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BEFORE THE PUBLIC UTILITY COMMISSION

1 OF OREGON

2 DOCKET

3
In the Matter of theApplication of

4 PACIFICORP for Approval of the APPLICATION OF PACIFICORP
Intercompany Administrative Services

5 Agreementwith MidAmerican Energy

6 Holdings Company

7

8 Pursuantto ORS757.495,OAR 860-027-0040andOAR 860-027-0041,PacifiCorp

9 requestsapprovalfrom theOregonPublicUtility Commission(the“Commission”)of the

10 IntercompanyAdministrativeServicesAgreement(“IASA”) betweenMidAmericanEnergy

11 HoldingsCompany(“MEHC”) andits subsidiaries.Following theacquisitionofPacifiCorpby

12 MEHC on March21, 2006,PacifiCorpbecameanMEHC subsidiaryandwill besubjectto the

13 IASA. This filing is alsomadein compliancewith recentCommissionordersapprovingthe

14 acquisition.

15 1. Background

16 In its OrderNo. 06-082issuedFebruary24, 2006 in DocketTIM 1209,the Commission

17 approvedtheacquisitionofPacifiCorpby MEHC, subjectto aConsolidatedList of

1 8 Commitmentsspecifiedin a stipulationamongseveralpartiesto theproceeding. In Order

19 No. 06-121 issuedMarch 14, 2006,theCommissionadoptedan amendedConsolidatedList of

20 Commitments,Includedin this ConsolidatedList is MEHC’s andPacifiCorp’scommitment

21 regardingthefiling oftheIASA. Specifically, Commitment13 providesthat:

22 TheInter-companyAdministrativeServicesAgreement(IASA) will includethe
corporateandaffiliate costallocationmethodologies.TheIASA will be filed

23 with theCommissionassoonaspracticableaftertheclosingofthetransaction.
Approvalof theJASAwill be requestedif requiredby law or rule,but approval

24 for ratemakingpurposeswill notbe requestedin suchfiling. Referto
Commitment14 (f). Amendmentsto theIASA will alsobefiled with the

25 Commission.
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1 Commitment0 3 alsopertainsto theIASA. It providesthat:

2 MEHC andPacifiCorpcommitthat theywill interpretOregonRevisedStatutes
Sections757.015and757.495to requireCommissionapprovalof anycontract

3 betweenPacifiCorpand(i) any affiliate ofMEHCor (ii) any affiliate ofBerkshire
Hathaway. This shallincludetheIASA. MEHC andPacifiCorpintendthatby

4 obtainingCommissionapprovaloftheIASA, PacifiCorpwill avoid theneedto
seekindividual approvalofaffiliate transactionswhich aresubjectto that

5 agreement.TheIASA is expectedto addresstheprovisionofelectricserviceto
affiliatesofMEHC orBerkshireHathawayundertariffs approvedby stateor

6 federalauthorities.1

7 Commitment0 6 alsopertainsto theIASA. It providesthat:

8 MEHC andPacifiCorpwill requestCommissionapproval,for costallocationand
affiliate transactionpurposes,ofthe IASA andanyamendmentsfiled pursuantto

9 Commitment13.

10 Thus, in accordancewith Commitments13, 0 3, and0 6, andasrequiredby ORS757.495and

11 OAR 860-027-0040andOAR 860-027-0041, theIASA is submittedherewithfor Commission

12 approval. A copyoftheIASA is includedasExhibit A. Consistentwith Commitments13 and

13 14(f),2approvalfor ratemakingpurposesis not requestedin this filing. Thereasonablenessof

14 paymentsundertheIASA by PacifiCorpto MEHC andits subsidiarieswill be consideredin

15 subsequentrateproceedings.

16 2. Oregon Affiliated Interest Application Filing Requirements

17 A. Address

18 Theapplicant’sexactnameandaddressare:

19 PacifiCorp
Lloyd CenterTower

20 825 NE MultnomahStreet
Portland,OR 97232

21

22 1 This is addressedin Article 21 oftheJASA,which providesthat suchsalesare
governedby tariffs. Accordingto Article 21, “relationshipsnot addressedor governedby this

23 Agreementwill begovernedandcontrolledby a separateagreementortariff specifically

24 addressingandgoverningthoserelationships.”2 Commitment14(1)providesthat “[amy corporatecostallocationmethodologyusedfor

25 ratesetting,andsubsequentchangesthereto,will besubmittedto theCommissionfor approvalif
requiredby law orrule.”
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1 B. Communicationsand Notices

2 All noticesandcommunicationswith respectto this applicationshouldbeaddressedto:

3 AndreaKelly KatherineA. McDowell
Vice President,Regulation StoelRivesLLP

4 PacifiCorp 900 SW Fifth Avenue,Suite2600
825 NEMultnomahStreet,Suite2000 Portland,OR 97204-1268

5 Portland,OR 97232 Tel. (503)294-9602
Tel. (503)813-6043 Fax (503)220-2480
Fax (503)813-6060 kamcdowe11@stoel.com
andrea.kelly@pacificorp.com

NatalieHocken
8 AssistantGeneralCounsel

Pacific Power
9 825 NEMultnomahStreet,Suite1800

Portland,OR 97232
10 Tel. (503) 813-7205

Fax (503)813-7252
11 natalie.hocken@pacificorp.com

12 In addition,PacifiCorprespectfullyrequeststhat all datarequestsregardingthis matterbe

13 addressedto:

14 By e-mail (preferred) datarequest~pacificorp.corn

15 By regularmail DataRequestResponseCenter
PacifiCorp

16 825 NE MultnomahSt., Suite800
Portland,Oregon 97232

17

18 By facsimile (503)813-6060

19 Informalinquiresmayalsobedirectedto LauraBeane,Manager,Regulationat

20 (503)813-5542.

