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(NYSE-IDA)

Weak First Quarter Due to Weather, Hydro, and Settlement Charges

Analyst Opinion: HOLD
Value Recommended List: HOLD

o IDACORF reported 1Q03 earnings results of a loss of (83.1) million or (30.08)

per share versus $0.66 per share last year. PRIMARY STOCK STATISTICS
o Idaho Puwer Company carned $0.36 versus $0.57 per share last year. Y End. Doc
Weather was significantly warmer than last year and resulted in reduced loads Price: $2372
[
of about 6.5%. 52-Week Range: $39-§21
« IDACORP Energy earnings were reduced $0.34 by non-cash litigation Market Cap (million): $906.2
settlement charge. Book Value: $22.44
e We have lowered our FY03 EPS estimate to $1.00, from $1.60, reflecting warm Dividend: $1.86
weather, poor hydro conditions, and the setlement charges. We are Est. Sec. EPS Grih Rate: 6% o

maintaining our FY04 estimate of $1.90 per share, which depends, among
other things, on normal weather and normal hydro conditions.

EARNINGS ESTHMATES
SUMMARY AND STOCK OPINION

. s . Prior Current 133
Consistent with its earnings pre-release, IDACORP reported weak first quarter Current Otr: : $032 i
results, with the utility’s earnings negatively impacted by warm weather and poor EYO2A ' s |" 2 146

.. . s . . : - , 63
hydro conditions and the energy trading unit’s negatively impacted by a large
RO . . . FYO3E: $1.60 $1.00 237x
litigation settlement with one of its customers. We estimate weather and hydro- FYO4E $1.90 $1.90 125
. . o . X
related factors reduced earnings by about $0.25 per share and that the settlement
resulted in a $0.34 per share reduction in earnings. As such, we are lowering our
FYO03 earnings estimate by $0.60 to $1.00 per share. We are maintaining our Price Target $27

FY04 earnings estimate of $1.90 per share, which assumes normal weather and
hydro conditions.

At this point, management seems 10 be commitied to the current dividend payment, assuming good hydro conditions next year and
that it receives rate relief from its general rate case, which has yet to be filed. However, we are now estimating earnings at the utility
this year of $1.25 per share, which is significantly lower than the current annual dividend payment of $1.86 per share. We believe
FYO03 is likely to be the third consecutive year that the utility has under-eamned its dividend, excluding tax-related benefits. We still
believe the Company is likely to cut its dividend by about 30% within the next twelve months, and most likely, within the context of
its general rate case, which will be filed this fall.
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RAGEN MACKENZIE, A Division of Wells Fargo Investments, LLC

VALUATION =

Our $27 price target is based on a 13.5x multiple of our estimate of IDACORP’s normalized earnings per share potential, which we

. estimate to be in the $1.90-$2.10 per share range. IDACORP’s average price-to-earnings multiple over the last 10 years is about
14.4x. Our belief has been that the stock would return to favor as investors perceive ancillary business and financial risk to
diminish and begin to more fully value IDACORP’s primary business as a low-risk electric distribution company.

IS
——— W—— e T

RisKks \
We believe primary risks to IDACORP’s ability to return to a more normal eamnings range include continued slow eci(y

activity, weather, including hydro conditions, and unfavorable regulatory action at the state or federal level.

FUNDAMENTALS
IDACORP repaorted a net loss for 1Q03 of ($3.1) million, or ($0.08) per share versus ret income of $24.7 million, or $0.66 per share
in 1Q02. About half of the earnings shortfall relates to litigation settlement charges that, when combined, amount to $10.9 million
before tax ($0.34 per share after-tax). The majority of the remaining shortfall amount has been caused by warmer-than-normal

weather, which reduced loads in 1Q03, and poor hydro conditions, which increase costs for the utility. Average temperatures
during the quarter in Idaho Power’s service territory were 19% warmer than in 1Q02.

ldaho Power

Idaho Power. the Company’s regulated electric utility, contributed earnings per share of $0.36 versus $0.57 last year. Our estimate
for the utility’s earnings in 1Q03 was $0.40 per share. Warm weather during the quarter reduced the Company's load by
approximately 11%, and is the major cause of this year’s shortfall in earnings at the utility. General business revenues, which are
comprised of revenues from Idaho Power’s retail customer classes, decreased 6% to $175.1 million, down from $186.1 million in
1Q0z. Total cncrgy sold, on a megawatt-hour basis, declined 6.5% over the prior year. Residential customers’ load was hit
especially hard, declining 11.5% over the prior year. The load decline versus the prior year was partially offset by higher customer
rates. Customer growth was solid in 1Q03, with Idaho Power adding approximately 10,715 new residential and commercial
customers, reflecting growth rates of 2.8% and 2.7% for residential and commercial customers, respectively.

The Company’s off-system sales volume declined by about 50% over the prior year, but the negative impact was significantly offset
by an average sales price more than 80% higher than in 1Q02. For the quarter, off-system sales declined 7.7% to $18.6 million

versus $20.2 million in 1Q02. Due to ongoing drought conditions in Idaho, off-system sales volumes are expected to be below
. normal.

Streamflow forecasts in Idaho Power’s region are currently forecasted to be about 57% of normal, which compares to 56% below
normal in 2002 and about 41% below normal in 2001. Management has indicated that it has secured resources to cover its native
load in 2003. Normal precipitation and streamflow conditions in 2004 would likely not return Idaho Power’s performance to

normal due to low reservoir levels. Reservoir levels above Brownlee Reserveir, the Company’s reservoir to its largest hydro
facility, is about 86% of normal for this time of year.

Idaho Power will likely file a general rate case in FY03 due to growth in its service territory. Since IPC’s last general rate case,
which took place in 1994, its customer base has grown by more than 25%, or 80,000 customers. We expect the amount requested

in the general rate case to amount to less than half of the amount requested under the deferral mechanism in prior years, or between
$50 and $75 million.

IDACORP Energy

IDACORP Energy reported a net loss of ($10.8) million, or (30.28) per share versus a net profit of $4.1 milliou, ut $0.11 per share
last year. We are currently estimating a net loss of about ($14.7) million, or ($0.38) per year for the full year. The majority of
IDACORP Energy's contracts are expected to roll off by 2004, at which point the Company will have substantially exited the
busincss. We are anticipating a net loss in FY03 and, to a lesser extent, in FY04 as IDACORP Energy continues to work through its
exit and staffing levels continue to decline.
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RAGEN MACKENZIE, A Division of Wells Fargo Investments, LLC

BALANCE SHEET AND CASH FLOW

The Company ended 1Q03 with $41.5 million in cash and equivalents, reflecting, among other things, cash generated from
operations of $95.5 million. IDACORP’s long-term debt as a percentage of total capitalization at the end of the quarter was 55.1%,
with preferred stock comprising 2.6% and equity 42.3% of total capitalization. At quarter-end IDACORP had about $1.0 billion in
tong-term debt (including current waturitics), which is ratcd A- with a positive outlook by Standard & Poor’s at the corporate level
and Baal with a negative outlook by Moody’s. IDACORP’s book value at quarter-end was $22.44, with an estimated $20.00 book
value at the utility. We are expecting the Company to generate positive free cash flow this year, which we define as cash from

operation less capital expenditures and dividend payments. We expect cash flow to be bolstered by about $90 million due to rate-
recovery of its excess power costs incurred in prior years.

IDACORP, Inc. is 2 holding company tased in Boise, Idaho, that serves as the parcnt company to Idaho Power Ci n ulated subsidiarics. Ildaho Power
Company is a regulated utility company providing electric services to people in southern 1daho, castern Oregony and northem Nevada. ID@ZORP’S other subsidiaries include:

merchant generators, fuel cells, energy trading, telecommunications, and one financial subsidiary that invests in ay-advantaged real estate”” Headquarters: Boise, ID.

S&P 500: 929.62 %
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RAGEN MACKENZIE, A Division of Wells Fargo Investments, LLC

ANALYST CERTIFICATION
By issuing this research report, each Ragen MacKenzie analyst whose name appears on the front page of this research report hereby
certifies that: (i) the recommendations and opinions expressed in the tesearch report accurately reflect the research analyst’s personal
views about any and all of the subject securities or issuers discussed herein and (ii) no part of the research analyst’s compensation was, is,
or will be, directly or indirectly, related to the specific recommendations ot views expresscd by the rescarch analyst in the research report.

RATING SYSTEM
BUY - Immediate purchase is recommended; the stock is expected to outperform the general market over the next 12-18 months.
HOLD - Holding the stock is recommended. The stock has moved out of our preferred buying range, but there is further upside to the
share price; or stated objectives at the time of purchase have changed and share appreciation may take another 6-12 months.
SELL — The stock has reached the stated price objective and appreciation has been achieved; or certain company fundamentals have
changed which warrant investors selling the stock to avoid price decline.

NOTES
The price targets indicated in the chart below may be adjusted for stock splits. Where the price target was originally given as a range, the
midpoint of the range has been used.
Until February 15, 2001, Ragen MacKenzie used the following system for analyst ratings: Buy, Accumulate (ACC), Market Perform
(MP), Underperform, Sell.
From February 15, 2001-July 8, 2002, Ragen MacKenzie used the following system for analyst ratings: Strong Buy (SB), Buy, Market
Perform (MP), Underperform, Seil.
The current rating system, explained above, has been in effect since July 9, 2002

RATINGS ALLOCATIONS
Rating % of cox_/ered % for which IDACORP Inc. (IDA)
companies IB Scrvices have May 1. 2000 - May 2, 2003 High: 51.812
with thisrating ___been provided U.S. Dollar Low 20000
Analyst Coverage P BUY, VLABUY -27
BUY 43% 7% viagoro-z7f
HOLD 55% 6% L 45
SELL 2% 0% L0
Value Recommended List—Appreciation w\%
BUY 35% 0% 35
HOLD 65% 6%
SELL 0% 0% r %
Value Recommended List—Income L »
BUY 20% 0% M 1
HOLD 60% 33%
SELL 20% O% N T T T T 7 7 T T T T H 1 0
Growth Recommended List 600  9/00 12/00 301 601  9/01 1201 302 602 902 1202 303
BUY 80% 25%
HOLD 20% 0%
SELL 0% 0%
Updated on 4/4/2003

Investment Products: » NOT FDIC Insured » NO Bank Guarantee  » MAY Lose Value

ADDITIONAL INFORMATION ON SUBJECT COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST
RagenMad(enzie'sadMo(WeﬂsFagolmemmm,nmberNYSE!SlPC.am)mkaﬂiadeelsFago&Co.T?isisnotacm;ieiemaysisdmymﬂiadregam\gmymmmy. ndusty, or security.
mrmmhasbemdxamdmgxmswwﬁdambem‘MWmmngemm.MmmRagmMa&aﬂe‘smmmdmmammmdmmmm
mm.wmmmmmmamqimtm@mmwmmmmmmmmpm.

IMPORTANT DISCLOSURES ARE ON THE LAST PAGE OF THIS REPORT




en MacKenzie ~ Pacific Northwest Research
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Analyst Opinion COMPANY REPORT
MARKET PERFORM Allyson R. Rodgers, CFA

February 25, 2002

IDACORP, INC.

(NYSE-IDA)

Fiscal Year: Dec EPS PIE
Price (2/25/02) $38.17 2000A $3.72 2000A 10.3x
52-Week Price Range $41-$34 2001A $3.35 2001A 11 4x
Annual Dividend Rate $1.86 2002E $3.12 2002E 12.2x
Indicated Yield 49% T4Q $3.35 T4Q 11.4x
Shares Outstanding 37.5 million Est. Secular EPS Growth 8% T4Q Relative P/E A7x
Estimated Floal 37.4 milion ROAE (4 Yr. Average) 13.1% Market Cap/Sales NM
Market Cap. $1,431 million Book Value Per Share $23.09 (2002E P/E)/Growth 1.5x
Avg Daily Volume 137,024 shares LTD/Capitalization 46% Price/Book Value 1.7x

SUMMARY AND STOCK OPINION

We recently visited IDACORP, Inc., in Boise, Idaho, and met with several xey | - .
g . . . i ompany Overview
management personnel. We are impressed with Idaho Power’s reliable and consistent
carnings power, even as the Company takes on new growth initiatives. In our opinion, | IDACORP, Inc. is an essential services
the management team operates within a favorable regulatory environment and the | company comprised of one regulated
Company has been making reasonable business decisions that have added to | clectnicutility and five non-regulated
. IDACORP’s bottom line for many years. We arc re-initiating coverage of IDACORP subsidiarics, including encrgy trading

with a MARKET PERFORM rating based on our opinion that IDACORP’s stock is | and marketng, telecommunications and
fairly valued given the current outlook for the utility and the energy trading and | fuclcell businesces. Idaho Power
marketing business. Company, IDACORP’s regulated
subsidiary, supplies electricity to

The average forward P/E multiple for IDACORP’s peer group is 12.3x forward residential, commercial, industrial, and
earnings, while IDACORP trades in line with its peer group average at 12.2x our imrigation customers in southern ldaho
Fv02 Torward cstimato. IDACORP pays a dividend of $1.86 that currently yields | ¢ s Oresen The Company's
about 4.9%, which compares favorably with other western region utility yields. The system s m;;c:(c)omcmiw;mxwt’r
average yield for a western region electric utility is 4.4%. Based on the Company’s :)mia;:m‘ ;i}.mmme ortinwest.
payout ratio of 60% (based on our FY02 earnings estimate), we consider the dividend — e

secure. We believe the Company recognizes the importance of maintaining cash flow during these volatile times, and
therefore do not expect the Company to raise its dividend over the course of the next couple of years.

IDACORP is comprised of a regulated electric utility (Idaho Power Company) and tive non-regulated businesses, including
IDACORP Energy, its energy trading and marketing subsidiary. Two of IDACORP’s subsidiaries, IdaTech and IDACOMM,
are early-stage businesses that have yet to reach profitability. We have used a sum-of-the-parts relative valuation
mcthodology as a basis for our rating on the stock. We have assigned P/E multiples of 13.5x. 10.0x. and 10.0x to the
utility’s, energy and trading’s, and other segments’ earnings per share estimates for FY02, respectively. We believe our
valuation of IDACORP’s unregulated segments is conservative, given the early stages of the subsidiaries. However, we

believe conservatism is appropriate given today’s market environment. As IdaTech and IDACOMM progress, we expect to
revisit our valuation.
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RAGEN MACKENZIE, A Division of Wells Fargo Investments, LLC

Like other Northwest utilities, Idaho Power’s electric and gas power costs spiked dramatically during the winter of 2000~
2001. However, unlike its peers, Idaho Power put into place several years ago a purchase cost adjustment (PCA) mechanism
that allows the Company to adjust the price of power embedded in its rate structurc on an annual basis. The PCA (which is
similar to the mechanism that gas distribution companies have in place) has served Idaho Power weil as power prices
escalated over the last year. Idaho Power is expected to recover up to 96% of its excess power costs through rate increases.

IDACORP, due to record earnings growth in its energy trading and marketing business, reported an outstanding FY00 and
FYO! and, as such, has made for a difficult benchmark for FY02. Earnings in FYOl were negatively impacted by high power
costs at the utility; however, offsctting this negative impact was a record year for the cnergy marketing and trading arm, which
benefited from volatile prices. We expect the utility to return to a more normalized carnings level in 2002 as the Company
benefits from lower power costs, and we expect a decline in earnings in the energy and trading business due to decreased
volatility in power prices. For these reasons, our FY02 estimate is $3.12 per share, which is a 7% decline from FYO01’s
camnings per sharc of $3.35. Our $3.12 carnings cstimate also includes a $0.20 contribution from two of IDACORP’s non-
regulated subsidiaries, which is offset by our estimated (30.45) loss from IDACORP’s telecomm services and fuel cell
businesses.

We believe IDACCRP’s non-regulated businesses, which include companies engaged in fuel cell development and telecont
services, offer long-term growth potential. As with other Pacific Northwest utilitics companies in our coverage universe, we
believe we are being conservative in our estimates of these two businesses and have left room for upside potential. We have
trimmed our expectations in these areas due to recent market volatility in the two respective sectors. We note, however, that
IDACORFP’s telecom urit is self-funding and is expected to reach net income profitability within the next year or two.

Historical and Estimated Earnings by Segment

[, L ... S 2Q00A 3Q00A 4Q00A| FYOO0A| 1Q01A 2Q01A  30Q01A 4Q01A|  FYOIA]  FYO2©
Idaho Power Compan; S0.73 $0.40 $S0.43 $0.42 $1.97 S0.37 S0.16 $0.00 S007 $0.60 SL9S
IDACORP cnergy 0.15 0.46 0.69 0.28 .58 0.62 0.83 0.93 G.49 287 142
IDACORP Financial 0.03 0.03 0.05 0.04 0.14 003 0.03 0.05 G.03 0.14 .12
Ida-West Energy 0.25 0.03 0.02 0.02 0.32 0.01 0.04 0.02 0.07 0.13 0.08
Other Segments (0.04) (0.06) (0.08) (0.13) 0.29) .10y (0.10) (0.09) 0.0 0.39 {0.45)
IDACORP, Inc. EPS $ 112 $ 086 $ 111 $ 063 $3.72 §$_093 $ 096 $ 091 $ 0.55 $.335 $ 312

Source: Company reporis and Rugen MacKenzie estimates

COMPANY OVERVIEW

IDACORP, Inc., based in Boise, Idaho, is a diversified encrgy services company comprised of one regulated electric utility
and five non-regulated businesses, including encrgy trading and marketing. Idaho’s scrvice territory is mostly southern Idaho
and includes parts of eastern Oregon. Idaho Power is unique in the Pacific Northwest in that it serves both winter-peaking
loads as well as summer-peaking loads. This diversification allows Idaho Power Company to buy energy in the summer
months when prices in the Pacific Northwest region are generally lower.

IDACORP recently changed its reporting for its IDACORP Energy subsidiary to reflect its transactions on a gross basis
(versus net basis), which significantly changed the amount of total consolidated revenues attributable to IDACORP Energy.
Prior to the restatement, IDACORP Energy reveuues accounted for about 16% of total sales. The restated revenue
attributable to IDACORP Energy is now 84% of consolidated revenues. While IDACORP Energy contributes the vast
majority of revenue to the Company, we note that margins in the energy trading and marketing business, even in a good year,
are extremely thin. Therefore, IDACORP Energy is a smaller proportion of total operating income than the regulated utility
business in a normal utility year.

IDACORP’s total operating revenues for 2001 were $5.648 billion, of which IDACORP Energy (IDACORP’s energy and
rading operativns) contributed about $4.721 billion, or 84% of revenues, while about $914 million, or 16% of revenues,
came from Idaho Power Company, IDACORP’s utility. The remainder, $13 million, was generated by IDACORP’s other
non-regulated businesses such as Ida-West Energy, IDACOMM, IdaTech, and IDACORP Financial.

Page 2



RAGEN MACKENZIE, A Division of Wells Fargo investments, LLC

ECONOMIC OUTLOOK FOR IDAHO

The cconomic outlook for Idaho is expected to moderately outperform that of the United States. Idaho’s cconomic growth
over the last decade has been positively impacted by expansion in its non-agricultural employment. In fact, this growth has
placed ldaho amang the top ten fastest-growing states in the nation. [dahe has benefited over the last decade from a
population growth rate higher than the national average. During this period, personal income growth doubled due to the
expansion in services employment in areas such as call centers and back office operations.

Rates of growth in Idaho’s non-agricultural employment and growth in real personal income are expected to decline in 2002
versus 2001. Growth in both of these areas came in below expectations for 2001. Hewlett-Packard and Micron Technology,
whose recent decrcases in capacity utilization have negatively impacted non-agricultural employment growth, heavily
influence Idaho’s economy. According to a January 2002 report published by Idaho’s Department of Financial Management,
non-agricultural employment is expected to grow 0.5% this year, which is significantly less than last year’s pace of 1.8%.
Idaho’s personal income growth is estimated to be 2.2% versus last year’s (2001°s) growth rate of 2.7%. Although slower
growth is expected for Idaho in 2002, both in cmployment as well as in real personal income, Idaho is expected to fare better
than the nationai average, outpacing national growth in these key indicators through 2005.

BUSINESS SEGMENTS

IDAHO POWER COMPANY (IPC)

Idaho Power Company, which is IDACORP’s regulated utility, currently serves more than 400,000 residential and
commercial customers who reside mostly 1n ldaho. IPC’s service territory encompasses approximately a 20,000 squarc mile
arca, with the majority located in southern Idaho and castern Oregon serving a population base of more than 800,000 people.
About 95% of IPC’s general business revenues come from customers within the state of Idaho. Residential and commercial
customers make up more than 60% of TPC’s general business revenues.

IPC Revenue, Actual and Estimated

In 000's FY9RA FY99A FY00A FY01A FYO02E
Electric Utility:
General Business $ 514856 $ 516,148 § 565357 § 650,608 $ 682,489
Off system salcs § 214418 $ 119,785 $ 229,986 $ 219,966 § 98,543
Other revenues $ 2736 $ 22,403 § 41,663 $ 43,626 § 41,500
Total Electric Utility Revenucs 756,410 658,336 837,006 914,201 822,532
Annual Growth Rate FY98 ryss FY00 FYO01 FYO02E
General Business 7.2% 0.3% 9.5% 15.1% 4.9%
Off system sales 113.2% -44.1% 92.0% -4.4% -55.2%
Other revenues 12.3% -17.4% 86.0% 4.7% -4.9%
Total Elcctric Utility Revenues 25.0% -13.0% 27.1% 9.2% -10.0%

Source: Company reports and Ragen MacKenzie estimates

[PC owns and operates properties including 17 hydro facilities located on the Snake River and shares ownership in three coal-
fired plants located throughout the region. Idaho Power Company also recently put into service a 90 MW combustion turbine
to serve peaking loads. These resources combined supply about 89% (56% hydro and 33% thermal generation) of IPC’s
power needs under normal weather and hydro conditions. In most years, IPC's peaking load iequites about 2,900 MW,
Idaho Power typically rclies on wholesale spot market purchases for serving a portion (about 11%) of its load. Idaho Power
Company’s energy portfolio is heavily dependent on hydro conditions in order to provide low-cost hydro generation. Idaho

Power Company’s earnings are sensitive to variations in the weather because 41% of general business revenues are dependent
on residents, who use heating in the winter and air conditioning in the summer.

