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I. INTRODUCTION1

Q. Please state your name and business address.2

A. Henry (Hank) P. Linginfelter, 10 Peachtree Place, Atlanta, Georgia 30309.3

Q. Have you previously testified in this docket?4

A. Yes.  I submitted direct and rebuttal testimony in this proceeding on behalf of AGL 5

Resources Inc. (“AGL Resources”), Nicor Inc., and Northern Illinois Gas Company d/b/a 6

Nicor Gas Company (“Nicor Gas”) (collectively “Joint Applicants”).7

II. PURPOSE OF TESTIMONY, SUMMARY OF CONCLUSIONS & WITNESS 8
IDENTIFICATION9

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

A. In response to rebuttal testimony filed on June 23, 2011, my surrebuttal testimony 11

presents additional information that further demonstrates that the proposed transaction 12

involving the Joint Applicants (the “Reorganization”) meets the requirements of Section 13

7-204 of the Public Utilities Act (the “Act”). Specifically, I will address the rebuttal 14

testimony filed on behalf of the Illinois Commerce Commission (“Commission”) Staff15

(“Staff”), and the Office of the Illinois Attorney General (“AG”) and the Citizens Utility 16

Board (“CUB”) (collectively “AG/CUB”).  I will address certain issues in detail, and will 17

introduce the Joint Applicants’ witnesses presenting surrebuttal testimony, who respond 18

in detail to the remaining issues.  19

Q. Can you summarize your testimony?20

A. The Joint Applicants have provided substantial and compelling evidence to the 21

Commission in direct and rebuttal testimony demonstrating that the proposed 22

Reorganization meets the requirements of Section 7-204.  Nevertheless, the Joint 23
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Applicants have worked hard to address concerns raised by Staff and AG/CUB.  Staff’s 24

rebuttal testimony reflects the ongoing efforts of Staff and the Joint Applicants to narrow 25

the issues.  Indeed, as of the date this surrebuttal testimony is served on Staff and 26

Intervenors, just three issues remain between the Joint Applicants and Staff, and one 27

issue remains with AG/CUB.28

Only Staff submitted testimony as to whether the Joint Applicants’ proposed 29

Reorganization meets the requirements of Section 7-204(b) of the Act.  With the 30

acceptance of certain conditions in the Joint Applicants’ surrebuttal testimony, all issues 31

concerning Section 7-204(b)(2), (3), (4), (5) and (6) of the Act are resolved. Specifically, 32

the Joint Applicants are accepting the suggested conditions set forth in the rebuttal 33

testimony of Staff witnesses Burk, Rearden and Hathhorn.  Differences of opinion remain 34

over meeting the requirements of Sections 7-204(b)(1) and(7) (Staff issues) and Section 35

7-204(c)(1) and (2) (separate Staff and AG/CUB issues).  While it remains the Joint 36

Applicants’ position that the Reorganization should be approved based on the evidence 37

submitted thus far, the Joint Applicants will continue to work with Staff and AG/CUB in 38

an effort to resolve the remaining issues.39

For convenience, attached to my surrebuttal testimony is a summary of conditions 40

and requirements to which the Joint Applicants have agreed in order to narrow the issues.  41

Q. In addition to your surrebuttal testimony, please identify the other Joint Applicants42

witnesses submitting surrebuttal testimony.43
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A. The witnesses submitting surrebuttal testimony on behalf of the Joint Applicants are:44

 Stephen Cave – AGL Resources’ Vice President of Finance and Treasurer.  45

Mr. Cave will address Staff witness Phipps’ rebuttal testimony concerning 46

compliance with Sections 7-204 (b)(7) and 9-230 of the Act.47

 Elizabeth Reese – AGL Resources’ Vice President of Operational Planning and 48

Analysis.  Ms. Reese presents a modified Services Agreement and provides49

details accepting Staff witness Hathhorn’s recommendations related to the 50

Services Agreement and future compliance filings.51

 Gerald O’Connor – Nicor Gas’ Senior Vice President Finance and Strategic 52

Planning.  Mr. O’Connor responds to AG/CUB witness Effron’s claims 53

concerning Section 7-204(c) of the Act.54

III. ITEMIZED ATTACHMENTS55

Q. Are there any exhibits to your surrebuttal testimony?56

A. Yes.  These exhibits are:57

 Joint Applicants Exhibit 13.1 details the conditions to which the Joint Applicants 58
have agreed to date.159

