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I ntroduction

Please state your name and business addr ess.
My name is Gregory E. Abel, and my business address is 666 Grand Avenue,
Suite 2900, Des Moines, lowa, 50309.
By whom are you employed and in what capacity?
| am employed by MidAmerican Energy Holdings Company (“MEHC” or
“Company”), an lowa-based company that is privately held and engaged
primarily in the production and delivery of energy. | serve as president and chief
operating officer of MEHC. In addition, | serve as chief executive officer of CE
Electric UK, acompany that distributes electricity to some 3.6 million customers
in England; as chief executive officer of MidAmerican Funding, LLC, the holding
company for an integrated utility that provides natural gas and electric service to
1.3 million customersin the Midwestern United States; and as chief executive
officer of Kern River Gas Transmission Company (“Kern River” or “Kern”) and
Northern Natural Gas Company (“Northern Natural Gas’ or “Northern”), both
interstate natural gas pipeline companiesin the United States.
Please summarize your education and business experience.
| hold a Bachelor's of Commerce degree, with honors, from the University of
Alberta, and | received a Chartered Accountancy designation in Canadain 1988.
| am also amember of the Canadian and Alberta Institutes of Chartered
Accountants.

| have more than twenty years of experience in senior corporate

management and public accounting. | serve on the board of directors of MEHC
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and HomeServices of America, Inc. (“HomeServices’). The latter company is
based in Minneapolis, Minnesota, and it is the second-largest full-service
independent residential real estate brokerage firm in the United States. | aso
serve on the board and the executive committee of the Greater Des Moines
Partnership, and am a member of the lowa Business Council. | serve on the Wells
Fargo lowa community board of directors, and the executive board of the Mid-
lowa Council of the Boy Scouts of America.

Before joining the Company in 1992, | worked for Price Waterhouse,
where | was responsible for auditing and public financing services as well as
consulting on filings with the Securities and Exchange Commission for
multinational, publicly-traded companies.

What position will you hold with PacifiCorp after the transaction is closed?

| will serve as chairman of the PacifiCorp board of directors.

Summary of Testimony

Q.

A.

What isthe purpose of your direct testimony in this proceeding?

The purpose of my testimony is as follows:

to describe MEHC and its affiliates,

. to describe the transaction,
. to explain the reasons for MEHC’ s proposed purchase of PacifiCorp,
. to demonstrate that the transaction will benefit PacifiCorp’s customers,

employees and communities, and

. to describe PacifiCorp’ s operations once the transaction is compl eted.

Direct Testimony of Gregory E. Abel
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Please summarize your testimony.

My testimony describes MEHC and its affiliates, including MidAmerican Energy
Company (“MEC”), aregulated electric and gas utility serving 1.3 million
residential, commercial and industrial customersin lowa, Illinois, South Dakota
and Nebraska. | aso describe the transaction which, if approved by state and
federal regulators, will result in PacifiCorp’ s regulated electric business (and
associated coal-mining operations and companies created to handle environmental
remediation and management of deforestation carbon credits) becoming a new,
ring-fenced, business platform under MEHC (*the transaction”).

My testimony also provides evidence of the benefits to PacifiCorp’s
customers, employees, and communitiesif the transaction is approved. In my
testimony and that of other MEHC’ s witnesses, we are offering more than 60
commitments to the customers and states served by PacifiCorp. Included in these
commitments are reductions in PacifiCorp’ s costs totaling more than $36 million
over five years and more than $75 million over alonger period. MEHC
shareholders will also absorb $1 million of costs of a system-wide demand-side
management (“DSM”) study. In addition to these readily quantifiable benefits,
MEHC is committing to $1.3 billion of infrastructure investment in PacifiCorp’s
system.

MEHC is poised to deploy significant amounts of capital to ensure
PacifiCorp can develop and maintain the infrastructure needed to provide reliable
and economic electric service. To ensure that PacifiCorp customers receive these

benefits, MEHC is committing investment dollars to specific projects, including
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the following: (1) more than $350 million for three transmission projects that

increase transfer capabilities between PacifiCorp’s east and west control areas,

increase the deliverability of wind energy, and provide PacifiCorp and its

customers with greater flexibility and opportunity to consider aternativesto

planned generation capacity additions; (2) more than $800 million to reduce

emissions from existing coa units; (3) more than $140 million for other

transmission and distribution projects to reduce outage risk; and (4) a$1 million

system-wide study of potential additional energy efficiency and DSM programs

with study costs borne by MEHC shareholders.

Specifically, the benefits of the transaction include the following MEHC

and PacifiCorp commitments, which | detail later in my testimony:

$78 million investment in a Path C transmission upgradeto increase

thetransfer capability between PacifiCorp’seast and west control

areas and increase wind energy deliverability;

$196 million investment in a transmission linefrom Monato Oquirrh

toincreaseimport capability into the Wasatch Front;

$88 million investment in a transmission link between Walla Walla

and Yakima or Vantage to enhance the ability to accept wind energy;

$75 million investment in the Asset Risk Program;

$69 million investment in local transmission risk projects across all
states;

at least a 10 basis point reduction for five years ($6.3 million) in the

cost of PacifiCorp’sissuances of long-term debt;
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at least a $30 million reduction (over fiveyears) in corporate overhead
costs;

a utility own/operate option for consideration in renewable ener gy

RFPs;

affirmation of PacifiCorp’sgoal of 1400 MW of cost-effective

renewableresour ces, including 100 MW of new wind energy within

oneyear of the close of thetransaction and up to 400 MW of new

wind energy after thetransmission line projects are completed;

consider ation of reduced-emissions coal technologies such as | GCC

and super-critical;

reduction in sulfur hexafluoride emissions;

$812 million investment to implement an emissions reduction plan for

existing coal-fueled generation which, when coupled with reduced-

emissions coal technology for new coal-fueled generation, would be

expected to reduce PacifiCorp’s SO, emissionsrate by morethan

50%, to reduce the NOy emissionsrate by morethan 40%, to reduce

the mercury emissionsrate by nearly 40% and to avoid an increasein

the CO, emissionsrate;

$1 million shareholder-funded system-wide study designed to further

DSM and ener gy efficiency programswhere cost effective;

uniform application of the commitmentsfrom the prior PacifiCorp

transaction in all six states; and
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. atwo-year extension of the customer service standards and
performance guar antees.

On behalf of MEHC shareholders, | am also making a commitment of MEHC' s

resources and involvement, in cooperation with the PacifiCorp states, in other

transmission projects beneficial to the region.

In addition to the foregoing commitments, customers can expect benefits
that will result from (i) MEHC’s commitment to PacifiCorp’sinvestment in
energy infrastructure in yearsto come; and (ii) the financial and business stability
associated with domestic ownership of PacifiCorp as part of a holding company
with regulated operations in ten contiguous states.

Who else will be providing testimony on behalf of MEHC?

MEHC will aso offer testimony from the following witnesses:

. Brent E. Gale, Senior Vice President of MEC, will provide evidence that
the transaction isin the public interest and will sponsor commitments to
ensure there will be no harm to that interest. He will also provide
testimony regarding the similarities between PacifiCorp and MEC, and the
experience of MEC as aregulated utility subsidiary of MEHC.

. Patrick J. Goodman, MEHC' s Chief Financia Officer, will provide detall
regarding MEHC's corporate structure, PacifiCorp’s place within that
structure, MEHC' s capital structure, the financial and accounting aspects
of the transaction, some of the financial and structural commitments being
offered by MEHC and PacifiCorp, and the “ring-fencing” protections

MEHC will employ. He also will provide information regarding MEHC' s
largest investor, Berkshire Hathaway Inc. (“Berkshire Hathaway”).
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. Thomas B. Specketer, MEC’ s Vice President of U.S. Regulatory
Accounting and Controller, will testify about the formation of a service
company to provide certain common services to PacifiCorp, MEC and
other MEHC subsidiaries. Mr. Specketer will describe the service
company, the procedures for sharing services between MEHC and its
affiliates, the joint administrative services agreement applicable to MEHC
and its affiliates, and the implications and benefits for PacifiCorp
customers. He will aso sponsor some of the regulatory oversight
commitments being offered by MEHC and PacifiCorp.

. Jeffery J. Gust, MEC’ s Vice President of Energy Supply Management,
will testify regarding the transmission path that is planned to connect
PacifiCorp with MEC and the Joint Operating Agreement that will govern
certain aspects of the use of that transmission path.

In addition to each of the above-mentioned MEHC witnesses, Judi Johansen,

President and CEO of PacifiCorp, will testify regarding PacifiCorp’s support for

the transaction and the reasons for the sale of PacifiCorp by Scottish Power plc

(“ ScottishPower™).

MEHC And Its Business Activities

Please explain the business activitiesof MEHC.
MEHC isaprivately-held global company engaged primarily in the production
and delivery of energy from avariety of fuel sources—including coal, natura gas,
geothermal, hydroelectric, nuclear, wind and biomass. MEHC has access to
significant financial and manageria resources through its relationship with
Berkshire Hathaway. The other three owners of MEHC are Walter Scott, Jr.
(including family interests), David Sokol (Chairman and CEO of MEHC) and
me.

MEHC' s global assets total approximately $20 billion, and its 2004 revenues

totaled $6.6 billion. MEHC's six major business platforms are as follows:
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MidAmerican Energy Company isavertically integrated electric and
natural gas utility headquartered in Des Moines, lowa. MEC provides
regul ated el ectric service to approximately 605,000 customersin lowa,
84,000 customersin lllinois, and 3,700 customers in South Dakota.
Regulated gas service is provided to approximately 526,000 customersin
lowa, 66,000 customersin Illinois, 75,000 customersin South Dakota, and
4,600 customersin Nebraska. Competitive gas and electric serviceis
provided in severa states, including Illinois, to approximately 3,200
customers.

CalEnergy Generation isaworld leader in renewable energy, owning
and operating atotal of 14 geothermal power plants in the western United
States and the Philippines. The business platform consists of separate
entities which al'so own and operate natural gas generating stationsin
Arizona, lllinois, Texas and New Y ork, aswell as an innovative
hydroelectric plant and irrigation project in the Philippines. CalEnergy is
currently evaluating the development of one of the largest single
geothermal projects (215 MW) in the world in the Imperial Valley of
Cdlifornia

Kern River Gas Transmission Company isahnatural gas pipeline
company headquartered in Salt Lake City, Utah. Itsinterstate pipeline
facilities comprise nearly 1,700 miles from Wyoming to southern
Cdlifornia

Northern Natural Gas Company is anatural gas pipeline company
headquartered in Omaha, Nebraska. Its pipeline system comprises more
than 16,500 miles of pipeline from Texas to the upper Midwest. The
combined pipeline capacity of Kern and Northernis nearly 6.2 billion
cubic feet per day, or approximately 10 percent of all the natural gas
consumed in the U.S.

CE Electric UK Funding plc owns two electricity distribution businesses
that serve 3.7 million customers across approximately 10,000 square miles
of northeast England. The company also has a contracting subsidiary that
engineers power projects for large commercial and industrial customers.

HomeServices of America, Inc. isthe second-largest residential real
estate brokerage company in the United States and is aleader in each of
the 24 top markets its associates serve. The company has 18,500 sales
associates in 18 states and generated more than $60 billion in residential
real estate salesin 2004.

Direct Testimony of Gregory E. Abel
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Additional information about MEHC is provided in the testimony of MEHC
witness Mr. Goodman.

What previous acquisitionshas MEHC undertaken in the energy industry?
MEHC and its predecessors in interest have undertaken the following
acquisitions: Chevron Corporation interests in Utah (Roosevelt Holt Springs),
Oregon and Nevada (Desert Peak and undevel oped geothermal properties) (IPP —
geothermal, 1991); Bonneville Pacific Corporation interestsin Yuma, Arizona
(IPP — gas-fired generation, 1992); Union Oil Company of Californiainterestsin
Northern California (Glass Mountain) (IPP — geothermal, 1993); Magma Power
Company (U.S. & Philippines IPP — geothermal, 1995); Edison Mission Energy
interestsin Southern California (IPP — geothermal, 1996); Falcon Seaboard
Resources, Inc. (IPP — gas-fired generation, 1996); Northern Electric plc (British
electric and gas distribution utility, 1997); Kiewit Diversified Group’sinterestsin
the Philippines and Indonesia, as well asits 30 percent interest in Northern
Electric plc (1997); MEC (1999); and Y orkshire Electricity (British electric
distribution utility, 2002). In 2002, MEHC entered a new sector of the energy
industry with acquisitions of the Kern River and Northern Natural interstate
natural gas pipeline companies.

Has MEHC sold off any of itsbusiness units?

No. MEHC isalong-term investor. We carefully assess the operations, assets
and management of potential acquisitions before we enter into atransaction. We
do not enter into speculative transactions, and we do not acquire companies in

anticipation of quick profits and aquick sale. Instead, MEHC looks for
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opportunities to deploy capital in long-term investments where we believe the
results of such investments will be fair to customers, employees and shareholders.

Thus, even our divestiture of individual assets has been relatively rare.

The Acquisition Of Pacificorp

Q.

A.

Please describe MEHC’ s proposed acquisition of PacifiCorp.

On May 23, 2005, ScottishPower and PacifiCorp Holdings, Inc., its wholly owned
subsidiary directly holding PacifiCorp’s common stock, reached a definitive
agreement with MEHC providing for the sale of al PacifiCorp common stock to
MEHC for avalue of approximately $9.4 billion. This amount is comprised of
approximately $5.1 billion in cash plus approximately $4.3 billion in net debt and
preferred stock, which will remain outstanding at PacifiCorp. The acquisition is
subject to customary closing conditions, including approval of the transaction by
the shareholders of ScottishPower and receipt of required state and federal
regulatory approvals.

The sale of PacifiCorp's common stock to MEHC will also include
transfer of control of certain PacifiCorp subsidiaries that are associated with the
regulated business. MEHC is not acquiring PPM or other businesses that are not
associated with the regulated utility business. These latter businesses will remain
with ScottishPower.

Upon completion of the transaction, PacifiCorp will be an indirect,
wholly-owned subsidiary of MEHC asillustrated in the organizational chart
provided with the testimony of MEHC witness Mr. Goodman, as Exhibit

PPL/402. Mr. Goodman will aso provide testimony concerning the financial
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aspects of the acquisition. Once acquired by MEHC, | expect PacifiCorp to be
operated much asit istoday, and it will continue to be headquartered in Portland,
Oregon.

Please describethereasonsfor MEHC’s proposed acquisition of PacifiCorp.
MEHC has identified the energy industry as a preferred area for investment of a
significant amount of its capital resources in the coming years, including capital
made available by Berkshire Hathaway. In MEHC’ s experience, investmentsin
the regulated energy business provide opportunities for fair and reasonable returns
if operated with afocus upon the objectives of customer satisfaction, reliable
service, employee safety, environmental stewardship and regulatory/legislative
credibility. MEHC does not expect great returns from the regulated business, but
we do expect the opportunity to earn reasonable returns if the foregoing objectives
are achieved.

The proposed acquisition of PacifiCorp advances MEHC'’ s goal of owning
and operating a portfolio of high-quality energy businesses with a strong
emphasis on the objectives that | mentioned. We view PacifiCorp as a good
company owning sound assets, but with a need for extensive investment if reliable
service isto be maintained.

It is projected that PacifiCorp’s service territories will require investment
of at least $1 billion per year for at least the next five yearsto assure reliable
electric service. ScottishPower has indicated that this business profile does not
match well with itsinvestors expectations for regular dividends and returns on

investment. In contrast, MEHC’ s business strategy of long-term holding of assets
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fitswell with PacifiCorp’s profile, and as a consequence, the proposed transaction
offers significant benefits for PacifiCorp customers, employees and communities.

MEHC is uniquely suited to undertake the infrastructure investments
PacifiCorp facesin the coming years since it is privately-held and not subject to
shareholder expectations of regular, quarterly dividends and relatively returns on
investments. MEHC' sinvestors are focused on increasing value through
significant, long-term investment in well-operated energy companies that offer
predictable, reasonable returns.

MEHC'’ s business strategy should provide PacifiCorp customers,
employees, communities, and regulators with valuable stability. Indeed, they
would be justified in expecting that MEHC will be the last owner of PacifiCorp.
As aresult, PacifiCorp’ s management and employees will be able to focus on
exceeding customer expectations.

The opportunities for a successful transaction and transition are enhanced
by the significant similarities between PacifiCorp and MEC. Asdiscussed by
MEHC witness Gale, the utilities similaritiesinclude: comparable service
territories (e.q., multi-state areas with relatively low population density and few
large urban centers); amix of retail-access and traditionally regulated utility
business; afocus on customer satisfaction and employee safety; use of renewable
energy technologies; use of low-sulfur, Western-basin coals; along history of
providing DSM and energy efficiency programs; and use of collaborative

processes to develop environmental, DSM and energy efficiency programs.
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Oneof thefinancial commitmentsincluded in Mr. Gale's Exhibit PPL /301,
and discussed in Mr. Goodman’ stestimony, involves a pledge not to seek
recovery in retail rates of the premium paid by MEHC to acquire
PacifiCorp, with one exception identified in their testimony. How do you
expect to be compensated for the acquisition premium if it isnot recovered in
rates?

MEHC shareholders understand that they may not earn a return on the acquisition
premium, and they have accepted that risk. However, MEHC shareholders
believe the price negotiated for the transaction is fair for the value received, if
PacifiCorp is able to earn its authorized return.

MEHC shareholders expect to own PacifiCorp for along time. MEHC
also expectsto be able to help PacifiCorp achieve its authorized return by
operating PacifiCorp according to the five objectives that | previously identified
customer satisfaction, reliable service, employee safety, environmental
stewardship and regulatory/legislative credibility. MEHC believes that by doing

so it can mitigate the impact of not recovering the acquisition premium in rates.

Benefits Of The Transaction

How will approval of thistransaction benefit PacifiCorp's customers?
Approva of the transaction will provide benefits not only to PacifiCorp’s
customers but a'so to the public and to PacifiCorp employees.

MEHC has reviewed PacifiCorp’s capital forecasts, which require annual
investment of at least $1 billion for the next five years for generation,

transmission, distribution, and environmental improvements. MEHC hasthe
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ability and willingness to deploy the capital necessary to accomplish the capital
investments in a cost-effective and timely manner. This provides a benefit of
greater certainty, because the ability and willingness of ScottishPower to make
these investments was | ess certain.

On behaf of MEHC and PacifiCorp, | am offering new commitments
which will provide benefits to PacifiCorp customers, employees and
communities. The commitments, which are included for convenience of future
reference on Exhibit PPL/101, are as follows:

. 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 improvementsl:

o] Path C Upgrade (~$78 million) — Increase Path C capacity by 300
MW (from S.E. Idaho to Northern Utah). This project:

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

. facilitates the delivery of power from wind projectsin
Idaho, and

. provides PacifiCorp with greater flexibility and the

opportunity to consider additional options regarding
planned generation capacity additions.

o] Mona - Oquirrh (~$196 million) — Increase the import capability
from Monainto 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
DCtie. Thisproject:

1 While MEHC has immersed itself in the details of PacifiCorp’s business activitiesin the short
time since the announcement of the transaction, it is possible that upon further review a particular
investment might not be cost-effective or optimal for customers. If that should occur, MEHC pledgesto
propose an alternative to the Commission with a comparable benefit.
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. enhances reliability by enabling the import of power from
Southern California entities during emergency situations,
. facilitates the acceptance of renewable resources, and
" enhances further system optimization since it enables the

further purchase or exchange of seasonal resources from
parties capable of delivering to Mona.

o] WallaWalla - Yakimaor Mid-C (~$88 million) — Establish a
link between the “Walla Walla bubble” and the “Y akima bubbl e’
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
regiona environment.

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

o] investment in the Asset Risk Program of $75 million over the three
years, 2007-2009,
o] investment in local transmission risk projects across al states of

$69 million over eight years after the close of the transaction,

o] 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

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

MEHC and PacifiCorp will also support the Bonneville Power
Administration in its development of short-term products such as
conditional firm and redispatch products. PacifiCorp will aso initiate a
process to collaboratively design similar products at PacifiCorp.

Reduced Cost of Debt: MEHC believes that PacifiCorp's incremental
cost of long-term debt will be reduced as aresult 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 yearsit will demonstrate that PacifiCorp’sincremental
long-term debt issuances will be at ayield ten basis points below its
similarly rated peers. If it isunsuccessful in demonstrating that PacifiCorp
has done so, PacifiCorp will accept up to aten (10) basis point reduction
to theyield 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. Itis
projected that this benefit will yield avalue roughly equal to $6.3 million
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over the post-acquisition five-year period. MEHC witness Goodman will
testify regarding this benefit in greater detail.

Corporate Overhead Charges. MEHC commits that the corporate
charges to PacifiCorp from the service company and MEC will not exceed
$9 million annually for a period of five years after the closing on the
proposed transaction. (In FY 2006, ScottishPower’ s net cross-chargesto
PacifiCorp are projected to be $15 million.) MEHC witness Specketer
testifies regarding this benefit in greater detail.

Future Generation Options. In Exhibit PPL/301, 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 RFPs --including
renewable energy RFPs --a 100 MW or more utility “own/operate”
proposal for the particular resource. It is not the intent or objective that
such proposals 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
aternatives. In 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.

Renewable Energy: MEHC reaffirms PacifiCorp's commitment to
acquire 1400 MW of new cost-effective renewable resources, representing
approximately 7% of PacifiCorp'sload. MEHC and PacifiCorp commit to
work with developers and biddersto 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-
Wallaand 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
wind energy in PacifiCorp’s service area.

In addition, MEHC and PPW commit to work constructively with states to
implement renewabl e energy action plans so as to enable achievement of
PacifiCorp’s 1400 MW commitment.
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Coal Technology: MEHC supports and affirms PacifiCorp’s commitment
to consider utilization of advanced coal-fuel technology such as super-
critical or IGCC technology when adding coal-fueled generation.

