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4 PROCEEDING

5 CHAIRMAN MECHAM: Let's goack on the

6 record. Mr. Randle.

7 MR. RANDLE: Thank youjukt have a few
8 more questions. I'll address triegdr. Wright.

9 Continuing on with that hypothetigabt to

10 illustrate how this credit works, .MYright, assume
11 now that the merger occurred asantidry 1, 2000
12 and the merger credit was implenckbtea tariff
13 approximately a month later, andhthguess

14 assuming that there was no rate icasetween the
15 beginning of 2001 and the firstftagredit

16 tariff, then | guess the only ththgt would happen
17 at the beginning of 2001 is you vdomlake some
18 adjustments based on whether you ave

19 under-refunded for the first yead #imen based on

20 projections for the next year; igttborrect?



MR. WRIGHT: That is caste

MR. RANDLE: And then &etissume that in
the fall of 2001 you filed a genewtk case and
that was not decided until, let\s $lae spring of

2002, being very optimistic. Whatuld then happen
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at the beginning of 2002 with regerdhe credit
tariff?

MR. WRIGHT: At the beging of 2002, the
credit would stay in place as presgio The key date
would be the effective date of tleavirates. If, in
those rates, or a possible rate, GsatishPower
demonstrated that savings of 12iomjlor whatever
amount of merger-related savingseweithere, the
credit would need to be either aneehar removed

based upon the amount of saving#tiSeBower had
identified.

MR. RANDLE: Let's assurtiesn, further in
that rate case that you had idextiéind proven to
the Commission's satisfaction thate were 12
million in merger-related savingsl @ahat those
would be ongoing. Then would thegee credit
disappear at that point, on thadjlof the rate
case tariff?

MR. WRIGHT: Not on thérfg. On the

date of the effective rates.



MR. RANDLE: Right. Exaume. That's
what | meant. So at that pointntithe merger
credit would be over?

MR. WRIGHT: The mergeedit would be

over, but it would be replaced iattexample by an
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equivalent $12 million reductionrates going
forward and, as such, would be aaptin rates
going forward until the next ratesea

MR. RANDLE: And let's sthat -- you
wouldn't be asking for any refundloto the
beginning of 20027

MR. WRIGHT: No, we woubdt.

MR. RANDLE: That's alh&ve.

CHAIRMAN MECHAM: Thank yp Mr. Randle.
Mr. Sandack, something on this one?

MR. SANDACK: Just briefly

CHAIRMAN MECHAM: Go ahead

MR. SANDACK: Thank yotrhere was a
discussion, Mr. Larson, that you taith Mr. Reeder
regarding the refocus program. Asderstand it,
that essentially has been implenteiméerms of the
employee layoffs and the cost saasya result of
that.

MR. LARSON: To the besthoy knowledge,

the refocus program has been imphedeand the vast
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25

majority of the savings associatdth that program
will be captured in 1999.

MR. SANDACK: Okay. Sathany future
layoffs then would be, | guess, $e your word,

incremental in terms of what Scofiswer might
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implement in terms of cost savinghie future; is
that correct?

MR. LARSON: Anything thabuld occur, any
transition plan items that would wcwould be
incremental.

MR. SANDACK: So any futuiayoffs would
be related to the merger, themas torrect?

MR. LARSON: If there eah, if there
were layoffs related to transitidarp then those
would be related to actions of ttams$action.

MR. SANDACK: If | couldigt ask Mr. Alt,
does that simplify, from your poaitview,
enforcement scheme of job protedtiaierms of the
problems that you last ran into with last merger?

MR. ALT: I'm not surenderstand what
you mean. Clarify it or --

MR. SANDACK: Wasn't, withe last merger,
the problem enforcement? You hadesproblems
assessing what was merger relatédvaiat wasn't

merger related?
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MR. ALT: Yeah, that waprablem.
MR. SANDACK: Wasn't tithe problem?
MR. ALT: I think so.

MR. SANDACK: And so do&ghis

25 simplify -- eliminate that problesssentially, in
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terms of what PacifiCorp has essdigtdone is over
and future job layoffs will be reddtto the
merger?

MR. ALT: I'm sorry. | muhave missed
something. Are you talking aboutaivMr. Larson --

MR. SANDACK: Right. Thefocus program
essentially being implemented aredl#lyoffs have
been made, the cutbacks have bede.nfauture
layoffs are related to the merger.

MR. ALT: I'm not sure thal future
layoffs you could say would be rethto the
merger. How could you say that?

MR. SANDACK: Well, becaus

MR. ALT: | mean, Pacifi(ganight have a
second refocus program had therd&enh a merger.

MR. SANDACK: Well, butrfthe merger,
PacifiCorp wouldn't have any moregoams to refocus
on, would they?

MR. ALT: How do we knothatt?

MR. SANDACK: So you'relkvig -- your
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concern is purely of a speculatigture, then; is

that correct?

MR. ALT: Well, I'm notsul'd

characterize it that way, but --

MR. SANDACK: If you'll penit me, I've
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just got maybe two questions follopron Item Number

42 that | feel | must clarify basadthe impression
that was left in the testimony thait just not
clear on.

CHAIRMAN MECHAM: Go ahead

MR. SANDACK: Mr. Larsowhen you were
testifying on Item 42, you indicatbdt the
conditions preserving benefits feotyears is one
of the conditions of the merger, &ddn't -- in
fact, | don't see that. | see thay've
eliminated the word "stability" fraime Division's
original conditions, which might leagiven us that
assurance, and substituted with lsiisgyying
"complying with provisions of the rger agreement.”
As | understood your testimony, gaid that under
the present ERISA plan you had thktyaannually
to cut back or reduce benefits. ot
ScottishPower still have that apilinder this
condition?

MR. WRIGHT: Could | pedsaclarify? From
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ScottishPower's perspective --

CHAIRMAN MECHAM: Yes.

MR. WRIGHT: -- | belietieat the merger

agreement does go into some mogaldetre. The

commitment is as per the mergereagent. | believe
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that does allow changes in bendfiis$ there would
be a commensurate level of otheebenprovided
such that, overall, the benefitsraoe--

MR. SANDACK: I'm not surenderstand how
the merger agreement preservestred df benefits
that PacifiCorp otherwise was payahghe time of
the merger. Can you explain thah&y

MR. WRIGHT: Well, | belie that the
stipulation here references thatagrent. It shall

comply with the provisions of thenger agreement.
The merger agreement is a docunhanig in the
record, | believe, in this procegdamd therefore
it can be referenced in terms oftwhat commitment
is.

MR. SANDACK: Well, asdviewed the
merger agreement, the amendmerategsagreement
per the merger, principally the gaaahs regarding
benefits at page 19, they just synspem to
reference these plans, that thay'effect, and |

guess they're continued, but ifglaas themselves
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allow the Company to unilaterallyange the benefits

for exempt employees, | don't saems like an

illusory promise to me.

MR. FELL: Mr. Chairman?

CHAIRMAN MECHAM: Yes.

RENEE L. STACY, CSR, RPR
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MR. FELL: | could showwtsel the
provision that we're relying on.may be that he's
relying on a provision of the merggreement that
just recites what there is. Thesesther one in
Section 6.09 which contains thigespntation and
promise. May | approach counsel stmalv him this?

MR. SANDACK: I'm lookirgf it here. I've
got a copy of it.

MR. FELL: Fine.

MR. SANDACK: If | can jumok over it
quickly, I'd appreciate it. Can yote the
specific language that you woule likat would
clarify how the benefits are prese¥

MR. FELL: Well, the opegiclause sets it
out. It says HOLDCO, which is reileg to the
ScottishPower parent, shall usesiisonable best
efforts to cause the Company em@dyenefit plans
in effect at December 6th, 1998 tiaate been
disclosed to ScottishPower priosuioh date to

remain in effect until the secondigarsary of the
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effective time, or to the extentls@ompany
employee benefit plans are not cmetil, HOLDCO will
maintain, until such date, bendfing which are no
less favorable in the aggregatéi¢oeimployees

covered by such Company employeefiigrians. And
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then there are some more provistisan but that's
the overall structure.

MR. SANDACK: All rightSo, to the extent
that the benefit plan then pernhits Company to
unilaterally amend that plan, theuld not do so on
terms less favorably than PacifiColfered to
employees at the time of the mengahat
correct?

MR. FELL: That's corredh the
aggregate, the plans would be edgmta- of
equivalent value.

MR. SANDACK: Thank you.

CHAIRMAN MECHAM: That d&?

MR. SANDACK: That's alh&ve.

CHAIRMAN MECHAM: Thank yo Mr. Dodge has
a few succinct questions.

MR. DODGE: I've never beseiccinct, but

I'll try. Mr. Alt, in your openingou referenced
using a few other measures of thearableness of

the rate concession given in trasestand one of



21 them was the Wyoming rate cap. Do ynderstand

22 that rate cap to have been relate¢dis merger?

23 MR. ALT: Yes, clearly.
24 MR. DODGE: Is that thenQuany's view?
25 MR. WRIGHT: No, it is not
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MR. DODGE: What is ther@many's view?

MR. WRIGHT: The Companyisw that the
rate cap -- the rate plan agreed/yoming was
agreed between PacifiCorp and ta# at the
Wyoming Public Service Commissidhwas a business
as usual decision and was outsideeomerger
commitment. To the extent it waggee related, it
was that the Wyoming staff wanteel igsue related
to rates to be resolved before theyld proceed
with the merger proceeding, so tledinked in a
time frame, if you like, but theytret linked in
terms of the merger benefits. Téye grade in
Wyoming is a business as usual aetis

MR. LARSON: And | mighdl@& since | was
part of the negotiations and dismmsswith the
Wyoming staff and WIEC, that | peratly have been
involved in discussions about a Wiyaprate case
since mid 1998, well before any dsstons with
ScottishPower.

MR. DODGE: Mr. Alt, in Ragraph 43 it
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talks about allocating the credibaigretail tariff
customers. Is that intended toudelany customer
who pays a rate that fluctuates wgtablished
tariffs?

MR. ALT: Well --
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MR. DODGE: Let me sadifferently.
That it's set at tariff rates anduiddfluctuate as
those tariff rates fluctuate?

MR. ALT: Well, I think ¢hintent is that
it deals with rates that are in tidn@f,
customers who pay rates that atbertariff,
customers who are on a rate --ditie a rate
schedule in the tariff. | gatheuye alluding to
the thing | mentioned earlier thisrming about
Oregon where apparently someonen@d- and |
don't know it for a fact -- that itheerger credit
could apply to some large custortteas were on
contract because those contractglgisay in them
the rate you pay will be the rat¢ainff rate such
and such, and therefore they angadligtpaying
tariffed rates.

| don't know -- well, imyaof our
discussions about this with ScoRmsver and
PacifiCorp and the Committee, | dogcall it ever

coming up. | don't know that we édauch a
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situation in Utah. I'm not awareaafy, but I'd be
willing to talk about it, if you cgmmoduce such a
situation.

MR. LARSON: | guess | via@bjust add to

what Mr. Alt said, and it was cemtgiour
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interpretation that this would aplynuch the same
way as the credit that went backustomers in the
last general rate case. As | undadkit, there
are a couple of special contractamsers that also
take some firm service on tariffddrnhink in the
credit in the last rate case theyogedit for
that, for that firm piece of thaaritf, but for
anything that was in special cortfracid not
apply, that the contract basicallsulated them
from the presort increase.

MR. DODGE: Thank you. .Mit, the bottom
of the first paragraph in 43 indesathat, after
the first three years, the excesshortfall will
then be pushed into the fourth y&&hat about the
end of the fourth year? It wouldabgue-up and,
if so, how will it be accounted for?

MR. ALT: That wasn't dissed. | think
that Mr. Larson this morning, inpesse to Mr.
Randle's questions, indicated it thesCompany's

intent to clearly pay the full $48lmn and to



21

22

23

24

25

show that it had been fully paidtstomers as a
credit, and this also provides fer Bbelieve for
a Division audit. Or does it? Ydts in the
middle of that first paragraph. 3&ealculations

shall be audited by the DPU, stegbrt their audit
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results to the Commission. | presuhat would
mean, similar to like the refundattthe purpose of
the audits was to show that it waermgback and
that all of what was committed waseg back, and |
guess Mr. Larson can respond ta that

MR. DODGE: Is that ther@many's
understanding?

MR. LARSON: It's certayrdur intent to
give it all back. We believe, afteree years of
projecting, that the fourth yearl\wi# fairly
close, and if there is any deviafiam the final
$12 million, | mean, certainly wet's our intent
that that money belongs to -- arasimitted to
customers and would figure out hastlio get that
back cost effectively to customéits a small
amount.

MR. DODGE: Thank you. .M¥right, the
third paragraph in 43 talks aboetassumption that
the merger transaction will closs gfear. What

things, to your understanding, miggiay the
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closing beyond the end of the yeaiere's
obviously the Commission approvahdse don't
come. What else might delay it melythe end of the
year?

MR. WRIGHT: | can't thik anything else
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off the top of my head. Most of Hygprovals that
are required that are conditions@dent to the
merger agreement have already batsfied. What
Is largely outstanding is the statenmission
approvals which this point referesice

MR. DODGE: Does the merggreement deal

with the possibility of an appeatiandicate
whether closing will occur with ortlaout a final
and appealable Commission order?

MR. WRIGHT: Sorry. Couldu repeat?

MR. DODGE: To your knodtge, does the
merger agreement deal with what Bappn terms of
closing if there is an appeal frdra Commission
approval in any state?

MR. WRIGHT: I'm afraidibn’'t know.

MR. DODGE: Mr. Wright,guso that it's
clear, in proposing this merger,t8sloPower is not
prepared to guarantee Utah ratepdkat their
rates will decrease from currentles a result of

the merger; is that correct?
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MR. WRIGHT: That's cotred@here is a
guaranteed merger benefit, but natkdHe what
they are based upon current earrpoggions and
future earnings positions. The whdkea with the

merger credit is that it's indepearideom rates,
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but, nevertheless, provides a aje@ntifiable
benefit to customers.

MR. DODGE: Do you -- tsiot accurate,

Mr. Larson, in fact, that the Compantends
presently to file a rate case?

