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Larsonll

1 Q. Areyou the sameDougLarson who provided direct reconsiderationtestimony

2 in this proceeding?

3 A. Yes.

4 Q. What are the purposesof your rebuttal reconsiderationtestimony?

5 A. I respondto theresponsivedirectreconsiderationtestimonyofCitizens’ Utility Board

6 ofOregon(“CUB”) witnessLowrey R. BrownandIndustrialCustomersofNorthwest

7 Utilities (“ICNTJ”) witnessJamesT. Selecky.Specifically, I respondto Ms. Brown’s

8 andMr. Selecky’sargumentsregardingthescopeofthis reconsiderationproceeding,

9 theCommission’sconsiderationof the impactsofMidAmericanEnergyHoldings

10 Company’s(“MEHC”) acquisitionofPacifiCorp,theapplicability of SB408 or its

11 principlesto theRateOrder,andtheneedfor deferredaccounting.

12 Scopeof Reconsideration

13 Q. Ms. Brown and Mr. Seleckyclaim that the Company’switnessespresent

14 evidencethat is beyondthe scopeof theseproceedings. Pleaserespond.

15 A. CUB’s and ICNTJ’s attemptto narrowthescopeof thesereconsiderationproceedings

16 is a repeatoftheir unsuccessfuloppositionto thecommencementofthese

17 proceedings.TheCommission’sreconsiderationordermadeclearthatit intendedto

18 reviewthegeneralvalidity oftheSB 408 adjustment,thepropercalculationofthe

19 SB 408 adjustmentandits legality underORS756.040. SinceI filed my direct

20 reconsiderationtestimony,AdministrativeLaw JudgeKathrynLoganfurtherclarified

21 the issueswithin thescopeof thisproceedingas follows:

22 1. WastheCommissionrequiredto apply orprohibitedfrom applying
23 SB 408 to this docket?

24 2. Assumethat theCommissioncouldapplySB 408 or “its principles”to this
25 docket, How shouldSB 408 or “its principles”beapplied?

Portlnd2-4563415.10020011-00161
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1 3. Did the$16.07million tax adjustmentresultin ratesviolative of ORS
2 756.040?
3 4. Whatis theappropriateremedyif theCommissionshoulddetermineto

4 modify therevenuerequirementfrom theoriginalorder?

S TheCompany’switnesseson reconsiderationtestify to factualandpolicy mattersthat

6 aredirectlyrelevantto all oftheseissues.Thedirect testimonyofMr. Martin andmy

7 rebuttal testimonyexplainwhy SB 408 is inapplicableto thiscase.Mr. Martin’s and

8 my direct andrebuttaltestimonyaddresshow theCommissionshouldapplySB 408,

9 assumingit is applicable. This testimonynecessarilyincludesnewevidenceon how

10 thetax adjustmentshouldproperlybe calculatedand showsthat theadjustment

11 shouldbedramaticallyreducedor eliminated. Thedirect andrebuttaltestimonyof

12 Mr. Williams addresseshowthetaxadjustmentviolatesthe“fair, just and

13 reasonable”standardofORS 756.040. Finally, my direct andrebuttaltestimony

14 addresswhydeferredaccountingis an appropriateandnecessaryremedyin this case.

15 MEIIC’s Ownership of PacifiCorp

16 Q. Both Ms. Brown and Mr. Seleckyurge the Commissionnot to considerMEHC’s

17 acquisition of PacifiCorp or any other newevidenceof PacifiCorp’s tax expense

18 in the test period. Pleasecommentgenerally on these arguments.

19 A. Ms. Brown andMr. Seleckypresentanumberofproceduralandtechnicalarguments

20 againstconsiderationof theCompany’snewevidenceon theproperapplicationof

21 SB 408 in this case. Theyarguethat: (1) MEHC’s acquisitionof PacifiCorpis not a

22 knownandmeasurablechange;(2) openingtherecordto considerMEHC ownership

23 or anyothernewevidenceofthetestyeartaxexpensewouldconstitutesingle-issue

24 ratemaking;(3) openingtherecordto considerthis newevidencewould discourage

25 settlement;and,(4) PacifiCorp’snewgeneralratecase,DocketUE 179, is the
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1 appropriateproceedingin whichto addresstheCompany’stax expenseunderMEHC

2 ownership.

3 Importantly,neitherCUB nor ICNTJcontestthekeysubstantivepoint, which

4 is that MEHC’s purchaseof PacifiCorpeliminatesthefactualrecordtheCommission

5 relieduponin making thetax adjustmentin this case.Theadjustmentis basedupon

6 theimpactof ScottishPower’sownershiponPacifiCorp’stax expensein 2006; it is

7 now clearthat for morethanthree-quartersof 2006,ScottishPowerwill haveno

8 impacton PacifiCorp’stax expense.Additionally, while CUB andICN1Jraise

9 proceduralconcernsaboutPacifiCorp’snewevidenceon thepropercalculationof the

10 tax adjustment,neitherhascontestedtheaccuracyof this evidence.

11 Q. At this point, is it now beyond question that MEHC’s acquisition ofPacifiCorp

12 is aknown and measurablechangeto the test period?

13 A. Yes. MEHC closedtheacquisitionof PacifiCorponMarch21, 2006.

14 Q. Pleaseexplain with specificity how theMEHC ownership changeundermines the

15 Rate Order.

16 A. First, theRateOrderdisallows$16.07million oftheCompany’stax expense(grossed

17 up to a$26 million revenuereduction)on thebasisthat SB 408 principlespurportedly

18 requiretheCommissionto allocateto PacifiCorpthetax effectsofPHI’s interest

19 payment,which theRateOrderrefersto asa “constant.” TheMEHC ownership

20 changemakesclear,however,that thePHI interestdeductionis nota “constant”

21 which canbeappropriatelyreflectedin rates.

22 Second,theRateOrderbasedthetax adjustmenton PacifiCo1~p’scontribution

23 to thePHI group’sgrossprofits. PacifiCorp’scontributionto thePHI group’sgross

Portlnd2-4563415.10020011-00161
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I profits in thetestyearwill be significantlyreduced,because,asof March21, 2006,

2 PacifiCorpwill no longercontribute~y incometo thePHI group.

3 Third, theRateOrderstatesthat the$16.07million disallowancewasrequired

4 to achievethetwin goalsof, one,aligningtheestimatedtaxesincludedin

5 PacifiCorp’srateswith theamountthat PacifiCorpor its consolidatedgroupwill

6 eventuallypay,and,two, reducingtheamountthat flows throughtheautomatic

7 adjustmentclause. TheCommissioncannotmeetits statedgoalof aligningtaxesin

8 rateswith taxesthatPacifiCorpwill eventuallypay if it includesanadjustmentto

9 PacifiCorp’stax expensethat is now completelydivorcedfrom PacifiCorp’stax

10 reality. ThePHI fact scenariois now historyand,asdescribedin moredetailby

11 Mr. Martin,MEHC hasnotreplicatedit on agoing-forwardbasis.

12 Q. Pleaserespondto the CUB and ICNU argumentsabout single-issueratemaking

13 and partial settlements.

14 A. Ms. Brown andMr. SeleckyurgetheCommissionnot to reopentherecordto

15 considerevidencerelevantto thetax expenseon thebasisthat doing sowill constitute

16 single-issueratemakingand discouragesettlement. Theseargumentsignorethefact

17 that theCommissionexpresslydefinedthesingle-issuescopeofthis proceedingand

18 that SB 408,by definition, createsan exceptionto thegeneralrule againstsingle-

19 issueratemakingfor taxes. Takenon its face,Ms. Brown’s andMr. Selecky’s

20 argumentwould makeunworkableany effort to rehearor reconsiderdiscreteissuesor

21 to implementSB 408.

22 Ms. Brown’sand Mr. Selecky’sargumentsaboutpartialsettlementsare

23 equallyunfounded.Thepartiesin UE 170 did notreachsettlementon theCompany’s

Portlnd2-4563415.10020011-00161
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1 tax expense.Nordid theymakesettlementofanyother item contingentona

2 particularoutcomewith respectto theCompany’stax expense.Instead,theparties

3 reachedsettlementon otheritems in theratecasewith full knowledgethatthe

4 Commissionmight disallowall ornoneof theremainingexpensesin thecaseand

5 with full knowledgeoftheparties’rights to appealall orpartoftheRateOrder.

6 Q. Is the Company’s current rate case,UE 179, theexclusivevenuefor the

7 Commission’sconsiderationofthe impacts of MEHC ownership on PacifiCorp’s

8 tax expense?

9 A. No. MEHC’s purchaseofPacifiCorpis an earlyCY 2006 eventand CY 2006 is the

10 testyearin UE 170 (UE 179 hasaCY 2007testyear). Additionally, it wouldbe

Ii patentlyunfair for theCommissionto reopentherecordin this caseto applySB 408

12 (whichwasenactedafterthecloseoftherecordin thecase),but thenarbitrarily limit

13 theevidenceon theapplicationof SB 408 thatit will hearin this proceeding,forcing

14 PacifiCorpto waitmonthsto havethis evidenceconsideredby the Commissionin

15 UE179.

16 Application of SB 408 to this Case

17 Q. Ms. Brown and Mr. Seleckyargue that the “fair, just and reasonable” language

18 in SB 408 coupledwith a generalpolicy statement in the Act’s preamble changed

19 the ratemaking standard in Oregon. Pleaserespond.

20 A. Theseargumentsarecontradictedby CUB’s andICNU’s ownstatementsto Oregon

21 legislatorsregardingSB 408. Exhibit PPL 1704 is a copyof amemorandum

22 providedby CUB andICNU to OregonlegislatorsbeforetheHousefloor debateon

23 SB 408. There,CUB andICNTJ describeSB 408 as“moderate”legislationthatwill

Portlnd2-4563415.1 0020011-00161
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1 not fundamentallychangetaxpolicy orratemaking.As CUB andICNU explainin

2 Exhibit PPL1704,SB 408 providesa simplemechanismto align taxescollectedwith

3 taxespaid:

4 “{T]he effect of thebill is very straightforward: utilities will
5 haveto reporthowmuchtheycollectedin taxesandtheywill
6 haveto reporthowmuchtheypaid in taxes. If there’sa
7 differencebetweenthetwo amountsof morethan$100,000,
8 therewill haveto beatrueup. That’s it. Nothingin utility
9 ratemakingis changed.” Exhibit PPL 1704at2 (emphasis

10 added).

11 Q. Was the adjustment in theRateOrder “moderate”?

12 A. No. To the contrary,astheCommissionacknowledgesin theRateOrder,the

13 adjustmentwasafundamentalchangein the Commission’staxpolicy and

14 ratemaking.Moreover,it reducedthe allowedROE of PacifiCorpto 8.4%which is

15 significantly belowU.S. utility peercompanyreturns.

16 Q. Was theadjustment neverthelessconsistentwith the principles of SB408?

17 A. Absolutelynot. TheRateOrderdisregardedtheclearmandatesof SB 408 while, at

18 thesametime, insertinginto SB 408 amandateit doesnot contain—thatis, a

19 mandateto passtheassumedtax effectsofa parentinterestpaymentto ratepayers

20 basedon theutility’s contributionto its consolidatedgroup’sgrossprofits. TheRate

21 Orderdid not evenconsider—letalonetrue-up——historicamountsoftaxespaidand

22 taxescollected. Nor did it evenattemptto discerntheamountof taxesthatwould

23 actuallybe paidby PacifiCorpor its consolidatedgroupin thetestyear. Having

24 failedto determine“taxesreceivedby unitsof government”underSB 408, theRate

25 Orderdid not andcouldnot adjustthatfigure to includesettlementpayments,

26 deferredtaxes,charitablecontributions,andtaxcredits. Thelegislativehistoryof

27 SB 408 demonstratesthat theAct requirestheseadjustmentsto the“taxespaid”

Portlnd2-4563415.10020011-00161
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1 calculationto retainsomeofthetax incentivefor utilities to begoodcorporate

2 citizensandto avoid thepotentiallymassiverateincreasesthat would resultfrom a

3 violation of thenormalizationconditionsoftheInternalRevenueCode. (In re

4 AdoptionofPermanentRulesto ImplementSB408, AR 499, LegislativeHistory for

S SB 408 (OPUC Oct. 7, 2005).)

