BEFORE THE | DAHO PUBLI C UTI LI TI ES COVM SSI ON

I N THE MATTER OF THE APPLI CATI ON )
OF | DAHO POVNER COMPANY FOR )
AUTHORI TY TO | NCREASE | TS RATES )
AND CHARGES FOR ELECTRI C SERVI CE )
TO ELECTRI C CUSTOMERS | N THE STATE)

CASE NO. | PC-E-03-13

OF | DAHO. )

ADDI TI ONALLY, |F THE COMM SSION )

SUSPENDS THE EFFECTI VE DATE OF )

RATES AND CHARGES, THE COVPANY )

REQUESTS )

AN | NTERI M UNI FORM PERCENTAGE )

| NCREASE OF 4.16% | N RATES AND ) CASE NO. | PC-E-03-
13- A

CHARGES TO RECOVER | NCREASED )
COSTS TO THE COMPANY AS A RESULT )
OF THE COVPLETI ON OF THE DANSKI N )
POVER PLANT, HYDRO RELI CENSI NG, )
| NCREASED DEPRECI ATl ON EXPENSE, )
AND THE REALLOCATI ON OF )
JURI SDI CTI ONAL NET POWER SUPPLY )

COSTS, PENDI NG A DETERM NATI ON )
OF | DAHO POVER COMPANY' S NEW )
RATES AND CHARGES | N )
CASE NO. | PC-E-03-13. )

| DAHO PONER COMPANY

DI RECT TESTI MONY

OF

J. LAMONT KEEN

CASE NO. | PC-E-03-13-A






10

11

12

13

14

15

16

17

18

19

20

21

22

Q Pl ease state your nane and busi ness address.
A. My nane is J. LaMont Keen and ny busi ness

address is 1221 West | daho Street, Boise, |daho 83702.

Q What is your position at |daho Power
Conpany?
A. | am the President and Chief Operating
O ficer.
What is your educational background?
A. | graduated nagna cum | aude in 1974 fromthe
Col | ege of lIdaho in Caldwell, |Idaho now called Al bertson

Col | ege of I1daho, receiving a Bachel or of Business

Adm ni stration Degree in Accounting. [In 1994 | conpleted
t he Advanced Managenent Program at the Harvard University
Graduate School of Business. | have also attended many
utility managenment-training programs, including the Stone &
Webster Utility Management Devel opnment Program the
University of lIdaho Public Uilities Executive's Course,

and the Edison Electric Institute Executive Leadership

Program
Q Pl ease outline your business experience.
A. | have worked in the electric utility

i ndustry at |daho Power Conpany for nearly 30 years,

KEEN, DI 13-A 1
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begi nning nmy enploynment in 1974 in the accounting

departnment. | advanced through several accounti ng,
anal yst, and nmanagenent positions and in July 1988, | was
pronoted to Controller. In Novenmber 1991 | was appointed

to Vice President of Finance and Chief Financial Oficer
and served in that capacity until March of 1999 when | was
al so given responsibility for all of the admnistrative
areas of the Conpany as Senior Vice President of

Adm ni stration and Chief Financial O ficer. |In March of
2002, | was appointed President and Chief Operating Oficer
where | have responsibility for the Conpany’s operating
units. | either have or have had responsibility for
virtually all aspects of the Conpany’s operations at some
point in my career.

Q VWhat are your duties as President and Chi ef
Operating Officer of Idaho Power Conpany?

A. | am responsible for the general oversight
of all the utility operations including all power supply
and delivery activities.

Q What is the purpose of your testinony?

A. As | daho Power Conpany’s president, | am

testifying as to policy matters related to the Conpany’s

KEEN, DI 13-A 2
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filing of this request for interimrate relief.
Specifically, I will address the events and circunstances
that led to the Conpany’s interimand general rate
application, including an overview of significant events,
both regul atory and ot herw se, that have occurred over the
| ast decade; the inpact of ten years of growth on our
utility system the Conpany’s stewardship of the system
during the recent difficult period; the increasing enphasis
on systemreliability; the critical demand for investnents
in infrastructure; and the cash flow and earni ngs
inplications to the Conpany of managi ng through all of the
above.

Q Pl ease descri be the Conpany’s |ast general
rate increase in |daho.

