
STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
 
 

AGL Resources, Inc., Nicor Inc. and   ) 
Northern Illinois Gas Company dba  )   
Nicor Gas Company     ) Docket 11-0046 
       ) 
Application for Approval of a Reorganization ) 
Pursuant to Section 7-204 of the Public Utilities ) 
Act.       ) 
 
 
 
             

 
DIRECT TESTIMONY OF DAVID J. EFFRON 

ON BEHALF OF 
THE PEOPLE OF THE STATE OF ILLINOIS 

AND 
THE CITIZENS UTILITY BOARD 

 
             
 
 
 
 

AG/CUB Exhibit 1.0 
 
 
 

April 15, 2011 
 



 

 2

STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
 
 

NORTHERN ILLINOIS GAS COMPANY ) 
d/b/a  NICOR GAS COMPANY   )   
       ) 
       )   
Petition for an order re-approving an   ) Docket No. 09-0301 
agreement for the provision of facilities and  ) 
services and the transfer of assets between  ) 
Nicor Gas Company and Nicor Inc. and its  ) 
subsidiaries      ) 
 
 
 
             

 
DIRECT TESTIMONY OF DAVID J. EFFRON 

ON BEHALF OF 
THE PEOPLE OF THE STATE OF ILLINOIS 

AND 
THE CITIZENS UTILITY BOARD 

 
             
 
 
 
 

AG/CUB Exhibit 1.0 
 
 
 

MARCH 15, 2010 
 



ICC DOCKET NO. 09-0301 
AG/CUB Ex. 1.0, DIRECT TESTIMONY OF DAVID J. EFFRON 

 
TABLE OF CONTENTS 

      Page  
I.  STATEMENT OF QUALIFICATIONS 1 
II.  INTRODUCTION AND SUMMARY OF TESTIMONY 2 
III.  GAS LINE COMFORT GUARD 5 

A.  DESCRIPTION OF PROGRAM 5 
B.  PRESENT MARKETING AND REGULATORY TREATMENT OF GLCG 8 
C.  PROPOSED MODIFICATIONS TO OPERATING AGREEMENT - GLCG 13 

 

 
 



Docket No. 09-0301 
AG/CUB Exhibit 1.0 

 1

I. STATEMENT OF QUALIFICATIONS 1 

Q. Please state your name and business address. 2 

A. My name is David J. Effron.  My business address is 12 Pond Path, North Hampton, 3 

New Hampshire, 03862. 4 

 5 

Q. What is your present occupation? 6 

A. I am a consultant specializing in utility regulation. 7 

 8 

Q. Please summarize your professional experience. 9 

A. My professional career includes over thirty years as a regulatory consultant, two years 10 

as a supervisor of capital investment analysis and controls at Gulf & Western Industries 11 

and two years at Touche Ross & Co. as a consultant and staff auditor.  I am a Certified 12 

Public Accountant and I have served as an instructor in the business program at 13 

Western Connecticut State College. 14 

 15 

Q. What experience do you have in the area of utility rate setting proceedings and 16 

other utility matters? 17 

A. I have analyzed numerous electric, gas, telephone, and water filings in different 18 

jurisdictions.  Pursuant to those analyses I have prepared testimony, assisted attorneys 19 

in case preparation, and provided assistance during settlement negotiations with various 20 

utility companies. 21 

  I have testified in over two hundred cases before regulatory commissions in 22 

Alabama, Arizona, Colorado, Connecticut, Florida, Georgia, Illinois, Indiana, Kansas, 23 
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Kentucky, Maine, Maryland, Massachusetts, Missouri, Nevada, New Jersey, New 1 

York, North Dakota, Ohio, Pennsylvania, Rhode Island, South Carolina, Texas, 2 

Vermont, Virginia, and Washington. 3 

 4 

Q. Please describe your other work experience. 5 

A. As a supervisor of capital investment analysis at Gulf & Western Industries, I was 6 

responsible for reports and analyses concerning capital spending programs, including 7 

project analysis, formulation of capital budgets, establishment of accounting 8 

procedures, monitoring capital spending and administration of the leasing program.  At 9 

