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Q. Please state your name and business address. 1 

A. My name is David J. Effron.  My business address is 12 Pond Path, North Hampton, 2 

New Hampshire, 03862. 3 

 4 

Q. Have you previously submitted testimony in this docket? 5 

A. Yes.  I submitted direct testimony on March 9, 2010, marked as AG/CUB 6 

Exhibit 1.0.  My qualifications and experience are included with my direct 7 

testimony. 8 

 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. In this rebuttal testimony, I respond to the rebuttal testimony of Company witnesses 11 

O’Connor and Ros. 12 

 13 

Q. Do you have a response to Mr. O’Connor’s claim that you have not accurately 14 

portrayed the profitability of Nicor Services and/or GLCG? 15 

A. Yes.  I have not addressed the profitability of Nicor Services at all.  Thus, while Mr. 16 

O’Connor’s statement that I have not accurately portrayed the profitability of Nicor 17 

Services is literally true, I have not portrayed the profitability of Nicor Services 18 

inaccurately either. 19 

  With regard to GLCG, Mr. O’Connor’s claim is specious and without merit.  20 

He has cited no errors whatsoever in the calculation of the profitability of GLCG 21 

presented in my direct testimony. 22 

 23 
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Q. Then why does Mr. O’Connor contend that you have not accurately portrayed 1 

the profitability of GLCG? 2 

A. Mr. O’Connor does not question my calculation of GLCG revenues.  However, he 3 

appears to be of the opinion that I have not properly attributed expenses incurred by 4 

Nicor Services to GLCG, although he neither identifies nor quantifies just what these 5 

supposed expenses are. 6 

 7 

Q. Does Mr. O’Connor actually offer substantive evidence of any expenses that you 8 

have omitted in your analysis of GLCG profitability? 9 

 A. No.  Mr. O’Connor starts out by claiming that I “apparently” did not review 10 

information on expenses incurred by Nicor Services in the provision of GLCG.  This 11 

claim is based on a gross distortion my direct testimony. 12 

  In my direct testimony I stated that my analysis included “only those expenses 13 

that were billed to Nicor Services from Nicor Gas, as the Company has declined to 14 

provide information regarding the amount of other expenses that Nicor Services might 15 

incur in providing GLCG to Nicor Gas customers.”  (AG/CUB Ex 1.0, 7:9-10).  In his 16 

rebuttal testimony, Mr. O’Connor begins by truncating this statement and 17 

characterizes my direct testimony as claiming that “the Company has declined to 18 

provide information regarding the amount of other expenses” (Nicor Ex. 2.0, 53:1186-19 

1187). He then goes on to assert that contrary to this statement, “Nicor Gas provided 20 

information regarding the types of work performed by Nicor Services to support 21 

GLCG, the headcount of Nicor Services, the total payroll costs and the total assets 22 

employed” (Id., 1187-1190), all of which I allegedly chose to ignore. 23 
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Q. Did you, in fact, ignore the information regarding the types of work performed 1 

by Nicor Services to support GLCG, the headcount of Nicor Services, the total 2 

payroll costs and the total assets employed? 3 

A. No.  The “types of work performed by Nicor Services to support GLCG” (other than 4 

those billed from Nicor Gas) were identified as: product development, pricing, 5 

construct and maintain information systems, develop customer terms and conditions, 6 

sales channel information systems, develop customer terms and conditions, sales 7 

channel remittance, credit / collection, Department of Insurance and consumer 8 

protection compliance, risk profile / assessment, legal and national expansion. 9 

(Response to AG Data Request 2.05) The Company has not provided any evidence 10 

that these expenses are either material or relevant to the provision of GLCG to Nicor 11 

Gas customers. 12 

  Information regarding the headcount of Nicor Services, the total payroll costs 13 

and the total assets employed is simply not relevant to an analysis of the profitability of 14 

GLCG.  Had I been analyzing the profitability of Nicor Services, it would be necessary 15 

to take such information into account.  However, that was not the purpose of the 16 

analysis in my direct testimony. 17 

  Thus, I was aware of the information to which Mr. O’Connor refers.  I did not 18 

ignore that information in my analysis.  I did not incorporate the Nicor Services 19 

expenses (other than those billed from Nicor Gas) into my analysis either because there 20 

is no evidence that those other expenses are material or because they are not relevant to 21 

the profitability of GLCG provided to Nicor Gas customers. 22 

 23 
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Q. Is Mr. O’Connor’s rebuttal an accurate rendition of your direct testimony on the 1 

expenses incurred in the provision of GLCG? 2 

A. No.   His truncation of the quote from my direct testimony clearly changes its meaning.  3 

I did not state that the Company declined to provide any information related to costs 4 

incurred by Nicor Services.  What I stated was that the Company declined to provide 5 

any information related to the amount of costs incurred by Nicor Services to provide 6 