A. The Conpany’s | ast general rate case, Case
No. | PC-E-94-5, concluded on January 1, 1995 when the |daho
Public Utilities Comm ssion (IPUC or the Conm ssion) issued
Order No. 25880 authorizing Idaho Power to increase its
rates by $17,177,048 or 4.19 percent. In that case, the
rate of return on common equity was established at 11
percent with an overall rate of return at 9.199 percent.

Per manent rate changes were inplenented on February 1,

KEEN, DI 13-A 3
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1995.

Shortly follow ng the conclusion of Case No. |PC-E-
94-5, the Conpany conmpleted its upgrade of the Twin Falls
hydroel ectric power plant and filed an application with the
Comm ssion to supplenent the results of Order No. 25880
with rate inpacts of the new production facilities.

The Comm ssion issued a bench ruling that allowed
| daho Power to increase its revenue requirenment by
$3, 759,695 or .88 percent, to include the Twin Falls
upgrade on August 14, 1995. On Novenber 13, 1995, Order
No. 26236 reaffirnmed the Conm ssion’s bench ruling.

Q Pl ease describe the rate noratorium entered
into following the | ast general rate case.

A On Cctober 20, 1995, in Order No. 26216, the
Comm ssi on approved a rate noratorium and stability of
earni ngs stipulation between various intervenor parties,
the Staff of the Conm ssion, and |daho Power Conpany. The
stipulation provided that in the period from 1995 t hrough
1999, any tinme the Conpany’s return on equity (ROE) fell
bel ow 11.5 percent, the Conpany woul d be allowed to
anortize an additional anmount of Accumul ated Deferred

I nvestment Tax Credits (ADITC) in order to increase

KEEN, DI 13-A 4
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earnings back to the 11.5 percent level. |If the Conpany’s
ROE exceeded 11.75 percent, the Conpany woul d refund
(revenue share) 50 percent of the excess earnings to the
benefit of its lIdaho custoners. The stipulation also
provi ded that Base Rates would not change prior to January
1, 2000. Because of inproved operating conditions,
i ncludi ng hydro availability, the Conpany never had to use
ADI TC to suppl enment earnings during the noratorium On the
ot her hand, 1daho Power’s custonmers were able to experience
t he benefits of revenue sharing during the years 1996,
1997, 1998, and 1999. The total benefit shared with the
| daho retail custoners was approximately $28 mllion.

Q Followi ng the rate noratorium what i npact
did the Western energy crisis have on | daho Power?

A. By the summer of 2001, the West was in the
grip of the nation’s worst energy crisis.

| ncreases in the price for natural gas, an
increasingly inportant fuel for thermal generation of
electricity in California, conbined with the 2000-2001
wat er conditions that were anong the | owest ever recorded
in the Pacific Northwest region according to the U S.

Departnent of Agriculture, created further upward pressure

KEEN, DI 13-A 5
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on whol esal e power prices emanating fromthe California
mar ket. Conpared with the first quarter 2000, whol esale
power prices for 2001 peak period transactions in the
Pacific Northwest rose by alnost a factor of ten, from an
average of $25 per nmegawatt-hour to $240 per nmegawatt - hour
as neasured by the Dow Jones M d-Col unbia Index. Price
spi kes took place on the hourly spot market that resulted
in the price of electricity exceeding $1000 for short
periods of tine.

| daho Power’ s operations were al so adversely
af fected by the trenmendous increase in prices for purchased
power, increased demand, and reduced hydroelectric
generation. This particular conbination of econom c and
natural phenonmena produced substantial increases in costs
to supply power to custoners not only in |Idaho Power’s
service territory but also across the west. Large and
smal |l utilities throughout the west were filing for double
digit rate increases on nultiple occasions during the 18-
mont h energy crisis. |daho Power was no exception as its
annual PCA rate applications increased to record anmpunts.

Q Pl ease describe the severity of the current

| daho dr ought.

KEEN, DI 13-A 6
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A. Drought is of particular concern to a hydro-
based utility. Reductions in the region’s already limted
wat er supply for extended periods of tinme can produce
devastating inpacts in terns of reduced hydro-generation
availability and correlating higher energy costs. Drought
is also a “creeping phenonenon” making its onset and end
difficult to determ ne. The effects of drought accunul ate
slowly over a considerable period of time and may |inger
for years after the termnation of the event. Current
wat er supply conditions for |Idaho denonstrate the reality
of this phenonenon.

