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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., 4 

130 East Randolph Street, Chicago, Illinois 60601. 5 

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

A. I am the Assistant Vice President, Total Compensation for Integrys Energy Group, Inc. 7 

(“Integrys”).  The Peoples Gas Light and Coke Company (“Peoples Gas” or “PGL”) is a 8 

wholly-owned indirect subsidiary of Integrys.  9 

B. Purpose of Testimony 10 

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

A. The purpose of my testimony is to describe the Integrys incentive compensation plans 12 

that will apply directly to Peoples Gas and indirectly to Peoples Gas through Integrys 13 

Business Support, LLC (“IBS”) in the 2015 test year.  IBS is a separate subsidiary of 14 

Integrys that provides services to Peoples Gas in the areas of Gas Supply, Engineering, 15 

Customer Relations, shared services and corporate support.  In particular, my testimony 16 

will focus on the Integrys IBS & Regulated Non-Executive Incentive Compensation Plan 17 

(the “Integrys Non-Executive Incentive Compensation Plan”).  Non-executive, non-union 18 

employees of Peoples Gas, as well as those of IBS, participate in the Integrys Non-19 

Executive Incentive Compensation Plan utilizing specific measures and targets designed 20 

for Peoples Gas.  While it has not yet been finalized and approved, the overall design of 21 

the Integrys Non-Executive Incentive Compensation Plan for 2015 is expected to remain 22 
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the same as the 2011, 2012, 2013, and 2014 plans, and will use metrics specifically 23 

focused on providing benefits to customers in the form of reduced cost of service, greater 24 

efficiencies in operations, increased customer satisfaction and improved reliability. 25 

My testimony also will describe Peoples Gas’ non-union wage base increase and 26 

explain its three separate components. 27 

C. Summary of Conclusions 28 

Q. Please summarize the conclusions of your direct testimony. 29 

A. The total compensation paid to employees of Peoples Gas and IBS is comprised of base 30 

pay and incentive pay.  The total compensation amount is tied to market median levels, 31 

such that if and to the extent Peoples Gas does not recover the incentive compensation 32 

component, the Company does not recover a portion of its reasonable and prudent cost of 33 

providing service.  Paying compensation in the form of only base pay is not a realistic 34 

option for Peoples Gas.  Accordingly, the Commission should allow Peoples Gas to 35 

recover the costs for its various incentive compensation plans. 36 

The Integrys Non-Executive Incentive Compensation Plan meets this 37 

Commission’s oft-stated standards for recovery.  The plan is based only on metrics that 38 

provide benefits to customers in the form of reduced expenses, greater efficiencies in 39 

operations, increased customer satisfaction and improved safety and reliability.  As 40 

designed, the Integrys Non-Executive Incentive Compensation Plan can reasonably be 41 

expected to provide tangible net benefits to customers so that the recovery of Peoples 42 

Gas’ costs for this incentive plan would be just and reasonable. 43 

Peoples Gas’ non-union wage base increase is just and reasonable, and recovery 44 

of these costs should be allowed in full.  Each of the three components comprising the 45 
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overall amount of non-union wage base increase is based on market research and data as 46 

to what wage increases are expected to be in 2015. 47 

D. Itemized Attachments to Direct Testimony 48 

Q. Are you sponsoring any exhibits with your direct testimony? 49 

A. Yes, I am.  I am sponsoring two exhibits: PGL Exhibit (“Ex.”) 10.1, which is a copy of 50 

the Integrys 2014 Executive Incentive Compensation Plan; and PGL Ex. 10.2 51 

(Confidential and Public versions), which is a copy of the Integrys 2014 IBS & Regulated 52 

Non-Executive Incentive Compensation Plan.   53 

E. Background and Experience 54 

Q. What are your duties in your position with Integrys? 55 

A. My position is responsible for the overall management of compensation program design 56 

and administration for Integrys and all its subsidiaries. 57 

Q. Please describe your educational and business experience. 58 

A. I received a Bachelor of Science degree in Medical Technology from Fitchburg State 59 

College, now Fitchburg State University, in 1981.  My professional experience in Human 60 

Resources (“HR”) covers a period of more than 25 years with various companies.  My 61 

primary expertise and concentration in the HR area has been in compensation and 62 

benefits design and administration.  I hold designations as a Compensation Management 63 

Specialist and a Certified Employee Benefit Specialist from the International Foundation 64 

of Employee Benefits Programs in partnership with The Wharton School of the 65 

University of Pennsylvania.   66 



 

Docket No. 14-____ Page 4 of 26 PGL Ex. 10.0 

II. PEOPLES GAS’ COMPENSATION PHILOSOPHY AND APPROACH 67 

Q. Please describe Peoples Gas’ compensation philosophy. 68 

A. Like most customer-focused businesses, Peoples Gas maintains compensation programs 69 

that are market-based so it can attract and retain a qualified and motivated work force.  In 70 

order for Peoples Gas to provide the highest level of safe and reliable service to its 71 

customers, Peoples Gas must be able to attract, retain, and motivate the talented 72 

employees who make it possible to achieve excellent overall utility operations.  We 73 

compete for quality employees in a market that includes regulated and non-regulated 74 

energy companies as well as non-energy firms.  Thus, it is essential that the compensation 75 

