity of gas in storage.  However, 392 

Illustrative Example of Physical versus Accounting Storage Positions
(Values as indicated)

Line No. Month 1 Month 2 Month 3 Month 4
1 Utility Company
2 Inventory (MMBtu) 1,000,000     1,500,000     1,750,000     1,000,000     
3 Cost of Gas 5,000,000$   8,000,000$   9,000,000$   5,142,857$   
4 Average Cost/MMBtu 5.00$            5.33$            5.14$            5.14$            
5
6 Utility Customer
7 Inventory (MMBtu) 500,000        (500,000)       (250,000)       500,000        
8 Cost of Gas
9 Average Cost/MMBtu

10
11 Physical vs. Accounting (MMBtu)
12 Physical Gas in Storage 1,500,000     1,000,000     1,500,000     1,500,000     

13 Delivery Obligation1 1,500,000     1,500,000     1,750,000     1,500,000     
14 Difference -               (500,000)       (250,000)       -               

1/ This is the utility's delivery obligation, and it applies to positive inventories, only.



 

Docket No. 03-0703 20 Nicor Gas Ex. 7.0 

the utility’s ability to withdraw gas to serve its customers does not change as a result.  393 

Further, as long as the customer’s inventory is negative, the utility has no obligation to 394 

deliver additional quantities of gas to the customer until the customer injects sufficient 395 

gas so that the customer’s inventory becomes positive.  As can be seen, the difference in 396 

delivery obligation (line 14) is equal to the quantity of gas loaned to the customer. 397 

Going back to Nicor Gas, the physical quantity of gas in the Nicor Gas storage 398 

fields changed as a result of making Hub loans, but the accounting for the amount of gas 399 

held by Nicor Gas’ PGA and other storage customers did not.  The negative inventory 400 

shown on the Aquifer Reports for the Hub indicated the amount of physical gas owed to 401 

the Nicor Gas storage fields, not to Nicor Gas’ PGA account. 402 

Q. Is this a typical practice in natural gas operations? 403 

A. Yes.  In my experience, operators routinely employ mechanisms such as operational 404 

balancing agreements (OBAs), interconnection agreements, park-and-loan services, and 405 

other load balancing services that help maintain the operational integrity of their systems, 406 

while meeting the needs of customers.  Balancing services typically have a lower level of 407 

priority than firm services, allowing the pipeline to suspend balancing services during 408 

defined periods to maintain operational integrity and meet contractual commitments.  409 

Q. Do the Nicor Gas Aquifer Reports show that Hub loans are supported by the Nicor 410 

Gas-owned gas inventories? 411 

A. No.  The Aquifer Reports show that Nicor Gas includes the accounting for the Hub 412 

activity in accounting for other third party gas inventories.  In the following table, lines 2-413 

9 are drawn from the Company’s actual Aquifer Reports (which were available to Staff 414 

and CUB), and show the third party gas inventories, including the Hub loans (line 9).  415 
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The lines below that (lines 11-13) recombine the data from the previous lines to show the 416 

Hub and non-Hub gas inventories, and more clearly illustrate that the Hub loans reduce 417 

the physical amount of third party gas, not PGA gas, held in inventory.  418 

Table 2 419 

 420 

Q. Does the third party storage activity affect the quantity of gas stored by Nicor Gas 421 

for potential sale to PGA customers? 422 

A. No.  The third party storage activity does not affect the quantity of the gas stored by 423 

Nicor Gas for the PGA customers.  As demonstrated in the following pages, Nicor Gas 424 

does not, as posited by Dr. Rearden, borrow gas from its PGA inventories to allocate 425 

storage capacity and inventory to the Hub.  The following table illustrates this reality by 426 

comparing actual inventories to inventories assuming no Hub loan activity in the 2003 427 

reconciliation period (line 23).  Under this latter scenario, the lack of Hub activity would 428 

have increased the total gas in inventory (line 16) by an equal amount, resulting in no 429 

difference to Nicor Gas-owned inventory (line 29).  430 

Nicor Gas Company
2003 Storage Month-End Activity
for Third-Party Gas (MMBtu)

Line No. January Net Inj/(Wdr) February Net Inj/(Wdr) March
1 Per Aquifer Report
2 Transportation Gas 12,313,977    (7,000,768)     5,313,209      5,778,757      11,091,966    
3 Customer Select 4,546,875      (2,555,889)     1,990,986      (1,811,453)     179,533         
4 Hub Gas 3,730,430      (7,640,532)     (3,910,102)     (4,038,948)     (7,949,050)     
5 VA Power Troy Grove 4,000,000      (2,417,436)     1,582,564      (1,582,396)     168                
6 EKT Prefill 2001 6,734,026      -                 6,734,026      -                 6,734,026      
7 Oxy Prefill 5,059,732      -                 5,059,732      -                 5,059,732      
8 BP Amoco - Company Use 278,913         (233,908)        45,005           361,044         406,049         
9 Total Third-Party Gas 36,663,953    (19,848,533)   16,815,420    (1,292,996)     15,522,424    
10
11 Non-Hub Gas 32,933,523    (12,208,001)   20,725,522    2,745,952      23,471,474    
12 Hub Gas 3,730,430      (7,640,532)     (3,910,102)     (4,038,948)     (7,949,050)     
13 Total Third-Party Gas 36,663,953    (19,848,533)   16,815,420    (1,292,996)     15,522,424    
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Table 3 431 

