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I. INTRODUCTION AND BACKGROUND 1 

  A. Witness Introduction  2 

Q. 3 

4 

5 

Q. 6 

7 

8 

9 

10 

Please state your name and business address. 

A. My name is Salvatore Fiorella.  My business address is 130 East Randolph Drive, 

Chicago, IL 60601. 

By whom are you employed and in what capacity? 

A. I am employed by The Peoples Gas Light and Coke Company (“Peoples Gas”).  My 

present position is Manager of the State Regulatory Affairs Department.  In that capacity, 

I perform duties for both Peoples Gas and North Shore Gas Company (“North Shore” or 

the “Company”), as is discussed later in this section of my direct testimony. 

B.  Purpose of Testimony11 

Q. 12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

What is the purpose of your testimony? 

A. The purpose of my testimony is to explain and support certain components of the 

Company’s request for a general increase in rates.  The components that I will be 

addressing are as follows: the test year, the revenue requirement, rate base, the 

adjustment to rate base, operating income, and the adjustments to operating income.  

Other witnesses testifying on behalf of North Shore also support those components in 

various respects.  In the course of that discussion, I address certain conditions established 

in Illinois Commerce Commission (the “Commission” or “ICC”) Docket No. 06-0540, 

the docket approving the transaction in which WPS Resources Corporation became the 

parent company of Peoples Energy Corporation, which in turn is the parent corporation of 

North Shore and Peoples Gas. 
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Q. 23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

How is your testimony organized? 

A. My testimony is divided into the following areas:  

(1)  North Shore’s selection of its fiscal year 2006 (October 1, 2005, through and 

including September 30, 2006) as a “historical” test year, with certain appropriate 

adjustments for purposes of ratemaking in this proceeding; 

(2) the appropriate amount of North Shore’s revenue requirement, reflecting 

adjustments; 

(3) North Shore’s appropriate rate base for purposes of the revenue requirement, 

reflecting adjustments; 

(4) North Shore’s operating income for purposes of the revenue requirement, 

(5) North Shore’s Gross Revenue Conversion Factor; and 

(6) North Shore’s depreciation expense for purposes of the revenue requirement. 

C. Summary of Conclusions35 

Q. 36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

Please summarize the conclusions of your direct testimony. 

A. In brief, the conclusions of my direct testimony are as follows: 

(1) North Shore’s selection of its fiscal year 2006 as an “historical” test year, as 

adjusted, is in accordance with the conditions established in ICC Docket 

No. 06-0540.  The test year is proper and reasonable. 

(2) North Shore’s proposed and appropriate revenue requirement, after reflecting 

adjustments and excluding additional charges for revenue taxes, is $298,347,000.  

Based on the information provided in the testimony of other North Shore 

witnesses and herein, the proposed revenue requirement is just and reasonable, 

and is the amount required for North Shore to provide safe, adequate, and reliable 
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gas services to its customers.  Based on the foregoing, the Company requires 

additional base rate revenue of $6,314,000, absent approval of its proposed 

Rider UBA, Uncollectible Balancing Adjustment, or $4,772,000 with approval of 

Rider UBA. 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

Q. 60 

61 

62 

63 

(3) North Shore’s proposed and appropriate rate base, including certain appropriate 

adjustments, is $197,107,000.  Based on the information provided in the 

testimony of other North Shore witnesses and herein, the proposed rate base is 

just and reasonable. 

(4) North Shore’s proposed and appropriate operating income, with certain 

appropriate adjustments, after reflecting income taxes, is $16,892,000. 

(5) North Shore’s properly and correctly calculated Gross Revenue Conversion 

Factor is 1.67131250.  

(6) North Shore properly and correctly calculated its depreciation expense in its 

revenue requirement. 

What do you mean by the term “historical’ test year”? 

A. I use the term “historical test year” in accordance with my understanding of that term, as 

a non-lawyer, as it is defined in Section 287.20 of Part 287 of the Commission’s rules 

(“Part 287”), 83 Illinois Administrative (“83 Ill. Adm.”) Code § 287.20. 

D. Itemized Attachments to Direct Testimony64 

Q. 65 

66 

67 

68 

Are you sponsoring any attachments to your direct testimony? 

A. Yes.  I am the sponsor of North Shore Exhibit (“Ex.”) SF-1.1, which includes the 

following Schedules filed pursuant to Part 285 of the Commission’s rules (83 Ill. Admin. 

Code Part 285): A-1, A-2, A-2.1, A-4, B-1, B-1.1, B-2, B-2.1, B-5, B-6, B-7, B-7.1, 
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B-8.1, B-13, B-14, C-1, C-2, C-2.1, C-2.2, C-2.3, C-2.4, C-2.5, C-2.6, C-2.7, C-2.8, 

C-2.9, C-2.10, C-2.11, C-2.12, C-2.13, C-2.14, C-2.15, C-2.16, C-2.17, C-2.18, C-2.19, 

C-2.20, C-2.21, C-2.22, and C-12.   

69 

70 

71 

E. Background and Experience72 

Q. 73 

74 

75 

76 

77 

78 

79 

80 

81 

Q. 82 

83 

84 

85 

86 

87 

88 

89 

90 

91 

What are your responsibilities in your present position? 

A. My responsibilities include managing and directing the activities of the State Regulatory 

Affairs Department.  A large part of these activities involves the preparation or review of 

petitions, testimony and exhibits pertaining to matters brought before the Commission 

and preparation and filing of reports required by Commission orders and rules.  As 

explained in the testimony of North Shore witness Ms. Kallas (North Shore Ex. LK-1.0), 

Peoples Gas and North Shore provide certain services to one another pursuant to 

Commission-approved agreements.  My position is one example of shared services; I 

perform all of the above duties for both Peoples Gas and North Shore. 

Please outline your educational background and business experience. 

