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Q. Please state your name and business address. 1 

A. My name is Brett Seagle, and my business address is 527 East Capitol Avenue, 2 

Springfield, Illinois 62701. 3 

Q. By whom are you employed and in what capacity? 4 

A. I am employed by the Illinois Commerce Commission as a Gas Engineer in the 5 

Energy Engineering Program of the Safety and Reliability Division. 6 

Q. Please state your educational background. 7 

A. I hold a Bachelor of Science degree in Mechanical Engineering from Southern 8 

Illinois University in Carbondale, Illinois. 9 

Q. What are your duties and responsibilities as a Gas Engineer in the Engineering 10 

Program? 11 

A. My primary responsibilities and duties are the performance of studies and 12 

analyses dealing with the day-to-day and long term operations and planning of 13 

gas utilities serving Illinois.  For example, I review purchased gas adjustment 14 

clause reconciliations, rate base additions, levels of natural gas used for working 15 

capital, and utility applications for Certificates of Public Convenience and 16 

Necessity.  I also perform gas meter audits. 17 

Q. What are your duties and responsibilities associated with this docket? 18 
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A. My duties and responsibilities are to review the filings by North Shore Gas 19 

Company (“North Shore”) and The Peoples Gas, Light, and Coke Company 20 

(“Peoples Gas”) (collectively the “Companies”) for increases in their base rates 21 

and operating and maintenance (“O&M”) Expenses.  My testimony will cover the 22 

following topics listed below: 23 

 1  Peoples Gas’ request to recover costs associated with a plastic pipe fitting 24 
remediation project; 25 

 2  Peoples Gas’ justification to recover costs associated with a remediation 26 
project involving identifying and eliminating possible cross bores, which I 27 
refer to below as the Legacy Sewer Lateral Cross Bore Program; 28 

 3  North Shore’s justification to recover costs associated with a remediation 29 
project involving identifying and eliminating possible cross bores, which I 30 
refer to below as the Legacy Sewer Lateral Cross Bore Program; 31 

 4  Peoples Gas’ justification to recover costs associated with additional work 32 
as a result of new Chicago Department of Transportation (“CDOT”) 33 
regulations; 34 

 5  Peoples Gas’ justification to recover costs associated with the Advanced 35 
Metering Infrastructure Project; 36 

 6  Peoples Gas’ justification to recover costs to perform a Liquefied Natural 37 
Gas (“LNG”) control system upgrade of the LNG facility at Manlove 38 
Underground Gas Storage Field; 39 

 7  Peoples Gas’ justification to recover costs associated with the Calumet 40 
System Upgrade; 41 

 8  Peoples Gas’ cushion gas calculation for 3.5 % of storage field injections 42 
for 2012 and 2013; 43 

 9   Peoples Gas’ justification for inclusion of costs associated with the new 44 
construction of a Compressed Natural Gas (“CNG”) fueling station at 45 
Peoples Division Street Shop; and 46 

 10  Peoples Gas’ justification for inclusion of costs associated with its 47 
Accelerated Main Replacement Program (“AMRP”). 48 
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Q. What recommendations are you making in this testimony regarding the above 49 

topics? 50 

A. My recommendations to the Commission for each topic are as follows: 51 

(1)  Reduce Peoples Gas’ requested O&M expense by $4,074,427 due to a 52 
remediation project involving the replacement of plastic pipefittings that, 53 
when installed, did not comply with certain industry standards referenced 54 
in Part 192 of Title 49 of the Code of Federal Regulations (“CFR”); 55 

(2) Exclude Peoples Gas’ O&M Expenses of $5,700,000 regarding the 56 
Legacy Sewer Lateral Cross Bore Program; 57 

(3)  Exclude North Shore’s O&M Expenses of $2,600,000 regarding the 58 
Legacy Sewer Lateral Cross Bore Program; 59 

(4) Exclude Peoples Gas’ O&M Expenses, regarding additional costs incurred 60 
due to new CDOT regulations, by $13,900,000; 61 

(5) Reduce Peoples Gas’ rate base, regarding the Advanced Metering 62 
Infrastructure Project, by $3,800,000; 63 

(6) Reduce Peoples Gas’ rate base, regarding the LNG control system 64 
upgrade and construction of a centralized operations center, by 65 
$5,146,000; 66 

(7) Reduce Peoples Gas’ rate base, regarding the Calumet System Upgrade, 67 
by $50,000,000; 68 

(8) Reduce Peoples Gas’ calculation of costs associated with cushion gas, 69 
both recoverable and non-recoverable from 3.5% to 3.0%, which reduces 70 
Peoples Gas’ recoverable and non-recoverable portions of costs for 71 
cushion gas injections by $679,000 for 2012 and $772,000 for 2013; 72 

(9)  Reduce Peoples Gas’ rate base, regarding the new construction of a CNG 73 
fueling station at Peoples Gas’ Division Street Shop, by $858,000; and 74 

(10) Reduce Peoples Gas’ rate base, regarding the AMRP, by $149,913,000 in 75 
2012 and $146,527,000 in the 2013 test year. 76 

Q. Do you have any schedules attached to your testimony? 77 

A. Yes.  I have three attachment and one schedule attached to my testimony: 78 
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 Attachment A   PGL Staff Report Dated December 20, 2011– Use of 79 
Non-Qualified Fittings 80 

 Attachment B 1  Peoples Gas Response to DAS 1.01 from ICC Docket 81 
No. 12-0299 82 

 Attachment B 2  Peoples Gas Response to DAS 2.01 from ICC Docket 83 
No. 12-0299 84 

 Schedule 6.01 P  AMRP Percent Completion Calculation 85 

Q. Please explain the P suffix that appears with your schedule numbers. 86 

A. The suffix indicates the utility to which a particular schedule applies.  The P suffix 87 

identifies a schedule that applies to Peoples Gas. 88 

Standards Followed 89 

Q. What standards did you use for your review of the ten topics you discuss in your 90 

direct testimony? 91 

A. While I am not an attorney, I rely on two statutes for my review of the ten topics I 92 

address in my direct testimony.  First, I based my review of the Companies’ 93 

requested O&M expenses in accordance with Subsection 9-201(c) of the Public 94 

Utilities Act (“PUA”).  Subsection 9-201(c) states: 95 

If the Commission enters upon a hearing concerning the propriety 96 
of any proposed rate or other charge, classification, contract, 97 
practice, rule or regulation, the Commission shall establish the 98 
rates or other charges, classifications, contracts, practices, rules or 99 
regulations proposed, in whole or in part, or others in lieu thereof, 100 
which it shall find to be just and reasonable. In such hearing, the 101 
burden of proof to establish the justness and reasonableness of the 102 
proposed rates or other charges, classifications, contracts, 103 
practices, rules or regulations, in whole and in part, shall be upon 104 
the utility. The utility, the staff of the Commission, the Attorney 105 
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General, or any party to a proceeding initiated under this Section 106 
who has been granted intervener status and submitted a post-107 
hearing brief must be given the opportunity to present oral 108 
argument, if requested no later than the date for filing exceptions, 109 
on the propriety of any proposed rate or other charge, 110 
classification, contract, practice, rule, or regulation. No rate or other 111 
charge, classification, contract, practice, rule or regulation shall be 112 
found just and reasonable unless it is consistent with Sections of 113 
this Article. (220 ILCS 5/9-201(c)) 114 

 Second, I rely on the requirements of Section 9-211 of the PUA when reviewing 115 

the Companies’ request to receive recovery for the costs associated with rate 116 

base additions.  This section of the PUA states as follows: 117 

The Commission, in any determination of rates or charges, shall 118 
include in a utility’s rate base only the value of such investment 119 
which is both prudently incurred and used and useful in providing 120 
service to public utilities customers.  (220 ILCS 5/9-211)  121 

Q. Has the Commission defined prudence in past dockets? 122 

A. Yes.  The Commission defined prudence as: 123 

[…] that standard of care which a reasonable person would be 124 
expected to exercise under the circumstances encountered by 125 
utility management at the time decisions had to be made. In 126 
determining whether or not a judgment was prudently made, only 127 
those facts available at the time the judgment was exercised can 128 
be considered. Hindsight review is impermissible. Imprudence 129 
cannot be sustained by substituting one’s judgment for that of 130 
another. The prudence standard recognizes that reasonable 131 
persons can have honest differences of opinion without one or the 132 
other necessarily being ‘imprudent’. (Order, Docket No. 84-0395, 133 
October 7, 1987, p. 17) 134 

