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DR. DENNIS W. GOINS
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NUCOR STEEL

Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.
A. My name is Dennis W. Goins. | operate Potomac Mamaent Group, an economics

and management consulting firm. My business addseS801 Westchester Street,

Alexandria, Virginia 22310.

Q. DID YOU FILE DIRECT TESTIMONY IN THIS CASE?
A. Yes.
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Q.

A.

ONWHOSE BEHALF ARE YOU APPEARING?

| am appearing on behalf of Nucor Steel.

WHAT IS THE PURPOSEOF YOUR REBUTTAL TESTIMONY?
The purpose is to respond to testimony filed byRhasion of Public Utilities (DPU).
In particular, | address the direct testimony filgdDPU witnesses Lowell E. Alt, Jr.,

and Kenneth B. Powell.

CONCLUSIONS

WHAT HAVE YOU CONCLUDED ABOUT THE DPUTESTIMONY?
On the basis of my review and evaluation, | haveckaled that the DPU:
1. Conducted a wide-ranging and methodical reviethefproposed
PacifiCorp/ScottishPower merger.
2. Apparently adopted a “net positive benefit” stambfor judging whether the
merger is in the public interest and should be @pgat by the Commission.
3. Concluded that quantifiable merger savings degively meager—about $10
million annually in reduced corporate costs.
4. ldentified numerous financial and operating riaksociated with the merger.
5. Recommended that the Commission approve the msuggect to 46 conditions
even though the DPU never concluded that the conéidl merger meets the
“net positive benefit” standard.
6. Failed to provide special contract customersstimae protection from merger

risks that it recommended for non-special contcastomers.

RECOMMENDATIONS

WHAT ARE YOUR RECOMMENDATIONS REGARDING THE DPU
TESTIMONY?

| recommend that the Commission reject the meigeeseither the DPU nor any other
party has been able to demonstrate that the mgiejds a net positive benefit.

However, if the Commission approves the mergehduld impose rate protection
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conditions that are significantly stronger thanstnoecommended by the DPU. *

Specifically, the Commission should:

1.

Reject the DPU’s proposed merger condition Noregfarding rate increases,
and instead impose an immediate across-the-boardrage reduction applicable
to non-special contract customers and a post-rentubtyear rate freeze
applicable to all customers.

Reject the DPU’s conclusion that merger condgiare unnecessary to protect
special contract customers from merger riskastead, the Commission should
require that ScottishPower extend existing congradth industrial customers
(at the customer’s option) to coincide with thetpesluction 5-year rate freeze
to ensure that all PacifiCorp customers receivedhefreeze’s protection and
benefit. If the Commission elects not to freezecs contract customers’ rates
for 5 years, then they should be allowed to chtiosie electricity supplier when

their contracts expire subject to rules and gundsliset by the Commission.

DPUMERGER EVALUATION

Q. PLEASEDESCRIBE THE STANDARD THE DPUUSEDTO EVALUATE THE
PROPOSEDMERGER.

A.

The DPU does not clearly enunciate the standasgi to evaluate the merger, although

it appears to have used the net positive benefiidstrd. The DPU recognizes that the

Commission:

! The Commission should impose the conditions detdit my direct testimony at pages 4-6. Some @dé¢h
conditions are covered by the DPU’s non-rate ptateconditions.

2 Kenneth Powell, direct testimony, page 9, line& 1-
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...ordered that the appropriate standard to be usedaluating the
merger application is a net positive benefit tophelic interest in the
State of Utah. We understand this to mean thatvati&known costs and
benefits related to the merger have been evalaatedetted that if there
is a net positive benefit then the merger shouldggoved. The PSC,
however, did not set the amount of the net poshimeefit required for
merger approval nor did they specifically define public interest. The
public interest normally considered by the Divisiowolves those areas
within the PSC’s jurisdiction such as rates chargeatility customers.
This case demands a broader perspective.... Coasaeshould be
given to the impact on ratepayers, shareholderpl®mes, the State of
Utah, its citizens and its general economy.

Instead of clearly explaining how it applied the pesitive benefit evaluation
standard, the DPU identified numerous merger-rélatsks, and then proposed

conditions to mitigate such risks. For example, DU says:

...[W]e soon realized that the ScottishPower mergsefd new risks and
that the conditions offered by ScottishPower argiffzorp in their direct
testimony would be insufficient to remedy possiatk/erse outcomes.
This merger is quite different from the previousrges in that benefits
appear to be much smaller and harder to quantifyith.gvhaller and less
certain merger benefits, mitigating the risks beesmmore important if the
net positive benefit standard is to be met.

If possible adverse outcomes materialize, theydeakily offset the small
assured savings and result in a net harm to thiicpoterest....The
Division has developed a list of conditions thaeipt to mitigate the
risks related to specific areas of the mefger.

Q. DOESTHE DPU'S TESTIMONY EXPRESSDOUBTS THAT THE MERGER
YIELDS A NET POSITIVE BENEFIT?

A. Yes. For example, consider not only the statemgund$ed above, but also the following
statements from the DPU’s direct testimony.
®  “This proposed merger...is expected to bring verylsassured benefits and
large uncertainties and risk.”
® “Only $10 million in merger savings have been sfieally identified from

PacifiCorp and none from ScottishPower....This merge@wot as clearly a ‘good

® Lowell B. Alt, Jr., direct testimony, page 4, lihd, to page 5, line 3.
* Lowell B. Alt, Jr., direct testimony, page 7, lideto page 8, line 5.
> Lowell B. Alt, Jr., direct testimony, page 9, I;&4-16.
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deal’ like the 1989 mergef.”
n “...[T]he degree of unsubstantiated claims is enawgstagger all but the

most sanguine supporter.”

