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1 Q. Please state your name, business address and present position with Rocky
2 Mountain Power (the “Company”), a division of PacifiCorp.
3 A My name is Bruce N. Williams. My business address is 825 NE Multnomah, Suite
4 1900, Portland, Oregon 97232. My present position is Vice President and
5 Treasurer.
6  Qualifications
7 Q. Please describe your education and business experience.
8 A I received a Bachelor of Science degree in Business Administration with a
9 concentration in Finance from Oregon State University in 1980. I also received
10 the Chartered Financial Analyst designation upon passing the examination during
11 1986. 1 have been employed by the Company for 25 years. My business
12 experience has included financing of the Company’s electric operations and non-
13 utility activities, responsibility for the investment management of the Company’s
14 qualified and non-qualified retirement plan assets, and investor relations.
15 Please descfibe your present duties.
16 I am responsible for the Company’s treasury, credit risk management, pension
17 and other investment management activities. I am also responsible for the
18 preparation of PacifiCorp’s embedded cost of debt and preferred equity and any
19 associated testimony related to capital structure for regulatory filings in all of
20 PacifiCorp’s state and federal jurisdictions.
21 Please provide a summary of your testimony?
22 A My testimony discusses the Company’s capital structure and costs of capital. It
23 supports the proposed common equity level of 52.3 percent and provides evidence
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of why that level is appropriate and demonstrates the benefits to customers,

including maintaining the Company’s current credit ratings which will facilitate

continued access to the capital markets for the Company and over the long-term a
more competitive cost of debt and overall cost of capital. This capital structure is
necessary to enable the Company to continue to invest in infrastructure in order to
provide safe and reliable service to our customers at reasonable costs.

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 8.25 percent.
This cost includes the return on equity recommendation of 10.5 percent from Dr.

Samuel C. Hadaway and the following capital structure and costs:

Overall Cost of Capital
Percent of % Weighted
Component Total Cost Average
Long Term Debt 47.4% 5.78% 2.74%
Preferred Stock 0.3% 5.43% 0.02%
Common Stock Equity 52.3% 10.50% 3.49%
Total 100.0% 8.25%

Financing Overview

Q.
A

Please explain Rocky Mountain Power’s need for and sources of new capital.
Rocky Mountain Power is in the process of adding significant new plant
investments over multiple years. These investments include required pollution
control equipment, generation upgrades, and transmission facilities. These
investments help system reliability, improve power delivery and help to assure
safe operations for the benefit of its customers.

How does the Company finance its electric utility operations?

Generally, the Company finances its regulated utility operations utilizing
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approximately a 50/50 percent mix of debt and common equity capital.
Immediately prior to and during periods of significant capital expenditures, the
Coﬁlpany may allow the common equity component of the capital structure to -
increase. 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 long-run, more stable credit rratings; all of which assist’in financing
such expenditures. In addition, all eise being equal, the Company will need to
have a greater common equity component to offset various adjustments that rating
agencies make to the de‘bt component of the Company’s published financial
statements. 1 will discuss these adjustments in greater detail later in this
testimony.

Has the Company recently begun paying dividends to MidAmerican Energy
Holdings Company (“MEHC”)?

Yes. With the passage of recent legislation enacting bonus depreciation, the
Company’s expected net cash flow during the next two years will increase
significantly. This will reduce but not eliminate the need for new borrowings and,
absent the payment of dividends, retention of earnings could cause the percentage
of common equity to grow beyond the level necessary to support the current
credit ratings. Coﬁsequently, dividend payments are now necessary, in
combination with debt issuances, to keep the percentage of equity in the
Company’s capital structure in line with the level sufficient to support the
Company’s credit ratings. As a result, the Company has initiated the payment of

dividends to MEHC to continue to manage the common equity component of the
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Q.  Please explain why dividends were not paid to MEHC in the past.
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A.  Since the acquisition in 2006 by MEHC, the Company has managed the capital

structure through the timing and amount of long-term debt issuances and capital
contributions while forgoing any common dividend distributions. MEHC
recognizes that the Company is in a period requiring significant capital
investment which, until recently, has far exceeded the Company’s ability to
finance with internally generated funds. As such, MEHC allowed the Company to
retain earnings totaling over $2 billion and even increased its investment in the
Company by more than $1 billion in order to enable the Company to finance
capital investment and help maintain the credit ratings during this period of
capital spending. As I will discuss later, the maintenance of credit ratings has
allowed the Company to access the capital markets when other utilities were
denied access, provided a lower cost of debt and a lower overall cost of capital.
Shouldn’t the additional cash flow generated by the tax law changes mitigate
the need for a rate increase?

Only to a limited extent. Bonus depreciation provides a temporary cash flow
benefit to the Company in the form of accelerated tax benefits, but this cash
benefit does not translate one-for-one into a reduction in revenue requirements.
Income tax expense, a component of revenue requirements, generally is
unchanged as a result of bonus depreciation, as the current income tax benefits
received from bonus depreciation generally are fully offset by additional deferred

income tax expenses. Customers receive benefits from bonus depreciation in the
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form of increased deferred income tax liabilities, which reduces rate base and by
lower equity levels carried in the Company’s capital structure than would
otherwise be the case without the benefits of bonus depreciation. This capital
structure with a lower equity level still produces financial results that meet the
rating agency’s expectations due to the improved cash flow metrics resulting from

bonus depreciation.

Credit Ratings

Q.

Why should this Commission be concerned about credit ratings and the
views expressed by rating agencies?

This Commission should be concerned about credit ratings and the views of rating
agencies for several reasons. First, the credit rating of 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. Many institutional investors have fiduciary
responsibilities to their clients, and are typically not permitted to purchase non
investment grade (i.e. rated below BBB-) securities or in some cases even
securities rated below a single A.

Sccond, credit ratings are an estimate of the probability of default by the
issuer on each rated security. Lower ratings equate to higher risks and higher costs
of debt. However, even investment grade rated borrowers have experienced recent
problems accessing the capital markets or even been shut out entirely. The
financial crisis of 2008 and 2009 provided clear and compelling evidence of the
benefits of the Company’s credit rating as it was able to issue new long-term debt

during the midst of the financial turmoil. Other lower rated utilities were simply
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shut out of the market and could not obtain new capital regardless of how much
they were willing to pay.

Can you give the Commission examples where poor credit ratings hurt a
utility’s flexibility in the credit markets?

Yes. Arizona Public Service Company (rated at that time Baa2/BBB-) filed a
letter with the Arizona Corporation Commission during October 2008 stating that
the commercial paper market was completely closed to them and, they likély
could not successfully issue long-term debt. See Exhibit No. 5, APS Access to
Corporate Debt Markets.

Further, those issuers who could access the markets paid rates well above
the levels that the Company was able to achieve. For example, Nevada Power
(rated Baa3/BBB) issued new debt two days following PacifiCorp’s January 2009
issuance and was required by investors to pay a coupon of 7.375% for a five year
maturity. Subsequently, Puget Sound Energy (rated Baa2/A-) issued new seven
year debt at a credit spread over Treasuries of 480.3 basis points resulting in a
6.75 percent coupon.

How do these coupon rates compare to‘ PacifiCorp during that period and
more recently?

The Company completed in ‘January 2009 an offering of $350 million of first
mortgage bonds with a 10 year maturity at a coupon rate of 5.50 percent and $650
million of 30 year first mortgage bonds with a coupon of 6.00 percent. The
Company was able to achieve both a longer maturity and lower cost than either of
those other utilities.
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More recently, the Company completed an issuance of $400 million of
first mortgage bonds at a coupon rate of 3.85 percent which compares very
favorably to debt issuances by similarly or higher rated utility issuers including
Pacific Gas & Electric Company, The Detroit Edison Company and Southern
California Edison Company. This favorable debt rate is included in the cost of
debt calculation in this docket.

Further, the Company has a near constant need for short-term liquidity as
well as periodic long-term debt issuances. We daily pay significant amounts to
suppliers whom we count on providing necessary goods and services such as fuel
and spare parts and inventory. Being unable to access funds can risk the
successful completion of necessary capital infrastructure projects and would
increase the chance of outages and service failures over the long-term.

The Company’s creditworthiness, as reflected in its credit ratings, will
strongly influence its ability to attract capital in the competitive markets and the
resulting cost of that capital.

Can regulatory actions or orders affect a Company’s credit rating?

Yes, in a very significant way. Regulated utilities such as the Company are fairly
unique since they unilaterally cannot set their own prices for their services. The
financial integrity of a regulated utility is largely a result of how the utility is
treated on cost recovery issues and the prices set by regulators. Rates are
established by regulators to permit the utility to recover prudently incurred
operating expenses and a reasonable opportunity to earn a fair return on the

capital invested. Therefore, rate decisions by utility commissions have a direct
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and significant impact on the financial condition of utilities.

Rating agencies and investors have a keen understanding of the
importance of regulatdry outcomes. For example, Standard & Poor’s writes:
“(tHhe assessment of regulatory risk is perhaps the most important factor in
Standard & Poor’s Ratings Services’ analysis of U.S. regulated, investor-owned
utility’s business risk.” Similarly, Moody’s has stated:

[flor a regulated utility, the predictability and supportiveness of the

regulatory framework in which it operates is a key credit

consideration and the one that differentiates the industry from most

other corporate sectors. The most direct and obvious way that

regulation affects utility credit quality is through the establishment

of prices or rates for the electricity, gas and related services

provided (revenue requirements) and by determining a return on a

utility’s investment, or shareholder return.?

How does maintenance of the Company’s current credit ratings benefit
customers?

The Company is in the midst ofa period of heavy capital spending and investing
in infrastructure in order to provide for the needs of customers. If the Company
does not have consistent access to the capital markets at reasonable costs these
borrowings and the resulting costs of building new facilities become more
expensive than it otherwise would be. The inability to access financial markets
can threaten the completion of these necessary projects which, in turn, will impact
system reliability and customer safety. All of these resulting higher costs are

ultimately borne by the customers. Maintaining the current single-A credit rating

makes it more likely the Company will have access to the capital markets at

! Standard & Poor’s Ratings Direct — Assessing U.S. Utility Regulatory Environments; March 11, 2010.
? Moody’s Investors Service Regulated Electric and Gas Utilities; August 2009.
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reasonable costs even during periods of financial turmoil. Such a rating will allow
the Company continued access to the capital markets that will enable it to fulfill
its capital investments for the benefit of customers.

Are there other identifiable advantages to a favorable rating?

Yes. Higher-rated companies have greater access to the long-term markets for
power pﬁrchases and sales. Such access provides these companies with more
alternatives when attempting to meet the current and future load requirements of
their customers. Additionally, 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.

In my opinion, maintaining the current single-A rating provides the best
balance between costs and continued access to the capital markets which is
necessary to fund capital projects for the benefit of customers.

Is the proposed capital structure consistent with the Company’s current
credit rating?

Yes. This capital structure is intended to enable the Company to deliver its
required capital expenditures and achieve financial metrics which will meet rating
agency expectations. S&P has stated very clearly their expectations for
PacifiCorp: “we expect FFO to total debt and FFO interest coverage will be in the
high teens and the 4.0x - 4.5x range, respectively. We view these cash flow levels

as minimum levels to retain the rating.”

? Standard & Poor’s Ratings Direct April 28, 2011.
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Does the Company’s credit rating benefit because of MEHC and its parent
Berkshire Hathaway?
Yes. Although ring fenced, historically, the Company’s credit ratios have been
weak for the ratings level and we have been able to sustain our ratings, in part
through the acquisition by MEHC and its parent, Berkshire Hathaway. S&P was
very clear on this point in their recent assessment of PacifiCorp in stating
“....cash flows metrics remain just adequate to support the ratings.” S&P further
stated:

.....the Company’s funds for operations (FFO) to total debt has

been consistently in the high teens, slightly below our expected

credit metrics for the rating, since it was acquired by [MEHC].

Leverage has also been somewhat high for the rating at 53 percent

at year-end 2009. However, we expect that credit metrics will

improve in the coming years, producing FFO total debt in the area

of 20 percent, FFO interest coverage ....in the range of 4.0x — 4.5x,

and leverage of about 50 percent.’

Clearly, Rocky Mountain Power and its customers have benefited from the
higher ratings the Company would otherwise not likely have been awarded on a
stand-alone basis. Another important element supporting the Company’s current
ratings is the rating agencies’ expectations that Rocky Mountain Power will
receive supportive regulatory treatment including reasonable outcomes in rate
proceedings, including applications to recover the full cost of large scale capital
projects. Absent ownership by MEHC and constructive regulatory treatment that

permits a fair opportunity for the Company to recover its reasonable and prudent

expenses, including a return on its investment comparable to other similarly

* Standard & Poor’s Rating Direct October 7, 2010.
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situated utilities, PacifiCorp’s senior secured and corporate credit ratings wohld
have likely suffered at least a one rating level downgrade.