Page 3



RAGEN MACKENZIE, A Division of Wells Fargo Investments, LLC

Deferred Charges and Recovery of Excess Power Costs. In 2001 Idaho Power faced drought, volatile wholesale prices,
and heavier load requirements duc to colder-than-normal weather. Fortunately, Idaho Power put into place a number of ycars
ago a purchase cost adjustment (PCA) mechanism that allows the Company to adjust the price of power embedded in its rate
structure on an annual basis. At the end of FYO1, Idaho Power had incurred $227 million in excess power costs. Of this
amount, IPC is allowed to recover $217 million, or 96%, of its excess power costs through rate increases to customers. Idaho
Power Company does not have a PCA in place for Oregon, which represents about 5% of utility revenues. Idaho Power

Company has not had a general rate case since 1995. Duc to its growth in the customer base, we believe that the Company
may file for a rate case within the next two years.

Improving Hydro Conditions Over Last Year. Early indications of reservoir inflows to [daho Power’s Brownlee Reservoir
(IDACORP’s main storage reservoir for its Hell’s Canyon hydro complex) indicate that 2002 is likely to end at a lower-than-

average level, yet significantly higher than last year’s level. 2001 experienced one of the lowest reservoir levels on record,
and early estimates of 2002 levels have been negatively impacted by 20017s drought.

Relicensing of Hell’s Canyen. IPC plans to file its application for relicensing of the Hell’s Canyon complex, IPC’s largest
hydro facility. Relicensing is a 30-year cycle process that is continuously ongoing at Idaho Power Company. The process of
preparing and filing for federal relicenses, even in the smallest facilities, is an uncertaking of a number of years. Hell’s

Canyon is a three-dam facility with a potential generating capacity of 1167 MW, which is greater than the rest of the hydre
facilities combined.

IDACORP ENERGY

IDACORP Energy, which legally separated from the utility in June 2001, primanly focuses on natural gas and electricity
wholesale trading. Also, IDACORP Energy owns strategic transmission rights and has the opportunity to trade its access
rights to other utilities and markcters. Because power prices have begun to stabilize, IDACORP is focused on growing this
business unit's earnings through deal origination. We believe IDACORP Energy intends to change the focus of its business
over time to incorporate additional strategic assets. For example, IDACORP Encrgy does not own or manage any generation
assets at this point in time, but we believe there may be some future opportunity in this area for the Company. IDACORP

Energy employs approximately 120 people, of which about 15% arc traders, with the core concentration located in Boise,
Idaho.

Due to the market intelligence acquired through its trading and marketing activities, 1daho Power Company relies on the
trading arm to transact its open market activities when it is in a net purchasing position. About 5% of IDACORP Energy’s
gross margin historically has been derived through power sales to Idaho Power Company. Likewise, when the utility is in a
surplus position, it has the option to sell excess generation to IDACORP Energy. These transactions are conducted, as one

would expect, at market prices through an arm’s length transaction. As with other utilities, power sales made by the utility are
then used to offset power costs.

IDA-WEST ENERGY

Ida-West owns and manages independent electric power projects. Ida-West is currently developing a 273 MW natural gas-
fired turbine located in Middleton, Idaho, for Idaho Power Company. IPC selected IDA-West for developing the site through
a proposal process. We believe there is a possibility that the timeline may be pushed back on this project due to the negative

impact the slowing economy has had on load growth. This proposed Gamet facility has the potential to double its capacity
aver time

Historically, Ida-West has been a stable contributor to IDACORP’s earnings, adding about $0.08-$0.10 to earnings per sharc
annually. Ida-West’s $0.32 contribution to earnings per share in FY00 was positively impacted by a gain on the sale of its
Hermiston project to an independenl puwer producer, which resulted in a net-of -tax gain of about $8.3 million, or $0.22 per
share. In FY01, Ida-West Energy contributed $0.13 to earnings. We are estimating a segment contribution of about $0.08 in
FY02, which is more in line with its historical range.

IDACORP FINANCIAL SERVICES (IF'S)

IDACORP Financial Services (IFS), since its inception in 1989, has been a stable contributor to earnings through its tax-
advantaged investments. To date, IFS has more than $120 million invested in its properties, which are primarily affordable
housing projects. More recently, IFS has expanded its investment scope to include historical rehabilitation projects such as
the El Cortez hotel project in San Diego, California.
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IDACORP Financial has over 300 properties in 42 states and one U.S. territory and invests about $30 million annually. This
division's investment focus has historically been affordable housing projects, but it is planning to expand its tax-advantaged
investments to include, among other things, energy credits. We believe this segment is a consistent bottom-line contributor in
the $0.12-$0.14 range. We have estimated in the low end of this range for FY02 at $0.12.

IDACOMM

IDACOMM, IDACORP’s traditional and high-speed Internet access provider, offers its service in areas located outside major
metropolitan areas. Velocitus, IDACOMM’s high-speed Internet service, currently operates in areas such as Boise and
Pocatello, Idaho; Spokane, Washington; Portland, Oregon; Fresno, California; Reno and Las Vegas, Nevada; and most
recently, Santa Fe, New Mexico. IDACOMM originally targeted the entire western region for expansion of its customer base,
but due to challenging market conditions, has scaled back its more aggressive plans. While we believe IDACOMM may
eventually return 10 a more aggressive cxpansion plan vuce a stronger cash flow position has been cstablished, for now
IDACOMM is targeting a slower rollout that includes expansion into eight cities with its fixed wircless service by year-end.

We believe it is important to differentiate between other telecom service providers and IDACOMM’s Velocitus service.
Velocitus is not a long-haul fiber company. Instead, the Company is focused on providing local fiber to organizations located
outside major metropolitan arcas. For example, it provides service to hospitals and schools in areas that may be overlooked
by other service providers. We believe that the demand for this service is real and growing, and that IDACOMM’s approach
(build it uffer they come) to this busincss is rcasonable. In light of IDACOMM’s recent slower expansion plans, we expect
IDACOMM to breakeven on a net income basis within the next 12—-18 months.

IDATECH

IdaTech, IDACORP’s non-regulated subsidiary located in Bend, Oregon, is focused on hydrogen-powered fuel cell
development. The target market for IdaTech’s fuel cell is for small-scale portable units to be used for distributed gencration
in residential and other markets. IdaTech has an agrecment with Bonneville Power Administration (BPA) for alpha and beta
testing of its fuel cells. IdaTech is also currently alpha testing a small number of fuel cells in Japan with Tokyo Boeki.
idaTech has announced its intention to launch a commercial product, most likely its fuel cell reformer, by year-end.

ldaTech, still currently in research and development stages, has yet to reach EBITDA profitability. IDACOMM and IdaTech
combined have a dilutive effect on earnings of about ($0.40) per sharc annually. Due to the extended delays in preduction
and adoption timelines inherent in these emerging industries, we believe we are being conservative in our projections for the

financial performance of these two units. We believe that IDACORP’s non-profitable subsidiaries offer long-term growth
potential.

FULL-YEAR FINANCIAL RESULTS

IDACORP Energy was the major contributor to earnings in FY01 (85.7%) and contributed about 40% to earnings in FY00.
Although IDACORP Energy reported a record year in FYOL, its overall contribution to earnings was somewhat distorted by
the below-normal performance of the utility. While the utility’s profitability deteriorated in FYO1 due to a regional drought
and volatile power prices, IDACORP Energy’s earnings per share grew 82% year-over-year, reflecting strong volume and
transaction growth as well as a reduction in general overhead costs.

In FYO1, IDACORP reported net income of $125 million, or $3.35 per share, versus $140 million, or $3.72 per share, in
FY00. A decline in net income at the utility was offset by the 82% increase in earnings at IDACORP Energy. ‘I 'he regional

drought experienced in FYO! increased Idaho Power’s cost of providing power, while at the same time reducing its ability to
use off-system sales to offset rising power costs.
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Actual Quarterly EPS, by Segment

1Q00A 2Q00A 3Q00A 4Q00A FY00A

Idaho Power Company $0.73 $0.40 $0.43 $0.42 $1.97
IDACORP Encrgy 0.15 0.46 0.69 0.28 1.58
IDACORP Financial 0.03 0.03 0.05 0.04 0.14
Ida-West Encrgy 0.25 0.03 0.02 0.02 0.32
Other Scgments (0.04) (0.06) (0.08) (0.13) (0.29)
IDACORP, Inc. EPS $ 112 $ 0.86 $ 1.11 $ 0.63 $ 3.72

1Q01A 2Q01A 3Q01A 4Q01A FYO1A

Idaho Power Company $0.37 $0.16 $0.00 $0.07 $0.60
IDACORP Energy 0.62 0.83 0.93 0.49 2.87
IDACORP Financial 0.03 0.03 0.05 0.03 0.14
lda-West Eacrgy 0.01 0.04 0.02 0.07 0.13
Other Scgments (0.10) (0.10) (0.09) (0.11) (0.39)
IDACORP, Inc. EPS $ 0.93 $ 0.96 $ 091 $ 0.55 $ 335

Source: Company reports

Operating income for the year was $243 million versus $248 million in the prior year, reflecting, among other things, higher
purchased power costs at the utility. Operating income for the utility, IDACORP Energy, and Other segments in FY01 was
$90 miltion, $177 million, and a loss of ($24) millior, respectively, versus $169 million, $95 million, and a loss of ($16)
million in FY00. Pretax income for the full year was $190 million versus $211 million, reflecting lower operating income, 2s
well as higher interest cxpense duc to IDACORP’s increase in short-term financing to fund PCA costs.

IDACORP estimates that 1daho Power Company's cainings would have been $1.45 higher ($1.27 negative impact from
excess power costs not included in the PCA adjustment and a write-off of $0.18 for excess power costs) without the negative
impact of higher power costs. Idaho Power, on a normalized basis, should earn about $2.00 per share. We are expecting the
utility to benefit from improving hydro conditions and lower power prices in FY02. For IDACORP Energy, we arc expecting
FY02 to establish a move normal base year for the subsidiary given the dramatic fall in power prices and volatility this year
versus last. Thus, we are estimating a decline in earnings to $1.42 per share, which is also a decline from the segment’s FY01
and FY0O earnings of $2.87 and $1.58, respectively. This business is extremely difficult to forecast given that it depends on
the level of volatility of power prices and industry-wide diminishing credit quality. We have not anticipated an increase in
the volatility in power prices in our estimates. We are anticipating segment contribution from IDACORP Financial and Ida-
West Energy to be within the range of their historical contribution levels.

BALANCE SHEET

The Company ended 3Q01 with $62 million in cash and equivalents, which is below normal for the Company, due to the
negative impact of excess power casts throughout the year. IDACORP’s capital structure consists of 46% debt, 6% preferred
securities, and 48% equity. For FY02, budgeted capital expenditure requirements for the utility for FY02 are $124 million.
The Company has announced its intention to issue between $150 million and $250 million in debt and/or equity by the first
half of 2002. Proceeds from the issuance are expected to add equity to the utility, provide liquidity to the energy trading and
marketing business, and, to a lesser degree, be used 1o fund capital uceds of other non-regulated busincasscs. IDACORP has
about $900 million in long-term debt on its balance sheet, which is rated A+ with a negative watch by Standard & Poor’s at
the corporate level and Baal with a stable outlook by Moody’s.
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Book values of Idaho Power Company and IDACORP, Inc., as of September 30, 2001, were $20.83 and $23.09, respectively.
Idaho Power Company has an authorized return on common equity of 11%. For the last three years, IDACORP has carned a
return on equity significantly higher than its peer group over the same time period, due largely to the contribution to earnings
from its non-regulated subsidiaries. In 2000, 1999, and 1998, IDACORP’s return on average equity was 17.0%, 12.1%, and
12.2%, respectively These returns compare to an industry average of 7.2%. 12.2%. and 10.9%, respectively.

RISKS

A significant portion of IDACORP’s revenue and earnings is generated from its energy trading and marketing business. This
business is difficult to forecast given that profitability in the sector is dependent on volatitity in power prices. Accounting in
the industry is mark-to-market, meaning that some of the profits booked in a given quarter are duc to unrealized gains on
changes in the fair market value of outstanding contracts and also a function of the amount of collateral posted by the
Company. These gains are generally realized over a number of years. IDACORP Energy management has recently increased

its disclosure in this area so that trendlines could be established. However, earnings in this segment of the business may be
volatile.

IDACORP Energy is engaged in a fawsuit with Overton Power District for failure to meet payment obligations under a power
contract where the Company believes Overton has breached its contract. Overton agreed to pay IDACORP Energy for power
at prices significantly higher than today’s market prices for a period beginning July 1, 2001 and continuing through June 30,
2011. Overton had agreed at the time to raise rates to customers in order to cover the power costs. The Company has a $73
million long-term asset on its balance sheet that has been discounted for uncertainties surrounding the situation.  The

Company believes the case with Overton is unique and does not believe it is indicative of the credit quality of its overall
portfolio.

The Company, because of the drought conditions in the region, engaged in demand-side management programs in FYO!.
Thesc programs were intended to reduce the load of some of its larger customers by paying the customers to reduce power
consumption. One such arrangement with Astaris Corporation involved a 50 MW voluntary load reduction. The Company
and Astaris also entered into a take-or-pay arrangement where Astaris agreed to pay a comracted price for power whether or
not Astaris used the power. Subsequently, Astaris shut down operations and is disputing this take-or-pay arrangement. In
November 2001, the Company filed with the Commission for resolution.

CONCLUSION

We believe IDACORP’s management tcam has made reasonable business decisions that have consistently added to
IDACORP’s bottom line. Even though not all of the non-regulated businesses into which IDACORP has entered have met
expectations, the Company has been able to identify those situations as such and redirect its focus. Of the five non-regulated
businesses, two are not yet profitable; however, one of those is essentially self-funded and expected to reach net income
breakeven within the next year or two, and the other should have its first commercial product launch later this year. The other
non-regulated businesses have been solid contributors to earnings, with the energy trading and marketing business
contributing the majority of net income in FYO1. As for Idaho Power Company, we believe it operates in a favorable
regulatory environment in Idaho and, due to the PCA mechanism put into place, has avoided some of the financial crises that
have been a result of volatile power prices in the region. On a normalized basis, Idaho Power Company contributes about
$2.00 per share. IDACORP pays a dividend of $1.86, a 4.9% yield, which compares favorably to other electric utilities. Due
to the low payout ratio of 60% (based on our FY02 earnings estimate), we consider the dividend secure.

ALLYSON R. RODGERS, CFA
(206) 464-5951

Other public companies mentioned:
Hewlett-Packard Company (NYSE-HWP-$19.98, not rated)
Micron Technology, Inc. (NYSE-MU-$34.05, not rated)

S&P 500: 1109.43

Page 7

/A2



RAGEN MACKENZIE, A Division of Wells Fargo lnvesﬁnents, LLC

TdaCorp, Inc.
(i th d:
Income Statement 1Q80A 2Q00A 3Q08A 4Q00A 2000A 1Q01A 2Q81A 3Q01A 4Q01A 2001A 2002E
Electric Utility Revenues 166,480 213,555 231,935 225,035 837006 | 200,452 228214 286,807 198,728 914,201 822,532
Energy Marketing 180,702 332,665 799.490 822,868 | 2,135.725 929,563 | 1347286 | 1825249 619,267 | 4,721,365 | 2,315,000
Other 4397 5,281 7,960 5,025 22,663 2,636 3,068 3,019 ina 12,448 12,500
Ogperating Revenues 351,579 551,501 1039386 | 1052928 | 2995393 | 1,132,651 1,578,569 | 2,115,075 821,719 | 5,648,014 | 3,150,032
Utitity Operating Expenses
Purchased power 12,889 101,630 139,243 144 887 398,649 125,287 169,419 228,460 61,044 584,209 228,000
Fuel expense 24,659 20,056 2381t 25.689 94215 25,247 223350 25,947 24,775 98,318 97,500
Power cost adjustment 3,258 (21,943 (45.612) (56,391)]  (120.,688) (58,246) (68,086) (57,770) 8,177 (175,925) -
Other operations and maintenance 44,605 52,082 49,630 48.553 194,870 49,401 49978 50,906 60,476 210,762 230,000
Depreciation 19,887 19,949 19,933 20,519 80.287 20,952 21,448 21,894 22,748 87.041 89,500
Taxes other than income taxes 5427 5463 5,024 4252 20,166 5,235 5,409 4,947 4,102 19,693 20,000
Total utility operating expenses 110,726 177,236 192,028 187,509 667,498 167,876 200,518 274,384 181,322 824,099 665,000
Marketing CGS 169,449 300,759 741,903 778324 1 1,990434 857,588 | 1,286,727 | 1,755,807 578,483 | 4,478,605 | 2,164,525
Marketing SG&A 2,711 3913 15,492 28,696 50811 33,428 9,295 11,770 11,553 66,047 46,800
Other non-utility operating expenses 6,992 8,638 11,100 12,650 39,380 8,587 8,587 7,424 12,376 36,073 37,500
Total Operating Expenses 289.877 490.545 960,522 | 1,007,179 | 2748123 | 1,067,479 | 1505127 | 2,049,385 783,734 | 5,405,725 | 2913.825
Income from operations 61,702 60,956 78,864 45,749 247271 65,172 73,442 65,690 37,985 242,289 236,207
Other Income 20,674 3978 1,043 4,853 30,549 4,993 3,598 4,385 10,317 23,294 30,000
Interest expense (13,162) (13,253) (13,239) {13,703) (53,356) (13,449) (14.768) (13,787) (13,779) (55,783) (57,000)
Other interest 2,211 (1,463) (1,758} (2401 {7,833) {(3,203) {3.041) (3,925) {4,371) (14,540) (10,000)
Preferrec dividends of [daho Power {1,428) (1488 (LSt (1,506) (5.929) (1,461) (1.292) (1,37%) (1,272) (5,400) (5,400
Total other income (expenses) - net 3874 (12,222) (15464) (12,757 (36,569} (13,120} (15,503) (14,701) (9,105) (52,429) (42,400)
Income before taxes 65,576 48,733 63,400 32,993 210,701 52,052 57,939 50,988 28,881 189,860 193,807
Income taxes 23,496 16211 21,839 9,272 70,818 17,282 ¢ 21,861 17,055 8,449 64,647 65,894
Net incomc 12,080 32,522 41,561 23,771 139 RR4 34770 | 36078 33.933 20,432 125213 127,913
Average common shares o/s 37612 37,612 37.524 37,517 37.566 37415 37414 37410 37480 37,430 41,000
EPS, Basic and Diluted {1218 0865 LS 063 'S 37218 093 1S 0.96 0.91 05518 33548 3.12
Dividends paid 047 | S 04715 047 1S 04718 186 1S 047 1S 0.47 1 ¢ 0.47 04718 186 | S 1.86
Dividend payout ratio 41.6% 53.8% 42.0% 73.5%]| 50.0% 50.0%, 48.2%| 513% 85.3%, 55.6% 59.6%
Porcersage Aralysis
Purchased power 7.7% 47.6% 60.0% 64.4% 47.6% 62.5% 74.2% 79.7% 30.7% 63.9% 27.7%
Fuel expense 148% 9.4% 10.3% 11.4% 11.3% 12.6% 9.8 9.0% 125% 10.8% 11.9%
Power cost adjustment 2.0% -10.3% -19.7% -25.1% -14 4% -29.1% -29.8% -20.1% 4.1% -19.2% 0.0%
Other operations and maintenance 26.8% 24.4% 21.4% 21.6% 23.3% 24.6% 21.9% 17.7% 30.4% 23.1% 28.0%
Depreciation 11.9% 9.3% 8.6% 9.1% 9.6% 10.5% 9.4% 7.6% 11.4% 9.5% 10.9%
Total Operating Expenses 82.5% 88.9% 92.4% 95.7% 91.7% 94.2% 95.3% 96.9% 95.4% 95.7% 92.5%
Maryin Analysis
Marketing CGS 93.8% 90.4% 92.8% 94.6% 93.2% 92.3% 95.5% 96.2% 93.4% 94.9% 93.5%
Operating margin 17.5% L% 7.6% 4.3% 8.3% 5.8% 4.7% 1% 4.6% 4.3% 1.5%
Pre-tax margin 18.7% R.8% 6.1% 3.1% 1.0% 4.6% 3.7% 2.4% 3.5% 3.4% 6.2%
Net margin 12.0% 5.9% 4.0% 2.3% 4.7% 31% 2.3% 1Lo% 2.5% 2.2% 4.1%
Tax Rate 35.8% 333% 34.4% 28.1% 33.6% 33.2% 37.7% 33.4% 29.3% 34.0% 34.0%
¥r-¥Yr Charnge
Electric Utility Reveaues 20.4% 6.9% 23.%% -11.7% 9.2% -10.0%
Energy Marketing Revenues 4144% 305.0% 128.3% 24.7% 121.1% -51.0%
Total Operating Revenue 2222% 186.2% 103.5% -22.0% 88.6% 44 2%
Total utility operating expenses 51.6% 13.1% 429% -3.3% 23.5% -19.3%
Marketing CGS 406.1% 327.8% 136.7% -25.7% 125.0% -51.7%
Marketing $.G.&A 1433.2% 137.6% -24.0% -59.7% 30.0% -29.1%
Operating Income 5.6% 20.5% -16.7% -17.0% -2.0% -2.5%
Pre-Tax Income -20.6% 18.9% -10.6% -1 5% -9.9% 2.1%
Net Income -17.4% 10.9% -18.4% -13.9% -10.5% 2.2%
EPS, Basic and Diluted -16.9% 11.5% -18.1% -13.8% -10.1% -6.8%
Source: Company reports and Ragen MacKenzie estimates
Allyson R. Rodgers, CFA (206) 464-5951
02.25.2002
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IDACORP, Inc.

