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Q. Please state you name, business address, and present position at PacifiCorp.   

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 of Compensation.

Qualifications and Duties

Q. Briefly describe your education and business experience.
A. I have been employed as the Director of Compensation since March 2001 in the Human Resources Department.  Prior to joining PacifiCorp, I held various human resources positions, including operations, benefits and staffing, but for the majority of my career I have been directing 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 Certified Compensation Professional status from the American Compensation Association (ACA) in 1999 and have kept this certification current by attending educational programs and seminars. 

Q.
Briefly describe your current duties.
A. Broadly, it is my responsibility to ensure that the Company attracts, motivates and retains qualified employees.  To this end, I am responsible for overseeing the design and administration of the Company’s compensation programs, including the incentive pay package at issue in this case.  It is my duty to assure that the total compensation package attracts qualified employees, motivates employees to perform at their highest levels, and keeps qualified and strong-performing employees at PacifiCorp.  It is also my duty to assure that the Company does not pay more than the labor market requires.  

Purpose of Testimony

Q. What is the purpose of your rebuttal testimony?

A. The purpose of my testimony is to rebut adjustments proposed by ICNU witness Selecky, Staff witness Schooley, and Public Counsel witness Effron that would reduce the amount of performance-based incentive compensation included in PacifiCorp’s revenue requirement in this proceeding.  I begin by explaining why incentive pay is an essential component of the Company’s total pay package, rebutting Mr. Selecky’s contention that incentive pay should not be included in revenue requirement at all.  Next, I show that the Company’s incentive pay programs are 90 percent performance-based, in response to Mr. Effron’s argument that half of the basis for incentive pay is financial and should be excluded.  Also regarding the 10 percent of incentive pay based on corporate financial results, I argue that earnings and performance go hand-in-hand, so purely financial targets are a proxy for performance targets and should be included.  Finally, I explain that PacifiCorp’s short-term incentive package has two components based on the same performance-based parameters, and therefore both components are worthy of inclusion; this is in response to Mr. Schooley’s inaccurate characterization of the Performance Unit Plan as long-term.

The Essential Role of Incentive Pay In the Total Compensation Package 

Q. Do you agree with Mr. Selecky that the Commission should exclude all incentive pay from revenue requirement because the Company provides competitive base salaries, making incentive pay unnecessary?

A. I agree with Mr. Selecky that PacifiCorp is providing competitive base pay.  However, base pay is only one element of total compensation; without incentive pay, our total compensation package would not be competitive.  A recent study conducted by Towers Perrin indicates that over 90 percent of companies utilize compensation packages that combine base and incentive pay, just as PacifiCorp does.  Eliminating incentive pay would therefore disadvantage the Company in attracting, motivating, and retaining the talent needed to serve customers.

Q. How do you determine what level of total compensation is competitive without paying more than the market requires?

A. PacifiCorp uses the Market Pricing approach to establish competitive employee compensation packages.  This approach consists of collecting and analyzing market data on base and incentive pay for the locations and industries in which the Company competes.  Base pay plus anticipated incentive pay for each employee is set at the average total compensation available in the marketplace. 

Q. How much incentive pay is the Company requesting the Commission to include in revenue requirement?

A. The Company is requesting a level of incentive pay which reflects a fifty percent (50%) payout of the maximum possible incentive pay.

Q.
In the past four years, have the Company’s actual incentive payments exceeded the 50 percent payout sought in this case?

A. Yes.  As shown on my Exhibit No.___(EDW-2), PacifiCorp has actually paid out considerably more than half of the maximum possible incentive pay in recent years.  In the 2004-2005 fiscal year, the Company paid 67 percent of the maximum possible incentive pay; in the three years before that, the Company averaged an actual payout of 79 percent of the maximum possible incentive pay.  If last year’s 67 percent incentive payout rate recurs, instead of the 50 percent rate on which the Company’s request is based, then the Company will be responsible for approximately $10 million of expenses beyond the amount requested through its proposed revenue requirement.  Thus, the Company is requesting at least $10 million less in revenue requirement than recent history would substantiate.  Given the substantial reduction that is already reflected in the Company’s request, further reductions are unwarranted, as I will discuss later in my testimony.

