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I. INTRODUCTION AND BACKGROUND 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. Are you the same Philip M. Hayes who submitted direct testimony and 6 

supplemental direct testimony on behalf of The Peoples Gas Light and Coke 7 

Company (“Peoples Gas”) in these consolidated dockets? 8 

A. Yes.   9 

B. Purpose of Rebuttal Testimony 10 

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

A. The purpose of my rebuttal testimony is to respond to Illinois Commerce Commission’s 12 

(“Commission” or “ICC”) Staff witness Mr. Brett Seagle’s direct testimony, Staff Ex. 6.0 13 

as it relates to the Accelerated Main Replacement Program (“AMRP”).  Also, along with 14 

Utilities witness Mr. Hengtgen, I also address the direct testimony of Illinois Attorney 15 

General (“AG”) witness Mr. David Effron regarding Construction Work In Progress 16 

(“CWIP”).   17 

C. Summary of Conclusions 18 

Q. Please summarize the conclusions of your rebuttal testimony. 19 

A. I conclude that the AMRP additions for 2012 and 2013 are prudently undertaken, 20 

reasonable, and used and useful in providing utility services.  Staff’s adjustments are 21 

flawed in basis and reasoning and result in inappropriate and unnecessary adjustments to 22 
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Peoples Gas’ rate base as its budgets are sound and work is being completed according to 23 

plan.  Furthermore, Peoples Gas has provided and will continue to provide additional 24 

evidence to demonstrate that the amount it is currently forecasting for AMRP is prudent 25 

and reasonable and, in fact, will exceed the original forecast.  I also conclude that CWIP 26 

is an expected component of the capital construction process and the amount reflected in 27 

CWIP related to AMRP for 2012 is appropriate and will be placed in service in 2013. 28 

D. Itemized Attachments to Rebuttal Testimony 29 

Q. Please describe the attachments to your rebuttal testimony. 30 

A. I have five attachments to my rebuttal testimony.  They are as follows: 31 

 NS-PGL Exhibit (“Ex.”) 34.1 is a list of the non-budgeted and unforeseen 32 
items increasing AMRP expenses in 2012. 33 

 NS-PGL Ex. 34.2 is the 2012 and 2013 original and revised capital budgets 34 
for AMRP. 35 

 NS-PGL Ex. 34.3 is the AMRP Weekly Report, Summary Status for the 36 
week ending December 7, 2012. 37 

 NS-PGL Ex. 34.4 is a comparison of monthly cash flow projections for 38 
2012 AMRP work to actual cash flows. 39 

 NS-PGL Ex. 34.5 is a list of current AMRP planned work for 2013.  40 

II. AMRP 41 

Q. Staff proposes significant adjustments to AMRP.  How would these adjustments, if 42 

approved, affect AMRP? 43 

A. Before addressing the question a discussion of AMRP and its benefits is required.  44 

AMRP is the acceleration of a program that Peoples Gas began in 1981 to replace its 45 

predominantly cast iron and ductile iron main system with cathodically protected steel 46 

and plastic main.  The primary benefits of the original program are the safety and 47 

reliability of service for customers.  Considering that the cast iron and ductile iron mains 48 
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were installed between 50 and 150 years ago and the corrosion associated with cast iron 49 

pipes, it is imperative that they be replaced with plastic or cathodically protected steel 50 

main.  Not only are these new main more reliable than the older vintage low pressure 51 

system, they also prevent ground water infiltration.  The added benefits of accelerating 52 

this program include increased public safety for both Peoples Gas’ customers and crews, 53 

construction and Operating and Maintenance cost savings, job creation, reduced 54 

environmental impact and increased functionalities with the higher pressure system.  55 

