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SAFE HARBOR STATEMENT

This Form 16K containsfiforward-looking statementsintended to qualify for the safe harbor from liability
established by the Private Securities Litigation Reform Act of 1995. Foiteakéhg statements shoulik read
with the cautionary statements and important factors included in this FekatBart Il, Item 7
fiManagemeris Discussion and Analysis of Financial Condition and Results of Operat@®@RWARD-
LOOKING INFORMATION.0 Forwardlooking statements are all statements other than statements of
historical fact, including without limitation those that are identified by the use of the emtisipates)
fibelieves) festimates) fexpects) fintends) fiplansd fpredicts) fprojectsd fimay result) fimay continue) or
similar expressions.

PART | - IDACORP, Inc. and Idaho Power Company
ITEM 1. BUSINESS
OVERVIEW:

IDACORP, Inc. (IDACORP) is a holding company formed in 1998 whose principal operating subsidiary is

Idaho Power CompanyPC). IDACORRP is subject to the provisions of the Public Utility Holding Company

Act of 2005, which provides certain access to books and records to the Federal Energy Regulatory Commission
(FERC) and state utility regulatory commissions and imposesrtegtzord retention and reporting

requirements on IDACORP.

IPC is an electric utility engaged in the generation, transmission, distribution, sale and purchase of electric
energy and is regulated by the FERC and the state regulatory commissions of ti@regon. IPC is the
parent of Idaho Energy Resources CGERCOo), a joint venturer in Bridger Coal Company (Bridger Coal),
which supplies coal to the Jim Bridger generating plant owned in part by IPC.

IDACORPGs other subsidiaries include:

¢ IDACORP Finawmial Services, Inc. (IFS), an investor in affordable housing and other real estate
investments;

¢ Ida-West Energy Company (leest), aroperator of small hydroelectric generation projects that
satisfy the requirements of the Public Utility Regulatory Pe$idhct of 1978 (PURPA)RNd

e |IDACORP Energy (IE), a marketer of energy commaodities, which wound down operations in 2003.

IDACORPGs strategy emphasizes IPC as IDAC@Re€ore business. Although growth in number of customers
slowed in 2008, IPC is experieng customer growth in its service area and must be prepared to meet
customer8electricity needs in the future. IPC must make investments in infrastructure to ensure adequate
electricity supply and reliable service. I®Cegulatory efforts have resulted in finalizing the 2007 general rate
case andeceinng an order irthe 2008 general rate case. IPC continues to make efforts to speed recovery of the
financial and operating costs of new facilities and system improvem#&n® and IdaVest remain components

of the corporate strategy.

On July 20, 2006, IDACORP completed the sale of all of the outstanding common stock of IDACORP
Technologies, Inc. to IdaTech UK Limited, a whetiwned subsidiary of Investec Group Investisg UK)

Limited, and on February 23, 2007, IDACORP completed the sale of all of the outstanding common stock of
IDACOMM, Inc. to American Fiber Systems, Inc. IDACO&Ronsolidated financial statements reflect the
reclassification of the results of thesgsinesses as discontinued operations for all periods presented.
Discontinued operations are discussed in more detail in Note 16 to IDAG@RE IPCs Consolidated

Financial Statements.

At December 31, 2008, IDACORP had 2,073-tithe employees, 2,053f which were employed by IPC.

IDACORPGs only reportable business segment is IPC, which contributed $94 million to income from continuing
operations in 2008.

IDACORP and IPC make available free of charge their Annual Report on FekinQaoarterly Repds on
Form 16Q, Current Reports on Formkand all amendments to these reports filed or furnished pursuant to



Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as soon as reasonably practicable after the reports
are electronically filed witlor furnished to the Securities and Exchange Commission, through IDAGORP

website at www.idacorpinc.com and through a link to the IDACORP website from the IPC website at
www.idahopower.com.

UTILITY OPERATIONS:

IPC was incorporated under the laws of ttaesof Idaho in 1989 as successor to a Maine corporation organized
in 1915. IPGs service territory covers approximately 24,000 square miles in southern Idaho and eastern
Oregon, with an estimated population of approximately one million. IPC hold$isasdn 71 cities in Idaho

and nine cities in Oregon and holds certificates from the respective public utility regulatory authorities to serve
all or a portion of 25 counties in Idaho and three counties in Oregon. As of December 31, 2008, IPC supplied
electric energy to approximately 487,000 general business customers.

IPC is one of the nati@a few investoowned utilities with a predominantly hydroelectric generating base. IPC
owns and operates 17 hydroelectric generation developments, two natdiegdypsants and one diesel

powered generator and shares ownership in thredicedlgenerating plants. These generating plants and their
capacities are listed in Item-ZiPropertiesd IPC& coalfired plants are in Wyoming, Oregon and Nevada, and
use lowsulfur coal from Wyoming and Utah.

The primary influences on electricity sales are weather, customer growth and economic conditions. Extreme
temperatures increase sales to customers who use electricity for cooling and heating, and moderateeemperat
decrease sales. Increased precipitation levels during the agricultural growing season reduce electricity sales to
customers who use electricity to operate irrigation pumps.

Variations in weather, customer growth and economic conditions also impaet pupply costs. Drought

conditions and customer growth cause a greater reliance on more expensive thermal generation and purchased
power to meet load requirements. Favorable hydroelectric generation conditions increase productisn at IPC
hydroelectrt generating facilities, and reduce the need for more expensive thermal generation and purchased
power. Changes in economic conditions can also affect the price of commodities, including fuel costs, which
may impact power supply costs.

IPCGs principal conmercial and industrial customers are involved in food processing, electronics and general
manufacturing, forest products, beet sugar refining and winter recreation. On January 26, 2009, the Idaho
Public Utilities Commission (IPUC) granted authority topmrarily amend IP& electric service agreement

with one of its largest customers for the period January 1,, 20@igh June 30, 2008 provide the customer
flexibility in restructuring its operations. This amendment is not expected to have asignifipact on IP&
earnings

On September 17, 2008, IPC entered intelantric service agreementth a new customer, Hoku Materials,

Inc. (Hoku), to provide electric service to H@kpolysilicon production facility under construction in Pocatello,
Idaho. The initial term of thagreemenis four years beginning June 1, 2009, with autoreatitualrenewal

after June 1, 2013 unless either party gives 12 months prior written noterenafation. Thexgreement

provides for a maximum demand obligation during the initial term of 82 megawatts (MW). After June 1, 2013,
Hoku may increase or decrease its total demand to between 25 MW and 175 MAgrddraentvas

submitted to the IPUC faapproval in October 2008

Regulation

IPC is under the regulatory jurisdiction (as to rates, service, accounting and other general matters of utility
operation) of the FERC, the IPUC and the Oregon Public Utility Commission (OPUC). IPC is also under the
regulatory jurisdiction of the IPUC, the OPUC and the Public Service Commission of Wyoming as to the
issuance of debt and equity securities. @@tail rates are established under the jurisdiction of the state
regulatory commissions (séRate® below). Pursuant to the requirements of Section 210 of PURPA, the state
regulatory commissions have each issued orders and rules regulatiaglP¢hase of power from

cogeneration and small power production (CSPP) facilities.

IPC is subject to the provisions the Federal Power Act agijpublic utilityd and as dlicense® as therein
defined and is subject to regulation by the FERC. The Energy Policy Act of 2005 (Energy Act) granted the



FERC increased statutory authority to implement mandatory transmisslaelability standards, as well as
enhanced oversight of power and transmission markets, including protection against market manipulation. As a
licensee under Part | of the FPA, IPC and its licensed hydroelectric projects are subject to conditathsiset f

the FPA and related FERC regulations. These conditions and regulations include provisions relating to
condemnation of a project upon payment of just compensation, amortization of project investment from excess
project earnings, possible takeovéragroject after expiration of its license upon payment of net investment,
severance damages and other matters.

As a public utility under Part Il of the FPA, IPC has authority to charge mhdsstd rates for wholesale energy
sales under its FERC tar#hd to provide transmission services under its Open Access Transmission Tariff
(OATT).

The state of Oregon has a Hydroelectric Act providing for licensing of hydroelectric projects in that stéase. IPC
Brownlee, Oxbow and Hells Canyon facilities are lom Enake River where it forms the boundary between

Idaho and Oregon and occupy lands in both states. With respect to project property located in Oregon, these
facilities are subject to the Oregon Hydroelectric Act. IPC has obtained Oregon licensesddatfilities and

these licenses are not in conflict with the FPA orEERC licenses (see Part I, temfMD&A -

REGULATORY MATTERS- Relicensing of Hydroelectric Projedjs

Rates

The rates IPC charges to its general business customers aremddoynthe IPUC and the OPUC.

Approximately 95 percent of IRE general business revenue comes from customers in Idaho. IPC has a Power
Cost Adjustment (PCA) mechanism that provides for annual adjustments to the rates charged to its Idaho retalil
customes. The PCA tracks IR actual net power supply costs (fuel and purchased power lessstemn

sales) and compares these amounts to net power supply costs currently being recovered in retail rates. Prior to
February 1, 2009, approximately 90 percerthefdifference between the actual and forecasted costs was

deferred with interest. Beginning on February 1, 2009, this percentage was increased to 95 percent.

IPC also has power cost recovery mechanism in Oregaoth two componentthat became effective June 1,

2008. The annual power cost update (APCU) allows IPC to recover excess net power supply costs in a more
timely fashion than through the previous deferral process because it reestablishes base net power supply costs
annually. The power cost adjustment mechanism (PCAM) provides for 90 percent customer sharing of
deviations in actual net power supply costs from those included in the ARBRHHviationsareoutside of
prescribedangesand IPC measta returnon-equity test.

The rates IPC charges to its transmission customers are determined by the FEROAPTIs a formula
rate, which allows for transmission rates taré&eésedeach year based dimancial and operationaatalPC is
required to file annually with the FER@ its Form 1

Significant rate cases and proceedings are discussed in more detail in Part Il; fD&A -
REGULATORY MATTERSO

Power Supply

IPC meets its system load requirements using a combination of its own generation, mandated purchases from
private developers (s SPP Purchasébelow) and purchases from other utilities and power wholesalers.
IPCG& generating plants and capacities are listed in ItefiP2opertie

IPCG& system is dual peaking, with the larger peak demand occurring suthmer. The atime system peak
demand is 3,214 MW, set on June 30, 2008. The previous hourly system peak of 3,193 MW was set July 13,
2007. The altime winter peak demand is 2,464 MW set on January 24, 2008. The previous hourly system
winter pealof 2,459 MW was set in 1998. Including the expected impatttedfioku electric service
agreementlPC expects total system average load to grow 2.6 percent annually over the next three years.

Because of its reliance on hydroelectric generationfdB€éneration operations can be significantly affected by
water conditions. The availability of hydroelectric power depends on the amount of snow pack in the mountains
upstream of IPG hydroelectric facilities, reservoir storage, springtime snow packffunver base flows,

spring flows, rainfall and other weather and stream flow management considerations. During low water years,
when stream flows into IR hydroelectric projects are reduced, 8ydroelectric generation is reduced.



This results inéss generation from IFEresource portfolio (hydroelectric, cfakd and gadired) available

for off-system sales and, most likely, an increased use of purchased power to meet load requirements. Both of
these situationsa reduction in ofisystem sas and an increased use of more expensive purchased-power

result in increased power supply costs.

The following table presents IBECsystem generation for the last three years:

MWh Percent of total generation
2008 2007 2006 2008 2007 2006
(thousands of MWhs)
Hydroelectric 6,908 6,181 9,207 48% 46% 57%
Themal 7,496 7,367 7,021 52% 54% 43%
Total system generation 14,404 13,548 16,228 100% 100% 100%

Under normal stream flow conditions, |IBystem generation mix is approximately 55 perbgdtoelectric
and 45 percent thermal.

Stream flow conditions improved slightly in 2008 resulting in an increase of 0.7 million MWh generated from
IPCG& hydroelectric facilities as compared to 2007. The observed stream flow data released in AugustH2008 by
U.S. Army Corps of Engineers, Northwest Division indicated that Brownlee reservoir inflow for April through
July 2008 was 4.4 million acifeet (maf), or 70 percent of the National Weather Service Northwest River
Forecast Center (NWRFC) averagempaed to 2.8 maf, or 44 perceoft the NWRFC averagén 2007

Storage in selected federal reservoirs upstream of Brownled=abfaryll, 2009 was110percent of
average. The stream flow forecast releaseBefruary20, 2009 by the NWRFC predicts that Brownlee
reservoir inflow for April through July 2009 will &3 maf, or53 percent of the NWRFC average.

IPCG& generating facilities are interconnected through its integrated transmission system and are operated on a
coordinded basis to achieve maximum leearying capability and reliability. IR transmission system is

directly interconnected with the transmission systems of the Bonneville Power Administration (BPA), Avista
Corporation, PacifiCorp, NorthWestern Energy &\ Energy (formerly Sierra Pacific Power Company).

Such interconnections, coupled with transmission line capacity made available under agreements with some of
the above entities, permit the interchange, purchase and sale of power among all majosydeatne in the

west. IPC is a member of the Western Electricity Coordinating Council, the Western Systems Power Pool, the
Northwest Power Pool, the Northern Tier Transmission Group, and the North American Energy Standards
Board. These groups have beemied to more efficiently coordinate transmission reliability and planning
throughout the western grid. S@@ompetition- Wholesal® below.

Fuel: IPC, through its subsidialERCo, owns a on¢hird interest in Bridger Coal, which owns the Jim Bridger

mine that supplies coal to the Jim Bridger generating planttfuret owned by IPC) in Wyoming. The mine,

located near the Jim Bridger plant, operates under atimngsales agreement that provides for delivery of coal

over a 51year period ending in 2@2from surface, highwall, and underground sources. The Jim Bridger mine

has sufficient reserves to provide coal deliveries for the term of the sales agreement. IPC also has a coal supply
contract providing for annual deliveries of coal through 2014 fitwerBlack Butte Coal Compaés/Black Butte

and Leucite Hills mines located near the Jim Bridger plant. This contract supplements the Bridger Coal
deliveries and provides another coal supply to operate the Jim Bridger plant. The Jim Bridgerailéoad

in facility and unit coal train allow the plant to take advantage of potentially foastrcoal from other mines

for tonnage requirements above established contract minimums.

The Bridger Coal mine experienced difficulties in meeting its productitumve and operating cost goals

during early 2008. The problems stemmed from soft floor and roof stability issues that began in late December
2007 in the underground longwall mining operation (longwall). The impact on December 2007 production was
relativdy minor; however the problems persisted and January 2008 production volume was approximately 20
percent of forecast. Bridger Céabverall 2008 production and cost objectives were achieved by modifying the
surface mine operation plan to offset the ugdaund mining difficulties and by purchasing additional Black

Butte coal. As of yeaend 2008, the longwall was operating at normal production levels. IPC anticipates that
budgeted production from both the underground and surface operations will beeddhi@009.



NV Energy, as operator of the North Valmy generating plant, has an agreement with Arch Coal Sales Company,
Inc. to supply coal to the plant through 2011. As a 50 percent owner of the plant, IPC is obligated to purchase
onehalf of the coalranging from 515,000 tons to 762,500 tons annually. NV Energy also has a coal supply
contract with Black Butte Coal CompaisyBlack Butte Mine for deliveries through 2009. IPC is obligated to
purchase ondalf of the coal purchased under this agreenranging from 450,000 to 600,000 tons annually.

The Boardman generating plant receives coal from the Powder River Basin through annual contracts. Portland
General Electric, as operator of the Boardman plant, had an agreement with Buckskin Mining Company t
supply all of Boardmais coal requirements through 2008 and has entered into a contract with Foundation
Energy Salesinc.to supply coal from 2009 through 2011. Ageapercent owner of the plant, IPC is obligated

to purchase ten percent of the coalghased under these agreements, which ranged from 230,000 to 270,000
tons annually under the Buckskin agreement and ranges from 87,500 to 211,000 tons annually under the
Foundation Energy Sales contra@the Boardman partners drethe process of secag contracts for

additional coal tonnage that will be needed in 2010 and 2011.

IPC owns and operates the Danskin and Bennett Mountain combustion turbines, which are supplied gas through
Northwest Pipeline G pipeline. Gas is purchased as needs ardéfiddrfor summer peaks or to meet system
requirements. The gas is transported under atiomg agreement with Northwest Pipeline GP for 24,523

million British thermal units (MMBtu) per day. This agreement runs through February 28, 2022, with annual
extensions at IP& sole discretion. IPC also has the ability to flow a total of 73,569 MMBt@nalternate

firm basis without incurring a reservation charge on the additional amount. IPC also has entered into an
agreement with Northwest Pipeline GP f@;@00 MMBtu per day of gas transport. Gas transmission will begin
November 1, 2012 and run through November 30, 2027. In addition to this agreement, IPC has entered into a
long-term agreement with Northwest Pipeline GP for 131,453 MMBtu of total stoeqggeity at the Jackson

Prairie Storage Project located in Lewis County, Washington. As the project is developed, storage capacity will
be phased into service and allocated to IPC on a monthly basié d&x@ent storage allotment is

approximately 33 peent of its total, and its full allotment is expected to be reached by January 2011. The firm
storage contract extends through November 1, 2043, with bilateral termination rights at the end of the contract.
Storage gas will be purchased and stored thighintent of fulfilling needs as identified for summer peaks or to
meet system requirements.

Water Rights: Except as discussed below, IPC has acquired water rights under applicable state law for all
waters used in its hydroelectric generating facilities addition, IPC holds water rights for domestic, irrigation,
commercial and other necessary purposes related to other land and facility holdings within the state. The
exercise and use of all of these water rights are subject to prior rights, amdspitiet to certain hydroelectric
generating facilities, IP& water rights for power generation are subordinated to certain future upstream
diversions of water for irrigation and other recognized consumptive uses.

Over time, increased irrigation developmeand other consumptive diversions have resulted in a reduction in

the stream flows available to fulfill IR&E water rights at certain hydroelectric generating facilities. In reaction

to these reductions, IPC initiated and continues to pursue a coastoofto determine and protect its water

rights. As part of this process, IPC and the state of Idaho signed the Swan Falls agreement on October 25, 1984,
which provided a level of protection for IB&Chydropower water rights at specified plants by sgttinimum

stream flows and establishing an administrative process governing the future development of water rights that
may affect IP@ hydroelectric generation. In 1987, Congress passed, and the President signed into law, House
Bill 519. This legislabn permitted implementation of the Swan Falls agreement and further provided that
during the remaining term of certain of I&(roject licenses the relationship established by the agreement

would not be considered by the FERC as being inconsistentheittetms of IPG project licenses or

imprudent for the purposes of determining rates under Section 205 of the FPA. The FERC entered an order
implementing the legislation on March 25, 1988.

In addition to providing for the protection of IBChydroelecic water rights, the Swan Falls agreement
contemplated the initiation of a general adjudication of all water uses within the Snake River basin. In 1987, the
director of the Idaho Department of Water Resources filed a petition in state district cougtthakihe court
adjudicate all claims to water rights, whether based on state or federal law, within the Snake River basin. The
court signed a commencement order initiating the Snake River Basin Adjudic@®e&m) on November 19,

1987. This legal proesling was authorized by state statute based upon a determination by the Idaho
Legislature that the effective management of the waters of the Snake River basin required a comprehensive



determination of the nature, extent and priority of all water usesnvittki basin. The adjudication is

proceeding and is expected to continue for at least the next several years. IPC has filed claims to its water rights
within the basin and is actively participating in the adjudication in an effort to ensure that itsigrdgeand the
operation of its hydroelectric facilities are not adversely impacted. In certain instances, the adjudication of
water rights in the SRBA results in the initiation of litigation, called subcases, to determine the scope and nature
of a partcular water right. IPC is involved in subcases involving not only its water rights but also the water
rights of other claimants. One such subcase involve&lR@ter rights at the Swan Falls project on the Snake
River and several other upstream hydrotle projects that are the subject of the Swan Falls Agreement. IPC

also has initiated legal action against the U.S. Bureau of Reclamation (USBR) over the interpretation and effect
of a 1923 contract with the USBR on the operation of the American Fedlsr®oir and the release of water

from that reservoir to be used at i@C@ownstream hydroelectric projects.

Please seturther discussion ifart I, Item 7- AMD&A - LEGAL AND ENVIRONMENTAL ISSUES-
Environmental Issuesldaho Water Management IssoesmdiiMD&A - REGULATORY MATTERS-
Relicensing of Hydroelectric Projeais.

Integrated Resource Plan (IRP): IPC filed its 2006 Integrated Resource Plan (IRP) with the IPUC in
September 2006 and with the OPUC in October 2006. The 2006 IRP previevisdod®iCand resource
situation for the next twenty years, analyzed potential sugiply and demanside options and identified near
term and longerm actions.

The two primary goals of the 2006 IRP were to (1) identify sufficient resources to reliablfleegrewing
demand for electric service within IBCservice area throughout the-@€ar planning period and (2) ensure that
the portfolio of resources selected balances cost, risk and environmental concerns.

The IPUC accepted the 2006 IRP in March 200d the OPUC acknowledged the 2006 IRP in September

2007. With its acceptance of the 2006 IRP, the IPUC requested that IPC align the submittal of its next IRP with
those submitted by other Idaho utilities. To comply with this request, IPC provided dr opdhe status of

the 2006 IRP to both the IPUC and OPUC in June 2008. An IRP Addendum was also filed with the OPUC in
February 200%0 address the need for the Boardman to Hemingway Transmission Project. IPC is currently
preparing the 2009 IRP, whigh scheduled to be completed in June 20Rase e further discussion in Part

Il - Item 7- AMD&A - REGULATORY MATTERS- Integrated Resource Plan.

CSPP Purchases As mandated by PURPA and the adoption of avoided cost rates by the IPUC and the OPUC,
IPC has entered into contracts for the purchase of energy from a number of private developers. Under these
contracts, IPC is required to purchase all of the output from the facilities locatediisisiglwice territory. For
projects located outsidts service territory, IPC is required to purchase the outpuitthats the ability to

receive at the facilit§s requested point of delivery on the IPC system. The IPUC jurisdictional portion of the
costs associated with CSPP contracts are fully recovleredgh base rates and the PCA. For IPUC

jurisdictional contracts, projects that generate up to ten average MW of energy monthly are eligible for IPUC
Published Avoided Costs for up to a-g€ar contract term. The OPUC jurisdictional portion of the costs
associated with CSPP contracts is recovered through general rate case filings. For OPUC jurisdictional
contracts, projects with a nameplate rating of up to ten MW of capacity are eligible for OPUC Published
Avoided Costs for up to a 2@ear contract termThe Published Avoided Cost is a price established by the

IPUC and OPUC to estimate |Bfcost of developing additional generation resources. If a PURPA project does
not qualify for Published Avoided Costs, then IPC is required to negotiate the teicas,gnd conditions with

the developer of that project. These negotiations reflect the characteristics of the individual projects (i.e.,
operational flexibility, location and size) and the benefits to the IPC system and must be consistent with other
similar energy alternatives.

During 2008, at the IPUg direction, IPC conducted workshops to review the Published Avoided Cost model
input components. A settlement stipulation was filed with the IPUC for its considettzdipifi accepted, will
result inan increase in the nefmel component of the Published Avoided Costs.

As of December 31, 2008, IPC had signed agreements to purchase energy from 92 CSPP facilities with contracts
ranging from one to 30 years. Seventye of these facilities, with a conmed nameplate capacity of 267 MW,

were online at the end of 2008; the other 13 facilities under contract, with a combined nameplate capacity of

190 MW, are projected to come-tine during 2009 and 2010. The majority of the new facilities will be wind



resources which will generate on an intermittent basis. During 2008, IPC purchased 756,014 rhegasvatt
(MWh) from these projects at a cost of $45.9 million, resulting in a blended price of 6.1 cents per kilowatt hour.

Wholesale Energy Market Activities Guided by a risk management policy and frequently updated operating
plans, IPC participates in the wholesale energy market by buying power to help meet load demands and selling
power that is in excess of load demands. &R@arket activities are inflmeed by its customer loads, market

prices, and cost and availability of generating resources. Some @&f hip@roelectric generation facilities are

operated to optimize the water that is available by choosing when to run generation units and when to store
water in reservoirs. These decisions affect the timing and volumes of market purchases and market sales. Even
in below normal water years, there are opportunities to vary water usage to maximize generation unit efficiency,
capture marketplace economiertefits and meet load demand. Compliance factors, such as allowable river

stage elevation changes and flood control requirements, and wholesale energy market prices influence these
dispatch decisions.

IPC has one firm wholesale power sales contract. séles contract is with the Raft River Electric Cooperative for
up to 15 MW. This contract expires in September 2009; however, Raft River Electric Cooperative has provided
notice that it intends to renew the contract, as allowed in the original agretémemgh September 2011.

IPC has one wholesale reserve sales contrdttt United Materials of Great Falls, Inc. (United Materials). This
agreement requires IPC to carry up to 0.45 MW of reserves associated with an energy sales agreement dated
January R04 between IPC and United Materials from the Horseshoe Bend Wind Farm. The term of this
agreement began in January 2008, and runs seasonally through May 2013.

IPC has four firm wholesale purchased power contracts. One contract is with PPL Montangowlkdpwn as

PPL EnergyPlus, LLC, for 83 MW per hour during heavy load hours, to address increased demand during June,
July and August. The term of this contract began in June 2004 and runs through August 2009. IPC entered into a
second seasonal conttdor 83 MW with PPL EnergyPlus, LLC that runs from June 2010 through August 2011.

In January 2008, the IPUC approved a power purchase agreement for 13 MW (nameplate generation) from the
Raft River Geothermal Power Plant Unit #1 located in southern litt@h@onverted a CSPP contract to a

purchased power contract. The contract term is through April 2033. The fourth contract is with Telocaset Wind
Power Partners, LLC, a subsidiary of Horizon Wind Energy, for 101 MW (nameplate generation) from its Elkhorn
Valley wind project located in eastern Oregon. The contract term is through December 2027.

Transmission Services

IPC provides wholesale transmission service and provides firm arfirmowheeling services for eligible
transmission customers. |1BCsysem lies between and is interconnected with the wipéaking northern and
summerpeaking southern regions of the western power system. This geographic position allows IPC to provide
transmission services and to reach a broad power market.

IPC and Paci€Corp are jointly exploring the Gateway West project to build transmission lines between
Windstar, a substation located near Douglas, Wyoming and Hemingway, a substation located in the vicinity of
Melba and Murphy, Idaho near Boise. Initial phases optbgct could be completed by 201Remaining

phases of the project could be constructed as demand requires.

Construction of a new 56KV station named Hemingway is expected to address growth, capacity and operating
constraints. The station was origilygbart of the Gateway West Project but theing of this addition was
accelerated to 2010 to help meet forecast deficits and improve relialfibtpart of the Hemingway Station
Project, the Hemingwaldubbard transmission line is expected to providegrao the Treasure Vallegrea of
southwest Idahby 2010. The Hemingwakiubbard line will consist of a new 230/ double circuit

transmission line and convert an existing &8transmission line to 23RV.

The BoardmaiHemingwaytransmissiotine is expected to relieve existing congestion by increasing
transmission capacity and improving reliability. It will allow for the transfer of up to 1,500 MW of additional
energy between Idaho and the Northwest. IPC expects to seek partners 60 ygetoent of the project when
construction commenced he line has a target-service date of June 2013.

These projectarediscussedn more detaiin Part I1- Item 7- AMD&A 1 LIQUIDITY AND CAPITAL
RESQJRCESI Capital RequiremendsandiMD&A - REGULATORY MATTERS- Transmission Projects



On March 28, 2008, Great Basin Transmission, LLC (Great Basin) exercised its option to purchase the southern
portion of the Southwest Intertie Project (SWIP), which consists principally of a federal permsipiecific
transmission corridor in Nevada and Idaho and private rightgay in Idaho. This sale closed during the

second quarter of 2008, and resulted in a netatgain of approximately $3 million. On December 30, 2008,

IPC and Great Basin reachad @ayreement on the sale of the northern portion of the SWIP, which is expected to
close in the first quarter of 2009 and result in atpsegain of $0.2 million.

Environmental Regulation

IPCGs activities are subject to a broad range of federal, stgiensd and local laws and regulations designed to
protect, restore and enhance the quality of the environment. Environmental regulation continues to impact
IPC& operations due to the cost of installation and operation of equipment and facilities riguicedpliance
with such regulations, and the modification of system operations to accommodate such regulati@ns. IPC
environmental compliance costs will continue to be significant for the foreseeable future.

Based upon present environmental laws @&gulilations, IPC estimates its 2009 capital expenditures for
environmental matters, excluding Allowance for Funds Used During Construction (AFUDC), will total $17
million. Studies and measures related to environmental concerns@athizfoelectric facities account for $6
million and investments in environmental equipment and facilities at the thermal plants account for $11 million.
For 2010 and 2011, environmentalated capital expenditures, excluding AFUDC, are estimated to be $74
million. Anticipated expenses related to I&ydroelectric facilities account for $44 million, and thermal plant
expenses are expected to total $30 million.

IPC anticipates approximately $20 million in annual operating costs for environmental facilities during
2009. Hylroelectric facility expenses and thermal plant expenses account for the majority of the costs at
approximately $14 million and $6 million, respectively. For 2010 and 2011, total environmental related
operating costs are estimated to be approximatelyn$tién. Expenses related to the hydroelectric

facilities are expected to be $43 million, and thermal plant expenses are expected to be $14 million during
this period.

Water: As required under the Federal Water Pollution Control Act Amendments of [BBZhas

received necessary environmental permits and authorizations and has prepared necessary plans relating to
operations and water quality, such as effluent discharge, spill prevention and countermeasures, and storm
water pollution prevention.

The FERdicenses issued for IRE American Falls and Cascade hydroelectric generating plants require
aeration of turbine water to meet dissolved oxygen standards in the tail waters downstream from the plants. In
order to comply with the licenses, IPC installed @perates aeration equipment at both plants and submits
compliance reports to the appropriate regulatory agencies.

The FERC licenses issued for I@MMilner, Shoshone Falls, Twin Falls, Upper Salmon, Lower Salmon, Bliss
and CJ Strike hydroelectric prafs require dissolved oxygen and temperature monitoring and reporting. IPC
submits compliance reports to the appropriate regulatory agencies.

The FERC license for the CJ Strike project also requires monitoring of total dissolved gas during spill periods.
IPC installs monitors during periods of spill that record gas levels in spilled water and reports the results to the
appropriate regulatory agencies.

Hazardous/Toxic Wastes and SubstancedJnder the Toxic Substances Control Act, the EPA has adopted
regulations governing the use, storage, inspection and disposal of electrical equipment that contains
polychlorinated biphenyls (PCBs). The regulations permit the continued use and servicing of certain equipment
(including transformers and capacitors) thaitain PCBs. [IPC continues to meet federal requirements of the
Toxic Substances Control Act for the continued use of equipment containing PCBs. IPC continues to eliminate
PCBs as part of its loraterm strategy. This program will reduce costs associsitdcthe longterm monitoring

of PCB-containing equipment, responding to spills and reporting to the EPA. In 2008, IPC spent approximately
$0.6 million identifying and eliminating PCBs.

Air Quality Issues: IPC owns two natural gas combustion turbine pomants and cawns three codiired
power plants that are subject to air quality regulation. The naturdirgdglants, Danskin and Bennett



Mountain, are located in Idaho. The cfie¢d plants are: Jim Bridger located in Wyoming; Boardman located
in Oregon and Valmy located in Nevada.

For amore detailedliscussion ofhese anather environmental issues, includiggeenhouse gas,climate
changeand endangered specisase see Part II, Iltemi MD&A 1 Legal and Environmental Issugs
Environmental Issues.

