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I. INTRODUCTION1

Q. Please state your name and business address.2

A. Stephen Cave, Ten Peachtree Place, Atlanta, Georgia 30309. 3

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

A. I am the Vice President – Finance and Treasurer of AGL Resources Inc.5

Q. Are you the same Stephen Cave who presented Direct and Rebuttal Testimony in 6

this proceeding?7

A. Yes.8

II. PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS9

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

A. My surrebuttal testimony responds to the rebuttal testimony of Illinois Commerce 11

Commission (“Commission”) Staff (“Staff”) witness Rochelle Phipps regarding whether 12

the proposed reorganization satisfies the requirements of Section 7-204(b)(7) of the 13

Public Utilities Act (the “Act”), in particular those requirements related to cost of service.14

Q. What are the conclusions of your surrebuttal testimony?15

A. I conclude that Ms. Phipps continues to maintain a narrow, single-issue view of the 16

standard set forth in Section 7-204(b)(7) of the Act.  That standard refers broadly to 17

“adverse rate impacts” as a whole.  It does not refer to any individual cost, category of 18

costs, or for that matter, costs as a whole. While acknowledging that the impact of this 19

reorganization on Northern Illinois Gas Company d/b/a Nicor Gas Company’s (“Nicor 20

Gas”) credit ratings is not known at this time, Ms. Phipps continues to argue that 21
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potential ratings changes for Nicor Gas will result in adverse rate impacts on retail 22

customers, and that the Joint Applicants have not taken additional steps to insulate Nicor 23

Gas from non-utility affiliate risks following the proposed reorganization.  This view 24

ignores the fact that the Joint Applicants are not seeking changes to rates, and that the 25

Joint Applicants have, in fact, taken significant steps to insulate Nicor Gas from the 26

perceived “risks” associated with the non-utility businesses.  Further, Ms. Phipps clearly 27

has interpreted the Commission’s statutory obligation under Section 9-230 of the Act28

very differently than the Joint Applicants have.  While the Joint Applicants continue to 29

assert that Section 9-230 of the Act is not applicable to the reorganization, in response to 30

Ms. Phipps’ concerns, we suggest an alternative approach.  We are proposing herein what 31

we believe to be a fair methodology for determining and isolating any increases in the 32

cost of financing, in order for the Commission to evaluate such changes at the time and in 33

the context where rates could change—i.e., during a future rate proceeding.  34

III. RESPONSE TO STAFF WITNESS PHIPPS35

Q. Ms. Phipps testifies, regarding 7-204(b)(7), that “[n]othing concerning the ultimate 36

effect of the proposed reorganization on Nicor Gas’ credit ratings is known with 37

complete certainty,” yet also states that “it is likely that Nicor Gas’ credit ratings 38

will decline following the reorganization.”  (Phipps Reb., Staff Ex. 15.0, 2:20-21, 39

2:30-31).  How can these statements be reconciled with each other and with the facts 40

as you know them?41

A. I find these two statements conflicting and contradictory.  That said, Ms. Phipps’ first 42

statement is clearly true.  Nothing is certain at this time regarding the impact of the 43

proposed reorganization on the credit ratings for Nicor Gas. Indeed, since the assignment 44
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of credit ratings is a process with many inputs, some of them specific to the individual 45

credit rating agency, and those inputs can vary over time, it would be hard to predict 46

Nicor Gas’ future credit ratings with certainty even if the effect of the reorganization 47

alone were certain.  It is for that very reason—which Ms. Phipps acknowledges—that we 48

cannot determine that it is likely that Nicor Gas’ credit ratings will decline following the 49

reorganization.  50

In addition, there is empirical evidence from the rating agencies themselves that 51

raises questions as to whether a downgrade is likely to result from the reorganization, at52

least as it is now proposed.  For example, Ms. Phipps’ rebuttal testimony provides the 53

