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I. INTRODUCTION 1 

Q. Please state your name. 2 

A. Stephen Cave. 3 

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

A. I am the Vice President of Finance and Treasurer for AGL Resources Inc. (“AGL 5 

Resources”).  6 

Q. Are you the same Stephen Cave who presented Direct Testimony in this proceeding? 7 

A. Yes. 8 

II. PURPOSE OF TESTIMONY & SUMMARY OF CONCLUSIONS 9 

Q. What is the purpose of your testimony? 10 

A. The purpose of my testimony is to respond to the direct testimony of Illinois Commerce 11 

Commission (“Commission”) Staff (“Staff”) witness Rochelle Phipps relating to the 12 

evaluation of certain financial implications of the proposed Reorganization.   13 

Q. How will your testimony be structured? 14 

A. I will address the recommendations in the following order, consistent with the 15 

organization of Ms. Phipps’ testimony:  16 

 Section 7-204(b)(4) 17 

 Section 7-204(b)(7) 18 

 Section 6-103 19 

 Nicor Gas Money Pool 20 
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Q. Please summarize your conclusions. 21 

A. My conclusions are as follows: 22 

 With respect to Section 7-204(b)(4), the Joint Applicants accept Ms. Phipps’ 23 

recommendation that a separate credit facility support and backstop the standalone 24 

commercial paper program that we intend to operate for Northern Illinois Gas 25 

Company d/b/a Nicor Gas Company (“Nicor Gas”), and agree that doing so satisfies 26 

the requirements set forth in Section 7-204(b)(4) of the Public Utilities Act (the 27 

“Act”).  (Phipps Dir., Staff Ex. 9.0, 14:283-87).  The Joint Applicants also accept the 28 

recommended reporting requirement for Nicor Gas as a condition for satisfying those 29 

requirements.  (Id. at 14:287-92). 30 

 With respect to Section 7-204(b)(7), the Joint Applicants do not agree with 31 

Ms. Phipps that a separate methodology is required to eliminate any adverse rate 32 

impacts because of a potential decline in Nicor Gas’ credit ratings.  (Phipps Dir., Staff 33 

Ex. 9.0, 16:325-33).  The fact is that there will be no adverse rate impact as a result of 34 

the proposed Reorganization.  We take a broader view of the requirements under this 35 

section of the Act, and believe that isolating a particular cost element without viewing 36 

the overall rate impacts for customers in totality is not truly the measure of 37 

compliance with the requirements under Section 7-204(b)(7).  No additional 38 

mechanism limited to a single component of Nicor Gas’ overall costs is required by 39 

statute, nor is it needed to eliminate any rate impact.  Moreover, it is now unknown 40 

whether there will even be an impact on Nicor Gas’ credit ratings following the 41 

Reorganization, and it is premature to speculate at this point.   42 
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 With respect to Section 6-103, the Joint Applicants accept Ms. Phipps’ 43 

recommendation regarding a proposed reporting requirement.  (Phipps Dir., Staff 44 

Ex. 9.0, 19:384-94).  While the Joint Applicants believe that Section 6-103 is 45 

inapplicable to this Reorganization, we accept Ms. Phipps’ recommendation that 46 

Nicor Gas file a post-merger report on its capitalization. 47 

 Joint Applicants also accept Ms. Phipps’ recommendation to modify the money pool 48 

short-term borrowing addendum as she has proposed.  (Phipps Dir., Staff Ex. 9.0, 49 

22:447-54). 50 

III. SECTION 7-204(b)(4)  51 

Q. What are the requirements of Section 7-204(b)(4) of the Act? 52 

A. Section 7-204(b)(4) of the Act states that in reviewing any proposed reorganization, the 53 

Commission must find that the proposed reorganization will not significantly impair the 54 

utility’s ability to raise necessary capital on reasonable terms or to maintain a reasonable 55 

capital structure.   56 

Q. Is Ms. Phipps correct that the effect of the proposed Reorganization on Nicor Gas’ 57 

long-term credit ratings will not significantly impair Nicor Gas’ ability to raise 58 

necessary capital on reasonable terms?  (Phipps Dir., Staff Ex. 9.0, 10:211-11:214). 59 

A. Yes.  As Ms. Phipps points out, both Nicor Gas and AGL Resources currently have 60 

access to the capital markets on reasonable terms.  (Id. at 4:69-5:81, 6:127-7:139).  The 61 

