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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Identification 2 

Q. Please state your name, address and position. 3 

A. My name is James C. Hoover.  My business address is Integrys Business Support, LLC, 4 

700 North Adams Street, P.O. Box 19002, Green Bay, WI 54307-9002.  I am the 5 

Assistant Vice President, Total Compensation for Integrys Energy Group, Inc.  The 6 

Peoples Gas Light and Coke Company (“Peoples Gas”) is a wholly-owned indirect 7 

subsidiary of Integrys Energy Group, Inc. (“Integrys”).  8 

B. Purpose of Testimony 9 

Q. What is the purpose of your testimony? 10 

A. My testimony will focus on the design structure of the Integrys 2011 Non-Executive 11 

Incentive Plan (“Peoples Gas incentive plan”).  Employees of Peoples Gas, as well as 12 

employees of Integrys Business Support, LLC (“IBS”), participate in the Integrys 2011 13 

Non-Executive Incentive Plan utilizing specific measures and targets designed for 14 

Peoples Gas.  IBS is a separate subsidiary of Integrys that provides services to Peoples 15 

Gas in the areas of Gas Supply, Gas Engineering, Customer Relations, shared services 16 

and corporate support.  The focus of this non-executive incentive pay plan differs from 17 

that of previous Peoples Gas incentive pay plans.  Significant changes have been made to 18 

the design of measurement criteria which now focus solely on the customer. 19 

C. Summary of Conclusions 20 

Q. Please summarize the conclusions of your direct testimony. 21 

A. The Peoples Gas incentive plan as redesigned is based only on metrics focused on 22 

providing benefits to customers in the form of reduced expenses, creating greater 23 

efficiencies in operations, increasing customer satisfaction and improving reliability.  In 24 
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designing the Peoples Gas incentive plan, Peoples Gas removed those aspects of its 25 

former non-executive incentive plan that the Illinois Commerce Commission 26 

(“Commission”) found not to be recoverable in Peoples Gas’ last rate case.  As designed, 27 

the Peoples Gas incentive plan can reasonably be expected to provide tangible net 28 

benefits to ratepayers so that the recovery of the costs for Peoples Gas’ incentive plan 29 

would be just and reasonable. 30 

 D. Itemized Attachments to Direct Testimony 31 

Q. Are you sponsoring any exhibits with your direct testimony? 32 

A. Yes, I am.  I am sponsoring one exhibit, PGL Exhibit 9.1, which is a copy of the 2011 33 

Integrys Non-Executive Incentive Plan.  There are Confidential and Public versions of 34 

this exhibit.  This exhibit will support the changes made to the Peoples Gas incentive plan 35 

for 2011. 36 

 E. Background and Experience 37 

Q. Please describe your educational and business experience. 38 

A. I received a bachelor’s degree in business from Oklahoma State University in 1972.  My 39 

professional experience in Human Resources (“HR”) covers a period of more than 30 40 

years with various companies.  My primary expertise and concentration of work in the 41 

HR area has been in global compensation and benefits design and administration. 42 

II. PEOPLES GAS’ 2011 NON-EXECUTIVE INCENTIVE PLAN 43 

Q. Please describe Peoples Gas’ compensation philosophy. 44 

A. Like most customer-focused businesses, including public utilities, Peoples Gas maintains 45 

compensation programs that are market-based so it can attract and retain a qualified and 46 

motivated work force.  We compete for quality employees in a market that includes 47 

regulated and non-regulated energy companies as well as non-energy firms.  Virtually all 48 
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firms with which Peoples Gas competes for quality employees offer incentive pay as a 49 

portion of total compensation.  Peoples Gas’ cash compensation goal is to pay our 50 

employees a total cash compensation package (base pay plus target incentive pay) that is 51 

anchored to market median levels, as compared to other energy industry companies.  52 