Examples of this benefit include a shorter wait for large volume residents that request 56 

new gas service, a reduction in gas outages and the opportunity for C&I customers to 57 

benefit from the use of high efficiency appliances without the need for boosters, which 58 

cost money and have maintenance requirements.  However if Staff’s adjustments are 59 

approved, Peoples Gas’ ability to continue acceleration of its cast iron and ductile iron 60 

main system and to bring these benefits to its customers will be jeopardized.  See the 61 

rebuttal testimony of Utilities1 witness Mr. Schott.   62 

A. Staff’s Computation of its AMRP Adjustment 63 

Q. Mr. Seagle recommends significant adjustments to Peoples Gas’ rate base for 2012 64 

and 2013 with respect to AMRP.  Staff Ex. 6.0, 36:785-42:927.  Do you agree with 65 

his adjustments? 66 

A. No.  Contrary to Mr. Seagle’s testimony, Peoples Gas’ AMRP costs are prudently 67 

undertaken, reasonable, and used and useful in providing utility services.  Peoples Gas 68 

has used sound business practices to create the 2012 and 2013 budgets that are based in 69 

                                                 
1 “Utilities” refer to Peoples Gas and North Shore Gas Company.   
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part on actual historical data.  Furthermore, the installation and retirement of mains have 70 

proceeded according to the work plan contrary to Mr. Seagle’s testimony.  I note that Mr. 71 

Seagle refers to the 2012 budget to be $200 million.  However, as I explained in my 72 

supplemental direct testimony, the 2012 AMRP budget has increased from $200 million 73 

to $220 million.  The budget for 2013 has remained unchanged.   74 

Q. Can you explain Mr. Seagle’s adjustment? 75 

A. Yes.  For 2012 and 2013, Mr. Seagle created a list of work functions/categories that 76 

comprise the scope of the AMRP, such as main installed, main gassed, removal from 77 

service, etc.  For each category, he compared the forecasted and actual work performed to 78 

date (i.e. forecasted and actual miles of main installed) and calculated the average percent 79 

of incomplete AMRP work for each of the categories.  He then combined these 80 

volumetric averages to arrive at total percent of incomplete AMRP work and applied that 81 

percentage to total forecasted AMRP costs.  Also, in performing this calculation, Mr. 82 

Seagle excluded three categories of work, including “Main – As Built”, “Contractor 83 

Interim Restoration” and “Contractor Final Restoration.”   84 

Q. Do you agree with Mr. Seagle’s “analysis”? 85 

A. No.  The analysis that Mr. Seagle performed is flawed in several respects.  As a result, his 86 

adjustment is inappropriate. 87 

Q. Please explain how Mr. Seagle’s analysis is flawed. 88 

A. First, Mr. Seagle’s analysis and computation is based upon the percentage of work not 89 

completed solely on the 2012 Gas Distribution Projects.  His analysis does not account 90 

for the work that was completed in 2012 on the carry over 2011 Gas Distribution 91 
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Projects, the six small projects that were completed in 2012 in support of the NATO and 92 

the G8 Conferences as requested by the City of Chicago (“Accelerated Six Projects”), or 93 

the High Pressure Gas Main Installation.  Second, Mr. Seagle’s analysis uses outdated 94 

information.  His adjustment is based on the data submitted in Peoples Gas’ direct filing, 95 

ignoring the revised data and work scope submitted in my supplemental direct testimony.  96 

Third, he incorrectly applies the percentage to the full $200 million AMRP capital 97 

budget.  Mr. Seagle should have adjusted for the costs to complete the carry over 2011 98 

Gas Distribution Projects, the Accelerated Six Projects, the High Pressure Gas Main 99 

Installation, and the additional costs as described in my supplemental direct testimony.  100 