Energy Efficiency Programs

In 2008, IPC spent approximately $21.2 million to promote energy efficiency and summer peak reduction
through its energy efficiency programs, whitvepreviously been referred to as Demand Side Managemen
programs. Approximately $18.9 million of funding for program development, implementation and
administration comes from the ldaho and Oregon tariff riders for energy efficiency. The balance of the funding
comes from IPC base rates and a small amounpreagously obtained from residual funds from the BPA
Conservation and Renewables Discount which was discontinued in 2007.

Approximately $2.4 million was spent eesearch, analysis and development, education, technology evaluation,
andmarket transformtion. A portion of this activity was accomplished in conjunction with the Northwest
Energy Efficiency Alliance (NEEA). IPC contributed $0.9 million to the NEEA.

The following energy efficiency programs target savings across the entire year for angdef customer
segments with an emphasis on reducing energy during the summer peak:

e Approximately $4.4 million was devoted to achieving summer peak reduction through focusing on
irrigation pumping and residential air conditioning equipment control messsu

e The residential energy efficiency programs targeted new and existing homes, focusing on customer
education and the application of energy efficiency remediation, including energy efficient building
techniques, insulation augmentation, air duct seatind,the use of efficient lighting. This progr@m

2008 spending was approximately $4.2 million.

e Programs for new or existing industrial and commercial facilities focus on application of energy
efficient techniques and technologies as well as operatmmbinanagement processes to reduce energy
consumption. Approximately $8.1 million was spent on these programs.

e Approximately $2.1 million was devoted to irrigation efficiency programs. Irrigation customers can
receive financial incentives for either ingping the energy efficiency of an irrigation system or installing
a new energy efficiency system.

In 2008, IP@s energy efficiency programs reduced energy usage by approximately 134,000 MWh and the
targeted demand reduction programs resulted in a supgag&rreduction of about 54 MW.

Competition

Retail: Electric utilities have historically been recognized as natural monopolies and have operated in a highly
regulated environment in which they have an obligation to provide electric service to theirezgstoneturn

for an exclusive franchise within their service territory with an opportunity to earn a regulated rate ofireturn.
the past, @me state regulatory authoritiesploredchanging utility regulations in response to federal and state
statutorychangeswith the intent ofncreasng retail competition. However, restructuring of the electric

industry has stalled at both the national level and in the Pacific Northwest.

Wholesale: The 1992 National Energy Policy Act and the FER@ilemakingactivities have established the
regulatory framework to open the wholesale energy market to competition. This act permits entities to develop
independent electric generating plants for sales to wholesale customers, and authorizes the FERC to order
transmssion access for third parties to transmission facilities owned by another entity. This act does not,
however, permit the FERC to require transmission access to retail customersacogesntransmission for

wholesale customers provides energy suppligits opportunities to sell and deliver electricity at markased

prices. IPC actively monitors and participates, as appropriate, in energy industry developments, to maintain and
enhance its ability to effectively participate in wholesale energy markatmanner consistent with its business
goals. For more information, see Part Il, Item AMD&A - REGULATORY MATTERSI Federal Regulatory
Matterso



Utility Operating Statistics

The following table presents IBECrevenues and energy use by customes fgpthe last three years. 1BC
operations are discussed further in Part Il, ItenfiMD&A - RESULTS OF OPERATIONS Utility
Operations

Years Ended December 31,

2008 2007 2006

Revenues (thousands of dollars)
Residential $ 353,262 $ 308,208 $ 299,594
Commercial 203,035 170,001 162,391
Industrial 122,302 101,409 102,958
Irrigation 105,712 88,685 71,432
Total general business 784,311 668,303 636,375
Off-system sales 121,429 154,948 260,717
Other 50,336 52,150 23,381
Total $ 956,076 $ 875,401 $ 920,473

Energy use (thousands of MWh)
Residential 5,297 5,227 5,068
Commercial 3,970 3,937 3,761
Industrial 3,355 3,454 3,475
Irrigation 1,922 1,924 1,635
Total general business 14,544 14,542 13,939
Off-system sales 2,047 2,744 5,821
Total 16,591 17,286 19,760

IFS:

IFS invests primarily in affordable housing developments, which provide a return principafigiiming

federal and state income taxes through tax credits and accelerated tax depreciation benefits. IFS generated tax
credits of $11 million, $15 million and $19 million in 2008, 2007 and 2006, respectivelys jpE&folio also

includes historic reHalitation projects such as, the Empire Building in Boise, Idaho. IFS made $8 million of

new investments during 2008 awill continue to review future legislation for new opportunities for investment

that will be commensurate with the ongoing needs &CORP.

IFS has focused on a diversified approach to its investment strategy in order to limit both geographic and
operational risk. Over 90 percent of EBBSnvestments have been made through syndicated funds. At December
31, 2008, the gross amountlbfSés portfolio equaled $183 million in tax credit investments. These investments
cover 49 states, Puerto Rico and the U.S. Virgin Islands. The underlying investments include over 700
individual properties, of which all but three are administered thrgygticated funds.

IDA-WEST:

Ida-West operates and has a 50 percent interest in nine hydroelectric plants with a total generating capacity of 45
MW. Four of the projects are located in Idaho and five are in northern California. All nine projects are

fiqualifying facilitiesd under PURPA. IPC purchased all of the power generated by &dds four Idaho

hydroelectric projects at a cost of $8 million each year in 2008, 2007 and 2006.

ITEM 1A. RISK FACTORS
The following are factors that could have a #figant impact on the operations and financial results of
IDACORP, Inc. and Idaho Power Company and could cause actual results or outcomes to differ materially from
those discussed in any forwabking statements:
¢ Reduced hydroelectric generation can réuce revenues and increase costédaho Power Company

has a predominately hydroelectric generating base. Because of Idaho Power @siipawny reliance on
hydroelectric generation, water can significantly affect its operations. When hydroelectratigensr
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reduced, Idaho Power Company must increase its use of generally more expensive thermal generating
resources and purchased powaed opportunities for offystem sales are redu¢echich reduces
revenues In addition, vhile Idaho Power Company campect to recover a portion of the increase in its
net power supply costs above the level included in its base rates, recovery of the amounts does not occur
until the subsequent power cost adjustment year.
e Continuing declines in stream flows and oveappropriation of water in Idaho may reduce
hydroelectric generation and revenues and increase cost§he combination of declining Snake River
base flows, oveappropriation of water and drought conditions have led to disputes among surface water
and ground wir irrigators, and the state of Idaho. Recharging the Eastern Snake Plain Aquifer, which
contributes to Snake River flows, by diverting surface water to porous locations and permitting it to sink
into the aquifer is one proposed solution to the dispDigersions from the Snake River for aquifer
recharge may further reduce Snake River flows available for hydroelectric generation and reduce Idaho
Power Companis revenues and increase costs. ldaho Power Company is also involved in legal actions
involving the water rights it holds for hydroelectric purposes. One such action, initiated in the Snake
River Basin Adjudication, involves Idaho Power Companyater rights at the Swan Falls project on the
Snake River and several other upstream hydroelectriegisdfhat are the subject of a 1984 agreement
with the state of Idaho known as the Swan Falls Agreement. Idaho Power Company also has initiated
legal action against the U.S. Bureau of Reclamation over the interpretation and effect of a 1923 contract
with the U.S. Bureau of Reclamation on the operation of the American Falls Reservoir and the release of
water from that reservoir to be used at Idaho Power Condpaayvnstream hydroelectric projects. The
resolution of these matters may affect Snake Riverdlavailable for hydroelectric generation and
thereby reduce Idaho Power Company revenues and increase costs.
e Load growth in Idaho Power Companyés service territory exposes it to greater market and
operational risk and could increase costs and reduce earrgs and cash flows
o] Increases in both the number of customers and the demand for energy have resulted and may
continue to result in increased reliance on purchased power to meet customer load requirements. Since
the Federal Energy Regulatory Commissiomplemented markebased wholesale power rates in 1997,
the price volatility of electricity has substantially increased from what it was at the inception of the
power cost adjustment. While Idaho Power Company can expect to recover a @iahi®increae in
its net power supply costs above the level included in its base rates, the remaining amount is absorbed
by Idaho Power Company. As Idaho Power Comgangliance on purchased power continues to
increase, the risks associated with the remaining atmatrrecovered through the power cost
adjustment could increase costs and reduce earnings and cash flows.
o] Idaho PoweCompanys load growth adjustment rate adjusts the net power supply costs Idaho
Power Company includes in its annual power cost adjustfoedifferences between actual load and
the load used in calculating base rates. If the Idaho Public Utilities Commission increases the rate or
modifies themethod used to calculate the load growth adjustment rate Idaho Power C@npany
earnings and cadlows could be reduced.
o] Increased load growth can result in the need for additional investments in Idaho Power
Companys infrastructure to serve the new load. If Idaho Power Company were unable to secure
timely rate relief from the Idaho Public Utiliti€@ommission, the Oregon Public Utility Commission or
the Federal Energy Regulatory Commission to recover the costs of these additional investments, the
resulting regulatory lag would have a negative effect on earnings and cash flow.
o] Increased and unexpectiedd growth can create planning and operating difficulties for Idaho
Power Company that can impact its ability to reliably serve customers.
¢ |daho Power Companyés reliance on coal and natural gas to fuel its power generation facilities
exposes it to risk dincreased costs and reduced earningdn addition to hydroelectric generation,
Idaho Power Company relies on coal and natural gas to fuel its generation facilities. Market price
increases in coal and natural gas can result in reduced earnings. daénedasmand for natural gas,
including increases in demand due to greater industry reliance on natural gas for power generation, may
result in market price increases and/or supply availability issues. In addition, delivery of coal and natural
gas dependspon gas pipelines, rail lines, rail cars and roadways. Any disruption in Idaho Power
Companys fuel supply may require the company to find alternative fuel sources at higher costs, to
produce power from higher cost generation facilities or to purch@asergrom other sources at higher
costs.
e Changes in temperature and precipitation can reduce power sales and revenué¥armer than
normal winters, cooler than normal summers and increased rainfall during the irrigation seasons will
reduce retail revenuésom power sales.
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e Climate change could affect customer demand and hydroelectric generation and disrupt

transmission and distribution systems, reducing earnings and cash flow€hanges in temperature,
precipitation and snow pack conditions will affect cusér demand and the amount and timing of
hydroelectric generation. Extreme weather events can disrupt transmission and distribution systems, and
cause service interruptions and extended outages. Decreased customer demand and hydroelectric
generation anchcreased operations and maintenance costs from disrupted transmission and distribution
systems will reduce earnings and cash flows.

e The cost of complying with environmental laws and regulations will increase capital expenditures

and operating costs and mayeduce Idaho Power Companys earnings and cash flows andbility to

meet the electricity needs of its customersIDACORP, Inc. and Idaho Power Company are subject to
extensive federal, state and local environmental statutes, rules and regulatioms teekiti quality, water
quality, natural resources and health and safety. Compliance with these environmental statutes, rules and
regulations involves significant capital and operating expenditures. These expenditures could become
even more significarin the future if legislation, regulations and enforcement policies change. For
instance, considerable attention has been focused on emissions frefiredogénerating plants, including
carbon dioxide, and their potential role in contributing to glokaiming. Proposals by Congress and the
Environmental Protection Agency could lead to the adoption of a mandatory federal program to reduce
carbon dioxide emissions. Such a program would raise uncertainty about the future viability of fossil
fuels, specittally coal, as an economical energy source for new and existing electric generation facilities
because technologies for reducing carbon dioxide emissions from coal, including carbon capture and
storage, are not ygroven The effects of mercury and othmollutant emissions from codifed plants

are also subject to extensive regulation. The adoption of new statutes, rules and regulations to implement
carbon dioxide, mercury or other emission controls will result in increased capital expendituresiéind cou
increase the cost of operating cfie¢d generating plants or make them uneconomical to operate and
result in reduced earnings and cash flows

e The costs of complying withstate or federal renewable energy portfolio standards could increase
capital experditures and operating costs and reduce earnings and cash flowklaho Power

Companys operations in Oregon will be required to comply with a ten percent renewable energy portfolio
standard beginning in 2025. The new federal administration has callechgre€s to adopt a federal
renewable energy portfolio standard and it is possible that Idaho and other states in which Idaho Power
Company operates or sells power could adopt renewable energy portfolio standards in the future. New
state or federal renewabd@ergy portfolio standards could increase capital expenditures and operating
costs and reduce earnings and cash flows.

¢ If the Idaho Public Utilities Commission, the Oregon Public Utility Commission or the Federal

Energy Regulatory Commission grant lessate recovery in rate case filings than Idaho Power

Company needs to cover increased costs of providing services, earnings and cash flows may be
reduced and economic expansion may be limitedf the Idaho Public Utilities Commission, the Oregon
Public Utlity Commission or the Federal Energy Regulatory Commission grant less rate recovery in rate
case filings than Idaho Power Company needs to cover increased costs of providing services, it may have a
negative effect on earnings and cash flows and couldt iesiowngrades of IDACORP, In@s. and Idaho
Power Compani credit ratings. Failure to obtain regular and timely rate relief may limit Idaho Power
Companys ability to serve additional customers.

e Conditions that may be imposed in connection witthydroelectric license renewals may require

large capital expenditures, increase operating costs, reduce hydroelectric production and reduce
earnings and cash flows.ldaho Power Company is currently involved in renewing federal licenses for
several of ithydroelectric projects. The Federal Energy Regulatory Commission may impose conditions
with respect to environmental, operating and other matters in connection with the renewal of Idaho Power
Companys licenses. These conditions could have a negatigetefh Idaho Power Compaisy

operations, require large capital expenditures and increase operatingeshste hydroelectric production

and reduce earnings and cash flows.

e IDACORP, Inc., IDACORP Energy and Idaho Power Company are subject to costs and o¢h

effects of legal and regulatory proceedings, settlements, investigations and clainl®ACORP, Inc.,
IDACORP Energy and Idaho Power Company are involved in a number of proceedings, including the
California refund proceeding, a portion of which remaiesding before the Federal Energy Regulatory
Commission and the United States Court of Appeals for the Ninth Circuit; a refund proceeding affecting
sellers of wholesale power in the spot market in the Pacific Northwest; and show cause proceedings
originating at the Federal Energy Regulatory Commission, a portion of which remains pending in the
United States Court of Appeals for the Ninth Circuit. It is possible that additional proceedings related to

12



the western energy situation may be filed in the futgeerest IDACORP, Inc., IDACORP Energy or

Idaho Power Company. IDACORP, Inc. and Idaho Power Company are or may also be subject to costs
and other effects of additional legal claims, actions and complaints, including those related to the Jim
Bridger and Boadiman coafired plants, in which Idaho Power Company holds an ownership interest. To
the extent the companies are required to make payments in connection with any legal or regulatory
proceeding, settlement, investigation or claim, earnings and cashwithke negatively affected.

e |daho Power Companys business is subject to substantial governmental regulation and may be
adversely affected by increased costs resulting from, or liability under, existing or future regulations

or requirements. Idaho PowelCompany is subject to extensive federal and state laws, policies, and
regulations, as well as regulatory actions and regulatory audits, including those of the Federal Energy
Regulatory Commission, the Environmental Protection Agency, the North Amerieemi&€Reliability
Corporation, the Western Electricity Coordinating Council and the public utility commissions in ldaho,
Oregon and Wyoming. Some of these regulations are changing or subject to interpretation, and failure to
comply may result in penaleor other adverse consequences. Compliance with these requirements
directly influences Idaho Power Comp@gayperating environment and may significantly increase Idaho
Power Compang operating costs.

¢ Increased capital expenditures can significantly affet liquidity. Increases in both the number of
customers and the demand for energy require expansion and reinforcement of transmission and
distribution systems and generating facilities. If Idaho Power Company does not receive timely regulatory
recovery,ldaho Power Company will have to rely more on external financing for its future utility
construction expenditures. These large planned expenditures may weaken the consolidated financial
profile of IDACORP, Inc. and Idaho Power Company. Additionallygaificant portion of Idaho Power
Companys facilities were constructed many years ago. Aging equipment, even if maintained in
accordance with industry practices, may require significant capital expenditures. Failure of equipment or
facilities used in Idao Power Comparig system could potentially increase repair and maintenance
expenses, purchased power expenses and capital expenditures.

¢ As a holding company, IDACORP, Inc.does not have its own operating income and must rely on

the upstream cash flows fron its subsidiaries to pay dividends and make debt paymentdDACORP,

Inc. is a holding company and thus its primary assets are shares or other ownership interests of its
subsidiaries, primarily Idaho Power Company. Consequently, IDACORIBs hdaility © pay dividends

and to service its debt is dependent upon dividends and other payments received from its subsidiaries.
IDACORP, Incés subsidiaries are separate and distinct legal entities and have no obligation to pay any
amounts to IDACORP, Inc., wheth#arough dividends, loans or other payments. The ability of

IDACORP, Incés subsidiaries to pay dividends or make distributions to IDACORP, Inc. depends on
several factors, including their actual and projected earnings and cash flow, capital requiaechents

general financial condition, and the prior rights of holders of their existing and future first mortgage bonds
and other debt securities.

¢ A downgrade in IDACORP, Inc.&s and Idaho Power Compangs credit ratings could negatively

affect the companiedability to access capital, increase their cost of borrowing, and require the
companies to post collateral with transaction counterparties Credit rating agencies periodically

review the corporate credit ratings and ldéegm ratings of IDACORP, Inc. and lda Power Company.
IDACORP, Inc. and Idaho Power Company also have borrowing arrangements that rely on the ability of
the banks to fund loans or support commercial paper. Downgrades of IDACOR® piridaho Power
Companys credit ratings, or those afting bond insurers or relationship banks, could limit the
companieéability to access capital, including the commercial paper markets, require IDACORP, Inc. and
Idaho Power Company to pay a higher interest rate on their debt and require the compansies to

collateral with transaction counterparties.

¢ Volatility and decreased lending capacity in the financial markets may negatively affect

IDACORP, Inc.& and Idaho Power Compangs ability to access capital and/or increase their cost of
borrowing. IDACORP,Inc. and Idaho Power Company require liquidity to pay operating expenses and
principal of and interest on debt and to finance capital expenditures. Financial markets have recently
experienced extreme volatility and disruption, causing the cost of baigdwirise and the availability of
liquidity and credit for borrowers to decrease; actions taken by the United States Government, the Federal
Reserve and other governmental and regulatory bodies may not be sufficient to stabilize these markets. As
a resul, IDACORP, Inc. and Idaho Power Company may experience higher interest costs and/or be unable
to access capital, including the commercial paper markets. These conditions may adversely affect
IDACORP, Inc& and Idaho Power Compdasyresults of operationfinancial condition and cash flows.

e |IDACORP and Idaho Power Company may incur losses on their investments or be unable to sell
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their investments when they desire to do so, which could adversely affect their liquidity and financial
condition. IDACORP and Idaho Power Company invest cash in dieom interest bearing accounts,
including money market funds. Volatility in the financial markets has resulted in a lack of liquidity and
declines in value of some money market funflee companies ay realizeadditionallosses on some or

all of their invested funds or be unable to sell their investments when they desire to do so. This could
adversely affect IDACOR® and Idaho Power Compdsyliquidity and financial condition.

¢ National and regionaleconomic conditions may cause increased late payments and uncollectible
accounts, which would reduce earnings and cash flowecent concerns over inflation, energy costs,
the availability and cost of credit, declining business and increased unempldyaverdontributed ta
recession These factors have resulted, and may continue to result, in an increase in late payments and
uncollectible accounts and reduce IDACORP @and Idaho Power Compaiyearnings and cash flows.

e Terrorist threats and activities could result in reduced revenues and increased cost2ACORP,

Inc. and Idaho Power Company are subject to direct and indirect effects of terrorist threats and activities.
Potential targets include generation and transmission facilities. The efféetsorist threats and

activities could prevent Idaho Power Company from purchasing, generating or transmitting power and
result in reduced revenues and increased costs.

e Adverse results of income tax audits could reduce earnings and cash flowkhe outome of

ongoing and future income tax audits could differ materially from the amounts currently recorded, and the
difference could reduce IDACORPand Idaho Power Compdsyearnings and cash flows.

o Employee workforce factors could increase costs and rede®arnings. Idaho Power Company is
subject to workforce factors, including loss or retirement of key personnel, availability of qualified
personnel, and an aging workforce. The costs of attracting and retaining appropriately qualified
employees to replacan aging workforce could reduce earnings and cash flows.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES

IPC& system is comprised of 17 hydroelectric generating plants located in southern Idaho and eastern Oregon,
two natural gadired plants located in southern Idaho and interests in threeficedlsteam electric generating

plants located in Wyoming, Nevada and Oregon. The system also includes approximately 4,752 miles of high
voltage transmission lines, 23 step transmission sulaions located at power plants, 22 transmission

substations, eight switching stations, 223 energized distribution substations (excluding mobile substations and
dispatch centers) and approximately 65,045 miles of distribution lines.
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IPC holds FERC licenses for all of its hydroelectric projects that are subject to federal licensing. These projects
and the other generating stations and their nameplate capacities are listed below:

Nameplate
Capacity License
Project (kW) Expiration
Hydroelectric Developments:
Properties subject to federal licenses:
Lower Salmon 60,00( 2034
Bliss 75,00( 2034
Upper Salmon 34,50( 2034
Shoshone Falls 12,50( 2034
CJ Strike 82,80( 2034
Upper Malad- Lower Malad 21,77( 203t
BrownleeOxbow-Hells Canyon 1,166,90( 200:®
Swan Falls 27,17( 201C
American Falls 92,34( 202t
Cascade 12,42( 2031
Milner 59,44¢ 203¢
Twin Falls 52,891 204C
Other Hydroelectric:
Clear Lakes Thousand Springs 11,30(
Total Hydroelectric 1,709,04!
Steam and Other Generating Plants:
Jim Bridger (coafired) © 770,50:
Valmy (coatfired) @ 283,50(
Boardman (coafired) ® 64,20(
Danskin (gadired) 262,75t
Salmon (dieseinternal combustion) 5,00(
Bennett Mountain (gafred) 172,80(
Total Steam and Other 1,558,75I
Total Generation 3,267,80:

(1) Licensed on an annual basis while application for new yedti license is pending.
(2) IPG& ownership interests are 33 percent for Jim Bridger, 50 percent for Valmy and 10 percent for Boardman. Amot
shown represent IRE share.

Relicensing of IPG hydroelectric projects is discussedPart 11, Item 7- iAMD&A - REGULATORY
MATTERS - Relicensing of Hydroelectric Projeats.

At December 31, 2008, the composite average ages of the principal part€o§yBtEem, based on dollar
investment, were: production plant, 25 years; transmission lines and substations, 25 years; and digtgbution
and substations, 21 years. IPC considers its properties to bmamthined and in good operating condition.

IPC owns in fee all of its principal plants and other important units of real property, except for portions of
certain projects licensathder the FPA and reservoirs and other easementss fP@perty is also subject to the

lien of its Mortgage and Deed of Trust and the provisions of its project licenses. In additiénpi&gerty is

subject to minor defects common to properties ohssize and character that do not materially impair the value

to, or the use by, IPC of such properties.

IERCoowns a onghird interest in Bridger Coal Company and coal leases near the Jim Bridger generating plant
in Wyoming from which coal is mined andpplied to the plant.

Ida-West holds 50 percent interests in nine operating hydroelectric plants with a total generating capacity of 45
MW. These plants are located in Idaho and California.

ITEM 3. LEGAL PROCEEDINGS

Please se Note 7 to IDACOR® andIPC& Consolidated Financial Statements.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None
EXECUTIVE OFFICERS OF THE REGISTRANTS

The names, ages and positions of all of the executive officers of IDACORP, Inc. and Idaho Power Company are
listed below along with their business experience during the past five years. Mr. J. LaMont Keen and Mr.
Steven R. Keen are brothers. There are no other family relationships among these officers, nor is there any
arrangement or understanding betweenddfiger and any other person pursuant to which the officer was

elected.

J. LAMONT KEEN President and Chief Executive Officer, appointed July 1, 2006. Mr. Keen also serves as
President and Chief Executive Officer of Idaho Power Company, appointed Navemi2905. Mr. Keen was
Executive Vice President of IDACORP, Inc., from March 1, 2002, to July 1, 2006, and President and Chief
Operating Officer of Idaho Power Company from March 1, 2002, to November 17, RDOBeen was Senior
Vice President Administration and Chief Financial Officer of IDACORP, Inc. and Idaho Power Company
from May 5, 1999, to March 1, 200Mr. Keen also serves on the Board of Directors of both IDACORP, Inc.
and ldaho Power Companige 56.

DARREL T. ANDERSON Senior Vice Presdt- Administrative Services and Chief Financial Officer of
IDACORP, Inc. and Idaho Power Company, appointed July 1,.2804 Anderson wa¥ice PresidentChief
Financial Officer and Treaserr of IDACORP, Inc. and Idaho Power Company frigiarch 1, 2002to July 1,
2004 and Vice PresidentFinance and Treasurer of IDACORP Inc. and Idaho Power CompanyMeyn®,
1999 to March 1, 2002 Age 50.

THOMAS R. SALDIN Senior Vice President and General Counsel of IDACORP, Inc. and ldaho Power
Company, appointe@ctober 1, 2004Mr. Saldin was Executive Vice President and General Counsel of
Albertsorts Inc., a supermarket chain, from January 29, 1999, to his retirement on August 3Ag2062.

JAMES C. MILLER Senior Vice PresidentPower Supply of Idaho Pax Company, appointed July 1, 2004.
Mr. Miller was Senior Vice PresidentDelivery of Idaho Power Company from October 1, 1999, to July 1,
2004. Age 54.

DANIEL B. MINOR Senior Vice Presiderit Delivery of Idaho Power Company, appointed July 1, 2004. M
Minor was Vice PresidentAdministrative Services & Human Resources of IDACORP, Inc. and Idaho Power
Company from November 20, 2003, to July 1, 200i4e President Corporate Services of Idaho Power
Company from May 15, 2003, to November 20, 2003 Rindctor of Audit Services of Idaho Power Company
from July 2001 to May 15, 2003Age 51.

STEVEN R. KEEN Vice President and Treasurer of IDACORP, Inc. and Idaho Power Company, appointed
June 1, 2006. Mr. Keen was President of IDACORP Financial SefvizasSeptember 8, 1998 to May 31,
2007. Age 48.

PATRICK A. HARRINGTON Corporate Secretary of IDACORP, Inc. and Idaho Power Company, appointed
March 15, 2007. Mr. Harrington was Senior Attorney from June 7, 2003, to March 15, 2007. Age 48.

DENNIS C. QRIBBLE Vice President and Chief Information Officer of IDACORP, Inc. and Idaho Power
Company, appointed June 1, 2006. Mr. Gribble was Vice President and Treasurer of IDACORP, Inc. and Idaho
Power Company, from July 15, 2004, to June 1, 2006 and Finamteo{Bar of Idaho Power Company from

January 1, 1997, to July 15, 2004. Age 56.

LORI D. SMITH Vice Presiderit Corporate Planning and Chief Risk Officer of IDACORP, Inc. and Idaho
Power Company, appointed January 1, 2008. Ms. Smith was Vice Prediileenice and Chief Risk Officer of
IDACORP, Inc. and Idaho Power Company from July 15, 2004, to January 1, 2008, and Director of Strategic
Analysis of Idaho Power Company from January 1, 2000 to July 15, 2004. Age 48.
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LUCI K. MCDONALD Vice President Human Resources of IDACORP, Inc. and Idaho Power Company,
appointed December 6, 2004. Ms. McDonald was Corporate Staff Director of Human Resources of Boise
Cascade Corporation, a forest products company, from September 16, 1999, to November 19, 2004. Age 51

NAOMI SHANKEL Vice President, Audit and Compliance of IDACORP, Inc. and Idaho Power Company,
appointed September 21, 2006. Ms. Shankel was Director, Audit Services of IDACORP, Inc. and Idaho Power
Company from July 2003, to September 21, 2006. Age 37.

JOHN R. GALE Vice PresidentRegulatory Affairs of Idaho Power Company, appointed March 15, 2001. Age 58.

LISA A. GROW Vice Presiderit Delivery Engineering and Operations of Idaho Power Company, appointed

July 20, 2005. Ms. Grow was General Managfe®rid Operations and Planning of Idaho Power Company

from October 23, 2004, to July 20, 2005, Operations Manager (Grid Ops) of Idaho Power Company from March
2, 2002, to October 23, 2004. Age 43.

WARREN KLINE Vice President Customer Service and Regal Operations of Idaho Power Company,
appointed July 20, 2005. Mr. Kline was General Manager of Regional Operations of Idaho Power Company
from March 2, 2002, to July 20, 2005. Age 53.

JEFFREY MALMEN Vice Presiderit Public Affairs of IDACORP, Inc. anttlaho Power Company, appointed
October 1, 2008. Mr. Malmen was Senior Mandg&overnmental Affairs of IDACORP, Inc. and Idaho

Power Company from December 2007 to October 1, 2008, Chief of Staff of the Office of Idaho Governor C.L.
fiButchd Otter from Jauary 2007 to November 2007, and Chief of Staff of the OffiddalioCongressman

C.L. iButcho Otter from January 2001 through December 2006. Age 41.

PART II

ITEM 5. MARKET FOR REGISTRANT & COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

IDACORPG common stock, without par value, is traded on the New York Stock Exchandeeb@ary 23,
2009, there were 1266 holders of record and the stock price was $8per share

The outstanding shares of IBBzomma stock, $2.50 par value, are held by IDACORP and are not traded.
IDACORP became the holding company of IPC on October 1, 1998.

The amount and timing of dividends payable on IDAC@Rfdmmon stock are within the sole discretion of
IDACORPGs Board of Diretors. The Board of Directors reviews the dividend rate quarterly to determine its
appropriateness in light of IDACOR#current and longerm financial position and results of operations,
capital requirements, rating agency requirements, legislativeegnithtory developments affecting the electric
utility industry in general and IPC in particular, competitive conditions and any other factors the Board of
Directors deems relevant. The ability of IDACORP to pay dividends on its common stock is depgodent
dividends paid to it by its subsidiaries, primarily IPC.

A covenant under IDACORRB credit facilty, IPG& credit faciliy and IP@s term loan credit agreement
described iMiVID&A - LIQUIDITY AND CAPITAL RESOURCES- Financing Programis Debt Covenants
requires IDACORP and IPC to maintain leverage ratios of consolidated indebtedness to consolidated total
capitalization, as defined, of no more than 65 percent at the end of each fiscal quarter.

IPC& Revised Code of Conduct approved by the IPUC on &friP008, states that IPC will npayany
dividends to IDACORP that will reduce IBECcommon equity capital below 35 percent of its total adjusted
capital without IPUC approval.

IPCG ability to pay dividends on its common stock held by IDACORP and IDREs ability to pay dividends

on its common stock are limited to the extent payment of such dividends would violate the covenaris or IPC
Code of Conduct. At December 31, 2008, the leverage ratios for IDACORP and IPC were 52 percent and 54
percent, resgctively. Based ornthese restrictiondDACORPS& and IPG@s dividends were limited to $536

million and $447 million, respectively, at December 31, 2008.
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IPCGs articles of incorporation contain restrictions on the payment of dividends on its commori gtetdried
stock dividends are in arrears. IPC has no preferred stock outstanding. IPC paid dividends to IDACORP of $54
million, $53 million and $51 million in 2008, 2007 and 2006, respectively.

The following table shows the reported high and low saiee of IDACORFs common stock and dividends
paid for 2008 and 2007 as reported in the consolidated transaction reporting system.

2008 Quarters
Common Stock, without par value: 1% 2" 3 4m
High $35.11 $33.36 $33.89 $30.66
Low 28.74 28.55 27.96 21.88
Dividends paid per share 0.30 0.30 0.30 0.30
2007 Quarters
Common Stock, without par value: 1™ 2" 3 4"
High $39.19 $35.18 $36.57 $36.72
Low 32.00 31.22 30.07 32.36
Dividends paid per share 0.30 0.30 0.30 0.30

Issuer Purchases of Equity Securities:

None

Performance Graph

The following performance graph shows a comparison of theyfae cumulative total shareholder return for
IDACORP common stock, the S&P 500 Index and the Edison Eléustitute (EEI) Electric Utilities Index.

