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Memo

To: PacifiCorp Audit Files - FY05

From: Steve Krump

Date: March 9, 2005

Subject: Key assumptions for December 31, 2004 measurement date

PacifiCorp has a fiscal year-end of March 31, while the annual FAS 87 and FAS 106
measurernent date for the benefit plans is based on a December 31 calendar year-end.

The discount rate selected (for measurcment of the FAS 87 pension and FAS 106 other post-
retirement benefit obligations) is applicd annually across all of the PacifiCorp Benefit and
Welfare plans, Note that this approach is consistent with prior year and considered reasonable
based on the fact that the maturity profile of obligations/demographics within cach scparate
pension plan are consistent with each other so as to allow for a single/global discount rate. The
plans considered are included in Appendix B.

Following its most recent review, a single discount rate of 5.75% has been selected, which
represents a 50 basis point decline from prior year. Refer to management’s analysis on the
discount rate selected, as well as their rationale for other key assumptions (i.. mortality table
and return on assets) included in Appendix C.

We have considered whether the discount rate proposed by management is reasonable and in
compliance with the requiremients of FAS 87/106. In forming owr view we have considered the
guidelines set out in PwC R&Q alert 05/09, relevant guidance in FAS 87/106, as well as
discussions with Patrick Gabel, PwC GHRS.

Wi have also considered the reasonableness of managements support for its mortality
assumptions and the rate of return used on plan assets.

Our findings in respect of these three areus are set out in the table below,
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Factorio consider

Findings

Por B&Q Alent D5/08 and In accordance with
the provisions of FAS 87 and FAS 1086,
assurmad discount rates should reflect the
rates at which an amount thatis invested ina
portfolio of high-quality debt instruments on
the measurement date woukd provide the
future cash flows necessary to pay benefits
when thay coms due. Rates on high-quallty
carporate bonds (Le., with a rating of Aa or
better from & recognized ratings agency) as of

 Dacember 31, 2004 are lowar than rates were

ong year ago, based on published tord
indexas présented in the tabls below.

Basad on pur undorstanding of the PacifiCorp benefit plan profite
(active v&. ron-aotive amployess) through discussions with
management and Howitt, thers has not been a significant change ysar
on year. As further support for this view, wo note that the current
investment portioliz {which is maintained in part to support the
gchemas active versus noractive spiit) remains relatively consistent
year on yesar,

856%  Public equity*”

W% Private equity™

5%  Bonds {fixed incomay)

(™ dependent upon market value changss, the investment aliocation to
both pyblic and private equity has a range of +/- 4%, howsver the total
investrnent in equity does not excesd 65%)

{Based on discussions with Mahendra Shah)}

As the maturity profile of its obligations has not shanged significantly,
wo would expact 1o 569 a dagres of consistoncy, year on year, in the
discount rate adopted relative to market data.

In ordar o assoss its reasonableness, we have reviewed the dissourt
rate applied by PacifiCorp agalnst several sxtemal referencs points.
The table in Appendix A summarizes the results of this analysis. We
note the foltowing: '

1) Proviously, PacifiCarp was 7 basls points above the Moody's Aa
Public Utilities rate, At the current measurament date they are
equivalent.

2} The Moody’s Aa Public Utiity rate has fallen 43 basis points
against 3 50 basls point fall in the PaclfiCorp rate.

3) The average rate of decline in rates on the sample of indices
provided by PwC nationgl office is 35 basis points.

Consistent with prior years, PwC notes that whist not looking o math
to the rate PacifiCorp does refarance Moody's Aa Public Ulilities rate
as a benchmark. To this exdent we note thal the Moody's Aa utliitles
indax has been preparod at semi-annual rates, rather than annualized
rates. The indax at Decernber 31, 2004 of 8.76% wauld convert lo an
amugiized rate of approximately 5.83% (priar yaar 8,18% would
ponvert to an annualized rate of 8.268%).

@



MAR-24-20ES £0:16 FROM:

P.3/8

T0 . Ush

PRICEAWATERHOUSE(COPERS

. Hef “

Factor to consider

Findings

The best estimate of the discount rate should
ggnemliy b based on non-caliable high
quality-bonds (e, Aa rated or belter)

Management has benchmarked its proposed rate against avallable
market date {suppliad by Hewitt - See Appendix D}. Information
obtained from Hewitt indicates the following:

For a population of 110 Hewitt clierds:

1) The average decline in mies since 12/31/2003 ls 35 basis points.

