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CHAI RMAN SHEAHAN: Everybody ready to proceed in
Springfield?

MR. MATRI SCH: We are, M. Chairman.

CHAlI RMAN SHEAHAN: Pursuant to the Opening
Meetings Act, | call the May 20, 2015 Bench Session
of the Illinois Commerce Conmm ssion to order.

Comm ssioners McCabe, del Valle and
Maye are present with me in Chicago. W have a
guorum  Comm ssioner Rosales is attending the
Annual Meeting of the Organization of PJM States and
requested to participate by phone.

Comm ssi oner Rosales, are you with us?

COMM SSI ONER ROSALES: | am M. Chair man.

CHAI RMAN SHEAHAN: | move to all ow Comm ssioner
Rosal es to participate by phone.

Is there a second?
COWMM SSI ONER MAYE: Second.
CHAI RMAN SHEAHAN: |s there any discussion?
(No response.)
Al'l those in favor, say aye.

(Chorus of ayes.)
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Opposed, say nay.

(No response.)

The ayes have it and Conm ssi oner
Rosal es is granted perm ssion to appear by phone.

The first item on our agenda is
Li berty Consulting's Final Report and Audit of the
Peopl es Gas Advance Main Replacement Program

Presenting the Staff report and
Li berty's findings are Gene Beyer, Bureau Chief for
the Public Utilities Division of the Illinois
Commerce Comm ssion; Harry Stoller, the ICC s
Director of Safety and Reliability; and John
Ant onuk, President of Liberty Consulting.

At the conclusion of their
presentation, we will hear from Charles Schrock,
Chai rman and CEO of Integrys. Wth M. Schrock are
John Kl eczynski, President of Peoples Gas; and Janes
Schott, Executive Vice President and CFO of
| nt egrys.

Foll owi ng Mr. Schrock's remarks, each
Comm ssioner will make a brief statement. After the

statements from Comm ssioners, we will have a round
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of questions fromthe Comm ssioners. I will make
the first statement and then we will here from
Comm ssioners M Cabe, del Valle, Maye, and Rosal es
in that order.

At the conclusion of our discussion of
the audit, the Comm ssion will briefly recess before
proceeding to the rest of our bench agenda.

M . Beyer, please proceed with your

report.
PRESENTATI ON
BY
MR. BEYER:
Thank you. Thank you and good
mor ni ng. ' m Gene Beyer, Public Utilities Bureau.

My part of the presentation is to
provi de background to the AMRP and to lead into the
audit findings and reconmmendati ons thensel ves at
which time I'Il turn it over to M. Antonuk from
Li berty Consulting Group.

The Peoples' Cast Iron and Ductile
| ron Replacement Program had its roots back in 1981.

The company | ooked at various facilities and they
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| ooked at the age of the facilities. They |ooked at
the size of the facilities and begin retiring plants
t hat were considered | eak prone at that time. At
that time there was about 3,450 mles of cast iron
and ductile iron main in Peoples' system That's
out of a little over 4,000 mles, so you can see
that the majority of their pipes in the ground were
of this material.

When we got to 1993, Peoples Gas
devel oped what they call a "Uniform Main Ranking
| ndex," and, in addition to | ooking at the age and
the size of the pipe, they also began | ooking at the
condition of the pipe, how many cracks they have
seen, how many breaks, visual observations that tell
t hem what the condition of the pipe | ooks |ike, the
i ncidental |eaks, how many repairs, that sort of
thing, So they enhanced the testing by which they
were going to rank the mains that they thought
needed repl aci ng.

For the next dozen or so years, they
retired about 42 mles of cast iron and ductile iron

mai ns every year and they gave additional attention
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to risk factors and public inmprovement project
needs. Public i mprovements would be what woul d
i nclude coordination with the city on various
projects going on at the city.

When we get to 2005, Peoples again
modi fied their way of review ng the cast iron and
ductile iron facilities and they're going to | ook at
the future cost of operation and maintenance now to
see if maybe there's an economcs factor built into
this, too, not only are we | ooking at the age, the
condition, coordination with the city, but now we
are | ooking perhaps there's a way to save some nmoney
now by doing things now rather than waiting and
doing them | ater when they m ght be more expensive.

By the end of 2009, and now we are
about close to 20 years fromthe beginning, Peoples
reduced the percentage of their cast iron and
ductile iron main in its distribution to 46 percent,
and back in "81 it was 86 percent, and now we are at
46 percent, so quite a bit of progress was made from
1981 to the end of 2009.

A rate case followed, and in 2010 the
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Comm ssion issued an Order approving the conpany's
proposal for an Accel erated Repl acement Program for
cast iron and ductile iron main, and we also, at the
Comm ssion, approved a special cost recovery for

t hat project called "Rider ICR."

The docket nunmber -- the docket at
that time established Rider ICR, which is
| nfrastructure Cost Recovery, as a special recovery
mechani smto recover the costs associated with
accel erated replacement. That Order came out in
2010. About a later the court found that speci al
cost recovery mechanisnms to be illegal and
consi dered single-issue ratemaking.

Peopl e then had an accel erated program
that they had in progress and no | onger had a cost
recovery mechanismto match up with it, and so a
year |ater, 2012, they filed another rate case to
help themto get recovering costs. They cited the
| oss of Rider ICR as a recovery mechanism for
requiring the need for their rate case.

So now we are in the second rate case

in 2012 and we have got a couple of years of
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repl acement program under our belts, and in 2012
Staff begins |ooking at the conpany's -- the
company's progress with replacing the pipe, howit's
goi ng on schedule, what it costs.

Staff proposed some adjustnments in
t hat case for what we found to be cost overruns and
schedul e overruns, and we al so provided those as an
alternative a proposed two-phase investigation which
woul d i nclude an outside consultant.

That two-year two-phase investigation
included a one-year investigation that we now
concl uded and for which we now have the Liberty
final report, and the other phase is a two-year
verification phase where Liberty will check Peoples
Gas' work in implementing the recommendati ons t hat
are made in this report. Staff will be involved in
t hat, too. We will get reports from Liberty and
fromthe company on a regul ar basis.

During this first year phase,
believe we met with Liberty on a weekly call and
more often as needed, and | expect we'll continue to

do that in Phase II
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As you know, the Conmm ssion selected
Li berty Consulting Group to handle the audit. Af ter
Peoples filed their rate case to help them recover
some of the costs that they had hoped to recover
under the previously approved, but later stricken,
Ri der I CR, the General Assenbly, through Public Act
980057 added Section 9-220.3 to the Public Utilities
Act. That authorized the |arger gas conpanies to
enpl oy a mechanism for the rider that would help to
recover the costs of an Accel erated Main Repl acement
Program anmong ot her things.

Throughout the negotiations of that
| aw, even though it was -- it was intended to focus
on the Cast Iron Ductile and Main Repl acement,
repl acement of | eak-problem facilities, there were
ot her areas that all the parties agree, all the
parties to those negotiations agree, should be part
and parcel of the |law, too. It should be all owable
to be recovered through the new special rider
mechani sm

Some of those, not all, but some of

t hose projects that are allowed in Peoples Gas'
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rider include installation of facilities to retire
the cast iron and ductile iron gas distribution
facilities, and that's the primary, primary purpose
of it, but there are related areas as well.

There's a relocation of gas neters
frominside to outside customer facilities. There's
t he upgrading of the gas distribution systemfrom a
| ow- pressure systemto a medi um pressure system and
then there are two others regarding high-pressure
transm ssion pipelines and installation of regular
stations that m ght also play into Peoples Gas' AMRP
Program

The core of their programis really
the first three items, the installation of
facilities to retire the | eak-prone facilities,
rel ocation of gas meters and the upgrading froml ow
pressure to medium pressure, and those represent the
core of Peoples' AMRP program as we know it right
now.

