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Q. Please state your name, business address, and present position with PacifiCorp (the Company).
A. My name is Erich D. Wilson.  My business address is 825 N.E. Multnomah, Suite 1800, Portland Oregon 97232.  My present position is Director, Human Resources.

Qualifications

Q. Briefly describe your education and business experience.
A. I have been employed as the Director of Human Resources since March 2006. From March 2001 to March 2006, I was the Director of Compensation for the Company. Prior to coming to the Company, I held various positions within the area of human resources (operations, benefits and staffing), but for the majority of my career I have directed the design and administration of compensation programs. I received a Bachelor’s degree in Economics (Business) from the University of California at San Diego in 1992. In addition, I achieved the Certified Compensation Professional status from the American Compensation Association (ACA) in 1999 and have kept this certification current through attending various educational programs and seminars. 

Q.
Please describe your present duties.
A. My primary responsibilities include managing the Company’s human resource function, including compensation, benefits, compliance, staffing, training and development, employee and labor relations, and payroll. I focus on assisting the Company in attracting, retaining and motivating qualified employees along with the administration of all associated human resource programs and employee experiences.  

Purpose of Testimony

Q. What is the purpose of your testimony?

A. The purpose of my testimony is to provide an overview of the compensation and benefit plans provided to employees at the Company and support the costs related to these areas included in the test period. This overview is focused on our base pay, annual incentive, pension and healthcare benefit plans. These plans are designed to enable the Company to attract and retain the employee talent to deliver operational and service value to the customers we serve. In addition, the Company’s programs help provide a highly effective workforce at a reasonable cost and demonstrate that the Company is a prudent and well-managed company.

Background

Q. As background, please briefly describe the company’s compensation and benefits philosophy.

A. The philosophy of the Company and its parent MidAmerican Energy Holdings Company is to provide a total compensation and benefits package which enables an employee to receive compensation and benefits comparable to the average provided by competitors for labor when an employee performs at an acceptable level. Employees will earn less than the average remuneration when performance is less than acceptable and, conversely, will earn higher than the average remuneration when performance is exceptional. The Company’s objective is to generally provide the same components in its total remuneration package as are included in the packages provided by its competitors for labor. This allows the Company to attract and retain the quality of employee necessary to provide the high level of service demanded by and owed to our customers, without incurring excessive or unreasonable labor costs.  
When reviewing any expenses associated with any single portion of this compensation package, it is essential to recognize that each portion is part of an integrated total package. The total compensation package must be viewed as a whole.
Base Compensation

Q.
How does the Company determine the base compensation portion of the total compensation and benefits package for each position?

A.
At least annually, the Company collects market data for comparable jobs and calculates the average data point for total cash compensation. The Company then separates the total cash compensation portion into two elements: 1) base salary, and 2) an “at risk” or incentive element.  In evaluating the compensation portion of the total compensation and benefits package, these two elements must be considered together; if either portion is eliminated, an employee would not be compensated at a market level.  This approach reinforces the Company’s strategies and objectives while also providing a flexible and prudent response to changes in business conditions.
Incentive Compensation

Q.
Please describe the incentive element of the compensation portion of the Company’s compensation and benefits package as it exists in the test period.

A.
The intent of the incentive element is to put some of the competitive total compensation “at risk.” If an employee performs at an acceptable level for the position, the incentive amount (referred to as the target incentive) will allow the employee to earn compensation comparable to other similar positions in the market. If an employee fails to perform at an acceptable level, the employee will receive less than the target incentive or no incentive at all. When this situation occurs, the employee will be paid less than the comparable total cash compensation in the marketplace for that year. Conversely, for exceptional performance, an employee may receive above his or her target incentive level. 

Q.
What are the objectives of the incentive element of the compensation portion of the total package?

A.
The incentive element of the compensation package provides the employee with an incentive to exceed performance beyond the average. This opportunity is an essential counterbalance to the risk the employee faces that performance in a particular year will be less than acceptable, with the consequence that total compensation will be less than market in that year. The symmetry of the incentive element provides the Company with the financial tool to encourage exceptional performance and discourage less than acceptable performance.  As would be expected from a well-designed, symmetrical plan, the average incentive element is approximately at the target incentive level. 

Q.
Is incentive compensation a greater benefit to customers than compensation consisting solely of base salary?

A.
Yes. In the Company’s experience, and as I discuss further below, a higher level of overall employee performance is achieved when a portion of pay is “at risk.” Therefore, while the total cost of the Company’s base plus incentive compensation program is still based on average total cash compensation, just as a salary-only program would be, the benefit to customers is greater. In addition, the Company’s incentive compensation plan enables the Company to attract and retain talented employees in the increasingly competitive market for skilled labor.
Q.
How is the incentive compensation plan structured?