Peoples Gas provides to its employees be competitive with what other energy companies 76 

and general industry companies offer.  Peoples Gas’ goal, therefore, is to pay its 77 

employees a total cash compensation package designed to bring its employees’ total cash 78 

compensation to the market median (i.e., 50th percentile) of total cash compensation paid 79 

to similarly-situated employees at comparable energy industry and general industry 80 

companies.  The market median levels are based on data provided by Towers Watson, an 81 

internationally recognized firm that specializes in both compensation and benefits 82 

consulting services. 83 

Peoples Gas’ market-median total cash compensation package is comprised of 84 

both a base salary and an annual incentive target “pay at risk” component that is 85 

dependent upon certain operational performance goals being met.  In other words, 86 

receiving Peoples Gas’ base pay alone without a payout from its incentive plans would 87 

result in Peoples Gas’ employees being paid at a level below the market median, because 88 

it is the combination of the base pay target plus annual incentive payout target brings the 89 

total compensation of Peoples Gas’ employees to the 50th percentile median of 90 
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comparable companies.  Thus, incentive pay at target is not a “bonus” paid to employees 91 

over and above market levels, but a component of a total compensation level that is set at 92 

the market median level. 93 

Peoples Gas’ compensation programs are reviewed at least annually against the 94 

competitive data to ensure its compensation programs will attract and retain a quality 95 

work force to serve its customers.  Peoples Gas’ total cash compensation costs are 96 

prudent expenditures that allow Peoples Gas to continue to provide service quality at the 97 

level our customers expect while maintaining reasonable rates. 98 

Q. What is the importance of including incentive pay as part of Peoples Gas’ total cash 99 

compensation package? 100 

A. Incentive compensation is a critical component of total compensation.  According to 101 

information from Towers Watson, research from organizations such as World-at-Work 102 

and Aon Hewitt, and Peoples Gas’ own information gathered from observing rate case 103 

filings made by other utilities, virtually all of the companies with which Peoples Gas 104 

competes for quality employees have moved a portion of their total cash compensation to 105 

variable pay through annual incentive programs, also known as “pay at risk.”  For 106 

example, in the results of its “Compensation Programs and Practices 2012” survey (at 107 

p. 10), World-at-Work found that 84% of organizations use some form of variable pay 108 

plan.1  In World-at-Work’s “Private Company Incentive Pay Practices Survey” report 109 

published in January 2012 (at p. 3), World-at-Work found that 95% of for-profit private 110 

companies offer short term (i.e., annual) incentive plans.2  On August 29, 2013, Aon 111 

                                                 
1 This report is available at: http://www.worldatwork.org/waw/adimLink?id=65522  
2 This report is available at: http://www.worldatwork.org/waw/adimLink?id=58146  

http://www.worldatwork.org/waw/adimLink?id=65522
http://www.worldatwork.org/waw/adimLink?id=58146
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Hewitt released the results of its 2013 “U.S. Salary Increase Survey” of 1,147 companies 112 

showing that 90% of those companies will offer a variable pay plan to their employees in 113 

2014.3  Thus, “pay at risk” is an expected component of a total cash compensation 114 

package in today’s talent market place.   115 

Consequently, if Peoples Gas offered only base pay plans without an incentive 116 

compensation pay at risk component, it would make it more difficult for Peoples Gas to 117 

attract and retain the quality employees required to provide a level of service that its 118 

customers demand.  Quality employees expect and demand this type of incentive 119 

compensation to recognize superior performance given the prevalence of “pay at risk” 120 

plans in the market place as demonstrated by the information discussed above.  Thus, if 121 

Peoples Gas went to a more fixed-expense basis for compensation in the form of 122 

increased base salaries, it would, without any benefit to the customer, put the Company at 123 

a disadvantage in a market where incentive pay programs are prevalent, and would 124 

negatively impact our ability to attract and retain the quality work force needed to deliver 125 

high levels of customer service. 126 

Q. Is there any other reason why it is important for Peoples Gas to include a “pay at 127 

risk” component in its total cash compensation package?  128 

A. Yes.  Including annual incentive plans in its compensation program enables Peoples Gas 129 

to offer competitive compensation packages that incent employees to improve service 130 

levels and reduce costs that impact the rates paid by customers.  The incentive plan 131 

design focuses employees on key goals and objectives that benefit our customers, as its 132 

                                                 
3 See http://aon.mediaroom.com/2013-08-29-Aon-Hewitt-Survey-Shows-2014-Salary-Increases-to-Reach-

Highest-Levels-Since-2008  

http://aon.mediaroom.com/2013-08-29-Aon-Hewitt-Survey-Shows-2014-Salary-Increases-to-Reach-Highest-Levels-Since-2008
http://aon.mediaroom.com/2013-08-29-Aon-Hewitt-Survey-Shows-2014-Salary-Increases-to-Reach-Highest-Levels-Since-2008
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design measures criteria concentrated on cost containment and operational goals that are 133 

aligned with the interests of customers rather than financial measures that might be more 134 

aligned with the interests of shareholders.  By making a portion of its total cash 135 

compensation “at risk”, Peoples Gas is strengthening the link between pay and 136 

performance for its employees, thereby increasing the ability of Peoples Gas to engage 137 

and compensate its employees for superior performance.  Indeed, Peoples Gas’ incentive 138 

plans are designed to incent employees to improve service levels and reduce costs that 139 

impact rates so as to directly benefit Peoples Gas’ customers.  If Peoples Gas were to 140 

eliminate incentive compensation and use only base pay to compensate its employees at 141 

market-median levels, this could lead to the loss of efficiencies that result from Peoples 142 

