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I. INTRODUCTION AND BACKGROUND 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Noreen E. Cleary.  My business address is Integrys Energy Group, Inc., 130 4 

East Randolph Street, Chicago, Illinois 60601. 5 

Q. Are you the same Noreen E. Cleary who submitted direct testimony on behalf of 6 

The Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas 7 

Company (“North Shore”) (together, “the Utilities”) in these consolidated dockets? 8 

A. Yes. 9 

B. Purpose of Rebuttal Testimony 10 

Q. What is the purpose of your rebuttal testimony in this proceeding? 11 

A. The purpose of my rebuttal testimony is to respond to some of the issues raised in the 12 

direct testimony of Illinois Commerce Commission (the “Commission” or “ICC”) Staff 13 

witness Mike Ostrander, Illinois Attorney General (“AG”) witness Michael L. Brosch, 14 

and Citizens Utility Board/City of Chicago (“CUB-City”) witness Ralph C. Smith related 15 

to Peoples Gas’ and North Shore’s incentive compensation plans.  I also address 16 

Mr. Ostrander’s proposed adjustments related to executive “perquisites” and non-union 17 

base pay practices. 18 

C. Summary of Conclusions 19 

Q. Please summarize the conclusions of your rebuttal testimony. 20 

A. I conclude the following: 21 
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1. While the Utilities do not agree with and reserve the right to contest similar 22 

disallowances sought in future rate cases or other proceedings, they will not contest 23 

Staff witness Mr. Ostrander’s proposal to disallow $3,850,000 out of $4,444,000 of 24 

Peoples Gas’ and $623,000 out of $723,000 of North Shore’s Executive Incentive 25 

Compensation Plan costs (operating expenses) in acknowledgment of how similar 26 

plan costs have been treated by the Commission and in an effort to narrow the issues 27 

in these rate cases.  CUB-City witness Mr. Smith seeks a similar disallowance, but 28 

the dollar amount of his proposed disallowance is incorrect based on (a) starting with 29 

the wrong dollar amount for Executive Incentive Compensation Plan costs, and (b) 30 

using an incorrect percentage to determine the performance goals based on 31 

achievements of Peoples Gas and North Shore affiliates. 32 

2. While Staff witnesses have not proposed any disallowance for the costs of the 33 

Utilities’ Non-Executive Incentive Compensation Plan operating expenses, both 34 

CUB-City witness Mr. Smith and AG witness Mr. Brosch propose disallowing 50% 35 

of these costs that are based on the Operations and Maintenance (“O&M”) cost-36 

control metric in that plan.  My rebuttal testimony explains why such a disallowance 37 

should not be approved, as well as the fact that both witnesses use the wrong dollar 38 

figure for the expenses related to the Utilities’ Non-Executive Incentive 39 

Compensation Plan. 40 

3. While the Utilities do not agree with and reserve the right to contest similar 41 

disallowances sought in future rate cases or other proceedings, as represented in their 42 

data request responses, they will not contest the proposals of Staff witness Mr. 43 

Ostrander, CUB-City witness Mr. Smith and AG witness Mr. Brosch to disallow 44 
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Peoples Gas’ and North Shore’s Omnibus Incentive Compensation Plan (equity/stock 45 

plans) expenses of $1,240,000 and $189,000, respectively, in acknowledgment of 46 

how similar plan costs have been treated by the Commission and in an effort to 47 

narrow the issues in these rate cases. 48 

4. While the Utilities do not agree with and reserve the right to contest similar 49 

disallowances sought in future rate cases or other proceedings, they will not contest 50 

Staff witness Mr. Ostrander’s proposal to disallow the costs for Peoples Gas’ and 51 

North Shore’s executive “perquisites” in the amounts of $64,000 and $13,000, 52 

respectively, in acknowledgment of how similar plan costs have been treated by the 53 

Commission and in an effort to narrow the issues in these rate cases. 54 

5. Staff witness Mr. Ostrander’s proposal to reduce Peoples Gas’ and North Shore’s 55 

Non-Union Base Wage Increases should not be allowed.  The increases are prudent, 56 

realistic and based on the market cost of labor, and thus should not be reduced.  57 

D. Itemized Attachments to Testimony 58 

Q. Are you sponsoring any exhibits? 59 

A. Yes.  I am sponsoring the following exhibits:  60 

●  NS-PGL Exhibit 30.1 – Response to Data Request PGL JMO 19.02, with Attach 01 61 

●  NS-PGL Exhibit 30.2 – Response to Data Request NS JMO 19.03, with Attach 01  62 

● NS-PGL Exhibit 30.3 – Responses to Data Request PGL JMO 1.14 and NS JMO 1.14 63 

