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I. INTRODUCTION AND QUALIFICATIONS 1 

Q. Please state your name, business address, and present position with PacifiCorp 2 

d/b/a Rocky Mountain Power (“PacifiCorp” or the “Company”). 3 

A. My name is Nikki L. Kobliha and my business address is 825 NE Multnomah Street, 4 

Suite 1900, Portland, Oregon 97232. I am currently employed as Vice President, Chief 5 

Financial Officer and Treasurer for PacifiCorp. I am testifying for PacifiCorp d/b/a 6 

Rocky Mountain Power (“PacifiCorp” or the “Company”). 7 

Q. Please describe your education and professional experience. 8 

A. I received a Bachelor of Business Administration with a concentration in Accounting 9 

from the University of Portland in 1994. I became a Certified Public Accountant in 10 

1996. I joined PacifiCorp in 1997 and have taken on roles of increasing responsibility 11 

before being appointed Chief Financial Officer in 2015. I am responsible for all aspects 12 

of PacifiCorp’s finance, accounting, income tax, internal audit, Securities and 13 

Exchange Commission reporting, treasury, credit risk management, pension, and other 14 

investment management activities.  15 

II. SUMMARY AND PURPOSE OF TESTIMONY 16 

Q. Please summarize the purpose of your direct testimony. 17 

A. I support PacifiCorp’s overall cost of capital recommendation, including a capital 18 

structure with a common equity level of 51.27 percent, the proposed cost of long-term 19 

debt of 4.77 percent, and cost of preferred stock of 6.75 percent. 20 

Q. What is the purpose of the cost of capital recommendation? 21 

A. The Company’s proposed capital structure with a common equity level of 51.27 percent 22 

is required to maintain PacifiCorp’s current credit ratings, which provides for a more 23 
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competitive cost of debt. The overall cost of capital facilitates continued access by the 1 

Company to the debt capital markets over the long term to the benefit of customers. 2 

This capital structure enables the Company’s continued investment in infrastructure to 3 

provide safe and reliable service from new cost-effective energy resources at 4 

reasonable costs. 5 

Q. What overall cost of capital do you recommend for PacifiCorp? 6 

A. PacifiCorp proposes an overall cost of capital of 7.60 percent. This cost includes the 7 

return on equity recommendation of 10.30 percent, supported by the direct testimony 8 

of Ms. Ann E. Bulkley, and the capital structure and costs shown in Table 1. 9 

Table 1: Overall Cost of Capital 10 

Component $m  
% of 
Total  Cost %  

Weighted 
Ave Cost % 

Long-Term Debt $11,285  48.72% 4.77% 2.32% 

Preferred Stock $2  0.01% 6.75% 0.00% 

Common Stock Equity $11,874   51.27%  10.30%  5.28% 

 $23,161   100.00%   7.60% 
 

Q. What time period does your analysis cover? 11 

A.  The capital structure for the Company is measured over the calendar year 2024 test 12 

period proposed in this proceeding using an average of the five quarter-ending balances 13 

spanning the 12-month period ending December 31, 2024, based on known and 14 

measurable changes through December 31, 2024. Similarly, the costs of the long-term 15 

debt and preferred stock are an average of the costs measured for each of the five 16 

quarter-ending balances spanning the 12-month calendar year 2024 test period, using 17 

the Company’s actual costs adjusted for known and measurable changes through 18 

December 31, 2024. 19 
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  RMP Exhibit 3.1, Capital Structure Components rolls forward long-term debt 1 

and equity balances starting from the 12-month historical period ended June 30, 2022 2 

(base period) and continues through the calendar year 2024 (test period) in addition to 3 

providing short-term debt balances and information on available lines of credit.1  4 

III. FINANCING OVERVIEW 5 

Q. Please explain PacifiCorp’s need for and sources of new capital. 6 

A. PacifiCorp requires capital to meet its customers’ needs for new cost-effective 7 

transmission and renewable generation, increased reliability, improved power delivery, 8 

and safe operations. PacifiCorp also needs new capital to fund long-term debt 9 

maturities. 10 

  PacifiCorp expects to spend approximately $10.6 billion in capital expenditures 11 

from 2023 through 2025 with significant investments in renewable energy projects and 12 

related transmission. This capital spending will require PacifiCorp to raise funds by 13 

issuing new long-term debt in the debt capital markets, retaining earnings, and if 14 

needed, obtaining new capital contributions from its parent company, Berkshire 15 

Hathaway Energy Company (“BHE”). 16 

Q. How does PacifiCorp finance its electric utility operations? 17 

A. Generally, PacifiCorp finances its regulated utility operations using a mix of debt and 18 

common equity capital of approximately 48/52 percent, respectively. During periods of 19 

significant capital expenditures, as expected to continue beyond the 2024 test period 20 

for potential new investments, which were identified in PacifiCorp’s 2021 Integrated 21 

 
1 Pursuant to the Order in Company’s last general rate case, Docket No. 20000-578-ER-20, data in RMP Exhibit 
3.1 is being provided in accordance with New Mexico Administrative Code Part 3, Sections 17.1.3.12 through 
17.1.3.18 (“New Mexico Rules”). In his testimony, Mr. Highsmith discusses the New Mexico Rules and the 
Company’s compliance in further detail.  
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Resource Plan (“IRP”) and the 2021 IRP Update action plans, the Company will need 1 

to maintain an average common equity component in excess of 51 percent to maintain 2 

its credit rating and finance the debt component of the capital structure at the lowest 3 

reasonable cost to customers. Maintaining the Company’s credit rating will provide 4 

more flexibility on the type and timing of debt financing, better access to debt capital 5 

markets, a more competitive cost of debt, and over the long-run, more stable credit 6 

ratings.  7 

The following quote from a finance textbook written by Roger Morin also 8 

supports the Company’s current position: 9 

The optimal capital structure...suggests that long-term 10 
achievement of a single A credit rating is in a utility company’s 11 
and its ratepayers best interests. Debt leverage targets should be 12 
set in the lower part of the range required to attain this optimal 13 
rating. If the company maintains its debt ratio close to the 14 
optimal range required for a single A bond rating, its overall cost 15 
of capital should be minimized.2 16 

PacifiCorp currently has a Moody/Standard & Poor’s (“S&P”) bond issuer credit rating 17 

of A3/A, which is considered a single A credit rating, and as suggested from the 18 

textbook will minimize its overall cost of capital. 19 

Q. How does PacifiCorp determine the levels of common equity, debt, and preferred 20 

stock to include in its capital structure? 21 

A. As a regulated public utility, PacifiCorp has a duty and an obligation to provide safe, 22 

adequate, and reliable service to customers in its Wyoming service area while prudently 23 

balancing cost and risk. Major capital expenditures are required in the near-term for 24 

new plant investment to fulfill its service obligation, including capital expenditures for 25 

 
2 Roger A. Morin, PhD, New Regulatory Finance, Public Utilities Reports, Inc, Virginia 2006, p.471. 
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new transmission and new generation investments. These capital investments also have 1 

associated operating and maintenance costs. As part of its annual business plan process, 2 

PacifiCorp reviews all of its estimated cash inflows and outflows to determine the 3 

amount, timing, and type of new financing required to support these activities and 4 

provide for financial results and credit ratings that balance the cost of capital with 5 

continued access to the financial markets. 6 

Q. How does PacifiCorp manage its dividends to BHE? 7 

A. PacifiCorp benefits from its affiliation with BHE as there is no dividend requirement. 8 

PacifiCorp pays dividends to BHE to manage the common equity component of the 9 

capital structure to keep the Company’s overall cost of capital at a prudent level. In 10 

major capital investment periods, PacifiCorp is able to retain earnings to help finance 11 

capital investments and forgo paying dividends to BHE. For example, following BHE’s 12 

acquisition of PacifiCorp in 2006, PacifiCorp managed the capital structure through the 13 

timing and amount of long-term debt issuances and capital contributions from BHE, 14 

while forgoing any common dividends for nearly five years. At other times, absent the 15 

payment of dividends, retention of earnings could cause the percentage of common 16 

equity to grow beyond the level necessary to support the current credit ratings. 17 

Accordingly, dividend payments can be necessary, in combination with debt issuances, 18 

to maintain the appropriate percentage of equity in PacifiCorp’s capital structure.  19 

Q. What type of debt does PacifiCorp use in meeting its financing requirements? 20 

A. PacifiCorp has completed the majority of its recent long-term financing using secured 21 

first mortgage bonds issued under the Mortgage Indenture dated January 9, 1989. RMP 22 

Exhibit 3.2, Pro forma Cost of Long-Term Debt, shows that, over the test period, 23 
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PacifiCorp is projected to have an average of approximately $11.1 billion of first 1 

mortgage bonds outstanding, with an average cost of 4.79 percent. Presently, all 2 

outstanding first mortgage bonds bear interest at fixed rates. Proceeds from the issuance 3 

of the first mortgage bonds (and other financing instruments) are used to finance the 4 

utility operation. 5 

Another important source of financing in the past has been the tax-exempt 6 

financing associated with certain qualifying equipment at power generation plants. 7 