Historical Balance Sheet (in 000's) FY98A FY99A FY00A 3Q01A
ASSETS

Cash and Equivalents S 22867 $§ 111338 § 106,795 $ 62415
Total Receivables 116,486 113,748 240,921 304,142
Energy Marketing Asscts - 37,398 1,060,128 294,825
Accrucd Unbilled Revenues 34,610 31,994 44 825 32,427
Materials and Supplics 37,253 38,940 34,836 33,283
Regulatory Asscts 2,965 893 8,672 68,190
Prepayments 16,042 16,097 24,575 26,845
QOther - - - 20,754
Current Assets 230,223 350,408 1,520,752 842,881
Investments and Other 124,021 139,091 157,068 187,750
Utility Plant, nct 1,650,054 1,652,304 1,657,302 1,740,157
Construction Work in Progress 59,717 91,637 136,388 112,266
Other Property 7,154 8,670 11,346 21,125
Deferred Charges 385,650 398,261 556,850 1,045,022
TOTAL ASSETS $ 2456819 $ 2,640,371 $ 4,039,706 § 3,949,201
LIABILITIES AND CAPITALIZATION

Notes Payable 38,524 19,757 120,600 325,500
Accounts Payable 101,975 145,737 272,376 353,466
Encrgy Markcting Liabilitics - 33,814 1,060,180 356,690
Derivative Liabilitics - - - 56,270
Interest Accrued 18,365 19,126 16,985 20,576
Other 40,025 38,902 52,407 61,831
Current Portion of Long-Term Debt 6,029 89,101 39,774 9,110
Current Liabilitics 204,918 346,437 1,562,322 1,183,443
Regulatory Liabilitics 106,831 107,991 110,901 110,013
Deferred Income Taxes 422,196 430,468 460,464 567,733
Energy Marketing - - 46,769 170,711
Derivative Liabilitics - - - 15,229
Other 70,572 75,136 69,259 62,395
Long-Term Debt 815,937 821,558 864,114 870,140
Preferred Stock 105,968 105,811 105,066 104,524
Common Stock 451,564 451,343 451,606 445,984
Retained Earnings 278,833 301,627 369,205 419,029
Common Shareholders’ Equity 730,397 752,970 820,811 865,013

TOTAL LIABILITIES / CAPITALIZATION

$ 2,456,819

$ 2,640,371

$ 4,039,706 $ 3,949,201

Source: Company reports and Ragen MacKenzie estimates

Allyson R. Rodgers, CFA (206) 464-5951
02.25.2002
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IDACORP, Inc.
Historical Statement of Cash Flows (in 000's)

OPERATING ACTIVITIES:

Net income

NON-CASH ITEMS INCLUDED IN NET INCOME:
Allowance for uncollcctible accounts

Depreciation and amortization

Provision for deferred income taxes

Power and natural gas cost deferrals and amortizations
Gain on sale of property and subsidiary investments-nct
Encrgy commodity asscts and liabilitics

Other-net

Decrease (increase) in working capital components:
Receivables and prepaid expensc

Materials & supplies, fucl stock and natural gas stored
Payables and other accrued liabilitics

Other

Monetization of Contract

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES

INVESTING ACTIVITIES:

Construction expenditures (excluding AFUDC-equity funds)

Other capital requirements

Proceeds from property sales and sale of subsidiary investments

Assets acquired and investments in subsidiarics

NET CASH PROVIDED BY (USED iN) INVESTING ACTIVITIES

FINANCING ACTIVITIES:

Increase (decrease) in short-term borrowings

Proceeds from issuance of long-term debt

Redemption and maturity of long-term debt

Sale (repurchase) of common stock

Cash dividends paid

Other-net

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH & CASH EQUIVALENTS
CASH & CASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH & CASH EQUIVALENTS AT END OF PERIOD

Source: Company reports and Ragen MacKenzie estimates
Allyson R. Rodgers, CFA (206) 464-5951
02.25.2002

1998
89,176

87,143
(10,182)
21,658

4,883
(925)
(10,772)
(11,094)

169,887

(89,134)
3,206

(19,139)

(105,117)

(18,992)
80,556
(39,154)

(69,868)

(1,350)

(48,808)
15,962
6,905

22,867

1999
91,349

95,436
(1,820)
(891)

(3,584)

2,683
(1,687)
42,906

6,196

230,588

(110,974)
(5,060)
(25,416)
(141,450)

(18,767)
98,730
(9.815)

(69,863)

(952)
667

88,471
22,867

111,338

2000

139.883

103,971

46,718
(122,353)
(14,000)

28,531

(157,182)
4,104
107,191

(3,228)

133,635

(140,302)
(642)
17,500
(29,166)
(152,610)

100,843
94,381
(102,427)

(8,014)

(69,850)

(s01)
14.432

(4,543)
111,338

106,795

9-Mos
104,782

19,347
82,324
115,045
(188,202)
(1,605)
(116,299)
2,314

(85,804)

(510
41,715

(2,230)

(29,123)

(138,260)
(3,266)
11,126

(130,400)

204,900
120,000
(144,390)

(7,969)
(52,343)

(5,055)
115,143

(44,380)
106,795

62,415
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RELICENSING OF HYDROELEU I KILV FRUJEL 1 O.

IPC, like other utilities that operate nonfederal hydroelectric projects, obtains licenses for
projects from the FERC. These licenses generally last for 30 to 50 years depending on the size and 8
of the project. Currently, the licenses for five hydro projects have expired. These projects continue
nder annual licenses until the FERC issues a new permanent license. Three more hydro project licenses will
‘xpire by 2010.

IPC is actively pursuing the relicensing of these projects, a process that may continue for the next ten to 15
years. IPC has filed applications seeking renewal of licenses for the Bliss, Upper Salmon Falls, Lower Salmon
Falls, CJ Strike, Shoshone Falls and Upper and Lower Malad Hydroelectric projects. The licenses for the Hells
Canyon Complex (Brownlee, Oxbow and Hells Canyon) and the Swan Falls project expire in 2005 and 2010,
respectively. IPC is currently engaged in procedures necessary to file timely license applications for these
projects. Although various federal and state requirements and issues must be resolved through the license
rencwal process, IPC anticipates that it will relicense each of the eight projects. 2 00 2
Final Environmental Impact Statements (EIS) have been issued for the Bliss, Upper Salmon Falls, Lower /é} &
Salmon Falls and Shoshone Falls projects. New FERC licenses are anticipated in 2003. While the actual
environmental costs of protection, mitigation and enhancement (PM&E) measures and other costs associated
with the relicensing of the projects will not be known until the new licenses are issued by the FERC, costs
associated with these licenses (assuming 30-year licenses) are expected to total approximately $8 million
during the first five years of the licenses and $28 million over the following 25 years.

A final EIS has been issued in October 2002 for the CJ Strike project and a new FERC license is expected in
2003. While the actual costs of PM&E measures and other costs associated with the relicensing of the project
will not be known until the new license is issued by the FERC, costs associated with the license (assuming a
30-year license) are expected to total approximately $9 million during the first five years of the license and $38
million over the following 25 years.

The four Mid-Snake River projects, Bliss, Upper Salmon Falls, Lower Salmon Falls and Shoshone Falls, and

. the CJ Strike projects, may affect five species of snails listed under the Endangered Specics Act. See
discussion in the Part II, Item 7 - "MD&A - LEGAL AND ENVIRONMENTAL ISSUES - Environmental
Issues - Threatened and Endangered Snails.”

The Upper and Lower Malad project license expires in July 2004 and the new license application was filed in
July 2002. The application is proceeding through the normal FERC licensing process. The application
includes proposed PM&E measures estimated to {otal (assuming a 30-year license) approximately $1 million
during the first five years of the license and $3 million over the following 25 years. However, the actual costs
of PM&E measures and other costs associated with the relicensing of the project will not be known until the
new license is issued by the FERC.

The most significant relicensing effort is the Hells Canyon Complex, which provides 68 percent of IPC's hydro /
generation capacity and 40 percent of its total generating capacity. IPC developed its draft license application

with the assistance of a collaborative team made up of individuals representing state and federal agencies,
businesses, environmental, tribal, customer, local government and local landowner interests. The draft license
application was issucd in Scptember 2002 and the final application will be filed in July 2003. The draft
application includes proposed PM&E measures estimated to total approximately (assuming a 30-year license)
$78 million during the first five years of the license and $100 million during the following 25 years. However,
the actual costs of PM&E measures and other costs associated with the relicensing of the project will not be
known until the new license is issued by the FERC.

At December 31, 2002, $50 million of pre-relicensing costs were included in Construction Work in Progress

(CWIP) and $6 million of pre-relicensing costs were included in Electric Plant in Service. The pre-relicensing

costs are recorded and held in CWIP until a new permanent license or annual license is issued by the FERC, at
. which time the charges are transferred to Electric Plant in Service. Pre-relicensing costs as well as costs
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= sUMMARY OF 2002 RESULTS AND 2003 OUTLOOK:

Overall Results

IDACORP's overall results show earnings per share (EPS) of $1.63, a decrease of $1.72 from 2001. IPC's EPS
increased from $0.60 in 2001 to $2.24 in 2002 despite the operational impacts of continued below normal
streamflow conditions on IPC's hydro system and reduced general business sales. At IE, EPS decreased
significantly from $2.87 in 2001 to a current year loss of $0.39. IE's results have been significantly impacted
by deteriorating credit, substantially reduced pricing spreads, and low volatility in the Western wholesale
energy markets as well as the decision to wind down energy marketing operations. IDACORP's results also
reflect an $8 million partial write-down of Ida-West's investment in equipment related to the proposed Garnet
energy project.

Since the announcement to wind down its energy marketing operations, IE has recorded $9 million in

severance expenses, non-cancelable lease liabilities and asset impairments, among other matters. IE has

reduced its workforce from a peak last year of 125 to fewer than 60 employees as of December 31, 2002.

Further reductions in the workforce to approximately 20 employees are expected by July 2003. Zf/?? 2

Utility operations benefited from a tax accounting method change that allowed IPC to record a $35 million tax
benefit. $31 million of this benefit is attributable to 2001 and prior years.

This benefit was partially offset by expensing $12 million in lost irrigation revenucs disallowed by the IPUC.
IPC disagrees with the IPUC's decision to disallow recovery of the $12 million in lost irrigation revenues and
has filed an appeal with the Idaho Supreme Court seeking to overturn the IPUC's decision. IPC filed its brief
on January 31, 2003. It is anticipated that this case will not be decided by the Idaho Supreme Court until latc
2003 or early 2004. If successful, IPC would record any amount recovered as revenue.

Hydroelectric Generation and Below Normal Water Conditions
The following table presents IPC's system generation for the last three years:

MWh Percent of total generation
2002 2001 2000 2002 2001 2000
Hydroelectric 6,069 5,638 8,500 45% 43% 52%
Thermal 7,286 7,622 7,701 55 57 48
Total system generation 13,355 13,260 16,201 100% 100% 100%

IPC relies on low-cost hydroelectric plants for a significant portion of its power supply. IPC's hydroelectric /
generation has decreased since 2000 as IPC has experienced three years of below normal water conditions.

Under normal streamflow conditions, IPC's generation mix is 57 percent hydro and 43 percent thermal. The
amount of electricity IPC is able to generate from its hydro plants depends primarily on the snowpack in the
mountains above its hydro facilities, reservoir storage and streamflow conditions.

Current Snake River basin snowpack numbers suggest that streamflow conditions for 2003 will remain below
normal. IPC's March 2003 accumulations were 78 percent of normal, compared to 85 percent at the same time
a year earlier.

The U.S. Weather Service's River Forecast Center at this time is predicting April-through-July inflow into
Brownlee Reservoir will be 3.7 million acre-feet (maf). The normal 30-year average for inflow during that
time is 6.3 mal. Based on the above snowpack and forecasted inflows, IPC is expecting its fourth year of
below normal water conditions. IPC currently plans to use wholesale purchases from the energy markets when
necessary to meet its energy needs during 2003.
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Credit Strengths for Idaho Power Company (IPC) are:
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- Good regulatory relations and support provided by the power cost adjustment mechanism (PCA)

- Very low production costs under normai hydro conditions

- Continued growing economy and service territory

- Ongoing cost control efforts

- Solig-firancrat-pesition, adequate liquidity and good banking relationships

-

Credit Challenges \\\\

R

st

Credit Challenges for IPC are:

- Effects of persisting drought and unfavorable weather

- General rate increase needed to recover costs of customer growth, additional capacity needs, and expansion of / g

T&D system
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- Costs and potential operational changes tied to hydroelectric plant relicensing process

. - High dividend payout to IDACORP, the parent company

Rating Rationale

IPC's A2 senior secured rating reflects its solid financial position, low rates, and relatively low business risk profile,
as well as its plans to control capital spending while striving to reduce other expenses. The A2 also reflects the
generally supportive regulatory environmentin Idaho. Yet the A2 rating also considers the risk that IPC might face
less operating and financial flexibility as it seeks relicensing of hydroelectric plants and adds other supply
resources by 2005 to meet expected demand growth.

Ve note that under normal hydiv conditions IPC's production costs are among the lowest of any in the nation,
reflecting its sizable hydroelectric capacity base and shared ownership of economic coal-fired plants. Also,
evidence of generally supportive treatment from the Idaho Public Utilities Commission (IPUC) is apparent from
benefits of a power cost adjustment (PCA) clause in Idaho. The PCA fosters more stable earnings and cash flow
protection for investors.

Rating Outlook - Negative (F .
‘\\

IPC's rating outlook is negative as the utility continues to cope with difficult power supply markets in its region and
prepares to seek a base rate increase to bolster utility returns and cash flow. We note that affiliate transaction
issues with FERC and the IPUC have been largely resolved without undue cost, although certain internal

liance assessments still need to be completed.

What Could Change the Rating - UP

As ieflected in the negative rating outlook, prospects for near-term improvement in the rating are limited. However,
success in securing adequate general rate relief in combination with help from improving hydro conditions and

other caslﬂgﬂﬁnbﬁndngmﬁﬂ!gicould help stabilize IPC's credit rating.

e

What Could Change the Rating - DOWN

Continued delay in return to more normal hydro and weather conditions in combination with unexpected harsh
treatment from Idaho regulators in the upcoming general rate proceedings. Significant increases in relicensing
costs and/or stringent operational constraints imposed as part cf the license renewal process. Any unexpected

return to significant, debt-financed investment in more risky nonutility investments by IDACORP that places
additional demands on {PC cash flow.

Recent Developments/Results

IPC targely resolved certain affiliate transaction issues with FERC and the IPUC in May without undue cost and is
undergoing internal compliance assessments to assure compliance with due process in the future. Meanwhile,
IPC's contribution to IDACORP's earnings to date in fiscal 2003 is being hampered by the effects of the lingering
drought and unfavorable weather conditions. Importantly, cash flow still benefits from the PCA mechanism, which
helps stabilize the earnings and cash flow effects of variability in hydro conditions and wholesale power prices.
Also, IPC's recent long-term financing activity in a very favorable interest rate environment has considerably
reduced its reliance on short-term debt, improved liquidity, and iowered its overall cost of capital. IPC's need to rely
on short-term debt during the remainder of 2003 Is expected to remain well below the unusually high levels
experienced during 2001 when wholesale markets were extremely volatile. IPC's lower net supply costs
contributed to significantly lower rates for customers, following the 5/16/03 PCA rate decision approving an
average 18% rate reduction. The PCA rate cut could exceed anticipated general rate increases in 2004 to recover
other costs of service not in current base rates. IPC Is expected to file the general rale case this fall. Lastly, we
note that IPC renewed its $200MM 364-day bank credit facility in March. The facility expires on 3/18/04.

© Copyright 2003, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, MOODY'S). All rights reserved. / ?
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PYRPOSE, IN WHOLE OR IN PART, IN ANY
FORM Of MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOCDY’S PRIOR WRITTEN CONSENT. All
information contained herein is obtained by MOODY'S from scurces believed by it tc pe accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors however, such information is provided "as is” without warranty
of any kind and MOODY'S, in particular, makes no representatios or warranty, express of imphed, as to the accuracy, timelinass,
completeness, merchantability or fitnesy for any particular purposs of any such information Under no circumectances shail
MCODY'S have any lability to any person or entity for {2) any loss or damage in whole ar in part caused by, resulling from, o1
relating to, any error (negligent or otherwise) or other circumstance ot Zontingency vaithin or cutside the control of MOODY'S o
any of its directors, officers, employees or agents in connection with the procurement, coliection, compilation. analvsis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential,
cornpensatory of incidental damages whatsoever (inciuding without fimitation, jost profits), even f MOODY'S 15 advised in
advance of the poszibility of such damages, resulting from the use of or inability to use, anv such information The credit ratings,
if any, constituting part of the information contained herein are, and must be construed solely as, staternents of opinion and not
stztements of fact or recommendations to purchase, sell or hold any securities. NO WARRANTY, EXPRESS OR IMFLIZD, AS TG
THE ACCURACY, TIMELINESS, COMPLETENESS, MFRCHANTABTIITY OR FITMESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each
rating or other opinion must be weighed solely as one factor in any investment decision made by or on behalf of any user of the
information contained herein, and each such user must accordingly make its own study and evaluation of each security and of
each issuer and guarantor of. and each provider of credit support for, each security that it may consider purchasing. holding or
selling Purcuant te Section 17(b) of the Securities Act of 1933, MOODY'S hareby discioses that most issugrs of dabt cecurities
(including corperets and municipal bonds, debentures, notes and caminercial paper) and preferred stock rated by MOODY'S
have, prior to assignment of any rating, agreed to pay to MOODY'S for appraisai and rating
from $1,500 to $1,500,000.

vices randered by it fees ranging
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Update and New Issue Review

Philip C. Adams, CFA

(312) 732-7332
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December 12, 2002

Coupon Security Maturity Amount Rating Price Yield Spread
4.75% FMB 11/15/12 $100 mil. A2/A 9913 4.86% 85 Bid
G.oa% TMB 1715432 Sr100 mil. Az/A 99.68 6.02% 15 Bid

Recoramendation: We think the new FMB issues by Idaho Power Company are currently fairly valued, and therefore
rate them a HOLD. The issues came at T+105 and T+125 on November 12, and have tightened nicely since then. The cur-
rent spreads are attractive for the ratings, but the small size of the issues and lack of frequency of the name in the
market prohably hamper liquidity. In addition, some intermediate-term strategic issues probably limit the near-term

upside in the name.

Investment Summary

As a vertically integrated regulated utility subsidiary, IPC's
single-A rated First Mortgage Bonds represent the most
favored security class in the utility sector at present. The
bonds were received well at issuance, and have tightened
by 10 to 20 bp since. Moreover, IDACORP and Idaho Power
look good to us in terms of: a) Demonstrating that Idaho’s
Power Cost Adjustment mechanism works reasonably
well; b) Prudently exiting the gas and energy trading
business, which was tying up capital without a decent
risk-adjusted retun; and ¢) Prudently deciding against
investing in natural gas midstream activities (which in
our view would have done no better than trading). While
we view the FMBS as a pretty good safe haven, their smiall
size and the utilities’ future capacity needs suggest that
upside may be limited.

Business Overview

IPC is a wholly-owned subsidiary of IDACORP, Inc. based
in Boise, idaho (NYSE: IDA). IDA’s market capitalization is
about $913 million, down 41% YTD.

IPC is a regulated, integrated electric utility involved in
the generation, purchase, transmission, distribution, and
sale of electric energy. IPC also owns, through a
subsidiary, an interest in Bridger Coal Company, which
supplies coal to IPC’s Bridger generating plant.

About g5% of IPC’s revenues come from customers in the
State of Idaho. IPC's territory covers 20,000 square miles
in southern and eastern Idaho (72 cities) and eastern
Oregon (10 cities), with an estimated population of
873,000.

© Copyright 2002. All rights reserved. No part of this publication may be reproduced without consent. Permission is granted for normal and limited quotation provided that

credit is given to Banc One Capital Markets, Inc.

BOCM may have underwritten an offering of securities within the last three years for any company or security mentioned in this report. BOCM may make a market in the
fixed income securities mentioned in this report and therefore may have a long and/or short position in the securities. Although the information in this report has been
obtained from sources that BOCM believes to be reliable, we do not guarantee its accuracy, and such information may be incomplete or condensed. All opinions and
estimates included in this report constitute our judgment as of this date and are subject to change without notice. This report is for information purposes only and is not
intended as an offer or solicitation with respect to the purchase or sale of any security. Investors should obtain and read the prospectus related to the securities discussed.

ey

Within the last twelve months, BOCM has received compensation for managing or co-managing a public offering of securities for Idaho Power Company.
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As of 12/31/01, IPC had over 401,000 general blsiness
customers. Residential customers accounted for about
40% of total utility revenue in 2001, with commercial at

25%. industrial 24%, and irrigation customers at n'/:.

IPC relies heavily on hydroelectric power. It o Uns and
operates 17 hydroelectric power plants and ong natural
gas-fired power plant, and shares ownership in three
oming,
Oregon, and Nevada (fueled by low-sulfur cod formMtah
and Wyoming). In a “normal” year, IPC's power sources

coal-fired generating plants located in

would be 56% hydro, 33% thermal, and 1% purchased.

IDACORP is exiting non-regulated marketing and
trading. Because of the extraordinary, but temporary,
success IDACORP had in trading, IPC accounted for only
16% of IDACORP's 2001 revenues and 37% of operating
income. By contrast, for the nine months ended September
30, 2003, utility operations accounted for 93% of
consolidated revenue and 129% of consolidated operating

income.

IPC had 1,688 employces of IDACORP’s 1,999 full-time

total as of 12/31/01.

Investment Considerations

Strengths:

When water is plentiful, IPC has abundant, cheap power.
IPC is one of the few investor-owned utilities with a

predominantly (very low-cost) hydroelectric generating
base, augmented by relatively low-cost coal-fired plants.

Access to purchased power. Through interconnections

with the Bonneville Power Administration and other

utilities, IPC has access to all the major electric systems
in the West, facilitating thc purchase of power when its
own resources fall short.

MWW,V‘M "
The Idaho power cost adjustment (PCA) mechanis

idaho Public Utilities Commission (IPUC), the PCA

provides for an annual rate adjustment (effectivel  for transmission and distribution lines and substations.
annually on May 16) to recapture the previous year's}

seems to work reasonably well. Administered by thi

actual increases in fuel and purchased power costs, as
well as forecast costs for the coming year. The difference
between the actual costs incurred and the forecast costs
arc deferred, with interest, and “trued-up” in the next
annual rate adjustment. The relationship between IPC
and IPUC has been generally supportive (although IPC
doesn’t get everything it asks for—see below.) Idaho has
not passed legislation with respect Lo a formal
restructuring of the electric industry, and IPC's Oregon
service territory is exempt from that state’s legislation.

