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Our names are Bob Jenks and Lowrey Brown, and our qualifications are listed in 1 

CUB Exhibits 101 and 201 respectively. 2 

I. Introduction 3 

PacifiCorp is in the midst of a transition from ScottishPower ownership to 4 

MidAmerican Energy Holdings Company (MidAmerican) ownership.  The original filing 5 

was based on a projected 2007 test year with PacifiCorp owned by ScottishPower.  6 

Obviously this has changed.  As some costs get updated as this case progresses, any 7 

given item in the Company’s rate case filing could be based on ScottishPower, 8 

MidAmerican, or a mixture.  Regardless of each individual cost, the fundamental 9 

question remains of whether the overall revenue requirement established just last year, 10 

based on PacifiCorp costs under ScottishPower ownership, is insufficient for PacifiCorp 11 

under MidAmerican ownership.  We recommend the Commission deny PacifiCorp’s 12 
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application for a general rate increase, and grant only the power cost increase it finds 1 

appropriate. 2 

Should the Commission choose to examine the Company’s filing on a cost-by-3 

cost basis, we propose a few adjustments to PacifiCorp’s forecast.  CUB’s adjustments by 4 

no means represent the universe of appropriate adjustments to the Company’s filed case, 5 

and we expect Staff and other parties to raise other problems with PacifiCorp’s filing and 6 

propose adjustments to remedy them.  We recommend a Commission decision that 7 

includes not only CUB’s, but appropriate Staff and other party adjustments, as well. 8 

II. No Rate Increase Warranted Beyond Power Cost Update 9 

PacifiCorp has the burden of proof in demonstrating that the Company’s current 10 

rates, supplemented by the 2007 power cost update, are not adequate, and the Company 11 

has not met that burden.  PacifiCorp gives us no reason to believe that the Company’s 12 

costs under ScottishPower ownership are not sufficient to operate PacifiCorp under 13 

MidAmerican ownership.  Last October, the Commission granted the Company a 3.2% 14 

increase,1 and, in the 2007 power cost update alone, power costs may jump 11.5%,2 if the 15 

Company receives its requested power cost increase in its April filing.  Rates went up last 16 

year, will go up this year, and will most likely continue to go up, through the Company’s 17 

annual power cost updates, regardless of this – or any – general rate case.  PacifiCorp has 18 

not shown that its operations under MidAmerican ownership need another non-power 19 

cost increase after its increase under ScottishPower ownership last fall, and it is the 20 

Company’s obligation to demonstrate another increase is necessary. 21 

                                                 
1 UE 170 Order No.  05-1050, page 1. 
2 Current power costs: $797 M (PPL/500/Widmer/2).  April requested power costs: $889 M (April TAM 
Update). 
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A. Which Costs Are Whose And What Are They? 1 

PacifiCorp filed this rate case in February, and MidAmerican officially took the 2 

helm in March.  Since MidAmerican took over, there have been numerous changes in the 3 

company, including a different corporate structure and a different CEO.  Two of the 4 

witnesses in this case (McRichie and Rosbourgh) are no longer with PacifiCorp, and at 5 

least three of the witnesses from UE 170 are no longer with the Company (Omohondro, 6 

Martin and Rosbourgh).  As the docket progresses, the forecast of any given item is more 7 

and more of a mishmash of costs under ScottishPower and costs under MidAmerican.  8 

After only four months of MidAmerican ownership, operational changes can only just be 9 

starting to take shape, and forecasting an individual 2007 cost under MidAmerican is 10 

difficult at best.  PacifiCorp’s understanding of how specific costs will be different under 11 

MidAmerican than they were under ScottishPower is just developing, and the Company 12 

certainly couldn’t have foreseen such line-item changes back in February. 13 

As Mr. Gale pointed out when addressing MidAmerican’s then-potential 14 

acquisition of PacifiCorp: 15 

We cannot quantify these opportunities until after MEHC better 16 
understands the operations and circumstances of PacifiCorp, and that 17 
cannot occur until MEHC owns PacifiCorp. 18 

UM 1209 PPL/312/Gale/14. 19 

Without the experience that can be gained by operating the business, 20 
MEHC is not able to quantify savings that can be gained by changes in 21 
business practices. 22 

UM 1209 PPl/312/Gale/12. 23 

PacifiCorp’s costs specifically under MidAmerican are still in the early stages of 24 

emergence, which undermines the Company’s attempted justification that its Oregon 25 
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revenue requirement must grow by more than 13%3 from the amount it was granted last 1 

October under ScottishPower ownership. 2 

B. An Employee Level Example 3 

PacifiCorp’s employee levels, both in comparisons of actual levels to budgeted 4 

levels, as well as in a comparison of reported actual levels in different data responses, 5 

demonstrate the difficulty of forecasting costs smack in the middle of the MidAmerican 6 

transition.  The comparisons also demonstrate a consistent over-forecasting of employee 7 

levels.  The following table compiles PacifiCorp’s employee levels as provided in various 8 

data responses. 9 
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The case was filed assuming 5,974 employees, but by June of 2006, employee 10 

levels were well below this level.  Clearly, employee levels are over-forecasted, and it is 11 

not clear if or by how much they may decline before the beginning of the test year.  This 12 

example shows that PacifiCorp’s employee level, which is a moving target to begin with, 13 

is changing so quickly that the timing of the Company’s data responses can result in 14 