 432 

Nicor Gas Company
2003 Month-End Storage Positions (MMBtu)

Line No. January February March
1 Per Aquifer Report
2 Gas in Aquifer Storage 70,059,242    42,879,803    31,654,623    
3 Gas in Leased Storage 5,661,014      389,369         3,292,902      
4 Reverse Parking 844,289         -                 -                 
5 Sub-total 76,564,545    43,269,172    34,947,525    
6
7 Less: Non-Nicor Gas
8 Third-party Gas 32,933,523    20,725,522    23,471,474    
9 Hub Loans (5,424,200)     (6,975,092)     (8,124,092)     

10 Sub-total 27,509,323    13,750,430    15,347,382    
11
12 Plus: Line Pack 549,673         549,673         549,673         
13 Total Nicor PGA Gas 49,604,895    30,068,415    20,149,816    
14
15 Assume No Hub Activity
16 Gas in Aquifer Storage 70,593,342    44,964,795    34,888,615    
17 Gas in Leased Storage 5,661,014      389,369         3,292,902      
18 Reverse Parking 844,289         -                 -                 
19 Sub-total 77,098,645    45,354,164    38,181,517    
20
21 Less: Non-Nicor Gas
22 Third-party Gas 32,933,523    20,725,522    23,471,474    
23 Hub Loans (4,890,100)     (4,890,100)     (4,890,100)     
24 Sub-total 28,043,423    15,835,422    18,581,374    
25
26 Plus: Line Pack 549,673         549,673         549,673         
27 Total Nicor PGA Gas 49,604,895    30,068,415    20,149,816    
28
29 Change in Nicor PGA Gas -                 -                 -                 

Sources: Aquifer Reports and Sherwood testimony (Nicor Gas Ex. 6.0, Figure 2)
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Q. Does this table show that Nicor Gas PGA gas in storage was being used to support 433 

the Hub loans? 434 

A. No.  It shows that the physical Hub inventory accounts are tracked with the other third 435 

party gas accounts, and that changes in the Hub inventory levels do not affect the quantity 436 

of PGA gas owned by Nicor Gas.    437 

Q. What other information demonstrates that the Nicor Gas’ PGA inventory is not 438 

affected by Hub loans? 439 

A. Relying on the data submitted by Nicor Gas in response to Staff data request GS-15 440 

(attached as Nicor Gas Ex. 7.7), the following table shows that Nicor Gas’ calculation of 441 

its inventories is not dependent on Hub loans.  In fact, Hub loans do not appear on this 442 

table (or the supporting documentation) because they are not associated with any 443 

particular party.  The reader will note that the ending balance for Nicor Gas-owned gas 444 

(column G) is the same value as reported in the previous table on line 13.  Note also that 445 

the ending balances for Customer-owned gas (column F) equal the values in the previous 446 

table (line 10).  These two tables demonstrate that providing Hub loans did not affect the 447 

accounting for the quantity of Nicor Gas-owned gas in storage.  448 
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Table 4 449 

 450 

 
Q. Does the third party storage activity affect the cost of gas stored by Nicor Gas for 451 

potential sale to PGA customers? 452 

A. No.  The cost of gas stored by Nicor Gas for potential sale to its PGA customers is based 453 

on the Company’s total firm and spot gas purchases in 2003, including fixed and variable 454 

gas supply and transportation costs.  Storage activities (injections and withdrawals) are 455 

Summary of Nicor Gas Company Inventory Balances
 January - May 2003 (All values in MMBtu)

