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Witness and Schedule Identification 1 

Q. Please state your name and business address. 2 

A. My name is Dianna Hathhorn.  My business address is 527 East Capitol Avenue, 3 

Springfield, Illinois 62701. 4 

 5 

Q. By whom are you employed and in what capacity? 6 

A. I am currently employed as an Accountant in the Accounting Department of the 7 

Financial Analysis Division of the Illinois Commerce Commission (“Commission” 8 

or “ICC”). 9 

 10 

Q. Please describe your professional background and affiliations. 11 

A. I am a licensed Certified Public Accountant.  I earned a B.S. in Accounting from 12 

Illinois State University in 1993.  Prior to joining the Commission in 1998, I 13 

worked as an internal auditor for another Illinois state agency for approximately 14 

3.5 years.  I also have 1.5 years experience in public accounting for a national 15 

firm. 16 

 17 

Q. Have you previously testified before any regulatory bodies? 18 

A. Yes.  I have testified on several occasions before the Commission. 19 

 20 

Q. What is the purpose of your testimony in this proceeding? 21 

A. The purpose of my testimony is to present my analysis and recommendations on 22 

several issues presented by the application for authority to engage in a 23 
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reorganization and to enter into various agreements filed by AGL Resources Inc., 24 

Nicor Inc., and Northern Illinois Gas Company d/b/a Nicor Gas Company (jointly, 25 

the “Joint Applicants” or individually, “AGL Resources,” “Nicor,” or  “Nicor Gas”).  26 

Specifically, my testimony addresses (a) whether the proposed reorganization 27 

complies with the requirements set forth in paragraphs (2) and (3) of Section 7-28 

204(b) of the Public Utilities Act (“Act”); (b) whether the Commission should 29 

approve certain affiliated interest agreements for which the Joint Applicants seek 30 

approval; and (c) whether the Commission should approve the proposed 31 

accounting entries associated with the reorganization.   32 

 33 

Q. Have you included any attachments with your testimony? 34 

A. Yes, I have included the following attachments, which present information 35 

prepared by the Joint Applicants: 36 

Attachment A-   Joint Applicants’ Responses to Staff Data Requests DLH-10.01 37 
and DLH-10.02 38 

Attachment B-   Joint Applicants’ Response to Staff Data Request DLH-1.07 39 
 40 

Section 7-204(b)(2) – Subsidization of Non-Utility Activities and Section 7-41 

204(b)(3) – Allocation of Costs and Facilities 42 

Q. Sections 7-204(b)(2) and 7-204(b)(3) of the Act state as follows: 43 

 … In reviewing any proposed reorganization, the Commission must find that: . . . 44 
(2) the proposed reorganization will not result in the unjustified subsidization of 45 
non-utility activities by the utility or its customers; (3) costs and facilities are fairly 46 
and reasonably allocated between utility and non-utility activities in such a 47 
manner that the Commission may identify those costs and facilities which are 48 
properly included by the utility for ratemaking purposes… 49 

 50 
In your opinion, does the proposed reorganization comply with these 51 

requirements? 52 
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A. No.  The proposed reorganization cannot be found to comply with Sections 7-53 

204(b)(2) and 7-204(b)(3) of the Act due to several issues I explain below with 54 

the proposed Operating Agreement (Joint Applicants Exhibit 6.1 or “OA”) and the 55 

AGL Services Agreement (Joint Applicants Exhibit 5.2, (“Services Agreement” or 56 

“SA”)).  However, if the Joint Applicants were to accept certain conditions 57 

discussed below, then I would recommend the Commission make the required 58 

findings with respect to these two subsections.   59 

 60 

Q. Please briefly describe the difference between the OA and SA. 61 

A. The OA is very similar to the affiliated interest agreement presently in place for 62 

transactions between Nicor Gas and its affiliates.  It is a two-way transaction 63 

document, meaning Nicor Gas can both provide services to its affiliates, or 64 

receive services from its affiliates, by authority in the OA.  In Nicor Gas’ last rate 65 

case, Docket No. 08-0363, the Commission ordered Nicor Gas to submit its OA 66 

for re-approval or a revised OA for approval.  Nicor Gas chose the former and the 67 

OA is under review in Docket No. 09-0301.  Those issues have been moved to 68 

this proceeding and will be considered in the OA phase of this case.  I have 69 

several pending recommendations to the OA in Docket No. 09-0301.  My 70 

testimony in the merger phase of this case addresses an OA issue brought about 71 

by the addition of parties to the OA proposed in the reorganization.  The SA 72 

would govern transactions only from AGL Services Company (“AGSC”) to Nicor 73 

Gas, i.e., it is a one-way agreement. 74 

 75 
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Operating Agreement 76 
Recommendation #1: Require AGSC to Pay Nicor Gas Fully Distributed Cost 77 