                                                 
3 UE 179 Trail Brief, Exhibit A. 
4 PacifiCorp response to OPUC 299(b)2, which is confidential.  The Company gave CUB permission to use 
these numbers publicly.  We appreciate the Company considering and granting our request. 
5 CUB Exhibit 202. PacifiCorp response to ICNU data request 11.5. 
6 CUB Exhibit 202. PacifiCorp response to OPUC data request 209. 
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different answers.  It also demonstrates that the record does not support an employee 1 

level of 5,974. 2 

The context for the Company’s rate case filing is morphing rapidly, and which 3 

costs will rise and which costs will fall has not yet settled out of the mix.  Regardless of 4 

this ScottishPower–MidAmerican mélange, the fundamental question remains: Has 5 

PacifiCorp demonstrated that the overall revenue requirement the Company was granted 6 

last year under ScottishPower, updated for power costs, is not sufficient for the Company 7 

under MidAmerican ownership? 8 

No, and how could PacifiCorp demonstrate such an increase in costs when it can’t 9 

yet have established what the Company’s costs will be?  We recommend the Commission 10 

deny PacifiCorp’s application for a rate increase in the Company’s general rate case 11 

filing, and recognize only those power cost changes it deems appropriate.  If the 12 

Commission chooses to recognize PacifiCorp’s filing, such as it is, the specific 13 

adjustments we recommend follow.  In addition, CUB has co-sponsored a cost-of-capital 14 

witness with the Industrial Customers of Northwest Utilities (ICNU), Michael Gorman, 15 

and his testimony is CUB-ICNU/400/Gorman. 16 

III. Allocating The Cost Of Taxes 17 

The permanent rules implementing Senate Bill 408 have not yet been established, 18 

and those rules may well render a tax adjustment in PacifiCorp’s rate case, unnecessary, 19 

as the automatic adjustment clause may pick up such an adjustment.  In the absence of 20 

permanent rules we feel it necessary to correct PacifiCorp’s tax forecast here, especially 21 

in light of Staff’s opinion that general rate cases are the appropriate venue for a SB 408 22 
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tax adjustment.7  While this adjustment is less than what we have proposed in AR 499, it 1 

is important to better align taxes collected with taxes paid as dictated by  2 

SB 408;8 more importantly, CUB’s adjustment better aligns the Company’s tax forecast 3 

with the actual tax cost that will eventually be paid. 4 

A. Taxes Are A Consolidated Cost Paid By The Corporate Family 5 

When a utility is brought into a corporate family, there are costs the utility no 6 

longer has to shoulder alone.  Affiliates within a holding company structure can share 7 

such costs as corporate secretarial services, shareholder services, insurance, and 8 

accounting services.  The consolidated tax liability is also a cost paid by the corporate 9 

group.  It is irrational to attribute the cost of the consolidated tax liability in a manner that 10 

is entirely inconsistent with the way other shared costs are attributed, and with no regard 11 

to the utility’s share of the consolidated tax cost within the corporate structure. 12 

i. Stand-Alone Tax Attribution Is A Perverse Way To Allocate A Cost 13 

Taxes are a cost.  Oregon practices cost-based regulation.  For a utility within a 14 

holding company structure, the cost is not what the utility’s stand-alone tax liability 15 

would have been, because the utility is not stand-alone and does not pay taxes as a stand-16 

alone company.  The tax cost is the tax liability of the corporate family as paid on a 17 

consolidated basis.  Under cost-based regulation, some portion of the consolidated tax 18 

liability (the cost) should be attributed to the utility. 19 

If a utility were to suggest that any other shared cost (e.g. shareholder services) 20 

should be charged to a utility as if the cost were not shared – using the rationale that, had 21 

the utility been stand-alone, the utility would have paid the entirety of the stand-alone 22 

                                                 
7 AR 499 Staff’s Comments On Straw Proposals, page 4. 
8 Senate Bill 408, Section 2(1)(a). 
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expense on its own – customers would rightly judge this to be unfair.  This may help 1 

explain why Oregonians have been angry over the amount they are charged for taxes in 2 

utility rates. 3 

Allocating a shared cost, taxes or otherwise, such that utility customers pay the 4 

entire amount they would have paid had the utility been stand-alone, is perverse.  It 5 

presumes a cost that doesn’t actually exist because the utility is not stand-alone, and it 6 

denies utility customers the benefit of cost-sharing among affiliates in a conglomerate.  7 

Not only is it perverse, but it stands in conflict with cost-based regulation. 8 

ii. Stand-Alone Tax Attribution Provides Perverse Incentives 9 

Stand-alone tax imputation, as preferred by the utilities and by Staff, provides 10 

incentives for utility ownership that are not appropriate.  First, it makes a utility more 11 

valuable to shareholders through a holding company structure than through a stand-alone 12 

structure.  It is perverse for Oregon regulation to encourage investors to purchase an 13 