Challenges:

IPC is on its third consecutive year of below-average

| water availability for hydroelectric power. Its reliance on

purchased power remains higher than normal, forcing
IPC to fund purchases in anticipation of rate relief. IPC
relies heavily on hydroelectric power for its generating
needs and can experience a negative impact from
adverse weather, such as a low snow pack in the

ountains above [PC reservoirs, or low precipitation
fevels. As demand outstrips hydroelectric capacity, more

xpensive coal and diesel facilities, along with purchased
power, are needed to make up the difference.

IPUC doesn't always grant IPC everything it asks for. In
the 2001 filing, IPC requested recovery of $227 miilion of
power supply costs. In May, the IPUC authorized recovery
of $168 million, but deferred recovery of $5g9 million
pending further review. The approved amount resulted
in an average rate increase of 31.6%. After hearings, the
IPUC authorized recovery of $48 million, plus $1 million of
accrued interest, beginning in October 2001. The
remaining $11 mitlion not recovered in rates from the PCA
filing was written off in September 2001.

In the 2002 filing, IPC requested recovery of $255 million
of excess power supp& costs. [PUC granted recovery of
about $256 million of ‘power supply costs, mostly over a
one-year period. Approximately $12 million of lost
revenues from an irrigation load reduction program were
denied, as were $2 million of other costs. IPUC also denied
a request to issue $172 million of Energy Cost Recovery
Bonds (essential'y an asset backed issue) that would have
spread the recovery period across three years. As a result of
these actions by IPUC, IPC’s total deferred power supply
costs in ldaho declined from about $2go million at the
end of 2001 to $218 million as of June 30. in Oregon, IPC
had about $14.7 million of deferred costs, which it began
collecting (in meaningful fashion) effective November
2001.

IPC has extensive capital expenditures planned for 2001
to 2005, aggregating $629 million. Over half of that is

The company expects to be able to fund all but about
$100 million of this five-year capital expenditure
program from operating cash flow.

IPC is re-licensing ten of its 17 hydroelectric projects from
FERC, a process that will take eight to 15 years. Re-
licensing is not automatic. IPC must demonstrate

(generally) that it is in the public interest for IPC to
continue to hold the federal license.

E
\
%
é
%

There can be no assurance that weather patterns will
revert to normal this winter or that sufficient

December 12, 2002
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hydroelectric power will be available next year.
Consequently, while IPC will have an opportunity to
apply for rate relief again next spring, the outcome of
future filings, and the excess fuel and power costs that
the company may incur in 2002 and 2003. cannot be
confidently estimated.

IPC is considering, but has not yet committed to,
investing in additional fossil fuel plants to reduce its
deficit in generating capacity. A 500MW plant might
cost $400 to $500 million.

IDACORP disclosed on September g, 2002 that several
issues require resolution with FERC and IPUC
surrounding the “winding down” of its power marketing
operations. With respect to IPUC, the primary purpose of
the proceeding is to determine the appropriate
compensation IDACORP Energy should provide to {PC as
a result of transactions between the affiliates since
February 2001 Matters with the FERC include: 1)
Resolution of whether or not the trading operation
properly paid the utility for use of its transmission assets;
2) Certain transactions between IDACORP Energy and IPC
(spinning reserves and load following services) were
supposed to have prior FERC approval, but did not; and 3)
The assignment of Idaho Power's marketing contracts to
IDACORP Energy in June 2001 was supposed to be
approved in advance by FERC, but prior approval was not
sought The remedies for these issues are not clear and
will not likely be known for some time. We think the
most likely outcome would be additional compensation
for IPC—a good thing, though perhaps offset by a
tougher stance at IPUC, which might seek to have these
gains benefit IPC’s customers in the form of lower rates
in the future. There might also be fines involved,
although we would expect them to be levied at the
IDACORP level.

Rating agencies’ views differ. After downgrading IPC in
March 2002, on June 27 S&P affirmed its ratings on
IDACORP and Idaho Power (both have senior unsecured
ratings of BBB+ and CP ratings of A-2 and revised the
outlook to Positive from Negative. The action was the
result of IDACORP’s decision to wind down the power
marketing business at its IDACORP Energy subsidiary, an
activity that had substantially increased the consolidated
entity’s business risk and weakened its financial profile.
While servicing existing commitments will take up to 24
months to wrap up, IDACORP will not pursue prospective
customers, is reducing its trading staff, and is limiting its
maximum value at risk limits to less than $3 million.

Moody's assigned a Negative outlook on the parent
company IDACORP upon rating its $500 million debt
shelf registration on March 8, 2002, but left their Idaho
power outlook Stable at that time. On September 10,
2002, however, Moody’s changed its outlook on Idaho
Power Company from Stable to Negative. Moody's
outlook is based on “myriad factors” including the {PUC

and FERC issues disclosed on September g (detailed
above). Moody’s now believes that the execution risks
associated with the exit of the power marketing
business now carry over to IPC, and is concerned that
FERC or IPUC might take an extremely harsh stance.

Recent Results and Outlook

IDACORP recently announced that it would not pursue
its previously announced strategy of investing in natural
gas midstream processing. We view this as a positive
development. The minimum purchase size would have
been about $35 million, with “critical mass” requiring a
total investment of $150 to $200 million. (The business is
volatile, and the capital can better be deployed
elsewhere, in my opinion.)

In 2001, IPC reported net income of $73 million, down
45% (559 million) from the previous year. Operating
income fell ahout $80 million to $go million. despite PCA
deferral accounting. Purchased power and fuel costs
increased more rapidly than revenues and the PCA
mechanism, and operating expenses increased modestly
(including customer accounting system and uncollectible
write-offs of $4 million; $5 million for leased diesel
generators to ensure against shortages; a $7 million
increase due to unscheduled outages at thermal plants;
and $7 million higher depreciation). At year-end, IPC had
total debt/capitalization of 56%, up about 5 points from

year-end 2000. IPC’s coverage ratio was 3.2x, down from
b6.4% in 2000

In the third quarter and nine months year-to-date, IPC
has done much better than in 2001, and has emerged as
the strength of IDACORP. Operating income for the third
quarter was $22 million, up 69% from the year-earlier
quarter, and 129% of the consolidated total. For the first
nine months, IPC’s operating income of $9g million is up
36%, and constitutes 138% of the consolidated total
operating income of $72 million.

Recall that in the second quarter, IDACORP Energy, the
marketing and trading subsidiary, reported a 32 cent per
share Joss. In the third quarter, IDACORP Energy
contributed $0.02 per share, versus $0.92 in the third
quarter of 2001 With the Novembher g 2002
announcement that IDACORP Energy will exit the natural
gas business, the company will record a restructuring
charge in the fourth guarter of between $8 million and
$13 million, or $u.a3 and $0.20 per share, for severance
benefits, non-cancelable lease liabilities, and asset
impairment.

IPC's leverage as of September 30 was 52%, down 4
points from year-end. For the twelve months ended

September 30, interest coverage was 3.3x, versus 3.2x for
all of 2001.

December 12, 2002
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. Idaho Power Company
Moody's S&P
A2 A First Mortgage Bonds
Negative Positive
$ millions, unless atherwise noted
LT™ LIM
Fiscal Year End: 12/31 09/30 2001 2000 1999 09/30 2001 2000 1999
Balance cheet Leverage
Cash & cash equivalents 15 43 83 95 Long-term debt/capital (%) 38.4 40.5 45.7 46.6
Total assets 2,754 2,860 3,696 2,563 Total debt/capital (%) 52.2 56.1 50.8 52.7
Net debt/capital (%) 51.3 539 46.1 47.3
Total short-term debt 240 309 90 109 Debt/market cap (%) nm nm nm nm
Totai long-term debt 672 802 809 822
Preferred stock 54 104 105 106 FFO/debt (%) 28.3 1.5 19.4 20.0
Shareholders' equity 783 766 765 728 Debt/EBITDA (X) 4.5 5.3 2.4 3.1
Total capitalization 1,750 1,981 1,769 1,764 Debt/EBITDA-capex (x) 3.7 20.8 3.8 4.9
Other debt-like instr (ODI) (o] o o [} Coverage
Minority interests 0 0 0 0 EBIT interest coverage {x) 1.6 1.7 4.8 3.3
Operating lease expense 0 0 0 0 EBITDA interest coverage (x) 3.3 3.2 6.4 4.8
FFO interest coverage (x) 4.2 0.2 3.0 3.0
Income statement EBITDA - capex/interest 40 0.8 4.1 3.1
Total revenue 859 912 836 658
FRITDA 203 210 371 299 Profitablity
. EBIT 98 111 278 204 Gross Margin (%) 51.7 44.5 55.5 70.8
Gross interest expense 62 66 58 62 Operating Margin (%) 13.6 9.9 2¢.3 26.2
Pretax income 38 48 223 143 EBITDA/sales (%) 23.7 23.0 44.4 45.4
Earnings bef. non-recurring 57 28 137 97
Non-recurring items 23 50 0 0 Retumn on capital (%) 5.7 5.9 15.8 11.9
Preferred Dividends 4 5 6 6 Return on equity (%) 9.7 9.5 17.2 12.6
Net income 76 73 132 92 EBITDA/ Tutal Capitalization 11.6 10.6 21.0 169
Cash flow statement Consolidated Dividend Payout 92.0 95.8 53.1 76.1
Gross operating cash flow 258 16 178 187 Non-cash working capital/Revenue -2.7 12.2 1.0 33
Waorking capital changes (23) (65) (6) 31
Net operating cash flow 233 (60) 161 214
Capital expenditures 45 (157) (132)  (108)
Asset sales (acquisitions) [¢] 0 0 0
Dividends (75) (75) (76) (75)
Cash excess (shortfall) 203 (292) (46) 30
Debt issuance (repayment) (61) 212 40 74
Stock issuance (repurchases) (50) 0 0 4]
Other (2) (4) ¢y} (1) 2002 2003 2004 2005
Net cash increase (decrease) 122 (40) (12) 75 Schedule of debt maturites 27 80 50 60
fiscal year end is Decernber 31
*For rolling 12 month period
December 12,2002 Page 4
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FOR IMMEDIATE RELEASE
September 18, 2003

IDACORP Reduces Dividend to Strengthen
Balance Sheet

Annual Common Stock Dividend Set at $1.20 per Share
Action Driven by Growing Capital Requirements

Board Approves 160-MW Generating Project Proposal

BOISE — Taking a strategic step to strengthen IDACORP’s financial position and its
ability to fund Idaho Power’s $675 million, three-year capital expenditure program, the
company’s board of directors today reduced the annual dividend paid on IDACORP
(NYSE:IDA) common stock.

Today’s action reduces the dividend from $1.86 to $1.20. The change will take effect
with the dividend for the quarter ending October 31, which the board declared at $0.30 per
share. The dividend will be paid December 1 to common shareholders of record on
November 5.

“We understand the importance of the dividend to our shareowners, which made this a
very difficult decision,” said Chairman of the Board Jon H. Miller. “However, we also
understand the need to invest significantly in our business over the next few years — primarily
our utility operations at ldaho Power. Our approval today of a development contract for
construction of a new power plant is a case in point.”

“This strategic dividend action will improve cash flow, and help maintain a strong
credit rating while balancing the level of borrowing necessary to meet these growing capital
requirements,” Miller added. “This decision also better aligns IDACORP’s dividend policy and
payout ratio with industry peers.”

President and Chief Executive Officer Jan B. Packwood explained that with the
closure of IDACORP’s wholesale energy marketing business, the long-term sustainability of
the dividend is dependent upon the earnings and operating cash flow generated by Idaho
Power Company.

“As we stated in our second quarter earnings release,” said Packwood, “Idaho Power's
earnings and operating cash flow depend on many factors, but the most significant are
weather and hydroelectric generating conditions, the ability to obtain rate relief to cover
operating costs and capital spending requirements.”

Based on last winter's snow pack and current and forecasted river flows, Idaho Power
is experiencing its fourth consecutive year of below normal water conditions, which has
negatively affected cash flows. “Although the board had hoped to defer making a decision on
the dividend until 2004, the combination of lower-than-expected cash flow for 2003 and the
decision to proceed with the Mountain Home project made it prudent for us to take this action

now,” Packwood said.
RS
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Packwood explained that idaho Power will also increase its investment in its
transmission and distribution infrastructure and its power plants — including the costs related to
the relicensing of its hydroelectric facilities, the construction of new plants, and upgrade and
replacement needs at its existing hydro and thermal power plants. He cited as an example of
the growing capital requirements today’s action by the board to approve the construction of a
160-megawatt generating plant near Mountain Home, Idaho, using simple-cycle combustion
turbine technology. The project cost — including plant construction and associated
transmission system upgrades — is $61 million. Idaho Power will take ownership of the plant
once it's fully tested and operational.

“These requirements are the primary reason for growth in the company’s capital
budget from $427 million for the years 2001 through 2003 to an estimated $675 million over
the next three years,” he said. “Our coal-fired plants are approaching their fourth decade of
service and we've had to rely on them to a much higher degree in recent years because of
below-normal hydro conditions. The time has come to ensure we can make the improvements
necessary to maintain reliable electrical service,” Packwood said. “These investments also
provide an opportunity to grow value for our shareowners by re-investing in the core
business.”

“Today’s board action is a major step in strengthening our financial position and
flexibility,” he said. “An equally important factor will be our ability to recover past investments
through fair and reasonable rates. We will be requesting authority to raise rates in Idaho later
this year, to include a request for interim rate relief. Together these actions will ensure
adequate, reliable and affordable electricity for our customers and a fair and competitive
return for our investors.”

Idaho Power Dividend Declarations:

o Directors declared a quarterly dividend on the four percent preferred stock of $1.00
per share, payable Feb. 2, 2004,to holders of record at the close of business on Jan.
15, 2004.

o Directors declared a quarterly dividend on the 7.68 percent serial preferred stock,
$100 par value, of $1.92 per share, payable Feb. 17, 2004, to holders of record at the
close of business on Jan. 26, 2004.

» Directors declared a quarterly dividend on the 7.07 percent serial preferred stock,
without par value, of $1 76750 per share, payable Feb. 20, 2004, to holders of record
at the close of business on Jan. 26, 2004.

Background Information

Boise, Idaho-based IDACORP, formed in 1998, is a holding company comprising
Idaho Power, a regulated electric utility; Ida-West Energy, a manager and developer of
independent power projects; IDACORP Financial, an investment vehicle that makes
investments primarily in low-income housing projects; Ida-Tech, a developer of fully integrated
fuel cell systems; IDACOMM, a telecommunications subsidiary providing high-speed access
technologies; Velocitus, a commercial and residential Internet service provider; and IDACORP
Energy, a marketer of energy and energy-related products and services that is winding down
its operations.

Certain statements contained in this news release, including statements with respect
to future earnings, ongoing operations, and financial conditions, are “forward-looking
statements” within the meaning of federal securities laws. Although IDACORP and Idaho
Power believe that the expectations and assumptions reflected in these forward-looking
statements are reasonable, these statements involve a number of risks and uncertainties, and
actual results may differ materially from the results discussed in the statements. Important
factors that could cause actual results to differ materially from the forward-looking statements
include: changes in governmental policies and regulatory actions, including those of the
Federal Energy Regulatory Commission (FERC), the Idaho Public Utilities Commission
(IPUC) and the Oregon Public Utilities Commission (OPUC), with respect to allowed rates of
return, industry and rate structure, acquisition and disposal of assets and facilities, operation
and construction of plant facilities, recovery of purchased power and other capital

o




Gribble, Dennis

Standard & Poor's is pleased to provide ongoing service to the investment community.

IDACORP and Unit Ratings Affirmed; Outlook Revised to Stable

Publication date: 03-Oct-2003 ]
| ]

Analyst(s): ' ?‘Swami Venkataraman, San Francisco (1) 415-371-5071 %
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Credit Rating: A-/Stable/A-2

Rationale

On Oct. 3, 2003, Standard & Poor’s Ratings Services affirmed its ‘A-/A-2’ corporate credit ratings on
IDACORP Inc. and Idaho Power Co., and revised its outlook on the companies to stable from positive.

In June 2003, Standard & Poor’s revised the outlook on the IDACORP and Idaho Power to positive from
negative following the company’s announcement that it would exit completely from the energy trading business.
The resulting improved business profile raised expectations that the company would more readily achieve
financial ratio levels commensurate with an ‘A’ rating over a two- to three-year period.

Standard & Poor’s now expects that ratios will only meet expectations for the ‘A-" rating and may even be

slightly weaker in the interim, as Idaho Power continues to recover deferred power costs and face poor water
conditions in the Snake River and lower than expected sales.

However, the exit from the energy trading business, the change from an average to a 70th percentile resource
planning for load and water flows. and the 35% dividend reduction announced on Sept. 18, 2003 serve to
strengthen IDACORP’s credit profile. IDACORP’s business profile has improved to a ‘4’ froma 5’ on a 10-
point scale, where ‘1 is the least risky. Idaho Power’s business profile is also a ‘4.’

The ratings on IDACORP and Idaho Power reflect the consistent, credit-friendly regulatory environment in
Idaho and competitive rates and production costs. The annual power cost adjustment (PCA) mechanism, first
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authorized by the Idaho Public Utilities Commission (1PUC) in 1993, allows annual rate adjustments based on the

difference between actual and forecast power supply costs. During the year, 90% of the difference between

actual and forecast costs of the Idaho jurisdiction is deferred with interest and recovered or refunded in the next
‘12-month period.

In May and October 2001 and May 2002, the IPUC raised overall rates by more than 43% via the PCA
mechanism so as to allow Idaho Power to recover the majority of its deferred power costs incurred during the
power crisis, a time period that was shorter than even the company’s own request to issue securitization bonds
that would be repaid through rates over three years. The IPUC also acknowledged Idaho Power’s biannual
Integrated Resource Plan (IRP) in 2002, using the 70th percentile water flows and load conditions for resource
planning as opposed to the historical average level approach. This was an important positive change in the

planning process and significantly reduced the chances of another significant accumulation of deferred power
costs.

Idaho Power serves more than 400,000 customers in southern Idaho and eastern Oregon, which exhibit average
economic characteristics overall. The service area, particularly around Boise, has exhibited strong population
growth in the last decade of 10.1% compared with the national average of 3.8%. Growth in the customer base
has accordingly been strong at over 2.5% annually. Given the regional importance of agriculture, income levels
remain below the national average at about 88%, while rolling 12-month unemployment is 5.7% as of July 2003,
the same as the national average. Food processing, lumber and mining account for about 40% of the state’s

employment and contribute to the economy’s cyclicality, although the last decade has seen the growth of the
technology industry in the Boise area.

Idaho Power has a favorable customer mix, with residential, commercial, irrigation, and industrial customers
accounting for 34%, 27%, 14%, and 25%, respectively, of sales in 2002. There is no significant customer
concentration, with the top customer accounting for 3.4% of revenues and the top 20 only 13.2%.

‘Idaho Power served a peak load of 2,963 MW in 2002 from 17 hydroelectric plants on the Snake River and its

tributaries with a total nameplate capacity of 1,731 MW. The company also owns interests in three coal-
generating plants, 707 MW in Wyoming, 55 MW in Oregon, and 261 MW in Nevada. Idaho Power also owns a
90 MW gas-fired peaking plant in Idaho. In an average year, hydroelectric sources provide about 57% of total
generation needs, thus significantly exposing Idaho Power to waterflow variations. The 2002 IRP, which

provides for planning based on 70th percentile load and water levels, rather than average conditions, and the
PCA mechanism, are important risk mitigants for Idaho Power.

Idaho Power had among the lowest rates in the nation prior to the power crisis. Its residential and industrial rates
today are above the state average largely due to the cumulative 46% PCA rate increase to recover deferred
power costs. Rates will decrease as a matter of course. An 18% reduction was effected in May 2003 and another
reduction is expected to occur in May 2004, although it is also expected that the decrease will be offset by a
general rate case increase. Standard & Poor’s does not consider competitiveness a major issue, given the lack of
any impetus towards deregulation in Idaho. In Oregon, Idaho Power is exempt from any restructuring legislation.

IDACORP exited the energy marketing business following the sale of its business to Sempra Energy. Idaho
Power now constitutes materially all of IDACORP’s business and is the cornerstone of the company’s credit
quality.

Management policy is supportive of credit quality, as reflected by the decision to exit the energy trading business
completely, aggressively settle legal disputes surrounding contracts signed during the power crisis, and decrease
the dividend payout by 35% in view of the upcoming $675 million in capital expenditures over the next three
years.

. IDACORP’s financial profile has rebounded since the power crisis, aided by the IPUC’s decision to allow Idaho
Power rapid recovery of all its deferred energy costs by 2003. The deferrals have yet to be completed owing to
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an unexpectedly warm winter in 2003 and continued poor water conditions in the Snake River. Over the next few
years, Standard & Poor’s expects that cash flow coverage of interest and debt will average about 4.0x and 20%,
respectively, while total debt to total capitalization will be about 54%. IDACORP’s exit from the trading
business should save operating costs. Also, the upcoming general rate case for Idaho Power, the first in 10 years,

.should enable the company to improve its earnings and cash flows. Idaho Power is expected to request a 10% to
15% rate increase.

Currently, Standard & Poor’s rates Idaho Power’s first mortgage bonds a notch above the corporate credit rating
reflecting overcollateralization of these bonds with utility property. In its analysis, Standard & Poor’s considers
the maximum amount of first mortgage bonds that could be outstanding under the terms of the indenture. In
Idaho Power’s case, this amount, currently $1.1 billion, is subject to change without bondholder approval and
only requires a board resolution authorizing an increase. Should the same occur, and the increased maximum
amount be no longer overcollateralized with utility property to a sufficient extent, the rating on the first mortgage
bonds could be lowered to the level of the corporate credit rating.

Liquidity.

A $175 million one-year revolver (decreased from $350 million in March 2003, reflecting the exit from energy
trading) and a $140 million three-year revolver at IDACORP supported $119 million in commercial paper as of
June 30, 2003. Idaho Power has a separate $200 million one-year credit facility while cash on hand was about
$20 million as on June 30, 2003.

IDACORP’s liquidity position is comfortable. Debt maturities are few, at $90 million and $58 million in 2003
and 2004, respectively, and the $675 million capital expenditures over the next three years are expected to be
funded almost entirely out of operating cash flows. The $175 million IDACORP line has a covenant that requires
an EBITDA to interest ratio of 2.75x. The ratio, as defined by the bank line documents, stood at 2.94x for 2002.
IDACORP has no material ratings-linked triggers.

