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Q Please state your name.

My name is Judi Johansen.

Q. Areyou the same Judi Johansen that hastestified previously beforethis

Commission on thisdocket?

A. Yes, | am.

What isthe purpose of your rebuttal testimony in this proceeding?

My rebuttal testimony demonstrates that:

* Thetestimony of Staff witness Conway and ICNU witness Canon do not
appropriately consider the benefits of new ownership by MEHC as compared
with continued ownership of PacifiCorp by ScottishPower. ScottishPower has
indicated its desire to divest itself of PacifiCorp and, as such, ScottishPower’s
past record of management and investment can no longer be considered to be
aprecedent for how it will manage and invest in the business going forward,

* Theissuesraised by Staff witness Dougherty with regard to the loss of the
payments that PacifiCorp currently receives from its affiliates are already
being actively addressed by PacifiCorp and ScottishPower;

» Thetestimony of ICNU witness Wolverton regarding inter-jurisdictional
allocations is misplaced and ignores the fact that this Commission has ratified
the Revised Protocol; and

* TheDSM study proposed by MEHC was suggested by Oregon parties twice

in the last year and is a clear benefit to customers.

Rebuttal Testimony of Judi A. Johansen
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Owner ship by ScottishPower

Q.

| CNU witness Canon statesthat ScottishPower’sdesireto sell PacifiCorp
rather than invest significant additional capital should not be considered asa
basisfor approval. Do you agree?

No. It must be amagjor factor in this Commission’s assessment of the proposed
transaction. | agree with Staff witness Conway’s conclusion that, “in general,
customers are better off if the regulated utility is willing and able to make cost
effective investments than if the regulated utility is unwilling or unable to make
cost-effective investments.” Moreover, ScottishPower’s appetite to continue to
invest in PacifiCorp in amanner consistent with the past will diminish by
reference to more productive or cost effective investment opportunities that are
availableto it elsewherein its businesses.

Do you believe that PacifiCorp will be morewilling and ableto invest under
MEHC owner ship than under ScottishPower owner ship?

Absolutely.

Please explain.

The ScottishPower Board has made a definitive decision to sell PacifiCorp. Asa
member of the Board, | voted in support of the sale of PacifiCorp to
MidAmerican Energy Holdings Company. As| discussed in my direct testimony,
and in my comments to the OPUC, PacifiCorp has a significant need for new
capital over the foreseeable future. This need, coupled with the expected profile

of returns, is not attractive to ScottishPower’s primarily UK shareholder base.
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However, MEHC and its four shareholders possess a very different
viewpoint. As evidenced by the testimony of Greg Abel, they view PacifiCorp as
awell-run company with solid business and asset base. They see an opportunity
toinvest in aregulated U.S. electric utility for the long-term and to have an
opportunity to earn areasonable return on their investment. | believe that
PacifiCorp’s customers will benefit from being owned by shareholders who are
willing to take alonger-term and different view of investment needs and returns
than ScottishPower.

Staff witness Conway concludesthat PacifiCorp does not presently face
short-term investor pressures. Ishisconclusion correct?

Absolutely not. Below are several excerpts from equity analyst reports on
ScottishPower. While | do not necessarily agree with many of the analysts
conclusions, they certainly demonstrate the significant investor pressures on
PacifiCorp:

Investors' confidence has been shaken by a profits warning at the group’s

regulated US business, Pacificorp, which accounts for around 50% of group

profits. Unexpected cost pressures, lower synfuelsroyalties and slightly milder
weather vs normal mean that it will now miss the US$1bn EBIT target set for

FY04/05. The additional revelation of flat performance for the following two

years pending cost recovery highlights dependency on the vagaries of the

retrospective US regulatory system. Past experience means investors have good

reason to be wary. (ING, November 14, 2004)

The deterioration at Pacificorp has stopped the positive earnings momentum at

SPW initstracks, in our view. The UK Division, while undergoing significant

growth, cannot offset the disappointment in the US. With stagnant growth at

Pacificorp, we believe the previous positive outlook for growth is now subdued.

(Morgan Stanley, November 17, 2004)

The announcement at SPW’s H1 that PPW would missits 2005 $1bn EBITDA

target was not agreat surprise given the weak Q1 and persistently adverse

weather conditionsin Q2. What did come as a surprise, however, was that this

figureisunlikely to be attained next year or evenin 2007 ...We believe that
confidence in the capacity of PPW to deliver has been undermined to such an
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extent that the share’ s discount to its closest peers, the sector and our valuation is
unlikely to unwind in the foreseeable future. (Lehman’s, November 19, 2004)
If ScottishPower were to remain the owner of PacifiCorp, it would be

under significant, continuing pressure from investors to minimize the amount of

capital invested in PacifiCorp subject, of course, to honoring legal and merger

commitments. This pressure would stem from the fact that:

UK utility investors are dividend oriented investors who demand strong,
predictable and growing dividends. Average dividend yields, cover and
growth in the UK utility sector are over 5.0%, 1.45 times, and ~3-7% per
year. Given the significant capital demands in PacifiCorp, combined with
regulatory lag on new investment returns, PacifiCorp will absorb cash for
the next several years and will not be able to support an adequate dividend
to ScottishPower shareholders.

UK utility investors believe that PacifiCorp’s returns are insufficient to
compensate for the perceived risks. First, the allowed equity returnsin
PacifiCorp are no more than the allowed equity returns in the regul ated
UK networks businesses—yet PacifiCorp is subject to far greater
regulatory and market risk, as witnessed by the factsthat: (i) PacifiCorp’s
actual returns are currently well below allowed returns while UK regulated
networks typically achieve their allowed returns; and (ii) PacifiCorp’s
annual cash flow volatility is significantly greater than typical UK

networks.

Staff withess Conway expresses concer nsthat evidence was not offered to

demonstrate that PacifiCorp does not meet ScottishPower’sinvestors

expectations. Pleaserespond.
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| believe the investor reaction around the decision to sell PacifiCorp provides the
strongest evidence of investor disappointment with the business. Sharehol der
reaction has been almost uniform in its acknowledgement that the sale of
PacifiCorp is exactly the right strategic and tactical decision. The Sharehol der
vote was 99.85% in favor of the PacifiCorp sale. In addition, Merrill Lynch
noted:

“The announcement to sell PacifiCorp to Mid American for $9.4bn

($5.1bn equity, $4.3bn debt) and associated $4.5bn shareholder

return was clearly welcomed by the market, the sharesincreasing
nearly 7% on theday.” (Merrill Lynch, June 10, 2005)

I sthere evidence of measurestaken by ScottishPower to conserve capital
investment at PacifiCor p?
Y es, athough | must stress that ScottishPower has taken and continues to take
seriously the mandatory capital requirements of PacifiCorp and the need to
provide financial support for these requirements. There are, however, different
waysto deliver safe, reliable, and reasonably priced service within arange of
prudent practices. For example, ScottishPower applied a 10% company-wide
reduction to the capital expenditures projected by PacifiCorp within its current
business plan. This reduction sets a stretch target for my management team and
me which we will achieve by identifying opportunities for reducing discretionary
capital spending in the ordinary course of business.

The Asset Risk Program, which MEHC has committed to at a higher level
than contained in the plan, was a potential candidate for spending reductions.

Absent this transaction, the Asset Risk Program would remain such a candidate.
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Another example of capital conservation relates to ScottishPower’s
reluctance to allow PacifiCorp to offer a utility-build or -own option in renewable
RFPs. Under continued ScottishPower ownership, these types of resource
acquisitions through purchased power contracts (coupled with power cost
recovery mechanisms) would be favored over utility-build options. This could
have the effect of limiting PacifiCorp’s options when a utility-build alternative
might be the | east-cost option.

Staff withess Conway assertsthat the comparator the Commission should
consider in this proceeding isthe continued owner ship of PacifiCorp by
ScottishPower. Do you agree?

Y es, with the important qualification that, in light of ScottishPower’s decision to
sell PacifiCorp, ScottishPower must be viewed by the Commission as a short-term
owner of PacifiCorp. In UM 1121, the Commission identified short-term
ownership as a harm, finding that such ownership makes it more likely that
customers “will be exposed to the effects of poor spending and investment
decisions’ which could lead to “the degradation of utility service and the
diminution of utility assets.” Order No. 05-114 at 27. The Commission noted
that negative impact of short-term ownership could be expected to be “more
pronounced” after the decision to sell was made. Id.

The Commission should assign a high degree of risk to the comparator of
continued, short-term ScottishPower ownership. Without the sale of PacifiCorp
to MEHC, the future of PacifiCorp becomes extremely uncertain. Given the

investor pressures previously discussed, ScottishPower will seek another buyer
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for PacifiCorp. If thistransaction is not approved, ScottishPower’s share price
will dip. In this situation, ScottishPower could itself become an attractive target
for potential acquisition. Thiswill lead to continued disruption for employees and
the Commission and a resultant loss of intellectual capital, additional regulatory
proceedings to assess the alternate option which might ultimately be inferior to
this transaction, a diminished commitment to positive long-term stakehol der
relationships given the need for more aggressive short-term results and, most
importantly, an inability to make and implement any long-term plans for the
company and its customers.
What arethe specific risksto PacifiCor p associated with ScottishPower’s
short-term ownership?
With ScottishPower’ s short-term seller’ s vision, it would likely seek to further
limit discretionary capital spending and seek ways to push expenditures into the
future. ScottishPower could choose to reduce its support for PacifiCorp’s credit
rating by providing the bare minimum in equity infusions. ScottishPower could
also require distributions from PacifiCorp, athough admittedly, there are ring-
fencing and backstop protections imposed by this Commission that would provide
protections for customers.

In parallel, ScottishPower would seek other buyers for some or all of
PacifiCorp. Given the repeal of PUHCA, the universe of potential buyers has
expanded. ScottishPower would be encouraged by its investors to take advantage

of thiswider buyer universe to conduct a competitive sale of the business—a

Rebuttal Testimony of Judi A. Johansen



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PPL/201
Johansen/8

process that would create further uncertainty for our customers, communities, and
employees.

Given ScottishPower’s track record, | do not believe that ScottishPower
would take imprudent or irresponsible actions in the short term. However, the
fact remains that ScottishPower does not wish to own PacifiCorp. That fact
cannot be ignored in this Commission’s deliberations. AsMr. Jim Abrahamson
of CADO-OECA correctly observesin histestimony, “If this application is
rejected we will be left in a situation where a potentially dissatisfied company,
who will most likely seek another buyer, will own PacifiCorp.” CADO-
OECA/100, Abrahamson/8.

What do you conclude from this discussion?

| conclude that the sale of PacifiCorp to MEHC enhances the future of PacifiCorp
and minimizes future risks to PacifiCorp and its customers as compared to the
potential unknown alternatives. | aso urge the Commission to assign significant
risks to retention of PacifiCorp by ScottishPower as the comparator in this
proceeding. Indeed, the comparison must be made between ScottishPower, a
reluctant, short-term owner that has demonstrated an absolute desire to sell, and
who believes (rightly or wrongly) that its ability to earn an adequate return on
investment in PacifiCorp has been systematically thwarted with MEHC, aU.S.
based and focused owner with a sound understanding of the U.S. electric utility
environment who views PacifiCorp as an excellent fit with its desire to invest and

hold assets for the long term.
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Payments from PacifiCor p Affiliates

Q.

In Mr. Dougherty’sdirect testimony that begins on page 10, he describesthe
servicesthat PacifiCorp performsfor itsaffiliates. Do you believethat after
the approval of thisproposed transaction theloss of payments from affiliates
will result in increased coststo customers?

Not to the degree suggested by Mr. Dougherty. To understand the potential
impact on customers when these affiliates go away, one needs to understand the
types of costs that are incurred to support our affiliates and the plans that are
being devel oped to reduce these costs so that our customers are not materially
impacted.

Please describethe types and costs of services provided by PacifiCorp toits
existing affiliates.

For our fiscal year ending 2005 the total charges from PacifiCorp to its existing
affiliates were $9.4 million. Thiswas composed of four distinct types of costs:

» Corporate Direct Costs. associated with direct labor support from “group”

corporate functions such as legal, risk management and finance totaling
$4.4 million,

e Corporate Business Services (CBS) Direct Costs: associated with direct labor

support of shared business services such as IT and procurement totaling
$0.4 million,

» CBSIndirect Costs: allocations of indirect labor and systems costs associated

with shared business services totaling $3.2 million, and
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» Corporate Management Fee: alocations of indirect corporate labor and non-

labor costs totaling $1.4 million.
Approximately 90% of these services were provided to PPM Energy.
Mr. Dougherty contendsthat sincethese affiliatesare not part of the saleto
MEHC that these costs will roll back into customer rates. Do you agree with
thisassumption?
No. Staff iscorrect that most of our current PacifiCorp affiliates are not part of
the transaction with MEHC (only PERCO isincluded), and PacifiCorp will stop
cross-charging these entities once the MEHC transaction is approved. However,
itisnot true that all these costs will flow back into customer rates because
PacifiCorp is actively taking steps to reduce these costs.
Please expand on what actions PacifiCorp istaking to mitigate the loss of
paymentsreceived from PPM and other affiliates.
As | noted above, more than 60% of the $9.4 million of payments received from
PacifiCorp’s affiliates last fiscal year were for direct charges, mostly labor
charges. As noted above, the mgjority of the employees were supporting PPM.
Separation initiatives are underway to identify and transfer to PPM these
corporate functions primarily related to legal, risk management, and finance. We
expect most of the employees performing these functions for affiliates will
transfer aswell at the close of the transaction. Given that this exercise impacts
some of our valued employees, we are approaching this in a deliberate way and

the plan has not yet been completed or approved.
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Has PacifiCor p made Staff awar e of the separation planning?
Y es, through one-on-one discussions and through discovery responses. For
example, in response to OPUC Staff Data Request 98 (see Staff/203,
Dougherty/19), PacifiCorp states:
“Separation costs include the costs of actions necessary to
effectively separate PacifiCorp from ScottishPower, its holding
structure and its affiliates. Activities for separation may include

disconnecting existing organizational interfaces, business
processes or systems.”

The challenge for Staff and us is that the separation planning has not yet been
compl eted.

How much of the costs related to PacifiCor p affiliate charges will go away
after the transaction iscompleted?

Our goal isto reduce as much of these costs as possible by transferring functions
and the related employees to the affiliates, and by reducing controllable costsin
PacifiCorp departments as the workload is reduced. Some costs, such asthe IT
hardware and software allocations, are not scalable, and these costs will remain
within PacifiCorp. However, we intend to examine all other controllable
expenses to identify areas of cost savings to mitigate the impact on our customers.
Why should customersincur any of these coststhat can not betransferred to
PPM or other affiliatesor cost(s) that can not bereduced like system costs?
Our goal isto not have our customersincur higher costs as adirect result of the
transaction. However, as | mentioned, certain fixed costs cannot be directly
reduced. For example, $1.5 million of fixed IT system costs that were charged to
these affiliates last year will not be able to be removed once they |eave the group.

It isalso fair to note that the sizes of these systems were not increased for our
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affiliates. Assuch, our customers have benefited for many years by having these
affiliates bear a portion of these fixed costs as opposed to all of these prudent
costsrolling directly into rates.

What isyour responseto Mr. Dougherty’s contention on page 8 of his
testimony that the management fee expenses charged to the electric
operationswill increase as a result theremoval of these affiliates?

It istrue that the removal of these affiliates from the formulafor calculating the
management fee will result in a higher percentage being assigned to the electric
operations. Again, the underlying departmental costs that roll into the
management fee include both variable and fixed costs and these costs are also
under review as part of the separation planning efforts. The important figureis
not the percentage but the underlying amount of expenses that are included in the
formula. Just like the direct services that are charged to affiliates, we will be
aggressively reviewing al of these corporate functions that make up the
management fee for ways to reduce costs. It is expected that at the end of the day
the total bucket of costs that make up the management fee group of costs and
amount allocated to the electric operations will be less than the amount charged
today even though the percentage is higher. Itisjust too early to tell since we
have not yet completed our separation plan.

How will customer s be protected against this potential increase in costs?
MEHC and PacifiCorp have committed that the customers of PacifiCorp will be

held harmlessiif the transaction results in a higher revenue requirement for
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PacifiCorp than if the transaction had not occurred. We understand that we bear

the burden to prove thisin any future rate case.

Inter-jurisdictional Allocations

Q.

| CNU witness Wolverton discusses a number of issuesrelated to inter -
jurisdictional cost allocation. What actions should the Commission takein
this proceeding regarding inter-jurisdictional cost allocation?
The Commission should take no action in this proceeding regarding inter-
jurisdictional cost allocation.
Mr. Wolverton’srecommendations appear to be based on a belief that issues
related to inter-jurisdictional cost allocation have not been resolved in
Oregon. Do you agree?
No. The OPUC adopted the Revised Protocol in Order No 05-021 on January 12,
2005. Asreferenced by Mr. Wolverton, ongoing workgroups have addressed or
will address specific areas of further study that were identified when this
Commission adopted the Revised Protocol for use in Oregon. For example, the
Load Growth Report filed with this Commission on October 20, 2005,
demonstrated that the Revised Protocol protects slower growing states from
potential inappropriate cost shifts from PacifiCorp’ s fastest growing state, Utah.
How doesthe Revised Protocol addressthe futurerisk of allocation
shortfalls?
It contains the following provision:

The Company will continue to bear the risk of inconsistent allocation

methods among the states.
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As such, Mr. Wolverton’ s recommendation that MEHC be required to assume dll

risks resulting from less than full system cost recovery is neither appropriate nor

necessary.

DSM Study

Q. Some parties, including Staff, have questioned the need for the DSM study
proposed by MEHC. Can you comment?

A. Yes. The concept of aconservation potential study wasfirst raised by CUB in

UM 1169 earlier thisyear. This docket concerned the question of whether the 3
percent public purpose charge was a“ ceiling” or a*“floor” for the expenditures
covered by that charge. CUB moved to stay the docket on the basis that the
Commission should not make this decision in the abstract without reviewing
conservation potential studies for both PacifiCorp and PGE. See CUB Motion to
Suspend Proceeding at 3-4, UM 1169 (Feb 4, 2005). In its motion, CUB agreed
to meet with the UM 1169 parties to determine how such a study could be
developed.

The concept was raised again in PacifiCorp’s current IRP docket, LC 39.
In that case, Staff proposed requiring PacifiCorp to conduct a system DSM study
as acondition of IRP acknowledgement. PacifiCorp contested that condition, in
part due to the uncertainty of recovery for the associated costs. At thistime, the
Commission has not ruled on PacifiCorp’s IRP.

While some parties now suggest a DSM study is unnecessary, both CUB

and Staff independently raised the need for such a study within the last year. The
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fact that MEHC iswilling to step up and contribute $1 million toward such a
study is aclear benefit to customers.
Doesthat conclude your rebuttal testimony?

Yes, it does.
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I ntroduction

Q. Please state your name and business addr ess.

A. My nameis Brent E. Gale. My business addressis 666 Grand Avenue, Suite
2600, Des Moines, lowa 50309.

Q. Areyou thesame Brent E. Galethat previously submitted testimony in this
docket?

A. Yes, | am.

Q. What isthe purpose of your rebuttal testimony?
The purpose of my rebuttal isto respond to several of theissuesraised in the
testimonies of various parties. | am also sponsoring Exhibit PPL/313, a current
calculation of net benefits from MEHC'’ s proposed acquisition of PacifiCorp, and
PPL/314, a compilation of the 50 commitments of general applicability and 28
state-specific commitments from our settlement in Utah. In addition, | am
sponsoring Exhibit PPL/315, the 5 Oregon-specific commitments being offered
by MEHC and PacifiCorp in this proceeding. | am also sponsoring Exhibit
PPL/316, a summary of MEC’ s situation regarding competitive gas salesin
lllinois. Finally, I am sponsoring Exhibit PPL/317, alist of the 7 state-specific
commitments from California.

| am sponsoring the settlement and commitments from other states,

because, as we have previously indicated, each state may adopt commitments

from the other states.
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Rate I mpacts and Net Benefits

Q.

Mr. Jenks claimsthat MEHC hasn’t analyzed the effect of itsplanson
customer rates and has generally not addressed theissue of rates. Mr. Jenks
provides an excer pt of an exhibit that he claims demonstratesthislack of
attention to theimpact on rates. How do you respond?

Prior to thefiling of the Joint Application, MEHC performed a high-level
estimate of changesto overall revenue requirements to ensure there would not be
anegative impact on rates. Thiswasthe basis for the statement in my revised
direct testimony at pages 28, line 23, “We do not expect that the commitments we
are offering will cause an increase in the percentage discussed in PacifiCorp
witness Johansen’ s testimony.” In response to issues raised by Mr. Jenks and
othersin their testimony, MEHC has continued to refine that analysis, the results
of which are included in Exhibit PPL/313.

Please describe Exhibit PPL/313.

This exhibit demonstrates that the implementation of MEHC’ s commitments will
result in an overall reduction in PacifiCorp’ s projected revenue requirement of
approximately $201 million on a net present value basis, measured over the
period of 2006-2015. These savings, which are MEHC’ s best current estimate,
are presented both in annual form and as a net present value and are derived by
comparison to the confidential PacifiCorp business plan ScottishPower provided

to MEHC in due diligence.
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Doesthe $201 million net present value of revenue requirement reductions
on Exhibit PPL/313 represent all of the benefits of the MEHC commitments
to PacifiCorp customers?

No. Asyou can see on Exhibit PPL/313, there are numerous benefits to
PacifiCorp customers that have not yet been quantified. Not al of these benefits
arefinancia in nature, and not al of them that are have yet been quantified. The
$201 million benefit only represents the areas that MEHC has been able to
specifically quantify at thistime.

What do thefigureson this exhibit represent?

The figures on this exhibit represent annual increases or decreases in expected
revenue requirements as MEHC currently estimates them from the investments
and initiatives MEHC has committed to as part of this transaction. The exhibit
breaks out revenue requirement impacts by three major categories.

Thefirst category istheimpact of plant additions. Thisincludesthe
investments related to MEHC’ s commitments, and the figures in this section
represent estimated changes to revenue requirements associated with these
investments. The second section includes O& M expense increases associated
with the MEHC commitments. The third section includes reductions in revenue
requirements that MEHC believes will result from its commitments in this
transaction. These reductions are either in the form of expense reductions or
reductions in revenue requirements associated with reduced capital spending.
What isthe sourcefor thefiguresin the Plant Additions section of the

analysis?
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The primary source of datafor the calculations in the Plant Additions section of
the analysisis annual expected capital expenditures for the respective projects.
The revenue requirement impact cal cul ations were based on these capital
expenditure amounts.

How wer e the changesin revenuerequirements associated with these
projects deter mined?

First, anet plant value (including AFUDC) to beincluded in “rate base” at the end
of the construction period was determined for each investment. Then the annua
revenue requirements going forward that would be needed to cover the expenses
related to the investment and to earn a reasonabl e return for shareholders were
calculated. The calculation includes areturn component on the annual rate base
that is adjusted for deferred taxes. The calculation also includes income taxes,
interest on long-term debt, depreciation expense, and O& M expense (in the case
of the emissions reductions from coal-fired generation).

Do the changesin revenue requirements only reflect the changes associated
with MEHC’ sincremental investment?

No. The changesin revenue requirements reflect the net change in investment, as
compared to the PacifiCorp business plan provided MEHC by ScottishPower. In
some cases, the net plant is entirely an incremental investment (WallaWalla, Path
C, and the Local Transmission Risk Projects). In other cases (Emissions
Reductions, Mona-Oquirrh, and Asset Risk), the net plant reflects the capital

expenditures proposed by MEHC less the capital expenditures that were aready
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included in the PacifiCorp capital plan. In these cases, the changes to revenue
requirements are shown as a net effect.

What isthe sourcefor thefiguresin the O& M increases section of the
analysis?

These figures represent increased O& M expenses that result from the Accelerated
Distribution Circuit Fusing Program and the Saving SAIDI Initiative. The figures
are taken from the direct testimony of Greg Abel in this proceeding. Increased
expenses are modeled to begin in 2007 for the amounts and time durations listed
in Mr. Abel’ s testimony and my Exhibit PPL/314.

What isthe sourcefor thefiguresin the Cost Reductions section of the
analysis?

The sources of the cost reductions for Reduced Cost of Debt and Corporate
Overhead Reductions are the direct testimonies of MEHC witnesses Goodman
and Specketer, respectively. The avoidance of replacement power costs
represents a conservative estimate (50% of the maximum expected) of the
purchase power costs PacifiCorp expects to avoid as aresult of reduced outage
time associated with MEHC' s scheduled emissions reductions investments. The
Walla Wallawheeling revenues are also based on a conservative estimate (again,
50% of the expected maximum) of the wheeling revenues that will be realized
from the WallaWallaline.