Q. Please describe your recommendation to Section 5.1 (b)(i) of the OA to require 78 

AGSC to pay Nicor Gas fully distributed cost (“FDC”). 79 

A. Presently, Section 5.1(b)(i) of the OA allows Nicor Gas to be paid by AGSC 80 

prevailing price, or if no such prevailing price exists, FDC.  In other words, AGSC 81 

is allowed to pay Nicor Gas greater or less than Nicor Gas’ fully distributed costs 82 

if a prevailing price exists.  If this occurs, then the difference between the 83 

prevailing price and Nicor Gas’ fully distributed cost is either a cost burden that 84 

would subsidize AGSC by Nicor Gas’ ratepayers, or vice versa. 85 

 86 

Q.   Is it appropriate for AGSC to pay Nicor Gas above its FDC?  87 

A. No, since AGSC is a services company.  Services companies are typically used 88 

by multi-jurisdictional entities to provide services to multiple utilities at cost.  89 

While Nicor Gas could possibly benefit by charging AGSC in excess of its FDC, 90 

this would be inappropriate since AGSC would likely pass along this higher cost 91 

to another regulated utility.  The SA proposed in this case, discussed later in my 92 

testimony, appropriately does not allow Nicor Gas to pay AGSC greater than 93 

FDC.  It is appropriate for the OA to mirror this arrangement so that AGSC 94 

remains the pass through entity it is designed to be.1   95 

 96 

Q. Has the Commission required other Illinois utilities to be paid by their services 97 

                                            
1
 See Joint Applicants Ex. 5.0, p. 6, lines 130-131, “The AGSC structure was also created to allow for 

AGSC to recover its costs but not to create either a gain or a loss in any accounting period.” 
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companies in the same manner you recommend? 98 

A. Yes.  In Docket No. 10-0408, in the affiliate interest agreement between The 99 

Peoples Gas Light and Coke Company, North Shore Gas Company, and their 100 

services company (“Peoples/North Shore AIA”), Section 2.1 (iv) requires 101 

transactions provided by the utilities to their services company, Integrys Support, 102 

to be priced at cost (NS-PGL Ex. 1.1, Docket No. 10-0408, Order, dated 103 

December 15, 2010).  Consistent with the Peoples/North Shore AIA, I 104 

recommend transactions provided by Nicor Gas to AGSC be priced at cost.2 105 

 106 

Q. What is your recommended language change to Section 5.1(b) of the OA to 107 

address your Recommendation #1? 108 

A. My recommended language is shown in legislative style as follows: 109 

Section 5.1 … 110 
(b) Use of Facilities or Services. 111 
 112 

   (iii) Facilities or services provided by Nicor Gas 113 
to AGSC shall be charged by Nicor Gas to AGSC at fully 114 
distributed cost (determined as provided in Section 5.2) incurred by 115 
Nicor Gas in providing such facility or service to the AGSC. 116 

 117 

Q. Please summarize why the Commission should adopt Recommendation #1 as a 118 

condition of the reorganization. 119 

A. The change under Recommendation #1 is necessary to the OA for the 120 

Commission to make the Section 7-204b(2) finding that the proposed 121 

reorganization will not result in the unjustified subsidization of non-utility activities 122 

                                            
2
 The Joint Applicants already propose for transactions provided to Nicor Gas by AGSC be priced at cost. 

in Section IV of the AGL Services Agreement, Joint Applicants Ex. 5.2. 
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by the utility or its customers.  As discussed above, the OA as proposed in the 123 

reorganization could result in the unjustified subsidization of non-utility activities 124 

by allowing AGSC to pay Nicor Gas more or less than Nicor Gas’ fully distributed 125 

costs.  Further, any costs that are not properly charged initially cannot be 126 

properly allocated between utility and non-utility activities, as required by Section 127 

7-204b(3). 128 

 129 

AGL Services Agreement 130 
Recommendation #2: Add Access to Records Paragraph 131 

Q. Please describe your recommendation to add a paragraph to the SA regarding 132 

access to records. 133 

A. The proposed SA does not contain any language regarding rights for access to 134 

records by parties or the ICC, as is contained in the proposed OA’s Section 9.4.  135 

In discovery, the Joint Applicants have agreed to add the following language to 136 

the SA (Joint Applicants’ Response to Staff Data Request DLH-4.10): 137 

Access to Records. During the term of this Agreement and for a period 138 
of seven years after the expiration or termination of this Agreement by 139 
either AGSC or the Company (individually a “Party”), such Party shall 140 
have reasonable access to and the right to examine any and all books, 141 
documents, papers and records which pertain to services provided under 142 
this Agreement to such Party, and such Party shall provide access to, and 143 
the opportunity to examine, all such records which pertain to services 144 
provided under this Agreement by such Party. Each Party shall maintain 145 
all such records for a period of seven years after expiration or 146 
termination of this Agreement as to such Party. In addition, during the 147 
term of this Agreement and for a period of seven years after the 148 
expiration or termination of this Agreement, the ICC shall have access to 149 
the books and records of AGSC as they relate to transactions between 150 
AGSC and Nicor Gas to the extent allowed under Section 7-101 of the 151 
Illinois Public Utilities Act and subject to Section 5-108 of the Illinois 152 
Public Utilities Act. 153 
 154 

