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I. INTRODUCTION 1 

A. Identification of Witness 2 

Q. Please state your name and business address. 3 

A. My name is Philip M. Hayes.  My business address is 130 E Randolph Street, Chicago, 4 

Illinois, 60601. 5 

Q. By whom are you employed and what is your position? 6 

A. I am employed as Director, Project Management for Integrys Business Support, LLC 7 

(“IBS”).  The Peoples Gas Light and Coke Company (“Peoples Gas”) and IBS are 8 

wholly-owned subsidiaries of Integrys Energy Group, Inc. (“Integrys”). 9 

B. Purpose of Direct Testimony 10 

Q. What is the purpose of your direct testimony in this proceeding? 11 

A. I describe a major capital project, the Accelerated Main Replacement Program 12 

(“AMRP”), which is listed on Schedule F-4 of Peoples Gas’ initial filing under Part 285 13 

of the Illinois Commerce Commission’s (“Commission”) rules.  Specifically, I address 14 

whether AMRP investment made in the 2013 test year will be prudently undertaken, 15 

reasonable in cost, and used and useful in providing utility service. 16 

C. Summary of Conclusions 17 

Q. Please summarize the conclusions of your direct testimony. 18 

A. I conclude that AMRP is and will be prudently undertaken, reasonable in cost, and used 19 

and useful in providing utility services to customers served by Peoples Gas. 20 

D. Witness Background and Experience 21 

Q. Please describe your education and business experience. 22 
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A. I have a Bachelor of Science Degree in Civil and Environmental Engineering from the 23 

University of Wisconsin-Madison.  From 1983 to 1988, I was employed by Sargent & 24 

Lundy, a consulting engineering firm specializing in power plant design, as a structural 25 

engineer.  My duties included performing structural design and analysis for nuclear 26 

power plants in the corporate office, at operating power plants, at plants under 27 

construction, and performing engineering management work at a client’s corporate office.  28 

From 1988 to 1989, I was employed by Fluor Daniel, an engineering construction firm, 29 

as the Site Project Manager, executing a project that re-assessed the high energy safety 30 

related power piping systems at the then Wisconsin Public Service Corporation 31 

(“WPSC”) owned Kewaunee Nuclear Power Plant. 32 

Thereafter, I began my employment with WPSC, a wholly-owned subsidiary of 33 

Integrys.  From 1989 to 2003, I held positions of Civil Engineer in the Construction 34 

Department, Plant Engineer at the Pulliam Power Plant, and Project Management Group 35 

Leader and Major Projects Group Leader in the Construction Department.  In 2003, I 36 

took the position of Engineering Manager for WPSC’s Weston 4 Power Plant and 37 

subsequently in 2004 I became the Project Manager of Weston 4.  In early 2009, I was 38 

promoted to Director-Project Management and then on January 1, 2010 our Department 39 

was transferred to IBS, where I perform my current role, Director, Project Management.  40 

In June 2010, I also assumed the role of Project Manager for Peoples Gas’ Accelerated 41 

Main Replacement Program.  In these positions, I have performed various functions 42 

including engineering design and analysis, field engineering, construction management, 43 

and project management.  My responsibilities have included oversight of permitting and 44 

licensing, development of project budgets and schedules, oversight of engineering 45 
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activities, management of site construction activities, management of start-up and 46 

commissioning activities, management of close-out activities, and turn-over to plant 47 

operations.  These projects have varied from nuclear, hydro, solar, wind, landfill gas, 48 

natural gas, and coal powered electric generating facilities as well as general office 49 

building projects.  50 

Q. What are your current job responsibilities? 51 

A. My primary job responsibility is to provide strategic, tactical and operational leadership 52 

for the Project Services Department.  I also develop and implement company policies and 53 

procedures relating to all phases of project execution inclusive of project management, 54 

detailed design, procurement, construction management, contract administration, project 55 

controls and start-up testing for Integrys business units.  I advise company leadership and 56 

business units on matters relating to activities associated with project development, 57 

project execution, and project validation as they pertain to corporate governance for 58 

