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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. James C. Hoover, Integrys Energy Group, Inc. (“Integrys”). 700 North Adams Street, 4 

Green Bay, Wisconsin, 54307-9001. 5 

Q. By whom and in what capacity are you employed? 6 

A. I am the Director - Compensation of Integrys.  Integrys is the parent corporation of 7 

Peoples Energy Corporation, which in turn is the parent corporation of The Peoples Gas 8 

Light and Coke Company (“Peoples Gas”) and North Shore Gas Company (“North 9 

Shore”) (together, “the Utilities”).  (Integrys also has other direct and indirect 10 

subsidiaries.) 11 

B. Purpose of Testimony 12 

Q. What is the purpose of your Rebuttal Testimony in this proceeding? 13 

A. The purpose of my Rebuttal Testimony is to respond to the respective Direct Testimony 14 

of Illinois Commerce Commission (the “Commission”) Staff (“Staff”) witness Bonita 15 

Pearce and “GCI”1 witness David Effron on their proposed disallowances of incentive 16 

compensation program expenses. 17 

C. Summary of Conclusions 18 

Q. Please summarize the conclusions of your Rebuttal Testimony. 19 

A. In brief, Staff witness Ms. Pearce’s and GCI witness Mr. Effron’s respective proposals to 20 

disallow incentive compensation program expenses should be rejected.  The incentive 21 

                                                 
1  The Illinois Attorney General’s Office (the “AG”), the Citizens Utility Board (“CUB”),and the City of 

Chicago (the “City”) (collectively “GCI”) jointly submitted the testimony of three witnesses, including Mr. Effron.  
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compensation plans are prudently and reasonably designed in order to attract and retain a 22 

sufficient, qualified, and motivated work force.  Moreover, substantial portions of the 23 

payouts under the plans are based on criteria that directly benefit customers under the 24 

standards that Staff cites. 25 

D. Background and Experience 26 

Q. What are your duties in your position with Integrys? 27 

A. My position is responsible for the overall management of compensation program design 28 

and administration for Integrys and all its subsidiaries.  29 

Q. Please summarize your professional experience. 30 

A. My professional experience in Human Resources (“HR”) covers a period of over 25 years 31 

with various companies.  My primary expertise and concentration in the HR area has 32 

been in compensation and benefits design and administration 33 

Q. Please summarize your educational background. 34 

A. I received a bachelor’s degree in business from Oklahoma State University in 1972. 35 

II. INCENTIVE COMPENSATION 36 

Q. Staff witness Ms. Pearce, on pages 6-18 of her Direct Testimony and in her 37 

Schedules 2.2P and 2.2N, proposes adjustments to operating expenses and rate base to 38 

deny Peoples Gas and North Shore recovery of incentive compensation program costs 39 

(including the associated payroll taxes).  What is your understanding of Ms. Pearce’s 40 

rationale for her proposed incentive compensation adjustments? 41 

A. As I understand her testimony, her primary argument is that all incentive compensation 42 

program expenses should be disallowed because, in her view: “The Plans are largely 43 
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dependent upon financial goals of the Companies that benefit shareholders but not 44 

ratepayers.”  (Staff Ex. 2.0, 7:148-149) 45 

Her fall-back argument is that: “In the future, the goals of the Plans may not be 46 

met and thus the Companies would incur no cost.”  (Staff Ex. 2.0, 7:150-151)  She also, 47 

as to the latter point, points to the fact that Peoples Gas and North Shore did not pay 48 

incentive compensation to officers in 2006 (Staff Ex. 2.0, 13:287-293) and professes that 49 

her concerns are “exacerbated” because of uncertainty she feels is caused by Integrys 50 

becoming the parent company of Peoples Energy Corporation, which in turn is the parent 51 

of Peoples Gas and North Shore (Staff Ex. 2.0, 13:295-14:321). 52 

Q. What role do incentive compensation plans play in employee compensation at the 53 

Utilities? 54 

A. The Utilities and other large businesses seek to design employee compensation in order 55 

to attract and retain a sufficient, qualified, and motivated work force.  Incentive 56 

compensation programs are a common method to help achieve those objectives.  The 57 