Has there been any changes in the Company’s credit ratings that needs
clarification?

Yes. In March 2009, S&P upgraded PacifiCorp’s senior secured debt to ‘A’ while
it downgraded PacifiCorp’s short-term debt ratings to ‘A-2’. Similarly, Moody’s
revised PacifiCorp’s senior secured debt to ‘A2’ from ‘A3’ in August 2009.
Please explain these rating changes.

The action on PacifiCorp’s senior secured debt merely reflects a change in S&P’s
methodology rather than a change in PacifiCorp’s credif quality or financial
metrics. S&P changed its approach to estimating the amount of collateral that
would be available to senior secured debt holders in the event of a default by
PacifiCorp on its first mortgage bonds.

S&P has been cautious about PacifiCorp credit metrics and, as noted
previously, views the Company’s credit metrics on a stand-alone basis as just
adequate to support the ratings. Indeed, in downgrading the Company’s short-
term debt ratings, S&P cited a need to take a firmer view on linking PacifiCorp
short-term ratings to stand-alone credit quality. S&P sustained their current ‘A-’
corporate credit raﬁng based on their expectation “that management will achieve
cash flow metrics more consistent with an ‘A’ rating over the next several years.”

The upgrade of the Company’s senior secured debt by Moody’s was part

of an industry-wide action in which the majority of senior secured debt ratings of

> Standard & Poor’s Rating Direct April 30, 2010.
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investment-grade regulated utilities were upgraded by one level. The action was a
result of Moody’s analysis of the history of regulated utility defaults and was not
specific or unique to the Company.

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. S&P made several references to the need for PacifiCorp to improve its stand-
alone financial metrics, noting that PacifiCorp’s financial risk profile 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 quality, which supports an °‘A-2’ short-term rating.” S&P also
reiterated its credit view that, “supportive rate case butcomes remain key to
maintaining and improving upon the company’s financial performance.” Exhibit
Nos. 6, 7, 8 are the April 28, 2011, October 7, 2010, and April 30, 2010, S&P
Ratings Direct publications.

Do other rating agencies share S&P’s view concerning the need for
supportive rate case outcomes?

Yes. Fitch stated, “[t]he current ratings and stable outlook assume [PacifiCorp]
continues tb benefit from parent company support and reasonable outcomes in
pending and future rate proceedings to recover anticipated, significant capital

,,6

investment.” More recently, Fitch wrote:

¢ Fitch Ratings — October 1, 2010.
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“Given the size of its planned capital investment, timely recovery
of capital and related operating and maintenance costs is crucial for
PPW’s creditworthiness. Therefore, currently unanticipated
adverse developments in PPW’s six regulatory jurisdictions,
leading to greater regulatory lag or lower recoveries, and resulting
weaker coverage ratios compared with Fitch’s projections could
lead to future deterioration in PPW’s creditworthiness and lower
credit ratings.”’ Likewise Moody’s lists “Reasonably supportive
regulatory environment” as one of the ratings drivers. Moody’s
also states, “The stable outlook incorporates Moody’s expectation
that PacifiCorp will continue to receive reasonable regulatory
treatment for the recovery of its higher capital expenditures....”
Further as to what could change the rating-down; Moody’s writes
“.....f there were to be adverse regulatory rulings on current and
future rate cases such that we would anticipate a sustained
deterioration in financial metrics...”®

Capital Structure

Q.
A.

How did the Company determine the capital structure proposed in this case?
The test period in this proceeding is the 12 months ending December 31, 2010,
with known and measurable changes through December 2011. To appropriately
match the Company’s costs with customer prices during the period, the capital
structure is based on the actual capital structure at March 31, 2011, and forecasted
capital activity, including known and measurable changes, through December 31,
2011. The Company has averaged the five quarter end capital structures measured
beginning at December 31, 2010, and concluding with December 31, 2011. The
capital activity includes known maturities of certain debt issues that were
outstanding at December 31, 2010, subsequent issuances of long-term debt and
the payment of dividends. The known and measurable changes represent actual

and forecasted capital activity since March 31, 2011.

" Fitch Ratings — January 6, 2011.
¥ Moody’s Investor Service May 9, 2011.

Williams, Di - 13
Rocky Mountain Power



10

11

12

13

14

15

16

17

18

19

Why is Rocky Mountain Power using an average of five quarter ends to
determine the proposed capital structure rather than simply an average of
the beginning and ending points as in previous cases? |
As the Company has grown, its capital expenditure program has increased
significantly from historical levels which, in turn, have required new financings to
also be much larger. These larger financings are usually more efficient due to
lower transactional costs, and better received by investors who value the greater
liquidity that larger financings typically offer. However, the trade-off is greater
volatility in the Company’s capital structure ratios, particularly at quarter-end
following sizable financings. As such, the Company is proposing in this case to
use a capital structure that employs an average of the five quarter ending balances
spanning the test period to help smooth out this volatility. This is also the same
methodology the Company used in its most recent rate case; Case No. PAC-E-10-
07, and approved by the Commission.

How does this capital structure compare to what in the Commission ordered
the Company’s most recent rate case?

The capital structures are compared in the table below.

Rocky Mountain Power Comparison of Capital Structures
Case No. 2011 General Rate
PAC-E-10-07 Case

Long-Term Debt 47.6% 47.4%

Preferred Stock 0.3% 0.3%

Common Equity 52.1% 52.3%

Totals 100.0% 100.0%

The proposed capital structure in this docket has a slightly higher common equity

component than the Company’s capital structure in the prior case which the
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Commission accepted without adjustment.

What type of debt and preferred equity securities does the Company employ
in meeting its financing requirements?

The Company relies on a mix of first mortgage bonds, other secured debt, tax-
exempt debt, and preferred stock to help meet its long-term financing
requirements. These securities employ various maturities in order to provide
flexibility and mitigate refinancing risks. The Company has completed the
ﬁajority of its long-term financing utilizing secured first mortgage bonds issued
under the Mortgage Indenture dated January 9, 1989. Exhibit No. 9 Cost of Long-
Térm Debt shows that, over the 12 months ended December 31, 72011, the
Company is projected to have an average of approximately $5.7 billion of first
mortgage bonds outstanding, with an average cost of 6.24 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.

Another important source of financing has been the tax-exempt financing
associated with certain qualifying equipment at power generation plants. Under
arrangements with local counties and other tax-exempt entities, these entities
issue securities, the Company borrows the proceeds of these issuances from the
respective entities and pledges its credit quality to repay the debt in order to take
advantage of the tax-exempt status of the financings. These bonds are primarily in
a variable rate mode and are re-marketed, some as often as weekly. In addition to

tax-exempt status, these securities take advantage of current very low short-term
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interest rates. On the other hand, the variable rate structure of this type of
financing exposes the Company to re-marketing and interest rate risks as well as
dislocations in the short-term credit markets. Hence, the Company is careful as to
the total amount of this variable rate financing that it maintains in its capital
structure.

During the 12 months ended December 31, 2011, PacifiCorp’s tax-exempt
portfolio is projected to be $738 million in principal amount with an average cost
of 2.23 percent (which includes the cost of issuance and credit enhancement).
How does the Company determine the amount of common equity, debt and
preferred stock to be included in its capital structure?

As a regulated public utility, the Company has a duty and an obligation to provide
safe, adequate and reliable service to customers in its Idaho service territory while
prudently balancing cost and risk. In order for Rocky Mountain Power to fulfill its
service obligation, the Company is making significant capital expenditures for
new plant investment, including transmission and environmental control
investments on existing fossil-fired generation units. Each of these capital
investments also has associated operating and maintenance costs. Through its
planning process, the Company determined the amount of necessary new
financing needed to support these activities and to provide financial results and
credit ratings that balance the cost of capital with continued access to the financial
markets.

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

During the 12 months ending December 31, 2011, the balance of the outstanding
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long-term debt will éhange through maturities and principal amortization totaling
$586.7 million.

In addition, the Company recently completed the issuance of new long-
term debt in the amount of $400 million with a coupon rate of 3.85 percent This
issuance is included in the proposed capital structure and the cost is included in

the cost of debt calculation.

Purchase Power Agreements

Q.

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

Yes. Rating agencies and financial analysts consider Purchase Power Agreements
(“PPAs”) to be debt-like and will impute debt and related interest when
calculating financial 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. They do so in order to obtain a more
accurate assessment of a company’s financial commitments and fixed payments.
Exhibit No. 10 S&P RatingsDirect May 7, 2007, is a publication by S&P detailing
its view of the debt aspects of PPAs.

How does this impact the Company?

During a recent ratings review, S&P evaluated the Company’s PPAs and other
related long-term commitments. Approximately $396 million of additional debt
and $26 million of related interest expense 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 resulted in a total of approximately $1 billion of debt and $78 million
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of interest being imputed into PacifiCorp’s credit ratios.’

How would the inclusion of this PPA related debt and these other
adjustments affect the Company’s capital structure as S&P reviews your
credit metrics?

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 -
corollary to the higher debt component, lower coverage 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
total $1 billion amount of debt adjustments that Standard & Poor’s makes to the
Company’s capital structure in this case, the resulting common equity percentage
would decline from 52.3 percent to 48.7 percent. The 48.7 percent equity ratio

falls below S&P’s published expectations for PacifiCorp.

Book Values/Ratios | Rating Agency | Adjusted Book Values/Ratios
Adjustments
Long-Term $6,466 / 47.4% $1,000 $ 7,466 / 51.0%
Debt _
Preferred $41/03 % 0 $41/0.3 %
Stock
Common $7,129/52.3% 0 $7129/48.7%
Equity
Totals $13,636 /100.0% $1,000 $ 14,636 / 100.0%

Financing Cost Calculations

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

® Standard & Poor’s Rating Direct October 7, 2010.
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methodology relied upon in the Company’s previous rate cases in Idaho and other
jurisdictions. |

Please explain the cost of long-term 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
series of debt. It should be noted that in the event a bond was issued to refinance a
higher cost bond, 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. Each 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 total principal amount of debt
outstanding produces the weighfed 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. I begin by dividing the annual dividend per share by the
per share net proceeds for each series of preferred stock. The resulting cost rate
associated with each series was then multiplied by the’ total par or stated value
outstanding for each issue to yield the annualized cost for each issue. The sum of
annualized costs for each issue produces the total annual cost for the entire
preferred stock portfolio. I then divided the total annual cost by the total amount

of preferred stock outstanding to produce the weighted average cost for all issues.
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The résult is the Company’s embedded cost of preferred stock.

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

The Company’s variable rate long-term debt in this case is in the form of tax-
exempt debt. Exhibit No. 11 PCRB Variable Rates showé thét, on average, these
securities had been trading at approximately 94 percent of the 30-day London
Inter Bank Offer Rate (LIBOR) for the period January 2000 through March 2011.
Therefore, the Company has applied a factor of 94 percent to the forward 30-day
LIBOR rates at each future quarter-end spanning the test period and then added
the respective credit enhancement and remarkéting fees for each floating rate tax-
exempt bond. Credit enhancement and remarketing fees are included in the
interest component because these are costs which contribute directly to the
interest rate on the securities and are charged to interest expense. This method is
consistent with the Company’s past practices when determining the cost of debt in
previous Idaho general rate cases as well as the other states that regulate

PacifiCorp.

Embedded Cost of Long-Term Debt

Q.
A.

What is the Company’s embedded cost of long-term debt?
The cost of long-term debt is 5.78 percent for the period ending December 31,

2011, as shown in Exhibit No. 9, Cost of Long-Term Debt.

Williams, Di - 20
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Embedded Cost of Preferred Stock

Q. What is the Company’s embedded cost of preferred stock?

A. Exhibit No. 12, Cost of Preferred Stock, shows the embedded cost of preferred
stock for the period ending December 31, 2011, to be 5.43 percent.
Does this conclude your direct testimony?

A. Yes.

Williams, Di - 21
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Commissioner Kristin K. Mayes
Arizona Corporation Commission ' - . N
1200 West Washington _ : : I DG 1
Phoenix, Arizona 85007 - 1

Re:  Docket No. E-01345A-08-0172 (Interim Rate Motion)
Dear Commissioner Mayes:

_ On October 8, 2008, you filed a letter in which you requested Arizona Public Service
Company (“APS” or “Company”) to respond to five specific issues covering a range of subjects.
Because several of these issues are germane to the Company’s pending Motion for Interim Rates,
the Company has chosen to submit its response in the above docket For the convenience of the
parties to this proceedmg, I have attached a copy of your October 8% letter as Appendix A.