II. INCENTIVE COMPENSATION 64 

 A. Executive Incentive Compensation Plan 65 

Q. Staff witness Mr. Ostrander proposes to disallow $3,850,000 out of $4,444,000 and 66 

$623,000 out of $723,000 of the Executive Incentive Compensation Plan costs related 67 
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to Peoples Gas and North Shore, respectively.  (Ostrander Dir., Staff Ex. 3.0, 5:87 –68 

9:179).  What is your response to Mr. Ostrander’s proposal? 69 

A. It is the Utilities’ belief that the costs for their Executive Incentive Compensation Plan 70 

are prudent and reasonable as part of their total cash compensation costs (base pay plus 71 

incentive pay) for their executives that are targeted to the energy company market.  72 

Peoples Gas’ and North Shore’s Executive Incentive Compensation Plans are not 73 

excessive, and fulfill the Utilities’ need for a portion of their executive employees’ 74 

overall compensation to be incentive based.  The Executive Incentive Plan supports the 75 

Utilities’ philosophy to establish total compensation programs that are market-based so 76 

they can attract and retain highly qualified and motivated employees, including 77 

executives.  Such a Plan allows the Utilities to be competitive in the labor market and, as 78 

a result, is prudent.  Also, having qualified and motivated employees benefits customers.  79 

Further, increased earnings per share can be the result of lower operating costs which 80 

result in benefits to customers, and sharing of best practices among Integrys’ utilities on a 81 

corporate level directly benefits ratepayers here in Illinois. 82 

 The Utilities, however, acknowledge that the Commission previously has ruled 83 

that similar costs for incentive compensation plans are not recoverable, particularly costs 84 

related to financial metrics such as earnings per share.  Accordingly, without any waiver 85 

of their right to assert these arguments and otherwise contest such disallowances in future 86 

rate cases or other proceedings, Peoples Gas and North Shore will not contest the 87 

disallowances proposed by Staff witness Mr. Ostrander to their Executive Incentive 88 

Compensation Plan expenses. 89 
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Q. Has any other witness proposed a similar disallowance?  What is your response to 90 

that proposal? 91 

A. Yes.  CUB-City witness Mr. Smith proposes similar disallowances to the costs for the 92 

Utilities’ Executive Incentive Compensation Plan.  (Smith Dir., CUB-City Ex. 1.0 at 93 

97:3055 – 99:3103; CUB-City Ex. 1.2 at 17 (North Shore); CUB-City Ex. 1.3 at 17 94 

(Peoples Gas))  The dollar amounts of Mr. Smith’s proposed disallowances, however, are 95 

incorrect for two reasons. 96 

 First, Mr. Smith’s testimony is based on incorrect dollar amounts for the operating 97 

expenses associated with the Utilities’ Executive Incentive Compensation Plan and Non-98 

Executive Incentive Compensation Plan.  The chart on page 68 of Mr. Smith’s testimony 99 

wrongly lists the Executive Incentive Compensation Plan costs for Peoples Gas and 100 

North Shore as $486,829 and $55,885, respectively.  As set forth in Peoples Gas’ data 101 

request response PGL JMO 19.02 Attach 01 (attached hereto as NS-PGL Ex. 29.1, page 102 

2, col. (D)) and North Shore’s data request response NS JMO 19.03 Attach 01 (attached 103 

hereto as NS-PGL Ex. 29.2, page 2, col. (D)), the correct amounts of Peoples Gas’ and 104 

North Shore’s Executive Incentive Compensation Plan costs are $4,443,768 and 105 

$723,207, respectively. 106 

 Second, Mr. Smith relied upon ratios of IBS1 incentive compensation expense for 107 

the Executive Incentive Compensation Plan to the total Executive Incentive 108 

Compensation Plan cost from the Utilities’ last rate cases rather than calculating this ratio 109 

based on the current information provided for the test year in the present rate cases.  110 

Thus, Mr. Smith wrongly applied a ratio of 73% to the 30% of Executive Incentive 111 

                                                 
1  “IBS” refers to Integrys Business Support, LLC, which is Integrys’ centralized service company. 
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Compensation Plan costs related to operational measures (see CUB-City Ex. 1.2 at page 112 

17 n.3; CUB-City Ex. 1.3 at page 17 n.3), rather than 11% for Peoples Gas and 8% for 113 

North Shore as calculated by Staff witness Mr. Ostrander (Ostrander Dir., Staff Ex. 3.0 at 114 

8:127-132).  The ratios applied by Staff witness Mr. Ostrander are correct and should be 115 

used by the Commission in determining this component of the disallowance. 116 

 Accordingly, in applying this disallowance, the Commission should use the 117 

analysis and amounts set forth in Staff witness Mr. Ostrander’s direct testimony. 118 