A. In 1975, I received a Bachelor of Arts degree, majoring in Accounting, from Loras 

College in Dubuque, Iowa.  In 1985, I received a Masters of Business Administration, 

with a concentration in Finance, from DePaul University.  After graduating from Loras 

College, I began my career with Peoples Gas, my sole employer for almost 32 years.  I 

held various accounting positions in Peoples’ Property Accounting Department from 

1975 through 1986.  In 1987, I became a Supervisor in the Auditing Department.  

Approximately one year later, I transferred to the State Regulatory Affairs Department.  

After four years as a Supervisor in State Regulatory Affairs, I was promoted in 1992 to 

the position of Superintendent, Property Accounting.  In November 1994, I was 
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transferred to State Regulatory Affairs retaining the title of Superintendent.  My title has 

since changed to Manager, State Regulatory Affairs, my current title. 

92 

93 

Q. 94 

95 

96 

97 

98 

99 

Have you previously testified before the Commission? 

A. Yes, I have testified on behalf of Peoples Gas and North Shore in numerous proceedings 

before the Commission.  In the Company’s last rate case (ICC Docket No. 95-0031), I 

was the main rate base witness.  In certain  other cases, I presented testimony on 

accounting issues related to matters such as land sales, bond issues, and coal tar 

reconciliations. 

II. TEST YEAR100 

Q. 101 

102 

103 

Q. 104 

105 

106 

107 

108 

109 

Q. 110 

111 

112 

113 

What test year does the Company propose for this proceeding? 

A. The Company proposes its fiscal year 2006, the twelve months ended September 30, 

2006, as its historical test year, with appropriate adjustments.   

Is the proposed test year consistent with Appendix A (Conditions of Approval) of the 

order in ICC Docket No. 06-0540? 

A.  Yes.  Specific conditions of that appendix require the Company to use a historical test 

year and to include 2007 merger-related adjustments as known and measurable changes 

to the Company’s historical test year, fiscal 2006.  (See North Shore Ex. LTB-1.5 (the 

Conditions of Approval)). 

Is fiscal year 2006, subject to applicable adjustments, an appropriate test year? 

A. Yes.  The twelve month period ending September 30 corresponds with the Company’s 

year for financial accounting and income tax purposes.  At the time of the Company’s 

filing, fiscal year 2006 is the most recent year for which North Shore has actual data 
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available, and is therefore the closest historical year in time to when the proposed new 

rates would go into effect.  North Shore witness Ms. Kallas (North Shore Gas 

Ex. LK-1.0) sponsors exhibits which include a statement of operating income per books 

for the test year and supporting detail.  Later in my testimony, I will discuss ratemaking 

adjustments applicable to the historical test year in calculating the Company’s operating 

income for the test year, as adjusted.  

114 

115 

116 

117 

118 

119 

III. REVENUE REQUIREMENT 120 

Q. 121 

122 

123 

124 

125 

Q. 126 

127 

128 

129 

130 

131 

132 

Q. 133 

134 

135 

What is the Company’s proposed revenue requirement? 

A. As I indicated earlier, the Company’s proposed revenue requirement is $298,347,000.  

This amount is the sum of its proposed net operating income of $16,892,000 plus its 

proposed operating expenses of $281,455,000, as shown on Schedule C-1 of North Shore 

Ex. SF-1.1 (column K, line 23 plus line 24).   

Do you have an opinion whether the Company’s proposed revenue requirement sought to 

be recovered through the base rates that are the subject of this rate case is just and 

reasonable?  

A. Yes, I do.  The proposed revenue requirement sought to be recovered through the base 

rates that are the subject of this rate case is just and reasonable based on the information 

herein and provided by the other witnesses testifying on behalf of the Company and 

herein. 

What is the revenue deficiency under existing rates? 

A. As I noted above, the current rates result in an estimated revenue deficiency (a cost 

recovery shortfall) of $6,314,000, exclusive of additional charges for revenue taxes. 
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Q. 136 

137 

138 

139 

140 

141 

Q. 142 

143 

144 

145 

146 

147 

148 

149 

150 

151 

152 

153 

154 

155 

156 

157 

158 

What are the factors driving the need for rate relief? 

A. North Shore witness Mr. Borgard’s testimony (North Shore Ex. LTB-1.0) provides an 

overview of the factors driving the Company’s current need for rate relief.  I sponsor 

Schedule A-4 in my North Shore Ex. SF-1.1, which sets forth comparative data between 

the Company’s current filing for rate relief and its previous rate order, which was entered 

more than 11 years ago.  

How was the amount of the Company’s revenue deficiency (cost under-recovery) 

determined? 

A. Appropriate amounts for rate base, operating income, and rate of return of and on rate 

base for the test year were determined.  Each of these calculations is explained in more 

detail later in my testimony.  Company witnesses Mr. Doerk, Mr. Adams (of Navigant 

Consulting, Inc.), Ms. Kallas, Mr. Johnson, and Mr. Moul (of P. Moul & Associates) 

(North Shore Exs. ED-1.0, MJA-1.0, LK-1.0, BAJ-1.0, and PRM-1.0, respectively) 

provide more detailed explanations of the various rate base, operating income, and rate of 

return components. 

The rate of return is applied to rate base to arrive at the Company’s proposed 

operating income for the test year.  The difference between the Company’s proposed 

operating income for the test year and its operating income under present rates, as 

adjusted, yields the operating income deficiency for the test year.  The operating income 

deficiency is “grossed-up” for the effect of income taxes and bad debt.  This is 

accomplished by multiplying the operating income deficiency by the Gross Revenue 

Conversion Factor (“GRCF”).  That product results in the Company’s revenue 

deficiency. 
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These calculations are shown in Schedule A-2 of North Shore Ex.  SF-1.1.  159 

Q. 160 

161 

162 

163 

164 

Q. 165 

166 

167 

168 

Q. 169 

170 

171 

172 

173 

174 

175 

176 

177 

178 

179 

180 

What is the proposed GRCF? 