21 C. Relationship BetweenPacifiCorp and MEIIC

22 PacifiCorpis awholly ownedsubsidiaryof MEHC. Thepartiesto theIASA areMEHC,

23 PPWHoldingsLLC,3 andtheotherwholly ownedsubsidiariesofMEHC, including

24 ___________________________

~ PPWHoldings LLC, adirect subsidiaryofMEHC, owns 100%of thecommonstockof
25 PacifiCorpandis aparty to theIASA. Page9, IASA.
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1 MidAmericanEnergyCompany,CalEnergyGeneration,KernRiver GasTransmission

2 Company,NorthernNaturalGasCompany,CE ElectricUK Fundingplc, andHomeServicesof

3 America,Inc.4 Thepartiesto theIASA are“affiliated interests”ofPacifiCorpasdefinedin

4 ORS757.015.

5 D. Voting Securities

6 PPWHoldings LLC is wholly ownedby MEHC. PPWHoldingsLLC, in turn,owns

7 100%ofthe commonstockofPacifiCorp,which represents99.76%ofthe votingsecuritiesof

8 PacifiCorp.5

9 E. Common Officers and Directors

10 Thefollowing officersor directorsof PacifiCorphold positionsasofficersor directorsof

11 theaffiliatesthat arepartiesto theIASA~

12
NAME POSITION WITH PACIFICORP

13

GREGORYE ABEL CHIEF EXECUTIVE OFFICER,
14 CHAIRMAN OF THE BOARD OF DIRECTORS
15 PATRICK J. GOODMAN MEMBER, BOARD OF DIRECTORS

16 DOUGLAS L. ANDERSON MEMBER, BOARD OF DIRECTORS

17 BRENT E. GALE MEMBER, BOARD OFDIRECTORS

18

19

20

21

22 — ~ Thesignatoriesto theIASA aretheownershipentitiesfor theserespectivesubsidiaries
(MidAmericanFundingLLC, CalEnergyInternationalServices,Inc., KR Holding, LLC, NNGC

23 Acquisition, LLC, CEElectric UK FundingCompany,andCE CasecnanWaterandEnergy
Company,Inc.)

24 ~ In additionto the357,060,915sharesofPacifiCorpcommonstockheldby PPW
HoldingsLLC, thereare 126,243sharesof 5%preferredstock,288,390sharesof serialpreferred

25 stock,and450,000sharesof no parpreferredstock.
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1 F. Pecuniary Interest

2 No officer ordirectorof eitherMEHC or its wholly ownedsubsidiariesis apartyto or

3 hasapecuniaryinterestin theAgreement.

4 G. Description of Goodsand ServicesProvided

S TheJASA governstheprovisionof administrativeservicesbetweenandamongMEHC

6 andits subsidiaries,and includesadministrativeservicesthatareprovidedby: MEHC to its

7 subsidiaries,thesubsidiariesto MEHC, andMEHC subsidiariesto otherMEHC subsidiaries.

8 Article 1 oftheIASA (page2). Administrative servicesto be providedundertheIASA include,

9 but arenot limited to:

10 • Servicesby executive,management,professional,technicalandclerical

11 employees;

12 • Financialservices,payroll processingservices,employeebenefitsparticipation,

13 supplychainandpurchaseorderprocessingservices,tax andaccountingservices,

14 contractnegotiationandadministrationservices,risk managementservices,

15 environmentalservicesandengineeringandtechnicalservices;

16 • Theuseofoffice facilities, includingbut not limited to office space,conference

17 rooms,furniture,equipment,machinery,supplies,computersandcomputer

18 software,insurancepoliciesand otherpersonalproperty;and

19 • Theuseofautomobiles,airplanes,othervehiclesandequipment.

20 Article 1 oftheIASA(page1).

21 1. Tracking Costsfor Administrative Services

22 CommoncostsofMEHC will primarilyoriginatein two entities:in MEHC itself, and in

23 MidAmericanEnergyCompany(“MEC”).6 Costsandbillings originatingatMEHC will be

24 __________________________

6 MEC, a vertically integratedutility ownedby MEHC, servesregulatedandunregulated
25 electricandgascustomersprimarily in Iowa, Illinois, SouthDakotaandNebraska.
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1 accountedfor usingMEHC’s existing systemof accounts.TheMEHC systemof accounts

2 providesdetailson thetypeofcostactivity involved andthearearesponsiblefor thecharge.As

3 a regulatedpublic utility, MEC is requiredto useandaccountfor costsusingtheFERC uniform

4 systemofaccounts.In additionto theFERCprimaryaccounts,MEC utilizesan additionalthree-

5 digit “sub-account”field to providemoredescriptivedetailofthetypeof costactivity involved.