Integrys affiliated companies. 59 

II. ACCELERATED MAIN REPLACEMENT PROGRAM 60 

Q. Please describe Peoples Gas’ Cast Iron and Ductile Iron Main Replacement 61 

Program. 62 

A. In fiscal year 1981, Peoples Gas decided to replace its predominantly cast iron and 63 

ductile iron main system with cathodically protected steel and plastic main.  In that year, 64 

cast iron and ductile iron main represented 3,450 miles out of the total of 4,031 miles of 65 

main in Peoples Gas’ distribution system, or 86%.  The decision was based, in part, on a 66 

1981 study performed by Zinder Engineering which was updated in 1993, and 2002.  67 

This study concluded that it would be reasonable and prudent to complete main 68 
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replacement by 2050.  By the end of 2009, the percentage of cast iron and ductile iron 69 

main in Peoples Gas’ distribution system had been reduced to 46%, or 1,870 miles of cast 70 

iron and ductile iron main out of a total 4,086 miles of mains.   71 

Q. What prompted Peoples Gas to accelerate the cast and ductile iron main 72 

replacement, now referred to as AMRP? 73 

A. In its Order in the 2009 Rate Case, the Commission approved an acceleration of cast iron 74 

and ductile iron main replacement and related cost recovery.  The benefits of accelerating 75 

the program include increased safety for the public and Peoples Gas crews, construction 76 

and Operation & Maintenance (“O&M”) cost savings, creation of jobs, reduction in 77 

environmental impacts, and increased functionalities.  In particular, the Commission 78 

stated:   79 

To be clear, the ultimate question is whether the Commission approves Rider ICR 80 
to enable Peoples Gas to use its experience and experts to forge ahead with the 81 
acceleration program or whether we do nothing.  The Commission finds the 82 
record in this matter compelling. Indeed, we find that we exercise our 83 
discretionary authority in the most prudent manner by approving Rider ICR. 84 

2009 Rate Case, Final Order (1/21/10) at 195.  However, it is my understanding that a 85 

2011 Appellate Court decision reversed the Commission Order that allowed Peoples Gas 86 

rider recovery of these accelerated costs.  As indicated by Peoples Gas witness Mr. 87 

Schott, Peoples Gas has planned to continue AMRP through 2013.   88 

Q. How much new main is Peoples Gas planning to install in 2012 and 2013 and what is 89 

the resulting cast iron/ductile iron retirement amount? 90 

A. For this two-year period, Peoples Gas plans to install approximately 360 miles of new 91 

plastic mains which would ultimately allow for retirement of approximately 250 miles of 92 

cast and ductile iron main out of the gas distribution system.  The associated capital 93 
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expenditures are $200.00 million for 2012 and $220.75 million for 2013, for a two-year 94 

period total of $420.75 million. 95 

Q. How does this level of main replacement compare with recent years? 96 

A. Peoples Gas has been replacing about 45 miles/year of cast and ductile iron main in 97 

recent years except for 2009 through 2011.  In 2009 and 2010, the level of capital 98 

spending for main replacement was significantly curtailed in response to the late 2008 99 

financial crisis and continuing economic uncertainty since then.  Only about 20 miles of 100 

main replacement was completed in each of those years.  However, in 2011, the first year 101 

of AMRP, 188 miles of new mains were planned to be installed that would allow for 122 102 

miles of cast and ductile iron main to be retired.  Due to late start of construction and 103 

various other issues in year one, only 155 miles of new main were installed.  Since 104 

retirement of a segment of old main cannot occur until all service pipes are installed onto 105 

the new main, meters and regulators are installed at the customers’ premises, the new 106 

main is gassed, all customers are transferred, and the old main is de-gassed, there is a 107 

natural lag time between new main installed and old main being able to be retired.  In 108 

2011, due to this construction sequencing, only 19 miles of cast and ductile iron main 109 

was retired.  For the 2011 work not completed, it has been carried forward into in 2012.  110 