6 Q. Could the Commissionproperly apply theprinciples of SB 408 in theRate

7 Order before it determined the definition of terms such as “properly

8 attributed”?

9 A. No. It wasnotpossiblefor theRateOrderto legitimatelypremisethedisallowance

10 on SB 408, asthebasicbuilding blocksoftheAct werenot definedbeforetheparties

11 presentedevidencein this caseor theCommissionissuedtheRateOrder. Indeed,the

12 meaningof theterm“properly attributed”andthecalculationof“taxesauthorizedto

13 be collectedin rates”and“taxespaid” arethesubjectof an ongoingadministrative

14 rulemakingproceeding,DocketAR 499. Participantsin thatproceedingare

15 discussingvariousproposals,whichhaveyet to bepresentedto theCommission.

16 Withoutknowing how to determinetheamountoftaxesactuallypaidto the

17 governmentandproperlyattributedto theutility, it wassimplynotpossiblefor the

18 RateOrderto premisethedisallowanceon theprinciplesofSB 408. For example,at

19 arulemakingworkshoptheutilities andintervenorsagreedthat, asapolicy matter,

20 SB 408 adjustmentsshouldnot beappliedon a forecastedbasis—whichis precisely

21 whattheRateOrderdid in this case.

Portlnd2-4563415.10020011-00161
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1 Deferred Accounting

2 Q. Mr. Seleckyarguesthat PacifiCorp has not provided factual support for its

3 deferred accounting request. Pleaserespond.

4 A. In its Orderin UM 1147,theCommissionrecentlydecidedto retain its discretionto

5 applydeferredaccountingin aflexible, fact-specificmanner.While theCommission

6 hasnotpreviouslyapplieddeferredaccountingasapartofa remedyin a

7 reconsiderationorder,theCommissionhasneverpreviouslymadea$26 million

8 revenuerequirementadjustmentbasedupona law thatwasenactedaftertherecord

9 wasclosedin a ratecase. Theuniquecircumstancesof thiscasemakeit a good

10 candidatefor adeferredaccountingremedy,not theoppositeasICNU suggests.

11 Q. Doesthis concludeyour rebuttal reconsiderationtestimony?

12 A. Yes,it does.

Portlnd2-4563415.10020011-00161
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INDUSTRIAL
CUSTOMERS o~
NORTHWEST
UTILITIES

UTILITY CUSTOMERS ASK FOR FAIRNESS AND EQUITY:
TAXES COLLECTED MUST ALIGN WITIE TAXES PAID

VOTE YES ON SB 408-C

Customershavecraftedabill that ensuresthattaxes collectedthroughour ratesareactuallypaid. However,there
havebeenseriousmisrepresentationsaboutSB 408-C. Yet the effectof thebill is very straightforward: utilities
will haveto reporthowmuchthey collectedin taxesandtheywill haveto reporthowmuchtheypaidin taxes. If
there’sa differencebetweenthetwo amountsof morethan$100,000,therewill haveto be atrueup. That’s it,
Nothingin utility ratemakingis changed.Nothing in tax policy is changed.

Let’s look atthe misrepresentationsoneby one.

The utilities say, “The bill is ‘constitutionallyunsound.’
RESPONSE:SB 408-C doesnot violate either thestateor the US Constitution.

Thebill doesnot switch betweenmethodologies.In fact, it picks amethodandappliesit consistently. Regulators
havetremendousdiscretionin determiningratesandhowto calculatecharges,includingtaxes,within thoserates.
All that is requiredis arationalexplanation. “Taxescollectedequalstaxespaid” is a rationalexplanation.Is it a
changefrom the currentpractice?Yes. But that’sthe point.

Neitherwould thebill result in confiscatoryrates. This would meanthatsomehowthe utility would beprevented
from makingits regulatedrateof return. This is patentlyabsurd. Havinga utility reporthow muchtheycollect in
taxes,havingthem reporthowmuchtheypaid in taxesandmakingsurethosetwo amountsarecloselyaligned
does not result in confiscatoryrates.It resultsin betteraccountability.

Theutilities arefond of quotingHopeNatural Gas v. FederalPowerCommission,sayingthatutility investors
musthaveanopportunityto earnafair andreasonablereturn on their investment. Customershaveno quarrel
with thatpremise.But making surethattaxescollectedin ratesareactuallypaid doesnot preventthatopportunity
in any way. Investorsshould not beable to increasetheir profit marginsby simply keepingtaxescollectedin
rates.

The utilities say, “The bill underminesOregon‘s renewableenergyindustry.”
RESPONSE:Tax credits and tax incentivesthat exist todaywill existafter the bill’s passage.

Again, thebill changesnothingin utility ratemakingor tax policy. If a utility wishesto avail themselvesof tax
credits andincentives,customerscansupportthat. Thebill discouragesnothing. In fact, Section3(0(B) allows
the amount of taxespaid to be “(i)ncreased by the amount of tax savingsrealized as a result of tax credits
associatedwith investment by the utility in the regulatedoperations of the utIlity, to the extent the
expendituresgiving rise to the tax credits and tax savingsresulting from the tax credits havenot been
taken into accountby the commission in the utility’s last general ratemaking proceeding.” This meansthat
the utility cantakeinto accountanytax credits or incentives when reportingits taxespaid, as longas thosecredits
werenot alreadyaccountedfor in apreviousratecase.

-over-
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The utilities say, “The bill discouragescharitablecontributionsandeconomicdevelopment.”
RESPONSE~Eventheutilities admit utility charitablecontributionsareexemptfrom adjustmentin SB
408-C. And theydon’t explainhowtheirdirepredictionswill cometo pass.

But the utilities keepbringingup contributionsandbusinessactivitiesof affiliates, if autilities is partof alarger
corporatestructureor hasothersubsidiaries,it can still file consolidatedtax returnsif thatis the wish of the utility
or its corporateparent. However,for taxescollectedin rates,SB 408-Casksonly thattheutility reportthe
amountit collectedfor taxesin its rates,basedon activities“properly attributedto the utility,” andhowmuchwas
actuallypaid to governmentalentities. If thereis adifference— eitherup or down— thenthereneedsto be atrue
up. Thereis nothingin thebill thatpreventsautility’s corporateparentfrom investingin job creation,business
developmentormakingcharitablecontributions,But ratepayersshouldno longerpay for thoseactivitiesby
allowing unpaidtaxesto b~aslushfund foreither utility investorsorautility’s corporateparent.

Theutilities say, “The bill is an extremereactionto theEnron bankruptcy.”
RESPONSE:Thebill is amoderateapproachto addressingaseriousratepayerconcern.

The bill could haveattemptedto havetheutilities to repaythe hundredsof millions of dollarsin collectedtaxes
thatwereneverpaidto governmententitiesto customers.The bill could havefundamentallychangedtaxpolicy
or ratemaking. The bill could havedonemanythingsthatcouldbe labeledextreme.But SB 408-Cis very
moderatein its approachandis not areactionto theEnronbankruptcy,althoughcustomersdo notwantthat
situationto occuragain. TheEnronbankruptcysimplybroughttheproblemto light. It is fundamentallyunfair
for utilities — anyutility — to keepmoneythatcustomerspaid as partof their rates,understandingthatmoneywill
be paidto government.Ratherthanundertakea radicalapproachto theproblem,all customerswantis to know
howmuch is collectedfor taxesin rates,howmuchis actuallypaidandto makesurethosenumbersareclosely
aligned. And that’s all SB 408-Cdoes.

SB 408-C is fair.
SB408-C is moderate.

SB 408-C is straightforward.
SB 408-C is what customersare requesting..

PleaseVote Yes on SB 408-C.

For moreinformation,pleasecontact: MarkNelson,ICNU: 503-363-7084
JeffBissonncue, CUB: 503-516.1636



DocketUE 170 (RECON)
PPLExhibit 1304

Witness: Larry 0. Martin

BEFORETHE PUBLIC UTILITY COMMISSION
OF THE STATEOF OREGON

PACIFICORP

RebuttalTestimonyofLarry 0. Martin onReconsideration

Tax

April 2006



PPL/i304

Martin/i

1 Q. Are you the sameLarry Martin who previously filed reconsiderationtestimony

2 in this proceeding?

3 A. Yes.

4 Q. What are the purposesof your rebuttal reconsiderationtestimony?

5 A. I respondto thedirect reconsiderationtestimonyof Citizens’ Utility Boardof Oregon

6 (“CUB”) witnessLowreyR. Brown and IndustrialCustomersofNorthwestUtilities

7 (“ICNU”) witnessJamesT. Selecky.

8 Q. Both Ms. Brown and Mr. Seleckyargue that the Commissionshould not

9 considerthe new evidencepresentedin your reconsiderationtestimonybecause

10 this evidencebecameavailable after the record in this proceedingclosedin

ii August 2005. Pleaserespond.

12 A. Contraryto thesuggestionsof CUB andICNU, theCommissioncaimotfairly reopen

13 therecordto applySB 408—whichwasenactedafterthecloseofthe recordin this

14 case—butthenrefuseto takenewevidenceon thecorrectcalculationof atax

15 adjustmentunderSB408. In my directtestimony,I assertedthattheCommission

16 appliedSB 408 prematurelyandincorrectlyin this case. If theCommissionagrees,

17 thenthenewevidenceI havesubmittedis irrelevant. If theCommissiondecidesto

18 applySB 408 in this casenotwithstandingPacifiCorp’sargumentsto thecontrary,the

19 newevidenceI havepresentedis essentialto thecorrectcalculationof thetax

20 adjustment.

21 Q. Pleasebriefly review the updatesand corrections you have proposedto the tax

22 adjustment in theRateOrder.

Portlnd2-4563350.10020011-00161
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1 A. BeforeapplyingSB 408 in this case,theCommissionmust considerthefollowing

2 facts,all ofwhich substantiallyreducethetax adjustmentin theRateOrder: (i)

3 PacifiCorpwill bepartofthePacifiCorpHoldings,Inc. (“PHI”) consolidatedgroup

4 only for thefirst quarterof calendaryear2006(CYO6), not the indefiniteperiod

5 expresslyassumedin theRateOrder;(2) PacifiCorpcontributed50%of thePHI

6 group’staxableincomein FY05, significantly lessthanthe 91.5%allocationrelied

7 upon in theRateOrder;(3) PacifiCorp’scontributionto thePHI group’snettaxable

8 incomeandgrossprofits will be substantiallylessin CYO6 thanit wasin FY05,

9 furtherloweringtheappropriateallocationpercentage;(4) ratherthan$160million

10 assumedin theRateOrder,changesin thePHI loantermsreducedtheamountof

11 interestthat PHI would havepaid in 2006to $136million, or approximately

12 $34 million perquarter;(5) ScottishPowerwill paytaxesto thegovernmentata rate

13 of 30%in CYO6 on anyPHI interestpaymentsit receives,contraryto theassumption

14 in theRateOrderthatthereareno suchtax offsets;(6) PacifiCorp’sFY05 “taxes

15 paid,” asdefinedby SB 408, includedsettlementpayments(for yearsotherthan

16 FY05) that totaledin excessof $70 million, deferredtaxesrelatedto PacifiCorpof

17 $44 million, andcharitablecontributionsof $435,000. TheCommissionmust

18 considerthe impactoftheseoffsets,whicharespecificallydesignatedin SB 408,

19 ratherthanselectivelyadjustingonly for theimpactoftheparentinterestdeduction,

20 an adjustmentwhichhasno expressauthorizationin SB 408.
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1 MidAmerican EnergyHoldingsCompany’sAcquisition ofPacifiCorp

2 Q. What is the significanceof MEHC’s acquisition of PacifiCorp on the calculation

3 of the tax adjustment in this case?

4 A. It eliminatesor substantiallyreducesthetax adjustment.MEHC acquiredPacifiCorp

5 onMarch21, 2006. Thus,PacifiCorpwasamemberof thePHI consolidatedgroup

6 duringonly thefirst quarterof CYO6. For theremainingthreequartersofCYO6 and

7 goingforward,PacifiCorpwill file taxesasapartoftheBerkshireHathaway

8 consolidatedgroup.

9 Q. Why doesit matter that PacifiCorp will file as a part of Berkshire Hathaway’s

10 consolidatedgroup, and not the PHI consolidatedgroup, for the remaining three

11 quarters of CYO6?