Greenhouse Gas Emission Reduction: MEHC and PacifiCorp commit
to participate in the Environmental Protection Agency’s SFs Emission
Reduction Partnership for Electric Power Systems. Sulfur hexafluoride
(SFs) isahighly potent greenhouse gas used in the electric industry for
insulation and current interruption in electric transmission and distribution
equipment. Over a100-year period, SFs 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. Sk isaso avery stable
chemical, with an atmospheric lifetime of 3,200 years. Asthegasis
emitted, it accumulates in the atmosphere in an essentially un-degraded
state for many centuries. Thus, arelatively small amount of SFg can have
asignificant impact on global climate change. Through its participation in
the SFs partnership, PacifiCorp will commit to an appropriate SFg
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 gasloss alone. Use of improved SFg
equipment and management practices helps protect system reliability and
efficiency.

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 acost of approximately $812 million. These investments would
commence as soon as feasible after the close of the transaction. 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 investmentsto which
MEHC is committing are expected to result in adecrease in the SO,
emissions rates of more than 50%, a decrease in the NO, emissions rates
of more than 40%, areduction in the mercury emissions rates of almost
40%, and no increase expected in the CO, emissions rate.

Energy Efficiency and DSM M anagement: MEHC and PacifiCorp
commit to conducting a company-defined third-party market potential
study of additional DSM and energy efficiency opportunities within
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PacifiCorp’s service areas. The objective of the study will beto 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. 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 one year after the closing on
the transaction, and MEHC shareholders will absorb the first $1 million of
the costs of the study.

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 amanner 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.

Customer Service Standards. MEHC and PacifiCorp commit to extend,
through 2011, the commitment in Exhibit PPL/301 regarding customer
service guarantees and performance standards as established in each
jurisdiction, atwo-year extension.

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.

Corporate Presence: 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 provision of reliable service and cost-effective
operations. In recognition of growth in Utah, my Exhibit PPL/101
contains some supplemental commitments for that state.

Regional Transmission: MEHC recognizesthat it can and should have a
rolein 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,
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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.
Please explain MEHC’s Emissions Reduction commitment in greater detail.
MEHC recognizes that PacifiCorp was the first utility in the region to take
financial risks from greenhouse-gas emissions explicitly into account in resource
planning. MEHC and PacifiCorp recognize the environmental significance of
greenhouse gas emissions and criteria pollutants (e.g., sulfur dioxide, oxides of
nitrogen) associated with their operations and will work with state and federal
regulators on solutions. In its resource planning process, PacifiCorp will continue
to assign avalue for carbon emissions, which is currently $8.38/ton.

Air quality requirements throughout the United States continue to become
more stringent. MEHC and PacifiCorp expect that significant emission
reductions at PacifiCorp’s existing coal-fueled plants will be required to meet
these stringent requirements and that considerable capital investment in additional
emission control equipment will be required to ensure compliance with existing
and future air quality requirements, including mercury reduction regquirements.
MEHC believes that committing now to install new and upgraded emissions
control equipment will allow PacifiCorp to take advantage of existing outage and
maintenance schedules. As a consequence, PacifiCorp should be able to meet
existing and anticipated emissions requirements while achieving significant cost
savings, ensuring greater system reliability, and lowering the risk of exposure to

wholesale markets for replacement power, as compared to waiting to install the

controls at multiple facilitiesin a shorter period of time.
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What benefitswill customersgain from the commitment MEHC ismaking to
reduceair emissions?

PacifiCorp currently operates seven coal-fired power plants consisting of 19
separate units located at plantsin Utah and Wyoming. In addition, PacifiCorp has
ownership interests, but does not operate, coal-fired plants located in Arizona,
Colorado and Montana. Emissions reductions at these plants will be required
under existing and emerging air quality requirements to ensure compliance with
environmental requirements and to improve visibility at our nationa parks and
scenic areas. Committing now to projects that are likely to be required benefits
customers by allowing this equipment to beinstalled in an orderly manner across
PacifiCorp’s large system. This ensures that projects are installed in the most
efficient manner, provides greater opportunities to negotiate better contract terms
and conditions that reduce cost and contract risk, and allows the projects to be
implemented during planned outages in order to reduce replacement power costs.
Additionally, these projects preserve the continued operation of these |low-cost
resources in the face of ever tighter environmental requirements for the benefit of
PacifiCorp customers.

PacifiCorp’s customers and the communitiesin its states will also directly
benefit from improved environmental quality resulting from these significant
emission reductions.

What emission reductions of SO, NOy, and mercury will be achieved with
theair quality projectsto which MEHC is committing?

In 2013, when al projects areinstalled, it is estimated that emissions of SO, and
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NO, will be reduced on an annual basis by approximately 57,000 tons and 40,000

tons, respectively, as compared to projected (2005) levels. In addition, itis

estimated that mercury emissions will be reduced by over 450 pounds annually.

What specific projects comprise thiscommitment?

The projects consist of the installation of scrubbersto reduce SO, emissions, the

installation of low-NOy burners for NOy control, and the installation of baghouses

to control particulate and mercury emissions. The projects are scheduled to be

installed as indicated in the table bel ow:

Pollution Control Equipment Commitment and Targeted In Service Dates

Coal-Fueled Unit SO2 - Scrubbers (1) NOx — Low-NOx PM/Hg - Baghouses
Burners
Hunter 1 May 2009 U May 2009 May 2009
Hunter 2 May 2010 U May 2010 May 2010
Hunter 3 Remains at 90% U May 2007
Huntington 1 November 2009 U November 2009 November 2009
Huntington 2 January 2007* NI November 2006* November 2006*
Dave Johnston 3 May 2009 NI May 2009
Dave Johnston 4 November 2011 NI November 2007 November 2011
Jim Bridger 1 May 2010 U May 2010
Jim Bridger 2 June 2009 U
Jim Bridger 3 June 2011 U June 2011
Jim Bridger 4 May 2008 U May 2008
Naughton 1 May 2011
Naughton 2 May 2010
Naughton 3 May 2012 U May 2008
Wyodak July 2010 U July 2010
Cholla4 May 2008 NI May 2008 May 2008

* Projects previously announced by PacifiCorp that MEHC commits to implement

(1) U = Upgrade, NI = New Installation

Please elabor ate upon the Energy Efficiency and DSM commitment.

MEHC appreciates and supports PacifiCorp’ s tradition of energy efficiency

leadership. Energy efficiency and DSM programs have a critical rolein resource
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management. PacifiCorp isrightly proud of its status as the first utility in the
nation to invest in energy-efficiency as aresource and its tradition of energy-
efficiency progress and innovation.

MEHC expects that PacifiCorp will continue its relationships with the
Northwest Energy Efficiency Alliance and the Oregon Energy Trust. PacifiCorp
will aso continue to work with its regulators and customers on ways to remove
unintended financial barriers to cost-effective electricity savings from every
source including, but not limited to, PacifiCorp’s own investments. Those who
value and seek energy-efficiency leadership from PacifiCorp can expect to see
continued leadership and commensurate results.

PacifiCorp and MEC have each been providing customers with cost-
effective (as defined by each respective state) energy efficiency and DSM
programs for more than a decade. 1n 2004, PacifiCorp spent approximately $12
million for residential energy efficiency programs and $18.5 million for non-
residential energy efficiency programs. Through Oregon’s public purpose charge,
another $21.5 million was invested in energy efficiency programs within
PacifiCorp’s service area by the Oregon Energy Trust. In the same year, MEC
spent more than $7 million for residentia electric energy efficiency programs,
$15.2 million for non-residential electric energy efficiency programs, $13 million
for gas energy efficiency programs, and $1.3 million on other energy efficiency
programs and administration. Each utility has accumulated significant experience
and expertise. While both utilities offer some similar programs, each also offers

programs that the other does not.
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The commitments by MEHC and PacifiCorp, coupled with the continued
ability of PacifiCorp management to make state policy and business decisions,
will alow PacifiCorp to continue its efforts to expand energy efficiency system-
wide, and take advantage of itsincreased financial resources to upgrade its current
institutional capacities to acquire cost-effective savings.

Arethereother benefitsthat will accrueto customersasaresult of the
proposed transaction?

Yes. Benefits aso result from making the commitments contained in Exhibit
PPL/301 uniform across all states. With the exception of afew state-specific
commitments noted in that exhibit, the commitments will be applied in all six
states. Thiswill enable regulatorsto have a consistent and readily identifiable set
of commitments and simplify administration for PacifiCorp. Because the
previous commitments were not uniform across the states, uniform application of
the commitments will mean that every state will be receiving some additional
commitments that were not previously applicable to it.

We aso believe that the benefit of MEHC' s long-term ability and
willingnessto invest in energy infrastructure is significant and real but not readily
capable of quantification. Similarly, the stability of ownership of MEHC and
Berkshire Hathaway provides security for customers, employees and the states

served.

Pacificorp Operations Post-Trasaction

How will PacifiCor p operate after completion of the transaction?

PacifiCorp will operate very much like it doestoday. PacifiCorp will become a
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separate business platform under MEHC; it will not be merged with other
platforms such as MEC. PacifiCorp will have its own management and its own
board of directors.
Will PacifiCorp haveitsown debt?
Yes.
Will PacifiCorp haveitsown individual business plan?
Yes. MEHC business platforms are required to devel op and implement their own
business plans and budgets. While these plans and budgets are reviewed by
MEHC in the process of allocating capital, and guidance is offered, business
platforms determine their own priorities.
Do the business platforms have the ability to take their own positionson
political and regulatory issuesthat affect the statesin which they operate?
Yes. However, MEHC or other business platforms may offer guidance and
suggestions based upon their experiences. Indeed, one of the advantages of being
abusiness platform in a holding company with other regulated utilitiesis the
opportunity to share regulatory ideas and experiences. This benefit is similar to
the advantage provided the Commission through its participation in the National
Association of Regulatory Utility Commissioners where it has the experiences
and policies of forty-nine other state regulatory agencies (“diverse laboratories’)
upon which to draw.

| would add that there will be occasions when MEHC adopts a position on
matters of national importance. On those occasions, MEHC coordinates with

each business platform on the appropriate position so as to ensure that all business
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platforms act consistently with a common MEHC position.

Do theindividual business platforms have control and responsibility for
making decisions that achieve objectives such as customer satisfaction,
reliable service, employee safety, environmental stewardship and
regulatory/legisative credibility?

Yes, they do. Infact, thisisrequired of our business platforms.

Will there be other changesin the PacifiCorp board of directors, beyond
those noted previoudy?

Yes. ScottishPower representatives will be replaced and some restructuring is
expected.

Arethereany plansfor areduction in force at PacifiCorp asaresult of the
transaction?

No.

Do you anticipate changing the existing labor contractsasa result of the
transaction?

No. We will honor existing labor contracts.

Assisting Pacificorp To Achieve lts Business Plan

Q.

You haveindicated that MEHC will help PacifiCorp achieveits business plan
and itsauthorized return on investment. How will you accomplish this, and
can you provide any illustrative examples from MEHC’ s past experience?

| believe that MEHC offers arather unique blend of management discipline and
vision, combined with an important willingness and ability to efficiently invest

capital. Thisisillustrated in MEHC’ s experience in the acquisition of Kern
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River. Inthe 2000-2001 time frame, the California market was demanding
significant pipeline expansion to satisfy new gas-fueled el ectric generation
demand. In response to this demand, Kern executed firm transportation
agreements with new shippers to more than doubl e the existing capacity of the
pipeline. Many of these shippers, in turn, had existing downstream electric
generation obligations for electric service to help stabilize energy markets in the
western United States. The firm transportation contracts contemplated
completion of the pipeline expansion by May 2003, to coincide with the planned
completion of more than 5,000 MW of new electric generation, representing $3
billion in capital investment.

Unfortunately, the Williams Pipeline Company (“Williams”), then Kern's
owner, started to experience significant financial difficultiesjust one year after
execution of the agreements and within three months of having to finance
construction of the expansion. Williams saw their access to the capital markets
simply evaporate at this pivotal time. Williams then owned five interstate
pipeline companies, and Kern was considered the best asset of the group. Yet,
Kern was the first pipeline sold, because Williams would have been unable to
secure the financing to compl ete the expansion project. Such afailureto
complete the project would have prolonged the extreme price volatility in western
gas and electric markets and likely have caused litigation from shippers expecting
service under their firm transportation contracts.

MEHC bought Kern in March 2002, relieving Williams of the need to

undertake an eighteen month, $1.26 billion capital expansion project. Under
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MEHC’ s ownership, Kern obtained attractive financing, finished the expansion
project on time and under budget, and is now receiving a reasonable return on this
investment. Completion of that project was the key to Kern’s regulatory and
customer commitments and current financial performance.

Can you provide another example?

Yes. MEHC acquired Northern Natural Gas in August 2002, and within eight
months there were four major incidents that revealed the Northern system had, in
the past, suffered from alack of investment. Theincidentswere asfollows: (1) a
rupture of aliquid separator at awell sitein astorage field in Kansas; (2) a
pipeline rupture in Minnesota; (3) a compression building explosion in Kansas,
and (4) acompression building explosion in Texas. From the diverse locations, it
was apparent the problem was widespread.

Northern’s management, working with MEHC'’ s |eadership team,
fashioned arecovery program featuring eleven “integrity initiatives’ which were
designed to restore integrity to, and confidence in, the Northern system. One
example was our internal corrosion inspection initiative that focused on those
places in the Northern system of low or no flowing gas. At these points, with the
wrong combination of gas quality, thereis a greater likelihood of dangerous
corrosion. Northern'sinitiative required that it excavate the vast mgority of the
system’s 3,600 locations of low- or no-flowing gas and then perform inspections,
including ultrasonic testing, for problems. Another initiative required a top-to-
bottom review of Northern’s engineering standards and operating procedures.

In all, Northern spent over $50 million on the eleven initiatives over the
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2003-2004 timeframe. Of this amount, Northern invested over $28 millionin
capital projects and incurred over $22 million in operating expenditures as part of
theseinitiatives. The results have been very encouraging. No further major
incidents have occurred, and ongoing programs have arisen out of the eleven
initiatives. The expectation is that Northern will not repeat the experience of the
2002-2003 timeframe. Realizing this expectation isimportant to Northern’s
earnings potential, as a poor safety record yields customer dissatisfaction, revenue

loss, and litigation expenses and | osses.

Conclusion

What do you conclude with respect to the proposed transaction?

MEHC’ s proposed acquisition of PacifiCorp represents aremarkable strategic fit
between MEHC, which is uniquely poised to make significant cost-effective
capital investment in the energy industry, and PacifiCorp, which is facing the
need for huge energy infrastructure investments in order to continue to meet the
demands and expectations of its electric customers.

In the testimony of MEHC'’ s witnesses, we have offered more than 60
commitments to the customers and states served by PacifiCorp. Included in these
commitments are reductions in PacifiCorp’ s costs totaling more than $36 million
over five years and more than $75 million over alonger period. MEHC
shareholders will also absorb $1 million of costs of a system-wide DSM study. In
addition to these readily quantifiable benefits, MEHC is committing to $1.3
billion of infrastructure investment in PacifiCorp’s system.

MEHC looks forward to being able to invest in the future of PacifiCorp,
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focusing upon our identified objectives of customer satisfaction, reliable service,
employee safety, environmental stewardship and regulatory/legidlative credibility.
MEHC has demonstrated in its application and its testimony that it is committed
to extending customer service standards and performance guarantees, investing to
improve transmission and distribution reliability and import capability, investing
to enhance wind power development, investing to reduce emissions from coal
plants, and furthering DSM. We will continue our emphasis on employee safety.
We will do al this while maintaining our focus upon exceeding customer
expectations. Lastly, but perhaps most importantly, we believe that regulators and
legislators in the states MEHC currently is privileged to serve will agree that
perhaps MEHC' s most valuable asset is the integrity it hasin its relationships
with all of its stakeholders.

We believe thisiswhat PacifiCorp’s customers, employees and
communities deserve and require. Thistransaction isin the interest of PacifiCorp,
its customers, employees and the public.

Doesthis conclude your testimony?

Yes, it does.
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MidAmerican Energy Holdings Company and
PacifiCorp New Commitments
. 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 improvementst:

o] Path C Upgrade (~$78 million) — Increase Path C capacity by 300
MW (from S.E. Idaho to Northern Utah). This project:

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

. facilitates the delivery of power from wind projectsin
Idaho, and

. provides PacifiCorp with greater flexibility and the

opportunity to consider additional options regarding
planned generation capacity additions.

o] Mona - Oquirrh (~$196 million) — Increase the import capability
from Monainto 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
DCtie. Thisproject:

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

" facilitates the acceptance of renewable resources, and

. enhances further system optimization since it enables the

further purchase or exchange of seasonal resources from
parties capable of delivering to Mona.
o] WallaWalla - Yakimaor Mid-C (~$88 million) — Establish a
link between the “WallaWallabubble” and the *Y akima bubble’
and/or reinforce the link between the “Walla Walla bubble” and

1 While MEHC has immersed itself in the details of PacifiCorp’s business activitiesin the short
time since the announcement of the transaction, it is possible that upon further review a particular
investment might not be cost-effective or optimal for customers. If that should occur, MEHC pledgesto
propose an alternative to the Commission with a comparable benefit.
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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
regiona environment.

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

o] investment in the Asset Risk Program of $75 million over the three
years, 2007-2009,
o] investment in local transmission risk projects across al states of

$69 million over eight years after the close of the transaction,

o] 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

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

MEHC and PacifiCorp will also support the Bonneville Power
Administration in its development of short-term products such as
conditional firm and redispatch products. PacifiCorp will aso initiate a
process to collaboratively design similar products at PacifiCorp.

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 yearsit will demonstrate that PacifiCorp’sincremental
long-term debt issuances will be at ayield ten basis points below its
similarly rated peers. If it isunsuccessful in demonstrating that PacifiCorp
has done so, PacifiCorp will accept up to aten (10) basis point reduction
to theyield 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. Itis
projected that this benefit will yield avalue roughly equal to $6.3 million
over the post-acquisition five-year period. MEHC witness Goodman will
testify regarding this benefit in greater detail.

Corporate Overhead Charges:. MEHC commits that the corporate
charges to PacifiCorp from the service company and MEC will not exceed
$9 million annually for a period of five years after the closing on the
proposed transaction. (In FY 2006, ScottishPower’ s net cross-chargesto
PacifiCorp are projected to be $15 million.) MEHC witness Specketer
testifies regarding this benefit in greater detail.
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Future Generation Options. In Exhibit PPL/301, 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 RFPs --including
renewable energy RFPs --a 100 MW or more utility “own/operate”
proposal for the particular resource. It is not the intent or objective that
such proposals 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
aternatives. In 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.

Renewable Energy: MEHC reaffirms PacifiCorp's commitment to
acquire 1400 MW of new cost-effective renewable resources, representing
approximately 7% of PacifiCorp'sload. 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-
Wallaand 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
wind energy in PacifiCorp’s service area.

In addition, MEHC and PPW commit to work constructively with states to
implement renewabl e energy action plans so as to enable achievement of
PacifiCorp’s 1400 MW commitment.

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

Greenhouse Gas Emission Reduction: MEHC and PacifiCorp commit
to participate in the Environmental Protection Agency’s SFg Emission
Reduction Partnership for Electric Power Systems. Sulfur hexafluoride
(SFe) isahighly potent greenhouse gas used in the electric industry for
insulation and current interruption in electric transmission and distribution
equipment. Over a100-year period, SFg is 23,900 times more effective at
trapping infrared radiation than an equivalent amount of CO,, making it
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the most highly potent, known greenhouse gas. Sk isaso avery stable
chemical, with an atmospheric lifetime of 3,200 years. Asthegasis
emitted, it accumulates in the atmosphere in an essentially un-degraded
state for many centuries. Thus, arelatively small amount of SFg can have
asignificant impact on global climate change. Through its participation in
the SFs partnership, PacifiCorp will commit to an appropriate SFg
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 gasloss alone. Use of improved SFg
equipment and management practices helps protect system reliability and
efficiency.

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 acost of approximately $812 million. These investments would
commence as soon as feasible after the close of the transaction. 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 asignificant decrease in the emissions rate of
PacifiCorp’s coal-fueled generation fleet. The investmentsto which
MEHC is committing are expected to result in adecrease in the SO,
emissions rates of more than 50%, a decrease in the NO, emissions rates
of more than 40%, areduction in the mercury emissions rates of almost
40%, and no increase expected in the CO, emissions rate.

Energy Efficiency and DSM M anagement: 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. 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 one year after the closing on
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the transaction, and MEHC shareholders will absorb the first $1 million of
the costs of the study.

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.

Customer Service Standards: MEHC and PacifiCorp commit to extend,

through 2011, the commitment in Exhibit PPL/301 regarding customer
service guarantees and performance standards as established in each
jurisdiction, atwo-year extension.

Community | nvolvement 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.

Corporate Presence (All States): MEHC understands that having

adeguate 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 provision of reliable service and
cost-effective operations.

Utah Specific Commitments

o

PacifiCorp and MEHC commit to maintaining sufficient operations
and front line staffing to provide adequate and reliable servicein
recognition of the level of load and customer growth in Utah.
PacifiCorp and MEHC commit to increasing the number of
corporate and senior management positions in Utah to better reflect
the relative size of Utah’sretail 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.
PacifiCorp and MEHC will authorize the top management
personnel located in Utah to make decisions regarding
interpretation of customer service policies and tariffs pertaining to
Utah customers.

The Chairman of the Board of PacifiCorp and the President of
PacifiCorp will meet at least annually with the Utah Public Service
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Commission to discuss (1) corporate presence status, plans and
commitments, and (2) customer service issues.

Regional Transmission: MEHC recognizesthat 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.
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I ntroduction

Q. Please state your name and business addr ess.

A. My name is Judi Johansen, and my business address is 825 NE Multnomah St,
Suite 2000, Portland, OR 97232.

Q. By whom are you employed and in what capacity?
| am employed by PacifiCorp as CEO and President. | also serve on the Board of
Directors of Scottish Power plc (“ ScottishPower”).