Recommendation #3: Require Changes in Allocation Methods to be Filed with 155 
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Commission 156 

Q. Please describe your recommendation regarding changes in allocation methods 157 

used in the SA. 158 

A. The SA, in the Description of Services section. states in part, “Substitution or 159 

changes may be made in the methods of allocation hereinafter specified, as may 160 

be appropriate and will be provided to state regulatory agencies and to each 161 

affected AGLR System Company.”  However, there is no requirement to provide 162 

these changes to the Commission.  In discovery, the Joint Applicants have 163 

agreed to file on the ICC’s e-Docket system in Docket No. 11-0046 with a copy to 164 

the Chief Clerk of the Commission, and provide a copy to the Manager of the 165 

Accounting Department, documentation of any substitution or changes in the 166 

methods of allocation in the Policies and Procedure Manual for the proposed 167 

AGL Services Agreement. (Joint Applicants’ Response to Staff Data Request 168 

DLH-8.01)  Therefore, I recommend adding the following language to the SA: 169 

IV.  COMPENSATION AND ALLOCATION. As and to the extent 170 
required by law, AGSC will provide such services at cost. The 171 
attached Exhibit I contains AGSC’s Policies and Procedures 172 
Manual which describes the rules for determining and allocating 173 
costs for AGSC. Nicor Gas shall file on the ICC’s e-Docket system 174 
in Docket No. 11-0046 with a copy to the Chief Clerk of the 175 
Commission, and provide a copy to the Manager of the Accounting 176 
Department, documentation of any substitution or changes in the 177 
methods of allocation in the Policies and Procedure Manual. 178 
 179 

Recommendation #4: Require Annual Internal Audit 180 

Q. Please describe your recommendation regarding an annual internal audit of the 181 

SA. 182 

A. The SA does not contain any requirement for an internal audit.  The Joint 183 

Applicants stated that no internal audits of any AGL Services Agreements similar 184 
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to Joint Applicants Ex. 5.2 were performed between the years 2005 and 2010.  185 

(Joint Applicants’ Response to Staff Data Request DLH-4.03)  The Joint 186 

Applicants further stated that, consistent with the requirements of 83 Ill. Adm. 187 

Code 550.150, the Joint Applicants would agree to conduct a biennial internal 188 

audit or have such audit conducted by independent public accountants and 189 

provide a copy of the audit report to the ICC’s Manager of the Accounting 190 

Department. (Joint Applicants’ Response to Staff Data Request DLH-4.12)   191 

 192 

Q. Does the agreement to conduct biennial audits satisfy your concern that the SA 193 

be audited? 194 

A. No.  I recommend an annual, rather than I biennial audit be required.  I also 195 

recommend that certain, specific tests be required within the audit.  An annual 196 

audit is appropriate because the Services Agreement is new to Illinois, not 197 

regularly audited by AGLR, and there is potential for a large amount of costs to 198 

be charged to Nicor Gas through it.   Further, the audit scope should be required 199 

to be focused on the certain, specific areas, where I believe there is the greatest 200 

potential for harm to ratepayers.   201 

 202 

Q. Do any other affiliated interest agreements with Illinois utilities require annual 203 

internal audits? 204 

A. Yes.  The Master Regulated Affiliated Interest Agreement of The Peoples Gas 205 

Light and Coke Company and North Shore Gas Company (“Peoples/North Shore 206 

Master AIA”), includes a requirement in its Section 4.4 for an annual internal 207 
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audit testing transactions’ compliance with the agreement. (Docket No. 07-0361, 208 

December 5, 2007)  Section 4.3 of Peoples/North Shore’s AIA also requires an 209 

annual internal audit.   Ameren Illinois Company (“Ameren”) conducts annual 210 

internal audits of its services company’s request system, policies, procedures 211 

and controls, in accordance with the Commission’s order in Docket No. 06-0070, 212 

November 21, 2006.  MidAmerican Energy Company (“MidAmerican”) is required 213 

to provide to Staff an annual internal audit of charges covered by its 214 

Intercompany Administrative Services Agreement (“IASA”) (Section I. D. of Rider 215 

to IASA approved in Docket No. 06-0291, May 2, 2007).  216 

 217 

Q. Why is it necessary to include specific audit tests in your recommendation for an 218 

annual internal audit? 219 

A. The purpose of requiring specific tests is to ensure audit resources are engaged 220 

to monitor the risk areas that the Commission deems appropriate.  The specific 221 

tests ensure the audit is a more useful product to Staff, intervenors and the 222 

Commission.  Several tariffs adopted by the Commission have adopted audits 223 

with specific tests, including: 224 

 Peoples/North Shore Rider Volume Balancing Adjustment Riders; 225 

 Peoples Infrastructure Cost Recovery Rider; 226 

 Commonwealth Edison Company Advanced Metering Program 227 

Adjustment; 228 

 All uncollectibles expense riders adopted pursuant to Section 19-145 and 229 

16-111.8 of the Act; 230 
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 All energy efficiency and demand response riders adopted pursuant to 231 