Gas’ ability to engage and incentivize employee accomplishments toward objectives that 143 

benefit customers:  improved safety, customer satisfaction, reliability and cost-control.  144 

Moving incentive pay to base pay could reduce Peoples Gas’ ability to motivate its 145 

employees towards further improvements in these areas, thereby denying customers the 146 

benefits they would receive from such improvements.  147 

Q. Does a utility’s ability to attract and retain a sufficient, qualified and motivated 148 

work force benefit customers? 149 

A. Absolutely.  Attracting and retaining a sufficient, qualified and motivated work force 150 

directly benefits customers, because it ensures there are enough highly proficient 151 

employees to perform needed customer work.  In addition, customers benefit by Peoples 152 

Gas maintaining and improving the productivity and quality of work performed, which 153 

reduces overall costs to customers.  By retaining trained and experienced employees 154 

through a market-competitive compensation program, Peoples Gas is able to avoid 155 
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incurring the costs of hiring and training employees to replace workers who otherwise 156 

would choose to leave the Company if such a market-competitive program were not in 157 

place.  Experienced employees who are familiar with Peoples Gas’ systems and 158 

equipment are more efficient in their performance, further reducing the Company’s 159 

operating and maintenance expenses and capital expenditures. 160 

III. INTEGRYS’ 2015 INCENTIVE COMPENSATION PLANS 161 

Q. What incentive compensation plans will be applicable to Peoples Gas in the 2015 test 162 

year? 163 

A. While none of the Integrys incentive compensation plans for the year 2015 have yet been 164 

finalized and approved, it is expected that essentially identical incentive compensation 165 

plans with the same design as are applicable to Peoples Gas in 2014 will be applicable to 166 

Peoples Gas in 2015.  Those three different Integrys incentive compensation plans 167 

applicable to Peoples Gas are:  (a) an Executive Incentive Compensation Plan; (b) an 168 

Omnibus Incentive Compensation Plan, consisting of various stock plans; and (c) the 169 

Integrys Non-Executive Incentive Compensation Plan. 170 

A. Executive Incentive Compensation Plan 171 

Q. Please describe the Integrys Executive Incentive Compensation Plan.    172 

A. The Integrys Executive Incentive Compensation Plan for 2015 will consist of the same 173 

design as the 2014 Integrys Executive Incentive Compensation Plan.  A copy of the 2014 174 

Integrys Executive Incentive Compensation Plan is attached to my testimony as PGL 175 

Ex. 10.1.  The Executive Incentive Compensation Plan will have a 70% weighting based 176 

on achieving certain target levels of calculated diluted Earnings Per Share (“EPS”), and a 177 
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30% weighting on achieving certain targeted goals for operational measures, including 178 

customer satisfaction, employee safety and environmental impact. 179 

Q. Why should Peoples Gas be allowed to recover the costs for the Executive Incentive 180 

Compensation Plan in this rate case? 181 

A. The costs for the Executive Incentive Compensation Plan are prudent and reasonable as 182 

part of Peoples Gas’ total cash compensation costs (base pay plus incentive pay) for its 183 

executives.  The costs of the Executive Incentive Compensation Plan are not excessive, 184 

and fulfill Peoples Gas’ need for a portion of its executive employees’ overall 185 

compensation to be incentive based.  The Executive Incentive Compensation Plan 186 

supports Peoples Gas’ philosophy to establish total compensation programs that are 187 

market-based so it can attract and retain highly qualified and motivated employees, 188 

including executives.  Such a plan allows Peoples Gas to be competitive in the labor 189 

market and, as a result, is prudent.  Also, having qualified and motivated employees 190 

benefits customers.  Increased EPS can be the result of lower operating costs which result 191 

in benefits to customers, and sharing of best practices among Integrys’ utilities on a 192 

corporate level directly benefits ratepayers here in Illinois.  Further, the operational 193 

metrics encourage the type of goals that the Commission traditionally has found to 194 

benefit customers. 195 

Q. The Commission has, in past rate cases, disallowed recovery for costs related to the 196 

portions of the Executive Incentive Compensation Plan tied to the EPS metric on 197 

grounds that this metric benefits shareholders rather than customers.  Why should 198 

the Commission reconsider its position and allow Peoples Gas to recover costs 199 

related to the EPS metric in this rate case? 200 
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A. In addition to the fact that such costs represent reasonable and prudent compensation for 201 

which recovery should be allowed as it would for any other prudent and reasonably 202 

incurred expense, there are two reasons why the Commission should allow Peoples Gas 203 

to recover the costs related to the EPS metric in the Executive Incentive Compensation 204 

Plan.  First, a company’s earnings are the result of its revenues minus its expenses.  205 

