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Witness and Schedule Identification

Q.

Please state your name and business address.
My name is Dianna Hathhorn. My business address is 527 East Capitol Avenue,

Sprindfield, lllinois 62701.

By whom are you employed and in what capacity?
| am currently employed as an Accountant in the Accounting Department of the
Financial Analysis Division of the lllinois Commerce Commission (“Commission”

or “ICC”).

Please describe your professional background and affiliations.

| am a licensed Certified Public Accountant. | earned a B.S. in Accounting from
lllinois State University in 1993. Prior to joining the Commission in 1998, |
worked as an internal auditor for another lllinois state agency for approximately
3.5 years. | also have 1.5 years experience in public accounting for a national

firm.

Have you previously testified before any regulatory bodies?

Yes. | have testified on several occasions before the Commission.

What is the purpose of your testimony in this proceeding?
The purpose of my testimony is to present my analysis and recommendations on

several issues presented by the application for authority to engage in a
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reorganization and to enter into various agreements filed by AGL Resources Inc.,
Nicor Inc., and Northern lllinois Gas Company d/b/a Nicor Gas Company (jointly,

the “Joint Applicants” or individually, “AGL Resources,” “Nicor,” or “Nicor Gas”).
Specifically, my testimony addresses (a) whether the proposed reorganization
complies with the requirements set forth in paragraphs (2) and (3) of Section 7-
204(b) of the Public Utilities Act (“Act”); (b) whether the Commission should
approve certain affiliated interest agreements for which the Joint Applicants seek

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

accounting entries associated with the reorganization.

Have you included any attachments with your testimony?

A. Yes, | have included the following attachments, which present information
prepared by the Joint Applicants:

Attachment A- Joint Applicants’ Responses to Staff Data Requests DLH-10.01

and DLH-10.02
Attachment B- Joint Applicants’ Response to Staff Data Request DLH-1.07

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

204(b)(3) — Allocation of Costs and Facilities

Q.

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

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

In your opinion, does the proposed reorganization comply with these

requirements?
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No. The proposed reorganization cannot be found to comply with Sections 7-
204(b)(2) and 7-204(b)(3) of the Act due to several issues | explain below with
the proposed Operating Agreement (Joint Applicants Exhibit 6.1 or “OA”) and the
AGL Services Agreement (Joint Applicants Exhibit 5.2, (“Services Agreement” or
“‘SA”)). However, if the Joint Applicants were to accept certain conditions
discussed below, then | would recommend the Commission make the required

findings with respect to these two subsections.

Please briefly describe the difference between the OA and SA.

The OA is very similar to the affiliated interest agreement presently in place for
transactions between Nicor Gas and its affiliates. It is a two-way transaction
document, meaning Nicor Gas can both provide services to its affiliates, or
receive services from its affiliates, by authority in the OA. In Nicor Gas’ last rate
case, Docket No. 08-0363, the Commission ordered Nicor Gas to submit its OA
for re-approval or a revised OA for approval. Nicor Gas chose the former and the
OA is under review in Docket No. 09-0301. Those issues have been moved to
this proceeding and will be considered in the OA phase of this case. | have
several pending recommendations to the OA in Docket No. 09-0301. My
testimony in the merger phase of this case addresses an OA issue brought about
by the addition of parties to the OA proposed in the reorganization. The SA
would govern transactions only from AGL Services Company (“AGSC”) to Nicor

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

Recommendation #1: Require AGSC to Pay Nicor Gas Fully Distributed Cost

Please describe your recommendation to Section 5.1 (b)(i) of the OA to require
AGSC to pay Nicor Gas fully distributed cost (“FDC”).

Presently, Section 5.1(b)(i) of the OA allows Nicor Gas to be paid by AGSC
prevailing price, or if no such prevailing price exists, FDC. In other words, AGSC
is allowed to pay Nicor Gas greater or less than Nicor Gas’ fully distributed costs
if a prevailing price exists. If this occurs, then the difference between the
prevailing price and Nicor Gas’ fully distributed cost is either a cost burden that

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

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

No, since AGSC is a services company. Services companies are typically used
by multi-jurisdictional entities to provide services to multiple utilities at cost.
While Nicor Gas could possibly benefit by charging AGSC in excess of its FDC,
this would be inappropriate since AGSC would likely pass along this higher cost
to another regulated utility. The SA proposed in this case, discussed later in my
testimony, appropriately does not allow Nicor Gas to pay AGSC greater than
FDC. lItis appropriate for the OA to mirror this arrangement so that AGSC

remains the pass through entity it is designed to be."

Has the Commission required other lllinois utilities to be paid by their services

! 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?

A. Yes. In Docket No. 10-0408, in the affiliate interest agreement between The
Peoples Gas Light and Coke Company, North Shore Gas Company, and their
services company (“Peoples/North Shore AIA”), Section 2.1 (iv) requires
transactions provided by the utilities to their services company, Integrys Support,
to be priced at cost (NS-PGL Ex. 1.1, Docket No. 10-0408, Order, dated
December 15, 2010). Consistent with the Peoples/North Shore AlA, |

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

Q. What is your recommended language change to Section 5.1(b) of the OA to
address your Recommendation #17?
A. My recommended language is shown in legislative style as follows:

Section 5.1 ...
(b)  Use of Facilities or Services.

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

Q. Please summarize why the Commission should adopt Recommendation #1 as a
condition of the reorganization.

A. The change under Recommendation #1 is necessary to the OA for the
Commission to make the Section 7-204b(2) finding that the proposed

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

% 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
reorganization could result in the unjustified subsidization of non-utility activities
by allowing AGSC to pay Nicor Gas more or less than Nicor Gas’ fully distributed
costs. Further, any costs that are not properly charged initially cannot be
properly allocated between utility and non-utility activities, as required by Section

7-204b(3).

AGL Services Agreement

Recommendation #2: Add Access to Records Paragraph

Please describe your recommendation to add a paragraph to the SA regarding

access to records.

