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I. INTRODUCTION AND BACKGROUND1

A. WITNESS IDENTIFICATION2

Q. Please state your name and business address.3

A. Stephen Cave, Ten Peachtree Place, Atlanta, Georgia 30309.  4

Q. By whom and in what position are you employed?5

A. I am the Vice President – Finance and Treasurer for AGL Resources Inc. (“AGL 6

Resources”) and also serve as the Vice President and Treasurer for AGL Capital 7

Corporation (“AGL Capital”), the financing subsidiary of AGL Resources.  8

B. BACKGROUND AND EXPERIENCE9

Q. What are your duties in your position as Vice President – Finance and Treasurer?10

A. I have executive responsibility over the treasury and finance operations for AGL 11

Resources and each of its subsidiaries, including corporate finance, cash management, 12

capital markets activities, bank and rating agency relationships, investor relations and 13

corporate planning and analysis.  I also have primary responsibility for corporate business 14

development activities and strategic growth initiatives, including the evaluation, 15

structuring and financing of merger and acquisition activities and asset divestitures.  16

Q. Please summarize your background and experience.17

A. Joint Applicants Exhibit 3.1 contains a detailed description of my background and 18

experience. 19
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Q. Have you previously testified in regulatory proceedings in other states?20

A. Yes.  I testified before the Georgia Public Service Commission as part of Atlanta Gas 21

Light’s 2010 rate case proceeding.  22

II. PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS23

Q. What is the purpose of your direct testimony in this proceeding?24

A. The purpose of my direct testimony is to describe the merger of AGL Resources and 25

Nicor Inc. (the “Merger”), as governed by the December 6, 2010 Agreement and Plan of 26

Merger between AGL Resources and Nicor Inc. (“Merger Agreement”), by which 27

Northern Illinois Gas Company d/b/a Nicor Gas Company (“Nicor Gas”) will ultimately 28

become a wholly owned subsidiary of AGL Resources.  I will briefly describe the 29

financial strength of AGL Resources, and will explain why the Merger will not impair the 30

ability of Nicor Inc.’s regulated subsidiary, Nicor Gas, to raise necessary capital on 31

reasonable terms or to maintain a reasonable capital structure consistent with the 32

requirements of Section 7-204 (b)(4) of the Illinois Public Utilities Act (the “Act”).  I also 33

will address the requirements under Section 7-204A(a)(7), including the provision of a 34

five-year forecast of anticipated capital requirements for Nicor Gas, sources of capital, 35

range of projected capital structure and assumptions underlying the forecast.36

Q. Will you please summarize the conclusions in your testimony?37

A. I conclude that the Reorganization will not significantly impair the ability of Nicor Gas to 38

raise necessary capital on reasonable terms or to maintain a reasonable capital structure 39

consistent with the requirements of Section 7-204(b)(4) of the Act.  I also conclude that 40

the Reorganization will not significantly impact the credit quality, cost of financing, or 41
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access to the capital markets of Nicor Gas and AGL Resources.  Further, I conclude the 42

Reorganization will not significantly change the capital requirements of Nicor Gas or the 43

utility’s ability to meet its financing requirements.44

III. ITEMIZED ATTACHMENTS45

Q. Are you sponsoring any exhibits to your direct testimony?46

A. Yes.  In addition to Joint Applicants Exhibit 3.1 discussed above, I am also sponsoring 47

the following exhibits:48

 Joint Applicants Exhibit 3.2 – Nicor Gas Projected Capital Requirements and 49
Capital Structures50

 Joint Applicants Exhibit 3.3 – AGL Resources pro forma credit profile51

IV. SUMMARY OF THE MERGER52

Q. Please describe the form of the Merger. 53

A. The Merger Agreement contemplates that AGL Resources will acquire Nicor Inc. 54

whereby, at closing, a newly created subsidiary of AGL Resources will merge with Nicor 55

Inc., with Nicor Gas surviving as a wholly owned subsidiary of AGL Resources.  Under 56

the terms of the Merger Agreement, Nicor Inc. shareholders will be entitled to receive for 57

each share of Nicor Inc. common stock, $21.20 in cash and 0.8382 shares of AGL 58