Accordingly, to improve a company’s earnings, its management has an incentive to 206 

control or reduce costs.  Here, in the public utility setting, such an incentive is to the 207 

benefit of customers, because if a utility is able to reduce or maintain its operating costs, 208 

all else being equal, future rate increases will be lower than they otherwise would be in 209 

the absence of such cost control.  Second, there is a symbiotic relationship between a 210 

public utility’s customers and shareholders.  While a public utility such as Peoples Gas 211 

exists for the benefit and in the service of its public service customers, to the extent it 212 

excels in providing efficient and quality service to customers, its earnings improve 213 

thereby making the utility more attractive to investors.  A public utility’s fiscal health is 214 

important to attracting capital at reasonable costs, which directly benefit customers.  215 

Consequently, incentivizing Peoples Gas’ executives with an EPS metric can result in 216 

direct benefits to customers. 217 

B. Omnibus Incentive Compensation Plan 218 

Q. Please describe the Integrys Omnibus Incentive Compensation Plan.    219 

A. The Integrys Omnibus Incentive Compensation Plan consists of three stock plans that 220 

award Integrys stock units or stock options to employees based on certain financial 221 

criteria.  These three plans are:  (i) The Integrys Restricted Stock Unit Award plan; 222 

(ii) The Integrys Performance Stock Right Agreement plan; and (iii) The Integrys Non-223 
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Qualified Stock Option Agreement plan.  The 2014 Integrys Omnibus Incentive 224 

Compensation Plan currently is in rough draft form and is expected to be finalized and 225 

approved in May, 2014.  Peoples Gas, however, does not expect the metrics in the new 226 

2014 Integrys Omnibus Incentive Compensation Plan to differ in relevant part from those 227 

contained in the 2010 Integrys Omnibus Incentive Compensation Plan that the 228 

Commission addressed in Peoples Gas’ prior rate cases.  The 2014 Integrys Omnibus 229 

Incentive Compensation Plan is expected to remain in effect unchanged in 2015. 230 

Q. The Commission has, in past rate cases, disallowed recovery for costs related to the 231 

Omnibus Incentive Compensation Plan on grounds that this metric benefits 232 

shareholders rather than customers.  Why should the Commission reconsider its 233 

position and allow Peoples Gas to recover the costs of the Omnibus Incentive 234 

Compensation Plan in this rate case? 235 

A. Stock plans are “long-term” incentive compensation plans that are effective tools for 236 

motivating performance and focusing executives and key contributors on a company’s 237 

long-term financial success, while doing so through a vehicle that encourages retention.  238 

The stock plans that comprise the Omnibus Incentive Compensation Plan are designed to 239 

attract and retain a qualified and motivated workforce, and are an important piece of 240 

Peoples Gas’ overall total compensation package.  Without these stock plans, Peoples 241 

Gas’ compensation would not be competitive given that its competitors, both energy and 242 

non-energy companies, offer compensation packages that include stock plans in addition 243 

to base pay and incentive pay.  Moreover, the long-term incentive provided by these 244 

stock plans helps Peoples Gas maintain a steady and experienced executive team that is 245 

extremely beneficial to the successful operation of a regulated utility, which inures to the 246 
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benefit of customers.  Furthermore, as discussed above, it is in the best interest of 247 

customers to have a public utility that has long-term financial success and is attractive to 248 

investors, because an organization that is not financially successful likely will incur 249 

higher capital costs to make long-term infrastructure improvements, which would have a 250 

direct adverse impact on customers. 251 

C. Non-Executive Incentive Compensation Plan 252 

Q. Please describe the Integrys Non-Executive Incentive Compensation Plan.    253 

A. The Integrys Non-Executive Incentive Compensation Plan sets different annual 254 

compensation levels for non-union employees based on the Company’s performance 255 

against pre-determined goals in a number of areas which we believe are in our customers’ 256 

best interests.  A copy of the 2014 Integrys Non-Executive Incentive Compensation Plan 257 

is attached to my testimony as PGL Ex. 10.2 (Confidential and Public versions).  The 258 

plan uses four specific performance measures to determine incentive payouts for Peoples 259 

Gas employees.  The four performance measures are all focused on operational aspects of 260 

the business, including cost management.  The Integrys Non-Executive Incentive 261 

Compensation Plan does not contain any financial-specific measures that the Commission 262 

has characterized in previous rate cases as being of primary benefit to shareholders rather 263 

than customers.  Peoples Gas’ measures assess cost control through a non-fuel Operations 264 

and Maintenance (“O&M”) expense-adjusted metric, which is weighted at 50% of the 265 

total.  In addition, employee safety, customer service and system reliability are weighted 266 

at a combined 50% of the total.  The following is a high-level review of the plan design:   267 
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Operational Performance Measures 

1) Cost Control Non-fuel 
O&M Expense Adjusted 

2) Employee Safety- 
Safety Business 
Plan and DART 

Incident Rate 
3) Customer 
Satisfaction 4) Reliability 

50% 15% 15% 20% 
 268 

Q. What is the focus of these operational measures? 269 

A. Our operational measures are focused on improving the quality of services delivered to 270 

customers including cost control of expenses that impact rates.  The measures are 271 

designed to motivate employees to maintain customer support at a high quality level and 272 

at competitive rates. 273 

Q. Can you provide more details as to the operational performance measures in the 274 

Integrys Non-Executive Incentive Compensation Plan? 275 

A. Yes.  The following chart provides details on the four operational measures. 276 

Operational 
Performance Measure Description Weighting 

 
1. Cost Management 

Non-fuel O&M 
Expense Adjusted 

 

 
Assess cost management via non-fuel 
O&M expense-adjusted, to help maintain 
or reduce expenses that may be charged 
to customers in future rate cases. 
 