Fourth, his analysis excludes 2012 costs for AMRP design, engineering, project 101 

management, construction management, construction inspection, materials, etc.  Finally, 102 

his analysis is ultimately an apples to oranges comparison.  Mr. Seagle’s analysis is based 103 

on work completed, such as miles of main installed; however, rate case recovery is based 104 

on dollars and not miles of main installed, gassed, or removed.  This comparison is 105 

further exacerbated by the fact he does not consider costs associated with design, 106 

engineering, project management, construction management, construction inspection, 107 

materials etc.  Whether costs incurred are prudent is not solely driven by the amount of 108 

main installed or retired.   109 

Q. Mr. Seagle also excluded the work categories of “Main – As Built”, “Contractor 110 

Interim Restoration” and “Contractor Final Restoration” from his calculation.  Is 111 

he correct in doing so? 112 

A. No. 113 

Q. Why? 114 
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A. I will begin with the “Contractor Interim Restoration” and “Contractor Final Restoration” 115 

categories.  To install mains, Peoples Gas must excavate or “disturb” the location where a 116 

new main will be installed or an old main removed.  Sometimes work cannot be finalized 117 

and the location must be temporarily restored to a safe condition until work can be 118 

completed.  The Contractor Interim Restoration category refers to the temporary 119 

restoration efforts to place the excavated construction area back to a safe condition until 120 

work can be completed.  The Contractor Final Restoration includes the activities to 121 

complete final restoration and includes street resurfacing, sidewalk replacement, or 122 

placing sod.  This category reflects the work necessary to return the disturbed areas to 123 

pre-constructed condition.  Both the Interim and Final Restoration categories are 124 

significant in terms of effort and costs.   125 

“Main – As Built” category refers to the construction drawings that have been 126 

modified to reflect the new main as installed.  The contractor that installs the main is 127 

responsible for documenting any and all deviations to the construction drawings during 128 

the installation process.  This mark-up or red-lining of the construction drawings is 129 

referred to as the As-Built drawings.  Though this activity is very important for our 130 

configuration management as it ensures Peoples Gas has accurate drawings of the main 131 

as installed, it is not a significant cost component and does not affect when the main is 132 

used and useful.  133 

B. Staff’s Request for Additional Information 134 

Q. Did Mr. Seagle request additional information relating to AMRP be provided in 135 

Peoples Gas’ rebuttal testimony? 136 
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A. Yes.  Mr. Seagle has requested that Peoples Gas: (1) demonstrate how it developed its 137 

schedule for AMRP work and how it derived its cost estimates for this work for 2012 and 138 

2013 in order for Staff to make a prudence and used and usefulness determination; (2) 139 

provide documentation that demonstrates reasonable cost projections for AMRP work 140 

calculated with actual data instead of assumptions and provide documentation 141 

demonstrating Peoples Gas is making better progress towards AMRP construction and 142 

restoration goals compared to the current rate of completion of AMRP construction and 143 

restoration goals; and (3) provide a comparison of its 2012 AMRP work completed 144 

assumptions to the level of work actually completed using the most recent data available.  145 

Staff Ex. 6.0, 42:915-927.   146 

Q. Mr. Seagle recommends that Peoples Gas demonstrate how it developed its schedule 147 

for AMRP work and how 2012 and 2013 cost estimates were derived.  How do you 148 

respond? 149 

A. I will first describe how Peoples Gas developed its AMRP budgets for 2012 and 2013.  150 

The AMRP 2012 and 2013 capital budget is a top down capital budget2 and is a subset of 151 

the total capital budget for Peoples Gas.  AMRP staff then utilizes this top down budget 152 

to determine the amount of work that can be accomplished which is in part based upon an 153 

estimated amount of main to be installed/retired and estimated costs.  The estimated 154 

amount of main to be installed/retired is determined by Peoples Gas’ Engineering 155 

Department’s analysis of the gas distribution system and the priority of the replacement 156 

needs.  The estimated costs are based upon costs derived from Peoples Gas labor crews’ 157 

historical production and labor rates and from historical construction contractor’s costs.  158 

                                                 
2 A top down capital budget is an amount that is established by Senior Management of an Organization.  
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For example, the 2012 and 2013 estimated costs are based on 2011 actual costs, including 159 

