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I. INTRODUCTION 1 

Q. PLEASE STATE YOUR FULL NAME, ADDRESS, AND OCCUPATION. 2 

A. My name is David E. Dismukes. My business address is 5800 One Perkins Place Drive, 3 

Suite 5-F, Baton Rouge, Louisiana, 70808.  I am a Consulting Economist with the 4 

Acadian Consulting Group (“ACG”), a research and consulting firm that specializes in 5 

the analysis of regulatory, economic, financial, accounting, statistical, and public policy 6 

issues associated with regulated and energy industries. ACG is a Louisiana-registered 7 

Limited Liability Company, formed in 1995, and located in Baton Rouge, Louisiana.   8 

Q. DO YOU HOLD ANY ACADEMIC POSITIONS? 9 

A. Yes.  I am a full Professor, Associate Executive Director, and Director of Policy Analysis 10 

at the Center for Energy Studies, Louisiana State University.  I am also a full Professor 11 

(Department of Environmental Sciences) and Director of the Coastal Marine Institute in 12 

the School of the Coast and the Environment at LSU.  I serve as an Adjunct Professor in 13 

the E. J. Ourso College of Business Administration (Department of Economics), and I am 14 

member of the graduate research faculty at LSU.   15 

Q. HAVE YOU PREPARED ANY ATTACHMENTS TO YOUR TESTIMONY 16 

OUTLINING YOUR QUALIFICATIONS IN ENERGY AND REGULATED 17 

INDUSTRIES? 18 

A. Yes.  AG Exhibit 2.1 provides my academic vitae that includes a full listing of my 19 

publications, presentations, pre-filed expert witness testimony, expert reports, expert 20 

legislative testimony, and affidavits. 21 

Q. HAVE YOU PREPARED ANY EXHIBITS TO SUPPORT YOUR TESTIMONY? 22 

A. Yes.  I have prepared 10 exhibits in support of my testimony. 23 
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Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 24 

A. I have been retained by the Illinois Office of the Attorney General, on behalf of the 25 

People of the State of Illinois (hereafter “the People,” “Attorney General” or “AG”), to 26 

address the reasonableness of certain proposed test-year expenses included in the rate 27 

case filing by Peoples Gas Light and Coke Company (“Peoples” or “PGL”) and North 28 

Shore Gas Company (“North Shore” or “NS” or collectively, “the Companies”).  My 29 

analysis includes a peer group comparison of the Companies’ operation and maintenance 30 

(“O&M”) and administrative and general (“A&G”) costs in addition to a review of the 31 

general reasonableness of the Companies’ projection of test-year expenses.  Mr. David 32 

Effron, another expert witness appearing on the behalf of the AG, will provide specific 33 

recommendations on the level of test-year expenses that should be included in the 34 

Companies’ respective test-year revenue requirements.1  My testimony, and the 35 

independent analysis included herein, supports the recommendations offered by Mr. 36 

Effron.  I have also prepared an analysis of Peoples’ pipeline replacement and leak 37 

trends, comparing those trends to a regional natural gas utility peer group, and highlight 38 

the opportunities for using metrics like annual leak reductions in evaluating Peoples’ 39 

mains replacement performance.   40 

II. OVERVIEW AND SUMMARY OF RECOMMENDATIONS 41 

Q. WHAT ARE YOUR SPECIFIC RECOMMENDATIONS REGARDING THE 42 

COMPANIES’ PROPOSED TEST-YEAR EXPENSES? 43 

A. I recommend that the Commission accept the O&M and A&G expense recommendations 44 

offered by Mr. Effron.  My analysis corroborates his findings that the Companies’ 45 

                                                
1 See AG Exhibit 1.0. 



ICC Docket Nos. 14-0224/0225 (cons.) 
AG Exhibit 2.0 

3 
 

proposed test-year expenses are considerably higher than reasonable levels and should be 46 

reduced.  My analysis shows that there are likely considerable accumulated inefficiencies 47 

embedded in the Companies’ test-year projections that need to be eliminated.  The 48 

reductions proposed by Mr. Effron would assist in bringing the Companies’ costs more in 49 

line with the “reasonable range” I estimate in my peer group analysis in this testimony, 50 

by reducing the discrepancies between the Companies and their peers.     51 

Q. WHAT ARE YOUR RECOMMENDATIONS REGARDING THE COMPANIES’ 52 

ACCELERATED MAINS REPLACEMENT (“AMRP”) PROGRAM? 53 

A. While Peoples has increased pipeline replacements under its AMRP, its ability to reduce 54 

the number of corrosion-related leaks seems to be falling behind trends seen for other 55 

utilities, as well as its own historic trends.  I recommend that the Commission consider 56 

using Peoples’ leak reduction performance as an additional metric for evaluating the 57 

success of its pipeline replacement efforts.  This additional metric could be utilized in 58 

examining the effectiveness of Peoples’ annual mains replacement efforts (and capital 59 

expenditures), and could also be used in assessing the potential merits of the recently-60 

announced acquisition of Integrys Energy Group, Inc. (“Integrys”) by Wisconsin Energy 61 

