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I. INTRODUCTION AND BACKGROUND 1 

A. Identification of Witness 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 

200 East Randolph Street, Chicago, Illinois 60601. 5 

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

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 Daniel G. Kahle, Illinois Attorney General (“AG”) witness David J. Effron, and 14 

City of Chicago/Citizens Utility Board/Illinois Industrial Energy Consumer (“City-CUB-15 

IIEC” or “CCI”) witness Michael P. Gorman related to Peoples Gas’ and North Shore’s 16 

incentive compensation plans.  I also address Mr. Kahle’s proposed adjustments related 17 

to executive “perquisites.” 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 23 

contest Staff witness Mr. Kahle’s proposal to disallow $4,216,000 out of 24 

$4,926,000 of Peoples Gas’ and $655,000 out of $766,000 of North Shore’s 25 

Executive Incentive Compensation Plan costs (operating expenses) in 26 

acknowledgment of how similar plan costs have been treated by the Commission 27 

and in an effort to narrow the issues in these rate cases.  This proposed 28 

disallowance would include (and be larger than) AG witness Mr. Effron’s 29 

proposal that 70% of the Executive Incentive Compensation Plan’s costs be 30 

disallowed.  The Commission should reject CCI witness Mr. Gorman’s proposed 31 

disallowance of all the costs for the Executive Incentive Compensation Plan to the 32 

extent it seeks a disallowance larger than proposed by Staff witness Mr. Kahle. 33 

2. While the Utilities do not agree with and reserve the right to contest similar 34 

disallowances sought in future rate cases or other proceedings, as represented in 35 

their data request responses, they will not contest the proposals of Staff witness 36 

Mr. Kahle, CCI witness Mr. Gorman, and AG witness Mr. Effron to disallow 37 

Peoples Gas’ and North Shore’s Omnibus Incentive Compensation Plan expenses 38 

of $1,455,000 and $245,000, respectively, in acknowledgment of how similar 39 

plan costs have been treated by the Commission and in an effort to narrow the 40 

issues in these rate cases. 41 

3. While the Utilities do not agree with and reserve the right to contest similar 42 

disallowances sought in future rate cases or other proceedings, they will not 43 

contest Staff witness Mr. Kahle’s proposal to disallow the costs for Peoples Gas’ 44 
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and North Shore’s executive “perquisites,” in acknowledgment of how similar 45 

costs have been treated by the Commission and in an effort to narrow the issues in 46 

these rate cases.  The amount of the disallowances, however, should be changed 47 

to $44,000 for Peoples Gas and $7,000 for North Shore to reflect the correct 48 

amounts for these items in the 2015 test year. 49 

D. Itemized Attachments to Rebuttal Testimony 50 

Q. Are there any attachments to your rebuttal testimony? 51 

A. Yes.  I am sponsoring NS-PGL Exhibit (“Ex.”). 24.1, which is a chart of weightings for 52 

the metrics included in the 2014 Integrys Executive Incentive Compensation Plan.  I also 53 

am sponsoring NS-PGL Ex. 24.2, which is a group exhibit consisting of Peoples Gas’ and 54 

North Shore’s responses to data request DGK 3.06 showing the Utilities’ perquisite 55 

amounts for the 2015 test year. 56 

II. INCENTIVE COMPENSATION 57 

A. Executive Incentive Compensation Plan 58 

Q. Staff witness Mr. Kahle proposes to disallow $4,216,000 out of $4,926,000 and 59 

$655,000 out of $766,000 of the Executive Incentive Compensation Plan costs related 60 

to Peoples Gas and North Shore, respectively.  Kahle Dir., Staff Ex. 2.0, 20:414 –61 

23:500.  What is your response to Mr. Kahle’s proposal? 62 

A. It is the Utilities’ belief that the costs for their Executive Incentive Compensation Plan 63 

are prudent and reasonable as part of their total cash compensation costs (base pay plus 64 

incentive pay) for their executives that are targeted to the energy company market.  65 