Q. Please summarize your education and business experience.
| have abachelor’s degreein political science from Colorado State University and
alaw degree from Northwestern School of Law at Lewis & Clark Collegein
Portland, Oregon. | have over 15 years experience at an executive level within
the utility industry. Prior to joining PacifiCorp in December 2000, | was the
administrator and chief executive officer for Bonneville Power Administration
(BPA). Within BPA | served a number of different senior rolesincluding vice
president for generation supply with executive oversight of power supply,
scheduling, trading, short-term sales and federal and non-federal projects. In
addition to my roles at BPA, | have held the role of vice president of business
development with Avista Energy, was a partner in the law firm Gordon, Thomas
and Honeywell, and served as staff attorney for the Public Power Council, atrade
association of Northwest consumer-owned electric utilities.

Q. What position will you hold with PacifiCorp after the transaction is closed?

| will be the President of PacifiCorp.

Direct Testimony of Judi A. Johansen
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Summary of Testimony

Q.

A.

What isthe purpose of your direct testimony in this proceeding?

The purpose of my testimony is to provide a broad overview of PacifiCorp's
business activities, to briefly discuss why ScottishPower is selling PacifiCorp to
MidAmerican Energy Holdings Company (“MEHC") and to explain why
PacifiCorp supports the proposed acquisition by MEHC as serving the public

interest.

Overview

Please describe the nature of PacifiCorp's business.

PacifiCorp is an integrated, investor-owned public utility providing electric
service to customersin California, Idaho, Oregon, Utah, Washington and
Wyoming. PacifiCorp is awholly-owned subsidiary of ScottishPower whichis
headquartered in Glasgow, Scotland.

I s ScottishPower selling PacifiCor p as a consequence of poor operational
performance?

No. Since the completion of the merger in 1999, and sticking closely to a strategy
of focusing on the core regulatory business, PacifiCorp has steadily improved its
operational performance.

Could you provide some examples of these operational improvements?

Yes. Since the merger we have made steady progressin a number of areas
including customer service, the environment, safety, asset performance, and risk

management.

Direct Testimony of Judi A. Johansen
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Please describe the customer service improvements.

With respect to customer service, one of the primary standards by which we judge
call center performance is the service measure that deals with answering calls
within a specified number of seconds. We have verified that our targeted
performance of 80 percent of calls answered within 30 seconds remains at the
highest end of service levels provided by other U.S. electric utilities.

Since the 1999 merger, our Customer Guarantee Program has been highly
successful in backing our service to customers with apromiseto pay. The
guarantees highlight key areas of day-to-day performance such as restoration of
power, new service connection, investigation of bill or meter problems, providing
notice of planned interruptions and keeping appointments. During 2004/5, with
approximately 3 million opportunities to serve customers annually under our
guarantee program we succeeded 99.9 percent of the time in meeting our
commitments.

Our commitment to service was a so recognized recently when, for the second
year in arow, we were awarded first placein a TQS survey of large electric
customers.
Please describe the Company’ s environmental record.
With regard to the environment, and with the support and guidance given to us by
our Environmental Forum, we have:

* implemented environmental management systems at our owned plants;

» commenced an emissions abatement project at the Huntington #2 plant

that, when fully operational in 2007, will reduce emissions of sulfur

Direct Testimony of Judi A. Johansen
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dioxide by 95 percent, particul ate emissions by 80 percent, and emissions
of nitrogen oxide by 40 percent;
» signed up over 25,000 customers to purchase renewable power through
our Blue Sky program;
» pioneered the use of a carbon adder in resource procurement;
» added wind capacity of 108 MW and over 70 MW of DSM; and
» developed avian protection measures to reduce bird mortality.
In recognition of these achievements, we have recently won environmental
awards for our pricing programs, public-private partnerships and environmental
reports.
Please describe the Company’s record with respect to safety.
We have continued to improve our employee and public safety records.
Underpinning this improvement has been the implementation of numerous new
initiatives including wellness programs, ergonomics training and improved
communications. Regarding public safety, the Associated Electric & Gas
Insurance Services (AEGIS) recently honored PacifiCorp by publicly recognizing
the company as atop tier performer.
Please describe the Company’ s oper ational perfor mance.
We have delivered our merger commitment of a 10 percent reduction in System
Average Interruption Frequency Index (SAIFI) and System Average Interruption
Duration Index (SAIDI), in some states a year early. This has been achieved
through initiatives such as the centralization of our asset management function

and the introduction of an asset risk and prioritization tool.

Direct Testimony of Judi A. Johansen
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Although we have seen increased levels of forced outages as our plants
continue to grow older, the overall equivalent availability performance of our
generation fleet remains high when compared to the rest of the sector. In addition,
our mining business continues to deliver some of the lowest cost coa inthe U.S
on adelivered basis.

Please describe the Company’srecord with respect to risk management.

With respect to risk management, and as part of a ScottishPower group-wide

program, we were one of the early adopters of a much stronger risk management

program. We continue to invest in systems, in particular in our commercial and

trading business, aimed at reducing our risk exposure within the commodity

markets.

Has PacifiCorp’sfinancial performance played a major rolein the decision

taken by ScottishPower to sell it to MEHC?

Yes. While PacifiCorp’s U.S. GAAP Earnings Before Interest and Tax (EBIT)

has shown steady growth since 2000-2001, amajor disappointment for

ScottishPower and its shareholders has been the inability of PacifiCorp to earn its

allowed return on equity. We believe thisis due to acombination of two main

iSsues:

. the negative impact of volatility in our fundamentals, primarily in the
areas of load, hydro and thermal availability; and

. an inability to match the growing cost of our capital investment program
with additional revenues generated through either general rate cases or

contributions from load growth.

Direct Testimony of Judi A. Johansen
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Q. Could you please explain the main investment requirementsfacing

PacifiCorp going forward?

A. Like many U.S. utilities, in the years ahead, PacifiCorp will face cost pressures

from the substantial new capital investment and forecast increases in operating

costs. These pressures fall within the following general aress:

addition of new generation and transmission to meet PacifiCorp’s resource

needs across both the East and West side of the network;

. replacement/maintenance of existing generation, transmission and
distribution assets that are reaching points of maturity, or even the end of
their operational lives;

. rising commodity costs (including oil, gas, coal and steel) caused by

global shiftsin supply and demand;

. replacement of low-cost, long-term wheeling and wholesale
purchases/sal es contracts,
. new environmental capital and operating costs linked to implementation of

clean air, hydro re-licensing and potential CO;, initiatives;
. rising pension and benefits costs; and
. attracting and retaining key skilled personnel combined with an aging
workforce.
Arethese costs solely attributableto system load growth?
No. A significant proportion of these cost increases result either from structural
shiftsin the variable cost to serve, (e.g., rising commodity costs/expiration of

wholesale contracts) or areincreases in fixed costs due to both the need to meet

Direct Testimony of Judi A. Johansen
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our environmental obligations and a requirement to replace a significant
proportion of our transmission and distribution assets that are reaching the end of
their operational lives.

What level of capital expenditurewill be needed to fund these issues?

We believe that at least $1 billion of capital expenditure per annum will need to
be invested in PacifiCorp going forward. When combined with the lag associated
with recovering rising operating costs within rates, we anticipate areduction in
cash availability that will restrict our ability to provide dividend growth, and
adequate shareholder returns, over the short to medium term.

What average state priceincreases areimplied by these cost increases?

We have already shared estimated cost projections with our states through our
Multi State Process. While we cannot fully predict the exact impacts (these
estimates are based on one forecast view of our future fundamenta curves), we
believe that PacifiCorp’ s rates, even taking into account revenue from load
growth, will haveto rise annually across al our jurisdictions by over 4 percent for
the foreseeable future.

How will this additional revenue requirement be recovered?

Irrespective of this transaction, PacifiCorp will need to evaluate all options on
how to improve our overall earned regulated returns. General rate cases remain
our current mechanism for recovering prudently incurred costs from customers.
However, we continue to examine other recovery mechanisms successfully
deployed by other companies and their commissions, such as Power Cost

Adjustment Mechanisms (PCAMSs) and approaches using Alternative Forms of

Direct Testimony of Judi A. Johansen
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Regulation (AFOR). Going forward, our intent will be to continue to work with
our key stakeholders to establish appropriate mechanisms that fairly balance risk
between customers and PacifiCorp while hel ping to provide rate certainty and
allowing us to fund our ongoing performance improvements.

How might these investment issues financially impact PacifiCorp under its
current ownership?

ScottishPower equity is predominately held by UK shareholders who value the
company on the basis of future dividend growth and a predictable, steady growth
in earnings. Although ScottishPower has the capacity to fund PacifiCorp’s
investment requirement going forward, having a predominately U.K. shareholder
base raises two significant challenges for ScottishPower:

» PacifiCorp’sinvestment program will continue to be a significant cash draw
on ScottishPower, reducing its ability to fund other, higher return business
opportunities and grow future dividends to shareholders; and

* U.K.investors, and its principal financial analysts, having experienced the
consequences of the power crisis and the recent revisions to PacifiCorp’s
earnings outlook, perceive a high level of risk with PacifiCorp.

Why is ScottishPower selling PacifiCorp to MEHC?

In November 2004, the ScottishPower Board of Directors commenced a strategic

review of PacifiCorp as aresult of its performance and the significant investment
it required in the immediate future. The review concluded that the scale and
timing of the capital investment required in PacifiCorp and the likely profile of

returns from that investment meant that shareholders best interests were served

Direct Testimony of Judi A. Johansen
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by the sale of PacifiCorp to MEHC on the terms and conditions contained in the

sal es purchase agreement.

What strategic advantage would MEHC offer PacifiCorp and its customers?

For specifics on the net customer benefits that will result from the transaction,

please refer to MEHC witness Abel’ stestimony. In general terms, however, |

believe MEHC provides advantages that include:

access to significant amounts of new capital that will be required to fund a
sustained investment cycle;

an ability to take alonger term view of the required risk adjusted return than a
typical electric utility equity investor; and

access to, while subject to market conditions, attractively priced debt resulting

from MEHC'’ s relationship with Berkshire Hathaway.

Why isthe proposed transaction in the public interest?

There are five key factorsthat | believe ensure that this transaction serves the

public interest:

ScottishPower has announced its intention to sell PacifiCorp. In contrast,
MEHC has communicated a business strategy of owning utility businesses for
thelong term. MEHC aready owns avertically integrated U.S. utility and
will support PacifiCorp's investment needs thereby allowing it to continue its
focus on customer service, safety and operational excellence;

MEHC' swillingness to invest, coupled with a solid track record in utility
operations, will help PacifiCorp maintain its relative low-cost competitive

position for customers in the face of its significant future investment needs;

Direct Testimony of Judi A. Johansen
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*  MEHC and PacifiCorp have very similar operating philosophies and
characteristics, which facilitates a smooth transition and long-term success
within the MEHC portfolio;

* MEHC fully supports PacifiCorp’s strategy of maintaining alocal presence
and the development of its business consistent with current policy and
practices; and

* MEHC intendsto retain PacifiCorp’s current management team. This team,
when combined with capabilities of MEHC, will be able to continue its track
record of operational improvements.

How have you reached these conclusions?

My conclusions are based upon MEHC'’ s track record of proven success and the

valuesit hasin common with PacifiCorp. MEHC has made considerable

investments at a reasonable cost to maintain and enhance the energy infrastructure
in the United States. Those investments recognize the importance of diverse
sources of eectricity including significant renewable resources and expenditures
for energy efficiency. We both value the importance of customer service as
evidenced by strong customer satisfaction results. We care deeply about the
safety of our employees through the ongoing safety training that is part of our
culture. We appreciate the responsibilities of regulators, and strive to keep them
informed. We both recognize the importance of respecting the environment in our

decision making process. Accordingly, | believe this transaction presents a

unique opportunity for PacifiCorp and isin the best interest of PacifiCorp’s

customers and key stakeholders.

Direct Testimony of Judi A. Johansen
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1 Q. Doesthis conclude your direct testimony?

2 A. Yes.

Direct Testimony of Judi A. Johansen
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I ntroduction

Please state your name and business addr ess.
My nameis Brent E. Gale. My business addressis 666 Grand Avenue, Suite
2600, Des Moines, lowa 50309.
By whom are you employed and in what position?
| am Senior Vice President, Legislation & Regulation, for MidAmerican Energy
Company (“MEC”), asubsidiary and business platform of MidAmerican Energy
Holdings Company (“MEHC").
Please describe the responsibilities of your current position.
My primary responsibilities for MEC include U.S. regulatory and legislative
strategic planning, state legislative relations, federal and state regulatory relations,
rates, regulated cost of service, rate design, utility acquisitions, representation of
MEC’ sinterest in North Americaregarding electric and gas industry
restructuring, and providing advice and assistance to MEHC regarding federal
legidative policy.
Please describe your background.
| received aB.A. degree from Drake University in 1972 and aJ.D. degree, also
from Drake, in 1976. After graduation | joined one of MEC’ s predecessor
companies, holding positions of attorney, general counsel and vice president-
general counsel. After the formation of MEC, | held the positions of vice
president-regulatory law & analysis and vice president-legislation & regulation.

| am licensed to practice law in all state courts of lowa, before the federal

court for the Southern District of 1llinois and before the District of Columbia
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Circuit. | am amember of the lowa State Bar Association, the EEI Legal
Committee, the EEI Energy Delivery and Public Policy Executive Advisory
Committee, the boards of the Illinois Energy Association, the Illinois Institute for
Regulatory Policy Studies, and the New Mexico State Center for Public Utilities.

During my career, | have spoken before numerous consumer, industry, and
national and international regulatory conferences, most recently upon the topics of
renewable energy, alternative regulation, electric restructuring, and generation
portfolio diversity.

| have also participated extensively in the negotiation and drafting of
electric and gas legidlation in several states and at the federal level. | have
previously testified before the lowa Utilities Board, Illinois Commerce

Commission and in the courts of lowaand Illinois.

Summary of Testimony
Q. What isthe purpose of your direct testimony in this proceeding?
A. The purpose of my testimony is as follows:

» to provide evidence that the transaction will be in the public interest and to
sponsor some of the commitments that are being offered to protect the
interests of consumers;

» toidentify the similarities between PacifiCorp and MEC,;

» todiscussthe experience of MEC as evidence of how aregulated utility can
be expected to operate as a subsidiary of MEHC; and

» todiscussthe various shareholder, state and federal approvals required for

completion of the transaction.

Direct Testimony of Brent E. Gale
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Please summarize your testimony.

My testimony provides evidence that the transaction isin the public interest and
will not harm the ability of PacifiCorp to provide adequate and reliable service to
its customersin all statesthat it is privileged to serve. This evidence includes the
pro-active offer by MEHC and PacifiCorp to adopt a uniform set of transaction
commitments based upon the commitmentsin al states from PacifiCorp’s prior
transaction. My testimony also includes a detailed discussion of MEC's
experience as an MEHC subsidiary and the similarities between MEC and

PacifiCorp.

The Transaction isin the Public | nter est

Q.

You have said that MEHC’ sacquisition of PacifiCorp will bein the public
interest and that commitmentswill be undertaken to ensurethat customers
areprotected. What isthe basisfor your statement?

My reasoning is based upon the following:

. As part of my testimony, MEHC and PacifiCorp will adopt a uniform set
of commitments that are based upon the commitments undertaken by
PacifiCorp as a part of the prior merger transaction; these uniform
commitments will be extended to all six states, not just the states that
requested a particular commitment in the previous PacifiCorp transaction.

. Also as part of my testimony, in recognition of the differences among the
states, MEHC and PacifiCorp will offer to continue severa state-specific
commitments undertaken by PacifiCorp in the previous transaction.

. As part of MEHC witness Mr. Abel’ s testimony, MEHC and PacifiCorp
will offer numerous new commitments involving generation options,
transmission investment, clean air investment, energy efficiency, customer
service and other important matters.

Direct Testimony of Brent E. Gale
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. PacifiCorp will become a separate business platform under MEHC, with
its own business plan, its own management, its own state policies, and the
responsibility for making decisions that achieve the objectives identified
in the testimony of MEHC witness Mr. Abdl (i.e., customer satisfaction,
reliable service, employee safety, environmental stewardship, and
regulatory/legidative credibility).

. The many similarities between MEC and PacifiCorp will facilitate an easy
transition of PacifiCorp as a separate subsidiary of MEHC.

. MEC’ s operations, as asubsidiary of MEHC, provide demonstrable
evidence that PacifiCorp will have the ability to continue its emphasis on
key utility performance areas such as. customer service; safety; integrated
resource planning; a balanced mix of generating resources, including
renewable generation; use of energy efficiency and demand-side
management (“DSM”); investment in environmental emission control
technology; and collaborative processes.

MECH and PacifiCorp Commitments

Q.
A.

Please explain the uniform set of commitmentsyou referenced.

MEHC and PacifiCorp have reviewed the commitments required by the six states
in the Scottish Power plc (“ ScottishPower”) transaction. We have also met with
numerous groups that may have an interest in this transaction and asked them to
identify the risks and concerns that they have at thistime.

Exhibit PPL/301 responds to the risks and concerns addressed in the
previous PacifiCorp transaction and to many of the risks and concerns that have
been raised in the meetings with interested groups. This Exhibit identifies
MEHC’ s and PacifiCorp’ s commitments to address these risks and concerns. The
new commitments sponsored by MEHC witness Mr. Abel address other concerns
expressed in the meetings with interested groups. MEHC and PacifiCorp propose
that the commitmentsin this Exhibit and those in MEHC witness Mr. Abel’s

Exhibit PPL/101, supersede prior commitments and apply upon the close of the

Direct Testimony of Brent E. Gale



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PPL/300
Gale/5

transaction.

Section | of Exhibit PPL/301 identifies commitments that address
customer service, regulatory oversight, financial integrity, revenue requirements
impact, the environment, communities, employees and planning. The
commitments in Section | will be applied uniformly to all six states. We are
applying these commitments uniformly to simplify administration for everyone
involved, including PacifiCorp, and to ensure equitable treatment of customersin
al six states. The pro-active adoption of these commitments by MEHC is
important evidence that there will be no harm to the public interest from the
transaction.

Moreover, MEHC believes the uniform application of the commitmentsin
Exhibit PPL/301 to all states also provides evidence of benefits from the
transaction. MEHC understands that no single state was previously provided all
of these commitments. Thus, with the uniform application of these commitments
in al states, each state will be receiving commitments that previously were not
applicableto it. In other words, each state is receiving new benefits and
protections for customers and the public.

While | am sponsoring all of the commitmentsin Exhibit PPL/301, MEHC
witnesses Mr. Goodman and Mr. Specketer in their testimony discuss some of the
regulatory oversight, revenue requirements and the financial commitmentsin
greater detail. The commitments that they discuss are identified in my Exhibit

PPL/301.
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Where do you address the state-specific commitmentsby MEHC and
PacifiCorp related to the prior transaction?

These state-specific commitments are in Section |1 of Exhibit PPL/301. These
commitments reflect MEHC’ s understanding of commitments previously made by
PacifiCorp that reflect unique or state-specific issues.

What isthe purpose of the provisionsin Section |11 of that Exhibit?

These are administrative provisions that previously applied in one or more states.
We believe these should be applied uniformly in all statesto simplify
administration and to ensure equitable application of the commitmentsin all

jurisdictions.

Similarities between PacifiCorp and MEC

Q.

Why do you believe the similarities between PacifiCorp and MEC provide
evidence that the proposed transaction will be in the public interest and not
harm the interests of consumers?

There are several reasons. First, the existence of these similarities means that
MEHC has experience with the types of issues and risks that confront PacifiCorp.
Second, the existence of the similarities means that MEC and PacifiCorp have
experiences and advice that can be shared to enable them to better pursue the
objectives of customer satisfaction, reliable service, employee safety,
environmental stewardship and regulatory/legislative credibility. Third, the
similarities suggest compatible corporate cultures that should facilitate
PacifiCorp’ s transition to a business platform of MEHC. Fourth, in meetings with

interested parties prior to the filing of this testimony, one of the most frequently
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offered comments was to the effect that it was one thing to “talk the talk” but

most were interested in whether PacifiCorp, under MEHC, would “walk the

wak.” MEC’ s operation as a business platform under MEHC provides

demonstrable evidence of how that company has “walked the walk.”

What are some of the similarities between PacifiCorp and MEC that you

deem significant?

The most significant of the similarities are as follows:

The utilities operate in contiguous states.

Wholesale transactions, interconnections and positive relationships with
non-jurisdictional (public power and cooperative) utilities are important to
the conduct and financia health of the business.

The presence of the non-jurisdictional utilities creates unique challenges
and opportunities for transmission planning, coordination and operation.
A demonstrable focus upon customer satisfaction is indicated by
independent survey results.

A willingness to utilize renewabl e energy technol ogies has been
demonstrated where the utilization is cost-effective for customers and
thereis an opportunity for afair return to shareholders.

A willingness to make significant investments in infrastructure
improvements has been demonstrated where the investments are cost-
effective for customers and there is an opportunity for afair return to
shareholders.

Investmentsin DSM and energy efficiency programs are made to the full
extent determined to be cost-effective by applicable state standards.
Collaborative processes are employed to develop environmental, DSM
and energy efficiency programs.

Low-sulfur, Western-basin coals are the only coals used for generation
and provide more than 80% of the energy serving bundled retail
customers.

Coal shipping options are the Burlington Northern and Union Pacific
railroads.

The delivered cost of coal is among the lowest in the United States.
Wind, natural gas and hydro are included in the regul ated generation
portfolio, with the percentage of wind capacity projected to comprise a
significant portion of the portfolio by 2010, if cost-effective.

There is a demonstrable commitment to employee safety.

Thereis aneed to plan for and deal with adverse weather conditions
impacting the reliability of the delivery systemsto the extent economical
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and practicable; such conditionsinclude ice, floods, tornados, storms and
Snow.

. Regulated delivery and electric supply services are provided in multiple
state jurisdictions, with at least one state having competitive retail electric
supply access.

. The economy of the service areais significantly tied to the land
(agriculture, forestry, and mining).

. On the whole, the area served has a comparatively low-density population
except for afew major population centers.