Oregon utility through a conglomerate, as opposed to purchasing it as a stand-alone 14 

utility.  Such an incentive makes it less likely that Oregon utilities will be stand-alone or 15 

locally headquartered.  Second, stand-alone tax attribution encourages holding companies 16 

to acquire and maintain debt – in order to benefit from interest tax deductions – which is 17 

not beneficial to the financial strength of the utility’s corporate family. 18 

a. Favors A Utility In A Holding Company Structure Over A Stand-Alone Structure 19 

Stand-alone tax attribution makes a utility more valuable in a holding company 20 

structure than it would be as a stand-alone company, because a stand-alone utility will not 21 

only forecast its taxes on a stand-alone basis, but will also pay its taxes on a stand-alone 22 

basis.  While actual taxable income is sometimes higher and sometimes lower than 23 
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forecast, there isn’t a whole lot of room for stand-alone utility shareholders to profit from 1 

this arrangement. 2 

A holding company, on the other hand, can use a utility with stand-alone tax 3 

attribution to absorb tax deductions, such as the interest deductions on its debt, while still 4 

collecting tax payments from customers as if those tax deductions had never been taken.  5 

The holding company’s consolidated tax liability (the actual cost in cost-based 6 

ratemaking) is the real cost, but for purposes of charging utility customers, stand-alone 7 

tax attribution allows the holding company to pretend the tax cost is something else. 8 

b. Encourages Debt In A Utility’s Holding Company 9 

Not only does stand-alone tax attribution encourage conglomerate ownership of 10 

Oregon utilities, but, for the very same reason, stand-alone tax attribution encourages an 11 

Oregon utility’s holding company to acquire and maintain debt.  The more debt a holding 12 

company carries, the greater its interest tax deduction will be, and the more profit it can 13 

make from utility customer tax payments.  This hardly encourages strong, equity-rich 14 

holding company structures.  This situation is highlighted by MidAmerican and 15 

PacifiCorp’s association with extremely cash-heavy Berkshire Hathaway.  Berkshire 16 

could easily put an enormous amount of equity into MidAmerican, but keeping debt at 17 

MidAmerican provides the interest tax deductions that reduce MidAmerican’s 18 

consolidated tax liability.  If customers are charged PacifiCorp’s theoretical stand-alone 19 

tax liability, millions of dollars in additional tax payments from PacifiCorp’s captive 20 

customers are fed into MidAmerican coffers. 21 

It is not appropriate for Oregon regulation to prefer conglomerate ownership of 22 

Oregon utilities over direct investor ownership.  It is also not appropriate for Oregon 23 

regulation to encourage and reward holding companies for carrying debt. 24 
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B. Adjusting PacifiCorp Tax Forecast Toward The Actual Tax Cost 1 

MidAmerican carries a large debt burden that provides the holding company with 2 

a significant amount of interest-related tax deductions.  These deductions reduce the 3 

consolidated tax liability of the MidAmerican sub-group of Berkshire Hathaway.  As this 4 

reduction in tax liability is known and measurable, it should be included when forecasting 5 

the taxes to be included in customer rates. 6 

CUB Exhibit 203 shows the calculation we used to forecast the impact of interest 7 

tax deductions at MidAmerican on PacifiCorp’s share of the MidAmerican consolidated 8 

tax liability.9  Unfortunately, in the Company’s response to our data request, PacifiCorp 9 

did not provide the interest rate MidAmerican pays on its debt to Berkshire.  The 10 

Company’s reason for this omission is that any interest paid by MidAmerican to 11 

Berkshire is taxed at Berkshire, and that these offset each other.  We disagree. 12 

The appropriate way to determine PacifiCorp’s share of its corporate family’s 13 

consolidated tax liability is to work systematically, from the bottom of the ownership 14 

structure.  PacifiCorp’s share of the consolidated tax payment should be established by 15 

determining its share of its immediate parent’s, MidAmerican’s, consolidated tax 16 

liability, which includes a significant, easy-to-forecast interest tax deduction. 17 

We disagree with PacifiCorp that we should ignore debt at MidAmerican when 18 

that debt is a loan from Berkshire Hathaway.  While Berkshire has tax liability on its 19 

earnings and some of those earnings come from interest on loans to MidAmerican, this 20 

does not change our calculation.  If Berkshire’s cash were not earning interest from 21 

                                                 
9 As everyone is well aware, how customers are charged for taxes is a sensitive issue.  We appreciate 
PacifiCorp providing the information to make this calculation as non-confidential.  The Company’s choice 
makes the adjustment easier to discuss, makes the paperwork of testimony easier, and demonstrates 
thoughtful, sparing use of the protective order. 
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MidAmerican or MidAmerican were not paying interest to Berkshire, Berkshire would 1 

still be earning interest and MidAmerican would still be paying it.  The principle of utility 2 

customers being charged the lower of cost or market dictates that this loan should not 3 

create a higher revenue requirement to customers by not accounting for the interest tax 4 

deductions associated with it, merely because the loan is between affiliates. 5 

The tax adjustment we propose should be updated with MidAmerican’s actual 6 

weighted average cost of debt, instead of a theoretical, almost-weighted average cost of 7 

debt.  While adjusting PacifiCorp’s tax forecast to account for MidAmerican’s interest 8 

tax deduction will not fully capture the benefit of sharing a consolidated tax burden with 9 

the many affiliates of Berkshire Hathaway, it is a reasonable adjustment that can be 10 

forecast for a future test year.  It will bring the tax forecast closer to what the Company’s 11 

share of the consolidated tax liability will be, and will specifically help to align the 12 

benefit and burden of debt at PacifiCorp’s parent company. 13 

PacifiCorp’s tax forecast should be reduced by $14.3 million on an Oregon basis, 14 