The proposed SA does not contain any language regarding rights for access to
records by parties or the ICC, as is contained in the proposed OA’s Section 9.4.
In discovery, the Joint Applicants have agreed to add the following language to

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

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

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

Please describe your recommendation regarding changes in allocation methods
used in the SA.
The SA, in the Description of Services section. states in part, “Substitution or
changes may be made in the methods of allocation hereinafter specified, as may
be appropriate and will be provided to state regulatory agencies and to each
affected AGLR System Company.” However, there is no requirement to provide
these changes to the Commission. In discovery, the Joint Applicants have
agreed to file on the ICC’s e-Docket system in Docket No. 11-0046 with a copy to
the Chief Clerk of the Commission, and provide a copy to the Manager of the
Accounting Department, documentation of any substitution or changes in the
methods of allocation in the Policies and Procedure Manual for the proposed
AGL Services Agreement. (Joint Applicants’ Response to Staff Data Request
DLH-8.01) Therefore, | recommend adding the following language to the SA:
V. COMPENSATION AND ALLOCATION. As and to the extent
required by law, AGSC will provide such services at cost. The
attached Exhibit | contains AGSC'’s Policies and Procedures
Manual which describes the rules for determining and allocating
costs for AGSC. Nicor Gas shall file on the ICC’s e-Docket system
in Docket No. 11-0046 with a copy to the Chief Clerk of the
Commission, and provide a copy to the Manager of the Accounting

Department, documentation of any substitution or changes in the
methods of allocation in the Policies and Procedure Manual.

Recommendation #4: Require Annual Internal Audit

Please describe your recommendation regarding an annual internal audit of the
SA.
The SA does not contain any requirement for an internal audit. The Joint

Applicants stated that no internal audits of any AGL Services Agreements similar
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to Joint Applicants Ex. 5.2 were performed between the years 2005 and 2010.
(Joint Applicants’ Response to Staff Data Request DLH-4.03) The Joint
Applicants further stated that, consistent with the requirements of 83 Ill. Adm.
Code 550.150, the Joint Applicants would agree to conduct a biennial internal
audit or have such audit conducted by independent public accountants and
provide a copy of the audit report to the ICC’s Manager of the Accounting

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

Does the agreement to conduct biennial audits satisfy your concern that the SA
be audited?

No. | recommend an annual, rather than | biennial audit be required. | also
recommend that certain, specific tests be required within the audit. An annual
audit is appropriate because the Services Agreement is new to lllinois, not
regularly audited by AGLR, and there is potential for a large amount of costs to
be charged to Nicor Gas through it. Further, the audit scope should be required
to be focused on the certain, specific areas, where | believe there is the greatest

potential for harm to ratepayers.

Do any other affiliated interest agreements with lllinois utilities require annual
internal audits?

Yes. The Master Regulated Affiliated Interest Agreement of The Peoples Gas
Light and Coke Company and North Shore Gas Company (“Peoples/North Shore

Master AIA”), includes a requirement in its Section 4.4 for an annual internal
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audit testing transactions’ compliance with the agreement. (Docket No. 07-0361,
December 5, 2007) Section 4.3 of Peoples/North Shore’s AlA also requires an
annual internal audit. Ameren lllinois Company (“Ameren”) conducts annual
internal audits of its services company’s request system, policies, procedures
and controls, in accordance with the Commission’s order in Docket No. 06-0070,
November 21, 2006. MidAmerican Energy Company (“MidAmerican”) is required
to provide to Staff an annual internal audit of charges covered by its
Intercompany Administrative Services Agreement (“IASA”) (Section I. D. of Rider

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

Why is it necessary to include specific audit tests in your recommendation for an
annual internal audit?
The purpose of requiring specific tests is to ensure audit resources are engaged
to monitor the risk areas that the Commission deems appropriate. The specific
tests ensure the audit is a more useful product to Staff, intervenors and the
Commission. Several tariffs adopted by the Commission have adopted audits
with specific tests, including:

e Peoples/North Shore Rider Volume Balancing Adjustment Riders;

e Peoples Infrastructure Cost Recovery Rider;

e Commonwealth Edison Company Advanced Metering Program

Adjustment;
¢ All uncollectibles expense riders adopted pursuant to Section 19-145 and

16-111.8 of the Act;
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¢ All energy efficiency and demand response riders adopted pursuant to
Sections 8-103 and 8-104 of the Act; and
e All purchased electricity riders adopted pursuant to Section 16-111.5 of
the Act.
My recommended language changes to the SA regarding an annual internal

audit are included under Recommendation #6 below.

Recommendation #5: Require Triennial Cost Study

Please describe your recommendation regarding a cost study of the services
provided under the SA.

The SA’s Policies and Procedures Manual states in several places that the
various allocation ratios it uses to allocate non-directly charged or assigned costs
will be updated at regular intervals, at least annually, using the most recent data
available. However, there is no requirement to conduct a full study of the cost of
services provided under the SA. A full study is necessary periodically to ensure
that AGSC is charging the system companies, i.e., Nicor Gas, appropriately, with
no over or under charging of its services. Therefore, | recommend a full study be
conducted every three years. The annual updates, which are already
established in the Manual, should be continued. My recommended language
changes to the SA regarding a requirement of a cost study are included under

Recommendation #6 below.

Do any other affiliated interest agreements with lllinois utilities require triennial

cost studies?

10
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Yes. Section 4.3 of Peoples/North Shore Master AIA and Section 4.4 of

Peoples/North Shore AlA contain the identical requirement.

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

Please describe your recommendation to include in the SA a requirement for the
Joint Applicants to annually file a billing report.

| recommend that the Joint Applicants annually file by May 1 a billing report on
the ICC’s e-Docket system in Docket No. 11-0046 with a copy to the ICC’s
Accounting Department Manager and to the Office of the Chief Clerk of the ICC.
The billing report should summarize the monthly charges to Nicor Gas from

AGSC under the Services Agreement.

Do any other affiliated interest agreements with lllinois utilities require
compliance filings of monthly billing reports?

Yes. Section 4.5 of Peoples/North Shore Master AIA and Section 4.2 of
Peoples/North Shore’s AlA contain such requirements. Other utilities are
required by the Commission to submit other compliance information related to
their affiliated interest transactions. For example, Ameren submitted a quarterly
list of challenges and responses regarding unreasonable charges under its
affiliate agreement for transactions between the formerly separate lllinois utilities,
pursuant to Docket No. 09-0233, January 6, 2010. MidAmerican submits a
report of its quarterly true-up process of affiliate transactions (Section I.C. in

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

11
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Please explain why the Commission should adopt Recommendation #6 as a
condition of the reorganization.

The condition will provide the Commission with an important tool in monitoring
affiliate transactions and assure that the reorganization does not result in the
unjustified subsidization of non-utility activities by the utility or its customers and
in determining that costs and facilities are fairly and reasonably allocated

between utility and non-utility activities.

Please provide your recommended language changes to the Services
Agreement for your Recommendations 4, 5, and 6.
| recommend the following language be added to the Operating Agreement:

Annual Internal Audit, Annual Report, and Triennial Cost Study

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

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

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

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

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

5) All costs charged to Nicor Gas are determined in accordance with

12
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either a direct charge or a consistent, predetermined allocation
methodology based upon current cost studies;

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

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

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

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

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

Recommendation #7: Require Human Resources Indirect Costs Including Employee

Benefits to be Directly Charged or Assigned

Q.

