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Please state your name, business address and present position with Rocky
Mountain Power (the Company), a division of PacifiCorp.

My name is Bruce N. Williams. My business address is 825 NE Multnomah,
Suite 1900, Portland, Oregon 97232. I am the Vice President and Treasurer of

PacifiCorp.

Qualifications

Q.
A.

Briefly describe your educational and professional background.
I received a Bachelor of Science degree in Business Administration with a

concentration in Finance from Oregon State University in June 1980. I also

received the Chartered Financial Analyst designation upon passing the

examination in September 1986. I have been employed by the Company for 24

years. My business experience has included financing of the Company’s electric

- operations and non-utility activities, responsibility for the investment

management of the Company’s qualified and non-qualified retirement plan assets,
and investor relations.
What are your responsibilities as Vice President and Treasurer?

I am responsible for the Company’s treasury, credit risk management, pension

and other investment management activities. In this proceeding, I am responsible

for the préparation of Rocky Mountain Power’s embedded cost of debt and

- preferred equity and the testimony related to capital structure.

Purpose of Testimony

Q.
A.

What is the purpose of your testimony in this proceeding?

I will first present a financing overview of the Company. Next, I will discuss the
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planned amounts of common equity, debt, and preferred stock to be included in

the Company’s planned capital structure. I will then analyze the embedded cost
of debt and preferred stock supporting Rocky Mountain Power’s electric
operations in the state of Idaho for the test period. This analysis includes the use
of forward interest rates, historical relationship of security trading patterns, and
known and measurable changes to the debt and preferred stock portfolios.

What time period does your analyses cover?

f The test period in this proceeding is the twelve months ending December 31,

2009, with known and measurable changes through December 2010. The capital
structure and cost of debt and preferred stock applied in this case were determined
using an average of the five quarter ending balances from the quarter ending
December 31, 2009, through the quarter ending December 31, 2010.

What is the overall cost of capital that you are proposing in this proceeding?
Rocky Mountain Power is proposing an overall cost of capital of 8.36 percent.
This cost includes the Return on Equity recommendation from Dr. Samuel C.

Hadaway and the following capital structure and costs:

Percent of % Weighted

Component Total Cost Average

Long Term Debt 47.6% 5.92% 2.82%
Preferred Stock 0.3% 5.41% 0.02%
Common Stock Equity 52.1% 10.60% 5.52%
Total 100.0% 8.36%

Financing Overview

Please explain the Company’s requirements to generate new capital.
As described in Company witness Mr. A. Richard Walje’s direct testimony, the

Company continues to make ongoing investment in infrastructure including
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investment in generation, transmission and distribution. These and future capital
additions and investments will require the Company to raise funds by issuing
significant amounts of new long-term debt in the capital markets and obtaining
new capital contributions from its parent company. Funds will also be made
available by the continued absence of any dividends or distributions by
PacifiCorp to its parent company during the period. Since the acquisition of |
PacifiCorp by MidAmerican Energy Holdings Company (“MEHC”) in March
2006, there have been no common stock dividends or distributions, PacifiCorp
has received $990 million in additional cash equity contributions from MEHC,
and $1.7 billion of earnings have been retained in PacifiCorp.  These actions help

ensure that PacifiCorp remains well-positioned to support the additional

_investments that have been and will continue to be made in the system.

How does the Company finance its electric utility operations?

The Company finances its regulated utility operations utilizing a blend of debt and
common equity capital. Immediately prior to and during periods of significant
capital expenditures such as the current situation, the Company’s requirement for
more common equity as a component of the capital structure will inérease. This
provides more flexibility regarding the type and timing of debt financing, better
access to the capital markets, a more competitive cost of debt, and over the lbng-
run, more stable credit ratings; all of which assist in financing such expenditures.
In'fact, the Company’s equity component is expected to remain in excess of 50
percent for the next several years to facilitate the financings necessary for the

investments in system reliability and infrastructure.
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In addition, all else being equal, the Company will need to have a greater
common equity component to offset various adjustments that rating agencies
make to the debt component of the Company’s published financial statements. I |
will discuss these adjustments in greater detail later in this testimony.

Do you believe the proposed capital structure is a reasonable capital
structure for the purpose of setting rates in this Cocket?

Yes. While the capital structure will vary due to financing activity and capital
expenditures, I believe the proposed capital structure to be a fair and reasonable
reflection of fhe structure.

What types of securities does the Company employ in the long-term debt and
preferred stock components of its capital structure? |

The Company relies on a mix of first mortgage bonds, other secured debt, tax-
exempt debt, unsecured debt and preferred stock to meet its long-term financing
requiréments. These securities employ various maturities in order to provide
flexibility and mitigate refinancing risks.

The Company has completed the majority of its long-term financing
utilizing secured ﬁrst mortgage bonds issued under the Mortgage Indenture dated
January 9, 1989. Exhibit No. 5 shows that, for the twelve months ending
December 31, 2010, the Company is projected to have approximately $5.6 billion
of first mortgage bonds outstanding, with an average cost of 6.38 percent.
Presently, all outstanding first mortgage bonds bear interest at fixed rates.
Proceeds from the issuance of the first mortgage bonds (and other financing

instruments) are used to finance the combined utility operation.
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Another important source of financing has been the tax-exempt financing
associated with certain qualifying equipment at power generation plants. Under
arrangements with local counfies and other tax-exempt entities, the Company
borrows the proceeds and guarantees the repayment of the long-term debt in order
to take advantage of their tax-exempt status in financings. During the twelve
months ending December 31, 2010, the Company’s tax-exempt portfolio is
projected to be $738 million in principal amount with an average cost of 2.44 '

perceht (including the cost of issuance and credit enhancement.)

