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I. INTRODUCTION AND BACKGROUND 1 

A. Identification Of Witness 2 

Q. Please state your name and business address. 3 

A. Edward Doerk.  1241 W. Division St., Chicago, IL 60622. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed by The Peoples Gas Light and Coke Company (“Peoples Gas”).  6 

My current title is Vice President, Gas Operations, for both The Peoples Gas 7 

Light and Coke Company (“Peoples Gas” or the “Company”) and North Shore 8 

Gas Company (“North Shore”).  Both Peoples Gas and North Shore are 9 

wholly-owned subsidiaries of the Peoples Energy Corporation. 10 

B. Purpose Of Testimony 11 

Q. What is the purpose of your direct testimony in this proceeding? 12 

A. The purpose of my testimony, in brief, is, first, to describe the key components of 13 

Gross Utility Plant included in rate base.  I will confirm that our rate base assets, 14 

including assets added since the last general rate case (the “1995 Rate Case”), are 15 

used and useful and were prudently acquired and placed into service at a 16 

reasonable cost.  As part of this discussion, I will describe the Company’s present 17 

low pressure system, and our efforts to replace it.   18 

I am also presenting support for the Company’s major capital projects 19 

from fiscal year 1997 through the test year, fiscal year 2006.  I also address, in a 20 

summary fashion, Peoples Gas’ physical system and operations and the manner in 21 
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which the Company makes sure that its capital expenditures relating to its 22 

physical system are prudently incurred. 23 

I also provide testimony demonstrating that the Company will comply 24 

with Conditions 22 and 24 of Appendix A to the Illinois Commerce 25 

Commission’s (the “Commission” or “ICC”) final Order in ICC Docket 26 

No. 06-0540. 27 

C. Summary Of Conclusions 28 

Q. Please summarize the conclusions you make in your direct testimony.   29 

A. I conclude that the four projects I discuss in my testimony (the SCADA 30 

Replacement Project, the High Pressure Loop Line Project, the Cast Iron and 31 

Ductile Iron Pipe Replacement Project, and the Itron Mobile AMR Project) were 32 

reasonable in cost and are used and useful in providing utility services to 33 

customers served by Peoples Gas.  I also conclude that all of the Company’s 34 

properties recorded in the property accounts of Peoples Gas are used and useful in 35 

the Company’s rendering of utility service. 36 

I also conclude that it would benefit customers to eliminate the 37 

Company’s low pressure system.  This would enhance the safety, reliability, and 38 

cost effectiveness of the Company’s system overall. 39 

D. Background And Experience 40 

Q. Please summarize your educational background and experience. 41 

A. I graduated from Bradley University in 1978 with a Bachelor of Science in 42 

Engineering.  I have worked for Peoples Energy Corporation (“Peoples Energy”) 43 
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and its utility subsidiaries for the past 28 years and have held many positions with 44 

increasing responsibility within gas operations.  Prior to my current position, I 45 

was Vice President of North Shore.  I assumed my current position in October of 46 

2004. 47 

Q. What are your responsibilities in your current position? 48 

A. I am responsible for all facets of gas distribution utility operations including 49 

maintenance, construction, engineering, customer service, and technical training. 50 

II. PEOPLES GAS’ PHYSICAL SYSTEM 51 

Q. Please describe Peoples Gas’ physical system. 52 

A. Peoples Gas is a local distribution company selling and/or distributing gas to 53 

approximately 830,000 customers in the City of Chicago.  Peoples Gas’ 54 

distribution system consists of approximately 4,025 miles of gas distribution 55 

mains.  Peoples Gas owns approximately 425 miles of transmission lines.  Peoples 56 

Gas’ distribution system is most commonly operated at a pressure range of 0.25 to 57 

25 pounds per square inch, while the transmission system operates at pressures up 58 

to 300 pounds per square inch or more.  Peoples Gas owns a storage field, 59 

Manlove Field, which is discussed in detail in the direct testimony of Peoples Gas 60 

witness Mr. Puracchio (Peoples Gas Exhibit (“Ex.”) TLP-1.0).   61 

Q. How would you describe the physical configuration of the Peoples system? 62 

A. The physical configuration of Peoples Gas’ system is a dispersed/multiple city 63 

 gate, integrated transmission/distribution and multi pressure-based system. 64 
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Q. What considerations have gone into the design of the Peoples Gas system? 65 