 
50% 
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2. Employee Safety  
 

 

 
Development and execution of a “safety 
business plan” focused on “leading 
indicators” aimed at proactively 
identifying and eliminating potential 
safety hazards  
 

 
5% 

 
Performance against the DART (days-
away, restricted work, or transfers) 
Incident Rate 
 

 
10% 

 
3. Customer 

Satisfaction 

 
Based on a Customer Performance Index, 
which is equally weighted on 
performance in three customer success 
components: (1) Customer Effort, which 
measures how easy/hard it is for a 
customer to do business with Peoples 
Gas; (2) Service Quality, which measures 
customer satisfaction across billing, 
payment, field service, and call handling; 
and (3) Customer Value, which measures 
customer-perceived progress on Peoples 
Gas’ mission to provide customers with 
the best value in energy and related 
services.  Performance based on surveys 
conducted by an independent third party 
that are directed towards customers of 
Peoples Gas after they have an 
interaction with the company.   
 

 
15% 

 
4. Reliability 
 
a.   Reduction in Class 

2 system 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 
are also cost savings through the 
reduction in frequency of future required 
leak rechecks, if the leak was not 
eliminated by the repair(s).  
 

 
10% 
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4.   Reliability 
 
b.   Reduction in 

damages 

 
Reduction in overall damages caused by 
Peoples Gas crews. 

 
5% 

 
Reduction in second party (company 
contractors) and third party damage to 
Peoples Gas facilities as a percentage of 
the total number of locates received. 
 

 
5% 

 277 

Q. Who participates in the Integrys Non-Executive Incentive Compensation Plan? 278 

A. Participants in the Integrys Non-Executive Incentive Compensation Plan include non-279 

union, non-executive employees of Peoples Gas, as well as employees of IBS.  In 280 

addition, a portion of the non-executive incentive compensation costs for IBS employees 281 

incurred under the Integrys Non-Executive Incentive Compensation Plan is allocated to 282 

Peoples Gas.   283 

Q. Why is the 2014 Integrys Non-Executive Incentive Compensation Plan attached as 284 

PGL Ex. 10.2 relevant for the present rate case with a 2015 test year? 285 

A. Integrys approves its non-executive incentive compensation plans on an annual basis, 286 

establishing the metrics applicable to each of its utility affiliates and the targets to be met 287 

by those utility affiliates in order to earn payouts based on their performance during that 288 

year.  If a utility’s performance in those metrics meets or exceeds its targets, payout 289 

under the plan occurs the following year.  The Integrys Non-Executive Incentive 290 

Compensation Plan attached to my testimony as PGL Ex. 10.2 is the plan that governs 291 

incentive pay for performance that occurs during calendar year 2014.  The payouts under 292 

this plan will occur in 2015 no later than March 15th of that year.  See PGL Ex. 10.2 at 293 
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page 11.  Peoples Gas expects that its non-executive incentive compensation for 294 

performance during calendar year 2015 will be governed by a substantially identical plan 295 

with the same metrics and weightings.  296 

Q. How does the Cost Management Non-fuel O&M Expense-adjusted metric benefit 297 

customers? 298 

A. The Cost Management Non-fuel O&M Expense-adjusted metric benefits customers by 299 

reducing the costs of service that must be recovered from customers in future rate cases.  300 

This metric encourages employees to maintain or reduce operational costs in order to 301 

keep O&M costs at or below the target level set for Peoples Gas.  The more O&M costs 302 

are reduced, the higher the payout for which employees may be eligible.  This metric 303 

benefits customers because all else being equal, lowering O&M expenses will reduce the 304 

amount of costs to be recovered in future rate cases.   305 

Q. Is there evidence that the Cost Management Non-fuel O&M Expense-adjusted 306 

metric has worked to control or reduce Peoples Gas’ costs so as to benefit 307 

customers? 308 

A. Yes.  Peoples Gas’ performance since adopting the O&M cost control metric in 2011 309 

demonstrates that this metric has successfully incentivized Peoples Gas’ employees to 310 

control operating expenses: 311 

 •  2011 –  Based on the 2011 incentive plan, Peoples Gas’ goal was to control or reduce 312 

the amount of its Total Non-fuel O&M Expense Adjusted for 2011 to below 313 

$285.9 million.  Peoples Gas was able to beat that goal by $22.8 million, reducing its 314 
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amount of Total Non-fuel O&M Expense Adjusted for 2011 to $263.1 million, which 315 

was approximately $2.8 million less than the amount of those costs in the previous year.   316 