Utilities compete in the labor market with other utilities and other businesses that offer 58 

incentive compensation.  For these reasons, among others, the costs of such programs are 59 

prudent and reasonable costs of doing business for a large utility. 60 

Q. Does a utility’s attracting and retaining a sufficient, qualified, and motivated work force 61 

benefit the utility’s customers? 62 

A. Yes.  A utility’s attracting and retaining a sufficient, qualified, and motivated work force 63 

benefits its customers, by making sure there are enough employees to perform needed 64 
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work, by maintaining and improving the productivity and quality of work, and by 65 

reducing the expenses associated with recruiting and training new employees. 66 

Q. Did Ms. Pearce offer any testimony on whether the Utilities’ incentive compensation 67 

programs or payouts were prudent and reasonable from a human resources management 68 

perspective? 69 

A. No, she did not.  Nor did Mr. Effron or any other Staff or intervenor witness. 70 

Q. On pages 7 to 8 of her Direct Testimony, Ms. Pearce discusses the fiscal year 2006 Team 71 

Incentive Award (“TIA”) Plan.  To which Peoples Gas and North Shore employees did 72 

the 2006 TIA Plan apply?  73 

A. The 2006 TIA plan applied only to non-officer, non-union employees, as noted in the 74 

Utilities’ response to Staff data request BAP-4.09. 75 

Q. Were the performance measures for the fiscal year 2006 TIA plan tied solely to 76 

“financial” measures, as Ms. Pearce uses the term “financial”? 77 

A. No, Ms. Pearce herself acknowledges that there were both “financial” and “operational” 78 

measures for the plan as to fiscal year 2006 as she uses those terms.  The operational 79 

measures (using that terminology) were 45% of the measures,  The operational 80 

performance measures consisted of a 25% weighting for controlling operations and 81 

maintenance expenses (excluding environmental costs recovered through Rider 11 and 82 

the provision for uncollectible accounts) and a 20% weighting for customer satisfaction 83 

criteria (10% based on the number of calls to the call centers and 10% based on the 84 

ranking of the Utilities’ gas charge rates filed each month compared to the gas charge 85 
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rates of six other Illinois Utilities).2  These measures were independent; they did not 86 

depend on the results of the “financial” measures.  Ms. Kallas, in her Rebuttal Testimony, 87 

discusses the amounts accrued and paid out, including the amounts related to the 88 

operational measures, under the 2006 TIA plan. 89 

Q. On page 8 of her Direct Testimony, Ms. Pearce refers to the fiscal year 2006 Individual 90 

Performance Bonus (“IPB”) Plan.  To which Peoples Gas and North Shore employees did 91 

the 2006 IPB plan apply? 92 

A. The 2006 IPB plan applied only to non-officer, non-union employees, as noted in the 93 

Utilities’ response to Staff data request BAP-4.09.  94 

Q. How were payouts determined under the fiscal year 2006 IPB plan? 95 

A. The awards were discretionary and not tied to any formula, as Ms. Pearce notes.  As the 96 

Utilities’ response to Staff data request BAP-10.02 further explains, each division’s 97 

senior management, with input and direction from their managing staff, was responsible 98 

for calculating and awarding the IPB to their own employees. 99 

As the name of the plan suggests, the IPB plan awards were based on the 100 

employee’s individual performance.  They were not based on the financial performance 101 

of the Utilities.  Also, the pool for the IPB plan awards was a fixed amount, regardless of 102 

the Utilities’ financial performance.  103 

                                                 
2  The cost control measure is described further under the heading “Gas Distribution - Responsibility Costs” 

on page 2 of 12 of the attachment to the response to Staff data request BAP 10.01.  The customer satisfaction criteria 
are described further in that document on pages 7 and 8 of 12 under the heading “Gas Distribution - Customer 
Satisfaction”.    
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Q. On pages 9 to 10 of her Direct Testimony, Ms. Pearce discusses the fiscal year 2006 104 

Short-term Incentive Compensation (“STIC”) Plan.  To which Peoples Gas and North 105 

Shore employees did the 2006 STIC Plan apply?  106 

A. The 2006 STIC Plan applied to Peoples Gas’ senior management as is reflected in the 107 

Utilities’ responses to Staff data requests BAP-4.09 and 10.03.  (The latter response notes 108 

that the 2006 STIC Plan accruals were reversed because there were not payouts for that 109 

year, for unusual reasons that are not expected to reoccur.)  110 

Q. How did the performance measures for the fiscal year 2006 STIC Plan compare to those 111 

of the fiscal year 2006 TIA Plan? 112 

A. The two plans had the same performance measures, which I have discussed above. 113 

Q. Parts of Ms. Pearce’s proposed adjustments are based on fiscal year 2006 officers’ 114 

incentive compensation and bonuses charged by an affiliate to Peoples Gas and North 115 