Under arrangements with local counties and other tax-exempt entities, these entities 8 

issue securities, PacifiCorp borrows the proceeds of these issuances and pledges its 9 

credit quality to repay the debt to take advantage of the tax-exempt status of the 10 

financing. During the 12 months ending December 31, 2024, PacifiCorp’s tax-exempt 11 

portfolio is projected to be approximately $185 million, with an average cost of 12 

3.71 percent, including the cost of issuance and remarketing. 13 

Credit Ratings 14 

Q.  What are PacifiCorp’s current credit ratings? 15 

A. PacifiCorp’s current ratings are shown in Table 2. 16 

Table 2: PacifiCorp Credit Ratings 17 

 Moody’s S&P’s 
Senior Secured Debt A1 A+ 
Senior Unsecured Debt A3 A 
Outlook Stable Stable 

 

Q.  How does the maintenance of PacifiCorp’s current credit rating benefit 18 

customers? 19 

A. First, the credit rating of a utility has a direct impact on the price that a utility pays to 20 

attract the capital necessary to support its current and future operating needs. Many 21 
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institutional investors have fiduciary responsibilities to their clients, and are typically 1 

not permitted to purchase non-investment grade (i.e., rated below Baa3/BBB-) 2 

securities or in some cases even securities rated below a single A rating. A solid credit 3 

rating directly benefits customers by reducing the immediate and future borrowing 4 

costs related to the financing needed to support regulatory obligations. 5 

Second, credit ratings are an estimate of the probability of default by the issuer 6 

on each rated security. Lower ratings equate to higher risks and higher costs of debt. 7 

The Great Recession of 2008-2009 provides a clear and compelling example of the 8 

benefits of the Company’s credit rating because PacifiCorp was able to issue new long-9 

term debt during the midst of the financial turmoil. Other lower-rated utilities were shut 10 

out of the market and could not obtain new capital. 11 

Third, PacifiCorp has a near constant need for short-term liquidity as well as 12 

periodic long-term debt issuances. PacifiCorp pays significant amounts daily to 13 

suppliers whom we count on to provide necessary goods and services, such as fuel, 14 

energy, and inventory. Being unable to access funds can risk the successful completion 15 

of necessary capital infrastructure projects and would increase the chance of outages 16 

and service failures over the long term. 17 

PacifiCorp’s creditworthiness, as reflected in its credit ratings, will strongly 18 

influence its ability to attract capital in the competitive markets and the resulting costs 19 

of that capital. 20 

Q. Please provide examples where poor credit ratings hurt a utility’s flexibility in the 21 

credit markets. 22 

A. During the Great Recession in 2008, Arizona Public Service Company (rated 23 
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Baa2/BBB- at that time) filed a letter with the Arizona Corporation Commission in 1 

October 2008 stating that the commercial paper market was completely closed to it and 2 

it likely could not successfully issue long-term debt.3 3 

Further, those issuers who could access the markets paid rates well above the 4 

levels that PacifiCorp was able to obtain. For example, PacifiCorp issued new 10-year 5 

and 30-year long-term debt in January 2009 with 5.50 percent and 6.00 percent coupon 6 

rates, respectively. Subsequently, Puget Sound Energy (rated Baa2/A- at that time) 7 

issued new seven-year debt at a credit spread over Treasuries of 480.3 basis points 8 

resulting in a 6.75 percent coupon. 9 

Q. Can regulatory actions or orders affect PacifiCorp’s credit rating? 10 

A. Yes. Regulated utilities such as PacifiCorp are unique in that they cannot unilaterally 11 

set the price for their services. The financial integrity of a regulated utility is largely a 12 

result of the prudence of utility operations and the corresponding prices set by 13 

regulators. Rates are established by regulators to permit the utility to recover prudently 14 

incurred operating expenses and a reasonable opportunity to earn a fair return on the 15 

capital invested. 16 

Rating agencies and investors have a keen understanding of the importance of 17 

regulatory outcomes. For example, S&P has opined on the correlation between 18 

regulatory outcomes and credit ratings, concluding: 19 

Although not common, rate case outcomes can sometimes lead 20 
directly to a change in our opinion of creditworthiness. Often it’s a 21 
case that takes on greater importance because of the issues being 22 
litigated. For example, in 2010, we downgraded Florida Power & 23 
Light and its affiliates following a Florida Public Service 24 
Commission rate ruling that attracted attention due to drastic 25 
changes to settled practices on rate case particulars like depreciation 26 

 
3 See RMP Exhibit 3.3. 
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rates. More recently, in June 2016, we downgraded Central Hudson 1 
Electric & Gas due to our revised opinion of regulatory risk. While 2 
that reflected the company’s own management of regulatory risk, it 3 
was prompted in part by other rate case decisions in New York that 4 
highlighted the overall risk in the state.4 5 
 

Similarly, Moody’s recently issued a credit opinion for PacifiCorp, concluding: 6 
 

The stable outlook incorporates our expectation that PacifiCorp will 7 
continue to receive reasonable regulatory treatment, and that 8 
funding requirements will be financed in a manner consistent with 9 
management's commitment to maintain a healthy financial profile. 10 
 
.... The ratings could be downgraded if PacifiCorp's capital 11 
expenditures are funded in a manner inconsistent with its current 12 
financial profile, or if adverse regulatory rulings lower its credit 13 
metrics, as demonstrated for example, by a ratio of CFO pre-WC to 14 
debt remaining below 19%.5 15 
 
In addition, the Company notes a downgrade of American Electric Power 16 

(“AEP”) Company, Inc. and utility subsidiaries AEP Texas, Ohio Power and Public 17 

Service of Oklahoma by Moody’s.6 Drivers for the downgrade all reference weakened 18 

financial profiles that are driven by large capital programs and an increased use of 19 

leverage. The increased use of leverage combined with lower authorized revenues 20 

would cause metrics to decline below current levels “as AEP plans to increase leverage 21 

at AEP Texas to align more closely with its approved capital structure.”7 An updated 22 

credit opinion on American Electric Power Company specifically notes deterioration 23 

of its previously strong credit metrics as the primary driver behind their downgrade. 24 

 
4 S&P Ratings Direct, Assessing U.S. Investor-Owned Utility Regulatory Environments (Aug. 10, 2016), at 4. 
5 Moody’s Credit Opinion, PacifiCorp Update to Credit Analysis (June 30, 2021), at 2. 
6 Moody’s Investor Service, Ratings Action (Aug. 6, 2020). 
7 Id.  
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This action further demonstrates the importance of the cash flow from operations 1 

excluding changes in working capital or “CFO pre-W/C” to debt ratio to Moody’s when 2 

determining ratings.  3 

As discussed in the testimony of Ms. Bulkley, Section VIII., Regulatory and 4 

Business Risk, the regulatory environment and the rate decisions by utility 5 

commissions have a direct and significant impact on the financial condition of utilities. 6 

Q. How does PacifiCorp’s current credit ratings benefit customers? 7 

A. PacifiCorp is in the midst of a period of major capital spending and investing in cost-8 

effective infrastructure to provide electric service that is reliable, clean, and affordable. 9 

If PacifiCorp does not have consistent access to the capital markets at reasonable costs, 10 

these borrowings and the resulting costs of building new facilities become more 11 

expensive than they otherwise would be. The inability to access financial markets can 12 

threaten the completion of necessary projects and can impact system reliability and 13 

customer safety. Maintaining the current single A credit rating makes it more likely 14 

PacifiCorp will have access to the debt capital markets at reasonable costs even during 15 

periods of financial turmoil. 16 

Q. Can you provide an example of how the current ratings have benefited customers? 17 

A. Yes. One example is PacifiCorp’s ability to significantly reduce its cost of long-term 18 

debt primarily through obtaining new financings at very attractive interest rates. The 19 

lower cost of debt benefits customers through a lower overall rate of return and lower 20 

revenue requirement. 21 

To determine the savings realized from maintaining a higher credit rating, in 22 

RMP Exhibit 3.4 New Debt Issue Spreads, I compare the actual effective interest rate 23 
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on the Company’s existing as well as pro-forma long-term debt forecasted to be 1 

outstanding during the calendar year 2024 test period, which was issued since its 2 

acquisition by BHE in 2006, comprising 20 series of debt, to what the effective interest 3 

rate would have been with a BBB credit rating. The spread of each issuance was 4 

changed to match what a BBB rated utility achieved at about the same point in time 5 

that PacifiCorp issued the debt. The total result for the 20 series of debt averaging 6 

$10.2 billion over the test period, would have been an effective average interest rate of 7 

approximately 5.07 percent or 43 basis points higher than the actual effective interest 8 

rate. Combined with the existing pre-acquisition debt, the resulting overall cost of long-9 

term debt would increase to 5.16 percent if the Company had a BBB rating. PacifiCorp 10 

is currently projecting an overall cost of long-term debt of 4.77 percent, or 11 

approximately 39 basis points lower than it might have otherwise been under the 12 

scenario I described above. 13 

Table 3 below shows the reduction in the Company’s cost of long-term debt 14 

since 2010. 15 

Table 3: PacifiCorp’s Cost of Long-Term Debt 16 

 