Corporation.  Certainly, examining the combined companies’ expectations in reducing 62 

corrosion-related leaks could be an important factor in assessing the merits and ratepayer 63 

benefits of the proposed merger. 64 

III. PEER GROUP ANALYSIS OF COMPANY COSTS  65 

Q. PLEASE EXPLAIN YOUR PEER GROUP ANALYSIS. 66 

A. I have completed a peer group analysis that evaluates the Companies’ cost performance 67 

relative to other Midwestern natural gas local distribution companies (“LDCs”).  I 68 
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obtained historical expense data reported by each company from 2004 to 2013, or the 69 

most recent decade of data available.  This data comes from the annual report information 70 

each utility submits to its state utility regulatory commission on a yearly basis.2   These 71 

state annual reports are consistent with those filed by natural gas utilities regulated by the 72 

Federal Energy Regulatory Commission (“FERC”), commonly referred to as the FERC 73 

Form 2.  These annual reports follow the Uniform System of Accounts (“USOA”) as 74 

defined by the FERC for natural gas utilities, thereby facilitating an apples-to-apples 75 

comparisons of costs across differing utilities. 76 

Q. WHY DID YOU CONDUCT THIS PEER GROUP ANALYSIS? 77 

A. The peer group analysis was conducted in order to compare the reasonableness of the 78 

Companies’ proposed test-year expenses.  Peer group analyses can provide regulators 79 

with an objective, empirical measure of a utility’s prior and current cost performance that 80 

can be an important tool, particularly when test-year costs are based upon projected or 81 

forecasted measures.  A peer group analysis provides regulators with a reference in 82 

understanding where a utility’s overall costs (or cost projections) stand relative to other 83 

comparable utilities. 84 

Q. WHAT TYPES OF COSTS ARE INCLUDED IN YOUR PEER GROUP 85 

ANALYSIS? 86 

A. I examine two different expense categories that include O&M and A&G costs.  O&M 87 

costs typically include such functional expense areas as: production, underground 88 

storage, transmission expenses, distribution; customer accounts, informational services, 89 

and administrative and general expenses. A&G costs are more general and typically 90 

                                                
2 Historical annual reports for Peoples and North Shore were provided in the Companies’ Responses to 

Data Requests PGL AG 6.02 and NS AG 6.02. 
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include expenses such as: administrative and general salaries, office supplies and 91 

expenses, outside services, property insurance, employee pensions and benefits, general 92 

advertising, rents, and regulatory commission expenses.  The data utilized in my peer 93 

group analysis spans a time period from 2004 to 2013, or the most recent decade of 94 

information available at the time I prepared my testimony.  These costs are standardized 95 

in terms of customers (i.e., costs per customer) as well as on a per-volume (costs on a per 96 

Mcf) basis.3 97 

Q. WHAT COMPANIES DO YOU UTILIZE FOR THE PURPOSES OF YOUR 98 

PEER GROUP ANALYSIS? 99 

A. I used all gas utilities located in the Midwest Census Region that have at least 50,000 100 

customers.4  There are a total of 19 natural gas utilities that meet these two criteria 101 

including the two companies of interest, North Shore and Peoples.  I have selected the 102 

peer group in this fashion in order to limit the cost comparisons to just those utilities that 103 

operate in the same general geographic area as the Companies, and are of a size that 104 

makes such comparisons reasonable.   105 

Q. HOW ARE THE RESULTS FROM YOUR PEER GROUP ANALYSIS 106 

PRESENTED? 107 

A. The results of this peer group analysis are provided in two exhibits.  AG Exhibit 2.2 108 

provides the results of my cost-per-customer analysis.  The results from my cost-per- 109 

volume analysis are provided in AG Exhibit 2.3.  Each of these exhibits is comprised of 110 

four pages.  The first page provides tabular information on the 19 utility companies’ 111 

                                                
3 1,000 Btu (British thermal units) equals one cubic foot of natural gas.  A single Mcf is equal to 

approximately 1,000,000 Btus of energy.  One Btu is the amount of heat energy required to raise the temperature of 
one pound of water by one degree Fahrenheit. 