Planned Capital Structure

Q.
A.

How did you determine the capital structure proposed in this proceeding?
The Compahy used an average of the five quarter ending balances during the time
period ending December 31, 2010, to calculate its proposed capital structure.
This approach smoothes volatility in the capital structure whiéh will fluctuate as
the Company expends capital, issues or retires debt, retains earnihgs and receives
infusions of new equity.

How does the Company determine the amount of common equity, long-term
debt, and preferred stock to be included in its planned capital structure?

As a regulated utility, Rocky Mountain Power has a duty and an qbligation to
prqvide safe, adequate and reliable service to customers while balancing cost and
risk. Significant capital expenditures for new generation, transmission and
distribution plant investrhent, operating and maintenance costs for new and
existing utility plant assets, and clean air investments are required for‘ Rocky

Mountain Power to fulfill this obligation. Through its planning process, the
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Company determined the amount of necessary new financing including capital
contributions needed to support these activities and calculated the required equity |
and debt ratios required to maintain continued access to the financial markets.
Has the Company previously received capital contributions from MEHC apd
does it expeét future contributions as well?

Yes. Since the acquisition by MEHC on March 21, 2006, the Company has
received a total of $990 million of cash capital contributions from MEHC via its
direct parent company, PPW Holdings, LLC. The Company expects additional
cash equity contributions of $100 million before the end of 2010. |

Why is there the need for additional amounts of equity?

The Company’s capital strucfure reflects the cost increases described in this case,
including investment in infrastructure and power costs. These cost increases,
coupled with the credit rating agencies’ expectations fér credit metﬁcs and
balance sheet strength, mean that the Company cannot finance itself solely with
new débt. Additional equity is required along with improved business results and
other considerations to support PacifiCorp’s current senior secured ‘A’ credit
rating from Standard & Poor’s (“S&P”), ‘A2’ rating from Moody’s Investors

Service (“Moody’s”), and ‘A-’from Fitch Ratings.

~ Please describe the changes to the amount of outstanding long-term debt.

During the period ending December 31, 2010, the balance of the outstanding

| long-term debt will change through maturities and principal amortization. Based

upon the long-term debt series outstanding at December 31, 2009, I have

calculated the reduction to the outstanding balances for maturities and principal
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amortizations totaling $14.6 million that are scheduled to occur during the period
ending December 31, 2010.
Is the proposed capital structure consistent with the Company’s current
credit rating?
Yés. This capital structure is intended to enable the Company to deliver its
required capital expenditures while achieving credit ratios that are expected to
support the continuance of PacifiCorp’s current credit ratings.
How does maintenance of a strong credit rating benefit customers?
The credit rating given to a utility has a direct impact on the price that a utility
pays to attract the capital necessary to support its current and future operating
needs. A solid credit rating directly benefits customers by reducing immediate
and future borrowing costs related to the financing needed to support regulatory
operations.
Are there other benefits?
Yes. During periods of capital market disruptions, higher-rated companies are
more likely to have ongoing, uninterrupted access to capital and access at lower
costs. This is not always the case with lower-rated companies, which find
themselves either unabl¢ to secure capital or able to secure capital only on
unfavorable terms and conditions during such periods.

In addition, higher-rated companies have greater access to the long-term
markets for power purchases and sales. Such access provides these companies
with more alternatives when attempting to meet the current and future load

requirements of their customers.
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Finally, a company with strong ratings will often avoid having to meet
costly collateral requirements that are typically imposed on lower-rated
companies when securing power in these markets.

Did S&P and Moody’s change the Company’s credit ratings in 2009?

Yés. S&P upgraded PacifiCorp’s senior sgcured debt to ‘A’ while it downgraded
PacifiCorp’s short-term debt rating to ‘A-2’. Similarly, Moody’s upgraded
PacifiCorp’s senior secured debt to ‘A2’.

Please explain these rating changes.

The upgrade to PacifiCorp’s senior secured debt merely reflects a change in

 S&P’s methodology rather than a change in PacifiCorp’s credit quality or

financial metrics. S&P changed its approach to estimating the amount of
collateral available to senior secured debt holders in the event of a default by |
PacifiCorp on its first mortgage bonds.

S&P continues to be cautious about PaciﬁCérp’s credit metrics and has
stated it views the Company’s credit metrics on a stand-alone basis as more
consistent with a ‘BBB’ rating. Indeed, in downgrading the Company’s short-
term debt rating, S&P cited a need to take a firmer view on linking PacifiCorp
short—term\ratings to stand-alone credit quality. S&P sustained its current ‘A-’
corporate credit rating based on its expectation “that management will achieve
cash flow metrics more consistent with an ‘A’ rating over the next several years.”l

Moody’s upgrade of PacifiCorp’s senior debt was part of an industry-wide

action in which the majority of senior secured debt ratings of investment-grade

! Standard & Poor’s RatingsDirect April 1, 2009, and reiterated in the RatingsDirect of April 30, 2010.
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regulated utilities were upgraded by one level. The action was a result of an
analysis of the history of regulated utility defaults and was not specific or unique
to the Company.

Do these rating agency actions change the Company’s need to add equity to
its capital structure and improve its financial metrics?

No. Without continued improvement in financial metrics along with supportive
state regulatory outcomes in rate cases, the'ratings direction is likely to be lower
rather than higher for PacifiCorp.

Do S&P’s recent credit reports on PacifiCorp underline S&P’s expectation -
that PacifiCorp improve its financial metrics in order to maintain its current
credit rating?