 Also, in Docket No. 88-0142, the Commission defined prudence as follows: 135 
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Prudence is that standard of care which a reasonable person would 136 
be expected to exercise under the same circumstances 137 
encountered by utility management at the time decisions had to be 138 
made.  In determining whether a judgment was prudently made, 139 
only those facts available at the time judgment was exercised can 140 
be considered.  Hindsight review is impermissible. (Order, Docket 141 
No. 88-0142, February 5, 1992, pp. 25-26) 142 

Q. Did you rely on the statutes and prior Commission Orders described above to 143 

review the ten topics discussed in your direct testimony? 144 

A. Yes.  Further, I would note that topics 1 through 4 involve requested O&M 145 

expenses of both of the Companies, while topics 5 through 10 involve requests 146 

to increase Peoples Gas’ rate base only. 147 

Topic No. 1 - Plastic Pipefitting Remediation Project 148 

Q. What is the plastic pipefitting remediation project (“PPRP”)? 149 

A. The PPRP is a project to replace certain plastic fittings on Peoples Gas’ system 150 

that do not comply with certain industry standards referenced in Part 192 of Title 151 

49 of the CFR, in particular Section 192.63
1
 of Title 49.  The project includes the 152 

remediation by replacement of all non-compliant fittings that Peoples Gas 153 

installed on its system. 154 

Q. What amount of O&M expense did Peoples Gas request related to costs 155 

associated with the PPRP? 156 

                                            

1
 Section 192.63 is entitled Marking of Materials. 
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A. As shown on Peoples Gas’ response to Staff Data Request (“DR”) ENG 2.01 157 

Attach 01, Peoples Gas is seeking a general increase of total O&M expense 158 

associated with the PPRP of $2,000,000 for the 2013 forecasted test year. 159 

Q. What conclusion have you reached regarding Peoples Gas’ requested O&M 160 

expense amounts? 161 

A. I have concluded that Peoples Gas’ request to recover O&M expenses for the 162 

2013 test year associated with the remediation project should not be granted 163 

because the costs associated with the project are not just and reasonable. 164 

Q. What is Peoples Gas’ stated purpose for the request to recover costs respecting 165 

O&M expenses incurred due to the PPRP? 166 

A. In its response to Staff DR ENG 2.01, Peoples Gas states: 167 

In 2011, Peoples Gas discovered that it had in its system a limited 168 
number of plastic fabricated fittings that may not have technically 169 
complied with certain industry standards referenced in Part 192 of 170 
Title 49 of the Code of Federal Regulations.  As a result, Peoples 171 
Gas conducted a prompt and thorough investigation. As a result of 172 
the investigation, Peoples Gas concluded that the fittings were safe 173 
and, therefore, it could have sought a Special Permit to allow such 174 
fittings to remain in service. However, Peoples Gas determined that 175 
the most prudent, reasonable and safest course was to remediate 176 
the fittings by replacement at this point given the Company’s ability 177 
to coordinate some of the replacement with other planned 178 
construction and maintenance by Peoples Gas and by the City of 179 
Chicago. 180 

Q. Do you believe the costs incurred by Peoples Gas to replace the fittings in 181 

question is a just and reasonable expense? 182 
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A. No. 183 

 I am aware of a Staff Report on this topic that provides more detail into how the 184 

fittings were placed into service.  The December 20, 2011, Staff Report, attached 185 

as Attachment 1 to my testimony, discussed, among other things, the reasons 186 

that Peoples Gas allowed those fittings on its system.  Specifically, this report 187 

notes that Peoples Gas’ Manager of Construction identified a 188 

manufacturer/supplier that could provide the large diameter fittings on the 189 

Peoples Gas list of approved suppliers.  Although the manufacturer/supplier 190 

initially manufactured, tested, and marked the fittings as required, at some point 191 

after Peoples Gas ordered the fittings, the manufacturer/supplier outsourced 192 

production of the fittings.  Peoples Gas’ Manager of Construction approved the 193 

new manufacturer, but failed to follow the Company’s verification and due 194 

diligence process required to ensure the quality of the fittings.  Ultimately, the 195 

fittings provided to Peoples Gas that the initial manufacturer/supplier obtained 196 

from the outsourced supplier were not manufactured, tested, and marked as 197 

required by Section 192.63 of Title 49 of the CFR.   198 

Q. What is the scope of Part 192 of Title 49 of the CFR? 199 

A. Part 192.1 of the Title 49 of the CFR, states, in part: 200 

This part prescribes minimum safety requirements for pipeline 201 
facilities and the transportation of gas, including pipeline facilities 202 
and the transportation of gas within the limits of the outer 203 
continental shelf as that term is defined in the Outer Continental 204 
Shelf Lands Act. (49 CFR 192.1) 205 
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Q. Why is Peoples Gas responsible for compliance with certain industry standards 206 

such as those contained in Part 192 of Title 49 of the CFR? 207 

A. My non-legal opinion is that Peoples Gas must maintain compliance on a 208 

continual basis with the aforementioned industry standards to ensure safe and 209 

reliable gas transmission and distribution systems and avoid state and federal 210 

penalizations for non-compliance with certain industry standards contained in 211 

Part 192 of Title 49 of the CFR. 212 

Q. Has the Commission adopted any portion of Part 192 of Title 49 of the CFR into 213 

Part 83 of the Illinois Administrative Code? 214 

A. Yes.  The Commission adopted, in 83 Ill. Adm. Code 590, applicable safety 215 

standards in 49 CFR Sections 191.1, 191.3, 191.5, 191.7, 191.9, 191.11, 216 

191.13, 191.15, 191.17, 191.23, 192, 193, and 199 as minimum standards for 217 

transportation of gas and for gas pipeline facilities.  Therefore, if the gas utility’s 218 

distribution facilities do not comply with the Title 49 CFR rules that the 219 

Commission has adopted, then a violation of both the Title 49 CFR and the 220 

Commission’s rules exists. 221 

Q. In your opinion, has Peoples Gas provided sufficient documentation to 222 

demonstrate that the inclusion of O&M expenses is just and reasonable? 223 

A. No.  While I believe it was appropriate to do the work being performed for the 224 

PPRP by Peoples Gas, I do oppose the inclusion of costs associated with the 225 

PPRP in the revenue requirement.  If Peoples Gas had initially complied with the 226 
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Commission’s Rules, in particular Part 590, the Company would not have 227 

incurred the costs associated with the PPRP 228 

Q. Has the Commission ever addressed a situation similar to this before? 229 

A. Yes.  The Commission previously addressed a similar situation in another 230 

proceeding and ruled that the utility, not ratepayers, were responsible for the 231 

cost.  Specifically, the Commission’s Order in Docket Nos. 07-0585 – 0590 232 

(Cons.) addressed the issue of cost recovery for remediation work involving 233 

electric distribution facilities that were constructed in a manner inconsistent with 234 

the Commission’s Rules.  That Order states, in part: 235 

Business decisions were made that resulted in CILCO, CIPS, and 236 
IP being owned by Ameren. The management and owners of 237 
Ameren, not ratepayers, made those decisions and they must live 238 
with the consequences. In this instance, the consequences will be 239 
that ratepayers will not be responsible for paying the costs 240 
associated with correcting distribution facilities that were initially 241 
constructed in a manner that does not comply with the NESC. 242 
While there is no rate base or operating expense impact in this 243 
proceeding, AIU is on notice that the Commission has no 244 
intention of passing such costs on to ratepayers in future rate 245 
cases. (Order, Docket Nos. 07-0585 - 0590 (Cons.), September 246 
24, 2008, p. 142)(emphasis added) 247 

Q. What is the National Electrical Safety Code? 248 

A. My understanding is that the National Electrical Safety Code (“NESC”) is a set of 249 

rules published by the Institute of Electrical and Electronics Engineers, Inc., and 250 

approved by the American National Standards Institute.  I further understand that 251 

electric and communication utilities comply with the NESC in order to provide 252 

safe conditions for employees and the public.  The Commission adopted portions 253 
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of the NESC in its rules for Construction of Electric Power and Communications 254 

Lines, Code Part 205. (83 Ill. Adm. Code 305) 255 

Q. Do you believe that Part 192 of Title 49 of the CFR is comparable to the NESC? 256 

A. Yes.  As I indicated earlier in my testimony, Part 192 of Title 49 of the CFR 257 

details minimum safety standards for all natural gas utilities.  Therefore, both the 258 