2023 GRC 
Effective 

2024 

20000-578-
ER-20 

July 2021 

20000-469-
ER-15      

Dec 2016 

20000-446-
ER-14 

Jan 2015 

20000-405-
ER-11 

Mar 2013 

20000-384-
ER-10      

Dec 2011 

20000-352-
ER-09      

Dec 2010 

Cost of Long-
Term Debt 4.77% 4.79% 5.189% 5.20% 5.36% 5.81% 5.98% 

  

PacifiCorp’s customers have benefited from a 121 basis points (1.21 percent) reduction 17 

in the Company’s cost of long-term debt. The Company estimates that this reduction in 18 

the average cost of debt since 2010 results in a decrease of approximately $13.5 million 19 

in the revenue requirement in the current case. Customers have also benefited from the 20 
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Company’s ability to negotiate lower underwriting fees on long-term debt issuances 1 

through BHE’s global underwriting fee position. 2 

Q. Are there other identifiable advantages to a favorable rating? 3 

A. Yes. Higher-rated companies have greater access to the long-term markets for power 4 

purchases and sales. This access provides these companies with more alternatives to 5 

meet the current and future load requirements of their customers. Additionally, a 6 

company with strong ratings will often avoid having to meet costly collateral 7 

requirements that are typically imposed on lower-rated companies when securing 8 

power in these markets. 9 

In my opinion, maintaining the current single A rating provides the best balance 10 

between costs and continued access to the capital markets, which is necessary to fund 11 

capital projects for the benefit of customers. 12 

Q. Is the proposed capital structure consistent with PacifiCorp’s current credit 13 

rating? 14 

A. Yes. This capital structure is intended to help the Company deliver its required capital 15 

expenditures and achieve financial metrics that will meet rating agency expectations. 16 

Q. Does PacifiCorp’s credit rating benefit because of BHE and its parent Berkshire 17 

Hathaway Inc. (“BHI”)? 18 

A. Yes. Although ring-fenced, PacifiCorp’s credit ratios have been weak for the ratings 19 

level. PacifiCorp has been able to sustain its ratings in part through the acquisition by 20 

BHE and its parent, BHI. S&P was clear on this point in its June 2022 assessment of 21 

PacifiCorp: 22 

Under our group rating methodology, we consider PacifiCorp to be 23 
a core subsidiary of BHE with a group credit profile of ‘a’. The core 24 
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status reflects our view that PacifiCorp is highly unlikely to be sold, 1 
has strong long-term commitment from senior management, is 2 
successful at what it does, and contributes meaningfully to the 3 
group. Accordingly, given its core status and BHE’s group credit 4 
profile of ‘a’, the issuer credit rating on PacifiCorp is ‘A’.8 5 
 

 Moody’s states in their June 2021 credit opinion of PacifiCorp: 6 
 

PacifiCorp benefits from its affiliation with Berkshire Hathaway 7 
Inc., which requires no regular dividends from PacifiCorp or BHE. 8 
From a credit perspective, the company’s ability to retain its 9 
earnings as an entity that is privately held, particularly by a deep-10 
pocketed sponsor like Berkshire Hathaway Inc., is an advantage 11 
over most other investor owned utilities that are typically held to a 12 
regular dividend to their shareholders. PacifiCorp currently pays 13 
dividends that are sized to manage its equity ratio (as measured by 14 
unadjusted equity to equity plus long term debt) around its allowed 15 
levels of slightly higher than 50% (regulations restrict dividends if 16 
this ratio falls below 44%). As of December 2020, PacifiCorp 17 
reports its actual equity percentage, as calculated under this test, was 18 
53%.9 19 
 

These examples are evidence of the credit rating benefit resulting from BHE’s 20 

ownership of PacifiCorp. 21 

Q. Does ownership by BHE, and ultimately BHI, mean PacifiCorp is protected from 22 

a ratings downgrade if PacifiCorp does not manage its own risks? 23 

A. No. As noted above PacifiCorp is part of a group rating methodology where S&P 24 

considers PacifiCorp to be core to BHE, which has a group credit profile of ‘a’. The 25 

core status reflects S&P’s view that PacifiCorp is highly unlikely to be sold, has a 26 

strong long-term commitment from senior management, is successful at what it does, 27 

and contributes significantly to the group. However, in a Research Update issued by 28 

S&P on June 23, 2022, regarding PacifiCorp, S&P revised their assessment of 29 

PacifiCorp’s business risk to reflect their view of PacifiCorp’s increasing susceptibility 30 

 
8 S&P Ratings Direct, PacifiCorp Ratings Affirmed, Outlook Stable (June 23, 2022), at 3. 
9 Moody’s Credit Opinion, PacifiCorp Update to Credit Analysis (June 30, 2021), at 8. 
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to wildfires that have intensified across the Western United States. S&P revised their 1 

assessment of PacifiCorp’s comparable ratings analysis (“CRA”) modifier to negative, 2 

which resulted in PacifiCorp’s stand-alone credit profile (“SACP”) being lowered from 3 

‘a-’ to ‘bbb+’. This action does not currently affect PacifiCorp’s issuer credit rating nor 4 

did it change the ‘Excellent’ business risk. What this action does is show although 5 

PacifiCorp is core to BHE and as such receives the group credit profile of ‘a’, its 6 

wildfire risk is large enough that S&P lowered PacifiCorp’s SACP and said that “we 7 

could also lower PacifiCorp’s ratings if there is a weakening of the relationship between 8 

PacifiCorp and parent BHE.”10 The statement that S&P could lower PacifiCorp’s 9 

ratings if the relationship between BHE and PacifiCorp weakens is significant as it 10 

shows that PacifiCorp is not fully protected by the BHI halo and that it needs to manage 11 

its risk, earn a reasonable return and maintain a solid credit rating in order to maintain 12 

access to the debt capital markets at a reasonable cost. The equity component of the 13 

capital structure proposed in this case is set at a level intended to support the credit 14 

metrics communicated to the rating agencies and maintain that strong position.  15 

IV. CAPITAL STRUCTURE DETERMINATION 16 

Q. How did the Company determine its recommended capital structure? 17 

A. The capital structure is based on the actual capital structure at December 31, 2022 and 18 

forecasted capital activity, including known and measurable changes, through 19 

December 31, 2024. PacifiCorp averaged the five quarter-end capital structures 20 

measured beginning at December 31, 2023, and concluding with December 31, 2024, 21 

resulting in a capital structure with an equity component of 51.27 percent. The capital 22 

 
10 S&P Ratings Direct, PacifiCorp Ratings Affirmed, Outlook Stable (June 23, 2022), at 2. 
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activity includes known maturities of certain debt issues that were outstanding at 1 

December 31, 2022, subsequent issuances of long-term debt, and any capital 2 

contributions received or dividends paid. The known and measurable changes represent 3 

forecasted capital activity since December 31, 2022. 4 

Q. Why does the Company propose a capital structure calculated using a five-quarter 5 

average? 6 

A. This approach smooths volatility in the capital structure, which will fluctuate as the 7 

Company expends capital, issues or retires debt, retains earnings, or declares dividends. 8 

Additionally, this approach is consistent with past Wyoming Public Service 9 

Commission (“Commission”) decisions for the Company, including in the Company’s 10 

general rate cases in 2020 and 2015.11 11 

Q. How does the Company’s proposed capital structure compare to the equity ratio 12 

of the utility operating company proxy group found in RMP Exhibit 4.11 of Ms. 13 

Bulkley’s testimony? 14 

A. Ms. Bulkley’s exhibit shows the low, high and median of the proxy group average 15 

equity ratios are 45.95 percent, 61.06 percent and 53.18 percent, respectively. The 16 

Company’s proposed capital structure is well within this range.  17 

 

 
11 In the Matter of the Application of Rocky Mountain Power for Authority to Increase Rates, Docket No. 20000-
578-ER-20 (Record No. 15464), Memorandum Opinion, Findings and Order (July 15, 2021); In the Matter of the 
Application of Rocky Mountain Power for Approval of a General Rate Increase in its Retail Electric Utility Service 
Rates in Wyoming of $32.4 Million per Year or 4.5 Percent, Docket No. 20000-469-ER-15 (Record No. 14076), 
Memorandum Opinion, Findings of Fact, Decision and Order (Dec. 30, 2015). 
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Q. How does the Company’s proposed capital structure compare to recent actual 1 

capital structures and to the capital structure authorized in PacifiCorp’s last 2 

general rate case (“GRC”), Docket No. 20000-578-ER-20 (“2020 Rate Case”)? 3 

A. The capital structures are compared in Table 4 below. 4 

Table 4: Forecast and Actual Capital Structures 5 

PacifiCorp’s Comparison of % Capital Structures 

 

Dec 31, 
2024 

Forecast* 

Dec 31, 
2023 

Forecast* 

Dec 31, 
2022 

Actual* 

Dec 31, 
2021 

Actual* 

Dec 31, 
2020 

Actual* 
20000-578-ER-20 
Capital Structure 

Long-Term Debt 48.72 % 48.56 % 46.69 % 47.69 % 48.49 % 48.99 % 
Preferred Stock 0.01 % 0.01 % 0.01 % 0.01 % 0.01 % 0.01 % 

Common Equity 51.27 % 51.43 % 53.30 % 52.30 % 51.50 % 51.00 % 

Totals 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 

*Five quarter-end average % Capital Structure calculated for trailing 12 month period ending.  