APS Access to Commercial Paper Market and Other Credit-Related Issues

APS first began experiencing trouble accessing the commercial paper market in August
of 2007 when the sub-prime credit issues began to impact the capital markets. Access has
continued to be sporadic throughout 2008, with the amount of commercial paper APS can issue
often being limited even when access to the market was possible. Begmmng September 17,
2008, the commercial paper market has been completely closed to APS.

As discussed dunng the heanng, APS had total lines of credit of $900 million. The first
line of $400 million expires at the end of 2010, with a second for $500 million expiring at the
end of 2011. The purpose of these lines of credit is to provide the Company with liquidity and
working capital when commercial paper cannot be utilized — not fund capital expenditures.’
Indeed, Decision No. 69947 (October 30, 2007) specifically limited the use of the $500 million
line of credit to fuel/purchased power requirements and thus cannot be used to fund the

" Company’s capital requirements. As of September 30, 2008, approximately $270 million had to
be drawn down due to the problems in the commercial paper market described above. Also, $34
million of the Company’s credit line was with bankrupt Lehman Brothers and thus no longer

' Borrowing on bank lines of credit is normally 25 to 50 basis points more expensive than commercial paper.

" APS . APS Energy Services e SunCor e El Dorado e

Law Department, 400 North Fifth Street, Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602) 250-2052 - Facsimile (602) 250-3393
E-mail: Thomas.Mumaw@pinnaciewest.com
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exists. Another $36 million was with Wachovia, which is in the process of being acquired by
Wells Fargo. Whether the new owner of Wachovia will assume the $36 million commitment is
uncertain, to say the least. Accordingly, APS’s previous $900 million lines of credit are now no
more than $866 million, and may be as low as $830 million. Finally, as a result of recent write-
downs of bank assets, there is $2 trillion less credit capacity in the U.S. banking system than
there was before this global financial crisis began. As a result, APS will likely encounter
difficulty in maintaining its remaining lines of credit in the future, and there is no doubt that
these lines of credit would, in any case, be insufficient to meet APS’s capital expenditure needs
over the next few years.

L1qu1d1ty is absolutely vital to the financial integrity of an electnc utility. APS itself was
contacted by each of the three rating agencies after the Lehman Brothers bankruptcy and asked
about the Company’s exposure to Lehman, Morgan Stanley, Merrill Lynch and Goldman Sachs,
-as well as its ability to count on its lines of credit given the chaos in the short-term credit
markets. A recent example of the critical importance of liquidity is Constellation Energy, the
parent of Baltimore Gas & Electric Company, which began 2008 with a stock price of over $100
per share. After facing a liquidity crisis driven by threatened credit rating downgrades and the
resultant cash collateral calls that nearly drove Constellation to the brink of bankruptcy, it was
forced to sell itself to MidAmerican Energy (the same entity that bought out PacifiCorp) for
$26.50 per share.

And the damage has not been limited to the short-term debt market. Despite massive
efforts by our Federal government and governments in Europe and Asia to pump liquidity into
the national and international credit markets, access to the corporate debt market is extremely
strained, with only the most highly-rated corporations being successful in raising long-term debt
capital. At present, APS likely could not successfully issue long-term debt. Whether this
financial market environment will improve by the spnng of next year, when APS hkely will need
to 1ssue debt, is unknown. .

GeoShzart.Solgr Financing Program

On Thursday, September 25, 2008 GE Money announced that it will no longer offer
unsecured installment consumer financing for its energy efficiency and renewable energy
programs after October 23, 2008 because of the current turmoil in the credit markets. The action
specifically affected the Electric & Gas Industries Association’s (“EGIA”) GEOSmart Financing
- Program offered by APS because GE Money provided the financial support for the program.
Although APS had no prior warning of GE Money’s actions, APS remains committed to its
partnership with EGIA. EGIA, as a non-profit entity implementing similar financing programs -
for utilities around the country, is situated to identify other suitable financial institutions to back
the GeoSmart program. In recent conversations, EGIA informed APS that a number of financial
institutions have been identified that may be able to provide funding for GEOSmart. APS
remains hopeful but cannot offer any assurance that EGIA will secure other financial backing in
the future.
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Transactions with Investment Banks dr Similar Financial Institutions

Attached as Appendix B is a list of the banks with which APS has existing lines of credit.
As noted before, Lehman Brothers and Wachovia are in that group. APS has also submitted a
$1.1 million claim against Lehman Brothers in bankruptcy over a hedging transaction. APS has
conducted numerous transactions with Morgan Stanley and Goldman Sachs, who together are
major players in the U.S energy markets. Although it would seriously reduce the overall liquidity
* of these energy markets should Morgan Stanley and/or Goldman Sachs bow out of the energy
market, APS itself had controls in place well before all these problems began that limited its
exposure to any single trading partner, including those discussed above. However, with chaotic
and unprecedented market events such as we are presently expenencmg, no amount of internal
controls can provide complete protection against potential losses.” Finally, AIG is a carrier for
APS property and casualty i insurance. APS believes that these insurance policies will continue to
be honored.

Auction Rate Securities

APS does not have any funds invested in auction rate securities (“ARS”). APS is an
issuer of ARS, with $343 million outstanding and with maturities in 2029 and 2034. The average
rate of interest paid on these securities has been 3.2%, thus providing very attractive ﬁnancmg
for APS and its customers.

Palo Verde

Palo Verde Unit 3 experienced two relatively brief unplanned outages recently. The first
was from September 16 to September 20 when a failed transmitter in the control circuitry for one
of the two power supplies to the reactor control rods required the unit to be shut down. That was
safely accomplished, and after the electronic card that included the failed component was

‘replaced, the unit was returned to full power without incident. The second was from September
27 to 30 when high sulfate levels were detected in the secondary steam system (the system that
connects the steam generators with the steam turbine). After operators had shut down the unit,
the secondary system chemistry was returned to normal, the unit again returned to service
without incident and has been operating at full power since then. APS estimates that the amount
of additional fuel and purchased power costs deferred for recovery through the PSA to be
approxunately $3 mllhon

Neither outage involved what could be characterized as an unusual event for a nuclear
power plant and is the sort of occurrence anticipated in the budgeted effective forced outage rate
(“EFOR”) for Palo Verde. Palo Verde, like all generators, including all APS generators, has an

2 Although such transactions are not directly with APS, the APS decommissioning trusts and the Pinnacle West
retirement funds have relatively small investments in some of the troubled entities 1dent1ﬁed in your letter, as likely
do most if not all large investment funds in this country.

3 As the Commission is aware, APS absorbs 10% of higher fuel costs, and a portion of outage costs are embedded in
the base fuel cost. In addition, a small amount is allocated to wholesale customers. Thus, the total cost of the
outages was $4.4 million.
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anticipated EFOR based primarily on past operations. This is merely an acknowledgement that
all machines, no matter how well designed, constructed, operated, and maintained, will
sometimes fail. Electric generators are no exception to that rule.

To date this year, the overall Palo Verde capacity factor has been 98% (excluding
refueling outages). This past summer, Palo Verde set an all-time record for generation.

Throughout both outage events, Palo Verde staff demonstrated their safety-first focus by
using effective problem identification and resolution behaviors, took proper action during
troubleshooting (including developing contingency plans) and work planning. They executed all
needed repairs with a focus on human performance. The NRC was kept fully informed
throughout these outages and monitored Palo Verde’s decision-making process and the actions
taken. APS does not believe these outages have had any negative nnpact on APS’s substantial
progress in resolvmg the NRC’s Confirmatory Action Letter.

Smcerely,

Attorney for Arizona Public
Service Company

Attachments

cc: Mike-Gleason, Chairman

William A. Mundell
Jeff Hatch-Miller
Gary Pierce

- Brian McNeil
Emest Johnson
Lyn A. Farmer
Janet Wagner
Rebecca Wilder
Janice Alward
Parties of Record
Docket Control



Copies of the foregoing emailed or mailed

This 17th day of October 2008 to: -

Ernest G. Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

- ejohnson(@cc.state.az.us

Maureen Scott

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

mscott@_azcc 2OV

Janet Wagner

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

jwagner(@azcc.gov

Terri Ford

Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007 .

tford@azce.gov

Barbara Keene
Utilities Division

Arizona Corporation Commission

1200 West Washington Street
Phoenix, AZ 85007
bKeene@cc state.az.us

Damel Pozefsky
Chief Counsel
RUCO

1110 West Washington, Suite 220

Phoenix, AZ 85007 -
dpozefsky@azruco.com

- William A. Rigsby

RUCO

1110 West Washington, Suite 220
Phoenix, AZ 85007
brigsby@azruco.gov
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Tina Gamble

RUCO

1110 West Washington, Su1te 220 .
Phoenix, AZ 85007
_gamble@azruco gov

C. Webb Crockett

Fennemore Craig

3003 North Central, Suite 2600
Phoenix, AZ 85012-2913

- werocket@fclaw.com

Kevin Higgins

Energy Strategies, LLC ' :
215 South State Street, Suite 200
Salt Lake City, UT 84111

khi s@energystrat.com

Michael L. Kurtz -

Boehm, Kurt & Lowry

36 East Seventh Street, Suite 2110
Cincinnati, OH 45202
mkurtz@BKLlawfirm.com

| Kurt J. Boehm

Boehm, Kurt & Lowry
36 East Seventh Street, Sulte 2110
Cincinnati, OH 45202

kboehm@BKLlawﬁrm.com

The Kroger Company

Dennis George

Attn: Corporate Energy Manager (G09)
1014 Vine Street _

Cincinnati, OH 45202.
dgeorge@kroger.com

Stephen J. Baron

J. Kennedy & Associates
570 Colonial Park Drive
Suite 305

Roswell, GA 30075
sbaron@jkenn.com

Theodore Roberts :

Sempra Energy Law Department
101 Ash Street, HQ 13

San Diego, CA 92101-3017

TRoberts@sempra.com

Lawrence V. Robertson, Jr.

- 2247 E. Frontage Road

Tubac, AZ 85646

tubaclawyer@aol.com




Michael A. Curtis
501 East Thomas Road
Phoenix, AZ 85012

mcurtis401@aol,com

William P. Sullivan

501 East Thomas Road
‘Phoenix, AZ 85012
wsullivan@cgsuslaw.com

Larry K. Udall

501 East Thomas Road
Phoenix, AZ 85012
ludall@cgsuslaw.com

Michael Grant

Gallagher & Kenned

2575 East Camelbac Road
Phoenix, AZ 85016
MMG@gknet.com

Gary Yaquinto

Arizona Investment Council
2100 North Central, Suite 210
Phoenix, AZ 85004
gvaquinto@arizonaic.org

David Berry

Western Resource Advocates
P.O.Box 1064 -

Scottsdale, AZ 85252-1064

azbluhﬂl@,aol com

Tim Hogan

Arizona Center for Law in the Public Interest
202 East McDowell Road

Suite 153

Phoenix, AZ 85004

- thogan@aclpi.org

Jeff Schlegel

SWEEP Arizona Represcntatlve
1167 W. Samalayuca Dr.
Tucson, AZ 85704-3224
schlegeli@aol.com

Jay 1. Moyes

MOYES, SELLERS, & SIMS

1850 North Central Avenue Suite 1100
Phoenix, AZ 85004
jimoyes(@lawms.com
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Karen Nally
MOYES, SELLERS, & SIMS

1850 North Central Avenue, Suite 1100
Phoenix, AZ 85004
kenally@lawms.com .

Jeffrey J. Woner

K.R. Saline & Assoc., PLC
160 N. Pasadena, Suite 101
Mesa, AZ 85201
jiw@krsaline.com

Scott Canty

General Counsel the Hopi Tribe
P.O.Box 123

Kykotsmovi, AZ 86039

Scanty0856@aol.com

Cynthia Zwick
1940 E. Luke Ave
Phoenix, AZ 85016
czwick(@azcaa.org

Nicholas J. Itihnoch

349 North 4™ Ave

Phoenix, AZ 85003
nick@lubinandenoch.com
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COMMISSIONERS
MIKE GLEASON - Chairman KRISTIN K. MAYES
WILLIAM A. MUNDELL Commissioner
JEFF HATCH-MILLER .
KRISTIN K. MAYES Direct Line: (602} 542-4143

GARYPIERCE ARIZONA CORPORATION COMMISSION "o (00 500768

Octobf;r 8, 2008

Mr. Don Brandt
President and CEO
Arizona Public Service
400 No. Fifth Street
M.S. 9042
Phoenix, AZ 85004

Re:  Impact of recent financial crisis on APS’ access to commercial paper markets and
ability to finance capital projects; forced cancellation of GeoSmart Solar Loan ~
Program; transactions with investment banks; exposure to auction rate securities;
status of outages at Palo Verde Nuclear Generating Station’s Unit 3.