The data assumes that $100 was invested on December 31, 2003, with begfiparigd weighting of the
peer group indices (based on market capitalization) and monthly compounding of returns.
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Source: Bloomberg and Edison Electric Institute

EEI Electric

IDACORP S & P 500 Utilities Index
2003 $ 100.00 $ 100.00 $ 100.00
2004 106.40 110.87 122.84
2005 106.25 116.31 142.56
2006 144.89 134.67 172.18
2007 136.78 142.06 200.66
2008 118.99 89.51 148.68

The foregoing performance graph and data shall not be de&iteed as part of this Form 18 for purposes of
Sectionl8 of the Securities Exchange Act of 1934 or otherwise subject to the liabilities of that section and
should not be deemed incorporated by reference into any other filing of IDACORP or IPC under the Securities
Act of 1933 or the Securities Exchange ActloB4, except to the extent IDACORP or IPC specifically

incorporates it by reference into such filing.
ITEM 6. SELECTED FINANCIAL DATA
IDACORP, Inc.

SUMMARY OF OPERATIONS
(thousands of dollars except per share amounts)

2008 2007 2006 2005 2004
Operating revenues $ 960,414 $ 879,394 $ 926,291 $ 842864 $ 827,856
Operating income 190,667 152,078 169,704 154,653 106,233
Income from continuing operations 98,414 82,272 100,075 85,716 80,781
Diluted earnings per share from
continuing operations 2.17 1.86 2.34 2.02 2.10
Dividends declared per share 1.20 1.20 1.20 1.20 1.20
Financial Condition:
Total assets $ 4,022,845 $ 3,653,308 $ 3,445,130 $ 3,364,126 $ 3,234,172
Long-term debt 1,269,979 1,168,336 1,023,773 1,039,852 1,058,152
Financial Statistics:
Times interest charges earned:

Before tax” 2.47 2.35 2.78 2.65 1.99
After tax? 2.23 2.16 2.54 2.37 2.32
Marketto-book ratio® 106% 131% 151% 121% 128%
Payout ratid® 55% 65% 48% 79% 63%
Return on yeaend common equity 7.6% 6.8% 9.6% 6.2% 7.2%

Book value per shar@ $ 2776 $ 2679 % 2565 % 2405 $ 23.88

The financial statistics listed above are calculated in the following manner:

(1) The sum of interest on losigrm debt, other interest expense excluding the allowance for funds used during constructiofhAEteDI&),
and income before income taxdivided by the sum of interest on letegm debt and other interest expense excluBiRgDC credits.

(2) The sum of interest on lofigrm debt, other interest expense excluding AFUDC credits, and income from continuing operations divided
by the sum ointerest on longerm debt and other interest expense excluding AFUDC credits.

(3) The closing price of IDACORP stock on the last day of the year divided by the book value per share, which is de@riedn

(4) Dividends paid per common share floe year divided by earnings per diluted share.

(5) Net income divided by total shareholderquity at the end of the year.

(6) Total shareholdedequity at the end of the year divided by shares outstanding at the end of the year.

In the secondjuarter of 2006, IDACORP management designated the operations of IDACORP Technologies,
Inc. and IDACOMM as assets held for sale. IDAC@R&bnsolidated financial statements reflect the
reclassification of the results of these businesses as discontineradiaps for all periods presented.
Discontinued operations are discussed in more detail in Note 16 to IDAGQ@R® IPGs Consolidated

Financial Statements.
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ITEM 7. MANAGEMENT & DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

(Dollar amounts and Megawatburs (MWh) are in thousands unless otherwise indicated).
INTRODUCTION:

In Managemerds Discussion and Analysis of Financial Condition and Results of Operations (MD&A), the
general financial condition and resultsogferations for IDACORP, Inc. and its subsidiaries (collectively,
IDACORP) and Idaho Power Company and its subsidiary (collectively, IPC) are discussed.

IDACORRP is a holding company formed in 1998 whose principal operating subsidiary is IPC. IDACORP is
stbject to the provisions of the Public Utility Holding Company Act of 2005, which provides certain access to
books and records to the Federal Energy Regulatory Commission (FERC) and state utility regulatory
commissions and imposes certain record retentionr@porting requirements on IDACORP.

IPC is an electric utility with a service territory covering approximately 24,000 square miles in southern ldaho
and eastern Oregon. IPC is regulated by the FERC and the state regulatory commissions of Idahemnd Oreg
IPC is the parent of Idaho Energy Resources @8R CO0) a joint venturer in Bridger Coal Company, which
supplies coal to the Jim Bridger generating plant owned in part by IPC.

IDACORPGS other subsidiaries include:

e |IDACORP Financial Services, IndFS), an investor in affordable housing and other real estate
investments;

e |da-West Energy Company (le/est), aroperator of small hydroelectric generation projects that
satisfy the requirements of PURPand

o IDACORP Energy (IE), a marketer of energy coathties, which wound down operations in 2003.

On July 20, 2006, IDACORP completed the sale of all of the outstanding common stock of ITI to IdaTech UK
Limited, a whollyowned subsidiary of Investec Group Investments (UK) Limited. On February 23, 2007,
IDACORP completed the sale of all of the outstanding common stock of IDACOMM to American Fiber
Systems, Inc.

While reading the MD&A, please refer to the accompanying Consolidated Financial Statements of IDACORP
and IPC, which present the financial positagrDecember 31, 2008 and 2007, and the results of operations and
cash flows for each company for the years ended December 31, 2008, 2007 and 2006.

FORWARD -LOOKING INFORMATION:

In connection with the safe harbor provisions of the Private Securitiestlgtigdeform Act of 1995,
IDACORP and IPC are hereby filing cautionary statements identifying important factors that could cause actual
results to differ materially from those projected in forwlrdking statements, as such term is defined in the
Reform Ad, made by or on behalf of IDACORP or IPC in this Annual Report on Forif, 10 presentations,
in response to questions or otherwise. Any statements that express, or involve discussions as to expectations,
beliefs, plans, objectives, assumptions or ®iewvents or performance, often, but not always, through the use of
words or phrases such @mnticipates) fbelieves) fiestimates) fiexpects) fintendsp Aplansp fpredicts)
fiprojects) Aimay resul Aimay continué or similar expressions, are not statements of historical facts and may
be forwardlooking. Forwardlooking statements involve estimates, assumptions and uncertainties and are
qualified in their entirety by reference to, and are accompanied by, theifajlawportant factors, which are
difficult to predict, contain uncertainties, are beyond IDAC@R# IPCs control and may cause actual results
to differ materially from those contained in forwdmbking statements:
The effect of regulatory decisioby the Idaho Public Utilities Commission, the Oregon Public Utility
Commission and the Federal Energy Regulatory Commisdfeating our ability to recover costs and/or earn a
reasonable rate of return including, but not limited to, the disallowance ofteastsave been deferred;
e Changes in and compliance with state and federal laws, policies and reguiatiuaing new
interpretationdy oversight bodieswhich include the Federal Energy Regulatory Commission, the North
American Electric Reliability Cqooration, the Western Electricity Coordinating Council, the Idaho Public
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Utilities Commission and the Oregon Public Utility Commissimirgxistingpoliciesand regulationshat
affectthe cost of compliance, investigations and audits, penalties and€ostsediation that may or may
not be recoverable through rates;

e Changes in tax laws or related regulations or new interpretations of applicable law by the Internal
Revenue Service or other taxing jurisdiction;

e Litigation and regulatory proceedings, inding those resulting from the energy situation in the

western United States, and penalties and settlements that influence business and profitability;

e Changes in and compliance with laws, regulations and policies including changes in law and
compliance withenvironmental, natural resources, endangered species and safety laws, regulations and
policies and the adoption of laws and regulations addressing greenhouse gas emissions, global climate
change, and energy policies;

¢ Global climate change and regiomaather variations affecting customer demand and hydroelectric
generation;

e Overappropriation of surface and groundwater in the Snake River Basin resulting in reduced
generation at hydroelectric facilities;

e Construction of power generation, transmissiot distribution facilities, including an inability to

obtain required governmental permits and approvals, rigfatgay and siting, and risks related to
contracting, construction and stau;

e Operation of power generating facilities including performaredevb expected levels, breakdown or
failure of equipment, availability of transmission and fuel supply;

e Changes in operating expenses and capital expenditures, including costs and availability of materials,
fuel and commodities;

e Blackouts or other disruptis of Idaho Power Compags/transmission system or the western
interconnected transmission system;

e Population growth rates and other demographic patterns;

e Market prices and demand for energy, including structural market changes;

e Increases in uncollectiblrustomer receivables;

e Fluctuations in sources and uses of cash;

Results of financing efforts, including the ability to obtain financing or refinance existing debt when
necessary or on favorable terms, which can be affected by factors such as credjtvatitiliy in the
financial markets and other economic conditions;

e Actions by credit rating agencies, including changes in rating criteria and new interpretations of
existing criteria;

e Changes in interest rates or rates of inflation;

o Performance of the@ck market, interest rates, credit spreads and other financial market conditions, as
well as changes in government regulations, which affect the amount and timing of required contributions
to pension plans and the reported costs of providing pensiontladpostretirement benefits;

Increases in health care costs and the resulting effect on medical benefits paid for employees;
Increasing costs of insurance, changes in coverage terms and the ability to obtain insurance;
Homeland security, acts of war orrarism;

Natural disasters and other natural risks, such as earthquake, flood, drought, lightning, wind and fire;
Adoption of or changes in critical accounting policies or estimates; and

New accounting or Securities and Exchange Commission requiremenésy anterpretation or
application of existing requirements.

Any forwardlooking statement speaks only as of the date on which such statement is made. New factors
emerge from time to time and it is not possible for management to predict all such femt@em it assess the

impact of any such factor on the business or the extent to which any factor, or combination of factors, may cause
results to differ materially from those contained in any forwlaoking statement.
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EXECUTIVE OVERVIEW:

2008Financial Results
IDACORPGs net income and earnings per diluted share for the last three years were as follows:

2008 2007 2006
Net income $ 98,414 $ 82,339 $ 107,403
Average outstanding sharediluted (000s) 45,332 44,291 42,874
Earningsper diluted share $ 2.17 $ 1.86 $ 251

The key factor affecting the change in IDACORMRet income was IRE operating income, which increased
$34.6 million over 2007 levelsRate increases durirgpP07 and 2008 increased general business revenues in
2008 as compared to 2007. These increases combinethwithfavorable hydroelectric generating conditions
resulted in improved operating incomdowever, ncreassin operating and maintenance expereed interest
expense due to higher lomgrm debtalances reduceatie earning contribution at IPC. IPC earnings in the
fourth quarter weralsonegatively impacted by a FERC decision that resulted in an increH3&&0Open
Access Transmission TarfOATT) refundto its transmission service customansd an impairment charge for
a decline in the market value of equity securities.

The following table presentsraconciliationof IDACORP net income for 2007 to 2008 (shown net of:tax)

IDACORP 2007 Net Income $82,339
Increased electric utility operating income 21,070 @
Gain on sale of &ithwest Intertie Project {8IP) 1,849
Decreased net income at IFS (3,686)
Decreased loss at holding company 1,585
IncreasedPC interest expense (6,518)
Impairment of equity securities (4,159)
Settlement of prior yeadsax returns 2,753
Other net increases 3,181
IDACORP 2008 Net Income $98,414

(1) Increased electric utility operating income includes increased general busivesse of $70.6 million,

decreased other revenue df&million due to the OATTefund decreased net power supply
costs (fuel and purchased power lesssgtem sales) of $5.9 million, a P@&pensealecrease of $44.9
million, and increased O&Mxpense of $4.6 millian

Business Strategy

IDACORP is focusing on a strategy that emphasizes IPC as IDAGORRe business. Although growth in
number of customers slowed in 2008, IPC is experiencing customer growth in its service area and must be
prepared to meet customéedectricity needs in the future. This corporate strategy recognizes that IPC must
make investments in infrastructure to ensure adequate supply and reliable servisaedRlatory efforts have
resulted in finalizing the 200Feneral rate case angceiving an order irthe 2008 general rate case. IPC
continues to make efforts to speed recovery of the financial and operating costs of new facilities and system
improvements. IFS and ld&est remain components of the corporatatsgy.

Regulatory Matters

Idaho 2008 General Rate CaseOn January 30, 2009, the IPUC issued its final order approving an average
annual increase in Idaho base rates, effective February 1, 2009, of 3.1 percent (approximately $20.9 million
annually), aeturn on equity of 10.5 percent and an overall rate of return of 8.18 percent. On FeBr28go1
IPC filed a request for reconsideration with the IPUC. In its filing, IPC asked the IPUC to recémsider
principal areas of the ordbaving a combied Idaho jurisdictionatevenuerequirementmpact of

approximately$8 million annually. The request foreconsideration is discussed in more detail in
AREGULATORY MATTERS- Idaho Rate Case2008 General Rate Caée.
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Idaho 2007 General Rate CaseOn February 28, 2008, the IPUC approved a settlement @ Ifgheral rate

case filed in 2007, increasing base rates for residential customers 4.7 percent and rates for the other classes of
customers 5.65 percent. The rates became effective March8,,&@DincreagklPC& annual revenue by

$32.1 million.

Danskin CT1 Power Plant Rate Case:On May 30, 2008, the IPUC authorized IPC to add to its rate base
$64.2 million for the Danskin CT1 plant and related facilities, effective June 1, 2008, resuliibgse rate
increase of 1.37 percent, or $8llion in annual revenues.

Power Cost Adjustment: On May 30, 2008, the IPUC approved a $73.3 million increase to revenues, effective
June 1, 2008, which resulted in an average rate increase@dB&oners of 10.7 percent. The increase is net
of approximately $16.5 million of gains on sales of excess emission allowances, including interest.

In its order, the IPUC also directed IPC to hold workshops to addressét&Ad issues not resolved in the PCA

filing. As a result of the workshops, a settlement stipulation was filed and was approved by the IPUC on January
9, 2009. The approved stipulation changes the sharing ratio between customers and shareholders to 95/5, adjusts
the Load Growth Adjustmentd®e (LGAR) to $26.52 per MWh based on the 2008 general rate case order,

changes the source of the power supply cost forecast and authorizes inclusion of third party transmission expense
in the PCA formula. The changes were effective February 1, 2009stiphtation is discussed in more detail in
AREGULATORY MATTERS- Deferred Net Power Supply Co$tsdahoi PCA Workshopa

Oregon Power Cost Recovery MechanismOn April 28, 20@, the OPUC approveapower cost recovery
mechanisnwith two componentghe annual power cost update (APCU) and the power cost adjustment
mechanism (PCAM). The combination of the APCU and the PCAM allows IPC to recover excess net power
supply costs in a more timely fashion than through the previously existing deferral prooessPCU allows

IPC to reestablish its Oregon base net power supply costs annually, separate from a general rate case, and to
forecast net power supply costs for the upcoming water year. The PCAM isug ttiugt provides for 90

percent customer sharimd deviations in actual net power supply costs from those included in the ARG if
deviationsareoutside of prescribethngesand IPC meeta returnon-equity test. These mechanisms are
discussed in more detail IREGULATORY MATTERS- Deferred Net Power Supply Co$t®Oregoni

Oregon Power Cost Recovery Mechanism.

OATT: Effective June 1, 2006, IREOATT was made formula rate based dimancial and operationaatalPC

is required to file annually with the FERC in its FormQ@n January 15, 2009, the FERC issued an unfavorable

order affecting the way IPC calculates its OATT. The order requires IPC to reduce its transmission service rates to
FERC jurisdictional customers and make refunds in the total amount of $13.3 fléarding $1.1 million in

interest) for the period since June 2006. IPC had previously reserved a portion of this amount, but reserved an
additional $7.9 million (including $0.7 million in interest) in the fourth quarter of 2008 to bring the totaleeserv
amount to $13.3 million. IPC has filed a request for rehearing with the FERC. The OATT is discussed in more
detail InAREGULATORY MATTERS- Federal Regulatory MatterOATT.0

Record system peaks

IPCG& system is dual peaking, with the larger peak aehwecurring in the summer. IPC set a new system peak
of 3,214 MWon June 30, 2008. The previous hourly system peak of 3,193 MW was set on July 13, 2007.
Although IPC was able to meet all of its load requirements during this period of increased ddhaaadlable
resources of IP@ system were fully committed.

Integrated Resource Plan

IPC filed its 2006 Integrated Resource Plan (IRP) with the IPUC in September 2006 and with the OPUC in
October 2006. The 2006 IRP previewed & ©ad and resource gétion for the next twenty years, analyzed
potential supplyside and demanside options and identified nearm and longerm actions.

Prior to filing, the IRP requires extensive involvement by IPC, the IPUC Staff, the OPUC Staff, and customer
and envionmental representatives, as well as input on the cost of various generation technologies. The IRP is
the starting point for demonstrating prudence in@@source decisions. The two primary goals of the 2006

IRP were to (1) identify sufficient resowg to reliably serve the growing demand for electric service within

IPCGs service area throughout the-@&ar planning period and (2) ensure that the portfolio of resources selected
balances cost, risk and environmental concerns.
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The IPUC accepted the 200RP in March 2007 and the OPUC acknowledged the 2006 IRP in September

2007. With its acceptance of the 2006 IRP, the IPUC requested that IPC align the submittal of its next IRP with
those submitted by other Idaho utilities. To comply with this reqiRStprovided updason the status of the

2006 IRP to both the IPUC and OPUC in June 2@@®&o the OPUC irFebruary 200@nd is currently

preparing the 2009 IRP which is scheduled to be completed in June 2009. See further discussion in
AREGULATORY MATTERS- Integrated Resource Plan.

Transmission Projects

IPC and PacifiCorp are jointly exploring the Gateway West Project to build transmission lines between Windstar, a
substation located near Douglas, Wyoming and Hemingway, a substatidadaon the vicinity of Melba and

Murphy, Idaho near Boise. The lines would be designed to increase electrical transmission capacity across
southern Idaho in response to increasing customer demand and growth, along with other transmission service
requess. IPC and PacifiCorp have a cost sharing agreement for expenses associated with the analysis work of the
initial phases. IP& share of the initial phase of engineering, environmental review, permitting andofigiasy

is approximately $40 million. nitial phases of the project could be completed by 2014 depending on the timing of
rights-of-way, acquisition, siting and permitting, and construction sequencing. If all initial phases are constructed,
IPC estimates that its share of the project costklqange between $500 million and $600 million. Remaining

phases of the project could be constructed as demand requires.

Consistent with the 2006 IRP and requirements and requests of other transmission customers, IPC is exploring
alternatives for the catruction of a 504kV line between southwestern Idaho and the Northwest. The
BoardmarHemingway Line is expected to relieve existing congestion by increasing transmission capacity and
improving reliability. It will allow for the transfer of up to 1,500Wiof additional energy between Idaho and

the Northwest. The initial project phase estimate of $50 million will be funded by IPC and includes the
engineering, environmental review, permitting and rigiftsvay. Cost estimates for the project (including

initial phase project estimate and construction costs of the line) are approximately $600 million. IPC expects to
seek partners for up to 50 percent of the mtojéhen construction commences. The line has a targetriice

date of June 2013Please sehurther discussion INREGULATORY MATTERST Transmission Projects
BoardmarHemingway Lined

In order to connect the Gateway West Project and the Boartimaringway Line to IP& primary load center
and also to help meet forecast deficits and impreliability, IPC is constructing a neB00-kV station named
Hemingway. As part of the Hemingway Station Project s HemingwayHubbard Transmission Lingill
provide power tdhe Treasure Valley inouthwest Idaho. The project is expected todrapleted by 2010.
The project will include adding a 230/ double circuit transmission line and converting an existingkh\38
230-kV. Cost estimates for the Hemingway Station Prdjeditide$52 million for the station and $25 million
for the Hemingwy-Hubbard Transmission Line.

Liquidity

In the fourth quarter of 2008, the global credit markets suffered a significant contraction, including the failure of
some large financial institutions. As a result, the U.S. government took control of certagidiimastitutions,

and some institutions were bought out or declared bankruptegpite the recent turmoil in the global credit
markets, IDACORP and IPRadaccess to the capital markets and have been able to generate funds internally
and externally taneet our capital requirements. Our ability to attract the necessary financial capital at
reasonable terms is critical to our overall strategic prause IDACORP and IPC rely on access to both-short
term borrowings, including the issuance of commeigagler, and longerm capital markets as sources of

liquidity for capital requirements not satisfied by internally generated funds. IDACORP and IPC have
continued to issue commercial paper at times, but have also made draws under their respectivalitieslit fa
when commercial paper desiredmaturities was not available. IDACORP and IPC expect that operating cash
flow, together with the revolving credit facilities and other external financing, will be adequate to meet their
operating and capital need@dthough there can be no assurance that continued or increased volatility and
disruption in the global capital and credit markets will not restrict either corfpabifity to access these

markets on commercially acceptable terms or at all.

Pension Plan

Financialmarket volatility and disruption caused a significant decline in the value of qualified pension assets
Current provisions of the Pension Protection Act require that if a company does not maintain a 94 percent
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funding status for 2009, then the company will need to make additional contributioesotme fully funded

over a period of seven years. Based on the value of pension assets and interest rates as of December 31, 2008,
the estimated minimum required cabtitions would be approximately $45 million in 2010 and $33 million for

each of 2011, 2012, and 2013. These estimates reflect the initial relief measures as passed by Congress;
however, additional measures are being proposed, which may impact immealititg ftequirements.

Capital Requirements and Cash Flows
IDACORP estimates that it will spersetween $780 and $8@fillion for constructiorrelated activitiesrom
2009 to 2011excluding any amounts from our 2012 Baseload Resource RFP process.

Forecasténdicate that internal cash generation after dividends will provide less than the full amount of total
capital requirements for 2009 through 2011. IDACORP and IPC expect to continue financing the utility
construction program and other capital requiremevith internally generated funds and continued reliance on
externally financed capitaExcluding the baseload resource decision, IPC expects financing needs in 2009 to
be less than 2008 levels.

The amount of internal cash generation is dependent piyroaon IPGs cash flows from operations, which
are subject to risks and uncertainties relating to weather and water conditions énddify to obtain rate
relief to cover its operating costs and provide a return on investment.

Equity Issuances

During 2008, IDACORP issued approximately 1.9 million shares of common stock throaghtitaious

equity program (CEPYividend reinvestment and stock purchase plan, employee savings plan, restricted stock
plan,andlongterm incentive and compensation plakpproximatelyl.5 million of these shares were issued
under the CEPIn 2008, 2007 and 2006, IDACORP contributed $37 million, $51 million and $47 million
respectively, of additional equity to IPC. No additional shares of IPC common stock were issued.

Idaho Water Management Issues

Power generation at the IPC hydroelectric power plants on the Snake River is dependent upon the state water
rights held by IPC and the loftigrm sustainability of the Snake River, tributary spring flows and the Eastern
SnakePlain Aquifer that is connected to the Snake River. IPC continues to participate in water management
issues in ldaho that may affect those water rights and resources with the goal to preserve, to the fullest extent
possible, the longerm availability ofwater for use at IP&@ hydroelectric projects on the Snake River. GPC
involvement includes active participation in the Snake River Basin Adjudication, a judicial action initiated in
1987 to determine the nature and extent of water use in the Snaké&sire judicial and administrative
proceedings relating to the conjunctive management of ground and surface water rights, and management and
planning processes intended to reverse declining trends in river, spring, and aquifer levels and address the long
term water resource needs of the state. On occasion, resolution of these water management issues involves
litigation. IPC is involved in legal actions regarding not only its water rights but also the water rights of others.
For afurtherdiscussion ofvater management issues §EEGAL AND ENVIRONMENTAL ISSUES-

Environmental Issuesldaho Water Management Issues.

2009 Operating and Financial Metrics Outlook
The outlook for key operating and financial metrics for 2009 as compared to actualfoe2088 is:

2009 2008

Key Operating & Financial Metrics Estimate Actual

IPC Operation & Maintenance Expense (Millions) $280$290 $294

IPC Capital Expenditures (Millions) $220-$230 $244

IPCHydroelectric Generation (Million MWh) 6.58.5 6.9

Nonrregulated subsidiary earnings and holding company expenses (Millic $0.0-$3.0 $4.3
Effective Tax Rates:

IPC 31%-35% 29%

Consolidated IDACORP 24%-28% 16%
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IPC capital expenditures exclude costs for a baseload energy resource. I§&@kvdpproval from the IPUC

relating to the baseload resource during the first quarter of 2009 with a decision from the IPUC expected later in
2009. For the thregear period 2002011 IPC expects to spend between $780 million and $800 million for
constructionrelated activities. This amount includes expenditures for the siting and permitting of major
transmission expansions for Boardman to HemengvGateway West, and for the Hemingvedation and

Hemingway to Hubbard line.

As discussed above, the credit and financial markets have recently experienced volatility and disruption. IPC
has experienced a slowdown in new customer connections and oneg®fdR@st industrial customerssha
announced workforce reductions. As a result, IPC and IDACORP have reduced or delayed many capital
expenditures relating to customer growth and otheranitical projects. Additionally, hiring restrictions have
been implemented and are expected to steagrowth of operation and maintenance spending in 2009.

The projected range for annual hydroelectric generation is based 012@09&nake River Basin snowpack at
77 percenbf average on February 17, 2009, with reserstuiragdevelsin selected fderal reservoirs upstream

of Brownlee aapproximatelyl10 percent of averages of February 11, 2009The stream flow forecast

released on February 20, 2009, by the NWRFC predicts that Brownlee reservoir inflow for April through July
2009 will be 3.3 mafor 53 percent of the NWRFC average

The decreasm estimated nomegulated subsidiary earninfyfem prior years is a result of expected declines in
contributions from IFS because of lower tax benefits femimg investments and no significant new
contributions expected in 2009.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES:

When preparing financial statements in accordance with GAAP, IDAGO®RI IPC management must

apply accounting policies and make estimates that affect the reported amassstsf liabilities, revenues and
expenses and related disclosure of contingent assets and liabilities. These estimates often involve judgment
about factors that are difficult to predict and are beyond managénoemitrol. Management adjusts these

estimates based on historical experience and on other assumptions and factors that are believed to be reasonable
under the circumstances. Actual amounts could materially differ from the estimates.

Management believes the following accounting policies anthatts are the most critical to the portrayal of
their financial condition and results of operations and require managismaogt difficult, subjective or
complex judgments, often as a result of the need to make estimates about the effect of matteigtieatatly
uncertain and may change in subsequent periods.

Accounting for Rate Regulation

In order to apply the accounting policies and practices of Statement of Financial Accounting Standards (SFAS)
71, Accounting for the Effects of Certain Types of Regulaiaegulated company must satisfy the following
conditions: (1) an independent regulator must set rates; (2) the regulator must set the rates to cover specific costs
of delivering service; and (3h¢ service territory must lack competitive pressures to reduce rates below the rates
set by the regulator. SFAS 71 requires companies that meet the above conditions to reflect the impact of
regulatory decisions in their consolidated financial statemewtsegjuires that certain costs be deferred as

regulatory assets until matching revenues can be recognized. Similarly, certain items may be deferred as
regulatory liabilities and amortized to the income statement as rates to customers are reduced.

IPC follows SFAS 71, and its financial statements reflect the effects of the different rate making principles
followed by the jurisdictions regulating IPC. The primary effect of this policy is that IPC has rec6@fed $

million of regulatory assets an@# million of regulatory liabilities at December 31, 2008. While IPC expects

to fully recover these regulatory assets from customers through rates and refund these regulatory liabilities to
customers through rates, such recovery or refund is subject to firekrey the regulatory entities. If future

recovery or refund of these amounts ceases to be probable, or if IPC determines that it no longer meets the
criteria for applying SFAS 71, IPC would be required to eliminate those regulatory assets or liabiléiss,
regulators specify some other means of recovery or refund. Either circumstance could have a material effect on
IPCGs results of operations and financial position.
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Asset Impairment

Available-for-sale securitiesiPC has investments in four mutdahds that experienced a significant decline in
fair value in 2008. SFAS 11Bccounting for Certain Investments in Debt and Equity Secunitgsires that

these and other securities be evaluated periodically to determine whether a decline infagr athier than
temporary. If the decline in fair value is other than temporary, the cost of the investment is written down to fair
value and the loss is recorded as a realized loss. Two significant factors that are considered when evaluating
investmentgor impairment are the length of time and the extent to which the market value has been less than
cost. IP@s investments had lost between 32 percent and 43 percent of their value, primarily during the stock
market downturn in September and October 2@@@had been in loss positions from six to 12 months at
December 31, 2008. Because of the severity of the declines in value, IPC determined that the loss in value was
otherthantemporary and recorded a pe loss of $6.8 million in the fourth quartefr2008.

Equity-Method Investments: IFS has affordable housing investments with a net book value of $75 million at
December 31, 2008, and Hfdest has investments in four joint ventures that own electric power generation
facilities. Except for one invasient now consolidated in accordance with GAAP, these investments are
accounted for under the equity method of accounting as described in Accounting Principles Board Opinion No.
(APB) 18,The Equity Method of Accounting for Investments in Common Stbelstandard for determining

whether impairment must be recorded under APB 18 is whether the investment has experienced a loss in value
that is considered an othtrantemporary decline in value. Impairment analyses on these investments were
performed in 208 and no impairment was noted. These estimates required IDACORP to make assumptions
about future stream flows, revenues, cash flows and other items that are inherently uncertain. Actual results
could vary significantly from the assumptions used, andintipact of such variations could be material.

Pension and Other Postretirement Benefits

IPC maintains a qualified defined benefit pension plan covering most employees, an unfunded nonqualified
deferred compensation plan for certain senior managementysapland directorsalled the Senior
Management Security Plan (SMS$SRBhd a postretirement medical benefit plan.

The costs IDACORP and IPC record for these plans depend on the provisions of the plans, changing employee
demographics, actual returns on pémsets and several assumptions used in the actuarial valuations from which
the expense is derived. The key actuarial assumptions that affect expense are the expédetad letugn on

plan assets and the discount rate used in determining future ludrigiitions. Management evaluates the

actuarial assumptions on an annual basis, taking into account changes in market conditions, trends and future
expectations. Estimates of future stock market performance, changes in interest rates and othesefd¢tors u
develop the actuarial assumptions are uncertain. Actual results could vary significantly from the estimates.

The assumed discount rate is based on reviews of market yields equiailifly corporate debt. Specifically,
IDACORP and IPC utilize dataublished in the Citigroup Pension Liability Index and apply the rates therein
against the projected cash outflows of the plans. The discount rate used to calculate the 2009 pension expense
will be decreased to 6.1 percent from the 6.4 percent used®8& 20

Rateof-return projections for plan assets are based on historical risk/return relationships among asset classes.
The primary measure is the historical risk premium each asset class has delivered versus the reyi@aron 10
U.S. Treasury Notes. Thistorical risk premium is then added to the current yield eyed® U.S. Treasury

Notes, and the result provides a reasonable prediction of future investment performance. Additional analysis is
performed to measure the expected range of returmgglhas worstcase and bestase scenarios. Based on the
current interest rate environment, current-@fteeturn expectations are lower than the nominal returns

generated over the past 20 years when interest rates were generally much higher.

