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INTRODUCTION

Please state your name and business address.

My name is William A. Powell Jr., but most peopdeow me as Artie. My business office is at 160
E. 300 S., Salt Lake City, Utah, 84114.

By whom are you employed and what is your offitite?

I’'m employed by the Utah State Department of Caeree, Division of Public Utilities. My official
title is Utility Economist.

Please summarize your education and other exmerielevant to the current proceedings.

| earned a Doctorate degree in economics froma$eé&M University with emphasis in
econometrics and public finance. | have publisbegeral papers in professional journals including,
“A Decision Support System for In-sample Simultame&quations System Forecasting Using
Artificial Neural Networks,” published iDecision Support Systems (1994), and “Detecting
Abnormal Returns Using the Market model with Prigé®ata,” published in th#ournal of

Financial Research (1996). Since 1987, | have taught undergraduadegeaduate courses in
economics, econometrics, and statistics. Andtetuly teach as an adjunct professor for Weber
State University. For the past 3 Y2 years | hawnl@mnployed with the Division as an economist,
and have attended several conferences on varipestasof regulation and restructuring in the
electric industry. In the summer of 1996, | congtethe NARUC Annual Regulatory Studies
Program held at Michigan State University. A Mi@tailing more of my experience is attached as
Exhibit No. DPU 4.4.

SCOPE OF TESTIMONY

> O ®

For whom are you testifying?
| am testifying on behalf of the Division of PiubUtilities (Division or DPU).
What is the scope of your testimony?

My testimony will cover aspects dealing with:
* Foreign Currency Risk;
» The Public Utility Holding Company Act of 1935;

Page 1



© 00 N o O

10
11
12

13

14
15
16
17
18
19
20
21
22

23

24
25

Witness: Artie Powell Docket No. 98-2035-04 Exhid.: DPU 4.0

» The Cost of Capital; and
» The Acquisition Premium.

SUMMARY OF TESTIMONY

Q: Please summarize your testimony and major coieecla®©r recommendations.

A:

Neither ScottishPower nor PacifiCorp’s directsoipplemental testimony is overwhelming. In fact,
the degree of unsubstantiated claims is enougtagmsr all but the most sanguine supporter. In
place of the usual quantitative evidence, Scotbsreé? encrusts their testimony with pleas to “trust”
them. While trust may be a substantial ingrediei®ritish regulatory practice, this trust, if it
exists, would be the result of a long history betw&cottishPower and British regulators. Given
that a similar history has not been developed ahUtaution may well prove to be the “better part
of valor.™ With some trepidation, therefore, | offer theldaling conclusions and
recommendations.

Benefits of the Merger

First, it appears that ScottishPower is a finahcstronger entity than PacifiCorp. And this
could benefit PacifiCorp shareholders and rategyBrior to the merger announcement,
PacifiCorp was on a credit watch with a negativeiglgation. After the merger announcement,
PacifiCorp was placed on a credit watch with afpgsidesignation.  According to representatives
at Standard and Poor’s Financial Services, if teeger goes through, PacifiCorp’s debt rating may
be upgraded. Lower debt cost, if they materiale®ld be a benefit of the merger. Given the
capital structure ordered in the most recent rase avith PacifiCorp, one-half percentage point (50
basis points) in the weighted cost of capital isttvapproximately $17 million in PacifiCorp’s total
revenue requirement.

Merger Concernsand Conditions

Second, it is possible that gains or losses ondoreansactions can occur. These transaction
losses and gains are the effect of exchange rategels on transactions denominated in a foreign

I william Shakespear&ing Henry IV, Act 5, Scene 4.
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currency. The Financial Accounting Standards B§&ASB) has rules governing such
transactions. Therefore, | propose that:

ScottishPower follow the generally accepted acdogrstandards regarding
foreign operations and exchange. Namely, FASB 52.

Third, the Public Utility Holding Company Act of 38 (PUHCA) came about largely due to
wide spread abuses and the inability of state casions to regulate large, multi-jurisdictional
holding companies. Therefore, in order to ensuia¢ the Commission can effectively regulate
the merged company, | propose that:

PacifiCorp/ScottishPower agrees not to assertyriigtnre Utah proceeding
that the provisions of PUHCA or the related Ohisveov FERCcase preempt
the Commission’s jurisdiction over affiliated inést transactions and will
explicitly waive any such defense in those procegsf

In the event that PUHCA is repealed or modified;ifRaorp/ScottishPower
agrees not to seek any preemption under any suésemodification or
repeal of PUHCA until such time as the Commissian &ully review its
regulatory position or authorify.

Within thirty days after the approval of the merdacifiCorp/ScottishPower
should provide a detailed report indicating Pa@fi€s proportionate share of
the Holding company’s total assets, operating regen operating and
maintenance expense, and number of employees.e@udrs to this initial
report, this information should (could) be includesl part of PacifiCorp’s
semi-annual filing with the Commissidn.

For ratemaking purposes, until otherwise approwethb Commission, a
hypothetical capital structure will be used to deliee the correct costs of

2 gcottishPower has agreed to this condition in WygmiSeeWyoming Stipulation, Condition Number 29.

3 This condition is very similar to one ScottishPoweas agreed to in Wyoming. S&éoming Stipulation, Condition
Number 33.

* This is similar to a condition ScottishPower hasady agreed to in Wyoming. Seéloming Stipulation,
Condition Number 32.
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capital. The capital structure shall be constaictsing a group of A-rated
electric utilities comparable to PacifiCotp.

Until otherwise approved by the Commission in aasafe proceeding,
PacifiCorp shall maintain its own debt and, if dartsling, preferred stock.

PacifiCorp shall apply to the Commission for ap@iay debt issuances.

PacifiCorp and ScottishPower shall provide the Casaion with a copy of
any lobbying reports filed at the SEC.

Additional conditions that ensure the Commissicealslity to effectively
regulate the new company are proposed by DPU vagseMary Cleveland
(DPU Exhibit No. 2.0) and Ron Burrup (DPU Exhibio)\B.0). Specifically,
witness Mary Cleveland has proposals dealing wifitisae transactions,
allocations, and access to books and records. eéastiRon Burrup has
proposals dealing with reporting and filing requients, dividends, and inter-
company loans. | concur with these conditions.

Fourth, despite ScottishPower’s promises, thegerisk that the cost of capital could increase as
a result of the merger. While it is likely thatdfaCorp’s debt cost will be lower with the merger
than without, it can be argued that the cost oftgquill be higher as a result of the merger.
Therefore, | propose that:

If ScottishPower is able to lower the costs of tapthen those savings shall be
reflected in rates in a timely manner. If, howetbe cost of capital increases as
a result of the merger, ScottishPower’s sharehslddt bear that cost.

Fifth, ScottishPower has offered PacifiCorp shal@drs a substantial premium as part of the
merger agreement. Given current conditions, teenprm is approximately $878 million. If just a
portion of this premium were to find its way intates, the promised $10 million in savings would
be completely dwarfed. Therefore, | propose that:

® This condition is an adaptation of that propose®bgttishPower. Se&cottishPower, Direct Testimony of Robert
D. Green, February 26, 1999.
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Rates will be set based upon original and not t@akosts; any premium paid
by ScottishPower for PacifiCorp stock will be digseded for ratemaking purposes.
Nor will ratepayers bear any costs of the transacti

Q: Does that conclude the summary of your diredtrtesy?