Peoples Gas’ and North Shore’s Executive Incentive Compensation Plans are not 66 
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excessive, and fulfill the Utilities’ need for a portion of their executive employees’ 67 

overall compensation to be incentive based.  The Executive Incentive Compensation Plan 68 

supports the Utilities’ philosophy to establish total compensation programs that are 69 

market-based so they can attract and retain highly qualified and motivated employees, 70 

including executives.  Such a Plan allows the Utilities to be competitive in the labor 71 

market and, as a result, is prudent.  Also, having qualified and motivated employees 72 

benefits customers.  Further, increased earnings per share can be the result of lower 73 

operating costs which result in benefits to customers, and sharing of best practices among 74 

Integrys’ utilities on a corporate level directly benefits ratepayers here in Illinois. 75 

 The Utilities, however, acknowledge that the Commission previously has ruled 76 

that similar costs for incentive compensation plans are not recoverable, particularly costs 77 

related to financial metrics such as earnings per share.  Accordingly, without any waiver 78 

of their right to assert these arguments and otherwise contest such disallowances in future 79 

rate cases or other proceedings, Peoples Gas and North Shore will not contest the 80 

disallowances proposed by Staff witness Mr. Kahle to their Executive Incentive 81 

Compensation Plan expenses ($4,216,000 out of $4,926,000 for Peoples Gas and 82 

$655,000 out of $766,000 for North Shore). 83 

Q. AG witness Mr. Effron (Effron Dir., AG Ex. 1.0, 26:579-581) has recommended that 84 

70% of the Utilities’ Executive Incentive Compensation Plan costs related to the 85 

earnings per share metric be disallowed.  What is your response to Mr. Effron’s 86 

proposal? 87 

A. The Utilities’ costs associated with the 70% earnings per share metric of the Executive 88 

Incentive Compensation Plan is included within the disallowance recommended by Staff 89 
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witness Mr. Kahle (see Kahle Dir., Staff Ex. 2.0, 20:418-420; 21:431-437), which 90 

Peoples Gas and North Shore have agreed not to contest as discussed above.   91 

Q. CCI witness Mr. Gorman (Gorman Dir., City-CUB-IIEC Ex. 1.0, 55:1201 – 92 

58:1282) has recommended that all of the Utilities’ Executive Incentive 93 

Compensation Plan costs be disallowed.  What is your response to Mr. Gorman’s 94 

proposal? 95 

A. The Commission should reject Mr. Gorman’s proposed disallowances to the extent they 96 

exceed the disallowances of the Utilities’ Executive Incentive Compensation Plan 97 

proposed by Staff witness Mr. Kahle, which People Gas and North Shore have agreed not 98 

to contest for purposes of narrowing the contested issues in this proceeding.  Mr. Kahle’s 99 

methodology for calculating the disallowances of Peoples Gas’ and North Shore’s 100 

Executive Incentive Compensation Plan costs is consistent with how the Commission has 101 

ruled on the costs for the Executive Incentive Compensation Plan in the Utilities’ recent 102 

rate cases.  See  ICC Docket Nos. 12-0511/12-0512 (cons.) (“2012 Rate Cases”) Order at 103 

121-122; ICC Docket Nos. 11-0280/11-0281 (cons.) (“2011 Rate Cases”) Order at 54. 104 

Q. What is your response to Mr. Gorman’s statement (Gorman Dir., City-CUB-IIEC 105 

Ex. 1.0, 57:1258-1260) that the Executive Incentive Compensation Plan document 106 

does not provide that the plan weighting is at “70% financial goals and 30% 107 

operational goals” as described in your direct testimony?  108 

A.  As with the virtually-identical 2012 and 2013 Executive Incentive Compensation Plans 109 

provided in response to data requests, the metric weighting for the 2014 Executive 110 

