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udust 6, 1999

1109 am.

PROCEEDINSG
CHAIRMAN MECHAM: Okay. é&d morning.
Let's go back on the record in dase.

This is the day that wedesignated as
public witness day, and we welcohuse who are here
who will testify in just a moment whave been
participating at this point and wdre not parties.
It's an important time for the Corasmon so that we
get an idea of what those who ateadicipating
do think about cases before us.tiW do this in
all important cases before us.

Commissioner Jones isheoe. He's not
feeling well. He is going to trydet here this
morning, but it wasn't clear whenamuld be able to
be here.

For those of you who waltify, under

our rules, public witnesses do ratento be sworn
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in as experts appearing before ushdaever, if you
would like to be sworn in, you can and if you
are, the Commission can base firglofdact in our
order on things that you say, othssvit will be

used strictly for information purpss

RENEE L. STACY, CSR, RPR
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Following the statemengghise who will
testify orally, | will refer to sometters and
memoranda that the Commission reckaither by
E-mail or in writing through the tégr mail, and
you can find those things to whithréfer on our
docket or in the record in this casdile.
Okay. If there's nothimgther that we
need to address informally, let'syennow to Mr.
Thomas Breitling.
MR. BREITLING: Where dadme?
CHAIRMAN MECHAM: Right e, the witness
chair. Mr. Tingey, who is the lawyer the
Committee of Consumer Services, stdlt each of
the witnesses by asking your nathmeptganization
or people you represent and youresidand that
sort of thing. Now, Mr. Breitlingjould you like to
give sworn testimony?
MR. BREITLING: Yes, thabuld be fine.
CHAIRMAN MECHAM: Could yostand and raise

your right arm to the square andlwe/ear you in.
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MR. BREITLING: Do what?

CHAIRMAN MECHAM: Raise yoright arm to

the square.

I

I

RENEE L. STACY, CSR, RPR
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THOMAS O. BREITLING
called as a witness and sworn, waswned and
testified as follows:
CHAIRMAN MECHAM: Thank yo Mr. Tingey.
DIRECT EXAMINATION
BY MR. TINGEY:
Q Please state your namesaedl it for the
court reporter.
A Do | make my statemenstf?r
CHAIRMAN MECHAM: No. Gahead and just
respond to his --
Q (BY MR. TINGEY) Would yqlease state
your name and spell it for the caaporter.
A First name is Thomas, TOHM-A-S, middle
initial is O., last name is Breitin
B-R-E-I-T-L-I-N-G.
Q Would you give us an addreither at
home or business. Your choice.
A Just home. 4794 Southd2Bast.

Q Thank you.
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A Holladay, H-O-L-L-A-D-A-Yg4117.

Q Are you here represenéingone other than

yourself?

A Not today.

Q Please say what you caene to say.

RENEE L. STACY, CSR, RPR
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A Okay. Comments regarcangmalies noted

in SEC Form 10-K-A from PacifiCogage 54,
statements of consolidated incormenaes, 1998
increased from 1997 by 1 billionr&illion dollars.
Expenses. Purchased power in 19@@ased from
1997 by 1 billion 2 million dollardnterest
expense and other TEG costs andmjtiss in 1997
and 1998 combined add to 179 miltloars. Right
now, the investments in energy dgwelent companies
cost 79.5 million dollars.

Loss from discontinued rgpiens in 1998
was 146 million 700 thousand dollakget income for
1998 declined from 1997 by a tofed@0 million 800
thousand dollars.

My questions: What comparor company
sold the power to PacifiCorp atiagso high that
the increase in revenues did noectw increased
cost of purchased power? Why waggp@urchased at
such a high price? Did any directdficer or

executive of PacifiCorp have angiast whatsoever
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in any company from which power waschased? Was
the purchase price of the power @aflg high so

that the providing company would maksecure profit
while PacifiCorp lost on the puraifaswWas there an

advantage for any entity in havirgiRCorp shares

RENEE L. STACY, CSR, RPR
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decline in price? For example, 8sbPower.

Is there any conflict nferest among
controlling members of PacifiCorpigthhas not been
revealed in the required documerissthe sale of
PacifiCorp to ScottishPower a degpen move by
PacifiCorp directors and executiwé® seem unable
to profitably run a regulated elecgower
company?

As a customer of Pacifi@drrequest that

Utah Public Service Commission watlshapproval of
the merger of PacifiCorp with Scshtfower.
Directors, officers and executive®acifiCorp have
consistently made decisions whict tooney. They
have laid off productive workers aadarded
directors and executives for whatrithbly can be
called incompetence.

Under their direction metome for 1998,
as | stated, declined by 700 milldmtiars. In
their game of monopoly, they nevar oardwalk or

even Park Place, but they did wedhtselves.
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If, in the years of PaCiirp's existence,
the directors could not make cordsgtisions, there
IS no reason to believe their deciso merge with
ScottishPower is any better thandrtieir other

decisions.

RENEE L. STACY, CSR, RPR
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The present decision betbe Public
Service Commission is critical. &fthe merger is
approved and effected, this statengver again
have the power which it now hasegulate this
effective monopoly. | request ttikee Commission
deny approval of the merger. Eveugh probably it
will be approved, | wanted to conosvd and let you
know how | felt about it.

CHAIRMAN MECHAM: Okay. & there any
guestions for Mr. Breitling?

MR. HUNTER: No questions.

CHAIRMAN MECHAM: Okay. hank you, Mr.
Breitling for coming.

THE WITNESS: You're walce.

CHAIRMAN MECHAM: Let's guff the record
just a moment.

(Discussion off the recprd

CHAIRMAN MECHAM: Okay. dt's go back on
the record. The second person etighis Julius

Hoggard.
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MR. HOGGARD: Yes.

CHAIRMAN MECHAM: Would yolike to come

forward, Mr. Hoggard?

| neglected to mentiomhat outset that

if you do give sworn testimony, taeyers in the

RENEE L. STACY, CSR, RPR
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room representing parties can askqgueestions, but
as you saw, they're very gentle.
Would you like to give ssmdestimony?
MR. HOGGARD: Yes.
CHAIRMAN MECHAM: Would yostand, please?
JULIUS HOGGARD
called as a witness and sworn, wasned and
testified as follows:
CHAIRMAN MECHAM: Thank yo Mr. Tingey.
DIRECT EXAMINATION
BY MR. TINGEY:
Q Would you please state spall your name
for the court reporter. Pleaseesyatur name and
spell it.
A Again?
Q Yes. Please state yoarenand spell it
for the court reporter.
A Julius M. Hoggard, H-O-GAGR-D.
Q And your address?

A 2550 Elizabeth Street, MpSalt Lake.
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Q Thank you. And are yowehepresenting

anyone today?

A I'm representing only myse

Q Thank you. Would you gleg@roceed with

what you came to say?

RENEE L. STACY, CSR, RPR
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A To begin with, | have ratsstics. |

have only the impressions that hdprivith me as a
result of 35 years of working foettdtah Power &
Light Company. I'm prejudiced, #lemo question
about it, towards Utah Power & Ligémd perhaps
more deeply toward the customethefUtah Power &
Light system in Utah.

Now, as the previous wsmibas borne out,
the combination of Utah Power & Liigimd PacifiCorp
was a disaster. The expenses qidher company
have been lowered by reduction ms@enel, by
reduction in workforces, by lackreinvestment into
the system.

Now, perhaps | best gioa w little of my

background with the power company ieny background

generally so that perhaps theseasgions will have
a little more weight. | had twodhiés in the navy,
one during the war, one during Korbathe
meantime, | went through the Uniitgrsf Utah and

had a bachelor's degree in eletteicgineering. |
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later on got a Master of Businessuistration at
the University of Utah.

| worked for Utah PowelL&ht 35 years.
All but a few months of that wassirpervision. |

was assistant superintendent anersupndent of

RENEE L. STACY, CSR, RPR
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the southern division, assistanesupendent and
superintendent of the Salt Lake §om, and | was
assistant to the vice-president@rmmercial
manager, Jim Taylor, for some years.

As such, | had a lot towdth the
budgeting, particularly at the tilngas in the
general office, with the budgetimgldhe various
expenses. As a superintendentithgion
superintendent has the -- in theoofghnization --
I'm sorry it's not here any longelout in the old
organization of Utah Power & Lightr@pany the
superintendent had responsibilitytie
distribution plant, that is, thetdlsution system,
the underground systems, the substtthe
subtransmission systems that agtsalive the
customer. If the power went ofSalt Lake Valley
or any part of Salt Lake Valley vehilwas
superintendent here, which most ptareer was
spent here in Salt Lake Valley, aswny

responsibility.
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That included the budggtih the monies
back into the system in order togkee@ viable

operating kind of a system and tepkep with the

loads that were coming on.

Now, in recent years, deeelopment in

RENEE L. STACY, CSR, RPR
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the valley has been horrendous, regnid. | have
the strongest feeling that therentidoeen
corresponding reinvestment of cusiodollars into
the system. No corporation createsey, with the
possible exception of PacifiCorp.

Money into a power systesmes from the
customers of the power company bytis their
system. Stockholders put the manggf course,
but then they are paid for their aktheir money

through dividends. Up until recgears through
dividends.

Now, | must be frank wytbu. |1 own no
Utah Power & Light stock. | own RacifiCorp
stock. As the pattern began tolearcl sold
everything | had at a loss. | dity back in a few
years ago in order to get their ahstatements,
but after a while | sold that, tabanother loss.

The annual statements of PacifiCaye been

masterpieces. My MBA degree --d Bart of a minor

in accounting, but | could not felldheir reports.
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Now, as I've said, | ththie power
company has been bled down, antidugethat's a
good term. Many of their employeanost of the
old hands have been offered retiremand are

gone. Revenue has increased, dsdeaspointed

RENEE L. STACY, CSR, RPR
(801) 328-1188 1111



10

11

12

13

14

15

16

17

18

19

20

out. There have been no major edipares. Think
about it. In the last 12 yearsre¢heave been no
power plants built by Utah Power glt. There have
been no major transmission linesesthe Richfield
to Nevada line was completed, asdhibse two
items that really cost real dollershe power
company -- or to the customers efibwer company.
Transmission and production arehib@vy expenses.
Now, | have grave conceith a strong
feeling that the system needs dall&ow, | can
only see one major project thatenbeompleted in
recent years. Gatsby plant has btated up, let
down, started up, shut down. Fynatiw there is a
new substation immediately east afs@y. It's a
bulk substation and I'm sure it Weege strictly to
stabilize the loads here in Saltd.ak
| have no knowledge abdw much
redundancy remains in the systemoul time,
downtown Salt Lake, this area, hadrapletely

redundant power supply. It was retaunt in
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substations and individual transfersn It was
redundant in cables able to delivarother words,
it was only on an emergency pretebasis. If a
cable failed in a vault, an automatvitch would

switch to another cable. In oraebe fully

RENEE L. STACY, CSR, RPR
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redundant, that second cable hddutalle its own
load, plus the load that comes dnt redundant
system.

There has been some worledn the
underground, but | doubt that g#dundant to the
degree that it was. In my time,dictreduce the
redundancy from substation redungamdargest
transformer redundancy. That mehaswe could
lose the largest transformer ingy&em serving
downtown Salt Lake and still get by.

Nowadays, | don't know wegists. I'm
sorry that | haven't specifics, that would
involve going back and talking t@pke within the
organization now and | did not wantlo that. This
is not the organization | grew uphsand there is
some feeling that we don't talk riiegdy about
what's going on, and | think perhfgpggood
reason.

Now, then, my basic quasis this: What

possible advantage can there bieetaustomers of
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Utah Power & Light Company, in Utadrticularly,
from adding another echelon of ekgeunanagement
on top of PacifiCorp? Worse thaat tla foreign
executive management. Now, theve fi@en

statements to the effect that threygaeat

RENEE L. STACY, CSR, RPR
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managers; every organization theyehaken over has
prospered and so forth. I'm noteysure that
there are statistics to back that Tpey maintain
that they -- there have been pudolicouncements
that they are excellent in trainihg people that
they take over.

Incidentally, | saw a pict in the Oregon
paper where they were training arfian to do hot
work. That is, cover up rubber gobdt work. The
primaries were covered with rublbred be was working
with his rubber gloves and he wasding on a
ladder. That's known in the indysis a ladder
lineman. The last ladder linemab/tah Power &
Light Company went out in about 1.9%%ine old
gentleman by the name of Brady dan8antaquin.
You do not do line work in this cayrfrom
ladders. I'm sorry. No. We do haeket trucks,
and the power company was well gopapwith bucket
trucks, modern fleet.

The power company's flestk in the early
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'80s was the finest utility fleetthe nation, the

most efficient utility fleet, and wad real money
init. That fleet has been disbahdklost of the
crews are gone. Most of the moshefwork is done

by contract. That has to be expensi

RENEE L. STACY, CSR, RPR
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| did see a contractordkieer day going
down the road. He had his linekrand a pickup
truck and a material truck, and bdithem come an
elbow from a rental agency. | ditve out past the
service center on North Temple. réhweere several
elbows sitting in the lot. | thirtk, say the
least -- and it was put very welltbg preceding
witness -- that the management affi&orp in
handling of the Utah Power & Lightri@pany has been
sadly, sadly deficient.

Now, then, the Scottisbgle have
indicated that they thought theylddower the cost
of the Utah system so that the systxluced its
expense for handling of a custoraenéet that
that's existing in the national ager. That means
cutting the costs. That is withpraduction
costs. That meant cutting the cfveta roughly 350
some odd dollars down to 150. @gtthe cost of
serving a customer in half.

Now, the cost is alreadyd because there
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are a lot of people gone. Theirce -- make a
survey. Check the offices of thevppcompany.
They're closed all over the systédher than Moab
a while back, and | wanted to stog see if any of

my lineman friends were still thetecouldn't get

RENEE L. STACY, CSR, RPR
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into the service center during wogkhours.
| don't know where the npawer company
office would be to Moab. Americaork offices both
are closed. | have a feeling thatgower system
has been so constricted that thecgeisn't there
that we used to get.
Now, the phone systemytivhs disaster.
Now, | understand that's been reddowait three
weeks ago. There's a new systerkingr | tried to
report an outage a week ago to misswuse and |
wasn't successful. |finally did@a and find a
lineman. There was a trouble mathénarea and |
happened to see his truck and lhotdwhere |
heard a fuse blow and he went arndk ppack in
again.
| have the strongest fegthat the power
company system is at a low ebb,amnbsay, | have
no dollars to show you that. | wishd. But |
have no way of getting them withgaing back to the

Company and jeopardizing people lthabw within
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the Company.

Again, | say | fail to sleew echeloning
of executive management on top ddtigthere already
with the PacifiCorp, and now the t8sh, | fail to

see how that can be beneficialoltries me deeply

RENEE L. STACY, CSR, RPR
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that there has been the implicafiiom the Scottish
people that they are going to recrasds further.
They're very adamant about thaton't know how.
In my experience, you're about asds you're going
to get in Utah Power & Light and tinoe to
operate.

It would be my considejedgment that
it's going to take a rather appigleianfluence of
money to bring this system backatht redundancy
and to the operation's efficientrett it was
before being taken over by PaciffCorfail to see
how the Scottish people are goinigeip that,
particularly if they are looking flurther cash
outflow from the Utah system inte tacifiCorp and,
consequently, into the Scottish lsankguess
there's no other way to put thayou like your
bills going to Scotland, fine. Meaa very strong
feeling that that would be disaster.