12 A. First, thetax adjustmentin theRateOrderis expresslybaseduponthe

13 ScottishPower/PHllPacifiCorpcorporatestructureand taxfilings. This structureand

14 therelatedtax filings ceasedto existbeforetheendof thefirst quarterof 2006.

15 Second,becausePacifiCorpwasamemberof thePHI group for only thefirst

16 quarterofCYO6, PacifiCorpwill contributesubstantiallylessto thePHI group’snet

17 taxableincome,grossprofitsandassetsin CYO6 thanit did in previousyears.

18 Third, for theremainingthreequartersofthetestyearandgoing forward,

19 PacifiCorpwill beapartofa corporatestructurethatbearsno resemblanceto the

20 ScottishPower/PHIstructurein attributesthatwerecritical to the tax adjustmentin

21 this case.PacifiCorp’snewimmediateparent,PPWHoldingsLLC, hasno debt.

22 PPWHoldingsLLC wascapitalizedwith $5.1 billion ofequity issuedto MEHC and

23 usedthe$5.1 billion equitycontributionto purchasePacifiCorp. MEHC issued
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1 $5.1 billion of equityto shareholders,$5.07billion ofwhich wasissuedto Berkshire

2 Hathawayand$35.5million ofwhich wasissuedto othershareholders,Berkshire

3 Hathawayprovidedall of its capitalfrom its cashandcashequivalents.

4 In thefuture,PacifiCorpwill file taxesasamemberof theBerkshire

5 Hathawayconsolidatedgroup,a groupwhichhadnetinterestincome,ratherthannet

6 interestdeductions,on thedateofacquisition. In the latestpublishedaudited

7 financialfiling of BerkshireHathaway,its 10K for theyearendedDecember31, 2005

8 showscashandcashequivalentsof approximately$45 billion andnotespayableand

9 otherborrowingsareapproximately$(14) billion. Interest,dividendand other

10 investmentincomeis approximately$5 billion while interestexpenseis lessthan$1

ii billion. Thus, ratherthanhavinginterestdeductions,PacifiCorp’snewconsolidated

12 grouphasnet interestincome.

13 Fourth,theBerkshireHathawayconsolidatedgroupis expectedto pay far

14 moretax to unitsofgovernmentfor CYO6 andbeyondthanPacifiCorpwill collect

15 throughrateson a standalonebasis. Thus,no adjustmentto PacifiCorp’sstandalone

16 tax expenseis neededto effectuatetheCommission’sstatedgoalof”do[ing] [its] best

17 to align theestimatedtaxesincludedin PacifiCorp’srateswith theamountthat

18 PacifiCorp(or its affiliated group)will eventuallypay.”

19 Q. Doyou agreewith Mr. Selecky’ssuggestionthat PacifiCorp can simply refuse to

20 remit its standalonetax paymentto its parent?

21 A. Absolutelynot. Thestandalonetax expenseis acost ofprovidingservice,the

22 computationofwhich is governedby IRS andSECrules andregulations. Moreover,

23 aspartof theBerkshireHathawayconsolidatedgroup,the entiretyof PacifiCorp’s
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1 standalonetax liability will bepaid to unitsofgovernment.Thereis simply no

2 justificationby which PacifiCorpcouldrefuseto remit its standalonetax paymentto

3 its parent.

4 Contribution to the PHI Group’s NetTaxable Income

5 Q. In responseto your testimonythat PacifiCorp contributed 50% of the PHI

6 group’s net taxable income in FY05, Mr. Seleckyallegesthat the 50% net

7 taxable incomefigure is unsubstantiated. Pleaserespond.

8 A. The figure is derivedfrom PHI’sFY05 federaltax return,whichwasfiled on

9 December15,2005. In responseto OPUCDataRequest456, PacifiCorpprovideda

10 redactedcopyof therelevantportionsof thePHI andSubsidiaries’FY05

11 consolidatedfederaltax returnaswell asacomputationthat showsthatPacifiCorp’s

12 taxableincomewas50%of thetaxableincomeof all PHI groupprofitable

13 companies.A copyof PacifiCorp’sresponseto OPUCDataRequest456 is provided

14 asConfidentialExhibit PPL1305.

15 Q. Mr. Seleckyalso complains that the 50% figure is basedon FY05 data,which is

16 not representativeof CYO6, the testyear in this case. Do you agree?

17 A. Yes. I agreethat newevidencedemonstratesanumberof knownandmeasurable

18 changesthat requireanupdateto theFY05 data. Thosechangeswill resultin

19 PacifiCorpcontributinglessto thePHI group’s taxableincomein CYO6, not more.

20 PacifiCorphassubmittedupdatesandcorrectionsto its FY05 tax datain this

21 proceedingbecausetheCommission’staxadjustmentwasbaseduponfiguresderived

22 from PHI’s mostrecenttax returns.
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1 Q. Which factors in particular will causePacifiCorp’s contribution to the PHI

2 group’s net taxable incometo be less than 50% in CYO6?

3 A. As I describedpreviously,PacifiCorpwill only be a memberof thePHI groupfor one

4 quarterofCYO6. This changewill greatlyreducePacifiCorp’scontributionto the

5 PHI group’staxableincome. Additionally, projectedrevenueincreasesfor

6 nonregulatedaffiliateswithin thePHI consolidatedgroupandexpectedcorporate

7 restructuringwill furtherreducePacifiCorp’sproportionof thePHI group’staxable

8 income.

9 Q. Mr. Seleckyarguesthat the Commissionshould baseits disallowanceofthe tax

10 expenseon PacifiCorp’s contribution to the PHI group’s assets.Doyou agree?

ii A. Absolutelynot. As I statedin my sur-surrebuttalanddirect reconsideration

12 testimony,theproperbasisfor allocatingtax expensesis net taxableincome,not

13 grossprofits or assets.Neithergrossprofitsnorassetsarerationallyrelatedto

14 incometaxes.

15 Mr. Seleckyarguesthat assetsareutilized in ratesettingto allocateinterest

16 expensesamongvariousrateclassesandthis samemethodshouldbeusedhereto

17 allocate“this interestexpense.”Mr. Selecky’sargumentconfusestheinterest

18 expense,whichtheRateOrderdoesnotpurportto allocateto PacifiCorp,with thetax

19 benefitof the interestexpense.Theproperallocationfactorfor atax expenseor

20 benefit—inthis caseatax deduction—isrelativetaxableincome.
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1 Lower Interest Paymentsin CYO6

2 Q. Mr. Seleckytestifies that the evidencein this caseshowsthat interest on the PHI

3 debt in CYO6 should be assumedto be 6.75%, not 4.97688% as you stated in

4 your direct reconsiderationtestimony. Pleaserespond.

5 A. Mr. Seleckyis ignoringthenewevidencethat I presentedin my direct

6 reconsiderationtestimony. As I explainedthere,asofSeptember22,2005,thePHI

7 debtstructurewaschanged,resultingin decreasedinterestexpensegoing forward.

8 Underthenewstructure,thecurrentdebtis $2.731 billion at 4.97688%interest.

9 PacifiCorpprovidedICNU and CUB with documentaryevidenceof this changein

10 debtstructurein responseto ICNU DataRequest31.9 andCUB DataRequest4,

11 respectively. Copiesof PacifiCorp’sSupplementalResponseto ICNLJ DataRequest

12 31.9 andRevisedResponseto CUB DataRequest4 areprovidedasConfidential

13 Exhibit PPL1306andExhibit PPL 1307,respectively.As explainedtherein,on

14 September22, 2005,the loansto PacifiCorpUK Limited (“PUKL”) wererefinanced

15 with loansfrom ScottishPowerFinance2 Limited (“SPF2”). The PUKL noteshada

16 fixed interestrateof6.75%andtheSPF2noteshavealowervariableinterestratethat

17 is fixed at 4.97688%for thefirst 90 daysofCYO6. This changein thefacts

18 demonstratestheinherentweaknessoftheapproachtakenby ICNU andCUB in their

19 testimony.

20 Q. Ms. Brown allegesthat you madea “rounding error” in your direct

21 reconsiderationtestimony regarding the decreasein PHI’s interest deduction in

22 the test year. Is that true?
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1 A. No. In my directreconsiderationtestimony,I testifiedthat achangein thePHI debt

2 structure,whichoccurredon September22, 2005,will decreasePHI’s interest

3 paymentsin thetestyearto $136million, which is approximately$24million less

4 thantheamountassumedby theCommissionin thecalculationof thedisallowance.

5 My estimateis accurate.As I explainedin my directreconsiderationtestimony,the

6 productof multiplying thedebt,$2.731 billion, by the interestrate,4.97688%,is

7 approximately$136million.

8 In responseto CUB DataRequest4, PacifiCorpinitially disclosedto CUB the

9 amountof theexpectedinterestpaymentattheendofthefirst quarterof CYO6,

10 $34.735million. Ourresponseto CUB’s datarequestcorrectlydisclosedthe

11 expectedfirst quarterpaymentbaseduponadaily accrualrateusingthestandard360-

12 dayyeartimes 92 daysin theperiod. Our responsenotedthat this figure wasusedto

13 estimatethefuturequarterlypaymentsfor theremainderofCYO6. Uponcompletion

14 of thequarter,thefirst quarterpaymentwasactuallymadebaseduponthe360-day

15 daily accrualrateusing4.97688%appliedto the$2.731 billion for 91 daysin the

16 period(the91-dayperiodstartedfrom theprior paymentperiodso it included2 days

17 ofDecember2005 anddid not includeinterestfor the lastday ofMarch).

18 PacifiCorp‘S initial responseto CUB’ s datarequestshowedthat theidentical

19 paymentsfor thesecond,third andfourthquartersofCYO6 wereestimates.Exhibit

20 PPL 1307is PacifiCorp’sRevisedResponseto CUB DataRequest4. It showsan

21 updateoftheestimatedquarterlypayments,basedon theactualnumberofdaysin

22 eachperiodandtheactualnumberof daysin 2006. As shownthere,the estimated
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1 interestpaymentfor 2006is $135,918,593million, which is consistentwith my direct

2 reconsiderationtestimony.

3 Q. What is the relevanceto this proceedingof PHI’s secondthrough fourth quarter

4 CYO6 interest payments?

5 A. PHI’s secondthroughthird quarterCYO6 interestpaymentsarenotrelevantto this

6 proceeding.As discussedabove,asof March21, 2006,PacifiCorpis no longera

7 subsidiaryof PHI. Therefore,absolutelyno rationaleexistsfor allocatinga portionof

8 PHI’s interestpaymentsmadeafterthis dateto PacifiCorp’scustomers(througha

9 disallowanceof PacifiCorp’stax expense).Thetaxeffectsof theseinterestpayments

10 will not decreasePacifiCorp’s tax liability orPacifiCorp’sconsolidatedgroup’s

11 actualtax paymentsto governmentin CYO6; norwill thetax effectsofthese

12 paymentsbenefitPacifiCorporPacifiCorp’scustomersor shareholders.

13 Q. What would be the amount of the disallowanceif the Commissionwere to base

14 its calculation on the first quarter payment only?

15 A. Theoriginal adjustmentmadeby theCommission,whencalculatedwith an

16 appropriateallocationfactor,using actualCYO6 interestrates,offsetsfor tax liability

17 associatedwith the interest,andconsideringthefirst quarterinterestpaymentonly

18 would be approximately$.40million on anOregon-allocatedbasis,which is

19 approximately$.66million on agrossed-upbasis. Thesefiguresarederivedas

20 follows: ((PHI interestdeductionbasedon first quarterpaymentonly * combined

21 U.S. effectivetaxrate)- (PHI interestdeductionbasedon first quarterpaymentonly *

22 UK tax rate))* PercentageofPHI grouptaxableincomefrom PacifiCorp* Oregon

23 allocationfactoron an SNPbasis* tax gross-upfactor adjustmentto revenue
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1 requirement.In numeric form, thecalculationis asfollows: (($34.357m* 37.95%)-

2 ($34.357m* 30%)) * 50.3095%* 28.8723%= .40m * 1.657= $.66million.

3 Q. Doesthis conclude your rebuttal testimony on reconsideration?

4 A. Yes, it does.
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82
Portland, OR97232

* PAcIFICORP
PACIFIC POWER UTAH POWER

April 5, 2006

Bob Jenks
Citizens’ Utility Board
610 SW BroadwaySuite308
Portland,OR 97205

RE: OR DocketNo. UE-170R
CUB DataRequest1-5

Pleasefind enclosedPacifiCorp’s
1~

tRevisedResponseto CUB DataRequestNumbers4.