A. Schedule A-2.1 of North Shore Ex. SF-1.1 sets forth the proper and correct calculations 

necessary to produce this factor.  The Company’s GRCF is 1.67131250, as shown on 

line 8.  As is reflected on the schedule, the major factors that influence the GRCF are 

federal and state income taxes and the uncollectibles rate. 

What rate base is reflected in the Company’s revenue requirement? 

A. The Company’s rate base of $197,107,000 at September 30, 2006, as adjusted, is 

reflected in the calculation of the revenue requirement supporting the rates filed in this 

case.  I will discuss the details of rate base later in my testimony.  

What rate of return on rate base is reflected in the Company’s revenue requirement? 

A. The rate of return on rate base allowed in this case should be the Company’s  cost of 

capital based on its capital structure at the end of the test year.  The Company’s projected 

cost of capital for fiscal 2006 is shown in Schedule D-1 of North Shore Ex. BAJ-1.1, 

sponsored by Mr. Johnson. 

The Company’s cost of capital and rate of return on rate base for rate making 

purposes for the test year is 8.57%, which is 118 basis points less than the current 

authorized rate of return of 9.75% which was authorized by the Commission in the 

Company’s most recent rate order (in ICC Docket No. 95-0031).  The cost of capital and 

rate of return on rate base used in current calculations incorporates an embedded 

long-term debt cost (“ELTDC”) of 5.42% versus the ELTDC of 7.70% included in the 

Company’s most recent rate order.  Details supporting the ELTDC are shown in 
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Schedule D-3 of North Shore Ex. BAJ-1.2, also sponsored by Mr. Johnson.  The 

Company’s cost of common equity used for purposes of calculations in this proceeding is 

11.06%, as recommended by Mr. Moul in North Shore Ex. PRM-1.0.  This cost of 

common equity compares to the rate of return on common equity of 11.30% that was 

authorized by the Commission in the Company’s most recent rate order. 

181 

182 

183 

184 

185 

Q. 186 

187 

188 

189 

190 

191 

192 

193 

What is the capital structure that is incorporated in the cost of capital and rate of return on 

rate base for the test year for ratemaking purposes?  

A.  The cost of capital and rate of return on rate base of 8.57% is based on a pro-forma 

capital structure for the test year consisting of 44% long-term debt and 56% common 

equity, as shown in Schedule D-1 of North Shore Ex. BAJ-1.1 sponsored by Mr. Johnson.  

As discussed by Mr. Johnson, the Company’s test year capital structure does not include 

any short-term debt.  Mr. Johnson and Mr. Moul discuss the appropriateness and 

reasonableness of the Company’s test year capital structure and rate of return. 

IV. RATE BASE 194 

A. Overall Rate Base 195 

Q. 196 

197 

198 

199 

200 

201 

202 

203 

Please describe Schedule B-1 in North Shore Ex. SF-1.1. 

A. Schedule B-1 shows the components of the Company’s rate base, as adjusted, of 

$197,107,000 on September 30, 2006.  That figure is derived from Gross Utility Plant of 

$380,087,000, less Accumulated Reserve for Depreciation and Amortization of 

$148,643,000, plus additions to rate base of $12,895,000, less subtractions from rate base 

of $47,232,000.  The Company’s rate base includes the investment made by the Company 

in utility facilities in order to continue to provide safe, adequate, and reliable service to its 

customers. 

Docket 07-____ 9 of 28 North Shore Ex. SF-1.0 



Q. 204 

205 

206 

207 

208 

209 

210 

211 

212 

213 

Q. 214 

215 

216 

217 

218 

219 

220 

Q. 221 

222 

223 

224 

225 

How does rate base for fiscal year 1996, the test year in the Company’s last rate case, 

ICC Docket No. 95-0031, compare to the Company’s rate base for fiscal year 2006, the 

test year in this proceeding? 

A. The Company’s rate base has increased by approximately $19,000,000 since the 1995 

rate case.  The primary reason for this increase is the Company’s additional capital 

investment in its utility infrastructure and facilities.  Capital expenditures well in excess 

of $100,000,000 have been incurred since the Company’s fiscal year 1996, the test year 

in the Company’s last rate case.  Mr. Doerk provides testimony with respect to the 

Company’s major capital projects placed in service since fiscal year 1996, the test year in 

the Company’s last rate case Order. 

Is North Shore’s proposed rate base consistent with the Conditions of Approval in ICC 

Docket No. 06-0540? 

A. Yes.  North Shore has not included a rate base claim for carrying costs or the 

unamortized balance of the regulatory asset for merger costs.  As a result, North Shore 

will not recover carrying costs on merger-related costs from ratepayers.  This refers to 

Condition No. 21 of the Conditions of Approval in ICC Docket No. 06-0540.  

Mr. Borgard summarizes North Shore’s compliance with the Conditions of Approval. 

What is the basis for the data presented on Schedule B-1? 

A. The amounts in Column D are the actual per book balances at September  30, 2006, with 

certain limited exceptions.  The following components are based on the average of the 

13 month-end balances beginning with the month-end balance for the month prior to the 

test year and ending with the month-end balance for the last month of the test year: 
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(1) Materials and Supplies, Net of Accounts Payable; (2) Gas in Storage; and (3) Budget 

Plan Balances.   

226 

227 

Q. 228 

229 

230 

231 

232 

233 

234 

235 

236 

237 

238 

Q. 239 

240 

241 

242 

243 

244 

245 

246 

247 

248 

Please discuss the calculation of Net Utility Plant.  