Yes. In its latest report, S&P made several »reff;rences to the need for PacifiCorp
to improve its stand-alone financial metrics, notihg that PacifiCorp had an

“aggressive financial risk profile that reflects a large capital program and the need

to shore up cash flow metrics.” S&P also stated that “[Gliven the recent turmoil

in both the liquidity and capital markets, we have taken a firmer view on the need
to link the PacifiCorp short-term ratings to its stand-alone credit quality, which
supports an ‘A-2’ short-term rating.”> S&P also reiterated its credit views,
including that “supportive rate case outcomes remain key to maintaining and
improving upon the Company’s financial performance.”3 Exhibit No. 6 is the

April 30, 2010 S&P RatingsDirect publication.

* Standard & Poor’s RatingsDirect April 30, 2010
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Purchase Power Agreements

Q.

Is the Company subject to rating agency debt imputation associated with
Purchase Power Agreements?

Yes. Rating agencies aﬁd finé’ncial analysts consider purchase power agreements
(“PPAs”) to be debt-like and will impute debt and related interest when
calculating ﬁnahcial ratios. For example, S&P will adjust the Company’s
published financial results and impute debt balances and interest expense resulting
from PPAs when assessing creditworthiness. It does so in order to obtain a more
accurate assessment of a company’s financial Commitments and fixed payments.
Exhibit No. 7 is the May 7, 2007, publication by S&P detailing its view of the
debt aspects 6f PPAs.

How does this impact the Company?

In its April 30, 2010, RatingsDireét report cited above, S&P stated that
approximately $395 million of additional debt and related interest expénse were
added to the Company’s debt and coverage tests solely as a result of PPAs. There
were also other adjustments made by S&P that together resulted in total
imputations of approximately $1 billion of debt anvd $78 million of interest being
added into the calculation of PacifiCorp’s credit ratios. These adjustments are
detailed by S&P in its April 30, 2010, Ratings Direct report (Exhibit No. 6)

How would the inclusion of this PPA-related debt affect the Company’s
capital structure?

Negatively. By including the imputed debt resulting from PPAs and these other

adjustments, the Company’s capital structure has a lower equity component as a
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corollary to the higher debt component, lower covefage ratios and reduced
financial flexibility than what might otherwise appear to be the case from a
review of the book value capital structure. For example, if one were to add the $1
billion of debt adjustments that S& P makes to the Company’s capital structure in
this case, the resulting common equity percentage would decline from 52.1
percent to 48.5 percent. The table below shows the proposed capital structure and
how the S&P adjustments impact the components when viewed by the rating

agency.

Illustration of Rating Agency Adjustments to PacifiCorp’s Capital Structure

($ in millions)

Book Values / Rating Agency | Adjusted Book Values
Ratios Adjustments / Ratios
Long-Term Debt - 6,369/47.6% $1,000 7,369/51.2%
Preferred Stock - 41/0.3% 0 41/0.3%
Common Equity 6,984/52.1% 0 16,984/48.5%
Totals | $13,394/100.0% $1,000 $14,394/100.0%

Financing Cost Calculations

Q.

How did you calculate the Company’s embedded costs of long-term debt and
preferred stock?

I calculated the embedded costs of debt and preferred stock using the
methodology relied upon in the Company’s previous rate cases in Idaho and other
jurisdictions.

Please explain the cost of debt calculation.

I calculated the cost of debt by issue, based on each debt series’ interest rate and

net proceeds at the issuance date, to produce a bond yield to maturity for each

Williams, Direct - 11
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series of debt. It should be noted that in the event a bond was issued to refinance
a higher cost bénd, the pre-tax premium and unamortized costs, if any, associated
with the refinancing were subtracted from the net proceeds of the bonds that were
issued. The bond yield was then multiplied by the principal amount outstanding
of each debt issue, resulting in an annualized cost of each debt issue. Aggregating
the annual cost of each debt issue produces the total annualized cost of debt.
Dividing the total annualized cost of debt by the net proceeds of debt outstanding
produces the weighted average cost for all debt issues. This is the Company’s
embedded cost of long-term debt.

How did you calculate the embedded cost of preferred stock?

The embedded cost of preferred stock was calculated by first determining the cost
of money for each issue. This is the result of dividing the annual dividend rate by
the per share net proceeds for each series of preferred stock. The cost associated
With each series was multiplied by the total par or stated value outstanding for
each issue to yield the annualized cost for each issue. Thé sum of annualized
costs for each issue produces the total annual cost for the entire preferred stock
portfolio. I then divided the totai annual cost by the total amount of preferred
stock outstanding to produce the weighted average cost of all issues. This is the
Company’s embedded cost of preferred stock.

A portion of the Company’s debt portfolio bears variable coupon rates.
What is the basis for the projected interest rates used by the Company?

The majority of the Company’s variable rate debt is in the form of tax-exempt

debt. Exhibit No. 8 shows that these securities on average had been trading at
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approximately 91 percent of the 30-day LIBOR (London Inter Bank Offer Rate)
for the period January 2000 through December 2009. Therefore, th¢ Company
has applied a factor of 91 percent to the forward 30-day LIBOR Rates during the
period ending December 31, 2010, and then added the respective credit
enhancement and remarketing fees for each floating rate tax-exempt bond. Credit
enhancement and remarketing fees are included in the interest component because
these are coéts which contribute directly to the interest rate on the securities and

are recognized in interest expense. -

Embedded Cost of Long-Term Debt

Q.
A.

What is the Company’s embedded cost of long-term debt?

The embedded cost of long-term debt is 5.92 percent as shown in Exhibit No. 5.

Embedded Cost of Preferred Stock

Q.
A.

What is the Company’s embedded cost of preferred stock?
Exhibit No. 9 shows the embedded cost of preferred stock at Decémber 31,
2010, to be 5.41 percent
Does this conclude your testimony?