Touche Ross & Co., I was an associate consultant in management services for one year 10 

and a staff auditor for one year. 11 

 12 

Q. Have you earned any distinctions as a Certified Public Accountant? 13 

A. Yes.  I received the Gold Charles Waldo Haskins Memorial Award for the highest 14 

scores in the May 1974 certified public accounting examination in New York State. 15 

 16 

Q. Please describe your educational background. 17 

A. I have a Bachelor's degree in Economics (with distinction) from Dartmouth College 18 

and a Masters of Business Administration Degree from Columbia University. 19 

 20 

II. INTRODUCTION AND SUMMARY OF TESTIMONY 21 

Q. On whose behalf are you testifying? 22 



Docket No. 09-0301 
AG/CUB Exhibit 1.0 

 3

A. I am testifying on behalf of the People of the State of Illinois represented by the 1 

Attorney General (“AG”) and the Citizens Utility Board (“CUB”). 2 

 3 

Q. What is the purpose of your testimony? 4 

A. In Docket No. 08-0363, Staff Witness Dianna Hathhorn proposed that the 5 

Commission open an investigation to address transactions between Northern 6 

Illinois Gas Company d/b/a Nicor Gas Company (“Nicor Gas” or “the Company”) 7 

and its affiliates.  Staff Witness David Sackett recommended that the investigation 8 

should include Gas Line Comfort Guard (“GLCG”), a product offered by Nicor 9 

Energy Services Company (“Nicor Services”), an affiliate of Nicor Gas, and “if it is 10 

determined that the utility provides this service at all, it should be provided at 11 

regulated rates.”  Pursuant to the Commission Order in Docket No. 08-0363, the 12 

Company filed a petition for re-approval by the Commission of an Operating 13 

Agreement among Nicor Gas, Nicor Inc., and other participating Nicor Inc. 14 

subsidiaries.  Under the current Operating Agreement, which is the subject of the 15 

present docket, Nicor Gas is authorized to provide customer solicitation, billing, 16 

and repair services to Nicor Services for GLCG within the Nicor Gas service 17 

territory. In this testimony, I describe GLCG, address the present treatment of 18 

GLCG, and address certain modifications to the marketing, pricing, and 19 

regulatory treatment of GLCG that should be conditions for approval of the 20 

Operating Agreement. 21 

 22 

Q. Please summarize your conclusions and recommendations. 23 
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A. Nicor Gas is materially involved in providing GLCG service to Illinois ratepayers. 1 

The Operating Agreement that is the subject of this docket presently permits the 2 

continuing marketing of GLCG in its current form. Based on the evidence I have 3 

reviewed regarding GLCG, Nicor Services is unreasonably benefiting from its 4 

relationship with Nicor Gas, to the detriment of Nicor Gas ratepayers. No 5 

substantive evidence has been presented that GLCG is properly priced or 6 

legitimately necessary, and GLCG is promoted to Nicor Gas customers in a 7 

misleading manner. If Nicor Gas is allowed to continue its association with GLCG, 8 

then any Commission approval of the Operating Agreement should be conditioned 9 

on modifications to the marketing and regulatory treatment of GLCG.  Either Nicor 10 

Gas employees should be prohibited from soliciting customers for GLCG on behalf 11 

of Nicor Services or, if the Nicor Gas employees are permitted to be associated with 12 

the provision of GLCG, then 1) GLCG should be treated as a utility service with its 13 

price based on cost of service and 2) Nicor Gas employees should be required to 14 

fully disclose material facts concerning the costs and benefits of GLCG to those 15 

utility customers they solicit.  As alternatives to treating GLCG as a utility service 16 

with its price based on cost of service, either the GLCG margin could be treated as 17 

a credit to the Nicor Gas utility revenue requirement, or Nicor Services could be 18 

required to pay a royalty to Nicor Gas as compensation for the competitive 19 

advantage to Nicor Services created by the participation of Nicor Gas in the 20 

provision of this product. 21 

 22 
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III. GAS LINE COMFORT GUARD 1 