Peoples Gas defines the market median as the 50th percentile of competitive data as 53 

provided by Towers Watson consultants.  Towers Watson is an internationally recognized 54 

firm that specializes in both compensation and benefits consulting services. 55 

Q. Please describe how your compensation programs currently compare with similar 56 

companies. 57 

A. Our compensation programs are constantly reviewed against competitive data.  This 58 

review includes both market data and business objectives to assure our compensation 59 

programs will attract and retain a quality work force to serve our customers.  Base pay 60 

targets and annual incentive payout targets have been aligned with the 50th percentile 61 

median of comparable energy industry as well as general industry companies.  Stated 62 

another way, the combination of the base pay target plus annual target incentive payout 63 

brings the employee to the 50th percentile median of comparable energy industry and 64 

general industry companies. 65 

Q. If the Commission does not allow full recovery of incentive pay costs, why couldn’t 66 

Peoples Gas simply pay its employees exclusively through base pay?  67 

A. There are two reasons why Peoples Gas needs to use an incentive compensation package 68 

rather than pay employees exclusively through base pay.  First, offering only base pay 69 

plans without an incentive pay component would make it more difficult for Peoples Gas 70 

to attract the quality employees required to provide a level of service that our customers 71 

demand.  Indeed, surveys performed by Towers Watson have concluded that the majority 72 
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of companies extend their bonus programs deep into their organizations (i.e., at least to 73 

entry level professionals).  Second, including annual incentive plans in its compensation 74 

program enables Peoples Gas to offer competitive compensation packages that incent 75 

employees to improve service levels and reduce costs that impact the rates paid by 76 

customers.  The 2011 incentive plan design will focus employees on key goals and 77 

objectives that benefit our customers, as its design measure criteria will concentrate on 78 

cost containment and operational goals that are aligned with the interests of customers 79 

rather than financial measures that might be more aligned with the interests of 80 

shareholders. 81 

Q. Does a utility’s ability to attract and retain sufficient, qualified and motivated work force 82 

benefit customers? 83 

A. Absolutely.  Attracting and retaining a sufficient, qualified and motivated work force 84 

directly benefits customers, because it ensures there are enough highly proficient 85 

employees to perform needed customer work.  In addition, maintaining and improving 86 

the productivity and quality of work performed reduces overall costs to rate payers and 87 

improves customer satisfaction.  By retaining trained and experienced employees, 88 

Peoples Gas is able to avoid incurring the additional costs of hiring and training 89 

employees to replace workers who otherwise would choose to leave the company.  90 

Additionally, experienced employees who are familiar with Peoples Gas’ systems and 91 

equipment tend to be more efficient in their performance, further reducing the company’s 92 

operating and maintenance expenses and capital expenditures. 93 

Q. How is Peoples Gas planning to modify its current non-executive incentive plan design?   94 

A. Beginning with the 2011 non-executive incentive plan, we will continue to maintain a 95 

plan based on a scorecard of key measurement criteria which we believe are in our 96 
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customers’ best interests.  However, the measurement criteria are all operational, as we 97 

have eliminated financial-specific measures that have been critiqued by Commission 98 

Staff and other parties in previous dockets as primarily benefitting shareholders rather 99 

than customers.  Peoples Gas’ measures assess cost control via non-fuel Operations and 100 

Maintenance (“O&M”) expense-adjusted which is weighted at 50% of the total.1  In 101 

addition, customer service, system reliability and employee safety measurements are 102 

weighted at a combined 50% of the total.  The plan design will focus employees on 103 

metrics that benefit the customer.  The following is a high-level review of the plan 104 

design.  105 

Operational Measures  

Cost Control Non-fuel 
O&M Expense Adjusted  

Employee Safety-
OSHA-Recordable 
Incident Rates 

Customer 
Satisfaction Reliability 

50% 15% 15% 20% 

 106 

Q. What is the focus of these operational measures? 107 

A. Our operational measures are focused on improving services delivered to customers 108 

including cost control of expenses that impact their rates.  They are designed to motivate 109 

employees to maintain customer support at a high quality level and at competitive rates. 110 

Q. Please review the planned make up of Peoples Gas’ non-executive incentive plan.  111 

A. The 2011 incentive pay program will reward non-union employees on an annual basis for 112 

meeting pre-determined goals in a number of areas.  The following provides details on 113 

the four operational measures. 114 

                     
1 The "adjustments" to the O&M levels used for the incentive plan are based upon annual 
incentives, pre-tax impact of adjustments in earnings guidance, and costs recovered directly 
through regulatory trackers. 
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Operational 
Measure 

Description Weighting 

 
1. Cost Control 
 

 
Combined IBS and Integrys Utilities Non-
Fuel O&M Expense-Adjusted  
 

 
50% 

 
2.  System 

Reliability  
 
a. Reduction in % 

of Class 2 
outside gas  
leaks 

 
A Class 2 leak is a gas leak that is recognized 
as being non-hazardous at the time of 
detection, but justifies more frequent 
monitoring and scheduled repair based on 
probable future hazard.  The fewer the 
number of Class 2 gas leaks, the less 
exposure to a future risk.  There would also 
be some cost savings through the reduction 
in frequency of future required leak 
rechecks, if the leak was not eliminated by 
the repair(s).  
 

