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Ml jollars, except per share

Financial Highlights

Operating Results

Revenues $ 3.40]
Income from Operations 1,048
Net Income 505
Earnings on Common Stock 466

Data Per Common Share

Farnings

Dividends Paid

Hnuk Value

Stock Price Range [ % 19

Financial Position at December 31

Assets $ 14015 $ 11,846
Capitalization 10,359 8,365
Capital Structure
Total Debt 60 % 520k
Preferred Stock 5 7
Common Equity 35 4]
Other Statistics
Return on Average Common Equity 13.29 12.8%
Market to Book Value (Year End) 1659 149%
Cash Flows from Operations $ 912 $ 962
Common Shares (Average, Thousands) 284,272 282,912
Rased o1 \ t P
Consolidated Revenues Earnings and Dividends Paid
millions of dollars Per Common Share
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We had a successtul year. Total shareholder return, whicl des stock price
increase and dividends, was 23.7 percent. This is the best sult since 1989

but we are not entirehy cased because we expect 1o outpertorm most ol our

peers, and in 1995 we did not. The Standard & Poor's 24 electric companies

ndex returned 31.2 percent, and the Standard & Poor's 500 was at a neatr
record 37.7 percent

Our 1995 revenues were $3.4 billion compared with $£3.5 billion it
1994. Consolidated earnings available for rcommon stock were $466 million

or $1.64 per share, compared with $428 million, or $1.51 per share in 1994

(Our 1995 earnings benefited by

sale of ou Alaska long distanc operations

| believe perceptions about competition in our industry plaved a k
role in the valu on of our stock esped V €at rit Although indu
(ry aanalyvsts cons (4 rank us as one of the utlities n [ HIKEely ) succeed
I 1 compeatinve market me dont believe mpetition oming t the
na rv as | | rgit v 1 1Ignt. So. for the shor ern thev favored
i L1t with higher dividend vie as

We take a different view. We believe competition IDON us yw. and
! I s The 1ime t take boid 15 nct ©1 3 't ( on
pet VEely position he ( mpany nd enhance shareholder v e 19 1
earty { 1996, we ook severa! bold actions i., help vo immderstand hy

we have included a separate outlook on the indust n this annual report
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Many large industrial customers actively shop for the best price
and service options, and they are approached daily by these new
energy providers. The ones who get—or keep—their business must keep
prices low and offer enhanced service options.

For example, Monsanto in Soda Springs, Idaho, recently signed
a six-year power supply contract with PacifiCorp. but only after
exploring opportunities with other suppliers. PacifiCorp kept the large

nhosphorus production facility as a customer by negotiating an

evolution

innovative contract package that satisfied the needs of both Monsanto
and PacifiCorp. As a result of Strategic relati0n5h|ps
developed during the contract negotiations, new business opportunities
between Monsanto and PacifiCorp are being explored.

Customers such as Monsanto will have more choices in their energy
provider in ‘he future. The 1992 National Energy Policy Act opened up
transmissicn lines—the “pipelines” to the marketplace—to other entities
for wholesale transactions. (PacifiCorp has operated an open transmis-

sion system since 1989.) Regulation will likely evolve to the point where

all customers will be able to choose who supplies their power. The
utility that owns the line to a home or business will simply transmit
power from the customer’s chosen supplier, charging a usage fee.

California regulators approved a plan in late 1995 that would let all
customers choose their energy supplier by 2003. The proposal still needs
state approval. A bill introduced in Rhode Island early in 1996 would, if

passed, offer similar choice options for customers
in that state. Several other states are also explor
ing this issue.
The advantage today goes to the energy
provider that can find the best options for
customers, whether through low or predictable prices, enhanced service
or both. Utilities that succeed in this new marketplace are building
relationships and offering innavative SOlutiOnS to
each customer’s unique needs.

U.S. electricity demand growth is projected at 1.8 percent annually
through 2000. To grow at a faster rate, utilities need to look beyond tra
ditional boundaries. Some, including PacifiCorp, believe competition will
eventually drive market consolidation to the point where a relatively
small number of utility and energy services companies will meet much
of the world’s energy demands.

Utility customers compete in the global economy and they expect
their power suppliers to be competitive within that framework. Several
US. energy companies have already expanded into the international
market. Five, including PacifiCoip, purchased electricity distributors in

Australia in 1995, and two have entered the United Kingdom



Compared to what is currently available in

markets are attractn because they offer greater ¢

potential. Also, their less-regulated environment allows a more halanced

sharing of risks and rewards between customers and shareholders
Experience gained in these markets can be transferred and applied in the
LS. once markets are deregulated

There are still significant issues to resolve in the transition of the
ULS. market. One issue is how utilities will pay for their high-cost
generating facilities if customers defect to lower-cost providers. For

PacifiCorp, this risk is reduced because we have relatively low-cost

generating facilities. But the issue is important to us from a

global economic perspective i reguiation pos

pones competition until “stranded”™ costs are recovered, or places exces

sive charges on the transmission system or on customers who choose to
leave a utility, the customer’s right to choose w be unnecessarily
delayed. Customers won't be willing to wait for utilities to recover all
therr costs hefore h("ng" _l(,.l\\lw] maore \}IUH!'\ i xffnl(ih i\, '\lqu'“li‘:‘ rs
ind customers will need 10 share the burden of stranded costs

Another 1ssue to resolve is how some of the environmental and social
responsibilities typically paid through regulated utilities will be handled
in the future, while still allowing those | s 10 compete en an equal
basis with new, nonregulated entities. PacifiCorp is convinced that the
transition to a more competitive environment can be made while still
protecting these interests. These costs will need to be shared. on some

allocated basis, among existing customers, utility shareholders and.

perhaps, new energy suppliers

opportunities

international

armings growth

What do these changes mezn for investors?

whning part of this
new energy marketplace, investors are exposed to an industry that has
more risk than in the past, but also has the potentiai for higher returns
Relatively safe returns are no longer a given for utilities. and investors
need to be more selective in which utilities they own

Companies will need to retain more capital than in the past to better
isorb the changes brought on by competition and to seize opportuni

1at a deregulated power marketplace presents. As a

utilities will lower their traditionally high dividend payout
investors wiil need ke 2 1 return perspective, where
for increasing share e s given greater consideration
that, on average for the last 10 vears. more than 75 percent of
totai return from the Standard & Poor's 500 has come from shars
price appreciation, not dividends

This new uti!ity world i1s no longer an environment for
the hesitant or timnd. For both the industry and its investors it is a time
of unprecedented opportunities. Utilities are now challenged to compete
and those who are successful will find new wavs to serve a growing
number of customers nationally and internationally

(“-.y-‘l«_‘\r\ will continue and won't be easily
predictable. One thing is certain. The future
will look very different. Utilities that survive

and thrive, are already preparing for it
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CUSTOMER SERVICE. Customers are driving the changes in our industry.
They want lower prices, better service and choice. As the energy marketplace
begins to deregulate and customers have more choices, PacifiCorp wants to
earn their business.

Companies that can provide desired energy products and services at
market-based prices will keep the customers they have and gain new ones. For
industrial and large commercial customers, that means paying attention to
power costs, power guality and meeting other special needs. PacifiCorp’s goal
is to help these customers use energy more efficiently, run a more profitable
business and more conveniently manage their total energy needs. As an
example, we have recently begun offering a consolidated billing software
product to commercial custorers.

New energy products and services for residential customers is another
important market for PacifiCorp. As new energy technologies develop, we are
seeking strategic alliances to help bring these technologies to customers.

In 1996, we also plan to form a new, nonregulated subsidiary to
deliver products and services to customers outside our traditional service area,
focusing initially on other utiliti's. Our strengths in the retail and wholesale
arena transfer well to unregu'ated businesses. In particular, PacifiCorp’s
reputation as a good business partner will be an ongoing advantage in an
environment where connections with customers, allies and competitors are
even more important.

But we have room for improvement. Changes are being made in our
customer service functions to address the findings of a recent study that
compared PacifiCorp with other service industries, including utilities. The study
showed that we provided below average retail service quality yet it cost us
more than average to provide these services. By the end of 1996, we will offer
expanded service options including 24-hour phone access, electronic transfer
and alternative payment locations. In turn, since more than 85 percent of our
customers already do business with us solely by mail or phone, customer
service counters at most of our district offices will close to walk-in traffic.

The key in the future is to use our resources in the most efficient
manner possible to assure customers are getting the service they expect from

us. If we can exceed their expectations, we will be successful.
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GROWING THE BUSINESS. We no longer accept geography as a limiting factor
in the utility business. While regulation still restricts utilities from serving
retail customers outside of their established franchised areas, there is a wide
range of nonregulated opportunities that will only increase as the marketplace
forces its way open.

PacifiCorp intends to become a major global utility, and is taking bold
steps now to begin that process, In 1995, we jumped into the international
markets with the purchase of Powercor, an electric distribution and marketing
company in Australia. The $1.6 billion purchase was completed in December.
Powercor serves 540,000 customers in suburban Melbourne and western and
central portions of the State of Victoria. This acquisition is expected to
positively impact earnings in 1997 and beyond.

The addition of Powercor gives PacifiCorp a growing business in a
more competitive marketplace. Victoria took the first steps toward privatizing
its electricity distribution system in 1994 by forming five distribution
companies. Each of these companies was sold in 1995. Powercor has had the
highest electricity load growth of the five, averaging more than 3 percent
annually since 1986.

The electricity market is considerably more deregulated in Victoria
than in the U.S. Large-use customers may currently choose their energy
supplier, and by the year 2001, all customers will be able to choose their
supplier. In 1995, Powercor not only retained existing customers but won
17 of the 41 accounts that switched suppliers. While energy supply is
“contestable,” the local utility maintains a monopoly on the delivery of power.
Powercor derives most of its earnings from the resuiting network charges.

Operating in this type of marketplace will be valuable experience for
PacifiCorp and will allow us to fine-tune our U.S. operations for increasing
competition. We will also benefit from the sharing of ideas and practices
between Powercor and PacifiCorp. And, we will use our expertise in power
supply and marketing to look for oppc.tunities to maximize the profitability
of our investment in Powercor.

Powercor serves as a platform for further growth. PacifiCorp plans to

explore other opportunities in Australia, as well as in the Asia-Pacific region.
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ENTERING THE EAST. (

PacifiCorp also plans to expand into new

the U.S., and we recently made our entry into the eastern power

12 v

market through an agreement with Big Rivers Electric Corporation in western

i

Kentucky, A letter of intent, signed in January 1996, calls for a subsidiary

of PacifiCorp to operate and manage the generation and transmission

cooperative's power plants. PacifiCorp Kentucky Energy Company will sell

power to Big Rivers to serve its 85,000 customers, and Pacifi’orp Powel

Markeving will sell surplus output from the 1,740 megawatts of coal-fired

generation assets to wholesale customers in the eastern U.S

Definitive agreements need to finalized and are subject to various

federal, state and board .I"ll.'"\u“», which are expected by the end of 1996

However, we CXpect an intenm operating agreement w Il allow f'.!\“l(“”’

to begin receiving some earnings from the transaction g | all approvals

are received

example of the

offers to new customers. Our key strengths

and wholesale power marketing align very

needs and opportunities presented by Big Rivers. Through

Energy wur nonregulated minin

g I uels subsidiary,

11so assist Big Rivers with fuel procurement and transportati
|

Rivers was particularly interested in the economic development exper
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service territory through Pacific Generation Company, our

naeper dent power subsidiary PGC has interests in 12 power projects 1o ated




throughout the U.S. PGC also recently acquired interests in a cogeneration
proje * under construction in Ontario, Canada. Pacific Generction's 248-
megawatt Crockett plant near San Francisco, California, is expected to begin
commerciai operation in April 1996, and a waste-to-energy project in North
Carolina is scheduled to be on-line in mid-1997.