A. Lines 1 through 3 of Schedule B-1 summarize Gross Utility Plant as of September 30, 

2006 (column D).  Gross Utility Plant consists of the original cost of Gas Plant in Service 

(ICC Account 101), Construction Work in Progress (ICC Account 107) (this figure does 

not include CWIP accruing AFUDC) and Gas Stored Underground - Noncurrent (ICC 

Account 117, Recoverable Cushion Gas), shown on line 1.  Line 2 includes the 

Accumulated Provision for Depreciation of Gas Utility Plant (ICC Account 108) which is 

deducted from Line 1 to yield Net Utility Plant on Line 3.  (References to Accounts 

herein are the Uniform System of Accounts as established by the Federal Energy 

Regulatory Commission and modified by the Illinois Commerce Commission for Gas 

Utilities Operating in Illinois.) 

Please discuss the rate base components on lines 4 through 6 of Schedule B-1. 

A. The amount of the Company’s Investment in Cash Working Capital is shown on line 4.  

Mr. Adams of Navigant Consulting describes the development of the Company’s Cash 

Working Capital requirement in his testimony (North Shore Ex. MJA-1.0) and sponsors 

North Shore Exs. MJA-1.0 through MJA-1.2. 

Line 5 includes Materials and Supplies (“M & S”) offset by the related Accounts 

Payable.  The Company has offset M & S with related Accounts Payable based on 

Commission treatment established in the Company’s previous rate case, ICC Docket 

No. 95-0031.  This component of rate base is discussed later in my testimony and is 

supported by Schedule B-8.1 of North Shore Ex. SF-1.1. 
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Line 6 sets forth Gas in Storage, which is also discussed later in my testimony.  

This item is also included in Schedule B-8.1. 

249 

250 

Q. 251 

252 

253 

254 

255 

256 

Q. 257 

258 

259 

260 

261 

262 

263 

264 

265 

266 

Please describe the amounts shown on line 8 of Schedule B-1 

A. The amount shown on line 8 for Accumulated Deferred Income Taxes at September 30, 

2006, is based on book balances and calculated in a manner consistent with the 

requirements of the Internal Revenue Code for a utility following the normalization 

method of accounting.  Ms. Kallas sponsors Schedule B-9 in North Shore Ex. LK-1.1, 

which supports the amounts included in Schedule B-1, line 8. 

Please describe the other rate base components shown on lines 9 through 11 of 

Schedule B-1. 

A. The amounts shown on lines 9 and 11 for Customer Deposits and Customer Advances for 

Construction are shown as rate base deductions.  The amount on line 10 represents 

Budget Plan Balances, which is additive. 

Each of these items have been incorporated in the Company’s rate base in past 

rate proceedings.  Based on past Commission treatment, the Company has included the 

same items in Schedule B-1, the Company’s proposed rate base in this proceeding. 

Each of these items will be discussed in more detail later in my testimony when I 

discuss the exhibits I am sponsoring that support each of these components.  

B. Exhibits Supporting Rate Base267 

Q. 268 Please describe the Schedule B-5 of North Shore Ex. SF-1.1. 
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A. This exhibit shows the Company’s Gross Additions, Retirements and Transfers to Gross 

Utility Plant for fiscal 2003 through fiscal 2006 and supports the amounts included on 

line 1 of Schedule B-1. 

269 

270 

271 

272 

273 

274 

275 

276 

277 

278 

279 

Q. 280 

281 

282 

283 

284 

285 

286 

287 

288 

Q. 289 

290 

The exhibit begins with the Gross Utility Plant balance of $342,499,000 at 

September 30, 2002, and ends with a balance of Gross Utility Plant of $374,559,000 at 

September 30, 2006, which agrees with the amount recorded on the Company’s books of 

account. 

Historical information taken from the Company’s fixed property records for fiscal 

years 2003, 2004, 2005, and 2006 is shown on the exhibit.  All transactions are reported 

in a manner consistent with that used in the Company’s annual reports submitted to the 

Commission on a calendar year basis. 

Please explain the accounting procedures which the Company uses in recording property 

additions. 

A. To account for property additions, the Company records all expenditures in construction 

work orders in Account 107 - Construction Work in Progress.  These costs include the 

elements of material, the Company’s labor, transportation, contractor fees, fees to open 

public rights of way, and construction overheads.  Each completed work order is 

analyzed and the cost is allocated to retirement units of property.  Completed work orders 

are then cleared to Account 101 - Utility Plant in Service and recorded in the appropriate 

gas plant accounts, setting out year installed, units, cost, and other pertinent data. 

How does the Company determine the amount to record for retirements of Utility Plant in 

Service? 

Docket 07-____ 13 of 28 North Shore Ex. SF-1.0 



A. “Specific plant”, such as structures and improvements, equipment for gas storage, 

liquefaction and transmission, and land, is retired at the original cost recorded in the fixed 

property record.  “Mass plant,” such as mains, services, diaphragm and line-mounted 

rotary meters, and all meter and house regulator installations, is retired at the average cost 

per unit by size and kind.  Main and service retirements are priced at the average cost for 

the year of installation of the property retired.  All other “mass plant” retirements are 

priced on a first-in, first-out basis. 

291 

292 

293 

294 

295 

296 

297 

Q. 298 

299 

300 

301 

302 

303 

Q. 304 

305 

306 

307 

308 

309 

310 

311 

312 

Does the Company project that any individual Construction Work in Progress (“CWIP”) 

projects whose costs exceed five percent of the total test year CWIP balance will remain 

unfinished as of September 30, 2007? 

A. No.  Schedule B-7.1 of North Shore Ex. SF-1.1 shows two projects which were each over 

90% complete as of September 30, 2006.  Both of these projects have since been 

completed. 

Please explain Schedule B-6 of North Shore Ex. SF-1.1. 

A. Schedule B-6 shows an analysis, by Plant Function, of the Company’s Depreciation 

Reserve, and sets forth actual per book balances of Accumulated Provision for 

Depreciation of Gas Utility Plant (ICC Account 108) for fiscal years 2003 (Page 1), 2004 

(Page 2), 2005 (Page 3) and for fiscal year 2006 (Page 4).  This exhibit supports the 

amounts included in line 2 of Schedule B-1, column D. 