Dear Mr. Brandt:

As you know, the recent upheaval in  America’s financial markets has had an unsettlmg effect on
our national and local economies. It has also had serious consequences for individuals and
companies who need to access financing, as credit tightens and capital markets become less
fluid.

In recognition of the current environment, I write to request that you provide the Commission
‘with information regarding whether the unfolding events on Wall Street have had an impact on
. Arizona Public Service Company (“APS™), with a particular focus on several areas.

First, please tell the Commission whether APS has experienced difficulty gaining access to short
or long term debt markets. In particular, have you seen a decline in the Company’s ability {o
issue commercial paper, a practice that has become common among large utilities seeking to
make payments for short term capital expenditures and operating expenses. If so, please describe
the ways in which you have responded to this deficiency in order to meet the Company’s capital
needs. Have you experienced additional expenses associated with accessing these markets?
What is the shori-term and long-term impact to APS’ planned capztal projects? -

Second, APS recently reported to my office that it was forced to scuttle its GeoSrnarl Solar
Financing Program — the program by which APS was oﬁ'enng loans to customers wishing to
“install solar panels who could not afford to do so solely using rebates — because General Electric
pulled its funding due to the credit crisis. Please detail the circumstances surrounding this
‘program suspension and whether you believe APS will be able to re-start the program in the
future. Please also inform the Commission whether any other renewable energy or other capital
-expenditure programs have been threatened or come under pressure as a result of the tightened
credit markets, and the Company’s strategy for addressing these pressures.

1200 WEST WASHINGTON, PHOENIX. ARIZONA B5007-2086 / 400 WEST OONGRESS STREET, TUOSQ.L AFIZONA 8570413427
B wWwwl.cC.slate.az.ue
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Third, please tell the Commission whether APS engaged in any significant financial transactions
with Lehman Brothers, American International Group, Bear Stearns, or any other investment
firm that has been the subject of recent bankruptcies or governmental takeovers. If so, please
detail those transactions, and to what extent they have impacted the Company.

Fourth, it is my understanding that APS has had some exposure to auction rate securities. As
you know, the auction rate securities market recently collapsed. Please describe the Company’s
auction rate securities holdings, what worth those securities now have, and what the Company

intends to do with those securities in order to minimize any losses associated with them.

Finally, as you know, Palo Verde Nuclear Generating Station’s (“PVNGS ") Unit Three was
down from September 27™ to October 1%~ making for a second outage in less than a month.
Please tell the Commission how these Unit Three outages will impact the Company’s efforts to
resolve PVNGS’ Category Four status with the Nuclear Regulatory Commission, as well as the
estimated replacement costs that have been passed through the Company’s Purchased Power and
Fuel Adjustment Clause as a result of these outages.

Thank you for your attention to these questions.

Sincerely,

A —

~ Kris Mayes

Commissioner

Ce:  Chairman Mike Gleason
Commissioner William A. Mundell
Comrmissioner Jeff Hatch-Miller
Commissioner Gary Pierce
Ernest Johnson
Janice Alward
Brian McNeil
Rebecca Wilder
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APS Revolving Lines of Credit

($K)
o - % of
Bank - Amount Total
1 Bank of America $92,857 10.3%
2 Bank of New York Mellon 80,000 8.9%
3 Citigroup 76,572 8.5%
‘4 JPMorgan 76,572 8.5%
5 Keybank 68,571 7.6%
6 CSFB , 60,857 6.7%
7 Barclays Bank 52,857 5.9%
8 Wells Fargo 52,857 5.9%
9. UBS Warburg 52,857 5.9%
10 Union Bank 38,571 4.3%
11 Sun Trust 36,000 4.0%
12 Mizuho 28,571 3.2%
13 KBC Bank 24,000 2.7%
14 Dresdner 24,000 2.7%
15 US Bank , 17,143 1.9%
16 Chang Hwa Commercial Bk 15,000 1.6%
17 BOTM 11,429 1.3%
18 Northern Trust 11,429 1.3%
19 Bank Hapoalim 10,000 1.1%
20 Subtotal $830,143 92.3%
21 Wachovia 36,000 4.0%
22 Lehman Brothers 33,857 3.7%
23 Total $900,000 100.0%
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Summary:
PacifiCorp
Credit Rating:  A-/Stable/A-2

Rationale

The 'A-' corporate credit ratings on PacifiCorp reflect what Standard & Poor's Ratings Services views as a
"significant™ financial profile and is supported by its modest use of leverage to finance a large capital program and
adequate cash flow metrics. Its "excellent” business profile benefits from the geographical, market, and regulatory
diversity provided by its six-state service territory. PacifiCorp is an electric utility that serves customers under the
name Rocky Mountain Power in Utah, Wyoming, and Idaho, and as Pacific Power in Oregon, Washington, and
California. Utah and Oregon are the most important regions for the company, providing around 42% and 24% of
annual retail sales, respectively.

PacifiCorp's financial performance has held steady throughout the recession, The utility's credit metrics would have
deteriorated slightly in 2010 but for the benefits of bonus depreciation, which added $700 million in deferred taxes
to the company's $1.4 billion in cash flow. Beneath this benefit, authorized rate increases in Utah, Wyoming, and
Idaho supported a 1% increase in gross margin, but operating revenues and operating income for the year were both
down slightly, by 0.6% and 2.2%, respectively, largely due to lower wholesale volumes and margins and weaker
growth in retail sales. In 2010, funds from operations (FFO) to total debt was 25%, FFO interest coverage was
5.4x, and leverage was 50%.

A key consideration in 2011 is whether resurgence in sales will occur to rekindle modest growth. Althongh overall
2010 retail sales revenues increased by about 1%, this growth has been led by Rocky Mountain Power (which
accounted for roughly two-thirds of retail sales). Utah's population and economic growth continue to outpace the
nation’s. Declines have been meaningful for Pacific Power, with retail sales falling a cumulative 4.4% over 2009 and
2010 on a weather-adjusted basis. Industrial load loss has been especially significant in Oregon, but may have
bottomed.

Our expectation in 2011 is that the sales growth for Rocky Mountain Power market will continue to improve. A
slower, more hesitant recovery appears likely for Pacific Power sales, and we expect retail sales through 2012 there
to remain below levels seen when MidAmerican Energy Holdings Co. (MEHC; BBB+/Stable) acquired PacifiCorp in
March 2006. As a result, growth led by Rocky Mountain should produce financial metrics in line with past
performance, with FFO to total debt in the high teens and FFO interest coverage of 4.0x-4.5x. These expectations
do not reflect any additional benefits for bonus depreciation. Leverage is not forecast to change from its current level
of 50% of total capitalization.

PacifiCorp is wholly owned by MEHC. In turn, MEHC is privately held and majority owned by Berkshire
Hathaway (AA+/Stable/A-1+). MEHC's stated strategy when it acquired PacifiCorp was to invest significant capital
to upgrade its infrastructure. Its largest project is Energy Gateway, a new, 2,000-mile high-voltage transmission line
that is being constructed in segments. In the company’s 2010 10-K filing, it disclosed that it expects to spend $6
billion for the project, with about $1 billion of that amount to be spent over the next three years. MEHC has
demonstrated a willingness to support the utility's capital program, providing PacifiCorp with $1.1 billion equity

Standard & Poor’s | RatingsDirect on the Global Credit Portal | April 28, 2011 2
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contributions since 2006. This has allowed the company to grow without straining borrowings.

The company's consolidated earned return on equity, at 8.2%, is below authorized levels, which vary but are in the
area of 10%. For the company's investment strategy to succeed, PacifiCorp's customers will be required to shoulder
nearly annual increases in electric rates at a time when utility regulators around the U.S. are especially focused on
holding down costs. A March ruling in Idaho, which is a small portion of PacifiCorp's franchise, reduced the
company's request by $11 million to $13.8 million, noting that difficult economic conditions challenge customer
ability to pay rate increases. Two large rate cases are in process in Utah and Wyoming. It has requested a $232
million increase in Utah effective September 2011 that would increase rates an average of 14% if approved as filed.
Also pending is a $98 million rate case in Wyoming, representing a 17% increase, with rates also requested to go
into effect in September.

Liquidity

On a stand-alone basis (i.e., unenhanced by the existing contingent equity agreement available to MEHC to support
any of its regulated subsidiaries, including PacifiCorp) we view the company's liquidity as "adeguate” under our
corporate liquidity methodology. This methodology categorizes liquidity in five standard descriptors (exceptional,
strong, adequate, less than adequate, and weak). Projected sources of liquidity, which consist of operating cash flow
and available bank lines, exceed projected uses, the company's committed capital expenditures, debt maturities, and
common dividends by more than 1.2x over the next 12 months. Under our criteria, we exclude as sources of
liquidity any facilities expiring within one year of the liquidity assessment date. This assessment does not consider
MEHC draws on its contingent equity that it could make to support PacifiCorp's projected capital requirements and
debt maturities over the next two years.

As of Dec. 31, 2010, cash and cash equivalents rotaled $31 million. The utility maintains unsecured credit facilities
totaling nearly $1.4 billion that mature 2012-2013. {A $760 million facility decreases to $720 million in July 2011.
“This reduction is reflected in our liquidity calculations.) As of Dec. 31, 2010, the company had additional
borrowing capacity of $1.1 billion, because of $36 million of borrowings under the facility and $304 million of
liquidity reserved to support variable-rate tax-exempt bond obligations and letters of credit. There are no rating
triggers on the credit lines. PacifiCorp's next substantial long-term debt maturities are $587 million due in 2011 and
$261 million in 2013.

Qutlook

The stable outlook on the PacifiCorp ratings incorporates our expectation that MEHC will continue to support the
utility by contributing sufficient equity to manage its debt levels to 50% of total capitalization on a fully adjusted
basis. We expect FFO to total debt and FFO interest coverage will be in the high teens and the 4.0x-4.5x range,
respectively. We view these cash flow levels as minimum levels to maintain the rating. As in 2010, credit metrics
could exceed these levels this year, depending on whether the company is able to utilize bonus depreciation benefits.
We do not expect upward ratings momentum for the utility, given its heavy investment program. PacifiCorp benefits
from regulatory insulation from its parent. Qur criteria provide that the PacifiCorp corporate credit rating can be no
more than three notches above the MEHC consolidated credit rating. The companies are a notch apart. We do not
see significant risks that the utility rating will fall as a result of adverse rating changes on MEHC, which also has a
stable rating outlook.
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PacitiCorp

Major Rating Factors
Strengths: Corporate Credit Rating
o Market and regulatory diversity is afforded by PacifiCorp's electric utility " A-/Stable/A-2

business, which serves portions of six western U.S. states;

* Retail electric rates compare favorably with those of other electric suppliers
operating in the states PacifiCorp serves, suggesting that the company may
be able to maintain its competitive advantage despite its ongoing need for
rate relief to support a large capital program;

» The company has made progress in putting into place fuel and purchased
power adjusters in the six states it serves (an adjuster was put into effect in
Idaho in 2009, and one is pending in PacifiCorp's largest market, Utah);

¢ The completion of new natural gas plants, along with wind farm
investment, is reducing the company's reliance on purchased power; and

o A settlement reached in February 2010 regarding the contentious Klamath
hydro relicensing case has the potential to adequately address the company's
financial exposure if the project is decommissioned, which will not occur
before 2020.

‘Weaknesses:

¢ Despite the company's policy of filing near annual rate cases in the states PacifiCorp serves, regulatory lag
continues to allow only modest improvement in the company's financial profile: Its return on equity remains
under authorized levels and although leverage has improved since MidAmerican Energy Holdings Co. acquired
the utility in 2006, cash flow metrics remain just adequate to support the rating;

¢ Regulators will need to consistently support retail rate increases to recover PacifiCorp's planned capital
investments, although the recessionary environment has caused some scaling-back of capital plans; and

o Growth in the percentage of generation provided by natural gas costs mitigates some of the company's potential
exposure to carbon regulation, but introduces greater potential for cost volatility.