With that, | think thadjenerally what |

had to say.
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CHAIRMAN MECHAM: All righ Thank you,

Mr. Hoggard. Are there question$/fof Hoggard? |

know Commissioner White has one.

COMMISSIONER WHITE: Mr.dggard, thank you

for your comments. It seems to hag the first two

RENEE L. STACY, CSR, RPR
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witnesses already have sort of ¢aidour dilemma,
and | would like your thoughts omhwe could
resolve this. On the one hand, Bfeitling said
that we should deny this applicafimna merger,
but on the other hand, I think Ifyau telling us
that the current owners may not rdome a
satisfactory job, in your minds.

THE WITNESS: | think yolaist statement
that the current owners have noedmsatisfactory
job is a masterpiece of understatgme&hey have
failed horribly.

COMMISSIONER WHITE: Bditwe deny this
merger application, you can see wlhieat leaves
us. How would you suggest we resoins?

THE WITNESS: Now, therand | realize
I'm reaching quite a ways on thfsyou deny it,
is there a possibility that Pacififmay see a
glimmering of light and separateURower & Light
from PacifiCorp as a Utah system labhd become a

Utah owned company again?
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MR. BREITLING: Amen.

THE WITNESS: The stocldwaik are still
here. Now, the stockholders hawenlesated very
badly. That's why I sold. They @awted to go

with the Scottish people becausg tiae been

RENEE L. STACY, CSR, RPR
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presented a hope of maybe the stltibing a little
bit so they can unload. The oneavie talked to
are going to unload if there's amgrease at all.
If then you reject thigkeaver, which |
call it, maybe there is the charzg tUtah Power &
Light will separate from PacifiCofgcome a Utah
corporation again and be a utilépstive to the
customers here in Utah and nonerothbkat would be
my suggestion. Whether that's fdegr not -- |
have been told it is not possiblei®ymanagement
of PacifiCorp. | know a few of tleoellows.
COMMISSIONER WHITE: Thank
CHAIRMAN MECHAM: Any othejuestions for
Mr. Hoggard? All right. Thank yeary much for
coming.
THE WITNESS: Thank you.
CHAIRMAN MECHAM: Kem Ganér. Would you
like to make a sworn statement, Gardner?
MR. GARDNER: Yes, | would

KEM GARDNER
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called as a witness and sworn, waséed and
testified as follows.

CHAIRMAN MECHAM: Mr. Tingy.
1

I

RENEE L. STACY, CSR, RPR
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DIRECT EXAMINATION
BY MR. TINGEY:

Q State and spell your ndone¢he court
reporter.

A K-E-M G-A-R-D-N-E-R.

Q Mr. Gardner, what's yoddiess, either
home or business?

A Business address is 121ti$600 East,
Suite 1, Salt Lake City.

Q Thank you. Are you hapresenting any
persons or entities?

A I'm president of the Bogmpany and I'll
represent them and myself.

Q Please go ahead.

A Thank you. The Boyer Ca@nypis a real
estate development firm locatedait Bake City.
Over the past 25 years, we've dg@esi@bout 13
million square feet of office, rétanedical, hotel
space, and we currently own and mpaiadout six

million square feet.



21

22

23

24

25

We value our relationshigh the utility
company in order to do our developinteisiness.
Utility companies generally haveméelpful in
terms of encouraging economic dgvalent, working

with us to get power to our condinrcsites and

RENEE L. STACY, CSR, RPR
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solve transmission line problems] particularly in
the billing of our tenants and olwes and the
buildings that we own.

Back in 1998, | felt thé&erl Topham was
wise in pushing the merger of UtalwEr because |
felt that Utah Power was vulneradoie would
probably end up with someone thatld@ismantle it,
and | felt that he had some ass@six protect it.
That, sadly, didn't work out. Bléte was proposed

rate decreases that did work ouihink about 25
percent. | don't know exactly.

But we felt that there Wwbhbe also

improved service, and so | suppottedmerger in
those days, but in recent yearslitfeat there has
been a noticeable decline in theiserand a lack
of attention by PacifiCorp to theare business of
producing and transmitting powed &nite, for
example, the fact that we don'ttkeen out in
economic development working wita khcal

communities in the state anymorelagiding us with
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economic development issues.

We have experienced aressing number of
incorrect billings for our tenamsaur buildings,
and while Mark Cleary, | think, dae@sadmirable

job, he's just really overwhelmedlg number of

RENEE L. STACY, CSR, RPR
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incorrect billings, and | think & laf that is due
to the fact that Pacific Power thioidney had a
better billing system than Utah Poewed transferred
people up, but | think that's beeraa problem.

But also the biggest peoblfor our

company has been we need to be iabd®ing our
development, to cut through the huoeacy and deal
with local people that understand @ammunity and
our problems, whether it's movirgnsmission lines
down at Gateway or getting constoamcpower or
helping us get a subdivision going.

We're doing, right now endctive
development, about $450 million efelopment. It's
really a very busy time for us, gedit's
increasingly difficult to have thatationship with
the power company that we need ikedd depend
on.

We were disappointed whaht after the
initial merger, John Bohling wassterred up and

then Verl was re-assigned as UtakeP@. Light
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corporate president to corporateselj and then |
think Tom Forsgren tried admiraldbg, but his
position was eliminated, and thesly isn't a
local person. If we didn't have Fzarber in the

system to help us cut through andgme responses,

RENEE L. STACY, CSR, RPR
(801) 328-1188 1122



10

11

12

13

14

15

16

17

18

19

20

it would be difficult for us.

Now, you ask the questiwat you've
asked. If service is notably demtinwhat makes
you think that the devil you domiiokv will do any
better. | really support the mergedon't see
that Utah Power is going to eveabke to separate
itself and we run our local utilagain. | believe
that ScottishPower will focus moretbeir core
business and improve the suppditéncommunity.
Particularly, | think they'll helpitty economic
development issues.

| serve on the executigemittees of at
least five major boards in the wgliacluding the
Salt Lake Chamber of Commerce, aredheard
presentations by ScottishPower, bedmnches with
them, and I've been impressed hy thiscussion
with us of understanding the corsifess, the
nature of the power business anid tasire to
improve service, and | really bedigkat they will

do a better job than Pacific Power.
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Also, | served a largatstn education
as chairman of the Regents and anermtly on the
Utah Partnership for Education atietoeducational
boards and I've been quite impresstdJack Kelly

and his commitment to education, tv@eottishPower

RENEE L. STACY, CSR, RPR
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has done for education for disacaged, for
community education and also edoodir their
employees. I've listened to thid &ve heard him
express has strong desire to begocate partner
with education.

| think education is clgahe biggest
crisis facing our state, more sotttas power
question. Our public schools realyed an influx
of assistance, and | would welconcerporate
partner to help us in dealing with educational
issues, and | feel like they're gesesto those
issues and anxious to help.

So, while | don't know 8mhPower, I'm
hopeful that there will be not jueste reductions

that we've had, but an improvemersrvice, an

improvement in economic developnaetivities and

improvement in billings and in tasicare of our
tenants. And after looking at ttieraatives, |
really believe that we have no cadiat to support

this merger and encourage ScottsielPto help
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restore service into our system.

CHAIRMAN MECHAM: Okay. hBnk you. Are

there questions for Mr. Gardner? right. Thank

you, Mr. Gardner, for coming.

Barbara Toomer. Ms. Togna®uld you like

RENEE L. STACY, CSR, RPR
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to give a sworn statement?
MS. TOOMER: Yes, | would.
BARBARA TOOMER
called as a witness and sworn, waswned and
testified as follows.

THE WITNESS: My name iarBara Toomer,
B-A-R-B-A-R-A T-O-O-M-E-R. I'm repsenting the
Disabled Rights Action Committee,iethis a
statewide organization for peopléwdisabilities
that are committed to access of [geafh
disabilities.

We would like to go onasett as supporting
this merger. We appreciate Scd@uster for
realizing the need of people witbadtilities that
they have, and low income peopleabse the
majority of people with disabilitiase low income
people.

In a recent Supreme Cdadision of
Olmstead, they stated that it wasritninatory to

keep people in institutions and thay should be
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put into the most integrated settiaigich in a lot

of places is a community. In orttelive in a
community, many of the people whmeamut of nursing
homes and institutions will be ligian less than

$480 a month, one-third of whichgiteerent. That

RENEE L. STACY, CSR, RPR
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leaves you with a very, very low ambof money, and
I've been in homes of people wittadilities at the
end of the month where there's mgtim the
refrigerator at all.

And this merger with SetPower has
promised us that they are senstovibe needs of
people with disabilities, that theyl give an
additional reduction for people watisabilities,
especially those who need it, beeausre not
asking for a handout. We're jugirasfor the
integration aspect, the abilityitelin the
community the way everybody elsesgaestead of
being institutionalized.

If you sit around and yhink that there
are people with MS and other disedsat cannot
stand the heat, they need air cmmlitg, and then
if you think of people who have polvho are spinal
cord injured, who have very greaiss#vity to
cold, they need the space heatersssa

year-round problem of power for deogpith
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disabilities.

| use a powered chainave to plug it
in every two days in order to keepbatteries up.
That doesn't take a lot of eledlyidbut it does

take electricity. And so these disds are very,

RENEE L. STACY, CSR, RPR
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very important to people with dideigs.

| just would like to jugb on record in

saying that the people with diséiesi support the

way ScottishPower has integratenhtasthe system.

Thank you.
CHAIRMAN MECHAM: Thank yp Ms. Toomer.

Are there questions for Ms. ToomédPright.

Thank you for coming. Roger Monia.

MR. MONIA: My name is RagMonia. It's
spelled R-O-G-E-R M-O-N-I-A. I'mgt a volunteer.
| work at of the Community Actionogram. | also
sit on the board of directors of Bisabled Rights
Action Committee. | am an occuparibw income
housing. I live the experience of having enough
money at the end of the month torpguypills. |
make it a point to pay my rent andintis at the
first of every month, and if | nesskistance after
that, then | go to the food bankghargs like
this, but since | became a volunteleave overcome

this problem.
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But | see families thatlion just $480 a
month. | see those kids the lastuweeks of the
month in the streets. You knowythave ice cream
vendors go through there. Kidsou ¥now, they go

to their folks. It makes their felkeally feel

RENEE L. STACY, CSR, RPR
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bad. You know, they don't haverti@ney for this.
And with ScottishPower offering thggograms, |
think the merger would be really thimg -- really
the way to go with the ScottishPowerger if they
provide these excellent programstiiey state they
do. Thank you.

CHAIRMAN MECHAM: All righ Thank you,
Mr. Monia.

CHAIRMAN MECHAM: Betsy Wio

BETSY WOLF
called as a witness and sworn, waséed and
testified as follows:
DIRECT EXAMINATION
BY MR. TINGEY:
Q Would you state your naand address and

if you're representing anyone?

A My name is Betsy Wolf. &fls B-E-T-S-Y

W-O-L-F, and my address is 764 SQ@H West in Salt

Lake City. | work as a utility spaest for Salt

Lake Community Action Program, wheghves as a
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direct service provider and an ad#won behalf of

low income people in Salt Lake amddle counties.
While our organization Iatervened in

this case, | wanted to testify byiébday to

supplement the testimony submitteddifrey Fox on

RENEE L. STACY, CSR, RPR
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behalf of Crossroads Urban Center@alt Lake CAP
and the stipulation we entered ittt
ScottishPower and PacifiCorp.
We've been impressed sihedime we
filed our testimony by the commitrhdemonstrated by
ScottishPower to low income peopld programs, both
by its philosophy that helping laxcome people is
the right thing to do, accompanigdHe recognition
that carefully designed programsdfi¢everyone in
the system, low income customessydst of the
ratepayers, the utility company tagayers in
general by reducing the need foeservices.
ScottishPower shares oaviction that it
is important not only to help witite assistance,
which is very important for helpipgople, as you
just heard, but also to look atltreger term needs
of assisting low income househofdw&ays that
actually reduce a household's ovveradrgy burden,
thus making lives more comfortabid &ills more

affordable and payabile.
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We're impressed by worthvwgounterparts
in the United Kingdom. We've spoketh a represent
from EGA, which is the Energy Asaiste Grants
Agency there, and the person we espath, John

Cluff, shared his thoughts on wogkwith people --

RENEE L. STACY, CSR, RPR
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working with ScottishPower to hetvlincome
households. He described Scottigl#P@as a company
with an "acute social conscienced ane that deals
with these kinds of issues bettanthny other

electric or gas company in the UK.

Since we filed testimomg've also spoken
with low income advocates in othaciRCorp states
who have found ScottishPower eag@&vdrk with them
on these issues, even when thesiepaiad not
formally intervened in the mergesesm We see this
also as a demonstration of the Caryip&ommitment
to these issues.

In Jeffrey Fox's prefilestimony, he
asserted that our organization stpddhe
ScottishPower merger insofar asldtes to low
income issues. In addition, we algpport the
stipulation entered into betweenGloenmittee of
Consumer Services, the Division wblie Utilities,
ScottishPower and PacifiCorp. Wlhile logistics

did not permit our signing onto #tgulation, the



21

22

23

24

25

agreement, in fact, allayed any otoacerns that
we might have had during this preces

So, based on the acceptahthese two
stipulations, we do support the ps®al merger and

look forward to a continued constieeworking

RENEE L. STACY, CSR, RPR
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relationship with ScottishPower.aifk you.

CHAIRMAN MECHAM: Thank yo Are there

guestions for Ms. Wolf? Thank you.

THE WITNESS: Thank you.

CHAIRMAN MECHAM: The nextitness is Terra

Jordan. Would you like to give aoswstatement?
MS. JORDAN: Yes.
TERRA JORDAN
called as a witness and sworn, waswned and
testified as follows.
THE WITNESS: Hi, againtestified in
this courtroom --
DIRECT EXAMINATION
BY MR. TINGEY:
Q State and spell your némnéhe court
reporter.
A Oh, yeah. I'm sorry. rfBedordan,
T-E-R-R-A J-O-R-D-A-N. I|reside &0 Denver
Street, Apartment 10, Salt Lake (8¢/111.

Q Are you representing amn
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A Only other low income péojke myself.
I'm a single disabled mother of ohéd. My fixed

income is seven hundred dollarstamahty -- $721 a

month. I'm nervous.

Normally, big mergers litkes scare me

RENEE L. STACY, CSR, RPR
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because | have this impressionitisatind of
those kind of big powerful compartiest are making
it harder and harder for the lifilople, but I've
been really impressed with Scottsmér. | had a
meeting with Jack Kelly and Paciiewer Corp to
discuss their educational prograamsl, I'm
impressed.

What impressed me most thasthey didn't
just come in and say, well, thisvizat we did in
the UK, so we're going to do thaehend we hope
you all like it. They came in ahey asked. They
said, What do you need? What'sggoimhere? How
should we design our programs sbttteyy work for
you? And they didn't ask other peayho have other
programs. They asked people like ed they said,
Find us some people. We want toaAknblelp us
design this.

It seems kind of goofydain't usually
support this kind of thing, but irtk, maybe,

considering the times that we'reiith welfare
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reform coming up on us -- do yougyayen realize
what we're facing with that? ThésrBonth limit in

Utah, we hit that first 36-month iifdecember 1st.
Hundreds of families are going o tolls, and we

can see from other states thatatsvorking.