A: Yes it does.

FOREIGN CURRENCY RIsK

Q: You indicated that your testimony would coverrfaveas: foreign currency risk, PUHCA, the cost
of capital, and the acquisition premium. Will yplease explain what you mean by foreign currency
risk.

A: Certainly. Foreign currency risk refers to thetgntial losses or gains on transactions between
ScottishPower and PacifiCorp. These transactissel® and gains are the effect of exchange rate
changes on transactions denominated in a foreigemcy. From PacifiCorp’s perspective, the
foreign currency is British pounds, and from Sshiower’s perspective, the foreign currency is
American dollars.

Q: How do you propose to mitigate this risk?

A: PacifiCorp should follow generally accepted aauting principles in dealing with foreign
transactions. Specifically, DPU witness Mary Clawe (exhibit no. DPU 2.0) proposes that, cost
allocations should be based on generally accemigmliating standards, and that an audit trail
should be maintained such that all allocated amestisbe identified. Furthermore, witness Cleveland
proposes that, failure to adequately support dogated cost may result in denial of its recovery i
rates. | concur with these proposals.

Q: Are these reasonable proposals?

% This condition is an adaptation of that propose®bgttishPower. Se&cottishPower, Rebuttal Testimony of
Robert D. Green, Before the Oregon Public Utility Commission, UNI& June 2, 1999.
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A:

Yes. The (American) Financial Accounting StartfaBoard (FASB) has a rule which covers
foreign currency transactions: FASB 52. A sumn@drthis rule is attached to my testimony as
exhibit number DPU 4.2. Under this rule, foreigmrency conversions or the losses and gains on
foreign currency transactions are specifically itfesd. And, therefore, should be easy to traak fo
ratemaking purposes.

How are exchange rates determined?

In general, exchange rates are set in competitiaekets for foreign currency. For every currency
there is a market in which the exchange rate ibpéhte interaction of demand and supply for that
currency. As events unfold in the respective eanas, demand and supply for the currencies will
fluctuate and, therefore, the exchange ratesclvdhge. This change or volatility can be quite
dramatic.

When you say dramatic, what do you mean?

The change in the exchange rate can be subdiauen over short periods of time. For example,
over the five year period from February 26, 1986¢bruary 26, 1985, the exchange rate increased
by 116%. Similar trends can be seen in the five@re half year period since 1993. The exchange
rate fell from .71 on February 12, 1993 to .58 artdber 8, 1998, a -18% change. While over the
next seven month period the exchange rate incrdasé®%. This volatility leads to the potential
loses and gains mentioned above and, presumaldgeiseason behind FASB 52.

PuBLIC UTILITY HOLDING ACT OF 1935

Q:

What bearing does the Public Utility Holding Caany Act (PUHCA) have on the proposed
merger?

The merger applicants have stated that a mergkling company will be formed, registered with
the Security Exchange Commission (SEC), and bdaegliby the SEC under PUHCA like any
other registered public utility holding companytire U.S. Regulation by the SEC could provide
Utah ratepayers protection against abuses thatisgtilators may have little control over.
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Alternatively, SEC methods designed to addressiabypsactices may work to the detriment of
Utah ratepayers or PacifiCorp shareholders.

What are your concerns?

In general, PUHCA came about as a result of wiplead abuse of the holding company structure
and lack of effective regulation. PUHCA was desigjto curb these abuses and provide state
commissions, as well as federal regulators, thenmaaeffectively regulate the large holding
companies that came to dominate the electric ingagter the turn of the century. Without
PUHCA, or some similar legislation in place, it seeunlikely that the Commission could
effectively regulate a large holding company, leha one of international scope.

How is PacifiCorp currently regulated?

From what | understand, PacifiCorp’s retail opggnas as they relate to rates are regulated by six
state commissions: California, ldaho, Oregon, Utdhshington, and Wyoming. PacifiCorp’s
wholesale rates and transmission operations atdateg by the FERC. Each of the states conducts
its own regulatory procedures. For instance, imhlthe DPU conducts a semi-annual audit of
PacifiCorp and files a report with the Commissisri@the reasonableness of rates. These
procedures serve as the front line of the regujgioocess for the states.

In addition, some inter-state agreements are somstused to coordinate regulatory activities
between the states. These interstate agreememisyér, are between the staffs of the various
states and are not binding on the six state cononiss For example, since the last merger thesstaff
of the various states have participated in thefRaarip Inter-Jurisdictional Task Force on
Allocations (PITA). Recently, the staff of the DRIdtermined that Utah’s interests were no longer
being met under the PITA agreement. The DPU (dherstate agencies) recommended that the
Commission adopt a plan to move to full rolled-dtes on a shorter time table than allowed under
the PITA agreement. The Commission concurred sswkd such an order in 1998.

How will the regulation of PacifiCorp be effectédhe merger is approved?

Under the current regulatory structure, state wigsions are bound only by state law. However,
assuming that ScottishPower will form a registdreltling company, the SEC could assume
authority over affiliate transactions, corporateisture, cost allocations, diversification, and
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financial transactions. SEC decisions are likelpé quite different than those made by the
Commission and, therefore, could harm Utah rategayePacifiCorp shareholders.

But hasn’t ScottishPower agreed not to claim m@eon of affiliate transactions under PUHCA?
Yes it has. However, according to a Wyoming Goner Advocate Staff witness, Lou Ann
Westerfield, the decision rendered in the Ohio Rawvase “casts doubt on the ability of states to

avoid being pre-emptetiby the SEC.

If the SEC does preempt the states in theirdici®nal authority, wouldn’t the states still hawe
right to intervene in SEC proceedings?

Yes they would. But how effective this would isequestionable. According to Wyoming
Consumer Advocate Staff withess, Lou Ann Westatfitle SEC has not held a hearing under

PUHCA in the last eleven years. Instead of hearifthe SEC staff makes its recommendations . . .

based on the exchange of paper pleadings . . afisypg] the traditional evidentiary proceds.”

Even if these concerns turn out to be unwarrantedare still faced with the possible repeal of
PUHCA in the near future. Since President Cartadisinistration there has been a strong
movement in the United States toward deregulati®o far we have witnessed the deregulation of
the airline, trucking, and banking industries. Wae also seen limited deregulation in both the
telecommunications and natural gas industriesthEumore, and more to the point at hand, there is
a strong movement in the United States to restreche electric industry. (Both the Energy Policy
Act of 1992 and the Telecommunications Act of 1886w exemptions under PUHCA).

What is it that PUHCA provides for the states?

According to a report prepared by the Energy infation Administration (EIAf,major abuses of

7See, Direct testimony of Lou Ann Westerfield, WyamiConsumer Advocate Staff, Docket No. 20000-EAL28,

pp. 9, 29-31.

p.