A. Peoples Gas’ system is designed to provide gas service to all customers entitled to 66 

be attached to the system, to deliver volumes of natural gas to all sales and 67 

transportation customers, and to meet the aggregate peak design day capacity 68 

requirements of all customers entitled to service on the peak day.  A gas utility 69 

system sized only to accommodate average gas demands would not be able to 70 

meet system peak demands.   71 

Q. Are you familiar with the properties recorded in the property accounts of the 72 

Company, as summarized on Schedule B-5 of Peoples Gas Ex. SF-1.1? 73 

A. Yes, I am. That schedule is sponsored by Peoples Gas witness Mr. Fiorella 74 

(Peoples Gas Ex. SF-1.0), and described in his testimony.  That schedule sets 75 

forth gross additions, retirements and transfers to Peoples Gas’ plant in service 76 

and concludes with plant balances at September 30, 2006 (Schedule B-5, page 2, 77 

Column J).  Peoples Gas total plant in service, Account 101, is $2,327,816,000 at 78 

September 30, 2006 (Schedule B-5, page 2, Column J, line 9).  79 

Q. In your opinion, are the properties represented on Schedule B-5 used and useful in 80 

Peoples Gas’ rendering of utility service? 81 

A. Yes.  All of those properties are used and useful. 82 

Q. Are you familiar with the major categories of plant? 83 

A. Yes.  The major categories of the plant are Distribution, Underground Storage, 84 

Liquefied Natural Gas, Transmission, General, and Intangible.  I will discuss 85 
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Distribution, Transmission, and General Plant below.  Mr. Puracchio will discuss 86 

Underground Storage Plant and Liquefied Natural Gas Plant.  Peoples Gas 87 

witness Mr. Phillips (Peoples Gas Ex. JPP-1.0), will discuss Intangible Plant. 88 

Q. Please describe Peoples Gas’ test year Distribution Plant. 89 

A. Peoples Gas’ Distribution Plant was $1,717,400,000 at the end of the test year.  90 

Distribution Plant is comprised of 4,025 miles of distribution mains and related 91 

facilities, such as service pipes, regulators, valves and meters.  Distribution 92 

facilities are typically connected directly to our customers. 93 

Q. How is the Distribution Plant used to provide service to the Company’s 94 

customers? 95 

A. Customers are serviced directly by the distribution system through company 96 

owned service lines linking the distribution mains with customer owned piping. 97 

Q. Please describe Peoples Gas’ test year Transmission Plant. 98 

A. Peoples Gas’ Transmission Plant was $108,316,000 at the end of the test year.  99 

Transmission Plant consists of the larger size and higher pressure pipelines and 100 

related facilities (e.g. valves, and regulators) typically used to move gas from 101 

Manlove Field, from our interconnections with the interstate pipelines and 102 

throughout our service territory.  Unlike Distribution Plant, transmission facilities 103 

are not typically connected directly to our customers’ service.   104 

Q. How is the Transmission Plant used to provide service to the Company’s 105 

customers? 106 
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A. As I testified, Peoples Gas’ Transmission Plant is used to move gas from the 107 

interstate pipeline suppliers to our local distribution systems, and is useful to the 108 

Company’s customers in performing those functions.  Indeed, these functions are 109 

essential if the Company is to provide gas to its customers and essential to its use 110 

of its assets. 111 

Q. What is General Plant? 112 

A. While I am not a plant accountant, I understand at the practical level that General 113 

Plant consists of assets that are used in the provision of gas service, but that are 114 

not subject to being specifically classified as Distribution, Transmission, 115 

Production, or Storage.  Illustrative examples of General Plant include real estate 116 

the Company owns which is not part of a specific Distribution, Transmission, or 117 