Peoples Gas believes that the lag time between new main installation and old main 111 

retirement can be improved upon, and Peoples Gas is adjusting its processes and staffing 112 

levels to reduce this time lag.  113 

Q. Since 1981, what is the amount of cast iron and ductile iron main that Peoples Gas 114 

has replaced? 115 
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A. In 1981, there were 3,450 miles of cast iron and ductile iron main on Peoples Gas’ 116 

system.  At the end of 2011, 1,826 miles of such main remained, a reduction of 1,624 117 

miles of main.   118 

Q. What criteria have been utilized in deciding which mains to replace? 119 

A. In replacing cast iron and ductile iron mains, Peoples Gas utilizes criteria according to its 120 

Main Ranking Index (“MRI”), which guides it in making appropriate decisions about 121 

targeting which main to replace. 122 

Q. Please describe the MRI and explain how Peoples Gas uses it in determining which 123 

cast iron mains to replace. 124 

A. The MRI system was developed in 1995 and instituted in 1996 to identify and prioritize 125 

gas main segments as candidates for replacement.  A segment is defined as a unique unit 126 

of pipe identified by parameters such as installation year, operating pressure, pipe 127 

diameter, pipe material, and in-street and square mile boundaries.  Because segment 128 

lengths vary from one foot to one mile, the MRI normalizes segment lengths greater than 129 

one city block to one city block for evaluation purposes.  Each individual segment is 130 

evaluated based on its maintenance history.  Criteria taken into account include breaks, 131 

cracks at taps, pipe wall thickness based on pipe coupons, visual observation, incidence 132 

of leak and other repairs.  Each of these criteria is assigned a multiplication factor based 133 

on “Break Equivalents” which is then multiplied by the number of occurrences to 134 

calculate a numerical value for each criterion.   135 

The sum of the aforementioned numerical values is then multiplied by a factor 136 

based on pipe material, operating pressure, diameter, street type and pavement cover.  137 

The result of this calculation is that a value is assigned to each segment, i.e., the MRI.  138 
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The MRI value is rounded to the nearest quarter point, and sorted in descending order in 139 

order to identify those segments with the highest incidence of MRI points per block. 140 

All segments that have accumulated an MRI rating greater than 6.0 are placed on 141 

a schedule to be retired.  Segments with an MRI value greater than 3.0 are viewed as 142 

possible replacement candidates when performing work on adjacent segments and when 143 

evaluating the extent of public improvement projects under consideration. 144 

Three criteria are used to determine the pipe to be replaced in any given year.  145 

First, the MRI rating is considered, as it highlights the most problematic segments of pipe 146 

in terms of their maintenance histories.  Second, Peoples Gas’ selections for replacement 147 

are coordinated with areas where the City of Chicago (“City”) or other governmental 148 

bodies are conducting public improvement work.  This coordination with public 149 

improvement projects reduces the likelihood that Peoples Gas will need to disturb 150 

recently completed municipal infrastructure improvements in the future.  Finally, 151 

replacement miles are determined from capital projects for the year, with consideration 152 

given to contiguous areas with highly ranked mains which allows for more cost effective 153 

replacement in concentrated areas. 154 

Q. What benefits do customers derive from the AMRP? 155 

A. The overarching motivation for replacing cast iron and ductile iron main is the safety and 156 

reliability of service for customers.  Most of Peoples Gas’ cast iron and ductile mains 157 

were installed from the 1860s through the 1960s.  Over a long period of time, cast iron 158 

and ductile iron pipes deteriorate as the pipe walls are diminished through corrosion.  159 

Modern plastic or cathodically protected steel medium pressure distribution systems are 160 

used to replace the predominantly low pressure cast iron/ductile iron mains.  Medium 161 



 

Docket No. 12-___ Page 8 of 13 PGL Ex. 14.0 

pressure distribution systems are inherently more reliable than older vintage low pressure 162 

systems.  A common problem with old cast iron/ductile iron low pressure systems is that 163 

they are susceptible to ground water infiltration.  When ground water collects in gas 164 

mains, the flow of gas is restricted and, in many cases, completely blocked causing 165 

service outages.  Ground water cannot physically infiltrate medium pressure gas 166 

distribution systems eliminating this common problem in low pressure systems.  167 