If you haveany questions,pleasecall LauraBeaneat (503)813-5542.

Sincerely,

-

,/ // ~
L~--~LauraBeane,Manager

Regulation

Enclosures

cc: KatherineMcDowell/StoelRives

PPL/1307
Martinll



UE-170-ReconlPacifiCorp
April 5, 2006
CUB DataRequest4 1S~Revised

CUB Data Request4

In regardto PPL/1303/Martin!5-6:

a. Pleasedescribeanddocumentthechangein thePHI debtstructurethat

occurredon September22, 2005.

b. Forcalendaryear2006,pleaseprovide achartwith eachPHI debtpayment
(pastor projected)in US dollars,the remainingdebt(in US$) associatedwith
that interestpayment,thenameofthepartythat issuedthe debt,andthe
correspondinginterestrate.Pleaseincludeanotewith any exchangerates
used.

1
st RevisedResponseto CUB Data Request4

b. A revisedstatementofPHI debtpaymentsis providedasAttachmentCUB 4.1 b
Revised.

PPL/1307
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PacifiCorp I UE 170 R
Confidential Attachment CUB 4b -1 (Revised)

Chart of PacifiCorp Holdings, Inc. debt to Scottish Power Finance 2 Limited.

All Amounts in US dollars

Total Annual Interest Expense:
Total Debt 2,731,000,000
Annual Interest Rate 4.97688%
Annual Interest Expense 135918,593

Payment Remaining Debt
Date Payment Amount Associated w/ Payment Interest Rate Party Issuing Debt

3/31/2006 34,357,200 A 2731,000,000 4.97688% Scottish Power Finance 2 Limited

6/30/2006 33,853,798 B 2,731,000,000 4.97688% B Scottish Power Finance 2 Limited

9/302006 33,853,798 B 2,731000000 4.97688% B Scottish Power Finance 2 Limited

12/31/2006 33,853,797 B 2,731,000,000 4.97688% B Scottish Power Finance 2 Limited

Total 2006 135,918,593

Note A: This is based upon a daily interest accrual with a 360 day year and 91 days in the quarter (12/30/05 through 3/30/06).
PacifiCorp’s original response assumed the payment would be made for 92 days (12/30/05 through 3/31/06).

Note B: These amounts are based on the interest rate for the 1st quarter of 2006. Future quarterly rates will actually be based
upon LIBOR plus 45 basis points in effect at the beginning of each quarter. This will affect the payment amount. The
amount shown in these quarters is the total annual interest expense, minus the first quarter payment, divided by three
quarters.
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1 Q. Are you the sameBruce Williams who previously filed direct testimonyon

2 reconsiderationin this proceeding?

3 A. Yes.

4 Q. What are the purposesofyour rebuttal testimony?

5 A. I will respondto variousassertionsandargumentsmadebyMr. JamesSeleckyon

6 behalfof theIndustrialCustomersofNorthwestUtilities (“ICNU”) andMs. Lowrey

7 Brown on behalfoftheCitizens’ Utility BoardofOregon(“CUB”) relatedto the

8 effectsofthe incometax adjustmenton theCompany’sreturnon equity andaccessto

9 thecapitalmarketon reasonableterms. Theseargumentsarein responseto my direct

10 testimonyon reconsiderationthat theratessetundertheRateOrderarenot fair, just

11 andreasonableasrequiredby ORS756.040.

12 ICNU andCUB attemptto shift thefocusawayfrom what PacifiCorphas

13 earnedorcouldactuallyearnundertheRateOrderto theROE authorizedin theRate

14 Order. Neitherdirectly addressesorrefutesthefactof PacifiCorp’schronic

15 underearning,the impactofsignificantlyreducingtherevenuerequirementof an

16 underearningutility by imputing taxbenefitsthatdo notactuallyoffset theutility’s

17 tax expense,or thefactof therecentFitchdowngradeandothernegativefeedback

18 from creditratingagenciesassociatedwith theRateOrder.

19 Q. PleasesummarizeMr. Selecky’sargumentsthat youwill address.

20 A. Mr. Seleckyarguesthat: (1) thetax adjustmentdoesnotprecludePacifiCorpfrom

21 earningits authorizedreturnon equity of 10% (ICNU/212,Selecky/iO-11); and(2) if

22 a 10%returnon equity is assumed,creditmetricssupporttheCompany’scurrent

23 credit rating(id. at 11-13).
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1 Q. Also pleasesummarizeMs. Brown’s arguments related to your direct testimony.

2 A. Ms. Brown arguesthat: (1) thetax adjustmentdoesnot changetheCompany’sreturn

3 on equity (CUB/500,Lowrey/7);(2) theCompany’sowner“has beenreceivingan

4 allowedrateofreturnplus additionaltaxpayments”from customers(id.); (3) an 8.4%

5 returnon equityis not confiscatory(id. at 7-8);and,(4) thetax adjustmentis of “no

6 consequence”to theCompany’saccessto thecapitalmarketat reasonableprices

7 (id. at 8).

8 Q. Are the arguments that the Company will be able to earn a 10% return on

9 equity well founded given thetax adjustment?

10 A. Not at all. Mr. Seleckybeginshis discussionon this issuenot aboutthereturnthat

11 theCompanywill actuallyhavethepotentialto achievein light of thetax adjustment,

12 but ratheraboutthereturn on equity setby theRateOrder(10%). Ofcourse,the

13 Companyis notchallengingthe 10%,to which it stipulated.Therefore,

14 Mr. Selecky’sassertionsaboutthe 10%returnsatisfyingcriteriareflectiveofthe

15 Hope/BluejIeldstandardsaremisdirected.

16 Mr. Seleckynext assertsthat MidAmericanEnergyHoldingsCompany

17 (“MEHC”) continuedits acquisitionof PacifiCorpafterthe issuanceof theFinal

18 Orderandthat this is evidencethattheRateOrderestablishedfair andreasonable

19 rates. Thatargumentignorestheexistenceof thisproceeding.PacifiCorpand

20 MEHC do notshareMr. Selecky’sapparentview that it is a forgoneconclusionthat

21 thetax adjustmentadoptedin theRateOrderwill stand.

22 Finally, Mr. Seleckyarguesthat it is not theRateOrder,but ratherPHI’sand

23 PacifiCorp’smanagement,companystructure,andpaymentof its stand-alonetax
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1 expensethatwill causePacifiCorpto earnbelowthe 10% authorizedreturnon equity.

2 However,Mr. Seleckydoesnot identify anymanagementpracticesor restructuring

3 thatwould allow PacifiCorpto earn10%. Mr. Selecky’ssuggestionthatPacifiCorp

4 couldearnits authorizedreturnbyrefusingto remit its stand-alonetax liability to its

5 parentfails to appreciatethat this expenseis a costofprovidingservice. Mr. Martin

6 respondsto this suggestionfurther in his rebuttaltestimony.

7 As I demonstratein my directtestimony,theCompany’sprojectedROE for

8 2006will be8.4%,basedon the$16.07million tax expenseadjustment.This reduced

9 return(160basispointsbelow theauthorizedROE)is theresultof assumingthat the

10 Companywill not haveits tax expenseandinsteadthat it will havethebenefitofa

11 $16.07million interestdeduction. In fact, asMr. Martin demonstrates,theCompany

12 will haveits tax expenseandwill nothavethebenefitofa $16.07million reductionin

13 its tax expense.

14 Q. How do you respondto Ms. Brown’s viewsasto the adequacyof the Company’s

15 return on equity as a result of the tax adjustment?

16 A. Like Mr. Selecky,Ms. Brown alsobeginsherdiscussionon equityreturnsby

17 confusingauthorizedreturnwith actualreturn,assertingthatthetaxadjustment

18 “doesn’tchangethe Company’sreturnon equity” (CUB/500,Lowrey/7). As I have

19 shown,theadjustmentis projectedto reducetheCompany’sreturnto 8.4%. To

20 assertthattheadjustmentdoesnot havean actual impactis simplyignoringreality.

21 Ms. Brown similarly ignoresrealitywhenshestates,without citing anysupport,that

22 “PacifiCorp’sownerhasbeenreceivingan allowedrateofreturnplus additionaltax

23 paymentsfrom captiveregulatedutility customers.”CUB/500,Brownl7. Ms. Brown
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1 providesno evidenceor quantificationofthesesupposed“additional taxpayments.”

2 Therealityis that PacifiCorphasnotbeenearningits authorizedreturnin Oregon.

3 Exhibit PPL317 showsthatPacifiCorphaschronicallyunderearnedover thepast

4 severalyears—forexample,for theyearendingMarch 31, 2005,theunadjusted

5 OregonROE was7.07%andtheadjustedROEwas6.895%.

6 Ms. Brown thenpointsto a selectivepieceofStafftestimonyin anattemptto

7 supportthereasonablenessofthe8.4%returnon equity. Ms. Brownpresents

8 discountedcashflow resultsasshowing“the upperandlower endsofCostofEquity

9 estimatesthat Staffbelievescouldreasonablybeadopted.” (CUB/500,Brownl8,

10 quotingStaff/200,Morgan/5). Staff’sdiscountedcashflow analysisdoesnotprovide

11 supportfor theview that 8.4%is not confiscatory. Staffdid not recommendan ROE

12 of 8.4%; rather,Staff recommendedanROE of 9.5%. Indeed,an 8.4%returnis over

13 100basispointslower thanthelowestROErecommendationin thecase(by

14 ICNTJ/CUBandStaff). It is well below theU.S. industryaverageearnedreturnof

15 11.3%for the 12 monthsendingSeptember30, 2005, (PPL/317,Williams/3.)

16 Ms. Brownthenerroneouslyreliesona Standard& Poor’s(“S&P”) article

17 thatcommentedon theeffect ofthetax adjustmentbeing“nominal from the

18 consolidatedperspective.” CUB/500,Brownl9 (emphasisadded).Thelevel of

19 PacifiCorp’sOregonrevenueswasbut onepieceof ScottishPower’sconsolidated

20 cashflows addressedin theS&P article. How S&P viewstheeffectof thetax

21 adjustmentfrom theconsolidatedperspectiveis not a rationalbasisfor determining

22 whethertheadjustmentresultsin confiscatoryratesfor PacifiCorp.
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1 Ms Brown alsorefersto S&P’s ratingofNorthwestNaturalGasCompany,

2 assertingthatrecentupgradesin its ratingssuggestthat S&Pmustnotbevery

3 concernedaboutSB 408’s impacton PacifiCorp. (CUB/500,BrownIlO).

4 Ms. Brown’s assertionfails to recognizethat S&P hasindeedexpressedconcern

5 aboutthe impactof SB 408 on PacifiCorp,andhasexpresslynotedthat PacifiCorp

6 andPGEappearto be theinvestor-ownedutilities mostvulnerableto actualincome

7 tax-basedadjustmentsunderSB 408, to theexclusionofNorthwestNaturalGas

8 CompanyandAvista. (PPL/322,Williams/2).

9 Also, not only doesS&P continueto expressconcernregardingtheeffectof

10 SB 408 on PacifiCorp,butbothFitch andMoody’s arelikewise expressingconcern,

11 asshownin recentratingactions. SeeExhibit PPL325, Standard& Poor’sCredit

12 FAQ, Mid-American’sAcquisitionOfPacifiCorp—ImplicationsFor PacifiCorp’s

13 Bondholders,March21, 2006, at4 (from bondholderperspective,one ofthe “difficult

14 regulatoryenvironments”PacifiCorpfacesis that createdby SB 408); Exhibit

15 PPL326, FitchRatings,PacifiCorp,March7, 2006at 1 (aKeyCredit Concernis the

16 adversetaxruling basedon SB 408); Exhibit PPL327, Moody’s InvestorsService,

17 RatingsAction: PacifiCorp,February28, 2006(regulatoryand legislativeissuesin

18 Oregonwhichcould impactfuture credit quality includetherehearingin this caseand

19 theoutcomeofthepermanentrulemakingimplementingSB 408).

20 Q. Do you find flaws in Mr. Selecky’sTables showinghis analysesof PacifiCorp’s

21 credit metrics?