NESC and portions of Title 49 of the CFR detail how a utility, both electric and 259 

natural gas, respectively, should construct its facilities in a safe and proper 260 

manner. 261 

Q. Do you believe that the PPRP work is comparable to the remediation work 262 

referenced in the Commission’s Order in Docket Nos. 07-0585 – 0590 (cons.)? 263 

A. Yes.  My position is that in both instances the utility is responsible for the costs 264 

associated with the remediation work due to the improper installation of gas or 265 

electric distribution facilities. 266 

Q. What is your recommendation regarding this topic? 267 

A. I recommend the Commission remove all O&M expenses associated with the 268 

PPRP from the revenue requirement.  As a result of this disallowance, the 269 

amount I am recommending for removal for the 2013 test year O&M expenses is 270 

$2,000,000, as shown on Peoples Gas response to Staff DR ENG 2.01 Attach 271 

01. 272 

Topic No. 2 - PGL Legacy Sewer Lateral Cross Bore Program 273 
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Q. What is a cross bore? 274 

A. Companies witness Kyle Hoops notes in his supplemental testimony that: 275 

A cross bore is defined as the intersection of an existing 276 
underground utility or underground structure by a second utility 277 
resulting in direct contact between the transactions of the utilities.  278 
(NS-PGL Ex. 20.0, p. 5) 279 

Q. How do cross bores affect a gas utility? 280 

A. Mr. Hoops indicates that: 281 

[Cross bores affect a gas utility] when a gas facility that has been 282 
installed using trenchless technologies intersects with an existing 283 
sewer main or sewer lateral. The advent of horizontal directional 284 
drilling (“HDD”) in the 1990s significantly increased the amount of 285 
pipe installed using this method. Many utilities used HDD to install 286 
natural gas pipes underground beneath streets, driveways, and 287 
mature trees to minimize damage. HDD is commonly used in the 288 
industry because it involves significantly less environmental 289 
impacts and disruption than open trench digging. However, 290 
because many vintage sewer lines are made of clay and contain no 291 
tracer wire, they cannot be located with above ground locating 292 
devices. As a result, a utility may have come in contact with the 293 
sewer lines without any knowledge of such contact.  (NS-PGL Ex. 294 
20.0, pp. 5-6) 295 

 Mr. Hoops then notes that a gas release could occur due to use of sewer auger 296 

equipment cutting or penetrating a plastic main or service. 297 

Q. What is the Legacy Sewer Lateral Cross Bore Program (“Cross Bore Program”)? 298 

A. The Cross Bore Program is a remediation project involving locating existing 299 

cross bores in Peoples Gas’ system and, if one exists, rerouting the plastic main 300 

or service below, above, or around the existing sewer facilities. 301 
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Q. What has Peoples Gas requested as a result of its decision to pursue this Cross 302 

Bore Program? 303 

A. Peoples Gas requested Commission approval of $5,700,000 in O&M expenses 304 

in the 2013 test year as shown on Peoples Gas witness Hoops’ supplemental 305 

direct testimony, NS-PGL Ex. 20.0, p. 8. 306 

Q. What conclusion have you reached regarding Peoples Gas’ request for the 307 

inclusion of O&M expenses in its revenue requirement for remediation work 308 

involved in its Cross Bore Program? 309 

A. At this time I cannot reach a conclusion regarding Peoples Gas’ request to incur 310 

O&M expenses respecting remediation work involved in the Cross Bore 311 

Program.  Peoples Gas made its’ request for these costs in its’ supplemental 312 

direct testimony filed on October 23, 2012, which was 19 business days prior to 313 

Staff filing direct testimony.  This amount of time did not allow me an opportunity 314 

to reach a definitive conclusion regarding Peoples Gas’ request.  Therefore, at 315 

this time, I am recommending the removal of all of Peoples Gas’ requested 316 

expenses of $5,700,000 until I can reach a definitive conclusion on the subject. 317 

Q. Do you have any recommendations for Peoples Gas regarding this project? 318 

A. Yes.  While I have sent Peoples Gas a set of DRs, ENG 5.02-5.06, to address 319 

these and other issues, I would request that Peoples Gas discuss in rebuttal 320 

testimony why its requested reimbursement is a reasonable calculation of all 321 

costs associated with the Cross Bore Program and provide the rationale for 322 
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Peoples Gas customers paying for the costs associated with facilities that 323 

Peoples Gas personnel improperly installed initially. 324 

Topic No. 3 - NS Legacy Sewer Lateral Cross Bore Program 325 

Q. Is the Cross Bore Program issue for North Shore identical to Topic No. 2 that you 326 

discuss above for Peoples Gas? 327 

A. Yes.  North Shore has requested $2,600,000 in O&M expenses associated with 328 

this project for the 2013 test year. 329 

Q. Aside from the difference in the amount of O&M expense that North Shore is 330 

requesting, is your reasoning and recommendation for North Shore’s Cross Bore 331 

Program that same as what you made for Peoples Gas’ Cross Bore Program? 332 

A. Yes.  Therefore, at this time, I am recommending the removal of all of North 333 

Shore’s requested O&M expenses of $2,600,000 until I can reach a definitive 334 

conclusion on the subject. 335 

Topic No. 4 - New Chicago Department of Transportation Regulations 336 

Q. Can changes in CDOT regulations cause Peoples Gas to incur additional costs? 337 

A. Yes.  My understanding is that Peoples Gas must comply with any regulations 338 

imposed on it by the CDOT. 339 
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Q. Has Peoples Gas requested additional O&M expenses as a result of changes to 340 

CDOT regulations? 341 

A. Yes.  Mr. Hoops notes some changes to CDOT regulations.  In particular, Mr. 342 

Hoops states: 343 

The most significant changes are related to the degradation fees 344 
for excavations in moratorium streets, expanded restoration limits 345 
for street openings, excavation perimeter joint sealants, fees for 346 
obstructed parking at metered locations, backfill material for 347 
parkway trenches, filling abandoned pipes with flowable fill, and 348 
pavement marking. While there are some other small items that 349 
have contributed to the increase in costs as seen in NS-PGL Ex. 350 
20.1, the items listed are the main drivers and are discussed in my 351 
testimony.  (NS-PGL Ex. 20.0, p. 2) 352 

Q. What conclusion have you reached regarding Peoples Gas’ request for the 353 

inclusion of O&M expenses in its revenue requirement for compliance with new 354 

CDOT regulations? 355 

A. I cannot at this time reach a conclusion regarding Peoples Gas request to incur 356 

additional O&M expenses respecting its compliance with the new CDOT 357 

regulations.  I was unable to reach a conclusion because Peoples Gas first made 358 

its request in its supplemental direct testimony filed on October 23, 2012.  I have 359 

not had sufficient time to reach a determination on whether the additional O&M 360 

costs requested by Peoples Gas are just and reasonable.  Therefore, at this time 361 

I recommend that the Commission remove Peoples Gas’ O&M expense of 362 

$13,900,000 associated with this project for the 2013 test year. 363 

Q. Do you have any other recommendations on this topic? 364 
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A. Yes.  I have issued a set of DRs, ENG 5.09 - 5.11 to review Peoples Gas’ 365 

methods to estimate the additional costs it expects to incur as a result of the new 366 

CDOT regulations, and I would request that Peoples Gas provide documentation 367 

in its’ rebuttal testimony that demonstrates its’ cost calculation is just and 368 

reasonable. 369 

Topic No. 5 - Advanced Metering Infrastructure Project 370 

Q. What is the advanced meter infrastructure project (“AMIP”)? 371 

A. The AMIP concerns the replacement of Peoples Gas’ legacy automated 372 

metering system with an AMI system that is capable of timelier customer data 373 

acquisition due to the AMI system’s ability to provide a two-way communications 374 

network that utilizes a cellular modem. 375 

Q. What cost is Peoples Gas seeking for AMIP? 376 

A. Peoples Gas is seeking a rate base addition for the AMIP of $3,800,000 for the 377 

2013 test year as shown on Section 285.6100, Schedule F-4, Line 4, Column D.  378 

Q. What conclusion have you reached regarding Peoples Gas’ request for the 379 

inclusion in base rates of the costs associated with the AMIP? 380 

A. As explained later in my testimony, I have concluded that Peoples Gas failed to 381 

provide sufficient information to demonstrate that the costs associated with the 382 

AMIP will be prudently incurred and the investment will be used and useful by 383 

December 2013, the end of the test year.  Therefore, I am recommending the 384 
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removal of all of Peoples Gas’ requested costs, $3,800,000, associated with the 385 

project. 386 

Q. What is Peoples Gas’ purpose for its request regarding the AMIP? 387 

A. Mr. Hoops provides the following explanation for the Company’s request: 388 

The existing automated metering system is obsolete and limited in 389 
capabilities to support customers. The advanced metering 390 
infrastructure project includes a full two-way communications 391 
network which provides time-synchronized interval meter data 392 
collected at a minimum once daily as well as a data management 393 
system. The new system is a multi-purpose expandable network 394 
that monitors and controls devices deployed throughout the 395 
pipeline system. It enables efficient measurement and operations 396 
of the gas network and provides timely information to consumers.  397 
(PGL Ex. 8.0, p. 12) 398 