Joint Applicants concur with her conclusion that the proposed Reorganization and its 62 

impact on Nicor Gas’ long-term credit ratings will not significantly impair Nicor Gas’ 63 

ability to raise necessary capital on reasonable terms.  (Id. at 10:211-11:214). 64 
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Q. Do the Joint Applicants accept Ms. Phipps’ recommendation to maintain a separate 65 

credit facility to backstop the Nicor Gas commercial paper program?  (Phipps Dir., 66 

Staff Ex. 9.0, 14:283-87)? 67 

A. Yes.  In her testimony, Ms. Phipps notes the importance of backstop credit facilities that 68 

support commercial paper programs.  (Id. at 12:250-13:267).  In my direct testimony, I 69 

stated that Nicor Gas would operate a standalone commercial paper program solely for 70 

the benefit of Nicor Gas’ short-term funding requirements.  (Cave Dir., Joint App. 71 

Ex. 3.0, 7:148-8:166).  I noted that this program would have a separate credit facility 72 

backstopping it, although this point may not have been as clear in my testimony.  (Id. at 73 

8:164-65).  In fact, Nicor Gas recently amended its existing credit facilities such that they 74 

will remain in place and effective under their existing terms and covenants following the 75 

merger.  In summary, the Joint Applicants commit to maintaining a separate credit 76 

facility as a backstop to the Nicor Gas commercial paper program.  Ms. Phipps notes that 77 

doing so would satisfy the requirement of Section 7-204(b)(4) of the Act.  (Phipps Dir., 78 

Staff Ex. 9.0, 14:283-87).  Nicor Gas will also file a compliance report, following the 79 

Reorganization, providing a copy of the Nicor Gas credit facilities that will be in effect 80 

going forward. 81 

Q. Ms. Phipps also mentions hypothetical refunds that might be due to Nicor Gas 82 

customers in connection with Performance Based Rates (“PBR”) issues being 83 

litigated in Docket Nos. 01-0705, 02-0067 and 02-0725 (Cons.).  (Phipps Dir., Staff 84 

Ex. 9.0, 9:186-10:205).  Do these hypothetical refunds have any impact on the 85 

evaluation of the Reorganization?   86 
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A. No.  The question of potential refunds associated with PBR has no bearing on the 87 

Reorganization.  The Reorganization affects neither the claim for refunds nor the effect, 88 

if any, on the utility.  Any liability arising from the ultimate dispensation of the PBR 89 

dockets will exist with or without the Reorganization.  Moreover, the Commission has 90 

made no determination regarding whether refunds are required.  Assuming any level of 91 

refunds would be speculative.  Furthermore, the question of whether those hypothetical 92 

refunds could have any material financial impact on Nicor Gas is unrelated to the 93 

Reorganization.   94 

IV. SECTION 7-204(b)(7)  95 

Q. What are the requirements of Section 7-204(b)(7) of the Act? 96 

A. Section 7-204(b)(7) of the Act states that “in reviewing any proposed reorganization, the 97 

Commission must find that the proposed reorganization is not likely to result in any 98 

adverse rate impacts on retail customers.”  99 

Q. Does Ms. Phipps make any determination that there will be adverse rate impacts 100 

resulting from the proposed Reorganization? 101 

A. No.   102 

Q. Does Ms. Phipps identify any basis for concluding that there likely will be any 103 

adverse rate impacts resulting from the proposed Reorganization? 104 

A. No.  The Reorganization will not result in any changes to the rates charged to Nicor Gas 105 

customers.  Moreover, Joint Applicants have committed to not seek to recover from 106 

customers any net costs of the Reorganization as qualified in Joint Applicants witness 107 

Linginfelter’s testimony.   108 
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Q. What, then, is the basis for Ms. Phipps’ concern about adverse rate impacts 109 

resulting from the proposed Reorganization? 110 

A. Ms. Phipps focuses singularly on one component of the proposed Reorganization—the 111 

financing costs for Nicor Gas—and tries to expand her concern about that one single cost 112 

into a concern about a standard that is much broader.  (Phipps Dir., Staff Ex. 9.0, 15:303-113 

16:333).  The standard that the Commission must find the proposed reorganization does 114 

not have an adverse impact on retail customers is much broader than any single issue or 115 

cost (in this case, one type of financing cost).  Under Section 7-204(b)(7), the 116 

Commission must find that the proposed reorganization, in its totality, is not likely to 117 

result in an adverse rate impact on customers.  The standard does not single out one 118 

particular cost or aspect of the utility’s costs, but rather requires the Commission to 119 

consider the ultimate impact of the entire reorganization on customer rates.  Here, the 120 