22 A. Yes. Mr. Seleckystateshe “updated”thecredit metriccalculationsI presentedin my

23 directtestimony. One“update,”whichheusedfor bothTable 1 andTable2, wasto

Portlnd2-4563091.1 0020011-00161



PPL/324
Williams/6

1 usean ROE of 10%. As I discussedabove,that ROEis erroneouslyassumedand

2 unattainable.Theseconderroneous“update,”which he usedfor Table2, wasthe

3 exclusionofoff-balancesheetdebtequivalents,basedon his view that suchexclusion

4 wasproper. RegardlessofMr. Selecky’sviewson the issue,thefact is thatS&P,

5 whosecreditratingviews actuallyaffect thecostof, andaccessto, debtcapital,does

6 includetheoff-balancesheetadjustments.SeeExhibit PPL325 at2 (“Theseratios

7 [adjustedFF0to interestcoverage,adjustedFF0to totaldebt,andadjusteddebtto

8 total capitalization]considerPacifiCorp’ssubstantialpurchasedpowerobligations,

9 whichcontributesto off-balancesheetadjustmentsof$537million for thepurposes

10 ofcreditratio calculations.”).Accordingly, Mr. Selecky’s“updates”to PacifiCorp’s

ii creditmetricsshouldbe disregarded.

12 Q. Doesthis concludeyour reconsideration rebuttal testimony?

13 A. Yes,it does.
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~a~~p~rscom Pac.ifiCorp’ s Bondholders
SecondaryCreditAnalysts
Scott Taylor MidAmericanEnergyHoldingsCo. (MET-IC; A-/Stable!—)todayclosedits acquisitionofPacifiCorp.
NewYork
(1) 212-438-2057 (A-/Stable/A-2).MEFIC purchasedall ofPacifiCorp’soutstandingsharesfor about$5.1 billion in
scott_taylor@ cashfrom ScottishPowerplc (A-!Stable/A-2),whichwasfundedfrom aninvestmentby its parent,
standardandpoorscom

BerkshireHathawayInc.(AAA!Stable/A-1+).Subsequentto thepurchase,MEl-IC is expectedto
repurchase$1.7billion of BerkshireHathaway’scommonstockin MEHC. PacifiCorp’slong-term

debtandpreferredstock,whichstoodatabout$4.1billion asofDec. 31, 2005,remainsoutstanding.

OnMarch6, in anticipationofthetransactionbeingcompleted,Standard& Poor’saffirmed

the ‘A-’ corporatecreditrating(CCR)on PacifiCorpandremovedits ratingsfrom CreditWatchwith

negativeimplications.Theoutlookis stable. This articleaddressesin ftirtherdetailtheacquisition

from theperspectiveof PacifiCorp’sbondholdersanddiscussestheexpectedramificationsofthesale

onPacifiCorp’sfuturecreditquality.

FrequentlyAsked Questions

Q: Howhas PacjfiCorp ‘sf1nancialperformancebeenin recentyears?

A: PacifiCorp’screditquality hasbenefitedfrom theotherwisestrongconsolidatedoperationsof

ScottishPower,whichpurchasedtheutility in 1999 for $10.7billion. Onastandalonebasis,financial

performancehasbeenweakbutrecovering.ScottishPowerpurchasedPacifiCorpjustprior to the

westernU.S. energycrisis, which,giventhecompany’ssizableshortpositionaswell asunplanned

outages,resultedin deferredpowercostsof approximately$525 million, ofwhichabout$325 million

- wasultimatelyauthorizedfor recoveryin retail customerrates,Sincethen,the companyhasstruggled
RatingsDirect
Publication Date to achievecashflows commensuratewith performanceseenbeforethecrisis. Fundsfrom operations
March212006 (FF0) hasonly stabilizedin thelasttwo fiscalyearsto levelson parwith fiscal 2000,whenFF0was
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$728 million; for the12 monthsendingDec.31, 2005,FF0improvedto about$818million. Earnedreturnon

equity (ROE),whichhasbeenaround7%in thepasttwo years,hasfallenchronicallyshortof authorizedlevels,

whichrangefrom 10%-10.5%,dependingon thestate.With respectto cashcoveragemetrics,PacifiCorp’s 12

monthsendingDec. 31 adjustedFF0to interestcoveragewas3.5x, with adjustedFF0to totaldebtat 17.1%.

Adjusteddebtto total capitalizationwas56%. TheseratiosconsiderPacifiCorp’ssubstantialpurchasedpower

obligations,whichcontributesto offbalancesheetadjustmentsof$537million for thepurposesofcreditratio

calculations.

Multiple factorscontributedto PacifiCorp’sweakenedfinancialperformanceoverthelast five years,and

includetheabsenceoffuel andpurchaseadjusters,exceptin Wyoming,whereonewasapprovedin February

2006;dry hydroconditions;increasingadministrativeandgeneralcosts,including escalatingpensionandhealth

carecosts;andregulatorylag in resolvingsizablegeneralratecases,In addition,ScottishPowerhasprojected

thatPacifiCorprequires$6.4billion in capitalexpendituresoverthenext fiveyears,whichwould havelikely

necessitatedhigherleverageattheparentto supporttheutility’s infrastructureneeds.Thesefactorsresultedin

ScottishPower’sdecisionin May2005to sellPacifiCorp.

Q: Giventheseissues,whydidMEHCbuyPac~f1Corp?

A: BerkshireHathawayhassizableamountsofequity to invest,andhasidentifiedregulatedutility assetsas

desirablebecauseof theopportunityto deployits capitalin returnfor whatthecompanyexpectswill be

reasonableandstablereturns.PacifiCorpis alsoattractivebecauseof its earningsupsideif MEHC canimprove

actualROEsto allowedlevels.

Theacquisitionshouldfit well with MEHC’s existingenergyholdings,whicharepredominatelyin

theregulatedspaceandconsistoflvlidAmericanEnergyCo. (MEC; A-/Stable/A-l),anIowA-basedutility that

serves1.3 million electricandgascustomers;CE ElectricU.K. FundingCo.(BBB-/Stable!A-3),whichserves

3.7 million electriccustomers(viathedistributioncompaniesof YorkshireElectricity andNorthernElectric);

andtwo U.S.pipelines,KernRiverGasTransmissionCo.(A-! WatchNeg!—)andNorthernNaturalGasCo.

(A/Stable!—)thatareunderthejurisdictionoftheFERC.In 2005,theseregulatedentitiescontributedabout

78%of MEHC’searnings(MECwas26%,theU.K. operationswere25%,andthetwopipelinesaccountedfor

27%). MEHC’s largestunregulatedsubsidiaryis areal estatebrokeragefirm, HomeServices(notrated),which

in 2005providedabout13%ofearnings.Throughvarioussubsidiaries,MEHC alsoownsadditional

independentpowergenerationfacilities,including hydroelectricandgeothermalassetsin thePhilippines.

Collectively,theseunregulatedenergycompaniescontributedabout9%of 2005earnings.

Despitethesignificantnumberof companiesunderMET-IC, PacifiCorpis asizableacquisition.The

companyoperatesunderthelegalnamesof PacificPowerandUtahPower,serving 1.6 million retailcustomers

in sixwesternU.S. states.Its total assetswere$12.8billion atyear-end2005,andatthe12 monthsendingDec.

31, 2005,cashflow fromoperationswasnearly$900million. In comparison,MEHC’stotal assetvaluewas

$20.2billion in 2005,andcashflow fromoperationswas$1.3billion.

Going forward,about35%ofMEHC’soperatingincomeis expectedto comefrom PacifiCorp.

PacifiCorpwill pushtheproportionofMEHC’soperatingincomeearnedfrom regulatedbusinessesto about

91%by 2007.TheacquisitionalsoprovidesMEHC with substantialU.S. marketandregulatomydiversification.

Themajority ofMEC’s retail revenuesarefromcustomersin Iowa, but theutility alsooperatesin portionsof

Illinois, SouthDakotaandNebraska.PacifiCorp’sterritoriesincludepartsofUtah, Oregon,Wyoming,

Washington,Idaho,andCalifornia, As shownin Table 1,while PacifiCorp’ssalesareconcentratedin Utahand

Standard& Poor’s CREDIT FAQ 2
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Oregon,on aconsolidatedMEHC basis,theimportanceof eachU.S. marketis relativelywell balanced,and

thus lackstheregulatoryandmarketconcentrationthatmostU.S. utilities areexposedto.

Table 1

% of2005 Retail Revenues

MidAmerican Energy Co. PaciflCorp Standalone ME/IC Consolidated

Iowa 83.91 0.00 42.56

Illinois 9,93 0.00 5.04

South Dakota 5.78 0.00 2.93

Nebraska 0.38 0.00 0.19

Utah 0.00 41.13 20.27

Oregon 0.00 28.71 14.15

Wyoming 0.00 13.42 6.62

Washington 0.00 8.56 4.22

Idaho 0.00 5.82 2.87

California 0.00 2.36 1.16

Total
*[xcludes RRC-regulated as

100.00

vein owned by Kern RiverGas and Northern Natural

100.00 100.00

Q: CanMEHC improvePac~/1Corp‘sperformance?

A: This is certainlymanagement’sintent. Ultimately,MEHC’s successwill bedrivenby whetherit can

achievegreateroperationalefficienciesandenhancePacifiCorp’sexistingregulatoryrelationships.Thesegoals

arenotdissimilarfromthoseof ScottishPowerwhenit purchasedPacifiCorpsevenyearsago. However,

ScottishPower’sacquisitionofPacifiCorpproveduntimelyandlargelybeyondits control—theunexpected

eventsofthewesternU.S. powercrisisresultedin theneedto immediatelyappealto stateregulatory

commissionsfor raterelief. YetPacifiCorp,aswith manyU.S. utilities, expectedthederegulationofgeneration

would inevitablyminimizetheroleofregulationandhadnotbeenbeforeits regulatorybodiesin sometime. In

addition,ScottishPower,whileachievingsomesignificantregulatorymilestones,perhapsunderestimatedthe

complexitiesofmanagingsix separateregulatoryenvironmentsfrom its Glasgow,Scotlandheadquarters.

MEHC hasareputationasacompetentoperatorofutility assets,andit hasimprovedthefinancial

performanceof regulatedbusinessesthatit hasacquired,mostnotably,MEC, whichit purchasedin 1999,and

NorthernNaturalGas,which it purchasedfrom Dynegyin 2002,shortly afterDynegyhadpurchasedit from

Enron.In both ofthesebusinesses,MEHC cutcosts,improvedoperations,built customerrelationshipsandhas

hadconstructiveregulatoryrelationships.In NorthernNatural’scase,it recentlyenteredlong-term extensions

with two majorcustomers,andMEChasconsistentlyperformedwell in J.D.Power& Associatescustomer

satisfactionstudies.Standard& Poor’salsoviewsMEC’s regulatomycompactassupportiveof creditquality.

MEC hasagreednotto requestageneralincreasein ratesbefore2012unlessits Iowajurisdictionalelectric

ROEfalls below10%. TheIowaOfficeoftheConsumerAdvocatehasagreednotto m’equestor supportanyrate

decreasesbeforeJan. 1, 2012.In addition,earningsexceedinganROE of 11.75%for 2006 through2011 will

be sharedwith customers.It remainsto beseenwhetherandto whatextentMEHC canreplicatethiswith

PacifiCorp,but thespeedwith whichMEHC wasableto receiveregulatoryapprovalsuggeststhat stakeholders

andregulatorsaresupportiveoftheownershipchange.This supportmaystemfrom thefactthatBerkshire

www.standardandpoors.com 3
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Hathawayhasareputationfor holdingon to its investments,andthepotentialfor managementstability within

thecompanylikely providesadegreeofcomfortto regulatorsandcustomers.

Q: ArethesecompetencieswhyStandard& Poor’s affirmedPac~fiCorp’sCCRat the ‘A-’ level?

A: Standard& Poor’sdoesview MEHC ownershipashavingapotentiallystabilizingeffectonPacifiCorp’s

financialperformance.However,theaffirmationofPacifiCorp’s ‘A-’ CCR wasprincipallybasedon the

benefitsPacifiCorpis affordedfrom theconsolidatedcredit strengthofMEHC,whoseCCRwasraisedthree

notchesto ‘A-’ on March6(see“ResearchUpdate:MidAmericanUpgradedTo ‘A-’, PacifiCorpRatings

Affirmed; All RatingsOffWatch,”RatingsDirect,March6, 2005).