Q. Has AG witness Mr. Brosch proposed any disallowance of costs for the Utilities’ 119 

Executive Incentive Compensation Plan? 120 

A. Not exactly.  Mr. Brosch does not propose a particular disallowance based on the terms 121 

of the Executive Incentive Compensation Plan.  Mr. Brosch proposes a disallowance of 122 

50% for the entire “2013 Annual Incentive Plan” costs listed in column c of data request 123 

responses PGL JMO 15.01 Attach 01, page 2 and NS JMO 15.02 Attach 01, page 2 based 124 

on his arguments against recovery of costs related to the O&M cost-control metric in the 125 

Non-Executive Incentive Compensation Plan.  These total “2013 Annual Incentive Plan” 126 

costs, however, include the costs for both the Executive Incentive Compensation Plan and 127 

the Non-Executive Incentive Compensation Plan.  The correct breakdown of these costs 128 

for each plan are shown on exhibits NS-PGL Ex. 29.1 and NS-PGL Ex. 29.2.  Thus, 129 

while Mr. Brosch’s testimony technically seeks a disallowance for a portion of the costs 130 

for the Executive Incentive Compensation Plan, that testimony is based on his incorrect 131 

belief that they are costs related to the Non-Executive Incentive Compensation Plan, and 132 

thus should be rejected.  The reasons for rejecting Mr. Brosch’s proposed disallowance as 133 

to the costs of the Non-Executive Incentive Compensation Plan are addressed in the 134 
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following section.  As discussed above, any disallowance of costs for the Utilities’ 135 

Executive Incentive Compensation Plan should be based on the testimony of Staff 136 

witness Mr. Ostrander. 137 

B. Non-Executive Incentive Compensation Plan 138 

Q. Do any Staff witnesses propose disallowances to Peoples Gas’ and North Shore’s 139 

Non-Executive Incentive Compensation Plan expenses? 140 

A. No.  Staff has not proposed any disallowances to the Utilities’ Non-Executive Incentive 141 

Compensation Plan costs. 142 

Q. Do the witnesses for the AG and CUB-City propose disallowances to Peoples Gas’ 143 

and North Shore’s Non-Executive Incentive Compensation Plan expenses? 144 

A. Yes.  Both CUB-City witness Mr. Smith (Smith Dir., CUB-City Ex. 1.0 at 69:1960-1966; 145 

CUB-City Ex. 1.2 at 17 (North Shore); CUB-City Ex. 1.3 at 17 (Peoples Gas)) and AG 146 

witness Mr. Brosch (Brosch Dir., AG Ex. 1.0 at 27:577 – 32:707; AG Ex. 1.3, Sched. C-5 147 

(Peoples Gas); AG Ex. 1.4, Sched. C-5 (North Shore)) propose disallowing the expenses 148 

related to the O&M cost control metric of the Utilities’ Non-Executive Incentive 149 

Compensation Plan, which comprise 50% of the plan’s costs.  In the Utilities’ Non-150 

Executive Incentive Compensation Plan, there is a 50% weighting placed on a cost 151 

control measure that requires the meeting of certain levels of combined IBS and Integrys 152 

Utilities FERC-based non-fuel O&M expense.  The threshold level against which 153 

performance in this metric is to be measured was set against the budget developed and 154 

submitted as part of the 2013 test year numbers to be examined by the Commission in the 155 

context of this rate case.   156 
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Q. Are the CUB-City and AG witnesses’ proposed disallowances based on the correct 157 

dollar amount for the expenses of the Utilities’ Non-Executive Incentive 158 

Compensation Plan? 159 

A. No.  Neither Mr. Smith nor Mr. Brosch base their analysis on the correct dollar amount 160 

for the Utilities’ Non-Executive Incentive Compensation Plan expenses.  Mr. Smith 161 

wrongly uses $9,721,092 for Peoples Gas’ and $1,545,464 for North Shore’s costs for the 162 

Non-Executive Incentive Compensation Plan, and bases his proposed disallowances on 163 

50% of those amounts.  (Smith Dir., CUB-City Ex. 1.0 at 68:1923, 69:1960-1966; CUB-164 

City Ex. 1.2 at 17 (North Shore); CUB-City Ex. 1.3 at 17 (Peoples Gas)).  Mr. Brosch 165 

wrongly uses $10,207,000 for Peoples Gas’ and $1,602,000 for North Shore’s costs for 166 

the Non-Executive Incentive Compensation Plan, and bases his proposed disallowances 167 

on 50% of those amounts.  (Brosch Dir., AG Ex. 1.0 at 27:577 – 32:707; AG Ex. 1.3, 168 