The exhibit begins with a Reserve Balance of $131,523,000 at September 30, 

2002, and includes reserve balances of $136,298,000, $141,346,000, $144,504,000, and 

$149,832,000 at September 30, 2003, 2004, 2005, and 2006, respectively.  These are 
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actual amounts which agree with the amounts recorded on the Company’s books of 

account.   

313 

314 

315 

316 

317 

318 

Q. 319 

320 

321 

322 

323 

324 

325 

326 

327 

328 

329 

330 

331 

332 

333 

Q. 334 

335 

The actual provisions for depreciation for fiscal years 2003, 2004, 2005, and 2006 

are shown as increases to the Reserve.  Actual retirements of depreciable property, at 

original cost, for fiscal years 2003, 2004, 2005, and 2006 are shown as decreases to the 

Reserve.  Retirement amounts are also reflected in Schedule B-6.   

Please describe Schedule B-8.1, Materials and Supplies (“M&S”) and Gas in Storage, in 

North Shore Ex. SF-1.1. 

A. This exhibit details the calculation of the actual thirteen month average balances of M&S 

and Gas in Storage based on actual per book data for fiscal 2003, 2004, 2005, and 2006.  

The sum of the amounts on line 15, columns K and L, $1,783,000 and ($244,000), 

respectively totals $1,539,000 for September 30, 2006, as shown on line 5, column D of 

Schedule B-1.  The amount on line 15, column M, totaling $10,507,000 for 

September 30, 2006 is shown on line 6, columns D of Schedule B-1.  Included in the 

balances shown on this exhibit are plant materials and operating supplies, accounts 

payable associated with plant materials and operating supplies (a deduction), inventory 

gas, and prepaid gas.  These items represent continuing, permanent investments in 

materials and supplies and gas stored that the Company must maintain in order to provide 

service to its customers, and therefore upon which the Company should be allowed to 

earn a return.  The accounts payable amount associated with these balances was therefore 

also held constant at $(244,000) based on the latest actual data available. 

What kinds of materials and supplies are included in Materials and Supplies as shown in 

Columns B, E, H, and K of Schedule B-8.1? 
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A. The amounts shown in these columns represent the cost of pipe, fittings, station supplies, 

meter supplies, electrical supplies, auto supplies, tools and work equipment and 

replacement parts for the Company’s facilities which are recorded in Account 154, Plant 

Materials and Operating Supplies.  All of these items are an integral part of the 

continuing operation, maintenance, and construction programs which enable the 

Company to provide safe, adequate, and reliable utility service to its customers. 

336 

337 

338 

339 

340 

341 

Q. 342 

343 

344 

345 

346 

347 

348 

349 

350 

Q. 351 
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Please describe the term “prepaid gas” used previously in your testimony. 

A. Prepaid gas is recorded in Account 165, Prepayments, and represents the cost of both 

current and noncurrent gas stored by the Company’s pipeline suppliers in connection with 

storage services supplied to the Company under the pipeline suppliers’ rate schedules on 

file with the Federal Energy Regulatory Commission.  These investments are recorded as 

prepayments because under the terms of the pipeline suppliers’ rate schedules, the 

Company is required to pay for all volumes delivered to the storage fields at the time the 

gas is injected into the field, although the Company does not take possession of the gas 

until it is withdrawn from storage and delivered to the Company. 

Please describe Schedule B-13, Customer Deposits, of North Shore Ex. SF-1.1. 

A. Line 12 in column H of this exhibit shows a rate base deduction for Customer Deposits 

with the amount of $2,860,000.  This is the actual book balance at September 30, 2006. 

Please describe Schedule B-14, Budget Payment Plan Balances, of North Shore 

Ex. SF-1.1. 

A. Line 15 in column H of this exhibit shows an addition to rate base for the thirteen month 

average Budget Plan Balances in the amount of $849,000.  Note that the actual 13-month 
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average for Fiscal 2006 is a positive number, meaning that customer Budget Plan 

payments are less than the accrued customer obligations for service.  This debit balance 

for the Budget Payment Plan for Fiscal 2006 reflects the terms of the Company’s plan. 

358 

359 

360 

Q. 361 

362 

363 

364 

Please describe Schedule B-1.1, Customer Advances For Construction, of North Shore 

Ex. SF-1.1. 

A. This exhibit details the amount for Customer Advances For Construction.  The credit 

balance of $748,000 is the actual book balance at September 30, 2006. 

C. Adjustment to Rate Base365 

Q. 366 

367 

368 

369 

370 

371 

372 

Q. 373 

374 

375 

376 

377 

378 

379 

Please describe Schedule B-2, Summary of Utility Adjustment to Rate Base, of North 

Shore Ex. SF-1.1. 

A. This Schedule provides a summary of the ratemaking adjustment shown in Column E of 

Schedule B-1 in North Shore Ex. SF-1.1, the Company’s Jurisdictional Rate Base for 

fiscal 2006, as adjusted.  There is one adjustment, which is a pro forma adjustment.  

Supporting detail for that adjustment is shown in North Shore Ex. SF-1.1, 

Schedule B-2.1. 

Please describe Schedule B-2.1 of the Company’s Exhibit SF-1.1.     

A. Schedule B-2.1 sets forth an adjustment which is necessary to reflect net capital 

expenditures incurred and forecast for fiscal year 2007, on capital projects reasonably 

expected to be placed in service within 12 months after the filing of the tariffs that 

initiated this rate case.  A portion of these expenditures has been incurred as of the time 

of this filing and the remainder are estimated to be incurred by September 30, 2007, well 

in advance of the date new rates are to be effective.  The related proper and correct 
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adjustments to the Accumulated Provision for Depreciation and Accumulated Deferred 

Income Taxes are included as offsetting amounts on this Schedule.  I have been advised 

by Mr. Doerk that the projects comprising the $10,645,000 in capital expenditures are 

reasonably expected to be placed in service no later than February 2008. 