At its peak, the 2000 drought was as severe as any
of the mmjor droughts of the last 40 years as neasured by
tenperature and noisture. This exceptionally dry sumrer
resulted in | ow soil noisture entering into the winter
Precipitati on was nuch bel ow normal over nobst of the
Paci fic Northwest during the fall and wi nter of 2000-2001
and hydrol ogically, the evolving 2001 drought appeared to
be simlar in magnitude to the 1977 drought of record based
on streanflow and reservoir |evels.

I n 2001, the water supply outl ook for the state of

| daho remai ned nuch bel ow normal and continued to be one of

KEEN, DI 13-A 7
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the | owest years on record. My 2001 runoff was estinmated
to be the second or third | owest on record for nany sites
across the state. Snowpack for the sanme period renmained
low at 30 to 55 percent of average across |daho. The
severity of the 2001 drought was further exacerbated by the
ongoi ng California power problens, one result of which was
that the Federal Systemreservoirs were drafted to sone of
their |owest |evels ever.

In 2002 and 2003, the entire Colunbia River Basin
experienced drought conditions. The Colunbia River at The
Dal |l es, Oregon, is a commonly used reference point to gauge
flows in the Colunbia River in the Pacific Northwest. In
2002 and 2003, the April through August flows at The Dall es
averaged only 84 percent of average. These |ow flows
significantly reduced the amount of surplus energy
avai l abl e for the Conpany to purchase.

I n 2003, the creeping drought phenomenon conti nues.
Over the past six years, the April through July inflowto
Brownl ee Reservoir has averaged about 60 percent of the
1960 t hrough 2003 average. Even nore telling, in southern
| daho the April through July flows at Swan Falls Dam have

declined to 46 percent of average. |In July 2003, the flow

KEEN, DI 13-A 8
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at Swan Falls Dam was at the | owest |evel recorded by
either the USGS or |daho Power. In response to these |ow
flows, the |daho Departnment of Water Resources was prepared
to take the extrenme nmeasure of actually curtailing junior
upstream surface water diversions.

Q What effect does a severe drought have on
t he Conpany?

A During drought, |daho Power nust rely nore
heavily on purchased power to nmeet system | oads, usually at
hi gher market prices due to supply scarcity. At the sane
time, there are obviously |less “surpluses” to sell to
of fset increased market purchases. The result is upward
pressure on the Conpany’s power supply costs.

Q How did the conbi nati on of drought and high
mar ket prices inpact the Conpany’s PCA requests?

A. Because | daho Power relies predom nantly
upon hydroel ectric generation to serve its |load, the
Conpany’s actual costs of providing electricity can vary
dramatically fromyear to year dependi ng on changes in
streanfl ow and market prices. |In recognition of the
fluctuating power supply costs associated with vari abl e

hydr oel ectric generation, the Commi ssion approved a “Power
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Cost Adj ustment” (PCA) nechanism for |daho Power in 1993.
During the years the PCA has been in effect, there have
been both annual credits and surcharges. However, as a
result of the Western energy crisis and drought conditions,
t he Conpany’ s PCA application in 2001 was the | argest
amount ever requested. Foll ow ng extended hearings, the
Conmi ssi on aut horized the bulk of the $227.4 mllion
requested under the PCA mechanism The follow ng year the
Conmpany’s PCA filing was even greater. The issues were
conpl ex and required a careful balance between public
policy concerns and the need to achieve just, fair and
reasonabl e rates for recovering excess power costs. As it
did in 2001, the Conm ssion disallowed a portion of the
jurisdictional power supply-related costs contained in the

2002 PCA filing.

Q Pl ease descri be |Idaho Power’s nobst recent
PCA filing.
A During the 2002-2003 PCA period, whol esal e

energy prices had returned to pre-energy crisis |evels.
However, |daho Power continued to be inpacted by di m nished
precipitation levels and the resultant reduction in

hydroel ectric generation. On April 14, 2003, the Conpany

KEEN, DI 13-A 10
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filed a request to inplement its annual PCA that woul d
reduce overall rates by over 18 percent. On May 13, 2003,
t he Comm ssion approved the Conpany’s application. Despite
the decrease, rate levels are still more than $80 mllion
above Base Rate levels. Wth nore normal snow pack and
current prices, another PCA decrease could occur next
spring.

Q You previously discussed the inpact of the
Western energy crisis on the Conpany. Now, please
el aborate on the Western energy crisis’'s inpact on the
Company’ s PCA.

A VWhen the PCA was first devel oped in 1992 and
i nmpl emented in 1993, no one anticipated the types of market
prices and volatility that occurred in 2000 and 2001.

