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udust 5, 1999

:09 am.

PROCEEDINSG

CHAIRMAN MECHAM: Let's gon the record

and we'll swear in Mr. Moir.

BOB MOIR

called as a witness and sworn, wasined and

testified as follows:

DIRECT EXAMINATION

BY MR. BURNETT:

Q

A

Q

Good morning Mr. Moir.
Good morning.

Would you please stateryall name for

the record and spell it, please.

> O >» O >

My name is Bob Moir, sgellM-O-I-R.
And by whom are you empldy

I'm employed by Scottiskfo.

And what position do yaldcthere?

I hold the position of geal manager for
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the ScottishPower Group MeteringiBess.

Q Mr. Maoir, did you prefiterect and

rebuttal testimony in this docket?

A

| did, yes.

MR. BURNETT: Mr. Moir'sgtimony has been

RENEE L. STACY, CSR, RPR
(801) 328-1188 804
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marked for identification purposéSeottishPower 2
with attached exhibits. His direagtimony is
ScottishPower 2 with Exhibits 2.1otligh 2.7. His
rebuttal testimony is marked Schiiswer 2R, with
an accompanying exhibit, ScottishElo2R.1.

Q Mr. Maoir, do you have arhanges or
corrections to that testimony?

A | have a couple of chantgesy rebuttal
testimony. On page one of the rabuine number
eight, for some reason | gave Mrldviay a temporary
transfer to BPA, so it should cotiyeread, "two of
the conditions proposed by DPU vamévir. Maloney,"
and the word "in" in front of Mr. NMdaey should be
struck, as should the word "BPA."

On page three, | woulet lth add a word
which changes the sense of the wihahg, and it's
on the first line of page three esw the words
"does" and "make," as far as, "doake sense,"
write out the word, "does not makese." Slight

change.
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Q Thank you. Are thosegktent of your

corrections?

A They are, yes.

Q If I were to ask you thesestions today,

would your responses be the same?

RENEE L. STACY, CSR, RPR

(801) 328-1188
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A They would, yes.

MR. BURNETT: Mr. Chairmdrwould move
for the admission of ScottishPowewih its
accompanying Exhibits 2.1 through &cottishPower
2R, with its accompanying Exhibit.2R

CHAIRMAN MECHAM: Any ob@ions? We'll
admit them.

(Whereupon Exhibits SR 2, - 2.7, 2R and
2R.1 were marked and received.)

Q (BY MR.BURNETT) Mr. Mgido you have a
summary of your testimony?

A ldo, yes.

Q Would you please giveoitthe
Commission?

A Certainly, yes. My testiny this morning
is to describe a package of cust@eerice
improvements that ScottishPowemidseto implement
after the transaction is compléfais proposal
will actually redefine the relatibms between

PacifiCorp and its customers andaat, it will be
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the most comprehensive offered lyyather utility
in the United States.

ScottishPower's custoneevise package is
in two parts. The first part addessaspects of

the overall level of service prowddsy the

RENEE L. STACY, CSR, RPR
(801) 328-1188 806
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Company. These are called perfonaatandards.
And under these, ScottishPower loasnaitted to
significant improvements in systezhability over
five years. ScottishPower has afjteemprove the
system average interruption andtthmacommonly
known as SAIDI, by 10 percent.

We will also improve theseem average
interruption frequency, again comigdmown as
SAIFI, by 10 percent, and the moragnaverage
interruption frequency, again comigdmown as
MAIFI, by 5 percent, all over fivears.

ScottishPower has alse@dito improve,
in part, the performance of the fiwast performing
circuits in Utah each year by 20cpat.

Moving away from netwosgsues, the

performance standards also addiastel@phone

answering capability where we comtm&nswering 80

percent of our calls within 30 set®over the
course of the next two years. Wamat to targets

of 20 seconds and ten seconds regelyc so that
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effectively means, by the year 2G0Rof our
calls, or around 80 percent of alls¢will be
answered in ten seconds by 2002.

The second part of SchRmwer's overall

customer service package is itsorust guarantees.

RENEE L. STACY, CSR, RPR
(801) 328-1188 807
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These cover the day to day inteddmtween
individual customers and the Compahlge customer
guarantees are essentially a prothege
ScottishPower will deliver servidetwe highest
quality. Failure to meet that preein any of the
eight years covered will result ipayment of $50
to residential customers and $10&tamercial or
industrial customers.

The detail of these custoguarantees is
outlined in my testimony and in gtgulation, but,
in brief, they cover areas suchugply entities,
appointments, switching on custommw/er and all
of the time frames associated withdstimates for
providing a supply, response toihjuiries and
power quality complaints in general.

Moving on, ScottishPowetistomer service
package has been incorporated tatipulation
with the DPU and the CCS, with refirents on
additional provisions designed tetomize the

package to the needs specificaliytah customers.
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There are several additional committa of
significance in the stipulation. o8shPower has
agreed to include its performaneadards and
customer guarantees in tariffs iaHJt

In addition, ScottishPowes agreed to

RENEE L. STACY, CSR, RPR
(801) 328-1188 808
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provide quarterly reports on ensitteaxd customer
guaranteed payments on the perfocenahthem.
Furthermore, in the stipulation, @sbPower has
committed to review, revise and sitlanplan for
continuation of its customer seniio@rovements
beyond the year 2005. So that'srégdly our

package, our commitment, seven pedoce standards
and eight customer guarantees.

But | would say this. &shPower has
eight years' experience of this typapproach,
customer service in the UK. | peedty have been
involved in the development with oegulator and
implementation of them in say Setilower and
Manweb.

In that time, | have sé@mcompany
transformed. The days of complaceediocre
customer service are long gone.sé&lstandards are
used at all levels from the CEOh® ineter man as a
driver to improvement and culturarmte.

Now, people ask me, catiff2orp not do
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this on their own. | think the amswo that is

quite clearly, yes, probably, in ltveg term it

could. Right now they couldn't. eJldon't have the
systems, they don't have the presgsbey don't

have the experience, and they davée the overall

RENEE L. STACY, CSR, RPR
(801) 328-1188 809
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management focus. They certainlyeh#o plans for
this type of package. As an old agement adage, if
you don't measure, you can't manage.

As far as this morning@cerned, | will
respond to general areas of myrtesty and
specifically performance standardti®ae 7 and, of
course, all of the customer guamesiteMy
colleague, Robin MacLaren, who yewlready met and
ScottishPower's chief engineer,disg filed
testimony in this case and will @sg to questions

involving the network and specifigahe detail
behind performance standards orzaugr five.

I'd like to finish withcuote from an
external report by a consultanayfirom
California, JBS Energy, one thatalid
commission-wide survey on custoneevise. This
report is actually attached as dnleixto my
rebuttal testimony, so permit megad from that
report. No other utility has suctoasistently

high quality customer service prog@vering so
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many areas, accompanied by uneguedigorting and
auditing commitments. The packagsented by
ScottishPower and PacifiCorp issthest in class
and promises to customers a higél lefvperformance

and a very broad range of measuresstomer

RENEE L. STACY, CSR, RPR
(801) 328-1188 810
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service. The package is unmatclysafferings of
other U.S. utilities. Thank you.
Q Does that conclude younsary?
A It does, yes.
MR. BURNETT: Mr. Moir svailable for
cross examination.
CHAIRMAN MECHAM: Thank yo Mr. Dodge,
are you going first on this one?
MR. DODGE: | am. Tharduy
CROSS EXAMINATION
BY MR. DODGE:
Q  Mr. Moir, you indicateath- you talk
about the performance guarantefddn ka
residential customer at home anguower goes out
for 24 hours, I'm without lights aaid
conditioning, you send me a checkt0. That may
be some reasonable response or riiynmoe that
that's great, you know, they recogrit. \What
about a commercial customer or dnstrial customer

whose power is off for 24 hours aotentially
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losing millions of dollars in prodion? The $100
check you're going to send themyeabn't do very
much for them, will it?

A ldon'timagine it would,all honesty,

and | don't try to kid anybody tha $50 and the

RENEE L. STACY, CSR, RPR
(801) 328-1188 811
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$100 payments are in any way meamneal true
compensation for inconvenience eslof supply or
production. As far as the $100dsaerned for a
commercial and industrial custom#rese payments
are nominal payments. The real mn@aand the
reason that they're in there is &kensure that the
Company, as | said earlier, from @O right down
to the guys who are actually resipsupply, make
absolutely certain that the supmggigo on as
quickly as possible.

So | agree with you. Ti®0 doesn't mean
very much. It's not meant to mearywnuch, but
it's meant as a nominal fee anajatisat the
Company recognizes that we wanetesgpply back on
as quickly as possible.

Now, as far as the 24 Basiconcerned,
these guarantees are very much tgrksandards.
We would be extremely surprisediinenercial and
industrial customers went off supgiyntinually for

longer than 24 hours. In fact, ohthe
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performance standards is that 80gmerof our
customers will be restored to suppthin three
hours, so the essence of the tlsirtigat the larger
the customer becomes, then | woalgeho confess

that the $100 payment becomes lesmingless.

RENEE L. STACY, CSR, RPR
(801) 328-1188 812
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If you take it to the fxtreme level of
a customers, those on special ccistray
definition, special contracts impl&pecial
arrangements and, therefore, theomes guarantees,
in particular, do not really referdpecial
contract customers. Obviouslyhéy're on the
distribution network they are gotogoenefit from
SAIDI, SAIFI, MAIFI in terms of theverall
improvement to a network performance
Q Right. And maybe this spien is better
directed to Mr. MacLaren, but thoséwork
guarantees are aimed at the disioibgystem; is
that right?
A They are aimed at therthstion system,
yes.
MR. DODGE: Okay. Tharduy No further
qguestions.
CHAIRMAN MECHAM: Thank yo Mr.
Mattheis?

MR. MATTHEIS: No quest®ryour Honor.
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CHAIRMAN MECHAM: Mr. Reed?

CROSS EXAMINATION

BY MR. REEDER:

Q What are your commitmeatthe

transmission system?

RENEE L. STACY, CSR, RPR

(801) 328-1188
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A 1 will refer that one tmBin MacLaren.
MR. REEDER: Thank youothing further.
CHAIRMAN MECHAM: Thank yo
MR. SANDACK: If | couldigt briefly

address the witness.
CROSS EXAMINATION

BY MR. SANDACK:

Q Sir, maybe I'm confusétbu talk about
the distribution versus transmissibguess I'm
concerned about the actual generalystem and the
outages that may come in the coofrsiee plant
operation. Does your -- | meant thaght be the
ultimate source of the outages mhight work its
way to the residential unit; ishat correct?

A That s correct, yes.

Q Does your review entaviegving plant

maintenance and upkeep, thingsaifriature?

A Which review do you refe?

Q Well, I'm not quite sudeunderstand

you've got in place some guaranteas|, guess I'm
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looking more to the source of thelgem and what
does ScottishPower intend to do aibtninating
potential problems by perhaps mamutee, which is
necessary in any plant.

A Are we talking about geatean plant,

RENEE L. STACY, CSR, RPR
(801) 328-1188 814
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transmission plant, distributionrglar --

Q Generation.

A Generation plant. Firgad, can | say
the customer guarantees in our phbl statement
that goes to external customersvamatever
experience they have, and if theglsupply, for
whatever reason, with us, the gdiara
transmission, and distribution, thhstomer
guarantees obviously cover that,asufar as -- |

have no experience -- I'm not a ggien engineer,

and perhaps Mr. MacLaren will magf=rence to your

qguestion, although he himself is-A@oes not have
a generation background.

Q So the efforts you're goio make
essentially are more at the metezlland the
distribution level?

A Well, distribution leveertainly. The
various references to the transigilam, and indeed
beyond that, the Company's operatlag will

specifically look at the way of dgithings, the
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modus operandi of an entire netwthr& way that our
people are organized, operate, thr&ing practices
and all that sort of stuff, and thalt obviously
include maintenance regimes withmdistribution

network.

RENEE L. STACY, CSR, RPR
(801) 328-1188 815



N

10

11

12

13

14

15

16

17

18

19

20

Q So this is part of thensition plan,
again?

A  What is?

Q The review that you amate to maybe
correct deficiencies in regard td@enance of
generation.

A ltis, yes. To generafion

Q Yes.

A No. No.

Q Has there been reviewhefgeneration
system?

A I'm not aware of a reviefithe generation
system inside PacifiCorp. As fattesscope of the
transition plan is concerned, thepsestions would

be better directed to Mr. MacRitchie

MR. SANDACK: Okay. Thawéu, sir.

CHAIRMAN MECHAM: Thank yo

COMMISSIONER WHITE: Mr.dit, | don't know
if you're the right one for me toedit these

guestions to, but I'll give it a.trlo you have a
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sense of comparing perhaps PaciiSaurrent level
with ScottishPower's customer |l@fahoney spent on
maintenance of the distribution eggthowever you
measure that, per customer or perdr whatever?

THE WITNESS: You are tigham not the

RENEE L. STACY, CSR, RPR
(801) 328-1188 816
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right person to ask. | think Mr. élaren would
answer it more accurate than | could
COMMISSIONER WHITE: Okayhanks.
CHAIRMAN MECHAM: Is therny redirect,
Mr. Burnett?
MR. BURNETT: I just hawae question.
REDIRECT EXAMINATION
BY MR. BURNETT:
Q The package you're talkabgut, it's an
end result to the customers thdtguarantee
certain things to them; is that eot?

A ltis, yes.

Q And so whatever happerdeumeath that
generation, transmission and distrdn will be
taken into account in those custoguarantees and
we'll fix those in order to makeestinat customers
receive the guarantees?

A That's correct, yes.

MR. BURNETT: | have notgifurther of

this witness.
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CHAIRMAN MECHAM: Thank yo Thank you,

Mr. Moir.

MR. BURNETT: ScottishPawalls Robin

MacLaren to the stand.

CHAIRMAN MECHAM: All righ Thank you.

RENEE L. STACY, CSR, RPR

(801) 328-1188

817



1 Mr. MacLaren was previously sworm aeamains under
2 oath.

3 ROBIN MACLAREN

4 recalled as a witness, having beexipusly duly

5 sworn, was examined and testifietblsws:

6 DIRECT EXAMINATION

7 BY MR. BURNETT:

8 Q Good morning, Mr. MacLaren

9 A Good morning.

10 Q Would you please stateryall name for

11 the record and spell it, also?

12 A My name is Robin MacLar&i-B-I-N,

13 M-A-C, capital L-A-R-E-N, MacLaren.

14 Q And you've previously begrorn in?

15 | have.
16

By whom are you employed?

18

A
Q
17 A I'm employed by ScottiskRo.
Q Inwhat position?
A

19 | was, until recently, ehengineer for

20 ScottishPower for the distributiomddransmission
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networks. | have recently come sstto the U.S.
where | have been working on thegeerand | would
intend to remain in the U.S. afteaattmerger is
completed.

Q And did you prefile relalttestimony in

RENEE L. STACY, CSR, RPR
(801) 328-1188 818
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this docket?

A ldid.

Q This has been markeddentification
purposes as ScottishPower 3R, alatigattached
exhibits 3R.1 and 3R.2. Do you hang changes or
corrections to that?

A | do not.

MR. BURNETT: At this poim time, we
would move for the admission of SisbPower 3R,
along with its attached Exhibits BRnd 3R.2.

CHAIRMAN MECHAM: Thank yo Any
objections? We'll admit them.

(Whereupon Exhibits SP 3R,1 and 3R.2
were marked and received.)

Q (BY MR.BURNETT) Mr. Maaken, do you

have a summary of your testimony?

A |do.

Q Could you please giveitthe

Commission.

A As you heard from Mr. Moive are
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proposing a substantial and compreilie package of
service standards and guarantedd,\aitl address
the network performance standatdmlieve that

a -- I'm not going to go over inalkthe contents

of the stipulation, as | believeweetovered those

RENEE L. STACY, CSR, RPR
(801) 328-1188 819
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the other day, but in summary | &dadi that
stipulation, combined with my relalitestimony,
covers all the concerns that hawenbraised by the
intervenors and enable the DPU a@& Gtaff to
endorse the overall package of baisgbstantial
benefit to customers.

We have proposed to imprthe underlying
network performance by some 10 percewhat is the
average annual duration of custooo¢age. Also to
reduce the average annual numbeusibmers outages
by 10 percent and to reduce the nmbang outages by
some 5 percent. We'll do that dkerfive years
following the merger and, as Mr. M&aid, we've
also committed to a measurable 20go¢ improvement
in the five worst performing circigvery year in
the state of Utah.

In my rebuttal testimorgnhphasize the
economic benefits of network perfante
improvements, and yesterday andl#lyebefore you

heard the figure of some $60 millger annum for
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the value of system performance owvements
mentioned on a number of occasidisgs figure is
derived using survey data and tepies developed by
the Electrical Power Research latitn America,

which is well known both nationadigd

RENEE L. STACY, CSR, RPR
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internationally.