Sched. C-5 (Peoples Gas); AG Ex. 1.4, Sched. C-5 (North Shore)).  As identified in 169 

Peoples Gas’ data request response PGL JMO 19.02 Attach 01 (attached hereto as NS-170 

PGL Ex. 29.1, page 2, col. (C)) and North Shore’s data request response NS JMO 19.03 171 

Attach 01 (attached hereto as NS-PGL Ex. 29.2, page 2, col. (C)), the correct amounts of 172 

Peoples Gas’ and North Shore’s Non-Executive Incentive Compensation Plan costs are 173 

$5,764,152 and $878,142, respectively.  Accordingly, any consideration of CUB-City’s 174 

and the AG’s proposals should be based on these correct amounts for the Utilities’ Non-175 

Executive Incentive Compensation Plan costs. 176 

Q.  What is your response to CUB-City witness Mr. Smith’s purported basis for his 177 

proposal to disallow costs related to the Utilities’ Non-Executive Incentive 178 

Compensation Plan O&M cost control metric? 179 
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A.  Mr. Smith’s proposed disallowance of costs related to the O&M cost control metric in the 180 

Non-Executive Incentive Compensation Plan is based solely on his statement that it is 181 

“consistent” with how the non-executive incentive plan costs at issue in the Utilities’ 182 

previous rate cases, In re North Shore Gas Co., et al., ICC Docket Nos. 11-0280/11-0281 183 

Cons. (Order Jan. 10, 2012) (“Peoples Gas 2011”), were treated.  (See Smith Dir., CUB-184 

City Ex. 1.0 at 69:1960-1970)  Mr. Smith does not provide any independent testimony or 185 

basis for such a disallowance, but rather, merely quotes at length from the Commission’s 186 

final Order in Peoples Gas 2011.  (See id. at 69:1972 – 75:2206)  This approach fails to 187 

address the fact that the Commission’s basis for disallowing costs related to the Utilities’ 188 

O&M cost control metric in Peoples Gas 2011 was based solely on the failure in that 189 

case “to establish in evidence [a] sufficient showing of ratepayer benefit” from that 190 

metric.  (Smith Dir., CUB-City Ex. 1.0 at 75:2199-2206, quoting Peoples Gas 2011 at 191 

57)  As I discussed in my direct testimony, while Peoples Gas 2011 was decided before 192 

the O&M cost control metric had any performance history, here it has been in place for 193 

over a year, thus allowing the Utilities to present additional evidence demonstrating 194 

direct customer benefits from this metric that was not available to the Commission in 195 

Peoples Gas 2011.  For example, Peoples Gas was able to beat its goal for Total Non-fuel 196 

O&M Expense Adjusted by $22.8 million in 2011, resulting in an amount of Total Non-197 

fuel O&M Expense Adjusted that was approximately $2.8 million less than the amount of 198 

those costs in the previous year.  Likewise, North Shore was able to beat its goal for Total 199 

Non-fuel O&M Expense Adjusted by $1.7 million in 2011, resulting in an amount of 200 

Total Non-fuel O&M Expense Adjusted that was approximately $1.1 million less than 201 

the amount of that expense in the previous year. 202 
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 Furthermore, as I also stated in my direct testimony, the Commission’s decision in 203 

Peoples Gas 2011 denying recovery of the costs related to this metric appears to be an 204 

aberration with respect to the Commission’s long-standing treatment of incentive 205 

compensation plan metrics that are designed to control or reduce O&M costs.  Indeed, in 206 

the rate case Peoples Gas filed in 2007, the Commission allowed recovery of costs 207 

associated with an incentive compensation plan “based on controlling O&M expenses,” 208 

stating that “we consider this as beneficial to ratepayers.” In re North Shore Gas Co., et 209 

al., ICC Docket Nos. 07-0241/07-0242 Cons. (Order Feb. 4, 2008) (“Peoples Gas 2007”) 210 

at pp. 66-67.  Similarly, in Commonwealth Edison Company’s (“ComEd”) 2005 rate 211 

case, the Commission allowed the recovery of expenses for a component of ComEd’s 212 

incentive compensation plan based on controlling O&M and capital expenses, stating that 213 

such a metric “meets the Commission’s standard of reducing expenses and creating 214 

greater efficiencies in operations,” and that “[l]owering O&M expenses, all else being 215 

equal, has the obvious effect of reducing the expenses to be recovered in future rate 216 

cases.”  In re Commonwealth Edison Co., ICC Docket No. 05-0597 (Order July 26, 2006) 217 

at pp. 95-96 (“ComEd 2005”).2  Again, in Consumers Illinois Water Company, ICC 218 