Gross perisn and other postretirement benefit expense for these plans totaled $16 million, $15 million, and $16
million for the three years ended December 31, 2008, 2007 and 2006, respectively, including amounts allocated
to capitalized labor and amounts deferredegulatory assets. For 2009, gross persimmhother postretirement
benefitcosts are expected to total approximately $40 million, which takes into account the change in the
discount rate noted above, as well as a decrease in expected return ongtéaanalsa new amortization of net

loss both caused by a decrease in plan assets due to poor market conditions during 2008. No changes were
made to the other key assumptions used in the actuarial calculation.
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Had different actuarial assumptions been upedsion expense could have varied significantly. The following
table reflects the sensitivities associated with changes in the discount rate and rate of return on plan assets
actuarial assumptions on historical and future pension and postretirememgexpe

Discount rate Rate of return
2009 2008 2009 2008
(millions of dollars)
Effect of 0.5% increase $ (38 % 1.4) % 1.5 % (2.2)
Effect of 0.5% decrease 4.1 1.7 15 2.2

No cash contributions were required or made to the qualified plan from 2006 through 2008, and a $24 million
contribution is calculated for 2009 (though payment is not expected until 2010). Un&&&keIPC makes
payments directly to participants in thian. Benefit payments are expected to be $3.0 million in 2009 and
averaged $2.6 million per year from 2006 to 2008. Gross postretirement plan contributions are expected to be
$4.1 million in 2009, and averaged $4.3 million from 2006 to 2008.

On June 12007, the IPUC issued an order authorizing IPC to account for its defined benefit pension expense on a
cash basis, and to defer and account for accrued pension expense under SFARI@/&ré Accounting for

Pensionsas aregulatory asset. The IPUClamwledged that it is appropriate for IPC to seek recovery in its

revenue requirement of reasonable and prudently incurred pension expense based on actual cash contributions.
IPC began deferring pension expense to a regulatory asset account to be mifcreadnue when future

pension contributions are recovered through rates. The deferral of pension expense began in 2007 with $2.8
million being deferred to a regulatory asset beginning in the third quarter. At December 31, 2008, $10.6 million
of experse was deferred as a regulatory asset. Approximately $30 million is expected to be deferred in 2009.

Please refer to Note 8 of IDACORBPand IP@ Consolidated Financial Statements, which contains additional
information about the pension apdstretirement plans.

Contingent Liabilities

Contingent liabilities are accounted for in accordance with SFA&&unting for ContingenciesAccording

to SFAS 5, an estimated loss from a loss contingency is charged to income if (a) it is proballesisat had

been impaired or a liability had been incurred at the date of the financial statements and (b) the amount of the
loss can be reasonably estimated. If a probable loss cannot be reasonably estimated no accrual is recorded but
disclosure of theontingency in the notes to the financial statements is required. Gain contingencies are not
recorded until realized.

IDACORP and IPC have a number of unresolved issues related to regulatory and legal matters. If the
recognition criteria of SFAS 5 habeen met, liabilities have been recorded. Estimates of this nature are highly
subjective and the final outcome of these matters could vary significantly from the amounts that have been
included in the financial statements.

Income Taxes

IDACORP and IPC amunt for income taxes in accordance with SFAS P@@punting for Income Taxesd

FIN 48, Accounting for Uncertainty in Income Taxe3udgment and estimation are used in developing the
provision for income taxes and the reporting oftabated assetsnd liabilities. The interpretation of tax laws
can involve uncertainty, since tax authorities may interpret such laws differently. Actual income taxes could
vary from estimated amounts and may result in favorable or unfavorable impacts to net incbrfieywsaand
tax-related assets and liabilities.

RESULTS OF OPERATIONS:
This section of the MD&A takes a closer look at the significant factors that affected IDAG@RP IPGs

earnings over the last three years. In this analysis, the results chi2068mpared to 2007 and the results of
2007 are compared to 2006.
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The following table presents earnings (losses) for IDACORP and its subsidiaries:

2008 2007 2006

IPC - Utility operations $ 94,115 $ 76,579 $ 93,929
IDACORP Financial Services 3,426 7,112 9,509
IDACORP Energy 406 (171) 5
Ida-West Energy 2,353 2,223 2,564
Holding company expenses (1,886) (3,471) (5,932)
Discontinued operations - 67 7,328

Total earnings $ 98,414 $ 82,339 $ 107,403
Average outstanding sharediluted (000s) 45,332 44,291 42,874
Earnings per diluted share $ 2.17 $ 1.86 $ 2,51

Utility Operations

Operating environment: IPC is one of the natida few investoowned utilities with goredominantly
hydroelectric generating base. Because of its reliance on hydroelectric generatiorgdR&ation operations
can be significantly affected by water conditions. The availability of hydroelectric power depends on the
amount of snow pack ithe mountains upstream of IBXChydroelectric facilities, springtime snow pack-affy

river base flows, spring flows, rainfall and other weather and stream flow management considerations. During
low water years, when stream flows into B®ydroelecic projects are reduced, |B&Chydroelectric

generation is reduced. This results in less generation froid Hé€ource portfolio (hydroelectric, cefakd

and gadired) available for offsystem sales and, most likely, an increased use of purchasedtponeet load
requirements. Both of these situatierssreduction in offsystem sales and an increased use of more expensive
purchased powerresult in increased power supply costs. During high water years, increasgdtefh sales

and the decreasertbed for purchased power reduce net power supply costs.

Operations plans are developed during the year to provide guidance for generation resource utilization and
energy market activities (offystem sales and power purchases). The plans incorpoetadts for generation

unit availability, reservoir storage and stream flows, gas and coal prices, customer loads, energy market prices
and other pertinent inputs. Consideration is given to when to uge #vgilable resources to meet forecast

loads andvhen to transact in the wholesale energy market. The allocation of hydroelectric generation between
heavy load and light load hours or calendar periods is considered in development of the operating plans. This
allocation is intended to utilize the fleXiby of the hydroelectric system to shift generation to high value

periods, while operating within the constraints imposed on the systends éR€rgy risk management policy,

unit operating requirements and other obligations provide the framework folatie

Stream flow conditions improved slightly in 2008 resulting in 6.9 million MWh generated frofs IPC

hydroelectric facilities, compared to 6.2 million MWh in 2007. The observed stream flow data released in
August 2008, by the U.S. Army Corps of Emgers, Northwest Division indicated that Brownlee reservoir

inflow for April through July 2008 was 4.4 million aefeet (maf), or 70 percent of the National Weather

Service Northwest River Forecast Center (NWRFC) average. Brownlee reservoir infld@@8&to2aled 10.1

maf, or 66 percent of the NWRFC average compared to 8.5 maf in 2007. Storage in selected federal reservoirs
upstream of Brownlee as of Februdrly 2009, was 110 percent of average. The stream flow forecast released

on February0, 2009,by the NWRFC predicts that Brownlee reservoir inflow for April through July 2009 will

be 3.3 maf, or53 percent of the NWRFC average.

In 2008, IPC leased approximately 0.1 maf of storage water from four sources in an effort to enhance
hydroelectric genation This water was released during the higher demand summer and winter periods.

On December 30, 2008, IPC issued a request for proposals (RFP) seeking to acquire additional water through
leass. Proposals were received in February 2009 and are tyrbeing evaluated. This action is in part to

offset the impact of drought and changing water use patterns in souther®ldatalenges diminishing the
companys ability to meet micssummer electrical demandécquiring water though lease also helpBC

improve water quality and temperature conditions in the Snake River as part of ongoing relicensing efforts
associated with the Hells Canyon Complex. IPC plans to include these costs in its annual PCA filing.
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IPC&s system is dual peaking, with thegar peak demand occurring in the summer. Thera# system peak

demand is 3,214 MW, set on June 30, 2008. The previous hourly system peak of 3,193 MW was set on July 13,
2007. Although IPC was able to meet all of its load requirements during thésgsperincreased demand, all
available resources of IRECsystem were fully committed during several heavy load periods. TFieall

winter peak demand is 2,464 MW set on January 24,.2088 previous hourly system winter peak of 2,459

MW was set in 298. The following table presents IBEpower supply for the last three years:

MWh
Hydroelectric Thermal Total System Purchased
Generation Generation Generation Power Total
2008 6,908 7,496 14,404 3,716 18,120
2007 6,181 7,367 13,548 5,196 18,744
2006 9,207 7,021 16,228 4,964 21,192

IPC& modeled median annual hydroelectric generation is 8.5 million MWh, based on hydrologic conditions for
the period 1928 through 2007 and adjusted to reflect the current level of water resswaiopment.

General Business RevenueThe primary influences on electricity sales are weather, customer growth and
economic conditions. Extreme temperatures increase sales to customers who use electricity for cooling and
heating, and moderate temperatidecrease sales. Precipitation levels during the agricultural growing season
affect sales to customers who use electricity to operate irrigation pumps. Increased precipitation reduces
electricity usage by these customers.

The following table present®Cé general business revenues, MWh sales, average number of customers and
Boise, Idaho weather conditions for the last three years:

2008 2007 2006
Revenue
Residential $ 353,262 $ 308,208 $ 299,594
Commercial 203,035 170,001 162,391
Industrial 122,302 101,409 102,958
Irrigation 105,712 88,685 71,432
Total $ 784,311 $ 668,303 $ 636,375
MWh
Residential 5,297 5,227 5,068
Commercial 3,970 3,937 3,761
Industrial 3,355 3,454 3,475
Irrigation 1,922 1,924 1,635
Total 14,544 14,542 13,939
Customers (average)
Residential 402,520 397,285 387,707
Commercial 63,492 61,640 59,050
Industrial 122 126 130
Irrigation 18,401 18,043 18,081
Total 484,535 477,094 464,968
Heating degreelays 5,586 5,128 5,195
Cooling degrealays 1,068 1,290 1,209
Precipitation (inches) 9.3 8.1 12.1

Heating and cooling degretays are common measures used in the uitildystry to analyze the demand for
electricity and indicate when a customer would use electricity for heating and air conditioning. Adisgree
measures how much the average daily temperature varies from 65 degrees. Each degree of temperature above
65 degrees is counted as one cooling degl@g and each degree of temperature below 65 degrees is counted as
one heating degregay. Normal heating degrefays and cooling degratays are 5,727 and 807, respectively.
Normal precipitation is 12.2 inches.

30



2008 vs. 2007:
¢ Rates: Rate changes positively impacted general business revenue b #1lli8n in 2008 as
compared to 2007. PCA rate increases accounted for $82.3 million of the increases and base rate changes
contributed $2.2 million of the increase The base rate changes included a general rate increase of 5.2
percent effective March 1, 2008, and a 1.37 percent increase dattskin plant effective June 1, 2008;
e Customers: General business customer growth of 1.6 percenéased revenue/$8 million; and
e Usage: Changes in usage, primarily resulting from cooler summer temperatures, decreased general
business revenues$ million.

2007 vs. 2006:
¢ Rates: Rate increases improved general business revenue by $3.0 million in 2007 as compared to
2006. A PCA increase on June 1, 2007, increased rates by an average of 14.5 percent, but was moderated
by the prior year net effect of the 19.3 percent PCA reductibich was partially offset by a one percent
net base rate increase;
e Customers: Customer growth improved general business revenue $11.7 million for the year, as IPC
experienced moderate customer growth in its service territory. The general busireseichase (12
month average) increased 2.6 percent over prior year; and
e Usage: Weather variations positively impacted general business revenue by $17.2 niitligation
usage was higher due to drier than normal conditions in the summer of 2007pasesbto 2006.
Residential, industrial and commercial usage was positively impacted by warmer weather conditions
during the summer months.

Off-system salesOff-system sales consist primarily of letegym sales contracts and opportunity sales of
surplussystem energy. The following table presents@P@f-system sales for the last three years:

2008 2007 2006
Revenue $ 121,429 $ 154,948 $ 260,717
MWh sold 2,048 2,744 5,821
Revenue per MWh $ 59.29 $ 56.47 $ 44.79

2008 vs. 2007:0ff-system sales revenue declined 22 percent in 2008. Sales volumes decreased due to changes
to IPG3 risk management policy guidelines implemented in 2008 that have resulted in less forward sales

activity overall. Revenue per MWH increased due to ithe@act of higher eergy commaodity prices through

much of 2008.

2007 vs. 20061n 2007, the MWh volume sold decreased 53 percent and revenues decreased 41 percent.
Deteriorated stream flow conditions throughout Southern Idaho decreased total systetiogesied electricity

available for surplus sales. Revenue decreases from lower volumes were moderated by higher prices. Prior year
prices were lower due to the abundance of energy in the region.

Other revenues: The following table presents the compaotseof other revenues:

2008 2007 2006
Transmission services and property rental $ 41,436 $ 39,739 $ 34,737
Provision for rate refund (9,980) (1,076) (1,211)
Energyefficiency 18,880 13,487 -
Rate case tax settlement - - (4,745)
Irrigation lost revenues - - (5,400)
Total $ 50,336 $ 52,150 $ 23,381

2008 vs. 2007 Other revenues decreased $1.8 million due mainly to the following:
e Provision for rate refund reduced revenue®$8llion compared to 2007. In January 20€8 FERC
issued an order finalizing an OATT rate increase that had been implemented in June 2006. Hf@mccru
estimated refund pending the final rate order, but the final order requires a significantlyreighd. Of
the total provision recorded in 2008, $6.0 million relates to 2008 transmission services, $2.3 million relates
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to 2007 and $1.7 million relates to 2006. The OATT is discussed in more déREGULATORY
MATTERS| Federal Regulatory MatteisOpen Access Transmission Tariff (OAT®);

e Wheeling revenues increased $1.7 million; and

¢ Energyefficiency revenues increased $5.4 million. These revenues mirror program expenditures and
result in a zero net impact on net income. Eneffigiency revenues and expenses have steadily
increased as program activity has increased.

2007 vs. 2006 Other revenues increased $28.8 million due mainly to the following:
e Beginning in January 2007, a new IPUC accounting order became effective for the treditid €
energyefficiency expenses. The $13.5 million@fergyefficiency costs are recorded Energy
efficiency programand are offset by the same amount recorded in Other revenues resulting in no net
effect on earnings. Sdé&nergy efficiencyo
e Other revenues increased $10.1 million from the completed amortization of tax settlement and
irrigation lost revenue accruals. From June 2005 to May 2006 IPC was collecting and recording in general
business revenues, with a corresponding reduction to Gihenues, amounts related to a 2003 Idaho
general rate case tax settlement and amounts related to an irrigation load reduction program. Revenues for
the rate case tax settlement were accrued from September 2004 to Magr&D05
e Transmission revenues incega $4.1 million primarily due to the OATT rate increase that began in
June 2006.

Purchased power:The following table presents IR purchased power expenses and volumes:

2008 2007 2006
Expense $ 231,137 $ 289,484 $ 283,440
MWh purchased 3,716 5,196 4,964
Cost per MWh purchased $ 62.20 $ 55.71 $ 57.10

2008 vs. 2007 Purchased power expense decreased $58.3 million dotovied hydroelectric generation

conditions and more normal weather, which allowed IPC to better Ltsipsvn generation resourceBespite

improved water conditions in the region, overall market prices remained higher early in the year due to a gradual
spring runoff and a need to-fidl reservoirs. In addition, increases in energy commodity pricesdtegahe

electricity market.

2007 vs. 2006 Purchased power expense increased $6.0 million in 2007. Deteriorated system generation, due
to poorhydroelectric generatiotonditions, combined with the second year in a row of record high temperatures
and cemand during July and August, led to increased purchases. This increase in purchases was partially offset
by a lower overall cost per MWh in 2007. During 2006, IPC made forward purchases in conformance with its
risk management policy in response to eamyler year indications that suggested continued drought conditions.
Hydroelectric generationonditions for 2006 turned out to be more favorable than forecasted and actual market
prices ended up being lower than the prices of the forward purchase hidtesr priced forward purchases
inflated the cost per MWh that IPC realized for 2006. IPC began utilizing financial hedge instruments in 2007
in addition to physical forward power transactions for the purpose of mitigating price risk related to ammpformi

to IPG3 energy risk management policy, managing@P&hergy portfolio to meet customer load, and reacting

to changes in market conditions to minimize net power supply costs.

Fuel expense:The following table presents IBEfuel expenses and genevatit its thermal generating plants:

2008 2007 2006
Fuel expense $ 149,403 $ 134,322 $ 115,018
Thermal MWh generated 7,496 7,367 7,021
Cost per MWh $ 19.93 $ 18.23 $ 16.38

2008 vs. 2007 Fuel expense increased $15.1 million due to higher coal prices at the Valmy and Jim Bridger
plants. Coal prices at Valmy increased 13 percent due to higher transportation costs. Production costs at
Bridger Coal Company were 13 percent higher dueffmuliies with its underground longwall mining

operation in January and February, the continued transition to underground mining operations, and rising prices
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for fuel and other commodities. The increases were partially offset by a nine percent reddagbexpense
at IPGs natural gas fired plants, which had favorable market conditions in the fourth quarter due to pipeline
transportation constraints in the region.

2007 vs. 2006:Fuel expense increased $19.3 million in 2007. The increase isyldigeto an 11 percent rise in
average prices accompanied by a five percent increase in MWh volume. Coal costs increased $7.3 million due to
higher market demand and higher rail transportation costs. Generation from the coal fired power plants a&as up thr
percent in 2007, attributable to fewer planned and unplanned outages at Valmy and Boardman than the previous
year. Additional generation from natural gasd plants contributed $12 million to the increase in fuel expense in
2007. These plants wereadily available for dispatch in 2007 to meet peak loads and as market conditions
warranted. The Bennett Mountain plant was not available during the summer of 2006 due to a turbine failure.

PCA: PCA expense represents the effects of the Idaho PCA aagb@®PCAM deferrals of net power supply
costs (fuel and purchased power lesssyitem sales). These mechanisms are discussed in more detail below in
AREGULATORY MATTERSI Deferred Net Power Supply Costs.

The following table presents the componentthefPCA:

2008 2007 2006
Current year net power supply cost deferral $ (113,884) $ (120,844) $ (27,094)
Amortization of prior year authorized balances 66,471 (287) (2,432)
Total power cost adjustment $ (47,413) $ (121,131) $ (29,526)

2008 vs. 2007 The $73.7 million decrease in 2008 PE®pensas due primarily to higher amortization from

prior year excess net power supply castmatch increased revenuds each year presented, net power supply

costs were higher than thenounts estimated in the annual PCA forecast, resulting in the deferral of costs for
recovery in subsequent rate years. As the deferred costs are being recovered in rates, the deferred balances are
amortized.

2007 vs. 2006 In 2007, net power supply asswere significantly higher than the amounts reflected in the
annual PCA forecast, while in 2006 the deferred costs were much lower due to good hydroelectric generation.

Other operations and maintenance (O&M) expenses:
2008 vs. 2007 Other O&M expenseisicreased $7.5 million due mainly to the following:
¢ Anincrease in laberelated expenses of $10.6 million due to higher incediaged compensation,
salaries and employee count;
o New water leases of $2.2 million to optimize our hydroelectric generation;
Uncollectible accounts increased $1.8 million, primarily due to deteriorating economic conditions in
IPC& service area,;
An increase of $2.4 million in outside services;
An increase of $2.1 million for reserves for world@smpensation and legal matters;
Transmission costs decreased $3.1 million due to lower purchased power volumes;
Thermal O&M expenses decreased $3.6 million due to lower annual outages; and
FCA charges decreased $5.9 million due to a $4.6 million change in the amount deferred and a $1.3
million increase in amortization of the prior year amounts.

2007 vs. 2006 Other O&M expenses increased $22 million due mainly téahewing:

e Regulatory commission expenses increased $5.1 million primarily due to the September 2006 reversal of
FERC feeaccruals of $3.3 million and an increase in legal fees of $1.6 million related to the OATT filing
and the FERC investigation;

e Transmission O&M expenses increased $3.1 million due to higherghitgl transmission costs;

e Outside services increased $&illion primarily due to an increase in intercompany allocations as well
as legal fees;

e Distribution O&M expense increased $2.6 million due to an increase in overhead line maintenance;

e Thermal O&M expenses increased $2.5 million. While much of this isereas due to a planned
increase in maintenance activity, the increase also occurred due to unanticipated overhaul costs during
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the annual outages in the first half of the year;

e Hydroelectric O&M expenses increased $1.7 million due to the resumption afcamé&alls bond
principal amortization, additional FERC hydroelectric license compliance costs, FERC required
inspection costs, and general labor cost increases; and

e Expense for the fixed cost adjustment mechanism, which began in 2007, was $2.6 million.

Energy efficiency: Beginning in January 2007, a new IPUC accounting order became effective for the
treatment of IPGs energyefficiency expensesinder theenergyefficiency rider. Energyefficiency costs were
recorded in Other operations and maintenaqenses and were offset by the same amount recorded in Other
revenues, resulting in no effect on earnings. Eneffigiency expenses were $18.9 million and $13.5 million

in 2008 and 2007, respectively.

Gain on the sale of emission allowance<3ain onsale of emission allowances was $0.5 million, $2.8 million
and $8.3 million in 2008, 2007 and 2006, respectively. The bulk aslB&umulated excess emission
allowancesvassold from 2005 to 2007.

Non-utility Operations

IFS: IFS contributed $3nillion, $7 million and $10 million to net income in 2008, 2007 and 2006, respegtively
principally from the generation of federal income tax credits and accelerated tax depreciation benefits related to
its investments in affordable housing and historiatslitation developments.

During 2008, IFS recorded $8.3 million in new investments. IFS generated tax credits of $11 million, $15
million and $19 million during 2008, 2007 and 2006, respectively. IFS will continue to reeevegislation
for opportwities for investment that will be commensurate with the ongoing needs of IDACORP.

Ida-West: Ida-West recorded net income of $2 million, $2 million and $3 million in 2008, 2007 and 2006,
respectively. ldaVest continues to hold joint venture investmentmdependent power projects.

Energy Marketing: In 2003, IE wound down its power marketing operations, closed its business locations and
sold its forward book of electricity trading contracts to Sempra Energy Trading. In 2007, all trading contracts
expired. IE has not recorded any material net income for the years presented. Currently, IE has no operations
but has been working to settle outstanding legal matters surrounding transactions in the California energy
markets in 2000 and 2001. These mattee discussed fiLEGAL AND ENVIRONMENTAL ISSUEST

Legal and Other Proceedings.

Discontinued Operations: In 2006 and 200/™DACORP sold its investment in two subsidiaries, IDACORP
Technologies, Inc. and IDACOMM, Inc. The operations of these entigegrasented as discontinued
operations in IDACOR® financial statements. Discontinued operations had no impact on earnings in 2008.

Income Taxes

Status of audit proceedings:Since 2006, IPC has been disputihg Internal Revenue ServisgIRS)

disalowance of IP@s use of the simplified service cost method (SSCM) of uniform capitalization for tax years
20012004. The dispute has been under review with the IRS Appeals Offi€ectmber 2008, the Appeals

Office informed IDACORP that the SSCM settlent computations were complete. IDACORP reviewed the

final computations and agreed to the result. In January 2009 the settlement was submitted to the U.S. Congress
Joint Committee on Taxation (JCT) for review.

In November 2006, IDACORP made a $44.9limil refundable tax deposit with the IRS related to the disputed
income tax assessment for SSCM. In N28@8,IDACORP withdrew $20 million from the deposit
Approximately $21 million from the deposit was applied to the settled income tax deficientyerrdt

charges with the remaining balance refunded to IDACORP.

The IRS completed its examination of IDACO&R004 tax year in August 2008 and its 2005 tax year in
October 2008. The 2004 examination report was submitted for JCT review as part c€Mes&Bement and

the 2005 report was submitted in November 2008. IDACORP expects the JCT review process 202001

be completed in 2009. The settlement of these years resulted in a net income tax benefit of $2.8 million for
2008 at both IDACORP ahlPC.
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In December 2008 the IRS began its examination of IDAC®RRd IP@ 2006 tax year. IDACORP and IPC
are unable to predict the outcome of this examination.

LIQUIDITY AND CAPITAL RESOURCES:

Operating Cash Flows

IDACORPGs and IP@s operating casfiows for the year ended December 31, 2008 were $137 million and $120
million, respectively. These amounts were an increase of $56 million and $38 million, respectively, compared
to the year ended December 31, 2007. The following are significant itatresfficted operating cash flows in
2008:

e The increases in IDACORP and IPGs operating cash inflowsereprimarily the result of a $66

million increase in the collection of previously deferred net power supply costs as compared to 2007.
¢ Income tax paymnts increased $17 million and $33 million for IDACORP and IPC, respectively, due
to the timing of and increases in taxable income.

IDACORPG and IP@s operating cash flows for 2007 were both $81 million. These amounts were a decrease of
$89 million and$50 million, respectively, compared to 2006. The following are significant items that affected
operating cash flows in 2007:

e The decreases in IDACORSand IP@s operating cash inflows were primarily the result of a $111
million increase in the amount oét power supply costs deferred in 2007 as compared to 2006.

¢ Income tax payments decreased $52 million and $83 million for IDACORP and IPC, respectively, due
to the timing of and decreases in taxable income.

IDACORPGs operating cash flows are drivpnncipally by IPC. General business revenues and the costs to
supply power to general business customers have the greatest impactood@@ting cash flows, and are
subject to risks and uncertainties relating to weather and water conditions @ardibii€y to obtain rate relief
to cover its operating costs and provide a return on investment.

Investing Cash Flows

IPC& construction expenditures were $244 million, $287 million and $222 milliagd08, 2007 an@006

respectively IPC isexperiencing a cycle of heavy infrastructure investment needed to address customer growth,
peak demand growth, and aging plant and equipment.

Net proceeds from the sales of emission allowances provided investing cash of approximately $3 million, $20
million and $11 million in 2008, 2007 and 2006, respectively. The changes were primarily caused by changes
in the number of allowances sold each year as well as changes in market prices. Sales of emission allowances
are discussed further IREGULATORY MATTERST Emission Allowances.

In November 2006, IDACORP made a refundable deposit of $45 million with the IRS related to a disputed
income tax assessment. In August 2007, IPC reimbursed IDACORP for the refundable tax deposit IDACORP
made on IPG behalf. InMay 2008, IPC withdrew $20 million from the deposit and in December 2008 the
remainder of the deposit was applied to accrued taxes and interest. Income tax matters are discussed further in
Note 2 to IDACORIBs and IP@ Consolidated Financial Statements.

Additionally in 2008, IPC had a cash inflow of $5.7 million from the sale of SWIP rigfatgay and IDACORP
made an $8.3 million investment in affordable housing through its subsidiary, IFS.

Financing Cash Flows

Debt issuances:On April 1, 2008, IPC eered into a $170 million Term Loan Credit Agreement, of which
$166.1 million was used to purchase pollution control revenue refunding b@mdsebruary 4, 2009, IPC
entered into a new $170 million Term Loan Credit Agreement to replace this term loammgredment. See
fiTerm Loan Credit Agreemeibelow for further discussion of these agreements.

On July 10, 2008, IPC issued $120 million of its 6.025% First Mortgage Bonds, Secured Medimmlotes,
Series H, due July 15, 2018n October 18, 200TRC issued $100 million of 6.25% First Mortgage Bonds,
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Secured MediurTerm Notes, Series G, due October 15, 2037.June 22, 2007, IPC issued $140 million of
6.30% First Mortgage Bonds, Secured Mediliarm Notes, Series F, due June 15, 20B7ese issuaces were
used to retire shoterm debt and longerm debt and finance capital expenditures:

Equity issuances: On December 15, 2005, IDACORP entered into a Sales Agency Agreement (2005 Agency
Agreement) with BNY Capital Markets, Inc. (BNYCM), as IDACO&RRgent, for the offer and sale by IDACORP

of up to 2,500,000 shares of its common stock from time to timetheaharket offerings. IDACORP issued

881,337 shares under the 2005 Agency Agreement in 2007 at an average price of $28.72. In 2008, IEpACORP

the remaining 1,082,145 shares of common stock under the 2005 Agency Agreement at an average price of $28.56,
including 879,145 shares in the fourth quarter 2008 at an average price of $28.11 per share.

On December 5, 2008, IDACORP entered into a Baves Agency Agreement (2008 Agency Agreement) with
BNY Mellon Capital Markets, LLC (BNYMCM), as IDACORB agent, for the offer and sale of up to
3,000,000 shares of its common stock from time to time-theatarket offerings. In December 2008,
IDACORPssold 371,822 shares under the 2008 Agency Agreement at an average price of $29.18 per share.

Under these programs IDACORP received $4million from the issuance of 1,453,967 shares in 2008 and
$285 million from the issuance of 881,337 shares in 2083 .of December 31, 2008,628,178 sharesere
available to be issuaghderthe 2008 Agency Agreement

IDACORP uses original issue common stock for its Dividend Reinvestment and Stock Purchase Plan and 401(k)
plan for the purpose of adding additional coan equity to its capital structure. Under these plans, IDACORP
issued 280,250 shares in 2008 and 250,020 shares in 2007, for proceeds of $8.4 million in both years.

IDACORP issued 30,700 shares in 2008 and 10,070 shares in 2007 in connection wighdise ek stock
options, for proceeds of $0.9 million and $0.3 million, respectively.

IDACORP made capital contributions of $37 million and $51 million to IPC in 2008 and 2007, respectively.

Discontinued operations

Cash flows from discontinued operaticare included with the cash flows from continuing operations in
IDACORPG Consolidated Statements of Cash Flows. The cash flows of IDAGQIeontinued operations

have reduced net cash provided by operating activities and increased net cash usetirig actavities, except

for the cash received from the sales of ITI and IDACOMM. The absence of cash flows from these discontinued
operations has positively impacted liquidity and capital resources.

Financing Programs

IDACORPGs consolidated capital stiure consisted of common equity48 percent and debt &2 percent at
December 31, 2008PC& consolidated capital structure consisted of common equity of 46 percent and debt of
54 percent at December 31, 2008.

Shelf Registrations IDACORP currently haapproximately$588 million remaining on its shelf registration
statement that can be used for the issuance of debt securities and common stock. IPC currently has $230 million
remaining on its shelf registration statement thatbmnsed for the issuance of first mortgage bonds and

unsecured debt. Please see Note 4 to IDAG®RR IP@ Consolidated Financial Statements for more

information regarding longerm financing arrangements.

Credit Facilities: The following table outhes available liquidity as of December 31, 2008 and 2007.

IDACORP IPC
2008 2007 2008 2007
Revolving credit facility $ 100,000 $ 100,000 $ 300,000 $ 300,000
Commercial paper outstanding (13,400) (49,860) (108,950) (136,585)
Floating ratedraw (25,000) - - -
Identified for other us& - - (24,245) (24,245)
Net balance available $ 61600 $ 50140 $ 166,805 $ 139,170

T) Port of Morrow and American Falls bonds that holders may put to TPC.
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On April 25, 2007, IDACORRNtered into an Amended and Restated Credit Agreement (IDACORP Facility)
with Wachovia Bank, National Association, as administrative agent, swingline lender and LC issuer, JPMorgan
Chase Bank, N.A., as syndication agent, Keybank National Association, Mdedis Bank, N.A. and Bank of
America, N.A., as documentation agents, Wachovia Capital Markets, LLC and J.P. Morgan Securities Inc., as
joint lead arrangers and joint book runners, and the other financial institutions party thereto, as lenders.

The Amendd and Restated IDACORP Facility is a $100 million fixear credit agreement that terminates on

April 25, 2012. The IDACORP Facility, which is used for general corporate purposes and commercial paper
backup, provides for the issuance of loans and statetbsrs of credit not to exceed the aggregate principal
amount of $100 million, including swingline loans in an aggregate principal amount at any time outstanding not
to exceed $10 million. IDACORP has the right to request an increase in the aggreggial@mmount of the
IDACORP Facility to $150 million and to request eyear extensions of the then existing termination date. At
December 31, 2008, $25 million in loans were outstanding on IDAG®OR&ility and $13 million of

commercial paper was otasiding. At February 23, 2008¢ loans and $5 million of commercial paper was
outstanding.

On April 25, 2007IPC entered into an Amended and Restated Credit Agreement (IPC Facility) with Wachovia
Bank, National Association, as administrative ageninghne lender and LC issuer, JPMorgan Chase Bank,
N.A., as syndication agent, Keybank National Association, US Bank National Association and Bank of
America, N.A., as documentation agents, Wachovia Capital Markets, LLC and J.P. Morgan Securities Inc. as
joint lead arrangers and joint book runners, and the other financial institutions party thereto, as lenders.