Q: Whatis theimplication ofPacjflCorp’s “ring-fencing”for itscreditrating?

A: Asaconditionofapprovingthesale,theOregonPublicUtilities Commission(OPUC)requiredPacifiCorp

to bering-fencedfromMEHC. As partofthis, MEl-IC hascommittedto refrainfrom dividendingcashflows

from theutility to MEHC unlessit maintainsacommonequity ratio of48.25%through2008,decreasing

annuallyto 44%by 2012.

Thestructuralinsulationor “ring-fencing” ofanoperatingcompanyis typically doneto protectthe

creditquality of theoperatingcompanyfromaweakerholdingcompany.Whenanentity is ring-fenced,

Standard& Poor’smayratetheoperatingcompanyup to threenotchesabovetheCCRoftheparentif its

standalonecreditmetricswarranttheelevation.MEHC hasring fencedMEC,KernRiver, NorthernNatural,

andCEElectricU.K.; someof thesecompanieshavehistoricallybeenratedhigherthanMEHC.

In PacifiCorp’scase,MEHC hassetupaspecialpurposeentity,PPWHoldings,LLC thatwill

directly ownPacifiCorp. Theintentofthis structureis to ensurethatPacifiCorpis bankruptcyremotefrom

MEHC. BecausePacifiCorp’s stand-alonecreditqualitydoesnotwarrantaratingaboveMEHC’s,PacifiCorp’s

ratingreflectsMEl-IC’s consolidatedCCR,asis appropriateundertheconsolidatedratingmethodology.If the

utility’s financialperformanceimprovessignificantly, it couldpotentiallysupportaratingsimprovement,dueto

thering fencing.In addition,it will besomewhatprotectedfrom creditdeteriorationbelowits ownstand-alone

creditqualityshouldMEl-IC’s creditqualityonaconsolidatedbasisfall to alevelbelowthatofPacifiCorp’s.In

thismanner,PacifiCorp’sbondholdersaresomewhatprotectedfrom adeteriorationdueto thefailure ofanother

businessventure,

Q: WhataresomeofthechallengesthenewownersofPacjflCorpwillface?

A: Improvementin PacifiCorp’sfinancialperformanceandbusinessrisk is expectedto beincremental.From

abondholderperspective,PacifiCorpfacessometimes-difficultregulatoryenvironmentsin eachofthestatesit

serves.For example,in Oregon,PacifiCorp’ssecondmostimportantmarket,thesenateoverwhelminglypassed

legislationlastyear,SenateBill (SB) 408,whichrequiresthatutilities refundto their customersincometaxes

collectedin retailratesthatarenotpaid by theparent.SB408 couldprovideapermanentclawbackmechanism

to reduceraterequests,astheOPUCdid in September2005whenit cutPacifiCorp’snegotiatedsettlementby

$26 million. (Thecaseis beingreheard,andfinal rulesarenot expecteduntil thissummer.) Utah is considering

similar legislation.

Asshownin Table2, since2002,PacifiCorphasinitiatednearlyannualratecasesin all states.Thecompany

nearlyalwaysreachessettlements,whichhavehistoricallyawardedit 25%to 50% lessthanfiled requests.

Regulatorysupportwill continueto betested,especiallyin thenext few years.In FebruaryandMarch2006,the

companyfiled largerequestsin its two mostimportantmarkets,OregonandUtah.In Oregon,theutility has

Standard& Poor’s I CREDITFAQ 4
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askedfor $112million, a 13.2%increasein retailrates,basedon testyearendingDec.2007,In Utah,

PacifiCorpfiled for a$197million increase,orabout17%,basedonatestyearendingSept.30, 2007.TheUtah

ratecasecomeson theheelsof a4.4%increaseapprovedayearago.WhileUtahhasbeenmoresupportiveof

PacifiCorpin pastcases,mostoftheutility’s growth is in this region,implying theimportanceofthis case.

While bothraterequestsaresizable,on theotherhand,PacifiCorp’sretail ratesareverycompetitive,suggesting

someroomfor compromise.

rr~i~)Li
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Table 2

=,,,:,
Utah Oregon Wyoming Washington Idaho California

2006

Date 3/8/2006 Filed 2/23/2006 2/23/06 (oral
ruling)

Filed 5/2005 To be determined
(TBD)

Filed 11/20/2005

% rate inc. 17.00 13.2 request 6.90 14.9 request TBD 15.6 request

$ increase $197 mu, request $112 nil, request $25 mil./$40.2
mil.***

$32.6 nil, request TBD $11.0 mu.
request

Auth ROE
(%)

11.4 request 11.5 request Not specified 11.125 request TBD 11.8 request

2005

Date 3/1/2005 10/4/2005 9/15/2004 N/A 8/9/2005 N/A

% rate inc. 4.40 3.20 2.68 N/A 4.80 N/A

$ increase $51 mul./$96 mil.~] $25.9 mil./$52.5
mul.*

$9.3 nil. N/A $5.8 mil./$15.1 nil, N/A

Auth ROE
(%(

10.5 10.00 Not specified N/A Not specified N/A

2004

Date 4/1/2004 N/A 3/18/2004 11/2/2004 N/A N/A

% rate inc. 6.90 N/A 7.19 7.50 N/A N/A

$ increase $65 mil./$125 nil. N/A $22.9 mil./$34.4
mil.H

$15 mil./$25.7 nil. N/A N/A

Auth ROE

(%(
10.70 N/A 10.75 Notspecified N/A N/A

2003 .

Date N/A 9/19/2003 4/1/2003 N/A N/A 11/1/03

% rateinc. N/A Base 1.1; net 0.8 2.79 N/A N/A 13.60

$ increase N/A $8.5 mil./$18 mliii $8.] mil./$20
nil.~11

N/A N/A $7.6 nil.

Auth ROE N/A 10.50 10.75 N/A N/A Not specified
1%)

2002—None

2001

11/2/2001 & 2/9/2001 10/19/2001

5.1 pern., 9 temp Base 8.60; net .60

$40.2 nil.& $70 $64.4 mil./$103
mil./$142 nil. mil.I

10/4/2001 N/A N/A N/A

3.40 N/A N/A N/A

$8.9 mu. N/A N/A N/A

Date

% rate inc.

$ increase

www.standardandpoors.com 5



PPL/325W~11jams/6

Mid-American’sAcquisition OfPac(/iCorp—ImplicationsFor Pac(flCorp’sBondholders

Table 2

~

Utah Oregon Wyoming Washington Idaho California

Auth ROE 11.00 10.75 Not specified N/A N/A N/A
(%)

2000

Date 5/25/2000 10/5/2000 6/21/2000 8/16/2000 N/A N/A

%rateinc. 2.5 1.8 4,9 7(over200l-03( N/A N/A

$ increase $17 nil. $13.6 mil./$21.7
mil,**

$10.6 nil./$40.6
nil,

$13.1 mil./$25.8
nil.

N/A N/A

Auth ROE 10.75 11.25 Notspecified N/A N/A

5-Year % 18.8 6.4 20.7 14.5 4.8 13.6
inc.

‘PacifiCorp reached settlment mr $52.5 mil., bat anoani awarded reduced by aboui $25 mu, under application of SB408. PacifiCorp is appealing this reductios,
ROE reduced 1010% from 10.5%, set in 2003. IlMajority ofreduction related to net power costs and return an equity. §Pacificorp sought 11.75% ROE, awarded
a 10.]s% ROE. Of$39 nil, disallowed, $2Onil. related operating casts ($7 mil, pensinnl and $19 nil, re: rates of return. “Original request for $62 eli, but
Inwered to $21.] nil., difference beiween $21.7 nil, request and $13.6 nil, received reflects agreement to exclude $0.1 mu. in power costcharges. lhiiOf the
$45 mil. difference, between request and actual award, $20 mil, associated with raie ofreturn issaes, §$Of the $11.5 mil. difference, abaut $5 mil, due to rate
of return, the other pension, payroll and misc. ‘“Of the $16 mil. difference, all atiributable to PacifiGorp’s agreement to not seek this emuunt in set power
increase but instead to have an adjuster. uiillDoeo not address $91 mil, in deferred pawer costs later rejected. $11 mu, difference mostly disallowed power
contracts.

About70%ofPacifiCorp’senergyrequirementscomefrom ownedcoal,21%from purchases,5% from

hydro, and4%fromnaturalgas. As aresult,anotherimportantissuefor PacifiCorpis whetherit will be

permittedto establishfuel andpurchasedpoweradjusters.Wyoming,whichdisallowed$91 million of

PacifiCorp’sdeferredpowercostsincurredduringtheenergycrisis,wasparadoxicallythefirst stateto approve

an adjuster.Adjusterrequestsarependingin nearlyall otherstates,andfor UtahandOregonwill likely be

consideredaspartof thegeneralratecasesfiled. 1-lowever,theprospectsfor adoptionin thesestatesare

uncertain,

Onecertainchallengeto MEHC will bewhetherit will beableto achievethebenefitsof its

diversifiedportfolio in thefaceoftheinevitablelogisticalandcoordinationchallengespresentedby managing

10 separateregulatorycommissions(11, if MEHC’sFERC-regulatedpipelinesareconsidered).In addition,the

financialchallengesatPacifiCorparegreaterthanMEHC facedwith MEC, whichwasonly slightly under-

earningatthetimeIVIEHC acquiredit. In contrast,PacifiCorp’sunder-earningis almoststructuralin character.

Whilethesechallengesaresignificant,atthesametime ScottishPowerhasmadeprogressin

achievinganumberof regulatorygoalsthatshouldsignificantly benefitMET-IC, Theseaccomplishments

include:Currentretail rates,while still lagging,arenearerto actual costs,duelargelyto PacifiCorp’srelentless

filing andsettlementofcasesin recentyears;theadoptionof forward testydarsin four states(Oregon,Utah,

Wyoming andCalifornia)shouldavoidthepotential for futureratesto bebasedonastaletestyear;the

company’santicipatedrulings for fuel andpurchasedpoweradjustersin five jurisdictionsmay provide

significantprotectionfrom volatile commoditycosts; theconclusionofamulti-stateagreementfor the

allocationof costsin four states(pendingin WashingtonandCalifornia) shouldavoidinterstatebattlesoverthe

properattributionof coststo eachservicearea;and,lastly, thepassageofrecentlegislationin Utahthatpre-

approvespowerplantsor purchasesgreaterthan100MW providesprotectionfrom future regulatory

disallowances,which is criticalbecausemuchofPacifiCorp’sgrowth is occurringin this state.

Q: WhatstepsdoesStandard& Poor’sexpectMEHC to taketo maintainPac(,uICorp’screditquality?

Standard& Poor’s ( CREDITFAQ 6
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A: Standard& Poor’sexpectsthatMEHC will deleveragePacifiCorpthroughthereinvestmentofcashflow

into its extensivecapitalexpenditureprogram.MEl-IC hasrepresentedthatit viewsaproperlycapitalizedutility

ashavingroughlya50-50equity-to-debtstructure,andit hasachievedthis at MEC. Thedividendrestrictions

in placeasapartofregulatoryapprovalshouldalsoprovideincentivesto deleveragePacifiCorp.

PacifiCorp’sratingcouldfall to alevel commensuratewith its standalonecreditquality if MEl-IC’s

ratingis lowered.Thiscouldresultfrom MEHC’s financialperformancebeingweakerthanforecast,or if

Standard& Poor’sview ofparentsupportfrom BerkshireHathawaychanges.MEHC’s ratinghaslimited

upside,asimprovingfinancialmetricsandasuccessfulintegrationofPacifiCorphavebeenassumed.