$23.8 million when grossed-up to revenue requirement, to account for the interest-related 15 

tax deductions at MidAmerican. 16 

IV. Uncollectible Expense 17 

PacifiCorp’s proposed uncollectible expense more than doubles from less than  18 

$3 million in the Company’s UE 170 filing to $6.2 million in this filing.10 The 19 

Company’s testimony offers no explanation for why this expense should increase so 20 

dramatically.  PacifiCorp’s uncollectible expense is based on fiscal year 2005, the 21 

Company escalates this amount for inflation, and then escalates it again for the rate 22 

                                                 
10 UE 170/Weston/1.2 and UE 170/Weston/2.13 & PPL/901/Wrigley/4.0.11 ($5,510,756) and 
PPL/901/Wrigley/1.2 ($729,551). 
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increase proposed in this case.  However, the Company’s uncollectible expense can be 1 

quite volatile, and using only one year of data to forecast this expense makes the forecast 2 

very susceptible to the base year used. 3 
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CUB Exhibit 204 
 

As can be seen for the years 2003 to 2005, the uncollectible expense jumped 4 

around quite a bit.  It would make more sense, in forecasting for a future test year, to use 5 

a rolling average to better normalize the uncollectible expense.  A rolling average both 6 

smoothes the uncollectible expense over time, and makes this variable less sensitive to 7 

the timing of a rate case filing.  CUB recommends using the average of PacifiCorp’s 8 

uncollectible expense from 2003 through 2005 as a better forecast than the use of one 9 

year of data, 2005. 10 

In addition to the problem of using only one year of data to forecast a volatile 11 

expense, PacifiCorp’s forecast double-escalates the uncollectible expense.  First the 2005 12 

value is escalated to 2007 for inflation, then the uncollectible expense is escalated again 13 

for the rate increase, but isn’t the rate increase supposed to capture escalating costs and 14 

inflation?  If the Company’s theory behind escalating for inflation is that customers will 15 

have a harder time paying as prices go up, then it does not make sense to adjust for 16 

inflation on top of the actual price increase.  Problems with this theory are that it doesn’t 17 

account for a concurrent increase in personal and business income with inflation, and 18 
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customers’ ability to pay is not a raw good or service that would be measured directly by 1 

inflation.  Under the above theory, either the uncollectible expense could be escalated for 2 

inflation or it could be escalated with the rate increase, but not both.  That being said, the 3 

actual data suggests that it should be adjusted for neither.  The uncollectible expenses in 4 

2004 and 2005 were less than 2003, which demonstrates that this expense does not 5 

directly increase with inflation or rate increases. 6 

CUB recommends that PacifiCorp’s proposed uncollectible expense be reduced to 7 

$4.6 million from the $6.2 million proposed by the Company, thereby reducing the 8 

Company’s requested increase by $1.6 million on an Oregon basis. 9 

V. Incentives & Bonuses 10 

The bonuses in PacifiCorp’s rate case filing are based upon the bonus system used 11 

by ScottishPower, but there is no reason to believe that MidAmerican will adopt 12 

ScottishPower’s bonus system.  Regardless, the basic premise that bonuses are awarded 13 

based on a mixture of accomplishments that benefit shareholders and accomplishments 14 

that benefit customers remains valid.  In addition, while many employee 15 

accomplishments that benefit the Company also benefit customers, this is not always the 16 

case.  A successful rate case from the Company’s perspective may not be seen by 17 

customers as a success.  Likewise, PacifiCorp might see the repeal of SB 408 as a 18 

success, but customers are unlikely to share that sentiment.  Finally, bonuses are awarded 19 

with considerable discretion, such that it is difficult for the Commission to judge the 20 

actual basis upon which a bonus was awarded. 21 

We recommend the disallowance percentages Oregon has traditionally used for 22 

bonuses: 100% of executive bonuses and 50% of non-executive bonuses. 23 
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VI. Rent Of Electric Property 1 

Rent of electric property is tracked in FERC Account 454, and represents the 2 

revenue PacifiCorp receives from other parties for the use of the Company’s property.  A 3 

significant portion of this comes from pole attachments which include telephone and 4 

cable television wires and other equipment.11  For this rate case, PacifiCorp forecasts its 5 

revenue from the rent of electric property to be the same as it was in fiscal year 2005 6 