This next slide is just to make sure
we are all aware that PHMSA, the Pipeline and

Hazardous Material Safety Adm nistration, an arm of

10
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USDOT, which oversees our |CC pipeline safety
program, has al so been very interested in
repl acement of retirement of facilities that are
consi dered prone to | eaks, high-risk facilities.

They have issued three advisory
bulletins to natural gas operators. They wanted to
know about each conmpany's review, a conmprehensive
review of cast iron replacement. They wanted to
know where the tal ks were on Accel erating Pipeline
Repl acenment and how to rehabilitate and repl ace
hi gh-ri sk pipelines.

There's also a Distribution Integrity
Management Pl an, and that kind of is a new way to
rank some of these mains to | ook at the various
ri sks associated with what facilities were in the
ground, and we worked, the |ICC Pipelines Safety
Program wor ked, with all the utilities to help
devel op that Distribution Integrity Management Pl an
for all of them

Briefly, on the consultant selection
process, we followed the contracting process as set

forth in the Illinois Procurement Code, as specified
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by the Illinois Executive Ethics Comm ssion, CMS,
and Illinois Procurement Policy Board.

We issued a request for proposals
November of 2013. We included 33 areas that we
want ed the bidders to address in their proposals.
Appendi x A of the Liberty report list those 33
issues. The ICC received one proposal for this
project. W continue to do our job as far as
eval uating that proposal, gives us pre-determ ned
measurements to see if they satisfy the demands of
t he RFP and what we | ook for in these sorts of
projects, and we determ ned that Liberty did pass
the test and satisfied the requirenments of the RFP.

They began their work in 2014. They
just recently issued their 2015 report, and that |
think brings us up to today.

|s there anything -- you want to take
care of that?

MR. ANTONUK: Yes.
MR. BEYER: That brings us up to today, and

unl ess there's questions, | would like to

i ntroduce - -

12
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CHAI RMAN SHEAHAN: We will take questions at the
end --
MR. BEYER: Okay.
CHAlI RMAN SHEAHAN: -- after your presentation.
MR. BEYER: This is M. John Antonuk. He's
presi dent of Liberty Consulting Group and he can go
forward with his part.
PRESENTATI ON
BY
MR. ANTONUK
Thank you. Good nor ni ng. | want to
start by making sure you understand that we had the
support of your Staff all the way through the audit,
and that was very inmportant and extremely hel pful in
getting us to the stage we are at today, and it
woul d be rem ss of me not to make sure that it's
clear to you all to understand how grateful we are
for that support.
Work |ike this also takes a high | eve
of support from the conmpany that's being exam ned,
and there were sone issues early in terms of getting

information on a timely basis. W had seni or

13
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meetings or meetings with the senior executive
| eadership of Integrys and we worked out a series of
problems, and | want to say that by the end of the
job, 1 also wanted to note that | think we received
a very commendable | evel of cooperation fromthe
company and that cooperation also was very inmportant
to us in being able to provide for you the report
t hat we have.

Moving to the substance of the report,
| want to be brief about this. The first thing I
t hink that needs to be said is that the AMRP is
succeeding in elimnating high-risk pipe fromthe
system There is a great deal of such pipe. W
consider that pipe to be representative of a very
hi gh | evel of public safety risk and the conpany is
movi ng very substantially to reduce the high-risk
pi pe fromthe system They're doing so under a
conceptual approach and design and think it is
effective.

The standards, and materials, and
installation methods are generally sound, and that's

based on probably somewhere on the order of a

14
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t housand hours of field inspections, plus review of
engi neering and construction standards by people
with executive and seni or managenment experience in
the gas industry, in the engineering and
construction side.

The average installations under the
programin the | ast four years have been roughly 70
to 80 mles per year. As |I'm going to explain,
that's not a pace that will conplete placenment
within the 20 years that is targeted, but it,
neverthel ess, does represent a significant
acceleration of the rate that was being achieved in
more recent years.

Mor eover, the company does use
effective methods for assessing risk and they are
followi ng those methods in determ ning where to make
repl acenments.

Wth that said, there were a nunber of
technical opportunities that we found, and | |isted
some exanples there, and | don't propose to go
t hrough them but | wanted to make sure you

understand that while I'"'mready to move into what I

15
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will call more management and control issues, there
were a number of technical opportunities for
i mprovenments that we found to exist as well.

The three overriding issues | think
that we found as a result of this investigation are
that there are critical drivers of the program s
success that we think remain unknowns at this point
well into the program

The first unknown is how much will the
program cost upon conpl eti on. The mpost current
estimate i s now three years or more old and is no
| onger useful. It's no |l onger reliable. It does
not provide a proper basis for measuring |ikely
program costs. It is too | ow, but by how much it is
too low is not in our view presently knowabl e.

The conmpany has | acked the capability
to actually to prepare a new estimte. W had
anticipated the creation of one in md-2014, but we
were informed that the company was devel opi ng nodel s
t hat woul d provide such an estimate, and the
provision of such an estimate remai ns outstandi ng

t oday.

16



10

11

12

13

14

15

16

17

18

19

20

21

22

The next question is howlong is it
going to take to elimnate high-risk pipe. There's
tal k about a 20/ 30 conmpletion date or 20 years, but
t he program does not operate under a long-term
schedul e that makes clear how the company will get
to conpletion in 20 years.

There's also a question about what is
the long-termcommtment in the conmpany. The
guestion | think in that regard relates to the
degree to which the company's comm tment to
conpletion in 20 years is or is not contingent upon
a continuation of a rate of recovery nmethod.

In terms of where the project or the
program stands now on schedule, there are not
avail able metrics that allow you to measure what
progress should have been earned at this point
versus what's actually earned.

We attenpted sone indirect neans of
assessing the schedule progress and it may be that
progress is much as a year behind after four years
into the program So if that's so, there's been a

| oss of one year in the first four years, and if

17
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that's a valid conclusion, ultimately then it does
suggest that a 20-year conpletion for the programis
in doubt.

The | ast issue really is a function of
| eak rates, and the programis about replacing | eaky
pi pe. There should be a reduction in |leak rates
that is commensurate with replacement, and that
means accel erated replacement. That's not
happeni ng.

On a nom nal basis, |eak rates
actually have been increasing. The conpany would
make adjustments for weather, which does in areas
i ke Chicago have a significant impact on | eaks and
on accidental hits.

Even if you take full accounting of
t he adjustnments the conpany proposes, those rates
essentially will remain the same or decreasing only
very marginally, despite the fact that, as |
menti oned, the replacement rates some of them were
doubl e what they had been in the years |eading up to
t he AMRP.

The question that raises is whether

18
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program expenditures can better be directed at
reduci ng | eaks, and that's an issue that we
recommended and continue to address with the conpany
during the inmplenmentation phase to try to identify
when there are other mechanisms that can be used
that will better value reduction in risk per doll ar
spent.

Apart from those three basic |evels of
uncertainty are key drivers, it's our conclusion,
and we made a number of recommendations to address
t hat, inmportant management needs remain to be filled
in the AMRP, and they begin with the executive board
oversight. They involve the managenment structure
and the integration of resources involved in making
sure that all of the resources directed at AMRP are
wel | coordi nated and directed froma coment source
aut hority.

There's a need for integrating utility
resources and work planning. Many of the people who
perform work on the AMRP do these other day-to-day
functions, other normal functions, and they're

extensive as well, and they're inmportant as well,
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and there's a need to make sure that the AVMRP work
is properly integrated into the work plan -- the
overall work plan and process to make sure that
neither the AMRP, nor other inmportant work ends up
suffering through Iack of attention to integrating
needs.