 
10% 

 
2. System 

Reliability 
  
b. Reduction in 

damages 
 

 
Reduction in overall damages caused by 
Peoples Gas crews as well as third party 
damage to Peoples Gas facilities as a 
percentage of the total number of locates 
received 

 
10% 

 
3. Employee 

Safety 
 

 
Based on reducing OSHA recordable injuries 
and illnesses 
 

 
15% 

 
4. Customer 

Satisfaction 

 
Based on improving customer satisfaction, a 
residential customer survey measures overall 
customer satisfaction in categories such as 
reliability, communications, corporate 
citizenship, price and value, billing and 
payment, customer and field service.  This 
measure compares Peoples Gas’ score 
against the Midwest regional utilities’ 
average score.  Peoples Gas’ previous year 
ratio is used as a starting point for goal 
setting.  Surveys will be conducted by J.D. 
Powers. 
 

 
15% 

 115 

Q. Who participates in the Peoples Gas incentive plan? 116 
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A. Participants in the Peoples Gas incentive plan include Peoples Gas non-union non-117 

executive employees, as well as employees of IBS.  Employees of IBS participate in the 118 

Peoples Gas incentive plan based on the proportion that IBS costs are allocated to 119 

Peoples Gas as well as on the cost control measure. 120 

Q. Can you explain why Peoples Gas redesigned the incentive pay component of its total 121 

cash compensation? 122 

A. Yes.  Peoples Gas’ non-executive incentive plans addressed by the Commission in 123 

previous rate cases contained design elements found not to be recoverable by the 124 

Commission because the Commission found that those elements primarily benefitted 125 

shareholders rather than customers.   While Peoples Gas respectfully disagrees with (and 126 

appealed) those conclusions by the Commission, Peoples Gas has removed the design 127 

elements with which the Commission previously had concerns from its new plan.  The 128 

previous “financial” measure (i.e., consolidated calculated net income), the consolidated 129 

calculated net income earnings governor and connection to affiliated company non-130 

financial performance have all been eliminated.  Peoples Gas’ 2011 non-executive 131 

incentive plan now focuses all of its measurement elements on goals that the Commission 132 

previously has found to benefit customers. 133 

Q. Can you briefly describe the measures from Peoples Gas’ previous plan that were 134 

criticized by Staff and found not to be recoverable by the Commission? 135 

A. Yes.  First, 50% of Peoples Gas’ previous incentive compensation plan was based upon 136 

the achievement of specified consolidated calculated net income targets for Peoples Gas’ 137 

parent company, Peoples Gas itself, Integrys’ combined regulated subsidiaries and 138 

affiliate Integrys Energy Services.  The Commission agreed with Staff’s argument that 139 

this component of incentive compensation would benefit shareholders primarily over 140 
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ratepayers. 141 

 Second, Peoples Gas’ previous incentive compensation plan included a consolidated 142 

calculated net income governor on the plan’s performance goals whereby any earned 143 

performance goal payouts would be reduced by 50% if a consolidated calculated net 144 

income threshold level was not reached by Integrys (Peoples Gas’ ultimate parent 145 

company).  In addition to the critique by Staff as to incentive compensation being tied to 146 

net income generally, Staff argued that this provision called into question the accuracy of 147 

test year forecasts for payouts to be at the 100% target level because the net income target 148 

had not been achieved in the past.   149 

 Third, Peoples Gas’ previous incentive compensation plan was based, in part, on non-150 

financial performance goals of Peoples Gas’ regulated and non-regulated affiliates, some 151 

of which operate in states other than Illinois.  The Commission agreed with Staff’s 152 