What isthe source of thefigurein thelinetitled “ Path C Enabled Net

Benefits’ and what doesthis number represent?
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This figure represents the net expected reduction in revenue requirements
associated with implementation of the Path C investment, and is taken from
PacifiCorp’s November 2005 Updated IRP (Table 4.11, p. 41). Thisfigure
includes both the cost of the project and the expected benefits, including the delay
or elimination of two generation resources. It does not, however, include any
estimate of benefits associated with increased access to wind resources.

Both CUB witness Jenks and CADO-OECA witness Abrahamson express
apprehension about theimpact of MEHC’ sinvestment commitmentson
rates, implying an ominous lack of concern on MEHC’spart regarding
customer ratelevels. Mr. Abrahamson at page 9, lines 12-14, also attributes
PacifiCorp’s planned average 4% annual rateincreasesto MEHC'’s
investment commitments. Please explain.

We understand customers' concerns about incremental rate increases and
prepared Exhibit PPL/313 to address and dispel these concerns. Inthisregard, it
isimportant to clarify that the average annual 4% rate increase mentioned by

Mr. Abrahamson is not the result of MEHC commitments but instead reflects
PacifiCorp’s preexisting need for annual rate increases averaging around 4% total
company over ten years based, regardless of whether this transaction is approved.
As witness Johansen testifies, these projected increases, which are based upon
then-current market prices, are part of the plan by ScottishPower and PacifiCorp
to enable PacifiCorp to meet its capital investments needs and earn its authorized

return. Theinvestments proposed by MEHC are not projected to increase the net
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revenue requirements of PacifiCorp; rather, asindicated by Exhibit PPL/313,
MEHC' sinvestments are projected to reduce net revenue requirements over time.
How would you characterize Mr. Jenks' testimony asit pertainsto MEHC’s
analysis of quantified benefitsin thistransaction?

Mr. Jenks attempts to show through a series of adjustments that the net benefits
calculation provided by MEHC of $200 million is actually a net harm to
customers of $77 million. In addition, Mr. Jenks attempts to show that the
revenue requirement increases from MEHC’ s commitments outweigh the revenue
requirement decreases associated with the commitments.

Do you agree with the analysisby Mr. Jenksthat shows a net harm to
customer s?

No. Of the $1.3 billion investment proposed by MEHC, somewhat more than
$400 million isincremental to the PacifiCorp plan provided by ScottishPower to
MEHC, the plan upon which MEHC based its due diligence and analysis for the
purpose of testimony. After reviewing the expected impact of MEHC'’ s proposed
investments on PacifiCorp’s other planned expenditures, MEHC was able to
remove or defer somewhat more than $400 million from PacifiCorp’splan. Asa
result, MEHC' s proposed $1.3 billion of investments do not result in a net
increase in the PacifiCorp investment plan as provided to MEHC. Moreover, as
indicated by Exhibit PPL/313, MEHC' s investments are expected to provide a net
reduction in PacifiCorp’s revenue requirements over time. Thiswill be a net

benefit to customers.
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| dso note that in Mr. Jenks analysis, he attaches no value to reducing
environmental emissions (until atrading market develops) or increased reliability
or increased deliverability of renewable energy. | understand the difficulty of
monetizing these benefits for the purpose of a revenue requirements analysis, but
that does not mean that the benefits are not real.
Why isMr. Jenks adjustment to the cor porate over head reductions benefit
inappropriate?
It is expected that the reductions to corporate overhead chargesin MEHC's
commitments will continue after the timeframe of the commitment has passed and
will not evaporate simply because the commitment is being made for 5 years.
The purpose of the committed timeframe was to provide a guarantee of savings
for areasonable period of time, not to signal an ending date at which time MEHC
overhead charges will arbitrarily increase. Based on our experience with our
other regulated utility business platforms, we expect that the cost reductions will
continue through the end of the analysis period and that is what should be
reflected in the analysis.
Why isMr. Jenks adjustment to thereduced debt issuance costs
inappropriate?
Mr. Jenks argues that the benefits of the reduced debt issuance costs should only
be recognized to the extent that the reduced expense occurs during the timeframe
of MEHC' s specific commitment. Asisthe case with the corporate overhead

reductions, the reduced debt issuance costs represent areal savingsthat is
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expected to be ongoing. The commitment time frame merely provides a
guarantee of that benefit for a reasonable period of time.

In addition, once debt isissued at alower rate, the interest on that debt is
reduced for the entire term, not just for acouple of years. Mr. Jenksfailsto
recognize this. The correct analysis extends the benefits of the reduced interest
costs for the entirety of the analysis once the lower-cost debt in each year of
MEHC’s commitment isissued.
| CNU witness Canon, beginning at line 18 on page 3 of hisdirect testimony,
concludesthat because it may be difficult to ensure that commitmentsare
actually honored after atransaction isapproved, ratecreditsor rate freezes
arethepreferred method for providing benefitsto customer s associated with
achangein utility ownership. Why has MEHC elected not to offer rate
creditsor freezes?

As PacifiCorp witness Johansen has testified in her direct testimony at page 6,
lines 1-19, PacifiCorp isin asituation where it will need to make significant
investments over the next several years. In addition, PacifiCorp has not been able
to earn anywhere near its authorized return on equity in recent years, and thereis
no evidence that it will be able to do so in the near term. In order for PacifiCorp
to bein aposition to provide rate credits or even rate freezes, substantial
synergies and cost reductions would need to be realized. Such synergies are not
expected from this transaction, since the transaction is an acquisition and a
continuation of an ongoing business, not a merger.

Please explain.
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Most utility transactions involve mergers of two utilities, either with or without
holding companies. The transacting utilities almost universally attempt to justify
the transaction on the basis of cost savings through “synergies’ or “best
practices.” What this typically meansis that the merging utilities claim to be able
to reduce costs through elimination of personnel, functions or service providers.
These cost reductions may or may not be realized. What isredlized, however, is
the effective elimination of both merging utilities and the creation of a new entity,
regardless of the name selected for that entity. The consequence of creating a
new entity is amost unavoidably a period of dislocation and sub-optimum
operation.

MEHC does not engage in utility mergers. Instead, MEHC acquires a
utility and does not merge it with an existing MEHC business platform. An
acquisition permits MEHC to keep the utility’ s existing management and
operations largely in place and avoid the period of dislocation and sub-optimum
operation. In other words, the acquisition approach facilitates business continuity,
a desirable objective when the acquired company has good management and good
customer satisfaction. MEHC believes that this approach also facilitates the
acquired utility having a more local focus, responsive to its particul ar
constituency and customers.

The tradeoff for this business continuity, however, isthat there are few
apparent synergistic opportunities for cost reductions. It istherefore not
anticipated that significant synergies will be realized. Evenif MEHC and

PacifiCorp are able to accomplish greater cost reductions than those guaranteed in
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the Joint Application, it isnot likely they would be large enough to allow for rate
reductions or even rate freezes, since PacifiCorp is not currently earning its
allowed return.

CUB witness Dittmer at page 12 of histestimony refersto a number of
potentially shared services. Given your discussion of business continuity as
an objective, please discuss the functionsthat will continueto be performed
at PacifiCorp.

As MEHC witness Abel noted in his direct testimony, PacifiCorp will be a
separate business platform (i.e., a corporate subsidiary) under MEHC. PacifiCorp
will not be merged into MEC nor will it be asubsidiary of that utility. PacifiCorp
will have its own board of directors, its own management team, and its own
operating staff. PacifiCorp will have its own accounting function, administrative
services function, advertising function, billing/call center/customer services
function, financia staff, human resources personnel, legal services, medical
benefit plans, purchasing function, regulatory/legislative functions, and strategic
planning function. PacifiCorp will also have its own environmental and tax
personnel. It will do its own financing and have its own credit rating.

MEHC will provide oversight for many of these functions; coordinate
functions such as environmental, tax and corporate strategy; and provide
corporate assistance and support. This latter ability of MEHC to provide
assistance and support, both by itself and through its subsidiaries, is a significant

benefit of being part of alarger holding company system such as MEHC.
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Mr. Dittmer at pages 30 and 31 of histestimony expresses surprise that
MEHC isnot claiming synergies from thistransaction. What isyour
response?

| have previously noted that this transaction is not a merger; it is an acquisition
where business continuity is an objective. In utility mergers, particularly those
involving utilities located in the same state or otherwise with overlapping
territories, it is often possible to reduce or eliminate the costs of some facilities,
personnel and service providers without impacting service quality or
responsiveness to local conditions. For example, in such mergers, accounting,
administrative, legal, human resources, and regulatory services can be combined
in the merged company. As the costs of these services would then be spread over
alarger amount of output, these costs could properly be considered afactor in
determining economies of scale resulting from the merger.

In the case of the proposed acquisition of PacifiCorp, however, MEC and
PacifiCorp do not have overlapping, or even contiguous, franchises. Accordingly,
MEHC believes that the two utility subsidiaries will need to maintain their current
separate facilities, personnel and service providersin order to maintain service
quality and responsiveness to local conditions. In this sense, the respective
facilities of the two utilities are not duplicative, and economies of scale would not
be expected to result from the acquisition as the underlying costs of providing

electric service will not substantially change as aresult of the acquisition.
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Will PacifiCorp bethefirst acquisition by MEHC wherethe acquired
company was not merged with another subsidiary providing similar
services?

No. For example, Kern River Gas Transmission Company is an interstate natural
gas pipeline that provides transportation services from the Rocky Mountain area
to California. Thissubsidiary of MEHC has not been merged with Northern
Natural Gas Company, an interstate natural gas pipeline subsidiary that provides
transportation services primarily in and around the Mississippi River area. Each
of these interstate pipeline subsidiaries serves different geographic areas with
differing customer characteristics. Each hasits own management team,
administrative services staff and operations staff. The two pipelines exchange
ideas and information, as we would expect PacifiCorp and MEC to do, but do not
share physical or customer synergies that would yield material benefitsif the
organizations were merged.

MEHC prefers to acquire companies that are well run and well managed,
where the business can continue seamlessly after the acquisition and existing
management can remain in place to continue to operate the business. That was
the situation with Kern River and Northern Natural, and it is how we view the
situation with PacifiCorp.

Doesthefact that MEHC isnot claiming synergiesto justify thisacquisition
constitute an acknowledgement that there will be none?
No. There may be some cost savings possible in the acquisition of common

services, materials and supplies. We would also expect cost savings and
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efficiency improvements as aresult of the information exchange. But, we cannot
guantify these opportunities until after MEHC better understands the operations
and circumstances of PacifiCorp, and that cannot occur until MEHC owns
PacifiCorp. Regulatory credibility is extremely important to MEHC, as MEHC
witness Abel testified, and we do not make claims that we cannot substantiate or
commitments that we cannot keep. Until we can be more certain what, if any,
synergies can be achieved, we will not make a commitment regarding that
achievement.

Mr. Dittmer also mentions savings attributable to best practices. Why has
MEHC not quantified expected savings from this source?

As | testified above, there may be cost savings from the exchange of information
between MEC and PacifiCorp. But as| aso noted in my direct testimony, both
utilities are very highly rated in terms of customer satisfaction, have among the
lowest delivered coa costs, and rank well in other important practices. Without
the experience that can only be gained by operating the businesses, MEHC is not

able to quantify savings that can be gained by changes in business practices.

MEHC Expectations

Q.

CUB witness Dittmer suggests at pages 40-42 that the Commission should be
wary of MEHC’ s eagernessto invest because MEHC is predicting it will
invest morein infrastructurethan isin PacifiCorp’s current business plan.
Other witnesses ar e also concerned that MEHC will over-invest in

PacifiCorp toincreaseitsreturn. What isyour response?
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Mr. Dittmer is mistaken that MEHC anticipates investments that would exceed
the capital requirementsin PacifiCorp’s long-term business plan. With or without
the transaction, PacifiCorp plansto invest approximately $1 billion annualy for
the next several years, resulting in previously projected annual rate increases
averaging around 4% total company over ten years. MEHC' s $1.3 billion
proposed investments will not be made in asingle year but rather over a multi-
year period. Inaddition, as| previoudly testified, MEHC'’ s investments do not
increase the amount of PacifiCorp’s planned investments on a net basis. But,
MEHC’ sinvestments do produce net benefits (i.e., revenue requirements
reductions over time) as compared to PacifiCorp’s plan.

As| mentioned earlier, our current estimate of the net benefits, on a net
present value basis, exceeds $200 million through 2015, even without recognition
of the value of the incremental renewables that are made possible by the
transmission investments. Refer to Exhibit PPL/313.

While MEHC' sinvestment levels are consistent with those in PacifiCorp’s
plan, MEHC brings value to PacifiCorp not only because it would invest in a
somewhat different resource mix than that contained in the plan provided to
MEHC by ScottishPower, but also becauseit iswilling to publicly commit to
funding its planned investments. This provides much more certainty that those
investments will actually occur. MEHC believesits ability to take alonger-run
view will allow it to seek out and make investments that will provide greater rate
stability to PacifiCorp customers through reduction of future costs. MEHC has no

intention of inflating rate base by over-investing. We make investments that are
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cost-effective or are otherwise necessary to provide reliable and safe service at
reasonable cost. PacifiCorp and its customers need significant incremental
investment that MEHC can provide.

CUB witness Jenks expresses concern that MEHC will not be satisfied with
thereturnsallowed in Oregon and will attempt to useits political muscleto
push an aggressiveregulatory agenda. Hereferenceslowaregulation of
MEC asabasisfor hisconcern. Pleaserespond.

Mr. Jenks need not be concerned. First, the earned returns on common equity
provided by lowa electric retail customers over the recent severa years have
averaged about 10%. The earnings above 10% have not been provided by retail
electric customers; rather these earnings have been provided through salesin the
wholesale market. It isthese earnings from the wholesale market that have
created much of the revenue sharing under MEC’s lowa AFOR. Note that the
issue of what, if any, amount of wholesale revenues should be a reduction to retail
revenue requirement had previously been a contested issue in lowa.

Second, MEHC' s lowa electric businessis by no meansits only utility
business. In fact, MEC sells natural gas aswell as electricity in lowa, Illinois,
South Dakota and Nebraska. The returns earned in the gas business have been
significantly lower than those earned in the electric business. If, in fact, MEHC
had the political will and political muscle assumed by Mr. Jenks it would surely
have remedied that situation.

Third, | also feel compelled to correct the misrepresentations regarding

lowa regulation contained in Mr. Jenks' testimony. Although we are not seeking
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the have the lowa regulatory models and processes adopted in any of the

PacifiCorp states, severa points need to be made regarding MEC’ s lowa

situation.

1)

2)

3)

4)

MEC’s AFOR provided rate reductions and rate credits from 1997
through 2000. When it became apparent in 2001 that additional
generation investment was required to serve customers, it was agreed
that long-term rate stability, rather than short-term rate reductions
followed by rate increases, was a paramount objective. Asaresult, the
AFOR was modified to allow the customers' portion of revenue
sharing to be used to accelerate the depreciation on the added
generation during the rate freeze, thereby mitigating the impact of the
added generation on rates and rate base once the rate freeze ended.
lowa has a historical precedent of rewarding management efficiency.
The 12% return on equity threshold (dropping to 11.75% in 2006) in
the lowa AFOR is not an “alowed” ROE; it isthe top of a 200 basis
point dead band within which MEC cannot request rate changes and
no revenue sharing occurs. Above the dead band, revenue sharing is
triggered. Below the dead band, MEC can request rate relief. 1n other
words, the AFOR is symmetrical in thisregard.

A quid pro quo for the AFOR was MEC'’ s assumption of the risk for
increases in power purchase costs, fuel costs and for the performance

of its generation fleet. MEC has no fuel or purchased power
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adjustment clause, nor isit allowed to defer power costs for future
recovery.

Contrary to Mr. Jenks' concern, the lowa ratemaking principles
approved for MEC' s generation additions do, in fact, require proof of
the prudence and reasonabl eness of the proposed generation addition,
including the cost of the same. The degree of proof required isthe
same as would be required in arate case after the generation has been
built. The differenceisin thetiming of the review. Unlike traditional
regulation, where the reasonableness of the cost is determined after the
expenditure has already been made and it istoo late to do much about
it (recall the $3 billion nuclear plants of the 1980s), the lowa process
determines the prudent and reasonable level of costs prior to the
expenditure. If MEC' s costs exceed the level determined prudent and
reasonable by regulators, it is at risk to prove that the excessis prudent
and reasonable. The lowa process operates under the principle that the
generation decision is litigated before significant costs have been
incurred and everyone knows the principles upon which the generation
will be judged.

The 12.2% allowed return that Mr. Jenks finds so unbelievable for
MEC’ swind project isfixed over the life of the wind project.
Regardless of what happens to interest rates in the future (in spite of
the fact that they are currently near historical lows), thisisal MEC

can expect to be alowed. | would also note that we believe this 12.2%
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equity return assumption is significantly below the equity return
assumptions used by developers, although we do not have access to
their assumptions.

Fourth, Mr. Jenks seems to be implying that lowa regulators and consumer
advocates were naive in approving MEC's AFOR and its several extensions. |
would first observe that lowa Utilities Board member Diane Munnsis the
chairman of the National Association of Regulatory Utility Commissioners
(“NARUC"), aveteran of regulation and NARUC, and one of the most respected
commissionersin the industry. | would also observe that lowa Office of
Consumer Advocate John Perkinsis the chairman of the National Association of
State Utility Consumer Advocates (“NASUCA”). Mr. Perkinsis aveteran
representative of consumers with extensive knowledge of the industry. In
addition, Mr. Perkins reports to lowa Attorney General Tom Miller, one of the
most active consumer representatives in the country. These people, and their
extremely capable support staffs, are neither naive nor incapable of representing
the best, long-term interests of their constituents.

Fifth, among the other signatories to the settlements that implemented the
AFOR and extended it several timesis Deere & Co., alarge and very energy-
savvy industrial customer.

Finally, the lowa AFOR to date has resulted in (1) no electric rate increase
request by MEC since its incorporation; (2) rate reductions and rate credits from
1997 through 2000 and in 2004; (3) the construction of $2 billion of infrastructure

investment by MEC since 2001; (4) the construction of 360 MW of wind facilities
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since 2003 and the expected doubling of that amount by the end of 2007; (5)
additional planned electric rate reductions in 2006 and 2007; and (6) an ability by
MEC to commit to no increase in any customers’ electric rates before 2010 and no
general increase in rates prior to 2012. MEHC and MEC will stack MEC's

AFOR against any in the country in terms of benefits for its customers.

MEHC/PacifiCorp Commitments

In addition to updating prior commitments madein your direct testimony,
Exhibit PPL/314 includes 28 state specific Utah commitments and Exhibit
PPL /317 includes 7 state specific California commitments from the respective
settlement agreementsreached in those states. What isthe purpose of
including these commitmentsin those exhibits?

In my supplemental direct testimony, MEHC and PacifiCorp agreed to apprise
Oregon of clarifications, modifications and supplemental commitments it agreed
to as part of settlementsin other states. Additionally, MEHC and PacifiCorp
offered a“most favored state” clause so as not to discourage early settlement.
Under this clause, Oregon may adopt applicable Utah and California state-specific
commitments.

At page 11, beginning at line 10, ICNU witness Canon expr esses confusion
regarding the commitments made by MEHC and PacifiCorp. What isyour
response?

Mr. Canon is creating confusion where none exists. As| explained at page 4 of
my direct testimony, MEHC and PacifiCorp met with numerous groups that had

an interest in this transaction and asked them to identify the risks and concerns
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regarding the transaction. Some of the risks and concerns that they identified
were similar to concerns that were raised and addressed in the ScottishPower
transaction. Therefore, MEHC and PacifiCorp, through my direct testimony,
proposed adopting or continuing commitments and conditions required by one or
more of the regulatory commissions in the ScottishPower transaction. These
Commitments (now numbered for convenience) 1 through 34 in my Exhibit
PPL/314 are referenced as the “existing commitments.”1

The commitments previously sponsored by MEHC witness Abel (now
numbered 35 through 47) were not commitments or conditionsin the
ScottishPower transaction but are responsive to concerns expressed to MEHC in
the meetings with interested groups. These represent “new commitments’ as
compared to the ScottishPower transaction.

Mr. Canon implies that continuation of existing commitmentsisnot a
benefit to customers. The fact that interested groups have expressed concern for
continuation of the existing commitments indicates they provide some benefit.
Moreover, if Mr. Canon were correct, one would assume that there would be no
objection to eliminating all of those commitments. But, each of those
commitments was drafted or continued because it addressed a concern or risk
identified by someone.

Mr. Canon also suggests that some of the new commitments are existing

commitments. Heisincorrect—these were not commitments in the

11t isimportant to recognize that no regulatory commission in the Scotti shPower

transaction required all 34 of the commitments. Since MEHC and PecifiCorp are extending these
commitmentsto all states, at least one of these 34 commitments will be incremental in each
jurisdiction.
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ScottishPower transaction. Most are completely new commitments. A few, such
as the renewable energy commitment, constitute an expansion of an existing
PacifiCorp goal. And still others, such as the commitment regarding customer
service standards, constitute an extension of existing commitments that might not
otherwise occur without this transaction.

CUB witness Jenks at page 44 has characterized 21 commitments as having
no value and Staff withess Conway has characterized 30 commitments as
having no value, restate current laws, are unworkable, are unlawful or
otherwiserestates current PacifiCorp commitments (pages 8-9). Please
respond to their views of the commitments.

As | previoudly stated, the commitments address both general and state-specific
concerns and risks. Each commitment has been proposed because someone
(sometimes more than one person/entity) has asked for itsinclusion. So, while
one witness may purport to view a particular commitment as “meaningless,”
another stakeholder obviously views the same commitment as quite necessary;
otherwise, the commitment would not have found its way onto the commitment
list.

Can you provide some examples?

Yes. For example, Staff withess Conway characterizes Commitment O 4 of
Exhibit PPL/315 as providing no value. This commitment, added in response to
comments of another Oregon party at the technical conference, would require
MEHC to seek Oregon Commission approval under ORS 757.480 if it merges

PacifiCorp with a utility that does not have facilitiesin Oregon. Mr. Conway
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claims at page 21 of histestimony that the commitment has no value because
ORS 757.480 has no geographic restriction. While Mr. Conway is correct as far
as he goes, he doesn’t go far enough. ORS 757.480 provides the Commission
with approval authority over mergers of “public utilities.” The term public utility
isnot defined in ORS 757.480 but is defined in ORS 757.005. The definition of
public utility is one with facilitiesin Oregon. Thus, absent Commitment O 4,
MEHC could potentially merge PacifiCorp with an out-of-state utility, without
seeking Commission approva under ORS 757.480.

As another example, CUB witness Jenks claims Commitment 4 has no
value. Among other aspects of that commitment is assurance of access to the
books and records of Berkshire Hathaway, something fellow CUB witness
Dittmer claims at pages 3 and 4 of histestimony is critical to approva of the
transaction.

There are numerous other examples where Mr. Conway, Mr. Jenks and
other witnesses denigrate the value of the commitments. But, the fact is that each
commitment has value to someone in one or more of the six PacifiCorp
jurisdictions or (in the case of the existing commitments) had value in the
ScottishPower transaction. And, contrary to Mr. Conway’ s classification, MEHC
is aware of no commitment that is“ unlawful.”

How do you believethe MEHC commitments should be viewed?
The commitments have been offered by MEHC and PacifiCorp to ensure that the
transaction provides benefits to customers, addresses identified concerns and

risks, creates no harm to the public interest, and otherwise satisfies the regulatory
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requirements for approval of the transaction. The purpose of the investment
commitmentsisto provide evidence of MEHC' s process for assessing, and
willingness to make, investments in PacifiCorp’ s infrastructure.

MEHC and PacifiCorp are not requesting that the ratemaking treatment of
the commitments, or the reasonabl eness or prudence of the investments, be
approved by the Commission in this proceeding. MEHC and PacifiCorp
acknowledge that neither the Commission nor any party waives any right to assert
such positions regarding the prudence, just and reasonable character, rate or
ratemaking impact or treatment, or public interest as they deem appropriate
pertaining to any commitment. But, the commitments are important to
demonstrate that no public harm will flow from approval of the transaction and
the transaction will provide net benefits to consumers.

Aretherereal benefitsassociated with MEHC’s commitments?

Definitely. The electric utility business, at its core, is all about producing energy
and delivering it to customers. MEHC has undertaken thoughtful and serious
commitments that are addressed to these core obligations?, and that are geared to
the long-term interests of PacifiCorp’s customers. The testimony of other parties
should not be allowed to obscure that fact. MEHC understands that some parties
wish there were more, or different, commitments, and that these parties' efforts
and testimony are geared to leveraging concessions from MEHC. However,

PacifiCorp customers’ long-term interests are better served by along-term focus,

2 Renewabl e resources, emissions control, transmission resources that will defer

generation additions or permit new wind generation, new coa technology, delivery system
improvements, etc.
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not a short-term fixation with rate credits. The PacifiCorp infrastructure and
customers' interests require substantial capital investment in the years ahead. The
long-term interests of both require a strategy that will enhance PacifiCorp’s
ability to efficiently access the capital markets. MEHC will provide that strategy

and execute on it.