Storage asset, the employee reporting centers, workshops, vehicles used in the 118 

performance of various Company functions (automobiles, backhoes, etc.), and 119 

tangible computer and data processing equipment. 120 

Q. How is General Plant used and useful in the provision of natural gas utility 121 

services? 122 

A. Assets included in General Plant support the provision of our utility services.  We 123 

would not be able to provide those services without our General Plant assets. 124 

Q. Please describe how Peoples Gas has controlled the capital cost of its 125 

Transmission and Distribution functions. 126 

A. Peoples Gas has not sought a rate increase since 1995, which demonstrates 127 

discipline in controlling costs and ensuring efficiency.  Peoples Gas has 128 
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implemented many cost saving initiatives in its operations, such as directional 129 

boring and the use of coiled plastic pipe that have contributed to the extended 130 

period of stable rates.  Directional boring has reduced main installation costs by 131 

minimizing restoration costs through the elimination of open cut trenches.  Labor 132 

costs of installation are also reduced since much less excavating is required. The 133 

use of coiled plastic pipe has also contributed to lower main installation costs by 134 

installing greater lengths of continuous pipe segments.  Longer lengths of 135 

continuous pipe segments reduces the number of field fusion joints required and 136 

contributes to overall lower main installation costs.  137 

Q. Please briefly describe how Peoples Gas decides how to make capital 138 

investments. 139 

A. Each fiscal year, the Company prepares a capital expenditures budget for the 140 

upcoming fiscal year, setting forth recommendations for capital expenditures for 141 

major categories of plant.  The budget is scrutinized at many levels and ultimately 142 

submitted to the Board of Directors for its approval. 143 

Q. Once the capital budget is approved, how does Peoples Gas monitor its capital 144 

expenditures? 145 

A. After the Capital Budget is approved, aggregate expenditures are tracked monthly 146 

and reconciled with the Capital Budget.  Forecast for expenditures are adjusted 147 

based on actuals to ensure compliance with the budget targets. 148 

Q. Are you familiar with Condition 22 in Appendix A of the Commission’s final 149 

Order in ICC Docket No. 06-0540? 150 
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A. Yes, I am.  Condition 22 states that the Gas Companies, meaning Peoples Gas and 151 

North Shore, will maintain their respective capital expenditure budgets and 152 

operation and maintenance budgets associated with their physical gas systems, 153 

specifically, distribution, transmission, measurement, and storage, for the 154 

aggregate period 2007 through 2009 at levels that will equal or exceed the actual 155 

capital and operation and maintenance expenditures, excluding unusual items of a 156 

non-recurring nature, by each Company during the aggregate three-year period of 157 

fiscal 2004 through fiscal 2006. 158 

Q. Is Peoples Gas willing and able to satisfy this condition? 159 

A. Yes.  As the Vice President of Peoples Gas responsible for all facets of gas 160 

distribution utility operations including maintenance, construction, and 161 

engineering, I am authorized to commit that Peoples Gas is willing and able to 162 

satisfy Condition 22. 163 

III. SUMMARY OF MAJOR CAPITAL PROJECTS 164 

Q. Please describe Peoples Gas Ex. ED-1.1. 165 

A. Peoples Gas Ex. ED-1.1 sets forth Schedule F-4, of the Commission’s Standard 166 

Filing Requirements, and contains information about the Company’s major 167 

projects for fiscal years 1997 through 2006. 168 

Q. For purposes of this exhibit, how did you define “major project”? 169 

A. The definition currently contained in 83 Illinois Administrative Code Part 170 

285.6100 for Schedule F-4 varies by size of utility.  For a gas utility the size of 171 

Peoples Gas, a major project is one with a cost greater than the lower of 0.2% of 172 
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net plant or $10,000,000.  Peoples Gas’ net plant for the test year is approximately 173 

$1.4 billion.  Therefore, for Peoples Gas, a major project would be one that costs 174 

more than $2,800,000. 175 

Q. Using this definition, how many major projects did Peoples Gas identify in 176 

Schedule F-4? 177 

A. Six.  They are: 1) the Supervisory Control and Data Acquisition (“SCADA”) 178 

Replacement Project; 2) the High Pressure Loop Line Project; 3) Cast and Ductile 179 