There are key staffing needs that need
to be filled, and then, in addition the program
needs a nunber of tools, and data, and anal yses t hat
are required to support sound esti mates.

As | noted, there is not an estimate
for the program There's a need to devel op the
capability and the commtnment to estimting cost
control. There's a need for greater tools, data
anal ysis also to develop and then manage to a
| ong-term schedul e versus the short-term schedul es
that it currently and has been using.

The conpany needs to devel op nore
meani ngf ul measures of performance so it's better
able to assess how the programis perform ng
agai nst key m | estones, key objectives, and key

performance measures.
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And then, finally, there's a need for
focus on corrective action plans. Our
recommendations are fairly extensive and we think
it's going to take not just the devel opment of the
specific responses to the recomendati ons but also a
structure -- 1'll call it a change in management
support structure -- that will exist to make sure
that the right attention continues to be placed on
taking corrective actions and that particularly
there are going to be uncertainties with respect to
change in control, that the inmpetus behind change
for the AMRP remains strong and remains focused
t hrough that period of transition.

And then, finally, there needs to be a
top level driven focus on safety training and
devel opment. There are sone, we call them
corporate structural issues we think needs to be
addressed. There's some consolidation of the
progranms that need to be addressed. There's sone
clarification of authorities that need to be met,
and there needs to be a sound process for

identifying long-termresources and maki ng sure that
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they're both acquired, and devel oped, and they're
nurtured as the program goes forward.

CHAlI RMAN SHEAHAN: Great. Thank you. We will
now hear from representatives of Integrys and
Peoples. Why don't you step forward. There's a
button on the mc to activate it.

M. Schrock, you may proceed when you
are ready.
PRESENTATI ON
BY
MR. SCHROCK:
Good morning, M. Chairmn.

CHAlI RMAN SHEAHAN: Good nmor ni ng.

MR. SCHROCK: |I'm Charles Schrock, Chairman and
CEO of Integrys Energy Group. Joining me today are
Jim Schott on nmy left, and he's Chief Financial
Officer, and John Kleczynski on my right, and John
is president of Peoples Gas and North Shore Gas. I
woul d like to thank you and the Comm ssioners for

this opportunity.

One of the things | want to clarify as

| work through my remarks we refer to the
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Accel erated Main Replacement Program as AMRP in case
t hat was uncl ear. | will be using that acronym
t hroughout my brief remarks.

My comments today discuss the needs
and support for the program | will also discuss
our commtment to a world-class Main Replacement
Program up to, and including, this most recent
Li berty audit.

The AMRP is a critical infrastructure
project for the City of Chicago and the State of
Illinois. At the inception of the AMRP, Peoples Gas
had approxi mately 2000 mles of cast iron and
ductile main, some of which was installed in the
| ate 1800s.

The system requires a great deal of
effort to maintain on a safe and reliable basis, and
we expect that it will become nmore difficult and
more expensive to maintain in the future. The
system clearly needs to be upgraded with modern
mat eri al s.

Since the merger of Peoples Energy and

WPS Resources through Integrys, it has been a
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proponent of this upgrade. The Comm ssion's support
of us in our efforts by approving a rider to recover
costs of this upgrade, approving recovery of costs
in subsequent rate cases, and working with us and
others to obtain overwhel mng bipartisan |egislative
support for legislation and the Governor's signature
on that |egislation that authorizes a 10-year rider
for cost recovery.

We do appreciate and welcome the
support from the Comm ssion and the Conm ssion's
pi peline safety staff.

The AMRP is the | argest, and arguably
t he nost ambitious, Natural Gas Modernization
Program in the country. Peopl es ranped up the
programin 2011, 2012 and 2013, despite uncertainty
regardi ng recovery of the cost of the program Not
unexpectedly for a program of this magnitude, we
have had some growi ng pains. Our goal is to develop
a world-class program and we are commtted to
continuously improving the programto do so.

As such, we pro-actively sought out

expert advice on the programresulting in numerous
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i mprovements. We engaged a worl d-I| eadi ng
engi neering and construction firm Jacobs
Engi neering, to assist us in program managenment and
shortening the | earning curve of managi ng a program
of this size.

In addition to Jacobs, we engaged
Price Waterhouse Cooper on two separate occasions to
review the program and provide recomendati ons for
the i nprovements.

The Liberty audit is now conpl eted and
we view this as an opportunity to further inmprove
t he program Li berty's extensive interviews and
interactive field observations actively support our
ongoi ng review of the construction programand its
processes.

The candi dness and the acumen that
Li berty exhibited during the audit and in their
reports will greatly help our efforts to
continuously improve and to make the AVMRP a
wor | d-cl ass construction project.

We are commtted to continuously

eval uating and i mproving our performance until the
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| ast piece of cast iron pipe is replaced.

| was gratified that Liberty
recogni zes commtnment in its report noting that
Peopl es Gas confirm and | quote, its willingness to
commt to a nunmber of actions, sonme already underway
and sonme of those approaching conmpletion, whose
general description is going in the direction of
Li berty's recommendati ons.

I n addition, Liberty noted the efforts
and achi evements made by the people who work for the
AVRP. Also Liberty found that the Peoples Gas
| eadership demonstrated an active commtnment to a
broad series of changes to i nmprove execution of the
project. This included a reorganization of Peoples
Gas bringing a much higher |evel of coordination to
t he AVRP.

As the final report has just recently
been delivered, we haven't yet had an opportunity to
t horoughly review the findings and the
recommendati ons.

Based on our initial review, | can say

t hat we may not agree with everything on the report,
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which is not unusual for a report of this size and
substance, but, nore importantly, | can also say

t hat based on this initial review we are confi dent

t hat i mpl ementation of the recommendations will help
us in continuing to inprove the project as we work
towards a worl d-class standard.

We will review the report in detai
and | ook forward to providing our response as wel |
as working with Liberty and the |ICC Pipeline Safety
Staff on finalizing the recommendati ons and
i mpl ementing the programs.

| know one of the key concerns is
regarding the program s costs. Li berty noted that
t he program s projected costs have exceeded a
significant increase. As | noted, earlier the
AMRP as faced chall enges. There has been a consi der
amount of change that has taken place in our first
four years of inplementing the program | ndeed, it
seenms that change has been the rule rather than the
exception. Despite many unforeseen circumstances,
Peopl es Gas has adapted along the way in order to

continue inmplementation of this necessary program,
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but these changes come with a cost.

We have | ooked at Liberty's draft
recommendations relating to the costs and have
enmbar ked on devel oping a nodel that will help us
better track and predict the cost of the program

As you m ght imagine, this is a
conpl ex issue. Because of the complexity we have of
this complexity, we have engaged a third-party
consultant hired specifically to provide feedback on
our assunptions, our calculations, risk and
contingenci es associated with the program and the
model .

Sinply keep in mnd that AMRP is a
program -- | enphasis program-- which is conprised
of hundreds, hundreds of individual projects that
span 20 years in total, so we need to be careful in
estimating the cost.

We woul d appreciate the opportunity to
di scuss this program cost modeling and cost
projections with the Conmm ssion Staff and other
st akehol ders when we have conpleted the devel opment

and the review of the nmodel and have the information
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and the expertise avail able when such appropriate
attention can be paid to the details.

As | wrap up nmy prepared remarks, |
want to be clear that we know we can do better and
we are commtted to working with Liberty and Staff
on Liberty's recommendati ons.

Even so, | am proud of the work that
has been done on the AMRP by our enpl oyees,
contractors and union partners. We have made a
significant amount of progress as the program has
ranmped up installing nore than 575 mles of main,
49, 000 services, approximtely 97,000 meters, and
have retired 304 mles of main since 2011.