RENEE L. STACY, CSR, RPR
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People go off the rolls and theydgeper and deeper
into poverty. We don't have progsaand systems
that are really going to effectivalip that
situation out much.

I'm scared. I'm reallyassd of what
we're facing. | think that Scottsiwer helps bring
some common sense to the wholet&tual think
that if other large corporations Idoiellow their
example, we might see some hopeat'Thbout all |
have to say. Thank you.

CHAIRMAN MECHAM: Thank yo Are there any
guestions for Ms. Jordan? Thankweny much for
coming.

Henry Eyring. Is Mr. Bygihere? There
he is. Mr. Eyring, would you like tinake a sworn
statement?

MR. EYRING: Yes, | would.

CHAIRMAN MECHAM: Would yostand and we'll
swear you in.

HENRY EYRING
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called as a witness and sworn, waséed and
testified as follows:

CHAIRMAN MECHAM: Mr. Tingy.
1

I

RENEE L. STACY, CSR, RPR
(801) 328-1188 1133



10

11

12

13

14

15

16

17

18

19

20

DIRECT EXAMINATION

BY MR. TINGEY:

Q Mr. Eyring, would you statour full name
and spell it for the court reporter.

A Yes. My name is Henry dsbn Eyring. |
live in North Salt Lake at 123 Sotdglewood Drive.

Q Are you here representingone?

A I'mnot. In fact, | netmclarify that,
though I'm currently an employedadfjham Young
University, | do not speak on belodlthe
university. I'd like to say alsa the record that
I, several years ago, as a manageroesultant, did
some work for PacifiCorp as a clidnit | come as
an individual today and would likespeak primarily
to the issue of the educational igreent and
training programs that | have se&s@nted by the
people from ScottishPower.

I'm the director of the MBrogram at

BYU. We have a fond memory of URdwer as being

our original partner in the creatajrour executive
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MBA program. In addition to thelftime MBA, we
graduate each year 65 studentpiofassional
executive MBA program. Class isdhelthe
evening. That program had its gerasout 15 years

ago with Utah Power where we meginally actually

RENEE L. STACY, CSR, RPR
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in the Company cafeteria with a grofiemployees of
the Company who wanted to advaneg gducation,
and from that, we've created quiseiecessful
executive MBA program.

| don't have great insighthe
particular programs that ScottishBolas proposed
to run, but based on some briefgmtions and
also some knowledge of the work thay've done in
Scotland, the consulting companywhbich | work,
Monitor Company, has done work wité Scottish
Development Agency in the United ¢gdom, and | know
of ScottishPower's reputation thesdeing
unusually attentive to the needsroployees for
development and training.

| have seen the mateaals the
curriculum that they have develofiecemployees
there in the UK and believe botltha quality of
what they're doing and the visiont ahd would
just like to add my voice of enttassn for inviting

them to apply those kinds of progsdrare.
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And | guess a little mtwantically, |
think back to those days when Utalvét was
innovating with our MBA program aseke the potential
for that kind of thing to continuAnd that's

really all | had to offer.

RENEE L. STACY, CSR, RPR
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CHAIRMAN MECHAM: Thank yo Any questions

for Mr. Eyring?

COMMISSIONER WHITE: | hayust one
guestion. What was your experidik@ewith
PacifiCorp? We've heard about ympes for
ScottishPower and your experiendd Wiah Power &
Light.

THE WITNESS: |, as a aaltent, consulted
with them purely on economic issukekave to, in
fairness, say that | did not seek-odid not seek
to understand what sorts of progrdrag were
offering, just know of the contréstim the days of
Utah Power when there was this etve=MBA and
great support for that, and my sesseat there's
been less emphasis on PacifiCogpstpan there
was in those early days and mighwibke
ScottishPower.

CHAIRMAN MECHAM: All righ Thank you

very much for coming. Are thereesthwho have come

to testify? Okay. Thank you veryah. Let's go
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off the record.

(Discussion off the recprd

CHAIRMAN MECHAM: Let's doack on the
record. We did receive a memoranttom a fellow

named Lou K. Mitchell, and he asik®t this

RENEE L. STACY, CSR, RPR
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statement be read. Apparently lseahlaeart
condition and wasn't able to comand read it
himself.

This is to the Public SeevCommission
from Mr. Mitchell it states followsVhen
ScottishPower assumes control oifi€ap, all
dividends paid to USA citizens via# subject to a
minimum 15 percent income tax totlaew. As this
tax payment will be deductible frdme USA income
tax, revenue from this source widlaghpear, not for
four years but, in effect, forever.

The United States Goveminaad the Utah
State Government will not reducertegpenditures
by the amount of this loss of inconiderefore, the
citizens of Utah will be requiredgay an
equivalent amount in the form of iiddal taxes to
offset this state income loss.

Additional federal taxesl also be
required to offset equivalent fetleraome tax

losses. The end result of the 8dnain my
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opinion, will amount to a 15 percaneéernational
subsidy to Scotland by Utah's am@ioUSA citizens
without any notification or approwdithese
citizens. This hidden subsidy i$ fioo just four

years but forever.

RENEE L. STACY, CSR, RPR
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| do not believe a statblie Service
Commission has the authority to éatttis hidden
international subsidy to be paidligh's or any
other citizen of the USA without ithend Congress's
approval and will probably organ&eitizen's group
to sue PacifiCorp and ScottishPoasmo mention of
this hidden subsidy was made in'the
consequences" section of their ghield information
explaining the merger and its effect

The benefit from a fouayd.7 percent
rate reduction apparently did natsider this
forever income tax loss of 15 petadrall
dividends paid to USA citizens asthierefore
invalid. If Scotland also has a ¢taxcorporate
profits, additional loss of taxestther or both
state and federal governments wiwehld have to be
covered by USA citizens.

Requested action: Postmy action of
this merger until these issues eselved. Signed

by Mr. Lou K. Mitchell. Mr. Mitchktesides at 9801
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Jordan Ridge Road, South Jordan 84995. That's
available. A copy of it is availalan the file.

There are also numerous messages/¢h@ceived
over the Internet which we'll attagtihe file as

well for public review.

RENEE L. STACY, CSR, RPR
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COMMISSIONER WHITE: Redarg the tax
iIssues, does anybody have any regptonthose?

MR. HUNTER: Other than den't think

that's an accurate representatidgheofaw and that
this is an unsworn document thatae't have an
opportunity to quiz him about, no.

CHAIRMAN MECHAM: Okay. IAright. Let's
go off the record.

(Discussion off the recfrd

CHAIRMAN MECHAM: All righ Let's go back
on the record. While off the reconeé marked
several exhibits that have beenilpceivith the
Commission. They are witnesses areaot going to
appear but we're going to enter gesfiled
testimony.

We have marked as UAMRBeldirect
testimony of Mr. Daniel. We markexiDCED 1 with
1.1 attached. That is Mr. Windditect
testimony. We marked as DCED 2 Rithattached,

Mr. Davis' direct testimony. We kedt as CCS 1,
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with 1.1 through 1.4 attached, wheMr. Gimble's
direct testimony. We marked as A&3Mr. Gimble's
rebuttal testimony. We marked aSQ@Cwith 2.1
through 2.2 attached, Mr. Biewattifect

testimony. We marked as CCS 3 @ifhattached, Mr.

RENEE L. STACY, CSR, RPR
(801) 328-1188 1139



10

11

12

13

14

15

16

17

18

19

20

Chernick's direct testimony. We kearas CCS 4 with
4.1 attached. It's Mr. Talbot'sdirtestimony.

And we marked as Emery 1, with hrbtigh 1.3
attached as Mr. Malko's direct tasty.

Is there any objectioriite admission of
any of those exhibits that I've itleed? Hearing
none, we'll admit them.

(Whereupon Exhibits UAMBRSDCED 1, 1.1, 2
and2.1,CCS1,11-14,1R,2,2.2,3,3.1,4
and 4.1, Emery 1, 1.1 - 1.3 werekeadrand
received.)

MR. FARR: Mr. Chairmardd have one
clarifying statement that | woulkidito make in
relation to Exhibit DCED 2. Thate prefiled
testimony of Frank Davis. We jusinvit to be
clear in the record that Mr. Daemhcerns raised
in that testimony were addresseatiénetter
agreement between DCED and ScotbisieP,

CHAIRMAN MECHAM: Okay. hank you. Is

there anything further on those bits? All
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right. Let's take a little recess.
(Recess, 10:18 a.m.)
(Reconvened, 10:39 a.m.)
CHAIRMAN MECHAM: Let's doack on the

record. We have on the stand Deh&id Anderson

RENEE L. STACY, CSR, RPR
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1 who is testifying for the Large Gusier Groups. Or
2 Group. Let's swear you in first.

3 DR. RICHARD ANDERSON

4 called as a witness and sworn, waséned and

5 testified as follows:

6 DIRECT EXAMINATION

7 BY MR. DODGE:

8 Q Dr. Anderson, would yoegse state your
9 name.

10 A It's Richard Anderson.

11 Q And for whom do you work?

12 A Energy Strategies, Incogped.

13 Q And in what capacity?

14 A Senior associate.

15 Q And you're appearing todaybehalf of

16 whom?

17 A The Large Customer Group.

18 MR. DODGE: We have pedilthe direct

19 testimony and exhibits of Dr. Riadhdt. Anderson on

20 behalf of the Large Customer Graupich | believe
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have been marked LCG 1 with exhimgsked in the
testimony as RMA 1 through 10 thatwould be
request are marked as LCG 1.1 thrdu@G 1.10.

Q Mr. Anderson, does thatresent your

testimony in this proceeding?

RENEE L. STACY, CSR, RPR
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A It does.

Q Mr. Anderson, would yowyide a summary
of the testimony as you filed it?

A lwill. My testimony setit to review the
direct application of ScottishPowed PacifiCorp.
What | attempted to do in that testny was to
outline basically the componentshef benefits that
were being proposed by the applicatihe costs
and/or risks that were being incditog ratepayers

and customers of the Company, Raaif, to suggest
that that risk be mitigated and ttenoutline in
brief form for the end how risk rgation had been
handled elsewhere in mergers, aralyi to suggest
some recommendations on how riskiddoee mitigated
in this proceeding and this appiaat

As a way of summary, teadfits of the
merger as originally proposed seetadik extremely
uncertain. There was the origirid #illion in
corporate cost savings that had peéiforth by the

applicants as a guaranteed saviBgyond that,
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however, the additional savings theite to be --
additional benefits that were tadeeived by
customers of the utility really raned very

unclear. There was no quantificatbthem. There

was a suggestion on Mr. MacLarerstirnony that

RENEE L. STACY, CSR, RPR
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there were some economic benefitetderived by
system enhancement, but in ternteeofg able to
actually identify and being ableptace some kind

of value on the benefits that lighe efficiency

measures in which the Company soughte combined

Company sought to employ, everythigmained
remarkably uncertain.

Having that kind of uneenty in this
application | found to be troubliniy.clearly
presented substantial risk to custsrof the
Company. We didn't really know winais to be
presented in this -- what was tal&eeloped in this
merged Company over time. The ttimmsplan
remained illusory. We just reallgirt know.

| guess the conclusion tiras drawn and
the testimony was that, becausesically
sparseness of the quantified benweifith the
substantial risk involved, that theeeded to be
some kind of risk mitigation.

In summary, my recommeiwtain that
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testimony, the direct filed testimpwas it

presented a number of proposednniskiation
actions that the Commission couke @ ensure that
there would a public interest firglin the

application.
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Q Dr. Anderson, have youewesed the
stipulation entered into among tppli@ants and the
Division and the Committee?

A | have.

Q And have you also listetledughout these
proceedings to commitments or agesgmmade by the
applicant?

A | have been here all wkwlg.

Q And in your view, is thigpslation with
the commitments made during thigihga- does that
present an application adequatgoum mind, to
effectively mitigate the risks tlyau've
identified?

A No. Ithink the stipulati -- | think the
stipulation does do considerabledgoahe sense of
removing a number of the uncertasthat were
present in the direct filing of tugplication. It
is a very good step and, absentstifatlation, |
think the original application wdsarly deficient

in a public interest finding, anthink most
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parties agree that was there arttstivy you see
the stipulation being brought fordiar

However, | do have mamygems with the
stipulation. There are -- | woultegorize them

both maybe in two different kindsaits or two

RENEE L. STACY, CSR, RPR
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different forms. One is the stigida -- and both
tend to -- both the kind of probletiat | see still
remaining tend to, not surprisinggt back down to
Condition 43, the merger credit, plnee mitigation
or a risk mitigation through somadf price
consideration.

Originally, kind of goirmack to my
original testimony for just a secphldad suggested
in that original testimony that ayke®mponent of
mitigating risk was some kind ofgariconcession on
behalf of the applicants. The meggedit that has
been put forth in the current sighaln that's
before this Commission is where uildacenter on why
the stipulation is still probablgking or still in
the deficit in terms of mitigatinky the risks.

The first one is the rigige. Is the
credit the right size. Is it enouglget us over
this hurdle. If you go back to fhieg -- direct
testimony that was filed not onlyrayself but by

other intervenors, Nucor, Dr. Gois, Brubaker,
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who is with us today, the Commiti@esses, the
Division witnesses, every witnesshis case --
those | just mentioned, anyway teddhat there
was substantial amount of risk imredl in this

application. To the extent that tina@rger credit
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is enough to push us over the Ibave real
concerns with.

You have a $48 millionditeover four
years. | ran a couple of quick pretsent values of
that. Depending on the interest yaiu choose, if
you want to choose 10 and a halégrarinterest
rate, you come out with somethinghie neighborhood
of about $39 million. If you choos® percent
interest rate, you come out with etiimg in the

neighborhood of $37.5 million.

COMMISSIONER WHITE: Exeume, Dr.
Anderson. What does your 39 and $dumillion
dollars refer to?

THE WITNESS: The net gresvalue of the
$48 million credit.

COMMISSIONER WHITE: Okayhank you.

THE WITNESS: Now, yesteyan the stand
in a direct question Mr. Dodge askdd response
to a direct question, Mr. Dodge alskk. MacRitchie

whether there was going to be aoldliti guaranteed
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cost savings beyond the fourth y@ar. MacRitchie
indicated there was not. We cae tfk-- | assume
we can take off now, off the talbkes original
promise of that direct filing in whithere was a

$10 million guaranteed corporatdarsgs, to use the

RENEE L. STACY, CSR, RPR
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term that they used, | believe igitestimony, in
perpetuity.

The applicants had argtied that $10
million had a net present value D®@ million. If
Utah gets roughly a third -- let'aka the math
easy. Say Utah get $35 millionpressent value of
that. We've basically taken off thble $35
million in guaranteed corporate Bgsiin perpetuity
in exchange for 37.5 million, ori3dlion,
depending on which interest rate want to use.

It's a very small incremefhe delta
there in the terms of this applioatis extremely
small, and for me, | don't thinkttdelta, the
change that has actually been iraratpd into that
stipulation, is enough to get usrdkie bar.