Resources common stock (traded on the New York Stock Exchange under the ticker 59

symbol “AGL”).  Following the completion of the Merger, it is anticipated that AGL 60

Resources’ shareholders will own approximately 67 percent, and Nicor Inc. shareholders 61

will own approximately 33 percent, of the combined company.62
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Q. How will Nicor Gas be operated after the Merger takes place?63

A. While AGL Resources will become the parent company of Nicor Gas, the utility 64

operations of Nicor Gas are expected to continue to operate much as they do today.  As 65

more fully described in the direct testimony of Joint Applicants’ witness 66

Henry Linginfelter, to augment the corporate support function, AGL Resources will 67

locate its newly expanded distribution headquarters to Naperville, Illinois, while the 68

corporate headquarters of AGL Resources will remain in Atlanta, Georgia.  (See Joint 69

Applicants Ex. 1.0).70

V. FINANCING CAPABILITIES AND ACCESS TO CAPITAL MARKETS71

Q. Please describe the financial condition of AGL Resources.72

A. Before taking into account this transaction, AGL Resources is a Fortune 1000 corporation 73

with an equity market capitalization of $2.9 billion and an enterprise value of about 74

$5.4 billion, as of January 14, 2011.  AGL Resources is a New York Stock Exchange-75

listed company that is solidly positioned to maintain its existing strong investment-grade 76

credit ratings and its longstanding track record of earnings and dividend growth.  AGL 77

Resources has a financing subsidiary, AGL Capital, through which AGL Resources 78

issues long-term debt and through which AGL Resources operates its current $1.0 billion 79

commercial paper program used to fund daily working capital needs of the business, 80

including its utility and non-utility operating subsidiaries.  AGL Capital’s senior 81

unsecured debt is rated Baa1/BBB+/A- by Moody’s, Standard & Poor’s and Fitch, 82

respectively.  Its commercial paper program is rated A2/P2/F2 by Moody’s, Standard and 83

Poor’s and Fitch, respectively. 84
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Q. Have you reviewed the requirements of Section 7-204(b)(4) of the Act?85

A. Yes.  That Section requires the Illinois Commerce Commission (the “Commission”) to 86

find that the Reorganization will not significantly impair the utility’s ability to raise 87

necessary capital on reasonable terms or to maintain a reasonable capital structure.88

Q. Will the Reorganization impair the ability of Nicor Gas to raise necessary capital on 89

reasonable terms or to maintain a reasonable capital structure?90

A. No, it will not.  Nicor Gas will continue to maintain its current long-term debt profile and 91

its status as a registrant under Securities and Exchange Commission (“SEC”) 92

requirements.  Following the consummation of the Reorganization, Nicor Gas will not 93

have any long-term debt maturities until 2016.  As shown in the 5-year capital 94

requirements and long-term debt forecast (Joint Applicants Ex.  3.2), at this time Nicor 95

Gas is not projected to need to be in the capital markets to raise any new long-term debt 96

or equity prior to that maturity following the execution of the planned $75 million 97

refinancing on February 1, 2011 previously approved by the Commission in Docket 98

No. 10-0532.99

Q. How will Nicor Gas’ access to the equity markets be affected by the Reorganization?100

A. First, it is important to note that much like today, Nicor Gas will have access to the equity 101

markets through its parent company.  Today that parent company is Nicor Inc.  Following 102

the consummation of the Reorganization, that access will come through AGL Resources.  103

AGL Resources will be a significantly larger entity, with a continued strong financial 104

profile and a mix of utility and non-utility earnings that is substantially the same as what 105