At its inception, based on historical data, the
antici pated power supply expense volatility was
approximately $116 mllion from best to worst condition.
During the Western energy crisis, |Idaho Power’s power
supply expenses were $204 mllion over those in Base Rates

in 2001 and $337 mllion over base in 2002. The two years

in conmbi nati on were $541 mlIlion above base with the
Conpany’ s sharehol ders absorbing over $127 mllion of that
KEEN, DI 13-A 11
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total amount. As a result, |daho Power’s custonmers and
shar ehol ders both bore substantial power supply costs that
were of a magnitude not contenplated at the PCA' s

i nception. The sharehol ders burden canme from both the
sharing nmechani sm and from di sal | owances in the 2001 and
2002 PCA orders.

Q VWhat is your inpression of the PCA?

A. | believe that the PCA is a fair ratemaking
mechani sm that has recently been stress-tested under
extreme conditions. Two of the attributes that have hel ped
t he nmechani sm stand the test of time are the true-up and
the sharing provision. The true-up provides a means for
actual costs to be ultimately accounted for and incl uded.
The sharing provision ensures that the interests of both
t he Conpany and its custoners are aligned on each
transaction.

Q Si nce your Conpany has received significant
cost recovery through the PCA in recent years, why is the
Conpany requesting interimrate relief?

A. The PCA only addresses the portion of the
Conpany’ s total annual revenue requirenent that corresponds

to the variable cost of supplying energy to lIdaho retail
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custoners. The power supply expenses that flow through the
PCA are normally limted to fuel for thermal plant
operations and purchased power. The PCA nechani sm al so
credits surplus sales revenues agai nst these expenses. The
sheer magni tude of the power supply expenses in recent
years placed their ratemaking treatnent at a higher
regulatory priority than the pursuit of general rate
relief. The Conpany not only had to prioritize its
requests before the Conm ssion, but recognize rate inpacts
to custonmers as well.

Accordi ngly, the Conpany chose to postpone filing
for general rate relief. Now in 2003, with the PCA
conponent of our rates beginning to drop, other increasing
expenses and new i nvestments need to be brought before the
Commi ssion for inclusion in Base Rates.

Q How has the Conpany’s investnent in electric
pl ant grown since the |ast general rate case?

A. Since 1993, the test year for the | ast
general rate case, the Conpany’s investnent in electric
pl ant has grown by $856 million fromnearly $2.32 billion
to slightly over $3.17 billion. The $856 million

represents a 10-year 37 percent increase in Conpany
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investnment in electric plant on behalf of our custoners.
Put in annual terns, Conpany investment in electric plant
has grown at about 3.2 percent per year since the | ast
general rate case.

Q O the $856 mllion of additional investnent
in electric plant, please detail the growh in investnent
for generation, transm ssion, and distribution facilities.

A. In the last ten years, the Conpany has
invested $156 mIlion for generation additions and
upgrades. The nobst recent generation plant addition was
t he Danskin gas-fired generation plant |ocated in Muntain
Home. The investnent in the Danskin generation facility
was approximtely $50 mllion. 1In the sane period of tine
t he Conpany has invested $198 million toward the
construction of transmi ssion facilities and $366 m | lion
toward the construction of distribution facilities. The
nost recent investnment in transm ssion facilities included
in this application is the $19.4 mllion Brownl ee- Qxbow 230
kV transm ssi on upgrade. The remmining $136 mllion of
investment growth is attributable to general and ot her
plant itens.

Q Pl ease describe the growth in Conpany

KEEN, DI 13-A 14
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expenses associated with operating and maintaining a $3.2
billion system

A. The expenses associated with operating and
mai ntaining a $3.2 billion systemtoday have grown to about
$540 mllion per year fromthe $412 mllion needed to
operate and maintain a $2.3 billion systemin 1994. The
$128 million growth in expenses represents a 31 percent
increase in expenses fromlevels established 10 years ago.
Put in annual terns, Conpany expenses have grown at about
2.7 percent per year since 1993.

Q Pl ease describe the growth in Conpany
revenues over the same 10-year period of tine.

A Since the | ast general rate case, Conmpany
test year operating revenues have grown only 13 percent
conpared to the 37 percent growth in investnment and the 31
percent growth in expenses. Clearly, growth has not paid
for itself. The increnental costs of adding, operating and
mai nt ai ni ng generation, transm ssion and distribution plant
are greater than the enbedded costs associated with
generation, transm ssion and distribution plant that have
been the basis of Conpany rates over the |ast ten years.