Pacific Generation plans to grow through development or acquisition of
domestic independent power projects, and the development and operation of
coal and hydro plants in targeted international markets. Its contribution to
PacifiCorp's bottom line is expected to grow as new projects are identified
and developed.

PacifiCorp is also looking internationally through EnergyWorks,
a newly formed joint venture with Bechtel Enterprises. EnergyWorks is
exploring opportunities for small, renewable and distributed energy systems
in selected countries and will also provide industrial energy efficiency

services in the U.S. and abroad,

WORKING WITH OTHERS. PacifiCorp has a reputation for innovative power
arrangements, and for working out flexible energy solutions that merge our
strengths with those of our partners or customers. While this capability will
allow us to expand nationally and internationally, it also continues to benefit
us in the western U.S. For example, we have developed partnerships with
electric cooperatives such as Plains Electric Generation and Transmission in
New Mexico, and public entities such as Clark Public Utilities in Vancouver,
Washington, to provide specialized products and services that are in high
demand. We have signed new wholesale contracts for 1996 that add
approximately $100 million in new annual revenues. Many of these contracts
include nontraditional energy services, such as system dispatch, load
following, capacity supply and surplus energy marketing.

In the future, we expect to continue to seek strategic partnerships with
others, to serve new customers and make the strongest possible entry into new
markets, using what PacifiCorp knows how to do very well-combined with

strengths from others—to generate new, diversified earnings streams.
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TELECOMMUNICATIONS. It was a year of change at Pacific Telecom,

PacifiCorp's telecommunications business. Most significant was the purchase
of the publicly held shares of PTI stock by PacifiCorp Holdings, which makes
PTI a wholly owned subsidiary. Having an energy and telecommunications
combination is fairly unique among U.S. utilities, and PacifiCorp is exploring
potential synergies to improve customer service and earnings prospects. As
federal restrictions loosen, other electric utilities are also beginning to explore
telecommunications as a new way to gain access to customers and provide
interactive energy management systems,

In 1995 we also completed the sale of Alascom, PTI's long distance
operation in Alaska, to AT#T. While Alascom produced strong results
historically, future earnings were expected to decline. By year-end, we had
replaced about one-third of Alascom's operating income contributions
through growth in the local exchange business, and we expect to offset the
remainder by the end of 1996.

Pacific Telecom’s primary focus is on providing high-quality local
exchange services to rural and suburban markets. These markets are not as
vulnerable in the near-term to increasing competition because they are more
expensive to serve than larger metropolitan areas. In some areas, Pacific
Telecom has access to universal service support to help offset the cost of
providing modern facilities and services in rural areas. Under the new
Telecommunications Act, all telecommunications carriers must contribute to
universal service as part of the national goal to assure that the information
superhighway doesn't bypass rural America.

In 1995, Pacific Telecom had a 27 percent total increase in customer
access lines served, mostly due to completion of purchases from US WEST in
Colorado, Oregon and Washington. Combined, these transactions added
approximately 90,000 access lines. Another 26,600 lines will be added in 1996,
with the pending purchase of local exchanges in rural parts of Minnesota.

Because many areas served by Pacific Telecom are thriving, PTI's
5.3 percent internal access line growth rate is approximately 2 percent above
the most recently available national average. PTI expects to increase its
customer base through continued strong internal growth, expanded service

options and the acquisition of additional local exchange properties.










MOVING FORWARD. PacifiCorp has aggressive growth plans. We will
intelligently expand into new markets, leveraging our strengths in fuels
management, power generation, distribution and marketing.

We are an undisputed low-cost power producer. In 1995, our coal-
fired plants had total production expenses, including labor, of $13.51 per
megawatt-hour, significantly below the most recent comparable national
average of $19.20. These low power production expenses benefit us in both
wholesale and retail power markets. Wholesale sales allow us to get more
value from our resources when they'r¢ not needed by our retail customers.

Our 1995 average net retail price was 4.8 cents per kilowatt-hour,
considerably lower than prices in neighboring California and Southwest
markets. As customer options increase, these low prices, combined with
quality service, will help us fend off would-be power suppliers in our retail
service area.

Our ability to deliver low-cost power to customers can help us make
inroads elsewhere. But low rates are just the admission ticket to today’s utility
world. We also have the experience, the business relationship skills and,
threugh our unregulated ventures, the ability to meet the unique needs
of a wide range of new customers outside our traditional geographic and
business boundaries.

In this growth process, we won't lose sight of the customers in the
West that have been the backbone and heart of our business for more than 80
years. PacifiCorp continues to look for ways to improve their energy choices
and quality. We also continue our commitment to the communities we serve.
Our economic development efforts, for example, have helped add more than
24,600 jobs in our service area since 1990, and more than $46 million in
additional annual electric revenue.

PacifiCorp is more excited about the new competitive utility
environment than many other utilities because we are positioned to benefit
from the opportunities that await. There is more risk as we move forward, but
the greater risk comes from waiting on the sidelines. The market already
exists, and the advantage goes to companies that are among the first in the
marketplace. PacifiCorp is one of those companies. As we succeed, we expect

our shareholders to also benefit.
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SUPERIOR RETURN: One resounding message in this
annual report is that the utility business has become
increasingly competitive. That fact, plus our primary goal
of superior investment return for shareholders over time,
affects our investment strategy and our financial policies.

Under the old model for utility companies, which included
a ' guaranteed” regulated return, utility executives invested
ever-growing amounts of capital on which they could earn
an assured return, and investors bought utility stocks pri-
marily for high dividend yield and low-risk profile.
Regulated protection from competitive pressures allowed
utilities to earn on capital employed, to be more highly
leveraged than most other industries and to pay out a much
greater portion of their earnings in dividends.

Historical Debt/Total Capitalization
(percent)

50: : 2
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Historical Dividend Payout Ratio
(percent)
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THE OLD MODEL IS GONE. Competition kas brought more
risk for the utility shareholder, but also greater opportunity
for superior total return for companies that retain enough
earnings to take advantage of opportunities presented by a
deregulated power marketplace.

At PacifiCorp, we are focused on investing in oppor-
tunities that will lead to stong earnings growth. Earnings
growth is essential for superior total shareholder return. And,
as mentioned in last year's annual report, we continue to
examine our capital spending levels to ensure we are using
capital effectively.

Another essential element for utilities in the competitive
energy marketplace is financial flexibility. The strength of
PacifiCorp’s balance sheet was evident in the company's
credit rating agencies' recent decisions to maintain an "A”"
credit rating for PacifiCorp after the acquisition of Powercor.

Even with the reaffirmation of our credit quality, we know
we must continue to find ways to use our capital more
effectively and reduce the company's debt levels. While
opportunistic investments may necessitate increased debt
levels in the near term, financial flexibility is essential for
superior shareholder return performance.

At PacifiCorp, we are focused on strong earnings growth
and financial flexibility as the keys to superior total return
for utility shareholders of the future.
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Company of Colorado, in which the Company has an interest
of approximately 17.5%. The EPA has also issued a notice of
additional violations of air quality regulations applicable to
the Station and proposed a penalty of $24 million. The
parties have been engaged in sett'ement discussions, but the
Company is not able to predict the outcome of these
discussions or the level of penalties or other remedies that
may ultimaiely be imposed on the joint owners of the Station.

The greenhouse effect is believed to occur when certain
trace gases in the atmosphere trap radiant heat. There is
uncertainty regarding the amount of warming, its timing and
impact and the effect, if any, carbon dioxide (*C0O,") emis-
sions have on warming. Electric Operations is investigating
cost-effective ways to offset future CO, emissions and is
undertaking demonstration projects involving tree planting
as a possible means of offsetting emissions. In 1994, Electric
Operations joined with 37 other investor-owned utilities to
sign @ voluntary agreement with the U.S. Department of
Energy addressing CO, emissions. Electric Operations’ spe-
cific agreement includes a commitment to reduce its 1990
CO, emissions to an amount that is 10% less than the emis-
sions in 1990 and to spend $i million on offset projects by
the year 2000,

Actions under the Endangered Species Act with respect 1o
certain salmon and other endangered or threatened species
could result in restrictions on the Federal hydropower system
and affect regional power supplies and costs. These actions
could also result in further restrictions on timber harvesting
and adversely affect electricity sales to Electric Operations’
customers in the wood products industry.

Electric Operations is curvently in the process of relicensing
certain of its hydroelectric projects under the Federal Power
Act and will be seeking licenses for other projects in the
future. The licenses of 12 of Electric Operations’ hydroelectric
projects expire within the next 10 years. These projects rep-
resent 664 MW, or 62w, of Electric Operations’ hydroelectric
generating capacity, or 8% of total generating capacity. In the
new licenses, the FERC is expected to impose conditions
designed to address the impact of the projects on fish and
other environmenta! concerns. Electric Operations is unable
to predict the impact of imposition of such conditions, but
capital expenditures and operating costs are expected to
increase in future periods and certain proiects may not be
economical to operate.

Several Superfund sites have been identified where Electric
Operations has been or may be .« esignated as a poten-
tially responsible party. In such cases, Electric Operations
reviews the circumstances and, where possible, negotiates
with other potentially responsible parties to provide funds for
clean-up and, if necessary, monitoring activities. In addition,
insurance resources are reviewed and investigated.

Future costs associated with the disposition of these
matters are not expected to be material to the Company's
consolidated financial statements,

28 PacifiCorp

1995 Compared to 1994
Revenues decreased $32 million or 1%.

» Kesidential revenues decreased $3 million and related kWh
volume decreased 1%. Revenues decreased $14 million due
to warmer winter weather and $7 million due to the effect
of the sale of Sandpoint, Idaho distribution facilities in
December 1994, Revenues increased $14 million due to a
2% increase in the average number of residential customers
and $4 million from increased customer usage.

» Commercial revenues increased $6 million or 1%. Revenues
increased $10 million due to a 2% increase in the average
number of commercial customers and $9 million due to
increased customer usage. These increases were partially
offset by weather-related decreases of $7 million and a
$4 million decrease due to the sale of the Sandpoint facilities.

¢ Industrial revenues decreased $29 million or 4% primarily
due 10 a 3% decrease in kWh volume. Sales to oil and gas
customers in Wyoming decreased $21 million due to per-
manent oil and gas well closures and sales to irrigation
customers decreased $15 million due to increased rainfall
and mnild temperatures in 1995, offset in part by a §5 mil-
lion increase resulting from reductions in the BPA credit.