(which was predominantly calendar year 2004). 12  This is unreasonable.  The past few 7 

years show an upward trend in the Company’s revenue from rent of electric property, and 8 

the Company has not demonstrated that a static level of such revenue is realistic. 9 

In PacifiCorp’s fiscal year 2004, April 2003 through March 2004, the Company 10 

collected $6.1 million on an Oregon basis in revenue from rent for electric property.  In 11 

its fiscal year 2005, the Company collected $6.9 million for rent of electric property.  12 

This is the number the Company filed in this case.13  By the end of the third quarter of 13 

fiscal year 2006, the Company had already collected $7.8 million.  These fiscal 2004 and 14 

2005 revenues represent a 13% and 14% increase, respectively, and the 14% increase 15 

represents only three-quarters of a year.14  There is no basis to forecast this number for all 16 

of calendar year 2007 to be less than it was for just the last 9 months of calendar year 17 

2005. 18 

In order to calculate a more-accurate forecast of PacifiCorp’s rent of electric 19 

property, we updated the figure by using the most recent 12 months of data available, 20 

calendar year 2005, and then escalated this amount to calendar year 2007.  Using the 21 

                                                 
11 ORS 757.270. 
12 CUB Exhibit 205. 
13 PPL/901/Wrigley/3.0.2.  Oregon + (26.63%)(SG) + (28.44%)(SO). 
14 CUB Exhibit 205. 
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most recent data better responds to the evidence showing an upward trend in revenue 1 

from rent of electric property.  CUB Exhibit 205 shows these calculations. 2 

Using CUB’s calculation, PacifiCorp’s 2007 revenue from rent of electric 3 

property should be $10.7 million, not $6.9 million.  This probably underestimates what 4 

the actual rent will be in 2007, because we used Global Insight’s Utility Cost Escalator 5 

for Distribution Plant – 2.5% for 2006 and 1.6% for 2007 – to escalate the 2005 amount 6 

to 2007, and this escalator is well below the recent trend line.  In addition, the distribution 7 

escalators are lower than most other escalators used in the Company’s filing.15  However, 8 

because the rent primarily comes from distribution plant, the distribution plant escalator 9 

is reasonable for this forecast. 10 

PacifiCorp’s forecast for rent of electric property should be raised to  11 

$10.7 million on an Oregon basis. 12 

VII. Conclusion 13 

We recommend that the Commission: 14 

• Deny PacifiCorp’s application for a general rate increase; and 15 

• Accept only those power cost increases the Commission deems appropriate. 16 

If the Commission chooses to address PacifiCorp’s proposed rate increase on an 17 

item-by-item basis, we recommend that the Commission: 18 

• Reduce PacifiCorp’s revenue requirement by $23.8 million to account for the 19 

interest tax deductions at MidAmerican; 20 

• Reduce the Company’s uncollectible expense forecast by $1.6 million based on 21 

a three-year rolling average; 22 

                                                 
15 PPL/901/Wrigley/4.0.19. 
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• Disallow 100% of executive bonuses and 50% on non-executive bonuses as a 1 

reasonable split between shareholders and customers; 2 

• Increase PacifiCorp’s projected revenue from rent of electric property by  3 

$3.8 million to $10.7 million on an Oregon basis by using more recent data 4 

than used for the Company’s filing, and escalating this amount to the forward 5 

test year; and 6 

• Adopt appropriate adjustments recommended by Staff and other intervenors. 7 
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UE-179/PacifiCorp 
June 1, 2006 
ICNU 11th Set Data Request 11.5 
 
 
ICNU Data Request 11.5 

Please provide the level of manpower that is equivalent to the level included in 
the Company’s test year revenue requirement for the following dates:   

a. October 31, 2005;  

b. December 31, 2005; and 

c. June 30, 2006. 
 
Response to ICNU Data Request 11.5 
 

a. Actual Full Time Equivalents (FTEs) at the end of October 2005 was 5,974.  
The labor adjustment included in the revenue requirement for the test period is 
based on this level of FTEs. 

 
b. Actual Full Time Equivalents (FTEs) at the end of December 2005 was 6,011. 

 
c. No employee count data is available for June 30, 2006.  Actual Full Time 

Equivalents at the end of April 2006 was 5,998.5. 
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UE-179/PacifiCorp 
July 6, 2006 
CUB Data Request 14 
 
CUB Data Request 14 
 

Please provide the following information concerning debt and interest at MEHC: 
a. Please identify the debt at MEHC (stand-alone) using the most current figure 

available. 
b. Please identify how much of this debt has credit support from Berkshire 

Hathaway. 
c. Please identify how much of this debt is owed to Berkshire Hathaway. 
d. Please identify the current interest rate associated with this debt, and any 

forecasted interest rate for 2007. 
 
Response to CUB Data Request 14 
 

a. The MEHC stand-alone information as of March 31, 2006 is shown below. 
 