A. DESCRIPTION OF PROGRAM 2 

Q. Please describe Gas Line Comfort Guard. 3 

A. Gas Line Comfort Guard is a product offered by Nicor Services, an affiliate of 4 

Nicor Gas.  For a payment of $4.95 per month, Nicor Services will cover the cost of 5 

inspections and repairs related to gas leaks “inside the home,” up to $600 per 6 

incident for customers who sign up for this service.   In this context, “inside the 7 

home” means on the customer’s side of the meter, as opposed to the Nicor Gas side 8 

of the meter, as customers are responsible for repairs on their side of the meter, and 9 

Nicor Gas is responsible for repairs on its side of the meter.  Customer facilities 10 

covered by GLCG include exposed piping, shut-off valves, and replacement of 11 

brass connectors (response to Staff Data Request DAS 2.17). 12 

 13 

Q. How many Nicor Gas customers subscribe to GLCG? 14 

A. Based on the charges to Nicor Services for billing services, approximately 440,000 15 

Nicor Gas customers subscribed to GLCG in 20091.  This represents about 20% of 16 

all Nicor Gas residential customers. 17 

 18 

Q. Who performs the “inside the home” repairs and inspections for Nicor Gas 19 

customers participating in the GLCG program? 20 

A. In 2009, Nicor Gas field employees performed 98% of the inspections and repairs 21 

for Nicor Gas customers participating in the GLCG program (response to Staff Data 22 

                                            
1 Based on the responses to Staff Data Requests DAS 3.01 (Exhibit 2) and DAS 1.12, the average charge to 
Nicor Services per month for GLCG billing services was $73,640 at a rate of $0.167 per bill, indicating an 
average of 440,958 GLCG customers in 2009. 
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Request DAS 2.02).  Nicor Services reimburses Nicor Gas for making repairs, 1 

based on cost. 2 

 3 

Q. Who bills Nicor Gas customers participating in the GLCG program for the 4 

monthly fee? 5 

A. The monthly GLCG fee is included in the monthly bill rendered by Nicor Gas to its 6 

customers.  Nicor Services reimburses Nicor Gas for these billing services based on 7 

cost. 8 

 9 

Q. Does Nicor Gas provide any other services to Nicor Services regarding the 10 

GLCG program? 11 

A. Yes.  Nicor Gas customer service representatives solicit Nicor Gas customers for 12 

GLCG on behalf of Nicor Services.  Again, Nicor Services reimburses Nicor Gas 13 

based on cost, including the cost of incentives paid to customer service 14 

representatives for successfully enrolling customers in GLCG. 15 

 16 

Q. Is GLCG a profitable product? 17 

A. Based on estimated annual revenues2 and identified expenses, the GLCG product 18 

sold to Nicor Gas customers is highly profitable.  Following are the results of 19 

operations in 2008 and 2009 based on the estimated revenues from sales of GLCG 20 

to Nicor Gas customers and the GLCG related expenses allocated from Nicor Gas 21 

to Nicor Services: 22 

                                            
2 With 417,222 GLCG customers in 2008 (using the same estimating method) and 440,958 GLCG 
customers in 2009, the annual GLCG revenues from Nicor Gas customers would be $24,813,000 and 
$26,193,000, and respectively. 
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($000) 1 
  2008 2009 

Revenues (Estimated)    $24,813 $26,193  
Identified Expenses:    
Inspection and Repairs         576          509  
Sales Presentation (Incentives)         154          125  
Other Call Center          118          114  
Billing Services          613          944  
Total Identified Expenses      1,461       1,691  
     