 

The percentage decrease in the common equity component of the capital 6 

structure from the actual December 31, 2022 five-quarter average to that projected for 7 

the 2024 forecast test period is due to debt issuances in excess of maturities over the 8 

period and common dividend payment in 2023. These steps were taken in order to 9 

manage the common equity percentage close to what was approved by the Commission 10 

in the last GRC and to that requested by the Company in the current GRC.  11 

V. FINANCING COST CALCULATIONS 12 

Q. How did you calculate the Company’s embedded costs of long-term debt and 13 

preferred stock? 14 

A. Consistent with my determination of the percentage capital structure discussed 15 

previously, I have similarly calculated the embedded costs of debt and preferred stock 16 
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as an average of the five quarter-end cost calculations spanning the test period, 1 

beginning at December 31, 2023, and concluding with December 31, 2024. 2 

Q. Please explain the cost of long-term debt calculation. 3 

A. I calculated the embedded cost of debt using the methodology relied upon in the 4 

Company’s previous rate cases in Wyoming and other jurisdictions. More specifically, 5 

I calculated the cost of debt by issue, based on each debt series’ interest rate and net 6 

proceeds at the issuance date, to produce a bond yield to maturity for each series of 7 

debt outstanding as of each of the five quarter-ending dates spanning the 12-month 8 

calendar year 2024 test period. It should be noted that in the event a bond was issued 9 

to refinance a higher cost bond, the pre-tax premium and unamortized costs, if any, 10 

associated with the refinancing were subtracted from the net proceeds of the bonds that 11 

were issued. Each bond yield was then multiplied by the principal amount outstanding 12 

of each debt issue, resulting in an annualized cost of each debt issue. Aggregating the 13 

annual cost of each debt issue produces the total annualized cost of debt. Dividing the 14 

total annualized cost of debt by the total principal amount of debt outstanding produces 15 

the weighted average cost for all debt issues. 16 

Q. Please describe the changes to the amount of outstanding long-term debt between 17 

December 31, 2022, and December 31, 2024. 18 

A. Approximately $874 million and $166 million of the Company’s fixed rate and variable 19 

rate long-term debt, respectively, will mature during this period and I have therefore 20 

removed this debt when appropriate in the determination of the proposed average cost 21 

of debt. Also, as reflected in RMP Exhibit 3.2, Pro forma Cost of Long-Term Debt, the 22 
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Company anticipates new fixed rate long-term debt during the period, a 10- and 30-1 

year split term issuances totaling $1.2 billion in 2023 and $1.7 billion in 2024. 2 

Q. Regarding the $1.2 billion of new long-term issuances in 2023, how did you 3 

determine the interest rate and resulting cost for this new long-term debt? 4 

A. The Company’s current estimated credit spread for 10-year and 30-year debt is 1.05 and 5 

1.30 percent, respectively. The recent forward 10-year and 30-year U.S. Treasury rates 6 

for June 2023 are approximately 3.33 and 3.47 percent, respectively. Issuance costs for 7 

10-year and 30-year debt of this type adds approximately 0.08 and 0.05 percent to the 8 

all-in cost, respectively. Therefore, as reflected in RMP Exhibit 3.2, Pro forma Cost of 9 

Long-Term Debt, the Company projects a total all-in cost of long-term debt of 4.46 10 

percent and 4.82 percent, respectively, for each of the $600 million projected new 10-11 

year and 30-year long-term debt issuances in June 2023. 12 

Q. Regarding the $1.7 billion of new long-term issuances in 2024, how did you 13 

determine the interest rate and resulting cost for this new long-term debt? 14 

A. The Company’s current estimated credit spread for 10-year and 30-year debt is 1.05 and 15 

1.30 percent, respectively. The recent forward 10-year and 30-year U.S. Treasury rates 16 

for January 2024 are approximately 3.30 and 3.44 percent, respectively. Issuance costs 17 

for 10-year and 30-year debt of this type adds approximately 0.08 and 0.05 percent to 18 

the all-in cost, respectively. Therefore, as reflected in RMP Exhibit 3.2, Pro forma Cost 19 

of Long-Term Debt, the Company projects a total all-in cost of long-term debt of 4.43 20 

percent and 4.80 percent, respectively, for each of the $500 million projected new 10-21 

year and 30-year long-term debt issuances in January 2024. The recent forward 30-year 22 

U.S. Treasury rate for July 2024 is approximately 3.43 percent and as reflected in RMP 23 
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Exhibit 3.2, Pro forma Cost of Long-Term Debt, the Company projects a total all-in 1 

cost of long-term debt of approximately 4.79 percent for this additional $700 million 2 

projected new 30-year long-term debt issuance in July 2024. 3 

Q. A portion of the securities in PacifiCorp’s debt portfolio bears variable rates. 4 

What is the basis for the projected interest rates used by PacifiCorp? 5 

A. The Company’s variable rate long-term debt in this case is in the form of tax-exempt 6 

debt. RMP Exhibit 3.5, Variable Rate Pollution Control Revenue Bonds, shows that, on 7 

average, these securities have been trading at approximately 85 percent of the 30-day 8 

London Inter Bank Offer Rate (“LIBOR”) for the period January 2000 through October 9 

2022. Therefore, the Company has applied a factor of 85 percent to the forward One 10 

Month Bloomberg Short Term Bank Yield Index rate as of each of the five quarter-11 

ending dates spanning calendar year 2024 and then added the respective credit facility 12 

and remarketing fees for each floating rate tax-exempt bond outstanding during the 13 

period. Credit facility and remarketing fees are included in the interest component 14 

because these are costs which contribute directly to the interest rate on the securities 15 

and are charged to interest expense. This method is consistent with the Company’s past 16 

practices when determining the cost of debt in previous Wyoming general rate cases as 17 

well as in other states that regulate PacifiCorp. 18 

Q. How did you calculate the embedded cost of preferred stock? 19 

A. The embedded cost of preferred stock was calculated by first determining the cost of 20 

money for each issue. I began by dividing the annual dividend per share by the per 21 

share net proceeds for each series of preferred stock. The resulting cost rate associated 22 

with each series was then multiplied by the total par or stated value outstanding for 23 
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each issue to yield the annualized cost for each issue. The sum of annualized costs for 1 

each issue produces the total annual cost for the entire preferred stock portfolio. I then 2 

divided the total annual cost by the total amount of preferred stock outstanding to 3 

produce the weighted average cost for all issues. The result is PacifiCorp’s embedded 4 

cost of preferred stock. 5 

Embedded Cost of Long-Term Debt 6 

Q. What is PacifiCorp’s embedded cost of long-term debt? 7 

A. The cost of long-term debt is 4.77 percent, as shown in RMP Exhibit 3.2, Pro forma 8 

Cost of Long-Term Debt. 9 

Embedded Cost of Preferred Stock 10 

Q. What is PacifiCorp’s embedded cost of preferred stock? 11 

A. RMP Exhibit 3.6, Cost of Preferred Stock, shows the embedded costs of preferred stock 12 

to be 6.75 percent.13 

VI. CONCLUSION 14 

Q. Please summarize your recommendations to the Commission. 15 

A. I respectfully request the Commission adopt PacifiCorp’s proposed capital structure 16 

with a common equity level of 51.27 percent. This capital structure balances the 17 

financial integrity of the Company and costs to customers by reflecting the minimum 18 

equity ratio necessary for PacifiCorp to maintain its ratings under current market 19 

conditions. When combined with PacifiCorp’s updated cost of long-term debt of 4.77 20 

percent and the cost of equity of 10.30 percent recommended by Ms. Bulkley, this 21 

produces a reasonable overall cost of capital of 7.60 percent. 22 
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Q. Does this conclude your direct testimony? 1 

A. Yes. 2 
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PacifiCorp
2023 WY GRC
Capital Structure Balances & Short-term Debt  - Roll Forward
$000s

Forecast
Actual Actual Actual Forecast Forecast Forecast Forecast 5 Pt Ave
June Sept Dec Mar Jun Sep Dec Dec
2022 2022 2022 2023 2023 2023 2023 2023 % Cap

Qtr End Balances: Struc
Long-Term Debt 8,788,150       8,693,150     9,742,150   9,733,150     10,633,150      10,541,150  10,493,150   10,228,550   48.56%
Pfd Stk 2,398              2,398            2,398          2,398            2,398 2,398           2,398            2,398            0.01%
Common 10,023,737     10,432,764   10,738,677 10,606,846   10,537,128      11,017,093  11,267,215   10,833,392   51.43%