* Wholesale revenues decreased $13 million, or 2%, and kWh
volume increwsed 5%. Spot and short-term market revenues
decreased $30 million due to lower prices and $4 million
due 1o lower volumes sold. The lower prices resulted from
increased competition, the effect of lower natural gas
prices, moderate winter heating temperatures and an abun-
dance of hydro generation in the region, Partially offsetting
the declines were revenues of $22 million from new long-
term firm contracts.

Operating expenses decreased $13 million or 1%,

+ Fuel expense decreased $50 million or 10%. Thermal gen-
eration declined 3,568,000 mWh or 7% due to a 1,391,000
mWh or 43% increase in hydro generation and the avail-
ability of lower-cost purchased power in the spot market.

» Purchased power expense increased $1 million. A $27 mil-
lion decrease resulting from lower spot market prices was
offset by an increase of $14 million resulting from higher
volumes purchased (1,839,000 mWh or 20%]}, a $7 million
increase in prices for firm purchases and decreased BPA
exchange benefits of $7 million.

BPA, a wholesale power and wheeling supplier, increased
its rates effective Octaber 1, 1995 The new rates will
increase Electric Operations’ capacity and wheeling
expenses by approximately $4 million annually and will
reduce the exchange benefits directly received by Electric
Operations’ residential and small farm customers by
approximately $10 million annually. Electne Operations
has received approval for price increases that will allow it
to recover the loss of exchange benefits.

On July 10, 1995, BPA issued its initial 1996 rate case
proposal. This proposal will be subject to a rate heanng
which is expected to conclude May 31, 1996, with final
wholesale power and wheeling rates to be effective
October 1, 1996.
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* Other operations expense increased $8 million or 3%
primarily due to higher pension expense in 1995,

* Maintenance expense decreased $6 million or 3% primar-
ily due to lengthening the intervals between thermal plant
overhauls and extending the duration of maintenance
overhaul periods at some plants, thereby reducing the use
of contract employees und overtime pay.

¢ Administrative and general expense increased $18 million
or 12% due to increased pension and other employee
expenses in 1995 and accruals of $3 million relating to
storm damage in 1995,

* Depreciation and amortization expense increased $19 mil-
lion or 6% primarily due to additional plant in service.

Earnings contribution decreased $63 million or 19%,

« Income from operations decreased $18 million or 2%,

¢ Interest expense increased $48 million or 18% primarily
due to the $28 million interest portion of the tax settle-
ment with the IRS referred to above. The remaining
$20 million increase was primarily due to the effects of
higher short-term interest rates and higher levels of debt
outstanding in 1995,

« Other income decreased $5 million or 16% due to the effect
of a $6 million gain on the sale of Sandpoint properties in
1994 and decreased gains of $3 million on sales of surplus
sulfur dioxide emission allowances. Electric Operations is a
Phase 1l utility under the Clean Air Act of 1990 and may
have approximately 20,000 to 25,000 tons of surplus sulfur
dioxide emission allowances available for sale each year
until 2024.

« Income tax expense decreased $6 million or 3% primarily
due to decreased taxable income, partially offset by the
$4 million net effect of the tax settiement ($15 million of
additional taxes due, partially offset by an $11 million tax
benefit from related interest expense). Additionally, income
taxes rose due to a higher effective tax rate associated with
the reversal of deductions flowed through to ratepayers in
prior years.

1994 Comparcd to 1993
Revenues increased $141 million or 6%.

» Residential revenues increased $26 million or 4% and
kWh volume increased 1%, Revenues increased $19 million
due to decreased BPA exchange benefits and $16 million
due 10 a 2% increase in the number of customers. Revenues
decreased $10 million due to unseasonably warm tempera-
tures early in 1994, partially offset by the effects of contin-
uing warm temperatures throughout the summer months.

« Commercial revenues increased $27 million or 5% pri-
marily due to a 2% increase in the average number of
sustomers and an increase in customer usage.

* Industrial revenues increased $30 million or 4% due to a
3% increase in kWh volume. Irrigation revenues increased
$12 million due to the effects of drier weather in 1994,
Revenves from other industrial customers increased
$18 million due to customer growth, higher prices resulting
from contract escalators and changes in customer mix, and
increased sales 1o customers primarily in the paper and
pulp industry.
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Wholesale revenues increased $33 million or 7% on
increased volume of 5%. Long-term firm power sales
increased $28 million, $15 million from higher prices and
$13 million from higher volume under new and existing
contracts. Increased volume in the spot market and from
short-term firm contracts added revenue of $12 million,
which was partially offset by a $7 million reduction in
prices, mainly in the spot market. Spot market prices were
influenced by the availability of energy in the region
caused by mild weather and low natural gas prices which
made production of natural gas-fired generation more
economical, as well as by more competition in the market.
Other revenues increased $25 million or 64% due to in-
creases in deferred regulatory revenue of $13 million, rental
revenue of $8 million and wheeling revenue of $4 million.

Operating exper.es increased $106 million or 6%.

« Fuel expense increased $32 million or 7% due to a 6%

increase in thermal generation resultic < from increased
customer demand, a 14% reduction in hy roelectric gener-
ation and a 5% reduction in volume of p..chased power.
Purchased power expense increased $36 million or 13%
while kWh volume purchased declined 5%, The increased
expense was due to a decrease in BPA exchange benefits
of $15 million, a price increase relating to a BPA peaking
purchase contract of $8 million, price increases on other
firm purchase contracts of $8 million and secondary
purchase price increases of $5 million.

BPA increased its rates effective October 1, 1993, Electric
Operations’ capacity and wheeling expenses and exchange
benefits were affected by that increase.

Other operations expense increased $8 million or 3%
primarily due to $7 million of increased wheeling expense,
resulting from higher volumes wheeled, and $2 millien
of increased distribution system expense,

Depreciation and amortization expense increased $21 mil-
lion or 8% primarily due to additional plant in service,

Earnings contribution increased $18 million or 5%,

* Income from operations increased $35 million or 4%.

Decreased BPA exchange benefits increased retail revenues
and purchased power expense $15 million each, with no
effect on income from operations.

Interest expense decreased $9 million or 3% primarily due
to an $11 million decrease relating to refinancing long-
term debt during 1593 a1 lower interest rates and
%8 million of adjustments relating to contract settlements.
The decreases were offset in part by the $10 million effect
of higher levels of short-term debt outstanding at higher
interest rates.

Other income increased $14 million primarily due to gains
in 1994 of $9 million on the sale of a portion of surplus
sulfur dioxide emission allowances and $6 million on the
sale of electric properties in Sandpoint, Idaho, partially off-
set by a gain in 1993 of $5 million on a sale of property.
Income tax expense increased $41 million or 23% pri-
marily due to the $§20 million effect of higher taxable
income, an $11 million increase in adjustments to prior
year estimates and $10 million of various tax adjustments.



Telecommunications

Pacific Telecom, Inc. ("Pacific Telecom®) provides voice, data,
enhanced and other services through facilities associated with
local exchange operations in 11 states. Until August 7, 1995,
when Alascom was sold to AT&T Corp. ("ATHT"j, Pacific
Telecom also provided intrastate and interstate long lines
services in Alaska. Pacific Telecom also owns, manages, or
holds interests in cellular operations and properties, predom-
inantly concentrated in the Midwest, and owns, operates and
sells capacity on the North Pacific Cable (“NPC”), which con-
nects the United States and Japan.

Pacific Telecom's revenues for 1995 were derived 62% from
local exchange carriers ("LECs"), 30% from long lines, 5%
from cellular operations and 3% from cable and backhaul
capacity sales and related cable services.

Factors Influencing Earnings

Pricing for telecommunications services is subject to varying
degrees of regulation and competitive market effects, in part
dependent upon the specific provisions of individual state
Jurisdictional requirements. Long-term profitability is influ-
enced by, among other factors, governmental policies (both
state and federal), technological developments, efficiency of
operatiens, cost of capital and competitive factors,

“ampetition

The telecommunications industry is characterized by increas-
ing competition. The Telecommunications Act of 1996, enact-
ed into law on February 8, 1996 ["Telecommunications Act”),
removes legal barriers to entry in the provision of many
telecommunications services and is intended to promote the
development ol competitive service within the industry.
While Pacific Telecom’s LECs have experienced minimal com-
petition with respect to basic services, primarily due to the
suburban or rural nature of their service areas, competition
experienced by these LECs may increase in the future.
Alternative or competitive access providers have historically
competed against certain of Pacific Telecom's LECs in the
past. Competitive LECs, including those using wireless tech-
nologies, are likely to emerge in the telecommunications
industry in the future as a result of technological advances
and changes in regulatory policy, although their emergence in
the areas served by Pacific Telecom is likely to extend over a
longer period of time than in more urban areas.

The continuing federal auctions of spectrum for personal
communications and other services pose the prospect of
increased competition for Pacific Telecom’s cellular opera-
tions. Price, quality of service and technical capabilities are
significant competitive factors in wireless communications,
although Pacific Telecom’s cellular operations currently
benefit from market presence and an existing network.

Over the past several years, Pacific Telecom’s strategy has
been to concentrate its investment and operations in its
primary business of providing local exchange and exchange
access services to rural consumers, This strategy has been
implemented through a migration of capital investment away
from noncore activities (usually through disposition activi-
ties) and into LEC propertics (usually through acquisitions).
The intent of this strategy has been to maximize the benefits

of operational and other efficiencies and capabilities, result-
ing in high quality service to rural areas provided by state-
of-the-art facilities. Regulatory, market and other competitive
changes in the telecommunications industry may affect the
manner in which this strategy is executed or the benefits
obtainable from the strategy in the future.

Pacific Telecom owns 80% of the NPC and is involved
in the operation, maintenance and sale of capacity.
Approximately 55% of the NPC's capacity has been sold-—
2%, 2%, 1%, 4%, 10% and 36% sold in 1995 through 1990.
respectively. The NPC competes for customers with ATET's
trans-Pacific cables. However, ATHT has stated that all capac-
ity on its existing in-service cable system has been sub-
scribed. The southern route of a new AT#HT cable system went
into service in December 1995 and the northern route of that
system is expected to be completed by late 1996. The NPC is
priced competitively with those cable systems, The NPC also
competes with available capacity on international communi-
cation satellites. Pacific Telecom continues to market the
remaining cable capacity and believes that the $61 million
inventory value of the cable system at December 31, 1995
will be recovered.

The NPC experienced outages in February, May and
0 ber 1995 Two of the outages were caused by failure of
¢ aponents covered under existing contractual warranty
provisions. NPC's warranty provision requires the contractor
to pay for incurred marine operations charges and to replace
spares and maierials used during the repair.

Universal Service Fund (“USF") Support

The USF compensates companies whose nontraffic sensitive
loop costs per subscriber are greater than an established
threshold over the national average. Due to the suburban and
rural nature of their operations, a number of Pacific Telecom's
LECs receive this support, &s the cost of providing local ser-
vice in rural areas generally cxceeds the national average.