4 The Midwest Census Region as defined by the U.S. Census Bureau includes the states of ND, SD, NE, 
KS, MN, IA, MO, WI, IL, IN, MI and OH.   
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various O&M unit costs (i.e., either per-customer, per-volume).  The top part of the table 112 

has the absolute change in the measured unit cost trend, while the bottom part of the table 113 

includes an annual cost performance ranking with a high number indicating a poor 114 

ranking, and a low number indicating a good ranking.  The second page provides a chart 115 

of the trends included in the tables, with the peer group utilities being averaged for use as 116 

a composite annual measure.  Pages three and four provide comparable information for 117 

A&G costs on a per-customer basis. 118 

Q. PLEASE EXPLAIN WHY YOU STANDARDIZED THESE COSTS ON A PER 119 

CUSTOMER AND VOLUMETRIC BASIS. 120 

A. I standardized these costs in order to make reasonable comparisons across utilities of 121 

differing size within the Midwestern region.  For instance, comparing costs on an 122 

absolute basis can be difficult if the utilities are of differing sizes.  This standardization is 123 

common in peer group analyses of utility cost performance. 124 

.Q. WHAT DO THE RESULTS OF YOUR O&M COST PER CUSTOMER 125 

ANALYSIS SHOW? 126 

A. AG Exhibit 2.2, page 1, compares both Companies’ O&M costs per customer over the 127 

past decade relative to the other regional peer group utilities.  North Shore’s O&M costs 128 

per customer in the most recent year, 2013, are estimated to be 13 percent higher than the 129 

peer group average and 191 percent higher than the “best performing company” in the 130 

sample, where the “best performing company” is defined as the one with the absolute 131 

lowest unit cost in each year over the past decade.  Peoples’ O&M costs per customer in 132 

2013 are estimated to be 140 percent higher than the peer average and 520 percent higher 133 

than the best performing company in the sample. 134 
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Q. ARE THE COMPANIES’ O&M COST PERFORMANCE TRENDS 135 

COMPARABLE TO OTHER SIMILARLY-SITUATED MIDWESTERN LDCs? 136 

A. No.  Overall, each companies’ O&M cost performance is below average, and each rank 137 

in the bottom half of peer utilities in terms of their O&M cost performance.  Peoples’ 138 

O&M costs per customer are particularly high, with costs consistently ranking near the 139 

bottom of the 19 member peer group of regional utilities.  Page 2 shows these trends 140 

more distinctly, particularly for Peoples, which shows higher-than-average costs that are 141 

growing at a much faster rate than any of the other utilities in the regional peer group.  142 

Peoples’ costs have grown at a considerable rate since 2008, at a rate of 9.7 percent on an 143 

annual average basis.  This is much higher than the rate of growth for the regional peer 144 

group of utilities that have seen average annual cost increases of 3.4 percent since 2008. 145 

Q. PLEASE DISCUSS NORTH SHORE’S O&M COST PERFORMANCE TRENDS. 146 

A. The chart on page 1 of AG Exhibit 2.2 shows that North Shore’s O&M expenses have 147 

increased relative to the regional utility average over time.  Interestingly, North Shore’s 148 

O&M expenses per customer were consistently lower than the peer average until 2007, 149 

when they began to surpass the peer group average and have continued to do so since that 150 

time. 151 

Q. WHAT DO THE RESULTS OF YOUR A&G COST PER CUSTOMER 152 

ANALYSIS SHOW? 153 

A. AG Exhibit 2.2, page 3, each companies’ A&G costs per customer over the past decade 154 

relative to the regional utilities.  North Shore’s A&G costs per customer in the most 155 

recent year (2013) are estimated to be 125 percent higher than the peer average and 1,232 156 

percent higher than the “best performing company” in the sample where again, the “best 157 
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performing company” is defined as the one with the absolute lowest unit cost in each year 158 

over the past decade. Peoples’ A&G costs per customer in 2013 are estimated to be 155 159 

percent higher than the peer average and 1,407 percent higher than the best performing 160 

company in the sample. 161 

Q. PLEASE DISCUSS THE TRENDS IN THE COMPANIES’ A&G COSTS PER 162 

CUSTOMER. 163 

A. These cost trends are provided on page 4 of AG Exhibit 2.2.  North Shore’s A&G costs 164 

per customer experienced significant growth between the 2007-2010 time period growing 165 

at an annual average rate of about 15.2 percent.  North Shore’s A&G cost per customer 166 

have been up and down since 2010, but are still considerably above the regional peer 167 

average.  Peoples, on the other hand, has seen relatively flat, to decreasing A&G cost-per- 168 

customer trends since 2005.  These A&G costs, while relatively flat, have been, and 169 

continue to be, considerably higher than the regional peer group average. 170 

Q PLEASE DISCUSS THE RESULTS OF YOUR ANALYSIS OF THE 171 

COMPANIES’ O&M COSTS PER VOLUME. 172 

A. This analysis is provided in AG Exhibit 2.3.  Page 1 provides tables examining the 173 

Companies’ cost per Mcf and rank ordering of those cost trends, over the past decade.  In 174 