Q. 
Please summarize your response to Mr. Selecky’s proposal to eliminate incentive pay from revenue requirement?

A. Incentive pay is a critical component of the total compensation package that PacifiCorp offers.  Without an incentive package, PacifiCorp’s base salaries would not be competitive with total compensation packages offered by other employers, and it would be very difficult to attract, motivate, and retain qualified employees.  Because the incentive package is set at a level that allows PacifiCorp to be competitive, the requested level of incentive pay appropriately should be included in revenue requirement.

The Performance-Based Elements of PacifiCorp’s Incentive Payments

Q. Do you agree with Mr. Effron’s contention that half of the Company’s incentive pay package is related to financial targets and therefore half of anticipated incentive pay should not be included in revenue requirement?  

A.
No.  The Company’s incentive pay package is 90 percent performance-based; Company-level financial targets are the bases of only 10 percent of incentive pay.  In any event, corporate earnings are a reflection of the level to which PacifiCorp employees serve customers.  To various extents, witnesses Effron, Selecky, and Schooley all make the argument that incentive pay based on attaining a financial target should not be included in revenue requirement, and I disagree. 

Q. What is the structure of PacifiCorp’s incentive pay package?  

A. PacifiCorp’s incentive compensation structure is weighted as follows

· 60 percent based on Individual Performance.
· 30 percent based on performance against the defined objectives of the appropriate Business Unit Balanced Scorecard.  To illustrate the objectives against which business unit performance is measured, pages 2-5 of my Exhibit No.___(EDW-3) are scorecards for four business units, Power Delivery, Fuel Resources, Generation, and Commercial & Trading.

· 10 percent based on performance against defined objectives of the Total PacifiCorp Balanced Scorecard.  Page 1 of my Exhibit No.___(EDW‑3) is the PacifiCorp Balanced Scorecard (this is the only component that ties incentive pay to corporate financial results).

Individual Performance targets are not tied to overall corporate financial results, so at least 60 percent of the incentive pay plan is plainly performance-based.  The 30 percent of incentive pay based on the Business Unit Balanced Scorecard includes a mix of customer/stakeholder, employee, process, and “financial” targets, but the “financial” targets are cost-containment targets not targets for corporate financial results.  Each perspective is weighted based on its importance to the business unit’s contribution.  For example, in a customer-focused business unit, the weighting given to the customer perspective will be proportionately high.

Q.
What portion of incentive pay is directly tied to corporate financial results?

A.
Only the10 percent of incentive pay that is based on the Total PacifiCorp Balanced Scorecard is tied directly to whole-Company financial targets, as indicated on page 1 of Exhibit No.___(EDW-3).  The 30 percent of incentive pay based on Business Unit Balanced Scorecards includes “financial” targets in the sense of restraining costs within the business unit, but that is essentially a performance target.

Q. What is the argument for including anticipated performance-based incentive pay in revenue requirement, and how have witnesses Effron, Selecky, and Schooley treated this component of incentive pay?

A.
In theory, according to the witnesses, meeting performance-based targets benefits customers and meeting financial targets benefits shareholders.  Therefore, only performance-based incentive pay should be included in revenue requirement.  There was a wide variation in the perception among the witnesses of the proportion of incentive pay that was performance-based.  As I discussed earlier, Mr. Selecky proposes that all incentive pay be excluded, and the use of financial targets is one reason he provides for excluding incentive pay.  Mr. Effron proposes that half of anticipated incentive pay be excluded.  Mr. Schooley comes the closest to the Company’s perspective in a sense; he proposes that 15 percent of the anticipated cost of the Annual Incentive Program be excluded because he believes that 15 percent of that program is based on whole-Company financial targets.  (As discussed later, Mr. Schooley also proposes to entirely exclude a second performance-based program that uses the same targets.)

Q. What is your argument for including anticipated incentive pay that is based on PacifiCorp’s overall financial performance?