Iron Pipe Replacement; 4) Itron Mobile AMR system; 5) the Customer First 180 

Project; and 6) the ERP Project.  I will address the first four projects, and 181 

Mr. Phillips will address the last two projects. 182 

 SCADA REPLACEMENT PROJECT 183 

Q. Please describe the SCADA Replacement Project. 184 

A. The Supervisory Control and Data Acquisition (SCADA) system collects data 185 

from and sends information to remote metering and monitoring points at City 186 

Gate stations and Transmission System interconnects, for the purpose of 187 

monitoring and controlling the flow of natural gas into and throughout Peoples 188 

Gas’ Transmission and Distribution systems.  The Company’s old SCI 189 

Technology Inc. SCADA system was installed in 1989 and developed numerous 190 

operational problems including measurement program errors and unreliable 191 

communications.  The SCI SCADA system was also tested and failed for Year 192 

2000 (“Y2K”) compliance.  The fact that the SCI SCADA system was not Y2K 193 



 

Docket 07-____ Page 10 of 22 Peoples Gas Ex. ED-1.0 
 

compliant meant that parts of the system had to either be extensively modified or 194 

replaced with one that was Y2K compliant prior to January 1, 2000.  195 

In 1994, the Company tested the Realflex SCADA system on a pilot 196 

program basis in its Gas Control Department.  This system had limited 197 

functionality and was rejected as a possible replacement for the SCI SCADA 198 

system.  In April, 1996, a needs assessment was performed by Control Systems 199 

Consulting, a firm hired to assist in the research, procurement and installation of 200 

the new SCADA system.  The needs assessment supported the replacement of the 201 

old SCADA system for reasons including the frequent failure of hardware, the 202 

lack of factory support of hardware, and the need for more accurate and frequent 203 

measurement, calculation and reporting capabilities. 204 

Subsequently, requests for information were sent out to various SCADA 205 

vendors.  Gas Control met with two of the vendors, Valmet Automation (now 206 

known as Telvent) and Teledyne-Brown Engineering, to further learn about their 207 

technologies. 208 

In late 1996, Gas Control conducted a pilot project with Valmet’s 5.2 209 

OASyS system.  Three city gate stations were added to the SCADA system and 210 

tested in parallel with the operation of the existing SCI system for the next 2 211 

years.  In 1998, based on favorable experience gained from the pilot project, Gas 212 

Control decided to completely replace the SCI system and to upgrade to Valmet’s 213 

then current OASyS 6.0 SCADA system. The basic replacement of the existing 214 

locations was completed by January 1, 2000.  This allowed the Company to be 215 

Y2K compliant and to have the benefits of a reliable system for one of its most 216 
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important operations, Gas Control.  In 2003, Gas Control replaced the SCADA 217 

servers with newer hardware because the hardware servers were no longer 218 

supported by the manufacturer, Hewlett Packard.  Since it was installed, the new 219 

system has performed well and been reliable. 220 

Q. What was the installed cost of the SCADA Replacement Project? 221 

A. The cost of the project, which included field hardware, SCADA 222 

software/hardware, communication hardware, infrastructure upgrades and station 223 

upgrades at Gas Control operational sites totaled $4,217,683. 224 

Q. Was the investment in the SCADA Replacement project prudently undertaken, 225 

reasonable in cost, and used and useful in providing utility service? 226 

A. Yes.  The new SCADA system was not impacted by Y2K.  The new system has 227 

been effective in providing information on pressures and flows necessary to 228 

efficiently control the transmission and distribution system to reliably and cost 229 

effectively meet customer gas demands. 230 

 HIGH PRESSURE LOOP LINE PROJECT  231 

Q. Please describe the High Pressure Loop Line Project. 232 

A. In 2003, Peoples Gas installed approximately 3.1 miles of 36” diameter pipeline 233 

with a maximum allowable operating pressure of 1,050 pounds per square inch.  234 

This High Pressure Loop Line connected to Peoples Gas’ existing 24” Lateral.  235 

