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I. INTRODUCTION1

Q. Please state your name and business address.2

A. Elizabeth Reese, Ten Peachtree Place, Atlanta, Georgia 30309.3

Q. By whom and in what position are you employed?4

A. I am employed by AGL Resources Inc. (“AGL Resources”) in the position of Vice 5

President – Operational Planning & Analysis.6

II. PURPOSE OF TESTIMONY AND SUMMARY OF RECOMMENDATIONS7

Q. What is the purpose of your direct testimony?8

A. The purpose of my direct testimony is to address certain issues arising from AGL9

Resources’ merger with Nicor Inc. (the “Merger”) and the impact of AGL Resources10

becoming the new parent of Northern Illinois Gas Company d/b/a Nicor Gas (“Nicor 11

Gas”) (the “Reorganization”).  Specifically, I will:  (1) introduce and describe the 12

agreements that will govern transactions by and among AGL Resources and its 13

subsidiaries, including Nicor Gas, after the Merger closes; (2) discuss costs of the 14

Merger; and (3) outline potential accounting entries for the Reorganization.  As part of 15

this discussion, I will provide information that will enable the Illinois Commerce 16

Commission (the “Commission”) to make the findings required under Section17

7-204(b)(2) and Section 7-204(b)(3) of the Illinois Public Utilities Act (the “Act”) and 18

rulings required under Section 7-204(c) of the Act.19

Q. Will you please summarize your recommendations?20

A. Yes.  I recommend that:21
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 The Commission affirm Nicor Gas’ Commission-approved Operating Agreement, 22

subject to the amendments discussed in the direct testimony of Joint Applicants’ 23

witness Gerald O’Connor (“Proposed Operating Agreement”).  (See Joint 24

Applicants Ex. 6.0).  The Proposed Operating Agreement reflects the substitution 25

of AGL Resources for Nicor Inc. as the parent company of Nicor Gas under that 26

agreement, which will allow subsidiaries of AGL Resources to become parties.  27

As described below, AGL Services Company (“AGSC”) provides shared services 28

to AGL Resources’ existing subsidiaries, including the six gas distribution 29

utilities, and is designated as a party to the Proposed Operating Agreement.  The 30

addition of AGSC will serve two purposes.  First, as described in the testimony of 31

Joint Petitioners’ witnesses Henry Linginfelter and Stephen Cave, after the 32

Merger, Nicor Inc. will no longer exist.  (See Joint Applicants Exs. 1.0 and 3.0, 33

respectively).  Accordingly, AGSC will replace Nicor Inc. as the party to which 34

Nicor Gas allocates costs formerly allocated to Nicor Inc. under the consolidated 35

pool provisions (“Common Costs”).  Second, it will allow Nicor Gas to provide 36

services to AGL Resources’ other subsidiaries through AGSC.  37

 The Commission approve a Services Agreement to be entered into between 38

AGSC and Nicor Gas (“Services Agreement”) upon closing of the Merger in 39

order to govern the provision of services provided by AGSC.  In addition, the 40

Services Agreement will govern the allocation of costs formerly allocated from 41

Nicor Inc.  42

 The Commission approve the approach proposed for the treatment of 43

Reorganization costs and potential savings derived from the Merger.  44
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 The Commission approve the accounting entries that will potentially be recorded 45

on Nicor Gas’ books and records as a result of the Merger, if necessary. 46

III. BACKGROUND AND EXPERIENCE47

Q. What are your duties in your position as Vice President – Operational Planning & 48

Analysis at AGL Resources?49

A. I report directly to the Executive Vice President of Utility Operations and have 50

responsibility for coordinating the budget process for all of the utility companies of AGL 51

Resources, as well as to prepare the monthly internal reporting of variances against plan 52

throughout the year.  In addition to the financial aspects of my role, my organization has 53

responsibility for the interface between the business and information technology for our 54

business systems, which includes technology used by our field workforce. 55

Q. Please summarize your educational background and experience.56

A. I have my Bachelors of Arts in Business and Economics from St. Andrews Presbyterian57

College and my Masters in Accountancy from the University of Georgia.  I am a 58

Certified Public Accountant in the state of Georgia and have worked for AGL Resources 59

for 10 years in multiple positions.  I assumed my current role in June 2010 and have held 60

the following roles prior to my current one:  Vice President of Finance, Vice President of 61