A. Excluding incentive pay that is based on corporate financial performance misses the fact that earnings and hard work go hand-in-hand.  If most employees are surpassing their goals, then logically the Company as a whole is very likely to be surpassing its goals.  In this sense, corporate earnings are just a proxy for performance, so incentives based on earnings deserve to be included in revenue requirement.  Another way to look at this is that rather than tie the last 10 percent of incentive pay to individual or business unit performance, the Company chose a target to encourage employees to operate and make decisions with the performance of the entire Company in mind.  Motivating employees to see the big picture results in cost-effective operations and high quality service, benefiting customers.

Q.
What is your position with respect to the level of disallowances proposed by Messrs. Schooley, Selecky and Effron?

A.
If the Commission agrees that the portion of incentive pay tied to financial targets should be excluded, then the 15 percent figure offered by Mr. Schooley is not far off the mark.  As described above, there are financial objectives included in both the Total PacifiCorp Balanced Scorecard and the Business Unit Balanced Scorecards.  For the reasons discussed earlier in my testimony, however, no adjustment at all is warranted, given that the Company’s requested amount – based on an assumed 50 percent payout – already reflects a substantial reduction from actual payouts in the past.  Thus, adopting Mr. Schooley’s proposed 15 percent reduction, if imposed on top of the Company’s already-reduced figure, would represent a substantial disallowance of incentive payments.  Such a result would be inconsistent with the Commission’s recent precedent.  In the February 2005 decision in the Puget Sound Energy (PSE) case, for example, the Commission allowed full recovery of the amount requested by PSE, even though the PSE incentive payment plan included an earnings goal threshold that had to be met before any incentive payout would be made.  The Commission cited the presence of a “second threshold for such payments that is based on service quality, safety, and reliability considerations.”  Docket Nos. UG‑040640 and UE‑040641, Order No. 6 at ¶¶ 143-144.  PacifiCorp’s program similarly has some financial components, but is predominantly performance-based.  The adjustments proposed by Messrs. Schooley, Selecky and Effron should be rejected.
The Performance Unit Plan

Q. Do you agree with Mr. Schooley’s characterization of the Performance Unit Plan as a long-term incentive plan that should not be included in revenue requirement?

A. No.  The incentive package discussed thus far in my testimony actually comprises two very similar parts:  the Annual Incentive Program and the Performance Unit Plan.  Incentive pay under both parts is based on the same performance-based targets.  The only substantial difference is that the Annual Incentive Program is paid in cash while the Performance Unit Plan is paid in ScottishPower shares.  This appears to be the basis on which Mr. Schooley proposes to treat the Performance Unit Plan as a long-term plan.

Q. Do employees have the right to sell the ScottishPower shares awarded to them through the Performance Unit Plan?

A. Yes.  While the Company encourages employees to hold their shares for three years, there is no requirement to do so.  The Company encourages widespread employee stock ownership because it creates a valuable sense of teamwork, but the Company recognizes that employees may need to sell shares for personal financial reasons.  The fact that the shares can be sold means that Mr. Schooley’s characterization of the Performance Unit Plan as long-term is misplaced.

Q.
Does the Company offer a long-term incentive plan?

A.
Yes.  As part of ScottishPower, members of PacifiCorp’s executive team participate in the ScottishPower Long Term Incentive Program that awards ScottishPower shares vesting over a period of years.  The Company did not include the costs of this program in its request, knowing that the Company would face the argument that long-term programs are based on corporate financial performance and that corporate financial performance does not benefit customers.  

Q.
If the Performance Unit Plan is truly short-term, why do most employees hold the shares awarded to them through that plan?

A.
There is no evidence that employees feel that they are restrained from selling their shares, so I conclude that PacifiCorp employees believe that they can collectively exceed expectations and thereby increase the value of their shares.  As well, holding their shares is an implicit statement by employees that they expect the commissions that set the Company’s rates to properly balance customer and shareholder interests.

Q.
How should the Performance Unit Plan be treated for ratemaking purposes?

A.
The proposed adjustments, which mischaracterize the Performance Unit Plan as a “long-term incentive plan,” should be rejected.  Incentive pay under the Performance Unit Plan is based on the same performance targets as the Annual Incentive Program, and should be included in rates at the levels requested by the Company.  As noted above, the compensation program that is truly a “long-term” incentive pay arrangement is not being proposed for inclusion in rates.
Q.
Does this conclude your rebuttal testimony?

A.
Yes, it does.
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