We have placed enphasis on supplier
di versity spending $110 mllion in 2014, which is
al most doubl e our spending compared to 2013, and
this will remain a priority and enmphasis on going
forward.

Finally, 1 would |like to acknowl edge
the | eadership and enpl oyees of Peoples Gas and
| ntegrys, and especially our enployees who work in

the field in all kinds of conditions to deliver
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natural gas to our customers safely, reliably and
cost effectively 24 hours a day and 365 days a year.

Al'l of us take this awesone
responsibility seriously and with an intense anount
of pride. Delivering AMRP in a timely and
cost-effective way is a critical part of our
responsibility. Our customers and the City of
Chi cago deserve a safe, reliable and
reasonabl y-priced supply of natural gas.

OQur customers in the City of Chicago
deserve a worl d-class natural gas distribution
system and that's what we will deliver.

Thank you for giving us this
opportunity to speak, and we'll be happy to take
your questions.

CHAI RMAN SHEAHAN: Thank you, sir. W'l ask
that you remain at the witness table. Each
Comm ssioner will now have an opportunity to make a
brief statement and then we'll have a round of
gquestions followi ng those statenents.

I'1'l make the first statement and then

we'll hear from Comm ssioners M Cabe, del Valle,
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Maye and Rosal es.

First, I would like to thank those of
you who are present today. Thank you, M. Beyer and
the ICC Staff; M. Antonuk from Li berty Consulting,
your team for the effort you put in the |ast year
producing this final report; and thank you to
M. Schrock and representatives of Peoples and
| ntegrys for appearing today to address the
Comm ssi on.

The ICC initiated this investigation
of the AMRP | ast year out of concern that the
program was off course. A third-party analysis was
warranted both to understand the current status and
provi de recommendati ons that Peoples will follow to
correct the course of the program

A year later Liberty has presented an
audit, including 33 areas of review and 95
recommendati ons for inprovement. Clearly the
worries of the Comm ssion were confirmed, and while
the audit is finished, the work of improving this
necessary project has only begun.

| am encouraged by the response from
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Peoples Gas to Liberty's recommendati ons and the
fact that our staff and Liberty have been advi sing
t he companies since last fall. These discussions
have led to a substantial consensus on where

i mprovements should be made.

It is essential that the Comm ssion
will require that Peoples Gas develop a thorough
pl an for inplenmenting all of the recommendati ons.
Over the next two years and beyond, the 1 CC will

continue to work aggressively to provide oversight

over the project and to protect the public interest.

| mportantly, the Illinois Commerce Conmm ssion will
work to ensure that costs of m smanagement will not
be borne by Peoples Gas custonmers.

| would |like to now give Conmm ssi oner
McCabe an opportunity to make a statenment.

COWMM SSI ONER McCABE: Thank you, M. Chair man.

I n moderni zi ng and repl aci ng our gas pipeline
system it's important to the health and safety of
our state's residents as Brookline (phonetic)
illustrates.

The Liberty audit details significant
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problems with Peoples' execution of the Advanced
Mai n Repl acement Program and in particular the |ack
of adequate managenent, control and oversight.

According to the audit, there was no
plan to conplete the project on time and the conmpany
could not credibly estimate the cost of the AMRP
program

| ook forward to hearing about how
t he company, and the auditors, and staff will meet
the audit findings.

CHAI RMAN SHEAHAN: Comm ssi oner del Valle.

COW SSI ONER del VALLE: Thank you, M. Chairman.
The Peoples Gas AMRP has struggled for many years.
As with any utility before the Comm ssion, only the
company has all the relevant information. Now t hi s
audit has shed light on the status of this inmportant
proj ect.

This audit was initiated by me and
proposed by my office in Docket No. 12-0512 and
unani mously adopted by the Comm ssion. This report
confirms the importance of the Comm ssion's decision

to require the audit. In fact, the report indicates
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that the problems are much worse than we feared.

The Comm ssion had made clear and
approved the nmodernization programin 09-0167 that
public safety is the primary issue. This was not
just about updating a distribution system This was
addressing the deterioration of the system and as
we stated, safety and reliability are sinply not
negoti able. This remains true today, and | am
confident that the Comm ssion will ensure that this
project is executed within a reasonable cost and in
the required time line to ensure a safe and reliable
di stribution system that Chicago's ratepayers are
payi ng for. Thank you.

CHAI RMAN SHEAHAN: Thank you for your | eadership
on this, Comm ssioner.

Comm ssi oner Maye.

COWMM SSI ONER MAYE: Thank you, M. Chairman.
It's a disappointing day when mllions of Illinois
state citizens learn that the utility that they rely
on has gravely m smanaged and m sused their
har d- earned dol | ars.

As a regulator, | am shocked and
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di sappointed to see the results of the Liberty audit
whi ch states that an accurate estimte of the cost
of the AMRP i s not possible.

Peopl es Gas consunmers should not have
to pay additional noney to clean up the mess that
was created by | ack of guidance and organization by
t he conmpany.

At this point | expect nothing | ess
t han a thorough plan to be put in place that wil
yield the results that we anticipated on the
i mproved rate recovery to the AVMRP over the | ast few
rate cases.

| ook forward to working with our
staff as well as the | eadership of the conmpany to
ensure that that happens inmmedi ately and wit hout
further del ay.

CHAlI RMAN SHEAHAN: Thank you, Comm ssioner Maye.

Comm ssi oner Rosales, are you with us?

COMM SSI ONER ROSALES: Yes, M. Chairman.

As Comm ssioners, our primary role is

to ensure the reliable provisions of utility

services in a cost-effective way for its customers
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of Illinois. The nost disturbing piece of this
audit in my reading is the inability of Peoples Gas
to put a current, accurate cost on the AMRP.

Peopl es' customers should not pay for
the m stakes of Peoples Gas and |Integrys managenment
and it is the responsibility of this Conm ssion and
our Staff to determ ne what the problens of
management are.

We all agree on the essential need for
this program Ei ght een hundred year old pipe from
the 1800s of the needs to be replaced. There's also
no doubt about the process. There's no doubt that
as a project of this magnitude what it means
m smanagi ng arterial streets and intersections and
repl ace pipe, but those considerations don't make
the lack of the process understandable and contrary
t hey make a | ack of the process all the nore
concer ni ng.

| want to thank Liberty for a very
t horough audit of the AMRP and answer questions
t oday. It is essential that Peoples Gas and

| nt egrys | eadership understand the significance of
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t he changes that need to be made. It rmust al so
realize that this report is the beginning of a
massive effort on their part to reformthis program
and that Liberty auditors and I CC Staff will be
clearly auditing their work.

By state |law, as you know, Peoples Gas
has applied for a tariff through the Comm ssion to
recover costs associated with the investment of the
AMRP, but | want to be clear this Comm ssion will
not accept a cost of m smanagement that this audit
di scover ed.

Thank you, M. Chairman.

CHAI RMAN SHEAHAN: Thank you, Conm ssioners.

We will now proceed with a round of
guestions from Conm ssioners. | will begin, then we
will hear from Comm ssioners MCabe, del Valle, Maye

and Rosal es.

| have one question for Staff.
M. Beyer, how can we assure stakehol ders and
ourselves that the cost of the AMRP will be
reasonabl e and prudent and that Peoples will

complete the AMRP within a reasonable tinme?
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MR. BEYER: There are two parts to nmy answer.
The first is to continue with the audit, to continue
wor king with the conpany and Liberty to ensure that
t hat we do get good cost estimtes and good
schedul es for conpletion of the program That will
set the basis for an improved program and providing
us some assurance that the costs and the schedul es
are reasonabl e.