Q. In your opinion, has Peoples Gas provided enough documentation in order to 399 

support the inclusion of costs associated with this project in its base rate addition 400 

request? 401 

A. No, for two reasons.  First, Peoples Gas had not until recently provided a 402 

“business case” supporting the benefits of or the need for the AMIP.  Second, 403 

Peoples Gas noted it will not acquire executive approval for the AMIP until the 404 

Company completes the vendor validation process.  I am concerned Peoples 405 

Gas may only incur a portion, if any, of the costs it projected to incur during the 406 

test year. 407 

Q. What is a business case? 408 
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A. A business case is a comprehensive document or set of documents which detail 409 

various aspects of a utility’s prospective project.  Depending on the nature of the 410 

project, these documents would include, but would not be limited to:  the stated 411 

problem a utility faces that demonstrates the need for action to be taken, any 412 

project objectives, estimated costs of the project, project benefits, project risk 413 

assessment, alternatives to the project, initial project planning such as a timeline 414 

with milestones, and any executive approvals necessary for the commencement 415 

of the project. 416 

Q. Why is the development of a business case important to determine if a project is 417 

prudent and used and useful? 418 

A. In order for Staff to make an informed decision and to make a determination 419 

regarding prudence and whether an item is used and useful, Peoples Gas must 420 

demonstrate how it reached a decision as well as demonstrate a benefit or need 421 

for the project. 422 

Q. Has Peoples Gas conducted its business case for the project? 423 

A. Yes.  Peoples Gas provided a business case in its supplemental response to 424 

Staff DR ENG 2.22 SUPP. 425 

Q. Have you reached any conclusion regarding the adequacy of Peoples Gas’ 426 

business case? 427 
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A. No.  Peoples Gas provided its business case to me on November 6, 2012. I have 428 

issued Staff DRs ENG 8.01-8.02 to gain more information regarding this 429 

business case, but I have not had sufficient time to reach a conclusion. 430 

Q. Has Peoples Gas acquired the pertinent executive approval for the AMIP? 431 

A. No.  Peoples Gas noted in its response to Staff DR ENG 2.21 that it has not 432 

acquired executive approval for the AMIP; however, Peoples Gas anticipates 433 

acquiring the executive approval for the AMIP after the completion of the 434 

validation process. 435 

Q. Please explain your concern regarding the status of Peoples Gas acquiring 436 

executive approval for the project. 437 

A. I am concerned that Peoples Gas cannot acquire executive approval for the 438 

project in order to initiate the AMIP in the 2013 test year without the results of the 439 

completed validation process. 440 

Q. What is your recommendation regarding this topic? 441 

A. I recommend that the Commission remove Peoples Gas’ base rate addition of 442 

$3,800,000 associated with this project for the 2013 test year. 443 

 I also recommend that Peoples Gas provide an update on the status of the 444 

project in rebuttal testimony.  This project update should include the most recent 445 

estimate for the overall cost of the project, test year project costs, its current 446 

timeline, the status of receiving all necessary approvals for project expenditures, 447 
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documentation necessary to demonstrate the prudence of its decision as well as 448 

any studies showing or demonstrating a benefit or need for the project. 449 

Topic No. 6 - LNG Control System Upgrade 450 

 Q. What is the Liquefied Natural Gas Control System upgrade? 451 

A. Peoples Gas has requested to upgrade its existing LNG facility, which is located 452 

at its Manlove Underground Gas Storage Field (“Manlove”).  The upgrade would 453 

replace all of the existing control systems and allow Peoples Gas to change the 454 

current operation of the LNG facility from a peaking facility only to one that could 455 

operate whenever the gas price economics allow savings to ratepayers. 456 

Q. What cost is Peoples Gas seeking for the LNG Control System upgrade? 457 

A. Peoples Gas has requested $5,146,000, to upgrade its existing LNG facility. 458 

Q. What conclusion have you reached regarding Peoples Gas’ request to upgrade 459 

its LNG Control System at Manlove? 460 

A. As explained later in my testimony, I conclude that Peoples Gas failed to provide 461 

sufficient information to demonstrate that the costs associated with upgrading its 462 

LNG Control System at Manlove will be prudent and that the investment will be 463 

used and useful by December 2013.  Therefore, I am recommending the 464 

removal of all of Peoples Gas’ requested costs associated with the project. 465 

Q. What is Peoples Gas’ stated purpose for its request to upgrade the LNG 466 

control system for the LNG facility at its Manlove Gas Storage Field? 467 
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A. The stated purpose to upgrade the LNG control system for the LNG 468 

facility at Peoples Gas’s Manlove Storage facility is set forth in the 469 

Problem/Opportunity section of the Business Analysis (Section 1) which is 470 

an exhibit attached to Peoples Gas’ witness Puracchio’s testimony, PGL 471 

EX 15.3 Confidential. 472 

Q. In your opinion, has Peoples Gas provided enough documentation in order to 473 

support the inclusion of costs associated with this project in its rate increase 474 

request? 475 

A. No, for two reasons.  First, Peoples Gas has not provided sufficient 476 

documentation demonstrating the need for this upgrade.  Primarily, Peoples Gas 477 

has not provided sufficient documentation to support the assumption that 478 

Peoples Gas customers will realize estimated annual benefits due to the fruition 479 

of the control system upgrade.  Second, I am aware that Peoples Gas’ projected 480 

costs for the project have increased significantly. 481 

Q. To the best of your knowledge, has Peoples Gas acquired the pertinent 482 

documentation, such as a business case demonstrating a need for the project? 483 

A. Yes.  However, I am concerned with aspects of the Company’s calculation of the 484 

economic benefits incurred due to the fruition of the project. 485 

A. After reviewing the stated problem Peoples Gas’ LNG facility operators 486 

experienced with the LNG facility during operating windows contained in PGL Ex. 487 

15.3 Confidential and PGL Ex. 15.4 Confidential and reviewing the Company’s 488 
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response to Staff DR ENG 2.18, I found that the current LNG control system still 489 

maintains the ability operate as a natural gas system supply supplement, or 490 

peaking facility, on days that the Company experiences high demand.  In the 491 

Company’s response to Staff DR ENG 2.18, Peoples Gas states: “The current 492 

LNG Control System is currently capable of meeting the Company’s demand day 493 

supply requirements without the proposed upgrade.”  Peoples Gas’ business 494 

case, which should demonstrate a need for the upgrade, fails to do so.  Since 495 

the facility can still operate reliably on peak days, Peoples Gas’ basis for the 496 

project must rely on the project’s economics. 497 

Q. Did Peoples Gas estimate cost savings it would achieve as a result of the LNG 498 

control system upgrade? 499 

A. Yes, Peoples Gas’ claims of the estimated annual cost savings benefit are set 500 

forth in PGL Ex. 15.3 Confidential. 501 

Q. Do you agree with the Company’s estimation of the customer benefits associated 502 

with the upgrade? 503 

A. No.  While I do not disagree with the Company’s calculation of lost LNG 504 

production time, I disagree with the gas pricing information embedded in the 505 

calculation respecting the potential economic benefits.  I met with Mr. Puracchio 506 

at the Manlove Underground Storage Field on November 2, 2012 to view the 507 

equipment subject to this project and to discuss the project in general.  Part of 508 

that discussion concerned the economic savings assumption associated with the 509 
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project.  In my opinion the assumptions made during the preparation of the 510 

estimated benefit calculation to contained hypothetical gas price environments 511 

may not result in the estimated annual benefit set forth in PGL Ex. 15.3 512 

Confidential.  Given the uncertainties embedded into the benefits calculation, I 513 

disagree that the estimated benefits were calculated in a reasonable manner. 514 

Q. In what manner would you suggest that Peoples Gas calculate the potential 515 

savings that could result from upgrading the LNG facility? 516 

A. Peoples Gas should assume the control system upgrade was completed 517 

approximately five years ago and then use the last five years of historical data to 518 

demonstrate what saving would have resulted from the operation of the LNG 519 

facility.  In my opinion, a calculation using historical data provides a more 520 