6 BothMEHC andMEC utilize aresponsibilitycenterfield in thecodeblockto establish

7 budgetarycontrolof amountschargedandprovideanaudittrail to thedepartmentoriginally

8 incurringthecharges.Othersegmentsofthecodeblock usedby MEC capturecostelements

9 (descriptiveofthenatureofcosts,e.g.,labor,payables,etc.)andprojectnumbers.Boththe

10 MEHC andMEC codeblocksaccommodateahigh degreeof flexibility andcapabilityin

11 trackingandreportingcosts.

12 2. Chargesfor Administrative Services

13 Sharedservices,whetherdirectlybilled orallocated,will bechargedat fully loaded

14 actualcostby the entityprovidingtheservice(“ProvidingParty”). Thismeansthatonly the

15 actualcostofprovidingtheservice,with no markupfor profit, will becharged.Labor, for

16 example,will includesuchitemsasloadingsfor benefits,paidabsencesandpayroll taxes

17 attributableto suchlaborfor actualtime spentprovidingtheservice. Non-laborcostswill be

18 directlybilled or allocatedat actualamountsincurredby theProvidingParty. MEHC andits

19 subsidiarieswill notearnprofits on suchservices.All suchsharedservicescostsincurredby the

20 ProvidingPartywill bedirectlychargedwhenthebenefitingorganizationcanbespecifically

21 identified,andanyresidualindirect amountswill be allocatedeachmonthto all benefiting

22 subsidiaries.

23 TheIASA providesthat chargesfor administrativeserviceswill becalculatedon the

24 basisofdirectcharges,servicecharges,orpursuantto an allocationmethodology(in thecaseof

25
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1 costsincurredfor thegeneralbenefitoftheentirecorporategroup). Article 4 oftheIASA (pages

2 2-3). Thesemethodsof determiningchargesaredescribedbriefly asfollows:

3 DirectCharges:ThePartyreceivingthebenefitof AdministrativeServices
(“RecipientParty”) is chargedfor theoperatingcostsincurredby theProviding

4 Party,including,but not limited to, allocablesalaryandwages,incentives,paid
absences,payroll taxes,payroll additives(insurancepremiums,healthcareand

5 retirementbenefitsandthelike), direct non-laborcosts,if any,andsimilar

6 expenses,andreimbursementof out-of-pocketthirdpartycostsandexpenses.
ServiceCharges:Thesearecoststhat areimpracticalto chargedirectlybut for

7 which acost/benefitrelationshipcanbereasonablyidentified. A practical
allocationmethodwill be establishedby ProvidingPartythat allocatesthecostof

8 this serviceequitablyandconsistentlyto theRecipientParty.

9 Allocations: Thesearecostsincurredfor thegeneralbenefit oftheentire
corporategroup for which directchargingandservicechargesarenotpractical.

10 An allocationmethodologywill be establishedandusedconsistentlyfrom yearto

11 year. Thecostallocationmethodologyis discussedin thenext section.

12 3. CostAllocation Methodology

13 TheIASA identifiestheprinciplesthatwill be followed in anycostallocation

14 methodologyusedfor assigningcorporateandaffiliate costs. Article 4 oftheIASA (page3).

15 Theseprinciplesareconsistentwith theprinciplesto whichMEHC andPacifiCorpcommittedin

16 Commitment14, which statesthat:

17 Any proposedcost allocationmethodologyfor theallocationof corporateand
affiliate investments,expenses,andoverheads,requiredby law orruleto be

18 submittedto theCommissionfor approval,will comply with thefollowing

19 principles:
a) For servicesrenderedto PacifiCorpor eachcost categorysubjectto allocationto

20 PacifiCorpby MEHC orany of its affiliates,MEHC mustbeableto demonstrate
that suchserviceorcostcategoryis necessaryto PacifiCorpfor theperformance

21 ofits regulatedoperations,is not duplicativeofservicesalreadybeingperformed

22 within PacifiCorp,andis reasonableandprudent.
b) Costallocationsto PacifiCorpand its subsidiarieswill bebasedon generally

23 acceptedaccountingstandards;thatis, in general,direct costswill bechargedto
specificsubsidiarieswheneverpossibleandsharedor indirectcostswill be

24 allocatedbasedupontheprimarycost-drivingfactors.

25
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c) MEHC andits subsidiarieswill havein placepositivetime reportingsystems
1 adequateto supporttheallocationandassignmentofcostsof executivesandother

2 relevantpersonnelto PacifiCorp.
d) An audittrail will be maintainedsuchthat all costssubjectto allocationcanbe

3 specificallyidentified, particularlywith respectto theirorigin. In addition,the
audit trail mustbe adequatelysupported.Failureto adequatelysupportany

4 allocatedcostmayresultin denialof its recoveryin rates.