Docket No. 03-0403 (Order Apr. 13, 2004) at pp. 14-15, a case often-cited by the 219 

Commission as establishing the standard for recovery of incentive compensation costs, 220 

the Commission approved the recovery of Consumers Illinois Water Company’s 221 

                                                 
2 Accord In re Commonwealth Edison Co., ICC Docket No. 07-0566 (Order September 10, 2008) at 54-55, 61 
(approving recovery of costs for portions of incentive plan identical to those approved in ICC Docket No. 05-0597); 
In re Commonwealth Edison Co., ICC Docket No. 10-0467 (Order May 24, 2011) at 60-65 (“ComEd 2010”) 
(approving 100% recovery of a ComEd incentive compensation plan based, in part, on an O&M expense metric to 
which Staff had withdrawn all its proposed disallowances). 
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incentive compensation expenses which included a metric for “maintaining or reducing 222 

operating costs at or below budgeted levels.”3 223 

 Based on the specific evidence presented as to how the O&M cost control metric 224 

in the Utilities’ Non-Executive Incentive Compensation Plan benefits customers and the 225 

Commission’s long-standing treatment of costs associated with such metrics, the 226 

Commission should deny Mr. Smith’s proposed disallowance and approve the recovery 227 

of the Utilities’ costs associated with the Integrys Non-Executive Incentive 228 

Compensation Plan’s O&M cost control metric in this proceeding. 229 

Q.  Does Mr. Smith’s testimony contain any statements inconsistent with his proposed 230 

disallowance that support the recovery of the Utilities’ costs for the O&M cost 231 

control metric? 232 

A. Yes, there are two such instances.  First, Mr. Smith quotes at length from the 233 

Commission’s final Order in Peoples Gas 2007.  The material Mr. Smith quotes includes 234 

the Commission’s analysis of the Utilities’ then-existent “TIA Plan,” which the 235 

Commission concluded benefited customers because it incentivized the control of O&M 236 

costs: 237 

This Plan applies to non-officer employees.  As to its 238 
particulars, the Utilities’ surrebuttal testimony effectively 239 
disputes Staff’s claim that controlling O&M expenses 240 
should not count.  It further shows that in the 2006 test year 241 
the aggregate actual O&M expenses were about $11 242 
million below budget.  Under the Plan, 25% of the 243 
measures were based on controlling these very expenses 244 
and we consider this as beneficial to ratepayers. 245 

                                                 
3 Accord In re Aqua Illinois, Inc., ICC Docket No. 04-0442 (Order April 20, 2005) at 21-22 (approving recovery of 
costs for incentive plan similar to the plan approved in ICC Docket No. 03-0403). 
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(Smith Dir., CUB-City Ex. 1.0 at 92:2898 – 93:2905, quoting Peoples Gas 2007 at 66)  246 

This analysis is equally applicable to O&M cost control metric of the Utilities’ Non-247 

Executive Incentive Compensation Plan at issue here, and thus supports the rejection of 248 

Mr. Smith’s proposed disallowance of these costs. 249 

 Second, Mr. Smith’s testimony includes the following statement:  “The 250 

achievement of goals such as . . . cost containment are at least arguably in the interest of 251 

ratepayers.”  (Smith Dir., CUB-City Ex. 1.0 at 97:3059-3061)  This statement further 252 

undermines Mr. Smith’s proposal to disallow the costs for the O&M cost control metric 253 

in the Utilities’ Non-Executive Incentive Compensation Plan.  The O&M cost control 254 

metric in the Utilities’ incentive plan works to encourage the Utilities’ employees to 255 

contain costs; employees receive payouts under this metric only if the O&M costs are at 256 

or below budgeted levels.  This benefits customers by, all else being equal, reducing the 257 

costs of service that must be recovered from customers in future rate cases. 258 

Q.  What is your response to AG witness Mr. Brosch’s purported basis for his proposal 259 

to disallow costs related to the Utilities’ Non-Executive Incentive Compensation 260 

Plan O&M cost control metric? 261 

A. Mr. Brosch asserts that the costs related to the O&M cost control metric should be 262 

disallowed because the Utilities have not shown that customers will benefit from O&M 263 

costs being controlled or reduced relative to the forecasted level of O&M expenses, based 264 

on the inability of the Utilities to show a direct link to particular dollars in specific line 265 

items of the forecasted test year O&M and the cost control metric.  (Brosch Dir., AG Ex. 266 

1.0 at 29:623 – 31:688)  Much of Mr. Brosch’s argument is based on the fact that the 267 