The second area wherestipalation |
think again -- and it has to do withndition 43 --
the second area where the stipuldtbelieve still
is in deficit has to do with thetfétat, even as

constructed with the $48 millionditeit does not
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provide adequate risk mitigationdtircustomers.
And no surprise, | think those thabuld highlight
here are special contract customarsl I'll talk a
little bit about that in a minuteigg further, but

basically, kind of to summarize whdrose deficits

RENEE L. STACY, CSR, RPR
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| still see lie, is that the deltethe value and

risk mitigation that's been put ffoirt the
stipulation is still insufficient tmver the amount
of risk that virtually all the pag$ indicated in
their original filing; and two, thtte risk
mitigation measure as stated remasdequate to
cover all customers. In effechas a
discriminatory aspect to it.

Q (BY MR. DODGE) Dr. Anders will you
describe what you see as the digcatory aspect
and whether or not, in your viewlight of that,
it meets the public interest stad@ar

A Well, the discriminatorgpeect again gets
back to the question of how spewaltracts are to
be handled in this going forward swga. You have
most special contracts that aregytoncome up for
renewal at some point in time dutimg, | think
what most witnesses have referrexbta transition
period, and | think we've put someérdtion around

that transition period now in terafighe dates that
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are defined in the stipulation & the close of
2003.

You've got -- as it's ¢t today, you
basically have at least some riskgauiion for all

customers out to that close of 2088ain, | don't

RENEE L. STACY, CSR, RPR
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think it's enough, but there is sarmak mitigation
out to that point.

The special contract costcs, however,
will face a renewal period comingropghly midway
in that kind -- in that transitioerpd. There is
no guarantees been put forth tregdltustomers
will not face significant difficuéis in extending
their contracts, will not face inases in or
pressure and upward increases itracirates that
could be brought forth by mergeated activities
that are forcing the cost of therapens of the
Company upward.

There are simple risksoimred in the
renewal of these contracts, midpmaghly,
midpoint in this transition peri@hd while we have
taken a great leap forward, bagicalltrying to
mitigate those kinds of risks toratepayers and
customers of this Company, thes&oousrs continue
to remain kind of exposed, econothyi@éxposed at

that point in time.
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Q Mr. Anderson, the custogr@up on whose

behalf you're testifying includesrmsospecial

contract customers?

A ltdoes. |kind of thiok myself as a

mini CCS here. While Mr. Tingeysstomers are

RENEE L. STACY, CSR, RPR
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virtually rate one and small comnmedr¢he block of
customers that | represent inclagd commercials,
Schedule 6, industrial customer§&ohedule 9, as
well as two special contract custsne

Q Mr. Anderson, in lightalf you've heard
and done in the context of this reergo you have
any recommendations for this Commirssas to how
approval of the merger applicationld proceed and
meet what you believe to be the jouhterest
standard?

A Yes, | do. In my mindetlk's really two
ways that the Commission could reenitne additional
uncertainty | think that still untles this
application. Probably the cleanesy is the filing
of the transition plan. The traiogitplan, as
noted in the direct filing of thepdipants, is
really the heart and soul -- if bdenstand it
correctly, is really the heart andl®f this going
forward merged Company. It is whecgons are to

be identified. Itis where cosimsttes to employ
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those actions are to be determimedpait forth. It
is where estimated benefits of saations are to be
identified, and it is really kind thie -- again,

kind of the core instrument by whibls merger

centers around. The quickest wagtoove that

RENEE L. STACY, CSR, RPR
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uncertainty would be simply to halat transition
plan put forward.

We have been told now bgnerous witnesses
on the behalf of the applicantst that is simply
not possible, that you can't ddtitcan't be done
under the terms of the merger ages¢rand the
amended merger agreement. It bardone as a way
of matter of course in the way tBabttishPower has
addressed similar transitions at Wielmand Southern
Water. It just can't be done.

| find that unfortunatetlit can't be
done, but if it can't be done, wiake that at
face value.

The second way, thengtoave that
uncertainty | think that still remaiin this
application is again to get back-tgo back to
some form of rate concession thaeipond what has
been put forth in the merger credtiis only
through some kind of substantialfiadle rate

concession that this Commissiohirnk, can
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ultimately determine whether thigang to be --
this application is going to behe best
interest.

| would suggest that iingortant that

the Commission remove as much uaicgytas possible

RENEE L. STACY, CSR, RPR
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as you move forward. You've goggplication
before you that, in a sense, sayan@going to do
what we need to do to merge this gamy and produce
savings sometime in the future. jWé can't tell
you today what that sometime is gdmbe. We can
tell you that six months out we'ceng) to have a
plan, but we can't even tell yow, #lctions that
are outlined in that plan, when thasll all be
incurred.

Mr. MacRitchie has, in hismbers he gave
out yesterday or testified to yeddgr indicated
that roughly -- and this is a roggiess -- that the
goal of this action plan or trar@itplan is to
reduce nonproduction costs somewindie range of
about $350 per customer down to §&tcustomer.
Quick math on that, you're lookinnglbout 1.4
million customers. The goal reaknters around --
somewhere around 190 million to tdy@00 million
dollar cost savings in this Compaiifat is a very

substantial amount of money ancearty a very
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aggressive action plan that's gtangave to be put
forth to achieve that.

The ratepayers shouldasoheld
responsible for the risk burden aking sure that

such an action plan ultimately materes and

RENEE L. STACY, CSR, RPR
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produces 190, 200 million dollarsrthicof savings.
Customers did not ask for this merg&/e did not
seek it. It was brought to us by #pplicants, and
the risk of its success should surelupon the
applicants.

| suggested in my testimyand | still
stand by that, this suggestion wéifpard to rate
concessions, that the superior waywaving forward
to ensure that the risk of success the risk of
nonsuccess lies squarely on theldamiof the
applicants and that customers,ustamers be
relieved of that risk burden andhime whole in
this application and that the waynve forward is
a rate cap. | still stand by thiastill think
that a rate cap does several thittgs.clearly
the cleaner of the rate concesdioaiscan be
made. It puts into place an assaystem by which
the risk of this merger will not $leifted over to
customers in the future.

| think we've already &dkabout, here in
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this hearing for several days, tifiecdlty that

this Commission is going to havératking merger
related savings and merger relabstsas you move
off further down the line furtherline from this

proceeding.

RENEE L. STACY, CSR, RPR
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The cap will allow -- wikmove some of
that difficulty -- will remove mosf that
difficulty in doing so.

Secondly, | think the gapsents the
proper economic signal and econandentive to the
Company. This Company has comedodvand said
we're going to save 190 million, 26illion
dollars. They will have a cap frarhich they know
that now they are being held resim@so meet that
goal. The merger activities thaytput forth
should, in fact, you know, ultimgtée successful,
should be able to reduce costs é@msaghat the cap
does not become punitive in thaseen

Now, | understand andwell aware of the
fact that last year in this hearinghis very
proceeding, this very room, thers waate case and
that an $85 million rate reductionk place and
that part of that rate reductiong@yrcentered
around the shifting forward of certexpenses that

were declared to be out of histdyear.
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If there is reason, ifrihare sound
reasons why those premerger costsiémow be
recaptured by the Company, theroitlal be
possible -- even though | think ikis kind of

theory of second best here, | thinkould be

RENEE L. STACY, CSR, RPR
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possible to go ahead and have, as.afson
testified early in this week thagyrhave plans to
have a rate case, to go ahead areldeate case to
address those premerger cost ishaegot shifted
out of historical test year.

And by doing so, you acgdish two
things. You allow the Company to lgack to
recapturing expenses which theyihadrred in a
premerger context. Similarly, itsdgishes a
baseline, a premerger baseline frdmech we can now
move forward, and if you cap it atteat, now
you've got the baseline from whigis Company, the
merged Company, will be held resgmago making
sure that their promise of 190, &@illion dollars
worth of savings will be met.

So | would suggest, yoownprobably the
cleanest way, the best way to dowould be simply
to have them bring forward the titamis plan and
make it the core instrument by whighcan debate

whether this is a good or bad merd@art we can't
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do that. They say we can't do thaid okay, we'll
take that.

Outside of that, therslgb to option
number two, which is to have sommellaf assurances

that the risks involved in this margre absolutely

RENEE L. STACY, CSR, RPR
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where they should be, on those wioadnht this
merger forward, and not being shiftefuture rate
cases, which will become extremedifyadilt to
monitor as to what is merger related what is not
merger related, and the way to atoad is by some
form of rate cap.

That cap could take orkaills of
variations. | think Mr. Alt in hiestimony talked
about soft caps and so forth, scethall kinds of
variations which one could address.

Q And, Dr. Anderson, if, withstanding that

recommendation, the Commission i@gprove the

merger application with a rate dredierger credit

along the lines proposed, do yoleraw

recommendations for how the Commnaisshould deal

with the discriminatory aspect & therger credit
that you described?

A Yes. |think the discrimtion element in
this stipulation that has been puvard truly

needs to be resolved. You basic¢allye bifurcated
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customers of this Company betweesdlthat are
going to benefit through some kifdisk mitigation
and those that are not going to fieteough some
kind of risk mitigation. And noteat I'm not

suggesting that the benefits --citleelit benefits

RENEE L. STACY, CSR, RPR
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should flow to those customers.

| would suggest that tlestowvay to handle
that, what | would consider the tsph risk
mitigation, is simply that this Conssion should
make as a condition of the mergerright or the
extension of these contracts odih¢oclose of
2003, again what, | think, is comityamow being
referred to here as the transitiengal. | would
suggest, in doing so, that -- | ashin any way
suggesting that the Commission ladlgiabdicate its
rights to review those contractenéke sure that
those contracts are doing what tupposedly are
doing, and that is that they arkne with the
costs and that they are addingey Hre
contributing -- they're covering tragiable costs
and contributing to fixed costs unithe same terms
and conditions that the contracteevegiginally
agreed to. Itis simply an extensabthe contract
during the transition period, subjecthe same

kinds of terms and conditions thateyn those
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contracts and the Commission's sigthtreview those
contracts as exist today.

MR. DODGE: Thank you. .Nbhairman,
that's all I have for Mr. Andersdnwould move the

admission of LCG 1 and 1.1 throudlOlsubject to

RENEE L. STACY, CSR, RPR
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Cross.
CHAIRMAN MECHAM: Thank yo Is there any
objection?
MR. VAN NOSTRAND: No olgjion.
CHAIRMAN MECHAM: All righ We'll admit
them.
(Whereupon Exhibits LC@rid 1.1 through
1.10 were marked and received.)
CROSS EXAMINATION
BY MR. VAN NOSTRAND:
Q Good morning, Dr. Anderson
A Good morning, Mr. Van Nastd. We seem to
be spending our summer togethert da?
Q It's our third stop togaths it not?
A ltis.
Q Before getting into youefied
testimony, | can't help but wademsome of the
issues that you raised in your surgmgirst of
all, the importance you're now ditag to the

filing of the transition plan asm@gondition of
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merger approval, that recommendatimgsn't appear
anywhere in your prefiled testimodges it?

A ltdoes not. Ithink Iperhaps in the
prefiled testimony of the applicahtisdn't really

give the amount of credence or tiamderstand the

RENEE L. STACY, CSR, RPR
(801) 328-1188 1158



10

11

12

13

14

15

16

17

18

19

20

amount of importance of this traiesitplan as it's
been argued by the applicants invdr@us hearings
and here as well.

Q So based on your reviewhefdirect
testimony, you did not see thatealhuge
deficiency in the Company's presgonahat they
would file the transition plan asandition of
merger approval?

A ldidn't see it as a dgficy because |
didn't really, I think, understanslimportance. |
think | characterized it as kindaofore instrument
on going forward.

Q Another point you made@ur summary is
the fact that the $12 million mergexdit for four
years, in your view, displaces ammmitment as far
as the $10 million corporate saviggarantee. Is
that a fair summary of what you 8aid

A Inresponse to what | laelslir. MacRitchie
say yesterday.

Q Now, you would agree, vt you, that,
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to the extent, in Condition 43, @@mpany may
reduce or offset the $12 million gercredit to the
extent that cost reductions areeotdld in rates,
you would agree, wouldn't you, thadvides some

incentive to actually produce thepooate cost

RENEE L. STACY, CSR, RPR
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reductions?

A I'm not really sure ifgr@e with that.
You know, if they have a choice giyup $12 million
or they have a choice of reducingt€to a greater
value -- let's make the arithmetioe. Let's say
they have a choice of cutting c&8 million, so
you're faced, as a company, withngjwp 12 or
giving up 20. I'm not so sure th#te proper
incentive to have. I'm not so gtisenot, in
fact, the reverse incentive.

Q As we discussed, you ahavie spent some
time in Idaho and Wyoming togeth¥ou would agree
that in those states the $10 miltorporate
savings guarantee goes on in pdtpetu

A Yes. | --well, you swrel the
applicants, your clients, surelyesgtto that in
the stipulation in Wyoming. | wasver really clear
whether you stipulated to anythimgdaho. | know
you talked about making that stipataavailable to

the Idaho staff, but | -- unless tlvas resolved
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the last day of the hearing thaaswit there. |
left the hearing thinking the stgtidn had never
been resolved.

Q So if we stick with the @/ging

stipulation, and to the extent tbgorate savings
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are actually achieved pursuant gocbmmitment in
that stipulation, would they notfieo Utah
customers through the corporatecation process,
cost allocation process?

A Yes, they would.

Q Let's go back to your peef testimony
and see if perhaps there aren't ssesues in your
testimony which have been addrebygdtie conditions
in the stipulation. One issue Y raise is the
transaction costs which | think ghscuss at page
39, the discussion that applicargshalding in
reserve the option of attemptinghdt the
transaction cost recovery.

A That's true.

Q And you would agree thatdition three of
the stipulation would prevent thaih happening?

A Yes. I'm glad to see tyat've responded
to my testimony.

Q I believe ScottishPowes haeputation of

being responsive, Dr. Anderson.
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paid by ScottishPower that you dsscon page 39,
you understand the stipulation goakithat from

being recovered in rates under GardR6?

A

And, similarly, the acqtie premium

| do.
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Q Your testimony also diseswhat you've
described as transition costs oLia$d 35 million,
the first portion of that being %5 million to be
spent to implement the service dqualprovements?

A That's true.

Q And as to that, do youenstend from the
stipulation that the Company has atted that this
spending will be financed from effiecy savings and
redirected internal funding unden@ition 28?

A lunderstand that andhtifthat
troubling, yes.

Q And that the Company Wwél required to
report funding sources and expeneitagainst this
$55 million?

A Yes.

Q And your testimony in 48a43 talks about
the commitment for renewable gemanatYou claim
that the cost effectiveness is ustartiiated?

A That's true.

Q And does it satisfy thahcern that the
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Company is required to demonstiageprudence of
that resource under Condition 41?

A Itdoes. However, | wouldte that,
listening to Mr. Richardson on thensl, as well as

in Mr. Richardson's rebuttal testipche seems to

RENEE L. STACY, CSR, RPR
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have suggested a definition of pnegiethat is
something other than what | was sstigg there,
which was the more traditional cefé¢ctive basic
economic criterion that one woulé usdefining
prudence.

Q Well, would you acceptttha evaluating
the prudence of a renewable resotine¢ there may
be factors other than strictly eqoimcosts which
would be taken into account?

A Of arenewable resource?

Q Yes.

A You could argue that. isanot -- there
again, you may violate the notiorcast effective
or prudent. You may argue thatsitsially

beneficial. I'm not necessarilyvioned that that
is a definition of prudent or coleetive.

Q But whatever standard@leenmission
chooses to apply in evaluating pnegethat's the
standard the Company will have tsBa isn't it?

