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Northern Illinois Gas Company d/b/a Nicor Gas Company
Response to: Illinois Commerce Commission

Ill.C.C. Docket No. 09-0301
DLH Thirteenth Set of Data Requests

DLH 13.08 Q. Referring to Nicor Gas Exhibit 2.0, pages 17-19, is it the Company’s position 
that the audits conducted pursuant to Part 550.150 included compliance with 
the eleven tests included as part of Recommendation #4 in ICC Staff Ex. 1.0?  
Fully explain which of the eleven tests were included in the scope of the 
previous audits and provide documentation reflecting that such tests were 
included in the audit testing or certification process.

DLH 13.08 A. As stated in previous testimony (Exhibit 2.0, pages 17-19), the Company’s 
current audits cover the biennial audit requirements of Section 550.150 of the 
Commission rules.  Copies of the prior year reports, and supporting 
workpapers have been reviewed by ICC staff and no deficiencies were noted 
in either the methodology or detailed test objectives of these audits.

The following three tests referred to in request DLH-13.08 are included in the scope of current 
audits conducted by Nicor Gas’ Internal Audit Department.  Responses, along with the 
attached Exhibits 1 through 3 from Nicor Gas’ Internal Audit Department audit programs,
have been included as documentation supporting the tests conducted.

Staff recommended audit test #3

Every party to the Operating Agreement shall maintain adequate books and records with respect 
to the operating agreement and that each party shall maintain sufficient internal controls to 
ensure that costs associated with transactions covered by this Operating Agreement are properly 
and consistently allocated and billed in accordance with the terms and provisions of the 
Operating Agreement.

Response:

Specific testing of time and expenses related to intercompany billing are conducted for 
adherence to the terms of the Operating Agreement.  Records to support these charges are 
reviewed.  Exhibit 1 includes an excerpt from the audit program for the biennial Intercompany 
Billing audit (NG-10-001) conducted in April-May 2010.

Staff recommended audit test #8

That the two factor formula methodology to allocate consolidated pool costs is properly 
calculated.
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Response:

The two factor formula (along with the payroll additive rate) is reviewed as part of the 
Intercompany Billing audit (NG-10-001) conducted in April-May 2010.  Exhibit 2 includes an 
excerpt from the audit program for this audit.

Staff recommended audit test #10

That exhibit A of the Operating Agreement accurately reflects the Parties to the Operating 
Agreement.

Response:

As part of the biennial Title 83 Adherence – Public Utilities audit (NG-10-425), Nicor Gas’ 
Internal Audit group conducts numerous tests to ensure that Nicor Gas is filing the list of Nicor 
Affiliates with the ICC on a quarterly basis.  An excerpt from the audit program for the most 
recent audit is included in Exhibit 3.    

Also, as part of Nicor Gas’ compliance policies and procedures, Nicor Gas determines regularly
whether the Operating Agreement Exhibit A accurately reflects all parties to the Agreement.

The remaining tests referred to in request DLH-13.08 are not specifically included in the 
scope of audits conducted by Nicor Gas’ Internal Audit department as they are not currently 
required as part of the biennial audit requirements of Section 550.150 of the Commission 
rules.  In addition, Nicor Gas does not feel that specific testing by Internal Audit is necessary 
due to the procedures in place within other departments of Nicor Gas to further ensure 
compliance with the Operating Agreement.  Explanations for each test are listed below. 

Staff recommended audit test #1

Joint Purchasing Arrangements shall not increase Nicor Gas’ fully distributed cost for goods or 
services.

Response:

Specific joint purchasing arrangements, when entered into, are discussed with the Accounting, 
Internal Control department for their impact on Nicor’s fully distributed cost and for adherence 
to the Operating Agreement.  These agreements are entered into in an effort to decrease costs 
with all parties involved, including Nicor Gas.  Further review by internal audit is not considered 
necessary.

Staff recommended audit test #2

All agreements for the provision or use of facilities, services and activities or the sale of real 
property and/or tangible personal property shall have no terms inconsistent with the Operating 
Agreement.
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Response:

Current agreements in the form of contracts for the provision or use of facilities, services and 
activities or the sale of property are reviewed as part of Nicor Gas’ compliance policies and 
procedures for their adherence to the terms of the Operating Agreement.  No additional review 
by internal audit is considered necessary.

Staff recommended audit test #4

All sales of assets between Nicor Gas and a Nicor entity are charged at a price in compliance 
with section 5.1(a) of the Operating Agreement.