        MEHC 
Component      Historical1 
              ($ in millions) 
Debt 
Parent Company Senior Debt    $4,476.3 
Parent Company Subordinated Debt     1,588.7 
Parent Company Senior and 
     Subordinated Debt     $6,065.0 
 
1MEHC Historical represents the 3/31/2006 parent only debt obtained from MEHC’s March 31, 
2006 Form 10-Q, page 5.  
 
b.  All of the debt has either explicit or implicit credit support from Berkshire 

Hathaway. Explicitly, Berkshire Hathaway has made an equity commitment to 
MEHC to purchase up to $3.5 billion of common equity, upon request, by the 
MEHC Board of Directors.  Proceeds from such a purchase may be used to 
pay MEHC’s debt obligations or fund the general corporate purposes and 
capital requirements of MEHC’s regulated subsidiaries, including PacifiCorp.  
The commitment expires February 28, 2011.  Implicit credit support is 
recognized by the rating agencies due to Berkshire Hathaway’s voting interest 
increasing to 88.2% of outstanding common shares following the repeal of the 
Public Utility Holding Company Act, the willingness of a highly rated parent 
to provide on-going support based upon that parent’s strong economic 
incentive to protect its investment in a consolidated subsidiary and public 
statements by Berkshire Hathaway regarding its strategic focus on the 
regulated side of the utility business.  The credit ratings of PacifiCorp reflect 
this credit support by Berkshire Hathaway, as well as the ring fencing 
structure put in place by MEHC around PacifiCorp.  See Standard & Poor’s, 



CUB/203 
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“Summary: MidAmerican Energy Holdings Co.”, June 20, 2006; Moody’s 
Investors Service, “Credit Opinion: MidAmerican Energy Holdings Co.”, 
March 1, 2006; Standard & Poor’s, “Summary: PacifiCorp”, June 19, 2006; 
and Moody’s Investors Service, “Credit Opinion: PacifiCorp”, March 1, 2006. 

 
c. $1,289.2 million of the MEHC parent company subordinated debt is owed to 

Berkshire Hathaway.  As such, any interest expense paid by MEHC is merely 
interest income to Berkshire Hathaway.  The practical effect of this 
relationship is that the income of one affiliate is offset by the expense of 
another and there is no taxable income or tax deduction available to the 
consolidated entity.  The remaining portion of the subordinated debt also has 
equity characteristics.  Thus, while it is appropriate to technically include the 
subordinated debt in the response to part (a) above, all the subordinated debt 
have been excluded from the cost of debt shown in the response to part (d) 
below due to the equity characteristics of these securities. 

  
d. The current debt interest rate and the 2007 forecasted debt interest rate are 

shown below.  
 
 

         
MEHC:  Interest Rate on Debt at March 31, 2006  

        Weighted 

  Amount  Weight  
Nominal 

Cost  
Average 

Cost  

  ($000's)       

Parent Company Senior Debt         

         

4.625% Senior Notes, due 2007          199,708   4.4637%  4.6250%  0.2064% 

7.63% Senior Notes, due 2007  
          

350,000   7.8228%  7.6300%  0.5969% 

3.50% Senior Notes, due 2008  
          

449,674   10.0506%  3.5000%  0.3518% 

7.52% Senior Notes, due 2008  
          

550,723   12.3091%  7.5200%  0.9256% 

5.875% Senior Notes, due 2012  
          

499,917   11.1736%  5.8750%  0.6564% 

5.00% Senior Notes, due 2014  
          

249,805   5.5834%  5.0000%  0.2792% 

8.48% Senior Notes, due 2028  
          

475,000   10.6167%  8.4800%  0.9003% 

6.125% Senior Notes, due 2036  
       

1,699,269   37.9802%  6.1250%  2.3263% 

Purchase Accounting Adjustment  
              

2,216         

Total Parent Company Senior Debt       4,476,312       6.2429% 
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MEHC:  Forecast Interest Rate on Debt for 2007 
        Weighted 

  Amount  Weight  
Nominal 

Cost  Average Cost  

  ($000's)       

Parent Company Senior Debt         

         

4.625% Senior Notes, due 10/1/2007       149,781  (1) 3.2700%  4.6250%  0.1512% 

7.63% Senior Notes, due 10/15/2007  
           

277,083  (1) 6.0493%  7.6300%  0.4616% 

3.50% Senior Notes, due 2008  
           

449,674   9.8173%  3.5000%  0.3436% 

7.52% Senior Notes, due 2008  
           

550,723   12.0234%  7.5200%  0.9042% 

5.875% Senior Notes, due 2012  
           

499,917   10.9142%  5.8750%  0.6412% 

5.00% Senior Notes, due 2014  
          

249,805   5.4538%  5.0000%  0.2727% 

8.48% Senior Notes, due 2028  
           

475,000   10.3702%  8.4800%  0.8794% 

6.125% Senior Notes, due 2036  
        

1,699,269   37.0985%  6.1250%  2.2723% 
5.5% Senior Bonds, to be issued 
August, 2007  

           
229,167  (1) 5.0032%  6.0000%  0.3002% 

Purchase Accounting Adjustment  
               

7,634         

Total Parent Company Senior Debt        4,588,053       6.2263% 

         

         
         
(1) Pro rated for portion applicable in 
year 2007.         
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Excerpt 
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  End Excerpt 
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UE-179/PacifiCorp 
April 19, 2006 
OPUC Data Request 244 
 
 
OPUC Data Request 244 
 

Please refer to UE 170, J. Ted Weston Exhibit 801, page 1.2 and UE 179, Paul M. 
Wrigley’s Exhibit 901, page 1.2.  Uncollectibles in net to gross factor - more than 
doubled, from .278% to .652%.  (a) Why?  (b) Please supply this same factor for 
12 Months ending December 2002, 2003, 2004, and 2005?  (c) In addition, please 
provide on a CD the formula that PacifiCorp used to calculate .278% and .652% 
and be sure to show the proof of the work. 
 