8 See, Direct testimony of Lou Ann Westerfield, WyamiConsumer Advocate Staff, Docket No. 20000-EAL@8,

31.

° The Public Utility Holding Company Act of 1935: 1935 - 1992, Energy Information Administration, U.S. Departrhen

of Energy, DOE/EIA-0563, January 1993.
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the holding company system lead to passage ofub&crUtilities Holding Company Act of 1935.

EIA classifies the abuse in five areas: (1) Abusake holding company structure, (2) unwarranted
inflation of securities and capital assets, (3pprapriate inter-company financial practices and
transactions, (4) excessive fees for services{@ndestructful competition for control of strategi
operating companies. As | mentioned above, PUH@Aided safeguards against these abuses and
also provided state and federal regulators the saaffectively regulate large holding companies.

Will you please summarize each of these five ab@s

Certainly.

ABUSE 1. ABUSE OF THE HOLDING COMPANY STRUCTURE

“Holding companies,” according to EIA, “were esiahkd through the process of pyramiding.”
Pyramiding is defined as stacking or interposing onmore sub-holding companies between the
parent holding company and its operating compariga. sites two major reasons for pyramiding.
First, by manipulating the capital structures @& tarious subholding companies, control of the
operating companies could be achieved with reltismall investments. Second, small increases
in the value of the operating company’s assets dtiaally increases the amount of income accruing
to the holding company.

“The result of pyramiding,” again according to Effyas that the . . . holding company’s
principal interest was in the increased profit$hef operating companies. . . . Customer service and
reliability were secondary considerations. In &ddi consumers often paid rates which were felt to

be unfair because [ratepayers] were, in effectsisiding speculative ventures.”

The aforementioned EIA report provides an exceke@mple of how this abuse might work.

ABUSE 2: UNWARRANTED | NFLATION OF SECURITIESAND CAPITAL ASSETS

Another common practice directly linked to pyramuglis the inflation or writeup of securities

Page 9
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and capital assets. These writeups are primdmdyésult of (1) inflating constructing cost; (2)

internally selling subholding and operating comparshares above their market value; and (3)
overly optimistic projections of savings and eagniower. The primary beneficiaries of these
practices are the shareholders of the holding casnpa

ABUSE 3: INTER-COMPANY FINANCIAL PRACTICESAND TRANSACTIONS

Prior to the passage of PUHCA it was argued thahtiiding company could “milk” the
operating companies in at least three ways:

« By lending money to the operating company at alvoaeket rates.

« By requiring unjustifiably high dividends from tloperating company.

* By borrowing money from the operating company inlenge for an unsecured note.

ABUSE 4. EXCESSIVE FEESFOR SERVICES

By virtue of its control over the operating compathe holding company is in a position to both

require the purchase of its services and to chexgessive fees for services rendered. Ratepayers

are harmed when the excessive fees find theirimtayrates.

ABUSE 5: COMPETITION FOR CONTROL OF STRATEGIC OPERATING COMPANIES

To ensure their position, holding companies sotglpurchase potential competitors. The
increased competition naturally drove up the pofcthe securities of the targeted company. In
order to purchase the targeted companies, holdinganies turned to investment bankers. The
investment bankers, whose primary interest wasakimg a profit, encouraged the holding
companies to use debt and fixed return prefereimaees to finance the purchase. This practice
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contributed to the “financial instability of the ldang companies by driving up their debt to equity
ratios and saddling them with significant fixed 05

Q: What remedies does PUHCA provide these abuses?

A: The afore mentioned EIA report classifies theysimns of PUHCA into seven categories: (1)
Regulation of Security Issues, (2) Acquisition ec8rities, (3) Limitations on Intra-system
Transactions, (4) Accounts, Records, and FilingdRsp (5) Limitations on Political Activity; (6)
Elimination of Uneconomical Holding Companies; gijiIRemoval of Needless Complexities.

Q: Will you please summarize these remedies?
A: Certainly.
REMEDY 1: REGULATION OF SECURITY | SSUES
In addition to complying with any issuance restoies imposed by the state in which the holding
company was organized, PUHCA prohibited the holdioigipany from issuing any securities

without receiving prior approval from the SEC. PCMalso provides guidelines for the SEC to
follow in approving security issuances:

Approved securities should not create an improggé&rfor the holding company.

« Fees and commissions associated with the salecofies should be reasonable.

« Approved securities should not be detrimental eoghblic interest, utility investors,
or consumers.

» Only those securities which are “reasonably addptethe existing holding
companies securities’ structure were to be approved

« Approved securities should reflect the earning povfe¢he holding company, be
necessary, and promote economic and efficient tiparaf the holding company.
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REMEDY 2: ACQUISITION OF SECURITIES

In addition to complying with any restrictions ingeml by the state in which the holding
company was organized, PUHCA prohibited the holdioigpany from acquiring any securities
without receiving prior approval from the SEC. PCMalso provides guidelines for the SEC to

follow in approving security acquisitions:

e The acquisition would not unduly complicate theitastructure of the holding
company.

e The holding company must demonstrate that the aitoun would bring about a more
efficient and integrated utility.

* Fees and commissions associated with the acquisitould be reasonable and reflect
the earning potential of the utility’s assets.

* Any approved acquisition would not lead to a cartcaion (i.e., market power) that
would be harmful to the general public, investorsratepayers.

REMEDY 3: LIMITATIONSON INTRA-SYSTEM TRANSACTIONS

PUHCA specifically forbids some of the activitidgt were meant to “milk” the operating
companies. Operating companies are not permitted t

* Make unsecured loans to the holding company.

» Pay excessive dividends to the holding company.

In addition, holding companies are restricted wvling only engineering and managerial
services to the operating company, and these ssrmtist be provided at cost.

Page 12



10
11
12

13

14
15

16

17
18

Witness: Artie Powell Docket No. 98-2035-04 Exhid.: DPU 4.0

REMEDY 4. ACCOUNTS, RECORDS, AND FILING REPORTS

PUHCA authorizes the SEC to require such reporissees are necessary to promote the public
interest and to protect investors and consumers.

REMEDY 5: LIMITATIONSON POLITICAL ACTIVITIES

Holding companies are prohibited from promotingdidates for public office, or supporting
political parties or their agencies. Holding comiga must also report all political lobbying
activities to the SEC.

REMEDY 6: ELIMINATION OF UNECONOMICAL HOLDING COMPANIES

The holding company must be integrated — intercotaakor at least capable of interconnection —
and operated as a consolidated system. In addd@ipromoting efficiency, the purpose of this
provision was to restrict the holding company temions within only one state or a few
contiguous states. This would, hopefully, proneffective regulation by the state commissions.

REMEDY 7: THE REMOVAL OF NEEDLESS COMPLEXITIES

PUHCA effectively limited the corporate structuecetivo layers of holding companies.
Furthermore, PUHCA provided that the voting powiesecurity holders be fairly distributed.

In summary, let me quote at length from the ElAorep

What permitted the growth of the utility holdingupanies was basically the
lack of effective regulation. States were unwdglior unable to regulate the
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large holding companies that came to dominate titieyuusiness after the
turn of the century. The holding company apprdadhito pyramiding. The
result of pyramiding was the extensive use of boaus preference shares
which paid fixed returns as a means of financiregabquisition of operating
companies and other holding companies. This grawtbebt and fixed
interest payments required to service the debt niaeléolding companies
more vulnerable to the business cycle.