Please describe your recommendation that employee benefits indirect costs in
the SA be directly charged or assigned.

| recommend the Joint Applicants require AGSC to charge its employee benefits
indirect costs through an overhead rate that can be charged to the affiliates

based upon AGSC labor costs charged to the client companies. Presently,

13
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AGSC charges employee benefits costs (i.e., health insurance costs, pension
expense, etc.) and other indirect costs to affiliates by the use of ratios, such as

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

Why do you oppose the SA’s proposed methodology?

While ratios may be reasonable for some indirect costs, such as those that are
incurred on a shared basis which cannot easily be assigned by cost causation
such as departmental overheads, the SA methodology would have Nicor Gas
share in paying for the employee benefits costs directly incurred by AGL’s
affiliates in other jurisdictions. For example, if an AGSC employee charges 40
hours of labor to Atlanta Gas Light Company (“Atlanta Gas”), the indirect costs of
health insurance, pension, and payroll taxes associated with those 40 hours
would not be charged only to Atlanta Gas. Instead, those charges would be
pooled and charged to all affiliates based on the ratio of number of employees or
the composite ratio. Under this methodology, Nicor Gas would inappropriately
subsidize the other affiliates’ costs of health insurance, pension, and payroll

taxes associated with labor directly performed for Atlanta Gas.

What is the magnitude of the costs that Nicor Gas could incur due to this
methodology?

| am uncertain whether the costs would be allocated to Nicor Gas based on the
composite allocator or ratio of number of employees. However, in the Joint

Applicants’ Response to Staff Data Request DLH-3.03, an illustrative example of

14
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the composite ratio post-merger indicates Nicor Gas would receive approximately
31% of the costs. Using number of employees, Nicor Gas’ number of employees
ratio is expected to be significant since AGL had 2,621 employees at February 1,
2011 (2010 AGL annual report, p. 29) and Nicor Gas had approximately 2,200

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

What is the Joint Applicants’ rationale for this methodology?

The Joint Applicants stated that when AGL Resources was designing the current
allocation methodology, a decision was made to simplify the steps in the overall
allocation process. It further indicated that any change to this methodology would
need to be made for all system companies or AGSC would no longer be able to
claim an “at cost” allocation methodology. (See complete response in

Attachment A)

Do any other affiliated interest agreements with lllinois utilities allow indirect costs
to be charged to affiliates in the manner proposed in the SA?

Not that | am aware of. Other lllinois utilities’ affiliated interest agreements, some
of which are listed below, require certain indirect costs such as employee
benefits to be charged to affiliates based upon the amount of labor directly
incurred by each affiliate.

Ameren General Services Agreement®, Section 3, p. 5: “Overhead costs

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

® Docket No. 09-0234 (July 14, 2010), Ameren Services Company, service agreement between various

15
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and damage expense will be charged to the Client Company based on Service
Company labor costs charged to the Client Company.”
¢ Peoples/North Shore AIA Section 2.2 C: “An overhead shall be established and
shall be applied to direct labor dollars (product of sub-paragraphs (i)(A) and
()(B)) to include: 1. Costs associated with pensions, other post-employment
benefits, social security taxes, unemployment compensation, health, dental and
life insurance, training, vacation, sick, holiday and other employee benefits;...”
e Peoples/North Shore Master AlIA, Section 2.2: “[...] to the extent possible and
prior to allocating costs pursuant to subsections (ii) and (iii) of this Section 2.2,
costs associated with a service that is specifically performed for a single Client
Company will be directly assigned and billed to that Client Company;”
¢ Nicor Gas OA ((both existing and proposed) Section 5.2 c¢): “All direct labor
charges apportioned to a Party (either apportioned directly or using an
allocation methodology) shall be increased by a loading factor to reflect indirect
labor-driven costs. [...] The labor loading shall include payroll taxes; medical,
dental and vision insurance costs; pension and other postretirement health care
benefits costs; incentive compensation plan costs; employee savings plans
costs; training costs; other employee benefits; the employee benefits

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

What is your recommended language to address this issue?

(..continued)
Ameren Companies including Central lllinois Public Service Company d/b/a AmerenCIPS, Central Illinois
Light Company d/b/a AmerenCILCO, lllinois Power Company d/b/a Ameren IP
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A. | recommend adding the following language (shown in double-underline prior to
other proposed language from Recommendation #3 above) to the Services
Agreement:

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

Q. Please summarize why the Commission should adopt Recommendation #7 as a
condition of the reorganization.

A. The change is necessary to the SA for the Commission to make the Section 7-
204b(2) finding that the proposed reorganization will not result in the unjustified
subsidization of non-utility activities by the utility or its customers . As discussed
above, the SA as proposed in the reorganization could result in the unjustified
subsidization of non-utility activities by requiring Nicor Gas to pay employee
benefits costs unrelated to its regulated operations. Further, any costs that are
not properly charged initially cannot be properly allocated between utility and

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

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

444 A. In response to Staff Data Request DLH-1.07, the Joint Applicants stated that
445 following approval of the application, the Tax Allocation Agreement Among

446 Members of the AGL Resources Inc. Affiliated Group (“TAA”) would be amended
447 to include the surviving Nicor companies as parties to that agreement, and

448 therefore requested approval of the TAA. (Attachment B) The Joint Applicants
449 confirmed that they seek only to establish the TAA in this proceeding and any
450 associated ratemaking treatment would be established in the next rate-making
451 proceeding. (Joint Applicants’ Response to Staff Data Request DLH-4.07)

452

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

454 Q. What is your recommendation concerning the TAA?

455 A. | recommend the Commission approve the TAA. | also recommend the language
456 in the Order state:

457 The Joint Applicants shall file the executed Tax Allocation

458 Agreement on the ICC’s e-Docket system in Docket No. 11-0046

459 with a copy to the ICC’s Accounting Department Manager and to

460 the Office of the Chief Clerk of the ICC within thirty (30) days of the

461 execution date. The Joint Applicants shall submit a status report

462 to the ICC on e-Docket in Docket No. 11-0046 with a copy to the

463 Manager of Accounting within six months of the order date of this

464 proceeding approving the Tax Allocation Agreement and every six

465 months thereafter until the final Tax Allocation Agreement has

466 been executed.

467 The Joint Applicants have agreed to these recommendations in response to Staff
468 Data Request DLH-4.08.

469
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Approval of Proposed Accounting Entries

Q.

At the date of their initial filing, the Joint Applicants stated they do not anticipate
any accounting entries needing to be recorded; however, the analysis was not
complete. (Joint Applicants Ex. 5.0, p. 12) Have the Joint Applicants provided
additional information regarding the timing of the final analysis for the need for
accounting entries?