Q. WHAT TYPESOF RISKS DID THE DPU IDENTIFY?
A. The DPU identified numerous merger-related findremmal operating risks. More

specifically, the DPU said:

...[W]e believe that the foremost concerns are thaatise quality and
reliability may get worse and rates may go up aslteof the proposed
merger. These concerns are followed by the cortbatrthe Utah PSC’s
ability to regulate the merged company may be asheimpacted. The
possibility of adverse impact on the State, commnesmiand employees
through the loss of jobs, loss of local compangenee and reduced
support for community and economic developmentalssraised. Other
parties have raised concerns about the environreleelrtgy conservation,
municipalization, retail competition and utilitydiities.

Q. HOW DOESTHE DPUPROPOSETO MITIGATE SUCH RISKS?

A. The DPU recommends a set of 46 conditions, inclydiproposed 3-year rate cap.

Q. WILL THE MERGER YIELD A NET POSITIVE BENEFIT WITH THE DPU’S
RECOMMENDED CONDITIONS?

A. No. The DPU says the following regarding the nieedts proposed rate cap:

...[W]e are concerned that not all merger relatedsdosluding transition
costs are or would be tracked. We are not suteotitgproposed
conditions on asset valuations and the related ¢ctrgraproperty taxes
will provide complete protection. We are concerabdut the possible
adverse and difficult to predict impact on the emag from the potential
loss of Utah jobs. We are concerned that our gegaonditions may not
completely mitigate all possible risks of adveraecomes. The penalties
available if service quality and reliability detaate may not be adequate
to assure a net positive benéfit.

In my opinion, the DPU’s proposed rate cap doesmubgate the risks that it identified.

® Ronald L. Burrups, direct testimony, page 3, lihBs19.
"William A. Powell, direct testimony, page 2, life

¢ Lowell B. Alt, Jr., direct testimony, page 5,d:5-12.
°® Lowell B. Alt, Jr., direct testimony, page 10,d54-11.
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PLEASE DESCRIBE THE DPU'S PROPOSEDRATE CAP.

The DPU'’s proposed 3-year rate cap would take émemforms. Under the first
option, rate increases during the 3 years followiregmerger’s approval would be
limited to current levels adjusted by an externélation index. Under the second
option, rate increases would be limited such tlzatiffCorp’s earned rate of return on
equity in Utah did not exceed PacifiCorp’s allowatk of return on equity in another

state'®

WHY IS THE DPU'SPROPOSEDRATE CAP INADEQUATE?

The 3-year rate cap provides no assurance thaanges will share in any meaningful
merger-related savings. In fact, under the irdlaindexed option, a mere 2.5-percent
annual inflation rate could generate nearly an i@qr@ cumulative rate increase over
3 years. A mechanism that permits such increasesdes no assurance of a net
positive benefit to ratepayers.

ISANOTHER OPTION AVAILABLE TO PROTECT RATEPAYERS BETTER
THAN THE DPU'SRATE CAP?

Yes. In my direct testimony | recommended thdtapproves the merger, the
Commission should impose an immediate across-thedbdase rate reduction
applicable to non-special contract customers gmosé&reduction 5-year rate freeze
applicable to all customers. Post-merger regugtostection cannot undo a merger and
its ill effects. As a result, my recommended raguction and post-merger rate freeze
(along with other conditions detailed in my direzttimony) are necessary to:

®  Provide assurance that the merger’s alleged bsregftachieved

®  Ensure that ratepayers share in achieved mergefitsen

®  Insulate ratepayers from potential merger-relatsdsr

A rate reduction is necessary to protect non-spegrdract customers from merger-

°Lowell B. Alt, Jr., direct testimony, page 9, Isé-11.
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related risks, and to put meaning behind Scottisl@d?s numerous, and generally
unsupported claims of merger benefits. In addjtiba 5-year rate freeze for all
customers is necessary to protect ratepayers frpostareduction (or post-contract)
series of rate increases. A base rate reductidrbamar rate freeze, combined with my
other recommended merger conditions, would sigaifiky increase the likelihood that

customers receive some tangible, net positive liteihafn the merget?

Q. WOULD THE DPU'SRATE CAP APPLY TO ALL CUSTOMERS?
A. No. As I noted earlier, the DPU has apparentlyctared that merger conditions are

unnecessary to protect special contract custommrsrherger risk$> Special contract
customers deserve the same protection as oth@meerst from merger risks. To
exclude special contract customers from such pliotecs unjust, unreasonable, and
discriminatory. While special contract customdrsiugd not participate in my
recommended rate reduction, they should have theramity to extend their existing
contracts to coincide with my recommended 5-yet@ freeze. This condition would
ensure that all PacifiCorp customers receive tteefraeze’s protection and benefit. If
the Commission elects not to freeze special conttiagtomers’ rates for 5 years, then
those customers should be allowed to choose thestrieity supplier when their

contracts expire subject to rules and guideline®géhe Commission.

Q. DOESTHIS COMPLETE YOUR REBUTTAL TESTIMONY?
A. Yes.

1 The Staff of the Oregon Public Utility Commisstwes recommended a 6-year, 2.5-percent
annual rate credit to mitigate the proposed mesgesks and provide ratepayers with
tangible merger benefits. “Staff cannot conceilvallrisks potentially presented by the
merger or all conditions that would be necessamprtiect PacifiCorp ratepayers against
such risks. A financial benefit [rate credit] equired to offset known and unknown risks
of the merger and to provide some expected nefibemPacifiCorp's customers e John

S. Thornton, Jr., and Thomas P. Riordan, Surrebigstimony, Docket No. UM-918, July
14, 1999, page 30, lines 13-17.

2 Kenneth Powell, direct testimony, page 9, liné 1-
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