2011 construction contractor costs.  Other items considered in the budget development 160 

include the number of services stubs to be installed, number of meters to be installed, 161 

number of pressure regulating vaults, and other public improvement projects where cast 162 

iron or ductile iron gas main replacement occurs.  The estimated quantities derived from 163 

system needs and the associated cost estimates come from historical cost records.    164 

Q. What are the 2012 and 2013 AMRP costs estimated to be? 165 

A. At the time of Peoples Gas’ direct filing, based on the planned quantity of work, the 166 

AMRP capital budgets for 2012 and 2013 were $200 million and $220.75 million, 167 

respectively.  See PGL Ex. 14.0, 4:89-5:95.  However, as I explained in supplemental 168 

direct testimony, the 2012 capital budget was revised upward to $220 million.  See NS-169 

PGL Ex. 21.0 and NS-PGL Ex 21.1.  The $20 million increase in 2012 costs is comprised 170 

of (1) approximately $62 million increase in costs due to non-budgeted and unforeseen 171 

items (See NS-PGL Ex. 34.1), including the work completed on the carry over 2011 Gas 172 

Distribution Projects, the Accelerated Six Projects, the High Pressure Main Installation, 173 

and the 2012 Gas Distribution Projects; partially offset by (2) approximately a $42 174 

million curtailment in 2012 of work to be completed in an effort to minimize the increase 175 

in costs.  NS-PGL Ex. 34.2 provides the original 2012 and 2013 capital budgets and the 176 

subsequent revisions for both years.  Each line item in the original budgets has a brief 177 

description of how the item was calculated.  Further, each line item of the revised budgets 178 

explains any variance from the original budget.   179 

Q. How was the AMRP construction schedule developed? 180 
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A. Once the Engineering Department determined the scope of the work, meetings were held 181 

with Peoples Gas’ Operations and Construction personnel to stage and sequence the work 182 

and the respective project phases based upon available Peoples Gas crews and contractor 183 

crews.  To develop a work schedule, Peoples Gas Construction Managers and the 184 

construction contractors met to define the average production rates for installing mains, 185 

services, and meters.  Peoples Gas Operations personnel then developed the sequence of 186 

work that was required at street level in order to improve efficiency in crew planning and 187 

staging, and also to reduce community impacts as much as possible.  The end product 188 

was a schedule of project phase start and end dates (milestones) and the street 189 

sequencing, which formed the basis of the project construction milestone schedule that 190 

was used in the bidding process.  Once the construction contracts were awarded, the 191 

contractors used the milestone schedule to develop the baseline schedule that is used to 192 

manage the construction work.   193 

Q. Mr. Seagle also recommends that Peoples Gas provide documentation that 194 

demonstrates reasonable cost projections for AMRP work calculated with actual 195 

data instead of assumptions and provide documentation demonstrating Peoples Gas 196 

is making better progress towards AMRP construction and restoration goals 197 

compared to the current rate of completion of AMRP construction and restoration 198 

goals.  How do you respond?  199 

A. I will first address the progress on 2012 AMRP work.  I note that the 2012 construction 200 

work plan included 2011 carry over work as well as the continuation of the four miles of 201 

high pressure gas steel main expansion that started late in 2011.  The AMRP Weekly 202 

Report, Summary Status, attached as NS-PGL Ex. 34.3, shows the work completed to 203 
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date, including AMRP 2011 Distribution Projects, the AMRP 2012 Distribution Projects, 204 

the Accelerated Six Distribution Projects, and the High Pressure Main Installation 205 

Project.  The report indicates that the percentage completed by construction category is 206 

greater than 95% for 2011 AMRP Distribution Projects carried over into 2012 and less 207 

than 50% for the 2012 AMRP Distribution Projects.  As I noted in my supplemental 208 

direct testimony, due to the impacts of the unforeseen and non-budgeted increase costs, 209 

less volume of work will be completed, which primarily affected the 2012 AMRP Gas 210 