Joint Applicants have explained how the proposed Reorganization will create long-term 121 

benefits to customers that neither company could achieve on its own.  However, that does 122 

not mean that every individual cost would be lowered.   123 

  Furthermore, it is undetermined at this point whether the credit ratings of Nicor 124 

Gas will change as a result of the proposed Reorganization, and consequently, whether 125 

the cost of financing will be higher, lower, or the same.  Any change in the credit ratings 126 

of Nicor Gas, and any corresponding change in financing costs, would not be known until 127 

after the proposed Reorganization.  There is no reason to conclude at this time that 128 

increased financing costs are “likely” to result from the Reorganization.  129 

  Moreover, the Joint Applicants have requested no change in rates as part of the 130 

Reorganization.  While a decline in Nicor Gas’ credit ratings would, in the long run, 131 
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likely result in slightly higher borrowing costs:  (1) the difference in costs would likely be 132 

minimal, as I will describe later in my testimony; and (2) the Joint Applicants have not 133 

asked to adjust rates associated with this Reorganization.  Thus, any increased financing 134 

could only affect rates after being evaluated by the Commission in the context of a future 135 

rate proceeding and in relation to the overall rate impact of the proposed Reorganization 136 

on customers in Illinois.  The future benefits of the Reorganization are likely to more than 137 

offset any one particular cost element.   138 

  Given these three facts, the Commission cannot reasonably conclude that there 139 

likely will be adverse rate impacts resulting from the Reorganization.   140 

Q. Will financing costs for Nicor Gas in fact be higher as a result of the proposed 141 

Reorganization? 142 

A. There is no evidence on which to base such a conclusion at this time.  While two of the 143 

three rating agencies that currently rate Nicor Gas’ debt have indicated that modest credit 144 

rating downgrades are possible, the likely impact on Nicor Gas’ future borrowing costs 145 

cannot be estimated until after the Reorganization is complete and the agencies have 146 

made their credit rating determinations known.  However, even if Nicor Gas were 147 

downgraded slightly, we fully expect that it will retain strong investment-grade ratings 148 

and that the impact on financing costs will not be material in the context of its overall 149 

cost of service.  The merger should have equal and offsetting benefits over time that will 150 

help reduce costs below what they would otherwise be if Nicor Gas continued to be a 151 

standalone company.   152 
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Q. What are the key components of Nicor Gas’ financing costs? 153 

A. The key components are the cost of both debt and equity capital used to finance the 154 

business.  The debt component includes both long-term debt and short-term debt, and the 155 

overall cost of debt is dependent on the credit ratings assigned to the debt-issuing entity.   156 

Q. What potential impact could the Reorganization have on Nicor Gas’ cost of short-157 

term debt and resulting overall cost of service? 158 

The potential impact on Nicor Gas’s cost of short-term debt is dependent on Nicor Gas’ 159 

short-term debt ratings after the merger.  Nicor Gas currently maintains an overall Tier 1 160 

designation for its commercial paper borrowing, meaning that it is rated at the Tier 1 161 

level by at least two of the three major rating agencies (A-1+ at S&P; P-1 at Moodys; and 162 

F-1 at Fitch).  It is undetermined at this point whether the credit rating agencies will 163 

maintain their Tier-1 commercial paper rating on Nicor Gas following the closing of the 164 

proposed Reorganization, as these ratings are mapped to long-term ratings.  However, 165 

even a downgrade to a Tier-2 commercial paper rating for Nicor Gas would likely have a 166 

minimal impact on Nicor Gas’ overall cost of service.  167 

Q. What potential impact could the Reorganization have on Nicor Gas’ cost of long-168 

term debt and resulting overall cost of service? 169 

A. With respect to a potential change in long-term credit ratings for Nicor Gas, and the 170 

resulting impact to the utility’s overall cost of service, Nicor Gas has no long-term debt 171 

maturities until 2016, and the weighted average maturity of its overall long-term debt 172 

portfolio is 16 years.  In addition, 100% of its long-term debt is fixed-rate borrowing.  173 

Therefore, absent any new long-term debt in the interim, there would be no impact on the 174 
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cost of long-term debt prior to 2016.  To the extent that Nicor refinanced long-term debt 175 

in 2016 or thereafter, or to the extent that it issued additional long-term debt, the impact 176 

of the Reorganization on Nicor Gas’ cost of long-term debt would depend on its long-177 

term debt ratings after the merger.  However, even a downgrade from its current double-178 