Holding companies were also felt to have abusedyiseem by the use of
guestionable Inter-company transactions and thectgof exorbitant service
fees to subsidiary companies. The excessive feesvere then capitalized
into the accounts of the holding company whichummtinflated the operating
utility’s book value and caused the rates chargeld customers to increase.
The result was unrealistic prices for the holdioghpanies securities. The
desire of the holding companies to continue to aedqperating utilities and
other holding companies caused them to purchase @ities at prices well
above the market valdé.

Q: Do you have any proposals to ensure that thedigméncluded in PUHCA continue even if
PUHCA is repealed, and to ensure that state raguolet not preempted by less effective federal
remedies?

A: Yes | do.

First, to mitigate abuse of the holding companyattire and unwarranted inflation of securities
and capital assets, | propose that,

For ratemaking purposes, until other wise apprdwethe Commission, a
hypothetical capital structure will be used to deiee the correct costs of
capital. The capital structure shall be constrictging a group of A-rated
electric utilities comparable to PacifiCorp.

10 The Public Utility Holding Company Act of 1935: 1935 - 1992, Energy Information Administration, U.S.
Department of Energy, DOE/EIA-0563, January 19931 .
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Within thirty days after the approval of the merdgeacifiCorp shall
provide a detailed report indicating PacifiCorptegortionate share of the
ScottishPower’s total assets, operating revenyesating and maintenance
expense, and number of employees. Subsequenstoitial report, this
information should (could) be included as part a€iCorp’s semi-annual
filing with the Commission*

Until approved by the Commission in a separategedmg, PacifiCorp
shall maintain its own debt and, if outstandingferred stock.

PacifiCorp shall apply to the Commission for ap@iay debt issuances.

In addition to these proposals, DPU witness Rorrigu(Exhibit Number
DPU 3.0) proposes, and | concur, that,

The merged company shall file annually a five yieancial plan and
forecast of financial condition for the total comgaPacifiCorp division,
and the Utah jurisdiction.

Second, to mitigate abuse of inter-company findrpactices and transactions and excessive
fees for services, | concur with witness Ron Burfexhibit number 3.0) that,

For two years following the merger, PacifiCorp $fitd a cash flow
summary with its dividend report, showing that sswvill not be impaired
by payment of the dividend.

PacifiCorp and ScottishPower shall apply to the @wsion for approval
of intra-company loan agreements. For two yealtsWing the merger,
PacifiCorp shall file a cash flow summary (or otkgrdence) with its
dividend report, showing that service will not bepaired by payment of

Y This is similar to a condition ScottishPower hasady agreed to in Wyoming. Seéloming Stipulation,
Condition Number 32.
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the dividend.

In addition to this proposal, DPU witness Mary @kand (Exhibit Number DPU 2.0)
proposes, and | concur, that,

ScottishPower/PacifiCorp should be required tofpabie Utah
Commission subsequent to ScottishPower plc’s Bapptoval and as soon
as practicable following any public announcemerdrad acquisition of a
regulated or non-regulated business representingra%wore of the market
capitalization of ScottishPower plc.

The Applicants should be required to provide nodifion of and file for
Commission approval of the divestiture, spin-offsale of any integral
utility assets or functions.

The Merged Company shall notify the Commission, jprovide sufficient
information and documentation to the Commissiomrgo the
implementation of plans (1) to form an affiliatetignfor the purpose of
transacting business with the electric division®atifiCorp, (2) to
commence new business transactions between amgyastiliate and the
electric utility divisions of PacifiCorp, (3) toskolve an affiliate which has
transacted any substantial business with suchioinss(4) to enter into new
business ventures or expand existing ones, op(Blkerge combine, transfer
stock or assets of any part or all of the Mergeth@any.

The Merged Company shall provide notification dfesiset transfers to or
from PacifiCorp, its affiliates, or subsidiariesancordance with current
Public Service Commission (PSC) rules (see in @aler PSC R750-401).

Establish agreed upon procedures by which Divistaff can have access
to documentation supporting the purpose and/oumstances attributable
to costs charged to PacifiCorp.

The holding company(s) and subsidiaries’ employe#ials, directors,
or agents shall be available to testify beforelkeh Commission to
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provide information relevant to matters within fhasdiction of the Utah
Commission.

The Utah Commission shall establish procedurestigiwthe Public
Service Commission and Division staffs, or theithanized agents can
obtain needed access to subsidiary books and ieamttter relevant
documents, data and records. Failure to provieeaate supporting
documentation of costs may result in those codtgyl#enied rate recovery.
Requests by the Utah Commission, the Divisionheirtauthorized agents
shall be deemed presumptively valid, material atelvant, with the burden
falling to ScottishPower/PacifiCorp to prove othessv
ScottishPower/PacifiCorp shall reserve the righthtallenge any such
request before the Utah Commission and shall Havédrden of
demonstrating that any such request is not valatemal or relevant. In
addition, ScottishPower shall pay for the expenserred by Utah
regulatory personnel in accessing corporate reamdpersonnel located
outside of the state of Utah.

Finally, to ensure against preemption of Commissiothority, | propose that,

PacifiCorp/ScottishPower agrees not to assertyrfatnre Utah
proceeding that the provisions of PUHCA or theteddeDhio Power v
EERCcase preempt the Commission’s jurisdiction ovéliaied interest
transactions and will explicitly waive any such@ege in those
proceedings?

In the event that PUHCA is repealed or modified;ifRaorp/ScottishPower
agrees not to seek any preemption under any subseqodification or
repeal of PUHCA until such time as the Commissian &ully review its

12 scottishPower has agreed to this condition in WygmiSeeWyoming Stipulation, Condition Number 29.
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regulatory position or authority.

PacifiCorp and ScottishPower shall provide the Casaion with a copy
of any lobbying reports filed at the SEC.

Q: Are these reasonable conditions for the merger?

A:

Yes, | believe they are.

Despite the “good old-boy” feeling projected by 8stiPower, history has taught us that there
are strong incentives for firms to abuse the h@diompany structure. | can’t help but recall the
words of the father of economics and philosophehefScottish Enlightenment, Adam Smith, who
said:

People of the same trade seldom meet together fevéme merriment and
diversion, but the conversation ends in a conspiagainst the public, or in
some contrivance to raise pricés.

These conditions provide several benefits. Fingly remove, or at least expose, the incentives
for abuse of the multi-tiered holding company stmoe. Second, it is not ScottishPower’s stated
intent to circumvent such requirements as theyhte be regulated as a registered public utility
holding company. Finally, in combination with tb#ner conditions proposed by the Division, they
will provide the Commission with means to effeclyveegulate PacifiCorp.

Are these conditions adequate to ensure thatdmemission can effectively regulate PacifiCorp in
the future?

In general, yes. However, the SEC still need®dtk at this merger and grant its approval.