5 e) Costswhich wouldhavebeendeniedrecoveryin rateshadtheybeenincurredby
PacifiCorpregulatedoperationswill likewisebedeniedrecoverywhethertheyare

6 allocateddirectly or indirectlythroughsubsidiariesin theMEHC group.

7 f) Any corporatecostallocationmethodologyusedfor ratesetting,and subsequent
changesthereto,will be submittedto theCommissionfor approvalif requiredby

8 law orrule.

9 A two-factorformulawill beusedfor purposesofbilling indirectcostsof MEHC and

10 MEC allocableto MEHC andall subsidiaries.Thetwo factorsareassetsandpayroll,each

11 equallyweighted. Onan ongoingbasis,PacifiCorpwill notify theCommissionof anticipatedor

12 mandatedchangesto this costallocationmethodology.Consistentwith Commitment14(f), the

13 Commissionwill determinetheappropriatecorporatecostallocationfor establishingrates.

14 4. Other Provisions ofthe IASA

15 TheIASA alsoincludesrequirementsregardingpaymentarrangements(Article 4(b)), the

16 maintenanceofbooksandrecordsnecessaryto supportthechargesfor administrativeservices

17 (Article 7), andthetreatmentofconfidentialinformation (Articles 15 and 16).

18 II. Estimate ofAmount PacifiCorp Will Pay Annually For Services

19 Sharedserviceschargesto PacifiCorpareexpectedto decreasefrom historicalamounts

20 billed to PacifiCorpfrom ScottishPower.Exhibit B, whichwas includedasExhibit PPL/502in

21 DocketTIM 1209,presentsan analysisofhistoricalsharedservicescostsfrom ScottishPowerand

22 expectedsharedservicescostsafterMEHC’s acquisitionofPacifiCorp. Net cross-chargesto be

23 paidby PacifiCorpto ScottishPowerfor thefiscal yearendingMarch31, 2006,wereprojectedto

24 he$15,O million, MEHC estimatesthat thesharedcostsallocatedto PacifiCorp undertheIASA

25 wouldhavetotaled$9.6million for thesameperiod,asshownin Exhibit B. This comprises
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1 about$5.9 million in costsfrom MEHC, andabout$3.7 million in costsfrom MEC. Thesecosts

2 areidentifiedin greaterdetail in Exhibit B.

3 I. ReasonsReliedUpon for Procuring the ProposedServices,and Benefits
to the Public

4
Thecostsdirectly assignedor allocatedto PacifiCorpinvolve corporatefunctionsthat

5
mustbeundertakenby anyownerofa utility business.As statedin theIASA, securingthe

6
proposedservicesthroughtheIASA will allow PacifiCorpto obtainspecializedexpertiseor to

7
achieveefficiencies.Article 2 oftheIASA (page2).

8
J. Description ofthe Procurement Processand Why No Competitive Bid Was

9 Utilized

10 Ownershipof PacifiCorprequirestheundertakingof activitiessuchasstrategicand

11 financialplanning, theshoulderingofcostsassociatedwith humanresources,risk analysis,

12 accountingandothercorporateactivitiesassociatedwith theutility. Nooutsideentity canbe

13 entrustedwith theseoversightresponsibilities.Ownershipgeneratesresponsibilitiesto

14 shareholders,employeesandthepublic, andsomeresponsibilitiessimply cannotbe assumedby

15 outsideentities. Competitivebiddingallowing outsideentitiesto performcorporateownership

16 servicesis simplynot aviableoption.

17 K. Relationship of Cost ofProvision ofServicesand Market Value

18 As notedabove,sharedservices,whetherdirectly billed orallocated,will bechargedat

19 fully loadedactualcostby theProvidingParty,whichmeansthat only the actualcost of

20 providingtheservice,with no markupfor profit, will be charged.Thedeterminationof amarket

21 pricefor manyservices,particularlycorporateservices,canbe difficult andexpensive.Forthe

22 typeof generalservicesto be providedto PacifiCorpin accordancewith theprovisionsofthe

23 IASA, includingexecutivemanagementandoversight,thereis no comparablemarket.

24 Statutesandregulationsgoverningaffiliate interesttransactionsareintendedto prevent

25 “cross-subsidization”of nonutilityassetsby utility ratepayers.SeeGTENorthwest,Inc. v. Pub.
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1 Util. Comm‘n ofOregon, 12 Or. App. 401, 852 P2d918 (1993)(interpretingaccountingstatute

2 applicableto affiliate transactionsby telecommunicationutilities). Chargesfor administrative

3 servicesresulting from implementationof theIASA would not cross-subsidizeMEHC or its

4 othersubsidiariesto thedetrimentof PacifiCorp’scustomers.In Commitment9, PacifiCorpand

5 MEHC expresslycommitnot to “cross-subsidizebetweentheregulatedandnon-regulated

6 businessesor betweenany regulatedbusinesses,”andto “comply with theCommission’s

7 applicableordersandruleswith respectto suchmatters.”This commitmentis incorporatedas a

8 generalobligationofthepartiesin Article 5 of theIASA (page4).

