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I. WITNESS IDENTIFICATION AND BACKGROUND 1 

Q. Please state your name and business address. 2 

A. Craig L. Blanchette, 1000 South Schuyler Avenue, Kankakee, Illinois, 60901. 3 

Q. Are you the same Craig L. Blanchette that previously provided direct testimony in 4 

this matter? 5 

A. Yes, I am.   6 

II. PURPOSE OF TESTIMONY 7 

Q.  What is the purpose of your rebuttal testimony in this proceeding? 8 

A. The purpose of my rebuttal testimony is to respond, on behalf of Aqua Illinois (“Aqua” or 9 

“the Company”) to the direct testimony of the Illinois Commerce Commission (“ICC”) 10 

Staff witnesses recommending disallowances for certain compensation expenses.   11 

IV. AQUA’S COMPENSATION PACKAGE 12 

Q. Staff witness Jones proposes an adjustment to Aqua’s 2011 Annual Management 13 

Improvement and Employee Recognition Plan (“MIP”) incentive compensation 14 

expenses.  (Jones Dir., Staff Ex. 1.0 14:313-17:374).  Do you agree with this 15 

adjustment?  16 

A. No, I respectfully disagree with Ms. Jones’ proposed adjustment.  Ms. Jones expresses 17 

concern regarding the probability of payouts under the plan.  Aqua has a consistent 18 

record of making incentive compensation payments to employees that participate in and 19 

meet the identified incentive compensation program objectives.  Over the past six years, 20 

Aqua has paid incentive compensation awards averaging 93% of the annual budgeted 21 

amount for such costs.  As I described in direct testimony, incentive compensation 22 

programs are integral to recruiting and retaining qualified personnel.  Aqua incurs 23 
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incentive compensation costs every year.  Just like any other cost included in Aqua’s 24 

proposed Test Year (i.e., chemical, electric and base expenses), actual incentive 25 

compensation costs may fluctuate after the Commission enters an Order in this 26 

proceeding.  Consequently, while Aqua disagrees with Ms. Jones’ proposed disallowance 27 

related to incentive compensation costs, at a minimum, these costs should be allowed to 28 

be recovered consistent with Aqua’s historical experience.  Thus, should the Commission 29 

determine that a disallowance is warranted related to the Company’s MIP, such a 30 

disallowance should be no more than 7% of the budgeted test year amount. 31 

Q. Does Staff witness Jones identify any other concerns regarding Aqua’s proposed 32 

MIP expenses?  33 

A. Yes, Ms. Jones expresses concern over language in the MIP that allows the Company to 34 

decrease a participant’s award based on “other factors” that are undefined.  Id., 16:343-35 

17:374.  Under the MIP, an individual participant’s award could be decreased based on 36 

other factors, but an individual participant’s award is just as likely to increase by 37 

achieving other factors.  Such factors are listed in the participant’s individual objectives, 38 

which are focused on providing benefits to ratepayers, as detailed in the MIP. 39 

Q. Does Ms. Jones’ claim support an argument for disallowance? 40 

A. No.  Aqua has an excellent history of drafting and approving participant performance 41 

objectives that benefit the customer.  No party in this proceeding claims otherwise.  42 

Based on prior Commission decisions and discussions with Staff, the Company has made 43 

significant changes to its incentive compensation plan to ensure that awards are tied 44 

directly to an employee’s actions which lead to customer benefits as opposed to financial 45 

objectives.  There is no evidence, written or otherwise, to suggest that the Company has 46 
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any intention of awarding incentive compensation to participants on anything but 47 

customer-centered objectives. 48 

Q. What outcome would result if the Company followed Staff’s position?  49 

A. In essence, Staff is recommending that the Company not have an incentive compensation 50 

package that rewards participants for exemplary performance that, for whatever reason, 51 

may not be specifically listed in their objectives.  Conversely, removing the possibility of 52 

a decrease in an individual’s award based on a failure to perform, even if the failed 53 

objective is not stated in the plan, may unfairly reward employees that have somehow 54 

failed the Company and/or the Customer.  I don’t believe that such a policy is reasonable. 55 

Q. Does the MIP and Employee Recognition Plan help Aqua attract and retain quality 56 

individuals? 57 

A. Absolutely.  As I previously, noted, Aqua competes for qualified and talented personnel 58 

to manage and operate its water and sewer systems.  Incentive compensation programs 59 

like the MIP have been designed to attract qualified personnel and relied upon to ensure 60 

the Company can compete with municipalities and other industries seeking the same 61 

personnel.  In short, Aqua’s MIP is key part of a compensation package which attracts 62 

qualified personnel and allows Aqua to retain such employees.  Having qualified 63 

personnel motivated to meet incentive goals clearly provides benefits to our customers.   64 

  Aqua’s MIP and Employee Recognition Plan afford the Company a mechanism in 65 

attracting and retaining qualified individuals in the water industry, individuals who are 66 

confident in their abilities and are willing to stake their compensation on performance.  67 

As the only utility industry whose product is ingested by customers, it is imperative that 68 

Aqua continue to attract and retain quality individuals capable of meeting the 69 
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expectations of the Company and our customers.  Offering incentive compensation for 70 

exemplary performance is a critical component in creating employment packages that 71 

interest prospective employees. 72 

Q. Is the 2011 MIP, with key adjustments to address concerns raised by Commission 73 

Staff in Docket No. 10-0194, essentially the same plan as the 2009 Annual Cash 74 

Incentive Compensation Plan? 75 

A.   Yes.  The 2011 MIP is simply a modification of the 2009 Annual Cash Incentive 76 

Compensation Plan.  The Company’s sole motivation for modifying the existing plan 77 

generates from Staff concerns raised in Docket 10-0194.  The Company maintains that 78 

those concerns have been addressed in the 2011 MIP. In addition, the MIP terms and 79 

conditions were drafted to better align with other incentive compensation plans that have 80 

been allowed by the Commission in past rate proceedings.  81 

Q. Has the Commission approved incentive compensation in prior Aqua cases? 82 

A. Yes.  Aqua has received recovery for incentive compensation expenses in Dockets 03-83 

0403 and 04-0442.  Like the MIP here, in those cases the incentive compensation 84 

payments were based on performance objectives. 85 

Q. Based on the information presented, do you believe that an adjustment disallowing 86 

the full $150,696 in incentive compensation is appropriate? 87 

A. No, I do not.  Staff has provided language in direct testimony that reinforces the 88 

Commission’s stance related to incentive compensation, stating that expenses are 89 

recoverable in rates only if the utility demonstrates tangible benefits to the rate payer.   90 

The Company maintains that it has fulfilled this evidentiary burden related to the MIP, as 91 

reflected in my direct testimony. See Aqua Exs. 1.5 and 1.6.  Further, Staff’s concern 92 
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over the probability of payout of incentive compensation expense is unjustified.  Aqua 93 

has consistently incurred annual expenses related to the payment of incentive 94 

compensation awards for many years.  While the Company disagrees with any 95 

adjustment in incentive compensation, it maintains that any adjustment based on 96 

probability of payout should be made on historical payouts made by the Company, as 97 

described herein. 98 

VI. CONCLUSION 99 

Q. Does this conclude your testimony? 100 

A.  Yes, it does. 101 