 •  2012 – Based on the 2012 incentive plan, Peoples Gas’ goal was to control or reduce 317 

the amount of its Total Non-fuel O&M Expense Adjusted for 2012 to below 318 

$288.8 million.  Peoples Gas was able to beat that goal by $8.5 million, reducing its 319 

amount of Total Non-fuel O&M Expense Adjusted for 2012 to $280.3 million. 320 

 •  2013 – Based on the 2013 incentive plan, Peoples Gas’ goal was to control or reduce 321 

the amount of its Total Non-fuel O&M Expense Adjusted for 2013 to below 322 

$307.7 million.  Due to rising costs in 2013 beyond the company’s control, Peoples Gas 323 

was not able to reduce its amount of Total Non-fuel O&M Expense Adjusted for 2013 to 324 

below that level.  Because of the incentives to control costs created by the incentive plan, 325 

however, Peoples Gas was able to control other areas of its costs so that its Total Non-326 

fuel O&M Expense Adjusted exceeded this goal by only $5.1 million. 327 

In the absence of the O&M cost control metric, the amount of 2011, 2012, and 328 

2013 Non-fuel O&M Expense Adjusted for Peoples Gas likely would have been higher 329 

than the Company was able to achieve with that metric in place.  Moreover, with respect 330 

to the amount of O&M costs budgeted for the 2015 test year at issue in this rate case, that 331 

number likely would have been higher in the absence of the Integrys Non-Executive 332 

Incentive Compensation Plan’s cost control and reduction metric.  When costs are 333 

reduced or controlled in one year, that reduction or control carries through to the basis 334 

used in planning the following years’ budgets.   335 
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Q. Is recovery for the costs of the O&M cost control metric in this rate case consistent 336 

with and supported by the Commission’s treatment of such costs in prior rate cases 337 

for Peoples Gas, as well as other utilities? 338 

A. Yes.  Recovery for the costs of the O&M cost control metric in this rate case is consistent 339 

with and supported by the Commission’s long-standing treatment of incentive 340 

compensation plan metrics that are designed to control or reduce O&M costs.  In the rate 341 

case Peoples Gas filed in 2007, Docket Nos. 07-0241/07-0242 (cons.) (“2007 Rate 342 

Cases” or “Peoples Gas 2007”), the Commission allowed recovery of costs associated 343 

with an incentive compensation plan “based on controlling O&M expenses,” stating that 344 

“we consider this as beneficial to ratepayers.”  2007 Rate Cases Order at 66-67.  345 

Similarly, in Commonwealth Edison Company’s (“ComEd”) 2005 rate case, the 346 

Commission allowed the recovery of expenses for a component of ComEd’s incentive 347 

compensation plan based on controlling O&M and capital expenses, stating that such a 348 

metric “meets the Commission’s standard of reducing expenses and creating greater 349 

efficiencies in operations,” and that “[l]owering O&M expenses, all else being equal, has 350 

the obvious effect of reducing the expenses to be recovered in future rate cases.”  In re 351 

Commonwealth Edison Co., ICC Docket No. 05-0597 (Order July 26, 2006) at pp. 95-96 352 

(“ComEd 2005”).  Again, in Consumers Illinois Water Company, ICC Docket No. 03-353 

0403 (Order Apr. 13, 2004) at pp. 14-15, a case often-cited by the Commission as 354 

establishing the standard for recovery of incentive compensation costs, the Commission 355 

approved the recovery of Consumers Illinois Water Company’s incentive compensation 356 

expenses which included a metric for “maintaining or reducing operating costs at or 357 

below budgeted levels.” 358 
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Significantly, when addressing the exact same incentive compensation plan 359 

design in Peoples Gas’ rate case filed in 2012, ICC Docket Nos. 12-0511/12-0512 (cons.) 360 

(“2012 Rate Cases”), the Commission approved recovery for the costs of Peoples Gas’ 361 

O&M cost-control metric, stating: 362 

The Commission has a long-standing policy of allowing incentive 363 
compensation costs when those costs benefit ratepayers.  One of 364 
the goals that the Commission encourages public utilities to 365 
incentivize through such plans is the control and reduction of 366 
operating costs since, as the Commission concluded in the ComEd 367 
2005 and Peoples Gas 2007 decisions, this should have the effect, 368 
all else being equal, of lowering the costs to be recovered in future 369 
rate cases.  [Peoples Gas’] O&M cost control metric has now been 370 
in place since 2011 and its performance history clearly 371 
demonstrates that the metric has been effective in reducing and 372 
controlling costs, which the Commission continues to believe is 373 
beneficial to ratepayers.  Additionally, the recovery of these 374 
expenses is consistent with prior Commission treatment of costs 375 
associated with such metrics. 376 

 2012 Rate Cases Order at 130. 377 

Q. Is it your opinion that the Commission should allow Peoples Gas to recover the costs 378 

associated with the O&M cost control metric for the 2015 test year in this rate case? 379 

A. Yes.  Based on the specific evidence presented as to how the O&M cost control metric in 380 

the Integrys Non-Executive Incentive Compensation Plan benefits customers and the 381 

Commission’s long-standing treatment of costs associated with such metrics, the 382 

Commission should approve the recovery of Peoples Gas’ costs associated with the 383 

Integrys Non-Executive Incentive Compensation Plan’s O&M cost control metric in this 384 

proceeding for the same reasons it did in the 2012 Rate Cases as set forth above. 385 