GLCG to Nicor Gas customers. 7 

  At the time of my direct testimony, the Company had not, in fact, provided any 8 

information on the amount of expenses incurred by Nicor Services (other than those 9 

billed from Nicor Gas) to provide GLCG to Nicor Gas customers, and it still has not 10 

done so.  The Company has provided a general description of costs that Nicor Services 11 

could theoretically incur to provide GLCG and information on the total costs actually 12 

incurred by Nicor Services.  However, Mr. O’Connor has provided no evidence of 13 

expenses incurred by Nicor Services (other than those identified in my direct 14 

testimony) to provide GLCG to Nicor Gas customers in his rebuttal testimony, nor has 15 

the Company done so anywhere else. 16 

 17 

Q. You also stated in your direct testimony that while Nicor Services may incur other 18 

expenses, such as general administration costs related to GLCG, there is no 19 

evidence that such expenses are material. Has Mr. O’Connor presented any 20 

evidence that such expenses are material? 21 

A. No.  Mr. O’Connor states that other expenses incurred by Nicor Services are material. 22 

However, he has provided no evidence that the other Nicor Services expenses 23 
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attributable to GLCG are material.  In my direct testimony, I stated that no other 1 

significant expenses in addition to those that I included in my analysis of GLCG 2 

profitability had been identified.  Mr. O’Connor has still not done so. 3 

 4 

Q. Mr. O’Connor also asserts that you either chose to ignore or failed to consider 5 

the detailed financial data provided in the 2009 Nicor Inc. Form 10-K.  Is this 6 

assertion correct? 7 

A. At the time of the preparation of my direct testimony, I had not reviewed the 2009 8 

Nicor Inc. Form 10-K.  However, I had reviewed the 2008 Nicor Inc. Form 10-K.  9 

That form includes financial information on “Other energy ventures,” which includes 10 

Nicor Services.  However, there is no financial information regarding GLCG.  There is 11 

certainly nothing in the 2008 Nicor Inc. Form 10-K that would indicate that my 12 

analysis of GLCG profitability is inappropriate or inaccurate. 13 

 14 

Q. Since the preparation of your direct testimony have you had a chance to consider 15 

the detailed financial data provided in the 2009 Nicor Inc. Form 10-K? 16 

A. Yes.  The “detailed financial data provided in the 2009 Nicor Inc. Form 10-K” also 17 

do not include any financial information regarding GLCG.  Again, there is nothing in 18 

the 2009 Nicor Inc. Form 10-K that would indicate that my analysis of GLCG 19 

profitability is inappropriate or inaccurate. 20 

 21 

Q. Does the fact that Nicor Inc.’s retail group of companies in total earn 22 

substantially less than the profit that you attribute to GLCG alone establish 23 
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that your GLCG profitability analysis must be erroneous, as Mr. O’Connor 1 

suggests? 2 

A. No.  The only thing that this establishes is that Nicor Inc.’s retail group of 3 

companies loses money on their services and products other than GLCG provided 4 

to Nicor Gas customers.  Given that not all of these other products and services 5 

enjoy the same marketing advantages conferred on GLCG by its relationship with 6 

Nicor Gas, this should come as a surprise to no one. 7 

 8 

Q. Do you agree with Mr. Ros that consumers are the best judge of what is in 9 

their own best interests and what consumption patterns promote their own 10 

well-being? 11 

A. Absolutely.  However, I believe that in order to make informed judgments, 12 

consumers, by definition, need complete and accurate information.  In my opinion, 13 

the promotions for GLCG do not provide customers with an accurate rendition of 14 

all the facts they need to make an informed decision on whether to purchase that 15 

product.  I do not purport to substitute my judgment for that of Illinois consumers, 16 

as Mr. Ros suggests.  Nowhere in my testimony do I say that customers should be 17 

prohibited from purchasing GLCG.  However, any decision to purchase this 18 

product should be based on knowledge of all relevant facts and information. 19 

 20 

Q. Do you agree with Mr. O’Connor’s assertion that the relatively low number of 21 

customer complaints regarding GLCG is evidence that the solicitations for 22 

GLCG are not misleading (Nicor Ex. 2.0, 40:901-905)? 23 
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A. No.  If customers lack the information necessary to evaluate the price of a product 1 

in relation to its true value, they are unlikely to register complaints about that 2 

product.  The relatively low number of complaints is not evidence that the price of 3 