The High Pressure Loop Line has interconnects to four interstate pipelines 236 

(Northern Border Pipeline Company, Alliance Pipeline, Guardian Pipeline and 237 

ANR Pipeline Company).  The new Guardian Pipeline and ANR Pipeline 238 
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interconnects are designed with meters that are bi-directional.  The other two 239 

interconnects, Northern Border and Alliance, are designed as a delivery point to 240 

Peoples Gas only.  241 

Q. What was the cost of the High Pressure Loop Line project? 242 

A. The cost was approximately $9.9 million. 243 

Q. Why is the High Pressure Loop Line useful to Peoples Gas? 244 

A. The High Pressure Loop Line provides greater control and flexibility of supplies 245 

on the northern portion of the Mahomet pipeline system. It relieves certain system 246 

restrictions imposed by the Company on Alliance Pipeline deliveries.  Peoples 247 

Gas has the ability to move gas supplied on Alliance Pipeline and Northern 248 

Border Pipeline onto ANR.  This gas can then be injected into the Company’s 249 

storage account.  Prior to the installation of the high pressure loop line, when 250 

system sendout was low, the Company would have to limit Alliance deliveries 251 

(for utility retail customers and third party transportation customers) because it 252 

had no means to inject this excess gas into storage.  This is because deliveries to 253 

Peoples Gas at this point on its transmission system had no access to either on-254 

system or off-system storage.  This gas can only be delivered directly to the city 255 

for consumption.  The High Pressure Loop Line offers greater access to 256 

competitive alternative leased storage services offered by ANR (including 257 

no-notice services) by better integrating ANR with other pipelines serving 258 

Peoples Gas. 259 

Q. Why are no-notice storage services valuable to Peoples Gas? 260 
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A. No-notice storage services are valuable to Peoples Gas because these services 261 

allow gas to be injected into and withdrawn from storage without the need for 262 

prior day or intra-day nominations.  These no-notice rights are a core asset used 263 

for the daily balancing of Peoples Gas’ system throughout the year. 264 

Q. Does the High Pressure Loop Line provide other benefits?  265 

A. Yes.  The High Pressure Loop Line provides more opportunities to sell Federal 266 

Energy Regulatory Commission regulated services, which ultimately are an offset 267 

to ratepayer costs.  Wisconsin LDC’s represent a significant demand for storage 268 

services that can be delivered into ANR Pipeline and Guardian Pipeline for 269 

redelivery into Wisconsin.  Since the High Pressure Loop Line facilitates physical 270 

inputs into ANR and Guardian, it enables Peoples Gas’ Hub Services to provide 271 

services for the Wisconsin LDC market, thus enhancing the value of Hub 272 

services.  The High Pressure Loop Line also enables the Hub to provide services 273 

to gas-fired power generators that are connected to ANR pipeline. 274 

Q. Was the investment in the High Pressure Loop Line project prudently undertaken, 275 

reasonable in cost, and used and useful in providing utility service? 276 

A. Yes.  The High Pressure Loop Line provides greater control and flexibility of the 277 

Mahomet pipeline system.  In conjunction with no-notice services, the High 278 

Pressure Loop Line allows Peoples Gas more control over supplies (for utility 279 

retail customers and third party transportation customers) delivered into the 280 

Mahomet pipeline north of the Manhattan Station while avoiding potential 281 

interstate pipeline balancing penalties. 282 
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CAST IRON AND DUCTILE IRON PIPE REPLACEMENT PROGRAM  283 

Q. Please describe the Company’s Cast Iron and Ductile Iron Pipe Replacement 284 

Program. 285 

A. In fiscal year 1981, Peoples Gas made a decision to emphasize replacing its 286 

predominantly cast iron and ductile iron main system with cathodically protected 287 

steel and plastic main. (Because the main system is predominantly cast iron, I will 288 

hereinafter refer to cast iron and ductile iron collectively as “cast iron.”)  In that 289 

year, cast iron main represented 3,450 miles out of the total of 4,031 miles of 290 

main in the Company’s distribution system, or 86%. The decision was based, in 291 

part, on a study performed by Zinder Engineering in fiscal 1981 and updated in 292 