The maps attached to Exhibit PPL/302 provide some additional information

regarding the similarities.

MidAmerican Energy Company

Q. Please provide some historical background on MEC.

MEC and its predecessor corporations (e.g., lowa Power Inc., lowalllinois Gas

and Electric Company, lowa Public Service Company and their respective

predecessors) have electric servicein lowa, Illinois and South Dakota for
approximately 100 years. MEC isthe product of a merger between Midwest

Power Systems Inc. and lowa-lllinois Gas and Electric Company in 1995.

Midwest Power Systems Inc., in turn, was the result of a prior merger between

lowa Power Inc. and lowa Public Service Company1 in1992. In 1999, MEC was
acquired by CalEnergy Company Inc. (subsequently known as “MidAmerican
Energy Holdings Company” or “MEHC”), and in 2000, MEHC and an investor
group comprised of Berkshire Hathaway Inc, Walter Scott, Jr. (a director of

MEHC), David Sokol (Chairman and Chief Executive Officer of MEHC), and

1 The utilities' parent holding companies (non-registered, exempt holding companies),
lowa Resources Inc. and Midwest Energy Company, were previoudy merged in 1990 creating a
new holding company (also a non-registered, exempt holding company) called Midwest
Resources Inc.
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Greg Abel (President and Chief Operating Officer of MEHC), closed on a
definitive agreement and plan of merger whereby the investor group, together
with certain of Mr. Scott’ s family members and family trusts and corporations,
acquired all of the outstanding common stock of MEHC.
Where and how does MEC provide electric service?
MEC provides electric service in lowa, lllinois and South Dakota, and isthe
largest utility in lowa. It provides service to more than 690,000 electric
customers and more than 670,000 natural gas customersin a 10,600 square-mile
area from Sioux Falls, South Dakotato the Quad Cities area of lowa and Illinois.
The largest communities served by MidAmerican are Des Moines, Cedar Rapids,
Sioux City, Waterloo, lowa City and Council Bluffs, lowa; the Quad Cities area
of lowaand Illinois; and Sioux Falls, South Dakota. | have provided a map of the
areas served by MEC in my Exhibit PPL/302.

After MEC’s 360.5 MW wind project is completed in 2005, and its 790
MW Council Bluffs Energy Center Unit No. 4 is aso completed in 2007, the
company will meet the needs of its electric customers with more than 6,100
megawatts of generating capability: approximately 59 percent fueled by coal; 26
percent by natural gas and oil; 8 percent by wind, hydroel ectric and biomass; and
7 percent by nuclear. MEC has majority ownership in four of the fivejointly-
owned coal-fueled generating stations in lowa, and a forty percent ownership in
the fifth. Exhibit PPL/303 shows the locations of MEC’ s base-load generating
facilities. In Exhibit PPL/304, | have provided some basic facts and figures

related to MEC'’ s performance.
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Customer Service

Q.

Would it bereasonablefor the Commission to expect no diminution in
PacifiCorp’s performancein the area of customer service as a consequence of
the transaction?

Based on MEC' s experience, the transaction will not diminish PacifiCorp’s
performancein thisarea. MEC has a strong track record of success in satisfying
its customers. In both 2004 and 2005, MEC'’ s electric business customers ranked
MEC first in the Midwest for overall customer satisfaction, according to the J.D.
Power and Associates study. In 2004, the J. D. Power and Associates residential
electric study results placed MEC in atiefor first place in the Midwest on overall
customer satisfaction, and the residential gas study placed MEC in atie for second
place in the Midwest on overall customer satisfaction.

The following performance factors were included in the respective
customer satisfaction studies: Communications with Customers (Business Study);
Power Quality and Reliability (Business and Residential Studies); Billing and
Payment (Business and Residential Studies); Customer Service (Business and
Residentia Studies); Company Image (Business and Residential Studies); Price
(Business Study); and Price and Value (Residential Study).

Please describe MEC’ srelationship with its major customer stakeholders.
Our largest 800 customers are assigned energy consultants who are capabl e of
assisting customers with unique needs such as energy efficiency, power quality,
gas transportation and metering. MEC’ s interruptible credit program, which

offers customers an opportunity to achieve price reductions, has been popular
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among larger customers, with 197 MW of load control currently enrolled. MEC
also works constructively with its largest customers to ensure the rates they pay
are based on their costs of service and appropriately reflect any benefits that the
customers bring to the retail system (e.g., interruptibility, co-generation). In
2004, our large commercial and industrial customers rated us second in the nation

on overall customer satisfaction in the TQS Research Inc. study.

Energy Efficiency and DSM

Q.

Please discuss M EC’ s experience with ener gy efficiency programs and DSM
programs.

MEC and its predecessors have offered cost-effective, energy efficiency and DSM
programsin lowa for more than fifteen (15) years. MEC is represented on the
boards of the Consortium for Energy Efficiency and the Peak Load Management
Alliance and is amember of the Midwest Energy Efficiency Alliance. Similar to
PacifiCorp, MEC has received numerous state and federal awards for its
programs. MEC estimates that customer demand has been reduced by some 220
MW through DSM programs and some 180 MW from energy efficiency
programs. Further, customer annual energy requirements have been reduced by
some 500,000 MWh as aresult of the DSM and energy efficiency programs.
These impacts are taken into account in MEC’ s resource planning analyses.

Does MEC have state approved ener gy efficiency plans?

Yes. MEC's plans are reviewed and approved by lowaregulators, usualy every
three to five years. Through the review and approval process, the lowa regulators

determine which programs proposed by MEC meet the tests for cost-

Direct Testimony of Brent E. Gale



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PPL/300
Gale/12

effectiveness, as discussed below. MEC'’ s actual plan expenditures have
exceeded budget for several years due to the success of and demand for the
programs. For example, in 2004 MEC' s actual plan expenditures compared to
budgeted plan expenditures were $35.1 million (actual) and $31.3 million
(budgeted), respectively. In 2003, MEC' s actual versus budgeted expenditures
were $31.2 million versus $20.1 million, respectively. A comparison, on a
program-by-program basis, for these same years is provided in my Exhibit
PPL/305.

MEC utilizes a collaborative process to determine which energy efficiency
and DSM programs it will offer for consideration by regulators. The company’s
most recent collaborative process involved roughly a dozen different parties. In
order to be included in MEC' s plan, programs must pass a feasibility screening
process that incorporates a societal test. The societal test is an economic test that
compares the present value of the costs and the benefits over the useful life of an
energy efficiency program or DSM program from a societal perspective.
Exceptions to the requirement to pass the cost-benefit tests are provided by rule
for low-income and tree-planting programs. MEC’s plans have included all
programs that were identified as feasible and cost effective.

You mentioned MEC’slowa programs. What about Illinoisand South
Dakota?

These states previously have not been as interested as lowain energy efficiency
and DSM programs being offered by regulated utilities. However, that may

changein Illinois as regulators, at the Governor’s request, are considering
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whether to allow such programs. MEC is an active participant in the lllinois
process and is encouraging the state to alow it to extend its lowa programs to

[1linois consumers.

Environmental Actions

Q.

What has been the experience of MEHC and M EC regarding environmental
stewardship?

MEHC is committed to responsible stewardship of the environment and, in 2000,
adopted a policy of “Environmental RESPECT” that guides its corporate
commitment to the environment. MEHC isaworld leader in geothermal energy
development and believes that good environmental management is a good
business practice. Once again thisisrevealed in MEC’ s performance.

Does MEC have a plan to address future air emission reduction
requirements?

Yes. MEC in 2001 helped the state of 1owa develop and adopt an energy and
environmental policy reflected in House File 577. Pursuant to that law, regulated
utilities such as MEC develop, through a collaborative process, a multi-year plan
and budget for managing regulated emissions from their coal-fueled facilitiesin a
cost-effective manner. Mandatory participants in the review and approval process
for that plan and budget are the lowa Utilities Board, the lowa Office of
Consumer Advocate and the lowa Department of Natural Resources. To be
approved, the plan and budget must: (1) meet applicable state environmental
requirements; (2) be expected to achieve cost-effective compliance with

applicable state environmental requirements and federal ambient air quality
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standards; and (3) reasonably balance costs, environmental requirements,
economic development potential, and reliability of the electric generation and
transmission systems. The state agencies concerned with environmental matters
and utility rates are involved in the collaborative process with the result that the
reasonabl eness and prudence of the environmental plan is determined prior to its
implementation.

Does MEC have an approved environmental plan?

Yes. MEC filed itsfirst multi-year environmental plan and budget with the lowa
Utilities Board and the lowa Department of Natural Resourcesin April 2002.
That plan addressed MEC’ s projected air emission reductions considering
legidative and regulatory proposals at the time, and described a coordinated long-
range plan to achieve those air emissions reductions. The plan proposed specific
actions to be taken at each MEC coal-fueled facility and related costs and timing
for each action through the year 2010. The lowa Utilities Board approved the
plan on July 17, 2003, covering the period April 1, 2002 to April 1, 2004, and
adopted a process to review the plan every two years. MEC filed its most recent
plan on April 1, 2004, and that plan was approved by the lowa Utilities Board on
October 4, 2004. This plan covers the period from April 1, 2004 through
December 31, 2006.

Did the plan approved by the lowa Utilities Board include the addition of
emissions controls?

Yes. MEC's approved initial plan (2002 — 2004) called for installing six neural

networks at Council Bluffs Energy Center Unit No. 3, George Neal Energy Center
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Unit Nos. 1-4, and Riverside Generating Station Unit No. 5 during the period
ending March 31, 2004. All six neura networks were installed during the 2002-
2004 plan period. The current approved plan (2004-2006) continues the addition
of NOx controls with the installation of low NOx burners and overfire air at
Council Bluffs Energy Center Unit Nos. 1-3, George Neal Energy Center Unit
Nos. 1-4, and Louisa Generating Station. Low NOx burners have been installed
so far at the Neal 3 and Louisa units, with work continuing on the remaining units
through 2007.

WasMEC required to make thesereductionsin NOx emissions?

No. MEC has voluntarily moved forward to reduce the NOx emissions from its
facilities. Doing so voluntarily, in advance of required reductions, affords MEC
the advantages of (1) being able to appropriately plan the installation of
equipment during the respective units' normal outage time and duration; (2)
achieving cost savings by aggregating the projects into a single contract to take
advantage of volume discounts; and (3) achieving NOx reductions earlier,
allowing impacted states to begin realizing benefits sooner than ajust-in-time
installation would provide.

Will these voluntary NOy reductions make a significant differencein the
MEC NOx emissions?

Yes. Prior to this voluntary initiative, the MEC coal-fueled facilities had an
average rate of NOx emissions of 0.41 Ibs/fmmbtu. By the latter part of 2007,
with the completion of the low NOx burner installations, MEC is projected to be

at an average NOyx emissions rate from the coal-fired facilities of 0.21 |bs/mmbtu.
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Thisis a49 percent reduction in NOx emissions that will benefit all impacted
states.

In addition to the NOx controls, do you anticipate any near-term reductions
in SO, and mercury?

Yes. MEC has analyzed the Clean Air Interstate and Clean Air Mercury rules as
promulgated by EPA, and MEC will seek approval in July 2005 for an
environmental plan that includes the installation of a scrubber and baghouse at
Louisa Generating Station. In addition, in 2003 MEC was the first company to
commit to theinstallation of an activated carbon injection system for the control
of emissions at the new Council Bluffs Energy Center Unit No. 4, whichis
scheduled to come on-line in June 2007.

Do you anticipate seeking approval for additional emission controlsasa part
of the environmental plan process?

Yes. Although compliance with the reduction requirements can be achieved by
installing controls or meeting the emission reduction obligations by obtaining
sufficient allowances to cover the annual emissions or some combination of the
two compliance mechanisms, | anticipate that MEC as a part of the environmental
planning process will seek approval for significant investments in controls
between now and 2018.

I sequivalent environmental planning required of MEC in other stateswhere
it provides service?

There are no equivalent requirements in MEC’ s other states, but all impacted

states benefit from MEC’ s lowa-approved environmental activities.
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Renewable Generation

Q.

How do you expect the transaction to affect PacifiCorp’s commitment to
renewable generation resour ces?

| expect that PacifiCorp’s commitment in this areawill be undiminished and
perhaps even strengthened by MEC'’ s experience with owning and operating wind
energy facilitiesand MEHC' s experience owning and operating geothermal
facilities. MEHC and MEC are leaders in the ownership of renewabl e resources,
particularly geothermal (MEHC) and wind in aregulated portfolio (MEC).

How much geother mal generation does MEHC own?

Worldwide, MEHC has 14 geothermal facilitiesin California and the Philippines.
It a'so owns and operates an innovative hydro-electric and irrigation project in the
Philippines and is evaluating the development of one of the largest geothermal
projects (215 MW) in theworld in California.

What isMEC’s experience with wind and renewable resour ces?

MEC isin the midst of constructing a360.5 MW wind project, one of the largest
land-based wind projectsin the world. This project was undertaken without a
state mandate. The project will occupy two sitesin lowato obtain wind resource
diversity. In 2004, MEC placed 160.5 MW of the project into service, and
another 200 MW will be placed into service by the end of 2005. The sites were
developed in coordination with two devel opers, enXco, Inc. and Clipper
Windpower Development Company, Inc. MEC owns and operates the project as
part of its regulated portfolio. The al-in cost of the wind energy, with the federal

production tax credit, is projected to be about three (3) cents per kWh over thellife
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of the facilities.

In addition, MEC purchases or owns another 127.6 MW of capacity from
renewable energy sources, including: wind (112.5 MW purchased capacity),
hydro (3.6 MW of owned capacity), and biomass (11.5 MW of purchased
capacity). MEC and another utility are a'so owners of Ottumwa Generating
Station where supplementing Powder River Basin coa with switch grassis being
tested.

Once MEC’ swind farm construction is completed, and after completion
of its new Council Bluffs Energy Center Unit No. 4, renewable energy in MEC’s
generation portfolio will equal approximately 8 percent of nameplate capacity and
5 percent of energy production, assuming a 34 percent annual average capacity

factor at the MEC-owned wind project.

Resour ce Selection

Q.

Based on MEC’ s experience, how can the transaction be expected to affect
PacifiCorp’sresour ce planning process?
MEHC expectsits energy business platforms to follow the planning method
preferred in the states where it operates. Obvioudly, there are limitations to such
an approach. For instance, if the preferred resource planning methods, state-to-
state, become so incompatible as to make efficient resource planning infeasible,
some effort would need to be undertaken to harmonize the various methodol ogies.
| have some familiarity with PacifiCorp’s resource planning process, and |
am aware that it has received acclaim for its level of stakeholder input.

PacifiCorp’s process is recognized as a good, sound approach to resource
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planning. MEHC supports PacifiCorp’s continued use of this processfor its state
jurisdictions.

Do MEHC and MEC prefer onevariety of generation resour ce above other s?
No. Inrecent years, MEHC business platforms have invested in a broad range of
generation technologies, including coal, gas, geothermal and wind. As explained
below, MEC is completing its investments in gas combined-cycle generation,
super-critical western-coal-fired generation and wind generation, all pursuant to a
state policy encouraging a diverse portfolio of generation. MEC aso utilizes the
wholesale market when prudent and cost-effective, as demonstrated by its multi-
year power purchase agreements (e.g., a 250 MW purchase from the Nebraska
Public Power District).

Does MEC utilize integrated resour ce planning?

Yes, inlowa. Asl havetedtified, energy efficiency and DSM programs are
reviewed and approved by the lowa Utilities Board. All programs determined to
be cost-effective must be implemented before supply options are considered. The
supply options are reviewed in separate siting and rate-making principles
proceedings before commencement of construction. Integrated planning occursin
the sense that supply options are only considered after taking into account the
effects of the utility’ s energy efficiency and DSM programs. | recognize,
however, that there are varying degrees of integration used in different
jurisdictions within the United States, and the meaning of “integrated resource

planning” may vary significantly.
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Generation and Transmission Operations

Q.

Please provide someinsight into MEHC’ s philosophy regar ding operation of
a utility’ s generation facilities.
Again, | will point to our experience at MEC. MEC has decades of experience
operating traditional generation facilities and owning such facilities jointly with
other utilities, including investor-owned, municipal and cooperative utilities.
Refer for example to Exhibit PPL/306. MEC has some of the lowest cost coal-
fueled plantsin the nation. Power magazine, a publication for the electric
generation industry, recently named MEC’ s lowa-based el ectric plants among the
best in the nation. Power annually ranks the country’s top plants, and MEC had
four among the top 22 coal-fueled plantsin the category of lowest-cost producers.
MEC’ s experience in cooperative relationships with other utilities, public
and private, and in the safe and efficient operation of base-load generating plants
matches well with that of PacifiCorp. Again, our MEC experience attests to the
fact that MEHC' s ownership of PacifiCorp will result in a continuation of the
good practices for which PacifiCorp is known.
Has MEC invested in nuclear generation?
By virtue of a predecessor corporation’sinvestment, MEC has a 25 percent
ownership interest in both units at Quad Cities Nuclear Power Station, for a total
of 437 MW of accredited capacity. The units are operated by the owner of the
remaining 75 percent of the units, Exelon Generation Company, LLC (“Exelon”).
In 2004, Exelon obtained license renewal s from the Nuclear Regulatory

Commission, permitting operation of both Quad Cities units through December
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14, 2032. These two units represent MEC’ s only ownership interest in nuclear
generation.

Will PacifiCorp be exposed to any additional risk asa consequence of MEC’s
owner ship of nuclear facilitiesand nuclear decommissioning obligation?
No. MEC isring-fenced. PacifiCorp will be ring-fenced as well.

PacifiCorp will need to construct transmission infrastructureaswell as
generation infrastructure. What doesMEHC’strack record suggest with
respect to such endeavors?

MEHC has recent experience with the construction of transmission facilities
through its MEC operations. This experience demonstrates a commitment to
working well with regulators and the public in siting and locating vital
transmission assets. | believe thisto be consistent with PacifiCorp’s approach.
Pleaserelate MEC’ srecent experience with transmission.

MEC has decades of experience operating its transmission system. Again, MEC
jointly owns many such facilities with other utilities, both investor-owned and
publicly-owned. Most recently, MEC obtained franchise authority in December
2004 to construct a 122-mile, 345 kV transmission line to integrate its new
Council Bluffs Energy Center Unit No. 4 with the grid. The new generating plant
will bein servicein 2007; the transmission line is due to be in service in 2006.
The capital investment in the interconnection facilities and the system additions
totals approximately $170 million. The new line itself represents approximately
$128 million of investment. MEC was required to use eminent domain authority

with respect to only one landowner, having reached voluntary accommodations
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for over 430 easements required along the 122-mile route.

Regional Transmission Member ships

Q.

The Federal Energy Regulatory Commission continuesto promote over sight
of utility transmission by an independent entity. What hasMEHC’s
approach been with respect to this subject?

MEHC' s approach has been similar to that of PacifiCorp, in that both companies
efforts have focused upon trying to design solutions that accommodate private
and public utilities while balancing costs and benefits.

What has been MEC’s experience?

MEC' s approach has been one of caution. MEC has determined that existing
RTO membership options (e.g., MISO and PIM) have not been in the best
interests of its customers due to the costs of such membership and the penalties
for ending membership. Given the existence of numerous publicly-owned
utilitiesin lowaand states to the north and west of lowa, MEC is particularly
concerned that unless those entities are also participants, the potential benefits
will be limited.

MEC previously sought to address this concern by joining the effort to
create TRANSLIink, an independent transmission company that would encompass
both investor-owned and publicly-owned entities. Although the TRANSLink
proposal addressed many of the difficult issues surrounding regiona operation
and pricing of transmission, the Minnesota Public Service Commission and the
lowa Utilities Board in 2003 expressed concerns regarding costs and benefits.

The proposal was subsequently tabled. Since that time, MEC has continued to
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monitor potential costs and benefits of other alternatives. | will outline the current
aternative that MEC is pursuing in my testimony regarding regulatory approvals

for this transaction.

Regulatory Experience

Q.

Based on MEC’ s experience, what will MEHC owner ship mean for
PacifiCorp’sregulatory relationships?

Asreflected in MEC’ s relationships, MEHC seeks positive, constructive working
relationships with the regulators who monitor its utility operations. MEHC will
be committed to the same kind of relationships with PacifiCorp’ s regulators.
How isMEC’srelationship with its state regulator s?

MEC understands the role of the public utility commission and has decades of
successful experience working within the regulatory framework. MEC takes
seriously the need to maintain its regulatory credibility. For example, in lowa, the
company has worked very cooperatively and successfully within the regulatory
process. Through settlementsin the previous five years, MEC has sited and
received rate-making principles orders in advance of construction for roughly $2
billion in energy infrastructure and environmental investment.

What isMEC’sexperience with regulatory treatment of affiliates?

In lowa, MEC makes an annual filing that reflects its effiliate transactions in the
prior year. Thisfiling includes a copy of the written agreements that govern its
affiliate transactions. In Illinois, MEC isrequired to obtain prior approval of
affiliate transactions unless they fall within the “ordinary course of business’ or

other enumerated exemptions. For severa years, MEC has had an Intercompany
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Administrative Services Agreement (“lASA”) that governs the provision of
routine services between MEC and its affiliates. ThisIASA has been reviewed
and approved by lowa and Illinois regulators. MEHC witness Specketer provides
acopy of the IASA with histestimony and explains its operation.

On the whole, our experience with affiliate transactions has been
uncomplicated. | would note, however, that we have a pending proceeding in
Ilinois wherein the Illinois Commerce Commission staff examined MEHC' s
transfer of two new gas turbines to MEC in 2001 for the Greater Des Moines
Energy Center (“GDMEC”). MEC did not seek prior approval of the transaction
because MEC believed the law and regulations exempted the transaction from the
need for approval. A hearing examiner for the Illinois Commerce Commission
determined the exemption was not available. In an effort to resolve the matter
without further litigation, MEC has proposed to lowa and Illinois regulators that
the portion of GDMEC that would have been allocated to Illinois be allocated to
lowa. The lowa Office of Consumer Advocate supports this approach, and this

resolution is proceeding through the regulatory process.