The figure is based omavsy of customer
views on the lost value directlyiatited to power
outages of differing duration and tlalue of our
offered improvements has been catedlas shown in
Mr. Richardson's supplemental testiynand the
methods are detailed there.

Suffice it to say, in timerest of
brevity, | believe the methodologybe a robust and

professional method of putting ecoitovalue on
network improvements, and I've seesed in a
number of studies.

The survey was -- the syrv+ some

intervenors did ask us about therég within the

survey which was conducted in 1281 whilst the

data and values seemed to be reblsopased on some

20 years' experience on work andbgity, we did
research further studies, and inr@httal | show
further studies which range from s@0 to 60

million dollars worth of benefit fdrese
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improvements. The lower figuresliexy exclude
customers larger than one megawalttyau will have
heard in the last testimony questiorentioning
millions of dollars lost for largastomers if they

happen to be off for any extendetktiso | think

RENEE L. STACY, CSR, RPR
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that just underpins, in my view, thgher figures.
These extra studies covider
geographical areas and, as | sayexpgrience in
the UK suggests that the use ofetlfiggires are
appropriate. | am very clear thag ts an
economic assessment and | expecethdts to have
some variance, but | believe thatrttagnitude of
the figure is robust and is a vergipve value of
the transaction now before you.
The DPU stated that thag hot included

the $60 million benefit and its asseent on whether

to recommend approval of the meagglications, and

| would certainly like the Commissito understand
certainly that, in my view, these alearly
substantial additional economic e the state
of Utah, which | do think should ta&en into
account.

Network reliability is egtely important
to the economy and its developméhiave worked

closely on economic developmentlagiging to
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attract industry to both Scotland emWales, where
we operate in the UK, and we wowdezt to be doing
the same here in Utah. In fact)kawhere
companies can operate outwith thanply area, our

expertise in ScottishPower has mb@sen over the

RENEE L. STACY, CSR, RPR
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local electricity suppliers to prdgimore reliable
supplies for upward investment ieaar such as
electronics and microelectronics.

So | think we bring to Wta track record
of improvement, and | personally évaxorked with

many large industrial customers congall sectors,

whether it be steel, electronicqgra I've worked

with all these areas and worked eoaipvely with

customers to improve reliabilityddrthink that is
important and will continue to bepiontant to us.

We will work closely widdl our
customers. I've already had disounssith some
communities in Utah about how weueashey have
better reliability in their suppliesd these have
been fruitful and there are propesal the table
with them through PacifiCorp, whidbelieve will
help to address their needs.

So, in summary, | beliewe network
performance proposals and our waysooking will

produce substantial and economietisrfor Utah.
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The focus and quality of servicéhea network will
provide benefits to customers diygtirough this,
and as | say, | believe the valuthat is at least
$60 million per year economic bene¥ier the

PacifiCorp territory.

RENEE L. STACY, CSR, RPR
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And indirectly, by focugiour staff more
strongly in the delivery of measueatetwork
standards, we will provide a besenvice to our
customers. And that summarizes osyton.

MR. BURNETT: Thank yoMr. MacLaren is
available for cross examination.

CHAIRMAN MECHAM: Thank yo

CROSS EXAMINATION

BY MR. DODGE:

Q Good morning, Mr. MacLaren

A Good morning.

Q The improvements you amarpsing to the
network system will come at a cost?

A They will come at a co3that's detailed
in the testimony that the total cogr five years
for the overall standard includeverall package,
including the customer guaranteespime $55
million.

Q And those costs will ber®by customers?

A Those costs will be funaed of an
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improved management of the netwaoik\aill not
reflect through to customers in &omyn of a rate
increase.

Q You say it won't come tigh in the form

of a rate increase, but the capit@grovements will

RENEE L. STACY, CSR, RPR
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be part of rate base and the oparatiexpenses
involved in it will be part of th&genses the
Company will expect to recover irate case; is
that correct?

A These would certainly fopart of the rate
case, and my understanding is trattibhvestment
then becomes subject to a reviethbyCommission as
to whether you believe it to be gtdor not, and
so that would be a matter for then@ossion to
decide, but it would certainly be farward in
terms of capital expenditure becaasé said two

days ago, part of that capital exlteine, in fact,
will be diversion or change of thaywhat the
capital program is measured, sotabprogram is
managed to produce efficienciesrance effective
use of capital for the customer§liah.

Q So, in other words, youmkhyou can
squeeze this 55 million out of catreudgets, but
the bottom line is the customeis iy for it?

A The bottom line is thag ttustomers will



21

22

23

24

25

pay for it through the normal ragsé, but we will
also be applying our skills to agkigvhat could
otherwise not be achieved withoetrierger to
release that money for these perdoca

improvements.

RENEE L. STACY, CSR, RPR
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| have personally beempoesible, both in
the UK on the distribution networkdathe
transmission network, for gettingga kind of
performance improvements within #8®gs capital
budgets and finding ways to achigeeamount of
money and the better engineeringitheequired to
get at improvement, and | believey/\strongly that
we can achieve that here. As | saithe start, |
actually have a personal commitntenbat, and we
can assure that that happens.

Q Mr. MacLaren, the promisagrovements in
outage duration and frequency andomentary
outages are on a system wide aveisgeat right?

A That s correct, yes.

Q Isthere a guaranteedogkample, the
commercial customers that theirenirduration,
frequency or momentary outages valfeduced by 10
or 5 percent to them specifically?

A There is a guarantee agraye across the

customer base that we will achiéa improvement.
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It is very difficult to specify fandividual

customers what the change will logyéver, we have
been working closely with the DPUs&@ how we best
can measure and identify if theesiadividual

customer problems that have to ligess$ed. | think

RENEE L. STACY, CSR, RPR
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the proposal and the package istatowing the
overall performance of the netwarlUtah forward,
and my understanding, as | said-dnhink it was
Monday -- that performance has nggroved
substantially in the distributiontwerk over the
last ten years, and | believe itdtd@nd it can be
improved.

Q Same question with respespecific
industrial customers. There's nargotee that the
outages they currently experiendebeiimproved by
10 percent or 5 percent?

A The short answer to youestion is no.
When it comes to larger customeestake a slightly
different approach in working witrese larger
customers. In the UK, and | woutpect to
introduce it here, we have set ut jonprovement
groups with large customers, becaesg often their
demands for reliability are actuddly higher than,
say, the average customer, for mt&taa

microelectronics plant is very, vdgpendent on a
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reliability of supply. | know soroéthe larger
customers -- or some of the custsrretUtah who
we've spoken with have emphasizat th

What we do then is sit domith them to

look at what particular solutions,avecause the

RENEE L. STACY, CSR, RPR
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solutions can be within their plantl solutions can
be at our network, and sometimesribst cost
effective solution is within the pta While I will
not name the firm in the UK, | c@&member something
like a 50 cent capacitor or eledcaomponent
being added to a particular critjgi@ice of
equipment. They managed to avoig ksege, multi
tens of thousand pounds investmerihe network, so
| believe that there's an entryuafice as we
generate electricity right througlhthe delivery
point, and by working with our cusirs, we can very
often eliminate problems very cdtgaively.
Q The question, | guess,¥su
attribute -- one thing we agreethat their huge
significant costs to large custonodrsutages?
A Yes.
MR. BURNETT: Would youesjify which
customers? Are you talking Sche@@le
MR. DODGE: Large customer

MR. BURNETT: Like spec@intracts.



MR. DODGE: Large customer
Q Wouldn't you agree thastrarge
customers face the potential ofiigant economic
damage?

A lwould have said that getly my

RENEE L. STACY, CSR, RPR
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experience in working with large tousers is that
reliability sits at the top of thstl Most of the
time in the context of what they kreking for,
they are looking for a reliable gehy of
electricity.

Q And the surveys that yttached shows the
wide variance in perceived valueat®jing on whether
you include the significant damatied would be
suffered by those large customers® testified to
that?

A Yes, that is correct.

Q And yet, again, you haverade any
specific commitments to those cusiaabout

improvement other than that yotélignthem? In
other words, there's no measuratenaitment to
improve their performance specificak opposed to
a system average?
MR. HUNTER: Once agasn'i this a
guestion of whether it's a speaigitemer or a

tariff customer as to who is goiogyet what



21

22

23

24

guarantees and what voltage thegreed at?

MR. DODGE: No. My questidoesn't

matter. Take it either way.

Q I'm saying large customérsu've

indicated there's no guarantee #satogroup

RENEE L. STACY, CSR, RPR
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specifically that there will be agiyen performance
improvement.

A They will benefit from tlowerall package
that is in place and they will alsam sure,
benefit from the approach that wiadpto Utah in
our working with large customerss IAsaid, we have
already spoken to some custometiah and |
believe that we can make improvemand work with
them to improve the network. Lacgstomers are not
only large industrial customers.eylare also the
cities and the towns of Utah whosupply from our
network and the -- | know that compa -- some of
my people have been looking at supplangements
and looking for innovative ways wigroving the
network, so we bring our commitmientvork with
customers to try and work with thienensure
reliable supplies.

In short answer to youesfion, with that

10 percent improvement, you will &&nfrom that if

you're attached to the distributetwork. If
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you're attached to transmission ogtywou will be,
by nature, a sufficiently big custarthat you will,
by definition, have individual attem and that is
what we bring.

Q Thank you. You actualhpaered my next

RENEE L. STACY, CSR, RPR
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question. The network performarte@dards are
aimed at the distribution systend or a
transmission level customer, whethee a city or
a town or a company with its ownsabon,
et cetera, you've said in your testy that the
network will be examined and impnaoants will be
made, if necessary, but beyond tedhere any
specific guarantee to customerhattlevel about
system reliability improvement? éam guarantees as
opposed to what you plan to do.

A | think the guarantee thatgiving is
that we will work with these custameThere are
specific reasons for seeing thikpge associated
with the distribution network. Ttransmission
network is an interconnected netwekkch in Utah
interconnects with other stategelles on
generation rate going to the westewast of the
United States. PacifiCorp has adrdver certain
parts of the network but does nethzontrol of the

overall reliability and the inter@gence on other
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transmission networks. That isrthture of a
transmission system. We have apie standards
to the specific part of the netwathich we own, we
operate and control and can takelates

responsibility on.

RENEE L. STACY, CSR, RPR
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As | said, with larger tarsers, my
experience and my way of workinggttier it be with
semiconductor plants or whateves, ithat we work
very closely with them, and if th&sea problem, we
will be more than happy to sit thanel work through
the best way of resolving these [@ais.

Q Do you have any reasobeiieve that was
not PacifiCorp's attitude as well?

A The short answer to tisages in that |
have been -- as said, had discussexently,
certainly with some of the largemeounities, and |
think our way of working has resal\eme issues
that have been hanging around foresbme,
particularly with one of the larg@mmunities, as |
say. |view them as one of ourdargustomers, and
whilst that is a small example & thack record
that we have, it is illustrative thae have started
to work with PacifiCorp in that ar@ad bring our
skills here from the UK.

MR. DODGE: Thank you. Nother
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guestions.

CHAIRMAN MECHAM: Thank wo Mr.

Mattheis.

CROSS EXAMINATION

BY MR. MATTHEIS:

RENEE L. STACY, CSR, RPR
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Q Just a couple of briefsfigns. Thank
you. Mr. MacLaren, can we turn thbit RM-2 of
your testimony just real briefly?

A Yes. I wonder if someaan give me a
copy of that. | think | have a pbaipy of what |
believe is the page, but given tteeeedings, it
would just help to make sure thaave the precise
piece of paper in front of me. Tkgou, Brian.

Q [Ijust want to understdne source of the
$60 million cost reduction. Is iymnderstanding
that basically what you've donealeeh this BPA
service data and applied it to F@oifp? Is that
correct?

A Thatis correct. The BBWdy covered a
fairly wide variety of customersthe northwest and
we have applied that data to thefi€aop
territory. The Exhibit RM-2 whiclewers Bonneville,
Puget Sound and Energy, Duke Pone1Suthern
California Edison widens the ovesalbpe of the

customer base covered and is desigradly to try
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and underpin and ensure that thedgderived in

the BPA study are robust.

Q And to make sure | underds if we look

just at BPA, the $60 million is tlgt million over

in the column under estimated b¢nefi

RENEE L. STACY, CSR, RPR
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A That's correct.

Q And the derivation of tlemtgain a 5 and
10 percent based on the figurebénprevious
column, the total cost of systemaget?

A That's correct, yes.

Q Okay. And the total systeost of
outages, those are yearly numbers?

A These are annual numbgss,

Q Okay. And the conclusibare, then, if |
look at the previous column, it septal system
cost of outages, would be the todsk to Utah
ratepayers on an annual basis is@bibn?

A Hold on. You derive --

Q I'm not a mathematician|'k defer to
you.

A These are across the Fzmip territory,
these figures, rather than direfcttyUtah, so
possibly it's round about 30, 20 --

Q [I'msorry. Across Pacdi@ system, the

cost per year, 850 odd million dalfa



A Yes. Which is why | befeeit's important
that we all work together to try amgbrove these
figures.

Q Would that imply that weoslld spend $800

million in system improvements thiave these

RENEE L. STACY, CSR, RPR
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benefits?

A 1think this does becomaiscussion with
both Commission and with customergerms of what
they would like and are prepareddend to remove
these outages, because it doesreegue to move
forward. | think our -- sorry. dbes require a
tradeoff in terms of reliability anmzestment. |
believe that the Utah system is w#ll up the
curve where there is distinctivetdmnefit that
this analysis underpins. At sonagstyou start

requiring very heavy investment witthe network to
start reducing that figure eventartand you run
into, effectively, a cost benefitdrace.

Q Right. And this doesnitgort to be the
cost benefit analysis?

A This is not the full cdmsnefit
analysis. This purports to showiticeemental --
or this does, in my view, show theremental

improvement which will result fromrgproposals.

MR. MATTHEIS: Nothing tiner.
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CHAIRMAN MECHAM: Thank yo Mr. Reeder.

CROSS EXAMINATION

BY MR. REEDER:
Q Good morning.

A Good morning.

RENEE L. STACY, CSR, RPR
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Q You are a transmissionieegy, aren't
you?

A I've spent some 15 yednmnp career in
transmission and some ten in digtrdn.

Q Would it be fair to deberia transmission
system as the high voltage systeandhlivers
generation to load?

A That would be correct.

Q And your goal as the traission engineer
is to make that system operate fagezftly as it
can operate, is it not?

A If efficiency includes nmmzing costs and
maximizing reliability, the answerthat is yes.

Q Andit's true, is it nsir, that most
transmission systems, even youtkarlJK, and
PacifiCorp's in particular, are ntnnected with
transmission systems owned by others

A Thatis correct.

Q And the relative efficigraf a

transmission system is somewhat radgrg upon
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behavior of the systems with whith i

interconnected, isn't it?

A That is the nature of éledy

transmission.

Q Your neighbor's loop floean create

RENEE L. STACY, CSR, RPR
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tremendous problems for you? Yaeighbor's lack of
adequate repair or maintenance czate tremendous
problems for you, can't it?

A It can, which is why wengeally work
together with our neighbors, as wendthe UK.

Q What is the plan of SaitRower to
improve the regional transmissiostemn that we all
depend on for service?

A 1think currently we ar@mking within the
Western System Coordinating Coutocénsure that
reliability is maintained, the inttial reliability
issues. We work them, and the dveoardination
of the system, | believe, is deathwhrough the
various control centers in the wespart of the
U.S. and we would continue to dd #val continue to
work with our neighbors to ensurat tleliability
standards are maintained.

As | say, | have spenty&é&rs of my life
in this working with utilities withdjacent

transmission utilities and I'm wadled to the
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problems, whether these be stalplibpblems,
transient stability problems or otb&bility
problems -- we haven't gone too nulehr into that,
but they are issues that have tadagessed, and as

long as you have interconnectecesyst you will

RENEE L. STACY, CSR, RPR
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have these technical limitationd {fta have to
work to ensure that power flow isadgly given to
customers.

Q An additional limitatiohat we need to
address in a transmission systenth&eonstraints
that exist in our system or in oaighbor's systems
to move load -- to move generatmifoad, isn't it?

A Thatis correct. Someagmaission systems
have constraints. Others less so.

Q Isn'tit true that on P&wnrp's system
there are some import constrairagjqularly into
the Utah market.

MR. BURNETT: If you know?

Q (BY MR. REEDER) Fair egbu If you know,

Sir.

A The short answer is thiatdow that there
will be constraints. They're bouadhave
constraints of some sort. Depenlsre/the
generation is coming from. If yoar& bringing

generation in from Canada or somethke that, you
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are bound to have a constraint sdmeesy and we
already have.

Q Let's go to the 30,000t faew for a
minute. You're familiar with thed#eCorp system,

aren't you?

RENEE L. STACY, CSR, RPR
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A

| have an overview of gystem. As |

said, I've been here for a few merahd it takes

some time to become fully familiatiwa large

interconnected network.

Q Are you generally familighere the

generation is that serves the Ubald?