Response:

Sales of Assets between Nicor Gas and a Nicor entity are not common, and are discussed with
the Accounting Internal Control department for compliance with the Operating Agreement.    
These sales are not routinely reviewed by internal audit as it is not considered necessary.

Staff recommended audit test #5 and #6

The provision of facilities or services between Nicor Gas and a Nicor entity are charged at a 
price in compliance with section 5.1(b) of the Operating Agreement.

and

All costs charged between the parties are determined in accordance with either a direct charge or 
a consistent predetermined allocation methodology based upon current cost studies.

Response:

Cost studies, including reviews for direct charges, are conducted annually by the Accounting
Internal Control department and are subject to a stringent review process by management.  As 
part of this process, the provision of facilities or services between Nicor Gas and a Nicor entity 
are determined to be charged at a price in compliance with section 5.1(b) of the Operating 
Agreement.  Internal Audit will periodically review certain aspects of the cost study, such as the 
payroll additive rate and the two factor formula (as noted above) for reasonableness.  
Independent testing by internal audit of the entire cost study process is not considered necessary.

Staff recommended audit test #7

The fully distributed cost for the use of facilities and the provision of services are determined in 
compliance with section 5.2 of the Operating Agreement and all allocated costs are based on a 
consistent pre-determined allocation methodology and the allocation factors set forth in exhibit C 
to the Operating Agreement.  This item includes but is not limited to specific testing of the 
transactions between Nicor and Nicor Enerchange.
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Response:

As part of the cost studies conducted by the Accounting Internal Control department, the fully 
distributed costs for the use of facilities and the provision of services are considered and 
reviewed for adherence to section 5.2 of the Operating Agreement and all costs are based on a 
pre-determined allocation methodology.  The allocation factors set forth in the proposed exhibit 
C to the Operating Agreement, per Nicor Gas’ rebuttal testimony on Exhibit 2.0, pages 19-20 are 
to provide documentation of the various allocation methodologies employed by the Company in 
compliance with Article V of the Agreement, including direct costs, allocated costs, indirect 
costs and the two factor formula.  These methodologies will be reviewed as part of the annual 
cost studies conducted by the Accounting Internal Control department.  Independent testing by 
Internal Audit is not considered necessary.

Staff recommended audit test #9

That allocation of costs among parties other than Nicor Gas does not directly or indirectly 
adversely impact Nicor Gas, such as by increasing Nicor Gas costs.

Response:

There are very few cost allocations charged between affiliated parties of Nicor Gas that have an 
effect, either directly or indirectly, on Nicor Gas.  The Accounting Internal Controls department 
monitors charges between such parties regularly for adherence to the Operating Agreement.  As 
part of Nicor Gas’ compliance policies and procedures, cost allocations between affiliates are 
also reviewed from time to time when questions arise as to their adherence to the Operating 
Agreement.  No additional review by internal audit is considered necessary.

Staff recommended audit test #11

That exhibit B of the Operating Agreement accurately reflects all sub agreements of the 
Operating Agreement.

Response:

Currently, exhibit B to the Operating Agreement is not a required exhibit, and as such is not 
reviewed by Internal Audit.  As stated in Nicor Gas’ rebuttal testimony Exhibit 2.0, pages 20-24, 
Nicor Gas’ position is that exhibit B not be required.  

Witness: Gerald P. O’Connor
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DLH 13.08
Exhibit 1

Work Papers

1. Determine if the Intercompany Billing guidelines for Nicor and its 
affiliates are periodically reviewed and updated, and are periodically 
distributed to those responsible for Intercompany Billing.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

2. Review the procedures on how employees and departments, that should 
be performing Intercompany Billing, are identified and how they are trained 
by Accounting Internal Control. Ensure that the procedures and training 
records are up to date and accurate.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/19/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

3. Determine if Accounting Internal Control is attempting to identify all 
departments and employees that are performing Intercompany Billing by 
performing the following (Note: This step is not required, however, it is 
performed as a step in the Accounting Internal Control procedures as a 
yearly reminder to all managers regarding the Intercompany Billing 
Process.)

a. Obtain the memos sent to all managers asking them if any of their 
employees are performing any duties for subsidiaries and if so are 
they billing out their costs; 

b. Review these memos and ensure that they are complete and timely; 
and 

c. Using ACL determine if the distribution list for the semi annual 
Intercompany Billing memo captured all management employees 
level 7 and above. 