Operationsin Stateswith Retail Access

Q.

PacifiCorp’sserviceterritory includes both a state that operates on a model
of competitive electric supply (“retail access’) and statesthat operateon a
model of traditional regulated electric service. Based on MEC’s experience,
how will thetransaction affect PacifiCorp’sview of thiskind of mixed service
area?

Based on MEC' s experience, the transaction should have no impact in that regard
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since MEC aso has experience serving in states with and without retail access.
MEHC and MEC support the right of a state to determine whether or not to
implement retail access.

Illinois has offered electric retail choice since 1999, following enactment
of alaw in 1997. Thus, MEC operates in two states (lowa and South Dakota) that
do not have electric retail access and one state (Ilinois) that does. This makes
MEC' s experience similar to PacifiCorp’sin that both utilities need to be able to
conduct their utility businesses in states with varying positions regarding retail
choice.

Has MEC been supportive of retail accessfor electric customers?

MEC has been supportive of retail accessin Illinois and participated in drafting
the 1997 restructuring legidlation in that state. Since the law’s passage, MEC has
supported several implementation measures designed to promote effective
competition in Illinois.

In lowa, MEC took aleadership rolein advancing retail access legislation,
but lowa elected not to pursue retail access. MEC' s response was to work with
lowa' s Governor, lawvmakers, regulators and consumers to develop an energy and
environmental policy for the state, using the regulatory model lowa prefers.
Again, MEHC expects its energy business platforms to operate on either model,

regulated or competitive, depending on the state' s preference.
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Serving Communities

Q.

What will MEHC’ s owner ship of PacifiCorp mean for the communities that
PacifiCorp serves?
Based on MEC' s experience, they can expect a continued focus on good service
and good corporate citizenship.
What efforts does MEC’sundertakein the area of community leader ship?
A key effort is MEC’s Community Contact Program, which relies on the
volunteer efforts of some 170 MEC employees who represent MEC in
approximately 225 communitiesin lowa, Illinois and South Dakota. These
employees advise MEC of community needs and represent MEC in the
community. Each of the 170 employees has asmall discretionary budget from
which grants are awarded in their communities. In addition, these employees
participate in community meetings (e.q., city council) and relay community needs
that MEC may be able to satisfy (e.9., moving poles, digging holes, providing in-
kind contributions to volunteer fire departments, sponsoring floats in community
parades, sponsoring local events, etc.). These 170 employees also provide MEC
support for community activities such aslocal environmental clean-up efforts and
tree planting projects on Earth Day and Arbor Day. They aso serve as channels
for communicating any community complaints about MEC’ s quality of service.
As aresult, the city councilsin these 225 communities know who to contact
regarding concerns with MEC.

MEC is also actively engaged in the annual United Way campaigns of the

twenty communities it serves that have such campaigns. MEC actively
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encourages its employees to contribute to such campaigns and matches employee
contributions dollar for dollar, up to a maximum value of $436,000. MEC also
promotes employee involvement in local Rotary, Chamber, Kiwanis and
economic development organizations.

In addition to MEHC' s corporate gift-matching program, MEHC
shareholders fund an innovative program called Global Days of Service. This
program encourages employees to volunteer time for charitable and educational
organizations through a shareholder contribution to the organizations based upon
employee hours volunteered. Employees simply keep track of the number of
hours spent in volunteer work for charitable groups [501(c)(3) IRS designation]
and for educational institutions worldwide. Employees submit aform listing the
number of hours (over eight) they have volunteered. At the end of the program
year, the shareholder contribution amount is divided among qualifying
organizations based upon the volunteer hours worked.

Does MEC support economic development in the communitiesit serves?

Yes. Refer to the lettersin Exhibit PPL/306 for examples of confirmation.

Delivery of Transaction Benefits

Q.

Please describe how you envision the delivery of the benefits of the
transaction to PacifiCorp customers.

MEHC expects the benefits of the transaction to be delivered to all customersin
all jurisdictions viarate case proceedings and using PacifiCorp’s recently

established multi-state allocation protocol when appropriate.
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What impact would the transaction have on the degree of regulatory
oversight this Commission has over PacifiCorp?

It would have no impact. The Commission will continue to exercise the same
degree of regulatory oversight over PacifiCorp as it does today.

Will MEHC offer rate credits, ratereductionsor rate freezesasa part of the
benefits of the proposed transaction?

No. We believe the demonstrable benefits of the transaction discussed in the
testimonies should be more than sufficient to satisfy the standards for the
acquisition.

Moreover, rate credits are simply a proxy for capturing the costs and
benefits of atransaction between rate proceedings. In the case of PacifiCorp,
such a proxy is unnecessary given the planned rate proceedings. These rate
proceedings will incorporate new investment into rate base and any cost
reductions in cost-of-service.

Finally, PacifiCorp is currently failing to earn its allowed return.
Providing rate credits, reductions or freezes under such conditions would simply
worsen PacifiCorp’s financial performance. This could precipitate ratings
downgrades and higher financing costs. Going forward, as PacifiCorp strengthens
the infrastructure, investment and rate treatment of that investment must be
implemented in amanner that isfair to customers, employees and shareholders.
What impact will the commitments made by MEHC and PacifiCorp have
upon therate increases projected by PacifiCorp?

We do not expect that the commitments that we are offering will cause an
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increase in the percentage discussed in PacifiCorp witness Johansen’ s testimony.

Please al so note the commitment, Revenue Requirements Impacts B, of Exhibit

PPL/301.

Review and Approval of the Transaction

Q. Please describe the variousreviews and/or approvals of the transaction that

MEHC anticipates.

A. Following are the shareholder and regulatory reviews anticipated with respect to

the proposed transaction:

approval of the shareholders of ScottishPower;

approval and/or waiver from the public utility commissions in the states of
Cdlifornia, Idaho, Oregon, Utah, Washington, and Wyoming;

approval of the transfer of the Trojan spent fuel storage license by the U.S.
Nuclear Regulatory Commission;

approval of the transfer of jurisdictional facilities by the Federal Energy
Regulatory Commission (“FERC”) under Section 203 of the Federal
Power Act;

approva by FERC of revisions to the open access transmission tariffs of
PacifiCorp and MEC and approval of their joint operating agreement
under Section 205 of the Federal Power Act;

authorization by the U.S. Securities and Exchange Commission (“SEC”)
of MEHC' s acquisition (and ScottishPower’s sale) of PacifiCorp;
authorization by the SEC to enable MEHC and its subsidiaries to operate

as aregistered holding company system and engage in ongoing financing

Direct Testimony of Brent E. Gale
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and investment activities and other transactions following registration of

MEHC as a public utility holding company under the federal Public Utility

Holding Company Act of 1935 (“PUHCA");

. review of the proposed transaction by the U.S. Department of Justice
under the Hart-Scott-Rodino Act; and

. approva by the Federal Communications Commission of the change of
control with respect to certain communication licenses held by PacifiCorp.

Isthistransaction contingent upon repeal of PUHCA?

No.

Do you expect the proposed acquisition to be authorized by the SEC under

PUHCA?

Yes. Based on discussions with SEC staff and the assessments of legal counsel,

we expect the transaction to be authorized by the SEC under the terms and

precedents of PUHCA. We believe we can demonstrate that the acquisition will

satisfy the standards under Section 10 of PUHCA that require a utility acquisition

to be for reasonable and fair consideration, to not unduly concentrate control of

public utilities, to not unduly complicate the capital structure of utility systems,

and to tend towards the development of an integrated public utility system.

The consideration for the transaction was the result of arms-length
bargaining. The acquisition does not create an unduly large utility company,
compared to many othersin the U.S,, particularly in terms of number of
customers served. The transaction does not result in a complicated capital

structure, since the capital structure is one already accepted for MEHC.
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How do you plan to satisfy PUHCA'srequirement that PacifiCorp and MEC
must be capable of interconnection and coordinated operations and be within
asingleareaor region?

Asdiscussed in MEHC witness Gust’ s testimony, the companies plan to obtain a
contract path that will permit them to transfer power between themselves. Mr.
Gust also explains the joint operating agreement that will allow coordinated
operations.

We believe the integrated system also will satisfy the so-called single area
or region requirement of PUHCA. The utilities operate in contiguous states, in
contrast to many approved and pending transactions involving PUHCA registered
holding companies. Refer to my Exhibit PPL/307. The PacifiCorp/MEC states
form aregion characterized by relatively low population density and local
economies tied to the land (agriculture, forestry, and mining). Theregionisaso
characterized by a preponderance of public power entities and large transmission
systemsrelative to load. See Exhibit PPL/302. There are other factors which
support our opinion, and these will be set forth in our SEC filing which will be
made available to the parties in this Docket.

If PUHCA isrepealed, will MEHC continueto pursuethe acquisition of a
transmission path between PacifiCorp and MEC?
MEHC would continue to pursue acquisition of atransmission path if it were

economically justified.
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How will the costs of the transmission services associated with the path be
treated by MEHC and PacifiCorp for ratemaking?

MEHC and PacifiCorp commit not to seek to include PacifiCorp’ s share of the
costs of the transmission services associated with the path in PacifiCorp’s rates
except to the extent that benefits to customers can be shown to offset the costs.
MEHC’sorganization as a registered holding company under PUHCA will
mark a changein MEHC’s status. Please explain the implications of this
changein statusfor PacifiCorp.

After the transaction, MEHC will be aregistered holding company, subject to the
full regulatory regime of PUHCA. MEHC will form a shared services company
(“ServCa”) that will perform a small number of management services for MEHC
subsidiaries. MEHC witness Specketer addresses the ServCo in greater detail in
his testimony. Otherwise, MEHC' s status as a registered holding company will
have minimal impact on PacifiCorp, which will operate as a stand-alone business

platform.

Market Monitor and Transmission Services Coordinator

Q.

Please describethe Market Monitor Proposal that MEHC has put forward in
connection with its proposed acquisition of PacifiCorp.

Under the proposal, MEC and PacifiCorp would each contract with a market
monitor to assure nondiscrimination in the management of each company’s
transmission systems commencing on the day of the closing of the acquisition. A
market monitor is an independent organization retained to review, on an after-the-

fact basis, transmission system operations necessary to ensure the transmission
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provider does not favor its wholesale merchant function or any energy affiliate.
The market monitor would review and report to the FERC on such matters as the

utility’ s performance of the following transmission functions:

. generation dispatch and potential impacts on constrained facilities,
. actionsto relieve constrained facilities,

. derating of transmission facilities, and

. ratings and other data used for total transfer capability calculations.

What arethe expected coststo PacifiCorp of the market monitor?

Bids for the market monitor services have not yet been solicited. However, we
estimate that the on-going costs to PacifiCorp will be about $200,000 annually.
Doesthe market monitor proposal impact the development of Grid West?
No. The efforts are complementary. For example, it is possible that some market
monitor services may be provided as an early service by Grid West. When Grid
West isfully operational it should obviate the need for a market monitor for
PacifiCorp, since Grid West would be providing non-discriminatory transmission
services to multiple parties including PacifiCorp.

Will Grid West also serve MEC?

No, at least not for the foreseeable future. Subject to regulatory approval, MEC is
planning to enter into a contract with an outsource provider of transmission
services to be known as the transmission service coordinator (“TSC”). The TSC
initially will administer or oversee only MEC’ s transmission assets. However,
MEC isworking with other utilities located to its west that currently are not part

of any regional transmission organization to consider having them aso use the
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TSC. Ultimately, the TSC may provide transmission services to an area abutting
that of Grid West. At such time, it may be appropriate to put into place a seams
agreement between the TSC and Grid West to enhance transmission system
coordination among transmission users in the states served by PacifiCorp and

MEC.

Proposed Schedule

Q.

When does MEHC expect to complete the process of obtaining all of the
foregoing approvalsand reviews?

We very much want to complete all of the state approvals by February 28, 2006,
in time to close on the transaction on or before March 31, 2006. Thisisan
important transaction for PacifiCorp customers, employees and communities. In
order to mitigate the ill effects of uncertainty and expedite the delivery of
important benefits, we respectfully request that the Commission act in a manner
that will facilitate an order by February 28, 2006.

Closing on that date will also facilitate the transition of PacifiCorp’s
financial reporting from afiscal year ending March 31 as used by Scottish Power
to acalendar fiscal year consistent with how MEHC companies report their
financial statements. Such calendar year reporting is aso consistent with
regulatory reporting, which should enable regulatorsto utilize asingle year’s
audited financial statements rather than have regulatory reporting span two fiscal
years.

In connection with this request, | would note that the SEC has told us that

it will not act in advance of approvals from the respective state public utility
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commissions. The SEC’s policy in this respect is founded on their desire to avoid
pressuring the states to act in a particular manner, to avoid rendering decisions on
theoretical transactions, and to avoid impacting share prices and value by having
an extended period between its approval and closing. Thus, | would respectfully
ask the Commission not to delay its ruling on the acquisition in the hope that the
SEC will rulefirst.

Q. Does this conclude your testimony?

Yes, it does.
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Exhibit PPL/301
Page 1 of 8
Gale

MEHC Adoption of ScottishPower’s Prior Commitments

Commitments Applicableto All Jurisdictions

Customer Service

A.

MEHC and PacifiCorp affirm the continuation of the existing customer
service guarantees and performance standards in each jurisdiction through
20009.

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.

Requlatory Oversight

A.

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, and 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.
(Witness Goodman)

MEHC and PacifiCorp will provide the Commission access to all books of
account, aswell asall documents, data, and records of their affiliated
interests, which pertain to transactions between PacifiCorp and its
affiliated interests. (Witness Goodman)

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.
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 reasonabl eness 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.
(Witness Specketer)

MEHC and PacifiCorp will comply with al existing Commission statutes
and regulations regarding affiliated interest transactions, including timely
filing of applications and reports. (Witness Specketer)

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. (Witness
Specketer)
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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 then-existing practice with respect to such
matters. (Witness Specketer)

PacifiCorp and MEHC will not assert in any future Commission

proceeding that the provisions of the Public Utility Holding Company Act

of 1935 or the related Ohio Power v FERC case preempt the

Commission’sjurisdiction over affiliated interest transactions and will

explicitly waive any such defense in those proceedings. In the event that

PUHCA isrepealed or modified, PacifiCorp and MEHC agree not to seek

any preemption under any subsequent modification or repeal of PUHCA.

(Witness Specketer)

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

foreign utilities) of MEHC and PacifiCorp following approval of the

transaction will be held in a separate company(ies) other than PacifiCorp,
the entity for utility operations. Ring-fencing provisions (i.e., measures
providing for separate financial and accounting treatment) will be
provided for each of these diversified activities, including but not limited
to provisions protecting the regulated utility from the liabilities or
financial distress of MEHC. This condition will not prohibit the holding
of diversified businesses. (Witness Goodman)

PacifiCorp or MEHC will notify the Commission subsequent to MEHC's

board approva and as soon as practicable following any public

announcement of: (1) any acquisition of aregulated or unregul ated
business representing 5 percent or more of the capitalization of MEHC; or

(2) the change in effective control or acquisition of any materia part or al

of PacifiCorp by any other firm, whether by merger, combination, transfer

of stock or assets.

Within 30 days of receiving all necessary state and federal regulatory

approvals of the final corporate and affiliate cost all ocation methodol ogy,

awritten document setting forth the final corporate and affiliate cost
methodology will be submitted to the Commission. On an on-going basis,
the Commission will also be notified of anticipated or mandated changes
to the corporate and affiliate cost alocation methodologies. (Witness

Specketer)

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:

@ 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 aready being
performed within PacifiCorp, and is reasonable and prudent.
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(b) Cost dlocations to PacifiCorp and its subsidiaries will be based on
generaly 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 will have in place time reporting systems adequate to
support the allocation 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 alocated 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.

() 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. (Witness
Specketer)

In the event PUHCA s repealed, MEHC/PacifiCorp will, within 60 days

of repeal, commence discussions with the Commission regarding any

impact of repeal on state regulation.

Financid Integrity

A.

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

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 afinal accounting of
these costs within 30 days of the accounting close. (Witness Goodman)
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. MEHC and PacifiCorp will not propose to recover the
acquisition premium in PacifiCorp’ s regulated retail rates; provided,
however, that if the Commission in arate order issued subsequent to the
closing of the transaction reduces PacifiCorp’ s retail revenue requirement
through the imputation of benefits (other than those benefits committed to
in this transaction) accruing from the acquisition company (PPW Holdings
LLC), or MEHC, MEHC and PacifiCorp will have the right to propose
upon rehearing and in subsequent cases a symmetrical adjustment to
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recognize the acquisition premium in retail revenue requirement. (Witness
Goodman)

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

PacifiCorp will not make any distribution to PPW Holdings LLC or
MEHC that will reduce PacifiCorp’s common equity capital below 40
percent of itstotal capital without Commission approval. PacifiCorp’s
total capital is defined as common equity, preferred equity and long-term
debt. Long-term debt is defined as debt with aterm of one year or more.
The Commission and PacifiCorp may reexamine this minimum common
equity percentage as financial conditions or accounting standards change,
and may request that it be adjusted. (Witness Goodman)

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. (Withess Goodman)
PacifiCorp will not, without the approval of the Commission, 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
regulated business of PacifiCorp as backing for any securities which
MEHC or its affiliates (but excluding PacifiCorp and its subsidiaries) may
issue. (Witness Goodman)

Revenue Requirement Impacts

A.

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.

MEHC and PacifiCorp guarantee that the customers of PacifiCorp will be
held harmlessiif the transaction between MEHC and PacifiCorp resultsin
a higher revenue requirement for PacifiCorp than if the transaction had not
occurred. However, this hold harmless provision shall not apply to
incremental costs associated with cost-effective investmentsin renewable
and thermal generation, energy efficiency programs, demand-side
management programs, environmental measures, and transmission and
distribution facilities approved by the Commission.
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Environment

PacifiCorp will continue its Blue Sky tariff offering in all states.

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

C. PacifiCorp will continue to have environmental management systemsin
place that are self-certified to ISO 14001 standards at all PacifiCorp
operated thermal generation plants.

Communities

A. MEHC will maintain the existing level of PacifiCorp’s community-related
contributions, both in terms of monetary and in-kind contributions.

B. MEHC will continue to consult with regional advisory boards to ensure
local perspectives are heard regarding community iSsues.

Employees

A. MEHC will honor existing labor contracts with all levels of staff.

B. MEHC and PacifiCorp will make no changes to employee benefit plans
for at least two (2) years following the effective date of the Stock Purchase
Aqgreement.

Planning

A. PacifiCorp will continue to produce Resource Plans every two years,
according to the then current schedule and the then current Commission
rules.

B. When acquiring new generation resourcesin excess of 100 MW,

PacifiCorp and MEHC will issue Requests for Proposals (RFPs) and
otherwise comply with state laws, regulations and orders that pertain to
procurement of new generation resources.
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State Specific Commitments

Utah

Customer Service

A. PacifiCorp will report call-handling results during wide-scal e outages
against average answer speeds, hold times and busy indications.

Regulatory Oversight

A. 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.

B. 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.

|daho

Customer Service

A. MEHC/PacifiCorp will continue to make a dedicated Irrigation Specialist
available in Rexburg and Shelley in the Idaho service territory. The
Irrigation Hotline will continue to be available daily from 7 AM to 7 PM,
with the number published in the phone directory.

B. Water Rights agreements will be abided by MEHC.

Oregon

Regulatory Oversight

A. 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 awaiver
of PacifiCorp’s or MEHC' sright to seek a protective order for the
information or to object to arequest as overbroad, unduly burdensome or
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outside the scope of the Commission’sjurisdiction. (2) Inthe 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.

Corporate Presence

A. The corporate headquarters of PacifiCorp will remain in Oregon.

Washington

Customer Service

A. MEHC and PacifiCorp agree that during the 15-day period to investigate
and report back to customers regarding billing and metering problems, it
will not take action by initiating collection remedies or disconnecting.

Wyoming

Customer Service

A. Penalties for noncompliance with performance standards and customer
guarantees that are not paid to customers will be paid to EnergyShare of
Wyoming.
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[1l.  Administrative Commitments

A.

Nothing in these acquisition commitments shall be interpreted as a waiver
of PacifiCorp’sor MEHC' srights to request confidential treatment for
information that is the subject of any commitments.