A Very broadly. | could nm specific

about it.

Q

Isn't it true that somelwdt generation

is located in Wyoming?

A

Q

A

Q

That would be my undersliag.
Some of it might be lochite Utah?
Could well be.

Some of it might be lochie the

northwest?

A

Q

Could well be.

So we're very dependeniugpregional

system to bring generation to leadn't we?

A

That is the nature of s@mssion systems

throughout the world, yes.



Q So if a constraint exisisany of those
systems that would keep the low poster from
getting here, we may suffer highergs than we
would otherwise suffer, wouldn't we?

MR. BURNETT: | think thegaches a

RENEE L. STACY, CSR, RPR
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conclusion that foundation hasnérbkid for.
Q (BY MR. REEDER) If youdw.
A It would depend on whatises there are.
Q Please explain, sir.
MR. BURNETT: Explain wRat
MR. REEDER: His answermsva my question
it would depend on what the souwese.
THE WITNESS: Would yopeat the previous
question?

Q (BY MR. REEDER) If I haga opportunity
to buy one cent hydro power in tbemvest and
deliver it to Utah to displace twadaa half cent
thermal generated power in Utalmolusd do so,
shouldn't I?

MR. BURNETT: That wouldgkend on a
variety of factors. Could you --

THE WITNESS: By the sanature as if |
were buying something from the Ukbtong across
here, | might have to pay transpmmacharges and

| would have to assess the oveddltipn. That
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would be something that would besoaable to do.
Q (BY MR. REEDER) But weositd look at the

transmission system as a vehicfgawoide the

opportunity to deliver that and thveemust look at

the cost of it, must we not?

RENEE L. STACY, CSR, RPR
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A ltis an element of theemadl cost. You
have generation costs, you havesirggsion costs,
you have distribution costs, andheafthese has to
be taken into account in the purigadecision by
the purchaser, the same as it hasyrother walk
of life.
Q Soif we had one cent powehe
northwest and two and a half centgran Utah and
there existed a physical constrdnat kept us from
making that market choice, we migdimpaired,
might we not?
MR. BURNETT: | think helaswered your
question.
THE WITNESS: | think I"emswered your --
sorry.
Q (BY MR. REEDER) And w&®tanswer yes?
MR. BURNETT: It dependmda variety of
factors. It's asked and answered.
THE WITNESS: And | wasadiing a parallel

between me having to, for instaatesnd a meeting
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here or to attend a meeting in NewkY | have to
make the assessment of whetheritfaeeatravel
makes it worth my while going to N¥ark or
remaining here. That is an econatewsion | make

and it depends on the infrastructdridne

RENEE L. STACY, CSR, RPR
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particular commercial part of therlddhat I'm
working in, whether it be airfarevanether it be
electricity. There are costs assted with doing
things and one makes an economisidecbased on
the cost of doing so.
Q (BY MR. REEDER) What'&tplan of
ScottishPower to put itself in aipos to make
that choice? If you're not paraatgional system
you can't participate in those chsjcan you?
MR. BURNETT: That calts fa legal
conclusion and | object to the geest In
addition, it is the subject of ountion to strike.
CHAIRMAN MECHAM: Which vilehave an
opportunity to get to. To the degtieat it calls
for a legal conclusion, | won't hakie witness
respond.
MR. BURNETT: I'm instrugg the witness

it calls for a legal conclusion.

CHAIRMAN MECHAM: How argu feeling, Mr.

MacLaren?
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Q (BY MR. REEDER) Let's tijpusiness
guestion to a transmission enginéenorder to
have any sway in the planning cdgianal system,
you're going to have to be at tldetéhat does the

planning, are you not?

RENEE L. STACY, CSR, RPR
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A And we are through the Yées System
Coordinating Council.

Q And that's your plan totjggpate, sir,
in regional planning is through Western Systems
Planning?

A That is my understandifigh® current
situation.

Q And in the Western Systéttaning, sir,
as you understand it, doesn't eadividual system
make the decision about whetherbitamexpand,
thus islanding itself?

MR. BURNETT: Could yoistate the
question?

Q (BY MR. REEDER) In the ®tern System's
planning system, doesn't each systaeke the
decision whether or not to expahdstislanding
itself?

MR. BURNETT: If you know.
THE WITNESS: | do not knthe detail on

that particular issue.



Q (BY MR. REEDER) Okay.tlree make sure |
understand. You're relying on anplag system but
you don't understand how it works?

MR. BURNETT: | think higstimony is

clear. He's been here a few monitess getting

RENEE L. STACY, CSR, RPR
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familiar with the system and he's o expert on

the system, nor is he an experher\Western States

Coordinating Council, and | wouldeati to any
further line of cross along thiselin
CHAIRMAN MECHAM: Move on.
MR. REEDER: We'll move. orthink the
point is made.

Q Mr. MacLaren, are you faaniwith the

term "pancake rates"?

A lTam.

Q Can you describe wha for this
record?

A My understanding is thtakiates to
different transmission rates whielpehd on the
costs associated with each patt@ttansmission
network.

Q And it's really each indwal owner
charging a separate rate for theemmnt across
their systems, aren't they?

A Which | understand is doe¢he costs of
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that particular part of the systamd my

understanding is that that is a tiaé¢ is agreed

by FERC in setting these tariffs.

Q Soif | were hypothetigdiringing one

cent power from Washington Water Bosystem, I'd

RENEE L. STACY, CSR, RPR
(801) 328-1188 844
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have to pay their transmission rateho's
transmission rate and any otheraot@necting
transmission rates to get here, digtl?

MR. BURNETT: If you know.

THE WITNESS: Which | umgiand to be the
case, and as | say, based on -undérstand FERC
to have taken the view that thahescost of
moving power across these netwaslget it here.
It's no different from me decidimgfly Delta, then
another airline, then another adrtio get to New
York.

Q (BY MR. REEDER) Sir, wdylou agree, as a
transmission engineer, that multgieing
protocols, pancake rates, impaesetficient use
of the regional system?

A | would say not necesyaril

Q Could you explain?

A Because these send prgreats to
customers to indicate what the castghat these

customers are incurring in movingvpoacross the



network and are influenced by thetdrical costs in
establishing the transmission nekwor

Q Will ScottishPower seekrtaintain system
by system rates and perpetuate parredes, Sir?

A You asked me if | undecsi@nd believed

RENEE L. STACY, CSR, RPR
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to understand as to how the priewag. | am not in
a position at this stage to say.yaés, | believe,

will understand, FERC currently haveotice of
proposed rulemaking out which taksut the
possible future operation and stmiog of the
transmission network. That is acpss that is in
place at national level. | wouldnt/éo see how the
debate on that that develops.

Q I'm asked you what Scbh®iswer's position
was, sir. Would you seek to pera&typancake
rates?

A |said I don't have a piosi at this
stage.

Q What was ScottishPower'sitmpn in the
UK?

MR. BURNETT: I'm going object to this.
Mr. Richardson discussed this. \We\entioned we
are going to participate in the psx We've
testified to that. There is a netdé proposed

rulemaking at FERC. We'll partiggpaWe will
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participate in that, and | don'tiéet we need to
pursue this any further with thistggalar
witness.

CHAIRMAN MECHAM: Do younink that Mr.

Richardson's response was adequate?

RENEE L. STACY, CSR, RPR
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MR. BURNETT: Yes.

MR. BURNETT: Also, | meame've said
we're participating in the proce¥ghat more is
there? You know, we have yet toere new here.
We're going to participate in theqass. We don't
have all the answers. Mr. Reedsaigng what's
the exact answer, and we've resgbneere going to
participate in the process and dgvéhat as we go
along, and that's the end of theudision.

MR. REEDER: Generallyg good to know
before you turn over your car torytmenage child
that, A, they've got a driver's tise, B, where
they're going, and C, when theyllbbdack. | don't
think we know from ScottishPower wehthey're going
on these transmission issues yetladre asking
for the keys. That's all I'm askirsgwhere are
you going and when are you goingddack before we
give you the keys.

MR. BURNETT: You knowhink a better

analogy might be that Mr. Reedegadly has a car
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with a kid in it with a driver's éose and he's

been driving for years and we'rengdd buy the car
from him. | mean, we're going tacbe ownership of
that whole situation.

THE WITNESS: Can | jusyghat | don't

RENEE L. STACY, CSR, RPR
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believe that this is a question twatld be posed

to many utilities without a firmwith a firm

view. This is a process that isigadn just now
nationally. There are many compsudiscussing and
talking about what their issues are] very few
have final positions with respectoat the notice
of proposed rulemaking is. Thatatelzontinues to
snow and it involves the states,db@missions,
everyone else in coming to whatdteclusion is on
the best way forward for customessich is what
it's about, and it's about all costes, wholesale,
retail, commercial, to get the ksedtition for

these customers for the developroktite U.S.

electricity industry.

Q (BY MR. REEDER) When #ne comments due

on the NOPR?

A There are preliminary coemts due in mid
August.

Q Eleven days from now?

A So | believe.
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Q And you're not willing el us on this
record what ScottishPower is gomgay?

A ScottishPower is not comtiteg on the

NOPR.

CHAIRMAN MECHAM: And | thk that was made

RENEE L. STACY, CSR, RPR

(801) 328-1188

848
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clear earlier, too. I've enjoyeltla¢ stories, |
must say, but --

MR. REEDER: | have nothiarther.

CHAIRMAN MECHAM: Okay. hank you, mr.
Reeder. Mr. McNulty. You betteeubat
microphone.

CROSS EXAMINATION

BY MR. McNULTY:

Q Mr. MacLaren, | have s&eguestions, and
you'll recall I'm the person who siloéunderstand
the system very well, so if | gettiofo phase
metering and stuff, you'll help mghwhat?

A Tlltry.

Q ScottishPower owns traissinon systems in
the UK; is that correct?

A That's correct. In theioof Scotland.

Q Does ScottishPower shaneesship of any
of these transmission systems wiitleroentities?

A No. We have our own trarssion network.

We are interconnected to the noftRamtland
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transmission system and we aredaterected to the
transmission system in England araded/

Q The interconnection doesgrant you some
portion of ownership rights in arfyttmose companies

that you're interconnected with?

RENEE L. STACY, CSR, RPR
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A It does not.
MR. McNULTY: Thank youmnemuch, sir.
CHAIRMAN MECHAM: Mr. Saiagk.
CROSS EXAMINATION
BY MR. SANDACK:

Q As | understand your testny, sir, it's
ScottishPower's intent to extracs $&illion in
savings from existing operation ¢sentially pay
for the enhanced performance stalsdar meet the
guarantees to customers; is thaectit

A That would be correct. Weuld be looking
for efficiency and redirection, | stemphasize,

because, as | said on Monday, sdrttesis about
applying the capital that's curngspent in a
better way to improve the efficiency

Q Okay. So as | understgrtie company

has $1 billion in capital, Pacifi@pon the books
right now in cash. Are you willibgdip into that
to fund these efficiencies?

A What we're talking aboetdy | think, is
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that we spend -- PacifiCorp spesd,anderstand,
somewhere around $400 million perym the network
and associated support of the ndétworrently and

I'm saying that that figure is notrgy to change

any, and within that expenditure , wik refund the

RENEE L. STACY, CSR, RPR
(801) 328-1188 850
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necessary -- but | see it as dl st#rt that
answer again, if | may. That witkine current
PacifiCorp budgets, we would finflaé¢ncies and
improvements in the way that we eagr things and
in the way that capital is directedund these
performance improvements.

Q Isthat additional capgapenditure over
and above what PacifiCorp is --

A No, itis not.

Q The 400 is essentially ithay've already
been spending?

A Yes, thatis correct. Aaxll said
earlier, | have had budget -- | mean budget in
the UK was probably two to three dingial million
dollars on the network and we hasenbable to fund
that sort of improvement by findieffjciencies and
that kind of a budget.

Q Does that budget justathe
transmission system or does it idelgenerations?

A No. That is the transnuasand
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distribution networks. It does matlude the
generation element.

Q We learned yesterday f@addd million
dollars in savings cost 700 jobR#zifiCorp in

1998. Is that your intention?

RENEE L. STACY, CSR, RPR
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MR. BURNETT: Well, I'm iy to object to
those numbers, or at least -- I'msowe this
witness is the one to testifiedaw/hether there's
a correlation between 55 million &t jobs.

MR. SANDACK: Well, | ddrthink we need
to be exact. Those were PacifiGanpmbers
yesterday.

CHAIRMAN MECHAM: So whatthe question?

Q (BY MR. SANDACK) The quiEm is: Is
this going to result in 700 moregdizing lost?

MR. BURNETT: Redirectiag existing
capital budget? Is that the questids

redirecting the existing capital getgoing to --

MR. SANDACK: No. As | derstand it, they
were going to make some --

Q Well, capital expenditudees include
labor, does it not?

A ltis an element. Asysahat we've
looked at and the kind of typicaample would be

optimization of standards and optation of
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procurement methods and savingsahrespect and
that would be applied to the netwiorkchieve
performance improvements.

As | said on Monday, appudyslightly

different technology to the netwaikere we might

RENEE L. STACY, CSR, RPR
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otherwise have spent on fuses, wgbmapend on
something more automatic or we pigdme automatic
equipment that might be manual keforhat kind of
change would be the kind of changeuld see.

Q Soyou're not looking todsjob
elimination; you're looking towandgeneering
type --

A Looking toward better emggring, but it
must be clear that sometimes betigmeering does
result in job changes or even skihnges. And
when we went to just these in the WK have very
heavily gone into training and retirag with staff
to make sure that they are well abMork safely
and competently operate the newesystlt's an
integral part. It's not just abeagineering.

It's about the people who operaa¢ ¢lguipment,
too, and you must put in that inirasture then as
well.

Q lunderstand, but it jssems from the

experience that we've had that etrery sometimes
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mentions efficiencies, lots of j@e lost and
translate directly into cost saviagsl make up the
majority of those savings. You caderstand our
concern about job loss, then, cannat?

MR. BURNETT: Is the questthat he can

RENEE L. STACY, CSR, RPR
(801) 328-1188 853
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understand your concern?
MR. SANDACK: The union'sthe employees'
representatives’ concerns about fjotrésses.
THE WITNESS: | can undansl your
concern, yes. | can understand, yes
Q (BY MR. SANDACK) | gatheshen you say you
need to improve infrastructure, yourk closely with
the employees in achieving thosesedd you not?
A Absolutely, because thare issues such
as safety. We talked on Monday abmeineed to
ensure safety standards and maisgdéety standards
for employees. When you're intradgg/our
equipment, you must make sure tlaating is right
and safety procedures are right.
Q You go to the employeaship in
achieving efficiency? You mentiorikd one
situation about the fuse in the plddid that come
from an employee's suggestion, lyychiance?
A It came from some of mgeeers, and |

was working with them on that amdintroducing it,



we set up teams which included itesinen and
others who were actually operathmgequipment, so
our general approach is to work \aogely with
staff. People are going to feelery often have

a -- that have worked in the fiebové a lot to

RENEE L. STACY, CSR, RPR
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bring to these kinds of discussioxsu can't do
these things just sitting in an i

Q How frequently do you sdotvn your
generation units in the UK for maimance?

A | couldn't answer thathalve experience
on the technical side of generatibdon't have at
my fingertips the likes of the geatean plant the
maintenance frequencies.

Q Has the frequency becoess frequent over
the years or more frequent in teofrthe efficiency
that you've achieved in maintenance?

A | cannot specify in thentext of how
often things are maintained. | dow that the
availability of the plant and itgldd to run its
load factors has increased oveydlags as our
maintenance and the operating regina@e become
optimum. In looking at the outptlig output from
the generators is higher than it énas been,
particularly in the UK. That heljpspreserve jobs

because of the nature of the cortipeindustry.
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If the plants are not efficient,rilteat is more
likely to impact jobs, for instantlee frequency of
the maintenance of the plant, iy weuch the
output, that the generator is ojregednd the jobs

are there.

RENEE L. STACY, CSR, RPR
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Q lunderstand that you daumkintain the
plants less frequently and that wWaffect jobs as
well, would it not, negatively?
A If that were the caset tiodlows
logically, but as | say, | canndt yeu
specifically or relate specificaltythe generation
maintenance or speak for it, theegaton
maintenance frequencies either bene the UK.
Q Okay. So Mr. Moir defatr® you and who
would you defer to on that questidd@ you have a
witness who speaks to that?
MR. BURNETT: On generatend maintenance?
MR. SANDACK: Yes.
MR. BURNETT: |don't bele we've

addressed that particular issue.

Q (BY MR. SANDACK) | guegsstin
closing, it seems like a chicken anaegg kind of
analysis to me. You want to malkedbst savings
from the current capital expendisui@the tune of

$55 million, but you're not willing commit any new
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dollars into that without chargiragapayers if you
can't meet your efficiencies?

MR. BURNETT: I'm going ¢bject to that
question. | believe that's a misabgerization.

Our testimony and his statementyodais

RENEE L. STACY, CSR, RPR
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testimony today is we're redirectaxgsting capital
budgets through efficiencies to fiimg
improvement.