AGL Resources provided its investors prior to the Merger.  As a larger entity (one that 106
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will likely be a Fortune 500 company and possibly a member of the S&P 500 index), the 107

combined company should have improved stock liquidity, which will make the stock 108

more attractive to larger institutional investors who typically require the ability to buy 109

and sell stocks in large-volume blocks.  Typically, this improved liquidity, combined 110

with a strong financial profile, will improve the combined company’s ability to market 111

offerings of its common stock when additional equity capital is required.112

Q. What do you expect will be the impact of the Reorganization on the credit quality 113

for Nicor Gas and for AGL Resources?114

A. I do not expect that the Reorganization will result in a significant degradation of the 115

credit quality of AGL Resources or Nicor Gas, and that both companies will continue to 116

have ready access to the capital markets.  Upon finalization of the Merger, we would 117

expect the credit rating agencies to reassess both AGL Resources and Nicor Gas.  The 118

various agencies did take a number of actions based on the announcement of this 119

transaction.  Following the announcement of the Merger on December 7, 2010, both 120

Moody’s and Fitch reaffirmed their senior unsecured debt ratings on AGL Resources of 121

Baa1 and A-, respectively, both with Stable outlooks.  Standard & Poor’s placed AGL 122

Resources on Credit Watch Negative, and noted the Merger may result in a maximum 123

one-notch downgrade on the corporate and senior unsecured debt ratings of AGL 124

Resources (currently A- and BBB+, respectively).  Moody’s reaffirmed its A2 issuer 125

rating on Nicor Gas following the announcement, but changed its outlook from Stable to 126

Negative.  Standard and Poor’s placed its ratings for Nicor Inc. and Nicor Gas (AA 127

corporate credit rating and A-1+ commercial paper rating) on Credit Watch Negative.  128

Meanwhile, Fitch reaffirmed all of Nicor Gas’ ratings after the Merger announcement.  129
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AGL Resources is committed to maintaining its strong investment-grade credit ratings 130

following the consummation of the Merger.  As illustrated in Joint Applicants 131

Exhibit 3.3, on a pro forma basis (i.e., as a combined company following consummation 132

of the Merger), the combined entity should benefit from an improvement in its key credit 133

metrics over the next few years.  These credit improvements should result in strong and 134

stable investment-grade ratings going forward.  Importantly, Nicor Gas will continue to 135

maintain a separate credit rating from AGL Resources and it will continue to be a 136

registered company with public debt and a continuing commercial paper program.  In 137

general, we would expect that both companies will maintain strong investment-grade 138

ratings.139

Q. Since the daily business funding requirements, including seasonal working capital 140

needs, for Nicor Gas are dependent upon access to the commercial paper markets, 141

what impact will the Reorganization have on commercial paper ratings for Nicor 142

Gas?143

A. Importantly, all three rating agencies (Standard and Poor’s, Moody’s and Fitch) 144

reaffirmed Nicor Gas’ commercial paper ratings of A-1+/P-2/F-1, respectively.  These 145

strong ratings have provided, and continue to provide, access to the daily commercial 146

paper market at attractive rates.   147

Q. How does AGL Resources propose to manage the short-term working capital needs 148

of Nicor Gas following the consummation of the Merger?149

A. AGL Resources proposes to maintain a commercial paper program to fund the short-term 150

and seasonal working capital requirements of Nicor Gas in a fashion substantially similar 151

to the program Nicor Gas currently operates.  Currently, Nicor Gas has a $400 million, 152
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364-day seasonal credit facility, and Nicor Gas and Nicor Inc. have a combined 153

$600 million, 3-year credit facility.  These bank facilities are used as a backstop to Nicor154

Gas’ commercial paper program, and as such, are used to support the funding of seasonal 155

and other short-term working capital needs for the business.  Following the 156

consummation of the Merger, we will review the needs of Nicor Gas to determine the 157

appropriate short-term instruments necessary to fund Nicor Gas’ general working capital 158

requirements.  159

Q. How will the financing cost structure of Nicor Gas change as a result of the 160

transaction?161

A. I do not expect any significant change in the financing cost structure of Nicor Gas as a 162

result of this Reorganization. Nicor Gas will continue as a separate registrant with its 163

separate credit rating.  Nicor Gas will maintain its separate commercial paper program 164

(and credit facility backstop) to fund its cash working capital requirements.  165

Q. Will the capitalization of Nicor Gas change with the Reorganization?166

A. Currently we do not believe so.  Based on our current analysis, we believe we will meet 167

the requirements to apply the exception afforded by the SEC related to the “pushdown”168

of goodwill and other adjustments to the books of Nicor Gas related to this transaction 169