Beyond t hat though, when we get into a
rate case in which a portion of these costs will be
litigated and reviewed, Staff will do the same type
of review it did in the say 2012 case when we began
reviewi ng AMRP costs at that time. W noted that at
that time the serious cost overruns and quantified
t hose cost overruns and primarily because the
program was still rather new and there had been a
couple of problenms with the Rider |ICR and what have
you.

We al so provided the alternative to
proceed with this audit, and that was what was
included in the Comm ssion's final Order was the

direction to proceed with this audit and give us a
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good solid basis for proceeding.

In the next rate case we intend to do
the same review that we did in the 2012 rate case
and that is to |look at all the expenditures, | ook at
the projects, | ook at their progress in satisfying
the schedule. We hope at that time to have a better
back drop through scheduling and cost estimating as
t hat m ght comport fromthe inmplementation and the
recommendati ons.

The second area we are going to | ook
at is to review any costs that are run through the
special rider that was added to the law in 2013. A
| ot of AMRP costs run through the rider. [ " m
guessing a majority of those costs run through the
rider. | don't recall the details right now, but we
are going to look at that rider every year in a case
to see what the costs have been and to make a
determ nation from Staff's perspective of what
reasonabl e and prudent costs are and those are the
recommendations that will be litigated and the case
will be presented to you.

CHAI RMAN SHEAHAN: Thank you.
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Comm ssi oner McCabe, questions?

COMM SSI ONER Mc CABE: How has the working
relationship with the --

(A brief interruption.)

CHAI RMAN SHEAHAN: Let's pause. The building is
engaged in a fire drill exercise. We are exenpt
fromit, so we should just pause

(Off the record.)

Conmm ssi oner McCabe.

COMM SSI ONER McCABE: Thank you, Chair man.

How has the working relationship with
the city evolved, the City of Chicago, and how nuch
will the program s setback slow down in the mles of
pi pe replaced can be explained by that relationship
and possibly trying to match the Pipeline
Repl acement Program with the city's infrastructure
repl acement priorities?

MR. ANTONUK: | think the initiation of the AVRP
was difficult for both the conpany and the city.
The massive amount of work that came about | think
shocked the systems of both, so | describe the early

part of the program as kind of each of them getting
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accustomed to what the other needed and woul d
require to do their jobs.

| think follow ng that, essentially
what happened was the inability of the company to
integrate schedules well meant that they were
starting to have quite a number of permt prograns
with the city, expired permts, no permts, taking
too long in making restoration follow ng
installation, So |I think that phase really set the
conpany back substantially in dealing with the city.

The conpany has made pretty strong
efforts to -- | don't want to say repair the
relationship. That makes it sound like it's broken,
and | don't know the answer to that, but certainly
to improve relationships with the city on a higher
|l evel. We frankly think the conpany's done about
all it can do to fix things at that |evel, although
t hey need to continue.

Really what's going to | think in the
long run inprove the relationship with the city is
better performance in terms of being able to get the

wor k done within permt w ndows, complete
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restoration work on time, conplete restoration work
to the city's satisfaction.

Beyond that, | think it's also fair to
say is that the degree to which the city's
requi rements are going to affect the program s work
were not well understood and were subject to change
in the early years of the program There's no
doubl e that the changing city requirements increased
t he anount of work it takes to make repl acenents.

My biggest concern fromthe future
perspective is this, that we understand fromthe
company that the city plans for a very substanti al
increase in street work in the com ng years.

The company has done the best it can to try to match
AMRP work with city work, because it's just very
difficult to get back in the streets to reopen them
after they have been dealt with by the city.

| mentioned one of our concerns is the
failure to decrease in the fall. The degree to
whi ch the company is going to need to coordi nate
schedules with the city in the future if, in fact,

the city is going to increase work substantially I
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t hi nk poses an additional risk to kind of diverting
attention fromthe highest risk pipe to pipe that
happens to be in the areas that are covered by the
city's plans for its work in the streets, and that
doesn't just mean street work. That means city
utility work obviously.

Al'so, | think they're going to have
some very careful attention paid to how coordi nation
with the city needs to take account of the fact that
the company really needs to begin the high-risk pipe
out of the ground as fast as we can.

CHAI RMAN SHEAHAN: M. Schrock.

MR. SCHROCK: | think M. Antonuk actually has a
very good understanding of the issues involved, but
| am proud of the work we have done just recently to
i mprove our cooperation and our coordination with
the city.

And John Kl eczynski would like to
comment on that.

MR. KLECZYNSKI : Thanks, John. Thanks, Charl ey.
|, too, would agree with M. Antonuk

in terms of your assessment of what has led to some
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of the difficulties we had in the early stages of
the program but | think what's good is that we have
| earned fromliterally stages of the program we
ramped up and | earned that within our workload,
whet her they be associated with the AVMRP or
associ ated with our regular 0&V mai nt enance work, we
have to do a better job of planning and coordi nating
that with the efforts of the city, so we have
reached out in the past eight months, since | have
had this role, have tried to develop a strong
relationship -- a working relationship with the CDOT
comm ssioners, as well as staff, to make sure that
coordi nati on happens across all of our associ ated
wor kl oads, not only on AMRP. W have seen
i mprovements and we have seen better handling of
some of the issues that you have identified, John,
on permt restoration.

MR. ANTONUK: If I could just -- maybe as a
f oot note, as inmportant as the AMRP is, it can
represent as little at 10 to 15 percent of the
permts that the conpany needs fromthe city, so

when you | ook at relationships with the city, our
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focus, obviously, is primarily through the AMRP, but
| think it's critical to realize fromthe city's
perspective the AMRP, while it's important, is
really only part of the challenge of trying to work
with the conmpany to make sure that the company gets
its work done in a way that mnim zes disruption to
t he residents and busi nesses of Chicago.

MR. KLECZYNSKI: And if | could make one nore
comment and kind of put it a little nore succinct,
coordi nate our workl oad better so all of that work
now happens within the guise of the | eadership
wi t hin Peoples Gas. So whether it's our operations
mai nt enance work or our AMRP work, we now have a
single coordinated effort of the workload and that
hel ps with that relationship.

COMM SSI ONER Mc CABE: If the merger with
W sconsin Energy is approved, how do you expect ANRP
management oversight to change?

MR. SCHROCK: Comm ssioner McCabe, | actually
anticipated that question.

COMM SSI ONER Mc CABE: How about that.

MR. SCHROCK: The fact is the organizati onal
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structure is still being devel oped by the WC Energy
Group and W sconsin Energy. | do not have any
additional insight into exactly who they intend to
put where.

There's two things | would say. I
know they're very interested. They have stated
publicly that they intend to bring |eadership to
Chicago to manage the busi nesses in Chicago, and
t hey have also made it very clear they fully intend
to support the project, to implement the project and
to i mpl ement the recommendati ons.

CHAI RMAN SHEAHAN:  Comm ssi oner del Valle.

COW SSI ONER del VALLE: Thank you, M. Chairman.

| have a couple of questions. The

audit findings that Peoples is roughly a year behind
schedul e, what's the priority? |Is the priority
getting this project conpleted on time or is it
ensuring recovery through the costs through the
rider?

MR. SCHROCK: Comm ssioner, it's certainly both.
Those are very inportant. | think our top priority

is the safety and reliability of the systemthat
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will take precedence over all else.

COVMM SSI ONER del VALLE: So getting it done on
time and addressing the safety issue?

MR. SCHROCK: And to be clear, we need to manage
safety every day and in the future, and that wl
al ways be our priority.

Havi ng said that, we expect to manage

the project and to conmplete it in a 20-year w ndow
t hat we tal ked about, and we'll fully expect that we
woul d get appropriate recovery for our costs doing
t hat, but safety and reliability are the things that
we worry about.