1993. By the end of fiscal year 2006, the percentage of cast iron main in the 293 

Company’s distribution system had been reduced to 49%, or 1,978 miles of cast 294 

iron main out of a total 4,025 miles.  In 2002, ZEI Inc. (the successor to Zinder 295 

Engineering), was hired to prepare a new report evaluating the replacement of all 296 

cast iron pipe. ZEI developed scenarios which studied the following three 297 

different replacement periods: completion by the years 2040, 2050, and 2060.  298 

The resulting report was completed in March of 2002.  (A review of the ZEI 299 

report is included in the workpapers to Schedule F-4, designated WPF-4(1).)  ZEI 300 

affirmed the reasonableness and prudence of the plan to complete replacement by 301 

the year 2050.  This year 2050 completion schedule is the one which the 302 

Company had been applying over the past 25 years.  ZEI found that this plan, 303 

while having a greater net present value than the 2060 plan, has less uncertainty in 304 

terms of future breakage rates, maintenance costs, and projected installation costs. 305 
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The ZEI report was reviewed by a Task Group of the Company’s employees. The 306 

Task Group prepared a report and agreed that the current plan for replacement by 307 

the year 2050 should be sustained, consistent with the recommendation of ZEI.  308 

The total cost of the Cast Pipe Replacement Program for fiscal years 1997 309 

through 2006 is $218,500,000. 310 

Q. Since 1981 what is the amount of cast iron main that Peoples Gas has replaced? 311 

A. In 1981, there were 3,450 miles of cast iron main on Peoples Gas’ system, 1,978 312 

miles of such main remained at the end of 2006, a reduction of 1,472 miles of 313 

main. 314 

Q. What analysis of alternatives has Peoples Gas undertaken? 315 

A. At this point, with the program well under way, we do not consider alternatives to 316 

the overall program.  We do, however, use a rigorous analysis to determine which 317 

of the many alternative cast iron mains in the system should be the next to be 318 

replaced. 319 

Q. What criteria have been utilized in deciding which mains to replace? 320 

A. In replacing cast iron main, Peoples Gas utilizes criteria according to its Main 321 

Ranking Index (“MRI”), which guides it in making appropriate decisions about 322 

targeting which main to replace. 323 

Q. Please describe the MRI and explain how Peoples Gas uses it in determining 324 

which cast iron main to replace. 325 
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A. The MRI system was developed in 1995 and instituted in 1996 to identify and 326 

prioritize gas main segments as candidates for replacement.  A segment is defined 327 

as a unique unit of pipe identified by parameters such as installation year, 328 

operating pressure, pipe diameter, pipe material, and in-street and square mile 329 

boundaries.  Because segment lengths vary from one foot to one mile, the MRI 330 

normalizes segment lengths greater than one city block to one city block for 331 

evaluation purposes.  Each individual segment is evaluated based on its 332 

maintenance history.  Criteria taken into account include breaks, cracks at taps, 333 

pipe wall thickness based on pipe coupons, visual observation, incidence of leak 334 

and other repairs.  Each of these criteria is assigned a multiplication factor based 335 

on “Break Equivalents” which is then multiplied by the number of occurrences to 336 

calculate a numerical value for each criterion.   337 

The sum of the aforementioned numerical values  is then multiplied by a 338 

factor based on pipe material, operating pressure, diameter, street type and 339 

pavement cover.  The result of this calculation is a value that is assigned to each 340 

segment, i.e. the MRI.  The MRI value is rounded to the nearest quarter point, and 341 

sorted in descending order in order to identify those segments with the highest 342 

incidence of MRI points per block. 343 

All segments that have accumulated an MRI rating greater than 6.0 are 344 

placed on a schedule to be retired.  Segments with an MRI value greater than 3.0 345 

are viewed as possible replacement candidates when performing work on adjacent 346 

segments and when evaluating the extent of public improvement projects under 347 

consideration. 348 
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Three criteria are used to determine the pipe to be replaced in any given 349 

year.  The first criterion is based on the MRI calculation that highlights the most 350 

problematic segments of pipe in terms of their maintenance histories.  Second, 351 