MR. SANDACK: My understing was it was
the existing capital budgets thatytivould going to
achieve the efficiencies from.

MR. BURNETT: That's carte

CHAIRMAN MECHAM: My guess Mr. MacLaren
knows that.

MR. BURNETT: Well, askadd answered, but
go ahead.

Q (BY MR. SANDACK) Isn'tahcorrect, sir?

A The answer is that, asagfsy we are
looking for improving the efficienoy the capital
expenditure and we will do the sdmaee in
PacifiCorp. We believe that soméhet efficiency
can be attained by bringing the dd®ower skills
to bear. We can get that efficieaoy improve --
use some of that efficiency improeairio improve

and maintain the network performaieceustomers in
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Utah, and I think that is a skilatlwe do bring to
Utah. We have a track record ofitydone so. It
IS not increasing rates to the qusis in Utah. It
is bringing better management skifid improved

network performance as a beneftt, to

RENEE L. STACY, CSR, RPR
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Q Well, if you can't maketh55 million
savings, is ScottishPower willingptet more money
into it to achieve what it take<apital
expenditures to make those savingsowt charging
it to ratepayers?

A We are confident that ve& clo that with
55 million that we have talked abbete, and if
there were any changes, we needdcefficiencies
to do that, and I'm quite confidérdt we can do
that. That 55 million is over fiyears. Itis, in
capital expenditure terms, aboutrfi6on per year.
That's a $400 million capital budghiin quite
certain, from the years of expereeti@at | have in
that, area, and my evaluation ofrelvee are with
PacifiCorp, that | will find ways athieving that.

In fact, my carrier will no doubtpnd on it.

MR. SANDACK: Okay. Thawéu, sir.

CHAIRMAN MECHAM: Thank yo Mr. Sandack.

COMMISSIONER JONES: MraBLaren, I'm

interested in the timing, first df an the
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customer's guarantees on the 5a.@@dlollars.
Does that take effect the day yausconmate the
merger?

THE WITNESS: | think somiethe standards

we have said that we will introdugéhin 30 days of

RENEE L. STACY, CSR, RPR
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a consummation of the merger. Swilid¢ake a bit
longer to achieve. | think in thmeggmal testimony
it laid out time scales. | just natrecall

without going back to the testimoyr. Moir
probably has that at his fingertips.

COMMISSIONER JONES: In.NRichardson's
Exhibit 1, there's a 90-day guarame the
complaint resolution, 90-day delayt | didn't see
anything on the 50 and 100 dolle#sen that takes
effect.

THE WITNESS: Sorry. Ts@and 100
dollars -- | need to go to the -Mis Moir in the
room? If it was permissible, Mr. iicould probably
just confirm -- no. Okay. If sonoely could give me
a copy of Mr. Richardson's testimoiign familiar
enough with it that | should be abldéind it.

(Discussion off the recprd

THE WITNESS: Ninety dayss.

COMMISSIONER JONES: Aihen in the same

attachment it indicates that in fyears the system
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will have accomplished the 10 petctre 10 percent

and 5 percent.

THE WITNESS: Yes.

COMMISSIONER JONES: Iatth straight

line period to get to that 10 petaamndo we get

RENEE L. STACY, CSR, RPR
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results within the first year or gecond year?

THE WITNESS: No. I thirtkwill tend to
be back end weighted when one kniglabout a
distributed network on carrying thits kind of
change and have to plan the chandénave to plan
where you're making the changesémetwork. You
then have to order the equipmentiardertake the
capital program. You have stafirirzg issues and
implementing new technology, andvieyv would be
that the first year would be effeely spent
planning the changes, clearing isdilke rights of
way and environmental type of issaesl then the
execution would start in year twal §ou would start
seeing benefit probably from sometimyear two
through to year five, with an accafi®n as the
program picks up towards the baak efhat has been
how it has happened in the two docasthat we've
run these programs before, bothcmtl&nd and in
Manweb. You see the changes comhirayigh, but it

tends to take you -- there is amtia¢o be
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overcome, both in the context ofamigational. As
somebody said yesterday, therelsafeen 50, 60

years' worth of history in the whings have been
done and you have to work througt #s changed

management to achieve the output.

RENEE L. STACY, CSR, RPR
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COMMISSIONER JONES: Okéashank you very
much.

COMMISSIONER WHITE: | dorecall the
track record of ScottishPower anchivieb. Could you
remind me, in terms of things likeahmuch did you
improve reliability on transmissiand distribution
over the years?

THE WITNESS: In Scotlarfd, recall the
figure correct, it was 23 percent.

COMMISSIONER WHITE: Over?

THE WITNESS: Over fiveays, five, six
years. And in Manweb it was abeutf Frecall the
figure rightly, it's 47 percent imgement in
underlying reliability.

COMMISSIONER WHITE: Anaww were those
measurements derived? What doe33ipercent and
the 47 percent refer to?

THE WITNESS: These rdtethe average
time a customers is off supply ia tourse of a

year. You refer to very often g cliut what it
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means is if you were the averagéoousr, you would
typically, in Utah, maybe be off &ay about 80
minutes in the year. Those are wedgspread, of
course, on that, but as you movetlezage, then,

to actually move the average, youalwe@ously got to

RENEE L. STACY, CSR, RPR
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be moving people who are servetha average to
move the average upwards.
COMMISSIONER WHITE: | vagtand that you
are trying to focus on results arad/have various
ways of achieving those, but stiluld you give me
an idea of, say, spending on impnosets to the
transmission and distribution sys2eio those go
up, do those go down?
THE WITNESS: In the corttef -- | mean,
back to the 55 that -- I'm used twking within a
constrained capital budget and figdetter ways of
engineering and looking at planganpllife and
replacement. You don't necessardych one for one
when you do replacement. Technolagg/moved on,
capability of systems has movedamdl, you find a
better way of doing things and da&ling the same
output or better output to custonara lower
cost.

COMMISSIONER WHITE: Okayhank you.

CHAIRMAN MECHAM: Any rerkct?
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MR. BURNETT: | just hasdew questions |

thought I might run through realakly.

REDIRECT EXAMINATION

BY MR. BURNETT:

We've talked about thi§ $aillion.

RENEE L. STACY, CSR, RPR
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That's over a five-year period?

A That s correct.

Q Averages to $11 million?

A Averages is million, yes.

Q That's system wide. Utatuld take a
proportion of that?

A Yes.

Q 30 percent or whatever?

A It would take -- yes, ibuld take a
proportion. | would guess rougmyproportion to
customers.

Q You mentioned the annwaldet for capital
expenditures.

A My understanding, it's abd00 million,
though we'd have to take PacifiGogalvice
specifically, but it's of that order

Q Of the $55 million numbleow much of that
is capital improvements?

A 30 million of that, or fleabouts, is on

capital improvement.
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Q And so when a rate caseecaround, if
those investments were made, atithatthe

Commission would review that as Whkebr not it

should be included in rate base?

A That's my understandinglirof the way

RENEE L. STACY, CSR, RPR
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that the mechanism works.

Q And they could reviewfttlaat point in
time?

A We are putting forward posals, and |
believe that when we have made thregstments and
we've improved, then it will be upthe Commission
to decide whether or not that haslpnt expenditure
and is allowable into the rate base.

Q We had some discussioanadigg customers
and the benefit to customers of. thesit your
understanding that Schedule 9'ousts use the
distribution system?

A I'm sorry. | wouldn't Bble to answer
that as I'm not familiar in fine détwith the
schedules here.

Q You know, you've discustad previously,
but do you believe your experienc8&cottishPower
helps you to -- | mean, there's b&@me discussion,
could PacifiCorp do this on theirrowl would like

you to describe why your experiendé
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ScottishPower would assist you is.th

A Absolutely. | believe tivee, working
with PacifiCorp, can do a lot bettean PacifiCorp
can on its own, and | don't belig\ggjust about

important skills or applying techogy. | think
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it's about issues such as | toudredarlier, the
changed management, introducinge-hawe been
through it before twice and | beédhat we can
bring these skills to work with $tahd PacifiCorp
to improve a service, so | do thin&t this is not
a question that -- if | -- I'll reqalse that.
Anybody can do anything given suét time and
resources.

| believe that we can dis faster and
quicker and with more certainty witle merged
companies than would be possibla RacifiCorp
stand alone. In fact, on some efisisues which,
on reporting some of the discusstbas|'ve had
about giving the DPU oversight o$tcumer network
performance, | think in the cour§a aveek or two
working together -- again, it's Isagy but they
basically believe that we managealctueve in two
or three weeks of discussion whay thave been
trying to achieve for two or thresays working with

PacifiCorp stand alone.
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So | believe in both wargkiwith
regulators and system performandenatwork
performance is something that welMery much a
benefit to customers in Utah, attdrk I'm looking

forward to that, and the peopleacifPCorp that

RENEE L. STACY, CSR, RPR
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I've worked with are working verpsely with us on
this.

Q On these overall systemfigpmance, is it
your opinion that all customers \bdinefit?

There's no reason that all custowerddn't
benefit, is there?

A Absolutely, on the package | said, the
distribution performance standardslvenefit all
customers of the distribution netwand | believe
that in other parts of the netwdrk tvay that we
worked and the skills and experisrtbat we bring
to complement those of PacifiCorp) msult in

benefit to customers.
MR. BURNETT: | have nather questions.
COMMISSIONER WHITE: 1 jusave one more
guestion. Same kind of questioad hefore. |
don't recall what the facts werdlmnrates that
customers pay in ScottishPowertgdey and
Manweb. What's the history theté&ve their rates

remained stable, gone up, gone down?
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THE WITNESS: | think tkgact detail of

that would be best asked with -baitdy with Mr.

MacRitchie. | know generically thiag¢ rates have
gone down over the period, but ttexige figures |
don't have.

RENEE L. STACY, CSR, RPR
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COMMISSIONER WHITE: Okayhanks.
CHAIRMAN MECHAM: Anythinglse?
MR. BURNETT: | have natbifurther of
this witness.
CHAIRMAN MECHAM: All righ Thank you,
Mr. MacLaren. Let's go off the ret@ minute.
(Discussion off the recfrd
CHAIRMAN MECHAM: Okay. dt's go back on
the record. We now have Mr. Moarsthe stand with
us who has been previously swornranthins under
oath.
GRAHAM L. MORRIS
recalled as a witness, having beenipusly duly
sworn, was examined and testifieth&r as follows:
DIRECT EXAMINATION
BY MR. VAN NOSTRAND:
Q Good morning, Mr. Morrig/ould you state
your name for the record, please.
A Good morning. My naméisaham Morris,

spelled G-R-A-H-A-M, M-O-R-R-I-S.



Q And by whom are you emplbyMr. Morris?

A I'm employed by Manwebelgd
M-A-N-W-E-B, a wholly owned subsidiaf
ScottishPower.

Q What is your position wfanweb?

RENEE L. STACY, CSR, RPR
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A My position in Manweb isdd of finance,
which is the equivalent of chiefantial officer in
the U.S.

Q Do | understand correttigt you're
adopting as your own testimony thefifed direct
testimony of Robert Green which basn marked as
Exhibit ScottishPower 47?

A That s correct.

Q And accompanying that xhiBit 4.1 and
4.2?

A That's correct.

Q And did you also prefiputtal testimony

in this case marked as exhibit $sfttower 4R?

A ldid.

Q And accompanying thatiteshy are

Exhibits 4R.1 through 4R.3?

A That's correct.

Q Do you have any additionsorrections to

make to that testimony or exhibttthés time?

A No, | do not.
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Q And if I asked you the sfiiens set forth
in Exhibit ScottishPower 4 and Exh#xcottishPower

4R at this time, would your answegshe same as

set forth therein?

A They would.

RENEE L. STACY, CSR, RPR
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MR. VAN NOSTRAND: Mr. Cinman, | would
move the admission of Exhibits Ssbffower 4 and 4R
and the accompanying exhibits.

CHAIRMAN MECHAM: Any ob@ions? Thank
you. We'll admit them.

(Whereupon Exhibits S 4,and 4.2, 4R
and 4R.1 - 4R.3 were marked andivede

Q (BY MR. VAN NOSTRAND) MMorris, do you
have a brief summary of your testiyfd

A |do.

Q Could you please proceed?

A Thank you. My testimorgsdribes how
PacifiCorp's customers in Utah Wwéhefit from the
cost savings that ScottishPower aghieve and the
other financial benefits that wibw from the
transaction. We have committechtes that are
lower than they would have been autithe
transaction. Through the stipulatiawe have heard
how this commitment will be fulfitle

As discussed earlier ek, Condition
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43 of the stipulation provides anwad merger
credit in the amount of $12 millifm four years
commencing next year. This providesmmediate
benefit to customers and flows tigloto customers

the corporate cost savings that aweetpromised to

RENEE L. STACY, CSR, RPR
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achieve, as well as the cost savingswe expect
to achieve in other areas of Paciffs
operations.

Another important consaten in the
stipulation is an overall commitm#émt rates will
not increase as a result of the Breag set forth
in Condition 44. We believe thensaction will
have a positive impact on the finahiotegrity of
PacifiCorp. The early signs frorme tiating agencies
are encouraging in this regard asfi€arp has been

placed on credit watch with positinglications.
Given that ScottishPower has a highigng than
PacifiCorp, this development is swtprising. An
improved rating should lead to lowerrowing costs
for PacifiCorp which will translatgo cost savings
for customers under Condition 25.

To address any concerasttie financial
impacts may not be positive, we hackided several
provisions in the stipulation wittetDivision and

the CCS to protect Utah customé&sndition 25, for
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example, protects customers fromiacrgasing costs
of capital, as any higher capitatsas a direct

result of the transaction will net passed through

to customers. Another provisionha stipulation

requires the use of a hypothetiagital structure

RENEE L. STACY, CSR, RPR
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tied to the capital structure ofoanparable A-rated
electricity utility.

We have taken affirmatsteps to
anticipate and address concernstdimw
ScottishPower would allocate costBacifiCorp and
how affiliated transactions will teated. We
addressed these issues in our fdintune 18th.
Let me read that again. We addce#seissue of
corporate cost allocations by filmg June 18th our
proposal for allocations of corperabst
overheads.

Our proposals, togethahwhe additional
measures in the stipulation, proddzear
indication of our commitments to iasle cost
allocations and affiliate transaetreporting that
are acceptable to the Commissioncandbe properly
traced back through to the Compabnytks.

We have ensured that tdstscassociated
with the transaction will not be gag on to

customers. The companies are bgénatransaction
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costs and the acquisition premiunctviscottishPower
is paying for PacifiCorp.

The stipulation with theviSion and CCS
addresses these issues as wellditton26, for

example, provides that rates wititcoue to be set

RENEE L. STACY, CSR, RPR
(801) 328-1188 871



10

11

12

13

14

15

16

17

18

19

20

based upon the original costs anthipits the
revaluing of assets to reflect iadily the
acquisition premium.

Another concern arisingnfrthe
transaction is that the Commissiod the Division
and the CCS continue to have thessary access to
the Company's books and records'vé\fgoposed
conditions to address this issueundirect
testimony. There are additionaMvsions in the
stipulation to ensure the Commissioegulatory

oversight does not change as atretthie
transaction.

Thank you for the opportyto summarize
my testimony. | look forward to amsing any
guestions the Commission or othetigeamay have
regarding the subjects addressadyitestimony.
Thank you.

MR. VAN NOSTRAND: Thanky, Mr. Morris.
Mr. Chairman, Mr. Morris is availaldbr cross

examination.
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THE COURT: Thank you.
recess.
(Recess, 10:31 a.m.)

(Reconvened, 10:51 a.m.)

t'sdgake a short

CHAIRMAN MECHAM: Let's doack on the

RENEE L. STACY, CSR, RPR
(801) 328-1188 872



(o]

10

11

12

13

14

15

16

17

18

19

20

record. Are you on first, Mr. Regtle
MR. REEDER: | am.
CHAIRMAN MECHAM: Okay. @&ahead.
CROSS EXAMINATION
BY MR. REEDER:
Q Good morning, Mr. Morris.
A Good morning, Mr. Reeder.
Q You are the fellow to whamumber of
guestions have been punted. My djugstion is:
Will you answer all the questionatthave been
punted to you?
A To the best of my knowledmd belief.
Q Mr. Morris, you're the CHOmM Manweb in
U.S. terms; am | correct?
A That's correct.
Q Were you with Manweb a time of the
takeover?
A lwas.
Q Atthe time -- it was sshile takeover,

as | recall.
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A That's correct.

Q Mr. Richardson suggesiaald/know whether

or not it was a cash tender offer?

A It was a cash offer.

Q And he also suggestedybatwould know

RENEE L. STACY, CSR, RPR
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whether or not the takeover of SsbtWWater was a
cash tender offer. Was it a casldee offer?

A Southern Water. Yes, @ésw

Q Southern Water.

A Yes, it was.