A Absolutely. Ultimatelysitgoing to be a



21

22

23

24

25

Commission decision.

Q Now, on the merger cresktie, | think
one of the complaints in your testitypwas that --
on page 34 you say the applicanis lyat to commit

to a mechanism that will recognirenpised merger

RENEE L. STACY, CSR, RPR
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cost savings in present customesratWould you
agree that that criticism is no lengpplicable in
light of Condition 43?

A | would agree that you @égromised to
provide some kind of benefits iresat

Q There is a mechanism Wiktrecognize
promised merger cost savings insfate

A There is a mechanism; haaveas |
explained, | think that mechanismmigeficit.

Q And when you made theestant that you
felt the risks to customers are $ympt
commensurate with any of the guasshbenefits to
customers, that statement was meftedthere was
any merger credit proposal, wa®iPn

A That's true.

Q Another issue which yoisedn your
testimony is the executive severasts, and you
point out that the applicants haveaxplained that
they expect these costs to be athevéne or below

the line; is that correct?
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A That is true.

Q And would you say thatttisgue has been

clarified by the inclusion of Attanknt 2 to the

stipulation?

A Yes.
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Q And, similarly, the propdsratemaking
treatment of bonuses and incentaygents that you
discuss on page 46, would you atiraethat also
was clarified by Attachment 27?

A Yes.

Q And then you talk abouhcerns about
intercompany loans at page 53 analtwbu describe
as concern that ScottishPower vaé BacifiCorp as
a partial funding mechanism forates undertaken

elsewhere in the ScottishPower famiould you say
that those concerns are largelyestdd by

Condition 14 which provides that thiercompany
loan agreement will continue to &@pl

A Yes, to the extent thattttoan agreement
is fully understood by all parties.

Q And another issue yougaisyour
testimony has to do with the regegstuthorization
for an additional $5 billion in ueseed debt, and
is it fair to say that Condition @@dresses this

concern to the extent that it reggiPacifiCorp to



21

22

23

24

25

apply to the Commission for appraMadny debt

issuances?

A Yes.

MR. VAN NOSTRAND: Mr. Cinanan, I've got a

couple of cross examination exhib{fould we
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approach the witness?

CHAIRMAN MECHAM: Sure. €lt's go off the
record just a minute.

(Discussion off the recfrd

(Whereupon Cross ExhiBitsand 22 were
marked.)

CHAIRMAN MECHAM: Let's goack on the
record. While off the record we keat a single page
exhibit entitled Present Value af $60 million
Annual Benefits From Improved Systeenformance as
Cross Examination 21, and we magketlltiple page
document which is a response to dafaests to the
Large Customer Group as Cross Exatioim Exhibit
22.

MR. VAN NOSTRAND: Thanky, Mr.
Chairman.

Q Dr. Anderson I'm lookirigtlae portions of
your testimony, | guess pages 18uiin 15, which
discuss the $60 million in reliatyilbenefits. Do

you understand that this $60 milk@tue is
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associated with only two of the nateperformance

measures, just SAIDI and MAIFI?

A Yes.

Q And it does not attemptapture the

other three network performance messor the
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customer service performance measuréhe customer
service guarantees?

A Yes.

Q Your testimony at the baitof 15 says the
customers are left to ponder theealf a
substantial portion of their prontisenefits and
that these benefits cannot be asdignvalue and,
thus, are likely to be -- epheméesdhe term |
believe you used. Is that right?

A 1did use ephemeral.

Q I guess I'm wondering with&tre is to
ponder about promised improvemanAIDI, SAIFI
and MAIFI, all other things beinguad} Isn'tit a
value to the customers to have fewner shorter
interruptions in their power supply?

A It's most likely of somalue, but | would
take issue that this $60 million hag, whatsoever,
tie to the PacifiCorp system.

Q Butit does have -- yotakking about

pondering the value of a substapiation of the
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benefits. You would agree it doageh-- these
other benefits have value?

A It could have a value afdlar. We just
don't know what those values arabse your clients

have not performed the necessaifingiiess to pay

RENEE L. STACY, CSR, RPR
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and survey type tests that woul@ter¢hose
values.

Q And that would be perhtdpskind of
survey that we attempted to do eflthrge Customer
Group in Request Number 22 in cedsamination
Exhibit 227

A I'm sorry? What was 272

Q The final page of that dlment where we
asked for information about the epuit impact of
outages by members of your client.

A I'm sorry, Mr. Van NostchnAnd your
question is?

Q You criticized the Comparfgilure to
perform a survey that would assigalae to these
economic benefits. I'm inquiringpabthe sort of
survey you had in mind that we wanulglire of our
customers about the economic imphotitages.

A 1would think you would wiato do that and
do it in an updated manner in 1999.

Q When this data request issised?
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A Yeah. Yes.

Q Interms of the valuelu#ge other

benefits, you would agree, woulgtall, that if
PacifiCorp misses an appointmeriaits to restore

power within 24 hours, that custasngould really be
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paid $50 than not be paid $50, wotilthey?

A Yes. Well, no. | guessduld say which
customers.

Q Industrial customers wogéd $100.

A We've testified that tedtinch money.
That's not much value at all.

Q But there's not much toger about,
though, is there?

A No.

Q If we could turn back togs examination
Exhibit 21, you make the point inugoestimony that
the applicants have claimed thathé@ million in
annual benefits is -- has a netgiregalue of $600
million which you took issue withcaalaimed that it
required -- it would require thesméfits to
continue for more than 200 yeassthat your
testimony?

A | Dbelieveitis.

Q And would you accept tivatat we've done

in Exhibit 21 is show the net prdésaiue



21

22

23

24

25

calculation ramping in the improvertseover the
first five years and using the 9cpet discount
rate that we discussed in our respdo your data
request 1.5?

A Yes.

RENEE L. STACY, CSR, RPR
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Q And will you agree thaistlxhibit shows
that 75 percent of these benefitgbmut $450
million are captured in the firstth819 years?

A If that is the correct at®of the
discount rate, then your math works.

Q And, similarly, if we gowgn do the bottom
of the page, year 50, by the timar & comes
around, we have about 97 percetti@$600 million?

A That's true. Fifty yedmsm now we will
finally see 90 percent of the valaa're putting on
the table.

Q 97 percent, | believe.

A 97 percent.

Q So when your testimonkgalbout the 200
million -- or the 200 years, yowassically talking
about the 150 years it takes tdlumtlast 3
percent?

A It was that last increment

Q Yeah. Okay. Another mdryour

testimony discusses the hypothetieaiger partner
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that's the domestic merger thaiisgoprecluded by

this transaction. Do you remembat from your

testimony?

A |do.

Q And | believe we asked yoata Request
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No. 3 to identify the subject uyiland to identify
the synergy savings that would lwelpced by this
utility in Request No. 4. Do youad that?

A ldo.

Q And there is no domestitity
identified, is there?

A No. And, again, | thinktated before
that the reference to a hypotheticad not to --
hypothetical merger partner wastasuggest that
one was in the wings, but instead armargument
that there is an opportunity cosblaed in this
merger that you were taking off thigle any
potential discussions with other geempartner.

Q Isn'tit fair to say tlaatransaction
between two domestic operatingtiggifaces a
somewhat more difficult approval gess than this
transaction?

A To the extent that othensiderations may
be present, particularly market potype

considerations, that would be theeca
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Q And that when FERC applisscreen for

those market power tests, there Ineasome

mitigation that was shown to be sseey?

A Could be, yes.

Q And it's also likely thatr it's also
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true that the time it takes to obtie necessary
approvals can be much longer inraekiic merger,
wouldn't you say?

A Again, depending on thaditions. Surely
some domestic mergers have excethaetime, the
time frame that we're using on ting.

Q I'd like to focus on therfpon of your
testimony where you discuss Mr. Miadfte's
benchmarking exhibit and your créias of that high

level benchmarking analysis with MiacRitchie
included as an exhibit to his ditestimony. |

think there's discussions primaaiigund page 32.
One of the things you say that # yse a number of
customers, | guess to establisiidhedation. Mr.
MacRitchie's benchmarking analysés Wwased on
nonproduction costs per customehas right?

A That's my understanding.

Q The nonproduction costt tie used were
from the 1996 FERC Form 1?

A That's my understanding.
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Q And I think your point page 32 is that
using a number of customers as émewchinator rather
than the units of consumption, saslkilowatt
hours, distorts the comparisonghas what your

testimony states?

RENEE L. STACY, CSR, RPR
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A Yes.

Q And the way you illustrétat is you
provide a number of studies whiatkratilities on
the basis of all costs. In otherdgo production
and nonproduction costs in the natoer and the
denominator, rather than dividingtilhy number of
customers, like Mr. MacRitchie dogsy divide it by
kilowatt hours, megawatt hours?

A That's right.

Q Just comparing these tpmr@aches, is it
fair to say the nonproduction castsl to be the
fixed costs which do not vary by #msount of

consumption?

A Yes. As a general stateime

Q Andif you lost 100 megéwaf load, for
example, would the nonproductioriechange
significantly?

A Should not. At least i tshort run.

Q And it's also fair to ghgt the

production costs tend to be a biten@riable in
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nature?

A A bit more variable.

Q Andif you lost 100 megéwaf load, your

production costs would be reducethlycost of

generating that hundred megawatts?
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A Absent commitments on caats for fuels
and so forth that you couldn't gett af.

Q Isitfair to say that fwduction or
generation costs are a fairly higlhcpntage of a
utility's operating costs?

A Yes.

Q I guess as an examphlegitould look at
your Exhibit 4, the second pagehat £xhibit, you

have the statistics on operatiortsraaintenance

expenses for a number of utiliti®o you have that

in front of you?

A Yes, | do.

Q Soif we look at Idaho Rowfor example,
out of the $22 per megawatt houalt@&16 of that
represents production?

A That's true.

Q And like Florida Powes itbughly
80 percent or $35 a megawatt hoer the $44
total?

A That's true.
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Q So you could have a wtivith very low

generation costs and high nonpradaaosts which

may look fairly efficient on a totadst per

megawatt hour basis, couldn't you?

A

It would be possible tovbdhat kind of
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conclusion drawn.

Q And if we look at IdahovirRey, for example,
in your exhibit, their cost per megdt hour is only
about 10 mills; is that right? Puwotlon costs.

A That's true.

Q You would agree that'sayow
generation cost?

A Relatively very low.

Q Relatively very low?

A Yes, compared to others.

Q Probably one of the lowaghe country,
isn'tit?

A ltis.

Q And then we look at youbkc Utilities
Fortnightly ranking which you haweBxhibit 5.
It's not surprising that Idaho Poa@mes out as
number one?

A That's true.

Q On atotal cost over meggawour basis?

A That's true.
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Q And in the MacRitchie ebihilooking at

nonproduction costs per customeahaodPower does

not fare quite so well, does it?

A

Q

Number 76 in the nation.

| believe it's number 707

RENEE L. STACY, CSR, RPR

(801) 328-1188

1175



10

11

12

13

14

15

16

17

18

19

20

A Seventy. Excuse me. tSahe second
worst in the nation. That's theatosion were to
be drawn.

Q Of those included in thahere's only
72 utilities included in that rangih

A Right.

Q Then if we could look abn the other
side of the coin, you could havedibtyiwith very
high generation costs and low nodpotion costs,
which would look to be fairly ineffent; is that

not true?

A That's true.

Q And we look at your -- egdooking at

your Exhibit 4, if we could look Eliorida Power

Corporation, which shows productiosts of $35 per

megawatt hour or 35 mills, thatfaidy high
generation cost utility, wouldn'uysay?

A | would.

Q And so, looking at yourhiibit 5, the

Public Utilities Fortnightly rankinghich you cite,
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Florida Progress, which is Floridav@r, doesn't
look so good, does it?

A That's true.

Q Like number 65?

A That's true.

RENEE L. STACY, CSR, RPR
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Q Yeton the -- then if wengpare that to
the MacRitchie analysis, which usesproduction
costs per customer, Florida Poweksaretty
efficient, doesn't it?

A That's true.

Q That showed up as numbeft

A That's true.

Q And I think, similarly, @Gsumers Power
might be another example of thigatibn with,
again, generation costs of aboun8ls, according
to your Exhibit 4, and it shows wpnaimber 44 in
Public Utilities Fortnightly rankinget number
three on Mr. MacRitchie's list.

A That's true.

Q Soisn'tit fair to saptlyeneration
costs are the overriding influenoeaautility's
ranking if it's performed on a tatakt per
megawatt hour basis?

A Given the size, given thlative value of

overall operating costs, | would gayperation cost



21

22

23

24

25

is very important.

Q So if we look at Exhibjthich is
another of the Public Utilities Foghtly articles
which you cite as providing a magkable ranking

of utilities, page 31 of that arichakes the
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observation that six of the top penformers, if we
look on a total cost per megawatirhmasis, are in
the Pacific Northwest. Is that gosise to you,
given the amount of hydro generatlat the
utilities have?

A No.

Q And, in fact, the artiohakes the
observation there's a strong retstiip between the
percentage of hydro and operatifigiehcy as

measured by this particular apprpaolrect?

A That's true.

Q And further on on that @&{,, the article
makes the startling observation éigit of the ten
bottom performers come from the Neast. Do you
see that in the article?

A ldo.

Q Andis it fair to say tmost of these
utilities that rank so poorly in bdrave some, if
not a significant part, of their gestion provided

by a nuclear plant?
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Q

In the Northeast?
Yes.
Some are, yes.

And, in fact, the artiobmkes the

25 observation that a utility's reliaran nuclear
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generation shows a strong negatveetation with
efficiency; is that right?

A That's true.

Q The higher the share aflear cost, the
lower the operational efficiencymasasured by this
particular --

A That's true.

Q I guess, looking at thige approaches
which you cite as being preferableg utility in
particular, I think, is worth notingterms of the

reliability of this particular ap@ch. If you look

at -- if you compare your exhibitybu can see
Upper Peninsula Energy Corp rankinghber nine in
the 1996 ratings. Comparing thdExaibit 6, they
drop all the way to number 93 in gaar. Is that a
fair statement of what happenedhere

A That is what's reported.

Q Are you familiar with whiyat utility made
such a large improvement?

A |am not.
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Q Ifyou look at -- thera'sliscussion of
it in Exhibit 5, which makes the ebstion that its
generation fuel mix showed a droptegam from
nearly $2 million to zero withouhat change in

output, so it was strictly a redatin generation
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costs which allowed that changeainkings?

A They changed -- they walpée to do that
by reductions in generation costs.

Q A $2 million reduction generation cost
moved them from number 93 to nifsn't that
further evidence that the resultgggsted by
production costs -- or by total coger megawatt
hour is driven largely, if not eety, by the
generation cost and production cost?

A lwould say yes. Ultimigte and that's

reflected in the delivered cost.

Q And this article also maikiee observation
that the holding company system terghow slightly
higher efficiencies than individuglerating
companies. Do you accept thabitestthat on page
327

A Yes.

Q And would you agree thas bbservation
tends to lend credibility to theigla in this

transaction of increased efficieageven that a
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holding company will be created resavell?