2013, North Shore is estimated to have O&M costs that are 15 percent above the regional 175 

peer average, and 181 percent higher than the best performing utility included in the peer 176 

group.  Peoples, on the other hand, is estimated to have 2013 O&M costs per Mcf that 177 

were 164 percent higher than the regional peer average and 543 percent higher than the 178 

best performing regional peer utility for that year.  Cost trends over time are graphed on 179 
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page 2 of AG Exhibit 2.3 and are comparable to those I discussed earlier in the 180 

examination of the Companies’ O&M cost per customer. 181 

Q. PLEASE EXPLAIN THE COMPANIES’ A&G COST-PER-MCF TRENDS. 182 

A. Each companies’ A&G cost performance is estimated to be relatively poor, consistently 183 

ranking in the bottom of the regional utility peer group.  AG Exhibit 2.3, page 3, shows 184 

that in 2013, North Shore Gas’s A&G costs per Mcf were 120 percent higher than the 185 

peer average, while Peoples’ Gas Company’s costs were 167 percent higher than the 186 

regional utility average.  Both report 2013 A&G costs per Mcf that are orders of 187 

magnitude higher than the best-performing utility included in the regional utility peer 188 

group. The trends in the Companies’ A&G costs per Mcf are provided on page 4 of AG 189 

Exhibit 2.3 and are similar to those discussed earlier on an A&G cost-per-customer basis. 190 

Q. CAN THE RESULTS OF YOUR PEER GROUP ANALYSIS BE USED TO 191 

ASSESS THE REASONABLENESS OF FORECASTED TEST YEAR 192 

EXPENSES? 193 

A. Yes.  Peoples and North Shore base their rate cases, in part, upon projected 2015 test-year 194 

O&M and A&G expenses.5  However, as noted earlier, the Companies’ costs are 195 

estimated to be considerably higher than other similarly-situated Midwestern gas 196 

companies over the 2004-2013 time period.  The results of my peer group analysis 197 

suggest that a downward adjustment in these expenses would be justified.  While Mr. 198 

Effron offers specific reductions in both the Companies’ O&M and A&G costs, the 199 

results of my peer group analysis can be used to independently corroborate his finding of 200 

significant inefficiencies embedded in the Companies’ test-year costs. 201 

                                                
5 Company Responses to Data Requests PGL AG 1.28 and NS AG 1.23. 
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 Q. CAN THE RESULTS OF YOUR PEER GROUP ANALYSIS BE USED TO 202 

ILLUSTRATE THE INEFFICIENCIES IN THE COMPANIES’ COSTS? 203 

A. Yes, the results of my peer group analysis can be used to illustrate that the Companies’ 204 

current costs are considerably higher than those of other peer utilities.  In my illustration, 205 

“considerably” out of range is defined as those costs that are two standard deviations (as 206 

defined below) above the average cost measures estimated in my peer group analysis.  207 

This illustration does not suggest that the Companies’ costs should be reduced to the 208 

exact same level as the peer group average.  Instead, the illustration is offered to show 209 

that the Companies’ observed costs are even out of line with a reasonable range that 210 

varies above and below this observed utility peer group average.    211 

Q. CAN YOU ILLUSTRATE WHAT YOU MEAN BY A “REASONABLE RANGE” 212 

ABOVE THE PEER GROUP AVERAGE? 213 

A. Yes.  AG Exhibit 2.4 provides an illustrative “bell curve” that shows the distribution of 214 

A&G cost-per-customer estimates for the peer group analysis.  The peer group average is 215 

in the center of this distribution, or the top of the bell curve.  Observations to the right of 216 

this average reflect above-average costs, while observations to the left of this average 217 

reflect below-average costs.  The further the observation is from the average (i.e., the 218 

further it moves along the “tails” of this distribution), the more likely it is that this 219 

observation is significantly above (or below) the observed A&G cost-per-customer 220 

average.  As noted earlier, both North Shore and Peoples have A&G costs per customers 221 

(for 2013) that are considerably above the peer group average: hence, the dots at the very 222 

extreme right of the distribution.  A line has been drawn to the right of the average 223 

indicating two standard deviations from the average, which I believe is the greatest 224 
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“reasonable” degree to which observations should differ from observed average cost.  By 225 

“standard deviation,” I refer to the measure of dispersion (or “variance”) of data points 226 

from the mean. The more spread apart the data is, the higher the deviation. Standard 227 

deviation is calculated as the square root of variance. 228 

Q.  CAN YOU USE SPECIFIC DATA SHOWING HOW THE COMPANIES’ COSTS 229 

FALL OUTSIDE THESE REASONABLE BANDS? 230 

A. Yes.  AG Exhibit 2.5 graphs the five-year average O&M cost per customer for the peer 231 

group average.  A five-year average has been used to smooth over individual-year 232 

variations in costs and cost rankings.  O&M costs per customer in this chart are rank 233 

ordered from the highest observed level to the lowest.  A line has been drawn on the 234 

graph that shows the peer group average over the five-year period.  Those utilities with 235 

costs that are above the line are “above-average” cost utilities, while those that have costs 236 

below this line are “below-average” cost utilities.  A second line has been drawn that 237 

represents two standard deviations from the average, where the standard deviation is the 238 

average measure of “dispersion” of the observed data.  Thus, the “extreme” outer range 239 

of O&M costs observed (on a per-customer basis), over the past five years, can be set at 240 