Q Isn'tit true that, aseault of that
takeover, the rates of Scottish \Watere capped or
frozen at some level?

A Southern Water.

Q Southern Water, yes.witite that down.
Southern Water. Isn't it true tinre capped or
frozen at some level?

A | think within the UK thregulatory
parameters of electricity and watanpanies tend to
be all muddled around and are mauts from the
regulation, so even absent the &etien, the rates
are capped within water and eleggrmompanies.

Q So you customarily expemir rates to be
capped?

A Even absent a transactyes, we would.
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Q Allright. The questiccmncerning

windfall tax were punted to you.

A Yes, they were.

Q Was the windfall tax tbtaktroactive or

did you have an avoidance oppory@nit

RENEE L. STACY, CSR, RPR
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A No, we had no avoidancpatunity. May
| just take the opportunity to explaow the
windfall tax was calculated?

Q Please do.

A Itwas a tax largely oe thovement in the
share price of the companies andanasmparison of
share price movement from flotatiora point in
1997 and the movement in the shace pompared
with the average of the four yeasags gave a
windfall tax which the companies éav bear.

Q But you routine followdtetprice of the
ScottishPower stock?

A As | am a shareholder, yeskd.

Q What was the highest pot&cottishPower
stock?

A Over six pounds a share.

Q And that price occurredatbvhen?

A From memory, it was abayear ago.

Q Was it about in Novembebecember of

19987
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A

Q And what's the currente® As best you

know.

A

Q

Subject to check.

It's best not to guesthiese.

I'll accept an approxiroati

RENEE L. STACY, CSR, RPR
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A Approximation of aboutdiypounds a share.

Q So it's down a bit fromes it was when
the transaction was consummated?

A That s correct.

Q Are you familiar with CeExamination
Exhibit No. 1?

A Yes, |am.

Q And Cross Examination ExihNo. 1 is
what, sir?

A Itwas a report by OFFHRE Office of
Electricity Regulation on Februdmg tL1th, 1999 in
which it published its recommendagion
strengthening the ring fencing psauis in the PES,
which is the public electricity siypfpcenses in
the UK.

Q There's been some confusiothis record
on whether or not these were thal fbonditions to
be imposed on licenses. Can yaar alp that
confusion?

A Yes, | hope I can.



Q Are these the final coiuais?

A That is going to takettidilonger than
yes-no answer, if you'll allow mEhe publication
which came out from OFFER followedember of

significant developments in 1998hie UK, which

RENEE L. STACY, CSR, RPR
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included East Midlands Electricityda_ondon
Electricity, have been taken oved the merger of
Hydro-Electric and Southern Electas well as
Midlands Electricity divesting itagply business,

and the result of the developmemthée market in
1998, OFFER felt so much had chanlgatthey had to
put forward further ring fencing citrons.

They relate to all PES$hia UK that have
been taken over, such as Manwebwandd be
incorporated in due course intolitenses of
ScottishPower.

The position of the pajsethat it was

OFFER's recommendation to the Depamt of Trade and

Industry, and the way the regulatiarks in the UK,
these were recommendations that puatréo the
Departments of Trade and Industnylach
ScottishPower then responded.

Q Infact, one of the evagitsng rise to
these recommendations was, to qlitke

announcement by ScottishPower aad\Nttional Grid
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Group of major overseas acquisitibwasn't it?

A That was part, but | woshly not a

significant part, but it was part.

Q These February 11, 1998ltmns that

form a part of Cross Examination iBxtNo. 1 are

RENEE L. STACY, CSR, RPR
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conditions that Manweb has accepted part of
their license, are they not?

A That s correct.

Q And they are conditiong #ney not, sir,
that ScottishPower, the operatinggany in the UK,
to distinguish from the holding caang, will accept
as a part of its license when aingldompany is
formed?

A Again, I think to clarithat --

Q Please do.

A The proposals, as | sadier, were
proposals put forth by OFFER intteleto Kim
Howells of the Department of Tradd éndustry,
which | think you put forward asexhibit, a letter
from Mr. Charles Berry. We itemizederies of
conditions that we would accept dipalong the
lines of the conditions within th€EER
recommendations.

Q Andit's true, is it nsir, that these

conditions will be applied to ScsPower once its
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PES license is held by a subsictampany?

A You seem to be quoting, Reeder. Could

you just --

Q [I'm quoting ScottishPoweegsponse to

Data Request No. 20.

RENEE L. STACY, CSR, RPR
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A 1 will believe it.

MR. BURNETT: Could youaost him a copy,
please?

MR. REEDER: Sure. | fotgo ask if |
could approach. May I?

CHAIRMAN MECHAM: Of couesyou can, since
you have.

MR. REEDER: | do get atheatimes.

THE WITNESS: That is @mt.

Q (BY MR. REEDER) ltis cect, sir, that
these are the conditions that vatidime a part of
ScottishPower's license when yowiyexa subsidiary
of the holding company?

A Can we be clear what wamby these
conditions? The conditions to whietould answer
yes are the conditions referrechtbir. Berry's
letter.

Q Those conditions refei@dh Mr. Berry's
letter are the conditions of therkaby 11th

consultancy report of OFFER marke€eoss



Examination Exhibit No. 1, are thmt?

A 1think they differ in senminor detail.

Q Maybe we better read tisealery response
again. The standard ring fence $anhich

ScottishPower accepted in the ua#ergs to DTI on

RENEE L. STACY, CSR, RPR
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April 1, 1998 include the modificats relating to
the license described in OFFER's @ty 1998
paper. These will be applied totssloPower once
it's PSC license is held by a suasydcompany. Do
you want to change that statement?

A No, I do not. It's prolhabrue.

Q Is that correct a corgetement?

A Thatis a correct statetnerhe points of
my clarification is that there acerge conditions
referred to in the OFFER documertigtvare optional
on the Company.

Q Now, in an off-the-recalidcussion with
you and your counsel in order toeshie this
matter, I've asked you in a mono&gur however you
choose to do it, to monologue, @ndthe analog
between the conditions that OFFERgraposed in
Cross Examination Exhibit No. 1 dinel stipulation
conditions here so this Commissian gee what was
proposed by the UK regulators and haelates to

what you've agreed to here.
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A That is correct.

Q Are you prepared to jussatibe those

conditions? And, Counsel, havarlyffatated our

discussion?

MR. VAN NOSTRAND: Thatserrect. That's

RENEE L. STACY, CSR, RPR
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a comfortable way to proceed.

Q (BY MR. REEDER) To prodess
expeditiously as you can, pleaseao

A Thank you. Yes. In thgpandix to the
OFFER documents to which we refegreé were eight
conditions, and if I can quickly rthmough those
and then contrast those with the --

Q lam leaving you in chatgexplain the
analogs.

A Thank you. The first cdrah within the
stipulation was to delete a subpa@tyin the PES
license so as to resolve any cirayléhat it
created. It was a very technicatexdion of the
license and really has no equivahatitin our
conditions. That was Condition 1.

Condition 2 was all abthé definition of
a holding company. One of the peoid we've had in
the UK is where some of the watenpanies that
acquired electricity companies, d#sw't entirely

clear in the area of access to baokkrecords as
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to whether the electricity regulatauld have
access up to the corporate holdamgpany, so
Condition 2, 2(a) redefined or pmiypdefined what
a holding company was in Conditioof the PES

license, and 2(b), obligated theantaking to

RENEE L. STACY, CSR, RPR
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provide the access to books andrdscoAnd | think
the broad equivalent to that witbur conditions is
Condition 11 where we ensure thatrdgulator has
sufficient authority to go up intodtishPower to
get the access to books and records.

Condition 3 of the appendias a
modification of the de minimis premns, and very
briefly, just to explain that, whese originally
wrote the PES license -- in factyds something |
was involved with -- we were tryitogrestrict at
that time the unregulated activitiest the PESs

could get involved with, and thegaral condition

we wrote back in 1988 was definimg $cope in terms

of 5 percent of turnover. What wedone with this
modification was, in fact, to expansbo it's also

5 percent of capital employed, bseaas you
realize from many startup activitiésvould be
very easy to get into an unregulaietd/ity and

still not have the turnover.

Q Let me stop you a minutdis is
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limitation on diversification, then?

A Thatis correct. And jiiobably a good

comparison with Conditions 4 andithin our

stipulation.

Condition 4 of the modifions is a

RENEE L. STACY, CSR, RPR
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modification relating to the paymehtlividends and
Is there to say that we must notatea dividend
unless a director issues a cert#icd both
compliance with its license and dlsat it wouldn't
cause any breach of the licensherfuture, and
that's particularly comparable witbndition -- the
second half of Condition 15 and dbad 49 within
our stipulation.

Condition 5 of the stipiida is one on
corporate debt and says that we osestll
reasonable endeavors to ensurattyatorporate
debt has an investment grade rasind,split into
two parts, it says where there wascarporate
debt, it must be maintained at e investment
grade rating, and for any new caafmdebt it's got
to be maintained at an investmeadgmating, which

he defines as triple B minus by 8tad & Poor's

methodology, or BAA3 by Moody's, ahdt's probably

more comparable to Condition 21 wmitbur

stipulation, and also on page sefévir. Green's
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original direct testimony.

Q Except for the conditibatta rating be

maintained, is it not, sir?

A That is correct. We fiblat the

commitment within the OFFER stipidatto maintain

RENEE L. STACY, CSR, RPR
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triple B minus was, in fact, infarto the

commitments we'd already made. @mmd6 was the

elective modification. This is whdrmeferred to a
modification earlier which is not naatory, but it
was particularly relevant to Eastélectricity, but
this is a modification where thetpasuld elect for
the generation to be an affiliatinea than a
subsidiary.

Q This is now an electioattBcottishPower
will have to make now that your gaien is
separated, correct?

A 1think that's coveredline letter to Mr.
Berry. That's correct. Conditiors Teally one
which is -- they had to put in placethat there
are safeguards so that people drallogved to
undermine any of the other ring feg@rovisions
and the rates in Conditions 8 am¢hizh we've put
in place.

The cross default obliga$i, which is the

final condition, Condition 8, whipinohibits any
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borrowing arrangements where a R&fiad its own
liabilities in respect to debt ficanncreased as a
result of its parent or affiliatedais very, very
similar to Conditions 48 and alsan@ition 19 of our

stipulation. And that's the eighigosed

RENEE L. STACY, CSR, RPR
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conditions.

Q Would you commend the Cassion to compare

the conditions in the UK with thenddtions here to
assure that corporate separatemessaporate
integrity is preserved?

A 1think the only thing lomld add to that,
and | would certainly recommend i@t Commission
read through those, but the thinguld add to that
Is that these were put in place bseaf the
peculiar circumstances that exishivithe UK, and
it's fair to say that the vast miyoof the
concerns that OFFER had came oauoparticular
circumstances that were happenid®88 in the UK
through the expansion of deregutatibthe
electricity market in the UK, togettwith many of
the mergers that were happeningattime, but as
you say, it's an interesting exeréesscompare and
contrast.

Q Infact, one of the disiass was the

concern about OFFER while Scottistétanvesting in
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some electric utility west of thedRes, was it
not?

A Yes, and that was a palécconcern
which we addressed by the creatfdheoholding

company.

RENEE L. STACY, CSR, RPR
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COMMISSIONER JONES: Mrohis, could |
interrupt? Could you just definegrifence for us?

THE WITNESS: Yes, certginThe ring
fencing provisions that we've gothiwvi the UK are
largely around preventing -- in dagly days, it
was quite permissible to have retgaland
unregulated activities of the compbaing performed
within the same company within taeng set of
published accounts, and it was imsflibs and getting
increasingly so for the regulatarsihderstand
whether the financing of the unreged activities
was being funded by the cash froerégulated
businesses, and so the ring fenqmiagisions are
largely that, to ensure transpard¢acyake sure
that we can't use the cash frondisiibution and
transmission businesses to getrdatunregulated
activities such as contracting or atiner
technology developments or divisidnich is outside
of the regulatory ring fence.

COMMISSIONER JONES: Ddtlest require
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separate companies or is it jusaisp accounting?
THE WITNESS: No. It'sdaly separate

accounting. They are never goingwallow separate

companies. Depends how you defamepany, in fact.

One of the things that we've seehatis that

RENEE L. STACY, CSR, RPR
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generation would be a separate cagpat would not
be a separately owned company.
COMMISSIONER JONES: Thaymi.

Q (BY MR. REEDER) The segiamn is you can

separate them into separate compameé main common

ownership? You don't have to sepasa/nership of
the companies, is what you refer to?

A That's correct.

Q Sowhen you answered Casaioner Jones'
guestions, you did not intend togasg they didn't
require them to be in separate conesathey just
don't require separate ownership@yTet them be
sister companies?

A That's correct.

Q Do you have a copy of GrBgamination
Exhibit No. 4? | believe it is tRacifiCorp
proxy.

A ldo.

Q Would you direct your atten to page 87,

please.
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A | have that now.

Q Page 87 is pro forma coised balance

sheet for the combined companiesf &ptember 30,

19987

A No, I'm sorry. I'm not en

RENEE L. STACY, CSR, RPR

(801) 328-1188

887
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Q Page 87.

MR. BURNETT: Are you ugifross
Examination No. 4?

THE WITNESS: | will be wh | --

MR. REEDER: | thoughté&sv The proxy
statement of PacifiCorp.

THE WITNESS: It's okayr.NBurnett. I've
got it now.

Q (BY MR. REEDER) Ibyve got a copy
of the one I'm using, it might bsieafor us to
communicate.

A Certainly.

Q Does everyone have a abiyross
Examination Exhibit No. 4 and thg@a Let's look
at the line that's entitled net tssséwe might.

A | have that.

Q The net asset positioBadttishPower on
that date was a billion one pouneligative?

A I'msorry. | can't seatthumber. Net

assets of ScottishPower at Septefitar 1998 under
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the UK GAAP, 1.812.

Q Okay. Let's look in thrstfcolumn under

ScottishPower. Look down at the lihat says "Net

current assets (liabilities)."

A 115437

RENEE L. STACY, CSR, RPR
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Negative?
Negative.

What does that mean?

> O » O

That means the sum oflstoplus debtors,
plus short term bank, less loarss the creditors,
IS a negative 1154.3.

Q Orin U.S. terms it womtgtan that your

current ratio is negative?
A That's correct.

Q Now let's look at Pacifigo PacifiCorp
is in the next column under U.S. GAAWhat is
PacifiCorp's current ratio at thmedime?

A 1302.2.

Q Isit the practice andlitian of
ScottishPower to maintain a negativeent ratio or
is this just a bad snapshot in time?

A This is caused by onehaf differences in
UK GAAP. One of the things that agve within the
UK, and | presume you have in th®.Uare capital

contributions towards net assetustomers, and
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because we show those for the anesdét this point
in time, that figure of net currassets, minus
liabilities, is shown as negative.

A different accountinganment would have

that moved from other creditors iatooffset in

RENEE L. STACY, CSR, RPR
(801) 328-1188 889
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tangible assets, and perhaps arlzstteparison is
when you add the fixed assets tn#teurrent
assets and you get total assetat'sTturrent

liabilities. It's just a way -- thaas probably

about ten years ago that we changedJK GAAP that

Is perhaps causing this confusion.

Q How liquid are your fixadsets?

A They're usually okay.

Q How liquid are your curr@ssets? Can
you disposed out in 45 days or tegsay your
bills?

A The majority of those @nt assets could
be.

Q If you disposed out withis days to pay
your bills, they're not towers anides?

A Current assets are stocks.

Q No. Fixed assets. Youwtia stay with
the fixed assets. How liquid arearylixed assets,
Sir?

A The fixed assets are mptitl but the
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problem is caused by the big negaitithin other
creditors that you're assumingsbart-term
liability. It's, in fact, more assated with the
monies that we have received ingetye capital

contributions from our customers.

RENEE L. STACY, CSR, RPR
(801) 328-1188 890
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Q Let's look at UK GAAP ajaal to
PacifiCorp. That is the columnHitiver, is it
not?

A That s correct.

Q Even when UK GAAP is apglito PacifiCorp,
it has a positive current ratio, sldenot?

A ltdoes.

Q Does this reflect a diéfiece in capital
acquisition styles between Scottsh& and
PacifiCorp?

A I'm afraid | am not famailienough with
PacifiCorp to technically answertthaestion.

Q Does ScottishPower andffitates rely
to a large extent on short-term debtapital?

A No.

Q Are most of your -- youndaely to a
great debt on short-term capital?

A That's correct.

Q And this is just simply arcounting

problem that causes an adverse inegatrrent
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ratio?

A It's an accounting diffece.

Q But even when we applydbeounting

difference, PacifiCorp is still pipge? | guess

that's as far as we're going to get.

RENEE L. STACY, CSR, RPR
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A That's correct.

Q Let's go to page 98.

A | have that.

Q Here we talk about the gmation of the
goodwill, do we not?

A We do.

Q Can you explain -- we ask#r. Richardson
yesterday how the value paid foresh@ompared to
book value and how you intendeddokothe
difference and treat the differeanee booked.
This explains the answer to thatstjoa, does it

not?