realistic savings calculation than the one Peoples Gas used that assumed 521 

certain theoretical benefits. 522 

Q. Have you requested this type of analysis from the Company? 523 

A. Yes.  I requested this information in Staff DR ENG 7.01; Peoples Gas as of the 524 

time of writing my direct testimony has not responded to my request. 525 

Q. Did you discover any other information during your meeting with Mr. Puracchio 526 

regarding this project that causes you concern? 527 

A. Yes.  During the meeting, Mr. Puracchio discussed a recent cost estimate for the 528 

project.  Mr. Puracchio explained that the information on PGL Schedule F-4, Line 529 
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3 is now inaccurate and that he expects the costs associated with the LNG 530 

control system upgrade to increase significantly. 531 

 Further, Peoples Gas’ lack of a firm cost estimate serves as additional support 532 

for my concerns regarding the prudence and used and usefulness of the 533 

requested upgrade. 534 

Q. What is your recommendation regarding this topic? 535 

A. I recommend that the Commission remove Peoples Gas’ base rate addition of 536 

$5,146,000 associated with this project for the 2013 test year. 537 

 I also recommend that Peoples Gas provide an update on the status of the LNG 538 

control system upgrade in rebuttal testimony.  This project update should include 539 

an updated business case, the most recent estimate for the overall cost of the 540 

project, test year project costs, documentation necessary to demonstrate the 541 

prudence of its decision as well as any studies showing or demonstrating a 542 

benefit or need for the project. 543 

Topic No. 7 - Calumet System Upgrade 544 

Q. What is the Calumet system upgrade? 545 

A. The Calumet system upgrade consists of the replacement of the Calumet Line 546 

#2 (24 inch diameter) pipeline and the Calumet Line #3 (36 inch diameter) 547 

pipeline, upgrades to existing regulator stations, and construction of new high-548 

pressure and medium pressure stations. 549 
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Q. What has Peoples Gas requested as a result of its decision to upgrade its 550 

Calumet system? 551 

A. Peoples Gas is seeking a rate base addition of $50,000,000 in the 2013 test year 552 

for the Calumet system upgrade as shown on Section 285.6100, Schedule F-4, 553 

Line 2, Column D. 554 

Q. What conclusion have you reached regarding Peoples Gas’ request to upgrade 555 

its Calumet System? 556 

A. As explained later in my testimony, I have concluded that Peoples Gas failed to 557 

provide sufficient information to demonstrate that the costs associated with 558 

upgrading its Calumet System will be prudent and that the investment will be in 559 

service and used and useful by December 2013.  I am also concerned that given 560 

the current status of the project, Peoples Gas has not demonstrated it will incur 561 

any of the projected $50,000,000 cost in the test year.  Therefore, I am 562 

recommending the removal of all of Peoples Gas’ requested costs associated 563 

with the project.  Pursuant to the information related to this project’s costs 564 

contained in Peoples Gas’ Schedule F-4, Line 2, Column D, the amount I 565 

recommend for removal from rate base is $50,000,000. 566 

Q. What is Peoples Gas’ stated purpose for its request to upgrade its Calumet 567 

System? 568 

A. Mr. Hoops states: 569 
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Various material, design, construction, documentation, and 570 
operational challenges with the existing pipeline segments will 571 
make the Pipeline and Hazardous Materials Safety Administration 572 
required pipeline integrity inspections, reporting, remediation, and 573 
compliance challenging and costly for years to come. The pipelines 574 
were constructed more than 50 years ago before the Federal 575 
Pipeline Safety Standards were adopted. Even though the 576 
pipelines have grandfather exemptions from these standards, they 577 
should be replaced given their proximity to the high consequence 578 
area of the City of Chicago.  (PGL Ex. 8.0, p. 11) 579 

Q. In your opinion, has Peoples Gas provided enough documentation to support the 580 

inclusion of costs associated with this project in its rate increase request? 581 

A. No, for two reasons.  First, in response to Staff DR ENG 2.16, Peoples Gas 582 

explains that it has not initiated the competitive bidding process respecting 583 

acquiring bids for the construction/installation work involved in the fruition of the 584 

construction/installation phase of the project.  Second, in response to Staff DR 585 

ENG 2.17, Peoples Gas explains that it has not acquired executive approval for 586 

the construction/installation phase of the project; however, Peoples Gas 587 

anticipates acquiring the executive approval for the construction/installation 588 

phase of the project during the first quarter of 2013. 589 

Q. To the best of your knowledge, has Peoples Gas produced the pertinent 590 

documentation, such as documentation verifying Peoples Gas issued RFP’s for 591 

the construction/installation phase of the project? 592 

A. No.  In response to Staff DR ENG 2.16, Peoples Gas explains the Company 593 

issued RFP’s for the contracted support of design.  Peoples Gas explains further 594 

in the response that RFPs for the construction/installation phase of the project 595 
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are currently unavailable because the Company has not begun the competitive 596 

bidding process for the construction/installation phase of the project. 597 

Q. Please explain your concern regarding the timing of the issuance of RFPs for the 598 

construction/installation phase of the project. 599 

A. I am concerned that without a firm basis for a cost estimate, such as responses 600 

from contractors issued RFPs by Peoples Gas for the construction/installation 601 

phase of the project, the current cost estimates for the completion of all phases 602 

of the project may contain inaccuracies. 603 

Q. Did you make an inquiry respecting any additional information regarding an 604 

update to the status of the competitive bidding process for the support of design 605 

or the construction/installation phase of the project? 606 

A. Yes.  In response to Staff DR ENG 5.12, Peoples Gas states: “The Company 607 

has received bids for contracted design support and is in the process of 608 

evaluating the bids. The Company has not begun the competitive bid process for 609 

construction/installation or inspection/monitoring services.” 610 

Q. Has Peoples Gas acquired the pertinent executive approval for the 611 

construction/installation phase of the project? 612 

A. No.  In response to Staff DR ENG 2.17, Peoples Gas explains that it has not 613 

acquired executive approval for the construction/installation phase of the project; 614 
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however, Peoples Gas anticipates acquiring the executive approval for the 615 

construction/installation phase of the project during the first quarter of 2013. 616 

Q. Please explain your concern regarding the status of Peoples Gas acquiring 617 

executive approval for the construction/installation phase of the project. 618 

A. I am concerned that Peoples Gas cannot acquire executive approval for the 619 

construction/installation phase of the project without acquiring responses to 620 

RFPs from contractors for the construction/installation phase of the project, 621 

analyzing the responses and submitting their analysis of those responses for 622 

executive approval. 623 

 Further, as seen in the attachments to the response to Staff DR ENG 2.16, while 624 

Peoples Gas has issued RFPs for the support of design work, which indicates 625 

that the Company is attempting to acquire more detailed information regarding 626 

the scope and cost of the construction/installation phase of the project, the 627 

Company, in my opinion, cannot demonstrate that it will incur any of the 628 

requested project costs by the end of the 2013 test year. 629 

 In short, Peoples Gas cannot demonstrate if it will even initiate the project in 630 

2013 or provide any documentation to support the prudence of the level of 631 

associated costs regarding the fruition of the project and demonstrate that the 632 

investment will be in service and used and useful by December 2013, the end of 633 

the test year. 634 

Q. What is your recommendation regarding this topic? 635 
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A. I recommend that the Commission remove Peoples Gas’ projected base rate 636 

addition of $50,000,000 in 2013 associated with this project.  I also recommend 637 

that Peoples Gas, in its rebuttal testimony, provide an update on the status of the 638 

project.  This project update should include the most recent estimate for the 639 

overall cost of the project, test year project costs, its current timeline, the status 640 

of receiving any executive approvals for cost expenditures, and documentation 641 

necessary for it to demonstrate the prudence of its decision. 642 

Topic No. 8 - Cushion Gas Calculation 643 

Q. What is cushion gas? 644 

A. Cushion gas, also called base gas, is the volume of gas required in a storage 645 

reservoir to provide adequate pressure to cycle the working gas.  Base gas is 646 

usually broken down into two components, recoverable base gas, and non-647 

recoverable base gas.  Recoverable base gas is the gas that the company 648 

expects to be able to recover from the field when it is retired.  The non-649 

recoverable base gas is the gas that the company does not expect to recover 650 

from the field when the field is retired. 651 

Q. What issue do you have with Peoples Gas’ requested utility plant in service 652 

amounts for its cushion gas calculation? 653 

A. I determined that Peoples Gas overstated its requested utility plant in service 654 

respecting its cushion gas calculation.  Mr. Puracchio, details how Peoples Gas 655 

based its requested rates for the cushion gas calculation on 3.5% of all storage 656 
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injections being attributed to recoverable and non-recoverable cushion gas as 657 

shown on Schedule B-5, page 2 of 2, column J, line 11, but that Peoples Gas 658 

intends to attribute only 3.0% of all storage injections to recoverable and non-659 

recoverable cushion gas during the period in question.  (PGL Ex. 15.0, p. 8) 660 

Q. What did Peoples Gas forecast for the cost associated with the assumed 3.5% 661 

cushion gas rate calculation for 2012 and 2013? 662 

A. Peoples Gas noted in its response to Staff DR ENG 5.01, that it forecasted a 663 

cost of $4,698,000 in 2012 and $5,338,000 in the 2013. 664 

Q. Do you agree with Peoples Gas’ requested amount associated with this cushion 665 

gas rate calculation? 666 

A. No.  According to Peoples Gas witness Puracchio’s testimony, the cushion gas 667 

rate calculation set forth on Schedule B-5 is based on 3.5%, and Mr. Puracchio 668 

expects the use of a 3.0% cushion gas rate calculation.   (PGL Ex. 15.0, p. 8)  669 