Yes. The Joint Applicants stated that the analysis cannot be completed until the
specific facts and circumstances are known at the time of filing the first financial
statements for Nicor Gas with the Securities and Exchange Commission (“SEC”)
after the merger is completed. Further, Joint Applicants will have to wait until the
SEC reviews the financial statements (for which there is no specific timetable)
until they can be certain that the SEC ultimately agrees with its conclusions.

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

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

Q.

A.

Do you have any recommendations regarding the accounting entries associated
with the proposed Reorganization?

Yes. | recommend the Joint Applicants notify the Commission after the SEC
review occurs. | also recommend the language in the Order state:

The Joint Applicants shall file on the ICC’s e-Docket system in
Docket No. 11-0046 with a copy to the Chief Clerk of the
Commission, and a copy to the Manager of the Accounting
Department of the final disposition of the accounting entries. If the
SEC determines any journal entries are required, the Joint
Applicants shall file on the ICC’s e-Docket system in Docket No.
11-0046 with a copy to the Chief Clerk of the Commission, and
provide a copy to the Manager of the Accounting Department,
copies of the accounting entries to be recorded on the regulatory
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498 books of Nicor Gas, including preliminary amounts to be recorded,

499 within 6 months after closing the merger transaction, and further file

500 the final entries and amounts no later than 12 months after closing.

28; Additional Comments

503 Q. Do you have any additional comments?

504 A. Yes, | do. In the rebuttal testimony of the Joint Applicants, | recommend that the
505 revised OA and SA reflecting all agreed upon language changes should be

506 attached and submitted for the record.

507

508 Summary

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

511 A. | conclude:

512 1) The proposed reorganization cannot be found to comply with Sections 7-
513 204(b)(2) “the proposed reorganization will not result in the unjustified

514 subsidization of non-utility activities by the utility or its customers” and 7-
515 204(b)(3) “costs and facilities are fairly and reasonably allocated between
516 utility and non-utility activities in such manner that the Commission may

517 identify those costs and facilities which are properly included by the utility for
518 ratemaking purposes” of the Act, due to several issues with the proposed
519 Operating Agreement and the AGL Services Agreement.

520 However, if the Commission imposes the conditions listed below, then my
521 concerns regarding the Joint Applicants compliance with Section 7-204(b)(2)
522 and (b)(3) of the Act will be satisfied:

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

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

3. Amend the Services Agreement to require changes in allocation

methods to be filed with Commission;
Require an annual Internal Audit of the Services Agreement;

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

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

Require that human resources indirect costs be directly charged or
assigned;

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

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

2) Subject to the imposition of the condition listed above, as well as imposition of
my recommendations in ICC Staff Exhibits 1.0 and 3.0, | have no further
objections to the Operating Agreement;

3) Subject to the conditions listed above, | recommend that the Commission
approve the Services Agreement;

4) Subject to the condition listed above, | recommend that the Commission
approve the Tax Allocation Agreement; and

5) Subiject to the condition listed above, | recommend that the Commission

approve the accounting treatment of the reorganization.

Conclusion
Q. Does this question end your prepared direct testimony?
A. Yes.
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Joint Applicants
Response to: Illinois Commerce Commission
III.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

NRE 004190



DLH 10.02 Q.

DLH 10.02 A.

Docket No. 11-0046
ICC Staff Exhibit 8.0
Attachment A

Joint Applicants
Response to: Illinois Commerce Commission
III.C.C. Docket No. 11-0046
DLH Tenth Set of Data Requests

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

a)

b)

d)

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.

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

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

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.

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.

Page 1 of 2
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Witness:
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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.

Elizabeth Reese

Page 2 of 2
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DLH 1.07 Q.

DLH 1.07 A.

Docket No. 11-0046
ICC Staff Exhibit 8.0
Attachment B
Joint Applicants
Response to: Illinois Commerce Commission
III.C.C. Docket No. 11-0046
DLH First Set of Data Requests

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.

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

NRE 000480
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TAX ALLOCATION AGREEMENT AMONG MEMBERS OF THE
- AGL RESOURCES INC. AFFILIATED GROUP ’

WHEREAS, AGL Resources Inc., a corporation organized under the laws of the
State of Georgia ("AGL Resources") and a registered holding company under the Public Utility
Holding Company Act of 1935 ("Act"), together with its subsidiary companies, direct and
indirect, listed in Appendix A, comprise the members of the AGI, Resources consolidated group
which will join annually in the filing of a consolidated Federal income tax return, and it is now
the intention of AGL Resources and its subsidiaries, direct and indi ect, (hereinafter collectively
referred to as the "Group"), to enter into an agreement for the allocation of federal income taxes;

WHEREAS, certain members of the Group will join annually in the filing of
certain consolidated state income tax returns (to the extent permitted or required under applicable
stafe income tax laws), and it is now the intention of the Group to enter into an agreement for the
allocation of state income taxes;

WHEREAS, by order dated December 23, 2003, the Securities and Exchange
Commission has authorized AGL Resources and its subsidiaries to enter into this agreement
which documents the process by which the Group has been allocating tax since October 5, 2000
and to continue to allocate consolidated income taxes in the manner herein provided; and

\ ,féﬁ(

NOW, THEREFORE, each member ("Member") of the Group does hereby
covenant and agree with one another that the current consolidated income tax liabilities of the
Group shall be allocated as follows:

ARTICLE 1.
Definitions and Interpretation

Section 1.1 Definitions.

For all purposes of this Agreement, except as otherwise expressly provided, the following terms
shall have the following respective meanings:

"Acquisition Indebtedness" means indebtedness incurred by AGL Resources to finance the
acquisition (including related costs) by AGL Resources of all of the issued and outstanding stock
of Virginia Natural Gas, Inc. ("VNG") and any renewals or extensions thereof, Acquisition
Indebtedness also includes indebtedness incurred by AGL Resources for the purpose of
refinancing the indebtedness relating to the acquisition (including related costs) of all of the
issued and outstanding stock of VNG.

"Qode" means the Internal Revenue Code of 1986, as amended.
"éonso]idated Group" means AGL Resources and all of its subsidiaries which, from time to

ti;ne,' may be included in any (i) federal income tax return filed by AGL Resources in accordance
with sections 1501 and 1502 of the Code or (if) Other Retum.

DC 240084.2 06445 00714 11/17/03 03:53pm
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"Consolidated Return" means any consolidated federal income tax return or Other Return filed
by AGL Resources whether before or after the date hereof, which includes one or more Members

of the Group in a consolidated, combined or unitary group of which AGL Resources is the
common parent.

"Consolidated Return Year" means any period during which AGL Resources files a consolidated
federal income tax return or Other Return that includes one or more Members of the Groupina
consolidated, combined or unitary group of which AGL Resources is a common parent.