13 This condition is very similar to one ScottishPoweas agreed to in Wyoming. S&éoming Stipulation,

Condition Number 33.

14 Adam Smith An Inquiry Into the Nature and Causes of the Wealth of Nations, The Glasgow Edition, Liberty

Classics, 1981, p. 145
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Therefore, the Division reserves the right to rigtigese issues in the event that either: (1)
Conditions of the merger imposed by the SEC akeeih conflict with conditions proposed by the
Division or make it difficult to effectively regule PacifiCorp, (2) Scottish Power requests an
exemption, either in whole or part, to the prowsiget out in PUHCA, or (3) PUHCA is repealed or
modified.

CosT OF CAPITAL

Q: What concerns do you have relating to the cosapftal?

A:

The cost of capital may actually increase assaltef the merger.

ScottishPower indicates that they expect the dosaital to be lower in the long-run than what
would be the case if the merger does not take pfaGeottishPower has, however, offered little or
no evidence to support their optimism. In the absesf such evidence, one must take seriously
arguments that support the possibility that the obsapital may actually go up after — as restit o
the merger.

One such argument is that the U.K. electric mark®g result of deregulation, is more
competitive than the U.S. market and, thus, inhigrenore risky. If investors actually impute
relatively more risk to the U.K. market, then, acling to economic and financial theory, they will
expect or demand a higher return on their investmiéntherefore, the cost of capital for the
combined firm is simply a blend of the current ¢alpcosts of PacifiCorp and ScottishPower,
PacifiCorp’s effective cost of capital could actyahcrease.

Do you have any proposals regarding the cosapital?
Yes. If ScottishPower is able to lower the cadtsapital, then those savings shall be refleated

rates in a timely manner. If, however, the costagital increases as a result of the merger,
ScottishPower’s share holders will bear that cost.

15 see Company’s Response to Wyoming Consumer Ade@taff, Third Data Request, Question No. 82 .
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Q: Is there any evidence to support your conterthianthe cost of capital could change, or possibly
increase, as a result of the merger?

A: Yes there is. However, since the weighted cbsagpital is determined by both equity and debt
costs, | would like to answer that question in eoresponding parts.

PART |: EQUITY

The simple or basic Discounted Cash Flow (DCF) rhodkcates that the expected or required
return on an investment is equal to the dividemdidyplus the rate of growth in the dividend. That
is,

Required Return = Dividend Yield + Dividend Growth

I

|

+
)<

where D is the dividend (usually defined as beiaiglin the next period), P is the current stock
price, and g is the dividend growth rate. Gengrgleaking, the riskier an investment is, the great
will be the required rate of return.

Using information gathered from several sourééke difference in the required return (on
equity) for ScottishPower and PacifiCorp may bgr@at as 5.6%, which indicates that investors
view ScottishPower as an inherently riskier investtrthan PacifiCorp.

Another indication of the comparative risk of P&edrp and ScottishPower, and thus the
required return sought by investors, can be intefirem the Capital Asset Pricing Model (CAPM).

18 pividend yields for both PacifiCorp and Scottish7@% and 4.52% respectively) were gathered fronogah
Finance, June 5, 1999. Since PacifiCorp’s divideasl not change since, at least, before June Pa@fiCorp’s dividend
growth rate was assumed to be zero. ScottishPswstimated dividend growth rate, 6.84% , was ¢ated from actual
dividends as reported on ScottishPower’s Web kitp://www.scottish.power.plc/aboutUSive Year Financial Summary.
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According to the underlying theoty,the systematic risk of a stock’s return can basueed by the
beta () coefficient in the model

k, = e+ B(r, - f)

where K is the return required by investorsisra risk-free rate of return, anglis the market rate of
return as measured by a well diversified portfolictocks. Thus, beta measures the relative risk o
variability of a stock to that of a well diversitigoortfolio of stocks.

Publicly available information indicates that S#tPower’s beta coefficient may be as much as
five times that of PacifiCorp’$. This also indicates that investors view Scott@hé as a riskier
investment than PacifiCorp. Thus, there is a fgakthat PacifiCorp’s cost of equity capital could
increase as a result of the merger.

PART Il DEBT

Prior to the merger announcement, PacifiCorp wamdit watch” with a “negative”
designation. According to Standard and Poor’s defimition, a credit watch,

Highlights the potential direction of a short —long — term rating. . . .
Ratings appear on credit watch when . . . an egera deviation from an
expected trend occurs and additional informatiameisessary to evaluate the
current rating. A listing, however, does not maaating change is inevitable.

Y The following discussion of the CAPM is adopteanfr William F. Shughart, William F. Chappell, andRe

Cottle,Modern Managerial Economics, South-Western Publishing Company, Cincinnati,dQhB94.

18 As of June 7, 1999, Market Guide reported PacifiGp as 0.19 (See Market Guide, Comparison Report for
PacifiCorp,http://yahoo.marketguide.com/mgi/ratio/6820N.htmhhe value of ScottishPowerfls 0.91, was obtained from,
Review of Public Electric Suppliers 1998-2000, Distribution Price Control Review, Offer, May, 1997.
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A positive designation, again according to Stan@ad Poor’s, means that a rating may be
increased while a negative designation means trattreg may be decreased. In other words, absent
the merger announcement, PacifiCorp’s debt ratioglavlikely have decreased, increasing the cost
of debt financing.

At or near the time of the merger announcementgwew Standard and Poor’s rating service
placed PacifiCorp on “credit watch” with a “posgivdesignation, while ScottishPower was placed
on credit watch with a negative designation. Adaug to recent news releases, Standard and
Poor’s affirms both ratings. Both PacifiCorp armb@ishPower are to remain on credit watch,
PacifiCorp with a positive designation and Scofiser with a negative designation. Standard and
Poor’s currently rates ScottishPower’s long termta@g “A+” and PacifiCorp’s at “A.” If Standard
and Poor’s does re-rate both companies, the liletgome would be an “A” or “A+” rating for the
combined company. In any event, Standard and Pbetieves that “its long-term ratings on
ScottishPower will not fall below single-‘A*® if the merger is completed. We can expect,
therefore, that PacifiCorp’s debt rating will, aakt in the short-run, stay the same or improve
slightly if the merger goes forward. If the mergees not take place, it is likely that, in theelise
of any changes on PacifiCorp’s part, PacifiCorgsdbrating will be downgraded.

How the potential changes in the cost of equity @ik play out after the merger is uncertain at
this point. If debt costs go down, but equity sagb up, then the overall cost of capital may
decrease, increase, or stay the same dependiig oelative weight assigned to each. Since
ScottishPower has not presented convincing eviddratat can lower the cost of capital after the
merger, it seems reasonable to hold the sharelsaddeisk for increases in the weighted cost of
capital that result from the merger.

Can you quantify the effect of a change in thegied cost of capital?

Every 100 basis points in equity return is waafiproximately $17 million in PacifiCorp’s revenue

Bugep affirms, may still cut, ScottishPower,” RetitgeNews Release, Yahoo Finance, June 7, 1999,

http://biz.yahoo.com/rf/990607.