COVMM SSI ONER del VALLE: G ven that if the rates
continue to increase, what will the change in

approach mean?

MR. SCHOCK: | al ways worry about sounding a
little defensive here, but | mentioned sone things
earlier. There's some things in that report, the

Li berty report, that we don't agree with. W need
to have a good di al ogue around those issues. The
| eak rate is one of those things.

Our interpretation is we have been
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maki ng progress. Your question |I think could be
done in a more straightforward way. If we see risk
i ncreasing on the system |eak rates on the system
we need to address that inmmediately.

And |l et me ask John to comment a
little bit nore, because he's from operations, the
way we do that.

COVMM SSI ONER del VALLE: By the way, before you
do that, | understand sonme of these hits that have
occurred that the city's responsible for are not
your fault. | n devel oping the activity with the
wat er departnment, we see nore of those hits take
pl ace, so that increased coordi nati on becomes even
more i nportant.

MR. KLECZYNSKI: That's well said, Conm ssioner,
and that's why not only with the Chicago Depart ment
of Transportation, but with the Departnment of Water
management, too, we forged a relationship in terns
of trying to make sure our work does get
coordi nated, so we do encounter each other's
facilities at a significant rate.

As far as the leak rate, again, as
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Charl ey mentioned, it's one where | think we have a
little bit difference of opinion, so we |ook at what
has driven some of our |eaks, the hits, as well as
the effects of weather, when you |look at it from
t hat perspective, and just strictly leak totals you
m ght not see the inpacts of your program however,
| look at the weat her over the past two wi nters had
a profound affect on the system

The pipe we are tal king about
replacing, if we discount that and normalize our
weat her and thus normalize our |eaks, as well take
out effective hits, we see in the data a decline in
the | eak rate.

Now | do want to say though that
Li berty has recomended to us that we | ook at how we
prioritize our main replacement, and we have
recently made changes to our prioritization
met hodol ogy and think that that is going to have an
effect that Liberty has asked us to | ook at which is
to go after some of our highest risk pipe.

COVMM SSI ONER del VALLE: Now you i ndi cated

earlier that you are commtted to actions -- and
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pl ease correct me if |I'm not quoting you right --
commtted to actions with a general description
going in the direction of Liberty's recommendati ons.
|l s that accurate? Did | wite it down right?

MR. SCHROCK: Yes, you did. That was a quote
fromthe Liberty interimreport.

COMM SSI ONER del VALLE: But you are commtted --

MR. SCHROCK: Yes, sir.

COWMM SSI ONER del VALLE: -- to the action.

Looking at Staff reports and comments
made in the docket, is it your understandi ng that
t hese recommendati ons can be negoti ated without any
i nput from other stakehol ders and then inplemented
wi t hout Comm ssion approval ?

MR. SCHROCK: Comm ssioner, | need to address
your | ast question. | don't know the exact
oversight, but it would not be our intent to do this
i ndependently. We fully intend to work with
Li berty, with the Comm ssion Staff and stakehol ders
as we develop an inmplementation plan.

MR. BEYER: As far as how we are going to proceed

fromnow, it's Staff's preference that Liberty,
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Peopl es Gas and Staff work on the next two years of
the i nmplementation plan. It's not our intention to
invite other parties to participate in that. It's a
response from Peoples Gas to the recommendati ons
that Liberty's making and Staff participates in that
and reports to you on the progress. It's simlar to
our pipeline safety work where our pipeline safety
i nspectors go out and audit the books and records of
all the utilities. W do not have anyone
acconpanying us in that sort of work.

What we are trying to do now is
i mpl ement these recomendati ons, and, as we
mai nt ai ned during the merger case for the past
several months, it's our preference to keep this
program separate and out of the litigated arena,
So it's our fear that that could get del ayed.
Motions are fil ed. Parties are participating and it
woul d interfere with inplenmenting the
recommendati ons.

At the conclusion of the phase-in or
during the phase-in, if we have problens, for

example, if there's a difference between the
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company, and Liberty, and Staff as to what
recommendati ons can be inplemented and what can't,

if there's disagree there, we are going to bring
somet hing to you and that could turn into a docketed
case if we have to.

COMM SSI ONER del VALLE: Because | already heard
that there are some disagreenents.

MR. BEYER: You say frankly they don't agree with
all of them that's not uncommon and a | ot of times
we work that out, but if we can't work that out, we
will come before you.

COWMM SSI ONER del VALLE: You will come before us?

MR. BEYER: Yes.

COWMM SSI ONER del VALLE: Thank you.

CHAI RMAN SHEAHAN: Comm ssi oner Maye.

COWMM SSI ONER MAYE: Thank you, M. Chairman.

It's been made clear that there are sone

di sagreements with M. Beyer. That's not unconmon,
but do you agree there is an inability to put an
estimate on the cost of the progrant

MR. SCHROCK: | think the characterization that

M. Beyer made is accurate that we have not
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devel oped a conmprehensive nmodel to provide that sort
of estimate. The estimates that we did in the past
were based on a different approach and devel oping a
di fferent approach.

COWMM SSI ONER MAYE: My biggest issue here is that
| do whol eheartedly believe you have | ost the trust
of your consumers and your ratepayers, which | think
is a significant priority to gain back. MWhat is
your next step in doing that?

Let me follow that up with saying, and
| myself am a Peoples Gas ratepayer, but the
maj ority of your consumers they watch the news,
listen in the media, and know that you are
consi stently paying a cost, and your rates have been
increasing significantly and consistently over the
| ast few years for this program that now is not
where it's suppose to be and you can't tell how much
it's going to cost or how long it's suppose to go
on.

So what is your step in addressing our
concerns and how do you expect themto trust you?

MR. SCHROCK: Comm ssioner, it starts with
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communi cation and it starts with you, and the Staff,
and the Liberty report. May | make a coupl e of
comments in general ?

COMM SSI ONER MAYE: Pl ease.

MR. SCHROCK: One of the issues with devel oping a
| ong-term projection, a 20-year projection, is that
so many things change fromthe tinme you do the
projection to the time -- to the end of that 20-year
peri od.

In the first few years of the project
that's what we have seen. We have seen regul ation
changes. We have seen changes in what we think we
need to do froma safety standpoint on the
construction project.

So our view is that the best way to
manage the project is by managing it on a
proj ect-by-project basis over the next three-to-five
years getting a very good view of what that is and
managi ng those costs, because, frankly, any number |
put out from 20 years is likely to be wrong. You
can put a range around it, but you are still subject

to the changes that will occur over tinme, and
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actually Liberty in the report, fromthe bit that
|"ve reviewed, |ooks |like they understand that.

Now, on the other hand, they have will
back and offer us recommendations on how that
| ong-term cost could be used holistically to measure
and to influence some of the decisions we make al ong
the way, and that's a great insight that we intend
to i mpl ement and that's why we are putting together
t he model .

So just a couple of coments on the
cost and how we manage the project, and we do that
very carefully on the near term but the |longer term
view is something that at the noment we don't use in
our thinking.

COVMM SSI ONER MAYE: And | wunderstand that. I
think it's important though again that consunmers
have an understanding of that and that you try to
work to get ahead of that and deliver that
information to the consuners.

As | mentioned, |I'm one of your
rat epayers. So perhaps you need to work on a

communi cations plan with your consunmers to let them
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know what's going on.
MR. SCHROCK: And we agree with that.
CHAI RMAN SHEAHAN: Comm ssi oner Rosal es,
gquestions?