Customer Service, Vice President of Finance & Business Innovation, and Vice President 62

and Controller.  Prior to joining AGL Resources, I was an auditor with Deloitte & 63

Touche for nine years and my last position before leaving was a Senior Manager.  64
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Q. Have you previously testified before a state regulatory commission?65

A. Yes.  I testified before the Georgia Public Service Commission in the 2010 Atlanta Gas 66

Light rate case.67

IV. ITEMIZED ATTACHMENTS68

Q. Are there any exhibits to your testimony?69

A. Yes.  Joint Applicants Exhibit 5.1 is an illustration of how the costs will flow under the 70

post-Merger structure.  In addition, Joint Applicants Exhibit 5.2 is the form of the AGSC 71

Services Agreement.  72

V. DESCRIPTION OF AFFILIATE AGREEMENTS73

Q.  What is the proposed structure of the affiliate agreements to be entered into as a 74

result of the Reorganization?75

A. In order for Nicor Gas to conduct business with its current affiliates as well as the 76

affiliates of AGL Resources, we seek approval of the Proposed Operating Agreement.  77

The Proposed Operating Agreement replaces Nicor Inc. with AGL Resources. This will 78

allow AGSC and other subsidiaries of AGL Resources to be designated as parties to the 79

Operating Agreement.  In addition, Nicor Gas will enter into a Services Agreement with 80

AGSC.  This Services Agreement will govern how the Common Costs allocated from81

AGSC to Nicor Gas are treated, as well as allow AGSC to provide services to Nicor Gas.  82

Both the Proposed Operating Agreement and the Services Agreement provide for 83

accounting and operating guidelines for how costs are tracked, accumulated and charged 84

to the company for which the costs were incurred.  It is proposed that the future structure 85

allow for these agreements to work in tandem – that is that the Proposed Operating 86
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Agreement allows for costs to be charged out of Nicor Gas to AGSC and the Services 87

Agreement allows for costs to be charged to Nicor Gas from AGSC.  (See Joint 88

Applicants Ex. 5.1, which illustrates how costs will flow into and out of Nicor Gas under 89

the post-Merger structure).90

Q. Why would Nicor Gas need to charge costs to AGSC under the Operating 91

Agreement?92

A. As described in the testimony of Joint Applicants’ witness Linginfelter, this Merger is 93

taking place at the holding company level.  (See Joint Applicants Ex. 1.0).  As such, the 94

day to day operations of Nicor Gas will not be substantially affected.  Nicor Inc., 95

however, will no longer exist after the Merger.  Accordingly, Nicor Gas must have an 96

entity to which it can allocate Common Costs that were formerly allocated to Nicor Inc. 97

The Services Agreement will govern how those costs will be allocated to the subsidiaries 98

of AGL Resources, referred to in the Services Agreement as “System Companies.”  In 99

addition, Nicor Gas may be able to provide services to AGSC, such as Information 100

Technology, that AGSC could use to provide services to other System Companies.  The 101

Operating Agreement will simply serve as the mechanism through which AGSC 102

contracts with Nicor Gas to assist it in providing service.  It will also serve as a 103

mechanism for Nicor Gas to continue to provide services to, or receive services from 104

currently existing Nicor Inc. subsidiaries and for Nicor Gas to receive services from AGL105

Resources subsidiaries other than AGSC.106

VI. DESCRIPTION OF THE SERVICES AGREEMENT107

Q. Please describe how services are provided to AGL Resources’ System Companies108

and are proposed to be provided to Nicor Gas.109
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A. AGL Resources owns and operates AGSC, the purpose of which is to provide common110

services across AGL Resources’ System Companies.  These services are charged to the 111

appropriate AGLR system company in accordance with the Services Agreement.  In 112

today’s highly competitive business environment, companies strive to improve 113

efficiencies and reduce costs through economies of scale while at the same time 114

improving the services provided to customers.  This is often achieved by identifying and 115

consolidating those functions that are common in nature with no variation from one 116

affiliated company to the next.  Examples of these functions include payroll, accounts 117

payable and receivable, general accounting, treasury, human resources and most 118

information systems support.  There are also those functions that may differ in some 119

instances, but for the most part have a common foundation from which to leverage 120

resources.  Examples of these types of functions include rates and regulatory compliance, 121

legal support, gas supply and capacity management and customer services.  122

Consolidation of these functions and services into one area or company, in this case 123