380 

381 

382 

383 

384 

385 

386 

387 

388 

389 

390 

391 

Every fiscal year, the Company prepares a capital expenditure (“CAPEX”) 

budget, which is approved by the Board of Directors.  The CAPEX budget includes the 

detail of the approved investment in the Company’s infrastructure and is an integral part 

of its commitment to provide safe, adequate, and reliable service to customers.  As noted 

previously, the Company has expended approximately $110,000,000 in capital since 

fiscal 1996, the test year in its last rate case.  Thus, the Company’s $10,645,000 CAPEX 

budget for fiscal 2007 is a known and measurable item and is an appropriate adjustment 

for ratemaking purposes. 

V. OPERATING INCOME 392 

A. Overall Operating Income 393 

Q. 394 

395 

396 

397 

398 

399 

400 

401 

402 

What is the Company’s Operating Income requirement for the test year? 

A. North Shore Ex. SF-1.1, Schedule C-1, presents the Company’s Jurisdictional Operating 

Income Summary for Test Year Ending September 30, 2006, as adjusted.  The proposed 

operating income and the underlying calculations in Schedule C-1 represent a reasonable 

assessment, developed using the established Illinois ratemaking test year methodology, of 

the levels of expenses and revenues properly attributable to the Company’s applicable 

operations during the test year and, also, conservatively, in the initial period new rates 

will be in effect.  This exhibit indicates that the Company requires additional base rate 

revenues of $6,314,000 (line 1, column H) exclusive of additional charges for revenue 
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taxes in order to earn a rate of return of 8.57% on its original cost rate base of 

$197,107,000 at September 30, 2006, as adjusted (or $4,772,000 if Rider UBA is 

approved (line 1, column J)). 
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Q. 406 

407 

408 

409 

410 

411 

412 

413 

414 

415 

416 

417 

418 

419 

420 
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Please explain Schedule C-1 of North Shore Ex. SF-1.1 in more detail. 

A. The Company’s books operating results under present rates for the test year are shown in 

column C of Schedule C-1.  The per books operating income of $10,093,000 is shown on 

line 24. 

Column D shows the operating expense and operating income effects of the 

ratemaking adjustments the Company is proposing in this proceeding.  The amounts 

shown in column D were taken from Schedule C-2, Rate Making Adjustments to 

Operating Income, Test Year Ending September 30, 2006, in North Shore Ex. SF-1.1, 

which I will discuss later in this testimony. 

Column E is the arithmetic total of the amounts shown in columns C and D.  

Based on the operating income shown in Column E, the Company’s rate of return at 

present rates for the test year is 6.65% on its adjusted original cost rate base. 

Column F sets forth, by caption, the effects of Rider UBA proposed by the 

Company.  The operating income impact of Rider UBA is $929,000, thus, if approved, it 

reduces the base rate revenue increase requirement by $1,542,000.  Rider UBA is 

discussed in more detail in the testimony of Russ Feingold of Navigant Consulting (North 

Shore Ex. RAF-1.0) and in the testimony of Valerie Grace (North Shore Ex. VG-1.0). 

Column H sets forth, by caption, the effects of the additional annual revenues 

required by the Company.  The additional revenues that would be generated under the 

rates filed in this case, absent Rider UBA, total $6,314,000 as shown on line 1 of 
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column H.  The filed rates would, after deducting the provision for uncollectible accounts 

and the related income taxes, add $3,778,000 to operating income (line 24, column H).  

The additional revenues that would be generated under the rates filed in this case, 

assuming approval of Rider UBA, total $4,772,000 as shown on line 1 of column J.  The 

filed rates would, after deducting the provision for uncollectible accounts and the related 

income taxes, add $2,849,000 to operating income (line 24, column J).   
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441 
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443 
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Column K is a pro forma statement of the Company’s estimated operating 

income, as adjusted for the test year under the proposed rates, assuming the 

Commission’s approval of the proposed Rider UBA. 

As shown in column K, the proposed rates would produce Operating Revenues of 

$298,347,000 (line 1), and operating income of $16,892,000 (line 24).  The result would 

be a rate of return of 8.57% on the Company’s rate base as of September 30, 2006, as 

adjusted.  This return is equivalent to the Company’s cost of capital for fiscal 2006 as 

shown in Schedule D-1 of North Shore Ex. BAJ-1.1. 

 Please discuss the relationship between the Company’s base rate revenue increase 

requirement and adoption of the proposed uncollectible expense tracker. 

A. As I have indicated, the rates filed by the Company in this case, absent approval of 

Rider UBA, would produce a base rate revenue increase of $6,314,000, exclusive of 

additional charges for revenue taxes for the test year.  However, adoption of the proposed 

uncollectible expense tracker is projected to impact the Company’s test year operating 

income by $929,000.  Therefore, if the uncollectible expense tracker is adopted, the 

required base rate revenue increase is reduced by $1,542,000, to $4,772,000. Conversely, 

while the Company believes that the uncollectible expense tracker should be approved by 
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the Commission, if it is not approved, base rates should be set to produce the full required 

increase in operating revenues of $6,314,000 for the test year. 

449 

450 

B. Adjustments to Operating Income451 

Q. 452 

453 

454 

455 

456 

457 

458 

459 

460 

Q. 461 

462 

463 

464 

465 

466 

467 

468 

Q. 469 

Please describe the Company’s ratemaking adjustments to operating income. 

A. North Shore Ex. SF-1.1, Schedule C-2, summarizes the Company’s proposed rate making 

adjustments to operating income for the test year.  Column A of Schedule C-2 contains a 

brief description of each adjustment.  Columns B through I show how each adjustment 

affects the various categories of operating revenues and expenses.  Column J contains the 

arithmetic totals of the figures shown in columns B through I.  Column K shows the 

effect of each adjustment on the Company’s operating income.  The total appearing at the 

bottom of each column of this exhibit corresponds to the information shown in 

columns D and F of Schedule C-1 

In your opinion, are the adjustments summarized on Schedule C-2 appropriate and 

correct? 