Utilities’ rate cases are based on a future test year, and thus forecasted expense amounts 268 
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rather than actual expense levels used in the incentive plans are used for ratemaking 269 

purposes.  The Commission rules allow for the use of a future test year (see 83 Ill. 270 

Admin. Code § 287.20(b)), however, which necessarily require the use of forecasted 271 

rather than actual expense levels.  In essence, therefore, Mr. Brosch’s argument is against 272 

the use of a future test year for determining incentive compensation costs, an argument 273 

that must be rejected because it is contrary to the Commission’s rules. 274 

 Mr. Brosch attempts to rely upon the fact that the Utilities have forecasted higher 275 

O&M expenses in the 2013 test year at issue in these rate cases as proof that the O&M 276 

cost control does not benefit customers, and that this refutes my direct testimony that 277 

when costs are reduced or controlled in one year, that reduction or control carries through 278 

to the basis used in planning the following years’ budgets.  (Brosch Dir., AG Ex. 1.0 at 279 

31:680-688)  The Commission concluded in ComEd 2005 that expenses for incentive 280 

compensation metrics that encourage O&M cost control benefit customers because 281 

“[l]owering O&M expenses, all else being equal, has the obvious effect of reducing the 282 

expenses to be recovered in future rate cases.”  ComEd 2005 at pp. 95-96.  Mr. Brosch’s 283 

conclusion ignores the fact that there have been other changes occurring at the Utilities 284 

that are driving the forecasted O&M higher – namely, forecasted growth and costs based 285 

on the Accelerated Main Replacement Program and compliance activities which are 286 

addressed by other witnesses.  This is not a situation, therefore, where “everything else” 287 

has remained equal.  Further, as I testified in my direct testimony, the amount of O&M 288 

costs budgeted for the 2013 test year at issue in these rate cases likely would have been 289 

even higher in the absence of the O&M cost control metric.   290 
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Finally, Mr. Brosch asserts that the Utilities cannot demonstrate any benefit to 291 

their customers because the O&M metric is based on an analysis combining expenses 292 

from all Integrys utility subsidiaries and IBS.  This assertion, however, is unfounded and 293 

refuted by the evidence I submitted in my direct testimony and discussed above (supra at 294 

p. 9) that after the implementation of the O&M cost control metric, both Peoples Gas and 295 

North Shore were able to lower their levels of Total Non-fuel O&M Expense Adjusted 296 

below the goals set in the incentive plan for 2011, as well as versus the previous year’s 297 

levels for such costs.   298 

 Accordingly, recovery of the costs for the O&M cost control metric in the 299 

Utilities’ Non-Executive Incentive Compensation Plan is supported by prior Commission 300 

decisions and standards for the recovery of incentive compensation costs.  The 301 

Commission thus should reject Mr. Brosch’s proposed disallowance of these costs. 302 

Q. Is there anything further you wish to discuss with respect to Mr. Brosch’s direct 303 

testimony? 304 

A. Yes.  Mr. Brosch attempts to support his proposal for a one-half percent per year 305 

productivity disallowance by comparing the costs related to the O&M cost control metric 306 

to what he believes should be the minimum expense savings they support (no less than 307 

half), and then comparing those presumed minimum cost savings to Total O&M Expense 308 

to represent what he believes to be “annual achievable savings” that are “within 309 

management control.”  (Brosch Dir., AG Ex. 1.0 at 32:722 – 33:744)  Because Mr. 310 

Brosch uses the incorrect amount attributable to the Non-Executive Incentive 311 

Compensation Plan as discussed above, however, the results of his analysis are inflated.  312 

Contrary to Mr. Brosch’s testimony, the costs estimated for Peoples Gas that are driven 313 
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by O&M cost savings achievement are only $2.88 million, not the “more than $5 million” 314 

asserted by Mr. Brosch.  Based on his assumptions, this would mean expected expense 315 

savings of $5.76 million a year, which is only 1.66% – not 3% – of Peoples Gas’ 316 

proposed Total O&M Expenses of $346 million in the test year.  In other words,  317 

Mr. Brosch’s error exaggerated the result of this analysis by almost 100%.  318 

 C. Omnibus Incentive Compensation Plan (Equity/Stock Plans) 319 

Q. Staff witness Mr. Ostrander (Ostrander Dir., Staff Ex. 3.0, 9:180 – 11:203), CUB-320 

City witness Mr. Smith (Smith Dir., CUB-City Ex. 1.0, 99:3090 – 105:3255), and AG 321 

witness Mr. Brosch (Brosch Dir., AG Ex. 1.0, 32:712-721) propose to disallow 100% 322 