Rationale

The 'A-' corporate credit rating on PacifiCorp (PPW) reflects its "excellent" business risk profile, evidenced by a
diverse and growing service territory, and "significant” financial risk profile. PPW has made modest strides in
improving regulatory outcomes which should put the company on a path to achieving cash flow coverage metrics
that comfortably support the rating. The company has made progress in increasing core earnings amid a recession
and a period of heavy capital spending for the company. The company has achieved this by focusing on
strengthening the regulatory mechanisms that are in place in the six states it serves and working to minimize
regulatory lag by filing for nearly annual rate relief in-almost all states it serves.

In 2010 PPW has continued to receive revenue increases through rate case outcomes, fuel adjustments and other
recovery mechanisms. Highlights of key regulatory rulings that have provided increased revenues to the company in

Standard & Poor’s | RatingsDirect on the Global Credit Portal | October 7, 2010 2
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2010 include a Utah general rate increase beginning in February 2010 for $32 million (or a 2% increase), and a $31
million increase for the recovery of two major projects approved in June. Also in Utah, the company's largest

~ market, the company has received approval to establish an energy cost adjustment mechanism, with the mechanism
design under consideration before the Utah Public Service Commission. In January 2010, the Oregon Public Utility
Commission (OPUC) approved a stipulation in the company's 2009 general rate case increasing base rates by $42
million, effective Feb. 2, 2010. In January 2010, PPW received a rate increase of $14 million, or 5%, in Washington.
In March 2010, PPW filed a new general rate case in Oregon requesting an increase in the rates by $131 million, or
13% increase, and in July reached a multiparty stipulation for an increase of $85 million, or 8%. If approved by the
OPUC, the rates will be effective Jan. 1, 2011,

As with many electric utilities, the company's 2008 and 2009 credit metrics have been buoyed by deferred tax
increases, which boosted funds from operations metrics. But these effects notwithstanding, the company's funds
from operations (FFO) to total debt has been consistently in the high teens, slightly below our expected credit
metrics for the rating, since it was acquired by MidAmerican Energy Holdings Co. (MEHC; BBB+/Stable/--).
Leverage has also been somewhat high for the rating at 53% at year-end 2009. However, we expect that credit
metrics will improve in the coming years, producing FFO to total debt in the area of 20%, FFO interest coverage of
20% or better and in the range of 4.0x-4.5x, and leverage of about 50%. (We would note that PPW has, over the
last three years, produced FFO to total debt of more than 20%, but this is due to benefits of deferred taxes.)

PPW serves 1.7 million customers in portions of six western states: Utah, Oregon, Wyoming, Washington, Idaho,
and California. The company operates as Pacific Power in Oregon, Washington, and California, and as Rocky
Mountain Power in Utah, Wyoming, and Idaho. The company's two largest markets, Utah and Oregon, accounted
for about 67% of the company's retail electric sales in 2009, with Wyoming and Washington at 25%, and the
balance being sold to customers in Idaho and California. As of Dec. 31, 2009, the utility's long-term debt was $6.4
billion,

PPW completed $2.3 billion in capital expenditures in 2009, up from $1.8 billion in 2008. The company projects
that it will spend $4.6 billion in 2010-2012, excluding non-cash allowance for funds used during construction. The
largest component of PPW's capital program is the construction of the Gateway transmission project, an estimated
$4.6 billion, 2,000-mile transmission line connecting portions of Wyoming, Utah, Idaho, Oregon, and the
southwestern U.S. The project is being completed in phases, with initial portions of new lines being placed in service
as early as 2010 and a tentative completion date of 2018. About 34% of the company's total capital budget over the
next three years (2010-2012) is devoted to transmission investment, of which Gateway is a component. In 2008, the
Federal Energy Regulatory Commission awarded the company incentive rate treatment of 200 basis points for seven
of the eight project segments. ‘

PPW is owned by MEHC. In turn, MEHC is privately held and majority owned by Berkshire Hathaway
(AA+/Stable/A-1+). MEHC has demonstrated a willingness to deploy equity to support the utility's large capital
program, providing the utility with $865 million in equity contributions since it purchased the company in March
2006. Although PPW is investing heavily in its system, we expect PPW distributions to MEHC to be minimal.

MEHC's credit profile is supported by Berkshire Hathaway, which has in place through February 2011 a $3.5
billion equity commitment agreement between itself and MEHC in which MEHC can unilaterally call upon
Berkshire Hathaway to support either its debt repayment or the capital needs of its regulated subsidiaries, including
PPW. In March 2010, the agreement was extended through February 2014 at a lower level of $2 billion. We view

www.standardandpoors.com/ratingsdirect 3
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this agreement between PPW's parent and a 'AA+' rated entity as reducing the likelihood of a PPW default.

Nevertheless, we expect PPW to grow into a stand-alone credit profile consistent with the 'A-' rating on the
company. We take this view because the utility has no right to cause MEHC to make an equity contribution, either
from MEHC or via Berkshire Hathaway through an MEHC board request. Although MEHC would typically have
strong incentives to support the utility by tapping the Berkshire Hathaway contingent equity, we would note that in
a catastrophic utility event, MEHC would be expected to do so only if doing so were in the parent's best economic
interests. Such a scenario is remote and would require an unprecedented event such as what occurred during the
western energy crisis, when regulators refused to allow utilities to recover power procurement costs.

Short-term credit factors

On a stand-alone basis (i.e., unenhanced by the existing contingent equity agreement available to MEHC to support
any of its regulated subsidiaries, including PPW) we view PPW's liquidity as "strong” under our corporate liquidity
methodology. This methodology categorizes liquidity in five standard descriptors (exceptional, strong, adequate, less
than adequate, and weak). Projected sources of liquidity, which consist of operating cash flow and available bank
lines, exceed projected uses, the company's committed capital expenditures, debt maturities, and common dividends
by about 1.5x. Under our criteria, we exclude as sources of liquidity any facilities expiring within one year of the
liquidity assessment date. Presuming that MEHC draws on its contingent equity to support PPW's projected capital
requirements and debt maturities over the next two years, liquidity would be bolstered to more than 2x, or
"exceptional."

As of June 30, 2010, PPW's cash and cash equivalents totaled $110 million. The utility maintains unsecured credit
facilities totaling nearly $1.4 billion that mature 2012-2013, As of June 30, 2010, PPW had additional borrowing
capacity of $1.1 billion, because $304 million of liquidity is reserved to support variable-rate tax-exempt bond
obligations and letters of credit. There are no rating triggers on the credit lines. PPW's next substantial long-term
debt maturities are $600 million due in 2011 and $284 million in 2013.

Qutlook

The stable outlook on the PPW ratings incorporates our expectation that MEHC will continue to support the utility
by contributing equity sufficient to ensure that fully adjusted debt to total capitalization is managed over the next
few years to a level of closer to 50% and that FFO to total debt and FFQ interest coverage will be in the area of
20% and the 4.0x-4.5x range, respectively. Given that PPW's financial risk profile is weak for the ratings, we do not
expect near-term upward ratings momentum for the utility. PPW's regulatory and structural insulation shields the
utility from MEHC credit deterioration, to an extent. Specifically, our criteria provide that the PPW corporate credit
rating can be no more than three notches above the MEHC consolidated credit rating. The company is comfortably
within this range, so we do not see significant risks that the utility rating will fall as a result of adverse rating
changes on MEHC, which also has a stable réting outlook.

Table 1.

-9acifiCnrp = Peet Csmparisnn*

. PacifiCorp Portland General Electric Co. Pacific Gas & Electric Co.
Rating as of Sept. 22, 2010 A-/Stable/A-2- BBB/Stable/A-2 BBB+/Watch Neg/A-2
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Table 1.

Paciﬁﬁom ;—_~' Peer Comparisdn? {cont}

--Average of past three fiscal years—

{Mil. $)
Revenues 44043 1,764.0 13.218.9
Net income from cont. oper. 4787 109.0 11577
Funds from operations {FFO} 13423 3265 30300
Capital expenditures 1,850.2 5114 34377
Cash and short-term investments 134.7 38.0 175.7
Debt 6,641.7 18752 12,662.8
Preferred stock 342 00 258.0
Equity 5,826.2 14043 10,0323
Debt and equity 12,567.9 32785 22,6952
Adjusted ratios
EBIT interest coverage (x) 28 22 28
FFO int. cov. {x) 43 35 41
FFO/debt (%) 202 174 239
Discretionary cash flow/debt (%) {10.5) {(14.4) {14.1)
Net cash flow/capex (%) 725 515 712
Total debt/debt plus equity (%) 528 572 558
Return on common equity (%} 72 83 M4
" Commeon dividend payout ratio {unadj.} (%) 27 596 496

*Fully adjusted {including postretirement obligations).

Table 2.

”PhécifiiCorp -- Financial S'uminary*

--Fiscal year ended Dec. 31--

2009 2008 2007 2006 2006
Rating history ' A-/Stable/A-2 A-/Watch Neg/A-1 A-/Stable/A-1 A-/Stable/A-1 A-/Stable/A-1
{Mil. $)
Revenues 44570 44980 42580 41541 38967
Net income from continuing operations 5420 458.0 4330 3079 3607
Funds from operations {FFO) 1.760.1 1.272.3 994.8 9278 864.5
Capital expenditures 2,297.1 1,750 1,496.4 1.375.0 1,0305
Cash and short-term investments 117.0 53.0 228.0 53.0 1196
Debt 74158 66359 58735 54736 5185.3
" Preferred stock 205 410 410 M3 3
Equity 67115 5,987.0 5,080.0 44768 3750.7
Debt and equity 141273 126229 10,953.5 9.900.4 89380
Adjusted ratios
EBIT interest coverage {x} 27 28 28 25 30
FFQ int. cov. {x) 49 42 35 38 38
FFO/debt (%) 237 192 169 16.9 16.7
Discretionary cash fiow/debt (%) (10.2) {10.7} (10.5) {10.7) {5.6)
www.standardandpoors.com/ratingsdirect 5

824972 | 300030966



Rocky Mountain Power
Exhibit No. 7 Page 6 of 9
Case No. PAC-E-11-12 g
Witness: Bruce N. Williamgaaﬁ Corp

Table 2.
PacifiCorp -- Financial Summary* {cont.)
Net cash flow/capex {%) 768 723 66.3 66.1 66.7
Debt/debt and equity (%) 52.5 526 53.6 55.3 58.0
Return on common equity (%) 10 68 78 6.2 89
Common dividend payout ratio (unadj.} {%) 10 0.0 0.0 52 48.1
*Fully adjusted (including postretirement obligations). '

Table 3.

Reconciliation 0f PacifiCorp Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. $)*
~--Fiscal year ended Dec. 31, 2009--

PacifiCorp reported amounts

Operating Operating Operating
income  income  income Cash flow Cash flow
Shareholders’ {before {before (after Interest from from Dividends Capital
Debt equity D&A) D&A) D&A) expense operations operations paid expenditures

Reported 6.416.0 6.732.0 1,608.0 1.608.0 1.060.0 359.0 1.500.0 1.500.0 20 23280

Standard & Poor's adjustments

Operating 365 - 5.0 23 23 23 27 27 - 41
leases

intermediate 205 {20.5) - - - 1.0 (1.0} (1.0} {1.0}

hybrids

reported as

equity

Postretirement 369.9 - 200 200 200 50 338 338 - -
benefit

obligations

Accrued 111.0 - - - - - - - - -
interest not

included in

reported debt

Capitalized - - - - - 35.0 {35.0} {35.0 - {35.0)
interest

Power purchase  395.7 - 63.3 83.3 258 258 375 375 -
agresments

Asset 66.3 - 90 9.0 90 90 5.2 5.2 -
retirement
obligations

Reclassification - - - - 83.0 - - - - -
of nonoperating

income

{expenses)

Reclassification -- - - - - - - 217.0 - -
of

working-capital

cash flow

changes

Total 999.8 {205} 97.3 94.6 140.2 78.2 431 260.1 {1.0) {30.9)
adjustments )

Standard & Poor’s | RatingsDirect on the Global Credit Portal | October 7, 2010 6
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(Ml $1* {cont.}

Cash flow Funds

Operating

income

(before

Debt Equity D&A)

Adjusted 74158 67115 1,706.3

from from Dividends Capital
EBIT expense operations operations paid expenditures
1.543.1 1.760.1 1.0 22971

*PacifiCorp reported amounts shown are taken from the company’s financial statements but might include adjustments mads by data providers or reclassifications made by
Standard & Poor's analysts. Please note that two reported amounts (operating income before DA and cash flow from operations) are used to derive more than one Standard
& Poor's-adjusted amount {operating income before D&A and EBITDA, and cash flow from operations and funds fram operations, respactively). Conseguently, the first section

in some tables may feature duplicate descriptions and amounts.