Peoples Gas’ selections for replacement are coordinated with areas where the City 352 

of Chicago, or other applicable governmental bodies are conducting public 353 

improvement work.  This coordination with public improvement projects reduces 354 

the likelihood that the Company will need to disturb recently completed 355 

municipal infrastructure improvements in the future.  Finally, in addition to this, 356 

replacement miles are determined from capital projects for the year, with 357 

consideration given to contiguous areas with highly ranked mains which allows 358 

for more cost effective replacement in concentrated areas. 359 

Q. What is your overall view of Peoples Gas’ cast iron replacement program? 360 

A. The Company’s program has been conducted in a reasonable and prudent manner.  361 

The criteria used to identify mains for replacement and the schedule the Company 362 

is following have been carefully evaluated and applied with due regard for system 363 

safety and cost effectiveness.  Furthermore, leak repair data compiled over the last 364 

ten years validate the effectiveness of the cast iron main replacement program. 365 

The data demonstrates that there has been a steady decline in the number of leaks 366 

per mile of cast iron main over the most recent ten year period confirming that the 367 

Company’s program is targeting the correct mains for replacement. 368 

Q. What benefits do customers derive from the cast iron replacement program? 369 
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A. The overarching motivation for replacing cast iron main is the safety and 370 

reliability of service for customers.  Most of the Company’s cast iron mains were 371 

installed from the 1860s through the 1960s.  Over a long period of time, cast iron 372 

pipes deteriorate as the pipe walls are diminished through corrosion.  Modern 373 

plastic or cathodically protected steel high pressure distribution systems are used 374 

to replace the predominantly low pressure cast iron mains.  High pressure 375 

distribution systems are inherently more reliable than older vintage low pressure 376 

systems.  A common problem with old cast iron low pressure systems is that they 377 

are susceptible to ground water infiltration.  When ground water collects in gas 378 

mains, the flow of gas is restricted and, in many cases, completely blocked 379 

causing service outages.  Ground water cannot physically infiltrate high pressure 380 

gas distribution systems eliminating this common problem in low pressure 381 

systems.  Furthermore, modern high pressure gas systems utilize smaller diameter 382 

piping than old low pressure systems.  Smaller piping allows for more cost 383 

effective replacement of comparable capacity low pressure systems. 384 

Q. Are there other customer benefits derived from cast iron replacement? 385 

A. Yes, all gas distribution piping systems require regulating stations which reduce 386 

pressures for downstream piping systems.  By eliminating low pressure systems, 387 

an entire class of low pressure regulating stations can be eventually phased out. 388 

Eliminating low pressure regulating stations reduces ongoing maintenance cost 389 

and improves reliability.   390 
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Finally, when upgrading low pressure systems the Company relocates 391 

most gas meters from inside buildings to outdoors.  By relocating meters 392 

outdoors, customers are not inconvenienced with federally mandated periodic 393 

inside safety inspections for company facilities. 394 

Q. What conclusions have you reached? 395 

A. The investment in the Cast Iron Pipe Replacement Program has been prudently 396 

undertaken, is reasonable in cost, and the facilities installed are used and useful in 397 

providing utility service. 398 

ITRON MOBILE AMR SYSTEM 399 

Q. Please describe the Itron Mobile AMR System. 400 

A. The Itron Mobile AMR system is the successor name for the Enscan Accuread 401 

system.  Based upon a study conducted by the Company in 1994, it was 402 

determined that the use of automated meter reading (“AMR”) technology would 403 

largely eliminate the problems associated with estimated readings and difficult-to-404 

access meters, a major source of dissatisfaction for customers.  The Commission 405 

found that the study submitted by the Company in its last rate case, ICC Docket 406 

No. 95-0032, demonstrated that the system was economically beneficial and was 407 

used and useful.  The company has expanded the deployment of the Itron Mobile 408 