Sections 8-103 and 8-104 of the Act; and 232 

 All purchased electricity riders adopted pursuant to Section 16-111.5 of 233 

the Act. 234 

My recommended language changes to the SA regarding an annual internal 235 

audit are included under Recommendation #6 below. 236 

 237 

Recommendation #5: Require Triennial Cost Study 238 

Q. Please describe your recommendation regarding a cost study of the services 239 

provided under the SA. 240 

A. The SA’s Policies and Procedures Manual states in several places that the 241 

various allocation ratios it uses to allocate non-directly charged or assigned costs 242 

will be updated at regular intervals, at least annually, using the most recent data 243 

available.   However, there is no requirement to conduct a full study of the cost of 244 

services provided under the SA.  A full study is necessary periodically to ensure 245 

that AGSC is charging the system companies, i.e., Nicor Gas, appropriately, with 246 

no over or under charging of its services.  Therefore, I recommend a full study be 247 

conducted every three years.  The annual updates, which are already 248 

established in the Manual, should be continued. My recommended language 249 

changes to the SA regarding a requirement of a cost study are included under 250 

Recommendation #6 below. 251 

 252 

Q. Do any other affiliated interest agreements with Illinois utilities require triennial 253 

cost studies? 254 
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A. Yes.  Section 4.3 of Peoples/North Shore Master AIA and Section 4.4 of 255 

Peoples/North Shore AIA contain the identical requirement.   256 

 257 

Recommendation #6: Require Annual Filing of Billing Report for SA 258 

Q. Please describe your recommendation to include in the SA a requirement for the 259 

Joint Applicants to annually file a billing report. 260 

A. I recommend that the Joint Applicants annually file by May 1 a billing report on 261 

the ICC’s e-Docket system in Docket No. 11-0046 with a copy to the ICC’s 262 

Accounting Department Manager and to the Office of the Chief Clerk of the ICC. 263 

The billing report should summarize the monthly charges to Nicor Gas from 264 

AGSC under the Services Agreement.   265 

 266 

Q. Do any other affiliated interest agreements with Illinois utilities require 267 

compliance filings of monthly billing reports? 268 

A. Yes.  Section 4.5 of Peoples/North Shore Master AIA and Section 4.2 of 269 

Peoples/North Shore’s AIA contain such requirements.  Other utilities are 270 

required by the Commission to submit other compliance information related to 271 

their affiliated interest transactions.  For example, Ameren submitted a quarterly 272 

list of challenges and responses regarding unreasonable charges under its 273 

affiliate agreement for transactions between the formerly separate Illinois utilities, 274 

pursuant to Docket No. 09-0233, January 6, 2010.  MidAmerican submits a 275 

report of its quarterly true-up process of affiliate transactions (Section I.C. in 276 

Rider to IASA approved in Docket No. 06-0291). 277 

 278 
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Q. Please explain why the Commission should adopt Recommendation #6 as a 279 

condition of the reorganization. 280 

A. The condition will provide the Commission with an important tool in monitoring 281 

affiliate transactions and assure that the reorganization does not result in the 282 

unjustified subsidization of non-utility activities by the utility or its customers and 283 

in determining that costs and facilities are fairly and reasonably allocated 284 

between utility and non-utility activities.   285 

 286 

Q. Please provide your recommended language changes to the Services 287 

Agreement for your Recommendations 4, 5, and 6. 288 

A. I recommend the following language be added to the Operating Agreement: 289 

 Annual Internal Audit, Annual Report, and Triennial Cost Study 290 

a) Nicor Gas shall file an internal audit report annually with the ICC’s 291 
Accounting Department Manager no later than July 1, that reflects the 292 
results of an internal audit which tests compliance with the terms of the 293 
Services Agreement, including, but not limited to the following: 294 

 295 
1) Joint purchasing arrangements shall not increase Nicor Gas’ fully 296 
distributed cost for goods or services; 297 

2) All written sub-agreements for the provision of services shall have 298 
no terms inconsistent with the Services Agreement; 299 

3) Every Party to the Services Agreement shall maintain adequate 300 
books and records with respect to the Services Agreement and that each 301 
party shall maintain sufficient internal controls to ensure that costs 302 
associated with transactions covered by this Services Agreement are 303 
properly and consistently allocated and billed in accordance with the terms 304 
and provisions of the Services Agreement; 305 

4) The provision of services to Nicor Gas from AGSC are charged at a 306 
price in compliance with the most current Policies and Procedures Manual 307 
to the Services Agreement; 308 

5) All costs charged to Nicor Gas are determined in accordance with 309 
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either a direct charge or a consistent, predetermined allocation 310 
methodology based upon current cost studies; 311 

6) The fully distributed cost for provision of services are allocated 312 
based on cost and on a consistent predetermined allocation methodology 313 
that uses allocation factors set forth in the most current Policies and 314 
Procedures Manual to the Services Agreement. This item includes, but is 315 
not limited to, specific testing of the costs charged to Nicor Gas versus 316 
other AGLR affiliates for indirect costs; and 317 