Incentive Compensation Plan is set forth on an appendix attached at the end of the plan 111 

document.  This appendix page was inadvertently omitted from the copy of the 2014 112 
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Executive Incentive Compensation Plan provided as PGL Ex. 10.1 and NS Ex. 10.1 with 113 

my direct testimony in this case.  A copy of this appendix showing the weighting for the 114 

2014 Executive Incentive Compensation Plan as 70% based upon Integrys’ earnings per 115 

share, 10% based on employee safety, 10% of customer satisfaction, and 10% on 116 

reduction of environmental impacts, is attached to this rebuttal testimony as NS-PGL Ex. 117 

24.1. 118 

Q. One of the grounds Mr. Gorman relies upon (Gorman Dir., City-CUB-IIEC Ex. 1.0, 119 

57:1266 – 58:1282) for recommending that all of the costs related to the 30% 120 

operational metrics of the Executive Incentive Compensation Plan be disallowed is 121 

that the operational metrics may be based in part on the performance of Peoples 122 

Gas’ and North Shore’s non-Illinois affiliates.  What is your response to this 123 

argument?  124 

A. While Mr. Gorman is correct that the Executive Incentive Compensation Plan’s 125 

operational metrics are, in part, based upon the combined performance of Integrys’ 126 

utilities, including affiliates other than Peoples Gas and North Shore, disallowing all of 127 

the costs for these metrics is not justified based on this fact.  Staff witness Mr. Kahle 128 

accounted for this issue in determining his proposed disallowance, using a ratio 129 

representing the allocation of these costs to other Integrys affiliates to calculate a 130 

disallowance that addresses this concern raised by Mr. Gorman.  (See Kahle Dir., Staff 131 

Ex. 2.0, 21:438 – 22:453)  Thus, the disallowance recommended by Mr. Kahle, which 132 

Peoples Gas and North Shore have agreed not to contest to narrow the contested issues in 133 

this proceeding, would disallow only the portion of the costs associated with non-Illinois 134 

affiliates, and allow recovery of costs associated with the operational metrics incurred by 135 
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Peoples Gas and North Shore, themselves.  Accordingly, the Commission should reject 136 

the overbroad approach taken by Mr. Gorman. 137 

Q. The other ground Mr. Gorman relies upon (Gorman Dir., City-CUB-IIEC Ex. 1.0, 138 

56:1230 – 57:1265) for recommending that all of the costs for the Executive 139 

Incentive Compensation Plan be disallowed is that the plan document provides for 140 

the compensation committee to have discretion over the setting of the performance 141 

metrics and their weighting.  What is your response to this argument?  142 

A. Mr. Gorman takes the language highlighted in his testimony out of context to suggest that 143 

the actual performance metrics that will be applicable to executives in the plan year will 144 

be different than the earnings per share and operational metrics and their weightings 145 

described above.  This language refers to the compensation committee’s authority to set 146 

the performance measures and their weightings that will be applicable to executives 147 

under the plan, which the compensation committee did in approving the performance 148 

measures and their weightings for the plan year in the appendix provided here as NS-PGL 149 

Ex. 24.1.  This language does not mean that the compensation committee can change the 150 

performance measures and their weightings once they are set, as they have been here. 151 

This language does give the compensation committee the authority to set different 152 

performance measures and weightings for different executives based on what metrics are 153 

applicable to the affiliate for which they work.  For example, an executive of Integrys’ 154 

retail supply affiliate may need to be incentivized differently than those executives 155 

working for a regulated public utility.  All of the executives for which recovery of 156 

Executive Incentive Compensation Plan costs is sought in this proceeding for Peoples 157 