COMM SSI ONER ROSALES: Yes. From what | have

read in the report and what |I'm hearing today is
some times doesn't coincide. I n | ooki ng
specifically on Page 12 of the report, in the | ast

paragraph states that "Recently begun company
initiatives to address AMRP needs include
significant changes in cost of equity and
management. They do not as yet" -- |'m quoting
this -- "they do not as yet reflect a full
transition to the holistic approach that Liberty
recommends, " and that's fromthe Conm ssion's
perspective. This is very discouraging.

So the report concludes that an

accurate estimated cost of the AMRP is not possible.

That's what Comm ssi oner Maye has spoken about, but
followi ng up on Comm ssioner Maye's question, how
far along do you believe Peoples Gas is right now

and when will Peoples be capable of estimating the
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conpl eted cost with some basic |evel of professional
accuracy? | heard it's 20 years, and there's a
ot -- 1 just haven't heard an answer yet.

MR. SCHROCK: Comm ssioner, John Kleczynski will
respond to that.

MR. KLECZYNSKI : So, first off, | would say this
gets back to I think a couple of times of the term
"di sagreenments" that are out there. | want to maybe
dispel that a little bit.

So when you | ook at the draft's final
report we saw, | think we tallied 93 recommendati ons
from where we had already started noving forward for
the | ast several months on al most 60 of those, and
we were doing so under a pretty strict program or
project managenment approach, sonme of those do affect
customer recomrmendati ons Liberty nmade to us,

Comm ssioner, so we are nmoving forward on those.

As far as the cost nodel, that is one
of those reconmmendati ons that we are noving forward
on, so we have brought in an outside consultant to
hel p us pull that model together, and we anticipate

in the first juncture where we are going to need to
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report on our progress in Phase Il that we have a
cost model that we |Iike to come back and talk to you
about .

MR. SCHOTT: And | would like to clarify it's the
| ong-term cost model we are tal king about. We do
provide -- when we file our rate case, we provide a
forward-| ooking test year of which we forecast our
AMRP costs.

In addition, we have Rider Q P, which
we have to provide forward-|looking costs, so we do
provide that information. It's not a 20-year cost
as Charley tal ked about. There's probably --
20-year cost is a problematic, but we do have
current year price forecasts, and we do stick fairly
close to those, and that stays within the paraneters
of the legislation that tal ked about a 4 percent
annual rate increase, so we stay within those
paranmeters on a short-term basis. It's the
| ong-term 20 year forecast | think is what's at
i ssue here.

CHAI RMAN SHEAHAN: Comm ssi oner Rosal es, do you

have any others questions?
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ACTI NG COMM SSI ONER ROSALES: No, M. Chair man.
Thank you

CHAlI RMAN SHEAHAN: Thank you.

Any ot her followup questions fromthe

Conmmi ssioners?

COVMM SSI ONER del VALLE: | have.

CHAI RMAN SHEAHAN:  Comm ssi oner del Valle.

COVMM SSI ONER del VALLE: One | ast question going
back to the merger and the time frame here. The
recommendati ons and the negotiations that will take
place with Staff and Peoples will be done over what
period of time roughly?

MR. BEYER: We are going to begin that
i medi ately. We are already in Phase Il, and so as
soon as the report is released today and everybody
sees the final report, we will begin that.

COMM SSI ONER del VALLE: At what point do we see
that? | know some has already being inplenmented,
and you said that in the interimreport, but at what
poi nt do we say that the final report
recommendations are in the process of being

i mpl emented; therefore, they have already been
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agreed to?

MR. ANTONUK: Excuse me. The process we like to
see is an inmplementation plan which would set forth
t hose areas where there is disagreenment so we could
i mmedi ately work those out within weeks, and then
follow the inplenmentation plan, what we woul d be
doing is kind of |ooking quarterly. Our expectation
is that we are in the process where many of the
recommendati ons probably are already inmlemented.
Most should be inmplemented within what remai ns of
this year.

COVMM SSI ONER del VALLE: | guess what |'m getting
at is that is the merger affecting the
i mpl ementati on schedul e of the recomendati ons which
i ncludes reaching an agreenment, negoti ated agreenent
on the final recommendati on

MR. ANTONUK: From our perspective, no. It's
full speed ahead.

COVMM SSI ONER del VALLE: Can those
recommendati ons then be changed once the merger's
approved?

MR. SCHROCK: Comm ssioner, |I'll speak on behalf
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of Peoples Gas, and, as | indicated earlier, we are
not waiting for anything. W are |ooking at the
recommendations. We are devel opi ng appropriate
action plans, and we'll be working with Staff and
Li berty alone to do that.

Under any circunstances, if conditions
change that cause us to rethink a recommendati on,
we'll come back and talk to the Staff, and | can say
that with confidence without any inmpact fromthe
merger. That is the approach that we'll take.

MR. BEYER: | would add to that we are worKking
wi th Peopl es Gas. | don't know who's going to be
owni ng Peoples Gas in the near future. | don't know
who owns them now. | don't know who's headi ng them
| ater on, but we are going to be dealing with
Peoples Gas in the inmplementation of all of this,
whet her it's W sconsin Energy, it doesn't make any
difference to me. We are going to be working with
t he company. The conpany's responsibility for
i mpl ementing the recomnmendati ons, working with us to
present the plan, as John nmentioned, that we will

then review. We are going to keep working on that
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as efficiently as we can and report to you as
frequently as we can to |l et you know how that's
goi ng.

MR. SCHOTT: Would it help to provide a status of
t he merger approvals? Obviously, we are waiting for
approval. There's a statutory deadline of July 6th,
so that would occur.

M nnesota is the only other state that
hasn't approved. W understand W sconsin is going
to approve it tonmorrow, and M nnesota will approve
it probably in the next month or so, so the merger
will occur fairly soon and not likely before the
Septenmber 30th deadline if that hel ps.

COWMM SSI ONER del VALLE: Thank you.

MR. BEYER: May | offer one nmore thing. One of
the reasons we placed the interimLiberty report in
the record in the merger case was to alert al
parties involved, including Wsconsin Energy, as to
what we were | earning through the audit of AMRP, and
one of the goals is to proceed with no stops here as
to just smpothly move on, and, as | said, we are

going to |l ook to Peoples Gas to ensure that.
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CHAI RMAN SHEAHAN: Thank you.

Thi s concludes the Comm ssion's

presentation of the Liberty audit. The report
itself will be made public via the Comm ssion's
websi te.

| would like to thank Staff, Liberty
Consul ting, and representatives fromlIntegrys and
Peopl es for being here this morning.

The Comm ssioners take this matter
very seriously and we appreciate all of your efforts
in taking the time to appear before us today.

W t hout objection, the Comm ssion will
stand in recess for 10 m nutes. | will come back

and proceed with our regular bench session after the

br eak.
(A recess was taken.)
We stand in Order. The recess has
expired.
Movi ng onto our Public Utilities

Agenda, Items E-1 and 2 concern updates to two ConmEd
riders.

Are there any objections to
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considering these items together and not suspending

the filings?

(No response.)

Hearing none, the filings are not
suspended.

ltem E-3 involves ConEd's proposed
update to its General Services Agreenment. This item
will be held for disposition at a future Comm ssion
meeti ng.

Comm ssi oner McCabe.

COMM SSI ONER Mc CABE: Yes. | just want to ask

t he ALJs whet her Section 7-101 --
ACTI NG COMM SSI ONER ROSALES: | can't hear you,
Comm ssi oner McCabe.
COMM SSI ONER Mc CABE: |'m sorry. The mc's on
now.
Question to the ALJs. Does Section
7-101 of the Act need Comm ssion approval to

initiate a conpliance filing by an investigation?