Benefits

I nfrastructure | nvestments

Several witnesses have suggested that many of the benefits cited by MEHC
and PacifiCorp are merely actions that would berequired of a prudent utility
or werealready planned by PacifiCorp. What isyour response?

| have three observations.

First, autility, or any business, will (or should) perform the minimum
functions required by law, which in most cases will be deemed prudent. This
approach to conducting business focuses on the short-term horizon. Asa
consequence, the approach may fail to identify opportunities where doing more
than the minimum will reduce long-term costs for customers. The emissions
control investments that MEHC is proposing are an example of deploying
investment dollars (actually somewhat fewer dollars than PacifiCorp planned) in a
manner that both reduces long-term costs and achieves comparable or greater
benefits (e.g., emissions reductions), as compared to the PacifiCorp plan provided
to MEHC by ScottishPower.

Second, although planning, assumptions and goal-setting may all be

accomplished in a prudent manner, the absence of available capital may thwart
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the achievement of the goal. PacifiCorp’s renewable energy goa of 1400 MW of
incremental supply by 2015 is an example. The planning, assumptions and god
all appear reasonable and prudent for a capital constrained utility. But the capita
constraint means that PacifiCorp’s plan for achieving the goal depends upon
others committing to build the renewable facilities and the necessary transmission
being constructed. MEHC believesthat if the capital constraint can be removed
(such as through this acquisition), the achievement of the goal is more likely.
MEHC therefore committed to the Path C and Walla Walla transmission projects.
Moreover, by virtue of its extensive experience with renewable energy, it is
MEHC’ s opinion that the availability of a utility own/operate option aso
increases the likelihood of meeting the goal and doing so in a cost-effective
manner. This option becomes a possibility when the capital constraint is
removed; it is not available under current ScottishPower ownership. None of this
means that PacifiCorp’s plans and goals are imprudent, but capital constraints
may render PacifiCorp unable to achieve the goal in the desired timeframe.

Third, in a particular situation, an action that is prudent for one utility
could be disastrous for another. Again using the renewable goal as an example, a
decision to deploy capital to own/operate a new wind resource might be a prudent
choice for autility in astrong financial position capable of raising the upfront
capital needed at arelatively low cost, capable of using the production tax credit,
or ableto wait to recoup its investment over a period of 20 years or more. That

same decision could be an uneconomic or otherwise undesirable choice for a

Rebuttal Testimony of Brent E. Gale



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PPL/312
Gale/27

company with a high debt ratio, a need to recoup its investment quickly, or an
inability to use the production tax credit.
What about the claim that theinfrastructure projects committed to by
MEHC were already planned by PacifiCorp?
PacifiCorp’s plans, as provided to MEHC in due diligence, did not contain:
» the WallaWallaand Path C transmission investments,
» thefull amount of the Asset Risk Program investment,
» theloca transmission risk project investment,
» theincreasein the Accelerated Distribution Circuit program,
» theextension of the Saving SAIDI program,
* the DSM study, or
* the commitment for 100 MW of wind energy within one year of closing.

Moreover, while PacifiCorp had expected expendituresin its plan for
emissions reductions at existing coal-fired generating plants, it had no firm
commitment from ScottishPower to support its plan. MEHC was able to commit
to that plan and, in consultation with PacifiCorp’ s management, refocus and
reduce the expected expenditures to achieve comparable results. Thisisan
example of MEHC' s approach to investment: focusing upon ways to employ
capital more efficiently to reduce long-term revenue requirements, while having a
positive (or at least no negative) impact upon benefits.

The mix of infrastructure projects offered by MEHC also provides
regulators and parties a foreshadowing of this long-run perspective that MEHC

will bring to PacifiCorp, a perspective that cannot easily be achieved by a
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company that must be concerned about the level of quarterly dividends. These are
projects that provide long-term benefits (including cost reductions) to customers,
but that might very well not be undertaken by a prudent utility with a capital
constraint or without an extended long-run perspective.

It is also important to recognize that many projects in PacifiCorp’s capital
plan were just that: aplan. Inclusion of aproject in the capital plan by no means
indicates that ScottishPower had committed to finance that project. Corporate
approval of “less than $6 million” for asmall aspect of a $196 million project as
cited by ICNU witness Canon at page 14, lines 20-24, can hardly be argued to
constitute a“commitment” to the entire project.

Could you provide an example of a project which isthe subject of an MEHC
commitment that was not included in the PacifiCorp plan previously
provided to MEHC by ScottishPower ?

Yes. The Path C transmission project was not included in PacifiCorp’s capital
plan provided to MEHC in due diligence. After reviewing PacifiCorp’s planned
generation additions, the potential transmission projects that were not included in
PacifiCorp’s plan and the likelihood of PacifiCorp achieving its 1400 MW
renewable energy goal, MEHC, in consultation with PacifiCorp’ s management,
concluded that the Path C investment would provide desirable long-term benefits.

This project is a perfect example of the type of investment MEHC will
enable PacifiCorp to pursue. Thisisaproject that provides a number of future
benefits to PacifiCorp customers, but aso requires a significant upfront

expenditure. The Path C project will not only increase transfer capability between
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the eastern and western portions of PacifiCorp’s system, it will also (1) allow two
future generation additions to be deferred or eliminated at significant reduction in
expected revenue requirements, (2) provide increased access to |daho wind
resources, and (3) increase reliability. Indeed, when PacifiCorp evauated this
project in its November 2005 IRP Update, it was determined the project had a
twenty-year present value of approximately $186 million. Refer to Exhibit
PPL/313.
What benefitsare provided by MEHC regarding thoseinfrastructure
investmentsthat were already included in PacifiCor p’s capital plan?
As| mentioned, the investments MEHC has committed to make to reduce
emissions at PacifiCorp’s coal-fired plants provide a good example. Although
PacifiCorp had included expenditure amounts in its capital plan related to
assumed future emissions reductions, no definitive equipment plan had been
developed and no approval had been given by ScottishPower for the expenditures.
MEHC’ sinvestment commitment is based on specific equipment additions
on aspecific timeline, providing much more certainty that the needed investments
will actually occur on atimely basis. MEHC' s plan for compliance with
anticipated federal requirements should also minimize the cost of that compliance
by (1) allowing for purchase of equipment at lower prices because the demand for
that equipment will not be as great asit will be when the industry is confronted
with alegidative or regulatory deadline, and (2) minimizing related outages and
associated replacement energy costs through scheduling equipment installation

during already scheduled outages or maintenance.
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Indeed, purchasing and installing the equipment now provides greater
assurance that compliance will occur in atimely fashion. If the current demand
for and lack of availability of wind turbinesis any indication, it is reasonable to
believe that sufficient emissions reduction equipment may not be available when
itisin highest demand.

Because MEHC takes along-run view, itslong-term planning tends to be
more definitive than that of many other companies. The net present value of the
benefits of reduced purchase power costs resulting from the minimization of
outages is $80 million as shown in Exhibit PPL/313.

At page 13, beginning at line 3, ICNU witness Canon statesthat the lack of a
timelinerelated to MEHC’ sinvestment commitmentsindicatesthey are not
firm, enfor ceable commitments. IsSMEHC willing to provide atimeline for
these investments?

Yes. Refer to Exhibit PPL/314. The Path C project target date included in
Commitment 34 is 2010. The Mona-Oquirrh project date is 2011 and the Walla
WallaY akima project date is 2010.

Mr. Canon at page 16 of histestimony quarrelswith MEHC’s
characterization of Commitment 36 regarding shareholder investment in the
RMATSstransmission project asa new commitment. What isyour response?
Mr. Canon has failed to read the commitment carefully. Neither PacifiCorp nor
ScottishPower have made a commitment to invest shareholder resourcesin
RMATs; MEHC by this commitment does so. Commitment 36 isnew and a

benefit to states served by PacifiCorp.
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I CNU witness Canon also expresses concern at page 17, lines 13-21, that
accepting an investment as a customer benefit createstheimpression that the
investment isappropriate. Do MEHC and PacifiCorp regard approval of the
transaction as also approving itsinvestment commitments?

No. Asl| testified, we have not asked for, and are not seeking, Commission
approva of the prudence of the investments or the ratemaking treatment. Those
approvals will be sought in appropriate proceedings after approval of the
transaction.

Although our preliminary anaysis indicates that the investments do
provide net benefits (i.e., reduce net revenue requirements, refer to Exhibit
PPL/313), final analysis of the benefits and the authorization of the recovery of
the costs will be the subject of rate and other proceedings where afull evidentiary
record will be made.

At page 18 of histestimony, | CNU witness Canon suggeststhat the renewable
energy commitment issimply committing to a plan that isalready in place.
Ishecorrect?

No, heisnot. Asl have already explained, PacifiCorp had agoal of 1400 MW of
cost-effective renewable energy by 2015; agoal is not necessarily an executable
plan. MEHC has made commitmentsto invest in transmission, to analyze utility
own/operate options for renewables and to have an additional 100 MW of
incremental renewables in PacifiCorp’s portfolio within one year after closing—

al to turn the goal into a concrete, executable plan to achieve the objective.
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It should also be noted that MEHC modified PacifiCorp’s goal to be at
least 1400 MW and to clarify that not al of the renewable energy will come from
wind. Refer to Commitment 40 of Exhibit PPL/314.

Mr. Canon also complainsthat the advanced coal technology commitment is
nebulous. What isyour response?

The use of any coal technology can be controversial and the use of advanced coa
technology such as IGCC is only now approaching commercial viability. Asa
result, MEHC did not believe it appropriate to presume how it should approach
the use of advanced coal technology in PacifiCorp’s service territory until it
received more input from interested parties. After conducting two formal IGCC
information sessions with interested parties and after receiving input in all states,
MEHC and PacifiCorp have been able to develop more definitive commitments

regarding IGCC. Those are Commitments U 15 and U 16 of Exhibit PPL/314.

Extension of Customer Service Standards

Several witnesses contend that the extension of “ existing” customer service
and performance standards provide no benefits. What isyour response?

As clarified by Exhibit PPL/314, Commitments 1 and 46, MEHC and PacifiCorp
are committing to not seek changes to the standards and guarantees prior to
March 31, 2008. Thisis abenefit to al those who value the standards and
guarantees as they exist and were concerned that the standards and guarantees
would be modified by MEHC. Moreover, MEHC and PacifiCorp, through
Commitment 46, are committing to a nearly 4-year extension of the standards and

guarantees with modifications only as approved by the Commission and no
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elimination without Commission approval. Thisisacommitment that did not,
and perhaps would not, exist without this transaction. It is abenefit to those who
value the standards and guarantees and provides for Commission control over the
elimination of the standards and guarantees—in essence, an extension aslong as

the Commission determines the standards and guarantees to be reasonable.

Reduced Cost of Debt & DSM Study

CUB witness Dittmer attemptsto characterize MEHC benefits such asthe
reduced cost of debt and shareholder funding of the DSM study as de
minimus. How do you respond?
As | noted above, with the acquisition of awell-managed utility, it isunrealistic to
assume that large amounts of costs can be eliminated without negatively
impacting operations, reliability, safety, or customer satisfaction. We have
identified the areas of debt issuance costs and corporate overheads as areas where
we can achieve cost reductions without negatively impacting operations or
customer satisfaction. While these cost reductions may not be as large as
reductions claimed (i.e., hoped for) by utilities engaged in mergers, they are cost
reductions that MEHC is confident of delivering. They are aso cost reductions
that can be delivered without disrupting management’ s ability to continue with
reliable service and strong customer relations, which is, itself, asignificant
benefit.

Similarly, the DSM study is expected to provide benefits to customers
well in excess of the $1 million cost of the study—a cost borne by MEHC

shareholders.
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Concerns have been expressed by several partiesthat the shareholder-funded
DSM study included in MEHC’s commitmentsis duplicative of efforts by the
Energy Trust of Oregon. How do you respond?

MEHC has no desire to duplicate the efforts of the Energy Trust of Oregon.
PacifiCorp intends to convene a six-state working group to provide input into the
design phase of the study. One of the key steps in the design phase will be to
compile al recent and relevant studies. We will also consult with entities across
the states with whom we work—including the Energy Trust of Oregon, Western
Resource advocates, and low-income agencies—to ensure we receive their
valuableinsight. Thisworkgroup will also provide an opportunity for a sharing of

MEC'’ s experiencesin the area

Potential Harms Addressed

Holding Company ConcerngPUHCA Repeal

CUB witness Jenks extensively discusses his concernsregarding the loss of
PUHCA protections. Pleaserespond.

A number of the federal protections previously provided by the SEC will in the
future be provided by FERC. State regulators also have the authority to
implement a number of others at the state level. Significantly, Staff witness
Dougherty, who appears to have significant experience with PUHCA issues,
states on pages 29-30 that he believes the Commission has adequate statutes and
rulesto protect against affiliate abuses in the absence of PUHCA.

CUB witness Dittmer offersalengthy discussion regarding the potential

detriment to customersthat could occur as aresult of the economic and
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political influencethat could be wielded by an entity of the size and diversity
of Berkshire Hathaway. Hisresulting proposal at pages 3, 4, 16 and 17, is
that Berkshire Hathaway be subject to the same commitmentsregarding
reporting, notification and access that have been offered by MEHC. Ishis
proposal acceptableto MEHC?

By definition, any of the commitments made by MEHC or PacifiCorp with
respect to the affiliates of either will apply to Berkshire Hathaway after the close
of the transaction. Nevertheless, recognizing the importance of thisissue to the
parties here and in other states, Exhibit PPL/314 reflects modifications to
previously filed Commitment 4 that specifically apply the commitment to
Berkshire Hathaway. Commitment 4 pertains to access to books and records and
the preservation of those records.

Please also note that Commitment 5 of Exhibit PPL/314, by itsterms, also
applies to make Berkshire Hathaway personnel available to testify before the
Commission. Commitment 7 of Exhibit PPL/314 ensures compliance with
applicable statutes and regulations regarding affiliate transaction reporting. Also
see Commitment U 20 of Exhibit PPL/314 regarding the filing of aletter by
Berkshire Hathaway committing to be bound by the applicable commitments.

This commitment could also be adopted in Oregon, if desired by the Commission.

MEHC Lack of Operational Capability

| CNU witnesses Canon and Gorman both express concern regarding

MEHC’s capability to operate an electric utility. Isthat concern justified?
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No. Although MEHC has only been in the regulated utility businessin the United
States for six years (about the same level of experience as ScottishPower
currently), it also has experience in the regulated utility businessin the United
Kingdom and as an independent power producer both in the United States and
abroad.

MEHC is aso able to draw upon the extensive experience of the
management of the regulated utilitiesit has already acquired. MEHC' s verticaly
integrated utility MEC and its predecessors, for example, have been in the utility
businessin the United States for over one hundred years. Included among the
states served is lllinois, where Mr. Gorman was employed by the lllinois
Commerce Commission for several years.

Mr. Gorman’s expressed concern is particularly surprising in light of the
fact that he hasincluded in his Exhibit ICNU/203 areport by Standard and Poor’ s
that cites as afactor inits credit rating “MEHC’ s history of strong operations and

regulatory management at its only U.S.-based regulated utility.”

Cor porate Presence Commitments

| CNU witness Canon at page 19 speculatesthat MEHC’s commitment to
increase cor por ate and senior management positionsin Utah will be har mful
to customersin the Pacific Northwest because such a split in corporate
executives and management may not be workable. Isthisavalid concern?
No. MEHC has no intention of creating redundancies, overlapping
responsibilities or jurisdictional conflicts among internal management. Corporate

executives certainly do not need to be located in the same office or same city or
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same state in order to function efficiently. Conversely, being located in the same
officeis not a guarantee of efficiency.

MEHC understands the concern that Oregon’s ability to regulate
PacifiCorp not be diminished by these commitments. MEHC also understands the
concerns that the commitments not diminish local control or PacifiCorp’'s
responsiveness to its regulators, elected officials and customers. The
commitments are fully consistent with these understandings. Indeed, the
commitments are designed to address these same concerns in each of the six
states.

MEHC expects that two or three additional senior executive positions will
be located in Utah, along with the support personnel deemed necessary by those
senior executives. Note that does not necessarily mean a concomitant reduction
in positions in the Pacific Northwest. Until the transaction has closed, vacancies
are identified, and economic analyses are performed, MEHC cannot identify the
additional senior executive positions to be added in Utah. But, regardless of what
those positions are, it will not diminish PacifiCorp’s responsiveness to Oregon
issues and concerns.

As demonstrated by Commitment U 7 of Exhibit PPL/314, the focus of the
corporate presence commitmentsis primarily upon allowing local decisions to be
made locally. Accomplishing this does not require significant, uneconomic
relocation of personnel. It isessentially a matter of having sufficient personnel
with adequate and clear authority (and ability) to make sound decisions. Each of

the states need appropriate levels of decision making on alocal level and staffing
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to reflect acommitment to safe, reliable and cost effective service consistent with
cost effective operations.

CUB witness Jenks has suggested that the Commission mandate certain
positionsremain in Oregon. What isyour response?

Any such mandate by the Commission would constitute an unreasonable
interference with management prerogative. Moreover, it would be completely
arbitrary since it would be made without knowing the organizational structure and
would not be based upon any cost-effectiveness analyses.

Staff has suggested that MEHC Commitment 47 be revised to include safety
in addition to reliable service and cost effective operations, asa service
criteriafor maintaining adequate levels of staffing and representation in each
state. Do you agree?

Yes. We have aready included that reference in Commitment 47 of Exhibit

PPL/314.

Global Warming

Q.

CUB and Renewables Northwest Project/Natural Resour ces Defense Council
express concernsregarding MEHC’s commitment to reduction of greenhouse
gasemissions. How do you respond?

MEHC disagrees that its track record on environmental issues should be of
concern to the Commission; on the contrary, MEHC believes that its |leadership in
renewable energy development, coupled with its proposed commitments related to
emissions reduction investment, global warming and IGCC technology, provide

benefits to Oregon customers.
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MEHC agrees with RNP that a strong commitment to renewable energy is
one important way to address the risk of global warming. MEHC believesthat its
track record at MEC with respect to renewables demonstrates strong leadership in
thisarea. Asdiscussed in my direct testimony, MEC is currently constructing one
of the largest land-based wind projects in the country. Once that is completed,
MEC' s supply portfolio will be comprised of over 9% renewable energy
resources in terms of capacity and 5% in terms of energy.

In addition, MEC is planning to double the size of its renewable energy
portfolio before the end of 2007. The additional wind energy from that project is
anticipated to increase renewable energy as a portion of the generating capacity in
MEC’ stotal portfolio (even recognizing the 480 MW coal-fired generation
addition in 2007) to 13%. If consideration is given to the “ negawatts’ represented
by MEC’ s energy efficiency and DSM programs, the percentage of MEC'’ stotdl
portfolio represented by renewable energy and DSM will increase to 19%.

Moreover, when viewed from a worldwide perspective, MEHC’ s 2007
renewable portfolio, without consideration of MEC'’ s negawatts, will represent
about 21% of total generation capacity and, with MEC's DSM, will represent
approximately 25% of capacity.

You indicated that a strong commitment to renewable energy isoneway to
addresstherisk of global warming. Arethereother waysthat MEHC is
addressing therisk of global warming?

Yes. Inaddition to expanding its renewable generation portfolio, MEHC

continues to evaluate and undertake other actions that reduce, avoid or sequester
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greenhouse gas emissions through participation in voluntary emissions reduction
programs, investment in energy efficiency programs that reduce energy
consumption and improvements in existing generating facilities. In addition,
MEHC participates in and supports research and development of technol ogies that
reduce the environmental impacts of its operations and advance the understanding
of climate change. For example, MEHC is actively engaged in discussions with
representatives of the EPA’s Landfill Methane Outreach Program to develop
additional landfill methane projects that generate electricity through the beneficial
use of landfill gas that would otherwise be vented to the atmosphere. We also
maintain participation in the SFs reduction program and the Natural Gas STAR
methane reduction program, both of which result in the reduction of greenhouse
emissions. Additionally, since technological advancements are likely to play a
critical rolein reducing greenhouse gas emissions from the electric generation
sector, MEC funds research associated with greenhouse gas reduction options and
technology development and advancing the science of climate change.

MEC funds and participates in two in-state university programs—the lowa
Energy Center, administered by lowa State University, and the University of
lowa's Center for Global and Regional Environmental Research (CGRER).
CGRER was established in 1990 to promote efforts that focus on global
environmental change and the human-induced accel eration of environmental
change caused by modern technologies. MEHC is also a significant supporter of
the Electric Power Research Institute (EPRI). EPRI brings together experts from

the scientific, engineering, and regulatory communities as well as other leading
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experts to work collaboratively on solutions to the challenges of electric power.
Much of MEHC' s recent EPRI funding on environmental research has focused on
climate change and emissions controls, including carbon dioxide sequestration,
disposal and utilization opportunities as well as investigating technol ogies that
can be applied to coal-fueled plants to reduce carbon dioxide emissions.

Can MEHC commit to achieve the same at PacifiCorp?

MEHC’ s ability to understand the details of PacifiCorp’s complex system and
explore the opportunities that may be available to address the reduction of
greenhouse gas emissionsis limited prior to the close of the proposed transaction.
We understand that two of the limiting factors to additiona wind development on
the PacifiCorp system are lack of existing transmission and lack of a necessary
capital commitment by ScottishPower to a utility own/operate option. That is
why we committed to the construction of the WallaWallaand Path C
transmission lines and to offering a utility build/own option in future RFPs. Over
time, parties can expect the same level of commitment to renewables from
PacifiCorp under MEHC ownership as we have demonstrated at MEC.
Arethereadditional actionsthat MEHC and PacifiCorp are prepared to
takein thisarea?

Yes. MEHC and PacifiCorp are willing to commit to the following specific
actions to further demonstrate their commitment to reducing greenhouse gas

emissions:
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PacifiCorp will develop a strategy to identify and implement cost-effective
measures to reduce PacifiCorp’ s greenhouse gas emissions. Refer to
Commitment 42 of Exhibit PPL/314.

MEHC and PacifiCorp commit to form an IGCC Working Group,
sponsored by PacifiCorp, to discuss various policy and technology issues
associated with IGCC, carbon capture, and sequestration. Working Group
members would include representatives from major stakeholder and
regulatory groups, PacifiCorp and MEHC officias, and others as
appropriate. The IGCC Working Group would meet periodically to
discuss the above issues and identify possible solutions, and to stay abreast
of the evolving technology and commercial environment. Refer to
Commitment U 15 of Exhibit PPL/314.

As soon as practical, but not later than three months after the closing of
the transaction, PacifiCorp will provide to the parties estimated cost and
timeline ranges for completion of an IGCC project, as well as potential
resource alternatives if an IGCC design is not reasonably achievablein
time to economically meet the resource need presently identified in 2012
from a customer and shareholder perspective. Refer to Commitment U 16
of Exhibit PPL/314.

PacifiCorp will perform initial conceptual and siting studies, general
feasibility studies, and, where appropriate, other more detailed studies and
engineering work, for an IGCC plant for the 2014 resource need identified

in the 2005 IRP Update. The studies will include an evaluation of the
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expected cost and performance impacts of constructing a plant to be
carbon capture ready. These studies will be performed in parallel with
similar studies to evaluate other generation technologies. Refer to
Commitment U 16 of Exhibit PPL/314.

. PacifiCorp will include a utility self-build option of an IGCC unit in any
RFPs for the 2014 and later resource needs, whether or not the IGCC
option is found to be PacifiCorp’s preferred cost-based alternative, and
present PacifiCorp’s evaluation of the IGCC option against other self-
build alternative(s) as part of the SB 26 process. Thiswill include an
evaluation of the cost and performance impacts of the IGCC resource
being constructed to be carbon capture ready. Refer to Commitment U 16

of Exhibit PPL/314.

Q. How do these actionsrespond to concernsraised in testimony?

They demonstrate that MEHC and PacifiCorp will provide leadership in
responding to the call to “investigate the feasibility of developing the proposed
coal -gasification, combined-cycle power plant” and in ensuring that any
pulverized coal option in any future RFP for PacifiCorp will be able to be

measured against an IGCC aternative.

[llinois Competitive Gas I ssue

Q. At pages 36 through 38 of histestimony, Staff withess Conway asks about a

case before thelllinois Commerce Commission (“ICC”) involving MEC’s

competitive sales of gas commodity in Illinois. Mr. Conway expresses
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concern that this case may indicate MEHC may have difficulty in operating a
utility in multiple states. Pleaserespond.
MEC and its predecessors have along history of working in multiple state
jurisdictions. Of MidAmerican’s three predecessors, two (lowa-1llinois Gas and
Electric Company and lowa Public Service Company) provided public utility
service subject to the jurisdiction of multiple utility regulatory authorities (two
states for lowa-1llinois, three states and two municipalities for lowa Public
Service Company) for decades prior to merger. | believe that MEC’ s ability to
operate successfully in multiple jurisdictions is characterized by the regulatory
reputation Mr. Conway ascertained in his contacts with lowa, 1llinois and South
Dakota regul ators as summarized in histestimony on page 37, lines 7-11. Despite
MEC’ s lengthy history of successful multiple state operations, Mr. Conway
apparently was advised of only one significant regulatory issue involving MEC.