($1,240,000 for Peoples Gas and $189,000 for North Shore) of the Utilities’ costs for 323 

their Omnibus Incentive Compensation Plan, which consists of three separate 324 

equity/stock plans.  How do you respond to these proposals? 325 

A. It is the Utilities’ belief that the stock plans that comprise a portion of the Omnibus 326 

Incentive Compensation Plan are designed to attract and retain a qualified and motivated 327 

workforce and are an important piece of the overall total compensation package.  Without 328 

these stock plans, the Utilities’ compensation would not be competitive given that their 329 

competitors, both energy and non-energy companies, offer compensation packages that 330 

include stock plans in addition to base pay and incentive pay.  Moreover, the long-term 331 

incentive provided by these stock plans help the Utilities maintain a steady and 332 

experienced executive team that is extremely beneficial to the successful operation of a 333 

regulated utility, which inures to the benefit of customers. 334 

 The Utilities, however, acknowledge the Commission’s rulings on these incentive 335 

compensation costs in their two previous rate cases.  Thus, as represented in their 336 
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response to data request PGL AG 8.17, without any waiver of their right to assert these 337 

arguments or otherwise contest these disallowances in future rate cases or other 338 

proceedings, the Utilities do not contest these proposed disallowances of their costs for 339 

the Omnibus Incentive Compensation Plan. 340 

III. EXECUTIVE “PERQUISITES” 341 

Q. Staff witness Mr. Ostrander (Ostrander Dir., Staff Ex. 3.0, 17:331 – 18:354) 342 

proposes the disallowance of the costs for what he terms executive “perquisites” 343 

(i.e., reimbursements for annual physicals, life insurance, and flexible allowances to 344 

cover financial planning, tax planning and office equipment) in the amount of 345 

$64,000 for Peoples Gas and $13,000 for North Shore.  What is your response to this 346 

proposal?  347 

A. The Utilities believe that these costs should be recoverable as prudent and reasonable 348 

costs that are part of the overall compensation package offered to their executives in 349 

order to be competitive with what their market competitors, both energy and non-energy 350 

companies, offer their executives.  The Utilities, however, acknowledge that the 351 

Commission previously has ruled that similar compensation costs are not recoverable, 352 

including in their 2007 rate cases.  Accordingly, without any waiver of their right to 353 

assert these arguments and otherwise contest such disallowances in future rate cases or 354 

other proceedings, Peoples Gas and North Shore will not contest the disallowances 355 

proposed by Staff witness Mr. Ostrander to these particular executive compensation 356 

expenses. 357 
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IV. STAFF’S PROPOSED ADJUSTMENT TO REDUCE 358 
NON-UNION BASE WAGE INCREASES 359 

Q. Staff witness Mr. Ostrander proposes to reduce the rate bases and operating 360 

expenses of Peoples Gas and North Shore to reflect increases in test year 2013 non-361 

union base wages at an amount calculated using a median forecast of the Consumer 362 

Price Index for the period 2012-2016 of 2.28% rather than currently forecast 363 

3.45%.  (Ostrander Dir., Staff Ex. 3.0, 12:235 – 14:284).  Should Mr. Ostrander’s 364 

proposal be approved? 365 

A. The Commission should not accept his proposal.  Mr. Ostrander’s adjustments, calculated 366 

using a median forecast of the Consumer Price Index (“CPI”) for the 2012-2016 period of 367 

2.28%, is not realistic and an inappropriate application of the CPI (let alone a five year 368 

forecast for CPI).   369 

Q.  How did the Utilities calculate the test year non-union base wages and why was their 370 

approach appropriate? 371 

A. Peoples Gas and North Shore calculated their projected annual increase percentages using 372 

market data provided by the World At Work 2012-2013 Salary Budget Survey, as well as 373 

their own observations as to compensation trends in the utility industry and with input 374 

from Towers Watson consultants.  The World At Work Salary Budget Survey is a well-375 

known compensation tool that reports results of annually surveyed information on 376 

planned increases for the following budget year.  It uses information submitted by 377 

corporations in all industries and reported in the aggregate to assist in corporate salary 378 

budget planning.  The World At Work survey is an appropriate source of data for the 379 

Utilities to use as a basis for their wage base increases because it is tied to the market and 380 

supports the Utilities’ compensation philosophy of paying their employees at the market 381 
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median.  The survey results published predict that utility companies will be giving salary 382 

increases in the high 2% range (2.9%) in 2013.  Based on that information, a general 383 

wage increase component of 2.6% was forecasted to cover annual salary increases.  384 