Ratings Detail (45 0f Oriob

PacifiCorp
Corporate Credit Rating A-/Stable/A-2
Commercial Paper

Local Currency A2
Preferred Stock (1 Issue) BBB
Senior Secured (69 Issues) A
Senior Unsecured (1 Issus) A-
Senior Unsecured (2 issues) A/Deveioping
Corporate Credit Ratings History
27-Mar-2009 A-/Stable/A-2
18-Sep-2008 A-/Watch Neg/A-1
22-Mar-2006 A-/Stable/A-1
06-Mar-2006 A-/Stable/A-2
Business Risk Profile Excellent
Financial Risk Profile Significant
Related Entities
CE Casecnan Water and Energy Co. inc.
Senior Secured {1 Issue) BB+/Stable
CE Electric U.K. Funding Co.
Issuer Credit Rating BBB+/Stable/A-2
Senior Unsecured (1 Issue} BBB+/Stable
CE Generation LLC
Senior Secured (1 Issue} BB+/Stable
Cordeva Energy Co. LLC
Senior Secured (1 Issue} BB/Stable
lowa-iliinois Gas & Electric Co.
Senior Unsecured {5 Issues} A-/A-2
Kem River Gas Transmission Co.
Senior Secured {2 Issues) A-/Stable
MidAmerican Energy Co.
Issuer Credit Rating A-/Stable/A-2

www.standardandpoors.com/ratingsdirect
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Commercial Paper
Local Currency
Preferred Stock {1 Issue}
Senior Unsecured {9 Issues)
Senior Unsecured {2 Issues)
MidAmerican Energy Holdings Co.
Issuer Credit Rating
Preferred Stock {2 Issues}
Senior Unsecured (8 Issues)
MidAmerican Funding LLC
Senior Secured {Z Issues)
Midwest Power Systems inc.
~ Senior Unsecured {1 Issue)
Northern Eiectric Distribution Ltd.
Issuer Credit Rating
Senior Unsecured {1 Issug}
Northern Electric Finance PLC
Senior Unsecured {1 issue)
Northem Electric PLC
tssuer Credit Rating
Senior Unsecured (1 Issue}
Northern Natural Gas Co.
Issuer Credit Rating
Senior Unsecured {5 Issues}
Salton Sea Funding Corp.
Senior Secured {2 Issues)
Yorkshire Electricity Distribution PLC
Issuer Credit Rating
Senior Unsecured {1 Issug)
Senior Unsecured {1 Issue)
Yorkshire Electricity Group PLC
Issuer Credit Rating
Yorkshire Power Group Ltd.
Issuer Credit Rating
Senior Unsecured {1 Issus}

Rocky Mountain Power
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A2
B8BB+
A-
A-/A-2

BBB+/Stable/--
BBB-
BBB+
BBB+

A-/A-2

A-/Stable/-
A-

A-/Stable

BBB+/Stable/A-2
A

A/Stable/~
A

BBB-/Stable
A/Stable/A-2
A_

A-/Stable

BBB+/Stable/-

BBB+/Stable/A-2
BBB+

*Unless otherwise noted, alf ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard

& Poor's credit ratings.on a national scale are refative to obligors or obligations within that specific country.
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confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Weh sites, www.standardandpoors.com {free of charge), and
wwwi.ratingsdirect.com and www.globalcreditportal.com (subscription}, and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

the MeGraw -Hill companies

www standardandpoors.com/ratingsdirect 9

824572 360030565



1T HAY 27 AM10:55  Case No. PAC-E-11-12
Exhibit No. 8
Witness: Bruce N. Williams

BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

ROCKY MOUNTAIN POWER

Exhibit Accompanying Direct Testimony of Bruce N. Williams

Standard & Poor’s Ratings Direct Rating Factors
April 30, 2010

May 2011




STANDARD
&POOR’S

PacifiCorp

Primary Credit Analyst:
Anne Selting, San Francisco (1) 415-371-5009; anne_selting@standardandpoors.com

Secondary Credit Analyst:
Todd A Shipman, CFA, New York {1) 212-438-7676; toedd_shipman@standardandpoors.com

Table Of Contents

Major Rating Factors
Rationale

Outlook

www.standardandpoors.com/ratingsdirect 1
796125 | 300030966



Rocky Mountain Power
Exhibit No. 8 Page 2 of 10
Case No. PAC-E-11-12
Witness: Bruce N. Williams

PacifiCorp

Major Rating Factors

Strengths: Corporate Credit Rating
.

Market and regulatory diversity afforded by PacifiCorp's electric utility A-/Stable/A-2
business, which serves portions of six western U.S. states;
~ o Retail electric rates compare favorably with those of other electric suppliers
operating in the states PacifiCorp serves, suggesting that the company may
be able to maintain its competitive advantage despite its ongoing need for
rate relief to support a large capital program;

» The company has made progress in putting into place fuel and purchased
power adjusters in the six states it serves (an adjuster was put into effect in
Idaho in 2009, and one is pending in PacifiCorp's largest market, Utah);

e The completion of 1,068 megawatts of new natural gas plants, along with
wind farm investment, is reducing the company's reliance on purchased
power; and

* A tentative resolution in the contentious Klamath hydro relicensing case has
the potential to adequately address the company's financial exposure if the
project is decommissioned, as is now envisioned.

Weaknesses: A

+ Despite recent rate relief in nearly all states PacifiCorp serves, regulatory lag continues to allow only modest
improvement in the company's financial profile: Its return on equity remains under authorized levels and
although leverage has improved since MidAmerican Energy Holdings Co. (MEHC) acquired it in 2006, cash flow
metrics remain weak;

» Regulators will need to consistently support retail rate increases to recover PacifiCorp's planned capital
investments, although the recessionary environment has caused some scaling-back of capital plans;

¢ Growth in the percentage of generation provided by natural gas costs mitigates some of the company's potential
exposure to carbon regulation, but introduces greater potential for cost volatility.

Rationale

The 'A-' corporate credit rating (CCR) on PacifiCorp reflects its "excellent” business risk profile, evidenced by a
diverse and growing service territory, and "aggressive" financial risk profile that reflects a large capital program and
the need to shore up its cash flow metrics. While the ring-fenced utility's credit metrics are more consistent on a
stand-alone basis with a 'BBB’ category rating, Standard 8¢ Poor's Ratings Services expects that management will
achieve cash flow metrics more consistent with an 'A’ category rating over the next several years. PacifiCorp is
owned by MidAmerican Energy Holdings Co. (MEHC; BBB+/Stable/--). In turn, MEHC is privately held and
majority owned by Berkshire Hathaway (AA+/Stable/A-1+), which at year-end 2009 had an 89.5% interest in
MEHC on an undiluted basis. (MEHC's remaining common equity is owned by Walter Scott [9.7%] and President
and Chief Executive Officer Greg Abel [0.8%]). MEHC has demonstrated a willingness to deploy equity to support
the utility's large capital program, providing the utility with $865 million in equity contributions since it purchased
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the company in March 2006.

MEHC's credit profile is supported by Berkshire, which has in place through February 2011 a $3.5 billion equity
commitment agreement between itself and MEHC in which MEHC can unilaterally call upon Berkshire to support
either its debt repayment or the capital needs of its regulated subsidiaries, including PacifiCorp. In March 2010, the
agreement was amended to extend through February 2014 at a lower level of $2 billion. We view this agreement
between PacifiCorp's parent and a 'AA+' rated entity as reducing the likelihood of a PacifiCorp default.

Nevertheless, we expect PacifiCorp to grow into a stand-alone credit profile consistent with the 'A-' rating on the
company. We take this view because the utility has no right to cause MEHC to make an equity contribution, either
from MEHC or via Berkshire through an MEHC board request. While MEHC would typically have strong
incentives to support the utility by tapping the Berkshire contingent equity, we would note that in a catastrophic
utility event, MEHC would be expected to do so only if doing so were in the economic best interests of the parent.
Such a scenario is remote and would require an unprecedented event such as what occurred during the western
energy crisis, when regulators refused to allow utilities to recover power procurement costs.

PacifiCorp serves 1.7 million customers in portions of six western states: Utah, Oregon, Wyoming, Washington,
Idaho, and California. The company operates as Pacific Power in Oregon, Washington, and California, and as
Rocky Mountain Power in Utah, Wyoming, and Idaho. The company's two largest markets, Utah and Oregon,
accounted for about 67% of the company’s retail electric sales in 2009, with Wyoming and Washington at 25%,
and the balance being sold to customers in Idaho and California. As of Dec. 31, 2009, the utility's long-term debt
was $6.4 billion. Consolidated long-term debt at MEHC (which includes PacifiCorp's debt) was nearly $20 billion
as of the same date.

Supportive rate case outcomes remain key to maintaining and improving upon the company's financial performance.
When MEHC purchased PacifiCorp in 2006 from ScottishPower, the utility had consistently been unable to earn its
authorized return on equity (ROE), which varies by jurisdiction but ranges from 10% to 10.6%. Management has
focused on improving its returns, with some success. In 2009, our calculations suggest that the consolidated ROE
for PacifiCorp was 8.5%. Regulatory lag remains an issue for the company, although the company is permitted
under state regulation to use forward test years for rate cases in Utah, Oregon, Wyoming, and California. (Idaho
and Washington require historical test years.)

In 2009, several parties, interveners, and the company reached a settlement to implement fuel and purchased power
adjustments, which the IPUC approved. The Utah Public 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 difference between the net
power costs allowed in the company's 2009 rate case and actual costs incurred. That request is pending before the
commission. '

Recent general rate case activity includes the company's settlement agreement with the UPSC on Feb. 18, 2010, for a
retail rate increase of $32 million, an average price increase of 2%, as compared with the original $67 million

sought. In Wyoming, the company has filed a general rate case with the Wyoming Public Service Commission for an
increase of as much as $71 million. Early this year, the commission in Oregon approved a stipulation agreement that
includes an annual increase to $42 million, as well as three tariff riders for the collection of an additional $8 million
that is associated with various cost initiatives over the course of the next three years. In Washington, the commission
and PacifiCorp reached a settlement agreement for an annual increase of $14 million, or an average price increase of
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5%. Pro forma rate adjustments in California were made in January 2009 to address energy cost adjustments and
attrition adjustments. The company has filed a general rate case with the California Public Utilities Commission for
an annual increase of $8 million that remains pending.

PacifiCorp completed $2.3 billion in capital expenditures in 2009, up from $1.8 billion in 2008. The company is
projected to spend $4.6 billion in 2010-2012, excluding non-cash allowance for funds used during construction. The
largest component of PacifiCorp's capital program is the construction of the Gateway transmission project, an
estimated $4.6 billion, 2,000-mile transmission line connecting portions of Wyoming, Utah, Idaho, Oregon, and the
southwestern U.S. The project is being completed in phases, with initial portions of new lines being placed in service
as early as 2010 and a completion date scheduled for 2018. About 34% of the company's total capital budget over
the next three years (2010-2012) is devoted to transmission investment, of which Gateway is a component. In 2008,
the Federal Energy Regulatory Commission awarded the company incentive rate treatment of 200 basis points for
seven of the eight project segments.

Lower fuel prices, decreased volume of wholesale electricity purchases, and favorable rate approvals on retail
electricity sales and sales of renewable energy credits affected PacifiCorp's 2009 results. Although revenues declined
slightly, by almost 1%, gross margins per megawatt-hour sold increased by almost 6%, as did the company's
earnings before interest and taxes. Operating income increased about 11% due in large part to retail revenues
increases provided by regulatory rate relief. For 2009, cash flows from operations rose by $508 million to $1.5
billion, but the majority of this was attributable to thé deferred income taxes. In 2009, retail sales declined by 3%,
while wholesale sales were approximately flat. About 30%-32% of PacifiCorp's total electric sales are to industrial
customers. As a result, we had expected sales contraction to be a drag on 2009 performance, as industrial sales are
more sensitive to the business cycle than is residential electric consumption. Industrial sales declined 7% in 2009.

Year-end leverage for the company was 53%, virtually unchanged year over year. Borrowing in 2009 was partially
offset by $125 million of equity contribution from MEHC. These equity investments wiil be key to maintaining a
balanced capital structure throughout the company's capital program. Debt to total capitalization reflects several
adjustments we make, the largest of which include adding $395 million for power purchase obligations and $370
million for post-retirement obligations. We expect that PacifiCorp will not be in a position to make distributions to
its parent while it is executing its capital program and that MEHC will manage PacifiCorp's debt leverage
downward to the 50% area in the next several years.