Q How has | daho Power managed through this

KEEN, DI 13-A 15
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gr owmt h?

A. VWi le both inflation and custoner growth
i npact our expense |evel, the Conpany has actually been
able to keep expenses well bel ow the conmbined growth rate
of inflation plus customer growth. | have had Exhi bit No.
A-1 prepared to denpnstrate these relationships over tine.
Exhi bit No. A-1 tracks the actual operating and nai nt enance
(&M expenses from 1993 through 2002 and incl udes the 2003
O&M expenses that are part of the Conpany’s general rate
request. Exhibit No. A-1 also tracks the 1993 O&M expenses
over the sanme tine period escal ated by the conbi ned i npacts
of inflation and custonmer growt h.

Q What is the current condition of Idaho
Power’ s distribution systenf?

A. The system has been expanded to absorb the
gromt h of the past decade. As noted before, over 40
percent of the Conpany’s investment during this period has
gone into the distribution system yet many of the
Conpany's distribution stations and lines are at or near
capacity. During this tim, we have worked diligently to
i nprove operating efficiencies and utilization. However,

there is little roomto w thstand additional growth w thout
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new construction.

Q Pl ease descri be the operating capacity
situation with the Conpany’s distribution feeders.

A. The utilization of assets, or |oading |levels
on feeders, has increased significantly. The peak |oad per
distribution feeder in 1987 averaged 4.9 negawatts. Today,
this has increased to 7.0 negawatts. Approxi mately one
hal f of the retail load is served by feeders operating near
their full capacity at peak | oad.

The Conpany has carefully prioritized and schedul ed
the construction of new facilities while relying heavily on
our experienced workforce to manage and operate the system
with these reduced margins.

Q How i s the Conpany managi ng new growth on
its distribution systen?

A. The Conpany has continued to manage
substati ons and feeder |oadings to neet growth through
sel ective distribution capacity increases and the use of
better |oad data acquisition systens. This has allowed the
Conpany to utilize nmuch of the reserve capacity once
avail able. However, further reductions in reserve capacity

woul d l'ikely reduce reliability and service quality to our
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custonmers. Consequently, additional growth will require
that new facilities be added to the systemat full margina
cost, rather than being able to | everage existing capacity
in the systemat the old enbedded cost. The Conpany has
identified over $400 mlIlion in growh-rel ated sub-
transm ssi on, substation, and distribution infrastructure
additions required prior to 2010. This does not include

t he ongoi ng costs of maintaining or replacing existing
facilities.

Q Since the last rate case, has |daho Power
Conpany invested in 230 kilovolt and above transm ssion
facilities?

A Yes. Contrary to reports of other utilities
not investing in transm ssion infrastructure, |daho Power
has invested in backbone transm ssion facilities both to
serve load and to inprove service reliability. Since 1996,
| daho Power peak | oad has grown 526 nmegawatts. As a part
of an over-all strategy to neet this |load growh, the
Conpany has undertaken several backbone transm ssion
pr oj ect s:

Brownl ee- Ont ari o- Cal dwel | 230 kV Project $30.5M

Boi se Bench- Locust 230 kV $ 5.7M

KEEN, DI 13-A 18
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Brownl ee 230 kV Bus Reconfiguration $ 6.2M

Boi se Bench 230 kV Bus Reconfiguration $ 7.7M

Br ownl ee- Oxbow #2 230 kV Proj ect $19. 4M
Goshen 345 kV Series Capacitor $ 5.7M
Locust - Cal dwel | 230 kV Proj ect $19. 3M

The Brownl ee- Oxbow #2 Proj ect and the Goshen Proj ect
will be conpleted in May 2004. The Locust-Caldwell Project
is scheduled for conpletion in October 2004. On a dollar
per kilowatts of capacity basis these projects cost about
$180 per kil owatt.

Q What are the drivers for this transm ssion
i nvest ment ?

A Ot her than the Goshen project, which was
done primarily for reliability purposes, the recent
additions just mentioned were focused on nmaxin zing the
capacity of existing facilities. |In other words, the
Company has focused on making relatively small increnmenta
i nprovenents that increase the capacity of the system
wi t hout having to resort to building significant | ong
di stance transm ssion lines. Fewer and fewer of these
optim zing opportunities remain. Future transm ssion

additions will likely be driven by the |location of the | oad
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growt h and where resource additions are devel oped.