Importantly,BerkshireHathawayhasindicatedthatit maypurchaseotherutilities. MEHC’s

consolidatedbusinessriskprofilescorereflectsStandard& Poor’sexpectationthatMEHC’s futureacquisitions

will bein theregulatedutility segmentandnot in unregulatedorcommodity-exposedbusinesses.If acquisitions

wereto resultinachangein consolidatedcreditquality, thiscouldaffectPacifiCorp’srating.

www.standardandpoors.com 7
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Oregon

California

Sourc’e: PacifiCcmrp.
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Armzo,na
New Mexico
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FitchRatings Corporate Finance
KNOW YOUR RISK

Global Power/US, and PacifiCorp
Canada
Credit Analysis Subsidiary of Scottish Power plc

• Rating Rationale
PacifiCorp’s (PPW) ratings were reducedby Fitch on Jan.31, 2006.
The lower ratings and Stable Rating Outlook better reflect the
company’soperating cash flow and debt leveragemeasures,large
capital spendingprogram and businessrisk profile. The ratings and
stable outlook consider PPW‘s projected above-industry-average
service territory growth, primarily in its Eastern service territory;
significantplannedinvestmentin new plant and infrastructureto meet
its load requirements,estimatedto approximate$1 billion annually
over the next five years;and growing exposureto natural gas-fired
generatingcapacity.The ratingsand stableoutlookassumereasonable
regulatory outcomes in pending and future rate proceedings,while
noting the adverse September2005 final order issued in PPW’s
Oregongeneralrate case (GRC) and pending rehearing.Fitch also
assumesthecompletion of the planned$285 million equity infusion,
net of dividends,from PPW’s directparent,PacifiCorpHoldings, Inc.
(PHI), during fiscal 2006 of which a netamountof about$215million
hasalreadybeenmade.

PPWis a directsubsidiaryof PHI, which is awholly ownedsubsidiary
of ScottishPowerplc (SP, seniorunsecureddebt rated ‘BBB+’). SP
intendsto divestPPW and has enteredinto an agreementto sell the
utility to MidAmerican Energy Holdings (MEHC; rated ‘BBB’). The
agreed-upon transaction, announced May 2005, has received
regulatory approvalsin all six states in PPW’s service territory and
appearsto be on trackto closeby the end of March 2006. Fitch views
thechangein ownershipas astabilizingcreditfactor for PPW.

The primary credit concern is potential unsupportive regulatory
actions,especiallyin light of the company’slargeconstructionbudget
and low earnedreturns. In addition, the utility’s growing relianceon
gas-fired generation and exposureto high commodity costs in the
event of a prolonged, unscheduledbase-loadplant outageduring a
period of high demandis a sourceof concernfor PPW fixed-income
investors.

• Recent Developments
With the recentissuanceof a written order by Wyoming regulators
approving the proposedacquisition of PPW by MEHC, all state
regulators in PPW’s six-state service territory have approved the
transaction.Following negotiation of terms under the most favored
stateprovisionof theproposedacquisition,Fitch expectsthe mergerto
closeby theendof March 2006.

Ratings
Security Current Previous Date
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In a negative development, the Oregon Public
Utilities Commission (OPUC) issueda final order
incorporatingthe effectsof SenateBill (S.B.) 408
and reducing the authorized revenue increase to
approximately $26 million from the $52 million
stipulated in settlement agreementsreached with
intervenergroupsin its GRC. The OPUC hasagreed
to reheartheapplicationof S,B. 408 in theGRC and
a decisionin the proceedingis expectedaroundmid-
2006.

• Liquidity and Debt Structure
At Dec. 31 2005,PPWhad$164 million of cashon
its balance sheet and no borrowings under the
utility’s recently renegotiated $800 million
committed revolving credit facility. The new credit
facility extendedthe maturity dateto August 2010
from May 2007,while increasingthemaximumdebt-
to-total capital covenantto 65% from 60%. Notes
payable and commercial paper (CP) issued were
$215 million and currentmaturities$315 million. At
Dec. 31, 2005, total PPW debt was approximately
$4.3 billion and PPW’s debt-to-capitalizationratio
was 53,1%.

• Growth and Capital Expenditures
PPW’s retail salesgrowth is expectedto approximate
2.2%—3.5% annually over the coming five years.
PPW’s easternregion (composedof Utah, Wyoming
andIdaho) is expectedto grow at a fasterrate,driven
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by continuedeconomic expansionin the Wasatch
Front regionof Utah and oil and gas expansionin
Wyoming, while growth in the company’swestern
region (composed of Oregon, Washington and
California) is expected to be more sluggish.
PacifiCorp plans to invest approximately$1 billion
annually in utility plant during fiscal 2006—2010,
representingmore than 34% of gross utility plant,
which approximated $14.8 billion at the end of
PPW’sfiscal third quarter(i.e., December2005).

The financial impact of PacifiCorp’s large capital
investment program will depend on its ability to
avoid cost overrunsand fully recoverits investment
through increasedbaserates and customergrowth.
The anticipatedcapital infusion of slightly less than
$300 million net of dividends (of approximately
$200 million) in fiscal 2006 from PHI andreasonable
prospective rate treatment should support the
company’s credit metrics,which are in line for the
current rating category. Conversely, negative
regulatorydecisionswould likely result in continued
under-earningsand bring pressureto bear on the
company’s credit metrics. Fitch expects PPW to
remainactiveon the regulatoryfront, as it hasbeenin
recent years, to recover its considerableplanned
investmentin newutility plant in its six-stateservice
territory. PPW recently filed a GRC in Oregon
requestinga $112 million (13%)rate increasebased
on an 11.5% authorized return on equity and is
expectedto file aGRC in the nearfuturein Utah.
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Scottish Power PCL — PacifiCorp Holdings Inc. Corporate Organization
(Jurisdiction of Organization)

Source: Company reports,
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Summary of Pending PPW Rate Proceedings
($ Mit.)

Filing Amount Requsted Requested Expected Date
Date Jurisdiction Requested Increase % ROE (%) Of Final Order Comment

PPW requested a December 2006 implementation
Feb. 2006 Oregon 112 13.2 11.50 4Q06 date,
Nov. 2005 California 11 15.6 11.80 Dec. 2006 PPW requested a Jan. 1, 2007, implementation date.
May 2005 Washington 33 14.9 11.13 Apr. 2006 New rates expected to be effective in April 2006.

ROE — Return on equity. PCAM — Power cost adjustment mechanism. Note: PPW hasfiled to implement PCAM5 in California, Utah, Washington
and Oregon, Sources: Fitch Ratings, Regulatory ResearchAssociates and company reports.

Fitch believes the completion of the proposed
acquisitionof PPWby MEHC would be a constructive
credit development, as the prospective acquirer is
expectedto allow PPWto retain its earningsto support
capital expendituresin the foreseeablefuture. All else
equal,Fitch believesgreaterretentionof earningsand
cashat PPWwould reducetheneed to accessexternal
sourcesof capitalto fund its capitalprogram,ultimately
resulting in creditmetricsmoresupportiveofthecurrent
ratingcategory.

• Power Procurement Issues
PacifiCorphaslongoperatedwith anet-shortgeneration
position, relying on short- and long-term wholesale
powerpurchasesto closethe gap betweenits in-house
capacity and peak retail load. PPW’s 2005 reserve
marginwas a negative16%, basedon its instantaneous
retail peakdemandof 9,527megawattsand its in-house
net-generatingcapacity of 7,981 megawatts.In 2005,
PPW relied on short- and long-term purchasepower
arrangementsto meetapproximately21% of its energy
requirements.

Growing Exposure to Natural Gas
While a large majority of the utility’s generating
capacitymix is coal-fired, incremental load growth, in
the near-to-intermediateterm, is expectedto be met
primarily by naturalgas fueledand,to a lesserdegree,
renewableresources.In the longerterm, constructionof
a coal-fired plant in concert with other regional
generatingcompaniesis possible.PPW is fully hedged
through the end of 2007, including supply for its
plannedcombinedcycle generatingcapacity;however,
it remains vulnerable to unplannedgenerationplant
outagesof significant durationduring periods of high
powerprices.PPWhas filed requestswith regulatorsin
Oregon,Utah, Californiaand Washington,and recently
received approval from Wyoming regulators, to
implement fuel and purchasepower cost adjustment
mechanismsdesignedto reducecommoditycostrisk.

Currant Creek and Lake SideUpdate
The constructionand commercialoperation of the
525-megawattCurrantCreekand534-megawattLake

Sidecombinedcycle natural gas-firedpowerprojects
are scheduledfor the summer 2005—2007 period.
Currant Creek achieved simple cycle operation in
summer2005 and is expected to enter combined
cycle operation by summer 2006, The Lake Side
combinedcycle unit is expectedto begin commercial
operation by summer 2007. Total capital
expendituresto constructtheCurrantCreekandLake
Side generating facilities are estimated to
approximate$700million.

• Regulatory Developments

Oregon
In September2005,the OPUCissueda final order in
PPW’s GRC authorizing a $25.9 million revenue
increasebasedon a 10% authorizedreturn on equity
(ROE). The utility filed the rate casein November
2004 requestinga $102 million (12.5%) increasein
revenuebasedon an 11.1%requestedROE.

S.B. 408 Impact on Oregon GRC
PPW entered into GRC settlementagreementswith
interveners in 2005 supporting an approximately
$52 million revenueincrease.However, the OPUC
included in its final order a $26.6 million revenue
requirementreductionbasedon theprovisionsof SB.
408, which was enacted in Oregon in early
September2005. S.B. 408 requires the OPUC to
adjust rates to reflect taxes actually paid to a
governmentagency. The legislation requires that
actualtaxespaid becomparedto amountsreflectedin
rates. If taxescollectedby a utility are greaterthan
amountsactuallypaid by its corporateparent,due to
tax reductionsfrom non-jurisdictionalaffiliates, the
amount collected above the amount paid to a
governmententitywould be refundedto ratepayers.

On Oct. 28, 2005, PPW filed a petition with the
OPUCrequestingrehearingof the revenuereduction
associatedwith implementationof SB. 408 in its
September2005 GRC order, which was grantedby
the commission in December2005. The rehearing
will considerif the revenuereductionresulting from

PacifiCorp
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Summary of Major Rate General Rate
CaseOrders Since January 2004
($ Mu.)

Amount Increase Auth. Effective
Jurisdiction Approved (%) ROE Date
Wyoming 25 6.9 NA. March/July 2006
Oregon* 26 3,2 10.00 Oct. 2005
Idaho 6 4.8 N.A. Sep. 2005
Utah 51 4.4 10.50 Mar. 2005
Washington 15 7.5 NA. Nov. 2004
Utah 65 7.0 10.70 Apr. 2004
Wyoming 23 7.2 10.75 Mar. 2004
*Reconsideration in process. ROE — Return on equity. NA. — Not
applicable. Auth. — Authorized. Sources: Fitch Ratings, Regulatory
Research Associates and company reports.

application of S,B. 408 violates Oregon’s
constitution.The OPUCwill alsoreview whetherthe
recent legislationshould be appliedto the rate case
and,if so,how it shouldbe implemented.In its filing,
PPW assertsthat evenif the statuteis applicable,the
revenuereductionshouldbe loweredto slightly less
than $3 million to correct a calculationerror in the
OPUC’s final order.Hearings in theproceedingare
expectedto begin in mid-to-late April 2006 and a
final orderis expectedin June2006.

Utah
PPW’s last GRC, approved February 2005,
authorizeda $5 I million revenueincreaseeffective
March 2005. Separately,the Utah Committee for
Consumer Services (UCCS), a state consumer
advocate group, filed a requestwith the public
service commissionto returnat least$50 million of
taxes collected from Utah rate payers that were
allegedly improperly retained by PHI. PacifiCorp
disagreeswith andintendsto opposetheclaimsmade
by the UCCS. A proceduralscheduleto hear the
matterhasnotbeenestablished.

Washington
PPWsupportsa generalrateincreaseof $32.6million
in its Washingtonfiling or a 15%ratehike. Thefiling
also requests implementation of a power cost
adjustmentmechanism(PCAM). A final order is
expectedby April 2006.

California
In November 2005, PPW filed a GRC with the
California Public Utilities Commission (CPUC)
requestingan $11 million ratehike or approximately
a 16% increase,including a requestto implementa
PCAM. A final orderis expectedin December2006.

PacifiCorp
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Other Jurisdictions
In addition to the $51 million Utah rate increase
granted by the Utah Public Service Commission
(PSC) and the $26 million revenuehike grantedby
the OPUC in 2005, regulatorsin Idaho approveda
settlementagreementauthorizinga $5.8 million or a
4.8% base rate increaseeffective June 2005, In
Wyoming, PPW was recentlygranteda $25 million
rateincreaseby regulators,$15 million ofwhich is to
be effective March 1, 2006, and the remaining
$10 million July 1, 2006. Importantly,the Wyoming
PSCalsoapprovedimplementationof a PCAM.PPW
hasrequestedPCAMs in California, Washingtonand
Oregonandfiled with Utah regulatorsto implementa
PCAM following the conclusionof its anticipated
2006 UtahGRC.