The Federal Communications Commission (“FCC”) placed a
cap on USF growth, commencing at the beginning of 1994,
which effectively indexes the growth in the size of the fund
to the rate of growth of the nation’s access lines (working
local loops). Prior to the enactment of the Telecommuni-
cations Act, the FCC had ordered an extension of the fund
and the indexed cap mechanisms through the first six months
of 1996. The Telecommunications Act specifically addresses
universal service issues, requiring a federal-state joint board
to examine both the substance of universal service and the
mechamsms for providing universal service support and 1o
make recommendations to the FCC within nine months of the
enactment date. The FCC is statutorily required to review and
determine all universal service matters in a single proceeding,
to be concluded no later than 15 months after the date of the
Telecommunications Act. The FCC has announced a proposed
schedule of proceedings to accomplish these tasks in the time
period specified by the Telecommunications Act.

The Telecommunications Act recognizes the need for uni-
versal service as a matter of legislative policy and statute,
Further, the Telecommunications Act requires specific and
predictable mechanisms for delivering universal service
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support, and expressly provides that only eligible telecom-
munications carriers are entitled to receive universal service
support funding. Pacific Telecom intends to seek designation
as an eligible telecommunications carrier wherever appro-
priate, but does not expect any determination of that status
for some time, pending the conclusion of the joint board and
FCC processes described above. Revenues derived from the
existing USF were $46 million in 1995 and $30 million in
1994 and 1993, and are expected 1o increase with the full
year opevation in 1996 of the acquisitions in Colorado,
Washington and Oregon.

Continuation of the current indexed cap on USF may have
a negative impact on Pacific Telecom's revenues, but that
impact is not expected to be material. The form and effects of
changes to universal service support, if any, under the new
Telecommunications Act are unknown at present. The current
USF mechanism functions by transferring certain defined

Telecommunications
Millions of dollars

costs from the intrastate to the interstate jurisdiction for cost
recovery. Any change in this mechanism could permit some
costs to be recovered from intrastate sources, depending upon
state regulatory policies, the competitive condition of spe-
cific intrastate markets and other factors.

Other Information

See Note 2 to Consolidated Financial Statements for infor-
mation regarding Holdings' acquisition of the 13% publicly
held minority interest of Pacific Telecom.

See Note 2 to Consolidated Financial Statements for infor-
mation regarding the sale of Alascom. The Company recog-
nized an after-tax gain of approximately $37 million from
the sale, based on its 87% ownership interest of Pacific
Telecom when the sale occurred. Excluding the results of
Alascom, the S-year compound annual growth rate for
income from operations would be 7%,

1995 5-Year
to 1994 Compound
Percentage  Annual
Vorthe year S . ... UL ... MO .. g% 199 0 1990 Comparison  Growth
Revenues
Local network service $ 1205 § 969 § 818 § 741 § 684 § 577 24% 16%
Network access service 223.7 168.5 183.9 1749 168.2 147.4 33 9
Long distance network service 150.1 2720 262.5 2754 286.1 2538 (45) (10)
Private line service 343 58.2 63.8 70.4 66.0 60.1 (41) {11)
Sales of cable capacity 3.4 4.6 49 10.8 30.9 83.2 (26) (47)
Cellular and other 116.6 104.8 105.2 92.6 100.4 80.7 11 8
Total 648.6 705.0 702.1 698.2 720.0 682.9 (8) (1)
Expenses
Depreciation and amortization 111.9 104.5 110.0 114.1 117.3 101.9 7 2
Operations, maintenance
and other 371.4 4358 451.3 445.5 443.1 426.8 (15) (3)
Total 483.3 540.3 561.3 559.6 560.4 528.7 (11) (2)
Income from Operations 165.3 164.7 140.8 138.6 159.6 154,2 - 1
Interest expense 42.3 34.8 44.3 52.1 54.9 39.5 22 1
Other (income) expense-net (63.6) 7.7 14.3 (13.2) (15.7) (22.8) N 23
Income tax expense 47.0 40.8 23.8 32.5 30.9 42.1 15
Income from Continuing Operations 139.6 81.4 58.4 67.2 89.5 95.4 71 8
Minority interest and other 36.6 10.9 7.5 99 129 18.8 ¥ 14
Earnings Contribution from
Continuing Operations $ 1030 § 705 § 509 § 573 § 766 § 766 46 6
Identifiable assets § 1599 § 1378 § 1413 § 1,540 § 1,702 § 1732 6 2)
Capital spending $§ 498 § 153 § 126 § 140 § 236 § 475 ¥ 1
Number of employees 2,233 2,762 2,834 2,891 3,050 3.412 (19) (8)
Telephone access tines (Thousands) 530 418 399 379 357 340 27 9

* Not & meaningful number

W hoes not refleet eliminatioa of interest on intercompany borrowing arrangements and includes income taxes on o separate-company basis
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* Cellular and other revenues were virtually unchanged.
Increased revenues of $10 million due to growth in cellu-
lar operations were offset by other revenue declines. The
declines were primarily due to $3 million of revenue in
1993 from service in Saudi Arabia, a $2 million decline in
long lines equipment resale revenue and a $2 million
decline in LEC billing and collection revenue.

Operating expenses decreased $21 million or 4%.

e Operations expense decreased $2 million or 1%, Access
expense decreased $3 million due to a $6 million decrease
in intrastate access expense relating to the exit of ATU
from NECA traffic sensitive pools, partially offset by the
$4 million effect of increas:d facility costs and higher
common carrier network usage. Leased circuit expense
decreased $4 million primarily due to the sale of noncore
businesses. The decreases were offset in part by $4 million
of increased expense due to cellular customer growth.

e Maintenance expense decreased $4 million or 4% primar-
ily due to the effect of a $3 million one-time charge in
1993 relating to service provided in Saudi Arabia.

o Administrative and general expense decreased $10 million
or 11% primarily due to $8 million of reduced corporate
support and employee benefit expense and $2 million
relating to noncore businesses that were sold.

o Depreciation and amortization expense decreased $6 mil-
lion or %% due to the $6 million effect of a reduction in
rates allowed for LECs in Alaska and a $3 million reduction
relating to noncore businesses that were sold, offset in part
by the $3 million effect of increased LEC plant in service.

Earnings contribution increased $20 million or 39%.

¢ Income from operations increased $24 million or 17%.

o [nterest expense decreased $10 million or 22% due to the
$15 million effect of lower debt levels, partially offset by
the $5 million effect of higher interest rates,

* Other expense decreased $7 million primarily due 1o decreased
valuation adjustments for noncore businesses in 1994

* Income tax expense increased $17 million or 71% primar-
ily due to higher taxable income and a higher effective
lax rate.

Other

Other includes three main businesses, as well as the activities
of PacifiCorp Holdings, Inc. (“Holdings”). PacifiCorp Financial
Services, Inc. (“PFS”) has tax-advantaged investments in
affordable housing and has leasing operations that consist
principally of leveraged aircraft leases. Pacific Generation
Company ("PGC”) has ownership interests in the independent
power production and cogeneration businesses. Powercor
Australia Limited (“Powercor”), an electricity distributor in
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Australia, was purchased on December 12, 1995 and the
resuits of operations of Powercor have been included in the
carnings contribution for 19 days. See Note 2 to Consol-
idated Financial Statements for information regarding
the acquisition of Powercor.

Identifiable Assets

Millions of dollars/December 31, 1995 1994 19913
PFS $ 697 $ 731 §$ 1116
PGC 116 113 122
Powercor 1,751 - -
Holdings & other 253 252 251
Total $ 2617 § 1,09 § 1489
Eamings Contribution
Miltions of dollars/For the vear 1995 1994 1993
PFS $ 304 $ 30 & (3.1)
PGC 56 8.5 6.5
Powercor 7 - -
Tax settiement 32.2 - -
Holdings & other 180 - 6.5 6.8
Total $ B869 § 180 § 102

1995 Compared to 1994

The eamings contributior of other husinesses increased
$69 million primarily due ‘o the $32 million of tax adjust-
ment relating to the settlement with the IRS described on
page 25 and a $27 million increase in the earnings contribu-
tion of PFS. The increase for PFS was primarily due to the
afer-tax effects of valuation and impairment charges of
£19 miilion included in the 1994 results and increased gains
of $4 million in 1995 from sales of finance and real estate
assets. The contribution of PGC declined $3 million primarily
due to increased development activities and expenditures
relating to acquisition activities. Charitable contributions by
Holdings decreased $8 million from 1994 and income tax
expense decreased $5 million.

1994 Compared to 1993

The earnings contribution of other businesses increased
$8 million, or 76%, to $18 million in 1994. PFS’ earnings
increased $6 million primarily due to gains associated with
sales of certain assets. Revenues and expenses for PFS
decreased due to lower levels of finance assets and lower
valuation adjustments in 1994. Earnings from PGC increased
$2 million. Interest revenues from the note received in
connection with the sale of NERCO increased $12 million and
interest expense for Holdings decreased $6 million. These
positive results were partially offset by increased income tax
expense for Holdings of $11 million and a $10 million char-
itable donation expense in 1994,






The information in the table below and elsewhere in
this report includes forward-looking statements that involve
a number of risks and uncertainties, including the matters
identified under “Electric Operations,” “Telecommunications”
and “Other” as factors that may influence the financial per-
formance and earnings of the Company and its subsidiaries.
Financial forecasts involve estimates as 1o the future which,
notwithstanding the fact that they are presented with numer-
ic specificity, may or may not prove to be accurate. This
information reflects numerous assumptions as to industry

Liquidity and Capital Resources

Millions of dollars

performances, general business and economic conditions,
regulatory and legal requirements, taxes anid other matters,
many of which are beyond the control of the Company.
Similarly, this information assumes certain future business
decisions which are subject to change. Among other things,
the forecasted acquisition information assumes the ability of
the Company's subsidiaries to consummate future acquisi-
tinns that have not been identified. There can be no assurance
that the results predicted will be realized. Actual resuits will
vary fram those represented by the forecasts, and those vari-
ations may be material.

Actual Forecasted
For the year ] 1993 1994 1595 1996 1997 1998
Net Cash Flow from Continuing Operations
Electric Operatiors $ 764 747 $ 700
Telecommunications 180 141 152
Other 93 74 60
Total 1,037 962 912
Cash Dividends Paid 366 345 346
Net $ 671 617 $ 566 $725-775 $750-800 $750-800
Construction
Electric Operations $ 636 638 $ 455 $ 451 $ 475 $ 493
Telecommunications 103 148 122 114 147 145
Powercor - - 2 69 71 74
Other 3 3 - 56 10 11
Total 742 789 579 690 703 723
Acquisitions and investments
Electric Operations 1 - - 240" - -
Telecommunications 23 5 376 263" 165 -
Powercor - - 1,589 - - -
Other 41 10 175 83 29 -
Total Capital Spending $ BO7 804 $ 2719 $ 1,276 $ 897 $ 723
Maturities of Long-Term Debt
and Capital Lease Obligations
Electric Operations $ 62 76 $ 51 $ 183 $ 210 $ 199
Telecommunications 32 17 15 9 16 29
Other 273 61 29 18 19 13
Total $ 367 154 $ 95 $ 206 $ 245 $ 24!
Other Refinancings $ 864 295 $ 191

Win 1995, Electric Operations exercised 115 option o purchase a S0% interest in o 474 megawatt, natural gos-fired generating plant in Herniiston, Oregon, estimated to
cost 5174 million. Electric Operations slse plans (o participate in two wind generation projects, estimated to cost $66 million
Wacific Telecom entered into an agreement 1o purchase cerain US WEST Communications, Inc. assets in Mianesota for $103 million
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Electric Operations

Electric Operations uses several tools to plan for future
growth. The planning process starts with the Electric
Operations’ least-cost plan, which is periodically reviewed.
Electric Operations’ three-year financial forecast is derived, in
part, from the least-cost plan. These plans define how Electric
Operations intends to acquire efficient, cost-effective energy
resources for its customers and achieve its financial and
operating goals.