A.
The Company’s incentive compensation plan is essentially identical to the plan presented in the Company’s last rate case in Docket UE-061546, in which the Commission approved the expenses and rejected all proposed adjustments to incentive compensation.  Each employee has a target incentive level, as set by competitive market data.   The Company’s Annual Incentive Plan provides performance awards based on the following:  1) achieving individual and group goals including safety goals; 2) individual performance; and 3) success in addressing new issues and opportunities that may arise during the course of the year.  Note that all employees are expected to operate within their respective budgets, but corporate financial performance and returns are not a factor in determining the compensation amount.  This approach supports the philosophy of incentive compensation as pay at risk that is earned based on individual performance.  There is one important exception to the focus on individual performance; failure of a group or business unit to meet its safety goal will impact the compensation amount even if the individual achieves his or her personal safety goal.  

As described previously, the incentive plan is structured to deliver a target incentive level for achieving performance objectives, and this target level maintains the positions’ competitiveness within the marketplace. Awards received above these stated target levels are for exceptional performance, as previously described. 

Q.
Please explain the level of incentive compensation that you have included in this application?

A.
This application includes a request for total Company incentive compensation based on a July 1, 2007 to June 30, 2008 test period in the amount of $28.0 million.  This is the total budgeted incentive compensation payout at the target incentive level for each employee participating in the incentive plan.  This amount is less than the $50.7 million included in the last rate case filing for incentive compensation.   

Q.
What level of incentive compensation does the Company expect to pay out on a year on year basis? 
A.
As the Company’s pay philosophy is to provide competitive total compensation, it is expected that the target incentive level, as set by the competitive market, will be achieved on a year-after-year basis and therefore paid at that level.  The previous incentive design enabled incentive compensation payouts to range from zero to two times target for all employees. The current design still enables upside opportunity on an employee basis; however, the overall Company payout will be at the targeted incentive level.
Q.
Can you be more specific about the benefits to customers of incentive compensation for employees?

A.
Customers benefit from having exceptional individuals leading, managing and operating the organization who are motivated to achieve challenging goals that are directly tied to safety, reliability and customer satisfaction – all of which are customer benefits. Each year, the same goals used to manage the Company are used to evaluate and reward employee performance. 



The Company’s goals are tied to six core principles which all MidAmerican Energy Holdings Company's share and that define PacifiCorp and shape the way we do business. The Company believes that an unwavering focus on these priorities will shape our business for years to come. These principles are:

· Customer Service: Our customers expect reliability, dependability and exceptional service;
· Employee Commitment: Employees are equipped with the resources and support necessary to be successful. We encourage teamwork and provide a safe, rewarding work environment. Our employees understand that we make no compromises when it comes to safety;
· Financial Strength: We are a financially sound company which invests in hard assets and focuses on long-term opportunities – ones that will contribute to the future strength of our company;
· Environmental Respect: Just as natural resources are essential in the production of energy, so is protecting those resources and the environment for future generations. The importance of this is demonstrated by the company's adherence to our Environmental RESPECT policy, which serves as our environmental compass in the areas of Responsibility, Efficiency, Stewardship, Performance, Evaluation, Communication and Training.
· Regulatory Integrity: As a regulated business, we adhere to a policy of strict compliance with regulatory requirements and frequent and open communication with regulators regarding our business performance; and
· Operational Excellence: Our employees pride themselves on operational excellence in every facet of the work they perform. Our high operations and system maintenance standards allow us to meet and exceed our customers' expectations, perform our work safely and preserve our assets.
The Company’s business strategy relies heavily on the annual development and achievement of goals, tied to these six core principles, by all employees. Aligning employees’ success in achieving goals with a significant portion of their compensation is an obvious performance incentive that ultimately benefits customers.  

Q.
Does the Company believe any of these compensation expenses should be disallowed or paid by shareholders?
A.
No, all prudently incurred costs should be included in the revenue requirement.  The Company believes that customers should fully support the expected cost of incentive compensation because, as I previously mentioned, it is an essential component of an overall market-based competitive compensation program designed to provide the highest level of employee performance at a prudent cost.  Reducing customer support for incentive compensation would send the message that employees should be expected to provide safe, adequate and reliable service for below-market pay.  The incentive compensation amount included in this case is based on providing competitive market levels of incentive compensation.  These levels enable the Company to attract and retain the talent needed to provide safe and reliable service to its customers.  In addition, incentive compensation expense included in the test year is based on target payout for the year.  It is possible that the actual payout would exceed the target in a given year, a difference the Company would not recover through rates.



I would also note that this plan represents the component of the compensation package that emphasizes safety, reliability and customer satisfaction and is applicable to all non-represented employees.  As I mentioned, achievement of a level of corporate earnings is not part of this plan.  There is an additional incentive plan for selected officers and key personnel that does have achievement of corporate financial performance as one of its critical elements.  We are not seeking to recover any of the costs of that plan from customers.  
Retirement Plans

Q.
Please describe the changes to the Company pension plan that took effect on June 1, 2007.

A. The Company regularly reviews its compensation and benefit plans.  Rising and volatile pension costs and recent changes to applicable laws and regulations led the Company to implement changes to its pension plan that will create a more stable, predictable cost structure. 