Yes.
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Case No. PAC-E-10-07
Exhibit No. 6
Witness: Bruce N. Williams

BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

ROCKY MOUNTAIN POWER

'Exhibit Accompanying Direct Testimony of Bruce N. Williams
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» Market and regudatory diversity afforded by PacifiCorp's electric atility

business, which serves portions of six western {18, states;

et Rtz eloctric vates compare-favorably with those of other clectrie suppliers eoeessenie o N
operating in the states PacifiCorp serves, suggesting that the company may
he able to maintain its conperitive advantage despise its ongoing need for

power adjusters in the six sttes it serves {an adjoster was put inro effect in
Tdaho in 2009, and one s pending in PacifiCorp's Jargest marker, Utah)
"""""""""""" o “The completion of 1,068 megawatts of new natyral gas plants, along with
wind farm investment, is reducing the company's reliance on purchased
“powery and

A renganive resalition B the contentions Klamah Hvdvo delicensing Sase hag
the potential to adequately address the company’s financial exposure i the
projeet is decommissionad, as is now envisionad.

Weaknesses:

s Despite recent rate relief in nearly all states PacifiCorp serves, regalatory lag continaes to allow only modest
improvement in the company's financial profiler s retam on equity remaing under authorized levels and

metrics remain weak; : .
» Regulators will meed to consistendy support retail rate increases 1o recover PacifiCorp's planned capital
e dngesTEnite; althoughe the tecessionary environment has-caused some scaling-back-of capital plansy - oo
e Growth in the percentage of generation provided by natural gas costs mitigates some of the company's potential
exposure to carbon regulation, but bitroduces greater porential fur cost volatility,

diverse and growing service territory, and "aggressive” financial risk profile that reflects 2 Jarge capital program and
the need to shore up its cash flow metrics, While the ring-fenced wrility's credit metrics are move consistent on &
stand-afone basis with a ‘BBB' category rating, Standard & Poor's Ratings Services expects that management will
B Tachieve cash How nietrics miore conststent with an 'AY catcgm‘s mtmgovcn the nest several vears. PacihiCor |
owned by MidAmerican Energy Holdings Co. {MEHC; BBB+/Stabled~-). In turn, MEHC is privately held and
majoricy owned by Berksbire Hathaway {AA+/Srable/A-14), which ar year-cad 2009 had an 89.5% interest in
e REPHE onan uadituted- basts: {MEHC s remaining common equity is owned by Waleer Score {9:7% and Pressdent o

andd Chief Executive Qfficer Greg Abel [0.8%]). MEHC bas demonstrated a willingness to deploy equity to support

1%

the utility's large capital program, providing the anlity with $865 million in equity contributions sisce it purchased
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.

conunitment agreement between itself and MEHC in which MEHC can unilaterally call upon Berkshire to support
cither its debt repagment or the capital needs of ies regudared subsidiaries, including PacifiCorp. In March 2010, the.

IR agreshient was amended 1o exeend through Febrairy 2014 ar 3 Tower Tevel of $2 billiva, We visw this agreeneye

company. We take this view because the utility has no right to cause MEHC o make an equety contriburion, either
from MEHC or via Beekshive through an MEHC board request. While MEHC would typically have strong

incentives to support the wility by tapping the Berkshire contingent equity, we would note that in a catastrophic

Such a scenario is remote and would require an unprecedenved event such as what occurred during the western
energy crists, when regulators vefused to allow utilities to recover power progarement Costs.

PactfiCorp serves 1.7 nullion customers in portions of sis western states: Utah, Oregon, Wyoming, Washington,
Idaho, and California. The company operates as Pacific Power in Oregon, Washington, and California, and as
Rocky Mounrain Power in Utab, Wyoining, and Idsho. The company's two largest markets, Urah and Oregon,

1S

and the balance bring sold ro customers in Idaho and California. 85 of Dec. 31, 2008, the utility's long-torm debt
was $6.4 billion, Consolidated Jong-term debt at MEHC {which includes PacifiCorp's debt} was neary $20 billion

R HE {Jt {hi? SHITE (i. T <At

Supportive rate case outommes renmain key to mantaining and improving upon the company’s financial performance.
Wihent MEHC porchased PacifiCorp in 2006 from ScottishPower, the anility had consistendy been unable o carn its

authorized return on equiry {ROE), which varies by jurisdiction but ranges from 10% ro 10.6%. Management has
focused on improving ity returns, with some success. In 2009, our calculations sugpgest that the consolidated ROE
for PactfiCorp was 8.5%. Regulatory fag reorains an issae for the company, although the company is permiteed

adjustments, which the IPUC approved. The Utah Pablic Service Commission {UPSC) is considering the design of a
new fuel adjuster, and the company in February 2010 filed to seek approval to defer the differsnce between the net
power costs allowed in the company's 2009 rate case and actual costs incursed. Thar request is pending before the

comnission.