Short-term credit factors :

The company's liquidity position is strong. The PacifiCorp 'A-2' short-term rating reflects that although the
contingent equity agreement between MEHC and Berkshire supports MEHC and its subsidiaries, the agreement is
not a source of instantaneous liquidity. The agreement allows Berkshire up to 180 days to fund a request by MEHC.
Given 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.
However, we note that althongh Berkshire contractually has up to six months to respond to an MEHC call for
liquidity, it has strong economic incentives to do so.

PacifiCorp's cash and cash equivalents totaled $117 million as of Dec. 31, 2009. In addition, the company has
$1.395 billion in unsecured revolving credit structured in two separate agreements: an $800 million line expiring
July 2013 and a $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 facilities.
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Outlook

The stable outlook on the PacifiCorp ratings incorporates our expectation that MEHC will continue to support the
utility by contributing equity sufficient to ensure that our fully adjusted debt to total capitalization is managed over
the next few years to an adjusted level of closer to 50% and that FFO to total debt and FFO interest coverage will
be 20% or better and in the range of 4.0x-4.5x, respectively. Given that PacifiCorp's financial risk profile is weak
for the current ratings, we do not expect near-term upward ratings momentum for the utility, PacifiCorp’s
regulatory and structural insulation shields the utility from some MEHC credit deterioration, to an extent.
Specifically, our criteria provide that the PacifiCorp CCR can be no more than three notches above the MEHC
consolidated credit rating. The company is comfortably within this range, so we do not see significant prospects for
the utility rating to fall as a result of adverse rating changes on MEHC, which also enjoys a stable outlook.

Table 1.

PacifiCorp - Peer Comparison® .

PacifiCorp Portland General Electric Co. Pacific Gas & Electric Co.
Rating as of April 28, 2010 A-/Stable/A-2 BBB/Stable/A-2 BBB+/Stable/A-2

--Average of past three fiscal years--

(Mil. $)
Revenues 44043 1,764.0 13,2189
Net income from cont. oper. 479.7 109.0 1,157.7
Funds from operations {FFQ) 13423 3265 3,0300
Capital expenditures 1,850.2 5114 34377
Debt 86,6417 1.875.2 12,662.8
Equity 59262 14043 10,032.3
Adjusted ratios .
Oper. income (bef. D&A}/revenues (%) 358 253 293
EBIT interest coverage (x) 28 22 29
EBITDA interest coverage {x} 40 38 44
Return on capital (%) 8.0 78 102
FFO/debt {%) 202 174 239
Debt/EBITDA {x} 42 43 33
*Fully adjusted {including postretirement obligations).

Table 2.

--Fiscal year ended Mar. 31—
2009 2008 2007 2006 2006

Rating history A-/Stable/A-2 A-/Stable/A-1 A-/Stable/A-1 A-/Stable/A-1 A-/Stable/A-1
(Mil. $}
Revenues 44570 4,498.0 4,258.0 4,154.1 3,896.7
Net income from continuing operations 542.0 458.0 4380 307.9 360.7
Funds from operations {FFO} 1.760.1 1,272.1 9948 9276 864.5
Capital expenditures 22971 1,757.0 1.496.4 1.375.0 1.030.5
Cash and short-term investments 170 590 2280 59.0 1186
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Debt 6,635.9 58735 54736 5,185.3
Preferred stock 205 1.0 41.0 413 413
Equity 56,7115 5987.0 5,080.0 44726.8 3,750.7
Debt and equity 141273 12,6229 10,9535 9,900.4 89360
Adjusted ratios

EBIT interest coverage {x) 27 28 28 25 30
FFO int. cov. {x) 49 42 35 38 38
FFO/debt (%} 237 19.2 16.9 169 1687
Discretionary cash flow/debt (%) (10.2) {10.7) (10.9) (10.7} (5.8
Net cash flow/capex {%} 76.6 723 66.3 66.1 66.7
Debt/debt and equity {%) 525 526 536 55.3 58.0
Return on commeon equity {%) 7.0 6.8 18 6.2 89
Comman dividend payout ratio {unadj.} (%} 70 0.0 00 5.2 491

*Fully adjusted (including postretirement obligations).

Table 3.

Reconciliation Of PacifiCorp Repor(éd Amounts With Standard & Poor's Adjusted Amounts (Mil. 8}*

~-Fiscal year ended Dec. 31, 2009--

PacifiCorp

PacifiCorp reported amounts

Operating Operating Operating

income
{before
D&A)

Shareholders'

Debt equity

income
(before

Cash flow Cash flow
from from
operations operations

income
(after
D&A)

Interest

D&A) expense

Dividends
paid

Capital
expenditures

Reported 6,416.0 6,7320 1,608.0

1,609.0 1,060.0 3580 1,500.0 1,500.0

20

2,3280

Standard & Poor's adjustments

Operating 365 - 50

lgases

23 23 23 27 217

41

intermediate 205 {20.5) -
hybrids
reported as

equity

1.0 (1.0} {1.0)

(1.0}

Postretirement 369.9 - 200
benefit

- obligations

200 200 5.0 338 338

Accrued
interest not
included in
reported debt

11.0 - -

Capitalized - - -
interest

350 {35.0) {35.0)

{35.0)

Power purchase 3957 - 63.3

agreements

63.3 258 %8 315 375

Asset
retirement
obligations

66.3 - 80

80 9.0 30 5.2 52

Reclassification - - -
of nonoperating

income

{expenses)

- 83.0 - - -
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Table 3.

Reconciliation 0f PacifiCorp Beported Amounts With Standard & Poar's Adjusted Amounts (Mil. $)* ('cnvn,t.)v

Reclassification - - - - - - - 2170 - -
of

working-capital

cash fiow

changes

Total 993.8 {20.5) 97.3 946 140.2 78.2 431 260.1 {1.0) {30.9)
adjustments '

Standard & Poor's adjusted amounts

Operating
income Cash flow Funds
{before Interest from from Dividends Capital
) Debt Equity D&A) - EBITDA EBIT expense operations operations paid expenditures
- Adjusted 74158 6,7115 1.706.3 1.703.6 1,200.2 4372 15431 1.760.1 1.0 2,297.1

*PacifiCorp reported amounts shown are taken from the company’s financial statements but might include adjustments made by data providers ar reclassifications made by
Standard & Poor's analysts. Please note that two reported amounts (operating income before D&A and cash flow from operations) are used to derive more than one Standard

- & Poor’s-adjusted amount {operating income before D&A and EBITDA, and cash flow from operations and funds from operations, respectively). Consequently, the first section
in some tables may feature duplicate descriptions and amounts.

5

‘Ratings Detail (A 0f Apdil 30, 21

PacifiCorp

Corporate Credit Rating A-/Stable/A-2

Commercial Paper

Local Currency A2

Preferred Stock (1 Issue) BBB

Senior Secured (70 Issues) A

Senior Unsecured {1 Issue} A-

Senior Unsecured (3 Issues} A-A-2

Senior Unsecured (2 Issues) A/Developing

Comorate Credit Ratings History

27-Mar-2009 A-/Stable/A-2

18-Sep-2008 A-/Watch Neg/A-1

22-Mar-2006 A-/Stable/A-1

08-Mar-2006 A-/Stable/A-2

25-May-2005 A-/Watch Neg/A-2

Business Risk Profile Excellent

Financial Risk Profile , Aggressive

Related Entities

CE Casecnan Water and Energy Co. inc.

Senior Secured {1 Issue) BB-/Stable

CE Electric U.K. Funding Co.

Issuer Credit Rating BBB+/Stable/A-2

Senior Unsecured (1 Issue} BBB+/Stable

CE Generation LLC

Senior Secured {1 Issue) BB+/Stable

Cordova Energy Co. LLC

Senior Secured {1 Issue), BB/Stable
www.standardandpoors.com/ratingsdirect 7
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Ratings Detail (A5
fowa-illinois Gas & Electric Co.
Senior Unsecured (5 Issues)
Kem River Gas Transmission Co.
Senior Secured {2 Issues)
MidAmerican Energy Co.
Issuer Credit Rating
Commercial Paper

Local Currency
Preferred Stock {1 Issue}
Senior Unsecured {9 issues}
Senior Unsecured {2 Issues)
MidAmerican Energy Holdings Co.
Issuer Credit Rating
Preferred Stock (2 lssues)
Senior Unsecured {8 Issues)
MidAmerican Funding LLC
Senior Secured {2 Issues)
Midwest Power Systems Inc.
Senior Unsecured (1 Issug)
Northern Electric Distribution Ltd.
Issuer Credit Rating
Senior Unsecured (1 Issue}
Northern Electric Finance PLC
Senior Unsecured (1 Issus}
Northem Electric PLC
Issuer Credit Rating
Senior Unsecured (1 Issue)
Northern Natural Gas Co.
Issuer Credit Rating
Senior Unsecured (5 Issues}
Salton Sea Funding Corp.
Senior Secured {3 Issues)
Utah Power & Light Co.
Senior Secured {1 Issus)
Yorkshire Electricity Distribution PLC
Issuer Credit Rating
Senior Unsecured (1 Issue}
Senior Unsecured {1 Issue}
Yorkshire Electricity Group PLC
Issuer Credit Rating
Yorkshire Power Group Ltd.
Issuer Credit Rating
Senior Unsecured (1 Issue)
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acifiCorp

A-/A2

A-/Stable
A-/Stable/A-2
A-2

BBB+

A-

A-/A2
BBB+/Stable/--
BBB-

BBB+

BBB+

A-/A2

A-/Stable/--
A

A-/Stable

BBB+/Stable/A-2
A-

A/Stable/-
A

BBB-/Stable
AAA/Negative
A-/Stable/A-2
A.

A-/Stable

BBB+/Stable/—-

BBB+/Stable/A-2
88B+

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard
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Criteria | Corporates | Utilities:
Standard & Poor's Methodology For Imputing
Debt For U.S. Utilities' Power Purchase

Agreements

For many years, Standard & Poor's Ratings Services has viewed power supply agreements (PPA} in the U.S. utility
sector as creating fixed, debt-like, financial obligations that represent substitutes for debt-financed capital
investments in generation capacity. In a sense, a utility that has entered into a PPA has contracted with a supplier to
make the financial investment on its behalf. Consequently, PPA fixed obligations, in the form of capacity payments,
merit inclusion in a utility's financial metrics as though they are part of a utility's permanent capital structure and
are incorporated in our assessment of a utility's creditworthiness.

" We adjust utilities' financial metrics, incorporating PPA fixed obligations, so that we can compare companies that
finance and build generation capacity and those that purchase capacity to satisfy customer needs. The analytical goal
of our financial adjustments for PPAs is to reflect fixed obligations in a way that depicts the credit exposure that is
added by PPAs. That said, PPAs also benefit utilities that enter into contracts with suppliers because PPAs will
typically shift various risks to the suppliers, such as construction risk and most of the operating risk. PPAs can also
provide utilities with asset diversity that might not have been achievable through self-build. The principal risk borne
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 calculating the debt to be imputed for PPA-related fixed obligations can be found among the
" commitments and contingencies" in the notes to a utility's financial statements. We calculate a net present value
{(NPV) of the stream of the outstanding contracts' capacity payments reported in the financial statements as the
foundation of our financial adjustments. ’

The notes to the financial statements enumerate capacity payments for the five years succeeding the annual report
and a "thereafter” period. While we have access to proprietary forecasts that show the detail underlying the costs
that are amalgamated beyond the five-year horizon, others, for purposes of calculating an NPV, can divide the
amount reported as "thereafter” 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.

In calculating debt equivalents, we also include new contracts that will commence during the forecast period. Such
contracts aren't reflected in the notes to the financial statements, but relevant information regarding these contracts
are provided to us on a confidential basis. If a contract has been executed but the energy will not flow until some
later period, we won't impute debt for that contract until the year that energy deliveries begin under the contract if
the contract represents incremental capacity. However, to the extent that the contract will simply replace an expiring
contract, we will impute debt as though the future contract is a continuation of the existing contract.

We calculate the NPV of capacity payments using a discount rate equivalent to the company's average cost of debt,
net of securitization debt. Once we arrive at the NPV, we apply a risk factor, as is discussed below, to reflect the
benefits of regulatory or legislative cost recovery mechanisms.

Standard & Poor’s RatingsDirect | 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 debt-to-capitalization ratio by adding the adjusted NPV to both the numerator and the denominator of that
ratio.

We calculate an implied interest expense for the imputed debt by multiplying the same utility average cost of debt
used as the discount rate in the NPV calculation by the amount of imputed debt. The adjusted FFO-to-interest
expense ratio is calculated by adding the implied interest expense to both the numerator and denominator of the
equation. We also add implied depreciation to the equation's numerator. We calculate the adjusted
FFO-to-total-debt ratio by adding imputed debt to the equation's denominator and an implied depreciation expense
to its numerator.