A Not necessarily. Agamile extent that
a holding Company, as a generatstant, tends to
show greater efficiency achievemedntguld agree

with that. Does that have diregkdige to this

RENEE L. STACY, CSR, RPR
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application as it's been put forthstill am
uncertain as to whether those efficies are going
to be achieved.
MR. VAN NOSTRAND: Thanky. | have no
further questions, Mr. Chairmarwaluld like to
move the admission of 21 and 22.
CHAIRMAN MECHAM: Is ther@ny objection to
that? Thank you. We'll receiventhe
(Whereupon Cross ExhiBitsand 22 were
received.)
CHAIRMAN MECHAM: Mr. Huet.
CROSS EXAMINATION
BY MR. HUNTER:
Q Mr. Anderson, a housekegmnatter to
start with. Did | hear you say ttia lower the
discount rate, the lower the nesen¢ value?
A Yes.
Q Didn't you give a numbethva 6 percent
discount rate that was -- maybetHerpurposes of

the record, would you give me yooalgsis of the
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$48 million merger credit, using wéheer discount
rates you want to use.

A | used two discount --0ind think -- if
| did say 6, | misspoke. | used thigcount rates.

One was 10 and half; one was 9.
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Q What was the result ohgsa 9?

A The result of using a %whirty -- just
under 39 million.

Q And using the higher discbrate, what
was that number?

A Roughly thirty-seven five.

Q You talked about discriation and you
talked about discrimination in redatto the merger
credit, and | assume, since alldirgtomers you

represent, except for Geneva and GEQyet the
benefit of the merger credit, thecdmination
you're talking about is with regawdseneva and
WECCO?

A That's true.

Q Do Geneva and WECCO hayepartions of
their contract service subject @ tiriff?

A | believe -- | am not plaged to those

contracts, per se. | have a genaraérstanding of
those contracts. It's my understapthat WECCO

has a small portion of their loadttis firm, but |
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don't believe it's subject to tariff
Q Do you know whether or ttet WECCO

portion of firm would be eligiblerfthe merger

credit?

A

| do not.
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Q The remedy for this disunation that you
proposed was an extension to thé&racis?

A Extension of the contrazibject to
current rights of the Commissiomawiew those
contracts for cost implications.

Q And the cost implicatigmai're talking
about, what kind of costs -- usihg triteria that
the Commission has, based on thea§i2force, what
kind of costs should those contraeetever in order
to be eligible for an extension?

A Itwould be --

MR. DODGE: Excuse men ¢joing to
object. The Commission, to my krnedge, has not
adopted any criteria for evaluatdispecial
contracts, so | think the questiasstates the
record.

Q (BY MR.HUNTER) Basedin@ Commission's
order dated January 23rd, 1998 okeb97-035-07,
which specifies the criteria the @oission used to

determine whether or not to appiineecextension of



21

22

23

24

25

the Geneva contract, are thosedhee<riteria
you're talking about that they sklause going
forward?

A Whatever is before thisn@nission that has

been elected by the Commission @sigfint way to
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proceed, that's what I'm suggesting.

Q And those criteria theowd include --
they cover their full incrementakegy cots?

A Yes.

Q And they should cover tHell
incremental capacity cost?

A Yes.

Q And have you done any lohdnalysis to
determine whether or not, underctingent load and
resource balance of the Companygtineent prices
meet those criteria?

A | have not.

Q Do you know whether ther(any's load and

resource picture has changed shme€bmmission
approved those contracts in 19987

A 1 have not. I do not.

Q What, then, would the Cassion say if

they decided to adopt your conditiothis

proceeding that sometime in therkiaf the Company

and the customers could bring arechto the
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Commission for approval using theeda that we've

just talked about?

A |l don't understand youesfion. What

would the Commission say --

Q What are you asking thisrnission to put
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in the order that is different tithe current state
of affairs in this jurisdiction?

A What | was suggesting e, as a
modified condition to that stiputatithat's been
put forth that's on the table todagt there be
assurances that those contractexmte during
what we'd loosley refer to as themsition period,
out to close of 2003, that thoseti@mts be
extended out to that period of tisughject to the
terms, conditions and rights th& @ommission has
today governing those contractgdéerew and so
forth.

Q Do the parties currenthyd the option to
bring those -- in fact, under therte of the order
approving those contracts, if theipa want to
bring those contracts back to then@assion for
extension, they're currently requiit@ get approval
and meet the criteria I've talkedwbis that
accurate?

MR. DODGE: Objection. dkaof
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foundation. He hasn't shown thdeoto this
witness and | don't believe he's eeen it.

Q (BY MR. HUNTER) Are yoarhiliar with the
order that the Commission issuegtdg the

extension for the Geneva contract?

RENEE L. STACY, CSR, RPR
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A lam not.

Q Do you know whether or tia Division, in
its analysis of the proposed extamgiranted in '98
by the Commission, specified thatialysis was
only good for the initial term oftlcontract?

A lam not. |didn't parpate in that
order or that hearing.

Q Then basically your progids the
Commission, without being intimatalyare of either
the orders issued by the Commisaawopting the
stipulation or adopting the contdensions or
with the criteria used by the Consiur for adoption
of the contracts, is that contratisuld be
extended using some criteria at sdate, some time
in the future?

A Existing criteria out tlmse of 2003.

Q If the Commission's spkectatract task
force adopted new criteria, shobluse criteria be
those used for this contract extamsondition?

A Yes, subject to -- if thewell, if the
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task force adopts -- if the Comnauesadopts the

task force recommendations, whichumgerstanding is
would be reported at the close of year, if that
changes those terms, conditionsrigids of

oversight that this Commission hlasn it changes

RENEE L. STACY, CSR, RPR
(801) 328-1188 1186



10

11

12

13

14

15

16

17

18

19

20

the environment in which those cactis exist, so,
you know, kind of in layman's terral bets are off
if the task force chooses a pathtaatipath is
ultimately adopted by the Commission
Q So your proposal is that youldn't then
seek to reduce the Company's altidityegotiate
with its special contract customeisdu're just
saying that whatever the resulhokt negotiations
are, they come back to this Comrnars$or approval
before becoming effective?
A | believe that's true.
MR. HUNTER: Okay. Thaybu. That's all
| have.
CHAIRMAN MECHAM: Thank yo Mr. Hunter.
Mr. Ginsberg.
CROSS EXAMINATION
BY MR. GINSBERG:
Q Let me make sure | unéderdtwhat you're
recommending with respect to thespeontracts.

You are recommending that the Compas they
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indicated they would, negotiate aog faith
extensions to THE special contraais that those
extensions which are for the peabthe rate
credit through the end of 2003 Hensitted to the

Commission for their approval ancetrtee criteria
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that was established for the oribomatract that
was entered into for Geneva or WEGE@ny
subsequent criteria that the tas&dfor the
Commission may establish in a subsetproceeding?
A | think, Mr. Ginsberg, whHare suggested
is that, as a form of mitigatingititesk, that
these customers would be subjectedrhidpoint,
roughly, in this transition peridbat those
contracts be extended under the ¢ames and
conditions and governance that@umsmission has
over them, subject to either denmastl changes in
the cost drivers of those contraotghat there is
not a resulting negative impactlos temaining
other customers, and subjected yachanges that
the task force would present to @esnmission and
that the Commission would subsedyewtopt.
Q Which would mean at tmedithe extension
is requested, whenever that is,dh#tat --
whatever conditions existed at time, those

contracts would have to then meefttiiteria that
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you've outlined meeting their -4yudovering their

incremental energy and capacityscasthat time?

A That's true.

Q Now, do you have in frofityou the

comments that you filed before tlman@hission on this

RENEE L. STACY, CSR, RPR

(801) 328-1188

1188



10

11

12

13

14

15

16

17

18

19

20

issue?

A ldo. If you'djust givee a second.

Q What I'm referring to letcomments of
the industrial customers on theudégon.

A | have them.

Q And if we could go to pagght. These
are the conditions that you are meoending to the
Commission that reflect what yoylvst told us?

A That's true.

Q Idon't see in Conditienvell, let's

look at A. I'm sorry. Number 10 Bou understand
that that's a commitment that hanbeade?

A 1ldo, and that's in thprst to make sure
that everybody understands, bunltabink that's
in controversy.

Q You don'tinterpret 1 team that if there
is an escalation clause in the ggstontract,
you're not proposing that thoselmieated are
you?

A No, not at all.
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Q And Number 2, you alscogguze that the

commitment that's already been made?

A It's a commitment thagseb made.

Unfortunately, it's a commitmenttthe currently

seem to have a little struggle withie have not, as
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| understand it in discussing tlssuie with all
three legal counsel that is repreisgrsome or all
industrial customers -- special cacitcustomers
here today, that discussions onresxve of these
contracts, which really need to iteez underway or
should have already been underweyethas been a
refusal on the part of the Compangiscuss those
kinds of things, so | guess the jaasof good
faith becomes a little bit definited and a
problem.

Q May | ask what you se®@adition gives
you?

A Condition Number 2?

Q Yes.

A Itjust again restates twhia believe
is -- should be the practice thatddewed.

Q You recognize, do you rioat the credit
that you are referring to does nabmatically
exist for all four years?

A The $12 million per year?
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Q Yes.

A It exists for the firstawears, subject

to being offset in the third andribuyear, is my

understanding.

Q Now, your whole premis¢hiat there's
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some comparability because you'tegatiing that
credit and you're not being providleel protection;
Is that right?

A For the special contramt$or all
customers that | represent?

Q No, no. Just the speomaitracts.

A We're not -- no, we're asking that
those credits be made availabladsé special
contracts, if that's the import ofiy question.
No, that's not what I'm suggestitit. -- Mr.
Ginsberg, I'm not suggesting thatlibnefits of
this merger in terms of rate reduttibe
automatically granted to specialtast customers
as they would through either a dreda rate cap
or any other kind of price mechanigu put forth.
It's the flip side that I'm suggegtithat there
are risks that are not being migdanot that the
flow of benefit -- merger credits tgo--

Q Your risks are completabyered through

your contract period, are they not?
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A Only through the contrpetiod, and that

period, again, ends kind of midpamthis

transition.

Q About when the credit cbehd?

A Yeah. To the extent tthetre are offsets
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in years three and four, | guesswaild be the
case.

Q So those special contcastomers won't
be subject to the risk associatdti vate -- tariff
rate increases, will they?

A Well -- under current texPn

Q Yes.

A Well, to the extent thidtate increases
reflected cost drivers that the campwas suffering
through that were ultimately affagtoverall rates

in the system or in the Utah juresidin and that
there is language in that contriaat is a
re-opener, they could very well Heced by it.

Q I'm not sure | followed atlyou said.

A Well, you suggest -- IGsdithere is
language -- if there's re-openee tigmguage in
there that the cost drivers arersoqunced that
the contract is no longer meetirggtdrms and
conditions that it was set forth.

Q Your proposed conditions'tireflect what
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you just said where you're proposiha the new
contract be submitted to the Comimisfor its

approval of any extensions? Am4dsing that?

A I'm sorry. What?

Q Am I missing in your prgabon page eight
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where you've said that any extensidhese special
contracts will meet either the neitecia or then
existing and be approved by the Csion?

A Well perhaps it's not Inete, and | guess
this is the nature of live rebuttal.

Q If you could look at paragh C, is this
your recommendation that the Comioisgive you some
termination rights that you may ootrently have?

A | think the -- what's umlyeng paragraph
C is simply, again, a form of riskigation that if
there is not an extension of thetremts, if
there's not negotiations in goothfahat there be
some kind of exit, some kind of thét these
industries would have an optiondespe other than
being simply subjected to a utitliat seems
resistant at this point to negotiate

Q Well, I read this to shattif either
federal or state law allows you &wdn special
access, that we have predetermiried termination

rights you have.
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A That's true. I'm sorijhat's true.

Q Would you agree that hgsevision

really has nothing to do with therges?

A To the extent that thatstaw or

federal regulation has not changed.
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Q You would still need a oba in the law?

A Exactly.

Q Now, your paragraph D pdeg you -- is an
attempt to provide you a remedyoifi ylon't
negotiate a contract; is that right?

A That's true.

Q Do you currently have thght by filing
a complaint?

A | believe we do.

Q And paragraph four isatican't reach an
agreement, then you should be abiave direct
access?

A Basically an out languages. An exit.

Q I'was somewhat uncleauaboyou accept
the rate credit as a mechanism tmate risk, but
did I understand that you said ismenough?

A |said it was in deficitdid not think
that the credit -- there's actusdlg problems with
credit. One is a value problensudgested that.

In terms of the incremental coveragle mitigation
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that it provides as it has beenrafiin the
stipulation, | did not feel likewitas enough or

that that delta in value is reallfpstantial enough
to -- | think we've used the terraward here "get us

over the bar."
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Second, | think it is aferior way of

moving forward in the sense thatrdvides less
risk coverage for all customers. thi® extent that
once we move off this merger andwee into
subsequent rate cases -- not thehat's being
proposed now that's a premergeraase, but we
move into the rate cases in thosesystarting --
once this merger is completed,kht is going to
be very difficult for this Commissido track merger
related costs, merger related savitigmately, so
that the ability to determine whetba@stomers were
placed at risk in this merger isngpiio be a
difficult determination.

Q And because of that, ywalrggesting this
rate cap for --

A | would suggest a rate.cathink it
does provide that kind of risk matiign that this
Commission would find helps remadvat tuncertainty
into the future. It also providaattkind of

economic incentive.
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Q Now, just with respecthe rate credit,
although you may disagree with ttm@ant, do you

disagree that it's comparable teofiwrisdictions?

A

Q

| don't understand youesfion.

Is it comparable to thedit in Oregon?
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A Yes.

Q And there is no rate dréeéing provided
in Idaho currently?

A No. Nor Wyoming.

Q Well, Wyoming has a di#fet type of rate
proposal, does it not?

A Oh, yes. Ithink if yoowld look at the
transcript in the Wyoming hearingiywill see at
least five different referenceshe point that
that rate case and the negotiatiteéisent in that
rate case, the stipulation thabfe#d, had -- and
this is testimony on behalf of apaifit's
witnesses -- had absolutely nottindo with this

merger, so | think there's a cordndiere that the
fact that the rate cap, if you wantall it that,
exists in Wyoming is merger relabed is
inconsistent with what the Compaay hrgued.

Q You have no specific pregdpthough, to
make to the Commission?

A No. | suggested that niodtions to the
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stipulation should be put forth, poe the
extension of contracts; two, on G#p. A rate cap
in place of, Mr. Ginsberg, because witness
yesterday talked in terms of rafe @ad credit

combined. My suggestion would ey that there
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would be a rate cap in substitutereflit.

Q But now your rate cap| asderstand what
you have suggested, would start aftate
increase?

A | suggested that, as a ofegddressing
premerger related expenses thattbmpany has not
been able to recuperate. Thoseécpéatly, as you
well know, those expense items Werte determined
to be out of historic test yearhe tast rate
case, and we know, sitting hereypttaat we're

likely to be them in the '98 histolest year, that
if there is a fairness -- there bara fairness
argument put forth that those ratethose -- I'm
sorry -- those expenses be recaptiggitimately
so. | also suggested that, in desmgwhat you do
is you basically establish a bagetate, a
premerger baseline rate for thad,\®a can move
forward from there.

Q You do understand the cagglit would

affect the size of any rate increhse you are
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suggesting?

I

A Yes.

MR. GINSBERG: Thank you.