Recent general rate case activity inclndes the company's serfement agreement with the UPSC on Feb. 18, 2010, fora
retad rate increase of 332 mitlion, an average price increase of 2%, as compared with the original §

sought. In Wyoming, the company has filed a general rate case with the Wyoming Public Service Comumission for an

tncrease of as much as $71 sullion. Barly this yeay, the commission tn Oregon approved a stipudation agreernent that
includes an annual increase to $42 million, as well as three rariff riders for the collection of an additional $8 million
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$%. Pro forma rate adjustments in California were made in January 2009 1o address energy cost adjustments and
atrrition adjustmenrs. The company bas filed a genersl rate case with the California Public Urilities Commission for ...

an annual increase of $8 milhon that remaing pending,

PacifiCorp completed $2.3 billion in capital expenditures in 2009, up from $1.8 billivs in 2008, The company is

"""""""""""" projeceed 1o spend $4.5 billion v 2000:2012, exchiding noncash altowsner for funds wied during constiuttion. The
largest component of PacifiCorp’s capital program is the construction of the Gateway transmission project, an
estimared $4.6 billion, 2 000-mile reansmission fne connecting portiens of Wyoming, Urah, idabo, Oregon, and the
B — southwesters - ULS. The project is- being comploted - in - phases, with-initial portions-of new-lines being placed-in sepvice s
~ as early as 2010 and a completion date scheduled for 2018, About 34% of the company's toral capital budget over
the next three vears (2010-2012} is devoted o transanission investment, of which Gareway 18 a component. In 2008,

seven of the cight project segments,

Lower fuel prices, decressed volume of wholesale electricity purchases, and favorable rate approvals on verail
¥p }

stightly, by almost 1%, gross margins per megawsait-hour sold increased by almost $%. as did the company's
;arnings before interest and tawes. Operating inconne increased about 11% due in large past to retai] revenues
............................... _increases provided by regulatory eate refief. For 2008, cash flows from operations rose by 3308 millionro $1.5.

billion, but the majoriry of this was arriburable to the deferred income taxes. To 2009, rerail sales declined by 3%,
while wholesale sales were approximately fat. About 30%-32% of PacifiCorp's total electric sales ave to industrial

more sensitive to the business cycle than is residential electric consumption. Industrial sales declined 7% in 2009,

Year-end leverage for the company was $3%, virtually unchanged year over year, Borrowing in 2009 was parally
----------------------- offset by $125 million of equity contribution from MEHC. These equiry investments will be key to-maintainmga oo
balanced capital strocture throughowt the company's capital program. Debt to toral capitalization reflects several

adjustments we make, the largest of which faclude adding $393 million for power purchase obligations and $370

its parent while it is executing its capital program and that MEHC will manage PacifiCorp's debt leverage

downward ro the 30% area in the next several vears.

........................ Shortterm credit factors
The company's liguidity positon is strong. The PacifiCorp "A-2' short-term rating reflects thar although the
contingent eguity agreement between MEHC and Berkshire supports MEHC and its sobsidiaries, the agreement is
........................ not a source of mstantaneous Jiquidiry, The agreement allows Berkshive up o 180 days to fund a request by MEHC.

...................................................... "

Given the recent trmol 1n both the liquidity and capital markets, we have taken a firmer view on the need o link
the PacifiCorp short-term ratings to its stand-alone credit quality, which supports an 'A-2' short-rerm rating.

PacHfiCorp’s cash and cash equivalents totaled $117 million as of Dec. 31, 2009, In addition, the company has
AAAAAAAAAAAAAAAAAAAAAAAA $1.395 billion. i snsecured revolving credit. structured.in. wo.separate. agreements: an. $800 million line expintng
July 2013 and 2 $700 million line extending through October 2012, The company had letters of credit in place for

$258 million, leaving $1.137 billion available under its revolving facilicies,
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The stable outlonk on the PacifiCorp ratings Incorporates our expectation that MEHC will countinue to support the
utility hv contributing mmz\» suf%u.xmr o ensure that our fully ad;mted debr to total s.ap:t xi;mmm is m.;m%d over

bhe 20% or beiter and in the range of 4.0x-4.3x, respectively. Given thar PacifiCorp's financial risk profile is weak
for the current r'xtm;,m we do not c‘\pe\.r near-term i p\mrd ratings momentam for thc utxhn I‘aut;(.orp s

S;@ecaticaily, owr criteria provide thar rhc Pac.m(@rp (,(AR can be Do more than thrce nmches abnvt, thg MEHC
ctmscsiidata‘d crt‘dit ratin The compam is mmf(}s’mblv within this r:m;,e. 50 we do not see si;,nific:mt pro*pects for
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favestiuents in gcn«ramm cap zzmt_\;‘. It) 3 SENSe, @ zmht}* that has wtexcd it 2 .PPA has c<>ntra.<:tec‘i wxr.h a supplier to
make the financial mvestment on its behalf. Consequently, PPA fixed obligations, in the form of capacity paymeats,
it fochusion i autlhys fieoeiat mietios ag theugh ehiey ave pare of §miliny's pernrneny capital steaetis gud o o

are incorporated in our assessment of a uglity’s eredivworthiness.

We adjust utilities' financial metrics, incorporating PPA fixed obligations, so that we can compare companies thar
"""""""""""" finance and build generation capacity and those that purchase capacity 1o satisfy customer needs. The analytical goal

of our financial adjustments for PPAs is 1o reflect fised obligations in a way that depicts the crediv exposure that is

added by PPAs. That s'ud Pl As aisc) ix:m?et utﬁmm thar entey Hio CORIacts wu’h supphc heczwse PP»\\ W:ll

“yypically shift var

provide utilities w;th asset dwersuy thar ;mght nat ha\?{’. bmn ach;cvai}kr thrsmg, 3 sc’:li«bmk . Hm g}rmupai risk bom.e
by a utility that relies on PPAS is the recovery of the financial obligation in rates,

The Mechanics Of PPA Debt Imputation

....................... A starting point for caleulating the debt o be imputed for PPArelared fixed obligatons can be foundamong the
"commitments and contingencies” in the netes to o uulity's financial statements. We calentate a net present value
{NPV) of the stream of the outstanding conteacts' capacity pavments reported in the financial staternents as the
foundation of our financial adjustoents.