MR. LARSON: That's outantion, is

sometime later this year to fileatercase. As

you'll remember, Mr. Dodge, the Cossion delayed
several issues out of the rate steyear and

those are ones that we will neediet@ with in the
1998 test year.

MR. DODGE: In fact, thiapis to file
almost immediately after this heg?n

MR. LARSON: The decisiogs not been made
exactly, but sometime before the enthe year.

MR. DODGE: The decisi@ash't even been
made that it will be filed beforeténd of the
month?

MR. LARSON: No, there lma¢ been a

decision that it will be filed beéothe end of the



month.

MR. DODGE: A rate cass baen filed in
Wyoming for an increase; is thatreot?

MR. LARSON: That's cotre©n July 26th.

MR. DODGE: And but foryrarate cap
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there, can you tell us what youuhssof operation
would indicate the increase wouldrb@/yoming?

MR. LARSON: In that fijwe filed the
case as a case in its entirety, wveimwed a $48.3
million rate increase at an 11 amgiarter ROE.

MR. DODGE: And if you ukthat same
analysis in Utah at the authorizetdm on equity,
what kind of a rate increase cowddalguably
justified from your results of opgoa?

MR. LARSON: | think thatimber is
somewhere around $100 million.

MR. DODGE: Do you beliebat there will
be at least a public perception &hé&12 million
rate credit followed by a $100 roifli-- if that's
what's filed -- rate increase somedoesn't make
the merger look as good?

MR. LARSON: Well, I thinks Mr. Wright
said, you know, PacifiCorp -- artlihk we've
stated it in public forums -- thag would file a

rate case -- rate cases in Utahroora regular
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basis. Mr. O'Brien has stated feateral times.
Our filing of the rate case is egltinindependent

of this transaction. | think whdtdpe the public
perception is that the transactiath 8cottishPower

helps to mitigate whatever this Casson decides is
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an appropriate increase out of thae.

MR. DODGE: Mr. Gimble, atts your view on
the PR reaction to that kind of t& iacrease?

MR. GIMBLE: Well, | agregth Mr. Larson
that Mr. O'Brien has put, | guebg, tegulatory
agencies in Utah on notice that 'tegylanning on
filing a rate case, as he calls thesnversations
with Utah regulators over the nextigle of years.
We had a first meeting with Mr. Q@&r where he set
forth -- gave notification. | thimkwas last
August. Last August or Septembegust hope, you
know, that ScottishPower and PacifgCare sensitive
that there would be probably negagiublic reaction
to a $100 million rate increase loa heels of this

merger.

MR. DODGE: Thank you. .Mit, | have
some questions going back to speoialract
issues. You referenced the fadtuhder the
criteria promoted by a task forcelkoa the early

'90s, the Division has looked at smsmbmmended
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approval of each of the special @unts that have
come up for approval since that tifiae ones that
were approved, at least, you recontee approval; is
that right?

MR. ALT: Yes.
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MR. DODGE: And using teagandards?

MR. ALT: Well, the onésiimore familiar
with, | think there was -- | thinkwas like a half
a dozen contracts that the Dividias looked at
since | became manager of the ersggion in
October of 1995, and I'm fully awénat each and
every one of those was reviewedregjdhat criteria
that | referenced this morning aredlrecommended
approval on each of those and the@ission issued
an order approving each one of tlamskdid not take
exception to our use of that créeri

MR. DODGE: And one of g¢rderia that
you indicated was that what is oftefierred to as
the "but for" test, if this price nga't given, then
the load wouldn't be on the system?

MR. ALT: Correct.

MR. DODGE: And among théell me if you
can verify this, that among the "faut type
criteria that have been in place lizave warranted

these contracts have been a compheywise not
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willing to locate to Utah? Are ytamiliar with any
of the contracts negotiated undat tontext?

MR. ALT: No, | guess Ifmot specifically

familiar with that.

MR. DODGE: Are you famailj for example,
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when the WECCO contract was negediaind they were

negotiating between Utah and Nesd# where to
locate, and the contract was a requent for them
to locate there? You weren't avedridnat?

MR. ALT: No.

MR. DODGE: You recognihat the "but
for" -- one of the "but for" testalifiers would be
a company willing to locate herehaatlower
electric rate but not otherwise?uYecognize
that's a possible qualifier for that for" test?

MR. ALT: I'm not surenderstand.

Before | answer the question, l'getg make sure |
understand the question.

MR. DODGE: If a comparanme and said we
will locate in Utah assuming rates 4, otherwise
we won't, and you believe that, #redrate that
they were proposing to pay met tteostandards,
you would agree that satisfies tha for" test?

MR. ALT: Today | do. lean, on the

surface it seems like it does, yeah.
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MR. DODGE: What aboubhave any of these
contracts been supported on thengiethat
production from existing plants ¢censhifted to
other states where rates may berloweconomic

conditions more favorable, and waittontract rate
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at a certain level, production weillher increase
here or stay at a higher level here?

MR. ALT: I mean, it seefike it on the
surface, but Mr. Powell, Ken Powels the Division
witness that actually is the oné tbak the lead
on the approval and wrote the recemaations for the
Division on each and every one osthcontracts
that | talked about and he's propaldbt more
knowledgeable. He's also the chairof the
Commission's special contract taskd that's
currently meeting, you know, oves tast few

months, and he might be the beiesqn to ask
these questions. | don't want testaite anything
without talking to him, and if yoetgoo detailed,
maybe | should stop now.

MR. DODGE: Well, let mestate it, then.

I'm not trying to talk per se abeuisting ones.
I'm trying to get your understandafghe types of
situations that might, if the otleateria are

satisfied, satisfy the "but for"ttem economic



21

22

23

24

25

incentive contracts.

MR. ALT: Well, to mestsimply, if they
can -- again, the Company and tls¢ocner are the
ones that do the negotiating ang smaply present

it to us, but | would think thatlife customer can
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demonstrate that they clearly havattzer
alternative and that they don't hiaviake the
power from PacifiCorp, that that wbsatisfy that
test. That's just my perceptioratod

MR. DODGE: And among tipes of things

that might satisfy that, we talkdubat locating
here, keeping production here ditisigi production
here. You mentioned self-generatisra
possibility.

MR. ALT: Right.

MR. DODGE: And also otlogtions,
municipal power supply or some otby@iion along
that line?

MR. ALT: Yes, as longiasould be
demonstrated that it was actuakhgiiele.

MR. DODGE: And, presumali the
Division signed off on those, theycluded that
that test was met and that the nag¥e sufficient
to cover all costs of provision Hesvice and

provide something to other rateps®els that a
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fair statement?

MR. ALT: Well, not proviy all costs to
providing the service because titera is really
only providing -- | think the worsl the variable

costs, plus some contribution, drehtthere's some
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guestion about how much contributmrards the
fixed costs is required. That's enor less
subjective, because even the orliginieria wasn't
specific about that.

MR. DODGE: Conceptuatlypugh, the
Division wouldn't agree to the apgloof a contract
if they didn't believe the additiboasts imposed
upon the system of bringing thatloawould be a
benefit to the system; is that aate? Excuse me.
The additional cost of bringing tbhad in would be
covered by the rate sufficient tcalrget benefit to
the rest of the system?

MR. ALT: Well, yes, besau| mean, we
wouldn't approve something that vam'tl feel was in
the public interest. In other womolaying all its
costs, plus making a contributi@l of its
variable costs. If it paid all thests -- all the
fully distributed embedded costentit would be
the same as a tariffed rate, thexagy.

MR. DODGE: But, by defion, if you
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charged them the fully embedded, ¢bhsy wouldn't

be here?

MR. ALT: Well, presumabty

MR. DODGE: If they meetlbut for" test.

MR. ALT: -- the customweould not choose

RENEE L. STACY, CSR, RPR

(801) 328-1188

436



10

11

12

13

14

15

16

17

18

19

20

that option because they feel treey get something
better somewhere else.

MR. DODGE: Given thattféltat they
wouldn't have located or wouldntdnatayed or
would have exercised another altereaplus the
fact that the costs were deemedvercall the
incremental costs and contributeethimg else, can
you understand why special contcastomers chafe
at your suggestion that it's sulz&diby the other
ratepayers?

MR. ALT: Well, the wordlssidy, different
people have different ideas aboutwihat means.
To me, a customer that's payingtéuiffed rate on
Schedule 9 and looks at a custolikermaybe a
client of yours, if you have oneabgpecial
contract that has a rate that'sadlgtless than
that, probably feels he's subsidjziaur customer.

MR. DODGE: Well, | carsase you | have
both Schedule 6, Schedule 9 andapsantract

customers in my group.



MR. ALT: So you can answWe question by
just talking to your clients.

MR. DODGE: I'll assureuythey don't look
at it that way, because if you badiehe "but for"

analysis, then the load wouldn'tHee but for

RENEE L. STACY, CSR, RPR
(801) 328-1188 437



10

11

12

13

14

15

16

17

18

19

20

that contract, therefore it's a lfiéne them and
not a detriment. Isn't that whag Bivision said
each time they've recommended agp@ivthese
contracts?

MR. ALT: Well, to me, amgte that's
below fully allocated cost is gedtia subsidy.

That's my personal definition, oka&®Ad that
doesn't mean that you shouldn'tddhat we're
saying is, even if there's a subsigyplved, the

rest of the customers might be beligpaying the
subsidy than not paying the subbelyause, by not
paying the subsidy, their rates abtgo up.

MR. DODGE: But you carderstand why
someone chafes at saying payingubsidy. They're
not paying anything. They're gettinbenefit
because this contract is here aisddhd is on the
system, or the "but for" test faited

MR. GINSBERG: | think s@ist being
argumentative now.

MR. ALT: Like | said, haracterize it as



21

22

23

24

25

a subsidy that's paid by customedsits in their
interest to pay the subsidy. |stllita
subsidy. You can't talk me outhutt

MR. DODGE: My question iBo you

understand why customers chafeatsiiggestion and
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find that a fairly difficult word tdeal with?
MR. ALT: No, | don't.m'not in their
shoes. I'm a regulator, and in hyes, | see a
subsidy that is wisely implemented.
CHAIRMAN MECHAM: Mr. Altyou clearly feel
strongly about this. The points\asey well
defined.
MR. DODGE: Thank you.tlbee move on.
CHAIRMAN MECHAM: All righ Thank you.
MR. DODGE: Mr. Alt, yodentified in
yours and others' testimony thatetlage a whole
bunch of risks of this merger theqjuire conditions
to mitigate. One of those was a rask; is that
right? The risk that rates actugtyup.
MR. ALT: | would call tha broad
category of risk. There's a lotnafividual risks
that can cause rates to go upadt) f would say
that probably the bulk of the coiudis that the
Division proposed related to ratemg up, and so

that is a broad category. Not la, t&it a broad
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category of a lot of ways risks tbaitild result in
rates going up, if | can characteriz

MR. DODGE: Thank you. &aate risk
category. You identified a categofryisks that

included rate issues.
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MR. ALT: Right.

MR. DODGE: You testifiedefly about the
nature of the rate risk, but | thydu described it
as a lack of rate risk for spectitcact
customers. Are you familiar thatngospecial
contracts, at least, have cost aaijeist clauses

that cause annual adjustments iin thtes,
depending on the Company's costs?

MR. ALT: Right. | congida risk dealing
with an uncertainty. If that's hetcontract, it's
not an uncertainty and thereforeanosk.

MR. DODGE: If costs goagpa result of
the merger, then have they not facdulect rate
risk, if they have an adjustmentuskathat follows
the Company's costs up?

MR. ALT: Well, what tymé cost?

MR. DODGE: The costs that-- energy
costs, let's say, or any other cibstsgo into the
adjustment formula, whatever thatfola may be.

I'm saying, if costs go up as altesithe merger,
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which your conditions are desigreg@revent, but if
they do and if there's an adjustnetnise, then
special contract customers face suskeof cost
adjustment from that; is that nédiastatement?

MR. ALT: | would agreetivithat.

RENEE L. STACY, CSR, RPR
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MR. DODGE: Secondly, goe1 aware that
some of the contracts have clausssat least some
people interpret to mean at any tiney could be
re-opened and the rates adjusteaetet then current
cost considerations?

MR. ALT: I'm well awaré those.

MR. DODGE: And under thihsomeone
deemed under the current costseoCibmpany, if
they went up as a result of the raerthen special
contract customers would face themaal of risk
in that circumstance?

MR. ALT: That risk sortexists, even
absent the merger.

MR. DODGE: Well, suretlbmean --

MR. ALT: The only questis how big is
the risk, and you're implying tha imerger would
impose some additional risk beydraldriginal risk.
My answer to that would be thatihkhpart of risk
is not just what's possible, bub aldhat is

probable. In my personal experiancgorking for
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the Division for 19 years, I'm netaae of anytime
where that particular contract psayn has actually
been implemented, and if you caa arite, I'd be
happy to recognize it and deal wtith

MR. DODGE: For the la=t tyears rates

RENEE L. STACY, CSR, RPR
(801) 328-1188 441



10

11

12

13

14

15

16

17

18

19

20

have been going down. We've nowlietal there's a
potential of a $100 million rate iease going the
other way. Do you see the lastyesars as
indicative of that risk in the neé&h years?
MR. ALT: Well, I've bedere 19 years,
not just ten years. I've been liemeng a period
of a lot of rapid rate increases] awen in the
early '80s when PacifiCorp -- weltah Power was
adding power plants and rates wenegup, we had
one time period where, six montlsfifiling one
general rate case, they filed asgome. We
hadn't even started the hearingsnenand they
already filed a new application.td®avere going up
rapidly. And even then we -- didtdtmy
knowledge, we did not raise spewiaitract rates.
MR. DODGE: You may -- dmigo check how
many special contracts there wetban period.
There weren't very many. But tha¢gher here nor
there. Your committee -- your Corssinn -- excuse

me, Division identified this categof rate risks
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resulting from the merger. My quasis simply:
Special contract customers facegbggntially in
the context of the re-opener classeell as in the
context of the cost adjustment aa@s

MR. ALT: And | grantedwthe first and
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I'll grant you the second but make qualification
that | think the probability and tefore the risk
of this latter is very small. Tlgtist a personal
observation.