Distribution Projects.  211 

Q. Why are Peoples Gas’ forecasted 2012 and 2013 costs reasonable? 212 

A. As I explained earlier in my testimony, Peoples Gas’ original budget was based in part on 213 

2011 historical data.  However, no matter how well a project is planned and budgeted for, 214 

Peoples Gas cannot control the unexpected.  As a result of unforeseen and non-budgeted 215 

items that occurred in the Spring and Summer of 2012, AMRP costs began to increase.  216 

NS-PGL Ex. 34.4 compares monthly cash flow projections for 2012 AMRP work to 217 

actual cash flows.  In August 2012, based on the projected cash flows, Peoples Gas 218 

performed an “Estimate At Completion” analysis, which showed the 2012 budget being 219 

significantly exceeded.  As a result, Peoples Gas implemented a cost curtailment plan, 220 

which included suspending a portion of the 2012 planned construction work, completing 221 

active projects to a safe condition if we could not complete them in total, suspending all 222 

overtime, re-prioritizing the work being performed by Peoples Gas crews, suspending 223 

consulting engineers work, and reducing contracted staff.  Even with these rigorous cost 224 

reducing measures, the final 2012 expenditures projected for AMRP are $220 million.  225 
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As demonstrated in NS-PGL Ex 34.4 through November 30, 2012, AMRP’s actual 226 

expenditures are $212 million, which exceeds the initial capital budget of $200 million.   227 

Q. Are there any impacts to the 2013 planned work and the capital budget? 228 

A. Yes, several.  First, similar to 2012, where some of the 2011 planned AMRP construction 229 

projects were carried over into 2012, the construction projects not completed in 2012 will 230 

carry forward into 2013.  Second, with respect to the high pressure steel main expansion 231 

project, the original 2013 plan to install 17 miles is being reduced to 7 miles.  Third, the 232 

planned 2013 gas distribution construction projects will also be reduced.  However, 233 

Peoples Gas is not increasing the AMRP capital budget of $220.75 million for the test 234 

year.  As the 2013 construction season progresses, Peoples Gas will adjust the volume of 235 

work to maintain its capital budget of $220.75 million.  See NS-PGL Ex. 34.5 for the 236 

current planned work for 2013. 237 

Q. Does the fact that some work has been curtailed affect the completion date for 238 

AMRP? 239 

A. Not necessarily; if appropriate and timely recovery is provided, the original AMRP end 240 

date of 2030 is still valid.  For further discussion on the continuation of AMRP, see the 241 

direct and rebuttal testimony of Utilities’ witness Mr. Schott.  242 

Q. Are there any actions that Peoples Gas is undertaking to address some of the cost 243 

increases that were experienced in 2012? 244 

A. Yes.  There are several initiatives that have been undertaken to help reduce the costs.  245 

First, Peoples Gas has completed a pilot program in which a camera is inserted into a 246 

directional drilled bore hole to verify that no cross bores into sewer laterals or other 247 
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facilities occurred.  This will allow a return to directional boring as an installation method 248 

as opposed to the more expensive open cut method for service pipe installation.  Second, 249 

Peoples Gas is working with the Chicago Department of Transportation (“CDOT”) to 250 

help reduce the costs of the CDOT conflicts and to allow directional drilling under the 251 

streets in lieu of having to open cut all street crossings.  Third, Peoples Gas is 252 

investigating whether a gas main routing can be selected for installation under a sidewalk 253 

(in lieu of the street or parkway), which typically avoids many conflicts with other 254 

utilities in the field.  Finally, we have also spent additional engineering time and site due 255 

diligence on the design and construction drawings of both the high pressure steel gas 256 

main and the gas distribution system upgrades, further trying to minimize the field 257 

impacts due to unknown or unforeseen conditions.  If cost savings are realized as the 258 