$136.86 per customer. 241 

Q. WHY IS TWO STANDARD DEVIATIONS FROM THE AVERAGE THE 242 

APPROPRIATE THRESHOLD FOR DETERMINING UNREASONABLY HIGH 243 

COSTS? 244 

A. Standard statistical theory often uses a two standard deviation threshold in comparing two 245 

different averages (or “means”).  The reason for this is that, over repeated samples, 246 

relatively non-significant differences will fall within this two standard deviation range.  247 
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Anything outside this range, therefore, is considered statistically significant since it is an 248 

outcome that occurs on a relatively infrequent basis.6 249 

Q. HOW DO THE COMPANIES COMPARE TO THIS EXTREME O&M COST 250 

PER CUSTOMER MEASURE? 251 

A. Peoples compares poorly, as seen from the chart on page 1 of AG Exhibit 2.5.  North 252 

Shore, on the other hand, while reporting O&M costs per customer that are above 253 

average, are still below this outer boundary that could be considered an above-normal 254 

O&M cost per customer.  So, this example clearly shows that Peoples’ five-year average 255 

(2009-2013) O&M costs per customer of $160/customer are some 15 percent higher than 256 

the earlier-defined cost threshold of $136.86 per customer over the same time period.  257 

Page 2 provides a similar analysis for the Companies’ O&M costs on a volumetric (per 258 

Mcf) basis. 259 

Q. HAVE YOU DONE A SIMILAR ANALYSIS FOR THE COMPANIES’ A&G 260 

COSTS? 261 

A Yes.  Pages 3 and 4 provide a similar analysis for the Companies’ A&G costs on a per-262 

customer and per-volume basis, respectively.  Page 3 shows that North Shore and Peoples 263 

have A&G costs per customer that are both higher than the observed five-year average 264 

($84.39 per customer) and the extreme bounds of those costs at $172.85 per customer.   265 

Q. WHAT ARE YOUR RECOMMENDATIONS REGARDING THE COMPANIES’ 266 

TEST YEAR EXPENSES?   267 

A. I recommend that the Commission accept the O&M and A&G expense recommendations 268 

offered by Mr. Effron.  My independent analysis corroborates his findings that the 269 

                                                
6 Lind, Marchal, and Wathen, Statistical Techniques in Business and Economics (12th ed., McGraw-Hill 

2005), p. 284. 
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Companies’ proposed test-year expenses are considerably higher than reasonable levels 270 

and should be reduced.  My analysis shows that there are likely considerable accumulated 271 

inefficiencies embedded in the Companies’ test-year projections that need to be 272 

eliminated.  The reductions proposed by Mr. Effron would assist in bringing the 273 

Companies’ costs more in line with the “reasonable range” I estimated earlier in my peer 274 

group analysis by reducing the discrepancies between the Companies and their peers.   275 

IV. ACCELERATED MAINS REPLACEMENT PROGRAM 276 

Q. HAVE YOU PREPARED ANY ANALYSES OF PEOPLES’ PIPELINE 277 

REPLACEMENT AND LEAK PERFORMANCE? 278 

A. Yes.  I have prepared a series of exhibits (AG Exhibits 2.6 to 2.10) that examine Peoples’ 279 

historic pipeline replacement and leak trends, as well as a comparison of those trends, to 280 

the Midwestern LDC peer group I discussed earlier.  The purpose of my analysis is to 281 

examine how well, from an empirical perspective, Peoples has been in replacing leak-282 

prone or “priority” mains and services, as well as reducing its corrosion-related leaks 283 

under its AMRP.  My analysis expands upon the statistics discussed by Peoples’ witness 284 

Lazzaro in his direct testimony.7  My analysis of Peoples’ replacement and leak trends 285 

spans a relatively long time period, and includes the years in which Peoples did not have 286 

an infrastructure replacement cost recovery mechanism, the years in which Rider ICR8 287 

was in place, as well as those years after Rider ICR was reversed through a court appeal.9  288 

                                                
7 Direct Testimony of David J. Lazzaro, PGL Ex. 8.0, pp. 9-12, 14. 
8 Infrastructure Cost Recovery or “ICR.” 
9 In the Matter of North Shore Gas Company Proposed General Increase in Natural Gas Rates (Tariffs Filed 

on February 25, 2009) and The Peoples Gas Light and Coke Company Proposed General Increase in Natural Gas 
Rates (Tariffs Filed on February 25, 2009), Before the Illinois Commerce Commission,  Docket Nos. 09-0166 and 
09-0167, Order Dated January 21, 2010, p. 117. 
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In 2013, the Illinois Legislature passed legislation10 adopting a Qualifying Infrastructure 289 