JUDGE TEAGUE: Yes, it does. Generally you don't

need a hearing or an investigation under 7-101 to

approve a GSA. You only need a hearing or an
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i nvestigation to di sapprove a GSA.
COMM SSI ONER Mc CABE: Thank you.
CHAI RMAN SHEAHAN: Any further questions
concerning E-4?
(No response.)
' m sorry. E-3. All right.
Movi ng onto Item E-4, which concerns
ComEd' s Petition for Reconciliation of Revenues
Col | ected under Ri der UF.
Are there any objections to approving
t he proposed Order?
(No response.)
Hearing none, the Order is approved.
ltems E-5 and 6 are Applications for
Various Electric Installer Authority.
Are there any objections to
considering these items together and approving the
proposed Orders?

(No response.)

Hearing none, the Orders are approved.

ltem E-7 involves the dism ssal of a

conpl ai nt against Starion Energy.
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Are there any objections to granting
the parties' joint notion to dism ss?
(No response.)
Hearing none, the notion is granted
and the complaint is dismssed.
ltem E-8 is AGR s petition to cancel
its Certificate of Service Authority to Operate as
an Agent, Broker or Consultant ("ABC'), pursuant to
the Public Utilities Act.
Are there any objections to approving
t he proposed Order?
(No response.)
Hearing none, the Order is approved.
ltems E-9 through E-18 are Petitions
for the Confidential Treatment of Various Reports.
Are there any objections to
considering these items together and approving the
proposed Orders?
(No response.)
Heari ng none, the Orders are approved.
ltem G 1 is Prairie Point Energy's

petition requesting to withdraw the notion to Extend
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its protective Order.

Are there any objections to approving
the petition?

(No response.)

Heari ng none, the petition is
approved.

ltem G2 concerns Anmeren's petition
for approval of tariffs associated with a Small
Vol ume Transportation ("SVT") Program and a Request
for Oral Argument in this proceeding.

Ameren's petition will be held for
di sposition at a future neeting.

Is there any objection to granting the
Request for Oral Argunment?

(No response.)

Heari ng none, the Request for Oral
Argunment i s granted.

ltem G- 3 involves dism ssal of a
compl ai nt agai nst Peoples Gas as to billing charges
i n Chicago.

|s there any objection to granting the

parties' joint motion to dism ss?
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(No response.)

Hearing none, the notion is granted
and the conpl aint dism ssed.

ltem G4 is a Petition for
I nterl ocutory Review concerning Ameren's new and
Revi sed Tariffs for Natural Gas Delivery Service.

|, and a majority of the Comm ssion,
believe that as a procedural matter evidentiary
rul es are not appropriate in case managenment Orders.

The Comm ssion has an interest in
ensuring that the record in cases heard before it
are fully devel oped and contain the mpst accurate
and up-to-date testimony possi bl e.

However, nothing in our action today
should be interpreted as modi fying the Comm ssion's
past practice, rules, or governing statutes, and
ALJs are encouraged to continue to exercise their
good judgnment as to the adm ssibility of certain
evi dence offered during cases consistent with the
Comm ssion's rules, past practice, and state | aw.

Therefore, | nove that we grant the

petitioner's request to strike Section E of the Case
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Management Plan entitled "Updates to Cost of
Equity."
Is there a second?
COMM SSI ONER MAYE: Second.
CHAI RMAN SHEAHAN: |s there any other discussion?
Comm ssi oner M Cabe.

COVMM SSI ONER McCABE: Thank you. \While | respect
t he opinion of my colleagues, | found Staff's
response persuasive, including the argunment that it
is reasonable to have a date after which there can
be no further evidence presented based on
fluctuations of this cal cul ation. In this case that
date falls within the time period in which the
Comm ssion's rules prohibit the utility from
subm tting an update filing.

CHAI RMAN SHEAHAN: Comm ssi oner del Valle.

COVMM SSI ONER del VALLE: M. Chairman, to rule on
the interlocutory review in these specific matters,
in my opinion to m cromanage the discovery schedul e,
whi ch the rule grants the ALJ significant authority
and discretion to have the undeci ded effect of

encouragi ng parties to chall enge what are routine
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di scretionary decisions of the ALJ. For that
reason, | vote no.

CHAI RMAN SHEAHAN: Thank you. | would just
respond to that by saying that evidentiary rules are
not routine, and not scheduling, and not of the
nature that are typically found in a case managenment
Or der.

Granting the requested petition
doesn't change the Comm ssion's past practice rules
or governing statute, and | think you make it clear
that the ALJ should continue to use their good
judgment in evaluating the request to offer evidence
in the cases at all phases of the case.

| s there any other discussion?

COMM SSI ONER MAYE: M. Chairman, | just wanted
to add that | do not believe that the evidence is
shar ed. Essentially this is premature to put that
evidentiary piece in the case management Order is
premature, and it's not that | disagree that we
should not have a final date when additiona
evi dence should be led, and that is premature to

deal with it now in the case managenment phase.
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CHAI RMAN SHEAHAN:  Any ot her discussion?
(No response.)
Al'l those in favor of the motion, say
aye.
Opposed, say nay.
COMM SSI ONER del VALLE: No.
COMM SSI ONER Mc CABE: No.
CHAI RMAN SHEAHAN: The vote on the notion is 3 to
2 and the motion is adopted.
ltem G5 is XOOM Energy's Application
for Confidential Treatment of its Part 551 Financi al
Report.
Are there any objections to approving
t he proposed Order?
(No response.)
Hearing none, the Order is approved.
Item T-1 concerns Virgin Mobile's
Application requesting a Limted Designation as a
Wreless Eligible Tel ecommuni cations Carrier
("ETC"). | believe Comm ssioner del Valle has some
proposed edits. Comm ssi oner del Valle.

COW SSI ONER del VALLE: Thank you, M. Chairman.
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The edits begin on Page 20 of the Order. According
to the subheadi ng Condition No. 4 regarding the
condition that applicants seek an opinion fromthe
Il 1inois Department of Revenue.

The edits find that Condition 4 is not
necessarily because the Conm ssion understands that
Virgin Mobile has commtted to meet all applicable
E911 surcharges for all of its lifeline customers,
which is understood to be the practice of all
lifeline providers, and the Comm ssion can nonitor
this comm tment through the reporting requirenments
in Conditions 12 and 13. Virgin Mobile is, of
course, free to seek an opinion fromthe Depart ment
of Revenue.

| believe that certain charges do not
apply. The edits do not change the concl usion that
Virgin Mobile has satisfied the ETC designation
requi rements.

Wth that, | move the adoption of this
edit.

CHAI RMAN SHEAHAN: | will second the edits.

|s there any further discussion?
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(No response.)
Hearing none, we will nove on to vote.
Al'l of those in favor, say aye to
adopt the edits.
(Chorus of ayes.)
Opposed, say nay.
(No response.)
The edits pass on the principle
moti on, so we have the nmotion to amend. Now can we
have a vote on the amended Order
Al'l those in favor, say aye.
(Chorus of ayes.)
Opposed, say no.
(No response.)
The moti on passes 5 to 0O and the
Order, as anended, is approved.
ltem T-2 is an Order regarding the
wi t hdrawal of an Application for a Certificate of
Local I nterexchange Authority.
Are there any objections to approving
t he proposed Order?

(No response.)
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Hearing none, the Order is approved.

ltems T-3 through T-5 are Petitions
for Confidential Treatment of Various Reports.

Are there any objections to
considering these items together and entering the
proposed Order?

(No response.)

Hearing none, the Orders are entered.

Judge Kinbrel, do we have any other
matters to come before the Comm ssion today?
JUDGE KI MBREL: Not hi ng further, M. Chairman.
CHAI RMAN SHEAHAN: Do any of the Comm ssioners
have any other business to discuss this morning?
(No response.)
Hearing none, this nmeeting stands

adj ourned. Thank you.

(Wher eupon, the above matter

was adj ourned.)
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