The nustes to the financial statements enwmerate capacity pagments for the five years succeeding the annual report
and a "thereafrer™ period. While we have access ro propricrary forecasts that shov the derail underlying the costs

------------------------ that are amalgamated bevond. the five~vear hovizon, others, for purposes.of calculating an NPV, can divide the
amousnt reported as “thereafrer” by the average of the capacity payments in the preceding five years to derive an ‘
approximate tenor of the amounts combined as the sum of the obligations beyond the fifth year

contraces aren't ;efiu.ted n the nees o :h¢ rmzmuai SEAROIICHLS, bm reismnt mfmmatmn Ty *u‘dm;, these contracts
are provided to us on a confidential basis, I & contract has been execured bat the energy will not flow undl some
s Yapep-periody we wont inpute-debr for-that costract-until the vear that energy dediveries begin-under the contacy i s
the contract represents incremental capacity. However, to the extent that the contract will simply replace an expiring
conreact, we will inpute debr as though the furure contract is a continuarion of the existing contract.

net of securitization deb:. ('}nce we arrive at rhv;: h?’\g we app¥y =l r;sk facmr, as 15 {ixs:;msed h{t!ﬂm t reﬂegr rhe
benefies of regulatory or legislative cost recovery mechanisms.

Standard & Poor’s RatingsDirest | May 7, 2007 2
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Balance sheet debt is increased by the risk-factor-adjusted NPV of the stream of capacity payments. We derive an

adjusted debrro-capitalization ratio by adding rhe adjusted NPV ro horh the muncratin.and the denomivater.of thar
FRLO.

We calcalate an imphied nterest expense for the impured debt by multiplying rhe same urility average cost of debt

used a8 the discount rare in the NPV caleidation by the amount of mpared debtr The adjuseed FRO-so-mteresy
expense ratio i caloulared by adding the implied interest expense to both the mumerator and denominaror of the

equation. We also add buplied depreciarion to the equation's numeraton, We calcutare the adjusted

FEQ<o-total-debt vatio by adding impured debt to-the equation’s denomiinater-and an- imphied depreciation expense

10 H#$ nHneraten

Our adjusted cash Bow credit metrics include a deprociation expense adjustment to FFQL This adjustment represents

the cash flow ratios. We derive the depreciation expense adjustment by mudtiplving rhe relevant vear's capacity
payment obligation by the risk factor and then sebtracting the implied PPA-related interest expense for that year

of the capacity costs associated with power supply arrangenents. The strongest recovery mechanisms translate into
the smallest risk factors. A 100% risk factor woudd signify that all risk refated to contractual obligations rests on the
company with po mitigating regulatory or legislative sapport,

‘%

For example, an unregulated energy company that has entered o 2 tolling arrangement with a third-party supplier
would be assigned a 100% risk facror. Conversely, a 8% risk factor indicates that the burden of the contractual

as conduits for the defivery of a third party's deceeiciey and essentially deliver power, collect charges, and remit

revenues to the suppliers. These utilities have tepicaliv been direcred o sell all their generation assers, are barred

or third partics, leaving the wilities ro act as intermediazies berween rerait asromers and the electricity suppliers,

totermediate degrees of recovery gisk are presented by a namber of regulatory and legistative mwechanisms. For
example, some regufarors use a wility's yare case to establish base races that provide for the revovers.of the fixed .
costs created by PRPAs, Although we see this type of mechanisot as genevally supportive of credit quality, the fact

remains that the urility will need to litigare the right 1o recover costs and the prudence of PPA capacity payments in

' 2 30% sisk fa

employ a risk facror of 23% because the recovery hurdle is Jower than it is for 2 vrility thar must lirigare time and

again its right to recover costs.

We recognize that there are certain jurisdictions that have true-up mechanisms thart are more favorable and frequent
than the review of base rates, but stifl don'’t amount 1 pure pass-through mechanisms. Some of these mechanisms

www.standardandpoers comfratingsdirect 3
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are triggered when certain financial thresholds are mer or after preseribed periods of time have passed. In these
oot mstances, incaloudating adjusted ragios, weeossill employ a yisk facror berween. the revised 25%. visk factoos for
utilities with power cost adjustroent mechanisms and 50%.

Finally, we visw legislatively created cost recovery mechanisms as fonger lasting and more resibient to change than

"""""" o reguilatory cost vecovery vehicles Consequently, such miechanisss Jead to sisk factors berwesn 0% and 18%,
depending on the legislative provisions for cost recovery and the supply function bome by the utility, Legidlative
guaransees of complete and timely recovery of costs are parricularly important to achicving the lowest risk facmrs.v

Assumption

sosh frovacoparations ‘ PATTIR )
Fonds from gporations 1,500,000
............................................... 5;\{9{'{33{ &xp&ﬁsg X . ST — - :3}3.?1‘{;33 . SR e s T SRR PR R R

Birectly issued dabt
Short-term debt 600,030
Long-tonn dug within Gng yegr ] 308090 e e s
Long-tarm debt §,500.000

Sharsholder's Fauity ' $,006.600

NPV of fixed capacity commitments

Using » 8.0% diseount rate 5,030.308
Application of an assumad 25% L
,,,,,,,,,, D -
- implisd nterost aupanany 75455
impliad depraciation sxperss 4,545

“tnadjusted ratips

5} 1o inmterast {4} 44
PG o ! Debu il 33
.......................... Dby o sapitalisstion ¥} B8

Ratios adjusted for debt imputation

e~
F3 1o interast {xie

i %199

fad interest iy sulitractad fom the rodigt of the sk &
sinatar and addn impiied deprechion o 850, **Asids impliad e

P LNt presand valug,
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----------------------- Short-Term Contracts ot S

