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Executive Summary
Audit Summary:

Internal Audit Services engaged PricewaterhouseCoopers LLP (“PwC”) to perform a follow-up
review of the Peoples Gas Light and Coke Company's (“PGL”) Accelerated Main Replacement
Project (“AMRP” or “Program”) to assess progress on the implementation of the high risk
process improvements identified in their original consultative report “AMRP Start-up -
Consultative Review of Governance and Controls (#2010-2000).” PwC was also engaged to
assess the Program’s processes and procedures related to the "construction to close-out"
phase of any of the individual projects. Since 2011 was the first official year of AMRP
construction, the “construction to close-out phase” had not been developed at the time of PwC'’s
original consultative review. PwC performed their fieldwork during September through
November 2011, approximately six months after initiation of the first year of AMRP construction
activity and Internal Audit Services performed follow-up fieldwork supporting the “construction to
close-out phase” of the Program in February through April 2012,

PwC’s observations and recommendations for strengthening the AMRP control environment
were based on their comparison of leading practices employed on well-managed major
construction and engineering programs in both the Utility and other sectors including oil and
gas, transportation and infrastructure replacement programs.

PwC provided observations and associated recommendations in the following areas:

Program Delivery Organization

Project Scoping Process

Project Permitting Process

Services Scope and Installation

Project Scope Change Process
Schedule Management

Quality Organization and Procedures
Contractor / Vendor Quality Management
Field Inspections

As-Built Drawings and Tickets

Cost Management - Estimating and Budgeting
Cost Management - Cost Collection

Cost Management - Cost Control

Cost Management - Contingency
Workforce Planning

Material Planning and Reconciliation
Risk Management Process

Conclusion:

In our opinion, the review included a thorough assessment of the Program, identified key areas
of risk, and provided appropriate recommendations for improvement. A few of the key issues
noted by PwC at the time of the review were:

¢ 90 miles of pipe had been installed but only 15 miles had been recorded in PGL'’s
systems,

¢ Many processes pertaining to the “construction to close-out” phase of the Program
had not yet been fully developed, with invoice processing and the property accounting
close-out processes significantly lagging behind construction activity; and

Internal Audit Services September 7, 2012
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¢ Reconcilement of materials used versus delivered had not occurred.

Overall, we observed steady progress by the AMRP team throughout 2011 and 2012 in
addressing PwC’s recommendations from the initial consultative start-up assessment. In
addition, the AMRP team has demonstrated substantial progress in addressing the
recommendations included in this follow-up assessment and consultative review, as 26 of 36
recommendations presented have been implemented as of September 7, 2012. Progress has
been made on the remaining 10 recommendations. Eight are scheduled for completion by
October 31, 2012. The remaining two, are scheduled to be completed by December 31, 2012
due to assistance needed from multiple business areas. We believe that completing all of the
recommendations presented in this report will improve the overall quality, efficiency,
effectiveness and control of the Program.

PwC also provided the AMRP team with a series of suggestions for possible additional process
improvements that are not included in the body of this report. Since these suggestions were
only intended to be comparisons of the AMRP team’s processes against “leading practices,”
formal ownership, tracking and resolution of them by the AMRP team is not required.

On September 30, 2011, the First Judicial District of the lllinois Appellate Court reversed the
lllinois Commerce Commission’s (ICC) order approving the infrastructure cost recovery rider
(Rider ICR) for PGL. Rider ICR is a regulatory tool that recovers PGL'’s costs associated with
the AMRP project. In their decision, the First District Appellate Court found that Rider ICR
constituted single-issue ratemaking that was “not adequately justified by special circumstances.”
On June 27, 2012, the ICC accepted PGL’s proposal to refund approximately $2.34 million to
current and certain former PGL customers.

Although Rider ICR has been overturned, our review and the recommendations in this report
are geared to increasing control and governance over a major construction infrastructure
project. PGL will continue recovering its costs under normal rate case process for the 2012 and
2013 construction years thus justifying the continued review and refinement of the AMRP
process so that costs can be assumed to be prudent and reasonable.

Internal Audit Services September 7, 2012
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