100.00%

12 Mo Ended
Qtr Ending Activity: Q3 Q4 Q1 Q2 Q3 Q4 Dec 2023
LT Debt Issuances - 1,100,000 - 1,200,000 - - 1,200,000     
LT Debt Maturities (95,000)        (51,000) (9,000)          (300,000) (92,000)        (48,000)         (449,000)       
Earnings Available to Common 408,786        298,852      168,170        230,281 479,966       250,122        1,128,539     
Common Dividends - - (300,000)      (300,000) - - (600,000)       
Chg in AOCI 241 7,061          - - - - - 

- - - - - - - 

Total Credit Facilities (Qtr End): 1,200,000       1,200,000     1,200,000   2,000,000     2,000,000        2,000,000    2,000,000     
Less:
   Remarketed PCRB & LOC Support (218,150)        (218,150)      (249,233)     (218,150)      (218,150)          (218,150)      (218,150)       
   Short-Term Debt Outstanidng - - - - - - (508,217)       
Available Head Room 981,850          981,850        950,767      1,781,850     1,781,850        1,781,850    1,273,633     

`

Forecast
Forecast Forecast Forecast Forecast Forecast 5 Pt Ave

Dec Mar Jun Sep Dec Dec
2023 2024 2024 2024 2024 2024 % Cap

Qtr End Balances: Struc
Long-Term Debt 10,493,150 11,493,150   11,068,150      11,768,150  11,601,700   11,284,860   48.72%
Pfd Stk 2,398          2,398            2,398 2,398           2,398            2,398            0.01%
Common 11,267,215 11,517,560   11,801,209      12,297,121  12,488,795   11,874,380   51.27%

100.00%

12 Mo Ended
Qtr Ending Activity: Q1 Q2 Q3 Q4 Dec 2024
LT Debt Issuances 1,000,000     - 700,000 - 1,700,000     
LT Debt Maturities - (425,000) - (166,450) (591,450)       
Earnings Available to Common 250,345        283,649 495,912 191,674 1,221,580     
Common Dividends - - - - - 
Chg in AOCI - - - - - 

- - - - - 

Total Credit Facilities (Qtr End): 1,200,000     1,200,000        1,200,000    1,200,000     
Less:
   Remarketed PCRB Support (218,150)      (218,150)          (218,150)      (51,700)         
   Short-Term Debt Outstanidng - (263,583) - (80,422) 
Available Head Room 981,850        718,267           981,850       1,067,878     

12 Mo Ended Dec 2023

12 Mo Ended Dec 2024

2022
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Direct Line 

. I  Commissioner Kristin K. Mayes ! , + .  

Arizofia Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 + --- 

Re: Docket No. E-01 345A-08-0 172 (Interim Rate Motion) 

Dear Commissioner Mayes: 

On October 8, 2008, you filed a letter in which you requested Arizona Public Service 
Company (“APS” or “Company”) to respond to five specific issues covering a range of subjects. 
Because several of these issues are germane to the Company’s pending Motion for Interim Rates, 
the Company has chosen to submit its response in the above docket. For the convenience of the 
parties to this proceeding, I have attached a copy of your October tifh letter as Appendix A. 

APS Access to Commercial Paper Market and Other Credit-Related Issues 

APS first began experiencing trouble accessing the commercial paper market in August 
of 2007 when the sub-prime credit issues began to impact the capital markets. Access has 
continued to be sporadic throughout 2008, with the amount of commercial paper APS can issue 
often being limited even when access to the market was possible. Beginning September 17, 
2008, the commercial paper market has been completely closed to APS. 

As discussed during the hearing, A P S  had total lines of credit of $900 million. The first 
line of $400 million expires at the end of 2010, with a second for $500 million expiring at the 
end of 201 1. The purpose of these lines of credit is to provide the Company with liquidity and 
working capital when commercial paper cannot be utilized - not fund capital expenditures.’ 
Indeed, Decision No. 69947 (October 30, 2007) specifically limited the use of the $500 million 
line of credit to fuel/purchased power requirements and thus cannot be used to fund the 
Company’s capital requirements. As of September 30, 2008, approximately $270 million had to 
be drawn down due to the problems in the commercial paper market described above. Also, $34 
million of the Company’s credit line was with bankrupt Lehman Brothers and thus no longer 

~~ 

’ Borrowing on bank lines of credit is normally 25 to 50 basis points more expensive than commercial paper. 

APS APS Energy Services * SunCor El Dorado 

Law Department, 400 North Fifth Street, Mail Station 8695, Phoenix, AZ 85004-3992 
Phone: (602) 250-2052 . Facsimile (602) 250-3393 

E-mail: Thomas.Mumaw@pinnaclewest.com 
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exists. Another $36 million was with Wachovia, which is in the process of being acquired by 
Wells Fargo. Whether the new owner of Wachovia will assume the $36 million commitment is 
uncertain, to say the least. Accordingly, APS’s previous $900 million lines of credit are now no 
more than $866 million, and may be as low as $830 million. Finally, as a result of recent write- 
downs of bank assets, there is $2 trillion less credit capacity in the U.S. banking system than 
there was before this global financial crisis began. As a result, APS will likely encounter 
difficulty in maintaining its remaining lines of credit in the future, and there is no doubt that 
these lines of credit would, in any case, be insufficient to meet APS’s capital expenditure needs 
over the next few years. 

Liquidity is absolutely vital to the financial integrity of an electric utility. APS itself was 
contacted by each of the three rating agencies after the Lehman Brothers bankruptcy and asked 
about the Company’s exposure to Lehman, Morgan Stanley, Merrill Lynch and Goldman Sachs, 
as well as its ability to count on its lines of credit given the chaos in the short-term credit 
markets. A recent example of the critical importance of liquidity is Constellation Energy, the 
parent of Baltimore Gas & Electric Company, which began 2008 with a stock price of over $100 
per share. After facing a liquidity crisis driven by threatened credit rating downgrades and the 
resultant cash collateral calls that nearly drove Constellation to the brink of bankruptcy, it was 
forced to sell itself to MidAmerican Energy (the same entity that bought out PacifiCorp) for 
$26.50 per share. 

And the damage has not been limited to the short-term debt market. Despite massive 
efforts by our Federal government and governments in Europe and Asia to pump liquidity into 
the national and international credit markets, access to the corporate debt market is extremely 
strained, with only the most highly-rated corporations being successful in raising long-term debt 
capital. At present, APS likely could not successfully issue long-term debt. Whether this 
financial market environment will improve by the spring of next year, when APS likely will need 
to issue debt, is unknown. 

GeoSmart Solar Financing Program 

On Thursday, September 25, 2008 GE Money announced that it will no longer offer 
unsecured installment consumer financing for its energy efficiency and renewable energy 
programs after October 23, 2008 because of the current turmoil in the credit markets. The action 
specifically affected the Electric & Gas Industries Association’s (“EGIA”) GEOSmart Financing 
Program offered by APS because GE Money provided the financial support for the program. 
Although APS had no prior warning of GE Money’s actions, APS remains committed to its 
partnership with EGIA. EGIA, as a non-profit entity implementing similar financing programs 
for utilities around the country, is situated to identifl other suitable financial institutions to back 
the GeoSmart program. In recent conversations, EGIA informed APS that a number of financial 
institutions have been identified that may be able to provide h d i n g  for GEOSmart. APS 
remains hopeful but cannot offer any assurance that EGIA will secure other financial backing in 
the future. 
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Page 3 

Transactions with Investment Banks or Similar Financial Institutions 

Attached as Appendix B is a list of the banks with which APS has existing lines of credit. 
As noted before, Lehman Brothers and Wachovia are in that group. APS has also submitted a 
$1.1 million claim against Lehman Brothers in bankruptcy over a hedging transaction. APS has 
conducted numerous transactions with Morgan Stanley and Goldman Sachs, who together are 
major players in the U.S energy markets. Although it would seriously reduce the overall liquidity 
of these energy markets should Morgan Stanley and/or Goldman Sachs bow out of the energy 
market, APS itself had controls in place well before all these problems began that limited its 
exposure to any single trading partner, including those discussed above. However, with chaotic 
and unprecedented market events such as we are presently experiencing, no amount of internal 
controls can provide complete protection against potential losses.2 Finally, AIG is a carrier for 
APS property and casualty insurance. APS believes that these insurance policies will continue to 
be honored. 

Auction Rate Securities 

APS does not have any funds invested in auction rate securities (“ARS”). APS is an 
issuer of ARS, with $343 million outstanding and with maturities in 2029 and 2034. The average 
rate of interest paid on these securities has been 3.2%, thus providing very attractive financing 
for APS and its customers. 