Response to OPUC Data Request 244 
 

(a) The increase in the rate is directly related to an increase in account 904. 
 

(c) The Oregon uncollectibles rate is calculated by dividing Oregon 
uncollectibles (FERC 904) by Oregon General Business revenues. The 
calculation is shown in the table below: 

 
 
(b) Below are the rates for the semi-annual reports closest to December of each 

of the years requested: 
 

 2002 2003 2004 2005 
  Mar-03 Sep-03 Sep-04 Sep-05 

A. Oregon - Uncollectibles - FERC 904 
     

5,966,590  
     

6,183,270  
     

2,451,632  
     

5,241,997  

B. Oregon - General Bus. Revenues 
 

728,674,563  
 

781,864,154  
 

783,785,118  
 

718,255,108  
     
Oregon Uncollectibles Rate (A/B) 0.819% 0.791% 0.313% 0.730% 

 
 
 

 

                  UE-170                 UE-179 
A. Oregon - Uncollectibles - FERC 904 2,263,751 5,510,756 
B. Oregon - General Bus. Revenues 815,355,929 845,831,346 
   
Oregon - Uncollectibles Rate (A/B) 0.278% 0.652% 
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Attachment OPUC 198

Apr-03 May-03 Jun-03 Jul-03 Aug-03 Sep-03 Oct-03 Nov-03 Dec-03 Jan-04 Feb-04 Mar-04
450 530,412   497,582   447,196   460,526   439,086   548,134   519,687   388,663   454,084     505,644   576,331   455,972   
451 621,170   650,372   653,522   636,583   511,696   549,268   451,732   471,390   390,848     468,587   472,121   481,922   

454 CA 142          223          2,241       150          142          142          62            642          142            142          142          142          
IDU 17,959     17,990     525          9,454       18,090     535          17,668     10,237     9,958         871          9,560       8,953       
NUTIL 2,748       3,478       2,728       3,403       3,176       7,267       6,028       3,148       3,204         7,054       5,988       (13,042)    
OR 79,784     72,104     78,741     76,701     58,636     78,996     94,059     79,554     72,895       78,574     74,465     74,399     
SG 391,631   379,169   325,372   510,301   527,671   318,866   396,436   412,589   456,284     542,644   260,945   413,217   
SO 70,814     44,237     30,161     
UT 74,036     79,043     96,634     102,584   137,942   93,026     95,634     158,777   115,374     155,358   190,801   266,768   
WA 10,613     10,613     10,613     10,149     9,138       18,112     11,597     11,544     17,624       11,267     17,416     356          
WYP 2,157       2,363       1,962       2,299       14,039     2,027       2,363       2,163       1,962         2,325       2,201       2,163       
WYU 2,145       3,234       742          1,932       1,622       2,797       2,260       415          1,932         742          1,928       1,932       

CA 51,370     530          622          254,022   2,843       61,959     (157,725)   33,216     32,865     36,465     
IDU 30,383     96            1,340       61,242     708          35,981     860          (51,501)     11,749     11,685     12,963     
OR 721,958   1,954       (8,174)      2,129,088  38,396     (588)         886,178   25,366     (994,280)   316,012   315,871   391,256   
SG
SO
UT 784,956   297,043   393,188   874,205   95,690     2,546,861  1,091,472  (199,490)  (1,432,662)  (77,705)    335,116   165,151   
WA 344,777   68,944     82,921     548,794   (20,575)    22,697     208,269   68,394     (180,286)   270,313   (144,377)  83,784     
WYP 76,658     (1,894)      92,290     (92,185)    3,392       59,560     152,177   46,617     (546,262)   20,999     74,433     24,958     
WYU 5,253       1,000       66,396     463,138   26,931     (10,911)     1,314       (51,996)    1,865       

454 Total 2,667,386  980,127     1,148,142  4,985,438  917,839     3,150,297  3,062,143  620,815     (2,694,250)  1,374,876  1,137,043  1,471,332  

Grand Total 3,818,969  2,128,080  2,248,861  6,082,547  1,868,621  4,247,700  4,033,562  1,480,868  (1,849,318)  2,349,107  2,185,495  2,409,227  
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Attachment OPUC 198

Apr-04 May-04 Jun-04 Jul-04 Aug-04 Sep-04 Oct-04 Nov-04 Dec-04 Jan-05 Feb-05 Mar-05
337,284   417,995   382,974   403,471   452,684   497,732   483,123   392,190   417,671   472,561   562,423   448,269   
537,107   630,604   640,254   678,333   674,575   657,903   523,138   500,188   426,847   481,017   504,787   458,744   