AMR system such that about 780,000 out of a total of approximately 830,000 409 

active meters, or roughly 94%, are equipped with AMR technology.  The 410 

remaining meters are typically costly to retrofit or require more extensive 411 

retrofitting of piping.  These meters will be retrofitted or replaced with AMR 412 
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technology as meter replacement becomes necessary.  Itron Mobile AMR 413 

expenditures for fiscal year 1997 through 2006 have been $53,160,000. 414 

Q. Was the investment in the Itron Mobile AMR system project prudently 415 

undertaken, reasonable in cost, and used and useful in providing utility service? 416 

A. Yes.  The Itron Mobile AMR system has allowed the Company to achieve a very 417 

high success rate at reading meters such that fewer than 3% of the customers 418 

served by Peoples Gas have recently had bills based on estimated reads.  419 

Furthermore, less than 1% of customers have recently had bills based on 7 months 420 

or more of estimated reads.  421 

IV. SUPPORT FOR RATEMAKING ADJUSTMENTS 422 

Q. In his direct testimony, Mr. Fiorella sponsors an adjustment which increases 423 

capital expenditures by $1.4 million, representing additional costs for spoil 424 

removal/disposal and street re-surfacing resulting from recent changes in the City 425 

of Chicago’s resurfacing requirements.  He indicated that you would explain these 426 

changes in your direct testimony.  Please describe the changes in spoil disposal 427 

rules and the City of Chicago’s resurfacing requirements.  Also please  explain 428 

how you determined the $1.4 million amount. 429 

A. Recent changes in rules related to spoil disposal and street resurfacing are 430 

significantly increasing the cost of the Company’s construction and maintenance 431 

activities in the City of Chicago.  Cost data for 2006 do not reflect these 432 

significant prospective increased costs.  For example, changes in spoil disposal 433 

rules now prohibit the long standing use of quarries for spoil disposal as has been 434 
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the Company’s practice.  New rules require that more costly landfills must now be 435 

used for spoil disposal.  The increased landfill costs are compounded by increased 436 

trucking costs required to now separately haul spoil to a location different than the 437 

quarry where clean fill is obtained.  Separately the City of Chicago is now 438 

enforcing more stringent restoration practices which are dramatically increasing 439 

the cost of street resurfacing.  To comply with the new City of Chicago standards 440 

the Company has had to expand the number of restoration contractors employed 441 

at a substantial increase in overall cost.  442 

Q. Are you familiar with Condition 24 of the Commission’s final Order in ICC 443 

Docket No. 06-0540? 444 

A. Yes, I am.  Condition 24 states that the Gas Companies will: (i) provide the 445 

results of a query to identify all active non temperature compensating meters set 446 

outside and inactive non temperature compensating meters set outside which 447 

become active, to the Director of the Energy Division as an email on a weekly 448 

basis; and (ii) stop installing and/or reinstalling non temperature compensating 449 

meters by the later of January 1, 2007, or the date an order in this case is entered, 450 

subject only to the availability of appropriate meters. 451 

Q. Is Peoples Gas willing and able to comply with that condition? 452 

A. Yes.  Peoples Gas is no longer installing or recycling non-temperature 453 

compensating meters, which we call “non-TC” meters.  We have already begun 454 

the requisite reporting regarding non-TC meters to the Director of the Energy 455 

Division and will continue to comply with this mandate. 456 
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Q. In his direct testimony, Mr. Fiorella sponsors an adjustment which increases 457 

capital expenditures by $1 million to reflect the replacement of meters with 458 

temperature-compensating meters, as you have just described.  Mr. Fiorella 459 

indicated that you had provided him with the $1 million figure.  Please describe 460 

how you determined the $1 million amount. 461 

A. Going forward, when non-TC meters are replaced, these meters must now be 462 

replaced with new temperature compensated (TC) meters.  About 6,300 small 463 

residential non-TC meters and large commercial non-TC meters are recycled in a 464 

typical year.  The Company will need to purchase the new TC meters to use as 465 

replacements.  The weighted average price of those meters is $165, resulting in 466 

incremental annual capital expenditures of approximately $1 million.  467 

Therefore, the incremental cost for complying with the terms of 468 

Condition 24 related to non-TC meters is about $1 million per year.  469 

Q. Does this conclude your direct testimony? 470 

A. Yes.  471 