AGSC, not only provides a cost savings benefit, but also provides improved customer 124

service and achieves a better, more sound infrastructure for customers to use.  These 125

latter two benefits are achieved through a larger resource pool from which System 126

Companies can draw at their discretion as affiliates of AGSC.  The result of providing 127

services in this manner is to create a cost structure for each of the System Companies that 128

is lower than if each system company were to provide these individual services on their129

own.  The AGSC structure was also created to allow for AGSC to recover its costs but 130

not to create either a gain or a loss in any accounting period.  In addition, the structure of 131

AGSC providing services also ensures that there is no cross subsidization between AGL132
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Resources’ utility and non-utility System Companies.  Accordingly, as described in more 133

detail below, the Services Agreement enables the Commission to make the findings 134

required under Section 7-204(b)(2) and Section 7-204(b)(3) of the Act.135

Q. Please describe the Services Agreement that AGL Resources has in place with its 136

System Companies.137

A. AGL Resources has in place affiliate agreements between AGSC and all of the System 138

Companies.  These affiliate agreements provide the terms by which specifically identified 139

services are provided across all of AGL Resources’ subsidiaries in order to leverage 140

resources to achieve lower costs for all entities, to prevent cross-subsidization between 141

the utilities and the non-utility subsidiaries and to provide transparency to the costs 142

incurred by the entities.  The original agreement was developed in accordance with the 143

Public Utilities Holding Company Act of 1935 and approved by the Securities and 144

Exchange Commission and has been subject to review and / or approval in the 145

jurisdictions in which AGL Resources’ System Companies currently operate.  The form 146

of this agreement is attached hereto as Joint Applicants Exhibit 5.2.147

Q.  What services are offered to AGL Resources’ System Companies under the 148

Agreement?149

A.  The following services are available to be provided by AGSC to AGL Resources’ System 150

Companies:151

 Rates and regulatory – assistance with analysis of rate structures, formulation of 152
rate policies and proceedings before regulatory bodies.153

 Internal auditing – performance of periodic reviews of operational, compliance, 154
financial and information system processes.155
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 Strategic planning – assistance with the preparation of strategic business plans.156

 External relations – maintenance of relationships with governmental policy 157
makers, conducting lobbying activities and providing community relations 158
support.159

 Gas supply, capacity planning and capacity management – provision of gas 160
control, scheduling, capacity planning and monitoring services.161

 Legal services and risk management – provision of various legal services and 162
general legal oversight.  Also includes insurance, claims, security, records 163
management, environmental and safety related services and corporate secretarial 164
functions.165

 Marketing – assistance with providing analysis, implementation, and maintenance 166
of line extension policies and marketing strategies and programs.167

 Financial services – provision of services including corporate tax, treasury, 168
corporate accounting and reporting, general ledger maintenance and all 169
accounting recordkeeping, financial planning and regulatory support.170

 Information systems – production support of web, mainframe and distributed 171
computing applications, servers and networks, deskside asset management, 172
disaster recovery, data network, application security and voice communications 173
services.174

 Executive – formulate and execute general plans and policies, issuances of 175
securities, appointment of executive personnel, budgets and financial plans, 176
expansion of services, acquisitions and dispositions of property, public 177
relationships and other related matters.178

 Customer services – provides billing, mailing, remittance processing, call center 179
and customer communication services, credit and collection support, response to 180
customer complaints, and customer service surveys.181

 Employee services – assistance with developing employee relations policies and 182
programs and training personnel.  Also provides payroll services, management of 183
employee benefit plans and employee communications.184

 Engineering – provides services for design of infrastructure expansion and 185
improvements, system analysis and modeling, mapping and updates and 186
maintenance and general engineering expertise.187

 Business support – provides procurement, facilities management, and fleet 188
management services.189
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 Corporate communications – services including community affairs, customer 190
communication, employee communication, public affairs and creative services.191