7) That allocation of costs among parties other than Nicor Gas does 318 
not directly or indirectly adversely impact Nicor Gas, such as by increasing 319 
Nicor Gas’ costs.  320 

The first such audit shall pertain to the period ending December 31, 2012, 321 
and shall be due on or before July 1, 2013. 322 
 323 

b) Nicor Gas shall file no later than May 1 annually a billing report on the 324 
ICC’s e-Docket system in Docket No. 11-0046 with a copy to the ICC’s 325 
Accounting Department Manager and to the Office of the Chief Clerk of 326 
the ICC. The billing report shall summarize the monthly charges to Nicor 327 
Gas from AGSC under the Service Agreement. 328 

 329 
c) At least once every three years, AGSC shall conduct a new study of the 330 

cost of services provided hereunder, for the purpose of testing compliance 331 
with the Agreement and to analyze the price of services provided. The 332 
study shall be updated at least annually. AGSC shall provide Nicor Gas 333 
with a copy of each new study or update, as the case may be, no later 334 
than May 1 of the year following the end of the most recently completed 335 
fiscal year covered by the new study or update. The first such new study 336 
shall pertain to the period ending December 31, 2012, and shall be due on 337 
or before May 1, 2013. 338 

 339 

Recommendation #7: Require Human Resources Indirect Costs Including Employee 340 
Benefits to be Directly Charged or Assigned 341 

Q. Please describe your recommendation that employee benefits indirect costs in 342 

the SA be directly charged or assigned. 343 

A. I recommend the Joint Applicants require AGSC to charge its employee benefits 344 

indirect costs through an overhead rate that can be charged to the affiliates 345 

based upon AGSC labor costs charged to the client companies.  Presently, 346 
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AGSC charges employee benefits costs (i.e., health insurance costs, pension 347 

expense, etc.) and other indirect costs to affiliates by the use of ratios, such as 348 

the composite or number of end use customers. (See Attachment A) 349 

 350 

Q. Why do you oppose the SA’s proposed methodology? 351 

A. While ratios may be reasonable for some indirect costs, such as those that are 352 

incurred on a shared basis which cannot easily be assigned by cost causation 353 

such as departmental overheads, the SA methodology would have Nicor Gas 354 

share in paying for the employee benefits costs directly incurred by AGL’s 355 

affiliates in other jurisdictions.  For example, if an AGSC employee charges 40 356 

hours of labor to Atlanta Gas Light Company (“Atlanta Gas”), the indirect costs of 357 

health insurance, pension, and payroll taxes associated with those 40 hours 358 

would not be charged only to Atlanta Gas.  Instead, those charges would be 359 

pooled and charged to all affiliates based on the ratio of number of employees or 360 

the composite ratio.  Under this methodology, Nicor Gas would inappropriately 361 

subsidize the other affiliates’ costs of health insurance, pension, and payroll 362 

taxes associated with labor directly performed for Atlanta Gas.  363 

 364 

Q. What is the magnitude of the costs that Nicor Gas could incur due to this 365 

methodology? 366 

A. I am uncertain whether the costs would be allocated to Nicor Gas based on the 367 

composite allocator or ratio of number of employees.  However, in the Joint 368 

Applicants’ Response to Staff Data Request DLH-3.03, an illustrative example of 369 
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the composite ratio post-merger indicates Nicor Gas would receive approximately 370 

31% of the costs.  Using number of employees, Nicor Gas’ number of employees 371 

ratio is expected to be significant since AGL had 2,621 employees at February 1, 372 

2011 (2010 AGL annual report, p. 29) and Nicor Gas had approximately 2,200 373 

employees at year-end 2009 (2009 10-K).   374 

 375 

Q. What is the Joint Applicants’ rationale for this methodology? 376 

A. The Joint Applicants stated that when AGL Resources was designing the current 377 

allocation methodology, a decision was made to simplify the steps in the overall 378 

allocation process. It further indicated that any change to this methodology would 379 

need to be made for all system companies or AGSC would no longer be able to 380 

claim an “at cost” allocation methodology.  (See complete response in 381 

Attachment A)   382 

 383 

Q. Do any other affiliated interest agreements with Illinois utilities allow indirect costs 384 

to be charged to affiliates in the manner proposed in the SA? 385 

A. Not that I am aware of.  Other Illinois utilities’ affiliated interest agreements, some 386 

of which are listed below, require certain indirect costs such as employee 387 

benefits to be charged to affiliates based upon the amount of labor directly 388 

incurred by each affiliate.   389 

 Ameren General Services Agreement3, Section 3, p. 5: “Overhead costs 390 

associated with labor, such as pensions and benefits, payroll taxes and injuries 391 

                                            
3
 Docket No. 09-0234 (July 14, 2010), Ameren Services Company, service agreement between various 
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and damage expense will be charged to the Client Company based on Service 392 

Company labor costs charged to the Client Company.” 393 

 Peoples/North Shore AIA Section 2.2 C: “An overhead shall be established and 394 

shall be applied to direct labor dollars (product of sub-paragraphs (i)(A) and 395 