For the period 1996 to 2000, annual retail megawatt-hour
sales are expected to increase at an average rate of about
2% per year. In 1996, Electric Operations currently plans to
acquire new demand-side resources that are expected to con-
serve about 23 average megawatts. Electric Operations’ plan
relies on no single energy source to meet customers’ needs,
Electric Operations has identified a variety of resource alter-
natives to manage supply and demand, such as purchases of
existing power plants, improvements in equipment and
operations at its own generating facilities, power purchase
agreements and demand-side resources. Demand-side options
include customer efficiency programs to reduce existing
energy use and to make new customer usage more efficient.

Construction

During 1995, Electric Operations invested in construction
consisting of production, $106 million; transmission,
$17 million; distribution, $244 million; and other, $88 million.

Electric Operations’ estimated construction expenditures
for 1996 through 1998 are set forth below.

Millions of dollars/For the year 1996 1997 1998
Production $ 97 § 97 § 110
Transmission 38 47 45
Distribution 185 209 210
Other 131 122 128
Total $ 451 § 475 § 493

Included in the table above are Electric Operations’ esti-
mates of the capital costs of acquiring demand-side resources.
Electric Operations is implementing demand-side programs to
improve the energy efficiency of residences, commercial
buildings and industrial facilities—both new and existing.

Acquisitions

In 1993, Electric Operations signed a contract to purchase the
entire output from the Hermiston Generating Project located
near Hermiston, Oregon. This 474 megawatt natural gas
cogeneration project is being developed by U.S. Generating
Company ("U.S. Generating”). In November 1994, U.S.
Generating commenced construction of the plant, In 1995,
Electric Operations exercised its option to purchase, subject
to certain conditions, a 50% ownership interest in this
project for approximately $174 million. The payment is also
contingent upon commercial operation of the plant, which is
expected to occur in July 1996.

Electric Operations also plans to participate in iwo wind
projects located in Washington and Wyoming, estimated to
cost $66 million.

Capital Resources

Electric Operations expects to support its capital and matur-
ing debt requirements primar ly through internally generated
cash flows and issuances of additional debt. Sales of preferred
stock and common stock will also be considered. See
“Financing Activities” on page 39.
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Telecomraunications

During 1995, Pacific Telecom continued to implement its
strategy of expanding its local telephone exchange busi-
nesses in rural and suburban markets. The year 1995 was a
year of transition as Pacific Telecom exited its long distance
business in Alaska and redeployed its capital into acquisitions
of local exchange properties.

Acquisitions

During 1995, Pacific Telecom purchased local exchange
properties from US WEST Communications, Inc. ("USWC")
in Colorado, Oregon and Washington. Assets serving approx-
imately 90,000 access lines were purchased for $376 million.
Pacific Telecom signed an agreement with USWC in December
1995 1o acquire additional local exchange properties
in Minnesota. These properties in Minnesota serve approxi-
mately 26,600 access lines and will cost $103 million. This
transaction is expected to close in 1996,

Pacific Telecom continues to seek expansion of its local
exchange operations and cellular interests through the
acquisition of additional LECs and assets and cellular proper-
ties that complement its existing properties and operations.
For LECs, Pacific Telecom seeks to realize economies of scale
through these acquisitions, particularly where the properties
are near Pacific Telecom’s current operations or are of suffi-
cient size to support moving into a new geographic area.
For cellular, Pacific Telecom may increase its ownership
interests in certain cellular properties in order to achieve
ownership control and to consolidate Pacific Telecom’s
cellular service areas into larger contiguous units for operat-
ing and network efficiencies. This plan may be accomplished
through the exchange of existing cellular interests and/or
future acquisitions.
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Disposition

In August 1995, Pacific Telecom sold Alascom to ATET for
cash proceeds of $366 million, consisting of a $75 million
transition payment in July 1994, an October 1994 down
payment of $30 million and a $261 million payment received
at closing.

Construction

During 1995, Pacific Telecom’s construction expenditures
consisted of $106 million for local exchange operations,
$7 million for long lines, $7 million for cellular operations
and $2 million for other. These expenditures related mainly to
network upgrades and growth in Pacific Telecom's operations,

Construction expenditures for 1996 through 1998 are
estimated to be as follows:

Millions of dollars/Fortheyear 1996 1997 1998
Local exchange $ 102 § 136 $ 136
Cellular 8 7 5
Other 4 4 4
Total $ 114 § 147 § 145

Capital Resources

Pacific Telecom funded the acquisitions of local exchange
properties with proceeds from the sale of Alascom and
borrowings under its Series B medium-term note program.
Pacific Telecom expects to fund the pending acquisition in
Minnesota and any future acquisitions through a combina-
tion of internally generated funds and external debt and
expects to fund its construction expenditures primarily
through internally generated cash, Pacific Telecom estab-
lished a Series C medium-term note program in January 1996.



Other

Acyuisitions

On December 12, 1995, Holdings purchased Powercor, an
electricity distributor in Australia, from the State of Victoria
for approximately $1.6 billion in cash. The acquisition of
Powercor was financed with borrowings of $896 million in
Australia under a $984 million credit facility and with an
equity contribution from Holdings which was initially
financed with short-term debt in the United States. Holdings
is not obligated with respect to the Australian borrowings,
which were made by a subsidiary of Holdings.

During 1995, Holdings purchased the minority shares of
Pacific Telecom. Sharcholders tendering shares were paid
a total of $131 million, or $30 per share, and an accrued
liability of $28 million was established to cover estimated
amounts payable to dissenters,

During 1995, PFS invested $44 million in affordable
housing projects. In 1996 and 1997, PFS plans to invest
$32 million and $23 million, respectively, in affordable hous-
ing projects, In addition, PFS expects to be involved in the
construction of affordable housing projects with costs of
$18 million in 1996 and $10 million in 1997.

PGC estimates it will invest $31 million in independent
pawer projects in 1996,

Construction

Construction expenditures for Powercor are estimated to be
$69 million in 1996, $71 million in 1997 and $74 million in
1998. These expenditures are related mainly to distribution
facilities. Powercor expects to fund its construction expendi-
tures primarily through internally generated cash.

Dispositions

During 1995, PFS reduced its identifiable assets by $34
million. Proceeds from sales of its assets were used to
reduce debt.

Capitai Resources

The Company's other businesses expect to fund scheduled
debt maturities and financing commitments through cash
flows from operations, issuances of additional debt and, to a
lesser extent, through further asset sales by PFS.

Operating Activities

Consolidated operating needs, dividends and construction
expenditures are primarily funded from cash provided by
operations. Cash provided by continuing operations less
dividends paid provided 98%, 78% and 90% of construc-
tion expenditures in 1995, 1994 and 1993, respectively.
Consolidated cash flows provided by operating activi-
ties declined $50 million in 1995 primarily due to the tax
settlement with the IRS.

Financing Activities

Common Stock

Open market purchases of the Company's common stock were
used throughout 1995 for the Dividend Reinvestment and
Employee Savings and Stock Ownership Plans. The Company
periodically evaluatv, the advantages of common share
issuances in the context of its current capital structure,
financing needs and market price and the Company began
to issue common stock under these plans in February 1996.
In addition, the Company completed a public offering of
9.7 million shares of common stock in March 1996 for net
proceeds of $197 million,

The Company paid common stock dividends of $307 million
in 1995 and $305 million in 1994,

Short-Term and Long-Term Debt,
Including Current Maturities

Consolidated debt increased $1.9 billion in 1995. The acqui-
sition of Powercor was financed with $1.6 billion of debt,
$896 million was financed in Australia and $700 million was
borrowed in the United States. The Company's debt increased
$460 million primarily due to increased commercial paper
and bank line borrowings of $247 million and issuances of
$176 million of junior subordinated debentures due 2025
through 2035 with average interest rates of 8.4%, $100 mil-
lion of 6°:% First Mortgage and Collateral Trust Bonds due
June 1, 2007 and $52 million of environmental improvement
bonds due 2025, Proceeds were used to retire $56 million of
previously issued first mortgage bonds, with interest rates
ranging from 7% to 7% and maturities from 1998 to 2002,
and to retire $44 million of maturing debt. The Company
exchanged $56 million of the junior subordinated debentures
for 2,233,037 shares of $1.98 No Par Serial Preferred Stock,
Series 1992, Holdings debt increased $401 million due to
issuance of commercial paper and short-term bank line bor-
rowings. Pacific Telecom debt increased $141 million due to
borrowings under revolving credit agreements and issuances
of medium-term notes. At December 31, 1995, the consoli-
dated variable rate debt totaled $2.8 billion.

At December 31, 1995, the Company had $730 million of
first morigage bonds and common stocl registered for sale
with the Securities and Exchange Commission, including
$400 million remaining from the Company's Series G
medium-term nowe program. Of the amount registered,
$200 million of Series G notes were sold in January 1996 and
$197 million of common stock was sold in March 1996.

Holdings has executed various agreements that support
certain obligations of PFS, under which Holdings has agreed
1o maintain ownership of not less than 80% of the voting
shares of PFS; provide equity contributions to PFS to main-
tain its tangible net warth at not less than $10 million; and
provide liquidity support.

PacifiCorp 39



Policy

To insure access to capital markets and to produce a competi-
tive cost of capital, the Company attempts to maintain an
appropriate mix of debt and equity in its consolidated capital
structure, In order to maintain its target debt rating of “A”", the
Company has a target debt to capitalization guideline range
of 48% to 54%. As a result of the Powercor acquisition, the
Company's consolidaied debt was 60% of consolidated capital-
ization at December 31, 1995. The Company sold additional
shares of common stock in early 1996 to improve the equity
portion of its capital structure. Within its debt structure, the
Company has attempted to match the life of its borrowed
liabilities with its assets and to manage its exposure to fluc-
tuating interest rates,

Derivatives

The Company has used derivative financial instruments to
increase the predictability of cash flow, reduce net income
exposure to changing interest rates, reduce the overall cost of
borrowing and adjust its liability portfolio 10 better align with
its asset portfolio. In addition, the Company has recently
begun to employ derivative products to manage risks associ-
ated with electricity sales and purchases.

In 1994, the Company adopted a derivative policy recog-
nizing derivative financial instruments as an integral part of its
risk management system. This policy establishes the involve-
ment of the Board of Directors and senior management in
periodic reviews of the use of derivative transactions and
market positions and periodic assessments of compliance
with the policy. The policy also includes credit criteria for
counterparties and formal requirements for documentation.
The derivative poiicy was updated early in 1996 to include
a risk management program for hedging and trading trans-
actions in electricity futures and other electricity related
financial products.