 Joint Applicants Exhibit 13.2 are two Staff data request responses that reflect 60
Staff’s position that, with the acceptance of proposed conditions in Staff witness 61
Burk’s rebuttal testimony, the proposed transaction meets the requirements of 62
Section 7-204(b)(5) of the Act.63

 Joint Applicants Exhibit 13.3 (confidential) is a presentation made to the Chief 64
Executive Officers of AGL Resources and Nicor Inc. summarizing the current 65
status of integration planning.66

                                                
1 Joint Applicants Exhibit 13.1 does not include the issues resolved in the context of the operating agreement phase 
of this proceeding.
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IV. SUMMARY OF STATUS REGARDING SECTION 7-204 REQUIREMENTS67

Q. Would you identify those provisions of Section 7-204 that you believe have been 68

resolved, and that will allow the Commission to make a finding that the Joint 69

Applicants’ proposed transaction meets the requirements of the Act?70

A. Yes.  I will address the provisions in sequence:71

 First, Staff witness Hathhorn recommended a number of modifications to the72

proposed Services Agreement and reporting requirements in order for the 73

Commission to be able to find the conditions of Section 7-204 (b)(2) and (b)(3) 74

have been met.  (Hathhorn Reb., Staff Ex. 14.0, 1:18-2:36, 6:156-7:167).  Joint 75

Applicants witness Reese testifies that the Joint Applicants have accepted the 76

modified recommendations in Ms. Hathhorn’s rebuttal testimony.77

 Second, Staff witness Phipps’ set forth a reporting requirement to satisfy the 78

requirement under Section 7-204(b)(4) (Phipps Reb., Staff Ex. 9.0, 3:49-51, 79

14:287-92), which Joint Applicants witness Cave accepted in his rebuttal 80

testimony.  81

 Third, Staff witness Burk proposed a framework to ensure that Nicor Gas’ system 82

safety would be maintained (Burk Reb., Staff Ex. 18.0, 7:138-8:166), and I accept 83

his proposal in this testimony.  Accordingly, based on Staff data request responses 84

attached as Joint Applicants Exhibit 13.2, the provisions of Section 7-204(b)(5) 85

have been met. 86
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 Fourth, Staff witness Dr. Rearden provided recommendations related to Section 7-87

204(b)(6) and other conditions (Rearden Reb ., Staff Ex. 16.0, 5:111-6:116),88

which I will discuss and accept in this testimony.  89

With acceptance of these requirements and conditions, there remain no contested issues 90

related to the requirements under Section 7-204(b)(2), (3), (4),(5) or (6).  As such, the 91

Commission should find that the proposed transaction meets these requirements of the 92

Act. 93

Q. What provisions of Section 7-204(b) remain at issue?94

A. Section 7-204(b)(1) requires the Commission to find that the Reorganization will not 95

diminish the utility’s ability to provide adequate, reliable, efficient, safe, and least-cost 96

public utility service.  Only Staff witness Maple raises any concerns here. (Maple Reb., 97

Staff Ex. 17.0, 1:8-2:19).98

Section 7-204(b)(7) requires that the Commission find that the Reorganization is 99

not likely to have an adverse impacts on rates.  The Joint Applicants have pledged, and I 100

reaffirm it here again, that they are not seeking to increase Nicor Gas’ rates as part of this 101

transaction.  No witness expresses any doubt about this.  However, Staff witness Phipps 102

nonetheless claims that the Joint Applicants must put forth a proposal that removes at the 103

time of approval of the transaction any possibility that Nicor Gas might be perceived as 104

having a riskier capital structure by reason of the reorganization.  (Phipps Reb., Staff 105