Pre-Tax Profit   $23,352  $ 24,502  
     
Pre-Tax Profit Margin  94.1% 93.5% 

 2 
Notes: From DAS 1.02, 1.05, 3.01, 3.02, and 2.02   Assumes Nicor Gas 3 

employees incurred 98% of inspection and repair costs, per 4 
DAS 2.02.  Includes allocation of presentation clearing and 5 
payroll costs. 6 

 7 
  The expenses in the above table include only those expenses that were 8 

billed to Nicor Services from Nicor Gas, as the Company has declined to provide 9 

information regarding the amount of other expenses that Nicor Services might incur 10 

in providing GLCG to Nicor Gas customers.  While Nicor Services may incur other 11 

expenses, such as general administration costs related to GLCG, there is no 12 

evidence that such expenses are material.  The above expenses include the costs of 13 

actual repairs, sales and promotional expenses, and the cost of billing customers for 14 

GLCG.  These would appear to be the major functions associated with GLCG, and 15 

no other significant expenses have been identified. 16 

 17 

Q. How would you describe the profitability of GLCG? 18 

A. With profit margins in excess of 90% in 2008 and 2009, I would describe GLCG as 19 

exceptionally profitable for Nicor Services.  It is also worth noting that in 2008 and 20 

2009, GLCG revenues from Nicor Gas customers were in excess of $2 million per 21 
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month, while the actual expenses incurred for repairs were less than $50,000 per 1 

month. 2 

 3 

B. PRESENT MARKETING AND REGULATORY TREATMENT OF GLCG 4 

Q. How are the revenues and expenses related to GLCG presently treated? 5 

A. Although Nicor Gas solicits customers, makes the actual repairs, and bills the 6 

customers, GLCG is treated as a non-utility product offered by Nicor Services, an 7 

affiliate of Nicor Gas.  Thus, all of the GLCG revenues in excess of expenses go to 8 

Nicor Services, and ultimately to Nicor, Inc. shareholders rather than going to 9 

reduce the utility revenue requirement of Nicor Gas. 10 

 11 

Q. In your opinion, is the profitability of GLCG the result of the affiliate 12 

relationship between Nicor Services and Nicor Gas? 13 

A. Yes.  Nicor Gas employees promote GLCG and make necessary repairs, and Nicor 14 

Gas bills customers for GLCG.   The affiliation of Nicor Services with Nicor Gas 15 

provides instant access to the millions of customers in the Nicor Gas service 16 

territory.  This relationship between the utility and its unregulated affiliate creates a 17 

marketing advantage that would be difficult, if not impossible, for any potential 18 

competitor to overcome. Hypothetically, potential competitors could offer a similar 19 

service to Nicor Gas customers.  However, I believe the way in which this service is 20 

promoted and marketed makes it realistically impossible for any potential 21 

competitor to offer a similar product on comparable terms.  Absent affiliation with 22 

the gas distribution Company, for all practical purposes, it would not be possible for 23 
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any other entity to market a product like GLCG to Nicor Gas utility customers.  The 1 

pre-tax profit margins on GLCG described above also indicate that the product is 2 

not really subject to any substantive competition, as it would not be possible to 3 

sustain such margins over time if competitive suppliers were able to gain access to 4 

the market for the product. 5 

 6 

Q. Why do you believe that it would not be possible for any unaffiliated entity to 7 

compete on equal terms with Nicor Services in marketing a product similar to 8 

GLCG? 9 

A. First, the solicitations are made to Nicor Gas customers (or soon-to-be customers) 10 

on calls initiated by the customers.  While it would be possible for a prospective 11 

competitor to “cold call” gas distribution customers to offer this service, it is hard to 12 

imagine that such efforts would be successful in attracting any significant number 13 

of customers.  Second, the customer solicitations on behalf of Nicor Services 14 

emphasize the role of Nicor Gas in the provision of GLCG service in a way that a 15 

competitor could not.  To illustrate this second point, I have attached as AG/CUB 16 

Ex. 1.1 the first three pages of Exhibit 1 to the responses to Staff Data Request 17 