A It explains probably thest three
guarters of that, yes.

Q Explain how it answerst ttpaestion.

A The Note (b) that stahattpage is a
calculation of the subtraction dof tiet book value
of the assets from the purchaseideretion, and in
pounds million is 3630 minus 2430eg a goodwill

arising on acquisition of around hillon pounds.



Q For us who are not faghwmath, could
you convert it into dollars so weotinthe magnitude
of the dollars we're talking about?

A You certainly are testimg math. We

would be talking there a figure ardthe order of

RENEE L. STACY, CSR, RPR
(801) 328-1188 892



10

11

12

13

14

15

16

17

18

19

20

$1.8 billion goodwill.

Q So we've got $1.8 billwa're going to
book onto the assets of goodwilbwNvhat we do
with it after we've got it goodwilboked?

A As the note goes on tqg $ag
amortization of the goodwill oves @stimated
expected useful life gives risehte following
charges of the net income, andatwahthere a
figure of 60 million pounds, whicharound $90

million for the year ended 31st adilgh, 1998, and,
in fact, if you go to page 86 of ffrexy statement,
you can see the effect of that aniags.

Q What is the effect on @zga?

A If we turn to page 86, #ezond to last
column is in pounds to earning. Tihal column is
in dollars, but you can see theatffieere of a
blocked off figure of operating ptdfom
continuing operations before meggeydwill
amortization. In pounds it is 12Band in dollars

is 2099.9, and you can see thatéeger goodwill
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amortization would reduce earningsitound 5
percent in the year March 1998 & therger had
happened in that here.

Q And if the merger consurtiorais delayed,

do you expect that number to bénefdame magnitude

RENEE L. STACY, CSR, RPR
(801) 328-1188 893
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in the future?

A It's a number that willrya It's
actually a function of what the ghprice is on the
close of the merger. It could vl significantly
less than $60 million.

Q What this will have is efifect on your
earnings per share calculation, Mvitlot?

A That's correct.

Q And the effect will be agige, will it
not?

A That's correct.

Q And the effect will be a¢ige for how
long?

A For around 20 years.

Q And the negative effectyonr earnings
per share for 20 years will have wdftect, sir, on
your -- on the capital market's mghess to
invest?

A Well, certainly this hasdm something

that we've been very open with alloatcapital
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market and our shareholders, ahaktit's
evidenced by the overwhelming wepsupwe had of
our shareholders in the recent AGMey're well
aware of this and yet very supperb¥ the

transaction.

RENEE L. STACY, CSR, RPR
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Q And you're suggesting godr advisors
have suggested that a better measunteof the
performance of a utility is the cge&n share rather
than the earnings per share beaausean be misled
by things like goodwill amortizatiororrect?
A That's a valid point.
MR. REEDER: | have nothiarther.
CHAIRMAN MECHAM: Thank yp Mr. Reeder.
Is there any objection to the admis®f Cross
Examination Exhibit 1? All rightve'll admit it.
Thank you.
(Whereupon Cross Examaragxhibit 1 was
received in evidence.)
CHAIRMAN MECHAM: Mr. Matieis?
MR. MATTHEIS: No quest®ryour Honor.
CHAIRMAN MECHAM: Mr. Dod®
CROSS EXAMINATION
BY MR. DODGE:
Q Good morning, Mr. Morris.

A Good morning Mr. Dodge.
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Q One brief question thayrave been
covered, and if so, | apologizehvah earlier
witness, but | want to make suraderstand from
your perspective. With prior witees an exhibit

was produced that showed in theht@ichood of $250

RENEE L. STACY, CSR, RPR
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million of transition costs. Excuse. Transaction
costs or acquisition type costs. yDo expect that
number to be the final number?

A It's still my current estate, yes, it

Q And do you expect therbeacany kind of
transaction-related costs other #mareflected in
those numbers in other categoriedlat

A No. Ithink that exhiltited to capture
all the transaction-related costw/loich | was
aware.

Q And in any event, whatever
transaction-related costs may obetfore a closing,
they will all be excluded for rateam purposes?

A Yes, | think Mr. Wright eered that very
well on Monday and Tuesday.

MR. DODGE: Okay. Tharduy No further
qguestions.
COMMISSIONER WHITE: Justfollow up a

little bit on what Mr. Reeder wakkitag about, do |
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understand, then, that becauseeoiviy you
amortize the goodwill that your coktapital may
go up?

THE WITNESS: We don'tibeé so. The

effect of the amortization of gooliva already

RENEE L. STACY, CSR, RPR
(801) 328-1188 896
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built into the market's expectataor it is totally
on ScottishPower's books, anywaye have ring
fenced specifically as such theyiit have
absolutely no effect on PacifiCoqust of capital.
COMMISSIONER WHITE: Orhatr costs?
THE WITNESS: Or other s
COMMISSIONER WHITE: Thatwhat | was
getting at. | have a question alibetstipulation
you've reached in Oregon. | dontiw if you can
help me with that or not. It's nmderstanding that
ScottishPower or PacifiCorp, assyntirat they
consummate the merger, have alsvexffmerger
guarantees -- guaranteed credgaaranteed merger
benefits to Oregon customers in hbuthe same
amounts as in Utah. Is that right?
THE WITNESS: That's cotre
COMMISSIONER WHITE: WHhadon't know is,
in later years, are those also iegon offset by
other savings as they are in Utah?

THE WITNESS: Almost eXgctWe've -- the
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only distinction we can see in Oregothat the 12
million that we've been referringntben we've been
talking to yourselves is broken danto two
elements. There's a $9 millionyssar element

which is the merger credit, but &€& separated

RENEE L. STACY, CSR, RPR
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$3 million per year which is the aahzation of the

$55 million which Mr. MacLaren wasdking about, and

in Oregon the 12 million is splitora nine and a
three, which we haven't split in kuta

COMMISSIONER WHITE: Nowhat's the -- |
don't quite understand the effedhef$3 million
amortized against the 55 millios.tHat to be sure

to capture the benefits?

THE WITNESS: Yes. Ifdrtvery, very
briefly run through the math of thahe 55 million
is made up of revenue and capital five years.

If you take the breakdown of thiagtts $30 million
of capital and $25 million operatapts. $25
million operating costs over fiveaygis $5 million
a year. If we take the depreciatirand return

on the capital, that would lead yoa revenue
which, system wide, would be in ¢ihéer of $11
million per year, and Oregon's sludrdat came to
around $3 million a year. That @oly wasn't easy

to do without a blackboard, butjdet me, the math



is still working.
COMMISSIONER WHITE: Okayhank you.
COMMISSIONER JONES: Iatth2 million a
year guaranteed for the four yearss it similar

to Utah's where the last two yeagsavoffset

RENEE L. STACY, CSR, RPR
(801) 328-1188 898



10

11

12

13

14

15

16

17

18

19

20

against savings?

THE WITNESS: Well, | wali$ay that even
in Utah 1 still believe the 12 malh is guaranteed,
because even though it's offsetatdepffsetable
by reductions in rates that are @a$s customers,
so customers will still get the 1Rlion. It just

won't be as transparent. If weddurced -- say,

for example, we've made cost savngsh have been
brought through in a rate proceedmbpwer prices

to customers, then it's offsetabléhe context

that the 12 million is offsetableraye savings,

but the 12 million is still there abenefit to the
customers.

The distinction in Oredahink you were
talking about is the 3 million isgganteed as a
separate line item on the bill, #mat was the only
distinction.

COMMISSIONER JONES: Butheut any offset
in Oregon?

THE WITNESS: Without anfysetable, so it
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only comes to 9 that's offsetalilae effect on
customers is exactly the same.

COMMISSIONER JONES: Oan thgetting back
to the amortization, | was a litlenfused on page

98. Why are we going back to 1997%Me

RENEE L. STACY, CSR, RPR
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amortization?

THE WITNESS: This wastjtsshow the
effect, because we don't have tnardis for 1999
and the year 2000.

COMMISSIONER JONES: Okdut it will
likely start, let's say, in 2000that's when it's
consummated?

THE WITNESS: That's catre

CHAIRMAN MECHAM: Mr. Tingy?

CROSS EXAMINATION
BY MR. TINGEY:

Q You just started talkirpat the merger
credit, and | believe | heard yoy et the only
difference with Oregon was as yat fliscussed, but
| think there is another one.

A There is, indeed.

Q Infact, Oregon starttheir credit
doesn't begin until a year afterabesummation of
the merger?

A Their credit starts a ykder in Oregon
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than it does here.

Q Ours starts within 30 daysonsummation?

A That's correct.

MR. TINGEY: Thanks.

CHAIRMAN MECHAM: Any rerkct?

RENEE L. STACY, CSR, RPR
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MR. VAN NOSTRAND: Justeguestion, Mr.
Chairman.
REDIRECT EXAMINATION
BY MR. VAN NOSTRAND:
Q Mr. Morris, | just wantealclarify how
these ring fencing provisions thatevdiscussed in
Cross Examination Exhibit 1 are mpayated in this
letter from Mr. Berry that you rafed to which is
Cross Examination 6. Do | underdteorrectly that
it is only the generation companigsch the
generation activities which wereuieed to be
separated into a separate company?
A Thatis correct.
Q And that's set forth inn@dion 6 of the
letter from Mr. Berry?
A Yes,itis.
MR. VAN NOSTRAND: No fintr questions.
CHAIRMAN MECHAM: Mr. Reed?
RECROSS EXAMINATION

BY MR. REEDER:
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Q Mr. Morris, in answer tgaestion from
Commissioner White, you suggestatl BacifiCorp
would raise capital. In the schgraposed with the
holding Company, it's true, is it,rer, that the

access to capital markets will bedlgh the holding

RENEE L. STACY, CSR, RPR
(801) 328-1188 901
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company? Itis they who will issleares and debt,

is it not?

A

capital

No. |think we've saidhtiwe will raise

wherever it's the best faciRCorp, and

certainly it's possible that Pacifi@ could raise

capital.

Q

Will you raise equity cgbiin

PacifiCorp?

A

Q

A

Q

No.
No common equity out o€if€orp?
That's not my intentiortlsis moment.

And all common equity vabme out of the

holding Company?

A

That's correct.

MR. REEDER: Thank youhave nothing

further.

CHAIRMAN MECHAM: Mr. Vahostrand, did you

have any re-redirect?

may.

MR. VAN NOSTRAND: One neoquestion, if |



RE-REDIRECT EXAMINAON
BY MR. VAN NOSTRAND:
Q We had an extensive disicusabout the
relationship between the conditionthe OFFER

consultation paper versus the cantitin the

RENEE L. STACY, CSR, RPR
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stipulation. Can you comment on lyow see the
relevance of those conditions inliteversus the
conditions over here?

A Yes, certainly. As | hopmade clear in
my opening comments on that, thesespecific
concerns to offer in the UK becaofkthe way the
market was opening up within the &hd the actions
of many of the PESs within the UKlaihwas
something that the electricity regat has been
trying to get the PESs to accepstone time. It
was an opportunity because of tlanghs in the
license that were required, anyw@aget these onto
ScottishPower's license.

Q So there wasn't anythiagipular about
the transaction between ScottishP@and PacifiCorp
which triggered the regulations?

A Nothing specifically.

MR. VAN NOSTRAND: Thanky. Nothing

further.

RE-RECROSS EXAMINATNO
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BY MR. REEDER:

Q These are, nonethelesgjitons to

protect the integrity of the powepglier to ensure

the lights stay on, aren't they?

A Correct.

RENEE L. STACY, CSR, RPR
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MR. REEDER: Thank you.

COMMISSIONER WHITE: Spéad of
conditions, | have just one moresfioe. Has the
Federal Energy Regulatory Commisgiathis country
put conditions on the merger, anthfs, | guess
I've forgotten where | could locttese.

THE WITNESS: Could | gsirhaps -- that's
something Mr. MacRitchie has beememovolved with
than myself, and it's best perhapsdirect that to
Mr. MacRitchie.

COMMISSIONER WHITE: Thank

CHAIRMAN MECHAM: Perhafpisat's a good
segue to Mr. MacRitchie.

MR. GINSBERG: Plus maybe Commission
should just be provided a copy efadnder, because
an order has been issued.

MR. BURNETT: We'd be hgpp provide a
copy to the Commission.

COMMISSIONER WHITE: | dothink we

already have that.
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CHAIRMAN MECHAM: | dontielieve we do.

MR. VAN NOSTRAND: We haaeopy ready to

be distributed now if you'd like.

CHAIRMAN MECHAM: Maybe wean just

distribute it over the lunch hour.

RENEE L. STACY, CSR, RPR
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MR. VAN NOSTRAND: Okay.

CHAIRMAN MECHAM: And theay it's going,
trying to finish off this witness, there anything
from the audience? Thank you, Morivé.

THE WITNESS: Thank you.

CHAIRMAN MECHAM: Guess o to Mr.
MacRitchie and then perhaps haveah presentation
after that. Is that how you contéat®it going?

Let's go off the record.

(Discussion off the recprd

CHAIRMAN MECHAM: Let's doack on the
record. We now have Mr. Kelly oe #tand who is
going to testify in advance of MrabRitchie so we
don't have to clear the room moastbnce before
lunch.

JACK KELLY
called as a witness and sworn, waseed and
testified as follows:
DIRECT EXAMINATION

BY MR. BURNETT:
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Q Good morning, Mr. Kelly.

A Good morning, Brian.

Q Would you please stateryalh name and

spell it?

A My name is Jack Kelly. Ias spelled

RENEE L. STACY, CSR, RPR
(801) 328-1188 905
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K-E-L-L-Y.
Q And by whom are you empldy
A I'm employed by Scottiskro.

Q Inwhat position?

A |l am the managing direa@b6cottishPower
Learning.

Q And did you prefile dirdestimony in

this docket?
A |do.

Q We'd note for the recdnd has been
designated as ScottishPower Nan6esve hopped
out of order here.

CHAIRMAN MECHAM: That'se.

(Discussion off the recprd

CHAIRMAN MECHAM: Let's doack on the
record.

Q (BY MR.BURNETT) Do yoave any changes
and corrections to your testimony?

A |do.

Q Would you tell us whatsbare?
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A They're just factual ditdéinat need to
be updated, actually. If you tusrpaige four of my
direct testimony, on line seven,ftgare 60 should
be 68. On line ten, the figure 8,800uld be

4,900. On line 12, the figure 1,200uld be 1,591.

RENEE L. STACY, CSR, RPR
(801) 328-1188 906
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Q Hang on just a secondt'sljast make
sure that we're on the same pagewigh the
lines. Apparently the line numbenight be a little
different with your copy.

A We've had this problemdref

Q The first correction yoadhs in the
sentence, "To date over 60 perce8tottishPower"?

A Yes. That figure shoukl &8.

Q Okay. Let's go to thetmorrection,
then.

A The next correction oreliten, which says
"Company Learning Programs, 3,9@txt figure
should, in fact, now be 4,900.

Q Okay. That's on line ¢ighthe one |
have.

A And on line 12 where iysa'To date,

1,200 Personal Development Plans baen crafted,"”
that figure should be 1,591. Onepsig of my
testimony on line 25 -- that's unidher general

heading of Education and Employmant the specific
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subheading is Unemployed Progranissays, "More
than 550 young people." That figsimeuld be 640.
And on page seven on line four fidpere of 40
programs should now read 50. Ferd@0 young

people, that figure should now b8,%nd just for

RENEE L. STACY, CSR, RPR
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completeness on line 12, againithaé¢ 3,900
should be 4,900. That completesthreections.

MR. BURNETT: At this timevould move for
the admission of ScottishPower 6.

CHAIRMAN MECHAM: Any ob@ion? We'll
admit it.

(Whereupon Exhibit SP &swsarked and
received.)

Q (BY MR.BURNETT) Do yoave a summary of
your testimony, Mr. Kelly?

A ldo.

Q Will you please providéat the
Commission?

A lwill. Good morning.bklieve that my
testimony supports our contentiat th managing
our business we take a balanced thetwecognizes
the legitimate needs of all of oiakeholders and
that these needs are identifieddmtidered through
our plans. In particular, my tesiimg also reflects

our values with regard to creatingpaitive working



21

22

23

24

25

environment within an organizatiow @ur commitment
to the communities that we serve.

Our approach to thesetarwther issues
has developed from our UK experiembere we have

developed strong, effective partnigrarrangements

RENEE L. STACY, CSR, RPR
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that are delivered both in the wdakp and the
community.

ScottishPower holds as @inés values a
firm commitment to development anaimtain the
respect and the trust of all the camities it
serves. We achieve this by buildpagnerships
with national, regional and locajjanizations in
the public and in the private sectbhese
initiatives support social and eaon

regeneration. The programs inckwgport for
education and employment initiatj\egarities and
caring organizations representingtlyppeople with
disabilities and the elderly and disadvantaged.
We also sponsor the performing agsyts and
recreation.