MR. WRIGHT: And | wouldisa point to
Condition 44 at this time, which salyat rates in
Utah shall not increase as a reastilie merger, so
if it's a cost increase and thereinates has
anything to do with the merger, duid be caught by
44. If it's a cost increase assalteof a
position that we inherit, then that'different
issue and has nothing whatsoevdo twith this.

MR. DODGE: [I'll ask yoiseries of
guestions about that on Conditionbi4 I'll defer
that right now. And, lastly -- ahokelieve you
acknowledge this risk -- contractpiee during this
four-year term. | believe everytraat in the
state of Utah expires well before ¢imd of the
four-year term that you've negotiateedits for the

tariffed customers. You acknowletigs increased
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risks, if they exist, could comebtar at the time

they renegotiate new contractsthdsaccurate?

MR. ALT: Yes.

MR. DODGE: Now, for traitf customers,

you suggested, if | heard you rigiimat the risks
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of the merger were significant ertoagd the
benefits slight enough that you wdoattually only
recommend approval of the mergethencondition
that the stipulation be adoptedcsally
including the condition that pusliteaver the top,
being the rate credit for four yeavghen you were
asked by Mr. Mattheis what kind ofrgparable
protection the special contract costrs have, as |
understood your answer, it was dgdgnthey can
exercise their "but for" option. Woyou recognize
the "but for" options may take ye@argmplement?
In some cases, moving facilitiesstig down
production, building cogeneratioumacipalizing.
Is it really the position of the Bivn or -- tell
me it's not the position of the Bivn that the
special contract customers shoutdecout of this
hearing believing that the Divisgatvice to them
is this merger that we would notrapp without
these protections for the otheramstr that's so

real, your protection against tlsabi move out of
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the state of Utah, close down praidag build
self-generation and municipalize/so can exercise
your comparable protection that §fuok exists.

Tell me what isn't what you're tyito say.

MR. ALT: Well, you didmttention the
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alternative that they already hdartown
self-generation and just turningrit

MR. DODGE: Some have thathat about the
ones that don't? One has that,tbasy knowledge,
has sufficient self-generation catiebuilt to
cover the load. Are you telling tiest of them,
start moving your production facdg and creating
municipal systems and get off tlystem now because
the risks are so real | can onlpremend approval
for the tariffed customers with thase protection
but | didn't get you anything likeat?

MR. ALT: Well, first oflal think the
point | was trying to make with NMattheis is that
the risk to the tariffed ratepayerensider to be
quite different from the risk thhetcontract
customers have. You have some gtioteto the end
of your contract that the other patgers simply
don't have at all during that tinegipd. You just
heard from a response to your qoreghat there's a

possibility of as much as a $10diarilrate
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increase, the primary brunt of whighuld be borne
by tariffed customers and your costos would sit
there with the protection of theftar | mean, of
their contract for the next yeatwo or whatever,

and how do you deal with that inégfui Doesn't
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there need to be some balancingisfrisk? You're
making the case that they're beaiegtéd unfairly
when, in fact, they're being not@sgd to this huge
risk that we're going to face thattalked about.

MR. DODGE: And under thit for" test,
if they were exposed to that risleyt would have
never located here. You seem te & of that
fact. Is your answer to these au&is, anytime
there's a rate question, get otlhefstate because
we're not going to let you stay wvilik contract you
negotiated, or at the end of it egoing to
subject you to whatever rates mathbee without
protection?

MR. ALT: My point wouldehwhy would
someone move here with only a figarycontract and
willingly sign a contract for fivegrs knowing that
at the end of that five years theas risk of
uncertainty of what was going topepto their
rates, knowing that if that riskrted out that the

rates were higher than what theycctalerate, the



21

22

23

24

25

only option was to move out of thetes. This has
nothing to do with the merger. Thsk existed
before because of all kinds of utaieties. What
would your customers say to thathy\Wid they sign

a contract for only five years iéjfelt that they
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might have to move out of the statddd that
hard to believe.

MR. DODGE: You don't aptée notion
that they trusted in good faith tthegt contract
approval process and contract reyieseess that you
went through and this Commission ttkerough would
be followed again?

MR. ALT: We recommendédtteach of those
contracts, even though most of thémgt all of
them, had automatic renewal prowsiib both
parties were willing, and we did sapport any
automatic renewals. We recommetidadnone of the
contracts be renewed beyond theimal term
without coming back into the Comnaasand getting
an approval. Part of the reasontha<riteria may
change, the environment, the circantes. Costs
that made the contract look likevdts in the public
interest at that time may not badnath the same
end result decision, and so we tdaht all the

other ratepayers to accept theafsklong -- real
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long-term contract, and so that'g whk limit it to
five years and -- I'll stop andyet --

MR. DODGE: So you dom'tept that any
risks are imposed on special cohtrastomers by

this merger that they didn't antitgfive years
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ago or whenever they entered inbs¢hcontracts, or
12 years ago, or whenever it mayeHzeen?

MR. ALT: Well, the first | think that
large customers like your clienesgduse they can
afford to hire attorneys to repreéganir
interests, are different from resittl customers
that don't have that kind of luxufyjhey depend on
us and so we feel that we have lanoa all these
interests, but we realize that lazgstomers are a
lot smarter. When you call themampl ask them what
rate they're on, they know. Yod ggla lot of
small commercial or residentiallogyt call in and
complain and you ask what rate theyh and they
have no idea. You ask them abouotashel charges.
They have no idea. Your customezperceive as
being considerably more sophistitaéad in that
regard, they're also -- they doejeittensive
analysis, | would expect. Beforeytlign five-year
contracts, they're well aware ofibess risks and

risks with rates and they make desgsbased on
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their best guess, but to assumethleatvorld is not
going to change and everything isg®o go along
the same forever and ever and etfenk is short

sighted, and | wouldn't buy thatusngnt that they

expected that there would neverryenaergers and
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that the review of their contractltag end of the

term would always be done on theeshasis as it was

done in the past.

MR. DODGE: You think thkgowingly
accepted the possibility that tHeswvould change
completely? They'd be bait and slwat into the
state?

MR. ALT: I don't callliait and switch.
| think the key point here, like NW.right pointed
out, the next condition says simpahgs in Utah
shall not increase as a result efntierger, and |
think that's a pretty important otiewas one very
fundamental to our list of condiso@and | think
there's some protection there, ahahk that, you
know -- I'm going to stop again &etdyou get
another question.

MR. DODGE: Would it sug& you if you
found that your views are very fteyhing to people
who look at it, say, from an econohevelopment

perspective?
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MR. GINSBERG: | find tleesrgumentative,

these questions.

MR. DODGE: I'll withdraiv No further

guestions.

CHAIRMAN MECHAM: Thank yo Mr. Dodge.
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MR. REEDER: Mr. Alt, olouisly there are a
few follow-up questions that are essary.

MR. ALT: I'm not surprike

CHAIRMAN MECHAM: But just few, right?

MR. REEDER: Mr. Alt, | darstand you've
got religious fever about the wosdbisidize," so
I'll try not to prompt you too muoh that. It's
true that your benchmark for subssdgchedule 97

MR. ALT: That's the ordyrrent large
industrial rate. Or large -- it®t @& -- it's a
large high voltage general servate,rbut it's
primarily for industrial service.

MR. REEDER: And it's trilmat it includes
a classification of customers thatudes the ski
resorts and the summer asphaltglaoesn't it?

MR. ALT: | presume. Irdoknow.

MR. REEDER: You're anotieal engineer,
aren't you?

MR. ALT: Yes.

MR. REEDER: If | weredtiach a large
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generating unit to the transmisspstem of

PacifiCorp, would there be bendbtshat system

from that generator?

MR. ALT: It depends onewvé it's located.

MR. REEDER: Ifit's loedtnear the load?
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MR. ALT: That's alwaydpfel.

MR. REEDER: And --

MR. ALT: Sometimes it meguse voltage
problems.

MR. REEDER: But it's tmieould also
provide reactive support for thedoeouldn't it?
The generator could provide reacsnpport for the
load other than the generator's,loadldn't it?

MR. ALT: No. The genenaprovides --

MR. REEDER: It just dederon where you

put the handle. You either genelpats or hours,
so we could provide reactive suppmotldn't we?
MR. ALT: Well, you can dowith
capacitor banks. There's a lot agsmo provide --
MR. REEDER: So it prowsd®me potential
benefits in the reactive powerprtivides reduced
losses, doesn't it?
MR. ALT: Having it close the load?
Yeah.

MR. REEDER: And it bedrthat if we were
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connected to the 138 backbone systemould depend

on where on the system what thestrassion losses

were for serving us, wouldn't it?

MR. ALT: Right.

MR. REEDER: And it wowdtso depend where
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on the system we were located whirt fact costs
of providing services would be besmthe distance
from standby load would be vastlyedent, wouldn't
it?

MR. ALT: Yes.

MR. REEDER: And if we weronnected to
the backbone system, we would neelthe advantage
of any of the lesser voltage systentbe
subtransmission or distribution sgstwould we?

MR. ALT: Can you say tlbae again?

MR. REEDER: Isn't it trtheat the
Schedule 9 service includes custemvio take
service at 46 KV?

MR. ALT: That's the amgliion paragraph
in tariff, 46 KV or higher.

MR. REEDER: So if youreustomer who
takes service at a significantlyneigvoltage, you
wouldn't impose those costs on yséesn, would
you?

MR. ALT: Below that vaife.
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MR. REEDER: Below thattage.

MR. ALT: That's right.

MR. REEDER: Now, if itlsie that there

are benefits from having generatorghe system and

if it's true that there's lessertgpdepending
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where you're located on the systeme you
conducted any kind of a study thauld suggest to
you what the cost of serving a copas I've
described to you might be?

MR. ALT: For a specifiastomer?

MR. REEDER: Yes.

MR. ALT: No.

MR. REEDER: All of youersice studies
have been limited to this broad £lasSchedule 9
that includes the skis resorts &edsummer asphalt
plants, haven't they?

MR. ALT: Well, you coutdke any customer
on, not just on Schedule 9 but onrate schedule,
and try to calculate the cost oV/mer, and very
likely it would be different thanretlaverage cost of
service for a whole class, but #itemaking
principles that we've been using lagne been used
widely around the country is thati ytevelop rate
classes. We have 600,000 custoametsve don't want

600,000 rates.



MR. REEDER: That's fouy@onvenience
and not because of the customesscisn't it?

MR. ALT: No, not just aurlt's also for
the customers because we find tistbomers

generally accept that and that viretlit very
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confusing. One of our objectivesha statute is
to have rates that are simple tcewstdnd and easy
to administer.

MR. REEDER: There ar¢east six
customers who believe their clasatfon should be
somewhat different than Schedule ®is hearing,
though, aren't there?

MR. ALT: Well, | think #t anytime a
customer feels he's been misclassdr that the
generate class or schedule thabing's not right
for him because that customer hasadheristics,
cost characteristics that warraetsd treatment,

| welcome -- | would welcome an agggion or
petition to deal with it.

MR. REEDER: That's alseason for a
special contract, isn't it?

MR. ALT: Quite so. Yoarceither do it

by special contract or have a sdparass with
just a handful of customers. Wedusehave

Schedule 30 that we got rid of ia kst case. It
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only had two customers on it.

MR. REEDER: So then canaenclude that
unless we do some kind of analyss$ suggests to
customers who may have usage cleaistats that

depart from a ski resort or sumnsphalt plant
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that's being subsidized may be &bstal with the
use of the word "subsidy"? In othwrds, Mr. Alt,
we don't have a clue what cost ofise special
customers do. We haven't done @ystu

MR. ALT: We've -- welhat's not
completely true. The studies that€ompany does
in support of the contracts, we imely ask for
cost studies. In other words, befee could even
approve a contract, we have to leskowing that
they're at least covering the in@etal or variable
costs of providing it, and | knowtimes past I've
seen cost studies where they domigtthe
incremental but also a fully embetigidy and show
the difference and therefore idgrttie subsidy, so
| would have to answer no to youtieaquestion
because I've actually seen thosaw,Ndon't know
that I've seen them for each andyss@ntract.

MR. REEDER: When was ltst time you saw
one?

MR. ALT: Well, actuallyremember seeing
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that type of analysis for the MAGCR®R few years ago

when we were working on that one.

MR. REEDER: And what attiean MAGCORP?

MR. ALT: The only cosudtes I've seen

for the others have been incremental
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MR. REEDER: The MAGCORRBsin litigation,
was it not?

MR. ALT: Yes, for somene.

MR. REEDER: Forever.

MR. ALT: Well, no. lttsrer.

MR. REEDER: Pushing frtdmat topic to a
second topic, Mr. Alt, would you agrthat one of
the risks that this merger mighngris a change in
control?

MR. ALT: | see that cligar

MR. REEDER: And would yagree that one
of those risks in the change in aang a new
attitude about how to price services

MR. ALT: I don't know thal have not
seen anything.

MR. REEDER: Wouldn't yagree that's one
of the risks of a change in control?

MR. ALT: Oh, sure. Sure.

MR. REEDER: Can you ek when

PacifiCorp first came to the busasisategy for
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conversations with the Division afdftc Utilities,
if you will, that they would begio increase rates
on a regular basis?

MR. ALT: Well, | remembi¢being last

summer. Mr. Gimble mentioned MBf@n being here
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in August or September. | don'teember the
months. | just remember | thinkvds last --

MR. REEDER: Septembefactober of last
year sometime?

MR. ALT: Summer, fall.--lIsometime last
year.

MR. REEDER: SeptembeOatober
sometime? Would that be aboutitne these
discussions began?

MR. ALT: I don't recall.simply don't

recall. It's been many months.

MR. GIMBLE: It was somesvk in August,

September.
MR. REEDER: Could yod tek when
ScottishPower began its due diligenicPacifiCorp?

MR. ALT: No.

MR. REEDER: If | werergpresent to you
that the report to shareholderslos&s these
discussions began in September @8,1®ould you

suggest that our fear of a changmmrol and a
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change in attitude may be refleatetthe change in
attitude about pricing strategies?