DAS 2.06, which contain the scripts used by Nicor Gas call center employees to 18 

promote GLCG to Nicor Gas customers. 19 

 20 

Q. How do these scripts demonstrate the emphasis on the role of Nicor Gas in 21 

providing GLCG? 22 
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A. In addition to the basic fact that the presentations are being made by Nicor Gas 1 

employees, the scripts make a point of stating that any repairs will be made by a 2 

“certified Nicor technician” and that the $4.95 monthly cost of the program will be 3 

“conveniently added to your Nicor Gas bill.”  In addition, the scripts, especially in 4 

the “rebuttals” to customers who do not immediately agree to sign up, create the 5 

distinct, but misleading, impression that without GLCG the Nicor technicians will 6 

not repair gas leaks. 7 

. 8 

Q. Why do you believe that the scripts create this impression? 9 

A. For example, if a caller expresses lack of interest in the program, the call center 10 

employee cautions the caller to remember that when a customer calls the gas 11 

company when there is a gas leak emergency: 12 

 … the utility is only legally responsible to make the situation 13 
safe or make repairs to its own facilities.  What that means is that the 14 
property owner (such as yourself) may have to find and hire an 15 
independent contractor to come in, do an inspection, and then make 16 
the repairs.  That can be expensive, and it could also mean days 17 
without any gas to heat the home, cook, and so on. 18 
 Now when you enroll in the Gas Line Comfort Program 19 
today, you won’t have to worry about any of that:   If you ever have 20 
a gas leak, all you’ll do is make one call to the utility, day or night, 21 
even on weekends and holidays.  A certified, Nicor technician will 22 
come out, typically within one hour, and make repairs up to $600 23 
per incident. 24 
 25 

  The call center employee does not actually say that the Nicor technician 26 

won’t perform the inspections and make any necessary repairs if the customer is not 27 

enrolled in the GLCG program.  However, by stating that without GLCG the 28 

customer may have to find and hire an independent contractor to perform an 29 

inspection and make repairs, but that by enrolling in GLCG the customer “won’t 30 
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have to worry about any of that,” the intent is obviously to create the impression 1 

that customers who aren’t enrolled in GLCG are on their own in the event of a gas 2 

leak. 3 

  The scripted “rebuttal” to a customer willing to assume responsibility for a 4 

suspected leak is intended to create the same impression: 5 

 You know, what a lot of people really like about this 6 
program is that if they do have a gas leak emergency at some odd 7 
hour of the day or night, they won’t have to try to make the repair 8 
themselves or call an independent contractor to come out and do the 9 
work.  All they’ll have to do is make just one call to the utility, day 10 
or night, even on weekends and holidays.  A certified Nicor 11 
Technician will then come out within an hour and often make the 12 
repair on the spot, up to $600 per incident—typically at no 13 
additional cost to them. 14 
 Since gas leaks have the potential to be catastrophic, some 15 
people … simply feel more secure knowing that a Nicor technician, 16 
with specialized training and equipment will be performing the 17 
work. 18 

 19 
  Again, there is no explicit statement that the Nicor technician will make the 20 

necessary repairs only if the customer is enrolled in GLCG.  However, by implying 21 

that with GLCG customers avoid the necessity of having to make the repairs 22 

themselves or to find someone to make the repairs but won’t have to do so with 23 

GLCG, that is clearly the impression that is created. 24 

  The script does not explain to customers that even if they are not enrolled in 25 

Gas Line Comfort Guard, the Nicor technician responding to the call would be 26 

available to make any necessary repairs 27 

 28 

Q. Is the same impression fostered in other media? 29 
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A. Yes.  The Nicor web site has a GLCG page.  Customers referring to the GLCG 1 

page3 are informed that: 2 

 The gas utility has always found and fixed leaks detected outside 3 
your home. But did you know that inside your home, once gas has 4 
been safely turned off by the utility, it's always been your 5 
responsibility to call a contractor, arrange to get the leak repaired 6 
and then call the utility to get your gas turned back on? 7 