Shore.  (Staff Ex. 2.0, Schedule 2.2P, page 2, lines 12-13, and Schedule 2.2N, page 2, 116 

lines 12-13)  Were the performance measures for those incentive compensation programs 117 

tied solely to financial measures?  118 

A. No.  In general, although there was some variation as to some officers, 37.5% of the 119 

performance measures were operational, i.e., 25% of the performance measures were 120 

based on controlling corporate cost center controllable costs and 12.5% were based on the 121 

effectiveness of internal controls, with no payout on that measure if there was a material 122 

weakness.3 123 

                                                 
3  The cost control measure is described further under the heading “Corporate - Responsibility Costs” on 

page 2 of 12 of the attachment to the response to Staff data request BAP 10.01.  The effective intermal controls 
measure  is described further in that document on page 6 of 12 under the heading “Corporate - Internal Controls”.    
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Q. On pages 10 to 11 of her Direct Testimony, Ms. Pearce discusses long-term incentives, 124 

i.e., restricted stock and performance shares, covered by the 2004 incentive compensation 125 

plan, and parts of her proposed adjustments relate to the associated expenses (Staff 126 

Ex. 2.0, Schedule 2.22P, page 2, lines 4, 5, and 14, and Schedule 2.2N, page 2, lines 4 127 

and 5.  Are these also expenses charged by an affiliate to Peoples Gas and North Shore? 128 

A. Yes.  They are charges from Peoples Energy Corporation to Peoples Gas and North 129 

Shore. 130 

Q. Please describe the referenced restricted stock program.  131 

A. Key management level employees and executives of Peoples Energy Corporation were 132 

eligible to receive restricted stock grants generally each year under the plan.  In 133 

determining these long-term incentive grants, the grants were first aligned with market 134 

competitive practices, and they also factored in business operations and current results.  135 

Restricted stock vesting was based on a 20% rate per year so that full vesting occurred at 136 

the end of five years.  Thus, the restricted stock grants were based primarily on providing 137 

a competitive compensation package. 138 

Q. Please describe the referenced performance shares program. 139 

A. Performance shares have specific performance components.  The performance measures 140 

utilized for performance shares were Three Year Average Return on Equity and 141 

Annualized Three Year Total Shareholder Return relative to peer companies. 142 

Q. When were restricted stock and performance shares most recently provided? 143 
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A. Equity grants were most recently provided to eligible executives and managers in 144 

October 2005, the first month of fiscal year 2006.  No grants were given in Fall 2006, 145 

because of the pending Integrys - Peoples Energy transaction, which since has closed. 146 

Q. Should any of the Peoples Gas and North Shore incentive compensation program 147 

expenses that Ms. Pearce proposes to disallow be excluded from the revenue requirement 148 

on the ground that they are based on what she refers to as financial measures? 149 

A. No.  As I stated earlier, the programs are the product of careful decisions about what 150 

types and levels of incentive compensation are needed in order to attract and retain a 151 

sufficient, qualified, and motivated work force, and these expenses are prudent and 152 

reasonable costs of doing business. 153 

In addition, while Ms. Pearce’s testimony recognizes that there are distinctions, 154 

her proposed adjustments incorrectly paint all of the expenses with the same “financial” 155 

brush.  As shown above, substantial, specified portions of the expenses are targeted and 156 

paid out or otherwise determined based on independent measures that are not “financial” 157 

measures but rather are “operational measures” that are connected with benefiting 158 

customers, such as customer satisfaction and controlling costs.  Accordingly, in the 159 

alternative, Ms. Pearce’s proposed adjustments to Peoples Gas’ and North Shore’s 160 

incentive compensation plan expenses should be reduced to permit recovery of: (1) 45% 161 

of the expenses associated with the 2006 TIA and STIC Plan “operational” measures, 162 

(2) all expenses of the 2006 IPB Plan, and (3) 37.5% of the 2006 charged affiliate officers 163 

incentive compensation and bonuses.  Recovery of the restricted stock expenses also 164 

should be allowed because their primary driver is not “financial”. 165 
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Q. Should any of the Peoples Gas and North Shore incentive compensation program 166 

expenses that Ms. Pearce proposes to disallow be excluded from the revenue requirement 167 

on the alternative ground that there is uncertainty about future payouts? 168 

A. No.  The history of payouts negates the stated hypothetical concern.  For example, the 169 

Peoples Gas payouts under the TIA Plan related to fiscal years 2004, 2005, and 2006 170 

were $1,680,418, $2,293,590, and $1,502,584, and the North Shore payouts under the 171 

TIA Plan related to those years were $140,253, $215,961, and $155,231, respectively.  172 

Moreover, the fact that Integrys became the parent of Peoples Energy does not justify or 173 