Q VWhat are the transm ssion inplications for
the next ten years?

A. A significant portion of the Conpany’s | oad
growth is occurring in Ada and Canyon counties. The next
ten years will require continuing transm ssion system
facility inprovenments in this area.

Toward the end of this tinme horizon, the existing
bul k transm ssion system serving the Treasure Valley area
(Ontario to Mountain Hone) will reach its maxi mum present
capabilities and maj or transm ssion additions fromthe
Nort hwest and/or areas east of M dpoint may becone
necessary.

Q Based on recent experience, how wll the
cost of these new transmission facilities conpare to
previ ous transm ssion construction costs?

A. These future backbone expenditures will
likely cost twice the previous expenditures for a
conpar abl e ampbunt of | oad growth, about $400 per kil owatt
or on average $20 million per year.

Q What resource scenario was used in deriving

t hese cost estimtes?
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A. As mentioned earlier, a key driver for
transm ssion expansion is the | ocation of future generating
resources. The estimate of future backbone transm ssion
expendi tures assunmes the Conpany wll be able to construct
or acquire local gas-fired conbustion turbine additions in
the next few years. Oher resource strategies (w nd, coal,
etc.) may require significant transm ssion di stances and
woul d result in greater transm ssion expenditures.

Q WIl the recent east coast bl ackout have an
i npact on Idaho Power’s transm ssion devel opnent ?

A The effects of the August 14, 2003 bl ackout
on the east coast are not known at this tinme. One possible
effect is a nationw de change in reliability standards; it
could dramatically alter or advance transm ssion system
expansi on of the Idaho Power system and throughout the
Western | nterconnection.

Q How has the Conpany’s resource planning
changed over the last ten years?

Prior to the Western energy crisis, we planned on
medi an water conditions and assumed that energy woul d be
avail abl e at reasonable prices in the whol esale market in

bel ow normal water years. Today our generation planning
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phi | osophy includes reduci ng market dependence and buil di ng
resources as required under the 2002 Integrated Resource
Plan (IRP). During the 2002 I RP process, public input
supported this planning phil osophy which is based upon nore
stringent criteria for both | oads and resources.

Q How does this new generation resource
pl anni ng phil osophy i npact costs?

A. By using a | ess than nedi an water planning
criteria the need for additional resources will be
accelerated. This applies to both peaking as well as base
| oad facilities.

Q Pl ease descri be the Conpany’s current
generating resources strategy.

A | daho Power will have to acquire a variety
of resources throughout the com ng years to neet its
growi ng | oad requirement. The Conpany has recently
notified Mountain View Power (MVP) that it is the
successful bidder in the Conpany’ s nost recent Request for
Proposal for a generating resource. Once conpleted, WP
will transfer the plant to | daho Power ownership. |daho
Power has decided to nane this plant the Bennett Mountain

Power Plant. The Bennett Muntain Power Plant will provide
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approxi mately 160 MW of peaking capacity. The Bennett
Mount ai n Power Plant project will satisfy a portion of a
portfolio of resources to be acquired to neet the 2002 I RP
obj ectives. The Conpany has filed with the Idaho
Comm ssion for a Certificate of Conveni ence and Necessity
for the Bennett Muntain Power Plant. 1In its application,
| daho Power has provided a conm tnment estinmate of $54
mllion for the generation portion of the project, whichis
schedul ed for conpletion in April 2005.

The results of the 2004 IRP will Ilikely show
addi tional resource needs in the near future.

Q VWhat is the current condition of the
Conpany’s jointly owned coal -fired resources?

A As the demand for electricity has grown and
t he drought continues, we have relied heavily on our
jointly owned coal -fired resources. These facilities were
constructed in the 1970s through the early 1980s. As they
age, they are in constant need of upgradi ng and
rehabilitation. New environnental regulations have al so
added capital and maintenance requirenments. W anticipate
increased capital and O&M costs for these facilities in

order to keep themreliable and conpliant.
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Q VWhat is the status of the Conpany’s
relicensing efforts?