(i)(B)) to include: 1. Costs associated with pensions, other post-employment 396 

benefits, social security taxes, unemployment compensation, health, dental and 397 

life insurance, training, vacation, sick, holiday and other employee benefits;…” 398 

 Peoples/North Shore Master AIA, Section 2.2: “[…] to the extent possible and 399 

prior to allocating costs pursuant to subsections (ii) and (iii) of this Section 2.2, 400 

costs associated with a service that is specifically performed for a single Client 401 

Company will be directly assigned and billed to that Client Company;” 402 

 Nicor Gas OA ((both existing and proposed) Section 5.2 c): “All direct labor 403 

charges apportioned to a Party (either apportioned directly or using an 404 

allocation methodology) shall be increased by a loading factor to reflect indirect 405 

labor-driven costs. […] The labor loading shall include payroll taxes; medical, 406 

dental and vision insurance costs; pension and other postretirement health care 407 

benefits costs; incentive compensation plan costs; employee savings plans 408 

costs; training costs; other employee benefits; the employee benefits 409 

department costs; communications and computer support and facilities costs.” 410 

 411 

Q.  What is your recommended language to address this issue? 412 

(..continued) 
Ameren Companies including Central Illinois Public Service Company d/b/a AmerenCIPS, Central Illinois 
Light Company d/b/a AmerenCILCO, Illinois Power Company d/b/a Ameren IP  
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A.  I recommend adding the following language (shown in double-underline prior to 413 

other proposed language from Recommendation #3 above) to the Services 414 

Agreement: 415 

IV.  COMPENSATION AND ALLOCATION. As and to the extent 416 
required by law, AGSC will provide such services at cost. The 417 
attached Exhibit I contains AGSC’s Policies and Procedures 418 
Manual which describes the rules for determining and allocating 419 
costs for AGSC. AGSC shall include in the Policies and Procedures 420 
Manual detailed instructions mandating that indirect costs of human 421 
resources costs, including pension expense, health insurance, and 422 
payroll taxes, be charged to Nicor Gas by use of an overhead rate. 423 
Nicor Gas shall file on the ICC’s e-Docket system in Docket No. 11-424 
0046 with a copy to the Chief Clerk of the Commission, and provide 425 
a copy to the Manager of the Accounting Department, 426 
documentation of any substitution or changes in the methods of 427 
allocation in the Policies and Procedure Manual. 428 

 429 

Q. Please summarize why the Commission should adopt Recommendation #7 as a 430 

condition of the reorganization. 431 

A. The change is necessary to the SA for the Commission to make the Section 7-432 

204b(2) finding that the proposed reorganization will not result in the unjustified 433 

subsidization of non-utility activities by the utility or its customers .  As discussed 434 

above, the SA as proposed in the reorganization could result in the unjustified 435 

subsidization of non-utility activities by requiring Nicor Gas to pay employee 436 

benefits costs unrelated to its regulated operations.  Further, any costs that are 437 

not properly charged initially cannot be properly allocated between utility and 438 

non-utility activities, as required by Section 7-204b(3). 439 

 440 

Tax Allocation Agreement 441 
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Q. Please describe the Joint Applicants’ request for approval of a Tax Allocation 442 

Agreement. 443 

A.  In response to Staff Data Request DLH-1.07, the Joint Applicants stated that 444 

following approval of the application, the Tax Allocation Agreement Among 445 

Members of the AGL Resources Inc. Affiliated Group (“TAA”) would be amended 446 

to include the surviving Nicor companies as parties to that agreement, and 447 

therefore requested approval of the TAA.  (Attachment B)  The Joint Applicants 448 

confirmed that they seek only to establish the TAA in this proceeding and any 449 

associated ratemaking treatment would be established in the next rate-making 450 

proceeding. (Joint Applicants’ Response to Staff Data Request DLH-4.07)   451 

 452 

Recommendation #8: Approve TAA and File Executed Copy on e-Docket 453 

Q. What is your recommendation concerning the TAA? 454 

A. I recommend the Commission approve the TAA.  I also recommend the language 455 

in the Order state: 456 

The Joint Applicants shall file the executed Tax Allocation 457 
Agreement on the ICC’s e-Docket system in Docket No. 11-0046 458 
with a copy to the ICC’s Accounting Department Manager and to 459 
the Office of the Chief Clerk of the ICC within thirty (30) days of the 460 
execution date.  The Joint Applicants shall submit a status report 461 
to the ICC on e-Docket in Docket No. 11-0046 with a copy to the 462 
Manager of Accounting within six months of the order date of this 463 
proceeding approving the Tax Allocation Agreement and every six 464 
months thereafter until the final Tax Allocation Agreement has 465 
been executed.   466 

 The Joint Applicants have agreed to these recommendations in response to Staff 467 

Data Request DLH-4.08. 468 

 469 
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Approval of Proposed Accounting Entries 470 