A. Yes.  All of the adjustments shown on Schedule C-2 are both appropriate and correct.  

These items adjust per books results for fiscal year 2006 to provide data for the test year 

that is an appropriate basis for setting rates which will be in effect in 2008.  Where 

applicable, the proposed adjustments are in accordance with the Commission’s rules, 

Section 287.40 of Part 287.  Details of the specific adjustments to Operating Income are 

shown on Schedules C-2.1 through C-2.22 of North Shore Ex. SF-1.1. 

Please explain each of the adjustments. 
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A. The adjustment shown on Schedule C-2.1 amortizes the projected rate case expense of 

$2,862,000 to be incurred in this proceeding over three years for ratemaking purposes.  

The Company has foregone a related rate base adjustment to claim carrying costs for rate 

case expenses.  A three-year amortization period was chosen based on the average yearly 

duration which the Company has experienced between its past ten rate cases.  This 

adjustment increases general operation and maintenance expense by $954,000 and, after 

reflecting income tax effects, decreases test year operating income by $575,000.  The 

Commission has traditionally approved the amortization of rate case expenses as just and 

reasonable costs for ratemaking purposes in numerous rate case proceedings. 
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492 

The adjustment shown on Schedule C-2.2 is necessary in order to eliminate 

additional charges for Revenue Taxes.  This adjustment decreases Operating Revenue by 

$14,554,000, General Operations & Maintenance (“O&M”) Expenses by $101,000 and 

Taxes Other Than Income Taxes by $14,453,000.   This adjustment has no net effect on 

Operating Income. 

The adjustment shown on Schedule C-2.3 is necessary in order to recognize, for 

ratemaking purposes, the amount of test year interest expense on customer deposits, 

thereby achieving consistency with the Company’s proposal to deduct the year-end 

balance of customer deposits from its net original cost rate base for the test year.  This 

adjustment increases General O&M expense by $114,000 and, after reflecting income tax 

effects, decreases test year operating income by $69,000. 

The adjustment shown on Schedule C-2.4 is necessary in order to recognize, for 

ratemaking purposes, the amount of test year interest expense on Budget Plan Balances, 

thereby achieving consistency with the Company’s proposal to include the 13-month 
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average of net Budget Plan Balances in its net original cost rate base for the test year.  

This adjustment increases General O&M expense by $169,000 and, after reflecting 

income tax effects, decreases test year operating income by $102,000. 
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The adjustment shown on Schedule C-2.5 is necessary to recognize the 

Company’s donations, which are recorded below-the-line for accounting purposes in 

accordance with Commission requirements, in the cost of service.  Although the 

Commission changed the Uniform System of Accounts in 2003 to require that donations 

be recorded in below-the-line Account 426.1 rather than above-the-line in Account 930.2, 

it is the Company’s understanding that this accounting change was not intended to 

change the treatment of donations for ratemaking purposes.  This adjustment increases 

General O&M Expenses by $87,000 and, after reflecting income tax effects, decreases 

net operating income by $53,000.  The Commission has traditionally allowed recovery of 

Company donations in the Company’s rate case proceedings. 

The adjustment shown on Schedule C-2.6 is necessary in order to recognize the 

additional Illinois invested capital tax which the Company will incur due to the proposed 

increase in operating income.  An increase to operating income correspondingly results in 

an increase to the Company’s retained earnings and thus to its total capitalization, which 

is the variant factor in the invested capital tax calculation.  This adjustment increases 

taxes other than income taxes by $50,000 and, after reflecting income taxes effects, 

decreases test year operating income by $30,000. 

The adjustment shown on Schedule C-2.7 is necessary in order to eliminate the 

per books income tax effects related to items which are not included in cost of service for 

rate making purposes.  Interest expense items on customer refunds, line of credit, 
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customer deposits and budget accounts are below-the-line expense items which are not 

reflected in operating income, for ratemaking purposes; thus, it is appropriate to remove 

the associated income tax effects from net operating income.  This adjustment increases 

income taxes and decreases operating income by $201,000. 
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The adjustment shown on Schedule C-2.8 increases the Company’s income taxes 

to reflect the synchronized levels of long-term debt interest costs associated with test year 

original cost rate base.  This adjustment decreases income taxes and increases operating 

income by $451,000.  

The adjustment shown on Schedule C-2.9 decreases the Company’s General 

O&M Expenses by $239,000 to eliminate a non-recurring legal expense in the historical 

year.  This adjustment, after reflecting income taxes effects, increases operating income 

by $144,000. 

The adjustment shown on Schedule C-2.10 increases the Company’s General 

O&M Expenses by $239,000 to adjust for an expected 2007 increase in medical and 

insurance costs.  This adjustment, after reflecting income taxes effects, decreases net 

operating income by $144,000. 

The adjustment shown on Schedule C-2.11 is necessary in order to eliminate the 

effects of the Gas Charge Settlement in ICC Docket Nos. 01-0706, 02-0726, 03-0704, 

and 04-0682 from fiscal 2006 net operating income.  This adjustment decreases General 

O&M Expenses by $4,300,000 and, after income taxes, increases operating income by 

$2,591,000.  Ms. Kallas and Mr. Borgard also discuss this item in their respective 

testimony. 
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The adjustment shown on Schedule C-2.12 sets forth the operating income 

statement effects of the Company’s proposed Rider UBA, assuming acceptance by the 

Commission.  This proposal affects operating revenues by $1,542,000 and, after 

reflecting income tax effects, test year operating income by $929,000.  As I have 

indicated, the proposed UBA tracker is discussed in detail by Mr. Feingold of Navigant 

Consulting and by Ms. Grace. 
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The adjustment shown on Schedule C-2.13 is necessary to annualize fiscal 2006 

wages and salaries.  Wage-earners received an increase in pay on July 1, 2006, and 

salaried employees on January 1, 2006.  This adjustment adjusts wages and salaries to 

reflect the increase for the entire twelve month period ended September 30, 2006.  This 

adjustment increases General O&M Expenses by $154,000 and after reflecting income 

taxes, decreases operating income by $93,000. 