MR. ALT: Well, I'm not sl would jump
to make that link. | mean, my peembservation

was -- or opinion is that | thinletreaction came
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probably from the Commission's oridethe last rate
case for UP&L, was probably the mitnigger. They
seem to be nodding.

MR. REEDER: It is youdgment that this
Company did not put itself in playSeptember or
October?

MR. ALT: Oh, I don't -tdld you I don't
know that.

MR. REEDER: And if thio@pany put itself
in play and begin merger discussioiis merger
partners and we see a pricing chasgeresult of
putting itself in play, wouldn't tHze a detriment
to this merger, to these companid¢hie company as
a result of this merger?

MR. ALT: I'm not quitersul understood
how you were using detriment.

MR. REEDER: Pricing ségies from the
new owner, isn't that a detrimeat these
customers face as a result of tiaeger?

MR. ALT: Well, it's a pzble detriment.
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MR. REEDER: Yes. Andhbse discussions
began and those strategies begelmatage in
September at our near the timettieste discussions
on this merger began, wouldn't yayithe customers

would have a fair degree of con@out the change

RENEE L. STACY, CSR, RPR
(801) 328-1188 458



10

11

12

13

14

15

16

17

18

19

20

in control bringing a change in Imesis policy?

MR. ALT: Well, | meanm'sure they have
a right -- if they can make thaklithey have a
right to be concerned about it. dume there are
other reasons for them to be corez&rn

MR. REEDER: Mr. Alt, thi@®ompany put
itself in play in September and bedecussions

with ScottishPower in September i@tlsis Company
began to discuss increasing priaés this Division
in September, would you not make lin&?

MR. FELL: We object. Thaat least four
levels of hypothetical.

MR. WRIGHT: Plus it istrtie.

MR. REEDER: Mr. Wrigh$nit it true that
on September 24th, 1998, Mr. Roliread Mr.
McKennon began to discuss accetegdhie renewed
discussions of discussions for ttauasition of
PacifiCorp by ScottishPower?

MR. WRIGHT: Correct.

MR. REEDER: What's untalmut the
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statement that in September --

MR. WRIGHT: You somehankied the
commencements of the discussionthiomerger with
a change in terms of the way in WhtacifiCorp was

conducting its business with respegrices. |
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can assure you no such connectimisex

MR. REEDER: You arguettiias simply a
coincidence that pricing strategieanged as this
Company put itself in play?

MR. WRIGHT: |don't argaaything. I'm
stating a fact.

MR. LARSON: And I will spk for one that
has been in several of the meetingsink -- you
know, we -- at the time of the Igsheral rate
case, Mr. O'Brien -- and he can kpedhis in more
detail -- but Mr. O'Brien has beerutah on several
occasions and has talked with thasiain, the
Committee, other parties, and letttknow that we
would have more frequent rate cabas$,one of the
issues that was stated in the &istgases is it
had been several years since thenssion had a

rate filing with Utah Power and --

CHAIRMAN MECHAM: Let's aone with that

point.

MR. LARSON: Okay.



MR. REEDER: | have natlfigr questions.

CHAIRMAN MECHAM: Thank yo

COMMISSIONER JONES: Almémsrgot my
guestions because of the side shatparagraph

two, | just want to clarify thatmmy own mind. The
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last part of that sentence saysst"ceductions
related to the merger." Are weitagkabout the
cost reductions based on the tramsglan?
MR. WRIGHT: That is cacte The
transition plan -- as | say, Andrig\acRitchie is our
expert witness on the transitiomplaut the
transition plan will, in effect, e the business
plan for PacifiCorp going forwardisaill be a
thorough piece of work looking a& tay in which we
intend to transform the businessaongs and
efficiencies with respect to Paatfi@ would be in
the transition plan; that is correct
COMMISSIONER JONES: Didriderstand you
this morning saying that any taxisgs would not be
a cost reduction in relation to thésagraph?
MR. WRIGHT: Well, the issof the tax
savings | think is preserved. Mgigion would be
if that were raised as an issuelgipabthetically if
it were determined that tax savirggsilting from

the merger were a merger benefitewileere because
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the merger has taken place, themadnly those are
savings resulting from the mergdefind it

difficult on the one hand to sayttt@se savings
directly result from the merger amdthe other not

to say that that benefit shouldlmtredited
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against what ScottishPower has brbtgythe party,
but | would suggest that that issealealt with in
the rate case as preserved.

COMMISSIONER JONES: IrtkiMr. Randle
covered most of my questions ontitheng, but
assuming the merger took place as eonsummated
as of January Ist, 2000, six mortaker the
transition plan would be filed. Timst rate case
that we could have to determineehesst reductions
would be a test year of 2000; i tuarect?

MR. WRIGHT: Yeah. | tkithat would give
us a six-month window, yes. | was frying to
work it out because of the time fraimen a rate case
is initiated through to when ratesuld be in
effect.

COMMISSIONER JONES: Sattrate case
would be held probably in 2001, ang resulting
rate changes would take place pighal2002; is
that correct?

MR. WRIGHT: Yes, that@ect.



COMMISSIONER JONES: Okaghat's all.

COMMISSIONER WHITE: I'mtilsnot sure |
understand how Paragraph 43 worksl sovite
anybody to respond to any of my tjaes. The

guaranteed merger credit is a mininig that
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right? Assuming that we had ongogitg cases and
determined that costs had gone doywmore than $12
million in a single year, that tlegluction would
theoretically not be capped at 1Riomi is that

right?

MR. WRIGHT: That is carte

MR. ALT: No. The onlyitig that -- we
should have buttons here we puseéowho gets to
answer. Go ahead.

MR. WRIGHT: What | wasigg to say --
that is, in effect, correct, becatige12 million
is guaranteed minimum.

COMMISSIONER WHITE: Sowk found that
costs had gone down by 3 millioryertheless, there
would be a $12 million reduction &ese of that
provision?

MR. WRIGHT: That's cortrec

COMMISSIONER WHITE: Wadmsat your
understanding?

MR. ALT: | was simply ggj to say when
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you use the word cap, the 12 milkothe credit is
capped at 12 million. In other wsyrthey're not
going to credit on the custometlsdmy more than
the 12 million each year, but therrsgs that

actually are reflected in rateswarimited.
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COMMISSIONER WHITE: Scethill could go
down separately and then it wousthdde reduced by
12 million a year? Or it would --

MR. LARSON: No, no. Tkewon't be double
counting. What will happen, whea thansition plan
is filed -- | mean, for the firstawears, there
will be a $12 million credit. Custers will get
that. $24 million over that 12-mlopieriod.

COMMISSIONER WHITE: Butant to explore
that in the context of a rate case.

CHAIRMAN MECHAM: It's gni to appear as
an item on the bill that says megedit, and
whatever their piece of the act®mithe first
year and in the second year --

MR. LARSON: They will get

CHAIRMAN MECHAM: Wheredhssue arises is

in the third year and the fourthryaad how you
deal with those in a rate case.
MR. LARSON: Right. And ket's go to

year three, which would be 2002, ketid use the
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example that Commissioner Jonesdtdhat the
transition plan is filed in July &une of 2000 and
some benefits are captured in tixatn®nth period
of 2000 and we file a rate casdnenfirst part of

2001, and in that rate case we deinate from the
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transition plan that six -- or weltle the $15
million worth of benefits from theansition plan
have been captured for Utah custeraed the
Commission agrees with that dematisin and there
are $15 million worth of merger-telh cost
reductions included in that 200Q yesr. Then
when prices are set in the end 62@ustomers
will be receiving, in their baseqaj $15 million
worth of merger-related price reduts and there
will no longer need to be the mergedit because
customers will have already receitred15 million.
The cost reductions that are acliiere going to
find their way into reduced coststtwill show up

in rate cases. The reason for tedifcis to set a

minimum, a guaranteed amount, a doayment, if you

will, of these benefits, and the @aission will

always determine the level of thitset are included

in the test year as an offset to ¢hedit.
COMMISSIONER WHITE: Mr.i@ble?

MR. GIMBLE: | would jusay in the latter



21

22

23

24

25

two years it's more of an -- | wos#y it's more of
an incentive, a target for Scottisher to try to
surpass in terms of getting effickegains and
passing them through in terms ofgeerelated cost

savings.
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COMMISSIONER WHITE: Expiahow that
incentive works in the last two ygear
MR. GIMBLE: Well, just &4r. Larson said,
if they can show, demonstrate toGbenmission the
cost savings are in excess of $1komj they're
flowing through into base ratesntlige credit
would go to zero and the mergerteglaost
reductions would be in base rates.
COMMISSIONER WHITE: Noware we going to
get into arguments over a classagai being
merger related or not merger refated
CHAIRMAN MECHAM: Of coues
MR. LARSON: We shouldn'think, as Mr.
Wright has talked about, there dla detailed
transition plan that will be filedtiwvthe
Commission and it will lay out iitives that
will --
COMMISSIONER WHITE: Wetlp what you're
saying is that if anything -- anygtsogo down that

you can point to having been planioedh the
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merger plan, you would say thatssalt of the

merger?

MR. LARSON: Correct.

COMMISSIONER WHITE: Solmvthere be any

cost reductions not a result ofrtiexger?
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MR. LARSON: Well, thereagnbe. | mean,
you know -- as you know -- | medre O&M costs. A
lot of costs, you know, fluctuatEhe price of a
computer or something may go dowhe price of
something else may go up. Thoskbeilreflected,
but those probably will not necesgde, you know,
in the transition plan.
COMMISSIONER WHITE: Safevery cost that
goes up or goes down, an O&M or @itmgr costs,
we're going to have to track ithe merger plan to
see if it was a merger-related bhieonehot?
MR. WRIGHT: And that'seoaf the main
reasons, obviously, for filing ansdion plan such
that we can track back to the ttamsiplan the
specific initiatives that Scottisis has put in.
COMMISSIONER WHITE: Sceamou saying that
there's a chance that we will usaeesceductions as
not being merger related and theetioose will
flow through to customers completdparate in

addition to the merger credits?
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MR. LARSON: Right. | medhe normal
cost fluctuations related to operatnd
maintenance expense or anything-elsmean,
there's a lot of costs out there Wikh vary year

to year. Those things -- you knasg,don't intend
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to do stand-alone calculations ptdrcapture
those. As Mr. Wright said, | metre transition
plan will be very specific. It wible initiatives,
and those -- | believe Mr. Alt saigce you've
identified specific initiatives oéfe are the
expenditures, here are the savihgy, will be able
to audit those and verify that theexe actually
savings resulting from those inivias.

| don't think it's a whate different
than things that we do now as P@otfp on specific
decisions. | mean, we will implerharprogram, and
certainly one of the things that Eheision and the
Committee look at is the cost effemtess of i,
determine whether or not the in@atruly brings
benefits to customers. | don'ttbedransition
plan as any different than that.

There will be severaliatives in the
transition plan that are very dethihnd we will
make it -- the Commission will makdetermination

as to the impact of those.
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COMMISSIONER WHITE: Doasyone see
possible problems in the case & iratreases?
There is a provision in another deug paragraphs
that rates will not go up as a restithe merger,

SO0 it seems to me that, to the exteseems
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appropriate to raise rates becaasts @re going

up, is it really plausible to thitilat we can

figure out what cost increases mighas a result

of the merger and what might notehegen? | mean,
does anybody see that as a probiethei future?

MR. ALT: Well, | concundt that will
be --

COMMISSIONER WHITE: I'g®t another
question for you, Mr. Reeder.

MR. REEDER: | was jusshnag my hand.

MR. ALT: | agree thahirik that will be
not easy.

COMMISSIONER WHITE: | nreghe incentive
on one side is to say no increaseafa result of
the merger and all decreases aag@sult of the
merger, but then countervailing puess on the
other side.

MR. ALT: And | see theviiion and our
audit team as having a burden tterné we see a

rate increase application afterrttegger, and we're
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going to start looking to see if afighese cost
increases are in areas that we doKdlirectly to
the merger and therefore make attedehey
shouldn't be allowed, and like thihk we did a

lot with conditions to help us wittat, like the
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conditions that relate to the cdstapital. We

felt this was one area where wedgfiosed that the
cost of capital if ScottishPower gudb unregulated
activities. Yesterday | mentionkd Pinnacle West
thing in Arizona as an example ofivan really go
wrong, and so we felt we really dtinded around
that to prevent that so that we dosave a
tremendous audit burden. But thaitsto say that
we won't look at it and every tirherte's an
application for an increase afterterger, that we
won't try to find things.

COMMISSIONER WHITE: Nowpuld it be
dangerously oversimplifying justkeclare that
anything that happens after the eranguld be
deemed to be a result of the meagdranything --

MR. ALT: Oh, no, | dottink we can do

that.

COMMISSIONER WHITE: Yowlt think that

would be appropriate?

MR. ALT: No, | don't.



COMMISSIONER WHITE: It winl be new
management in charge there.

MR. ALT: Well, | mean, g&increases.
Every year, because of inflatiorstaxf living,

they have to give their employeegevacreases, and
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SO every year they're going to gpamal to say just
because, well, at this point aftext tdate we had a
merger and therefore it's becaushemerger, |
mean, that's, to me, a clear examfplehere it
would be unreasonable.

COMMISSIONER WHITE: Okayunderstand.

MR. ALT: We have to basenable and --

COMMISSIONER WHITE: Otlgah.

MR. ALT: You know, it'a the statute,

SO --

COMMISSIONER WHITE: Aseée it, the
standard that this Commission igafeg under here
is we can only approve this ifitighe public
interest, and | think the way wsedting that
standard is if the benefits outwelyh drawbacks.

MR. ALT: Right.

COMMISSIONER WHITE: Andkhow that the
Division is taking the position thhis stipulation
ensures that and therefore it'ténpublic

interest and therefore we can appip\wso don't --
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| don't mean to be disrespectfulalue your
opinion. However, I'd really like inderstand
better the reasons for that opiniblow did you
arrive at that recommendation? Mhat I'm really

driving at is did you perform --tigere any way to
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perform a calculation and assigmléad amount to
the risks that you've identifiedduffe telling us
that one side outweighs the othet jtdoesn't
seem to be quantified very well estthan the $48
million.