The Amended and Restated IPC Facility is a $300 millionyea@r credit agreement that terminates on April

25, 2012. The IPC Facility, which witle used for general corporate purposes and commercial paparhack
provides for the issuance of loans and standby letters of credit not to exceed the aggregate principal amount of
$300 million, including swingline loans in an aggregate principal amaigmy time outstanding not to exceed

$30 million. IPC has the right to request an increase in the aggregate principal amount of the IPC Facility to
$450 million and to request oryear extensions of the then existing termination date. At December(,, 20

no loans were outstanding on I&C-acility and $109 million of commercial paper was outstanding. At

February 23, 20090loans and $19million of commercial paper was outstanding.

Both the IDACORP Facility and the IPC Facility have similar terms @nditions. Under the terms of the

facilities IDACORP and IPC may borrow floating rate advances and Eurodollar rate advances. The floating rate
is equal to the higher of (i) the prime rate announced by Wachovia Bank or its parent and (ii) thehgum of t
federal funds effective rate for such day puUsOpercent per annum, plus, in each case, an applicable margin.
The Eurodollar rate is based upon the British Bariikkssociation interest settlement rate for deposits in U.S.
dollars published on theERITERS 01 (Telerate Page 3750 successor) as adjusted by the applicable reserve
requirement for Eurocurrency liabilities imposed under Regulation D of the Board of Governors of the Federal
Reserve System, for periods of one, two, three or six months plapgiicable margin. The margin is based

on the applicable compagsyrating for senior unsecured letgym debt securities without thimharty credit
enhancement as provided lipodyé Investors ServiceMoodyds) andStandard & Pods Ratings Services

(S&P), based on the higher of the two ratings. If the ratings are split between e@odiyS&P and the

differential is two levels or more, the intermediate rating at the midpoint will apply. If there is no midpoint, the
higher of the two intermediate ragjs will apply. The margin for the floating rate advances is zero percent

unless the applicable compdnyating falls below Baa3 from Mooéyor BBB from S&P, at which time it

would equal 0.50 percent. The margin for Eurodollar rate advances ranges ffopercent to 0.575 percent
depending upon the credit rating. In addition to the margin, if the outstanding aggregate credit exposure exceeds
50 percent of the facility amount, IDACORP or IPC, as applicable, would pay a utilization fee ranging from

0.05 percent to 0.10 percent on outstanding loans depending on the credit rating. At December 31, 2008, the
applicable margin under the IDACORP Facility and the IPC Facility was zero percent for floating rate advances
and 0.28 percent for IPC and 0.36 petdenIDACORP for Eurodollar rate advances. The utilization fee was

0.05 percent for both companies. A facility fee, payable quarterly, is calculated on the average daily aggregate
commitment of the lenders under the relevant credit facility and isatsed on the applicable compéyating

from Moodyés or S&P as indicated above. At December 31, 2008, the facility fee under the IDACORP and IPC
Facilities was 0.09 percent and 0.07 percent, respectively.
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In connection with the issuance of letters dit, IDACORP and IPC, as applicable, must pay (i) a fee equal to

the applicable margin for Eurodollar rate advances on the average daily undrawn stated amount under such letters
of credit, payable quarterly in arrears, (ii) a fronting fee at a per anatenof 0.125 percent on the average daily
undrawn stated amount under each letter of credit, payable quarterly in arrears and (iii) documentary and
processing charges in accordance with the letter of credit &ssiandard schedule for such charges.

A ratings downgrade would result in an increase in the cost of borrowing and of maintaining letters of credit, but
would not result in any default or acceleration of the debt under either the IDACORP Facility or the IPC
Facility.

The events of default undboth the IDACORP Facility and the IPC Facility include:

0] nonpayment of principal when due and nonpayment of reimbursement obligations under
letters of credit within one business day after becoming due and nonpayment of interest or other fees
within five days after becoming due;

(i)  materially false representations or warranties made on behalf of the applicable company or
any of its subsidiaries on the date as of which made;

(i)  breach of covenants, subject in some instances to grace periods;

(iv)  voluntary and invalntary bankruptcy of the applicable company or any material subsidiary;
(v) the nonconsensual appointment of a receiver or similar official for the applicable company or
any of its material subsidiaries or any substantial portion (as defined in the agplazlity) of its
property;

(viy condemnation of all or any substantial portion of the property of the applicable company and
its subsidiaries;

(vii) default in the payment of indebtedness in excess of $25 million or a default by the applicable
company or any ot$ subsidiaries under any agreement under which such debt was created or
governed which will cause or permit the acceleration of such debt or if any of such debt is declared
to be due and payable prior to its stated maturity;

(viii) the applicable company or any of its subsidiaries not paying, or admitting in writing its
inability to pay, its debts as they become due;

(ix) the applicable company or any of its subsidiaries failing to pay certain judgments;

(X)  the acquisition by any persontwo or more persons acting in concert of beneficial ownership
(within the meaning of Rule 138l of the Securities Exchange Act of 1934) of 20 percent or more of
the outstanding shares of voting stock of the applicable company;

(xi) the failure of IDACORP town free and clear of all liens, all of the outstanding shares of
voting stock of IPC;

(xii) unfunded liabilities of all single employer plans under the Employee Retirement Income
Security Act of 1974 exceeding $75 million; and

(xiii) the applicable company or any sigigry being subject to any proceeding or investigation
pertaining to the release of any toxic or hazardous waste or substance into the environment or any
violation of any environmental law (as defined in the applicable facility) which could reasonably be
expected to have a material adverse effect (as defined in the applicable facility).

A default or an acceleration of indebtedness of IDACORP or IPC in excess of $25 million, including
indebtedness under the applicable fagilityll result in a cross defdtuunder the other Facility.

Upon any event of default relating to the voluntary or involuntary bankruptcy of IDACORP or IPC or the
appointment of a receiver, the obligations of the lenders to make loans under the facility and of the letter of
credit isser to issue letters of credit will automatically terminate and all unpaid obligations will become due and
payable. Upon any other event of default, the lenders holding 51 percent of the outstanding loans or 51 percent
of the aggregate commitments (reqdifenders) or the administrative agent with the consent of the required
lenders may terminate or suspend the obligations of the lenders to make loans under the facility and of the letter
of credit issuer to issue letters of credit under the facility oladethe obligations to be due and payable.

IDACORP and IPC will also be required to deposit into a collateral account an amount equal to the aggregate
undrawn stated amount under all outstanding letters of credit and the aggregate unpaid reimbursement
obligations thereunder.
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If there is a ratings downgrade below investment grade (BBRigher by S&P and Baa3 or higher by

Moodyds), then IP@s authority for continuing borrowings under its regulatory approvals issued by the IPUC
and the OPUC must be extended or renewed during the occurrence of the ratings downgrade. The Oregon
statutes, however, permit the issuance or renewal of indebtedatgiignot more than one year after the date
of such issue or renewal without approval of the OPW@e IPUCorderprovidesthat IPGs authority will not
terminate but will continue for a period of 364 days from any downgrade below investmenpigréded that

IPC notifies the IPUC promptly and files a supplemental application with the IPUC within 7 days requesting a
supplemental order to continite original authority to borrow under the order

During 2008, bankruptcies and other significant finalndificulties impacted the ability of some banks to
continue fulfilling their commitments under established credit facilities. These issues did not impact either the
IDACORP or IPC credit facilities. While some consolidation occurred within the ceadlity bank group, no
banks limited or reduced their commitmeuatslerour Facilities.

Term Loan Credit Agreement: IPC entered into a $170 million Term Loan Credit Agreement, dated as of

April 1, 2008, with JPMorgan Chase Bank, N.A., as administratiemtaand lender, and Bank of America,

N.A., Union Bank of California, N.A., and Wachovia Bank, National Association, as lenders. The Term Loan
Credit Agreement provided for the issuance of term loans by the lenders to IPC on April 1, 2008, in an
aggregaterincipal amount of $170 millionThe loans were due on March 31, 2009 and could be prepaid but

not reborrowed.IPC used the proceeds to effect a mandatory purchase on April 3, 2008, of the pollution control
bonds (as discussed belowfollution Contol Revenue Refunding Bond)s and to pay interest, fees and
expenses incurred in connection with the Pollution Control Bonds and the Term Loan Credit Agreement.

On February 4, 2009, IPC entered intoeav$170 million Term Loan Credit Agreemenith JPMogan Chase

Bank, N.A., as administrative agent and lender, Bank of America, N.A., Union Bank, N.A. and Wachovia Bank,
National Association, as lenders. IP§2d the proceeds tepaythe above mentioned Term Loan Credit
Agreement. Théoans are due on Felary 3, 2010, but are subject to earlier payment if IPC remarkets the
pollution control revenuerefundingbondsdiscussed below. THeans may be prepaid but may not be reborrowed.

The loans bear interest at either a floating rate or a Eurodollaf fedloating rate is equal to (i) the highest of

(a) the prime rate announced by JPMorgan Chase Bank on such day, (b) the sum of (1) the federal funds effective
rate in effect on such day plus @p percent per annum and (c) an amount equal to (1) B8® Reference Rate

on such day plus (2) 1 percent plus (ii) the applicable margin. The Eurodollar rate is (i) the rate published on the
Reuters BBA Libor Rates Page 3750 (or on any successor or substitute page) for dollar deposits with a comparable
maturity plus (ii) the applicable margin. The LIBO Reference Rate is the rate appearing on the Reuters BBA Libor
Rates Page 3750 (or on any successor or substitute page) as the rate for United States dollar deposits for a one
month interest period. The applicalhargin is currently? percent for Eurodollar advances angercent for

floating rate advances, but may be increased or decreased based upon the ratings assigBexbtodiPC

unsecured debt by Moo&yand &P.

The events of default under the Term Loan Credit Agreement are the same as those unddtatiétjPC
discussed above.

Without additional approval from the Idaho Public Utilities Commission, the Public Utility Commission of
Oregon and the Public ServiG@mmission of Wyoming, the aggregate amount of borrowings by IPC under the
Term LoanCreditAgreement together with any other shistm borrowings at any one time outstanding may

not exceed $450 million.

Pollution Control Revenue Refunding Bonds: Two <eries of bonds have been issued for the benefit of IPC
and are each supported by a financial guaranty insurance policy issued by Ambac Assurance Corporation
(Ambac). The two series are the $116.3 million aggregate principal amount of Pollution Congol&ev
Refunding Bonds (Idaho Power Company Project) Series 2006 issued by Sweetwater County, Wyoming due
2026 (Sweetwater bonds) and the $49.8 million aggregate principal amount of Pollution Control Revenue
Refunding Bonds (Idaho Power Company Project)eSe2D03 issued by Humboldt County, Nevada due 2024
(Humboldt bonds).

On April 3, 2008, IPC made a mandatory purchase of the pollution control bonds. IPC initiated this transaction
in order to adjust the interest rate period of the pollution control bfooihsan auction interest rate period to a
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weekly interest rate period, effective April 3, 2008. This change was made to mitigate thethragher
anticipated interest costs in the auction mode, which was a result of Anuedit ratings deteriorationPC is
the current holder of the bonds, but ultimately expects to remarket the bonds to investors.

Debt Covenants: The IDACORP Facilitythe IPCFacility and the Term Loan Credit Agreemeaich contain
a covenant requiring the company to maintain a Eyeratio of consolidated indebtedness to consolidated total
capitalization of no more than 65 percent as of the end of each fiscal quarter. At December 31, 2008, the
leverage ratio for IDACORP and IPC was 52 and 54 percent, respectively. At Decen2@d&BIDACORP
was in compliance with all other covenants of the IDACORP Facility and IPC was in compliance with all other
covenants of the IPC Facilignd the Term Loan Credit Agreemeithe IDACORP Facility the IPC Facility
and the Term Loan Credit Agement eacbontain additional covenants including:
0] prohibitions against: investments and acquisitions by the applicable company or any
subsidiary without the consent of the required lenders subject to exclusions for investments in cash
equivalents osecurities of the applicable company; investments by the applicable company and its
subsidiaries in any business trust controlled, directly or indirectly, by the applicable company to the
extent such business trust purchases securities of the applicaigargg investments and
acquisitions related to the energy business or other business of the applicable company and its
subsidiaries not exceeding $750 million in the aggregate at any one time outstanding (provided that
investments in noenergy related busesses do not exceed $150 million); and investments by the
applicable company or a subsidiary in connection with a permitted receivables securitization (as
defined in the facility);
(i) prohibitions against the applicable company or any material subsidiaginger
consolidating with any other person or selling or disposing of all or substantially all of its property to
another person without the consent of the required lenders, subject to exclusions for mergers into or
dispositions to the applicable compasrya wholly owned subsidiary and dispositions in connection
with a permitted receivables securitization;
(iii)  restrictions on the creation of certain liens by the applicable company or any material
subsidiary subject to exceptions, including the lien of@Hitst mortgage indebtedness; and
(iv) prohibitions on any material subsidiary of the applicable company entering into any agreement
restricting its ability to declare or pay dividends to the applicable company except pursuant to a
permitted receivables secuziition.

Credit Ratings
Access to capital markets at a reasonable cost is determined in large part by credit quality. The following table
outlines the current S&P, Moo@yand Fitch Ratings, Inc. (Fitch) ratings of IDACORRNd IPGs securities:

S&P Moody&s Fitch
IPC IDACORP IPC IDACORP IPC IDACORP
Corporate Credit Rating BBB BBB Baa 1 Baa 2 None None
Senior Secured Debt A- None A3 None A- None
Senior Unsecured Debt BBB BBB- Baal Baa 2 BBB+ BBB
ShortTerm TaxExempt Debt BBB-/A-2 None Baal/ None None None
VMIG -2

Commercial Paper A-2 A-2 p-2 p-2 F-2 F-2
Credit Facility None None Baa 1 Baa 2 None None
Rating Outlook Stable Stable Negative  Negative Negative Negative

These security ratings reflect the views of the ratiggncies. An explanation of the significance of these

ratings may be obtained from each rating agency. Such ratings are not a recommendation to buy, sell or hold
securities. Any rating can be revised upward or downward or withdrawn at any time mgagsncy if it

decides that the circumstances warrant the change. Each rating should be evaluated independently of any other
rating.

Capital Requirements

IPC is experiencing a cycle of heavy infrastructure investment needed to address continued gusigmer

peak demand growth, and aging plant and equipmentés 1&§ing hydroelectric and thermal facilities require
continuing upgrades and component replacement. In addition, costs related to relicensing hydroelectric facilities
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and complying with th@ew licenses are substantial. IPC must also add to its transmission system and
distribution facilities to provide new service and to maintain reliability. As a result, IPC expspenit
between $780 and $8@fillion for constructiorrelated activitiesrom 2009 to 2011, excluding any amounts
from our 2012 Baseload Resource RFP process.

The following table presents IB£estimated cash requirements for construction, excluding AFUDC, for 2009
through 2011:

2009 20107 2011
Ongoing CapitaExpenditures $ 150-155 $ 400410
Advanced Metering Infrastructure (AMI) 20-22 40-50
Major Projects (detailed below) 50-53 95-105
Minimum Transmission foBaseload Resource - 20-25
Total $ 220230 $ 555590

Major Projects:

Hemingway Station: Construction of a new 58KV station named Hemingway is expected to address growth,
capacity and operating constraints. The station was originally part of the Gateway West Projedtrburgthe

of this addition was accelerated to 2@@thelp meet forecast deficits and improve reliahiliGost estimates for
the project, including rightsf-way, permitting and substation interconnectionsjmckided in the above table
and totalapproximately $52 million.

Hemingway-Hubbard Transmission Line: As part of the Hemingway Station Project, the Hemingway
Hubbard transmission line is expected to provide power to the Treasure Mamythwest Idahby 2010. The
HemingwayHubbard line will consist of a new 23/ double circuit tansmission line and convert an existing
138kV transmission line to 23RV. Cost estimates for the projeate included in the above table and total
approximately $25 million.

Boardman-Hemingway Line: The BoardmafHemingwayLine is expected to relieveisting congestion by
increasing transmission capacity and improving reliability. It will allow for the transfer of up to 1,500 MW of
additional energy between Idaho and the Northwest. The initial project phase estimate of $50 million will be
funded by PC and includes the engineering, environmental review, permitting and rights oCastyestimates
for the 20092011 timeframe of the initial phase are included in the above t@last estimates for the project
(including initial phase project estimatadaconstruction costs of the line) are approximately $600 million. IPC
expects to seek partners for up to 50 percent of the project when construction comnibede® has a target
in-service date of June 201&onstruction costs are currently notlied inl P Q0609 to 2011 forecast.

Please see further discussiomfIREGULATORY MATTERSI BoardmanHemingway Lined

Gateway West Project: IPC and PacifiCorp are jointly exploring the Gateway West project to build
transmission lines between Windstarsubstation located near Douglas, Wyoming and Hemingway, a
substation located in the vicinity of Melba and Murphy, Idaho near Boise. IPC and PacifiCorp have a cost
sharing agreement for expenses associated with the analysis work of the initial pR@&eshdre of the initial
phase of engineering, environmental review, permitting and rights of way is approximately $40anilicost
estimates for the 2002011 timeframe of the initial phase are included in the above tabtmstruction costs

are curently not included in our 2009 to 2011 forecadsiitial phases of the project could be completed by 2014
depending on the timing of rightdf-way acquisition, siting and permitting, and construction sequencing. If all
initial phases are constructe®C estimates that its share of project costs could range between $500 million and
$600 million. Remaining phases of the project could be constructed as demand requires.

2012 Baseload ResourcetPC issued an RFP in 2008 for a resource to meet energy itkedified during its

IRP process.|PC prepared a seluild proposal for a combinedlycle combustion turbine, which sesaes a
benchmark resource argicompeing in the RFP evaluation process. Proposals were received in October 2008
and are curreit being evaluated. This addition is expected to come online in 2012 to meet forecast deficits as
described in the 2006 IRP and the 2008 IRP updatansmission interconnection and network upgrade costs

of approximately $22 million Wl be incurred byPC under any scenaridPC expects to request approval from

the IPUC relating to the base load resource during the first quarter of 2009, with an IPUC decision expected
later this year.
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Other capital requirements: IDACORPG nonrregulateccapital expenditures are expected to b& fillion in
200 and$5 million for 2010. These expenditures primarily relate ta3R&x advantaged investments.
Internal cash generation after dividends is expetttgatovide less than the full amount ofabcapital
requirements for 2009 through ZD1IDACORP and IPC expect to continue financing capital requirements
with internally generated funds and externally financed capital.

Contractual Obligations
The following table presents IDACORRand IP@s cantractual cash obligations for the respective periods in
which they are due:

Payment Due by Period

Total 2009 20102011 20122013  Thereafter

(millions of dollars)

IPC:

Long-term debt (a) $ 126 $ 81 $ 122 $ 172 $ 886
Future interespayments (b) 1,137 70 121 105 841
Operating leases (c) 35 3 5 4 23
Uncertain tax positions 4 4 - - -

Purchase obligations:
Cogeneration and small power

production 1,772 74 172 192 1,334
Fuel supplyagreements 227 66 54 17 90
Purchased power & transmission (« 133 84 34 5 10
Other (e) 173 83 53 11 26
Total purchase obligations 4742 465 561 506 3,210
Pensiorand postretirement plans (g) 220 7 92 80 41
Other longterm liabilities- IPC 3 3 - - -
Total IPC 4,965 475 653 586 3,51
Other:
Long-term debt (a)(f) 33 30 3 - -
Operating leases (f) 1 - - - 1
Total IDACORP $ 499 $ 505 $ 656 $ 586 $ 3,252

(@) For additional information, see Note 4 to IDACGRRNd IP@ Consolidated Financial Statements.
(b)  Future interest payments are calculated based on the assumption that all debt is outstanding until matieftyinfooments with
variable rates, interest is calculated for all future periods using the rates in effect at December 31, 2008.

(c)  Approximately 23 million of the obligations included in operating leases have contracts that do not specify terms
related to expiration. As these contracts are presumed to continue indefinitely, 10 years of information, estimated base
current contract terms, have been included in the table for presentation purposes.

(d)  Approximately $11 million of the obligations included in purchased power and transmission have contracts that do
not specify terms related to expiration. As these contracts are presumed to continue indefinitely, 10 years of informatio
estimatedased on current contract terms, have been included in the table for presentation purposes.

(e)  Approximately $48 million of the amounts in other purchase obligations are contracts that do not specify terms related to
expiration. As these contra@ee presumed to continue indefinitely, 10 years of information, estimated based on current
contract terms, have been included in the table for presentation purposes.

(U] Amounts include the obligations of IDACOBFsubsidiaries other than IP@hich is shown separately.

(9) IPC estimates pension contributions based on actuarial data. IPC cannot estimate contributions beyond 2013 at this time.

In accordance with the Pension Protection Act of 2006 (PPA), companies are required pehlmeadfunded

for their outstanding qualified pension obligations as of January 1, 2008ler to avoid a scheduled series of
required annual contributions. As of December 31, 2007, qualified pension liabilities were nearly fully funded;
however, recet stock market performance has reduced the value of pension assets during 2008. [IPC will need
to make additional contributions beecome fully fundeaver a period of seven years. Based on the value of
pension assets and interest rates as of Decerib2088, the estimated minimum required contributions would

be approximately $45 million in 2010 and $33 million in each of 2011, 2012, and 2013. These estimates reflect
the initial PPA relief measures as passed by Congress, hqguwddé@ional measuresebeing proposed that

may impact immediate funding requirements.

Environmental Regulation Costs: IPC anticipates approximately $20 million in annual operating costs for

environmental facilities during 2009. Hydroelectric facility expenses and thermal plant expenses account for the
majority of the costs at approximately $14 million and $6 millionpeesively. From 2010 through 2011, total
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environmental related operating costs are estimated to be approximately $57 million. Expenses related to the
hydroelectric facilities are expected to be $43 million and thermal plant expenses are expectefilié total

million during this period.These amounts do not include costs related to possible changes in the environmental
legislation and enforcement policies that may be enacted in response to issues such as climate change and other
pollutant emissions fromoaHired generation plants.

Off-Balance Sheet Arrangements

The federal Surface Mining Control and Reclamation Act of 1977 and similar state statutes establish
operational, reclamation and closure standards that must be met during and upon compléetimg of m

activities. These obligations mandate that mine property be restored consistent with specific standards and the
approved reclamation plan. The mining operations at the Bridger Coal Company are subject to these
reclamation and closure requirementBC has agreed to guarantee the performance of reclamation activities at
Bridger Coal, of whicHERCo owns a orhird interest. This guarantee, which is renewed each December, was
$60 million at December 31, 2008. Bridger Coal has a reclamationungsét aside specifically for the

purpose of paying the reclamation costs and expects that the fund will be sufficient to cover all such costs.
Because of the existence of the fund, the estimated fair value of this guarantee is minimal.

REGULATORY MATTE RS:

Idaho Rate Cases

2008 General Rate CaseOn June 27, 2008, IPC filed an application with the IPUC requesting an average rate
increase of approximately 9.9 percent. ®@roposal wouldhaveincreasd its revenues $67 million annually.

The applicatn included a requested return on equity of 11.25 percent and an overall rate of return of 8.55
percent. IPC filed its case based upon a 2008 forecast test year.

On January 30, 2009, the IPUC issa@abrder approving an average annual increase in Ibake rates,

effective February 1, 2009, of 3.1 percent (approximately $20.9 million annually), a return on equity of 10.5
percent and an overall rate of return of 8.18 percent. The order authorized IPC to include in rates approximately
$6.8 million of 2@9 AFUDC relating to the Hells Canyon Complex relicensing project. Typically AFUDC is

not included in rates until a project is in use and benefitting customers, but the IPUC determined that including
this amount in current rates is in the public interest.

On Februaryl 9, 2009, IPC filed a request for reconsideration with the IPUC. In its filing, IPC asked the IPUC
to reconsidefour principal areas of the order. Together, the four areas have a condahedurisdictional
revenuerequirementmpact ofapproximately$8 million annually.

Two of the four areas involve reconciling the calculation of@P@venue requirement with the order. These

items (approximately $7.2 million in annual revenues) relate to the annual amount of labor expense to be
included in rates. IPC believes that some aspects of calculation of the revenue requirement with respect to these
items were inconsistent with the language of the order.

The third area relates to a $3.3 million expense credit received in 2006 as a resctessful litigation with

the FERC and other federal agencies (FERC Credit). In the order, the IPUC directed IPC to refund the FERC
Credit to customers over a five year period, thereby reducind I®@wual revenue requirement by

approximately $0.7 miln during such period. IPC believes that this was contrary to IdahdflC is
unsuccessful in its challenge of the IP@@Culing onthe FERCCredit, it will recognize a loss for some or all of

this amount.

The fourth area involves the usemifrchasing cards (Bards), which IPC issues to a number of its employees
to efficiently process high volume, low value purchases. In its order, the IPUC accepted the IPEC Staff
recommendation to remove approximately $0.9 million-@&d expenses frof?C& revenue requirement
because the IPUC Staff believed this amount was excessive. IPC believes that tised&tiKion to deny
recovery of $0.9 million of ’ard purchases was not supported by evidence in the record.

The IPUC has 28 days in whichdecide whether to grant IEpetition. If the petition is granted, then the

matter must be reheard, or written briefs filed, within 13 weeks after the petition filing date, and the IPUC will
then have 28 days to issue its order. Other parties mafilalpetitions or crosgetitions for reconsideration.
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2007 General Rate CaseOn June 8, 2007, IPC filed an application with the IPUC requesting an average rate
increase of 10.35 percent ($63.9 million annually). On February 28, 2008, the IPUC appsetteiment

stipulation that included an average increase in base rates of 5.2 percent (approximately $32.1 million annually),
effective March 1, 2008. The settlement did not specify an overall rate of return or a return on equity.

Forecast TesYear Workshop: On March 12, 2008, IPC, the IPUC Staff, and other partilset@007general

rate case conducted a workshop to discuss the appropriate approach to the development of a forecast test year.
IPC described a method that would start with historieggjulatoryadjusted financial information that could be
audited by the IPUC Staff and others. That information would be escalated under commonly accepted methods
into the forecast test year for revenues, expenses and rate base. IPC would supptotitiaéihfermation,

the adjustments, and the escalation methods as part of its general rate case filing. The parties to the workshop
expressed general agreement to this approach and also agreed that no further workshops would be necessary.
IPC developedhe 2008 test year using this method in its 2008 general rate case filing made on June 27, 2008
and approved on January 30, 2009, as discussed above.

Danskin CT1 Power Plant Rate Case:On March 7, 2008, IPC filed an application with the IPUC requesting
recovery of construction costs associated with thefigeg Danskin CT1 plant located near Mountain Home,

Idaho. Danskin CT1 began commercial operations on March 11, 2008. IPC requested adding to rate base
approximately $65 million attributable to thest of constructing the generating facility and the related

transmission and interconnection facilities, which would have resulted in a base rate increase of 1.39 percent, or
approximately $9 million in annual revenues.

On May 30, 2008, the IPUC authorizéPC to add to its rate base $64.2 million for the Danskin CT1 plant and
related facilities, effective June 1, 2008, resulting in a base rate increase of 1.37 percent, or $8.9 million in
annual revenues. Costs not approved in this order will be inclodature filings.

Deferred Net Power Supply Costs
IPCés deferred net power supply costs consisted of the following at December 31 (in thousands of dollars):

2008 2007

Idaho PCA current year:

Deferral for the 20082009 rate yea’ $ - $ 85,732

Deferral for the 2002010 rate year 93,657 -
Idaho PCA trueup awaiting recovery:

Authorized May 2007 - 6,591

Authorized May 2008 47,164 -
Oregon deferral:

2001 costs 1,663 2,993

2006 costs 1,215 2,107

2008 PCAM 5,400 -

Total deferral $ 149,099 $ 97,423

(1) The 2008009 PCA deferral balance is reduced by $16.5 million of emission allowance sales in 2007.

Idaho: IPC has a PCA mechanism that provides for annual adjustments to theheatgsd to its Idaho retail
customers. The PCA tracks IBXCactual net power supply costs (fuel and purchased power lessstdmn
sales) and compares these amounts to net power supply costs currently being recovered in retail rates.

The annuahdjustments are based on two components:

o A forecast component, based on a forecast of net power supply costs in the coming year as compared to
net power supply costs in base rates; and

e Atrue-up component, based on the difference between the previods getual net power supply

costs and the previous yé&forecast. This component also includes a balancing mechanism so that, over
time, the actual collection or refund of authorized tnpedollars matches the amounts authorized. The

true-up componenis calculated monthly, and interest is applied to the balance.
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Prior to February 1, 2009, the PCA mechanism provided that 90 percent of deviations in power supply costs
were to be reflected in IRE rates for both the forecast and the-mpecomponents.

20082009 PCA: On May 30, 2008, the IPUC approved Q0082009 PCA and an increase to existing
revenues of $73.3 million, effective June 1, 2008, which resulted in an average rate increaéedadte@ers
of 10.7 percent. The IPUE order adoptedn IPUC Staff proposal to usdiaormab forecast for power supply
costs. The revenue increase is net of $16.5 million of gains from the 2007 sale of ex@wREsSiON
allowances, including interest, which the IPUC ordered be applied against the PCA.

PCA Workshops:In its May 30, 2008 order approving 1BL20082009 PCA, the IPUC also directed IPC to set
up workshops with the IPUC Staff and several of@l@rgest customers (together, the Parties) to address PCA
related issues not resolved in the Pfilikg. Consensus was reached on all items except allocation of the PCA
among customer classes, which will beesamined following the conclusion of the 2008 general rate case. A
settlement stipulation was filed with the IPUC and approved on Janu2@p9,

The following changes were effective as of February 1, 2009:

e PCA Sharing Methodology of 95/8he PCA sharing methodology allocates the costs and benefits of
net power supply expenses between customers (95 percent) and shareholders {5 paecprgvious
sharing ratio was 90/10.

¢ Load Growth Adjustment Rate (LGAR) of $26.52 per MWthe LGAR is an element of the PCA
formula that is intended to eliminate recovery of power supply expenses associated with load growth

resulting from changing welaér conditions, a growing customer base, or changing customer use patterns.
The 2007 general rate case reset the LGAR from $29.41 to $62.79 per MWh, but applied that rate to only
50 percent of the load growth beginning in March 2008. In the stipul#tierRarties agreed on a formula

that, based on filed data from the 2008 general rate case, would have produced an LGAR of $28.14 per
MWh. While not quantified in the 2008 general rate case order, IPC believes that the LGAR methodology

approved in the stigation results in a LGAR of $26.52 per MW its request for reconsideration of the
IPUC& general rate case order, IPC also requested that the IPUC confirm this amount is correct.

e Use of IP@s Operation Plan Power Supply Cost Foree#st operatiomplan forecast may better

match current collections with actual net power supply costs in the year they are incurred and result in
smaller amounts being included in the following yeatrue-upo rate. This new methodology will be

used to prepare IREnex PCA filing in April 2009.

¢ Inclusion of ThirdParty Transmission Expens&ansmission expenses paid to third parties to

facilitate wholesale purchases and sales of energy, including losses, are a necessary component of net
power supply costs. Deviation these types of costs from levels included in base rates is now reflected in
PCA computations.

¢ Adjusted Distribution of Base Net Power Supply Cediase net power supply costs are distributed
throughout the year based upon the monthly shape of niaedakvenues for purposes of the PCA
deferral calculation.

20072008 PCA: On May 31, 2007, the IPUC approved BQ0072008 PCA filing. The filing increased the
PCA component of customénmates from the theaxisting level, which was $46.8 million loev base rates, to a
level that was $30.7 million above those base rates. This $77.5 million increase was net of $69.1 million of
proceeds from sales of excess,®&@ission allowances. The new rates became effective June 1, 2007.

Emission AllowancesDuring 2007, IPC sold 35,000 $€@mission allowances for a total of $19.6 million. The
sales proceeds allocated to the Idaho jurisdiction were approximately $18.5 million. On April 14, 2008, the
IPUC ordered that $16.4 million of these proceeds, incluititegest, be used to help offset the PCA tupe
balances from the 2062008 PCA. The order also provided that $0.5 million may be used to fund an energy
education program.