A. Uilities throughout the country have
|icenses to operate hydropower projects to generate
electricity. These licenses are granted by the Federal
Energy Regul atory Conmm ssion (FERC). Licenses are usually
granted for 30 to 50 years and define how hydropower
projects may be operated for power generation as well as
ot her measures that benefit the public. [|daho Power owns
and operates 17 hydropower projects on the Snake River. By
2010, licenses will expire for eight Conpany projects
affecting 12 different power-producing facilities. The
Conpany has already applied, or is preparing to apply for a
new | i cense on each project. Exhibit No. A-2 outlines the
Rel i censing Tasks Flow Chart for each project in their
various stages of the FERC relicensing process. | would
like to highlight the investnent the Conpany has nmade in
just one of these projects in particular, the Hells Canyon
Conpl ex.

On July 18, 2003, Idaho Power filed a fornma
application with the FERC to relicense the Conpany’s three-

dam Hel I s Canyon hydroelectric project. The Hells Canyon
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Conplex is the |argest of |Idaho Power’s 17 hydroelectric
projects on the Snake River. Currently, over 420,000
custoners rely on this conplex for power as it produces
nearly two-thirds of the hydroelectric generation and 40%
of the total generation of the Conpany in an average water
year. The final relicensing application consisted of
36, 000- pages and was the culmnation of nearly a decade of
studi es conducted by the conpany, focused on fish,
wildlife, plants, water quality, recreation and cul tural
resources. |daho Power conducted over 100 studies and
ultimately the application process cost |daho Power nore
than $50 million. The application also includes $324
mllion worth of new and continuing mtigation efforts to
of fset present and future environnmental inpacts resulting
fromthe operation of the facility. These mtigation
efforts, referred to as protection, mtigation, and
enhancenment (PM&E) neasures include Water Use and Quality,
Fish and Mol lusc Resources, Wl dlife Resources, Botanical
Resources, Cultural Resources, Aesthetic Resources and
Recreati on Resources.

As the Relicensing Tasks Flow Chart shows, the

Conpany began work on the Hells Canyon relicensing effort
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in early 1993. In Septenber 2002 |daho Power submtted a
25, 000- page draft |icense application to the FERC and
hundreds of stakehol ders who constituted the Coll aborative
Team The Conpany accepted over 4,500 witten comments on
its draft application through January 2003. Conmments from
the different respondents were addressed and included in
the final new license application filed in July 2003. The
FERC is planning to begin their National Environnmental
Protection Act process for the Hells Canyon project, with
scopi ng neetings scheduled for the third week of Novenber
2003 foll owed by requests for additional information in
Decenber 2003. The Conpany expects to incur consultation
and conpliance costs through 2008 foll owed by actual
Article Conpliance costs (once the FERC has issued a new
license) that will continue well on in to the next decade.
Exhi bit No. A-3 charts the Hells Canyon relicensing
expenses incurred to date and the expected costs through
2010 at which time the Conmpany will have spent
approxi mately $100 m | lion.

Q What is the financial condition of I|daho
Power Conpany?

A. The current financial situation has
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devel oped over a period of years. In 1999, the Conpany‘s
short-term debt was $20 miIlion, internal cash generation
was at 114 percent, and we were experiencing sales growth
in our service area.

I n 2000, the conbination of drought and energy
crisis that | spoke of earlier built up a huge PCA deferra
and caused us to file our annual PCA earlier than usual.
As described previously, the PUC ultimtely approved nost
of the 2000-2001 PCA in two parts -- $168 mllion in May of
2001 and another $59 million in October of 2001. PCA
di sal | owances of $11 nmillion were witten off in October of
2001. During 2000, capital expenditures increased to $132
mllion, while short-term debt rose to alnpst $60 million
and internal cash generation fell to 42 percent.

By 2001 |daho Power Conpany’s regul ated earni ngs per
share had dropped to $.60 per share. 2001 was
characteri zed by industry turnmoil and conti nued | daho
drought. The “Perfect Storni occurred with the conbination
of high market prices, |ower-than-average streamflows, and
hi gher demand. The PCA deferrals again grew, this tinme
fromthe conbined effects of the | oad reduction prograns

for the Astaris Special Contract and the irrigation
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custonmers. The un-recovered portion of the PCA costs

absorbed by sharehol ders reached $76 mIlion. Operating
cash flow for |1daho Power was a negative $59.6 mllion.
The short-term debt bal ance skyrocketed to $282 m |1 on.
2001 construction costs increased to $157 mllion,

including $49 mllion for the Danskin Power Plant. Net
wor ki ng capital declined from 2000 to 2001 by $156 mllion
Uility operating income was al so down from 2000 to 2001 by
$79 mllion primarily due to the PCA absorption.

| daho Power’ s earnings in 2002 were $2.24 per share,
but these were heavily supported by a one-tine $.92 incone
benefit related to a tax nmethod change. Wthout it, the
utility operation would not have earned enough to cover its
di vi dend paynment in 2002.