The Company uses interest rate swaps to adjust the charac-
teristics of its liability portfolio by hedging portions of its
interest, eapense allowing the Company to establish a mix of
fixed or variable interest rates on its outstanding debt.
Currency swaps are used to hedge against fluctuations in the
Australian dollar and the Japanese yen. At December 31, 1995,
the Companies had interest rate swaps on debt with an aggre-
gate notional amount of $220 million and currency swaps
totaling $350 million, During 1995, Holdings entered into
three foreign currency swaps with an aggregate notional
amount of $300 million to hedge a portion of Holdings
investment in its Australian subsidiary.

As the electric industry becomes less regulated and the
price of electricity is influenced more by market conditions
rather than price regulation, utilities and customers will be
subject to market price fluctuations. The Company anticipates
engaging in hedging and trading transactions in electricity
futures and other electricity related financial products as the
Company and its customers attempt to reduce risks associat-
ed with price fluctuations in the electricity market.
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Limits

The Company's Articles of Incorporation limit the amount of
unsecured debt outstanding to the equivalent of 30% of total
defined equity and secured debt. Under this provision, approx-
imately $770 million principal amount of additional unse-
cured debt could have been outstanding at December 31, 1995,

Issuance of the Company's mortgage bonds or preferred
stock is limited by earnings coverage and fundable property
provisions of the Company’s mortgage indentures and its
Articles of Incorporation. Under these provisions and at
current interest rates, approximately $2.4 billion of addi-
tional mortgage bonds or $3.4 billion of preferred stock could
have been issued at Deceinber 31, 1995, However,
certain of the Company's credit facilines would have lim-
ited additional long-term borrowings to approximately
$190 million at December 31, 1995, In January 1996, the
Company's credit facilities were amended and approximately
$940 million of long-term borrowings were available,

Under the Company’s principal credit agreement, it is an
event of default if any person or group acquires 35% or more
of the Company's common shares or if, during any period of
14 consecutive months, individuals who were directors of
the Company on the first day of such period (and any new
directors whose election or nomination was approved by such
individuals and directors) cease 1o constitute a majority of
the Board of Directors. For additional information regarding
bank credit agreements, lines of credit and other short-
term borrowing arrangements, see Note 3 to Consolidated
Financial Statements.

Inflation

Due to the capital intensive nature of the Company's core
businesses, inflation may have a significant impact on
replacement of propeity, acquisition and development activi-
ties and final mine reclamation. The effects of inflation on the
Company’s utility businesses are not significant to ongoing
operations. While the rate-making process gives no recogni-
tion to the current cost of replacing plant, past practices have
allowed the Company to recover and earn on the increased
cost of its net investment when replacement of facilities
actually occurs. To what extent this practice will coatinue in
the changing regulatory environment cannot be predicted.



Quarterly Financial Data (Unaudited)
Millions of dollars, except per share amounts/Quarter ended

March 3

1995
Revenues
Income from operations
Net income
Earnings on common stock
Earnings per common share
Common dividends paid per share
Common dividends declared per share
Common stock price per share (NYSE)
High
Low
1994
Revenues
Income from operations
Net income
Earnings on common stock
Earnings per common share
Common dividends paid per share
Common dividends declared
per share
Comrmon stock price per share (NYSE)
High
Low

$ 854.2
264.4
114.8
104.7

37
27
27

19%
18

$ 8653
259.4
120.5
110.8

39
27

e J

194
17%

" The third quarter results of operations includes a gain of $37 million or §.13 per share refating to the sale of Alascom.

A significant portion of the operations are of a season

al nature.

____June 30 September 30 December 31
$ 8079 $ 8497 $ 889.]
217.6 284.4 281.4
93.5 165.0" 127.7

833 158,9% 119.4

29 56" 42

27 27 27

27 -7 27

197 194 21%

18'. 17% 18%

$§ 836.1 $ 9150 $ 890.1
2103 2719 280.7
89.3 131.8 126.4
79.3 121.8 116.4

28 A3 41

27 27 27

27 27 27

18% 18% 190

16 15% 16':

Previously reported quarterly information has been revised to reflect certain reclassifications. These reclassifications had no

effect on previously reported consclidated net income.
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Report of Management

The management of PacifiCorp is responsible for preparing
the accompanying consolidated financial statements and for
their integrity and objectivity. The statements were prepared
in accordance with generally accepted accounting principles.
The financial statements include amounts that are based on
management's best estimates and judgments. Management
also prepared the other information in the annual report and
is responsible for its accuracy and consistency with the finan-
cial statements.

The Company's financial statements were audited by
Deloitte £ Touche LLP, independent public accountants,
Management made available to Deloitte £ Touche LLP all the
Company's financial records and related data, as well as the
minutes of shareholders’ and directors’ meetings.

Management of the Company established and maintains an
internal control structure that provides reasonable assurance
as 1o the integrity and reliability of the financial statements,
the protection of assets from unauthorized use or disposition
and the prevention and detection of fraudulent financial
reporting. The Company maintains an internal auditing
program that independently assesses the effectiveness of
the internal control structure and recommends possible
improvements. Deloitte & Touche LLP also considered the
internal control structure in connection with their audit.
Management considers the internal auditors” and Deloitte &
Touche LLP's recommendations concerning the Company's
internal control structure and takes cost-effective actions to
respond appropriately to these recommendations.

The Company's “Guide to Business Conduct” is distributed
to employees throughout the Company to provide a basis for
ethical standards and conduct. The guide addresses, among
other things, potential conflicts of interests and compliance
with laws, including those relating to financial disclosure and
the confidentiality of proprietary information.

The Audit Committee of the Board of Directors is comprised
solely of outside directors. It meets at least quarterly with
management, Deloitte & Touche LLP, internal auditors and
counsel to review the work of each and ensure the
Committee’s responsibilities are being properly discharged.
Deloitte & Touche LLP and internal auditors have free access
to the Commirtee, without management present, to
discuss their audit work and their evaluations of the
adequacy of the internal control structure and the quality of
financial reporting.
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Independent Auditors' Report

To the Board of Directors and
Shareholders of PacifiCorp:

We have audited the accompanying consolidated balance
sheets of PacifiCorp and subsidiaries as of December 31, 1995
and 1994, and the related statements of consolidated income
and retained earnings and of consolidated cash flows for each
of the three years in the period ended December 31, 1995.
These consolidated financial statements are the responsibility
of the Company's management. Our responsibility is to
express an opinion on these financial statements based on
our audits,

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in
all material respects, the consolidated financial position of
PacifiCorp and subsidiaries at December 31, 1995 and 1994,
and the results of their operations and their cash flows for
each of three years in the period ended December 31, 1995 in
conformity with generally accepted accounting principles.

As discussed in Notes 1 and 12 to the consolidated finan-
cial statements, effective January 1, 1993, the Company
changed its method of accounting for income taxes and other
postretirement benefits.

Q‘«”‘rm Lot

Deloitte & Touche LLP

Portland, Oregon
February 13, 1996



Statements of Consolidated Income and Retained Earnings
Millions of dollars, except per share amounts

For the year 1994 1994 1993
Revenues $ 3,4009 $ 3,506.5 $ 3,4054
Expenses

Operations 1,261.7 1,400.3 1,369.9

Maintenance 281.0 292.3 294.2

Administrative and general 246.2 244.6 2474

Depreciation and amortization 444.0 424.3 404.8

Taxes, other than income taxes 120.2 122.7 119.9

Total 2,353.1 2,484.2 2,436.2
Income from Operations 1,047.8 1,022.3 969.2
Interest Expense and Other

Interest expense 378.7 334.5 376.9

Interest capitalized (15.1) (14.5) (13.9)

Minority interest and other (59.6) (15.5) (3.9)

Total 304.0 3045 359.1
Income from continuing operations

before income taxes 743.8 717.8 610.1
Income taxes 238.8 249.8 187.4
Income from Continuing Operations

before Cumulative Effect of Change in Accounting Principle 505.0 468.0 422.7
Discontinued operations less applicable

income tax expense of $26,0 - - 52.4
Cumulative effect on prior years of

change in accounting for income taxes - - 4.0
Net income 505.0 468.0 479.1
Retained Earnings, January 1 4743 351.3 210.4
Cash dividends declared

Preferred stock (38.4) (39.6) (39.5)

Common stock per share of $1.08 (308.5) (305.4) (298.7)
Retained Earnings, December 31 $ 6324 § 4743 $ 3513
Earnings on Common Stock

{Net income less preferred dividend requirement) $§ 466.3 $ 4283 $ 4398
Average number of common shares

outstanding (Thousands) 284,272 282912 274,551
Earnings per Common Share

Continuing operations $ 164 $ 151 $ 140

Discontinued operations - - 19

Cumulative effect on prior years of

change in accounting for income taxes - - 01

Total $§ 1.64 $ 151 $ 160

(Ser accompanying Notes 10 Consolidated Financial Statements)
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Consolidated Balance Sheets

Assets

Millions of dollars/December 31

Property, Plant and Equipment
Electric utility
Production
Transmission
Distribution
Other
Electric utility
Electricity distributor
Telecommunications
Other
Accumulated depreciation and amortization
Net
Construction work in progress
Total Property, Plant and Equipment—Net

Current Assets
Cash and cash equivalents
Accounts receivable less allowance for doubtful
accounts: 1995/$7.4 and 1994/$9.4
Materials, supplies and fuel stock at average cost
Inventory
Other
Total Current Assets

Other Assets
Investments in and advances to affiliated companies
Intangible assets—net
Regulatory assets—net
Finance note receivable
Finance assets
Real estate investments
Deferred charges and other
Total Other Assets

Total Assets

(See accompanying Naotes to Consolidated Financial Staterents)
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1985 1994

$ 44200 43902
2,042.5 1,974.6
2,829.9 2,628.9
1,655.7 1,583.5
10,9481 10,577.2
1,286.5 -
1,592.9 1,572.7
65.0 64.9
(4,280.5) (4,136.9)
9,612.0 8,077.9
340.3 368.3
9,952.3 8.446.2
22.2 233
545.0 442.7
212.1 193.2
62.8 66.3
70.1 89.9
912.2 815.4
187.9 189.9
743.2 237.2
1,060.3 1,081.2
217.5 220.7
453.7 481.9
179.8 166.5
308.3 206.6
3,150.7 2,584.0
$14,015.2 $11,845.6