Unless otherwise specified by Commission regulations, the Commission
shall give MEHC and PacifiCorp written notification of any violation by
either company of the commitments made in this application. If such
failureis corrected within ten (10) business days for failure to file reports,
or five (5) business days for other violations, the Commission shall take
no action. 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, but
not both, as allowed under state laws and regulations.
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M EC Electric Operations Facts

Electric Operations (year-end 2004):

Total retail customers:
Iowa:

Illinois:

South Dakota:
Residential:

Small general service:
Large general service:
Other retail:

Average price per kilowatt-hour (residential)
Average price per kilowatt-hour (retail)

Average price per kilowatt-hour (industrial)
Average annual revenue per customer (residential)
Average annual revenue per customer (retail)

Accredited net generating capacity in MW
(owned)

Accredited net generating capacity in MW
(purchased)

Total accredited net generating capacity in MW
(owned and purchased)

Record summer peak load in MW - Aug. 20, 2003

697,611
609,725
84,166
3,720
602,218
81,047
1,302
13,044

$0.0860
$0.0613
$0.0404
$766
$1,579

4,481
416

4,897
3,935
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Plan Actual Variance % Variance
$ 2,062,141 $ 2,662,251 $ 600,110 29.10%
$ 1,072,360 $ 2,467,936 $ 1,395,576 130.14%
$ 882,434 $ 3,487,377 $ 2,604,943 295.20%
$ 529,099 $ 1,090,458 $ 561,359 106.10%
$ 2,518,061 $ 6,245,821 $ 3,727,760 148.04%
$ 1,252,543 $ 3,650,564 $ 2,398,021 191.45%
$ 231,425 $ 576,038 $ 344,613 148.91%
$ 97,761 $ 477,173 $ 379,412 388.10%
$ 261,428 $ 976,568 $ 715,140 273.55%
$ 8,203,775 $ 6,746,128 $ (1,457,647) -17.77%
$ 80,392 $ 368,461 $ 288,069 358.33%
$ 49,553 $ 828,978 $ 779,425 1572.91%
$ 1,382,870 $ 318 $ (1,382,552) -99.98%
$ 100,000 $ 243,707 $ 143,707 143.71%
$ 1,398,351 $ 1,425,153 $ 26,802 1.92%
$20,122,193 $31,246,931 $11,124,738 55.29%
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MidAmerican Energy Company
EEP-03-1 2004 Actual & Planned Spending
%
Plan Actual Variance Variance
$ 2,941,000 $ 2,911,490 $ (29,510) -1.00%
$ 3,295,000 $ 2,838,210 $ (456,790) -13.86%
$ 2,457,000 $ 2,874,890 $ 417,890 17.01%
$ 2,075,000 $ 1,368,728 $ (706,272) -34.04%
$ 4,132,000 $ 6,923,559 $ 2,791,559 67.56%
$ 3,885,000 $ 3,959,724 $ 74,724 1.92%
$ 1,350,000 $ 2,285,604 $ 935,604 69.30%
$ 400,000 $ 633,354 $ 233,354 58.34%
$ 6,685,000 $ 7,814,356 $ 1,129,356 16.89%
$ 645,000 $ 345,162 $ (299,838) -46.49%
$ 669,000 $ 407,275 $ (261,725) -39.12%
$ 939,000 $ 666,568 $ (272,432) -29.01%
$ 400,000 $ 503,991 $ 103,991 26.00%
$ 1,477,000 $ 1,607,859 $ 130,859 8.86%
$31,350,000 $35,140,770 $ 3,790,770 12.09%
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Nebraska Public Power District
“Always there when you need us”
W. 1, Fchirman
President & CEO

Phone (402) 563-5538
Fax (402) 563-5145
wijfehrm@nppd.com

May 24, 2005

Mr. David L. Sokol

Chairman and Chief Executive Qfficer
MidAmerican Energy Holdings Company
302 South 36™ Street, Suite 400

Omaha, Nebraska 68131-3845

Dear David:

Congratulations and best wishes regarding your recent announcement of the acquisition of
Pacificorp. NPPD appreciates the long-standing and positive relationship we have with

MidAmerican. MidAmerican’s willingness to work collaboratively with public power entities ql

the areas of transmission and generation planning and joint ownership are important to us.

We’re excited about the potential benefits the acquisition may provide, especially as it relates to
the opportunity to further develop a transmission model that can help address the critical issues

we face throughout our respective service areas, We look forward to working with your team in!

that regard.

Sincerely,

mhnnan

President & CEQ
Nebraska Public Power District

GENERAL OFFICE
1414 15th Street/ P.O. Box 499 / Columbus, NE 88602-0498
Telophone: (402) 584-8561 / Fax: (402) 563-5551
http:/Avww.nppd.com




CEDAR FALLS UTILITIES

The Power of Service.

May 26, 2005

Mr. David Sokol

Chairman and CEO

MidAmerican Energy Holdings Company
302 South 36" Street, Suite 400

Omaha, Nebraska 68131-3845

Dear Mr. Sokol:

On behalf of Cedar Falls Utilities, I want to express our best wishes to your organization as you move
forward with the acquisition of Pacificorp.

As you know, Cedar Falls Utilities has enjoyed a long history of successful cooperation and partnerships
with MEC and its predecessor companies. One of the most significant early partnerships brought about the
ground-breaking joint ownership of Council Bluffs #3 and the related 345 KV transmission line.

By working together, MEC predecessor Jowa Power and CFU were able to overcome political, legislative
and industry challenges. Today, CB#3 remains one of the most successful economic generating units in the
U.S. The joint ownership model forged by Iowa Power and CFU was soon copied by Iowa Public Service at
Neal 4, Iowa Illinois at Ottumwa, and others.

Our companies have cooperated in a unique joint dispatch arrangement since 1979. In 1984, CFU purchased
some Neal 4 generating capacity from IPS. The purchase kept the unit within the IPS dispatch group family
to the benefit of both organizations. At this time, a significant joint effort to solve transmission bottlenecks
at Quad Cities West is close to being finalized. Next month our Board is expected to give final approval for
our sale of energy and capacity to the City of Hudson, again benefiting both CFU and MEC. We have also
identified areas for possible future cooperation on various transmission and dispatch issues.

Many more examples of cooperation could be cited. At every opportunity for more than 30 years, our
message to FERC and the Iowa Utilities Board has been that MEC is an honorable friend and partner. Most
recently, we have commended MEC’s efforts to offer every municipal utility in Iowa an opportunity to
control its own power supply through joint ownership of Council Bluffs #4. Our Electric Utility is taking

advantage of this important opportunity.

We look forward to continuing our productive partnership with MEC as your company expands through this
important acquisition.

Sincerely,
)
J Gatt— M/‘ %J)"‘)
James R. Krieg,
General Manager/CEO

cc: Todd Raba

Utility Parkway, P.O. Box 769  Cedar Falls, lowa 50613 ¢ PH: 319-266-1761 ¢ Fax: 319-266-8158 » www.cfunet.net



Muscatine Power and Water
3205 Cedar Street ¢ Muscatine, lowa 52761-2204
563/263-2631

Jay D. Logel
General Manager

May 31, 2005

Mr. David L. Sokol

Chairman & CEO

MidAmerican Energy Holdings Co.
Suite 400

302 S. 36" St.

Omaha, NE 68131-3845

Dear David:

Congratulations on your announced intent to acquire PacifiCorp.
| am certain the customers, employees, and other utilities that come in
contact with PacifiCorp will be well served by the new ownership.

| have no doubt that MidAmerican will apply the same attitude of
cooperation and support for municipal utilities and other potential
partners in serving the utility needs of customers in the PacifiCorp
areas.

Please let me know if we can be of service to you in any small

way as we go forward.

Sincerely,

?ﬂ//ﬂ?%

ccC: Todd Raba, MEC
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July 12, 2005

Mr. Todd Raba

President

MidAmerican Energy Company
666 Grand Ave., P.O. Box 657
Des Moines, IA 50303-0657

Dear Todd:

Congratulations on the recent announcement that MidAmerican Energy Holdings
Company intends to acquire PacifiCorp from Scottish Power. MidAmerican Energy
Company has been an outstanding partner with the State of lowa on economic
development for decades, and I wish you the best of luck in completing this transaction.
Given your strong focus on improving the economic conditions in your service territory,
I’m sure you will bring an added level of economic development expertise to the six
states in which PacifiCorp operates.

I look forward to continuing the strong relationship between MidAmerican Energy
Company and the ITowa Department of Economic Development. Please let me know if
there is anything I can do to assist your ongoing economic development efforts. Again,
good luck completing the transaction involving PacifiCorp.

Sincerely,

Mary Lawyer
Acting Director

MKL/kIm

IOWA DEPARTMENT OF ECONOMIC DEVELOPMENT

Michael T. Blouin, Director ® 200 East Grand Avenue, Des Moines, lowa 50309 USA ® Phone: 515.242.4700 © Fax: 515.242.4809 ® www.iowalifechanging.com



ﬁ”@@_\é Department of Tourism and State Development

July 11, 2005

Mr. Todd Raba, President

MidAmerican Energy Company

666 Grand Avenue, P.O. Box 657
‘Des Moines, Towa 50303-0657 * -

Dear Todd:

Congratulations on the recent announcement that MidAmerican Energy Holdings
Company will be acquiring PacificCorp. MidAmerican Energy Company has been an
outstanding partner with the State of South Dakota on numerous development projects. I
wish you the best of luck in completing this transaction. Given your strong focus on

~ improving the economic vitality in the footprint of your service area, I know that you will
be a strong partner for development in the six states in which PacificCorp operates.

MidAmerican Energy has provided leadership not only to the utility industry but also to
the ongoing development of a vibrant business environment in southeastern South
Dakota. Again, good luck completing the PacificCorp transaction, and I look forward to
many more years of a successful partnership. '

Office of Tourism
Governor's Office of Economic
Development

Tribal Government Relations

11E. Wells Ave. / Pierre, SD 57501-3369
Phone: 605-773-3301 / Fax: 605-773-3256
travelsd.com / sdgreatprofits.com /
sdtribalrelations.com

South Dakota Arts Council

800 Governors Dr. / Pierre, SD 57501-2294
Phone; B05-773-3131 or 1-800-423-6665 in S.D.
Fax: 605-773-6962

sdac@state.sd.us / sdarts.org

South Dakota State
Historical Society
900 Governors Dr. / Pierre, SD 57501-2217

Phone: 605-773-3458 / Fax: 605-773-6041
sdhistory.org

South Dakota Housing
Development Authority ?’"
PO Box 1237 / Pierre, SD 57501-1237

Phone: 605-773-3181 / Fax: 605-773-5154
sdhda.org

Ghea Fuces. Grear Puaces,



Mayor
Donald P. Welvaert

619 - 16 Street
Moline, lllinois 61265

Phone: (309) 797-0434
Fax:  (309) 797-0479

June 29, 2005

Todd Raba, President
MidAmerican Energy Company
666 Grand Avenue

Des Moines, IA 50303

Dear Mr. Raba:

I would like to write in encouragement of the announced purchase of PacifiCorp
by MidAmerican Energy Holding Company. MidAmerican has been a strong
partner in the redevelopment of Moline’s core. I believe the communities of
PacifiCorp will benefit from having MidAmerican’s management commitment to
community success.

MidAmerican Energy has been a steadfast supporter of our public/pirate
partnership. Renew Moline, since its inception over 15 years ago. This partnership
has completely transformed our old core industrial area into a modern tourism
destination point and a premier and office employment center in the broader two
state region of western Illinois and eastern lowa. Nearly $300 million has been
invested in new buildings and public facilities in that time. It would not have
happened without Renew Moline and Renew Moline would not have happened
without your continued financial support as well as the ongoing participation of
your economic development staff.

I’ve learned how important it is for MidAmerican’s economic development
programs to be built on strong community partnerships. 1 do not know what the
PacifiCorp economic development program is like, but if it ends up like
MidAmerican’s then those communities will have a “winner” for a utility.

Good luck in your acquisition.
Sincerely,
CITY OF MOLINE, ILLINOIS

Donald P. Welvaert
Mayor




gﬂ’ The Voice of lowa Business Since 1903.

June 13, 2005

Mr. Todd Raba, President
MidAmerican Energy Company
666 Grand Avenue

PO Box 657

Des Moines, IA 50303-0657

Dear Mr. Raba:

I was pleased to read about MidAmerican Energy Holding Company’s recently
announced acquisition of PacifiCorp. Based on our Association’s experience with
MidAmerican Energy Company, I’m sure PacifiCorp’s businesses will be pleased with
the strong partnership its new owners will be able to provide to them.

For many years, MidAmerican has been a vital and important business in lowa. Your
company has shown a strong and continuing commitment to improving the state’s
business environment. MidAmerican’s commitment is further demonstrated by your
ability to deliver electric rate stability to our members. That is a critical economic
development tool for lowa.

The three major generation-construction projects MidAmerican has initiated in the past
two years have also added jobs in the state. When completed, they will help assure that
Iowa businesses have adequate and reliable energy sources which will allow them to
grow into the future.

MidAmerican Energy has provided leadership not only to the Association of Business
and Industry, but also to the ongoing development of a vibrant business environment in
TIowa. Ilook forward to many more years of a successful partnership between our two
organizations.

James D. Aipperspach
President

Sincerely,

ASSOCIATION OF BUSINESS AND INDUSTRY

904 Walnut Street ® Suite 100 @ Des Moines, lowa 50309-3503
515-280-8000 e 800-383-4224 e Fax 244-8907 e Email abi@iowaabi.org ® www.iowaabi.org




THE greater DES MOINES

partnership

_____________________________________________________________________________________________________________________________________________________________________________________________________

June 14, 2005

Todd Raba, President
MidAmerican Energy Company
666 Grand Avenue

P.O. Box 657

Des Moines, IA 50303-0657

Dear Mr. Raba:

Congratulations on MidAmerican Energy Holdings Company’s recently announced
acquisition of PacifiCorp! Iam confident the communities and businesses served by
PacifiCorp will see the same commitment to partnership that we experience with
MidAmerican Energy Company here in the Des Moines area.

For many years, MidAmerican has supported the efforts of the Greater Des Moines
Partnership. Besides participating in and supporting traditional chamber of
commerce activities, your employees are always there when we need them — as
leaders in our Choose Des Moines Communities and our Downtown Community
Alliance. Together, we have successfully attracted new businesses and expanded
many of our existing businesses in the Des Moines area. None of this could have
been accomplished without MidAmerican Energy Company.

I look forward to many more years of a successful partnership between our two
organizations.

Sincerely,

\Wwdz/m

Martha A. Willits
President & CEO

The Partnership Building » 700 Locust St. + Suite 100
Des Moines, IA 0309 « tel §15-286-4950 * fax 515-286-4974

www.desmoinesmetro.com



UNITING OUR AREA IN ECONOMIC
DEVELOPMENT

Mid lowa Growth DC:L
Partnership

Calhoun * Hamilton * Hardin
Humboldt * Kossuth * Palo Alto
Pocahontas * Webster * Wright

July 7, 2005

Mr. Todd Raba, President
MidAmerican Energy Company
666 Grand Avenue

Des Moines, IA 50303

Dear Mr. Raba:

I read with interest of your announcement to PacifiCorp by MidAmerican Energy Holding Company.
I want to take this time to write my thoughts about MidAmerican Energy Company as I see it for
economic development in rural areas. I’m doing this in hopes that you can use these comments in
some way to benefit your acquisition.

Our organization covers a nine county area in north central lowa. Fostering economic development in
such an area today is challenging to say the least. Over the years, though, MidAmerican Energy has
been an outstanding partner in helping guide us. Your economic development team comes to our aid
whenever called because we know that we can count on their professionalism in whatever our
undertaking. Here are just a couple examples. Your staff helped finance and facilitate a county-wide
economic development strategy then, brought it to the local community for implementation. When
the Iowa Department of Economic Development announced a regional marketing initiative,
MidAmerican was among the first businesses to step forward and commit to sharing the required local
matching fund. Furthermore, your team committed to help guide us in the development of this new
and exciting initiative.

In short, we just know that we can count on MidAmerican Energy to be a full partner with us. We
know that your staff works in a broad range of communities and for them to take the time to work
with us in small-town rural lowa is truly appreciated. I believe the rural areas in the PacifiCorp area
will have that same appreciation when they see what you will bring to them.

Keep up the good partnerships and good luck with your purchase.

S}n/ce?ely,
/J(( /’52%/%%%\/

6erm1s Bowman
President, Mid Iowa Growth Partnership



Yankton Area Progressive Growth, Inc.

PO. Box 588 ® Yankton, South Dakota 57078 ® (605) 665-9011 ® Fax: 605-665-7501

July 12, 2005

Mr. Todd Raba, President
MidAmerican Energy Company
666 Grand Avenue, P O Box 657
Des Moines, IA., 50303-0657

Dear Todd:

I was very pleased to hear your recent announcement about the proposed acquisition of PacificCorp.
I would like to extend my support and encouragement to you as you wind your way through the
approval process.

When I served as a Yankton City Commissioner I knew that the community enjoyed an excellent
relationship with MidAmerican Energy. It is my opinion that the cities in the PacificCorp service
area can expect a similar experience. Your employees have always been active participants in
community activities and volunteer organizations.

MidAmerican Energy has been the best of partners. Your company has gone beyond the basics of
supplying energy. Whether advising local firms and home owners on how to save energy, checking
out gas leaks or suspected carbon monoxide problems with tremendous response time, or planning
and constructing facilities that ensure quality service and room for growth and development — your
folks have proven that MidAmerican is willing to go the extra mile.

As a professional economic developer I can attest that MidAmerican supports the communities that

* it serves with an economic development team that rivals that of many state economic development
offices. MidAmerican’s economic development group partners with our community in truly
meaningful ways. I am sure that the communities in PacifiCorp’s service area will be equally
pleased when they become your partners.

Yankton’s economic development corporation (Yankton Area Progressive Growth) and I look
forward to many years of partnership with MidAmerican in making Yankton a great place to live
and prosper.

Sincerely,

Yot e s
Kurt E. Hauser
President




MAYOR, THOMAS P. HANAFAN

June 13, 2005

Mr. Todd Raba, President
MidAmerican Energy

666 Grand Avenue

Des Moines, IA 50303-0657

Dear Todd:

I would like to extend my support on your company’s recent announced acquisition of
PacifiCorp. This must be a very exciting time for your company and at the same time full
of many challenges.

Over the years, the City of Council Bluffs has had many positive experiences with
MidAmerican Energy and I believe that PacifiCorp communities will quickly realize the
commitment and partnership that MidAmerican Energy extends to the communities it
serves. Your employees have always been counted on to be active participants in this
community and we look forward to that continued support.

The City of Council Bluffs is especially appreciative of the recent investment
MidAmerican Energy has chosen to make in Council Bluffs by building the new
generation facility. In addition to the economic development-related benefits of the
current construction project, the City is proud to be involved in your company’s efforts to
assure Iowa’s energy future.

I would like to congratulate your company on a job well done and would like to again
extend my support for your PacifiCorp acquisition.

Sincerely,

(COR i
Tom Hanaft
Mayor - 6uncil Bluffs

CITY OF COUNCIL BLUFFS, IOWA - 209 PEARL STREET - 51503-4270
@ FAX (712) 328-2137 TTY (712) 328-0390
“An Equal Opportunity Employer”



CITY OF WATERLOO, IOWA

CITY HALL e« 715 MULBERRY ST. « WATERLOO, IA 50703 « (319) 291-430t FAX (319) 291-4286

Muyor June 13, 2005

TIMOTHY ).

HURLEY
Mr. Dan Arens

o MidAmerican Energy

COUNCIL .

MEMBERS 260 Fairview Avenue

................. P.O. Box 600
Waterloo, Jowa 50704

REGINALD AL

SCHMITT

Ward | Dear Dan:

ff("\):‘!‘;” YN Our community has benefited greatly from the services provided by

;\‘,[V“,;‘,'T, MidAmerican Energy and I want to add my support to their acquisition of
PacifiCorp.

BLCK

PR MidAmerican Energy Company is a complete energy partner, going beyond

o the fundamentals of supplying natural gas and electricity. They are

JOHN A, committed to providing outstanding service and to acting as an advocate for

KINCAID " their customers in the ever-changing market place. The acquisition of

Nard 4 . . . . . .
e PacifiCorp will provide a greater emphasis on customer satisfaction and

RON efficiency.

WILITER

Ward 5 MidAmerican Energy has been a been an outstanding corporate citizen that
OB has partnered with the City in Waterloo in the following areas: joining in
GREENIWOOD economic development facilities, planning and cooperation; providing energy
At-Lage audits were thousands of dollars in power costs have been saved by our

- municipality; and working with the City of Waterloo in the replacement of
CUNDFRSOM incandescent traffic lights with light emitting diodes (LED) by providing
Aefarqe rebates to the city for each LED installed.

The City of Waterloo looks forward to our continued relationship with
MidAmerican Energy and the additional opportunities the PacifiCorp
acquisition will provide for the City of Waterloo and for MidAmerican
customers. :

Sincerely,

(T st~

Tim Hurley, Mayor
City of Waterloo, lowa

WE'RE WORKING FOR YOU!
An Equal Opportunity/Affirmative Action Empioyer
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City of Davenport
Charles W, Brooke, Mayor
cwh@cidavenportia.us

Tune 29, 2005

Mr. Todd Raba, President
MidAmerican Energy Company
666 Grand Avenue

Des Moines, IA

Dear Mr. Raba:

Congratulations on the planncd purchase of PacifiCorp by MidAmerican Energy Holding
Company. If you operate the PacifiCorp utility as you do MidAmerican Energy, the
customers and communities there will immensely benefit,

Over the years MidAmerican Energy and its predecessor company has been a strong
partner with the City of Davenport in its growth, From downtown to the fringe arca,
MidAmerican is consistently at the table. For example, in the downtown, without
Icadership from your management team, 2 $45m three block office and convention
complex would not have occurred. On the edge of town, MidAmerican stepped up to
Jjoin the City and Scott County in funding the putchase of land that is now a fully
developed 220 acre industrial pack. Your economic development staff continucs playing
a vital role in its marketing.

When we are considering an economic devclopment imitative, we can count on
MidAmerican 1o be one of our stronger partners. If you bring that philosophy to the
communities and counties in the utility you are purchasing, then they will be much better
for it and you will greatly prosper.

Good luck in your endeavor,

Sincerel
RS

Charles W. Brooke, Mayor

226 West Fourth Streef » Davenport. lowa 62801
Telephone: 563-326-7701 fox: 563-328-6726 TDD: 563-326-6145
www.cityofdavenportiowa.com

*...whete the Mississipp! River Celebrates!”
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I ntroduction

Please state your name and business addr ess.

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

By whom are you employed and in what capacity?

| am employed by MidAmerican Energy Holdings Company (“MEHC”). | serve
as senior vice president and chief financial officer of MEHC and as adirector and
officer of many MEHC subsidiaries.

Please summarize your education and business experience.

After receiving a bachelors degree in accounting from the University of Nebraska
at Omahain 1989, | was employed as a senior audit associate at Price Waterhouse
Coopers, then known as Coopers & Lybrand, until 1993. | then joined Nationa
Indemnity Company and was employed there until 1995 as afinancial manager.
After that | joined MEHC, then known as CalEnergy Company Inc.
(“CalEnergy”). At MEHC, | have served in various financia positions, including
senior vice president and chief accounting officer, and assumed my present

position in 1999. In addition, | am also a Certified Public Accountant.

Summary of Testimony

Q.

A.