"Consolidated Taxable Income" is the taxable income of the Group as computed for federal or
state income tax purposes.

"Consolidated Tax Liability" means, with reference to any taxable period, the consolidated,
cembined or unitary tax liability (including any interest, additions to tax and penalties) of the
Consolidated Group for such taxable period (including the consolidated federal income tax
liability and other consolidated, combined or unitary liability for Other Taxes).

"Corporate Taxable Income" means the income or loss of an associate company for a tax year

computed as though such company had filed a separate return on the same basis as used in the
Consolidated Return, except that dividend income from associate companies shall be

disregarded, and other intercompany transactions eliminated in the Consolidated Return shall be

given appropriate effect.

"Designated Official" means the Vice President, Treasurer of AGL Resources or such other
official assigned the responsibilities of Vice President, Treasurer of AGL Resources.

"Other Return" means any consolidated, combined or unitary return of Other Taxes filed by AGL
Resources or another Member of the Group, whether before or after the date hereof, which
covers the operations of one or more Members of the Group.

"Other Taxes" means any taxes (including any interest and penalties) payable by AGL Resources
or.another Member of the Group to the government of any state, municipal or other political
stibdivision, including all agencies and instrumentalities of such government.

"Person" means any individual, partnership, form, corporation, limited liability company, joint
stock company, unincorporated association, joint venture, trust or other entity or enterprise, or
any government or political subdivision or agency, department or instrumentality thereof.
"Regulations" means the Treasury Regulations, as amended, promulgated under the Code.
"Separate Return Tax" means the tax on the Corporate Taxable Income of a corporation which is
a Member computed for purposes of this Agreement as though such company were not a
Member of a consolidated group.

éecﬁon 1.2 References, Etc.
The words "hereof", "herein" and "hereunder” and words of similar import when

us_éd in this Agreement shall refer to this Agreement as a whole and not to any particular
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provision of this Agreement. All terms defined herein in the singular shall have the same
meanings in the plural and vice versa.- All References herein to any Person includes such
Person's successors and assigns. All references herein to Articles and Sections shall, unless the
context requires a different construction, be deemed to be references to the Articles and Sections
of this Agreement. In this Agreement, unless a clear contrary intention appears the word
"including" (and with correlative meaning "include") means "including but not limited to".

ARTICLE 11.
Preparation and Filing of Tax Returns; Allocation of Taxes
Section 2.1 Federal Returns.

(@) A U.S. consolidated federal income tax return shall be prepared and filed by AGL Resources
for each taxable year in respect of which this Agreement is in effect and for which the
Consolidated Group is required or permitted to file a consolidated federal income tax return.
AGL Resources and all its subsidiaries shall execute and file such consents, elections and other
documents that may be required or appropriate for the proper filing of such returns.

(b) (i) The Consolidated Group will elect, on a timely basis, in accordance with Code Section
1552(b) and Section 1.1552-1(c)(2) of the Regulations to allocate its consolidated tax liability
(other than alternative minimum tax ("AMT") and its related credits) among its Members under
the method described in Sections 1.1502-33(d)(3) and 1.1552-1(a)(2) commencing with the
consolidated taxable year ended September 30, 2001. The fixed percentage to be used for
putposes of Regulations Section 1:1502-33(d)(3)(i) is 100%. The general effect of such method
is to first allocate the consolidated tax liability among the Members of the Consolidated Group
on the basis of the percentage of the total consolidated tax which the tax of such Member (other
than AMT and its related credits) if computed on a separate return basis would bear to the total
amount of the taxes (other than AMT and its related credits) for all Members of the Consolidated
Group so computed. Then such method allocates an additional amount (the "Tax Benefit
Amount") to each Member up to, but not greater than, the excess, if any, of its Separate Return
Tax liability (other than AMT and its related credits) over the amount allocated to such Member
in the previous sentence. The total of the Tax Benefit Amounts allocated to Members shall result
in payments to, and an increase in the earnings and profits of, the Members who had items of
deduction, loss or credits to which such Tax Benefit Amount is attributable. This election is
intended to comply with Rule 45(c)(5) under the Act, as modified by Section 2(d) below.

(1) The allocation of the AMT Hability incurred by the Group and the resulting minimum tax
credit shall be allocated in the manner set forth in Proposed and Temporary Treasury Regulation
Sections 1.1502-55. This method generally allocates (i) any AMT paid by the Group based on
the relative separate adjusted AMT of each Member and (ii) the alternative minimum tax credit
("AMTC") on the basis of the AMT previously assigned to such Member and assuming that
AMTC is utilized on a "first in/first out” methodology, and that to the extent that AMTC arising
in one year is not fully utilized, such AMTC is utilized proportionately by the Members
previously assigned AMT for that year.

DC 240084.2 06445 00714 11/17/03 03:53pm
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() Each Member's allocable share of the consolidated income tax liability as determined in
Section 2.1(b) hereby shall be used in both (i) the determination of each Member's earnings and
profits and (ii) determining the amounts to be paid (as provided in Section 3.4 of this Agreement)
by Members to AGL Resources with respect to each Member's share of the Consolidated Group's
Tax liability and payments from AGL Resources to Members with respect to the use of a
Member's tax attributes.

(d) (i) The aggregate of all amounts paid by Members of the Consolidated Group (the "Paying
Members") as a result of the excess of each Members' Separate Return Tax liability (as
determined under Section 1.1552-1(a)(2)(ii) of the Regulations) over the amount allocated to
such Member as its share of the Consolidated Tax Liability under Code Section 1552 (i.e., the
Tax Benefit Amount) shall be paid by AGL Resources to the other Members (the "Loss
Members") which had tax deductions, losses and credits to which such payments by the Paying
Members are attributable. The apportionment of such payments among Loss Members shall be
in a manner that reflects the Consolidated Group's absorption of such tax attributes in the manner
described in Section 2.1(e) below. The payments to the ILoss Members for their tax attributes
shall be pursuant to a consistent method which reasonably reflects such items of loss or credit
(such consistency and reasonableness to be determined by the Designated Official).

(ii) Notwithstanding the provisions of section 2.1(d)(i), the Tax Benefit Amount allocated to
AGL Resources and paid to AGL Resources as a result of its being a Loss Member shall be
limited to the tax benefit attributable to Acquisition Indebtedness. The portion of AGL
Resources' tax benefits which are not attributable to Acquisition Indebtedness shall be
reallocated to Paying Members of the Consolidated Group other than AGL Resources in
accordance with the principles contained in section 2.1(b)(i). If AGL Resources should become
a Paying Member of the Consolidated Group, AGL Resources would be allocated its
proportional share of the consolidated tax liability and Tax Benefit Amount, up to the amount of
its Separate Return Tax, in accordance with section 2.1.