  8 
 With Gas Line ComfortGuard, it's a whole new day. Now, Nicor 9 

Services will make repairs, cover the cost of any repair material 10 
and labor, and guarantee the work is done correctly. 11 

 12 
This text makes no allowance for the possibility that Nicor field 13 

technicians will be available to make the necessary repairs. 14 

 15 

Q. Why is the impression created by the scripts and the GLCG web page 16 

misleading? 17 

A. The impression is misleading because the Nicor Gas field technicians, do, in fact, 18 

repair gas leaks inside the home for customers not enrolled in GLCG.  As noted in 19 

the response to Staff Data Request 3.03, if the Nicor field technician determines 20 

that a customer not enrolled in GLCG is in need of repair services then, pursuant to 21 

Nicor Gas standard practices “the customer is informed at the time of the field visit 22 

that either Nicor Gas or a qualified contractor may be hired to make a repair.”  A 23 

customer not enrolled in GLCG will be charged a “non-program” fee based on the 24 

time and materials needed to complete the repair. 25 

 26 

Q. Would it even be reasonable for Nicor field technicians to refuse to repair 27 

leaks for customers not enrolled in GLCG? 28 
                                            
3 http://www.nicor.com/en_us/nicor_services/protection_solutions/gas_line.htm 
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A. No.  A policy of refusing to allow its qualified field technicians to repair leaks for 1 

customers not enrolled in GLCG would be inconsistent with the Company’s 2 

obligation as a regulated utility to provide safe and reliable service. 3 

 4 

Q. Is it appropriate for an affiliate of Nicor Gas to offer GLCG to Nicor Gas 5 

customers as a non-utility product in the present manner, with all the profits 6 

going to the non-utility affiliate? 7 

A. No.  Given the nature of this product, the way that it is promoted, marketed, and 8 

priced, the treatment of its profits, and the practical impossibility of any real 9 

competition, I do not believe that the present contractual arrangement between 10 

Nicor Gas and Nicor Services with regard to GLCG is appropriate, reasonable, or in 11 

the public interest.  In the following section, I recommend that the Commission 12 

condition approval of the Operating Agreement on modifications designed to 13 

correct the inequities that exist in the current marketing, pricing and regulatory 14 

treatment of GLCG. 15 

 16 

C. PROPOSED MODIFICATIONS TO OPERATING AGREEMENT - GLCG 17 

Q. What modifications should be made to the Operating Agreement with regard 18 

to GLCG? 19 

A. Either Nicor Gas employees should be prohibited from soliciting customers for 20 

GLCG on behalf of Nicor Services or, if the Nicor Gas employees are permitted to 21 

be associated with the provision of GLCG, then 1) GLCG should be treated as a 22 

utility service with its price based on cost of service, and 2) fuller disclosure by 23 
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Nicor Gas employees soliciting GLCG should be required.  As alternatives to 1 

treating GLCG as a utility service with its price based on cost of service, either the 2 

GLCG margin could be treated as a credit to the Nicor Gas utility revenue 3 

requirement, or Nicor Services could be required to pay a royalty to Nicor Gas as 4 

compensation for the competitive advantage attributable to participation by Nicor 5 

Gas and its employees in providing this product. 6 

 7 

Q. On what grounds could the Commission prohibit Nicor Gas employees from 8 

soliciting customers for GLCG on behalf of Nicor Services? 9 

A. I am advised by counsel that the Commission has the authority under Section 7-101 10 

of the Public Utilities Act to condition approval of an affiliate services contract, 11 

such as the Operating Agreement, in such a manner as it may deem necessary to 12 

safeguard the public interest.  In Docket No. 02-0517, Illinois American Water 13 