First, | would note that Mr. Conway may have been misinformed
regarding the nature of the competitive gas sales controversy. Most of the
competitive gas commodity salesinvolved in the case did not occur within the
areaof lllinoisin which MEC provides bundled retail gas service; most sales
actually were made to non-residential customers outside MEC’ sretail gas service
territory in lllinois. | have attached, as Exhibit PPL/316, a summary of the
controversy.

Directly responding to Mr. Conway’ s concern, the Illinois case does not
involve a problem of operating in multiple jurisdictions. MEC iswell versed in

what isand isn’t permitted under the laws of the statesin which it operates. This
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is particularly true with respect to Illinois, which has the most stringent laws and
regulations (and, unfortunately, some of the least clear) of the four statesin which
MEC operates. Note, the MEC predecessor that first engaged in competitive gas
commodity salesin Illinois was, for most of its corporate life, an Illinois
corporation.

Instead, the case involves alegitimate difference of opinion asto the
interpretation of Illinois statutes and the rights of corporations to engage in lawful
business pursuits. AsMr. Conway notes, the lllinois General Assembly
ultimately agreed with MEC and clarified Illinois law by an overwhelming vote.
In doing so, the General Assembly expressly preserved the contracts executed by
MEC prior to the enactment of the legislation and clearly indicated in legislative
intent that MEC had the right to engage in competitive gas commodity sales even
before the legislation was passed. The case, however, remains currently on

appeal despite MEC' s repeated efforts to resolve the matter.

Hydro I ssues

Thetestimony of tribal and conservation partiesin this proceeding discusses
concerns about the potential negative impact of the proposed transaction on
PacifiCorp’s ability to finance costs of relicensing its hydro-electric facilities.
How do they propose that MEHC address these concerns?

The proposed remedies range from the reasonabl e to the extreme. All parties
want to be certain that MEHC understands the importance and magnitude of the
licensing requirements associated with PacifiCorp’ s hydro facilities; thisis

entirely reasonable. However, requests for this Commission to require MEHC to
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provide afinancial guarantee or shareholder funding for PacifiCorp’s relicensing
costs are inappropriate and inconsistent with longstanding Commission
ratemaking policies.

Please describe MEHC’ s under standing of PacifiCorp’srelicensing
activities?

Through discussions with PacifiCorp and interested stakeholdersin California and
Oregon, MEHC has gained a broad understanding of PacifiCorp’s relicensing
efforts. These discussions also resulted in specific commitments by MEHC and a
comprehensive settlement with the tribal and conservation groupsin the
California proceeding.

Please describe the Califor nia settlement agreement.

On October 21, 2005, a Stipulation and Settlement Agreement (“ Settlement”)
were submitted to the California Public Utilities Commission (“CPUC”). The
Settlement was signed by American Rivers and California Trout, Inc., Hoopa
Valley Tribe of California, Trout Unlimited, Y urok Tribe of California, Karuk
Tribe of California, Pacific Coast Federation of Fisherman’s Associations,
Institute for Fisheries Resources, Northcoast Environmental Center, Friends of the
River, Oregon Natural Resources Council, Headwaters, Klamath Forest Alliance,
Waterwatch of Oregon, and the Sierra Club. The Settlement includes
commitments to address issues of parties who are part of the customer base and
communities served by PacifiCorp, including the Y urok, Karuk and Hoopa Valley

Tribes. In exchange for the commitments, the Settlement Parties agree to support
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the Application by recommending that the CPUC approve the Applicant’s
request.

Please describe the unique commitments contained in the California
Settlement.

There are three unique commitments that are germane to the Staff’ s review of the
proposed transaction.

First, PacifiCorp has committed to addressing the extension of electric
service to currently unserved Y urok, Hoopa Valley, Karuk and other Native
American communities located within PacifiCorp’s service region. Refer to
Commitment C 4 of Exhibit PPL/317.

Second, PacifiCorp has committed to provide funding and support for a
study of the presence, distribution and possible causes of toxic species of blue-
green algae in the Klamath Basin. This commitment explicitly provides for the
inclusion of Oregon counties and agenciesin the effort. Given that the blue-green
algae is present throughout the Klamath system up to Klamath Lake, aswell asin
river systems throughout Oregon, this study can be expected to provide benefits to
Oregon. Refer to Commitment C 5 of Exhibit PPL/317.

Finally, the Settlement includes a commitment by MEHC that the
transaction will not diminish in any way PacifiCorp’s ability or willingness to
perform its legal obligations associated with the Klamath River hydroelectric
system. Refer to Commitment C 1 of Exhibit PPL/317. It is disappointing that
none of the Settlement Parties acknowledged in their testimony the benefits of this

Settlement for Oregon.
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Given that MEHC iswilling to commit that the transaction will not diminish
PacifiCorp’s ability or willingnessto fulfill itslegal obligations associated
with hydrorelicensing, isit necessary or reasonablefor this Commission to
requireafinancial guarantee or shareholder funding for PacifiCorp’shydro-
relicensing costs?

No, it is neither necessary nor appropriate.

Please explain.

As discussed in the rebuttal testimony of MEHC witness Goodman, afinancial
guarantee from MEHC is inconsistent with ring fencing. In addition, investment
in hydro re-licensing should be treated like any other investment—PacifiCorp
should be provided an opportunity to recover its prudently incurred costs,
including areturn on itsinvestment. To single hydro re-licensing out as a
shareholder funded investment would be bad public policy and would be at odds
with this Commission’s priorities which have historically recognized the
significant benefits of retaining low-cost hydro resources for customersin the

Northwest.

Acquisition Premium

CUB witness Jenks questionshow MEHC expectsto recover the acquisition
premium (i.e., the amount of the purchase pricein excess of book value) from
thistransaction. Mr. Jenksand other witnesses also object to MEHC and
PacifiCorp’sreservation of rightsin the language of the commitment

regarding the acquisition premium. Some witnesses ar e concer ned about
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potential future acquisitionsby MEHC. Do you have a general responseto
these concerns?
Yes, | do. Asl discussed earlier, this transaction is an acquisition, not a merger.
The distinction between a merger and an acquisition is critical with respect to the
expectations for regulatory treatment of the acquisition premium. Merged utilities
may expect to include the acquisition premium in ratesif they are ableto
demonstrate cost reductions or other benefits to customers exceeding the cost to
customers of providing areturn on the acquisition premium. This potential for a
return on the premium may or may not impact the size of the premium that the
merging utilities are willing to negotiate.

In contrast, because MEHC transactions are acquisitions and because
MEHC will not claim cost reductions that it is uncertain that it can deliver,
MEHC does not expect to recover the acquisition premium through inclusion in
regulated rates. Accordingly, it isunwilling to negotiate a price significantly in
excess of book value. For example, the prices negotiated for both MEC and
PacifiCorp were approximately 130% of book value. This meansthat MEHC will
pass up many more opportunities for acquisitions than it will pursue. For
example, thisisMEHC’ sfirst U.S. utility acquisition in several years and itsfirst
retail U.S. utility acquisition in the nearly 7 years since it acquired MEC.

MEHC recognizes that the inability to earn aregulated return on the
acquisition premium is ssimply the price paid by shareholders for the opportunity
to earn aregulated return on the remainder—the original cost or book value (less

depreciation) used for ratemaking purposes. MEHC accepts that regulatory
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treatment as long as the regulators apply original cost ratemaking fairly and
equitably. But, when regulators attempt to asymmetrically vary from origina cost
ratemaking by seeking to capture benefits not associated with the book value of
the utility (such as imputing cost reductions to regulated operations from other
companies within a holding company structure), MEHC believesit has the duty to
its shareholders to point out to regulators the asymmetrical treatment. This does
not mean that customers cannot benefit from cost reductions at the corporate
level, but it does mean that regulators must match costs and benefits or risks and
opportunities.

At page 6, lines 13-18, ICNU witness Canon portrays MEHC’s Application as
“uniquely harmful in that MEHC has committed to recover its Acquisition
Premium in ratesin certain circumstances.” Do you have aresponse?
MEHC and PacifiCorp have no objection to completely deleting all commitments
regarding the acquisition premium and being silent on theissue. However, as
evidenced by the testimony, several parties want a commitment regarding the
premium. MEHC and PacifiCorp are willing to commit to recording the premium
at the holding company level, but only with the express reservation of their right
to present an argument to the Commission in the future if one circumstance
should occur.

Please explain MEHC’ s position regarding inclusion of the acquisition
premium in regulated retail rates.

There appear to be two sources of confusion regarding MEHC’ s position on

inclusion of the acquisition premium in retail rates. Thefirst relates to the intent
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of the commitment. The second relates to what situation would trigger a
PacifiCorp request to include the premium in rates. | will attempt to clarify
MEHC' sintent regarding both of these points.

What exactly doesthe commitment language allow PacifiCorp/MEHC to do?
The current version of the commitment language isin Commitment U 4 of
Exhibit PPL/314. Each state may want variations upon the language, which will
be acceptable to MEHC aslong asits interests and those of PacifiCorp are
protected.

The commitment language is not intended to allow PacifiCorp/MEHC to
unilaterally decide at some future point to include the acquisition premium in the
retail rates of PacifiCorp customers. Because the premium will be recorded at the
holding company level, the only way that the acquisition premium could ever be
included in PacifiCorp’s rates would be if PacifiCorp affirmatively proposed to
include the premium in retail rates and the Commission agreed.

The intent of the commitment language is merely to preserve the right to
make an argument to the Commission that the acquisition premium should be
included in retail rates under one limited circumstance. MEHC is concerned that
if it agrees to record the acquisition premium at the holding company and does so
without aclear reservation of itsrights, it would be denied the opportunity in a
future rate case to even point out a potential violation of the matching principle,
as discussed below.

The commitment leaves it up to the Commission, not PacifiCorp or

MEHC, as to whether the inclusion of a premium should be allowed. MEHC is
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seeking only to retain the right to make a future argument if necessary, nothing
more.

Under what limited circumstance would MEHC expect thisright to be
exercised?

In order for MEHC and PacifiCorp to exercise their right to present an argument
to the Commission regarding inclusion in rates of the acquisition premium,
PacifiCorp must be confronted with a potential violation of the matching principle
of original cost ratemaking that (1) imputes to PacifiCorp customers (i.e., reduces
the regulated revenue requirement on the basis of) a benefit associated with the
premium accruing from a company above PacifiCorp in the holding company
system while (2) failing to recognize in rates the cost associated with achieving
that benefit.

Such a situation would occur, for example, if the Commission were to
attribute alower cost of capital to PacifiCorp’s regulated operations based upon
substitution of debt costs from the holding company for the cost of utility equity,
without recognizing the additional risk (higher cost of equity) to the holding
company of its higher leverage. In thisinstance, PacifiCorp’s regulated
customers would benefit from alower cost of capital that assumes a greater
percentage of debt, which istypically lower cost than equity, without recognizing
theincrease in the cost of common equity (due to increased risk) that occurs as a
result of that more leveraged financial structure.

No request for inclusion of the acquisition premium in rates would be

triggered, however, in situations where benefits obtained at the holding company
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level are appropriately allocated to PacifiCorp, along with the costs of achieving
those benefits. For example, if MEHC were able to achieve lower insurance costs
asaresult of combining the insurance needs of itself and PacifiCorp, a portion of
such savings (along with the costs related to achieving them) would be properly
alocated to PacifiCorp. MEHC expects the lower net costs would be included in
retail rates (reducing the regulated revenue requirement). MEHC would not
consider this a situation that would allow PacifiCorp to argue for inclusion of the

acquisition premium in retail rates.

L ow-lIncome | ssues

CADO-OECA witness Abrahamson expresses concern that MEHC does not
fully support the concepts embodied in SB 1149. Herequests MEHC make
an explicit commitment to support the per manent continuation of SB 1149,
including both the public purpose charge and the separate meter chargethat
fundsthe Oregon Energy Assistance Program. Healso requeststhat MEHC
commit to support changesin SB 1149 that protect low-income Oregonians
from thefluctuationsin real purchasing power of these funds caused by
increasesin electricity prices. IsMEHC willing to make such a
commitment?

MEHC is fully supportive of the continuation of SB 1149. lIllinois, also adirect
access state, has a similar funding mechanism for low-income energy assistance,
and MEC proposed the implementation of such a mechanism as part of

unsuccessful restructuring legislation in lowa. MEHC iswilling to support
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extensions of and/or modificationsto SB 1149’ s low-income funding provisions

to increase energy assistance funding for low-income customers.

Q. Are MEHC and PacifiCorp willing to provide additional support for low-

income customersas part of this proceeding?

A. Yes. Aspart of astipulation in Utah, MEHC and PacifiCorp have committed to a

number of provisionsin Exhibit PPL/314 that benefit low-income customers.
These include:

U 24. PecifiCorp commitsto work with the Utah DSM Advisory Group to
propose a tariff amendment to maximize the cost-effective electricity
savings of Utah ratepayer contributions to federally funded weatherization
programs. Aspart of thisanalysis, PacifiCorp agreesto re-examine its
current Company policy of matching federal contributions at 50%.

U 25. MEHC and PacifiCorp commit up to $200,000 annually for five years, to
be recorded in non-utility accounts, to match customer and employee
contributions to the Utah fuel fund bill assistance program. MEHC and
PacifiCorp commit to work with low income advocates and consumer
groups, when appropriate, to evaluate additional matching contributions.

U 26. MEHC commits to provide $25,000 in shareholder fundsto hire a
consultant for, and PacifiCorp will provide aresource for facilitation of, a
working group to study and design for possible implementation an
arrearage management project for low-income customers. The project will
be developed by PacifiCorp in conjunction with the Division of Public
Utilities, Committee for Consumer Services, low-income advocates and
other interested parties. The goals of the project will include reducing
service terminations, reducing referral of delinquent customersto third
party collection agencies, reducing collection litigation and reducing
arrearages and increasing voluntary customer payments of arrearages.

PacifiCorp and MEHC are willing to explore how these commitments might be

applied in Oregon.
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Community-Based Renewables
Sherman County witness Woodin expresses concern about MEC’slowa
activitiesregar ding community-based renewable ener gy projects, net billing
and renewable energy legisation. Pleaserespond.
Let me start with community-based renewable energy. In 2004 and 2005,
advocates of small wind facilities and community-based renewable energy
sponsored bills to support development of those resources. These efforts included
an lowa production tax credit (which would not be used by MEC) and other
provisions. MEC advised supporters of the legislation that it would be neutral on
the legislation as long as the interests of its customers were not harmed. The
legislation was passed.

With respect to the 2003 renewable energy legislation referenced in
Mr. Woodin’s exhibit, lowa Governor Vilsack in January 2003 challenged
municipal, rural cooperative and investor-owned utilities to develop ideas asto
how to enable lowato have 1,000 MW of renewable capacity installed by 2010. |
personally worked on that challenge. MEC aready had 125 MW of renewable
capacity in its portfolio (about 2%) at the time, most of which it purchased under
contract. MEC'sanalysesindicated that utility owned/operated wind energy
could be a more cost-effective option for its customers. However, lowalaw
contained a provision that prevented investor-owned utilities from counting
utility-owned renewabl es against the state RPS requirement. The result was to
discourage/prevent utilities from owning renewables. MEC approached the

Governor with aproposed changein lowalaw to allow utility-owned renewables
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to count towards the state RPS. The Governor, the lowa Utilities Board and the
lowa OCA were supportive and the Legislature overwhelmingly agreed. MEC
promptly proceeded with its 360.5 MW wind project. ThelowaPIRG, quoted in
the article attached to Mr. Woodin’ s testimony, was concerned that if MEC was
permitted to own and operate wind facilities it might seek to terminate the
agreement MEC had executed in 1999 to purchase 112 MW of wind from
Zond/Enron. lowaPIRG’s concern was not justified. MEC had no intention of
terminating that contract, particularly recognizing that the pricing is front-end
loaded and MEC starts to pay lower pricesin 2006. The contract (whichis
confidential at the request of the developer) remainsin effect, and MEC will be
reducing customers’ rates to reflect the lower contract costs in 2006—even
though it is not required to do so under its rate freeze.

Asto the net billing press rel ease from 1998 attached to Mr. Woodin's
testimony, the lowa Utilities Board (IUB) net billing provision has never been
authorized by statute. The provision allows net billing customers to completely
eliminate kWh registration from their meters to the extent of their generation.
Since kWh registration is used for determining charges for nearly all components
of rates (not just the energy or generation capacity components), the lowa net
billing provision effectively requires that investor-owned utilities “buy” all net
billed energy offered at fully bundled retail rates, not avoided energy rates. Asa
result, the cross-subsidy that is paid by non-net billing customers to net billing
customersis as much as 6 to 7 cents per kWh. Most importantly, the original net

billing provision had no limits upon the size of the installation that could use net
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billing or the amount of net billing that MEC must permit on its system. Asa
consequence, MEC'’ s non-net billing customers were exposed to unlimited cross-
subsidization of commercia wind installations. MEC believed that a subsidy of
that nature violated PURPA and, if it was to be imposed on our customers, it
should be authorized by legislation. During the course of litigation, the IlUB
clarified that the net billing provision was only intended to apply to small
renewabl e facilities designed for the net billing customer’s own consumption and
was not intended to be available for commercial installations. Although MEC
remains concerned about the level of cross-subsidization required of its non-net
billing customers, MEC settled with the IUB and others. Among the limits agreed
upon were that the net billing facility could not be larger than 500 kW (essentialy
acommercia facility) and must be sized to meet the customer’sload. We have
had a net billing tariff in place now for several years.

Doesthat conclude your rebuttal testimony?

Yes, it does.
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MEHC Commitments
Revenue Requirement Impacts ($000)

Quantified Revenue Requirement Impacts as of 12/1/05

2006-2015
Present
20086 2007 2008 2009 010 2011 2012 2013 2014 2015 Value (note 1)
Plant Additions
Emissions Reductions from Coal-Fired Generation $ (745) $ (30) § (3,028) $ 9,823 § 5086 $ (10,166) $ (12,138) $ (25218) § (26,858) § (23,484) § {46,419)
Mona-Oquirrh $ - $ - 3 - $ (22723) $ (20.458) § 7248 § 5932 § 4983 § 4504 § 4361 §$ (15,771)
Asset Risk Program $ - % 399 § 890 $ 1338 § 1,224 § 1,138 § 1,067 $ 1,004 § 947 & 905 $ 5,854
Walla Walla-Yakima $ - $ - $ - $ 11,638 § 10,479 § 9614 $ 8,959 § 8,455 $ 7,950 $ 7,446 $ 40,603
Local Transmission Risk Projects $ - $ 531 & 213 % 731 % 1,332 § 2813 § 5221 $§ 6,758 $ 7679 § 7447 § 18,578
Change in Revenue Requirements from Plant Additions (a) $ {745) $ 900 $ {1,925) $ 809 $ {2,326) $ 10,647 $ 9,042 § {4,018) $ (5,776} $ {3,655) $ 2,844
O&M Increases
Distribution Q&M (Accelerated Distribution Circuit Fusing Program) $ - $ 1,500 § 1,500 $ 1,500 $ 1,500 § 1,500 % - $ - $ - $ - $ 5,684
Distribution O&M (Saving SAID! Initiative) $ - $ 2,000 $ 2,000 S 2,000 $ - $ - $ - $ - $ - $ - $ 4,864
Increase in Revenue Requirements from increased O&M (b) $ . $ 3,500 $ 3,500 §$ 3,500 $ 1,500 $ 1,500 § - $ - $ - $ - $ 10,548
Cost Reductions
Reduced Cost of Debt $ (400) $ {600) $ (859) $ (1,726) $ (2,376) $ (2,735) $ (3.797) $ {4,079) $% (4,843) $ (4,843) $ (15,947)
Corporate Overhead Reductions $ - $ (6,000) $ (6,000) $ (6,000) $ (6,000} $ (6,000} $ 6,000y $ 6,000) $ (6,000) $ (6,000} $ (35,953)
Avoidance of Replacement Power Costs $ - $ (10,427) $§ (22,875) $ (14251) $ (26,336) $ (17,185) $ (13,317) $ (5,868) $ - $ - $ {79,539} (note 2)
Wheeling Revenues - Walla Walla $ - % -8 - % . (7,300) $ (7,300) $ (7.300) $ (7,300) $ (7,300) $ (7,300) § (25,991) (note 3)
Decrease in Revenue Requirements from Cost Savings (c) $ {400) $ (17,027) $ (29,734) $§ (21,977} $ {42,012) $§ (33,220) § (30,414) $ (23,247) § (18,143} $ (18,143) § (157,429)
[Subtotal - Revenue Requirement Impacts (a + b + ¢) $ (1,145) § (12627) § (28,159) § (17.668) § (42,838) $ _(21,073) § (21,372) §  (27,265) § (23,919} $ (21,798) $  (144,037)]
Path C Enabled Net Benefits (d) $ - $ - $ - $ - $ (9,643) $ (11,648) $ (9,526) § (22202) § (24,041) $ (23,089) $ (56,986) (note 4)
[Total Revenue Requirements Impacts (a + b + ¢ + d) $ (1,145) $§ (12,627} § (28,459) $ (17,668) $ (52,481) $ (32,719) $ (30,898) § (49,467) $§ (47,960} $§ (44,887) § (201,023)J
{Oregon Revenue Requirement Impacts {27% of total) $ {309} ¢ (3,409) $ (7,603} § (4.770) § (14,170) § {8,834} § (8,342) $  (13,356) § (12,949} § (12,119) § {54,276}

Note 1- Present value is calculated at 7.31% discount rate.

Note 2 - Estimated benefits associated with the avoidance of replacement power costs by installing emissions equipment during planned outages rather than scheduling extra outage periods. Benefits are

estimated assuming a 50% probability that extending shorter scheduled outages or additional outages may be necessary to install equipment to comply with emerging air quality requirements. The analysis
assumes a 35 day outage cycle and power costs based on the most current forward price curve dated 9/30/05.

Note 3 - Wheefing revenues enabled by the Walla Walla-Yakima investment are calculated as $24.30 x 600 MW of total transfer capability and discounted 50% to reflect the uncertainty of full subscription.

Actual revenues may be as high as $14.3M per year.

Note 4 - The Path C enabled net benefits calculation was determined in preparing PacifiCorp's iRP update and reflects a net present vaiue that includes both the costs and benefits of the Path C investment, including efimination of 2009 and 2013 East side gas

resources and the delay of the 2011 resource by one year.
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MEHC Commitments

Revenue Requirement Impacts ($000)
Quantified Revenue Requirement Impacts as of 12/1/05

Non-Quantified Benefits - Investment Commitments

Emissions Reductions from Coal-Fired Generation

Mona-Oquirth

Asset Risk Program

Walla Walla-Yakima

Local Transmission Risk Projects

Non-Quantified Benefits - Other

Future Generation Options
Renewable Energy

Coal Technology
Greenhouse Gas Emission Reductions (SF6)
Energy Efficiency and DSM Management

Customer Service Extension

Community Involvement and Economic Development
Corporate Presence

Regional Transmission

These projects will provide earlicr reductions in emissions than what was anticipated in the PacifiCorp plan

Benefits for the Mena-Oquirh project have not currently been quantified, however, the project enhances reliabifity, facilitates acceptance of renewable resources and enhances system optimization
Projects enhancing the viability of renewable generation clearly offer societal benefits in the form of portfolio diversification, reduced emissions and conservation of fossil fuef resources.

The increase in capital investments in the Asset Risk Program results in benefits that have not currently been quantified. The ARP program was developed to address both the aging T&D assets and
improvemet of customer refiability performance. Customer benefits will include lower O&M expenses as a result of newer assets placed in service, fewer related capital asset replacements caused
by failed equipment, and increased system reliability from reduction in SAIDI outage minutes.

In addition to the wheeling revenues identified as cost reductions, the line will help the Pacific Northwest region integrate wind resources into the power system and
implement resource planning recommendations made by the Northwest Power and Conservation Council. Projects enhancing the viability of renewable generation clearly offer societal benefits
in the form of portfolio diversification, reduced emissions and conservation of fossil fuel resources.

Not currently quantified, but will improve system refiability

Not currently quantified - benefits will be quantified in future RFP processes

Not currently quantified - benefits will be quantified in future RFP processes. Projects enhancing the viability of renewable generation clearly offer societal benefits

in the form of portfolio diversification, reduced emissions and conservation of fossil fuel resources.