In 2005 and early 2006, IPC sold 78,000,8@ission allowances for a total %6 million. The sales
proceeds allocated to the Idaho jurisdiction were approximately $76.8 million. On May 12, 2006, the IPUC
approved a stipulation that allowed IPC to retain ten percent as a shareholder benefit with the remaining 90

percent plus aarrying charge recorded as a customer benefit. This customer benefit was used to partially offset

the PCA trueup balance and was reflected in PCA rates in effect from June 1, 2007, to May 31, 2008.
The bulk of IP@ accumulated excess emission allowanga® sold during the 2065007 period. IPC
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anticipates realizing approximately 14,500 excesge3fission allowances annually for the near future. Tighter
emission restrictions are expected in the long term which may cause IPC to use more emission allowances for its
own requirements and reduce the annual amount of excess emission allowances.

Oregon: On April 30, 2007, IPC filed for an accounting order with the OPUC to defer net power supply costs
for the period from May 1, 2007, through April 30, 2008, in anticipation of higherfilanmab (higher than

base) power supply expenses. In the filiRf; included a forecast of Oreg®rjurisdictional share of excess
power supply costs of $5.7 million. A hearing is set for April 16, 2009.

On April 28, 2006, IPC filed for an accounting order with the OPUC to defer net power supply costs for the perio
of May 1, 2006, through April 30, 2007. A settlement agreement was reached with the OPUC Staff and the
Citizeng Utility Board in the amount of $2 million, which was approved by the OPUC on December 13, 2007.

The timing of future recovery of Oregon pemsupply cost deferrals is subject to an Oregon statute that
specifically limits rate amortizations of deferred costs to six percent of gross Oregon revenue per year. IPCis
currently amortizing through rates power supply costs associated with thennerstegy situation of 2000 and
2001, which is discussed further undeEGAL AND ENVIRONMENTAL ISSUES- Western Energy

Proceeding at the FERE Full recovery of the 2001 deferral is not expected until 2009. The-2008 and the
20072008 deferrals woultlave to be amortized sequentially following the full recovery of the 2001 deferral.

Oregon Power Cost Recovery Mechanisdin August 17, 2007, IPC filed an application with the OPUC
requesting the approval of a power cost recovery mechanism similar lietio PCA. A joint stipulation was
filed with the OPUC on March 14, 2008, and the OPUC approved the stipulation on April 28, 2008.

The stipulation and OPUC order establishgubwer costecovery mechanismith two componentsthe

annual power costpdate (APCU) and the power cost adjustment mechanism (PCAM). The combination of the
APCU and the PCAM allows IPC to recover excess net power supply costs in a more timely fashion than
through the previously existing deferral process.

APCU: The APCU ablws IPC to reestablish its Oregon base net power supply costs annually, separate from a
general rate case, and to forecast net power supply costs for the upcoming water year. The APCU has two
components: th&0ctober Updatéwhere each October IPC calates its estimated normalized net power

supply expenses for the following April through March test period, anfiMlaech Forecasb,where each

March IPC files a forecast of its expected net power supply expenses for the same test period, updated for a
number of variables including the most recent stream flow data and future wholesale electric prices. On June 1
of each year, rates are adjusted to reflect costs calculated in the APCU.

On October 29, 2007, IPC filed the October Update portion of its 26@8Awith the OPUC reflecting the
estimated net power supply expenses for the April 2008 through March 2009 test period. On March 24, 2008,
IPC submitted testimony to the OPUC revising its calculation of the October Update to conform to the
methodology agred to by the parties in the stipulation. IPC also submitted the March Forecast, reflecting
expected hydroelectric generating conditions and forward prices for the April 2008 through March 2009 test
period. The expected power supply costs of $150 mitkpnesented an increase of approximately $23 million
over the October Update.

On May 20, 2008, the OPUC approved 82008 APCU (comprising both the October Update and the March
Forecast) with the new rates effective June 1, 2008. The approved AR@gd @s a $4.8 million, or 15.69
percent, increase in Oregon revenues.

On October 23, 2008, IPC filed the October Update portion of its 2009 APCU with the OPUC. The filing,
combined with supplemental testimony filed on December 1, 2008, reflectsubates associated with 1BC

base net power supply costs would be increased by $1.6 million over the previous October Update, an average
4.55 percent increase. The October Update will be combined with the March Forecast portion of the 2009
APCU, with find rates expected to become effective on June 1, 2009.

PCAM: The PCAM is a trueip to be filed annually in February. The filing calculates the deviation between

actual net power supply expenses incurred for the preceding calendar year and the netgpdyvexpenses
recovered through the APCU for the same period. Under the PCAM, IPC is subject to a portion of the business
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risk or benefit associated with this deviation through application of an asymmetrical deéatb@mdje of
deviations)within which IPC absorbs cost increases or decreases. For deviations in actual power supply costs
outside of the deadband, the PCAM provides for 90/10 sharing of costs and benefits between customers and
IPC. However, a collection will occur only to the extent tha¢sults in IP@ actual return on equity (ROE)

for the year being no greater than 100 basis points belogs 8§t authorized ROE. A refund will occur only

to the extent that it results in IBCactual ROE for that year being no less than 100 basitsgahiove IPG last
authorized ROE. The PCAM rate is then added to or subtracted from the APCU rate, with new combined rates
effective each June 1.

On October 6, 2008, the OPUC provided an order clarifying that the PCAM is a deferral under the @tagsan st
IPC expects that deferrals under the PCAM component will be subject to the six percent limitation on annual
amortization discussed above. IPC had $5.4 million deferred under the PCAM as of December 31, 2008.

IPC expects to make its first PCAMifi on February27,20009.

Fixed Cost Adjustment Mechanism (FCA)

On March 12, 2007, the IPUC approved the implementation of a FCA mechanism pilot prograntsor IPC
residential and small general service customers. The FCA is a rate mechanism desametadPCs

disincentive to invest in energy efficiency programs by separating (or decoupling) the recovery of fixed costs
from the variable kilowathour charge and linking it instead to a set amount per customer. In the FCA, for each
customer class, hnumber of customers is multiplied by a fixed cost per customer. The cost per customer is
based on IP& revenue requirement as established in a general rate case. This authorized fixed cost recovery
amount is compared to the amount of fixed costs dgtrecovered by IPC. The amount of over under

recovery is then returned to or collected from customers in a subsequent rate adjustment. The pilot program
began on January 1, 2007, and runs through 2009, with the first rate adjustment occurrivglgr2008, and
subsequent rate adjustments occurring on June 1 of each year during its term.

On March 14, 2008, IPC filed an application requesting a $2.4 million rate reduction under the FCA pilot
program for the net oveecovery of fixed costs durirg007. On May 30, 2008, the IPUC approved the rate
reduction of $2.4 million to be distributed to residential and small general service customer classes equally on
an energy used basis during the June 1, 2008, through May 31, 2009, FCA year. |IPC $2femsalion of

FCA net underecovery of fixed costs during 2008.

Idaho Energy Efficiency Rider

On March 14, 2008, IPC filed an application with the IPUC requesting an increase to its Energy Efficiency Rider
(Rider), which is the chief funding mechanifon IPC& investment in conservation, energy efficiency and

demand response programs. IPC proposed an increase from 1.5 percent to 2.5 percent of base revenues, or to
approximately $17 million annually, effective June 1, 2008. The application also sauigbtization to

eliminate the current funding caps for residential and irrigation customers, which is expected to result in more
equitable cost recovery between customer classes, and authorization to utilize Rider funding to support customer
programs airad at the installation of smadtale renewable energy projects.

On May 30, 2008, the IPUC approved B@pplication to increase the Rider from 1.5 percent to 2.5 percent of
base revenues, effective June 1, 2008, and approvéd tegliest to eliminatéé caps on the Rider for
residential and irrigation customers. The IPUC denieddP€uest to utilize Rider funding to support

customer programs aimed at the installation of sswle renewable energy projects, but directed IPC to work
with the IPUC $aff and other interested parties to develop a renewable energy program and submit it to the
IPUC for approval.

Prudency Review: In the 2008 general rate case, IPC requested that the IPUC explicitly find tigat IPC
expenditures between 2002 and 200%28 million of funds obtained from the Rider were prudently incurred
and would, therefore, no longer be subjegidtentialdisallowance. The IPUC Staff recommended that the
IPUC defer a prudency determination for these expenditures until IPC was pldeitte a comprehensive
evaluation package ofsiprograms and efforts. IPC contendbdt sufficient information hadlready been
provided to the IPUC Staff for review.

On February 18, 2®) IPC filed a stipulation with the IPUC reflecting an agreement with the IPUC Staff on
$14.3 million of the Rider funds. The IPUC Staff agreed that this portion &ither expenditures were
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prudently incurred IPC and the IPUGtaff agreed taontinueto exchange information and discuss settlement
with regard to the remaining $14.7 millicandIPC will file a pleading with the IPUC by April 1, 2009 seeking
a prudency determination on the remainderesblution with respect to the remaining $14.7ioml cannot be
reached in the proceedings stemming from the April 1, filRg and the IPUC Staffill recommend a
procedure to allow the IPUC to make such a determination.

Depreciation Filings

On September 12, 2008, the IPUC approved a revision @ I@&preciation rates, retroactive to August 1,

2008. The new rates are based on a settlement reached by IPC and the IPUC Staff, and result in an annual
reduction of depreciation expense of $8.5 million ($7.9 million allocated to Idaho) based upon D&&Ember
2006, depreciable electric plant in service.

On October 3, 2008, IPC filed an application with the OPUC requesting that the new depreciation rates
approved in IP@ Idaho jurisdiction be authorized for IBE3Oregon jurisdiction as well. The resut the
Oregon jurisdiction would be a decrease in annual depreciation expense and rates of $0.4Tinidlioratter is
pending and no order has been issuEkiis request was filed in conjunction with the October 3, 2008,
application discussed below fihdvanced Metering Infrastructure (AMd).

On October 22, 2008, IPC filed an application with the FERC requesting thast i@@sed depreciation rates as
approved by the IPUC also be accepted for use in future rate filings made with the FERC. The RRR&lapp
IPCGs application on December 3, 2008. The new depreciation accrual rates will be reflectei QAFT

rates beginning October 1, 2009.

Advanced Metering Infrastructure (AMI)

The AMI project provides the means to automatically retrieve enemguoaption information, eliminating
manual meter reading expense. In the future, the system will support enhancements to allowniaimhe
rates, perform remote connects and disconnects, and collect system operations data enhancing outage
managementgliability efforts and demangide management options.

IPC filed AMI evaluation and deployment reports with the IPUC on May 1 and August 31, 2007, in compliance
with an IPUC order. Consistent with the implementation plan contained in those repotigsiBQered into a
number of contracts for materials and resources that allowed for the AMI implementation to commence in late
2008. IPC intends to install this technology for approximately 99 percent of its customers by the end of 2011.
The executed cdracts do not obligate IPC for any level of purchases and specifically allow IPC to cancel the
contracts in the event that appropriate regulatory treatment regarding cost recovery is not granted.

Idaho: On August 5, 2008, IPC filed an application witle tPUC requesting a Certificate of Public

Convenience and Necessity for the deployment of AMI technology and approval of accelerated depreciation for
the existing metering equipmenthe IPUC approved IR application o February 12, 2009In its application,

IPC estimated the three year investment in AMI to be $71 million. The 2009 revenue requirement impact of the
AMI deployment is estimated to be $12.2 million. The effect on rates will be addressed in subsequent
proceedings

Oregon: On October 3, 2008, IPC filed an application with the OPUC requesting authority to accelerate the
depreciation and recovery of existing meters in the Oregon jurisdiction overranrit8 period beginning

January 2009. The OPUC approved #@quest on Bcember 30, 2008. IRCAMI deployment schedule

calls for the replacement of the Oregon sert@eitory meters around October 20IDhe existing meters will

be fully depreciated prior to their removal from service. The estimated balance of planide aeDecember

31, 2008, attributable to the existing meters is $1.4 million. The approval of this applicatiosinesult

increase of $0.8 million for 2009 in both rates and depreciation expense. This increase will be partially offset by
the requetsfor revised depreciation rates filed in the same application and discussed afidgprieciation

Filings 0 subject to truaup if the depreciation rates the OPUC ultimately approves differ from those that were
approved by the IPUC.

Idaho Pension Expens®©rder

In the 2003 Idaho general rate case, the IPUC disallowed recovery of pension expense because there were no
current cash contributions being made to the pension plan. On March 20, 2007, IPC requested that the IPUC
clarify that IPC can consider futicash contributions made to the pension plan a recoverable cost of service.
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On June 1, 2007, the IPUC issued an order authorizing IPC to account for its defined benefit pension expense on
a cash basis, and to defer and account for pension expense BAG8BEmMployer§Accounting for

Pensionsas a regulatory asset. The IPUC acknowledged that it is appropriate for IPC to seek recovery in its
revenue requirement of reasonable and prudently incurred pension expense based on actual cash contributions.
The regulatory asset created by this order is expected to be amortized to expense to match the revenues received
when future pension contributions are recovered through rates. The deferral of pension expense did not begin
until $4.1 million of past contrilitions still recorded on the balance sheet at December 31, 2006, were expensed.
For 2007, approximately $2.8 million was deferred to a regulatory asset beginning in the third quarter. In 2008,
$7.9 million of pension expense was deferred. IPC did mptest a carrying charge on the deferral balance.

Federal Regulatory Matters

The Bonneville Power Administration Residential Exchange Program:The Pacific Northwest Electric

Power Planning and Conservation Act of 1980, through the Residential Exchaggen®roeas provided access
to the benefits of lovzost federal hydroelectric power to residential and small farm customers of thesegion
investorowned utilities (IOUs). The program is administered by the Bonneville Power Administration (BPA).
Pursuanto agreements between the BPA and IPC, benefits from the BPA were passed through ldaltfiC

and Oregon residential and snfalim customers in the form of electricity bill credits.

On May 3, 2007, the U.S. Court of Appeals for the Ninth Circuit rthatithe settlement agreements entered
into between the BPA and the IOUs (including IPC) are inconsistent with the Northwest Power Act. On May
21, 2007, the BPA notified IPC and six other IOUs that it was immediately suspending the Residential
Exchange Rygram payments that the utilities pass through to their residential andammadustomers in the

form of electricity bill credits. IPC took action with both the IPUC and the OPUC to reduce the level of credit
on its custome@ills to zero, effectivddune 1, 2007.

Since that time IPC has been working with the other northwest #ddgonsumeowned utilities northwest

state public utility commissions and the BPA to craft an agreement so that residential and small farm customers
of IPC can resume sharing in the benefits of the federal Columbia River power system. However, the matter has
yet to be resolvedThe BPA has initiated several public processes, which ultimately will determine whether
benefits will be restored to IPC customers. The most significant of these prarestes establishment of new
residential purchase and sales agreements (RPSAf)a@aldR07 supplemental rate caséhe RPSAs are

intended to replace the settlement agreemauédidated by the coudnd to provide the structure through

which benefits will be shared with the residential and sfaath customers of IOUs. The W7 cag addresses

the calculation of overpayment (if any) of benefits to customers of the I0Us under the settlement agreements
and whether those overpayments must be repaid by a reduction to future benefits.

The BPA issue@ Final Record of Decision (RO@N Setember 4, 2008 to establish new RPSAs and another
ROD on September 22, 2008tine WR07 case. Bgether he RODs continue to reflect no residential exchange
benefits for IP@s residential andmallfarm customers in the foreseeable future. Ha€filed petitions for

review in the U.S. Court of Appeals for the Ninth Circuit challendiath RODs - the RPSAs on November 26,
2008 and the W7 case on December 16, 2008

A mediation process within the Ninth Circuit Court has been initiated in an attesgitlmResidential

Exchange Program issueshe appealgproceedings are being held in abeyance during the mediation précess.
meeting was held on February 12, 2009 between the BPA, I0Us and cormunagt utilities to determine if
there is common grouhnfor an overall settlement of the Residential Exchange Progfavo.additional

meetings are scheduled for March 200@mediation is unsuccessful, briefing schedubdll be set

IPC will continue its efforts to secure future benefits for its custemgince these benefits were passed through
to IPG3 customers, the outcome of this matter is not expected to have an effectofin®ial condition or
results of operations.

OATT: On March 24, 2006, IPC submitted a revised OATT filing with the FERC requesting an increase in
transmission rates. In the filing, IPC proposed to move from a fixed rate to a formula rate, which allows for
transmission rates to be updated each year lmastuhncial and operationaatalPC is required to file

annually with the FERC in its Form IThe formula rate request included a rate of return on equity of 11.25
percent. IPGs filing was opposed by several affected parties. Effective June 1,tB8(ERC accepted IBEC
proposed new rates, subject to refund pending the outcome of the hearing and settlement process.
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On August 8, 2007, the FERC approved a settlement agreement by the parties on all issues except the treatment
of contracts for transission service that contain their own terms, conditions and rates that were in existence
before the implementation of OATT in 1996 (Legacy Agreements). This settlement reduéegriéi®sed

new rates and, as a result, approximately $1.7 million colléctexcess of the settlement rates between June 1,
2006, and July 31, 2007, was refunded with interest in August 2007. As part of the settlement agreement, the
FERC established an authorized rate of return on equity of 10.7 percent.

On August 31, 2007he FERC Presiding Administrative Law Judge (ALJ) issued an initial decision (Initial
Decision) with respect to the treatment of the Legacy Agreements, which would have further reduced the new
transmission rates. IPC, as well as the opposing parties,legplea Initial Decision to the FERC. If

implemented, the Initial Decision would have required IPC to make additional refunds, including interest, of
approximately $5.4 million (including $0.4 million of interest) for the June 1, 2006, through December 31
2008, period. IPC previously reserved this entire amount.

On January 15, 2009, the FERC issued an Order on Initial Decision (FERC Order), which upheld the Initial
Decision of the ALJ in most respects, but modified the Initial Decision in one rebped tinfavorable to IPC.

The decision requires IPC to reduce its transmission service rates to FERC jurisdictional customers.
Furthermore, IPC is required to make refunds to FERC jurisdictional transmission customers in the total amount
of $13.3 millin (including $1.1 million in interest) for the period since the new rates went into effect in June
2006. Based on the FERC Order IPC reserved an additional $7.9 million (including $0.7 million in interest) in
the fourth quarter of 2008, bringing the tataserve amount to $13.3 million. Prior to the FERC Order, the

FERC jurisdictional transmission revenues (net of the $5 million reserve) recorded in the last seven months of
2006, all of 2007 and 2008 were $8.1 million, $13.3 million and $15.8 milliespectively. Under the FERC

Order, the transmission revenues would have been $6.4 million in the last seven months of 2006, $11 million in
2007 and $12.6 million in 200&Refunds were made on February 25, 2009.

IPC filed a request for rehearing with tRERC onFebruary 17, 20Q9IPC believes that the treatment of the

Legacy Agreements conflicts with precedent. The rehearing request asserts that the FERC order is in error by:
(1) requiring IPC to include the contract demands associated with the Legessmdents in the OATT formula

rate divisor rather than crediting the revenue from the Legacy Agreements aga@sdréiR€mission revenue
requirement; (2) concluding that IPC must include the contract demands associated with the Legacy Agreements
rather han the customedsoincident peak demands; (3) concluding that the transmission rate contained in one
or more of the Legacy Agreements was not a discounted rate; (4) failing to consider-thenatary benefits
received by IPC from the Legacy Agreemelfig;concluding that the services provided under the Legacy
Agreements are firm services and therefore should be handled for rate purposes in the same manner as firm
services under the OATT; and (6) failing to affirm the rate treatment that has beeorused egacy

Agreements for approximately 30 yeatRC cannot predict when the FERC will rule on the request for

rehearing or the outcome of this matter.

On August 28, 2008, IPC filed its informational filing with the FERC that contains the annwéwddhe
formula rate based on the 2007 test year. The new rate included in the filing is $18.88ymark#/decrease
of $0.85 per kWyear, or 4.3 percent. The impact of this rate decrease ds fB@nues will depend on
transmission volume sold,hich can be highly variable. New rates were effective October 1, 2B@8Bhas
adjusted its rates tdl8.81perkW-yearin compliance with the January 15, 2009 order.

Transmission Projects

The transmission projects discussed below will be used both blgsgdie transmission customers and to serve
native load consistent with IBREOATT. These facilities will be subject to both the FERC and state public
utility commission regulation and ratemaking policies.

Gateway West Project: IPC and PacifiCorp arf@intly exploring the Gateway West Project to build

transmission lines between Windstar, a substation located near Douglas, Wyoming and Hemingway, a
substation located in the vicinity of Melba and Murphy, Idaho near Boise. The lines would be designed to
increase electrical transmission capacity across southern Idaho in response to increasing customer demand and
growth, along with other transmission service requests. IPC and PacifiCorp have a cost sharing agreement for
expenses associated with the analysisk of the initial phases. IRE share of the initial phase of engineering,
environmental review, permitting and righiisway is approximately $40 million. Initial phases of the project

could be completed by 2014 depending on the timing of Fightgay, acquisition, siting and permitting, and
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construction sequencing. If all initial phases are constructed, IPC estimates that its share of the project costs
could range between $500 million and $600 million. Remaining phases of the project couldthetauhas
demand requires.

Boardman-Hemingway Line: Consistent with the 2006 IRP and requirements and requests of other
transmission customers, IPC is exploring alternatives for the construction ofld/3i@ between

southwestern Idaho and the Nor@st: The BoardmaHemingway Line is expected to relieve existing

congestion by increasing transmission capacity and improving reliability. It will allow for the transfer of up to
1,500 MW of additional energy between Idaho and the Northwest. The jmitjalct phase estimate of $50

million will be funded by IPC and includes the engineering, environmental review, permitting anebfights

way. Cost estimates for the project (including initial phase project estimate and construction costs of the line)
areapproximately $600 million. IPC expects to seek partners for up to 50 percent of the project when
construction commencedhe line has a target-gervice date of June 201Fhe existing transmission station

at the Boardman power plant in Oregon wéhg as the northwest terminal of the project. The Idaho terminal

is the Hemingway substation. IPC and a number of other utilities with proposed regional transmission projects
in the Northwest have signed a letter agreeing to coordinate technical sivd@shave begun. The
Comprehensive Progress Report has been submitted to the WECC for review as part of the ratings process. On
August 28, 2008, IPC filed a notice of intent (NOI) with the Oregon Department of Energy to apply for a site
certificate fa the proposed line. On October 3, 2008, IPC filed a project proposal wittottigern Tier
Transmission Grougost Allocation Committee requesting approval of the allocation of costs and benefits for
the project. IPC does not expect any recommendati@approval by the NTTG until the second half of 2009.
Other planning and project management activities are underway.

On October 22, 2008, IPC and Portland General Electric (PGE) signed a memorandum of understanding (MOU)
as the basis for cooperation the BoardmarHemingway Line and PGE proposed Southern Crossing 500kV
project. The MOU provides the two utilities an opportunity to integrate a portion of the proposed transmission
lines if both projects move forward.

Hemingway Station: Construction ofa new 50€kV station named Hemingway is expected to address growth,
capacity and operating constraints. The station was originally part of the Gateway West Projecdtrburtcthe

of this addition was accelerated to 2010 to help meet forecast deficitmarale reliability Cost estimates for
the project, including rightef-way, permitting and substation interconnections, are approximately $52 million.

Hemingway-Hubbard Transmission Line: As part of the Hemingway Station Project, the Hemingway

Hubbard transmission line is expected to provide power to the Treasure Valley in southwest Idaho by 2010. The
HemingwayHubbard line will consist of a new 23/ double circuit transmission line and convert an existing
138kV transmission line to 23RV. Cost estimates for the project are approximately $25 million.

Public Utility Regulatory Policies Act of 1978

As mandated by the enactment of PURPA and the adoption of avoided cost rates by the IPUC and the OPUC,
IPC has entered into contracts for theghaise of energy from a number of private developers. Under these
contracts, IPC is required to purchase all of the output from the facilities located inside the IPC service territory.
For projects located outside the IPC service territory, IPC is rehtdrpurchase the output that IPC has the

ability to receive at the facilitg requested point of delivery on the IPC system. The IPUC jurisdictional portion
of the costs associated with CSPP contracts are fully recovered through base rates and far FOAC
jurisdictional contracts, projects that generate up to ten average MW of energy on a monthly basis are eligible
for IPUC Published Avoided Costs for up to ay&ar contract term. The OPUC jurisdictional portion of the

costs associated with CSEéntracts is recovered through general rate case filings. For OPUC jurisdictional
contracts, projects with a nameplate rating of up to ten MW of capacity are eligible for OPUC Published
Avoided Costs for up to a 2fear contract term. The Published AvaidCost is a price established by the

IPUC and the OPUC to estimate I@Cost of developing additional generation resources. If a PURPA project
does not qualify for Published Avoided Costs, then IPC is required to negotiate the terms, prices andsonditio
with the developer of that project. These negotiations reflect the characteristics of the individual projects (i.e.,
operational flexibility, location and size) and the benefits to the IPC system and must be consistent with other
similar energy alterriaves.

Ongoing social and political pressure to increase the use of renewable energy is continuing to fuel expansion of
renewable energy incentive programs at both the state and federal level. In addition, it is expected that in early
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2009, the Publishedvoided Costs will be increased by both the IPUC and the OPUC, which will result in the
continuation of a favorable climate for PURPA project development and may require IPC to enter into

additional PURPA agreements. The requirement to enter into addiB&JRPA agreements may result in IPC
acquiring energy at above wholesale market prices, thus increasing costs to its customers. It is highly likely that
the requirement to enter into additional PURPA agreements will add e #€plus during certaimtes of the

year, which could also increase costs todP€listomers.

As of December 31, 2008, IPC had signed agreements to purchase energy from 92 CSPP facilities with contracts
ranging from one to 30 years. Seventye of these facilities, with a conmed nameplate capacity of 267 MW,

were online at the end of 2008; the other 13 facilities, with a combined nameplate capacity of 190 MW, are
projected to come oline in 2009 and 2010. The majority of the new facilities will be wind resources which

will generate on an intermittent basis. During 2008, IPC purchased 756,014 MWh from these projects at a cost
of $45.9 million, resulting in a blended price of 6.1 cents per kilowatt hour.

Integrated Resource Plan

IPCGs integrated resource planning procesedasts IPG load and resource situation for the next twenty years,
analyzes potential suppbide and demanside options and identifies ne@rm and longerm actions. The

IRP is typically updated every two years, however with its acceptance of@BdRP, the IPUC requested that

IPC align the submittal of its next IRP with those submitted by other Idaho utilities. To comply with this
request IPC provided an update on the status of the IRP to both the IPUC and OPUC in June 2008. An IRP
Addendum waslso filed with the OPUC in February 2Q@¢hich specifically addressed the need for the
Boardman to Hemingway Transmission Project. IPC is currently preparing the 2009 IRP, which is expected to
be completed in June 2009.

During the time between resoerplan filings, the public and regulatory oversight of the activities identified in

the IRP allows for discussion and adjustment of the IRP as warranted. IPC continues to analyze and evaluate
the resource plan and make periodic adjustments and correctigiect changes in technology, economic
conditions, anticipated resource development and regulatory requirements. Each of the sections below provides
an update of items identified in the resource planning process.

Peaking Resource: The constructiomf a new simple cycle combustion turbine resource at the Danskin plant
near Mountain Home, Idaho was completed in the first quarter of 2008 and the new generating unit was
available during IPG 2008 summer peak load period. The combustion tugrmades approximately 166

MW of capacity during the summer and up to 200 MW in the winter.

Geothermal RFPs: An RFP for geothermgbowered generation was released in June 2006. IPC identified

U.S. Geothermal, Inc. as the successful bidder in March 2007 basedroposal to supply 45.5 MW of

geothermal energy. In January 2008, the IPUC approved a power purchase agreement for 13 MW (nameplate
generation) from the Raft River Geothermal Power Plant Unit #1 located in southern Idaho. This project began
operatirg in October 2007. Contract negotiations for the remaining 32.5 MW continued throughout 2008,
however uncertainty in the development schedule and final cost made it impossible for the parties to agree on
contract terms and conditions and the negotiatioegss came to a close in late 2008.

In January 2008, IPC released an RFP for 50 to 100 MW of geothermal energy. Proposals were due in March
2008 and as the evaluation process proceeded, all but one of the respondents withdrew their proposals. IPC
compkted the RFP evaluation process on the remaining response, however it was not selected due to the
economics and timing of the presented project.

While the results of the geothermal RFP processes have been disappointing, IPC is continuing to work with
project developers capable of delivering energy to its service area. IPC also continues to monitor developments
in geothermal technology and is hopeful geothermal energy will become an economic and readily available
resource for its customers.

2012 BaseloadResource RFP:In light of adecision to no longer pursue a conventional coal resource in 2013

as identified in the 2006 IRFRC issued an RFP in 208& 300 MW of dispatchable, physically delivered firm

or unit contingent energy to be acquired undergrgpurchase or tolling agreements. A tolling agreement is an
arrangement where one party owns, operates and maintains the generating facility and the other party provides
fuel, pays capacity charges and receives the contracted output from the projeiiminehergy, capacity and
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ancillary services IPC prepared a selfuild proposal for a combinetl/cle combustion turbine, which sesaes

a benchmark resource aisdcompetingn the RFP evaluation process. Proposals were received in October
2008 and & currently being evaluated. This addition is expected to come online in 2012 to meet forecast
deficits as described in the 2006 IRP and the 2008 IRP uplRfeexpects to request approval from the IPUC
relating to the base load resource during the diusirter of 2009, with an IPUC decision expected later this year.

Combined Heat and Power (CHP) RFP:The 2006 IRP included 50 MW of CHP cominglame in 2010. In

April 2008, IPC solicited its large industrial customers to determine the level ofshilei@HP development.

While the level of interest in CHP development has been less than anticipated in the 2006 IRP, IPC continues to
work with parties to explore CHP development opportunities.

Relicensing of Hydroelectric Projects

IPC, like othemtilities that operate nonfederal hydroelectric projects on qualified waterways, obtains licenses
for its hydroelectric projects from the FERC. These licenses last for 30 to 50 years depending on the size,
complexity, and cost of the project. IPC is @ely pursuing the relicensing of the Hells Canyon Complex
(HCC) and Swan Falls projects.

The relicensing costs are recorded and held in construction work in progress until neyearditenses are

issued by the FERC, at which time the charges wittéesferred to electric plant in service. Relicensing costs
and costs related to new licenses will be submitted to regulators for recovery through the ratemaking process.
Relicensing costs of $105 million and $4 million for HCC and Swan Falls, respgctirere included in
construction work in progress at December 31, 2008.

Hells Canyon Complex: The most significant ongoing relicensing effort is the HCC, which provides
approximately twethirds of IPGs hydroelectric generating capacity and 40 perckit$ total generating

capacity. In July 2003, IPC filed an application for a new license in anticipation of the July 2005 expiration of
the therexisting license. IPC is currently operating under an annual license issued by the FERC and expects to
continue operating under annual licenses until the new license is issued.

Consistent with the requirements of the National Environmental Policy Act of 1969, as amended (NEPA), the
FERC Staff issued on August 31, 2007, a final environmental impact statem@hfdiEthe HCC, which the

FERC will use to determine whether, and under what conditions, to issue a new license for the project. The
purpose of the final EIS is to inform the FERC, federal and state agencies, Native American tribes and the
public about te environmental effects of IREproposed operation of the HCC. IPC is reviewing the final EIS
and expects to file comments with the FERC in 2009.