Plant (“QIP”) program.  The Commission promulgated emergency rules11 to facilitate the 290 

directives of this legislation in October 2013, and recently approved a new infrastructure 291 

replacement and modernization rider for Peoples,12 called Rider QIP, that will allow for 292 

accelerated cost recovery on certain types of legislatively-defined investments.   293 

Q.  WHAT IS THE SOURCE OF THE DATA YOU USED FOR YOUR PIPELINE 294 

REPLACEMENT AND LEAK ANALYSIS?  295 

A.  I utilized data from the U.S. Department of Transportation, Pipeline and Hazardous 296 

Materials Safety Administration (“PHMSA”), Office of Pipeline Safety (“OPS,” 297 

generally “OPS data”).  The OPS collects a variety of information from pipeline 298 

operators under its jurisdiction in accordance with federal pipeline safety regulations.  299 

This annual data is required by PHMSA regulations which state that “…each operator of 300 

a distribution pipeline system shall submit an annual report for that system on 301 

Department of Transportation Form RSPA F 7100.1-1. This report must be submitted 302 

each year, no later than March 15, for the preceding calendar year.”13   Some of the 303 

information submitted in this report is provided to the public, including the “Distribution, 304 

Transmission, and Liquid Annual Data” that was used in this analysis. 305 

Q. PLEASE EXPLAIN THE FIRST EXHIBIT IN THIS ANALYSIS. 306 

A. AG Exhibit 2.6 provides a materials break-down of Peoples’ distribution mains for 2009, 307 

the year before Rider ICR was appealed, and the most recently-available year (2013).  In 308 

                                                
10 AG counsel advises me that the QIP legislation was codified at 220 ILCS 5/9-220.3. 
11 AG counsel advises me that the Commission’s rules for the QIP program were approved in Docket No. 

13-0458 and codified at 83 Ill. Adm. Code 556. 
12 AG counsel advises me that Peoples’ Rider QIP was approved by the Commission in Docket No. 13-

0534 on January 7, 2014. 
13 49 CFR § 191.11. 
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2009, 36 percent of Peoples’ mains were comprised of cast iron.  In 2013, this share has 309 

dropped to 33.2 percent: a reduction of 2.8 percentage points. In 2009, 6.7 percent of 310 

Peoples’ mains were comprised on ductile iron, and this share decreased to 5.7 percent in 311 

2013. 312 

Q.  DOES YOUR ANALYSIS SHOW A CONSISTENTLY POSITIVE 313 

RELATIONSHIP BETWEEN LEAK RATES FOR MAINS AND LEAK-PRONE 314 

FACILITIES? 315 

A.  No, at least not when viewed across a range of utilities for an individual year.  For 316 

instance, it is not always the case that companies with high proportions of leak-prone 317 

mains have higher, or higher-than-average, leaks.   AG Exhibit 2.7 shows that Peoples, 318 

for instance, reports more than 38 percent of its mains as being comprised of leak-prone 319 

materials but reports leaks of less than 0.1 per mile of leak prone mains in service.  320 

Michigan Gas Utilities Company, however, reports a relatively small share of leak prone 321 

pipe (around 0.5 percent) but has over 1.2 leaks per mile of leak prone mains.  322 

Q.  HAVE YOU EXAMINED PEOPLES’ RECENT MAINS REPLACEMENT RATES 323 

AND LEAK TRENDS?  324 

A.  Yes.  AG Exhibits 2.8 through 2.10 examine Peoples’ historic mains replacement trends. 325 

Some of these analyses compare Peoples’ mains replacement or leak performance 326 

relative to a common or standardized year.  For instance, mains replacement rate 327 

comparisons included on AG Exhibits 2.8 and 2.9 are standardized to 1991 (the first year 328 

of the data series).  Thus, the comparisons presented in these analyses can be thought of 329 

as index numbers comparing annual regional group activity levels to a common reference 330 

point. For example, a reading of 1.10 would be equal to a 10 percent increase relative to 331 
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1991 levels; whereas, an index number below 1.0 would indicate performance activity 332 

levels that are lower than the base year.  333 

Q.  HOW DO PEOPLES’ MAINS REPLACEMENT RATES COMPARE TO OTHER 334 

REGIONAL GAS UTILITIES?  335 

A.  AG Exhibit 2.8 presents a comparison of Peoples’ annual leak-prone mains replacement 336 

trends relative to other regional gas utilities. The statistics included in this chart are 337 

indexed to a common year, 1991 (i.e., replacement levels for all utilities equal 1.0 in that 338 

year).  Movements across time compare leak-prone mains replacement trends relative to 339 