Palo Verde 

Palo Verde Unit 3 experienced two relatively brief unplanned outages recently. The first 
was from September 16 to September 20 when a failed transmitter in the control circuitry for one 
of the two power supplies to the reactor control rods required the unit to be shut down. That was 
safely accomplished, and after the electronic card that included the failed component was 
replaced, the unit was returned to h l l  power without incident. The second was from September 
27 to 30 when high sulfate levels were detected in the secondary steam system (the system that 
connects the steam generators with the steam turbine). After operators had shut down the unit, 
the secondary system chemistry was returned to normal, the unit again returned to service 
without incident and has been operating at fhll power since then. APS estimates that the amount 
of additional fuel and purchased power costs deferred for recovery through the PSA to be 
approximately $3 mi~lion.~ 

Neither outage involved what could be characterized as an unusual event for a nuclear 
power plant and is the sort of occurrence anticipated in the budgeted effective forced outage rate 
(“EFOR”) for Palo Verde. Palo Verde, like all generators, including all APS generators, has an 

Although such transactions are not directly with APS, the APS decommissioning trusts and the Pinnacle West 
retirement funds have relatively small investments in some of the troubled entities identified in your letter, as likely 
do most if not all large investment funds in this country. 

As the Commission is aware, APS absorbs 10% of higher fuel costs, and a portion of outage costs are embedded in 
the base fuel cost. In addition, a small amount is allocated to wholesale customers. Thus, the total cost of the 
outages was $4.4 million. 
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Kristin K. Mayes, Commissioner 
October 17,2008 
Page 4 

anticipated EFOR based primarily on past operations. This is merely an acknowledgement that 
all machines, no matter how well designed, constructed, operated, and maintained, will 
sometimes fail. Electric generators are no exception to that rule. 

To date this year, the overall Palo Verde capacity factor has been 98% (excluding 
refueling outages). This past summer, Palo Verde set an all-time record for generation. 

Throughout both outage events, Palo Verde staff demonstrated their safety-first focus by 
using effective problem identification and resolution behaviors, took proper action during 
troubleshooting (including developing contingency plans) and work planning. They executed all 
needed repairs with a focus on human performance. The NRC was kept fully informed 
throughout these outages and monitored Palo Verde’s decision-making process and the actions 
taken. APS does not believe these outages have had any negative impact on APS’s substantial 
progress in resolving the NRC’s Confirmatory Action Letter. 

Sincerely, 
A 

Thomas L. Mfmaw 

Attorney for Arizona Public 
Service Company 

Attachments 

cc: Mike Gleason, Chairman 
William A. Mundell 
Jeff Hatch-Miller 
Gary Pierce 
Brian McNeil 
Ernest Johnson 
Lyn A. Farmer 
Janet Wagner 
Rebecca Wilder 
Janice Alward 
Parties of Record 
Docket Control 

I 
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Copies of the foregoing emailed or mailed 
This 17th day of October 2008 to: 

Ernest G. Johnson 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 
eiohnson@,cc.state.az.us 

Maureen Scott 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 
mscott@,azcc. - pov 

Janet Wagner 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 
lwagner@,azcc. - gov 

Terri Ford 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 
tford@,azcc. gov 

Barbara Keene 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 
bKeene@,cc. state. az.us 

Daniel Pozefsky 
Chief Counsel 
RUCO 
11 10 West Washington, Suite 220 
Phoenix,AZ 85007 ’ 

dpozefsky@,azruco.com 

William A. Rigsby 
RUCO 
11 10 West Washington, Suite 220 
Phoenix, AZ 85007 
brigsb y@azruco.gov 

~ 

Tina Gamble 
RUCO 
11 10 West Washington, Suite 220 
Phoenix, AZ 85007 
egamble@,azmco.gov 

C. Webb Crockett 
Fennemore Craig 
3003 North Central, Suite 2600 
Phoenix, AZ 85012-2913 
wcrocket@,fclaw.com 

Kevin Higgins 
Energy Strategies, LLC 
2 15 South State Street, Suite 200 
Salt Lake City, UT 841 11 
khiggins@,energystrat.com 

Michael L. Kurtz 
Boehm, Kurt & Lowry 
36 East Seventh Street, Suite 21 10 
Cincinnati, OH 45202 
mkurtz@BKLlawfirm.com 

Kurt J. Boehm 
Boehm, Kurt & Lowry 
36 East Seventh Street, Suite 21 10 
Cincinnati, OH 45202 
kboehm@,BKLlawfirm.com 

The Kroger Company 
Dennis George 
Attn: Corporate Energy Manager (G09) 
1014 Vine Street 
Cincinnati, OH 45202 
dgeorge@,kroqer. com 

Stephen J. Baron 
J. Kennedy & Associates 
570 Colonial Park Drive 
Suite 305 
Roswell, GA 30075 
sbaron@,ikenn.com 

Theodore Roberts 
Sempra Energy Law Department 
101 Ash Street, H Q 13D 
San Diego, CA 92 10 1-30 17 
TRoberts@,sempra.com 

Lawrence V. Robertson, Jr. 
2247 E. Frontage Road 
Tubac, AZ 85646 
tubaclawyer@,aol. corn 
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Michael A. Curtis 
501 East Thomas Road 
Phoenix, AZ 85012 
mcurtis40 1 @,aol.com 

William P. Sullivan 
501 East Thomas Road 
Phoenix, AZ 85012 
wsullivan@,crrsuslaw.com 

Larry K. Udal1 
501 East Thomas Road 
Phoenix, AZ 85012 
ludall@,cgsuslaw.com 

Michael Grant 
Gallagher & Kennedy, P.A. 
2575 East Camelback Road 
Phoenix, AZ 85016 
MMG@,nknet. com 

Gary Yaquinto 
Arizona Investment Council 
2 100 North Central, Suite 2 10 
Phoenix, AZ 85004 
gyaq uint o @,arizonaic . org 

David Berry 
Western Resource Advocates 
P.O. Box 1064 
Scottsdale, AZ 85252-1064 
azbluhill@,aol.com 

Tim Hogan 
Arizona Center for Law in the Public Interest 
202 East McDowell Road 
Suite 153 
Phoenix, AZ 85004 

I thogan@,aclpi.org 

Jeff Schlegel 
SWEEP Arizona Representative 
1167 W. Samalayuca Dr. 
Tucson, AZ 85704-3224 
schlegeli @,aol.com 

Jay I. Moyes 
MOYES, SELLERS, & SIMS 
1850 North Central Avenue, Suite 1 100 
Phoenix, AZ 85004 
jimoyes@,lawms.com .. 

Karen Nally 
MOYES, SELLERS, & SIMS 
1850 North Central Avenue, Suite 1 100 
Phoenix, AZ 85004 
kenally@,lawms.com 

Jeffrey J. Woner 
K.R. Saline & Assoc., PLC 
160 N. Pasadena, Suite 10 1 
Mesa,AZ 85201 
JJ w @,krsaline . com 

General Counsel the Hopi Tribe 
P.O. Box 123 
Kykotsmovi, AZ 86039 
Scanty085 G@,aol.com 

Cynthia Zwick 
1940 E. Luke Ave 
Phoenix, AZ 85016 
czwick@,azcaa.org 

Nicholas J. qnoch 
349 North 4t Ave 
Phoenix, AZ 85003 
nick@,lubinandenoch.com 

.. 

Scott canty 
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JEFF HATCH-MILLER 
KR1STIN K. MAYES 

GARY PIERCE AR [ZONA CORPORATION COMMISSl  O N  

APPENDIX A 
Page 1 of 2 

KRISTIN K. MAYES 
Commissioner 

Direct Une: (602) 5424143 
Fax: (602) 542.0765 

E-mail: kmayes@azcc.gov 

October 8,2008 

Mr. Don Bran& 
President and CEO 
Arizona Public Service 
400 No. Fifth Street 
M.S. 9042 
Phoenix, AZ 85004 

Re: Impact of recent financial crisis on APS’ access to commercial paper markets and 
ability to finance capital projects; forced cancellation of GeoSmart Solar Loan 
Program; transactions with investment banks; exposure to auction rate securities; 
status of outages at Palo Verde Nuclear Generating Station’s Unit 3. 

Dear Mr. Brandt: 

As you know, the recent upheaval in America’s financial markets has had an unsettling effect on 
OUT national and locat economies. It has also had serious consequences for individuals and 
companies who need to access financing, as credit tightens and capital markets become less 
fluid. 

In recognition of the current environment, I write to request that you provide the Commission 
with information regarding whether the unfolding events on Wall Street have had an impact on 
Arizona Public Service Company (“APS”), with a particular focus on several areas. 

First, please tell the Commission whether APS has experienced difficulty gaining access to short 
or long term debt markets. In particular, have you seen a decline in the Company’s ability to 
issue commercial paper, a pactice that has become common among large utilities seeking to 
make payments for short term capital expenditures arid operating expenses. If so, please describe 
the ways in which you have responded to this deficiency in order to meet the Company’s capital 
needs. Nave you experienced additional expenses associated with accessing these markets? 
What is the shod-term and long-term impact to APS’ planned capital projects? 

Second, APS recently reported to my office that it was forced to scuttle its GeoSrnart Soia  
Financing Program - the program by which APS was offering loans to customers wishing to 
install solar panels W ~ O  could not afford to do so solely using rebates - because General Electric 
pulled its funding due to the credit crisis. Please detail the circumstances surrounding this 
program suspension and whether you believe APS will be able to re-start the program in the 
future. Please also inform the Commission whether any other renewable energy or other capital 
expenditure programs have been threatened or come under presswe as a result of the tightened 
credit markets, and the Company’s strategy for addressing these pressures. 