9 L. Copy ofBoard Resolutions

10 Not applicable;theofficers executingtheIASA on behalfof theirorganizationswere

11 authorizedto do so without separateboardresolutions.

12 WHEREFORE,for thereasonsset forth above,PacifiCorprespectfullyrequeststhat the

13 Commissionissuean orderapprovingtheIASApursuantto theprovisionsofORS757.495,

14 OAR 860-027-0040and OAR 860-027-0041.

15 DATED: March3l,2006.

16 Respectfullysubmitted,

17

18

19

20

21

22

23

24

25
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INTERCOMPANY ADMINISTRATIVE SERVICES AGREEMENT

BETWEEN

MIDAMERICAN ENERGY HOLDINGS COMPANY

AND

ITS SUBSIDIARIES

This Intercompany Administrative Services Agreement (“Agreement”) is entered into as of March 31, 2006
by and between MidAmerican Energy Holdings Company (hereinafter the “Company”) and its direct and
indirect subsidiaries (hereinafter the “Subsidiaries”) (each a “Party” and together the “Parties”).

WHEREAS, the Company provides senior management, executive oversight and other administrative
services that provide value to and benefit the Subsidiaries as entities in the consolidated group;

WHEREAS, the Subsidiaries have access to professional, technical and other specialized resources that
the Company may wish to utilize from time to time in the provision ofsuch administrative services; and

WHEREAS, the Company and Subsidiaries may desire to utilize the professional, technical and other
specialized resources of certain Subsidiaries;

NOW, THEREFORE, in consideration of the premises and mutual agreements set forth herein, the
Company and Subsidiaries agree as follows:

ARTICLE 1. PROVISION OF ADMINISTRATIVE SERVICES
Upon and subject to the terms of this Agreement, services will be provided between and among the
Company and its Subsidiaries that are not directly applicable to the production, distribution or sale of a
product or service available to customers of the Company or its subsidiaries (“Administrative Services”).
For purposes of this Agreement, Administrative Services shall include, but not be limited to the following:

a) services by executive, management, professional, technical and clerical employees;
b) financial services, payroll processing services, employee benefits participation, supply chain and

purchase order processing services, tax and accounting services, contract negotiation and
administration services, risk management services, environmental services and engineering and
technical services;

c) the use of office facilities, including but not limited to office space, conference rooms, furniture,
equipment, machinery, supplies, computers and computer software, insurance policies and other
personal property;

d) the use ofautomobiles, airplanes, other vehicles and equipment;



To obtain specialized expertise or to achieve efficiencies, the following situations may arise under this
Agreement whereby Administrative Services may be provided between and among the Company and its
Subsidiaries:

a) The Company may directly assign or allocate common costs to the Subsidiaries,
b) The Company may procure Administrative Services from the Subsidiaries for its own benefit,
c) The Company may procure Administrative Services from the Subsidiaries for subsequent

allocation to some or all Subsidiaries commonly benefiting, or
d) The Subsidiaries may procure Administrative Services from each other.

ARTICLE 2. DEFINITIONS
For purposes of this Agreement these terms shall be defined as follows:

(a) “Laws” shall mean any law, statute, rule, regulation or ordinance.
(b) “State Commissions” shall mean any state public utility commission or state public service

commission with jurisdiction over a rate-regulated Party.
(C) “Subsidiaries” shall mean current and future direct and indirect majority-owned subsidiaries of the

Company.

ARTICLE 3. EFFECTIVE DATE
This Agreement shall be effective as of the date set forth above; provided, however, that in those jurisdictions in
which regulatory approval is required before the Agreement becomes effective, the effective date shall be as of
the date of such approval.

ARTICLE 4. CHARGES AND PAYMENT

(a) CHARGES.

Parties shall charge for Administrative Services on the following basis:

(i) Direct Charges: The Party receiving the benefit ofAdministrative Services (“Recipient Party”) will
be charged for the operating costs incurred by the Party providing the Administrative Services
(“Providing Party”), including, but not limited to, allocable salary and wages, incentives, paid
absences, payroll taxes, payroll additives (insurance premiums, health care and retirement
benefits and the like), direct non-labor costs, if any, and similar expenses, and reimbursement of
out-of-pocket third party costs and expenses.

(ii) Service Charges: Costs that are impractical to charge directly but for which a cost/benefit
relationship can be reasonably identified, A practical allocation method will be established by
Providing Party that allocates the cost of this service equitably and consistently to the Recipient
Party. Any changes in the methodology will be communicated in writing to rate-regulated
subsidiaries at least 180 days before the implementation of the change.

(iii) Allocations: Costs incurred for the general benefit of the entire corporate group for which direct
charging and service charges are not practical. An allocation methodology will be established
and used consistently from year to year. Any changes to the methodology will be communicated
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in writing to rate-regulated subsidiaries at least 180 days before the implementation of the
change.

The charges constitute full compensation to the Providing Party for all charges, costs and expenses
incurred by the Providing Party on behalf of the Recipient Party in providing the Administrative Services,
unless otherwise specifically agreed to in writing between the Parties.