Q. How does the Employee Safety metric benefit customers? 386 
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A. The Employee Safety metric benefits customers by reducing costs and inefficiencies 387 

associated with on-the-job accidents.  The focus on employee safety is part of a larger 388 

effort to create a “Safety Culture” in which all aspects of safety – public safety, customer 389 

safety as well as employee safety – become a daily part of what we do.  Previous versions 390 

of the Integrys Non-Executive Incentive Compensation Plan have used Occupational 391 

Safety and Health Administration (“OSHA”)-recordable incidents as the measurement 392 

against which performance under this metric would be based.  OSHA, however, has 393 

become critical of companies using OSHA-recordable incidents as an incentive 394 

compensation metric in recent regulatory pronouncements.  Further, OSHA has indicated 395 

it will initiate a new rulemaking in 2014 proposing a new Injury and Illness Prevention 396 

Program standard, under which safety incentive programs relying exclusively on “lagging 397 

indicators” such as OSHA-recordable incidents may be considered a violation.  398 

Consequently, Peoples Gas has modified this metric so that it has two components:  (i) an 399 

annual “Safety Business Plan” component focused on identifying and implementing 400 

“leading indicators” aimed at proactively identifying and preventing safety hazards; and 401 

(ii) a “results” component measured by the DART (days-away, restricted-duty, or 402 

transfer) Incident Rate, which is a standard industry calculation that can be effectively 403 

benchmarked.  As before, however, this incentive compensation metric is designed to 404 

encourage the reduction in the number of accidents of any kind that, in addition to 405 

causing personal harm to employees, may cause higher operating expenses, which 406 

ultimately result in higher rates for customers.  Moreover, safer employees are more 407 

motivated and efficient than those who operate in a less safe environment.  Thus, by 408 

encouraging increased safety for employees, this metric leads to more efficiency and 409 
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lower costs, which are a direct benefit to customers.  In Peoples Gas’ rate cases filed in 410 

2011, ICC Docket Nos. 11-0280/11-0281 (cons.) (“2011 Rate Cases”), and in the 2012 411 

Rate Cases, no party opposed recovery of costs associated with the Employee Safety 412 

metric, and the Commission allowed the recovery of those costs in its final Orders.  2011 413 

Rate Cases Order at 57; 2012 Rate Cases Order at 122.   414 

Q. How does the Customer Satisfaction metric benefit customers? 415 

A. The Customer Satisfaction metric benefits customers by encouraging Peoples Gas 416 

employees to improve the Company’s performance with respect to all of its interactions 417 

with customers – billing and payment, field service, and call handling.  While the 418 

independent third-party performing the surveys, the surveying method, and activities 419 

measured have been modified from the previous versions of the Integrys Non-Executive 420 

Incentive Compensation Plan, this metric still is designed to ensure that Peoples Gas 421 

customers receive an ever-improving level of high-quality service in all aspects of 422 

Peoples Gas’ delivery of natural gas to their homes and businesses.  The modifications 423 

were made in an effort to be able to better measure the actual service being provided to 424 

Peoples Gas’ customers when they interact with the company.  A switch was made from 425 

using the JD Power Survey for this metric because the JD Power Survey produces results 426 

for how Peoples Gas performs relative to other utilities, whereas the new survey focuses 427 

objectively on how satisfied customers are in the areas of Customer Effort, Service 428 

Quality, and Customer Value when they interact with Peoples Gas.  Furthermore, 429 

whereas the JD Power Survey was sent to a sample of all utility customers whether or not 430 

they contacted a utility for assistance, responses to Peoples Gas’ new customer 431 

satisfaction survey actively are sought from customers after they actually interact with 432 
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Peoples Gas, to get better information as to how the company actually is performing in its 433 

dealings with customers.  Customers of Peoples Gas benefit from this metric because it 434 

ensures that they continue to receive high-quality service from Peoples Gas employees 435 

and encourages further improvements in that service quality.  In the 2011 Rate Cases and 436 

2012 Rate Cases, no party opposed recovery of costs associated with the Customer 437 

Satisfaction metric, and the Commission allowed the recovery of those costs in its final 438 

Orders.  2011 Rate Cases Order at 57; 2012 Rate Cases Order at 122. 439 

Q. How does the Reliability metric benefit customers? 440 

A. The reduction in Class 2 outside gas leaks portion of the Reliability metric benefits 441 

customers by reducing exposure to a future risk that a gas leak might cause, as well as 442 

reducing the frequency of future required leak rechecks and associated cost savings.  In 443 

its past Orders, the Commission specifically has expressed that it would like to see a 444 

reduction in system leaks achieved.  See In re North Shore Gas Co., et al., ICC Docket 445 

Nos. 09-0166/09-0167 Cons. (Order Jan. 21, 2010) at 58 (listing “reduction in system 446 

leaks” as one of the “operational goals that the Commission would like to see achieved”).  447 

The reduction in damages portion of the Reliability metric benefits customers by 448 

lowering the expenses of repairing damage to Peoples Gas facilities or paying claims, 449 

ensuring safety for both employees and customers, and avoiding outages to customers.  In 450 

the 2011 Rate Cases and 2012 Rate Cases, no party opposed recovery of costs associated 451 

with the Reliability metric, and the Commission allowed the recovery of those costs in its 452 

final Orders.  2011 Rate Cases Order at 57; 2012 Rate Cases Order at 122. 453 
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Q. Do you have any comments concerning the interrelation between the Cost 454 