20 Raymond Leung, a rating analyst with Standard aoat’® New York office, confirmed over the phoner(dw,

1999) that PacifiCorp’s bond rating would likely dewngraded absent the merger.
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requirement. In other words, if the cost of eggibes up by 1%, PacifiCorp’s revenue requirement
will increase by about $17 million, an amount teasily dwarfs the $10 million in savings promised
by ScottishPower. An increase in equity costs,dw®x, could potentially be offset by a
corresponding decrease in the cost of debt.

For example, suppose we have a capital structatagi#9% debt and 51% equity with costs
7.5% and 10.5% respectively. The weighted costpftal for this example is equal to 9.04%.

Tablel

Weighted Cost of Capital

Percent Cost Weighted
debt 49.00% 7.50% 3.68%
equity 51.00% 10.50% 5.36%
9.04%

Assuming the capital structure does not changbeittost of equity changes, the offsetting change
in the cost of debt is given by

ac, - -£.ac,
D

(-1.41)*AC,

whereA is read as “the change in,’, {3 the cost of equity, s the cost of debt, D is the percent of
debt, and E is the percent of equity. If the afstquity increases by 1%, to prevent the weighted
cost of capital changing, the cost of debt mustekese by 1.41%. If the cost of debt decreases by
more than 1.41%, the weighted cost of capital wdilkkelvise decrease. If the cost of debt decreases
by less than the 1.41%, the weighted cost of clapibald increase as a result of the increase in the
cost of equity. Without an offsetting change ia tost of debt, a 1% increase in the cost of equity
is equivalent to a 0.51% (1%*51%) increase in tleéghted cost of capital.
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Using the currently authorized capital structured assuming the preferred stock percentage and
cost stay the same, every 1% increase in the ¢esjuity would have to be met by a 1.02%
decrease in the cost of debt to maintain the wedybost of capital at the currently authorized rate
of 8.84%. If, as a result of the merger, PaciffZe®debt financing costs remain about the same as
they are now, then a 1% increase in equity costdvmean a 0.476% increase in the weighted cost
of capital. Again, a 0.476% increase in the wedghtost of capital would be equivalent to a $17
million increase in PacifiCorp’s revenue requiremefiny decrease in the cost of debt would offset
any potential increases in the cost of equity.

ACQUISITION PREMIUM

Q:

What concerns do you have concerning the acogpngiremium?
According to current market conditions, the asifion premium may be as much as or more than
$878 million. If even a small portion of this anmbwvere to find its way into rates, the $10 million
in promised savings would be dwarfed.
Do you have a proposal regarding the acquisjir@mium?
Just that which ScottishPower has stated:

Rates will continue to be set based upon the aidimot revalued) costs,

and any premium paid by ScottishPower for PacifilCsinck will be

disregarded for ratemaking purposes. . . Theymneiller bear any costs

associated with it. Nor will ratepayers bear ansts®f this transactiofi.

Do you believe this is a reasonable condition?

As long as ScottishPower commits to making adl tiecessary books and records available to

21 See, Robert D. Green, “ScottishPower Rebuttal mesty of Robert D. Green,” Before the Public Utility

Commission of Oregon, June 2, 1999, UM 918.
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regulators, | believe this is a reasonable comdlitio

Q: You indicated that the acquisition premium mayabanuch as $878 million. How did you come to

A:

that figure?

The acquisition premium is defined as any pria@&pn excess of market value of PacifiCorp’s
stock. The premium is calculated as the differdrei@veen the purchase price of PacifiCorp’s
outstanding shares minus the market value of Famifi's outstanding shares. ScottishPower has
proposed purchasing PacifiCorp’s outstanding shatrasrate of .58 American Depository Shares
(ADS) for each PacifiCorp share. Each ADS represur ordinary shares. So the swap is equal
to 2.32 ScottishPower shares for each PacifiCotgtanding share. Therefore, we can write the
premium as,

Prem = [0.58 *Pricesp - Pricepc]*Shares

where Pricg, is the price of the ADS; Priggs the price of PacifiCorp’s common shares; anar&h
is the number of PacifiCorp’s outstanding sharBisus there are three factors that influence the
premium: the two share prices and the total nurabshares outstanding.

On the day the merger was announced, Decembe®8, PacifiCorp’s share price was $19.50,
ScottishPower’s ADS price was $43.50. With apprately 285,000,000 outstanding shares at the
time of the merger announcement, the premium wbeal@1.6 billion. By June 4, 1999, however,
both share prices had fallen dramatically. Theialg prices for PacifiCorp and ScottishPower
were, respectively, $18.69 and $37.31. Given 28%,(®0 current outstanding shares, the premium
would be $878 million.
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Table?2

Acquisition Premium

10
11
12
13
14

15
16
17
18
19

SPADS PC Stock Shares New PC Premium  Premium Premium
Price Price Outstanding  Stock Price  Per Stock  Percent Total
12/7/98  $43.50 $19.50 285,000,000 $25.23 $5.73 29.38% 33160,000
6/4/99 $37.31 $18.69 297,334,000 $21.64 $2.69 15.81% 3803803

Can the acquisition premium increase or decrbasgeen now and the time the merger is likely to
close?

Yes. However, the difference in ScottishPowstsck price and that of PacifiCorp’s should remain
fairly constant until the merger is completed. fHfiere, | assume that the magnitude of the
premium will remain in the neighborhood of $800lil to $1 billion.

Can you explain why this may be the case?

Yes. Stock prices reflect the investors expéatestabout the present value of future cash flows.
Since ScottishPower has announced their intenfiguichasing PacifiCorp’s Stock at .58 ADS to
1 share of PacifiCorp stock, and since some tinsaritarvened since the announcement, investors
have incorporated the information in their valuaio Sellers of PacifiCorp stock will demand, as
part of the price of the stock, the premium theyldaeceive if they held onto the stock. Likewise
buyers of PacifiCorp stock should be willing to aprice that includes the known premium. The
two stocks then, should, after some initial adjusita, begin to track one another. This is
apparently what is happening.

Immediately after the merger announcement, botreghiaces briefly increased, but then began
to fall within a matter of weeks. This trend cowted until around the first of May when both share
prices began to increase. (See DPU Exhibit 4@yres 1 and 2 ) Interestingly, but not
surprisingly, since the announcement the pricahetwo stocks have been closely tracking one
another. Over the five month period prior to therger announcement, the correlation coefficient
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Table3

Stock Price Correlation: PacifiCorp and ScottishPower

Beforethe Merger Announcement After the Merger Announcement
July 1, 1998 to December 4, 1998 December 7, 1998 to June 4, 1999
Correlation
Coefficient 0.44 0.95

for the two stock’s prices was -0.44, after theamcement, the correlation increased to 0.95thaui
any further announcements, this trend or correlatiche two prices will continue until the merger
closed.

The number of outstanding shares, however, maygehaver the intervening period. As this
occurs, the total premium will also change. I'saming that the change in the number of
outstanding shares will not change by much and, ttine total premium will remain around the
current $878 million.

Q: Inyour opinion, does the acquisition premiuméiany implications for stranded costs?

A: Yes, | believe it does.