(¢) In apportioning the payments to Loss Members for the Tax Benefit Amount pursuant to
Section 2.1(d) hereof:

(i) any consolidated net operating loss ("NOL") shall be allocated among the group Members
pursuant to Regulations Section 1.1502-21(b). To the extent the consolidated NOL is carried
back, any Member's individually allocable NOL shall be deemed carried back and utilized in
proportion to the amount that the Member's NOL bears to the consolidated NOL. Analo gous
principles shall apply in the case of NOL carryforwards;

(1) with respect to each type of credit used to offset all or a portion of the Consolidated Tax
Liability otherwise payable, such credit shall be allocated among the Members by crediting to
each Member an amount of credit which that Member would have available to ufilize ona
separate return basis in a manner consistent with the method set forth in Section 2.1(e)(i) above.

(ui) the cost of any credit recapture which results in the payment of tax shall be specifically
allocated to the Member whose credit is recaptured determined in a manner consistent with the
provisions of Section 2.1(e)(i) above.
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(f) The allocation of tax shall be subject to further adjustment from time to time on account of
the payment of additional tax or the receipt of a refund attributable to either the filing of an
amended return or on account of the results of an audit conducted by the Internal Revenue
¥ervice or other relevant taxing authority.

Sgction 2.2 Other Taxes.

(;) AGL Resources will prepare and file (or cause to be prepared and filed) all returns of Other
Taxes which are required to be filed with respect to the operations of AGL Resources and its
subsidiaries. In the event any taxing authority requires or permits that a combined, consolidated

-or unitary return be filed for Other Taxes, which return includes both AGL Resources and a
~ subsidiary, AGL Resources may elect to file such return and shall have the right to require any

Member to be included in such return. AGL Resources will advise each of its subsidiaries
included in each Other Return and each governmental office in which any Other Return is filed.
Other Taxes shall be allocated among the Group in a manner that is consistent with the method
set forth in Article 2 hereof. Furthermore, amounts due to or from AGL Resources with respect
to Other Taxes, shall be determined in a manner consistent with Sections 2.1(b) and 2.1(d).

(B) Each Member of the Group that does not file an Other Return together with any other
Member of the Group shall be solely responsible and obligated to pay the tax liability with
respect to such return from its own funds. Such returns shall be prepared and filed by AGL

Resources or the Member filing the Other Return.

(c) If any Member of the Group is required to file a combined, consolidated or unitary return for
Other Taxes with another Member of the AGL Resources Group, but not with AGL Resources
(an "Other Taxes Subgroup"), then AGL Resources shall have the rights, powers and obligations
to file such tax returns and apportion among and, collect and remit from, the applicable Members
such Other Taxes as the rights, powers and obligations given to AGL Resources under this
Agreement with respect to the Consolidated Tax Liability. Such returns shall be prepared and
filed by AGL Resources. If the right to file a combined, consolidated or unitary return for Other
Taxes is optional, then AGL Resources shall decide which of its subsidiaries should, to the
extent permitted by law, join in the filing of such return.

Séction 2.3 Member Tax Information.

The Members of the Consolidated Group shall submit the tax information
requested by the Designated Official of AGL Resources in the manner and by the date requested,
if) order to enable the Designated Official to calculate the amounts payable by the Members
pursuant to Article 3 hereof.

ARTICLE 11.

Responsibility For Tax; Intercompany Payments
Section 3.1 Responsibility.

Assuming the Members of the Consolidated Group have fulfilled their obligations
pursuant to this Article ITI, then AGL Resources will be solely responsible for, and will
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indemnify and hold each Member of the Consolidated Group harmless with respect to, the
payment of: (a) the Consolidated Tax Liability for each taxable period for which, as determined
under Section 2.1 hereof, AGL Resources filed or should have filed a Consolidated Return; and

(b) any and all Other Taxes due or payable with respect to any Other Return which is or should
have been filed by AGL Resources.

Section 3.2 Federal Tax Payments.

(a) With respect to each Consolidated Return Year, the Designated Official shall estimate and

- assess or pay to Members of the Consolidated Group their share of estimated tax payments to be
made on a projected consolidated federal income tax return for each year. In making this
determination, AGL Resources shall elect a method for determining estimated tax and each
Member shall follow that method. Such Members will pay, to AGL Resources or be paid by
AGL Resources, such estimates not later than the 15th day of the 4th, 6th, 9th and 12th months
of such Consolidated Return Year. With respect to any extension payment, the Designated
Official shall estimate and assess or pay to Members of the Consolidated Group their share of
such extension payment. The difference between (1) aMember's estimated tax payments used
for computation of the quarterly estimated payments plus their extension payments and (2) such
Member's actual Tax Liability for any Consolidated Return Year as determined under Section

2.1(b) hereof, shall be paid to AGL Resources or by AGL Resources within sixty (60) days after
the filing of the consolidated federal income tax return.

(b) AGL Resources shall have sole authority, to the exclusion of all other Members of the
Consolidated Group, to agree to any adjustment proposed by the Internal Revenue Service or any
other taxing authority with respect to items of income, deductions or credits, as well as interest or
penalties, attributable to any Member of the Consolidated Group during any Consolidated Return
Year in which such Member was a Member of the Consolidated Group notwithstanding that such
adjustment may increase the amounts payable by Members of the Consolidated Group under this
Section 3.2 or Section 3.3 hereof. In the event of any adjustment to the Consolidated Tax
Liability relating to items of income, deductions or credit, as well as interest or penalties,
aftributable to any Member of the Consolidated Group by reason of an amended return, claim for
refund or audit by the Internal Revenue Service or any other taxing authority, the liability of all
other Members of the Consolidated Group under paragraphs (a) of this Section 3.2 or Section 3.3
hereof shall be redetermined to give effect to such adjustment as if such adjustment had been
made as a part of the original computation of such liability, and payment from a Member to AGL
Resources or by AGL Resources to a Member, as the case may be, shall be promptly made after
any payments are made to the Internal Revenue Service or any other taxing authority, refunds
received or final determination of the matter in the case of contested proceedings. In such event,
-any payments between the parties shall bear interest at the then prevailing rate or rates on
deficiencies assessed by the Internal Revenue Service or any other relevant taxing authority,
during the period from the due date of the Consolidated Return (determined without regard to
extensions of time for the filing thereof) for the Consolidated Return Year to which the
adjustments were made to the date of payment. ’
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Section 3.3 Other Tax Payments.