If events or circumstances arise which, in the opinion of the Parties, render the costs of providing any
Administrative Services materially different from those charged under a specific rate or formula then in
effect, the specific rate or formulas shall be equitably adjusted to take into account such events or changed
circumstances.

Providing Parties will bill each and all Recipient Parties, as appropriate, for Administrative Services
rendered under this Agreement in as specific a manner as practicable. To the extent that direct charging
for services rendered is not practicable, the Providing Party may utilize allocation methodologies to assign
charges for services rendered to the Recipient Party, reflective of the drivers of such costs. Such
allocation methodologies may utilize allocation bases that include, but are not limited to: employee labor,
employee counts, assets, and multi-factor allocation formulae.

Any cost allocation methodology for the assignment of corporate and affiliate costs will comply with the
following principles:

I) For Administrative Services rendered to a rate-regulated subsidiary of the Company or each
cost category subject to allocation to rate-regulated subsidiaries by the Company, the
Company must be able to demonstrate that such service or cost category is reasonable for the
rate-regulated subsidiary for the performance of its regulated operations, is not duplicative of
Administrative Services already being performed within the rate-regulated subsidiary, and is
reasonable and prudent.

ii) The Company and Providing Parties will have in place positive time reporting systems
adequate to support the allocation and assignment of costs ofexecutives and other relevant
personnel to Recipient Parties.

iii) Parties must maintain records sufficient to specifically identify costs subject to allocation,
particularly with respect to their origin. In addition, the records must be adequately supported
in a manner sufficient to justify recovery of the costs in rates of rate-regulated subsidiaries.

iv) It is the responsibility of rate-regulated Recipient Parties to this Agreement to ensure that costs
which would have been denied recovery in rates had such costs been directly incurred by the
regulated operation are appropriately identified and segregated in the books of the regulated
operation.

(b) PAYMENT.

(i) Each Providing Party shall bill the Recipient Party monthly for all charges pursuant to

this Agreement via billings to the Company. The Company, in its capacity as a clearinghouse for

Page 3



intercompany charges within the Company shall aggregate all charges and bill all Recipient Parties in a
single bill. Full payment to or by the Company for all Administrative Services shall be made by the end of
the calendar month following the intercompany charge. Charges shall be supported by reasonable
documentation, which may be maintained in electronic form.

(ii) The Parties shall make adjustments to charges as required to reflect the discovery of
errors or omissions or changes in the charges. The Parties shall conduct a true-up process at least
quarterly and more frequently if necessary to adjust charges based on reconciliation of amounts charged
and costs incurred. It is the intent of the Parties that such true-up process will be conducted using
substantially the same process, procedures and methods of review as have been in effect prior to
execution of this Agreement by the Parties.

ARTICLE 5. GENERAL OBLIGATIONS: STANDARD OF CARE
Rate-regulated Parties will comply with all applicable State and Federal Laws regarding affiliated interest
transactions, including timely filing of applications and reports. The Parties agree not to cross~subsidize
between the rate-regulated and non-rate-regulated businesses or between any rate-regulated businesses,
and shall comply with any applicable State Commission Laws and orders. Subject to the terms of this
Agreement, the Parties shall perform their obligations hereunder in a commercially reasonable manner.

ARTICLE 6. TAXES
Each Party shall bear all taxes, duties and other similar charges except taxes based upon its gross income
(and any related interest and penalties), imposed as a result of its receipt of Administrative Services under
this Agreement, including without limitation sales, use, and value-added taxes.

ARTICLE 7. ACCOUNTING AND AUDITING
Providing Parties and the Company shall maintain such books and records as are necessary to support the
charges for Administrative Services, in sufficient detail as may be necessary to enable the Parties to satisfy
applicable regulatory requirements (“Records”). All Parties:

(a) shall provide access to the Records at all reasonable times;

(b) shall maintain the Records in accordance with good record management practices and with at

least the same degree ofcompleteness, accuracy and care as it maintains for its own records; and

(c) shall maintain its own accounting records, separate from the other Party’s accounting records.

Subject to the provisions of this Agreement, Records supporting intercompany billings shall be available for
inspection and copying by any qualified representative or agent of either Party or its affiliates, at the
expense of the inquiring Party. In addition, State Commission staff or agents may audit the accounting
records of Providing Parties that form the basis for charges to rate-regulated subsidiaries, to determine the
reasonableness of allocation factors used by the Providing Party to assign costs to the Recipient Party and
amounts subject to allocation or direct charges. All Parties agree to cooperate fully with such audits.
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ARTICLE 8. BUDGETING
In advance of each budget year, Providing Parties shall prepare and deliver to the Recipient Parties, for
their review and approval, a proposed budget for Administrative Services to be performed during that year.
The approved schedule of budgeted Administrative Services shall evidence the base level of
Administrative Services. The schedule shall be updated at least annually. Each Party shall promptly notify
the other Party in writing of any requested material change to the budget costs for any service being
provided.