Furthermore, modern medium pressure gas systems utilize smaller diameter piping than 168 

old low pressure systems.  Smaller piping allows for more cost effective replacement of 169 

comparable capacity low pressure systems.   170 

Q. Are there other customer benefits derived from AMRP? 171 

A. Yes, all gas distribution piping systems require regulating stations which reduce pressures 172 

for downstream piping systems.  By eliminating low pressure systems, an entire class of 173 

low pressure regulating stations can be eventually phased out.  Eliminating low pressure 174 

regulating stations reduces ongoing maintenance cost and improves reliability.   175 

Finally, when upgrading low pressure systems Peoples Gas relocates most gas 176 

meters from inside buildings to outdoors.  By relocating meters outdoors, customers are 177 

not inconvenienced with federally mandated periodic inside safety inspections for 178 

company facilities. 179 

Q. For the year 2013, what is the planned work associated with AMRP? 180 

A. In 2013, Peoples Gas plans to install an estimated 190 miles of new polyethylene (plastic) 181 

mains which will allow retirement of 140 miles of cast iron and ductile iron mains.  The 182 

areas identified for the 2013 replacement projects are in the AMRP 5-year plan and are 183 

primarily limited to four major geographic areas in the City or “communities.”  This 5-184 



 

Docket No. 12-___ Page 9 of 13 PGL Ex. 14.0 

year plan is a rolling five years and is the result of the MRI discussed above.  Peoples 185 

Gas also plans to upgrade approximately 18,000 services, relocating customers’ meters 186 

from inside to outside, and full restoration of those areas disturbed during construction 187 

inclusive of City streets, parkways, sidewalks, and customers’ property.  Also in 2013, 188 

plans call for installation of 17 miles of high pressure cathodically protected steel gas 189 

main necessary to support the conversion from a low pressure system to a more efficient 190 

medium pressure system.  191 

As part of the planned work for 2013, Peoples Gas will confirm the selected areas 192 

for system upgrades in 2014 as identified in the 5-year plan.  Peoples Gas’ engineering 193 

staff will continue coordinating with the City to identify additional public improvement 194 

opportunities where other utilities’ planned construction projects are occurring such that 195 

synergies are identified and taken advantage of to lower costs and minimize disruptions 196 

to the businesses and residents.  Once the areas are confirmed, detailed engineering 197 

analysis of the gas distribution system will take place and will be the basis for the system 198 

upgrades in 2014.  As in 2013, the selected 2014 projects are projected to be contiguous 199 

to specific “communities” within Chicago.  New gas main routes will be selected and 200 

detailed design and engineering of the required infrastructure will be performed.  201 

However, I note, as stated by Peoples Gas witness Mr. Schott, Peoples Gas has not 202 

determined the funding level for AMRP past the year 2013.  203 

Peoples Gas augments its staff with local engineering consultants through a 204 

competitive bid process to support portions of the detailed engineering, field 205 

investigations, and development of the construction drawings.  Peoples Gas’ engineering 206 

will coordinate with the City’s Office of Underground Coordination and the Existing 207 
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Facility Protection process in planning for the necessary construction permits.  208 

Engineering will also develop and prepare the detailed bill of materials for all materials 209 

that will be procured by Peoples Gas to execute the 2014 projects.  Additionally, 210 

engineering will prepare the detailed construction specifications that will be used in the 211 

fall of 2013 for bidding out the construction installation contracts. 212 

Q. What is the planned construction work associated with AMRP in 2012? 213 

A. The plans include completing all of the gas distribution system “carry over” work of 2011 214 

that was not completed by December 31, 2011.  This carry over work includes 215 

installation of approximately 33 miles of new mains, 7,000 services, 22,000 meter sets, 216 

retirement of 100 miles of old main, and the final restoration of city and customer 217 

property.  The 2012 construction installation contracts have been awarded to three 218 

installation contractors for installing 165 miles of new plastic main and approximately 219 