Standard & Poor's has abandoned its historical practice of pot impating debt for contracts with terms of three years
or Jess, However, we understand that there are some wrilivies thar use shore-term PPAs of approximately one year or

represent a nominal percentage of demand and serve the purposes described above, we will neither impute debt for
such contracts nor provide evergreen treatment to such contracts,

to distortions in a ulite's financiad profile refative to the NPV of the fixed obligations of a wtility with a portfolio of
PPAs that is made up of longer-term commitments. Where there is the poreasal for such distortions, rating
committees will consider evergreen treatment of existing PPA obhigations as a scenario for inclusion in the rating

analysis,

dow't meaningfully correspond to long-term load serving obligations, we will nevertheless apply evergreen treatment
in those cases where the portfolio of existing and projected PPAs Is inconsistent with long-term load-serving

To provide evergreen treatment, Standard & Poor's starts by Jooking at the tenor of outstanding PPAs, Others can
took to the "commirments and contingencies™ in the notes to a atithy's financial sratements to dexive an
e ADPYOSIMAtE tenor of the contracts. I we conclude that the durarion of PRAs is short relative to ou rargeted fenon, .
we would then add capacity pavments antil the targeted renor is achieved. Based on o analysis of several
companies, we have derermined that the evergreen extension of the tenor of existing contracts and anticipated

"The price for the capacity that we add will be derived from new peaker entey economics. We use empirical data 1o
establish the cost of developing new peaking capacity and reflect regional differences in owr analysis. The cost of
........................ new. capacity. is-transiated. into.a dollars per kilowatt-year {k Wovear}. figure using a seeighred average. cost of capival

for the utility and a proxy capital recovery period.

"The pricing for some PPA comeracts is stated as a single, all-in energy peice. Standard & Poor's considers an wuplied
alltn en

TRV

capacity price that fands the recovery of the supplier Athin the
arice. B o 2.

associated with the PPA. The $AW figure is multiplied by the manber of kilowatts under contract. In cases of
respurces such as wind power that exhibit veey low capacity factors, we will adjust the kilowatts wder comtract to

e ressines 1 epeced o achisvs!
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We will reflect regional differences in owr analysis. The cost of new capacity is translated into 2 $AW figure wsing a

by ¥ ; be =
weighted average cnst of capiral and a_proxy capital recovery period. This number will be updated from time totime. .
to reflect prevailing costs for the development and financing of the marginal unit, a combustion nurbine.

] fransm.issi(}ﬁ . Arra n gem eﬁt S .....................................................................................................................................................................................................

In recent years, some utilities have entered into long-term transmuission contraces o liew of building generation. In

ATFANEEMNCITs Yepresent extensions of the power plants to which they are connected or the markers that they sevve.

Trrespective of whether these transmission lines are integral to the delivery of powey from a specitic plant or are

conduits to wholesale markers) we view dhese wrrangenienes as exhibiring very strong paradlels wo PPAs gy
substitute for investnent in power plants. Consequently, we will impate debt for the fixed costs associated with

fong-rerm transmission contracts. '

accounting purposes due to the tenor of the PPA or the residual value of the asser apon the FPA's expiration. We

have consistently taken the position that companies should identify those capacity charges that are sabject to
operating lease treatment in the financial statements so thar we can accord PPA treatment to those obligations, in

fiew of lease treatment, That is, PPAs that receive operating lease treatment for accounting purposes won't be subject

to a 100% risk factor for analvrical purposes as though they were leases, Rather, the NPV of the stream of capacity

payments associated with these PPAs will be redaced by the risk facror that is applied to the utiliey's other PPA

Convirnitoents, PPAS that are vreated ay capital Teases fov acconnting parposes wwill ot receive PPA treatmctt besaue
capiral lease treatment indicates thar the plant ynder contract econontically "belongs” to the uriliey.

Though history is on the side of full cost recosery, PPAs nevertheless add financial obligations that heighten
financial risk. Yer, we apply risk facrors that reduce debt imputation ro recognize that utilines that rely on PPAs

AAAAAAAAAAAAAAAAAAAAAAAAAAAAA G AN e AT RARE S AR MERASL A DI RIRS SR R0 BT ANt takh e Al $I0 L L8 S

transter significant risks to ratepayers and suppliess.

Additionst Contacts:
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Arlnan Spangiarn, Naw York {1} 2124382098, srleen spanglar@standardandpoors com
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Scott Tavior, New York {1} 212-408-2887, scott_teylor@standardandponts com
Jon W Whithaok, Newe York 1) 2312-438- 7878, oha, whithock@sanderdantpnors wom
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Indicative Forward PCRB Variable Rates
For Quarter End Periods thru December 31, 2010