.Outlook

The stable outlook reflects the complete exit from energy trading and expectations for steady earnings and cash
flows from Idaho Power over the next few years.

Ratings List
Rating
IDACORP Inc.
Corporate credit rating A-/Stable/A-2
Senior unsecured debt BBB+
Commercial paper A-2
Idaho Power Inc.
Corporate credit rating A-/Stable/A-2
Senior secured debt A
Senior unsecured debt BBB+
' Preferred stock BBB
Commercial paper A-2
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Summary: Idaho Power Co
Publication date: 08-Apr-2003
Credit Analyst: Swami Venkataraman, San Francisco (1) 415-371-5071

Credit Rating:  A-/Positive/A-2

E Rationale

The ratings on Idaho Power Co. (A-/Pos/A-2) derive from the consolidated credit quality of IDACORP
(A-/Pos/A-2) and its subsidiaries and reflect the expected improvement in the financial profile at Idaho
Power as the utility recovers deferred power costs from the western U.S. power crisis, a business
profile that will benefit from the company's exit from all unregulated operations, the supportive
regulatory environment in Idaho, and competitive rates and production costs. Future credit prospects
are strengthened by IDACORP's decision to focus exclusively on its regulated ulility operations.
IDACORP has decided to exit power and gas trading at IDACORP Energy, cancelled the proposed

75% merchant, 250 MW Garnett power project, and decided not to pursue an entry into the mid-stream
gas business.

Following the exit from power marketing, the regulated utility will once again constitute the bulk of
IDACORP's business and be the cornerstone of the company's credit quality. The regulatory
environment in Idaho is supportive, with a power cost adjustment (PCA) mechanism that allows
IDACORP to share 90% of excess power costs with customers. Idaho Power expects to recover
completely by June 2003, $256 million in deferred costs it incurred during the power crisis.

IDACORP's financial profile rebounded smartly in 2002, mainly on account of deferred cost recovery
and ratios are now line with expectations for the rating. Funds from operations coverage of interest and
debt to total capitalization stood at 5.5x and 52% respectively in 2002. Given that the large contribution
to cash flows from PCA collections ($164 million in 2002) will be reduced in future years, cash flow
interest coverage is expected to drop from the lofty levels of 2002, but will still remain in line with
expectations for the rating.

Liquidity.
IDACORP's liquidity position is comfortable. A $175 million one-year revolver (decreased from $350
million in March 2003, reflecting the exit from energy trading) and a $140 million three-year revolver
at IDACORP had $75 million and $140 million respectively available as of April 2003. Idaho Power
has a separate $200 million one-year credit facility with $189.5 million available as of Dec. 31, 2002
while cash on hand was about $43 million as of Dec. 31, 2002. The $175 million IDACORP line has

a covenant that requires an EBITDA to interest ratio of 2.75. The ratic stnod at 2 .94x as of Dec. 31.
2002.

Debt maturities are small, at $90 million and $58 million respectively, in 2003 and 2004. ldaho

Power's recent $300 Million S-3 shelf filing would be utilized to refinance these bonds and to pay

down others as dictated by market conditions. IDACORP has no material ratings linked triggers.

Liquidity needs in the trading business are linked to credit ratings but are expected to wind down
wmwggﬂi_gﬁlﬁ!x_?ver the next year.

e

£ Outlook

The positive outlook reflects the expected improvement in IDACORP's consolidated financial profile on )
account of the collection of deferred power costs as well as the expected decrease in business risk as ~_/
the firm completes its exit from all unregulated operations. e

e //
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Corporate Credit Rating
Senior Secured Debt
Senior Unsecured Debt
Preferred Stock

Trust Preferred Stock
Commercial Paper
Rating Outlook

Business Profile

Credit Ratings
Standard & Poor's Moody's Fitch IECA
1IPCo IDACORP iPCo IDACORP IPCo IDACORP
A- A- A3 Baa 1 None None
A None A2 None A None
BBB+ BBB+ A3 Baa1 A- BBB+
BBB BBB- Baa 2 Baa 3 BBB+ None
None BBB- None Baa 2 None BBB
A-2 A-2 P-1 P-2 F-1 F-2
Positive Positive Negative Negative Stable Stable
4 5 nl/a nl/a n/a nl/a
June-02 September-02 May-02

Questions - Contact Larry Spencer ex-2664.

EUTP—



=~ IDACORP

FFO / Avg Total Debt

FFO Interest Coverage

PreTax Interest Coverage

Total Debt/ Total Capital

Operating Cash

Non Recourse LTD Int Exp (aft te
Trust Preferred Div Exp (aft tax)
Adj Op Cash

Total Debt Prior Year (from Spillw
Adj Total Debt

Average Total Debt

FFO / Avg Total Debt

Adj Op Cash
Adj Interest Expence

Op Cash Plus interest Exp
Interest Expense (excl pref div)
Non Recourse LTD int Exp
Trust Pref Int Exp Adj
Adj Interest Expense

FFQC Interest Coverage

EBIT

AFDC - Equity

EBIT Less AFDC- Eq
Adj Interest Expense

PreTax Interest Coverage

LT Debt
Less IC Financial NRD
Adj LT Debt
Current Maturities
ST Debt
Adj Total Debt

Adj Total Debt
C.ommon Equity
Preferred

Total Capital

Total Debt/ Total Capital

S&P Ratios (Business Position 4).

FFO / Avg Total Debt
FFO Interest Coverage
PreTax Interest Coverage

Total Debt / Total Capital
Weighted Average

BBB BBB BBB
A >A >A

BB BBB BBB
BBB BBB BBB
BBB Dbb BBB
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FINANCIAL TARGETS

FFO / TOTAL DEBT

Business Position AA A BBB BB
1 20.0 16.5 16.5 12.5 12.5 7.0 <7.0 - -
2 25.0 21.0 21.0 16.0 16.0 10.5 <105 - -
3 31.5 26.0 26.0 20.0 20.0 14.0 14.0 9.5 9.5 4.0
4 36.5 30.5 30.5 24.5 24.5 17.5 17.5 12.0 12.0 6.0
5 40.0 33.0 33.0 27.0 27.0 20.5 20.5 15.0 15.0 7.5
6 47.0 39.0 39.0 31.0 31.0 22.0 22.0 16.0 16.0 8.5
7 56.0 47.0 47.0 36.5 36.5 24.5 24.5 17.0 17.0 9.5
8 66.0 55.0 55.0 42.5 425 27.5 27.5 18.5 18.5 11.0
9 - - 64.5 49.5 49.5 32.0 320 220 22.0 12.5
10 - - 78.0 60.5 60.5 39.0 39.0 28.0 28.0 17.5

FFO INTEREST COVERAGE

Business Position AA A BBB BB
1 3.1 2.6 2.6 1.9 1.9 0.9 <09 - -
2 3.9 3.3 33 2.5 2.5 1.5 <15 - -
3 4.5 39 3.9 3.1 3.1 2.1 2.1 1.3 1.3 0.5
4 5.1 4.5 45 3.8 3.8 2.7 2.7 1.8 1.8 0.9
5 5.4 4.8 4.8 4.0 4.0 3.0 3.0 2.1 2.1 1.1
6 6.6 5.7 5.7 4.5 4.5 3.1 3.1 2.2 2.2 1.2
7 8.4 7.0 7.0 5.1 5.1 33 33 2.3 2.3 1.3
8 10.2 8.3 8.3 59 5.9 3.5 3.5 2.4 24 1.5
9 - - 9.5 7.1 7.1 4.3 43 2.9 2.9 1.8
10 - - 11.3 8.6 8.6 5.3 53 3.6 3.6 2.3

PRETAX INTEREST COVERAGE

Business Position AA A BBB BB
1 2.8 2.4 2.4 1.8 1.8 0.8 <0.8 - -
2 3.4 29 2.9 2.3 2.3 1.3 <13 - -
3 4.0 34 3.4 2.8 2.8 1.8 1.8 1.1 1.1 03
4 4.6 4.0 4.0 33 3.3 2.2 2.2 13 1.3 0.5
5 5.0 4.3 4.3 3.5 3.5 2.4 24 1.5 1.5 0.6
6 6.2 5.2 52 4.0 4.0 2.6 2.6 1.6 1.6 0.7
7 8.0 6.5 6.5 4.7 4.7 2.8 2.8 1.8 1.8 0.9
8 9.9 8.0 8.0 5.5 5.5 3.0 3.0 2.0 2.0 1.1
9 - - 9.1 6.6 6.6 3.7 3.7 2.5 2.5 1.4
10 - - 11.1 8.4 8.4 5.0 5.0 33 3.3 1.8

TOTAL DEBT / TOTAL CAPITAL

Business Position AA A BBB BB
1 50.5 55.0 55.0 60.5 60.5 67.5 >67.5 - -
2 46.5 51.0 51.0 56.5 56.5 63.5 > 63.5 - -
3 42.0 47.5 475 53.0 53.0 61.0 61.0 67.0 67.0 74.0
4 37.5 43.0 43.0 49.5 49.5 57.0 57.0 64.0 64.0 72.5
5 36.0 415 415 47.0 47.0 55.0 55.0 62.5 62.5 71.0
6 32.5 39.5 39.5 46.0 46.0 53.5 53.5 60.5 60.5 69.0
7 30.5 37.5 37.5 45.0 45.0 52.5 52.5 59.5 59.5 68.0
8 28.0 35.0 35.0 43.0 43.0 51.5 51.5 58.0 58.0 66.0
9 - - 30.0 39.0 39.0 475 47.5 54.0 54.0 61.5
10 - - 24.0 33.0 33.0 40.5 40.5 46.0 46.0 53.0




Standard and Poor’s Corporate Credit Risk Analysis

Overall Rating Structure and Process

S&P Rates Issuer’s overall credit worthiness and also specific debt instruments — over 30,000
current ratings.
> Corporate credit rating (CCR)
» Sovereign rating
» Specific Debt Instrument
o Likelihood of default
o Nature and provisions of obligation

Outlook is given for all long-term ratings to assess potential direction over 1 — 3 years

Credit Watch focuses on a possible short-term (90 days) change

Rating Scales
Investment Grade: AAA - ‘Highest Rating’
AA
A - ‘Capacity to meet financial obligation is strong’
BBB - ‘Adequate protection’
Non-Investment Grade: BB - *Faces uncertainties’
B - ‘Likely to be impaired’
CCC  -“Vulnerable to non-payment’
CC
C
Debt in Selective Default: SD/D
Outlook: Positive
Negative
Stable
Developing

Credit Watch: Positive
Negative
Developing (such as a merger)

Markel Slatistics

Global Corporate Rating: 64% Investment Grade
36% Speculative Grade

Ratings Process

Ratings request and document preparation

S&P Analytical team prepares research and analysis

S&P Analytical team meets with management

S&P Committee decides and issues ratings (Committee is odd-numbered)
A possible appeal is submitted by the issuer

S&P continually watches issuer news

U bW



Ratings Methodology

Business and financial risk are both analyzed in an equally weighted, comparative process to
determine a final rating. The business risk determines the appropriate level of financial risk as
benchmarks vary greatly by industry.

Industry Characteristics

O
o}

Strength of prospects
Industry structure

Competitive Position

O

O

8]
Management

o]

Basis of Competition
Market Size and/or growth potential
Market share and position

Track Record
Business Strategy
Controls/Information system

Financial Risk Analysis

Five years of audited historical data along with 2 -3 year of forecast
Ratios should reflect ongoing operational profitability

Analytical focus on: policy, earnings protection measures, CF
adequacy, flexibility, and capital structure

Key Ratios:
o Total Debt/Capitalization
Funds from Operations (FFO)
EBITDA Interest Coverage
FFO/Total Debt
Free Operating Cash Flow/ Total Debt
Total Debt/EBITDA

O 0 0O 0 C



Ratings Definitions

CREDITWATCH

CreditWatch highlights the potential direction of a short- or long-term rating. it focuses on
identifiable events and short-term trends that cause ratings to be placed under special
surveillance by Standard & Poor's analyfical staff. These may include mergers,
recapitalizations, voter referendums, regulatory action, or anticipated operating
developments. Ratings appear on CreditWatch when such an event or a deviation from an
expected trend occurs and additional information is necessary to evaluate the current
rating. A listing, however, does not mean a rating change is inevitable, and whenever
possible, a range of alternative ratings will be shown. CreditWatch is not intended to
include all ratings under review, and rating changes may occur without the ratings having
first appeared on CreditWatch. The “positive” designation means that a rating may be
raised; “negative” means a rating may be lowered; and “developing” means that a rating
may be raised, lowered, or affirmed.

Back to Top

DUAL RATINGS DEFINITIONS

Standard & Poor’s assigns “dual” ratings to all debt issues that have a put oplion or
demand feature as part of their structure. The first rating addresses the likelihood of
repayment of principal and interest as due, and the second rating addresses only the
demand feature. The long-ferm debt rating symbols are used for bonds to denote the tong-
term maturity and the commercial paper rating symbols for the put option (for example,
‘AAA/A-1+). With short-term demand debt, Standard & Poor’s note rating symbols are
used with the commercial paper rating symbols (for example, ‘SP-1+/A-1+7).

Back to Top

INSURER FINANCIAL ENHANCEMENT RATING DEFINITIONS

A Standard & Poor’s Insurer Financial Enhancement Rating is a current opinion of the
creditworthiness of an insurer with respect to insurance policies or other financial
obligations that are predominantly used as credit enhancement and/or financial
guarantees. When assigning an Insurer Financial Enhancement Rating, Standard & Poor's
analysis focuses on capital, liquidity, and company commitment necessary to support a
credit enhancement or financial guaranty business. The Insurer Finandial Enhancement
Rating is not a recommendation to purchase, sell, or hold a financial obligation, in that it
does not comment as to market price or suitability for a particular investor.

Insurer Financial Enhancement Ratings are based on information furnished by the insurers
or obtained by Standard & Poor's from other sources it considers reliable. Standard &
Poor's does not perform an audit in connection with any credit rating and may, on
occasion, rely on unaudited financlal information. insurer Financial Enhancement Ralings
may be changed, suspended, or withdrawn as a result of changes in, or unavailability of,
such information or based on other circumstances. Insurer Financial Enhancement Ratings
are based, in varying degrees, on all of the following considerations:

1. Likelihood of payment-capacity and willingness of the insurer to meet its financial
commitment on an obligation in accordance with the terms of the obligation;
2. Nature of and provisions of the obligations; and

3. Protection afforded by, and relative position of, the obligation in the event of

bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and
other laws affecting creditors’ rights.

Insurer Financial Enhancement Ratings

AAA
An insurer rated ‘AAA’ has EXTREMELY STRONG capacity to meet its financial

http://www?2.standardandpoors.com/NASApp/cs/ContentServer?pagename=sp/sp_article/Ar...

rage s> oL o
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Katings peiininons

commitments. ‘AAA’ is the highest Insurer Financial Enhancement Rating assigned by
Standard & Poor’s.

AA
An insurer rated ‘AA’ has VERY STRONG capacity to meet its inancial commitments. It
differs from the highest-rated insurers only in small degree.

A

An insurer rated ‘A’ has STRONG capacity to meet its financial commitments but is
somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than higher-rated insurers.

BBB

An insurer rated ‘BBB’ has ADEQUATE capacity to meet its financial commitments.
However, adverse economic conditions or changing circumstances are more likely to lead
to a weakened capacity of the insurer to meet its financial commitments.

Insurers raled ‘BB’, 'B', 'CCC', and 'CC' are regarded as having significant spcculative
characteristics. ‘BB’ indicates the least degree of speculation and ‘CC’ the highest. While
such insurers will likely have some quality and protective characteristics, these may be
outweighed by large uncertainties or major exposures to adverse conditions.

BB

An insurer rated ‘BB’ is LESS VULNERABLE in the near term than other lower-rated
insurers. However, it faces major ongoing uncertainties and exposure to adverse business,
financial, or economic conditions that could lead to the insurer's inadequate capacity to
meet its financial commitments.

B

An insurer rated ‘B’ is MORE VULNERABLE than the insurers rated 'BB', but the insurer
currently has the capacity to meet its financial commitments. Adverse business, financial,
or economic conditions will likely impair the insurer's capacity or willingness to meet its
financial commitments.

CCC
An insurer rated 'CCC' is CURRENTLY VULNERABLE, and is dependent upon favorable
business, financial, and economic conditions to meet its financial commitments.

cC
An insurer rated 'CC'is CURRENTLY HIGHLY VULNERABLE.

Plus (+) or minus (-):
Ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show
relative standing within the major rating categories.

R

An insurer rated 'R’ is under regulatory supervision owing to its financial condition. During
the pendency of the regulatory supervision the regulators may have the power to favor one
class of obligations over others or pay some obligations and not others. Please see
Standard & Poor's issue credit ratings for a more detailed description of the effects of
regulatory supervision on specific issues or classes of obligations.

N.R.
An issuer designated N.R. is not rated.

Back to Top

http://www2 standardandpoors.com/NASApp/cs/ContentServer?/pagename=sp/sp_article/Ar...
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. Ratings Definitions rage 5 o1 o

Back to Top

' RATING OUTLOOK DEFINITIONS

A Standard & Poor’s Rating Outlook assesses the potential direction of a long-term credit
rating over the intermediate to longer term. In determining a Rating Outlook, consideration
is given to any changes in the economic and/or fundamental business conditions. An
Outlook is not necessarily a precursor of a rating change or future CreditWatch action.

Positive means that a rating may be raised.

Negative means that a rating may be lowered.

Stable means that a rating is not likely to change.
Developing means a rating may be raised or lowered.
N.M. means not meaningful.

Regulatory Disclosures Privacy Notice Terms of use Disclaimer Site Map  Site Fesdback
Copyright © Standard & Poor's, a division of The McGraw-Hill Companies, Inc. Alf rights reserved.

®
37

http://www2.standardandpoors.com/NASApp/cs/ContentServer?pagename=sp/sp_article/Ar... 5/9/2003



Q1 2002
Q2 2002
Q3 2002
Q4 2002
Q1 2003
Q2 2003
Est. 2003
Est. 2004
Est. 2005
Est. 2006

/i

Actual

12.2%

21.5%

37.1%

35.3%

29.7%

24.4%

g

16:8%]

23.8%

23.7%

AR SESNENESESES

22.2%

FFO % of Average Debt

AA
6.0%
6.0%
6.0%
6.0%
6.0%

) 6.0%
5.5%
5.5%
5.5%
5.5%

A
6.0%
6.0%
6.0%
6.0%
6.0%
6.0%
6.0%
6.0%
6.0%
6.0%

BBB
7.0%
7.0%
7.0%
7.0%
7.0%
7.0%
6.0%
6.0%
6.0%
6.0%

BB
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
4.5%
4.5%
4.5%
4.5%

<BB Actual
12.0% 2.9
12.0% 4.3
12.0% 6.9
12.0% 71
12.0% 7.4 ]
12.0%/ 6.7
9.5%|" 39
95% 5.0
9.5% 4.8
9.5% 4.6

FFO/Intere
AA A

0.6 0.7
0.6 0.7
0.6 0.7
0.6 0.7
0.6 0.7
0.6 0.7
0.6 0.8
0.6 0.8
0.6 0.8
0.6 0.8
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Q1 2002
Q2 2002
Q3 2002
Q4 2002
Q1 2003
Q2 2003
Est. 2003
Est. 2004
Est. 2005
Est. 2006

st Coverage

BBB
1.1
141
11
11
11
11

BB

0.9
0.9
0.9
0.9
0.9
0.9
0.8
0.8
0.8
0.8
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Deutsche Bank

Robert Rubin 212 250-5403
robert.rubin@db.com

B ’ ' ' Stephen Levine 212 250-2891
August 29, 2003 RaTings CARD stephen.levine@db.com

ating Out o0l

AEP Texas Central Co Upper BBB  Middle BBB S S 888 BBB BB8 S
AEP Texas North Co. Upper BBB  Middie BBB S A2 A3 S BBB BB BHE s
Alabama Power Upper A Middle A S At A2 S A A A S
Alliant Energy Corp. - Lower BBB S — — — — BBB o N
Alliant Energy Resources o Middie BB S — Baa3 S — BBB+ BBB N
Ameren — Upper BBB S —_ A3 S — A- BBB+ S
Ameren Generating — Middie BBB S - Baaz S — A A S
AmerenCIPS Middle A Lower A N Al A2 S A A BBB+ S
AmerenUE Middie A Lower A N Al A2 S A A BBB+ S
American Electric Power — Lower BBB S — Baa3 S — BBB BBB S
Appalachian Power Upper BBB  Middle BBB S Baal Baa2 S BB8 BBB BBB S
Arizona PS Uppor BBE  Middle BBR S A3 Raal S A B88 888 S
Atlantic City Electric Lower A Upper BBB N A2 A3 WN BBB+ BBB+ BBB WN
Avista Middie BBB Lower BBB N Baa3 Bal N BBB- BB+ BB+ S
Baftimore G&E Middle A Lower A S Al A2 S A A- BBB+ S
Boston Edison — Middie A N — Al S — A A S
Carolina P&L Middle A Lower A S A3 Baal S BBB+ BBB+ BBB+ N
Central Maine Power Middie A Lower A S — A3 ] — BBB+ BB+ N
Cincinnati G&E Upper BBB  Middie BBB S A3 Baal 3 A BBB+ BBB S
Cinergy - Lower BBB S — Baa2 S — BBB+ BBB S
Cleveland Electric lluminating Upper BBB  Middle 888 S Baa2 Baa3 WN BBB BBB - WN
Columbia Energy — Middle BBB S — Baa2 S — BBB BBB S
Columbus Southern Power Upper BBB  Middie BBB S A3 A3 S BB BBB BBB S
Commonwealth Edison Middle A Lower A S A3 Baat S A A BBB+ S
Conectiv — Middle 88B N — Baal WN A BBB+ 8B8B WN
Connecticut L&P Lower A Upper BBB P AZ A3 N A BBB+ B8BB S
Consolidated Edison -~ Lower A S - A2 N - A A- S
Consolidated Edison of NY - Middie A S — Al N - A A S
Consalidated Natural Gas - Lower A S — A3 N — BDBD+ BBB+ S
Constellation Energy Group — Upper BBB S . Baa1l S — A- BBB+ S
Delmarva P&L Upper BBB  Middle BBB N A2 A3 WN A A BBB+ WN
Detroit Edison Lower A Upper BBB S A3 Baal S A BBB+ BBB S
Dominion Resources -— Upper BBB S - Baal N — BBB+ BBB+ S
DTE Energy e Middle BBB S — Baa2 S — BBB+ BBB S
Duke Capital — Lower BBB N - Baa3 S BBB+ B8BB N
Duke Energy Lower A~ Upper BBB N A3 Baal S A- BBB+ BBB+ N
Energy East — Upper BBB S — Baa2 S — BBB+ BBB N
Entergy Arkansas Upper BBB  Middle BBB S Baa2 Baa3 S BBB+ BBB - S
Entergy Corp. ~— Middle BBB 3 — — — — Bes s
Entergy Gulf States Upper BBB  Middie BBB S Baal Bat S BBB- BBB- — S
Entergy Louisiana Upper BBB  Middle 88B S Baa2 Baa3 S BBB+ BBB BBB- S
Entergy Mississippi Upper BBB  Middle BBB S Baa2 Baa3 S BBB+ BBB 888- S
Entergy New Orleans Upper BBB  Middle BBB S Baa2 Baa3 N BB8 BBB - S
Exelon - Upper BBB S — Baa2 S — A- BBB+ S
Exelon Generation — Middle BBS S - Baal S - A A- S
FirstEnergy - Lower BBB 8 — Baa2 WN — BBB BBB- WN
Florida P&L. Upper A Middle A S Aa3 Al S A A - N
Florida Power Middie A Lower A S Al A2 N BBB+ BBB+ BBB+ S
FPL Group Capital - Lower A S — A2 N A A A N
FPL Group, inc. — Lower A S - — — — A- - N
Georgia Power Upper A Middle A S Al A2 S A A A S
Gulf Power Upper A Middle A S Al A2 S A+ A A S
Indiana Gas Upper A Middle A S — Baat S — A A N
Indiana Michigan Power Upper BBB  Middle BBB S Baal Baa2 S BBB BBB BBB S
Interstate P&IL Lipper RBR  Middle RRR S A3 Baa1l S A A BBB+ S
Jersey Central P&L Upper BBB  Middle BBB S A2 A3 WN BBB+ B8BB BBB WN
Kentucky Power Upper BBB  Middle BBB S Baatl Baa2 S BBB BBB BBB S
KeySpan Energy - Upper BBB S - A3 S — A A N
Metropolitan Edison Upper BBB  Middle BBB S A2 A3 WN BBB+ B8B BBB WN
Michigan Con Gas Lower A Upper BBB S A2 — S BBB+ BBB+ BBB S
Mississippi Power Upper A Middle A 3 Aa3 Al S A+ A A s
National Fuel Gas — Upper BBB S — A3 N - BBB+ BBB+ S
Symbols/Legend:

- DBSI upgrade S Stable Outiook Dis  Distressed Holding companies are highlighted

~  DBSI downgrade N  Negative Outlook WP Watch Positive

P  Positive Outiook D Developing/Uncertain Outlook ~ WN  Watch Negative

. Bolded ratings/letters signify agency change from pr month.