1200 WEST WASHINGTON, PHOEKiX. *RILOHA4500*-2PSC 1400 WEST COHORESE STREET, TUCSON. AIUZOKA #$701=tU7 
www.cr . tam~u.  
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APPENDIX A 
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Page 2 

Thrd, please tell the Commission whether APS engaged in any significant financial transactions 
with Lelman Brothers, American International Group, Bear Steams, or any other investment 
fm that has been the subject of recent bankruptcies or governmental takeovers. If so, please 
detail those transactions, and to what extent they have impacted the Company. 

Fourth, it is my understanding that APS has had some exposure to auction rate securities. As 
you know, the auction rate securities market recently collapsed. Please describe the Company’s 
auction rate securities holdings, what worth those securities now have, and what the Company 
intends to do with those securities in order to d i z e  any losses associated with them. 

Finally, as YOU know, Palo Verde Nuclear Generating Station’s (“PVNGS”) Unit Three was 
down from September 2 7 ~  to October 1“- making for a second outage in less than a month. 
Please tell the Commission how these Unit Three outages will impact the Company’s efforts to 
resolve PVNGS’ Category Four status with the Nuclear Regulatory Commission, as well as the 
estimated replacement costs that have been passed through the Company’s Purchased Power and 
Fuel Adjustment CIause as a result of these outages. 

Thank you for your attention to these questions. 

Sincerely, 

F- Kris Mayes 

Commissioner 

Cc: Chairman Mike Glesason 
Commissioner William A. Mundell 
Commissioner Jeff Hatch-Miller 
Commissioner Gary Pierce 
Ernest Johnson 
Janice Alward 
Brian McNeil 
Rebecca Wilder 
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APPENDIX B 
Page 1 of 1 

APS Revolving Lines of Credit 
($K) 

% of 
Bank Amount Total 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

20 

21 
22 

23 

Bank of America 
Bank of New York Mellon 
Citig roup 
JPMorgan 
Keybank 
CSFB 
Barclays Bank 
Wells Fargo 
UBS Warburg 
Union Bank 
Sun Trust 
Mizu ho 
KBC Bank 
Dresd ner 
US Bank 
Chang Hwa Commercial Bk 
BOTM 
Northern Trust 
Bank Hapoalim 

$92,857 
80,000 
76,572 
76,572 
68,571 
60,857 
52,857 
52,857 
52,857 
38,571 
36,000 
28,571 
24,000 
24,000 
17,143 
15,000 
11,429 
11,429 
10,000 

Subtotal $830,143 

Wachovia 36,000 
Lehman Brothers 33,857 

Total $900,000 

10.3% 
8.9% 
8.5% 
8.5% 
7.6% 
6.7% 
5.9% 
5.9% 
5.9% 
4.3% 
4.0% 
3.2% 
2.7% 
2.7% 
1.9% 
I .6% 
1.3% 
I .3% 
1.1% 

92.3% 

4.0% 
3.7% 

100.0% 
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For Quarter End Periods for Year Ending December 31, 2023 & 2024

30 Day LIBOR1 

Daily Ave
Floating Rate PCRBs 

Daily Ave PCRB / LIBOR
(a) (b) (b)/(a)

Jan-00 5.81% 3.33% 57%
Feb-00 5.89% 3.62% 62%
Mar-00 6.05% 3.68% 61%
Apr-00 6.16% 4.02% 65%
May-00 6.54% 4.89% 75%
Jun-00 6.65% 4.35% 65%
Jul-00 6.63% 3.99% 60%

Aug-00 6.62% 4.09% 62%
Sep-00 6.62% 4.50% 68%
Oct-00 6.62% 4.36% 66%
Nov-00 6.63% 4.33% 65%
Dec-00 6.68% 4.14% 62%
Jan-01 5.88% 3.10% 53%
Feb-01 5.53% 3.59% 65%
Mar-01 5.13% 3.18% 62%
Apr-01 4.82% 3.72% 77%
May-01 4.16% 3.38% 81%
Jun-01 3.92% 3.03% 77%
Jul-01 3.82% 2.65% 69%

Aug-01 3.64% 2.36% 65%
Sep-01 3.17% 2.42% 76%
Oct-01 2.48% 2.18% 88%
Nov-01 2.13% 1.79% 84%
Dec-01 1.96% 1.64% 84%
Jan-02 1.81% 1.49% 82%
Feb-02 1.85% 1.39% 75%
Mar-02 1.89% 1.46% 77%
Apr-02 1.86% 1.58% 85%
May-02 1.84% 1.67% 91%
Jun-02 1.84% 1.58% 86%
Jul-02 1.83% 1.49% 81%

Aug-02 1.80% 1.49% 83%
Sep-02 1.82% 1.69% 93%
Oct-02 1.81% 1.84% 102%
Nov-02 1.44% 1.66% 115%
Dec-02 1.42% 1.57% 110%
Jan-03 1.36% 1.40% 103%
Feb-03 1.34% 1.43% 107%
Mar-03 1.31% 1.45% 111%
Apr-03 1.31% 1.52% 115%
May-03 1.31% 1.56% 119%
Jun-03 1.16% 1.38% 119%
Jul-03 1.11% 1.12% 102%

Aug-03 1.11% 1.16% 104%
Sep-03 1.12% 1.24% 111%
Oct-03 1.12% 1.24% 111%
Nov-03 1.13% 1.36% 121%
Dec-03 1.15% 1.32% 114%
Jan-04 1.11% 1.21% 110%
Feb-04 1.10% 1.17% 107%
Mar-04 1.09% 1.20% 110%
Apr-04 1.10% 1.27% 115%
May-04 1.10% 1.29% 117%
Jun-04 1.25% 1.28% 102%
Jul-04 1.41% 1.26% 89%

Aug-04 1.60% 1.40% 88%
Sep-04 1.78% 1.49% 83%
Oct-04 1.90% 1.72% 91%
Nov-04 2.19% 1.65% 75%
Dec-04 2.39% 1.67% 70%
Jan-05 2.49% 1.78% 72%
Feb-05 2.61% 1.88% 72%
Mar-05 2.81% 1.95% 69%
Apr-05 2.97% 2.50% 84%
May-05 3.09% 2.93% 95%
Jun-05 3.25% 2.39% 74%
Jul-05 3.43% 2.28% 67%

Aug-05 3.69% 2.44% 66%
Sep-05 3.78% 2.55% 68%
Oct-05 3.99% 2.66% 67%
Nov-05 4.15% 2.93% 71%
Dec-05 4.36% 3.10% 71%
Jan-06 4.48% 3.02% 67%
Feb-06 4.58% 3.13% 68%
Mar-06 4.76% 3.11% 65%
Apr-06 4.92% 3.45% 70%
May-06 5.08% 3.52% 69%
Jun-06 5.24% 3.74% 71%
Jul-06 5.37% 3.60% 67%

Indicative Forward PCRB Variable Rates

Rocky Mountain Power 
Exhibit 3.5 

Docket No. 20000-___-ER-23 
Witness: Nikki L. Kobliha

2



For Quarter End Periods for Year Ending December 31, 2023 & 2024

30 Day LIBOR1 

Daily Ave
Floating Rate PCRBs 

Daily Ave PCRB / LIBOR
(a) (b) (b)/(a)

Indicative Forward PCRB Variable Rates

Aug-06 5.35% 3.53% 66%
Sep-06 5.33% 3.61% 68%
Oct-06 5.32% 3.57% 67%
Nov-06 5.32% 3.62% 68%
Dec-06 5.35% 3.70% 69%
Jan-07 5.32% 3.64% 68%
Feb-07 5.32% 3.63% 68%
Mar-07 5.32% 3.64% 68%
Apr-07 5.32% 3.79% 71%
May-07 5.32% 3.90% 73%
Jun-07 5.32% 3.76% 71%
Jul-07 5.32% 3.66% 69%

Aug-07 5.52% 3.76% 68%
Sep-07 5.48% 3.84% 70%
Oct-07 4.98% 3.56% 72%
Nov-07 4.75% 3.53% 74%
Dec-07 5.00% 3.25% 65%
Jan-08 3.95% 3.02% 76%
Feb-08 3.14% 2.86% 91%
Mar-08 2.80% 3.79% 135%
Apr-08 2.79% 2.23% 80%
May-08 2.63% 1.93% 73%
Jun-08 2.47% 2.77% 112%
Jul-08 2.46% 4.12% 168%

Aug-08 2.47% 3.03% 123%
Sep-08 2.94% 4.57% 155%
Oct-08 3.87% 4.89% 126%
Nov-08 1.68% 2.34% 139%
Dec-08 1.01% 1.02% 101%
Jan-09 0.39% 0.70% 181%
Feb-09 0.46% 0.68% 147%
Mar-09 0.53% 0.66% 124%
Apr-09 0.45% 0.63% 140%
May-09 0.35% 0.53% 153%
Jun-09 0.32% 0.45% 143%
Jul-09 0.29% 0.41% 142%