A credit profile to a single-A profile would likely have a minimal impact on Nicor Gas’ 179 

overall cost of service. 180 

Q. What potential impact could the Reorganization have on Nicor Gas’ cost of equity 181 

and resulting overall cost of service? 182 

A. With respect to the cost of equity, there is no evidence that the cost of equity for Nicor 183 

Gas would change materially due to the Reorganization.  The cost of equity is generally 184 

only considered in context of a general rate proceeding.  The analysis used to establish 185 

cost of equity in a rate case is based on a proxy group of comparable peer companies in 186 

the natural gas distribution industry.  That peer group is not expected to change for Nicor 187 

Gas as a result of the Reorganization, and nothing in this Reorganization will affect the 188 

requirements of that analysis in future rate proceedings.   189 

Q.  Are there any other factors that the Commission should be aware of as it considers 190 

Section 7-204(b)(7)? 191 

A. Yes.  During the next general rate proceeding for Nicor Gas, the Commission will 192 

undoubtedly evaluate the overall cost of service in determining the rates for Nicor Gas.  193 

Although we do not believe it to be required, the Joint Applicants will also agree to 194 

submit a study regarding the impact of the Reorganization on the cost structure of Nicor 195 

Gas, including an analysis of any changes in financing costs. 196 
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Q.  What do you recommend the Commission find as it relates to Section 7-204(b)(7)? 197 

A. Given the expected opportunity to improve cost efficiency over time in the remainder of 198 

the business, the Commission should find that the proposed Reorganization will not have 199 

an adverse impact on rates.  However, Nicor Gas would accept a requirement that it 200 

produce a study in the next general rate case detailing the effects of the Reorganization 201 

on the utility’s overall cost of service. 202 

V. SECTION 6-103 203 

Q. What are the requirements of Section 6-103 of the Act? 204 

A. Section 6-103 of the Act states that in any reorganization, the Commission shall authorize 205 

the amount of capitalization of a public utility formed by a reorganization, which shall 206 

not exceed the fair value of the property involved.  I understand that Ms. Phipps and 207 

counsel for the Joint Applicants may interpret this provision differently, but we are 208 

prepared to meet Ms. Phipps’ concerns fully nonetheless. 209 

Q. Do the Joint Applicants accept Ms. Phipps’ conclusions regarding the effect the 210 

proposed Reorganization will have on the capitalization of Nicor Gas?  (Phipps Dir., 211 

Staff Ex. 9.0, 17:341-18:365). 212 

A. Yes.  Ms. Phipps correctly points out that the effect of the proposed Reorganization on 213 

the capitalization of Nicor Gas will be unknown until after the merger is completed.  (Id. 214 

at 17:343-44).  She also correctly points out, consistent with my direct testimony in this 215 

case, that our preliminary analysis suggests we will meet the requirements to exempt 216 

Nicor Gas from the fair value adjustments described (referred to as “purchase 217 

accounting” and “push down accounting” adjustments).  (Id. at 17:344-18:365).  Because 218 
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the exemption from push down accounting does not require a direct approval from the 219 

Securities and Exchange Commission (“SEC”) if the requirements for exemption are met, 220 

we would not expect to receive direct SEC approval for applying the exemption for the 221 

Nicor Gas financial statements.  While the Joint Applicants do not agree that it is 222 

required, we will not oppose a requirement to file a report describing Nicor Gas’ capital 223 

structure following the proposed Reorganization.  We also do not oppose a requirement 224 

that Nicor Gas file a petition seeking approval of a fair value study if the requirements for 225 

the exemption from push down accounting are not met, and such adjustments are required 226 

on the Nicor Gas balance sheet. 227 

VI. NICOR GAS MONEY POOL 228 

Q. Do the Joint Applicants accept Ms. Phipps’ proposed changes to the Nicor Gas 229 

Money Pool, which would permit Nicor Gas to borrow from non-utility affiliates, 230 

but would not permit Nicor Gas to make any cash advances to non-utility affiliates?  231 

(Phipps Dir., Staff Ex. 9.0, 22:449-54). 232 

A. Yes.  Ms. Phipps correctly points out that the AGL Resources entities do not currently 233 

meet the requirements of 83 Ill. Adm. Code 340.40(b), Minimum Requirements for 234 

Short-Term Loans from Utilities to Affiliates.  (Id. at 19:403-22:446).  Therefore, we 235 

accept Ms. Phipps’ proposed changes to the Nicor Gas Money Pool short-term borrowing 236 

addendum. 237 

VII. CONCLUSION 238 

Q. Does this conclude your rebuttal testimony? 239 

A. Yes. 240 