I n 2003 the power supply costs finally began to drop
leading to a rate decrease of 18 percent. However,
customer growth and reliability requirenments continue to
drive the need for investnent in transm ssion and
distribution infrastructure.

Q What are the inplications of the current
financial situation?

A. The Conpany needs to fund its operating and
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mai nt enance prograns at adequate | evels and needs to make
additional investnments in infrastructure to ensure
continued high quality and reliable service for our
custoners. Looking forward, the capital expenditures are
expected to remain high for the foreseeable future.

The cash flow situation has been precarious over the
| ast several years. Utility earnings did not cover the
di vi dend paynment in 2001 and woul d not have covered the
payment in 2002 except for the tax nethod change.

Q Did | daho Power’s Board of Directors (the
Board) recently vote to reduce the common stock dividend?

A Yes. The Board voted on Septenber 18, 2003
to reduce the total common stock dividend paynment for the
next quarter from $17, 815,652 to $11, 493,969, a reduction
of $6,321,683. This resulted in a reduction in the

| DACORP, Inc. annual dividend from $1.86 per share to $1.20

per share.

Q VWhy did the Board take this action?

A. | daho Power needs to strengthen its overal
financial position so that it will be able to fund Idaho
Power’s $675 mllion, three-year capital expenditure

program for the years 2004 through 2006. Reducing the
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dividend will inprove cash flow and help maintain a strong
credit rating while balancing the I evel of borrow ng
necessary to neet the growi ng capital requirenents.

Q How does the $675 million of estinmated
capital expenditures over the next three years conpare with
the capital expenditures for the nost recent three years?

A. The Conpany’s capital expenditures for the
years 2001 t hrough 2003 are expected to total $427 mllion
The forecasted growth of $675 nmillion is a 58 percent
increase. | had Exhibit No. A-4 prepared to show the
Conpany’s actual/estimated capital expenditures for 2001
t hrough 2006.

Q How does the Board’'s decision relate to the
Conpany’s request for interimrate relief?

A. The Board recogni zed the need to generate
nore cash to invest in the utility infrastructure and
strengt hen the bal ance sheet. Accordingly, the Board
deci ded to pay the owners | ess through the compn stock
dividend. In a simlar fashion, interimrate relief also
strongly supports increased i medi ate cash flow and a
stronger bal ance sheet with its correspondi ng enhanced

credit worthiness.

KEEN, DI 13-A 30
| daho Power Conpany



10

11

12

13

14

15

16

17

18

19

20

21

22

Q As president of Idaho Power, where is your
focus?

A. My focus is the full restoration of |Idaho
Power as a preemnent fully integrated utility with the
financial viability to successfully neet our custoners’
needs both now and in the future.

Q Do you believe that the granting of interim
rate relief by the Comm ssion is in the public interest?

A Yes, | do. Idaho Power is faced with
i ncreasing operating costs and dramatically escal ating
capital requirenents that are necessary to provide reliable
el ectric service to its custoner in the state if |daho.
These cost pressures would be difficult to manage in nornmal
times and these are not normal tinmes. W also find
ourselves in the fourth year of a prolonged drought and the
entire industry is under increased scrutiny fromcredit
rati ng agencies. These phenonena exacerbate the Conpany’s
problenms in providing the financial resources required
w t hout adversely inpacting credit quality. [|daho Power’s
Board of Directors recently made one of the nost difficult
deci sions a board can make by significantly reducing the

common di vidend. This decision denonstrates the inportance
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t he Conpany’ s Board places on providing the necessary
capital to fund needed investnents and mai ntain financial
flexibility. Despite the decrease, however, the Conpany
will still have to rely heavily on the capital markets to
fund its capital expenditure program going forward. The
public interest is served through interimrate relief in
this instance in order to conpensate the Conpany for
investnments it has already made on custoners’ behalf and to
provi de cash for additional investnents that nust be made
on their behalf. Interimrate relief, coupled with the
reduction in dividend, will send a strong signal to the
capital markets that both the Conmpany and the Comm ssion
stand ready to nake the decisions necessary to enabl e |Idaho
Power to obtain the additional financing required at a
reasonabl e cost.

Q Does this conclude your direct testinony in
this case?

A. Yes, it does.
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