Ex. 15.0, 3:40-49).  While the Joint Applicants disagree with Ms. Phipps’ interpretation106

of Section 7-204(b)(7), Joint Applicants witness Cave addresses this issue in his 107

surrebuttal testimony and proposes another method to identify and insulate that potential 108
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impact on future rates.  That, after all, is the actual requirement of Section 7-204(b)(7), 109

that adverse rate impact be avoided.  110

Q. Please summarize the issues associated with Section 7-204(c)(i) and (ii) in this case. 111

A. As it relates to Section 7-204(c)(i) and (ii), the Joint Applicants, Staff witness Bridal and 112

AG/CUB witness Effron each have differing recommendations as to the Commission 113

finding under these subsections.  Mr. Effron claims that the Commission should assume 114

purely speculative “savings” will result from the Reorganization, despite the fact that no 115

party in this case has identified any savings.  (Effron Reb., AG/CUB Ex. 4.0, 2:1-2).  116

Joint Applicants witness O’Connor addresses Mr. Effron’s testimony in more detail.  117

Meanwhile, the Joint Applicants have accepted Mr. Bridal’s recommendations 118

concerning Section 7-204(c), subject to one modification that Mr. Bridal did not accept in 119

his rebuttal testimony. (Bridal Reb., Staff Ex. 13.0, 6:149-12:301).  As I will discuss in 120

more detail below, the Joint Applicants’ proposal is exactly equivalent to Mr. Bridal’s 121

recommendation except in the unlikely case that the Commission were to initiate a rate 122

proceeding, not requested by Nicor Gas, during the five year period following the 123

Reorganization. In that case, we believe our proposal is more fair and balanced.  124

V. RESPONSE TO THE TESTIMONY OF STAFF WITNESS DR. DAVID 125
REARDEN126

Q. Dr. Rearden recommends that the Commission find the reorganization meets the 127

requirements of Section 7-204(b)(6) and made recommendations concerning Nicor 128

Gas’ spot purchases; Sequent exclusion from the Operating Agreement and a 129

process to be followed should Nicor Gas want to enter into an asset management 130
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arrangement. (Rearden Reb., Staff Ex. 16.0, 6:112-23). What is the Joint 131

Applicants’ response?132

A. The Joint Applicants appreciate and concur with Dr. Rearden’s recommendation that the 133

requirements of Section 7-204 (b)(6) have been met.  The Joint Applicants also agree to 134

Dr. Rearden’s proposed process as it relates to any future asset management proposal. 135

(Rearden Reb., Staff Ex. 16.0, 5:100-10). The Joint Applicants further accepted in 136

rebuttal testimony his recommendation that Sequent not become a party to the Operating 137

Agreement.  (Linginfelter Reb., Joint Applicants Ex. 8.0, 13:292-97).  Finally as to the 138

spot purchases issue, the Joint Applicants accept Dr. Rearden’s recommendation to 139

preclude Nicor Gas from granting the right of last refusal on spot gas purchases to 140

Sequent. (Rearden Reb., Staff Ex. 16.0, 3:60-62).  The Joint Applicants believe,141

however, that limitation should not preclude the Commission from reconsidering that 142

issue in the context of the process identified above.  Therefore, the Joint Applicants143

believe that all of Dr. Rearden’s concerns have been satisfactorily addressed.  144

VI. RESPONSE TO THE TESTIMONY OF STAFF WITNESS DARIN BURK145

Q. In response to Joint Applicants witness Lonn’s rebuttal testimony, Mr. Burk 146

proposed an alternative approach to resolve his concerns about maintaining Nicor 147

Gas’ safe operation of its system.  (Burk Reb., Staff Ex. 18.0, 7:138-8:166). Would 148

you respond to his proposal?149

A. Yes.  Mr. Burk offered a differing analysis than that of Mr. Lonn related to the 150

interpretation of various metrics on safety.  (Burk Reb., Staff Ex. 18.0, 4:60-7:123).  151