GLCG is reasonable in relation to its real value or that the solicitations are 4 

complete and accurate. 5 

 6 

Q. Mr. Ros asserts that your testimony that the customer solicitations on behalf of 7 

Nicor Services emphasize the role of Nicor Gas in the provision of GLCG in a 8 

way that a competitor could not “confuses an essential input with a potential 9 

case of asymmetric information.”  Do you have a response? 10 

A. This is nothing more than an exercise in semantics.  The GLCG solicitations are 11 

made by Nicor Gas employees on calls initiated by Nicor Gas customers.  Those 12 

solicitations emphasize that any repairs will be made by a “certified Nicor 13 

technician” and that the monthly cost of the program will be “conveniently added to 14 

your Nicor Gas bill.” The only logical conclusion from these facts (along with the 15 

exorbitant profits from GLCG provided to Nicor Gas customers) is that the 16 

relationship of GLCG to the regulated utility confers a marketing advantage to 17 

GLCG that cannot be duplicated by any potential competitor, regardless of the label 18 

that Mr. Ros applies to it. 19 

 20 

Q. Does Mr. Ros agree with your conclusions regarding the profit margins earned 21 

by GLCG? 22 
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A. No.  He offers two criticisms of my testimony on the profit margins earned by 1 

GLCG.  First, he states that my calculations of the GLCG profit margin are 2 

incorrect.  Second, he claims that I have not estimated what he describes as 3 

“economic profits.” 4 

 5 

Q. Do either of these criticisms have any merit? 6 

A. No.  His assertion that my calculations of the GLCG profit margin are incorrect 7 

rests entirely on the rebuttal testimony of Mr. O’Connor.   However, as noted 8 

above, Mr. O’Connor has not established any infirmities in my analysis of the 9 

GLCG profit margins in his rebuttal testimony. 10 

  By Mr. Ros’s definition, economic profits are calculated at the firm level, 11 

not the individual service level.  Thus, the measurement of “economic profits,” as 12 

Mr. Ros defines the term, is not relevant to GLCG, and is even less relevant to 13 

GLCG provided to Nicor Gas customers.  In effect, Mr. Ros is accusing me of 14 

failing to apply a measure that by his own definition is not applicable to GLCG.  15 

This circular and self-contradictory criticism is obviously without merit. 16 

 17 

Q. On page 66 of his rebuttal testimony, Mr. O’Connor disagrees with your 18 

recommendation that if Nicor Gas employees are allowed to solicit customers 19 

for GLCG on behalf of Nicor Services, then either GLCG should be treated as 20 

a utility service, the GLCG margin should be treated as a credit to the Nicor 21 

Gas utility revenue requirement, or Nicor Services should be required to pay a 22 

royalty to Nicor Gas, because the only “proper inquiry for the Commission is 23 
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whether Nicor Gas is providing services to support GLCG at prices that 1 

amount to a ratepayer subsidy of Nicor Services.”  Do you have a response? 2 

A. Yes.  Given the material involvement of Nicor Gas employees in all elements of 3 

the provision of GLCG service to Illinois ratepayers, I believe that the matters of 4 

whether GLCG is properly priced or legitimately necessary are also fair subjects of 5 

inquiry for the Commission.  To the extent that it is determined that Nicor Services 6 

is unreasonably benefiting from its relationship with Nicor Gas, to the detriment 7 

of Nicor Gas ratepayers, then I believe that appropriate remedial action is 8 

warranted, including implementation of the proposals outlined in my direct 9 

testimony. 10 

 11 

Q. Based on your review of the Company’s rebuttal testimony, are you 12 

proposing to modify any of the conclusions and recommendations in your 13 

direst testimony? 14 

A. No. 15 

 16 

Q. Does this conclude your rebuttal testimony? 17 

A. Yes. 18 