1991 levels.  This chart shows that Peoples’ replacement rate of leak-prone main has 340 

decreased since 1991, on a relative basis.  In fact, Peoples’ replacement rate reached its 341 

lowest relative level during the period 2009-2011, being 88 percent less than the 342 

replacement rate observed almost twenty years earlier.  Peoples’ replacement rates have 343 

increased, however, in the last two years of observed data, and increased to rates not seen 344 

since the mid-1990s. 345 

Q. HOW DO PEOPLES’ REPLACEMENT TRENDS COMPARE TO THE 346 

REGIONAL PEER UTILITY GROUP? 347 

A. The trend for the regional peer group is somewhat sporadic.  On average, regional 348 

utilities reduced their replacement rates relative to 1991 levels, until the late 1990s, when, 349 

collectively, their efforts appear to have rebounded.  Regional utilities increased the rate 350 

at which they replaced priority mains from 1998 until 2004 before seeing a second steep 351 

drop off.  Regional replacement efforts appear to have been low between 2005 and 2010, 352 

but have surged significantly since that time period.  Regional utilities are estimated to 353 

have been replacing priority mains, over the past two years, at rates that are over 1.5 354 
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times their 1991 levels.  Peoples, on the other hand, while increasing its relative 355 

replacement rates over the past two years, has not done so at levels comparable to 356 

regional utilities. 357 

Q.  DID YOU COMPARE PEOPLES’ MAINS REPLACEMENT TRENDS WITH ITS 358 

HISTORIC LEAK RATE TRENDS?  359 

A.  Yes.  AG Exhibit 2.9 compares Peoples’ mains replacement trends against its OPS-360 

reported corrosion-related leaks.  The trends in Peoples replacement rate are provided in 361 

absolute value, but corroborate those discussed earlier in AG Exhibit 2.8.  Peoples is 362 

estimated to have replaced over 100 miles of mains in 1991, a level considerably higher 363 

than other historic efforts.  Peoples’ replacements between 1992 and 1997, while lower 364 

than 1991, were still considerable, averaging 58 miles replaced per year during this 365 

period.  This considerable replacement effort appears to have paid off in reducing the 366 

number of corrosion-related leaks given their significant decrease in 1995.  Reported 367 

corrosion-related leaks remained low throughout the late 1990s and into 2006, 368 

corresponding with a period of relatively sustained replacement activities that hovered 369 

around 30 to 40 miles of pipe replaced per year.  Peoples’ replacements were down, as 370 

noted earlier, between 2009 and 2011, but increased in 2012 and 2013.  Leaks have been 371 

up and down during this same time period. 372 

Q.  HOW DO PEOPLES’ LEAK TRENDS COMPARE WITH THOSE OF OTHER 373 

REGIONAL UTILITIES?  374 

A.  AG Exhibit 2.10 compares Peoples’ corrosion-related leaks on an indexed basis relative 375 

to other regional gas utilities.  Peoples’ corrosion-related leaks are consistently higher 376 

than other regional utilities, likely in part, because of Peoples’ higher than average share 377 
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of priority mains.  The relative difference between Peoples and the regional peer group 378 

leak trends, however, have been relatively consistent until about 2007 to 2010, a period 379 

roughly coinciding with the reduction in Peoples’ pipeline replacement efforts.  Peoples’ 380 

relative corrosion-related leaks were down in 2011, but up considerably in 2012.  381 

Q. WHAT CONCLUSIONS DO YOU REACH FROM THESE PIPELINE 382 

REPLACEMENT AND LEAK TREND COMPARISONS? 383 

A. I reach the following conclusions: 384 

� Peoples’ mains replacement efforts were down considerably between 2009 and 2011 385 

but have increased over the past two years. 386 

� Peoples’ corrosion-related leaks are high on a relative and absolute basis.  Corrosion-387 

related leaks are currently at levels that are 79 percent higher than those reported by 388 

Peoples, on average, during the period 1999-2006.  389 

Q. DO YOU HAVE ANY RECOMMENDATIONS ON HOW THE COMMISSION 390 

COULD INCENT GREATER LEAK REDUCTIONS ASSOCIATED WITH THE 391 

PEOPLES’ AMRP EFFORTS?  392 

A. Yes.  The Legislature, and ultimately the Commission, make clear in both the statute and 393 

the administrative rule implementing the statute that they defined and adopted cost 394 

recovery mechanisms for infrastructure replacement in order to improve natural gas 395 
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service safety and reliability.14  In fact, Peoples notes in its pre-filed testimony that the 396 

purported benefits of its AMRP efforts are to increase cost efficiency, increase safety, 397 

and reduce the impact that its operations have on the environment.15  While Peoples’ 398 

replacement efforts have increased, its performance in reducing corrosion-related leaks 399 

appears to be lagging.  Given this outcome, the Commission should consider adopting 400 

additional performance metrics that examine Peoples’ trends in reducing corrosion-401 

related leaks.  This additional metric could be utilized in examining the effectiveness of 402 

Peoples’ annual mains replacement efforts (and capital expenditures), and could also be 403 

used in assessing the potential merits of the recently-announced acquisition of Integrys 404 