While we may differ on the picture those metrics paint, it is clear to me that Mr. Burk’s 152

primary concern is in ensuring that Nicor Gas continues to operate a safe and reliable 153
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natural gas system.  On that point, I am in 100% agreement with Mr. Burk.  Mr. Burk’s 154

recommendations provide a framework to ensure that Nicor Gas’ system oversight and 155

safety focus remains in place after closing the Reorganization.  (Id. at 7:138-8:166).  I 156

accept Mr. Burk’s recommendations and look forward to continuing the safety legacy 157

that Nicor Gas has built in Illinois.  By accepting Mr. Burk’s recommendations, we also 158

have resolved Staff witness Stoller’s concerns regarding meeting the requirements of 159

Section 7-204(b)(5). (See Joint Applicants Ex. 13.2).  160

VII. RESPONSE TO THE TESTIMONY OF STAFF WITNESS MARK MAPLE161

Q. Do you have any general comments on Mr. Maple’s rebuttal testimony?162

A. Yes.  As testimony has progressed through this case, I have come to appreciate that much 163

of the difference between Mr. Maple’s position and mine is one of experience.  Mr. 164

Maple mentions several times in his rebuttal testimony that his review was from the 165

perspective of “a gas engineer.”  (Maple Reb., Staff Ex. 17.0, 3:44-45, 8:150).  With a 166

background as an individual engineer and not as one with experience in reorganizations 167

or operational management, I can appreciate how Mr. Maple might express concern about 168

whether “AGL has a fundamental knowledge of the Nicor Gas operational system.”  (Id. 169

at 3:49-50).  However, respectfully, those concerns are misplaced and inaccurate.  170

My perspective is that of a natural gas utility executive with 27 years of 171

experience operating natural gas systems.  I have successfully managed gas utilities and 172

systems of utilities and have direct experience with several successful mergers and 173

acquisitions. Through this surrebuttal testimony, I hope to reassure the Commission that 174

AGL Resources has a very good understanding of Nicor Gas’ operations through our 175

historical knowledge of Nicor Gas, and through our due diligence and integration 176
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planning activities.  In addition, I will address and, hopefully, resolve Mr. Maple’s 177

concerns.  178

Q. In general, are Mr. Maple’s concerns about AGL Resources’ knowledge of the Nicor 179

Gas systems and operations an important consideration for the Commission? 180

A. Yes.  The Commission should evaluate whether AGL Resources has a good 181

understanding of the manner in which Nicor Gas manages and operates its gas 182

distribution system.  I feel the same way—it is important that the people who operate the 183

system know that system.  However, that would be a bigger concern if the proposal 184

before the Commission was to have AGL Resources fire every Nicor Gas employee and 185

replace them with an AGL Resources employee.  Of course, that is not going to happen—186

AGL Resources has committed to retaining the same number of full time equivalent 187

(“FTE”) employees at Nicor Gas as were in place as of December 31, 2010, an amount 188

totaling 2,070 FTEs.  Those Nicor Gas employees operating the system today will largely 189

be the same group responsible for those activities following the Reorganization.  It is 190

important that Nicor Gas maintains the appropriate people and knowledge to operate a 191

safe and reliable system.  This Reorganization will not diminish Nicor Gas ’capacity to  192

provide adequate, reliable, efficient, safe, and least-cost public utility service, consistent 193

with Section 7-204(b)(1) of the Act.194

Q. Mr. Maple claims that “the Joint Applicants are relying on a hollow promise of 195

maintaining Illinois staffing levels for a short, three-year period after the merger.” 196