CHAIRMAN MECHAM: Mr. Tiney?
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CROSS EXAMINATION
BY MR. TINGEY:

Q Justafew. They've askedt of the
questions. There seems to stillaiersome
confusion, at least with a couplei®in the room,
about your proposal on the contex¢énsion. So
one more time, hopefully at the nimstic level.
Your proposal is the special cortsatould be
extended at their current -- onrticarrent terms

if they meet the criteria in existerat that time?

A That's true.

Q Soif -- pick a date wiware of these
contracts comes up. Sometime irl200

A End of 2001.

Q End of 2001, a contraches up for -- or
expires. Your proposal would havwa tontract
continue at the same rate througtetid of 2003 if
it meets the criteria?

A True.

Q That's what you just saidkay. So what
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if at that time costs have changezhghat -- maybe
costs have gone up 20 percent, whateumber you
want, such that that price in thetcact wouldn't
cover costs. What happens?

A You renegotiate the pratehat time.

RENEE L. STACY, CSR, RPR
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Q Andif you can't, what paps?

A If you can't because? ot sure --

Q If no agreement can behed, what
happens?

A Then you would fall backthe existing
review process by bringing it fotththis
Commission and discussing it.

Q If costs have gone dowioek at both
sides of this and see if we can ustdad. If costs

have gone down, which presumablyld/owean the
contract price would still cover sleocosts and
maybe a little extra, your rightrémewal is at the
same price that's in the contrdt$?not at a
reduced price?

A 1think if costs were torae down, we
would expect to, again -- | see sitles, the flip
side of the coin. If costs come dpwe could also
renegotiate toward a lower cost,dniy to the
extent that, you know, that can emdnstrated and

still -- that the lower price cand@mmonstrated to
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still be consistent with terms aodditions that
govern it. We would expect -- jase other thing.

I'm sorry, Mr. Tingey. We would eqgb that those
costs perhaps would come down, gikiahthese guys

have offered $190 million cost sggin
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Q Well, I'm getting more ¢osed. If costs
went up, you said renegotiate.oBtavent down,
you said renegotiate. So what'seffect of this
term that says it would be extendedhe same
terms?

A Well, now, to the extehat the -- that
there is no demonstration that tire®been a
significant change in cost, then ymuld simply
extend it out through the transitp@riod. It
basically gives -- it's an insurapoécy. It
basically gives these customersitkemitigation
that they won't come back becauseafplicants have
simply not made clear their likellabof success in
the cost reduction measures thatuheertake.

Those cost reduction messare going to

entail the expenditure of money. #ga't want that
to come back so that the reposibbryhere you
recapture those kinds of expensedemiaken because
of this merger, that those kindexgbenses

basically then get recaptured thhosgme kind of
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renegotiations of those contract@nmupward
manner, that we have the sametheife's failure

to produce cost savings in undemnigkinese kinds of
expenses, that they would undertaki® so.

The tariff customers haveap that says
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you cannot come back and basicattgpture those.
It's your responsibility. The bundgf risk is on

you to demonstrate that those asé effective. We
would want that same kind of bagycalsurance.
You're not going to -- you're notrgpto be able to
come back and say costs have gon&\lgoneed to
renegotiate. Particularly costsehgone up because
of merger related activities. Wed&o renegotiate
this contract. And we are leftlas dnly ones with
that kind of economic exposure.

Q There's aterm in thewdépon, one of
the more succinct ones, that sags maill not go
up as a result of this merger. Dibasgive you
any comfort in that respect?

A It gives me heartburn hess as I've
already said up here today, | thivdk may be easy
to demonstrate in year one, lesg ademonstrate
in year two, significantly hard terdonstrate in
year three and very difficult to derstrate in year

four. | think, once you move offstlapplication,
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that the ability of this Commissimrtrack merger
related benefits and merger relateds, as you
move further out in time, is goilogoe a most
difficult task.

Q I'm going to get backhe briginal

RENEE L. STACY, CSR, RPR
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was related to the merger or notd Iear you
right?

A That's true.

Q And that's -- under yourgmsal, that's
what would happen?

A That's true. The quegb-kind of go
back to where | began this, the gise®
provide -- what we have in frontusfis a merger.
There are risks associated with itinatger. There
should be mitigation of that riskalbcustomers of
this Company. Again, as | statadlyezn in kind of
an opening statement. We didn'tfaskhis
merger. It was brought before Tikose kinds of
risks should be squarely on the klera of the
applicants, and so what we lookigarsk
mitigation, and it's not risk mittgan for some

subset of customers. |It's risk gaition for all
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customers.

Q Just more of a generaktjar. Do you
know how much of this system loadrevtalking about
accepting to deal with special cacts? Do you

know how many kilowatt hours weatking about,
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percentage of load, any of thosel%iof things?
A Well, I know the size oflds of the two
that I'm familiar with.

Q Well, do you know speaahtracts as a

whole?
A ldon'.

Q Youdon't? Anyidea apéocentage at
all?

A | wouldn't want to guess.

Q We had an exhibit in thgercase that the
Company has produced to the legisdathat had
numbers on it. If | remember righshowed about
20 percent of the load to speciatiarts. Does
that surprise you?

A No, subject to check.

Q Do you know the dollar map of what we're
talking about here? And | betteirdethat. And
let's use Mr. Alt's definition. TH#ference
between Schedule 9 and the speardtact price, do

you know what the magnitude of thatld be?
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A | have -- yeah, | have soyou know,

rough vision of what that is, yes.

Q Can you give us a rougion?

A As a total?

Q Yes.
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A Oh, no. If you've gotamber, suggest it
and | would, subject to check.

Q I'm looking for informatidrom you.

A | don't have that number.

Q Substantial number?

A Relatively substantial.

Q One more topic. One nouek. You
talked about establishing some gbibaseline for
going forward.

A Yes.

Q Wouldn't '99 be a morerappate year?

A ldon't think so. | thiskarting now,

this is a historic test year. hthit's -- you've
already got a considerable amoumerger related
expenses that are going to be botkedear. This
room is absolutely chock full ofldille hours. The
'8 historic test year is the clerspot to start,

| think. | know that there's -hink, if |

recall, there's $13 million bookedhe end of '98,

merger related expenses by PacifiCdits a fairly
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small -- that's subject to checkhihk that's

what they said. That's a very swallle. Starting
this year, starting calendar 'a&jnk merger
related -- to an extent, the mergeff and

running, to the extent that thegppending money on
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trying to get this thing approvdadhink '98 is
the clean year.

Q And the problem you sethesmerger
expenses?

A True.

Q Well, if that can be talaare of, such as
their agreement that they would e the line,
does that problem go away?

A 1 would still say that '9&s -- you know,

'98 was the year in which there masnerger. '99
was the year in which the mergeidadly was placed
upon our table. I still would comtiethat '98 is
the cleaner year to begin with.

MR. TINGEY: Thanks.

CHAIRMAN MECHAM: Thank yo Mr. Tingey.
Mr. Hunter.

CROSS EXAMINATION (Contied)
BY MR. HUNTER:
Q I'm slightly confused naadso, but before

we get to that, are you aware thatberger



21

22

23

24

25

expenses you're talking about aneggtm be booked
below the line, and specificallyated to my kind

of expenses, they're being bookdeaimfic Group
Holdings so they aren't even inutiigty?

A 1 knew they were below time. | didn't
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know they were going to the holdaognpany.

Q Ifthey are indeed beltw tine, how does
that possibly affect whether or b899 is or is not
appropriately a test period?

A It's a judgment call, NHunter. | think
that -- as we get further into timerger, | do
think it may be a little bit hardttack exactly
whose dollars were spent on whanolw from
participating in this now in thrdatss, the

activity of the law firms and thev@stment bankers,
and both is monumental. It is aehugdertaking to
put this application forward. Irtkiit's going to
be, even in '99, a little bit diffig perhaps, to
say where dollars were actually g¢thcl still
would contend '98 is the clean year.

Q Areyou in favor of a freuest period?

MR. DODGE: Object. Cdiis a legal

conclusion. Lack of foundation.

Q (BY MR. HUNTER) You haseontract right

now -- let's use Geneva becausectually have an



21

22

23

24

25

order, which | can show you to tkeeat you're not
aware of the terms. You have areghtight now
which has a provision, as reflectethe order, for
automatic five-year extension subje@ither

party's right to opt out 24 montle$doe the end of
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the term. Are you aware of that?

A Subject to check.

Q And the Commission, inatsler approving
that contract, said there would bexntomatic
extensions. Instead, you had toecback to the
Commission 120 days before the @tioin of that
period to determine whether or het Commission was
going to allow an automatic extensio

A Subject to check, yeah.

Q And you're not planningabranging either
the terms of either the order ordbetract in
whatever condition you suggest t®8 @ommission?

A That's true.

Q So whether or not you haderger,
contract is in place, order is iagd, you'll live
with the terms of both?

A Well, to the extent thagain, the merged
Company --

Q And I'll address risK! [&t you go

there. I'm just asking whether or you agree that
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both the order and the contracirapace and

you're not trying to amend eithee®n

A Oh, yes, that's true. $aonry.

Q And so the risk that yeudentified is

what you referred to as the refo$&acifiCorp to
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discuss contract extension?

A Well, | think there's aupde. There's
actually several categories of r@mkat least a
couple categories of risk. First ithink, as you
said, we don't know who these peapég and | don't
say that in a pejorative senselatlah sure
they're professional and so fortid &#om what |
can tell in meeting with them, tfaeg, but as
business partners and as peoplevigsied going to

have to sit across the table frooh @egotiate and
shake hands ultimately and nego#iatederive some
final value, there is great uncerai

We do not know who theseple are. We
don't have the historic interactibat we've had
with both Utah Power and Pacific Boar
PacifiCorp. So that is risk numbee.

| think secondly, you knome do not
understand, as we sit here today) #mnk there
is still considerable uncertaintyddhat

uncertainty produces risk, as to o Company is
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going to behave in the future ireagral manner.
They put forth that -- there is atemtion or at
least an argument put forth by @asnpany that
they're going to do a heroic amairgavings in the

combined system of PacifiCorp. \W& don't know or

RENEE L. STACY, CSR, RPR
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have much degree of comfort whethat's going to
actually materialize or not. Ankidiall customers
who are subject to that -- to buyfirgm this
Company with no other choice, thasgons are going
to be expensive. If they're goiogthieve what
they say they're going to achiekieyte going to
have to be very aggressive. Thosg¢ain expenses
and we're not sure the subsequemgzawill
produce. There's risks there.

And so, as the stipula@snwritten
provided some kind of risk mitigatito one set of
customers, we would see that it wdnd, for
completeness, similar type risk gaition for a
second set.

Q And I understand and heard that one.
But one of the concerns, then, & 8cottishPower
won't negotiate with you. | thoughist heard you
complain about the fact that Pa@fiChas refused
to negotiate with you, and | thoutfat was your

concern, that the Commission haokder something
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because PacifiCorp on its own hassesl to
negotiate. Isn't that what you 2aid
A No. IfIdid say it, whesuggested --
what | meant to suggest was thah#ve company has,

under the new potential managentexs,at this point
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not engaged in any kind of meanihdfalogue as to
what their position would be on cant extensions,
nor engaged in any kind of detaitloose contract
extensions.

Q Let's discuss your cortteecifically,
the customers you represent. Geiseva
bankruptcy; is that accurate?

A That's my understanding.

Q Do you know whether or titos Commission
or the bankruptcy court has jurigdic?

A ldonot.

Q Do you think it would beudent to see
what comes out of the bankruptcyeealing prior to
amending a contract that has an@@enonths to
run?

MR. DODGE: I'm going tbject. Lack of
foundation. This particular witheds has never
reviewed the Geneva contract; Boisprivy to the
Bankruptcy Code or the filing; Ceda't know how

long the bankruptcy is going to taker who has
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jurisdiction. It's a question novjperly directed
to this witness.

MR. HUNTER: All I'm aslgns whether or
not this witness has an opinion dwtier or not

it's good business practice to negaicontract

RENEE L. STACY, CSR, RPR
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extension with a company who isamkruptcy when
you don't know what the result adttbankruptcy is
going to be.

MR. DODGE: And I objectthe calling for
that opinion. This witness is naotalfied to issue
that opinion.

CHAIRMAN MECHAM: Well,II'allow --

MR. DODGE: Given the lagkfoundation.

CHAIRMAN MECHAM: If he Isaan opinion,

I'll allow him to share it, but --

THE WITNESS: | have naropn.

Q (BY MR. HUNTER) Are yoemerally familiar
with the special contract task faiwat's going on
right now?

A I'm generally familiar Wwitt, Mr. Hunter,
but I'm not participating in it.

Q Do you know what the Cortted of Consumer
Services' consultant, George Stgegirhas
suggested as an approach for spemidtacts?

A Only in the most generhts, basically,
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and that was through, | believe fitirsg in the
rate case. | remember that.

Q And it hasn't changed muBlasically it's
the idea that the difference betwiedirembedded

costs and the revenues that yowaligtget from the

RENEE L. STACY, CSR, RPR
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special contract are shareholderey®n

A You know, again, my undamsling is very
general, but | think that's my kisfdvague
understanding of what Sterzinger a@sling.

Q Based on the fact thatgpecial contract
task force hasn't made any decisatait a lot of
things, including that proposalit isrudent to put
off the renegotiation of a contrath two years
left in its term, pending the resudf that?

A ldon't think so. I thinkost of these
contract negotiations -- | mean, ikoow, there is a
risk on both sides of the negotmparty that life
could change by a task force recontagon that
ultimately was adopted by the Consinois that, you
know, substantially changed how @wis were to be
reviewed in the future in terms aondditions.

To the extent that theseies -- both
sides of the parties need to rescbrdract
extension questions, do the matveldp the

language and move forward, usubby is -- | mean,
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the stark point on that is that kafc general

rule of thumbs can be 24 months and, that's

really kind of what we're bumpingtogright now.
So, to answer your questis it wise to

sit back an additional five, six rtdtmuntil this
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task force finishes its work witlethincertainty
that we don't know what that will ber whether the
Commission would act on it? Nophd think it's a
smart business way of doing ithithk both parties
would be behooved by discussingwn

Q Assuming you know, do y@ve an opinion
as to whether or not ScottishPovesr dny kind of
right to renegotiate the contraasaeen your
clients and PacifiCorp at the presieme?

A 1do not know.

Q Do you think the -- in tinéerest of
making sure risks are equitablelbsides and to
avoid the discrimination problemuyse talking
about that the Commission exer¢seght under
its order to modify the rates pragpely to ensure
that the contract makes a reasorigibution to
costs to the extent that, at thesent time, those
contract prices don't cover thego€ providing
the service?

MR. DODGE: I'm going tbject. There are
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about four levels of assumptionser€ are no facts
on the record to support those kwoél
assumptions. It also asks for allegnclusion. |
object.

CHAIRMAN MECHAM: What'sshreading from,

RENEE L. STACY, CSR, RPR
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Mr. Hunter?

MR. HUNTER: He's readingm the
Commission order approving the Gansntract, just
to get some foundation as to whatG@ommission has
determined its rights are when piraped the
contract.

MR. DODGE: And, agaimdject to
guestions directed to this witnessoathe legal
rights of Geneva in a contract he'ger seen.

MR. HUNTER: I'm not asgithat question.

I'd be happy to stipulate | will restk that
question.

MR. DODGE: You just did.

MR. HUNTER: Well, theh $top.

MR. DODGE: There's anealtippn on the
record to the question and no gtleerding. If he
has withdrawn the question, I'lllwditaw my
objection.