Company (“IAWC”) sought approval from the Commission for an amended 14 

affiliate agreement pursuant to which IAWC would provide certain limited 15 

services to its affiliate American Water Resources, Inc. (“AWR”) in conjunction 16 

with AWR’s offering a water line protection program (“WLPP”) to IAWC 17 

customers.  The anticipated WLPP was similar to GLCG, in that AWR would 18 

cover up to $3,000 per occurrence for the repair of leaks resulting from normal 19 

wear and tear in the customer-owned portion of the water line. 20 

  In its conclusion on this matter, the Commission noted that it was “troubled 21 

by the lack of any analysis justifying the offering of the WLPP to Illinois rate 22 
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payers” (Docket No. 02-0517, Order on Reopening, page 16).  The Commission 1 

went on to state that: 2 

In the absence of any substantive evidence demonstrating that the 3 
WLPP is properly priced or is even legitimately necessary, it is not 4 
in the public interest to allow IAWC to lend its name and 5 
assistance in marketing the WLPP to Illinois rate payers. 6 
 7 
Id. 8 
 9 

  The Commission concluded that “the WLPP has not been shown to be in 10 

the public interest and will not be approved” Id. 11 

  As no substantive evidence has been presented that GLCG, which is 12 

provided pursuant to an affiliate services contract, is properly priced or legitimately 13 

necessary, then based on its findings in the IAWC case, absent modification to the 14 

GLCG program, the Commission should prohibit Nicor Gas from lending its name 15 

and assistance in marketing and providing GLCG to Illinois ratepayers.  GLCG 16 

service should also be terminated for customers presently enrolled, with a full 17 

explanation of why; and those customers could choose to re-enroll through 18 

whatever alternative channels the service was offered. 19 

 20 

Q. Was Nicor asked to provide evidence that GLCG is reasonably priced? 21 

A. Yes.  In Staff Data Request DAS 2.05, the Company was asked to provide an 22 

economic analysis showing that GLCG (and other products solicited on behalf of 23 

Nicor Gas affiliates) is properly priced so as not to overcharge Nicor Gas 24 

customers.  The Company objected and declined to provide such an analysis. 25 

 26 

Q. Is GLCG properly priced? 27 
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A. The Commission did not state what the standards for proper pricing would be in 1 

Docket No. 05-0217.  However, in my opinion, the facts that Nicor Services takes 2 

in over $2 million per month in GLCG charges to Illinois ratepayers but spends less 3 

than $50,000 per month on actual repairs (under $0.10 per GLCG per customer per 4 

month) and realizes pre-tax profit margins in excess of 90% would indicate that it is 5 

not properly priced. 6 

 7 

Q. Is GLCG legitimately necessary? 8 

A. It does not appear to be.  I have seen no evidence that Nicor Gas customers were at 9 

any great risk before GLCG was available, that Nicor Gas customers without 10 

GLCG are somehow disadvantaged, or that customers of gas distribution 11 

companies where GLCG (or a similar product) is not available are in any way 12 

deprived.  Customers of Nicor Gas will have gas leaks repaired, by Nicor Gas field 13 

technicians if they so choose, regardless of whether they are enrolled in GLCG.  14 

Based on the responses to AG Data Requests 3.05 and 3.11 (attached as AG/CUB 15 

Exhibits 1.2 and 1.3), GLCG is not necessary to avoid catastrophic costs - only 63 16 

of nearly 12,000 repairs performed by Nicor Gas field technicians in 2009 (GLCG 17 

and non-GLCG) had a cost greater than $200.  GLCG is certainly not necessary for 18 

customers to avoid having to find an independent contractor to repair a leak and 19 

risk being days without gas service, as the solicitations for GLCG imply. 20 

 21 

Q. If Nicor Gas employees are allowed to continue soliciting utility customers for 22 

GLCG, what additional disclosures should be required? 23 
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A. Customers should be provided up front with the facts and data that would allow 1 