MR. ALT: Well, we fountdifficult to
quantify a lot of the risks, but fed that our
approach of drafting up conditionattwould prevent
the adverse outcome of the risk frorpacting rates
and/or service quality, so if wetjlo®k at
rates -- service quality is even endifficult to
quantify. Now, granted, the Comp#tleg as an
exhibit a consultant study that sedwhat they put
a value of $60 million on their impement in the
network performance standards, 10gue increase in
SAIDI and SAIFI and 5 percent in NiEAIbut we didn't
really count on that because, toweesaw a
probability that it could go the etlway. Service
quality -- I mean, reliability indke indices could

drop by 10 percent and we'd be @hamiin the
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hole.

COMMISSIONER WHITE: Sowoan quantify

that.

MR. ALT: Well, assumirfg/ou accept --

and there were witnesses -- | renszrRlichard
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Anderson for the large customer groliallenged that
study and the basis for it, and soffi@e things we
looked at, we had to agree that, koo -- so we
didn't really flat out accept thatdy and

therefore accept that 60 millione¥idn't have

time to do our own in-depth studybsisically our
approach was let's get conditiords\a@here we're
monitoring reliability and that wecognize that in
the statute already the Commissesgenalty powers
if they don't meet conditions, ahde establish
baselines and we say in here thdbimeance -- |
mean, reliability shouldn't go belatvat we
currently have and if these -- & tiew company
takes over and makes changes angstlgion't work
out and things actually get worshkich, to us, is

one of the major risks that we sdat af parties
concerned about, we feel we've lgatt tovered in a
lot of different ways. We're goitoghave, first of

all, a lot more measurements, moeeipe

measurements than we've ever haddeiVe've
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gotten voluntary commitments, yoownthrough their
original filing on reliability staadds that we, up

to this point, have been unablestdly get to this
degree from PacifiCorp. We persigrainsidered

this a good benefit of this mergadl ¢hat -- but
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it's hard to quantify as a beneiiitgd we didn't
attempt that, to put a dollar sign even though
the Company did, but we had problentis that, so we
didn't really use it. We simplydé#et's put in
conditions that will at least, wenth prevent
adverse outcomes and so peopldwiiio worse off
on reliability. In fact, better pliecause we've
got customer guarantees, we'vetgodards that
they're going to make an improveméirtiey actually
have the dollar per customer perthhty they'll --
and the Commission would have thegvdo set where
that money went rather than to thkaritable
foundation that they originally poged. That was
one of our conditions.

So there are ways thateitehat the
reliability issue we had coveredayk We feel that
things aren't going to get worse aede likely to
be better and the customers wilbpldy be more
pleased with the outcomes than tene without the

merger.
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Okay. Now let's deal wiltle rate area
which is the other big area, and likkaid earlier,
most of these conditions deal wiying to prevent
increases in rates due to the metigerugh all

kinds of cost increases, cost oftagpall kinds

RENEE L. STACY, CSR, RPR
(801) 328-1188 474



10

11

12

13

14

15

16

17

18

19

20

of things that we've identified tlag could go down
the list, but we felt, okay, if wetghe conditions
in there to mitigate and remedy &éadverse
outcomes so that basically we'r&ilog at -- we're
at the zero line, we basically fieelt all the
adverse costs of this merger witl aygpear in
rates, service quality will not ge&drse. It's more
likely to be better.

So what kind of positiveniefits do we
have? We have the merger credsd8fmillion over
a four-year period guaranteed byGbmpany. We
also have other commitments that'tlkemade that
have value that we didn't again ganThey're
making initiatives with low income make -- which
is outside the regulatory realm.otimer words, the
Commission can't order them to mak&ributions.
We don't allow them to include thennatemaking,
but in the broader public interest, feel that
there's benefits there. The trgmrograms that

they're going to implement, thertirag that they're
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going to set up in Oregon and Uthimean, these
obviously are benefits. We did atvempt to
quantify them, nor did they, but se these as all
helping to add to the benefit side.

The biggest thing, thoughthe merger
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credit. That's what took us weléothe bar. We
feel the net positive benefit hasrbmet, and based
on the fact that all the other coinds are simply
preventing adverse outcomes, sésthatv we got to
meeting the standard. Have | ansd/gour
question?

COMMISSIONER WHITE: Oteah. | think
what you're telling me is you felke you didn't
need to quantify and measure anduldilar value
on the possible drawbacks becausdglblike you
had effectively prevented them.

MR. ALT: Great. You goy message.

COMMISSIONER WHITE: Scetke was no need

to do the calculation?

MR. ALT: Right.

COMMISSIONER WHITE: Orethmay not have

been possible?

MR. ALT: Right.

COMMISSIONER WHITE: But the extent that

some of these stipulated conditimesely repeat
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something that they're supposedi@adyway, is
that a relevant consideration? ifstance, if | --
well, a couple of the paragraphs $ay that they
agree to abide by certain laws ahekr I'm not

sure we ought to be counting that.
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MR. ALT: No, and | didmtean -- I'm not
trying to pad this thing. As | sadrlier in
response to questions, they wenden we were
negotiating -- well, even some asé were in
before, but I think -- actuallyhink those two
that referred to the code and rakese in during
our stipulation negotiations. Maygmeneone could
correct me on that or confirm th&hat's my
perception. And | think what we wethto do was
make sure that they understood tiaelyan obligation
here. And, again, we felt we wdreaaly covered,
but we wanted to make it clear enthlike the -- |
talked this morning about individeaktomers. Mr.
Maloney, our witness, felt very cemed that using
statewide averages for performandees would
overshadow problems with distriatsnalividuals and
that we felt -- and our obligatiano represent
them and to make sure that this eralgesn't result
in adverse outcomes to those smgitarps, subsets,

and so we called attention to then@any that, hey,
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if things -- you can meet your gudea that you've
offered up 10 percent improvemeunt,ibspecific
areas and districts show continvablems or
something, we have other ways dirggat you.

COMMISSIONER WHITE: Sowdon't view this
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as foreclosing any possible actipthie Commission
in the future with respect to ordei@provements
or --

MR. ALT: Absolutely notn fact, we're
trying to make the point of thatywéct and
reinforce it.

COMMISSIONER WHITE: Juste final thing
for you. Paragraph 43 doesn't $padly say Utah,
but | understand that that's eveey®mtent, that
the 12 million is Utah customers.

MR. WRIGHT: Correct.

MR. ALT: I thought it wewithout saying,
but lawyers, they have to -- ye#ib grobably
best --

COMMISSIONER WHITE: Notig goes without
saying for lawyers.

Mr. Gimble, | know thatkte is a
structural divide between Commitesdf and the
Committee. When you say the Consaittupports

something, does that have staff stipplso?
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MR. GIMBLE: Yes. | meatyes. The

staff --

CHAIRMAN MECHAM: Poundétltable, Mr.

Gimble. Convince us.

MR. GIMBLE: The staffoalg with our

RENEE L. STACY, CSR, RPR
(801) 328-1188 478



10

11

12

13

14

15

16

17

18

19

20

consultants, carefully evaluatedpbtential
benefits and the potential risks@sts associated
with this merger. You know, youhead our
testimony. We've been negotiatmngood faith with
the Division, the two companies attier parties for
some time, and based on those reggots, we were
able to reach a position that weugtd was a fair
compromise and we went to the béestiweek with a
recommendation that the stipulatigin the $48
million merger credit and all théet conditions
got us over the public interest huand basically
recommended to them that staff vedsra the merger
at this point. And we had a discuss We had a
teleconference with them and ptd & vote and
they supported it a hundred percent.
COMMISSIONER WHITE: Thank
CHAIRMAN MECHAM: Mr. Laon, PacifiCorp
alone or PacifiCorp, the subsidi@rcottishPower,
is coming in for a rate case thiaryeorrect?

MR. LARSON: Correct. Yes
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CHAIRMAN MECHAM: Okay. dWv, with respect,
Mr. Alt, to your agreement with Myllred to take a
look at ways to mitigate the impastmunicipalities
of this Paragraph 43 -- and let irst $ay that |

actually am sympathetic to impacthamicipalities
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because | recognize that optionsise revenues
are not plentiful, but with thatcanave you
given -- what thought have you gitvemow you would
propose to mitigate the impact o teduction?
And if you haven't given any, théit®, too. I'm
just curious what possibly you codédto mitigate
this.

MR. ALT: I don't know, @mll | basically
said this morning was | hadn't haot @f time to
think about it. |1 was willing toittk about it and
talk about it. That was the comneitinl made. |
also, though, feel that this is, ¥oow, specific
about the merger here, but, | mgama continual
ongoing potential problem in thatiyost heard
PacifiCorp talk about maybe a $10lion rate
increase. | mean, now think abbufhe $12
million credit is simply a tiny o#fsto that, if
they get their way, you know, bupéan, the net of
that would be a huge windfall innichise fees or --

CHAIRMAN MECHAM: Fees.
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MR. ALT: | don't want ¢t in trouble
with saying the wrong word, but Salke City and
the other cities would get a bigd¥ail from that.
| mean, there's both sides of #ssieé and you

can't just ignore the other sidewiNgranted,
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we've had a lot of rate decreasesadnility in

rates for quite a number of yeaus,that doesn't
mean that's the way it's going tddvever, and so
the question is, every time theae'ate

increase -- let's say in the next for five years

if there's a rate increase thatatéfshe credit

and there's a net increase, arelthayed, and if
there's growth in customers contilyubke there

has been that produce additionadmaes every year
regardless, even if you don't malte changes, they
actually get increases in their ¢tase revenues,
and so are they harmed?

The question is, whatss blenchmark to
decide whether or not they're harmdahd, | mean,
they're always going to be subjeatite changes
and the impact on their franchiseneies from those
rate changes, either plus or miand, I'm not sure
what our perspective should be tewmheining what's
fair. I'm willing to talk and thirdbout it, but |

don't have any answers. All | knewhave
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guestions.

CHAIRMAN MECHAM: Well, thought perhaps

you could devise some sort of mitggadevice that

went both ways.

MR. ALT: Well, yes, idéalbut, you
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know --

CHAIRMAN MECHAM: It's jus thought.

MR. ALT: Just a thought.

COMMISSIONER WHITE: Mratson, | just
have a quick question on somethidigih't quite
understand. First | thought yowlghat there was
a rate cap in Wyoming, but thendught | heard you
say you were going in to requestualadb40 million
rate increase.

MR. LARSON: No. Whatdge | said was
that the filing that we made on b¢h in Wyoming
showed that, based on an 11 ancaeqROE, that
we could justify a $48.3 million geiincrease, and
as part of discussions with stafijcli is a
two-year agreement, we have agreedj the first
year increase at 12 million andgeeond year at 8
million, plus depreciation, so pa@e basically
capped at 20 million, over a twosygeriod,
increase, plus a depreciation exp&rigch could be

upwards of 10 or 11 million.
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COMMISSIONER WHITE: Okayhanks.
CHAIRMAN MECHAM: Okay. dt's take a --
MR. SANDACK: | have a gkiquestion.
CHAIRMAN MECHAM: Go aheallr. Sandack.

MR. SANDACK: Mr. Alt, lisning to this
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discussion, | just wonder if the awistrative cost
of public agencies in assessingrkeger and in
future rate cases, what's mergetedland things
of that nature, has that weighed the balance of
whether this merger is in the publierest or
not?

MR. ALT: Well, I think #t -- you know, |
don't see an increase in staff nemus therefore
budget needs to meet that obligatiche future,

if that's what you're -- is that wiau're
implying?

MR. SANDACK: Uh-huh. Therden on your
agency to make these types of assggsdo you
think that's manageable in termthefmission that
you otherwise have?

MR. ALT: Yes, I think so.

MR. SANDACK: In that resy, how is it
any more difficult to assess foroeoément purposes
the cost, whether it's merger relaté the piece

of property or equipment or an itegnsus a man's
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labor or a woman's labor in terms/bé&ther that job
might be lost due to the merger?y\ight more
difficult to enforce that?

MR. ALT: It's more diffit to enforce

the --
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MR. SANDACK: To assessafter a job loss
IS merger related or not, versugeagof equipment
and whether the cost associated thidhis merger
related or not.

MR. ALT: Actually, | thiknthe piece of
equipment, you know, except maybaesof the things
Mr. MacLaren talked about -- it'sdhéo imagine
pieces of equipment being mergexteel, but, you
know, unless it's specifically tieda transition
plan, you know, and possibly thatwt Mr. MacLaren
was alluding to, that involves, yawow, trying to
increase efficiencies or, you kngain net cost
savings by making investments, &wode investments
would be in equipment, computer pment, software
and utility facilities, you know, afdifferent
nature than otherwise. | thought the key was
going to be is that these were gtinige laid out
in the transition plan, and thatite, was the
key.

In other words, if allghstuff is laid
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out in detail in the transition plémat's clearly
merger-related type investments,ldahdught we
would be able to -- fairly readilg Able to discern
those than from what would have leagp absent the

transition plan, therefore abseatrtterger. But
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with employees, it gets a wholenare difficult
because you're talking about efficies of

relocation. Unless it's there idfead in the

transition plan, then again | caa gem being
merger related, but then, you knowa regular

basis businesses make decisiong amuknow, how
they use their human resourceslaaits an ongoing
thing. And then to decide whethavould have been
done with or without the merger isene it gets

really difficult.

Companies are always istgivo do things
more efficiently, and so how do yseolate what
would have been done with or withitnet merger,
unless of course it's in the traosiplan.

MR. SANDACK: If Scottisb®er filed their
transition plan and then had anabhnigiht idea to
become more efficient, do they hawebligation to
amend the transition plan?

MR. ALT: TI'll let Mr. Wght handle that

one.
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MR. WRIGHT: I'll let MMacRitchie handle

that one.

MR. ALT: This is gettiggod.