CHAIRMAN MECHAM: Let'sti®r. Anderson

read that portion Mr. Hunter haseaskim to read
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and then we'll see what Mr. Hunsegaing to ask

him.

THE WITNESS: You say nienbkight, right?

Q (BY MR. HUNTER) Please.

A To the extent that avoidedt of UP&L are

RENEE L. STACY, CSR, RPR
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different than the avoided costsnsitied in support
of the agreement, the Commission maglify the rates

prospectively to make a reasonabigribution to

cost.
Q Thank you.
A Is that all?

Q Yes. Since the tarifftousers are going
to be subject to potential pricer@ases based on
this Commission's determination fivates -- costs
have changed to provide servicéiéot, as part of
that same proceeding, do you thiskappropriate
for the Commission to look at whia&icges in costs
of providing service there have biethe special
contract customers as some kindegndition for
determining whether or not thereuthdoe an
extension?

MR. DODGE: I'm going tbject to the

guestion. A, it misstates the doentrhe just read;
B, it calls for a legal conclusi@;there's no

foundation for this witness to ansiie
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CHAIRMAN MECHAM: To theedree that it

calls for a legal conclusion, I'nt going to have

him answer. | can't remember allryather

objections, Mr. Dodge.

MR. DODGE: They were goddhey were

RENEE L. STACY, CSR, RPR
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good.

CHAIRMAN MECHAM: I'm surdey were. Lack
of foundation. | remember that one.

MR. DODGE: He's askingtWitness, who
Is not -- who has never appearethitopoint, at
least, on behalf of the particulastomer that's
being -- whose contract is beingsioeed in a rate
case, nor been involved in rate gaseeedings, and
asked to interpret a Commission oaseto a special
contract when he's never seen thatact, as to
whether that should now somehowrbedght into the
rate case. This isn't the withesgHat. That's
something for lawyers to argue abioshmeone wants
to raise it.

CHAIRMAN MECHAM: | thougltne was asking
more whether or not it would be pmidto --

MR. HUNTER: I'd be hagpyrestate the
question.

CHAIRMAN MECHAM: Let's heit.

Q (BY MR. HUNTER) Mr. Andwn, you
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discussed risk. You said that austics under tariff
have risk mitigation your customeos't have,
specifically WECCO and Geneva, dr@reason is
because they have the merger craadlityou have

acknowledged in answers to questilbasthose

RENEE L. STACY, CSR, RPR
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customers also face some upwardprespotential
upward pressure on prices as atreSuhte cases.
Understand that? Agree with that?

A That's true.

Q Okay. Based on that fatmh, do you
agree that it is reasonable thagemial contract
customer whose contract is subgchange under
the standard that you read intordoerd from the
Commission's order, that this Consmis should look
at those contracts using that stahpiaor to
adopting some kind of extension?

MR. DODGE: I'm still ggirio object.
This is interposing issues that hasthing to do
with each other into a rate caseteeh witness
that is not qualified to answer thie's also
violating the terms of the agreentettveen the
particular contract he's talking atband suggesting
it, but we can deal with that sefeya

MR. HUNTER: | object toet. | am

reading from the order. There ithimg --
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MR. DODGE: Read the caatr

MR. HUNTER: | have rehé tontract,

which is why I'm sticking with theder.

MR. DODGE: Read the teohthe contract

and asking the question. We'll dagh that

RENEE L. STACY, CSR, RPR

(801) 328-1188

1217



10

11

12

13

14

15

16

17

18

19

20

separately. I'm just saying | objecthis whole
line of questioning.

CHAIRMAN MECHAM: But therder itself says
that we can change those on a potispebasis.

MR. DODGE: But they casupport it.

CHAIRMAN MECHAM: Well --

MR. HUNTER: I'm simplylasg whether or
not --

MR. DODGE: Or suggest it.

MR. HUNTER: I'm askindngpothetical
guestion based on the fact thatsisduld be evenly
balanced, as he testified, and ifrgogoing to
evenly balance risk, I'd be intezdst his opinion
on whether or not special contrabtsuld also be
subject to the same upward presssiaher
customers are.

MR. DODGE: This is whizgdve trouble with
the question. It assumes factsdratbsolutely
not in existence and are irrele\ad, in fact,

don't work with each other. Is lauggesting
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they should go back and get pathef$85 million
rate reduction last year and the-year rate refund
because they're subjected to a pececase they
didn't get? Their prices went ugt lgear.

Everybody else's went down dramHgicdt's a

RENEE L. STACY, CSR, RPR
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guestion without context that che'tanswered
meaningfully by this witness.

CHAIRMAN MECHAM: Well, mey hypotheticals
are that way.

MR. DODGE: And that's witmey're properly
objected to if there's not a prdpandation laid
for it.

CHAIRMAN MECHAM: But thelne laid the
foundation based on Dr. Andersassitony, so I'm
going to overrule the testimony.. Anderson, to
the degree you can remember anyhat wanspired
with respect to that question, | \oask that you
answer it.

THE WITNESS: | hate ty $lais. Could
you repeat the question?

Q (BY MR. HUNTER) One ofwyoconcerns is

that risk be equitable on both sidegsk for
tariff customers, in your view, Heeen mitigated to
a greater extent that risk has pecgl contract

customers. And you have propose@, \®ay to
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mitigate that risk, that there becéal contract
extensions with this Commissionas sf the final
arbiter of whether or not PacifiCerpuld be
required to extend your contratih duggesting, as

part of that process, the Commissiogrcise its

RENEE L. STACY, CSR, RPR
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other rights, which are to look atle special
contract under its terms and unteonder to
determine whether or not changebase contracts
should be ordered based on the @smgcosts. I'm
asking you whether or not that's.arasonable
approach this Commission should tadere looking
at any other contract extension.

MR. DODGE: Mr. Chairmaml, the same
objections. | understand you'vernyed it. He's
also restated it and misstated falftgou want to
let him go ahead and try to anstt's fine, but
| object to the question. It's @fi¢he worst
qguestions I've ever heard, othem tha ones I've
asked.

CHAIRMAN MECHAM: I've hedisome pretty
bad ones.

MR. DODGE: And I've hemaime pretty bad
ones, but this ranks right up thdmnay put it on
the wall.

THE WITNESS: Okay.



21

22

23

24

25

CHAIRMAN MECHAM: Okay. i@ it a try.
THE WITNESS: To the extdrat the order
that you read -- or you had me readuse me,

allows the Commission to prospedtyige back and

look at terms and conditions, cdshose
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contracts, | have suggested -- igh | suggested
that we were -- I'll do double typdk here -- we
were suggesting that nothing reeliignge in terms
of the -- I'll use the word paradighvhich governs
those contracts, so if there isoaabat there can
be -- if there's cause that thosdrests somehow
all of a sudden are not cost effecin the sense

of doing -- meeting the terms thatevset out, you
have done -- the Commission alrdeaythat right to
do that, so | don't really underdtaow -- | mean,

| haven't suggested that the Comioniss that
anything be taken away from the Cassian in terms
of what rights they have right nosvstated in that
sentence when | read it.

Q (BY MR.HUNTER) Simplyatshould be
considered along with everythingefsthe current
paradigm?

A Yes. The current paradidoesn't change.

MR. HUNTER: Thank youhaf's all |

have.
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CHAIRMAN MECHAM: Thank yo Mr. Hunter.
COMMISSIONER WHITE: Drn8lerson, as |

understand it, you are recommendingte cap

instead of the guaranteed mergeefiisfi

THE WITNESS: Instead o credit as
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defined in that stipulation.
COMMISSIONER WHITE: AndW does a rate
cap compare with Oregon's plan winsateferred to
as A-4 or Oregon's regulation thatitgently in
place?
A The A-4 program up ther€@mmissioner
White, I'm really not that familiaith the Oregon
A-4. My understanding is so comglted, it's
something you want to stay away frdmeally can't
answer it because | really am notiliar with
that.
COMMISSIONER WHITE: Buté&yon is getting
the credits, as | understand it.
THE WITNESS: Yes.
COMMISSIONER WHITE: Okago Oregon is
getting the credits and whateverefienthey
perceive from their A-4 program, wewer those are?
THE WITNESS: Yeah. | meagain, | don't
know how the -- | never have yetenstbod how the

merger credit interacts with the fprégram.
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COMMISSIONER WHITE: Nowgu also
recommend a rate cap as being aisupey to
manage the risks and benefits asuned against
rate cases; is that right? | mgan,think that a

cap is a better way to do this thaning rate

RENEE L. STACY, CSR, RPR
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cases?

THE WITNESS: | think iessuperior way
under two different criteria. Omaesuperior way
instead of the credit because Ikhtiprovides
uniform and consistent protectioaiagt the risks
that are involved in this mergeec&ndly, | think,
again, kind of going back to theimotof tracking
what this merger is really goingptoduce, | think
a rate cap out through that tramsiperiod

provides a mechanism that leavesGloimmission a
daunting task, which is going todver time trying
to track really what ultimately haped, the merger
savings, the merger benefits, andh® Commission
to feel comfortable that ultimatélg risks were

mitigated by the savings generated.

COMMISSIONER WHITE: Wketielieve me, I'm

daunted, but a rate cap seems Ijxetty rough
proxy in that if the Company's castlly go up,
they couldn't recover, but if thergez efficiencies

were as good as they say they'neggi be, then a
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rate cap would not adequately captibose benefits
for consumers, would it? It seeiks & pretty
blunt instrument to me, actually.

THE WITNESS: Well, youdua, |

respectfully disagree. | think thas an

RENEE L. STACY, CSR, RPR
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instrument that really provides kied of economic
incentive that the merged compamukhhave to meet
those kinds of savings. If they tameet those
savings and rates are capped, theddo do so,
the risk that was associated withlséhprograms is
all on the shareholders.

COMMISSIONER WHITE: | uactand those
benefits very well, but if they anere
efficient than -- the more efficighey are, the
higher the rate of return is.

THE WITNESS: Right.

COMMISSIONER WHITE: | nreaat some point
it seems to me the rate cap is utdahe
consumers if they don't get enough.

THE WITNESS: And | thitikat's the nature
of a cap.

COMMISSIONER WHITE: ljlsst a gamble.

THE WITNESS: Caps ardicgs. Caps are
not floors. If the merged compasgapable of

achieving what they hope to achive the cost
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drivers are substantially reducatks of return

are ultimately going up. Then ytihg Commission,
has the right to lower rates undea@ It's a
ceiling. It's not -- | carefully@aded the

suggestion here of a freeze. Ipymrovides a

RENEE L. STACY, CSR, RPR
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cap, a risk mitigation cap. It doe$ suggest that
if they are able to achieve whaytienk they can
achieve, then rates can come dowlrcansumers will
benefit accordingly.

COMMISSIONER WHITE: Anay would be
comfortable with setting such a aétpr the next
rate case, which we assume is coPing

THE WITNESS: You knownkan, if | could
have my way, we would do it todayt ib isn't going
to happen, and | think there's pbbpkegitimate --
| don't think. | know there areitegate arguments
that surround, surprisingly, a fass argument to
the Company here that the rate leateear did
take off the table certain expenaged,the argument
for taking those, if | understandotrectly, the
argument on taking those off thégatasn't a
prudency argument in the sense oé\weese or were
these not legitimate expenses.ak & historical
test year argument.

We know that those expsnsé¢hat Mr.
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Larson testified, you know, thatregjoing to see a
rate case and we know right sithege today what's
going to be involved in that rateeao a large

part, is coming back and sayingypkaw the

correct historical test year is hefe the extent
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that they are allowed to recapthisé expenses
that were legitimate that can nowdsted not out
of the argument over historical tgsdr but in
terms of were they prudent or niat,riot signing
off on all those expenses. I'm dyngaying the
test changes from historical to ena,. | think
that's probably quite fair for thertpany.

[, also, again, like thaion that it
basically does set a kind of preraelzaseline from
which we can judge going forward.

COMMISSIONER WHITE: Scsihunds like you
would be suggesting a cap accomgdnjeegular
reviews, rate cases or whatevesetowhat kind of
efficiencies are being achieved.

THE WITNESS: Well, | thim the
stipulation it says that the Compeontinues to be
pledged to filing their semiannugparts with the
Division, so the Division has a Idngtory of
monitoring where these -- where@loenpany is, and

so you've got that kind of data gedeposited over
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here from which such monitoring take place.
COMMISSIONER WHITE: Mowyron, one of the

things I'm not sure what to makéhas, and maybe

you could help me, is the discuss&msome of the

written proxy materials and so fpehd that is the
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return to shareholders. PacifiCoap been greatly
concerned about it. ScottishPoweu, know, is
talking about benefiting sharehaosdelriving costs
down. We hear a lot about obtairghgreholder
value, and | understand that melaeg want their
share price to go up, but givendbsts that they
say they are not going to achievihis merger --
they're not going to recover, I'mrgorecover in
rates, not only does it give the @any a lot of
incentive to be very efficient, wihicould be a good
thing, but does it also -- well, daiegive you any
concern that a company that's tryingchieve very
high shareholder returns is inte@sh taking over
a rate of return regulated utilitdes that seem
compatible?

THE WITNESS: Does thisggime concern. |
suggested in my direct testimony thare were
substantial pressures that this Gomppthe merged
Company, was going to be under tetraad that -- |

suggested that not in terms of tioeeethey should
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go away, but only as a picture ademwhat
conditions and under what environmenink they
will be operating under. | thinleyhwill be under
a lot of pressure.

COMMISSIONER WHITE: | meaf we're good

RENEE L. STACY, CSR, RPR
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at keeping them at a reasonableafateturn, it
seems to me the shareholders arganog be happy
with that.

THE WITNESS: That's MicRardson's
problem. You know, | don't find tha be -- these
are very intelligent smart businpseple. I'm sure
that there is a strategy there levalte that kind
of pressure.

COMMISSIONER WHITE: Wedls | understand
it, one of the strategies may welkt sell off
generation, which you've indicatedsh't
particularly concern you. Do yoinththere's any
need to deal with that possibilithis case?

THE WITNESS: | think wHatuggested in
the direct filing was that sellinf generation may
very well be a strategy that thegage to pursue in
out years. They have argued, asmygluknow and
understand, that that is not thieategy. | think
we'll have to take them at face galn that.

Does it bother me thatpgbe&ential could
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exist out there for them to sellggheration? |
think what | also suggested aloragéhlines -- |
think what | suggested in the testijnwas that it
wasn't the selling off of the getierathat was

good or bad. It was the terms anagions under
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which it was being sold off and ttfedt remained
something that was going to havieg@ddressed in
the future if they choose to purtha strategy.
COMMISSIONER WHITE: Doyahink this
Commission could adequately addiiesisin the
future or do you think there's samed to try to
address it in this order?
THE WITNESS: | think --eli; that's an
interesting question. | think m Iprobably going
out on a limb here, but | think yaobably could
address it in the future. | meamny flave to
take -- you know, they said thegiog going to do
it, so if they come in here and yelll that they're
going to do it, remember that, arfémwyou do review
it in the future, that will be thpeming question.
COMMISSIONER WHITE: Thank
CHAIRMAN MECHAM: Any reckct?
MR. DODGE: No.
CHAIRMAN MECHAM: All righ Thank you,

Dr. Anderson. Let's recess for luand return at
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2:00.

(Recess, 12:44 p.m.)
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