Management Non-fuel O&M Expense-adjusted metric and the other three metrics 455 

in the Integrys Non-Executive Incentive Compensation Plan? 456 

A. Yes.  The Employee Safety, Customer Satisfaction and Reliability metrics demonstrate 457 

that the O&M cost control metric’s target is not intended to be met by a “slash and burn” 458 

approach to Peoples Gas’ operations.  The Employee Safety, Customer Satisfaction and 459 

Reliability metrics demonstrate Peoples Gas’ emphasis on providing safe and reliable gas 460 

distribution service to its customers, and the O&M cost control metric demonstrates 461 

Peoples Gas’ emphasis on managing its operations so that it achieves these goals in an 462 

efficient and cost-effective manner.  In this way, the four metrics in the Integrys Non-463 

Executive Incentive Compensation Plan work in conjunction to incentivize Peoples Gas’ 464 

non-executive employees constantly to improve safety, reliability and service to 465 

customers, but in an efficient and non-wasteful manner.  The result is that customers 466 

receive the benefits of both improved safety, reliability and service and the costs they pay 467 

for that service being controlled or reduced. 468 

Q. Do you propose that Peoples Gas recover, in rates, the costs of the Integrys Non-469 

Executive Incentive Compensation Plan in their entirety? 470 

A. Yes, for the reasons stated above. 471 

IV. NON-UNION WAGE BASE INCREASE 472 

Q. Please describe Peoples Gas’ proposed increase in its rate base and operating 473 

expenses for the 2015 test year to allow for an increase in its non-union wage base. 474 

A. Peoples Gas proposes an increase in its non-union wage base in 2015 by an amount equal 475 

to 3.6% of Peoples Gas’ total 2014 non-union base wages.  This increase in non-union 476 
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wage base consists of three separate components:  (a) a general wage increase (2.6%); 477 

(b) a pool of funds to provide for merit-based increases (0.45%); and (c) a pool of funds 478 

to provide for costs attributable to pay increases commensurate with promotions and 479 

market adjustments (0.55%).   480 

A. General Wage Increase 481 

Q. Please describe the general wage increase component of Peoples Gas’ non-union 482 

wage base increase. 483 

A. A general wage increase of 2.6% will be given to Peoples Gas’ non-union employees in 484 

2015.  Peoples Gas bases its general wage increases on market data provided by the 485 

World At Work Salary Budget Survey, as well as Peoples Gas’ own observations as to 486 

compensation trends in the utility industry and input from Towers Watson consultants.  487 

The World At Work Salary Budget Survey is a well-known compensation tool that 488 

reports results of annually surveyed information on planned increases for the following 489 

budget year.  It uses information submitted by corporations in all industries and reported 490 

in the aggregate to assist in corporate salary budget planning.  The World At Work 491 

survey is an appropriate source of data for Peoples Gas to use as a basis for its wage base 492 

increases because it is tied to the market and supports Peoples Gas’ compensation 493 

philosophy of paying its employees at the market median. 494 

B. Merit-Based Increase Pool 495 

Q. Please describe the merit-based increase pool component of Peoples Gas’ non-union 496 

wage base increase. 497 

A. The merit-based increase pool of funds is a pool of funds, consisting of an amount equal 498 

to 0.45% of Peoples Gas’ total non-union wages, used to provide additional individual 499 
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pay increases to employees who demonstrate exemplary performance (i.e., a Regular 500 

Non-union employee who receives an exemplary performance review).  Each individual 501 

high-performing employee will receive a set amount of pay increase from this pool in 502 

addition to that employee’s 2.6% general wage increase.  Peoples Gas has no discretion 503 

in whether or not all of these funds are to be awarded.  For example, in 2012 and 2013, 504 

the full amounts forecasted for this merit-based pool of funds were in fact used.  Peoples 505 

Gas uses these individual merit pay awards to bring top performers into the range of pay 506 

increases that the World At Work survey shows to be appropriate for employees who 507 

perform at a high-level.   508 

C. Promotion-Based Increase Pool 509 

Q. Please describe the promotion-based increase pool component of Peoples Gas’ non-510 

union wage base increase. 511 

A. The promotion-based increase pool of funds, consisting of an amount equal to 0.55% of 512 

Peoples Gas’ total non-union wages, is used to accommodate pay increases 513 

commensurate with promotions and market adjustments (i.e., to cover the differential in 514 

pay for an employee who receives a promotion to a position with a higher market-based 515 

rate of pay relative to that employee’s previous position at the Company).  While the use 516 

of these funds by Peoples Gas is discretionary, Peoples Gas is expected to use these funds 517 

appropriately to keep and maintain a high-quality workforce and ensure that each 518 

necessary position is filled by a highly-qualified employee receiving a market-based rate 519 

of pay.  Pay increases from these funds are not awarded to all employees across the 520 

payroll, but rather, only to specific employees who have received promotions where a 521 

commensurate increase in pay for the new position is appropriate.  522 
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Q. Does this conclude your testimony? 523 

A. Yes, it does. 524 