Capitalization and Liabilities

Milllons of dollanfDecember 31

Common Equity

Preferred Stock

Current Liabilities

Deferred Credits
Income taxes

Other

Minority Interest

1995 1994 '8,
Common shareholders’ capital
shares authorized 750,000,000;
shares outstanding: 1995/284,276,709
and 1994/284,251,024 $ 30129 $ 3,010.6
Retained earnings 632.4 474.3
Guarantees of Employee Stock Ownership
Plan borrowings (12.2) (25.1)
Totai Common Equity 3,633.1 3,459.8
3115 367.4
Preferred Stock Subject to Mandatory Redemption 219.0 219.0
Long-Term Debt and Capital Lease Obligations 4,968.2 3,768.2
Long-term debt and capital lease obligations
currently maturing 206.1 95.8
Notes payable and commercial paper 1,021.1 454.7
Accounts payable 345.3 338.4
Taxes, interest and dividends payable 256.4 253.3
Customer deposits and other 176.0 126.8
Total Current Liabilities 2,004.9 1,269.0
1,910.1 1,822.6
Investment tax credits 169.2 190.1
786.2 641.6
Total Deferred Credits 2,855.5 2,654.3
23.0 107.9
Commitments and Contingencies {See Notes 8 and 9)
Total Capitalization and Liabilities $14,015.2 $11,845.6

(5ee accompanying Notes to Consolidated Financial Statements)

PacifiCorp 45



Statements of Consolidated Cash Flows
Millions of dollars

For the year - .l g 8 1995 1994 1993
Cash Flows from Operating Activities
Income from continuing operations $ 5050 $ 468.0 § 4227
Adjustments to reconcile income from
continuing operations to net cash
provided by operating activities
Depreciation and amortization 466.2 472.5 468.3
Deferred income taxes and investmen’ tax
credits—net 62.5 (7.5) 113.5
Minority interest and other (28.6) 23.6 229
Accounts receivable and prepayments (71.5) 54 52.9
Materials, supplies, fuel stock and inventory (8.6) 11.8 26.1
Accounts payable and accrued liabilities (13.0) (11.7) (69.0)
Net Cash Provided by Operating Activities 912.0 962.1 1,037.4
Cash Flows from Investing Activities
Construction (578.6) (788.7) (741.5)
Operating companies and assets acquired (2,002.1) (5.9) (18.8)
Investments in and advances to
affiliated companies—net (7.0) (9.5) (46.8)
Purchase of minority interest of Pacific Telecom (131.4) - -
Proceeds from sales of assets 377.0 381.6 602.8
Proceeds from sales of finance assets and
principal payments 36.6 109.1 168.3
Purchase of finance assets (1.2) (7.8) (57.7)
Investment in finance note - - (225.0)
Other (26.2) (18.9) 55.6
Net Cash Used in Investing Activities (2,332.9) (340.1) (263.1)
{ash Flows from Financing Activities
Changes in short-term debt 581.5 (98.7) (6.6)
Proceeds from long-term debt 1,530.8 246.6 698.9
Proceeds from issuance of common stock 4 57.2 197.4
Dividends paid (346.5) (344.8) (366.7)
Repayments of long-term debt and capital
lease obligations (285.8) (448.5) (1,230.9)
Redemptions of capital stock (2.6) - (50.0)
Other (58.0) (41.7) (33.4)
Net Cash Provided by (Used in) Financing Activities 1,419.8 (629.9) (793.3)
Decrease in Cash and Cash Equivalents (1.1) (7.9) (19.0)
Cash and Cash Equivalents at Beginning of Year 23.3 31.2 50.2
Cash and Cash Equivalents at End of Year $ 222 $ 233 $ 312
Supplemental Disclosure of Cash Flow Information
Cash paid during the year for
Interest (net of amount capitalized) $ 4077 $ 3994 $ 4356
Income taxes 185.5 2256 145.5
Noncash financing activities
8.55% Junior subordinated debentures exchanged for
2,233.037 shares of $1.98 no par serial preferred stock 55.9 - -

(See accompanying Notes to Consolidated Financial Statements)
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Notes to Consolidated Financial Statements
Yeurs entded December 31, 1995, 1994 and 1993

Note 1. Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements of PacifiCorp (the
“Company”) include its integrated electric utility operating
divisions of Pacific Power and Utah Power and its wholly
owned and majority owned subsidiaries. Major subsidiaries,
all of which are wholly owned, are: PacifiCorp Holdings, inc.
("Holdings™}, which holds all of the Company's nonintegrated
electric utility investments, including Pacific Telecom, Inc., a
telecommunications operation (formerly 87% owned, see
Note 2); Powercor Australia Limited, an Australian electricity
distributor; and PacifiCorp Financial Services, Inc., a financial
services business, Together these businesses are referred to
herein as the Companies. Significant intercompany trans-
actions and balances have been eliminated.

Investments in and advances to affiliated companies repre-
sent investments in unconsolidated affiliated companies car-
ried on the equity basis, which approximates the Company's
equity in their underlying net book value.

Use of Estimates

The preparation of financial statements in conformity
with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the

reported amounts of assets and liabilities and disciosure of

contingent assets and liabilities at the date of the financial
statements. Actual results could differ from those estimates.

Regula.ion

Accounting for the utility businesses conforms with
generally accepted accounting principles as applied to
regulated public utilities and as prescribed by agencies and
the commissions of the various locations in which the utility
businesses operate.

Accounting for the Effects of Regulation

The Company prepares its financial statements in accord-
ance with Statement of Financial Accounting Standards
("SFAS") 71, “Accounting for the Effects of Certain Types
of Regulation.” Accounting under SFAS 71 is appropriate as
long as: rates are established by or subject to approval by
independent, third-party regulators; rates are designed to
recover the specific enterprise's cost-of-service; and in view
of demand for service, it is reasonable to assume that rates set
at levels that will recover costs can be charged to and col-
lected from customers. In applying SFAS 71, the Company
must give consideration to changes in the level of demand or

competition during the cost recovery period. In accord-
anve with SFAS 71, the Company's utility operations
capitalize certain costs in accordance with regulatory author-
ity whereby those costs will be expensed and recovered in
future periods. Regulatory assets-net at December 31, 1995
and 1994 included the following:

Millions of doliar/December 30 19985 1994
Deferred taxes—net $ 687.1 § 707.1
Deferred pension costs 116.8 148.3
Demand-side resource costs 110.0 84.6
Unamortized net losses

on reacquired debt 71.8 78.2
Unrecovered Trojan Plant

and regulatory study costs 28.4 29.0
Various other costs 46.2 34.0

Total $1,060.3 $1,081.2

If the Company, at some point in the future, determines that
all or a portion of the utility operations no longer meets the
criteria for continued application of SFAS 71, the Company
would be required to adopt the provisions of SFAS 101,
“Regulated Enterprises—Accounting for the Discontinuation
of Application of FASB Statement No. 71." Adoption of SFAS
101 would require the Company to write off the regulatory
assets and liabilities relating to those operations not meeting
SFAS 71 requirements.

Cash and Cash Equivalents

For the purposes of these financial statements, the Company
considers all liquid investments with original maturities of
three months or less to be cash equivalents,

Foreign Currency Translation

Financial statements for foreign subsidiaries are translated
into United States dollars at year-end exchange rates as to
assets and liabilities and weighted average exchange rates as
to revenues and expenses. If material, the resulting trans-
lation adjustments would be recorded in common eaquity.
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Property, Plant and Equipmen,

Property, plant and equipment are stated at original cost of
contracted services, direct labor and material, interest capi-
talized during construction and indirect charges for engi-
neering, supervision and similar overhead items. The cost
of depreciable utility properties retired, including the cost of
removal, less salvage, is charged to accumulated depreciation.

Depreciation and Amortization

At December 31, 1995, the average deprecizhle life of
property, plant and equipment by category was: Electric
utility—~Production, 41 years; Transmission, 42 years:
Distribution, 30 years; Other, 18 years; Telecommunications,
15 years; and Electricity distributor, 21 years.

Depreciation and amortization is generally computed by
the straight-line method over the estimated useful lives of the
related assets. Provisions for depreciation (excluding amorti-
zation of capital leases) in the utility businesses were 3.5,
3.4% and 3.5% of average depreciable assets in 1995, 1994
and 1993, respectively.

inventory Valuation

Inventories are generally valued at the lower of average cost
or market.

Intangible Assets

Intangible assets consist of: estimates of license and other
intangible costs relating to the electricity distributor in
Australia ($312 million and $30 million, respectively, in
1995); franchises of local exchange and cellular companies
($398 million in 1995 and $263 million in 1994); and excess
cost over net assets of businesses acquired ($43 million in
1995 and $19 million in 1994). These costs are offset by accu-
mulated amortization ($40 million in 1995 and $45 million in
1994). Intangible assets are generally being amortized over
40 years.

The Company will recognize impairments related to intan-
gible assets if the market value of the investment or the
investment's ability to return cash to the Company through
operations or through sale do not equal or exceed the carrying
value of the investment, including related intangible assets.

Finance Assets

Finance assets consist of finance receivables, leveraged
leases and operating leases and are not significant to the
Company in terms of revenue, net income or assets. The
Comparny's leasing operations consist principally of leveraged
aircraft leases. Investments in finance assets are net of
allowances for credit losses and accumulated impairment
charges of $71 million and $68 million at December 31, 1995
and 1994, respectively.
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Derivatives

Gains and losses on hedges of existing assets and liabili-
ties are included in the carrying amounts of those assets or
liabilities and are recognized in income as part of those
carrying amounts. Gains and losses related to hedges of
anticipated transactions and firm commitments are deferred
and are recognized in income when the transaction occurs,

Interest Capitalized

Costs of debt and equity funds applicable to electric and
telecommunication utility properties are capitalized during
construction. Generally, the composite capitalization rates
were 6.2% for 1995, 4.7% for 1994 and 5.1% for 1993.

Income Taxes

Effective January 1, 1993, the Company adopted SFAS 109,
"Accounting for Income Taxes.” This statement requires use of
the liability method of accounting for deferred income taxes,
Deferred tax liabilities and assets reflect the expected future
tax consequences, based on enacted tax law, of temporary
differences between the tax bases of assets and liabilities and
their financial reporting amounts. The cumulative effect of
adoption of SFAS 109 resulted in an increase in consolidated
net income in 1993 of $4 million, or $0.01 per share.

Investment tax credits for regulated operations are deferred
and amortized to income over the average estimated lives of
the properties. All other investment tax credits are recognized
when utilized.

Revenue Recognition

The Company accrues estimated unbilled revenues for electric
services provided after cycle billing to month-end.

Pacific Telecom, Inc. ("Pacific Telecom™) participates with
other telephone companies in access revenue pools for certain
interstate and intrastate revenues, which are initially recorded
based on estimates.

Reclassification

Certain amounts from prior years have been reclassified to
conform with the 1995 method of presentation. These reclas-
sifications had no effect on previously reported consolidated
net income.

New Accounting Standard

Effective January 1, 1996, the Company adopted SFAS 121
“Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of" This Statement
requires that long-lived assets and certain identifiable intan-
gibles to be held and used by an entity be reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be
recoverable. The Company does not expect the adoption of
this standard in 1996 to have a material effect on its consol-
idated financial statements.



Note 2. Acquisitions and Dispositions

On December 12, 1995, Holdings purchased Powercor
Australia Limited (“Powercor”), an electricity distributor in
Australia, for $1.6 billion in cash and approximately $50 mil-
lion of liabilities assumed. Powercor's service territory
includes a portion of suburban Melbourne and the western
and central regions of the State of Victoria and has approxi-
mately 540,000 customers.