MR. SANDACK: Well, | justant to try to

understand your question. If, img of assessing
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merger-related costs and nonmesrgjatad costs,
whatever nature the program, youereHistinction
between labor and costs of prograntsother costs,
and I'm simply trying to understamlal it's more
difficult -- have you had any enfemzent problems,
per se, were you actually experidrangy difficulty

in employee layoffs?

MR. ALT: Well, since thast merger we've
had numerous complaints from foreraployees or
displaced employees of Utah Powsd,they call the
Commission or the Division and coanplthat the
merger -- prior merger order is lgerolated and
that they shouldn't have lost tharor it
shouldn't have been displaced siauldn't have
been relocated, and we have an atidig to
investigate it and provide a refatk to the
customer, and those customers a# kfze right to
bring it to a formal complaint beddhe Commission,
you know, if they're not satisfiedhwour

resolution, you know, or our answer.
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MR. SANDACK: Have theredm any such

complaints before the Commission?

MR. ALT: Not to my knovdge. | guess the

Commission might be more aware af than me, but |

personally am not aware of any eg#s that claimed
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that the order was violated withpess to their job
and therefore ended up in a fornealrimg before the
Commission, but | could be wrongm hot aware of
any, but I could be wrong. | kndvatthere were a
lot of informal ones and that pedpleny section
actually ended up spending time W@itdmpany
officials, talking with them, medimwith them and
reading reports and cost studies to

Like, for instance, thepwved the
accounting function from Salt Lakiéy@o Portland
some time ago and we got compldrote those people
that didn't want to move to Portlarichey
weren't -- they didn't lose thebgdirectly, as |
recall. They just simply were reltex] and they
didn't want to relocate, and so ttlaymed that
merger condition was being violaaed it was unfair
to them, and so we had someone dgo Bprtland and
spend a day going through the dosliss or the --
well, the studies that justified tost savings

that would result from moving thané€tion to
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Portland, and we came to the comtuthat it was a
fair and reasonable business detendl that it
wasn't a violation of the mergeresrdnd could very
well have been done absent theegamerger, but,

again, it gets very difficult to enée these things

RENEE L. STACY, CSR, RPR
(801) 328-1188 487



10

11

12

13

14

15

16

17

18

19

20

because it's hard to trace themhatwould have
happened absent the merger versasveppened after
the merger. That's where the proldets --

MR. SANDACK: After the myer they could
have moved the accounting departmprno Portland?
Is that what you're saying?

MR. ALT: Well, not to Rtand, but, |
mean -- that was a bad examplethmre were jobs
where they actually eliminated -eythust reduced
the size of functions. They --ihththey also
contracted out for some servicesttiey had done
internally before.

MR. SANDACK: In any evegobur agency
exists for that purpose, to evaltlatse types of
conditions, does it not?

MR. ALT: That's one ofrgabs.

MR. SANDACK: And the safoé you will
undertake to evaluate the costsatetnerger
related if this merger is approved?

MR. ALT: Correct.
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MR. SANDACK: And it worie any more
burden on your agency to evaludierlanatters as

cost matters, will it? Labor madtare cost

matters, are they not?

MR. ALT: Right.
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MR. SANDACK: It won't lamy more burden
on your agency to evaluate that, i@l

MR. ALT: Well, it's nobsnuch a burden
as it is feasibility. That's my peption. Because
it's like if you take the employseside that if
you hadn't had the merger, he wdtulthve been
disadvantaged, and then helpinggriove that point
with the Company. The Company disad, obviously,
and we would end up in a hearing tikis debating
the two sides and the Commissionlavthen be left
with that decision, and | guess ‘thégve their own
criteria to judge, but, to me, nthithe Division
would have a tough job of tryingatiually prove
it. 1 mean, we have the resourbascan it
actually be proved? That's theibglty angle.

MR. SANDACK: You couldsign the burden
to the ScottishPower, could you not?

MR. ALT: Well, every tinvee get a
complaint, the first thing we dcal or write a

letter to Utah Power and say, "Hgettee complaint.
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Please give us your side of theysto®o, in a
sense, we're doing that alreadyleavé been doing
it for the last ten years.

MR. SANDACK: Thank yoorhat's all |

have.
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CHAIRMAN MECHAM: All righ Thank you.
One way or the other, we've gotdbtgrough these
conditions today, so -- and soosdgdtter than
later. So let's take a recess ahdm in a few
minutes.

(Recess, 3:37 p.m.)

(Reconvened, 3:56 p.m.)

CHAIRMAN MECHAM: Let's goack on the
record and go to Condition 44. Modge?

MR. DODGE: Mr. Wright, yandicated 44
would be a protection for all cusesmthat rates
will not increase as a result ofterger? Is that
a fair characterization?

MR. WRIGHT: Yes; that@rect.

MR. DODGE: And so an wdual customer
has that protection, not just onrage in general?

MR. WRIGHT: It's princibaaimed at
rates, but the protection would edtto individual
customers.

MR. DODGE: Do you acknedde the
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difficulty of establishing whethextes have
increased as a result of the merger?

MR. WRIGHT: | wouldn'tr@ag entirely with
that. | mean, there are clearlysamcumstances

where rates would increase, noelagon of the
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merger. The most obvious one RatifiCorp does
go in for a rate case this yeary theuld be using
a historical test year 1998, whilhefore
ScottishPower ever came on the scHmates went
up as a result of that, then it dleaould not be
as a result of the merger. If ratest up as a
result of demographic changes,nktihe population
in the state or at least energy gonion is
increasing by 2, 3, even 4 perceyda, that's
clearly nothing to do with the meatg# fuel costs
increased, power purchase costeased, those are
clearly nothing to do with the marg&o I think
it's possible to be more precistenquestion as
phrased.

MR. FELL: Mr. Chairmaioy fclarification,
are these questions relating tdf taaies or is
Mr. Dodge actually trying to ask wher special
contract prices might increase imsavay? I'm not
quite sure what he's referring t@whe's asking

the questions when he talks abalividual
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customers because customers pélyredas, the
standard classes.

MR. DODGE: Mr. Fell, yooay not
acknowledge us as customers, bdiacir) the

special contract people do condidemselves the
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customers, and Mr. Wright, in resgmio a question
about special contracts, said thatld/ be their
protection, so | believe he's maddear. He

thinks it applies. Now, do you djsze, Mr.

Wright?

MR. WRIGHT: What I'm geg at is, with
respect to the special contractseiss rates were
renegotiated, | understand thateher task force
looking at the issue of special cacts. If the
findings of that task force weretttee basis upon
which special contracts changes,dlearly has
nothing to do with the merger. Withas is intended
is that if there are cost incredabas are passed
through into rates that directlyuiegrom the
merger, that they can be excludésl.an added
protection, and in that respect thlok it extends
to all customers, but that cleadgsl not mean that
things unrelated to the merger amgeicted by this
condition.

MR. LARSON: Let me addtja little
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supplement to that. | think yowereé¢d, Mr. Dodge,
to some clauses in the contractsaduple special
contract customers that are tiedE®C Form 1 data,
and | think what Mr. Wright has sadhat, you

know, there will be natural increasglated to
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inflation, fuel costs, other thirthsit would occur
at PacifiCorp. What Condition 44vhat protection
it provides for special contracttonsers is that
those increases will not be higteea aesult of the
merger, and that is a protectioncisstomers that
are impacted by that data.

MR. DODGE: So you've niwvited the
protection, Mr. Wright, to cost irases passed on
in that way? You're not preparedttde that rates
won't rise to, say, special contcagttomers as a
result of a management refocus féer@int pricing
methodology or philosophy or a déf# feeling
about the importance of economicttgyment or
anything like that in the state?uMon't include
that in Paragraph 447

MR. WRIGHT: | think whgdu seem to be
representing is that there was aghan approach,
that, you know, you would say thedttis by reason
of the merger. | think that is aueus connection

at best. What we're trying to dges some
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certainty here and deal with casts|, certainly
wouldn't agree that it extends ®gbrts of things
that you represented there, no,usechfrankly
believe that that would be veryidifit to say that

that resulted from anything to dehvthe merger.
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What this is is an added proteciiorespect to
rates, rates linked to costs.

MR. LARSON: And one adlatiial thing, and
Mr. Alt may be able to expand orstlaind it relates
to, you know, rate design. Obvigusie of the
iIssues that will be before the Cossiain independent
of the merger is, you know, how &alwith rate
design out of an upcoming rate casd,certainly,
you know, one class of customers orapay not get
an increase or another get a deeredisose totally
related to premerger cost of servidaybe you can
expand on your views on that, Mit. Al

MR. ALT: [ actually doave anything to
add.

CHAIRMAN MECHAM: Let's k@ going.

MR. DODGE: | don't knofayou give me any
control over questions and answersoa If you
give it, I'll take it, but you oftelon't allow me
that, so --

Back to the questionstually started to
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ask. If there can be a connectimws between
different management philosophiésys on economic
development, the importance ofnt; af those

things that affect rates in the sdemntract,

you're telling me, Mr. Wright, ifdhconnection can
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be shown -- you said thought it wexsious. Assume
with me it can be shown. You damténd 44 to
extend that protection?

MR. WRIGHT: I'm sorry.just can't
assume that it can be shown bedawesalready
testified that | don't believe yananake that
connection.

MR. DODGE: Assume with ihean be
shown. Your view does not beliehie. Assume
that | can show it. Are you say#¥gdoes not

extend that protection to that amnstance?

MR. FELL: Mr. Dodge, cddlhave that set
of things you said that you wouldwsR

MR. DODGE: Yes. Assumthgt it can be
demonstrated that a change in d#jtahange in
philosophy, change in managementcaa to
negotiation of a contract, any oiuanber of other
things can be shown to have chaagetiresult of
the merger and led to an increasates for any

given customer, does Paragraph #t ahy
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protection in that context?

MR. FELL: | thought yolere asking it

just for special contract customersu weren't

talking --

MR. DODGE: Including sp@contracts.
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MR. FELL: Because | wasngdering whether
you were talking about cost allogatamong classes
of customers, because if you'rergskhat, Mr.
Wright might not be the right witsdsr that
question.

MR. DODGE: I'm not askiagost
allocation question. If you assuime that could
be shown, does Paragraph 44 offgpastection
against increased rates?

MR. WRIGHT: I'm afraian’'not going to
agree with you because | don't belibat that link
can be made. Further, it's noirtkent of this
clause. This condition details sadad is a direct

link back to costs and cost increasea result of
the merger, and perhaps we shouwld bpecifically
excluded changes in philosophy bepsuch things,
because that is not the intentiothisf clause.

MR. DODGE: So | think yanswered my
question. Forty-four does not offestection in

the context | stated?
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MR. WRIGHT: | don't beleit does

because | don't believe that yournake that

linkage.

MR. DODGE: So the lackpodtection for

special contracts is complete now?
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MR. WRIGHT: I think yoa'entirely
protected through your special cacttr The whole
point of this is that you are ingathfrom the
risks in any event, as Mr. Alt hastified at
length already.

MR. DODGE: Can you hohestand here and
say you think every special cont@agttomer is
protected from any risk of this marfg

MR. WRIGHT: | believe tithe -- |
believe that the Division of Puldlltlities and

Committee of Consumer Services,indded, not to
take any credit, the Company hasdmthorough job
as it possibly can to insulate atomers from the
risks of this merger. In fact, inth Mr. Mattheis
earlier was talking about risks timaty be
unknowable. Well, clearly, we ca®al with those.
What we've done is dealt with tis&sithat we can
identify. | believe that the stigtibn covers all

the risks that can be identified god enjoy those

benefits other than the merger trédi you enjoy
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all of those same protections agekeof the
customers, so, again, | wouldn'eagrith you.

MR. DODGE: Did the induglt customers in

Wyoming support this merger?

MR. ALT: No, | believeehdidn't.
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MR. DODGE: Did the induak customers in
Idaho support this merger?

MR. WRIGHT: Again, | belie they didn't.

MR. DODGE: Did the induak customers in
Oregon support this merger?

MR. WRIGHT: No, they diadt.

MR. DODGE: In fact, thedustrial
customers in every state you soagptoval have
come before their respective comioissand said
there is nothing offered us by thisrger or this
company that protects us from thgaiicant risks
we see? Isn't that their unifiedipon?

MR. WRIGHT: No, | dorttink it is. |
think they've said that there amasbenefits of
the merger and have also said Heaetare some
risks. On the whole, they havee#rbable to
support the merger. We continuleawee discussions
with some parties. We're very clbare are
benefits in this merger for industgustomers. |

can point to some if you would like to.



MR. DODGE: You accepttttiee industrial
customers don't see that or theyt doink the
benefits outweigh the risks for tifem

MR. WRIGHT: They're patig entitled to

that opinion. | believe that thare significant
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benefits to industrial customershils merger.

Principal amongst them is a comphay is serious

about increasing the efficiencyle# business.

Principal amongst them is a comphay is serious

about increasing reliability andvseg to
customers. Whatever the basesefting special
contract rates, there must be s@fezence to

costs. We have a company thatrisis® about

reducing costs.

I've mentioned reliabilitgprovements.
Whilst we've got an unmatched paekafgservice
standards looking at things likeatality on
distribution network, that same pbsdphy will
extend to the transmission netwarkvall as the
distribution network. We're alredogking at
specific transmission reliabilitgugs in
conjunction with PacifiCorp.

We've got an obligatiorfucher economic
development in the state. Thattsanmncession on

our part. That's something thatweeld do



21

22

23

24

25

naturally and have done with sonteesss in the UK.
Parts of this, again, is about hgwrreliable and
efficient network to attracting newestment into
the state of Utah. | think that &S industrial

customers.
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We have a track recoravofking with
large industrial customers in the tiiKan individual
basis, looking at their problemgpasg of joint
improvement groups for it, or whaeuooking at
their particular reliability problemmaking
investments, looking at the mosiceght way to
improve reliability of their works.

We have improved a levialeporting in
terms of the stipulation in termgrafhsmission
attributes that relate to a lotrafustrial

customers. | think there's plentyhis deal for
industrial customers. If you daatognize it,
that's entirely your prerogativet boelieve there
is.

MR. DODGE: It's just urtimate not one
of your large customers sees tine@rests as
clearly as you do. Thank you veycim | have no
further questions.