Through our business #otiy and

community support programs, Scoer group has a

significant effect on the UK econgragcounting for
over $9 billion of output in the @cony, both

directly and indirectly, and suppugtjust over
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153,000 jobs. Our employees alstrdmte,
participating in a wide range of coumity programs
that not only provide community bieisebut
opportunities for personal developtrfer those who

are involved.

RENEE L. STACY, CSR, RPR
(801) 328-1188 909
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Particularly, our own emyphent
initiatives for young people in tH& include
training courses of one to two yedwsation, which
include work experience, educatiod the completion
of a vocational qualification. Wave ten different
programs that are available for ¢h@sung people
who are paid a wage and are trddtecur own
employees while they're with us. debe, over 480
young people have benefited frons¢hgrograms, and
of those completing the programsual80 percent of
those young unemployed people havne @n to
full-time employment and further edtion.

In partnership with thdurdgary
organizations in the UK, we havedislped a number
of young people who can best berde=t as social
dropouts, a program that is desigoedise
self-confidence and self-esteemm@egare the young
people for work or further education

These programs are detidday our own

staff, and over the past two andlayears we have
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helped over 500 young people in pinegram.
Throughout our involvemenith the

government's New Deal Program, wisattesigned to

get the longer-term unemployed kackork, we have

offered over 300 places to datdéounemployed,

RENEE L. STACY, CSR, RPR
(801) 328-1188 910
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and only last month ScottishPoweeneed two of the
12 awards given to industry by tbgeynment for its
contribution in this area.

In schools, our SchooMitmrk program now
involves ten schools in Scotland englow being
introduced into the northwest of Emgl and North
Wales. To date, over 300 young peebpve benefited
from the program, which is desigteg@rovide young
people with the skills necessarydimployment.

We have also provided cotags for schools
under a number of different initva and are
allowed our Learn to Swim campaigidouthern Water
has taught more than a quartermiileon school
children to swim.

Moving on now to econordévelopment, our
involvement in economic developniga led us to
cooperate with public and privatetee
organizations and local economicetlgyment agencies
and projects that are aimed at reggimg the

social and economic infrastructurtooal areas.
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We are also involved, | think as MiacLaren
mentioned earlier, as major partiretbe design
and delivery of high-quality enesypply packages
that attract inward investment to cammunities.

This is an important factor in reghe traditional

RENEE L. STACY, CSR, RPR
(801) 328-1188 911
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industries with more modern entesgsi
ScottishPower serves tiesin the UK
that have a very large proportiomho@f income
families. Many of our competitonsthe liberalized
UK energy market have abandonedgitusp,
preferring to target the middle dngher income
households which are less costlylassl risky to
serve. We have not adopted thigpolOur
attitude to the problem of low ina®ustomers is a
positive one which takes a holisfppproach to their
problems and includes things likeieel on the
efficient use of energy, advice aatherization,
advice on budgeting and debt coumgeh welfare
and benefits check, and energypbdfiling to meet
the needs of the customer.

We have developed thisrapgh in the UK
in partnership with government agesiand others
who represent low income families.

We recognize that manyairea the U.S.,

as in the UK, rely on limited resoes to serve the



21

22

23

24

25

needs of the communities. Througlarnership
program similar to the one succdlyséieveloped in
the UK, ScottishPower will work wiiracifiCorp to
become an effective partner in th@munity. We

acknowledge that PacifiCorp is ativacand

RENEE L. STACY, CSR, RPR
(801) 328-1188 912
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interested contributor in the comitiaa that it

serves in Utah as well as in theepgtates. It is

our intention to continue to eard &uild upon the
trust of these communities and twease the
contributions that we make in thesarof employee
education, community learning, empvolunteerism
and the financial support of wortayses.

We're equally committedd&veloping and
maintaining a positive working emviment within our
organization. It is essential to lmng-term aims
that our employees clearly undecstaeir roles and
how their contributions impact oe thompany's
performance and on its plans. #$® important
that they have the knowledge andkilés required
to discharge their duties safelfgeafvely, and
productively, and our training faais will focus
on provision in these areas.

Our Open Learning Centetsje supporting
business training, will also provgortunities

for our employees that will assistheir
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self-development and skill enhana@mén due
course, this will ensure the longrtemployability
and the capacity to take advantédetore career
opportunities.

Our Open Landing Centérajning Centers

RENEE L. STACY, CSR, RPR
(801) 328-1188 913
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and the educational partnershipswieawill develop
with colleges and universities wilfer a
comprehensive range of productsshpport the
needs of the business and provig@pnities for
self-directed learning and persal®lelopment. It
Is our intention that, following theerger, all
PacifiCorp employees will have asdessimilar
opportunities for learning, trainiagd
development.

Specific proposals and gotments within
my testimony and reference to emgxayaining and
development, ScottishPower willagluce high
quality training facilities in Oreg@nd in Utah for
all PacifiCorp employees. The Compaill also
establish management developmergranas in
partnership with local colleges andversities.

We are confident thatitheestments we
make in training and in educatiomwof workforce
will improve the efficiency, effeetiness and

productivity of the employees aradi¢o future cost
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savings and benefits to customers.

On community initiative&gottishPower
will promote and support accessfébang learning
for both its employees and the l@oahmunity

through its Open Learning network.

RENEE L. STACY, CSR, RPR
(801) 328-1188 914



10

11

12

13

14

15

16

17

18

19

20

ScottishPower will als@keo introduce a
School-to-Work initiative to assystung people in
obtaining the necessary skills axyjkeence to
facilitate the transition from schomthe
workplace. ScottishPower also cotarna continue
PacifiCorp's existing programs ia #reas of the
arts and community development @&dontributions
through the foundation.

Regarding customer cattgatives,
ScottishPower will support Pacifi@srexisting

programs and will work with repretsgive groups to
introduce new pilots and programagsist low
income customers and special nesxgg.

Mr. Moir who will follow mto the stand
here will address the issues ofilevome families
and the initiatives that we havestakn the
stipulations that we have in thatetand that
concludes my summary.

MR. BURNETT: Mr. Kelly svailable for

Cross examination.
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CHAIRMAN MECHAM: Thank yo Mr. Reeder?
MR. REEDER: No questions.

CHAIRMAN MECHAM: Mr. Matieis?

MR. MATTHEIS: No questin

CHAIRMAN MECHAM: Mr. Dods®

RENEE L. STACY, CSR, RPR
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MR. DODGE: No questions.
CHAIRMAN MECHAM: You'readting off easy,
Mr. Kelly. Thank you.
THE WITNESS: Thank you.
MR. BURNETT: Thank youyMChairman.
CHAIRMAN MECHAM: Let's goff the record
just a minute.
(Discussion off the record
CHAIRMAN MECHAM: Okay. & let's go back
on the record. We now have Mr. Médie on the
stand, who has previously been s\vaodhremains
under oath.
DIRECT EXAMINATION
BY MR. VAN NOSTRAND:
Q Mr. MacRitchie, could ystate your name
and spell it for the record, please?
A My name is Andrew N. MatfRie.
MacRitchie is spelled capital M-A<€apital
R-I-T-C-H-I-E.

Q And by whom are you emplhyMr.
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MacRitchie?

A I'm employed by ScottiskRo.

Q And what is your currensjiion?

A My position is businesslamganizational

development manager.

RENEE L. STACY, CSR, RPR

(801) 328-1188
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Q And what are your respbitisies in
connection with this transaction?

A I'm currently overseeiing tregulatory
approval process in the U.S. ankbfahg the
hopeful completion of the transactibwill be
managing the transition process WelifiCorp and
ScottishPower.

Q And did you submit pretildirect
testimony in this proceeding whi@s lbeen premarked
as Exhibit ScottishPower 5?

A ldid.

Q That's accompanied by Bi$i5.1 through
5.57?

A That's correct.

Q And did you also submbuttal testimony
in this proceeding marked for idecdition as
Exhibit ScottishPower 5R?

A That's correct.

Q And that's accompaniedekkibit 5R.17?

A Yes.



Q Do you have any additionsorrections to
make to your testimony or exhibits?

A | have a correction to ma# my direct
testimony, page five, lines ten aad Strike the

word "higher" and replace by "avetagnd strike the

RENEE L. STACY, CSR, RPR
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words "than average," concludingdbetence after
"costs." That sentence now readsriclude from
exhibit SP AM-1 that PacifiCorp heagrage operating
costs."
Q And as corrected, if ledkou the
questions set forth in Exhibit SBrisl SP 5R, would
your answers be the same as sét tioetrein?
A They would be.
MR. VAN NOSTRAND: | movke admission of
ScottishPower 5 and 5R and the apeniying exhibits.
CHAIRMAN MECHAM: Any obgtions? All
right. We'll receive them.
(Whereupon Exhibits SB 3,- 5.5, 5R and
5R.1 were marked and received.)
Q (BY MR. VAN NOSTRAND) MMacRitchie, do
you have a brief summary of youtitesny?
A ldo. The proposed memfdPacifiCorp
and ScottishPower being reviewee heday is
essentially a simple transactiomesgnting a

transfer in ownership from one comypi@ the other.
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There have been many issues thrgnwovar the past
few days which essentially are "bhass as usual”
issues and seek to confuse theidaci€ven the
perceived risk raised by the manthefintervenors

and representatives of some of Ramip's

RENEE L. STACY, CSR, RPR
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industrial customers regarding angeain management
philosophy is no different from sition which
PacifiCorp will face in a stand-atégoosition as
they seek to appoint a new execughauld the
transaction not go forward.

The simplicity of the teaetion, coupled
with the numerous conditions devetbpith the DPU
and the CCS, ensures that custoarerprotected
from any risks. At the same tinere is a
significant package of benefits)uding, as has
been stated, the customer servipeawements and
guarantees, system performance wepnents,
environment and community commitreearid training,
greater Utah executive presencantiral stability
brought about as being part of gdagroup, and
the 48 million merger credit.

Together, we, the DPU, @S and others
have agreed that the standard hars figpassed.
However, a further element of valfenterest to

customers and obviously this Comiorsss the
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ability of ScottishPower to imprae efficiency
and overall performance of Pacificowe do not
believe the promise of the transifdan is
necessary to meet the standaicléarly the

icing on the cake.

RENEE L. STACY, CSR, RPR
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ScottishPower brings aystrong track
record from the UK in transforminijity businesses
which it owns and driving step chamgprovements in
costs, while substantially improvigstomer
service.

There is a concept knowithee "experience
curve" which, simply put, is: Ifyee done
something before, you can do it agaetter,
quicker and with more certainly. Wedone this
type of transformation in three besises three
times with ScottishPower, Manweb &odthern Water.

Our capabilities are vdgtet only in our
people, their skills and experientes also in
processes that have been develogadaamumber of
years, in systems which have beeasted and
implemented, and in an overall managnt style and
approach to running utility busiresss

So what leads us to belithat these
capabilities will be effective ind#eCorp? We've

used a high level yardstick compmarit assess both
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the relative position of PacifiCasrpbsts in the
U.S. and also the annual trend twepast few
years. This has led us to concthdePacifiCorp's
costs are average and, more imptytahat their

costs have been rising out of stitp iwdustry

RENEE L. STACY, CSR, RPR
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leaders.

Therefore, applicationoof approach to
utility transformation will arredtis cost spiral
and deliver efficiencies greaterncier, more
economically and with more certaithtgin PacifiCorp
stand alone, thereby mitigatingttiaelitional
outward pressure on prices.

We're aware of the inhédfiiculties in
using high level yardstick companisdo establish
absolute levels of savings, asnt@aly be
directional. Detailed transitiomphing will start
to quantify the potential opportynitVe've
committed in this stipulation, wargithrough with
the DPU and CCS, to share this itiansplan six
months after closure showing costssavings of a
myriad of independent initiativesight about by
ScottishPower combining with Paaiii@. We're also
committed to sharing subsequent gasito that
transition plan.

There shouldn't be a myste mystique
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surrounding this plan. It's badicallarge number
of business initiatives, each wittpat and a
saving over a three to five-yeaiquer Many will
relate to best practices from theasid elsewhere

and many to just smart managemetisioas.

RENEE L. STACY, CSR, RPR
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The last two years of therger credit
provide an incentive to the compangensure that
these efficiencies are deliveredyeand provide
enduring value to customers.

Ultimately what needs ®dwonsidered is
whether PacifiCorp on its own codé&liver more
benefit to customers than beingraed with an
experienced UK utility, such as $isbPower. We
clearly believe the partnership \Ww#l extremely
valuable to all PacifiCorp's custosnelhat's the
end of my summary.

MR. VAN NOSTRAND: Thanky. Mr.
Chairman, Mr. MacRitchie is avaiabbr cross
examination.

CHAIRMAN MECHAM: Okay. hnk you. Mr.
Dodge?

MR. DODGE: Thank you.

CROSS EXAMINATION
BY MR. DODGE:

Q Almost good afternoon, MiacRitchie.
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How are you?

A Very well.

Q The high level benchmagkiinat you

referenced in your testimony -- lidee it's a

comparison used for that purpose attached to

RENEE L. STACY, CSR, RPR
(801) 328-1188 922
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your direct testimony; is that right

A ltis.

Q Exhibit AM-1 suggests tHa PacifiCorp
per customer nonproduction costli®6 was about
$300. Is that correct?

A 300.13.

Q Do you know what that nanis as of
either 1997 or '98 or '99?

A | believe that was prowddss part of a
discovery request. I'll try to fititht for you.

The 300.1, which was a '96 figuoserby some 13
percent in 1997 to 340.3, and byrther 4 percent
to 352 million in 1998. It's an oakrise of some
17 percent between '96 and '98 éguvhich equates
to some 73 million.

Q Thank you. And the stagedl is to bring
PacifiCorp within the top ten perfong utilities in
the U.S. on measured by nonprodaatasts per
customer?

A ScottishPower has a statezhtion of
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bringing PacifiCorp to the top termany areas of
its business. Part of that is wklat the costs

of PacifiCorp and attempt to moveiff@orp into top
ten position in terms of its cogtagéncy.

Q And that includes in narghsction costs?

RENEE L. STACY, CSR, RPR
(801) 328-1188 923
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A It does.

Q And your chart shows thaf 1996, to be
in the top ten performing utilitiesthe country,
those costs would have to be redteegproximately
$205 per customer; is that right?

A 210.

Q Okay. Thank you. Approziely $210. Do
you know what the comparable numbééor 1998 for
the top ten?

A We don't know specificdigcause we
haven't been able to get the fulgeaof all the
utilities in the U.S. for that, bué have looked at
the top ten as they were in 1996\aede seen that
they have improved their efficietgysome 2 percent
in nominal terms over that periagwdhere we can't
absolutely say that these top tersall the top
ten, they certainly have -- theytaiaty serve the
best line of what the top ten wél b

Q Inthe transition plantthguess we've

mystified or whatever, can this Cassion expect to
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see a plan that will reduce Paciffzocost from
roughly $352 to roughly $210 pertonser?

A We would certainly hopattlt is a
significant -- the transition plarlie a

significant impact on PacifiCorpstbase over

RENEE L. STACY, CSR, RPR
(801) 328-1188 924
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what we found in the UK. Experiesegs that the

improvement or the ability to impeolbusinesses

requires a number of different atpésrat it, and

the first attempt will be our traien plan. |

would hope that that transition phat

substantially move us towards tlatl gbut probably

after a two-year period or two aetyear period

we would want to repeat a similagreise, maybe

more focused on particular aredsittiher take that

business, so it's not a one offvagtthat would

not be further taken forward, steirms of whether

that first transition plan will eqado the level

that we bring it to top ten positibmvould

certainly hope so, but if it doesthiere will be

other opportunities during the fixear period that

we've set ourselves to actuallyleista further

plans that would take the businegshkat position.
Q If you were able to meetitygoal of

bringing it within the top ten, ttenge of savings

could be estimated by taking, whaughly 1.4
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million customers of PacifiCorp tisnthe roughly

$140 that you hope to reduce thostse

A That's right.

MR. DODGE: Thank you. Nother

guestions.

RENEE L. STACY, CSR, RPR

(801) 328-1188
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CHAIRMAN MECHAM: Mr. Mattieis?
MR. MATTHEIS: No quest®ryour Honor.
Thank you.
CHAIRMAN MECHAM: Mr. Reed?
CROSS EXAMINATION
BY MR. REEDER:
Q Good morning.
A Good morning.
(Discussion off the recfrd
Q Let's speak for a momeritvo, if we
might, about your transmission plan.
(Discussion off the recprd
Q Let's speak of transitpdans for a
moment if we might, Mr. MacRitchikelave you been
involved in the transition plansgaeed by
ScottishPower in connection with Mab and Southern
Water?
A My role was as project rager for the
Manweb transition as part of a tedrsome 12 people

who were moved into Manweb on thal dbe closure
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of the transaction, and undertotdaasition
planning process. My responsibivgs project
managing that overall plan. In temwhthe Southern
Water plan, | didn't have a diregponsibility

within that plan, but subsequerthtt | did get

RENEE L. STACY, CSR, RPR
(801) 328-1188 926
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involved in implementation of sonfelee initiatives
within that.