What isthe purpose of your direct testimony in this proceeding?
My testimony will accomplish the following things:
. discuss the Scottish Power plc (“ ScottishPower™) corporate structure and

identify the ScottishPower subsidiaries that MEHC is proposing to

acquire;

Direct Testimony of Patrick J. Goodman
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Goodman/2

. discuss MEHC' s corporate structure and PacifiCorp’s place in that
structure;

. discuss MEHC' s capital structure;

. describe MEHC' s financing for, and the mechanics of, the proposed
transaction;

. describe the financial forecast for the acquisition;

. enumerate certain financial and structural commitments that MEHC is
proposing as part of the acquisition approval process,

. describe the “ring-fencing” protections MEHC will employ; and

. describe the rights of MEHC' s largest investor, Berkshire Hathaway Inc.

(“Berkshire Hathaway”) with regard to the proposed transaction.

ScottishPower Corporate Structure

Q.

Please describe your under standing of the ScottishPower corporate structure
prior to the proposed acquisition of PacifiCorp by MEHC.

The ScottishPower corporate structure prior to the proposed acquisition is shown
on Exhibit PPL/401, which is adapted from a similar illustration contained in
PacifiCorp’s March 31, 2005, Form 10-K report. MEHC is purchasing the
company identified as PacifiCorp from PacifiCorp Holdings, Inc. (“PHI").
PacifiCorp isaverticaly integrated electric utility serving retail customersin the
states of California, Idaho, Oregon, Utah, Washington and Wyoming.
Subsidiaries of PacifiCorp that support its electric utility operations by providing
coa mining facilities and services, environmental remediation, and management

of deforestation carbon credits are aso being purchased by MEHC. The

Direct Testimony of Patrick J. Goodman
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remaining subsidiaries of PHI, including PPM Energy, Inc., will remain with

ScottishPower.

MECH Corporate Structure

Please discussMEHC’s cor porate structure and PacifiCorp’splacein that
structure,

Upon completion of the transaction, PacifiCorp will be an indirect wholly-owned
subsidiary of MEHC asillustrated in the simplified MEHC organizational chart
provided with my testimony as Exhibit PPL/402. This structure will help
facilitate the implementation of the “ring-fencing” concept that is addressed |ater
in my testimony.

MEHC Captial Structure

Please describe MEHC’ s capital structure.

Table 1 below illustrates the pre-transaction capitalizations of MEHC and
PacifiCorp, followed by the pro forma, combined capitalization of MEHC after
the proposed transaction occurs. At this point | would direct your attention to the
MEHC capitalization prior to the acquisition. It can be seen that MEHC's
stockholder’ s equity is composed of five items:

. zero coupon convertible preferred stock,

. common stock,

. additional paid-in capital,

. retained earnings, and

. accumulated other comprehensive loss, net.

Direct Testimony of Patrick J. Goodman
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Thefirst two items show no entry as they are intended to record the par value of
these components. However, since they are both zero par value issuances, the
entire contributed value of these components is recorded in the third item,
additional paid-in capital. The fourth item represents the earnings of the
corporation retained and reinvested into the business. Thefinal item represents
the gain and loss on a variety of other comprehensive income items that are
further identified on the Consolidated Statements of Stockholders’ Equity
disclosure which is on page 61 of Exhibit PPL/403, MEHC’ s 2004 report on Form
10-K.

The long-term debt of MEHC contains items identified as:

. Parent company senior debt,

. Parent company subordinated debt,

. Subsidiary and project debt, and

. Preferred securities of subsidiaries.
The parent company senior and subordinated debt represent the long-term debt of
MEHC. The parent company subordinated debt consists of amounts issued to
Berkshire Hathaway, and other amounts issued to third parties. Theitem
identified as “ Subsidiary and project debt” represents the long-term, primarily
non-recourse, debt of the various subsidiaries of MEHC after being consolidated
with the parent’ s financial statements.

The “Preferred securities of subsidiaries,” contained in MEHC's
consolidated capitalization, represents preferred stock issued by MEHC's

subsidiaries.

Direct Testimony of Patrick J. Goodman



Tablel
MidAmerican Energy Holdings Company
Unaudited Pro forma Consolidated L ong-Term Capitalization

Asof March 31, 2005

PPL/400

Goodman/5

(Inmillions)
Pro Forma
MEHC PacifiCorp  Adjustments MEHC Pro Forma
Long-term Debt:
Parent company senior debt $2,7731 199% $ $1,709.8 (1)  $4,4829 19.7%
Parent company subordinated debt(2) 15864 11.4% - - $1,586.4 7.0%
Subsidiary and project debt 6,358.8 45.8% 3,629.0 - $9,987.8  43.9%
Total long-term debt 10,718.3 77.1% 3,629.0 $1,709.8 $16,057.1  70.6%
Preferred securities of subsidiaries 89.3 0.6% 52.5 413 (3 183.1 0.8%
Stockholders’ equity:
Zero coupon convertible preferred stock, no par value - - - -
Preferred stock, $100 stated value - 41.3 (41.3) (3 -
Common stock, no par value - - - -
Additional paid-in capital 1,950.7 2,804.1 (2,894.1) (@ 5,370.4
3419.7 (1)

Retained earnings 1,309.3 446.4 (446.4) (4 1,309.3
Accumulated other comprehensive |oss, net (166.3) — (4.7) 47 4 (166.3)

Total stockholders' equity 3,093.7 22.3% 33771 42.6 6,5134  28.6%
Total long-term capitalization $13,901.3 100.0% $7,058.6 $1,793.7 $22,753.6  100.0%

For the purposes of the pro forma long-term capitalization table, it has been assumed that the acquisition was completed on March 31, 2005. Consequently, the total long-term capitalization does not reflect the

following:

. the additional equity investment by ScottishPower in PacifiCorp of $500.0 million during the fiscal year ended March 31, 2006;

. expected dividends, totaling $214.8 million, to be paid to ScottishPower by PacifiCorp for the fiscal year ending March 31, 2006; and
. expected earnings, debt issuances and debt retirements of PacifiCorp for the fiscal year ending March 31, 2006.

. expected earnings, debt issuance and debt retirement of MEHC and its current subsidiaries for the period ending March 31, 2006.

Certain reclassifications have been made to PacifiCorp's historical presentation in order to conform to MEHC's historical presentation.

()] Pursuant to terms of the Stock Purchase Agreement, MEHC will pay ScottishPower $5.1 hillion in cash in exchange for 100% of PacifiCorp’s common stock. The total estimated purchase price of the

acquisition is as follows (in millions):

Zero coupon convertible non-voting preferred stock of MEHC
Long-term senior unsecured debt of MEHC

Total estimated purchase price

(2)  Parent company subordinated debt consists of the following at March 31, 2005:

Berkshire trust preferred securities
Other trust preferred securities
Total parent company subordinated debt

$3,419.7
1,709.8
$5,129.5

$1,289.2
297.2
1,586.4

[(©)] Pursuant to the terms of the Stock Purchase Agreement, PacifiCorp's preferred stock which is classified in PacifiCorp’s March 31, 2005 balance sheet as part of stockholders' equity will remain outstanding.

For purposes of the pro forma capitalization table the preferred stock, totaling $41.3 million, was reclassified to preferred securities of subsidiaries.

4) Represents the pro forma adjustments to eliminate the historical stockholders' equity of PacifiCorp.

Direct Testimony of Patrick J. Goodman
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Q. To what extent has MEHC employed long-term debt in its capital
structure?

Table 1 indicates that, on a consolidated basis, MEHC’ s balance sheet reflects a
capital structure that is composed of approximately 77.1 percent debt. While the
proportion of debt may appear relatively high, it isimportant to note that much of
the debt on the consolidated balance sheet is issued by creditworthy non-recourse
subsidiaries.

What arethe credit ratingsthat are currently assigned to MEHC by the
major credit rating agencies?

MEHC holds an investment grade credit rating from Standard & Poor’s, Moody’s
Investors Service, and FitchRatings. In addition, MEHC' s utility subsidiaries are
all creditworthy entities. MEHC' slargest investor, Berkshire Hathaway, has
credit ratings from each of the rating agencies that are the highest, most secure
credit ratings a corporation can receive.

Theindividual agency ratings are shown in the table, below, for Berkshire
Hathaway and for MEHC and MEHC'’ s regulated subsidiaries senior unsecured
debt. After the announcement of this transaction, FitchRatings affirmed MEHC' s
senior unsecured debt at BBB, with astable outlook. Standard & Poor’s placed
MEHC' s corporate rating and senior unsecured debt rating of BBB- on
CreditWatch-Positive, and Moody’ s Investors Service affirmed MEHC'’ s senior

unsecured debt rating of Baa3 while noting a positive rating outlook for MEHC.
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Table2
Credit Ratings— July 2005
Standard & Poor’'s | Moody’s Investor FitchRatings
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 Electricity
Distribution plc BBB+ A3 A-

Financing and Mechanics of the Transaction

Q.

A.

Please describe the stepsthat will be taken to effectuate the transaction.

A limited liability company (“LLC"), PPW Holdings LLC, has been established
asadirect subsidiary of MEHC. ThisLLC will receive, as an equity infusion,
$5.1 billion raised by MEHC through the sale of zero coupon convertible
preferred stock to Berkshire Hathaway and the issuance of long-term senior notes,
preferred stock, or other securities with equity characteristics to third parties.
However, the LLC will have no debt of itsown. The LLC will, as provided in the
Stock Purchase Agreement, pay PHI $5.1 billion in cash, at closing, in exchange
for 100 percent of the common stock of PacifiCorp. In addition, it is projected
that approximately $4.3 billion in net debt and preferred stock of PacifiCorp will
remain outstanding as obligations of PacifiCorp.

Prior to the expected closing date of March 31, 2006, ScottishPower has
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agreed to make $500 million in additional capital contributions to PacifiCorp, and
PacifiCorp is expected to pay $214.8 million of dividends to ScottishPower.
Provision for additional capital contributions have been made in the Stock
Purchase Agreement if the acquisition has not closed by that date.

Please describe how the acquisition of PacifiCorp by MEHC will be financed.
As described above, MEHC expects to fund the transaction with the proceeds
from an investment by Berkshire Hathaway of approximately $3.4 billion in zero
coupon non-voting convertible preferred stock of MEHC and the issuance by
MEHC to third parties of approximately $1.7 billion of long-term senior notes,
preferred stock, or other securities with equity characteristics. However, the
transaction is not conditioned on such financing and if funds were not available
from third parties, Berkshire Hathaway is expected to provide any required
funding. The pro forma capital structure of MEHC after the acquisition is shown
in Table 1 above, assuming $1.7 billion of long-term debt is issued by MEHC.
The timing and composition of these financings are flexible and subject to
modification as market conditions change. It is not anticipated that there would
be any restrictive covenants associated with the proposed financing different from
those typical of an investment grade financing.

Areyou awar e of any benefitsto PacifiCorp dueto MEHC’ srelationship
with Berkshire Hathaway?

MEHC believes that PacifiCorp's cost of debt will benefit from the acquisition
due to the association with MEHC' s largest investor, Berkshire Hathaway.

Historically, MEHC' s utility subsidiaries have been able to issue long-term debt

Direct Testimony of Patrick J. Goodman
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at spread levels below their peers with similar ratings. Based on market data
independently obtained from JP Morgan and ABN AMRO, the average interest
rate savings on MidAmerican Energy Company’ s last ten year debt issuance was
approximately 10 basis points. If thisten basis point differenceis applied to the
incremental long-term debt issuances contained in PacifiCorp’s financia forecast,
incremental interest costs might be as much as $26.7 million lower over the next
ten years. Extending the same assumptions out twenty years implies possible
savingstotaling $71.1 million.

Market dynamics change every day based on avariety of factors, thus
MEHC cannot guarantee that a 10 basis point savings on debt issuances of similar
maturity will be achievable going forward indefinitely. However, MEHC is
prepared to commit that over the next five years it will demonstrate that
PacifiCorp can issue new long-term debt at ayield ten basis points below its
similarly rated peers. If MEHC is unsuccessful in demonstrating that it has done
so, MEHC will accept up to aten basis point reduction to the yield it actually
incurred on any incremental debt issuances for any PacifiCorp revenue
requirement calculation effective for the five year period subsequent to the
closing of the proposed acquisition. Based on PacifiCorp’s financial forecast of
future debt issuance, this represents a guaranteed total cost savings over the five

year period of approximately $6.3 million.
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The Application in this proceeding notes that Standard & Poor’s has placed
PacifiCorp’scredit rating on credit watch with negative implications, based
upon Standard & Poor’sview of PacifiCorp’sweaker stand-alone metrics.
Can you quantify the approximate impact upon PacifiCorp’sincremental
long-term financing costs if PacifiCorp were on a stand-alone basis and
suffered a credit rating downgrade?

Under the assumption that PacifiCorp is a stand-alone company and it suffered a
one notch credit downgrade by all three major credit rating agencies, the impact
under current market conditions would be approximately 10 to 15 basis points.
Over the next ten years, given PacifiCorp’s financing plan and assuming market
conditions stay the same, that would imply an increase in cost of approximately
$26.7 million. Intoday’s market, if only Standard and Poor’s downgraded
PacifiCorp (i.e., leaving the company “split rated”) the impact of the downgrade
would be approximately 5 basis points.

As | have previously mentioned, market dynamics are constantly changing
and the spread over treasury securities of debt instruments of different credit
gualities often widen and narrow as aresult. Over the course of the past ten years
for example, Credit Suisse First Boston indicates that the spread between the yield
on BBB+ and A- public utility bonds has ranged from today’ s relatively tight
spreads of 10 to 15 basis points to as much as 40 to 60 basis points. Thusthe
potential cost over the next ten years to PacifiCorp and its customers of aratings

downgrade could be multiples of the cost mentioned above.
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What isMEHC’s current estimate of the excess of the purchase price over
the book value of the PacifiCorp assetsto be acquired and theliabilitiesto
remain outstanding as of the expected closing date?
Thisfigure will change as ScottishPower makes additional equity investmentsin
PacifiCorp, as dividends are paid by PacifiCorp to ScottishPower, and as a result
of any retained earnings by PacifiCorp between March 31, 2005 and the closing
date of the proposed acquisition. As of the expected closing date (March 31,
2006), the excess of the purchase price over the book value of the assets to be
acquired and the liabilities to remain outstanding at PacifiCorp is expected to be
approximately $1.2 billion. MEHC witness Abel’ s testimony a so addresses this
premium.
In and of itself, asaresult of the closing of thistransaction, will PacifiCorp’s
financial statementschange?
No. PacifiCorp’s U.S. financial statements, prepared using generally accepted
accounting principles (“GAAP”), will not be impacted by the closing of this
transaction. PacifiCorp will maintain its own accounting system, separate from
MEHC' s accounting system. The acquisition will be accounted for in accordance
with GAAP. 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.
Asindicated in the commitments sponsored by MEHC witness Galein
Exhibit PPL/301, MEHC and PacifiCorp will not propose to recover the
acquisition premium in PacifiCorp’ s regulated retail rates; provided, however,

that if the Commission in arate order issued subsequent to the closing of the
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transaction reduces PacifiCorp’ s retail revenue requirement through the
imputation of benefits (other than those benefits committed to in this transaction)
accruing from the acquisition company (PPW Holdings LLC) or MEHC, MEHC
and PacifiCorp will have the right to propose upon rehearing and in subsequent
cases a symmetrical adjustment to recognize the acquisition premium in retail
revenue requirement.

However, as noted by MEHC witness Thomas Specketer, upon the closing
of the transaction, it is MEHC intent to transition PacifiCorp’s financial reporting
to acalendar year-end in contrast to its present March 31 fiscal year-end.

Will the proposed transaction have any impact on the availability of
PacifiCorp’s books and records?

No. All PacifiCorp financial books and records will continue to be kept in
Portland, Oregon, and will continue to be available to the Commission upon
request during normal business hours at PacifiCorp’ s offices in Portland, Oregon,
Salt Lake City, Utah, and elsewhere in accordance with current practice.

Asindicated by the commitmentsin MEHC witness Mr.Gale' s Exhibit
PPL/301, MEHC and PacifiCorp will aso provide the Commission access to all
books of account, aswell as all documents, data, and records of their affiliated
interests, which pertain to transactions between PacifiCorp and its affiliated

interests.
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Financial Forecast for the Acquisition

Q.

Describethefinancial forecast used for the purposes of reviewing the
proposed acquisition.

In completing its due diligence review of the proposed acquisition, MEHC relied
on afinancial forecast provided by ScottishPower. MEHC satisfied itself that the
plan provided by ScottishPower was reasonable and did not revise that plan.
Describe the magnitude of the proposed capital expenditure program that
has been forecasted for PacifiCorp.

PacifiCorp is projecting at least $1 billion per year in capital expenditures over

the next five years for generation, transmission and distribution projects.

Commitments Concer ning the Acquisition Approval Process

Q.

Please describethefinancial and structural commitmentsthat MEHC is
prepared to undertake as part of the acquisition approval process.

MEHC witness Mr. Gale's Exhibit PPL/301 enumerates many of the
commitments that MEHC is prepared to undertake as part of the acquisition
approval process. MEHC witness Abel discusses additional new commitments
designed to provide benefits to retail customers of PacifiCorp. | will sponsor the

commitments contained in Table 3, below.
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Table3

Commitmentsthat MEHC isPrepared to Undertake
as Part of the Acquisition Approval Process

Regulatory Oversight

Accounting
Systems

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, and
will continue to be available to the Commission,
upon request, at PacifiCorp’s officesin
Portland, Oregon, Salt Lake City, Utah, and
elsewhere in accordance with current practice.

Affiliate
Transactions

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.

Non
Jurisdictional
Affiliates

Any diversified holdings and investments (e.q.,
non-utility business or foreign utilities) of
MEHC and PacifiCorp following approva of
the transaction, will be held in a separate
company(ies) other than PacifiCorp, the entity
for utility operations. Ring-fencing provisions
(i.e., measures providing for separate financia
and accounting treatment) will be provided for
each of these diversified activities, including but
not limited to provisions protecting the
regulated utility from the liabilities or financial
distress of MEHC. This condition will not
prohibit the holding of diversified businesses.

Financial Integrity

Separate Credit Ratings

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

Costs of the Transaction

MEHC and PacifiCorp will exclude al 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
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the accounting close.

C Premium Paid

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. MEHC and PacifiCorp
will not propose to recover the acquisition
premium in PacifiCorp’ s regulated retail rates;
provided, however, that if the Commissionin a
rate order issued subsequent to the closing of
the transaction reduces PacifiCorp’ s retail
revenue requirement through the imputation of
benefits (other than those benefits committed to
in this transaction) accruing from the
acquisition company (PPW Holdings LLC), or
MEHC, MEHC and PacifiCorp will have the
right to propose upon rehearing and in
subsequent cases a symmetrical adjustment to
recognize the acquisition premium in retail
revenue requirement.

D Rating Agency Presentations

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

E Minimum Common Equity
Ratio

PacifiCorp will not make any distribution to
PPW Holdings LLC or MEHC that will reduce
PacifiCorp’s common equity capital below 40
percent of itstotal capital without Commission
approval. PacifiCorp’stotal capital is defined
as common equity, preferred equity and long-
term debt. Long-term debt is defined as debt
with aterm of one year or more. The
Commission and PacifiCorp may reexamine this
minimum common equity percentage as
financial conditions or accounting standards
change, and may request that it be adjusted.

F Capital Requirements to Meet
Obligation to Serve

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.

G Assuming Liabilities/Pledging
Assets

PacifiCorp will not, without the approval of the
Commission, assume any obligation or liability
as guarantor, endorser, surety or otherwise for
MEHC or its affiliates, provided that this
condition will not prevent PacifCorp from
assuming any obligation or liability on behalf of
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asubsidiary of PacifiCorp. MEHC will not
pledge any of the assets of the regulated
business of PacifiCorp as backing for any
securities which MEHC or its affiliates (but
excluding PacifiCorp and its subsidiaries) may
issue.

Additional Net Benefit
1 Reduced Cost of Debt MEHC commits that over the next five years it
will demonstrate that PacifiCorp’s incremental
long-term debt issuances will be at ayield ten
(10) basis points below its similarly rated peers.
If it is unsuccessful in demonstrating that
PacifiCorp has done so, PacifiCorp will accept
up to aten (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.
Ring-Fencing
Q. Please describethe “ring-fencing” protections MEHC will employ to isolate
PacifiCorp from MEHC and MEHC’ sother subsidiaries.
A. MEHC will utilize the LLC, identified earlier in my testimony as PPW Holdings
LLC. Amongthe LLC' sobligations and limitations are the following. TheLLC
will:
. have a single purpose, that being to own the common equity of
PacifiCorp;
. have an independent director from whom assent is required to place the
LLC or PacifiCorp into bankruptcy;
. require PacifiCorp to maintain separate books, financial records and
employees, and will prohibit the commingling of assets,
. have a non-recourse structure which precludes liabilities of MEHC, or its
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subsidiaries, from being assessed against the LLC or PacifiCorp;

. prohibit the LLC’s or PacifiCorp’s credit from being made available to
satisfy obligations of, or to be pledged for the benefit of, any other
company;

. prohibit the LLC or PacifiCorp from acquiring the obligations or securities
of MEHC or any of its other affiliates except, of course, that PacifiCorp
may purchase its own obligations; and

. require the consent of the independent director, and rating agency
confirmation, that there will be no credit downgrade for any amendment to
the above mentioned protections.

This structure, colloquially referred to as “ring-fencing,” is recognized by the

major rating agencies as an effective means to separate the credit quality of a

parent from asubsidiary.

PacifiCorp, asasubsidiary of PPW Holdings LLC, will retain its own
capital structure, its own credit rating, and through the ring-fencing structure, will
be effectively isolated from any credit issues that might arise at MEHC or any of
its other subsidiaries.

Description of the Rights of Berkshire Hathaway

Please describetherights Berkshire Hathaway currently hasasaresult of its

ownership of $1.63 billion of zero coupon convertible preferred stock of

MEHC.