IMPORTANT: PLEASE SEE CONFLICT DISCLOSURES AND ANALYST CERTIFICATION IMMEDIATELY AT THE END OF THE TEXT OF THIS REPORT.
DEUTSCHE BANK DOES AND SEEKS TO DO BUSINESS WITH ISSUERS COVERED IN ITS REPORTS. AS A RESULT INVESTORS SHOULD BE
AWARE THAT DEUTSCHE BANK MAY HAVE A CONFLICT OF INTEREST THAT COULD ADVERSELY AFFECT THE OBJECTIVITY OF TS REPORTS.
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August 29, 2003

Electric Ut

ilities Ratings Card

Deutsche Bank

NiSource Finance Corp.
NiSource Inc.
Northeast Utilities
Northemn Indiana PS
Northern States Power - MN
Northern States Power - Wi
NSTAR
NY State E&G
Ohio Edison
Ohio Power
Urange & Rockland
PECO Energy
Pennsylvania Electric
PEPCO Holdings Inc.
Pinnacle West Capital
Potomac Electric Power
PPL Capital Funding
PPL Corp.
PPL Electric Utilities
PPL Energy Supply
Progress Energy

&G

PS Enterprise Group

PS of Colorado

PS of New Hampshire

PS of Oklahoma

PSEG Energy Hoidings
PSEG Power

PSI Energy

Puget Sound Energy
Rochester G&E

San Diego G&E

SCANA

Sempra Energy

South Carolina E&G
Southern California Gas
Southem Company
Southem Indiana G&E
Southern Power Company
Southwestern Electric Power
Southwestem PS

System Energy Resources
Tampa Electric

Toledo Edison

Vectren Corp.

Vectren Utility Holdings
Virginia Electric & Power
Westemn Massachusetts Electric
Wisconsin Electric Power
Wisconsin Energy
Wisconsin P&L

High Yield

Allegheny Energy
Allegheny Energy Supply
Aquila

CenterPoint Energy
CenterPoint Energy Houston
CenterPoint Energy Resources
CMS Energy

Consumers Energy

Edison International
Monongahela Power
Nevada Power

Oncor Electric Delivery
Potomac Edison

Sierra Pacific Power

Sierra Pacific Resources
Southern California Edison
TECO Energy

TXU
West Penn Power
Xcel Energy

Symbols/Legend:

“  DBS! upgrade
¥ DBSI downgrade
P Positive Outlook

Bolded ratings/letters signify ag

Upper BBB
Middle BBB
Middle BBB

Middle A
Upper BBB
Upper BBB

Middle A
Upper BBB

Upper BBB
Upper BBB

Lower A

Middie BBB
Lower A
Upper BBB

Upper BBB
Middle BB8
Middle A
Middle A

Mid:i“le A
Middle A
Up;er A
Upper BBB
Middle BBB
Upper BBB

Lower A
Upper BBB

Middle A
Lower A
Lower AA

Lower A

Lower BBB

Upper BBB

Middle BB8
Lowor BB
Middle BEB
Middle BBB
Lower BB

Middie BB

Middle BBB

Lower BBB

Lower BBB
Middle BBB
Middle BBB
Lower BBB
Lower BBB

Middle BB8
Middle BBB
Middie A

Lower
Middle BBB
Middle BBB
Lower BBB
Middle BBB
Lower BBB
Lower BBB
Middle BBB
Lower BBB
Middle BBB
Upper BBB
Middie BBB
Lower BBB
Upper BBB
Middle BBB
Lower BBD
Middle 888
Middle BBB
Lower BBB

Lower A

Lower A
Upper BBB
Upper BBB

Lower A

Lower A

Lower A

Middie A

Upper BBB
Middle BBB
Lower BBB
Middle BBB
Upper BBB
Middle BBB
Upper BBB
Upper BBB
Lower A
Upper BBB

Upper A

Middie A
Upper BBB

Middle BB
Lower BB
Lower BB
Middle BB
Upper 8B
Lowe: BBB
Lower BB
Middle BBB
Lower BB
Lower BBB

Dietrossed
Lower BBB
Lower BBB
Distressed
Distressed
Lower BB

Middle BB
Middle BB
Lower BBB
Middle BB

$  Stable Outiook
N Negative Outlook

D DevelopingfUncertain Outlook

.
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Dis  Distressed
WP Watch Positive
WN  Watch Negative
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— BBB
- BBB+
BBB+ BBB
BBB+ BBB
BBB+ BBB+
— A
A BBB+
— BBB
BBB BBB
A
A A
BBB+ BBB
—_ BBB+
— BBB
A BBB+
- BBB-
A A
— BBB
— BBB+
A BBB
— BBB
BBB+ BBB
BBB+ BBB+
BBB BBB
BR-
- B8B
A~ BBB+
BBB BBB-~
BBB+ BBB+
A+ A+
i A-
— A-
A A
A+ A+
— A
A A
— BBB+
BB8 BBB
— BBB
BB8- BBB-
BBB- BBB-
BBB BBB
—_ A-
— A
A A
— BBB+
A A-
- BBB+
A+ A
— B
— B
B B
- BBB
BBB BBB
— BEB
— BB
B8B8- BB
— B-
8B- B
RR R4+
BBB BBB
88- B
BB B+
- B+
BB 88
— BBB-
- BBB
- 8
— BBB

Holding companies are highlighted

CCC+
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B
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ExceptiforitheEECONOMICTCOMMENT, Zhisiinaterialibasbeenpreparedibythe(FixedincomeTradingDesk@andisl
notithe product\ofitheFixedUncome Research\Department.L|

Holdman
Sachs

Medium.TermNote & CapitallMarkets Update
fortheveekendingFriday, September12th,[20030

LastFri. Mon. Tue. Wed. Thu. Fri. . WK. Chg. Chg.. 12/31/02

3MLIBORO 1.1422 1.14 1.14 1.14 1.14 114 -0.0022 -0.24
2yri| 1.722 1.761 1689 1.632 1696 1.621 -0.101 0.019
3yru 2272 2.344 2244 2.161 2.244 2139 -0.133 0.179
Syrd 3.269 3.345 3.251 3144 3253 314 -0.129 0.404
10yrC 4.349 4428 4357 4.273 4316 4.254 -0.095 0.438
30yri(5.375%©f2/31)C 5.189 5.264 5227 5.154 5.205 5.16 -0.029 0.382
DJAC 9503.3 9586.3 9507.2 94205 9459.8 94716 -31.7 1130.0
L

Economic.Commentary!ii
PlentylofiDemand, but FewlJobsL|
TheleconomicthewslUnderscoredi theL messageLoft thel prioriweek LTheleconomyistgrowingrfast, CbutthotfastCenoughton
generatelemploymentigains. (Onitheldemandiside, itheisituationiisirosy. iAithoughltotal netail sal esiroseimuchilessithalexpectedL)
infAugust, (thedownsidesurprise[Was{mostlylin(thethominalValuelofsurgingVehiclelsales. [Excludingiehicles, (Tetail BalCl
increasedD.7%0n[AugustEAtoplaniupward-revisedD.9%gainGnDuly. (UpwardFevisionsolbothWuneandhuly(pushedithell
annualizedLthird-quarterLtrendLforL theL componentLused(toLestimatetotal (personal (tonsumption {which tripsouttbuilding D
materialsCas[Welllas[Vehicles)above 0%. [FiscalstimulusCand FapidtebtgrowthCappear Jolbelfuelingtheltiselinsales—
suggestingthatfurtherlargegainsiinfetaili3alesayproveiobednoredifficult. (TheFed'sHlow@ffundsieportshowedihatl
househol didebtitlimbed@tiar 0.9% Year-over-yearpacelinithe@econdfuarter. WpioMow, this@ebtgrowth hasMotdrivenip O
householdTdebtservice[burdens[becauselinterest ratesChavelbeenfalling. (Withratesstabilizing, Chowever, thecurrentd
borrowingpacelimpliesiafapidTiselinhouseholddebtServicelburdens. Mostllikely, thisWwill lotBecurbecausehouseholdswilll
prudentlyisiow!thelpacelofitheiriborrowing. . ThelimprovementlinidemandiislalsolevidentlinithelJulyiradelreport. IAlthoughithel |
tradedeficittWidenedslightlyto$40. 3rbillionfrom$40.0billion{in{lune, thelreal GradelbalanceWasstilltharrowerthanthe
secondiguarteriaverage, isuggestingithatiradelcouldigontributelpositively iioigrowthithisiguarter. iBoth importsiandigxportsiroseL |
. sharply. ExportsihavelhowfisenBapidly forihreelmonthsih@fow—aBignthatdemandButsidetheUShas@lsoStrengthened. O
Onitheligboriside, theldataicontinueltoldisappoint. Linitial i¢claimsiroselby3,0001to1422,0001inthe latestiweek, pullingthetfour-
weeklmovinglaveragellp[to(#07,250, (morelthan(10,000&bovelthedroughieachedliniimid-August. [Continuingtlaimsalsoll
driftedChigher, CbutCarelstililbel owthellevelsteachedlin[MayandClune. [TheseHatalsuggestthatlitlsTooBoondoanticipate ]
meaningfulimprovementlinCtheCmonthly[payrolilemploymentiata. (ThelproducerpricelfeportforfAugustiwaspredictably(l
boring, thotwithstandingtheltecent®harpfunuplinicommodityprices. (Atlhelfinishedgoodslevel, increasesliniénergyprices
and, loallesser@xtentfoodprices, @ccountedifior Wirtually @l ofthe0.4%increaselinfAugust; fheltorelindexoselonly 0. 1%.0
Likewise, (theCorelindexof(partlylprocessedi{intermediate)[goodsiose®nly 0. 1%. OverGhepast@ixinonths, tthisindexhasO
changed(Telativelylittle.O]
The(FOMCOoMaintaintheStatus@uol
WelexpectUittielthangelatihextlweek'sCFOMC Ineeting. [Policywill remainTockedConCholdCandthelbalancelbfthelTisks[
statementvililiemaintasymmetricloverall, WithFedmfficialsivorried @boutGheTiskhat thedisinflation Pprocess@ouldpersist. O
ThelstatementLisUikelyl tolbel tweaked, LbutLonlyl modestly.| FedL bfficialst willLlikelyLacknowledgel thel strengtheningLofLfinal L
demand.[However, TtheyisoWill (pointiothellackbflimprovementlinZhelabormarketasaljustificationforthelasymmetricll
balancelofithettisksistatement. [ Theleoncludingllinetfromitheluneistatementlisilikelyifo beltetained: Linitheselgircumstances, LI
theommittcclbelievesthatpolicylaccommodationdanbeaintainedfor@donsiderableperiod. Infact, F ed@fficialsnayivich D
toffleshithisButWithivhattheyneanbyiheWordliconsiderable”[givenithelinarket siewthatifighteninglisliikely fo@ommencell
byhe®econd@uarter®f[2004. Thefecent@ommentsofFedbfficials(Suchlas[BGovernorBernankeBuggestthatitheonetary
authorities@iohot@nticipatethavingioBtartthedighteningdycleSoon.
Another$87BillionHere...[l
...AndSoon(itiwill addipHoTeal (noney, fo[paraphrasellatefSenator (EverettiDirksen. (TheSize©fPresidentBush’sHequestiort]
an(&dditional 387 billion®ffundsforfirag, WhichlincludesheBosts@ssociatedWith[keeping & large@ontingentof froopsitherell
andfor(tebuildingthelragilinfrastructure, stunnedimany®bservers.[Undoubtedly, (the[Presidentwill (getthefundsthatthel
seeke. [ButtheZonsequencewillbelanBvenbiggeribudgetideficit. Welhave taiseddurfiscal (2004 [deficitHorecasto($5250]
billiondrom$475million Barlier. WeRlsohowgstimatethatthelikelyfen-year@umulativedeficitivill be@bout$5. 50rillion, lup
fromi$4 Sitrillion previously. (Theldeficitlissuelisinowionitheiradariscreeniofibondiinvestors. (They\will bellboking toiseelwhether
the@olicy@figuns@ndbutter” Will persistdriwhetherthe(Bush@dministrationlishowpreparedioakeBomelfough@hoicesin
termsLofitaxesiandipther areasiofidiscretionary spending. LSignificantLupwardipressurelonibondiyields, Lhowever, lisUunlikelyL |

soon. Aslbng@sthelF OMCTemainsifriendly, thereBhouldibeSufficientliquidityvailablefo Bccommodateothihe publiciandl
privatelgectors. L

' ForAdditionallnformation:CallJon M argolis @tTEL. #{212)302-26510C
PageL!

/s



Exceptiforithe lECONOMICICOMMENT, thisnateriallbasbeenipreparediby@heFixedIncomeTradingDeskandisll
notithe\product\ofithe\Fixedlncome Research\Department.L)

BondRallySensible; SeekingBetterEntryll
Note:Thelfollowingitomments(teflecttradingviewsandinaydifferdromourilonger-termiinteresttateforecast.l)
InTecentdays, the)SHixedincomearketihasBhedBomeBfitstearsdf@munaway@conomy.Burpri singlyWeakabormarketD
datatforrAugustiveretheltatalysttorithisBhiftlinsentiment.[Thelinarket'stnitial Tally followingtheAugust(tetail salesTeportl
suggestsithatiinanyparticipantsistilitharbor fearsioflundueistrength. tAithough Wehave motTapitalized onihisinoveindormal 0
recommendations, [itfitsWith BurMiewlthatthe@urrentStrengthlisnlikelyfoPersistnuchbeyondyear-end. That8aid, erell
disinclineditolchaselthelmarket, lespeciallylgivenithelpotential foriconsumeripriceldataltolsurpriselonithelupside. WelwilllbokL
for@ignificantiullbacks(ioprovidebetter@ntry[points. (]

]
O .

Economic(Releases@ndOtherEvents:(

Mon[Sep50  8:300 Business(Inventories{Jul)[l 0.3%0 -0.1%0 +0.1%U0

O 8:300 CurrentiAccountiBalance{Q2)0 -$143.0bn01 -$138.0bn00°  -$136.1bn0
0 9:150 Industrial(Production {Aug)C +0.5%L0C +0.2%0 +0.5%0C

0 9:150 Capacitytitilization {Aug)Cl 74.8%0 74.6%0 74.5%0
TueSep160 8:300 ConsumerPricelindex{Aug)C +0.3%C +0.3%0 +0.2%0

O O MEXFood REnergyl +0.2%C +0.2%0 +0.2%0
WediSept17.1  8:30U Housing Startsi(Aug)Li +3.0%L -2.5%L1 +1.5%L.

O 14:000 FederalBudgetBalance{Aug)C -$85.0bn0  -$78.0bnC -$54.7bn0]
ThuSep18L] 10:000 Leadinglindicators|(Aug)L +0.4%!_ +0.4%L. +0.4%.

0 12:000 PhiladelphialFedSurvey{Sep_0 +20.0%0  +18.5%0 +22.1%0
0

s [EmpiretStateiManufacturing SurveyiMon, Sep 5—8:30)1
s[Homebuilders’[Survey(Tues, Sep16—13:00)0
+«[FOMCMeetingResults{Tue, Sep16—14:15)0
«[Treasuryi2-Year(Note[Announcement{Wed, Sep17—11:00)C
oTAugust12IFOMCMinutes{Thu,Sep18—14:00) 1D

]
FixedRate Update:

Over$5.3bnafhewfixed-rate(paperpricedihisveek@as hewlissueactivityBontinues &t @Mnoderatepacethusifarthisimonth 1
(1)Toca-ColatHBCFinance(B.V.{A3/A)lssued$500mm1 OyriSeniorNotes@tF92bps (5. 125% Boupon)@ndi3400mm1 2yr0
Senior[Notesat3120bps{5.50%@oupon). {2) GECC{Aaa/AAA) priced$750mmByriFixed-RateGlobalNotesatl3-57bps
(2.75%[@oupon). IGECClso@oncurrently pricedi$1.75mm3yriFRNs{seebelowordetails). {3) CarolinatPower@ndLight(l
(A3/BBB)was(in(thelinarketvith[altual-tranchefferinTonsisting ®f5400mm 1 OyriFirsttMortgageBonds, vhich[tameatl
+85bps((5.125%@oupon)@nd$200mm30yriFirsttMortgageBonds, Whichpricedat102bps((6. 125%@oupon). [{4) HBOSPic
(Aa2/AA)wrote$750mmdfSyriSenioriNotest+60. {5) American General (Finance[{A1/A+)(issued (3500mm(Tyrs&t 3-890
v.s.[08/10[UST. In@mergingnarketSpace, [{6) Federative[Republic®f Brazil {B2/B+)fappedthelmarketfoprinta$750mm
reapeningiofiits 10%! Global!Bondsiduei2011. | Thetissueipricediatiaidiscountitolyield 10.66%. iGoldmaniSachsiservediasiaialL
joint-bookrunner@nthelransaction. [{7)Ambevi{Baa3/BBB-) tvrote[$500mm®f1 OyriSenior INotes [t .7 5%. [
U

Mid-MarketSwapSpreads:O +29.500 . +40.500 +43.500
LastWeek:[I +31.500 +45.500 +45.500 +46.500

L
Indicative/ New!\Issue Fixed Rate Spreads' |
UST-Fri. close 2.14% 3.14% 3.70%
Industrialll Slyear 7 ear 10yeart 30year
AAAD 30-350 45-500 55-6000 65-700 90-9501

AAC [mma0-450 55-6001 80-850 95-1000 105-1100
A0 60-700 80-900 100-1100 120-1300 140-1500
BBBL 100-1100 125-1350 150-1600 165-1750 180-1900
UtilityC 3yearl S5lyearD 7Tiyear 10year] 30iyear(]
AAAL 40-4504 50-55L1 55-60UL 60-6511 70-80U
AAD 60-6500 65-700 75-800 -1050 -1200
AUl 75-8511 85-951; 95-105L1 110-120u 120-1
BBBO 110-1200 130-1400 145-1550 160-17001 175-1850
\
ForAdditionallnformation:CallJonMargolis &t TEL.#{212)902-26510
Pagei2i)
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IPCo CP Debt - Average Spread Over/(Under) LIBOR BBA US$ Fi>

01/01/2003 - 06/30/2003

(+) = higher than benchmark
() = lower than benchmark
- does not include bid-ask spread of trader

L | Bcﬁ [
Data 2l X M ﬂrm
Average of Banc America Sec 0.04% | &f}
Average of Merrill Lynch 0.05% C
Average of CS First Boston 0.05% / %"
Average of Wells Fargo-Overnight__ 0-86%|
Average of US Bank-Overnight 0.80%
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364-DAY
CREDIT AGREEMENT
DATED AS OF MARCH 19, 2003
AMONG
IDAHO POWER COMPANY,
THE LENDERS,

KEYBANK NATIONAL ASSOCIATION,
AS SYNDICATION AGENT,

WELLS FARGO BANK, N.A.,
U.S. BANK NATIONAL ASSOCIATION
AND
WACHOVIA BANK, NATIONAL ASSOCIATION,
AS CO-DOCUMENTATION AGENTS,

BANK OF AMERICA, N.A,,
AS SENIOR MANAGING AGENT,

AND

BANK ONE, NA
AS SWING LINE LENDER AND ADMINISTRATIVE AGENT

BANC ONE CAPITAIL MARKETS, INC.
AND
KEYBANK NATIONAL ASSOCIATION
AS CO-LEAD ARRANGERS AND JOINT BOOK RUNNERS,

48
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7 fundline
PRICING SCHEDULE W %OJM

A/A2 A-/A3 BBB+/Baal | BBB/Baa2 | BBB-/Baa3 <BBB-/Baa3

APPLICABLE LEVELI LEVELII | LEVELIII | LEVELIV | LEVELV LEVEL VI
MARGIN STATUS STATYS [ STATUS~. | STATUS | STATUS | STATUS
Eurodollar Rate 0.540% 0.750% 0.850% 1.075% 1.30% 1.875%

Floating Rate 0% 0% 0% 0% 0% 0.500%
APPLICABLE Level I Level 11 Level 111 Level IV Level V T.evel TV
FEE RATE Status Status Status Status Status Status
Facility Fee 0.110% 0.125% 0.150% 0.175% 0.200% 0.375%

For the purposes of this Schedule, the following terms have the following meanings,
subject to the final paragraph of this Schedule:

“Level 1 Status” exists at any date if, on such date, the Borrower’s Moody’s Rating is A2
or better or the Borrower’s S&P Rating is A or better.