Our adjusted cash flow credit metrics include a depreciation expense adjustment to FFO. This adjustment represents
a vehicle for capturing the ownership-like attributes of the contracted asset and tempers the effects of imputation on
the cash flow ratios. We derive the depreciation expense adjustment by multiplying the relevant year's capacity
payment obligation by the risk factor and then subtracting the implied PPA-related interest expense for that year
from the product of the risk factor times the scheduled capacity payment.

Risk Factors

The NPVs that Standard & Poor's calculates to adjust reported financial metrics to capture PPA capacity payments
are multiplied by risk factors. These risk factors typically range between 0% to 50%, but can be as high as 100%.
Risk factors are inversely related to the strength and availability of regulatory or legislative vehicles for the recovery
of the capacity costs associated with power supply arrangements. The strongest recovery mechanisms translate into
the smallest risk factors. A 100% risk factor would signify that all risk related to contractual obligations rests on the
company with no mitigating regulatory or legislative support.

For example, an unregulated energy company that has entered into a tolling arrangement with a third-party supplier
would be assigned a 100% risk factor. Conversely, a 0% risk factor indicates that the burden of the contractual
payments rests solely with ratepayers. This type of arrangement is frequently found among regulated utilities that act
as conduits for the delivery of a third party’s electricity and essentially deliver power, collect charges, and remit
revenues to the suppliers. These utilities have typically been directed to sell all their generation assets, are barred
from developing new generation assets, and the power supplied to their customers is sourced through a state auction
or third parties, leaving the utilities to act as intermediaries between retail customers and the electricity suppliers.

Intermediate degrees of recovery risk are presented by a number of regulatory and legislative mechanisms. For
example, some regulators use a utility's rate case to establish base rates that provide for the recovery of the fixed
costs created by PPAs. Although we see this type of mechanism as generally supportive of credit quality, the fact
remains that the utility will need to litigate the right to recover costs and the prudence of PPA capacity payments in

successive rate cases to ensure ongoing recovery of its fixed costs. For such a PPA, we employ a 50% risk factor. In
 cases where a regulator has established a power cost adjustment mechanism that recovers all prudent PPA costs, we
employ a risk factor of 25% because the recovery hurdle is lower than it is for a utility that must litigate time and
again its right to recover costs.

‘We recognize that there are certain jurisdictions that have true-up mechanisms that are more favorable and frequent
than the review of base rates, but still don't amount to pure pass-through mechanisms. Some of these mechanisms
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are triggered when certain financial thresholds are met or after prescribed periods of time have passed. In these

instances, in calculating adjusted ratios, we will employ a risk factor between the revised 25% risk factors for
utilities with power cost adjustment mechanisms and 50%.

Finally, we view legislatively created cost recovery mechanisms as longer lasting and more resilient to change than
regulatory cost recovery vehicles. Consequently, such mechanisms lead to risk factors between 0% and 15%,
depending on the legislative provisions for cost recovery and the supply function borne by the utility. Legislative
guarantees of complete and timely recovery of costs are particularly important to achieving the lowest risk factors.

Hlustration Of The PPA Adjustment Methodology

The calculations of the debt equivalents, implied interest expense, depreciation expense, and adjusted financial
metrics, using risk factors, are illustrated in the following example:

Example Of Power-Purchase Agreement Adjustment

($000s) Assumption Year 1 Year 2 Year 3 Year 4 Year5 Thereafter
Cash from operations 2,000,000
Funds from operations 1,500,000
Interest expense 444,000
Directly issued debt
Short-term debt 600,000
Long-term due within one year 300,000
Long-term debt ' 6,500,000
Shareholder's Equity 8,000,000
Fixed capacity commitments 600,000 600,000 600,000 600,000 600,000 600,000 4,200,800
NPV of fixed capacity commitments
Using a 6.0% discount rate 5,030,306
Application of an assumed 25% 1,251,577
risk factor
Implied interest expense - 75,455
implied depreciation expense 74,545
Unadjusted ratios
FFO to interest (x) 44
FFO to total Debt (%) 200
Debt to capitalization {%) 55.0
Ratios adjusted for debt imputation
FFO to interest {x)& 40
FFO to total debt {%)** 18.0
Debt to capitalization {%)7% 59.0

*Thereafter approximate years: 7. YThe current year's implied interest is subtracted from the product of the risk factor multiplied by the current year's capacity payment.
§Adds implied interest to the numerator and denominator and adds implied depreciation to FFD. **Adds implied depreciation expense to FFQ and implied debt to reperted
debt. 19Adds implied debt to both the numerator and the denominator. FFO-Funds from operations. NPV--Net present value.
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Short-Term Contracts

Standard & Poor's has abandoned its historical practice of not imputing debt for contracts with terms of three years
or less. However, we understand that there are some utilities that use short-term PPAs of approximately one year or
less as gap fillers pending the construction of new capacity. To the extent that such short-term supply arrangements
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.

Evergreen Treatment

The NPV of the fixed obligations associated with a portfolio of short-term or intermediate-term contracts can lead
to distortions-in a utility's financial profile relative to the NPV of the fixed obligations of a utility with a portfolio of
PPAs that is made up of longer-term commitments, Where there is the potential for such distortions, rating
committees will consider evergreen treatment of existing PPA obligations as a scenario for inclusion in the rating
analysis. Evergreen treatment extends the tenor of short- and intermediate-term contracts to reflect the long-term
obligation of electric utilities to meet their customers' demand for electricity.

While we have concluded that there is a limited pool of utilities whose portfolios of existing and projected PPAs
don'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
obligations. A blanket application of evergreen treatment is not warranted.

To provide evergreen treatment, Standard & Poor's starts by looking at the tenor of outstanding PPAs. Others can
look to the "commitments and contingencies" in the notes to a utility's financial statements to derive an
approximate tenor of the contracts. If we conclude that the duration of PPAs is short relative to our targeted tenor,
we would then add capacity payments until the targeted tenor is achieved. Based on our analysis of several
companies, we have determined that the evergreen extension of the tenor of existing contracts and anticipated
contracts should extend contracts to a common length of about 12 years.

The price for the capacity that we add will be derived from new peaker entry economics. We use empirical data to
establish the cost of developing new peaking capacity and reflect regional differences in our analysis. The cost of
new capacity is translated into a dollars per kilowatt-year (kW-year) figure using a weighted average cost of capital
for the utility and a proxy capital recovery period.

Analytical Treatment Of Contracts With All-In Energy Prices

The pricing for some PPA contracts is stated as a single, all-in energy price. Standard & Poor's considers an implied
capacity price that funds the recovery of the suppliet's capital investment to be subsumed within the all-in energy
price. Consequently, we use a proxy capacity charge, stated in $/kW, to calculate an implied capacity payment
associated with the PPA. The $/kW figure is multiplied by the number of kilowatts under contract. In cases of
resources such as wind power that exhibit very low capacity factors, we will adjust the kilowatts under contract to
reflect the anticipated capacity factor that the resource is expected to achieve.

We derive the proxy cost of capacity using empirical data evidencing the cost of developing new peaking capacity.
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We will reflect regional differences in our analysis. The cost of new capacity is translated into a $/kW figure using a

weighted average cost of capital and a proxy capital recovery period. This number will be updated from time to time '
to reflect prevailing costs for the development and financing of the marginal unit, a combustion turbine.

Transmission Arrangements

In recent years, some utilities have entered into long-term transmission contracts in lieu of building generation. In
some cases, these contracts provide access to specific power plants, while other transmission arrangements provide
access to competitive wholesale electricity markets. We have concluded that these types of transmission '
arrangements represent extensions of the power plants to which they are connected or the markets that they serve.
Irrespective of whether these transmission lines are integral to the delivery of power from a specific plant or are
conduits to wholesale markets, we view these arrangements as exhibiting very strong parallels to PPAs as a
substitute for investment in power plants. Consequently, we will impute debt for the fixed costs associated with
long-term transmission contracts.

PPAs Treated As Leases

Several utilities have reported that their accountants dictate that certain PPAs need to be treated as leases for
accounting purposes due to the tenor of the PPA or the residual value of the asset upon the PPA's expiration. We
have consistently taken the position that companies should identify those capacity charges that are subject to
operating lease treatment in the financial statements so that we can accord PPA treatment to those obligations, in
lien of lease treatment. That is, PPAs that receive operating lease treatment for accounting purposes won't be subject
to a 100% risk factor for analytical purposes as though they were leases. Rather, the NPV of the stream of capacity
paymerits associated with these PPAs will be reduced by the risk factor that is applied to the utility's other PPA
commitments. PPAs that are treated as capital leases for accounting purposes will not receive PPA treatment because
capital lease treatment indicates that the plant under contract economically "belongs" to the utility.

Evaluating The Effect Of PPAs

Though history is on the side of full cost recovery, PPAs nevertheless add financial obligations that heighten
financial risk. Yet, we apply risk factors that reduce debt imputation to recognize that utilities that rely on PPAs
transfer significant risks to ratepayers and suppliers.

Additional Contacts:

Arthur F Simonson, New York {1) 212-438-2084; arthur_simonson@standardandpoors.com
Arteen Spangler, New York (1} 212-438-2098; arleen_spangler@standardandpoors.com
Scott Taylor, New York (1) 212-438-2057; scott_taylor@standardandpoors.com

John W Whitlock, New York (1) 212-438-7678; john_whitlock@standardandpoors.com
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Indicative Forward PCRB Variable Rates
For Quarter End Periods for Year Ending December 31, 2011

30 Day LIBOR Floating Rate PCRBs
Daily Ave Daily Ave PCRB /LIBOR
(2) ®) (b)/(2)
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% 435% 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% 436% 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% 7%
May-01 4.16% 3.38% 81%
Jun-01 3.92% 3.03% 7%
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 1.96% 1.64% 84%
Jan-02 1.81% 149% 82%
Feb-02 1.85% 1.39% 75%
Mar-02 1.89% 1.46% 77%
Apr-02 1.86% 1.58% 85%
May-02 1.84% 1.67% 91%
Jun-02 1.84% 1.58% 86%
Jut-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 1.42% 1.57% 110%
Jan-03 1.36% 1.40% 103%
Feb-03 1.34% 1.43% 107%
Mar-03 1.31% - 145% 111%
Apr-03 1.31% 1.52% 115%
May-03 1.31% 1.56% 119%
Jun-03 1.16% 1.38% 119%
Jul-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% 121%
Dec-03 1.15% 1.32% 114%
Jan-04 1.11% 1.21% 110%
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%
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Indicative Forward PCRB Variable Rates
For Quarter End Periods for Year Ending December 31, 2011

30 Day LIBOR Floating Rate PCRBs
Daily Ave Daily Ave PCRB/LIBOR
@ ®) OO
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% 2%
Feb-05 2.61% 1.88% 72%
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% 1%
Dec-05 436% 3.10% %
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% %
Jul-06 537% 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% 1%
May-07 5.32% 3.90% 73%
Jun-07 5.32% 3.76% %
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% 72%
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%
Mar-08 2.80% 3.79% , 135%
Apr-08 2.7%% 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% E 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%
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Indicative Forward PCRB Variable Rates
For Quarter End Periods for Year Ending December 31, 2011

30 Day LIBOR Floating Rate PCRBs
Daily Ave Daily Ave PCRB/LIBOR

(a) (®) b)(a)

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%
Jan-10 0.23% 0.32% 138%
Feb-10 0.23% 0.32% 137%
Mar-10 0.24% 0.32% 135%
Apr-10 0.26% 0.35% 134%
May-10 0.33% 0.34% 101%
Jun-10 0.35% 0.33% 93%
Jul-10 0.33% 0.30% 90%
Aug-10 0.27% 0.31% 115%
Sep-10 0.26% 0.31% i 119%
Oct-10 0.26% 0.27% 106%
Nov-10 0.25% 0.27% 107%
Dec-10 0.26% 0.29% 110%
Jan-11 0.26% 0.26% 100%
Feb-11 0.26% 0.26% 98%
Mar-11 0.25% 0.24% 96%
Average ) 94%

Hastorical Floating

Forward 30 Day Rate PCRB / 30 Day Forecast Floating
LIBOR* LIBOR Rate PCRB
ey 0] H*@
6/30/2011 0.48% 94% 0.45%
9/30/2011 0.82% 94% 0.77%
12/31/2011 1.16% 94% 1.09%

* Source: Bloomberg L.P. (3/31/11)
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