Additionally, two separate pools of funds will be used to provide additional discrete pay 385 

increases to particular individual employees.   386 

 The first pool of funds, comprised of an amount equal to .40% of total non-union 387 

wages, has been budgeted to provide additional discrete pay increases to employees who 388 

will be promoted (i.e., to cover the differential in pay for an employee who receives a 389 

promotion to a position with a higher market-based rate of pay relative to that employee’s 390 

previous position at the company).  According to the World At Work survey, it is a 391 

common market practice to budget for promotions in this manner.   392 

 The second pool of funds, consisting of an amount equal to .45% of total non-393 

union wages, has been budgeted to provide additional discrete pay increases to 394 

employees who demonstrate exemplary performance (i.e., a Regular Non-union 395 

employee who receives an exemplary performance review during the performance review 396 

period may receive a discrete, set amount of pay increase from this pool in addition to 397 

that employee’s general wage increase equal to 2.6% of his or her current wage level).  398 

The World At Work survey reveals that top-performers have been receiving overall pay 399 

increases closer to the 4% range, and the Utilities have created this arrangement in order 400 

to meet that market compensation level for their top performers. 401 

Q. With respect to the .40% promotional and .45% merit-based wage increase pools, is 402 

it the Utilities’ expectation that the entire amounts of these funds will be used to 403 

grant promotional and merit-based pay increases in the 2013 test year? 404 
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A. Yes.  Both Peoples Gas and North Shore expect those funds to be completely used to 405 

grant promotional and merit-based pay increases. 406 

Q. What is your response to Mr. Ostrander’s testimony concerning the Utilities’ actual 407 

wage increases for 2011 and 2012 have not been as high as forecasted (Ostrander 408 

Dir., Staff Ex. 3.0 at 13:259 – 14:267)? 409 

A. Mr. Ostrander’s testimony on the “actual percentage increase” disclosed in the Utilities’ 410 

responses to Staff data request JMO 1.14 (attached hereto as NS-PGL Ex. 29.3) referred 411 

only to the general wage increase percentage, and failed to add the percentage listed for 412 

the overall increase in wages attributable to merit increases.  Adding in the merit 413 

increases, the overall actual percentage increases in 2011 and 2012 were 3.30% and 414 

3.45%, respectively.  Further, the disparity between the 3.9% forecasted for 2011 and 415 

2012 wage increases in Peoples Gas 2011 and these numbers also may be explained by 416 

the fact that these numbers are aggregated annual numbers and do not account for delays 417 

that may have occurred in several individuals being delayed in receiving merit or 418 

promotional increases. 419 

Q.  Why is Mr. Ostrander’s use of a forecasted level of CPI an improper basis upon 420 

which to make adjustments to the Utilities' non-union base wages? 421 

A. The CPI is not germane to the issue of determining wages as it is not a measure designed 422 

to calculate changes in wages, but rather, an economic indicator calculated by the Bureau 423 

of Labor Statistics to show a change over time in the prices paid by consumers for a 424 

market basket of goods and services.  It is not intended to be a measure that is directly 425 

related to or predictive of changes in employee wages.  It is a measure that reflects 426 
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spending patterns of consumers, not the wage setting decisions of employers.4  Further, 427 

CPI is a measure that looks at all urban consumers and is not focused on specific 428 

industries, and thus CPI paints with a brush that is much broader than and not reflective 429 

of the wages for the energy industry.   430 

 Indeed, the Bureau of Labor Statistics calculates a different measure – the 431 

Employment Cost Index – that is different from the CPI and designed specifically to 432 

measure changes in wages and salaries.  Also, the Employment Cost Index is broken 433 

down by industry, and includes specific information for wages and salaries in the utility 434 

industry.  For example, the Employment Cost Index report for September 2012 released 435 

on October 31, 2012 shows that for the 12 months ended September 2012, wages and 436 

salaries for employees in the utility industry rose by 2.3%, compared to an increase of 437 

only 1.5% for all workers in private industry generally.5  While the Employment Cost 438 

Index may be based on actual historical data rather than forecasts for the future, this data 439 

indicates that the general rate of inflation represented by the CPI is not relevant to the 440 

issue of determining market-based wage increases, as well as showing that there is an 441 

actual difference between the level of wage increases generally and the utility industry in 442 

particular.  443 

 Thus, Mr. Ostrander’s use of forecasted CPI in place of specific wage surveys and 444 

data is not appropriate, and his recommended adjustments based thereon should be 445 

rejected. 446 

447 

                                                 
4 See Bureau of Labor Statistics website - http://www.bls.gov/cpi/cpifaq.htm 
5 See Bureau of Labor Statistics October 31, 2012 News Release at p.7 (available at the Bureau of Labor 

Statistics’ website –  http://www.bls.gov/news.release/pdf/eci.pdf). 
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Q. Does this conclude your rebuttal testimony? 448 

A. Yes, it does. 449 