Energy Group, Inc. (“Integrys”) by Wisconsin Energy Corporation.  The companies, in 405 

making the merger announcement, claim a number of operational and financial benefits 406 

associated with the proposed transaction.  Certainly, examining the combined companies’ 407 

expectations in reducing corrosion-related leaks could be an important factor in assessing 408 

the merits and ratepayer benefits of the proposed merger. 409 

Q. DO ANY OTHER STATES UTILIZE LEAK PERFORMANCE METRICS OR 410 

TARGETS? 411 

A. Yes.  The New Jersey Board of Public Utilities (“NJBPU”) has recognized the shift in 412 

investment and cost recovery risk that occurs during the tracker period, and has 413 

                                                
14 See Section 9-220.3(d) which provides: 
(d) Gas utility commitments. A natural gas utility that has in effect a natural gas surcharge tariff pursuant to 
this Section shall: 

(1) recognize that the General Assembly identifies 
improved public safety and reliability of natural gas facilities as the cornerstone upon which this Section 
is designed, and qualifying projects should be encouraged, selected, and prioritized based on these 
factors; and 

(2) provide information to the Commission as 
requested to demonstrate that (i) the projects included in the tariff are indeed qualifying projects and (ii) 
the projects are selected and prioritized taking into account improved public safety and reliability.  

220 ILCS 5/9-220.3(d).  See also 83 Ill. Admin. Code Part 556.120. 
15 Direct Testimony of David J. Lazzaro, PGL Ex. 8.0 at 16:340-351. 
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introduced performance metrics tied to the Company’s allowed rates of return on the 414 

capital investments included in the tracker.  For instance, the NJBPU agreed to a 415 

stipulation agreement with parties to New Jersey BPU Docket No. GO12030255, 416 

involving the New Jersey Natural Gas Company’s (“NJNG”) petition to extend a capital 417 

investment tracker mechanism called the Safety Acceleration and Facility Enhancement 418 

program ("SAFE Program").  As an element of the stipulation, NJNG agreed to use its 419 

best efforts to reduce its leak inventory by 15 percent.  If the company did not meet this 420 

agreed upon leak inventory reduction, NJNG agreed that the amount of Allowance for 421 

Funds Used During Construction (“AFUDC”) accrued from the date of the BPU’s 422 

acceptance of the stipulation would be reduced by the corresponding percentage of leak 423 

reduction not obtained.16  Likewise, in a similar stipulation approved by the Board of 424 

Public Utilities, South Jersey Gas Company (“SJG”) agreed to a reduction to its carrying 425 

charges on infrastructure investment if it did not meet the prerequisite leak reduction 426 

target agreed to by the parties and approved by the NJBPU.17   427 

Q. ARE THERE ANY OTHER NEW JERSEY PROCEEDINGS WHERE A 428 

PERFORMANCE STANDARD WAS ADOPTED FOR A GAS REPLACEMENT 429 

AND RESILIENCY PROGRAM? 430 

                                                
16 In the Matter of the Petition of New Jersey Natural Gas Company for Approval of the Safety 

Acceleration and Facility Enhancement Program Pursuant to N.J.S.A. 48:2-23, and for Approval of the Associated 
Recovery Mechanism Pursuant to N.J.S.A. 48:2-21 and N.J.S.A. 2-21.1, Before the New Jersey Board of Public 
Utilities, NJBPU Docket No. GO12030255, Order Dated October 23, 2012, pp. 6-7.  

17 In the Matter of the Petition of South Jersey Gas Company to Modify and Extend its Existing Capital 
Investment Recovery Tracker (“CIRT II”) Pursuant to N.J.S.A. 48:2-21 and N.J.S.A. 48:2-21.1, Before the New 
Jersey Board of Public Utilities, NJBPU Docket No. GO11100632, Order Dated March 13, 2012, p. 5. 
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A. Yes.  In the recent “Energy Strong” decision, metrics and reporting requirements were 431 

adopted.18 Public Services Electric & Gas (PSE&G) will be required to file quarterly 432 

reports with the Board Staff and Rate Counsel in New Jersey with details on expenditures 433 

and performance.  In addition, PSE&G will report its progress in reducing its active leak 434 

inventory by 582 leaks—or approximately 30 percent within the first three years of the 435 

Energy Strong Program.  If it fails to meet the goal of a 10 percent reduction for two 436 

successive years, PSE&G will achieve compliance with this obligation without seeking 437 

cost recovery for the incremental expenses.   438 

Q. DOES THIS COMPLETE YOUR DIRECT TESTIMONY FILED ON JULY 2, 439 

2014? 440 

A. Yes. 441 

                                                
18 In the Matter of the Petition of Public Service Electric and Gas Company for Approval of the Energy 

Strong Program, Before the New Jersey Board of Public Utilities, NJBPU Docket Nos. EO13020155 and 
GO13020156, Order Dated May 21, 2014, p. 6. 