The acquisition has been accounted for as a purchase and
the resulis of operations of Powercor have been included in
the consolidated financial statements since December 12, 1995,

The unaudited pro forma consolidated information as set
forth below has been prepared by the Company based upon
assumptions deemed proper by it and a preliminary allocation
of the purchase price paid as though it had occurred on
January 1, 1994. The unaudited pro forma consolidated
results of operations are shown for illustrative purposes only
and are not necessarily indicative of the future results of
operations of the Company, or of the resuits of operations of
the Company that would have actually occurred had the
transaction been in effect as of the periods presented. Pro
forma adjustments to the Company's results of operations
include: interest expense relating to the preacquisition activ-
ities was removed and interest expense relating to the acqui-
sition debt was included; depreciation of fixed assets acquired
was based on their estimated fair value; and amortization on
a straight-line basis over a 40-year life of intangible assets
relating to the purchase was included.

Millions of dollars, except per share unaudited

Fortheyear 1995 1994
Revenues $3.942.1 $4,067.4
Net income 498.2 453.6
Earnings on common stock 459.5 4139
Earnings per common share 1.62 1.46

On September 27, 1995, holders of a majority of the 5.3 mil-
lion shares of outstanding common stock held by minority
shareholders of Pacific Telecom voted in favor of the merger
of a wholly owned subsidiary of Holdings into Pacific
Telecom. Shareholders tendering shares pursuant to the merg-
er were paid a total of $13) million, or $30 per share, and an
accrued liability of $28 million was established to cover esti-
mated amounts payable to dissenters.

During 1995, Pacific Telecom purchased certain rural tele-
phone exchange assets in Colorado, Washington and Oregon
for approximately $376 million.

On August 7, 1995, Pacific Telecom closed the sale of the
stock of Alascom, Inc. ("Alascom”) to AT&T Corp. (“"AT&T"), in
a transaction providing $366 million in proceeds. Under
terms of the agreement, ATET paid $291 million in cash for
the Alascom stock and for settlement of all past cost study
issues. ATHT agreed to allow Pacific Telecom to retain the
§7% million transition payment made by AT&T to Alascom in
July 1994, ATHT made a down payment of $30 million to
Pacific Telecom upon signing the stock purchase agreement
in October 1994. The remaining $261 million was paid when
the transaction closed. The Company recognized an after-tax
gain of $37 million from the sale of Alascom,

Summarized income statement data for Alascom are

as follows:
7 months
ended July 31, For the year
Millions of dollars 1995 00 1994 199
Revenues $193.1 $343.5 $337.8
Income from operations 36.9 80.7 59.5

Note 3. Short-Term Debt and Borrowing Arrangements

The Companies’ short-term debt and borrowing arrangements
are as follows:

December 31 For the year
Ty T Average T Average
Interest Average Inierest

Millions of dollars ____ Balance  Rate™  Oustanding _ Rate™
1995
PacifiCorp $479.9 5.9% $407.2 5.9%
Subsidiaries 541.2 6.1 180.0 6.2
1994
PacifiCorp $433.0 6.0% $§3728 4.5%
Subsidiaries 21.7 7.5 95.0 4.6
19493
PacifiCorp $263.6 3.4% $213.4 3.3%
Subsidiaries 289.9 4.2 474.3 319

“ Computed by dividing the total interest on principal amounts outstanding at the
end of the period by the weighted daily principal ameunts outstanding

“Computed by dividing the 1otal interest expense for the period by the average
daily principal amount outstanding for the period
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At December 31, 1995, PacifiCorp’s commercial paper and
bank line borrowings were supported by a $500 million
revolving credit agreement. At December 31, 1995, subsidiaries
had committed bank revolving credit agreements totaling
$1.8 billion.

The Companies have the intent and ability to support short-
term borrowings through various revolving credit agreements
on a long-term basis. At December 31, 1995, PacifiCorp had
$200 million and subsidiaries had $971 million of short-term
debt classified as long-term. Consolidated commitment fees
were approximately $2 million in 1995, $3 million in 1994
and $4 million in 1993.

Note 4, Common and Preferred Stock

Shares Shares Common
Thousands of shares Common Preterred  Shareholders
Millions of doflars _  Stock  Stock  Capital
At January 1, 1993 270,579 10,533 $2,755.2

Sales through Dividend
Reinvestment and

Stock Purchase Plan 2,947 - 56.2
Sales through Employees’

Stack Plans 853 - 159
Sales to public 6,642 - 128.3
Redemptions

and repurchases - (1) (2.2)
At December 31, 1993 281,021 10,532 29534

Sales through Dividend

Reinvestment and

Stock Purchase Plan 2,194 - 38.0
Sales through Employees’

Stock Plans 1,036 - 19.2

At December 31, 1994 284,251 10,532 3.010.6
Sales through
Employees’ Stock Plans 26 - 4
Junior subordinated
debentures exchanged
for preferred stock

At December 31, 1995 284,277

(2,233) 1.9
8,299 $3,012.9
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At December 31, 1995, there were 29,777,350 authorized but
unissued shares of common stock reserved for issuance under
the Dividend Reinvestmeut and Stock Purchase Plan and the
Employee Savings and Stock Ownership Plans and for sales
to the public. Eligible employees under the employee plans
may direct their pretax elective contributions into the pur-
chase of the Company's common stock. The Company makes
matching contributions, equal to a percentage of employee
contributions, which are invested in the Company's common
stock. Empioyee contributions eligible for matching contribu-
tions are limited to 6% of compensation.

Generally, preferred stock is redeemable at stipulated prices
plus accrued dividends, subject to certain restrictions. Upon
involuntary liquidation, all preferred stock is entitled to
stated value or a specified preference amount per share
plus accrued dividends.

Mandatory redemption requirements at stated value plus
accrued dividends on No Par Serial Preferred Stock are as
follows: beginning in 1997, 15,000 shares of the $7.12 series
are redeemable annually; the $7.70 series is redeemable in its
entirety on August 15, 2001; and 37,500 shares of the $7.48
series are redeemable on each June 15 from 2002 through
2006, with all shares outstanding on June 15, 2007
redeemable on that date. Mandatory redemption requirements
for 1993 through 1996 on the $7.12 series were satisfied by
the purchase of 60,000 shares at a discount in December
1992, If the Company is in default in its obligation to make
any future redemptions on the $7.12 series or the $7.48 series,
it may not pay cash dividends on common stock.



Pieferred Stock Outstanding
Thousands of shares/Millions of doliars

December 31
Series

Subject to Mandatory Redemption
No Par Serial Preferred, 16,000 Shares Authorized
$7.12 ($100 stated value)
71.70
7.48
Total

Not Subject to Mandatory Redemption
$1.16 ($25 stated value)
1.18
1.28
1.76
1.98
2.13
1.98, Series 1992
Auction Rate ($100,000 stated value)™
Serial Preferred $100 Stated Value Per
Share, 3,500 Shares Authorized
4.52%
4.56
4.72
5.00
5.40
6.00
7.00
7.96
8.92
9.08
50 Preferred, $100 Stated Value, 127
Shares Authorized and Outstanding
Total

“Dividend rates at December 31, 1995 on 500 shares cach of Series A and Series C were 4.7% and 4.6%, respectively

199% 1995 1994 1994
_ Shares ___ Amount __ Shares  Amount
440 $ 44.0 440 $§ 440
1,000 100.0 1,000 100.0
750 75.0 750 75.0
$ 2190 $ 2190
193 $ 4.8 193 $ 4.8
420 10.5 420 10.5
381 9.5 381 9.5
394 9.8 394 9.8
502 12.6 502 12.6
666 16.7 666 16.7
2,767 69.1 5,000 125.0
1 100.0 1 100.0
2 2 2 2
85 8.5 85 8.5
70 7.0 70 7.0
42 4.2 42 4.2
66 6.6 66 6.6
6 6 6 6

18 1.8 18 1.8
135 13.5 135 13.5
69 6.9 69 6.9
165 16.5 165 16.5
127 12,7 127 12.7
$ 3115 $ 3674
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Note 5. Long-Term Debt and Capital Lease Obligations
The Company's long-term debt and capital lease obligations were as follows:

Milliogs of dallar Decembee 31 e 1995 .. 1994
PacifiCorp
First mongage and collateral trust bonds
Maturing 1996 through 2000/4.5%-9,5%" $§ 9875 $ 1,038.2
Maturing 2001 through 2005/6%- 109 644.3 689.5
Maturing 2006 through 20'0/6.6%-8.3% 157.6 59.0
Maturing 2011 through £015/7.3%-9.2% 238.1 240.4
Maturing 2016 through 2020/8.5%-8.6% 35.9 36.4
Maturing 2021 through 2024/6.7%-8.6% 361.5 361.5
Guaranty of pollution control revenue bonds
5.6%-5.7% due 2021 through 2023" 71.2 71.2
Variable rate due 2013 through 2024 216.5 216.5
Variable rate due 2005 through 2025 456.6 404.9
Funds held by trustees (12.4) -
8.4%-8.6% Junior subordinated debentures
due 2025 through 2035 175.8 -
Conimercial paper and uncommitted bank lines*™ 200.0 -
Leveraged ESOP loan guaranty - 4.6
Unamortized premium and discount 6.6 9.1
Capital lease obligations 24.7 19.5
Total 3,563.9 3,150.8
Less current maturities 176.8 45.1
Total 3,387.1 3,105.7
Subsidiaries
2%-11.8% First mortgage notes and bonds
maturing through 2028 143.2 159.1
6.4%-12% Notes due through 2007 59.8 68.9
Australian bank bill borrowings'™ 896.2 -
Commercial paper and uncommitted bank lines" 75.0 75.0
Variable rate notes due through 2007¢ 42.0 57.6
7.3%-9.4% Medium-term notes due through 2006 2235 184.5
4.5%-11% Nonrecourse debt due through 2031 155.9 139.7
Leveraged ESOP loan guaranty 12.2 20.5
Capital lease obligations 2.6 7.9
Total 1,610.4 713.2
Less current maturities 29.3 50.7
Toral 1,581.1 662.5
Total $ 4,968.2 $ 3,768.2

“includes $50 million of 9.4% bonds issued 1o secure obligations under an equivalent 10-year yen loan. A currency swap converted the fixed rate yen liability to a
floating rate U.S. de'lar liability based on six-month LIBOR plus .02% (interest rate 6.8% at December 31, 1995).

® Secured by pleaged first morgage and collateral trust bonds generaily at the same interest rates, maturity dates and redemption provisions as the secured pollution
control revenue honds.

“Interest rates fluctuate based on various rates, primarily on centificate of deposit rates, interbank borrowing rates, prime rates or other short-term market rates

Winterest rates fluctuate based on Australian Bank Bill Acceptance Rate. The loan agreement requires that within 90 days of initial drawdown at least 50% of the
borrowing must be hedged against variations in interest rates for an average life of 3.5 years. In January and February 1996, approximately $4%0 million has been
hedged at an average rate of 7.7% and for an average life of 4.3 years,

“The Companies have the ability to support short-term borrowings a.d current debt being refinanced on a long-term basis through revolving lines of credit and,
therefore, based upon management’s iment, have classified $1.2 billion of short-term debt as long-term debt.
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