2} ‘38 companias show a reduction in rales year Gn year of 50 basls
poiris.

3) 83 companies have selected & discount rate of 5.75%.

4) 34 companies have moved from a rate of 8.:26% in the pror year
10 5.78% in tho current year.

(We note that the data provided by Hewitt may be pre-extermal audit

and wa have not reviewad for scouracy).

SEC provided guidancs in 1994 as follows:
8) Callable bonds should not bo used 10
determing tha discount rate.

b} The yisld on a single bond whose
duration i equal tothe bansfts duration
should not be used.

©) An averags i lowar quality bonds should
not be used.

Hewitt confirmed that It Is customary practice o adhers to the riteria
sot out In the SEC guidance. Additionally, they conflrmed that the
Hewilt yield ousve has been developad by using a basket of high
quality Aa non-callable bonds.

The Citigroup Persion Discount Rate Curve
{formarly Sclomon Brothars) was develeped
spaciically fo maet the criteria setforth in
paragraph 188 of FAS 108. This published
curve incluxdes bond yields by year of maturity
as welk ag the rate shown in Appendix A which
flustrates the vield Based on ths duration of
the banaft payments of & typical, larga,
maturs pension plan.

“Tho disparity batwsen the PacifiCorp rate ard the Citigroup rate
continues to desrease (25 basis pelnts in the prior year compared 1 7
basis polnts In the current year).

Par R&QO Alert 05/09, engagement teams

. sholld ensure, as part of the audit, that clients
' hava adequate documernted support tor
- mortality assumptions and other hom

disclosad demographic assumptions. In
paficidar, engagement leams should ensure
that gurrent mortality tables are being used.
unless (1) the company can demonstrate
through an analysis of actusl experience the
nesd for higher montality rates that may be
reflacted in older tables, or {2} acsarial
adjustments are made 1o the older tables to
refiect trends towards lower monallty rates.

As noted In the client's momo included in Appendix C, PacifiCorp has
decidad to continue using the 1983 Group Annuity Mortality ("83 GAM")
Table for the Decamber 31, 2004 measurement date. From
discussions with Hewitt, we understand that actual moriality exparience
supports continued use of 83 GAM. The actuary has also gssertod that
the PacifiCorp employee base demographic is such that continusd use
of the 83 GAM table at this stage is not unreasonable.
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Findings

Per FAS B7/108, the evpectsd longtem rate
of retum on plan assets shall reflect the
average rate of earnings expecisd on the
auxisting assets that quality as plan assets and
contributions to the plan sxpectad 1o e made
during the pericd. In estimating that rate,
appropriate consideration should be given to
the retums being eamsd on the plan assets
currently Invasted and the rates of return
expedled 10 be aviilable for reinvestment.

Based on review of the Company's assessment included in Appendix

G, it appears that refum on plan assets has baon appropriately
considered against the reguirements outlined in the guidancs,

Gonelusion

Basad on the above, the kay assumptions selected by management (discount rate, mortality

assumptions, and return on plan asse
is consistent with the requirements of

ts) appear reasonable and have been determined on a basis that
FAS B7 and FAS106 and also SEC (1994) guidslines.

G
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December 31,2004/ % December 31,2003/ %

Moody's Aa 5.66% 6.01%

Mersill Lynch 15+ 5.55% 597%

Memill Lynch 10+ 5.52% 5.81%

Citigroup Pension Discéunt 5.68% 6.00%

carve (formerly Sotomon

Brothers)*

Moody's Aa bonds — Public | 5.75% 6.18%

- Utilities

PacifiCorp discount rate 5.75% 6.25%

(* note: the Solomon Brothers curve was specifically developed to meet the criteria set forth in FAS 106

paragraph 186)

(5



b MAR-24-2005 28:16 FROM: . m:‘ _ y
PRICEAATERHOUSE(COPERS @

Appendix B

PacifiCorp Benefit Plans included in scope of paper:

PacifiCorp Supplemental Executive Retirement Plan
PacifiCorp Retirement plan
Post Retitement Life Insurance
Medical Plan
Ernergy West Union Plan
Postretirerncnt Welfare Benefits Plan : PacifiCorp
: Energy West Non-union
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