Not separately quantified - benefits included in emissions reductions from coal-fueled generation

Not currently quantified, but clearly offers long-term societal benefits

Not readily quantifiable, but the benefits should include reduced fuel use, with related environmentatl and economic benefits, as well as direct customer benefits that may accrue
from eliminating or postponing procurement of additional transmission/distribution and generation facilities

Not readily quantifiable, but clearly offers benefits

Not readily quantifiable, but clearly offers benefits

Not readily quantifiable, but clearly offers benefits

Based on estimates using a representative year, if MEHC's leadership results in transmission construction, it could provide regional benefits between $60 million and $90 million annualty
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

In the Matter of the Application of MidAmerican Energy )
Holdings Company and PacifiCorp dba Utah Power )
& Light Company for an Order Authorizing )
Proposed Transaction )

STIPULATION

Docket No. 05-035-54

BACKGROUND

1. OnJuly 15, 2005, MidAmerican Energy Holdings Company (“MEHC”) and
PéciﬁCorp (“PacifiCorp”) (sometimes hereinafter jointly referred to as “Applicants”) filed an
Application with the Public Service Commission of Utah (“Commission”) authorizing a
proposed transaction (“Transaction™) whereby MEHC would acquire all of the outstanding
common stock of PacifiCorp and PacifiCorp would thereafter become an indirect wholly owned
subsidiary of MEHC,

2. The Division of Public Utilities, the Committee of Consumer Services and other
parties have reviewed the Application, the pre-filed testimony of the Applicants and the
responses to the extensive discovery requests submitted in this and other proceedings.

3. Since the filing of the Application, the parties have engaged in settlement discussions
on the issues in this proceeding. The settlement discussions have been open to all parties to this
Docket.

PURPOSE AND PARTIES

4, This Stipulation (“Stipulation”) is entered into by the parties whose signatures appear

on the signature pages hereof (collectively referred to herein as the “Parties” and individually as

“Party”) and constitutes the negotiated resolution of all of the issues in this proceeding.
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5. The Parties, by signing this Stipulation, acknowledge that the Applicants have
satisfied the standard in Utah for approval of the Transaction and request that the Commission
issue its order approving the Application and this Stipulation,

6. The Parties agree to support Commission approval of the Application and this
Stipulation. The Division of Public Utilities and the Committee of Consumer Services will, and

the other Parties may, provide testimony in support of the Application and this Stipulation,

MODIFICATION

7. The Parties have negotiated this Stipulation as an integrated document. If the
Commission rejects all or any part of this Stipulation or imposes additional material conditions in
approving the Application, any Party disadvantaged by such action shall have the right, upon
written notice to the Commission and all Parties within 15 business days of the Commission’s
order, to withdraw from this Stipulation. However, prior to withdrawal, the Party shall engage
in a good faith negotiation process with the other Parties. No Party withdrawing from this
Stipulation, including the Applicants, shall be bound to any position, commitment, or condition
of this Stipulation.

EFFECTIVE DATE

8. Subject to Paragraph 9 of this Stipulation, the effective date of this Stipulation shall be
the date of the closing of the Transaction.

9. The obligations of the Applicants under this Stipulation are subject to the
Commission’s approval of the Application in this docket on terms and conditions acceptable to

the Applicants, in their sole discretion, and the closing of the Transaction.
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COMMITMENTS BY THE PARTIES

10.  Appendix A contains the complete list of Commitments that Applicants
collectively and individually agree to make in exchange for the support of the Parties in this
proceeding (hereinafter referred to as “Commitments”). The Commitments are comprised of
several separate categories of commitments; specifically, extensions of existing commitments
previously entered into by PacifiCorp and /or ScottishPower, new commitments entered intvo by
the Applicants applicable to all the states in which PacifiCorp’s service territory extends and,
ﬁﬁally, Utah-specific commitments which apply only to the activities and operations of '
Applicants within Utah. By virtue of executing this Stipulation, the Applicants agree to perform
all of the Commitments set forth in Appendix A according to the provisions of each
Commitment as set forth therein.

In the process of obtaining approvals of the Transaction in other states, the Commitments
may be expanded or modified as a result of regulatory decisions or settlements. The Applicants
agree that the Commission shall have an opportunity and the authority to consider and adopt in
Utah any commitments or conditions to which the Applicants agree or with which the Applicants
are required to comply in other jurisdictions, even if such commitments and conditions are
agreed to after the Commission enters its order in this docket. To facilitate the Commission’s
consideration and adoption of the commitments and conditions from other jurisdictions, the
Parties urge the Commission to issue an order accepting this Stipulation as soon as practical, but
to reserve in such order the explicit right to re-open Appendix A to add (without modification of
the language thereof except such non-substantive changes as are necessary to make the
commitment or condition applicable to Utah) commitments and conditions accepted or ordered

in another state jurisdiction. To provide input to the Commission to facilitate a prompt decision
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regarding the desirability or lack of desirability for these out-of-state commitments and

conditions to be adopted in Utah, the Parties agree to and recommend the following process:

Within five calendar days after a stipulation with new or amended commitments
is filed by the Applicants with a commission in another state jurisdiction,
Applicants will send a copy of the stipulation and commitments to the Parties.
Within five calendar days after a commission in another state jurisdiction issues
an order that accepts a stipulation to which Applicants are a party or otherwise
imposes new or modified commitments or conditions, that order, together with all
commitments and conditions of any type agreed to by Applicants or ordered by
the commission in such other state, will be filed with the Commission and served
on all parties to this docket by the most expeditious means practical. Within ten
calendar days after the last such filing from the other states (“Final Filing”), any
party to the docket wishing to do so shall file with the Commission its response,
including its position as to whether any of the covenants, commitments and
conditions from the other jurisdictions (without modification of the language
thereof except such non-substantive changes as are necessary to make the
commitment or condition applicable to Utah)) should be adopted in Utah. Within
five calendar days after any such response filing, any party to the docket may file
a reply with the Commission. The parties agree to support in their filings (or by
representation of same by MEHC) the issuance by the Commission of an order
regarding the adoption of such commitments and conditions as soon as practical
thereafter, recognizing that the transaction cannot close until final state orders

have issued.
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11.  Parties will encourage the Commission to enter a final Utah approval order by
February 28, 2006.

12.  So long as MEHC files its supplemental testimony pursuant to Commitment U 23
by May 15, 2006, Parties will not object to the use of a future test period solely on the basis of
the MEHC acquisition.

13. Not later than the Final Filing, MEHC and PacifiCorp will disclose to the Parties
any written commitments, conditions or covenants made in another state jurisdiction (between
the date of the filing of the Stipulation and the receipt of the last state order in the transaction
docket) intended to encourage approval of the transaction or avoidance of an objection thereto.

RESERVATION OF RIGHTS

14. By executing this Stipulation, no Party waives any right to assert such positions

regarding the prudence, just and reasonable character, rate or ratemaking impact or treatment, or

public interest as they deem appropriate pertaining to any Commitment.

Executed this day of November, 2005.

MIDAMERICAN ENERGY HOLDINGS COMPANY

Mark C. Moench
Senior Vice President, Law
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PACIFICORP

[4
D. Douglaé‘Larson
Vice President, Regulation

UTAH DIVISION OF PUBLIC UTILITIES

Michael Ginsberg
Patricia Schmid
Assistant Attorney General

UTAH COMMITTEE OF CONSUMER SERVICES

Reed Warnick
Paul Proctor
Assistant Attorney General
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UTAH INDUSTRIAL ENERGY CONSUMERS

F/Ro ert Reeder
Vicki M. Baldwin
Attorneys for UIEC, an Intervention Group

UAE INTERVENTION GROUP

o~

Gy Dodge

Attorney for UAE

UTAH CLEAN ENERGY

Executive Director

WESTERN RESOURCE ADVOCATES

Eric Guidry
Energy Program Staff Attorney
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MEHC Acquisition of PacifiCorp
Utah Docket No. 05-035-54

Consolidated List of Commitments

Extension of Existing Commitments — (reference Gale’s Exhibit UP&L (BEG-1)

1) MEHC and PacifiCorp affirm the continuation (through March 31, 2008) of the
existing customer service guarantees and performance standards in each jurisdiction.
MEHC and PacifiCorp will not propose modifications to the guarantees and standards
prior to March 31, 2008. Refer to Commitment 45 for the extension of this
commitment through 2011.

2) Penalties for noncompliance with performance standards and customer guarantees
shall be paid as designated by the Commission and shall be excluded from results of
operations. PacifiCorp will abide by the Commission’s decision regarding payments.

3) PacifiCorp will maintain its own accounting system, separate from MEHC’s
accounting system. All PacifiCorp financial books and records will be kept in
Portland, Oregon. PacifiCorp’s financial books and records and state and federal
utility regulatory filings and documents will continue to be available to the
Commission, upon request, at PacifiCorp’s offices in Portland, Oregon, Salt Lake
City, Utah, and elsewhere in accordance with current practice.

4) MEHC and PacifiCorp will provide the Commission access to all books of account,
as well as all documents, data, and records of their affiliated interests, which pertain
to transactions between PacifiCorp and its affiliated interests or which are otherwise
relevant to the business of PacifiCorp. This commitment is also applicable to the
books and records of Berkshire Hathaway, which shall retain its books and records
relevant to the business of PacifiCorp consistent with the manner and time periods of
the Federal Energy Regulatory Commission’s record retention requirements that are
applicable to PacifiCorp’s books and records.

5) MEHC, PacifiCorp and all affiliates will make their employees, officers, directors,
and agents available to testify before the Commission to provide information relevant
to matters within the jurisdiction of the Commission.

6) The Commission or its agents may audit the accounting records of MEHC and its
subsidiaries that are the bases for charges to PacifiCorp, to determine the
reasonableness of allocation factors used by MEHC to assign costs to PacifiCorp and
amounts subject to allocation or direct charges. MEHC agrees to cooperate fully with
such Commission audits.



7)

8)

9)
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MEHC and PacifiCorp will comply with all applicable Commission statutes and
regulations regarding affiliated interest transactions, including timely filing of
applications and reports.

PacifiCorp will file on an annual basis an affiliated interest report including an
organization chart, narrative description of each affiliate, revenue for each affiliate
and transactions with each affiliate.

PacifiCorp and MEHC will not cross-subsidize between the regulated and non-
regulated businesses or between any regulated businesses, and shall comply with the
Commission’s applicable orders and rules with respect to such matters.

10) Due to PUHCA repeal, neither Berkshire Hathaway nor MEHC will be registered

public utility holding companies under PUHCA. Thus, no waiver by Berkshire
Hathaway or MEHC of any defenses to which they may be entitled under Ohio Power
Co. v. FERC, 954 F.2d 779 (D.C. Cir.), cert. denied sub nom. Arcadia v. Ohio Power
Co., 506 U.S. 981 (1992) (“Ohio Power”), is necessary to maintain the Commission’s
regulation of MEHC and PacifiCorp. However, while PUHCA is in effect, Berkshire
Hathaway and MEHC waive such defenses.

11) Any diversified holdings and investments (e.g., non-utility business or foreign

utilities) of MEHC following approval of the transaction will not be held by
PacifiCorp or a subsidiary of PacifiCorp. Ring-fencing provisions (i.e., measures
providing for separate financial and accounting treatment) will be provided for
PacifiCorp and its subsidiaries including, but not limited to, provisions protecting
PacifiCorp and its subsidiaries from the liabilities or financial distress of MEHC and
its affiliates. This condition will not prohibit MEHC or its affiliates other than
PacifiCorp from holding diversified businesses.

12) PacifiCorp or MEHC will notify the Commission subsequent to MEHC’s board

approval and as soon as practicable following any public announcement of: (1) any
acquisition of a regulated or unregulated business representing 5 percent or more of
the capitalization of MEHC; or (2) the change in effective control or acquisition of
any material part or all of PacifiCorp by any other firm, whether by merger,
combination, transfer of stock or assets.

13) The Intercompany Administrative Services Agreement (IASA) will include the

corporate and affiliate cost allocation methodologies. The IASA will be filed with the
Commission as soon as practicable after the closing of the transaction. Approval of
the IASA will be requested if required by law or rule, but approval for ratemaking
purposes will not be requested in such filing. Refer to Commitment 14 (f).
Amendments to the IASA will also be filed with the Commission.

14) Any proposed cost allocation methodology for the allocation of corporate and affiliate

investments, expenses, and overheads, required by law or rule to be submitted to the
Commission for approval, will comply with the following principles:



PPL/314
Gale/l11

a) For services rendered to PacifiCorp or each cost category subject to allocation to
PacifiCorp by MEHC or any of its affiliates, MEHC must be able to demonstrate
that such service or cost category is necessary to PacifiCorp for the performance
of its regulated operations, is not duplicative of services already being performed
within PacifiCorp, and is reasonable and prudent. '

b) Cost allocations to PacifiCorp and its subsidiaries will be based on generally
accepted accounting standards; that is, in general, direct costs will be charged to
specific subsidiaries whenever possible and shared or indirect costs will be

- allocated based upon the primary cost-driving factors.

¢) MEHC and its subsidiaries will have in place positive time reporting systems
adequate to support the allocation and assignment of costs of executives and other
relevant personnel to PacifiCorp.

d) An audit trail will be maintained such that all costs subject to allocation can be
specifically identified, particularly with respect to their origin. In addition, the
audit trail must be adequately supported. Failure to adequately support any
allocated cost may result in denial of its recovery in rates.

e) Costs which would have been denied recovery in rates had they been incurred by
PacifiCorp regulated operations will likewise be denied recovery whether they are
allocated directly or indirectly through subsidiaries in the MEHC group.

f) Any corporate cost allocation methodology used for rate setting, and subsequent
changes thereto, will be submitted to the Commission for approval if required by
law or rule.

15) PacifiCorp will maintain separate debt and, if outstanding, preferred stock ratings.
PacifiCorp will maintain its own corporate credit rating, as well as ratings for each
long-term debt and preferred stock (if any) issuance.

16) MEHC and PacifiCorp will exclude all costs of the transaction from PacifiCorp’s
utility accounts. Within 90 days following completion of the transaction, MEHC will
provide a preliminary accounting of these costs. Further, MEHC will provide the
Commission with a final accounting of these costs within 30 days of the accounting
close.

17) MEHC and PacifiCorp will provide the Commission with unrestricted access to all
written information provided by and to credit rating agencies that pertains to
PacifiCorp.

18) PacifiCorp will not make any distribution to PPW Holdings LLLC or MEHC that will
reduce PacifiCorp’s common equity capital below 40 percent of its total capital
without Commission approval. PacifiCorp will notify the Commission if for any
reason its common equity capital is reduced to below 44 percent of its total capital for
a period longer than three consecutive months. PacifiCorp’s total capital is defined as
common equity, preferred equity and long-term debt. Long-term debt is defined as
debt with a term of one year or more. The Commission and PacifiCorp may
reexamine these minimum common equity percentages as financial conditions or
accounting standards change, and PacifiCorp may request adjustments.
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19) The capital requirements of PacifiCorp, as determined to be necessary to meet its
obligation to serve the public, will be given a high priority by the Board of Directors
of MEHC and PacifiCorp.

20) Neither PacifiCorp nor its subsidiaries will, without the approval of the Commission,
make loans or transfer funds (other than dividends and payments pursuant to the
Intercompany Administrative Services Agreement) to MEHC or its affiliates, or
assume any obligation or liability as guarantor, endorser, surety or otherwise for
MEHC or its affiliates; provided that this condition will not prevent PacifiCorp from
assuming any obligation or liability on behalf of a subsidiary of PacifiCorp. MEHC
will not pledge any of the assets of the business of PacifiCorp as backing for any
securities which MEHC or its affiliates (but excluding PacifiCorp and its subsidiaries)
may issue.

21) MEHC and PacifiCorp, in future Commission proceedings, will not seek a higher cost
of capital than that which PacifiCorp would have sought if the transaction had not
occurred. Specifically, no capital financing costs should increase by virtue of the fact
that PacifiCorp was acquired by MEHC.

22) MEHC and PacifiCorp guarantee that the customers of PacifiCorp will be held
harmless if the transaction between MEHC and PacifiCorp results in a higher revenue
requirement for PacifiCorp than if the transaction had not occurred; provided,
however, that MEHC and PacifiCorp do not intend that this commitment be
interpreted to prevent PacifiCorp from recovering prudently incurred costs approved
for inclusion in revenue requirement by the Commission.

23) PacifiCorp will continue a Blue Sky tariff offering in all states. PacifiCorp will
continue to support this offering through innovative marketing, by modifying the
tariff to reflect the developing green power market and by monitoring national
certification standards.

24) PacifiCorp will continue its commitment to gather outside input on environmental
matters, such as through the Environmental Forum.

25) PacifiCorp will continue to have environmental management systems in place that are
self-certified to ISO 14001 standards at all PacifiCorp operated thermal generation
plants.

26) MEHC will maintain at least the existing level of PacifiCorp’s community-related
contributions, both in terms of monetary and in-kind contributions. The distribution
of PacifiCorp’s community-related contributions among the states will be done in a
manner that is fair and equitable to each state.

27y MEHC will continue to consult with regional advisory boards to ensure local
perspectives are heard regarding community issues.
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28) MEHC will honor PacifiCorp’s existing labor contracts.

29) After the closing of the transaction, MEHC and PacifiCorp will make no unilateral
changes to employee benefit plans prior to May 23, 2007 that would result in the
reduction of employee benefits.

30) PacifiCorp will continue to produce Integrated Resource Plans according to the then
current schedule and the then current Commission rules and orders. ’

31) When acquiring new generation resources in excess of 100 MW and with a
dependable life of 10 or more years, PacifiCorp and MEHC will issue Requests for
Proposals (RFPs) or otherwise comply with state laws, regulations and orders that
pertain to procurement of new generation resources for PacifiCorp.

32)Nothing in these acquisition commitments shall be interpreted as a waiver of
PacifiCorp’s or MEHC s rights to request confidential treatment for information that
is the subject of any commitments.

33) Unless another process is provided by statute, Commission regulations or approved
PacifiCorp tariff, MEHC and PacifiCorp encourage the Commission to use the
following process for administering the commitments. The Commission should give
MEHC and PacifiCorp written notification of any violation by either company of the
commitments made in this application. If such failure is corrected within ten (10)
business days for failure to file reports, or five (5) business days for other violations,
the Commission should take no action. The Commission shall have the authority to
determine if the corrective action has satisfied or corrected the violation. MEHC or
PacifiCorp may request, for cause, an extension of these time periods. If MEHC or
PacifiCorp fails to correct such violations within the specified time frames, as
modified by any Commission-approved extensions, the Commission may seek to
assess penalties for violation of a Commission order, against either MEHC or
PacifiCorp, as allowed under state laws and regulations.

New Commitments — (reference G. Abel’s Testimony and Exhibit UP&L (GEA-1)

34) Transmission Investment: MEHC and PacifiCorp have identified incremental
transmission projects that enhance reliability, facilitate the receipt of renewable
resources, or enable further system optimization. Subject to permitting and the
availability of materials, equipment and rights-of-way, MEHC and PacifiCorp
commit to use their best efforts to achieve the following transmission system
infrastructure improvements':

! While MEHC has immersed itself in the details of PacifiCorp’s business activities in the short
time since the announcement of the transaction, it is possible that upon further review a particular
investment might not be cost-effective, optimal for custorners or able to be completed by the target date. If
that should occur, MEHC pledges to propose an alternative to the Commission with a comparable benefit.



a) Path C Upgrade (~§78 million) — Increase Path C capacity by 300 MW (from S.E.
Idaho to Northern Utah). The target completion date for this project is 2010. This
project:

e enhances reliability because it increases transfer capability between the east
and west control areas, '

e facilitates the delivery of power from wind projects in Idaho, and

¢ provides PacifiCorp with greater flexibility and the opportunity to consider
additional options regarding planned generation capacity additions.

b) Mona - Oquirrh (~$196 million) - Increase the import capability from Mona into
the Wasatch Front (from Wasatch Front South to Wasatch Front North)., This
project would enhance the ability to import power from new resources delivered
at or to Mona, and to import from Southern California by “wheeling” over the
Adelanto DC tie. The target completion date for this project is 2011, This
project:

e enhances reliability by enabling the import of power from Southern California
entities during emergency situations,

e facilitates the acceptance of renewable resources, and

» cnhances further system optimization since it enables the further purchase or
exchange of seasonal resources from parties capable of delivering to Mona.

¢) Walla Walla - Yakima or Mid-C (~$88 million) — Establish a link between the
“Walla Walla bubble” and the “Yakima bubble” and/or reinforce the link between
the “Walla Walla bubble” and the Mid-Columbia (at Vantage). Either of these
projects presents opportunities to enhance PacifiCorp’s ability to accept the output
from wind generators and balance the system cost effectively in a regional
environment. The target completion date for this project is 2010.

35) Other Transmission and Distribution Matters: MEHC and PacifiCorp make the
following commitments to improve system reliability:

a) investment in the Asset Risk Program of $75 million over the three years, 2007~
2009, o

b) investment in local transmission risk projects across all states of $69 million over
eight years after the close of the transaction,

c) O & M expense for the Accelerated Distribution Circuit Fusing Program across
all states will be increased by $1.5 million per year for five years after the close of
the transaction, and

d) extension of the O&M investment across all states for the Saving SAIDI Initiative
for three additional years at an estimated cost of $2 million per year.

e) MEHC and PacifiCorp will support the Bonneville Power Administration in its
development of short-term products such as conditional firm. Based on the
outcome from BPA’s efforts, PacifiCorp will initiate a process to collaboratively

PPL/314
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design similar products at PacifiCorp. PacifiCorp will continue its Partial Interim
Service product and its tariff provision that allows transmission customers to alter
pre-scheduled transactions up to twenty minutes before any hour, and will notify
parties to this proceeding if it proposes changes to these two elements of its
OATT. '

36) Regional Transmission: MEHC recognizes that it can and should have a role in
addressing the critical importance of transmission infrastructure to the states in which
PacifiCorp serves. MEHC also recognizes that some transmission projects, while
highly desirable, may not be appropriate investments for PacifiCorp and its regulated
customers. Therefore, MEHC shareholders commit their resources and leadership to
assist PacifiCorp states in the development of transmission projects upon which the
states can agree. Examples of such projects would be RMATS and the proposed
Frontier transmission line.

37)Reduced Cost of Debt: MEHC believes that PacifiCorp's incremental cost of long-
term debt will be reduced as a result of the proposed transaction, due to the
association with Berkshire Hathaway. Historically, MEHC’s utility subsidiaries have
been able to issue long-term debt at levels below their peers with similar credit
ratings. MEHC commits that over the next five years it will demonstrate that
PacifiCorp’s incremental long-term debt issuances will be at least a spread of ten
basis points below its similarly rated peers. MEHC’s demonstration will include
information from a third party industry expert supporting its calculation and
conclusion. If MEHC is unable to demonstrate to the Commission’s satisfaction that
PacifiCorp has achieved at least a ten-basis point reduction, PacifiCorp will accept up
to a ten (10) basis point reduction to the yield it actually incurred on any incremental
long-term debt issuances for any revenue requirement calculation effective for the
five-year period subsequent to the approval of the proposed acquisition. It is
projected that this benefit will yield a value roughly equal to $6.3 million over the
post-acquisition five-year period. '

38) Corporate Overhead Charges: MEHC commits that the corporate charges to
PacifiCorp from MEHC and MEC will not exceed $9 million annually for a period of
five years after the closing on the proposed transaction. (In FY2006, ScottishPower’s
net cross-charges to PacifiCorp are projected to be $15 million.).

39) Future Generation Options: In Commitment 31, MEHC and PacifiCorp adopt a
commitment to source future PacifiCorp generation resources consistent with the then
current rules and regulations of each state. In addition to that commitment, for the
next ten years, MEHC and PacifiCorp commit that they will submit as part of any
commission approved RFPs for resources with a dependable life greater than 10 years
and greater than 100 MW --including renewable energy RFPs --a 100 MW or
more utility “own/operate” alternative for the particular resource. It is not the intent
or objective that such alternatives be favored over other options. Rather, the option
for PacifiCorp to own and operate the resource which is the subject of the RFP will -
enable comparison and evaluation of that option against other viable alternatives. In
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addition to providing regulators and interested parties with an additional viable option
for assessment, it can be expected that this commitment will enhance PacifiCorp’s
ability to increase the proportion of cost-effective renewable energy in its generation
portfolio, based upon the actual experience of MEC and the “Renewable Energy”
commitment offered below.

40) Renewable Energy: MEHC reaffirms PacifiCorp's commitment to acquire 1400 MW
of new cost-effective renewable resources, representing approximately 7% of
PacifiCorp's load. MEHC and PacifiCorp commit to work with developers and
bidders to bring at least 100 MW of cost-effective wind resources in service within
one year of the close of the transaction.