(Maple Reb., Staff Ex. 17.0, 14:268-69) (emphasis added).  How does the 197

commitment that AGL Resources made regarding staffing provide the Commission 198

comfort that the system will continue to be operated safely and reliably?  199
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A. First, I trust that Mr. Maple’s accusation of a “hollow promise” was simply a poor choice 200

of words.  Otherwise, he is suggesting that AGL Resources does not intend to honor a 201

commitment it has made in sworn testimony to the body that will regulate what will be its 202

largest operating utility.  If that is the case, I would observe that he has offered no 203

evidence whatsoever to support this claim.  Mr. Maple dismisses and takes no comfort in 204

the fact that Nicor Gas personnel currently responsible for the day-to-day operations of 205

the gas distribution system will continue to be those managing and operating the system 206

following the Reorganization.  Furthermore, Mr. Maple’s concerns seems to conflict with 207

the position of Staff witness Burk.  In contrast to Mr. Maple, Mr. Burk was able to take 208

great comfort in the Joint Applicants’ commitment to maintain system-related safety 209

positions for a specified period of time following the closing of the Reorganization.210

(Burk Reb., Staff Ex. 18.0, 7:134-8:166).  If Mr. Maple’s concern really is about AGL 211

Resources’ understanding and continued safe operation of Nicor Gas’ system, then the 212

Joint Applicants’ acceptance of Mr. Burk’s conditions concerning operational issues 213

should resolve his concerns.214

Q. Mr. Maple also comments on AGL Resources’ commitment to maintaining staffing 215

levels in that he “do[es] not understand this to be a commitment to maintain the 216

identical employees or practices.”  (Maple Reb., Staff Ex. 17.0, 4:73-75).  Would you 217

address Mr. Maple’s statement?  218

A. Yes.  We have not committed to keeping identical employees or practices following the 219

Reorganization for a very good reason—it is not practical.  Employees quit, move, 220

change jobs, are promoted, retire, and leave a company’s employment for countless other 221

reasons.  To manage Nicor Gas well and safely, we must maintain our ability to 222
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effectively manage our employees. Consequently, it is neither practical nor reasonable to 223

commit to maintain each identical employee.  In the aggregate, however, most of the 224

people involved in the operations and safety of the Nicor Gas system will be the ones 225

performing those or similar tasks following the Reorganization.  We recognize that there 226

is great value in the institutional knowledge residing in the employee base, and we plan to 227

retain such knowledge following completion of the Reorganization.  228

Q. Mr. Maple states that “the Joint Applicants should be able to demonstrate that they 229

have thoroughly studied every aspect of the companies involved and can make 230

careful decisions about policies and standards that affect service for ratepayers.”  231

(Maple Reb., Staff Ex. 17.0, 6:107-10).  Have the Joint Applicants engaged in such a 232

study?233

A. Yes.  First, we have provided testimony and supporting documentation which shows that 234

AGL Resources was, and is, engaged in an analysis of Nicor Gas’ operations.  (See 235

generally Linginfelter Dir., Joint Applicants Ex. 1.0; Linginfelter Reb., Joint Applicants’ 236

Ex. 8.0).  This exercise is further evidenced by the document attached to this testimony as 237

Joint Applicants Exhibit 13.3 (confidential).  This document is a presentation 238

summarizing the “Current State Assessment” phase (“CSA”) of the integration planning 239

process.  This summary was recently completed and provided to the CEOs of Nicor Inc.240

and AGL Resources.  It details the work undertaken during the CSA.  This work required 241

teams to assess the current state for each and every area of the two companies.  As of 242

May 30, 2011, teams have logged 31,000 labor hours on the integration process since the 243

transaction was announced. The summary represents the analysis of every area of both 244

companies related to utility service and support functions.  During this exercise those 245
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teams examined the people, processes, practices and standards involved in ensuring that 246

safe and reliable service is delivered.  This process provided legacy Nicor Gas employees 247

and AGL Resources employees that fundamental knowledge, which Mr. Maple 248

references as a requirement, necessary to design an integrated company capable of 249

providing safe, adequate and reliable service.  Specific to Mr. Maple’s concern about 250

AGL Resources’ knowledge of Nicor Gas’ operations, Joint Applicants Exhibit 13.3 251

(confidential) evidences that AGL Resources thoroughly analyzed the current state of all 252

areas of Nicor Gas’ operations, including field operations and compliance (for those two 253

areas in particular, see pages 16-17 and 32 of 34 in Joint Applicants Exhibit 13.3).  This 254

process is why I was confident when I said in rebuttal testimony, “[t]he question is not 255

whether customers will be served, but how best to serve them.” (Linginfelter Reb., Joint 256