14,000 new services.  The number of new meter sets to be installed is 31,000 and the 220 

amount of old main that will become available to be retired due to the new main 221 

installation is currently estimated at 116 miles.  Construction work will also continue on 222 

the high pressure gas steel main expansion efforts that were started in 2011.  223 

Q. What is the construction installation contracting methodology being used by Peoples 224 

Gas? 225 

A. For the first two years of AMRP, Peoples Gas has prequalified eight contractors who 226 

have been determined to be financially sound, have similar work experience, have proven 227 

safety performance, and have an approved operator’s qualification plan.  Peoples Gas has 228 

used a competitive bid process requesting firm lump sum bids from these prequalified 229 

contractors.  Contractors have submitted pricing for each individual project (29 projects 230 
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in 2011 and 16 projects in 2012).  Individual awards have been primarily based off of the 231 

bid pricings and the contractor’s capacity for the amount of work they can do annually.  232 

Since Peoples Gas believes this competitive bid process has resulted in a lower installed 233 

cost, this approach will continue for the 2013 work as well. 234 

Q. What is the AMRP budget for 2013? 235 

A. The AMRP capital budget for 2013 is $220.75 million. 236 

Q. What steps has Peoples Gas taken to assure a qualified workforce to support the 237 

program? 238 

A. With the need for additional utility workers coupled with an aging workforce, in 2012, 239 

Peoples Gas in conjunction with the City Colleges of Chicago and the Labor Trades 240 

Unions, developed and launched a Utility Worker degreed program.  This program will 241 

provide specific training to new students that provide the basic skills as utility workers 242 

and therefore creates a pool of qualified resources as Peoples Gas hires the incremental 243 

resources and replaces future retiring employees.  The first class of 75 students to enroll 244 

in 2012 is comprised of 100% veterans of the various branches of the United States 245 

Military.  246 

Further, ensuring a qualified workforce will be available to support the 247 

construction efforts of all of the contracted work, Peoples Gas has negotiated and 248 

executed a Project Labor Agreement with the local Labor Trades Unions.  A key 249 

component of this Agreement is a no strike clause that prevents contracted labor unions 250 

from directly striking a Peoples Gas project or honoring other strikes that may be 251 

occurring in the greater Chicago area. 252 
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Q. What type of management oversight has been implemented by Peoples Gas? 253 

A. Peoples Gas has implemented a Project Management Office (“PMO”) which is 254 

responsible for the daily management and oversight of the program.  The PMO consists 255 

of Peoples Gas employees, IBS employees, and contracted employees from various 256 

consultants and totals to a staff of over 75 employees.  The PMO provides support to 257 

Peoples Gas in terms of overall planning, quality, safety, cost management, construction 258 

management, and field inspection services.  The PMO has developed processes and 259 

procedures and has brought enhancements to existing Peoples Gas practices allowing for 260 

greater efficiencies, increased production, increased quality and safety concurrent with 261 

reducing costs.  262 

From a cost oversight perspective, the Peoples Gas annual capital budget is 263 

reviewed with and approved annually by Integrys’ Board of Directors.  AMRP is a subset 264 

of that budget.  The Board is updated annually as the status of AMRP including 265 

completed work and forecasted work for the coming year.  The Board also provides their 266 

approval to award the major contracts for the coming year.  Further, the individual 267 

contract awards are approved by the CEO or Executive Staff members in accordance with 268 

the Corporate Governance requirements.  Any contract change orders are reviewed, 269 

negotiated, and authorized by the PMO with final approvals following the same 270 

Corporate Governance requirements.   271 

Q. What is your overall view of Peoples Gas’ AMRP? 272 

A. Peoples Gas’ program has been conducted in a reasonable and prudent manner.  The 273 

criteria used to identify mains for replacement and the schedule Peoples Gas is following 274 
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have been carefully evaluated and applied with due regard for system safety and cost 275 

effectiveness.   276 

Q. What conclusions have you reached? 277 

A. The investment in AMRP has been prudently undertaken, is reasonable in cost, and the 278 

facilities installed or to be installed are or will be used and useful in providing utility 279 

service. 280 

Q. Does this complete your direct testimony? 281 

A. Yes.  282 