Based on this information, I recommend that the Commission reduce Peoples 670 

Gas’ utility plant in service respecting the Company cushion gas rate calculation 671 

by $679,000 and $772,000 for 2012 and the 2013 test year, respectively, as 672 

shown in NS-PGL Exhibit 16.0, p. 5. 673 

Q. Do you have reason to believe that Peoples Gas will not dispute your 674 

recommendation? 675 
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A. Yes.  Peoples Gas, in its responses to Staff DRs ENG 1.01 and ENG 5.01 676 

provide the correct utility plant in service amounts using the 3.0% cushion gas 677 

rate calculation instead of the 3.5% cushion gas rate calculation.  Further, PGL 678 

witness Puracchio states that the Company intends to use a 3.0% cushion gas 679 

rate calculation instead of a 3.5% cushion gas rate calculation.  (PGL Ex. 15.0, 680 

p. 8) 681 

Topic No. 9 - CNG Fueling Station at the Division Street Shop 682 

Q. Describe the compressed natural gas (“CNG”) Fueling Station at Peoples Gas’ 683 

Division Street Shop. 684 

A. According to Peoples Gas’ response to Staff DR DAS 2.01 from ICC Docket No. 685 

12-0299, the CNG fueling station consists of an island with drive-through access 686 

and two dispensers to transfer CNG into vehicles equipped to operate on CNG.  687 

To support the quick fill option, as opposed to the time-fill option, Peoples Gas, 688 

through its contractor, installed a new compressor.  The CNG fueling station also 689 

consists of a means to store CNG. 690 

Q.  What amount of rate base addition did Peoples Gas request regarding the new 691 

construction of a CNG fueling station at Peoples Gas’ Division Street Shop? 692 

A. Peoples Gas requested a rate base addition of $857,692 as shown on Schedule 693 

B-5, page 2 of 2, Columns C, F and J, Line 5. 694 

Q. What conclusion have you reached regarding Peoples Gas’ request for the 695 

inclusion in base rates of the costs associated with the CNG fueling station? 696 
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A. As explained later in my testimony, I concluded that Peoples Gas failed to 697 

provide sufficient information to demonstrate that the costs associated with the 698 

construction of the new CNG fueling station will be prudently incurred and the 699 

investment will be in service and used and useful.  Therefore, I am 700 

recommending the removal of $858,000 of rate base as shown in Peoples Gas’ 701 

response to Staff DR BAP 13.01. 702 

Q. In your opinion, has Peoples Gas provided enough documentation to support the 703 

inclusion of costs associated with this project in its rate increase request? 704 

A. No, for two reasons.  First, Peoples Gas entered into a contract with a company, 705 

Pinnacle CNG Systems, LLC(“Pinnacle”), to construct the new CNG facility, the 706 

day before Pinnacle became an affiliate of Peoples Gas’ holding company 707 

Integrys Energy Group (“Integrys”).  Second, Peoples Gas failed to perform any 708 

initial review, such as a due diligence review or cost benefit analysis, of the 709 

project regarding the prudence and used and usefulness of the CNG Fueling 710 

Station Project. 711 

Q. Please describe your concern associated with the timing of Peoples Gas’ 712 

interactions with Pinnacle. 713 

A. Peoples Gas’ holding company Integrys Energy Group (“Integrys”) recently 714 

acquired two entities called Pinnacle CNG Systems, LLC (“Pinnacle”) and 715 

Trillium USA LLC (“Trillium”).  They entered into a Non-Disclosure Agreement 716 

(“NDA”) to allow them to discuss acquisition.  Peoples Gas also entered into a 717 
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separate agreement to have Pinnacle construct a public CNG fueling station on 718 

the site of a current private station. 719 

Q. When did Pinnacle and Integrys sign the NDA? 720 

A. According to Peoples Gas’ response to Staff DR DAS 1.01 in ICC Docket No. 721 

12-0299, Pinnacle and Trillium signed the NDA on May 17, 2011.  Integrys 722 

signed the NDA on May 18, 2011. 723 

Q. When did Pinnacle and Peoples Gas sign the contract for building the CNG 724 

station? 725 

A. According to Peoples Gas’ response to Staff DR DAS 1.01 in ICC Docket 726 

Number 12-0299, Pinnacle and Peoples Gas signed the contract on August 31, 727 

2011. 728 

Q. When did Integrys acquire Pinnacle? 729 

A. According to Peoples Gas’ response to Staff DR DAS 1.01 in ICC Docket No. 730 

12-0299, Integrys acquired Pinnacle and Trillium on September 1, 2011. 731 

Q. What do you conclude about the timing of this process? 732 

A. Peoples Gas entered into a contract with a company that its parent was 733 

acquiring the very next day.  This raises serious concerns as to whether the 734 

contract for the construction of the CNG fueling station was an arms length 735 

transaction and therefore raises concerns about the prudence of Peoples Gas’ 736 

decision to initiate the project from the start. 737 
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Q. To the best of your knowledge, has Peoples Gas provided any documentation 738 

demonstrating the prudence of its decision to initiate the construction of the CNG 739 

fueling station, such as a cost-benefit analysis or a due diligence review? 740 

A. No.  According to Peoples Gas’ response to Staff DR ENG 6.04, the Company 741 

performed evaluations of the bidding companies’ price, ability to meet or exceed 742 

requirements, and history of delivering similar project scopes.  However, the 743 

response also indicates that the evaluations of bids did not result in any written 744 

studies or analysis. 745 

Q. Please explain your concern regarding Peoples Gas’ lack of any written studies 746 

such as a cost-benefit analysis or due diligence review. 747 

A. I am concerned that Peoples Gas initiated this project without any knowledge of 748 

any realized benefits for its customers.  Referring to Peoples Gas’ response to 749 

Staff DR ENG 6.02, in which the Company makes unsubstantiated claims of 750 

customer benefits realized through increased CNG capabilities, the Company 751 

fails to provide any semblance of detail regarding how its customers will benefit 752 

from the fruition the project.  Therefore, Peoples Gas cannot demonstrate the 753 

prudence of its decision to initiate the project because no documentation exists 754 

that demonstrates the Company performed any type of studies or analysis 755 

regarding the benefit or need for the project. 756 

 For example, the Company has not shown how increasing fueling capacity to 757 

company vehicles was necessary, why maintaining the old time fill system was 758 
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no longer reasonable, or why it needed to expand its CNG fleet.  Without any 759 

detail regarding how it arrived at these types of decisions, I cannot agree with the 760 

Company regarding its conclusion. 761 

Q. Did the Company provide any discussion of other benefits? 762 

A. Yes.  Peoples Gas in its response to Staff DR ENG 6.02 makes unsubstantiated 763 

claims of reduced operational costs and environmental benefits due to increased 764 

use of CNG fuel.  However, the Company’s assumptions lack any detail 765 

demonstrating that the benefits associated with the project exceeded its costs. 766 

Q. Why is it important that Peoples Gas perform an initial review a project? 767 

A. Peoples Gas must demonstrate a benefit to its customers or a need for the 768 

initiation of a project in order to justify the prudence of its decision and in order 769 

for Staff to determine if the costs associated with the project will be prudently 770 

incurred.  Peoples Gas regarding this project has failed to do so. 771 

Q. What is your recommendation regarding this topic? 772 

A. I recommend that the Commission remove Peoples Gas’ rate base addition of 773 

$858,000 associated with this project for the 2013 test year. 774 

 I also recommend that Peoples Gas, in its rebuttal testimony provide 775 

documentation necessary to demonstrate the prudence of its decision to 776 

construct the new CNG fueling station as well as any studies showing or 777 

demonstrating a benefit or need for the project.  Further, Peoples Gas should 778 
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provide documentation quantifying how increased CNG capabilities will benefit its 779 

customers.  Finally, Peoples Gas should provide documentation that quantifies 780 

and details how customers will benefit from the reduction of operational costs 781 

and detail how “environmental benefits” will lead to benefits realized by Peoples 782 