Commission with a Moody’s document affirming the issuer ratings for Nicor Gas 54

(“Nicor’s subsidiary Northern Illinois Gas Company”), but reflecting a change in its 55

outlook to “negative” from “stable.”  (Staff Ex. 15.02, p. 1).  However, the potential for a 56

one-notch rating downgrade noted in the document is based on Nicor Gas’ then-expected 57

inclusion in the AGL money pool.  The specific statement in the Moody’s report is as 58

follows:59

NI-Gas’s A2 issuer rating is likely to be downgraded by one notch 60
to conform with those of AGL’s rated operating subsidiaries 61
Atlanta Gas Light Company and Pivotal Utility Holdings, which 62
are rated one notch lower at A3 senior unsecured given NI-Gas’s 63
expected inclusion in AGL’s money pool.64

(Id.)  The report later reconfirms in no uncertain terms that:65

Aligning NI-Gas’s post-merger ratings with those of its 66
prospective sister companies assumes that NI-Gas will become part 67
of AGL’s money pool arrangement in which subsidiary funds are 68
managed centrally.69

(Id.)70
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The proposal to include Nicor Gas as part of the AGL money pool was an early 71

one.  It was communicated to the rating agencies at or around the time of the merger 72

announcement, and the agency reports subsequently issued in December 2010 73

contemplated that structure.  That is not, however, the proposal now before the 74

Commission.  As the Joint Applicants’ direct testimony confirms, it was subsequently 75

determined that Nicor Gas would not be included in the money pool following the 76

proposed reorganization.  (Cave Dir., Joint Applicants Ex. 3.0, 8:160-65).  As a result, 77

there will be no credit unity between Nicor Gas and the lower rated operating companies 78

post reorganization.79

This fact, coupled with the inherent uncertainty of credit ratings, in sum, lead me 80

to conclude there is no basis for stating that Nicor Gas’ credit ratings will decline. 81

Q. Ms. Phipps also expresses concern about AGL Resources’ unregulated activities.  82

(Phipps Reb., Staff Ex. 15.0, 3:46-49).  Will the reorganization impair in any way the 83

Commission’s ability to regulate Nicor Gas’ rates so as to insulate customers from 84

any unregulated activities? 85

A. No.  Ms. Phipps expresses a concern that the Joint Applicants have not adequately 86

insulated Nicor Gas from what she calls “non-utility affiliate risks” following the 87

proposed reorganization. (Phipps Reb., Staff Ex. 15.0, 2:28-30).  I note that non-utility 88

activities are nothing new to Nicor Gas’ owners; Nicor Inc. has had substantial non-utility 89

businesses for years.  The Commission has nonetheless assured itself of the propriety of 90

Nicor Gas’ rates in each of its rate proceedings, and I am aware of nothing that would 91

prevent or interfere in any way with the Commission’s continued ability to do so.92



Docket No. 11-0046 5 Joint Applicants Ex. 14.0

Q. Ms. Phipps asserts that the Joint Applicants’ interpretation of Section 7-204(b)(7) 93

“fails to recognize the Commission’s statutory obligation under Section 9-230 of the 94

Act.”  (Phipps Reb., Staff Ex. 15.0, 3:40-42).  Is this correct?95

A. No, far from it. I am not a lawyer; neither is Ms. Phipps.  However, Section 9-230 on its 96

face relates to the establishment of a reasonable rate of return in a rate proceeding.  The 97

direction it gives to the Commission is to protect consumers from the effect, if any, of 98

unregulated activities by ensuring that the approved return excludes their effect.  Nothing 99

in the reorganization affects, impairs, or even implicates that function. 100

The reorganization is not a rate proceeding, nor have the Joint Applicants asked 101

the Commission to consider any change in rates for customers as a result of the proposed 102

reorganization. Moreover, the Joint Applicants believe that Section 9-230 provides the 103

Commission the necessary authority to consider, as part of a future rate proceeding, any 104

changes in incremental risk or cost of capital that result, directly or indirectly, from Nicor 105