argument that no benefit to Illinois ratepayers could be demonstrated by the achievement 153 

of these affiliates’ goals. 154 

Q. Have each of these components from Peoples Gas’ previous incentive compensation plan 155 

have been eliminated from the 2011 Peoples Gas incentive plan? 156 

A. Yes, they have. 157 

Q. On what do you base your conclusion that the costs of 2011 Peoples Gas incentive plan 158 

are recoverable? 159 

A. As described above, the 2011 Peoples Gas incentive plan contains measures designed to 160 

provide net benefits to ratepayers by encouraging the achievement of operational goals 161 

focused on reducing costs and improving reliability and service.  These are goals that the 162 

Commission repeatedly has stated in its decisions a utility’s incentive compensation 163 
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should be designed to achieve in order to be recoverable.  For example, in In re Illinois 164 

Power Co., ICC Docket No. 01-0432 (Order Mar. 28, 2002) at 42-43, the Commission 165 

stated that incentive compensation expenses are recoverable where they reduce expenses 166 

and create greater efficiencies in operations so it “can reasonably be expected to provide 167 

net benefits to ratepayers.”  The Commission reaffirmed this standard in Commonwealth 168 

Edison’s 2005 rate case, allowing the recovery of expenses for components of an 169 

incentive plan based on achieving operational goals related to reliability and reducing 170 

O&M and capital expenses.  In re Commonwealth Edison Co., ICC Docket No. 05-0597 171 

(Order July 26, 2006) at 95-96.  In particular, the Commission stated that the component 172 

of Commonwealth Edison’s plan based on O&M and capital expenses “meets the 173 

Commission’s standard of reducing expenses and creating greater efficiencies in 174 

operations,” and that “[l]owering O&M expenses, all else being equal, has the obvious 175 

effect of reducing the expenses to be recovered in future rate cases.”  Id.  Also, in a rate 176 

case brought by Consumers Illinois Water Company, the Commission allowed recovery 177 

of costs for an incentive compensation plan similar to the 2011 Peoples Gas incentive 178 

plan that was based on achieving improved customer service, system safety and cost 179 

reduction goals.  Consumers Illinois Water Company, ICC Docket No. 03-0403 (Order 180 

Apr. 13, 2004) at 15.  Further, Peoples Gas’ 2011 incentive plan includes operational 181 

goals which the Commission specifically has expressed that it would like to see achieved, 182 

such as reduction in system leaks.  See In re North Shore Gas Co., et al., ICC Docket 183 

Nos. 09-0166/09-0167 Cons. (Order Jan. 21, 2010) at 58 (listing “reduction in system 184 

leaks” as one of the “operational goals that the Commission would like to see achieved”).  185 

It was with such past decisions and directions of the Commission in mind that Peoples 186 

Gas designed its 2011 incentive plan. 187 
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Q. Do you have any additional comments on the recovery of the incentive pay costs? 188 

A. Yes.  As with all incentive based compensation plans, there is no guarantee to this pay-at-189 

risk compensation component, as it is totally reliant on company performance and only 190 

paid if performance levels are met or exceeded.  If payment is guaranteed, then there 191 

would be no incentive for employees to meet the goals designated by the employer.  The 192 

goals contained in Peoples Gas’ incentive plan are reasonably attainable, however.  193 

Moreover, if the Commission disallows recovery of these expenditures and the 194 

disallowed amounts continue to grow, it will potentially impact our service levels.  195 

Peoples Gas may ultimately have to go to a more fixed-expense basis for compensation in 196 

the form of increased base salaries in order to be competitive.  This would put us at a 197 

disadvantage in a market where incentive pay-at-risk programs are prevalent.  The 198 

opportunity to earn pay-at-risk is critical in order to maintain a competitive position in the 199 

marketplace and to attract and retain the highly proficient employees necessary to 200 

perform needed customer work.  Peoples Gas’ total cash compensation design is targeted 201 

to meet the energy industry and the general industry market median compensation rates.  202 

This includes base salary and incentive pay at target performance levels.  These are 203 

prudent expenditures that allow Peoples Gas to continue customer-expected service levels 204 

and to maintain competitive rates.   205 

Q. Does this conclude your testimony? 206 

A. Yes, it does. 207 