Aug-09 0.27% 0.43% 158%
Sep-09 0.25% 0.40% 161%
Oct-09 0.24% 0.39% 159%
Nov-09 0.24% 0.37% 157%
Dec-09 0.23% 0.38% 165%
Jan-10 0.23% 0.32% 138%
Feb-10 0.23% 0.32% 137%
Mar-10 0.24% 0.32% 135%
Apr-10 0.26% 0.35% 134%
May-10 0.33% 0.34% 101%
Jun-10 0.35% 0.33% 93%
Jul-10 0.33% 0.30% 90%

Aug-10 0.27% 0.31% 115%
Sep-10 0.26% 0.31% 119%
Oct-10 0.26% 0.27% 106%
Nov-10 0.25% 0.27% 107%
Dec-10 0.26% 0.29% 110%
Jan-11 0.26% 0.26% 100%
Feb-11 0.26% 0.26% 98%
Mar-11 0.25% 0.24% 96%
Apr-11 0.22% 0.24% 106%
May-11 0.20% 0.20% 100%
Jun-11 0.19% 0.12% 62%
Jul-11 0.19% 0.07% 38%

Aug-11 0.21% 0.18% 83%
Sep-11 0.23% 0.18% 78%
Oct-11 0.24% 0.17% 69%
Nov-11 0.25% 0.18% 70%
Dec-11 0.28% 0.18% 62%
Jan-12 0.28% 0.18% 64%
Feb-12 0.25% 0.22% 86%
Mar-12 0.24% 0.20% 84%
Apr-12 0.24% 0.25% 104%
May-12 0.24% 0.22% 90%
Jun-12 0.24% 0.19% 78%
Jul-12 0.25% 0.17% 68%

Aug-12 0.24% 0.16% 68%
Sep-12 0.22% 0.18% 81%
Oct-12 0.21% 0.20% 93%
Nov-12 0.21% 0.20% 95%
Dec-12 0.21% 0.15% 71%
Jan-13 0.21% 0.10% 51%
Feb-13 0.20% 0.13% 63%
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For Quarter End Periods for Year Ending December 31, 2023 & 2024

30 Day LIBOR1 

Daily Ave
Floating Rate PCRBs 

Daily Ave PCRB / LIBOR
(a) (b) (b)/(a)

Indicative Forward PCRB Variable Rates

Mar-13 0.20% 0.13% 66%
Apr-13 0.20% 0.18% 92%
May-13 0.20% 0.18% 90%
Jun-13 0.19% 0.11% 57%
Jul-13 0.19% 0.08% 43%

Aug-13 0.18% 0.09% 47%
Sep-13 0.18% 0.09% 49%
Oct-13 0.17% 0.10% 61%
Nov-13 0.17% 0.13% 78%
Dec-13 0.17% 0.14% 82%
Jan-14 0.16% 0.12% 74%
Feb-14 0.16% 0.11% 74%
Mar-14 0.15% 0.11% 73%
Apr-14 0.15% 0.13% 87%
May-14 0.15% 0.12% 80%
Jun-14 0.15% 0.10% 67%
Jul-14 0.15% 0.09% 61%

Aug-14 0.16% 0.09% 61%
Sep-14 0.15% 0.09% 55%
Oct-14 0.15% 0.08% 55%
Nov-14 0.15% 0.09% 59%
Dec-14 0.16% 0.08% 50%
Jan-15 0.17% 0.06% 38%
Feb-15 0.17% 0.06% 36%
Mar-15 0.18% 0.06% 35%
Apr-15 0.18% 0.09% 50%
May-15 0.18% 0.15% 79%
Jun-15 0.19% 0.13% 69%
Jul-15 0.19% 0.10% 55%

Aug-15 0.20% 0.09% 46%
Sep-15 0.20% 0.09% 47%
Oct-15 0.19% 0.10% 50%
Nov-15 0.21% 0.09% 45%
Dec-15 0.35% 0.08% 24%
Jan-16 0.43% 0.09% 20%
Feb-16 0.43% 0.08% 20%
Mar-16 0.44% 0.19% 45%
Apr-16 0.44% 0.41% 94%
May-16 0.44% 0.41% 93%
Jun-16 0.45% 0.43% 95%
Jul-16 0.48% 0.43% 89%

Aug-16 0.51% 0.49% 96%
Sep-16 0.53% 0.71% 134%
Oct-16 0.53% 0.77% 146%
Nov-16 0.56% 0.58% 103%
Dec-16 0.71% 0.66% 93%
Jan-17 0.77% 0.69% 89%
Feb-17 0.78% 0.66% 84%
Mar-17 0.93% 0.71% 77%
Apr-17 0.99% 0.90% 91%
May-17 1.01% 0.82% 81%
Jun-17 1.17% 0.83% 71%
Jul-17 1.23% 0.85% 69%

Aug-17 1.23% 0.79% 65%
Sep-17 1.23% 0.87% 71%
Oct-17 1.24% 0.93% 75%
Nov-17 1.29% 0.96% 75%
Dec-17 1.49% 1.25% 84%
Jan-18 1.56% 1.35% 86%
Feb-18 1.60% 1.10% 69%
Mar-18 1.80% 1.32% 73%
Apr-18 1.90% 1.75% 92%
May-18 1.95% 1.46% 75%
Jun-18 2.07% 1.33% 64%
Jul-18 2.08% 1.10% 53%

Aug-18 2.07% 1.53% 74%
Sep-18 2.18% 1.56% 72%
Oct-18 2.29% 1.60% 70%
Nov-18 2.32% 1.69% 73%
Dec-18 2.45% 1.70% 69%
Jan-19 2.51% 1.43% 57%
Feb-19 2.49% 1.64% 66%
Mar-19 2.49% 1.67% 67%
Apr-19 2.48% 1.90% 77%
May-19 2.44% 1.72% 70%
Jun-19 2.40% 1.79% 74%
Jul-19 2.31% 1.45% 63%

Aug-19 2.17% 1.45% 67%
Sep-19 2.04% 1.48% 72%
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For Quarter End Periods for Year Ending December 31, 2023 & 2024

30 Day LIBOR1 

Daily Ave
Floating Rate PCRBs 

Daily Ave PCRB / LIBOR
(a) (b) (b)/(a)

Indicative Forward PCRB Variable Rates

Oct-19 1.88% 1.41% 75%
Nov-19 1.74% 1.18% 68%
Dec-19 1.75% 1.34% 77%
Jan-20 1.67% 1.10% 66%
Feb-20 1.64% 1.21% 74%
Mar-20 0.92% 2.68% 292%
Apr-20 0.68% 0.85% 124%
May-20 0.19% 0.27% 139%
Jun-20 0.18% 0.19% 102%
Jul-20 0.17% 0.21% 125%

Aug-20 0.16% 0.17% 106%
Sep-20 0.15% 0.16% 108%
Oct-20 0.15% 0.17% 116%
Nov-20 0.14% 0.17% 121%
Dec-20 0.15% 0.15% 100%
Jan-21 0.13% 0.11% 85%
Feb-21 0.11% 0.06% 56%
Mar-21 0.11% 0.07% 70%
Apr-21 0.11% 0.10% 91%
May-21 0.10% 0.11% 113%
Jun-21 0.09% 0.07% 76%
Jul-21 0.09% 0.05% 54%

Aug-21 0.09% 0.04% 46%
Sep-21 0.08% 0.04% 50%
Oct-21 0.09% 0.08% 92%
Nov-21 0.09% 0.08% 89%
Dec-21 0.10% 0.11% 106%
Jan-22 0.08% 0.08% 95%
Feb-22 0.10% 0.19% 184%
Mar-22 0.32% 0.37% 115%
Apr-22 0.47% 0.52% 112%
May-22 0.83% 0.76% 91%
Jun-22 1.32% 0.85% 64%
Jul-22 1.92% 0.93% 49%

Aug-22 2.36% 1.77% 75%
Sep-22 2.84% 1.78% 62%
Oct-22 3.32% 2.46% 74%

Average 85%

Forward 1 Mo 

BSBY Index2

Historical Floating 
Rate PCRB / 30 Day 

LIBOR
Forecast Floating 

Rate PCRB
(1) (2) (1) * (2)

12/31/2022 3.843%
3/31/2023 4.73% 85% 4.021%
6/30/2023 4.96% 85% 4.216%
9/30/2023 4.90% 85% 4.168%

12/31/2023 4.62% 85% 3.930%
5QE Ave 4.036%

12/31/2023 4.62% 85% 3.930%
3/31/2024 3.91% 85% 3.321%
6/30/2024 3.61% 85% 3.072%
9/30/2024 3.34% 85% 2.837%

12/31/2024 3.06% 85% 2.598%
5QE Ave 3.152%

2 Source:  Bloomberg L.P. (2/2/23)

1Beginning with Jan 2022, the Bloomberg 1-Month Short Term Bank Yield Index (USD) 
replaced 30 Day LIBOR as the referenced  short-term borrowing rate index.

(Actual 12/31/22 PCRB Remarket Rate)
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