142          142          142          142          142          142          142          (7,957)      (358)         142          142          142          
8,945       8,958       8,944       9,999       9,300       318          8,910       17,500     8,903       8,903       8,869       329          

66,111     70,818     96,006     78,790     95,423     86,654     78,257     84,550     100,019   76,633     73,720     89,434     
424,566   448,517   359,437   495,285   459,496   323,812   465,440   350,057   352,736   597,406   411,744   299,521   

42,638     208,291   268,348   50,692     234,748   152,661   150,962   174,103   217,166   
92,764     430,858   322,259   283,270   111,589   132,377   272,868   149,699   144,252   171,566   114,809   116,815   
9,375       12,563     (11,290)    11,364     (3,764)      3,808       9,870       4,120       9,960       3,754       10,106     3,732       
1,962       1,962       1,962       1,897       2,027       1,831       2,093       1,962       1,962       1,167       1,244       1,206       

150,095   417          749          2,246       737          1,925       1,925       3,115       1,925       1,925       1,925       1,925       

36,462     36,462     36,502     (103,446)  48,780     48,837     46,026     47,857     (209,491)  97,029     370,018   769,245   
12,954     12,954     12,975     5,260       13,736     13,806     13,614     14,993     (15,803)    20,375     73,332     120,998   

286,847   292,314   317,377   148,758   311,827   341,771   338,777   343,896   79,296     612,951   670,073   374,594   

732,046   135,253   161,789   435,773   105,238   102,636   238,277   198,755   173,050   587,957   248,465   75,590     
(534,190)  73,758     73,069     112,674   78,721     78,702     77,438     81,201     57,937     (612,542)  233,343   96,233     

23,900     14,160     7,239       21,980     18,867     18,831     48,410     27,315     10,311     43,423     114,825   169,224   
(6,131)      3,464       3,464       (22,578)    3,847       3,847       (5,747)      3,847       3,847       3,301       3,846       3,846       

1,305,850  1,585,236  1,390,625  1,481,413  1,464,256  1,427,645  1,646,992  1,555,658  871,207     1,764,953  2,510,565  2,339,999  

2,180,241  2,633,835  2,413,853  2,563,217  2,591,516  2,583,280  2,653,254  2,448,036  1,715,726  2,718,531  3,577,775  3,247,012  
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Apr-05 May-05 Jun-05 Jul-05 Aug-05 Sep-05 Oct-05 Nov-05 Dec-05
444,475     449,481     445,431     380,446     448,522     516,031     510,393     425,856     431,359       
582,292     647,961     708,657     1,043,953  841,149     755,382     730,200     444,625     482,750       

142            142            142            (65)            1,542         1,480         1,542         1,542         1,542           
8,871         8,884         8,870         17,946       661            8,867         8,860         17,390       8,858           

86,905       97,587       91,433       101,624     137,428     143,344     100,062     76,343       100,273       
413,371     412,339     376,110     557,891     348,046     327,259     433,716     422,279     351,530       
223,129     206,729     215,283     201,539     (14,277)     30,400       (25,000)     
111,474     81,479       111,071     121,130     289,738     277,034     266,000     320,474     281,529       
22,811       16,581       1,963         5,508         6,866         11,523       8,617         6,983         13,285         
7,497         7,654         1,206         1,481         4,834         4,834         4,834         4,934         4,834           
1,925         1,925         1,917         1,917         1,917         727            3,107         727            1,916           

50,981       49,268       49,277       61,131       50,242       51,893       49,957       48,960       (746,408)     
14,889       14,932       17,688       19,196       20,173       40,360       18,239       21,319       165,557       

323,384     375,379     428,373     375,076     410,870     575,471     378,291     428,941     2,341,858    
258,530       

387            
222,513     164,542     175,521     216,493     292,145     344,084     164,283     214,720     2,857,488    
(16,683)     82,695       66,272       82,066       95,553       199,111     90,335       114,955     2,745,151    
51,424       28,269       32,700       55,034       66,886       (198,092)   44,339       44,448       811,700       
(5,739)       3,844         3,844         (21,384)     3,736         3,736         (5,852)       3,737         3,737           

1,516,894    1,552,249    1,581,672    1,796,583    1,730,637    1,777,743    1,596,730    1,702,754    9,201,382      

2,543,661    2,649,691    2,735,760    3,220,982    3,020,308    3,049,156    2,837,324    2,573,235    10,115,491    
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UE 179 - Certificate Of Service  1 

CERTIFICATE OF SERVICE 
 

I hereby certify that on this 12th day of July, 2006, I served the foregoing Direct 
Testimony on the Rate Case of the Citizens’ Utility Board of Oregon in docket UE 179 
upon each party listed below, by email and, where paper service is not waived, by U.S. 
mail, postage prepaid, and upon the Commission by email and by sending 6 copies by 
U.S. mail, postage prepaid, to the Commission’s Salem offices. 
 
 

Respectfully submitted, 

 
_________________________ 
Jason Eisdorfer  #92292 
Attorney for Citizens' Utility Board of Oregon 
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