 Corporate compliance and corporate secretary – services related to corporate 192
compliance and corporate secretary.193

 Other – as determined by the needs of the acquiring system company.194

Q.  How is “cost of service” under the Services Agreement defined?195

A.  Cost of service is defined as the actual costs incurred, including indirect costs such as 196

departmental overheads, administrative and general costs, and taxes.  This is often 197

referred to as “fully loaded costs” as it includes all the overhead necessary to support the 198

service being provided.  In the case of payroll costs, actual cost is determined using the 199

actual pay rate of the individual, including overtime for those individuals who are paid an 200

overtime rate, who performed the service.  201

Q. How are the costs incurred by AGSC charged to the System Companies?202

A.  AGSC’s costs are directly charged, assigned, distributed or allocated to the System 203

Companies.  The goal of the system is to specifically assign as much costs as possible on 204

a cost causation basis – that is, to charge the costs to the entity directly and discreetly 205

receiving the service.  That relationship may not be as clear for other services and 206

therefore those costs are charged by general drivers in the business that are used to 207

approximate the costs causation relationship.  208

 Direct charge – certain costs are accumulated in specific operating and 209
maintenance (“O&M”) accounts and are charged to the appropriate system 210
company at a rate based on the nature of work performed.  211

 Assigned – as much as possible, the costs incurred by AGSC on behalf of a 212
particular operating company are directly assigned to that company.  AGSC’s 213
policies require that all employees of AGSC complete a time sheet on a bi-weekly 214
basis that reflects how each person spent their time for that period, including to 215
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which company they provided services.  If a non-payroll cost is incurred that 216
relates to a specific company or companies, then that cost is directly assigned to 217
the company to which the cost relates.  218

 Distributed – costs of a general nature are accumulated and distributed using 219
ratios that are closely related to the general nature of the costs.  220

 Allocated – the costs of AGSC that are not charged, assigned, or distributed are 221
allocated across all of the AGL Resources System Companies using a composite 222
ratio.  This composite ratio is an average of four ratios, as defined by the Services 223
Agreement – Number of Employees, Total Assets, Operating Expenses, and 224
Operating Margin.225

Q.  How are capital project costs allocated?226

A.  Generally, the capital projects performed by AGSC are managed by information systems 227

that are built to benefit multiple AGL Resources’ System Companies.  The costs for the 228

capital projects are tracked and include both actual costs incurred as well as overhead 229

incurred by AGSC in completion of the project.  The completed capital project is 230

assigned to the individual System Companies based on the specific characteristics of the 231

project.  Due to the timing and nature of these projects, the actual costs incurred should 232

closely reflect the market price of that asset.233

Q.  What mechanisms are in place to ensure that the costs incurred by the receiving 234

system company are reflective of the services provided to that company?235

A.  Each system company receives a bill from AGSC on a monthly basis that details the costs 236

charged to the system company by each service provider. In addition, for payroll related 237

costs, all timesheets are reviewed by the employee’s manager to approve both the hours 238

and the way that the hours are charged.  239
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Q. Do the Proposed Operating Agreement and the Services Agreement allow the 240

Commission to make the findings required under Section 7-204(b)(2) and Section 7-241

204(b)(3) of the Act?242

A. Yes.  Section 7-204(b)(2) requires the Commission to find “the proposed reorganization 243

will not result in the unjustified subsidization of non-utility activities by the utility or its 244

customers” and Section 7-204(b)(3) requires the Commission to find “costs and facilities 245

are fairly and reasonably allocated between utility and non-utility activities in such a 246

manner that the Commission may identify those costs and facilities which are properly247

included by the utility for ratemaking purposes.”  220 ILCS 5/7-204(b)(2)-(3).  As 248

described above and in the testimony of Joint Applicants’ witness O’Connor, the cost 249

allocation methodologies in both agreements ensure that there is no subsidization of costs 250

and that the costs are easily identifiable.  (See Joint Applicants Ex. 6.0).  The processes 251

and procedures in place ensure transparency of charges and appropriateness of charges 252

remaining in the utilities.253

VII. REORGANIZATION COSTS AND SAVINGS254

Q.  How will the Reorganization costs be reflected on the books and records of Nicor 255

Gas?256

A. The costs of the Reorganization will be recorded as incurred and allocated in accordance 257

with the Proposed Operating Agreement and Services Agreement.258

Q. How will the Reorganization costs recorded on the books and records of Nicor Gas259

be considered for ratemaking purposes?260
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A. As discussed in the testimony of Joint Applicants’ witness Linginfelter, as a policy, we 261

would expect to be able to recover these costs as an offset to any net savings identified.  262