MEHC and PacifiCorp expect that the commitment to build the Walla-Walla and Path -
C transmission lines will facilitate up to 400 MW of renewable resource projects with
an expected in-service date of 2008 -2010. MEHC and PacifiCorp commit to actively
work with developers to identify other transmission improvements that can facilitate

the delivery of cost-effective wind energy in PacifiCorp’s service area.

In addition, MEHC and PacifiCorp commit to work constructively with states to
implement renewable energy action plans so as to enable PacifiCorp to achieve at
least 1400 MW of cost-effective renewable energy resources by 2015. Such
renewable energy resources are not limited to wind energy resources.

41) Coal Technology: MEHC supports and affirms PaciﬁCorp s commitment to consider
utilization of advanced coal-fuel technology such as super- crmcal or IGCC
technology when adding coal-fueled generation.

42) Greenhouse Gas Emission Reduction: MEHC and PacifiCorp commit to participate
in the Environmental Protection Agency’s SF¢ Emission Reduction Partnership for
Electric Power Systems. Sulfur hexafluoride (SF¢) is a highly potent greenhouse gas
used in the electric industry for insulation and current interruption in electric
transmission and distribution equipment. Over a 100-year period, SF; is 23,900 times
more effective at trapping infrared radiation than an equivalent amount of CO,,
making it the most highly potent, known greenhouse gas. SFs is also a very stable
chemical, with an atmospheric lifetime of 3,200 years. As the gas is emitted, it
accumulates in the atmosphere in an essentially un-degraded state for many centuries.
Thus, a relatively small amount of SF¢ can have a significant impact on global
climate change. Through its participation in the SFg partnership, PacifiCorp will
commit to an appropriate SF¢ emissions reduction goal and annually report its
estimated SFs emissions. This not only reduces greenhouse gas emissions, it saves
money and improves grid reliability. Since 1999, EPA’s SF¢ partner companies have
saved $2.5 million from the avoided gas loss alone. Use of improved SF¢ equipment
and management practices helps protect system reliability and efficiency.
Additionally, PacifiCorp will develop a strategy to identify and implement cost-
effective measures to reduce PacifiCorp’s greenhouse gas emissions.
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43) Emission Reductions from Coal-Fueled Generating Plants: Working with the
affected generation plant joint owners and with regulators to obtain required
approvals, MEHC and PacifiCorp commit to install the equipment likely to be
necessary under future emissions control scenarios at a cost of approximately $812
million. Concurrent with any application for an air permit, MEHC and PacifiCorp
will discuss its plans regarding this commitment with interested parties and solicit
input. While additional expenditures may ultimately be required as future emission
reduction requirements become better defined, MEHC believes these investments in
emission control equipment are reasonable and environmentally beneficial. The
execution of an emissions reduction plan for the existing PacifiCorp coal-fueled
facilities, combined with the use of reduced-emissions coal technology for new coal-
fueled generation, is expected to result in a significant decrease in the emissions rate
of PacifiCorp’s coal-fueled generation fleet. The investments to which MEHC is
committing are expected to result in a decrease in the SO, emissions rates of more
than 50%, a decrease in the NO, emissions rates of more than 40%, a reduction in the
mercury emissions rates of almost 40%, and no increase expected in the CO;
emissions rate.

44) Energy Efficiency and DSM Management:

a) MEHC and PacifiCorp commit to conducting a company-defined third-party
market potential study of additional DSM and energy efficiency opportunities
within PacifiCorp’s service areas. The objective of the study will be to identify
opportunities not yet identified by the company and, if and where possible, to
recommend programs or actions to pursue those opportunities found to be cost-
effective. The study will focus on opportunities for deliverable DSM and energy
efficiency resources rather than technical potentials that may not be attainable
through DSM and energy efficiency efforts. On-site solar and combined heat and
power programs may be considered in the study. During the three-month period
following the close of the transaction, MEHC and PacifiCorp will consult with
DSM advisory groups and other interested parties to define the proper scope of
the study. The findings of the study will be reported back to DSM advisory
groups, commission staffs, and other interested stakeholders and will be used by
the Company in helping to direct ongoing DSM and energy efficiency efforts.
The study will be completed within fifteen months after the closing on the
transaction, and MEHC shareholders will absorb the first $1 million of the costs
of the study.

b) PacifiCorp further commits to meeting its portion of the NWPPC’s energy
efficiency targets for Oregon, Washington and Idaho, as long as the targets can be
achieved in a manner deemed cost-effective by the affected states.

¢) In addition, MEHC and PacifiCorp commit that PacifiCorp and MEC will
annually collaborate to identify any incremental programs that might be cost-
effective for PacifiCorp customers. The Commission will be notified of any
additional cost-effective programs that are identified.

45) Customer Service Standards: MEHC and PacifiCorp commit to continue customer
service guarantees and performance standards as established in each jurisdiction,
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provided that MEHC and PacifiCorp reserve the right to request modifications of the
guarantees and standards after March 31, 2008, and the right to request termination
(as well as modification) of one or more guarantees or standards after 2011, The
guarantees and standards will not be eliminated or modified without Commission
approval.

46) Community Involvement and Economic Development: MEHC has significant
experience in assisting its communities with economic development efforts. MEHC
plans to continue PacifiCorp’s existing economic development practices and use
MEHC’s experience to maximize the effectiveness of these efforts.

47) Corporate Presence (All States): MEHC understands that having adequate staffing
and representation in each state is not optional. We understand its importance to
customers, to regulators and to states. MEHC and PacifiCorp commit to maintaining
adequate stafﬁng and presence in each state, consistent with the prov1sxon of safe and
reliable service and cost-effective operations.

Supplemental General Commitments

48) IRP Stakeholder Process: PacifiCorp will provide public notice and an invitation to
encourage stakeholders to participate in the Integrated Resource Plan (IRP) process.
The IRP process will be used to consider Commitments 34, 39, 40, 41 and 44,
PacifiCorp will hold IRP meetings at locations or using communications technologies
that encourage broad participation.

49) Reporting on Status of Commitments: By June 1, 2007 and each June | thereafter
through June 1, 2011, PacifiCorp will file a report with the Commission regarding the
implementation of the Commitments. The report will, at a minimum, provide a
description of the performance of each of the commitments that have quantifiable
results. If any of the commitments is not being met, relative to the specific terms of
the commitment, the report shall provide proposed corrective measures and target
dates for completion of such measures. PacifiCorp will make publicly-available at

-the Commission non-confidential portions of the report.

50) Pension Funding Policy: PacifiCorp will maintain its current pension funding
policy, as described in the 2005 Actuarial Report, for a period of two years following
the close of the transaction.

Utah-Specific Commitments — (reference Gale Exhibit UP&L (BEG-1)

U 1. PacifiCorp will report call-handling results during wide-scale outages against
average answer speeds, hold times and busy indications.

U 2. MEHC and PacifiCorp will provide notification of and file for Commission

approval of the divestiture, spin-off, or sale of any integral PacifiCorp function.
This condition does not limit any jurisdiction the Commission may have.

10



U 3. PacifiCorp or MEHC will notify the Commission prior to implementation of plans
by PacifiCorp or MEHC: (1) to form an affiliate for the purpose of transacting
business with PacifiCorp's regulated operations; (2) to commence new business
transactions between an existing affiliate and PacifiCorp; or (3) to dissolve an
affiliate which has transacted substantial business with PacifiCorp.

U 4. The premium paid by MEHC for PacifiCorp will be recorded in the accounts of the
acquisition company and not in the utility accounts of PacifiCorp. By this
commitment, MEHC and PacifiCorp are not agreeing or otherwise committing to
waive any arguments that they might have pertaining to a symmetrical expense
adjustment based on the regulatory theory of the matching principle in the event a
party in a proceeding before the Commission proposes an adjustment to
PacifiCorp’s revenue requirement associated with the imputation of benefits (other
than those benefits committed to in this transaction) accruing from PPW Holdings
LLC, MEHC, or affiliates. MEHC and PacifiCorp acknowledge that neither the
Commission nor any party to this proceeding is being asked to agree with or accept
any such arguments or to waive any right to assert or adopt such positions regarding
the prudence, just and reasonable character, rate or ratemaking impact or treatment,
or public interest as they deem appropriate pertaining to this commitment.

Utah-Specific Commitments — (reference Abel Exhibit UP&L (GEA-1)

U 5. PacifiCorp and MEHC commit to maintaining sufficient operations and front line
staffing to provide safe, adequate and reliable service in recognition of the level of
load and customer growth in Utah.

U 6. PacifiCorp and MEHC commiit to increasing the number of corporate and senior
management positions in Utah to better reflect the relative size of Utah’s retail load
compared to the retail loads of the other states. Positions to be examined will
include, but not be limited to, engineering, purchasing, information technology,
land rights, legal, commercial transactions and asset management. By September 1,
2007, MEHC and PacifiCorp will file a plan with the Commission that explicitly
sets forth: (1) senior management positions (and associated corporate personnel
positions identified by those senior managers) that have been identified for location
in Utah; (2) the timeframe for implementing different stages of the plan; and (3) an
economic analysis supporting the cost effectiveness of the plan. MEHC will
promptly implement the plan pursuant to the timeframe.

U 7. PacifiCorp and MEHC will authorize senior management personnel located in Utah
to make decisions on behalf of PacifiCorp pertaining to (1) local Utah retail
customer service issues related to tariff interpretation, line extensions, service
additions, DSM program implementation and (2) customer service matters related
to adequate investment in and maintenance of the Utah sub-transmission and
distribution network and outage response. For resource transactions in Utah related
to special retail contracts and QF contracts, PacifiCorp and MEHC will authorize

11
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Utah-based personnel to negotiate contract terms consistent with system-wide
prudent practices. Such decisions will be subject to normal and prompt corporate
approval procedures, senior executive approval and board approval, as appropriate.
MEHC and PacifiCorp will include a description of the implementation of this
commitment in the filing required in Commitment U 6.

U 8. The Chairman of the Board of PacifiCorp and the President of PacifiCorp will meet
at least annually with the Utah Public Service Commission to discuss (1) corporate
presence status, plans and commitments, and (2) customer service issues. Senior
executives of MEHC and PacifiCorp will also meet regularly with the Division of
Public Utilities and the Committee of Consumer Services to discuss regulatory and
customer service issues, including the issues discussed at the meetings among the
Chairman of the Board of PacifiCorp, the President of PacifiCorp and the
Commission.

Supplemental Utah-Specific Commitments

U 9. PacifiCorp will provide semi annual reports to the Commission and members of the
Service Quality Review Group describing PacifiCorp’s performance in meeting
service standard commitments, including both performance standards and customer
guarantees.

U 10.PacifiCorp will provide to the Division of Public Utilities and the Committee of
Consumer Services, on an informational basis, credit rating agency news releases
and final reports regarding PacifiCorp when such reports are known to PacifiCorp
and are available to the public.

U 11.MEHC commits that immediately following the closing of the transaction, the
acquiring company (PPW Holdings LLC) will have no debt in its capital structure.
MEHC and PacifiCorp commit to provide the Commission 30 days prior notice if
PPW Holdings LLC ever intends to issue debt. MEHC and PacifiCorp -
acknowledge that if PPW Holdings LLC does issue debt, the Commission has the
authority to consider whether additional ring-fencing provisions may be
appropriate.

U 12.PacifiCorp commits to apply to the Commission for approval of security issuances
pursuant to Utah Code Annotated 54-4-31 and to not seek exemption from this
requirement for twelve months following the closing of this transaction. |

U 13.PacifiCorp commits to provide written notice to the Commission pursuant Utah
Code Annotated 54-4-27 before any dividends are paid by PacifiCorp.

U 14.PacifiCorp commits to continue to provide the Division of Public Utilities and the
Committee of Consumer Services at the same time as the Commission with the
filings, data and documents made with or provided to the Commission pursuant to
Commitments 3, 4, 8, 13, 18,49, U2, U3, U9 U 11,U12,U 13,U 20 and U 21 at



the same time as filed with the Commission. PacifiCorp will make publicly-
available at the Commission non-confidential portions of the report.

U 15.MEHC and PacifiCorp commit to form an IGCC Working Group, sponsored by
PacifiCorp to discuss various policy and technology issues associated with IGCC,
carbon capture, and sequestration. Working Group members would include
representatives from major stakeholder and regulatory groups, PacifiCorp and
MEHC officials, and others as appropriate. Some issues and challenges to
development that would be considered by the Working Group would include:

e the status of development of carbon sequestration policy and methods,
including requirements for monitoring and verifying sequestration options;

¢ information sharing, so that, to the extent possible, all parties develop a shared
understanding of expected I[GCC technology benefits, expected capital and
O&M costs, and potential risks;

¢ information sharing to understand such terms and associated requirements
with concepts such as “carbon capture ready” and “permanent sequestration”;

e issues related to technology of and permitting for IGCC air emissions, waste
disposal, water use and site usage;

e commercial terms and conditions associated with IGCC plant development,
construction, and maintenance; and

e implications of SB 26 on development of IGCC plants given the implications
of long development lead times, development costs, project risk, and cost
uncertainty. '

The IGCC Working Group would meet periodically to discuss the above issues
and identify possible solutions, and to stay abreast of the evolving technology and
commercial environment.

U 16. MEHC and PacifiCorp commit to the following, subject to the parties supporting
timely recovery of prudent costs:

a) MEHC and PacifiCorp commit to study the economics and viability of an IGCC
option and to use good faith efforts to present the results of this study as a
resource alternative to inform the resource selection and RFP process under
consideration in Docket 05-035-47. PacifiCorp will suggest procedural
schedules that will facilitate this commitment. As soon as practical, but not
later than three months after the closing of the transaction, PacifiCorp will
provide to the parties estimated cost and timeline ranges for completion of an
IGCC project, as well as potential resource altematives if an IGCC design is not
reasonably achievable in time to economically meet the resource need presently
identified in 2012 from a customer and shareholder perspective. Parties will
support the prudently incurred costs of these studies and analyses for inclusion
n rates.

b) PacifiCorp will perform initial conceptual and siting studies, general feasibility
studies, and, where appropriate, other more detailed studies and engineering
work, for an IGCC plant for the 2014 resource need identified in the October
2005 IRP Update. The studies will include an evaluation of the expected cost
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and performance impacts of constructing a plant to be carbon capture ready.
These studies will be performed in paralle! with similar studies to evaluate other -
generation technologies. '

¢) PacifiCorp will include a utility self-build option of an IGCC unit in any RFPs
for the 2014 and later non-renewable resource needs, whether or not the IGCC
option is found to be PacifiCorp’s preferred cost-based alternative, and present
PacifiCorp’s evaluation of the IGCC option against another self-build
alternative(s) as part of the SB 26 process. This will include an evaluation of
the cost and performance impacts of the IGCC resource being constructed to be
carbon capture ready.

U 17.PacifiCorp agrees to include the following items in the 2006 IRP:
a) awind penetration study to reappraise wind integration costs and cost-effective
renewable energy levels; and
b) an assessment of transmission options for PacifiCorp’s system identified in the -
RMATS scenario 1 related to facilitating additional generation at Jim Bridger
and, on equal footing, new cost-effective wind resources.

U 18.PacifiCorp will issue a Utah-specific RFP for the Blue Sky programs. The purpose
of the RFP will be to better geographically balance Blue Sky block product demand
and supply. Subject to any necessary counterparty confidentiality releases,
PacifiCorp will provide information on the identity, vintage and location of
generation associated with its annual procurement for Blue Sky to the Commission
and other interested parties, upon request. PacifiCorp will meet annually with
interested parties to discuss state-specific program opportunities while maintaining
attractive prices to customers.

U 19.For the purpose of rate cases and formal regulatory proceedings, PacifiCorp will
provide parties to the stipulation filed in the acquisition docket who are intervenors
in the rate case or formal regulatory proceeding with access, subject to Commitment
32 and the discovery rules of the Commission, to its financial books and records,
including documents, data, and records of transactions between PacifiCorp and its
affiliated interests which are relevant to issues in the docket.

U 20.At the time of the closing of the transaction, MEHC will file with the Commission a
letter from Berkshire Hathaway committing to be bound by Commitments 4 and 5
and any other commitments applicable to affiliates of MEHC.

U 21.MEHC and PacifiCorp will request Commission approval, for cost allocation and
affiliate transaction purposes, of the IASA and any amendments filed pursuant to
Commitment 13.

U 22.Applicants acknowledge that the Commitments are being made by MEHC and
PacifiCorp and are binding only upon them (and their affiliates where noted).
Applicants are not requesting in this proceeding a determination of the prudence,
just and reasonable character, rate or ratemaking treatment, or public interest of the

14
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investments, expenditures or actions referenced in the Commitments, and the
Parties in appropriate proceedings may take such positions regarding the prudence,
just and reasonable character, rate or ratemaking treatment, or public interest of the
investments, expenditures or actions as they deem appropriate.

U 23.PacifiCorp intends to file its next Utah general rate case, including its direct revenue
requirement testimony, by March 1, 2006. PacifiCorp will file its class cost of
service, rate spread and rate design studies and supporting direct testimony
(together referred to as “Cost of Service Filing”) by March 15, 2006, For purposes
of that rate case proceeding only, PacifiCorp’s March 1, 2006 filing will constitute
the date when “the utility’s schedules are filed” that starts the 240 day time limit
(“Rate Effective Date”) wherein the Commission must issue its order granting or -~
revising a revenue increase under Utah Code section 54-7-12(3)(b)(i). That March
1, 2006 testimony will include PacifiCorp’s best estimates of the revenue
requirement impact of the transaction, including revenue requirement adjustments
that incorporate Commitments 37 and 38 to the extent that those commitments are
applicable to the rate case test period. PacifiCorp will request that the Commission
hold a test period hearing within 90 days after the March 1, 2006 filing. In addition,
within fifteen days after closing, PacifiCorp will file supplemental testimony by an
MEHC witness to discuss and update PacifiCorp’s revenue requirement in that case
and to incorporate any additional adjustments that are appropriate as a result of the
transaction. In order to provide parties with time to address any additional
information provided in the MEHC testimony, PacifiCorp will extend the Rate
Effective Date to December 11, 2006. If the transaction closes after April 30, 2006,
or PacifiCorp fails to file supplemental testimony within fifteen days of closing,
PacifiCorp acknowledges that the Rate Effective Date may be further extended by a
reasonable period of time, as determined by agreement of the parties or by the
Commission. PacifiCorp hereby waives any claim or argument that an additional
extension of the Rate Effective Date would violate the provisions of Utah Code
section 54-7-12 (3)(b)(i).

PacifiCorp also commits that any request for Commission approval of a PCAM
mechanism (or any net power cost adjustment mechanism) will be filed at least
three months in advance of a general rate case filing and that intervener testimony
deadlines will be the same as those established in the general rate case.

U 24 PacifiCorp commits to work with the Utah DSM Advisory Group to propose a tariff
amendment to maximize the cost-effective electricity savings of Utah ratepayer
contributions to federally funded weatherization programs. -As part of this analysis,
PacifiCorp agrees to re-examine its current Company policy of matching federal
contributions at 50%.

U 25.MEHC and PacifiCorp commit up to $200,000 annually for five years, to be

recorded in non-utility accounts, to match customer and employee contributions to
- the Utah fuel fund bill assistance program. MEHC and PacifiCorp commit to work

15



with low income advocates and consumer groups, when appropriate, to evaluate
additional matching contributions.

U 26.MEHC commits to provide $25,000 in shareholder funds to hire a consultant for,
and PacifiCorp will provide a resource for facilitation of, a working group to study
and design for possible implementation an arrearage management project for low-
income customers. The project will be developed by PacifiCorp in conjunction
with the Division of Public Utilities, Committee for Consumer Services, low-
income advocates and other interested parties. The goals of the project will include

_reducing service terminations, reducing referral of delinquent customers to third
party collection agencies, reducing collection litigation and reducing arrearages and
increasing voluntary customer payments of arrearages.

U 27.The scope of the “most favored nation” commitment contained in Section 10 of the
Stipulation will extend to and include any resolution or settlement prior to closing
of the transaction of any procedural, jurisdictional or federal law issues or disputes
raised in PacifiCorp vs. Rob Hurless, Case No. CV-04-031J, United States District
Court, District of Wyoming, regardless of the manner, context or proceeding in
which any such settlement or resolution paid in connection with such settlement or
resolution, to the extent such settlement or resolution includes any kind of ongoing
wailver, or agreement to litigate in state tribunals, of any federal preemption, filed
rate doctrine or similar federal issues, or any other limitation, condition or waiver of
federal jurisdiction or federal forum as it relates to state ratemaking (referred to
hereinafter as a procedural limitation clause (“PLC”)). If any PLC is agreed to by
PacifiCorp in any such settlement or resolution, PacifiCorp agrees to identify the
PLC in stand-alone language and MEHC agrees to include such PLC as a deemed -
commitment to the Wyoming transaction docket and by virtue of the most favored
nations clause referred to above, the PLC will be available for adoption in Utah
pursuant to the procedures in the Stipulation.

U 28.MEHC and PacifiCorp will supplement the report filed with the Commission, the
Division and the Committee, pursuant to Commitment 49, by including information
regarding the implementation of each of the Utah-Specific Commitments, U 1
through U 27.
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Oregon State-Specific Commitments

O1.

02

03.

0O 4.

0O5s.

MEHC and PacifiCorp agree to the following provisions with respect to information
requests and resolution of disputes related to information requests: (1) PacifiCorp
and MEHC will provide Staff, upon request, access to books and records of
PacifiCorp and MEHC to the extent they contain information specifically related to
PacifiCorp, including Board of Director's Minutes. This commitment will not be
deemed to be a waiver of PacifiCorp’s or MEHC’s right to seek a protective order
for the information or to object to a request as overbroad, unduly burdensome or
outside the scope of the Commission’s jurisdiction. (2) In the event of a dispute
regarding an information request, an Administrative Law Judge of the Commission
shall resolve the dispute by making a determination whether or not the requested
documents would be reasonably expected to lead to the discovery of admissible
evidence.

The corporate headquarters of PacifiCorp will remain in Oregon.

Affiliate Transactions: MEHC and PacifiCorp commit that they will interpret
Oregon Revised Statutes Sections 757.015 and 757.495 to require Commission
approval of any contract between PacifiCorp and (i) any affiliate of MEHC or (ii)
any affiliate of Berkshire Hathaway. This shall include the Inter-company
Administrative Services Agreement (IASA); after Commission approval of the
IASA, no further approval of affiliate transactions which are subject to that
agreement shall be required. Commission approval shall not be required for
PacifiCorp to provide electric service to affiliates of MEHC or Berkshire Hathaway
under tariffs approved by state or federal authorities.

Mergers: MEHC and PacifiCorp commit that they will interpret Oregon Revised
Statutes Sections 757.480 to require Commission approval of any transaction which
results in a merger of PacifiCorp with another public utility, without regard to
whether that public utility provides service in Oregon.

Subsidiaries: MEHC and PacifiCorp commit that they will interpret Oregon

Revised Statutes Section 757.480 to require Commission approval of any
transaction which results in the creation of a new subsidiary of PacifiCorp.
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Hlinois Competitive Gas Commodity Sales Summary

Since the advent of interstate pipeline open access and the implementation of state
retail natural gas transportation, MEC and its predecessors Iowa-Illinois Gas and Electric
Company and Midwest Resources Inc. have been in the business of selling unbundled
natural gas commodity at competitive rates to large and medium-sized retail commercial
and industrial customers. MEC offers this service in lowa, Illinois, South Dakota and
Nebraska, where it provides bundled gas service and regulated gas transportation service.
The competitive commodity service is offered both within the service area where it
provides gas transportation service and outside that area. Since it entered this business,
MEC to some extent has also sought to provide competitive gas service in states where it
does not have a public utility presence. Presently, it provides competitive gas commodity
in Michigan and, until recently, the service was provided in Ohio, states where MEC does
not provide gas transportation service. The service provides customers with a
competitive option to the commodity component of bundled natural gas utility service
and permits the customer to determine when and what to purchase. The gas commodity
sold competitively by MEC is purchased separately from the gas commodity used to
serve regulated bundled customers.

MEC presently operates a separate division of the public utility to offer
competitive gas service and competitive electric service.' Accounting mechanisms are

maintained by MEC to segregate this activity from its public utility business. MEC has

" Pursuant to Sections 16-115 and 16-116 of the 1997 Customer Choice and Rate Relief Law in Illinois,
MEC may engage in competitive electric sales in Illinois only through a division of the utility. It cannot
create a separate affiliate for competitive electric sales due to the wording of the reciprocity provision of
that statute. MEC presently uses the same division for competitive electric and gas sales.
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operated its competitive gas business in accordance with all state laws and regulations,
and regulatory authorities in Iowa, Illinois, Nebraska and South Dakota have been aware
of this business.