Q And it was your experietased on the
development of those plans thataula take about
six months to do the plans?

A It will take six months tome up with a
plan which gives sufficient detaillde something
that we would want to put forward iiaformation to
regulatory commissions. There willthink, as

part of the discovery request, wkplit forward a
timetable which showed essentially three-month
periods. Our first three-month pdrwill be a real
focus on getting a high level vielwnat might be
available. The three-month periaitbfving on from
that really getting more substaneieid and
confirming the high level numbersl gitting in

place implementation plans as to h@wvould deliver
the savings that are identified.

Q How long did it take to tthe transition

plan at Manweb?



A We came out with the higkel plan, which
was the -- which was communicatetthéocity about
three months after the closure, mddbdecember. The
closure was about the beginning @b@er.

Q So you could do a plan ymal have done a

RENEE L. STACY, CSR, RPR
(801) 328-1188 927
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plan in three months?

A The transition plan itselfvhat we came
out with was a view of the highestdl numbers. |
should say that we probably pushedeaives -- |
speak personally on this point bitao the limit
in terms of trying to achieve thésee scales, and
we wanted to come out with a plaghhevel,
particularly for staff ahead of Gitimnas, and we
wanted to ensure that we got sonteefincertainty
of the weaker staff ahead of Chrastreo that kind
of dictated when we undertook thenping process,

but | should say it was not from pfe®ple involved
in the process. It was a very guaiftkir and it
would not be something that we woméaht to do
again. Certainly not me.

Q Does that suggest a Seme®0 approval
for this merger?

A I'm sorry? What was theestion?

CHAIRMAN MECHAM: He's twa&ing you.

MR. BURNETT: We'll takewhen we can get



21

22

23

24

25

Q (BY MR. REEDER) The Mariwakeover was a

hostile takeover, was it not?

A The takeover process was,

Q So the ability to stattansition plan

RENEE L. STACY, CSR, RPR

(801) 328-1188
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really was impaired until you coglain access to
the books and records in the company

A Yes.

Q Itisn't quite so impainedh PacifiCorp,

IS it?

A Not quite so, but it stglimpaired.

Q You do have fairly decantess to the
personnel and books and recordsoffieorp, do you
not?

A We have a certain degrfegcoess. That
access is restricted by the mergereament which
was negotiated with PacifiCorp. Timerger agreement
has a restriction on the accessmdiadential
information and a restriction on thevhat's called
the interference with operations] athink you had
Mr. O'Brien testifying yesterdaythe fact that he
has a very clear requirement to enthat the
transaction does not interfere witigoing
operations, and that was very musigiaificant

consideration for PacifiCorp whegatgating the
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merger agreement since a transastioh as this,
which is a first in the U.S., andwracifiCorp,
which is six different states, whsays a
transaction with a significant degoé uncertainty

about the closure.

RENEE L. STACY, CSR, RPR
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So in terms of that, thais the reason
that these particular clauses wgreed with
PacifiCorp to ensure that they cagétion and run
their business and would not be inggbby the flaw
of the transaction. That's the legason why we
can't do a transition plan befoxsare. | should
say, though, that in terms of oysrapch to
transition planning, and | think béflatthew Wright
and Alan Richardson have testif@this fact, that
transition planning is a hugelyuisive process in
the organization. It requires altdbcus over a
short period of time by particulamianagement in
the development of the plans. dir¢ghis any
uncertainty as to whether the titorsiplan would

ever have to be enacted within mamemnt, that

undoubtedly minimizes the opportyaind the degree

of certainty that we would come with a
significant transition plan. It wrdhines the
reliability of the conclusions. V&l to get sign

on from managers who may not be fslipportive or
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fully convinced that the merger walke place, and
throughout it will be full of comprose and, as
such, it would be, to a certain ekta waste of
time and we would need to repeatttezcise, so

there are reasons why to ensurehbeatransition

RENEE L. STACY, CSR, RPR
(801) 328-1188 930
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plan is significant and will delivarsignificant

value. There are reasons why weldvavant to delay
that till after the merger. Howeubiere are also
legal constraints on our abilitydim so before the
merger conclusion.

What we have done, thougjhfrom a desk
top exercise, we have looked at dppdties to
remove duplication in the corporatévities, and
we assessed -- and it really wassk tbp exercise,
looking at what was the cost of slareholder
services department, what was tisé @o

PacifiCorp's shareholder servicgmadenent, what
was the cost of the consolidatedacting activity

in ScottishPower and also in Paafff; and by going
down a list of -- | think it was arad ten -- ten or

12 different areas, which were dieapportunities

to remove duplication, we identiftg@ million of
savings across that with probablynarease of
about 5 million in costs to bring thctivities

together, so where we have beentalde a desk top
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exercise, we did so.

The real difference irsthiansaction
from others is the value of the $faan plan will
not be about consolidating genenabio

consolidating operations. It's lgeabout driving
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efficiency and best practice inte Husiness, and
that is a much more involved andidift process
and is not something you can doddsk top, and
that's the reason why we have biesn f

Our previous offering iarariginal
testimony was a guaranteed minimewellof savings.
While that has been replaced bytieeger credit,
that level of savings is still thedewill be
delivered, so the 10 million systerde will
certainly be there. We obviously loking for the
transition plan to deliver signifitly more.

Q Can you call to my attentthe paragraph
of the agreement that constraing gouess?

A It may take me some timdind that, but
I'll attempt --

Q Maybe your counsel carilad while we
proceed. You suggested that youpnadded a time
line that shows the time line foveleping a
transition plan. What's the fitetm on that time

line? What's the first activity yondertake in
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transition planning?

A

| see you have the exhiletore you.

Could | --

it?

Q

If it says benchmarkingubhd you accept
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A Yes, | would.

Q And benchmarking is layggbne external,
IS it not?

A It's done between the camps. Clearly a
value from this transaction will the ability to
look at ScottishPower's practice$ @@mpare them
with PacifiCorp and see where ttaeebetter
practices employed within ScottiswEothat could be
transferred to the betterment ofifi@arp, so the
benchmark in between ScottishPowdrRacifiCorp
will be an area that we will und&gabut, where
possible, we will look to try to lmark
PacifiCorp's operations externalithvnot just
other utility companies but othemganies which
undertake similar activities, susHaoking at the
coal center, and there are manynesses who employ
coal center activities, and theeecearly leaders
in that field and we would intendnpto undertake
benchmarking within that.

| should just say, if h¢gust to
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qualify, and I think certainly refiexg to the case

in PacifiCorp and our discussionthwAacifiCorp,
there has been a misunderstandimdnat we mean by
benchmarking. Benchmarking is romiwd getting the

management accounts of one compashg@amparing it
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with the management accounts ofteratompany. Our
approach to benchmarking is abotttrgeunderneath
the numbers, understanding whapthetices are,
processes, the systems that areogeygbkhat really
deliver the performance improvemant] so
benchmarking -- and I led benchmaglgoing back
with U.S. companies, actually, goagk to 1994 and
we've visited maybe ten or so Ud@npanies over a
five-year period and done detaildbenarking, and

it's like a week with that compaeglty getting
underneath the numbers and undelisigivhat they
do, because sometimes the numbe’srtecessarily
give you an accurate understandooyiawhere best
practices are, and without undedsitapreally the
practices, you can't then decide flowcan transfer
them to the new company, to your @empany, so
benchmarking is -- and that's whypwedown
benchmarking in my testimony as mpgetence of the
company. It's what is an areawWehave developed

over a period of time that reallyivis value.
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It's not just about setting tardeised on a
comparison of published numberseatly is about
getting under the skin of the conypand
understanding how processes areempahd

implemented, staff culture, trainagivities that
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support best practices and so on.
So, just to be clear, enarking is more
involved than just looking at a sehumbers.

Q Benchmarking involves éwaluation of
third parties, does it not?

A Yes, it does.

Q Have you begun the procdéss/aluating
third parties?

A What we started in a liegitway is, on a
fairly high level, getting managermgam PacifiCorp
to visit ScottishPower for a couptalays, three or
four different areas of the businessl vice
versa. We've had some ScottishPpe@ple over.
We've had to moderate that activitgjnly, as I've
said before about our agreement RatifiCorp, that
we would not disturb or interven¢hatheir
operations, so we've had to takselogportunities,
and some of the opportunities aremwstaff have
actually been on holiday in the UKlave've used

opportunities to get them up to et to see some



of the activities undertaken there.
Q The first two months te sionths,
there's, nonetheless, benchmarkirggthere not?
A Yes, but a detailed benahdmng.

Q And that's an activitytthauld begin
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now?
A No.

Q The external benchmarkdaoot be
developed now? That's your testiyf?on

A The benchmarking whichreealking about,
and | might have gone into more ilétan | need
to, but the benchmarking which been talking
about is intrusive, it's time consogn it will
affect operations to a degree thhtdistract
management, and we would not interab that
until -- in fact, we'll be limited doing that
until the transaction is complete.

Q Ifit's so intrusive, whlyouldn't | worry
about you doing it when you getamtrol of the
Company, if it will interfere withe day to day
operation of the Company?

A ldon't follow the questio

Q TI'll withdraw it. Let'arn to Cross
Examination Exhibit No. 4, and dtrgour attention

to page 122. Do you have a cophatf document?
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[ will in a minute.

Thank you.

What page was it again?
Page 122.

Yes.

RENEE L. STACY, CSR, RPR
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Q It'strue, is it not, ghmat there is a
special share held by the governrmoéBtcotland in
ScottishPower?

A That is correct.

Q It'strue, is it not, thlat holding is
described on this page 1227

A In the top paragraph, yeah

Q Inthe second paragraays, "If the
holding company structure is adoptied special
share in ScottishPower will be cdedeand replaced
by an equivalent share." Has tlcaticed?

A The establishment of teéding company
actually was only completed in tlastp- | think it
was only the past week, and | divadlit. Whether
that actual transaction has takeaoell wouldn't
be sure, but we could confirm wituat the break
if you wanted.

Q Isn'tit true the holdicgmpany was
formed on the 19th of February, 7999

A No.



Q If your listing particulsays to the
contrary, your listing particulasswrong?

A You'd have to refer mehe point of the
listing particulars.

Q We'll have to find it. Netheless, have
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you negotiated new conditions ongpecial share?
A 1 don't have that infornoat

Q Who in the Company woulebWw whether or
not you've negotiated new conditionghe special
share?

A 1 guess it would be ourgarate counsel.
| would probably be guessing, but pretty sure it
was no different conditions assadawith that, but
we could check that up and get lagjou.

Q When and how would youparge to present
those conditions on the specialshathis
Commission to assure that the spshbare by the
Scottish Government doesn't interfeith their
administration and the future ost@ompany?

A We can provide them witttie space of an
hour.

Q By -- after the lunch hgou can provide
us with a description of those ctinds?

A | would have thought sesy I'm assuming

that we still have people at workha UK there.
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Q Directing your attenti@angage 116 of the
proxy, 116 describes the conditiomgosed as a

result of this special share onshalders, does it

not?

A

| couldn't say.
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Q Directing your attentianthe second full
paragraph on the page, please tefdat for a
moment, if you would, please, aridne whether or
not that's limitations imposed oargfolders as a
result of the existence of the aurspecial share.
We don't know what the conditionghe new special
share might be.

A ldon't see that in thew®d paragraph.

Q Is there not a limitatioihl5 percent of
the Company by single shareholdat tite special
share imposes?

A Yes. That's in the thparagraph.

Q And if we direct ourselteghe bottom --
or second to the last paragrapgays if one
acquires more than 15 percent, segze and sell
the shares in excess of the 15 perdeesn't it?

A |can't see the word "séiz

Q They do take the processe word
"seizure" may be offensive to yout, they do,

nonetheless, take and sell the shdomn't they?



A I'm struggling to see thieole relevance
of this, but I think you could -€tparagraph
speaks for itself. I'm not goingpraphrase it
for you.

Q Okay. It's true that grevisions of
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this paragraph that | will refera® seizure and
sale rights create a substantiaidyatio this
Company ever becoming a -- or jagnvith another
enterprise in the U.S., don't they?

MR. VAN NOSTRAND: Obijeati. Calls for a
legal conclusion.

MR. REEDER: | think iie8 economic
barrier, not a legal barrier.

MR. VAN NOSTRAND: You $¢dl it as a legal
barrier.

Q (BY MR. REEDER) Isn'titie that, as a
matter of fact, the ability of a qoamy to acquire
more than 15 percent is economigallyaired by the
ability of the Scottish Governmemseize and sell
the shares in excess of 15 percent?

MR. VAN NOSTRAND: Obijeati. Still
requires a legal conclusion.

MR. REEDER: | asked its&sseconomic
fact.

MR. VAN NOSTRAND: It dtilequires a
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legal conclusion.

MR. BURNETT: Just becayse say it's an

economic fact doesn't change it flimg a legal

conclusion.

MR. REEDER: My friendstiaé bar would
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have all things made legal, andntie we're one

of the nation's largest unions agally prefer the
monopoly that we have, but let miensit that not all
guestions, simply because they eaartswered by a
lawyer, are legal questions. Thay also be
answered by laymen, many times roorapetently. |

submit this is one of those.

CHAIRMAN MECHAM: In manwystances | would

agree with you. I'm not sure ti®ne of them. |
mean, he might have an opinion alipbtit it does
seem to require --

MR. REEDER: Let's ask whe knows.

MR. BURNETT: Perhaps thithess can
describe what the special sharerighie benefit of
the Commission, if he knows.

THE WITNESS: The spesiadre is what's
sometimes referred to as the gostheme which was
retained -- a single share, nongptmas retained
by the British Government on thevgtization of the

electricity companies back in 199Q, That share
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has been withdrawn in many of theganies and
there's a few companies that has l&fewith -- it
has not impaired any takeover ocuision of
takeover over in the past. It hassbecome an

issue, and | don't -- from my pecspe, which is
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limited in these areas, | don't pere that there
Is any issue. We certainly havenbesry aware of
ScottishPower's position, and at @wint
ScottishPower could become the stilgemerger
discussions or takeover or whateaed, certainly
this golden share has never beereony that we
felt we could hide behind, so inttrespect | don't
think we personally see it as aibato any such
transactions, so that's my persoieay.

Q (BY MR. REEDER) Are yaaniiliar with the
surrebuttal testimony of Mr. Richsod?

A Yes.

Q Would you refer to histiie®ny with
respect to the effect of the spesinare?

A Did you say the surrebl@tta

Q Yes, sir. The last testimfiled by Mr.
Richardson. Would you refer to tip¢ase? The
last testimony, whatever it's norteda

MR. BURNETT: It's Mr. Riardson's

supplemental testimony, filed Afdrith.
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Q (BY MR. REEDER) Mr. Ricklaon suggests,

does he not, sir, that the shareachias the

prevention of an improvident takeGve

MR. BURNETT: | objecttize

characterization of that questidtts only one
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paragraph long. Why don't we read i

CHAIRMAN MECHAM: Go aheaiflyou want to
read it.

MR. BURNETT: Go ahead.

CHAIRMAN MECHAM: Just gthead and read
it if you can.

MR. REEDER: Give him tkeys to the
car --

MR. BURNETT: You knowgbject to this
characterization of the keys todae

CHAIRMAN MECHAM: Mr. Bustt, | promise
you it won't have an impact.

MR. BURNETT: Can you prieemme it will
have a negative impact?

CHAIRMAN MECHAM: | carffromise you that,
either.

MR. BURNETT: Just give that, would you?

MR. REEDER: Have a sepfseumor, Brian.

MR. BURNETT: You knownl'starting to

lose it. You know, | had it kind ldde Monday,



Tuesday, Wednesday a little bit, iputast my wife
told me, your sense of humor is gone

MR. REEDER: | agree whikr.

THE WITNESS: Okay. Theegtion is what

is the preference share or spehglesreferred to
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in the issues list of the large oosr group in the
UIEC. Ithink they're the only ortbat have raised
this as an issue. | presume thereete is to the
special share which was retainethbyUK Government
when ScottishPower was privatized.

This special share hasminal value of
one pound and prevents a persorrsops acting in
concert from owning or controllingpre than 15
percent of the voting rights of SisbtPower without
the UK Government's consent. Tlaetral effect of
the special share is to require gawent approval
before control of ScottishPower rbaytransferred,
much like the regulatory statutememny of the
states which require utility comnossapproval
before control of a regulated wtipasses to
another.

It comes into play onlaifransfer of

ownership of ScottishPower is ineahand does not
in any way impose any restrictiongdlre actions

which ScottishPower may take witspet to its own
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businesses or PacifiCorp.

MR. REEDER: Thank you,.MfacRitchie.

CHAIRMAN MECHAM: Let's goff the record

just a minute.

(Discussion off the recprd
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CHAIRMAN MECHAM: Let's ooe back at 2:00.

(Recess, 12:28 p.m.)
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