The adjustment shown on Schedule C-2.14 is necessary to increase 2006 wages 

and salaries to reflect actual 2007 wages and salary increases.  Wage-earners and salaried 

employees are scheduled to receive pay increases in 2007.  The wage-earner increase is 

contractual and will occur on July 1, 2007, and the salaried employee increase was 

effective on January 1, 2007.  This adjustment increases General O&M Expenses by 

$277,000 and, after reflecting income taxes, decreases operating income by $167,000. 

The adjustment shown on Schedule C-2.15 is required to lower the per book 2006 

pension cost to the 2007 level.  This adjustment decreases pension expense by $490,000 

and, after income taxes, increases operating income by $295,000. 

The adjustment shown on Schedule C-2.16 eliminates 2006 costs related to a rate 

case for which work was done and expenses recorded but that was not filed.  This 
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adjustment decreases general operation and maintenance expense by $941,000 and, after 

reflecting income taxes, increases operating income by $567,000. 
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The adjustment shown on Schedule C-2.17 increases the Company’s depreciation 

expense by $442,000.  This adjustment is related to and results from the Company’s rate 

base adjustment to include 2007 net capital expenditures in rate base.  This adjustment, 

after reflecting income taxes, decreases operating income by $266,000. 

The adjustment  shown on Schedule C-2.18 increases General O&M Expenses by 

$542,000.  This adjustment is appropriate to reflect the expected effects of 2007 inflation 

on 2006 non-payroll items, and has been calculated in such a manner that it correctly 

reflects the impacts of the other adjustments.  After reflecting income taxes, this 

adjustment decreases operating income by $326,000. 

The adjustment shown on Schedule C-2.19 annualizes collection agency fees 

which were not fully reflected in the 2006 per book data.  Collection agency fees in the 

2006 per book data are not representative of a normal year’s level of such fees due to the 

gas charge settlement.  As a result, general O&M Expenses increase by $76,000 and 

operating income (net of income taxes) decreases by $45,000. 

The adjustments shown on Schedules C-2.20 and C-2.21 are necessary to reflect 

Conditions No. 13, No. 15, and No. 16, respectively, of the Conditions of Approval of the 

order in ICC Docket No. 06-0540.  (See North Shore Ex. LTB-1.5 (the Conditions of 

Approval)).  Condition No. 13 requires the Company to include synergy savings of 

$1,633,000 as a 2007 “known and measurable change” to its historical test year, fiscal 

2006.  Thus, the Company has included the adjustment shown on Schedule C-2.20, which 
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reduces General O&M Expenses by $1,633,000, thereby increasing operating income 

(net of income taxes) by $984,000. 
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Condition No. 16 of Appendix A requires the Company to include amortization of 

merger-related costs $4,168,710 over five years of $833,742.  Condition 15 specifies the 

five year amortization period.  Thus, the Company has included the adjustment shown on 

Schedule C-2.21, which increases General O&M Expenses by $834,000.  This 

adjustment, after reflecting income taxes, reduces operating income by $502,000. 

The adjustment shown on Schedule C-2.22, increases the Company’s operating 

revenues by $6,998,000, increases cost of gas by $6,016,000 and increases General O&M 

Expenses by $49,000.  This adjustment is necessary to normalize fiscal year 2006 for the 

effects of weather, based on a ten-year weather normalization period.  Dr. Eugene Takle 

and Brian Marozas support use of a ten-year normalization period for weather in their 

respective testimony (North Shore Exs. EST-1.0 and BMM-1.0, respectively).  The 

throughput data reflecting use of a ten-year normalization period is found in the 

testimony of Ms. Grace.  After income taxes, the adjustment increases operating income 

by $562,000. 

VI. DEPRECIATION599 

Q. 600 

601 

602 
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Please describe Schedule C-12 included in North Shore Ex. SF-1.1. 

A. This exhibit sets forth the calculations of the forecasted provisions for depreciation for 

fiscal years 2003 through 2006.  For depreciation purposes, depreciable property is 

divided into functional groups as described in column A.  Columns B, C, and D indicate 

the September 30 balances of depreciable property, accumulated provision for 

depreciation (reserve), and net balance of depreciable property, respectively.  The 
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remaining life applicable to each type of plant, at that date, is indicated in column E.  The 

depreciation expense for each fiscal year, set forth in column L, are the sums of the 

amounts reflected in columns F, G, H, I, J, and K.  The amounts in column F were 

determined by dividing the net balance of depreciable property (column D) by the 

remaining life (column E). Column G deducts amounts for depreciation transferred as 

amounts capitalized.  Column H shows the amounts the Company added or subtracted to 

the provisions for the recovery of original cost to provide for net dismantling costs 

associated with that year’s retirements of depreciable property.  Column I deducts 

amounts which are transferred to clearing accounts and Column J adds or subtracts 

amounts transferred to salvage clearing accounts.  Column K includes any miscellaneous 

items. 
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Please explain the derivation of the remaining lives utilized in Column E. 

A. Those remaining lives are determined by numerous and complex calculations utilizing 

the following data related to the Company’s property:  original cost by vintage, age of 

property, Iowa curve type, and average service lives (“ASL”).  The Company’s 

determination of ASL applicable to property was previously approved by the 

Commission in its Order dated April 26, 2005, in ICC Docket No. 05-0078.  In that 

Order, the Commission approved the Company’s current depreciation rates, effective 

October 1, 2004.  Those depreciation rates have been used to calculate the depreciation 

amounts set forth in the Company’s Schedule C-12 for the test year. 

Does this conclude your direct testimony? 

A. Yes. 
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