30 Day LIBOR Floating Rate PCRBs
Daily Ave Daily Ave PCRB / LIBOR
(@) (b) (b)Y (@)
Jan-00 5.81% 3.33% 57%
Feb-00 5.89% 3.62% 62%
Mar-00 6.05% 3.68% ' 61%
Apr-00 6.16% 4.02% 65%
May-00 6.54% 4.89% 75%
Jun-00 6.65% 4.35% 65%
Jul-00 6.63% 3.99% 60%
Aug-00 6.62% 4.09% 62%
Sep-00 6.62% 4.50% 68%
Oct-00 6.62% 4.36% 66%
Nov-00 6.63% 4.33% 65%
Dec-00 6.68% 4.14% , 62%
Jan-01 5.88% 3.10% 53%
Feb-01 5.53% 3.59% 65%
Mar-01 5.13% 3.18% 62%
Apr-01 4.82% 3.72% 77%
* May-01 4.16% 3.38% 81%
Tun-01 3.92% 3.03% 77%
Jul-01 3.82% ©2.65% 69%
Aug-01 3.64% - 2.36% 65%
Sep-01 3.17% 2.42% 76%
Oct-01 2.48% 2.18% 88%
Nov-01 2.13% 1.79% 84%
Dec-01 196% - 1.64% 84%
Jan-02  1.81% 1.49% 82%
Feb-02 1.85% 1.39% CT5%
Mar-02 1.89% 1.46% 77%
Apr-02 1.86% 1.58% 85%
May-02 1.84% \ 1.67% 91%
TJun-02 1.84% 1.58% 86%
Tul-02 1.83% 1.49% 81%
Aug-02 1.80% 1.49% 83%
Sep-02 1.82% 1.69% 93%
Oct-02 1.81% 1.84% 102%
Nov-02 1.44% 1.66% 115%
Dec-02 142% 1.57% 110%
Jan-03 1.36% 1.40% 103%
Feb-03 1.34% 1.43% - 107%
Mar-03 1.31% 1.45% 111%
Apr-03 1.31% 1.52% 115%
May-03 1.31% 1.56% 119%
Tun-03 1.16% 1.38% 119%
TJul-03 1.11% 1.12% 102%
Aug-03 1.11% . 1.16% 104%
Sep-03 1.12% 1.24% 111%
Oct-03 1.12% 1.24% 111%
Nov-03 1.13% 1.36% O 121%
Dec-03 1.15% 1.32% 114%
Jan-04 1.11% 1.21% 110%
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Indicative Forward PCRB Variable Rates
For Quarter End Periods thru December 31, 2010

30 Day LIBOR Floating Rate PCRBs
Daily Ave Daily Ave PCRB / LIBOR
@ . (b) (b)(a)
Feb-04 1.10% 1.17% 107%
Mar-04 1.09% 1.20% 110%
Apr-04 1.10% 1.27% 115%
May-04 1.10% 1.29% 117%
Jun-04 1.25% 1.28% 102%
Jul-04 1.41% 1.26% 89%
Aug-04 1.60% 1.40% 88%
Sep-04 1.78% 1.49% 83%
Oct-04 1.90% 1.72% 91%
Nov-04 2.19% 1.65% 75%
Dec-04 2.39% 1.67% 70%
Jan-05 2.49% 1.78% 72%
Feb-05 2.61% - 1.88% 2%
Mar-05 2.81% 1.95% 69%
Apr-05 2.97% 2.50% 84%
May-05 3.09% 2.93% 95%
Jun-05 3.25% 2.39% 74%
Jul-05 3.43% 2.28% 67%
Aug-05 3.69% 2.44% 66%
Sep-05 ~ 3.78% 2.55% 68%
Oct-05 3.99% 2.66% 67%
Nov-05 4.15% - 2.93% - 7%
Dec-05 - 4.36% 3.10% 1%
Jan-06 4.48% 3.02% 67%
Feb-06 4.58% 3.13% 68%
Mar-06 4.76% 3.11% 65%
Apr-06 4.92% 3.45% 70%
May-06 5.08% 3.52% 69%
Jun-06 5.24% 3.74% 71%
Jul-06 5.37% 3.60% - 67%
Aug-06 5.35% 3.53% 66%
Sep-06 5.33% 3.61% 68%
Oct-06 5.32% : 3.57% : 67%
Nov-06 5.32% 3.62% ' 68%
Dec-06 5.35% 3.70% 69%
Jan-07 5.32% 3.64% 68%
Feb-07 5.32% 3.63% 68%
Mar-07 5.32% 3.64% 68%
Apr-07 5.32% 3.79% 71%
May-07 5.32% 3.90% 73%
Jun-07 5.32% 3.76% 71%
Jul-07 5.32% 3.66% 69%
Aug-07 5.52% 3.76% 68%
Sep-07 5.48% 3.84% 70%
Oct-07 4.98% 3.56% 2%
Nov-07 4.75% 3.53% 74%
Dec-07 5.00% 3.25% 65%
Jan-08 3.95% 3.02% 76%
Feb-08 3.14% 2.86% 91%
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Indicative Forward PCRB Variable Rates
For Quarter End Periods thru December 31, 2010

30 Day LIBOR Floating Rate PCRBs
Daily Ave Daily Ave PCRB /LIBOR
@ () (bY@
Mar-08 2.80% 3.79% 135%
Apr-08 2.79% 2.23% 80%
May-08 2.63% 1.93% 73%
Jun-08 2.47% 2.77% 112%
Jul-08 2.46% 4.12% 168%
Aug-08 2.47% 3.03% 123%
Sep-08 2.94% 4.57% 155%
Oct-08 3.87% 4.89% 126%
Nov-08 1.68% 2.34% 139%
Dec-08 1.01% 1.02% 101%
Jan-09 0.39% 0.70% 181%
Feb-09 0.46% 0.68% 147%
Mar-09 0.53% 0.66% 124%
Apr-09 0.45% 0.63% 140%
May-09 0.35% 0.53% 153%
Jun-09 0.32% 0.45% 143%
Jul-09 0.29% 0.41% 142%
Aug-09 0.27% 0.43% 158%
Sep-09 0.25% 0.40% 161%
Oct-09 0.24% 0.39% : 159%
Nov-09 0.24% 0.37% 157%
Dec-09 0.23% 0.38% 165%
Average 91%
Historical Floating .
Forward 30 Day- - Rate PCRB /30 Day Forecast Floating
LIBOR* LIBOR Rate PCRB
@ 2) D*2)
3/31/2010 0.33% 91% 0.30%
6/30/2010 0.85% 91% 0.77%
9/30/2010 1.36% 91% 1.23%
12/31/2010 1.50% 91% 1.36%

* Source: Bloomberg L.P. (1/13/10)
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