In 2003, after years of operation of the competitive gas business, the Staff of the
Illinois Commerce Commission asked MEC about its authority under Illinois law to
engage in competitive natural gas commodity sales.” The timing of ICC Staff’s inquiry
was a mystery since Staff had annually conducted a detailed review of the prudence of
natural gas purchases as well as the manner in which accounting records related to gas
costs are maintained. The Staff also had extensive opportunity to review affiliated
interest transactions and had investigated MEC’s operations in several general gas rate
cases since competitive gas commodity service began.

In order to resolve Staff’s inquiry, MEC voluntarily filed a declaratory ruling
request with the ICC, requesting the Commission to express its opinion as to whether any
provision of Illinois law precluded MEC from providing competitive gas service. Under
ICC practice, no evidentiary hearings are held regarding a declaratory ruling request; the
ruling is issued only on the basis of the pleading. The ICC ultimately issued an opinion
that the Illinois statutes did not authorize MEC to engage in competitive gas commodity
sales. Had the opinion stopped there, the matter could have been resolved with minimal

difficulty. However, the ICC opinion went on to conclude, without an evidentiary record

2 The ICC Staff’s inquiry effectively turns U.S. jurisprudence on its head. While a regulatory agency must
find its authority in an affirmative statutory delegation, a corporation under U.S. jurisprudence (whether a
utility or not) may engage in any business not precluded by law, While Illinois had no law affirmatively
authorizing MEC (or any other corporation) to engage in competitive gas commodity sales, it also had no
law prohibiting such competitive sales.
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and on the basis of what the administrative law judge (“ALJ”) appeared to believe were
“facts”, that MEC had violated two provisions of the Illinois statute. The ICC then
proposed to levy fines and penalties, deny MEC the opportunity to create an evidentiary
record, and deny MEC the ability to challenge the ALJ’s hypothecated facts. MEC
requested rehearing, although by order of the ALJ, rehearing was limited to whether
MEC’s actions constituted violation of one of the two statutory provisions. The order
attached to Oregon staff witness Conway is that order on rehearing. Note that MEC
prevailed on the only issue upon which it was permitted to seek rehearing. No
evidentiary hearing was ever permitted in this proceeding. The order is on appeal.®
Recognizing the interests of competitive customers in securing
competitively priced supplies of natural gas, the Illinois General Assembly by an
overwhelming vote overrode the ICC’s opinion in November 23, 2005. The new law,
~ codified as Section 7-210 of the Act, specifically allows gas utilities of the size of MEC
to continue to make sales of competitive natural gas commodity to medium and large-
sized commercial customers. The law also expressly recognizes that all contracts for the
sale of competitive gas executed before enactment of the law were, and continue to be,
valid. In addition to the language of the law, its legislative history, as expressed in bill

explanation and in colloquy on the floors of the House of Representatives and Senate,

SInan attempt to allow the orderly suspension of its competitive gas business without jeopardizing
competitive customers’ gas supply, MEC sought permission of the Commission on an emergency basis to
continue the contracts in place with customers in its service territory. MEC ultimately discontinued its
effort and helped customers find alternative supplies after the ICC Staff took the position shortly before the
2004 heating season that the Commission should require the contracts with customers terminated, whether
or not the customers were able to obtain service from other suppliers.
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makes clear that utilities such as MEC were never precluded from engaging in
competitive gas commodity sales, both with and outside their retail service territories and

always had the right to do so.
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California State-Specific Commitments

Cl)

C2)

C3)

C4)

C5)

MEHC commits that the transaction will not diminish in any way PacifiCorp’s ability
or willingness to perform its legal obligations associated with the Klamath River
hydroelectric system or PacifiCorp’s ability to recover the costs thereof in rates.

In implementing commitment 36, PacifiCorp will make cost-effective investments
in California to the extent reasonably required to serve load.

Subject to the costs being recoverable on a timely basis in PacifiCorp’s California
retail electric rates, PacifiCorp will continue offering cost-effective demand-side
management programs in California.

PacifiCorp will take the following actions to address extending electrical service to
unserved Yurok, Hoopa Valley, Karuk or other Indian communities located within
PacifiCorp’s allocated service territory. Following the closing of the transaction by
MEHC and commencing within 30 days of receipt by PacifiCorp of a request for
service by the Tribe(s), PacifiCorp will undertake good faith discussions with the
affected Tribes, the Commission’s Energy Division and Office of Ratepayer
Advocates, Pacific Gas & Electric Company, and other appropriate stakeholders,
regarding such extension in electrical service. PacifiCorp will consider a
reasonable range of options for rural electrification consistent with PacifiCorp’s
filed tariff regarding line extensions. PacifiCorp will conclude the discussion
regarding rural electrification within 1 year of the closing and will at that time file
an application or other pleading: (A) seeking permission to extend electrical service
to these specified areas or (B) stating its decision not to extend service, and the
basis therefore.

PacifiCorp will provide $150,000 per year for three years to fund a study to be
jointly administered by U.S. Environmental Protection Agency (EPA or lead
agency), CalEPA’s North Coast Regional Water Quality Control Board, California
Department of Fish and Game, Del Norte, Humboldt, Klamath and Siskiyou County
health agencies, the Klamth, Yurok, Karuk and Hoopa Valley Tribes, Oregon
Department of Environmental Quality, Oregon Department of Fish and Wildlife,
U.S. Fish and Wildlife Service, and the National Marine Fisheries Service. The
study will be conducted by an indepentdent consultant acceptable to EPA and
PacifiCorp. The study purpose is to identify the presence, distribution, and possible
causes of blue-green algae (including Microcystis aeruginosa and any other similar
toxic species of such algae, hereinafter referred to as “microcystis”), and their
toxins, within the Klamath Basin. Within 60 days of the closing of the transaction
by MEHC, PacifiCorp will ask that EPA convene, and PacifiCorp will participate
in, a working group of the above-referenced governmental agencies, in order to
design the study protocols and oversee the study implementation. All Settlement
Parties acknowledge that the active participation of governmental agencies and full
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public accessibility to the monitoring information will assist in addressing the
presence of microcystis in the Klamath Basin. All study data will be publicly
available.

PacifiCorp will cooperate in appropriate implementation efforts to support the
study, and will cooperate in providing information for grant applications to secure
additional (including public) funding for the study. However, neither the provision
of funds for this study nor participation in the study constitutes an admission by
PacifiCorp or MEHC of any responsibility or legal liability for microcystis
outbreaks, nor shall it be deemed as such by any Settlement Party.

PacifiCorp will provide an opportunity for the Settlement Parties to discuss
implementation of Commitment 44 and will provide advance notice of same to the
Settlement Parties in the California docket.

By June 1, 2007 and each June 1 thereafter through 2011, PacifiCorp will file a
supplemental report with the CPUC regarding the implementation of the California
State-Specific Commitments specified above. The report will, at a minimum,
provide a description of the performance of each of the specified commitments that
have quantifiable results. If any of the commitments specified herein is not being
met, relative to the specific terms of the commitment, the report shall provide
proposed corrective measures and target dates for completion of such measures.
The Commitments subject to this reporting requirement are C2, C4, and CS.
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Please state your name and business addr ess.

My name is Patrick J. Goodman. My business address is 666 Grand Avenue,
Suite 2900, Des Moines, lowa 50309.

Areyou the same Patrick J. Goodman that previously submitted prepared
direct testimony in thisdocket?

Yes, | am.

What isthe purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to the direct testimony of

Mr. Bryan Conway and Ms. Ming Peng of the Oregon Public Utilities
Commission Staff (“Staff”), Mr. Bob Jenks and Mr. James R. Dittmer of the
Citizens Utility Board and Mr. Ken Canon and Mr. Michael P. Gorman
representing the Industrial Customers of Northwest Utilities (“ICNU”). | am aso
including alist of Berkshire Hathaway subsidiariesin response to a request of the
Chair of the Oregon Public Utilities Commission (“Commission”).

Please identify the topicsthat are addressed in your rebuttal testimony.

My rebuttal testimony addresses several topics discussed in the direct testimony
of the withesses | have just mentioned. In order to more efficiently address topics
the witnesses have in common, | have organized my rebuttal to respond to these
comments as shown in the table below rather than respond to each witness

individually and unnecessarily lengthen this reply.
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Credit Double Ring PacifiCorp
Witness Quality Leverage | Fencing Debt
P. 12-13,

Conway 28-30 P.14,31 | P.33-36
Peng P.1-4
Jenks P.8 P. 12-13
Dittmer P. 32-38 P.9
Canon P. 19-20
Gorman P. 2-12 P. 16 P. 20-23

Responseto Credit Quality Concerns

Q.

Please summarize the discussions of the various witnesses with regard to
credit quality.

Fundamentally the concerns of the various witnesses are that MidAmerican
Energy Holdings Company (“MEHC”) alegedly employs too much financial
leverage, has alower credit rating than ScottishPower and that these factors will
eventually be detrimental to PacifiCorp’s credit quality.

What isyour responseto the allegation that MEHC employstoo much
financial leverage?

MEHC is very careful and prudent regarding the amount of leverage it employs; it
does not over employ leverage.

Please explain.

MEHC is an investment grade company. When compared to other energy
companies, MEHC’ s BBB- unsecured credit rating is approximately equal to the
average credit rating for the industry. Further, Standard & Poor’ s reports that it

does not believe that the average BBB rating for the industry as awhole will
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deviate from the current levels.! Thus, while Scottish Power does currently have
a higher unsecured bond rating than MEHC, that does not detract from the fact
that MEHC is an investment grade credit and is on positive outlook at

Standard & Poor’s and Moody’s Investors Service indicating its rating is more
likely to go up than to go down.

Please describethebasisfor MEHC’s credit standing.

A bond rating is a composite of the amount of business risk the firm faces and the
amount of financial risk that the firm chooses to employ. The lower the business
risk, the higher the financial risk that can safely be employed and still leave the
firm investment grade.

MEHC is an investment grade company for good reasons. Consider
Exhibit PPL/406. This exhibit contains recent credit reports for MEHC published
by Standard & Poor’s, Moody’s Investors Service and Fitch Ratings.> A review
of these documents will indicate that MEHC is an investment grade credit
primarily for three reasons. stable and diversified cash flows, use of non-recourse
debt, and its relationship with Berkshire Hathaway.

Q. Please explain the impact of stable and diversified cash flowson MEHC's

credit standing.

1«y.s. Utility Upgrades Beat Downgrades In Second Quarter, But Negative Watch List Grew”,
Sandard & Poor’s Ratings Direct, July, 28, 2005.

2 Mr. Gorman hasincluded portions of the Standard & Poor’s and Moody’s Investors Service
reports as his Exhibit ICNU/202. The full reports are included in my exhibit for the purpose of completing
the record and for ease of reference.
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A. All the rating agencies comment on the stability of the company’s cash flows

which lowers the firm’'s business risk and, in turn, can be used to fund debt
service.

. Standard & Poor’s states that MEHC' sratings “ ... reflect the company’s
ability to meet its financial obligations from dividend distributions from its
diverse portfolio of energy assets.”

. Moody’s Investors Service states that the “ Diversified geographic and
business operations provide a varied cash flow stream” and “... the long-
term debt rating of MEHC is supported by the quality of cash flows from
its regulated and non-regulated platforms. Regulated subsidiaries ...
provide for lower business risk and more stable cash flows.”

. Fitch Ratings comments “ (t)he ratings reflect the relative predictable cash
flow and solid standal one credit profiles of MidAmerican Energy
Holdings Co.’s (MEHC) fiveregulated subsidiaries... .”

Q. Please describe MEHC's use of non-recour se debt.

Considerable amounts of the debt on MEHC'’ s consolidated balance sheet are
“non-recourse debt” to MEHC. If the rating agencies believe the servicing of this
debt is being handled satisfactorily by the subsidiaries that issued the obligations,
then the determination of MEHC' s creditworthiness reflects this. In addition,
portions of MEHC'’ s subordinated debt is structured such that the rating agencies
grant equity treatment for a portion of this subordinated obligation. For instance:

. Standard & Poor’s comments that “(t)he company’ s creditworthiness is
ultimately derived from the total quality of the residual distributions from
(its) subsidiaries. Standard & Poor’s has made this analytical judgment
based on MEHC'’ s extensive use of nonrecourse project financing ....”
Standard & Poor’ s goes on to state that due to the structure of significant
portions of MEHC’ s subordinated debt, up to 40% of some portions of this
debt are treated as equity and 100% of other portions are treated as equity.

. Moody’s Investors Service states that a“ (I)arge bulk of (MEHC' s) debt ...
consists of non-recourse debt and also includes $1.5 billion of trust
preferred securities issued to Berkshire Hathaway, which are subordinate
to senior debt, have deferra provisions and are non-transferable by
Berkshire.,” The rating agency goes on to state “(w)e also view the

Rebuttal Testimony of Patrick J. Goodman



apbhwnN Bk

»

10

11

12

13

14

15

16

17

18

19

20

21
22

23
24
25
26
27
28

PPL/405
Goodman/5

existing substantial investment by the majority owner in the form of parent
company subordinated debt to be predominately equity-like given the
unigue characteristics of thisinstrument. The interest on theinstrument is
deferrable at MEHC' s option for up to five years, and the ownership of the
subordinated debt cannot be transferred.”

While Fitch Ratings does not comment on this feature of MEHC's
financial structure, itsrecognition isimplicit in the BBB credit rating they give
the company.

It is difficult to separate out all the adjustments rating agencies make to
MEHC' sfinancia statementsin the course of their credit review. Thus, while the
adjustments mentioned above are made to grant equity credit to portions of
MEHC' s debt, there may be other adjustments, some undisclosed, that are made
by the rating agenciesto MEHC financials to reflect obligations such as leases,
pensions, capitalized interest, inventory methods, non-recurring items and
possibly other issues. Asaresult, thefinal total debt to total capital ratios
published by the rating agencies can be difficult to interpret.

How doestherelationship with Berkshire Hathaway affect MEHC?
MEHC' s relationship with Berkshire Hathaway is a positive for the company’s
creditworthiness and the rating agencies acknowledge their comfort with the
relationship between Berkshire Hathaway and MEHC in their reports.

. Standard & Poor’s comments “...the financial resources of Berkshire
Hathaway provide some flexibility, which isincorporated in the rating.”

. Moody’s Investors Service states that MEHC' s “ (0)wnership and business
organizational structure provides (a) degree of financia and operational
flexibility.” The report goes on to state “Moody’ s views the increased
investment by majority owner Berkshire Hathaway to be afavorable
indication of the company’s continuing commitment to MEHC and the
energy sector.”
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. Fitch Ratings comments “ (t)he ratings reflect ... the considerable support
provided by the company’s principal shareholder, Berkshire Hathaway
Inc.” Thereport further identifies the financial interest of Berkshire
Hathaway as a“Key Credit Strength” for MEHC.

The clear conclusion of the rating agencies after their diligent review of
MEHC' sfinancial structureisthat the company has (1) diversified and stable cash
flows, (2) that large amounts of the leverage on MEHC'’ s consolidated balance
sheet are satisfactorily serviced by the primarily investment grade subsidiaries
that issued the debt and that portions of MEHC’ s own debt are actually treated as
equity due to the deferral provisions of the debt service and the non-transferability
of the securities by Berkshire Hathaway, and (3) MEHC'’ s association with
Berkshire Hathaway is unanimously noted as a strong positive influence on
MEHC' s creditworthiness. MEHC’ s balance sheet is simply not over leveraged
for the businessrisk it has and thisis reflected by its investment grade credit

rating.

Q. How do you respond to the concer ns expressed by some witnesses about the

relationship between Berkshire Hathaway and MEHC and their suggestion

that Berkshire Hathaway can’t berelied upon to support MEHC?

A. There were two comments made in the testimony of Mr. Gorman. (See Gorman,

pages 9-12.) First, Mr. Gorman states that the relationship between MEHC and
Berkshire Hathaway in terms of financial support isnot contractual and therefore
cannot be counted on and, second, that the relationship depends on Mr. Warren
Buffett continuing to lead Berkshire Hathaway.

In discussing his first comment, Mr. Gorman states that it would be

“speculative and inappropriate” to count on the promises of Mr. Buffett and
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Berkshire Hathaway. Standard & Poor’s disagrees. Standard and Poor’ s report
clearly addresses thisissue by stating that “(i)ndeed, MEHC'’ s and Berkshire
Hathaway’ s managements have told Standard & Poor’ sthat if the need arises,
these securities would be restructured before any default.” See Exhibit PPL/406,
Page 2. Clearly Standard & Poor’ s sought and received assurances that Berkshire
Hathaway intends to stand by MEHC. While Mr. Gorman may consider the
promise of Berkshire Hathaway “ speculative and inappropriate,”

Standard & Poor’ sis publishing reports informing clients that it is comfortable
with the commitment of Berkshire Hathaway.

Mr. Gorman’s second comment is that if Mr. Buffett retires, the direction
of Berkshire Hathaway would be in question. In aregulatory world that generally
relies on the known and measurable in making decisions, Mr. Gorman’s comment
isunusual. Mr. Buffett isin good health, he hasindicated no desireto leave his
position at Berkshire Hathaway, and the board of directors of Berkshire Hathaway
has already addressed the succession issue. What is known and measurable is that
Mr. Buffett intends to continue to manage Berkshire Hathaway and continue to
support MEHC' sinvestmentsin the energy sector. If thereisany regulatory
concern here, it is Mr. Gorman’ s suggestion that “speculation” is a basis upon
which aregulatory authority should act rather than on what is known and
measurable.

Istheretangible evidenceto support the position that PacifiCorp’s

creditworthinesswill beimproved by arelationship with MEHC?
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Yes. At thetime of the announcement that MEHC proposed to purchase
PacifiCorp from Scottish Power, Moody’ s Investors Service affirmed the
PacifiCorp rating and stated that:

“...the acquisition of PacifiCorp by MEHC may have long-
term positive benefits, particularly given the size of the capital
investment program, (however) new near-term regulatory
challenges may surface as the merger-related approval processin
each of the six states could affect the timing and the outcome of a
number of important rate cases that are underway. ... This near-
term concern is balanced against the longer-term benefits to
PacifiCorp’ s bondholders of ownership by MEHC, which is 80.5%
owned by Berkshire Hathaway, and considers MEHC'’ s successful
track record in operating other regulated utility businesses as well
as Moody’ s belief that the potential new owners are likely to take a

long-term view towards enhancing returns at PacifiCorp.” See
Exhibit PPL/407, Pages 2-3.

Fitch Ratings also commented on the acquisition announcement by
affirming PacifiCorp’s unsecured debt rating (A-), and declared PacifiCorp’s
ratings outlook to be stable. Fitch Ratings mentioned that while it believes
regulation isaprimary risk for PacifiCorp, it believes there has been progressin
this area and that such progress will continue. Fitch Ratings also noted that
MEHC has the financial capability to provide equity financing for PacifiCorp’s
ongoing capital expenditure program. See Exhibit PPL/407, Page 4.

After the announcement of the proposed acquisition, Standard & Poor’s
placed PacifiCorp’s credit rating on CreditWatch with negative implications.
Standard & Poor’ s explained that its current unsecured credit rating for
PacifiCorp, BBB+, reflected Scottish Power’s consolidated credit profile and that
the CreditWatch is based on PacifiCorp’s weaker stand-alone metrics. Standard
& Poor’s also expressed its intention to assess other factors as the transaction

proceeds, including the structure of the financing of the acquisition, MEHC's

Rebuttal Testimony of Patrick J. Goodman



10

11

12

13

14

15

16

17

18

PPL/405
Goodman/9

resulting consolidated creditworthiness, the benefits of any ring-fencing
mechanisms that MEHC structures around PacifiCorp, PacifiCorp’s stand-alone
metrics, MEHC' s history of strong operations and regulatory management, and
any necessary support for PacifiCorp’s sizable capital expenditure program. See
Exhibit PPL/407, Pages 5-6.

While Moody’ s and Fitch Ratings have concluded that the proposed
acquisition will be either a positive credit event or have no negative implications
for PacifiCorp, Standard & Poor’ s is monitoring PacifiCorp’ s on-going financial
results, rate case outcomes, application of SB 408 and the transaction structures
before finalizing their review. My direct testimony discusses MEHC' sintention
to ring-fence PacifiCorp, and states that PacifiCorp will continue to have its own
debt rating, and my belief that PacifiCorp’s cost of debt will benefit from an
association with Berkshire Hathaway. That testimony also contained atable
(reproduced below, updated to November 2005 and revised to include
PacifiCorp’ s unsecured credit ratings) showing that all of MEHC' s regulated
utility subsidiaries, al of which are ring-fenced, have unsecured credit ratings

equal to or above those of PacifiCorp.
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Table 1l
Senior Unsecured Credit Ratings — November 2005
Standard & Poor’'s | Moody’s Investors Fitch Ratings
Service
Berkshire Hathaway AAA Aaa AAA
MidAmerican
Energy Holdings BBB- Baa3 BBB
Company
MidAmerican
Energy Company A- A3 A-
Northern Natural
Gas Company A- A3 A-
Kern River Gas
Transmission Co. A- A3 A-
Northern Electric
Distribution Ltd BBB+ A3 A-
Y orkshire Electric
Distribution plc BBB+ A3 A-
PacifiCorp BBB+ Baal A-

Furthermore, the Joint Application states that MEHC has committed to

finance the acquisition, should it be approved, in a manner that maintains or

improves MEHC' s current investment grade credit rating (Joint Application, page

18 and Appendix 5 to the Joint Application, page 22). In my direct testimony, |

discussed the fact that, after announcement of the transaction, Standard & Poor’s

placed MEHC'’ s corporate rating and senior unsecured rating on CreditWatch with

positive implications, Moody’ s affirmed MEHC'’ s senior unsecured rating and

noted a positive outlook for MEHC, and Fitch Ratings affirmed MEHC’ s senior

unsecured rating with a stable outlook. Overall, these statements by the rating

agencies imply improving credit quality at MEHC and compliance with the

financing commitments mentioned in the Joint Application.
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Arethereany exampleswhere MEHC has acquired a company and assisted
the acquired company in improving its creditwor thiness?

Yes. Inearly 2002, Northern Natural Gas Company (“Northern”) was owned by
Enron and, dueto that entity’ s bankruptcy, Northern was rated CC by

Standard & Poor’s and B2 by Moody’ s Investors Service, both credit ratings well
below investment grade. In February 2002, Dynegy Inc. acquired Northern and
by late July 2002, Standard & Poor’s had issued Northern a credit rating of B+
and Moody’ s Investors Service rating remained unchanged reflecting Dynegy
Inc.’s credit quality at that time, an improvement by Standard & Poor’s but still
below investment grade. In July 2002, MEHC announced its intention to
purchase Northern and, by August 2002, Standard & Poor’s had raised Northern’'s
credit rating to BBB- and Moody’ s Investors Service had raised its rating to Baa2,
both investment grade ratings. At that time, Standard & Poor’ s indicated
Northern’s rating would remain on CreditWatch with positive implications due to
the expectation that MEHC would structure Northern as a ring-fenced,
bankruptcy-remote entity whose rating could achieve alevel above MEHC,
similar to how MEHC had structured other subsidiaries. Standard & Poor’s stated
that it expected MEHC to reduce the leverage at Northern, which would also
support a higher credit rating. In September 2002, after MEHC structured
Northern as aring-fenced, bankruptcy-remote entity and infused $150 million of
equity into Northern’s capital structure, Standard & Poor’ s raised Northern’s

credit rating to A- and after further improvement in the business operations and
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financial results, Moody’ s Investors Service issued arating of A3 in 2005.
Northern’s credit rating has remained at that level since that time.

A similar exampleis MEHC's acquisition of Kern River Gas Transmission
Company (“Kern River”). At the time of the acquisition in March 2002, Kern
River carried a credit rating of A- from Standard & Poor’s and A2 from Moody’s
Investors Service. However, it was undertaking a significant pipeline expansion
project that, under the terms of its existing indentures, required an investment
grade entity other than Kern River to provide completion guarantees. The
Williams Companies, Inc., Kern River’s former parent, was experiencing
significant financial problems and by July 2002 had fallen below investment
grade. MEHC was able to step in and, as an investment grade company, provide
the necessary completion guarantees. MEHC subsequently infused over
$300 million of equity into Kern River and it continues to have an A-/A3
investment grade credit rating today.

While MEHC has never needed to make infusions of capital into
MidAmerican Energy Company (“MEC”), as noted in my revised direct
testimony, despite extensive capital expansion projects, MEC has gradually
improved its equity ratio under MEHC' s ownership from 48%, as of
December 31, 1998 to approximately 53%, as of December 31, 2004.

As afurther example of the favorable impact of MEHC ownership,
PacifiCorp recently renegotiated its $800 million revolving credit facility in order

to take advantage of a strong market for such facilities. Thisfacility was

3 The entity that is now named MEHC purchased MEC in March of 1999.
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successfully re-negotiated and, not only did nearly all the invited banks who
participated in the previous line of credit participate in the new facility, the term
of the facility was also extended, interest costs were reduced, and PacifiCorp was
able to obtain consents from the entire bank group to allow MEHC to purchase
PacifiCorp. This consent was required because a change in control triggers a
consent requirement. Based on my discussions with Mr. Bruce Williams, the
PacifiCorp Treasurer, the banks expressed positive comments regarding the
changein control and felt that MEHC would be a better parent for PacifiCorp.