(i.e., the impact of the acquisition would not be reflected on the books and records of 170

Nicor Gas).  We are still in the process of completing our analysis of the requirements 171

and conditions which will be subject to review by our independent auditors and the SEC 172

and could ultimately result in a different conclusion.  As discussed in the testimony of 173

Joint Applicants’ witness Elizabeth Reese, accounting principles generally accepted in 174

the United States of America (“U.S. GAAP”) and/or any applicable SEC rules may 175
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require the “pushdown” of goodwill and other adjustments to the books of Nicor Gas 176

related to this transaction.  (See Joint Applicants Ex. 5.0).  It would be our intent, 177

assuming all of the conditions are met, to apply the exception and not reflect the impact 178

of the acquisition on the books and financial statements of Nicor Gas.179

Q. How will the goodwill recorded on Nicor Gas’ financial statements be financed?180

A. If pushdown accounting is required, the goodwill associated with the Merger will be 181

recorded as an equity contribution from the parent corporation.  Therefore, if that occurs, 182

the equity ratio of Nicor Gas will be higher than it is today for book purposes.  For future 183

rate-setting procedures, AGL Resources anticipates any goodwill asset and the related 184

equity balance will be disregarded in determining the overall cost of service for Nicor 185

Gas.  This will ensure that the pushdown has no effect on the common equity ratio for 186

ratemaking purposes.187

VI. SECTION 7-204A(a)(7)188

Q. Have you performed the analysis required pursuant to Section 7-204A(a)(7)?189

A. Yes.  Please see attached Joint Applicants Exhibit 3.2.190

Q. Have you identified the capital requirements for Nicor Gas for the five years 191

following the close of the Reorganization, as required in Section 7-204A(a)(7)?192

A. Yes.  As shown in Joint Applicants Exhibit 3.2, we anticipate capital requirements to 193

fund the Nicor Gas utility business to average between $205 million and $215 million 194

over the five-year period.  This annual capital expenditure level is consistent with Nicor 195

Gas’ plans prior to the Merger Agreement and reflects primarily maintenance and 196

infrastructure capital expenditures.  We anticipate currently that the annual capital 197
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expenditures at Nicor Gas will be funded primarily through internal cash generation.  The 198

forecast does not assume any special capital projects outside of normal maintenance and 199

infrastructure capital spending over the planning period.  In terms of long-term debt 200

financing, as noted in Exhibit 3.2, Nicor Gas has a $75 million debt maturity in 2011, 201

which it plans to refinance by February 2011.  Beyond that, Nicor Gas has no other long-202

term debt maturing until 2016.  Therefore, as shown in Exhibit 3.2, there is no material 203

change in the range of capital structures over the five-year forecast period as result of the 204

Reorganization.205

Q. How does AGL Resources propose to capitalize Nicor Gas?206

A. We propose to capitalize Nicor Gas in a manner generally consistent with how Nicor Gas 207

is capitalized today.  The current plan is to maintain debt facilities required to meet the 208

needs of Nicor Gas in a manner substantially similar to the way the business is currently 209

financed.  Similarly, our current plan is to maintain the equity ratio, excluding any 210

amount related to goodwill, at levels similar to those historically maintained for Nicor 211

Gas.212

VII. OTHER FINANCING PROVISIONS UNDER THE ACT213

Q. Have you reviewed the Act for any other potential requirements applicable to 214

financing issues related to this Application?215

A. Yes.  In general, provisions involving financing relate to rate case issues or Commission 216

approval for the issuance of debt or equity.  For example, the requirements of Section 9-217

230 of the Act appear to prescribe the factors the Commission should consider, or more 218

specifically, not consider, in determining the rate of return for public utilities in the 219



11 Joint Applicants Ex. 3.0

context of a rate proceeding.  I do not believe Section 9-230 requires consideration in this 220

case as the Commission is not setting a rate of return for Nicor Gas in this particular 221

proceeding.222

VIII. CONCLUSION223

Q. Does this conclude your direct testimony?224

A. Yes.225
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