A B C D E=A+B+C+D F G=E-F
Physical Storage

Line No. Aquifer Leased
Reverse 
Parking Line Pack 

Sub-total: Net 
Top Gas

Less: Third 
Party Gas

Equals: Nicor 
PGA Gas

1 January
2 Starting Balance 105,236,954  12,316,777  -               549,673       118,103,404 53,962,106  64,141,298  
3 Add: Injections 119,522         171,930       844,447       -               1,135,899     48,750         1,087,149    
4 Less: Withdrawals (35,297,234)   (6,827,693)   (158)             -               (42,125,085)  (17,346,903) (24,778,182) 
5 Ending Balance 70,059,242    5,661,014    844,289       549,673       77,114,218   36,663,953  40,450,265  
6
7 February
8 Starting Balance 70,059,242    5,661,014    844,289       549,673       77,114,218   36,663,953  40,450,265  
9 Add: Injections 15                  58,514         158              -               58,687          -               58,687         
10 Less: Withdrawals (27,179,454)   (5,330,159)   (844,447)      -               (33,354,060)  (19,848,533) (13,505,527) 
11 Ending Balance 42,879,803    389,369       -               549,673       43,818,845   16,815,420  27,003,425  
12
13 March
14 Starting Balance 42,879,803    389,369       -               549,673       43,818,845   16,815,420  27,003,425  
15 Add: Injections 3,802,694      3,232,166    -               -               7,034,860     6,139,801    895,059       
16 Less: Withdrawals (15,027,874)   (328,633)      -               -               (15,356,507)  (7,432,797)   (7,923,710)   
17 Ending Balance 31,654,623    3,292,902    -               549,673       35,497,198   15,522,424  19,974,774  
18
19 April
20 Starting Balance 31,654,623    3,292,902    -               549,673       35,497,198   15,522,424  19,974,774  
21 Add: Injections 9,716,458      7,138,840    165,596       -               17,020,894   2,691,176    14,329,718  
22 Less: Withdrawals (4,520,029)     (1,386,688)   (165,596)      -               (6,072,313)    (1,805)          (6,070,508)   
23 Ending Balance 36,851,052    9,045,054    -               549,673       46,445,779   18,211,795  28,233,984  
24
25 May
26 Starting Balance 36,851,052    9,045,054    -               549,673       46,445,779   18,211,795  28,233,984  
27 Add: Injections 17,011,602    4,915,004    -               -               21,926,606   5,687,658    16,238,948  
28 Less: Withdrawals (443,831)        (88,046)        -               -               (531,877)       -               (531,877)      
29 Ending Balance 53,418,823    13,872,012  -               549,673       67,840,508   23,899,453  43,941,055  

Source: Data taken from NICOR 002671; GS-15 Exhibit A, page 2 of 2
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not part of this calculation.  Based on the Company’s data provided in Exhibit 3 to Staff 456 

data request GS-1(3) (Nicor Gas Ex. 7.6 at NICOR 000344-345), the following table 457 

summarizes the weighted-average cost of gas for 2003, as estimated as of October 2003.  458 

Table 5 459 

   460 

Q. Were the Company’s spot gas purchases abnormally high in February and March 461 

of 2003? 462 

A. No.  A review of Exhibit 3 to Staff data request GS-1(3) (Nicor Gas Ex. 7.6) shows that 463 

firm gas purchases for February and March 2003 were 31,436,567 MMBtu and 464 

25,772,508 MMBtu, respectively.  Comparing these values to the Total Quantity at Lines 465 

Summary of Nicor Gas Company's Cost of Gas
Calculation for 2003 (Nov & Dec est.)

All Spot and Firm Purchases

Line No.
Total Quantity 

(MMBtu) Total Costs
Cost per 
MMBtu

1 January 32,334,536   184,506,441$       5.7062$       
2 February 33,399,097   241,836,766$       7.2408$       
3 March 25,883,830   239,995,535$       9.2720$       
4 April 29,251,121   154,941,523$       5.2969$       
5 May 27,378,669   150,866,940$       5.5104$       
6 June 25,066,593   145,658,580$       5.8109$       
7 July 25,404,987   134,288,432$       5.2859$       
8 August 27,666,194   137,877,228$       4.9836$       
9 September 20,281,058   100,574,814$       4.9591$       

10 October 28,728,614   134,924,679$       4.6965$       
11 November 17,070,000   84,266,911$         4.9366$       
12 December 20,410,000   103,705,341$       5.0811$       

13 Year to Date 312,874,699 1,813,443,190$    5.7961$       
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2 and 3 of Table 5, above, shows that most of the gas purchased in these two months was 466 

firm gas – gas that was previously contracted to be delivered on a firm basis.  The 467 

differences in these respective monthly quantities were the net spot gas quantities of gas 468 

purchased:  1,962,530 MMBtu for February and 111,322 MMBtu for March.  Spot gas 469 

represented 5.9% of the gas purchased in February and 0.4% of gas purchased in March.  470 

When compared to Nicor Gas’ total firm sendout for those months, the percentage of spot 471 

gas purchases becomes even smaller.  Spot purchases of flowing gas were not a 472 

significant component of Nicor Gas’ PGA portfolio during this time period.  These 473 

relatively small quantities of spot gas and the temperatures in Chicago during February 474 

and March 2003 indicate to me that Nicor Gas likely would have been selling gas in mid-475 

February and the latter half of March.39 476 

Q. Please summarize your conclusions as a result of your storage analysis. 477 

A. My analysis of Nicor Gas’ storage activity leads me to conclude that the Hub loans do not 478 

affect the quantity or cost of storage inventories for PGA customers.  The information I 479 

reviewed supported a rational basis for Nicor Gas’ understanding that Hub loans were 480 

essentially costless to the PGA customers and, in fact, provided a benefit.  My analysis 481 

also allowed me to conclude that the cost of flowing gas, purchased on days that Hub 482 

withdrawals (including loans) were made, was not the appropriate cost basis for Hub 483 

loans.  This, in turn, raised a question of what costs were already being recovered in Hub 484 

revenues.  I address this topic next in my testimony. 485 

                                              
39  The level of off-system sales activity for February and March 2003 can be seen in the work papers of Nicor Gas 

witness Buckles.  See Buckles Dir., Nicor Ex. 2.0, Attachment BOB-2, page 7. 
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