In conjunction with the issuance of the final EIS, on September 13, 2007, the FERC requested formal
consulation under the Endangered Species Act (ESA) with the National Marine Fisheries Service (NMFS) and
the U.S. Fish and Wildlife Service (USFWS) regarding the effect of HCC relicensing on several aquatic and
terrestrial species listed as threatened undde®®e However, formal consultation has not yet been initiated

and NMFS and USFWS continue to gather and consider information relative to the effect of relicensing on
relevant species. IPC continues to cooperate with the USFWS, the NMFS and the FER®oirt tmaddress

ESA concerns.

Because the HCC is located on the Snake River where it forms the border between Idaho and Oregon, IPC has
filed Water Quality Certification Applications, required under section 401 of the Clean Water Act, with the
States ofdaho and Oregon requesting that each state certify that any discharges from the project comply with
applicable state water quality standards. IPC continues to work with Idaho and Oregon to ensure that any
discharges from the HCC will comply with the Besary state water quality standards so that appropriate water
quality certifications can be issued for the project.

The FERC is expected to issue a license order for the HCC once the ESA consultation and the section 401
certification processes are conigie.

Swan Falls Project: The license for the Swan Falls hydroelectric project expires in June 2010. On September

21, 2007, IPC submitted its draft license application to the FERC for public review and comment. The draft
contained projeespecific infomation and the results of environmental studies designed to determine project
effects. Comments were received from the agencies and one Native American tribe and on February 19, 2008, a
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joint meeting was held to address the comments and attempt to rasedgeof disagreement over study results
and proposed mitigation measures. On June 26, 2008, IPC filed a final license application with the FERC. On
July 9, 2008, in conformance with applicable regulations, the FERC issued a Notice of Applicatiored émder
Filing with the Commission, Soliciting Additional Study Requests, and Establishing Procedural Schedule for
Relicensing and a Deadline for Submission of Final Amendments. Pursuant to that notice, state and federal
resource agencies, Native Ameridahes or other interested parties were to file additional study requests with
the FERC by August 26, 2008. Additional study requests were filed by the Shdzaomeck Tribes and the
USFWS. IPC filed responses to these requests on September 26 apd&%e&pectively. The FERC is still
considering the requests from the ShoshBaenock Tribes and the USFWS. On October 7, 2008, IPC

received a request from the FERC to provide clarification and additional information on the Swan Falls license
applicaton. IPC will submit responses to this request by April 7, 2009. The FERC notified IPC on December
4, 2008 that the final license application had been officialtcepted for filing

Shoshone Falls Expansion:On August 17, 2006, IPC filed a license amiment application with the FERC,

which would allow IPC to upgrade the Shoshone Falls project from 12.5 MW to 62.5 MW. The license
amendment is expected to be issued in 2009. In conjunction with the license amendment application, IPC has
filed a water mjhts application which is currently being reviewed byltteho Department of Water Resources
(IDWR).

FERC Market-Based Rate Authority

IPC has FER&pproved marketbased rate authority, which permits IPC to sell electric energy at nzaket

rates rathethan being limited to codtased rates. Every three years, the FERC requires IPC to submit a
fitriennial filingo providing for a review of the conditions under which this mabiated rate authority was

granted to ensure that the rates charged thereanelgust and reasonable. On March 21, 2008, IPC submitted a
filing to FERC showing that IPC continued to meet FER@arketbased rate tests. On June 24, 2008, FERC
accepted IP& filing, which allowed IPC to continue to maintain markased rate authity. 1PCG next
marketbased rates triennial filing is due on June 30, 2010.

LEGAL AND ENVIRONMENTAL ISSUES:

Western Energy Proceedings at the FERCThroughout this report, the terfivestern energy situatioms used

to refer to the California energyisis that occurred during 2000 and 2001, and the energy shortages, high prices
and blackouts in the western United States. High prices for electricity in California and in western wholesale
markets during 2000 and 2001 caused numerous purchaserstiofigleén those markets to initiate proceedings
seeking refunds. Some of these proceedings (the western energy proceedings) remain pending before the FERC
or on appeal to the United States Court of Appeals for the Ninth Circuit (Ninth Circuit).

There ae pending in the Ninth Circuit approximately 200 petitions for review of numerous FERC orders
regarding the western energy situation, including the California refund proceeding, show cause orders with
respect to contentions of market manipulation, andPtEfic Northwest proceedings. Decisions in these

appeals may have implications with respect to other pending cases, including those to which IDACORP, IPC or
IE are parties. IDACORP, IPC and IE intend to vigorously defend their positions in these prgedeot are

unable to predict the outcome of these matters, except as otherwise stated below, or estimate the impact they
may have on their consolidated financial positions, results of operations or cash flows.

California Refund: This proceeding origated with an effort by agencies of the State of California and investor
owned utilities in California to obtain refunds for a portion of the spot market sales from sellers of electricity
into California markets from October 2, 2000, through June 20, 2004pril 2001, the FERC issued an order
stating that it was establishing a price mitigation plan for sales in the California wholesale electricity market.
The FERGs order also included the potential for directing electricity sellers into CaliforniaGaober 2,

2000, through June 20, 2001, to refund portions of their spot market sales prices if the FERC determined that
those prices were not just and reasonable. In July 2001, the FERC initiated the California refund proceeding
including evidentiary harings to determine the scope and methodology for determining refunds. After
evidentiary hearings, the FERC issued an order on refund liability on March 26, 2003, and later denied the
numerous requests for rehearing. The FERC also required the Califatependent System Operator (Cal

ISO) to make a compliance filing calculating refund amounts. That compliance filing has been delayed on a
number of occasions and has not yet been filed with the FERC.
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IE and other parties petitioned the Ninth Circuitfeview of the FERG orders on California refunds. As

additional FERC orders have been issued, further petitions for review have been filed by potential refund payors,
including IE, potential refund recipients and governmental agencies. These casbesdmaconsolidated before

the Ninth Circuit. Since the initiation of these cases, the Ninth Circuit has convened a series of case management
proceedings to organize these complex cases, while identifying and severing discrete cases that can proceed to
briefing and decision and staying action on all of the other consolidated cases.

In its October 2005 decision in the first of the severed cases, the Ninth Circuit concluded that the FERC lacked
refund authority over wholesale electrical energy sales madeu®rnmental entities and ngablic utilities.

In its August 2006 decision in the second severed case, the Ninth Circuit ruled that all transactions that occurred
within the California Power Exchange (CalPX) and the Cal ISO markets were proper soitfeetsefund

proceeding, refused to expand the proceedings into the bilateral market, approved the refund effective date as
October 2, 2000, and required the FERC to consider claims that some market participants had violated
governing tariff obligationstean earlier date than the refund effective date and expanded the scope of the refund
proceeding to include transactions within the CalPX and Cal ISO markets outside the liritma 2ot

market and energy exchange transactions. These latter aspibetsletision exposed sellers to increased

claims for potential refunds.

In 2005, the FERC established a framework for sellers wanting to demonstrate that the generally applicable
FERC refund methodology interfered with the recovery of costs. IE ancthHelé such a cost filing but it was
rejected by the FERC in March 2006. IE and HéQuestedehearing of that rejection and that request remains
pending before the FERC. IE and IPC are unable to predict how or when the FERC might rule on the request
for rehearing, but its effect is confined to the minority of market participants that opted not to join the settlement
described below. Accordingly, IE and IB€lieve this matter will not have a material adverse effect on their
consolidated financial positis, results of operations or cash flows.

On February 17, 2006, IE and IPC jointly filed with the California Parties (Pacific Gas & Electric Company,
San Diego Gas & Electric Company, Southern California Edison Company, the California Public Utilities
Commission, the California Electricity Oversight Board, the California Department of Water Resources and the
California Attorney General) an Offer of Settlement at the FEBifling matters encompassed by the California
refund proceeding, as well as other FERGceedings and investigations relating to the western energy matters,
including IE&s and IP@s cost filing and refund obligatiorA number of other parties, representing a small
minority of potential refund claims, chose to opt out of the settlemendertthe terms of the settlement, IE and
IPC assigned $24.25 million of the rights to accounts receivable from the Cal ISO and CalPX to the California
Parties to pay into an escrow account for refunds to settling parties. Amounts from that escrowfoot used
settling parties and $1.5 million of the remaining IE and IPC receivables that are to be retained by the CalPX are
available to fund, at least partially, payment of the claims of anysatiting parties if they prevail in the

remaining litigation othis matter. Any excess funds remaining at the end of the case are to be returned to IPC
and IE. Approximately $10.25 million of the remaining IE and IPC receivables was paid to IE and IPC under
the settlement. In addition, the California Parties rel@ds and IPC from other claims stemming from the
western energy market dysfunctions. HERC approved the Offer of Settlement on May 22, 2006.

On October 24, 2006, the Port of Seattle petitioned the Ninth Circuit for review of the FERC orders approving

the settlement. On October 25, 2007, the Ninth Circuit lifted the stay as to the Port ofsSajptéal along

with two other cases and severed the three cases from the remainder of the consolidated cases. On December 2,
2008, the Ninth Circuit filedmorder dismissing the Port of Seattle petitions for review. That dismissal order is

now final.

Market Manipulation: As part of the California refund proceedidigcussed abowvend the Pacific Northwest
refund proceeding discussed below, the FERC isanemtder permitting discovery and the submission of
evidence regarding market manipulation by sellers during the western energy sit@atidane 25, 2003, the
FERC orderednore tharb0 entities that participated in the western wholesale power makigtedn January
1, 2000, and June 20, 2001, including IPC, to show cause why certain trading practices did not constitute
gaming figaming) or other forms of proscribed market behavior in concert with another pipestriership)

in violation of the Cal 1® and CalPX Tariffs. In 2004, the FERC dismissediatnership show cause
proceeding against IPC. The order dismissing IPC fronighenership proceedings was not the subject of
rehearing requests and is now final. Later in 2004, the FERC aplamettiement of thigaming proceeding
without finding of wrongdoing by IPC. The Port of Seattle was the only party to appeal the FERC orders
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approving théigaming settlement. ODecember 8, 2008, the Ninth Circuit issued an order dismissing that
appeal. The dismissal order is now final

The orders establishing the scope of the show cause proceedings are presently the subject of review petitions in
the Ninth Circuit. In addition to the two show cause orders, on June 25, 2003, the FERC alsaissded a
instituting an investigation of anomalous bidding behavior and practices in the western wholesale markets for
the time period May 1, 2000, through October 1, 2000, to enable it to review evidence of economic withholding
of generation. IPC, alongithi more thar60 other market participants, responded to the FERC data requests.
The FERC terminated its investigations as to IPC on May 12, 2004. Although California government agencies
and California investeowned utilities have appealed the FER@rmination of this investigation as to IPC and
more tharB0 other market participants, the claims regarding the conduct encompassed by these investigations
were released by these parties in the California refund settlement discussed above. |E andniddfeaie u

predict the outcome of these matters, but believe that the releases govern any potential claims that might arise
and thathis matter will not have a material adverse effect on their consolidated financial positions, results of
operations or castows.

Pacific Northwest RefundOn July 25, 2001, the FERC issued an order establishing a proceeding separate from
the California refund proceeding to determine whether there may have been unjust and unreasonable charges for
spot market sales in the FfeNorthwest during the period December 25, 2000, through June 20, 2001,
becausehe spot market in the Pacific Northwest was affected by the dysfunction in the California. miarket

late 2001, a FERC Administrative Law Judge concluded that the caniéttaissue were governed by the

substantially more stridflobile-Sierrastandard of review rather than the just and reasonable standard, that the
Pacific Northwest spot markets were competitive and that refunds should not be allowed. After tfe Judge
recommendation was issued, the FERC reopened the proceeding to allow the submission of additional evidence
directly to the FERC related to alleged manipulation of the power market by market participants. In 2003, the
FERC terminated the proceeding andluhed to order refunds. Multiple parties filed petitions for review in the

Ninth Circuit and in 2007 the Ninth Circuit issued an opinion, remanding to the FERC the orders that declined

to require refunds. The Ninth Circédtopinion instructed the FERC tonsider whether evidence of market
manipulation would have altered the ageBsayonclusions about refunds and directed the FERC to include sales

to the California Department of Water Resources proceeding. A number of parties have sought rehearing of the
Ninth Circuitts decision. IE and IPC intend to vigorously defend their positions in this proceeding, but are

unable to predict the outcome of this matter or estimate the impact it may have on their consolidated financial
positions, results of operations cash flows.

In separate western energy proceedings, the Ninth Circuit issued two decisions on December 19, 2006,
regarding the FERE& decision not to require repricing of certain lgagm contracts. Those cases originated

with individual complaintsigainst specified sellers that did not include IE or IPC. The Ninth Circuit remanded
to the FERC for additional consideration the agémeyge of restrictive standards of contract review. In its
decisions, the Ninth Circuit also questioned the validitthe FER@ administration of its markditased rate

regime. On June 26, 2008, the U.S. Supreme Court issued a decision in one of these cases, Morgan Stanley
Capital Group Inc. v. Public Utility District No. 1 of Snohomish County (Ne1@67) (Snohomish)and

revisited and clarified thBlobile-Sierradoctrine in the context of fixethte, forward power contracts. At issue
was whether, and under what circumstances, the FERC could modify the rates in such contracts on the grounds
that there was a dysfunctial market at the time the contracts were executed. In its decision, the Supreme
Court disagreed with many of the conclusions reached by the Ninth Circuit and upheld the application of the
Mobile-Sierradoctrine even in cases in which it is alleged thatmarkets were dysfunctional. The Supreme
Court nonetheless directed the return of the case to the FERC to (i) consider whether the challenged rates in the
case constituted an excessive burden on consumers either at the time the contracts were dormgd e

term of the contracts relative to the rates that could have been obtained after elimination of the dysfunctional
market and (ii) clarify whether it found the evidence inadequate to support a claim that one of the parties to a
contract under caideration engaged in unlawful market manipulation that altered the playing field for the
particular contract negotiationghat is, whether there was a causal connection between allegedly unlawful
activity and the contract rate. On November 3, 2008Nihth Circuit vacated its earlier decision and remanded
the case to the FERC for further proceedings consistent with the Supremé Geaigion. On December 18,

2008, the FERC issued its order on remand, establishing settlement proceedings andigapggirbeedures to
supplement the record and permit it to respond to the questions specified by the Supreme Court.

56



This decision is expected to have general implications for contracts in the wholesale electric markets regulated
by the FERC, and particad implications for forward power contracts in such markets. The Snohomish decision
upholds the application of thdobile-Sierradoctrine to fixedrate, forward power contracts even in allegedly
dysfunctional markets.

IPC and IE have asserted tk@bile-Sierradoctrine in the Pacific Northwest proceeding, involving spot market
contracts in an allegedly dysfunctional market. IDACORP, IPC and IE are unable to predict how the FERC will
rule on Snohomish on remand or how this decision will affect the outobthe Pacific Northwest proceeding.

Sierra Club Lawsuit-Bridger: In February 2007, the Sierra Club and the Wyoming Outdoor Council filed a
complaint against PacifiCorp in federal district court in Cheyenne, Wyoming alleging violations of air quality
opacity standards at the Jim Bridger efiedd plant in Sweetwater County, Wyoming. Opacity is an indication

of the amount of light obscured by the flue gas of a power plant. A formal answer to the complaint was filed by
PacifiCorp on April 2, 2007, iwhich PacifiCorp denied almost all of the allegations and asserted a number of
affirmative defenses. IPC is not a party to this proceeding but hasthimhewnership interest in the plant.
PacifiCorp owns a twahirds interest in and is the operatditlee plant. The complaint alleges thousands of
opacity permit limit violations by PacifiCorp and seeks a declaration that PacifiCorp has violated opacity limits,
a permanent injunction ordering PacifiCorp to comply with such limits, civil penaltiestof$§2,500 per day

per violation, and reimbursement of the plaidf€osts of litigation, including reasonable attorney fees.

Discovery in the matter was completed on October 15, 2007. Also in October 2007, the plaintiffs and defendant
filed crossmotions for summary judgment on the alleged opacity compliance status of the plant. The court has
not yet ruled on these motions. On July 7, 2008, the plaintiffs filed a motion requesting the court to schedule a
date for oral argument on the pending motifmissummary judgment. On July 17, 2008, PacifiCorp filed an
opposition to plaintiffémotion based on the coétorder on Initial Pretrial Conference, which stated that
fidispositive motions will be decided on the briefs without oral argudmedih Novenber 19, 2008, the

plaintiffs filed a motion to refer the pending motions for summary judgment to magistrate judge for
recommendation decision. On December 2, 2008, PacifiCorp filed an opposition to psaindiffon. The

court has yet to rule on eitherotion filed by the plaintiffs. IPC continues to monitor the status of this matter

but is unable to predict the outcome of this matter or estimate the impact it may have on its consolidated
financial position, results of operations or cash flows.

Sierra Club Lawsuit i Boardman: On September 30, 2008, Sierra Club and four othespmofit corporations

filed a complaint against Portland General Electric Company (PGE) in the U.S. District Court for the District of
Oregon alleging opacity permit limit violahs at the Boardman cefited power plant located in Morrow

County, Oregon. The complaint also alleges violations of the Clean Air Act, related federal regulations and the
Oregon State Implementation Plan relating to BGI®nstruction and operationtbe plant. The complaint

seeks a declaration that PGE has violated opacity limits, a permanent injunction ordering PGE to comply with
such limits, injunctive relief requiring PGE to remediate alleged environmental damage and ongoing impacts,
civil penalties of up to $32,500 per day per violation and the plaidtfist of litigation, including reasonable
attorney fees. IPC is not a party to this proceeding but has a 10 percent ownership interest in the Boardman
plant. PGE owns 65 percent and is the afmerof the plant.

On December 5, 2008, PGE filed a motion to dismiss nine of the twelve claims asserted by plaintiffs in their
complaint, alleging among other arguments that certain claims are barred by the statute of limitations or fail to
state a clainupon which the court can grant relief. Plainfiffssponse to the motion is diviarch § 2009 and

PGEs reply is due April 3, 2009. IPC intends to monitor the status of this matter but is unable to predict its
outcome or what effect this matter maywéan its consolidated financial position, results of operations or cash
flows.

Oregon Trail Heights Fire: On August 25, 2008, a fire ignited beneath an IPC distribution line in Boise,
Idaho. It was fanned by high winds and spread rapidly, resultiogaérdeath, the destruction of 10 homes and
damage or alleged fire related losses to approximately 30 others. Following the investigation, the Boise Fire
Department determined that the fire was linked to a piece of line hardware on onésodiif@butian poles

and that high winds contributed to the fire and its resultant damage.

IPC has received notice of claims from a number of the homeowners and their insurers and is continuing its
investigation of these claims. IPC is insured up to policy limitinagéability for claims in excess of its self
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insured retention. IPC has accrued a reserve for any loss that is probable and reasonably estimable, including
insurance deductibles, and believes this matter will not have a material adverse effeatrmsoltdated
financial position, results of operations or cash flows.

Other Legal Proceedings: From time to time IDACORP and IPC are parties to legal claims, actions and
complaints in addition to those discussed above and in Note 7 to IDAGGRE IPCs Consolidated Financial
Statements. Although they will vigorously defend against them, they are unable to predict with certainty
whether or not they will ultimately be successful. However, based on the confvailestion, they believe

that the resolutin of these matters, taking into account existing reserves, will not have a material adverse effect
on IDACORRs or IPGs consolidated financial positions, results of operations or cash flows.

Environmental Issues

Idaho Water Management Issues:Since 200 Idaho has experienced below normal precipitation and stream
flows which have exacerbated a developing water shortage in Idaho, manifested by a number of water issues
including declining Snake River base flows and declining levels in the Eastern SaakAdlifer (ESPA), a

large underground aquifer that has been estimated to hold betweeB@Dillion acre feet (maf) of water.

These issues are of interest to IPC because of their potential impacts on generatién latdR@lectric

projects.

As aresult of declines in river flows, in 2003 several surface water users filed delivery calls with the IDWR,
demanding that it manage ground water withdrawals pursuant to the prior appropriation doéfiietinftime is

first in rightdo and curtail jundr ground water rights that are depleting the aquifer and affecting flows to senior
surface water rights. These delivery calls have resulted in several administrative actions before the IDWR to
enforce senior water rights as well as judicial actions keefor state court challenging the constitutionality of state
regulations used by the IDWR to conjunctively administer ground and surface water rights. Because IPC holds
water rights that are dependent on the Snake River, spring flows and the overtibea@idhe ESPA, IPC

continues to monitor and participate in these actions, as necessary, to protect its water rights.

One such action relates to the Milner hydroelectric project which is owned by the North Side Canal Company
(NSCC) and the Twin Falls @al Company (TFCC). In 1990, IPC entered into a contract with the owners

relating to the construction and operation of a power plant at Milner Dam. To facilitate the rehabilitation of the
Milner dam, IPC and NSCC/TFCC jointly filed for, and were issa@eBERC license for a hydroelectric project

at the dam. IPC constructed and operates the project, and participated in the financing of the dam rehabilitation.
NSCC and TFCC filed an application for a water right for the project and were issued an ap@ievedht

permit by the IDWR in 1993. The permit contained a condition subordinating the water right to all

ficonsumptive beneficial uses of water, other than hydropower and groundwater récSamge.the issuance

of the permit, the NSCC and TFCC leadelivered water to and IPC has operated the Milner project under the
FERC license. On October 20, 2008, the IDWR issued a water right license for the project that changed the
subordination condition in the permit by deleting the reference to groundwakerrge, thereby subordinating

the water right to groundwater recharge. On November 4, 2008, NSCC and TFCC filed a petition for hearing
with IDWR contesting the change in the subordination condition. The IDWR has appointed a hearing officer
and severgparties have petitioned to intervene in the case. A hearing date has not been set on the petition. IPC
is monitoring but is unable to predict the outcome of the administrative action.

IPC, together with other interested water users and state intatsstspntinues to explore and encourage the
development of a lonrterm management plan that will protect the ESPA and the Snake River from further
depletion. On February 14, 2007, the Idaho Water Resource Board (IWRB) presented the framework for an
ESPA management plan to the Idaho Legislature recommending the development of a Comprehensive Aquifer
Management Plan (CAMP). The proposed goal of the CAMP is to sustain the economic viability and social and
environmental health of the ESPA by adaptively mamggi balance between water use and supplies. Through
House Concurrent Resolution 28 and House Bill 320, the 2007 Idaho Legislature appropriated funds and
directed the IWRB to proceed with the development of the CAMP. Pursuant to the IWRB recommendation i
the CAMP Framework, an advisory committee has been established to make recommendations to the IWRB on
the development of the CAMP. IPC sits on the CAMP advisory committee. In December 2008, the CAMP
Advisory Committee submitted a draft CAMP to the IWRMB consideration. The IWRB took public comments

on the draft CAMP and by resolution dated January 29, 2009 adopted the CAMP and submitted it to the Idaho
Legislature for approval. IPC submitted comments to the IWRB supporting the CAMP. If the Legislature
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approves and funds implementation of the CAMP, IPC will serve on the CAMP Implementation Committee and
assist with the development and implementation of CAMP projects that provide benefits to Snake River water
quality and flows through the maintenance antiancement of aquifer and spring levels.

IPC is also engaged in the Snake River Basin Adjudication (SRBA), a general stream adjudication, commenced
in 1987, to define the nature and extent of water rights in the Snake River basin in Idaho, includaterthe

rights of IPC. The initiation of the SRBA resulted from the Swan Falls Agreement, an agreement entered into
by IPC and the Governor and Attorney General of Idaho in October 1984 to resolve litigation relatingto IPC
water rights at its Swan Faltsoject. IPC has filed claims to its water rights for hydropower and other uses in
the SRBA. Other water users in the basin have also filed claims to water rights. Parties to the SRBA may file
objections to water right claims that adversely affechjuré their claimed water rights and the Idaho District
Court for the Fifth Judicial District, which has jurisdiction over SRBA matters, then adjudicates the claims and
objections and enters a decree defining a fawwater rights. IPC has filed claimar fall of its hydropower

water rights in the SRBA, is actively protecting those water rights, and is objecting to claims that may
potentially injure or affect those water rights. One such claim involves a notice of claim of ownership filed on
December 222006, by the State of Idaho, for a portion of the water rights held by IPC that are subject to the
Swan Falls Agreement.

On May 10, 2007, in order to protect its claims and the availability of water for power purposes at its facilities,
and in respons@tthe claim of ownership filed by the State of Idaho, IPC filed a complaint and petition for
declaratory and injunctive relief regarding the status and nature & WPaGer rights and the respective rights

and responsibilities of the parties under the i5Walls Agreement. The complaint was filed in the Idaho

District Court for the Fifth Judicial District, the court with jurisdiction over the SRBA, against the State of
Idaho, the Governor, the Attorney General, the IDWR and the Director of the IDWR.

In conjunction with the filing of the complaint and petition, IPC filed motions with the court to stay all pending
proceedings involving the water rights of IPC and to consolidate those proceedings into a single action where all
issues relating to the Swan Balgreement can be determined.

IPC alleged in the complaint, among other things, that contrary to the phdiies at the time the Swan Falls
Agreement was entered into in 1984, the Snake River basin above Swan Falls vagpoveriated and as a
corsequence there was not in 1984, and there currently is not, water available for new upstream uses over and
above the minimum flows established by the Swan Falls Agreement; that because of this mutual mistake of fact
relating to the oveappropriation of tha basin, the Swan Falls Agreement should be reformed; that th@s state
December 22, 2006, claim of ownership to ®@ater rights should be denied; and that the Swan Falls
Agreement did not subordinate IBGvater rights to aquifer recharge.

On April 18,2008, the court issued a Memorandum Decision and Order onKaigms for Summary

Judgment upholding the Swan Falls Agreement. Under the Swan Falls Agreement, water rights in excess of the
minimum flows established by the agreement are held in trusigb$tate of Idaho for the use and benefit of

IPC and the people of the State of Idaho. Water above these minimum flows is available for subsequent
consumptive beneficial uses that are approved in accordance with state law. The court further behkthat t
extent that the state is not meeting the minimum flows or it is anticipated that the minimum flows will not be
met, IP@s water rights that are held in trust are not available for subsequent appropriations and that any
appropriations already in placeay be subject to curtailment in order to meet the minimum flows. The court
found that it was not necessary to address the issue of mutual mistake of fact relating todpproyeration

of the basin because it found that it was water rights thattiwersubject of the trust arrangement and not the
water itself. The court also stated that issues relating to water availability relate to the administration of water
rights and should be addressed, as necessary, in an administrative action beforeRhe IDW

The court did not decide the issue of whether the Swan Falls Agreement subordinéeddfCrights to
groundwater recharge. The State of Idaho and IPC filed summary judgment motions on the recharge issue and
completed briefing on the issue. Theud held a hearing on December 4, 2008 on the summary judgment
motions. After argument, the court took the matter under advisement. IPC is unable to predict how the court
will rule on the issue of whether the Swan Falls Agreement subordinatés W rights to groundwater

recharge. Based upon recent developments, however, resolution of that issue is not expected to have a
significant effect on the availability of water to IBChydropower facilities. IPC is cooperating with the State of
Idaho and ther water users through an advisory committee in the development of the CAMP to protect and
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enhance water levels in the ESPA and the connected Snake River. While many CAMP committee members had
early expectations that groundwater recharge would be #dicggr component of the plan and believe that
groundwater recharge is a very higtiority issue, further study and review has revealed that significant
groundwater recharge is not feasible due to the complex hydrogeology of the ESPA, the lack afdnfrastr

and the requirement of compliance with water quality and other environmental staf@@dscurrently

engaged in a three to five year pilot study, in cooperation with IDWR and various water users, to determine the
temporal and spatial impactedior benefits of recharging a maximum of 30,000 deet of water downstream

of American Falls Reservoir on the ESPA and the Snake River.

IPC has also filed an action in federal court against the United States Bureau of Reclamation to enforce a
contractright for delivery of water to its hydropower projects on the Snake River. In 1923, IPC and the United
States entered into a contract that facilitated the development of the American Falls Reservoir by the United
States on the Snake River in southeaahtd This 1923 contract entitles IPC to 45,000-éee¢ of primary

storage capacity in the reservoir and 255,000-fsmtof secondary storage that was to be available to IPC
between October 1 of any year and June 10 of the following year as necessaigtain specified flows at

IPC& Twin Falls power plant below Milner Dam. [IPC believes that the United States has failed to deliver this
secondary storage, at the specified flows, since 2001. As a result, IPC filed an action in the U.S. District Court
of Federal Claims in Washington, D.C. on October 15, 2007 to recover damages from the United States for the
lost generation resulting from the reduced flows. On September 30, 2008, IPC filed an amended complaint in
which IPC seeks, in addition to damad@sbreach of the 1923 contract, a prospective declaration of contractual
rights so as to prevent the United States from continued failure to fulfill its contractual and fiduciary duties to
IPC. On October 2, 2008, the court set a discovery scheduleimgghat discovery be completed and-rial

motions filed by October 1, 2009. The court will then set the matter for trial. IPC is unable to predict the
outcome of this action.

Air Quality Issues

IPC owns two natural gas combustion turbine powentpland ceowns three codired power plants that are

subject to air quality regulation. The natural-§jeed plants, Danskin and Bennett Mountain, are located in

Idaho. The codfired plants are: Jim Bridger (33 percent interest) located in WyorBioardman (ten percent
interest) located in Oregon; and Valmy (50 percent interest) located in Nevada. The Clean Air Act establishes
controls on the emissions from stationary sources like those owned by IPC. The Environmental Protection
Agency (EPA) adopt many of the standards and regulations under the Clean Air Act, while states have the
primary responsibility for implementation and administration of these air quality programs. IPC continues to
actively monitor, evaluate and work on air quality issuersgining to the Clean Air Mercury Rule (CAMR),

possible legislative amendment of the Clean Air Act, emerging greenhouse gas and climate change programs at
the federal, regional and state levels, New Source Review (NSR) permitting, National AmbientlAyr Qua
Standards (NAAQS), and Regional HazBest Available Retrofit Technology (RH BART). Installation of low
nitrogen oxide (NOXx) burner technology and ofiexd upgrades has been completed at the Valmy plant.
Installation of low NOx burners on all fogoatfired units at the Jim Bridger plant is in progress. Sulfur

dioxide (SQ) scrubber upgrade projects also have started on unit four at the Jim Bridger plant and scrubber
upgrade projects on the other three units at the plant will occur over thihreexiyears. Mercury continuous
emission monitoring systems (mercury CEMS) have been installed on all of tHeedainits at the Jim

Bridger, Boardman and Valmy plants and tests to confirm the accuracy of the data being collected are currently
undervay.

National Ambient Air Quality Standards: In July 1997, the EPA adopted new NAAQS for ozorbdBr

ozone standard) and fine particulate matter of less than 2.5 micrometers in diameter (PM2.5 standard).
Regulations promulgated by the EPA to implentbese NAAQS have been challenged and portions have been
remanded back to the EPA for reconsideration. The EPA and state efforts to implement the NAAQS adopted in
1997 are ongoing. For example, on May 8, 2008, the EPA issued a final rule implementi&Rtbeogram for
emissions of PM2.5. This rule establishes the framework for requiring preconstruction permit review of PM2.5
emissions from new or modified major stationary sources such as the power plants owned by IPC. All of the
counties in Idaho, Orem, Nevada and Wyoming where 1&(power plants operate currently are designated as
meeting attainment with-Bour ozone and PM2.5 standards adopted by the EPA in 1997.

In December 2006, the EPA revised the NAAQS for PM2.5. This new standard has Bemgetidy a

number of groups in the U.S. Court of Appeals for the D.C. Circuit. On December 22, 2008, the EPA
designated areas as attainment, nonattainment and unclassifiable for the revised PM2.5 NAAQS. All of the
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counties in Idaho, Nevada, Oregon aigoming where IPG power plants operate were designated as meeting
attainment with the revised PM2.5 NAAQS. The impact of the new standard will not be known until the
judicial appeals are completed and the associated regulatory programs are promaothatgdesnented.