Applicants Ex. 8.0, 6:144-45). To be fair to Mr. Maple, this report was finalized after his 257

rebuttal testimony was filed.  While the Joint Applicants previously did provide Mr. 258

Maple the timeline and the process for these activities, he did not have access to this final 259

report prior to filing his rebuttal testimony.  This information was provided to Mr. Maple 260

and all the parties in a supplemental data request response on June 30, 2011 (Joint 261

Applicants’ supplemental response to Staff data request RWB 3.08 Attachment 1 262

Confidential).  I hope this information and further discussion of the integration process 263

will assist in resolving many of Mr. Maple’s concerns.  264

Q. How will the future state of the combined companies be determined through the 265

integration planning process?266

A. Following the completion of the CSA, the Joint Applicants have continued our 267

integration planning to begin the process of further developing the future state of the 268
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combined companies.  We have expanded the number of people involved to more than 269

160, representing all functions of both companies.  The teams will be working on 270

determining the operating model, organizational structures, decision making processes, 271

high level policy changes, and implementation plans.  Such work will continue through 272

the fall and until the Reorganization is closed. 273

Q. Mr. Maple characterizes AGL Resources’ review of the pending Nicor Gas PBR 274

issue as “relying on no more than public documents and possible conversations with 275

that company and its personnel.” (Maple Reb., Staff Ex. 17.0, 12:226-27). Is he 276

correct? 277

A. No.  In his rebuttal testimony, Mr. Maple clarifies that the focus of his position actually278

concerns AGL Resources’ understanding of Nicor Gas’ gas operations. (Maple Reb., 279

Staff Ex. 17.0, 7:119-25).  However, the PBR issue that Mr. Maple raises in rebuttal goes 280

beyond gas operations, and also impacts financial and reputational considerations.  281

As an initial matter, Nicor Gas’ pending PBR issue also is significant from a 282

financial and reputational perspective.  Because of this significance, during our due 283

diligence process, members of our regulatory and legal departments reviewed every 284

document related to the PBR proceeding that was filed and made available on the 285

Commission’s E-Docket system.  AGL Resources personnel discussed those issues at 286

length with senior management and outside attorneys involved in that case.  The 287

conclusion of those analyses was that, while the range of positions taken in that case 288

varies greatly, AGL Resources did not find any information that would provide an 289

indication that the potential liability was different than that already publicly disclosed by 290

Nicor Gas.  As it relates to Mr. Maple’s concern over financial errors and alleged 291
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misleading statements, it is my understanding that the Securities and Exchange 292

Commission (“SEC”) has reviewed Nicor Gas’ financial restatement filed in March 2003 293

and related disclosures concerning the PBR proceeding pending at the Commission.  294

Simply put, AGL Resources reviewed, discussed and requested sufficient information to 295

allow us to understand the issues and exposure related to the PBR program.296

Meanwhile, Mr. Maple’s attempt to link actions taken at Nicor Gas during the 297

PBR program to AGL Resources’ examination of Nicor Gas’ operations for purposes of 298

the proposed Reorganization is misplaced.  From an operational perspective going 299

forward, what happened during the PBR program is of no consequence here.  In 300

particular, Mr. Maple’s concerns are unfounded because, as AGL Resources learned 301

during its examination of the issue:302

 The PBR program ended almost a decade ago, on December 31, 2002. Thus, it is 303

unreasonable to point to that program as it relates to Nicor Gas’ recent and current 304

operations;305

 Pointing to documents more than a decade old and subject to litigation for almost 306

a decade is of no relevance here. As I noted above, AGL Resources had access to 307

information to assess the Staff and AG/CUB claims, and also discussed PBR 308

issues with Nicor Gas management and outside attorneys;309

 Senior management responsible for Nicor Gas operations during the existence of 310