• Proposed Acquisition
The proposedsaleof PPW by SPto MEHC appears
to beon trackto closeneartheend ofthe first quarter
of 2006. The $9.4 billion transaction includes the
assumptionof $4.3 billion of net debt and preferred
stock and was announcedMay 24, 2005. The
prospectiveacquisitionhasreceivedclearanceunder
the Hart-Scott-RodinoAct and the approvalof the
Federal Energy Regulatory Commission and the

pPL/326
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Outlook Rationale

The Stable Rating Outlook assumes balanced
regulatoryoutcomesin responseto pending and
prospective rate filings. The recent Oregon
commissionruling in PPW’sGRC is a significant
sourceof concern, in Fitch’s view. Fitch views
the proposed sale of PPW to MEHC as a
potentiallystabilizingcreditfactor.

What Could Lead to PositiveRating
Action?
• Greater than anticipated relative debt

reduction,
• Constructive prospective regulatory

outcomes.

What Could Lead to Negative Rating
Action?
• Adverseregulatory developments,especially

in light of the company’s large cap-ex
program.

• A major, extendedgeneratingplant outage.
• Failure to complete the proposed sale of

PPWto MEHC.
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NuclearRegulatoryCommission.All necessarystate
approvals have been obtained and the agreed
acquisition appearson track to closeby the end of
March 2006.

Fitch views the ownership changeas a stabilizing
factor for PPW’s credit profile. Conversely, an
unexpected failure to complete the pending
transactionwould result in significant uncertaintyas
to the future ownership of PPW, which in Fitch’s
view wouldbea negativecreditdevelopment.

• llydro Conditions
PPW’shydroelectricgenerationwas 84% of normal
for the ninemonths endedDec. 31, 2005,compared
to a 30-yearaverage;nonetheless,output rose9% in
2005 as hydro conditions improved comparedto the
ninemonthsendedDec. 31, 2004.While we are only
abouthalfway through the key snowpackseasonin
the Pacific Northwest, it appearswater flows may
return to normal levels, driven by significant snow
accumulationand above-averagerecentprecipitation
trends,especiallyin January2006, following several
yearsof droughtconditions.

PacifiCorp
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Financial Summary — PacifiCorp
($ Mil.)

LTM Ended
12131/05 12/31/04 3/31/05 3/31/04 3131/03

Fundamental Ratios (x)
FF0/Interest Expense 3.4 4.3 4.1 4.3 3.8
CFO/lnterest Expense 4.2 3.6 3.7 4.2 3.5
Debt/FFO 6.2 4.7 5.3 4.6 5.2
Operating EBIT/lrtterest Expense 2.5 2.1 2.5 2.4 1.8
Operating E8llDAllnterest Expense 4.0 3.7 4.1 4.1 3.4
Debt/Operating EBITDA 3.7 4.1 4.0 3.8 4.2
Common Dividend Payout (%) 69.1 80.2 77.4 65.6 0.0
Internal Cash/Capital Expenditures (%) 69.8 72.0 60.6 96.6 122.6
Capital Expenditures/Depreciation (%) 230.6 170.4 194.9 161.0 126.6

Profitability
Revenues 3,290 3,202 3,049 3,195 3,082
Net Revenues 2,234 2,056 2,101 2,038 1,902
Operating and Maintenance Expense 964 950 913 896 885
Operating EBITDA 1,173 1,026 1,093 1,047 923
Depreciation and Amortization Expense 446 437 437 429 434
Operating EBIT 728 589 656 618 489
interest Expense 291 275 267 257 270
Net Income for Common 299 228 250 245 133
Oper. Maint. Exp. % of Net Revenues 43.2 46.2 43.5 44.0 46.5
Operating EBIT % of Net Revenues 32.6 28.6 31.2 30.3 25.7

Cash Flow
Cash Flow from Operations 926 724 711 832 682
Change in Working Capital 230 (174) (129) (25) (74)
Funds from Operations 697 898 840 857 755
Dividends (209) (187) (195) (165) (7)
Capital Expenditures (1028) (746) (852) (690) (550)
Free Cash Flow (311) (209) (336) (24) 124
Net Other Investment Cash Flow 32 (1395) 5 (1394) 25
Net Change in Debt 49 170 479 303 (297)
Net Change in Equity 368 (8) (8) (360) 143

Capital Structure
Short-Term Debt 529 481 742 369 162
Long-Term Debt 3,771 3,762 3,678 3,577 3759
Total Debt 4,300 4,243 4,420 3,945 3921
Preferred and Minority Equity 41 41 41 41 108
Common Equity 3,764 3,297 3,336 3,279 3,195
Total Capital 8,105 7,582 7,797 7,265 7,224
Total Debt/Total Capital (%) 53.1 56.0 56.7 54.3 54.3
Preferred and Minority Eq/Total Capital (%) 0.5 0.5 0.5 0.6 1.5
Common Equity/Total Capital (%) 46.4 43.5 42.8 45.1 44.2
Note: Numbers may not add due to rounding. Numbers are adjusted for interest and principal payments on transition property securitization
certificates, Long term debt includes trust preferred securities.LTM — Latest 12 months. Operating EBIT — Operating income plus total reported state
and federal income tax expense. Operating EBITDA— Operating income plus total reported state and federal income tax expense plus depreciation
and amortization expense. FF0 — Funds from operations. CFO — Cash flow from operations. O&M — Operations and maintenance, Source: Financial
data obtained from SNL Energy Information System, provided under license by SNL Financial, LC of Charlottesville, Va.

Copyright02006 by Fitch, Inc., Fitch RatingsLtd. and its subsidiaries.OneStateStreetPlaza,NY, NY 10004.
Telephone:t-tOO-753-4824,(212) 908-0500.Fax: (212) 480-4435.Reproductionor retransntissinnis whale or in part is peolsibitedexceptby permission.All debtsreserved.All of the
informationcontainedheroinis basedon informationobtainedfrom issuers,otiserobligors,underwriters,andotlsersoarceswhichFitcls believesto ho reliable.Fitch doesnotaudit or verify the
tenth oraccuracyof anysudsinformation. As aresnlt, the informationin tlsis reportis provided“onis” ss’itltnat anyrepresentationorwarrantyofanykind. A Fitch ratineis an opinion asto the
creditworthinessofasecnrity.Therating doesnotaddresstherisk oflots dueto risksotherthan creditrisk, antesssuchrisk is specifically mentioned.Pitclsis not engagedin theofferersaleof
anysecsrity.A report providingaFitch ratingis neitheraprospectusnorasubstitutefor the infornsatiostassembled,veeifmedandpresentedto investorsby time insaneandits agentsin connection
with thesolo of thesecurities.Ratings may bechanged,suspended,orwithdrawn at anytimefor anyreasonin thesolediscretionof Fitch.Fitch doesnotprovideinvestnsentadviceof anysort.
Ratingsarenotarecommendationtobuy, sell, orholdanysecurity.Ratingsdo notcommenton theadequacyofmarketprice, thesuitability ofanysecurityfor aparticularinvestor,orthe tax-
exemptnatureortaxabilityof paymentsmndein respectto any secariey.Fitch receivesfeesfrom issuers,insurers,guneancoes,other obligors,andunderwritersforratingsecurities. Such fees
generallyvaty from USD1,000to USD750,000(or the applicablecurrencyequivalent)perissue.In certaincases,Fitch will rateall eranumberofissuesissuedby aparticularissuer,or insured
orguaranteedby aparticularinsureror guarantor,foe asingle annaulfee. Such feesare esprctedto vary frons USDtO,000to USDI,500,000(or theapplicablecurrencyequivalent).Ttse
assignment,publication,ordisseminationof aratingby Fitch shall notconstitutea consentby Fitch to useits nameasanexportin connectionwith army registrationstatementfiled nuder the
United Statessecurities awn,the Finunciul Servicesand MarketsAct of 2000of Great Britain, orthesecuritieslawnof anyparticularjurisdiction. Duo to therelativeefficiescy of electronic
publishinganddistribution,Fitch researchstaybeavailableto electronicsubscribersup to threedayseartierthan toprint subscribers.
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Rating Action

28 FEB 2006

Rating Action: PaciflCorp

MOODYS AFFIRMS THE RATINGS OF PACIFICORP (Baal SR. UNSECURED); REVISES RATING OUTLOOK
TO STABLE FROM DEVELOPING

Approximately $4.5 Billion of Debt Securities Affected

New York, February 28, 2006 -- Moody’s Investors Service affirmed the debt ratings of PacifiCorp (Baal
senior unsecured debt) and changed the rating outlook to stable from developing. The action follows
regulatory approvals in all of thesix states needed to allow MidAmerican Energy Holdings Company’s
(MEHC) acquisition of PacifiCorp from Scottish Power plc for $9.4 billion.

The rating affirmation reflects expected credit metrics that are consistent with a Baal rating for a vertically
integrated utility with PacifiCorp’s risk profile under Moody’s industry rating methodology and in comparison
to similar companies. Key financial metrics include the ratio of adjusted funds from operations (FF0) to total
adjusted debt that has averaged about 19% for the past three years, and the ratio of FF0 to interest expense
that has averaged about 4.Ox during the same period. The rating affirmation incorporates the belief that
MEHC will manage PacifiCorp’s business, including its future capital structure, in a way that is supportive to
credit quality, including the contribution of ongoing equity to support the utility’s capital expenditure program.
The rating action also recognizes that the acquisition will eliminate an overhang of uncertainty that resulted
from Scottish Power’s clear intention to divest PacifiCorp. The rating and outlook consider MEHC’s longer-
term investment horizon, and recognize its experience in operating several regulated utility systems in
different geographic regions.

PacifiCorp’s ratings consider legal and regulatory factors that are expected to significantly insulate the credit
quality of PacifiCorp from the credit quality of MEHC as its new parent. In this regard, key provisions include
the appointment of an independent director, the regulatory requirement to maintain a minimum common
equity level that ranges between 44.0% and 48.25% to allow distributions, and a prohibition on the payment
of dividends if PacifiCorp’s senior unsecured debt ratings fall below investment grade.

The rating affirmation incorporates the expectation that PacifiCorp will continue to receive reasonable
regulatory treatment throughout its six-state jurisdiction for the recovery of supply and delivery-related capital
investment and operating costs. PacifiCorp’s relatively stable financial performance has been aided by
generally supportive regulatory decisions for capital investment and for recovery of power procurement costs.
However, PacifiCorp has numerous remaining regulatory challenges in several of its key jurisdictions, the
outcome of which could impact future credit quality at the utility. Of particular near-term importance is the
outcome of several outstanding regulatory and legislative issues in Oregon. Operating revenues from Oregon
jurisdictional customers represent about 30% of PacifiCorp’s operating revenues. These issues include the
rehearing of PacifiCorp’s September 2005 Oregon general rate case (GRC), which substantially reduced the
recommended rate increase by incorporating terms of the recently enacted tax-related legislation (Senate Bill
408) into the decision, the outcome of permanent rulemaking concerning the implementation of Senate Bill
408, and a final decision of the company’s recently filed GRC.

The rating outlook is stable, reflecting an expectation of fairly supportive regulatory decisions and
conservative financing of PacifiCorp’s fairly large capital investment program. While the size of the
company’s capital expenditures limits the prospects for a rating upgrade in the near-term, the rating could be
upgraded if reasonable regulatory support and a conservatively financed capital expenditure program results
in a sustained improvement in credit metrics. This would include achieving ratios of FF0 to total adjusted
debt in excess of 20% and FF0 to adjusted interest expense in excess of 4.Ox, on a sustainable basis. The
rating could be downgraded if reasonable regulatory support does not continue, or in the unlikely event that
the acquisition by MEHC is not consummated and there is substantial uncertainty about the future ownership
of PacifiCorp for a substantial period of time.

Ratings affirmed include:

Senior secured debt; A3,

Issuer Rating and senior unsecured debt; Baal,

Preferred stock; Baa3, and
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Headquartered in Portland, Oregon, PacifiCorp is vertically integrated utility with operations in Oregon, Utah,
Washington, Idaho, Wyoming, and California. PacifiCorp is currently an indirect wholly-owned subsidiary of
Scottish Power plc.
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