Gas’ utility costumers.  Peoples Gas should also explain why its previous CNG 783 

fill system was no longer adequate. 784 

Topic No. 10 – Accelerated Main Replacement Program 785 

Q. What is the Accelerated Main Replacement Program (“AMRP”)? 786 

A. The AMRP is a project involving the replacement of Peoples Gas’ predominantly 787 

cast iron and ductile iron main system with cathodically protected steel and 788 

plastic main. 789 

Q. What costs is Peoples Gas requesting for the AMRP? 790 

A. Peoples Gas is seeking a rate base addition for the AMRP of $200,000,000 for 791 

2012 and $220,750,000 for the 2013 test year as shown on Section 285.6100, 792 

Schedule F-4, Line 1, Column D. 793 

Q. Did the Commission make any decisions in recent rate cases regarding the 794 

acceleration of the Company’s cast and ductile iron replacement, which is now 795 

referred to as the AMRP? 796 

A. Yes.  Peoples Gas witness Hayes explains the acquisition of Commission 797 

approval of the acceleration of the project.  Mr. Hayes states in part: “In its Order 798 
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in the 2009 Rate Case, the Commission approved an acceleration of cast iron 799 

and ductile iron main replacement and related cost recovery.” (PGL Ex. 14.0, p. 800 

4) 801 

Q. What conclusion have you reached regarding Peoples Gas’ request for the 802 

inclusion in base rates of the costs associated with the AMRP? 803 

A. I have concluded that Peoples Gas failed to provide sufficient information to 804 

demonstrate that it will incur the costs it projected for 2012 and the 2013 test 805 

year.  Therefore, I am recommending the removal of $149,913,000 in 2012 and 806 

$146,527,000 in the 2013 test year as shown on Staff Ex. 6.1, Schedule 6.1P, of 807 

Peoples Gas’ requested costs associated with the project. 808 

Q. Please describe the calculation you performed regarding your adjustment for 809 

2012 and the 2013 test year rate base costs associated with the AMRP? 810 

A. My calculation is based upon information obtained in Peoples Gas response to 811 

ENG 6.01, Attach 02.  This response indicates the values, both forecasted and 812 

actual, for various work functions for the project, which, in turn, represent the 813 

entire scope of AMRP work.  I then developed a listing of all values, forecasted 814 

and actual, for each category, and calculated the average percent of incomplete 815 

AMRP work with the categories based on Peoples Gas values for forecasted 816 

AMRP work and actual AMRP work.  I combined these averages to get a total 817 

percent of incomplete AMRP work and applied this figure to the total forecasted 818 

costs provided by Peoples Gas associated with the AMRP. 819 



Docket Nos. 12-0511/12-0512 
Consolidated 
ICC Staff Exhibit 6.0 

38 

 

Q. Did you use every category listed in Peoples Gas response to ENG 6.01, Attach 820 

02? 821 

A. No.  I determined that the category labeled “Main – As Built “ would not be used 822 

in the calculation because it is not clear what the category “Main – As Built” 823 

represents.  Therefore, at this time, I decided to exclude this category from my 824 

calculation 825 

I also excluded two other categories from my calculation due the nature of those 826 

categories, “Contractor Interim Restoration” and “Contractor Final Restoration.”  I 827 

did not use these categories because having interim or final restoration in place 828 

would not affect whether or not Peoples Gas could activate or use the gas piping 829 

system. 830 

Q. What is Peoples Gas’ stated purpose for its request regarding the AMRP? 831 

A. Peoples Gas witness Hayes states: 832 

In its Order in the 2009 Rate Case, the Commission approved an 833 
acceleration of cast iron and ductile iron main replacement and 834 
related cost recovery. The benefits of accelerating the program 835 
include increased safety for the public and Peoples Gas crews, 836 
construction and Operation & Maintenance (“O&M”) cost savings, 837 
creation of jobs, reduction in environmental impacts, and increased 838 
functionalities. In particular, the Commission stated: 839 

To be clear, the ultimate question is whether the 840 
Commission approves Rider ICR to enable Peoples 841 
Gas to use its experience and experts to forge ahead 842 
with the acceleration program or whether we do 843 
nothing. The Commission finds the record in this 844 
matter compelling. Indeed, we find that we exercise 845 
our discretionary authority in the most prudent 846 
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manner by approving Rider ICR. 2009 Rate Case, 09-847 
0166-0167, Final Order (1/21/10) at 195.  (PGL Ex. 848 
14.0, p. 4) 849 

However, Mr. Hayes noted his understanding that a 2011 Appellate Court 850 

decision reversed the Commission Order that allowed Peoples Gas rider 851 

recovery of these accelerated costs. As indicated by Peoples Gas witness 852 

Mr. Schott, Peoples Gas has planned to continue AMRP through 2013. 853 

Q. In your opinion, has Peoples Gas provided enough documentation in order to 854 

support its request for the inclusion of costs associated with this project? 855 

A. No.  Based on my review of Peoples Gas’ response to Staff DR ENG 4.07, which 856 

details actual AMRP work completed to-date compared to the amount of work 857 

the Company projected for completion in the same time interval, I have found 858 

that Peoples Gas is not completing the planned or forecasted AMRP 859 

construction and restoration work within the amount of time allotted and utilized 860 

in the calculation of costs associated with its projections for AMRP in 2012 and 861 

2013.  Further, I have found that the cost projections made by Peoples Gas may 862 

contain inaccurate assumptions. 863 

Q. To the best of your knowledge, has Peoples Gas performed and completed all 864 

the projected AMRP construction and restoration work that the Company 865 

anticipated completing for 2012? 866 

A. No.  According to the Company’s response to Staff DR ENG 4.07, the Company 867 

continues to maintain approximately a 60%-70% rate of completion for all 868 
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completed AMRP work compared to projections made for construction not yet 869 

initiated in 2012.  Further, in response to Staff DR ENG 2.09, the Company 870 

details its delayed progress towards projected AMRP goals.  Most of the reasons 871 

for the delayed progress are unavoidable due to the nature of the delay, i.e., 872 

“[…]Marking of existing underground utilities by CDOT’s Digger also took longer 873 

than normal as they were self-limiting as far as how many markings they could 874 

accommodate in a discrete period of time.”  The Company has not shown any 875 

documentation to alleviate my concern regarding the level of completed AMRP 876 

work compared to forecasted/projected AMRP work the Company anticipates 877 

completing in 2012 and 2013.  Further, the Company has not yet ascertained a 878 

full year of historical data respecting costs and resources required for AMRP 879 

work, which causes additional concern regarding the Company’s cost estimates 880 

for the AMRP in 2012 and the 2013 test year. 881 

Q. What is the importance of demonstrating that a utility complete all work it 882 

budgets for in the amount of time the utility states it will complete the work? 883 

A. Those additions must be in service and used and useful in providing service to 884 

utility customers and the costs associated with the rate base addition must be 885 

prudently incurred.  A utility must demonstrate through documentation that the 886 

additions will be used and useful by the end of the test year it selects at its own 887 

discretion. The utility must show that the additions are or will be built and in 888 

service by the end of the test year in order for Staff to make a used and useful 889 

determination.  Peoples Gas, in this case, has failed to do so. 890 
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Q. What is your concern regarding AMRP cost estimates containing inaccurate 891 

assumptions? 892 

A. In Peoples Gas response to Staff DR ENG 2.13, the Company details the lack of 893 

available cost information demonstrating that the cost estimates are accurate 894 

and will be prudently incurred.  The Company in its response states: “[…]We 895 

have yet to complete a full year of the program where we can collect the full cost 896 

and resource data and then be able to accurately forecast for future years.”  897 

Further, when asked to provide detailed cost estimation information for 2012, the 898 

Company’s response states: 899 

We have captured the program resource requirements and costs 900 
from 2011 but would have had to make assumptions to prorate for 901 
a full 12-month period. 2012 is essentially the first full year (12 902 
months) of AMRP and we are capturing all resource requirements 903 
and costs of the program to be able to forecast forward for future 904 
years. 905 

 The Company’s response to ENG 2.12 clearly demonstrates that the cost 906 

estimation information used by Peoples Gas to calculate AMRP costs contains 907 

vague assumptions based off of data that is not yet available for review due to 908 

2012 being the first full year of the AMRP. 909 

Q. What is your recommendation regarding this topic? 910 

A. I recommend the Commission remove from People Gas’ rate base addition 911 

$149,913,000 in 2012 and $146,527,000 in the 2013 test year associated with 912 

the AMRP as shown on ICC Staff Ex. 6.1, Schedule 6.1P, of Peoples Gas’ 913 

requested costs associated with the AMRP. 914 
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 Further, while I am not opposed to Peoples Gas performing AMRP work in a 915 

prudent manner, the Company must demonstrate how it developed its schedule 916 

for AMRP work and how it derived its cost estimates for this work for 2012 and 917 

2013 in order for Staff to make a prudence and used and usefulness 918 

determination. 919 

 Finally, I recommend that Peoples Gas provide in its rebuttal testimony 920 

documentation that demonstrates reasonable cost projections for AMRP work 921 

calculated with actual data instead of assumptions and provide documentation 922 

demonstrating Peoples Gas is making better progress towards AMRP 923 

construction and restoration goals compared to the current rate of completion of 924 

AMRP construction and restoration goals.  Peoples Gas should also provide a 925 

comparison of its 2012 AMRP work completed assumptions to the level of work 926 

actually completed using the most recent data available. 927 

Q. Does this conclude your direct testimony? 928 

A. Yes. 929 



 ICC Docket No. 12-0511/12-0512 (Cons.) 