A stock’s price, as | indicated before, reflects thvestors expectations about the present value
of future cash flows. If ScottishPower is willibg pay a premium for PacifiCorp’s stock, the
implication is that they anticipate earnings togbeater in the future than is indicated by the extr
price (i.e., absent the merger) of PacifiCorp’sktoThis is essentially the argument put forthaby
couple of authors in a recent article:

Since most utilities already enjoy a market pricat is 150% or more
above book value, merger-related premiums cleamyamplate future
earnings from other than regulated operations, g/pesfits are limited by
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book value?

In the present case, the anticipated future easmmay be a simple expansion by ScottishPower into
another regulated market, as much as it is in ipatiion of future restructuring in the United State

In either case, the willingness of ScottishPowgray an acquisition premium may be an
indication that PacifiCorp would not face any stted costs if the electric industry were

restructured.

As is well known, however, stranded costs is a wemntroversial topic and need not be decided
here in these proceedings.

Q: Does this conclude your direct testimony?

A: Yes it does.

22 Robert P. Knickerbocker and Florence K.S. Davi$ie' Acquisition Premium: A U-Turn in Merger PoligyPublic
Utilities Fortnightly, May 15, 1999, p. 45.
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DPU EXHIBIT NUMBER DPU 4.1:

M ERGER BENEFITSAND PROPOSED MERGER CONDITIONS

Merger Benefits

It appears that ScottishPower is a financiallyragey entity than PacifiCorp. And this could benhefi
PacifiCorp shareholders and ratepayers. Pridrgarierger announcement, PacifiCorp was on a credit
watch with a negative designation. After the meagemouncement, PacifiCorp was placed on a credit
watch with a positive designation. Accordingepresentatives at Standard and Poor’s Financial
Services, if the merger goes through, PacifiCodelst rating may be upgraded. Lower debt cosheyt
materialize, would be a benefit of the merger. éaithe capital structure ordered in the most recdat
case with PacifiCorp, one-half percentage pointli&$8is points) in the weighted cost capital is tvort
approximately $17 million in PacifiCorp’s total rwe requirement.

Concerns and Proposed Merger Conditions

Concern: Foreign Currency Risk Proposed Condition
It is possible that gains or losses on ScottishPower shall follow the generally
foreign transactions can occur. These accepted accounting standards regarding foreign

transaction losses and gains are the effect of operations and exchange. Namely, FASB 52.
exchange rate changes on transactions

denominated in a foreign currency. The

Financial Accounting Standards Board

(FASB) has rules governing such transactions.

Concern: PUHCA Proposed Conditions
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The Public Utility Holding Company Act
of 1935 (PUHCA) came about largely due to
wide spread abuses and the inability of state
commissions to regulate large, multi-
jurisdictional holding companies.

Page 2

For ratemaking purposes, a hypothetical capital
structure will used to determine the correct coéts
capital. The capital structure shall be constricte
using a group of A-rated electric utilities
comparable to PacifiCorp.

Within thirty days after the approval of the
merger PacifiCorp/ScottishPower should provide a
detailed report indicating PacifiCorp’s proportitea
share of the Holding company’s total assets, total
operating revenues, operating and maintenance
expense, and number of employees. Subsequent to
this initial report, this information should (collde
included as part of PacifiCorp’s semi-annual filing
with the Commission.

Until approved by the Commission in a
separate proceeding, PacifiCorp shall maintain its
own debt and, if outstanding, preferred stock.

PacifiCorp shall apply to the Commission for
approval of debt issuances.

PacifiCorp/ScottishPower agrees not to assert
in any future Utah proceeding that the provisiohs o
PUHCA or the related Ohio Power v FER&se
preempt the Commission’s jurisdiction over
affiliated interest transactions and will expligitl
waive any such defense in those proceedings.

In the event that PUHCA is repealed or
modified, PacifiCorp/ScottishPower agrees not to
seek any preemption under any subsequent
modification or repeal of PUHCA until such time as
the Commission can fully review its regulatory
position or authority.
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Concern: Cost of Capital

Despite ScottishPower’s promises, there
is a risk that the cost of capital could increase
as a result of the merger.

Concern: Acquisition Premium

Sottish Power has offered PacifiCorp
shareholders a substantial premium as part of
the merger agreement. Given current
conditions, the premium is approximately
$878 million. If just a portion of this premium
were to find its way into rates, the promised
$10 million in savings would be completely
dwarfed.

Page 3

PacifiCorp and ScottishPower shall provide the
Commission with a copy of any lobbying reports
filed at the SEC.

Proposed Conditions

If ScottishPower is able to lower the costs of
capital, then those savings shall be reflecteates
in a timely manner. If, however, the cost of cabit
increases as a result of the merger, ScottishPswer’
shareholders will bear that cost.

Proposed Conditions

Rates will be set based upon original and not
revalued costs; any premium paid by ScottishPower
for PacifiCorp stock will be disregarded for
ratemaking purposes. Nor will ratepayers bear any
costs of the transaction.
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DPU ExHIBIT NUMBER DPU 4.2:

FASB NoO. 52, FOREIGN CURRENCY TRANSLATION 23

“Application of this Statement will affect financ¢ieeporting of most companies operating in foreign
countries. The differing operating and economicabgeristics of varied types of foreign operationi

be distinguished in accounting for them. Adjustrsdnt currency exchange rate changes are excluded
from net income for those fluctuations that do ingtact cash flows and are included for those toat d
The requirements reflect these general conclusions:

“The economic effects of an exchange rate changenarperation that is relatively self-contained and
integrated within a foreign country relate to tlet imvestment in that operation. Translation aadnestts
that arise from consolidating that foreign openmatim not impact cash flows and are not includeukin
income.

“The economic effects of an exchange rate changeforeign operation that is an extension of the
parent's domestic operations relate to individsakts and liabilities and impact the parent's dasis
directly. Accordingly, the exchange gains and leseesuch an operation are included in net income.

“Contracts, transactions, or balances that arigadn effective hedges of foreign exchange risk el
accounted for as hedges without regard to themfor

“More specifically, this Statement replaces FASBt&ment No. 8Accounting for the Translation of
Foreign Currency Transactions and Foreign Currency Financial Satements, and revises the existing
accounting and reporting requirements for transhadf foreign currency transactions and foreign
currency financial statements. It presents starsd@ndforeign currency translation that are desigioe
(1) provide information that is generally compatillith the expected economic effects of a rate ghan
on an enterprise's cash flows and equity and (Batan consolidated statements the financial itesu
and relationships as measured in the primary cayrenwhich each entity conducts its business
(referred to as its "functional currency").

“An entity's functional currency is the currencytbé primary economic environment in which thaitgnt

= Summary of Statement No. 52 Foreign Currency Trandation, Financial Accounting Standards Board,
http://www.rutgers.edu/Accounting/raw/fasb/.
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operates. The functional currency can be the doHar foreign currency depending on the facts.
Normally, it will be the currency of the economitvéonment in which cash is generated and expended
by the entity. An entity can be any form of opayatiincluding a subsidiary, division, branch, dnjo
venture. The Statement provides guidance for tiysdetermination in which management's judgment is
essential in assessing the facts.