Payments by a Member with respect to Other Taxes and required estimates
thereof for which any other Member has joint and several liability shall be calculated and made
by or to such Member in the same manner as that provided in Section 3.2. The principles set
forth in Section 3.2 governing the determination and adjustment of payments as well as the
method of payment to or from such Member with respect to federal income taxes shall be equally
applicable in determining and adjusting the amount of and due date of payments to be made to or
from such subsidiary with respect to Other Taxes and estimates thereof. Bach Member shall pay,
directly to the appropriate taxing authority, all taxes for which such Member is liable and for
which no other Member has joint or several liability.

Section 3.4 Payment Mechanics.

(2) Any payments to be made by a subsidiary of AGL Resources pursuant to Section 2.1, 2.2, 3.2
or 3.3 hereof shall be made by such subsidiary to AGL Resources by either promptly crediting as
an offset against amounts owed to such Member by AGL Resources or to the extent no amounts
are owed to such Member by AGL Resources, by cash payments to AGL Resources. To the
extent any payments are to be made to a subsidiary with respect to the use of such subsidiary's
tax attributes by the Consolidated Group pursuant to Section 2. 1,2.2,3.2 or 3.3 hereof, AGL
Resources shall make such payment to such subsidiary by either promptly crediting as an offset
against amounts owed by such Member to AGL Resources, or to the extent no amounts are owed
to AGL Resources by such Member, by cash payments to the Member.

(b) Tax payments by AGL Resources with respect to any Consolidated Tax Liability shall be
paid by AGL Resources and shall be debited to the Member of the Consolidated Group for their
respective shares of such Consolidated Tax Liability as determined pursuant to Article IT hereof.
Tax refunds received by AGL Resources with respect to any Consolidated Tax Liability, shall be
paid by AGL Resources to the Member of the Consolidated Group entitled to such tax refund, as
determined under Article II. :

(c) AGL Resources shall be responsible for maintaining the Books and records with respect to the

inter-company accounts reflecting the amounts owned, collected and paid with respect to taxes
pursuant to this Agreement.

(d) AGL Resources may delegate to other Members of the Consolidated Group responsibilities
for the collection and disbursement of monies as required under this Agreement as well as
responsibilities for maintaining books and records as required under this Agreement,

Section 3.5 Administration.

The provisions of this Agreement shall be administered by the Designated
Official. The interpretations of this Agreement by the Designated Official shall be conclusive.
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" ARTICLE IV.
' Miscellaneous Provisions

Section 4.1 Effect.

The provisions hereof shall fix the rights and obligations of the parties as to the
matters covered hereby whether or not such are followed for federal income tax or other
purposes by the Consolidated Group, including the computation of eamings and profits for
federal income tax purposes.

Section 4.2 Effective Date and Termination of Affiliation.

) " This Agreement shall be effective with respect to all taxable years ending on or
after October 5, 2000, in which any subsidiary of AGL Resources is a Member of the
Consolidated Group for any portion of the tax year. In the event that a party to this Agreement
ceases to be a Member of the Consolidated Group, the rights and obligations of such party and
each other party to this Agreement shall survive, but only with respect to taxable years mcluding
or ending before the date such party ceases to be a Member of the Consolidated Group.

Section 4.3 Notices.

Any and all notices, requests or other communications hereunder shall be given in
writing (a) if to AGL Resources to Attention: Vice President, Treasurer, AGL Resources Inc.,
Ten Peachtree Place, Atlanta, Georgia 30309, Facsimile Number: 404-584-3589 and (b) if to any
other person, at such other address as shall be furnished by such person by like notice to the
other parties.

Section 4.4 Expenses.

Each party hereto shall pay its own expenses incident to this Agreement and the
transactions contemplated hereby, including all legal and accounting fees and disbursements.

Séction 4.5 Benefit and Burden.

This Agreement shall inure to the benefit of, and shall be binding upon, the parties
hereto and their respective successors.

Section 4.6 Amendments and Waiver.

No amendment, modification, change or cancellation of this Agreement shall be
valid unless the same is in writing and signed by the parties hereto. No waiver of any provision
of this Agreement shall be valid unless in writing and signed by the person against whom that
Waiver is sought to'be enforced. The failure of any party at any time to insist upon strict
peiformance of any condition, promise, agreement or understanding set forth herein shall not be
construed as a waiver or relinquishment of the right to insist upon strict performance of the same
or any other condition, promise, agreement or understanding at a future time.
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Section 4.7 Assignments.

Neither this Agreement nor any right, interest or obligation hereunder may be
assigned by any party hereto and any attempt to do so shall be null and void.

Section 4.8 Severability.

. The invalidity or unenforceability of any particular provision of this Agreement
shall not affect the other provisions hereof, and this Agreement shall be construed in all respects
as if such invalid or unenforceable provision were omitted.

Section 4.9 Entire Agreement.

" THIS AGREEMENT SETS FORTH ALL OF THE PROMISES,
AGREEMENTS, CONDITIONS, UNDERSTANDINGS, WARRANTIES AND
REPRESENTATIONS AMONG THE PARTIES WITH RESPECT TO THE TRANSACTIONS
CONTEMPLATED HEREBY, AND SUPERSEDES ALL PRIOR AGREEMENTS,
ARRANGEMENTS AND UNDERSTANDINGS BETWEEN THE PARTIES HERETO,
WHETHER WRITTEN, ORAL OR OTHERWISE. THERE ARE NO PROMISES,
AGREEMENTS, CONDITIONS, UNDERSTANDINGS, WARRANTIES OR

REPRESENTATIONS, ORAL OR WRITTEN, EXPRESS OR IMPLIED, AMONG THE
PARTIES EXCEPT AS SET FORTH HEREIN. :

Section 4.10 Applicable Law.

- THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF GEORGIA.

Section 4.11 Counterparts.

This Agreement may be executed in one or more counterparts, each of which shall
constitute an original and together which shall constitute one instrument. The parties hereto
specifically recognize that from time to time other corporations may become Members of the
Consolidated Group and hereby agree that such new Members may become Members to this

Agreement by executing a copy of this Agreement and it will be effective as if all the Members
had re-signed.

Section 4.12 Attorneys' Fees.

_ If any Member or former Member hereto commences an action against another
party to enforce any of the terms, covenants, conditions or provisions of this Agreement, or
because of a default by a party under this Agreement, the prevailing party in any such action
shall be entitled to recover its costs, expenses and losses, including attorneys' fees, incurred in
connection with the prosecution or defense of such action from the losing party.
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Section 4.13 No Third Party Rights.

Nothing in this Agreement shall be deemed to create any right in any creditor or
other person or entity not a party hereto and this Agreement shall not be construed in any respect
to be a contract in whole or in part for the benefit of any third party.

Section 4.14 Further Documents.