“exacerbate” Ms. Pearce’s stated concern. 174 

Q. What is Integrys overall compensation philosophy since closing of the transaction with  175 

Peoples Energy Corporation earlier in the year? 176 

A. Like most businesses, utilities, and even governmental agencies, Integrys establishes 177 

compensation programs, which are market-based so it can attract and retain quality and 178 

high performing employees.  We compete for quality employees in a market that includes 179 

regulated and non-regulated energy companies as well as non-energy firms.  In the next 180 

few years, we will see more and more employees being eligible to retire.  Therefore, it is 181 

critical that our compensation plans be competitive both in terms of structure and 182 

compensation levels.  Integrys uses data supplied by Towers Perrin Consultants to meet 183 

this objective.  Towers Perrin is a nationally recognized large firm that specializes in both 184 

compensation and benefits consulting services. 185 

Q. Please describe the incentive compensation plan approval process used by Integrys for 186 

2007. 187 
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A. The annual incentive plan for Integrys executives is approved by the Compensation 188 

Committee of the Integrys Board of Directors.  A similar plan for non-executive 189 

employees of Integrys is approved for use by the Integrys President & Chief Executive 190 

Officer.  The incentive plan for non-executive employees utilizes the same performance 191 

measures as that used for executives.  This approach has been taken so that employees 192 

and their executives have the same priorities and are compensated for the same 193 

achievements.  194 

Q. Please describe the performance measures and weightings used in the incentive 195 

compensation plans for Integrys for 2007. 196 

A. An additive scorecard system with results unique to each business unit is used in which 197 

performance against each measure is assessed, weighted and added together to determine 198 

the final payout.  Failure to achieve a satisfactory result on one measure will not preclude 199 

payout from another measure. 200 

Non-financial measures included customer value, system reliability, customer 201 

rates, employee safety, and diversity.  The financial measure was net income.  202 

Non-executive plan participants have a 50% weighting on non-financial measures and 203 

50% on the financial measure.  Executives generally have a 75% weighting on the 204 

financial measure but also have unique annual incentive award payout modifiers tied to 205 

special performance measurement criteria associated with the Peoples Energy 206 

Corporation transaction.   207 

A brief explanation of each measure is provided below for 2007 performance year 208 

which will be applied to each business unit. 209 
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Performance Measure Explanation 
Customer Value Measures customer survey results as compared to a peer 

set of regional utilities including Nicor and NIPSCO. 
System Reliability Measures company’s ability to deliver quality services by 

reducing frequency and duration of planned and 
unplanned interruptions.  For only WPSC Energy 
Projects and Energy Supply Operations, System 
Reliability is replaced with a Market Effectiveness 
measure relating to energy prices and earnings based on 
actual plant operations versus operations if available at 
100% of the time. 

Customer Rates Measures customer rates charged by the company as 
compared to peer group of regional utility companies 
including Nicor, Ameren–Cilco/Illinois Power. 

Employee Safety Measures lost time injury frequency and costs as 
compared to budget. 

Employee Diversity Measures women and minorities hired/promoted as 
compared to all individuals hired/promoted. 

Forward Book Value 
Growth (does not apply to 
Peoples Gas & North Shore)

Measures economic value of non-regulated business unit 
portfolio results. 

Net Income Measures net income from operations based on after-tax 
earnings as compared to budget by business unit. 

Q. GCI witness Mr. Effron on pages 25-26 of his Direct Testimony and in his 210 

Schedule C-2’s proposes to deny Peoples Gas and North Shore recovery of $2,615,000 211 

and $282,000 of incentive compensation program expenses, respectively.  What is your 212 

understanding of Mr. Effron’s rationale for his proposed adjustments? 213 

A. Mr. Effron states that it is his understanding that the Commission has generally 214 

disallowed recovery incentive compensation expenses except where the utility has 215 

demonstrated that the plan has reduced expenses and created greater efficiencies in 216 

operations, and he states that the Utilities have not proven that the plans here can 217 

reasonably be expected to do so. 218 

Q. What is your understanding of the correctness of Mr. Effron’s characterization of past 219 

Commission decisions? 220 
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A. The Utilities will address this subject in briefing, but it is my understanding that the 221 

Commission has allowed recovery of incentive compensation where there were other 222 

performance measures such as customer focus, diversity, and reliability.  In any event, I 223 

believe that the Commission should approve all of the requested recovery of incentive 224 

compensation expenses, because they are prudent and reasonable.  However, as I 225 

indicated above, in the alternative, I believe that the Commission should approve 226 

recovery of all of the requested “non-financial” expenses. 227 

Q. Does this conclude your Rebuttal Testimony? 228 

A. Yes. 229 