“A currency in a highly inflationary environment-f&ar inflation rate of approximately 100 percent o
more) is not considered stable enough to serve@scéional currency and the more stable currericy o
the reporting parent is to be used instead.

“The functional currency translation approach addph this Statement encompasses:

“14.1dentifying the functional currency of the dgl$ economic environment

“15.Measuring all elements of the financial statetaen the functional currency

“16.Using the current exchange rate for translatiom the functional currency to the reporting
currency, if they are different

“17.Distinguishing the economic impact of changesxchange rates on a net investment from the
impact of such changes on individual assets abditias that are receivable or payable in curresci
other than the functional currency

“Trandlation adjustments are an inherent result of the process of tramgjadiforeign entity's financial
statements from the functional currency to U.Slass| Translation adjustments an@ included in
determining net income for the period but are disetl and accumulated in a separate component of
consolidated equity until sale or until completesabstantially complete liquidation of the net
investment in the foreign entity takes place.

“Transaction gains and losses are a result of the effect of exchange rate cheingdransactions
denominated in currencies other than the functionalency (for example, a U.S. company may borrow
Swiss francs or a French subsidiary may have avaade denominated in kroner from a Danish
customer). Gains and losses on those foreign acyrgansactions are generally included in detenngjni
net income for the period in which exchange ratemge unless the transaction hedges a foreign
currency commitment or a net investment in a faregtity. Intercompany transactions of a long-term
investment nature are considered part of a paneettsmvestment and hence do not give rise to gains
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1 losses.”
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DPU ExHIBIT NUMBER DPU 4.3:

StocK PRICESFOR SCOTTISHPOWER AND PACIFICORP

Figurel
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Immediately after the merger announcement bothespiaces briefly increased, but then began to
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fall within a matter of weeks. This trend contiduntil around the first of May when both sharecesi
began to increase. Since the announcement thespsfahe two stocks have been closely tracking one
another. Over the five month period prior to therger announcement the correlation coefficientter
two stock’s prices was -0.44, after the announceniee correlation increased to 0.95.
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DPU ExHIBIT NUMBER DPU 4. 4:
VITAWILLIAM A. POWELL, PH.D.
CURRENT POSITION Utility Economist
Division of Public Utilities
Department of Commerce, State of Utah
Salt Lake City, Utah 84114;
(801) 530-6032; wpowell@br.state.ut.us
EDUCATION
Doctorate of Philosophy (Economics) 1993

Texas A&M University, College Station, Texas
Thesis: Reduced Form Estimation in Partially Specified S multaneous Equations Models
Major: Econometrics

Minor: Public Finance and Risk and Uncertainty

Bachelor of Science 1985
Weber State University, Ogden, Utah
Major: Economics

Minor: Business and Psychology
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PROFESSIONAL TRAINING
NARUC Annual Regulatory Studies Program 1996
Michigan State University

Two course in regulatory theory, procedures, aladtpres.

Professional Conferences

| have attended several professional conference=iog a wide variety of regulatory
topics.

EXPERIENCE

Utility Economist 1996 - Present
Utah State Division of Public Utilities
Responsibilities
* Negotiate settlements with utilities and intervener
* Propose, evaluate and advance new regulatory dseand procedures.

e Conduct, economic research and analysis to asdiseidevelopment of policy
for utility regulatory issues.

* Prepare recommendations, present written and esahtony, and assist counsel
in cross examination of other witnesses.

e Conduct independent studies related to regulagsyeis including, economic
analysis, rate design, cost of service, qualitytrabnetc.

Adjunct Professor of Economics 1996-Pr esent
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Weber State University, Ogden, Utah
Teaching Responsibilities
e Survey of Economics
e Principles of Micro and Macro Economics

* Quantitative Methods for Business and Economic
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Assistant Professor of Economics 1989-1995
University of Mississippi, Oxford, Mississippi
Teaching Responsibilities
» Graduate Courses:
Applied Microeconomics, Applied Statistics and Resgion Analysis,
Econometrics, and Mathematical Statistics
e Undergraduate Courses:
Principles of Economics, Microeconomics, and Stiags
» Course Coordinator for Undergraduate Statisticsr€zs.
Committee Assignments
e Qualifying Theory Exams
« MBA Program Review
e Econometrics Field Exam
» Undergraduate Program and Effectiveness Assessment
Graduate Resear ch/T eaching Assistant 1985-1990

Texas A&M University, College Station, Texas
Responsibilities
» Teaching undergraduate economics courses

* Helping conduct and evaluate research for Dr. Rdd&smann and Dr. Raymond
Battalio
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PROFESSIONAL ACTIVITIES

Text Book Reviewer

Referee (past), Journal of Economic Education
Discussant, Southern Economic Association Meetings
Member of the American and Southern Economic Asdmeis

Invited Questioner, Educational Testing Service EdRonomics Subject Exam

RESEARCH

“Detecting Abnormal Returns Using the Market Modéh Pretested Data,” with Steven
Graham and Wendy Piridournal of Financial Research, Spring 1996, pp. 21-40.

“Do Students Go to Class? Should They? Commenti Wiilliam F. ShughartJournal
of Economic Perspectives, Summer 1994, pp. 208-210.

“A Decision Support System for In-Sample Simultame&quations Systems Forecasting
Using Artificial Neural Networks,” with Lou Capostti, Bob Dorsey, and John Johnson,
Decision Support Systems, 11 (1994), pp. 481-495.

“An Economic Interpretation of Stranded Costs Restructured Electric Utility
Industry.”

“Information Versus Market Power: The Effect of Aatising on market Share
Instability.”

Information and Competition: Their Role in a Restaed Electric Utility Industry.”

“An Empirical Comment on the Regional DistributiohBank Closings in the United
States From 1982 to 1988.”

PRESENTATIONS

“Stranded Costs,” Electric Deregulation and Custo@imice Task Force, Utah State
Legislature, Spring/Summer 1997
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“Retail Access Electric Pilot Programs,” Utah Pual@iervice Commission, Fall 1996.

“Free Enterprise and the Entrepreneur,” Gatlin €efdr Free Enterprise, University of
Mississippi, Fall 1995.

“Simultaneous Equations Systems Forecasting witlrdléNetworks,” with Lou
Caporaletti, Bob Dorsey, and John Johnson, Combweetings of Operations research
Society of America and The Information and Managen$ystems Society, May 1991.

“Adaptive Behavior and Coordination Failure,” witbhn VanHuyck, Joseph Cook, and
Raymond Battalio, Economic Science Association Megst October 1990 and 1991.

CIVIC ACTIVITIES

Participant, Utah Economic Forum

Member, Huntsville Town Boosters Club
Member, Huntsville Town Parks Committee
Little League Baseball Coach, Weber County

Trustee, Ogden Valley TV Translator District

HONORS

Outstanding teacher of the Year, Nominee (by studete), School of business Administration,
University of Mississippi, 1994-1995

Outstanding Graduate Teaching Award, Departmeg&icohomics, Texas A&M University,
1988-1989

Senate Banking Committee Summer Intern, 1982