Berkshire Hathaway’ s rights as a holder of MEHC zero coupon convertible

preferred stock can be summarized asfollows. The securities:

Direct Testimony of Patrick J. Goodman



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PPL/400

Goodman/18
. are not mandatorily redeemable by MEHC or at the option of Berkshire
Hathaway;
. participate in dividends and other distributions to common shareholders as

if they were common shares but otherwise possess no dividend rights;

. have no voting rights;

. are convertible into common shareson a1 for 1 basis, as adjusted for
splits, combinations, reclassifications and other capital changes by MEHC,

. upon liquidation, would have a prior right to available proceeds up to $1
per share, after which the common stock would have aright to available
proceeds up to $1 per share (subject to certain adjustments), after which
the preferred stock and common stock would share ratably in any
remaining proceeds; and

. the dividend and distribution arrangements previously described cannot be
modified without the positive consent of Berkshire Hathaway.

Berkshire Hathaway currently holds 9.9 percent of the common shares of
MEHC and 41,263,395 shares of MEHC'’ s zero coupon convertible preferred
stock. While the convertible preferred stock does not vote with the common stock
in the election of directors, the convertible preferred stock gives Berkshire
Hathaway the right to elect 20 percent of MEHC' s Board of Directors (currently
two of the ten members of the MEHC Board of Directors). Additionally, the prior
approval of Berkshire Hathaway, as the holder of convertible preferred stock, is
required for MEHC to undertake certain fundamental transactions (e.g., the

PacifiCorp acquisition). The prior approval of Berkshire Hathaway is not
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required for transactions undertaken directly by MEHC subsidiaries.

You stated that the zero coupon convertible preferred stock would
participatein dividendsor other distributionsto the same extent asthe
common shareholders. What has been MEHC’ sdividend history?

Since the issuance of the zero coupon convertible preferred stock in March 2000,
MEHC has not declared or paid adividend to its common shareholders or to
Berkshire Hathaway. Instead, earnings have been retained at the operating
company level to maintain or improve credit quality and support the capital
investment programs of MEHC' s regulated subsidiaries.

For instance, MidAmerican Energy Company, when purchased by MEHC,
in March 1999, had an equity-to-total-capital ratio of approximately 48 percent as
of December 31, 1998. Asof December 31, 2004, that ratio is approximately 53
percent, despite extensive capital expenditure programs undertaken by
MidAmerican Energy Company.

Please describe the conver sion mechanism of the zer o coupon convertible
preferred stock of MEHC?

The zero coupon convertible preferred stock of MEHC is convertible into MEHC
common shares at the option of Berkshire Hathaway if either of two events
occurs. Firgt, if the conversion would not cause Berkshire Hathaway (or any
affiliate of Berkshire Hathaway) to become regulated as aregistered holding
company or as asubsidiary of aregistered holding company under the Public
Utility Holding Company Act of 1935 and any successor legislation (“PUHCA”).

Second, in the event of MEHC' sinvoluntary or voluntary liquidation, dissolution,
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recapitalization, winding-up or termination or a merger, consolidation or sale of
all or substantially all of MEHC'’ s assets.

Please describetherights Berkshire Hathaway will have upon conversion of
the zero coupon convertible preferred stock of MEHC?

Upon conversion Berkshire Hathaway would have the rights of a common
stockholder and the ability to elect nine of the ten members of MEHC'’ s board of
directors. The additional $3.4 billion of zero coupon convertible preferred stock
will increase Berkshire Hathaway’ s proportion of ownership but would otherwise
not affect any of the rights Berkshire Hathaway had without the additional
investment.

Why have you provided thisinformation regarding Berkshire Hathaway’s
conversion rights?

If PUHCA isrepealed, MEHC anticipates Berkshire Hathaway will exerciseits
conversion rights. Thiswould create atechnical changein control of MEHC.
Pursuant to the commitmentsin MEHC witness Mr. Gale' s Exhibit PPL/301,
MEHC and PacifiCorp would provide the Commission notice of this change and
would seek approvals where required.

Will Berkshire Hathaway have any involvement in the day to day operations
of PacifiCorp?

No, it will not. The rights that Berkshire Hathaway has as a holder of the zero
coupon convertible preferred stock, including the fundamental transactions |

discussed previously, are not considered to be day to day operations.
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1 Conclusion
2 Q. Doesthis conclude your direct testimony?

3 A. Yes, it does.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2004
Commission File No. 0-25551
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Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein and
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Indicate by check mark whether the registrant is an accelerated filer (as defined by Rule 12b-2 of the Act).
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All of the shares of common equity of MidAmerican Energy Holdings Company are privately held by a limited group of
investors. As of January 31, 2005, 9,081,087 shares of common stock were outstanding.
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Disclosure Regarding Forward-Looking Statements

This report contains statements that do not directly or exclusively relate to historical facts. These statements are “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. You can typically identify
forward-looking statements by the use of forward-looking words, such as “may,” “will,” “could,” “project,” “believe,”

“anticipate,

” “expect,” “estimate,” “continue,” “potential,” “plan,” “forecast,” and similar terms. These statements represent

plans, expectations and beliefs and are subject to risks, uncertainties and other factors. Many of these factors are outside the
Company’s control and could cause actual results to differ materially from such forward-looking statements. These factors
include, among others:

general economic and business conditions in the jurisdictions in which its facilities are located;

the financial condition and creditworthiness of our significant customers and suppliers;  »

governmental, statutory, regulatory or administrative initiatives or ratemaking actions affecting the Company or
the electric or gas utility, pipeline or power generation industries;

weather effects on sales and revenue;

general industry trends;

increased competition in the power generation, electric and gas utility or pipeline industries;

fuel and power costs and availability;

continued availability of accessible gas reserves;

changes in business strategy, development plans or customer or vendor relationships;

availability, term and deployment of capital;

availability of qualified personnel;

unscheduled outages or repairs;

risks relating to nuclear generation;

financial or regulatory accounting principles or policies imposed by the Public Company Accounting Oversight
Board, the Financial Accounting Standards Board (“FASB”), the Securities and Exchange Commission (“SEC”)
and similar entities with regulatory oversight;

other risks or unforeseen events, including wars, the effects of terrorism, embargos and other catastrophic
events; and

other business or investment considerations that may be disclosed from time to time in SEC filings or in other
publicly disseminated written documents.

MidAmerican Energy Holdings Company undertakes no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise. The foregoing review of factors should not be
construed as exclusive.
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PART 1
Item 1. Business.
General

MidAmerican Energy Holdings Company (“MEHC”) and its subsidiaries (together with MEHC, the “Company”) are
organized and managed on seven distinct platforms: MidAmerican Energy Company (“MidAmerican Energy”), Kern River
Gas Transmission Company (“Kern River”), Northern Natural Gas Company (“Northern Natural Gas”), CE Electric UK
Funding (“CE Electric UK”) (which includes Northemn Electric Distribution Limited (“Northern Electric”) and Yorkshire
Electricity Distribution plc (“Yorkshire Electricity”)), CalEnergy Generation-Foreign (the subsidiaries owning the Upper
Mahiao, Malitbog and Mahanagdong projects (collectively, the “Leyte Projects”) and the Casecnan project), CalEnergy
Generation-Domestic (the subsidiaries owning interests in independent power projects in the United States), and
HomeServices of America, Inc. (collectively with its subsidiaries, “HomeServices”). Refer to Note 23 of Notes to
Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary Data” of this Form 10-K for
additional segment information regarding the Company’s platforms. Through these platforms, the Company owns and
operates a combined electric and natural gas utility company in the United States, two natural gas pipeline companies in the
United States, two electricity distribution companies in the United Kingdom, a diversified portfolio of domestic and
international independent power projects and the second largest residential real estate brokerage firm in the United States.

MEHC’s energy subsidiaries generate, transmit, store, distribute and supply energy. MEHC’s electric and natural gas utility
subsidiaries currently serve approximately 4.4 million electricity customers and approximately 680,000 natural gas
customers. Its natural gas pipeline subsidiaries operate interstate natural gas transmission systems with approximately 18,300
miles of pipeline in operation and peak delivery capacity of 6.4 billion cubic feet of natural gas per day. The Company has
interests in 6,777 net owned megawatts of power generation facilities in operation and under construction, including 5,203
net owned megawatts in facilities that are part of the regulated return asset base of its electric utility business and 1,574 net
owned megawatts in non-utility power generation facilities. Substantially all of the non-utility power generation facilities
have long-term contracts for the sale of energy and/or capacity from the facilities.

On March 14, 2000, MEHC and an investor group comprising Berkshire Hathaway Inc. (“Berkshire Hathaway”), Walter
Scott, Jr., a director of MEHC, David L. Sokol, Chairman and Chief Executive Officer of MEHC, and Gregory E. Abel,
President and Chief Operating Officer of MEHC, closed on a definitive agreement and plan of merger whereby the investor
group, together with certain of Mr. Scott’s family members and family trusts and corporations, acquired all of the outstanding
common stock of MEHC (the “Teton Transaction”).

The principal executive offices of MEHC are located at 666 Grand Avenue, Des Moines, Iowa 50309 and its telephone
number is (515) 242-4300. MEHC initially incorporated in 1971 under the laws of the State of Delaware and reincorporated
in 1999 in Iowa, at which time it changed its name from CalEnergy Company, Inc. to MidAmerican Energy Holdings
Company.

In this Annual Report, references to “U.S. dollars,” “dollars,” “$” or “cents” are to the currency of the United States,
references to “pounds sterling,” “£,” “sterling,” “pence” or “p” are to the currency of the United Kingdom and references to
“pesos” are to the currency of the Philippines. References to kW means kilowatts, MW means megawatts, GW means
gigawatts, kWh means kilowatt hours, MWh means megawatt hours, GWh means gigawatt hours, kV means kilovolts, mmcf
means million cubic feet, Bcf means billion cubic feet, Tcf means trillion cubic feet and Dth means decatherms or one
million British thermal units.
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MidAmerican Energy
Business

MidAmerican Energy, an indirect wholly-owned subsidiary of MEHC, owns a public utility headquartered in Iowa with $5.1
billion of assets as of December 31, 2004, and operating revenues for 2004 totaling $2.7 billion. MidAmerican Energy is
principally engaged in the business of generating, transmitting, distributing and selling electric energy and in distributing,
selling and transporting natural gas. MidAmerican Energy distributes electricity at retail in Council Bluffs, Des Moines, Fort
Dodge, Iowa City, Sioux City and Waterloo, Iowa; the Quad Cities (Davenport and Bettendorf, Iowa and Rock Island,
Moline and East Moline, Illinois); and a number of adjacent communities and areas. It also distributes natural gas at retail in
Cedar Rapids, Des Moines, Fort Dodge, Iowa City, Sioux City and Waterloo, lowa; the Quad Cities; Sioux Falls, South
Dakota; and a number of adjacent communities and areas. Additionally, MidAmerican Energy transports natural gas through
its distribution system for a number of end-use customers who have independently secured their supply of natural gas. As of
December 31, 2004, MidAmerican Energy had approximately 698,000 regulated retail electric customers and 680,000
regulated retail and transportation natural gas customers.

In addition to retail sales and natural gas transportation, MidAmerican Energy sells electric energy and natural gas to other
utilities, marketers and municipalities. These sales are referred to as wholesale sales.

MidAmerican Energy’s regulated electric and gas operations are conducted under franchises, certificates, permits and
licenses obtained from state and local authorities. The franchises, with various expiration dates, are typically for 25-year
terms.

MidAmerican Energy has a diverse customer base consisting of residential, agricultural, and a variety of commercial and
industrial customer groups. Among the primary industries served by MidAmerican Energy are those that are concerned with
food products, the manufacturing, processing and fabrication of primary metals, real estate, farm and other non-electrical
machinery, and cement and gypsum products.

MidAmerican Energy also conducts a number of nonregulated business activities.

For the year ended December 31, 2004, MidAmerican Energy derived 53% of its gross operating revenues from its regulated
electric business, 37% from its regulated gas business and 10% from its nonregulated business activities. For 2003 and 2002,
the corresponding percentages were 54% electric, 36% gas and 10% nonregulated; and 61% electric, 31% gas and 8%
nonregulated, respectively.

Electric Operations

For the year ended December 31, 2004, regulated electric sales by MidAmerican Energy by customer class were as follows:

20% were to residential customers, 14% were to small general service customers, 27% were to large general service

customers, 5% were to other customers, and 34% were wholesale sales. For the year ended December 31, 2004, regulated
electric sales by MidAmerican Energy by jurisdiction were as follows: 89% to Iowa, 10% to Illinois and 1% to South Dakota.

The annual hourly peak demand on MidAmerican Energy’s electric system usually occurs as a result of air conditioning use
during the cooling season. In August 2003, MidAmerican Energy reached a record hourly peak demand of 3,935 MW. For
2004, MidAmerican Energy recorded an hourly peak demand of 3,894 MW on July 20.
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The following table sets out certain information concerning MidAmerican Energy’s power generation facilities based upon
summer 2004 accreditation and expected accredited generating capacity of projects recently completed or under construction:
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Facility
Net
Capacity Net MW
Operating Project Mw)@ Owned @ Fuel Location Operation
Steam Electric Generating Facilities:
Council Bluffs Energy Center Units 1 & 2 133 133 Coal Iowa | 1954,1958
Council Bluffs Energy Center Unit 3 690 546 Coal Iowa 1978
Louisa Generation Station 700 616 Coal Iowa 1983
Neal Generation Station Units 1 & 2 435 435 Coal Iowa 1964, 1972
Neal Generation Station Unit 3 515 371 Coal Iowa 1975
Neal Generation Station Unit 4 644 261 Coal Iowa 1979
Ottumwa Generation Station 715 372 Coal Iowa 1981
Riverside Generation Station _ 135 _135 Coal Iowa 1925-61
Total steam electric generating facilities 3,967 2.869
Other Facilities:
Combustion Turbines @ 1,116 1,116 Gas/Oil Iowa 1969-2003
Quad Cities Generating Station 1,748 437 Nuclear Illinois 1974
Portable Power Modules 56 56 Oil Iowa 2000
Moline Water Power 3 3 Hydro Illinois 1970
Total other facilities 2923 1,612
Total accredited generating capacity 6.890 4,481
Projects Recently Completed or Under Construction:
Greater Des Moines Energy Center @ 190 190 Gas Iowa 2004
Council Bluffs Energy Center Unit 4 790 479 Coal Iowa 2007
Northern Iowa Wind Power __ 53 __ 53 Wind Iowa 2005
Total projects recently completed or
under construction 1,033 _722
1,923 5,203
) MidAmerican Energy operates all such power generation facilities other than Quad Cities Generating Station and

Ottumwa Generation Station.

2) Represents accredited net generating capability from the summer of 2004 and the expected accredited generating
capacity of projects recently completed or under construction. Actual MW may vary depending on operating
conditions and plant design for operating projects. Net MW Owned indicates ownership of accredited capacity for
the summer of 2004 as approved by the Mid-Continent Area Power Pool (“MAPP”).

(€)) The Greater Des Moines Energy Center project was completed in two phases. Commercial operation in the simple
cycle mode began in May 2003, resulting in 327 MW (included in “Other Facilities — Combustion Turbines”
above) of accredited capacity throughout 2004. Commercial operation of the combined cycle mode began in
December 2004 and additional accredited capacity is expected to be 190 MW.

MidAmerican Energy’s total accredited net generating capability in the summer of 2004 was 4,897 MW. Accredited net
generating capability represents the amount of generation available to meet the requirements on MidAmerican Energy’s
system and consists of MidAmerican Energy-owned generation of 4,481 MW and the net amount of capacity purchases and
sales of 416 MW. The actual amount of generation capacity available at any time may be less than the accredited capability
due to regulatory restrictions, transmission constraints, fuel restrictions and generating units being temporarily out of service
for inspection, maintenance, refueling, modifications or other reasons.

MidAmerican Energy anticipates a continuing increase in demand for electricity from its regulated customers. To meet
anticipated demand and ensure adequate electric generation in its service territory, MidAmerican Energy recently completed



its combined cycle combustion turbine project and is currently constructing the 790 MW (expected accreditation) super-
critical-temperature, coal-fired Council Bluffs Energy Center Unit No. 4 (“CBEC Unit 4”) and a 310 MW (nameplate rating)
wind power project in Iowa. The projects will provide service to regulated retail electricity customers. MidAmerican Energy
has obtained regulatory approval to include the Iowa portion of the actual costs of the generation projects in its lowa rate base
as long as actual costs do not exceed the agreed caps that MidAmerican Energy has deemed to be reasonable. If the caps are
exceeded, MidAmerican Energy has the right to demonstrate the prudence of the expenditures above the caps, subject to
regulatory review. Wholesale sales may also be made from the projects to the extent the power is not immediately needed for
regulated retail service. MidAmerican Energy expects to invest approximately $1.1 billion in the CBEC Unit 4 and wind
generation projects, of which $350.4 million has been invested through December 31, 2004.

MidAmerican Energy recently completed work on its Greater Des Moines Energy Center, a natural gas-fired, combined cycle
plant located near Pleasant Hill, lowa. Construction of the plant was completed in two phases. Commercial operation of the
simple cycle mode began on May 5, 2003, and continued through most of 2004, providing 327 MW of accredited capacity in
the summer of 2004. Commercial operation of the combined cycle mode began on December 16, 2004. The additional
accredited capacity from the completion of the second phase is expected to be 190 MW. MidAmerican Energy expects the
total cost of the Greater Des Moines Energy Center to be under the $357.0 million cost cap established by the Iowa Utilities
Board (“IUB”).

MidAmerican Energy is currently constructing the CBEC Unit 4, a 790 MW (based on expected accreditation) super-critical-
temperature, low-sulfur coal-fired plant. MidAmerican Energy will operate the plant and hold an undivided ownership
interest as a tenant in common with the other owners of the plant. MidAmerican Energy’s ownership interest is 60.67%,
equating to 479 MW of output. MidAmerican Energy expects its share of the estimated cost of the project, including
transmission facilities, to be approximately $737.0 million, excluding allowance for funds used during construction.
Municipal, cooperative and public power utilities will own the remainder, which is a typical ownership arrangement for large
base-load plants in Iowa. On February 12, 2003, MidAmerican Energy executed a contract with Mitsui & Co. Energy
Development, Inc. (“Mitsui”) for the engineering, procurement and construction of the plant. On September 9, 2003,
MidAmerican Energy began construction of the plant, which it expects to be completed in the summer of 2007. On
December 29, 2004, MidAmerican Energy received an order from the IUB approving construction of the associated
transmission facilities and is proceeding with construction.

The second electric generating project currently under construction consists of wind power facilities located at two sites in
north central Iowa totaling 310 MW based on the nameplate rating. Generally speaking, accredited capacity ratings for wind
power facilities are considerably less than the nameplate ratings due to the varying nature of wind. The current projected
accredited capacity for these wind power facilities is approximately 53 MW. MidAmerican Energy will own and operate
these facilities, which are expected to cost approximately $323.0 million, including transmission facilities and excluding the
allowance for funds used during construction. As of December 31, 2004, wind turbines totaling 160.5 MW at one of the sites
were completed and in service. Completion of the remaining turbines is expected by the middle of 2005. On January 31,
2005, the IUB approved ratemaking principles related to expanding the wind power project. An additional 50 MW of
capacity, based on the nameplate rating, is expected to be constructed at the sites in 2005 at an estimated cost of
$63.0 million.

MidAmerican Energy is interconnected with Iowa utilities and utilities in neighboring states and is party to an electric
generation and transmission pooling agreement administered by the MAPP. The MAPP is a voluntary association of electric
utilities doing business in Minnesota, Nebraska, North Dakota and the Canadian provinces of Saskatchewan and Manitoba
and portions of Iowa, Montana, South Dakota and Wisconsin. Its membership also includes power marketers, regulatory
agencies and independent power producers. The MAPP facilitates operation of the transmission system, is responsible for the
safety and reliability of the bulk electric system, and has responsibility for administration of the MAPP’s Open-Access
Transmission Tariff.

Each MAPP participant is required to maintain for emergency purposes a net generating capability reserve of at least 15%
above its system peak demand. MidAmerican Energy’s reserve margin at peak demand for 2004 was approximately 26%.
MidAmerican Energy believes it has adequate electric capacity reserve through 2010, including capacity provided by the
generating projects discussed above. However, significantly higher-than-normal temperatures during the cooling season
could cause MidAmerican Energy’s reserve to fall below the 15% minimum. If MidAmerican Energy fails to maintain the
appropriate reserve, significant penalties could be contractually imposed by the MAPP.
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MidAmerican Energy’s transmission system connects its generating facilities with distribution substations and interconnects
with 14 other transmission providers in Iowa and five adjacent states. Under normal operating conditions, MidAmerican
Energy’s transmission system has adequate capacity to deliver energy to MidAmerican Energy’s distribution system and to
export and import energy with other interconnected systems.

Gas Operations

MidAmerican Energy is engaged in the procurement, transportation, storage and distribution of natural gas for customers in
the midwest region of the United States. MidAmerican Energy purchases natural gas from various suppliers, transports it
from the production area to MidAmerican Energy's service territory under contracts with interstate pipelines, stores it in
various storage facilities to manage fluctuations in system demand and seasonal pricing, and distributes it to customers
through MidAmerican Energy's distribution system.

MidAmerican Energy sells natural gas and transportation services to end-use, or retail, customers and natural gas to other
utilities, marketers and municipalities. MidAmerican Energy also transports through its distribution system natural gas
purchased independently by a number of end-use customers. During 2004, 45% of total gas delivered through MidAmerican
Energy's system for end-use customers was under gas transportation services.

For the year ended December 31, 2004, regulated gas sales, excluding transportation throughput, by MidAmerican Energy by
customer class were as follows: 40% were to residential customers, 20% were to small general service customers, 2% were to
large general service customers and 38% were wholesale sales. For the year ended December 31, 2004, regulated gas sales,
excluding transportation throughput, by MidAmerican Energy by jurisdiction were as follows: 78% to Iowa, 11% to South
Dakota, 10% to Illinois and 1% to Nebraska.

There are seasonal variations in MidAmerican Energy’s gas business that are principally due to the use of natural gas for
heating. In general, 45-55% of MidAmerican Energy’s regulated gas revenue is reported in the months of January, February,
March and December.

MidAmerican Energy purchases gas supplies from producers and third party marketers. To ensure system reliability, a
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