CHAIRMAN MECHAM: Mr. Matieis?

MR. MATTHEIS: Just a cteipf questions.
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Thank you. Mr. Gimble, as | undenst 44, it
requires you and the Division toeesslly quantify
the merger benefits, quantify thetsoelated to
the merger and ensure that anyicostase

associated with the merger is nespd along to the

RENEE L. STACY, CSR, RPR
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customer. Is that, in essence, Whas doing?

MR. GIMBLE: It just meatisat based on
any, | guess, Division audits owé hire Hugh
Larkin or somebody like that to gaand take a look
at their semiannual report, thatef see something

that we think is an increase resglfrom the
merger, then we have an abilitytallenge it and
the onus or the burden is on Paotfibr Scottish
Power to basically show that that@ase doesn't
stem from the merger.

MR. MATTHEIS: And we'valked a lot about
benefits. In terms of cost increastated to the
merger, we've talked about traneaatbsts,
transition costs. Are there othests that might
occur in the future that would blated to the
merger? That doesn't encompassrtiverse in those
two sorts of definitions, does it?

MR. GIMBLE: Well, you kno | think there
is -- as Mr. Talbot testified toathhere's risks

in the financial area, primarily esistted with
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maybe potential pressures on --kyaaw, from
expansion on increasing cost ofteapi think it
was Condition 25 addresses thahats an
example.

MR. MATTHEIS: And how altahings like

RENEE L. STACY, CSR, RPR
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management decisions, if manageihecities to pursue
a new course of action. New managgnexplicitly
different than old management.hi &

merger-related cost if it, in faogreases costs

instead of decreases them?

MR. GIMBLE: Please resttte question.

MR. MATTHEIS: Yeah. Letake a
hypothetical. If new management esnm and decides
that the previous strategy was inappate and they
have a better strategy and theyempht the
strategy, and instead of, in faetng better, it
causes cost increases. Are thosgeameslated
costs?

MR. GIMBLE: | think, basen an
evaluation of the semiannual, ifsge something in
there that we think stems from a neanagement shift
in direction, if you will, then weave the ability
to challenge them.

MR. MATTHEIS: Mr. Alt, vat do you think?

Would that be a merger-related cdstiPne question.
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| can restate it if you like me to.

MR. ALT: I heard it. Hibk that's one
that's difficult to ascertain. Thdhe problem,
is isolating it. | mean, you kndavere might be

some link there, but the problemnmiproving it.
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MR. MATTHEIS: But if yoeould prove it --

MR. ALT: Well --

MR. MATTHEIS: | mean, agse with me they
came out with press releases thdtteae's the way
the new world is going to work and -

MR. ALT: My take on it wig be | think we
have a condition here and | thirdt th the future
| would grant -- personally, | wowgdant you that
you would have the opportunity ie thture to argue
that, and if you can make your caseland it

before the Commission, then so .be it

MR. MATTHEIS: But thatdat it will

require? It will require a balarg;im essence,
of, on the one hand, things thatverg difficult
to prove, benefits related to it am the other
hand, something that is also diffitoi prove,
costs related to it?

MR. ALT: Right.

MR. MATTHEIS: Mr. Wrighthat sort of

change in management philosophyrthght lead to a
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cost increase, if you could diresthypw it, would

that be a merger-related cost?

MR. WRIGHT: Yes, if yoowd directly

show it, yes.

MR. MATTHEIS: Mr. Larson?

RENEE L. STACY, CSR, RPR
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MR. LARSON: | agree.

MR. MATTHEIS: Thank yolihave nothing
further.

CHAIRMAN MECHAM: Thank yo Mr. Reeder?

MR. REEDER: Are you okdd. Wright?

MR. WRIGHT: I'm fine, yes

MR. REEDER: Mr. Wrighlhet Company has a
legal obligation to provide relialaled efficient
service?

MR. WRIGHT: I'm expectiag objection.

MR. FELL: The statute d@ay that.

MR. REEDER: Do you seslyuwcontend that
a company fulfilling that obligatienith a system is
a merger benefit?

MR. WRIGHT: Sorry, Mr. &der. Could you
repeat that question again?

MR. REEDER: Sure.

MR. WRIGHT: [I'll try arfdcus a bit
better this time.

MR. REEDER: Let me begith, | fully
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expect an objection. | think thattseere you
started that. If a Company hastugtry legal
obligation to provide reliable ardkgquate service,
can you seriously contend that a @amy fulfilling

that obligation by implementing ateyn of

RENEE L. STACY, CSR, RPR
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measurement in monitoring is a mebgmefit?
MR. WRIGHT: No, | wouldiwontend that,
but that's not what we're proposiAgd for the
avoidance of doubt, what we are psopg is a
significant improvement in the réiidy of the

network in the state of Utah, conaeloinvith other

performance standards and custoomiagtees which

Is unmatched within the whole of thated States.
We're talking about a package thaiat available
to any other set of customers ragibss the United
States. If that's not a beneftyuiggle to see
what is.

MR. REEDER: Is your arggmhthat that is
as a result of the merger; we'rérgethis package
of benefits that would otherwiseupavailable?

MR. WRIGHT: Absolutel\i.hat is very
firmly our position. PacifiCorp had plans to
introduce the range of customer guiges and
performance standards that Scotbgle intends to

put in, and that is the testimonyof O'Brien if
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you would like to ask him when henes to the stand.
MR. REEDER: Butisn'trite that

PacifiCorp could have hired a manage consultant,

or this Commission could have hisedanagement

consultant, designed the same thangsordered it,

RENEE L. STACY, CSR, RPR
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in effect, without the merger?

MR. WRIGHT: No.

MR. REEDER: Are they priepary?

MR. WRIGHT: To some degthey are.
They're based upon an experient@piementing
these standards with the United Horg. Again, it
is Mr. O'Brien's testimony as the€tloperating
officer of PacifiCorp that, standiaigne,

PacifiCorp could not implement thesndards. It's
not about hiring a management caastiand saying,
well, you know, if you do this anoluydo that, you
can implement these standardsalbitsit a whole
management philosophy of continuoysrovement,
about being accountable to yourarasts, about
providing them with guarantees @&f ikley customer
interfaces, which is based uponyears of
experience in the UK of implementsugh standards.
| don't think you could get thatrfrdiring a
management consultant.

MR. REEDER: Mr. Wrightea't you arguing
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for a double standard for as a t@séls a result

of this merger, we're getting sonmghhat we could
have done on our own, more or lessno, we
couldn't have done, thereforeait'esult of the

merger, but any of the costs in geahchange of

RENEE L. STACY, CSR, RPR
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attitude, change in approach or othveds of things
are not as a result of the merdgde¥en't you got a
dual standard for "as a result of"?

MR. WRIGHT: | don't thirgo at all, no.

The service standards package totwihiefer,
incidentally, were not -- the costsmplementing
that are not incremental, so I'mangte sure
where you're going with your questio

MR. REEDER: The questsomply is: Where
the Company has a legal obligatibis, Commission
has the ability to enforce that legadigation.

Are you contending that fulfillinigat legal
obligation is as a result of thisrges?

MR. FELL: That questioamshbeen asked and
answered. The answer clearly wasett, Mr. Wright
can try to answer it again, buteiacly has been
answered that this merger proceealimgthe proposal
of ScottishPower is not the thredHetal standard
in the state of Utah.

MR. WRIGHT: By definitipif PacifiCorp
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is meeting the standard at the mémed we are
intending to improve performancertlit must be an
improvement over the standard.

MR. REEDER: But is thatsult of the

merger?

RENEE L. STACY, CSR, RPR
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MR. WRIGHT: Yes, it i#t's a specific
commitment as a result of this merge

MR. REEDER: What is thatmut the change
in shareholders that made that happ€hat's new
management. Why couldn't they ioe on a
contract, sir?

MR. WRIGHT: Because, a&ay, it's not
about an individual. It's about mg@ment
philosophy that ScottishPower carugth it.

MR. REEDER: So let's hical, Mr.
Robinson and Mr. MacRitchie.

MR. WRIGHT: That's stibt going to do

MR. REEDER: Who else dohave to hire?

MR. WRIGHT: I think yowawe to have the
benefit of the experience of quiteuaber of
individuals which just doesn't ext¢a importing a
few people from Scotland. | thihkextends right
through the whole of the ScottishBoarganization

and the way in which we addressti@ness.



MR. REEDER: So the whdhange in
management is the merger benefit?

MR. WRIGHT: To some degrd he focus
with which the management will |catithis Company

and the way that the specific ougfuhat is to

RENEE L. STACY, CSR, RPR
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some degree the performance starmarkhge that |
have discussed, because, as wploasding
substantial benefits to customers, actually

part of the management philosoph$adttishPower to
set challenging targets and seelchieve them.

MR. REEDER: So the chanfjmmanagement is
one of the benefits of the mergétat's what
you're telling me? We'll get nevoplke with new
ideas?

MR. WRIGHT: Yes.

MR. REEDER: That's als® @f the costs
of the merger, isn't it?

MR. WRIGHT: How so?

MR. REEDER: That thosevrmeeople with new
ideas cost us money. Isn't that eesult of the
merger? You've got to have it betlys, haven't
you, Mr. Wright?

MR. WRIGHT: And how afeey going to cost
money? Give me an example.

MR. REEDER: Change intade costs the
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ratepayers money. With the charigdtiude on
pricing formulas or frequency ofgerincreases or
other strategies with respect taaaghing the

retail customers, that change in t@nagement that

was the merger benefit that you satgl this

RENEE L. STACY, CSR, RPR
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Commission should weigh was a degntrbrought on by
the merger by the same way?

MR. WRIGHT: To the extehére's a change
in attitude, the attitude is abawdreasing the
efficiency of the Company and akioytroving
reliability and service of the Compa | would have
thought that that's a positive cleammgattitude. |
cannot see a negative change itu@dgtior one that
can be identified.

MR. REEDER: And I'm centg not here to
accuse you of it, yet because wét taow you quite
yet, but let's assume then thatd?apd 44 is not
intended to protect about changestitudes.

Isn't the case that we must see tiilude on
paper in this transition plan befaeecan judge
you?

MR. WRIGHT: No.

MR. REEDER: You want agdke you on
"trust us"?

MR. WRIGHT: No, not sdhere are
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guantifiable benefits and clear hienéhat we have
put on the table in support of therger approval.
We're not asking anybody to trust iti's very,

very clear what the benefits of thessaction are.

MR. REEDER: You told nietbenefit is

RENEE L. STACY, CSR, RPR
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you're going to change managemenhtaimg new
ideas.

MR. WRIGHT: That is buteof the
benefits. | can reel off all of thenefits if you
would like, but it's 20 past 4:00.

MR. REEDER: I've got 3rends.

MR. WRIGHT: It will take good deal
longer than that, and | will actyd#ave it to the
other witnesses to come and summaniir
testimony.

MR. REEDER: Rather tharst you with
respect to the benefits, wouldri¥etprudent for
this Commission to require you to ghkem in writing
and show what your plan is befoeythive you the
opportunity to take control of tidlempany?

MR. WRIGHT: | believe wave covered this
issue.

CHAIRMAN MECHAM: Yeah, weave. | suspect
we can go back in the transcript.

MR. REEDER: I'm goinggdo to the next
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issue and he's going to say no antebody is going
to object. Mr. Wright, in orderdo our due
diligence on this question, we asyad for the
names of your five largest custonretbe UK,

didn't we? [I'll ask your lawyerydu're not

RENEE L. STACY, CSR, RPR
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sure.

MR. WRIGHT: There was p3000 data
requests. Some have multiple @tgart of this
proceeding. | can't -- strangelguwgh, | can't
remember every single question west asked. 1 do,
however, recall -- as | was respolesior that
process, | do recall a questiontirgdeto names of
industrial customers in the UK.

MR. REEDER: And you refdgo provide
them to us, didn't you?

MR. WRIGHT: Under confidelity
provisions with those customersjatld not be
appropriate to pass out detailoatiland revenue
of large industrial customers. Ywmave to remember
that in the UK we have a fully cortifpee market.
Those customers are under contoasippliers,
potentially, other than ScottishPowé/e may be
that distributor; we may not. If were giving out
details of customer bills, that,dwd imagine,

would be confidential between therd their



supplier, so it would not have bappropriate.

MR. LARSON: And | mighd@ too, that Mr.
Reeder, | think, would be very atéd if we were
to hand out the contracts of hid@uers.

MR. REEDER: | asked foe hames of the

RENEE L. STACY, CSR, RPR
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customers and you refused to gieentto me, didn't
you? Now you want me to trust you.

MR. FELL: Could we havetdata request
that relates to that?

MR. REEDER: Mr. Burnettl you produce
it?

MR. BURNETT: I'm happy tAs you have
mentioned, there were many dataestgu If |
recall correctly, Mr. Reeder sen2@different
sets, which were 175, 180 questiong each.

MR. REEDER: The answeesem't
forthcoming and they required more.

MR. FELL: This is Mr. R#s's question.
He should know the data requestthisg about.

MR. REEDER: Do you detyycbunsel?
Do you deny it, counsel?

MR. BURNETT: You knowddn't remember
specifically the answer, Mr. Reedéyou want to
produce it, we'd be happy to loakgat but I,

again --
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CHAIRMAN MECHAM: Somebodwn find it over
the evening. Why don't we get othwhis.
MR. REEDER: | have nothirther.

CHAIRMAN MECHAM: Thank yo Mr. Reeder.

Let's go off the record just a mewut

RENEE L. STACY, CSR, RPR
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(Discussion off the recfrd

CHAIRMAN MECHAM: Let's goack on the
record and finish this one. Doegbawly else have
anything on 447?

COMMISSIONER JONES: Itjhsad one
guestion, Mr. Alt. The original Gition 44 said
conditions or benefits agreed t&byttishPower or
PacifiCorp in other jurisdictionsatiwould benefit
Utah shall be received in Utah, drat wasn't in
the stipulation. | guess my quesigo Are you
satisfied that the conditions insthether
jurisdictions have been taken irdcoaint?