the PBR program left Nicor Gas by the end of 2004—information also disclosed 311

in SEC filings. Nicor Gas has an entirely new management team that has 312

successfully managed operations since that time;313
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 The U.S. Attorney’s Office and the Commodity Futures Trading Commission are 314

among the governmental agencies that investigated Nicor Gas’ PBR-related 315

activities, and these agencies found no fault with Nicor Gas’ operations, as 316

disclosed in SEC filings; and317

 Nicor Gas has been and remains the low-cost provider of gas distribution services 318

in Illinois. Since the conclusion of the PBR program, Nicor Gas has had two rate 319

cases where parties could examine and address Nicor Gas’ operations. Given that 320

no operational issues were raised in either rate case, or in any other proceeding for 321

that matter, the facts clearly pointed to no operational issues at Nicor Gas. 322

Q. Would you summarize the Joint Applicants’ position and recommendation related 323

to Section 7-204(b)(1)?324

A. Yes.  The Joint Applicants have provided Mr. Maple with every document available that 325

is responsive to his requests related to Section 7-204(b)(1).  AGL Resources conducted a 326

thorough due diligence process; made commitments related to staffing, corporate 327

presence, community involvement and expanded commitments during the course of this 328

case, as reflected in the attached Joint Applicants Exhibit 13.1, to address Staff concerns.  329

Through testimony submitted in this proceeding, the Joint Applicants have demonstrated 330

that AGL Resources has a proven track record of merging and integrating companies 331

safely and reliably.  (Linginfelter Reb., Joint Applicants’ Ex. 8.0, 5:111-21).  332

Furthermore, AGL Resources’ commitment to maintain staffing levels at Nicor Gas for at 333

least five years, as described above, to meet the safety and compliance personnel staffing 334

proposed by Staff witness Burk (Burk Reb., Staff Ex. 18.0, 2:11-3:40, 7:138-8:166), and 335

to honor existing union contracts (Linginfelter Reb., Joint Applicants’ Ex. 8.0, 2:38-39) 336
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provides ample evidence that the Reorganization will not diminish Nicor Gas’ ability to 337

provide adequate, reliable, efficient, safe, and least-cost public utility service. 338

VIII. RESPONSE TO THE TESTIMONY OF STAFF WITNESS RICHARD BRIDAL339

Q. What was Mr. Bridal’s position concerning Section 7-204(c) in his Direct 340

Testimony?341

A. Mr. Bridal’s position concerning Section 7-204(c) of the Act was clear:  (i) all future 342

savings resulting from the Reorganization would be incorporated into the test year for 343

purposes of setting rates and, thus, all savings would flow through to the benefit of 344

customers in a future rate case; and (ii) any costs associated with accomplishing the 345

Reorganization will not be recoverable from ratepayers.  (Bridal Reb., Staff Ex. 7.0, 2:24-346

4:77).  347

In my rebuttal testimony, the Joint Applicants accepted Mr. Bridal’s proposal 348

subject to one caveat: for a period of five years after closing the Reorganization, in any 349

proceeding initiated to examine or revise Nicor Gas’ rates (other than a general rate case 350

filed by Nicor Gas), Nicor Gas would have the opportunity to present facts to allow the 351

Commission to consider whether the cost to achieve the Reorganization should offset any 352

savings achieved as a result of the reorganization.  (Linginfelter Reb., Joint Applicants 353

Ex. 8.0, 19:436-20:447).354

Q. Mr. Bridal claims your recommendation “directly contradicts [his] 355

recommendation.”  (Bridal Reb., Staff Ex. 13.0, 7:187). Do you agree with his 356

assessment?357
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A. No.  As a general matter, we accept the concept that Reorganization costs should not be 358

recovered through an increase in rates.  Should Nicor Gas file a new rate case, we agree 359

that all savings that may arise from the Reorganization should flow through to customers.  360

The only difference between Mr. Bridal’s position and mine is how a single contingency 361

is addressed, i.e., what should happen if the Commission or another party seek to revise 362