. The parties agree to execute any and all documents, and to perform any and all
other acts, reasonably necessary to accomplish the purposes of this Agreement.

Section 4.15 Headings and Captions.

The headings and captions contained in this Agreement are inserted and included
solely for convenience and shall not be considered or given any effect in construing the
provisions hereof if any question of intent should arise.

Section 4.16 Departing Members.

(ay In the event that any Member of the Group at any time leaves the Group and, under any
applicable statutory provision or regulation, that Member is assigned and deemed to take with it
all or a portion of any of the tax attributes of the Group (including but not limited to NOL, credit
carry forwards, and AMTC carry forwards), then to the extent that the amount of tax attributes so
assigned differs from the amount of such attributes previously allocated to such Member under
this agreement, the departing Member shall appropriately settle with the Group. Such settlement
shall consist of payment (1) on a dollar for dollar basis for all differences in credits, and, (2) in

“the case of NOL differences (or other differences related to other deductions), in a dollar amount

computed by reference to the amount of NOL multiplied by the applicable tax rate relating to
such NOL. The settlement payment shall be paid to AGL Resources within sixty days after the
Member Jeaves the Group. The settlement amounts shall be allocated among the remaining
Members of the Group in proportion to the relative level of attributes possessed by each Member
and the attributes of each Member shall be adjusted accordingly.

(b) Upon the departure of any Member from the Group, such Member shall allocate its items of
income, deduction, loss and credit between the period that it was a Member of the Group and the
period thereafter based upon a closing of the books methodology allowed under Treasury
Regulation Section 1.1502-76(b)(2). The difference between (1) its prior estimated taxes or
payments of Tax Benefit and (2) the amount of taxes due or payments of Tax Benefit due to that
Member, shall be appropriately settled on the day such Member leaves the Group or on an
alternative date mutually agreeable in writing to the Group and the departing Member.
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J ' IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed,
each in its name and on its behalf by one of its officers duly authorized.

AGL Resources Inc.
AGL Energy Corporation
AGL Propane Services, Inc.

Date: . ( "" By: '7/ 07/\
Richard T. O’Brien

Executive Vice President and Chief Financial
Officer

Atlanta Gas Light Company
Atlanta Gas Light Services, Inc.
AGL Interstate Pipeline Company
Virginia Natural Gas, Inc.
Chattanooga Gas Company
Customer Care Services, Inc.
AGL Investments, Inc.

AGL Macon Holdings, Inc.
AGL Networks, LLC

AGL Peaking Services, Inc.
AGL Rome Holdings, Inc.

AGL Services Company
Georgia Energy Company
Georgia Gas Company

Georgia Natural Gas Company
Pinnacle LNG, Inc.

Pivotal Energy Services, Inc.
Pivotal Propane of Virginia, Inc.
Sequent Energy Management, LP
Sequent, LL.C

Sequent Holdings, LLC

Sequent Energy Marketing, LP
Southeastern LNG, Inc.

TES, Inc.

Trustees Inyéstments, Inc.

Deate: %fl‘ lZ“AW By: e (-

Afidrew W. Evans, Vice President & Treasurer

Global Energy Resources Insurance Corporation
Energy Risk Insurance Services Company

AGL Capizorporaﬁon
Date: 3 6 01/ By: £
Paul R. Shlanta, President
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Appendix A
Members of the AGL Resources Consolidated Group
Name of Company Incorporation
AGL Capital Corporation Nevada
AGL Consumer Services, Inc. (A) Georgia
AGL Energy Corporation Delaware
AGL Energy Services, Inc. (B) Georgia
AGL Energy Wise Services, Inc. (A) Georgia
AGL Gas Marketing, Inc. (C) Georgia
AGL Interstate Pipeline Company (D) Georgia
AGL Investments, Inc. Georgia
AGL Macon Holdings, Inc. (D) Georgia
"%‘% AGL Networks, LLC Delaware
i ﬁ;.@%’
AGL Peaking Services, Inc. (D) Georgia
AGL Power Services, Inc. (C) Georgia
AGL Propane Services, Inc. Delaware
AGL Propane, Inc. (E) Georgia
AGL Resources Inc. Georgia
AGL Rome Holdings, Inc. Georgia
AGL Services Company Georgia
Atlanta Gas Light Company Georgia B
" Atlanta Gas Light Services, Inc. (F) | Georgia
Chattanooga Gas Company Tennessee
Customer Care Services, Inc. Georgia
Energy Risk Insurance Services Corporation (M) British
' Virgin
Islands
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Georgia Energy Company (G) Georgia
Georgia Engine Sales and Service Co. (C) Georgia
Georgia Gas Company (D) Georgia
Georgia Natural Gas Company Georgia
Georgia Natural Gas Services, Inc. (F) Georgia
Global Energy Resources Insurance Corporation British
Virgin
Islands
Network Energies, Inc. (H) Nevada
Network Energies, LP (H) Georgia !
Peachtree Pipeline Company (I) Georgia
Pinnacle LNG, Inc. (F) , Georgia
Pivotal Energy Services, Inc. (D) Georgia
Pivotal Propane of Virginia, Inc. (N) Virginia
Retired Main, LLC (H) Delaware
Sequent, LLC Georgia ;
Sequent Energy Management, LP Georgia
Sequent Energy Marketing, LP (D) Georgia
Sequent Holdings, LLC Georgia
“Southeastern LNG, Inc. Georgia
TES, Inc. (F) Georgia
Trustees Investments, Inc. Georgia
Utilipro Canada Corporation (J) Canada
Utilipro Inc. (K) Georgia
Utilipro International, Inc. (L) Canada
Virginia Natural Gas, Inc. Virginia
Footnotes:

(A)  Dissolved December 17, 2002 I
(B)  Converted to a Georgia limited liability company (AGL Energy Services, LLC) on i
January 29, 2001, and name officially changed to Sequent, LLC on April 9, 2001 !
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Dissolved September 14, 2001

Inactive as of December 31, 2002

Combined with the propane operations of Atmos Energy Corporation, Piedmont
Natural Gas Company and TECO Energy, Inc. on August 10, 2000 to form US
Propane ’

Incorporated but not organized as of December 31, 2002

Subsidiary written-off during 2002

Dissolved December 20, 2002

Incorporated but not organized, dissolved May 16, 2002

Dissolved August 22, 2002 :

Portion of assets sold as of February 28, 2001 and remaining assets combined with
Customer Care Services, Inc. as of March 5,2001

Dissolved September 3, 2002

Incorporated as of May 20, 2003 to carry on general insurance business or activities
as an adjuster

Formed on September 26, 2003 to construct and operate a propane air facility pending
approval by the Virginia State Corporation Commission.
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