“Level II Status™ exists at any date if, on such date, (i) the Borrower has not qualified for
Level I Status and (ii) the Borrower’s Moody’s Rating is A3 or better or the Borrower’s S&P
Rating is A- or better.

“Level III Status” exists at any date if, on such date, (i) the Borrower has not qualified for
Level I Status or Level II Status and (ii) the Borrower’s Moody’s Rating is Baal or better or the
Borrower’s S&P Rating is BBB+ or better.

“Level IV Status” exists at any date if, on such date, (i) the Borrower has not qualified for
Level I Status, Level II Status or Level III Status and (ii) the Borrower’s Moody’s Rating is Baa2
or better or the Borrower’s S&P Rating is BBB or better.

“Level V Status” exists at any date if, on such date, (ii) the Borrower has not qualified for
Level I Status, Level II Status, Level III Status or Level IV Status and (ii) the Borrower’s
Moody’s Rating is Baa3 or better or the Borrower’s S&P Rating is BBB- or better.

“Level VI Status” exists at any date if, on such date, the Borrower has not qualified for
Level I Status, Level II Status, Level III Status, Level IV Status or Level V Status.

“Moody’s Rating” means, at any time, the rating issued by Moody’s Investors Service,
Inc. and then in effect with respect to the Borrower’s senior unsecured long-term debt securities
without third-party credit enhancement.

“S&P Rating” means, at any time, the rating issued by Standard and Poor’s Rating
Services, a division of The McGraw Hill Companies, Inc., and then in effect with respect to the
Borrower’s senior unsecured long-term debt securities without third-party credit enhancement.

4944212 01702090 1
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IDAHO POWER COMPANY
EFFECTIVE EMBEDDED COST OF
LONG-TERM DEBT
At December 31, 1993

($000's)
M (2) (3) 4) (5) (6) @ (8) © (10 (11)
Net Annual
Line Date of __Principal Amount Underwriter ~ Expense Procseds Interest Effective
No Class and Series Issue Issued Outstanding Premium Discount Commission  of Issue Received Requirements Cost
First Mortgage Bonds:

1 5 1/4% Series, due 1996 .... 4/1/66 $20,000 $20,000 - - $144.0 $62.3 $19,793.7 $1,050.0 5.305%
2  8.65 % Series, due 2000 .... 1/1/90 80,000 80,000 - 100.0 520.0 4,056.6 75,3232 6,920.0 9.187

3  9.50 % Series, due 2021 .... 1/14/91 75,000 75,000 - 375.0 656.3 303.6 73,8651 7,1250 9.672
4  9.52 % Series, due 2031 .... 8/19/91 25,000 25,000 - - 1125 45.8 243417 2,350 9.581

5 8 % Series, due2004 ... 3/25/92 50,000 50,000 - 400.0 337.5 2,422.9 46,339.6 40000  8.540

6 8 3/4% Series, due 2027 .... 3/25/92 50,000 50,000 - 187.5 437.5 125.8 49,249.2 4,3750  8.883

7  6.40 % Series, due 2003 .... 4/28/93 80,000 80,000 - - 500.0 3,692.3 75,807.7 51200 6.754

8 7.50 % Series, due 2023 .... 4/28/93 80,000 80,000 - 614.4 600.0 3,692.3 75,093.3 6,000.0  7.990

9 5.33 % Series, due 1998 .... 9/1/93 30,000 30,000 - - 150.0 182.1 (a) 29,667.9 1,699.0 5.390
10 Total First Mortgage Bonds 490,000 490,000 1,676.9 3,457.8 14,584.0 470,281.4 38,5669.0 8.201

Pollution Control Revenue Bonds:

11 5.90% Series, due 2003 ..... 9-01-73 27,000 25,050 - 185.0 219.2 1135 24,525.3 1,478.0 6.025
12  6.00% Series, due 2007 ..... 4-01-77 24,000 24,000 - 180.0 © 180.0 138.0 23,562.0 1,4400 6.127
13 7.25% Series, due 2008 ..... 8-01-78 4,360 4,360 - - 327 63.6 4,263.7 316.1 7.414
14 7 5/8% Series 1983, due 2013  12-15-83 60,500 60,500 - ) - €81.0 1,277.6 66,141.4 51926  7.851
16 7 5/8% Series 1984, due 2014 12-13-84 7,600 7,600 =) -

16  8.30% Series, due 2014 ..... 12-20-84 49,800 49,8C0 - - 498.0 1,737.2 47,564.8 41334  8.690
17 12.25% Series due 2011 - Redemption - - - - - 227.7 (227.7) - -

18 Total Pollution Control Revenue Bonds 173,260 171,310 - 369.0 1,610.9 3,657.5 165,772.6 12,560.1 7.577
19 Praire Power REA Notes (b) 1,833.6 - - - - 1,8333.6 524 2857 .
20 TOTAL DEBT CAPITAL .......... $663,260 $663,143.6 $2.045.9 $5,068.6 $18,141.5 $637,887.6 $51 ,181.{ 8.024%

EXHIBIT NO. 11

(a) - Estimated

(b) - Includes various dates of issue and mattrity - some at 2.0% that mature quartery and some at 5.0% that mature monthly

CASE NO. IPC-E-94-5

D. BOWERS, IPCO

PAGE 2 OF 4



=N

IDAHO POWER COMPANY

EFFECTIVE EMBEDDED COST OF

PREFERRED STOCK
At December 31, 1993

($000's)
(1) ) € “4) (%) (6) ) (8) ©)
Net Annual
Line Date of Principal Amount Expense Proceeds Dividend Effective
No Serigs Issue Issued Outstanding Premium  of Issue Received  Requirements  Cost
Preferred Stocks:
1 4 % Series ... 1944-56 $21,500 $17,750.6 $230.1 $416.1 $17,564.6 $710.0 4.042%
2 7.68% Series .... 9-27-72 15,000 15,000.0 17.5 33.9 14,983.6 1,152.0 7.688
3 8.375% Series .... 11-6-91 25,000 25,000.0 - 303.5 24,696.5 2,093.8 3.478
4  Flexible Auction Series (A) 11-6-91 50,000 50,000.0 - 1,052.1 48,947.9 2,000.0 4.086
5 7.07% Series .... 7-1-93 25,000 25,000.0 308.8 (B) 24,6912 1,767.5 7.158
6  Serial Preferred Stock Redemption Costs 3,917.7 (3,917.7) o
7  TOTAL PREFERRED STOCK $136,500  $132,750.6 $2476  $6,032.1 $126,966.1 $7,723 6.083%

.

R —

(A) Rate is reset on the basis of an Auction conducted each 49 days. The average effective rate over the last cycle for A rated utility companies was 4.0%.

(B) Estimated

EXHIBIT NO. 11

CASE NO. IPC-E-94-5
D. BOWERS, IPCO
PAGE 3 OF 4
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In its June 1991 issue, Money Magazine
listed Idaho Power Company as one of its 50 best "clean
and green investments". In 1993 the U. S. Fish and

Wildlife Service presented Idaho Power Company with the

5 agency's "Director's Corporate Wildlife Stewardship

6 Award". The award is the highest honor the agency can

7 give a corporation.

8 Q. What is the status of Idaho Power Company's

9 bond rating?

10 A. The following are the current First

11 Mortgage Bond (FMB), Preferred Stock, and Pollution

12 Control Revenue Bond (PCRB) ratings for Idaho Power

13 Company:

14 Standard Duff &

15 Moody's & Poors Phelps Fitch

. 16 FMB A-2 A A+ A+

17 Preferred a3 A- A A

18 PCRB as A- - -

19 Q. Have the Conmpany's ratings been under

20 pressure in recent years?

21 A. Yes. Idaho Power Company currently

22 maintains a middle A rating on its First Mortgage Bonds,

23 and a low A rating on its pollution control revenue bonds

24 and preferred stock from both Moody' s and Standard &

25 Poor's. Standard & Poor's, as recently as October 1992,

26 lowered the first mortgage bond, pollution control

27 revenue bond, and preferred stock ratings of the Company.
BOWERS, Di 8

Idaho Power cCompany




‘ idaho Power
Indicative Rates as of August 7, 2003

Maturity Par Value Current
Issuer Date {mil.) AMT Coupon
Humboldt Co-Nevada 12/1/2014 $49.8 Non-AMT 8.30%

_ Indicative Cash Market Fixed Rates as of August 7, 2003

" High Grade, general market names (non-AMT)
22023 and 2033 Maturities assume NC10.

Indicative Cash Market
Floating Rates as of August 7, 2003

7-day 0.73 - 0.78
35-day 0.83 - 0.88

Note: BMA Reset on August 6 at 0.73%

Current Market Conditions - Thursday August 7, 2003

The tax-exempt yield curve remains steep on the short end and quite flat on the long end of the
curve, As of 8/7/03 1-year MMD was 1.00% and 30-year MMT} was at 5.02%, a spread of 402 bp.
At 7/31/03 1-year MMD was .92% and 30-year MMD was at 4.95%, a spread of 403 bp. After a
few weeks of significant volatility, the fixed income market has stabilized, although at higher yields.
Moreover, the tax-exempt market has continued to perform well relative to its taxable counterpart.

BANK=0NE
.

_ Tax Exempt Origination



Idaho Power
Indicative Rates as of July 31, 2003

Maturity Par Value Current
Issuer Date (mil.) AMT Coupon

Humboldt Co-Nevada 12/1/2014 $49.8 Non-AMT 8.30%

Indicative Cash Market Fixed Rates as of July 31, 2003

2014 4.04 4.49 0.45 5.05 1.01
2023 4.81 5.25 0.44 5.80 0.99
2033 495 5.40 0.45 6.00 1.05

" High Grade, general market names (non-AMT)
22023 and 2033 Maturities assume NC10.

Indicative Cash Market
Floating Rates as of July 31, 2003

0.75 - 0.80
0.85 - 0.95

Note: BMA Reset on July 30, 2003 at 0.85%

rrel arket Conditions - sda
The taa-cxompt yicld curvc continues to be relatively steep on the short end and rather flat on the
long end of the curve. As of 7/31/03 1-year MMD was .92% and 30-year MMD was at 4.95%, a
spread of 403 bp. As of 7/24/03 1-year MMD was at .90% and 30-year MMD was at 4.74%, a
spread of 384 bp. The tax-exempt market continues to be volatile and as a result of the weakening,
credit spreads have widened. Although the fixed-income market has sold off within the last couple
of days, the tax-exempt market has outperformed the taxable market. New issuance for the next 30
days in the tax-exempt market is expected to be moderate with about $ 8.6 billion coming to market]
(negotiated and competitive transactions), which is about the 30 and 60 day average.

BANK:ONE
S

| Tax-Exempt Origination



Principle
Expense of Issue
Net Proceeds

Average 10 Year BMA Interest Rate
Plus: Average spread of Auction Rate
over BMA Index
Plus: Broker Dealer Fees
Plus: Annual Insurance Premium
Adjusted Interest Rate
Effective Interest Rate (on Proceeds)

Expense of Issue:

Call Premium

Insurance up-front premium

Underwriter's Fee

Legal and Other Fees
Total

Assumed index rate for 2024 bonds
Principle Repayment

Interest Repayments

Total Debt Service

Upfront Premium Rate

Insurance up-front premium calculation

. Humboldt Bonds - Estimated Interest Rate

49,800,000.00
2,389,181.8¢ From Below
47,410,818.50

3.04%

0.25% {
025% % .6
0.105%

3.65%
3.83%

1,494,000.00
548,181.5¢ From Below
249,000.00
100,000.00

2,385,181.50

5.25%
49,800,000.00
52,290,000.00

102,090,000.00

546,181.50

=1



IDAHO POWER COMPANY
TAX-EXEMPT BONDS
RATE COMPARISON TO BMA INDEX

BMA AM Falls Port of Morrow Sweetwater-GS Sweetwater-MS

Date index Rate Spread Rate Spread Rate Spread Rate Spread
Average Spread over BMA

IPC Bond Lifes - 1.08 0.94 -0.07 -0.12
Average BMA = 3 years 2.28
Average BMA =5 years 2.75
Average BMA = 10 years 3.04

Average BMA = Life of Index 3.31 W) i Jul
(Since 1990) f‘};zi%;j %{ 0
-

AM Falls Port of Morrow Sweetwater-GS Sweetwater-MS
Rate Rate Rate Rate
Historical Ratc Spread Rate Spread Rate Spread Rate Spread
2003 264 152 2.24 1.12 1.24 0.11 1.16 0.04
2002 277 140 2.50 1.12 1.61 0.24 1.56 0.18
2001 375 1.14 3.74 1.13 2.45 -0.16 2.45 -0.16
Since Issue @#8060) 3.47 1.08 3.27 0.94 2.90 -0.07 2.86 -0.12
BMA Rate + Historical Spread
Using 3 Year BMA 3.36  1.08 3.22 0.94 2.21 -0.07 217 -0.12
Using 5 Year BMA 3.83 1.08 3.69 0.94 2.67 -0.07 2.63 -0.12 ﬂ
Using 10 Year BMA 412 1.08 3.99 0.94 2.97 -0.07 2.93 -0.12
Using life of BMA - 1990 4.39  1.08 4.25 0.94 3.24 -0.07 3.20 -0.12
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=Noverrther 28, 2000

NEW PRODUCT UPDATE

Moody’s Announces Intent to Abolish
_ Preferred Stock Rating Scale

"

Amember of citigroup?

Moody’s Announces Plan to Abolish Preferred Stock Rating Scale'

Yesterday, Moody’s announced its intention to abolish its separate rating scale for preferred stock and to rate preferred stock and
hybrid securities, including trust preferred securities such as Salomon Smith Barney’s (“SSB’s”) TRUPS®, on a single consolidated
debt rating scale. Moody’s proposed move to a single scale is not a credit event and does not reflect any
change in Moody’s view of the risk characteristics of preferred stock and other hybrid instruments, but is
instead intended to increase the comparability of senior debt, subordinated debt, hybrid and preferred
securities.

Moody’s Existing Preferred Stock and Debt Rating Scales

Unlike Moody’s debt rating scale, which emphasizes investors’ recovery rates in bankruptey, Moody’s existing preferred stock
rating scale focuses on the likelihood that investors will receive timely payments of dividends and inherently anticipates a Jower
recovery rate in bankruptey, However, as discussed in our New Product Update dated December 8, 1999, Moody’s has become
increasingly concerned that investors do not appreciate the primary difference between the agency’s preferred stock rating scale
and its debt rating scale. Therefore, while a security with a current preferred rating of “al” anticipates greater losses in
bankruptcy than a debt instrument rated “A1”, Moody’s fears that investors may use these ratings interchangeably.

Prospective Notching Practices for Issuers

To determine ratings for different classes of an issuer’s liabilities, Moody’s will first assign a primary rating to the issuer's most
important class of liabilities, then rate other liabilities in relation to that rating.

For example, for investment-grade non-financial corporate issuers, Moody’s will generally assign a senjor unsecured debt rating,
then rate other liabilities in relation to the senior unsecured rating:

Liability ’ Rating Relative to Senior Unsecured
» Senior secured debt plus 1 notch

» Senior unsecured debr 0 notches

» Subordinated debt, including junior subordinated debt minus 1 notch

» Hybrid securities, including US-style TRUPS (cumulative, dated securities) minus 1 notch

» Preferred stock/preference shares, including European- and Asian-style SPV minus 2 notches

preferred securities (non-cumulative, perpetual securities)

The above notching guidelines should apply to all bond market sectors rated by Moody's, although the primary rating type will
vary by industry sector.2 For example, Moody's will generally first assign “deposit” ratings to banks and “insurance financial
strength™ ratings to insurance companies, and then determine ratings for subordinated debt, hybrid and preferred securities
using the same notching differentials as above.

Moody's expects that hybrid securities, including US-style TRUPS, will likely be treated as subordinated debt in the event of the
issuer's bankruptcy, and will therefore generally assign the same rating to hybrid securities as that assigned to subordinated

debt. However, for issuers with significant amounts of senior debt, Moody’s may rate hybrid securities two notches below senior
debt.

Implication for Existing Issues

Moody's decision is not final, and the agency is currently soliciting feedback from the financial community on the impending
change. However, in all likelihood, Moody’s will formally abolish its preferred stock rating scale sometime in early 2001. At
that time, the agency will announce adjustments to all outstanding ratings to reflect the debt rating scale in a single press
release. Although the adjustments may ostensibly result in “downgrades” of two notches for certain issuers, they do not reflect
any fundamental change in the creditworthiness of the issuers.

SSB will continue to monitor the latest rating agency developments regarding TRUPS and will keep
issuers apprised of any developments.

Gapital Markets ¥I New Products Group — New York FI New Products Group — Lond
Howard Hiller 212-723-6098 212-723-6029 John Dickey 44-207-986-8978
Yukari Saegusa 212-723-6101 Peter Jurdjevic  Stanley Louie Jennifer Piekut
C.l. Arrigo 212-723-6095 Adam Dohrenwend David Rosenwaks James Revell

1 Similarly, in February of 1999, S&P introduced a single ratings scale for both preferred and debt instruments that replaced the previously
separate preferred stock and debt ratings scales. See SSB’s “New Product Update: S&P Distributes Press Releases Relating to its Treatment of

Preferred and Capital Securities”, dated February 17, 1999.

2 An exception to this general rule is the leveraged finance corporate issuer sector. Because issuers in this sector have complex and highly
differentiated capital structures, Moody’s believes that uniform notching guidelines could be misleading.
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November 2000 Rating Methodology
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Summary

This Rating Methodology outlines ongoing refinements to Moody's notching practices for debt
and preferred stock uf a single business enterprise or issucr. We believe our analytical approach
achieves comparability in the meaning of ratings across the widest possible range of corporate
securities and also provides appropriate guidance for the Structured Finance and Public Finance
markets. Our notching practices are intended to result in expected loss rates of similarly rated
securities that are roughly the same, regardless of whether the bonds are secured, unsecured or
subordinated claims on individual issuers. Moreover, to expand the range of comparability, we
expect to rate preferred stock on an expected-loss basis as well, using our traditional debt rating
symbols. We therefore plan to abolish the separate rating scale for preferred stock we have used
in the past.
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A final determination on the issues outlined in this Rating Methodology will occur in early 2001. It is
expected thart rating adjusuments for all vusstanding preferred ratings will be made at that ime and
announced in a single press release. We expect that other changes to existing ratings will be issuer and issue
specific, and will be addressed over the remainder of 2001 through ongoing credit monitoring. Moody's
encourages interested parties to submit comments to the Priority of Claim Standing Committee to the
attention of Patrick Finnegan, 99 Church Street, NY, NY, 10007, or at patrick.finnegan@moodys.com.

Since the various liabilities of a single corporate enterprise generally share the same (or nearly the
same) probability of default, differences in their expected loss rates are determined by their relative priori-
ty of claim - and, hence, relative expected loss severities - in bankruptcy. Our notching practices translate
these differences in expected losses to differences in ratings - in a manner that is consistent with the differ-
ences in historical loss rates associated with different rating categories. This general methodology is
applied universally throughout the corporate sector, but practical aspects of its implementation differ
between the investment-grade and leveraged-finance sectors.

For speculative-grade companies, where default is a clear and present danger, Moody's intensively ana-
lyzes cach issucr's capital structure and bond covenants. Given the wide variability in capital structures
that we see in the leveraged-finance sector, our expected-loss approach often leads to large differences in
notching for relative seniority from one issuer to another.

In the investment grade sector, however, there is less of a basis for making such distinctions across
issuers because one cannot reasonably predict an issuer's future capital structure - and hence the relative
recovery prospects of its liabilities - at the time of default. Analysts of investment-grade issuers, therefore,
generally rely on the average experience reflected in our defaulted bond recovery database to predict the
relative recovery (and loss severity) of different classes of debt. As a result, notching practices in the
investment-grade sector tend to be more uniform, based on average debt recovery statistics, without spe-
cific reference to individual issuers.

Typical Notching Practices for Investment-Grade Issuers

¢ If, as is generally the case, an investment-grade issuer's largest class of debt is unsecured, a Moody's
rating committee first assigns a senior unsecured debt rating and then contemplates the ratings of its
other liabilities in relation to the senior unsecured rating.

* Absent any issuer-, region- or industry-specific information that might alter the relative recovery
assumptions, an investment-grade issuer's

- Secured debts are generally rated one notch above its senior unsecured debt rating.

- Subordinated debts (including junior and senior subordinated debts) are generally rated one notch
below its senior unsecured debt rating.

- Hybrid (debt/equity) security ratings are based upon the issue's expected seniority in bankruptcy,
which is often the same as subordinated debt.

- Preferred stock, which in the past has been rated on an entirely different scale, will soon be rated on
the same debt rating scale. Cumulative preferred issues will generally be rated one notch below subor-
dinated debt. Further, given the small differential in expected loss, Moody’s will consider eliminating
the existing notching differential between cumulative and noncumulative preferred.

- Holding company debt is generally rated at or below the lowest rated debt security that would be
assigned at the principal operating company.

Notching Practices for Leveraged-Finance Corporate Issuers’

* The largest class of rated liabilities for speculative-grade issuers may be either secured bank debt,
secured bond debt, unsecured senior debt, subordinated debt, or preferred stock.

