MEMORANDUM

March 31, 1999

TO: PARTIES, DOCKET NO. 98-2035-04
FROM: PUBLIC SERVICE COMMISSION
SUBJECT: GUIDANCE FOR THE APRIL 2, 1999 HEARING MHIS DOCKET

1. Before we decide whether to reject any mergeraval issues raised by parties, it is
our intention to permit each party to present nedttestimony the case for the issues it raises.
This testimony must carefully explain why the issigermane to our consideration of the
Application, and it must discuss the remedy thatgarty seeks. On the basis of our review of
the direct testimony, we will decide whether sossies should be excluded.

We assume the merger-approval issues so far pegsbyiparties exhaust all that may be
relevant and material to the inquiry. A compilatiof these is appended. If a party wishes to
raise others, it is appropriate to use the heaahgduled for April 2, 1999, to do so.

2. Not least of our concerns at this early painthie proceedings is the absence of a clear
sense of the findings we must make to support équiberest decision on the Application. We
ask parties to address this at the April 2 hearing.

3. All parties agree the approval standard igosttive benefits. Applicants have



indicated they will comply with it and have so stiwred testimony filed to date. There being
good reason to adopt this standard and none toheéowaise, we will employ the net positive
benefits standard in this Docket just as we hayg@ceding dockets, notably, the 1989 merger
of Pacific Power and Light and Utah Power and Li@btmpanies.

We do not comment beyond the following on Pacific®wrerbal statement that it may
argue, at a later point, if it chooses, that trappr standard is not net positive benefits but no
harm to ratepayers. In every docket that comesrbefs, we make it a practice to hear all
relevant argument and testimony so the evidentergrd is complete. We will do so here. To
the extent parties feel the PacifiCorp statemeryt umaermine their efforts, we assure them this
is not the case. For the evidentiary record todyaplete, parties must make every effort to
present their positions on issues. This wouldbe tegardless of the approval standard, unless
the different standards required considerationiftéreént issues. Net positive benefits creates
the more extensive list, it seems to us, and tbezafrives the more exhaustive examination.
We believe that is appropriate for a case of tiigartance.

4. Clearly, Applicants have the burden to show the merger is in the public interest,
meaning, given the approval standard, that it priiduce net positive benefits. This means that
the record must show both the costs and the bsraéfthe merger so we can determine whether,
on balance, netting costs and benefits, the mésgeris not in the public interest.

We understand that parties might be concerneddread particular issues in detail and
others either to a lesser extent or not at all. wiMenot interpret lack of critical analysis of an
issue by a party to indicate indifference unlessavgeinformed otherwise. Because it is our
investigative staff, however, the Division mustaits best effort to address everything it

believes may affect the public interest.



As our first statement on burden of proof in thiscRet, we repeat what the Commission
stated on the subject in its November 20, 1987 Repal Order in Docket No. 87-035-27 (the
Pacific Power - Utah Power merger), pp. 2 - 3: tWespect to considerations outside our
normal regulatory jurisdiction and enforcement psne . which nonetheless bear on the public
interest, Applicants bear no affirmative burdeniémnonstrate benefits or even an absence of
harm. In those areas other parties will carryltinelen of demonstrating either some benefit or
some substantial harm by reason of the merger. eidery Applicants do carry the burden in all
areas subject to our jurisdiction to show that alabce the merger will be beneficial and those
areas will be our primary focus in the case.”

We will give parties opportunity, if desired, toegent further argument on burden during
the April 2, 1999 hearing.

5. We can decide whether to approve the mergprpap it with conditions, or
disapprove it. The approval-with-conditions chamcakes little sense unless conditions can be
enforced and we can determine whether conditions haen violated. We would like the
preliminary comments of parties on this issue dutire April 2 hearing, as we consider whether
this issue must be briefed.

COMPILATION OF ISSUES RAISED BY PARTIES
1. Local Control: If loss of local control occur®st cutting and declines in service quality and
reliability are a threat. Vulnerability increaseith management control over both capital and
O&M budgets perhaps not local but emanating fromtl&nd. Effects on Utah work force.
Condition approval on improved local control anddbaccountability.
2. Restructuring: Possible inducement to vertiishggregation, divestiture, diversification.

Service upgrades; permanent access to Companysdeti\generation; new policies to protect



guality and reliability of service if disaggregatioccurs. Merger-approval conditions sought.
3. Quality of Service: Merger-approval conditiorguired to ensure promised improvements.
Standards. Benchmarks. Penalties. Improved etestlof local facilities; policy on placing
lines underground; low-income impacts.

4. Reliability: Transmission standards; a newatality data base; Commission control over
reliability; interconnection issues and ScottishBowintentions.

5. Rural Concerns: Higher cost of service and tawtirns make rural areas a target for cost
cutting especially if the merged company emplopsddit-driven strategy. Seek conditions and
safeguards.

6. Effects on Regulation: Scope of Utah Commisgimisdiction; access to books and
information; future of integrated resource planniagthority over transfers of assets; effects of
UK regulatory policy and practice if felt here; iaqi on costs of regulation.

7. Corporate Structure: Independence of US eteoprerations in a holding company structure;
new cost allocation and affiliate relations prob¢eikelihood of vertical disaggregation,
divestiture, or diversification.

8. Cost Allocations: Allocation of costs of newgorate structure and functions (treasury,
accounting, legal, computing, etc.). Retentioexisting PacifiCorp accounting system based on
the Uniform System of Accounts.

9. Access to Capital: External and internal sagjrdevidend policy; currency exchange impacts;
bond ratings and cost of capital.

10. Acquisition Premium: Effects on ratepayerte@t on distribution or generation plant
valuation. If not recovered from ratepayers, hoRressure to alter operations, sell plant

(disaggregation and divestiture), seek nonreguliateestments (diversification)?



11. Merger Transactions Costs: Amounts, by categdegal, consulting, etc. Ratepayers not to
bear these costs. Approval conditions.

12. Effects on Competition: Between the mergedmammyg and cities; between the merged
company and other suppliers; incentives; retaieasc

13. Property Valuation: Book value for rates kait fnarket value for merger. Merger effect on
local (county) taxation.

14. Environment and Energy Efficiency: Effectsaanquality, carbon emissions; demand-side
management programs; renewable resources; intdgesgteurce planning.

15. Municipal Annexation and Purchase of CompaisgrDution Facilities: Effect of merger on

book value of distribution plant.