ICC Staff Ex. 6.0

Schedule 6.01 P

AMRP 2012 Categorical Averages 1 2012 Main Installed Average % Incomplete 55.6%

2 2012 Main Gassed Average % Incomplete 68.7%

3 2012 Services Average % Incomplete 71.8%

4 2012 PGL Meters Average % Incomplete 85.8%

5 2012 Removal From Service Average % Incomplete 93.0%

6 2012 Total Categorical Average % Incomplete 75.0%

AMRP 2013 Categorical Averages 7 2013 Main Installed Average Forecasted % Incomplete 46.9%

8 2013 Main Gassed Average Forecasted % Incomplete 62.1%

9 2013 Services Average Forecasted % Incomplete 56.4%

10 2013 PGL Meters Average Forecasted % Incomplete 80.1%

11 2013 Removal From Service Average Forecased % Incomplete 86.4%

12 2013 Total Categorical Average % Incomplete 66.4%

13 2012 AMRP Disallowance = $200,000,0001 * Line 7 = $149,912,665

14 2013 AMRP Disallowance = $220,750,0002 * Line 14 = $146,527,007

Lines 1-12 = 12-0511_0512 WP 6.1 P AMRP Disallowance

1 = NS-PGL Ex. 21.1

2 = PGL Section 285.6100, Schedule F-4, Page 1, Line 1 
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Data Request: DAS 1.01   
Regarding the Companies’ witness Ms. Renier’s direct testimony that the companies entered 
into an agreement with Pinnacle “prior to Pinnacle becoming an affiliate of Peoples Gas” (NS-
PGL Ex. 1.0, p. 4), please provide the following information: 
a. Please explain when Pinnacle and Peoples Gas entered into the agreement for this 
construction?  Please provide the full date. 
b. Please explain when Pinnacle and Peoples Gas became affiliates?  Please provide the 
full date. 
c. Please explain when Pinnacle and Integrys first entered into discussions about 
becoming affiliates?  Please provide the full date. 
d. Please provide all documents that the Companies sent and received related to the 
acquisition of Pinnacle, both before and after the acquisition. 
e. Please explain whether Peoples Gas submitted an RFP to solicit bids to build the fueling 
station before it entered into this “arms-length agreement”.  If so, please provide the RFP along 
with all submitted bids. 
f. Please state the full date construction under the contract commenced. 
g. Please explain how the price of the work conducted under the “arms-length agreement” 
was determined? 
h. Please explain whether the test year from the 2011 rate case (Docket No. 11-0281) 
included any costs or revenues from that construction work performed under the Pinnacle-
Peoples Gas agreement.  If these costs or revenues were included, please explain how much, 
in what accounts, and where they were included in Schedule C-13? 
i. Please explain whether the test year from the 2012 rate case (Docket No. 12-0512) 
includes any costs or revenues from work performed under the Pinnacle-Peoples Gas 
agreement.  If these costs and revenues are included, please explain how much, in what 
accounts, and where they were included in Schedule C-13?. 
 
Response:  
a.  Peoples Gas entered into the contract on August 30, 2011. 
b.  Integrys acquired Pinnacle, and Pinnacle became an affiliate of Peoples Gas, on 
September 1, 2011. 
c.  Integrys Energy Group, Inc. (“Integrys”) entered into a non-disclosure agreement (“NDA”) 
with Trillium USA, LLC, Trillium USA Company, Pinnacle CNG Systems, LLC, and Pinnacle 
CNG Company.  Integrys signed the NDA on May 18, 2011, and the other parties signed it on 
May 17, 2011.  The NDA followed Integrys’ initial discussion with Pinnacle and Trillium as part 
of Integrys’ efforts to learn about the compressed natural gas business.  The discussion prior 
to entering into the NDA was not about a merger or acquisition.  The May 2011 NDA provided 
for discussions about an acquisition by Integrys.   
d.  North Shore and Peoples Gas object to this data request as beyond the scope of this 
proceeding and unlikely to lead to the discovery of relevant evidence. 
e.  Integrys Business Support, LLC, on behalf of Peoples Gas, prepared an RFP and 
submitted it directly to three companies.  Please see Attachment 1.  Those companies were 
Dual Fuel Systems Inc., Pinnacle CNG Company, and Trillium USA Company.  Please see the 
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attached responses from Dual Fuel Systems Inc. (Attachment 2) and Pinnacle CNG Company 
(Attachment 3).  Trillium USA Company did not submit a bid on the project. 
f.  Primary construction began November 22, 2011. 
g.  The final Purchase Order amount of $1,052,080 was determined by combining Pinnacle’s 
revised bid amount of $887,775 with estimated costs of certain site work that was not fully 
known at the time of the Purchase Order.  The uncertain costs were largely for site concrete, 
landscaping, and fencing that are largely dictated by City of Chicago Landscaping review.  This 
review took place during engineering and permit work included in the agreement.  Please see 
the attachment. 
h.   No, there were no costs or revenues in the test year from the 2011 rate case. 
i.  No, there were no costs or revenues in the test year from the 2012 rate case included in 
Schedule C-13.  Rate base includes approximately $800,000 related to the agreement. 
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Data Request: DAS 2.01   
Regarding the Companies’ response to Staff DR DAS-1.01, please provide the following 
information: 
a. Please provide the attachment to DAS-1.01(g) in an Excel spreadsheet with formulas 
intact. 
b. Do the Companies know the reason that Trillium USA Company (“Trillium”) did not 
submit a bid in response to the RFP? 
c. Please state whether Peoples Gas or Integrys Business Support discussed the RFP 
with Trillium.  Please provide any and all correspondence between Peoples Gas or any of its 
agents and Trillium pertaining to the RFP. 
d. Please state when Peoples Gas or Integrys Business Support received the response to 
its RFP from Dual Fuel Systems Inc. (“Dual Fuel”). 
e. Please explain any interaction Peoples Gas or its affiliates had with Dual Fuel prior to 
the RFP.  Please explain if Dual Fuel has ever provided services for Integrys Energy Group or 
any of its subsidiaries. 
f. Please state when Peoples Gas or Integrys Business Support received the response to 
its RFP from Pinnacle. 
 
 
Response:  
a.  Please see the attachment. 
b.  No reason was given. 
c.  There was no further discussion. 
d.  June 27, 2011. 
e.  Peoples Gas, North Shore, and Integrys Business Support have purchased goods and 
services from Dual Fuel Systems, Inc. or Diversified Fleet Services, which is a Dual Fuel 
Systems, Inc. company.  For example, in the past five years, orders include: 
•  07/18/08 – purchased an accessory to be installed on a new vehicle 
•  09/17/09 – Dual Fuel provided repair services to existing fleet vehicles 
•  09/29/11 – purchased two CNG compressors for fleet CNG fueling; installation was 
completed by Peoples Gas staff and other contractors 
•  11/09/11 – purchased CNG fueling hose assembly’s; installed by Peoples Gas staff 
•  03/22/12 – material for installing CNG compressors purchased on 09/29/11 order 
In addition to these orders, Fleet Mechanics purchase repair parts from Dual Fuel for the 
utility’s CNG vehicles. 
f.  June 24, 2011.  

 

 

North Shore Gas Company/The Peoples Gas Light and Coke Company 

 

ICC Docket Nos. 12-0511/12-0512 

Consolidated 

ICC Staff Exhibit 6.0 

Attachment B2 

 

 