» A Moody's rating committee first assigns a “senior-implied” rating to a speculative grade issuer, which is
the rating that would apply if the enterprise had a single class of liabilities and a consolidated legal entity
structure. The enterprise's specific various liabilities are then rated above or below its senior implied rat-
ing based on their relative default probabilities and their relative expected loss severities in default.

! See Moody's Special Comment, "Moody's Analytical Framework for Speculative Grade Ratings," May 1999.
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* Since these entities often have complex and highly differentiated capital structures, uniform notching
guidelines could be misleading in this sector.

¢ The expected-loss methodology does, however, impose substantial discipline on notching across each
company's liability structure.

- The rating assigned to each of a company's liabilites is a function of the company's senior implied rat-
ing, the expected credit loss of that issue relative to the company’s other liabilities, and the uncertainty
introduced by the overall complexity of the capital structure. As a result, the par-weighted average of the
ratings assigned to all of the company's liabilities will be equal to, or lower than, its implied senior rating.

- Expected differences in loss severity generally give rise to wider notching differentials for companies
with Ba3, single-B and Caa senior-implied ratings than for Bal or Ba2 issuers.? (Notching widens for
companies rated Ba3 or below because the historical default rates in the B and Caa rating ranges vary
less - on a percentage change basis - from one rating notch to another than they do in the Ba portion
of the rating scale.)

What Is Notching?

Notching refers to the general practice of making rating distinctions among the different liabilities of a
single entity or of closely related entities. When an entity has a number of different classes of debt out-
standing, Moody's analysts generally employ a two-step rating process. First, dicy assign 4 1ating w0 an
issuer's most important class of liabilities or to a weighted average of its liabilities. Then, they decide how
to rate the issuer's various debt instruments in relation to this initial rating. This two-step rating process
helps ensure analytical consistency across an issuer's liability structure.

* In the investment-grade, nonfinancial corporate sector, analysts generally first assign a senior unse-
cured debt rating to an issuer, and then determine the company's senior secured debt, subordinated
debt, and preferred stock ratings in relation to its unsecured debt rating. In the speculative-grade sec-
tor, the process is similar although the benchmark is the “senior-implied” rating, the rating that would
be assigned if the company had a single class of debt and a consolidated legal entity structure.

* In the banking sector, analysts generally first assign a deposit rating (which itself may depend upon the
sovereign's rating), and then assign ratings for debt and preferred securities issued at the level of the
operating company or holding company. Since deposit obligations frequently benefit from third-party
official support in times of stress, rating differentials for unsupported obligations can be significantly
greater than the guidelines pravided.

 In the insurance sector, analysts generally assign an insurance financial strength rating that speaks to
the probability the insurer will fulfil its insurance policy obligations, and then ratings are assigned to
the debt and preferred securities issued at the level of the operating company or holding company.

 In the structured finance sector, analysts generally first assign a rating to an entire securitization struc-
ture as if it were to be issued as a single-tranche security, and then decide how the ratings on individual
tranches of the securitization should relate to the hypothetical single-tranche rating.

* In the public finance sector, analysts generally first assign a general obligation rating to a municipality,
and then decide the ratings of its specific bond issues, which may carry less or more security than a
general obligation pledge. Many sectors within Public Finance, although tax-exempt, resemble tradi-
tional corporate issuers and or structured tansactions and therefore many of dhe sume nowhing prac-
tices are employed. Examples of these are not-for-profit hospitals and universities as well as single
family and multi-family tax-exempt housing transactions.

While diis Ruting Methodology focuses on the nonfinancial corporate sector, the general principlcs that
are discussed here are relevant to virtually all bond market sectors rated by Moody's.

Moody's Historical Notching Practices for Corporate Securities

Moody's ratings have always placed considerable weight on relative priority of claim. Until relatively
recently, however, notching practices were necessarily subjective, since there was no quantitative basis for
deciding whether a particular difference in seniority was significant enough to merit a rating distinction,
or whether it should give rise to a one-notch, or even a two-notch, rating distinction.

2 While this guideline is directly relevant for subordinated and preferred stock securities, notching for secured claims should generally
widen later in the rating scale, when the issuer's rating moves from Ba3 to B1.
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The notching practices developed during the early 1980s generally reflected a desire to recognize each
subsequent layer of subordination with a correspoudingly lower rating. For invesunent-grade companics,
an issuer's senior unsecured debt was generally rated one notch lower than its secured debt, its subordinat-
ed debt was one notch below its senior debt, and its junior subordinated debt was one notch below its
senior subordinated debt. However, for below-investment-grade issuers, notching for differences in pri-
ority of claim was often wider (by an extra rating notch) because we felt that as the likelihood of default
increased, more emphasis should be place on priority of claim. At that time, we never considered the pos-

sibility that the changes in the width of the rating bands as one moves along the rating scale could influ-
ence the degree of notching.

Three key developments in the late 1980s subsequently led to changes in Moody's notching practices.

1. Moody's began compiling and analyzing its authoritative data set on corporate bond defaults and
recoveries.

2. The meaning of Moody's corporate bond ratings steadily migrated away from a system that empha-
sized relative default rates, intrinsic financial strength, and the quality of the promise to one that
emphasizes relative expected loss rates.

3. With the development of the junk bond market, most speculative-grade companies no longer had the
simple balance sheets of fallen angels (with a preponderance of senior unsecured debt); rather, they
employed highly complex and varicd capital structurcs.

By the 1990s, historical data could be used to estimate the differences in expected-loss rates across
instruments with different priorities of claim. Moreover, the significance of those differences in terms of
expected loss could be compared to the differences in historical loss rates generally associated with differ-
ent Moody's bond ratings. The pieces were now in place to develop simple notching guidelines that
enhance consistency in the meaning of ratings across different classes of liabilities.

However, as the capital structures of speculative-grade companies became increasingly complex and var-
ied, it became clear that investors in the leveraged finance market would be better served by an in-depth,
expected-loss analysis of each component of a company's capital structure. Moody's Leveraged-Finance
Group subsequently developed an analytical approach to notching that utilizes company-specific informa-
tion, while achieving consistency in the meaning of ratings in terms of expected loss across companies.?

Historical Differences in Loss Severity hy Class of Debt

Moody's June 1999 Special Comment, “Debt
Recoveries for Corporate Bankruptcies,” reports
recovery rates on a wide variety of debt securitdes .
for 155 issuers with more than one class of debt , very Loss Severity
outstanding at the time of default. This data can -
be used to calculate the average percentage differ-
ence in recovery rates between two classes of debt ==
securities for individual issuers. In Figure 1, we g Unsecured
apply these average percentage differences to the  Sr. Subordinated
mean defaulted senior unsecured bond recovery ~ Subordinated
. . Jr. Subordinated
pricc of 49 cents per face dollar, as reported in prdisired Stock
Moody's January 2000 Special Comment,
“Historical Default Rates of Corporate Bond
Issuers, 1920-1999.7%

_ Loss Severities
ey,
i ,?510/0"
T2%
8%
83%
5%

3 See Moody's Special Comment, "Moody's Analytical Framework for Speculative-Grade Ratings,” May 1999.

4 We recognize that our data is heavily weighted toward the U.S. corporate experience. To the extent that the loss severity experience
is different in other sectors or regions, the application of these notching principals will be adjusted where appropriate. This year,
Moody's has published extensive country-specific studies - for the UK, Germany, and France - which analyze the relative standing of
different claimants in corporate bankrupicy and the potential implications for differences in expected loss severity. See "Bankruptcy
& Ratings: A Leveraged Finance Approach for Europe - UK versus France and Germany," Moodys Special Comment, March 2000.
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How do these averages compare to each
other? Table 2 presents average loss
severity recovery rates for different classes
of debt relative to the average recovery
rate on senior unsecured debt. For exam-
ple, in default, senior secured debt loses
30% (which equals (51%-36%)/51%) less
on average than senior unsecured debt;
whereas, preferred stock loses 85% more
on average than senior unsecured debt.

This relative loss severity data underpin the notching guidelines Moody's employs in the investment-
grade corporate sector. For investment-grade credits, since the risk of default will likely remain low for
many years into the future, it is very difficult to anticipate what a company's capital structure will look like
when it eventually defaults. Therefore, despite the high variance in relative recovery rates that exists in
the historical data, Moody's analysts generally rely heavily on historical average recovery rate data when
notching the securities of investment-grade issuers for differences in priority of claim.

In contrast, for speculative-grade issuers, default is much more likely in the near future, capital structures
and covenants tend to lock in a claimant's position, and analysts have a much better fix on the company's
probable capital structure at the time of default. As a result, the average relative recovery statistics reported
in Figure 1 are less relevant to notching practices in the speculative-grade sector. For these credits, Moody's
analysts base their notching practices on company-specific analyses of relative loss severity.

Regardless of the source of data for the expected loss severity expectations, the following questions still
need to be addressed:

* Are these differences in expected-loss severity large enough to warrant rating distinctions?

e If rating distinctions are appropriate, should secured and subordinated obligations carry ratings that
differ from the issuer's unsecured rating by one or more rating notches?

* Should notching conventions be constant or should they vary with the issuers' placement on the rating
scale?

An Expected-Loss Framework for Notching

Relative loss severity data is not enough, by itself, to determine the appropriate amount of notching.
Within an expected-loss framework for the meaning of ratings, notching guidelines are a function of both
expected loss severity and expected default probability. Table 3 outlines the mechanics of how - in three
steps - the expected-loss framework can be used to derive notching guidelines.

Step 1. Identify the historical default rates of debt issuers with different senior unsecured debt ratings.

Step2.  Compare the expected loss rates of various debt instruments for issuers that carry these senior
unsecured debt ratings.

Step3.  Assign the same rating to all securities that have similar expected loss rates.

Our estimates of expected default rates are derived from Moody's latest corporate bond default study,
which reports the historical default frequencies associated with different senior unsecured ratings over a
wide variety of investment horizons. Although all potential investment horizons are factored into the
analysis, for simplicity, the analysis presented in this Rating Methodology is based exclusively on the ten-

year cumnuladve defaule race stadistics.

For each initial senior unsecured narrow rating category (with the 1,2,3 rating modifiers), we estimate
the expected cumulative default frequency by interpolating the historical default experience for the broad
rating categories shown in column (a). Laxpected-loss rates for an issucr's scnior unsccured debt are then
derived by multiplying the modified default rates by 51%, which is the average loss severity on defaulted

senior unsecured bonds. Similarly, expected-loss rates for an issuer's senior secured debt and subordinat-

5 In 1982, Moody's introduced rating modifiers (i.e., Aa1, Aa2, etc.) and currently reports cumulative default statistics by modified rating
category for horizons up to eight years. Statistically useful, cumulative default rates for these broad categories are thus not available
for the ten-year horizon. Based on patterns observed in the cumulative default rates for shorter horizons, we interpolated the broad
category defaull rates to derive ten-year default rates for modified ratings.
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ed debt are tabulated (according to an issuer's unsecured debt ratings) by multiplying the unsecured
default rates by the average loss severity of 36% and 78% on secured and subordinated debr, respectively.

Regardless of an issuer's senior unsecured rating, the percentage difference in expected loss rates
between secured and unsecured debt is 30%, which equals [(51%-36%)/51%)]. Similarly, regardless of an
issuer's senior unsecured rating, the percentage difference in expect loss rates between senior unsecured
and senior subordinated debt is 40%, which equals [(71%-51%)/51%]. However, as shown in Table 3
and Charts 1 and 2, these percentage differences translate into absolute expected-loss-rate differences that
vary from one rating category to another.

The expected-loss rates presented in Table 3 imply different notching criteria at different rating levels.
For example, consider an issuer with a Baa2 senior unsecured debt rating. Ten-year expected-loss rates
for its senior secured debt and subordinated debt are 1.52% and 3.28%, respectively. These loss rates are
extremely close to the expected-loss rates for the senior unsecured obligations of issuers rated Baal
(1.51%) and Baa3 (3.10%), respectively. This analysis for Baa2-rated issuers suggests that secured debt
should be rated one notch above senior unsecured debt, and subordinated debt should be rated one notch
below senior unsecured debt. The tight grouping of loss rates at the scnior subordinated, subordinated
and junior subordinated levels further suggests that no rating distinctions be made across obligations with
these standings. Moreover, these results indicate that preferred stock should be rated one notch below an
issuer's subordinated debt.b

- Table 3 .
10-Year Average ~ Smoothed 10-Year
Cumulative Default . Cumulative Default

Rales: 1970-1999  Rates: 1970-1999

~ SrUmec.

pected-Loss Expected-losson
Sub. Debt ﬁP;efe ed Sto"ck‘ i

141

@=0)x83% W
i p'/o .

4097%
| 4693%
51.49%

6 In previous research, we have shown that, when applying an expected-loss perspective, there is generally little basis for making
rating distinctions between cumulative and noncumuiative preferred issuers. See "Preferred Stock Dividend and Credit Risk,"
Moody's Special Report, December 1994.

Moody’s Rating Methodology 7

&5



Chart 1: 10-Year Expected Loss Rates - Chart 2: 10-Year Expected Loss Rates -

Investment Grade Issuers Speculative Grade Issuers
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While the general rules presented here - one notch up for secured and one notch down for subordinated -
are generally consistent with the Table and the Charts, there are two notable exceptions.

First, in the highest (Aaa and Aa) rating categories, a pure expected-loss approach might imply a two-
(or more) notch distinction, rather than the proposed one-notch rating differentals. However, as dis-
cussed in other reports, Moody's ratings are not based purely on expected-loss rates. In particular,
Moody's assigns extra weight in the meaning of ratings to default risk (relative to severity of loss) for
investment-grade credits, because the risk of default is very low.” Hence, at these high rating levels, rat-
ings are adjusted upward or downward from senior unsecured levels by only one notch to reflect differ-
ences in priority of claim.®

Second, in the lower portion of the speculative range (issuers with senior unsecured debt rated Ba3 or
lower), a pure expected-loss approach again suggests a two- (or more) notch differental is sometimes nee-
essary to account for differences in priority of claim.? If ratings are intended to indicate relative expected-
loss rates, then notching for subordination and preferred stock should generally be wider for issuers rated
Ba3 or below, and notching for security should be wider for issuers rated Bl or below. Note that this rec-
ommendation is somewhat at variance with our historical practice, in which we generally widened notch-
ing differentials as soon as an issuer's rating fell below investment grade.

Notching for Hybrid Securities and Holding Company Deht .

The general approach laid out in this Special Comment can also be applied to the ratings assigned to
hybrid securities and holding company debt. In each case, the analyst estimates the expected loss severity
of the instrument to be rated and compares that loss severity to a reference security that is rated - either
the senior unsecured debt or senior implied rating of the principal operating company or business enter-
prise. Differences in expected loss severity are translated into rating notches by referencing an expected-
loss matrix such as Table 3.

7 See "The Evolving Meaning of Moody's Bond, Ratings,” Moody's Special Comment, August 1999.

8 Furthormore, the historical default rates for Aaa- and Aa-rated issuers are not very precisely estimated because so few have
defaulted over a ten-year horizon. There is, therefore, less justification for a purely quantitative approach to relative ratings
determination in this part of the rating scale.

9 For example, consider an issuer with senior unsecured debt rated B2. The expected losses on its secured and subordinated
obligations are 15.54% and 33.49%, respectively. These values are very close to the losses one might expect to incur on the senior
unsecured obligations of issuers rated Ba3 (15.92%) and CaaZ (31.72%), respectively at the senior unsecured level. The analysis
suggests that the secured debt of an issuer rated B2 at the senior unsecured level should be rated two notches above its unsecured
debt, and its subordinated debt should be rated three notches lower than its senior unsecured debt. In contrast to the one-notch
adjustments recommended for most of the rating scale, two-notch adjustments will be more common for issuers holding senior
unsecured debt rated B1 or lower.
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Hybrid securities are structured securities that generally have both debt and equity characteristics from
a balance sheet perspectve. However, from an investor's perspective, a secutity's credit quality is deter-
mined by its default probability and its expected loss severity in default. Since the expected default fre-
quency on most hybrid securities is the same as that of the issuing company's other debt securities, then
hybrid's should be notched based on their expected priority in claim in bankruptcy. In most cases, we
expect that hybrids will be treated like subordinated bonds in bankruptcy and so they will usually carry the
same credit rating. However, some hybrid issuer's have a preponderance of more senior securities that
could negatively affect the recovery of their hybrid securities in default. In such cases, the recovery of
those securities is unlikely to differ meaningfully from the preferred stock of the same issuer; hence the
rating could be the same as that of preferred stock.

Holding company debt is generally structurally subordinate to all debt and preferred stock of the prin-
cipal operating company. Holding company debt will generally be rated at or below the lowest rated
instrument of the principal operating company. The guiding principle is that the degree of subordination
is determined by the extent to which structural elements distance an obligation from the entity's operating
assets and economic value. An evaluation of an issuer's corporate structure, its other obligations, the
obligations of its subsidiaries, the role of third party support available to subsidiary creditors (e.g. banks or
operating utilities) and the covenant protections contained in the holding company obligations are all fac-
tored into the notching decision.

Notching Practices in the Leveraged Finance Sector

The notching guidelines discussed above are appropriate if one assumes that the expected-loss severity on
a company's debt security equals the historical loss severity for that type of instrument. We generally
make this assumption when analyzing investment-grade credits, because these companies are highly
unlikely to default for many years, and it is generally very difficult to foresee their likely capital structure
at the time of default.

In the leveraged-finance sector, however, analysts have a much better fix on a company's likely capital
structure at the time of default. Moreover, capital structures in this sector are highly varied, so that loss
severity on similar debt instruments are likely to vary significantly from one company to another. Asa
result, Moody's leveraged finance analysts undertake a detailed analyses of the capital structure of each
speculative-grade company and the relative expected loss severity of each component of its liabilities.

The notching process for speculative-grade credits starts with the establishment of a senior-implied
rating, which assumes that an enterprise's obligations are collapsed into a single generic class of senior
debt.1% As such, the senior-implied rating reflects the expected credit loss (i.e. default and loss severity) of
that single class of debt. As stated earlier, Moody's generally expects that a company will default on all of
its obligations at approximately the same time, so the key factor that distinguishes the rating of a compa-
ny's “senior” and "junior" debt are differences in expected loss severity in the event of a default.!! The
notching process for speculative-grade credits distributes the expected loss severity that is incorporated in
the senior implied rating across the enterprise’s capital structure. In developing its opinion about this dis-
tribution, Moody's considers the relative size of the different classes of debt, the contractual terms of each
specific instrument, and the company's likely capital structure and enterprise value in a distressed scenario,
and the average historical recovery rates incorporated in this report.

Consider the following stylized example. Suppose a company has $500 million in total debt, com-
prised of $250 million in senior-secured bank loans and $250 million in subordinated bonds. The
Moody's analyst estimate of the distressed value of the firm and or its assets in a default scenario is $250
million. The average loss severity on all the debt is therefore 50%. Suppose further than the expected
loss severities on the bank debt and bonds are 25% and 75% respectively.!?

10 See Moody's Special Comment, "Moody's Analytical Framework for Speculative-Grade Ratings,” May 1999.

1 For enterprises with complex corporate structures, expected default rates may vary across debt instruments as well.

12 On average, the price of secured bank debt trades at about 70% of par shortly after default, although the long-term recovery value
may be closer to 90% or 95% of principal. In assigning ratings, Moody's analysts generally focus more on the long-term expected
recoveries than post-default expected trading prices. For notching practices to be consistent, it is important that relative recovery
rates for different instruments be estimated on a like basis, either long-term expected recoveties or post-default trading prices.
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If this company had a 10-year cumulative default probability of 19%, its 10-year expected-loss rate
would be 9.5% (=19%x50%), which would be cousistent (Lo Table 3) with a Ba2 senior-implied rating.
The expected-loss rate on its bank debt and bonds would be 4.8% and 14.3%, respectively, which (from
Table 3) correspond to Bal and Ba3 ratings, respectively. In this case, the senior-secured bank debt
would be rated one notch higher than the senior-implied rating, and the subordinated bonds are rated one
notch lower than the senior implied rating.

On the other hand, if the company's default probability were 42%, its 10-year expected-loss rate
would be 21% (=42%x50%), which would be consistent (from Table 3) with a B2 senior-implied rating.
The expected-loss rate on its bank debt and bonds would be 10.5% and 31.5%, respectively, which (from
Table 3) correspond to Ba2 and Caa2 ratings, respectively. In this case, a pure expected-loss analysis
would suggest that the senior-secured bank debt should be rated three notches higher than the senior-
implied rating, and the subordinated bonds should be rated three notches lower than the senior implied
rating. However, because Moody's somewhat overweights default probability relative to loss severity in
the meaning of its ratings, we would probably assign ratings to this issuer that would result in a four- or
five-notch rating spread, rather than the six-notch spread that exists between Ba2 and Caa2.

These two examples highlight two key implications of the use of an expected loss approach to notch-
ing in the speculative-grade sector. One, the assignment of senior-implied ratings and the expected-loss
analysis help achieve consistency in our notching practices. Since the expected-loss rate on a firm's total
liabilities is the par-weighted average of the expected loss rates on each of its liabilites, the senior-implied
rating is a weighted average of the ratings of its various debt instruments.!* Two, wider notching is appro-
priate for companies with Ba3 or lower senior-implied ratings than for firms rated higher.1* Given our
historical practice of applying wider notching differentials to all below-investment-grade issuers, narrower
notching differentials for Bal and Ba2 issuers are likely in the future for priority of claim purposes.

Making the Adjustment

In those cases where rating changes are called for, based on the guidelines presented here, Moody's will
make those adjustments and their rationales transparent to the capital markets. Changes to our preferred
stock ratings will be made on a single date and reported in a single press release. As the preferred stock is
brought into the long-term debt rating system, downgrades of two notches may occur. These adjustments
are not meant to reflect any fundamental change in the credit worthiness of these obligations. We expect

that other changes to existing ratings will be issuer and issue specific, and will be addressed over the
remainder of 2001 through ongoing credit monitoring.

13 To the extent that the complexity of a company's capital structure increases uncertainty about the performance of its individual

liabilities and reduces the company's financial flexibility, its senior implied rating may be in fact higher than the par-weighted average
of the ratings on its individual liabilities.

14 As indicated in Table 3, this rule of thumb can be applied directly when notching relative to an issuer’s rating for its subordinated

obligations. Notching for secured claims, however, should generally widen somewhat later in the rating scale, when the issuer's
rating moves from Ba3 to B1.

</
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