In summary, there is considerable evidence that rating agencies and
lenders look favorably upon the proposed acquisition. MEHC has every
expectation that over the long-term, with just, fair and reasonabl e regulatory
outcomes, PacifiCorp’ s creditworthiness will improve.

Mr. Gorman allegesthat MEHC does not have a credit agreement that will
allow it to post adequate collateral to cover wholesale marketing and trading
activitiesin the event MEHC fallsbelow investment grade. (Gorman, pages
6-7) Isthisalegitimate concern?

No. Mr. Gorman failsto recognize that MEHC is not an operating electric utility.
MEHC does not engage in any wholesale marketing and trading activity. MEC is
the operating utility and that entity has more than adequate credit facilitiesin
place and, as noted in Table 1 above, israted A-. Furthermore, Mr. Gorman fails
to note that his own exhibit (Exhibit INCU/202, pages 2, 3) addresses this issue.
Therein, Standard & Poor’s states:

“Compared with other developers, MEHC' s businessrisk islow,
due to its limited exposure to the el ectricity trading and marketing
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function and other unregulated ventures in comparison with its exposure to
the purely regulated delivery businesses that lack commodity risk.
...MEHC has adequate liquidity and access to capital to meet ongoing
financial obligations. MEHC maintains revolving, unsecured credit
facilities of $100 million, which it isin the process of expanding to $400
million, to support liquidity needs and LOCs. As of December 31, 2004,
there were no borrowings, but $70 million of capacity was taken with
LOCs. Total unrestricted cash at the parent and subsidiaries was $828.2
million as of June 30, 2005, which is sufficient, given MEHC’ s stable
distribution profile and limited equity commitments.” (Note: The
acronym “LOC” standsfor Letter of Credit. AnLOC isapromise by a
bank or consortium of banks to extend short-term loans.)

Mr. Gorman and Mr. Conway claim that MEHC has significant capital
obligationsto meet that put itscredit rating at risk. (Gorman, pages 7-8 and
Conway, pages 26-27) Isthisaconcern?

No. Mr. Gorman’s own exhibit once again answers his own question. Exhibit
ICNU/202, page 3, which he quotes on page 8 of histestimony, clearly states that
“MEHC has adequate cash on hand to fund these maturities.” While Mr. Conway
acknowledges that MEHC has prepared for these maturities, he expresses concern
that MEHC is committing to an “aggressive infrastructure investment” program at
PacifiCorp, that MEHC may not be able to withstand a poor earnings year at
PacifiCorp and may be planning other acquisitions. See Conway, page 27.

Mr. Conway need not speculate. Credit rating agencies routinely stresstest a
company’s cash flows to determine their ability to withstand adverse
circumstances. The stability and diversity of MEHC' s cash flows, as well asthe
financial resources of Berkshire Hathaway, provide MEHC with the ability to
withstand poor economic performance by one subsidiary (which, by the way, just
as likely could be offset by superior performance by another subsidiary). With

regard to further acquisitions, the clear pattern by MEHC is that acquisitionsin
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excess of $50 million are not undertaken without Berkshire Hathaway
involvement.

Mr. Gorman suggeststhat the cost of MEHC’ s subordinated debt, issued to
Berkshire Hathaway, ishigh at 11% (Gorman, page 6) and Mr. Conway
fearsthat the 11% coupon will cause short-term pressureon MEHC's
liquidity (Conway, pages 25-26). Arethesevalid concerns?

No. Unfortunately, Mr. Gorman and Mr. Conway do not have the full story
surrounding the financing Berkshire Hathaway has provided. As part of previous
acquisitions, MEHC has issued 11% trust preferred securities and zero coupon,
non voting, convertible trust preferred securities. | should add that MEHC has
never paid adividend on its common stock since Berkshire Hathaway became an
investor. Thus Berkshire Hathaway’s cash return on its investment in MEHC has
been limited to the amounts it has received on the 11% trust preferred securities
which are only apart of itsinvestment in MEHC. Additionally, the trust preferred

securities are being amortized and are scheduled to be completely repaid by 2012.

Responseto Double L everage Concerns

Q.

In your opinion isa discussion of double leverage appropriatein this
proceeding?

Noitisnot. How the acquisition is structured has nothing to do with whether
MEHC and PacifiCorp have met the statutory thresholds to earn this
Commission’s approval of the proposed acquisition. Double leverage discussions
are best left for future general revenue requirement determinations. | note that no

Staff member has raised thisissuein their direct testimony.
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Please summarize the discussions of the various witnesses with regard to
double leverage.

The witnesses claim that PacifiCorp should not be able to recover income taxesin
its retail revenue requirement that are alleged to not be paid to state and federa
taxing authorities. It isalleged that recovery of such taxeswill lead to
inappropriate earnings at the holding company level. See Jenks, page 8; Dittmer,
pages 3, 32-36; and Gorman, pages 16, 19.

Doeswho owns a utility company necessarily have any impact on the rate of
return required by investors?

No. Assumetwo identical electric utility companies with identical capital
structures. Assume the common shares of Company A are owned by the general
public and the common shares of Company B are owned by a holding company.
If both companies are identical then their risks would be identical and the required
rate of return to attract capital would also beidentical. Inthe landmark Bluefield
Water Works case, the United States Supreme Court ruled that:

“A public utility is entitled to such rates as will permit it to earn a
return upon the value of the property which it employs for the convenience
of the public equal to that generally being made at the sametime and in
the same genera part of the country on investmentsin other business
undertakings which are attended by corresponding risks and uncertainties,
but it has no constitutional right to profits such as are realized or
anticipated in highly profitable enterprises or speculative ventures. The
return ... should be reasonably sufficient to assure confidence in the
financial soundness of the utility, and should be adequate, under efficient
and economical management, to maintain and support its credit, and
enable it to raise the money necessary for the proper discharge of its

public duties.” [Bluefield Water Works and Improvement Co. v. Public
Service Comm'n. 262 U.S. 679, 692 (1923)]

The Supreme Court recognizes here that (1) aregulated firm cannot

remain financially sound unless the return it is allowed an opportunity to earn on
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the value of its property is at least equal to the cost of capital; and (2) an
appropriate allowed rate of return should be sufficient under efficient and
economical management to maintain and support the utility’ s credit and to attract
the necessary capital. Neither of these standards can be met if the regulatory
authority does not allow the operating utility an opportunity to earn areturn on its
investment equal to the return investors expect to earn on other investments of the
same risk.

If MEHC’ s proposed acquisition of PacifiCorp isapproved, how will MEHC
structurethetransaction?

Asdiscussed in my revised direct testimony, the common stock of PacifiCorp
would be owned by an entity to be called PPW Holdings LLC. This company
would have no debt, and it would be a subsidiary of MEHC.

Isit absolutely inevitable that a holding company will earn arate of return
higher than that allowed by a subsidiary operating utility?

No. Theimplicit assumption of those raising thisissue is that the operating utility
can earn its allowed rate of return. That is not a foregone conclusion.
Additionally, the holding company has different financial and business risks than
the operating utility company and whether it earns a higher or lower return should
not impact the operating utility.

From atheor etical point of view, if a holding company did earn areturn
higher than thereturn theregulated operating utility was allowed the

opportunity to earn, can that bejustified?
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Yes. Severa partiesin this proceeding have argued that additional leverage leads
to additional risk. That principleistrue and it is apparent in different credit
quality ratings. However, asrisk increases, so does the market required rate of
return. Thus the holding company, if it employs additional leverage, has higher

risks, lower credit ratings, and a higher required rate of return.

Responseto Ring-fencing Concerns

Q.

Staff withess Conway discusses his concer ns surrounding whether ring-
fencing will adequately protect PacifiCorp (Conway, pages 30-31). Do you
have anything to add regarding thisissue?
My Exhibit PPL/408 contains documents establishing the ring-fencing provisions
related to NNGC Acquisition, LLC, the entity created to ring-fence MEHC' s
acquisition of Northern. These provisions, which will be adopted by PacifiCorp,
have been found by rating agencies to provide adequate ring-fencing to allow the
stand-alone ratings of the applicable ring-fenced subsidiaries to be higher than
those of the parent.

To reflect this, Commitment 11 in MEHC witness Gale' s Exhibit PPL/314
will be amended to read as follows:

“Any diversified holdings and investments (e.g., non-utility

business or foreign utilities) of MEHC following approval of the

transaction will not be held by PacifiCorp or a subsidiary of

PacifiCorp. Ring-fencing provisions for PPW Holdings LLC will

be the same as those in effect for NNGC Acquisition, LLC.

MEHC and PacifiCorp will notify the Commission of any changes

in the ring-fencing provisions. This condition will not prohibit

MEHC or its affiliates other than PacifiCorp from holding
diversified businesses.”

Rebuttal Testimony of Patrick J. Goodman
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With regard to the calculation of PacifiCorp’sequity ratio beforea
distribution can be made by PacifiCorp, Mr. Gorman (Gor man, pages 13-14)
suggeststheinclusion of short-term debt in the calculation. Areyou
agreeableto this?
No. MEHC’sintent hereisto utilize PacifiCorp’s long-term capitalization to
calculate the capital structure of PacifiCorp to meet the distribution test. Asa
matter of principle, MEHC does not finance long-term assets (i.e., rate base) using
short-term sources of funds. MEHC therefore does not believe the inclusion of
short-term debt in aregulatory capital structure calculation is appropriate. Rating
agency’s calculations of leverage ratios reflect adjustments that would not be used
for ratemaking purposes and, frankly, may not be disclosed by the agency.
Therefore, MEHC believes the concept of adhering to PacifiCorp’s long-term
sources of capital for this calculation is the appropriate policy to pursue for this
commitment. | note that Staff witness Conway does not include short-term debt
in his suggested calculation of PacifiCorp’s minimum equity ratio.
Y ou mentioned Staff withess Conway’s minimum equity ratio calculation. Is
Mr. Conway’s calculation appropriatefor PacifiCorp?
Mr. Conway suggests that the minimum equity ratio that PacifiCorp must
maintain before a dividend can be made to PPW Holdings LLC be 48%.
Mr. Conway utilized long term capitalization balancesin his calculation and splits
the preferred stock component 50%/50% between debt and equity.

It is my understanding that Mr. Conway has discussed ring-fencing with at

least representatives of Standard & Poor’s and he has received some positive
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feedback that the ring-fencing structures employed by MEHC around MEC and
Northern are very effective. The structure employed to ring-fence Northernis
contained within the documents attached as Exhibit PPL/408. That structure
contains a two-part test to determine whether dividends can be made by
PacifiCorp. Thetest requires that PacifiCorp have no more than 65% leverage
and 2.5 times interest coverage, or if such cannot be met, that PacifiCorp have a
senior unsecured long-term debt rating of at least BBB from Standard & Poor’s
and Baa2 from Moody’ s Investors Service. | believe that these tests address
Mr. Conway’ s concerns.

Therehasbeen arequest that MEHC provide some sort of financial
guarantee regarding any legal obligationsthat PacifiCorp may face
associated with therelicensing of its hydro facilities. Would thisbe
consistent with ring-fencing provisions between PacifiCorp and MEHC?
No, it would not. One of the goals of ring-fencing is to prevent a bankruptcy
court from reaching the conclusion that PacifiCorp should be consolidated with
MEHC in aMEHC bankruptcy proceeding. The effect of financial arrangements
and/or guarantees between MEHC and PacifiCorp would be to provide grounds
upon which MEHC creditors could argue and the bankruptcy court could reach
the conclusion the two should be consolidated and PacifiCorp’ s assets be subject
to the claims of MEHC creditors. Asaresult, financial arrangements, as
suggested here, need to be avoided.

In Staff’ stestimony (Staff/100, Conway/40-43), Staff concludesthat

Berkshire Hathaway, Walter Scott and Warren Buffett should be applicants

Rebuttal Testimony of Patrick J. Goodman
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in this proceeding because they all have the power to exer cise substantial
influence over PacifiCorp. Do you agreewith thisanalysis?

No. These entities and individuals have the ability to influence PacifiCorp only in
their capacity as shareholders and/or board members of MEHC, or in the case of
Mr. Buffett, as a shareholder of a shareholder. Because MEHC is before this
Commission as the applicant, the Commission has the full ability to review and
regulate how MEHC proposes to own and operate PacifiCorp, including any
MEHC actions directed by its board or shareholders. Thereisthus no need for the
Commission to go up the ownership chain from MEHC to assert jurisdiction over
the entity that will actually purchase and control PacifiCorp.

IsMEHC the actual purchaser of PacifiCorp?

Yes. MEHC is Scottish Power’ s counter-party in the Stock Purchase Agreement
(SPA) for the sale of PacifiCorp. In Article Il of the SPA, MEHC indicates that
it “has the full power and authority to enter in this Agreement, to perform its
obligations hereunder, and to consummate the transactions contemplated hereby.”
See SPA Section 3.2. Articlelll also provides that MEHC requires no consents or
corporate proceedings to proceed with the transactions and its obligations there
under. Id. at Sections 3.2 and 3.3.

Haveyou provided alist of Berkshire Hathaway subsidiariesin order to
respond to the Oregon Commission’srequest for such information?

Yes. Thislistis provided as Exhibit PPL/409.

Will MEHC have the ability to control PacifiCorp post-transaction?

Rebuttal Testimony of Patrick J. Goodman
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Yes. MEHC'slargest shareholder is Berkshire Hathaway. Berkshire Hathaway is
an investor in MEHC, but definitely not its operator. As shown in Exhibit
PPL/409 to my testimony, Berkshire Hathaway owns dozens of other major
companies, including many that are substantialy larger than MEHC. Berkshire
Hathaway employs less than 20 people. As Staff correctly noted in its testimony,
Berkshire Hathaway has a “hands-off” approach to managing the businesses it
owns, delegating “to the point of abdication.” (Staff/100, Conway/42).

As amatter of business philosophy and practical redlity, Berkshire
Hathaway and its mgjor investor, Warren Buffett, do not involve themselves
directly in even the major business decisions of Berkshire Hathaway’ s subsidiary
companies, including capital investment decisions, executive appointments and
corporate financing. Berkshire Hathaway and Mr. Buffett do not involve
themselves in the business decisions of the subsidiaries of MEHC such as MEC
other than in their capacity as board members of MEHC.

Does MEHC’sproposed ring-fencing of PPW HoldingsL L C further insulate
PacifiCorp from the influence of Berkshire Hathaway or its shareholders?
Yes. MEHC believesthat its proposed ring-fencing of PacifiCorp is the most
comprehensive ever proposed for an Oregon utility.

Have other applicantsunder ORS 757.511 ever joined their shareholdersor
upstream shar eholder s as co-applicants?

Not to my knowledge. In the proposed acquisition of PGE by the Texas Pacific
Group (“TPG”), UM 1121, TPG joined as applicants the two investment funds,

TPG Partners 1, L.P. and TPG Partners 1V, L.P (“the TPG Funds’), that together
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would hold 5 percent of the shares of the intermediate holding company, Oregon
Electric Utility Company (“Oregon Electric’). Thejoinder of the TPG Funds
appeared to be in recognition of the fact the TPG Funds had consent rights that
gave them full control over Oregon Electric, rendering Oregon Electric an
intermediate holding company of PGE, rather than the actual controlling entity
over PGE.

Did the other partiesto UM 1121 recognize the significance of the consent
rightsin thisregard?

Yes. Staff, ICNU and CUB all argued that the consent rights gave the TPG
Funds, not Oregon Electric, the ability to exercise substantial influence over PGE.
See Staff/200, Morgan/51 (“ The Consent Rights appear to provide an
overwhelming level of control at TPG.”); ICNU/100, Shoenbeck/5 (“ These rights
give TPG control of virtually all of PGE’s fundamental business decisions...”);
CUB/200, Dittmer/5-6 (“Even though the five local Oregon business persons
comprising the Managing Members control 95% of the voting interests of Oregon
Electric, TPG will retain effective control of PGE. ...[T]hereisan extensivelist
of consent rights that will be held by TPG that effectively secure TPG control
over Oregon Electric, and in turn, PGE.”; (emphasisin original)).

Do shareholdersof MEHC or any upstream shar eholder s have individual
consent rightsover PacifiCorp similar to those held by the TPG Funds?

No. The shareholders may act only through MEHC to exercise oversight of

PacifiCorp.
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Has MEHC proposed an intermediate holding company like Oregon Electric
asapart of itsring-fencing of PacifiCorp?
Yes. Asshown in Exhibit PPL/409, PPW Holdings LLC will be the intermediate
holding company, roughly equivalent to Oregon Electric in the TPG acquisition.
Asthe entity that will hold and exercise actual control over PacifiCorp, MEHC is
in aposition roughly equivalent to the TPG Funds or TPG, the manager of the
TPG Funds. Because MEHC, not PPW Holdings LLC, will exercise substantial
influence over PacifiCorp, MEHC is the proper applicant in this case.
In Docket UM 1121, did the Application include as applicants theinvestorsin
the TPG Funds, the manager of the TPG Funds—TPG, or any of the
shareholders of TPG?
No. Whiletheidentity of theinvestorsin the TPG Funds was disclosed to
intervenors only on a highly confidential basis, see Order 05-114 at 28 n.17, the
public record indicates that at |east one investor held a very significant positionin
the TPG Funds. The Application in UM 1121 indicates that the Oregon Public
Employees Retirement Fund (“ OPERS’) was “the single largest investor TPG
Funds.” UM 1121 Application at 10. OPERS invested $300 millionin TPG
Fund IV shortly before TPG’s mid-November announcement of itsintent to
acquire PGE, atransaction based on atotal $420 million investment from the TPG
Funds. Texas Pacific Takes Heat Over Ethics, Timing, The Oregonian (Sept 23,
2004).

Additionally, the Application in UM 1121 also disclosed that TPG had

“full discretion over the investment decisions relating to the capital ...committed
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to [its] respective funds.” Testimony of Kelvin Davisat 3-4. Thus, while TPG
itself was not an applicant in UM 1121, the testimony in the case indicated that
the TPG Funds used to purchase PGE were TPG investment funds over which
TPG had complete management control.

Initsorder disapproving the Docket UM 1121 application, did the
Commission raise any concernsabout thefailureto join these investorsor
upstream parties?

No.

Through MEHC, doesthe Commission have the ability to over see the actions
of MEHC shareholdersthat may impact PacifiCorp?

Yes. Berkshire Hathaway is an affiliate of MEHC and is thus covered by the
Commission’s affiliated interest statutes and additional MEHC commitments
pertaining to affiliates, such as Commitment 5 (making personnel available to
testify before the Commission) and Commitment 7 (ensuring compliance with
applicable statutes and regulations regarding affiliate transaction reporting).
Additionally, MEHC has agreed to Commitment 4 that will ensure Commission
access to the relevant books and records of Berkshire Hathaway. Finaly,
Commitment U 20 contains a commitment to the filing of aletter by Berkshire
Hathaway agreeing to be bound by the applicable commitments. These

commitments are listed in withess Gale' s Exhibit PPL/314.

Responseto Cost of Incremental PacifiCorp Debt | ssuances

Please describethe position of the partieswith regard to the commitment by

MEHC and PacifiCorp that, over thefive year period following the approval
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of this proposed acquisition, PacifiCorp will be ableto issue incremental
long-term debt at a spread 10 basis points below that of similarly rated peers.
The concerns raised by Mr. Dittmer (Dittmer, page 9), Mr. Canon (Canon, pages
19-20), Mr. Gorman (Gorman, page 20-22) and Ms. Peng (Peng, pages 1-4) are
whether the spread can be accurately quantified and whether PacifiCorp’s overall
cost of capital will rise as aresult of the proposed acquisition.

Arethese concernswell founded?

No. With regard to the concern over the accuracy of the quantification of the
spread, the burden of proof rests with MEHC and PacifiCorp on thisissuein the
appropriate regulatory proceeding. If aparty to such proceeding is not convinced,
based on the evidence presented by MEHC and PacifiCorp, that a 10 basis point
or greater reduction has been achieved in the incremental cost of PacifiCorp’s
long-term debt, as compared to PacifiCorp’s similarly rated peers, then that party
can take the position in the proceeding that the cost of the respective issuances by
PacifiCorp for ratemaking purposes should be reduced by up to a maximum of ten
basis points from the cost that PacifiCorp reports over the remainder of the five
year commitment period. If the Commission concurs, then it can order that
adjustment. Therisk of failure to provide sufficient evidence rests with MEHC
and PacifiCorp. No other party shoulders the company’ s burden to substantiate
itsclaim.

Ms. Peng states that she believes PacifiCor p debt issuance spreads are
already an average of 29 basis pointslower than its peers. Haveyou

reviewed thebasisfor her claim?
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My previous discussion with regard to which party shoulders the burden of proof
in this matter still applies. In any event, it isworth noting briefly that Ms. Peng’'s
study appears to attempt to compare specific debt issuances by PacifiCorp to
average issuance statistics. For instance, Ms. Peng appears to employ the average
yield on A-rated public utility bonds during June 2005 as published by Moody’s
Investors Service and in Standard & Poor’s CreditWeek, if available, to compare
to the PacifiCorp June 13, 2005 issuance. There appear to be several issueswith
Ms. Peng's data and it may not be suitable for the type of analysisthat MEHC
would propose to undertake. Ms. Peng’s datais not comparable to PacifiCorp as
it isacomposition of electric, natural gas and water companies. Further, it does
not disclose a current list of the number of A+/A1, A/A2 or A-/A3issuesin the
average or how they are distributed within the average. It aso does not disclose
the maturity or duration of the issuesin the average only noting that it is 5 years
or longer. It does not disclose the size of the principle outstanding of the issuesin
the average but does note that each issueis at least $100 million. It does not
appear to account for any difference between secondary market yields and new
issue premiums, if any, that may have existed at the time PacifiCorp issued new
debt. Finally, Ms. Peng’s study compares PacifiCorp issuances to debt that is
already outstanding, again thisis not the commitment that MEHC is proposing.
MEHC has committed to a savings of at least 10 basis points versus other
issuances rather than a broad index of electric, gas and water utilities with
maturities of five years or greater. With al due respect to Staff, | submit that the

data source they employed is not as discriminating as the data available to
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investment bankers that can segregate issues by size, maturity, duration, credit
quality and date of issuance. We agree with Ms. Peng that PacifiCorp has been
able to achieve competitively priced financing that has served its customers well,
however, | conclude that the Staff’ s findings are not as precise a measurement as
MEHC would provide.

Mr. Canon also suggeststhat thiscommitment will be difficult to enforce. Do
you have any rebuttal to thisclaim?

| am unaware of any obstacles to the enforcement of this commitment. The
commitment is certainly public and, | assume, will become part of the
Commission’s order in this docket if the transaction is approved. In any event,
MEHC and PacifiCorp would consider themselves bound by the commitment if
the proposed acquisition is approved. If the Commission rulesthat MEHC and
PacifiCorp have not carried their burden of proof in afuture proceeding where the
company’s alowed rate of return is determined, then the Commission can simply
order an adjustment to the cost of PacifiCorp’sincremental long-term debt in the
determination of any revenue requirement effective for the five year period
subsequent to the closing of the proposed acquisition. Enforcement would seem
to be quite straight forward.

Mr. Conway statesthat MEHC’ssubsidiary MEC operates under a different
regulatory arrangement than existsin Oregon (Conway, pages 29-30) and
that it istheregulatory environment, not the affiliation with Berkshire
Hathaway that accountsfor the ability of MEC toissue debt at spreads below

those of itspeers. Do you have any comment?
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MEC does operate under a different regulatory structure in lowa than PacifiCorp
doesin Oregon. The lowa structure includes an alternative regulatory plan and
the ability to request the lowa regulatory authority to specify the ratemaking
treatment it will apply to investments in generating facilities before those facilities
are built. Mr. Conway’s description of the ratemaking treatment for generating
facilitiesis not entirely accurate but the point is that lowais not unique. Several
states have implemented alternative regulatory mechanisms and at least four other
states besides lowa allow utilities the opportunity to seek regulatory principles
before making major expenditures. It should be noted that the factors

Mr. Conway refersto do impact the business risk and ultimately the credit rating
of MEC.

All that is relevant, no matter what the cause, is whether or not PacifiCorp
asaMEHC subsidiary can issue incremental long-term debt at least 10 basis
points below the spreads incurred by similarly rated peers. 1f MEHC/PacifiCorp
cannot demonstrate that it can do that, then the Oregon Commission may reduce
the cost for those incremental debt issues by up to 10 basis points for five years.
What response do you haveto the allegation that the measur e should be
PacifiCorp’soverall cos<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>