2013 construction season progresses, AMRP will adjust the volume of work to align with 259 

its capital budget of $220.75 million.   260 

III. CWIP 261 

Q. Referring to the $86.3 million of AMRP plant included in CWIP at September 30, 262 

2012, AG witness Mr. Effron states that “The test year rate base should not include 263 

large balances of CWIP that are not being used to provide service.”  AG Ex. 1.0, 264 

10:212-214.  Do you have any comments?  265 

A. Yes.  The balance at September 30, 2012 is the result of various events occurring in 2011 266 

and 2012 and will be placed in service in 2013.  I also note that the CWIP related to 267 

AMRP at September 30, 2012 is $95.9 million and not $86.3 million.  For an explanation 268 

of this revised amount, see the rebuttal testimony of Utilities witness John Hengtgen. 269 
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Q. Can you explain how 2012 AMRP are recorded to CWIP and ultimately placed in 270 

service?  271 

A. Over the year, individual work orders are created to capture the costs of the work 272 

associated with constructing the assets.  These costs include design, engineering, 273 

materials, construction, construction management, project management, restoration, etc.  274 

In a typical year, there can be hundreds of work orders that are created.  A large majority 275 

of these work orders are created earlier in the year to be able to capture the material, 276 

design, and engineering costs.  It can be a few months before the construction contractor 277 

mobilizes to start the construction of the specific main and/or services associated with 278 

any one work order.  It may take several weeks for the main and all the service stub 279 

installations to be completed.  Once completed, Peoples Gas crews will then be able to 280 

gas the main.  When the main is gassed, the work order can be placed in service.  The 281 

time frame to gas the main may take several weeks as it is dependent upon crew 282 

availability as that is tied directly to the backlog of work in each shop.  I note that this 283 

time frame has been reduced in the later portion of 2012 as the number of Operations 284 

staff increases, facilitating a timelier gassing of mains.  This is demonstrated by the fact 285 

that the level of CWIP related to AMRP has been steadily decreasing as assets are placed 286 

in service: 287 

 Balance at 
 September 30, 2012 

Balance at  
October 31, 2012 

Balance at 
November 30, 2012 

CWIP related to 
AMRP 

$95.9 million 
REDACTED REDACTED 

 288 

This improvement is expected to be sustained or improved upon going forward.   289 
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Q. Please explain how this improvement will be sustained or improved going forward. 290 

A. With AMRP, construction contractors and Peoples Gas crews are optimized over the 291 

course of the year by leveling their work forces to minimize peak labor needs. This 292 

system allows for over a hundred work orders open at any one time, with new work 293 

orders being created and other being placed in service to align with the work.  This cycle 294 

of work management and work orders creates a bell shaped curve of costs over the course 295 

of the year, as reflected in CWIP.  AMRP costs will be lower (as well as CWIP balances) 296 

earlier and later in the year with a peak that is shifted towards the end of the year.  For 297 

example, if this was a single year program and all projects started in January and 298 

completed by December, CWIP would be zero at the start and end of year.  But since this 299 

is an on-going program, CWIP will be based upon the amount of open work orders and 300 

the amount of work spanning from one year to the next.  CWIP related to AMRP costs 301 

will be lowest at the beginning and end of the year. 302 

Q. Do you have any comments with respect to CWIP balances related to AMRP in 303 

2012? 304 

A. As to the $95.9 million amount of CWIP at September 30, 2012, to a large degree, this 305 

level can be attributed to the numerous unforeseen and non-budgeted issues that AMRP 306 

dealt with in 2012, as I explained in my supplemental direct testimony.  These issues 307 

caused numerous delays on most all projects causing delays of months in duration.  One 308 

of People Gas’ goals for 2013 will be to minimize the timeframe of when the work order 309 

is opened and the main is gassed and placed in-service.   310 

Q. Does this complete your rebuttal testimony? 311 

A. Yes. 312 