them to make an informed decision on whether to enroll in GLCG, and misleading 2 

statements should be prohibited.  As a condition for approval of the Operating 3 

Agreement, the Commission should require Nicor Gas employees to clearly inform 4 

the customer that: 5 

• Nicor Gas technicians will be available to make any necessary repairs and 6 

make them on the spot, irrespective of whether the customer is enrolled in 7 

GLCG.   Statements or indirect implications that Nicor Gas field technicians 8 

will be unavailable to repair inside-the-home gas leaks unless the customer 9 

subscribes to GLCG should be prohibited. 10 

• Over the course of 2009, less than 2% of the Nicor Gas customers enrolled 11 

in GLCG had repairs performed. 12 

• Approximately three-quarters of gas leak repairs performed by Nicor Gas 13 

field technicians for non-GLCG customers in 2009 were under $50. 14 

• The average cost of repairs performed in 2009 by Nicor field technicians for 15 

non-GLCG customers was about $47. 16 

• Less than 3% of the repairs of gas leaks by Nicor field technicians for non-17 

GLCG customers in 2009 had a cost in excess of $100. 18 

• The average repair cost per GLCG customer per month in 2009 was less 19 

than $0.10. 20 

These disclosures would also have to be made to the customers presently enrolled 21 

in GLCG, with enrollment being terminated unless the customer affirmatively 22 
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elects to continue the service. In addition, once a customer enrolls in GLCG, a 1 

written statement should be mailed with the required disclosures. 2 

 3 

Q. What would the basis be for treating GLCG as a utility service with its price 4 

based on cost? 5 

A. Making personnel available to respond to suspected gas leaks is an integral 6 

element of providing safe and reliable gas distribution service. Thus, any program 7 

that involves the gas distribution utility in the repair of gas leaks can be deemed to 8 

be a function of providing utility service.  As such, GLCG service would be 9 

subject to regulation by the Commission, including regulation of the price charged 10 

for the service. 11 

  In Docket No. 08-0363, Staff Witness Sackett recommended that if it is 12 

determined that the utility provides GLCG at all, it should be provided at regulated 13 

rates.  Given that Nicor Gas employees solicit GLCG service on behalf of Nicor 14 

Services, Nicor Gas employees perform 98% of the repairs for customers enrolled 15 

in GLCG, and the monthly charges for GLCG are included on Nicor Gas bills, I 16 

believe that Nicor Gas is, in substance if not in form, the entity that provides 17 

GLCG.  In addition, as I stated above, I do not believe that it would be practically 18 

feasible for Nicor Services to market GLCG in its present form absent the 19 

affiliation with Nicor Gas and the participation of Nicor Gas in the marketing of 20 

this product. 21 

 22 
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 19

Q. If GLCG were treated as a utility service subject to cost based rate 1 

regulation, do you have an estimate of what the price should be? 2 

A. Yes.  Based on the available evidence regarding the identified costs of providing 3 

this service, I estimate that the price would be approximately $0.30 per month. 4 

 5 

Q. What would treating the GLCG margin as a credit to the Nicor Gas utility 6 

revenue requirement entail? 7 

A. This alternative would simply include the income from GLCG in the net income 8 

from utility operations in the determination of the Company’s revenue deficiency 9 

(or excess) in the context of a base rate case.  The price of the service would not 10 

be regulated, but the benefits of any revenues in excess of expenses would go to 11 

the whole body of Nicor Gas customers rather than to Nicor, Inc. shareholders. 12 

 13 

Q. How would a royalty payment from Nicor Services to Nicor Gas work? 14 

A. Nicor Gas would pay a royalty Nicor Gas for lending its name and assistance in 15 

the marketing of GLCG to Illinois ratepayers.  The royalty would be included as a 16 

credit to the base rate revenue requirement in rate cases.  Based on the available 17 

evidence regarding GLCG profitability and the degree of participation by Nicor 18 

Gas employees in marketing GLCG, I would recommend that any such royalty be 19 

set at least at 90% of GLCG revenues derived from Illinois ratepayers. 20 

 21 

Q. Does this conclude your direct testimony? 22 

A. Yes. 23 