In March 2008, the EPA promulgated a final regulation which revised-ttmiBozone NAAQS. For the

primary (healthbased) standard, the EPA lowered the standard from 0.08 parts per million (ppm) to 0.075 ppm.
Under the EP#&s finalrule, states must make recommendations to the EPA by March 2009 for areas to be
designated attainment, nonattainment and unclassifiable. Several states, environmental organizations and
private parties have challenged the EPfegulation. The impact die¢ revised standard will not be known

until data is collected, analyzed, and released to the public, the judicial appeals are completed and the associated
regulatory programs are promulgated and implemented. The EPA is expected to make final air quality
designations by March 2010.

Clean Air Mercury Rule: The CAMR, issued by the EPA on March 15, 2005, limits mercury emissions from
new and existing codired power plants and creates a maiftk@ted camandtrade program that will

permanently cap utilitynercury emissions. On February 8, 2008, the U.S. Court of Appeals for the D.C. Circuit
vacated the CAMR and remanded it back to the EPA for reconsideration consistent with tise court
interpretation of the Clean Air Act. The EPA and an industry tradecegi®on subsequently filed requests with

the U.S. Supreme Court to review the D.C. Cidsuitecision. On February 6, 2009, the EPA filed a motion

with the Court to withdraw its requestd on February 23, 2009, the Court denied the industry trade

assocationds request It is possible that the decision to remand the CAMR back to the EPA for reconsideration
could result in the EPA developing maximum achievable control technology standards for mercury emissions
from coalfired power plants. It also is psible that the cou@ decision could result in changes to the mercury
reductions required by the states in which IPC has partial ownership interestsfirecopbwer plants. In

2008, the State of Oregon adopted a mercury rule requiring Boardmamni¢e redrcury emissions by 90

percent or meet an emission rate of 0.6 Ibs/trillion BTU by July 2012. The state is now considering allowing up
to a two year extension. IPC continues to monitor Wyoming and Nevada actions on mercury emissions. IPC is
unableto predict at this time what actions the EPA or the other states may take in response todhe court
decision or any resulting impacts to IPC.

Clean Air Interstate Rule (CAIR): The CAIR, issued by the EPA on March 10, 2005, establishes a permanent
cap onemissions of NOx and S@rimarily from power plants in 28 eastern states and the District of Columbia.
While the CAIR does not apply to any of the power plants owned by IPC, it is an important rule for the electric
utility industry because of its broagbplicability and its close relation to the CAMR. The CAIR was subjected

to legal challenges by a number of states, industry, and environmental groups. On July 11, 2008, the U.S. Court
of Appeals for the D.C. Circuit vacated the CAIR. On December Z8,28e U.S. Court of Appeals for the

D.C. Circuit issued an order reinstating the CAIR for a temporary period of time until the EPA can address the
legal defects identified in the co&stluly 11, 2008 decision. While reinstating the CAIR will tempaoradlow

the CAIR to remain in effect, the full impacts of this court ruling will not be fully understood until any future
appeals are resolved or until such time as the EPA and/or individual states respond tod@heutiagrt

Regional Hazei Best Available Retrofit Technology: In accordance with federal regional haze rules, the
Wyoming Department of Environmental Quality (WDEQ) and the Oregon Department of Environmental

Quality (ODEQ) are conducting an assessment of emission sources pursuant to a RigrBédes. Codired

utility boilers are subject to RH BART if they were built between 1962 and 1977 and affect any Class | areas.
This includes all four units at the Jim Bridger plant and the Boardman plant. The two units at the Valmy plant
were consucted after 1977 and are not subject to the federal regional haze rule. The states are also working on
reasonable progress towards a long term strategy to reduce regional haze in Class | areas to natural conditions
by the year 2064.

PacifiCorp submittethe RH BART application for the Jim Bridger plant in January 2007. The WDEQ is still
evaluating the application and will request public comment. If there are no appeals to the application, the
WDEQ will prepare a State Implementation Plan (SIP) to ptasethe Wyoming Environmental Quality

Council for approval and submittal to the EPA. The plant is already in the process of installing low NOx

burners and scrubber upgrades that are proposed in the application. Over the next four ysasisail® Gf

these upgrade expenditures are currently estimated at $23.9 million, with a total upgrade expenditures estimated
at $34.3 million. IPC and Pacificorp have been meeting with the WDEQ to dibeysstentialfor additional

RH BART and reasonable progresgquiements for the Jim Bridger plarit.is possible that additional capital
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expenditures would be required to satisfy these additional requirements, however, IPC is not able to quantify
these expenditures at this time.

On August 20, 2008, the ODEQ issue draft RH BART proposal for the Boardman plant that, if adopted,

would require the installation of significant emission controls beginning in 2011. The pollution control
requirements proposed by the ODEQ for RH BART and the long term strategy argtedtioncost

approximately $59 million (IPC share). |IBGshare of the cost to comply with the proposal would be
approximately $38 million by 2014 with an additional $21 million by 20Ihi&tallation of this pollution control
equipment would require extded maintenance outages. On December 17, 2008, PGE proposed amendments
to the ODEQ proposal, including an alternative of decommissioning thdihlinit at the Boardman plant

subject to RH BART by the end of 2020 in lieu of install®@, emissions ontrols by 2014. PGE also

proposed including an alternative that would allow it to decommission the same unit in 2029 in lieu of installing
additional NOx emission controls by 2017he ODEQ is expected to finalize its RH BART determination in

April 2009. PGE has indicated that the costs required pursuant to RH BART, together with any taxes, emission
fees and other costs that may be imposed under future laws related to climate change could require an
investment in excess of what the plant can econoryisafport.

Greenhouse GasedPC continues to monitor and evaluate national, regional, or state greenhouse gas (GHG)
proposals and programs as well as judicial decisions that would affect electric utilities. At the federal level,
numerous GHG bills wenatroduced in the U.S. Senate and House of Representatives during 2008, including
the Climate Security Act of 2008 (S. 3036), which was debated on the Senate floor in June 2008 but not voted
on. The new administration has requested the development déderal proposals by Congress and the EPA
that could lead to the adoption of a mandatory program to reduce GHG emissions through, for example, an
economywide capandtrade program, a carbon tax or a combination of both. Debate continues on the
direction scope and timing of U.S. policy on the regulation of GHG emissions.

The states of Arizona, California, Montana, New Mexico, Oregon, Utah and Washington, along with the
provinces of British Columbia, Manitoba, Ontario and Quebec, Canada, have fornvgddtezn Regional
Climate Action Initiative (WCI). On August 22, 2007, the WCI partners released their regional goal to
collectively reduce GHGs 15 percent below 2005 levels by 2020. The WCI partners have agreed to design a
regional markebased multsedor mechanism to help achieve the goal. On September 23, 2008, the WCI
issued its design recommendations to reduce GHG emissions from the electricity generating industry. The
recommendations by the WCI include a-@aqitrade program for the electricigenerating industry which

would apply to instate electricity generators and the first jurisdictional deliverer of electricity into a WCI
partner state. The states of Idaho, Nevada and Wyoming have not joined the WCI. It is possible that these
states inwhich IPC owns fossil fuefired electricity generation facilities or sells electricity could join the WCI

in the future.

Oregon passed the Global Warming Integration Act in June 2007, which among other things, established the
Oregon Global Warming Comnsi®n and statevide GHG emission reduction goals. On May 3, 2007,

Washington enacted legislation creating GHG emission reduction and clean energy goals. Emission performance
standards affecting electric utility contracts and power plant projects andeacl On September 27, 2006,

Californias governor signed into law the Global Warming Solutions Act of 2006 (AB32), which established GHG
reduction goals and a framework for achieving these goals. On December 11, 2008, the California Air Resources
Board(CARB) approved a scoping plan that provides a framework for implementingandarade program for

the electricity generating sector pursuant to AB 32. The scoping plan subjects the electricity generating sector,
including electricity imports from owtf-state generation, to an emissions cap beginning in 2012. Based on the
requirements of AB32, regulations to implement thataagtrade program need to be developed by January 1,
2011. Other regional and state GHG initiatives appear likely, althdwegétates of Idaho, Nevada, and Wyoming

have not adopted GHG legislation.

In April 2007, the U.S. Supreme Court issued its decisidvidasachusetts v. Environmental Protection Agency

a case involving the ERA authority to regulate carbon dioxided,) emissions from motor vehicles under the
Clean Air Act. The Court held that, with respect to mobile sources, the EPA has authority under the Clean Air
Act to regulateCO; as a pollutant and that the EPA has a duty to determine wh@fhermissions contrilite to
climate change or provide some reasonable explanation why it will not exercise its authority. The decision,
combined with stimulus from state, regional and federal legislative and regulatory initiatives, judicial decisions
and other factors may lédo a determination by the EPA to regul@®, emissions from stationary sources,
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including electricity generators. On March 27, 2008, the EPA announced that it would issue an advanced notice
of proposed rulemaking (ANPR) to solicit public input on weetBHG emissions should be regulated from both
mobile and stationary sources under the Clean Air Act. On June 26, 2008, the U.S. Court of Appeals for the D.C.
Circuit denied the request of Attorneys General from 17 states to require the EPA to rul&Widhays on
whetherCO,is a danger to public health or welfare and, therefore, subject to regulation under the Clean Air Act.
On July 11, 2008, the EPA released its ANPR inviting public comment on the benefits and ramifications of
regulating GHGs undeh¢ Clean Air Act. Environmental groups contend 0@ is subject to regulation under

the Clean Air Act and that preconstruction permitting requirements must be appli€d émissions prior to the
construction of new power plants or the modificatiomxiting power plants. Specifically, in re Deseret

Power Electric Cooperative®SD Appeal No. 003, the Sierra Club argued to the EBAnvironmental Appeals
Board (EAB) that Best Available Control Technology (BACT) is required to re@@emissiors from coal

fired power plants prior to the issuance of a preconstruction permit under the Clean@iN8&t program. On
November 13, 2008 the EAB remanded the appeal back to EPA Region 8 to reconsider wDeHBAET

limit should be imposed in theepmit. EPA Region 8 has not yet responded to the A8mand. On December

18, 2008, however, the EPA Administrator issued an interpretive memorandum stat@@tishot a regulated
pollutant under the EP& NSR program. Environmental groups filecequest with the EPA to reconsider the
conclusions reached in the December 18, 2008 interpretive memorawtich was granted by the EPA on

February 17, 2009.

Information about IDACOR®& CO, emissions is included in the rep&¢nchmarking Air Emissi@of the 100
Largest Electric Power Producers in the United Stét@908. This report was released by the Ceres Investor
Coalition, the Natural Resources Defense Council, the Public Service Enterprise Group Inc. and PG&E
Corporation in May 2008. The req lists IDACORRs 2006CO, emissions at 937.9 Ibs/MWh, as compared to
the reported average for the 100 largest power producers of 1,343.6 Ibs/MWR CB@missions on an
Ibs/MWh basis fluctuate with the amount of hydroelectric generation.

In 2008, PC& CO, emissions from IP& electric power generation facilities were approximately 7.9 million
tons, or 1,097 Ibs/MWh (adjusted to reflect B@artial ownership in the Jim Bridger, Boardman and Valmy
facilities). The EPA is developing a mandatory GH@orting rule that would require reporting of GHG
emissions from large sources. The emission information collected would be used by the EPA to develop
comprehensive and accurate data relevant to future climate policy decisions, including poterdial futur
regulation of GHG emissions. The final reporting rule is scheduled to be finalized by June 2009.

IPC will continue to monitor and evaluate federal, regional or state GHG programs and proposals and judicial
and administrative decisions that would affeleictric utilities as these programs could increasédR@pital
expenditures and operating costs and reduce earnings and cash flows. At this time, however, IPC is unable to
estimate the costs of compliance with potential national, regional or statee@i$Gions reduction legislation,
regulations or initiatives because these programs and proposals are in the early stages of development and any
final program or programs, if adopted, could vary from current proposals. The majority of current national,
regional and state initiatives regarding GHG emissions contemplate Aesed compliance programs. A
determination by the EPA to regulate GHG emissions under the Clean Air Act could result in GHG emission
limits on stationary sources that do not provideketbased compliance options such as-aagtrade

programs or emission offsets. Such a program could raise uncertainty about the future viability of fossil fuels,
specifically coal as an economical energy source for new and existing electric gerfacititas because new
technologies for reducingGO, emissions from coal, including carbon capture and storage, are still in the
development stage and are not yet proven. The actual impact of future regulation of GHG emissiofs on IPC
financial performance will depend on a number of factors, including but not limited to: (1) the geographic scope
of any legislation or regulation (e.g., federal, regional, state); (2) the enactment date of the legislation or
regulation and the compliance deadlin@3;the type of any legislation or regulation (e.g.,-eagtrade, carbon

tax, GHG emission limits); (4) the level of GHG reductions required and the year selected as a baseline for
determining the amount or percentage of mandated GHG reductions; é€}e¢heto which markdbased

compliance options are available; (6) the extent to which a facility would be entitled to receive GHG emissions
allowances without having to purchase them in an auction or on the open market and the price and availability
of offsets in the secondary market and (7) the availability and cost of carbon control technology.

As part of IP@s resource planning protocol, the IRP process considers potential GHG emissions regulation and

other environmental factors when evaluating posatmrtfolios. The 2006 IRP included a risk analysis of the
costs associated with the regulatiorCad, emissions by analyzing low, expected and high cases of $0, $14 and
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$50 respectively, per ton €0, emitted. Environmental impacts have been and wilhtinue to be integral
components of IP& resource decisions.

Due to escalating construction costs, potential permitting issues, and continued uncertainty surrounding future
GHG laws and regulations, IPC has determined thatfoeal generation is ndhe best technology to meet its
resource needs in 2013. IPC has shifted its focus to the development of a cecyblaethtural gafired

resource located closer to its load center in southern Idaho. Also, IPC added 101 MW of contracted wind
generatiorin December 2007 bringing IFEtotal to 121 MW. Another 69 MW of contracted wind generation

is under construction. IPRas added 13 MWf geothermal generation. Additional wind and geothermal
generation is anticipated through CSPP and-BiffRen contrats.

Climate Change: IPC& substantial hydroelectric generation resources neither burn nor consume fossil fuels to
produce electric energy to meet the needs of its customers. Given the debate concerning climate change,
consensus is growing that broadps should be taken in all sectors of the né&i@ronomy to carefully

consider ways of limiting and/or reducing greenhouse gas emissions and mitigating climate change impacts
while still providing necessary services in a eeffective manner. IPC intels to continue to add renewable
resources to its resource portfolio and will continue to monitor the climate change debate, current climate
change research, and recently enacted as well as proposed legislation to identify the potential impacts of global
climate change on all aspects of its business. iteng climate change could significantly affect BC

business in a variety of ways, including but not limited to, the following: (a) changes in temperature,
precipitation and snow pack conditions coulceaffcustomer demand and the amount and timing of

hydroelectric generation and extreme weather events could increase service interruptions, outages, and
maintenance costs; and (b) legislative and/or regulatory developments related to climate changiecbuld af

plans and operations in various ways including placing restrictions on the construction of new generation
resources, the expansion of existing resources, or the operation of generation resources in general. |IPC cannot,
however, quantify the potentiahpact of climate change on its business at this time.

Renewable Portfolio Standards: IPCG operations in Oregon will be required to comply with a ten percent
renewable energy portfolio standard beginning in 2025. The new federal administration has called on Congress
to adopt a federal renewable energy portfolio standard and it is possidigati@iind other states in whilfhC

operates or sells power could adopt renewable energy portfolio standards in the future. New state or federal
renewable energy portfolio standards could increase capital expenditures and operating costs and reduce
earnngs and cash flows.

New Source Review:EPA Region 8 began reviewing PacifiCorp operations, including the Jim Bridger plant (of
which IPC is a ornehird owner) for compliance with NSR and New Source Performance Standards (NSPS)
through a Clean Air Act Séon 114 information request sent in May 2003. PacifiCorp completed its phased
response to the Section 114 request in February 2004 with the submission of docutheriP forelating to
historical activities at Bridger and other PacifiCorp power plaAtaumber of utilities that have also been the
subject of EPA NSR information requests have engaged in settlement negotiations with the EPA to resolve
allegations of NSR and NSPS noncompliance. Prior settlements reached between the EPA and utilitgscompan
around the country to resolve these issues have resulted in commitments by the utility companies to install
additional pollution control equipment and to pay civil penalties. Negotiations are continuing between the EPA
and PacifiCorp on this issuePC cannot predict the outcome of this matter at this time.

Endangered Species

In December 1992, the USFWS listed several species of fish and five species divemgilgithin IPC&

operating area as threatened or endangered species under the EndgpegiesdAct. IPC continues to review

and analyze the effect such designation has on its operations and is cooperating with governmental agencies to
resolve issues related to these species.

On September 5, 2007, the species of snail that had beerdlsstieefildaho Springsnadlwas delisted by the

USFWS. The delisting decision was based on recent studies that indicated the species was synonymous with
another common species. On December 21, 2006, IPC and the Governor of Idaho submitted a petition to th
USFWS to ddist the threatened Bliss Rapids snail. The petition was supported with data collected by IPC over
the past 14 years. The snail, which lives throughout the middle Snake River, springs, and tributaries between
Niagara Springs and King Hilyas listed as threatened under the Endangered Species Act in 1992. As of
December 31, 2008, no decision on the delisting petition had been issued by the USFWS.
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Pursuant to FERC License 1971, IPC owns and finances the operation of anadromous fiskehatuheeiated

facilities to mitigate the effects of its hydroelectric dams on fish populations. In connection with its fish facilities,
IPC sponsors ongoing programs for the control of fish disease, improvement of fish production, and evaluation of
hatctery performance. P& anadromous fish facilities at Hells Canyon, Oxbow, Rapid River, Pahsimeroi and
Niagara Springs continue to be operated by the Idaho Department of Fish and Game. At December 31, 2008, the
investment in these facilitiegsas $24 million and the annual cost of operation was $4 million.

OTHER MATTERS:

Southwest Intertie Project (SWIP)

On March 28, 2008, Great Basin Transmission, LLC (Great Basin) exercised its option to purchase the southern
portion of the Southwest Intertie Project (8% which consists principally of a federal permit for a specific
transmission corridor in Nevada and Idaho and private rightgay in Idaho. This sale closed during the

second quarter of 2008, and resulted in a netgreain of approximately $3 nidn. On December 30, 2008,

IPC and Great Basin reached an agreement on the sale of the northern portion of the SWIP, which is expected to
close in the first quarter of 2009 and result in atpsegain of $0.2 million.

Adopted Accounting Pronouncements

SFAS 157: IDACORP and IPC partially adopted the provisions of SFAS E&if, Value Measurements

(SFAS 157) on January 1, 2008. SFAS 157 defines fair value, establishes a framework for measuring fair value,
establishes a fair value hierarchy based omtladity of inputs used to measure fair value and enhances
disclosure requirements for fair value measurements. FASB Staff Positigh(ESP FAS 152) delayed the
implementation of SFAS 157 for nonfinancial assets and nonfinancial liabilities, escépnfis that are

recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually). The
delay is intended to allow the FASB and constituents additional time to consider the effect of various
implementation issudbat have arisen, or that may arise, from the application of SFAS 157. In accordance with
FSP FAS 1572, IPC did not apply the provisions of SFAS 157 to asset retirement obligations. On October 10,
2008, the FASB issued FSP FAS 15 Determining the FaiValue of a Financial Asset When the Market for

That Asset Is Not Activeghich clarifies the application of SFAS 157, in a market that is not active and provides
an example to illustrate key considerations in determining the fair value of a finanetalvass the market for

that financial asset is not active. This FSP was effective upon issuance, including prior periods for which
financial statements had not been issued. The adoption of SFAS 157 and its related pronouncements did not
have a materialféect on IDACORRIs or IP@s consolidated financial statements.

SFAS 159: IDACORP and IPC adopted the provisions of SFAS T%@ Fair Value Option for Financial

Assets and Financial LiabilitiesIncluding an Amendment of FASB Statement(8FAS 159) on January 1,

2008. SFAS 159 permits an entity to choose to measure many financial instruments and certain other items at
fair value. Most of the provisions in SFAS 159 are elective; however, the amendment to SFAS 115, Accounting
for Certainlnvestments in Debt and Equity Securities, applies to all entities with avaitakdale and trading
securities. IDACORP and IPC did not elect the fair value option for any existing eligible items, thus the
adoption of SFAS 159 did not have a materftda on IDACORWs or IPGs consolidated financial statements.

FSP FIN 391: IDACORP and IPC adopted FASB Staff Position FINBESP FIN 391), Amendment of FASB
Interpretation No. 34FIN 39) on January 1, 2008. FSP FIN-B@nodifies FIN 390ffsettng of Amounts Related

to Certain Contractsand permits reporting entities to offset receivables or payables recognized upon payment or
receipt of cash collateral against fair value amounts recognized for derivative instruments that have been offset
undera master netting arrangement. IDACORP and IPC have elected to offset these positions, which resulted in an
immaterial net decrease to total assets and liabilities at December 31, 2008.

EITF Issue No. 0611: IDACORP and IPC adopted Emerging Issues TasgkéIssue No. &1, Accounting

for Income Tax Benefits of Dividends on ShBased Payment AwardBITF 06:11) on January 1, 2008. EITF

06-11 requires income tax benefits from dividends or dividend equivalents that are charged to retained earnings
and ae paid to employees for equity classified awards and outstanding equity share options to be recognized as
an increase in additional paid capital and to be included in the pool of excess tax benefits available to absorb
potential future tax deficiencie® sharebased payment awards. The adoption of EITAD@lid not have a

material impact on IDACORR or IPs consolidated financial statements.
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New Accounting Pronouncements
See Note 1 to IDACORB and IP@ Consolidated Financial Statements for aussion of recently issued
accounting pronouncements.

Inflation

IDACORP and IPC believe that inflation has caused and may continue to cause increases in certain operating
expenses and the replacement of assets at higher costs. Inflation affectsahtabost products and services
required for operations and maintenance and capital expenditures. While inflation has not had a significant
impact on IDACORBs or IPUs operations, increases in utility expenses due to inflation could have an adverse
effed on earnings because of the need to obtain regulatory approval to recover such increased expenses.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

IDACORP and IPC are exposed to market risks, including changes in interest ratgesdhecommodity

prices, credit risk and equity price risk. The following discussion summarizes these risks and the financial
instruments, derivative instruments and derivative commaodity instruments sensitive to changes in interest rates,
commodity price and equity prices that were held at December 31, 2008.

Interest Rate Risk

IDACORP and IPC manage interest expense and-swtlongterm liquidity through a combination of fixed
rate and variable rate debt. Generally, the amount of each type @ demtaged through market issuance, but
interest rate swap and cap agreements with highéd financial institutions may be used to achieve the desired
combination.

Variable Rate Debt: As of December 31, 2008, IDACORP and IPC had $337 million and $@0@n,

respectively, in net floating rate debt. Assuming no change in financial structure for either company, if variable
interest rates were one percentage point higher than the rates in effect on December 31, 2008, interest rate
expense would increas@d pretax earnings would decrease by approximately $3.4 million for IDACORP and
$3.0 million for IPC.

Fixed Rate Debt: As of December 31, 2008, IDACORP and IPC had outstanding fixed rate debt of $1,083
million and $1,075 million, respectively, and tlaér market value of this debt was $1,005 million and $997

million, respectively. These instruments are fixed rate and, therefore, do not expose the companies to a loss in
earnings due to changes in market interest rates. However, the fair valuedhgifiesnents would increase by
approximately $82 million for IDACORP and IPC if interest rates were to decline by one percentage point from
their December 31, 2008 levels.

Commodity Price Risk

Utility: IPCG& exposure to changes in commodity price iategl to its ongoing utility operations producing
electricity to meet the demand of its retail electric customers. The weather is a major uncontrollable factor
affecting the local and regional demand for electricity and the availability and price of fiwoduthe

objective of IP@s energy purchase and sale activity is to meet the demand of retail electric customers, maintain
appropriate physical reserves to ensure reliability, and make economic use of temporary surpluses that may
develop.

IPCG& exposuréo commodity price risk is largely offset by the previously discussed PCA mechanism. IPC has
adopted a risk management program designed to reduce exposure to power supelgtedsincertainty, further
mitigating commodity price risk. This programshiaeen reviewed and accepted by the IPUC.&fDergy Risk
Management Policy (the Policy) describes a collaborative process with customers and regulators via a committee
called the Customer Advisory Group (CAG). The Risk Management Committee (RMCY,isednpf selected

IPC officers and other senior staff, oversees the risk management program. The RMC is responsible for
communicating the status of risk management activities to the IPC Board of Directors, and to the CAG.

The Policy requires monitoringanthly volumetric electricity position and total monthly dollar (net power

supply cost) exposure on a rolling-t®nth forward view. The Power Supply business unit produces and
evaluates projections of the operating plan and orders risk mitigating adititeited by the limits stated in the

Policy. The RMC evaluates the actions initiated by Power Supply for consistency and compliance with the
Policy. IPC representatives meet with the CAG at least annually to assess effectiveness of the limits. Changes
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to the limits can be endorsed by the CAG and referred to the Board of Directors for approval. The primary tools
for risk mitigation are physical and financial forward power transactions and fueling alternatives for utility
owned generation resources.

Credit Risk

Utility: IPC is subject to credit risk based on its activity with market counterparties. IPC is exposed to this risk
to the extent that a counterparty may fail to fulfill a contractual obligation to provide energy, purchase energy or
complete fhancial settlement for market activities. IPC mitigates this exposure by actively establishing credit
limits, measuring, monitoring, reporting, using appropriate contractual arrangements and transferring of credit
risk through the use of financial guaraes, cash or letters of credit. A current list of acceptable counterparties
and credit limits is maintained.

The use of performance assurance collateral in the form of cash, letters of credit, or guarantees is common
industry practice. IPC maintains rgar agreements that allow performance assurance collateral to be requested
and/or posted with certain counterparties. As of December 31, 2008, IPC had posted approximately $0.9
million of assurance collateral. Should IPC experience a reduction indis reéng on IP@s unsecured debt

to below investment grade, IPC could be subject to additional requests by its wholesale counterparties to post
additional performance assurance collateral. Based upds tR@ent energy and fuel portfolio and current

market conditions as of December 31, 2008, the approximate amount of additional collateral that could be
requested upon a downgrade is approximately $28 million. IPC actively monitors the portfolio exposure and the
potential exposure to additional requéstsperformance assurance collateral calls, through sensitivity analysis,

to minimize capital requirements.

Credit risk for IP@s retail customers is managed by credit and collection policies that are governed by rules
issued by the IPUC. IPC is obligaltto provide service to all electric customers within its service area. IPC
records a provision for uncollectible accounts, based upon historical experience, to provide for the potential loss
from nonpayment by these customers. IPC will continue to taothie impact of the current economic

conditions on nonpayment from customers and will make any necessary adjustments to its provision for
uncollectible accounts.

Idaho administrative code for utility customer relations rules prohibits IPC from terngreléictric service during

the months of December through February to any residential customer who declares that he or she is unable to pay
in full for utility service and whose household includes children, elderly or infirm persongs pRgvision for

uncollectible accounts could be affected by changes in future prices as well as changes in IPUC regulations.

Equity Price Risk

IDACORP and IPC are exposed to price fluctuations in equity markets, primarily through their pension plan
assets, a mine reclanmt trust fund owned by an equityethod investment of IPC and other equity
investments at IPC. As a result of recent market declines, the fair value of the pens®agdats has
decreased resulting in an increase in future amounts required to kibutedtto the plan. Based on current
laws, IPC estimates that the minimum contribution to@Pg&nsion plan for 2009, which may be made as late
as 2010, will be $24 million.

A hypothetical ten percent decrease in equity prices would result in an epat®$1.4 million decrease in the
fair value of financial instruments that are classified as avaifablsale securities.
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IDACORP, Inc.
Consolidated Statements of Income

Year Ended December 31,

2008

2007

2006

Operating Revenues:
Electric utility:

(thousands of dollars except for per

share amounts)

General business $ 784,311 $ 668,303 $ 636,375
Off-system sales 121,429 154,948 260,717
Other revenues 50,336 52,150 23,381
Total electric utility revenues 956,076 875,401 920,473
Other 4,338 3,993 5,818
Total operating revenues 960,414 879,394 926,291
Operating Expenses:
Electric utility:
Purchased power 231,137 289,484 283,440
Fuel expense 149,403 134,322 115,018
Power cost adjustment (47,413 (121,131 (29,526
Otheroperations and maintenance 294,029 286,510 264,810
Energy efficiency programs 18,880 13,487 -
Gain on sale of emission allowances (504) (2,754 (8,257
Depreciation 102,086 103,072 99,824
Taxes other than income taxes 19,083 17,634 18,661
Total electric utility expenses 766,701 720,624 743,970
Other expense 3,046 6,692 12,617
Total operating expenses 769,747 727,316 756,587
Operating Income (LosS):
Electric utility 189,375 154,777 176,503
Other 1,292 (2,699 (6,799
Total operating income 190,667 152,078 169,704
Other Income 11,861 20,524 18,195
Losses of Unconsolidated EquiMethod Investments (3,997 (4,824 (2,913
Other Expense 7,861 8,434 8,559
Interest Expense:
Interest on longerm debt 67,251 59,961 56,402
Other interest 5,805 3,380 4,573
Total interest expense 73,056 63,341 60,975
Income Before Income Taxes 117,614 96,003 115,452
Income Tax Expense 19,200 13,731 15,377
Income from Continuing Operations 98,414 82,272 100,075
Income from Discontinued Operations, net of tax - 67 7,328
Net Income $ 98,414 $ 82,339 $ 107,403
\(/(\)Ig%\)ted Average Common Shares OutstaneiBgsic 45147 44.151 42.713
\(/(\)Ig%\)ted Average Common Shares Outstandinguted 45.332 44.291 42.874
Earnings Per Share of Common Stock:
Earnings per share from Continuing OperatiBasic $ 218 $ 186 $ 2.34
Earnings per share froBiscontinued OperatiorBasic - - 0.17
Earnings Per Share of Common Stdgdksic $ 2.18 $ 186 $ 2.51
Earnings per share from Continuing Operatiilsited $ 217 $ 186 $ 2.34
Earnings per share from Discontinued OperatiDiisted - - 0.17
Earnings Per Share of Common Stdzikuted $ 217 $ 186 $ 2.51
Dividends Paid Per Share of Common Stock $ 120 $ 120 $ 1.20

The accompanying notes are an integral part of these statements.
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IDACORP, Inc.
Consolidated Balance Sheets

December 31,

2008 2007
Assets (thousands of dollars)
Current Assets:
Cash and cash equivalents $ 8,828 $ 7,966
Receivables:
Customer 64,733 69,160
Allowance for uncollectibl@ccounts (1,724 (7,505
Employee notes 179 2,128
Other 10,260 10,957
Taxes receivable 18,111 -
Accrued unbilled revenues 43,934 36,314
Materials and supplies (at average cost) 50,121 43,270
Fuel stock (at average cost) 16,852 17,268
Prepayments 10,059 9,371
Deferred income taxes 37,550 25,672
Refundable income tax deposit - 46,083
Other 7,381 6,023
Total current assets 266,284 266,707
Investments 198,552 201,085
Property, Plant and Equipment:
Utility plant in service 4,030,134 3,796,339
Accumulated provision for depreciation (1,505,120 (1,468,832
Utility plant in service- net 2,525,014 2,327,507
Construction work in progress 207,662 257,590
Utility plant heldfor future use 6,318 3,366
Other property, net of accumulated depreciation 19,171 28,089
Property, plant and equipmenet 2,758,165 2,616,552
Other Assets:
American Falls and Milner water rights 26,332 29,501
Companyownedlife insurance 29,482 30,842
Regulatory assets 696,332 449,668
Long-term receivables (net of allowance of $2,478 and $1,878, respectivi 4,012 3,583
Employee notes 54 2,325
Other 43,632 53,045
Total other assets 799,844 568,964
Total $ 4,022,845% 3,653,308

The accompanying notes are an integral part of these statements.
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