Gas and North Shore, however, are subject to the performance measures and their 158 
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weightings shown in NS-PGL Ex. 24.1.  Finally, the language concerning the negative 159 

discretion of the compensation committee to adjust the performance measures or their 160 

payouts is to prevent “extraordinary” or non-representative events causing unexpected 161 

increases in the plan’s payout, to keep the original intent of the incentive plan from being 162 

violated due to unusual events leading to plan payments not aligned with the incentives 163 

intended to be given to the executives. 164 

B. Omnibus Incentive Compensation Plan 165 

Q. Staff witness Mr. Kahle (Kahle Dir., Staff Ex. 2.0, 23:501 – 25:542), CCI witness 166 

Mr. Gorman (Gorman Dir., City-CUB-IIEC Ex. 1.0, 58:1283-1290), and AG witness 167 

Mr. Effron (Effron Dir., AG Ex. 1.0, 26:577-579) propose to disallow 100% 168 

($1,455,000 for Peoples Gas and $245,000 for North Shore) of the Utilities’ costs for 169 

their Omnibus Incentive Compensation Plan.  How do you respond to these 170 

proposals? 171 

A. The issuance of stock awards provided for by the Omnibus Incentive Compensation Plan 172 

is designed to attract and retain a qualified and motivated workforce and is an important 173 

piece of the Utilities’ overall total compensation package.  Without such awards of stock, 174 

the Utilities’ compensation would not be competitive given that their competitors, both 175 

energy and non-energy companies, offer compensation packages that include stock plans 176 

in addition to base pay and incentive pay.  Moreover, the long-term incentive provided by 177 

the award of stock helps the Utilities maintain a steady and experienced executive team 178 

that is extremely beneficial to the successful operation of a regulated utility, which inures 179 

to the benefit of customers. 180 
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  The Utilities, however, acknowledge the Commission’s rulings on these incentive 181 

compensation costs in their three previous rate cases.  Thus, without any waiver of their 182 

right to assert these arguments or otherwise contest these disallowances in future rate 183 

cases or other proceedings, the Utilities do not contest these proposed disallowances of 184 

the costs ($1,455,000 for Peoples Gas and $245,000 for North Shore) for the Omnibus 185 

Incentive Compensation Plan. 186 

III. EXECUTIVE “PERQUISITES” 187 

Q. Staff witness Mr. Kahle (Kahle Dir., Staff Ex. 2.0, 10:221 – 11:247 and Schedules 188 

2.03 N and 2.03 P) proposes the disallowance of the costs for what he terms 189 

executive “perquisites” (i.e., reimbursements for annual physicals, life insurance, 190 

and flexible allowances to cover financial planning, tax planning and office 191 

equipment) in the amount of $57,000 for Peoples Gas and $9,000 for North Shore.  192 

What is your response to this proposal?  193 

A. The Utilities believe that these costs should be recoverable as prudent and reasonable 194 

costs that are part of the overall compensation package offered to their executives in 195 

order to be competitive with what their market competitors, both energy and non-energy 196 

companies, offer their executives.  The Utilities, however, acknowledge that the 197 

Commission previously has ruled that similar compensation costs are not recoverable, 198 

including in their 2011 and 2012 rate cases.  Accordingly, without any waiver of their 199 

right to assert these arguments and otherwise contest such disallowances in future rate 200 

cases or other proceedings, Peoples Gas and North Shore will not contest the 201 

disallowance of their costs for these particular executive compensation expense items.  202 

With respect to the amounts of the disallowances, the amounts included in Mr. Kahle’s 203 
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direct testimony and schedules are the historical amounts for 2013, as shown on pages 2 204 

and 5 of group exhibit NS-PGL Ex. 24.2, which are Peoples Gas’ and North Shore’s 205 

responses to data request DGK 3.06 providing the amounts for these “perquisite” items in 206 

2013 and for test year 2015.   The correct amount for these items in the 2015 test year 207 

upon which the disallowances should be based are $44,000 for Peoples Gas and $7,000 208 

for North Shore.  See NS-PGL Ex. 24.2 at 3, 6. 209 

Q. Does this conclude your rebuttal testimony? 210 

A. Yes. 211 
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