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/16/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

4. Determine if Accounting Internal Control’s population of employees that 
are set up under Intercompany Billing is accurate by obtaining a list of all 

D.1.PS Assigned To:

           

Prepared By:

           LGu, 
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employees that can perform Intercompany Billing from Accounting Internal 
Controls and perform the following steps. ( This is the Intercompany Billing 
Numbers of Inactive/Added Employees)

a. Utilizing the Pick-off (from Preliminary Step 6a) of Intercompany 
Billing Charges, ensure that there are not any individuals billing out 
that are not on the list of employees that can bill out provided by 
Accounting Internal Control. (Note: import into ACL the entire 
spreadsheet and the XB data pull of billed charges during 2009 and
compare the entire population) If there are individuals who billed 
out and are not on the ICBA listing, obtain explanations) This step is 
intended to make sure the active employees in the intercompany 
billing Lawson XB system have been set up by Accounting Internal 
Control.

b. Utilizing the Pick-off of employees that left the company, compare 
this to the list of employees that can bill out from Step 10 and the 
pick-off of charges in 2009, to determine if there was anyone that 
billed out but is no longer with the company (during 2008 and 
2009) and if so ensure that they billed out prior to leaving to ensure 
billing was completed. (Note: Take entire data pulls of employees 
who left the company and compare to entire populations from each 
list of data mentioned in this step) 

c. From step b. above if there are charges that occurred after the date 
the employee separated from the company, investigate to 
determine if charges are legitimate.

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

6. Determine if New Hires that perform work for the affiliates are properly 
notified and trained in the preparation of COSRs forms or Lawson billing, by 
performing the following:

a. Sample of 30 employees to test will be taken from the new hire data 
pull from HRIS to include 15 management and 15 union and 
temporary employees. 

b. Develop a questionnaire to interview employees to determine if they 
have billed out or should bill out and were they trained, since they 
were in a department that has been identified as having the 
potential to bill out; 

c. Utilizing the sample selected that have stated that they do perform 
work for affiliates, but have not received training discuss the 
employee with Accounting Internal Control to inquire why they have 
not been trained; and 

d. Utilizing the sample selected that have stated that they have 
received training, trace the individuals to documentation from 
Accounting Internal Control evidencing that they were identified, 
notified, and trained.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010
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Work Papers

7. Determine if employees are properly billing out by utilizing the Pick-off 
of all Intercompany Billing Charges within the audit period and perform the 
following:

a. Utilizing ACL randomly sample of 20 employees and one 
judgmentally selected employee that billed out time; 

b. Develop a questionnaire and send to the selected employees; and 

c. Determine if the manner in which the employees report and allocate 
hours and dollars is reasonable and consistent.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

8. Utilizing the sample selected in "Proper Billing Procedure", test 2 months 
of Procurement Card statements for each employee. Note: The procard logs 
to request will be the logs with the statement date beginning in the month 
that is being tested in future audits. Review future audit notes.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

9. Randomly select 2 quarters and obtain Accounting Internal Control’s 
audit of Intercompany Billing Charges and review it for reasonableness.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

12. Randomly select 3 months of Intercompany journal entries and ensure 
there is proper supporting documentation maintained to verify the 
Intercompany journal entries made. 

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers D.1.PS Assigned To:
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13. Document how the IBA enters and trains employees who were 
promoted or changed positions throughout the year.

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010
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DLH 13.08
Exhibit 2

Work Papers

10. Obtain the supporting documentation for each of the Payroll Additive 
rates that are applied to the allocated payroll dollar expenses and perform 
the following:

a. Determine what items are considered in developing these rates 
and evaluate the method used to calculate them and ensure the 
information is accurate and reasonable; and 

b. Review the frequency of the review and revisions of these rates 
for reasonableness.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010

Work Papers

11. Obtain the supporting documentation on the Two-Factor formula for 
allocating consolidated pool and branding pool expenses and perform the 
following:

a. Determine what items are considered in developing this factor and 
evaluate the method used to calculate them and ensure the 
information is accurate and reasonable; and 

b. Review the frequency of the review and revisions of these 
allocations for reasonableness.

D.1.PS Assigned To:

           

Prepared By:

           LGu, 

4/22/2010

Reviewed By:

           BK, 

5/5/2010
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DLH 13.08
Exhibit 3

550.130 List of Affiliated 

Interests

1) Ensure that Nicor Gas is filing 
with the ICC on a quarterly basis 
the list of Nicor affiliates as 
required by Part 550.130.

D.14.PS Assigned To:

Prepared By:

MJK, 

3/4/2010

Reviewed By:

BK, 

3/31/2010
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