Q. At the date of their initial filing, the Joint Applicants stated they do not anticipate 471 

any accounting entries needing to be recorded; however, the analysis was not 472 

complete.  (Joint Applicants Ex. 5.0, p. 12)  Have the Joint Applicants provided 473 

additional information regarding the timing of the final analysis for the need for 474 

accounting entries? 475 

A. Yes.  The Joint Applicants stated that the analysis cannot be completed until the 476 

specific facts and circumstances are known at the time of filing the first financial 477 

statements for Nicor Gas with the Securities and Exchange Commission (“SEC”) 478 

after the merger is completed.  Further, Joint Applicants will have to wait until the 479 

SEC reviews the financial statements (for which there is no specific timetable) 480 

until they can be certain that the SEC ultimately agrees with its conclusions. 481 

(Joint Applicants’ Response to Staff Data Request RP-2.05) 482 

 483 

Recommendation #9: File Final Disposition of Journal Entries on e-Docket 484 

Q. Do you have any recommendations regarding the accounting entries associated 485 

with the proposed Reorganization? 486 

A. Yes.  I recommend the Joint Applicants notify the Commission after the SEC 487 

review occurs.    I also recommend the language in the Order state: 488 

The Joint Applicants shall file on the ICC’s e-Docket system in 489 
Docket No. 11-0046 with a copy to the Chief Clerk of the 490 
Commission, and a copy to the Manager of the Accounting 491 
Department of the final disposition of the accounting entries.  If the 492 
SEC determines any journal entries are required, the Joint 493 
Applicants shall file on the ICC’s e-Docket system in Docket No. 494 
11-0046 with a copy to the Chief Clerk of the Commission, and 495 
provide a copy to the Manager of the Accounting Department, 496 
copies of the accounting entries to be recorded on the regulatory 497 
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books of Nicor Gas, including preliminary amounts to be recorded, 498 
within 6 months after closing the merger transaction, and further file 499 
the final entries and amounts no later than 12 months after closing. 500 

 501 
Additional Comments 502 

Q. Do you have any additional comments? 503 

A. Yes, I do.  In the rebuttal testimony of the Joint Applicants, I recommend that the 504 

revised OA and SA reflecting all agreed upon language changes should be 505 

attached and submitted for the record. 506 

 507 
Summary 508 

Q. Please summarize the conclusions and recommendations contained in your 509 

testimony. 510 

A. I conclude: 511 

1) The proposed reorganization cannot be found to comply with Sections 7-512 

204(b)(2) “the proposed reorganization will not result in the unjustified 513 

subsidization of non-utility activities by the utility or its customers” and 7-514 

204(b)(3) “costs and facilities are fairly and reasonably allocated between 515 

utility and non-utility activities in such manner that the Commission may 516 

identify those costs and facilities which are properly included by the utility for 517 

ratemaking purposes” of the Act, due to several issues with the proposed 518 

Operating Agreement and the AGL Services Agreement.   519 

 However, if the Commission imposes  the conditions listed below, then my 520 

concerns regarding the Joint Applicants compliance with Section 7-204(b)(2) 521 

and (b)(3) of the Act will be satisfied: 522 

  523 
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1.  Amend the Operating Agreement to require AGSC to pay Nicor 524 
Gas fully distributed cost; 525 

2.  Amend the Services Agreement to add an access to records 526 
paragraph; 527 

3.  Amend the Services Agreement to require changes in allocation 528 
methods to be filed with Commission; 529 

4.  Require an annual Internal Audit of the Services Agreement; 530 

5.  Require a triennial cost study of the services provided under the 531 
Services Agreement; 532 

6. Require the annual filing of a billing report for Services Agreement; 533 

7. Require that human resources indirect costs be directly charged or 534 
assigned; 535 

8. Require that the Joint Applicants file an executed copy of the Tax 536 
Allocation Agreement on e-Docket; 537 

9. Require that the Joint Applicants file the final disposition of journal 538 
entries on e-Docket. 539 

  540 

 2) Subject to the imposition of the condition listed above, as well as imposition of 541 

my recommendations in ICC Staff Exhibits 1.0 and 3.0, I have no further 542 

objections to the Operating Agreement; 543 

 3) Subject to the conditions listed above, I recommend that the Commission 544 

approve the Services Agreement;  545 

 4) Subject to the condition listed above, I recommend that the Commission 546 

approve the Tax Allocation Agreement; and 547 

5)  Subject to the condition listed above, I recommend that the Commission 548 

approve the accounting treatment of the reorganization. 549 

 550 

Conclusion 551 

Q. Does this question end your prepared direct testimony? 552 

A. Yes. 553 



Joint Applicants
Response to: Illinois Commerce Commission

Ill.C.C. Docket No. 11-0046
DLH Tenth Set of Data Requests

DLH 10.01 Q. Referring to Joint Applicants’ response to Staff Data Request DLH-7.04, is it 
correct that indirect costs such as departmental overheads, general and 
administrative costs including employee benefit costs, and taxes are charged 
to AGLR System Companies by use of ratios, such as the composite or 
number of end use customers?  If not, fully explain how these indirect costs 
are charged to AGLR System Companies.

