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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Identification 2 

Q. Please state your name. 3 

A. Salvatore Fiorella. 4 

Q. Are you the same Salvatore Fiorella who submitted Direct and Rebuttal Testimony on 5 

behalf of The Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore 6 

Gas Company (“North Shore”) (together, “the Utilities”) in this consolidated Docket? 7 

A. Yes. 8 

B. Purposes of Testimony 9 

Q. What is the purpose of your Supplemental Rebuttal Testimony in this proceeding? 10 

A. The purpose of my Supplemental Rebuttal Testimony is to respond to the Supplemental 11 

Direct Testimony of Illinois Commerce Commission (the “Commission”) Staff (“Staff”) 12 

witness Daniel Kahle on the subject of his proposed adjustments for accounts payable 13 

relating to the Utilities’ gas storage inventory included in rate base. 14 

C. Summary of Conclusions 15 

Q. Please summarize the conclusions of your Supplemental Rebuttal Testimony. 16 

A. In brief, the conclusions of my Supplemental Rebuttal Testimony are as follows:  17 

Mr. Kahle’s proposed adjustments for accounts payable related to gas storage inventory 18 

included in rate base should be rejected as they are improper and inappropriate based on 19 

the facts and circumstances of these proceedings.   20 



 

Docket Nos. 07-0241 / 07-0242 (Cons.) Page 2 of 4 North Shore/Peoples Gas Ex. SF-3.0 
 

II. ACCOUNTS PAYABLE RELATED TO GAS STORAGE INVENTORY 21 

Q. At the bottom of page five (Staff Exhibit 3.0-Supplemental, lines 102 and 103) of his 22 

Supplemental Direct Testimony, Mr. Kahle made the statement: “Vendors finance 23 

purchases of inventory until payment is made by the Companies.”  Would you please 24 

comment on this statement? 25 

A. Mr. Kahle’s theory is correct that to the extent that the Utilities have not paid for a good 26 

or service that has been received, an accounts payable exists on the Utilities’ books and 27 

the vendor, in a sense, has provided temporary financing.  However, his theory has no 28 

application in this proceeding because there are no accounts payable associated with the 29 

gas storage inventory in rate base, for the reasons I will explain. 30 

Q. Do accounts payable exist now for any of the thirteen-months of gas storage inventory 31 

balances for the period ended September 30, 2006, that were used to calculate the 32 

amounts included in the Utilities’ rate bases? 33 

A. No.  The accounts payable related to those gas storage inventory balances have been 34 

paid; thus no accounts payable exists.  The payment terms for gas storage inventory 35 

purchases are detailed in a Master Contract which all firm suppliers have to sign.  The 36 

terms include required monthly invoicing by the seller.  The Utilities’ standard Master 37 

Contract provides for payment due within 16 days from receipt of invoice.  The Utilities 38 

comply with that provision.  Thus, the Utilities have paid for/financed the amounts (not 39 

vendors) included in their rate bases as gas storage inventory, which were based on the 40 

average of 13 month-end balances for the period ended September 30, 2006, because no 41 

accounts payable exist. 42 
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Q. On page six of his Supplemental Direct Testimony, Staff Witness Kahle states that the 43 

Commission has supported this type of adjustment in the past.  Do you agree? 44 

A. No. Mr. Kahle’s affirmative response is based on his reference to the Commission’s 45 

orders in the Utilities’ last rate cases, Docket Nos. 95-0031 and 95-0032.  However, the 46 

adjustments accepted by the Commission in those proceedings were very different than 47 

the adjustments proposed by Mr. Kahle in these proceedings.  In those cases, a future test 48 

year, fiscal year 1996, was utilized for setting rates.  In the instant proceedings, the 49 

Utilities have filed for rate relief based on historical test year fiscal 2006, which has not 50 

been opposed by any party.  As a result these proceeding are based on the Utilities’ actual 51 

test year, and Mr. Kahle’s reference is not relevant based on the facts in these 52 

proceedings. 53 

Q. Why does the Utilities’ utilization of an actual test year versus a future test year make a 54 

difference with respect to this issue? 55 

A. By using an actual test year, Mr. Kahle’s argument with respect to vendor-financing of 56 

amounts of gas storage inventory as support for his proposed adjustments no longer 57 

pertains because, within no more than two weeks and two days of acquisition, the 58 

Utilities pay cash for the gas storage inventory amounts included in their rate bases.  As 59 

such payments have been made, the Utilities have made investments in inventory per 60 

Mr. Kahle’s testimony and past ICC orders. 61 

Based on the excerpt included in Mr. Kahle’s testimony (Staff 62 

Ex. 3.0-Supplemental, page 5) from the Commission’s order in the Utilities’ 1995 cases, 63 

the Utilities have met the standard contained therein because the finding that “a utility 64 

does not have an investment it has not paid for” does not apply. 65 
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Rate proceedings which are based on future test years mitigate in whole or in part 66 

regulatory lag.  The ability to utilize forward-looking costs projections in setting rates 67 

mitigates the negative impacts of the long duration of rate proceedings.  If a future test 68 

year is utilized for setting rate, Mr. Kahle’s recommendation could warrant consideration, 69 

depending on the pertinent details of the case.  However, in this case the Commission is 70 

setting rates to be effective in 2008.  The item in question, gas storage inventory 71 

balances, is based on historical costs, which have  been paid for and financed by the 72 

Utilities.  73 

Q. Does this conclude your Supplemental Rebuttal Testimony? 74 

A. Yes. 75 