ARTICLE 9. COOPERATION WITH OTHERS
The Parties will use good faith efforts to cooperate with each other in all matters relating to the provision
and receipt of Administrative Services. Such good faith cooperation will include providing electronic access
in the same manner as provided other vendors and contractors to systems used in connection with
Administrative Services and using commercially reasonable efforts to obtain all consents, licenses,
sublicenses or approvals necessary to permit each Party to perform its obligations. Each Party shall make
available to the other Party any information required or reasonably requested by the other Party regarding
the performance of any Administrative Service and shall be responsible for timely providing that information
and for the accuracy and completeness of that information; provided, however, that a Party shall not be
liable for not providing any information that is subject to a confidentiality obligation owed by it to a person or
regulatory body other than an affiliate of it or the other Party. Either Party shall not be liable for any
impairment of any Administrative Service caused by it not receiving information, either timely or atall, or by
it receiving inaccurate or incomplete information from the other Party that is required or reasonably
requested regarding that Administrative Service. The Parties will cooperate with each other in making such
information available as needed in the event of any and all internal or external audits, utility regulatory
proceedings, legal actions or dispute resolution. Each Party shall fully cooperate and coordinate with each
other’s employees and contractors who may be awarded other work. The Parties shall not commit or permit
any act, which will interfere with the performance of or receipt of Administrative Services by either Party’s
employees or contractors.

ARTICLE 10. COMPLIANCE WITH ALL LAWS
Each Party shall be responsible for (i) its compliance with all laws and governmental regulations affecting
its business, including but not limited to, laws and governmental regulations governing federal and state
affiliate transactions, workers’ compensation, health, safety and security, and (ii) any use it may make of
the Administrative Services to assist it in complying with such laws and governmental regulations.

ARTICLE 11. LIMITATION OF LIABILITY
Notwithstanding any other provision of this Agreement and except for (a) rights provided under Article 12 in
connection with Third-Party Claims, (b) direct or actual damages as a result of a breach of this Agreement,
and (c) liability caused by a Party’s negligence or willful misconduct, no Party nor their respective directors,
officers, employees and agents, will have any liability to any other Party, or their respective directors,
officers, employees and agents, whether based on contract, warranty, tort, strict liability, or any other
theory, for any indirect, incidental, consequential, special damages, and no Party, as a result of providing a
Service pursuant to this Agreement, shall be liable to any other Party for more than the cost of the
Administrative Service(s) related to the claim or damages.
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ARTICLE 12. INDEMNIFICATION
Each of the Parties will indemnify, defend, and hold harmless each other Party, members of its Board of
Directors, officers, employees and agents against and from any third-party claims resulting from any
negligence or willful misconduct of a Party’s employees, agents, representatives or subcontractors of any
tier, their employees, agents or representatives in the performance or nonperformance of its obligations
under this Agreement or in any way related to this Agreement. If a Third-Party claim arising out of or in
connection with this Agreement results from negligence of multiple Parties (including their employees,
agents, suppliers and subcontractors), each Party will bear liability with respect to the Third-Party Claim in
proportion to its own negligence.

ARTICLE 13. DISPUTE RESOLUTION
The Parties shall promptly resolve any conflicts arising under this Agreement and such resolution shall be
final. If applicable, adjustments to the charges will be made as required to reflect the discovery of errors or
omissions in the charges. If the Parties are unable to resolve any service, performance or budget issues or if
there is a material breach of this Agreement that has not been corrected w~hinninety (90) days, representatives
of the affected Parties will meet promptly to review and resolve those issues in good faith.

ARTICLE 14. TERMINATION FOR CONVENIENCE
A Party may terminate its participation in this Agreement either with respect to all, or with respect to any
one or more, of the Administrative Services provided hereunder at any time and from time to time, for any
reason or no reason, by giving notice of termination at least sixty (60) days in advance of the effective date
of the termination to enable the other Party to adjust its available staffing and facilities. In the event of any
termination with respect to one or more, but less than all, Administrative Services, this Agreement shall
continue in full force and effect with respect to any Administrative Services not terminated hereby. If this
Agreement is terminated in whole or in part, the Parties will cooperate in good faith with each other in all
reasonable respects in order to effect an efficient transition and to minimize the disruption to the business
of all Parties, including the assignment or transfer of the rights and obligations under any contracts.
Transitional assistance service shall include organizing and delivering records and documents necessary
to allow continuation of the Administrative Services, including delivering such materials in electronic forms
and versions as reasonably requested by the Party.