DLH 10.01 A. Indirect costs incurred by AGL Services Company, including departmental 
overheads, administrative and general costs, employee benefit costs and taxes 
are charged to AGLR System Companies by use of ratios, such as the 
composite or number of end use customers as outlined in the Joint Applicants’ 
response to DLH 7.04.  

Witness: Elizabeth Reese
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Joint Applicants
Response to: Illinois Commerce Commission

Ill.C.C. Docket No. 11-0046
DLH Tenth Set of Data Requests

DLH 10.02 Q. Referring to Joint Applicants’ response to Staff Data Request DLH-10.01, 

a) Please provide the current overhead rate used for indirect costs by AGSC. 
Please provide all supporting calculations and workpapers. To the extent 
applicable, all documents and workpapers should be provided in Excel 
format with working formulas.

b) Please explain the rationale why indirect costs are not charged to AGLR 
System Companies proportionately with the associated labor generating 
such costs.

c) Please explain any reasons why indirect costs could not be charged as a 
loading factor as is current practice in Nicor Gas’ Operating Agreement.

d) Please explain any other mitigating controls the Joint Applicants’ may 
have to ensure Nicor Gas would not subsidize AGLR affiliates’ indirect 
costs should the merger be approved.

DLH 10.02 A. a) There is no overhead rate for indirect costs used by AGL Services 
Company (AGSC).

b)  The current allocation process was designed under the requirements of the 
Public Utility Holding Company Act of 1935 (35 Act).  This process was 
approved by the Securities and Exchange Commission (SEC) and has been 
either actively approved through approval of the agreement or passively 
through approval of rates in the various jurisdictions in which AGL 
Resources’ utilities are rate regulated.  Even though the 35 Act is no 
longer in effect, ASGC continues to operate in accordance with those 
guidelines.  The intent of the overall allocation process is to fairly allocate 
costs of the service company among the system companies.  Since AGSC 
uses the same methodology for all states, AGSC costs are not over 
allocated or under allocated as would be possible if we allocated using 
differing methodologies in the various states.  When AGL Resources was 
designing the current allocation methodology under the 35 Act, a decision 
was made to simplify the steps used in the overall allocation process, 
which meant that all indirect costs, including those indirect costs that are 
directly related to people costs, would be allocated using ratios such as 
composite or end use customers.
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c)  As noted in the response to b) above, the intent of the services agreement is 
to allocate the cost of AGSC fairly among the system companies.  While 
many methodologies exist to allocate costs, AGL Resources designed a 
method to allocate costs principally on a cost causation basis and then to 
allocate systematically all remaining costs.  People related indirect costs 
(such as employee benefits and payroll taxes) could be charged as a 
loading factor under the Services Agreement as is current practice in Nicor 
Gas’ Operating Agreement with the appropriate processes and changes 
made to the systems used to calculate allocations.  However, if this change 
is only made for Nicor Gas, then it would be possible that AGSC could 
over or under allocate its costs based on differing allocation 
methodologies.  As a result, either the modification would need to be 
made for all system companies or AGSC would not longer be able to 
claim an “at cost” allocation methodology. 

d)  As explained above, the structure of the AGL Services Company and the 
allocation process were established under the 35 Act.  That act required an 
allocation methodology that prevents the possibility of cross-subsidization 
among system companies.  AGL Resources maintains that practice and 
commits to maintaining an “at cost” services organization that allocates no 
more and no less than its actual cost to operate.  Further, as detailed in the 
response to DLH 4.04, AGL Resources commits to ensuring cost 
causation charges and allocations where possible and a reasonable 
allocation method for all remaining costs.

  

Witness: Elizabeth Reese
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Joint Applicants
Response to: Illinois Commerce Commission

Ill.C.C. Docket No. 11-0046
DLH First Set of Data Requests

DLH 1.07 Q. Referring to Joint Applicants Ex. 6.0, p. 13, lines 263-264, provide a copy of 
each existing affiliated interest agreement that the Joint Applicants request 
Commission approval of as part of this proceeding.

DLH 1.07 A. In addition to the Proposed Operating Agreement (Joint Applicants Ex. 6.1) and 
the AGL Services Agreement (Joint Applicants Ex. 5.2), the Companies request 
approval of the following agreements which were included with the Joint 
Application as Attachment A and provided pursuant to Section 7-204A(a)(5):

Sequent Energy Management LLC: Gas Exchange
Sequent Energy Management LLC: Interstate Hub Service Agreement
Sequent Energy Management LLC: Intrastate Hub Service Agreement
Sequent Energy Management LLC: Base Contract for Sale and Purchase of 
Natural Gas ("NAESB")

Following approval of the application, the attached DLH 1.07 Exhibit 1, Tax 
Allocation Agreement Among Members of the AGL Resources Inc. Affiliated 
Group, would be amended to include the surviving Nicor companies as parties 
to that agreement.  The addition of these parties to the agreement is the only 
change contemplated at this time.  Consequently, the Joint Applicants also 
request approval of the agreement as provided in DLH 1.07 Exhibit 1.

Witness: Gerald P. O’Connor
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