(See Joint Applicants Ex. 1.0).  But again, we have not identified any net savings so we 263

are not requesting recovery of those costs in this filing.  Accordingly, the Commission 264

does not need to rule on this issue under Section 7-204(c).265

Q. Have any savings been identified as a result of the Reorganization?266

A. No.  As discussed in the testimony of Joint Applicants’ witness Linginfelter, because we 267

have committed to maintain, for a period of three years following the closing of the 268

Reorganization, the number of full time equivalent employees involved in the operation 269

of Nicor Gas’ gas distribution business at a level comparable to the current level, we do 270

not anticipate any immediate material savings.  (See Joint Applicants Ex. 1.0).  271

Accordingly, the Commission should find that the Reorganization does not raise a 272

savings allocation issue for it to address under Section 7-204(c).273

VIII. ACCOUNTING ENTRIES274

Q. Will there be accounting entries recorded on the books and records of Nicor Gas as 275

a result of the Reorganization?276

A. Currently, we do not anticipate any entries needing to be recorded; however, our analysis 277

is not yet complete and is subject to review by both our independent auditors and the 278

Securities and Exchange Commission (“SEC”).  The purchase accounting rules of the 279

SEC generally require what is known as push-down accounting for business 280

combinations, such that the separate financial statements of a subsidiary would reflect 281

any fair value adjustments required to be made along with goodwill attributable to the 282
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subsidiary.  However, the SEC rules allow an exception to push down accounting if 283

certain conditions are met.  If those conditions are met, a subsidiary that is a registrant, 284

such as Nicor Gas, can elect to not reflect push-down accounting in its separate financial 285

statements.  The primary condition that permits the exception to pushdown accounting 286

for business combinations requirement is if the subsidiary has significant public debt 287

outstanding, which we currently believe to be the case with Nicor Gas.  As such, 288

assuming all of the conditions are met, we intend to apply the exception and not reflect 289

the impact of the acquisition on the books and financial statements of Nicor Gas.  290

If we determine that pushdown accounting is required, it is anticipated that there 291

will be three primary impacts to the books and records of Nicor Gas that will be recorded 292

if pushdown accounting is required to be recorded in accordance with accounting 293

principles generally accepted in the United States of America (“GAAP”).  These impacts 294

are as follows:295

 Debt on Nicor Gas’ balance sheet must be recorded at its fair value, with fair 296

value determined at the time of closing of the transaction.  The difference between 297

carrying value and fair value will be amortized on the effective interest method 298

over the remaining term of the debt.  The difference between the book cost of the 299

debt and the market value of the debt would be recorded as a regulatory asset or 300

liability and amortized over the life of the debt to ensure this transaction does not 301

affect the cost of debt for ratemaking purposes.302

 The net asset or liability associated with post-retirement and post-employment 303

benefit plans will be reflected at fair value at the time of closing.  The difference 304
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between carrying value and fair value will be recorded as a regulatory asset or 305

liability and amortized over future periods consistent Nicor Gas’ past practice.306

 The difference between the acquisition price and the fair values assigned to assets 307

and liabilities will be recorded as goodwill.  Since Nicor Gas is a regulated entity, 308

the historical basis of assets and liabilities, except for those noted above, is 309

considered to be fair value under GAAP.310

Q. Can you provide these accounting entries at this time?311

A. No.  While I have introduced the nature of the journal entries that could be required as 312

part of the Reorganization, the details of the accounting entries will not be known until 313

the Merger closes.  The actual numbers are dependent on the measurement date, which in 314

this case will be the date of closing, as they are all dependent on fair value measurements.  315

IX. CONCLUSION316

Q. Does this conclude your direct testimony?317

A. Yes.318
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