Gas’ affiliation with unregulated or non-utility affiliate companies.  The Commission can 106

then make the determination of whether those changes, if they occur, warrant any 107

changes to rates charged to Nicor Gas customers.108

Q. Are there any other reasons to conclude that the reorganization will not cause 109

unregulated activities to impact regulated utility customers?  110

A. Yes.  From both a regulatory and a credit ratings perspective, the fact that the Joint 111

Applicants agreed not to seek Nicor Gas’ inclusion in the AGL money pool provides a 112

substantial amount of protection against any actual or perceived risks of the utility being 113

affiliated with non-utility companies.  As a result of not being included in the money 114

pool, Nicor Gas will not be loaning money to utility or non-utility subsidiaries following 115
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the proposed reorganization.  As a result, Nicor Gas will effectively be insulated from 116

any perceived risks of that type of borrowing activity.  In addition, the Joint Applicants 117

have agreed to operate a standalone commercial paper program supporting the working 118

capital needs of Nicor Gas, and the Joint Applicants have agreed that this program will be 119

fully supported and backstopped by a separate, standalone credit facility devoted solely to 120

Nicor Gas.  Given all of these commitments, many of which are substantially different 121

from the way AGL Resources typically finances its utility businesses, the Joint 122

Applicants have provided a substantial amount of insulation for Nicor Gas from any 123

potential, perceived risks of being affiliated with non-utility businesses. 124

Q. In her conclusion, Ms. Phipps states that the Joint Applicants have not identified a 125

“specific, effective means for eliminating the adverse rate impact of the expected 126

decline in Nicor Gas’ credit ratings.”  (Phipps Reb., Staff Ex. 15.0, 6:105-06).  Is this 127

a valid conclusion?128

A. No, for two different reasons.  First, Ms. Phipps’ statement confuses “rate impacts” with 129

ratings impacts.  Second, in my rebuttal testimony, the Joint Applicants made a proposal 130

that to evaluate any adverse rate impact, and herein have further clarified how such a 131

proposal might work to eliminate any adverse rate impact.  Of course, as I said earlier, 132

the impact of the proposed reorganization on the credit ratings for Nicor Gas is unknown 133

at this time and, therefore, based on the facts I stated earlier, one cannot conclude with 134

any certainty that there is an “expected decline in Nicor Gas’ credit ratings.”  But even if 135

one could, Ms. Phipps’ conclusion would be incorrect for those two reasons.136
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Q. How does Ms. Phipps confuse rate impacts with rating impacts?137

A. Rates are a function of a utility’s total costs and expected billing determinants.  Rates 138

change in rate cases in response to changes in those total costs and/or billing 139

determinants.  Nicor Gas’ delivery rates do not change as a result of a change in its credit 140

ratings or its credit costs, and it is simply not possible to predict how (or if) rates will be 141

impacted by a predicted movement in one factor that itself only affects a portion of one 142

utility cost.143

Moreover, from a regulatory perspective, rates will not change as a result of this 144

reorganization.  Rates can only change when the Commission approves them and a 145

mechanism to allow the Commission—in a rate case—to determine and adjust for any 146

impact completely protects customers and eliminates any and all risk of an adverse rate 147

impact.148

Q. Do the Joint Applicants propose a specific methodology to address Ms. Phipps’ 149

concerns about the impact on rates for retail customers of any changes in financing 150

costs as a result of the proposed reorganization?151

A. Yes.  For the three-year period following the closing of the proposed reorganization, in 152

any proceeding involving rates where an underlying determinant factor is the cost of 153

capital, the Joint Applicants agree that the appropriate debt and equity costs should be 154

based on a study that assumes Nicor Gas’ credit rating to be the same as its rating 155

immediately prior to the closing of the reorganization.  Further, in any future proceeding 156

involving rates, beyond that three-year period, where cost of capital is an underlying 157

determinant factor, the Joint Applicants agree to file a study addressing applicable 158

requirements of Section 9-230 of the Act, including (to the extent required by that 159
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provision of law as it then exists) analyzing the impact, if any, of Nicor Gas’ affiliation160

with AGL Resources and its other subsidiaries on the cost of capital for Nicor Gas.  161

The Joint Applicants understand that such an analysis may result in a reduction to 162

Nicor Gas’ calculated required rate of return where such a reduction is consistent with the 163

facts and the law as it exists at the time of that future filing.  However, we believe this 164

methodology provides a highly transparent means for the Commission to properly assess 165

any cost of capital changes that result from the proposed reorganization in the proper 166

forum, which is in the context of the next rate proceeding, as governed under Section 9-167

230 of the Act.168

IV. CONCLUSION169

Q. Does this conclude your surrebuttal testimony?170

A. Yes.171
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