RESPONSE

QUESTION NO. CR-276

For AEP operating companies, describe all consequences of not reaching a target in Mr. Bailey’s testimony, Exs. MAB-2 and MAB-3.  Do supervisory employees’ compensation depend in part on reaching such targets?  How do these consequences differ from CSW?  That is, what consequences obtain from a CSW operating company’s failure to meet similar targets?

RESPONSE NO. CR-276:

Within the AEP organization, there could be several consequences from not reaching a target.  First, if the particular measure is included under the Companywide Incentive Plan (CIP) and/or Management Incentive Compensation Plan (MICP) plans, then employees who participate in those plans would not receive the targeted level of incentive compensation for that particular measure (and, in fact might receive no incentive compensation for that measure if the actual performance does not meet the threshold level).  Second, in the case of exempt (professional, supervisory and management) personnel, a regular or consistent pattern of not meeting one or more targets, which apply to their personal performance or the performance of the group they lead, could result in a lower performance rating in their annual job performance review, and possibly, a reduction in their annual merit salary increase.  Continued consistent and repeated failure to meet targets by exempt employees could ultimately result in demotion and/or dismissal.

For CSW, employees’ incentive compensation depends in part on reaching targets. The incentive plan is designed for a payout at a target level based on the achievement of specified goals.  Payouts can and do occur above and below the target levels depending on performance relative to the goals.  For example, 1997 targeted incentives were met in 3 of the 4 business units.  One business unit (Power Generation) achieved maximum payout, while the Electric/Energy Delivery business unit received a payout that was under the target bonus.  Energy Services and Administration business units achieved results that led to payouts between target and maximum.  All business units had financial and operational goals.

In 1998, CSW has re-directed its compensation program called STAR (Short Term Annual Reward) more towards the performance of a Business Unit (BU) such as Electric Delivery/Supply Chain/Customer Relations/Power Generation, etc.  All employees in a BU are effected by the Corporate and the individual BU’s performance.  The targets are based on a Minimum, Target and Maximum requirement.  The measurements include Financial, Operational, Customer Growth and Business Expansions to name a few.  See the attached document that gives more details about CSW’s STAR program.

An analysis comparing the incentive programs of AEP and CSW has not been completed.  However, the general consequences of not achieving established goals are similar.  That is, performance below the target levels results in reduced or no payouts under the incentive plans.  Further, a consistent pattern of not achieving targeted results also can affect employees’ base pay, career opportunities and employment status.
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