MR. ALT: Yes. That'swhat we did is,
when we were negotiating in thewddpon about

that particular condition, the Comyp#old us that

we would know -- because the otleties were moving

ahead of us in terms of hearingssufl, that we

would know -- particularly Oregoor fnstance. We

already knew what Wyoming was. Weild know what

kind of conditions, and we were kg of
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stipulations as opposed to final @ossion orders
because you can't -- | guess thditat we were
primarily looking for, and so wetftHat we had
taken that all into account when-wigy the time we

signed the stipulation, and we veatesfied.

RENEE L. STACY, CSR, RPR
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COMMISSIONER JONES: Thaymi.

CHAIRMAN MECHAM: Okay. dt's move to 45.

MR. DODGE: No questions.

MR. MATTHEIS: No questmn

MR. REEDER: No questions.

CHAIRMAN MECHAM: Anyondse on 45?7 Okay.
Let's go to 46, then.

MR. DODGE: No questions.

MR. MATTHEIS: Just a dgkiiguestion for
Mr. Alt.

CHAIRMAN MECHAM: Go ahead

MR. MATTHEIS: PacifiCorpright now
obligated to comply with this proenrent policy and
competitive bidding requirementghiat correct?
Mr. Alt. I'm sorry. That's a cuntgequirement?

MR. ALT: That's my undarsding, because
the condition stated "shall contibmeomply.” |
presume --

MR. LARSON: ['ll confirthat it is.

MR. ALT: This is Mr. Bup's area and he
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adopted this from another witneslsignrebuttal

testimony, and I'm under the impi@s$hat that --
MR. MATTHEIS: I'm willintp take the

assumption that it is. That realyt my

question.

RENEE L. STACY, CSR, RPR
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MR. ALT: In fact, | thinkat there was
something like this in maybe evem ¢higinal merger
order with Utah Power.

MR. MATTHEIS: Okay.

MR. ALT: And so, yes, myderstanding is
that it's already there.

MR. MATTHEIS: And is theea perception
that the change in control migh¢athat
applicability?

MR. ALT: No. Ithink my
characterization -- you can ask Bircrup. My
understanding is that this was sbimgtlike some of
those others where we're just makingry clear
and highly visible in the stipulatiof requirements
for different areas of risk and utaiaty that we
saw with the merger as potentiairicreased costs,
for instance, that we felt we alnehdve a way to
deal with it, but we wanted it uprft that the
companies understood that, andedrankly, | also

think it's good to have it up frdot other parties
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as well, including the Commission.

MR. MATTHEIS: Okay. Sweem though you
believe that in the future you wostdl have the
authority under this policy to erd®it, you

thought it would be a good ideartsuge the Company

RENEE L. STACY, CSR, RPR
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1 knew about it and ensure it was dexdpwith?

2 MR. ALT: Right. Yes.

3 MR. MATTHEIS: Nothing finer.

4 CHAIRMAN MECHAM: Mr. Reed?

5 MR. REEDER: No questions.

6 CHAIRMAN MECHAM: Thank yo Anyone else
7 on46?

8 MR. ALT: | have a comme@n the

9 exhibit, there's a typo of the Dieis You
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probably noticed the P is missingpaocurement.
The file actually came in, but Inkithere was some
formatting and it accidentally -nseshow the P was
deleted. That was the only typourfd.
CHAIRMAN MECHAM: Okay. 74 Mr. Dodge?
MR. DODGE: | do have astion on this.
Mr. Wright, isn't it the case thdtawv | think is
referred to as New ScottishPower L0 be a
holding company?
MR. WRIGHT: Yes; that@rect.

MR. DODGE: So what isstmtended to
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prohibit?

MR. WRIGHT: | believe $hs to deal with
other changes in corporate struciftey the
holding company and New ScottishRaa/eut in

place. It was a condition propodehdink, by one

RENEE L. STACY, CSR, RPR
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of the other parties, so -- but werevin agreement
to it. Clearly, we have already madr intentions
to form a holding company very clear

MR. DODGE: And this sedij if other
changes are made, requires notiderdarmation,
but not Commission approval; is tigit?

MR. WRIGHT: That's correges.

MR. DODGE: For exampfeScottishPower
were to sell all of the stock of R&@orp -- excuse
me -- all of the stock of the holglitcompany to
another company unrelated to S¢dRtsver, that
transaction wouldn't require anydkai Commission
approval or notice to this Commia&io

MR. WRIGHT: | think it wdd require
notice.

MR. DODGE: Under thistsaa, a sale
of -- by the holding company, if yal, of its
stock, or by ScottishPower of thédimy company
stock, that's intended to fall unithes?

MR. WRIGHT: There areatlconditions, |
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think, dealing with the transferstdck.

MR. DODGE: Perhaps. df kapologize.
Your understanding, though, is that stock could
be transferred, so ScottishPowerldvoa longer be

the parent and some new parent woanae in without

RENEE L. STACY, CSR, RPR
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any involvement by this Commissisthat right?

MR. WRIGHT: | really diflitonsider that
point when looking at this condition

MR. DODGE: Do you knovetanswer to
that?

MR. WRIGHT: 1don't, aetly, no.

MR. DODGE: Do you knovathMr. Alt?

MR. ALT: No, I'm afraiddbn't. Like Mr.
Wright, | thought that -- there atber conditions
that we talked about earlier, | kh@ven yesterday,
that maybe dealt with the areasybatwere talking
about, but I'm not --

MR. DODGE: Conditionsassilet me just
ask the question, because theresaag prefiled
testimony, so I'm just wonderingoti recall this.
With the holding company in plade&scottishPower
were to decide to sell in total thalding company
to an entirely new owner, would tBismmission have
any approval rights over that traraf

MR. ALT: I don't know. ay Cleveland,
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the Division witness -- this was heza and this
condition was hers. | think she rbatter be able
to answer that question. But evesi¢ondition on
our exhibit, you know, the issue-ishe brought

this up in her rebuttal testimong @aptured this
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condition from another party. Ityneery well have
been Mr. Brubaker, but I'm not sure.

MR. DODGE: Do you, Mr.r@hle, know the
answer to that question?

MR. GIMBLE: |don't. I'going to defer
it to Mr. Talbot.

MR. DODGE: Okay. Mr. kan?

MR. LARSON: No.

MR. DODGE: No other quess.

MR. MATTHEIS: No quest®ryour Honor.

CHAIRMAN MECHAM: Thank yo Mr. Reeder?

MR. REEDER: Mr. Alt, anee then to
understand that ScottishPower refeto in
Paragraph 47 is New ScottishPowewesre talking
about an additional holding compeatiier than the
holding company that has been foffned

MR. WRIGHT: Just a claxdtion. The
holding company has not yet beeméat.

MR. REEDER: | think ydisting

particulars discloses that on Felyr@8, 1999 a
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holding company was formed. Is thaddition to
the New ScottishPower?

MR. FELL: I'm sorry. Vden't know the
answer, and if there's a citatiothtolisting

particulars that we could have oight) then we
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could look it up.

MR. REEDER: We'll digotit. What I'm
really trying to understand is, dpasagraph 47, as
drafted, anticipate Commission papproval of the
holding company as anticipated, Wwhebr not now
formed, or is it an additional holgicompany? Mr.
Fell, feel free --

MR. FELL: Perhaps | coaluswer. | did
participate in drafting these coiadlis. We felt
that the creation of the New ScbRiswer, the
holding company contemplated atddbsing of this
merger, that we have already natiffree Commission
and parties that that will be happegnso that, as
to that, we feel we have satisfi@hdition 47 for
that event.

If the Commission wantsasotify the
Commission when that is getting etds occurring,
we could do that, but this would lgpp our
intention was it would apply to frélevents.

MR. REEDER: So this isaalditional
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holding company to that one descripehe amended
agreement creating the holding camyipa

MR. FELL: | think the amsr to that is
yes. I'm not sure | understood,thatamended and

restated merger agreement explamsvhole creation
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of that new holding company and itiled with the
Commission and so we feel that tiwdiice has been
provided for this transaction.

MR. REEDER: Mr. Alt, doy understand
that that's the case?

MR. ALT: Well, what | cayped from Mr.
Fell was that this was to deal vattything new, and
that was what our intent was. Agaimr issue on
this was if we had notification dfamges in that
corporate structure which has araichpn corporate
costs and complexity of the orgatiirg it can
translate into corporate costs thight get
allocated down to PacifiCorp andrbeads, and
that's what we were really conceraleout. Like |
mentioned earlier -- | forget -- tggday, maybe --
that if those costs increase becaliseanges in
the organization structure, if weiatified, we're
put on notice, it gives us adeqtiate to do audits
and a rate case and therefore igehtise types of

costs that we think might be noévaht in rates in
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Utah and therefore can deal withfitve don't
know about it, it makes it more idifft. That was
the primary purpose, | think, foistbondition.
You can talk further, | guess, wihary Cleveland

when she's on.
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MR. FELL: One more clar#tion in the
stipulation. The opening paragraays that
references to ScottishPower inciNdes ScottishPower
because the staff wanted to make that New
ScottishPower was bound by all @.th

CHAIRMAN MECHAM: Okay.

MR. REEDER: Thank you.

CHAIRMAN MECHAM: Thank yo Anyone else
on 47? Let's go to 48.

MR. DODGE: One quick giieas, Mr. Alt.
What do you understand to be theseguence if on,
say, paragraph 48 PacifiCorp viadkes condition?

It does assume an obligation gbésent?

MR. ALT: Well, in our eidit with the
three columns, our issue there sthigt PacifiCorp
assumption of ScottishPower liaieditcould
increase the cost of capital and ptsssibly affect
the ability to provide adequate g&rv In other
words, if PacifiCorp takes on sorddional

obligations, it can affect their toscapital
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because of the risk and it alsé those

liabilities actually come throughat they would
actually have to pay, it could afféair financial
conditions such that the qualitgefvice might be

impacted, their ability to meet th@@mmitment to
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provide the services required infHJta

Those were the concerniagthat we were
trying to address with this, and umglerstanding is,
again, this was a condition propdsgir. Brubaker
again that we felt was a good coodiand adopted
it.

MR. DODGE: And if theyolate it, is your
understanding that the penalty miovis or
adjustments in rate cases? Wouwtlh the
consequence?

MR. GINSBERG: | think youay be asking
him for a legal conclusion as to twauld be the
consequences of them assuming agadioin without
approval.

MR. DODGE: | don't mearbe.

MR. GINSBERG: There cobklother
consequences.

MR. DODGE: | apprecidtatt Thank you.
I'm trying to ask whether he hasiaderstanding of

what the Division's reaction ancgomesse would be if
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they found out that condition weraated.

MR. ALT: Oh, if the comidn itself were

violated as opposed to --

MR. DODGE: Yeah.

MR. ALT: Oh, okay. | m@nstrued your
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question.
MR. DODGE: It doesn'tuag prior
approval or anything. I'm just seywhat if they
did?
MR. GINSBERG: It doesuéegq prior
approval.
MR. ALT: Yeah, it doeBirst sentence.
MR. GINSBERG: "Shall neithout the
approval of the Commission."
MR. DODGE: Well, okay. dbes require --
so, as with anything that requirasrpapproval, if
they don't, do you take the positiinvalid?
Maybe that is a legal questior.réfract that
one. Thank you. No further questio
CHAIRMAN MECHAM: Thank yo Mr. Mattheis?
MR. MATTHEIS: No questsn
CHAIRMAN MECHAM: Mr. Reed?
MR. REEDER: No questions.
CHAIRMAN MECHAM: Anyondse on 48? 49.

MR. DODGE: No questions.



CHAIRMAN MECHAM: Mr. Matieis.
MR. MATTHEIS: No questin
CHAIRMAN MECHAM: Mr. Reed?
MR. REEDER: | have no sfiens.

CHAIRMAN MECHAM: Anyondse? All right.
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MR. REEDER: | can seeryexpectations

increasing.

CHAIRMAN MECHAM: 50.

MR. DODGE: | have no qumss.
CHAIRMAN MECHAM: Mr. Mattieis?
MR. MATTHEIS: No questmn
CHAIRMAN MECHAM: Mr. Reed?
MR. REEDER: Same answer.

CHAIRMAN MECHAM: All righ Others?

Let's go to 51.

MR. DODGE: Also no quess on that.

MR. MATTHEIS: No quest®n

MR. REEDER: No questions.

CHAIRMAN MECHAM: Okay. Wyone else?
MR. DODGE: | told youwbuld be fast.

CHAIRMAN MECHAM: Yeah. r@@ overall

18 question, | suppose. It pursuesetbimg Mr. Dodge

19 was asking about with respect to Nerm8. Is it

20

the view of all the panel membeet ththese
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conditions -- if any of these corafis aren't met,
is the sole remedy -- and I'm noklag for a legal
analysis. I'm just looking for ptiaal daily
application here. If they're nottraeany one of

them is not met, is it strictly @ththe penalties
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provided for in the condition or péies provided
for in -- 1 think it's 54-425 or 725I can't
remember which -- the 500 or 2,060ad a day fine
per event, are those the only regstli

MR. ALT: Well, Conditids0D actually
spells out an additional one. iy says
noncompliance -- well, in the evtrat they don't
comply with the above conditiong @ommission may
make appropriate ratemaking adjustme

CHAIRMAN MECHAM: Okay.

MR. ALT: To me, some bése, if there's
things that deal with costs, youwnor something,
effect on cost, | think the Comnusshas
ratemaking -- could make ratemaladmgistments that
companies agree to that. The riéilabnes relate
to that code section with the peesispecifically,
in addition to the penalties prodder in the
conditions.

CHAIRMAN MECHAM: But oncge've gotten

over the threshold of merger apprdhare's never
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an impact on the merger itself?

MR. ALT: That's correc¥ou can't undo

it. It's like scrambled eggs.

MR. WRIGHT: It's beenledl some things

in my time.

RENEE L. STACY, CSR, RPR

(801) 328-1188

527



10

11

12

13

14

15

16

17

18

19

20

CHAIRMAN MECHAM: All righ Let's go off
the record a minute.

(Discussion off the recfrd

CHAIRMAN MECHAM: Let's ooe back at 9:00.

(Record closed at 4:45.p.m

* % k%
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