The pension benefit plan that is currently included in Washington rates is a traditional defined-benefit plan, delivered in value based on a final average pay formula. This approach can cause both short- and long-term volatility of cost and cash funding. To mitigate these risks, the Company has shifted its benefit determination approach, effective June 1, 2007, to a more stable benefit for the non-union workforce. Going forward, the pension benefit will be delivered through a cash balance plan approach. All vested benefits under the current final average pay approach were frozen as of May 31, 2007 and will be provided to employees at the time of retirement. Effective June 1, 2007, the Company established an account for each employee that will grow based on credits of 6.5 percent of annual pay (base plus incentive) plus 4.0 percent of pay in excess of the Social Security taxable wage base ($97,500 in 2007).  In addition, on an annual basis each account will receive an interest credit based on the account balance and the annual credit rate. 
A transition benefit was provided for employees who were age 40 or older on May 31, 2007. Employees falling in this category will receive additional pay credits for five years (ending in 2012), structured as follows:


Year 1-3 = 4.0 percent

Year 4 = 2.5 percent

Year 5 = 1.5 percent
All new hires eligible to participate in the pension plan after June 30, 2006 will receive a pay credit rate of 5.0 percent and no transition pay credits.

The cash balance plan approach spreads pension accrual throughout an employee’s career and is much simpler conceptually than a traditional defined-benefit approach (final average pay formula), providing employees more transparency and the Company (as well as the Commission and customers) more predictability. Another key benefit to employees of this approach is its portability and ability to roll over into another retirement account.

The Company is also adjusting its matching and fixed contributions to participant’s 401(k) retirement plan. Effective June 1, 2007, the Company will match 65 percent of employee contributions for the first 6 percent of employee pay (change from 50 percent of employee contributions), plus a 1 percent of pay discretionary profit-sharing match determined annually.  These changes will reduce the maximum employer contribution to the 401(k) plan from 5 percent to 4.9 percent of an employee’s pay.  
Q. Is the Company making changes to the pension plan to reduce its overall expense?
A. No, the main reason the Company has decided to shift its pension benefit program is to remain competitive with other energy service providers and to reflect recent legislation passed under the Pension Protection Act of 2006. This change reflects a broader shift in large organizations across the country to cash-balance plans, as many other businesses see the benefit of a more predictable method of funding employee retirement benefits. Based on studies by Hewitt Associates, Exhibit No.___(EDW-2), 71 percent of companies (all industries) had traditional defined benefit pension plans in 2000. By 2006, that number had shifted to 53 percent.  Those having a cash balance plan moved from 18 percent to 34 percent during the same time period.  The same study focusing in on the Utility sector shows a shift from 79 percent to 51 percent for traditional defined benefit pension plans and an increase from 19 percent to 35 percent for cash balance plans. This trend has been reinforced by many of our larger business customers, who wrestle with the same issues associated with providing retirement benefits, and questioned how we would continue to manage the financial uncertainties associated with a defined-benefit plan (final average pay formula). 
Q. How much does the Company expect to save by changing to a cash-balance pension plan? 
A.
Consistent with the Commission’s recent order supporting the Company’s position of recovery of accrued expenses rather than either taking an average of selected fiscal years or the cash contribution, the revenue requirement included in this application is a forecast pension expense of $41.3m for the test period. In contrast, our 2007 budgeted expense under the previous pension determination approach (final average pay), was $56.6m.  Therefore, the test year estimated annual reduction in expense is $15.3m.
Employee Health Benefits

Q. Please describe the changes to the Company’s healthcare benefits program.

A.
The Company periodically reviews and adjusts the sharing of healthcare-related costs with employees in an effort to stabilize cost, manage volatility, and respond to changing market practices.  Exhibit No.___(EDW-3) provides market data compiled by Hewitt Associates outlining competitive healthcare sharing structures. Continuing with the Company’s efforts to share the cost with employees, as I described in testifying before the Commission in the most recent Washington general rate case, beginning in 2008, the Company has made additional adjustments to the cost sharing and plan design to continue to align with market practices.  The Company continues to offer choice into other plans; however, these plans will be set at a cost sharing of 74/26 except for a $300 deductible plan that will be offered in rural areas.  All new hires as of January 1, 2008 will have the option of selecting the high deductible plan or opting out of coverage. 
Q.
What is the Company’s rationale for sharing healthcare-related costs with employees?
A.
This structural shift adheres to the Company’s goal of providing competitive benefits to its employees, while doing so in a fair and prudent fashion.   

Q.
Please explain the level of healthcare costs you have included in this application.

A.
There has been a significant upward trend in healthcare costs in recent years. Consistent with this trend, the Company has included in this application healthcare expenses of $54.3 million as shown on Page 4.3.2 of Mr. Dalley’s Exhibit No.___(RBD-2).


Hewitt Associates has informed the Company that current trends indicate the rates for the Company’s plans are anticipated to increase further in 2008 by between 8 and 12 percent.  The shifts in structure previously described pass more of the increasing expense on to employees rather than customers and, again, is done for the purpose of providing competitive retail electric service to our customers.  

Q.
Does this conclude your direct testimony?

A.
Yes.
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