ARTICLE 15. CONFIDENTIAL INFORMATION/NONDISCLOSURE
To the fullest extent allowed by law, the provision of any Administrative Service or reimbursement for any
Administrative Service provided pursuant to this Agreement shall not operate to impair or waive any
privilege available to either Party in connection with the Administrative Service, its provision or
reimbursement for the Administrative Service,

All Parties will maintain in confidence Confidential Information provided to each other in connection with this
Agreement and will use the Confidential Information solely for the purpose of carrying out its obligations
under this Agreement. The term Confidential Information means any oral or written information, (including
without limitation, computer programs, code, macros or instructions) which is made available to the Company, its
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Subsidiaries or one of its representatives, regardless of the manner in which such information is furnished.
Confidential Information also includes the following:

a. All Information regarding the Administrative Services, including, but not limited to, price, costs,
methods of operation and software, shall be maintained in confidence.

b. Systems used to perform the Administrative Services provided hereunder are confidential and
proprietary to the Company, its Subsidiaries or third parties. Both Parties shall treat these systems and all
related procedures and documentation as confidential and proprietary to the Company, its Subsidiaries or
its third party vendors.

c. All systems, procedures and related materials provided to either Party are for its internal use
only and only as related to the Administrative Services or any of the underlying systems used to provide
the Administrative Services.

Notwithstanding anything in this Article 15 to the contrary, the term “Confidential Information” does not include
any information which (i) at the time ofdisclosure is generally available to and known by the public (otherthan as
a result of an unpermitted disclosure made directly or indirectly by a Party), (ii) was available to a Party on a non-
confidential basis from another source (provided that such source is not or was not bound by a confidentiality
agreement with a Party or had any other duty of confidentiality to a Party), or (iii) has been independently
acquired or developed without violating any of the obligations under this Agreement.

The Parties shall use good faith efforts at the termination or expiration of this Agreement to ensure that all user
access and passwords are cancelled.

All Confidential Information supplied or developed by a Party shall be and remain the sole and exclusive
property of the Party who supplied or developed it.

ARTICLE 16. PERMITTED DISCLOSURE
Notwithstanding provisions of this Agreement to the contrary, each Party may disclose Confidential
Information (i) to the extent required by a State Commission, a court of competent jurisdiction or other
governmental authority or otherwise as required by law, including without limitation disclosure obligations
imposed under the federal securities laws, provided that such Party has given the other Party prior notice
of such requirement when legally permissible to permit the other Party to take such legal action to prevent
the disclosure as it deems reasonable, appropriate or necessary, or (ii) on a “need-to-know” basis under
an obligation of confidentiality to its consultants, legal counsel, affiliates, accountants, banks and other
financing sources and their advisors.

ARTICLE 17. SUBCONTRACTORS
To the extent provided herein, the Parties shall be fully responsible for the acts or omissions of any
subcontractors ofany tier and of all persons employed by such subcontractors and shall maintain complete
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control over all such subcontractors. It being understood and agreed that not anything contained herein
shall be deemed tocreate any contractual relation between the subcontractor ofany tier and the Parties.

ARTICLE 18. NONWAIVER
The failure ofa Party to insist upon or enforce strict performance ofany of the terms of this Agreement or to
exercise any rights herein shall not be construed as a waiver or relinquishment to any extent of its right to
enforce such terms or rights on any future occasion.

ARTICLE 19. SEVERABILITY
Any provision of this Agreement prohibited or rendered unenforceable by operation of law shall be
ineffective only to the extent of such prohibition or unenforceability without invalidating the remaining
provisions of this Agreement.

ARTICLE 20. ENTIRE AGREEMENT/DOCUMENTS INCORPORATED BY REFERENCE
All understandings, representations, warranties, agreements and any referenced attachments, if any,
existing between the Parties regarding the subject matter hereof are merged into this Agreement, which
fully and completely express the agreement of the Parties with respect to the subject matter hereof.

ARTICLE 21. OTHER AGREEMENTS
This Agreement does not address or govern the Parties’ relationship involving: (a) the tax allocation
agreement nor (b) any other relationships not specifically identified herein. All such relationships not
addressed or governed by this Agreement will be governed and controlled by a separate agreement or
tariff specifically addressing and governing those relationships or by applicable Laws or orders.
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This Agreement has been duly executed on behalf of the Parties as follows:

MIDAMERICAN ENERGY HOLDINGS COMPANY

By:____________
PatrIck J. Goodman Brian K. Hankel

Tide: Sr. Vice President & Tide: Vice President & Trea~ui~er
Chief Financial Officer

Brian K. Hankel

Tide: Vice President & Treasurer

CE ELECThIC UK FUNDING COMPANY

By:
Patrick J. Goodman

Tide: Director

HOME SERVICES OF AMERICA, INC.

By:
Paul J. ig~.t

Tide: 4~7L ~

KR HOLDING, LLC

By:
Patrick J. Goodman

Tide: Vice President & Treasurej

~ INC.

Brian K. 1-lankel

Tide: Vice President & Treasurer

CECASECNANWATERANDENERGYCOMPANY,

Brian K. Hankel

Tide: Vice President & Treasurer

Tide: Vice President & Controller
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MidAmerican Energy Holdings Company
Projected Shared Services Costs to PacifiCorp

(000’s)

Description MEHC MEC Total

Salaries, benefits and bonuses $ 3,057 $ 1,220 $ 4,277

Other employee compensation 1,933 655 2,587

Outside services 453 715 1,168

Travel costs, mci. corporate aircraft 420 983 1,403

Other 51 80 131

Total $ 5,913 $ 3,652 $ 9,566

Expected Net Scottish Power charges for Fiscal Year 2006

$ (5,434)
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