Nicor Gas’ distribution rates within five years of closing.  In our view, the fair and 363

equitable answer is, if that happens, Nicor Gas should be able to present evidence of the 364

net Reorganization costs and savings.  If the Commission or another party does not 365

initiate a proceeding to revise Nicor Gas’ rates for five years following the 366

Reorganization, 100% of Mr. Bridal’s recommendation would remain intact.  367

Q. Mr. Bridal listed several cases where the Commission denied recovery of 368

reorganization costs.  (Bridal Reb., Staff Ex. 13.0, 8:193-10:256).  Does that suggest 369

the Commission always denies those costs?370

A. No.  At best, the Orders cited to by Mr. Bridal suggest that the Commission is willing to 371

consider the balance of costs and benefits.  Moreover, the Joint Applicants are not 372

seeking to recover these costs.  What we are seeking is the right to have the costs to 373

achieve the Reorganization considered if some other party claims that a result purchased 374

with those costs are savings that should lower Nicor Gas’ rates.375

Q. Mr. Bridal claims your position is deficient because you “have not identified any 376

specific amount of costs eligible for recovery, nor have [you] proposed how these 377

costs would be allocated.”  (Bridal Reb., Staff Ex. 13.0, 2:263-64). Is that correct?378

A. No.  In response to a Staff data request RWB 3.01 and the Joint Applicants 379

Reorganization Costs by Category under MFR 7-204(a)(3) Attachment 2, the Joint 380
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Applicants provided information which estimated total Reorganization cost at 381

$125 million.  In that response, the Joint Applicants also described our intent to seek full 382

recovery of the test year amortization of that amount in a rate proceeding initiated other 383

than at the request of Nicor Gas during the five year period following the reorganization.384

Q. Mr. Bridal claims that the Joint Applicants’ proposal “essentially circumvents and 385

renders moot the finding required under section 7-204(c)(ii).”  (Bridal Reb., Staff 386

Ex. 13.0, 11:275-76).  He further states “[t]he Act requires the Commission to make 387

a decision in the current proceeding.” (Id. at 11:292-93).  Do you agree?388

A. I am not a lawyer, but my reading of the Act does not preclude the Commission from 389

placing conditions on the approval of a reorganization under Section 7-204, including the 390

provisions of Section 7-204(c).  Indeed, other Staff witnesses have recommended that the 391

Reorganization be subject to certain conditions in order to satisfy the requirements of 392

Section 7-204. (See Hathhorn Reb., Staff Ex. 14.0, 1:18-2:36; Burk Reb., Staff Ex. 18.0,393

7:138-8:166).  In my view, Mr. Bridal’s position also is in conflict with prior 394

Commission Orders approving reorganizations, where the Commission has imposed 395

certain conditions to meet the requirements of Section 7-204.  See, e.g., WPS Resources 396

Corporation, Peoples Energy Corporation, The Peoples Gas Light and Coke Company, 397

and North Shore Gas Company, ICC Docket No. 06-0540 (Final Order Feb. 7, 2007); 398

Illinois Power Company and Ameren Corporation, ICC Docket No. 04-0294 (Final Order 399

Sept. 22, 2004); Iowa-Illinois Gas & Electric Co. and MidAmerican Energy Co., ICC 400

Docket No. 94-0439 (Final Order May 3, 1995).  Accordingly, I don’t find Mr. Bridal’s 401

interpretation of Section 7-204(c)(ii) to be correct.  402
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Q. Have the Joint Applicants modified their recommendation related to Section 7-403

204(c)(i) and (ii) in this surrebuttal testimony?404

A. No.  The Joint Applicants continue to recommend that the Commission adopt the 405

recommendation of Mr. Bridal, subject to the modification set forth in Joint Applicants406

Exhibit 8.0, 19:436-20:443.  This provides certainty to all parties as to the manner in 407

which the Reorganization costs and related savings will be addressed for the five year 408

period following the closing of the Reorganization.  409

IX. CONCLUSION410

Q. Does this complete your surrebuttal testimony?411

A. Yes.412
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